SENATE BILL NO. 462

INTRODUCED BY GAGE, KEATING

IN THE SENATE

February 23, 1985 Introduced and referred to
Committee on Local Government.

February 26, 1985 Fiscal Note requested.
On motion taken from Committee on

Local Government and rereferred
to Committee on Taxation. Motion

adopted.
March 4, 1885 Fiscal Note returned.
March 15, 1985 Committee recommend bill do pass

as amended. Report adopted.

March 16, 1985 Bill printed and placed on
members' desks.

March 19, 1985 Second reading, do pass.

March 20, 1985 Considered correctly engrossed.

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

Transmitted to House.
IN THE HOUSE

March 21, 1985 Introduced and referred to
Committee on Taxation.

March 27, 1985 Committee recommend bill be
concurred in., Report adopted.

March 30, 1985 Second reading, pass
consideration.

April 3, 1985 Second reading, concurred in as
amended.



April 5, 1985 Third reading, concurred in.

Returned to Senate with
amendments.

IN THE SENATE

April 13, 1985 On motion, rules suspended to
accept. Motion adopted.

April 15, 1985 Received from House.

April 17, 1985 Second reading, amendments

concurred in.
April 18, 1985 Third reading, amendments
concurred in.
Ayes, 48; Noes, 0.
Sent to enrolling.

Reported correctly enrolled.
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BILL NO. AL z

INTRODUCED BY 7

A BILL FOR AN ACT ENTITLED: "AN ACT REVISING ALLOWARLE
DEDUCTIONS 1IN 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; AMENDING SECTIONS 15-23-601, 15-23-603, AND
15-23-604, MCA:; AND PRCVIDING 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:
*15-23-601. Definitions. As used in this part, the

following definitions apply:

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

{2} The terms ‘“operator"” and "producer" mean any
person who engages in the business of drilling for,
extracting, or producing any natural gas, petroleum, or
other crude or mineral oil.

[3) The term "ocwner-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 leagse, or from any other agreement conferring such

right; and

{b) who actually performs supervisory, management, or

operaticnal services necessary to the extraction or

production of any natural gas, petroleum, or other mineral

or crude oil.

(4} The term "“stripper well" means:

{(a) any crude oil well from which has been produced

and sold during any consecutive 1l2-month periocd 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 conservation; or

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

sold during any consecutive 90-day period, in accordance

with recognized conservation pracktices and without damage to

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

of nonassociated natural gas a day, as determined from the

records of the hoard of oil and gas conservation.

+33¥(5) The term "well" includes each single well or
group of wells, including dry wells, in one field or

production unit and under the control cf one cperator or
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producer. The term does not include stripper well,"

Section 2. 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 momeys money expended for necessary tabers
machineryy 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 ;

tey(d) all moneys 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 money, including costs of

insurance, expended for the acquisition and cperation of any

vehicle used in the operation and develcpment of the well

which bears the same ratioc 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 uged during the year covered by the statement;

¢4¥(f) all meoneys money expended for fire insurance

and, 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 cperators and employees;

(g) all money expended for any performance cr

indemnity bonds reguired by the laws of this state or the

tules 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 perscnnel and who

provides suypervision and management for the operation and

development of one or more wells or stripper wells, which

supervisory and management activity is supported by

-4-
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adequate., contemporangous 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 npatural gas, at the election of the

owner—operator and in lieu of the deduction provided in

subsecrion {(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

supervisory and management CcoOsts directly attributable to

the operaticn and development of the well; and

{ii) 25% of the gross sales proceeds allocable to each

stripper well for the year Ffor which the net proceeds are

being calculated, as an allowance for clerical, office, and

supervisory and management costs directly attributable to

the operation and development of the stripper well; and

tey(i) 70% of tha amount paid or withheld in
satisfaction of liability for excise taxes imposed by the
U.5. 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 Lmprovements
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-such-expenditures-may-not-inciunde
tha-salaries-or-any-partion-thereaf-af-any-person-or-afficer
not--actuatiy--engaged--in--the--working--of-—-the--weii---or
superintending-the-management—thereosf.”

Section 3. 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 peried and for other capital
expenditures shall allow 10% of such cost each year for a
period of 10 years beginning:

{a) ‘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

{c) with the year the pumping unit is installed on a

crude 0il well. providedy-haweverz—-the
{2) The operator or producer may elect to amortize the

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

-6
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feet deep."

NEW SECTION. Section 4. Extension of authority. Any
existing authority of the department of revenue or the board
of oll and gas conservation toc make rules on the subject of
the provisions of this act is extended to the provisions of
this act.

NEW SECTION. Section 5. Effective date --
applicability. This act is effective on passage and approval
and applies to taxable years beginning after December 31,
1984,

-End-



STATE OF MONTANA .
REQUEST NO. FNN 505-85

FISCAL NOTE -
: Form BD-15

In compliance with a written request received February 26, 19 85 » there is hereby submitted a

Fiscal Note for Senate Bill 462 pursuant to Title 5, Chapter 4, Part 2 of the Montana Code Annotated (MCA).
Background information used in develeoping this Fiscal Note is available from the Office of Budget and Program
Planning, to members of the Legislature upon request.

DESCRIPTION OF PROPOSED LEGISLATON:

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; FYB7 = $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. Performance or indemnity bonds, $10,000 (DNRC); Annual premium, $100/year (USF&G Insurance Co.);
390 o0il & gas companies.

4, 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).

5. Overhead: 6,718 producing oil & gas wells; 2,243 stripper wells (1984 Annual Petroleum Independent 1983 statisics

6. Companies which must use proposed section 15-23-603 c(ii): 5,154 wells (Montana 0il Journal); average written
operating agreement - $6,000/well/year.

7. 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.

8. 10% of all oil produced in Montana comes from stripper leases (1984 Petroleum Independent).

9, 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) (Montanma 0il 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 strlpper gas leases
(Minerals Management Service certification list, Casper, Wyoming).

BUDGET DIRECTOR
Office of Budget and Program Planning

Date: ﬂ'gﬂol "{7 /3(?3’

FN10:W/1-2 s Y2




Regquest No. FNN 505-85
Form BD-15 Page 2

FISCAL IMPACT:

University Miil Levy

: , FY1986 . - Fy1987
ader Yader Under Under

Current Law

i’urpasedr Law

'Diffg-rance

$ 14,383,866

$ 14,118,677 -

{5 265,189)

Current Law

$ 14,669,358

Proposed Law

Difference

§ 14,404,169

(s 265,189

School Foundation Program $107,878,995 $105,890,077 {$1,988,918) $110,020,185 $108,031,267 ($1,988,918
TOTAL REVENUE $122,262,861 $120,008,754  ($2,254,107) $124,689,563  $122,435,436  (§2,254,107

AFFECT ON COUNTY OR OTHER LOCAL REVENUE OR EXPENDITURES:

The proposed bill wonld resnlt in a loss of taxable value of approximately $44,198,186.

The loss in rewenue to local governments would be $3,535,855 annually, {$44,198,186 X 0&0) School funding
is 60% of the total levy or $3,473,977. '
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RE-REFERRED AND

APPROVED BY COMMITTEE
ON TAXATION
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; DEPYNING---UYOWNER-OPERATERY---ANB
UGPREIPPER-—-WEbRY; ESTABLISHING STARTING POINTS FOR THE
AMORTIZATION OF DRILLING COSTS AND CERTAIN  CAPITAL
EXPENDITURES; AMENDING SECTIONS %5-23-66%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:
Sestian-i---Section-15-23-6017-MEA;-its-amended-to-read:
435-23-60%-—DBefitnttionss---Rs--used--in-this-part;-the
foetiawing-definitions—appiy~
t1y--tExcise-tax-means--the--windfati--profit--tax—-on
domestie--erude—-sit-imposed-by-fitie-i-of-the-federai-Erude
g+i-Windfati-Profit-Pax--Act--of--19887-—as--enacted--or--as
amendeds

t2¥-—Fhe--terma--Lloparator--and--Lproduceri--mean——any
persan-—-whe--engages——in-—the--business--of--drriiing---fory
extractingy——er--preducing——any--nacurat--gasr-pecroteums-or
sther-crude-or—-minerat-oti~

t3y--Fhe-term—"owner-cperator'-means-any-persons
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tat-—vwho—owna-the-righty-in-wholte-or-in-party-to-search

for-and-preduce-any-natural-gasy;-petroteumr—or-~other--crude

or--mineral--sti;-—-whether--sueh--viqhe-~in-derived-from-the

ewnership-of-the-minerat-estate-frea-pf-ieaser-£Erom--an--otd

er-—gas—-teasey-—-or-from-any-other-aqreement-conferring-sush

righty-and

tbi-~who-actuaily-performs-supervisoryr-management;——a»

operational---services---necessary———to--the--axkraction——or

preduction—of-any-natural-gasy;-petroteums-or--othes~-ntnerat

or—crude-otis

{4y--Fhe-term—Latripper-weiti-meanss

taj-—any--ecrude--oii--weili-from-which-has-been-preduced

and-sotd-dnring-any-consecutive-i2-month-periad-beginning-on

sr-afeer-Fannary-ty—-19735;-an-average-of-i0-barreis«--or--jnng

cf--crude--ait--a-dayr-as-determined-£from—the-records-of-the

board-of-sil~and-qas-conaervations-or

thi--any-natorat-qas-wali-from—which--its--preduced--and

sotd--during--any--consecntive—-34-day-peried;-in-accordance

with-recognized—conservation-prasticea-and-without-damage-to

the-seservoiry-an-average-of-noe-more-than-687868-cubtc-feeat

ef-nenasssciated-naturai-gas-a-dayy-as-determined--€rom——the

recorda-eof-the-board-ef-ait-and-gas-conservations

t3¥15}F Fhe--term--tweii!--inciudes-enech-singte-weii-or
group-ef--wells;--inctuding--dey-—-wetts;——in--one--£ietd--or

produetion--unit--and--under—-the-contrei-of-one-operater-or

-2- SE 462
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producer: The-term-does—not-inciude—seripper-weii:-t

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 therecf the
following:

(a) all royalty paid in c¢ash by the operatocr 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 0il or a cubic foot of gas
the average selling price for the calendar year of a barrel
of 0il or a cubic foot of gas from the well ocut aof which the
royalty was paid;

{b) all meneys money expended for necessary taberz

LABOR, machineryy, and supplies needed and used in the

operation and development;

tci—~tiy-aii-money-expended-for-neceasary-iabors-and

titi-ait-money-expended-pursnant-to-a-written—operating

agreement---far-——sypervisoryr--manaqementy--or—-cperatitonat

setvices-needed-and-used-in-the-operation—-and—-deveiepmencs

te}fd¥{C) all meneys money expended for improvements,

_3- SB 462
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repairs, and betterments necessary in and about the working
of the well;

te${D)} 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 vyear

covered by the statement bears to the total miles the

vehicle is used during the year covered by the statement;

tdrt€3(E) all moneys money expended for fire insurance

and, workers' compensation insurance, liability insurance,

and casualty insurance DIRECTLY ATTRIBUTABLE TQ 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;

tg3(F) 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

thi-—with~respect-to-an-owner-oparator-wha-maintains—an

office-—cr-—empioys--ciericat--or—-office—-parsennei-and-whe

provide:—supetviaion—and—maqggement—Eor--the-—oﬁeration—vand

deveiopment--af-——one--or-more-wetls-or-stripper-welisy;-which

~4- SB 462
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supervisory--and--management——ackivity---is---supported---by

adequatey-—-~~cOAtenporaRaous————records-—~~kepbt-———hy————the

owner-operatory-and-whose-average-datiy-production-from--ati

wells--and--stripper--welis-in-which-the-owner-oaperator-owns

ehe-pight-te-seaveh-for-and-produce-patrateum-ar-other-crude

or-minerat-sit-or-naturat-gas-during-the-peried--ecavered--by

cthe--statement——required-—-by--15-23-682--dees-not-exceed-254

barrela-of-petroteum-or-minerai-or-¢rude--oit--or--1;50070686

ecubie--—feat-——of-~naturai--gas;-—-at--the--etecttan--of--the

awnes-sperator-and-in-tieu--of--the--deduetion--provided—-in

subsectiton-titeytit}s

tiy--18%--of-the-gqross-sales-proceeds-aiiccabie-to-asach

well-for-the-year-for-~which--the-—-fet--proceeda--are--being

eatcutared;-—as--an--atiowance--for-—-clericatr-—officer-—and

supervisary-and-management-costa--direetty——acrributabie--to

the-operation-and-develepment-of-the-well+-and

£44y-25%-—0f-the-qress-saiea-proceeds-atiocabie—to-each

stripper-weil-for-the-year—for-which-the--net--proceeds--are

being-—caiéu}eted7-as-an-aiionanee—for-eiericaiT-officeT—and

supervisory-and-mansgement-costa--directiy--actributable-—to

the-eparation-and-develcpment-of-the-steipper-weii;-and

te¥t+¥{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-sueh-expenditures-may-net—inciude
the-saiaries-sr-any-poreion-thereof-of-any-parson-or-eaffieer
nct~*;actnaiiy——engaged--in—-the——workéng——of—-the-—weii——er

superintending-the-mansgement-tharesf, AND SUCH EXPENDITURES

MAY NOT INCLUDE THE SALARIES OR ANY PORTION THEREOF OQOF ANY

PERSON OR OFFICER NOT ACTUALLY ENGAGED IN THE WORKING OF THE

WELL OR SUPERINTENDING THE MANAGEMENT THEREOQF."

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:

{a) after the 3-year exemption period allowed in
15-36-121 for qualified natural gas wells;

(b} with the year natural gas Ffrom a nongualified

natural gas well is first placed into a natural gas

distribution system; or

—6- SB 462



11

12

13

14

SB 0462/02

(c} with the year the pumping unit is installed on_a

crude oil well, provideds-howevery—-the

{2} The operator or producer may elect to amortize the
cost over a period of 2 years if the well is less than 3,000
feet deep."

NEW SECTION. Section 3. Extension of authority. Any
existing authority of the department of revenue or the board
of vil and gas conservation to make rules on the subject of
the provisions of this act is extended to the provisions of
this act.

NEW SECTION. Section 4. Effective date -=
applicability. This act is effective on passage and approval
and applies to taxable years beqinning after December 31,
1984.

~End-

-7- SB 462
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SENATE BILL NO. 462

INTRODUCED BY GAGE, KEATING
A BILL FOR AN ACT ENTITLED: "AN ACT REVISING ALLOWABLE
DEDUCTIONS 1IN DETERMINING OIL AND GAS NET PROCEEDS FOR
PROPERTY TAX PURPOSES; BEPEINING---*OWNER-OPERATOR®-~--ANP
Eg9PRIPPER---WELR®; ESTABLISHING STARTING POINTS FOR THE
AMORTIZATION OF DRILLING COSTS  AND CERTAIN CAPITAL
EXPENDITURES; AMENDING SECTIONS 15-23-60%r 15-23-6037 AND
15-23-604, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE DATE

AND AN APPLICABILITY DATE."

88 IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Seetion-}7--Seetion-15-23-661;-MCA7-is-amended-to-read:
435-23-60+--Pefinitiensr--—-As--used--in-this-parts-the
foltewing-definitions-appiyr
f11--'Bxeise-taui-means*—the—-vindiali—~pre£it——tax--en
domestic--erunde—-oti-imposed-by-Pitie-¥-of-the-federal-Crude
04t1t-Windfall-Profik-Tax--Act--of--195887--as--enacted—-or--as
amendeds

t23--Che--terms--Seoperator®--and--*producer®--mean--any
person--who--engagea—-in-~the--business--of--dritiing---fory
extractingy--or-—producing—-any--naturat--gasy-petroleumz-or
other-crude-or-minerai-etis

t3}--Phe-term-Yawner-operator®-means-any-persons
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tay--who-owns-the-righty-in-whole-ar-in-party-to-search

for-and-preduce-any-naturat-gasz-petroieumy-er--ether——crude

or—-mineral--otis-—whether--such--right—-ia-derived-from-the

awynership-of-the-mineral-eskate-free-of-leases-from--an--oil

or--gas--leasey--oc-from-any-other-agreement-conferring—sueh

eight+-and

£tbi~-~whe-actualiy-performs-supervisoryy-managementy--or

operational--~services---necessary---to--the-—extraction——or

production-of-any-natural-gasy-petroleumy-or--other--minerai

or-crude-otls

{t4y--Fhe-term-Lstripper-welili-means:

tay--any--erude——sil--veii-from-which-has-been-produced

and-seld-during-any-conseentive-i2-month-periocd-beginning-on

or-after-dJanuary-iy-1973y-an-average-of-16-barreis--or—-leas

of--crude--oii--a-dayyr-as-determined-frem-the-recordas-of-the

board-of-ati-and-gas—consarvation;-or

tby--any-naturai-gqas-welli-frem-which--is--produced--and

sotd--during--any--conseeunbive--34-day-periady-in-accordance

with-recognized-conservation-practices-and-withouk-damage-to

tha-reservoir;-an-average-of-not-more-than-667000-cubic-feet

of-nonassociated-naturat-gas-a-dayy—as—determined—-from——the

records-of-the-board-of-oili-and-gas-conservation<

+3345) Phe--term--tweii®--includes-each-singie-weil-or
group-of--weiisy--inciuvding--dry--weitis;--in--one--£fietd--or
predoction--unit--and--under--the-control-of-one-operater-or
-2- SB 467
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preducers Fhe-term-doss-nae-inciude-stripper-weiisil

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 pai@ in cash by the operater 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 3elling price for the calendar year of a barrel
of oil or a cubic foot of gas from the well cut of which the
royalty was paid;

(b) all meneys money expended for necessary tabersy
LABOR, machineryry, and supplies needed and used in the
operation and development;

tey-—tiy-ati-money-expended-for-nesessary-tabors-and

tii}-aii-money-expended-pursuant-to-a-written-operating

agreemenb——-fur———supetvi:aryr--mnnngemeae7—-69--aperatéon3}

sesrvices-needed-and-used-in-the-operation—-and--deveiopments

te+$dy(C) all meoneys money expended for improvements,

-3 SB 462
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repairs, and betterments necessary in and about the working
of the well;

te}{D) 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

acquigition and use of the vehicle during the vyear covered

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

in operation and development of the well during the vyear

covered by the statement bears to the total miles the

vehicle is used during the year covered by the statement;

tét£3(E) all moneys money expended for fire insurance

and, workers' compensaticn insurance, liability insurance,

and casualty insurance DIRECTLY ATTRIBUTABLE TQ 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;

tg¥(F) all money expended for any performance ar

indemnity bonds required by the lawas of thig state or the

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

which the net proceeds are being calculated; AND

thy—-with-respect-to-an-owner-operator—who-maintains-an

office--or--employs-——ciericai-—or-—offiee--personnei-and-who

provides—supervision—and-management-for-—the--operation--and

development--af--one—-or-pore-weiis-or-seripper-wetls;-which

-4~ SB 462
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supervisory--and--management—-activity——-is---supported-—-by

néeguatey-—--contemporansous--—-trecorda-———kept-————hy-———phe

owner-operator7-and-whose-averaqe-datty-praduction-from--atd

welis——and--stripper--weils-in-which-the-swner-operator-owns

the-right-te—search-for-and-produce-petreieum-or-ather-crude

or-mineral-ocit-or-natural-gas-during-ehe-period-—-ecoavered--by

the--statement—-required--by--15-23-682--does-not-exceed-258

barrets-of-petroteum—or-mineral-or-erude—-oti~-or--1,5005;000

eubic—---feet---of--nabural--gas;--et--the--eltection--of--the

swner-sperater-and-in-tieu——of--the--deduction--provided--in

subsection-tiy{eytitls

tiy--30%--of-the-grass-sales-proceeds-aitocabie—te-each

well-for-the-year—for--which--the--net--procecds——are——being

enteuiated;--as—-an--aliswanee--for——clericat;--office;——and

supervisory-and-management-costa--directiy--attributabie--to

tha-speration-and-development-of-the-weii;-and

tiiy-25%--ef-the-gress-sates-proceeds-atlocabie-to-each

stripper-weii-for-the-year-for-which-~the--net--proceeds—-are

being--catcutatedy-as-an-atiowance_for-ciericaty-offices-and

supesvisary-and-management-¢osts--direetiy--attributable--ts

the—cperatien—aad—deveiopment-ef—the-stfipper-veiir-and

teytiy(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-such-expenditures-may-nok-ineinde
the-sataries-or-any-portion-thereof-of-any-persen-or-officer
not---actuatiy--engaged-—-in--the--working--of--the--weki--or

superintending-the-management-theresf, AND SUCH EXPENDITURES

MAY NOT INCLUDE THE SALARIES OR ANY PORTION THEREOF OF ANY

PERSON GR_QFFICER 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 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:

(a} after the 3-year exemption pericd 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 intc a natural gas

distributicn system; or

-6~ SB 462
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(¢} -with-the year:.the pumping unit is iastalled on -a

erude oil -weéll. :proeidedy-howevery-the
-£2) -The operator .or . praducer may elect :to amortize the

cost . over .a period of 2 vears if the well :is less ‘than :3,000

.feet deep.”

_NEW SECTION. -Section 3. Extension -of .authority.-Any
existing authority of the department .of revenue or the board
of oil :and gas conservation to make.rules on the subject .of

the .proviaions of this act is extended to the provisions of

.this act.

NEW SECTION. Section 4. Effective date -

applicability. This act .is effective on passage and.approval

.and applies to taxable years .beginning after December 31,

1984.

-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; BEFINING---"OWNER-OPERAPORL——-AND
USERIPPER---WEBBYy ESTABLISHING STARTING POINTS FOR THE
AMORTIZATION OF DRILLING COSTS AND CERTAIN CAPITAL
EXPENDITURES; AMENDING SECTIONS 35-23-68%7 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:
Section-1:--Section-15-23-60%;-MEA7-is-amendad-ta-raads
“35~23-601s--Befinitionsv---As--used--in-this-part;-the
fortowing-defintbions-applys
tiy--“Excise-tax"-means--the--windfatl--profit--rax--en
domestic--crude--oii-imposed-by-Pitte-F-of-the-federat-Erude
eitt-Hindfati-Profit-Pax--Act--af--13807--as——enacted--as—-ag
amengeds

f?}——The——terms——"cperator“-—and-—"producer"——mean——any
perscn--who--engages--in--the--business--of--dritting--—Ffory
extractingy—-or--prodecing--any--natursl--gas;-patroteumy-sr
ether-crude-or-minecrat-oits

t3}--Fhe-term-“swner-operatori-means-any-perssn:
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tay--who-owns-che-righe;-in-whole-sr-in-party-—te-search

for-and-produce-any-naturat-gasy-petrolaumy-ar--asther——crode

or--minerat--oitr--whether--aueh--right--is-derived-frem-the

ownership-of-the-mineral-escate-free-of-tcase;-frem-—an--oi}

er--gqas--tease;--or-from-any-other-aqreemenc-conferring-such

rights-and

tb}-—-vwha-actuaily-perfarma-superviscry;-managementy--or

aggraticnni—‘-aervices-—-necesaary-—*tc-—the-—extraction——q’

production-of-any-naturat-gasy-petroieumy-6r--other—-mineral

er-crude-oiit:

t4y--Fhe-term-Ystripper-weii®-meanss

taj--any--crude--oii--weti-from-which-has-been-produnced

and-sold-during-any-conseentive-i2-month-period-beginning-on

or-after—-danuary—17-1973y-an-average-of-1b-barreis--or-—-less

of--crude--oit--a-day;-as-determined-€ram-the-records-of-the

board-of-oitt-and-gas-canaervations-or

tby--any-naturali-gas-wetl-from-which--ia-—-proaduced--and

30id--during--any--consecutive--38-day-periody-in-accordance

with-recognired-eonservation-practices—and-without-damage-to

the-reservoiry-an-average-of-nct-more-than-667;866-cubie-faer

of-nonasssciated-naturat-gas-a-dayr-as-determined--from-~the

records-of -the-board-of-sil-and-4qas-conaecvattons

£3¥t5) Fhe--term--Uweiit--incindes-each-stngie-wetri-or
grtoup-of-—-weitay;--—inctuding--dry--vwetts;--im--ene--£fietd--or

preduction-~unit—--and--under--the-controi-of-one-cperator-or

REFERENCE BILL
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producers FThe-tarm-does-net-include-stripper-weilsl

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 cof the well yieided 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 0il or a cubic foot of gas
the average selling price for the calendar year of a barrel
of 0il or a cubic foot of gas from the well out of which the
royalty was paid;

(b) all meneys money expended for necessary iabers

LABOR, machineryy, and supplies needed and used in the

operation and development;

{e3-—tiy-ait-money-expendead-£far-necessary-iabers-and

tiiy-aii-money-expendad-pursnant-to-a-written-sperating

agreement---for-—--supervisory; -~management;——or—_-eperational

services-needed-and-used-in-the-eperation--and—-deveispment;

te3td}(C) all moneys money expended for improvements,

-3=- SB 462
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repairs, and betterments necessary in and about the working
of the well;

te}({D) 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 vyear

covered by the statement bears to the total miles the

vehicle is used during the year covered by the statement;

td+{£3(E) all meneys money expended for fire insurance

and, workers' compensation insurance, liability insurance,

and casualty insurance DIRECTLY ATTRIBUTABLE TO THE

OPERATION AND DEVELOPMENT OF THE WELL and for payments bﬁs

operators to welfare and retirement funds when provided for
in wage contracts between operators and employees:

tg3{F) 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

thi--with-respect-to-an-owner-cperatar-who-maintains—an

offica-—ar-—-amplteys—-cierical--sr—-office--parsonnel-and-whe

providea-supervision-and-management-for--the—-speration—-and

deveiopment—-of—-one--or-more-weltis-or-stripper-wetisy-which

-4- SB 462
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supervisory—-and--management--activity---its---supported---by

adequatey--——contemporanecis—-—-recorda———-kept—---by-———the

awner-speratory-and-whose-average-daiiy-preduction-£from--aiil

walls-—and--stripper--weila-in-which-the-ownar-operator—owna

the-right-to-search-for-and-produce—petroteum-or-other-crude

or-mineral-sii-or-naturai-qas-during-the-period--eovered--by

tha--statement--reguired--by--35-23-662--deea-nat-exceed-250

barreta-sf-petralsum-or-minerai-or-crude——eil--or--17;50076800

eubie—--feee———of-—natural--gasy;--at--the--etection—-nf--the

owner-opevatar-and-in-tieu—-of--the—-deduction—-provided--in

subsesttan-—4+33tetftiys

$¥¥--16%--of-the-gross-sales-preceeds-aticeabte-to-sach

weli-for-the-year-for—-which--the--net--preceeds--are--being

eatepniarad;—-as--an--alliowance-—-for--ectertcaty--office;—~and

superviszoty—and-managemenk-costs-—-directly-——attributabie--+e

the-speration-and-development-of-the-well;-and

t++y-25%--of-the-gross-aales-preceeds-atiocable-to-each

stripger~weii—Eor-the-year—Eof—wh%ch?the——net—-preceeds——are

being--eateciaked;-as-an-aliowance-for-cierical;-office;-and

supervisery-and-management-costs--directiy--artributable--to

the-operation-and-development-of-the-atrippear-welti;-and

te+ti3{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 c¢rude or mineral oil
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vielded from such well, other than the amount cof 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~such-expendttures-may-not-inciude
the-sataries-or-any-portion-thereof-of-any-person-or-cfficer
not——-actuatiy--engaged-—-in--the--working--sf--the--wett--or

superintending-the-management-theresf, AND SUCH EXPENDITURES

MAY NOT INCLUDE THE SALARIES OR ANY PQORTION THERECF OQF ANY

PERSON OR OFFICER NOT ACTUDALLY 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 cests and capital

expenditures. Phe (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:

{a) after the 3-year exemption period allowed in
15-36-121 for qualified natural gas wells;

{by with the year natural gas from a nonqualified

natural gas well is first placed intc a natural gas

distribution system; or

-6- SB 462
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{¢c) with the year the pumping unit is installed on_ a

crude oil well. providedy-however;-the

{2} The operator or producer may elect to amortize the
cost over a period of 2 years if the well is less than 3,000
feet deep.”

NEW SECTION. Section 3. Extension of authority. Any
existing authcrity of the department of revenue or the board
of ©il and gas conservation to make rules on the subject of

the provisions of this act is extended to the provisions of

. this act.

NEW SECTION. Section 4., Effective date -
applicability. Tﬁis act is effective on passage and approval
and applies to taxable years beginning after December 31,
1984 1985.

-End-
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