Natural Resource Taxes Oil & Natural Gas Production Taxes

QOil & Natural Gas Production Tax

Revenue Description

The oil and natural gas production tax is imposed on the production of oil and natural gas in the state.
Gross taxable value of oil and natural gas production is based on the type of well and type of
production. A portion of the revenue from the tax may be returned to Indian tribes per agreements
between the Department of Revenue (DOR) and the tribes.

Statutory Reference

Tax Rate — 15-36-304, MCA; Privilege & license tax — 82-11-131, MCA; Administrative Rules
36.72.1242

Tax Distribution — 15-36-331(4), MCA; 15-36-332(2&3), MCA

Date Due — within 60 days after the end of the calendar quarter (15-36-311(1), MCA)

Applicable Tax Rates

The oil and natural gas production tax has numerous tax rates depending on several factors. The
following table shows tax rate percentages for each type of pre- and post-1999 oil, excluding the
Privilege & License (P & L) tax and the local impact tax. The P & L and local impact taxes account for
less than 0.3% and are shown on the distribution diagram.

Oil Tax Rates
Working Interest
Primary recovery production
First 12 months of qualifying production 0.5%
After 12 months for pre-1999 wells 12.5%
After 12 months for post-1999 wells 9.0%
Stripper oil production (>3 and < 15 barrels/day if 0il<$30)
1 through 10 barrels a day production 5.5%
>10 through 14 barrels a day production 9.0%
Stripper oil production (>3 and < 15 barrels/day if 0il>=$30) Primary Recowery Rates
Stripper wells (3 barrels or less/day)
Stripper well exemption production (if oil <$38) 0.5%
Stripper well bonus production (if oil >=$38) 6.0%
Horizontally completed well production
First 18 months of qualifying production 0.5%
After 18 months for pre-1999 wells 12.5%
After 18 months for post-1999 wells 9.0%
Incremental production (if oil <$30/barrel)
New or expanded secondary recovery production 8.5%
New or expanded tertiary production 5.8%
Incremental production (if oil >=$30/barrel)
Pre-1999 wells 12.5%
Post-1999 wells 9.0%
Horizontally recompleted well
First 18 months 5.5%
After 18 months for pre-1999 wells 12.5%
After 18 months for post-1999 wells 9.0%
Nonworking Interest 14.8%
Natural Gas Tax Rates
Working Interest
Qualified production
First 12 months 0.5%
After 12 months for pre-1999 wells 14.8%
After 12 months for post-1999 wells 9.0%
Stripper natural gas pre-1999 wells 11.0%
Horizontally completed well production
First 18 months of qualifying production 0.5%
After 18 months 9.0%
Nonworking Interest 14.8%
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Natural Resource Taxes Qil & Natural Gas Production Taxes
Collection Frequency: Quarterly

Distribution

After the oil and natural gas production taxes have been collected, the revenue is distributed based on
the amounts collected from the P & L and local impact taxes. The P & L tax is distributed to the Board
of Oil and Gas Conservation. The amounts from the Local Impact tax are distributed to the oil and gas
natural resource state special revenue account. The amounts received by the Board and the oil and
gas natural resource account vary based on a sliding tax scale based on the P & L tax set by the
Board. Counties producing oil and natural gas receive the next share of total revenue with each
county having its own statutory distribution percentage of total revenue, including the revenue
generated by the P & L and Local Impact taxes.

A portion of the revenue may be returned to Indian tribes per agreements between the DOR and the
tribes. The remainder of the revenue is distributed to other state accounts, shown in the distribution
chart below. The distributions of county shares and the amount of oil and natural gas production tax
revenue deposited in the oil and gas natural resource account are statutorily appropriated and are
based on the statutorily set percentages for each county.
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Summary of Legislative Action

Senate Bill 418 — This is the bill adjusting state employee compensation providing for two transfers
that impact oil accounts. By June 1, 2015 $1.35 million from the oil and gas education and research
account to the natural resources operations account, and by June 30, 2015 $2.25 million from the
county oil and gas impact account to the state general fund. This revenue impact of this bill is included
in “All Other Revenue”; however, it is included here for a historical record of the transfer from the
county oil and gas impact account.
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Revenue Estimate Methodology

Data

Data from the Board of Oil and Gas Conservation are used extensively to isolate monthly historical
production of oil and natural gas by field and by individual well. IHS provides future estimates of West
Texas Intermediate oil and national well head natural gas prices. Production, price, value, and
revenue collections, by oil type, are provided on a quarterly basis by DOR. Drilling rigs, shown
following with production numbers from the U.S. Energy Information Administration, are also used
from Baker Hughes.
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Analysis

Production is estimated independently for oil and natural gas. The estimate is developed on a
guarterly basis with production from horizontal wells separate from all other production. Existing
horizontal wells follow a production decline curve unique to the characteristics of those wells. Future
production from completed wells can be estimated by developing a normalized production decline
curve from the producing wells. In doing so, the difficulty of having different starting time for each well
can be eliminated by averaging each well's production from a common time point. The result is a
curve that represents the average production of horizontal wells by month of production.
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Production from future wells can be estimated by applying the production curve coefficients to an
estimate of future spudded wells. Knowing monthly production from each well and the date it was
placed into production is essential for estimating oil tax revenue because tax rates vary based on the
length of time a well has been in production. The dynamics in the timing of when wells enter and fall
out of the various tax rates and the changes in production at the various stages are complex, but need
to be modeled to create more accurate estimates given future price variability.
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Production from all other wells is also estimated on an annual basis and by the different taxation
types. For each year, the estimate is produced by multiplying the previous year by the ratio of the
results of a regression analysis for the current and the previous year. The results for each tax type

are then summed by year.

The price for each quarter is estimated by adjusting the IHS West Texas Intermediate oil price
estimate or Henry Hub natural gas price estimate by a Montana-specific ratio. The Montana price is

lower than the national price primarily due to transportation costs.
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Once production and prices have been estimated, the value can be calculated by the product of the
two. The quarterly value of each tax type is then multiplied by the applicable tax rate to obtain the
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estimate. The sum of the revenue from all tax types for each fiscal year determines the oil and natural
gas production revenue estimate.

Oil Production & Price by Calandar Year
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Price—not production—is the larger driver of the overall estimate. Modeling on only WTI oil prices and
HH gas prices, predicted revenues are extremely close to actuals, although this relies on already
known prices. As prices are never known with such accuracy, the oil and gas model uses historical
production data from each well in the state to model forecast production based on an average decline
curve. The additional production modeling essentially acts as a buffer against price forecast volatility.
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Revenue Estimate Assumptions

This section contains the assumptions used to generate the revenue estimates contained in House
Joint Resolution 2. It does not reflect changes, if any, enacted by the 2015 Legislature.

Total Montana WTI/ MT Holiday
Total Tax GF Tax Barrels Price Oil Price Ratio Barrels
FY $ Millions $ Millions Millions Per Barrel Calendar Millions
A 2002 $50.304 $12.902 15.464 $21.87 0.80
A 2003 73.389 29.086 18.491 24.41 0.90
A 2004 92.676 41.324 21.980 33.51 0.94 6.728
A 2005 137.754 62.626 28.655 45.87 0.93 12.030
A 2006 203.631 92.563 34.438 54.95 0.86 14.529
A 2007 209.946 96.335 35.654 60.95 0.90 12.011
A 2008 324.311 149.994 33.501 76.80 0.89 8.009
A 2009 218.425 100.491 29.929 70.73 0.85 4.599
A 2010 206.286 95.491 26.799 60.83 0.87 2.756
A 2011 215.130 99.764 25.325 78.91 0.93 3.214
A 2012 210.644 97.560 26.744 86.11 0.89 5.220
A 2013 213.229 98.683 28.765 85.36 0.89 7.992
A 2014 236.497 109.606 29.114 85.31 0.90 8.712
F 2015 170.050 78.811 28.580 61.85 0.90 6.983
F 2016 127.844 59.250 27.362 46.59 0.90 4.883
F 2017 152.153 68.589 26.250 57.26 0.90 3.645
Henery Hub/MT  Holiday
MCF's Price NG Price Ratio MCF's
FY Millions Per MCF Calendar Millions
A 2002 78.122 $2.94
A 2003 77.510 3.67 0.63
A 2004 87.416 3.81 0.70 20.222
A 2005 104.892 5.08 0.68 26.602
A 2006 111.998 5.61 0.77 26.460
A 2007 116.096 5.25 0.76 26.165
A 2008 117.397 6.10 0.78 22.772
A 2009 108.884 4.90 0.73 14.600
A 2010 97.973 3.13 0.77 8.759
A 2011 85.559 3.42 0.87 6.180
A 2012 69.617 3.00 0.92 4,145
A 2013 62.903 2.77 0.81 4.279
A 2014 63.978 3.18 0.77 5.710
F 2015 60.646 2.78 0.77 5.406
F 2016 52.702 2.33 0.77 3.667
F 2017 44.863 2.62 0.77 2.607

Revenue Projection

Oil & Natural Gas Production Tax
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