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4 A BILL FOR AN ACT ENVTLED: "AY ACT EXEMPTING FROM THE STATE SEVERANCE TAX FOR 24

5 MONTHS OIL OR NATURAL GAS PRODUCED FROM A WELL DRILLED AFTER MARCH 31, 1935,
6  AMENDING SECTIONS 15-36-101 AND 15-36-121, MCA; AND PROVIDING AN IMMEDIATE EFFECT,
7 DATE AND CONTINGENT APPLICABILITY DATES." 47,“/

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

10
11 Section 1. Section 15-36-101, MCA, is amended to read:
12 "15-36-101. Definitions and rate of tax -- state severance tax -- local government severance tax

13 -- assessment of nonwaorking interest owner -- exemption. (1) Every Each person engagirg—r—o+-carrying
14 on-the-business-of produsing who produces petroleum, other mineral or crude oil, or natural gas within this

15 state or e

16 owns, controls, manages, leases, or operates within this state any well or wells from which any

17 merchantable-e+ marketable petroleum, other mineral or crude oil, or natural gas is extraetee-ar produced
18 shall, except as provided in 15-36-121, each-yearwhen-engageeth-or-cariying-enthe-busiressin-thisstate
19 pay to the department of revenue a state severance tax for deposit in the state generai fund, e+the-state
20 e+-Mentana plus a local government severance tax in lieu of a tax on net proceeds for replacement of
21 property taxes formerly levied on net proceeds. Except as provided in subsection {3), the state severance
22 tax and the local government severance tax are as follows:

23 {a) except as provided in subsections {1}(b) through (1}{f), a 5% state severance tax on the gross
24 taxable value of all the petroleum and other mineral or crude oil produced by the person, plus the local
25 government severance tax of 8.4% on the gross taxable value, as defined in subsection (8){a}{ii}, of all the
26 petroleum and other mineral or crude oil produced by the person, other than new production, from each
27 iease or unit; but in determining the amount of the state severance tax and iocal government severance tax,
28 there must be excluded from consideration all petroleum or other crude or mineral oil produced and used
29 by the person during the year in connection with the person’s operations in prospecting for, developing,

30 and producing the petroleum or crude or mineral oil;
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(b} a 2.65% state severance tax on the gross taxable value of all natural gas produced by 11w
person, plus the local government severance tax of 15.256% on the gross taxable value, as detined in
subsection [8){al(ii), of all natural gas produced by the person, other than new praductian, trom each lease
or unit; but in determining the amount of the state severance tax and the iocal government severance (ax,
there must be excluded from consideration all gas produced and used by the person during the year in
connection with the person’s operations in prospectng for, developing, and producing the gas or petraleum
or crude or mineral oil; and there must also be excluded from consideration ali gas, including carbon dioxide
gas, recycled or reinjected into the ground;

(c) except as provided in subsection {4}{a), a 3% state severance tax on the gross taxabie valse
of the incremental production of petroleum and other mineral or crude oi produced from a secandary
recovery project commenced or expanded after December 31, 1993, and before January 1, 2002, plus the
local government severance tax of 5% on the gross taxable value, as defined in subsection (8}{ajtii}. of the
incremental petroleum and other mineral or crude oil produced by the person, other than new productionr
from each lease or unit in a secondary recovery praject commenced or expanded after December 31, 1993,
and hefore January 1, 2002, For purposes of this section, a secondary recovery project must meet eacn
of the following requirements:

(i} The project must be certified as a secondary recovery project to the department by the neard
The certification may be extended only after notice and hearing in accordance with Title 2, chapter 4.

(it The property to be affected by the project must be adequately delineated according to the
specifications reguired by the board.

i} The project must involve the application of secondary recovery methods that can reasonably
be expected to result in an increase, determined by the board to be significant in light of ail the facts and
circumstances, in the amount of petroleum or mineral or crude il that may potentially be recovered. For
purposes of this section, secondary recovery methods include but are not limited to:

(A) the injection of water into the producing formation for the purposes of maintaining pressure
in that formation or for the purpose of increasing the flow of petroleum or mineral or crude oil from the
praducing formation 10 a producing well bore; or

(B} any other method approved by the board as a secondary recovery method.

{d) a 2.5% state severance tax on the gross taxable value of the incrementat petroleurn and other

mineral or crude oil produced by the person, plus the local government severance tax of 5% on the gross
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taxable value, as defined in subsection {8)(al(ii}, of the incrementa! petroleum and other mineral or crude
oil produced by the person, other than 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 each of the following
requirements:

{i) The project must be approved as a tertiary recovery project by the board of oil and gas
conservation. The approvai may be extended only after notice and hearing in accordance with Title 2,
chapter 4.,

(il The property to be affected by the project must be adequately delineated according to the
specifications required by the board.

(iiiy 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 board to be significant in light of all the
facts and circumstances, in the amount of crude oil that may potentially be recovered. For 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 flboding;

(H) carbon dioxide water flooding;

(!} immiscible carbon dioxide displacement; or

{J) any other method approved by the board as a tertiary recovery method.

(e) except as provided in subsection {4)(b), a 2% state severance tax on the gross taxable value
of the ir\crementai petroleum and other mineral or crude oil produced by the person, plus the local
government severance tax of 3.3% on the gross taxable value, as defined in subsection (8}{a}(ii}, of the
incremental petrofeum and other mineral or crude oil produced by the person, other than new production,
from each lease or unit in a tertiary recovery project commenced or expanded after December 31, 1993,
and before January 1, 2002. The tertiary recovery project must meet the requirements of subsections

(1Hd)(i) through (1)d)iii).
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{t} a 5% local government severance tax on the gross taxable value, as defined in subsection
(8)(allii}, of all petroieum and other mineral or crude oil produced by the person other than new production
produced by a stripper well, as defined in subsection (9].

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

(a) "Board” means the board of oil and gas conservation.

(b} "Enhanced recovery project” means the use of any process for the displacement of oil from the
earth other than primary recovery and includes the use of an immiscible, miscible, chemical, thermal, or
biclogical process.

{c) "Existing enhanced recovery project” means an enhanced recovery project that began
development before January 1, 1994. .

{d) "Expanded enhanced recovery project” or "expansion" means the addition of injection wells or
production wells, the change of injection pattern, or other operating changes to an existing enhanced
recovery project that will result in the recovery of cii that would not otherwise be recovered.

(e) "Incremental production” means:

(i) the volume of oil produced by either a well in primary recovery recompleted as a horizontally
completed well or by an expanded enhanced recovery project, which volume of praduction is in excess of
the production decline rate established under the conditions existing before:

{A) the commencement of the recompletion of a well as a horizontally completed well;

(B) expansion of the existing enhanced recovery project; or

(C) commencing a new enhanced recovery project; or

(i) in the case of any project that had no taxable production prior to commencing the enhanced
recovery project, all production of petroleum or mineral or crude oil from the enhanced recovery project.

(f} "New enhanced recovery project” means an enhanced recovery project that began development
after December 31, 1993, and before January 1, 2002,

{g} "Operator” or "producer™ means the person responsible for the actual physical operation of an
enhanced recovery project.

{h} "Primary recovery” means the displacement of oil from the earth into the well bore by means
of the natural pressure of the oil reservoir and includes artificial lift.

(i) "Production decline rate” means the projected rate of future oil production, extrapolated by a

method approved by the board, that must be determined for a project area prior to commencing a new or
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expanded secondary recovery project or the recompletion of a well as a horizontally completed well. The
approved production decline rate must be certified in writing to the department of revenue by the board.
In that certification, the board shall identify the project area and shall specify the projected rate of future
oil production by calendar year and by calendar quarter within each vear. The certified rate of future oil
production must be used to determine the volume of incremental production that qualifies for the tax rate
imposed under subsection {1){c) or {1){e).

{j) "Secondary recovery project” means an enhanced recovery project thatis not a tertiary recovery
project.

(k} "Tertiary recovery project” means an enhanced recovery project using a tertiary recovery
method described in subsection (1}d){(iii).

{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} 12.5% on the gross vatue paid in cash or apportioned in kind to a nonworking interest owner
by the operator or producer af extracted marketable petroleum and cther mineral or crude oil;

(i} 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 apporticned in kind to nonworking interest owners are exempt from the
local government severance taxes imposed under 15-36-121424(3) and under subsections (1){a} through
{(1){f} of this section.

{4} {a) Incremental production from a secondary recovery project is subject to the tax rate imposed
in subsection (1)(c} if the average price per barrel of oil as reported in the Wall Street Journai for west
Texas intermediate crude oil during a calendar quarter is less than $30 a barret. If the price of oil is equal
to or greater than $30 per barrel in a calendar quarter as determined in subsection {5}, incrementai
production from a secondary recovery project is taxed as provided in subsection (1){a) for production
occurring in that quarter.

{b) Incremental production from a tertiary recovery project is subject to the tax rate imposed in

subsection {1})(e} if the average price per barrel of oil as reported in the Wall Street Journal for west Texas
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intermediate crude oil during a calendar quarter is less than $30 a barrel. If the price of oil is equal to or
greater than $30 per barrel in a calendar quarter as determined in subsection (5], incremental production
from a tertiary recovery project is taxed as provided in subsection {1){d} for production occurring in that
quarter.

(b} For the purposes ot subsections (4){a) and (4}{b}, the average price per barrel must be
computed by dividing the sum of the daily price for west Texas intermediate crude oil as reported in the
Walt Street Journal for the calendar quarter by the number of days on which the price was reported in the
guarter.

{6) 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 weils for the purpose
of prospecting or exploring fqr petroleum, other mineral or crude oil, or natural gas or for the purpose of
developing them be considered to be the engaging in or carrying on of the business. If, in the doing of any
work, in the drilling of any oil ar natural gas well, or in prospecting, exploring, or development work, any
merchantable or marketable petroleum, other mineral or crude oil, or natural gas in excess of the quanti;y
required by the person for carrying on the operation is produced sufficient in gquantity to justify the
marketing of the petroleum, other mineral or crude oil, or natural gas, the work, drilling, prospecting,
exploring, ar development wark is considered to be the engaging in and carrying on of the business of
producing petroleum, other mineral or crude oil, or natural gas within this state within the meaning of this
section.

{7) Every person required to pay the state or local government severance tax under this section
shail pay the tax in full for the person’s own account and for the account of each of the other 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 an owner or owners of working interest, royalty interest, overriding
royaity 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 gaovernments 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
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deducted from any settlements under the lease or leases or division of proceeds orders or other contracts.

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

{(a) (i) "Gross taxable value”, for the purpose of computing the state severance tax, means the
gross value of the product as determined in 15-36-103.

(i) “Gross taxable value~, for the purpose of computing the local government severance tax, 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} "Nonworkinginterest owner” means any interest owner who does not sharein the development
and operation costs of the lease or unit.

{9) For the purposes of this section, "stripper well" means a well that produces less than 10 barrels
a 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 ar unitized area and by dividing the

resulting quotient by 365."

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

"15-36-121. Exemption from state severance tax -- imposition of local government severance tax.
{1) It is the public policy of this state to promote a sufficient supply of natural gas to provide for the
residents of this state, 10 lessen Maontana’s dependence on imported natural gas, and to encourage the
exploration for and development and production of natural gas, petraleum, and other mineral and crude oil
within the state.

{2) Al production of natural gas, petroleum, or _other mineral or crude ocil from a well that was

drilled after March 31, 1995, or from a well that has not produced natural gas, petroleum, or other mineral

or crude oil during the 5 vears immediately preceding the first month of qualified production is exempt from

all of the state severance tax imposed by 15-36-101 during the 24 months immediately foliowing 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,

{243} All +he natural gas produced from amy a well that has produced 60,000 cubic feet or less
of natural gas a day for the calendar year prior 1o the current year shalbe is taxed as provided in this

section. Rroduction-mustbe Average daily production is determined by dividing the amount of production

.7
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from a lease or unitized area for the year prierte immediately preceding 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 for each well is exempt frem all of the state
severance tax imposed by 15-36-101. The first 30,000 cubic feet of average daily production get for each
well is subject to a local government severance tax of 10% on the gross taxable value, as defined in

15-36-101(6}{a)(ii). Bverything-ever Natural gas production in excess of 30,000 cubic feet et-gas-preduced

is taxed at 1.59% on the gross taxable value for the state severance tax ptus a local government severance

tax of 10% on the gross taxable value, as defined in 15-36-1071+6HaH#+H{8){a){ii).

{34{4) Notwithstanding the provisions of subseetier subsections (2) and (3), all reporting

requirements under the state severance tax remain in effect.”

NEW SECTION. Section 3. Effective date. [This act] is effective on passage and approval.

NEW SECTION. Section 4. Contingent applicability. (1} If [this act] is passed and approved befora
April 1, 1995, then {this act] applies to oil and gas produced from a well that is drilled after March 31,
1995.

(2) M [this act] is passed and approved after March 31, 1995, then [this act] applies retroactively,
within the meaning of 1-2-109, to oil and gas produced from a well drilled after March 31, 1995.

-END-
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STATE OF MONTANA - FISCAL NOTE

Fiscal Note for SB0338, as introduced

DESCRIPTION OF PROPOSED LEGISLATION: An act exempting from the state severance tax for

24 months ail or natural gas produced from a well drilled after March 31, 1995; and providing an
immediate effective date and contingent applicability dates.

ASSUMPTIONS:

1.

2.

3.

oy O1

Total oil production exempt from the net proceeds tax from the 24 month period 10/1/92
through 9/30/94 was 1,278,671 bbls. (MDOR).

Total natural gas production exempt from the net proceeds tax from the 24 month period
10/1/92 through 2/30/94 was 7,266,530 MCF’'s (MDOR).

Total oil and natural gas production exempt for the first 24 months from wells drilled after
3/31/95 will be the same as exempted from the net proceeds tax during the 24 month period
of 10/1/92 through 9/30/94 (MDOR).

Oil and natural gas wells drilled after March 31, 1995 and their associated production is
distributed evenly across a calendar year (MDOR).

Taxable oil and natural gas production is 95.8% of total production (MDOR).

Montana oil price per barrel is $14.24 in FY95, $14.56 in FY96, and $15.58 in FY97
(ROC/MDOR).

Montana natural gas price per MCF is $1.63 in FY95, $1.65 in FY96, and $1.71 in FY97
(ROC/MDQR).

Natural gas stripper production accounts for 53.5% of total production and exempt stripper
production accounts for 87.2% of total stripper production (MDOR).

Natural gas production from a new well cannot qualify as stripper production during the first
calendar year of production (MDOR).

FISCAL IMPACT:

Revenues:

The proposed legislation impacts oil severance tax collections by an estimated ($17,000) and
natural gas severance tax collections by an estimated ($6,000) in FY95. All oil and natural gas
severance tax collections are deposited 100% to the general fund.

FY96 FY97
Difference Difference
Qil Severance Tax ($339,000) ($802,000)
Natural Gas Severance Tax (113,000) (206,000)
($452,000) {$1,008,000)

LONG-RANGE IMPACTS OF THE PROPOSED LEGISLATION:

Under the listed price and production assumptions, the proposed legislation would impact future
oil severance tax collections by ($916,000) and natural gas severance tax collections by
($172,000) in each fiscal year after FY97. The combined impact to the general fund would be
{$1,088,000) per fiscal year.
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STATE OF MONTANA - FISCAL NOTE

Fiscal Note for SB0338, 2nd reading

DESCRIPTION OF PROPOSED LEGISLATION: An act exempting from the state severance tax for

24 months oil or natural gas produced from a well drilled after March 31, 1995; and providing an
immediate effective date and contingent applicability dates.

ASSUMPTIONS:

1.

2.

10.
11.
12.
13.

Total oil production exempt from the net proceeds tax from the 24 mcnth period 10/1/92
through 9/30/94 was 1,278,671 bbls. {(MDOR).

Total natural gas production exempt from the net proceeds tax from the 24 month period
10/1/92 through 9/30/94 was 7,266,530 MCF’'s (MDOR).

Tota! oil and natural gas preduction exempt for the first 24 months from weils drilled after
3/31/95 will be the same as exempted from the net proceeds tax during the 24 month period
of 10/1/92 through 9/30/24 (MDOR).

Qil and natural gas wells drilled after March 31, 1995 and their associated production is
distributed evenly across a calendar year (MDOR).

Taxable oil and natural gas production is 95.8% of total production (MMDOR).

Montana oil price per barrel is $14.24 in FY95, $14.56 in FY96, and $15.58 in FY97
(ROC/MDOR).

Montana natural gas price per MCF is $1.63 in FY95, $1.65 in FY96, and $1.71 in FY97
{RCC/MDOR).

Natural gas stripper production accounts for 53.5% of total production and exempt stripper
production accounts for 87.2% of total stripper production (MDOR).

Natural gas production from a new well cannot qualify as stripper production during the first
calendar year of production (MBOR]}.

Senate Bill 412 is passed and signed into law (MDOR).

Royalty production accounts for 14.23% of total Post-1985 natural gas preduction (MDOR).
Royalty production accounts for 13.14% of total Post-1985 oil production (MDOR).

The department will adjust the distribution formula in SB412 between state accounts to
ensure that the decrease in revenue collections under the proposed legislation will be borne
by the general fund (MDOR).

FISCAL IMPACT:

Expenditures:
There is no impact to department expenditures under the proposed legisiation.

{continued - page 2)
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Fiscal Note Request, SB0338, 2nd reading
Page 2
(continued)

Revenues:
Tre following fiscal impacts to the general fund are relative to the impacts under Senate Bill 412:

FY96 FY97
Difference Difference
Oil Production Tax ($294,000) ($697,000)
Natural GGas Production Tax (97,000) {176,000)
Total ($391,000) {$873,000)

LONG-RANGE IMPACTS OF THE PROPOSED LEGISLATION:

Under the listed price and production assumptions, the proposed legislation would impact future
oil production tax collections by ($796,000) and natural gas production tax collections by
($147,000} in each fiscal year after FYS7. The combined impact to the general fund would be
($943,000) per fiscal year.

TECHNICAL NOTE:

The section of the proposed legislation containing the cooardination instructions for SB412 does not
allow royalty owners to receive the 24-month production tax incentive. However, the first section
of the bill which amends current law {not SB412) would allow royalty owners to receive the 24-
month holiday from the current law state severance tax.



STATE OF MONTANA - FISCAL NOTE

Fiscal Note for SB-338, 3rd reading, as amended.

DESCRIPTION OF PROPOSED LEGISLATION: An act exempting from the state severance tax for
18 months oil or natural gas produced from a weli drilled after March 31, 1995; and providing an
immediate effective date and contingent applicability dates.

ASSUMPTIONS:

1.

2.

10.
11.
12.
13.

Total oil production exempt from the net proceeds tax from the 24 month period 10/1/92
through 9/30/94 was 1,224,967 bbls. (MDOR]).

Total natural gas production exempt from the net proceeds tax from the 24 month period
10/1/92 through 9/30/94 was 7,266,530 MCF's (MDOR).

Total oil and natural gas production exempt for the first 24 months from wells drilled after
3/31/95 will be the same as exempted from the net proceeds tax during the 24 month period
of 10/1/92 through 9/30/94 (MDOR}.

Oil and natural gas wells drilled after March 31, 1995 and their associated production is
distributed evenly across a calendar year (MDOR).

Taxable oil and natural gas production is 95.8% of total production (MDOR).

Montana oil price per barrel is $14.24 in FY95, $14.56 in FY96, and $15.58 in FY97
(ROC/MDQR]}.

Montana natural gas price per MCF is $1.63 in FY95, $1.65 in FY96, and $1.71 in FYS7
(ROC/MDOR).

Natural gas stripper production accounts for 53.5% of total production and exempt stripper
production accounts for 87.2% of total stripper production (MDCR).

Natural gas production from a new well cannot qualify as stripper production during the first
calendar year of production (MDOR).

Senate Bill 412 is passed and signed into law (MDOR).

Royalty production accounts for 14.23% of total Post-1985 natural gas production (MDOR).
Royalty production accounts for 13.14% of total Post-1985 oil production {MDOR).

The department will adjust the distribution formula in SB-412 between state accounts to
ensure that the decrease in revenue collections under the proposed legislation will be borne
by the general fund (MDOR).

EISCAL IMPACT:

Expenditures:
There is no impact to department expenditures under the proposed legislation.
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Fiscal Note Request, SB-338, 3rd reading, as amended.
Page 2
(continued)

Revenues:
The following fiscal impacts to the general fund are relative to the impacts under Senate Bill 412.
The proposed legislation has an impact of ($20,000) in FY95 of the current biennium.

FY96 EY97

, Difference Difference

Qil Production Tax ($294,000) {$588,000)
Natural Gas Production Tax {97.000) (141,000)
Total ($391,000) {$729,000)

LONG-RANGE IMPACTS OF THE PROPOSED LEGISLATION:

Under the listed price and production assumptions, the proposed legislation would impact future
oil production tax collections by ($597,000) and natural gas production tax collections by
($100,000) in each fiscal year after FY1997. The combined impact to the general fund would be
{$697,000) per fiscal year.

TECHNICAL NOTE:

The section of the proposed legislation containing the coordination instructions for SB-412 does
not allow royalty owners to receive the 24-month production tax incentive. However, the first
section of the bill which amends current law (not SB-412) would allow royalty owners to receive
the 24-month holiday from the current law state severance tax.



54th Legislature SB0338.02

APPROVED BY COM
ON TAXATION

SENATE BILL NO. 338
INTRODUCED BY JERGESON, L. NELSON, PECK, HAGENER, FELAND, DEVANEY, GAGE, TVEIT,
MILLS, J. JOHNSON, M. HANSON, MCCANN, REHBEIN, KEATING

A BILL FOR AN ACT ENTITLED: "AN ACT EXEMPTING FROM THE STATE SEVERANCE TAX FOR 24
MONTHS OIL OR NATURAL GAS PRODUCED FROM A WELL DRILLED AFTER MARCH 31, 19895;
AMENDING SECTIONS 15-36-101 AND 15-36-121, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE
DATE AND CONTINGENT APPLICABILITY DATES.”

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 rat‘e of tax -- state severance tax -- local government severance tax
-- assessment of nonwarking interest owner -- exemption. (1) Every Each person ergaging-in-or-carryag
er-the-business-ofprodueing who produces petroleum, other mineral or crude oil, or natural gas within this

state or €

who owns, controls, manages, leases, or operates within this state any well or wells from which any

merehantable-ef marketable petroleum, ather mineral or crude ail, ar natural gas is extracted-sr produced
shall, except as provided in 15-36-121, eschyoarwher-engaged-r-orcarpying-onthe-business-inthisstate
pay to the department of revenue a state severance tax for deposit in the state general fund, e¥the-state
of-Mentara plus a local government severance tax in lieu of a tax on net proceeds for replacement of
property taxes formerly levied on net proceeds. Except as provided in subsection {3), the state severance
tax and the local government severance tax are as follows:

{a) except as provided in subsections (1)(b) through {1}(f), a 5% state severance {ax on the gross
taxable value of ali the petroleum and other mineral or crude oil produced by the persan, plus the local
government severance tax of 8.4% on the gross taxable value, as defined in subsection (8}{al{ii), of all the
petroleum and other mineral or crude oil produced by the person, other than 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 the person’s operations in prospecting for,
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developing, and producing the petroleum or crude or mineral oil;

(bl a 2.65% state severance tax on the gross taxable value of all natural gas produced by the
persan, plus the focal government severance tax of 15.25% on the gross taxable value, as defined in
subsection (8}{a)lii), of all natural gas produced by the person, other than 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 the person’s 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) except as provided in subsection (4){a), a 3% state severance tax on the gross taxable value

of the incremental production of petroleum and other mineral or crude oil produced from a secondary

‘recovery project commenced or expanded after December 31, 1993, and before January 1, 2002, plus

the local government severance tax of 5% on the gross taxable value, as defined in subsection (8){a){ii),
of the incremental petroleum and other mineral or crude oil produced by the person, other than new
production, from each lease or unit in a secondary recovery project commenced or expanded after
December 31, 1993, and before January 1, 2002. For purposes of this section, a secondary recovery
project must meet each of the following requirements:

(it The project must be certified as a secondary recovery project to the department by the board.
The certification may be extended only after notice and hearing in accordance with Title 2, chapter 4.

liit The property to be affected by the project must be adequately delineated according to the
specifications required by the board.

{ili) The project must involve the application of secondary recovery methods that can reasonably
be expected to result in an increase, determined by the board to be significant in light of all the facts and
circumstances, in the amount of petroleum or mineral or crudé ail that may potentiaily be recovered. For
purposes of this section, secondary recovery methods include but are not limited to:

{(A) the injection of water into the producing formation for the purposes of maintaining pressure
in that formation or for the purpose of increasing the flow of petroleum or mineral or crude oil from the
producing formation to a praducing well bore; or

{B) any other method approved by the board as a secondary recovery method.

{d} a 2.5% state severance tax on the gross taxable value of the incremental petroleum and other

Z\\ .2. SB 338
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mineral or crude oil produced by the person, plus the local government severance tax of 5% on the gross
taxable vaiue, as defined in subsection (8){a)lii}, of the incremental petroleljm and other mineral ar crude
oil produced by the persen, other than 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 each of the
following reguirements:

(i} The project must be approved as a tertiary recovery project by the board of oil and gas
conservation. The approval may be extended only after notice and heéring in accordance with Title 2,
chapter 4.

{iil The property to be affected by the project must be adequately delineated according to the
specifications required by the board.

{iitl 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 board to be significant in light of all the
facts and circumstances, in the amount of crude oil that may potentially be recovered. For 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) polymar augmented water flooding;

{F) cyclic steam injecticn;

{G} alkaline or caustic flooding;

(H) carbon dioxide water flooding;

{I) immiscible carbon dioxide displacement; or

{J) any other method approved by the board as a tertiary recovery method.

{e) except as provided in subsection (4)(b), a 2% state severance tax on the gross taxable value
of the incremental petroleum and other mineral or crude oil produced by the person, plus the local
government severance tax of 3.3% on the gross taxable value, as defined in subsection (8Ha){ii), of the
incremental petroleum and ather mineral or crude oil praduced by the person, other than new production,
from each lease or unit in a tertiary recovery project commenced or expanded after December 31, 1993,

and before January 1, 2002. The tertiary recovery project must meet the requirements of subsections
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(1)(d)i) through {1Hd} i}

{(f) a 5% local government severance tax on the gross taxable value, as defined in subsection
(8Hallii), of all petroleum and other mineral or crude oil produced by the person other than new production
produced by a stripper well, as defined in subsection (9).

{2) For purposes of this section, the following definitions apply:

{a} "Board" means the board cf ¢il and gas conservation.

{b) "Enhanced recovery project” means the use of any process for the displacement of oil from
the earth other than primary recovery and includes the use of an immiscible, miscible, chemical, thermal,
or biclogical process.

{c} "Existing enhanced recovery project” means an enhanced recovery project that began

“development before January 1, 1994

{(d) "Expanded enhanced recovery project” or "expansion” means the addition of inj'ection wells

or praduction wells, the change of injection pattern, or other operating changaes to an existing enhanced

recovery project that will result in the recovery of oil that would not otherwise be recovered.

{e) "Incremental production” means:

{i} the volume of oil produced by either a well in primary recovery recompleted as a horizantally
completed well or by an expanded enhanced recovery project, which volume of production is in excess of
the production decline rate established under the conditions existing before: '

7 | {A} the commencement of the recampletion of a well as a horizontally completed well;

{B} expansion of the existing enhanced recovery project; 6r

{C) commencing a new enhanced recovery projact; or

(i) in the case of any project that had no taxable production prior to commencing the enhanced
reéovery project, all production of petroleum ¢or mineral or crude oil from the enhanced recovery project.

(f) "New enhanced recovery project” means an enhanced recavery project that began development
after December 31, 1983, and before January 1, 2002,

{g) "Operator" or "producer” means the person responsible for the actual physical operation of an
enhanced recovery project.

(h} "Primary recovery” means the displacement of oil from the earth into the well bore by means
of the natural pressure of the oil reservoir and includes artificial lift.

(i) "Production decline rate” means the projected rate of future oil production, extrapolated by a

f’\ -4 - SB 338
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method approved by the board, that must be determined far a project area prior to commencing a new ar
expanded secondary recovery project or the recompletion of a well as a horizontally completed weli. The
approved production decline rate must be certified in writing to the department of revenue by the board.
In that certification, the board shall identify the project area and shall specify the projected rate of future
oil production by calendar year and by calendar quarter within each year. The certified rate of future cil
production must be used to determine the volume of incremental production that qualifies for the tax rate
imposed under subsection {1){c) or {1}{e).

(i) "Secondary recovery project” means an enhanced recovery project that is not a tertiary
recovery project.

{k} "Tertiary recovery project” means an enhanced recovery project using a tertiary recovery
method described in subsection (1}{d){iii}.

(3} {a} Alocal 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 preducer 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 ngnworking interest owners is computed at the following
rates:

(i) 12.5% on the gross value paid in cash or apportioned in kind'to a nonwaorking interest owner
by the operator ar producer of extracted marketable petroleum and other mineral or crude oil;

{iiy 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)Y The amounts paid or apportioned in kind to noenworking interest owners are exempt from the
local government severance taxes imposed under 15-36-121424(3) and under subsections (1}{a) through
{THf) of this section.

{4) {a) Incremental production from a secondary recovery preject is subject to the tax rate imposed
in subsection (1){c) if the average price per barrel of ¢il as reported in the Wall Street Journal for west
Texas interrmediate crude oil during a calendar quarter is less than $30 a barrel. If the price of oil is equal
to or greater than $30 per barrel in a calendar quarter as determined in subsection (5), incremental
production from a secondary recovery project is taxed as provided in subsection (1){a) for production
occurring in that quarter.

(b) Incremental production from a tertiary recovery project is subject to the tax rate imposed in
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subsection (1){e) if the average price per barrel of oil as reported in the Wall Street Journal for west Texas
intermediate crude oil during a calendar guarter is less than $30 a barrel. If the price of oil is equal to or
greater than $30 per barrel in a calendar quarter as determined in subsection {5}, incremental production
from a tertiary recovery project is taxed as provided in subsection {1}{d} for production occurring in that
guarter,

{5) For the purposes of subsections {(4}{a} and (4)(b), the sverags vrice per barrel must be
computed by dividing the sum of the daily price for west Texas intermecizie crude oil as reported in the
Wall Street Journal for the calendar guarter by the number of days on wiich ihe price was reported in the
quarter.

{8) Nothing in this part may be construed as requiring laborers or zmuoloyeas 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 far or do any wark 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 ot & weil or wells for the purpose
of prospecting or exploring for petroleum, other mineral or crude oil, or natural gas or for the purpose of
developing them be considered to be the engaging in or carrying on of the business. If, in the doing of any
work, in the drilling of any oil orf natural gas well, or in prospecting, exploring, or development work, any
merchantable or marketable petroleum, other mineral or crude oil, or natural gas in excess of the quéntity
required by the person for carrying on the operation is produced sufficient in quantity to justify the
marketing of the petroleum, other mineral or crude oil, or natural gas, the wark, drilling, prospecting,
exploring, or development work is considered to be the engaging in and carrying on of the business of
producing petroleum, other mineral or crude oil, or natural gas within this state within the meaning of this
sectian.

{7) Every person required to pay the state or local government severance tax under this section
shall pay the tax in full for the person's own account and for the account of each of the ather 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 an owner or owners of working interest, royalty interest, overriding
rovalty 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
petrotleum or ather minera! or crude ail or natural gas, except that any of the interests that are owned by

the federal, state, county, or municipal governments are exemgpt from taxation under this chapter. Unless

-6 - SB 338

Z\C}f"/“"a Legisiative council



B4th Legislature 580338.02

BoWwoMN

O 0w O~ ™ ;M

11

13
14
15
16
17
18
19
20
21

22
23
24
25
28
27
28
29
30

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.

{8} For purposes of this section, the following definitions apply:

{a) (i} "Gross taxable value”, for the purpose of computing the state severance tax, means the
gross value of the product as determined in 15-36-103.

(i) “Gross taxable valug®, for the purpose of computing the local government severance tax,
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 awner by the operator or pro_ducer 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.

{8) For the purposes of this section, "stripper well" means a well that produces less than 10
barrels a 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."

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

"15-36-121. Exemption from state severance tax -- imposition of local government severance tax.
{1). It is the public 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 production of natural gas, petroleum, or other mineral or crude oil from a well that was

drilled after March 31, 1995, or from a well that has not produced natural gas, petroleum, or ather mineral

or cryde qil during the 5 years immediately preceding the first month of qualified production is exempt from

all of the state severance tax imposed by 15-36-101 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,

£4{3) All the natural gas produced from amy a well that has produced 60,000 cubic feet or less

af natural gas'a day for the calendar year priar to the current year shal-be is taxed as provided in this
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section. Rreduetion-mustbe Average daily production is determined by dividing the amount of production
from a lease or unitized area for the year prierte immediately preceding the current calendar year by the
number of praducing 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 for each 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 for each
well is subject to a focal government severance tax of 10% on the gross i?xable value, as defined in
15-36-101(6)(a)lii). Bverythingover Natural gas production in excess of 30,000 cubic feet ofgaspreduced

is taxed at 1.59% on the gross taxable value for the state severance iz4 pius a local government

severance tax of 10% on the gross taxable value, as defined in 15-36-101&aHi8)(a)(ii).
+34) Notwithstanding the provisions of subseetion subsections (2) and_(3), all reporting

requirements under the state severance tax remain in effect.”

NEW SECTION. SECTION 3. COORDINATION INSTRUCTION. IF SENATE BILL NG. 412 1S
PASSED AND APPROVED, THEN SENATE BILL NO. 412 1S AMENDED AS PROVIDED IN SUBSECTIONS

(1) AND (2) OF THIS SECTION AND THE DISTRIBUTION OF REVENUE MUST BE MODIFIED AS PROVIDED

IN SUBSECTION (3) OF THIS SECTION. {F NECESSARY, THE CODE COMMISSIONER SHALL CORRECT
ALL ERRONEOUS INTERNAL REFERENCES WITHIN SENATE BILL NO. 412 CAUSED BY THIS SECTION.

(1} THE DEFINITION SECTION, [SECTION 3], OF SENATE BILL NO. 412 1S AMENDED BY ADDING
THE _FOLLOWING DEFINITION, IN ALPHABETICAL ORDER, AND RENUMBERING SUBSEQUENT

SUBSECTIONS:

"{19) "Qualifying production” means the first 24 months of production of oil or natural gas from
any post-1985 well drilled after March 31, 1995, or from a well thét has not produced oil or natural gas
during the © years immediately preceding the first month of qualifying production. Qualifying production
does not include oil production from a horizantally recompleted well."

{2) THE SECTION IMPOSING TAX RATES ON NATURAL GAS AND QIL PRODUCTION, [SECTION

4] OF SENATE BILL NO. 412, 1S AMENDED TG READ;
"NEW SECTION. Section 4. Production tax rates imposed on oil and natural gas. (1) The

production of oil and natural gas is taxed as provided in this section. The tax is distributed as provided in
[section 18].

{2) Natural gas is taxed on the gross taxable value of production based on the type of well and
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type of production according to the following schedule for working interest and nonwaorking interest

2 owners:
3 Working Nonworking
4 Interest Interest
5 {a} pre-1985 wells 18.75% 16%
6 {b) post-1985 wells
7 (i) first 12 months
8 of qualifying production 3-36% 0.7% 15%
9 {ii) after next 12 months
10 of gualifying prodyction 15-389% 12.7% 15%
11 {iii) after 24 months 15.35% 15%
12 {¢} stripper natural gas
13 pre-1985 and post-1985 wells 11.2% 15%
14 (3) The reduced tax rate rates under subsection subsections (2}(bj(i) and (2)({b}{ii) erraturat-gas

15 preduetion for the first 32 24 months of natural gas production from a post-1985 well begins following

16 the last day of the calendar month immediately preceding the manth in which natural gas is placed in a

17 natural gas distribution system, provided that notification has been given to the department.

18 (4) Qil is taxed on the gross taxable value of production based on the type of well and type of

19 production according to the following schedule for working interest and nonworking interest owners:

20

21

22 (a} primary recovery production
23 (i) pre-1985 wells

24 (ii) post-1985 wells

25 (A} first 12 months of
26 qualifying production
27 (B) after next 12 months
28 of gualifving production
29 (C)_after 24 months

30 (b} stripper oil production

Z&gﬁana Leglsiative Council

Working

Interest

14.1%

7% 0.7%

127% 7.7%
12.7%

Nonworking

Interest

16.6%

16.5%

16.5%
16.5%
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pre-1985 and post-1385 wells 1% 16.6%
(c} horizontally completed well production

(i} first 18 months of

qualifying production 6-7% 0.7% 5.7%
{ii) next 8 months
of qualifying production 7.7% 12.7%
(iii) after +8 24 months 12.7% 12.7%

{d) incremental production

(i) new or expanded secondary recovery production

(A) pre-13985 well 8.7% 16.2%

(B) post-1985 well 8.7% 10.7%

{ii) new or expanded tertiary production

(A} pre-1985 well 6% 15.2%

(B} post-1985 well 6% 9.7%

{e) horizontally recompleted well

(i} first 18 months 5.7% 5.7%

{ii} after 18 manths 12.7% 12.7%

(5) {a) The reduced tax rate rates under subseetion subsections {4){a)lii}(A} and (4}(a}(ii}{B) enei
produaction for the first 32 24 months of oil production from a post-1985 weil begins following the last day
of the calendar month immediately preceding the month in which oil is pumped or flows, provided that
notification has been given to the department.

(b){i) The reduced tax fate rates under subseetion subsections (4}{cHi) and_(4}(c}{i) on oil
production from a horizontally completed well apd-the-reduced-tar—rate—under-subsection{4HeH-onoil
productionfrom—a-horizontaly-recompleted-well for the first 48 24 months of production begins following
the last day of the calendar month immediately preceding the month in which oil is pumped or flows,
provided that the well has been certified as a horizontally completed well sras-a-herizontallyrecempleted
wel to the department by the board. |

i} The reduced tax rate under subsection (4}{e)li) on gil production from a horizontally recompleted

well for the first 18 months of production begins following the last day of the calendar month immediately

preceding the month in which oil is pumped or flows, provided that the well has been certified as a
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horizontally recompleted well 1o the department by the board.

{¢) Incremental production is taxed as provided in subsection {4){d) if the average price per barrel
of oil as reported in the Wall Street Journal for west Texas intermediate crude oil during a calendar quarter
is less than $30 a barrel. If the price of oil is equal to or greater than $30 a barrel in a calendar quarter as
determined in subsection {5)(d}, incremental production is taxed at the rate imposed on primary recovery
production under subsection {4)(a}li} for production occurring in that quarter.

{d) For the purposes of subsection (5)(c), the average price per barrel must be camputed by
dividing the sum of the daily price for west Texas intermediate crude oil as reported in the Wall Street
Journal for the calendar gquarter by the number of days on which the price was reported in the quarter.”

(3) THE DEPARTMENT OF REVENUE SHALL, BY RULE, CHANGE THE DISTRIBUTION FORMULAS

UNDER [SECTION 18] OF SENATE BILL NO. 412 FOR DISTRIBUTION OF TAXES ON OiL AND NATURAL

GAS PRODUCTION COLLECTED UNDER (SECTION 4] OF SENATE BILL NO. 412. IN RECALCULATING

DISTRIBUTION RATES FOR THE REVENUE RAISED BY SENATE BILL NO. 412, THE DEPARTMENT OF

REVENUE SHALL DETERMINE THE REVISED DISTRIBUTION RATES ACCORDING 7O A FORMULA THAT

PRESUMES THAT THE REDUCTION IN THE TAX RATES ON NATURAL GAS PRODUCTION FOR WORKING

INTEREST OWNERS FROM PQOST-1985 WELLS AND IN THE TAX RATES ON OIL PRODUCTION FOR

WORKING INTEREST OWNERS FROM POST-1985 WELLS, AS PROVIDED IN SUBSECTION {2} OF T+:3

SECTION THAT AMENDS [SECTION 4] OF SENATE BILL NOQ. 412, AS FOLLOWS:

(A) FOR THE FIRST 12 MONTHS OF QUALIFYING PRODUCTION UNDER [SECTION 4({2)(8) AND

(4)4AlN)], THE REDUCTION IN TAX RATES MUST BE BORNE BY THE STATE GENERAL FUND AND NOT

BY QTHER STATE FUNDS;

(B} FOR THE NEXT 12 MONTHS OF OUALIFYING PRODUCTION UNDER [SECTION 4{2}{B} AND
(4yAa)], THE REDUCTION IN THE TAX RATES MUST BE BORNE BY THE STATE GENERAL FUND AND

NQT BY OTHER STATE FUNDS OR BY LOCAL GOVERNMENTS;

{C) FOR THE FIRST 18 MONTHS OF QUALIFYING PRODUCTION UNDER [SECTION 4(4)(C)], THE
RECUCTION IN THE TAX RATES MUST BE BORNE BY THE STATE GENERAL FUND AND NQT BY OTHER

STATE FUNDS; AND .
(D)_FOR THE NEXT 6 MONTHS OF QUALIFYING PRODUCTION UNDER [SECTION 4{4)(C}]. THE

REDUCT!ON IN THE TAX RATES MUST BE BORNE BY THE STATE GENERAL FUND AND NOT BY OTHER

STATE FUNDS OR BY LOCAL GOVERNMENTS.
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NEW SECTION. Section 4, Effective date. [This act] is effective on passage and approval.

NEW SECTION. Section 5. Contingent applicability. (1) If [this act] is passed and approved before
April 1, 1895, then [this act] applies to oil and gas produced from a well that is drilled after March 31,
1995.

(2} If [this act] is passed and approved after March 31, 1935, then [this act] applies retroactively,
within the meaning of 1-2-109, to oil and gas produced from a well drilled after March 31, 1995.

-END-
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SENATE BILL NO. 338
INTRODUCED BY JERGESON, L. NELSON, PECK, HAGENER, FELAND, DEVANEY, GAGE, TVEIT,
MILLS, J. JOHNSON, M. HANSON, MCCANN, REHBEIN, KEATING

A BILL FOR AN ACT ENTITLED: "AN ACT EXEMPTING FROM THE STATE SEVERANCE TAX FOR 24
MONTHS OIL OR NATURAL GAS PRODUCED FROM A WELL DRILLED AFTER MARCH 31, 1995;
AMENDING SECTIONS 15-36-101 AND 15-36-121, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE
DATE AND CONTINGENT APPLICABILITY DATES."

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

THERE ARE NO CHANGES IN THIS BILL AND IT WILL
NOT BE REPRINTED. PLEASE REFER TO SECOND
READING COPY (YELLOW) FOR COMPLETE TEXT.

- SB 338
THIRD READING
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HOUSE STANDING COMMITTEE REPORT

April 6, 1995
Page 1 of 3

Mr. Speaker: We, the committee on Taxation report that Senate Bill 338 (third reading

copy -- blue) be concurred in as amended.

And, that such amendments read:

Committee Vote:

Yes /7 No3 .

Signed: O 7 %ﬂ

Chase Hibbard, Chair

Carried by: Rep. Devaney

1. Title, line 5.
Strike: "24°
Insert: "1g"
2. Title, line 8.
following: "DATE"
Insert: ", "
Strike: "AND"
Following: "DATES" ‘
Insert: ", AND A CONTINGENT VOIDNESS PROVISION"
3. Page 7, line 2s8.
Strike: "24"
Insert: "18"
4, Page 8, line 21.
Strike: "24"
Insert: "ig®
5. Page 9, line 9.
Strike: "12"
Insert: "e"
6. Page 9, line 11.
 Strike: "24"
Insert: "18"
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April 6, 1995
Page 2 of 3

7. Page 9, line 15.
Strike: "24"
Insert: "18"

8. Page 92, line 27.
Strike: "12"
Insert: "&"

9. Page 92, line 29.
Strike: “24"
Insert: "18"

10. Page 10, lines 5 and 6.
Strike: subsection (ii) in its entirety
Renumber: subsequent subsection

11. Page 10, line 7.
Strike: "24"
Insexrt: "18*"

12, Page 10, line 189,
Strike: "24" ‘
Insert: "18"

13. Page 10, line 22.
Strike: "gubsections"
Insert: "subsection"

Strike: "and (4) (c) {ii)"

14. Page 10, line 24.
Strike: "24"
Insert: "18"

15. Page 11, line 22,
Strike: "12"
Insert: "g&"

16, Page 11, line 24.
Following: ";"
Insert: "and"

17. Page 11, lines 27 through 30.

Following: "FUNDS" on line 27
Strike: remainder of line 27 through "GOVERNMENTS" on line 30

18. Page 12, line 8.
Insert: "NEW SECTION. Section 6. Contingent voidness. In order
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to maintain a balanced budget, because [this act] reduces
revenue, it may not be transmitted to the governcr unless a
corresponding identified reduction in spending is contained
in House Bill No. 2. If a corresponding identified
reduction in spending is not contained in House Bill No. 2,
[this act] is void. "

-END-
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SENATE BILL NO. 338
INTRODUCED BY JERGESON, L. NELSON, PECK, HAGENER, FELAND, DEVANEY, GAGE, TVEIT,
MILLS, J. JOHNSGON, M. HANSON, MCCANN, REHBEIN, KEATING

A BILL FOR AN ACT ENTITLED: "AN ACT EXEMPTING FROM THE STATE SEVERANCE TAX FOR 24 18
MONTHS OIL OR NATURAL GAS PRODUCED FROM A WELL DRILLED AFTER MARCH 31, 1995;
AMENDING SECTIONS 15-36-101 AND 15-36-121, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE
DATE, AND CONTINGENT APPLICABILITY DATES, AND A CONTINGENT VOIDNESS PROVISION."

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 severance tax -- local government severance tax
-- assessment of nonworking interest owner -- exemption. (1) Every Each person engagirginorearrpring
onthe-busirass-of-produsing who produces petroleum, other mineral or crude oil, or natural gas within this

state or engagth

owns, controls, manages, leases, or operates within this state any weil or welis from which any
rrerchantable-ef marketable petroleum, other mineral or crude oil, or natural gas is extrasted-er produced

shail, except as pravided in 15-36-121, eash

pay to the department of revenue a state severance tax for deposit in the state general fund, ef-the-state
ef-Mentana plus a local government severance tax in lieu of a tax on net proceeds for replacement of
property taxes formerly levied on net proceeds. Except as provided in subsection (3), the state severance
tax and the local government severance tax are as follows:

(a) except as provided in subsections (1){b) through (1)(f), a 5% state severance tax on the gross
taxable value of all the petroleum and other mineral or crude oil produced by the person, pius the locai
government severance tax of 8.4% on the gross taxable value, as defined in subsection (8){a){ii), of all the
petroleum and other mineral or crude oil produced by the person, other than 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 the person’s operations in prospecting for, developing,

-1 - 5B 338
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and producing the petroleum or crude or mineral oil;

{b) a 2.65% state severance tax on the gross taxable value of all natural gas produced by the
person, plus the local government severance tax of 15.25% on the gross taxable value, as defined in
subsection (8){a)(ii}, of all natural gas produced by the person, other than 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 the person’s operations in prospecting for, developing, and producing tHe gas or petroleum
or crude or mineral oil; and there must also be excluded from consideration ail gas, including carbon dioxide
gas, recycled or reinjected into the ground;

{¢c) except as provided in subsection (4){a}, a 3% state severance tax on the gross taxable value
of the incremental production of petroleum and other mineral or crude cii produced from a secondary
recovery project commenced or expanded after December 31, 1993, and before January 1, 2002, plus the
local government severance tax of 5% on the gross taxable value, as defined in subsection (8)(a)(ii), of the
incremental petroleum and other mineral or crude ail produced by the person, other than new production,
from each lease or unit in a secondary recavery project commenced or expanded after December 31, 1993,
and before January 1, 2002, For purposes of this section, a secondary recovery project must meet each
of the following requirements:

(i} The project must be certified as a secondary recovery project to the department by the board.
The certification may be extended only after notice and hearing in accordance with Title 2, chapter 4.

(i) The property to be affected by the project must be adequately delineated according to the
specifications required by the board. _

(i) The project must involve the application of secondary recovery methods that can reasonably
be gxpected to result in an increase, determined by the board to be significant in light of all the facts and
circumstances, in the amount of petroleum or mineral or crude oil that may potentially be recovered. For
purposes of this section, secondary recovery methods include but are not limited to:

(A) the injection of water into the producing formation for the purposes of maintaining pressure
in that formatian or for the purpose of increasing the flow aof petroleum or mineral or crude oil from the
producing formation to a producing well hore; or

(B) any other method approved by the board as & secondary recovery method.

(d) a 2.5% state severance tax on the gross taxahle value of the incremental petroleum and other

Z\\ -2 - SB 338
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mineral or crude oil produced by the person, plus the local government severance tax of 5% on.the gross
taxable value, as defined in subsection (8}(a)(ii}, of the incremental petroleum and other mineral or crude
oil produced by the person, other than 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 each of the following
requirements:

(i} The project must be approved as a tertiary recovery project by the board of oil and gas
conservation. The approval may be extended only after notice and hearing in accordance with Title 2,
chapter 4.

(i} The property to be affected by the project must be adequately delineated according to the
specifications required by the board.

(i} 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 board to be significant in light of all the
facts and circumstances, in the amount of crude oil that may potentially be recovered. For purposes of this
section, tertiary recovery methods include but are not limited to:

(A) miscible fluid displacement;

(B} steam drive injection;

(C) miceliar/femulsion flooding;

(D) in situ combusticn;

{E) polymer augmented water flooding;

{F) cyclic steam injection;

(G) alkaline or caustic floeding;

{H) carbon dioxide water flooding;

{I} immiscible carbon dioxide displacement; or

{J} any other method approved by the hoard as a tertiary recovery method.

{e) except as provided in subsection {4}(b), a 2% state severance tax on the gross taxable value
of the incremental petroleum and other mineral or crude oil produced by the person, plus the local
government severance tax of 3.3% on the gross taxable value, as defined in subsection (B)(a}(ii), of the
incremental petroleum and other mineral or crude il produced by the person, other than new production,

from each lease or unit in a tertiary recovery project commenced or expanded after December 31, 1993,

"and before January 1, 2002. The tertiary recovery project must meet the requirements of subsections

Q -3- SB 338
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{(11d}(D) through {1)}{d}{iii}.

() a 5% local government severance tax on the gross taxable value, as defined in subsection
{8)(a)(ii), of ali petroleum and other mineral or crude oil produced by the perscn other than new production
produced by a stripper well, as defined in subsection (9). '

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

{a) "Board" means the board of oil and gas conservation.

{b) "Enhanced recovery project” means the use of any process for the displacement of oil from the
earth other than primary recovery and includes the use of an immiscible, miscible, chemical, thermal, or
hiological process.

{c) "Existing enhanced recovery project” means an enhanced recovery project that began
development before January 1, 1994,

{d) "Expanded enhanced recovery project” or "expansion" means the addition of injection welis or
production wells, the change of injection pattern, or other operating changes to an existing enhanced
recovery project that will result in the recovery of oil that would not otherwise be recovered.

{e) "Incremental production” means:

{i} the volume of oil produced by either a well in primary recovery recompleted as a horizontally
completed well or by an expanded enhanced recovery project, which voiume of production is in excess of
the production decline rate established under the conditions existing before:

(A) the commencement of the recompletion of a well as a harizontally completed well;

{B) expansion of the existing enhanced recovery project; or

(C) commencing a new enhanced recovery project; or

{ii} in the case of any project that had no taxable production prior to commencing the enhanced
recovery project, all production of petroieum or mineral or crude oil from the enhanced recovery project.

{f) "New enhanced recovery project” means an enhanced recovery project that began development
after December 31, 1993, and before January 1, 2002,

(g) "Operator” or "producer" means the person responsible for the actual physical operation of an
enhanced recovery project.

{h) "Primary recovery” means the displacement of oil from the earth into the well bore by means
of the natural pressure of the oil reservoir and includes artificial lift.

(i) "Production decline rate” means the projected rate of future oil production, extrapolated by a

Z\'\C -4- SB 338
Montana Legislative Councll



54th Legislature SB0338.03

D O A W N

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

29

30

method approved by the board, that must be determined for a project area prior to commencing a new or
expanded secondary recovery project or the recompletion of a well as a horizontally completed well. The
approved production decline rate must be certified in writing to the department of revenue by the board.
In that certification, the board shall identify the project area and shall specify the projected rate of ffuture
oil production by calendar year and by calendar quarter within each year. The certified rate of future oil
production must be used to determine the volume of incremental production that qualifies for the tax rate
impased under subsection (1)(c) or (1){e).

{j) "Secondary recovery project” means an enhanced recovery project that is not a tertiary recovery
project.

(k} "Tertiary recovery project” means an enhanced recovery project using a tertiary recovery
method described in subsection {1}{d}iii).

{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 focal 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 ail;

{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 15-36-12142}{3) and under subsections {1}(a) through
{1}{f} of this section.

(4) {a) Incremental production from a secondary recovery project is subject to the tax rate imposed
in subsection (1}{c) if the average price per barrel of oil as reported in the Wall Street Journal for west
Texas intermediate crude oil during a calendar quarter is less than $30 a barrel. If the price of oil is equal
to or greater than $30 per barrel in a calendar guarter as determined in subsection {5), incremental
production from a secondary recovery project is taxed as provided in subsection (1)(a) for production
occurring in that quarter.

{b) Incremental production from a tertiary recovery project is subject to the tax rate imposed in

. -5 - SB 338
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subsection {1){e) if the average price per barrel of oil as reported in the Wall Street Journal for west Texas
intermediate crude oil during a calendar quarter is less than $20 a barrel. If the price of oil is equal to or
greater than $30 per barrel in a calendar quarter as determined in subsection (B), incremental production
from a tertiary recovery project is taxed as provided in subsection {1}{d) for production occurring in that
quarter.

{6} For the purposes of subsection: {4){a} and {4)(b). the average price per barrel must be
computed by dividing the sum of the daily price for west Texas intermediate crude oil as reported in the
Wall Street Journal for the calendar guarter by the number of days on which the price was reported in the
quarter.

(6) Nothing in this part may be construed as requiring laborers or employees hired or employed by

any person to drill any oil or natura! gas well or to werk in or about any oil or natural gas well or prospect

* or explore for or do any work for e potpute 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 petroleum, other mineral or crude oif, or natural gas or for the purpose of
developing them be considered to be the engaging in or carrying on of the business. If, in the doing of any
wark, in the drilling of any oil or naturat 2as v« or in prospecting, exploring, or development work, any
merchantable or marketable petroleum, other mineral or crude oil, or natural gas in excess of the guantity
required by the person for carrying on tha gperation is produced sufficient in quantity to justify the
marketing of the petroleum, other mineral or crude oil, or natural gas, the work, drilling, prospecting,
exploring, or development work is considered to be the engaging in and carrying on of the business of
producing petroleum, other mineral or crude cff, or natural gas within this state within the meaning of this
section.

{7) Every person reguired to pay the state or 'ocal government severance tax under this section
shall pay the tax in full for the person’s nwn account and for the account of each of the other owners of
the gross proceeds in value ar in kind of al! the marketable petroleum or other mineral or crude oil or natural
gas extracted and produced, including an 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 af the interests that are owned by

the federal, state, county, or municipal governments are exempt from taxation under this chapter. Unless

Z\'\ -6 - SB 338
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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 ar other contracts.

{8) For purposes of this section, the following definitions apply:

(a) (i) "Gross taxable value", for the purpose of computing the state severance tax, means the
gross value of the product as determined in 15-36-103.

(i) “Gross taxable value=, for the purpose of computing the local government saverance tax, 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 petroieum,
other mineral or crude oil, or natural gas.

(b} "Neonworking interest owner” means any interest owner who does not share in the development
and operation costs of the lease or unit.

{9) For the purposes of this section, "stripper well" means a well that produces less than 10 barrels
a 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."

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

"15-36-121. Exemption from state severance tax -- imposition of local government severance tax.
(1) It is the public 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 production of natural gas, petroleum, or other mineral or crude oil from a well that was

drilled after March 31, 1995, or from a well that has not preduced natural gas, petroleum, or other mineral

or crude oil during the 5 years immediately preceding the first menth of gualified production is exempt from

all of the state severance tax imposed by 15-36-101 during the 24 18 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.

+2+{3} All +he natural gas produced from any a 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 is taxed as provided in this
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section. Rreduction-must-be Average daily production is determined by dividing the amount of production

from a lease or unitized area for the year prierto immediately preceding 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 for each 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 for each
well is subject to a local government severance tax of 10% on the gross taxable value, as defined in

15-36-101(6}(al (ii). Bverything-ever Natural aas production in excess of 30,000 cubic feet etgasproduced

is taxed at 1.59% on the gross taxable value for the state severance tax plus a local government severance
tax of 10% on the gross taxable value, as defined in 15-36-1016HaHi}{8](a)ii).
+2+{4) Notwithstanding the provisions of subseetien subsections (2) and (3), all reporting

requirements under the state severance tax remain in effect.”

NEW SECTION. SECTION 3. COORDINATION INSTRUCTION. IF SENATE BILL NO. 412 IS

PASSED AND APPROVED, THEN SENATE BILL NO. 412 1S AMENDED AS PROVIDED IN SUBSECTIONS

(1) AND (2} OF THIS SECTION AND THE DISTRIBUTION OF REVENUE MUST BE MODIFIED AS PROVIDED

INSUBSECTION {3} OF THIS SECTION. IFNECESSARY, THE CODE COMMISSIONER SHALL CORRECT ALL

ERRONEQUS INTERNAL REFERENCES WITHIN SENATE BILL NO. 412 CAUSED BY THIS SECTION.

{1) THE DEFINITION SECTION, [SECTION 3], OF SENATE BILL NO. 412 IS AMENDED BY ADD!NG

THE FOLLOWING DEFINITION, IN ALPHABETICAL ORDER, AND RENUMBERING SUBSEQUENT
SUBSECTIONS:

"{19) "Qualifying production” means the first 24 18 months of production of oil or natural gas from
any post-1985 well drilled after March 31, 1995, or from a well that has not produced oil or natural gas
during the b years immediately preceding the first month of gualifying production. Qualifying production
does not include oil production from a horizontally recompleted well.”

{2} THE SECTION IMPOSING TAX RATES ON NATURAL GAS AND OIL PRODUCTION, [SECTION

4] OF SENATE BILL NO. 412, IS AMENDED TO READ:

"NEW SECTION, Section 4. Production tax rates imposed on oil and natural gas. (1) The

production of oil and natural gas is taxed as provided in this section. The tax is distributed as provided in

[section 18].

{2) Natural gas is taxed on the gross taxable value of production based on the type of well and

Z\\ -8- SB 338
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type of production according to the following schedule for working interest and nonwaorking interest

owners:

(a) pre-1985 wells
{b) post-1985 wells
{i) first 12 months
of qualifying production
{ii) a¥ter next 42 6 months

of qualifying production

liii} after 24 18 months

(c) stripper natural gas

pre-1985 and post-1985 wells

Working

Interest

18.75%

338% 0.7%

16-36% 12.7%
15.35%

11.2%

Nonworking
Interest
15%

16%

15%
15%

15%

(3} The reduced tax rate rates under subseetien subsections {2)(b)({i) and {2}(b){ii} erratural-gas

praduetion for the first 12 24 18 months of natural gas production from a post-1985 well begins following

the iast day of the calendar month immediately preceding the month in which natural gas is placed in a

natural gas distribution system, provided that notification has been given to the department.

{4} Qil is taxed on the gross taxable value of production based on the type of well and type of

production according te the following schedule for working interest and nonworking interest owners:

{a) primary recovery production -

{i' pre-1985 wells

(i) post-1985 wells

(A} first 12 months of
qualifying production

{B} after next 42 6 months

af qualifving production
(C) after 24 1B months

(b) stripper oil production

f\ (Montana Leglisiative Council

Working

Interest

14.1%

7% 0.7%

27% 7.7%
12.7%

Nonwarking

Interest

16.5%

16.5%

16.5%
16.5%
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pre-1985 and post-1985 wells 11% 16.5%
{c) horizontally completed well preduction

{i} first 18 months of

qualifying production 8-1% 0.7% 5.7%
.. :
ofgualifying preductior 7% 12 7%
431} after 38 24 18 months 12.7% 12.7%

{d) incremental production

{iy new or expanded secondary recovery production

(A) pre-1985 well 8.7% 16.2%

{B) post-1985 well B.7% 10.7%

lii} new or expanded tertiary production

{A} pre-1985 well 6% 156.2%

(B) post-1985 well 6% 9.7%

(e) horizontally recompleted well

(i) first 18 months 5.7% 5.7%

{ii} after 18 months 12.7% 12.7%

{5) (a) The reduced tax tate rates under subseetion subsections {4)(a}lii}{A) and {4)(a}(ii}(B) en-eil
praduetien for the first 32 24 18 months of oil production from a post-1985 well begins following the last
day of the calendar month immediately preceding the month in which oil is pumped or flows, provided that

notification has been given to the department.

{b){i) The reduced tax tete rates under subseetion subseetions SUBSECTION (4)(c)(i} and-{dHeHih

on ail preduction from a horizontally completed well and-theredduced-tar-rato-undersubsestion{dHeli-on
eiprodustion—frormm—a-herizontally—trecompletad-well for the first 48 24 18 months of production begins
following the last day of the calendar manth immediately preceding the month in which oil is pumped or
flows, provided that the well has been certified as a horizontally completed weil eras-a-heorizontaly
recompleted-well to the department by the board.

i) The reduced tax rate under subsection {4}{e}{i) on oil production from a horizontally recompleted

well for the first 18 months of production begins following the last day of the calendar month immediately

preceding the month in which oil is pumped or flows, provided that the well has been certified as a

Z/\'\ -10 - SB 338
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harizontally recompleted well to the department by the board.

{c} Incremental production is taxed as provided in subsection {4}(d) if the average price per barrel
of oil as reported in the Wall Street Journal for west Texas intermediate crude oil during a calendar quarter
is less than $30 a barrel. if the price of oil is equal to or greater than $30 a barrel in a calendar quarter as
determined in subsectian (b}(d), incremental production is taxed at the rate imposed on primary recovery
production under subsection (4){a)(i} for production occurring in that quarter.

(d) For the purposes of subsection {5){c), the average price per barrel must be computed by
dividing the sum of the daily price for west Texas intermediate crude oil as reported in the Wall Street
Journal for the calendar quarter by the number of days on which the price was reported in the quarter.”

{3) THE DEPARTMENT OF REVENUE SHALL, BY RULE, CHANGE THE DISTRIBUTION FORMULAS

UNDER [SECTION 18] OF SENATE BILL NO. 412 FOR DISTRIBUTION OF TAXES ON OIL AND NATURAL

' GAS PRODUCTION COLLECTED UNDER [SECTION 4] OF SENATE BILL NO. 412. IN RECALCULATING

DISTRIBUTION RATES FOR THE REVENUE RAISED BY SENATE BILL NO. 412, THE DEPARTMENT OF

REVENUE SHALL DETERMINE THE REVISED DISTRIBUTION RATES ACCORDING TO A FORMULA THAT

PRESUMES THAT THE REDUCTION IN THE TAX RATES ON NATURAL GAS PRODUCTION FOR WORKING

INTEREST OWNERS FROM POST-1985 WELLS AND IN THE TAX RATES ON OIL PRODUCTION FOR

WORKING INTEREST OWNERS FROM POST-1985 WELLS, AS PROVIDED IN SUBSECTION {2} QF THIS

SECTION THAT AMENDS [SECTION 4} OF SENATE BILL NO. 412, AS FOLLOWS:
(A] FOR THE FIRST 12 MONTHS OF QUALIFYING PRODUCTION UNDER [SECTION 4{2)(B) AND

(4)(A){IN], THE REDUCTION IN TAX RATES MUST BE BORNE BY THE STATE GENERAL FUND AND NOT
BY OTHER STATE FUNDS;

(B) FOR THE NEXT 42 6 MONTHS OF QUALIFYING PRODUCTION UNDER [SECTION 4(2)(8) AND

(4} tANIN], THE REDUCTION IN THE TAX RATES MUST BE BORNE BY THE STATE GENERAL FUND AND

NOT BY OTHER STATE FUNDS OR BY LOCAL GOVERNMENTS; AND
{C) FOR THE FIRST 18 MONTHS OF QUALIFYING PRODUCTION UNDER [SECTION 4(4)({C}], THE

REDUCTION IN THE TAX RATES MUST BE BORNE BY THE STATE GENERAL FUND AND NOT BY OTHER

STATE FUNDS:-AND
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NEW SECTION. Section 4, Effective date. [This act] is effective on passage and approval.

NEW SECTION. Section 5. Contingent applicability. (1) If [this act] is passed and approved before
April 1, 1995, then [this act] applies to oil and gas produced from a well that is drilled after March 31,
1995.

{2) Hf [this act] is passed and approved after March 31, 1995, then [this act] applies retroactively,

within the meaning of 1-2-109, to oil and gas preduced from a well drilled after March 31, 1995.

NEW SECTION. SECTION 6. CONTINGENT VOIDNESS. IN ORDER TO MAINTAIN A BALANCED

BUDGET, BECAUSE[THIS ACT] REDUCES REVENUE, IT MAY NOT BE TRANSMITTED TO THE GOVERNQOR
UNLESS A CORRESPONDING IDENTIFIED REDUCTION IN SPENDING IS CONTAINED IN HOUSE BILL NO.
2. IF ACORRESPONDING IDENTIFIED REDUCTION IN SPENDING IS NOT CONTAINED IN HOUSE BILL NO.

2. [THIS ACT] IS VOID.,

-END-
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Report No. 1, April 12, 1995

Mr. President and Mr. Speaker:

Page 1 of 1

We, your Conference Committee on SB 338, met and considered:

House Committee on Taxaticn amendments to the third reading

copy, dated April 6,

We recommend that the amendments considered above be rejected.

And that this Conference Committee report be adopted.

For the Senate:
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SENATE BILL NO. 338
INTRODUCED BY JERGESON, L. NELSON, PECK, HAGENER, FELAND, DEVANEY, GAGE, TVE!T,
MILLS, J. JOHNSON, M. HANSON, MCCANN, REHBEIN, KEATING

A BILL FOR AN ACT ENTITLED: "AN ACT EXEMPTING FROM THE STATE SEVERANCE TAX FOR 24 18
24 MONTHS OIL OR NATURAL GAS PRODUCED FROM A WELL DRILLED AFTER MARCH 31, 1995;
AMENDING SECTIONS 15-36-101 AND 15-36-1217, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE
DATE; AND AND CONVTINGENT APPLICABILITY DATES-ANB-A-GONTINGENT-VOIDNESS PROVISION.™

BE !T 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 severance tax -- local government severance tax
-- assessment of nonwarking interest owner -- exemption. (1) Every Each person ergaging-ir-ercarrying

en-the-business-efpredueing who produces petroleum, other mineral or crude oil, or natural gas within this

owns, controls, manages, leases, or operates within this state any well or wells from which any

morchantable-ar marketable petroleum, other mineral or crude oil, or natural gas is extracted-of produced
shall, except as provided in 15-36-121, eash-yesrwhen-engagedinorcarryirg-onthe busiressinthisstate
pay to the department of revenue a state severance tax for deposit in the state general fund, efthestate
e+Mentana plus a local government severance tax in lieu of a tax on net proceeds for replacement of
property taxes formerly levied on net proceeds. Except as provided in subsection (3), the state severance
tax and the local government severance tax are as follows:

{a) except as provided in subsections (1){b} through {1}(f), a 5% state severance tax on the 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 the gross taxable value, as defined in subsection {8){a)(ii), of all the
petroleum and other mineral or crude oil produced by the person, other than 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 ar mineral oil produced and used

by the person during the year in connection with the person’s operations in prospecting for, developing,

-1- SB 338
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and producing the petroleum or crude or mineral oil;

(b) a 2.65% state severance tax on the gross taxable value of all natural gas produced by the
persan, plus the local government severance tax of 15.25% on the gross taxable value, as defined in
subsection (8){a}(il), of all natural gas produced by the person, other than new production, from each lease
or unit; but in detarmining the amount of the state severance tax and the local govérnment severance tax,
there must be excluded from consideration all gas produced and used by the person during the year in
connection with the person’s 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 inte the ground;

(c) except as provided in subsection (4){a), a 3% state severance tax on the gross taxable value
of the incremental production of petroieum and other mineral or crude oil produced from a secondary'
recovery project commenced or expanded after December 31, 1993, and before January 1, 2002, plus the
local government severance tax of 5% on the gross taxable value, as defined in subsection (8){allii), of the
incremental petrcleum and other mineral or crude oil produced by the person, other than new production,
from each lease or unit in a secondary recovery project commenced or expanded after December 31, 1993,
and befare January 1, 2002. For purposes of this section, a secondary recovery project must meet each
of the following requirements:

(iy The project must be certified as a secondary recovery project to the department by the board.
The certification may be extended enly after notice and hearing in accordance with Title 2, chapter 4.

(i) The property to be affected by the project must be adequately delineated according to the
specifications required by the board.

(i) The project must involve the application of secondary recovery methods that can reasonably
be expected to result in an increase, determined by the board to be significant iﬁ light of all the facts and
circumstances, in the amount of petroleum or mineral or crude oil that may potentially be recovered. For
purposes of this section, secondary recovery methods include but are not limited to:

(A} the injection of water into the producing formation for the purposes of maintaining pressure
in that formation or for the purpose of increasing the flow of petraleum or mineral or crude oil from the
producing formation to a producing well bore; or

(B) any other method approved by the board as a secondary recovery method.

(d) a 2.5% state severance tax on the gross taxable value of the incremental petroleum and other

Z\‘\ -2- SB 338
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mineral or crude oil produced by the person, plus the local government severance tax of 5% on the gross
taxable value, as defined in subsection (8}(a){ii}, of the incremental petroleum and other mineral or crude
oil produce-d by the person, other than new productian, 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 each of the following
requirements:

(i} The project must be approved as a tertiary recovery project by the board of oil and gas
conservation. The approval may be extended only after notice and hearing in accordance with Title 2,
chapter 4.

{iiy The property to be affected by the project must be adequately delineated according to the
specifications required by the board.

(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 board to be significant in light of all the
facts and circumstances, in the amount of crude oil that may potentially be recovered. For purposes of this
section, tertiary recovery methods include but are not limited to:

(A} miscible fluid displacement;

{B) steam drive injection;

{C) micellar/emulsicon flooding;

{D) in situ combustion;

(E) polymer augmented water flooding;

(F) cyclic steam injection;

{G) alkaline or caustic flooding;

{H) carbon dioxide water flooding;

{1) immiscible carbon dioxide displacement; or

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

(e) except as provided in subsection {(4)(b), a 2% state severance tax on the gross taxable value
of the incremental petroleum and other mineral or crude oil produced by the person, pius the locat
government severance tax of 3.3% on the gross taxabie value, as defined in subsection (8){a}lii), of the
incremental petroleum and other mineral ar crude oil produced by the persan, other than new production,
from each lease or unit in a tertiary recovery project commenced or expanded after December 31, 1993,

and before January 1, 2002. The tertiary recovery project must meet the requirements of subsections

-3 SB 338
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[THdY through (1)(d) (i),

(i a 5% local government severance tax on the gross taxable value, as defined in subsection
(8l(a}(ii}, of all petroleum and other mineral or crude oil produced by the person other than new production
produced by a stripper well, as defined in subsection (9).

(2) For purposes of this section, the foilowing definitions apply:

(a) "Board" means the board of oil and gas conservation,

(b} "Enhanced recovery project” means the use of any process for the displacement of oil from the
earth other than primary recovery and in¢ludes the use of an immiscible, miscible, chemical, thermal, or
biological process.

{c} "Existing enhanced recovery project” means an enhanced recovery project that began
development before January 1, 1994,

{d} "Expanded enhanced recovery project” or "expansion” means the addition of injection wells or
production wells, the change of injection pattern, or other operating changes to an existing enhanced
recovery project that will result in the recovery of oil that would not otherwise be recovered.

(e} "Incremental production” means:

(i} the volume of oil produced by either a well in primary recovery recompleted as a horizontally
completed well or by an expanded enhanced recovery project, which volume of production is in excess of
the production decline rate estabtished under the conditions existing before:

(A} the commencement of the recompletion of a well as a horizontally compieted weil;

(Bl expansion of the existing enhanced recovery project; ar

(C} commencing a new enhanced recovery project; or

(i) in the case of any project that had no taxable production prior to commencing the enhanced
recovery project, gll production of petroleum or mineral or crude oil from the enhanced recovery project.

{f} "New enhanced recovery project” means an enhanced recovery project that began development
after December 31, 1993, and before January 1, 2002.

{g} "Operator” or "producer” means the person responsible for the actual physical operation of an
enhanced recovery project.

(h) "Primary recovery" means the displacement of oil from the earth into the well bore by means
of the natural pressure of the oil reservoir and includes artificial lift.

(i) "Production decline rate” means the projected rate of future oil production, extrapolated by a

Z\'\ -4 - SB 338
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method approved by the board, that must be determined for a project area prior t¢ commencing a new or
expanded secondary recovery project or the recompletion of a well as a horizontally completed well. The
approved production decline rate must be certified in writing to the department of revenue by the board.
In that certification, the board shalt identify the project area and shall specify the projected rate of future
oil production by calendar year and by calendar quarter within each year. The certified rate of future oil
production must be used to determine the volume of incremental production that qualifies: for the tax rate
imposed under subsection {1){¢) or (1){e).

{j)y "Secondary recovery project” means an enhanced recovery project that is not a tertiary recovery
project.

(k) "Tertiary recovery project” means an enhanced recovery project using a tertiary recovery
method described in subsection {1){d}{iii}.

(3) {a) A local government severance tax is imposed on the gross value paid in cash or apportioned
in kind to a nonwarking interest owner by the operator or producer of extracted marketable petraleum,
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 aoperator or producer of extracted marketable petroleum and other mineral or crude oil;

{iil 15.25% on the gross vaiue 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 15-36-12142}{3} and under subsections (1){a) through
(1)(f}) of this section.

(4) {a) Incremental production from a secondary recovery project is subject to the tax rate imposed
in subsection (1){c) if the average price per barrel of oil as reported in the Wall Street Journal for west
Texas intermediate crude oil during a calendar quarter is less than $30 a barrel. If the price of oil is equal
to or greater than $30 per barrel in a calendar quarter as determined in subsection (5), incremental
production from a secondary recovery project is taxed as provided in subsection {1)(a} for production
occurring in that quarter.

{b} Incremental production from a tertiary recovery project is subject to the tax rate imposed in

5. SB 338
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subsection (1}{e) if the average price per barrel of oil as reported in the Wall Street Journa! for west Texas
intermediate crude oil during a calendar quarter is less than $30 a barrel. If the price of oil is equal to or
greater than $30 per barrel in a calendar quarter as determined in subsection (5), incremental production
from a tertiary recovery project is taxed as provided in subsection (1){d) for production occurring in that
guarter.

{5} For the purposes of subsections (4)(a) and (4)(b}, the average price per barrel must be
computed by dividing the sum of the daily price for west Texas intermediate crude oil as reported in the
Wall Street Journal for the calendar quarter by the number of days on which the price was reported in the
quarter.

(6} Nothing in this part may be construed as requiring laborers or employees hired or employed by
any person ta drill any ol or natural gas weil 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 petroleum, other mineral or crude oil, or natural gas or for the purpose of
developing them be considered to be the engaging in or carrying-on of the business. If, in the doing of any
work, in the drilling ot any oil or natural gas well, or in prospecting, exploring, or development work, any
merchantable or marketable petroleum, 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, 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 an of the business of
producing petroleum, other mineral or crude oil, or natural gas within this state within the meaning of this
section.

{7) Every person required to pay the state or local government severance tax under this section
shall pay the tax in full for the person’s own account and for the account of each of the other 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 an owner or owners of working interest, royalty intarest, 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
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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.

(8} For purposes of this section, the following definitions‘applyt

{a} (i} "Gross taxable value"”, for the purpose of computing the state severance tax, means the
gross value of the product as determined in 15-36-103.

(iiy “Gross taxable value™, for the purpose of computing the local government severance tax, means
the gross value of the product as determined in 15-38-103 less the gross value paid in cash or apportioned
in kind to a nonwaorking 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.

{9) For the purposes of this sectian, "stripper well" means a well that produces less than 10 barrels
a 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."

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

"15-36-121. Exemption from state severance tax -- imposition of local government severance tax.
(1) It is the public 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
expleration for and development and production of natural gas, petroleum, and other mineral and crude ol
within the state.

{2} All production of natural gas, petroleum, or other mineral or crude oil from a well that was

drilled after March 31, 1995, or from a well that has not produced natural gas, petroleum, or other mineral

or crude oil during the b vears immediately preceding the first month of qualified production is exempt from

all of the state severance tax imposed by 15-36-101 during the 24 318 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.

£2+{3) All the natural gas produced from ary a well that has produced 80,000 cubic feet or less

of natural gas a day for the calendar year prior to the current year shalbe is taxed as provided in this

/\,\LC_/ -7- SB 338
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section. Rroduction-mustbe Averaqe daily production is determined by dividing the amount of production

from a lease or unitized area for the year prieto immediately preceding the current calendar year by the
number of producing welis in the lease or unitized area and by dividing the resuiting quotient by 385, The
first 30,000 cubic feet of average daily production per for_each 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 for each
well is subject to a local government severance tax of 10% on the gross taxable value, as defined in

15-36-101(6)(a){ii). Everyithing-over Natural gas production in excess of 30,000 cubic feet ef-gas-produced

is taxed at 1.59% on the gross taxable value for the state severance tax plus a local government severance
tax of 10% on the gross taxable value, as defined in 15-36-101{8HaHi#{8){al(ii).
+3+{4) Notwithstanding the provisions of subseetion subsections (2) and_(3), all reporting

requirements under the state severance tax remain in effect.”

NEW SECTION. SECTION 3. COORDINATION INSTRUCTION. IF SENATE BILL NO. 412 IS

PASSED AND APPROVED, THEN SENATE BILL NO. 412 1S AMENDED AS PROVIDED IN SUBSECTIONS

{1) AND (2} OF THIS SECTION AND THE DISTRIBUTION OF REVENUE MUST BE MODIFIED AS PROVIDED

INSUBSECTION {3) OF THIS SECTION. IF NECESSARY, THE CORE COMMISSIONER SHALL CORRECT ALL

ERRONEOUS INTERNAL REFERENCES WITHIN SENATE BILL NO. 412 CAUSED BY THIS SECTION.

{1) THE DEFINITION SECTION, [SECTION 3], OF SENATE BILL NO. 412 |S AMENDED BY ADDING

THE FOLLOWING DEFINITION, IN ALPHABETICAL ORDER, AND RENUMBERING SUBSEQUENT

SUBSECTIONS:

"{19) "Qualifying production” means the first 24 18 24 montbs of production of oil or natural gas
from any post-1985 well drilled after March 31, 1995, or from a well that has not produced oii or natural
gas during the 5 years immediately preceding the first month of qualifying production. Qualifying production
does not include oil production from a horizontally recompleted well.” .

{2) THE SECTION IMPOSING TAX RATES ON NATURAL GAS AND OIL PRODUCTION, [SECTION

4] OF SENATE BILL NO. 412, 1S AMENDED TO READ:

"NEW SECTION. Section 4. Production tax rates imposed on oil and natural gas. (1) The

production of oil and natural gas is taxed as provided in this section. The tax is distributed as provided in

[section 18].

{2) Natural gas is taxed on the gross taxable value of production based on the type of well and

/\'\LC/ -8 - SB 338
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type of production according to the following schedule for working interest and nonworking interest

owners:

(a) pre-1985 wells
{b) post-1985 wells
{iy first 12 months
of qualifying production
{ii} eker next 32 & 12 months

of qualifying production

(iii} after 24 48 24 months

(c) stripper natural gas

pre-1985 and post-1985 wells

Working
Interest

18.75%

3369 0.7%

1636% 12.7%

15.35% .

11.2%

Nonworking

Interest

15%

15%

15%
15%

15%

{3) The reduced tax rate rates under subsestion subsections (2})(b)(i) and (2}(b){ii) erratural-gas

produetion for the first 32 24 38 24 months of natural gas production from a past-1985 well begins

following the last day of the calendar month immediately preceding the month in which natural gas is

placed in a natural gas distribution system, provided that notification has been given to the department.

(4) Qil is taxed on the gross taxable value of production based on the type of well and type of

production according to the following schedule for working interest and nonworking interest owners:

(a) primary recovery production

(i) pre-1985 wells

(i) post-1985 wells

(A) first 12 months of
guatifying production

{B) after next 42 6 12 months

of qualifying production

(C)_after 24 18 24 months

{b) stripper oil production

@ma Legistative Councit

Working

Interest

14.1%

b-4% 0.7%

12-459% 7.7%
12.7%

Nonwaorking

Interest

16.5%

16.5%

16.5%
16.5%
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pre-1985 and post-1985 wells 11% 16.5%
{c) horizontally completed well production

{iy ftirst 18 months of

qualifying production % 0.7% 5.7%
af cnnlifiirna eracd i neiom q 194 12 20,
ofgualifying predustion 7% 12%

{(th NEXT 6 MONTHS OF

QUALIFYING PRODUCTION 1.7% 12.7%
GHHH (1Y) after 38 24 18 24 months 12.7% : 12.7%

(d) incremental production

(i) new or expanded secondary recovery production

{A) pre-1985 well 8.7% 16.2%

{B) post-1985 well 8.7% 10.7%

(i) new or expanded tertiary production

(A} pre-1985 well 6% 15.2%

{B) post-1985 well 6% 9.7%

(e} horizontally recompleted well

(i} first 18 months ) 5.7% 5.7%

{ii} after 18 months : 12.7% 12.7%

(56} {a} The reduced tax tate rates under sue.section subsections (4}(al{ii}(A) and {4}(a}(ii}(B) ene#
produstion for the first 32 24 38 24 months of oil production from a post-1985 well begins foilowing the
last day of the calendar month immediately preceding the month in which oil is pumped or flows, provided
that notification has been given to the department.

(b){i} Thereduced tax raterates under subseetion subseotions SUBSECTION SUBSECTIONS (4){c){i}

and-taHeHi AND {4){C){I1) on oil production from a horizontally completed well and-thereduced-tar—+ate

for the first 48 24 38 24
months ot production begins following the last day of the calendar menth immediately preceding the manth
in which oil is pumped or flows, provided that the well has been certified as a horizontally completed well

or-as—a-herizontally recempleted—well to the department by the board.

i) The reduced tax rate under subsection (4}{e)(i} on oil production from a horizontal! recompleted

-10 - } SB 338
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well for the first 18 months of production begins following the last day of the calendar month immediately

preceding the month in_which oil is pumped or flows, provided that the well has been certified as a

horizontally recompleted well to the department by the board.

(c) Incremental production is taxed as provided in subsection {4}(d) if the average price per barrel
of oil as reported in the Wall Street Journal for west Texas intermediate crude 0il during a calendar quarter
is less than $30 a barrel. If the price of oil is equal to or greater than $30 a barrel in a calendar quarter as
determined in subsection {b){d}), incremental production is taxed at the rate imposed on primary recovery
production under subsection (4}{a}(i} for production occurring in that quarter. |

(d) For the purposes of subsection {B}(c), the average price per barrel must be computed by
dividing the sum of the daily price for west Texas intermediate crude oil as reported in the Wall Street
Journal for the calendar quarter by the number of days on which the price was reported in the quarter.”

{3) THE DEPARTMENT OF REVENUE SHALL, BY RULE, CHANGE THE DISTRIBUTION FORMULAS

UNDER [SECTION 18] OF SENATE BiLL NO. 412 FOR DISTRIBUTION OF TAXES ON OIL AND NATURAL

GAS PRODUCTION COLLECTED UNDER {SECTION 41 OF SENATE BILL NO. 412. IN RECALCULATING

DISTRIBUTION RATES FOR THE REVENUE RAISED BY SENATE BILL NQ. 412, THE DEPARTMENT OF
REVENUE SHALL DETERMINE THE REVISED DISTRIBUTION RATES ACCORDING TO A FOBMULA THAT

PRESUMES THAT THE REDUCTION IN THE TAX RATES ON NATURAL GAS PRODUCTION FOR WORKING

INTEREST OWNERS FROM POST-1985 WELLS AND IN THE TAX RATES ON OIL PRODUCTION FOR

WORKING INTEREST OWNERS FROM POST-1985 WELLS, AS PROVIDED IN SUBSECTICN {2) QF THIS

SECT|ON THAT AMENDS [SECTION 4] OF SENATE BIELL NO. 412, AS FOLLOWS:

(A) FOR THE FIRST 12 MONTHS OF QUALIFYING PRODUCTION UNDER [SECTION 4(2)(B) AND
(4)[AN)], THE REDUCTION IN TAX RATES MUST BE BORNE BY THE STATE GENERAL FUND AND NOT

BY OTHER STATE FUNDS;

(B) FOR THE NEXT 42 & 12 MONTHS OF QUALIFYING PRODUCTION UNDER [SECTION 4(2)(B)

AND (4}tA)(11)], THE REDUCTION IN THE TAX RATES MUST BE BORNE BY THE STATE GENERAL FUND

AND NOT BY OTHER STATE FUNDS OR BY LOCAL GOVERNMENTS; AND

(C) FOR THE FIRST 18 MONTHS OF QUALIFYING PRODUCTION UNDER [SECTION 4(4)(C]}, THE

REDUCTION IN THE TAX RATES MUST BE BORNE BY THE STATE GENERAL FUND AND NOT BY OTHER

STATE FUNDS:-ANB; AND
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{D) FOR THE NEXT 6 MONTHS OF QUALIFYING PRODUCTION UNDER |SECTION 4(4)(C)], THE

REDUCTION IN THE TAX RATES MUST BE BORNE BY THE STATE GENERAL FUND AND NOT BY OTHER
STATE FUNDS OR BY LOCAL GOVERNMENTS.

NEW SECTION. Section 4. Effective date. [This act] is effective on passage and approval.

NEW SECTION. Section 5. Contingent applicability. (1) if [this act] is passed and approved before
April 1, 1995, then [this act] appiies to oil and gas produced from a well that is drilled after March 31,
1995,

{2) If [this act] is passed and approved after March 31, 1995, then [this act] applies retroactively,

within the meaning of 1-2-109, to oil and gas produced from a well drilled after March 31, 1995.

-END-
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