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SENATE BILLNO. 4.2

/
INTRODUCED Bv,7(é/jy

t g —

yé;( REQUEST OF THE SENATE TAXATION COMMITTEE

A BILL FOR AN ACT ENTITLED: "AN ACT REVISING THE CALCULATION OF UNIT VALUE FOR LOCAL
GOVERNMENT SEVERANCE TAX PURPOSES; EXCLUDING FROM THE UNIT VALUE CALCULATION NET
PROCEEDS TAXES ON OIL AND NATURAL GAS THAT ARE ATTRIBUTABLE TO AN EMERGENCY LEVY
IMPOSED IN FISCAL YEAR 1990 ON 1988 PRODUCTION; AMENDING SECTION 15-36-112, MCA; AND
PROVIDING AN IMMEDIATE EFFECTIVE DATE AND A RETROACTIVE APPLICABILITY DATE."

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

Section 1. Section 15-36-112, MCA, is amended to read:

"15-36-112. Disposition of oil and gas state and local government severance taxes -- calculation
of unit value for local government severance tax. (1) Each year the department of revenue shali determine
the amount of tax collected under this chapter from within each taxing unit.

{2} For purposes of the distribution of local government severance taxes collected under this
chapter, the department shali determine the unit value of oil and gas for each taxing unit as follows:

{a) ¥he Subject to the conditions of subsection {2)(c), the unit value for petroleum and other

mineral or crude oil for each taxing unit is the quotient obtained by dividing the net proceeds taxes
calculated on petroleum ar mineral or crude oi! produced in that taxing unit in calendar year 1988 by the
number of barrels of petroleum or other mineral or crude oil produced in that taxing unit during 1988,
excluding new and interim production.

{b) +ha Subject to the conditions of subsection {2)(c}, the unit value for natural gas is the quatient

obtained by dividing the net proceeds taxes calculated on natural gas produced in that taxing unit in
calendar year 1988 by the number of cubic feet of natural gas produced in that taxing unit during 1988,
excluding new and interim production.

{c) The amount of net proceeds taxes calculated under subsections {2}{(a) and (2}(b} may not

include the amount of taxes that are attributable to a financial emergency, as described in 15-10-412(10),

for which additional miils were levied in fiscal year 1990,
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(3) The state and local government severance taxes collected under this chapter must, in
accordance with the provisions of 15-1-501(86), be allocated as follows:

(a) The local government severance tax is statutorily appropriated, as provided in 17-7-502, for
allocation to the county for distribution as provided in subsection {4}.

(b) The state severance tax is allocated to the state general fund.

{4) {a} For the purpose of distribution of the local government severance tax, the department shall
adjust the unit value determined under this section according to the ratio that the local government
severance taxes collected during the quarters to be distributed plus accumulated interest earned by the
state and penalties and interest on delinquent local government severance taxes bears to the total liability
for local government severance taxes for the quarters ta be distributed. The taxes must be calculated and
distributed as follows:

{iy By November 30 of each year, the department shall caiculate and distribute to each eligible
county the amount of local government severance tax, determined by multiplying unit value as adjusted
in this subsection (4}(a) times the units of production on which the local government severance tax was
owed during the calendar quarters ending March 31 and June 30 of the preceding calendar year.

(il By May 31 of each year, the department shall calculate and distribute to each eligible county
the amount of local government severance tax, determined by multiplying unit vaiue as adjusted in this
subsection (4}(a) times the units of production on which the local government severance tax was owed
during the 2 calendar quarters immediately following those quarters referred to in subsection (4){a){i).

{b} Any amount by which the total tax liability exceeds or is less than the total distributions
determined in subsections (4}(a){i} and {4}(a}(ii} must be calculated and distributed in the following manner:

{i) The excess amount or shortage must be divided by the total gistribution determined for that
period to obtain an excess or shortage percentage.

lil The excess percentage must be multiplied by the distribution to each taxing unit, and this
amount must be added to the distribution to each respective taxing unit.

i} The shortage percentage must be multiplied by the distribution to each taxing unit, and this
amount must be subtracted from the distribution to each respective taxing unit.

{6} {a) Except as provided in subseetien subsections {5}{b} and (6), the county treasurer shall

distribute the money received under subsection (4} to the taxing units that levied mills in fiscal year 1990

against calendar year 1988 production in the same manner that all other property tax proceeds were
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distributed during fiscal year 1990 in the taxing unit, except that a distribution may not be made to a
municipal taxing unit.

(b} A distribution may not be made under this subsection {5} for mill levies attributabie to a financial

emergency, as described in 15-10-412(10), that were levied in fiscal yvear 1990.

(6} The beard of county commissioners of a county may direct the county treasurer to reallocate
the distribution of local government severance tax money that would have gone to a taxing unit, as
provided in subsection (5}{a), to another taxing unit or taxing units, other than an elementary school or high
school, within the county under the following conditions:

{a} The county treasurer shall first allocate the local government severance taxes to the taxing units
within the county in the same proportion that all other property tax proceeds were distributed in the county
in fiscal year 1990.

. (b} If the allocation in subsection (6){a) exceeds the total budget for a taxing unit, the
commissioners may direct the county treasurer to allocate the excess to any taxing unit within the county.

(7) The board of trustees of an elementary or high school district may reallocate the local
government severance taxes distributed to the district by the county treasurer under the following
conditions:

(a) The district shall first allocate the local government severance taxes to the budgeted funds of
the district in the same proportion that all ather property tax proceeds were distributed in the district in
fiscal year 1990.

(b) If the allocation under subsection {7)(a} exceeds the total budget for a fund, the trustees may

allocate the excess to any budgeted fund of the schooi district.”

NEW SECTION. Section 2. Coordinationinstruction. If Senate Bill No. 412 is passed and approved,
then [section 17], [section 18], and [section 19] of Senate Bill No. 412 are amended as provided in
subsections (1), {2}, and (3), respectively.

{1) The section relating to the calculation of unit value, [section 17] of Senate Bill No. 412, is
amended to read:

"NEW SECTION. Section 17. Calculation of unit value. For the purposes of distribution of oil and
natural gas production taxes to county and school taxing units for production from pre-1985 wells, the

department shall determine the unit value of cil and natural gas for each taxing unit as follows:

-3-
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(1) Fhe Subject to the conditions of subsection (3}, the unit value for cil for each taxing unit is the

quotient obtained by dividing the net proceeds taxes caiculated on oil produced and sold in that taxing unit
in calendar year 1988 by the number of barrels of ¢il produced in that taxing unit during 1988, excluding
post-1985 wells.

{2} The Subject to the conditions of subsection (3}, the unit value for natural gas is the quotient

obtained by dividing the net proceeds taxes calculated on natural gas produced and sold in that taxing unit
in calendar year 1988 by the number of cubic feet of natural gas produced in that taxing unit during 1988,
excluding post-1985 wells.

(3) The amount of net proceeds taxes calculated under subsections {1} and {2} may not include

the amount of taxes that are attributable to a financial emergency, as described in 15-10-412{10), for

which additional mills were levied in fiscal year 1990."

(2) The section relating to the distribution of oil and natural gas production taxes, [section 18] of
Senate Bill No. 412, is amended to read:

"NEW SECTIQN. Section 18. Distribution of taxes. (1) For each calendar quarter, the department
of revenue shall determine the amount of tax, late payment interest, and penalty collected under [sections
1 through 20I. For purposes of distribution of the taxes to county and school taxing units, the department
shall determine the amount of oil and natura! gas preduction taxes paid on production from pre-1985 wells,
post-1985 wells, and horizontally drilled wells located in the taxing unit.

{2) Except as provided in subsections {3) and (4}, oil production taxes must be distributed as
follows:

{a) The amount equal to 41.6% of the oil production taxes, including late payment interest and
penalty, collected under [sections 1 through 20] must be distributed as provided in subsection (7).

{b) The remaining 58.4% of the oil production taxes, plus accumulated interest earned on the
amount allocated under this subsection (2)(b}, must be deposited in the agency fund in the state treasury
and transferred to the county and school taxing units for distribution as provided in subsection (8).

{3) The amount equal to 100% of the ail produciion taxes, inciuding late payment interest and
penalty, collected from working interest owners on production from post-1385 wells occcurring during the
first 12 months of production must be distributed as provided in subsection (7).

(4} The amount egual 10 100% of the oil production taxes, including late payment interest and

_ penalty, collected under [sections 1 through 20j on production from horizontally drilled wells and on the
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incremental production from horizontally recompleted wells occurring during the first 18 months of
production must be distributed as provided in subsection (7).

{5) Except as provided in subsection {6}, natural gas production taxes must be allocated as follows;

{a) The amount equal to 14.6% of the natural gas production taxes, inciuding late payment interest
and penalty, collected under [sections 1 through 20] must be distributed as provided in subsection (7).

{b) The remaining 85.4% of the natural gas production taxes, plus accu‘mulated interest earned on
the amount allocated under this subsection {(b)(b), must be deposited in the agency fund in the state
treasury and transferred to the county and school taxing units for distribution as provided in subsection (8},

(6] The amount equal to 100% of the natural gas production taxes, including late payment interest
and penalty, collected from working interest owners under [sections 1 through 20] an production from
post-1985 wells accurring during the first 12 months of production must be distributed as provided in
subsection (7).

(7) The department shall, in accordance with the provisions of 15-1-501(86), distribute the state
portion of oil and natural gas production taxes, inciuding late payment interest and penalty collected, as
follows:

(a) 85% to the state general fund;

(b} 4.3% to the state special revenue fund for the purpose of paying expenses of the board as
provided in 82-11-135; and

{c) 10.7% to be distributed as provided by 15-38-106(2).

{8) {a) For the purpose of distribution of the oil and natural gas production taxes from pre-19856
wells, the department shall each calendar quarter adjust the unit value determined under this-subsectien
8+ [section 17] according to the ratio that the oil and natural gas production taxes from pre-1985 wells
collected during the calendar quarter for which the distribution occurs plus penalties and interest on
delinquent oil and natural gas production taxes from pre-1985 wells bears to the total liability for the oil and
natural gas production taxes from pre-1985 wells for the quarter for which the distribution occurs. The
amount of oil and production taxes distributions must be calculated and distributed as follows:

{i} By the dates referred to in subsection {9), the department shall calculate and distribute to each
eligible county the amount of oil and natural gas production taxes from pre-1985 wells for the quarter,
determined by multiplying the unit value, as adjusted in this subsection {8}(a}, by the units of production

on which oil and natural gas production taxes from pre-198b wells were owed for the calendar quarter for
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whizch the distribution occurs.

(i) Anly amount by which the total tax liability exceeds or is less than the total distributions
determined in subsection (8){a) must be calculated and distributed in the following manner:

(A) The excess amount or shartage must be divided by the total distribution determined for that
period to obtain an excess or shortage percentage.

(B} The excess percentage must be multipliec by the distribution to each taxing unit, and this
amount must be added to the distribution to each respective taxing unit.

(C) The shortage percentage must be multiplied by the distribution to each taxing unit, and this
amount must be subtracted from the distribution to each respective taxing unit.

(b) i} Except as provided in subsestien subsectigns (8}(b}{ii} and {8){(c), the county treasurer shall

distribute the money received under subsection (9) from pre-1985 wells to the taxing units that levied milis
in fiscal year 1990 against calendar year 1988 production in the same manner that all other property tax
proceeds were distributed during fiscal year 1990 in the taxing unit, except that a distribution may not be
made to @ municipal taxing unit.

(i) A distribution may not be made under this subsection (8) for mill levies attributable to a financial

emergency, as described in 15-10-412(10}, that were levied in fiscal year 1990.

(c) The board of county commissioners of a county may direct the county treasurer to reallocate
the distribution of cil and natural gas production tax money that would have gone to a taxing unit, as
provided in subsection (8)(b){i}, to another taxing unit or taxing units, other than an elementary school or
high schoal, within the county under the folliowing conditions:

{il} The county treasurer shall first aliocare the oil and natural gas production taxes to the taxing
units within the county in the same proportion that all other property tax proceeds were distributed in the
county in fiscal year 1930.

(i) f the allocation in subsection [8)(c)li} exceeds the total budget for a taxing unit, the
commissioners may direct the county treasurer to allocate the excess to any taxing unit within the county.

{d) The board of trustees of an elementary or high school district may realiocate the nil and natural
gas production taxes distributed to the district by the county ireasurer under the following conditions:

(i) The district shall first allocate the oil and natural gas production taxes to the budneted funds
of the district in- the same proportion that all other property tax proceeds were distributed in the district in

fiscal year 1990,
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(i) If the allocation under subsection (8){d}(i} exceeds the total budget for a fund, the trustees may
allocate the excess to any budgeted fund of the school district.

{e) For all production from post-1985 welis and horizontally drilled wells completed after December
31, 1993, the county treasurer shall distribute oil and natural gas production taxes received under
subsections (2){b} and (5)(b} between county and school taxing units in the relative praportions required
by the levies for state, county, and school district purposes in the same manner as praperty taxes were
distributed in the preceding fiscal year.

(f) The allocation to the county in subsection (B}{e) must be distributed by the county treasurer in
the relative proportions required by the levies for county taxing units and in the same manner as property
taxes were distributed in the preceding fiscal year.

{g) The money distributed in subsection {8){e) that is required for the county mill levies for school

- district retirement obligations and transportation schedules must be deposited to the funds estabtished for

these purposes.

{h) The oil and natural gas production taxes distributed under subsection (8)(b){i) that are required
for the 6-mill university levy imposed under 20-25-423 and for the county equalization levies imposed under
20-9-331 and 20-9-333, as those sections read on July 1, 1989, must be remitted by the county treasurer
1o the state treasurer.

(i} The oif and natural gas production taxes distributed under subsection (8}{e) that are required for
the 6-mill university levy imposed under 20-25-423, for the county equalization levies imposed under
20-9-331 and 20-9-333, and for the state equalization aid levy imposed under 20-9-360 must be remitted
by the county treasurer to the state treasurer.

(j) The amount of oil and natural gas production taxes remaining after the treasurer has remitted
the amounts determined in subsections (8)(h) and (8)(i) is for the exclusive use and benefit of the county
and school taxing units. |

(9) The department shall remit the amounts to be distributed in subsection (8) to the county
treasurer by the following dates:

{a) On or before August 1 of each year, the department shall remit to the county treasurer oil and
natural gas production tax payments received for the calendar quarter ending March 31 of the current year.

(b) On or before November 1 of each year, the department shall remit to the county treas‘urer oil

and natural gas production tax payments received for the calendar quarter ending June 30 of the current
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year.

{c) On or before February 1 of each year, the department shall remit to the county treasurer oil and
natural gas production tax payments received for the calendar quarter ending September 30 of the previous
year.

{d} On or before May 1 of each year, the department shall remit to the county treasurer oil and
natural gas production tax payments received for the calendar quarter ending December 31 of the previous
calendar year.

{10) The department shall provide to each county by May 31 of each year the amount of gross
taxable value represented by all types of production taxed under [section 4] for the previous calendar year
multiplied by 60%. The resulting value must be treated as taxable value for county classification purposes
and for county bonding purpases.”

{3) The section relating to thé distribution of local government severance tax payments, [section
19] of Senate Bill No, 412, is amended to read:

"NEW SECTIQON. Section 19. Local government severance tax payments for calendar year 1995
production -- distribution of payments -- not subject to |-105 limitations. (1) The local government
severance tax imposed under 15-36-101, as that section read before [the effective date of this act], for
caiendar year 1995 production is due as follows:

{a) for oil and natural gas production occurring in the first calendar quarter of 1995, the tax is due
May 31, 1996,

{b)} for oil and natural gas production occurring in the second calendar quarter of 1995, the tax is
due May 31, 1997;

(c} for oil and natural gas production occurring in the third calendar quarter of 1995, the tax is due
May 31, 1998; and

(d} for oil and natural gas production occurring in the fourth calendar quarter of 1995, the tax is
due May 31, 1999.

{2) (a) If the taxpayer pays the entire local government severance tax liability for calendar year
1995 on or before June 30, 1996, the taxpayer must receive a 6% reduction in the total local government
severance tax liability.

(b} Any payment of local government severance taxes for calendar yéar 1995 made on or hefore

June 30, 1997, does not accrue interest. Any payment of local government severance taxes for calerdar
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year 1995 made after June 30, 1997, must accrue interest at the rate of 1% a month or fraction of a
month from July 1, 1997, to the date of payment. Any payment for the third quarter of 1995 received after
May 31, 1998, and any payment for the fourth quarter of 1995 received after May 31, 1999, is subject
to the late payment penalty provisions in [section 8].

{c) In the case of the dissolution of the operator or a change in the operator of any lease or unit,
any unpaid local government severance tax for calendar year 1995 becomes due on the date of dissolution
or on the date of the change in operator. The operator is subject to the provisions of subsection {2){a}
regarding the 6% tax liability reduction or the provisions of subsection (2)(b) regarding interest and
penalties.

(3) The department shall determine the amount of tax collected under subsections {1} and (2) from
within each taxing unit.

{4} For purposes of the distribution of local government severance taxes collected under this
section, the department shall use the unit value of oil and gas for each taxing unit as determined in [section
171.

{5) The local government severance tax must be deposited in the agency fund in the state treasury
and transferred to the county for distribution as provided in subsection {6).

(6) For the purpose of the distribution of the local government severance tax for calendar year
1995 production, the department shall adjust the unit value determined under this section according to the
ratio that the local government severance taxes collected during the quarters for which the distribution
occurs plus penalties and interest on delinquent local government severance taxes bears to the total liability

for local government severance taxes for the quarters for which the distribution occurs. The taxes must

be calculated and distributed as follows:
{a) By July 31 of each of the years 1996, 1997, 1998, and 1999, the department shall calculate
and distribute to each eligible county the amount ot local government severance tax for calendar year 1395
production, determined by multiplying the unit value, as adjusted in this subsection {6), by the units of
production on which the local government severance tax was owed during calendar year 1995 praduction.
{b) Any amount by which the total tax liability exceeds or is less than the total distributions
determined in subsection (6}{a) must be calculated and distributed in the following manner:

(i)} The excess amount or shortage must be divided by the total distribution determined for that

_period to obtain an excess or shortage percentage.

-g9.
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(i} The excess percentage must be multiplied by the distribution to each taxing unit, and this
amount must be added to the distribution to each respective taxing unit.

(i) The shortage percentage must be multiplied by the distribution to each taxing unit, and this
amount must be subtracted from the distribution to each respective taxing unit.

(7) (a) The county treasurer shall distribute the money received under subsection (8) between the
county and school taxing units. The distribution between county and school taxing units is the ratio of the
number of mills levied for fiscal year 1990 against 1988 production in each taxing unit for the county,

exclusive of mills levied for a financial emergency as described in [section 18(8)(b){ii}], and schooils,

including the county equalization levies that were in effect under 20-9-331 and 20-9-333 as those sections
read on July 1, 1989, and the university 6-mill levy imposed under 20-25-423, except that a distribution
may not be made to a municipal taxing unit or the state equalization aid levy imposed under 20-9-360.
Distribution of money for the county equalization levies and the university levy must be remitted to the
state by the county treasurer. The amounts distributed under subsections (7){b) and (7}{c) are for the
exclusive use of county and school taxing units,

(b) The county treasurer shall deposit the money from subsection (7}{a) allocated to county levies
to the oil and gas tax accelerated fund.

{c) The trustees of a school district may allocate any payment received under subsection (7}{a) to
any budget fund of the district or to the miscellaneous programs fund established in 20-9-507. The
trustees shall direct the county treasurer to deposit the local government severance tax payments under
this section to the funds of the district in accordance with the allocations determined by the trustees.

(8) Local government severance tax payments t0 eeunty—taxdng—units g_county pursuant to this
section are not subject to the limitations of Title 15, chapter 10, part 4. Payments of local government
severance tax pursuant to this section may not be used for county classification purposes under 7-1-2111
and may not be considered in the determination of bonding limits under 7-7-2101, 7-7-2203, 7-14-2524,
and 7-16-2327."

NEW SECTION. Section 3. Saving clause. [This act] does not affect rights and duties that

matured, penalties that were incurred, or proceedings that were begun before ithe effective date of this

actl.

S10 -
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1 NEW SECTION. Section 4, Effective date -- retroactive applicability. [This act] is effective on

passage and approval and applies retroactively, within the meaning of 1-2-109, to oil and natural gas

produced and sold after December 31, 1994.

PN

-END-
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STATE OF MONTANA - FISCAL NOTE

Fiscal Note for SB0424, as introduced

DESCRIPTION QF PROPQSED LEGISLATION: An act revising the calculation of unit value for local
government severance tax purposes; excluding from the unit value calculation net proceeds taxes
on oil and natural gas that are attributable to an emergency levy imposed in Fiscal Year 1990 on
1988 production; and providing an immediate effective date and a retroactive applicability date.

ASSUMPTIONS:
1. Taxable value of pre-7/1/85 natural gas productionis $49,248,000 in CY95, $50,853,000
in CY96 and $52,349,000 in CY97 (LFA).

2. Taxable value of pre-7/1/85 oil production is $161,540,000 in CY95, $152,830,000 in
CY396 and $150,435,000 in CY97 {LFA).

3. Natural gas and oil production by type, location, and relative value is distributed between
levy districts in CY95, CY96, and CY27 as it was during CY93 (MDOR).

4. Local share of pre-7/1/85 taxes are distributed on 1988 unit value and FY90 mills (MDOR).

5. All revenues from liabilities attributable to a fiscal year and received within 60 days after the
close of the fiscal year are accrued back to that fiscal year (MDOR).

6. Total production for current law state severance taxes is equal to total production of the
Local Government Severance Tax, plus taxable and exempt production from the Net
Proceeds Tax (MDOR).

7. All production year 1995 accelerated local government severance tax payments will be
received prior to June 30, 1996 {(MDOR)]).

8. All production year 1995 accelerated local government severance tax payments will be
discounted by 6.0% (MDOR).

9. The only non-school mills associated with an emergency levy in FY90 were 37.147 mills
levied by Fallon County government (MDOR).

10. Senate Bill 412 is passed and signed into law (MDOR).

(Fiscal Impact - see page 2)

3-244Y , %gﬁf
DAVE LEWIS, BUDGET DIRECTOR DATE DELWYN/GAGE, PRIMARY SPONSQH DATE 4
Office of Budget and Program Planning Fiscal Kote for SB0424, as introduced.
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Fiscal Note Request, SBO424, as introduced
Page 2
(continued)

FISCAL IMPACT:

Expenditures:
There is no impact on department expenditures under the proposed legislation.

Revenues:

The following revenue impacts to locally-distributed accounts are associated with the acceleration
of the CYS5 Local Government Severance Tax liabilities. Fallon County government is the only
taxing jurisdiction which receives a negative revenue impact under the proposed legislation. The
impact to Fallon County Government associated with the acceleration of L.G.S.T. is ($719,000).

FY96 FY97

Difference Difference

University System (6-mill account) $26,000 $0
Foundation Program (45 mills) 196,000 0
County Governments {544,000) 0
Miscellaneous Districts 9,000 ¢}
County Educ. Trans. & Retire. 78,000 0
Elementary Districts 117,000 o
High School Districts $118,000 0
Total $0 $0

The following revenue impacts to locally-distributed accounts are associated with the modification
of the unit value in the consolidated production tax on oil and natural gas. Fallon County
government is the only taxing jurisdiction which receives a negative revenue impact under the
proposed legislation. The impact to Fallon County government associated with the modification
of the unit value in the consolidated production tax is ($355,000) in FY96 and ($706,000) in FY97.

FY96 FY97

Difference Difference
University System (6-mill account) 13,000 25,000
Foundation Program (45 mills) 95,000 190,000
County Governments {(269,000) {534,000)
Miscellaneous Districts 5,000 9,000
County Education (Ret. & Trans) 38,000 77.000
Local Elem. School Districts 60,000 120,000
Local High School Districts 57,000 113,000

Total 50 50



Fiscal Note Request, SB0424, as introduced

Page 3
(continued)

Net Impact:

University System (6-mill account)
Foundation Program (45 mills)
County Governments
Miscellaneous Districts

County Education (Ret. & Trans)
Local Elem. School Districts

Local High School Districts
Total

FY96
Difference

39,000
291,000
{813,000)
14,000
116,000
177,000
175,000
$0

FYa?y
Difference

25,000
190,000
(534,000}
9,000
77.000
120,000
113,000
$0




STATE OF MONTANA - FISCAL NOTE

Fiscal Note for SB-424, third reading.

DESCRIPTION OF PROPOSED LEGISLATION: An act revising the calculation of unit value for local
government severance tax purposes; excluding from the unit value calculation net proceeds taxes
on oil and natural gas that are attributable to an emergency levy imposed in Fiscal Year 1990 on
1988 production; and providing an immediate effective date and a retroactive applicability date.

ASSUMPTIONS:

1. Taxable value of pre-7/1/85 natural gas production is §49,248,000 in CY95, $50,853,000
in CY96 and-$52,349,000 in CYS7 (LFA).

2. Taxable value of pre-7/1/85 oil production is $161,540,000 in CY95, $152,830,000 in
CY96 and $150,435,000 in CY97 (LFA).

3. Natural gas and oil production by type, location, and relative value is distributed between
levy districts in CY95, CY96, and CY97 as it was during CY93 (MDOR]).

4, Local share of pre-7/1/85 taxes are distributed on 1988 unit value and FY90 mills (MDOR).

5. All revenues from liabilities attributable to a fiscal year and received within 60 days after the
close of the fiscal year are accrued back to that fiscal year (MDOR).

6. Total production for current law state severance taxes is equal to total production of the
Local Government Severance Tax, plus taxable and exempt production from the Net
Proceeds Tax (MDOR}.

7. All production year 1995 accelerated local government severance tax payments will be
received prior to June 30, 1996 (MDOR).

8. Ail production year 1995 accelerated local government severance tax payments will be
discounted by 6.0% (MDOR).

9. The only non-school mills associated with an emergency levy in FY90 were 37.147 mills
levied by Fallon County government (MDOR).

10. Senate Bill 412 is passed and signed into law (MDOR).
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DAVID LEWIS, BUDGET DIRECTOR DATE DELWYN GAGE, PRIMARY SPONSOR DATE
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Fiscal Note Request, SB-424, third reading.
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{continued)

FISCAL IMPACT:

Expenditures:
There is no impact on department expenditures under the proposed legislation.

Revenues:

The following revenue impacts to locally-distributed accounts are associated with the acceleration
of the CY95 Local Government Severance Tax liabilities. The impact to Fallon County Government
associated with the acceleration of L.G.5.T. is ($270,000).

FY96 _ FY97

Difference Difference

University System (6-mill account) $0 $0
Foundation Program {45 mills} {1,000) 0
County Governments {95,000) 0
Miscellaneous Districts {7,000) 0
County Educ. Trans. & Retire. 43,000 0
Elementary Districts 33,000 0
High School Districts $27.000 0]
Total $0 $0

The following revenue impacts to locally-distributed accounts are associated with the modification
of the unit value in the consolidated production tax on oil and natural gas. The impact to Fallon
County government associated with the maodification of the unit value in the consolidated
production tax is ($133,000) in FY96 and ($266,000) in FY97.

FY96 FY97

Difference Difference
University System (6-mill account) 0 0
Foundation Program {45 mills) (2,000) (3,000)
County Governments (47,000) (94,000)
Miscellaneous Districts (3,000) (7,000)
County Education (Ret. & Trans) 21,000 42,000
Local Elem. School Districts 19,000 38,000
Local High School Districts 12,000 24,000

Total _ $0 $0



Fiscal Note Request, SB-424, third reading, as amended.

Page 3
(continued)

Net Impact.

University System (6-mill account)
Foundation Program (45 mills)
County Governments
Miscellaneous Districts
County Education (Ret. & Trans)
Local Elem. School Districts
Local High School Districts

Total

FY96
Difference

0

{3,000}
(142,000)
{10,000)
64,000
52,000
39,000
$0

FY9?7
Difference

0
(3,000)
(94,000)
(7,000)
42,000
38,000
24,000
$0
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%Y REQUEST OF THE SENATE TAXATION COMMITTEE

A BILL FOR AN ACT ENTITLED: "AN ACT REVISING THE CALCULATION OF UNIT VALUE FOR LOCAL
GOVERNMENT SEVERANCE TAX PURPQOSES; EXCLUDING FROM THE UNIT VALUE CALCULATION NET
PROCEEDS TAXES ON OIL AND NATURAL GAS THAT ARE ATTRIBUTABLE TO AN EMERGENCY LEVY
IMPOSED IN FISCAL YEAR 1990 ON 1988 PRODUCTION; AMENDING SECTION 15-36-112, MCA; AND
PROVIDING AN IMMEDIATE EFFECTIVE DATE AND A RETROACTIVE APPLICABILITY DATE."

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

Saction 1, Section 15-36-112, MCA, is amended to read:

"15-36-112. Disposition of oil and gas state and local government severance taxes -- calculation
of unit value for local government severance tax. {1) Each year the department of revenue shall determine
the amount of tax collected under this chapter from within each taxing unit.

{2) For purposes ot the distribution of local government severance taxes coliected under this
chapter, the department shall determine the unit value of oil and gas for each taxing unit as follows:

{(a} Fhe Subiect to the conditions of subsection (2){c}, the unit value for petroleum and other
mineral or crude oil for each taxing unit is the quotient obtained by dividing the net proceeds taxes
calculated on petroleum or mineral or crude oil produced in that taxing unit in calendar year 1988 by the
number of barreis of petroleum or other mineral ar crude oil produced in that taxing unit during 1988,
excluding new and interim production.

(b} Fhe Subject to the conditions of subsection (2)(c], the unit value for natural gas is the quotient
obtained by dividing the net proceeds taxes calculated on natural gas produced in that taxing unit in
calendar year 1988 by the number of cubic feset of natural gas produced in that taxing unit during 1988,
excluding new and interim production.

{c) The amount of net proceeds taxes cailculated under subsections {2)(a) and (2){b} may not

include the amount of taxes that are attributable to a financial emergency, as described in 15-10-412{10),

for_ which additional mills werse levied in fiscal year 1990.

1. S8 429
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{3) The state and local government severance taxes collected under this chapter must, in
accordance with the provisions of 15-1-501(6), be allocated as follows:

{a) The local government severance tax is statutorily appropriated, as provided in 17-7-502, for
allocation to the county for distribution as provided in subsection (4}.

{b} The state severance tax is allocated to the state general fund.

(4) (a) For the purpose of distribution af the local government severance tax, the department shall
adjust the unit value determined under this section according to the ratio that the local government
severance taxes collected during the quarters to be distributed plus accumuiated interest earned by the
state and penalties and interest on delinquent local government severance taxes bears to the totai liability
for local government severance taxes for the quarters to be distributed. The taxes must be calculated and
distributed as follows:

(i) By November 30 of each year, the department shall calculate and distribute to each eligible
county the amount of local government severance tax, determined by multiplying unit value as adjusted
in this subsection {4)(a) times the units of production on which the local government severance tax was
owed during the calendar gquarters ending March 31 and June 30 of the preceding calendar vyear.

(i) By May 31 of each year, the department shall calculate and distribute to each eligible county
the amount of local government severance tax, determined by muitiplying unit value as adjusted in this
subsection {4}{a) times the units of production on which the local government severance tax was owed
during the 2 calendar quarters immediately following those quarters referred to in subsection (4}(a)(i).

(b} Any amount by which the total tax liability exceeds or is less than the total distributions
determined in subsections (4}{a)(i) and (4){a)(ii) must be calculated and distributed in the following manner:

{i} The excess amount or shortage must be divided by the total distribution determined for that
period to obtain an excess or shortage percentage.

(il The excess percentage must be multipliad by the distribution to each taxing unit, and this
amount must be added to the distribution to each respective taxing unit.

{iii) The shortage percentage must be multiplied by the distribution to each taxing unit, and this
amount must be subtracted from the distribution to each respective taxing unit.

(5) {a} Except as provided in subseetien subsections (5)(b} and (6], the county treasurer shall

distribute the money received under subsection (4) to the taxing units that levied mills in fiscal year 1990

against calendar year 1988 production in the same manner that all other property tax proceeds were
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distributed during fiscal year 1990 in the taxing unit, except that a distribution may not be made to a
municipal taxing unit.

(b} A distribution may not be made under this subsection (5) for mill levies attributable to a financiai

emergency, as described in 15-10-412(10), that were levied in fiscal year 1990.

(6) The board of county commissioners of a county may direct the county treasurer to reallocate
the distribution of local government severance tax money that would have gone to a taxing unit, as
provided in subsection {5){a), to another taxing unit or taxing units, other than an elementary school or high
school, within the county under the following conditions:

{a} The county treasurer shail first allocate the local government severance taxes to the taxing units
within the county in the same praportion that all other property tax proceeds were distributed in the county
in fiscal year 1990.

(b) If the allocation in subsection (6)(a) exceeds the total budget for a taxing unit, the
commissioners may direct the county treasurer to allocate the excess to any taxing unit within the county.

(7) The board of trustees of an elementary or high school district may reallocate the local
government severancé taxes distributed to the district by the county treasurer under the following
conditions:

{a) The district shall first allocate the local government severance taxes to the budgeted tunds of
the district in the same proportion that ali other property tax proceeds were distributed in the district in
fiscal year 1990.

(b)r If the allocation under subsection (7}(a) exceeds the total budget for a fund, the trustees may

allocate the excess to any budgeted fund of the school district.”

NEW SECTION., Section 2. Coordinationinstruction. If Senate Bill No. 412 is passed and approved,
then [section 17], [section 18], and [section 19] of Senate Bill No. 412 are amended as provided in
subsections (1), {2), and (3), respectively.

{1) The section relating to the calculation of unit value, [section 17} of Senate Bill No. 412, is
amended to read:

"NEW SECTION. Section 17. Calculation of unit value. For the purposes of distribution of oil and
natural gas production taxes to county and school taxing units for production from pre-1985 wells, the

department shall determine the unit value of oil and natural gas for each taxing unit as follows:

ﬁ\ (Montana Legistative Council
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{1} The Subject to the conditions of subsection (3), the unit value for oil for each taxing unit is the

quotient obtained by dividing the net proceeds taxes calculated on oil produced and soid in that taxing unit
in calendar year 1988 by the number of barrels of oit produced in that taxing unit during 1988, exciuding
post-1986 wells.

(2} Fhe Subiject to the conditions of subsection {3}, the unit value for natural gas is the quotient

obtained by dividing the net proceeds taxes calculated on natural gas produced and sold in that taxing unit
in calendar year 1988 by the number of cubic feet of natural gas produced in that taxing unit during 1988,
excluding post-1985 waells.

(3) The amount of net proceeds taxes calculated under subsections {1} and {2} may not include

the amount of taxes that are attributable to a financial emergency, as described in 15-10-412{10), for

which additional mills were levied in fiscal year 1990."

(2) The section relating to the distribution of oil and natural gas production taxes, [section 18] of
Senate Bill No. 412, is amended to read:

"NEW SECTION. Section 18. Distribution of taxes. (1) For each calendar quarter, the department
of revenue shall determine the amount of tax, late payment interest, and penalty collected under [sections
1 through 20]. For purposes of distribution of the taxes to county and schaol taxing units, the department
shall determine the amount of ail and natural gas production taxes paid on production from pre-1985 wells,
post-1985 wells, and horizontally drilled wells located in the taxing unit.

{2) Except as provided in subsections (3) and (4), oil production taxes must be distributed as

follows:

{a) The amount equal to 41.6% of the oil production taxes, including late payment interest and
penalty, collected under [sections 1 through 20] must be distributed as provided in subsection {7).

{b) The remaining 58.4% of the oil production taxes, plus accumulated interest earned on the
amount allocated under this subsection (2){b), must be deposited in the agency fund in the‘state treasury
and transferred to the county and school taxing units for distribution as provided in subsection {8).

{3) The amount equal to 100% of the oil production taxes, including late payment interest and
penalty, coliected from working interest owners on production from post-1985 wells occurring during the
first 12 months of production must be distributed as provided in subsection {7).

(4) The amount egual to 100% of the oil production taxes, including late payment interest and

. penaity, collected under [sections 1 through 20] on production from horizontally drilled wells and on the
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incremental production from horizontally recompleted wells occurring during the first 18 months of
proeduction must be distributed as provided in subsection (7).
{5) Except as provided in subsection (6}, natural gas production taxes must be allocated as follows:
{a) The amount equal to 14.6% of the natural gas production taxes, including late payment interest
and penalty, collected under [sections 1 through 20} must be distributed as provided in subsection (7).
{b) The remaining 85.4% of the natural gas production taxes, plus accumulated interest earned on
the amount allocated under this subsection (5){b), must be deposited in the agency fund in the state
treasury and transferred to the county and schoci taxing units for distribution as provided in subsection (8).
{6) The amount equal to 100% of the natural gas production taxes, including late payment interest
and penalty, collected from working interest owners ynder [secticns 1 through 20] on production from

nost-1985 wells occurring during the first 12 months of production must be distributed as provided in

. subsection (7).

{7) The department shall, in accordance with the provisions of 15-1-601(8), distribute the state
portian of oii and natural gas production taxes, including late payment interest and penalty collected, as
follows:

{a) B5% to the state general fund;

(b) 4.3% to the state special revenue fund for the purpose of paying expenses of the board as
provided in 82-11-135; and

{c) 10.7% to be distributed as provided by 15-38-106(2).

{8) (a) For the purpose of distribution of the oil and natural gas production taxes from pre-1385
wells, the department shall each calendar quarter adjust the unit value determined under this—subsection
{8+ [section 17] according to the ratio that the oil and natural gas production taxes from pre-1985 wells
collected during the calendar quarter for which the distributiocn occurs plus penalties and interest on
delinquent oil and naturai gas production taxes from pre-1985 wells bears to the total liability for the oil and
natural gas production taxes from pre-1985 welis for the quarter for which the distribution occurs. The
amount of oil and production taxes distributions must be calculated and distributed as follows:

{i) By the dates refarred to in subsection (9), the department shall calculate and distribute to each
eligible county the amount of oil and natural gas production taxes from pre-1985 wells for the quarter,
determined by multiplying the unit value, as adjusted in this subsection (8){a), by the units of production

on which oil and natural gas production taxes from pre-1985 wells were owed for the calendar quarter for

-5-
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which the distribution occurs.

(i) Any amount by which the total tax liability exceeds or is less than the total distributions
determined in subsection (8){a) must be calculated and distributed in the following manner:

{A) The excess amount or shortage must be divided by the total distribution determined for that
period to obtain an excess or shortage percentage.

{B) The excess percentage must be multiplied by the distribution to each taxing unit, and this
amoun! must be added to the distribution to each respective taxing unit.

(C} The shortage percentage must be muitiplied by the distribution to each taxing unit, and this
amount must be subtracted from the distribution to each respective taxing unit.

(b) {ii Except as provided in subseetion subsections (8){b}{ii) and {8)(c], the county treasurer shall

distribute the money received under subsection {9} from pre-1985 wells to the taxing units that levied mills
in fiscal year 1990 against calendar year 1988 production in the same manner that ail other property tax
proceeds were distributed during fiscal year 1990 in the taxing unit, except that a distribution may not be
made t0 a municipal taxing unit.

(i) A distribution may not be made under this subsection (8) for mill levies attributabte to a financial

emerqgency, as described in 15-10-412{10), that were levied in fiscal year 1990.

{c) The board of county commissioners of a county may direct the county treasurer to reallocate
the distribution of oil and natural gas production tax money that would have gone to a taxing unit, as
provided in subsection {8}(b){i}, to another taxing unit or taxing units, other than an elementary school or
high school, within the cbunty under the following conditions:

(i} The county treasurer shall first allocate the oil and natural gas production taxes to the taxing
units within the county in the same proportion that all other property tax proceeds were distributed in the
county in fiscal year 1990,

{ii) If the allocation in subsection (8lic){i} exceeds the total budget for a taxing unit, the
commissioners may direct the county treasurer to allocate the excess to any taxing unit within the county.

{d) The board of trustees of an elementary or high school district may reallocate the oil and natural
gas production taxes distributed to the district by the county treasurer under the following conditions:

{i} The district shall first allocate the oil and natural gas production taxes to the budgeted funds

of the district in the same proportion that all other property tax proceeds were distributed in the district in

fiscal year 1990.

-6 -
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(ii) If the allocation under subsection (8)(d){i} exceeds the total budget for a fund, the trustees may
allocate the excess to any budgeted fund of the schoo! district.

(e} For all production from past-1985 wells and horizontaily drilied wells completed after December
31, 1993, the county treasurer shall distribute oil and natural gas production taxes received under
subsections {2){b) and (5}(b) between county and school taxing units in the relative proportions required
by the levies for state, county, and school district purposes in the same manner as praperty taxes were
distributed in the preceding fiscal year.

(f} The allocation to the county in subsection (8)(e) must be distributed by the county treasurer in
the relative proportions required by the levies for county taxing units and in the same manner as property
taxes were distributed in the preceding fiscal year.

{g} The money distributed in subsection (B)(e} that is required for the county mill levies for school

- district retirement obligations and transportation schedules must be deposited to the funds established for

these purposes.

{h) The oil and natural gas production taxes distributed under subsection (8}(b){i} that are required
for the 6-mill university levy imposed under 20-25-423 and for the county equalization levies imposed under
20-9-331 and 20-9-333, as those sections read on July 1, 1989, must be remitted by the county treasurer
to the state treasurer.

() The oil and natural gas production taxes distributed under subsection (8){e) that are required for
the 6-mill university levy imposed under 20-25-423, for the county equalization levies imposed under
20-9-331 and 20-9-333, and for the state equalization aid levy imposed under 20-9-360 must be remitted
by the county treasurer to the state treasurer.

{i), The amount of oil and natural gas production taxes remaining after the treasurer has remitted
the amounts determined in subsections (8}{h} and (B]{i) is for the exclusive use and benefit of the county
and school taxing units.

{9) The department shall remit the amounts to be distributed in subsection (8) to the county
treasurer by the following dates:

(a) On or before August 1 of each year, the department shail remit to the county treasurer oil and
natural gas production tax payments received for the calendar quarter ending March 31 of the current year.

(b} On or before November 1 of each year, the department shall remit to the county treaslurer oil

and natural gas production tax payments received for the calendar quarter ending June 30 of the current
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{c) On or before February 1 of each year, the department shail remit to the county treasurer oil and
natural gas production tax payments received for the calendar quarter ending September 30 of the previous
year,

{d} On or before May 1 of each year, the department shall remit to the county treasurer oil and
natural gas production tax payments received for the calendar quarter ending December 31 of the previous
calendar year.

{10) The department shall provide to each county by May 31 of each year the amount of gross
taxable value represented by all types of production taxed under [section 4] for the previous calendar year
multiplied by 80%. The resulting value must be treated as taxable value for county classification purposes
and for county bonding purposes.” |

(3) The section relating to the distribution of local government severance tax payments, [section
19] of Senate Bill No. 412, is amended to read:

"NEW SECTION. Section 19. Local government severance tax payments for calendar year 1995
production -- distribution of payments -- not subject to 1-105 limitations. {1} The local government
severance tax imposed under 15-36-101, as that section read before [the effective date of this act], for
calendar year 1995 production is due as follows:

{a)} for oil and natural gas praduction occurring in the first calendar quarter of 1995, the tax is due
May 31, 1996;

(b} for oil and natural gas praduction occurring in the second calendar quarter of 1995, the tax is
due May 31, 1997,

{e) for oil and natural gas production occurring in the third calendar quarter of 1895, the tax is due
May 31, 1998; and

(d} for oil and natural gas production occurring in the fourth calendar quarter of 1995, the tax is
due May 31, 1999,

(2) (a) If the taxpayer pays the entire local government severance tax liability for calendar year
1995 on or before June 30, 1996, the taxpayer must receive a 6% reduction in the total iocal government
severance tax liability.

(b) Any payment of local government severance taxes for calendar year 1995 made on or before

June 30, 1997, does not accrue interest. Any payment of local government severance taxes for calendar

.8-
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year 1995 made after June 30, 1997, must accrue interest at the rate of 1% a manth or fraction of a
month from July 1, 1997, to the date of payment. Any payment for the third quarter of 1995 received after
May 31, 1998, and any payment for the fourth quarter of 1995 received after May 31, 1999, is subject
to the late payment penalty provisions in [section 8].

(c) In the case of the dissolution of the operator or a change in the operator of any lease or unit,
any unpaid local government severance tax for calendar year 1995 becomes due on the date of dissolution
or on the date of the change in operator. The operator is subject to the provisions of subsection (2)(a)
regarding the 6% tax liability reduction or the provisions of subsection (2}(b) regarding interest and
penalties.

{3} The department shall determine the amount of tax collected under subsections (1) and (2) from
within each taxing unit.

(4) For purposes of the distribution of local government severance taxes collected under this
section, the department shall use the unit value of cii and gas for each taxing unit as determined in [section
17].

(5) The local government severance tax must be deposited in the agency fund in the state treasury
and transferred to the county for distribution as provided in subsection {6}.

(6} For the purpose of the distribution of the locai government severance tax for calendar year
1995 production, the department shall adjust the unit value determined under this section according to the
ratio that the local govaernment seveérance taxes collected during the quarters for which the distribution
occurs plus penalties and interest on delinquent local government severance taxes bears to the total liability
far local government severance taxes for the quarters for which the distribution occurs. The taxes must
be calculated and distributed as follows:

{a) By July 31 of each of the years 1996, 1997, 1998, and 1999, the department shall calculate
and distribute to each eligible county the amount of local government severance tax for calendar year 1995
production, determined by multiplying the unit value, as adjusted in this subsection (6}, by the units of
production on which the local government severance tax was owed during calendar year 1995 production.

(b} Any amount by which the total tax liability exceeds or is less than the total distributions
determined in subsection (6}(a) must be calculated and distributed in the following manner:

(i} The excess amount or shortage must be divided by the total distribution determined for that

~ period to obtain an excess or shortage percentage.
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(ii) The excess percentage must be muitiplied by the distribution to each taxing unit, and this
amount must be added to the distribution to each respective taxing unit.

(iiiy The shortage percentage must be multiplied by the distribution to each taxing unit, and this
amount must be subtracted from the distribution to each respective taxing unit.

{7} (a) The county treasurer shall distribute the money received under subsection (6) between the
county and schoaol taxing units. The distribution between county and school taxing units is the ratio of the
number of mills levied for fiscal year 1990 against 1988 production in each taxing unit for the county,

exclusive of mills levied for a financial emergency as described in [section 18{(8}(b)(ii}]], and schools,

including the county equalization levies that were in effect under 20-9-331 and 20-9-333 as those sections
read on July 1, 1989, and the university 6-mill levy imposed under 20-25-423, except that a distribution
may not be made to a municipal taxing unit or the state equalization aid levy imposed under 20-9-360.
Distribution of money for the county equalization levies and the university levy must be remitted to the
state by the county treasurer. The amounts distributed under subsections (7)(b} and {7)(c) are for the
exclusive use of county and school taxing units.

(b} The county treasurer shall deposit the money from subsection (7}{a) allocated to county levies
to the oil and gas tax accelerated fund.

{c) The trustees of a school district may allocate any paymant received under subsection (7){a) to
any budget fund of the district or to the miscellaneous programs fund established in 20-9—507‘. The
trustees shall direct the county treasurer to deposit the local government severance tax payments under
this section to the funds of the district in accordance with the allocations determined by the trustees,

(8) Local government severance tax payments to esunty—taxiag-units a county pursuant to this
section are not subject to the limitations of Title 15, chapter 10, part 4. Payments of local government
severance tax pursuant to this section may not be used for county classification purposes under 7-1-2111
and may not be considered in the determination of bonding limits under 7-7-2101, 7-7-2203, 7-14-2524,
and 7-16-2327."

NEW _SECT!ON. Section 3. Saving clause. [This act] does not affect rights and duties that

matured, penalties that were incurred, or proceedings that were begun before [the effective date of this

act].

-10-
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1 NEW SECTION. Section 4. Effective date -- retroactive applicability. [This‘act] is effective on

passage and approval and applies retroactively, within the meaning of 1-2-109, to oil and natural gas

3 produced and sold after December 31, 1994,

4 -END-
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SENATE BILL NO. 424
INTRODUCED BY GAGE
BY REQUEST OF THE SENATE TAXATION COMMITTEE

A BILL FOR AN ACT ENTITLED: "AN ACT REVISING THE CALCULATION OF UNIT VALUE FOR LOCAL
GOVERNMENT SEVERANCE TAX PURPOS’ES: EXCLUDING FROM THE UNIT VALUE CALCULATION NET
PROCEEDS TAXES ON OIL AND NATURAL GAS THAT ARE ATTRIBUTABLE TO AN EMERGENCY LEVY
IMPOSED IN FISCAL YEAR 1990 ON 1988 PRODUCTION; AMENDING SECTION 15-36-112, MCA; AND
PROVIDING AN IMMEDIATE EFFECTIVE DATE AND A RETROACTIVE APPLICABILITY DATE."

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

Section 1. Section 15-36-112, MCA, is amended to read:

"15-36-112. Disposition of oil and gas state and local government severance taxes -- calculation
of unit value for local government severance tax. (1) Each year the department of revenue shall detérmine
the amount of tax collected under this chapter from within each taxi’ng unit.

(2) For purposes of the distribution of local government severance taxes collected under this
chapter, the department shall determine the unit value of oil and gas for each taxing unit as follows:

(a) The Subject to the conditions of subsection (2)(c), the unit value for petroleum and other
mineral or crude oil for each taxing unit is the quotient obtained by dividing the net proceeds taxes
calculated on petroteum or mineral or crude cil produced in that taxing unit in calendar year 1988 by the
number of barrels of petroleum or other mineral or crude oil produced in that taxing unit during 1988,
excluding new and interim production.

(b} Fhe Subject to the conditions of subsection {2){c), the unit value for natural gas is the quotient
obtained by dividing the net proceeds taxes calculated on natural gas produced in that taxing unit in
calendar year 1988 by the number of cubic feet of natural gas produced in that taxing unit during 1988,
excluding new and interim production,

c) The amount of net proceeds taxes calculated under subsections {2)(a) and (2)(b} may not

include the amount of taxes that are attributable tc a financial emergency, as described in 15-10-412{10

for which additionai mills were levied in fiscal year 1990,
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{3) The state and local government severance taxes collected under this chapter must, in
accordance with the provisions of 15-1-601(8), be allocated as follows:

{a) The local government severance tax is statutorily appropriated, as provided in 17-7-602, for
allocation to the county for distribution as provided in subsection (4).

(b) The state severance tax is allocated to the state general fund.

{4} (a) For the purpose of distribution of the local government severance tax, the department shall
adjust the unit value determined under this section according to the ratio that the jocal government
severance taxes collected during the quarters to be distributed plus accumulated interest earned by the
state and penalties and interest on delinquent local government severance taxes bears to the total liability
for local government severance taxes for the quarters to be distributed. The taxes must be calculated and
distributed as follows:

(i} By November 30 of each year, the department shall calculate and distribute to each eligible
county the amount of local gevernment severance tax, determined by muitiplying unit value as adjusted
in this subsection (4}{a) times the units of production on which the local government severance tax was
owed during the calendar quarters ending March 31 and June 30 of the preceding calendar year.

(i) By May 31 of each year, the department shall calculate and distribute to each eligible county
the amount of local government severance tax, determined by muitiplying unit value as adjusted in this
subsection (4){a) times the units of production on which the local government severance tax was owed
during the 2 calendar quarters immediately following those quarters referred to in subsection (4){a)(i).

(b) Any amount by which the total tax liability exceeds or is less than the total distributions
determined in subsections (4)(a}(i) and (4)(a}{ii) must be calculated and distributed in the following manner:

(i) The excess amount or shortage must be divided by the total distribution determined for that
period to obtain an excess or shortage percentage.

(i) The excess percentage must be multiplied by the distribution to each taxing unit, and this
amount must be added to the distribution to each respective taxing unit.

(i) The shortage percentage must be muitiplied by the distribution to each taxing unit, and this
amount must be subtracted from the distribution to each respective taxing unit.

(5) {at Except as provided in subseetion subseetions—bHbl-and SUBSECTION (6), the county
treasurer shall distribute the money received under subsection {4) to the taxing units that levied mills in

fiscal year 1990 against calendar year 1988 production in the same manner that all other property tax
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proceeds were distributed during fiscal year 1990 in the taxing unit, except that a distribution may not be

made to a municipal taxing unit.

{8) The board of county commissioners of a county may direct the county treasurer to reallocate

the distribution of local government severance tax money that would have gone to a taxing unit, as
provided in subsection {b){a}, to anather taxing unit or taxing units, other than an elementary school or high
school, within the county under the following conditions:

{(al The county treasurer shall first allocate the local government severance taxes to the taxing units
within the county in the same proportion that all other property tax proceeds were distributed in the county
in fiscal year 1990. |

{b} If the allocation in subsection (6){(a) exceeds the total budget for a taxing unit, the
commissioners may direct the county treasurer to allocate the excess to any taxing unit within the county.

(7} The board of trustees of an elementary or high school district may reallocate the local
government severance taxes distributed to the district by the county treasurer under the following
conditions:

(a) The district shall first allocate the local government severance taxes to the budgeted funds of
the district in the same proportion that all other property tax proceeds were distributed in the district in
fiscal year 1990.

{b} If the allocation und‘er subsection {7}{a) exceeds the total budget for a fund, the trustees may

allocate the excess to any budgeted fund of the school district.”

NEW SECTION. Section 2. Coordination instruction. If Senate Bill No. 412 is passed and

approved, then [section 17], [section 18], and [section 19] of Senate Bill No. 412 are amended as provided
in subsections (1), (2}, and (3], respectively.

{1) The section relating to the calculation of unit value, [section 17] of Senate Bill No. 412, is
amended to read: |

"NEW SECTION. Section 17. Calculation of unit value. For the purposes of distribution of oil and
natural gas production taxes to county and school taxing units for production from pre-1985 wells, the

department shall determine the unit value of oil and natural gas for each taxing unit as follows:
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(1) Fhe Subject to the conditions of subsection (3), the unit value for oil for each taxing unit is the

quotient obtained by dividing the net proceeds taxes calculated on oil produced and sold in that taxing unit
in calendar year 1988 by the number of barrels of oil produced in that taxing unit during 1988, excluding
post-1985 wells.

(2) The Subject to the conditions of subsection {3), the unit value for natural gas is the quotient

obtained by dividing the net proceeds taxes calculated an natural gas produced and sold in that taxing unit
in calendar year 1988 by the number of cubic feet of natural gas produced in that taxing unit during 1988,
excluding post-1985 wells.

(3] The amount of net proceeds taxes calculated under subsections {1] and {2) may not include
the amount of taxes that are attributable to a financial emergency, as described in 15-10-412(10}, for

which additional mills_were levied in fiscal vear 1990."

{2} The section relating to the distribution of oil and natural gas production taxes, [section 18] of
Senate Bill No. 412, is amended to read:

"NEW SECTION. Section 18. Distribution of taxes. (1) For each calendar quarter, the department
of revenue shall determine the amount of tax, late payment interest, and penalty collected under [sections
1 through 20C}. Far purposes of distribution of the taxes to county and school taxing units, the department
shall determine the amount of oil and natural gas production taxes paid on prodhction from pre-1985 wells,
post-1985 wells, and horizontally drilled wells located in the taxing unit.

{2} Except as provided in subsections (3} and {4), oil production taxes must be distributed as
follows: '

{a} The amount equal to 41.6% of the oil production taxes, including late payment interest and
penalty, coliected under [sections 1 through 20] must be distributed as provided in subsection (7).

(b} The remaining 58.4% of the oil production taxes, plus accumulated interest earned on the
amount allocated under this subsection {2){b), must be deposited in the agency fund in the state treasury
and transferred to the county and schooi taxing units for distribution as provided.in subsection (8},

{3) The amount equal to 100% of the oil production taxes, including late payment interest anc
penalty, collected from working interest owners on production from post-1985 wells occurring during the
first 12 months of production must be distributed as provided in subsection (7).

-(4) The amount equal to 100% of the ail production taxes, including late payment interest and

penalty, coilected under [sections 1 through 20] on production from herizontally drilled wells and on the
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incremental production from horizontaily recompleted wells occurring during the first 18 months of
production must be distributed as provided in subsection {7).

{b] Except as provided in subsection (6), natural gas production taxes must be allocated as follows:

{a) The amountequal to 14.6% of the natural gas production taxes, including |late payment interest
and penalty, collected under [sections 1 through 20] must be distributed as provided in subsection (7).

{b) The remaining 85.4% of the natural gas production taxes, plus accumuiated interest earned on
the amount allocated under this subsection {b}{b), must be deposited in the agency fund in the state
treasury and transferred to the county and school taxing units for distribution as provided in subsection (8).

{6} The amount equal to 100% of the natural gas production taxes, including fate payment interest
and penalty, collected from working interest owners under [sections 1 through 20} on production from
post-1985 wells occurring during the first 12 months of production must be distributed as provided in
subsection (7).

(7) The department shall, in accordance with the provisions of 15-1-501(6}, distribute the staté
portion of oil and natural gas production taxes, including late payment interest and penaity collected, as
follows:

{a) B5% to the state general fund;

{b) 4.3% to the state special revenue fund for the purpose of paying expenses of the hoard as
provided in 82-11-135; and

{c} 10.7% to be distributed as provided by 15-38-106(2).

(8) (a) For the purpose of distribution of the oil and natural gas production taxes from pre-1985
wells, the department shall each calendar quarter adjust the unit value determined under this—subsection
48} [section 17] according to the ratio that the oil and natural gas production taxes from pre-1985 wells
collected during the calendar quarter for which the distribution occurs plus penalties and interest on
delinquent cil and natural gas production taxes from pre-1985 wells bears to the total liability for the oil and
natural gas production taxes from pre-1985 wells for the quarter for which the distribution occurs. The
amount of oil and production taxes distributions must be calculated and distributed as follows:

(i) By the dates referred to in subsection (9), the department shall calculate and distribute to each
eligible county the amount of oil and natural gas production taxes from pre-1985 wells for the quarter,
determined by multiplying the unit value, as adjusted in this subsection {8)(a}, by the units of production

on which oil and natural gas production taxes from pre-1985 wells were owed for the calendar quarter for
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which the distribution occurs.

(i} Any amount by which the total tax liability exceeds or is less than the total distributions
determined in subsection (8)(a} must be calculated and distributed in the following manner:

(A) The excess amount or shortage must be divided by the total distribution determined for that
period to ohtain an excess or shortage percentage.

(B) The excess percentage must be multiplied by the distribution to each taxing unit, and this
amount must be added to the distribution to each respective taxing unit.

(C) The shartage percentage must be multiplied by the distribution to each taxing unit, and this
amount must be subtracted from the distribution to each respective taxing unit.

(b) i Except as provided in subseetion subsections—(8HbHiH-and SUBSECTION (8)(c), the county

treasurer shall distribute the money received under subsection {3) from pre-1985 wells to the taxing units
that levied mills in fiscal year 1990 against calendar year 1988 production in the same manner that all ather

property tax proceeds were distributed during fiscal year 1990 in the taxing unit, except that a distribution

may not be made to a municipal taxing unit.

{c) The board of county commissioners of a county may direct the county treasurer to reailocate
the distribution of oil and natural gas production tax money that would have gone to a taxing unit, as
provided in subsection {8}{b)}, to another taxing unit or taxing units, other than an elementary school or
high school, within the county under the following conditions:

{i} The county treasurer shall first allocate the oil and natural gas production taxes to the taxing
units within the county in the same proportion that all other property tax proceeds were distributed in the
county in fiscal year 1990.

(ii} If the allocation in subsection (B}{c)(i} exceeds the total budget for a taxing unit, the
commissioners may direct the county treasurer to aliocate the excess to any taxing unit within the county.

{d) The board of trustees of an elementary or high school district may reallocate the oil and natural
gas production taxes distributed to the district by the county treasurer under the foliowing conditions:

{i} The district shall first allocate the oil and natural gas production taxes to the budgeted funds
of the district in the.same proportion that all other property tax proceeds were distributed in the district in

fiscal year 1990,
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(i} If the allocation under subsection (8)(d){i} exceeds the total budget for a fund, the trustees may
allocate the excess to any budgeted fund of the school district.

() For all production from post-1985 wells and horizontally drilled wells completed after December
31, 1993, the county treasurer shall distribute oi! and natural gas production taxes received under
subsections (2)(b) and (5){b) between county and school taxing units in the relative proportions required
by the levies for state, county, and school district purposes in the same manner as property taxes were
distributed in the preceding fiscal year.

(f) The allocation to the county in subsection {8){e} must be distributed by the county treasurer in
the relative proportions required by the levies for county taxing units and in the same manner as property
taxes were distributed in the preceding fiscal year.

{g) The money distributed in subsection (8)(e) that is required for the county mili levies for school
district retirement obligations and transportation schedules must be deposited to the funds established for
these purposes.

{h} The oil and natural gas production taxes distributed under subsection (B}{blf3 that are required
for the 6-mill university levy imposed under 20-25-423 and for the county equalization levies imposed under
20-9-331 and 20-9-333, as those sections read on July 1, 1989, must be remitted by the county treasurer
to the state treasurer.

{i} The oil and natural gas production taxes distributed under subsection {8} (e} that are required for
the 6-mill university levy imposed under 20-25-423, for the county equalization levies imposed under
20-9-331 and 20-9-333, and for the state equalization aid levy imposed under 20-9-360 must be remitted
by the county treasurer to the state treasurer.

{j} The amount of oil and natural gas production taxes remaining after the treasurer has remitted
the amounts determined in subsections (8}(h) and (8)(i) is for the exclusive use and benefit of the county
and school taxing units.

(9) The department shall remit the amounts to be distributed in subsection {8) to the county
treasurer by the following dates:

(a} On or before August 1 of each year, the department shall remit to the county treasurer oil and
natural gas production tax payments received for the calendar quarter ending March 31 of the current year,

{bl On or before November 1 of each year, the department shall remit to the county treasurer oil

and natural gas production tax payments received for the calendar quarter ending June 30 of the current
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year.

{c) On or before February 1 of each year, the department shall remit te the county treasurer oil and
natural gas productian tax payments received for the calendar quarter ending September 30 of the previous
year.

{d) On or before May 1 of each year, the department shall remit to the county treasurer oil and
natural gas production tax payments received for the calendar quarter ending December 31 of the previous
calendar year. |

{10) The department shall provide to each county by May 31 of each year the amount of gross
taxable value represented by all types of production taxed under [section 4] for the previous calendar year
multiplied by 60%. The resulting value must be treated as taxable value for county classification purposes
and for county bonding purposes.”

{3) The section relating to the distribution of local government severance tax payments, [section
19] of Senate Bill No. 412, is amended to read:

"NEW SECTION. Section 19. Local government severance tax payments for calendar year 1995
production -- distribution of payments -- not subject to I-105 limitations. (1) The local government
severance tax imposed under 15-36-101, as that section read before [the effective date of this act], for
calendar year 1995 production is due as follows:

(a) for oil and natural gas production accurring in the first calendar quarter of 1995, the tax is due
May 31, 1996;

(b} for oil and natural gas production occurring in the second calendar quarter of 1995, the tax is
due May 31, 1997,

(¢} for il and natural gas production occurring in the third calendar quarter of 1995, the tax is due
May 31, 1998; and

(d) for oil and natural gas production occurring in the fourth calendar quarter of 1995, the tax is
due May 31, 1999,

(2) (al If the taxpayer pays the entire local government severance tax liability for calendar year
1995 on or before June 30, 1996, the taxpayer must receive a 6% reduction in the total local government
severance tax liability.

{b) Any payment of local government severance taxes for calendar year 1995 made on or before

June 30, 1997, does not accrue interest. Any payment of local government severance taxes for calendar
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year 1995 made after June 30, 1997, must accrue interest at the rate of 1% a month or fraction of a
manth from July 1, 1997, to the date of payment. Any payment for the third quarter of 1995 received after
May 31, 1998, and any payment for the fourth quarter of 1995 received after May 31, 1999, is subject
to the late payment penalty provisions in [section Bl.

(c} In the case of the dissolution of the operator or a change in the opefator of any lease or unit,
any unpaid local government severance tax for calendar year 1995 becomes due on the date of dissolution
or on the date of the change in operator. The operator is subject to the provisions of subsection (2){a)
regarding the 6% tax liability reduction or the provisions of subsection (2){b) regarding interest and
penalties.

(3} The department shall deterrﬁine the amount of tax collected under subsections (1) and (2) from
within each taxing unit,

{4) For purposes of the distribution of local government severance taxes collected under this
section, the department shall use the unit value of oil and gas for each taxing unit as determined in [section
171.

(5) The local government severance tax must be deposited in the agency fund in the state treasury
and transferred to the county for distribution as provided in subsection {6).

{6) For the purpose of the distribution of the local government severance tax for calendar year
1995 production, the department shall adjust the unit value determined under this section according tc the
ratio that the local government severance taxes collected during the quarters for which the distribution
occurs plus penalties and interest on delinquent local government severance taxes bears to the total liability
for local government severance taxes for the quarters for which the distribution occurs. The taxes must
be calculated and distributed as foliows:

{a) By Juiy 31 of each of the years 1996, 1997, 1998, and 1999, the department shall calculate
and distribute to each eligible county the amount of local govefnment severance tax for calendar year 1995
production, determined by multiplying the unit value, as adjusted in this subsection (6}, by the units of
production on which the local government severance tax was owed during calendar year 1995 production.

_ (b} Any amount by which the total tax liability exceeds or is less than the total distributions
determined in subsection (6){a) must be calculated and distributed in the following manner:

(i} The excess amount or shortage must be divided by the total distribution determined for that

period to obtain an excess or shortage percentage.
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{iil The excess percentage must be multiplied by the distribution to each taxing unit, and this
amount must be added to the distribution to each respective taxing unit.

(iii) The shortage percentage must be multiplied by the distribution to each taxing unit, and this
amount must be subtracted from the distribution to each respective taxing unit.

(7) {a) The county treasurer shall distribute the money received under subsection (6) between the
county and school taxing units. The distribution between county and school taxing units is the ratio of the
number of mills levied for fiscal year 1990 against 1988 production in each taxing unit for the countys

and schools,

including the county equalization levies that were in effect under 20-9-331 and 20-39-333 as those sections
read on July 1, 1988, and the university 6-mill levy imposed under 20-25-423, except that a distribution
may not be made to a municipal taxing unit or the state equalization aid levy imposed under 20-9-360.
Distribution of money for the county equalization levies and the university levy must be remitted to the
state by the county treasurer. The amounts distributed under subsections (7)(b} and (7}c) are for the
exclusive use of county and school taxing units.

(b} The county treasurer shall deposit the money from subsection {7)(a) allocated to county levies
to the oil and gas tax accelerated fund.

{c) The trustees of a school district may allocate any payment received under subsection (7){a) to
any budget fund of the district or to the miscellaneous programs fund established in 20-9-507. The
trustees shall direct the county treasurer to deposit the local government severance tax payments under
this section to the funds of the district in accordance with the allocations determined by the trustees.

{8) Local government severance tax payments t0 eeunty-—taxiag-uaits a_county pursuant to this
section are not subject to the limitations of Titie 15, chapter 10, part 4. Payments ¢f local government
severance tax pursuant to this section may not be used for county classification purposes under 7-1-2111
and may not be considered in the determination of bonding limits under 7-7-2101, 7-7-2203, 7-14-2524,
and 7-16-2327."

NEW SECTION. Section 3. Saving clause. [This act] does not affect rights and duties that
matured, penaities that were incurred, or proceedings that were begun before [the effective date of this

act].
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1 NEW SECTION. Section 4. Effective date -- retroactive applicability. [This act] is effective on

passage and approval and applies retroactively, within the meaning of 1-2-109, to cil and natural gas

2
3 produced and sold after December 31, 1994.
4 -END-
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SENATE BILL NO. 424
INTRODUCED BY GAGE
BY REQUEST OF THE SENATE TAXATION COMMITTEE

A BILL FOR AN ACT ENTITLED: "AN ACT REVISING THE CALCULATION OF UNIT VALUE FOR LOCAL
GOVERNMENT SEVERANCE TAX PURPOSES; EXCLUDING FROM THE UNIT VALUE CALCULATION NET
PROCEEDS TAXES ON OilL AND NATURAL GAS>THAT ARE ATTRIBUTABLE TO AN EMERGENCY LEVY
IMPOSED IN FISCAL YEAR 1990 ON 1988 PRODUCTION; AMENDING SECTION 15-36-112, MCA; AND
PROVIDING AN IMMEDIATE EFFECTIVE DATE AND A RETROACTIVE APPLICABILITY DATE."

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

Section 1. Section 15-36-112, MCA, is amended to read:

"15-36-112. Disposition of oil and gas state and local government severance taxes -- calculation
of unit value for local government severance tax. (1) Each year the department of revenue shall determine
the amount of tax collected under this chapter from within each taxing unit.

{2) For purposes of the distribution of local government severance taxes collected under this
chapter, the department shall determine the unit value of oil and gas for each taxing unit as follows:

{(a) ¥he Subject to the conditions of subsection {2}{¢), the unit value for petroleum and other
mineral or crude oil for each taxing unit is the quotient obtained by dividing the net proceeds taxes
calculated on petroleum or mineral or crude oil produced in that taxing unit in calendar year 1988 by the
number of barrels of petroleum or other mineral or crude oil produced in that taxing unit during 1988,
excluding new and interim production.

(b) Fhe Subject to the conditions of subsection (2)(c}, the unit value for natural gas is the quotient

obtained by dividing the net proceeds taxes calculated on natural gas produced in that taxing unit in
calendar year 1988 by the number of cubic feet of natural gas produced in that taxing unit during 1988,
excluding new and interim production.

c) The amount of net proceeds taxes calculated under subsactions (2)(a} and (2)(b] may not

include the amount of taxes that are attributable to a financial emergency, as described in 15-10-412(10),

for_which _additional mills were levied in fiscal year 1990.
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{3) The state and local government severance taxes collected under this chapter must, in
accordance with the provisions of 15-1-501(6), be allocated as follows: -

{al The local government severance tax is statutorily appropriated, as provided in 17-7-bC2, for
allocation to the county for distribution as provided in subsection (4).

{b} The state severance tax is allocated to the state general fund.

{4) (a) For the purpose of distribution of the local government severance tax, the department shall
adjust the unit value determined under this section according to the ratio that the local government
severance taxes collected during the quarters to be distributed plus accumulated interest earned by the
state and penalties and interest on delinquent local government severance taxes hears to the total liahility
for local government severance taxes for the quarters to be distributed. The taxes must be calculatad and
distributed as follows:

{i) By November 30 of each year, the department shall calculate and distribute to each sligible
county the amount of local government severance tax, determined by multiplying unit value as adjusted
in this subsection {4)(a} times the units of production on which the local government severance tax was
owed during the calendar quarters ending March 31 and June 30 of the preceding calendar vear.

(i) By May 31 of each year, the department shall calcuiate and distribute to each eligible county
the amount of local government severance tax, determined by multiplying unit value as adjusted in this
subsection (4}(a) times the units of production on which the local government severance tax was owed
during the 2 calendar quarters immediately following those quarters referred to in subsection (4}(a){i}.

(b} Any amount by which the total tax liability exceeds or is less than the total distributions
determined in subsections (4)(al{i} and (4){a){ii} must be calculated and distributed in the following manner:

{i} The excess amount or shortage must be divided by the total distribution determined for that
period to abtain an excess or shortage percentage.

{ii) The excess percentage must be muitiplied by the distribution to each taxing unit, and this
amount must be added to the distribution to each respective taxing unit.

{iii} The shortage percentage must be multiplied by the distribution to each taxing unit, and this
amount must be subtracted from the distribution to each respective taxing unit.

(5) fa} Except as provided in subseotion subsestions-{b}{b}-and SUBSECTICN (6}, the county

treasurer shall distribute the money received under subsection (4) to the taxing units that fevied mills in

fiscat year 1990 against calendar year 1988 production in the same manner that all other property tax
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proceeds were distributed during fiscal year 1990 in the taxing unit, except that a distribution may not be

made to a municipal taxing unit.

(8) The beard of county commissioners of a county may direct the county treasurer 10 reallocate

the distribution of local gevernment severance tax money that would have gone to a taxing unit, as
provided in subsection (5)4a}, to another taxing unit or taxing units, other than an elementary school or high
school, within the county under the following conditions:

{a) The county treasurer shall first allocate the local government severance taxes to the taxing units
within the county in the same proportion that all other property tax proceeds were distributed in the county
in fiscal year 1980. |

(b) If the allocation in subsection (6}{a) exceeds the total budget for a taxing unit, the
commissioners may direct the county treasurer 1o allocate the excess 1o any taxing unit within the county.

(7} The board of trustees af an elementary or high school district may reailocate the local
government severance taxes distributed to the district by the county treasurer under the following
conditions:

{a) The district shall first allocate the local government severance taxes to the budgeted funds of
the district in the same proportion that all other property tax proceeds were distributed in the district in
fiscal year 1990.

(b} If the allocation undér subsection (7}{a) exceeds the total budget for a fund, the trustees may

allocate the excess to any budgeted fund of the school district.*

NEW SECTICN. Section 2. Coordination instruction. if Senate Bill No. 412 is passed and
approved, then [section 17], [section 18], and [section 19] of Senate Bill No. 412 are amended as provided
in subsections (1), (2), and (3), respectively.

(1) The section relating to the calculation of unit value, [section 17] of Senate Bill No. 412, is
amended to read:

"NEW SECTION. Section 17. Calculation of unit value. For the purposes of distribution of oil and
natural gas production taxes to county and school taxing units for production from pre-1985 wells, the

department shall determine the unit value of cil and natural gas for each taxing unit as follows:
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(1) Fhe Subject to the conditions of subsection (3}, the unit value for oil far each taxing unit is the
quatient obtained by dividing fhe net proceeds taxes calculated on oil produced and sold in that taxing unit
in calendar year 1988 by the number of barrels of oil produced in that taxing unit during 1988, excluding
post-1985 wells.

(2) Fhe Subject to the conditions of subsection (3}, the unit value for natural gas is the guotient
obtained by dividing the net proceeds taxes calculated on natural gés produced and soid in that taxing unit
in calendar year 1988 by the number of cubic feet of natural gas produced in that taxing unit during 1988,
excluding post-1985 welis.

{3) The amount of net proceeds taxes calculated under subsections {1) and {2} may not include

the amount of taxes that are attributable to_a financial emergency, as described in 15-10-412{10), fa;

which additional mills were levied in fiscai year 1990."

(2} The section relating to the distribution of il and natural gas production taxes, [section 18] of
Senate Bill No. 412, is amendad to read:

"NEW SECTION. Section 18. Distribution of taxes. (1) For each calendar quarter, the department
of revenue shali determine the amount of tax, late payment interest, and penalty collected under [sections
1 through 20]. For purposes of distribution of the taxes to county and school taxing units, the department
shall determine the amount of oil and natural gas production taxes paid on production from pre-1985 wells,
post-1985 wells, and horizontally drilled wells located in the taxing unit.

(2) Except as provided in subsections (3) and (4), oil production taxes must be distributed as
follows:

{a) The amount equal to 41.6% of the cil production taxes, including late payment interest and
penalty, collected under [sections 1 through 20] must be distributed as provided in subsection {7).

(b) The remaining 58.4% of the oil production taxes, plus accumulated interest earned an the
amount allocated under this subsection (2}(b), must be depoéited in the agency fund in the state treasury
and transferred to the county and school taxing units for distribution as pravided in subsection (8).

{3) The amount equal to 100% of the oil production taxes, inciuding late payment interest anc
penalty, collected from warking interest owners on production from post-1985 wells occurring during the
first 12 months of production must be distributed as provided in subsection (7).

(4) The amount equal to 100% of the oil praoduction taxes, including late payment interest and

penalty, collected under [sections 1 through 20] on production from horizontally drilled wells and on the ‘
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incremental production from horizontally recompleted wells occurring during the first 18 months of
production must be distributed as provided in subsection (7).

{5) Except as provided in subsection (8), natural gas production taxes must be allocated as follows:

{a) The amount equal to 14.6% of the natural gas production taxes, including late payment interest
and penalty, collected under {sections 1 through 20] must be distributed as provided in subsection (7).

{b} The remaining 85.4% of the natural gas production taxes, plus accumulated interest earned on
the amount allocated under this subsection {5)(b)l, must be deposited in the agency fund in the state
treasury and transferred to the county and school taxing units for distribution as provided in subsection (8).

(6) The amount equal to 100% of the natural gas production taxes, including late payment interest
and penalty, collected from working interest owners under [sections 1 through 20} on production from
post-1985 wells occurring during the first 12 months of production must be distributed as provided in
subsection (7).

(7) The department shall, in accordance with the provisions of 15-1-501(6), distribute the state
portion of oil and natural gas production taxes, including late payment interest and penalty collected, as
follows:

(a) 85% to the state general fund,;

{b) 4.3% to the state special revenue fund for the purpose of paying expenses of the board as
provided in 82-11-135; and

{c) 10.7% to be distributed as provided by 15-38-106(2}.

{8) (a) For the purpose of distribution of the oil and naturat gas produétion taxes from pre-1985
wells, the department shall each calendar quarter adjust the unit value determined under this—subsesction
8} [section 17] according to the ratio that the cil and natural gas production taxes from pre-1985 wells
collected during the calendar quarter for which the distribution occurs plus penalties and interest on
delinguent oil and natural gas production taxes from pre-198%5 wells bears to the totai liability for the oil and
natural gas production taxes from pre-1985 wells for the quarter for which the distribution occurs. The
amount of oil and production taxes distributions must be calculated and distributed as follows:

{iy By the dates referred to in subsection (9), the department shall calculate and distribute to each
eligible county the amount of oil and natural gas production taxes from pre-1985 wells for the quarter,
determined by multiplying the unit value, as adjusted in this subsection (8}(a}, by the unfts of production

on which il and natural gas production taxes from pre-1985 wells were owed for the calendar quarter for
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which the distribution occurs,

(i) Any amount by which the total tax liability exceeds or is less than the total distributions
determined in subsection (8)(a) must be calculated and distributed in the following manner:

{A) The excess amount or shortage must be divided by the total distribution determined for that
period to obtain an excess or shortage percentage.

(B} The excess percentage must be multiplied by the distribution to each taxing unit, and this
amount must be added to the distribution to each respective taxing unit.

{C) The shortage percentage must be multiplied by the distribution to each taxing unit, and this
amount must be subtracted from the distribution to each respective taxing unit.

{b} &} Except as provided in subseetion subseetions{BHb}ti}-and SUBSECTION (8){(c], the county

treasurer shall distribute the money received under subsection {9) from pre-1985 wells to the taxing units
that levied mills in fiscal year 1990 against calendar year 1988 production in the same manner that al! other

property tax proceeds were distributed during fiscal year 1990 in the taxing unit, except that a distribution

may not be made to a municipal taxing unit.

(c) The board of county commissioners of a county may direct the county treasurer to reallocate
the distribution of oil and natural gas production tax money that would have gone to a taxing unit, as
provided in subsection (8){b}J{}, to another taxing unit or taxing units, other than an etementary school or
high school, within the county under the following conditions:

(i) The county treasurer shall first allocate the oil and natural gas production taxes to the taxing
units within the county in the same proportion that all other property tax proceeds were distributed in the
county in fiscal year 1990.

(i) if the allocation in subsection (B}{c)(i) exceeds the total budget for a taxing unit, the
commissioners may direct the county treasurer to allocate the excess to any taxing unit within the county.

{d) The board of trustees of an elementary or high school district may reallocate the ¢il and natural
gas production taxes distributed to the district by the county treasurer under the following conditions:

(i) The district shall first allocate the oil and natural gas praduction taxes to the budgeted funds

of the district in the same proportion that all other property tax proceeds were distributed in the district in

fiscal year 1990.
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{ii) If the allocation under subsection (B){d}{i) exceeds the total budget for a fund, the trustees may
allocate the excess to any budgeted fund of the school district.

{e) For all production from post-1985 wells and horizontaliy drilled wells completed after December
31, 1993, the county treasurer shall distribute oil and natural gas production taxes received under
subsections (2}(b) and (5){b) between county and school taxing units in the relative propartions required
by the levies for state, county, and school district purposes in the same manner as property taxes were
distributed in the preceding fiscal year.

(f) The allocation to the county in subsection (B)(e} must be distributed by the county treasurer in
the relative proportions required by the levies far county taxing units and in the same manner as property
taxes were distributed in the preceding fiscal year.

(@) The money distributed in subsection {8)(e) that is required far the county mill levies for school
district retirement obligations and transportation schedules must be deposited to the funds established for
these purposes.

{h) The oil and natural gas production taxes distributed under subsection (8){b)fi that are required
for the B-mill university levy imposed under 20-25-423 and for the county equalization levies impased under
20-9-331 and 20-9-333, as those sections read on July 1, 1389, must be remitted by the county treasurer
to the state treasurer.

(i) The oil and natural gas production taxes distributed under subsection {8)(e) that are required for
the 6-mill university levy imposed under 20-25-423, for the county equalization levies imposed under
20-9-331 and 20-9-333, and for the state equalization aid levy impased under 20-9-360 must be remitted
by the county treasurer to the state treasurer.

{j} The amount of oil and naturai gas production taxes remaining after the treasurer has remitted
the amounts determined in subsections {8)(h) and (8)(i} is for the exclusive use and benefit of the county
and school taxing units.

{9) The department shall remit the amounts to be distributed in subsection (8) to the county
treasurer by the following dates:

(a)} On or before August 1 of each year, the department shail remit to the county treasurer oil and
natural gas production tax payments received for the calendar quarter ending March 31 of the current year.

(b) On or before November 1 of each year, the department shall remit to the county treasurer oil

and natural gas production tax payments received for the calendar quarter ending June 30 of the current
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year.

(¢) On or before February 1 of each year, the department shall remit to the county treasurer oil and ‘
natural gas production tax payments received for the calendar quarter ending September 30 of the previous
year.

{d) On or before May 1 of each year, the department shall remit to the county treasurer oil and
natural gas producticn tax payments received for the calendar quarter ending December 31 of the previous
calendar year.

{10} The department shalt provide to each county by May 31 of each year the amount of gross
taxable value represented by all types of production taxed under [section 4] for the previous calendar year
muiltiplied by 60%. The resulting value must be treated as taxable value for county classification purposes
and for county bonding purposes.”

(3) The section relating to the distribution of local government severance tax payments. [section
19] of Senate Bill No. 412, is amended to read:

"NEW SECTION. Section 19. Local government severance tax payments for calendar year 1995

production -- distribution of payments -- not subject to I-105 limitations. (1) The local government
severance tax imposed under 15-36-10Q1, as that section read before {the effective date of this actl, for
calendar year 1995 production is due as follows:

{a} for oil and natural gas production occurring in the first calendar quarter of 1995, the tax is due
May 31, 1996;

{b) for oil and natural gas production occurring in the secand calendar quarter of 1995, the tax is
due May 31, 1997;

7(c) for oil and natural gas preduction occurring in the third catendar quarter of 1995, the tax is due
May 31, 1998; and

{d} for oil and natural gas production occurring in the fourth calendar quarter of 1995, the tax is
due May 31, 1999,

(2) (a) If the taxpayer pays the entire local government severance tax liability for calendar year
1995 on or before June 30, 19986, the taxpayer must receive a 8% reduction in the total local government
severance tax liability.

{b} Any payment of local government severance taxes for calendar year 1995 made on or before

June 30, 1997, does not accrue interest. Any payment of local government severance taxes for calendar
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year 1995 made after June 30, 1997, must accrue interest at the rate of 1% a month or fraction of a
month from July 1, 1997, to the date of payment. Any payment for the third quarter of 1995 received after
May 31, 1998, and any payment for the fourth quarter of 1995 received after May 31, 1999, is subject
to the late payment penalty provisions in [section 8].

{¢) In the case of the dissolution of the operator or a change in the ope?ator of any lease or unit,
any unpaid local government severance tax for calendar year 1995 becomes due on the date of dissciution
or on the date of the change in operator. The operator is subjact to the provisions of subsection (2){a)
regarding the 6% tax liability reduction or the provisions of subsection (2}(b) regarding interest and
penalties.

{3) The department shall determine the amount of tax collected under subsections (1) and {2) from
within each taxing unit.

{4) For purposes of the distribution of local government severance taxes coilected under this
section, the department shall use the unit value of oil and gas for each taxing unit as determined in [section
17}

(5) The local government severance tax must be deposited in the agency fund in the state treasury
and transferred to the county for distribution as provided in subsection (6).

(6) For the purpose of the distribution of the local government severance tax for calendar year
1995 production, the department shall adjust the unit value determined under this section according to the
ratio that the local government severance taxes collected during the quarters for which the distribution
occurs plus penalties and interest on delinquent local government severance taxes bears to the total liability
for local government severance taxes for the quarters for which the distribution occurs. The taxes must
be calculated and distributed as follows:

(a) By July 31 of each of the years 1996, 1997, 1998, and 1999, the department shall calculate
and distribute to each eligible county the amount of local govefnment severance tax for calendar year 1995
production, determined by multiplying the unit value, as adjusted in this subsection (6), by the units of
production on which the locai government severance tax was owed during calendar year 1995 production.

{b) Any amount by which the total tax liability exceeds or is less than the total distributions
determined in subsection {€){a) must be calculated and distributed in the following manner:

(i) The excess amount or shortage must be divided by the total distribution determined for that

" period to obtain an excess or shortage percentage.
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(i) The excess percentage must be rmultiplied by the distribution to each taxing unit, and this
amount must be added to the distribution to each respective taxing unit.

{iii} The shortage percentage must be muitiplied by the distribution to each taxing unit, and this
amount must be subtracted from the distribution to each respective taxing unit.

{7} (a) The county treasurer shall distribute the money received under subsection (6) betwaen the
county and school taxing units. The distribution between county and school taxing units is the ratio of the

numbar of mills levied for fiscal year 1990 against 1988 production in each taxing unit for the county;

and schools,

including the county equalization levies that were in effect under 20-9-331 and 20-3-333 as those sections
read on July 1, 1989, and the university 6-mill levy imposed under 20-25-423, except that a distribution
may not be made to a municipal taxing unit or the state equalization aid levy irﬁposed under 20-9-380.
Distribution of money for the county equalization levies and the university levy must be remittaed to the
state by the county treasurer. The amounts distributed under subsections (7}{b} and (7)(c) are for the
exclusive use of county and schooi taxing units.

(b} The county treasurer shall deposit the money from subsection (7)(a} allocated to county levies
to the oil and gas tax accelerated fund.

{c) The trustees of a school district may allocate any payment received under subsection {7}(al to
any budget fund of the district or to the miscellaneous programs fund established in 20-9-507. The
trustees shall direct the county treasurer t¢ deposit the local government severance tax payments under
this section to the funds of the district in accordance with the allocations determined by the trustees.

(8) Local government severance tax payments t0 seunRty—taming-units 3 county pursuant to this
section are not subject to the limitations of Title 15, chapter 10, part 4. Payments of local government
severance tax pursuant to this section may not be used for county classification purposes under 7-1-2111
and may not be considered in the determination of bonding limits under 7-7-2101, 7-7-2203, 7-14-2524,
and 7-16-2327."

NEW SECTION. Section 3. Saving clause. [This act] does not affect rights and duties that

matured, penaities that were incurred, or proceedings that ware begun before [the effective date of this

act].
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1 NEW SECTION. Saction 4. Effective date -- retroactive applicability. [This act] is effective on

passage and approval and applies retroactively, within the meaning of 1-2-109, to cil and natural gas

2
K! produced and sold after December 31, 1994.
a

-END-
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