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INTRODUCED BY

A BILL FOR AN ACT ENTITLED: "AN ACT REVISING THE TAXATION
OF CCAL PRODUCTION; PROVIDING FOR A SEVERANCE TAX ON COAL
PRODUCED AT TWENTY PERCENT {20%) OF VALUGE BEFCRE TAXES;
DELETING COAL FROM THE PROVISIONS TAXING THE NET PROCEEDS OF
MINES; PROVIDING FOR TAXATION OF THE GROSS PROCEEDS FROM
COAL AS AN ELEMENT IN THE PROPERTY TAX SYSTEM; AMENDING
SECTIONS 84-301, 84-302, AND B84-5402, R.C.M. 1947; AND
REPEALING SECTIONS 84-1301 THROUGH 84-1309, 84~1309.1,
84-1310, AND 84-1311, R.C.M. 1947."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. Legislative findings and declarations of
purpose. (1} The legislature finds that while coal is
extracted from the earth 1like metal minerals, there are
differences between coal and metal minerals such that they
should be classified in different categories for taxation
purposes. The legislature finds that while coal can be
utilized 1like petroleum products, there are differences
between coal and petroleum such that they should be
classified in different categories for taxation purposes.
The legislature further finds that:

(a) coal is the only mineral which can supply energy
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while being easily found in abundance in lontana:;

(b} coal is the only mineral which is so often

. marketed. through sales contracts of many years' duration;

{c) coal, wunlike most minerals, wvaries widely in
composition and consequent value when marketed;

(d} coal in Montana is subject to regional and
national demands for development which could affect the
economy and environment of a larger portion of the state
than any other mineral development has done;

(e) coal in Montana, when recoverable by strip mining,
is in sufficient demand that between one-fourth (1/4) and
one-third (1/3) of the price it commands at the mine may go
to the economic rents of royalties and production taxes;

(f) coal produced in underground mines has higher
production costs and underground producers are able to pav
lesser amounts of royalty and production tax than strip mine
producers can pay;

(g) coal production in Montana has been subject to an
uncoordinated array of taxes which overlap one another and
yvield revenue in an inconsistent and unpredictable manner.

{2) The legislature declares that the purposes of this
chapter are:

{(a) to allow the severance taxes on coal production to
remain a constant percentage of the price of cecal;

(b) to stabilize the flow of tax revenue from coal
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mipes to jlocal goveraments through the property taxation
systen;

fel} o simplify the structure of coal taxation in
Montana , reducing tax overlap and improving the
predictability of tax projections;: and

{é} teo accomplish the foregoing purposes by
establishing categeries of taxation which recognize the
unique chnaracter of coal as well as +the variations found
within the coal industry.

Section 2. Definitions. As used in this chapter -- (1)
“Contract sales price"™ means either (a) the price of coal
extracted and prepared for shipment f.o.b., mine, excluding
that amount charged by the seller to pay taxes paid on
production, or {b) a price imputed by the department under
section [6 of this act].

{2) "Energy conversion process” includes any process
by which coal in the solid state is transformed into slurry,
gas, electric energy, or any other form of energy.

{3) "Produced" means severed from. the earth. -

(4) "Strip mining" or "surface mining” is defined in
section 50-1036.

{5) *®Underground mining® means a coal mining metheod
utilizing shafts and tunnels, and not regulated under
section 50-1039,

(6} ™“Ton" means twe thousand (2,000} pounds.
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(7) "Taxes paid on production” include any tax paid to

the federal, state, or local governments upon

the guantity

of coal produced as a function of either the volume or the

value of production, and do not include any tax wupon the

value of mining

eguipment,

machinery,

buildings and

lands, anv tax upon a person's net income derived in whole

or in part from the sale of coal, or any license fee.

{8) “Department”™ means the department of revenue.

Section 3.

tax -

rates

imposed -

exemptions. A severance tax is imposed on each ton ©f coal

produced in the

schedule:

Heating guality

{Btu per pound

of coal):

Under 7,000

7,000-8,000

§,000-9,000

Cver 9,000

The formula which yields the greater

particular case

in

Sur face

Mining

12 cents or
20% of value
22 cents or
20% of value

34 cents or

20% of value
40 cents or

20% of value

amount

accordance with the following

Underground

1ining

5 cents or

3% of value
8 cents or

4% of wvalue
10 cents or
4% of value
12 cents or
4% of value

of tax in a

used at each point on this

-4-
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schedule. "Value™ means the contract sales price. A person
who produces less than one thousand two hundred fifty
{1,250} ténS'ot'coal in a guarter~year is nol "iiable for any
severance tax on that production. A person who produces
less than twelve thousand five hungred (12,500) tons in a
guarter-year is liable for one-eighth (1/8) of the severance
tax on that production.

Section 4. Quarterly statement and payment of tax.
Each coal mine operator shall compute the severance tax due
on each quarter-year's worth of production on forms
prescribed by the department. The statement shall indicate
the tonnage produced, the average Btu valus of the
production, the contract sales price received for the
production, and such other information as the department may
require. The completed form in duplicate, with the tax
payment, shall be delivered to the department nct later than
thirty {30) days following the close of the quarter. The
form shall be verified by an officer of the ccal mine
operator. A person operating more than one coal mine in
this state may include all of his mines in one statement.

Section 5. Annual testing of samples. The Montana
state bureau of mines and geclogy shall test coal production
subject to this chapter and may make rules governing the
collection of test data. A person subject to this chapter
shall submit to the bureau on or before August 1 each year a
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sample of mine run “"as is"™ coal from each mine producing
that year. Additional samples shall be submitted at the
reguest of the bureau. The bureau shall compute the Btu per
pound of each sample received and forward this information
to the department pricr to September 1 each year.

Section 6. When value of ccal may be imputed;
procedure. In a case where

(a) the operator of a coal mine is using the produced
coal in an energy conversion process, or

(b) a person sells coal under a contract which is not
an arm's-length agreement, or

{c} a person neglects or refuses to file a statement
and tax return under this chapter, the department may impute
a value +to the coal which approximates market value f.o.b.
mine. When imputing value, the department may apply the
factors used by the federal government under 26 U.S.C.
section 613, or that provision as it may be labelled or
amended, in determining gross income from mining, or the
department may apply any other or additional criteria it
considers appropriate. Each subject taxpayer shall, upon
request by the department, furnish a copy of its federal
income tax return, with any amendments, filed for the year
in which the value of cocal is being imputed and copies of
the contracts under which it is selling coal at the time.
When the department's estimate of market value is contested

-f=-
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in any proceeding, the burden of proof is on the contesting
party.

Section 7. Disposition of revenue. Severance taxes
collected under this chapter are allocatad as follows:

(1) 7o tne county from which coal was mined one-tenth
(1/10) of tie tax paid by each mine in the county; for such
purposes as thne governing body of the county may determine;

(2} One-tenth (1/10} of the tax paid by each mine, to
that city or town nearest the mine, as determined by the
driving distance on improved all-weather roads, which was
incornorated before January 1, 1965; and

{3} The balance tc the general fung of the state.

Section 8. Reporting gross proceeds from coal. Lach
person engaged in mining coal must, on or before iarch 31
eacnn year file with the department a statement of the gross
yield from each coal mine owned or worked by such person in
the preceding calendar year, and the wvalue therecf.' The

statement shall be in the form prescribed by the department

of revenue, which may be coordinated with tha forr used.

under section 5 of +this act, and must be verified by an
officer of the firm. The statement shall include:

(1} The name and address of the owner or lessee or
operator of the mine.

(2) The location of the mine.

(3) The tons of ore extracted, treated, and sold from
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the mine during the taxable period.

(4) The gross yield or wvalue in dollars and cents
derived from the contract sales price.

Section 9. Transmission of gross proceeds from coal to
county assesSsor. On or before July 1 each year the
department shall transmit to the county assessor of each
county in which coal mines are situated, the valuation of
the gross proceeds of such mines for the purpose of
taxation, as the same have been determined by the
department. The county assessor shall immediately enter the
same upon a suitable assessment roll, the form cof which
shall be prescribed by the department.

Section 10. Taxation of gross proceeds from coal. The
county assessor shall prepare from the reported gross
proceeds from coal a tax roll, which he shall transmit to
the county treasurer on or before September 15 each year.
The county treasurer shall proceed to give full notice
thereof to each ccal producer and to collect the taxes due
within sixty (60) days after mailing.

Section 1ll. Lien of tax =~~- enforcement of payment.
The tax on gross proceeds from coal shall be levied as taxes
on other forms of property,_and this tax and the severance
tax on coal production are each a lien upon the coal mine
and a prior lien upon all personal property and improvements
used to produce the coal. These taxes may be collected by
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the seizure and sale of the personal property on which the

tax is a 1lien, as provided under sections 84-4202 through

* 84-4211, ur by suit urnder sections 84-=4301 through <84=4302.

Section 12. Penalties for neglect or false statement.
A person who fails, mneglects, or refuses to file any
statement required under this chapter, or who makes a false
statement commits a misdemeanor. A person convicted under
this sgection shall be fined not to exceed one thousand
dollars ($1,000) or be impriscned in the county jail for any
term not to exceed six (6) months, or both.

Section 13. Section 84-301, R.C.M. 1947, is amended to
read as follows:

"84-301, Classification of property for taxation. For
the purpose of taxation the taxable property in the state
shall be classified as follows:

Class One. The annual net proceeds of all mines and

mining claims, except coal mines, after deducting only the

expenses specified and allowed by section 84-5403; also
where the right to enter upon land, to explore or prospect,
or dig for oil, gas, coal or mineral is reserved in land or
received by mesne conveyance (exclusive of leasehold
interests), devise or succession by any person or
corporation, the surface title to which has passed to or
remains in another, the state department of revenue shall
determine the value of the right to enter upon said tract of
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land for the purpose of digging, exploring, or prospecting
for gas, 0il, coal or minerals, and the same shall be placed
in’ this classification for the-purposs of taxation.

Class Two. All agricultural and other tools,
implements and machinery, gas and other engines and boilers,
threshing machines and outfits used therewith, automobiles,
motor trucks and other power-driven cars, vehicles of all
kinds eXcept mobile homes, boats and all watercraft,
harness, saddlery and robes and except as provided in Class
Five (b} of this section, all poles, lines, transformers,
transformer stations, meters, tools, improvements, machinery
and other property used and owned by all persons, €firms,
corporations, and other organizations which are engaged in
the business of furnishing telephone communications,
exclusively to rural areas, or to rural areas and cities and
towns provided that any such city or town has a population
of eight hundred (800) persons or 1less; and provided
further, that the average circuit miles for each station on
the system is more than one and one-quarter {1 1/4) miles.

Class Three, Livestock, poultry and unprocessed
products of both; stocks of merchandise of all sorts,
together with furniture and fixtures used therewith, except

mobile homes; the annual gross proceeds of underground coal

mines; and all office or hotel furniture and fixtures.

Class Four. (a) All land, towm and city lots, with
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improvements, .and .all +trailers affixed to land owned,
leased, or under gontract or purchase by the trailer owner,
manufacturing and mining machinery, fixtures and supplies,
except as otherwise provided by the constitution of Montana,
and except as such property may be included in Class Five,
Class Seven or Class Eight.

(b} Mobile homes without regard to the ownership of the
land upon which they are sitwated, except those held by a
distributor or dealer of mobile homes as part of his stock
in trade, and except as such property may be included in
Class Eight.

Class Five, {a) All moneys and credits, secured oOr
unsecured, including all state, county, school district and
other municipal bonds, warrants and securities, without any
deduction or offset; provided, however, that the terms
*moneys and credits" as herein used shall not embrace the
moneyed capital employed in the banking business by any
banking corporation or individual in this state.

(b} All poiles, lines, transformers, transformer
stations, meters, tools, improvements, machinery and other
property used and owned by co~operative rural electrical and
co-operative rural telephone associations organized under
the laws of Montana except those within the incorporated
limits of a city or town in which less than ninety-five per
cent (95%) of the electric consumers and/or telephone users
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are served by a co-operative crganization, and as to the
property enumerated in this subsection (b) within
incorpeorated limits of a city or town in which 1less than
ninety-five per cent (95%) of the electric consumers or
users will be served by a co-operative organization, such
property shall be put in Class Two.

{c}) All unprocessed agricultural products either on the
farm or in storage, irrespective of whether said products
are owned by the elevator, warehouse or flour mill owner or
company storing the same, or any other person whomscever,
except all perishable fruits and vegetables in farm storage
and owned by the producer, and excepting livestock and
poultry and the unprocessed products of both,

{d) The dwelling house, and the 1lot on which it is
erected, owned and occupied by any resident of the state,
who has been honorably discharged from active service in any
branch of the armed forces, who is rated one hundred per
cent (100%} disabled due to a service-connected disability
by the .United States veterans . administration .or its
successors,

In the event of the veteran's death, the dwelling
house, and the lot on which it is erected, so long as the
widow remains ummarried and the owner and occupant of the
property, shall remain within this classification.

Class Six. Property formerly included in this class is

-]
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now classified by section 84-308, R.C.!M. 1947.

Class Seven. f{a} All new industrial property, New
industrial prcperty shall mean “any new industrial plant,
including land, buildings, machinery and fixtures which, in
the determination of +the state department of revenue, is
used by a new industry during the first three (3} vyears of
operation not having been assessed prior to July 1, 1961,
within the state of Montana. New industry shall mean any
person, corporation, firm, partnership, association, or
other group which establishes a new plant or plants in this
state for the operation of a new industrial endeavor, as
distinguished from a mere expansion, reorganization, or
nmerger of an existing industry or industries. Provided,
however, that new industrial property shall be 1limited +to
industries that manufacture, mill, mine, produce, process or
fabricate materials, or do similar work in which capital and
labor are emploved and in which materials unserviceable in
their natural state are extracted, processed or made fit for
use or are substantially altered or treated so as to create
commercial products or materials; and in no event shall the
term new industrial property be included to mean property
used by retail or wholesale merchants, commercial services
of any type, agriculture, trades or professions. And
provided further, that new industrial property shall not be
included to mean property which is used or employed in any
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industrial plant which has been in operation in this state
for three (3) years or longer. Any person, corporation,
firm, .partnership, association or other group seeking to
qualify its property for inclusion in this class shall make
application to the state department of revenue in such
manner and form as may be required by said department.

Class Eight. Any improvement on real property,
trailers affixed to land or mobile home belonging to any
person who gqualifies under any one or more of the
hereinafter set forth categories, valued at not more than
seventeen thousand five hundred dollars {$17,500), which is
owned or under a contract for deed, and which is actually
occupied by:

(1) a widow sixty-two (62} years of age or older,
whether with or without minor dependent children, who
qualifies under the income limitations of {4}, or

(2) a widower sixty-five (65) years of age or older,
whether with or without minor dependent children, who
gualifies under the income limitations of (4), or

{3) a widow with minor or dependent children regardless
of age, who gualifies under the income limitations of (4),
or

(4} a recipient of retirement benefits whose income
from all sources is not more than four +thousand dollars
{$4,000) for a single person and five thousand two hundred

A 115
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dollar; ($§5,200) for a married couple per annum. Provided,
further, that one who applies for classification of property
under this class must mwmake an affidavit to the state
aepartmnent of revenue on a form as may be provided by the
state department of revenue supplied without cost to the
applicant, as te his income, if applicable, as to his
retirement benefits, L1f applicable, or, as to his marital
status, if applicable, anéd to the fact that he or she
actually occupies such improvements with right of the county
welfare board to investigate the applicant, on the
completion of the form, as to answers given on the form.
Provided, further, that the value of said property shall not
increase during the 1life of the recipient of retirement
benefits or widow or widower covered under this class. For
purposes of the affidavit required for classification of
property under this class, it shall be sufficient if the
applicant signs a statement swearinc to or affirming the
correctness of the information supplied, whether or not the
statement is signed before a person authorized to administer
caths, and mails the application and statement to the
department of revenue. This signed statement shall be
treated as a statement under cath or eguivalent affirmation
for purposes of section 94-7-203, R.C.M. 1947, relating to
the criminal offense of false swearing.

Class Nine. The annual gross proceeds of coal mines
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using the strip mining method.

Class Nime-Ten, All property not included in the ekdght
48¥ nine {9) preceding classes.”

Section l14. Section 84-302, R.C.M. 1947, is amencued to
read as follows:

"84-302. Basis for imposition of taxes. As a basis for
the imposition of taxes upon the different classes of
property specified in the preceding section, a percentage of
the true and full value of the property of each class shall
be taken as follows:

Class 1. One hundred per cent (100%) of its true and
full value.

Class 2. Twenty per cent (20%) of its true and full
value.

Class 3, Thirty-three and one-third per cent (33 1/3%)
of its true and full value.

Class 4. Thirty per cent (30%) of its true and £full
value.

Class 5. Seven per cent (7%) of its true and full
value.

Class 6. As specified in section 84-398, R.C.M.. 1947.

Class 7. Seven per cent (7%) of its true and full
value.

Class 8. Fifteen per cent (15%) of its true and full
value.
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Class 9, Forty per cent (40%) of its true and full
value.

€lass 106. Fortv=five percent. {45%)-of its true and full

value."”

section 15. Section 84-5402, R.C.i. 1947, is amended
to read as follows:

“84-5402, MNet proceeds tax=--statement of yield,
penalty, extension of time. Every person, partnership,
corporation, or association, engaged in mining, extracting
or preducing from any quartz vein or lode, placer claim,
dump or tailings, or other place or sources whatever,
precious stones or gems, gold, silver, copper, eoady lead,
petroleum, natural gas, or other valuable mwmineral, except
coal, must on or before the thirty~first day of March of
each yvear make out a statement of the gross yield of the
above-named metals or minerals from each mine owned or
worked by such person, corporation or association during the
year preceding the first day of January of the year in which
such statement is made, and the value thereof. Such
statement shall be in the form prescribed by the state
department of revenue, and must be verified by the oath of
such person or the manager, superintendent, agent, president
or vice-president of such corporation, association or
partnership, and must be delivered to the state department
of revenue on or before the thirty-first day of March. Such
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statement shall show the following:

1. The name and address of +the cwner or lessee or
operator of the mine, together'with the names and addresses
of any and all persons, corporations, or associations owning
or claiming any royalty interest in the mineral product of
such mine or the proceeds derived from the sale thereof, and
the amount or amcunts paid or yielded as royalty to each of
such persons, corporations or associations during the period
covered by the statement.

2, The description and location of the mine.

3. The number of tons of ore, barrels of petroleunm,
cubic feet of natural gas or other mineral products or
deposits extracted, produced, and treated or sold from the
mine during the period covered by the statement.

4. The amount and character of such ores, mineral
products or deposits, and the yield of such ores, mineral
products or deposits from such mine in constituents of
commercial wvalue; that is to say, the number of ounces of
gold or silver, pounds of copper or lead, eens--pé--coaiy
barrels of petroleum or other crude or mineral oil, cubic
feet of natural gas or other commercially valuable
constituents of said ores or mineral products or deposits
measured by standard units of measurement, yielded to such
person, corporation or association so erngaged in mining, and

to said royalty holders and each of them, if any, during the

HEBIS
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wericd (overss py the statement.

he gross yield or value in dollars and cents.

6. Actunal cost of extracting same from mine.

“. Actual cost of transporting tc place of reduction
or sale.

5. Actual cost of reduction or sale,

cost of marketing the product and conversion

of same into money.

10. Cost of construction, repairs and betterments of
mines, ana cost of repairs and replazements of reduction
The assesses valuation of reauction works f
caiandar vear for whilch such return is made,

12. Actual CO5T vf Zire insurance ané workmen's
compensation insurance.

If any person shall fail, neglect or refuse to file the
statement required by this section within the time reguired,
or within any extended period of time allowed, +the state
department of revenue when transmitting the net proceeds
valuations to the counties shall inform the county assessor
of such failure, neglect or refusal and the county assessor
in addition to the net proceeds tax, if any, shall assess a
penalty of 2/3 of 1% of such tax for each calendar month or
fraction thereof that the required statement is not filed,
deducting therefrom any moneys collected by the state
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department of revenue reguired by this section. The state
department of revenue shall assess a penalty of $25 for each
calendar month or Efraction thereof, not exceasding four
months, that the reguired statement is not fiied, to be
ceclliected by the state department of revenue and deposited
to the credit of the general fund of the state of Montana.

The state department of revenue shall, upon a showing
of reascnable cause, grant an extension of time for f£iling
the statement reguired by this section. This penalty shall
be in additicon to penalties provided in section 84-53410.7

part of this act is

i
fn

Section 16. Severability. If
invalid, all valid parts thiat are severable from the invalig
part remain in effect. If a part of this act is 1nvalid in
cne or more of its applications, the part remains in effect
in all wvalid applications that are sevaerable from the
invalid applications.

Section 17. Repealer. Sections 84=-1301 through
84-1309, 84-1209.1, 84-1210, and 84-1311, R.C.M. 1947, are
repealed.

-End-
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STATE OF MONTANA
REQUEST NO. __58:75_

FISCAL NOTE .
Form BD-15
compliance with a written request received ._._ _January 20 , 19 _75 _ , there is hereby submitted a Fiscal Note
v __House Bill 115 _pursuant to Chapter 53, Laws of Montana, 1965 - Thirty-Ninth Legisiative Assembly.

ackground information used in developing this Fiscal Note is available from the Office of Budget and Program Planning, to members

f the Legislature upon request.

JESCRIPTION OF PROPOSED LEGISLATION:

Jouse Bill 115 contains two major provisions: (1) To replace the strip coal mines license tax as a fixed rate per ton with a severance
:ax of 20% imposed on the before-tax-value of coal produced. | ') To delete coal from the provisions taxing the net proceeds

>f mines (taxable value is 100% of net proceeds) and 1o estabhsh the annual gross proceeds of strip coal mines as Class 9 for property
tax purposes (taxable value is 45% of gross proceeds).

ASSUMPTIONS:
1. Coal production will be 24.725 million tons in FY 76 and 31.435 million tons in FY 77; coal production will not be affected by
the increase in coal taxes proposed by this bill.

2. The contract sales price of coal will average $4.25 per ton in FY 76 and $4.71 per ton in FY 77.

3. The value of coal is defined to be the contract sales price, which in turn is defined to be the price

of coal extracted and prepared for shipment f.0.b. mine, excluding that amount charged by the seller to pay taxes paid on
production. “Taxes paid on production’ is defined as any tax paid to governments upon the quantity of coal produced as a function
of either the volume or the value of production. Since the contract sales price in assumption 2 includes resource indemnity taxes,
strip mines license taxes and net proceeds taxes under existing law, these amounts must be excluded to compute the tax base for the
proposed severance tax. Thus, the value of coal produced as defined in House Bitl 115 will be $91,978,015 in FY 76 and
$130,909,652 in FY 77.

4. The definition of gross proceeds under House Bill 115 is derived from the definition of contract sales price (exciuding taxes).
With one exception (Peabody Coal) net proceeds of coal companies are approximately 45% of gross proceeds as defined in this bill.
(See technical note)

5. The provision that persons producing less than 12,500 tons in a quarteryear are liable for 1/8 of the severance tax will have no
significant impact.

6. Severance tax collections will be distributed 10% to counties, 10% to the city nearest the mine and 80% to the General Fund.

FISCAL IMPACT OF SEVERANCE TAX: FY 76 FY 77

. . . . State Counties Cities State Counties Cities
Strip mines license tax collections under
current law , $ 8.17 million $ .74 million ¢] $10.33 million $ .94 mil. 0
Strip mines severance tax collections
under proposed law. 14.72 1.84 1.84 20.94 2.62 2.62
Increase in collections $ 6.55 million 1,10 million 1.84 mil.$10.61 million $1.68 mil. $2.62 mil,

CONTINUED

BUDGET DIRECTOR
Office of Budget and Program Pianning

Date:




STATE OF MONTANA

REQUEST NO. ..58:75
FisCAaL NOTE .

Form BD-i5

In compliance with a written request raceived Jangury 20 19 35

, there is hereby supmitted s Fiscal Mo
for __ House Biill 115

pursuant to Chapter 53, Laws of Montana, 1965 - Thirty-Ninth Legislative Assembly,
Background information used in deveioping this Fiscal Nowe §s available from the Offics of Budget and Program Planning, to members
of the Legislature upon reguest,

EISCAL IMPACT OF GROSS PRUCEZDS TAX:

Replacing net proceeds taxable at 100% by gross proceeds {exciuding that amount charged by tne seiler to pay production taxes)
taxable at 45% will not significantiy affect the taxapie value of any district or @ unty with the exceotion of School District No. 19

in Rosebud County wherein Peabody Coal is operating. Taxabie net proceeds and royatiies of Feabody Coal constitute approximately
29.2% of gross proceeds as definad iit this bill. Thus, unde: House Bill 115, taxaule elue of Pezbody Coal would increase
approximately 54%. Since the taxabie vaiue of Feabody Coal is approximately 10.7% ot tne toxabie vaiue of School District No, 19,
the School District will experience an increase in taxable value of 5.8%. Rosebud County wouid experience an increase in

the tax base of 2.1%.

TECHNICAL NOTE: ‘

A letter from the Legisiative Council states that the percentsges on page 17, lines 1 und 3 are ir. errer and should read 45% on linet
and 40% on tine 3, Fiscal impact was prepared accordingiy.

NOTE:

House Bill 115 is similar 1o Senzte Bill 12, The migjor difrerence between the provisions of mouse Eill 555 and Senate Biil 13 is ir the

definition of “value”, Senaie Bill 13 usefines value vy Do the contract sales price with nio dusiment for taxes,

”
&
BLDGET DIRECTOR !

Wifice of Budget and Program Fianning

Date: _____ January 24 1975
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Approved by Committee
on Taxation

HOUSE BILL HC. 115

INTRODUCED BY HALVORSOl, DASSINGER, DAY

A BILL FOR AW ACT SWNTITLED: “AYW ACT REVISING THE TAXATION
OF COAL PRODUCTION; PROVIDING FOR 4 SEVERANCE TAX O COAL
PRODUCED AT TWENTY PERCENT (203%) OF VALUE BEFMORE TAXES;
DELETING COAL FROM THE PROVISIONS TAXIIG THE 45T PROCEEDS OF
MINZSS; PROVIDING FOR TAXATION OF THE GROSS PROCEEDS FROM
COAL AS AW ELEMEZNT IN THE PROPERTY TAX SYSTEM; AUBIDING
SECTIONS 84-301, 84-302, AND 84-5402, R.C.M. 1947; RND
REPEALING SECTIONS 84-1301 THROUGH 84-1309, 84-1309.1,

84~1310, AND 84-1311, R.C.M. 1947."

3E IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section }. Legislative findings and declarations of

purpose. {1} The legislature finds that while coal is

extracted from the earth like metal minexals, there are

differences between coal and metal minerals such that they

.should be classified in different categories for taxation

purposes. The legislature finds that while coal can be
utilized 1like petroleum products, there are differences
between coal and petroleum such that they should ha
classified in different categories for taxation purposes.
The legislature further finds that:

{a) cocal is the only mineral which can supply energy
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while being esasily fouand in abundance in Montana;

(b) coal 1is the only mineral which is sc often
marketed through sales contracts of many years' duration;

(¢} coal, unlike most minerals, varies widely in
composition and consequent value when marketed;

{d} coal in ontana 1is subject to regional and
national demands for dewvelopment which could affect the
economy and environment of a larger portion of the state
than any other mineral development has done;

(e} coal in Montana, when recoverable by strip mining,
is in sufficient damand that between one-fourthr (1/4} and
one~third (1/3) of the price it commands at the mine may go
to the economic rents of royalties and production taxes;

(f} coal produced in underground mines has higher
production costs and underground producers are apble to pay
lesser amocunts cf royalty and production tax than strip mine
progucers can pay;

{g) coal production in Montana has been subject to an
ancoorainated array of taxes which overlap one another and
vield revenue in an ianconsistent and unpredictable manner.

{2} The legislature declares that the purposes of this
chapter are:

{(a) to allow the severance taxes on coal production to
remain a constant percentage of the price of coal;

(b} to stabhilize the flow of tax revenue £rom coal
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mines to local governments through the property taxation
system;

{c) to simplify the structure of coal taxation in
Montana, reducing tax overlap and improwving the
predictability of tax projections; and

(d) teo accomplish the foregoing purposes by
establishing categories of taxation which recognize the
unique character of coal as well as the variations found
within the coal industry.

Section 2. Definitions. As used in this chapter: (1)
"Contract sales price® means either (a) the price of coal
extracted and prepared for shipment f.o.b. mine, excluding
that amount charged by the seller to pay taxes paid on
production, or (b) a price imputed by the department under
section [6 of this act].

(2} "Energy conversion process® includes any process
by which coal in the selid state is transformed into slurry,
gas, electric emergy, or any other form of energy.

(3) “Produced" means severed from the earth.

(4) "Strip mining®™ or "surface mining® is defined in
section 50-1036.

{5) "Underground mining" means a coal mining method
utilizing shafts and tunnels, and not regulated under
section 50~1039.

{6} “Ton"™ means two thousand (2,000) pounds.

-3- HB 115
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(7) "Taxes paid on production® include any tax paid to
the federal, state, or local governments upon the guantity
of coal produced as a function of either the volume or the
value of production, and do not include any tax upon tae
value of mining eguipient, machinery, or buildings and
lands, any tax upon a person's net income deriveu 1n wiole
or in part from the sale of ccal, or any license fee.

{8) “Department" means the department of revenue.

Section 3. Severance tax - rates imposed -
exemptions. A severance tax is imposed on each ton of coal
produced in the state, in accordance with the following
schedule:

Heating guality Surface Undexrground
{3tu per pound Mining Mining
of coall):

5 cents or

Under 7,000 1z cents or

20% of value 3 of value
7,000-8,000 22 cents or 3 cents or

20% of value 4% of value
3,000~9,000 34 cents or 10 cents or

208 of value 4% of value

over 9,003 19 cents or 12 ceuts or
20% of value 4% of value
The formula which yields the greater amount of tax in a

particular case shall be used at each point on this

-d= i3 115
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schedula., "Value" means the contract sales price. A-pexsen
wne--praduces—--tess-—-than--one--thousend--ewe-——hunédred-fifey
435258 -tons~of-coai-in-a-guarter-year-is-net-tiaete-for-any
severance—tax-en—thee-produceionr———A~—-person--who--preduces
tess——tchan-—éveive-—-tihousand-five-hundred—{i24:588-bona—in-a
cuareer-yaar-is-iiabte-for-one-sighth-{1/8r-of-tne-severance

tax-on—thmt-preduetsons A PERSON IS NOT LIABLE FOR ANY

SEVERANCE TAY UPON THE FIRST FIVE THOUSAND (5,000) TONS OF

COAL HE PRODUCES IN A QUARTER-YEAR,

Section 4. Quarterly statement and payment of tax.
Each coal mine operator shall compute the severance tax due
on each quarter-year's worth of production on forms
prescribed by the department. The statement shall indicate
the +tonnage produced, the average Btu value of the
production, the contract sales price received for the
production, and such other information as the department may
require., The completed form im duplicate, with the tax
payment, shall be deliwered to the departmeat not later than
thirty (30) days following the close of the quarter. The

form shall be verified by an officer of the coal wpine

operator. A person operating more than one ccal mine in

this state may include all of his mines in one statement.
Section 3. Annual testing of samples. The Montana

state bureau of mines and geology shall test coal production

subject to this chapter and may make rules governing the

~5=- H3 115

10
11
12
13
14
15
16

17

18

19
20
21

HB 0115/02

collection of test data. 2 person subject to this chapter
shall submit to the bureau on or before August 1 each year a
sample o0f mine run "“as is" coal from each mine producing
that year. Additional samples shall be submittad at the
request of tne Dureau. The bureau shall compute the stu per
pound of each sample received and forward this information
to the aepartnent orior to September 1 each year.

Section 6. When value of coal may be imputed;
procedure, In a case where

{(a} the operator of a coal mine is using the produced
coal in an energy conversion process, or

{b) a person sells coal under a contract which is not
an arm's-length agreement, or

{c). a person neglects or refuses toc file a statement
and tax return under this chapter, the department may impute
& value to the coal which approximates market value f.o.b.
mine. When imputimg wvalue, the department may &pply the
factors used by the federal government under 26 U.S.C.
section 613, or that oprovision as it may be labelled or
amended, in determipning gross income from mining, or the
department may apply any other or additional criteria it
considers appropriate. Dach subjact taxpayer saall, upon
request by the department, furnish a copy of its federal
income tax return, with any anendments, filed for the year
in whichh the wvalue of coal i3 »neing imputed and copies of
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the contracts under which it is selling coal at +the time.
When the department’s estimate of market value is contested
in any proceeding, the burden of prcoof is on the contesting
party.

Section 7. Disposition of revenue. Severance taxes
collected under this chapter are allocated as follows:

(1) To the county from which cocal was mined, one-tenth
{1/10) of the tax paid by each mine in the county; for such
purposes as the governing body of the county may determine;

(2] ©One—tenmth-{3r328} ONE-TWENTIETH (1/20) of the tax

paid by each mine, to that city or town nearest the mine, as
determined by the driving distance on improved all-weather
roads, which was incorporated before January 1, 1965; and

{3} The balance to the general fund of the state.

Section 8. Reporting gross proceeds from coal. Each
person engaged in mining coal must, on or before March 31
each year file with the department a statement of the gross
yield from each coal mine owned or worked by such person in
the preceding calendar year, and the wvalue thereof. The
statement shall be in the form prescribed by the department
of revenue, which may be coordinated with the form used
under section 5 of this act, and must be verified by an
officer of the firm. The statement shall include:

(1) The name and address of the owner or lessee or
operator of the mine.
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(2) The liocation of the mine.

{3) rthe tons of ore extractsd, treated, and sold from
the mine during the taxable period.

(4) The c¢ross vyield or value in dollars and cents
derived from the contract sales price.

Section 9. Transmission of gross proceeds from coal to
county assessor. On or bhefore July 1 each year the
department shall transmit to the county assessor of each
county in which coal mines are situated, tae valuation of
the gross proceeds of such mines £for the purpose of
taxation, as the same have been Geterndaed bv the
department. The county assessor shall immediately enter the
same upon a suitable assessment roll, the form of wnich
shall be prescribed by the department.

Section 10. ‘Tanation of gross n»roceeds frow coal. Yae
county assessor shall orspare from the reported oross
oroceeds from coal a tax roll, which he shall tranmsuit to
the county treasurer on or afore Septeiber 13 e@aca year.
he county treasurer shall proceed  to give full notice
thersof to each coal producer ané to collect thne taxes Jue
within sixty (60) days after mailing.

Sectiom 11. Lien of ta: =-- enforcement of paynent.
The tax on gross proceeds from coal shall be levied as taxzes
on other forms of sropsrty, and this tax ané thz severancs
tax on coal orodaction are each a lien upon the coal mine
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and a prior lien upon all personal property and improvements
used to produce the coal. These taxes may be collected by
the scizure and sale of the personal property on which the
tax is a lien, as provided under sections 34-4202 througnh
84-4211, or by suit under sections 34-4301 through 34-4302.

Section 12. Pznalties for neglect or falss statement.
A person who fails, neaglects, or refuses to file any
statement required under this chapter, or who makes a false
statement comrits a misdemeanor. A person convicted under
this section shall be fined not to exceed one thousand
dollars ($1,000) or be imprisoned in the county jail for any
term not to exceed six (6} months, or both.

Section 13. Section 84-301, R.C.M. 1947, is amended to
read as follows:

"34=-301l. Classification of property for taxation. For
the purpose of taxation the taxable property in the state
snall be classified ag follows:

Class One. The annual net proceeds of all mines and

mining claims, exceot coal mines, after deducting only the

expenses specified and allowed by section 34-5403; also
where the right to enter upon land, to explore or prospect,
or dig for oil, gas, coal or mineral is .reserved in land or
received Dby mesne conveyance (exclusive of leasehold
interests), devise or succession by any pexsocn or

corporation, the surface title to which has passed to or

-9~ H3 115

~

v

L6

10
11
12
13
14

16
17
18
19
20
21
22
23
24

25

H3 0115/02

remains in another, +the state department of revenue shall
determine the value of the right to enter upon said tract of
Land for ths purpose of digging, exploring, or prospecting
for gas, ©il, coal or minerals, and the same shall be placed
in this classirfication for the purpose of taxation.

Class 1wo. 211 agricultural and otner tools,
implesents andé machinery, gas and other engines and boilers,
thresning maciines and outfits used tnerewith, autoumobiles,
motor trucks and other power-driven cars, vehicles of alil
kinds except mobile homes, boats and all watercraft,
harness, saddlery and robes and except as provided in Class
Five {b) of this section, all poles, 1lines, transformers,
transformer stations, meters, tools, imorovements, machinery
and other property used and owned by all psarsons, firms,
corporations, and other organizations which are engaged in
the business of furnishing telephone communications,
exclusively to rural areas, or to xural areas and cities and
towns provided that any such city or town has a population
cf eight hundred (300} Qezsohs. or less; anu Dnrovided
furtheyx, that the average circuit niles ﬁcr aach station on
the system is more than one and one-quarter (1 1/4) miles.

Class Three. Livestock, poultry and unprocessed
nroducts of both; stocks of wmerchandise of all sorts,
together with furniture and fixtures used therewith, except

mobile aomes; the annual gross proceeds of underground coal
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mines; and all office or hotel furniture and fixtures.

Class Four. {(a) All land, town and city lots, with
improvements, and all trailers affixed to land owned,
leased, ox undér contract ox purchase by the trailer owner,
nanufacturing and mining machinexry, fixtures and supplies,
except as otherwise provided py the constitution of Montana,
and except as such property may be included in Class Five,
Class Seven ox Class Eignt.

{b) Mobile homes without regard to the ownership of the
land upon which they are situated, except those held by a
distributor or dealer of mobile homes as part of his stock
in trade, and except as such property may be included in
Class Eight.

Class Five. {a) All moneys and credits, secured or
unsecured, including all state, county, school district and
other municipal bonds, warrants and securities, without any
deduction or offset; provided, uaowever, that the terms
"moneys and credits" as herein used shall not embrace the
noneyed capital employed in the banking business by any
banking corporation or individual in this state.

{b} All poles, lines, transformers, transformer
stations, meters, tools, improvements, machinery and other
property used and owned by co-operative rural electrical and
co-operative rural telephone associations organized under
the laws of Montana aexcept those within the incorporatsd
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limits of @ city or town in which less than ninety~-five per
cent (95%) of the electric consumers and/or telephone users
are served by a co-operative organization, and as to the
property enumerated in this subsection {b} within
incorporated limits of a city or town in which 1less than
ninety~five per cent (95%) of the electric consumers or
users will be served by a co-operative organization, such
property shall be put in Class Two.

{c) All unprocessed agricultural products either on the
farm or in storage, irrespective of whether said products
are owned by the elevator, warehouse or flour mill owner or
company storing the same, or any other person whomsocever,
except all perishable fruits and vegetables in farm storage
and owned by the producer, and excepting livestock and
poultry and the unprocessed products of both.

{d) The dwelling house, and the lot on which it is
erected, owned and occupied by any resident of the state,
who has been honorably discharged from active service in any
branch of the armed forces, who is rated one hundred per
cent (100%) disabled due to a service-connected disability
by the United States veterans administration or its
successors.

In the event of the veteran's death, the dwelling
house, and the lot on which it is erected, so 1long as the
widow remains unmarried and the owner and occupant of the
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property, shall remain within this classification. 1 provided further, that new industrial property shall not be
Class Six. Property formerly inciuded in this class is 2 included to mean droperty wnich is used or employed in any
now classified by section 84-308, R.C.M. 1947. 3 industrial plant which has been in operation in this state
Class Seven. {a} All new industrial property. dew 4 for three (3) vears or longer. Any person, corporation,
industrial property shall mean any new industrial plant, 5 firm, partnership, association or other group seeking to
including land, buildings, machinery and fixtures which, in 5 qualify its oroperty for inclusion in this class shall make
the determination of the state department of revenue, is 7 aoplication to the state department of revenue in such
used by a new industry during the first three (3) years of 8 manner and form as may be required by said department.
operation not having been assessed prior te July 1, 1961, 9 Class Eight. Any improvement on real property,
within the state of Montana. wWew industry shall mean any 10 trailers affixed to land or mobile home belonging to any
person, corporation, firm, partnership, association, or 11 person who gualifies under any one or more of the
other group which establishes a new plant or plants in this 12 hereinafter set forth categories, valued at not more than
state for the operation of a new industrial endeavor, as 13 seventeen thousand five hundred dollars (517,500}, which is
distinguished from a mere expansion, reorganization, or 14 owned or under a contract for deed, and which is actually
marger of an existing industry or industries. Provided, 15 occupied by:
however, that new industrial property shall be limited to 16 {1) a widow sixty-two (62} vears of age or older,
industries that manufacture, mill, mine, produce, process or 17 whether with or without minor devendent children, who
fapricate materials, or do similar work in waich capital and 18 gqualifies under the income limitations of (4), or
1ébor are employed and in which materials nunserviceable in 19 (2) a widower sixty-five (55} years of age or older,
their natural state are extracted, processed or made fit for 20 whether wita or without minor dJependent children, who
use oOr are substantially aitered or treated so as to create 21 qualifies under the income limitations of (4}, or
comnercial products or materials; and in no event shall the 22 (3) a widow with minor or dependent children regardless
term new industrial property be included to mean property 23 of age, who gualifies under the income limitations of (4},
used by retail or wholesale merchants, commercial sexvices 24 or
of any type, agriculture, trades or professions. And 25 {4) a recipient of retirement benefits whose income
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from all sources 1is not more than four thousand dollars
($4,730) for a single person and fiwve thousand two hundred
dollars {$5,209) for a married couple per annum. Provided,
Further, that one wno applies for classification of property
under this class must make an affidavit to the state
department of revenue on a form as may be provided by the
state department of revenue supplied without cost to the
applicant, as to his income, if applicable, as to his
retirement benefits, if applicable, or, as to his marital
status, if applicable, and to the fact that he or she
actually occupies such improvements with right of the county
welfare board to investigate the applicant, on the
completion of +the form, as to answers given on the form.
Provided, further, that the value of said property shall not
increase during the life of +the recipient of retirement
benefits or widow or widower covered under this class. For
purposes of the affidavit required for classification of
property under this class, it shall be sufficient if the
applicant signs a statement swearing to or affirming the
correctness of the information supplied, whether or not the
statement is signed before a person authorized to administer
caths, and mails the application and statement +to the
department of revenue. This signed statement shall be
treated as a statement under oath or equivalent affirmation
for purposes of section 94-7-203, R.C.%. 1847, relating to

-15- B 11

10
11
12
13
14

16
17
18
19
23
21
22
23
24

H3 0115/02

the criminal offense of false swearing.

Class Nine. The annual gross proceeds of coal mnines

using the strip mining method.

Class Hime-Ten. All property not included in the eight
48¥% nine (9) preceding classes."

Section 14. Section 84-302, R.C.X. 1947, is amended to
read as follows:

®84-302. 3asis for imposition of taxes., As a basis for
the imposition of taxes upon the different classes of
property specified in the preceding section, a percentage of
the true and full value of the property of each class shall
be taken as follows:

Class 1. One hundred per cent (100%) of its true ana
full wvalue.

Class 2. Twenty per cent {20%) of its true and full
value.

Class 3. Thirty-three and one-third per cent (33 1/3%)
of its true and full value.

Class 4. Thirty per cent (30%) of its true and full
value.

Class 5. Seven per cent (7%) of its true and full
value.

Class 6. 2As specified in section 84-303, R.C.i. 1947.

Class 7. Seven per cent (7%) of its true and full

value.
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Class 8. Fifteen per cent (15%) of its true and full

value.

Class 9. Ferty-per-eent-£49%) FORTY-FIVE PERCENT {45%)

of its true and full value.

Class 10. Perty-five-pereent-445%)> FORTY PERCENT (403)

of its true and full value."

Section 15, Section 84-5402, R.C.M. 1947, 1is amended
to read as follows:

"84-5402, dNet proceeds tax~-statement of yielad,
penalty, extension of time. Every person, partnership,
corporation, or association, engaged in mining, extracting
or producing from any guartz vein or lode, placer claim,
damp or tailings, or other place or sources whatever,
preciocus stones or gems, gold, silver, copper, eealy lead,
setrolewn, natural gas, or other valuable mineral, except
coal, must on or before the thirty-first day of March of
each year make out a statement of tne gross yield of the
above-namad metals or minerals from each mine owned oOr
worked by such gperson, ccrporation or association during the
year praceding the first day of January of the year in which
sach statement is made, and the value thereof. Suca
statement shall be in the form prescribed by the state
department of revenue, and must be verified by the oath of
such >erson or the managder, superintendent, agent, president
or vice-president of such corporation, association or
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partnership, and must ve delivered to the state department
of revenue on or before the tnirty-first day of dMarch. Such
statement shall show the following:

1. The name and address of the owner or lessee or
operator of the mine, together with the names and addresses
of any and all persons, corpcorations, or associations owning
or claiming any royalty interest in the mineral product of
such mine or the proceeds derived from the sale thereof, and
the amount or amounts paid or yielded as royalty +to each of
such persons, corporations or associations during the period
coverad by the statement.

2. The description and location of the mine.

3. The number of tons of ore, barrels of petroleum,
cubic feet of natural gas or other mineral products or
deposits extracted, produced, and treated or sold from the
mine during the period covered by the statement.

4, The amount and character o¢f such ores, mineral
products or deposits, and the yield of such ores, mineral
Products or deposits from such mine in constituents of
commercial value; that is to say, the number of ounces of
gold or silver, oounds of copper or lead, kens-eof-esaiy
barrxels of petroleum or other crude or mineral o0il, cubic
feat of natural gas or other commercially valuable
constituents of said ores or mineral products or d&eposits
measured by standard units of mesasurement, yielded to such

-ls- 12 115



v

L

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

dB 0115/02

person, corporation or association so engaged in mining, and
to said royalty nolders and each of them, if zny, during the
pPeriod coverad by the statemant.

5. The gross yield or value in dollars and cents,

6. Actual cost of extracting same from mine.

7. Actual cost of transporting to place of reduction

8. Actual cost of reduction or sale.

3. Actual cost of marketing the product and conversion
of same intc money.

10. Cost of construction, repairs and betterments of
mines, and cost of repairs and replacements of reduction
works.

11. The assessed valuation of reducticn works for the
calendar year for which such return is made.

12, Actual cost of fire insurance and workmen's
compensation insurance.

If any person shall fail, neglect or refuse toc file tha
statement required by this section within the time required,
or within any extended period of time allowed, the state
department of revenue when transmitting the net proceeds
valuations to the countizs shall inform the county assessor
of such failure, neglect or refusal and the county assessor
in addition to the net proceeds tax, if any, shall assess a
panalty of 2/3 of 1% of such tax for each calendar wonth or
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fraction thereof that the reguired statement is not filew,
Ceducting therefrom any wmoneys collectad oy tne state
Gepartment of revenue raguired by this section. The state
department of revenue shall assess a penalty of $25 for each
calendar month or fraction +thereof, not exuceading four
months, that the required statement 1s not filed, to be
collected by the state department of revenue and deposited
to the credit of the general furd of tae state of ‘ontana.
The state department of revenue shall, upon a showing
of reasonable cause, grant an extension of time for filing
the statement required by this section. This penalty shall
be in addition to penalties provided in section 84-541C."
Section 16. Severability. If a part of this act is
invalid, all wvalid parts that are severable from the invalid
part remain in sffect. £ a part of this act is invalid in
one or more of its applications, the part remains in affect
in all wvalid applications that are severable from the
invalid applications.
Section 17. Repealer. Sections §4-1301 tiirougn
34-1309, 84-1309.1, 84-1310, and 84-1311, R.C.ii. 1947, are

repealed.

-End~
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HOUSE BILL #0. 115

INTRODUCED BY HALVORSOH, DASSINGER, DAY

A BILL FOR AN ACT =ZNTITLED: "AJ ACT REVISING THFE TAXATION
OF COAL PRODUCTION; PROVIDING FOR A SEVERANCE TAX O CCAL
PRODUCED AT TWENTY PERCENT (20%) OF VALUE BEFORE TAXES:
DELETING COAIL FROM TiE PROVISIONS TAXING THE NET PROCEEDS OQF
MINES; PROVIDING FOR TAXATION OF THE GROSS PROCEEDS FROM
COAL AS AN ELEMENT IN THE PROPERTY -TAX SYSTEM; AMENDING
SECTIONS 84~30%, 94-302, AND 84-5402, R.C.M. 1947; AND
REPEALING SECTIONS 84-1301 THROUGH 84-~1309,  84~1309.1,

84-1310, AND 84~1311, R.C.M. 1947."

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

Section 1. Legislative findings and declarations of
purpose. (1) The legislature finds that while coal is
extracted £from the earth like metal minerals, there are
differences between coal and metal minerals such that they
should be classified in different categories for taxation
purposes, The legislature finds that wihile c¢eoal can be
utilized 1like petroleum products, there are differences
between coal and petroleum such that they should be
classified in <different categories for taxation purposes.
The legislature further finds that:

{a) coal is the only mineral which can supply energy

THIRD READING

10
11
12
13
14
15
16
17
138
19
290
21
22
23

24

HB 01l15/02

while being esasily found im abundance in Moniana;

(b} coal is the only mineral which is so often
marketed through sales contracts of many years' duration;

{(c} coal, wunlike most minerals, varies widely in
composition and conseguent value when marketed;

{d) coal in Montana 1is subject to regional and
national demands for development which could affect the
economy and environment of a larger portion of the state
than any other mineral development has donej;

(e} coal in Montana, when recoverable by strip mining,
is in sufficient demand that between one-fourth (1/4) and
one~third (1/3) of the price it commands at the mine may go
to the econcomic rents of royalties and production taxes;

(£} coal produced in wunderground mines has higher
production costs and underground producers are able to pay
lesser amounts of royalty and production tax than strip mine
producers can pay;

{(g) coal production in Montana has been subject to an
uncoordinated array of taxes which overlap one another and
yield revenue in an inconsistent and unpredictable manner.

(2) The legislature declares that the purposes of this
chapter are:

{a} to allow the severance taxes on coal production to
remain a constant percentage of the price of coal;

(b) to stabilize the flow of tax revenue from coal
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mines to local governments through the property taxation
system; -

{c) to simplify the structure of coal taxation in
Montana, reducing tax overlap and improving the
predictability of tax projections; and

(d) to accomplish the foregoing purgposes by
establishing categories of taxation which recognize the
unique character of coal as well as the variations found
within the coal industry.

Section 2. Definitions. As used in this chapter: {1)
"Contract sales price” means either (a) the price of coal
extracted and prepared for shipment f.o.b. mine, excluding
that amount charged by the seller to pay taxes paid on
production, or {b) a price imputed by the department under
section [6 of this act].

{2) ™Energy conversion process" includes any process
by which ooal in the solid state is transformed into slurry,
gag, electric energy, or any other form of energy.

(3) “"Produced" means severed from the earth.

{4} "Strip mining" or "surface mining” is defined in
section 50~1036.

(5) "Underground mining" means a coal mining method
utilizing shafts and tunnels, and not regulated under
section 50-1039.

(6) "Ton" means two thousand (2,000) pounds.
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(7) “"Taxes paid on production™ include any tax paid to
the federal, state, or local governments upon the quantity
of coal produced as a function of either the volume or the
value of production, and do not include any tax upon tae
value of mining equipment, machinery, or buildings and
lands, any tax upon a person's net income deriveu in wnole
or in part from the sale of coal, or any license fee.

{8) "Department® means the department of revenue.

Section 3. Severance tax - rates imposed -—
exemptions. A severance tax i3 imposed on each ton of coal

produced in the state, in accordance with the following

schedule:
deating quality Surface Underground
(Btu per pound' Mining Mining
of ccall:
Under 7,000 12 cents or 5 cents or

20% of wvalue 32 of value

7,000-8,000 22 cents or s cents or

20% of value 4% of vaiue
3,000~-9,030 34 cents or 10 cents or
20% of wvalue 4% of value
Over 9,000 40 cents or 12 cents or
20% of value 4% of value

The forxmula which yields the greater amount of tax in a

particular case shall be used at each point on this
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schedula. "Value" means the contract sales price. A-pe¥rsen
wno--preduces--less--than--one-—iheusand--twe--hundred-£ifoy
435250 -+ona-of-coal-in-a-quarter-year-is-poe-tiable~for-any
asveranece-fax-on—-that-productions—---A--person--whe--nroduees
tess--than-—tweitve-—-thousand-five-hundred-{12y568)-kons-in-a
quaresv-year-is—itabie-fer-one—eighth-{i/ 8 -of-tha-severance

tax-en~ehat-preduettons A PERSON IS N0T LIABLE FOR ANY

SEVERANCE TAX UPON THE FIRST FIVE THOUSAND (5,000) TONS OF

COAL HE PRODUCES IN A QUARTER-YEAR.

Section 4. Quarterly statement and payment of tax.
Each coal mine operator shall compute the severance tax due
on each quarter-year's worth of production on forms
prescribed by the department. The statement shall indicate
the tonnage produced, the average Btu wvalue of the
production, the contract sales price received for the
production, and such other informaticn as the department may
require. The completed form in duplicate, with the tax
payment, shall be delivered to the department not later than
thirty (30} days feollowing the close of the quarter. The
foxrm shall be verified by an officer of the c¢oal mine
operator. A person operating more than one coal mine in
this state may include all of nis mines in one statement.

Section 5. Annual testing of samples. The Montana
state bureau of mines and geology shall test coal production
subject to this chapter and may make rules governing the
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collection cof test data. A person subject to this chapter
shall submit to the bureau on or before August 1 each year a
sanple of mine run "as is" coal from each mine producing
that year. Additional samples shall be submitted at the
request of the bureau. The bureau shall compute the Btu per
pound’ of each sample received and forward this information
to the department prior to September 1 each year.

Section 6. When walue of coal may be imputed;
procedure. In a case where

(a} the operator of a coal mine is using the produced
coal in an energy conversion process, or

{b) a person sells coal under a contract which is not
an arm's-length agreement, or

{c) a person neglects or refuses to file a statement
and tax return under this chapter, the department may impute
a value to the coal which approximates market wvalue £f.0.b.
mine. When imputing wvalue, the department may apply the
factors used by the federal government under 26 U.S.C.
section 313, or that orovision as it may be labelled or
amended, in determining gross income from mining, or the
department may apply any other or additional criteria it
considers appropriate. Zach subject taxpayer sinall, upon
raquast by the departmant, Ifurnisn a copy of its federal
income tax return, with any amendments, filed for the year
in which the walue of coal is being imputed and copies of
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the contracts mnder which it is selling coml at the time.
Wheny thehmt'satintenfnrmm i3 contested
in my procesting, the burden of proof is on the contesting
party. '

Section 7. Disposition of revenze. Severance taxes
coliected umder this ohapter are allooated as follows:

(k) Po the county from which coal was mined, one-tenth
41/38) of the tax paid by :each mine in the county; for msuch
purposes =s the governing body of the county may devermime;

{2} Swo-tenth-£1/36) ONE-IWENTIETH (1/ 20} of the tax
peid by each mine, to theat city or town nearest the mins, as
determined by the driving distance on improved all-weather
Toade, which was incorporated before January 1, 1965; and

(3} -The balance to the generdl fund of the state.

Section 8. Reporting gross proceeds from coal. Each
person engaged in mining coel must, on or before March 31
‘each year file with the department a statement of the gross
Yield from esch voal mine owned or worked by such person in
the preceding calendar year, and the wvalue -thereof. *he
statement shall be in the form prescribed by the department
of revenue, which may be coordinated with the form used
under section 5 of this act, and must be verified by an
officer of the firm. The statement shall include:

(1} The name and address of the owner or lessee or
operator of the mine.
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{2) The location of the mine,

{3} Tha tons of ore extracted, treated, and socld from
the mine during the taxable period.

(4) The gross vyield or wvalue in dollars and cents
derived from the contract sales price.

Section 9. Tramsmission of gross proceeds from eoal to
county assessorx. On or before July 1 each year the
department shall transmit to xhe county assessor of each
county in which coal mines are situated, the wvaluation of
the gross proceeds of such wmines for the purpose of
taxation, as the same have been determined by the
department. The county assessor shall immediately enter the
same upon a suitable agsessment roll, the form of which
shall be prescribed by the department.

Section 10, Taxation of gross proceeds from coal. The
county assessor shall prepare from the reported gross
proceeds £from coal a tax roll, which he shall transmit to
the county treasurer on or bhefore September 15 each year.
The county treasurer shall proceed to give full notice
thereof to each coal producer and to collect the taxes due
within sixty (60) days after mailing.

Section 11. Lien of tax == enforcement of payment.
The tax on gross proceeds from coal shall be levied as taxes
on other forms of preperty, and this tax and the severance
tax on coal production are each a lien upon the coal mine
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and a prior lien upon all perscnal property and improvements
used to produce the coal. These taxes may be collected by
the seizure and sale of the personal property on which the
tax is a lien, as provided under sections 84-4202 through
84-4211, or by suit under sections 34-4301 through 84-4302.

Section 12. Penaltiesgs for neglect or false statement,.
A person who fails, naglects, or refuses to file any
statement required under this chapter, or who makes a false
statement commits a misdemeancr. A person convicted under
this section shall be fined not to exceed one thousand
dollars ($1,000) or be imprisoned in the county jail for any
tern not to exceed six (&) months, or both.

Section 13. Section 84-30l, R.C.M. 1947, is amended to
read as follows:

"24-301. Classification of property for taxation. For
the purpose of taxation the taxable property in the state
shall be classified as follows:

Class One. The annual net proceeds of all mines and

mining claims, except coal mines, after deducting only the

axpenses specified and allowed by section 84-5403; also
where the right to enter upon land, to explore or prospect,
or dig for oil, gas, coal or mineral is reserved in land or
received by mesna convevance (exclusive of leasehold
interests}, devise Oor  succession by any person or
corporation, the surface title to which has passed to or
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remains in another, the state department of rewvenue shall
determine the value of the right to enter upon said tract of
land for the purpose of digging, exploring, or prospecting
for gas, o0il, coal or minerals, and the same shall be placed
in this classification for the purpose of taxation.

Class Two. All agricultural and other +tools,
implements and machinery, gas and other engines and boilers,
threshing machines and outfits used therewith, autcmobiles,
motor trucks and other power-driven cars, vehicles of all
kinds except mobile homes, boats and all watercraft,
harness, saddlery and rcbes and except as provided in Class
Five (k) of this section, all poles, 1lines, transformers,
transformer stations, meters, tools, improvements, machinery
and other property used and owned by all pe?sons, firms,
corporations, and other organizations which are engaged in
the husiness of furnishing telephone communications,
exclusively to rural areas, or to rural areas and cities and
towns provided that any such city or town has a population
of eight hundred (800) persons or less; and 'provided
further, that the average circuit miles for each station on
the systeﬁ is more than one and cne-guarter (1 1/4) miles.

Class Three. Livestock, poultry and unprocessed
products of both; stocks of merchandise of all sorts,
together with furniture and fixtures used therewith, except

mobile homes; the annual gross proceeds of underground coal
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mines; and all office or hotel furniture and fixtures.

Class Four. (a) All land, town aﬁd city lots, with
improvements, and all trailers affixed to land owned,
leased, or under contract or purchase by the trailer owner,
manufacturing and mining machinery, fixtures and supplies,
except as otherwise provided by the constitution of Montana,
and except as such property may be included in Class Five,
Class Seven or {lass Eight.

(b} Mobile homes without regard to the ownership of the
land upon which they are situated, except those held by a
distributor or dealer of mobile homes as part of his stock
in trade, and except as such property may be included in
Class Eight.

Class Five. {(a) All moneys and credits, secured or
unsecured, including all state, county, school district and
other municipal bonqs, warrants and securities, without any
deduction or offset; provided, however, that the terms
"moneys and credits®™ as herein used shall not embrace the
moneyed capital employed in the banking business by any
banking corporation or individual in this state.

{b) All poles, lines, transformers, transformer
stations, meters, tools, improvements, machinery and other
property used and owned by co~operative rural electrical and
co~operative rural telephone associations organized under
the laws of Montana except those within the incorxporated
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limits of a city or town in which less than ninety-five per
cent (95%) of the electric consumers and/or telephone users
are served by a co-operative organization, and as to the
property enumerated in this subsection {b}) within
incorporated limits of a city or town in which 1less than
ninety-five per cent {95%) of the electric consumers or
users will be served by 2 co-operative organization, such
property shall be put in Class Two.

(c) All unprocessed agricultural products either on the
farm or in storage, irrespective of whether said products
are owned by the elevator, warechouse or flonr mill owner or
company sStoring the same, or any other person whomsocever,
except all perishable fruits and vegetables in farm storage
and owned bf the producer, and excepting livestock and
poultry and the unprocessed products of both.

(d) The dwelling house, and the lot on which it is
erected, owned and occupied by any resident of the state,
who has been honorably discharged from active service in any
branch of the armed forces, who is rated one hundred per
cent (100%) disabled due to a service-connected disability
by the United States veterans administration or its
successors.

In the event of the veteran's death, the dwelling
house, and the lot on which it is erected, so 1long as the
widow remains unmarried and the owner and occupant of the
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property, shall remain within this classification.

Class Six. Property formerly included in this class is
now classified by section 84-308, R.C.M. 1947,

Class Seven. (a}) All new industrial property. Jdew
industrial property shall mean any new industrial plant,
including land, buildings, machinery and fixtures which, in
the determination of the state department of revenue, is
used by a new industry during the first three (3} yearxs of
operation not having been assessed prior to July 1, 1961,
within the state of Montana. new industry shall mean any
person, coxporation, £irm, partnership, assocciation, or
other group which establishes a new plant or plants in this
state for the cperation of a new industrial endeavor, as
distinguished £rom a mnere expansion, reerganization, or
merger of an existing industry or industries. Provided,
however, that new industrial property sihall be limited to
industries that manufacture, mill, mine, produce, process or
fabricate materials, or do similar work in wiaich capital and
labor are enployed and in which materials unserviceable in
their natural state are extracted, processed or made fit for
use or are substantially altered or treated so as to create
comnercial products or materials; and in no event shall the
term new industrial property be included to mean property
used by retail or wholesale merchants, commercial services
of any type, agriculture, trades or professions, and
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provided further, that new industrial property shall not be
included to mean property which is used or employed in any
industrial plant which has been in operation in this state
for three (3) years or longer. Any person, corporation,
firm, partnership, association or other group seeking to
gqualify its property for inclusion in this class shall make
application to the state department of revenue in such
manner and form as may be required by said department.

Class BEight. Any improvement on real property,
trailers affixed to land or mcbile home belonging to any
person who qualifies under any one or more of the
hereinafter set forth categories, valued at not more than
seventeen thousand five hundred dollars (317,500}, which is
owned or under a contract for deed, and which is actually
occupied by:

(1) a widow sixty-two (62} years of age or older,
whether with or without minor dependent children, who
qualifies under the income limitations of (4}, or

{2} a widower sixty-five (65} years of age or older,
wiether with or without minor dependent children, who
qualifies.under the income limitations of (4), or

(3} a2 widow with minor or dependent children regardless
of age, who gualifies under the income limitations of (4),
or

{4} a recipient of retirement benefits whose income
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frem .all @ources is .not more than four thousand dollars
(54,000} for a single person and five »thou#and two  hundred
dollers ($5,200) for a married couple per annum. Provided,
furthex, that wpe wbo applies for classification of property
under this cleas must make an affidavit to the state
departmsnt of xemenue on a form as may be provided by the
state department of revenuwe aupplied without -enst +to the
applimant, &s to his income, if applicable, -as to his
retixewent benefits, if applicable, or, as to his marital
status, if applicable, and +to the fact that he or she
actually occuypies such improvements with xight of the county
welfare -board +o investigate +the applicant, an the
completion of the form, as to answers given on the form.
Provided, further, that the stalue of said property shall meot
increase during the life of the =xecipient of  retizement
henefits or widow or widewer covered under this class. For
puxposes of the affidavit reguired for classification of
property under this class, it shall be sufficient if the
applicant signs .a statement aweaxing +o or affirming the
correctness of the information aupplied, whether or net the
statement is signed before a person authorized to administer
ocaths, and mails the application and statement +to the
department of  revenue. This signed statement shall he
treated as a statement under oath or eguivalent affirmatieon

for purposes of section 24-7-203, R.C.M. 19247, relating to
-15~ H3 115
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the zriminal offense of false swearing.

Class Nine. The annual gross proceeds of coal mines

using the strip mining method.

Tlass Héne~Ten. All property not jncluded in the etghe
8% nine {9) preceding classes.”

Seetion 14. Section 84-302, R.C.M. 1847, is amended to
read as follows:

"84~302, Basis for impesition of taxes. As a basis for
the impogition of taxes upen +he different <classes of
property specified in the preceding section, a persentage of
+the true and £nll walue of the property of each class shall
be -taken as follows:

Class 1. gne hundred per cent (1003) of its true and
full value.

Class 2. Twenty per gent (208) of its true and £full
value.

Class 3. ‘Thirty~three and one~thiré per cent {33 1/3%)
of its true and full value.

Class 4. Thirty per cent (30%) of its true and fnll
value.

Class 5. Seven per cent (7%) of its true ang full
value.

Class 6. As specified in section 84-303, R.C.d. 1847.

Clags 7. Seven per cent ({7%) of its true and full

value.
-16=- B3 k15
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Class 8. Fifteen per cent (15%) of its true and full
value.

Class 9. Perty-per-eent-{488% FORTY-FIVE PERCENT (45%)

of its true and full value.

Class 10. Pertv-five-pewreent-{45%) FORTY PERCENT (40%)

of its true and full value."

Section 15. Section 84-5402, R.C.M, 1947, is amended
to read as follows:

"34-5402. Het proceeds tax--statement of vyield,
penalty, extension of time. Every person, partnership,
corporation, or association, engaged in mining, extracting
or producing from any quartz vein or lode, placer claim,
dump or tailings, or other place or sources whatever,
precious stones or gems, gold, silver, copper, eeaiy lead,
petroleum, natural gas, or other valuable mineral, except
coal, must on or before the thirty-first day of March of
each year make out a statement of the gross yield of the
above-named metals or mnminerals from each mine owned or
worked by such person, corporation or asscciation during the
year preceding the first day of January of the year in winicn
such statement is made, and the wvalue thereof. Such
statement snall e in the form prescribed by the state
department of ravenue, and must be verified by the oath of
such oerson or the manager, superintendent, agent, president
or vice-nresident of such corporation, association or
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partnership, and nust be delivered to the state department
of revenue on or before the thirty-first day of March. Such
statement shall show the following:

l. The name and address of the owner or lessee or
operator of the mine, together with the names and addresses
of any and all persons, corporations, or asscociations owning
or claiming any royalty interest in the mineral product of
such mine or the proceeds derived from the sale thereof, and
the amount or amounts paid or vielded és royalty to each of
such persons, corporations or associations during the period
covered by the statement.

2. The description and location of the mine.

3. The number of tons of ore, barrels of petroleum,
cubic feet of natural gas or other mineral products oxr
deposits extracted, produced, and treated or sold from the
mine during the period covered by the statement.

4, The amount and character of such ores, mineral
products or deposits, and the yield of such ores, nmnineral
products or deposits from such mine in constituents of
commercial value; that is to say, the number of ounces of
gold or silver, pounds of copper or lead, tens-of-esaly
barrels of petroleum or other crude or mineral oil, cubic
feet of natural gas or other commercially wvaluable
constituents of said ores or mineral products or deposits
neasured by standard units of measurement, yielded to such
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person, corporation or asscociation go engaged in mining, and
to said royalty holders and each of them, if any, during the
period covered by the statement.

5. The gross yield or value in dollars and cents.

6. Actual cost of extracting same from mine.

7. Actual cost of transperting to place of reduction
or sale. -

8. Actual cost of reduction or sale.

9. Actual.cost of marketing the product and conversion
of game into money.

10. Cost of construction, repairs and betterments of
mines, and cost of repairs and replacements of reduction
works.

11. The assessed valuation of reduction works for the
calendar year for which such return is made,

12. Actual cost of £fire insurance and workmen's
compensation insurance.

If any person shall fail, neglect or refuse to file the
statement required by this section within the time required,
or within any extended period of time allowed, the state
department of revenue when transmitting the net proceeds
valuations to the counties shall inform the county assessor
of such failure, neglect or refusal and the county assessor
in addition to the net proceeds tax, if any, shall assess a
penalty of 2/3 of 1% of such tax for each calendar month or
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fraction thereof that the required statement is not filew,
deducting therefrom any wmoneys collected oy the state
department of revenue regquired by this section. The state
department of revenue shall assess a penalty of $25 for each
calendar month or fraction thereof, not exceeding four
nmonths, that the ‘reguired statement is not filed, to be
collected by the state department of revenue and deposited
to the credit of the general fund of the state of Montana.

The state dJdepartment of revenue shall, upon a showing
of reasonable cause, grant an extension of time for filing
the statement required by this section. This penalty shall
be in addition to penalties provided in section 84-5410."

Section 16. Severability. If a part of this act is
invalid, all valid parts that are severable from the invalid
part remain in effect. If a part of this act is invalid in
one or more of its applications, the part remains in effect
in all wvalia applications that are severable from the
invalid applications.

Section 17. FRepealer, Sections 84-1301 through
34~-1309, 84-1309.1, 84-1310, and 84-1311, R.C.M. 1947, are
repealed.

~End=-

-20- _Hs 115



N
.

8.

March 27, 1975

SENATE COMMITTEE ON TAXATION

AMENDMENTS TO HOUSE BILL NO. 115

That House Bill No. 115, third reading, be amended as follows:

Amend title, line 10.

Following: "84-302,°
Insert: "B84-1309.1,"
Amend title, line 11.
Following: "84-1309,"
Strike: " 84-1309.1,

Amend page 4, section 3. line 17.

Following: line 16
Strike: " 20% "
Insert: " 30% "

Amend vage 4, section 3, iine 19.

Irollowina: line 18
Strike: " 20% "
Insert: ™ 30% "

Amend page 4, section 3, line 21.

Following: line 20
Strike: " 20% "
Insert: " 30% "

Amend page 4, section 3, line 23.

Following: line 22
Strike: " 20% "
Insert: " 30% "

Amend page 7, section 7, lines 5 through line 14 on page 8.

Following: 1line 4
Strike: Section 7. in its entlletv
Insert: "Section 7. Section 84-1309.1, R.C.M. 1947, is
renumbered 84-1319, and is amended to read as follows:
"84-3399<-3+ 84-1319. Disposal of license or severance taxes.
License or severance taxes collected under the provisions of this
chapter or such sections as may enact a severance taX on coal in
1975 are allocated as follows: -

(1) To the county generat-fund for such_purposes as_ the
governing body of that county may determine from which coal was
mined three cents (3/) per ton; provided, however, for each calendar
yeax prior to January 1, 1980, this amount shall be three cents
(3¢) per ton or five percent (5%) of the contract sale price of
the coal mined in that county, whichever is higher.

(2) To the earmarked revenue fund, such portlonq of the
severance tax as may be authorized by _laws enacted in 1975

t2¥ (3) All other revenues from license or severance taxes
collected under the provisions of this Chapter shall be deposited
to the credit of the general fund of the state." ™

Amend page 20, section 17, line 20.

Following: "84-1309,"
Strike: "84-1309.1,"

AND AS SO AMENDED, BE CONCURRED IN



March 29, 1975
COMMITTEE OF THE WHOLE

SENATE AMENDMENTS TO HOUSE BILL NO. 115

Amend Senate Committee on Taxation Amendments, dated March 27,
as follows:

1., Amend amendment No. 3.
Strike: amendment No. 3 in its entirety

and amend House Bill No. 115, third reading, as follows:

2. Amend title, line 6.
Following: "AT"
Strike: "TWENTY PERCENT (20%)"
Insert: "A PERCENTAGE"

3. Amend page 4, section 3, line 17.
Strike: "20%"
Insert: "15%"
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HOUSE BILL NO. 115

INTRODUCED BY HALVORSON, DASSINGER, DAY

A BILL FOR AN ACT ENTITLED: "AN ACT REVISING THE TAXATIOHN
OF COAL PRODUCTION; PROVIDING FOR A SEVERANCE TAX ON COAL
PRODUCED AT FWENY¥--PERECEN?~-+426%} A PERCENTAGE OF VALUE
BEFORE TAXES; DELETING COAL FROM THE PROVISIONS TAXING THE
NET PROCEEDS OF MINES; PROVIDING FOR TAXATION OF THE GROSS
PROCEEDS FROM COAL AS AN ELEMENT IN THE PROPERTY TAX SYSTEM;
AMENDING SECTIONS 84-30L, 84-302, 84-1309.1, AND 84-5402,
R.C.M. 1947; AND REPEALING SECTIONS 84-1301 THROUGH 84-~1309,

84~339%53y 84-1310, AND 84-1311, R.C.M. 1947."

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

Section 1. Legislative findings and declarations of
purpose. (1) The legislature finds that while coal is
extracted from the earth 1like metal minerals, there aré
differences between coal and metal minerals such that they
should be classified in different categories for taxation
purposes. The legislature finds that while coal can be
utilized like petroleum products, there are dJdifferences
between coal and petrcleum such that they should be
classified in different categories for taxation purposes.
The legislature further finds that:

(a) coal is the only mineral which can supply energy
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while being easily found in abundance in Montana;

(b) cocal 1is the only mineral which is so often
marketed threough sales contracts of many years'® duration:

(c) coal, unlike most minerals, varies widely in
composition and consequent value when marketed;

{d} coal in Montana is subject +to regional and
national demands for development which could affect the
economy and environment of a larger portion of the state
than any other mineral development has done;

{e) coal in Montana, when recoverable by strip mining,
is in sufficient demand that between cne-fourth (1/4) and
one-third (1/3) of the price it commands at the mine may go
to the economic rents of royalties and production taxes;

{f) coal produced in underground mines has higher
production costs and underground producers are able to pay
lesser amounts of royalty and production tax than strip mine
producers can pay;

{g) coal production in Montana has been subject to an
uncoordinated array of taxes which overlap one another and
yield revenue in an inconsistent and unpredictable manner.

(2} The legislature declares that the purposes of this
chapter are:

{a) to allow the severance taxes on coal production to
remain a constant percentage of the price of coal;

(b} to stabilize the flow of tax revenue from coal
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mines to local governments through the property taxation
system;

(c) to simplify the structure of coal taxation in
Montana, reducing tax overlap and improving the
predictability of tax projections; and

(d) to accomplish the foregoing  purposes by
establishing categories of taxation which recognize the
unique character o¢f coal as well as the variations found
within the coal industry.

Section 2. Definitions. As used in this chapter: (1)
"contract sales price" means either (a) the price of coal
extracted and prepared for shipment f.o.b. mine, excluding
that amount charged by the seller to pay taxes paid on
production, or (b) a price imputed by the department wunder
section [6 of this act].

{2} “Energy conversion process" includes any process
by which coal in the solid state is transformed into slurry,
gas, electric energy, or any other form of energy.

(3) "Produced" means severed from the earth.

(4) "Strip mining" or "surface mining” is defined in
section 50-1036,

{5} “Underground mining™ means a coal mining method
utilizing shafts and tunnels, and not regulated under
section 50~1029,

(6) ™Ton" means two thousand (2,000) pounds.
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(7) "Taxes paid on production"” include any tax paid to
the federal, state, or local governments upon the quantity
of coal produced as a function of either the volume or the
value of production, and do not include any tax upon the
value of mining equipment, machinery, or buildings and
lands, any tax upon a person's net income derived in whole
or in part from the sale of cecal, or any license fee.

(8) “"Department” means the department of revenue.

Section 3. Severance tax - rates imposed -
exemptions. A severance tax is imposed on each ton of coal

produced in the state, in accordance with the following

schedule:
Heating quality Surface Underground
{Btu per pound Mining Mirning
of coal):
Under 7,000 12 cents or 53 cents or

288 30% of value 3% of value

7,000-8,000 22 cents or 8 cents or

284 30% of value 4% of wvalue
8,000-9,000 34 cents or 10 cents or
284 30% of value 4% of wvalue
over 9,000 43 cents or 12 cents or
294 30% of value 4% of value

The formula which yislds the greater amount of tax in a
particular case shall be used at each point on this

Y H3 115
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schedule. "“Value" means the contract sales price. A-persen
who--preduces--less--than--sne--thousand--ewe--hundred-£iéey
+3y258)-tons-of-coni-in-a-quarter-year-is-net-iiable-for-any
severance-tax-on-that-preductions~-~A--persen—-who--produces
tesa--than--eweive--thousand-£five-hundred-{1275003-cons—-in-a
quaréer-year-is-iiable-for-one-cigneh-{1/8}-efé-the-severanee

tax-on-thni-produetions A PERSON IS NOT LIABLE FOR ANY

SEVERANCE TAX UPON THE FIRST FIVE THOUSAND (5,000) TONS OF

COAL HE PRODUCES IN A QUARTER-YEAR.

Section 4. OQuarterly statement and payment of tax.
Each coal mine operator shall compute the severance tax due
on each quarter-year's worth of preduction on forms
prescribed by the department. The statement shall indicate
the tonnage produced, the average Btu wvalue of the
production, the contract sales price received for the
production, and such other information as the department may
require. The completed form in duplicate, with the tax
payment, shall be delivered to the department not later than
thirty (30} days following the close of the guarter. The
form shall be verified by an officer of the <coal mine
operator. 2 person operating more than one coal mine in
this state may include all of his mines in one statement.

Section 5. Annual testing of samples. The Montana
state bureau of mines and geology shall test coal production
subject to this chapter and may make rules governing the
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collection of test data. A person subject to this chapter
shall submit to the bureau on or nszfore August 1 each vear a
sample of miane run "as is" coal f£rom each mine producing
tiaat year. Additional samples shall e submitted at the
request of tih2 bureau. The bureai shall compute the 3tu per
pound of each sample received and forward this information
to tne department prior to September 1 each year.

Section 6. When value of ccal may be imputed -—-
procedure. In a case where

{a) the operator of a2 coal mine is using the produced
coal in an energy conversion process, or

{p) a person sells coal under a contract which is not
an arm's-iength agreement, or

(cy a person neglects or refuses to file a statement
and tax return under this chapter, the department may impute
a value to the coal which approximates market wvalue f.o.b.
mine. Wwhen imputing wvalue, the department may apply the
factors used by the federal government under 26 U.S.C.
section 613, or that provision as it may ba labelled or
amended, in determining gross income from mining, or the
department may apply any other or additional criteria it
considers appropriate. Each subject taxpayer shall, upon
requast by the devartment, furnish a copy of its federal
income tax return, with any amendments, filed for the vyear
in whicih the wvalue of cogl is being imputed and copies of
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the contracts under which it is selling coal at the time.
When the department's estimate of market value is contested
in any proceeding, the burden of proof is on the ceontesting
party.

Seetian-Fy-~Bispesibion-af~-—mevenunar---Severanece-—taxes
ecoticcted-~under-this-ahaprer-ave-atisonted-as-foiiowss

{1} --Fe-the-county-Erom-which-ecoat-was-minedy-one—tenth
$+31/183~-0f-the~tan-patd-by-cach-mine-in-the-countyr-for-sush
purpeses-as-the-govarning-body~of-the-county-nay~-determines

{2} --One-~tenth~--<{i/10) ONE-FWENFEIEFH-{1/20} eof-the-tax

paid-by-cach-minery-to-that-city-or-town-nearest~the-miner—as

determined-by-the-driving-distanec-on--improved--ati-weather

readsy-which-was-inecorporated-pbefore-Fanuary-1y~15657~and
{3} ~-Fhe-baianee-to~the-generai-fund-of-the-stater

SECTION 7. SECTION 84-1309.1, R.C.M, 1947, IS

RENUMBERED 84-~1319, AND IS AMENDED TG READ AS FOLLOWS:

"84~3389c3c 84-1319. Disposal of license or severance

taxes. License or severance taxes collected under the

provisions of this chapter or such sections as may enact a

severance tax on coal in 1975 are allocated as follows:

(1} To the county eeneral-fund for such purposes as

the governing body of that county may determine from which

cecal was mined three cents (3¢) per ton; provided, however,

for each calendar year prior to January 1, 1980, this amount

shall be three cents (3¢) per ton or five percent {5%) of
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the contract sale price of the coal mined in that county,

whichever is higher.

{2) To the earmarked revenue fund, such porticns of

the severance tax as may be authorized by laws enacted in

1975,

+8+ (3) All other revenues from license or severance
taxes collected under the provisions of this chapter shall
be deposited to the credit of the general fund of the
state."

Section 8. Reporting gross proceeds from coal. Each
person engaged in mining coal must, on or before March 31
each year file with the department a statement of the gross
yield from each coal mine owned or worked by such person in
the preceding calendar year, and the value therecf. The
statement shall be in the form prescribed by the department
of revenue, which may be coordinated with the form used
under section 5 of this act, and must be verified by an
officer of the firm. The statement shall include:

(1) The name and address of the owner or lessee or
operator of the mine.

(2) The location cf the mine.

{3) The tons of ore extracted, treated, and sold from
the mine during the taxable period.

(4) The gross yield or wvalue in dollars and cents

derived from the contract sales price.
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Section 9. Transmission of gross proceeds from coal to
county assessor. Oon or before July 1 each year the
department shall transmit to the county assessor of each
county in which coal mines are situated, the wvaluaticn of
the gross proceeds o©of such mines for the purpose of
taxation, as the same have been determined by the
department. The county assessor shall immediately enter the
same upon a suitable assessment 1roll, the form of which
shall be prescribed by the department.

Section 10, Taxation of gross proceeds from coal. The
county assesser shall prepare from the reported gross
proceeds from coal a tax roll, which he shall transmit to
the county treasurer on or before September 15 each vyear.
The county treasurer shall proceed to give full notice
thereof to each coal producer and te collect the taxes due
within sixty (60) days after mailing.

Section 11. Lien of tax =-- enforcement of payment;
The tax on gross proceeds from coal shall be levied as taxes
on other forms cf property, and this tax and the sewverance
tax on c¢oal production are each a lien upon the coal mine
and a pricr lien upon all personal property and improvements
used to produce the coal, These taxes may be collected by
the seizure and sale of the personal property on which the
tax is a lien, as provided under sections 84-4202 <through
84~-4211, or by suit under sections 84-4301 through 84-4302,
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Section 1l2. Penalties for neglect or false statement,

A person who fails, mneglects, or refuses to file any
statement required under this chapter, or who makes a false
statement commits a misdemeanor. A person convicted under
this section shall be fined not to exceed one thousand
dollars ($1,000) or be imprisoned in the county jail for any
term not to exceed six (6) months, or both.

Section 13. Section B84-30l1, R.C.M., 1947, is amended to
read as follows:

"84-301. Classification of property for taxation. For
the purpose of taxation the taxable property in the state
shall be classified as follows:

Class One. The annual net proceeds of all mines and

mining claims, except coal mines, after deducting only the

expenses specified and allowed by section 84-5403; also
where the right to enter upon lané, to explore or prospect,
or dig for oil, gas, coal or mineral is reserved in land or
received by mesne conveyance {exclusive of leasehold
interests), devise or succession by any person or
corporation, the surface title to which has passed toc or
remains in another, the state department of revenue shall
determine the value of the right to enter upon said tract of
land for the purpose of digging, exploring, or prospecting
for gas, c¢il, cecal or minerals, and the same shall be placed
in this classification for the purpose of taxation.
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Class TWO. All agricultural and other tools,
implements and machinery, gas and other engines and boilers,
threshing machines and outfits used therewith, automobiles,
motor trucks and other power-driven cars, wvehicles of all
kinds except mobile homes, boats and all watercraft,
harness, saddlery and robes and except as provided in Class
Five (b) of this section, all poles, 1lines, transformers,
tranaformer stations, meters, tools, improvements, machinery
and other property used and owned by all persons, firms,
corporations, and other organizations which are engaged in
the business of furnishing telephone communications,
exclusively to rural areas, or to rural areas and cities and
towns provided that any such city or town has a population
of eight hundred (800) persons or less; and provided
further, that the average circuit miles for each station on
the system is more than one and one-quarter (1 1/4) miles.

Class Three. Livestock, poultry and unprocessed
products of both; stocks of merchandise of all sorts,
together with furniture and fixtures used therewith, except

mebile homes; the annual gross proceeds of underground coal

mines; and all office or hotel furniture and fixtures.

Class Four. (a) All 1land, town and city lots, with
improvements, and all trailers affixed to land owned,
leased, or under contract or purchase by the trailer owner,
manufacturing and mining machinery, fixtures and supplies,
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except as otherwise provided by the constitution of Montana,
and except as such property may be included in Class Five,
Class Seven or Class Eight.

{b) Mobile homes without regard to the ownership of the
land upon which they are situated, except those held by a
distributor or dealer of mobile homes as part of his stock
in trade, and except as such property may be included in
Class Eight.

Class Five. (a) All moneys and credits, secured or
unsecured, including all state, county, school district and
other municipal bonds, warrants and securities, without any
deduction or coffset; provided, however, that the terms
"moneys and credits™ as herein used shall not embrace the
moneyed capital employed in the banking business by any
banking corporation or individual in this state.

(b) All poles, lines, transformers, transformer
stations, meters, tools, improvements, machinery and other
property used and owned by co-operative rural electrical and
co-operative rural telephone associations organized under
the laws of Montana except those within the incorporated
limits of a city or town in which less than ninety-five per
cent (95%) of the electric consumers and/or telephone users
are served by a co-operative organization, and as to the
property enumerated in this subsection (b) within
incorporated 1limits of a c¢ity or town in which less than
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ninety-five per cent (935%) of the electric consumers or
users will be served by a co-operative organizaticn, such
property shall be put in Class Two.

(c} All unprocessed agricultural products either on the
farm or in storage, irrespective of whether said products
are owned by the elevator, warehouse or flour mill owner or
company storing the same, or any other person whomsoever,
except all perishable fruits andé vegetables in farm storage
and owned by the producer, and excepting livestock and
poultry and the unprocessed products of both.

{(d}) The dwelling house, and the lot on which it is
erected, owned and occupied by any resident of the state,
who has been honorably discharged from active service in any
branch of the armed forces, who is rated one hundred per
cent (100%) disabled due to a service-connected disability
by the United States veterans administration or its
SUCCEesSors.

In the event of the veteran's death, the dwelling
house, and the lot on which it is erected, so long as the
widow remains unmarried and the owner and occupant of the
property, shall remain within this classification.

Class Six, Property formerly included in this class is
now classified by section 84-308, R.C.M., 1947,

Class Sewven. (a} All new industrial property. New
industrial property shall mean any new industrial plant,
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including 1land, buildings, machinery and fixtures which, in
the determination of the state department of revenue, is
used by a new industry during the first three (3) years of
operation not having been assessed prior to July 1, 1961,
within the state of Montana. New industry shall mean any
person, corporation, firm, partnership, association, or
other group which establishes a new plant or plants in this
state for the operation of a new industrial endeavor, as
distinguished from a mere expansion, reorganization, or
merger of an existing industry or industries. Provided,
however, that new industrial property shall be limited to
industries that manufacture, mill, mine, produce, process or
fabricate materials, or do similar work in which capital and
labor are employed and in which materials unserviceable in
their natural state are extracted, processed or made fit for
use or are substantially altered or treated so as to create
commercial products or materials; and in no event shall the
term new industrial property be included tc mean property
used by retail or wholesale merchants, commercial services
of any type, agriculture, trades or professions. Angd
provided further, that new industrial property shall not be
included to mean property which is used or employed in any
industrial plant which has been in operation in this state
for three (3) years or longer. Any person, corpecration,
firm, partnership, asscciation or other group seeking to
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qualify its property for inclusion in this class shall make
application to the state department of revenue in such
manner and form as may be required by said department.

Class Eight. Any improvement on real property,
trailers affixed to land or mobile home belonging to any
person who qualifies under any one or more of the
hereinafter set forth categories, valued at not moere than
seventeen thousand five hundred dollars ($17,500), which is
owned or under a contract for deed, and which is actually
occupied by:

{l) a widow sixty-two (62) years of age or older,
whether with or without minor dependent children, who
qualifies under the income limitations of (4), or

(2) a widower sixty-five (65) years of age or older,
whether with or without minor dependent children, who
qualifies under the income limitations of (4}, or

{3} a widow with minor or dependent children regardless
of age, who gualifies under the income limitations of (4),
or

{4) a recipient of retirement benefits whose income
from all sources is mnot more than four thousand deollars
($4,000) for a single person and five thousand two hundred
dollars ($5,200)}) for a married couple per annum. Provided,
further, that one who applies for classification of property
under this class must make an affidavit to the state
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department of revenue on a form as may be provided by the
state department of revenue supplied without cost to the
applicant, as to his income, if applicable, as to his
retirement benefits, if applicable, or, as to his marital
status, if applicable, and to the fact that he or she
actually occupies such improvements with right of the county
welfare board to investigate the applicant, on the
completion of the form, as to answers given on the form.
Provided, further, that the value of said property shall not
increase during the life of the recipient of retirement
benefits or widow or widower covered under this class. For
purposes of the affidavit required for classification of
property under this class, it shall be sufficient if the
applicant signs a statement swearing to or affirming the
correctness of the information supplied, whether or not the
statement is signed before a person authorized to administer
oaths, and mails the application and statement to the
department of revenue. This signed statement shall be
treated as a statement under oath or equivalent affirmation
for purposes of section 94-7-203, R.C.M., 1947, relating to
the criminal offense of false swearing.

Class Nine. The annual gross proceeds of ccal mines

using the strip mining method.

Class Nime-Ten. All property not included in the eighe

483 nine (9) preceding classes.”
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Section 14. Section 84-302, R.C.M. 1947, is amended to
read as follows:

"34-302, Basis for imposition of taxes. As a basis for
the imposition of taxes wupon the different classes of
property specified in the preceding section, a percentage of
the true and full value of the property of each class shall
be taken as follows:

Class 1. One hundred per cent (1003%) of its true and
full value.

Class 2. Twenty per cent {20%) of its true and full
value.

Class 3. Thirty-three and one-third per cent (33 1/3%)
of its true and full wvalue.

Class 4. Thirty per cent (30%) of its true and £full
value.

Class 5. Seven per cent {(7%) of its true and full
value.

Class 6. As specified in section 84-308, R.C.M. 1947,

Class 7. Seven per cent (7%} of its true and full
value,

Class 8. Fifteen per cent (15%) of its true and full
value.

Class 9. Perey-per-ecent-£{40%3 FORTY~-FIVE PERCENT (45%)

of its true and full value.

Class 10, Pewey-£ive-pereent-{458F FORTY PERCENT (40%)
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of its true and full value."

Section 15. Section 84-5402, R.C.M, 1947, is amended
to read as follows:

"84-5402. Net proceeds tax--statement of yield,
penalty, extension of time. Lvery person, partnership,
corporation, or association, engaged in mining, extracting
or producing from any quartz vein or lode, placer claim,
dump or tailings, or other place or sources whatever,
precious stones or gems, gold, silver, copper, eeaxy lead,
petroleum, natural gas, or other valuable mineral, except
coal, must on or before the thirty-first day of March of
each year make out a statement of the gross yield of the
above-named metals or minerals from each mine owned or
worked by such person, corporation or association during the
year preceding the first day of January of the year in which
such statement is made, and the wvalue thereof. Such
statement shall be in the form prescribed by the state
department of revenue, and must be verified by the cath of
such person or the manager, superintendent, agent, president
or vice~president of such corporation, association or
partnership, and must be delivered to the state department
of revenue on or before the thirty-first day of March. Such
statement shall show the following:

1. The name and address of the owner or lessee or
operator of the mine, together with the names and addresses
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of any and all persons, corporations, or associations owning
or claiming any royalty interest in the mineral product of
such mine or the proceeds derived from the sale thereof, and
the amount or amounts paid or yielded as royalty to each of
such persons, corporations or associations during the period
covered by the statement.

2, The description and location of the mine.

3. The number of tons of ore, barrels of petroleum,
cubic feet of natural gas or other mineral products or
deposits extracted, produced, and treated or sold from the
mine during the period covered by the statement.

4., The amount and character of such ores, mineral
products or deposits, and the yield of such ores, mineral
products or deposits from such mine in constituents of
cormercial walue; that is to say, the number of ounces of
gold or silver, pounds of copper or lead, temns-ef-ceaiy
barrels of petroleum or other crude or mirneral o0il, cubic
feet of natural gas or other commercially wvaluable
constituents of said ores or mineral products or deposits
measured by standard units of measurement, yielded to such
person, corporation or association so engaged in mining, and
to said royalty holders and each of them, if any, during the
period covered by the statement.

5. The gross yield or value in deollars and cents.

6. Actual cost of extracting same from mine.
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7. Actual cost of transporting to place of reduction
or sale.

8, Actual cost of reduction or sale.

9. Actual cost of marketing the product and conversion
of same into money.

10. Cost of construction, repairs and betterments of
mines, and cost of repairs and replacements of reduction
works.

1l. The assessed valuation of reduction works for the
calendar year for which such return is made.

12, Actuwal cost of fire insurance and workmen's
compensation insurance.

If any person shall fail, neglect or refuse to file the
statement required by this section within the time required,
or within any extended period of time allowed, the state
department of revenue when transmitting the net proceeds
valuations to the counties shall inform the county assessor
of such failure, neglect or refusal and the county assessor
in addition to the net proceeds tax, if any, shall assess a
penalty of 2/3 of 1% of such tax for each calendar month or
fraction thereof that the required statement is not filed,
deducting therefrom any moneys collected by the state
department of revenue required by this section. The state
department of revenue shall assess a penalty of $25 for each

calendar month or fraction thereof, mnot exceeding four
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months, that the required statement is not filed, to be
collected by the state department of revenue and deposited
to the credit of the general fund of the state of Montana.

The state department of revenue shall, upon a showing
of reasonable cause, grant an extension cf time for filing
the statement required by this section. This penalty shall
be in addition to penalties provided in section 84-5410."

Section 16. BSeverability. If a part of this act is
invalid, all valid parts that are severable from the invalid
part remain in effect. If a part of this act is invalid in
one or more of its applications, the part remains in effect
in all wvalid applications that are severable from the
invalid applicaticns.

Section 17. Repealer, Sections 84-1301 through
84-1309, 84-3389:3y 84-1310, and 84-1311, R.C.M. 1947, are
repealed,

-End-
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