
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 

February 1, 1985 

February 5, 1985 

February 8, 1985 

February 27, 1985 

March 21, 1985 

March 23, 1985 

March 25, 1985 

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. 



-. 

March 26, 1985 

March 27, 1985 

March 28, 1985 

April 18, 1985 

April 19, 1985 

April 19, 1985 

April 20, 1985 

Correctly engrossed. 

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. 

Returned to House. 

IN THE HOUSE 

Received from Senate. 

Sent to enrolling. 

Reported correctly enrolled. 
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A PRODUCTf~ 

TO 

l . ' / 

THE COAL SEVERANCE TAX orl'f/·_,c,·. \ 
INCREMENTAL PRODUCTION OF COAL MEETING CERTAIN REQUIREM.ENTS;l" (J) -f-<-. 

LIMITING THE PERIOD DURING WHICH PRODUCTION MAY QUALIFY 
/.~.--,.4_.__.,._ 

FOR 

THE CREDIT; AMENDING SECTIONS 15-35-!02 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 11
, 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 

prod~ction must be preserved in order to maintain existing 

state revenues and services. 

BE IT ~NACTED BY THE LEGTSLATURE OF THE S'I'ATE OF MONTANA: 

N£W SECTION. Section l. Short title. [This sectio:1 

and sect ions 3 through 6) may be ci led as tr.e "New Coal 

~'"' '"•""''" cou"'' 
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Production Incentive Tax Credit Act of 1985''. 

Section 2. Section 15-35-102, MCA, is amended to read: 

~15-35-102. Definitions. As used in this chapter, the 

following definitions apply: 

{l) "Agreeme_!1t 11 means a signed ~ontract that is valid 

under Montana law bet:_ween a coal mine ~~.:ttor and a 

purchaser or broker for _the sale o~ ~cal that is____Q_.£oduced in 

Montana. -----

(2) ''Base consumption level'' for ~purchaser means the 

~~ter of: 

{a) the a~~thrnetic average volume of coal purchased 

during calendar years 1983 and ~984 from all Montana coal 

mine operators; or 

~- 9_0_% of the maximum t_onnage provided for __ in a0_y 

9-greement executed J2..£.i?_r: ~o January l, 1985, f?E __ whic_b___the 

highest scheduled minimum quantit_L___9_f_ ~O§i~~ipulated b~ 

-'=_erms of the agreement as_~~ste-d~n Ja0u_a~_.i'____l~.~~ 

has not been~c_h~_?_ed at __ ~_y-~im~~uring t~e term of the 

aqreemen~~ ~_!~_arith~~c.:_ __ a~-~~e vol•.1me cf coal 

purchased during ca~~~lc.l<?- r __ years 1983 and 1984 from all 
--~---

Montana coal miJ!~~aLors u~g_~-~-1 oq~~-~~~~ments. 

ill "Base production le·~~~~~!~0~ o_perat8r 

means the arithmetic av~_~_"::_olu~~i___s-oa~ produced in 

Montana dnd sold to a purchaser _i__Q_ cale_Q_~~ •tectr_~_l~~p and 

1984. 
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(4) "Broker" means any person who resells _r_'lontana 

coal. 

titill "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 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, stater and tribal government royalties actually 

paid; 

(b) for quarterly periods ending on and after 

september 30, 1985, 15 cents per ton plus 50% of the 

difference between l5 cents per ton and the amount of such 

federal, state, and tribal government royalties actually 

paid; 

(c) for q\.larterly periods ending or1 and after 

September 30, 1986, 15 cents per ton p1us 25"5 of the 

difference between 15 cents per ton ar1d the a~ount of such 
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federal, state, and tribal government r~ya~ties actually 

paid; and 

(d) for quarterly periods endi~g on and after 

September 30, 198"/, 15 cents per ton. 

trtill "Department" means the depart:te~: of revenue. 

f3t ill "Energy conversion process., ir.cludes any 

process by which coal in the solid state is tran~formed into 

slurry, gas, electric energy, or any other f~rm cf energy. 

( 8) "Incre_mental production_"_ :neans tna:. gu_<?-_~_!_ 

coa_1 produced annually by a coal min~_ ope~a:.::r and sold __ ~_ 

gualifi~d purchaser that exceeds the base f~~duction level 

of the coal mine operat~r for that pu~cha~~r, but only to 

the extent_!Q£ quantity of coal exceeds t~at purchaser's 

base consumpt i_9n level from all Montana or ::;rL.1cecs. 

t47121_ "Produced" means severed frcrr :~e earth. 

_ilOJ "Purchaser" _mean_-?: a pe_~son ;.~r.:::: pu rcha~_!'":...§_ or 

contracts to pL.:rcha.se ~~dr:C!_ __ caal di:-ect.:._i ~:-0m a c::>al_mine 

operator o!_"_____i__ndirect_!_y_ __ ~~-n ~ broker and;..·:-:-:-:: utiJizes ~~~-

.s:__oa_l __ .:::_~~-jn_du~tria~:-nmercla:.., ::- e::.e::-gy cot":::er~_Lon 

~s:~ss. A coal broker or any cthe_r third :-)a:-:v ir.terme~iary 

l~ not~a pu:rcf:taser under the provisions :;f c:-.:..s chapter. 

.i.lJ:j __ "9u<Jlifl:_~urchaser" means a ?~rchaser w~ose 

p_u£_chas~_of Montana coal in any g1ve;~ yea:- exceed his base 

who enters 
- ---~q[_!s~~beh_r.~~hase_r of Mon:ana c..:.a: 

inJ-_o a coal agree_~_:1_er>.t with anc~her l?urc:-.c.:>er or a broker 
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that_£_"!__uses a reduction in th!= __ base consumption level of a 

EL~rchaser is :'.ot a. ~~l_if ied_ purchaser. 

t5tL@ "Strip mining" or "surface mining" is defined 

i.n 82-4:-203. 

t6t.i_!.l_l "-:'axes paid on product ion" 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 mir.J.ng 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. 

tTt.i__!_it "Tonu means 2,000 pounds. 

t8tilll "Underground mining" means a coal mining method 

utilizing shdfts and tunnels and as further defined in 

82-4-203." 

NF:W_2_ECT!ON. Section 3. New coal productlon incentive 

tax cred1t a~:owed apt->lication li;nited. {l) A coal mine 

oper~tor is entitled to a new coal prodGction incentive tax 

credit of 33 l/3% of the tax imposer! under 15-3~-103 on any 

incremencal prcduction produced and sold during calendar 

years 1985 and l986. 

t2) A ~oa: m:~e operator is entitled to a ~ew coa: 

pro~_ction 1ncenrive tax credit c~ 3J l/3% of t:~,e tcx 

imposed under 1~-35-103 on incremental production for the 

enttre term ~~ an agreement, except a::o provided in 

-5-
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1 subsection (3), if the incremental pruduction resulted from 

2 coal purchases under: 

3 (a) an existing agreement which was extended between 

4 January l, 1985, and June 30, 1987, for at least a 5-ypar 

5 period; or 

6 (b) a new agreement that was executed between January 

7 l, 1985, and Jun€! 30, 1987. 

8 {3) No credit may b€! claimed for coal produced prior 

9 to January l, 1985. 

10 NEW SECTION. Sect ion 4. Cdlculatlon and application 
----·---

11 cf crt!dit. {l) The amount of new coal production incentive 

12 tax credit that a coal mine operator may claim against Lhe 

13 tax imposed in 15-35-103 is Cdlculated by: 

14 (a) determining the increreental production for each of 

15 his qualified purcnasers that was produced during a calendar 

16 year; 

17 (b) determining the arithmet1c average severance tax 

18 per ton calculated prior to application ~f the credlt on 

13 coal sold to each qualified pu:c~d~e~ during the Cdl€11dar 

20 year; 

21 (c) multiply1ng tt:e l~creG~~ca~ produc~icn fur a 

22 calendar year f~r a p0rcnaser oy tn~ average sev~rance rax 

n per :on fur that purcnaser: dnj 

21 (d) totaling tne amG11nt s~ ca:;_cul~ted L:n all 

25 q~a1ifiec purchasers. 
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(2) When filing the quarterly statement required ln 

15-35-104, a coal mine opera~or 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_ incrementa! production that occurred during the prev1ous 

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 basis. To determine each coal m1ne 

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

shall divide his incremental production by the sum of all 

coal mine operators' incremental production for that 

purchaser and multiply the quotient by the purchdses in 

excess of the base consumption level for that purchaser. 

(4) Neither a coal mine operator nor a p~rchaser i::;; 

entitled to a direct payment far the credit allowed in 

[section 3). A credit terminates if not tdken durinc the 

year following the year in which the incremental production 

occurred. 

(5) Each coal mine operator must redLJCe the delivered 

price of coal sold to each qualified purchaser by an amount 

equal to the credit received on incremental production sold 

to that purchaser. 
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NE'r\1 SECTION. Section 5. Repar t i r.g requ.:_rements Eor 

credit --duty of depdrtment, (l) Every ~=~ta~a coal mine 

oper~tor must provide to the departme~t: 

(a) on or before April 30, :gas, a list sttawing the 

amount of codl produced and sold i~ cale~da~ years 1983 and 

1984 to every purchaser, including purchasers who obtained 

coal from the coal mine operator thrcug~ a croker; and 

{b) with the quarterly staterr.en:: required by 

15-35-104, a list of the number of ton~ p:~duced and sold to 

every purchaser during the quarter a~d :he severance tax 

calculated prior to the application of :~e credit on these 

tons. 

(2) To he eligible for the tax c:ed:t provided for in 

[section J], a coal mine operator re~sc furnish to the 

deparln.ent: 

(a l on or before Apri: 30, d8S, ccpie:::> of all 

existing coal sule~ agreements; 

(b) with the quarterly 

l~-35-10~, a copy of ~ny n~w 

stater.-,e:-:. :_ 

C'->d- sa ... es 

rPqlJ ired by 

aqreements or 

extens~Jrl~ of existing agreemeiltS exec~~ej d~ring 

qtJartcr; 

(c) o~ or before January 31 of ear~ y~ar: 

the 

(i) a list o~ incre~ental produc~~:~ ~cr all qualified 

purcildsers du~ing the previo~s calerltidr yea~; 

(ii) a wr1tten statenent froffi edc~ ~~alified p11rchaser 
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verifying the volume of coal purchased in that year from all 

Montana coal mi~e operators; and 

(iii) the necessary information 011 incremental 

production purchased through a broker to verify"thdt 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 

whether a purchaser is a qualified purchaser and the base 

consumption level for each purchaser. 

(3) By J~ly 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 of the base consumption level for 

each purchaser. 

NEW SECT:QN. Section 6. Returns and taxpayer 

informa~ion ccnfidential. Except during proceedings before 

t~e state tax appeal board pursuant tc l~-2-201, the returns 

and other i~formation supplied by a coal mine operator 

pur~~ant to [sect1ons land 3 through 6], together with any 

corrections ~hereJf which may have been made by the 

department, a.re 

the governo:.-, 

open to inspectiu~ only upon :he order 

under rules to be prescribed by 

of 

the 

C.epar~ment, cr upon order of a l..'OU[ t of competent 
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Section 7. 

"1s~Js~1oJ. 

Section lS-35-103, MCA, 

Severance tax: 

LC 1760/0l 

is amended to read: 

rates imposed 

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

coal produced in 

schedule: 

the state in accorddnce with the following 

Heating quality 

(Btu per pound 

of coal): 

Under 7,000 

7,ooo~s.ooo 

a,ooo~g,ooo 

Surfdce 

Mining 

12 cents or 

20% of value 

22 cents or 

30% of value 

34 cents or 

30% of value 

Over 9,000 40 cents ur 

30% of value 

''Value'' means tt1e contract sales price. 

Underground 

Mining 

5 cents or 

3\ of value 

8 cents or 

4\ of value 

10 cents or 

4% of value 

12 cents or 

4% of value 

(2) The fornu~a which yie~ds the greater amount o~ ~ax 

in a particular case shali oe ~sed at each point on this 

schedule. 

(3) A person is n8t liable fJr any severdnce tax ;1pon 

50,000 tons of the ccal he p~cdt1ces 1r1 d ca~e;-,dar year, 

except that if he produces ~ore ~nan 50,000 tons of coal 1n 

a calendar year, te w1ll be l1able for severance tax upcr1 
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all coal produced in excess of the first 20,000 tons. 

{ 4) A new cca~_ p~_9ducl ion incentive tax credit may be 

claimed on certain coal as provided in [s~s._~~~-_l_L_" 

NEW SECTION. Section 8. Extension of rulemaking 

5 authority. The existing authority of the department of 

6 revenue under 15-35-122 to adopt rules necessary for the 

7 administration of [this act] is extended to the provisions 

8 of [this act). Such rulemaking may begin upon passage and 

9 approval of [this act]. 

10 NEW SECTION. Section 9. Nonseverability and effect of 

11 invalidity. Each part of this act is essentially dependent 

12 upon every other part and if one part 1s held 

13 unconstitutional or invalid, all other parts are invalid. 

14 If a part of [this act] is declared invalid, the tax credit 

15 provided for in [this act} does not apply to any coal 

16 produced in Montana after the effective date of any such 

17 court decision. 

18 NEW SECTION. Section 10. Codi£1cation 1-nstruction. 

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

20 

21 

22 

23 

24 

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 11. Effective and applicability 

dates. (1} [This act] is effective on passage and 

(2) [This act! applies retroactively, 

approval. 

within the 

25 meaning of 1-2-!09, to a:l occurrences after December 31, 

-11-
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1984. 

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

F I S C A L N 0 T E 
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 available 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 durin$ 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 ~everance 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 
resource indemnity trust tax and the coal gross proceeds property tax (university levy and school 
foundation program). 

fJau,J J J/~ 
v 

BUDGET DIRECTOR 
Office of Budget and Program Planning 

Date: Fd F" l91rc,-
FN6:L/2 

~---~--;-~ 
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APPROVED BY COMMITTEE 
ON TAXATION 
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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 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: 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 11
, 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. Short title.. [Th.is section 

and sections 3 through 6) may be cited as the "New Co.al 

Production Incentive Tax Credit Act of 1985". 

Section 2. Section 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 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 purchaser means the 

greater of: 

(a) the arithmetic average volume of coal purchased 

during calendar years 1963 and 1984 from all Montana coal 

mine operators; or 

{b) 90% of the maximum tonnage provided far 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 l, 1985, 

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

agreement,~ the arithmetic average volume of coal 
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purchased during calendar years 1963 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 person who resells Montana 

coal. 

t±t ill ucontract sales price" means ei-ther 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 imputed oy 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 

includes only: 

prlce 

(a) for quarterly periods 

September 30, 1984, 15 cents per 

ending on and 

ton plus 75% of 

after 

the 

difference between 15 cents per ton and the amount of such 

federal, state, and tribal government royalties actaally 

paid: 

(b) for quarterly periods 

September 30, 1985, 15 cents per 

-3-
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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 

September 30, 1986, 15 cents per 

ending on and after 

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) fer quarterly periods ending on and after 

September 30, 1987, 15 cents per ton. 

titill 11 Department" means the department of revenue. 

t3till "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. 

(8) ''Incremental production" means that quantity of 

co~!_produced annwally by a coal mine operator and sold to a 

gual.~fied purchaser that exceeds the base production level 

of the ~oal mine operator for that purchaser, but only to 

the extent the quantity of coal exceeds that purchaser's 

base consumption level from all Montana producers. 

t4till "Produced., means severed from the earth. 

110) ''Purchaser'' means a person who purchases or 

contracts to ourchase Montana coal directly from a coal mine 

operator or indirectly from a broker and who utilizes that 

coal in any i_ndustrial, commercial, or energy conversion 
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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} 11Qualified 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 qualified purchaser. 

t5t..i_!ll "Strip mining" or "surface mining" is defined 

in 82-4-203. 

t6tilli "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. 

Htl!!l "Ton" means 2,000 pounds. 

t8tJ..!.ll "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. (l) 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 any 
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incremental production produced and sold during calendar 

years 1985 and 1986. 

12) 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 l, 1985, and June 30, 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 credit may be claimed for coal produced prior 

to January 1, 1985. 

NEW SEC~IO~- 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 impoeed 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 calculated prior to application of the credit on 

coal sold to each qualified purchaser during the calendar 
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year; 

(c) multiplying the incremental production fo~ a 

calendar year for a purchaser by the average severance tax 

per ton for that purchaser AND MULTIPLYING THE TOTAL EY 

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 p~ev1ous 

calendar year. 

(3) If in any calendar year a purchaser exceeds his 

base consumption level and he has p·~rchased Erom more t~an 

one Montana coal mine operator durir.g the year, the credit 

on the incremental production mu!:it be divided dmong tht2 

operators on a pro rata basis. To determine each coal 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 bdse consumption level for that purchaser. 

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

entitled to a direct payment for tne 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 coal mine operator must reduce the delivered 

price of coal sold to each qualified purchaser by an amount 

equal to the credit received on increme~tal production sold 

to that purchaser. 

NEW SECTION. 

credit duty 

section 5. Reporting requirements for 

of department. (1) Every Montana coal mine 

operator must provide to the department: 

(a) on or before April 30, 1985, a list showing the 

amount of coal 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) '"i th the quarterly stat:ernent 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 prlor to the application of the credit on these 

tons. 

(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 30, 1985, coples 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) GO 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 qualified purchaser 

verifying the volume of coal purchased in that year from all 

Montana coal mine operators; and 

1 iii) ohe necessary information on incremental 

productiar. purchased through a broker to verify that such 

incremental production did not cause a reduction in the base 

consumpt1on 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 

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 compilation of the base consumption level for 

each purchaser. 

(4) AN'I COAL MINE OPERATOR OR PURCHASER MAY, FOR THE 

PURPOSE OF DETERMINING THE ELIGIBILITY OF COAL PRODUCTION 
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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 eonf~deneiaio OPEN TO PUBLIC INSPECTION 

CERTAIN EXCEPTIONS. (1) ALL INFORMATION FILED WITH THE 

DEPARTMENT IN ACCORDANCE WITH (SECTION 5] IS PUBLIC 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)[8) ]. 

~ Except during proceedings before the state tax 

appeal board pursuant to 15-2-201, the-re~tl~ft~-a"d-other 

~nformetion-s~pp±ied-by-a-eoei--mine--oper~tor--ptlr~aant--~o 

t~ee~ie"~--%-artd-3-~hrongh-6+,-to9ether-w±~h-any-eorreetten~ 

~hereo£-whieh-may-ha~e-been--ma~e--by--~he--deparement7 THE 

INFORMATION REQUIRED UNDER [SECTION 5(1)(3)] AND THE COAL 

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

are open to inspection only upon the order of the governor, 

under rules to be prescribed by the depQttment, 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 

(Btu pee pound 

of coal): 

Under 7,000 

7,000-8,000 

8,000-9,000 

over 9,000 

surface 

Mining 

12 cents or 

20% of value 

22 cents or 

30% of value 

34 cents or 

30% of value 

40 cents or 

30% of value 

11 Value 11 means the contract sales price. 

Underground 

Mini:1g 

cents or 

3%: of value 

8 cents or 

4% of Vdlue 

10 cents or 

4% of value 

12 cents or 

4't of value 

(2) The formula which yields the greater amount o~ tax 

in a partic~lar case shall be used at eacn point on this 

schedule. 

(3) A person is not liable for any severance tax upor. 

50,000 tons of the coal he produces in a calendar year, 

except that if he produces more than 50,000 tons C·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 credi~ may be 

claimed on certdin coal as provided in [section 3] . 11 

~EW S~TION. Section 8. Extension of rulemaKi(tg 
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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. Nonseverability and effect of 

invalidity. Each part of this act is essentially dependent 

upon every other part and if one part is held 

unconstitutional or invalid, all other parts are ~nvalid. 

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 l 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 l and 3 through 6. 

NEW SECTIO~. Section 11. Effective and applicability 

dates. (l} [This act] is effective on passage and approval. 

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

meaning of l-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 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; 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 

30t 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 Montana coal 

~.,.. , .. ,., .. ,.. counco~ 
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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 l, 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. Section 15-35-102, MCA, is amended to read: 

"15-35-102. Oefini tions. 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 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 not been purchased at any time d~ring the term of the 

agreement, plus the arithmetic average volume of coal 

-2- THIRD READING 
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purcnased during calendar years 1983 and 1984 from all 

Montana coal mine operators under all other agreements. 

(3) 11 Base production level" for a coal mine operator 

means the arithmetic average volume of coal produced in 

Montana arid sold to a purchaser in calendar years 1983 and 

1984. 

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

coal. 

titill 11 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 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 !ndian tribe, the contract sales price 

includes only: 

(a) for quarterly periods 

September 30-, 1984, 15 cents per 

ending on and after 

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 e·nding on 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 

fe.deral, 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 quarterly periods ending on and after 

September 30, 1987, 15 cents per ton. 

titill "Department" means the department of revenue. 

t3till "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. 

(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 quantity of coal exceeds that purchaser's 

base consumption level from all Montana producers. 

t4till "Pl'"oduced" means severed from the earth. 

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

contracts to purchase Montana coal directly f_rcm a coal mine 

ope·rator or indirectly from a broker and who utilizes that 

coal in any industrial, commercial, or energy conversion 
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process. A cQal broker or any other third party intermediary 

is not a purchaser under the provisions of this chapter. 

jll) "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 causes a reduction in the base consumption level of a 

purchaser is not a qualified purchaser. 

t5ti.!.Il "Strip mining" or "surface mining•• is defined 

ln 82-4-203. 

t6t illl "Taxes paid on production 11 includes any tax 

paid to che 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. 

tTtl!.!l "Ton" means 2,000 pounds. 

t9trul "Underground mining" means a coal minirig method 

utilizing shafts and tunnels and as further defined in 

82-4-203." 

NEW SECTION. Section 3. New coal production incentive 

tax cre.diL allowed-- application limited •. (1) A Coal mine 

operator is entitled to a new coal production incentiVe tax 

credit c: 33 l/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 coal mine operator is entitled to a new coal 

production incentive tax credit of 33 l/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: 

Ia) an existing agreement which was extended between 

January 1, 1985, and June .30, 1987, for at least a 5-year 

period; or 

lb) a new agreement that was executed between January 

1, 1985, and June 30, 1987. 

13) 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 calculated prior to applicatlon of the credit on 

coal sold to each qualified purchaser during the calendar 
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year~ 

multiplyi·ng incremental the production (C) for a 

calendar year for a purchaser by the average severance tax 

per ton for that purchaser AND MULTIPLYING TH~ TOTAL 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) If in any calendar year a purchaser exceeds his 

base consumption level and he has purchased from more than 

one .Mo-ntana 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 coal mine 

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

shall divide his incremental production by the sum of all 

coal mine operators' incremental production for that 

p~rchaser 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 pay~ent 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 coal mine operator must reduce the delivered 

price of coal sold to each qualified purchaser by an amount 

equal to the credit received on incremental production sold 

to that purchaser. 

NEW SECTION. 

credit duty 

Section 5. Reporting requirements for 

of department. (1) Every Montana coal mine 

operator must provide to the department: 

(a) on or before April 30, 198S,~a list showing the 

amount of coal 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) 

(section 

To be eligible for the tax credit provided for in 

3], a coal mine operator must fu~nish to the 

department: 

(a) on or before April 

existing coal sales agreements; 

(b) with the quarte.rly 

-8-

30, 1985, copies of all 
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15-35-104, a copy of any new coal sales agreements or 

extensions 

quarter; 

of existing agreements executed during the 

(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 qualified 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 

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 

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 

compilation of the base production level for each coal mine 

operator and a compilation of the base consumption level for. 

each purchaser. 

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

?URPOSE OF DETERMINING THE ELIGIBILITY OF COAL PRODUCTION 
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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 eenf~dent±a%~ OPEN TO PUBLIC INSPECTION 

CERTAIN EXCEPTIONS. (1) ALL INFORMATION FILED WITH THE 

DEPARTMENT IN ACCORDANCE WITH [SECTION 5) IS PUBLIC RECORD 

AND OPEN TO PUBLIC INSPECTION, EXCEPT THE INFORMATION 

REQUIRED UNDER [SECTION S(l)(B)] AND THE COAL SALES 

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

ill ·Except during proceedings before the state tax 

appeal board pursuant to 15-2-201, ~he-re~arns-aftd-o~her 

±n£erma~±on-s~pp%ied-by-a-coa%--mtne--epera~er--purs~ane--~e 

tseetiens--%-and-3-thro~g~-6+7-te~ether-vi~ft-any-eorPeet~ens 

tftereo£-wh±ch-~y-he¥e-been--made--by--~he--depar~men~, THE 

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

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

are open to inspection only upon the order of the governor, 

under rule~ to be prescribed by the department, or upon 

order of a court of competent jurisdict-ion. 

Section 7. Section lS-~S-103, MCA, is amended to read: 

"15-35-103. se-verance 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: 

Heatioq quality 

.(.Btu per pound 

O·f coal): 

Under 7,000 

7,000-8,000 

8,000-9,000 

Over 9,000 

Surface 

-Mining 

12 cents or 

20% of value 

22 cents or 

30% of value 

34 cents or 

30\ of value 

40 cents or 

30% of value 

"Value" means the contract sales price. 

Underground 

Mining 

5 cents or 

3% of value 

8 cents or 

4\ of value 

10 cents or 

4% of value 

12 cents or 

4% of value 

(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 4ny severance tax upon 

50,000 tons of the coal he produces in a calendar year, 

except tha-t if he produces more than s-o, 000 tons of coal in 

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

all coal produced in excess of the fi.rst 20-,000 tons. 

(4.) A new coal production incentive tax credit may be 

claimed on ce .. rtain coal as provided in [section JJ." 

NEW SECTION. Section 8. Ex-tens-ion of rule-making 
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authority. The existing authority of the department of 

.-revenue under i"s-35-122 to adopt _rules necessary for the 

administration of {this act] is extended to the provisions 

of [this a<:t J.. Such rulemakinq may begin upon passage and 

approval of [this act ] • 

NEW SECTION. SECTION 9. COAL TAX OVERSIGHT 

SUBCOMMITTEE TO MONITOR NEW COAL PRODUCTION INCENTIVE TAX 

CREDIT. (1) THE COAL TAX OVERSIGHT SUBCOMMITT~ ESTABLISHED 

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

PRODUCTION TAX CREDIT PROVID~ IN [SECTION 3) DURING THE 

1985-86 LEGISLATIVE INTERIM. THIS REVIEW SHALL INCLUDE BUT 

NOT BE LIMITED TO: 

(A) THE EFFECT OF TaE TAX CREDIT ON: 

(I) COAL PRODUCTION GENERALLY; 

I II) THE NUMBER AND TERM OF NEW 

EXTENSIONS OF EXISTING AGREEMENTS; 

AGREEMENTS AND 

I III) TilE RETENTION OR INCREASE OF MONTANA '.S PRESENT 

LEVEL OF PRODUCTION' 

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

AND OUT OF THE STATE; 

(V) THE PIU~S!CAL, SOCIAL, AND .ECONOIIIC l!lNVlRONMENT; 

(B) THE EXTENT TO WIIIC!I THE TAX CREDIT IS CLAIMED 8;" 

OR AWARDED TO COAL !liNE OPI!lRATORS WIIO ARE NOT EIITITLI!lD TO 

IT; AND 

(C) ANY OTHER FACTORS WIIICH IIA'l AFFECT EITH!jl! PRESENT 
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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 

.4 GATHERING INFORMATION ON (l)(A) THROUGH (l)(C) ABOVE. 

5 (3) THE COAL TAX OVERSIGHT SUBCOMMITTEE SHALL REPORT 

6 ITS FINDINGS AND RECOMMENDATIONS TO THE REVENUE OVERSIGHT 

7 COMMITTEE DURING THE INTERIM, AND . THE REVENUE OVERSIGHT 

8 

9 

COMMITTEE SHALL KEEP THE LEGISLATURE INFORMED OF THE 

SUBCOMMITTEE'S FINDINGS AND PRESENT A REPORT AND 

10 RECOMMENDATIONS TO THE LEGISLATURE. 

ll NEW SECTION. Section 10. Nonseverability and effect 

12 of invalidity. Each part of this act is essentially 

13 dependent upon every other part and if one part is held 

14 unconstitutional or invalid, all other parts are invalid. 

15 If a part of (this act) is declared invalid, the tax credit 

16 provided for in (this act I does not apply. to any coal 

17' produced in Montana after the effective date of any such 

18 court decision. 

19 NEW SECTION. Section 11. Codification instruction. 

20 Sections l and 3 through 6 are intended to be codified as an 

21 integral part of Title 15, chapter 35, and the provisions of 

22 Title 15, chapter 35, apply to sections l and 3 through 6. 

23. NEW SECTION. Section 12. Effective and applicability 

· 24 dates. (1) [This act) is effective on passage and approval. 

25 ( 2) [This act I appiies retroactively, within the 
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meaning of l-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, CR!PPEN, HIRSCH, 

MCCALLUM, B. liiLLIAMS, HARP, D. BROliN, HARRINGTON, 

IVERSON, HOLLIDAY, MENAHAN, MANUEL, JACOBSON, 

HAFFEY, MAZUREK, SPAETH, BACHINI, JONES, GILBERT, 

BRANDEIIIE, HANSON, M. WILLIAMS, liiNSLOii, 

KOEHNKE, BENGTSON, SANDS 

BY REQUEST OF THE GOVERNOR 

A BILL FOR AN ACT ENTITLED: "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 liHICH 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 1 s 

30\ coal severance tax limits sales and production of 

Montana coal; and 

WHEREAS, by providing a 11 Window of oppoctunity", 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: 

NEll 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. Sectiori 15-35-102, MCA, is amended to read: 

11 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 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 not been purchased at any time during the term of 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 person who resells Montana 

coal. 

t:l:till 11 Contract sales price 11 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 an 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 

includes only: 

price 

(a) for quarterly periods endirig on 

September 30, 1984, 15 cents per ton plus 

and after 

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 

September 30, 1985, 15 cents per 

-3-

ending on and after 

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 

September 30, 1986, 15 cents per 

ending on 

ton plus 

and after 

25% of the 

difference between 15 cents per ton and the amount of such 

federal, state, and tribal 

paid; and 

(d) for quarterly 

government royalties 

periods ending on 

September 30, 1987, 15 cents per ton. 

actually 

and after 

titill 11 0epartment 11 means the department of revenue. 

t3t ill 11 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. 

(8) 11 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 

o·f the coal mine operator for that purchaser, but only to 

the extent the quantity of coal exceeds that purchaser•s 

base consumption level from all Montana producers. 

t4till "Produced" means severed from the earth. 

( 10 J 11 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 
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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) 11 Qualif ied 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 qualified purchaser. 

t5tl.lll "Strip mining 11 or "surface mining" is defined 

in 82-4-203. 

t6t..i..!ll "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=1til!l 11 Ton 11 means 2,000 pounds. 

t87i!2_l 11 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 l/31 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 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 5-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 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 calculated prior to application of the credit on 

coal sold to each qualified purchaser during the calendar 
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yea["; 

(c) multiplying the incremental production for a 

calendar year for a purchaser by the average severance tax 

per ton for that purchaser 

33 1/3%; and 

(d) totaling the 

qualified purchasers. 

AND MULTIPLYING THE 

amount so calculated 

TOTAL BY 

for all 

(2) When filing the quarterly statement required in 

15-35-104, a coal ~ine 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) 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 basis. 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 

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 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 coal mine operator must reduce the delivered 

price of coal sold to each qualified purchaser by an amount 

equal to the credit received on incremental production sold 

to that purchaser. 

NEW SECTION. 

credit -- duty 

Section S. Reporting requirements for 

of department. (1) Every Montana coal mine 

operator must provide to the department: 

(a) on or before April 30, 1985, a list showing the 

amount of coal 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) 

[section 

To be eligible for the tax credit provided for in 

3], a coal mine 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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lS-35-104, a copy of any new coal sales agreements or 

extensions 

quarter; 

of existing agreements executed during the 

(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 qualified 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 

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 

whether a purchaser is a qualified purchaser and the base 

cons_umption level for each purchaser. 

(3) By July 1, 1985, the department shall prepare and 

publish for i nforrnat ional purposes only an unaudited 

compilation of the base production leve~ for each coal 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 
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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 conf%dent%at7 OPEN TO PUBLIC INSPECTION 

CERTAIN EXCEPTIONS. (l) ALL INFORMATION FILED WITH THE 

DEPARTMENT IN ACCORDANCE WITH (SECTION 5] IS PUBLIC RECORD 

AND OPEN TO PUBLIC INSPECTION, EXCEPT THE INFORMATION 

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

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

ill Except during proceedings before the state tax 

appeal board pursuant to 15-2-201, ~he-re~~rft5-aftd-other 

in£ormetion-scpp%ied-by-a-eoa%--m±ne--operator--ptlrstlant--to 

tseetions--!-aftd-3-threcgh-6T7-to~etfter-witft-any-eorrectiofts 

thereer-whieh-may-have-been--made--by--the--department, THE 

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

SALES AGREEMENTS SPECIFIED IN (SECTION 5(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 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 

(Btu per pound 

of coal): 

Under 7,000 

7,000-8,000 

8,000-9,000 

Over 9,000 

Surface 

Mining 

12 cents or 

20% of value 

22 cents or 

30\ of value 

34 cents or 

30% of value 

40 cents or 

30% of value 

"Value" means the contract sales price. 

Underground 

Mining 

5 cents or 

3% of value 

8 cents or 

4% of value 

10 cents or 

4% of value 

12 cents or 

4% of value 

(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 so,ooo tons of coal in 

a calendar year, he will be liable for severance tax 

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

upon 

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

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

~ 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 TAX 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; 

(II) THE NUMBER AND TERM OF NEW 

EXTENSIONS OF EXISTING AGREEMENTS; 

AGREEMENTS AND 

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

LEVEL OF PRODUCTION; 

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

AND OUT OF THE STATE; 

(Vj THE PHYSICAL, __ SQCJ~L, AND ECO~MIC EMLIRONMENT; 

(B) THE EXTENT. TO WHICH THE TAX CREDIT IS CLAIMED. BY 

OR AWARDED TO COAL MINE OPERATORS WHO ARE NOT ENTITLED TO 

IT: AND 

(C) ANY OTHER FACTORS WHICH MAY AFFECT EITHER PRESENT 
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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 

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

5 (3) THE COAL TAX OVERSIGHT SUBCOMMITTEE SHALL REPORT 

6 ITS FINDINGS AND RECOMMENDATIONS TO THE REVENUE OVERSIGHT 

7 

8 

9 

COMMITTEE DURING THE INTERIM, AND THE 

COMMITTEE SHALL KEEP THE LEGISLATURE 

SUBCOMMITTEE'S FINDINGS AND PRESENT 

REVENUE OVERSIGHT 

INFORMED OF THE 

A REPORT AND 

10 RECOMMENDATIONS TO THE LEGISLATURE. 

1.1 NEW SECTION. Section 10. Nonseverability and effect 

12 

13 

of invalidity. 

dependent upon 

Each part of this act is essentially 

every other pait and if one part is held 

14 unconstitutional or invalid, all other parts are invalid. 

15 If a part of [this actJ is declared invalid, the tax credit 

16 provided for in [this act] does not apply to any coal 

17 produced in Montana after the effective date of any such 

18 court decision. 

19 

20 

21 

22 

23 

NEW SECTION. Section 11. Codification 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. 

NEW SECTION. Section 12. Effective and applicability 

24 dar.es. (l) [This act] is effective on passage and approval. 

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

1984. 

-End-
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