
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 

FEBRUARY 16, 1987 

MARCH 20, 1987 

MARCH 23, 1987 

MARCH 24, 1987 

MARCH 25, 1987 

APRIL 11, 1987 

APRIL 14, 1987 

IN THE HOUSE 

INTRODUCED AND REFERRED TO COMMITTEE 
ON TAXATION. 

COMMITTEE RECOMMEND BILL 
DO PASS AS AMENDED. REPORT ADOPTED. 

PRINTING REPORT. 

SECOND READING, DO PASS AS AMENDED. 

ENGROSSING REPORT. 

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

TRANSMITTED TO SENATE. 

IN THE SENATE 

INTRODUCED AND REFERRED TO COMMITTEE 
ON TAXATION. 

COMMITTEE RECOMMEND BILL BE 
CONCURRED IN AS AMENDED. REPORT 
ADOPTED. 

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. 



APRIL 16, 1987 

APRIL 17, 1987 

APRIL 21, 1987 

APRIL 21, 1987 

APRIL 21, 1987 

APRIL 22, 1987 

APRIL 23, 1987 

IN THE HOUSE 

RECEIVED FROM SENATE. 

SECOND READING, AMENDMENTS 
· CONCURRED IN. 

THIRD READING, AMENDMENTS 
CONCURRED IN. 

SENT TO ENROLLING. 

ENROLLING REPORT. 

SIGNED BY SPEAKER. 

IN THE SENATE 

SIGNED BY PRESIDENT. 

IN THE HOUSE 

DELIVERED TO GOVERNOR. 

RETURNED FROM GOVERNOR WITH 
RECOMMENDED AMENDMENTS. 

SECOND READING, GOVERNOR'S RECOM­
MENDED AMENDMENTS CONCURRED IN. 

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

TRANSMITTED TO SENATE. 

IN THE SENATE 

SECOND READING, GOVERNOR'S RECOM­
MENDED AMENDMENTS CONCURRED IN. 

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

RETURNED TO HOUSE. 



APRIL 23, 1987 

IN THE HOUSE 

RECEIVED FROM SENATE. 

SENT TO ENROLLING. 
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2 YEARS OF PRODUCTION, 

WELLS PRODUCING PETROLEUM, NATURAL GAS, OR OTHER MINERAL OR 

CRUDE OIL 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 }5-36-lil 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 

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: 

~~• , .. ,.,.,,. c~n<" 
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1 (a) for new production of petroleum or other mineral 

2 or crude oil, 7% of net proceeds, as described in 

3 15-23-603(3); or 
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(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 

subsequent withholdings from the proceeds of royalty 

interests." 

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

''15-23-612. Certdin natural ga~ exempt. ( l) Natural 

gas produced a~--proviO~rl--±n--i5-36-i2it2t-i~-~xempt-£~om 

-2- INTRODUCED BILL 
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one-ha+£-the-net-proeeeds-te~-imposed-by--en±~--part--for--3 

yeer~---begi""inq---a~---prov±ded--±n--l5-36-Ti%t3t--±£--tne 

req~~rements-o£-%5-36-iiitit-are-met~ from a well 5,000 feet 

deep or ~eeper, drilling for ~hich was c~mpleted after 

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

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

for 3 years if the gas p~oduced from the well is: 

(a) placed into a natural gas distribution syste.m for 

delive_~Y to consumers after diligent comple~ion of the well; 

and 

(b) distributed by a natural gas distribution system 

servi11g_~natural gas consumers a maiority of which are 

within Montana or at l~~st 10,000 _ _!latural gas __ consumers 

within Montana. ------------
( 2) The 3-year exempt ~?!!_______e__!'_OVided ___ e_y__ this section_ 

shall begi_r:. when natur<:~:_~ gas from a q!:!allfy~~--!:__!__i_Lfir_st 

2l_.aced into a natural gas d...istr ibutiol} sy~tem. 

tZtill Notwithstanding the prov1sjons of ~tlb:!eee~on 

subsections_ (l) and _ _1_ll, all reporting requirements under 

the net proceeds tax remain in effect.'' 

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

"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 

stateL and to lessen Montana's dependence on imported 

-3-
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natural gas, and to encourage the exploration for and 

development and production of natural gas, _ _Eetroleum, and 

other mine~~l and crude oil within the_~~te. 

t%t--Natrtrai-ga~-prodceed-from-a-weii-5reee--£eet--deep 

er-deeper-on-whieh-d~ii~inq-wo~-eommeneed-af~er-Beeember-31, 

~9T67--b~t--beEo~e--Beeember-3tr-i99r,-±~-exempt-£rom-a±+-~f 

the-~e~er8nee-tax-~mpo~ed-by-±5-36-l9i-for-3--year~--±f--the 

ga~-prodtteed-from-ehe-weTt-~~~ 

tat--pleeed--into-a-nattlrat-g~~-di~tribtltion-~y~tem-f~r 

deii~ery-to-eon~tlm~r~-after-Oi±igent--e~mp~~tion-e£-the-weil; 

e"d 

tbt--di~tr±brtte~-by-a-~attlrai-ga~--cl~~tribtlt±on--~y~tem 

~er~ing--only--natuPal-go~-eon~~mer~-~-majority-of-whieh--a~e 

with~n-MentQne-or-~t--l~a~t--197989--natural--qa~--eon~tl~er~ 

w±t:l-l±n-Montana, 

tJ)--~h~--3-yea~--exemption--~revici~d--by--this-~ect~on 

~ha±i-begin-when--n~ttl~a+-ga~-from-~-qualifying-w~il-i~-f±r~t 

pia~~d-i~to-O-ftttt~rai-9a~-cii~tr~but±on-~y~tem. 

( 2} All ne~_____l2!__'?~uc~ ~on __ t~~--~-~~.!J.- ~-~!19_ __ ~~:! 

mont~_Am_!lledia~_lY_ follo~).!1_g the da~_~?f notificat_i~~~ the 

department of revenue that an oil well i~ flowing or bein2 

~l_ll..E:ed or that a gas wel_l has been connected to a __ 9_i!_thering 

~__§__t_ribution system is exe!'llpl Jr_:_?_Et~!_!_!!_~~~~~ance 

tax imposed ~ 15-36-101, provided the_ notif~cation of 

completion was made _after _December -~1986. 

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

has produced 60, 00_0 cubic feet or less ?f natural gas a day 

for 1 year prior to the quarter 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 is exempt:_ __ from 

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

( 5) For the~ purposes of this sect~on, the following 

defin~tions apply: 

~~_New production" means the E_~oduction of natural 

gas, petroleum, or o~her crude or mineral oil_Jrom any well: 

~ that has not produced natural gas, petroleum, or 

other crude or rnine~al oil during the 5 years immediately 

preceding the first monEh of qualified new production; and 

(ii) on which the notification provided for in 

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

{b) ''Stripper welln means a ~ell that produces l~ss 

than 10 barrels per~, and, if otherwise_~ot specifically 

determinable, production must J:?e determined by dividin_g__t:-~~ 

amount of production f~~m a lease or uniLi~~d area for the 

year prior to the current ca~_endar year by the number of 

~clueing wells in the lease or unitize~-~~~ 

dividing th~ resulting quotien~~365. 

t4t~ Notwithstanding the provisions of ~~b~ee~i~~ 

25 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 oil and gas conservation tu 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 production'', ''interim 

production'', and ''stripper well'' i11 lS-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 

nas 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 6. Effective date ------
applicability. This act is effeclive on passage·and approval 

and applies retroactively, within ~he meaning of 1-2-109, to 

taxable years beginning on or after Ja11uary 1, 1987. 

-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, as introduced. 

DESCRIPTION OF PROPOSED LEGISLATION: 
~n act to ex~t 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. 

fi.SSUMPTIONS: 
1. In FY88 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). 

- 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. (Department of Revenue data.) 

3. Oil 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 oil and natural gas severance tax revenues could be decreased by 
about $580,000. 

FISCAL IMPACT: FY88 FY89 
Current Law Pro~osed Law Difference Current Law Proposed Law Difference 

Revenues: 
Oil severance tax $19,212,000 $ 16,935,000 ($2,277,000) $20,821,000 $ 18,342,000 ($2,479,000) 
Natural Gas severance tax 21 518 2000 2 2474 2000 ~ 44 2000) 2 2933 1000 2 1883 2000 ( 50 1000l 

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 1 967 1 000 13 1 718 1 000 ~ 11 249 1 000) 16 1 417 1 000 15 1 061 1 000 ( 11 356 1 000) 

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

·~-<f-. ~ J2 DATE-3--fl- /( ~"'/t?? 
DENNIS NATHE, PRIMARY SPONSOR 7 

and Program Planning 
Fiscal Note for HB776 1 as introduced . 

.ff-8 77' 



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

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

TECHNICAL OR MECBANICAL DEfECTS IN PROPOSED LEGISLATION 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 Qill. 

I+IJ , 'I" 



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 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). 

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. Oil 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 effect in FY87 because it applies retroactively to taxable years 

beginning after January 1, 1987. FY87 oil and natural gas severance tax revenues could be decreased by 
about $884,000. 

FISCAL IMPACT: ---------

Revenues: 
Oil severance tax 
Natural gas severance tax 

TOTAL 

Fund Information: 
Local Government 

Block Grant 
County Rebate 
General Fund 

[l 

Current Law 

$19,212,000 
2 1 518 1 000 

$21,730,000 

$ 6,404,000 
$ 359,000 
$14,967,000 

DATE 

and Program Planning 

FY88 
Proposed Law 

$ 16,935,000 
1,260!000 

$ 18,195,000 

$ 5,645,000 
$ 46,000 
$ 12,504,000 

Difference 

($2,277,000) 
{ 1,258,000) 
($3,535,000) 

($ 759,000) 
($ 313,000) 
($2,463,000) 

Current Law 
---------- ---

$20,821,000 
2,933!000 

$23,754,000 

$ 6,940,000 
$ 397,000 
$16,417,000 

FY89 
Proposed Law 

$ 18,342,000 
1 1 466 1 000 

$ 19,808,000 

$ 6,114,000 
$ 50,000 
$ 13,644,000 

Difference 

($2,479,000) 
( 1,467!000) 
($3,946,000) 

($ 826,000) 
($ 347,000) 
($2,773,000) 

- /'1 

DJ--?'--v~ ~;,~ --DA-T-E-~-f- <;:;) y I 7t' > 
11 ., •. DENNis~THE, PRIMARY sPoNsoR 

1 
/ 

~t../ 1 IN ¥\/ e S <!! ;'Z v' 4 'r ; a....:.: S. .. t, 
Fiscal Note for HB7?6 1 as introduced. 

REVISED FISCAL NOTE Iff! '7'7 ~ 
tJ..-~ 



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 MECHANICAL DEFECTS IN PROPOSED LEGISLATION 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. 

H4 'l?' 
IJ..# 
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APPROVED B~ COMMITTEE 
ON TAXATION 

HOUSE BILL NO. 776 

INTRODUCED 8~ NATHE, IVERSON, GAGE, MANUEL, ROTH, 

HAYNE, MCCALLUM, ASAY, STRATFORD, CONNELLY, D. BROWN, 

HOLLIDA~, BO~LAN, E. SMITH, MCLANE, MAZUREK, BISHOP 

A BILL FOR AN ACT ENTITLED: "AN ACT TO EXEMPT CERTAIN 

STRIPPER WELLS AND, FOR THE FIRST 2 ~EARS 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 

ANBL A RETROACTIVE APPLICABILITY DATE, AND A CONTINGENT 

TERMINATION DATE." 

BE IT ENACTED B~ 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-ii% 15-23-612 and in subsection 

(2), and royalty assessments and s~all 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, 12l 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 adjus~ing 

-2- HB 776 
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royalty 

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

1'15-23-612. Certain natural gas exempt. ( 1) Natural 

gas produced ~~-~ro~ided--i"--l5-36-i2±trt--is--exempt--£rom 

one-halE--t~e--ne~--proeeed~--t8x-imposed-by-thi~-part-fer-3 

ye8rs--beqi~n~~9--as--provided--in---±5-36-l2it3t---i£---the 

req~irements-of-i5-36-tilt~t-8re-met~ from a well 5,000_ feet 

deep or de~er, drilling for which was completed after 

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

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

for 3~ears if the gas produced from the well is: 

(a) placed into a natural _s_~s distribution system for 

deliyery to consumers after diligent ___ completion of the well; 

and 

(b) distributed by a natural gas distribution_!Yste~ 

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 5ystem. 

t~tlll Notwithstanding the provisions of ~tlb~eet±on 

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

the net proceeds tax remain in effect. 11 
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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 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 ~xclusive use and benefit of the state of Montana a 

severance tax computed at the following rates: 

(a) except as provided in subsections (l)(b)L and 

(l)(c), and (l](d), 5\ of the total gross value oE 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 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 

oil 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 oil; and there shall also 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 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 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 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 flooding; 

(F) cyclic steam injection; 

{G) alkaline or caustic flooding; 

(H) carbon dioxide water flooding; 

(I) inuniscible carbon dioxide displacement; 

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

tertiary recovery methodL 

~ 3\ of the total gross value of all the natural 

~etroleum, 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 period beginning April 1, 

1987, and ending March 31, 1989. 

(2) For purposes of this section, the term 
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"incremental petroleum and other mineral or crude oil 11 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 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 work for the purpose of 

developing any petroleum or other mineral or crude oil to 

pay such severance tax, nor may any work- Qone 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. 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 

for carrying on such operation is produced sufficient in 
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quantity to justify the marketinq 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 

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 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 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: 

"15-36-121. 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 

stateL aftd 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. 

t~t--Nat~reY-~as-prodtte~d-£rom-a-veli-5r699--fee~--dee~ 

or-deeper-oft-w"±ch-drillin9-was-~ommefteed-a£ter-B~eember-3%, 

i9T6T--htlt--berore--Beeember-3%T-l99i,-is-exempt-£rom-alX-o£ 

~he-seYera~ee-tax-impo~ed-by-15-36-19±-for-3--years--if--the 

gas-prod~ced-from-the-well-±s~ 

tat--plaeed--into-a-nattlral-gas-d±str±btltion-~y~t~m-fo~ 

delivery-~o-eon~ttm~r~-af~er-dili9en~-eompiet~o~-of-tne-well; 

and 

tbt--distr~b~~ed-by-a-natttrai-9a~--di~tribttt±e~--~ystem 

eerving--on±y--na~~ral-gas-eonsttmers-a-majority-of-whieh-are 

with±n-Montana-o~-at--least--~9,999--natnra±--gas--eonstlmers 

vithi-a-MontanaT 

t3t--~he--3-year--exempt±on--prov±ded--by--this-sect±on 

sha~i-beqin-when-natttral-qas-from-a-qttalifyin~-well-is-first 

~laeed-into-a-nattt~al-gas-d±stribttt±on-systemo 

(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 bei~~ 

pumped or that a gas well has been connected, to a g~ther ing 
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or distribution system 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 60,000 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 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 from all of the severance 

tax imposed by 15-36-101. 

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

definitions apply: 

_ia) 11 New production 11 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 S 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. 

t4ti£1 Notwithstanding the provisions of etlbeee~~en 

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 oil 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 instructions. 

(1) If this bill and __ Bill No. [LC 932], including 

the section of that bill defining "new production", "interim 

production~, and "stripper well'' in 15-23-601, are passed 

and approved, sections l and 2 and subsection (5) of section 

17 3 of this bill are void, and the following amendments are 

18 made to this bill: 

19 

20 

(a) Following: 11 new production" 

insert "as defined in 15-23-601''; 

in 15-36-121(2), 

21 (b) Following: "stripper well" in 15-36-121(4), insert 

22 "as defined in 15-23-601". 

23 (2} If this bill and Senate Bill No. 66 are passed and 

24 

25 

approved, Senate Bill No. 66 is void. 

NEW SECTION. Section 7. Effective 
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applicability -- CONTINGENT TERMINATION. Jll This act is 

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. 

( 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 

STREET JOURNAL. 

~BSECTION (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 JOURNAL. 

-End-
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BOUSE BILL NO. 776 

INTRODUCED BY NATHE, IVERSON, GAGE, MANUEL, ROTH, 

BAYNE, 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 NELLS AND, FOR THE FIRST 2 YEARS OF PRODUCTION, ALL 

OTHER NELLS PRODUCING PETROLEUM, NATURAL GAS, OR OTHER 

MINERAL OR CRUDE OIL FROM SEVERANCE TAXES; TO LONER THE 

SEVERANCE TAX RATE TO 3 PERCENT FOR CERTAIN STRIPPER NELLS; 

AMENDING SECTIONS 15-23-607, 15-23-612, 15-36-101, AND 

15-36-121, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE DATE 

ANBL 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-D07. 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 !5-36-%i% 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 naturai 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 

op~rators 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 
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royalty 

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

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

gas produced as-provided--in--iS-36-iiitit--is--exempe--from 

one-~eif--e~e--nee--proeeeds--eex-imposed-by-ehis-pere-for-3 

years--beginning--as--previded--in---t5-36-titt3t---if---ehe 

reqairements-of-%5-36-iiitit-ere-mee~ from a well 5 1 000 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 years if the gas produced from the well is: 

(a) placed into a natural gas distribution system for 

delivery to consumers after dllig·ent completion of the well; 

and 

(b) distributed by a natural gas distribution system 

serving only natural gas consumers a majority of which are 

within kontana 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. 

titill Notwithstanding the provisions of s~b~eetion 

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

the net proceeds tax remain in effect.H 

-3- HB 776 

l 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

HB 0776/03 

SECTION 3. SECTION 15-36-101 1 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 i~ extracted or produced sufficient in quantity to 

justify the marketing of the same m~st, 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 (l)(b)L and 

(1) (c) 1 and (1) (d) 1 5\ of the total gross value of all the 

petroleum and other mine£al 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 qross 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, 

19831 and on or before March 31 1 1985; and 5\ of the total 

gross value of all the petroleum and other mine£al or crude 

oil produced by such person from each lease or unit 

thereafter; but in determining the amount of such tax t'here 
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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 

mi~eral 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 oilt and there shall also 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 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 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 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 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 methodL 

(d) 3\ of the total gross value of all the ftat~rai 

ga~, 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 period beginning April 1, 

1987, and ending March 31, 1989. 

( 2) For purposes of this section, the term 
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"incremental petroleum and other mineral or crude oil 11 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 production that must be used to 

establish the incremental production from each lease or unit 

in a tertiary recovery project. 

I 3) 

laborers 

.Nothing in this part may be construed as requiring 

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 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 

enqaging in or carrying on of any such businessa If, in the 

doing of any such work, in the drilling of any oil well, or 

in such p~ospecting, exploring, or development work, any 

merchantable or marketable petroleum or other mineral or 

crude oil 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 a 

(4) Every person required to pay such tax hereunder 

shall pay the same in full for his own account and for the 

account of each of the other owner. or owners of the gross 

proceeds in value or in kind of all the marketable petroleum 

or other mineral or crude oil or natural gas extracted and 

produced, including owner or 

royalty interest, overriding 

owners of working interest, 

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 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 royalty owner or owners 

will be deducted from any settlements under said lease or 

leases or division of proceeds orders or other contractsa" 

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

"15-36-121. Exemption from severance tax. (lJ 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 

stateL 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. 

tit--Hat~rai-gas-prod~eed-from-a-weii-57999--feet--deep 

o~-deeper-on-wh±eh-4r~i%iftg-was-eommenee4-a£~er-Becember-3~7 

i9?67--b~t--before--Beeember-3l7-l992,-is-e~empt-from-aii-of 

the-se¥eraftee-ta~-~mposed-by-l5-36-i8i-for-3--years--if--the 

gas-produeed-£rom-the-weii-ie~ 

tat--p~aeed--in~o-a-nat~re±-gas-distribtttion-~y~eem-£or 

de%iYery-to-eensttmers-after-d±%igent-eompietion-e~-the-weii; 

and 

tbt--distr~buted-by-a-ftaturai-gas--distr~b~t~oft--system 

ser¥in9--oniy--nat~rai-gas-eons~mere-a-majority-oE-wh~eh-8re 

within-Men~ana-or-at--iea~t--~97898--nat~ral--!ae--eons~mers 

vitftin-Moneanao 

t3t--~he--3-yea•--exemptioft--provided--by--t~~s-seetioft 

shall-begift-wften-nat~ra%-gas-£rom-a-q~alify~ng-well-±s-f±rst 

plee~d-into-a-natd~a!-ges-d~strib~t~on-systemo 

(21 All new production from a well during the 24 

months immediately following the date of notification to the 

depa[tment of revenue that an oi-l well is flowing or being 

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

l, 1991. 

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

has produced 60,000 cubic feet or less of natural qas 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 30,000 CUBIC FEET OF GAS PRODUCED IS 

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) For the purposes of this section, the following 

definitions apply: 

~ _ 1'New production'1 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. 
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tb) "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 year by the number of 

producing wells in the lease or unitized area, and by 

dividing the resulting quotient by 365. 

t4ti!l Notwithstanding the provisions of s~bsee~*on 

subsections (2) through (4), all reporting requirements 

under the severance tax remain in effect. 1' 

NEW SECTION. Section 5. 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 provisions of this act is extended to the provisions of 

this act. 

NEW SECTION. Section 6. Coordination instructions. 

(1) If this bill and Bill No. [LC 932], including 

the section of that bill defining 11 new production", ''interim 

production", and •stripper well" in 15-23-601, are passed 

and approved, sections 1 and 2 and subsection 15) of section 

3 of this bill are void, and the following amendments are 

made to this bill: 

(a) Following: "new production" 

insert "as defined in 15-23-601"; 

in 15-36-1~1(2), 

(b) Following: •stripper well" in 15-36-121(4), insert 
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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!1 This act is 

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. 

(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 

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 JOURNAL. 

NEW SECTION. SECTION 8. COORDINATION .INSTRUCTION. IF 

HOUSE BILL NO. 377 IS PASSED AND APPROVED, THIS ACT IS VOID. 

-End-

-12- HB 776 

~ 

1 



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. 

DESCRIPTION OF PROPOSED LEGISLATION: 
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 retroactive applicability date, 
and a contingent termination date. 

ASSUMPTIONS: 
1. In FY88 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). 

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

4. It is assumed that 50% of oil stripper wells produce 5 bbl./day or less. (Oil & Gas Conservation Division) 
5. Gas stripper wells contribute 50 percent of total gas production (MDOR sample estimate). 
6. 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. (Oil and Gas Conservation Division) 
7. 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). 

FISCAL IMPACT: 
Revenues: 
Oil severance tax 
Natural gas severance tax 

TOTAL 

Fund Information: 
Local Government 

Block Grant 
County Rebate 
General Fund 

Current Law 
$19,212,000 

2 2 518 2 000 
$21,730,000 

$ 6,6.04,000 
$ 359,000 
$14,967,000 

and Program Planning 

FY88 
Proposed Law 
$ 17,503,000 

1 2 551 2 000 
$ 19,054,000 

$ 5,834,000 
$ 46,000 
$ 13,174,000 

Difference 
($1,709,000) 
( 9672000) 
($2,676,000) 

($ 570,000) 
($ 313,000) 
($1,793,000) 

Current Law 
$20,821,000 

2,933 2 000 
$23,754,000 

$ 6,940,000 
$ 397,000 
$16,417,000 

FY89 
Proposed Law Difference 
$ 18,957,000 ($1,864,000) 

1 2 806 1 000 ( 11 127 1 000) 
$ 20,763,000 ($2,991,000) 

$ 6,319,000 ($ 621,000) 
$ 50,000 ($ 347,000) 
$ 14,394,000 ($2,023,000) 

'U...a~ ?[.-=~ DATEAe-::t:"/4 /i.SJ 
-~DENNIS NATHE, PRIMARY SPONSOR 

Fiscal Note for HB776, third reading copy 
with senate amendments. 

Hd 77' 
#-.$ 



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. 

Jll! ? '7t 
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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 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 

ANBL A RETROACTIVE APPLICABILITY DATE, AND A CONTINGENT 

TERMINATION DATE." 

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

Section 1. Sectio~ 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-iii 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 c~ude 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 

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 
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royalty 

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

''15-23-612. Certain natural gas exempt. { l) Natural 

gas produced as-pPevided--in--lS-36-liltit--is--exempt--fpem 

ene-half--the--net--pPeeeeds--tax-impesed-by-this-paPt-fer-3 

yeaPs--beginning--as--preYided--in---l5-36-lilt3t---if---the 

reqairements-ef-15-36-liltit-are-met~ from a well 5,000 feet 

deep or deeper, drilling for which was completed after 

December 31, 1976, but before daftaarx ~ 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 

(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-year exemption provided by this section 

shall begin when natural gas from a qualifying well is first 

placed into a natural gas distribution system. 

titill Notwithstanding the provisions of aahaeetien 

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 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 (l)(b)L and 

(l)(c), and (l)(d), 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; 6l 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 

oil 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 consideration all petroleum or other 

c~ude 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 

produced from each lease or unit; 

amount of such tax there 

consideration all gas produced 

gross 

but 

value of natural gas 

in determining the 

shall be excluded from 

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 

dioxide gas, recycled or reinjected into the ground; 

(c) 2.5\ of the total gross value of the incremental 

petroleum 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 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 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 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 methodL 

(d) 3\ of the total gross value of all the nae~ral 

gas, petroleum7 and other mineral or crude oil, 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, 

1989. 
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( 2) For purposes of this section, the term 

"incremental petroleum and other mineral or crude oil" 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, 

primary and secondary production 

the combined 

that must 

amount of 

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 petroleum or other mineral or crude oil to 

pay such severance ~ax, 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. 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 

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 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 

royalty interest, overriding royalty 

working interest, 

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 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 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: 
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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 

stateL ana 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. 

tit--Nae~ra%--~as--prod~ee~-frem-a-well-S7&&&-feee-~eep 

or-fteeper-en-whieh-drilling-vas-eommefteed-aE~er-Beeeaber-3%7 

i9~6T-b~t-betore-aeeember-3%T-%99i7-±s-exeape--frem--a%1--e£ 

~he--severanee--tax--imposed-by-%5-36-%91-tor-3-years-i£-the 

gas-pre~Hee4-frea-ehe-well-is~ . 
tat--placed-into-a-ftatural-~as-distributieft-system--ter 

de%ivery-to-eonsamers-after-di%igent-eomp%etion-or-ene-wei%; 

an4 

tbt--4is~r~b~~e4--by--a-nat~ral-gas-4is~r%b~t%en-$ystea 

servin~-on%y-natttrai~gas-eensttmere-a-majority-o£--whieh--are 

wi~hin--Montana--or--at--iease--%8;998-natttra%-~as-eons~•ers 

within-Montanao 

t3t--~he-3-year--exemption--previ4e4--by--this--seetien 

sfta%l-begin-when-natnral-gas-!rom-a-qttali£yinq-well-is-£irst 

piaeed-~nto-e~atttral-gas-ftistri8ntien-system• 

(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 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 ef 

eompletion was made after Beeember-317 -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 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; 

MD 

~ ~HB-NBM~ EVERYTHING OVER 30,000 CUBIC FEET OF GAS 

PRODUCED IS 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) Fa~ the purposes of this section, the following 

definitions apply: 

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

gas, petroleum, or othe~ crude or mineral oil from any 

well~: 

tit--~hat-has-ftot-proft~e~d-fta~ttra%-gas7--petrolettmT--er 

ether--erude--or--minerai-e~%-dttrinq-the-5-years-immediateiy 

preeeding-the-£irst-meneh-ef-qHaii£ied-new--preduetion~--and 
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(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 

tiit(II) on which the notification provided for in 

subsection (2) was made after Beeember-317 -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 l~ase 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. 

t4t1!1 Notwithstanding the provisions of s~bs~e~ien 

subsections ( 2} through ( 4), all reporting requirements 

under the severance tax remain in effect." 

NEW SECTION. S~ction 5. 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 provisions of this act is extended to the provisions of 

this act. 

NEW SECTION. Section 6. Coordination instructions. 

(1) If this bill and Bill No. (LC 932), including 

the section of that bill defining "new production"T AND 

"interim production" 7-and-•st~ipper-weii• 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 

amendaents-are AMENDNENT IS made to this bill: 

tat Following: ''new production" in 15-36-121(2), 

insert "as defined in 15-23-601"~ 

tbt--Peiiew%ng~-"stripper-weii"-%n-l5-36-iilt4tT-%nsert 

•ae-def%ned-%n-i5-i3-69l". 

(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!1 This act is 

effective on passage and approval and applies retroactively, 

within the meaning of 1-2-109, to ~axabl~-y~ars-beginninq-en 

er-efter-6anaary 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 OlL HAS REACHED $25 A BARREL AS REPORTED IN THE WALL 

STREET JOURNAL. 

ill SHBSBeti8N SECTION 15-36-101(1)(0) AND SUBSECTION 

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

~BRMiNA~BS TERMINATE 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 JOURNAL. 
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STANDING COMMITTEE REPORT 

SENATE 
.li~R1L .. H 

MR. PRESIDENT 

We.. your comm•nee on _ s.J':.I:IJ\~E- TAXATIO!i 

hav1ng had under cons•derat10n HOUSE .. lULL 

_ _iliiJ:d __ 

NATHE (GAGil) 

readmg copy ( __ _Q_l__ug___ 1 
color 

... 19 .. 67 

No .n~--

EXE,IPT FROM SEVERANCE TAX ALL STRIPPER WELLS AND ALL OTHER WELLS 
FOR 2 YEARS 

Respectfully· report as !ollows. Thai 

be amended as follows: 

1. Page 3, 1 ine 10. 
Strike: ''January'' 
Insert: "April" 

2. Page 6, 
Following: 
Insert: " 

line 21, 
••crude ~il" 
after the first five barrels," 

3. Paqe 10, lines 2 and 3. 
Following: "notification" on line 2 
Strike: "of completion" 
Following: "after" on line 3 
Strike: "Dec~ 31, 1986" 
Insert: ••March 31, 1987'' 

4. Page 10, line 12. 

• 

• 

6. Page 
Strike: 
Insert: 

10, line 25. 
11 December 31, 19 8 6" 
"March 31, 1987" 

iiB 776 
Page 2 of 2 

.~J?.~.~~--.~~- 19_8_7 

7. Page 12, 1 ines 7 and 8. 
Strike: "taxable'1 on line 7 through 11 January" on line 8 
Insert: •• Apr i 1'' 

8. Puge 12, line 14. 
Following: "(3)" 
Insert: "Section 15-36-101 11) (d) and" 

9. Page 12, line 15. 
Strike: "TERMINATES" 
Insert: ''terrninate 11 

Strike: ''THE NEXT'' AND AS Ai'lENDED BE CONCURRED IN 

oo p;.,ss 

DO f'IOT P.:.S:c, 

Insert: nrT r..-u~r 11 "everythi. .. "':.l _. --

5. PagP. 10, lines 20 through 24. 
Followicg: '1 anv well" on line 20 
Strike: ··~··on line 20 through ''(ii)" on line 24 

II' ~·) 

Chaurndrl • 
~~1 

- ~-'1 d 

Y
- ~ r~ 

/ - -( _ /''-c--• o u· '\ I~ 
_/V~~e<::::?? .. /d-.t__t:c<< -~--

SE:V\'I'OR >1cCALLU,-·1, Cll!d R.'l.lAi-.J 
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COMMITTEE OF THE WHOLE AMENDMENT 
414100lp.cwr 

SENATE 

4-14-87 
DATE 

10:01 ------
TIME 

MR CHAIRMAN I MOVE TO AMEND_ Ho~e Bi!L_ No-~ 

third reading copy ! blue 1 as follows: 
Colm 

1. 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, 1 ine 21 • 
Strike: •amendments are" 
Insert: "amendment is" 

S. Page 11, line 23. 
Strike: "(a)" 

6. Pages 11, line 24 through line 1 of page 12. 
Strike: ·~· on line 24 through "15-23-601"" on line 1 of page 12. 

~~~ 
J REJECT ;i;f;tg)j~ 

Senator'~{· 

4141002n.cwo COMMITTEE OF THE WHOLE AMENDMENT 

{' 

4-14-87 

DATE 

10:02 

TIME 

House Bill 776 
MR. CHAIRMAN: I MOVE TO AMEND No.----

third blue 
--------- readmg copy I ) as follows: 

Color 

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

G 

(IJ ----, 
~-·' 

REJECT di. .;;"''' -1111 - ' 
Se r'f:.iflrv 

./ 

:£ .w;y: . 



GOVERNOR 1S AMENDMENTS 
TO HOUSE BILL NO. 776 

(Reference Copy) 
April 22, 1987 

1. Page 10, lines 8 and 9 
Following: on line 8 the first 11 for 11 

Strike: 11 111 

Insert: 11 the calendar 11 

Following: 11 to the11 

Strike: 11quarter for which production is reported as required by 
15-36-105 is TAXED AS FOLLOWS: 11 

Insert: 11 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. 11 

2. Page 10, line 10 
Following: 11 FEET OP 
Strike: 11 GAS PRODUCED 11 

Insert: 11 average daily production per well 11 

3. Page 10, line 15 
· Following: 11 

( 4) 11 

Strike: 11 AII production 11 

Insert: 11 The first five barrels of average daily production 11 

Following: 11 well 11 on line 15 
Strike: 11 THAT PRODUCES 5 BARRELS OR LESS A DAY 11 

4. Page11,1ines8and9 
Following: 11day 11 on I ine 8 
Strike: 11

, and, if otherwise not specifically determinable, production 
must be 11 

5. Page 12, line 1 
Following: 11 ( 5) 11 

Insert: 11 (a) 11 

6. Page 12, line 2 
Following: 11 section 11 

Strike: 11 311 

Insert: 11 411 

-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 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 

ANBL 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-iii 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% 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 bond~ng 

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 betwPen the estimated 

tax and the actual tax may be accounted for by adjusting 

-2- HB 776 
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royalty 

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

11 15-23-612. Certain natural gas exempt. (l) Natural 

gas produced as-p~evid~e--±n--~S-36-iiitit--±s--~xempt--£rom 

ene-he%£--the--net--pree~ed~--~ax-~mposed-hy-~h±s-part-~er-3 

years--beg±ftning--as--prev±ded--±ft---%5-36-i%it3t---±£---the 

r@q~iremeftte-e£-iS-36-iiitit-are-met. from a well 5,000 feet 

deep or deeper, drilling for which was completed after 

December 31, 1976, but before danHary 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 

(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-year exemption provided by this section 

shall begin when natural gas from a qualifying well is first 

placed into a natural gas distribution system. 

titlll Notwithstanding the provisions of ~tlb~~~~io~ 

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 ail, 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 (l)(b}~ 8nd 

(l)(c), and (l)(d), 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 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 

oil 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 prospectinq 

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 

shall be excluded from amount of such tax there 

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 

excluded 

or 

from 

crude or mineral oil; and there shall also be 

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 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) tne 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 he 

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 

circumstances, 

be significant in light of all the facts and 

in the amount of crude oil which may 

potentially be recovered. For the purpose of th~s 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 methodL 

(d) 3% of the total gross value of all the natttrar 

qe~,. ~oleum7 and other mineral or crude oil, AFTER THE 

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

15-36-121, that pr?duces more than 5 barrels a day during 

the period beginning April 

1989. 
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( 2) For purposes of this section, the term 

"incremental petroleum and other mineral or crude oil" 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 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 work 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. 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 

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 mean1ng 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 

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 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 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 

stateL and to lessen Montana 1 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. 

trt--Natttra~--9e~--~~od~eed-from-a-~~l±-s,eee-£ee~-Oeep 

er-dee~er-o~-w~±~h-drit±in9-wa~-~ommeneed-a£eer-Beeember-3± 7 

±9~6r-b~e-be~ore-aeeember-3± 7 -±99% 7 -±~-exempt--£rom--a±±--o£ 

tne--se~eranee--tax--±mpo~ed-~y-±5-36-19±-for-3-years-i£-the 

~as-prodttee0-£rom-the-we~~-±~~ 

t8t--ptaeeri-±~~o-a-ftat~rai-9a~-d~~tr±b~~ion-~y~~em--£o~ 

deti~ery-to-eon~ttmer~-~£ter-d~ii~ent-eompie~ion-o~-the-weiit 

end 

tbt--di~trib~ted--by--a-nat~ra~-9es-di~trib~~±on-~y~tem 

~erving-on!y-nattlral-ga~-eon~tlMer~-a-mejority-o£--whieh--are 

within--Montana--or--at--iea~t--±e,eea-~atttra±-9a~-eon~ttmers 

witfoli:n-Montaneo 

t3t--~"e-3-year--exeM~tion--pro~i:ded--by--thi~--~eet±on 

s"a±±-be9±n-wften-nat~ra±-ga~-Erom-a-q~aiifyin9-we±±-i:~-£i:r~t 

p±aeed-into-a-nat~rai-9as-di~tribtttion-~y~temo 

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

months immediately following the date ?f notification to the 

i~partment of revenue that an oil 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-lQ~rovided t-.he notification or-

eomp±etion was mad~_ after eeeember-3± 1 -l9S6 MARCH 31, 1987, 

AND BEFORE JULY l, 1991. 

(3} All the natural gas produced from any well thdt 

has produced 60,000 cubic Eeet or less of ~atural gas a ~ 

for ! THE CALENDAR year prior" to the gtu:trte~-£er-wh±en 

pt:"od:tt_et: ion -l:- ~- rep~_f'~erl- a~- req,tt ± re~- b:y-1:: 5--:3? -Y 9 5 --i: ~ TAMEB-_-:_AS 

P8bb8WS~ CURRENT YEAR SHALL BE TAXED AS PROVIDED IN THIS 

SECTION. PRODUCTION MUST BE DETERMINED BY~ DIVIp_I_t-Jc;__ THE 

AMOUNT OF PRODUCTION FROM A SEASE OR UNITIZED AREA FOH 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 36o. 

~~-~HE THE FIRST 30,000 CUBIC FEET OF 6AS--PR8B~€EB 

AVERAGE DAILY PRODUCTION PER WELL IS exempt~ from all of the 

severance tax imposed by_ 15-36-1017. ANB 

tBt ~HE-NEK~ EVBR¥~H!N6 EVERYTHING OVER 30,000 CUBIC 

FEET OF GAS PRODUCED IS TAXED AT 1.59%. 

(4) A%%--p~Orltletion THE FIRST 5 BARRELS OF AVERAGE 

DAILY PRODUCTION from a stripper well ~HA~--PR88~€ES--5 
---~~ 

BARREpS--9R--bESS--A--BA¥--fS ~RE exempt from all of the 

5everance t~~ imposed by lS-3§-101. 

ill_ For the pur.goses of this section, ttlt::: following 

-10- HB 776 
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definitions apply: 

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

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

well~: 

t±t--~hat--nas--net-p~od~e~d-nat~~ai-ga~r-petro±e~mo-or 

other-er~de-or-minera±-oi±-dMring-the--5--ye~r~--~mmeO~ate±y 

~reeeO~ng--the--£ir~t-month-o£-gHa±~£ted-new-proettet~on~-and 

(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 

tiit(II) on which the notification provided for in 

subsection {2) was made after Beeember-3±7 --±986 MARCH 31, 

1987. 

(b) 11 Stripper well" means a well ·that produces less 

than 10 barrels per day, and,-±E-otherwise-not--~peei£iea±ly 

determ±nab±e,--pred~etion-mHst-be determined by dividing the 

amount of production from a lease or unitized area for the 

year p~ior 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. 

t4t~ Notwithstanding the provisions of ~ub~~etto" 

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 oil and gas conservation to make rules on the subject of 

the provis1ons of this act is extended to the provisions of 

this act. 

NEW SECTION. Section 6. Coordination instructions. 

(1) If this bill and Bill No. [LC 932], including 

the section of that bill defining ''new production'' 7 AND 

''interim production'' 7 -e"~-u~tr~pper-weiiu in 15-23-601, are 

passed and approved, sections 1 and 2 and subsection (5)~ 

of section 3 i of this bill are void, and the following 

eme"ament~-are AMENDMENT IS made to this bill: 

tat Following: "new production" in 15-36121(2), 

insert ''as defined in 15-23-601''7 

t~t--Poiiow~"g~-u~tr~pper-we%iu-i"-%5-36-±iit4t,-in~ert 

u8~~de£~ne~-in-i5-~3-69in. 

(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. ~ This act is 

effective on passage and approval and applies retroactively, 

within the meaning of 1-2-109, to ~axa~ie-year~-be9in"tn9-on 

or-after-dan~ary 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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1 STREET JOURNAL. 

2 l!l SBBSE€~%6N SECTION 15-36-101(1)(D) AND SUBSECTION 

3 i!l_ OF 15-36-121, CONCERNING STRIPPER WELL PRODUCTION, 

4 ~ERMINA~ES TERMINATE ON THE DATE THE GOVERNOR BY EXECUTIVE 

5 ORDER CERTIFIES THAT THE PRICE OF WEST TEXAS INTERMEDIATE 

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

7 STREET JOURNAL. 

8 NEW-SE€~l6No--SE€~±8N-8o--€66RBfNA~f8N--lNS~RB€~i8No-lP 

9 H6HSE-Bfbb-N6o-311-±5-PASSEB-ANB-APPR6VEB,-~HfS-AE~-l5-V8lBo 

-End-
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