HOUSE BILL NO. 607

INTRODUCED BY QUILICI, PECK, NEUMAN, MARKS, ASAY,
O'HARA, PAVLOVICH, ABRAMS, LYNCH, CRIPPEN, HIRSCH,
MCCALLUM, B. WILLIAMS, HARP, D. BROWN, HARRINGTON,
IVERSON, HOLLIDAY, MENAHAN, MANUEL, JACOBSON,
HAFFEY, MAZUREK, SPAETH, BACHINI, JONES, GILBERT,
BRANDEWIE, HANSON, M. WILLIAMS, WINSLOW,

February 1, 1985
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March 21, 1985

March 23, 1985

March 25, 1985

KOEHNKE, BENGTSON, SANDS

BY REQUEST OF THE GOVERNOR

IN THE HOUSE

Introduced and referred to
Committee on Taxation.

Fiscal Note requested.
Fiscal Note returned.

On motion by Chief Sponsor,
Representatives Bachini, Jones,
Gilbert, Brandewie, Hanson, M.
Williams, Winslow, Koehnke, and
Sands and Senator Bengtson added
as sponsors.

On February 16, 1985, the Senate
directed that the names of
Senators Eck and Conover be
removed from the bill.

Committee recommend bill do pass
as amended. Report adopted.

Bill printed and placed on
members' desks.

Motion pass consideration until
64th Legislative Day.

Second reading, do pass as
amended.
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Third reading, passed.

Transmitted to Senate.

IN THE SENATE

Introduced and referred to
Committee on Taxation.

Committee recommend bill be
concurred in. Report adopted.

Second reading, concurred in.

Third reading, concurred in.
Ayes, 37; Noes, 13.
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INCREMENTAL PRODUCTION OF COAL MEETING CERTAIN REQUIREMENTS;L/ Pt

[T SRR
LIMITING THE PERIOD DURING WHICH PRODUCTION MAY QUALIFY FOR
THE CREDIT; AMENDING SECTIONS 15-35-102 AND 1%-35-103, MCA;
AND PROVIDING AN IMMEDIATE EFFECTIVE DATE AND AN

APPLICABILITY DATE."

WHEREAS, the coal industry has claimed that Montana's
10% coal severance tax limits sales and production of
Montana ccal: and

WHEREAS, by providing a "window of cpportunity", the
legislature challenges the coal industry to find new markets
and customers for Montana coal: and

WHEREAS, the present tax base on current Montana coal
production must be preserved in order to maintain existing

state revenues and services.
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:

NEZW SECTION. Section 1., Short title. [This sectlon

and sections 3 through 6] may be cited as the "New Coal
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Production Incentive Tax Credit Act of 1985".
Sectien 2. Section 15-35-102, MCAR, is amended to read:
"15-35-102. Definitions. As used in this chapter., the
following definitions apply:

{l) "Agreement" means a signed contract that is valid

under Montana law between a c¢oal mine operator and a

purchaser or broker for the sale of coal that is produced in

Montana.
(2} "Base consumption level"” for a purchaser means the
greater of:

(a}) the arithmetic average volume of cecal purchased

during ¢alendar years 1983 and 1984 from all Montana coal

mine operators; or

(b} 90% of the maximum tonnage provided for in any

agreement executed prior to January 1, 1985, for which the

highest scheduled minimum quantity of coal stipulated by the

terms of the agreement as they existed ogn January 1, 1985,

has not been purchased at any time during the term_ of the

agreement, plus the arithmetic average voliume c¢f coal

purchased during calendar years 1983 and 1984 from all

Montana ccal mine cperarcors under all other agreements.

{3) "Base production level" for a coal wine operator

means the arithmetic average velume of coal produced in

Montana and so0ld to a purchaser in calendar years 1983 and

1984,
INTRODUCED BILL
o HB Lo7
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(4} "Broker" means any person who resells Montana

goal.

tt3(5) "Ceontract sales price" means either the price
of coal extracted and prepared for shipment €E.o0.b. mine,
excluding that amount c¢harged by the seller to pay taxes
paid on production, or a price imputed by the department
under 15-35-107. Contract sales price includes all royalties
paid on production, no matter how such royalties are
calculated. However, with respect to royalties paid to the
government o©f the United States, the state of Montana, or a
federally recognized Indian tribe, the contract sales price
includes only:

{a) for quarterly periods ending on and after
September 30, 1984, 15 cents per ton plus 75% of the
difference between 15 cents per ton and the amount of such
federal, state, and tribal government royalties actually
paid;

{b) for quarterly pericds ending on and after
September 30, 1985, 15 cents per teon plus 50% of the
difference between 1S cents per ton and the amount of such
federal, state, and tribal government royalties actually
paid;

(c) for guarterly periods ending on and after
September 30, 1986, 15 cents per ton plus 25%% of the

difference bhetween 15 ¢ents per ton and the amount of such

*3_
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federal, state, and tribal government royalties actually
paid; and
(dy for quarterly periods ending on and after
September 30, 1987, 1% cents per ton,
¢23{6) “"Department" means the departaent of revenue,
t3¥(7}) "Energy conversion process” includes any
process by which coal in the solid state is transformed intc
slurry, gas, electric energy, or any other fsrm cf energy.
(B) "Incremental production” means that quantity of

coal produced annually by a coal mine operazcr and sold to a

qualified purchaser that exceeds the base rroduction level

of the coal mine operator for that purchaser, but only to

the extent the quantity of coal exceeds trat purchaser's

base consumption level from all Montana producers.

t43(9) "Produced” means severed from the earth.

¥
(10) "Purchaser” means a person who purchases or

contracts to purchase Montara cgal directly Irom a coal mine

operator or indirectly frem a broker and whct utilizes that
coal - any industrial, commerclal, oI €nergy COnverslon

process. A ccal broker or any cotfoer third parvy intermediary

is_not a purchaser under the provisicns 2f tnls chapter.

(11) "Qualified purchaser" means a purchaser whose

purchases of Montana ccal in any given yea- exceed his base

consumption lsvel, 7 purchaser of Montana ccal who enters

into  a coal agreement with ancther purcrnaser or a broker
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that causes a reduction in the base consumption level of a

purchaser is not a qualified purchaser.

t5¥{12) “"Serip mining" or "surface mining" is defined
in 82-4-203.

t63{13) "Taxes paid on production" includes any tax
paid to the federal, state, or local governments upon the
quantity of ccal produced as a Eunction of either the volume
or the value of preoduction and does not include any tax upon
the value of mining equipment, machinery, or buildings and
lanés, any tax upon a person's net income derived in whole
or in part from the sale of coal, or any license fee.

t7+(14) "Ton" means 2,000 pounds.

+83(15) "Underground mining” means a ceoal mining method
utilizing shafts and tunnels and as further defined in
82-4-203."

NEW SECTION. Section 3. New coal production incentive
tax credit ailowed -- application limited. {1} A coal mine
operator is entitled to a new coal producticn incentive tax
credit ©f 33 1/3% of the tax imposed under 15-35-103 on any
incremencal production produced and sold during calendar
years 1985 and 14986,

(2} A vcoal mire operator is entitled to a new coal
production 1ncentive tax eredit e¢f 33 1/3% of the tax
impzsed  under 15-35-103 an incremental preduction for the

entire term ©f an agreement, except as provided in
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subsection (3), if the incremental production resulted from
coal purchases under:

(a) an existing agreement which was extended between
January 1, 1985, and June 3¢, 1987, for at least a 5-year
period; or

{b) a new agreement that was executed between January
1, 1985, and June 30, 1987.

(3) No «c¢redit may be claimed for coal produced prior
to January 1, 1985.

NEW SECTION. Secrion 4. Calculation and application
cf credit. (1) The amount of new coal producticn incentive
tax credit that a c¢oal mine operator may claim against the
tax imposed in 15-35-103 is calculated by:

{a) determining the incrementcal producticn for each of
his qualified purcnasers that was produced during a calendar
year:

(by determining the arithmetlc average severance tax
per toun calculated prior to application 5f the credit on
coal sold to each qualified purchaser during the calendar
Year ;

{cy multiplying the inacrementa: producticn  for a

i}

]

calendar year for a purcnaser DY Lh2 average SevVerance rax

per ton fur that purchager; ani
(dy tortaling the amcunrt S0 caiculated for all

quailified purchasers.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

LC 1760/01

{2y When Filing <the quarterly statement required 1in
15-35-104, a coal mine cperater may clailm against the coal
severance tax calculated for that guarter an amcunt egual to
25% of the new coal production incentive tax credit allowed
on incremental production that occurred during the previous
calendar year.

{3) If in any calendar year a purchaser exceeds his
base consumption level and he has purchased from more than
one Montana coal mine operator during the year, the credit
on the incremental production must be divided among the
operators on a pro rata basls. To determine each coal mine
operator's pro rata share of the tax credit, each operator
shall divide his incremental production by the sum of all
ccal mine operators' incremental production for that
purchaser and multiply the quotient by the purchases in
excess of the base consumption ilevel for that purchaser.

(4) Neither a coal mine operator nor a purchaser s
entitled to a direct payment for the credit allowed in
[section 3]. A credit rerminates if not taken during the
year following the year in which the incremental production
occurred.

(5) Each coal mine operator must reduce the delivered
price o©f cwal sold to each qualified purchaser by an amcunt
equal to the credit received on lncremental production scld

toe that purchaser.

LC 1760501

NEW SECTION. Secticon 5. Reporting requirements for
credit -- duty of department. (1) Every Montana c¢oal wmine
operator must pravide to the departmenc:

(a) on or before April 30, 1983, & list shcwing the
amount of coal preduced and sold in calendar years 1983 and
1984 to every purchaser, including purchasers who sbtained
ccal from rhe coal mine operator thrcugh a oproker; and

(b) with the quarterly statemen: required by
15-35-104, a list of the number of tons produced and sold to
every purchaser during the quarter and the severance tax

calculated prior to the application of the credit on these

tons.

o
0

(2) To eligible for the tax cred:t provided for in
[section 3]}, a ccal mine operator mast furnish to the
department:

{a) on or before Apriil 30, 1383, copies of all

existing coal sales agreements;

(b))  with the guarterly staremen: reguired by
15-35-104, a copy of any new Coal  sales agreements or
extensions of existing agreements execuated during tne
quarter;

{c) on or befcre January 31 of eacn vear:
{1} a list of incremental producticn €or all gualified

purchasers during the previous calendar vea

"

!

(ii} a written statenment from each gualified purchaser

-8~
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verifying the volume of coal purchased in that year from all
Montana coal mine operators; and

(iii) the necessary information on incremental
production purchased through a broker to verify'that such
incremental production did not cause a reduction in the base
consumption level of any other purchaser of Montana coal;
and

{d) any octher data, reports, evidence, cor production
data that may be necessary for the department to determine
whether a purchaser 1is a qualified purchaser and the base
consumption level for each purchaser,

(3) By Juiy 1, 1985, the department shall prepare and
publish for informational purposes only an unaudited
compilation of the base production level for each coal mine
operator and a compilation cf the base consumpticn level for
each purchaser.

NEW SECTION. Section &. Returns and taxpayer
information ccnfidentlal. Except during proceedings before
tre state tax appeal board pursuant tc 15-2-201, the returns
and other information supplied by a coal mine operator
pursuant to {sections 1 and 3 thrcough 6], together with any
corrections thereof which may have been made by the
department, are open to inspection only upon the corder of
the Governar, under rules to be prescribed by the

cdepartment, cr upon order cf a court of competent

-3-
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jurisdiction.
Secticn 7. Section 15-35-103, MCA, is amended to read:
"15-35-103. Severance tax -- rates imposed --
exemptions. (1) A severance tax is imposed on each ton of
ccal produced in the state in accordance with the fclleowing
schedule:
Heating quality Surface Underground
(Btu per pound Mining Mining

of coal):

Under 7,000 12 cents ar 5 cents or
20% of wvalue 3% of value
7,000-8,000 22 cents or 8 cents or
30% of value 4% of wvalue
8,000-9,000 34 cents or 10 cents or
30% of value 4% of value
Over 5,000 40 cents ogr 12 cents or
30% of wvailue 4% of value

"Value" means the contract sales price,

(2) The formuia which yieids the greater amount of tax
in a particular case shall e used at each point on rhis
schedule.

(3) A person is not liable for any severance tax upon
50,0CG0 tons of the ccal he prcocduces in a calendar year,
except that if he produces mere than 50,000 tons of coal in

a calendar year, he will be liable for severance tax upcn
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all coal produced in excess of the first 20,000 tons.

{4) A new coal production incentive tax credit may be

claimed on certain ccal as provided in [section 3]."

NEW SECTiON. Section 8. Extension of rulemaking
authority. The existing authority of the department of
revenue under 15-35-122 to adopt rules necessary for the
administration of [this act] is extended to the provisions
of [this act]. Such rulemaking may begin upon passage and
approval cf [this act].

NEW SECTION, Section 9. Nonseverability and effect of
invalidity. Each part cf this act is essentially dependent
upen every other part and if one part is held
unconstitutional or invalid, all other parts are invalid.
If a part of {this act] is declared invalid, the tax credit
provided for in [this act] does not apply to any coal
produced in Montana after the effective date of any such
court decision.

NEW SECTION. Section 19, Codificaticon instructicn.
Sections 1 and 3 through 6 are intended to be codified as an
integral part of Title 15, chapter 35, and the provisions of
Title 15, chapter 35, apply to sections 1 and 3 through 6.

NEW SECTION. Section ll. Effective and applicability
dates. (1) [This act) is effective on passage and approval.

(2) [This act} applies retroactively, within the

meaning of 1-2-109, to all occurrences after December 31,

-11-

i

1584.

-End-
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STATE OF MONTANA
REQUEST NO. FNN 309-85

FISCAL NOTE
Form BD-15

In compliance with a written request received February 5, 19 85 , there is hereby submitted a
Fiscal Note for H.B. 607 pursuant to Title 5, Chapter 4, Part 2 of the Montana Code Annotated (MCA).
Background information used in developing this Fiscal Note is avallable from the Office of Budget and Program
Planning, to members of the Legislature upon request.

DESCRIPTION OF PROPOSED LEGISLATION:

An act to allow a production incentive tax credit to the coal severance tax on incremental production of coal
meeting certain requirements; limiting the period during which production may qualify for the credit.

ASSUMPTIONS:

OBPP revenue estimates are based on present and future coal production from current contracts.

FISCAL IMPACT:

The proposed legislation does not effect revenue estimates for the coal severance tax base. Coal production
currently contracted remains at the present tax rate in the FY 86-87 biennium. Any additional production

due to the incentive tax credit would increase coal severance tax revenues. If the average coal severance
tax per ton is $3.00 (at the 30% rate), additional production due to the incentive would add $2.00 per ton to
coal severance tax revenues (.667 X $3.00). Additional coal production would also increase revenues to the
reésource indemnity trust tax and the coal gross proceeds property tax (university levy and school

foundation program).

Doud .

BUDGET DIRECTOR
Office of Budget and Program Plannlng

Date: F&g F ﬁy\
FN6:L/2 HPB Lo
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APPROVED BY COMMITTEE
ON TAXATICN

HOUSE BILL NO. 607
INTRODUCED BY QUILICI, PECK, NEUMAN, MARKS, ASAY,
Q'HARA, PAVLOVICH, ABRAMS, LYNCH, CRIPPEN, HIRSCH,
MCCALLUM, B. WILLIAMS, HARP, D. BROWN, HARRINGTON,
IVERSON, HOLLIDAY, MENAHAN, MANUEL, JACOBSON,
HAFFEY, MAZUREK, SPAETH, BACHINI, JCNES, GILBERT,
BRANDEWIE, HANSON, M. WILLIAMS, WINSLOW,
KOEHNKE, BENGTSON, SANDS

BY REQUEST OF THE GOVERNOR

A BILL FOR AN ACT ENTITLED: "AN ACT TO ALLCW A PRODUCTION
INCENTIVE TAX CREDIT TO THE COAL SEVERANCE TAX ON
INCREMENTAL PRODUCTION OF COAL MEETING CERTAIN REQUIREMENTS;
LIMITING THE PERIOD DURING WHICH PRODUCTION MAY QUALIFY FOR
THE CREDIT; AMENDING SECTIONS 15-35-102 AND 15-35-103, MCA;
AND PROVIDING AN IMMEDIATE EFFECTIVE DATE AND AN

APPLICABILITY DATE."

WHEREAS, the coal industry has claimed that Montana's
30% coal severance tax limits sales and production of
Montana coal; and

WHEREAS, by providing a "window of opportunity”, the
legislature challenges the coal industry to find new markets
and customers for Meontana ccal; and

WHEREAS, the present tax base on current Mcntana coal
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production must be preserved in order to maintain existing

state revenues and services.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
NEW SECTION. Section 1. Short title. ({This section
and sections 3 through 6] may be cited as the "New Coal
Production Incentive Tax Credit Act of 1985".
Section 2. Sectiocn 15-35-102, MCA, is amended to read:
"15-35-102. Definitions. As used in this chapter, the
following definitions apply:

{1} "agreement" means a signed contract that is wvalid

under Montana law between a coal mine operator and a

purchaser or broker for the sale of coal that is produced in

Montana.

{2) "Base consumption level" for a purchaser means the

greater of:

{a) the arithmetic average volume of coal purchased

during calendar years 1983 and 1984 from all Montana coal

mine operators; or

{b) 90% of the maximum tonnage provided for in any

agreement executed prior to January 1, 1985, for which the

highest scheduled minimum quantity of coal stipulated by the

terms of the agreement as they existed on January 1, 1985,

has nat been purchased at any time during the term of the

agreement, plus the arithmetic average volume of coal

-2- HE 607
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purchased during calendar years 1983 and 1984 from all

Montana coal mine operators under all other agreements.

{3) “Base production level” for a coal mine operator

means the arithmetic average volume of c¢oal produced in

Montana ané scld to a purchaser in calendar years 1983 and

1384,

{(4) "Broker" means any person who resells Montana

coal.

tty(5) “Contract sales price" means either the price
of ccal extracted and prepared for shipment £.o.b. mine,
excluding that amount charged by the zeller to pay taxes
paid on production, or a price imputed by the department
under 15-35-107. Centract sales price includes all royalties
paid on production, no matter how such royalties are
calculated. However, with respect to royalties paid to the
government of the United States, the state of Montana, or a
federaliy recognized Indian tribe, the contract sales price
includes only:

(a) for quarterly periods ending on and after
September 30, 1984, 15 cents per ton plus 75% of the
difference between 15 cents per ton and the amount of such
federal, state, and tribal government royalties actually
paid;

(b} for quarterly pericds ending on and after

September 30, 1985, 15 cents per tom plus 50% of the

-3~ HB 607
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difference between 15 cents per ton and the amount of such
federal, state, and tribal government royalties actually
paid;

(c) feor quarterly periods ending on and after
September 30, 1986, 15 cents per ton plus 25% of the
difference between 15 cents per ton and the amount of such
federal, state, and tribal government royalties actually
paid; and

(d) for quarterly periods ending on and after
September 30, 1987, 15 cents per ton.

€2¥(6) "Department"” means the department of revenue.

€3¥(?) "Energy conversion process" includes any
process by which ccal in the solid state is transformed into
slurry, gas, electric energy, or any other form of energy.

(8) "Incremental preoduction" means that guantity of

coal produced annually by a coal mine operator and scld to a

qualified purchaser that exceeds the base production level

of the c¢coal mine operator Eor that purchaser, but only to

the extent the quantity of coal exceeds that purchaser's

base consumption level from all Montana producers.

t41(9) "Produced" means severed from the earth,

{10) "Purchaser" means a person  who purchases or

contracts to purchase Montana coal directly from & coal mine

operator or indirectly Erom a broker and who utilizes that

coal in any industrial, commercial, cr energy conversion

-4- HB 607
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process. A coal broker or any other third party intermediary

is not a purchaser under the provisions of this chapter.

(1)) "Qualified purchaser” means a purchaser whose

purchases of Montana coal in any given year exceed his base

consumption level. A purchaser of Montana coal who enters

into a coal agreement with another purchaser or a broker

that rcauses a reduction in the base consumption level of 3

purchaser is not a gqualified purchaser.

t54(12) "Strip mining" or "surface mining" is defined
in 82-4-203.

t6¥(13) "Taxes paid on producticn” 1includes any tax
paid to the federal, state, or local governments upen the
quantity of c¢oal produced as a function of either the volume
of the value of production and does 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 coal, or any license fee,.

t7#+(14) "Ten" means 2,000 pounds.

+8+(15) "Underground mining" means a coal mining method
utilizing shafts and tunnels and as further defined in
82-4-203."

NEW SECTION. Section 3. New coal production incentive
tax credit allowed -- application limited, (1) A coal mine
operator is entitled to a new coal production incentive tax

credit of 33 1/3% of the tax imposed under 15-3%-103 on any
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incremental production produced and sold during calendar
years 1985 and 1986.

{2) A coal mine operator is entitled to a new coal
production incentive tax credit of 33 1/3% of the tax
imposed under 15-35-1031 on incremental production for the
entire term of an aqreement, except as provided in
subsection (3), if the incremental production resulted from
coal purchases under:

{a) an existing agreement which was extended between
January 1, 1985, and June 30, 1987, for at least a S-year
period; or

{b) a new agreement that was executed between January
1, 1985, and June 30, 1987.

{3) No credit may be claimed for coal produced prior
to January 1, 1985,

NEW SECTION. Section 4. <Calculation and application
of credit. (1) The amcount of new ccal production incentive
tax credit that a coal mine operator may claim against the
tax impoeed in 15-35-103 is calculated bhy:

{a) determining the incremental production for each of
his gualified purchasers that was produced during a calendar
year;

{b) determining the arithmetic average severance tax
per ton calculated pricr to application of rche eredit on

coal sold to each qualified purchaser during the calendar

6 HB 607
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year;

{c) multiplying the incremental production for a
calendar year for a purchaser by the average severance tax
per ton for that purchaser AND MULTIPLYING THE TOTAL BY

33 1/3%; and

{d) totaling the amount 50 calculated for all

qualified purchasers.

{(2) When filing the quarterly statement required in
15-35-104, a coal mine operator may claim against the coal
severance tax calculated for that gquarter an amount equal to
25% of the new coal production incentive tax credit allowed
on incremental production that occurred during the previous
calendar year.

(3) If in any calendar year a purchaser exceeds his
base consumption level and he has purchased from more than
one Montana coal mine operator durirg the year, the credit
on the incremental production must be divided among the
operators on a pro rata basis. To determine esach c¢oal mine
operator's pro rata share of the tax credit, each uperator
shall divide his incremental production by the sum of all
coal mine operators’ incremental production for that
purchaser and multiply the quotient by the purchases in
excess of the base consumption level for that purchaser.

(4) Neither a coal mine gperator nor a purchaser is

entitied to a direct payment for the credit allowed :in

-7~ HB 607
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[section 3}. A credit terminates if not taken during the
year following the year in which the incremental production
occurred. %

(5) Each c¢oal mine operator must reduce the delivered
price of coal scld to each qualified purchaser by an amount
equal to the c¢redit received on incremental production sold
to that purchaser.

NEW SECTION. Section 5. Reporting reguirements for
credit -—- duty of department. (1) Every Montana ccal mine
operator must provide to the department:

{a) on or before April 10, 1985, a 1list showing the
amount of coal preduced and sold in calendar years 1983 and
1984 to every purchaser, including purchasers who obtained
coal from the coal mine operator through a broker; and

{b) wicth the quarterly stacement required by
15-35-104, a list of the number of tons produced and sold to
every purchaser during the guarter and the severance tax
calculated prior to the application of the credit on these
tens.

{2) To be eligible for the tax credit provided for in
{section 3], a coal mine operator must furnish to the
department:

{a} on or before April 730. 1985, copies of all
existing coal sales agreements;

(b} with the quarterly statement required by
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15-35-104, a copy of any new coal sales agreements or
extensions of existing agreements executed during the
quarter:

(c) on or before January 31 of each year:

(i) a list of incremental production for all gualified
purchasers during the previous calendar year:

{ii) a written statement from each gqualified purchaser
verifying the volume of coal purchased in that year Erom all
Montana coal mine operators; and

(iii) the necessary informaticn on incremental
producticn purchased through a broker to verify that such
incremental production did not cause a reduction in the base
consumption level of any other purchaser of Montana codl;
and

(d) any cother data, reports, evidence, or production
data that wmay be necessary for the department to determine
whether a purchaser is a qualified purchaser and the base
consumption level for each purchaser.

(3) By July 1, 1985, the department shall prepare and
publish for informational purposes only an unaudited
compilaticn of the base production level for each coal mine
operator and a compilaticn of the base consumption level for
each purchaser.

{4) ANY COAL MINE OPERATOR OR PURCHASER MAY, FOR THE

PURPOSE OF OETERMINING THE ELIGIBILITY OF COAL PRODUCTION
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FOR THE NEW PRODUCTION TNCENTIVE TAX CREDIT, FILE WITH THE

DEPARTMENT A PETITION FOR A DECLARATORY RULING AS PROVIDED

IN 2-4-501. THE DEPARTMENT SHALL ISSUE A RULING ON THE

PETITION WITHIN 90 DAYS OF THE DATE THE PETITION WAS FILED

WITH THE DEPARTMENT.

NEW.SECTION. Section 6. Returns and taxpayer

information eonfidentitats OPEN TO PUBLIC INSPECTION --

CERTAIN EXCEPTIONS. (1) ALL INFORMATION FILED WITH THE

DEPARTMENT IN ACCORDANCE WITH {SECTION 5] IS PUBLIC RECORD

AND OPEN TO POUBLIC INSPECTION, EXCEPT THE INFORMATION

REQUIRED UGNDER [SECTICN 5(1l){B)] AND THE CCAL SALES

AGREEMENTS SPECIFIED IN [SECTION 5(2)(A) AND (2)(B)].

{2) Except during proceedings before the state tax
appeal board pursuant to 15-2-201, the-returns-and-octher
information-suppited-by-a-coai--mine--cperator--pursuant--+¢o
fsections--i-and-3-through-617-togecher-with-any-corrections
therecf-which-may-have-been--made--by--the--department; THE

INFORMATICON REQUIRED UNDER [SECTION 5(1}(B)! AND THE COAL

SALES AGREEMENTS SPECIFIED IR [SECTION S(2)(A) AND (2}(B)]}

are open to inspection only upon the order of the governor,
under rules to be prescribed by the department, or upon
order of a court of competent jurisdiction.
Section 7. Section 15-35-103, MCA, is amended to read:
"15-35-103. Severance tax -= rates impcsed --—

exempticons. {l1) A severance tax is imposed on each ton of

-10- HB 607
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coal produced in the state in accordance with the following

schedule:

Heating quality Surface Underground

(Btu per pound Mining Mining

of coalj:

Under 7,000 12 cents or 5 cents or
20% of value 3% of value

7,000-8,000 22 cents or 8 cents or
30% of value 4% of value

8,000-9,000 34 cents or 10 cents or

0% of value 4% of value
over 9,000 40 cents or 12 cents or

30% of value 4% of value
"Jalue" meanhs the contract sales price.

{2y The formula which yields the greater amount of tax
in a particular case shall be used at each point on  this
schedule.

(3) A person is not liable for any severance tax upon
50,000 tons of the cecal he produces in a calendar vyear,
except that if he produces more than 50,000 tons ¢f coal in
a calendar year, he will be liable for severance tax upon
all coal produced in excess of the first 20,000 tons,

{4) A new coal production incentive tax credit may be

claimed on certain coal as provided in [section 3]."

NEW SECTION, Section 8. Extension of rulemaking

-11- HB 607
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authority. The existing authority of the department of
revenue under 15-35-122 to adopt rules necessary for the
administration of [this act] is extended to the provisions
of [this act]. Such rulemaking may begin upon passage and
approval of [this act].

NEW SECTION., Secticn 9. Nonseverability and effect of
invalidity. Each part of this act is essentially dependent
upon every other part and if one part is held
unceonstitutional or invalid, all other parts are invalid.
If a part of [this act] is declared invalid, the tax credit
provided for in ({this act] does not apply to any coal
produced in Montana after the effective date of any such
court decision.

NEW SECTION. Section 10. Codification instruction.
Sections 1 and 3 through & are intended to he codified as an
integral part of Title 15, chapter 35, and the provisions of
Title 15, chapter 35, apply tc sections 1 and 3 through 6.

NEW _SECTION. Section 11. Effective and applicabiiicy
dates. {1) [This act) is effective on passage and approval.

(2) [This act] applies retroactively, within the
meaning of 1-2-109, to all occurrences after December 31,
1984,

~End-~
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HOUSE BiLL NO. 607
INTRODUCED BY QUILICI, PECK, NEUMAN, MARKS, ASAY,
O'HARA, PAVLOVICH, ABRAMS, LYNCH, CRIPPEN, HIRSCH,
MCCALLUM, B. WILLIAMS, HARP, D. BROWN, HARRINGTON,
IVERSON, HOLLIDAY, MENAHAN, MANUEL, JACOBSON,
HAFFEY, MAZUREK, SPAETH, BACHINI, JONES, GILBERT,
BRANDEWIE, HANSON, M. WILLIAMS, WINSLOW.,
KOEHNKE, BENGTSON, SANDS

BY REQUEST OF THE GOVERNOR

A BILL FOR AN ACT ENTITLED: "AN ACf T0 ALLOW A PRODUCTION
INCENTIVE TAX CREDIT TO THE COAL SEVERANCE TAX ON
INCREMENTAL PRODUCTION OF COAL MEETING CERTAIN REQUIREMENTS;
LIMITING THE PERIOD DURING WHICH PRODUCTION MAY QUALIFY FOR
THE CREDIT; AMENDING SECTIONS 15-35-102 AND 15-35-103, MCA;
AKND PROVIDING AN IMMEDIATE EFFECTIVE DATE AND AN

APPLICABILITY DATE."

WHEREAS, the coal industry has claimed that Montana's
30% coal severance tax limits sales and production of
Montana coal; and

WHEREAS, by providing a “"window of opportunity”, the
legislature challenges the coal industry to find new markets
and customers for Montana coal; and

WHEREAS, the present tax base on current Montaha coal
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production must be preserved in order to maintain existing

state revenues and services.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
NEW SECTION. Section 1. S8Short title. [This section
and sections 3 through 6) may be cited as the "New Coal
Production Incentive Tax Credit Act of 1985".
Section 2. Section 15-35-1062, MCA, is amended to read:
"15~35-102. Definitions. As used in this chapter, the
following definitions apply:

(1) "Agreement" means a signed contract that is valid

under Montana law between a coal mine operator and a

purchaser or broker for the sale of ecal that is produced in

Montana.

{2) "Base consumption level" for a purchaser means the

greater of:

(a) the arithmetic average volume of coal purchased

during calendar years 1983 and 1984 from all Montana cecal

mine operators; or

(b) 90% of the maximum tonnage provided for in any

agreement executed prior to January 1, 1985, for which the

highest scheduled minimum guantity of coal stipulated by the

terms of the agreement as they existed on January 1, 1985,

has not_been purchased at any time during the term of the

agreement, plus .the arithmetic average volume of coal

THIRD READING
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purchased during calendar years 1983 and 1984 from all

Montana coal mine operatcrs undet all other agreements.

(3) "Base production level"” for a coal mine operatocr

means the arithmetic average volume of coal produced in

Montana and sold to a purchaser in calendar years 1983 and

1584.

(4} "Broker"™ means any person who resells Montana

coal.

t1¥(5)  “Contract sales price" means either 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 a price impﬁted by the department
under 15-35-107. Contract sales price includes all royalties
paid on production, no matter how such royalties are
calculated. However, with respect to royalties paid to the
government of the United States, the state of Montana, or a
federally recognized Indian tribe; the contract sales bprice
includes only:

{a) for guarterly periods ending on and after
September 30, 1984, 15 cents per ton plus 75% of the
difference between 15 cents per ton and the amount of such
federal, state, and tribal government royalties actually
paid; )

(B) for guarterly pericds ending .ocn and after

September 30, 1985, 15 cents per ton plus 50% of the
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difference between 15 cents per ton and the amount of such
federal, state, and tribal government royéltiES actually
paid; '

(¢} for quarterly periods ending on and after
September 30, 1986, 15 cents per ton plus 25% of the
difference between 15 cents per ton and the amount of such
federal, state, and tribal government royalties actually
paid; and

{d) for quarterly . periods ending on and  after
September 30, 1987, 15 cents per ton,

{23(6) “"Department" means the department of revenue.

+3¥(7}) '"Energy conversion process" includes any
process by which coal in the scolid state is transformed into
slurry, gas, electric energy, or any other form of energy.

(8) “Incremental production"” means that quantity of

coal produced annually by a coal mine operator and sold to a

qualified purchaser that exceeds the base production level

of the coal mine operator for that purchaser, but only to

the extent the guantity of c¢oal exceeds that purchaser's

base consumption level from all Montana producers.

t43(9) "Produced" means severed from the earth.

{10) "Purchaser" means a person who purchases or

contracts to purchase Montana coal directly from a coal mine

operator or indirectly from a broker and who utilizes that

coal in any -industrial, commercial, or energy conversion

4= HB 607
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process. A coal broker or any other third party intermediary

is not a purchaser under the provisions of this chapter,

({11} "Qualified purchaser" means a purchaser whose

purchases of Montana coal in any given year exceed his base

consumpticn level. A purchaser of Montana coal who enters

intc a coal agreement with another purchaser or a broker

that causes a reduction in the base consumption level of a

purchaser is not a qualified purchaser.

+54(12) "strip mining" or "surface mining" is defined
in 82-4-2013.

+6%(13) "Taxes paid on producticn” includes any tax
paid to «che federal, state, or local governments upon the
quaﬁtity of coal produced as a function of either the volume
or the value of production and does not include any tax upon
the value of mining equipment, machinery, or buildings and
landg. any' tax upon a person's net income derived in whole
or in part from the sale of coal, or any license fee.

+#+(14) "Ton" means 2,000 pounds. _

+8+(15) "Underground mining" means ; coal mining method
utilizing shafts and tunnels and as further defined in
82-4-203."

NEW SECTION. Section 3. New cgal production incentive
cax credic allowed —- application limited. (1) A ¢ocal mine
operator is entitled to a new coal productien incentive ctax

credit ¢f 33 1/3% of the tax imposed under 15-35-103 on any
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incremental production produced and sold during calendar
years 1985 and 1986. :

{2) A cocal mine operator ié entitled to a new ccal
production incentive tax credit of 33 1/3% .of the tax
imposed under 15-35-103 on incremental productioq for the
entire term of an agreement, eXcept as provided in
subsection (3), if the incremental producticn resulted from
coal purchases under:

ta) aﬁ existing agreement which was extended between
January 1, 1985, and June 30, 1987, for at least a S5-year
period; or

(b)) a new agreement that was execdted betwéen January
1, 1985, and June 30, 1987.

(3) No credit may be claimed for coal produced prior
to January 1, 1985.

NEW SECTION. Section 4.. Calcdlation and application
of credit. (1) The amount of new coal production incenﬁive
tax credit that a coal mine operator may claim aéainst the
tax imposed in 15-35-103 is calculated by:

(a} determining the increment2l production for each of
his qualified purchasers that was produ;ed during a calendar
year;

(b} determining the arithmetic average severance- tax
per ton calculated prior to application o©of the credit on

coal sold ‘to  each qualified purchaser during the calendar

-6~ ZB 607
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year;

() ﬁultiplytng the Iincremental production for a
ca;enda: year for a purchaser by the average severance tax
per tan for thatlpurchaser_ AND MULTIPLYING THE TOTAL BY
33 1/3%; and

(d) totaling the amount so calculated for all

gualified purchasers.

(2} When filing the quarterly statement required ' in

~15-35-104, a coal mine coperator may claim against the coal

severance tax calculated for that quarter an amount equal to
25% of the new cecal production incentive tax credit allowed
on incremental production that occurred during the previous
calendar year;

- {3) If in any calendar year a purchaser exceeds his
base consumption le§e1 and he has purchased ftcﬁ more than
one Montana coal mine operator during the year, the credit
on the incremental production must be divided among the

operators on a pro rata basis. To determine each c¢oal mine

‘opefator's pro rata share of the tax credit, each operator

shall divide his incremental production by the sum of all
coal nine operators' incremental production for that
purchaser and multiply the guotient by the purchases  in
excess of the base consumption level for that pufchaser.

(4) Neither a coal mine operator nor a purchaser is

entitled to a direct payment for the credit allowed in
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{section 3}. A credit ‘terminates if not taken during the
year following the year in which the incremental productieon
occurred. '

(5) Each coal mine operator must reduce the delivered
price of coal sold te each qualified éurchaser by an amount
equal to the credit received on incremen:ai production sold
to that purchaser. -

KEW SECTION. Section 5. Reporting reguirements for
credit -- duty of department. (1) Every Montana coal mine
operator must provide to the department:

{a) on or before April 30, 1985,-a 1list showing the
amount of cocal produced and sold in calendar years 1983 and
1984 to every purchaser, including purchasers who obtained
coal from the coal mine operator through a broker; and

(b} with the quarterly statement required by
15-35-104, a list of the number of tons produced and sold to

every purchaser during the quarter and the severance tax

‘calculated prior to the application of the credit on these

tons.

{2) To Se aligible for the tax credit provided for in
[section 3}, a coal mine operater must furnish to the
department:

{(a) on or before april 30, 1985, copies of all
existing coal sales agreements;

{b) with the quarterly statement requiied by'
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15-35-104, a copy of any new ¢oal sales agreements or
extensions of existing agreements executed during -the
quarter;

(c) on or before January 31 of each year:

{i) a list of incremental production for all qualified
purchasers during the previous calendar year:

(ii) a written statement from each gualified purchaser
verifying the volume of coal purchased in that year from all
Montana c¢oal mine operators; and

(iii} the necessary information on incremental
production purchased through a broker to verify that such
incremental production did not cause a reduction in the base
consumption level of any other purchaser of Montana coal;
and

(d) any other data, reports, evidence, or production
data that may be necessary for the department to determine
Qhether a purchaser 15 a qualified purchaser and the base
consumption level For each purchaser.

{3) By July 1, 1985, the department shall prepare and
publish Efor informational purposes only an unaudited
compilation of the base production level for each ¢oal mine
operator and a compilation of the base consumption level for

each purchaser.

(4] ANY COAL MINE OPERATOR OR PURCHASER MAY, FOR THE

PURPOSE OF DETERMINING THE ELIGIBILITY OF COAL PRODUCTION

-9- : HB 607
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FOR THE NEW PRODUCTION INCENTIVE TAX CREDIT, FILE WITH THE

DEPARTMENT A PETITION FOR A DECLARATORY RULING AS PROVIDED

IN 2-4-501. THE DEPARTMENT SHALL - ISSUE A RULING ON THE

PETITION WITHIN 90 DAYS OF THE DATE THE PETITION WAS FILED

WITH THE DEPARTMENT.

NEW SECTION. Section 6. Returns and taxpayer

information econfidential- OPEN TO PUBLIC INSPECTION --

CERTAIN EXCEPTIONS. (1) ALL TINFORMATION FILED WITH THE

DEPARTMENT IN ACCORDANCE HITH {SECTION 5] IS PUBLIC RECORD

AND OPEN TQO PUBLIC INSPECTION, EXCEPT THE INFPORMATION

REQUIRED UNDER [SECTION S5(1){B)] AND THE COAL SALES

AGREEMENTS SPECIFIED IN ({SECTION 5(2)(A} AND (2)(B)].

{2) Except during proceedings before the state tax
appeal board pursuant to 15-2-201, the-returas-and-other
information-supptied-by-a-coat--mine--operater--pursnane—-to
fsections-——t-and-3-through-6ir—together—with-any-correceions
therecf-which-may-have-been--made--By--the--department; THE

INFORMATION REQUIRED UNDER [SECTION 5(1)(B)] AND THE COAL

SALES AGREEMENTS SPECIFIED IN [SECTION S(2)(A) AND (2)(B)]

are open to iﬁspection only upon the order of the governor,
under rules to be prescribed by the department, or upon
order of a court of.compétent jﬁrisdictioﬁ.
Section-T. Section 15-35-103, MCA, is amended to read:
"15-35-103, Severance tax -- rates imposed --

exemptions. (1) A severance tax is imposed on each ton of

-10~ HB 607
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coal produced in the state in accordance with the following

schedule:
Heating quality : Surface Underground
{Btu per pound Mining . Mining

‘of coal): .

) Under 7,000 12 cents or 5 cents or
20% of value 3% of value
7.,000-8,000 22 cents or. 8 cents or
30% of value 4% of value
8,000-9,000 34 cents or 10 cents or
30% ¢f value 4% of value
over 9,000 40 cents or 12 cents or
30% of value 4% of value

“Yalue" means the contract sales price.

(2) .The formula which yields the greater amount of tax
in a particular case shall be used at each point on this
schedule.

(3) A person is not liable for any severance tax upon
50,000 tons of the coal he produces in a calendar year,
except that if he produces more than 50,000 tons of coal 1In
a calendar year, he will be liable Eor severance tax upon

all coal produced in excess of the first 20,000 tons.

{4) A new coal production incentive tax credit may be

claimed on certain coal as provided in [gection 3]."
£ aliin

NEW SECTION. Section 8. Extension of rulemaking
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authority, The existing authority of the department of

revenue under 15~35-122 to adopt rules necessary for the
administration of |[this act] is extended to the provisions
of {this act]. Such rulemaking may begin upon passage and
approval of {this act].

NEW SECTION. SECTION 9. COAL __TAXY . OVERSIGHT

SUBCOMMITTEE TO MONITOR NEW COAL PRODUCTION INCENTIVE TAX

CREDIT. (1} THE COAL TAX OVERSIGHT SUBCOMMITTEE ESTABLISHED

IN 5-18-201 SHALL REVIEW THE EFFECTS OF THE NEW COAL

PRODUCTION TAX CREDIT PROVIDED IN [SECTION 3] DURING THE

1985-86 LEGISLATIVE INTERIM. THIS REVIEW SHALL INCLUDE BUT

NOT BE LIMITED TO:

(A} THE EFFECT OF THE TAX CREDIT ON:

(I) COAL PRODUCTION GENERALLY;

(II1) THE NUMBER AND TERM OF NEW AGREEMENTS AND

EXTENSIONS OF EXISTING AGREEMENTS;

(IJI) THE RETENTION OR INCREASE QF MONTANA'S PRESENT

LEVEL OF PRODUCTION;

(IV)'THE CURRENT AND FUTURE MARKETS FOR MONTANA COAL IN

ARD QUT OF THE STATE:;

(V) THE PHYSICAL, SOCIAL, AND ECONOMIC ENVIRONMENT;

{B) THE EXTENT TO WHICH THE TAX CREDIT IS CLAIMED BY

OR AWARDED TQ COQAL ‘MINE -QPERATORS WHO ARE NOT ENTITLED TO

IT; AND
(C) ANY OTHER FACTORS WHICH MAY AFFECT EITHER PRESENT

-12- HB 807
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OR_FUTURE SEVERANCE TAX REVENUES TQ THE STATE OF MONTANA.

{2) THE COAL TAY OVERSIGHT SUBCOMMITTEE SHALL
INVESTIGATE AND CONDUCT PERIODIC HEARINGS FOR THE PURPOSE OF

GATHERING INFORMATION ON (1) (A) THROUGH (1)(C) ABOVE.

. (3) THE COAL TAX OVERSIGHT SUBCOMMITTEE SHALL REPORT

1ITS FINDINGS AND RECOMMENDATIONS TO THE REVENUE OVERSIGHT

COMMITTEE DURING THE INTERIM, AND ' THE REVENUE OVERSIGHT

COMMITTEE SHALL HKEEP THE LEGISLATURE INFORMED OF THE

SUBCOMMITTEE'S FINDINGS AND PRESENT a REPORT AND

RECOMMENDATIONS TO THE LEGISLATURE.

NEW SECTION. Section 10. Nonseverability and effect
of invalidity. Each part of this act is essentially
dependent upon every other part and if one part is held
unconstitutionallOt invalid, all other parts are invalid.
If a part of [this act] is declared invalid, the tax credit
provided for in [this act] does not apply to any coal
produced‘ in Montana after the effective date of any. such
court decision.

NEW SECTIOM. Section 11. Cecdification instruction.

"Sections 1 and 3 through 6 are intended to be codified as an

integral part of Title 15, chapter 35, and the provisions of
Title - 15, chapter 35, apply to sections 1 and 3 through 6.

KEW SECTION. Section 12. Effective and applicability

‘dates., (1) [This act] is effective on passage and approval.

{2} [This actl applies retroactively, within the

-13- ' HB 607
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meaning of 1~2-109, to all occurrences after December 31,

1984,

~End-
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EOUSE BILL NO. 607

INTRODUCED BY QUILICI, PECK, NEUMAN, MARKS, ASAY,

O'HARA, PAVLOVICH, ABRAMS, LYNCH, CRIPPEN, HIRSCH,
" MCCALLUM, B. WILLIAMS, HARP, D. BROWN, HARRINGTON;

IVERSON, HOLLIDAY, MENAHAN, MANUEL, JACOBSON,
BAFFEY, MAZUREK, SPAETH, BACHINI, JONES, GILBERT,
' BRANDEWIE, HANSON, M. WILLIAMS, WINSLOW,
xoznnxz,_ssncrsou,'sauns

BY REQUEST OF THE GOVERNOR

A BILL FOR AN ACT ENTITLED: "AN ACT TO ALLOW A PRODUCTION
IRCENTIVE TAX CREDIT TO THE COAL SEVERANCE TAX ON
INCREMENTAL PRODUCTION QF COAL MEETING CERTAIN REQUIREMENTS;

LIMITING THE PERIOD DURING WHICH PRODUCTIGN MAY QUALIFY FOR

- THE CREDIT; AMENDING SECTIONS 15-35-102 AND 15-35-103, MCA;

AND PROVIDING AN IMMEDIATE EFFECTIVE DATE AND AN

APPLICABILITY DATE."

WHEREAS, the .coal industry has claimed that Montana's
30% cocal severance tax limits sales and production of
Montana coal; and

WHEREAS, by providing a “window of opportunity", the
legislature challenges the coal industry to find new markets
and customers for Montana coal; and

WHEREAS, the present tax base on current Montana coal
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production must be preserved in order to maintain existing

state revenues and services.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
NEW SECTION. Section 1. sShort title. [This section
and sections 3 through 6] may be cited as the "New Coal
Production Incentive Tax Credit Act of 1985". .
Section 2. Section 15-15~102, MCA, is amended to read:
"15-35-102. Definitions. As used in this chapter, the
following definitions apply:

{1) “Agreement" means a signed contract that is valid

under Montana law between a coal mine operator and a

purchaser or broker for the sale of coal that is produced in

Montana.

{2) "Base consumption level® for a purchaéer means the

greater of:

{(a) the arithmetic average volume of coal purchased

during calendar years 1983 and 1984 from all Montana coal

ming operators; or

(b) 90% of the maximum tonnage provided for in any

agreement executed prior to January 1, 1985, for which = rhe

highest‘écheduled minimum quantity of coal stipulated by the

terms of the agreement as they existed on January 1, 1985,

has not been purchased at any time dhring the term ocf the

agreement, plus the arithmetic average - volume of coal

REFERENCE BILL
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purchased during calendar years 1983 and 1984 from all

Montana coal mine operators under all other agreements.

{3) "Base production level" for a coal mine operator

means the arithmetic average volume of coal produced in

Montana and sold to a purchaser in calendar years 1983 and

1984.

(4) “Broker" means any perscn who resells Montana

coal.

t31(5) "“"Contract sales price" means either the price
of cecal extracted and prepared <for shipment £f.o.b. mine,
excluding that amount charged by the seller to pay taxes
paid on production, or a price imputed by the department
under 15-35-107. Contract sales price includes all royalties
paid on production, no matter how such royalties are
calculated. However, with respect to royalties paid to the
government of the United States, the state of Montana, or a
federally recognized Indian tribe, the contract sales price
includes only:

(a) for quarterly periods ending on and after
September 30, 1984, 15 cents per ton plus 75% of the
difference between 15 cents per ton and the amount of such
federal, state, and tribal government royalties actually
paid;

(b) for quarterly periods ending on and after

September 30, 1985, 15 c¢ents per ton plus 50% oF the
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difference between 15 cents per ton and the amount of such
federal, state, and tribal government royalties actually
paid;

(c} for quarterly periods ending on and after
September 30, 1986, 15 cents per ton plus 25% of the
difference between 15 cents per ton and the amount of such
federal, state, and tribal government royalties actually
paid; and

{d) for guarterly periods ending on and after
September 10, 1987, 15 cents per ton.

{23(6) "Department"” means the department of revenue.

337 ‘"Energy caonversion process” includes any
process by which coal in the solid state is transformed into
slurry. gas, electric energy, or any other form of energy.

(8) "“Incremental production” means that quantity of

coal produced annually by a coal mine operator and sold to a

qualified purchaser that exceeds the base production level

of the coal mine operator for that purchaser, but oaly to

the extent the quantity of c¢oal exceeds that purchaser's

base consumption level from all Montana producers.

+43(9) “Produced” means severed from the earth.

(10) "Pucrchaser" means a  person  whe purchases or

contracts to purchase Montana coal directly from a coal mine

operator_or indirectly from a broker and who "utilizes that

coal in any industrial, commercial, or energy conversion

-4- HB 607
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process. A coal broker or any other third party intermediary

is not a purchaser under the provisions of this chapter.

(11) “gQualified purchaser” means a purchaser whose

purchases of Montana coal in any given year exceed his base

consumption level. A purchaser of Montana coal who enters

into a coal agreement with another purchaser or a broker

that causes a reduction in the base consumption level of a

purchaser is not a gualified purchaser.

£53(12) "Strip mining" or "surface mining" 1s defined
in 82-4-203.

£6¥(13) "Taxes paid on production" includes 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 does 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 coal, or any license fee.

t#¥{(14) "Ton" means 2,000 pounds.

t8%(15) "Underground mining“ means a coal mining method
utilizing shafts and tunnels and as further defined in
82-4-203."

NEW SECTION. Section 3. New coal production incentive
tax credict allowed -~ application limited. (1) A cocal mine
operator is entitled to a new ccal production incentive tax

credit of 33 1/3% of the tax ilmposed under 15-35-103 on any
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incremental production produced and sold during calendar
years 1985 and 1986.

{(2) A coal mine operator is entitled to a new coal
production incentive tax credit of 33 1/3% of the tax
imposed under 15-35-103 on incremental production for the
entire term of an agreement, except as provided in
subsection (3), if the incremental production resulted from
coal purchases under:

(a) an existing agreement which was extended between
January 1, 1985, and June 30, 1987, for at least a S5-year
period; or

(b) a new agreement that was executed between January
1, 1985, and June 30, 1587.

{3) No credit may be claimed for coal produced prior
to January 1, 1985.

NEW SECTION. Section 4. Calculation and application
of credit. (1) The amount of new coal production incentive
tax credit that a coal mine operator may claim against the
tax imposed in 15-35-103 is calculated by:

{a) determining the incremental production for each of
his qualified purchasers that was produced during a calendar
year;

{b) determining the arithmetic average severance tax
per ton caleculated prior to application of the credit on

coal sold to each gqualified purchaser during the calendar
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year:;

{(c} multiplying the incremental production for a
calendar year for a purchaser by the average severance tax
per ton for that purchaser AND MULTIPLYING THE TGQTAL BY

33 1/3%; and

{d) totaling the amount so calculated for all

qualified purchasers.

(2) When filing the quarterly statement required in
15~-35-104, a coal_mine operator may claim against the coal
severance tax calculated for that quarter an amount equal to
25% of the new coal production incentive tax credit allowed
on incremental production that occurred during the previous
calendar year.

{3) 1If in any calendar year a purchaser exceeds his
base consumption level and he has purchased from more than
one Montana coal mine operater during the year, the credit
on the incremental production must be divided among the
operators on a pro rata basis. To determine each coal mine
cperator's pro rata share of the tax credit, each operator
shall divide his incremental production by the sum of all
ccal mine operators' incremental production for that
purchaser and multiply the quotient by the purchases in
excess of the base consumption level for that purchaser.

(4) Neither a coal mine operator nor a purchaser is

entitled to a direct payment for the credit allowed in
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[section 3]. A credit terminates if not taken during the
year following the year in which the incremental production
occurred.

{(5) Each ccal mine operator must reduce the delivered
price of coal scld to each qualified purchaser by an amount
equal to the credit received on incremental production sold
to that purchaser.

NEW SECTION. Section 5. Reporting requirements for
credit -- duty of department. (1) Every Montana coal mine
operator musk provide to the department;

.(a) on or before april 30, 1985, a 1list showing the
amount of coal produced and sold in calendar years 1983 and
1984 ta every purchaser, including purchasers who obtained
coal from the coal mine operator through a broker; and

(b)) with the quarterly statement required by
15-35-104, a list of the number of tons produced and sold to
every purchaser during the quarter and the severance tax
calculated prior to the application of the credit on these
tons.

{2) To be eligible for the tax credit provided for in
[section 3], a coal mnine operator must furnish to the
department:

{a) on or before April 30, 1985, copies of all
existing coal sales agreements;

(b) with the quarterly statement required by
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15-35-104, a copy of any new coal sales agreements or
extensions of existing agreéménts executed during the
quarter;

(c) on or before January 31 of each year:

(i) a list of incremental production for all quélified
purchasers during the previous calendar year;

(ii) a written statement from each gqualified purchaser
verifying the volume of coal purchased in that year from all
Montana coal mine operators; and

(iii) the necessary information on incremental
production purchased through a broker to verify -that such
incremental production did not cause a reduction in the base
cohsumption level of any other purchaser of Montama coal;
and

{d) any other data, reports, evidence, or production
data that may be necessary for the department to determine
whether a putchaser is a qualified purchaser and the base
consumption level for each purchaser.

(3) By Jely 1, 1985, the department shall prepare and
publish for informational purposes only an unaudited
compilation of the base.production level for each ccal mine
operatcr and a compilation of the base consumption level for
each purchaser.

{4) ANY COAL MINE OPERATOR OR PURCHASER MAY, FOR THE

PURPOSE ©OF DETERMINING THE ELIGIBILITY OF COAL FRODUCTION
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FOR THE NEW PRODUCTIQON INCENTIVE TAX CREDIT, FILE WITH 'THE

DEPARTMENT A PETITION FOR A DECLARATORY RULING AS PROVIDED

IN 2-4-501, THE DEPARTMENT SHALL ISSUE A RULING ON THE

PETITION WITHIN 90 DAYS OF THE DATE THE PETITION WAS FILED

WITH THE DEPARTMENT.

NEW SECTION. Section 6. Returns and taxpayer

information confidentiai~- OPEN TO PUBLIC INSPECTION ==

CERTAIN EXCEPTIONS. (1) ALL INFORMATION FILED WITH THE

DEPARTMENT IN ACCORDANCE WITE [SECTION S} IS PURLIC RECORD

AND OPEN TO PUBLIC INSPECTION, EXCEPT THE INFORMATION

REQUIRED UNDER [SECTION 5(1)(B)] AND THE COAL SALES

AGREEMENTS SPECIFIED IN [SECTION 5(2)(A) AND (2)(B}].

{2) Except during proceedings bhefore the state tax
appeal board pursuant to 15-2-201, bkhe-reterns-and-other
information-supptied-by-a-ecoai--mine--operator--puraunant--to
tsecrions——1i-and-3-through-6}7-tegeeher-with-any-corrections
theresf-which-may-have-been--made--by--the--deparementy THEE

INFORMATION REQUIRED UNDER [SECTION 5(1){B)] AND THE COAL

SALES AGREEMENTS SPECIFIED IN [SECTION 5(2){(A) AND {2){B) 1]

are open to inspection only upon the order of the governor,
under rules to be prescribed by the department, or upon
order of a court of competent jurisdiction.
Section 7. Section 15-35-103, MCA, is amended to read:;
"15-35-103. Severance tax --= rates imposed --

exemptions. (1) A severance tax is imposed on each ton of
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coal produced in the state in accordance with the following

schedule:
Heating quality Surface Underground
(Btu per pound . Mining Mining

of coal):

Under 7,000 12 cents or 5 cents or
. 20% of value 3% of value
7,000-8,000 22 cents or 8 cents or
30% of value 4% of value
8,000-9,000 34 cents or 10 cents or
30% of value : 4% of value
Over 9,000 40 cents or 12 cents or
33% of value 4% of value

"Value" means the contract sales price.

{2) The formula which yields the greater amount of tax
in a particular case shall be used at each point on this
schedule.

(3) A person 1s not liable for any severance taix upon
50,000 tons of the c¢oal he. produces in a calendar year,
except that if he produces more than 50,000 tons of coal in

a calendar year, he will be liable for severance tax upon

all ccal produced in excess of the first 20,000 tons.

{4) A new coal production incentive tax credit may be

claimed on certain coal as provided in [section 3]."

NEW SECTION. Section 8. Extension of rulemaking
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authority. The existing authority oﬁ the department of
revenﬁe under 15-35-122 to adopt rules necessary for the
administration . of [this act] is extended to the provisions
of (this-act}.'sﬁch rulemaking may begin upon passage and
appfoval of [this act].

NEW SECTION. SECTION 9. COAL TAX OVERSIGHT

SUBCOMMITTEE TQ MONITOR NEW COAL PRODUCTION INCENTIVE TAX

CREDIT. (1) THE COAL TAX OVERSIGHT SUBCOMMITTEE ESTABLISHED

IN 5-18-201 SHALL REVIEW THE EFFECTS OF THE NEW COAL

PRODUCTION TAX CREDIT PROVIDED IN [SECTION 3] DURING THE

'1985-86 LEGISLATIVE INTERIM. THIS REVIEW SHALL INCLUDE BUT

NOT BE LIMITED TO:

(A) THE EFFECT OF THE TAX CREDIT ON:

(I) COAL PRODUCTION GENERALLY;

(II) TEE NUMBER AND TERM OF NEW AGREEMENTS AND

EXTENSIONS OF EXISTING AGREEMENTS;

(III) THE RETERTION OR INCREASE OF MONTANA'S PRESENT

LEVEL OF PRODUCTION;

{IV) THE CURRENT AND FUTURE MARKETS FOR MONTANA COAL IN

AND QUT OF THE STATE;

(V) THE PHYSICAL, SOCIAL, AND ECONOMIC ENVIRONMENT ;

(8) THE EXTENT TO WHICH THE TAX CREDIT IS CLAIMED BY

OR AWARDEb TO COAL MINE OPERATORS WHQO ARE NQT ENTITLED TOQ

IT: AND

{C) ANY OTHER FACTORS WHICH MAY AFFECT EITHER  PRESENT

-12= . , HB 607
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OR FUTURE SEVERANCE TAX REVENUES TO THE STATE OF MONTANA.

{2) THE COAL TAX OVERSIGHT SUBCOMMITTEE SHALL

INVESTIGATE AND CONDUCT PERIODIC‘HEARINGS FOR THE PURPOSE OF

" GATHERING INFORHATION ON (l)(A) THROUGH {(1)(C) ABOVE.

{3) THE COAL TAX OVERSIGHT SUBCOMMITTEE SHALL REPORT

ITS FINDINGS AND RECOMMENDATIONS TO THE REVENUE OVERSIGHT

COMMITTEE .DURING THE INTERIM, AND THE REVENUE OVERSIGHT

COMMITTEE SHALL KEEP THE LEGISLATURE INFORMED OF THE

SUBCOMMITTEE'S FINDINGS AND PRESENT A REPORT AND

RECOMMENDATIONS TO THE LEGISLATURE.

NEW SECTION. Section 10. Nonseverability and effect
of invalidity. Each part of this act 1is essentially
dependent upcn every other part and if one part is held
unconstitutional or invalid, all other parts are invalid.
If a part of [this act] is declared invalid, the tax credit
provided for in [this act]) does not apply to any coal
produced in Montana after the effective date of any such
court decision.

NEW SECTION. Section 11. Codification instruction.
Secriocns 1 and 3 through 6 are intended to be codified as an
integral part of Title 15, chapter 35, and the provisions of
Tictle 15, chapter 35, apply to sections 1 and 3 through 6.

NEW SECTION. Section 12. Effective and applicability
dates. (1) [This act] is effective on passage and approval.

(2} [This act] applies retroactively, within the
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to all oececurrences after December 31,

-End-
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