HOUSE BILL NO. 776
INTRODUCED BY NATHE, IVERSON, GAGE, MANUEL, ROTH,

HAYNE, MCCALLUM, ASAY, STRATFORD, CONNELLY, D. BROWN,
HOLLIDAY, BOYLAN, E. SMITH, MCLANE, MAZUREK, BISHOP

IN THE HOUSE

FEBRUARY 16, 1987 INTRODUCED AND REFERRED TO COMMITTEE
ON TAXATION.

MARCH 20, 1987 COMMITTEE RECOMMEND BILL
DO PASS A5 AMENDED. REPORT ADQPTED.

PRINTING REPORT.
MARCH 23, 1987 SECOND READING, DO PASS AS AMENDED,
MARCH 24, 1987 ENGROSSING REPORT.

THIRD READING, PASSED.
AYES, 66; NOES, 33.

TRANSMITTED TO SENATE.

IN THE SENATE

MARCH 25, 1887 INTRODUCED AND REFERRED TO COMMITTEE
ON TAXATION.

APRIL 11, 1987 COMMITTEE RECOMMEND BILL BE
CONCURRED IN AS AMENDED. REPORT
ADOPTED.

APRIL 14, 1987 SECOND READING, CONCURRED IN AS
AMENDED.,

ON MOTION, RULES SUSPENDED TO PLACE
BILL ON THIRD READING THE 83RD
LEGISLATIVE DAY.

THIRD READING, CONCURRED IN.
AYES, 35; NOES, 15.

RETURNED TO HOUSE WITH AMENDMENTS.



IN THE HOUSE
APRIL 16, 1987 RECEIVED FROM SENATE.

SECOND READING, AMENDMENTS
- CONCURRED IN.

APRIL 17, 1987 THIRD READING, AMENDMENTS
CONCURRED IN.

SENT TO ENROLLING,
APRIL 21, 1987 ENROLLING REPORT.
SIGNED BY SPEAKER.
IN THE SENATE
APRIL 21, 1887 SIGNED BY PRESIDENT.
IN THE HOUSE
APRIL 21, 1987 DELIVERED TO GOVERNCR.

APRIL 22, 1987 RETURNED FROM GOVERNOR WITH
RECOMMENDED AMENDMENTS.

SECOND READING, GOVERNCR'S RECOM-
MENDED AMENDMENTS CONCURRED IN.

THIRD READING, GOVERNOR'S RECOM-
MENDED AMENDMENTS CONCURRED IN.

TRANSMITTED TO SENATE.
IN THE SENATE

APRIL 23, 1987 SECOND READING, GOVERNOR'S RECOM-
MENDED AMENDMENTS CONCURRED IN.

THIRD READING, GOVERNOR'S RECOM-
MENDED AMENDMENTS CONCURRED IN.

RETURNED TO HOUSE.



IN THE HOUSE
APRIL 23, 1987 RECEIVED FROM SENATE.

SENT TO ENROLLING.
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!
INTRODYCED By JVATH <

HE ‘IRST 2 YEARS OF PRODUCTION, ALL OT
WELLS PRODUCING PETROLEUM, NATURAL GAS, OR OTHER MINERAL OR
CRUDE QIL FROM SEVERANCE TAXES; AMENDING SECTIONS 15-23-607,
15-23-612, AND 15-36-121, MCA; AND PROVIDING AN IMMEDIATE

EFFECTIVE DATE AND A RETROACTIVE APPLICABILITY DATE."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. Section 15-23-607, MCA, is amended to read:
"15-23-607. County assessors to compute taxes. (1)

Immediately after the board of county commissioners has

fixed tax levies on the second Monday in August, the county

assessor shall compute the taxes on such net proceeds,
except as provided in 35-36-32% 15-23-612 and in subsection

{(2), and royalty assessments and shall deliver the book to

the county treasurer on or before September 15. The county

treasurer shall proceed to give full notice therecof to such
operator and to collect the same in manner provided by law.

{2) Por new production, as defined in 15-23-641, the
county assessor may not levy or assess any mills against the

value of such new production, but shall instead levy a tax
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(a) Eor new production of petroleum or other mineral
or crude o0il, 7% of net proceeds, as described in
15-23-603(3); or

{b) for new production of natural gas, 12% of net
proceeds, as described in 15-23-603(3).

(3) The amount of tax levied in subsections (2)(a) and
(2)(b), divided by the appropriate tax rate and multiplied
by 60%, shall be treated as taxable value for county bonding
putposesd,

{4} The operator or producer shall be liable for the
payment of said taxes and same shall, except as provided in
15-16-121, be payable by and shall be collected from such
operators in the same manner and under the same penalties as
provided for the collection of taxes upon net proceeds of
mines; provided, however, that the operator may at his
option withhold from the proceeds of royalty interest,
either in kind or in money, an estimated amount of the tax
to be paid by him upen such royalty or royalty interest.
After such withholding any deviation between the estimated
tax and the actual tax may be accounted for by adjusting
subsequent withholdings from the proceeds of royalty
interests.”

Section 2. Section 15-23-612, MCA, is amended to read:

"15-23-612. Certaln natural gas exempt. (1) Natural

gas produced as--provided--in--15-36-121¢{Z2j-ts~-exempt-Ffrom

.. INTRODUCED BILL
#B 776
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ene-hatf-thenet-proceeds-tar—imposed-by——this--pare—-fer--3
years---begitnning---as---provided--in--15-36-32+{3}——if--the

requirements-of-15-36-i2t¢2y-are-mektr from a well 5,000 feet

deep or deeper, drilling for which was completeq after

December 31, 1976, but before January 1, 1987, is exempt

from one-half of the net proceeds tax imposed by this part

for 1 years if the gas produced from the well is:

{a) placed into a natural gas distribution system for

delivery to consumers after diligent completion of the well;

and

by distributed by a natural gas disgtribution system

serving only natural gas consumers a majority of which_are

within Montana or at least 10,000 natural gas consumers

within Montana.

{2} The 3-year exemption provided by this section

shall begin when natural gas from a qualifying well is first

placed into a natural gas distribution system.

t24(3) Notwithstanding the provisions of =aubsection
subsections {1) and (2}, all reporting requirements under
the net proceeds tax remain in effecr.”

Section 3. Section 15-36-121, MCA, is amended to read:

"15-36-121. Exempticn from severance tax. (1) It is
the publiec policy o©of this state to promote a sufficient
supply of natural gas to provide for the residents of this

state, and to lessen Montana's dependence on imported
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natural gas, and to_ encourage the exploration for and

development and production of natural gas, petroleum, and

other mineral and crude oil within the state.

f2}~-Natntai-ga:-ptoducedffrcmfa—weii-57986—AEeet~7deep
or-dccper—on—which—drii}ing—wns-commeneedﬁaﬁter—Becember"SlT
}9357-—but-—beforEkaecembef-aiT—i9927—fséexemptvfrcm-a}}—ef
the-severance-tax—impossd-by-15-36-18i-for-3~-years—-if-—the
qas-preduced-from-the-weti-ts+

fai--p}&eed——into~a4natnra%—gas—distributrcnfsystem—far
deiiveryfta*consumer:-afber—diirgent"cempietion—cf—the—neii;
and

th¥--distribnted-by-2a-naturat-gas--distribution-—ayatem
serving—*on}yv-nabura}—gns—consumerSma~majarity«af~whi5hmare
within-Mentane-or-at-—teast~—-10y8680--—natural--gas--~consamers
witnin-Mentanar

f3}f~The—-9~year——exemptionf~prcvideé-~by——this~sec:ion
sha}t—beg%n—when~n&tnra+-ga:—frcm—a_quaiifying—we}i—is‘first
placed-imto-a-natorai-gas-distribution-systems

(2; All new production from a well during the 24

months immediately following the date of notification to the

department of revenue that an oil well is flowing or being

pumped or that a gas well has been connected to a gathering

or distribution system is exempt from all of the severance

tax imposed by 15-36-101, provided the aotification of

completion was made after December 31, 1986.

-4~
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{3) All the natural gas produced from any well that

has produced 60,000 cubic feet or less of natural gas a day

for 1 wvear prior to ‘the quarter for which production is

reported as required by 15-36-105 is exempt from all of cthe

severance tax imposed by 15-36-101.

{4} All production from a stripper well is exempt from

all of the severance tax imposed by 15-36-101.

(5) For the purposes of this section, the following

definitions apply:

(a) "New production" means the production of natural

gas, petroleum, or other crude or mineral oil from any well:

(i) that has not produced natural gas, petroleum, or

other crude or mineral oil during the 5 years immediately

preceding the first month of qualified new production; and

(ii) on which the notification provided for in

subsection (2) was made after December 31, 1986.

b "Stripper well" means a well that produces less
a Wwe 2 s

than 10 barrels per day, and, if otherwise not specifically

determinable, production must be determined by dividing the

amount of production from a lease or unitized area for the

year prior to the current calendar year by the number of

producing wells in the lease or unitized area, and by

dividing the resulting gquotient by 365.

t43(6) Notwithstanding the provisions of subaeetion

subsections (2) through (4), all reporting requirements
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under the severance tax remain in effect."

NEW SECTION. Section 4. Extension of authority. Any
existing authority of the department of revenue or the board
of o0il 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 5. Coordination instructions.
(1) If this bill and Bill No. [LC 932], including

the section of that bill defining "new producticen", "interim
preduction”, and "stripper well” in 195-23-601, are passed
and approved, sections 1 and 2 and subsection (5) of section
3 of this bill are void, and the following amendments are
made to this bill:

{a) Pollewing: "new production” in 15-36-121(2),
insert "as defined in 19-23-601";

(b) Following: "stripper well™ in 15-36-121(4), insert
"as defined in 15-23-601".

(2) If this bill and Senate Bill No. 66 are passed and
approved, Senate Bill No, 66 is volid.

NEW SECTION. Section 6. Effective date -=
applicability. This act is effective on passage-and approval
and applies retroactively, within the meaning of 1-2-109, tc
taxable years beginning on or after January 1, 1987.

-Fnd-



STATE OF MONTANA - FISCAL NOTE
Form BD-15

In compliance with a written request, there is hereby submitted a Fiscal Note for HB776, as introduced.

DESCRIPTION OF PROPOSED LEGISLATION:

An act to exempt stripper wells and, for the first 2 years of productien, all other wells producing petroleum,
natural gas, or other mineral or crude oil from severance taxes; providing an immediate effective date and a
retroactive applicability date.

ASSUMPTIONS :

1. In FYB8 oil production is 25.964 million bbl. and gas production is 45.788 MMCF; the price of oil is
$14.799 per bbl. and the price of gas is $2.046 per MCF. . In FY89 oil production is 25.268 million bbl. and
gas production is 47.396 million MMCF. The price of oil is $16,48/bbl. and the price of gas is $2.302/MCF
(REAC).

"New production,” as defined in the bill, remains constant at the estimated 1986 level of 518,196 bbl. for
0il, and 812,495 MCF for natural gas. (Department of Revenue data.)

3. 0il stripper wells contribute 10 percent of total oil production (Petroleum Independent, September 1985,

: page 53).

4. Revenue reductions relating to '"new production' are reflected first in revenues to be rebated back to the
counties under MCA 15-36-112(2)(b).

5. The proposed legislation could have an effect in FY87 because it applies retroactively to taxable years
beginning after January 1, 1987. FY87 o0il and natural gas severance tax revenues could be decreased by
about $580,000.

FISCAL IMPACT: FY88 . FY89

‘ Current Law Proposed Law Difference Current Law Proposed Law Difference

Revenues: : . _

0il severance tax $19,212,000 $ 16,935,000 ($2,277,000)  $20,821,000 $ 18,342,000 ($2,479,000)

Natural Gas severance tax 2,518,000 2,474,000 ( 44,000) 2,933,000 2,883,000 50,000)

TOTAL $21,730,00 $ 19,409,000 ($2,321,000) $23,754,000 $ 21,225,000 ($2,529,000)

Fund Information:

Local Government

Block Grant $ 6,404,000 $ 5,645,000 ($ 759,000) $ 6,940,00 $ 6,114,000 ($ 826,000)
County Rebate 359,000 46,000 ( 313,000) 397,000 50,000 ( 347,000)
General Fund 14,967,000 13,718,000  ( 1,249,000) 16,417,000 15,061,000 ( 1,356,000)

TOTAL $21,730,00 . $ 19,409,000 ($2,321,000) $23,754,000 $ 21,225,000 ($2,529,000)

Z g DATE—F—# 7 Z P>

DAVID L. HUNTER) DENNIS NATHE, PRIMARY SPONSOR
Office of Budget and Program Planning

Fiscal Note for HB776, as introduced.

H8 77¢




Fiscal Note Request, HB/76, as introduced.
Form BD-15
Page 2

EFFECT ON COUNTY OR OTHER LOCAL REVENUE OR EXPENDITURES:
Counties with increased production will lose severance tax refunds on the new production.

TECHNICAL OR MECHANICAL DEFECTS IN PROPOSED LEGISLATION OCR CONFLICTS WITH EXISTING LEGISLATION:
The bill does not stipulate the basis for calculating increased production following the two-year grace period
provided for in the bill.

HB 776



STATE OF MONTANA - FISCAL NOTE
Form BD-15
In compliance with a written request, there is hereby submitted a Fiscal Note for HB776, as introduced.
REVISED FISCAL NOTE

DESCRIPTION OF PROPOSFD LEGISLATION:

An act to exempt stripper wells and, for the first 2 years of production, all other wells producing petroleum,
natural gas, or other mineral or crude oil from severance taxes; providing an immediate effective date and a
retroactive applicability date.

ASSUMPTIONS:

1. In FY88 o0il production is 25.964 million bbl. and gas production is 45.788 MMCF; the price of oil is
$14.799 per bbl. and the price of gas is $2.04¢ per MCF. In FY89 o0il production is 25.268 million bbl. and
gas production is 47.396 million MMCF. The price of oil is $16.48/bbl. and the price of gas is $2.302/MCF

(REAC).

2. "New production,'" as defined in the bill, remains constant at the estimated 1986 level of 518,196 bbl. for
0il, and 812,495 MCF for natural gas.

3. 0il stripper wells contribute 10 percent of total oil production {(Petroleum Independent, September 1985,
page 53).

4. Gas stripper wells contribute 50 percent of total gas production (MDOR sample estimate).

5. Revenue reductions relating to ''new production' are reflected first in revenues to be rebated back to the
counties under MCA 15-36-112(2}(b).

5. The proposed legislation could have an affect in FY87 because it applies retroactively to taxable years
beginning after January 1, 1987. TFY87 oil and natural gas severance tax revenues could be decreased by
about $884,000.

FISCAL IMPACT: FYB8 FY89

Current Law Proposed Law Difference Current Law Proposed Law Difference

Revenues:

0il severance tax $19,212,000 $ 16,635,000 ($2,277,000) $20,821,000 $ 18,342,000 ($2,479,000)

Natural gas severance tax 2,518,000 1,260,000 ( 1,258,000) 2,933,000 1,466,000 ( 1,467,000)

TOTAL $21,730,000 $ 18,195,000 ($3,535,000) $23,754,000 $ 19,808,000 ($3,946,000)

Fund Information:
Local Government

Block Grant $ 6,404,000 $ 5,645,000 {$ 759,000) $ 6,940,000 $ 6,114,000 ($ 826,000)
County Rebate $ 359,000 $ 46,000 ($ 313,000) $ 397,000 % 50,000 ($ 347,000)
General Fund $14,967,000 $ 12,504,000 ($2,463,000) $16,417,000 $ 13,644,000 ($2,773,000)

. e
@QM/ ZM» DATE, 2/23/f7 _,D e : DATE- 7t 2 Y /7% >

DAVID L. HUNTER, GETquREGTOR ’ *_ DENNIS THE PRIMARY SPONSOR
Office of Budget and Program Planning é// 7‘/‘1‘ \¢ e R f’? s oa ./4

Fiscal Note for HB/776, as 1ntroduced.
REVISED FISCAL NOTE H,B 77‘

2




Fiscal Note Request, HB776, as introduced. REVISED FISCAL NOTE
Form BD-15
Page 2

EFFECT ON COUNTY OR OTHER LOCAL REVENUE OR EXPENDITURES:
Counties with increased production will lose severance tax refunds on the new production.

TECHNICAL OR MECHANTCAL DEFECTS IN PROPOSED LEGISLATICON OR CONFLICTS WITH EXISTING LEGISLATION: _
The bill does not stipulate the basis for calculating increased production following the two-year grace period
provided for in the bill.

A ?7¢
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APPROVED BY COMMITTEE
ON TAXATION

HOUSE BILL NO. 776
INTRODUCED 8Y NATHE, IVERSON, GAGE, MANUEL, ROTH,
HAYNE, MCCALLUM, ASAY, STRATFORD, CONNELLY, D. BROWN,

HOLLIDAY, BOYLAN, E. SMITH, MCLANE, MAZUREK, BISHCP

A BILL FOR AN ACT ENTITLED: "AN ACT TO EXEMPT CERTAIN
STRIPPER WELLS AND, FOR THE FIRST 2 YEARS OF PRODUCTION, ALL
OTHER WELLS PRODUCING PETROLEUM, NATURAL GAS, OR OTHER
MINERAL OR CRUDE OIL FROM SEVERANCE TAXES; TO LOWER THE

SEVERANCE TAX RATE TO 3 PERCENT FOR CERTAIN STRIPPER WELLS;

AMENDING SECTIONS 15-23-607, 15-23-612, 15-36-101, AND
15-36-121, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE DATE

ARB, A RETROACTIVE APPLICABILITY DATE, AND A CONTINGENT

TERMINATION DATE."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. Section 15-23-607, MCA, is amended to read:
"15-23-607. <County assessors to compute taxes. (1)

Immediately after the board of county commissioners has

fixed tax levies on the second Monday in August, the county

assessor shall compute the taxes on such net proceeds,
except as provided in 15-36-12% 15-23-612 and in subsection

[2), and royalty assessments and shall deliver the book to

the county treasurer on or before September 15, The county

treasurer shall proceed to give full notice thereof to such
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10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

HB 0776/02

operator and to collect the same in manner provided by law.

(2) For new producticn, as defined in 15-23-601, the
county assessor may not levy or assess any mills against the
value of such new production, but shall instead levy a tax
as follows:

fa) for new production of petroleum or other mineral
or crude oil, 7% of net proceeds, as described in
15-23-603(3); or

{(b) for new production of natural gas, 12% of net
proceeds, as described in 15-23-603(3).

{3) The amount of tax levied in subsections (2)(a) and
{2)(b), divided by the appropriate tax rate and multiplied
by 60%, shall be treated as taxable value for county bonding
purposes.

(4) The operator or producer shall be liable for +the
payment of said taxes and same shall, except as provided in
15-16-121, be payable by and shall be collected from such
operators in the same manner and under the same penalties as
provided for the collection of taxes upon net proceeds of
mines; provided, however, that the operator may at his
opticn withhold from the proceeds of royalty interest,
either in kind or in money, an estimated amount of the tax
to be paid by him upon such royalty or royalty interest.
After such withholding any deviation between the estimated

tax and the actual tax may be accounted for by adjusting

-2~ HB 776
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subsequent withholdings from the proceeds of royalty
interests."
Section 2. Section 15-23-612, MCA, is amended to read:
"15-23~612. <Certain natural gas exempt. (l)'Natural
gas produced as-provided--in—-315-36-12tt2}-—is--exempt——from
one-hatf--the--net--proceeds--tax-imposed-by-this-part—£for-3
years—--beginntng--as--provided--in---15-36-123{3}---+f-——the

regutrements-of-15-36-121 t2¥-are-meet- from a well 5,000 feet

deep or deeper, drilling for which was completed after

December 31, 1976, but before January 1, 1987, is exempt

from one-half of the net proceeds tax imposed by this part

for 3 yearg if the gas produced from the well is:

(a) placed into a natural gas distribution system for

delivery to consumers after diligent completicn of the well;

and

(b) distributed by a natural gas distribution system

serving only natural gas consumers a majority of which are

within Montana or at least 10,000 natural gas consumers

within Mcntana.

{2) The 3-year exemption provided by this secticn

shall begin when natural gas from a qualifying well is first

placed into a natural gas distribution system.

$2§(3) Notwithstanding the provisions of suhseetion

subsections (1) and (2}, all reporting requirements under

the net proceeds tax remain in effect.”

-3~ ' HB 776
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SECTION 3. SECTION 15-36-101, MCA, IS RMENDED TO READ:

"15-36-101. Definitions and rate of tax. (1) Every
person engaging in or carrying on the business of producing
petroleum, other mineral or crude oil, or natural gas within
this state or engaging in or carrying on the business of
owning, controlling, managing, leasing, or operating within
this state any well or wells from which any merchantable or
marketable petroleum, other mineral or crude oil, or natural
gas is extracted or produced sufficient in quantity to
justify the marketing of the same must, except as provided
in 15-36-121, each yéar 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 Montang a
severance tax computed at the following rates:

{a) except as provided in subsections (1)(b), and
(lytc), and_ (1)(d), 5% of the total gross value aof all the
petroleum and other mineral or crude oil produced by such
person from each lease or unit on or after April 1, 1981,
and on or before March 31, 1983; 6% of the total gross value
of all the petroleum and other mineral or crude oil produced
by such persen from each lease or unit on or after April 1.
1983, and on or before March 31, 1985; and 5% of the total
gross value of all the petroleum and cother mineral or crude
0il produced by such person from egach lease or unit

thereafter; but in determining the amount of such tax there

-4~ HB 776
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shall pe excluded from consideration all petroleum or other
crude or mineral o0il produced and used by such person during
such year in connection with his operations in prospecting
for, developing, and producing such petroleum or crude or
mineral oil;

{b) 2.65% of the total gross value of natural gas
produced from each 1lease or unit; but in determining the
amount of such tax there shall be excluded from
consideration all gas produced and used by such person
during such year in connecticn with his operations in
prospecting for, developing, and producing such gas or
petroleum or crude or mineral oil; and there shall alsc be
excluded from consideration all gas, including carbon
dioxide gas, recycled or reinjected into the ground;

{c) 2.5% of the total gross value of the incremental
petroleum and ether mineral or crude oil produced from each
lease or unit in a tertiary recovery project after July 1,
1985. For purposes of this section, a tertiary recovery
project must meet. the following requirements:

(i} the project must be approved as a tertiary
recovery project by the department of revenue. Such approval
may be extended only after notice and hearing in accordance
with Title 2, chapter 4.

(ii) the property to be affected by the project must be

adequately delineated according +to the specifications

—5— HBE 776
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required by the department; and
(iii) the project must involve the application of one

or more tertiary recovery methods that can reasonably be

~expected to resylt in an increase, determined by the

department to be significant in light of all the facts and
circumstances, in the amount of crude oll which may
potentially be recovered, For the purpose of this section,
tertiary recovery methods include but are not limited to;

{A) miscible fluid displacement;

(B) steam drive injection;

{€C) micellar/emulsion flooding;

(D) in situ cembustion;

(E) polymer augmented water Flooding;

{F) c¢yclic steam injection;

[G) alkaline or caustic floocding;

(H} carbon dioxide water flooding;

(I) immiscible carbon dioxide displacement;

{(J) any other methad approved by the department as a

tertiary recovery method;

{d) 3% of the total gross value of all the natural

gas, petroleum, and other mineral or crude oil produced by a

stripper well, as defined in 15-36-121, that produces more

than 5 barrels a day during the perieod beginning april 1,

1987, and ending March 31, 1989,

i2) For purposes of this section, the term

-6- HB 776
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"incremental petrcleum and other mineral or crude o0il" means
the amount of oil, as determined by the department of
revenue, to be in excess of what would have been produced by
primary and secondary methods. The determination arrived at
by the department must be made only after notice and hearing
and shall specify through the life of a tertiary project,
calendar year by calendar year, the combined amount of
primary and secondary productien that must be used to
establish the incremental production from each lease or unit
in a tertiary recovery project.

{3) Nothing in this part may be construed as requiring
laborers or employees hired or employed by any person to
drill any ©oil well or to work in or about any oil well or
prospect or explore for or do any work for the purpose of
developing any petrocleum or other mineral or crude oil ¢to
pay such severance tax, nor may any work. done or the
drilling of any well or wells for the purpose of prospecting
or exploring for petroleum or other mineral or crude cils or
for the purpose of developing same be considered to be the
engaging in or carrying on of any such business. If, in the
doing of any such work, in the drilling of any oil well, or
in such prospecting, exploring, or development work, any
merchantable or marketable petreleum or other mineral or
crude o©il in excess of the guantity regquired by such person

for carrying on such operation is produced sufficient 1in
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quantity to justify the marketing of the same, such work,
drilling, prospecting, exploring, or development work is
considered to be the engaging in and carrying on of such
business within this state within the meaning of this
section.

(4} Every persen 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 all the marketable petroleum
or other mineral or crude oil or natural gas extracted and
produced, including owner or owners of working interest,
royalty interest, overriding royalty interest, carried
working interest, net proceeds interest, production
payments, and all other interest or interests owned or
carved out of the total gross proceeds in value or in kind
of such extracted marketable petreleum or other mineral or
crude oil or natural gas, except that any of the aforesaid
interests that are owned by the federal, state, county, or
municipal governments shall be exempt from taxation under
this chapter. Unless otherwise provided in a contract or
lease, the pro rata share of any rcoyalty owner or owners
will be deducted Erom any settlements under said lease or
leases or division of proceeds orders or ather contracts."

Section 4. Section 15-16-121, MCA, is amended to read:

"15-35-121. Exemption from severance tax. (1} It |is
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the public policy of this state to promote a sufficient
supply of natural gas to provide for the residents of this
state, &and to lessen Montana's dependence on imported

natural gas, and to encourage the exploration for and

development and production of natural gas, petroleum, and

other mineral and crude oil within the state.

feiﬂ-Natnrai-gas-ptodnced—ftom-a—wei&—sveee——feeb——deep
or—deeper-cn-uhieh—driiiing—was—eommenced-after—Becember-aiT
19;61——but——be§efe——Beccmber-3}1—}9927—i=—exempt—from-aii-of
the-severance-tax-imposed-by-15-36-16k-for-3--years——if-—the
gas-produced-from-the-welil-ias

ta?——p}acedv-into-a-naturni—gas—distribution-systemffor
de}ivery-ba—consumers—nfter-diiigeﬂt-compketion—affthe—ne}17
and

fb1--di:teibuted—by—A*nntura}-gas——distributicn-—system
serving--on}y—-natura}—ga:—consumers—a—majority—of-wh&eh-are
within-Montana-or-at--teast--187000--naturai-—-gas--consumers
withtnt—-Mentana+

faf--Qhe-—a—yenr—*exemption—-providedv—by-—this—sectéon
:hali—begin—uhen—natutai—gas~£rom-a—quakiEying—ueil—iSinrst
pilaced-inte-a-naturai-gas-distribution-syatems

(2) All new production from a well during the 24

months immediately following the date of notification to rhe

department of revenue that an oil well is flowing or being

pumped or that a gas well has been connected to a gathering
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or distribution sgystem is exempt from all of the severance

tax imposed by 15-36-101, provided the notification of

completion was made after December 31, 1986, AND BEFORE JULY

1, 1991.

(3} All che natural gas produced from any well that

has produced 60,000 cubic feet or less of natural gas a day

for 1 year prior to the gquarter for which production is

reported as required by 15-36-105 is exempt from all of the

severance tax imposed by 15-36-101.

(4) All production from a stripper well THAT PRODUCES

5 BARRELS OR LESS A DAY is exempt freom all of the severance

tax _imposed by 15-36-101,

(5) For the purposes of this section, the following

definitions apply:

(a) "Mew production" means the production of natural

gas, petroleum, or other crude or mineral oil from any well:

{i) that has not produced natural gas, petroleum, or

other crude or mineral oil during the 5 years immediately

preceding the first month of qualified new production; and

(ii) on which the notification provided for in

subsection (2) was made after December 31, 1986.

(b) "Stripper well" means a well that produces less

than 10 barrels per day, and, if otherwise not specifically

determinable, production must be determined by dividing the

amount of production from a lease or unitized area for the
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year prior to the current calendar year by the number of

producing wells in the lease or unitized area, and by

dividing the resulting quotient by 365.

t4¥{6) Notwithstanding the provisions of subseetion
subsections (2) through (4), all reporting reguirements
under the severance tax remain in effect.”

NEW SECTION. Section S. Extension of authority. Any
existing authority of the department of revenue or the board
of 0il and gas conservation to make rules on the subject of
the provisions of this act is extended to the provisions of
this act.
instructions.

NEW SECTION. Section 6. Coordination

(1) If this bill and __ Bill No. [1.C 932], including
the section of that bill defining "new production", "“interim
production®, and "stripper well" in 15~23-601, are passed
and approved, sections 1 and 2 and subsection {5) of section
3 of this bill are void, and the following amendments are
made to this bill:

{a) Following: "“new production” in 15-36-121{2},
insert “as defined in 15-23-601%;

(b} Following: "stripper well" in 15-36-121(4), insert
“as defined in 15-23-601".

(2} If this bill and Senate Bill No. 66 are passed and
approved, Senate Bill No. 66 is void.

HEW SECTIQN, Section 7., Effective date -

~1ll- HB 776
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applicability -- CONTINGENT TERMINATION. (1) This act Iis

effective on passage and approval and applies retroactively.
within the meaning of 1-2-109, to taxable years beginning on
or after January 1, 1987.

(ZJ. SUBSECTION {(2) OF 15-36-121, CONCERNING NEW

PRODUCTION, TERMINATES ON THE DATE THE GOVERNOR BY EXECUTIVE

ORDER CERTIFIES THAT THE PRICE OF WEST TEXAS INTERMEDIATE

CRUDE OIl. HAS REACHED $25 A BARREL AS REPORTED IN THE WALL

STREET JOURNAL.

(3) SUBSECTION (4) OF 15-36-121, CONCERNING STRIPPER

WELL PRODUCTION, TERMINATES ON THE DATE THE GOVERNOR BY

EXECUTIVE ORDER CERTIFIES THAT THE PRICE OF WEST TEXAS

INTERMEDIATE CRUDE OQIL HAS REACHED $30 A BARREL AS REPORTED

IN THE WALL STREET JOURNAL.

-End-
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HOUSE BILL NO. 776
INTRODUCED BY NATHE, IVERSON, GAGE, MANUEL, ROTH,
HAYNE, MCCALLUM, ASAY, STRATFORD, CONNELLY, D. BROWN,
HOLLIDAY, BOYLAN, E, SMITH, MCLANE, MAZUREK, BISHOP

A BILL FOR AN ACT ENTITLED: "AN ACT TO EXEMPT CERTAIN
STRIPPER WELLS AND, FOR THE FIRST 2 YEARS OF PRODUCTION, ALL
OTHER WELLS PRODUCING _PETROLEUM, NATURAL GAS, OR OTHER
MINERAL OR CRUDE OIL FROM SEVERANCE TAXES; TO LOWER THE
SEVERANCE TAX RATE TO 3 PERCENT FCR CERTAIN STRIPPER WELLS;

AMENDING SECTIONS 15-23-607, 15-23-612, 15-36-101, AND
15-36-121, MCA; AaND PROVIDING AN IMMEDIATE EFFECTIVE DATE
ANB, A RETROACTIVE APPLICABILITY DATE, AND A CONTINGENT

TERMINATION DATE."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. Section 15-23-607, MCA, is amended to read:
"15-23-607. County assessors to compute taxes. (1)

Immediately after the board of county commissiopers has

fixed tax levies on the second Monday in August, the county

assesgsor shall compute the taxes on such net proceeds,
except .as provided in 35-36-1%2% 15-23-612 and in subsection

{2), and royalty assessments and shall deliver the bock to

the county treasurer on or befcre September 15. The county

treasurer shall proceed to give full notice thereof tc such

.
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operator and to collect the same in manner provided by law.

(2) For new production, as defined in 15-23-601, the
county assessor may not levy or assess any mills against the
value of such new production, but shall instead levy a tax
as Follows:

{a) €for new production of petroleum or other mineral
or crude 0il, 7% of net proceeds,  as described in
15-23-603(3); or

{b) for new production of natural 'gas, 12% of net
proceeds, as described in 15-234603(3).

(3) The amount of tax levied in subsectiona (2}(a) and
(2)(b), divided by the appropriate tax rate and mulciplied
by 60%, shall be treated as taxable value for county bonding
purposes,

(4) The operator or producer shall be liable for the
payment of said taxes and same shall, except as provided in
15-16-121, be payable by and shall be collected Erom such
opgrators‘in the same manner and under the same penalties as
provided for the collection of taxes upon net proceeds of
mines; provided, however, that the operator may at his
option withhold From the proceeds of royalty interest,
either in kind or in money, an estimated'amount of the tax
to be paid by him upon such royalty or royalty interest.
After such withholding any deviation between the estimated

tax and the actual tax may be accounted for by adjusting

-2- HB 776
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subsequent withholdings from the proceeds of royalty
interests."
Section 2. Segtion 15-232-612, MCA, is amended to read:
“15-23—612. Certain natural gas exempt. (1) Natural
gas produced as-provided--in--i15-36-12i{2y--ts—-exempb--£frem
ona-haif--the--net--proceeds--tax-imposed-by-this-part-for-3
years--baginning--as--provided--in-——-15-36-12:¢3)-—~if--—the

requirements-of-15-36-321{2}-are-met: from a well 5,000 feet

deep or déepggL drilling for which was completed after

December 31, 1976, but before Janwary 1, 1987, 1s exempt

from one-half of the net proceeds tax imposed by this part

for 3 years if the gas produced from the well is:

{a) placed into a natural gas distribution system for

delivery to consumers after diligent completion of the well;

and

{(b) distributed by a natural gas distribution system

serving only natural gas consumers a majority of which are

within Montana or at least 10,000 natural gas consumers

within Montana.

(2) The 3-vear exemption provided by this section

shall beqin when natural gas from a qualifying well is first

placed into a natural gas distribution system.

¢23(3) Notwithstanding the provisions _of subsection

subsections (1) and (2), all reporting requirements under

the net proceeds tax remain in effect."
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SECTION 3. SECTION 15-36-101, MCA, IS AMENDED TO READ:

"15-36-101. Definitions and rate of tax. (1) Every
person engaging in or carrying on the business of producing
petroleum, other mineral or crude oil, or natural gas within
this state or engaging in or carrying on the business of
owning, controlling, managing, leasing, or operating within
this =state any well or wells from which any merchantable or
marketable petroleum, other mineral or crude oil, or natural
gas is extracted or produced sufficient in quantity to
justify the marketing of the same muat, except as provided
in 15-36-121, 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
severance tax computed at the following rates:

{a) except as provided in subsections ({1)(b), arnd
(1)(c), and (1!(6), 5% of the total gross value of all the
petroleum and other mineral or crude oil produced by such
person from each lease or unit on or after April 1, 1981,
and on or before March 31, 1983; 6% of the total gross value
of all the petroleum and other mineral or crude 0il produced
by such person from each lease or unit on or after Aprili 1,
1983, and on or before March 31, 1985; and 5% of the total
gross value of all the pgtroleum and other mineral or crude
0il produced by such perscn from each lease or unit

thereafter; but in determining the amount of such tax there
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shall be excluded from consideration all éetroleum or other
crude or mineral‘oll produced and used by such person during
such year in connection with his operations in prospecting
for, developing, and producing such petroleum or crude or
mineral oil;

{by 2.65% 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 all gas produced and used by such person
during such year in connection with his operations in
prospecting for, developing, and producing such gas or
petroleum or crude or mineral oil; and there shall also be
excluded from consideration all gas, including carbon
dioxlde gas, recycled or reinjected intoc the ground;

{c) 2.5% éf the total groas value of the incremental
petroleum and other mineral or crude cil produced from each
lease or unit in a tertiary recovery project after July 1,
1985. For purposes of this section, a tertiary recovery
project must meet the following reguirements:

{i} the project must be approved as a tertiary
recovery project by the department of revenue. Such approwval
may be extended only after notice and hearing in accordance
with Title 2, chapter 4.

{ii}) the property to be affected by the project must be

adequately delineated according to the specifications

—5- ' HB 776
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required by the department; and

(iii} the project must involve the application of one
or more tertiary recovery methods that can reasonably be
expected to result in an increase, determined by the
department to be significant in light of all the facts and
circumstances, in the amount of crude oil which may
potentially be recovered. For the purpose of this section,
tertiary recovery methods include but are not limited to:

(A) miscible Fluid displacement;

(B) steam drive injection;

(C) micellar/emulsion flooding;

(D) in situ combustion;

(E) polymer augmented water Elooding;

(F) cyclic steam injection;

{(G) alkaline or caustic flooding;

(HY carbon dioxide water flooding;

{I) immiscible carbon dioxide displacement;

(J) any other method approved by the department as a

tertiary reccovery method;

{d} 3% of the total gross value of all the naturai

gasy petroleums and other mineral or crude oil produced by a

stripper well, as defined in 15-36-121, that produces more

than 5 barrels a day dur}ng the period beginning April 1,

1987, and ending March 31, 19895,

(2) For purposes of this section, the term

-6 HB 776
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"incremenial petroleum and other mineral or crude oil" means
the amount of o©il, as determined by the department of
revenue, to be In excess of what would have been produced by
primary and secondary methoda. The determination arrived at
by the department must be made only after notice and hearing
and shall specify through the life of a tertiary project,
calendar year by calendar year, the combined amount of
primary and secondary production that must be used to
establish the incremental production from each lease or unit
in a tertiary recovery project.

{3) Nothing in this part may be construed as requiring
laborers or Aemployees hired or employed by any person to
drill any oil well or to work in or about any o¢il well or
‘prospect or explore ‘for or do any work for the purpose of

developing any petroleum or other mineral or crude o0il to

pay such severance tax, nor may any work done or the.

drilling of any well cor wells for the purpose of prospecting
or exploring for petroleum 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. If, in the
doing of any such work, in the drilling of any oil well, or
in such prospecting, exploring, or development work, any

merchantable or marketable petroleum or other mineral or

crude ©0il in excess of the quantity required by such person

for carrying on such operation is produced sufficient in
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quantity to justify the marketing of the same, such work,
drilling, prospecting, exploring, or development work is
considered to be the engaging in and carrying on of such
business within this state within the meaning of this
section.

(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 cther owner. or owners of the gross
proceeds in value or in kind of all the marketable petroleum
or other mineral or crude oil or natural gas extracted and
produced, including owner or owners of working interest,
royalty interest, overriding royalty interest, carried
working interest, net proceeds interest, production
payments, 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. mineral or
crude o©il or natural gas, except that any of the aforesaid
interests that are ownéd by the federal, state, county, or
municipal governments shall be exempt from taxation under
this chapter. Unless otherwise provided in a contract or
lease, the pro rata share of any royalty owner Or owners
will be deducted from any settlements under said lease or
leases or division of proceeds crders or other contracts.”

Section 4. Section 15-36-121, MCA, is amended to read:

"15-36-121. Exemption from severance tax. (1) It js
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the public policy of this state te promote a sufficient
supply of natural gas ta provide for the residents of this
state, and to lessen Montana's dependence on imported

natural gas, and to encourage the exploration for and

development and production of natural gas, petroleum, and

other mineral and crude oil within the state.

t23--Naturai-gas-produced-from-a-wetl-5;000--fect——deep
er-deeper-on-whieh-driiting-was-commenced-aftar-Becember—3t7
19736y-—but--before--December-31;-1992;-is-exempt-from-ati-of
the-severance-tax-imposed-by-15-36-181-for-3—-years-——if-~the
gas—-preduced-£from-the-weii-fa+

fay--ptaced--ines-a-naturat-gas-distribution-asyscem-for
deiiveey-be—eensumera-after—déiigent-coapieb&on—ef—thé-weii7
and

thy--distributed-by-a-naturai-gas--distribution--aystem
serving--onty-—naturai-gas-consumers-a-majority-of-which-are
within-Montana-opr-at--lease--197;880--natural--gas--consumers
within-Montana< ‘

€3)y-—-Fhe--3-year--exemption--provided--by—-this-sectien
shati-begin-when-naturat-gas-from-a-quatifying-well-is-fiese
ptaced-into-a-naturat-gas-distribution-systems

1(2) All new production_ from a well during the 24

months immediately following the date of notification to the

department of revenue that an 0il well is flowing or being

pumped or that a gas well has been connected to a gathering
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or distribution aystem is exempt from all of the severance

tax imposed by 15-36-101, provided the notification of

completion was made after December 31, 1986, AND BEFORE JULY

1, 1991.

{(3) All the natural gas produced from any well that

has produced 66,000 cubic feet or less of natural gas a day

for 1 year prior to the quarter for which production is

reported as required by 15-36-105 is TAXED AS FOLLOWS:

(A) THE FIRST 30,000 CUBIC FEET OF GAS PRODUCED IS

exempt from all of the severance tax imposed by 15-36-101;

AND

{B) THE NEXT 34,000 CUBIC FEET OF GAS PRODUCED 1S
TAXED AT 1.59%. '

{4) all production from a stripper well THAT PRODUCES

5 BARRELS OR LESS A DAY is exempt from all of the severance

tax imposed by 15-36-101.

{5) PFor the purposes of this section, the following

definitions apply:

{a) "New production” means the production of natural

gas, petroleum, or cother crude or mineral oil from any well:

{i) that has not produced natural gas, petroleum, or

other crude or mineral 0il during the 5 years immediately

preceding  the FEirst month of qualified new production; and

(ii} on which the notification provided for in

subsection (2) was made after December 31, 1986.

-10- HB 776
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{b) "“Stripper well" means a well that produces less

than 10 barrels per day, and, if otherwise not specifically

determinable, production must be determined by dividing the

amount of preoduction from a lease or unitized area for the

year pricor to the current calendar year by the number of

producing wells in the lease or unitized area, and by

dividing the resulting quctient by 365.

t43{6) Notwithstanding the provisions of subaection
subsections (2) through (4), all reporting reguirements
under the severance tax remain in effect." .

NEW SECTION. Section 5. Extension of authority. Any
existing authority of the department of revenue or the board
of 0il 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 §. Ceoordination instructions.
(1} If this bill and ___ Bill No. ___ (LC %32], including
the section of that bill defining "new production", "interim
production”, and “stripper well" in 15-23-601, are passed
and approved, sections 1 and 2 and subsection (5) of section
3 of this bill are veid, and the fcllowing amendments are
made to this bill:

{a) Following: "new production” in 15-36-121(2),
insert "as defined in 15-23-601";

(b} PFollowing: "stripper well" in 15-36-121(4), insert

11 HB 776
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“as defined in 15-23-601".
(2) If this bill and Senate Bill No. 66 are passed and
approved, Senate Bill No. 66 is void,
NEW SECTION. .Section 7. Effective date --

applicability -- CONTINGENT TERMINATION. (1] This act is

effactive on passage and approval and applies retroactively,
within the meaning of 1-2-109, to taxable years beginning on
or after January 1, 1987.

{2) SUBSECTION (2) QF 15-36-121, CONCERNING NEW

PRODUCTION, TERMINATES ON THE DATE THE GOVERNOR BY EXECUTIVE

ORDER CERTIFIES THAT THE PRICE OF WEST TEXAS INTERMEDIATE

CRUDE OIL HAS REACHED $25 A BARREL AS REPORTED IN THE WALL

STREET JOURNAL.

{3) SUBSECTION (4) OF 15-36-121, CONCERNING STRIPPER

WELL PRODUCTION, TERMINATES ON THE DATE THE GOVERNOR BY

EXECUTIVE ORDER CERTIFIES THAT THE PRICE OF WEST TEXAS

INTERMEDIATE CRUDE OIL HAS REACHED $30 A BARREL AS REPORTED

IN THE WALL STREET JQURNAL.

NEW SECTION. SECTION 8. COORDINATION INSTRUCTION. IF

HOUSE BILL MO. 377 1S PASSED AND APPROVED, THIS ACT IS VOID.

-End-
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STATE OF MONTANA - FISCAL NOTE
Form BD-15
In compliance with a written request, there is hereby submitted a Fiscal Note for HB776, third reading copy with
senate amendments.

DESCRIPTICN OF PROPOSED LEGISLATICON:

An act to exempt certain stripper wells and, for the first 2 years of production, all other wells producing
petroleum, natural gas, or other mineral or crude oil from severance taxes; to lower the severance tax rate to 3
percent for certain stripper wells; providing an immediate effective date and a retrocactive applicability date,
and a contingent termination date.

ASSUMPTIONS:

L. In FY88 o0il production is 25.964 million bbl. and gas production is 45.788 MMCF; the price of o0il is
$14.799 per bbl. and the price of gas is $2.046 per MCF. 1In FY89 o0il production is 25.268 million bbl. and
gas production is 47.396 million MMCF. The price of oil is $16.48/bbl. and the price of gas is $2.302/MCF

(REAC).

2. "New production,'" as defined in the bill, remains constant at the estimated 1986 level of 518,196 bbl. for
oil, and 812,495 MCF for natural gas.

3. 0il stripper wells contribute 10 percent of total oil production (Petroleum Independent, September 1985,
page 53).

It is assumed that 50% of oil stripper wells produce 5 bbl./day or less. (0il & Gas Conservation Division)
Gas stripper wells contribute 50 percent of total gas production (MDOR sample estimate).

It is assumed that 60% of all natural gas wells producing 60 MCF/day or less is from wells producing 30
MCF/day or less. (0il and Gas Conservation Division)

7. Revenue reductions relating to '"nmew production' are reflected first in revenues to be rebated back to the
counties under MCA 15-36-112{2)(b).

oo

FISCAL IMPACT: FY88 FYg89

Revenues: Current Law Proposed Law Difference Current Law Proposed Law Difference

0il severance tax $19,212,000 $ 17,503,000 ($1,709,000) $20,821,000 $ 18,957,000 ($1,864,000)

Natural gas severance tax 2,518,000 1,551,000 ( 967,000) 2,933,000 1,806,000 ( 1,127,000)
TOTAL $21,730,000 $ 19,054,000 ($2,676,000) $23,754,000 $ 20,763,000 ($2,991,000)

Fund Information:
Local Government

Block Grant $ 6,404,000 $ 5,834,000 ($ 570,000) $ 6,940,000 $ 6,319,000 ($ 621,000)
County Rebate $ 359,000 $ 46,000 ($ 313,000) $ 397,000 $ 50,000 ($ 347,000)
General Fund $14,967,000 $ 13,174,000  ($1,793,000)  $16,417,000 $ 14,394,000 ($2,023,000)

ﬁ(ﬁf/// / é//o@(%ﬁ%« DATE /6,/ 7 Dﬁwﬁa ﬂ%mﬂ Ap=F /e éL (7<)

DAVID L. HUNTERY BUDGET DIRECTOR -~ DENNIS NATHE, PRIMARY SPONSOR
0ffice of Budget and Program Planning

Fiscal Note for HB776, third reading copy
with senate amendments.
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Fiscal Note Request, HB776, third reading with senate amendments.
Form BD-15
Page 2

EFFECT ON COUNTY OR OTHER LOCAL REVENUE OR EXPENDITURES:
Counties with increased production will lose severance tax refunds on the new production.

HE 7L
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HOUSE BILL NO. 776
INTRODUCED BY NATHE, IVERSON, GAGE, MANUEL, ROTH,
HAYRE, MCCALLUM, ASAY, STRATFORD, CONNELLY, D. BROWN,

HOLLIDAY, BOYLAN, E. SMITH, MCLANE, MAZUREK, BISHOP

A BILL FOR AN ACT ENTITLED: "AN ACT TO EXEMPT CERTAIN
STRIPPER WELLS AND, FOR THE FIRST 2 YEARS OF PRODUCTION, ALL
OTHER WELLS PRODUCING PETROLEUM, NATURAL GAS, OR OTHER
MINERAL OR CRUDE OiL FROM SEVERANCE TAXES; TOQO LOWER THE

SEVERANCE TAX RATE TC 3 PERCENT FOR CERTAIN STRIFPER WELLS;

AMENDING SECTIONS 15-23-607, 15-23-612, 15-36-101, AND
15-36-121, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE DATE

ANB, A RETROACTIVE APPLICABILITY DATE, AND A CONTINGENT

TERMINATION DATE."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1, Section 15-23-607, MCA, is amended to read:
"*15-23-607. County assessors to compute taxes. {1)

Immediately after the board of county commissioners has

fixed tax levies on the second Monday in August, the county

assessor shall compute the taxes on such net proceeds,
except as provided in 15-36-32} 15-23-612 and in subsection

{2), and royalty assessments and shall deliver the book to

the county treasurer on or before September 15. The county

treasurer shall proceed to give Eull notice thereof to such
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operator and to collect the same in manner provided by law.

(2) For new production, as defined in 15-23-601, the
county assessor may not levy or assess any mills against the
value of such new production, but shall instead levy a tax
as follows:

{a) for new production of petroleum or other mineral
or crude 0il, 7% of net proceeds, as described in
15-23-603(3); or

(b) for new production of natural gas, 12% of net
proceeds, as described in 15-23-603(3).

(3) The amount of tax levied in subsections (2)(a) and
{2)(b), divided by the appropriate tax rate and multiplied
by 60%, shall be treated as taxable value for county bonding
purposes.

{4) The operator or producer shall be liable for the
payment of said taxes and same shall, except as provided in
15-16-121, be payable by and shall be collected from such
operators in the same manner and under the same penalties as
provided for the collection of taxes upon net proceeds of
mines; provided, however, that the operator may at his
option withhold from the proceeds of royalty interest,
either in kind or in money, an estimated amount of the tax
to be paid by him upon such royalty or royalty interest.
After such withholding any deviation between the estimated

tax and the actual tax may be accounted for by adjusting

-2- HB 776

REFERENCE BILL



~ & in

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

HE D776/04

subsequent withholdings from the preoceeds of royalty
interests."”
Section 2. BSection 15-23-612, MCA, is amended to read:
“15-23-612. Certain natural gas exempt. {l) Natural
gas produced as-previded--in--15-36-121¢{2}--is-~mxsmpt-—-from
one—half--the-—net--proeceeds——tax-imposed-by-this-part—£fer-3
years--beginning--as--provided--in---15-36-x2:{3y---tf-—-the

requirements—of-15-36-121¢2}-are-mets from a well 5,000 feet

deep or deeper, drilling for which was completed after

December 31, 1976, but before denumry APRIL 1, 1987, is

exempt from one-half of the net proceeds tax imposed by this

part Efor 3 years if the gas produced from the well is:

{a) placed into a natural gas distribution system for

delivery to consumers after diligent completion of the well;

and

{b) distributed by a natural gas distribution system

gserving only natural gas consumers a majority of which are

within Montana or at least 10,000 natural gas consumers

within Montana.

(2} The 3-year exemption provided by this section

shall begin when natural gas from a qualifying well is first

placed into a natural gas distribution system.

¢23(3) Notwithatanding the provisions of subsection
subsections (1) and_(2), all reporting requirements under

the net proceeds tax remain in effect."
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SECTION 3, SECTION 15—36—161, MCA, IS AMENDED TO READ:

"15-36-101. Definitions and rate of tax. {l) Every
person engaging in or carrying on the business of producing
petroleum, other mineral or crude oil, or natural gas within
this state or engaging in or carrying on the business of
owning, controlling, managing, leasing, or operating within
this state any well or wells from which any merchantable or
marketable petroleum, other mineral or crude oil, or natural
gas is extracted or produced sufficient in quantity to
justify the marketing of the same must, except as provided
in 15-36-121, 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
severance tax computed at the following rates:

{a) except as provided in subsections (1){b), and
{1){c), and (1)(d), 5% of the total gross value of all the
petroleum and other mineral or crude cil produced by such
person from each lease or unit on or after April 1, 1981,
and on or before March 31, 1983; 6% of the total gross value
of all the petroleum and other mineral or crude oil produced
by such person from each lease or unit on or after April 1,
1983, and on or before March 31, 1985; and 5% of the total
gross value of all the petroleum and other mineral or crude
0il produced by such person from each lease or unit

thereafter; but in determining the amount of such tax there

~4- HB 776
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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 operations in prospecting
for, developing, and producing such petroleum or crude or
mineral oil;

{b) 2.65%% 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 all gas produced and used by such person
during such year in connection with his operations in
prospecting for, developing, and producing such gas or
petroleum or crude or mineral o0il; and there shall also be
excluded from consideration all gas, including carbon
dioxide gas, recycled or reinjected intc the ground;

(¢) 2.5% of the total grcss value of the incremental
petroleum and other mineral or crude oil produced from each
lease or unit in a tertiary rtecovery project after July 1,
1985. For purposes of this section, a tertiary recovery
project must meet the following requirements:

(1) the project must be approved as a tertiary
recovery project by the department of revenue. Such approval
may be extended only after notice and hearing in accordance
with Title 2, chapter 4.

{ii) the property to be affected by the project must be

adequately delineated according to the specifications
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required by the department; and

(iii) the project must involve the application of one
or more tertiary recovery methods that can reascnably be
expected to result in an increase, determined by the
department to be significant in light of all the facts and
circumstances, in the amount of c¢rude o0il which may
potentially be recovered. For the purpose of this section,
tertiary recovery methods include but are not limited to:

(A} miscible Eluid displacement;

(B) steam drive injection;

(C}) micellar/emulsion flooding;

(D) in situ combustion;

(E) polymer augmented water flooding;

(F) cyclic steam injection;

(G) alkaline or caustic flooding;

(E) carbon dioxide water flooding:

(I) immiscible carbon dicxide displacement;

(J) any other method approved by the department as a
tertiary recovery method;

{d) 3% of the total gross value of all the natural

gas; petroleumy and other mineral or crude oil, AFTER THE

FIRST & BARRELS, produced by a stripper well, as defined in

15-36-121, that produces more than 5 barrels a day during

the period beginning April 1, 1987, and ending March 31,

1989.

-6- HB 776
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{2) Por purposes of this section, the term
*"incremental petroleum and other mineral or crude 611“ means
the amount of o0il, as determined by the department of
revenue, to be in excess of what would have been produced by
primary and secondary methods. The determination arrived at
by the department must be made only after notice and hearing
and shall specify through the life of a tertiary project,
calendar year by calendar year, the combined amount of
primary and secondary production that must be used to
establish the incremental production from each lease or unit
in a tertiary recovery project.

(3) Nothing in this part may be construed as requiring
laborers or employees hired or employed by any person to
drill any oil well or to work in or about any cil well or
prospect or explore for or do any work for the purpose of
developing any petroleum or other mineral or crude oil to
pay such severance tax, hor may any work done or the
drilling of any well or wells for the purpose of prospecting
or exploring for petroleum or other mineral or crude oils or
for the purpose of developing same be considered to be the
engaging in or carrying oa of any such business. If, in the
doing of any such work, in the drilling of any oil well, or
in such prospecting, exploring, or development work, any
merchantable or marketable petroleum or other mineral or

crude oil in excess of the quantity required by such person
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for carrying on such operation is produced sufficient in
guantity to justify the marketing of the same, such work,
drilling, prospecting, exploring, or development work is
considered to be the engaging in and carrying on of such
business within this state within the meaning of this
section.

{4) Every person required to pay such tax hereunder
shall pay the same in Efull for his own account and Eor the
account of each of the other owner or owners of the gross
proceeds in value or in kind of all the marketable petroleum
or other mineral or crude oil or natural gas extracted and
produced, including owner or owners of working interest,
royalty interest, overriding royalty interest, carried
working interest, net proceeds interest, producticon
paywents, 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 mineral or
crude o0il or natural gas, except that any of the aforesaid
interests that are owned by the federal, state, county, or
municipal governments shall be exempt from taxation under
this chapter. Unless otherwise provided in a contract or
lease, the pro rata share of any royalty owner or Owners
will be deducted from any settlements under said lease or
leases or division of proceeds orders or other contracts.”

Section 4. Section 15-36-121, MCA, is amended to read:

-8- HB 776
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"15-36-121. Exemption from severance tax. (1) It is
the public policy of this state to promote a sufficient
supply of natural gas to provide for the residents of this
state, and to lessen Montana's dependence on imported

natural gas, and to encourage the exploration for and

development and production of natural gas, petroleum, and

other mineral and crude oil within the state.

t2¥y—-Naturai--gas--produced-£from-a-weit-5;899-feet-deep
or-deeper-on-which-dritiing-was-commenced-after-pecember-3iy
$9367but-before-pecember-317;-19927-ts-exempt——-from--ati-—-of
the--severance--tax—-imposed-by-15-36-101-fer-3-years-if-the
gas-preduced-£from-the-weit-ias

fa)-—piaced—i;taﬂa-natural—gas—é&stribution—systen—-Eer
deitvery-to-consumers-after-ditigent-comptetion-of-the-welis
and

tbhf—-diseributad--by--a-natural-gas-diseripution-syseem
serving-oniy-naturai-gas-consumers-a-majority-of--which--are
within--Montana--or~-at--lteast--18;00¢-naturat-gas-consumers
within-Montana~

{3¥--Fhe-3-year--exemption--provided--by--thia--section
shall-begin-when-naturat-gas-from-a-qualtifying-well-is-firse
piaced-into-a-—nakunrai-gas-distributien-aystems

(2) All new_production from a well during the 24

months immediately following the date of notification to the

department of revenue that an oil well is flowing or being
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pumped or that a gas well hags been connected to a gathering

or distribution system is exempt from all of the severance

tax__ imposed by 15-36-101, provided the notification eof

comptetion was made after Becember-3};-1986 MARCH 31, 1987,

AND BEFORE JULY 1, 1991.

{3} All the natural gas produced from any well that

has produced 60,000 cubic feet or less of natural gas a day

for 1 year priecr to the quarter for which production is

reperted as required by 15-36-105 is TAXED AS FOLLOWS:

(A) THE FIRST 30,000 CUBIC FEET OF GAS PRODUCED 1S

exempt Erom all of the severance tarx imposed by 15-36-101;

AND

{B} FHE-NEK¥ EVERYTHING OVER 30,000 CUBIC FEET OF GAS

PRODUCED IS TAXED AT 1.59%.

(4) All producticon from a stripper well THAT PRODUCES

5 BARRELS OR LESS A DAY is exempt from all of the severance

tax imposed by 15-36-101.

{5) FPor the purposes of this section, the following

definitions apply:

{a) "HNew production” means the production of natural

gas, petroleum, or other crude or mineral oil from any

wells:

ti}--that-has-not-produced-natural-gasy--petroteumy——or

ether--erude--or--minerat-sii-during-the-5-years-immediatety

preceding-the-first-month-of-qualtified-new-—preductiont—-—and
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(I} THAT HAS NOT PRODUCED NATURAL GAS, PETROLEUM, OR

OTHER CRUDE OR MINERAL OIL DURING THE 5 YEARS IMMEDIATELY

FRECEDING THE FIRST MONTH OF QUALIFIED NEW PRODUCTION; AND

tt+3(I11) on which the notification provided for in

subsection (2) was made after BDecember-31;-1986 MARCH 31,

1987.

(b) “"stripper well” means a well that produces less

than 10 barrels per day, and, if otherwise not specifically

determinable, production must be determined by dividing the

amount of production from a lease or unitized area for the

year prior to the current calendar yvear by the number of

producing wells in the Jlease or wunitized area, and by

dividing the resulting quotient by 365,

+43(6) Notwithstanding the provisions of subsection
subsections (2} through (4), all reporting requirements
under the severance tax remain in effect."

NEW SECTION. Section 5. Extension of authority. Any
existing authority of the department of revenue or the board
of o0il 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 6. Coordination inscructions,
{1) If this bill and ___ 8ill No. _ _ [LC 932), including
the section of that bill defining “new production™r AND

"interim production®y-and-Bstripper-weld® in 15-23-601, are
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passed and approved, sections 1 and 2 and subsection (5) of
section 3 of this bill are void, and the following
amendments-are AMENDMENT IS made to this bill:

tay Following: "new production® in 15-36-121(2),
insert "as defined in 15-23-601";

tby-—Potiowing--Latripper-wetit-in-15-36-21{4}7—insert
Yan-defined-in-15-23-6631.

(2) If this bill and Senate Bill No. 66 are passed and

approved, Senate Bill No. 66 is void.

NEW SECTION. Section 7. Effective date --
applicability -- CONTINGENT TERMINATION. (i) This act is

effective on passage and approval and applies retroactively,
within the meaning of 1-2-109, to taxable-years-beginning-on
or-afeer-Fanaary APRIL 1, 1987.

{2) SUBSECTION (2) OF 15-36-121, CONCERNING NEW

PRODUCTION, TERMINATES ON THE DATE THE GOVERNOR BY EXECUTIVE

ORDER CERTIFIES THAT THE PRICE OF WEST TEXAS INTERMEDIATE

CRUDE GIL HAS REACHED $25 A BARREL AS REPORTED IN THE WALL

STREET JOURNAL.

{3) SUBSHE¥ION SECTION 15;36—10111)(D] AND SUBSECTION

{4) OF 15-36-121, CONCERNING STRIPPER WELL PRODUCTION,

PERMINATES TERMINATE ON THE DATE THE GOVERNOR BY EXECUTIVE

ORDER CERTIFIES THAT THE PRICE QF WEST TEXAS INTERMEDIATE

CRUDE OIL #HAS REACHED $30 A BARREL AS REPORTED IN THE WALL

STREET JOURNAL,

-12- HB 776
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STANDING COMMITTEE REPORT
SENATE

ilB 776
Page 2 of 2

1987

........ ABRRIL.YI1 .. ... 1887
MR. PRESIDENT .
We. your committeeon. . .. SENATETAXATION L
having had under consideration . ............ . HOUSE BILL........ No.. 776 .
__third = readingcopy(_blue 6. Page 10, line 25.
color Strike: “December 31, 1386"
Insert: "March 31, 1987°"
NATHE (GAGL) 5 ’
7. Page 12, lines 7 and 8. A X
EXEMPT FROM SEVERAWNCE TAX ALL STRIPPER WELLS AND ALL OTHER WELLS Sirike: mtaxable® on line 7 through "January" on line 8
FOR 2 YEARS Insert: “April"
8, Page 12, line 14.
Following: ™" ({3)"
Respectfully report as 1ollows. That. ... CNoo L Insert: "Sec_ti_o-n 15-36~101 (1} (4) ana"
9. Page 12, line 15,
Strike: "TERMINATES"
be amended as follows: Insert: "terminate"
1. Page 3, line 10,
Strike: "January"
Insert: “April®
2. Page 6, line 21, .
Following: ‘“crude oil"
Insert: ", after the first five barrels,”
3. Page 10, lines 2 and 3.
Following: "notification® on line 2
Strike: "of completion"
Following: "after" cn line 3
Strike: "December 31, 1986"
Insert: "March 31, 1987"
4. Page 10, line 12.
Strike: "THE NEXT" AND AS AMENDED BE CONCURRED IN
Insert: T"“everything over"
5. Page 10, lines 20 through 24.
Followirg: "any well” on line 20
Strike: ":" on line 20 through "(ii)" on line 24
DO PASS ;
I l,ﬂ
, ' ]
DO NOT FASS Ir{ 3 B s wp
. Pt )
- @ 7 s 7
Gz 2 s A
(.haumdn ‘,/#»/‘d‘; ;—(’///3 ‘%z/t s i

SENATOR MeCALLUM, CiIAIRMAR
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COMMITTEE OF THE WHOLE AMENDMENT

4141001p.cwr
4-14-B7
T oate
SENATE
l0:01
TIME
MR.CHAIRMAN | MOVE TO aMenn___ House Bill No 116
__ third  ceadingcopy { PIU€ ) as foliows:

Color

ij. Strike: Amendment no., 5 in Senate Taxation Standing Committee
Report of April 11, 1987, in its entirety.

2. Page 11, line 18.
Strike: *,"
Insert; “and"

3. Page 11, line 19,
Strike: ", and stripper well"

4. Page 11, line 21.
Strike: ™amendments are"
Insert: "amendment is"

. Page 11, line 23.
Strike: "(a)™

4 6. Pages 11, line 24 through line 1 of page 12.
™~ gtrike: ";" on line 24 through n15-23-601"" on line 1 of page 12.
4
\g
b — Y
ADOPT .~
REJECTY

a141002n.cwc GOMMITTEE OF THE WHOLE AMENDMENT

4-14-87
DATE
10:02
TiIME
MR. CHA{RMAN: | MOVE TO AMEND House Bill No 78
third blue
readingcopy { .________ | as follows:
Color

1. Page 12, lines 19 and 20,
Strike: section 8 in its entirety




GOVERNOR'S AMENDMENTS
TO HOUSE BILL NO. 776
(Reference Copy)
April 22, 1987

Page 10, lines 8 and 9

Following: on line 8 the first "for"

Strike: "1

Insert: "the calendar"

Following: "to the"

Strike: M“quarter for which production is reported as required by
15-36-105 is TAXED AS FOLLOWS:"

Insert: "current year shall be taxed as provided in this section.
Production must be determined by dividing the amount of
production from a lease or unitized area for the year prior
to the current calendar year by the number of producing
wells in the lease or unitized area, and by dividing the
resulting quotient by 365."

Page 10, line 10

Following: "FEET OF"

Strike: "GAS PRODUCED"

Insert: '"average daily production per well"

Page 10, line 15

" Following: "({u)"

Strike: "All production"

Insert: "The first five barrels of average daily production®
Following: "well" on line 15

Strike: "THAT PRODUCES 5 BARRELS OR LESS A DAY"

Page 11, lines 8 and 9

Following: "day" on line 8

Strike: ", and, if otherwise not specifically determinable, production
must be"

Page 12, line 1
Following: "(5)"
Insert: "(a)"

Page 12, line 2

Following: "section"
Strike: "3"
Insert: "4

-END-
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HOUSE BILL NO. 776
INTRODUCED BY NATHE, IVERSON, GAGE, MANUEL, ROTH,
HAYNE, MCCALLUM, ASAY, STRATFORD, CONNELLY, D. BROWN,

HOLLIDAY, BOYLAN, E. SMITH, MCLAKNE, MAZUREK, BISHOD

A BILL FOR AN ACT ENTITLED: "AN ACT TO EXEMPT CERTAIN
STRIPPER WELLS AND, FOR THE FIRST 2 YEARS OF PRODUCTION, ALL
OTHER WELLS PRODUCING PETROLEUM, NATURAL GAS, OR OTHER
MINERAL OR CRUDE QOIL FROM SEVERANCE TAXES; TO LOWER THE

SEVERANCE TAX RATE TO 3 PERCENT FOR CERTAIN STRIPPER WELLS;

AMENDING SECTIONS 15-23-607, 15-23-612, 15-36-101, AND
15-36-121, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE DATE

ANPB, A RETROACTIVE APPLICABILITY DATE, AND A CONTINGENT

TERMINATION DATE."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. Section 15-23~607, MCA, is amended tg read:
"15-23-607. County assessors to compute taxes. {1)

Immediately after the board of county commissioners has

fixed tax levies on the second Monday in ABugust, the county

assessor shall compute the taxes on such net proceeds,
except as provided in 15-36-%2% 15-23-612 and in subsection

{2), and royalty assessments and shall deliver the book to

the county treasurer on or before September 15. The county

treasurer shall proceed to give full notice thereof to such
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operator and to collect the same in manner provided by law.

{2) For new production, as defined in 15-23-601, the
county assessor may not levy or assess any mills against the
value of such new production, but shall instead levy a tax
as follows:

{a} for new production of petroleum or other mineral
or crude oil, 7% of net proceeds, as described in
15-23-603(3); or

(b) for new production of natural gas, 12% o©f net
proceeds, as desc¢ribed in 15-23-603(3).

(3) The amount of tax levied in subsections (2)(a) and
(2){b), divided by the appropriate tax rate and multiplied
by 60%, shall be treated as taxable value for county bonding
puUrposes.

(4) The operator or preducer shall be liable for the
payment of said taxes and same shall, except as provided in
15-16-121, be payable by and shall be collected from such
operators in the same manner and under the same penalties as
provided for the collection of taxes upon net proceeds of
mines; provided, however, that the operator may at his
option withhold from the proceeds of royalty interest.
either in kind or in money, an estimated amount of the tax
to be paid by him upon such rovalty or royalty interest.
After such withholding any deviaticn between the estimated

tax and the actual tax may be accounted for by adjusting

-2- HB 776
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subsequent withholdings from the proceeds of royalty
interests.”
Section 2. Section 15-23-612, MCA, is amended to read:
"15-23-612. Certain natural gas exempt. {l) Natural
gas produced as-provided--im--35-36-12i{2}--is--exempe--from
one-hnif-—the——net——preceeda—-tax—:mpcsea—by—this-pﬂrt-fef—3
yeara--beginning--as--provided--+n-——15-36-121+33-——if---bthe

requirementa-of-15-36-171¢2y-are-mets from a well 5,000 feer

deep or deeper, drilling for which was completed after

December 31, 1976, but before dJamuasy APRIL 1, 1987, is

exempt from one-half of the net proceeds tax imposed by this

part for 3 years if the gas produced from the well is:

(a) placed into a natural gas distribution system for

delivery to consumers after diligent completion of the well;

and

tb)y distributed by a natural gas distribution system

serving only natural gas consumers a majority of which are

within Montana or at least 10,000 nhatural gas consumers

within Montana.

(2) The 3-year exemption provided by this section

shall begin when natural gas from a qualifying well is first

placed into a natural gas distribution system.

t2+(3} Notwithstanding the provisions o©f subsectien

subsections (1) and (2}, all reporting requirements under

the net proceeds tax remain in effect.”
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SECTION 3. SECTION 15-36-1Q01, MCA, IS AMENDED TO READ:

"*15-36-101, Definitions and rate oF tax., (1) Every
person engaging in or carrying on the business of producing
petroleum, other mineral or crude cil, or natural gas within
this state or engaging in or carrying on the business of
owning, controlling, managing, leasing, or operating within
this state any well or wells from which any merchantable or
marketable petroleum, other mineral or crude oil, or natural
gas is extracted or produced sufficient in gquantity to
justify the marketing of the same must, except as provided
in 15-36-121, 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
severance tax computed at the following rates:

(a) except as provided in subsections (1)(b}, and
tl)(e), and (i)}id), 5% of the total gross value of all the
petroleum and other mineral or crude ¢il produced by such
person from each lease or unit on or after April 1, 1981,
and on or before March 31, 1983; 6% of the total gross value
of all the petroleum and other mineral or crude oil produced
by such person from each lease or unit on or after April 1,
1983, and on or before March 31, 1985; and 5% of the total
gross value of aill the petroleum and other mineral or crude
0il produced by such person from each lease or unit

thereafter; but in determining the amount of such tax there
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shall be excluded from consideraticon all petroleum or other
crude or mineral cil produced and used by such person during
such year in connection with his operations in prospecting
for, develcoping, and producing such petroleum or crude or
mineral o©il;

{b) 2.65%% of the total gross wvalue of natural gas
produced from each lease cor unit; but in determining the
amount of such tax there shall be excluded from
consideration all gas produced and used by such person
during such vyear in connection with his operations in
prospecting for, developing, and producing such gas or
petroleum or crude or mineral oil; and there shall also be
excluded from consideration all gas, including carbon
dioxide gas, recycled or reinjected into the ground;

(¢) 2.5% of the total gross value of the incremental
petrcleum and other mineral or crude oil produced from each
lease or unit in a tertiary recovery project after July 1,
1985. For purposes of this section, a tertiary recovery
project must meet the following requirements:

(i) the project must be approved as a tertlary
recovery project by the department of revenue. Such approval
may be extended only after notice and hearing in accordance
with Title 2, chapter 4.

({ii) the property to be afifected by the project must be

adequately delineated according to the specifications
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required by the department; and

(iii) the project must involve the application of one
or more tertiary recovery methods that can reasonably be
expected to result in an increase, determined by the
department to be significant in light of all the facts and
Circumstances, in the amount of crude o0il which may
potentially be recovered. For the purpose of this section,
tertiary recovery methods include but are not limited to:

{A) miscible fluid displacement;

(B) steam drive injection;

(C) micellar/emulsion flooding;

(D) in situ combustion:

(E) polymer augmented water flooding;

(F) cyclic steam injection:

(G) alkaline or caustic flooding:

(H) carbon dioxide water flooding;

(I) immiscible carbon dioxide displacement;

(J} any other method approved by the department as a
tertiary recovery method;

(d) 3% of the total gross value of all the natura?

gas7 petroleumy and other mineral or crude o0il, AFTER THE

FIRST 5 BARRELS, produced by a stripper well, as defined in

15-36-121, that produces more than 5 barrels a ~day during

the period beginning April 1, 1987, and ending March 31,

1589.
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(2) For purposes of thls section, the term
"incremental petroleum and other mineral or crude o0il" means
the amount of oil, as determined by the department of
revenue, to be in excess of what would have been produced by
primary and secondary methods. The determination arrived at
by the department must be made only after notice and hearing
and shall specify through the life of a tertiary project,
calendar year by calendar vyear, the combined amount of
primary and secondary production that must be used to
establish the incremental production from each lease or unit
in a tertiary recovery project.

(3) Nothing in this part may be construed as requiring
laborers or employees hired or employed by any person to
drill any oil well or to work in or about any oil well or
prospect or explore for or do any weork for the purpose of
developing any petroleum or other mineral or crude oil to
pay such severance tax, nor may any work done or the
drilling of any well or wells for the purpose of prospecting
or exploring for petroleum 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. IE, in the
doing of any such work, in the drilling of any oil well, or
in such prospecting, exploring, or development work, any
merchantable or marketable petrocleum or other mineral or

crude oil in excess of the guantity required by such person
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for carrying on such operation is produced sufficient in
guantity to justify the marketing of the same, such work,
drilling, prospecting, exploring, or development work is
considered to be the engaging in and carrying on of such
business within this state within the meaning of this
section.

(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
praceeds in value or in kind of all the marketable petroleum
or other mineral or crude oil or natural gas extracted and

produced, including owner or owners of working intrerestc,

royalty interest, overriding royalty interest, carried
working interest, net proceeds interest, producticn
payments, and all other interest or Iinterests owned or

carved out of the total gross proceeds in value or in kind
of such extracted marketable petroleum or other mineral or
crude ¢il or natural gas, except that any of the aforesaid
interests that are owned by the federal, state, county. or
municipal governments shall be exempt from taxation under
this chapter. Unless otherwise provided in a contract or
lease, the pro rata share of any royalty owner or owners
will be deducted from any settlements under said lease cr
leases or division of proceeds orders or other contracts."”

Section 4. Section 15-36-121, MCA, is amended to read:
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"15-36-121, Exemption from severance tax. (1] It is
the public palicy of this state to promote a sufficient
supply of natural gas to provide for the residents of this
state, and to lessen Montana's dependence on imported

natural gas, and to encourage the exploration for and

development and production of natural gas, petroleum, and

other mineral and crude_oil within the state.

t2¥--Naturat--gas--preduced-from-a-weti-5;000-fent-deap
er-deeper-on-which-dritting-was-commenced-after-Becember—3i;
19767-bnt-before-December-31;-1952;~r3—exempt-—from--ati--of
the--severance-—tax-—imposed-by-15-36-10t-for-3-years—if-the
gas-produeced-from-cthe-weti-iss

tay--piaced-into-a-naturai-gas-drstribution-system-—-for
detivery-to-cansumers-after-ditigent-compietron-of-the-wetis
and

tby-—-distributed--by--a-naturat-gas-distribution—aystem
serving-onty-nacdratl-gas-consumers-a-majoricy-of--which--are
within--Montana-—or——at-—least--i87868-naturat-gas-consumers
witmin-Mencanar

t3Y--Fhe-3-year—-exempbion--provided--by--this-—section
shati-pegin-when-naturat-gas-from-m-quatifying-wett-ta-first
pitaced-ineo-a-naturatr-gas-distributicon-ayseems

(2) All new production from a well during the 24

months immediately following the date of notification to the

department of revenue that an cil well is flowing or being
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pumped or that a gas well has been connected to a gathering

or distribution system is exempt from all of the severance

tax imposed by 15-36-101, provided the notification of

compter+on was made after December-337-1986 MARCH 31, 1987,

AND BEFORE JULY 1, 1991.

(3) All the natural gas produced from any well that

has produced 60,000 cubic feet or less of natural gas a day

for % THE CALENDAR year prior to the guartes—-fer-which

production-is-reported-as-required-by-35-36-165-i3 FANEB--AS

PObEOWS: CURRENT VYEAR SHALL BE TAXED AS PROVIDED IN THIS

SECTION. PRODUCTION MUST BE DETERMINED BY DIVIDING THE

AMOUNT OF PRODUCTION FROM A LEASE OR UNITIZED AREA FOR 'THE

YEAR PRIOR TO THE CURRENT CALENDAR YEAR BY THE NUMBER OF

PRODUCING WELLS IN THE LEASE OR UNITIZED AREA AND BY

DIVIDING THE RESULTING QUOTIENT BY 36%.

tAy--FPHE THE FIRST 30,000 CUBIC FEET OF 6AS--PROBYCED

AVERAGE DAILY PRODUCTION PER WELL IS exempt from all of the

severance tax imposed by 15-36-101;. ANB

tB¥ PHE-NExX¥ EVERY¥PHING EVERYTRING OVER 30,000 CUBIC

FEET OF GAS PRODUCED IS5 TAXED AT 1.59%,

{4} Ai¥--preduction THE FIRST 5 BARRELS OF AVERAGE

PAILY PRODUCTION from a stripper_well ~PHAT--PREBBEES--5

BARRELS——GR--HES5-~A--BAY--35 ARE exempt from all of the

severance tax imposed by 15-36-101.

(5) For the purposes of this section, the following
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definitions apply:

(a} “New production” means the production of natural

gas, petrcleum, or other crude or mineral oil from any

wells:

tiy--that--has—-ner-produced-naturat-gasy-petrotenmy—or

other-crude-or-minerat-oii-during-the--5--yeara--immedintely

preceding—-the--first-month-ofquatified-new-productions-and

(I) THAT HAS NOT PRODUCED NATURAL GAS, PETROLEUM, OR

OTHER CRUDE OR MINERAL OIL BURING THE 5 YEARS IMMEDIATELY

PRECEDING THE FIRST MONTH OF QUALIFIED NEW PRODUCTION; AND

£33 ({II) on which the notification provided for in

subsection {2) was made after Pecember-37--1986 MARCH 31,

1987.

(b) "Stripper well"” means a well ‘that produces less

than 10 barrels per day, ands-if-otherwise-not--spasifieally

determinabie;—-preduction-must-be determined by dividing the

amount of production from a lease or unitized area for the

year prior to the current calendar year by the number of

producing wells in the lease or unitized area, and by

dividing the resulting quotient by 365.

t4}(6) Notwithstanding the provisions of subsection
subsections (2) through (4}, all reporting requirements
under the severance tax remain in effect.”

NEW SECTION. Section 5. Extension of authority. Any

existing authority of the department of revenue or the board
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of o0il 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 6. Cocrdination instructions.
(1y If this bill and ' Bill No. [LC 932]), including
the section of that bill defining "new production”y AND
"interim production";-and-Ystripper-weti* in 15-23-601, are
passed and appreoved, sections 1 and 2 and subsection (5)(A)
of section 3 4 of this bill are void, and the following
amendments-are AMENDMENT IS made tc this bill:

ta+ rollowing: "new production” in 19-36-121(2),
insert "as defined in 15-23-601l"s

tb}--Foltiowingr-Ustripper-wettd-in-15-36-12ift4y7-tnsere
Yas-defined-in-15-23-661%,

(2) If this bill and Senate Bill No. b6 are passed and
approved, Senate Bill No. 66 is void,

NEW SECTION. Section 7. Effective date -

applicability -- CONTINGENT TERMINATION. (1) This act is

effective on passage and approval and applies retroactively,
within the meaning of 1-2-109, to taxabie-years-beginning-on
or-—after-dJanuary APRIL 1, 1987.

{2) SUBSECTION (2) OF 15-36-121, CONCERNING NEW

PRODUCTION, TERMINATES ON THE DATE THE GOVERNOR BY EXECUTIVE

ORDER CERTIFIES THAT THE PRICE OF WEST TEXAS INTERMEDIATE

CRUDE OIL HAS REACHED $25 A BARREL AS REPORTED IN THE WALL
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STREET JQURNAL.

(3) SUPDSEEPION SECTION 15-36-101(1)(D) AND SUBSECTION

(4) OF 15-36-121, CONCERNING STRIPPER WELL PRODUCTION,

FERMINAFES TERMINATE OGN THE DATE THE GOVERNOR BY EXECUTIVE

ORDER CERTIFIES THAT THE PRICE OF WEST TEXAS INTERMEDIATE

CRUDE OIL HAS REACHED $30 A BARREL AS REPORTED IN THE WALL

STREET JOQURNAL.

NEW-SEEPION- - -SEEP+ON-B+-—-COORDINAPION--INSPREEPION:—IF

HeHSE-BIEE-NQ--377-15-PASSED-ANP-APPROVED; -FPH8-RAET-15-Y5EDs

-End-
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