- SENATE BILL NO. 1

INTRODUCED BY GAGE

IN THE SENATE

MAY 21, 1990 INTRODUCED AND REFERRED TO COMMITTEE
ON TAXATION.
~ e
- FPIRBT READING.
MAY 22, 1990 COMMITTEE RECOMMEND BILL

DO PASS AS AMENDED. REPORT ADOPTED.
PRINTING REPORT.

SECOND READING, DO PASS AS AMENDED.
ENGROSSING REPC.T.

THIRD READING, PASSED.
AYES, 40; NOES, 10.

TRANSMITTED TO HOUSE.
IN THE HOUSE

MAY 23, 1990 INTRODUCED AND REFERRED TC COMMITTEE
ON TAXATION.

FIRST READING.

COMMITTEE RECOMMEND BILL BE
CONCURRED IN AS AMENDED. REPQRT
ADQPTED.

ON MOTION, RULES SUSPENDED AND BILL
PLACED ON SECOND READING THIS DAY.

SECOND READING, CONCURRED IN.

ON MOTION, RULES SUSPENDED AND BILL
PLACED ON THIRD READING THIS DAY,

THIRD READING, CONCURRED IN.
AYES, 54; NOES, 44.

RETURNED TO SENATE WITH AMENDMENTS.

ON MOTION, FREE CONFERENCE COMMITTHE
REQUESTED AND APPOINTED.



IN THE SENATE

MAY 23, 1990 SECOND READING, AMENDMENTS NOT
- CONCURRED IN.

- MAY 24, 19990 ON MOTION, PREVIOUS ACTION RECONSIDERED.

SECCND READING, AMENDMENTS NOT
CONCURRED IN.

ON MOTION, FREE CONFERENCE COMMITTEE
REQUESTED AND APPOINTED.

MAY 25, 1990 FREE CONFERENCE COMMITTEE REPORTED.
- i
zzzzz ot 13
= SECGND READING, FREE CONFERENCE
COMMITTEE REPORT ADOPTED.

THIRD READING, FREE CONFERENCE
COMMITTEE REPORT ADOPTED.

IN THE HOUSE

MAY 25, 1990 SECéND READING, CONFERENCE COMMITTEE
REPORT ADOPTED.

THIRD READING, FREE CONFERENCE
COMMITTEE REPORT ADOPTED.

IN THE SENATE
MAY 25, 1990 RECEIVED FROM HOUSE.
SENT TO ENROLLING.

REPORTED CORRECTLY ENROLLED.



518t Legislature SB 0001/01
Special Session 5/90

1 SENATE BILL NO. 1

2 INTRODUCED BY GAGE

3

4 A BILL FOR AN ACT ENTITLED: "AN ACT REVISING OIL AND
5 NATURAL GAS LOCAL GOVERNMENT SEVERANCE TAX RATES; IMPOSING A
3 REVENUE NEUTRAL LOCAL GOVERNMENT SEVERANCE TAX RATE ON
7 NONWORKING INTEREST OWNERS OF OIL AND NATURAL GAS
8 PRODUCTION; ESTABLISHING A BASE YEAR FOR THE DISTRIBUTION OF
9 LOCAL” GOVERNMENT SEVERANCE TAXES; DISTRIBUTING LOCAL
10 GOVERNMENT SEVERANCE TAXES TO ELIGIBLE TAXING UNITS;
11 PROVIDING FOR A PERCENTAGE DISTRIBUTION MECHANISM FOR LOCAL
12 GOVERNMENT SEVERANCE TAXES UNDER CERTAIN CONDITIONS;
13 CLARIFYING THE APPLICATION OF THE LOCAL GOVERNMENT SEVERANCE
14 TAX TO NATURAL GAS STRIPPER WELLS; CLARIFYING THE LOCAL
15 GOVERKMENT SEVERANCE TAX ON OIL STRIPPER WELLS; CLARIFYING
16 THAT LOCAL PRODUCTION TAXES ON OIL, NATURAL GAS, AND COAL
17 ARE INCLUDED IN THE GUARANTEED TAX BASE CALCULATION;
18 CLARIFYING THE DEFINITION OF THE GUARANTEED TAX BASE;
19 AMENDING SECTIONS 15-36-101, 15-36-112, 15-36-121, AND
20 20-9-366, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE DATE AND
21 A RETROACTIVE APPLICABILITY DATE."
22
23 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
24 Section 1. Section 15-36-101, MCA, is amended to read:
25

"15-36-101. Definitions and rate of tax -- state
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SB 0001/01
severance tax - local government severance tax --
assessment of nonworking interest owner -- exemption. (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, 1leasing, 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 precduced sufficient-—in
quantity--to--justify--the-marketing-of-the-same-must shall,
except as provided in 15-36-121, each year when engaged in
or carrying on the business in this state pay to the
department of revenue a state severance tax for the
exclusive use and benefit of the state of Montana plus a
local government severance tax in lieu of a tax on net
proceeds for the exclusive use and benefit of 1local

government. Phe Except as provided in subsection (3), the

state severance tax and the local government severance tax
are computed-at-the-following-rates as follows:
(a) except as provided in subsections (1){b), (1)(c),

and (1)(d), and {(l)(e), a 5% of state severance tax on the

total gross taxable value of all the petroleum and other

mineral or crude oil produced by the person, plus the local
government severance tax of 8z4% 8,11% on preduetion the

gross taxable wvalue of all the petroleum and other mineral

- INTRODUCED BILL
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or crude oil produced by the perscn cother than interim

production and new production, from each lease or unit; but
in determining the amount of the state severance tax and

local government severance tax, there must be excluded from

consideration all petroleum or other crude or mineral oil
produced and used by the person during the year in
connection with  his operations in prospecting for,
developing, and preducing the petroleum or crude or mineral
oil;

(b) a 2.65% of state severance tax on the total gross

taxable wvalue of all natural gas produced by the person,
plus the local government severance tax of #5725% 17,44% on

the total grosgs taxable value of all natural gas preoduction

prcduced by the person other than interim production or new

production, from each lease or unit; but in determining the

amount of the state severance tax and the 1local qovernment

severance tax, there must be excluded from consideration all
gas produced and used by the person during the year in
connection with his operations in prospecting for,
developing, and producing the gas or petroleum or crude or
mineral o©il; and there must also be excluded from
consideration all gas, dncluding carbon dioxide gas,
recycled or reinjected intoc the ground;

(c) a 2.5% of state severance tax on the total gross

taxable value of the incremental petroleum and other mineral

43_
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or crude oil produced by the person, plus the local

government severance tax of 4:2% 4.06% on production the

total gross taxable value of the incremental petroleum and

other mineral or crude oil produced by the person other than

interim production and new production, 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:

(L) the project must be approved as a tertiary recovery
project by the department of revenue. The 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
adeguately delineated according to the specifications
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 purposes of this
section, tertiary recovery methods include but are not
limited to:

(A} miscible fluid displacement;

(B} steam drive injection;

_4_
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{C) micellar/emulsion flooding;

(D) in situ combustion;

(E) polymer augmented water floeding;

{(F} cyclic steam injection;

(G) alkaline or caustic flooding;

(H) carbon dioxide water flooding:

(I} immiscible carbon dioxide displacement; or

(3) any other method approved by the department as a
tertiary recovery method.

(d) except as provided in 15-36-121(2), a 3% of state

severance tax on the total gross taxable value of all the

petroleum and other mineral or crude oil production produced

by the person after the first 5 barrelsy—pius-the-itoeat

government-severance—tax—af—l:?%--en-—ai}-—producticn—"other
than-interim—productien-and-new-production;-produced-by from
a stripper well, as defined in 15-36-121, that produces more
than S5 barrels a day during the period beginning April 1,
1989, and ending March 31, 1991=;

(e} a 4.06% local government severance tax on the total

gross taxable value of all petroleum and other mineral or

crude oil produced by the person other than interim and new

production produced by a stripper well, as defined in

15-36-121.
{2) For purposes of this section, the term "incremental

petroleum and other mineral or crude oil" means the amount
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of 0il, 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 1life of a tertiary project,
calendar year by calendar year, the combined amount of
primary and secondary production that must be wused to
establish the incremental production from each lease or unit
in a tertiary recovery project.

{3) (a) A local government severance tax is imposed on

the gross value paid in cash or apportioned in kind to a

nonworking interest owner by the gperatcr or producer of

extracted marketable petroleum, other mineral or crude oil,

or natural gas subject to local government severance taxes

imposed under this chapter. The local government severance

tax on nonworking interest owners is computed at the

following rates:

{i) 15% on the gross value paid in cash or apportiocned

in kind to a nonworking interest owner by the operator or

producer of extracted marketable petroleum and other mineral

or crude cil;

(ii) 17.9% on the gross value paid in cash or

apportioned in kind to a nonworking interest owner by the

operator or producer of extracted or marketable natural gas.

(b) The amounts paid or apportioned in kind tao

-6~
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nonworking interest owners are exempt from the Jlocal

government severance taxes imposed under 15-36-121¢(3) and

{4) and under subsections (1)(a) through (l)(e) of this

section,

+33(4) PNothing in this part may be construed as
requiring laborers or employees hired or employed by any
person to drill any oil or natural gas well or to work in or
about any oil or natural gas well or prospect or explore for

or do any work for the purpcse of developing any petroleunm,

or other mineral or crude oil, or natural gas to pay the

severance tax, nor may work done or the drilling of a well
or wells for the purpose of prospecting or exploring for

petroleum, or other mineral or crude eits o0il, or natural

gas or for the purpose of developing them be considered to
be the engaging in or carrying on of the business. IE, in
the doing of any work, in the drilling of any oil or natural
gas well, or in prospecting, exploring, or development work,
any merchantable or marketable petroleum, or other mineral

or crude o0il, or natural gas in excess of the quantity

required by the person for carrying on the operation is
produced sufficient in quantity to justify the marketing of
the petroleum, or other mineral or crude oil, or natural
gas, the work, drilling, prospecting, exploring, or
development work is considered to be the engaging in and

carrying on of the business of producing petroleum, sr other
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mineral or crude oil, or natural gas within this state

within the meaning of this section.

t43{5) Every person reguired to pay the gtate or local
government severance tax under this section shall pay the
tax 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, preducticon payments, and
all other interest or interests owned or carved out of the
total gross proceeds in value or in kind of the extracted
marketable petroleum or other mineral or crude o0il or
natural gas, except that any of the interests that are owned
by the federal, state, county, or municipal governments are
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 wunder the lease or leases or division of
proceeds orders or other contracts.

(6) For purposes of this section, the following

definitions apply:

{a) “Gross taxable value" means the gross value of the

product as determined in 15-36-103 less the gros: value paid

_8_
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in cash or apportioned in kind to a nonworking interest

owner by the operator or producer of extracted marketable

petroleum, other mineral or crude oil, or natural gas.

{b} "Nonworking interest owner" means any interest

owner who does not share in the development and operation

costs of the lease or unit. (Subsection (1)(d) terminates on

occurrence of contingency--sec. 7, Ch. 656, L. 1987.)"
Section 2. Section 15-36-112, MCA, is amended to read:

"15-36-~112. Disposition of oil and gas state and local

government severance taxes -— calculation of unit value for
local government severance tax. (1} Each year the department
of revenue shall determine the amount of tax collected under
this chapter from within each schooil-distriet taxing unit.
{(2) For purposes of the distribution of local
government severance taxes collected under 15-36-18% this
chapter, the department shall determine the unit value of
0il and gas for each school-distriet taxing unit as follows:
{a) The unit value for petroleum and other mineral or
crude oil for each distriet taxing unit is the quotient
obtained by dividing the net proceeds taxes calculated on
petroleum or mineral or crude oil produced in that distriet
taxing wunit in calendar year 1988 by the number of barrels
of petroleum or other mineral or crude oil produced in that

distriet taxing unit during 1988, excluding new and interim

production,
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{b) The unit value for natural gas is the quotient
obtained by dividing the net proceeds taxes calculated on
natural gas produced in that distriet Ytaxing unit in
calendar year 1988 by the number of cubic feet of natural

gas produced in that distriect taxing unit during 1988,

excluding new and interim production.

(3) The state and local government severance taxes

collected under this chapter are allocated as follows:

(a) The 1local government severance tax is statutorily
appropriated, as provided in 17-7-502, for allocation to the
county for distribution as provided in subsection
(4)tartity;

(b} Ary--amsunt--not--attocated--te--the--county--nnder

subsection—¢3y¥tay The state severance tax is allocated to

the state general fund.

(4) {a) For the purpose of distribution of the 1local
government severance tax, the department shall adjust the
unit value determined under this section according to the
ratio that the local government severance taxes collected
during the quarters to be distributed plus accumulated
interest earned by the state and penalties and interest on
delinquent local government severance taxes bears to the
total liability for local government severance taxes for the
quarters to be distributed. The taxes must be calculated and

distributed as follows:

-10-
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(i) By November 30 of each year, the department shall
calculate and distribute to each eligible county the amount
of local government severance tax, determined by multiplying
unit wvalue as adjusted in this subsection (4)(a) times the

units of production on which the local government severance

tax was owed during the calendar quarters ending March 31
and June 30 of the preceding calendar vear.

(ii) By May 31 of each year, the department shall
calculate and distribute to each eligible county the amount
of local government severance tax, determined by multiplying
unit value as adjusted in this subsection {4)(a) times the

units of production on which the local government severance

tax was owed during the 2 calendar gquarters immediately
following those quarters referred to in subsection
(4)(a)(i).

(b} Any amount by which the total tax liability exceeds
or is less than the total distributions determined in
subsections (4){(a)(i} and {(4)(a){ii) must be calculated and
distributed in the following manner:

(i) The excess amount or shortage must be divided by
the total wunits--of-production-teo-ocbtain-the-tax-vatue-pes

enit-of-preduction distribution determined for that period

to obtain an excess or shortage percentage.

(ii) The--tax-—value--per--unit--of-—productien--must—be

muttipiied-by-the-units-of-productien-in-that-taxabie-period
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in-ecach-schooi-distriet-that-had-preduction-in-that--periody
and——this--amount--must--be--added-to-or-suberacted-£rom-the
distribueion--to--each--respective---ditserier The excess

percentage must be multiplied by the distribution to each

taxing unit, and this amount must be added to the

distribution to each respective taxing unit,

{iii) The shortage percentage must be multiplied by the

distribution to each taxing unit, and this amount must be

subtracted from the distribution to each respective taxing

unit.
(5) The county treasurer shall distribute the money
received under subsection t3y¢ay (4) to the taxing

jurisdiections units that levied mills in__fiscal year 1990

against calendar year 1988 production during-fiscat-year

3989 in the same manner that all other property tax proceeds
were distributed during fiscal year 398% 1990 in the taxing
jurisdiction unit, except that no distribution may be made
to a municipal taxing furisditetton unit.”
Section 3. Section 15-36-121, MCA, is amended to read:
"15-36-121. Exeamption from state severance tax -

imposition of local government 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,
to lessen Montana's dependence on imported natural gas, and

to encourage the exploration £for and development and

_12_
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production of natural gas, petroleum, and other mineral and
crude 0il within the state.

{2) All new production, as defined in 15-23-601, from a
well during the 24 months immediately following the date of
notification to the department of revenue that an o0il 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 ptate severance tax imposed by 15-36-101,
provided the notification was made after 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 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.
The first 30,000 cubic feet of average daily production per
well is exempt from all of the state severance tax imposed

by 15-36-101. The first 30,000 cubic feet of average daily

production per well is subject to a 1local government

severance tax of 8.72%. Everything over 30,000 cubic feet of

gas produced is taxed at 1.59% plus a local government

severance tax of #-625% B.72%.
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(4) The first 5 barrels of average daily production
from a stripper well are exempt from all of the state
severance tax jimposed by 15-36-101, execept but not from the
local government severance tax.

(5} For the purposes of this section, “stripper well”
means a well that produces less than 10 barrels per day,
determined by dividing the amount of production from a lease
or unitized area for the year pricr to the current calendar
year by the number of producing wells in the lease or
unitized area, and by dividing the resulting guotient by
365.

(6) MNotwithstanding the provisions of subsections ({2}
through (4), all reporting requirements under the state
severance tax remain in effect. (Subsections (2) and (4)
terminate on coccurrence of contingency--sec. 7, Ch. 656, L.
1987.)"

Section 4. Section 20-9-366, MCA, is amended to read:

"20-9-366. (Effective July 1, 1990) Definitions. As
used in 20-9-366 through 20-9-369, the following definitions
apply:

{1) "County mill wvalue per elementary ANB" or "county
mill value per high school ANB" means the sum of the current
taxable valuation of all property in the county plus the

taxable value of oil and gas net proceeds determined under

15-23-607(4) and the taxable value of coal gross  proceeds

-14-
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determined under 15-23-703(3) plus all the taxable value of

nentax nonlevy revenue for the support of schools, other

than Public Law 81-B74 funds, divided by 1,000, with the

quotient divided by the total county elementary ANB count or

the total county high schocol ANB count used to calculate the

elementary school districks' and high school districts’

current year foundaticon program amounts. The taxable value

of nonlevy revenue for the purpose of computing guaranteed

tax base aid for schools is the amcount of nentax nonlevy
revenue received by a district in the previous vyear,

including for fiscal year 1991 the revenue received in

fiscal year 1990 from the net proceeds taxation of oil and

natural gas and including for fiscal year 1592 and

thereafter the 1local gqovernment severance tax, divided by

the number of mills levied by the district in the previous
year, multiplied by 1.0007--divided--by--170887--with-the
quotient-divided-by-the-total-county-etementary-ANB-connt-or
the-totai-county-high-achooi-ANB-count-used-to-catcutate-the
etementary-schasti--districksti-—and--high--scheoi--districess
current-yeur-foundation-program-amounts,

(2) "District mill wvalue per AKB" means the current
taxable valuation of all property in the district plus the

taxable wvalue of oil and gas net proceeds determined under

15-23-607(4) and the taxable value of cocal gross proceeds

determined under 15-23-703(3) plus all the taxable value of
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nentax nonlevy revenue for the support of schools, other

than Public Law B1-B74 Ffunds, divided by 1,000, with the

guotient divided by the ANB count of the district used to

calculate the district's current year fouandation program

schedule amount. The taxable value of nonlevy revenue for

the purpose of computing guaranteed tax base aid for schools
is the amount of nentax nonlevy revenue received by a

district in the previous year, including for fiscal _yea:

1991 the revenue received in fiscal year 1990 from the net

proceeds taxation of oil and natural gas and including for

fiscal year 1992 and thereafter the 1local government

severance tax, divided by the number of mills levied by the
district in the previous year, multiplied by 1,0007-dividea
by-2708087-with-the-quotient-divided-by-the-ANB-count-of-——the
district--used--to--catcutate--the—-districtis-——ecurrenk-year
foundation-program-scheduie-amount.

{3) “Guaranteed overschedule general fund budget" means
that portion of a district's general fund budget in excess
of the foundation program amount for the district, as
provided in 20-9-316 through 20-9-321, but not exceeding
135% of the district’'s foundation program amount, and which
excess is authorized under the provisions of 20-9-145 and
20-9-353.

{(4) “Statewide mill value per elementary ANB" or

"statewide mill value per high schocl ANBR" means the sum of
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the current taxable valuation of all property in the state

plus the taxable value of o©0il and gas net proceeds

determined under 15-23-607(4) and the taxable value of coal

gross proceeds determined under 15-23-703(3) plus all the

taxable value of nentax nonlevy revenue for the support of
scheools, other than Public Law 81-874 funds, divided by

1,000, with the gquotient divided by the total state

elementary ANB count or the total state high school ANB

count used to calculate the elementary school districts' and

high school districts' current year foundation program

amounts. The taxable wvalue of nonlevy revenue for the

purpose of computing guaranteed tax base aid for schools is
the amount of nentax nonlevy revenue received by a district

in the previous year, including for fiscal year 1991 the

revenue received in fiscal year 1990 from the net proceeds

taxation of 0il and natural gas and including for fiscal

year 1992 and thereafter the local government severance tax,

divided by the number of mills levied by the district in the
previocus year, multiplied by 1,0007-divided-by-%78007-with
the-guetient-divided-by-the-totai-state-eiementary-ANB-count
or-the-tabat-state-high-schoot-ANB-count-used--co--gatentate
the——etementary-schost-destricksl-and-high-schoot-diatrictst
currenkt-year-£foundacion-program—ameunts.”

NEW SECTION. Section 5. Severability. If a part of

{this act] is invalid, all valid parts that are severabhle

-17-
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from the invalid part remain in effect. If a part of [this
act] is invalid in one or more of its applications, the part
remains in effect in all valid applications that are
severable from the invalid applications.

NEW SECTION. Section 6. Effective date. [This act] |is
effective on passage and approval.

NEW SECTION. Section 7. Retroactive applicability.
{Sections 1 and 3] apply retroactively, within the meaning
of 1-2-109, to all local government severance taxes on oil

and natural gas produced after December 31, 1988.

-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 SB0Q01, as introduced.

DESCRIPTION OF PROPOSED LEGISIATION:

An act revising oil and natural gas local government severance tax rates; imposing a revenue neutral local government
severance tax rate on nonworking interest owners of oil and natural gas production; establishing a base year for the
distribution of local government severance taxes; distributing local government severance taxes to eligible taxing units;
providing for a percentage distribution mechanism for local government severance taxes under certain conditions; clarifying
the application of the local gevernment severance tax to natural gas stripper wells; clarifying the local government
severance tax on oil stripper wells; clarifying that local production taxes on oil, natural gas, and coal are included in
the puaranteed tax base calculation; and providing an immediate effective data and a retroactive applicability date.

ASSUMPTIONS :

1. For purposes of comparing fund information, the total taxable value of all property will be $1,491,091,000 in fiscal year
1991, (Office of Budget and Program Planning).

2. Current law Local Govermment Severance Tax revenue on 1989 production to be received in fiscal year 1991 is estimated
to be $27,662,000.

3. The proposed legislation is estimated to produce $33,144,000 based on 1989 production for fiscal year 1991.

4. The average mill levy for 1988 (FY90) oil and gas net proceeds is 188.85 mills. The average mill levy for local schools
and county government is 137.85 mills.

S. The proposed legislation adjusts the method of pguaranteed tax base (GTB) calculation to comply with current
administrative rule promulgated by the Office of Public Instruction, except new and interim production revenues are not
included in the rules. The inclusion of new and interim production taxes may affect the amount of GTB aid paid teo the
various districts, but the impact on total GTB payments should be minimal.

FISCAL IMPACT:

The proposal would have increased revenues on 1987 production by approximately §1.522 million. The net proceeds system

produced revenues of $40.385 million on 1987 oil and gas production. The proposal would have generated $41.907 million on
that production.

ﬁ /
DATE 5/'“/?0 7/ 4”'ﬁ“/ L//’)/A/ DATE 513’-%

“. DAVID DARBY, BUD IRECTCR DELK C,{ﬁ-:/,/ﬁdIMARY SPRNSOR
CFFICE OF BUDGET AMD FROGRAM PLANNING -

Fiscal Note For SBOOOL _as_introduced
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Fiscal Note Request SBQO0O1

Form BD-15 page 2
(continued)

Revenue Impact:

Local Gov. Sev, Tax

Fund Information:

University Levy
School Equalization

EFFECT ON COUNTY OR OTHER LOCAL REVENUES OR EXPENDITURES;

FYSQ FY91
Current Law Proposed Law Difference Current Law Proposed Law Difference
S 0 S 0 5 0 $ 27,662,000 $ 33,144,000 $ 5,482,000
FY90 FY31
Current Law Proposed Law Difference Current law Proposed Law Difference
0 0 0 879,000 1,053,000 174,000
0 0 0 6,592,000 7,898,000 1,306,000

The proposal will increase revenues to the counties and local scheels by $4,002,000.

¥



LC-3-89
MAY 16, 1990 OIL RATE GAS RATES
sugnbhss skt ikb kS
REGULAR NON-ROYALTY 8.11% 17.44%
STRIPPER NON-ROYALTY  4.06% B.72%
REGULAR ROYALTY 15.00% 17.90%
STRIPPER ROVALTY 15.00% 17.90%
1989
COUNTY BARRELLS
[ F XX EE ST 2 8 3 3 I RAEY RS RS RS ]
BIG HORN 60,732
BLAINE 159,324
CARBON 581,151
CARTER 5,946
CHOUTEAU o
CUSTER 0
DANLELS 2,756
DAWSON 242,300
FALLON 4,489,599
FERGUS 0
GARFIELD 40,650
GLACIER 947,925
GOLDEN VALLEY 3,704
HILL 1,241
LIBERTY 183,249
MCCONE 44,011
MUSSELSHELL 600,253
PETROLEUM 61,593
PHILLIPS !
PONDERA 251,657
POWDER RIVER 661,445
PRAIRIE 53,540
RICHLAND 2,694,375
ROOSEVELT 1,419,430
ROSEBUD 533,156
SHERIDAN 1,984,285
STILLWATER 0
TETON 111,675
TOOLE 584,052
VALLEY 294 874
WIBAUX 899,469
YELLOWSTONE 42,081
EXEEREFEEER K
16,954,373

1989 PRODUCTION-ESTIMATED LGST COUNTY IMPACT

PROPOSED
LGST OIL

DISTRIBUTION
sEsLRBEARSE

$28,422
$146,660
$1,076,.564
50

$0

$0

30
$512.,412
$6.581,737
$0

$57,190
$1,614,187
$548

$998
$346,555
$99,569
$953,163
$101,996
$0
$480,948
$1,122,5677
$48,936
$3,440,953
$2,370,610
$313.828
$2.849.645
%0
£131,403
$654,357
$129,989
$1,031,921
$70.,594

LR R L R 2 XN

$24,165,759

GAS MCF

ek bikEE

0
6,985,406
903,376

o

863, 658
68,765
o]

17.944

1,010,626
39,730

0
2.878.041
47,500

4,234,994
1,755,061
0

0

D
5,371,046
361,064

0

190
1,151,357

383,856

)

669,273
295.575
55,408
5,022,348
366,388
42,061

o

XEEERRREIEES

32,623,665

NO 30 MCF EXEMPTION

PROPOSED
LGST GAS

DISTRIBUTION

sesxnesvens
$0
$2.065,007
$262,278
$0
$222,307
$50,885

$0

$595
$259,605
$10,665

%0
$835,639
$10,502

$1,784,648

$350, 265
50
$0
$0

$1,702.07s
$60.945
%0

$55
$102.000
$22,140
%0
$53.921
$104,385
$1,231
$918,160
$152,087
$9.,052
$0

SESEXRER RN ¥

$8,978,466

PROPOSED
LGST TOTAL
DISTRIBUTION
SEERNERASERRE

$28,422
$2.211,666
$1,338,842
$0
$£222,307
$50,895

$0
$513,007
$6,841,342
$£10,665
$57.190
$2.449,826
$11,050
1,785,646
$696,820
$99,569
$953,163
$701,996
$1,702.,075
$541,892
$1,122,577
$48,991
$3,542,953
$2,392,750
$313,828
$2,903,566
$104,395
$£132,634
$1,572.517
$282.077
$1,040,973
$70,594
dbshscEshgy

$33, 144,225

TOTAL
FINAL
DISTRIBUTION
snsshexs ks k

$29,568
$1,880,158
$1,200,669
$0
$158, 278
$26,384
$0
$465 , 660
$6,100,626
$10,644
$53,019
$1.908,307
$9,359
$1,582,344
$467.218
$90,214
$877, 669
$93,706
$410,600
$448,451
$1,030,012
$46,857
$3,254,948
$2,184,629
$315, 391
$2,662,781
$45,827
$123,325
$1,010,020
$141,273
$969.989
$64,564
RS EERERER

$27.662,491

PROPOSED
LGST MINUS
CURRENT LAW
SEEISEESREEY

($1.147)
$331,508
$138,173

$0

364,030

$24,511
$0
$47,347
$740,716
$21
§4,171
$541,518
$1,691
$203,302
$£229,601
$9,354
$75,494
$8, 289
$1,291,475

$93, 4341

$92,565

$2,134
$288.005
$208, 121

(%$1,563)
$240,786

$58,5867
$9,309
$562,497
$140,803
$70,984
$6,030

sEsERINEs RS
$5,481,735

sSBy
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APPROVED BY COMMITTEE
ON TAXATION AS AMENDED
SENATE BILL NO. 1
INTRODUCED BY GAGE
A BILL FOR AN ACT ENTITLED: “AN ACT REVISING--8%b--ANP
NATURAL-GAS-EOEAL-GOVERNMENP-SEVERANCE-PAX-RATES ; -IMPOSING-A
REVHNUE--NEUTRAL--EOEAL--GOVERNMENT - -SEVERANEE~ -PAX--RATE-ON
NONWORKING-~EiNYEREST -~ BWNERS--OF---6Ib~--AND~--NATURAL---GAS
PROPDHEPION; ESTABLISHING A BASE YEAR FOR THE DISTRIBUTION OF
LOCAL GOVERNMENT SEVERANCE TAXES; DISTRIBUTING LOCAL
GOVERN;ENT SEVERANCE TAXES TO ELIGIBLE TAXING UNITS;
PROVIDING FOR A PERCENTAGE DISTRIBUTION MECHANISM FOR LOCAL
GOVERNMENT SEVERANCE TAXES UNDER CERTAIN CONDITIONS;
CLARIFYING THE APPLICATION OF THE LOCAL GOVERNMENT SEVERANCE

TAX TO NATURAL GAS STRIPPER WELLS; €bARIPYING-THE-LOCAR

. GOYERNMENT-SEVERANEE-TAN-ON-Dib-SFREPPER--WERES+ CLARIFYING

THAT LOCAL PRODUCTION TAXES ON OIL, NATURAL GAS, AND COAL
ARE INCLUDED IN THE GUARANTEED TAX BASE CALCULATION;
CLARIFYING TEE DEFINITION OF + THE GUARANTEED TAX BASE;
AMENDING SECTIONS 35-36-16%*y 15-36-112, 15-36-121, AND
20-9-366, MCh; AND PROVIDING AN IMMEDIATE EFFECTIVE DATE AND

A RETROACTIVE APPLICABILITY DATE."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section-iz--Section-15-36-107-MEA;-is-amended-to-read:

--—--135-36-10ts--Definitiens——and--rate-—-of-—tax ---—-— stare

@rﬂ Legisiative Council
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SB 0001/02
severanee-——tax  ——--- tocat-—government--severance-—-tax ~-
assesament-of-nonwerkinyg_interese-owner——---—- exempriont——+i¥

Byery--perssn--engaging-—in--or—-carrying-on-the-business-of
producing-petreteum;—other-minerat-sr-crude-otly-or--natural
gas——-within--this--atate--or--engaging-in-or-carrying-on-the
bustness--af--owntngy-~controitingy--mansgingr-—teasingr--or
eperating-within-this-state-any-weiti-or-wells-from-whieh-any
merchantabie-or-marketabie-pecroteumr-other-mineral—-sr-crude
otir-or-naturat-gas-is-extraceced-or-produced sufficient——in
gquantity-—-to--tustify--the-marketing-of-the-same-must shati;
except-as-previded-in-15-36-12i;-each-year-vhen--engaged-—in
er--carrying--on-——the-—business—-in——this--state--pay-to-the
Gepartment--of--revenue--a state severance-—tax--for---the
exciusive--use--and--benefit--of-the-atate-of-Montana-pius-a
jocat-government-severance-tax-in--iiten--of--a--tax——-on--net
proceeds———-for——the--exctusive-—nse--and--benefit--of-—-tocal

government: Fhe BExcept-as-provided-in--subsection——{3¥7——the

state severance--tax-and-the-locat-government-severance—tkax
are computed-at-the-foilowing-rates as-fsilews:
—---—fa}-—excepbt-as-previded-in-subseckions——¢ti3tbyr——t1y3ters

and +iitdy7 and-tijteyr-a S%-of state-severance-tax-on the

total-gross taxable vatne-cf-ati--the--petroieum--and--other
minerai-~-or-crnde-oii-produced-by-the-persen;-plus—the-tseal
government-ssverance-tax-of S8-4% 8:11% on preductien the

gross——taxable——value-eof-alti-the-petroteum-and-other-mineral

-2- S8 1
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SB 0001/02

or-crude—oil-producad--by-—the-—persen other--than--interim

preductien-—and-new-productiony-£from-ecach-tease-or-unit;-but
in-determining-the-amount-cf the--state severance--tax and

iseat--qovernment-severance-tay;-there-nust-be-execiuded-£from

coenaideratian-ati-petroleum-or-other-crude-—-or--minerat--oil
preduced———and--used--by--the--persen--during--the--year——in
connection—-with--his-——operations—--in---prespecting———fer;
deveiepinq:--andwproducing-the-petroieum-ér-erude—or—minerai
otls

-———tb)--a 2765% of state-severance-tax-an the--totat--gross

taxablie value--of--aiti--naturat-gas-produced by-the-persony
pPins-the-tocat-government-severance-tcax-of 15725% 1F744% on

the--totat-grosa-taxabie-vaine-of-at} naturai-gas preduction

produced-by-the-persan other-than-interim-preduction-or——new

produetions-—from-each-tease-or-unit;-but-in-determining-the

amount-of the-state severance-tax and-the—-iocat--govern. ant

severance-taxr-there-must-be-exciuded-from-consideration-atd
gas—--produced--and--used--by—-the--person-during-the-year-in
connection--with--his---operations-——in--—-prospecting---£fors
developingr--and--producing-the-gas-or-petroteum-or-crude-or
mineral--oti;—-and--there--must--aiso——-be---exciuded---from
consideration-~-altl---gasy--inctuding--carbon--disxide-—gasy
recycied-or-reinjected-into-the-ground;

---—{e}——a 2:5k of state-severance-—tax-on the--totat--gross

taxable vaitue-of-kthe-incremental-petrolenm-and-other-minerat

-3- SB 1

- oW N

@ =N o v

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

25

SB 0001/02

or--ecrude--oil--produced by--the-—person;--pins--the--isecal

government--severance——tax—-of 4s2% 4:06% on preductian the

rotai—-gross-taxabte-valtue-of-the-incrementai--petroteum-—and

ethepr-Minerat-or-crude-oii-produced-by—the-—person other-than

intepim--production--and-~new-productisny;-from-sach-iease-or
unit-tn-a-tertiary-recevery-project-after-Futy-17;-1985-~--For
purposes—--of-—this-sectiony-a-tertiary-recovery-preject-must
meet-the-fotiowing-requirementas
~——-tty--the-project-must-be-approved-as-a-tertiary-recovery
project-by-the-department-cf-revenner-FThe-—approvat-—may--be
extended--onty—-after--notice-and-hearing-ra-acecardance-with
Pieie-2y-chapter—4=
~e—=tiiy-the-property-to-be-affected-by-the-project-muse--be
adequately---deiineated---according——to--the—-specitfications
regquired-by-the-department;-and
—-——fi3i}-the-project-must-invelve-the-appltcation-of-one-or
more-—tertiary--recovery--methods--that--can--reasonabiy--be
expected--to--result-—in--an--inerease;—-determined--by--the
department—to-ba-significant-in-tight-of-aii-the——facts—-—and
csreumstances;-—--in--the-—-amount--ef—-crude—-oit--which--may
potentiatly-be-recovered--For the-purpese purposes of--this
section;--tertiary-—-recovery--metheds--inciude—-but--are-not
timited-tos

————{A}-—-miascibie-£finid-disptacement;

=—-—tBy-~-steam-drive-injection;

-~ SB 1
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-———t@y--micettar/emuision-flaadings
———-{B}-—in-srtu-combustions
~==~~{E}-~potymer-aungmented-water-£ficodings
~-———tP}-——eyeclic-—steam-injections
-———t6}--aitkaline-sr-cauatic-£floeding;
—-——tHy--carbon-dioxtde-water-fiocodings;
mm—={iy--itmmiscibie-carbon-dioxide-dispiacement;-or
————{3y-—any—other-methed-approved-by-the--department--as--a
tertiary-recovery-methods
~---td}--except--as--provided-in-15-36-121{2}7 & 3% of state

severance-tax—-an the-totai-gress taxabie vaiue-—-of--aiti--the

petroteum-and-other-minerai-er-croude-oit productien produced

by-~the--perasn after——the--first-S-barrels;-plus-the-iocal

government-severance—tax-of-4:-2%--on--ati--production--other
than-interim—production-and-new-productions-produced-by £rom
a-seripper-well;-as-defined-in-15-36-1217-that-produces-more
than--5--barrels--a-day-during-the-peried-beginning-fAprit-1s
39897-and-ending-Mareh-337-399%+5

tey——a-4:-06%—tocal-government—severance—tax-on—the-total

groas-taxabie-vaiue-of-aiti-petroteum-and--other--minerai--or

crude——oil-produced-by-the—person-other-than-interim-and-new

production-produced--by--a--stripper--weti;--as--defined--in

35-36-32%+
t2}--Por-purposes-of-this-section;-the-term-"incremental

perroteum-—and-—-other-minarat-or-crude-oii'-means-the-amount

-5- 5B 1
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SB 0001/02

of-oitt7-as-determined-by-the-department-of-revenuey—to-be-in
excess-of-what-woutd--have--peen--produced--by--primary--and
seeondary——methods:--Phe--datermination--arrived--at--by-the
department-must-be-made-onty-afeer-nottce—-—and--hearing-—and
shati-—specify--through—-the~-1ife—-of-—-a—-terciary-project;
caiendar-year-by~--catendar--year;-—the--cembined--amount——of
primary-—and--secendary--productien--that--must--be--used-te
establish-the-incremental-preduction-from-each-lease-or-unie
in-a-tertiary-recovery-projects

{t3y--tar-A-ltecal-gevernment-severance-tax—is—imposed--on

the--gqross--value--paid--in-cash-ar-apportioned-in—kind-to-a

nepworking-interest-awner-by-the——-operator——ar——producer—-of

extracted--marketable-petroieuny-other-minerat-sr-erude-oity

or-naturai-gas-subject-to-iscalt-government——severance--taxes

imposed--under—-thia-chapters-Fhe-tocai-government-sevarancs

tax-—-on--nonworking--intarest—-owners-—is--computed--at——the

following-rates:

—---—t:}--15%-on-the-gross-value—paid-in-cash-sr——-appoertioned

in--kind--te--a-ronworking-interest-owner—-by-the-operator—or

producer-of-axtracted-marketabie-petroteum—and-octher—minerad

or-erude-oiis

-———{t11y-37s9%-—on—-the--gress—-vatue-~paid---in---cash---ar

apport&cncd——in—-kind--to—a—nonworking—interest—owncr—by—the

operator-eor-producer-of-extracted-or-marketabte-naturai-gass

——--tby--Fhe--amounts--paid--or--apportioned--in---kind---teo

-6- sB 1
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SB 0001/02

nonworking---interest--owners--are--exempt--from--the--iocail

government-severance-taxes-imposed--under--15-36-12%{3}—-and

t43——-and--under——subsections--{i}ta)——through-¢iyte)-ocf-this

sections
t3yt43--Nething--in--this--part--may--be--construed---as
requiring--itaborers--or--emptoyees—-hired-er-emptoyed-by-any
person-to-dritl-any-oii or—natural-gas weil-or-to-work-in-or
abougt-any-sil er-natural-gas weli-or-prospect-or-explore-for
or-do-any-work-for-the-purpose-of-deveieping-any--petrotenmy

or other—-—minerai--or--crude-oity-or—naturat-gas to-pay-the

saverance-tax;-nor-may-work-done-or-the-drriting-of--a--wett
or--wella--for--the-—-purpose-of-prospecting-or-expitoring-for

pstroleum; or other-mineral-or-crude oils oiiy--or--naturai

gas er--fer-the-purpess-of-deveioping-them-be-constdered-to
be-the-engaging-in-er-carrying-on-of-the——business;-—If;——in
the-deing-ef-any-worky;-in-the-dritting-ocf-any-oit er-natural
gas weti;-er-in-prespecting;-exptoringy-or-deveicpment-worky
any--merchantabie-—-or-marketable-petreteum; or other-minerat

er-crude-otl;-or-natural--gas in--excess--of--the--quantity

required—-by--the—-person—-for--carrying-on-tne-operation-is
produced-sufficient-in-quantity-to-justify-the-marketing-—of
the-~petroleumy or other--minerai-or-crude-oity; or-naturai
gass the-~warky--drittingy---prospecting;—-—-exploring;---or
development--wark-~ia--considered--to-be-the-engaging-in-and

carrying-en-of~the-business-of-praduecing-petrotedmy or other
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sB 0001/02

mineral-or-crude-cily--or--naturat--gas within--this--seate

within-the-meaning-of-this-sections
{4445y--Bvery--person-tequired-te-pay-the state-or-roeat
government severance-tax-under—this-section——-shati--pay--the
tax-——in—-fuil-fer-his-ocwn-account-and-for-the—acceunt-of-ecach
of-the-osther-owner-or-owners-cf-the-grosa-proceeds-in--vaiue
or-—-in-kind-ef-ati~the-markecable-petroteum-or-other-mineral
sr——ecude--oit—-or—-naturat-—gas——extracted--and-—-preducedsy
inctuding——owner--sr--owners-—of--working--interesty-royaley
intereat7——overriding--reyaibty--interesty;-—carried---warking
interest;~-net--proceeda--inkerest;-production-paymentsy-and
aii-other-intereat-or-interests-owned-or-carved-out-—of--the
total--gross—--procecds--tn-vatue-or-in-kind-of-the-extracted
marketable-petroteum--or--other--minerat--er—-erude--cii--er
natural-gas;-except-that-any-of-the-interests—that-are-owned
by--the-federal;-state;—county;—or-muntecipat-governmenta-are
exempt-from-taxation-under—this--chapters--tniess—-otherwise
provided--in--a-centract-or-leasa;~the-pro-rata-share-cf-any
royatty--owner--or——owners--witi--he---deducted---Erom---any
settiements--under--the--iease--or--teases--or—-division--of
proceeds-orders-or—-other-contractss

t6}--Por——-purposes———of--this--seetion;——the-—foliowing

defFinitions—apply+

————ta}--lLgress-taxable-value’-means-the-gross-vairue-of--the

product-as-determined-in-15-36-103-1eas-the-qross-valve-paid

-8- SB 1
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in-—sash--sr--appartioned-—in-—kind-to-a-nenworking-intesrest

ewner—by-the-operator-or-producer-—gf-—extracted--marketabie

petroieumy-other-minerat-or-erude-eits-or-natural-qas~

—--—¢tbi--UNonworking--intereskt--swneri--means--any——intarest

ewner--who--does-—not—-share-in-the-develapment-and-operation

costs-of-the-tease-or-unitr tS5ubsection-{ijtdy-terminates-on

occurrence-of-contingency--seev-Fr-Ehs-6567-b53-1987:32
Section 1. Section 15-36-112, MCA, is amended to read:

*15-36-112. Disposition of oil and gas state and 1local

government severance taxes —-— calculation of unrit value for
local government severance tax. (1) Each year the department
of revenue shall determine the amount of tax coliected under
this chapter from within each schooi-distriet taxing unit.
(2) For purposes of the distributicn of local
governhment severance taxes collected under 15-36-38% this
chapter, the department shall determine the wunit wvalue of
0il and gas for each schooit-distrietr taxing unit as follows:
{a) The unit wvalue for petroleum and other mineral or
crude oil for each distriet taxing unit is the quotient
obtained by dividing the net proceeds taxes calculated on
petroleum or mineral or crude cil produced in that district
taxing unit 1in calendar year 1988 by the number of barrels
of petroleum or other mineral or crude oil produced in that

distriet taxing unit during 1988, excluding new and interim

production,
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(b) The unit value for natural gas 1is the quotient
obtained by dividing the net proceeds taxes calculated on
natural gas produced in that diskréet taxing unit in
calendar year 1988 by the number of cubic feet of natural
gas produced in that déstriet taxing unit during 1988,

excluding new and interim production.

(3) The state and local government severance taxes

collected under this chapter are allocated as follows:

{a) The 1local government severance tax ls statutorily
appropriated, as provided in 17-7-502, for allocation to the
county for distribution as provided in subsection
(4)taytity;

{b) Any--amount--net--aticcated--to--the--county-—under

aubsectton—-{3yta) The state severance tax is allocated to

the state general fund.

{4) (a) For the purpose of distribution of the local
government sSeverance tax, the department shall adjust the
unit value determined under this section according to the
ratio that the 1local government severance taxes collected
during the guarters to be distributed plus accumulated
interest earned by the state and penalties and interest on
delinquent local government severance taxes bears to the
total liability for local government severance taxes for the
quarters to be distributed. The taxes must be calculated and

distributed as follows:

-10- SB 1
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(i) By November 30 of each year, the department shall
calculate and distribute to each eligible county the amount
of local government severance tax, determined by multiplying
unit wvalue as adjusted in this subgection (4)(a) times the

units of production on which the local government severance

tax was owed during the calendar quarters ending March 31
and June 30 of the preceding calendar year.

(ii) By May 31 of each year, the department shall
calculate and distribute to each eligible county the amount
of local government severance tax, determined by multiplying
unit value as adjusted in this subsection (4){a) times the

units of production on which the local government severance

tax was owed during the 2 calendar quarters immediately
following those quarters referred te in subsection
(4)(a)(i).

(b) Any amount by which the total tax liability exceeds
or is less than the total distributions determined in
subsections (4}(a)(i) and {4){a)(ii) must be calculated and
distributed in the following manner:

{i) The excess amount or shortage must be divided by
the total units--cf-production-to-obtain-the-tax-valune-per

untt-of-production distribution determined for that period

to obtain an excess or shortage percentage.

{(il) The--tax--vatuye--per——unit--of-—production--—must-be

mritiplied-by-the-units-af-production-in-that-taxable-period

-11- S8 1
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in-each—school—-district-that-had-preduction-in-that--period;
and--this——amount——must--pe--added-to-or-subtracted-from-the
distribution--~to--each--respective-—-district The excess

percentage must be multiplied by the distribution to each

taxing wunit, and this amount must be added to the

distribution to each respective taxing unit.

{iii) The shortage percentage must be multiplied by the

distribution to each taxing unit, and this amount must be

subtracted from the distribution to each respective taxing

unit,
(5) The county treasurer shall distribute the money
received under subsection +33ta¥ (4) to the taxing

4urisdietieons units that levied mills in_ fiscal year 1990

against calendar year 1988 production during-fiscat-year

1989 in the same manner that all other property tax proceeds
were distributed during fiscal year 1989 1990 in the taxing
jurisdiction unit, except that no distribution may be made
to a municipal taxing jurisdiction unit.”
Section 2. Section 15-36-121, MCA, is amended to read:
"15-36-121. Exemption from state severance tax -

imposition of local government severance tax. (1} It is the

public pelicy of this state to promote a sufficient supply
of natural gas to provide for the residents of this state,
to lessen Montana's dependence on imported natural gas, and

to encourage the exploration for and development and
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production of natural gas, petroleum, and other mineral and
crude oil within the state.

(2) All new production, as defined in 15-23-601, from a
well during the 24 months immediately following the date of
notification to the department of revenue that an o0il 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 state severance tax imposed by 15-36-101,
provided the notification was made after 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 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.
The first 30,000 cubic feet of average daily production per
well is exempt from all of the state severance tax imposed

by 15-36-101. The first 30,000 cubic feet of average daily

production per well is subject to a local government

severance tax of 8+72% 7.625%. Everything over 30,000 cubic

feet of gas produced 1is taxed at 1.59% plus a leocal

government severance tax of 7-625% B<-72% 7.625%.
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(4) The Ffirst S barrels of average daily production
from a stripper well are exempt from all of the state
severance tax imposed by 15-36-101, exeept but not from the
local government severance tax.

{5) For the purposes of this section, "stripper well"
means a well that produces less than 10 barrels per day,
determined by dividing the amcunt 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.

{6) Notwithstanding the provisions of subsections (2)
through {4), all reporting requirements under the state
severance tax remain in effect, (Subsections (2) and (4)
terminate on occurrence of contingency--sec. 7, Ch. 656, L.
1987.)"

Section 3. Section 20-9-366, MCA, is amended to read:

"20-9-366. (Effective July 1, 1990) Definitions. As
used in 20-9-366 through 20-9-369, the following definitions
apply:

(1) "County milil value per elementary ANB" or “county
mill value per high school ANB" means the sum of the current
taxable wvaluation of all property in the county plus the

taxable value of 0il and gas net proceeds determined under

15-23-607(4) =and FOR PRODUCTION OCCURRING AFTER MARCH 31,

-14- SB 1
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1990, PLUS the taxable value of coal gross proceeds

determined under 15-23-703(3} plus all the taxable value of

nontax nonlevy revenue for the support of schools, other

than Public Law 81-874 funds, divided by 1,000, with the

quotient divided by the total county elementary ANB count or

the total county high school ANB count used to calculate the

elementary school districts' and high school districts'

current vyear foundation program amounts. The taxable value

of nonlevy revenue for the purpose of computing guaranteed

tax base aid for schools is the amount of nontax nonlevy
revenue received by a district in the previous vyear,

including for fiscal year 1991 the revenue received in

fiscal year 1990 from the net proceeds taxation of oil and

natural gas and including feor fiscal vyear 1952 and

thereafter the 1local government severance tax, divided by

the number of mills levied by the district in the previous
year, multiplied by 1,0007--divided--by--170007--with-the
quotient—divided-by-the-total-county-elementary-ANB-count-or
the-totai-county-high-school-ANB-count-used-to-catecuiate-the
elementary-school--districetsl--and--high--school-—-diatriceat
current-year-foundation-pregram-amounts.

{2) "District mill wvalue per ANB" means the current
taxable valuation of all property in the distriet plus the

taxable value of o0il and gas net proceeds determined under

15-23-607(4) and FOR PRODUCTION OCCURRING BAFTER MARCH 31,

-15- SB 1
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1990, PLUS the taxable wvalue of coal gross proceeds

determined under 15-23-703(3) plus all the taxable value of

nontax nonlevy revenue for the support of schools, other

than Public Law 81-874 funds, divided by 1,000, with the

quotient divided by the ANB count of the district used to

calculate the district's current vyear foundation pragram

schedule amount. The taxable value of nonlevy revenue for

the purpose of computing guaranteed tax base aid for schools
is the amount of nentax nonlevy revenue received by a

district in the previous year, including for fiscal year

1991 the revenue received in fiscal year 1990 from the net

proceeds taxation of oil and natural gas and including for

fiscal vyear 1992 and thereafter the local government

severance tax, divided by the number of mills levied by the

district in the previous year, multiplied by 1,000y -divided
by--370087-with—the-quotient-divided-by-the-ANB-count-cf-the
distriect-used-—to--caicuiate--the--districtia--currenk—-year
feundation-pragram-schedulte-amount.

{(3) “"Guaranteed overschedule general fund budget" means
that portion of a district's general fund budget in excess
of the foundation program amount for the district, as
provided in 20-9-316 through 20-9-321, but not exceeding
135% of the district's foundation program amount, and which
excess is authorized under the provisions of 20-9-145 and

20-3-353.
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(4) "Statewide mill value per elementary ANB" or
“statewide mill value per high school ANB" means the sum of
the current taxable valuation of all property in the state

plus the taxable wvalue of o0il and gas net proceeds

determined under 15-23-607{4) and FOR PRODUCTION OCCURRING

AFTER MARCH 31, 1990, PLUS the taxable value of coal gross

proceeds determined under 15-23-703({3) plus all the taxable

value of nentax nonlevy revenue for the support of schools,

other than Public Law B81-874 funds, divided by 1,000, with

the quotient divided by the total state elementary ANB count

or the total state high school ANB count used to calculate

the elementary school districts' and high school districts’

current vyear foundation program amounts. The taxable value

of nonlevy revenue for the purpose of computing guaranteed
tax base aid for schools is the amount of nontax nonlevy
revenue received by a distriet in the previcus year,

including for fiscal year 1991 the revenue received in

fiscal year 1990 from the net proceeds taxation of oil and

natural gas and including for fiscal vear 1992 and

thereafter the local government severance tax, divided by

the number cof mills levied by the district in the previous
year, multiplied by 1,0007--dtvided--by--1;0607--with-the
quotisnt-divided-by-the-total-state-clementary-ANB-count--or
the——total-state-high-achool-ANB-ecunt-used-to-eateniate-the

elementary-sehesli--districts!-—-—and--high--scheoi--distrieest
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current-year—foundatien-program-amounts.”

NEW SECTION. Section 4, Severability. If a part of
[this act] is invalid, all valid parts that are severable
from the invalid part remain in effect. If a part of ({[this
act] is invalid in cne or more of its applications, the part
remains in effect in all wvalid applications that are
severable from the invalid applicatiens.

NEW SECTION. Section S. Effective date. [This act} is
effective on passage and approval.

NEW SECTIONM. Section §. Retroactive applicability.
[Seections-1-and-3 SECTION 2] apply APPLIES retrcactively,
within the meaning of 1-2-109, to all local government
severance taxes on oil--and natural gas produced after

December 31, 1588,

-End-
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SENATE BILL NO., 1

INTRODUCED BY GAGE

A BILL FOR AN ACT ENTITLED: “AN ACT REWISEING--OIb--ANDP
HAPHRAL-GAS-LOEAL-GOVERNMENT - SEVERANEE-TAK-RAPES ; -IMPOSENE-A
REVENUE--NEUPRAb—-LOCAL--GOVERNMENT--SEVBRANCE - -FAX-—--RATE-ON
NONWORKEING~-FNPERESE- -OWNERS~—OFP---81b—~~-AND---RAPURAbL---GAS

PRODHEFIONs REVISING OIL AND NATURAL GAS LOCAL GOVERNMENT

SEVERANCE TAX RATES; IMPOSING A REVERUE ¥EUTRAL TLOCAL

GOVERNMENT SEVERANCE TAX RATE ON NONWORKING INTEREST OWNERS

OF OIL AND NATURAL GAS PRODUCTION; ESTABLISHING A BASE YEAR

FOR THE DISTRIBUTION OF LOCAL GOVERNMENT SEVERANCE TAXES;
DISTRIBUTING LOCAL GOVERNMENT SEVERANCE TAXES TO ELIGIBLE
TAXING UNITS; PROVIDING FOR A PERCENTAGE DISTRIBUTION
MECHANISM FOR LOCAL GOVERKMEKT SEVERANCE TAXES UNDER CERTAIN
CONDITICNS; CLARIFYING THE APPLICATION ©OF THE LOCAL
GOVERNMENT SEVERANCE TAX TO NATURAL GAS STRIPPER WELLS;
EhARIFYING---FHR-—HOEAL——GOVERNMENT--SEVEBRANEE-~PAX--ON--O3b

SPRIPPER-WEEBS: CLARIFYING THE LOCAL GOVERNMENT _SEVERARCE

TAX ON OIL STRIPPER WELLS; CLARIFYING THAT LOCAL PRODUCTION

TAXES ON OIL, NATURAL GAS, AND COAL ARE INCLUDED IN THE
GUARANTEED TAX BASE CALCULATION; CLARIFYING THE DEFINITION
OF THE GUARANTEED TAX BARSE; AMENDING SECTIONS 15-36-16%y
15-36-101, 15-36-112, 15-36-121, AND 20-9-366, MCA; AND

PROVIDING AN IMMEDIATE EFFECTIVE DATE AND A RETROACTIVE
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APPLICABILITY DATE."

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

Sectron-tt--Section-15-36-107-MEA7-is-amended-to-read-

——=—u3}5-36-30t7--Befinitions—-~-and--rate—-of-—-tax ----state
severance--tax ----iscal--government---severance-——tax --
assesampent——-of——-nonwerking-——interese—owner———-exemphtiony-+4y

Bvery-person-engaging-tn-or--carrying--on--the—-business--of
producing--petroteunrs-other-minerat-or-crude—oitr—or-naturat
gas-within-this-state-or-engaging--in--or--carrying—-on--the
business--of--owningy-—controiling;-—managingr--teasing;--ar
operating-within-this-state-any-weiti-or-wetis-£rom-which-any
merchantabie-or-marketable-petroteams—other—-mineralt-or-erude
oilz--or--naturai-gas-is-exeracted-or-preduced sufficient-in
quantity-to-juseify-the-marketing-of-the--same—-must shaliy
except——as--provided-in-15-36-1217;-each-year-when-engaged-in
or-carrying-on--the--business——in--this--state--pay--to-—the
department——-of--revenue--a stake severance—-tax--for——the
exclusive—use-and-benefit-of-the-state—-of-—Montana--pius--a
iocat--government--severance-—-tax--in--tieu——of-a~tax—on-net
proceeds——for—-the--exclusive—-use--and--benefit--of---local

governments The Except--as-provided-in—subsection-{3¥7-the

state severance—bax-and—the-}acni—governmenE—-severance——tax

are computed-at-the-fotlewing-rates as-fellows:
--——{aj--excepe--as—-provided-in-subsections— {1} tbi7-titterr
-2- SB 1
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and tiytd¥v and-ti}te}v—a Sh-eof state-severance-tax--en the

total--grass taxable value--of-aii-the-pebroteum-and-ether
minerai-or-erude-oil-produced-by-the-persen;-pius-the--local
qovernment--severance-—tax--of B:4% 8311i% on preducktion the

gross-taxabie-vaine-cf-atri-the-petroieum-and--other——-mineral

or--crude--oii--produced—-by-—the--perssn osther-than-interim

proeduction-and-new-productiony-frem-each-lease-or-unitr--but
in--determining--the--amount-—of the-stnte severance-tax and

Iseal-government-severance—tax;-there-mast-be-excinded-—-£from

constderation--ati--petrotenm--or-other-crude-or-minerai-oid
preduced—-and--used--by--the—-perssn--during--the--year—--in
connectien---with---his-—-operations---in--prospecting--fory
devetopingry-and-preducing-the-petroteum-or-crude-ar--minerat
eil;

—===-{b}--a 2565% of state—-severance-tax-on the-tstal-gross

taxabie vaiuve-of-aii-natural-gas—-produced by--the--perseny

plus—-the-locai-goverament-severance-tax-of 35:25% 17:-44% on

the-total-groas—taxabie-value-of-ail naturat-gas preduetion

produced——-by-the-perassn sther-than-interim-production-or-new

productiony-from-each-iense-or-unit;-but-in-determining--the

amount—-of the-state severance-tax and-the-locai-government

severance-tax;-there-must-be-exciuded-from-consideration-ail
gas-produced-and-used-by--the—-person--during--the--year——in
econnection---with---his---cperations-——in--prespecting—-fors

developingy-and-preducing-the-gas-sr-petrotenm—or-—-crude-—-or

-3- SB 1
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minerai-—-oits-—-and---there--must--aiso--be-——exciuvded-—-frem
eonsideration--ati--gasy--inctuding--carbon---dtoxide--—gasy
recycied-or-reinjected-into-the-ground:

————te}--a2 2:5% of state-severance-tax-on the-tetal-gross

taxable vaiue-of-the-inerementai-petroleum-and-other-minera?

or—-crude--oit--produced by--the--perseny—-ptus--the--locat

government-severance-tax-of 4:2% 4706% eon preoduction the

tatal-—gross——taxable-vaiue-of-the-incremental-petroteum-and

ather-minaral-ar-crude—oit-produced-by—the-person other-than

interim-produckion-and-naw-production;-from--each~-tease--or
umrit-—tn-a-tertiary-recovery-project-after-duty-x;-1385--Por
purposea—of-this-sectionr-a-tertiary-recovery—-project--must
meet—-the-foltiowing-requirements:
———-ti}-~the-project-must-be-approved-as-a—tertiary-recovery
project——by--the--department-of-revenuer-Fhe-approvai-may-be
extended-onlty-afeer-natice-and-hearing--in--accordance-—with
Prtie-Z7-chapter-4+v
————tii}-the—~property-to-be-affected-by-the-project-must—be
adequateiy--delineated--accerding—-teo—--the---specificationu
required-by-the-department;—and
————titi}-the-project-munt-invoaive-the-apptication-of-one-or
more--tertiary-—recovery--methods——that--can--reasonabty--be
expected——to--resatt--in-—an--increasey--determined--by--the
department--to—-be-significant-in-ltight-of-ati-the-facts-and

cireumatancesy-—in—-~the——amount--of--crude--oitt--which---may

—4- SB 1
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potentiaiiy—-be-—-recevered--For the-purpose purposes of-this
section;-tertiary--recovery--methods—-inciude--but—-are--not
timited-tos

--—-fhi-—ﬁiscibie~Eiuid~dispiacement:
~———¢{By--steam-drive-injection;
————tE-—miceiiariemuision-£ioodings
————{B¥--in-situ-combustions
--——tB}—-polymer-augmented-water-£iooding;
~—-—{Py-——-eyciic-steam—injection;
——-—t6¥-—athatine-or-ecaustie-ftooding;
~———tHy-~carbon-dioxide-water-fioodings
————{¥}-—itmmiscibie-carbon-dioxide-displacement;-or
~~=—{3}--any--cther—-method--approved-by-the-department-as-a
tertiary-recovery-methods

~-——{d}-—except-as-provided-in-15-36-121t23y7 & 3% of state

severance-—tax-—~on the-totai-gross taxabie vaive-of-aii-the
petroleum-and-other-minerat-sr-crude—oit production produced
by-the-person after-the-first--5--barreis;—-pius—-the--iocal
government-—severanca--tax--of--4-2%-on-atl-production-other
than-interim-preduction-and-new-preductiony-produced-by from
a-stripper-weltiz-as-defined-in-15-36-12i7-that-produces-more
than-5-barreis-a- Jay-during-che-period--beginning——Aprii--i;
19B97-and-ending-March-337-39%%v¢

tey-—a-4s06%-tocal-gevernmant—séverance-tax-on-the-totat

gross--taxable--vatue--of-ati-pekroteum-and-sther-mineral-or

~5- SB 1

18

19

240

21

22

23

24

25

SB 0001/03

erude-oil-produced-by-the-person-cther-than-interim-and--new

production—-produced--by--a-—-skripper—-weltiy-—as——defined-in

5-36-32+
fi}——Far—purposes—of—this-section;—the—term—“inerementai
petroleum-and-ether-mineralt-or-crude-otit-means--the-—-amount
of-ottr-as-determined-by-the-department-of-revenuey-to-be-in
excess——of--what--wouid--have--been--produced-by-primary-and
secondary-methodas--Fhe--determination——arrived--ak--by--the
department--muse-~be--made-oniy—after-notice-and-hearing-and
shati-specify-~through--the--1ife--of-—-a--tertiary--projecty
eatendar--year--by-—-catendar--year;--the--combined-amount—-of
primary-and-—secondary--production-—-that--must--be--used--to
establish-the—-ineremental-production-from-each-tease-or—unit
in-a-terkiary-recevery-projects

+3y--tay-A--local-government-severance-tax—-is-imposed-on

the-grass-valne-paid-in-cash-or-apportioned--in--kind--to--a

nonworking——interest--owner--by--the-operator-or-preducer-of

extracted-marketable-pebreteumy-sther-minerai—or-erude——-oily

or--natural-—gas-subject-to-tocal-geverament-severance-—taxes

imp.sed-under—this-chapters~fhe-1ocai-—government--severance

eax--on--nonwerking--interest--swners——is——computed——at——-the

£oliowing-ratess

---—{i}--15%--on-the-gross-vatue-paid-in-cash-or-appoertioned

in—kind-to-a-nonwerking-interest-awner-by--the--sperator——or

producer-of-extract :d-marketabie-petroteum-and-other-mineral

-6- SB 1
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er-crude-ectls

————t$i}-2Fr9%-———on-~--the-—-grass--vaine--paid-—in--cash--ar

apportioned-in—kind-to-a-nenworking-interest-—cwner——-by--the

eperator—or—producer-af-extrackted-or-marketable-natural-gqassc

—-——{b}--FPhe--—-—ameunta——--patrd--or--apporticned--in--kind--to

nonworking-—interest—-owners-—-—are--exempt--from-—-the---1oeait

government——severance--taxes-—imposed-under-15-36-:2:¢3}-and

t4y-and-under-subsections—-tijta}--through--{tjte}-~of-—this

sections
t3ft4}--Nothing—--in--this—-part--may--be--censtrued—-as
requiring-ltaborers-cr-employees-hired--or--empioyed--by--any
person-to-driti-any-oit or-naturai-gas weiil-er-to-work-in-or
about-mny-oitl or-naturat-gas weli-or-prespect-sr-exptere-for
or——do-any-work-for-the-purpose-of-developing-any-petroieumy

or other-minaral-or-crude-oity—or-naturai--gas to--pay--the

severance——tax;—~ner-may-work-dene-or-the-driltiing-of-a-weil
or-wetls-for-the-purpese-of--proapecting—-or--exptoring--for

petroleum; or other --minerat-or-crude oilm eoiiy-se-naturai

gas sr-far-the-purpose—of-deveioping-them-be—-conaidered--te

be--tha--engaging--in-or-carrying-on-of-the-business<-¥f7-in

the-doing-of-any-worky;-in-the-dritting-ef-any-oil or-naturat

gas well;-or-in-prospectingr-expioringr-er-devetopmenc-worksy
any-merchantable-or-marketabte-petroteumy or eother--mincral

or-—etude~-atiy-—or——-natural--ga3 in-excessa-of-the-gquanti.y

required-by-the-person-for-—carrying--on-—the--operation--is
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preduced--sufficient-in-quanttbty-to—juseify-the-marketing-of
the-petroteum; er other-mineral-or--erude--oiiy or--naturai
gasy the-—-worky---drillingy--prospectingrs——exptoringr——-or
déveiopment-uefk—ia-eensideted-to-be~—the——engaging-—in—-and
carrying-on-ef-the-business-of-producing-petroteumy or other

minerai--er--erude--oitly——or-—naturai-—qas within-this—state

within-the-meaning-of-this-sections

+4)¢{53——-Bvery-person-required-to—pay-the state-st--3ocal

government severance—-tax--under-this-section-shati-pay-the
tax-in-fuii-far-his-own-account-and-for-the-account-af-—each
of—-the-othar-ewner-sr-ewners—of-the-gross-proceeds-in-vatne
er-in-kind-af-ati-the-marketable-petreteum-or-other--minerat
or---~etude--oit-—or--naturai--gas--extracted--and--preduced;
énc}udéng~owner——or»-awners--ef——working--interest7——royaity
tnterest;———overriding--royaity--interest;—-carried--working
interesty—net-procesds-interesty——production-—-paymentsary——and
aii-—osther--interest-or-interests-owned-or—carved-ouk-ef-the
total-gress-proceeds—-in-vaiue-or-in-kind-—of—-the--extracted
marketable--petreleum--or--other--minerat--or--erude--cit-or
natural-gasy-except—that-any-of-the-itnterests—-that-are-owned
by-the-federai;-astatey-esuntyr-or-municipat-governments——-are
exempe--from—-taxation—-under—this-chapter--tntess—-otherwise
provided-in-a-contract-or-ieases;-the-pro-rata-share-—of——any
royatty--—-owner---er---owners——witt—-be--deducted--from——any

sereiements--—under--the-—-iease--ar--lteases—-or--diviaion—-of

-8~ S8 1
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proceeds-orders-or-other-contractss

t6}--Por--purposes--of--this--sectiony--—the---fotiowing

definitions-appltys

——--f{may--4Gross-—taxabte-valuel-means-the-gress-vaine-sf-—the

product-as—determined-in-15-36-383-Jess-the-gress-vaive-paid

in-cash-er—apportioned-in—-kind-—te-—a--nonworking--interest

owner—-by--the--operator-or-producer-of-extracted-marketabie

petroteumy-other-minerat-or-crude-otiy-or—naturat-gass

~——-{b}-——UNenworking-—interest--owner-—means--any--interest
L

owner-who-does-not—share-in-the—-development-—and--eperation

costs—of-the-lease-or-units {Subseckion-{ijtdy-terminates-on

eccurrence-gf-contingency--secs—?7-€hv-6567-bv-1987+38

SECTION 1. SECTION 15-36-101, MCA, IS AMENDED TO READ:

*15-36-101. Definitions and rate of tax -- state

" severance tax -— 1local government severance tax ==

assessment of nonworking interest owner -- exemptiocn. (1)

Every person engaging in or carrying on the business of
producing petroleum, other mineral or crude ¢il, 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
0il, or natural gas is extracted or produced sufficient—in
quantity-to-Jjustify-the-marketing-of-the--same--must shall,

except as provided in 15-36-121, each year when engaged in
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or carrying on the business in this state pay to the
department of revenue a state severance tax for the
exclusive use and benefit of the state of Montana plus a
local government severance tax in lieu of a tax on net
proceeds for the exclusive wuse and benefit of local

government., ¥Phe Except as provided in subsection (3), the

state severance tax and the local government severance tax
are eocmputed-at—the-£folitowing-rates as follows:

(a) except as provided in subsections (1){b), (1l){c),
and (1)(d), and (l)(e), a 5% of state severance tax on the

total gross taxable value of all the petroleum and other

mineral or crude oil produced by the person, plus the local

government severance tax of 8.4% on produetien the gross

taxable value of all the petroleum and other mineral or

crude 0il produced by the person other than interim

production and new production, from each lease or unit; but
in determining the amount of the state severance tax and

local government severance tax, there must be excluded from

consideration all petroleum or other crude or mineral oil
produced and used by the person during the vyear in
connection with  his operations in prospecting for,
developing, and producing the petroleum or crude or mineral
oil;

(b) a 2.65% of state severance tax on the total gross

taxable value of all natural gas produced by the person,

-10- SB 1
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plus the local government severance tax of 15.25% on the

total gross taxable value of all natural gas production

produced by the person other than interim production or new

production, from each lease or unit; but in determining the

amount of the state severance tax and the local government

severance tax, there must be excluded from consideration all
gas produced and used by the person during the year in
connection with his operations in prospecting for,
developing, and producing the gas or petroleum or crude or
mineral oil; and there must also be excluded from
consideration all gas, including carbon dioxide gas,
recycled or reinjected into the ground;

(c) a 2.5% of state severance tax on the total gross

taxable value of the incremental petroleum and other mineral

or crude oil produced by the person, plus the local

government severance tax of 4.2% on productien the total

gross taxable value of the incremental petroleum and other

mineral or crude oil produced by the person other than

interim production and new production, 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. The approval may be

extended only after notice and hearing in accordance with
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Title 2, chapter 4.

{ii) the property toc be affected by the project must be
adequately delineated according to the specifications
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-purpese purpcses of this
section, tertiary recovery methods include but are not
limited to:

{A) nmiscible fluid displacement;

(B) steam drive injection;

{€) micellar/emulsion flocding;

{D) in situ combustion;

(E} polymer augmented water flooding;

(F) cyclic steam injection;

(G) alkaline or caustic Fflooding;

(H) carbon dioxide water flooding;

(I) immiscible carbon dioxide displacement; or

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

{d) except as provided in 15-36-121(2), a 3% ef gtate

severance tax on the total gross taxable value of all the

~-12- 5B 1
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petroleum and other mineral or crude cil preduction produced

by the person after the first 5 barrelsy-ptus-the-isecal

government-severance-tax—of-4:2%--on--ati--production--ether
than—inkerim-production-and-new-preductionr-produced-by from
a stripper well, as defined in 15-36-121, that produces more
than 5 barrels a day during the period beginning April 1,
1989, and ending March 31, 1991=%;

(e) a 4.2% local government severance tax on the total

gross taxable value of all petroleum and other mineral or

crude o0il produced by the person cther than interim and new

production produced by a stripper well, as defined in

15-36-121.

(2) For purposes of this section, the term "incremental
petroleum and other mineral or crude oil" means the amount
of 0il, 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 preduction from each lease or unit
in a tertiary recovery project.

(3) {(a) A local government severance tax is imposed on

the gross value paid in cash or apportioned in kind to a

-13- SBE 1
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nonworking interest owner by the operator or producer of

extracted marketable petroleum, other mineral or crude ail,

or natural gas subject to local government severance taxes

imposed under this chapter. The local government severance

tax on nonworking interest owners is computed at the

following rates:

(i) 12.5% on the gross value paid in cash or

apportioned in kind to a nonworking interest owner by the

cperator  or producer of extracted marketable petroleum and

other mineral or crude oil;

{ii) 15.25% on the gross value paid in cash or

apportioned in kind to a nonworking interest owner by the

operator or producer of extracted or marketable natural gas.

{b) The amounts paid or apportioned in kind to

nonworking interest owners are exempt from the local

government severance taxes imposed under 15-36-121{3) and

{4) and under subsections {1){a) through (l})(e) of this

section.

+3¥(4) Nothing in this part may be construed as
regquirinrg laborers or employees hired or employed by any
person to drill any oil or natural gas well or to work in or
about any oil or natural gas well or prospect or explore for
or do any work for the purpose of developing any petroleum,

or other mineral or crude oil, or natural gas to pay the

severance tax, nor may work done or the drilling cf a well

~14- SB 1
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or wells for the purpose of prospecting or exploring for

petroleum, eor other mineral or crude eiis oil, or natural

gas or for the purpose of developing them be considered to
be the engaging in or carrying on of the business. If, in
the doing of any work, in the drilling of any oil or natural
gas well, or in prospecting, exploring, or development work,

any merchantable or marketable petroleum, or other mineral

or crude oil, or natural gas in excess of the guantity
required by the person for carrying on the operation is
produced sufficient in quantity to justify the marketing of
the petroleum, eor other mineral or crude oil, or natural
gas, the work, drilling, prospecting, exploring, or
development work is considered to be the engaging in and
carrying on of the business of producing petroleum, sr other

mineral or crude o0il, or natural gas within this state

within the meaning of this section.

t43(5) Every person reqguired to pay the state or local
government severance tax under this section shall pay the
tax in full for his own account and for the account of each
of the other owﬁer or owners of the gross proceeds in value
or in kind of all the marketable petroleum or other mineral
or crude ocil 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
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all other interest or interests owned or carved out of the
total gross proceeds in value or in kind of the extracted
marketable petroleum or other mineral or c¢rude oil or
natural gas, except that any of the interests that are owned
by the federal, state, county, or municipal governments are
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 the lease or leases or division of
proceeds orders or other contracts.

(6) For purposes of this section, the following

definitions apply:

{a) "Gross taxable value” means the gross value of the

product as determined in 15-36-103 less the gross value paid

in cash or apporticned in kind to a nonworking interest

owner by the operator or producer of extracted marketable

petroleum, other mineral or crude o0il, or natural gas.

(b) "Nonworking interest owner" means any interest

owner who does not share in the development and operation

costs of the lease or unit. (Subsection (1){d) terminates on

occurrence of contingency--sec. 7, Ch. 656, L., 1987,)"
Section 2. Section 15-36-112, MCA, is amended to read:

"15-36-112. Disposition of oil and gas state and local

government severance taxes -— calculation of unit value for

local government severan-e tax. (1) Each year the department

~16- SB 1
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of revenue shall determine the amount of tax collected under
this chapter from within each sehesi-distriect taxing unit.
{(2) For purposes of the distribution of local
government severance taxes collected under 5-36-198% this
chapter, the department shall determine the unit value of
cil and gas for each scheosi-diseriet taxing unit as follows:
{a) The wunit wvalue for petroleum and other mineral or
crude oil for each districet taxing unit 1is the quotient
obtained by dividing the net proceeds taxes calculated on
petroleum or mineral or crude o0il produced in that district
taxing unit in calendar year 1988 by the number of barrels
of petroleum or other mineral or crude 0il produced in that

diskriet taxing unit during 1988, excluding new and interim

production.

(b) The unit value for natural gas is the guotient
abtained by dividing the net proceeds taxes calculated on
natural gas produced in that district taxing unit in
calendar year 1988 by the number of cubic feet of natural
gas produced in that diseriet taxing unit during 1988,

excluding new and interim production.

(3} The state and local government severance taxes

collected under this chapter are allocated as follows:
(a) The local government severance tax is statutorily
appropriated, as provided in 17-7-502, for allocation to the

county for distribution as provided in subsection
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(4)taytziy:
{b) Any--ameunt--net--atlocated--to--the--county--under

subsection-~¢3}tay The state severance tax is allocated to

the state general fund.

(4) (a) For the purpose of distribution of the 1local
government severance tax, the department shall adjust the
unit value determined under this section according to the
ratic that the local government severance taxes collected
during the guarters to be distributed plus accumulated
interest earned by -the state and penalties and interest on
delinquent local government severance taxes bears to the
total liability for local government severance taxes for the
quarters to be distributed. The taxes must be calculated and
distributed as follows:

(i) By November 30 of each year, the department shall
calculate and distribute to each eligible county the amount
of local government severance tax, determined by multiplying
unit wvalue as adjusted in this subsection {4){(a} times the

units of production on which the local government severance

tax was owed during the calendar quarters ending March 31
and June 30 of the preceding calendar year.

(ii) By May 31 of each year., the department shall
calculate and distribute to each eligible county the amount
of local government severance tax, determined by multiplying

unit value as adjusted in this subsection (4)(a} times the

-18- SB 1
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units of production on which the local government severance

tax was owed during the 2 calendar quarters immediately
following those quarters referred to in subsection
(4)(ay(i).

{b} Any amount by which the total tax liability exceeds
or is less than the total distributions determined in
subsections (4)(a)(i) and (4}fa)(ii) must be calculated and
distributed in the followifg manner:

(i) The excess amount or shortage must be divided by
the total units-—of-praduction-to-obtain-the-tax-vatue-per

unit-ef-preduction distribution determined for that period

to obtain an excess or shortage percentage.

{ii) Fhe--tax--vaitue--per-—nnit--of-—-production--must-be
multipiied-by-the—units-of-production-in-that-taxabie-periad
in-sach-scheol~-district-that-had-preduction-in-that--perieds

and—-this--amount——must--be-—-added-to-or-snhtracted-from—the

distribution--to--each—-respective—--distriet The excess

percentage must be multiplied by the distribution to each

taxing unit, and this amount must be added to the

distribution to each respective taxing unit.

{iii) The shortage percentage must be multiplied by the

distribution to each taxing unit, and this amount must be

subtracted from the distrjbution to each respective taxing

unit.

{(5) The county treasurer shall distribute the money
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received under subsection t33tay (4) to the taxing

4urisdietions units that levied mills in fiscal year 1990

against calendar year 1988 production during-£iscai-year

3989 in the same manner that all other property tax proceeds
were distributed during fiscal year 989 1990 in the taxing
Jurisdietisn unit, except that no distribution may be made
to a municipal taxing 4jurisdiction unit."
Section 3. Section 15-36-121, MCA, is amended to read:
*15-36-121. Exemption from state severance tax -

imposition of local government 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,
to lessen Montana's depende wce on imported natural gas, and
to encourage the exploration for and dJevelopment and
production of natural gas, petroleum, and other mineral and
crude oil within the state.

(2) All new production, as defined in 15-23-601, from a
well during the 24 months immediately following the date of
notification to the department of revenue that an o0il 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 gtate severance tax imposed by 15-36-101,
provided the notification was made after March 31, 1987, and
before July 1, 1991.

{3) All the natural gas preduced from any well that has
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produced 60,000 cubic feet or less of natural gas a day for
the calendar vyear prior to the 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 gquotient by 365.
The firat 30,000 cubic feet of average daily production per
well 1is exempt from all of the state severance tax imposed

by 15-36-101. The first 30,000 cubic feet of averaqe daily

production per well is subjectk to a local government

severance tax of 8z32% 7.625%. Everything over 30,000 cubic

feet of gas produced is taxed at 1.59% plus a local
government severance tax of F-625% B:-¥2% 7.625%.

({4) The first S barrels of average daily production

from a stripper well are exempt from all of the state

severance tax imposed by 15-36-101, exeept but not from the
lecal government severance tax.

(5) For the purpeoses of this section, "stripper well”
means a well that produces less than 10 barrels per day,
determined by dividin§ 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.
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{6) Notwithstanding the provisions of subsections (2)
through (4), all reporting requirements under the state
severance tax remain in effect. (Subsections (2) and (4}
terminate on occurrence of contingency--sec. 7, Ch. 656, L.
1987.)"

Section 4. Section 20-9-366, MCA, is amended to read:

%20-9-366. (Effective July 1, 1990) Definitions. As
used in 20-9-366 through 20-5-369, the following definitions
apply:

{1) "County mill value per elementary ANB" or ‘'county
mill value per high school ANB" means the sum of the current
taxable wvaluation of all property in the county plus the

taxable value of cil and gas net proceeds determined under

15-23-607(4) and FOR PRODUCTION OCCURRING AFTER MARCH 31,

1990, PLUS the taxable value of coal gross proceeds

determined under 15-23-703(3) plus all the taxable value of

nontax nonlevy revenue for the support of schools, other

than Public Law 81-874 funds, divided by 1,000, with the

quotient divided by the total county elementary ANB count or

the total county high school ANB count used to calculate the

elementary school districts' and high school districts'

current vyear foundation program amounts. The taxable value

of nonlevy revenue for the purpose of computing guaranteed

tax base aid for schools is the amount of nentax nonlevy

revenue received by a district in the previous year,
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including for fiscal vyear 1991 the revenue received 1in

fiscal vyear 1990 from the net proceeds taxation of oil and

natural gas and including for fiscal year 1992 and

thereafter the 1local government severance tax, divided by

the number of mills levied by the district in the previous
year, multiplied by 1,0007--divided--by--176887--with-the
guotient-divided-by-the-total-county-elementary-ANB-eount-or
che-totat-sounty-high-schooi-ANB-count-used-te-caicutate-the
eiementary-schoot--districtat-—and--high--scheoi—-districtst
current-year—foundattan-program-amounts.

(2) "Dpistrict mill wvalue per ANB" means the current
taxable valuation of all property in the district lus the

taxable value of 0il and gas net proceeds determined under

15-23-607({4) and FOR PRODUCTION OCCURRING AFTER MARCH 31,

1990, PLUS the taxable value of coal gross proceeds

determined under 15-23-703({3) plus all the taxable value of

nentax nonlevy revenue for the support of schools, other

than Public Law 81-874 funds, divided by 1,000, with the

quotient divided by the ANB count of the district used to

calculate the district's current year foundation program

schedule amount. The taxable value of nonlevy revenue for

the purpose of computing guaranteed tax base aid for schools
is the amount of nentax nonlevy revenue received by =a

district in the previous vyear, including for fiscal year

1991 the revenue received in fiscal year 1990 from the net
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proceeds taxation of oil and natural gas and including for

fiscal year 1992 and thereafter the local government

severance tax, divided by the number of mills levied by the

distriet in the previous year, multiplied by 1,0007——divided
by--170805-with~the-quotiant-divided-by—the-ANB-count-of-the
district-used--to--caleniate--the--districtts——current—-year
foundation-program-schedute-amount,

(3) "Guaranteed overschedule general fund budget" means
that portion of a district's general fund budget in excess
of the foundation program amount for the district, as
provided in 20-9-316 through 20-9-321, but not exceeding
135% of the district's foundation program amount, and which
excess is authorized under the provisions of 20-9-145 and
20-9-353.

{4} "Statewide mill value per elementary ANB" or
"statewide mill value per high school ANB" means the sum of
the current taxable valuation of all property in the state

plus the taxable value of o©il and gas_net proceeds

determined under 15-23-607(4) and FOR PRODUCTION OCCURRING

AFTER MARCH 31, 1990, PLUS the taxable value of coal gross

proceeds determined under 15-23-703(3) plus all the taxable

value of nontax nonlevy revenue for the support of schools,

other than Public Law 81-874 funds, divided by 1,000, with

the quotient divided by the total state elementary ANB count

or the total state high school ANB count used to calculate
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the elementary school districts' and high school districts®

current year foundation program amounts. The taxable value

of nonlevy revenue for the purpose of computing gquaranteed

tax base aid feor schools is the amount of nentax nonlevy
revenue received by a district in the previous year,

including for fiscal vear 1991 the revenue received in

figscal vyear 1990 from the net proceeds taxation of ¢il and

natural gas and including for fiscal vyear 1992 and

thereafter the local government severance tax, divided by

the number of mills levied by the district in the previcus
year, multiplied by 1,0007--divided--by--178007--with-the
quotient-divided-by-the-totai-state-eiementary-ANB—count—-or
the--tetal-state-high-school-ANB-count-used-to-calcuiate-the
eiementary-school—-districts'--and--high--school-—-districest
current-year-foundation-program—amounts. "

NEW SECTION. Section 5. Severability. If a part of
[this act] is invalid, all valid parts that are severable
from the invalid part remain in effect. If a part of {[this
act] is invalid in one or more of its applications, the part
remains in effect in all wvalid applications that are
severable from the invalid applications.

NEW SECTION. Section 6. Effective date. [This act] is
effective on passage and approval.

NEW SECTION. Section 7. Retroactive applicability.

[Seetions-1-and-3 SEEPION-2 SECTIONS 1 AND 3] apply APFRIES
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APPLY retroactively, within the meaning of 1-2-109, to all

local government severance taxes on ait-and OIL AND natural

gas produced after December 31,

-End-
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STANDING COMMITTEE REPORT

May 23, 19%0
Page 1 of 3

Mr. Speaker: We, the committee on Taxation report that SB0001

(first reading copy -~ blue) _do pass_as amended

Signed: dé;w

Harrimgton, a

and, that such amendments read:

1. Title, line 8.
Following: "GAS"™
Insert: “STATE AND"

2, Title, lines 9 through 11.
Strike: “"IMPOSING" on line 9 through “PRODUCTION:;" on line 11

3. Title, lines 16 and 17.
Strike: "CLARIFYING®” on line 16 through *"wELLS;" on line 17

4. Title, lines 19 and 20.
Strike: "CLARIFYING" on line 16 through "WELLS:;™ on line 20

5. Title, line 23,
Following: "BASE;"

Insert: "PROVIDING A STUDY OF THE FLAT TAX SYSTEM BY THE REVENUE
OVERSIGHT COMMITTEE;"

6, Page 9, lines 15 and 16.
Strike: "--" on line 15 through “"exemption®™ on line 16

7. Page 10, line 6.

Strike: “"Except as provided in subsection (3), the"®
Insert: "The™

3Boool.]

0313385C.HRT

May 23, 1990
Page 2 of 3

8. Page 10, line 9.

Following: ™in"

Strike: *"subsections®

Ingert: "subsection®

Following: "{b}"

Strike: remainder of line 9 in its entirety

9. Page 10, line 10.
Strike: "“(1) (d), and (1) (e),"

10, Page 10, line 11.
Strike: "taxable"

11. Page 10, line 13.
Strike: "8.4%"
Inserc: "“B8.93%"

12, Page 10, line 14.
Strike: "taxable”

13. Page 10, line 25.
Strike: "taxable”

14, Page 11, line 1.
Strike: "15,25%"
Insert: "16,21%"

15. Page 11, line 2.
Strike: “taxable"

lé. Page 11, line 12.
Strike: ";"
Insert: "."

17. Page 11, line 13 through page 13, line 12,

Strike: subsections (1) {c] through (1) (e} in their entirety
18. Page 13, line 24 through page 14, line 18,

Strike: subsection {3) in itse entirety

Renumber: subsequent subsections

19, Page 16, lines 11 through 21.
Strike: line 16 through *")®" on line 21

20. Page 20, lines % and 10.
Strike: "-- imposition of local government geverence tax”

HOUSE
SA




May 23, 1990
Page 3 of 3

21, Page 20, line 25 throu¢h page 22, line 3,
Strike: subgections (3) through (6} in their entirety

22. Page 22, line 3,

Strike: "Subsections”

Insert: “Subsection®

Following: "(2)*

Strike: remainder of line 3 in its entirety

23, Page 22, line 4.
Strike: “terminate"
Insert: “"terminates”

24, Page 25,

Following: line 15

Insert: * NEW SECTION. Section 5. Revenue oversight study. The
revenue oversight committee shall study the new methods of
taxing coal, oil, and natural gas production that were
mandated by House Bill No. 28, Special Laws of June 19B9,
and as amended by (this act]. The committee shall report
its findings to the 52nd legislature."

Renumber: subseguent sections

SBoool. |
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Slst Legislature SB 0001/04
Special Session 5/90

1 SENATE BILL NO. 1

2 INTRODUCED BY GAGE

3

4 A BILL FOR AN ACT ENTITLED: “AN ACT REVYISING--OIh--AND
5 KAYURAB-SAS-HOCAR-GOVERNMENY -SEVERANEE-TAK-RATES ; -IMPASING-A
6 RBVEHHE—-HBBTRAB—-héehﬁ--SSVBRNMEHT-—SEVER&NEE'—Thﬁ——RATE—QN
? NONWORKING——EINPERESF--OWNERS--6F---0%fh~---ANB--—-NATURAL———-6AS
: PRODUEPEION; REVISING OIL AND NATURAL GAS STATE AND LOCAL
9 GQVERNMENT SEVERANCE TAX RATES; IMPOSING-A-—-REVENHE--NEHTRAL
10 hOEAER- -GOVERNMEN® - - SEVERANEE-PAX -RATE-ON-NORWORK ING-FNFEREST
11 OWNERS -OP-035-AND-HAPHURAL--GAS-—-PROBHEPIEN; ESTABLISHING A
12 BASE YEAR FOR THE DISTRIBUTION OF LOCAL GOVERNMENT SEVERANCE
13 TAXES; DISTRIBUTING LOCAL GOVERNMENT SEVERANCE TAXES TGO
14 ELIGIBLE TAXING UNITS; PROVIDING FOR A PERCENTAGE
15 DISTRIBUTION MECHANISM FOR LOCAL GOVERNMENT SEVERANCE TAXES
16 UNDER CERTAIN CONDITIONS; €LARIPYING-PHE-APPLICATION-OP--THE
17 BOEAL- -GOVERNMEN® - -SEVERANCE-—FA¥--PO--NAPURAB-—GAS-SPREPPER
18 WERDS+ ELARIPYING-PHE-EOCAL-GOVERNMENT?-SEVERANECE-PAX-ON--81h
19 SPRIPPER--WELES+ EhARIFP¥ING--FHE-HOCAhR-GCYERNMENT-SEVERANEE
20 P, . H-ON-0IE-SPRIPPER-WEERSs CLARIFYING THAT LOCAL PRODUCTION
21 TAXES ON OIL, NATURAL GAS, AND COAL ARE INCLUDED IN THE
22 GUARANTEED TAX BASE CALCULATION; CLARIFYING THE DEFINITION
23 OF THE GUARANTEED TAX BASE; PROVIDING A STUDY OF THE FLAT
24 TAX SYSTEM BY THE REVENUE OVERSIGHT COMMITTEE; AMENDING
25 SECTIONS 35-36-106%; 15-36-101, 15-36-112, 15-36-121, AND
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20-9-366, MCA; AND PROVIDING A' IMMEDIATE EFFECTIVE DATE AND

A RETROACTIVE APPLICABILITY DATE."

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

Seckion-tr--Section-15-36-1017-MEAs-is-amended-to-read-

—---435-36-181iv——-Pefinittions-—-and--vate--of-—-tax ----- state
severance———tax - —--~-- tecai-—government——severance--tax —-
assessmant-of-nonworking-interast-owner———-—- exemptiens——{t1>

Every--perasn--engaging--in--er-—earrying-on-the-business-of
preducing-petroteum;-other-minerat-or-ecrude-ott;-or-—naturat
gas--within--this--state--or--engaging-in-or-carrying-en-the
business——cf--awning;--controllingr--managingr-—-teasingr--ozr
operating-within-this-state-any-wetl-er-wetls-from-which-any
merchantable-or-marketable-petroleumz-other-minerat-or-crude
etls-or—natural-gas-is-sxtracted-sr-produced sufficient--—-in
quantity--to--justify--the-marketing of-the-same-must shalis
except-as—provided-in-15-36-12i;-each-year-when--engaged-—in
or--carrying--on-—the-—-businsss--in--thisa-—-state--pay-to—the
department--of--revenue--a state severance--tax--for---the
exciusive-—use-—and--benefit--of~the-state-of-Montana-pius-na
iocat-government-severanee-kax-in--tieun--of--a--cax--on—-net
proceeds-~--for~-the--exetusi se--uae--and--benefit--ocf--tecat

government: Fhe Except-as-provided-in-—-subsection-—-{3};-~the

state severanece--tax-and-the-ltocal-government—severance-tax

are computed-at-the-following-rates as-foilowss

—a- SB 1
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----ta}--except-as-provided-in-subsections--t:¥tbir--t13tecr+
and +tiyfdyr and-{ijteyr—a8 S5%k-of statre-severance-tax-on the

total-gqross taxabie vaiue-of-ati--the--petrotasum--and--othesr

minerat--or-crude-oil-produced-by-the-person;—pluas-the-tocat

government-severance-tax-of 8:4% fArits on produection the

grosa--raxable--value-of-ati-the-petroteum—and-sther-minerat

or-erude-oit-produced--by-—the--persen other--chan--interim

production--and-new-production;-from-each-remase-or-units;-but

in-determining-the-ameunt-of the--state severance--tax and

lecal--qgaverament-severance-taxy-there-must-be-exesinded-£from

censideration-ati-petroteum-or-cther-crude--or——-minerat--oil
produced---and--used--by--the--person--during--the--year——in
connection—-with--his——-operatisns———in———proapecting---forys
developing;—-and-prodneing-the-petroteam-or-crude-or-minerat
oty

-——-tb}--a 2:65% of atate-severance-tax-on the--totai--grass

taxabie varue--of--ati--naturai-gas-produced by-the-persony
pius-the-ltocat-government-severance—-tax-of 15+:25% 17:-44% on

the--total-gross-taxable-vatue-of-ati naturat-gas preduction

produced-by-the-person cther—than-interim—production-or--—new

productiony-——from—each-tease-or-unttr-but-in-determining-the

amount—of the-state severance-tax and-the--ioccat--gevernment

severance-taxy-there-must-be-exciunded-from-consideration—ati
gas—-produced--and-—used——by--the--person-during-the-year-in

connection--with-—hia--—-operations—--in---prospecting---Eors
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developimgr—-and--predusing-the-gas-or-petretecm-or-erude-or
minerat--oit;-—and--there--must-—-aise—--be--—axciuded---frem
ecansideration---ati---gas;—-inciuding--carbon--diexide-—gasy
recyeted-or-reinjected-into-the~grounds

—-~-fe}--& 275% of stare-saverance-tax-on <the--totai--gross

taxable vatue-of-the-ineremental-petroteum-and-cther-mineral

er-—crude—-oit--produced by--the—-persen;-—-plus-—the--iocal

government-—severance-—tax——of 4:2% 4596% en production the

total-gross-taxable-value-of-the—incrementai—-petrolteum—-and

asther-minerat-or-crude-oit-preduced-by-the-person other-than

interim--production--and--new-productiony-from-each-ltease-or
umit-in-a-tertiary-recovery-project-after-dulty-+7-1985---Fer
purposes——af--this-sectiony-a-tertiary-recovery-project-muat
mect-the-folitowing-requirementcs:
————fi1——the—praject-must-be—appfcved~as—a—tertiary-:e:overy
praject~by—tha—department—oE—revenueT—Qhe--apprevai——may-—be
extended--onty--after—-netice-and-hearing-in-accordance-with
Pitite-2y-chapter—é-
———-tii}-the-property-to-be-affected-by-the-preoiject-must--be
adequately---deiineated——-according-—to——the--specificarions
required-by—the-deparement;-and
———-—tifi}-the-preject-must—invoive-the-appiicakion-of-one-or
more-—-tertiary--recovery--methods--that--can--reasonabiy--be
expected--to--result-——in--an--inerease;--determined--by--the

department-to-be-significant-in-tight-of-aii-the--facts--and

-4- SB 1
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circumstancesy---in--the--amount--ocf--crude--otit--which--may
potentiatty-be-recovered--Por the-purpsasez purposes of--this
section;--tertiary--tecovery--methods-—incivde—-put——-are-not
timited-tes

~———tA}--miseitbie—fiunid-dispiacement;
--~-{By--steam-drive-injection;
—-—{8}--micettar/emuision~£toodings
-———{P¥--tn-situ-combustion;
-——-{E}--pelymer-angmented-water—£fiocodings
————{F}--eyciie-steam-indections
----{6}y-~altkaline-or-caustic-£ioodings
~=~-tH}--carbon-dioxide-water-fiocoding;
——==tij--immiscitbie-carbon-dioxide-diapracementi-er
—-——-{3}——any-other-method-approved-by-the--depatrtment-—-as—-a
tertiary-recovery-method~
----tdy——except--as--provided-tn-15-36-321{23¥7 a 3% of state

severance-tax-on the—total-gross taxabie vaine--of--aii--the

pebroteum-and-other-minerai-or-crude-cit productien produced

by--the--person after-—the--firat-S-barreis;-pius-the-local

government-severance-tax-of-dr-2%--on--att--productcion——other
chan-interim-production-and-new-productions-produced-by frem
a-stripper-welly-as-defined-in-15-36-12i7-that-preduces-more
than--5--barrets--a-day-during-the-peried-beginni. . g-Aprit-7
19897-and-ending-Mareh-317-159k+;

te}--mn-4-086%-1ocal-government-Severance—tax-on-the-tetal
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gross-taxabie-vaiue-of-ati-petroteum-and--other--minerat--or

erude--gii-produced-by-the-person-other-than-interim-and-new

production—produced——by--a—-stripper--weli;-—as-——defined--in

15-36-321~
+2}--Per-purposes-of-this-section;-the-term-‘inerementat
petroleum--and--other-mineral-or-crude-ail¥-means-the-amount
ef-oil;-as-determined-by-the-deparemeant-sf-revenuer;—to-be-in
excaas-of-what-weuid--have--been--praduced—-by--primary--and
sscondary--methods:--Fhe--determination--arrived--at—-—-by—the
department-must-be-made-oeniy-afeer-netice-—and--hearing--and
shaii--specify~--through——the--1ife--gf--a--tertiary-projecty
eatsndar-year—-by--calendar--yeary-—-the--combined--amount--of
primary--and--secondary-——production—-that--must-—be--used-to
establish-the-incrementati-production-from-easch-iteass-or-unit
in-a-tertiary-recovery-projects

+33--¢aj-A-local-government-severance-tax-ts-imposed--on

the--grosa--vatue-—paid--in-cash-or-appecrtioned-in-kind-te-a

nonwerking-interest-owner-by-the--sperater—~or--producer—-of

extracted--marketable-petroteums-other-minerat-er-crude-oity

er-aaturat-gas-subjeet-to-tocai-government——severanece--taxes

impssed--under-—this-chapters-Fhe-iocai-government-severance

tax-—-on--nopvwerking-—-intere t-——owners—-is--computed——at--the

following-ratess

~-~—{i}--15%-on-the-gress-value-paid-in-cash-or--apportioned

in--kind--to—-a-nonworking-interest-owner-by-the-operator-or
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producer-of-extracted-marketabie-petroteum-and-ather-mineral

oar-crude—otls

—=—~=¢4%}-3F:8%—-on-—the-——gross--valtue——paid---in---cash---or

apportioned--in--kind--to-a-nonwerking-interest-owner-by-the

eperater-or-preducer—-cf-extracted-or-marketabte-nakural-gassc

————tb}-—-Fhe--amounts--paid--cr--apportioned--in-—-kind-—-te

nonworking———interest——owners——-are--exempt--frem——the--iscal

gqoverament-severance—taxes-imposed--under--15-36-121{3y--and

t4f--and--under--subsections-—{iytay-—-threugh-{iytey-of-this

sectionT
{31t43-—Nothing--in--this--part--may--be--econstrued-——as
requiring--iaborers--or--employeas--hired-or-emproyed-by-any
perssn-to-dritl-any-oil er-natural-gas weii-or-to-work-in-er
about-any-oil or-naturat-gas weri-er-prospect-or-expiore-fer
or-de-any-work-foi -the-purpose-of-devetoping-any-—-petrsl enmy

ar other--mimerai--sr--creude-oity-or-naturai-gas te-pay-the

aeverance-taxs-nor-nay-work-done-or-the-dritting-of--a--weid
or—-wells--for--the--purpose-of-prospaecting-er—expioring-for
petreteur,; or other-mineral-sp-crude eils eii, --or-—natural
gas or-——for-the-purpose-of~devetoping-them-be-considered-to
be-the-engaging-in-or-carrying-on-of-the-—-bustnesas<——-ffs——in
the-doing-of-any-workr-in-the-dritiing-of-any-ott er-natorat
gas well;-or-in-prospectingy-expleringry-or-development-works
any--merchantable—-or-marketable-petroleumy or other-minerad

or-erude-attyz-or-nabtural--gas in--excess--of--the--—guantity
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required--by-—the-—person--for—-earrying-on-the-operatton-is
preduced-sufficient-in-guantity-to-justify-che-marketing--of
the--perrateumy or esthear—-minerai-or-crude-o¢iir osr-naturai
gasy the--werky—-deritidngs——-prospectingr———expioringr—--of
development--work-—is--conaidered--to-he-the-engaging-in-and
earrying-on-of-the-busineas-of-producing-petroteumy or cother

minerat-sr-crode-otiy——or-—naturat--gas within--this--state

within-the-meaning—of-this-sections
t43t5)~-~Every-—person-required-to-pay-the st.ite-or-iccal
government severance-tax-under-this-section——shaii--pay--the
tax--in-fultt-for-his-own-aceount-and-for-the-account-of-each
of-the-other-owner—-or-ownars—of-the-gross-proceeda-in--vatue
or-~in-kind-of-atl-the-markatabie-petroteam-or-other-mineral
ar--crude—~-oit--or--naturat--gas--extracted--and---producedy
inetuding--owner--or-—owners—-of--werking--interestr-royakty
interest;—-overriding—-reyalty--interest;—-carried---working
intereat;--net- proceeds——interestr-production—paymentsy-and
ali-other—interest-or-interestas-owned-or-carved-ont--of--the
total--gross--proceeds—-in-valne-or-in-kind-of-the-extracted
marketabte-petroteum--or--other--minerai--or--grude--oit--or
naturat-gasr-except-that-any-of-the-interests-that-are-owned
by--the-federal;~sbate;-countyr-or-municipat-gevernments-are
exempt-from-taxatien-under-this--chapters—-dniess——otherwise
provided--in--a-contract-or-lease;-the-pro-rata-share-cf-any

royatty-—owner—--or--owners——wiltlt--be-—-deducted-—-from——-any

-8- SB 1
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settlements--under--the--iease—-er--ieases—-eor--division—-of
proceeds-orders-or-other-contractsas

t6}—-Por-~-purposes-———of-—-this—-section;—-the--follawing

definitions—appiys

-—~~-—{ay--UGross-taxabie-valtuell-meana-the-groess-value-cf--the

product-aa-determined-in-15-36-183-tess-the-gross-vaitue-paid

in--cash--or--apportioned--in——kind-to-a-nonworking-interest

owner-by-the-operator-or-producer—-of--extracted--marketable

petroleumy-other-mineval-sr-crnde-ail;-—or-naturat-gass

-—---{by-—UNonwerkimrg--intereskt--swneri--megna--any--interest

owner--who--dees—-nat-share-in-the-development-and-eperation

costs-of-the-iease-or-units {tSubsection-{tiytdy-terminates-on

sccurcence-of-contingeney--sees-37-€h<-6567-hv-1387 -3

SECTION 1. SECTIQON 15-36-101, MCA, IS AMENDED TO READ:

"15-36-101. Definitions and rate of tax —— state
severance tax - local government severance tax -—-
gs3mssment-of-nonworking-interest-owner————-- exemption. (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 suffieient--in

quantity--to--justify--the-marketing-of-the-same-muat shall,
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except as provided in 15-36-121, each year when engaged in
or carrying on the business in this state pay to the
department of revenue a state severance tax for the
exclusive wuse and benefit of the state of Montana plus a
local government severance tax in lieu of a tax on net
preceeds for the wexclusive use and benefit of local

government. Phe Execept-as-provided-in--subsection——{3y;-—-the

THE state severance tax and the local government severance
tax are eomputed-at-the-following-rates as follows:

(a) except as provided in subsections SUBSECTION
(1)(b), +tiyfe}y and +Xytdyr and--titfetry a 5% of state

severance tax on the total gross taxabie value of all the

petroleum and other mineral or crude oil produced by the
person, plus the local government severance tax of 8:-4%

8.93% on production the gross eaxable vwvalue of all the

petroleum and other mineral or crude oil produced by the

person other than interim production and new production,
from each lease or unit; but in determining the amount of

the state severance tax and local government severance tax,

there must be excluded from consideration all petroleum or
other crude or mineral oil produced and used by the person
during the year in connection with his operations in
prospecting for, developing, and producing the petroleum or

crude or mineral oil;

(b} a 2.65% ef state severance tax on the total gross
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taxab¥e value of all natural gas produced by the person,

plus the local government severance tax of 15:25% 16.21% on

the total gross taxabie value of all natural gas preduetien

produced by the person other than interim production or new

production, from each lease or unit; but in determining the

amount of the state severance tax and the local government

severance tax, there must be excluded from consideration all
gas produced and used by the person during the year in
connecfion with his operations in prospecting for,
developing, and producing the gas or petroleum or crude oar
mineral oil; and there must also be excluded Cfrom
consideration all gas, including carbon dioxide gas,
recycled or reinjected into the grounds;.

fey--a 2v5% of atate-severance-tax-on the-totai-gross

taxable value-of-the-incremental-petroleum-and-other-minerat

or-—crude~-eii—-produced by--the--persony--pius--the--locsal

government-severance-tax-of-4<-2%--on preducktion the--total

gross—-taxabie--value-of-the-incrementat-petroleum-and-other

minerat-or-crude-sit--produced--by--the--person other--then

interim--production--and--new-productiony-from-each-tease-or
unit-in-a-tertiary-recovery-project-after-Juty-t7-1985c--Por
purposes--of--this-sectiony-a-tertiary-recovery-project-must
meet—the-fotltowing-reyuirementss

-==~{i}--the-project-must-be-approved-as-a-tertiary-recevery

project-by-the-depeartment-of-revenue:-The--approval--may- -be
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extended--onty--after--notice-and-hearing-in-accordance-with
Pitie-27-chapter-4-
————t{ii}-the-preperty-ta-be-affected-by-the-project-must—-be
adequatetry-—-delineated-——according--to--the--specifications
required-by-the-department;-and
——-—tititj-the-project-must—involve-the-appiication-cf-one-or
more--tertiary-—-recovery—-—methods——that—-can-—-reasonabiy—-be
expected--to--resntt--in--an--increase;--determined--by--the
department-to-be-significant-in-trght-of-ati-the--facta——and
eitrcomstancesr-—-—in——the-—amount—-of--ecrnde--sit--which--may
potentialtiy-be-recovered--For the-purpose purposes of--this
secticn;--tartitary--recovery--methoeds--incinde-—-buk--are-not
timteed-tos

-———tA}--mistibte~-£finid-disptacement-
~—-——+{Bj}--steam-drive-injections
~—-=tEy~-miceltarsemutaion-£ficoding;
————{tBy-—-in-situ-combustions
~===tE}-~-potymer-augmented-water-£fiocdings
—=m=tPy-—-eyetic-arean -injections
——~-{Gy--atkatine-or-caustic-£ficodings
-~~-{tH)--carbon-diexide-water-fiooding;
————{Iij--imniscible-earbon-dioxtde-displacements-or
—===td}--any-sther-methed-approved-by-the--department——as--a
tertiary-recovery-methods

~==—~t{d}--—except- -as—-provided-tn-15-36-323¢235 a 3% of state
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severance-tax-on the-total-gros= taxable vaiune-—-of--ait--the

petreleum-and-other -minerai-or-crude-oit preduction preduced

by--the--person after--the--firse-5-barrela;-pius-the-iocat

government-saverance-taxn-of-4:2%--en--ati--preduction--other
than-interim-production-and-new-production; -preduced-by frem
a-stripper-weil;-as-defined-in-15-36-1z2i;-ehat-produces—-more
than-~5--barrels--a-day-during-the-period-beginning-Aprid-is
19897-and-ending-March-317-3803<+

tey-—a—4é-2%-locai~government-severance-tax-on-the--totatl

gress-—taxable--vaiue-—of-aii-petroieum-and-cther-minerat-or

erude-sit-produced-by-the-perssn-other-than-interim-and--new

production--preduced--by--a--stripper--weily;—-—as--defined-in

35-36-32t%

(2) For purposes of this section, the term "incremental
petroleum and other mineral or crude o0il" 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 wused to
establish the incremental production from each lease or unit
in a tertiary recovery project.

t3}--tay-A--local-gevernment-severanee-tax-is-imposed-on
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the-gqress-value-paid-in-cash-cr-appoertioned-—in--kind--to--a

nonworking-—interest-——awner——by—-the—-operator-or—producer-af

axtracted-marketabie-petroteumy-other-minerat-or-crude--otty

or--natural-—-gas-subject-to-locati-government-severance-taxes

imposed-under-this-chapters-The-locai--government—-severance

tax—-on-—nenwoarking-—interest--owners——is——computed-—-at--the

£oliowing-ratess

mmewttd——2Pr5f-——on-—-—the-~--gross-—vatue--paid-—-in--cash--or

apporticned-in-kind-to-a-nenworking-interest--owner--by——the

eperater--or--preducer-of-extracted-marketabie-petroteum-and

cther-pninerai-ar-erude-oits

————$t+y-35725%—-en-—the--gross--vatue--patd--in~---cash---or

apportioned--in-—kind--to~a-nenworking-interest-owner-by-the

operator-or-producer—of-extracted-or-marketabie-naturat-gass

-~———{b}-—Fhe-—amounts—-paid--or—-apportioned-—in---kind-—-to

nonworking--—interest--ownera--—are--exempe--from--the--jocal

government-severance—taxes-imposed-—under——15-36-323¢34--and

t41--and--under-—-subsections——ti}tay-—throuvgh-{tiitei-cf-thia

section.

+3¥$43(3) Nothing in this part may be construed as
requiring laborers or employees hired or employed by any
person to drill any oil or natural gas well or to work in or
about any oil or natural gas well or prospect or explore for
er do any work for the purpose of developing any petroleum,

or other mineral or c¢rude 0il, or natural gas to pay the
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severance tax, nor may work done or the drilling of a well
or wells for the purpose of prospecting or exploring for

petroleun, or other mineral or ¢rude eotls o0il, or natural

gas or for the purpose of developing them be considered to
be the engaging in or carrying on of the business. If, in
the doing of any work, in the drilling of any oil or naturai
gas well, or in prospecting, exploring, or development work,

any merchantable or marketable petroleum, or other mineral

or crude oil, or natural gas in excess of the quantity
required by the person for carrying on the operation is

produced sufficient in Quantity to justify the marketing of

the petroleum, er other mineral or crude oil, or natural

gas, the work, drilling, prospecting, exploring, or
development work is vconsidered to be the engaging in and
carrying on of the business of producing petroleum, er other

mineral or crude 0il, ©or natural gas within this state

within the meaning of this section.

t43t53(4) Every person required to pay the state or

local government severance tax under this section shall pay

the tax 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 cil ar natural gas extracted and produced,
including owner or owners of working interest, royalty

interest, overriding royalty interest, carried working
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interest, net proceeds interest, production payments, and
all other interest or interests owned or carved out of the
total gross proceeds in wvalue or in kind of the extracted
marketable petrocleum or other mineral or crude oil or
natural gas, except that any of the interests that are owned
by the federal, state, county, or municipal governments are
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 the lease or leases or division of
proceeds orders or other contracts.

t63¥--Fer-—-purpeses-—--of--thia--sectiony-—the--fortowing

definttions—apply:

-———ftaj-—LGross-taxabte-vatue'-meanas—the-qress-value—of——the

product-as-determined-in-15-36-183-tess-the-gross-vatue-peid

in--cash—-or--apportioned--in--kind-to-a-nonwerking-interest

ewncr-by-the-operator-er-producer—-of -extracted--marketabie

petroleum;-other-minerai-or-crude-ocity-or—naturat—gas~

~-——t{b}-——-"Nonworking-~interest—-owner!!-—means--any--interest

ewner——who——-does--not-shave-in-the-develcopment-and-operation

costs-of-the-tease-sr-units {Subsection-{tiyfdy-terminates-on

occurrence-of-contingency-—-secr~¥;~Ehs-6567-bv-198F+3"
Section 2. Section 15-36-112, MCA, is amended to read:

*15-36-112. Disposition of ©il and gas state and local

government severance taxes —— calculation of unit value for

-16- S8 1
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local government severance tax. (1) Each year the department
of revenue shall determine the amount of tax c¢ollected under
this chapter from within each scheoil-district taxing unit.
{2) For purposes of the distribution of local
government severance taxes collected under *5-36-38% this
chapter, the department shall determine the unit wvalue of
0il and gas for each schooi-distriet taxing unit as follows:
{a) The unit wvalue for petroleum and other mineral or
crude o0il for each distriet taxing unit is the quotient
obtained by dividing the net proceeds taxes calculated on
petroleum or mineral or crude oil produced in that diskrict
taxing unit in calendar year 1988 by the number of barrels
of petroleum or other mineral or crude oil produced in that

distriet taxing unit during 1988, excliding mew and interim

preoduction.

(b) The unit value for natural gas is the quotient
obtained by dividing the net proceeds taxes calculated on
natural gas produced in that diserice taxing wunit in
calendar year 1988 by the number of cubic feet of natural
gas produced in that diserie: taxing unit during 1988,

excluding new and interim production.

(3} The state and local government severance taxes

collected under this chapter are allocated as follows:
{a) The local government severance tax is statutorily

appropriated, as provided in 17-7-502, for allocation te the
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county for distribution as provided in subsection
(4)tattiiy;
{b) Any--amount--not--atlocated--to--the--county-—under

subsection—-+33tay The state severance tax is allocated to

the state general fund.

{4) (a)} For the purpose of distribution of the local
government severance tax, the department shall adjust the
unit value determined under this section according to the
ratio that the local government severance taxes collected
during the quarters to be distributed plus accumulated
interest earned by the state and penalties and interest en
delinquent local government severance taxes bears to the
total liability for local government severance taxes for the
quarters to be distributed. The taxes must be calculated and
distributed as follows:

(i) By November 30 of each year, the department shall
calculate and distribute to each eligible county the amount
of local government severance tax, determined by multiplying
unit value as adjusted in this subsection (4}(a) times the

units of production on which the local governme .t severance

tax was owed during the calendar guarters ending March 31
and June 30 of the preceding calendar year.

(it) By May 31 of each year, the department shall
calculate and distribute to each eligible county the amount

of local government severance tax, determined by multiplying

~18~ SB 1
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unit value as adjusted in this subsection (4)(a) times the

units of production on which the local government severance

tax was owed during the 2 calendar quarters immediately
following those quatters referred to in subsection
(4)(a)(iy.

(b) Any amount by which the total tax liability exceeds
or is less than the total distributions determined in
subsections {4)(a)(i) and (4)(a){(ii) must be calculated and
distributed in the following manner:

{i) The excess amount or shortage must be divided by
the total units--cf-production-to-obtain-the-cax-vatue-par

unit-of-preduction distribution determined for that period

to obtain an excess or shortage percentage.

(ii) Phe--tax--vaitue--per--unte--of--production--must-be
multiptied-by-the-units-of-preduction-in-that-taxable-peried
in-each~school-distriec-that—had-preduction—in-that--periods
and--this—-ameunt--must--be--added-to-or-subtracted-from—the
distribution-—-te--each--respective-—-district The excess

percentage must be multiplied by the distribution to eacl

taxing unit, and tais amount must be added Lo the

distribution to each respective taxing unit.

(iii) The shortage percentage must be multiplied by the

distribution to each taxing unit, and this amount must be

subtracted from the distribution ko each respective taxing

unit.
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(3) The county treasurer shall distribute the money
received under subsection t3rtm} (4) to the taxing

surisdictions units that levied mills in fiscal year 1990

against calendar year 1988 production during-fiscai-year

1989 in the same manner that all other property tax proceeds
were distributed during fiscal year 3989 1990 in the taxing
jurisdtetion unit, except that no distribution may be made
to a municipal taxing jurisdiction unit.”
Section 3. Section 15-36-121, MCA, is amended to read:
"15-36-121. Exemption from gstate severance tax -=

impesibian--af-tecat-gevernmment-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,
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,

{2) All new production, as defined in 15-23-601, from a
well during the 24 months immediately following the date of
notification to the department of revenue that an o0il well
is flowing or being pumped or that a gas well has been
connected to a gathering or distribution system is exempt
Erom all of the state severance tax imposed by 15-36-101,
provided the notification was made after March 31, 1987, and

before July 1, 1991.
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®™» ~Nyow

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

25

SB ¢001/04

t3y--Ali-the-natural-gas-preduced-from-any-weli-thac-has
produeed-60;0600-cubic-£feet-or~tess-of-naturati-gas-a-day--for
the-—-ealeandar--year-prior-to~the-current-year-shati-be-taxed
as-pravided-in-this-sectionr-Production-must--be-—determined
by--dividing--the--amount--of—-preduction--£from--a-——tease-or
unitized-area-for-the-year-prior--to--the--current--catendar
year--py--the--number--oé-—producing--welis--in-the-tease-or
unitized-area—and-by-dividing-the-resutting-quetient-by-365=+
Phe-firat-367800-cubis-feet-of-average-datiy-preduction--per
we}i—-;s——exempt-from—a}}*oE—the state severance—tax-imposed

by-15-36-39t- Phe-firat-30;000-cubte-feet-of--average--datriy

producktion--per--well--is—-subject--te--a--iscat--government

severance-—-tax-of 8+72% F:625%7 Everything-over-38;080-cubie

fert-uf--gas--produced--is--taxed--at--1r59%--pius--a--teecat
government-severance-tax-of 7:625% 8:72% F:625%<

——~=t4)y--Phe--firat--5--barrets—-of-average-daity-preduction

frem-a-steipper-weil--are--exempt--from--ari--of--the state

severanee——tax-imposed-by-15-36-16817 except but-not-from the
tocal-government-severance-taxs

—-=-¢{5)~-Per-the-purposes-of-this-seetiony--lstripper--waiis
means--a--well--ehat—-produces-tess-than-19-barreis-per-days
determined-by-dividing-the-amount-cf-preduction-from-a-tease
ar-upniktired-area-for-the-yvear-pricr-to-the-enrrent—-catendar
year--by--the--number--sf--producing--wetis—-in-the-tease-eor

unitirzed-areay-and-bBy-dividing--the--resulting--quotient--by
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365
—H*‘fG}——Hotwithstnnding——the-—previaions-cf*suBsection:-fif
through-t4)7;-aill--repesrting--requirements--—under--the state
severance--tax-remain-in-effects (Subsections SUBSECTION (2)
and---{éy——-—-terminate TERMINATES on occurrence of
contingency--sec. 7, Ch. 656, L. 1987.}"

Section 4. Section 20-3-366, MCA, is amended to read:

"20-9-366. (Effective July 1, 1990) Definitions. As
used in 20-9-366 through 20-9-369, the following definitions
apply:

(1) "County mill value per elementary ANB" or "county
mill value per high school ANB" means the sum of the current
taxable wvaluation of all property in the county plus the

taxable value of 0il and gas net proceeds determined under

15-23-607(4) and FOR PRODUCTION OCCURRING AFTER MARCH 31,

1990, PLUS the taxable wvalue of cecal gross proceeds

determined under 15-23-703(3) plus all the taxable value of

nentax nonlevy revenue for the support of schools, other

than Public Law 81-874 funds, divided by 1,000, with the

guotient divided by the total county elementary ANB count or

the total county high school ANB count used to calculate the

elementary school districts' and high school districts’

current year foundation program amounts. The taxable value

of nonlevy revenue for the purpose of computing gquaranteed

tax base aid for schools is the amount of nentax nonlevy
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revenue received by a district in the previous year,

including for fiscal vear 1991 the revenue received in

fiscal year 1990 from the net proceeds taxation of oil and

natural gas and including for fiscal vyear 1592 and

thereafter the 1local government severance tax, divided by

the number of mills levied by the district in the previous
year, multiplied by 1,0007--8ivided--by--1;6008;--with-the
quetient~divided-by-the-totai-ecounty-elementary-ANB-count-o=
the-total-county-high-schoosi-ANB-count-used-to-calcutate-the
etementary-achoot--districtst--and-—-high--scheot--districtat
current-year-foundation-program-amounts.

(2) "District mill value per ANB" means the current
taxable valuation of all property in the district plus the

taxable value of oil and gas net proceeds determined under

15-23-607(4) and FOR PRODUCTION OCCURRING AFTER MARCH 31,

1990, PLUS the taxable value of c¢cal gross proceeds

determined under 15-23-703(3) plus all the taxable value of

fontax nonlevy revenue for the support of schools, other

than Public Law B81-874 funds, divided by 1,000, with the

quotient divided by the ANB count of the district used to

calculate the district's current year foundation program

schedule amount. The taxable value of nonlevy revenue for

the purpose of computing guaranteed tax base aid for schools
is the amount of nontax nonlevy revenue received by a

district 1in the previous vyear, including for fiscal year

—23- SB 1
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1991 the revenue received in fiscal year 1950 from the net

proceeds taxation of oil and natural gas and including for

fiscal year 1992 and thereafter the local government

severance tax, divided by the number of mills levied by the

district in the previous year, multiplied by 1,0007--divided
by--370887-with-the-quotient-divided-by-the-ANB-count-of-the
disbrict-unsed--to-—-calcuiate--the—-districtis——current——-year
foundation-pregram-schedule-amsunt,

(3) "Guaranteed overschedule general fund budget" means
that portion of a district's general fund budget in excess
of the foundation program amount for the district, as
provided in 20-9-316 through 20-9-321, but not exceeding
135% of the district's foundation program amount, and which
excess 1is authorized under the provisions of 20-9-145 and
20-9-353.

(4) "Statewide mill value per elementary ANB" or
"statewide mill value per high school ANB" means the sum of
the current taxable wvaluation of all property in the state

plus the taxable wvalue of o0il and gas net proceeds

determined under 15-23-607(4) and FOR PRODUCTION OCCURRING

AFTER MARCH 31, 1990, PLUS the taxable value of coal gross

proceeds determined under 15-23-703(3) plus all the taxable

value of nontex nonlevy revenue for the support of schools,

other than Public Law 81-874 funds, divided by 1,000, with

the gquotient divided by the total state elementary ANB count

~24- SB 1
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or the total state high school ANB count used to calculate

the elementary school districts' and high school districts'

current year foundation program amounts. The taxable value

of nonlevy revenue for the purpose of computing guaranteed

tax base aid for schools is the amount of nentax nonlevy
revenue received by a district in the previous year,

including for fiscal year 1%91 the revenue received in

fiscal year 1990 from the net proceeds taxation of oil and

natural gas and including for fiscal vyear 1992 and

thereafter the local government severance tax, divided by

the number of mills levied by the district in the previocus
year, multiplied by 1,0007--divided--by--17860;--with-the
quotient-divided-by-the-totai-state-eliementary-ANR-coune--or
the--totat-state-high-schoolt-ARB-count-used-to—-cateninte-the
eiementary-schoot-—-districtasl--and--high--school--districkst
current-year-foundatien-pregram-amounts.”

NEW SECTION. SECTION 5. REVENUE OVERSIGHT STUDY. THE

REVENUE OVERSIGHT COMMITTEE SHALL STUDY THE NEW METHODS OF

TAXING COAL, OIL, AND NATURAL GAS PRODUCTION THAT WERE

MANDATED BY HOUSE BILL NO. 28, SPECIAL LAWS OF JUNWE 1989,

AND AS AMEJDED BY ([THIS ACT]. THE COMMITTEE SHALL REPORT ITS

FINDINGS TO THE 52ND LEGISLATURE.

NEW SECTION. Section 6. Severability. If a part of
[this act] 1is invalid, all valid parts that are severable

from the invalid part remain in effect., If a part of [this

-25- S8 1
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act] is invalid in one or more of its applications, the part
remains in effect in all wvalid applications that are
severable from the invalid applications.

NEW SECTION. Section 7. Effective date. [This act] is
effective on passage and approval.

NEW SECTION. Section 8. Retroactive applicability.
[Sections——~t-and-3 SBEEFEON-2 SECTIONS 1 AND 3] epply APPLEES

APPLY retroactively, within the meaning of 1-2-109, to all
local government severance taxes on oitl-and OIL AND natural
gas produced after December 31, 1988.

-End-
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Free Conference Committee Report
on Senate Bill 1
Report No. 1, May 25, 199@¢

Mr. President and Mr. Speaker:

We, your Free Conference Committee on Senate Bill 1 met and
considered:

House Committee on Taxation’'s report of May 23, 1990 (green
sheet) that amended Senate Bill 1 (reference copy --

salmon).

We recommend that Senate Bill 1 (reference copy -- salmon) be
amended as follows:

{adopted May 25 at 14:30]

1, Title, line 8,
Following: "PRODUYECHFIGHT"
Insert: "GENERALLY"
Strike: "STATE AND"

2. Title, line 11.

Following: "PROBUERIONL"

Insert: "IMPOSING A REVENUE NEUTRAL LOCAL GOVERNMENT SEVERANCE
TAX RATE ON NONWORKING INTEREST OWNERS OF OIL AND NATURAL

GAS PRODUCTION;"

3. Title, line 20.

Following: "“"WE&HES"

Insert: "CLARIFYING THE APPLICATION OF THE LOCAL GOVERNMENT
SEVERANCE TAX TO NATURAL GAS STRIPPER WELLS; CLARIFYING THE
LCCAL GOVERNMENT SEVERANCE TAX ON CIL STRIPPER WELLS;"

4. Title, line 23.
Following: "PROVIDING"
Insert: "FOR"

5. Title, line 24.
Following: "COMMITTEE"
Insert: "AND FOR REPORTS TO THE LEGISLATURE BY THE DEPARTMENT OF

REVERUE"

6. Pages 2 through 26.

Strike: everything following the enacting clause

Insert: "Section 1. Seac¢tion 15-36-1@1, MCA, is amended to read:
"1%-36-101. Defirnitions and rate of tax --_state

ADOPT
FCCsh@l.cjr

S5&/

REJECT



severance tax -- local government severance tax --
assessment of nonworking interest owner -- exemption. (1)
Every person engaging in or carrying on the business of
producing petroleum, other mineral or crude o0il, 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
0il, or natural gas is extracted or produced suffieient—in
guantity—to—juati-fy—the—marketing—of—+the—same—must shall,
except as provided in 15-36-121, each year when engaged in
or carrying on the business in this state pay to the
department of revenue a state severance tax for the
exclusive use and benefit of the state of Montana plus a
local government severance tax in lieu of a tax on net
proceeds for the exclusive use and benefit of local
government. $he Ex¢ept as provided in subsection {3), the
state severance tax and the local government severance tax
are ecomputed—at—the—following—rates as follows:

{a) except as provided in subsections (1){(b), (1)(c),
ard (1)(d), and (1)(e}, a 5% of state severance tax on the
total gross taxable value of all the petroleum and other
mineral or crude oil produced by the person, plus the local
government severance tax of 8.4% on predduetien the gross
taxable value of all the petroleum and other mineral or
crude o0il produced by the person cother than interim
production and new production, from each lease or unit; but
in determining the amcunt of the state severance tax and
local government severance tax, there must be excluded fram
consideration all petroleum or other crude or mineral oil
produced and used by the person during the year in
connection with his operations in prospecting for,
developing, and producing the petroleum or crude or mineral
oll;

{b) a 2.65% of state severance tax on the total gross
taxable value of all natural gas produced by the person,
plus the local government severance tax of 15.25% on the
total dgross taxable value of all natural gas preduetien
produced by the person other than interim production or new
production, from each lease or unit; but in determining the
amount of the state severance tax and the local government
severance tax, there must be excluded from consideration all
gas produced and used by the person during the year in
connection with his operations in prospecting for,
developing, and producing the gas or petroleum or crude or
mineral o0il; and there must also be excluded from
consideration all gas, including carbon dioxide gas,
recycled or reinjected into the ground;

(c) a 2.%5% of state severance tax on the total gross
taxable value of the incremental petroleum and other mineral
or crude o0il produced by the person, plus the local
government severance tax of 4+2% 5% on predwetiern the total
gross taxable value of the incremental petroleum and other
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mineral or crude oil produced by the person other than
interim production and new production, 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 f£ollowing requirements:

(1) the project must be approved as a tertiary
recovery project by the department of revenue. The 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
required by the department; and

(1ii) 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 c¢rude o0il which may
potentially be recovered. For ¢he-purpose purposes 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) c¢yclic steam injection;

(G) alkaline or caustic flocoding;

(H) carbon dioxide water flooding;

(I) immiscible carbon dioxide displacement; or

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

(d} except as provided in 15-36-121{(2), a 3% of state
severance tax on the total gross taxable value of all the
petroleum and other mineral or crude oil preduetien produced
by the person after the first 5 barrels+—eitus—the—leocat

. : : .

3 o3 oA d—hew-produe - . from
a stripper well, as defined in 15-36-121, that produces more
than 5 barrels a day during the period beginning April 1,
1989, and ending March 31, 1891+;

(e) a 5% local government severance tax on the total
gross taxable value of all petroleum and other mineral or
crude o0il produced by the person other than interim and new
production produced by a stripper well, as defined in 15-36-
121.

{2) For purposes of this section, the term
"incremental petroleum and other mineral or crude o0il" 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 hy calendar year, the combined amcunt of

ADOPT

REJECT FCCsh@l.cjr



primary and secondary production that must be used to
establish the incremental production from each lease or unit
in a tertiary recovery project,

{3} (a) A local government severance tax is imposed on
the gross value paid in cash or apportioned in kind to a
nonworking interest owner by the operator or producer of
extracted marketable petroleum, other mineral or crude oil,
or natural gas subject to local government severance taxes
imposed under this _chapter. The local government severance
tax on nonworking interest owners is computed aft the
following rates:

(i) 12.5% on the gross value paid in cash_or
apportioned in kind to a nonworking interest owner by the
operator or producer of extracted marketable petroleum angd
other mineral or crude ocil;

{(ii) 15.25% on_the gross value paid in cash or ,
apportioned in kind to a nonworking interest owner by the
operator or producer of extracted or marketable natural gas.

(b] The amounts paid or apportioned in kind to
nonworking interest owners are exempt from the logal
government severance taxes imposed under 15-36-121(3) and
{4) and under subsections (1){a) through ({(1)(e) of this
section.

+3+(4) Nothing in this part may be construed as
requiring laborers or employees hired or emploved by any
person to drill any oil or natural gas well or to work in or
about any oil or natural gas well or prospect or explore for
or do any work for the purpose of developing any petroleum,
e cther mineral or crude o0il, or natural gas to pay the
severance tax, nor may work dene or the drilling of a well
or wells for the purpose of prospecting or exploring for
petroleum, er other mineral or crude eids o0il, or natural
gas or for the purpose of developing them be considered to
be the engaging in or carrying on of the business. If, in
the doing ¢f any work, in the drilling of any o0il or natural
gas well, or in prospecting, exploring, or development work,
any merchantable or marketable petroleum, e+ cther mineral
or crude o0il, or natural gas in excess of the gquantity
required by the person for carrying on the operation is
produced sufficient in gquantity toe justify the marketing of
the petroleum, e* other mineral or crude o0il, or natural
gas, the work, drilling, prospecting, exploring, or
development work is considered to be the engaging in and
carrying on of the business of producing petroleum, o¥ other
mineral or crude c¢il, or natural gas within this state
within the meaning of this section.

+4+(5) Every person required to pavy the state or local
government severance tax under this section shall pay the
tax 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 c¢rude oil or natural gas extracted and produced,
including owner or owners of working interest, rovalty
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interest, overriding rovalty interest, carried working
interest, net proceeds interest, production payments, and
all other interest or interests owned aor carved out of the
total gross proceeds in value or in kind of the extracted
marketable petroleum or other mineral or crude oil or
natural gas, except that any of the interests that are owned
by the federal, state, county, or municipal governments are
exempt from taxation under this chapter. Unless otherwise
providad in a contract or lease, the pro rata share of any
rovalty owner or owners will be deducted from any
settlements under the lease or leases or division of
proceeds orders or other contracts.

(6} For purposes of this section, the following
definitions apply:

(a) "Gross_taxable value" means the gross value of the
product as determined ip 15-36-103 less the gross value paid
in cash or apportioned in kind te a nonworking interest
owner by the operator or producer of extracted marketable
petroleum, other mineral or c¢rude o0il, or natural gas.

(b) "Nonworking interest owner" means any interest
owner who dees not share in the development and operation
costs of the lease or unit. (Subsection (1)(d) terminates on
occurrence of contingency--sec. 7, Ch., 656, L. 1987.,)"

Section 2. Section 15-36-112, MCA, is amended to read:

"15-36-112. Disposition of o0il and gas state and local
government severance taxes -- calculation of unit value for
local government severance tax. (1) Each year the department
of revenue shall determine the amount of tax collected under
this chapter from within each seheel—diseriet taxing unit.

(2} PFor purposes of the distribution of local
government severance taxes collected under #5363+ this
chapter, the department shall determine the unit value of
0il and gas for each seheel—distriet taxing unit as follows:

(a) The unit value for petroleum and other mineral or
crude oil for each distriet taxing unit is the gquotient
obtained by dividing the net proceeds taxes calculated on
petroleum or mineral or c¢rude o0il produced in that distriect
taxing unit in calendar year 1988 by the number of barrels
of petroleum or other mineral or crude oil produced in that
digtriet taxing unit during 1988, excluding new and interim
production.

(b) 'The unit value for natural gas is the quotient
obtained by dividing the net proceeds taxes calculated on
natural gas produced in that d4isteiet taxing unit in
calendar year 1988 by the number of cubic feet of natural
gas produced in that distriet taxing unit during 1988,
excluding new and interim production.

(2} The state and local government severance taxes
collected under this chapter are allocated as follows:

(a) The local government severance tax is statutorily
appropriated, as provided in 17-7-5@2, for allocation to the
county for distribution as provided in subsection

(4)tatii;
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(b) Apy—amount—Reot—al-located—to—the—eounty—under
subseetieon—+3 {2+ The state severance tax is allocated to
the state general fund.

{({4) (a) For the purpose of distribution of the local
government severance tax, the department shall adjust the
unit value determined under this section according to the
ratio that the local government severance taxes collected
during the quarters to be distributed plus accumulated
interest earned by the state and penalties and interest on
delinquent local government severance taxes bhears to the
total liability for local government severance taxes for the
gquarters tao be distributed. The taxes must be calculated and
distributed as follows:

(1) By November 39 of each year, the department shall
calculate and distribute to each eligible county the amount
of local government severance tax, determined by multiplying
unit value as adjusted in this subsection (4)(a) times the
units of production on which the local government severance
tax was owed during the calendar quarters ending March 32
and June 3@ of the preceding calendar vear.

(ii) By May 31 of each year, the department shall
calculate and distribute to each eligible county the amount
of local government severance tax, determined by multiplying
unit value as adjusted in this subsection (4)({a) times the
units of productien on which the local government severance
tax was owed during the 2 calendar quarters immediately
following those quarters referred to in subsection
(4)(a)(i).

{b) Any amount by which the total tax liability
exceeds or is less than the total distributions determined
in subsections (4)(a)(i) and {(4){a){ii) must be calculated
and distributed in the following manner:

{1} The excess amount or shortage must be divided by

the total upits—efpreduetion-—te—obtainthe—tan—value—per
urit—ef—production distribution determined for that period

to obtain an excess or shortage percentage.

percentage must be multiplied by the distribution to each

taxing unit, and this amount must he added to the
distribution to each respective taxing unit.

{(iii) The shortage percentage must be multiplied by the
distribution to each taxing unit, and this amoust must be
subtracted from the distribution to each respective taxing
unit.

(5) The county treasurer shall distribute the money
received under subsection +33¢=+ (4) to the taxing
Jurigdietions units that levied mills in fiscal vear 193359
against calendar year 1988 production éduripg—fiseal-year

4889 in the same manner that all other property tax proceeds
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were distributed during fiscal year 3989 199¢ in the taxing
dorisdietion unit, except that no distribution may be made
to a municipal taxing Jurisdietiesn unit."

Section 3. Section 15-36-121, MCA, is amended to read:
"15-36-121. Exemption from state severance tax --—
imposition of local government 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,
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.

{2) All new production, as defined in 15-23-6@1, fron
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 state severance tax imposed by 15-36-101,
provided the notification was made after 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 vear prior to the 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
vear by the number of producing wells in the lease or
unitized area and by dividing the resulting quotient by 365.
The first 30,02@ cubic feet of average daily production per
well is exempt from all of the state severance tax imposed
by 15-36-101. The first 30,000 cubic feet of average daily
production per well is subject to a local government
severance tax of 10%. Everything over 30,00@ cubic feet of
gas produced is taxed at 1.59% plus a local government
severance tax of F+625% 10%.

{4) The first 5 barrels of average daily production
from a stripper well are exempt from all of the state
severance tax imposed by 15-36-101, exeept hut not from the
local government severance tax.

(5) For the purposes of this section, "stripper well™
means a well that produces less than 1@ barrels per day,
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,

(6} Notwithstanding the provisions of subsections (2)
through (4), all reporting requirements under the state
severance tax remain in effect. (Subsections (2) and ({4)
terminate on occurrence of contingency--sec. 7, Ch. 656, L.

1987.)"
Section 4. Section 2€-9-366, MCA, is amended to read:

"20-9-366. (Effective July 1, 199@) Definitions. As
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used in 29-9-366 through 20-9-369, the following definitions
apply:

{1) "County mill value per elementary ANB" or "county
mill value per high school ANB" means the sum of the current
taxable valuation of all property in the county plus the
taxable value of 0il and gas net proceeds determined under
15-23-607(4) for producticn occurring after March 31, 1999,
plus the taxable value of coal gross proceeds determined
under 15-23-703(3) plus all the taxable value of mentax
nonlevy revenue for the support of schools, cther than
Public Law 81-874 funds, divided by 1,00@, with the quotient
divided by the total county elementary ANB_ count or the
total county high schoel ANB count used to calculate the
elementary school districts’ and high school districts’
current vear foundation program amounts. The taxable value
of nonlevy revenue for the purpose of computing guaranteed
tax base aid for schools is the amount of nentai nonlevx
revenue received by a district in the previous year,
including for fiscal year 1991 the revenue received in
fiscal vear 1990 from the net proceeds taxation of oil and
natural gas and including for fiscal vear 1992 and
thereafter the local government severance tax, divided by

the number of mills levied by the district in the previocus

vear, multlplled by 1,000—divided—by—1;380;—nwith—the

(2) "District mill value per ANB" means the current
taxable valuation of all property in the district plus the
taxable value of o0il and gas net proceeds determined under
15-23-607(4) for production occurring after March 31, 199¢
plus the taxable value of coal gross proceeds determined
under 15-23-703(3} plus all the taxable value of nentax
nonlevy revenue for the support of schools, other than
Public Law 81-874 funds, divided by 1,908, with the quotient
divided by the ANB count of the district used to calculate
the district’s current yvear foundation program schedule
amount. The taxable value of nonlevy revenue for the purpose
of computing guaranteed tax base aid for schools is the
amount of wenta¥ nonlevy revenue received by a district in
the previous vear, including for fiscal year 1991 the
revenue received in fiscal vear 199¢ from the net proceeds
taxation of o0il and natural gas and including for fiscal
vear 1992 and thereafter the loc¢al government severance tax,
divided by the numbher of mills levied by the district in the

previous year, multiplied by 1,000:—divided—by—1-0088—with
themqﬂef1eﬂ%~divided-bybfhe—ﬁNB—eeﬁﬁ%—ﬁ%—the—é&ﬂ%fte%~ﬁseé

{3) "Guaranteed overschedule general fund budget"
means that portion of a district’s general fund budget in
excess of the foundation program amount for the district, as
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provided in 20-9-316 through 20-9-321, but not exceeding
135% of the district’s foundation program amcunt, and which
excess is authorized under the provisions of 20-9-145 and
20-9-353.

(4) "Statewide mill value per elementary ANB" or
"statewide mill wvalue per high school ANB" means the sum of
the current taxable valuation of all property in the state
plus the taxable value of o0il and gas net proceeds
determined under 15-23-607{(4) for production oeccurring after
March 31, 1999, plus the taxable value of coal gross
proceeds determined under 15-23-7903{(3) plus all the taxable
value of memtax nonlevy revenue for the support of schools,
other than Public Law 81-874 funds, divided by 1,090, with
the quotient divided by the total state elementary ANB count
or the total state high schocl ANB count used to calculate
the elementary school districts’ and high schoel districts’
current year foundation program amounts. The taxable value
of nonlevy revenue for the purpose of computing guaranteed
tax base aid for schools is the amount of memta nonlevy
revenue received by a distriect in the previous vear,
including for fiscal year 1991 the revenue received in
fiscal vear 199@ from the net proceeds taxation of oil and
natural gas and including for fiscal vear 1992 and
thereafter the local government severance tax, divided by
the number of mills levied by the district in the previous

year, multlplied by 1,000+—divided—py—31888—+ith—the

NEW SECTION. Section 5. Revenue oversight study --
reports by department of revenue. (1) The revenue
oversight committee shall study the new methods of taxing
coal, oil, and natural gas precduction that were mandated by
House Bill No. 28, Special Laws o0f June 1989, and amended by
[this act]. The committee shall report its findings to the
52nd legislature.

{2) The department of revenue shall report to the 52nd
legislature and to the 53rd legislature on any conversion of
nonworking interest owner taxpayver status to operator
taxpayer status.

NEW SECTION, Section 6. Severability. If a part of
[this act] is invalid, all valid parts that are severable
from the invalid part remain in effect. If a part of [this
act] is invalid in one or more of its applications, the part
remains in effect in all valid applications that are
severable from the invalid applications.

NEW SECTION, Section 7. Effective date. [This act] is
effective on passage and approval.

NEW SECTION. Section 8. Retroactive applicability.
[Sections 1 and 3] apply retroactively, within the meaning
of 1-2-1909, to all leocal government severance taxXes on oil
and natural gas produced after December 31, 1988.
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And that this Conference Committee Report be adopted.

FOR THE SENATE
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Slst Legislature SB 0001/05
Special Session 5/90

1 SENATE BILL RO. 1

2 INTRODUCED BY GAGE

3

4 A BILL FOR AN ACT ENTITLED: "AN ACT REVISING--©ih--AND
5 NATURAE-GAS-hHOCAL-GOVERNMENT-SEVERANCE-FAX-RAPES ;- IMPOSING-A
6 REVENUE--NAUFRAL-—-bHOCAR--GOVERNMENT - - SBVERANEE--PAN--RATE-ON
7 NONWORHEING--INPERBST--OWRERS--OF---0¥b---ANB-—-NATERAb---GAS
8 PRODUEPION+ GENFRALLY REVISING OIL AND NATURAL GAS STATE-AND
9 LOCAL GOVERNMENT SEVERANCE TAX RATES; IMPOSEING-A-REVENUE
10 NEUTPRAL-EOEADL-GOVERNMEN? -SEVERANEB-PAX--RATE~-ON~--NONWORKING
11 EINFERESE--OWNERS-OP-0Ib-AND-NAPHRAL-GAS-PRODUETION; IMPOSING
12 A REVENUE NEUTRAL LOCAL GOVERNMENT SEVERANCE TAX RATE ON
13 NONWORKING INTEREST OWNERS OF OIL AND NATURAL GAS
14 PRODUCTION; ESTABLISHING A BASE YEAR FOR THE DISTRIBUTION OF
15 LOCAL GOVERNMENT SEVERANCE TAXES:; DISTRIBUTING LOCAL
16 GOVERNMENT SEVERANCE TAXES TO ELIGIBLE TAXING UNITS;
17 PROVIDING FOR A PERCENTAGE DISTRIBUTION MECHANISM FOR LOCAL
18 GOVERNMENT SEVERANCE TAXES UNDER CERTAIN CONDITIONS;
19 EhARIPY¥ING-PHE-APPEICATION-OP-PHE-EOCAL-GOVERNMENT -SEVERANEE
20 FAK-TO-NATURAE-GAS——SYRIPPER--WEDLS; €bARIPY¥ING--THE--BOCAD
21 GOVERNME ¥ --0EVERANCE--PAX-ON-0FL-STRIPPER-WELES; EHLARIPY¥ING
22 PHE-ECCAD-GEYERNMEN?-SEVERANEE-PAK-ON--0Fb--SPRIPPER—-WEERS+
23 CLARIFYING THE APPLICATION OF THE LOCAL GOVERNMENT SEVERANCE
24 TAX TO NATURAL GAS STRIPPER WELLS; CLARIFYING THE LOCAL
25 GOVERNMENT SEVERANCE TAX ON OIL STRIPPER WELLS; CLARIFYING
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THAT LOCAL PRODUCTION TAXES ON OIL, NATURAL GAS, AND COAL
ARE INCLUDED IN THE GUARANTEED TAX BASE CALCULATION;
CLARIFYING THBE DEFINITION OF THE GUARANTEED TAX BASE:

PRGVIDING FOR A STUDY OF THE FLAT TAX SYSTEM BY THE REVENUE

OVERSIGHT COMMITTEE AND FOR REPORTS TO THE LEGISLATURE BY

THE DEPARTMENT OF REVENUE; AMENDING SECTIONS 15-36-16%+

15-36-101, 15-36-112, 15-36-121, AND 20-9-366, MCA; AND
PROVIDING AN IMMEDIATE EFFECTIVE DATE AND A RETROACTIVE
APPLICABILITY DATE."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
{Refer to Reference Bill)
Strike everything after the enacting clause and insert:

Section 1. Section 15-36-101, MCA, is amended to read:

"15-36-101. Definitions and rate of tax -- state
severance tax - local government severance tax --
assessment of nonworking interest owner -- exemption. (1)

Every person engaging in or carrying on the business of
producing petroleum, other mineral or crude o0il, 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-samc -must shall,

REFERENCE BILL: Includes Free
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except as provided in 15-36-121, each year when engaged in
or carrying on the business in this state pay to the
department of revenue a state severance tax for the
exclusive use and benefit of the state of Montana plus a
local government severance tax in lieu of a tax on net
proceeds for the exclusive use and benefit of local

government. FThe Except as provided in subsection (3}, the

state severance tax and the local government severance tax
are coMputed-at-the-folltawing-rates as follows:

(a) except as provided in subsections (1)(b}, (1){c),
and (1){d), and (l){e). a 5% of state severance tax on the

total gross taxable value of all the petroleum and other

mineral or crude 0il produced by the person, plus the lecal
government severance tax of 8.4% on preduction the gross

taxable value of all the petroleum and other mineral or

crude o0il produced by the person other than interim

production and new production, from each lease or unit; but
in determining the amount of the state severance tax and

local government severance tax, there must be excluded from

consideration all petroleum or other crude or mineral oil
produced and used by the persen during the year in
connection with his operations in  prospecting for,
developing, and producing the petroleum or c¢rude or mineral
oil;

(b) a 2.65% of state severance tax on the total gross
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taxable value of all natural gas produced by the person,
plus the local government severance tax of 15.25% on the

total gross taxable value of all natural gas production

produced by the person other than interim production or new

production, from each lease or unit; but in determining the

amount of the state severance tax and the local government

severance tax, there must be excluded from consideration all
gas produced and used by the person during the year in
connection with his operations in prospecting for,
developing, and producing the gas or petroleum or crude or
mineral oil; and there must also be excluded from
consideration all gas, including carbon dioxide gas,
tecycled or reinjected into the ground;

{c} a 2.5% of state severance tax on the total gross

taxable value of the incremental petroleum and cther mineral
or crude o0il produced by the person, plus the 1local
government severance tax of 4:2% 5% on preduction the total

gross taxable value of the incremental petroleum and other

mineral or crude oc©il produced by the person other than

interim production and new production, 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. The approval may be
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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
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-purpese purposes of this
section, tertiary recovery methods include but are not
limited to:

(A} miscible fluid displacement;

{B) steam drive injection;

{C) micellar/emulsion flooding;

(P) in situ combustion;

{E) polymer augmented water flooding;

{F) c¢yclic steam injection;

{G} alkaline or caustic flooding;

{H} carbon dioxide water flooding;

(f) immiscible carbon dioxide displacement; or

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

tertiary recovery method.

{d) except as provided in 15-36-121(2), a 3% of state
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severance tax on the total gross taxable value of all the

petroleum and other mineral or crude o©il produetien produced
by the person after the first 5 barrelsy——pitus—-the--oeatl
government-—sevecrance——tax——-of--4:2%-on-att-produceion-other
than-interim-production-and-new-production;-produced-by from
a stripper well, as defined in 15-36-121, that produces more
than 5 barrels a day during the period beginning April 1,
1989, and ending March 31, 1991=%;

(e} a 5% local government severance tax on the total

gross taxable value of all petroleum and other mineral or

crude o0il produced by the person other than interim and new

production produced by a stripper well, as defined in

15-36-121.

(2) For purposes of this section, the term "incremental
petroleum and other mineral or crude ¢0il" 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 1life 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} {(a) A local government severance tax is imposed on
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the gross value paid in cash or apporticned in kind ko a

nonworking interest owner by the operator or producer of

extracted marketable petroleum, other mineral or crude ocil,

or natural gas subject to local government severance taxes

imposed under this chapter. The local government severance

tax on nonworking interest owners is computed at the

following rates:

(i) 12.5% on the gross value paid in cash or

apportioned in kind to a nonworking interest owner by the

operator or producer of extracted marketable petroleum_ and

other mineral or crude o©il;

{ii) 15.25% on the gross walue paid in_ egash or

apportioned in kind to a nonworking interest owner by the

operator or producer of extracted or marketable natural gas.

{(b) The amounts paid_or apportioned in kind to

nonworking interest owners are exempt from the lacal

government severance taxes imposed under 15-36-121(3) and

(4) and under subsections (l1)(a}) through (l){e} of this

section,

t3¥(4) Nothing in this part may be construed as
requiring laborers or employees hired or employed by any
person to drill any oil or natural gas well or to work in or
about any oil or natural gas well or prospect or explore for
or do any work for the purpose of developing any petroleum,

or other mineral or crude 0il, or natural gas to pay the
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severance tax, nor may work done or the drilling of a well
or wells for the purpose of prospecting or exploring for

petroleum, o other mineral or crude oiis gil, or natural

gas or for the purpose of developing them be considered to
be the engaging in or carrying on of the business. If, in
the doing of any work, in the drilling of any oil or natural
gas well, or in prospecting, exploring, or development work,
any merchantable or marketable petroleum, &r other mineral

or crude oil, or natural gas in excess of the guantity

required by the perscn for carrying on the operation is
produced sufficient in quantity to justify the marketing of
the petroleum, er other mineral or crude oil, or natural
as, the work, drilling, prospecting, exploring, or
development work is considered to be the engaging in and
carrying on of the business of producing petroleum, or olther

mineral or crude c©cil, or natural gas within this state

within the meaning of this section.

t43{5) Every person required to pay the state or local

government severance tax under this section shall pay the
tax 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
ar crude o0il or natural gas extracted and produced,
including owner or owners of working interest, royalty

interest, overriding royalty interest, carried working

-8 SB 1
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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 the extracted
marketable petroleum or other mineral or crude oil or
natural gas, except that any of the interests that are owned
by the federal, state, county, or municipal governments are
exempt from taxation under this chapter. Unless othervise
provided in a contract or lease, the pro rata share of any
royalty owner or owners will be deducted from any
settlements under the 1lease or leases or division of
proceeds orders or other contracts.

{6} For purposes of this section, the following

deEinitions apply:

{a) "Gross taxable value" means the gross value of the

product as determined in_15-36-103 less the gqross value paid

in cash or apportioned in kind to a nonworking interest

owner by the operator or producer of extracted marketable

petroleum, other mineral or crude ©il, or natural gas.

{b) "Nonworking interest owner" means any interest

owner who does not share in the development and operation

costs of the lease or unit. (Subsection (1)(d) terminates on

occurrence of contingency--scc. 7, Ch. 656, L. 1987.)"
Section 2. Section 15-36-112, MCA, is amended to read:
"15-36-112, Disposition of oil and ;as state and local

government severance taxes —— calculation of unit vzlue for
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local goveranment severance tax. (1) Each year the department
of revenue shall determine the amount of tax collected under
this chapter from within each schooi-district taxing unit.
{2) For purposes of the distributior of local
government severance taxes collected under $5-36-38% this
chapter, the department shall determine the unit value of
0il and gas for each schoot-distriet taxing unit as follows:
(a) The unit value for petroleum and other mineral or
crude oil for each distriet taxing unit is the guotient
cbtained by dividing the net proceeds taxes calculated on
petroleum or mineral or crude oil produced in that distriet
taxing unit in calendar year 1988 by the number of barrels
of petroleum or cother mineral or crude o0il produced in that

district taxing unit during 1988, excluding new and interim

production.

{b} The unit wvalue for natural gas is the guotient
obtained by dividing the net proceeds taxes calculated on
natural gas produced in that district taxing unit in
calendar year 1988 by the number of cubic feet of natural
gas produced in that district taxing wunit during 1988,

excluding new and interim production.

{3} The state and 1local government severance taxes

collected under this chapter are allocated as follows:
(a) The local government severance tax is statutorily

appropriated, as provided in 17-7-502, for allocation to the

-10- 5B 1



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

25

SB 0001/0S

county for distribution as provided in subsection
(4)taftiey;
{b) any—-nnount——nét--aliocated—-te——the——eounty-—undet

subaserction-+3+ta? The state severance tax 1is allocated to

the state general fund.

{4) (a) For the purpose of distribution of the local
government severance tax, the department shall adjust the
unit wvalue determined under this section according to the
ratio that the local government severance taxes collected
during the gquarters to be distributed plus accumulated
interest earned by the state and penalties and interest on
delinquent local government severance taxes bears to the
total liability for local government severance taxes for the
quarters to be distributed. The taxes must be calculated and
distributed as folliows:

(1) By November 30 of each year, the department shall
calculate and distribute to each eligible county the amount
of local government severance tax, determined by multiplying
unit value as adjusted in this subsection (4)(a) times the

units of production on which the local government severance

tax was owed during the calendar quarters ending March 31
and June 30 of the preceding calendar year.

(ii) By May 31 of each year, the department shall
calculate and distribute to each eligible county th2> amount

of local government severance tax, determined by wultiplying
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unit value as adjusted in this subsection (4)(a) times the

units of preoduction on which the local government severance

tax was owed during the 2 calendar quarters immediately
following those gquarters referred to in subsection
(4)(a){i).

(b} Any amount by which the total tax liability exceeds
or is 1less than the total distributions determined in
subsections (4)(a}{i) and (4}{a){ii) must be calculated and
distributed in the following manner;:

{i) The excess amount or shortage must be divided by
the total unita-of-productien-to-obtain-the--tax--vaiue--per

unit--of--preduckien distribution determined for that period

Lo obtain an excess or shortage percentage.

(1i) Phe-tax--valtue--per--unit--of--production-—muat--be
multiptied-by-the-units-of-preductteon—itn-that-taxabi.-period
in-—-each-school-district-that-had-production-in-that-periods
and-thits-amount-must-be-added--to-—-or--subtracted—from—-the
éiatribution-—-to---each-~-respective--distriet The excess

percentage must be multiplied by the distribution to each

taxing unit, and this amount must be added to the

distribution to each respective taxing unit.

{iii) The shortage percentage must be multiplied by the

distribution to each taxing unit, and this amount must be

subtracted from the distribution to each respective taxing

unit.
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{5) The county treasurer shall distribute the money
received under subsection +33tey (4) to the taxing

4urisdictions units that 1levied mills in fiscal year 1990

against calendar year 1988 production during--fiscat--year
3989 in the same manner that all other property tax proceeds
were distributed during fiscal year 198% 1990 in the taxing
qurisdietien unit, except that no distribution may be made
te a municipal taxing jurisdictien unit.”
Section 3. Section 15-36-121, MCA, is amended to read:
"15-36-121. Exeamption from state severance tax -—-—

imposition of local government 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,
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 o0il within the state.

{2) All new production, as defined in 15-23-601, 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 state severance tax imposed by 15-36-101,
provided the notification was made after March 31, 1987, and

before July 1, 1991.
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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
the calendar year prior to the current year shall be taxed
as provided 1in 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 guotient by 365.
The first 30,000 cubic feet of average daily production per

well is exempt from all of the state severance tax imposed

by 15-36-101. The first 30,000 cubic feet of average daily

production per well is subject to a local government

severance tax of 10%. Everything over 30,000 cubic feet of

gas produced 1is taxed at 1.59% plus a local government
severance tax of 7-625% 10%.

{4 The first 5 barrels of average daily production
from a stripper well are exempt from all of the state
severance tax imposed by 15-36-101, exeept but not from the
local government severance tax,

{5) For the purposes of this section, “"stripper well”
means a well that produces less than 10 barrels per day,
determwined 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
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365.

{6) Notwithstanding the provisions of subsections (2)
through (4), all reporting requirements under the state
severance tax remain in effect. (Subsections (2) and (4)
terminate on occurrence of contingency--sec. 7, Ch. 656, L.
1987.)"

Section 4. Section 20-9-366, MCA, is amended to read:

®20-9-366. ({(EBffective July 1, 1990) Definitions. As
used in 20-9-366 through 20-9-369, the following definitions
apply:

{1} "County mill wvalue per elementary ANB" or "county
mill value per high school ANB" means the sum of the current
taxable valuation of all property in the county plus the

taxable value of oil and gas net proceeds determined under

15-23-607(4) for production occurring after March 31, 1990,

plus the taxable wvalue of coal gross proceeds determined

under 15-23-703(3) plus all the taxable wvalue of nontax

nonlevy revenue for the support of schools, other than

Public Law 81-874 funds, divided by 1,000, with the quotient

divided by the total county elementary ANB count or the

total county high school ANB count used to calculate the

elementary school districts®' and high school districts'

current year foundation program amounts. The taxable value

of nanlevy revenue for the purpose of computing guaranteed

tax base aid for schools is the amount of nentax nonlevy

-165- SB 1

["- T RS -

10

12
13
14
15
ié
17
18
19
20
21
22
23
24

25

SB @001/05

revenue received by a distriet in the previous year,

including for fiscal year 1991 the revenue received in

fiscal year 1990 from the net proceeds taxation of oil and

natural gas and including for fiscal year 1992 and

thereafter the 1local government severance tax, divided by

the number of mills levied by the district in the previous
year, multiplied by 1,0007--divided-—-by--1700807--with-the
quotient-divided-by-the-total-county-elementary-ArB-count-or
the-tatat-eounty-high-schooi-ANB-count-used-toa-cateniate-the
elementary-school--districtsl--and——high—-scheot--districtss
current-year—foundation-program—amsunts.

{(2) "District mill wvalue per ANB" means the current
taxable valuation of all property in the district plus the

taxable value of o0il and gas net proceeds determined under

15-23-607(4) for production occurring after March 31, 1990,

plus the taxable value of coal gross proceeds determined

under 15-23-703(3) plus all the taxable wvalue of nontax

nonlevy revenue for the support of schools, other than

Public Law 81-874 funds, divided by 1,000, with the guotient

divided by the ANB count of the district used to calculate

the district's current year foundation program schedule

amount. The taxable value of nonlevy revenue for the purpose

of computing guaranteed tax base aid for schools is the
amount of montax nonlevy revenue received by a district in

the previocus vyvar, including for fiscal year 1991 the
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revenue received in fiscal year 1980 from the net proceeds

taxation of o0il and natural gas and including for fiscal

year 1992 and thereafter the local government severance tax,

divided by the number of mills levied by the district in the
previous year, multiplied by 1,0007-divided-by-176807-with
the-guatiene-divided-by-the-ANB-count-ef-the--district--used
to—-calteutate—the-distrietlas-currenc-year-foundation-program
schedute-—amount.

(3) "Guaranteed overschedule general Eund budget" means
that portion of a district's general fund budget in excess
of the foundation program amount for the district, as
provided in 20-9-316 through 20-9-321, but not exceeding
135%  of the district's foundation program amount, and which
excess is authorized under the provisions of 20-9-145 and
20-9-353.

{4) "Statewide mill value per elementary ANB" or
"statewide mill value per high school ANB" means the sum of
the current taxable valuation of all property in the state

plus the taxable wvalue of o0il and gas net proceeds

determined under 15-23-607(4) for production occurring after

March 31, 1990, plus the taxable value of c¢oal gross

proceeds determined under 15-23-703(3) plus all the taxable

value of nentax nonlevy revenue for the support of schools,

other than Public Law 81-874 funds, divided by 1,000, with

the quotient divided by the total state elementary ANB count
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or the total state high school ANB count used to calculate

the elementary school districks’ and high school distriets'

current year foundation program amounts. The taxable value

of nonlevy revenue for the purpose of computing guaranteed
tax base aid for schools is the amount of nontax nonlevy
revenue received by a district in the previous year,

including for fiscal year 1991 the revenue received in

fiscal vyear 1990 from the net proceeds taxation of oil and

natural gas and including for fiscal year 1992 and

thereafter the 1local government severance tax, divided by

the number of mills levied by the district in the previous
year, multiplied by 1,0007--divided--by—176007——wikth-the
quotient-divided-by-the-total-state—elementary-ANB-esunt--or
the--totai-state-high-schocl-ANB-count-used-to-caleutate~the
eterentary-school--diatrietal--and--high—-school—-districkat
current-year—-foundation-program-amounts.”

NEW SECTION. Section 5. Revenue oversight study -—-
reports by department of revenue. (1) The revenue oversight
committee shall study the new methods of taxing coal, oil,
and natural gas production that were mandated by House Bill
No. 28, Special Laws of June 1989, and amended by [this
act]. The committee shall report its findings to the 52nd
legislature.

(2) The department of revenue shall report to the 52nd

legislature and to the 53rd legislature on any conversion of
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nonworking interest owner taxpayer status to operatot
taxpayer status.

NEW SECTION. Section 6. Severability. If a part of
[this act] is invalid, all valid parts that are severable
from the invalid part remain in effect. If a part of ({this
act] is invalid in one or more of its applications, the part
remains in effect in all wvalid applications that are
soverable from the invalid applications.

NEW SECTION. Sectlion 7. Effective date. [This act] is
effective on p ssage and approval,

NEW SECTION. Section 8. Retroactive applicability.
[Sections 1 and 3) apply retroactively, within the meaning
of 1-2-109, to all local government severance taxes on oil
and natural gas produced after December 31, 1988.

-End-
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