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Oil and Natural Gas Production Tax (15-36-304) 

1. Model Characteristics 

- The oil and natural gas production tax model uses quarterly estimates of oil and 

natural gas production, prices, and tax rates to determine annual tax revenue. 

- Oil production is forecast using a simple linear regression model with drilling rigs as 

the independent variable.  

 The drilling rig variable is lagged one quarter to account for the time period 

between drilling and initial production of a well. 

- Natural gas production is forecast as a function of oil production. 

- Montana oil and natural gas prices are forecast using a linear regression model with 

first-differencing. 

 Montana oil prices are modeled as a function of West Texas Intermediate 

prices and natural gas prices are modeled as a function of Henry Hub prices. 

- Effective tax rates for the value of oil and natural gas production are estimated for 

both working and nonworking interests.  

- Total tax revenue from oil and gas extraction in Montana is determined by applying 

the appropriate tax rates to the values of the working and nonworking interests. 

 

2. Model Data 

- Data for the oil and natural gas tax model is obtained from numerous sources, 

including: the Department of Revenue’s GENTAX system, the Montana Board of Oil 

and Gas, the U.S. Energy Information Administration, and IHS Economics. 

 

3. Key Variables (listed for FY 2015 – FY 2017) 

- Montana oil production (mmbbl): 28.4, 26.7, 24.8. 

- Montana natural gas production (bcf): 50.4, 49.5, 48.2. 

- Montana oil price ($/bbl): $57.42, $58.24, $70.70. 

- Montana natural gas price: $3.86, $3.84, $4.13. 

- Effective tax rates on oil. Working interest: 7.3%; non-working interest: 15.06%.   

- Tax rates on natural gas. Working interest: 8.8%; non-working interest: 15.06%. 

- Drilling rigs operating in Montana: 8, 5, 3. 

 

4. Other Important Points 

- Low prices will affect the drilling and completion of wells, but will not affect existing 

production because well costs are sunk and the marginal barrel is still profitable. 

- Transportation constraints will continue to affect the margin between Montana oil 

prices and those of benchmark crude oils such as West Texas Intermediate. 


