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SENATE BILL NO, 1 

INTRODUCED BY GAGE 

A BILL FOR AN ACT ENTITLED: "AN ACT REVISING OIL AND 

NATURAL GAS LOCAL GOVERNMENT SEVERANCE TI\X 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 GOVERNMENT 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 GUARANTEED TAX BASE CALCULATION; 

CLARIFYING THE DEFINITION OF THE GUARANTEED TAX BASE; 

AMENDING SECTIONS 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: 

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

"15-36-101. Definitions and rate of tax state 
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SB 0001/0l 

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, leasing, or 

operating within this state any well or wells from which any 

merchantable or marketable petroleum, other mine~al or crude 

oil, or natural gas is extracted or produced sttffieient--in 

q~anetey--~e--;~sti£y--the-mark~~ift~-e£-the-same-a~st 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. The Except as provided in subsection (3), the 

state severance tax and the local government severance tax 

are eompated-at-the-foliowing-rate~ as follows: 

(a) except as provided in subsections (1)(b), (l)(c), 

ftft~ (l)(d), and (l)(e), a 5\ o£ 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 9•4% 8.11\ on pred~etion the 

gross taxable value of all the petroleum and other mineral 

-2- INTRODUCED BILL 
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SB 0001/01 

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) ~ 2.65% o£ state severance tax on the total gross 

taxable value of all natural gas produced by the person, 

plus the local government severance tax of %5Ti5t 17,44% on 

the total gross taxable value of all natural gas p~odue~ioa 

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 

his operations in prospecting for, connection with 

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 ga&, 

recycled or reinjected into the ground; 

(c) ~ 2.5\ of state severance tax on the total gross 

taxable value of the incremental petroleum and other mineral 
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or crude oil produced by the person, plus the local 

government severance tax of 4~i% 4.06% on produetion 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 

Title 2, chapter 4. 

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

adequately delineated according to the specifications 

[equired by the department; and 

(iii) the project must involve the application of one or 

more tertiary recovery methods that can reasonably be 

expected to ~esult in an increase, determined by the 

department to be significant in light of all the 

circumstances, in the amount of crude oil 

facts 

which 

and 

may 

potentially be recovered. For ~he-purpoee purposes of this 

section, tertiary 

limited to: 

recovery methods 

(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 flooding; 

{F) cyclic steam injection; 

(G) alkaline or caustic flooding; 

(H) carbon dioxide water flooding; 

SB 0001/01 

(I) immiscible carbon dioxide displacement: or 

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

tertiary recovery method. 

(d) except as provided in 15-36-121(2), ~ 3\ ef ~ 

severance tax on the total gross taxable value of all the 

petroleum and other mineral or crude oil prod~ettoft produced 

by the person after the first 5 barrelsT-pl~~-the-leeal 

governmen~-sever8nee-tax-of-4oi,--en--aii--p~odue~ion--o~ke~ 

~han-inter~m-prod~et~on-and-new-p~od~etion,-prod~eed-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, 199l•L 

(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 oil, as determined by the department of revenue, to be in 

excess of what would have been produced by primary and 

secondary methods. The determination arrived at by the 

department must be made only after notice and hearing and 

shall specify through the life of a tertiary project, 

calendar year by calendar year, the combined amount of 

primary and secondary production that must be used to 

establish the incremental production from each lease or unit 

in a tertiary recovery project. 

(3) (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 at the 

following rates: 

(i) 15\ Q!l_!_~_g_["Q_SS 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 oil; 

(ii) 17.9\ on ~~e gross ya~ue paid in cash or 

apportioned in kind to a nonworking interest owner by the 

operator or producer of extracted or marketable natural gas. 

(b) Th~ amounts paid or apportioned in kind to 
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nonworking interest owners are exempt from the local 

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

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

section. 

t3till 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 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 

petroleumL or other mineral or crude oti~ oil, or natural 

~ or for the purpose of developing them be consider'ed 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 

~well, or in prospecting, exploring, or development work, 

any merchantable or marketable petroleumL 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 petroleumL or other mineral or crude oil, or natural 

~ the work, drilling, prospecting, exploring, or 

development work is considered to be the engaging in and 

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

within the meaning of this section. 

t•t~ 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 oil or natural gas extracted and produced, 

including owner or owners of working interest, royalty 

interest, overriding royalty interest, carried working 

interest, net proceeds interest, production payments, and 

all other interest or interests owned or carved out of the 

total gross proceeds in value or in kind of 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 

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 o~ division of 

proceeds orders or other contracts. 

(6) For purposes of this section, the following 

definitions apply: 

{a) 11Gross 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) "Nonwork_tng_ ___ _!_rtt_erest gwne_r" means any interest 

owner who does not share in the development and operation 

casts of the lease or unit. (Subsection (l)(d} terminates on 

occurrence of contingency--sec. 7, Ch. 656, L. 1987.)" 

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

RIS-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 ~ehool-distrie~ taxing unit. 

(2) For purposes of the distribution of local 

government severance taxes collected under YS-36-%8% this 

chapter, the department shall determine the unit value of 

oil and gas for each ~ehoo%-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 dis~riet 

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, 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 di~triet taxing unit in 

calendar year 1988 by the number of cubic feet of natural 

gas produced in that ei~triet taxing unit during 1988L 

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 

(4)tattiit; 

(b) ~ay--amottat--aot--ailoeated--to--the--eo~aty--uftde~ 

~Hb~eetioft--t3ttat 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 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 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 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 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 ~ftits--o~-prodaetion-to-obeain-ehe-eax-ya~tte-per 

ttnit-of-p~odtteeion distribution determined for that period 

to obtain an excess or shortage percentage. 

(ii) ~he--tax--val~e--pe~--ttnit--of--prodttetien--mast-be 

mttitipiied-by-the-ttnit~-of-p~odttetion-in-thBt-taxabie-peried 
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in-~aeh-sehooi-e±striet-that-ftad-predttetion-in-that--~er±od, 

and--this--amount--m~st--be--added-to-or-subtraet~d-£rom-the 

distributien--to--eaeh--respeeti¥e---distriet The excess 

percentage must be multiplied by the distribution to each 

~axing unit, and this amount must be added 

distribution to each respective taxing unit. 

to the 

(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 t3ttat l!l to the taxing 

jurisdietions units that levied mills in fiscal year 1990 

against calendar year 1988 production d~rin9-£i~cal-year 

%989 in the same manner that all other property tax proceeds 

were distributed during fiscal- year ~989 1990 in the taxing 

jHri~diction unit, except that no distribution may be made 

to a municipal taxing jtlr-i:~di:eti:on unit. 11 

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

"15-36-121. Exemption from state severance tax 

imposition of local government seve~ance tax. (1) It is the 

public policy of this state to promote a sufficient supply 

of natu~al 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 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 oil well 

is flowing or being pumped or that a gas well has been 

connected to a gathering or distribution system is exempt 

f~om 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%. Everything aver 30,000 cubic feet of 

gas produced is taxed at 1.59\ plus a local government 

severance tax of T~6~5' 8.72\. 
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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 imposed by 15-36-101, @Xe~p~ 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 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 20-9-366, MCA, is amended to read: 

"20-9-366. (Effective July l, 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 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 

ftOfttax 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 nonlevy revenue for the purpose of computing guaranteed 

tax base aid for schools is the amount of "e"~ax nonlevy 

revenue received by a district in the previous yearL 

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 local government severance tax, divided by 

the number of mills levied by the district in the previous 

year, multiplied by l,ooo,--d~•~ded--by--%,999,--w~tb-the 

q~oti~~t-eiviaee-by-the-tota~-ee~~ty-eiementary-ANB-eo~nt-or 

the-tota~-eo~nty-high-$ehoo%-AHB-eo~~t-tt~ed-to-ec~e~~ate-the 

e%ementary-sehooi--di$triet$L--anC--h~~h--sehooi--d~striet$~ 

e~~rent-ye~r-tottndation-pro~ram-emottnt$, 

(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 the taxRhle value of coal gross proceeds 

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

schedule amount. The taxable value of nonlevy revenue for 

the purpose of computing guaranteed tax base aid for schools 

is the amount of nen~ax nonlevy revenue received by a 

district in the previous year, including for fiscal yeaL 

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 local government 

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

district in the previous year, multiplied by 1,000,-d±vided 

by-%,9997 -w~th-the-q~ot~eftt-dt¥tded-by-the-ANB-eottftt-ot--the 

d±s~riet--tt$ed--to--eaie~iaee--~he--d~ee~±e~~e--eur~eftt-yea~ 

£ecndaeion-pro~ram-seheac%e-amo~nt. 

{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 ot 
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the current taxable valuation of all property in the state 

plus the taxable value of oil 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 fteft~ax 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 the elementary school districts' and 

high school districts' current year foundation program 

amounts. The taxable value of nonlevy revenue for the 

12 purpose of computing guaranteed tax base aid for schools is 

13 the amount of nontax nonlevy revenue received by a district 

14 in the previous year, including for fiscal year 1991 the 

15 revenue received in fiscal year 1990 from the net proceeds 

16 taxation of oil and natural gas and including for fiscal 

17 year 1992 and thereafter the local government severance tax, 

18 divided by the number of mills levied by the district in the 

19 previous year, multiplied by 1,000,-diYided-by-t,eee,-with 

20 the-q~etieftt-diYided-by-the-tetai-state-etemefttary-ANB-ee~nt 

21 er-the-tetai-state-high-seheei-ANB-ee~nt-~sed--to--eaie~iate 

22 the--eiement8ry-sehoo~-dis~rie~a•-and-high-~ehoo%-di~erie~a• 

23 e~rreft~-year-£e~ftdatieft-~ro~ram-ame~n~~." 

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

25 [this act] is invalid, all valid parts that are severable 
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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 SBOOOl, as introduced. 

DESCRIPTION OF PROPOSED LEGISLATION: 

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 government 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 guaranteed tax base calculation; and providing an immediate effective data and a retroactive applicability date. 

ASSUMPTIONS: 

l. For purposes of comparing fund information, the total taxable value of all property will be $1,491,091,000 in fiscal year 
199l.(Office of Budget and Program Planning). 

2. Current law Local Government 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. 
5. The proposed legislation adjusts the method of guaranteed 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 to 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. 

I RECTOR 
DATE 5/~tho ~.-./l,f:;;/7,1(./:,t;L_ ~.'.~!£' DATE;.h:></-C,O 

Fisc:•] Note for SBOOOl as introduced 
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Fiscal Note Request SBOOOl 
Form BD-15 page 2 
(continued) 

Revenue Impact: 

Current Law 
Local Gov. Sev. Tax $ 0 

Fund Information: 

University Levy 
School Equalization 

Current Law 
0 
0 

FY90 
Proposed Law 
$ 0 

FY90 
Proposed Law 

0 
0 

EFFECT ON COUNTY OR OTHER LOCAL REVENUES OR EXPENDITURES: 

Difference 
$ 0 

Difference 
0 
0 

Current Law 
$ 27,662,000 

Current Law 
879,000 

6,592,000 

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

FY9l 
Proposed Law 
$ 33,144,000 

FY9l 
Proposed Law 

1,053,000 
7,898,000 

Difference 
$ 5,482,000 

Difference 
174,000 

1,306,000 

S/.9/ 



1989 PRODUCTION-ESTIMATED LGST COUNTY IMPACT 
NO 30 MCF EXEMPTION 

LC-3-89 
MAY 16. 1990 OIL RATE GAS RATES 

••••••••••••••••••• 
REGULAR NON-ROYALTY B. 11% 17.44% 
STRIPPER NON-ROYALTY 4.06% 8.72% 
REGULAR ROYALTY 15.00% 17.90% 
STRIPPER ROYALTY 15.00% 17.90% 

PROPOSED PROPOSED PROPOSED TOTAL PROPOSED 
1989 LGST OIL LGST GAS LGST TOTAL FINAL LGST MINUS 

COUNTY BARR ELLS DISTRIBUTION GAS MCF DISTRIBUTION DISTRIBUTION DISTRIBUTION CURRENT LAW 
••••••••••• ••••••••••• • •••••••••• • •••••••••• ••••••••••• ••••••••••• ••••••••••• • •••••••••• 

BIG HORN 60,732 S28,422 0 so S28,422 S29,568 (S1,147) 
BLAINE 159,324 S146,660 6,985,406 S2,065,007 S2,211,666 S1 ,880,158 S331,508 
CARBON 581.151 S1,076,564 903,376 S262,278 S1,338,842 S1,200,669 S138,173 
CARTER 5,946 $0 0 so so so $0 
CHOUTEAU 0 $0 963,658 $222,307 $222,307 S158,278 S64,030 
CUSTER 0 $0 68,765 $50,895 S50,895 S26,384 $24,511 
DANIELS 2,756 so 0 so so so so 
DAWSON 242,300 S512,412 17,944 $595 S513,007 S465,660 $47,347 
FALLON 4,489,599 $6,581,737 1. 010.626 $259,605 $6,841,342 $6,100,626 $740,716 
FERGUS 0 so 39,730 $10,665 $10,665 $10,644 $21 
GARFIELD 40,650 $57. 190 0 so $57,190 S53,019 $4. 171 
GLACIER 947,925 $1,614,187 2,878,041 $835,639 $2,449,826 $1,908,307 $541.519 
GOLDEN VALLEY 3,704 $548 47,500 $10,502 $11,050 $9,359 $1.691 
HILL 1. 241 S998 4,234,994 S1. 7B4,64B $1,785,646 $1 ,5B2,344 $203,302 
LIBERTY 183,249 $346,555 1. 755,061 S350,265 $696,B20 S467,218 $229,601 
MCCONE 44,01 1 S99,569 0 so $99,569 S90,214 S9,354 
MUSSELSHELL 600,253 $953,163 0 so $953,163 $877,669 $75,494 
PETROLEUM 61,593 S101,996 D so $101,996 $93,706 $8,289 
PHILLIPS 0 $0 5,371,046 $1,702,075 $1,702,075 $410,600 S1 ,291,475 
PONDER A 251,557 $480,948 361,064 $60,945 $541,892 $448,451 $93,441 
POWDER RIVER 661,445 $1.122,577 0 so $1.122,577 $1,030,012 $92.565 
PRAIRIE 53,540 $48,936 190 $55 $48,991 $46,857 S2. 134 
RICHLAND 2,694,375 $3,440,953 1,151,357 $102,000 $3,542.953 $3,254,948 $288,005 
ROOSEVELT 1,419,430 S2,370,610 383.856 $22,140 $2,392,750 S2,184,629 $208, 121 
ROSEBUD 533,156 S313,B28 0 so $313,82B $315,391 ($1 ,563) 
SHERIDAN 1,984,2B5 $2.849,645 669,273 $53.921 $2,903,566 $2,662,781 $240,786 
STILLWATER 0 $0 295.575 $104,395 $104,395 $45,827 $58,567 
TETON 1 11 ,675 $131,403 55,408 $1 • 231 $132,634 $123,325 $9,309 
TOOLE 584,052 $654,357 5,022,346 $918. 160 $1,572,517 $1,010,020 $562,497 
VALLEY 294,874 $129,989 366,388 $152,0B7 $282.077 $141,273 $140,B03 
WIBAUX 899,469 $1,031,921 42,061 S9,052 s 1. 040.973 $969,989 $70,9B4 
YELLOWSTONE 42,081 $70,594 0 so $70,594 $64,564 $6,030 

••••••••••• ••••••••••• • •••••••••• • •••••••••• ••••••••••• ••••••••••• • •••••••••• 
16,954,373 $24,165,759 32,623,665 $8,978.466 $33,144,225 $27,662,491 $5.481.735 

... 

561 
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APPROVED BY COMMITTEE 
ON TAXATION AS AI£NDED 

SENATE BILL NO. 1 

INTRODUCED BY GAGE 

A BILL FOR AN ACT ENTITLED: "AN ACT REY%SfNS--9fb--ANB 

NA~~RAb-SAS-b8€Ab-69VERNMEN~-SEYBRAN€E-~AX-RA~ES;-fMP9SfH6-A 

RBYEH~E--NE~~RAb--bBEAb--69YERNMEH~--SEYERAN€B--TAK--RATE-9N 

N9NW9RKfNS--f~EREST--BWNERS--9P---9fb---ANB---HAT~RAb---6AS 

PR9BB€Tf9N; 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 ONDER CERTAIN CONDITIONS; 

CLARIFYING THE APPLICATION OF THE LOCAL GOVERNMENT SEVERANCE 

TAX TO NATURAL GAS STRIPPER WELLS; €bARlP~lNS-THE-b8€Ab 

69YERHMENT-SEYERAN€E-TAM-9N-9lb-9TRfPPBR--WEbb9; 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 BASE; 

AMENDING SECTIONS 15-36-1&17 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: 

S~ee~en-l~--s~ee~en-15-36-1&1,-MeA,-is-am@nd@d-ee-r~ad~ 

----•iS-36-%91.--e~Einit~ens--and--rate--o£--tax -----state 
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severaftee---te:x -----loeal--goverftmeftt--severanee--tax 

aesessment-o£-nenworkinq-interest-owner------exempt~enT--tlt 

Bvery--persen--en~ag~ng--in--or--carrying-on-tfte-bHsiness-of 

producinq-petrolettm,-other-mineral-or-er~de-oilT-or--na~~ra% 

ges-·-within--this--staee--o~--e~gaging-~ft-er-earrying-on-~he 

h~siness--o£--owninqy--eontroll~ng,--managingT--i~asing,--or 

eperating-within-this-stat~-any-weil-or-weils-from-whieh-any 

aerehantable-or-marketabie-peereie~mr-other-mineral-er-er~de 

oiir-or-natttral-gas-is-extraeeed-or-prod~eed su££ieient--in 

q~an~ity--to--jueti£y--the-mar~eting-of-the-same-must shall7 

exeept-as-provided-in-15-36-lilt-each-year-vhen--engaged--in 

or--ca~~ying--on--the--business--in--this--s~ate--pay-to-the 

department--or--revenue--a state seve~anee--tax--for---ehe 

exeiusive--uee--and--beneEit--o£-the-stete-o£-Montane-plus-a 

loeal-government-severanee-tax-in--lieu--o£--a--tax--on--net 

proeeeds---£er--the--exeiusive--use--and--benefit--e£--ioeal 

government~ ~he Exeept-as-provided-in--subseetion--t3t,--the 

state severanee--tax-and-the-loeai-government-severane~-eax 

are eemp~ted-at-the-fellowing-rae@s ~s-feiiows~ 

----tat--exeepe-as-previded-ift-subseetiefts--t1ttbt,--t1ttet, 

aftd t1ttdt, and-t1ttet,-a 5t-o£ state-severance-tax-oft th@ 

to~a~-groas taxable va%tte-o£-a%i--the--petro%e~m--aad--other 

mine~ai--or-e~~de-oii-p~od~eed-by-the-pe~son7-plH~-the-%eeal 

governmen~-seve~anee-ta~-o£ 8o., 8~ii% on prodHetiOft the 

gros~--taxab~e--valHe-of-eii-the-petrolettm-and-other-mifterai 
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er-er~d~-oii-prod~eed--by--tfte--per~on ether--than--interim 

predHetien--and-nev-prodttetien,-from-eaeh-iease-er-Hnit;-bttt 

in-determining-~he-amettnt-of the--state severanee--tax and 

ioea%--government-se¥eranee-tax,-tftere-mttst-be-exe%Hded-from 

eonsideration-aii-petroie~m-or-other-erHde--or--minerai--oii 

prodHeed---and--Hsed--hy--the--person--dHring--the--year--in 

eonneetion--vith--his---operations---in---prospeeting---£orr 

developing,--and-prodtteing-the-petro%eHm-or-er~de-or-mineral 

oil; 

----tbt--~ i765t e£ s~a~e-seYeranee-~ax-en ~he--~e~a%--gress 

~axabie YaiHe--o£--a%1--na~Hrai-gas-preeHeee by-~he-persOft7 

piHs-~he-ieeai-gevernmen~-seYeranee-~ax-ef %57i5t iT744t en 

the--tota%-gross-taxabie-va%He-of-aii net~ra%-ga~ prod~etion 

prod~eed-by-th~-p~~sen ether-than-interim-prod~eticn-or--new 

prod~etion,--£~om-eaeh-i~a~e-or-unit;-but-in-determining-the 

ame~nt-o£ the-sta~e severenee-tax and-the--:oeal--govern •. ~ 

severanee-tax,-ther~-must-be-exelttded-trom-eonsiderstion-a%1 

gas--produeed--and--u~ed--by--the--person-during-the-year-in 

eonneetion--w±th--his---operations---in---prospeeting---forr 

developing,--and--prodtteing-the-gas-or-petroleum-or-erttde-or 

mineral--oil;--and--there--must--also---be---exeluded---from 

eonsiderat±on---all---gas,--inelud±ng--earbon--dioxide--gasr 

reeyeled-o~-reinjeeted-in~o-the-grottnd; 

----tet--~ i~5% of state-severanee-tax-on the--totsl--gro~s 

taxable value-of-the-ineremental-petroleum-and-other-mineral 
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or--erude--oil--produeed by--tfte--person,--plus--the--ioeai 

go•erftment--severanee--tax--o£ 4ei' 4o96\ en prodttetien ~he 

tota%-gross-taxae%e-va~~~-of-~he-ineremen~al--petro~eum--and 

otfter-min~~ai-er-er~de-ei±-prod~e~d-by-the-persen ethe~-than 

interim--pred~etion--and--new-produetien,-frem-eaeh-±ease-or 

~nit-in-a-tertiary-reeo•ery-pro;eet-after-0Hly-r7-l985~--Por 

p~rpos~s--e£--this-seetien7-a-tertiary-reeevery-projeet-mHst 

meet-the-£elicwing-requirements~ 

----tit--~he-prejee~-mHs~-be-approved-as-a-~er~iary-reeevery 

pro;ee~-by-~he-deper~men~-oe-revenHe7-The--apprevai--may--be 

extended--on±y--a£ter--notiee-and-hearing-in-aeeordanee-with 

Ti~ie-iT-ehap~er-4• 

----tiit-~he-proper~r-~e-be-affee~ee-by-the-projee~-mHs~--be 

adequateiy---delineated---aeeording--te--the--speeifieations 

reqHiree-br-~he-eepar~meft~7-afte 

----tiiit-the-projeet-must-involve-the-app±ieation-e£-one-or 

more--tertiary--recovery--methods--that--ean--reasonably--be 

expeeted--te--resu%t--in--an--inerease7 --determined--by--the 

department-to-be-signifieant-in-iight-o£-aii-the--faets--and 

eireumstanees;---in--the--amoHnt--o£--crude--oil--which--may 

potentially-be-recevered~-Por the-purpose p~rposes of--this 

seetion,--tertiary--recovery--methods--ineittde--bnt--are-not 

iimited-te~ 

----tAt--mi~eibie-f%Hie-ei~piaeemen~7 

----tBt--st~am-dr~v~-injee~ion; 
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----tet--mieeliarfem~ision-fieeding; 

----tBt--in-sit~-eombast%on; 

----tEt--~eiymer-att~meneed-water-£ieed±ng~ 

----tPt--eyeiie-st~am-±n;eeeien; 

----tSt--aikaline-e~-ea~stie-flooding; 

----tHt--earbon-dioxide-weter-£loodinq; 

----tYt--immi~eibie-earben-dioxide-displaeement;-or 

----tat--any-eeher-meehed-ap~reved-by-the--de~artment--as--a 

tert~ary-reeovery-method. 

----tdt--exeepe--as--~revided-in-%5-36-i~it~t• ~ 3% e£ ~ 

severanee-tax-en the-total-gross taxable val~e--o£--ali--the 

~etrolettm-and-other-minerai-or-er~de-oil prodaet±on prodtteed 

by--the--person arter--the--first-5-barrelsr-pl~s-the-leeal 

qovernment-severanee-tax-o£-4.i%--on--all--prodttction--other 

than-interim-prodaetion-and-new-prodttetion,-produeed-by £rom 

a-s~ripp~r-we%%,-as-defined-~ft-%5-36-%%%;-~ftat-prea~ees-mere 

~han--5--barr~~s--a-day-du~ing-the-~riod-beginning-Apri%-!, 

l999,-and-ending-Mareh-3i,-!99loL 

tet--a-4~96%-loeai-qovernment-severanee-tax-on-the-total 

gro~s-taxable-valtte-o£-all-petroleum-and--other--m±neral--or 

erude--oil-prodtteed-by-the-person-other-than-interim-and-new 

prodttetion-prodtteed--by--a--str±pper--wel%r--as--defined--±n 

i5-36-%~i7 

trt--Por-pttr~ose~-of-tfti~-eeetionr-tfte-term-Uineremental 

peerole~m--end--other-mineral-or-crttde-oilU-mean~-the-amount 

-5- SB 1 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

SB 0001/02 

o£-oil,-as-determined-by-tfte-department-of-reventter-~o-be-in 

exeess-of-what-wo~ld--have--been--prodtteed--by--primary--and 

seeondary--methode.--~he--determination--arrived--at--by-the 

depar~ment-muet-be-made-on~y-after-not±ee--and--hearing--and 

ehail--spee±£y--throH9h--the--l±£e--of--a--tertiary-pro;eet, 

ealendar-year-by--ealendar--year,--the--eombined--amount--of 

~rimary--and--eeeo~dary--prod~etien--that--m~s~--be--~sed-~o 

ee~ablish-~he-ineremental-prod~etioft-from-eaeh-leaee-or-~~±e 

in-a-tertiary-reeovery-projeet. 

t3]--tat-A-%oeai-goyernmen~-ee~erenee-tax-is-imposed--on 

the--groe~--val~e--paid--in-eash-or-apportiened-in-kind-to-a 

nonwor~ing-intereet-owner-by-the--opera~or--er--prod~eer--of 

extraeted--marketable-petrolettmr-other-m±neral-or-erude-oi%7 

or-nat~ral-gas-s~b;ect-to-ioeal-goverftment--~everanee--taxee 

±mpo~ed--~nder--thie-ehapter.-~he-loea%-gowernment-severanee 

tax--on--nonvor~inq--±nterest--ovners--ie--eomp~ted--at--the 

following-ra~es~ 

----ti]--15%-on-the-gross-valtte-paid-in-eash-or--appertioned 

in--kind--to--a-~onvor~ing-interest-owner-by-~he-operator-or 

p~odtlee~-o~-extraeted-marketabie-petrolettm-and-other-mineral 

or-ertide-oil; 

----tiit-17•9%--on--the--gross--vai~e--paid---±n---eash---or 

apportioned--in--~ind--to-a-nonwor~ing-interest-owner-by-the 

operator-or-prod~eer-o£-extraeted-or-marketable-natdral-gaso 

----tbt--~ne--amotl~t~--paid--or--apportio"ed--in---kiftd---to 
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nonvor~inq---%nterest--owners--are--exempt--£rom--the--ioeal 

goverftment-severance-taxes-imposed--under--l5-36-lilt3t--and 

f4t--and--ander--sabseetions--ttttat--throaqh-ttttet-of-this 

eeetton~ 

t3t±!l--Nothin9--in--this--part--may--be--construed---as 

requir±nq--laborers--or--employees--hired-or-empioyed-by-a~y 

person-to-drill-any-oil or-natural-gas well-or-to-work-±n-or 

about-any-oil or-natural-gas well-or-prospect-or-explore-for 

or-do-any-worK-£or-the-purpose-oe-develop±ng-any--~etroiettmL 

or other--mineral--or--crude-o±l,-or-naturai-gas to-pay-the 

severance-tax,-nor-may-work-done-or-the-drillin~-oE--a--well 

or--wells--for--the--p~rpose-o£-prospecting-or-exp~oring-fo~ 

peeroiettmL or other-mineral-or-cr~de oil~ oi%y--or--ftot~ro% 

~ or--for-the-purpose-of-developing-them-be-eon~~dered-to 

be-ehe-engaging-in-or-eerrying-on-of-the--businesso--f£7 --in 

~he-doing-of-eny-work 7 -in-ehe-drilling-of-any-oil or-na~ural 

~ well 7 -or-in-prospeeting,-exploring,-or-development-workr 

eny--merehanteble--or-marke~abie-petroleumz or other-minerai 

er-erude-oilr-or-natural--ges in--exeess--of--the--quentity 

reqttired--by--ehe--person--for--earryin9-on-the-operation-is 

produeed-su££ieient-in-quantity-to-;ustify-the-marketing--of 

the--petroieumy or other--mineral-or-crude-oily or-natural 

gas 7 the--work,--driliing,---prospeeting,---exploring,---or 

development--work--is--eonsidered--t~-be-the-engaging-in-and 

earrying-on-oE-the-business-o£-produein9-petroleumz or other 
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mineral-or-erude-oilr--or--net~ral--ge~ within--thie--sta~e 

within-the-meaninq-of-this-seetiene 

t4tf21--B•~ry--p~rsoft-r~q~ired-te-pay-the state-er-ie~ai 

governmen~ severanee-eex-~nder-tftis-seetion--sha%%--pay--~fte 

tax--±n-E~~%-~or-hi~-ewn-aeeeune-and-£or-the-aeeoune-e£-eeek 

o£-tfte-other-owner-or-ownere-ef-the-9ross-p~oeeede-in--vaYtte 

or--in-kind-ef-eii-th~-marketable-petroieum-or-ether-minera% 

or--er~de--oil--or--natttrai--~as--eKtracted--and---produeed7 

ineladin~--owner--or--owners--of--working--interest,-royaity 

interestr--oyerriding--royaity--interest,--earried---working 

interest,--net--proeeeds--interest,-preduetion-payments7-and 

a%1-other-intere~t-or-intere~t~-owned-or-earved-out--o£--the 

total--gross--proeeeds--in-vaitte-or-in-kin~-o£-the-extraeted 

m8rketable-petroleum--or--other--mineral--or--erude--o±l--or 

natttr8l-gas,-exeept-that-any-of-the-intere~ts-that-are-owned 

by--the-£eder8i,-stater-eountyy-or-mttnieipai-governments-are 

exempt-from-taxation-under-thi~--ehaptere--Bnle~s--otherwise 

provided--in--a-eontraet-or-lease7 -the-pro-raea-share-o£-any 

royalty--owner--or--owners--wili--be---dedtte~~d---from---any 

settiemenes--nnder--the--iease--or--%~as~s--or--divieton--of 

proeeede-erders-or-other-eontraetse 

t6t--Por---pnrposes---of--this--seeeien,--ehe--fo~loving 

definitions-apply~ 

----tat--~s~oss-~exabie-value4-means-the-gross-va%ue-of--the 

produ~~-ee-de~e~~ined-in-l5-36-i63-%ess-ene-gross-vaine-paid 
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in--eash--er--appo~t~oned--in--~ind-~o-a-nenwor~ing-interest 

ewner-by-~h~-operator-or-prodaeer--o£--extraet~d--mar~etab~e 

pet~oieHm1-other-minera±-er-er~~e-ei%T-or-natttral-qas. 

----tbt--uNonworkinq--intere~t--ewnern--mean~--any--interest 

owner--who--does--not-share-in-the-development-and-operation 

eoste-o£-the-iea~e-or-HnitT tSHbseetion-tlttdt-terminatee-on 

occtlrrenee-o£-contingeney--eeeo-~T-eho-656,-bo-l981ot 4 

Section 1. 

"15-36-112. 

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

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 sehool-dis~riet taxing unit. 

(2) For purposes of the distribution of local 

government severance taxes collected under iS-36-iOl this 

chapter, the department shall determine the unit value of 

oil and gas for each sehoo%-distriet taxing unit as follows: 

(a) The unit value for petroleum and other mineral or 

crude oil for each fti~e~iet 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 unit in calendar year 1988 by the number of barrels 

of petroleum or other mineral or crude oil produced in that 

dist~iet taxing unit during 1988, excluding new and interim 

~reduction. 
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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 distriee taxing unit in 

calendar year 1988 by the number of cubic feet of natural 

gas produced in that di~~riet taxing unit during 1988L 

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 

(4)tsttiit; 

(b) Any--amottne--no~--aileeft~ed--te--~he--eo~nty--ttnder 

~ttb~ee~~oft--t3ttat 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 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: 
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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 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 

calcu~te 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 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 nnit~--oE-p~odtteeion-~o-ob~ain-~h~-tax-valtt~-pe~ 

ttnit-oE-prodttet±oft distribution determined for that period 

to obtain an excess or shortage percentage. 

(ii) Th~--tax--vBltte--p~r--ttnit--of--p~odttetion--mtt~t-he 

mttltiplied-by-the-ttnit~-of-prodttetion-in-that-taxabl~-period 
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in-eaeh-sehool-distriet-tha~-ftad-prodHetion-in-tftat--period, 

and--this--amottnt--must--be--added-to-er-s~btraeted-from-the 

distribtttion--to--eaeh--re~peetive---di~triet 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 t3ttst l!l to the taxing 

ittri~dietion~ units that levied mills in fiscal year 1990 

against calendar year 1988 production dtt~ing-fi~eai-yea~ 

i989 in the same manner that all other property tax proceeds 

were distributed during fiscal year 1989 1990 in the taxing 

;~ri~dietion unit, except that no distribution may be made 

to a municipal taxing jttri!!ldietion unit." 

Section 2. Section 15-36-121, MCA, is amended to read: 

"lS-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 
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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 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, 

provid~d the notification was made after March 31, ~987, 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 8oT%t 7.625\. Everything over 30,000 cubic 

feet of gas produced is taxed at 1.59\ plus a local 

government severance tax of 7•6~5% 8.7~% 7.625%. ----- ------
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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 imposed by 15-36-101, eKeept but not from the 

local government severance tax. 

(5) For the purposes of this section, "stripper well 1
' 

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 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 

through (4), all repcrting 

provisions of subsections (2) 

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 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 oil and gas net proceeds determined under 

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

nontex 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 nonlevy revenue for the purpose of computing guaranteed 

tax base aid for schools is the amount of noneax nonlevy 

revenue received by a district in the previous yearL 

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 local government severance tax, divided by 

the number of mills levied by the district in the previous 

year, multiplied by l,OOO,--diviO~d--by--i,999,--with-the 

qtlo~i~~t-divided-by-~h~-~otel-eotl~~y-~i~meftte~y-ANB-eoH~t-or 

~n~-~o~a±-eoH~ty-hi9h-sehooi-ANB-eoH~~-Hsed-te-ealetllet~-the 

eleme~~a~y-eehooi--dist~iete~--a~d--high--eehool--diet~iete~ 

eHrre~t-year-£ott~datien-p~o9ram-amoH~te. 

(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) a~d FOR PRODUCTION OCCURRING AFTER MARCH 31, 
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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 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 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 local government 

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

district in the previous year, multiplied by 1,000,--d±vid~d 

by--~7eee7-with-the-q~otie~t-ei¥ieee-by-the-~NB-eo~~t-o£-the 

di~eriet-H~ed--to--eaieHiate--the--distriet~~--e~rren~--yee~ 

£ottndation-program-~ehedHle-amottnt. 

(3) "Guaranteed overschedule general fund budget 11 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 1 S foundation program amount, and which 

excess is authorized under the provisions of 20-9-145 and 

20-9-353. 
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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 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 coal gross 

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

value of ftOftt~x 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 

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 non~ax nonlevy 

16 revenue received by a district in the previous yearL 

17 including for fiscal year 1991 the revenue received in 

18 fiscal year 1990 from the net proceeds taxation of oil and 

19 natural gas and including for fiscal year 1992 and 

20 thereafter the local government severance tax, divided by 

21 the number of mills levied by the district in the previous 

22 year, multiplied by l,Ooo,--di~ided--by--i7&&&7--with-the 

23 ~tto~±ent-div±ded-by-~he-~o~ai-s~a~e-e±emen~ary-ANB-eettnt--or 

24 ~he--totai-~tate-h~gh-~eheo%-ANB-eeHnt-~sed·-~o-eeiettiete-the 

25 e±emen~a~y-~ehool--dis~riets~--and--h±~h--school--di~triets~ 
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ettrrent-year-£ottndation-pro~ram-amo~n~s." 

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 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 5. Effective date. [This act) is 

effective on passage and approval. 

NEW SECTION. Section 6. Retroactive applicability. 

[Seetto~~-%-~nd-3 SECTION 2) ~ppry APPLIES 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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SENATE BILL NO, 1 

INTRODUCED BY GAGE 

A BILL FOR AN ACT ENTITLED: "AN ACT RHY~BfNG--9%&--ANB 

NA~SRAb-BAB-&eeAb-G6YHRNMBNf-BBYHRANeB-~AH-RA~ESr-iMP9SfN8-A 

RBYENBH--NHB~RAb--&eeAb--G6YBRNMEN~--SHYBRANeH--~AK--RA~H-6N 

N6NW6RKtNS--fN~HRBS~--ewNBRB--6P---6fb---ANB---NA~BRAb---GAB 

PR6BSB~i6Nr 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 YEAH 

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 

GOVERNMENT SEVERANCE TAX TO NATURAL GAS STRIPPER WELLS; 

BbARiP¥iNG---~HB--beeA&--89YBRNMHN!--SBYHRANeH--~AK--6N--6fb 

S~RfPPBR-WBbbSr 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 

GUARANTEED TAX BASE CALCULATION; CLARIFYING THE DEFINITION 

OF THE GUARANTEED TAX BASE; AMENDING SECTIONS %5-36-%8%7 

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: 

Seet%on-%T--Seetion-%5-36-%8%T-MeA7-is-amended-to-read~ 

----U%S-36-%8%T--Be£initions---and--rate--o£--tax ----state 

severane~--~ax ----ioea%--goverftMen~---severanee---tax 

assessment--er--nonvor~ing--interest-evner----exempt~onT-t%t 

B¥ery-person-engagin9-in-or--earry~n~--on--the--b~siness--e£ 

prod~eing--petroleum,-other-aineral-or-erude-oi~T-or-natural 

gas-vithin-eh±s-state-or-engaging--in--or--earrying--en--~fte 

bHsiness--o£--own±ngT--een~relling7--managingT--%easing,--er 

epera~ing-w±thin-this-s~ate-any-wel%-or-we%%s-!rom-whieh-any 

merchantable-or-merk~tabie-petroleumr-other-min~ral-or-erude 

oilr--or--naturai-gas-is-extracted-or-prod~eed s~ffieien~-in 

qttantity-to-;ueti£y-t~e-marketing-of-t~e--same--must shat% 7 

exeept--as--previded-in-15-36-ii%7 -eaeh-year-when-engaged-in 

or-carrying-on--the--business--in--this--state--pay--to--the 

department---o£--revenHe--a state severance--tax--for--the 

exelHsive-use-and-bene£it-o£-the-state--o£--Montana--plus--a 

local--go•ernment--severanee--tax--in--%ieH--o£-a-tax-on-net 

proeeeds--for--t~e--exelttsiye--ttse--an~--befte£it--o£---loea% 

gover~entT ~he Bxcept--as-provided-in-sHbseetion-t3tt-the 

state severanee-ta~-and-the-iocal-government--severanee--tax 

are eom~~ted-at-the-folloving-rates as-fo%lows~ 

----tat--exeept--as--provide~-in-sttbseetions-ttttbt,-ttttet• 
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and t%ttdt7 and-tlttet7-a s•-ef state-seYeranee-tax--en the 

total--gross taxable Yal~e--ef-all-the-petrole~m-and-ether 

min~ra~-er-er~ae-eii-produeed-by-~he-perse~,-piu~-th~--loea± 

~e¥erftMent--severenee--tax--ef a •• , 8.%%% en proa~etion ~he 

gross-taxabie-valne-of-all-the-petreiettm-an~--other--minera± 

or--erttde--o~l--produeed--by--the--person other-than-interim 

produetion-and-nev-produetion7-!rom-eaeh-lease-or-nnit;--bnt 

in--determ±ning--the--amo~nt--oE the-state severance-tax and 

±oeal-government-severanee-tax,-there-m~st-be-exelttded--from 

eonsideration--all--petroleum--or-otfter-erude-or-mtnera%-oil 

produeed--and--nsed--by--the--person--dnrin~--the--year---in 

ee"neetien---with---hie---op~rations---in--prospeeting--for, 

developing,-and-~rodueing-~h~-pe~roleum-or-er~de-er--min~ra% 

oil~ 

----tbt--~ i•65i of state-severanee-tax-on the-total-gross 

taxabie value-of-all-natural-gas--predueed er--the--person7 

plus--the-loeai-government-severanee-tax-o£ i5•i5i ±i•44' en 

the-tetal-gress-taxable-val~e-o£-all nat~ral-gas prod~etien 

produecd--hy-the-~ereon other-than-interim-produetien-er-new 

produetion,-from-eaeh-lease-or-unit~-hut-in-determining--the 

amount--or the-state severanee-tax and-the-loeal-qovernment 

severance-tax1 -there-must-he-exe%uaed-£rom-consideration-all 

gas-prod~eed-and-used-hy--the--person--during--the--year--in 

eonneetion---with---his---operations---in--~~oepeeting--Eor, 

developing,-and-producing-the-gas-or-petroleum-or--er~de--or 
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mineral---oil;---and---there--m~st--also--be--eKe%~ded--frem 

eonsideration--all--gas1--ineluding--earbon---dio~ide---gas, 

reeyeled-or-reinjeeted-into-the-ground~ 

----tet--~ ~.s, o£ state-severanee-~ax-on the-total-gross 

taxable va~tle-of-the-inereme~tai-pet~eletlm-and-othe~-mineral 

or--eruee--ei%--pred~eed hy--the--perseft,--pitls--the--loeai 

ge¥ernment-seYeranee-taK-eE 4•i% 4.96% on produet~en the 

~o~ai--gross--~axahle-valtle-o£-the-ineremental-petroieHm-and 

ether-mineral-or-erude-oil-p~odueed-by-the-person ether-than 

interim-prod~eeion-and-n~w-produetion,-£rom--eaeh--%ease--or 

unit--in-a-tertiary-reeevery-prejeet-a£ter-d~ly-%,-%98So-Por 

purposes-o£-~his-seetion7-a-tertiary-reeevery--projeet--must 

meet-the-fellow~ng-req~iremeftts~ 

----tit--the-projeet-must-be-approved-as-a-tertiary-reeovery 

pro;eet--by--the--department-o£-revenueo-The-approval-may-be 

extended-enly-after-netiee-and-hearing--in--aeeordanee--with 

~itle-i,-ehapter-4• 

----tiit-the--property-to-be-affeeted-by-the-pro;eet-must-be 

adequately--deiineated--aeeerding--to---the---speeifieationJ 

required-by-the-department7-and 

----t~iit-the-pro;eet-m~st-invol¥e-the-applieatien-eE-one-or 

more--tertiary--reeovery--methods--that--ean--reasonahly--be 

expeeted--to--resuit--in--an--inereaser--determined--by--the 

department--to--be-signifieant-in-light-of-all-the-faets-and 

eireumstanee~,--in--the--amount--o£--ertlde--oil--whieh---may 

-4- SB 1 
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er-er~d~-e~i; 

----tiit-lTT9t---on---the---groes--Yolae--poid--in--eoeh--or 

apportio~ed-in-kind-to-a-noftwe~~inq-inte~est--owner--by--the 

eperator-or-prod~eer-of-ex~~ae~~d-or-mer~etable-nat~ra2-gas. 

----tbt--~ne---emounts---pe~d--or--apportioned--in--k±nd--to 

nonworkinq--interest--owners--are--exempt--from--the---loea± 

government--eeveranee--taxes--imposed-~nder-l5-36-%i±t3t-and 

t4t-ond-bnder-eabseet±ons--tlttot--throbgh--tlttet--oE--thie 

seetion~ 

t3ti!i--Nothing---in--thie--port--moy--be--eonstraed--oe 

reqttiring-iaborers-or-~mployees-hired--or--employed--by--any 

person-to-driil-any-oi% or-ftatttral-gas well-or-to-work-in-or 

abotlt-any-oi! er-natttra%-gas well-or-prospeet-or-exp%ore-for 

or--do-any-wor~-rer-the-purpo~~-o£-developing-any-petroleHmL 

e~ ether-mineral-cr-erude-oi~,-or-naturel--ges to--pay--the 

severanee--tax,--nor-may-wo~k-dene-or-the-driliing-of-a-we%1 

or-weiis-£or-e"e-~Hrpeee-o£--~rospeeting--or--expioring--Eor 

pet~ole~mL or ether·-minerai-or-erHde oile oii,-or-nat~rai 

~ or-for-the-pHrpose-oE-deveioping-them-be--eon~idered--to 

be--the--engaging--in-or-earrying-on-o£-the-bdsiness.-fE,-in 

~he-doing-o£-any-worK7 -in-the-driliing-o£-any-oii or-naettral 

~ veii1-or-in-prospeeting,-explering,-or-deveiopment-vor~, 

any-merchantable-or-marketable-petroiedmi or ether--mineral 

or--erHde--otlT--or--netttral--gas in-exees3-o£-the-qHanti~y 

required-by-the-person-£or--earry~ng--on--the--operation--is 
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prodaeed--snfEieieftt-in-qbantiey-to-;astify-the-marketiftg-of 

the-petroieHmL or other-minerei-or--erHde--oii7 er--nat~ra% 

gas, ~he---werk,---dri%%ing7--prespeeting,--explering.,--or 

deveiopmen~-wor~-is-eensider~d-~e-ee--the--engaging--in--and 

earrying-en-e£-th~-e~siness-oE-prodtteing-pe~roieumL or o~her 

minera%--er--erHde--oi%7--or--natura~--gas within-thie-s~a~e 

within-~he-m~aning-o£-this-seetion~ 

t4tfit--Byery-person-reqaired-to-poy-the eeote-or--ioeoi 

government severanee--tax--~nder-this-seetien-shaii-pay-the 

~ax-in-£uil-£or-his-ewn-aeceHnt-and-Eor-the-aeeoHnt-o£--eaeh 

o£--the-other-ewner-er-ewners-o£-the-gros~-proceeds-in-vai~e 

or-in-ltirtd.-eE-al=%-the-m.e:rket:able-petro-lettm-er-ether.--mineral 

or---crHde--oi%--or--naturai--gas--extraeted--and--prodtteed., 

ineiHdin9-owner--or--owners--o~--wor~ing--intere~t,--royaity 

interest.,---overriding--royaity--interest,--carried--working 

interest.,-net-proceeds-inter~st.,--product:ion--payments.,--and 

ail--other--interes~-or-interests-owned-or-earved-ettt-o!-the 

to~ai-qross-proeeeds-in-valHe-or-in-~ind--eE--the--extraeted 

marltetable--petreieum--or--other--mirterai--or--erHde--oil-or 

natttral-gas7-exeept-that-any-oE-the-interests-that-are-owned 

by-the-Eederal7 -state7 -eeunty,-or-murticipai-governments--are 

exem~t--!rom--taxatiort--Hnder-this-ehapter~-Hnle~~-oeherwis~ 

previded-in-a-eontraet-or-!ease;-the-pro-raea-share--o£--any 

roya%ey---owner---or---owners--will--b~--dedueted--Erom--any 

settiements--~nder--the--iease--or--ieases--or--divieion--of 
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preeeede-orders-or-other-eoft~rae~e. 

t6t--Por--purposes--of--~his--see~ion,---~he---£oiiowing 

def~ni~ions-appiy~ 

----tat--usross--te~ab~e-val~eB-means-the-gross-va~He-o£-tfte 

prod~et-as-determinea-in-±5-36-%93-less-the-gross-valtte-paid 

in-eash-or-apporttoned-in--kind--to--a--nonworking--interest 

owner--by--the--operator-or-prodtteer-o~-extraeted-marketabie 

petroiettmT-other-minerai-or-erttde-oi%7-or-nat~ral-gas. 

----te;--uNonwor~inq--interest--ownertt--means--any--interest 

owner-who-does-not-share-in-the--development--and--operation 

eo~te-o£-the-iease-or-ttnitT tSttbseetion-tittdt-termiaates-on 

oeettrrenee-o£-eontin~eney--see~-~,-ea.-656,-bo-i98~~tu 

SECTION l. 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 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 euffieiene-~n 

quantity-to-;~~eify-the-marketing-of-the--~ame--mttst 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 use and benefit of local 

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

state severance tax and the local government severance tax 

are eomp~~ed-at-the-£o%%ew~ftg-ra~ee as follows: 

(a) except as provided in subsections (l)(b), (l)(c), 

and (l)(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 pree~et~oft the gross 

taxable value of all the pe.troleum 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) ~ 2.65% o£ state severance tax on the total gross 

taxable value of all natural gas produced by the person, 
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plus the local government severance tax of 15.25% on the 

total gross taxable value of all natural gas preCuetien 

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) ~ 2.5\ oE 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 prod~eeien 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 sectionr 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 2r 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 

circumstances, in the amount of crude oil 

facts 

which 

of 

and 

may 

this poten.tially be recovered .. For the-p~rpes~ purposes 

section, tertiary recovery methods include but are not 

limited to: 

(A) miscible fluid displacement; 

(B) steam drive injection; 

(C) micellar/emulsion flooding; 

(D) in situ combustion; 

(E) polymer augmented water flooding; 

(F) cyclic steam injection; 

(G) alkaline or caustic flooding; 

(H) carbon dioxide water flooding; 

(I) immiscible carbon 9ioxide displacement; or 

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

tertiary recovery method. 

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

sev~rance tax on the total gross taxable value of all the 

-12- SB 1 
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petroleum and other mineral or crude oil pree~et~eft produced 

by the person after the first 5 barrelsT-pi~~-the-iee8% 

gevernmeftt-sewerance-tax-oE-4eit--on--a%%--p~ed~et±on--etfter 

~heft-interim-prodnction-and-new-prodttet~on,-~rod~eed-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, 199l~L 

(e) a 4.2\ 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 11 means the amount 

of oil, as determined by the department of revenue, to be in 

excess of what would have been produced by primary and 

secondary methods. The determination arrived at by the 

department must be made only after notice and hearing and 

shall specify through the life of a tertiary project, 

calendar year by calendar year, the combined amount of 

primary and secondary production that must be used to 

establish the incremental production from each lease or unit 

in a tertiary recovery project. 

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

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

-13- SB 1 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

SB 0001/03 

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 at the 

following rates: 

(iJ 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 oil; 

(ii] 15.~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. 

t3ti!l 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 petroleurnL 

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

severance tax, nor may work done or the drilling of a well 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

SB 0001/03 

or wells for the purpose of prospecting or exploring for 

petroleum.!.. er other mineral or crude eils oil, or natural 

~ 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 

~well, or in prospecting, exploring, or development work, 

any merchantable or marketable petroleumL 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.!.. 

~ the work, 

development work 

er other mineral or crude oil, or natural 

drilling, prospecting, exploring, or 

is considered to be the engaging in and 

carrying on of the business of producing pet~oleumL er other 

mineral or crude oil, or natural gas within this state 

within the meaning of this section. 

t4t~ 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 

including 

oil or natural 

owner or owners 

gas 

of 

extracted and produced, 

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 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. 

(6) For purposes of this section, the following 

definitions apply: 

{a) ••aross taxable value" means the gross value of the 

product as determined in 15-36-103 less 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. 

(~) "Nonworking interest owner" means any interest 

owner who does not share in the development and operation 

costs of the lease or unit. (Subsection (l)(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 
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of revenue shall determine the amount of tax collected under 

this chapter from within each sehee~-8is~rie~ taxing unit. 

(2) For purposes of the distribution of local 

government severance taxes collected under %5-36-%8% this 

chapter, the department shall determine the unit value of 

oil and gas for each eehee%-diatriet taxing unit as follows: 

(a) The unit value for petroleum and other mineral or 

crude oil for each district taxing unit is the quotient 

obtained by dividing the net proceeds taxes calculated on 

petroleum or mineral or crude oil produced in that distr~et 

taxing unit in calendar year 1988 by the number of barrels 

of petroleum or other mineral or crude oil produced in that 

distric-t 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 distriet taxing unit in 

calendar year 1988 by the number of cubic feet of natural 

gas produced in that distriet taxing unit during l988L 

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)tatt%%t; 

(b) Afty--ame~ftt--ftee--a%leeated--ee--the--eo~ftey--~ftder 

s~bseet%eft--t3ttat 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 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 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)(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 followihq manner: 

(i) The excess amount or shortage must be divided by 

• the total u~i~s--o£-p~ed~e~ien-te-obtein-th@-tax-val~~-per 

~nit-ef-pree~et~on distribution determined for that period 

to obtain an excess or shortage percentage. 

(ii) ~he--tax--va~~e--per--~nit--af--prad~etian--m~st-be 

multiplied-by-the-units-o£-prod~etion-in-that-taxable-periad 

in-eaeh-sehaal-distriet-that-had-pred~etion-in-that--periedT 

and--this--ama~nt--must--be--added-te-er-subtraeted-frem-the 

distrib~tion--to--eaeh--resp@eti~e---die~riet 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 
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received under subsection t3ttat i!l to the taxing 

;~~isd*etiens units that levied mills in fiscal year 1990 

against calendar year 1988 production d~rin~-fiseal-year 

~989 in the same manner that all other property tax proceeds 

were distributed during fiscal year 1989 1990 in the taxing 

jnr±sdietion unit, except that no distribution may be made 

to a municipal taxing ;ttrisdietion unit." 

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

"15-36-121. Ezemption 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 1Ce 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 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. 

(J) All the natural gas produced from any well that has 
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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 8~1~t 7.625\. Everything over 30,000 cubic 

feet of gas produced is taxed at 1.59\ plus a local 

government severance tax of T~6i5t 8~1it 7.625\. -------
(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, 

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 

unitiz•-d area, and by dividing the resulting quotient 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 20-9-369, the following definitions 

apply: 

{1) "County mill value per elementary ANB 11 or "county 

mill value per high school ANB'1 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 FOR PRODUCTION OCCURRING AFTER MARCH 31, 

1990, PLUS the taxable value of coal gross proceeds 

determinec1 under 15-23-703(3) plus all the taxable value of 

ftontax 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 1 

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 nont8x nonlevy 

revenue received by a district in the previous year~ 

-22- SB 1 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

SB 0001/03 

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 y_ear 1992 and 

thereafter the local government severance tax, divided by 

the number of mills levied by the district in the previous 

year, multiplied by 1,000;--di•ided--by--1;999;--with-the 

q~oei~nt-d~vided-by-the-tetai-eottnty-elementary-ANB-eottnt-or 

the-teta%-eottnty-high-sehool-ANB-eount-used-to-eaie~iate-the 

eiementary-sehooi--distriets~--and--high--eehooi--distriets~ 

ettrrent-year-£ottndation-p~ogram-amettnts. 

(2) "District mill value per ANB'1 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 coal gross proceeds 

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

noftta~ 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 nofttax nonlevy revenue received by a 

district in the previous year, including for fiscal ye~r 

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 

district in the previous year, multiplied by 1,000y--d~vi~~d 

by--1;669;-with-the-q~etient-divided-by-the-ANB-ee~nt-e£-the 

di~triet-~sed--to--eaie~iete--tfte--dist~iet4s--eur~ent--yea~ 

fo~n~ation-p~eq~am-sefted~ie-amedftt. 

(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 oil and gas net proceeds 

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

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

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 1 with 

the quotient divided by the total state elementary ANB count 

or the total state high school ANB count used to calculate 

-24- SB 1 



1 

2 

3 

4 

5 

6 

SB 0001/0 3 

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 ften~ax nonlevy 

revenue received by a district in the previous yearL 

including for fiscal year 1991 the revenue received in 

7 fiscal year 1990 from the net proceeds taxation of oil and 

a natural gas and including for fiscal year 1992 and 

9 thereafter the local government severance tax, divided by 

10 the number of mills levied by the district in the previous 

11 year, multiplied by l,Ooo,--divided--by--:,eee,--with-the 

12 q~otieftt-divided-by-the-tota%-stote-elementary-~NB-eo~nt--or 

13 the--total-state-high-sehool-ANB-eo~nt-~sed-to-eale~late-the 

14 eiemen~ary-sehoo%--dietricts~--and--high--sehool--distrie~s~ 

15 et~rreft~-yl!!ar-£ottadet::ioft -pro~raM-aft\Otlft~!!. •• 

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

17 [this act] is invalid, all valid parts that are severable 

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

19 act) is invalid in one or more of its applications, the part 

20 remains in effect in all valid applications that are 

21 severable from the invalid applications. 

22 NEW SECTION. Section 6. Effective date. [This act] is 

23 effective on passage and approval. 

24 NEW SECTION. Section 7. Retroactive applicability. 

25 (S~etions-l-ond-3 SB€~ieN-~ SECTIONS 1 ~NO 3] apply APPbiBS 
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APPLY retroactively, within the meaning of 1-2-109, to all 

local government severance taxes on ei%-ana OIL AND natural 

gas produced after December 31, 1988. 

-End-
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STANDING COMMITTEE REPORT 

May 23, 1990 

Page 1 of 3 

Mr. Speaker: we, the committee on Taxation report that SBOOOl 

<<<<•< "'"'"' <O" _. b< .. ) .::.:::· •• ~ ·~ ~c~~------­
Af6rruf9£otii~ 

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 "WELLSr" on line 20 

5. Title, line 23. 
Following: •sASE;• 
Insert: "PROVIDING A STUDY OF THE FLAT TAX SYSTEM BY THE REVENUE 

OVERSIGHT COMMITTEEr" 

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: •Tfie• 

:JE>Ooo/. I 
031338SC.HRT 

@ 

B. Page 10, line 9. 
Following: •in• 
Strike: •subsections• 
Insert: •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: •s.4t• 
Insert: • 8. 93i. 

12. Page 10, line 14. 
Strike: •taxable• 

13. Page 10, line 25. 
Strike: •taxable• 

14. Page 11, line l. 
Strike: "15.25'" 
Insert: "16 .2 n• 
15. Page 11, line 2. 
Strike: •taxable• 

16. Page 11, line 12. 
Strike: •; • 
Insert: •. • 

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

May 23, 1990 
Page 2 of 3 

Strike: subsections (1) (c) through (l) (e) in their entirety 

18. Page 13, line 24 through page 14, line 18. 
Strike: subsection (3) in its entirety 
Renumber: subsequent subsections 

19. Page 16, lines 11 through 21. 
Strike: line 16 through "!" on line 21 

20. Page 20, lines 9 and 10. 
Strike: •-- imposition of local government severence tax• 

HOUSE 

S/l I 
/ 



21. Page 20, line 25 through page 22, line J. 

May 23, 1990 
Page 3 of 3 

Strike: subsections (3) through (6) in their entirety 

22. Page 22, line 3. 
Strike: •subsections• 
Insert: •subsection• 
Following: "(21" 
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 
taxinq coal, oil, and natural gas production that were 
mandated by Rouse Bill No. 28, Special Laws of June 1989, 
and as amended by (this act). The committee shall report 
its findings to the 52nd legislature.• 

Renumber: subsequent sections 

.:S:&:::oo I. I ® 
031338SC.HRT 
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SENATE BILL NO. l 

INTRODUCED BY GAGE 

A BILL FOR AN ACT ENTITLED: "AN ACT RSVfSfNS--Sib--ANEl 

NA~SRAb-GAS-b98Ab-GeVERNMSN~-SEVSRANES-~AM-RA~BS~-iMP6SiN6-A 

RBVBNSE--NBS~RAb--b6eAb--66VERNMSN~--SEVBRANBB--~AX--RA~B-6N 

N6NW6RKiNG--iN~BRBS~--6WNBRS--6P---6fb---ANEl---NA~ERAb---SAS 

PR6EISE~I6N7 REVISING OIL AND NATURAL GAS STATE AND LOCAL 

GOVERN~~NT SEVERANCE TAX RATES; IMPSSINS-A--REVBNSB--NBE~RAh 

b9EAb--66VBRNMBN~--SEVBRANEE-~AX-RA~B-BN-N6NWBRKIN6-fN~BRBS~ 

6WNERS-6P-6Ib-AN9-NA~ERAb--GAS--PR6BEE~IBN7 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; EbARIP¥IN6-~HE-APPbiEA~i6N-BP--~HE 

b6eAh--G6VBRNMBN~--SEVERAN8E--~AX--~6--NA~ERAb--6AS-S~RiPPER 

WEbbS7 EbARiPYiNG-~HE-b6eAb-66VERNMBN~-SEYERANEE-~AX-6N--6fb 

S~RfPPER--WEbbS~ EbARIPYINS--~HE-bBEAb-GOYERNMEN~-SEVERANEE 

~,X-6N-6ib-S~RiPPER-WEbbS7 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 BASE; PROVIDING A STUDY OF THE FLAT 

TAX SYSTEM BY THE REVENUE OVERSIGHT COMMITTEE; AMENDING 

SECTIONS 15-36-let, 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: 

Seetioft-%~--seetion-l5-36-iO%,-MeA,-is-amenderl-te-re8e~ 

----~i5-36-i9i·--Be£~nitions--and--rate--of--tax -----etate 

severa!"tet!'---tax -----ioeai--government--se~eranee--tax 

aseeeement-o~-nenwor~ing-inte~est-owner------exemptien.--t%t 

Bvery--person--enqa~ing--in--or--earrying-on-the-bnsinees-o£ 

prodtle±ng-petroie~m,-other-minerei-e~-er~de-oil,-or--na~u~8i 

gas--wi~hin--~hi~--~~a~e--o~--eng8gin~-in-or-earrying-on-~he 

basiness--o£--evning7 --eon~relling,--meneging7--lea~ing7 --or 

operating-wi~hin-this-stete-any-weil-or-weYis-£rom-whieh-any 

merehentable-or-marketable-petrole~m,-other-mineral-or-crHde 

ei%7-or-natHral-gas-is-extraet@d-or-prodHeed s~££ieient--in 

4aentity--to--;astify--the-ma~~etin9·o£-the-same-mttst shall 7 

e~eept-as-provided-in-i5-36-i~l,-eaeh-year-when--en9aged--in 

er--earryin~--on--the--bH~iness--in--this--state--pey-to-the 

department--o£--revenHe--a etate se~eranee--tax--for---the 

exeitl~ive--nse--and--benefit--o£-the-state-o£-Montana-plus-a 

loeal-government-severenee-tax-in--liett--e£--a--tax--on--net 

proeeeds---for--the--exelttsi:e--ttse--and--benefit--o£--loeal 

government. The Exeept-as-pro¥ided-in--sttb~ection--t3t,--~h~ 

sta~e severanee--~ax-a"d-the-ioea~-ge~erftme"t-severanee-tax 

are eomptlted-nt-the-following-rate~ as-£oi~ews~ 
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----tat--e~eept-aa-pro•iaee-~a-aabaeetioaa--tittbtT--tittet, 

oae tittatT oae-tittet;-o 5%-of atate-se•eraaee-tax-oa the 

tot8l-gross taxable vaitte-o£-all--~he--pe~relettm--a"d--othe~ 

mineral--or-er~de-oil-p~od~eed-by-the-~rson,-pl~e-the-loeal 

go~erftment-severa~ee-tax-of 67•% 6Tll% en ~rod~etton the 

gros~--tax~ble--val~e-oE-all-the-petrolenm-and-other-mineral 

er-er~ae-o±l-pro~~eed--by--the--person other--than--interim 

prodnetion--and-new-prodHetion,-£rom-eaeh~lease-or-ttftiti-bttt 

in-determining-the-amottnt-of the--state severanee--tax and 

loeal--goverament-severanee-tax7-there-mttst-be-exelttae~-£rom 

eonsideration-all-petrolenm-or-other-ernde--or--mineral--oil 

prodneea---and--Hsed--by--~fte--per~on--d~~in9--~fte--year--in 

eonnee~ion--wi~h--hi~---opera~ion~---in---prospeeting---fo~, 

deveiopin~,--and-prod~ein~-~he-petroiedm-or-ernde-or-minerai 

oii; 

----tbt--~ %~65% of ~~a~e-severanee-tex-on tne--to~al--gross 

taxable va~He--o£--a%1--na~~rai-ga~-prod~eed by-the-persony 

pitt~-~he-ioeoi-gover~meat-aevera~ee-tax-o£ i5.~5% ±~•44% o~ 

the--total-gross-taxable-valHe-ot-all natHrai-gas prodnetion 

prodtteed-by-tfte-person other-than-inter±m-prodttetion-or--new 

prodttet±on7--from-eaeh-iea~e-or-ttnit~-bttt-in-determ±n±ng-the 

amottnt-o£ the-state ~everanee-tax and-the--ioeai--government 

severanee-tax,-there-mnst-be-exeltlded-from-eonsiderat±on-aii 

gas--prodtteed--and--used--~y--the--per~on-dttr±ng-the-year-in 

eonneetion--with--h±~---operat±ons---±n---prospe~ting---Eor, 
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deveiop~ngT--and--prodtte~ng-the-gas-or-petrolenm-or-er~de-o~ 

minerai--oil;--and--there--mtts~--also---be---exeludea---E~om 

eons~dera~±on---ali---gas7--inei~d~ng--ear~on--d~o~ide--gasr 

reeyeled-or-reinjee~ed-into-the-g~o~nd; 

----tet--~ ~.5% of ~~ate-~e~eranee-tax-on the--tota%--gro~~ 

taxable val~e-of-the-inerementa~-petro~ettm-and-other-minerai 

or--erttde--oil--prodtteed by--~he--persoft,--p~H~--the--ioeai 

gover~ment--severanee--tax--o£ ••~' 4o96' on prodttetion the 

totai-gro~~-taxab!e-value-of-the-ineremental--petroie~m--and 

other-mineral-or-er~de-oil-prodtteed-by-~he-person other-than 

interim--prod~et*on--and--new-p~odttetion,-from-eaeh-iease-or 

unit-in-a-tert±ary-reeovery-projeet-a£ter-d~ly-l,-i985o--For 

pttrposes--o£--th±s-seet±on7 -a-~ert±ary-reeovery-pro;eet-must 

meet-the-foliow±ng-reqttiremen~s7 

----t±t--the-projeet-m~st-be-appro¥ed-a~-a-tertiary-reeovery 

projeet-by-the-department-o£-reven~eo-~he--appro~al--may--be 

extended--on~y--after--not±ee-and-hearing-in-aeeordanee-with 

~it~e-~T-ehopter-4• 

----tiit-the-proper~y-te-be-offee~ed-by-~he-projeet-mttst--be 

adequBtely---deiineated---aeeording--to--the--~peeifieations 

reqttired-by-the-department;-and 

----t±±±t-the-projeet-mtlst-involve-the-applieation-o£-one-or 

more--tertiary--reeo~e~y--methods--that--ean--re8sonabiy--be 

expeeted--to--restti~--±n--en--±ncrea~e,--determ~~ed--by--~ke 

department-te-be-s±gni£ie8nt-±n-iight-o£-ail-~he--£~ets--and 
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eirc~mstane~s,---in--th~--amo~n~--er--erude--oii--whieh--may 

potentia%%y-be-~eeovered.-Por the-p~rpose p~rposes of--this 

seetion7--tertiary--re~overy--met~ods--inelude--bttt--are-not 

lim.ited-to-:-

----tAt--miseibie-£lttid-displeeement7 

----tBt--steam-drive-~njeetion7 

----tet--m~e~iiarf~mtli~~o"-£±oodi"97 

----tBt--in-situ-eom.bustion7 

----tEt--po±ymer-atlgme"t~d-water-fiood~"9~ 

----tPt--eyelie-steam-injeetion; 

----tSt--al~aline-or-eattstie-£looding; 

----tHt--earbon-dioxide-water-floodin~; 

----tft--immiseible-carbon-dioxide-displaeement;-or 

----t~t--a"y-oth~r-method-approved-by-the--departm~"t--a~--a 

tertiary-reeovery-method7 

----tdt--~xeept--a~--prov~deJ-i"-±5-36-i~±t~tT ~ 3% of state 

severance-tax-on the-total-gross taxeb~e va~~~--of--al~--the 

petro~ettm-and-other-minerai-or-er~de-o~X prodttct~on prodtteed 

by--th~--person efter--the--f±rst-5-barr~l~,-pi~s-th~-loeai 

fJOYerr.r'fteftt-severanee-tBx-of-4oi!%--of'l--e±±--pl'Odttet~o!'l--other 

thaf'l-inter±m-prodttetion-and-new-prodttetion;-prodtteed-by from 

a-stripper-we~l 7 -as-defined-in-i5-36-%ii;-that-prodttee~-more 

thart--5--barre~~--a-day-Cttrin9-the-period-begif'lni .. 9-Apr±±-l, 

i9B9,-and-~n~tng-Mareh-3±,-±99±7z 

tet--a-4.96%-±oeBl-qovernment-~everanee-tax-ef'l-the-tota± 
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gross-taxab±e-valne-o£-aii-petro±ettm-af'ld--other--minerar--or 

erHde--oi±-prodneed-by-the-person-ether-than-interim-anO-new 

predHetion-prodHeed--by--a--~tri~per--wel±,--as--de£ined--in 

±5-36-1~±7 

t~t--Por-p~rpese~-eE-this-~eet±on 7-the-term-nineremental 

petrolettm--and--other-mineral-or-erttde-oilu-means-the-amottnt 

of-oil 7 -as-determ±ned-by-the-department-of-reventte;-to-be-in 

exee~s-of-what-wott±d--have--been--prodtteed--by--primary--and 

~eeoftdary--methodso--~he--d~term~natioft--arr±~ea--et--by-the 

depertm~nt-mttst-be-made-oniy-efter-notiee--and--hearin~--and 

sha±±--~pee~fy--throtlgh--th~--±ife--o£--a--t~rtiary-pro;~et, 

eeiendar-yeer-by--eaiendar--year,--the--eomb~ned--amottnt--of 

primary--and--3eeo~dary--prodttetion--that--m~st--be--~sed-to 

estabiish-the-inerementai-prod~etion-£rom-eaeh-lea~e-or-unit 

in-a-tertiary-reeovery-projeet. 

t3t--tat-A-ioeai-gevernm~nt-severanee-tax-~s-imposed--on 

the--g~os~--vaine--paid--in-cash-or-apvortioned-ift kiftd-to-a 

nonwor~ing-interest-owner-by-the--operator--or--prodtteer--o£ 

extraeted--merketable-petrolenmr-oth~r-m±neraT-or-erttde-oiiT 

or naturtl~-gas-s~b;eet-to-loeai-government--severanee- texes 

imposed--ttf'lder--thi~-ehaptcr.-The-loeai-government-severanee 

ta~--on--nonwork±~g--intere. t--owners--is--eomputed--at--the 

~ollowing-rates~ 

----{it--15%-on-tne-gross-value-paid-in-eash-or--apportioned 

in--kind--to--a-nonworki~g-interest-owner-by-the-operator-or 
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p~eaueer-e£-ex~~ae~ed-mark~~abie-pe~roie~m-and-e~he~-mine~al 

er-erude-oil; 

----t~it-%1o9%--en--~be--gross--value--paid---in---eash---or 

apportio~ed--in--kind--eo-a-nonworking-interest-owner-by-the 

epera~er-or-prod~eer-of-exeraeted-er-mar~etabie-naetlral-gaso 

----tbt--The--emottnts--pa±d--or--apport±oned--±n---kind---to 

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

gevernment-severanee-taxes-imposed--nnder--%5-36-%i~t3t--and 

t4t--and--Hnder--~Hb~eetion~--tlttat--throHgh-tlttet-of-thi~ 

seetiono 

t3ti!i--Nothing--in--thi~--part--may--be--eonetrHed---a~ 

reqtlirin~--lahorers--or--employees--hired-or-emp~oyed-by-any 

~erson-to-drill-any-oil or-ne~~rai-ga~ wel%-or-to-wo~~-~n-or 

abottt-any-oi% or-natttrei-ga~ we~~-er-proep@et-or-expiore-for 

or-do-any-work-fo•-the-pttrpo~e-of-de~eioping-eny--p~tro3etlmL 

o~ o~her--minerai--or--cr~de-oii,-or-nat~rel-ga~ to-pay-the 

eev~ranee-tax,-nor-;aey-wor~-done-or-the-dr±lling-oE--a--well 

or--wells--for--the--pttr~ose-of-prosp~etin9-er-exploring-for 

petrelenmL or other-m~~era±-or-erttde oi±5 e±i,.--or--netHral 

~ or--for-the-pnrpoee-of-de~elop±ng-them-be-eon~idered-te 

be-the-engag±ng-in-or-earrying-on-of-the--bnsine5so--ifr--in 

the-doing-of-any-wer~7-in-the-driii±ng-o£-any-eil er-nattlrel 

~ well,-or-in-prespeeting,-exploring,-or-deveiepmen~-workr 

any--merehanteble--or-mer~etable-petrolettmL or other-minerai 

er-ernde-oilT-er-netnrel--gas in--exeef:~--of--the--quant±ty 
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reqttired--by--the--person--for--earrying-on-the-operetion-~s 

prodtteed-suffieient-in-quantity-to-;ust±fy-th~-mar~eting--of 

th~--peero%~tlmL or oth~r--mine~ai-or-erude-oii, o~-natu~ai 

gas 7 the--work,--dri%%~ng7---pro~peering,---exp~orift~,---or 

de~elopment--work--±~--eon~±der~d--~o-be-the-enqagin~-~ft-and 

earryinq-on-o£-the-bttsiness-of-prodtteing-~e~roiettmL or other 

minerai-or-ertlde-oi% 7--or--naturai--ga~ within--en±e--etate 

w±thin-the-m~ening-of-ehis-seet±ono 

t4tfZ1--8ye~y--per~on-reqHired-to-pay-the ~"te-or-leeai 

government severanee-tax-under-this-seetion--shaii--pay--t~e 

tax--in--ftlll-for-his-own-aeeoune-and-£or-the-aeeount-o£-eeeh 

of-the-oth@r-owner-or-ownere-o£-the-gross-proeeeds-in--vaitte 

or--in-k±nd-of-ai~-th~-marketable-petroienm-or-other-m±nerai 

or--erade--oii--or--naturai--gas--e~traeted--and---produeedy 

ineittding--owner--or--owners--of--wor~inq--interest,-royaity 

±nterest 7 --overriding--royalty--interest 7 --earried---working 

intere~t 7 --net- proeeeds--interest 7 -prodttetion-payments,-and 

ell-other-interest-or-interests-owned-or-earved-out--of--the 

total--gro~s-~proeeeds--~n-vai~e-or-in-k±~d-of-the-axtraeted 

ma~~etabie-petrolettm--or--o~ner--minerai--or--er~Oe--e±i--or 

nat~ra~-ga~t-exeept-tha~-afty-or-tne-interests-that-are-owned 

by--the-eederai,-~tateT-eottnty,-or-mttnieipal-gevernments-nre 

exempt-£rom-taxa~ion-Hnder-this--ehapter~--Bnie~~--o~berwise 

p~ovided--in--a-eo~traet-or-lease,-the-pro-rata-share-of-any 

royalty--owner--o~--owners--wiil--be---dedueted---frem---any 
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~~ttl~mente--under--~he--lea~e--or--iea~ee--er--diviaion--o£ 

~reeeeda-ordera-or-e~her-contraeta. 

t6t--Por---ptirpoaes---o£--~h±s--seetion,--the--£ollowing 

defi~itions-appiy~ 

----tat--nsrosa-taxable-valHen-means-tne-gross-value-o£--the 

prod~et-aa-determined-±n-15-36-163-lesa-the-gross-valtle-paid 

±n--eash--or--apportioned--i~--kind-to-a-nonworking-interest 

owner-by-the-operator-or-prod~eer--or--extraeted--marketable 

petroleum,-other-m±neral-or-er~de-oil7-or-nattlral-gaso 

----tbt--nNonworking--±ntereat--ownerU--meena--any--±nterest 

owner--~ho--does--not-share-in-the-deveiopment-ane-operae~oft 

eost~-of-tfte-%ea~e-or-ttfti~o tS~b~ee~ion-tXttdt-term~ft8ee~-o" 

ocettrrenee-of-eofte±ngeney--~eeo-~,-€ho-6S6,-ho-~987ot4 

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

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

severance tax local government severance tax 

e~~e~~ment-of-nonwo~k±ng-tnte~e~t-owner------exe~pt±on. (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 ~~ffie±en~--±n 

qtlant±ty--to--jtlstify--the-mar~etin9-oE-efte-seme-m~st 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 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-ift--subsection--t3t,--the 

THE state severance tax and the local government severance 

tax are eomptt~ed-at-~he-Eoiiewin9-retes as follows: 

(a) except as provided in s~bseetions SUBSECTION 

(1)(b), flttet, end tlttdt• and--tltfet, ~ 5\ of state 

severance tax on the total gross texebie value of all the 

petroleum and other mineral or crude oil produced by the 

person, plus the local government severance tax of 8o4% 

8.93% on prodttetion the gross taxab~e value 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) ~ 2.65% of state severance tax on the total gross 
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~axab%~ value of all natural gas produced by the person, 

plus the local government severance tax of i57~5% 16.21\ on 

the total gross taxable value of all natural gas p~edHetien 

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 

connec~ion 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;~ 

tet--~ i~5% e£ seate-se¥erartee-t8x-o" the-~o~ai-gros~ 

t8xabie val~e-of-the-ineremel'\tal-petroleum-al'\d-other-mil'\ere% 

or--cr~de--oil--p~oduced by--the--person,--plus--the--loeal 

govet'"I'\I'I'Iel"tt-severe:"ee-tax-of-4~~%--o" pt'"O<~tle~i-on the--tot::ai: 

gros~--ta~able--volue-o£-tne-il'\eremerttal-petroie~m-e:l"td-ot~er 

m±neral-or-erude-oil--pro~tteed--by--the--per~oft othet""--the:n 

il"tte~±m--prodtletion--and--l"tew-prodtlc~ion,-fr~m-eaeh-lea~e-or 

ttl'\it-il"t-e-tet""t~ary-reeovery-projeet-e:fter-atlly-~,-~985.--For 

pljrpose~--of--this-seetiol"t7-a-tertiary-reeovery-projeet-mtlst 

meet-the-£ollowi"9-reyuirement~~ 

---- t± -t-- the -project -mu ~ t ·-be -e:ppro..,ed-Bs--a-ter t i:ary- reeo¥e r y 

projeet-by-the-department-of-re~~ntle~-The--e:ppro..,al--may--be 
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exteftded--oftly--a£ter--ftotiee-a"d-bearin~-i"-aeeordaftee-w±~h 

~i~le-i,-enapt~r-4~ 

----tiit-eh~-p~ep~~ty-te-b~-affeeeed-by-eh~-p~eject-m~~t--be 

adeq~eteiy---deli~eated---aeeo~ding--to--the--speeir~eftti-ons 

~eq~!~ed-by-the-d~pa~tment;-and 

----tii±t-the-projeet-mttst-invol..,e-the-epp±±eet±on-e£-ofte-or 

more--tertiBry--reeovery--methods--that--ean--rea~onabiy--be 

expee~ed--~o--~es~lt--in--an--i-nerease,--determined--by--the 

department-to-b~-~ignifieant-±n-~±ght-o£-a~~-the--faete--and 

eirettm~tanee~,---in--the--amonl"tt--o£--erttde--o±l--wh±eh--may 

potentielly-be-reeovered.-Por the-purpose pttrposes o£--this 

~ec~ion,--tertia~y--~eeovery--method~--il"telnde--bttt--are-not 

lim± ted-to~ 

----tAt--mieeible-fl~id-d±eplae~ment; 

----tBt--steom-dr±ve-injeetion~ 

----tet--mieellarfemHls±oft-£lood±ng; 

----tB7--in-sittl-eombtts~±on~ 

----tBt--polymer-a~gmented-wate~-fiood±ng; 

----tPt--eyelie-steoft,~±n;eetion~ 

----{Gt--alkal±ne-or-eattstie-rloodingt 

----tHt--earbon-dioxide-wa~eP-£loodingr 

----tit--±mmieeible-earbon-diox±de-d±splaeement;-o~ 

----tat--any-other-method-approved-by-the--department--as--a 

ter~±ary-reeo..,ery-methodo 

----tdt--exeept-~Bs--provided-±n-15-36-liititT ~ 3% of state 
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eeveranee-~ax-on ~he-tot~l-~ro~~ t8xebi~ vaitt~--o£--aii--the 

pe~rcieHm-and-other-mineral-or-er~de-oil prodttetion r~edtleed 

by--the--per~on e£ter--the--f±r~t-5-barrele,-pltt~-the-loeal 

go~ernment-severanee-tax-o£-4.~%--o~--all--prodttet±on--other 

than-interim-prodHetion-and-new-produ~tion,-predtteed-by from 

a-~tripper-weli,-a~-de£ined-in-l5-36-lZl,-t~et-prodtteee-more 

than--5--barrele--a-day-during-the-period-beginnin9-Apr±l-%T 

%989,-5nd-end±ng-K5ren-3%,-%99i•z 

tet--a-4oX%-loeal-qovernment-eeveran~e-tax-on-the--totai 

qros~--taxable--valtte--oE-all-petroleum-and-other-mineral-or 

erttde-oil-prodHeed-by-the-pe~~e"-other-than-interim-and--new 

prodttet%on--prodtteed--by--8--stripper--weii7--8s--d~fined-in 

%5-36-Hh 

(2) For purposes of this section, the term "incremental 

petroleum and other mineral or crude oil'• means the amount 

of oil, as determined by the department of revenue, to be in 

excess of what would have been produced by primary and 

secondary methods. The determination arrived at by the 

department must be made only after notice and hearing and 

shall specify through the life of a tertiary project, 

calenUar 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. 

t3t--tat-A--loeal-government-severaftee-~ax-i~-imp~~ed-o~ 
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~fte-gross-valHe-paid-in-eash-or-apportioned--in--kind--~o--a 

nonworking--intere~t--owner--by--the-operator-or-prodtteer-o£ 

extrae~ed-marketable-pe~roienm,-other-mi~eral-or-ernde--oii7 

or--na~~ral--gas-s~b;eet-to-loeai-governmen~-severanee-tax~s 

imposed-n~der-this-ehaptero-The-loea%--gover~ment--severane@ 

~ax--on--nonworking--interest--owners--is--eompated--at--th~ 

£oiiowi"g-rates~ 

----tit--Y~o5%---on---tfte---gross--va±~e--paid--in--easft--or 

apportioned-in·-~ind-to-a-no~wer~in~-interes~--owner--by--tfte 

operater--or--pred~eer-o£-extraeted-marketable-petrolettm-and 

other-minerai-or-er~de-o±l; 

----t±±t-%5.~5%--on--the--gross--val~e--paid--±n---easft---or 

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

opera~or-or-prodtteer-of-extraeted-or-mar~etable-nat~ral-gaso 

----tbt--~~~--aMettftee--paid--er--apporeion~d--±n---kiftd---eo 

nonwork±ng---in~er~st--owners--are--exempt--£rom--the--loeal 

gov~rnment-severanee-taxe~-±mposed--ttnder--TS-36-l~lt3t--and 

t4t--and--ttnder--sttbn~eeions--t%ttat--e~rottgn-t%tt~t--or-thie 

seetion.· 

t3tfii11l 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 petroleumL 

or other mineral or crude oil, 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 

petroleumL or other mineral or crude oils oil, or natural 

~ or for the purpose of developing them be considered to 

be the engaging in or carrying an of the business. If, in 

the doing of any work, in the drilling of any oil or natural 

~well, or in prospecting, exploring, or development work, 

any merchantable or marketable petroleumL er 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 petroleumL o~ 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 petroleumL or other 

mineral or crude oil, or natural gas within this state 

within the meaning of this section. 

t4t~ 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 oil or natural gas extracted and produced, 

including owner or owners of working intere~t, 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 

marketable petroleum or 

in value or in kind of the extracted 

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. 

t6t--Por---pttrpose~---o£--t~i~--~ee~~en,--the--£e~iow±ng 

de£in±tion~-app~y~ 

tat--usro~~-taxabie~vaitteu-means-the-gros~-valtte-or--th~ 

prodtle~-as-d~termined-~n-l5-36-l83-±ess-the-gross-va%tte-pe%d 

in--eash--or--apport+oned--±n--~±nd-to-e-nonworkinq-interest 

owncr-by-the-operator-or-prod~eer--of--extra~ted- marketable 

petroleum,-other-m±neral-or-~rude-oil,-or-ne:ttlral-9a~o 

tbt--•Nonworking--interes_t;_--own~~-=-:-::-__ "":ee:ns--any--interest 

owMer--who--does--not-share-in-the-de~elopment-and-operation 

eosts-o£-the-l~ase-or-Hnito tSttbseetion-tltfdt-termina~e~-on 

oeeurrenee-o~-eent±ngeftey--seeo-~7-eh~-6567-bo-i98i•t'' 

Section 2. Section 15-]6-112, MCA, is amended to read: 

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

government severance taxes -- calculation of unit value for 
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local government severance tax. (1) Each year the department 

of revenue shall determine the amount of tax collected under 

this chapter from within each ~ehool-distriet taxing unit. 

(2) For purposes of the distribution of local 

government severance taxes collected under ~5-36-±e± this 

chapter, the department shall determine the unit value of 

oil and gas for each ~ehool-distriet taxing unit as follows: 

(a) The unit value for petroleum and other mineral or 

crude oil for each district taxing unit is the quotient 

obtained by dividing the net proceeds taxes calculated on 

petroleum or mineral or crude oil produced in that di~triet 

taxing unit in calendar year 1988 by the number of barrels 

of petroleum or other mineral or crude oil produced in that 

dietr-iet taxing unit during 1988, excl1ding new and interim 

production. 

(b) The unit value for natural gas is the quotient 

obtained by dividing the net proceeds taxes calculated on 

natura::.. gas produced· in that di~tric:t taxing unit in 

calendar year 1988 by the number of cubic feet of natural 

gas produced in that di~tr:.c·.; taxing unit during 1988L 

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 
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county for distribution as provided in subsection 

(4)tattiit; 

(b) Any--~moH~r--noe--ailoeaeed--to--the--eott~ty--~nde~ 

s~bseet±on--t3tfat 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 an 

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 governmct~ 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 governme11t severance tax, determined by multiplying 
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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 quarters referred to in subsection 

( 4) I 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--of-prodtte~ien-to-obtain-ehe-:ax-ve%ne-p~~ 

tlni~-ef-prodtt~~ion distribution determined for that period 

to obtain an excess or shortage percentage. 

(ii) ~he--~ax--vaitle--pe~--ttni~--o£--prodtleeion--m~st-be 

mtlltipiied-by-th~-ttnit~-of-~rodttetion-in~thae-texebie-period 

in-eaeh-~ehool-d±~triet-~hat-had-prodHetion-in-thet--period7 

and--th±s--amotlnt--mttst--be--add~d-to-or-~~btraeted-~rom-the 

dist~ibtltion--to--eaeh--reepeetive---d±strict The excess 

percentage must be multiplied by the distribution to eacl 

taxing unit, and t~is 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 t3ttat i!l to the taxing 

;~ri~dietions units that levied mills in fiscal year 1990 

against calendar year 1988 production ft~rin~-£iseai-year 

1989 in the same manner that all other property tax proceeds 

were distributed during fiscal year %989 1990 in the taxing 

jttri8dietion unit, except that no distribution may be made 

to a municipal taxing jttf"isdie-tiott unit." 

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

•15-36-121. Exemption from state severance tax 

~mpoeitioft--of-%oea%-governmen~-~everanee--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 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. 

-20- SB 1 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

SB 0001/04 

t3t--Aii-the-natnrai-gas-prodtteed-£rom-any-weii-that-has 

p~odHe~d-69 7999-ettbie-£ee~-er-%~~~-e£-ftaeH~a%-qas-a-day--ror 

tfte--ealeftda~--yeer-prior-te-tfte-eHrr~~t-year-shail-be-taxed 

a~-~revided-±n-this-seetie~T-P~ed~etio~-mttst--be--determ±ned 

by--dividing--tne--amottn~--ef--~rodttetion--£rom--a--rease-or 

Hnit±zed-area-for-the-year-prior--te--the--ettrrent--ealendar 

year--by--tke--nttmber--o£--prodHeing--wells--in-the-lea~e-or 

ttnitized-area-and-by-dividing-tfte-resttlting-qttetient-by-365. 

The-first-3s,aae-ettbie-£eet-of-avera9e-daily-prodttetion--per 
• 

well--is--exem~t-from-all-o£-the state severanee-tax-imposed 

by-i5-36-i9i7 ~he-£ir~t-30y999-enb%e-£eet-o£--average--da%ly 

prodttetion--pe~--we~l--is--sttbjeet--~o--a--%eeal--gove~ftment 

severance--tax-of e.~~% ~~6~5%o Everyeft~ftg-over-39,998-eubie 

feet-o£--ga~--produeed--%~--taxed--at--1•59,--pina--a--ioeal 

gover~me~t-severa~ee-tax-of ~.6%5% BT1%% ~76%5%• 

----t4t--~"e--£irst--S--barrels--o£-average-daiiy-produetion 

£rom-~-s~r±pper-weil--are--exempt--£rom--ail--o£--the state 

severaftee--tax-imposed-by-i5-36-%9i; exee~t but-no~-£rom the 

ioeai-gevernment-severanee-taxo 

----t5t--Por-the-purposes-o£-this-seetion7--llstripper--wellu 

means--a--well--that--prodttees-iess-than-19-barrels-per-day, 

determ±ned-by-dividing-the-amottnt-o£-pred~etion-frem-a-lea~e 

or-tlniti~ed-area-for-the-year-prior-to-the-ettrrent--ealendar 

year--by--the--nttmber--of--predttei~g--we%%s--~~-th~-lea~e-er 

~nitized-area,-and-by-dividing--tne--res~it~ng--qttotient--by 
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365. 

----t6t--Notwithstand±ng--the--prov±sions-of-snbseetions-t~t 

~hroHgh-t4tr-ail--reper~in~--r~qHirements--~~der--the state 

~everanee--tax-rema±n-in-effee~. (SHb~eetions SUBSECTION {2) 

and---t4t---~erminate TERMINATES 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 20-9-369, the following definitions 

apply: 

( 1) "County mill value per elementary ANB 11 or 11 County 

mill value pe[ 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) a~d 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 dist[icts' 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 ftOnta~ nonlevy 
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revenue received by a district in the previous yearL 

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 local government severance tax, divided by 

the number of mills levied by the district in the previous 

year, multiplied by l,0001--d~v~CeC--by--i79087--witn-the 

q~e~~e"~-divided-by-ehe-teta%-eea"ty-e%ementary-ANB-eotiftt-o~ 

~he-total-cQtlnty-high-sehooi-ANB-eount-ased-to-eaieaiate-the 

eiementary-senoo%--di~triet~L--and--high--sehoei--distriets~ 

eurrent-yea~-£o~ndation-pro9ram-amoants. 

( 2) "District mill value per ANB 11 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) ""d 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 

~entex 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 amounte The taxable value of nonlevy revenue for 

the purpose of computing guaranteed tax base aid for schools 

is the amount of no~t~x nonlevy revenue received by a 

district in the previous year, including for fiscal year 
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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 local government 

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

district in the previous year, multiplied by 1,0007 --divided 

by--iTBBBT-with-the-qttotiel'!t-di~ided-by-the-AHB-eottl'lt-of-the 

d*s~riee-~sed--to--eale~ia~e--the--dietriet~s--e~rrefte--year 

foundatio"-pro9ram-sehedtlle-ame~ft~. 

(3) "Guaranteed overschedule general fund budget 11 means 

that 

of the 

portion of a district's general fund budget in excess 

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 oil and gas net proceeds 

determined under 15-23-607(4) Sl'!d 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 no"tex 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 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 non~ax nonlevy 

revenue received by a district in the previous yearL 

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 local government severance tax, divided by 

the number of mills levied by the district in the previous 

year, multiplied by l,Ooo,--d~¥~d~d--by--i79997--w~th-the 

qttot~ent-di¥id~d-by-the-totei-stet~-~l~m~ntery-ANB-eottnt--or 

14 the--~ota±-~tate-high-sehoo~-ANB-eott~e-~a~d-to-ealettla~e-tbe 

15 elem~~ea~y-sehool--distriets~--ane--h~~h--eeftool--distr±ets~ 

16 e~rrent-year-fo~neatio~-~ro~ram-amottnts." 

17 NEW SECTION. SECTION 5. REVENUE OVERSIGHT STUDY. THE 

18 REV8NUE OVERSIGHT COMMITTEE SHALL STUDY THE NEW METHODS OF 

19 TAXING COAL, OIL, AND NATURAL GAS PRODUCTION THAT WERE 

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

21 AND AS AMENDED BY (THIS ACT]. THE CO~~ITTEE SHALL REPORT ITS 

22 FINDINGS TO THE 52ND LEGISLATURE. 

23 NEW SECTION. Section 6. Severability. If a part of 

24 [this act] is invalid, all valid parts that are severable 

25 from th~ invalid part remain in effect. If a part of [this 
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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. 

[Se~tions--i-end-3 SE€~t8N-~ SECTIONS lAND 3] e~~iy APPhtES 

APPLY retroactively, within the meaning of l-2-109, to all 

local government severance taxes on oil-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, Hay 25, 1990 

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: ''PRODUCPION," 
Insert: "GENERALLY" 
Strike: "STATE AND" 

2. Title, line 11. 
Following: "PRODUCPION," 
Insert: "IMPOSING A REVENUE NEUTRAL LOCAL GOVERNMENT SEVERANCE 

TAX RATE ON NONWORKING INTEREST OWNERS OF OIL AND NATURAL 
GAS PRODUCTION;" 

3. Title, line 20. 
Follo1'1ing: "HELLS," 
Insert: "CLARIFYING THE APPLICATION OF THE LOCAL GOVERNMENT 

SEVERANCE TAX TO NATURAL GAS STRIPPER WELLS; CLARIFYING THE 
LOCAL GOVERNMENT SEVERANCE TAX ON OIL 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 

REVENUE" 

6. Pages 2 through 26. 
Strike: everything following the enacting clause 
Insert: "Section 1. Section 15-36-101, MCA, is amended to read: 

ftlS-36-101. Definitions and rate of tax -- state 

ADOPT 
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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, 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 s~ffieient in 
~~antity te jHstify the marketin~ of the same mHst 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. ~Except as provided in subsection (3), the 
state severance tax and the local government severance tax 
are eem~Htecl at the fello1rin~ rates as follows: 

(a) except as provided in subsections (1)(b), (1) (c), 
~ (l)(d), and (l)(e), a 5% ~state severance tax on the 
total gross taxable value of all the petroleum and other 
minerai or crude oil produced by the person, plus the local 
government severance tax of 8.4% on preduetion the gross 
taxable value of ali 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) ~ 2.65% ~ 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 gross taxable value of all natural gas ~rodHetion 
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) ~ 2.5% ~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 ~ 5% on produetien the tota~ 
gross taxable value of the incremental petroleum and other 

REJECT FCCsb0l.cjr 



i-

ADOPT 

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 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 ~tlr~ose 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) cyclic steam injection; 
(G) alkaline or caustic flooding; 
(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), £ 3% ~state 

severance tax on the total gross taxable value of all the 
petroleum and other mineral or crude oil ~reetletien produced 
by the person after the first 5 barrels, ~ltls the loeal 
~evernment severanee tax of 4.2, en all ~reduetien other 
than iflterilft !)reduetion ana flel~ !''l'Oatletiefl, t3rodueed S)' 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, 199l•L 

(e) a 5% 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-
11L 

(2) For purposes of this section, the term 
''incremental petroleum and other mineral or crude oil" means 
the amount of oil, as determined by the department of 
revenue, to be in excess of what would have been produced by 
primary and secondary methods. The determination arrived at 
by the department must be made only after notice and hearing 
and shall specify through the life of a tertiary project, 
calendar year by calendar year, the combined amount of 
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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 at the 
following rates: 

(il 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 oil; 

(iil 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 (1)(e) of this 
section. 

+371!1 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~ 
~ 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 
petroleumL ~ other mineral or crude ~ oil, or natural 
~ 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 
~well, or in prospecting, exploring, or development work, 
any merchantable or marketable petroleumL ~ 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 petroleumL ~ other mineral or crude oil, or natural 
~the work, drilling, prospecting, exploring, or 
development work is considered to be the engaging in and 
carrying on of the business of producing petroleumL ~ other 
mineral or crude oil, or natural gas within this state 
within the meaning of this section. 

f4+lil 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 oil or natural gas extracted and produced, 
including owner or owners of working interest, royalty 
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interest, overriding royalty interest, carried working 
interest, net proceeds interest, production payments, and 
all other interest or interests owned or carved out of the 
total gross proceeds in value or in kind of 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 
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 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 seheel aistriet taxing unit. 

(2) For purposes of the distribution of local 
government severance taxes collected under 15 36 101 this 
chapter, the department shall determine the unit value of 
oil and gas for each sefieel aistriet taxing unit as follows: 

(a) The unit value for petroleum and other mineral or 
crude oil for each aistriet taxing unit is the quotient 
obtained by dividing the net proceeds taxes calculated on 
petroleum or mineral or crude oil produced in that aistriet 
taxing unit in calendar year 1988 by the number of barrels 
of petroleum or other mineral or crude oil produced in that 
clistriet 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 aistriet taxing unit in 
calendar year 1988 by the number of cubic feet of natural 
gaS prOdUCed in that aiatriet taXing Unit during 1988L 
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 
(4)(a)(ii); 
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(b) AHY amOtlHt HOt allocated te t~e COtlHtY tlHd~r 
BtleseetieH !3)(a) 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 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 government severance 
tax was owed during the calendar quarters ending March 3~ 
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 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 tlflits ef preauetien te eetaiH tfie tax val~e peP 
~Hit ef preduetieH distribution determined for that period 
to obtain an excess or shortage percentage. 

(ii) The tax valtle per tlHit ef preauetieH m~st be 
ffltlltipliea BY tfie UHits ef preduetieH lH tfiat taxable period 
iH eaefi sefieel district that haa produetioH iH that period, 
aHa tfiis ameunt must be added te or suetraetea from tfie 
aistributieH to eaeh respeetite district The excess 
percentage must be multiplied by the distribution to each 
taxing unit, and thjs 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 (3) (a) lil to the taxing 
jurisdietioRs units that levied mills in fiscal year 199~ 
against calendar year 1988 production duriHq fiseal year 
~ in the same manner that all other property tax proceeds 
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were distributed during fiscal year ~ 1990 in the taxing 
j~FisdietiaR unit, except that no distribution may be made 
to a municipal taxing j~fisdietieH 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 15-23-601, 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. 

(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 10%. Everything over 30,000 cubic feet of 
gas produced is 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, 
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. 
"20-9-366. 

Section 20-9-366, MCA, is amended to read: 
(Effective July 1, 1990) Definitions. As 
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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 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 value of coal gross proceeds determined 
under 15-23-703(3) plus all the taxable value of aeatax 
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 nonlevy revenue for the purpose of computing guaranteed 
tax base aid for schools is the amount of noatax nonlevy 
revenue received by a district in the previous yearL 
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 local government severance tax, divided by 
the number of mills levied by the district in the previous 
year, multiplied by 1,000, di,ided by 1,eee, with the 
~tletient divided by the total county elementarl ANB eeunt ar 
the total eeunty hi~h school ANB ceuat used te ealetllate the 
elementary seheel districts' and hi~h seheel districts' 
Ctlrrent ~ear foundation ~roqram 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) 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 aeatax 
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 aentax 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 
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 1,000, divided by 1,eee, with 
the ~uetieat divided by the ANB count ef the district used 
te caletllate the district's eurreat year foundation ~re~ram 
schedule amouflt. 

(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 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 oil and gas net proceeds 
determined under 15-23-607(4) for production occurring after 
Harch 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 guotient divided by the total state elementary ANB coun~ 
or the total state high school 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 nentax nonlevy 
revenue received by a district in the previous yearL 
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 local government severance tax, divided by 
the number of mills levied by the district in the previous 
year, multiplied by 1,000, tii¥idea by l,<ae<a, uith the 
~uotient tiivitieti by the tetal state elementary ANB eount or 
the total state fii~h sefieol ANB count useti to calculate th~ 
elementary sehool distriets' anti hi~fi sefiool districts' 
current year foundation ~re~ram 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 
nonworking interest owner taxpayer 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 1-2-109, to all local government severance taxes on oil 
and natural gas produced after December 31, 1988." 
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And that this Conference Committee Report be adopted. 

Rep. Ted rman 

~L~L~ 
R~ike Kadas 

th/--M.~ 
~ Patterson 

ADOPT 
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SENATE BILL NO. 1 

INTRODUCED BY GAGE 

A BILL FOR AN ACT ENTITLED: "AN ACT RBVlSlN6--9lh--AN9 

NATHRAL-6AS-L&eAL-S9VBRNMEN!-SBVBRANEB-TAM-RATBS7-lMPeS!NS-A 

RBYBNHB--NBHTRAL--b&eAL--GeVBRNMBNT--SBVBRAN€B--TAM--RATB-9N 

N9NW6RKIN6--!NTBRBST--6WNBRS--6P---BIL---ANB---NATHRAL---6AS 

PRBBHeTiBN7 GEN~RALLY REVISING OIL AND NATURAL GAS STATB-ANB 

LOCAL GOVERNMENT SEVERANCE TAX RATES; iMPeSiNS-A-REVBNHB 

NEHTRAL-b&eAL-69YBRNMENT-96''BRANEB-TAM--RATB--6N--NBNW6RKiN6 

!NTBRBST--6WNERS-9P-9Ib-ANB-NATHRAL-6AS-PR9BH€Ti9N; 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; 

ELARIP¥iNG-THB-APPL!€ATI9N-9P-THB-b&eAb-GeVBRNMBNT-SBVBRANEB 

TAM-Te-NATHRAb-6AS--STRIPPBR--WBLLS; EbARiP¥fli6--THB--b&EAb 

S9YBRNMB~T--SBVBRANEB--TAM-9N-9ih-9TRIPPBR-WBLLS; €bAR!P¥iN6 

THB-bC8Ab-69YBRNMBNT-SBVBRANEB-TAM-6N--Bib--STR!PPER--WBbbS; 

CL~IFYING THE APPLICATION OF THE LOCAL GOVERNMENT SEVERANCE 

TAX TO NATURAL GAS STRIPPER WELLS; CLARIFYING THE LOCAL 

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 THE DEFINITION OF THE GUARANTEED TAX BASE; 

PROVIDING 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 %5-36-i9i7 

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 governatLnt 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, 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 sttff±eient--in 

qnantity--~o--;~s~i£y--the-marketin9-of-the-samL-mnst shall, 

REFERENCE BILL: Includes Free 
-2- Conference Committee Report 

Dated £-.;,i-'10 $d 1 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

1~ 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

SB 0001/05 

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 

proceet"s for the exclusive use and benefit of local 

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

state severance tax and the local government severance tax 

are coMp~~ed-a~-~h~-foiiewing-~ates as follows: 

(a) except as provided in subsections (l)(b), (l)(c), 

a~d (l)(d), and (l)(e), a 5i 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 p~oe~etien the gros~ 

taxable value 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) ~ 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 prod~etion 

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) ~ 2.5\ ef state severance tax on the total gross 

taxable value of the incremental petroleum and other mineral 

or crude oil produced EY_ the person, plus the local 

government severance tax of 4~i\ 5' on p~ed~e~ien the total 

gross taxable value of the incremental petroleum and other 

mineral or crude oil produced by the person other than 

intt'.rim 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 hearin9 in accordance with 

Title 2, chapter 4. 

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

adequately delineated according to 

required by the department; and 

the specifications 

(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 ~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) cyclic steam injection; 

(G) alkaline or caustic flooding; 

(H) carbon dioxide water flooding; 

(I) immiscible carbon dioxide disp_lacement; or 

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

tertiary recovery method. 

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

petroleum and other mineral or crude oil prod~et~en produced 

by the person after the first 5 barrelsy--p~~s--tho--~oea~ 

gev~rftM~ftt--~~v~~aftee--~ax--ef--4.~\-eft-811-predtletien-etft~r 

thaft-iftterim-predHeti~n-and-new-pr~dHeti~n,-prodtleed-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, 1991TL 

(e) a 5% 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 

of oil, as determined by the department of revenue, to be in 

excess of what would have been produced by primary and 

secondary methods. The determination arrived at by the 

department must be made only after notice and hearing and 

shall specify through the life of a tertiary project, 

calendar year by calendar year, the combined amount of 

primary and secondary production that must be used to 

establish the incremental production from each lease or unit 

in a tertiary recovery project. 

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

~)and under subsections (1)(a) t~rough (1)(e) of this 

section. 

t3till 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 petrolcumL 

or other mineral or crude oil, 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 

petroleumL e~ other mineral or crude oils oil, or natural 

~ 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 

~ well, or in prospecting, exploring, or development work, 

any merchantable or marketable petroleumL o~ 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 petroleumL o~ other mineral or crude oil, or natural 

~ the work, drilling, prospecting, exploring, or 

development work is considered to be the engaging in and 

carrying on of the business of producing petroleumL or olher 

mineral or crude oil, or natural gas within this state 

within the meaning of this section. 

t4t1ZL 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 oil or natural gas extracted and produced, 

including owner or owners of working interest, royalty 

interest, overriding royalty interest, carried working 

-8- SB l 
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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 other~ise 

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: 

(~} •Gross taxable value 11 means the gross value of the 

product as determined in 15-36-103 leSs 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. 

(b) "Nonworking interest owner'' means any interest 

owner who does not share in the development and operation 

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

occurrence of contingency--sec. 7, Ch. 656, L. 1987.)" 

Section 2. Section 15-36-11?., MCA, is amended to read: 

"15-36-112. Disposition of oil and ;;a.s state and local 

government severan,...:e taxes -- calculation of unit v_-:lue for 

-9- SB 1 
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local government severance tax. (1) Each year the department 

of revenue shall determine the amount of tax collected under 

this chapter from within each ~ehoo~-di~trie~ taxing unit. 

( 2) For purposes of the distr ibut iOI' of local 

government severance taxes collected under %5-36-~9% this 

chapter, the department shall determine the unit value of 

oil and gas for each ~ehoo%-dis~riet taxing unit as follows: 

(a) The unit value for petroleum and other mineral or 

crude oil for each di~~rie~ taxing unit is the quotient 

obtained by dividing the net proceeds taxes calculated on 

petroleum or mineral or crude oil produced in that district 

taxing unit in calendar year 1988 by the number of barrels 

of petroleum or other mineral or crude oil produced in that 

di~trict taxing unit during 1988, excluding new and interim 

production. 

(b) The unit value for natural gas is the quotient 

obtained by dividing the nel proceeds taxes calculated on 

natural gas produced 

calendar year 1988 

gas produced in that 

in that di~~riet taxing unit in 

by the nt1mber of cubic feet of natural 

di~~riet taxing unit during 1988L 

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 
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county for distribution as provided in subsection 

( 4)tattHt; 

(b) Any--amoun~--no~--aiioeated--to--the--eounty--under 

sttb~eetioft-t3ttat 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 loc~l 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: 

(i) By ~ovember 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 dep.«tment shall 

calculate and distribute to each eligible county th~ amount 

of local government severance tax, determined by .tiUltiplying 

-ll- SB l 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

l3 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

SB 0001/05 

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 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 ~ni~s-of-prodttetion-to-obtain-~he--tex--vai~e--per 

~nit--of--prod~et~on distribution determined for that period 

to obtain an excess or shortage percentage. 

(ii) ~he-tax--v8ltte--per--~nit--of--prodttetion--mtts~--be 

mttltipiied-by-the-units-of-~rodttet~en-in-that-tDxabl~-~eriod 

in--eaeh-~ehool-d~striet-thet-hftd-prodttetion-in-that-~eriod, 

and-this-amo~nt-mtl~t-be-added--to--or--subtraeted--from--the 

di~tribution---to---eaeh---re~peetive--distriet The excess 

~centage n1ust 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 t3ttat ill to the taxing 

jH~i~die~ions units that levied mills in fiscal year 1990 

against calendar year 1988 production dHring--£i~ea%--year 

i989 in the same manner that all other property tax proceeds 

were distributed during fiscal year t989 1990 in the taxing 

;ttr~sdtetio~ unit, except that no distribution may be made 

to a municipal taxing jtu.•i:sdiet:iott unit.•• 

S~tion 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 15-23-601, 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 severan~e tax imposed by 15-36-101, 

provided the notificatlon 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 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 10\. Everything over 30,000 cubic feet of 

gas produced is taxed at 1.59\ plus a local government 

severance tax of T~6i5% 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, 

deteru1ined 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) 

through 

Notwithstanding the provisions of 

(4), all reporting requirements 

subsections ( 2) 

severance tax remain in effect. (Subsections 

under the state 

( 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 20-9-369, 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 oil 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 value of ftOfteax 

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 AN8 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 guaranteed 

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

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 local government severance tax, divided by 

the number of mills levied by the district in the previous 

year, multiplied by 1,0007--divided--by--17899,--vie~-ehe 

queeiene-divided-by-ehe-eeeal-ceuftey-eiemefteary-A~8-ceufte-er 

the-eoeai-eeuney-~igh-scheei-ANB-eeune-used-ee-ealeulaee-t~e 

el~m~n~ery-sehoo%--disericts~--aftd--high--sehoo%--8~striets~ 

eHrr~nt-y~ar-to~ndation-program-amo~nts. 

(2) 11 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) for production occurring after March 31, 1990, 

plus the taxable value of coal grass proceeds determined 

under 15-23-703\3) plus all the taxable value of nefteax 

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 ftofttax nonlevy revenue received by a district in 

the previous y~ar, including for fiscal year 1991 the 
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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 local government severance tax, 

divided by the number of mills levied by the district in the 

previous year, multiplied by l,ooo,-d±~±d~d-by-1,888,-w±th 

th~-q~ot±~nt-div±d~d-by-th~-AHB-eo~nt-or-th~--distr±et--~s~d 

te--eaie~iat~-the-di~trietL~-eurrent-year-fOHftdatioft-program 

eeh~duie-amo~ft~. 

(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 oil 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 

value of nentax nonlevy revenue for the support of schools, 

other than Public Law 81-874 funds, dividPd 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 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 "ontax nonlevy 

revenue received by a district in the previous yearL 

including for f~scal 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 local government severance tax, divided by 

the number of mills levied by the district in the previous 

year, multiplied by l,ODD7--divided--by--lT689,--w±th-th~ 

q~et±eat-diviaed-by-the-total-sta~e-elemeatary-ANB-eottnt--er 

th~--tet~l-state-high-sehool-ANB-count-us~d-to-e~ie~lat~-th~ 

elerr.en~ary-sehool--d±str±et!l.1.--and--high--sehool--distriets.L 

cHrren~-year-fotlndation-pro9ram-amounts*" 

NEW SECTION. Section 5. Revenue oversight study 

reports by department of revenue. (1) The revenue oversight 

con~ittee 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 c.hall report to the 52nd 

legislature and to the 53rd legislature on any conversion of 
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1 nonworking interest owner taxpayer status to operator 

2 taxpayer status. 

3 NEW SECTION. Section 6. Severability. If a part of 

4 [this act) is invalid, all valid parts that are severable 

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

6 act] is invalid in one or more of its applications, the part 

7 remains in effect in all valid applications that are 

8 severable from the invalid applications. 

9 NEW SECTION. Section 7. Effective date. [This act) is 

10 effective on p. ~ssage and approval. 

11 NEW SECTION. Section 8. Retroactive applicability. 

12 [Sections 1 and 3) apply retroactively, within the meaning 

13 of 1-2-109, to all local government severance taxes on oil 

14 and natural gas produced after December 31, 1988. 

15 -End-
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