
February 23, 1985 

February 26, 1985 

March 4, 1985 

March 15, 1985 

March 16, 1985 

March 19, 1985 

March 20, 1985 

March 21, 1985 

March 27, 1985 

March 30, 1985 

April 3, 1985 

SENATE BILL NO. 462 

INTRODUCED BY GAGE, KEATING 

IN THE SENATE 

Introduced and referred to 
Committee on Local Government. 

Fiscal Note requested. 

On motion taken from Committee on 
Local Government and rereferred 
to Committee on Taxation. Motion 
adopted. 

Fiscal Note returned. 

Committee recommend bill do pass 
as amended. Report adopted. 

Bill printed and placed on 
members' desks. 

Second reading, do pass. 

Considered correctly engrossed. 

Third reading, passed. 
Ayes, 50; Noes, 0. 

Transmitted to House. 

IN THE HOUSE 

Introduced and referred to 
Committee on Taxation. 

Committee recommend bill be 
concurred in. Report adopted. 

Second reading, pass 
consideration. 

Second reading, concurred in as 
amended. 



.. 

April 5, 1985 

April 13, 1985 

April 15, 1985 

April 17, 1985 

April 18, 1985 

Third reading, concurred in. 

Returned to Senate with 
amendments. 

IN THE SENATE 

On motion, rules suspended to 
accept. Motion adopted. 

Received from House. 

Second reading, amendments 
concurred in. 

Third reading, amendments 
concurred in. 
Ayes, 48; Noes, 0. 

Sent to enrolling. 

Reported correctly enrolled. 
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INTRODUCED BY 

A BILL FOR AN ACT ENTITLED: "AN ACT REVISING ALLOWABLE 

DEDUCTIONS IN DETERMINING OIL AND GAS NET PROCEEDS FOR 

PROPERTY TAX PURPOSES; DEFINING ''OWNER-OPERATOR II AND 

"STRIPPER WELL"; ESTABLISHING STARTING POINTS FOR THE 

AMORTIZATION OF DRILLING COSTS AND CERTAIN CAPITAL 

EXPENDITURES; AMENDING SECTIONS 15-23-601, 15-23-603, AND 

15-23-604, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE DATE 

AND AN APPLICABILITY DATE." 

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA: 

Section 1. Section 15-23-601, MCA, is amended to read; 

11 15-23-601. Definitions. As used in this part, the 

following definitions apply: 

{1) "Excise tax" means the windfall profit tax on 

domestic crude oil imposed by Title I of the federal Crude 

Oil Windfall Profit Tax Act of 1980, as enacted or as 

amended. 

{ 2} The terms "operator" and "praducer 11 mean any 

person who engages in the business of drilling for, 

extracting, or producing any natural gas, petroleum, or 

other crude or mineral oil. 

ill The term 11 0wner-operator" means any person: 
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(a) ·who owns the right, in whole or in part, to search 

for and produce any natural gas, petroleum, or other crude 

or mineral oil, whether such right is derived from the 

ownership of the mineral estate free of lease, from an oil 

or gas lease, or from any other agreement conferring such 

right; and 

(b) who actually performs supervisory, management, or 

operational services necessary to the extraction or 

production of any natural gas, petroleum, or other mineral 

or crude oil. 

(4) The term "stripper well" means: 

~~crude oil well from which has been produced 

an~ sold during any consecutive 12-month period beginning on 

or after January 1, 1973, an average of 10 barrels or less 

of crude oil a day, as determined from the records of the 

board of oil and gas conservationi or 

(b) any natural gas well from which is produced and 

sold during any consecutive 90-day period, in accordance 

with recognized conservation practices and without damage to 

the reservoir, an average of not more than 60,000 cubic feet 

of nonass~ciated natural gas a day, as determined from the 

records of the board of oil and gas conservation. 

t3till The term "well" includes each single well or 

group of wells, including dry wells, in one field or 

production unit and under the control of one operator or 

-2- INTRODUCED BILL 
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producer. The term does not include stripper well." 

section 2. Secti9n 15-23-603, MCA, is amended to read: 

"15-23-603. Net proceeds how computed. (l) The 

department of revenue shall calculate and compute from the 

returns the gross sales proceeds of the product yielded from 

such well for the year covered by the statement and shall 

calculate the net proceeds of the well yielded to the 

producer, which net proceeds shall be determined by 

subtracting from the gross sales proceeds thereof the 

following: 

(a) all royalty paid in cash by the operator or 

producer and the gross value of all royalty apportioned in 

kind by the operator or producer that shall be determined by 

using as the value of a barrel of oil or a cubic foot of gas 

the average selling price for the calendar year of a barrel 

of oil or a cubic foot of gas from the well out of which the 

royalty was paid: 

(b) all mefteys money expended for necessary iaber7 

machinery, and supplies needed and used in the operation and 

development; 

(c) (i) all money expended for necessary labor; and 

(ii) all money expended pursuant to a written operating 

agreement for supervisory, management, or operational 

services needed and used in the operation and development; 

tet~ all mofteys money expended for improvements, 
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repairs, and betterments necessary in and about the working 

of the well; 

(e) that portion of all mon~y, including costs of 

insurance, expended for the acquisition and operation of any 

vehicle used in the operation and development of the well 

which bears the same ratio to all money expended for the 

acquisition and use of the vehicle during the year covered 

by the statement as the number of miles the vehicle is used 

in operation and development of the well during the year 

covered by the statement bears to the total miles the 

vehicle is used during the year covered by the statement; 

tdtl!l all mon~ys money expended for fire insurance 

aftd~ workers• compensation insurance, liability insurance, 

and casualty insurance and for payments by operators to 

welfare and retirement funds when provided for in wage 

contracts between operators and employees; 

(g) all money expended for any performance or 

indemnity bonds required by the laws of this state or the 

rules of any state agency, with respect to the well for 

which the net proceeds are being calculated; 

(h) with respect to an owner-operator who maintains an 

office or employs clerical or office personnel and who 

provides supervision and management for the operation and 

development of one or more wells or stripper wells, which 

supervisory and management activity is supported by 
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adequate, contemporaneous records kept by the 

owner-operator, and whose average daily production from all 

wells and stripper wells in which the owner-operator owns 

the right to search for and produce petroleum or other crude 

or mineral oil or natural gas during the period covered by 

the statement required by 15-23-602 does not exceed 250 

barrels of petroleum or mineral or crude oil or 1,500,000 

cubic feet of natural gas, at the election of the 

owner-operator and in lieu of the deduction provided in 

subsection (l)(c)(ii): 

(i) 10% of the gross sales proceeds allocable to each 

well for the year for which the net proceeds are being_ 

calculated, as an allowance for clerical, office, and 

supe_~visory and management costs directly attributable to 

the operation and ~evelopment of t~e well; and 

(ii) 25% of the gross sa)es proceeds allocable to each 

stripper well for the year for which the net proceeds are 

be_ing calculated, as an allowance for clerical, office,~_and 

supervisory and management costs directly attributable to 

the operation and development of the str~_well; and 

tetlll 70l of the amount paid or withheld in 

satisfaction of liability for excise taxes imposed by thP. 

U.S. government on the production, sale, or removal of the 

natural gas, petroleum, or other crude or mineral oil 

yielded from such well, other than the amount of such taxes 
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paid by or withheld from each royalty owner. 

(2) No moneys invested in the well and improvements 

during any year except the year for which such statement is 

made may be included in such expenditures, except as 

provided in l5-23-604t-8~d-~~eh-expend±t~re~-m8y-not-±ne%ude 

the-~a~ar±e~-or-any-po~t±on-eheree~-or-any-per~on-or-o££±eer 

not--8ettta±±y--enga9ed--±n--the--working--oE--the--wei%---or 

~~('er±ntend±ng-tl-l.e-managem.ent-tl-lereo£.u 

Section 3. Section 15-23-604, MCA, is amended to read: 

''15-23-604. Deduction of drilling costs and capital 

expenditures. Tl-l.e (1) Unless an operator or producer 

proceeds under subsection (2), the department of revenue in 

computing the deductions allowable for cost of drilling 

wells completed during the period and for other capital 

expenditures shall allow 10% of such cost each year for a 

period of 10 years beginning~ 

~ after the 3-year exemption period allowed in 

15-36-121 for qualified natural~ wells; 

(b) with the year natural ~._from a nonqualified 

natural gas well is first placed into a natural gas 

distribution system; or 

(c) with_ the year the XI:!.!!I.E.ing unit is installed on a 

crude oil well. provided7-l-l.owever7-the 

(2) The operator or producer may elect to amortize the 

cost over a period of 2 years if the well 1s less than 3,000 
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1 feet deep." 

2 NEW SECTION. Section 4. Extension of authority. Any 

3 existing authority of the department of revenue or the board 

4 of oil and gas conservation to make rules on the subject of 

5 the provisions of this act is extended to the provisions of 

6 this act. 

7 NEW SECTION. Section 5. Effective date 

8 applicability. This act is effective on passage and approval 

9 and applies to taxable years beginning after December 31, 

10 1984. 

-End-
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STATE OF MONTANA 
REQUEST NO. FNN 505-85 

F I S C A L N 0 T E 
Form BD-15 

In compliance with a written request received February 26, 19 
Fiscal Note for Senate Bill 462 pursuant to Title 5, Chapter 
Background information used in developing this Fiscal Note is available 
Planning, to members of the Legislature upon request. 

DESCRIPTION OF PROPOSED LEGISLATON: 

85 , there is hereby submitted a 
4, Part 2 of the Montana Code Annotated 
from the Office of Budget and Program 

(MCA). 

An act revising allowable deductions in determining oil and gas net proceeds for property tax purposes; defining 
"owner-operator" and "stripper well"; establishing starting points for the amortization of drilling costs and certain 
capital expenditures; and providing an immediate effective date and an applicability date. 

ASSUMPTIONS: 
1. Statewide taxable value- FY86 = $2,397,311,000; FY87 = $2,444,893,000. 
2. University levy, 6 mills; school foundation program, 45 mills; average local levy, 80 mills; all school 

funding 60% of average weighted oil & gas levy, 131 mills. 
3. 

4. 

5. 
6. 

7. 

8. 
9. 

Performance or indemnity bonds, $10,000 (DNRC); Annual premium, $100/year (USF&G Insurance Co.); 
390 oil & gas companies. 
Insurance: annual premium for fire, casualty, and liability insurance, $200/well/year (Dye, Tavary & 
Judge Agency in Cutbank, MT); fire insurance (~ of annual premium already deductible). 
Overhead: 6,718 producing oil & gas wells; 2,243 stripper wells (1984 Annual Petroleum Independent 1983 statisic 
Companies which must use proposed section 15-23-603 c(ii): 5,154 wells (Montana Oil Journal); average written 
operating agreement - $6,000/well/year. 
Estimated barrels of oil produced in FY1986, 28,341,000; average price/barrel = $26.10 (OBPP). This is held 
constant and used as a proxy for CY1984 and 1985 production. 
10% of all oil produced in Montana comes from stripper leases (1984 Petroleum Independent). 
26,347,476 barrels of oil and 38,139,096 MCF of gas are produced by companies which must use the deduction in 
proposed section 15-23-603 c(ii) (Montana Oil Journal). 

10. Using natural gas severance tax collections of $3,650,000 in FY1986 and a price of $2.48/MCF, 55,538,649 MCF 
will be produced in 1985 (OBPP & FY1984 county refund worksheets). 

11. 35% of all gas leases which are certified under the federal Natural Gas Policy Act are stripper gas leases 
(Minerals Management Service certification list, Casper, Wyoming). f)Ci.,utd __ £,.. ~l~ 

FN10:W/1-2 

v -- ~-

BUDGET DIRECTOR 
Office of Budget and Program Planning 

Date: Lei Lf) j']fJ

S3 Y'J, 



Reqtiest. No • 
FH:m BD•15 

FISCAL IBP.Aict': 

FKN 505-85 
Pace 2 

EFFECT Gfl REVEtlllE 
l.lniversity Jdill Levy 
School F-otm4at.ion Program 

TOO'AI. RWEJIDE 

Uader 
Cu.rc.ent Law 

I l4~383~:866 
$H>? ,8.7'8,995 

$122 2.62 861 _,. ._, 

FY19c&6 
tlader 

Proposed Law 

$ 14~11:8,677 
$1~5,890,,077 

$1!0,9G>8., 7$c4 

AFFECT ,QJf CGmlTf OR ·0111EJt LO.CAL ltEVE1JmE mt E'D'ENI>llllRES : 

Differenc·e 

{.$ 265,189~ 
{$1,9'88,9illl) 

($2,254,107) 

Under 
:C\lrr.ent. Law 

$ J.4,46f ·• 358 
$1101020, il85 

$124,6~ .• 543 

·'the propos.e<l 'b.Hl wollild .l'ellult U1 ,a los.s of taxa}.lle val•ue of approximately '$'44., 1?8.,136. 

FYt:9c87 
:U-.der 

Proposed Law 

$ 14,40(.,1;~9 

$1:08 ,.o:R, 26.7 

$122,435,436 

'The lG.U :i:n z;eyeuue t.o local ~~nment.s !WSIUld be ·$3,S35,.3'S .&IUUlally, ('$44.198, 1:&6 X .()'~). ·5khool funding 
is 60S of t:he .t.o:tal levy or $3~473 .. 977. 

:Difference 

($ 265,1.89 
($1,988,91.8 

($2 '254' !107 
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R£-REFERRED AND 

APPROVED BY COMMITTEE 
ON TAXATION 

SENATE BILL NO. 462 

INTRODUCED BY GAGE, KEATING 

A BILL FOR AN ACT ENTITLED: "AN ACT RJ;:VISING ALLOWABLE 

DEDUCTIONS IN DETERMINING OIL AND GAS NET PROCEEDS FOR 

PROPERTY TAX PURPOSES: BSP!N!NG---ueWNSR-6PERA~9RU---ANB 

us~R!PPHR---WHbbu7 ESTABLISHING STARTING POINTS FOR THE 

AMORTIZATION OF DRILLING COSTS AND CERTAIN CAPITAL 

EXPENDITURES: AMENDING SECTIONS %5-%3-66%7 15-23-603, AND 

15-23-604, MCA: AND PROVIDING AN IMMEDIATE EFFECTIVE DATE 

AND AN APPLICABILITY DATE." 

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA: 

Seet~eft-io--Seetion-%5-i3-69ir-MeA,-is-ameneed-~o-read~ 

~~5-i3-6&%.--ae£ini~iofts.---As--ttsed--in-this-part 7 -the 

!eilewinq-de~initions-apply~ 

ttt--ue~eise-tax~-means--t~e--wind£all--pro£it--tax--on 

domestie--erttde--oil-imposed-by-~itle-£-o£-~he-£ederai-erttde 

Sii-Windfali-Pro£it-~ax--Aet--of--l986r--as--enaeted--or--es 

am.endedo 

tit--~he--terms--•operatorU--and--uprodtteerD--m.ean--any 

person--who--enga~@s--ia--th@--b~s±ne~~--e£--dri%iin9---£o~T 

extraet~n9,--er--prod~cin~--a~y--nat~ral--9a~T-petroie~m,-o~ 

other-er~ae-or-m±nera%-oiio 

t3t--~he-term-uovner-op~~~toru-meane-any-per~on~ 
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tat--who-owns-t~e-righ~,-fn whole-or-in-part,-to-seareh 

£or-and-pro~~ee-any-nat~ral-gae7-petrolettm7-or--oener--er~de 

or--m±nerai--oilr--whether--~~eh--riqht--is-derived-rrom-t~e 

ownerehip-o£-the-m±neral-eeeaee-~ree-o£-%easer-£rom--an--o±i 

or--gas--lea~e,--or-£rom-any-other-agreement-eon£errinq-etleh 

r±qht;-ar~;d 

tbt--who-aet~ally-per£orms-e~per~isorrT-management,--or 

operat±onal---eerviees---neees~ary---~o--tfte--extraetion--or 

prodtlet±on-o£-any-nat~~al-gae,-petrole~m,-or--other--mineral 

or-ert:tde-o±i• 

t4t--The-term-Ustr±pper-weii•-meane~ 

tat--any--er~de--e~~--well-£rom-wft~eh-hes-been-p~od~eed 

and-~o%d-dtlriftg-any-coneee~tive-%%-mo~~h-period-beqinning-on 

or-a£~er-aanttary-~7-±9i3,-aft-aversge-o£-l9-ber~e±~--er--±es~ 

o£--er~de--o±l--a-dayr-as-determ±~ed-from-~he-reeords-o£-the 

board-of-oil-and-gas-eo~serva~±oft;-or 

tbt--any··nat:ttral-qas-weil-£rom-whil~·ft--±s--prodtteed--and 

so~d--dttring--any--eonseeut±ve--96-dey-periodr-ift-aeeordanee 

wit:h-reeognized-eonserva~±on-prae~ieee-and-withottt-damaqe-to 

~he-reservo±rr-an-average-o£-not-more-than-68r888-ettb±e-£eet 

o£-nonaseoe±ated-na~ttral-gas-a-day,-ae-determined--from--~"e 

reeorde-of-the-board-o£-oi~-and-ga~-eoneervationo 

t37i!i ~he--term--uwellU--±nelttde~-eaeh-e±ngle-we~~-or 

9rot:tp-e£--wells,--±nei~d±r~;9--dry--weit~,--in--one--£±e±d--or 

~rodttet+on--~n±t--and--ttnder--the-eontrol-o£-one-operator-or 
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prodbcer. ~he-~erm-~ees-ftot-inel~de-s~~~pper-we±l•u 

Section 1. Section 15-23-603, MCA, is amended to read: 

"15-23-603. Net proceeds -- how computed. (l) The 

department of revenue shall calculate and compute from the 

returns the gross sales proceeds of the product yielded from 

such well for the year covered by the statement and shall 

calculate the net proceeds of the well yielded to the 

producer, which net proceeds shall be determined by 

subtracting from the grass sales proceeds thereof the 

following: 

(a) 

producer 

all royalty paid in cash by the operator or 

and the gross value of all royalty apportioned in 

kind by the operator or producer that shall be determined by 

using as the value of a barrel of oil or a cubic foot of gas 

the average selling price for the calendar year of a barrel 

of oil or a cubic foot of gas from the well out of which the 

royalty was paid; 

(b) all meneye money expended for necessary !eber7 

LABOR, machinery,L and supplies needed and used in the 

operation and development; 

tej--t~t-a±i-money-~xp~nded-re~-neeessary-!abo~7-a~d 

t±~t-a~~-mo~ey-expended-pttr~tta~~-~e-a-writ~en-operot±~s 

agreement---£er---s~eerv±se~y,--manaqeme~~~--er--operat±ona~ 

serv±ees-needed-and-~~ed-±n-the-operat±on--and--deve±epment7 

tet~ all money~ ~oney expended for improvements, 
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repairs, and betterments necessary in and about the working 

of the well: 

~ that portion of all money, including costs of 

insurance, expended far the acquisition and operation of any 

vehicle used in the operation and development of the well 

which bears the same ratio to all money expended far the 

acquisition and use of the vehicle during the year covered 

~ the statement as the number of miles the vehicle is used 

in operation and development of the well during the year 

covered by the statement bears to the total miles the 

vehicle is used during the year covered by the statement; 

tdt~ all me~~ys money expended for fire insurance 

andL workers' compensation insurance, liability insurance, 

and casualty insurance DIRECTLY ATTRIBUTABLE TO THE 

OPERATION AND DEVELOPMENT OF THE WELL and for payments by 

operators to welfare and retirement funds when provided for 

in wage contracts between operators and employees; 

~ all money expended for any performance or 

indemnity bonds required by the laws of this state or the 

rules of any state agency, with respect to the well for 

which the net proceeds are being calculated; ~ 

tftt--w*eh-respee~-~o-an-owner-operaeor-wfte-maineaia~-an 

o££±ee--o~--empieys--e~er·±eal--er--e££±ce--pe~senne%-and-who 

~ro•±des-s~pervie*oft-and-managemene-for--ehe--opera~ien--and 

deve%epmene--o£--one--or-more-we!!s-er-s~r~pper-we±is7-wh*eh 
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saperT~~ery--aftd--maftDgemeft~--~e~iv±ey---is---sttpporteO---ey 

adeq~a~e7----een~emperanee~s----reeerd~----~ept----by----the 

owner-opereter7-and-whose-average-daily-prodttction-Erom--a%i 

we%%s--aftd--stripper--we%is-in-whic~-the-owner-eperator-owns 

the-right-te-seereh-~or-end-prod~ee-petrole~m-or-other-erttde 

or-minera%-oi%-or-nDtttra%-gas-dttring-the-per±od--eovered--by 

the--statement--reqttired--by--i5-i3-69Z--does-not-e~eeed-%59 

barre±s-of-petroiettm-or-minera%-or-erttde--oil--or--%,5997999 

eubie---£eet---o£--ftatttrai--gas,--at--the--e%eetion--o£--the 

owner-operotor-end-in-iie~--o£--~ke--~@dtle~ion--pro~ided--in 

snbseet~o~-tlttett~~t~ 

t~t--%6,--e~-th@-gre~~-~aie~-p~eeeed~-~iioeable-~o-eaea 

well-Eor-tfte-year-ror--wh±eh--the--ne~--proeeed~--are--be±~g 

eaie~%ated7--a~--an--a%lowanee--£or--elerieai7--o££tee,--and 

~upervi~ory-and-managemene-eosts--d±reeely--attributab%e--to 

the-operat±en-and-de~elopment-e£-the-well~-and 

ti±t-i5%--o£-~he-gros~-sales-proeee~s-alloeable-to-eaeh 

str±pper-well-£or-ehe-year-£or-wh±eh-the--net--proeeeds--are 

~eing--eale~late07-as-an-~%%owanee-for-eler±eal7-oE£±ee7-an~ 

s~perv±sory-and-management-eosts--direetly--attr±butable--to 

the-operat±on-and-development-oE-the-stri~~er-well~-and 

tetht(G) 70\ of the amount paid or withheld in 

satisfaction of liability for excise taxes imposed by the 

u.s. government on the production, sale, or removal of the 

natural gas, petroleum, or other crude or mineral oil 
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yielded from such well, other than the amount of such taxes 

paid by or withheld from each royalty owner. 

(2) No moneys invested in the well and improvements 

during any year except the year for which such statement is 

made may be included in such expenditures, except as 

provided in 15-23-6047-and-~~eh-ex~end~ett~e~-may-not-±nei~de 

the-~a%aries-or-any-por~ion-~hereor-o~-any-per~on-o~-orriee~ 

no~---aet~aiiy--en~s~ed--±n--the--work±ng--o£--the--well--or 

s~per±ntendin~-the-managemene-thereor, AND SUCH EXPENDITURES 

MAY NOT INCLUDE THE SALARIES OR ANY PORTION THEREOF OF ANY 

PERSON OR OFFICER NOT ACTUALLY ENGAGED IN THE WORKING OF THE 

WELL OR SUPERINTENDING THE MANAGEMENT THEREOF." 

Section 2. Section 15-23-604, MCA, is amended to read: 

''15-23-604. Deduction of drilling costs and capital 

expenditures. ~he (1) Unless an operator or producer 

proceeds under subsection (2), the department of revenue in 

computing the deductions allowable for cost of drilling 

wells completed during the period and for other capital 

expenditures shall allow 10\ of such cost each year for a 

period of 10 years beginning~ 

1!1 after the 3-year exemption period allowed in 

15-36-121 for qualified natural gas wells; 

(b) with the year natural gas from a nonqualified 

natural gas well is first placed into a natural gas 

distribution system; or 
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l (c) with the year the pumping unit is installed on a 

2 crude oil well, ~ro~tded7-hew~ver,-ehe 

3 (2) The operator or producer may elect to amortize the 

4 cost over a period of 2 years if the well is less than 3,000 

5 feet deep.'' 

6 NEW SECTION. Section 3. Extension of authority. Any 

7 existing authority of the department of revenue or the board 

8 of oil and gas conservation to make rules on the subject of 

9 the provisions of this act is extended to the provisions of 

10 this act. 

11 NEW SECTION. Section 4. Effective date 

12 applicability. This act is effective on passage and approval 

13 and applies to taxable years beginning after December 31, 

14 1984 0 

-End-
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SENATE BILL NO, 462 

INTRODUCED BY GAGE, KEATING 

A BILL FOR All ACT ENTITLED: "AN ACT REVISING ALLOWABLE 

DEDUCTIONS Ill DETERMINING OIL AND GAS NET PROCEEDS FOR 

PROPERTY TAX PURPOSES; BB!fllfll8---•eWHBR-BPBRA~R•---AN9 

•s~RfPPBR---NB~~·T ESTABLISHING STARTING POINTS FOR THE 

AMORTIZATION OF DRILLING COSTS AND CERTAIN CAPITAL 

EXPENDITURES; AMENDING SECTIONS i5-23-68iT 15-23-6037 AND 

15-23-604, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE DATE 

AND AN APPLICABILITY DATE." 

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA: 

seet%cn-iT--9eetien-tS-23-6Bt,-MeA,-ia-saended-te-resdT 

•tS-i3-69iT--9e!initienaT---As--used--in-thia-psrt,-the 

fellevin9-de!initiens-spp%fT 

ttt--•exeise-tsx•-mesns--the--vind!sll--pre!it--tsx--en 

dcaestie--erude--eil-iapcsed-by-~itle-t-e!-the-!ederst-erude 

8ii-Nind!sii-Pre!it-~ex--Aet--ef--l988T--Bs--enseted--cr--ss 

a111en.de«i"=" 

ti)--!h@-~~erms--•epera~or•--and--•pred~eer•--Mean--anr 

per8en--whe--en.9a~es--in--the--business--ef--dri%lin.~---!erT 

extraeting,--o~--prod~e~n9--any--ftat~rai--gasz-petroieam7-or 

other-erade-or-lllinerai-eiiT 

t3t--~he-term-•ewner-operator•-means-any-person~ 
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tat--who-ewna-the-ri,htz-in-whoie-or-in-partT-to-seareh 

!er-end-predaee-sny-~etaret-gssz-petreieuaT-er--ether--erade 

cr--ainerei--eiiT--vhether--saeh--right--is-deri•ed-frea-the 

ewne~ship-of-the-minera!-eetate-free-of-lease7-from--an--oii 

er--gas--!easer--or-from-any-othe~-agreeaent-eenferring-s~eh 

r~ght~-and 

tbt--whe-aet~alir-perferms-supervisorrT-managementT--or 

eperationa!---serYiees---neeessarx---te--the--extraetien--er 

pre~~etion-ef-any-nat~ra!-gasr-petre!e~•r-or--ether--ainerai 

or-era~e-eil• 

t4t--~he-tera-•stripper-veti•-aeens~ 

tet--sny--erade--eii--veii-frea-vhieh-hsa-been-pr&daeed 

ead-scid-daring-sny-eenseeati•e-ii-acnth-peri&d-beginning-cn 

cr-sfter-denaery-iT-19~37-Bn-sYerege-ef-iB-bsrreis--er--less 

cf--erade--eii--s-deyT-BB-deterained-frea-the-reecrda-ef-the 

beard-of-eil-and-gas-eonserYatienT-or 

tbt--eny-netarei-gas-weii-!rea-vhieh--is--predaeed--and 

scld--daring--eny--eenseeati•e--98-day-periedr-in-seeerdsnee 

with-reeegnt•ed-eenservatien-praetiees-and-without-damaqe-to 

the-reser•cirz-an-average-cf-not-mere-than-68r889-eubie-feet 

ef-ncaesseeieted-nstaret-ges-e-deyz-as-deteratned--frea--the 

reeords-e!-the-beard-of-ei!-and-gas-eenservation. 

t3tfit ~he--term--•weii•--ineiades-eseh-singie-weli-cr 

9rcap-c£--weiisT--ineiading--drr--weilsr--in--ene--fieid--er 

prod~etion--~ni~--an~--under--the-eontrei-e!-ene-operater-er 
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pred~eer~ ~fte-~erm-dees-net-ine%~de ser~pper-wei~T~ 

Section 1. Section 15-23-603, MCA, is amended to read: 

"15-23-603. Net proceeds how computed. (l) The 

department of revenue shall calculate and compute from the 

returns the gross sales proceeds of the product yielded from 

such well for the year covered by the statement and shall 

calculate the net proceeds of the well yielded to the 

producer, which net proceeds shall be determined by 

subtracting from the gross sales proceeds thereof the 

following: 

(a) all royalty paid in cash by the operator or 

producer and the gross value of all royalty apportioned in 

kind by the operator or producer that shall be determined by 

using as the value of a barrel of oil or a cubic foot of gas 

the average selling price for the calendar year of a barrel 

of oil or a cubic foot of gas from the well out of which the 

royalty was paid; 

(b) all mefteys money expended for necessary iaber 7 

~ machineryvL and supplies needed and used in the 

operation and development; 

tet--tij-al±-meney-expenfted-!e~-neeessarx-iaber;-and 

tiit-a±±-mener-e•peftded-p~rs~ant-te-a-wri~~en-eperating 

agreemene---£er---saperviseryT--managemeft~7--or--eperaeteftai 

serYiees-needed-and-used-tn-the-ope~at~on--an8--d@Yeiepeene~ 

tet~ all mefteys money expended for improvements, 
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repairs, and betterments necessaty in and about the workinq 

of the wellr 

~ that portion of all money, including costs of 

insurance, expended for the acquisition and operation of any 

vehicle used in the operation and development of the well 

which bears the same ratio to all money expended for the 

acquisition and use of the vehicle during the year covered 

by the statement as the number of miles the vehicle is used 

in operation and development of the well during the year 

covered by the statement bears to the total miles the 

vehicle is used during the year covered by the statement; 

t<ltillill all mofteys money expended for fire insurance 

a11:dL workers • compensation insura-nce, liability insurance, 

and casualty insurance DIRECTLY ATTRIBUTABLE TO THE 

OPERATION AND DEVELOPMENT OF THE WELL and for payments ~y 

operators to welfare and retirement funds when provided for 

in wage contracts between operators and employees; 

1ii1!l all money expended for any performance or 

indemnity bonds required by the laws of this state or the 

rules of any state agency, with respect to the well for 

which the net proceeds are being calculated; AND 

tht--wieh-reapeet-te-aft-ewner-eperaeer-w~o-ma*fttains-an 

effiee--er--eap~ora--e~eriea%--er--efftee--perscnnel-and-whe 

prawtdes-aupe~v*s*oft-and-aana9eaen~-fer--the--cperatiaft--aftd 

dewe!opmene--ef--eft~--eP-mere-wei~s-ar-eer*pper-weiie 7-whieh 
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s~perviserx--and--mafta!emen~--aeeivi~y---is---suppo~eed---bx 

aaegaaeer----een~emperaneous----reeords----~epe----br----ehe 

owner-operaeorr-and-whose-average-dai!y-predueeien-from--a%% 

we!!a--and--strtpper--we!is-in-whieh-the-owner-operator-owns 

the-right-te-seareh-ter-and-predaee-petro!e~m-er-other-erade 

er-minera%-oi%-or-natara!-gas-daring-the-period--eovered--by 

~he--s~a~ement--req~ired--by--i5-i3-66i--does-not-e•eeed-i58 

barre!s-of-petro%eaa-or-minerai-or-erade--oii--er--iz5987 999 

eubie---feet---o£--natarai--gasz--at--the--eieetion--o£--the 

evner-operater-and-in-iiea--of--the--dedaetien--provided--in 

s~bseetion-tittetti%t~ 

tit--i8t--o£-the-gross-saies-proeeeds-aiioeabie-to-eaeh 

we%%-Eer-the-year-for--whieh--the--nee--proeeeds--a~e--being 

e~%eD%a~edr--as--an--aliowanee--ror--elerieair--e££iee;--and 

s~pervisery-and-manageaen~-eos~s--direetiy--attributabie--to 

the-eperation-and-development-o£-the-we%%~-and 

ti%t-i5t--o£-the-gross-saies-proeeeds-aiioeabie-to-eaeh 

stripper-well-£or-the-year-for-whieh-the--net--proeeeds--are 

being--eaieulated7-as-an-allowanee-£or-elerieaiT-o£!ieeT-and 

s~perv~sory-and-management-eosts--direetly--attributable--to 

the-operation-and-deYelopment-o£-the-stripper-veil;-and 

tetfii1gl 70\ of the amount paid or withheld in 

satisfaction of liability for excise taxes imposed by the 

u.s. government on the production, sale, or removal of the 

natural gas, petroleum, or other crude or mineral oil 
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yielded from such well, other than the amount of such taxes 

paid by or withheld from each royalty owner. 

(2) No moneys invested in the well and improvements 

during any year except the year for which such statement is 

made may be included in such expenditures, except as 

provided in 15-23-604T-and-a~eh-e•pendit~res-may-not-inel~de 

the-aa%a~ies-e~-any-pertien-theree£-e£-any-persen-or-e££icer 

no~---ac~~ally--eft9&9ed--in--the--wor~%ng--oE--the--well--or 

s~perintending-the-mana9ement-thereo£, AND SUCH EXPENDITURES 

MAY NOT INCLUDE THE SALARIES OR ANY PORTION THEREOF OF ANY 

PERSON OR OFFICER NOT ACTUALLY ENGAGED IN THE WORKING OF THE 

NELL OR SUPERINTENDING THE MANAGEMENT THEREOF." 

Section 2. Section 15-23-604, MCA, is amended to read: 

"15-23-604. Deduction of drilling costs and capital 

expenditures. The (1) Unless an operator or producer 

proceeds under subsection (2), the department of revenue in 

computing the deductions allowable for cost of drilling 

wells completed during the period and for other capital 

expenditures shall allow 10\ of such cost each year for a 

period of 10 years beginning~ 

~ after the 3-year exemption period allowed in 

15-36-121 for qualified natural gas wells: 

(b) with the year natural gas from a nongualified 

natural gas well is first placed into a natural gas 

distribution system; or 

-6- SB 462 
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_l , 1:91 -with ·the .year, t!Je pumpi!19 unit is iBStalled ,_on :a 

,_2 cr11de .oil -well. ;,peo,.i<lti•h--llow••'"'T"'ehe 

_3 ( 2) ,The operator .or ,,,p~:C~ducer may elect :to -amortize ,tbe 

-4 cost over a;period of 2 ,years if the well is less -than _J,OOO 

5 feet de<op. • 

6 _JIDI SECTION. Section 3. Extension -of ,_authority. Any 

7 existi'!g &~tthorit;y of the department .of revenue or the hoard 

8 of oil cand qas _cons-ervation to make .rules .on the subject .of 

9 the provisions of this act is extended to tke.provisions of 

10 this act. 

ll NBW SECTION. Section 4. Effective date 

l2 applicabilitY• This ,act .is _effective on passage and .approval 

13 and applies to taxable years beginning after December 31, 

14 19&4. 

-End-
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SENATE BILL NO. 462 

INTRODUCED BY GAGE, KEATING 

A BILL FOR AN ACT ENTITLED: "AN ACT REVISING ALLOWABLE 

DEDUCTIONS IN DETERMINING OIL AND GAS NET PROCEEDS FOR 

PROPERTY TAX PURPOSES; BEPINING---•eWNER-9PBRAT9R•---ANB 

"S!R£PPER---WBbb"~ ESTABLISHING STARTING POINTS FOR THE 

AMORTIZATION OF DRILLING COSTS AND CERTAIN CAPITAL 

EXPENDITURES; AMENDING SECTIONS i5-i3-68iT 15-23-6037 AND 

15-23-604, MCA: AND PROVIDING AN IMMEDIATE EFFECTIVE DATE 

AND AN APPLICABILITY DATE." 

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA: 

S~e~ion-le--Section-l5-~3-69lt-M€A,-±s-amended-to-~~8d~ 

ul5-i3-69lo--Befinieionso---As--~3ed--in-this-part 7 -tne 

£ciicwiftg-d@£iftitiofts-e~~iy~ 

flt--uExcise-tax•-means--the--w±ndfall--prof±t--tax--on 

domestic--erade--o±i-impo~ed-hy-~itie-f-o£-the-federai-€rade 

e±~-Windfail-Profit-~ax--Aet--o£--X989,--as--enaeted--or--a~ 

emetH~ed, 

tit--The--terms--•operato~u--and--•prodaeer•--mean--any 

person--who--en949CS--±n--the--btls±ne~s--o£--driii±n9---for 1 

ext~e~ti~9,--or--prodtt~ift9--afty--ftattlral--g~~~-p~t~ol~tlm 1 -or 

other-~rtlde-or-m±nerai-o±lo 

t3t--~ne-term-•ow"er-operatoru-mea"s-afty-per~on~ 
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tat--who-owne-eh~-rigfter-in-who!e-or-±n-part,-eo-seareh 

£or-aftd-prodHee-anr-natural-gas7-pe~roleHm,-or--other--erude 

or--m%neral--o±iT--wheeher--stteh--right--±~-eer%ved-£rom-ehe 

ownersh±p-o£-the-mineral-estate-free-o£-iease,-from--an--oil 

o~--gas--leaser--or-£rom-any-o~her-agreement-eon£err±ng-stteh 

right:;-ene 

tbt--who-aetttally-per£orms-stlpervisoryr-management,--or 

operationai---serviees---neeessary---to--the--e~traetion--of 

prodtletion-o£-e~y-natttrai-gas,-petroletl~T-or--other--m±neral 

or-ertlde-o-iio 

t4t--~he-term-Ustr±pper-weiiU-means~ 

tat--afty--erttde--o%1--weil-from-wh~eh-has-eeen-prodtteed 

and-soid-dttr±ng-any-eonseetttive-1~-month-period-beg±nning-on 

or-a£ter-da"~ary-lr-l9~3r-an-average-ef-%9-barr~l~--or--le~~ 

of--ertlde--o±l--a-day,-as-det~rm±~ed-from-th~-r~eords-o£-the 

board-o£-oil-and-ga~-eofteerv~tio~;-or 

tbt--afty-"~tttral-gas-well-from-whieh--i~--p~od~e@d--~~d 

sold--dttr±"g--any--eoft~eetttive--99-day-period,-±n-aecordanee 

v±th-recogfttzed-eo"~ervat±oft-praetices-and-w±thottt-damage-eo 

the-reser~o±r,-an-average-o£-ftot-more-tha"-69,999-e~b±e-f~~t 

of-nena~~oeiated-nettlral-9a~-a-~,-a~-determ±ned--from--the 

r~eords-o£-the-board-of-oil-and-qas-eon~ervationo 

t3tiit ~he--term--uweliu--ineltlde~-eaeh-~ingie-weil-or 

grottp-of--vells,--±neittd±ng--dry--well~,--±n--o"e--£±eld--or 

prodttetion--Hnit--and--~nder--th~-eontrol-ot-on~-operator-or 

REFERENCE BILL 
-2- SB 462 



• 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

ll 

12 

l3 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

SB 0462/03 

prod~e~rT ~he-term-eo~s-~et-inel~de-stripper-weiiou 

Section 1. Section 15-23-603, MCA, is amended to read: 

''15-23-603. Net proceeds how computed. (1) The 

department of revenue shall calculate and compute from the 

returns the gross sales proceeds of the product yielded from 

such well for the year covered by the statement and shall 

calculate the net proceeds of the well yielded to the 

producer, which net proceeds shall be determined by 

subtracting from the gross sales proceeds thereof the 

following: 

(a) all royalty paid in cash by the operator or 

producer and the gross value of all royalty apportioned in 

kind by the operator or producer that shall be determined by 

using as the value of a barrel of oil or a cubic foot of gas 

the average selling price for the calendar year of a barrel 

of oil or a cubic foot of gas from the well out of which the 

royalty was paid; 

(b) all moneys money expended for necessary labor, 

~ machinery,L and supplies needed and used in the 

operation and development; 

te;--tit-all-money-expend~d-£or-necess~ry-iabor;-and 

tiit-sll-money-expended-e~~e~ant-to-s-written-operating 

agreement---for---sttpervi~ory,--msnegement•--or--operationai 

eerv~ee~-needed-snd-~eed-in-the-operaeion--and--development; 

tet~ all moneys money expended for improvements, 
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repairs, and betterments necessary in and about the working 

of the well; 

1!11Q1 that portion of all money, including costs of 

insurance, expended for the acquisition and operation of any 

vehicle used in the operation afid develoPment of the well 

which bears the same ratio to all money expended for the 

acquisition and use of the vehicle during the year covered 

by the statement as the number of miles the vehicle is used 

in operation and development of the well during the year 

covered by the statement bears to the total miles the 

vehicle is used during the year covered by the statement; 

tdt~ all moneys money expended for fire insurance 

aftdL workers' compensation insurance, liability insurance, 

and casualty insurance DIRECTLY ATTRIBUTABLE TO THE 

OPERATION AND DEVE~PMENT OF THE WELL and for payments b)a 

operators to welfare and retirement funds when provided for 

in wage contracts between operators and employees; 

1i±1!1 all money expended for any performance or 

indemnity bonds required by the laws of this state or the 

rules of any state agency, with respect to the well for 

which the net proceeds are being calculated; AND 

tht--with-reepee~-~e-aft-ewrter-operfteo~-who-m~intft±n~-~n 

o££iee--or--empieys--cierical--or--e£fice--pe~~o~nei-and-who 

pro~ides-sttpervisiort-and-mensgement-tor--the--operat±on--snd 

deveiopment--of--orte--or-more-weiis-or-str±pper-we~tsT-wh±eh 
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~~p~rvisory--and--ma~agement--aet±~±ty---i~---~~pper~~d---br 

adeq~~teT----eonte~pora~eo~~---~!eeords----kep~----by- the 

ewner-operator,-and-who5e-average-da±ly-pred~et±on-£rom--ail 

welle--and--etr±pper--we%1,-±n-w~±eh-the-owne~-opere~or-own~ 

the-r±ght-to-~eareh-Eor-and-prodtlee-petroleum-or-other-erude 

or-mine~a}-o±l-or-natural-gas-d~r±ng-the-per±od-~eo~ered--by 

the--etatement--reqtt±red--by--15-~3-69~--does-not-exeeed-~59 

barreie-of-petroleum-or-m±neral-or-erude--o±l--or--l7 5ee,eao 

e~bie---feet---o£--naturai--gae,--at--~he--eleetion--of--the 

owner-operator-and-tn-iietl--0~--the--ded~ctton--provid~d--in 

s~b~eetien-tlttettiito 

fit--16%--of-the-gro~~-~e~e~-proeeed~-fti~ceab~e-eo-eeeh 

wett-£or-the-yeer-for--wkieh--ene--net--proeeed~--are--be±ng 

eel~~iated7--e~--an--~tlowanee--for--eler~eai,--offiee 7 --and 

~ttpervi!ory-and-me~agement-eo~t~--d±reetly--attr±btltabie--to 

the-operet±on-e~d-deve±0pment-of-the-well;-and 

t±±t-~S%--o£-the-gro~~-3ale~-proee~d~-elloe~b~~-:!o-eeeh 

~tr±pper-well-£or-the-year-£o~-wn±eh-the--net--proeeeds--are 

be±ng--eale~lated7-e~-an-a±lowanee-£or-clerical,-off±ee 7 -and 

~uper~±~ory-end-management-eost~--d±reet%y--ettr±btltable--to 

t l"'_e-opera t ion -end -de"e lopmen t -of _--:t l'l.e- st_r ±pper -well;-an~ 

tettit(Gl 70% of the amount paid or withheld in 

satisfaction of liability for excise taxes imposed by the 

u.s. government on the production, sale, or removal of the 

natural gas, petroleum, or other crude or mineral oi 1 
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yielded from such well, other than the amount of such taxes 

paid by or withheld from each royalty owner. 

(2) No moneys invested in the well and improvements 

during any year except the year for which such statement is 

made may be included in such expenditures, except as 

provided in 15-23-604,-and-~~eh-expend±~~r~~-mfty-not-i~e~ttd~ 

the-~aiari~~-er-any-por~ion-thereof-of-any-per~on-or-offieer 

not---aet~ally--en989ed--in--the--work±n~--ef--the--well--or 

~~per±ntend~n~-the-management-~her~of, AND SUCH EXPENDITURES 

MAY NOT INCLUDE THE SALARIES OR ANY PORTION THEREOF OF ANY 

PERSON OR OFFICER NOT ACTUALLY ENGAGED IN THE WORKING OF THE 

WELL OR SUPERINTENDING THE MANAGEMENT THEREOF." 

Section 2. Section 15-23-604, MCA, is amended to read: 

''15-23-604. Deduction of drilling costs and capital 

expenditures. The (1) Unless an operator or producer 

proceeds under subsection (2), the department of revenue in 

computing the deductions allowable for cast of drilling 

wells completed during the period and for other capital 

expenditures shall allow 10% of such cost each year for a 

period of 10 years beginning~ 

~ after the 3-year exemption period allowed in 

15-36-121 for qualified natural gas wells; 

~with the year natural gas from a nongualified 

natural gas well is first placed into a natural gas 

distribution system; or 
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l (c) with the year the pumping unit is installed on a 

2 crude oil well. providedT-howe~er,-the 

3 ~The operator or producer may elect to amortize the 

4 cost over a period of 2 years if the well is less than 3,000 

5 feet deep.'' 

6 NEW SECTION. Section 3. Extension of authority. Any 

7 existing authority of the department of revenue or the board 

8 of oil and gas conservation to make rules on the subject of 

9 the provisions of this act is extended to the provisions of 

10 this act. 

11 NEW SECTION. Section 4. Effective date 

12 applicability. This act is effective on passage and approval 

13 and applies to taxable years beginning after December 31, .. 
14 i984 1985. 

-End-
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