3

-

L

ED 168 178 -

'AUTHOR = -

TITLE = ,

' 7
INSTITUTIOR

-

* PUB DATE - -

NOTE,

EBRS PRICE

‘DESCRIPTDRS‘

. .

-

IDENTIPIERS

ABSTR&CT

£Y4

‘Eéonomnic Developnent Div..

- *Extractive Industrles,

DOCUMENT RESUME ;{

»

-

St1nson, Thomas P.

inc 010 976

'Statepiaxatlon of nlneral Deposzts and Productlon.
g;:al Development Research Report ¥o. .

nomic Research Service

Sep 78 . iy

MF-$0.83 Hc-$3 50 Plus Postage.,

2. .

(DOA), Washlngton, D.C.

Development; Facility Expansion’; Income; Industry;

Property Taxes-'
*State Government°
Tax -Allocation; ‘*Taxes

=

Alternatlve methods for taxlng the miperal industry
at the. State level include four types of taxes: the ad valorem tax,

‘'severance tax, gross production tax,
.valorem tax is a property tax levied on a :mineral deposittis assessed

Resource Allocations;
State_Leglslatlon, State Programs°

_fnluerals,_ulnlng

-and - het productlon tax.

Rural Areas;

value and due whether the deposlt is 'being vorked or not. , The

severance tax is usually an exise tax 'paid by the producer for the

JAn ad

v

- ¥*Community Servicesg; *Comparatlve Analysis; *Economic

pr1V1lege of extracting resources froi the soil. The. gross production
tax is almost identical to the severance tax, but is based on a
percentage of the dollar value of the 'ore .extracted rather tham a

fixed amount. per -ton..

.The net prodnctlon tax is also S1m11ar, but is

more closely related to.a net income tax hecause companles are:
allowed to deduct somé expenses from.gross -revenues in .order to.

of taxes on the basls of ease of adnzn1strat1on, social justice,

“consistency with natxonal economic godls,

-and revenue adequacy. IE

cites ‘the severance tax and“gross production tax as appearing to

- for a community in providing new,s

- proyide the best vehicles for taxing mineral activity. Because the
construction and developnent phase of a ‘mine causes financial straino
ervices (€.g.,. schools and expanded

water and sewer systems) before new tax. revenues become available,

di

ussion is given to programs- by Hontana, North ‘Dakota,
Hyomlng to reduce the fiscal. 1mpact of new mineral development. An

overview of mineral tax laws in eack o‘ the 25 major mineral

]_produclng ‘states 1s also given,

DSy

‘Otah, and

: define net taxable productien. This document compares the “four klnds

I's

!

s
\.— L

o pe

“_\,~c

****#******************x#**********************************************
x .

* . Reproductions supplied by EDRS are 'the 'best that ‘can be nadé

<

*x .

from the original ‘document:

™y

*

,***************************************ﬁ*******************************

\)‘ » ’ .

—

Ed



B ‘/\ © U.S.DEPARTMENT OF HEALTN. oo : ‘ ’
EDUCATION AWELFARE -
© NATIONAL INSTITUTE OF : ,
-t EDUCATION . o - . .
~3J" THIS DOCUMENT WAS BEEN’ REPRO- _ ' P

’ O DUCED EXACTLY AS RECE(VED FROM
. THE PERSON OR ORGANIZATION ORIGIN.
ATING IT POINTS OF VIEW OR OPINIONS
STATED DO NOT NECESSARILY REPRE-
SENT OFFICIAL NATIONAL INSTITUTE OF
) EDUCATICN'POSITION OR POLICY

State Taxation of -~ =%
Mineral Deposits - - .

_ o Gooperauves Serv:ce )
and PrOdUCtlon ; . B glé;aéllopme;lt Research / )
e Beport No. 2
. & ) . 3} S

x "DFRAL RESFRE'.E VOT]:.

' 3/ UE CNAED @a@ﬂsg@mm

bl




. e w . - . ) . - \( )
srm TAXATTON OF MINERAL DEPOSITS AND PRODUCTION by Thomas F. Sti‘nson .

, Economic Deveiopment Division, Economics, Statistics; and Cooperatives A' ~
) Service, U.S. Department of Agriculture. Rural Development Research .

Report No: 2. L ' DL e T S e
‘s . RN : ’ ' . o - " ‘ [
, . o L , 4 ."‘ “ LS .- " '.‘ . A . Q‘.dx .
.. . &; : AR . ABSTRACT o A : ’. .
3 . . . . . Ty - .
T $~;Four alternative WRYS of . taxxng minerals--ad valorcﬁ taxes,,gross pro- X

ceeds taxes, net proceeds taxes, and severance taxes--are described and evalu-
ated. 'Taxes are compared omn, the bases of ease of dﬂministrdtion, social.
Justice, consistency with national economic goals, and revenue adequacy. The’
gross production tax and the SQVerance tax are the most’ desirable with the
gross production tax preferred except when "the market pricetof:the mineral .is
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- " . FOREWORD A

. As the coal resources of the northern Great Plains are developed, new
- demands-are placed on the ,economic, systems of the communities in the region.
Labor will be requlred for the mines and the conversion fdcilities. Service
capabilities for both the mining and  the "added’ population follow in and
around the development. The addltional cost of community facilities and their
operation are provided: through tax revenues. The fiscal impact is the compar-

ison of revenue #nd expenditure flows over time as local communities respond
to resource development -

&
-~ . 4 ~ -
P

. ’ ;‘. ) ’ --/ Q.-*— Ih
i 7 This report is part of an intensive study by the Economlcs, Statlstics, -
" and Cooperatives Service of: methods of estimating population, employment,: RO

incomes, and the pet fiscal impacts ef coal development in the rural communl—"’b .
ties of the northern Great PlaingT It updates an earller reporw'publlshed by
the Environmental Protection Agency. N -

‘v

[N

' This study p;dVides an overview ofimiﬂeral taxation in each of the major. - .

mineral-producing States, information usefyl to States considering revision of

- thelr.mlneral tax systems. These summaries, howeyer, cannot substitute for ~

, cageful‘readlng of each statute. Taxpayers:who want to knaw the detail of the
v law in their State-are -urged to consult State or local tax officials. Summa- :

A ﬁlzlng legislatlon of si many States is difficult; errors of omission may have - -
1 :

.

'A: oegurred. “The authbr wtll appreciate having these called to his attention.
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) L ‘ . SUMMARY. Fo ' v ¢
. " Development of energy resources in the more rural Western States is . _ .
likely to-céreate severe financial problems for some State and local govern- : .
* ments. ‘This new economic¢ activity, with population migration and greater
demand for public services, will generate a need for more government revenues.
Increased use of mineral taxation is one way to finance new services without -
increasing the tax burden on the area's existing residents. ’

Four mineral taxes--ad valorem, severance, gross production, -and net
production--are described and evaluated. Taxes are compared on the bases’of
ease of administration, social justice, consistency with national economic
goals, and revenue adequacy. The gross production tax and the severance tax
are the most desirable, with the gross production tax preferred except when .
the market price of the mineral is difficult to establish. '

. Since mine construction or development can take several years, .any tax
based on the output of the- mine makes no contribution to government revenues -~ |
until after the need for new’ services has arisen.” Many local governments face. -
this front-end financing problem. " No tax analyzed, with the "possible exteption

*of the ad valorem téx, treats this problem satisfactorily. -
/ . b
Some States have enacted special programs designed to ease the front-end -

'ﬁ .problem. Programs in Montana, North Dakota, Utah, .and Wyoming are discussed..

These programs are new and their impact is not evaluated. They may, however,
. underestimate the size of the front—end problem. - - - ‘. _

B Most major mineral-producing States have a special tax system for mines

“ and mineral_productiOn; Summaries of the applicable State laws are provided.

v
-
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STATE TAXATION ©OF MINERAL DEPOSITS AND PRODUCTION-

~

by
Thomas F. Stinson* . R o

v : INTRODUGTION

This report examines alternative ﬁethods for taxing the mineral industry
at the State’ level. Special attention is pa1d to the taxation of coal.
Since their’ problems are similar, however, all minerals are considered. ‘The
first section summarizes four different ways of taxing minerals--ad valorem
taxes, severances taxes, and gross and net production taxes--~and the advan-
tages of each. The second section.considers special: programs designed to
minimize the front-end load problem. The conclusion provides specific detaiIS'
of mineral tax laws in each of «the major m1neral—produc1ng States.

» State mineral taxes are rece1v1ng a surprising amount of attention.
Fourteen States modified their mineral tax systems during 1977 and 1978, and
more. changes will probably occur during the: 1979 _legislative sessions. <,
Changing energy prices, as well as projected increases in the consumption and
production of coal (especially Western low-sulfur’ coal) appear to be major
factors contrlbutlng\to this 1nterest.;‘ i. : -//// . : R

< ) P .
- Much of the new coal productlon will come from mines In sparsely popu-—

Tated areas. The northern Great Plains States--North Dakota, Montana, and Vi

Wyoming-<will see especially large incr&ases in production since they contain
a large proportion of the Nation's reserves of low-sulfur coal. 'These States
and their agrlculturally .based economies are 11kely to undergo major struc-—
tural changes due to ‘energy development. Small town$ will feel .the greatest
impact, with developments that would have little impact on a city of 25,000

. forcing major change? in the underlylng soclal.and economic structures of ‘the

-

. smaller communltles.
It is important to- con51der whether the needed- expansion in services can

_be. financed from local sources without dncreasing the tax burden on the area's:
éxisting residents. Systems of financing and delivering local public services -
‘#in rural areas are closely interrelated; .a change in the amount of services
- has an immediate impact on the tax bills of all the community's residents.

Since agricultural land, presently comprises much of the tax base in these

. o N ‘,.’.,- AN

-

-*The author is an economist with the Economics, . Statistics, and Coopera-
.tives Service, U.S. Department of Agrlculture, stationed at the University of
Minnesota. : P

See, for example, the dmscussaon in Northern Great Plains Resources Pro-
gram, ‘Effects of Development in. the Northern Great Plains, Part V, ;Aprll 19,
‘'or Roger L. Hayen and Gary L. Watts, ‘A Description of Botentlal Soc1oeconom1c
Impacts from Energy Related Developments in Campbell County, Wyoming, U.S.
Dept. of Interior, Offlce of Minerals Pollcy Development Washlngton, D.C.

-
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in their tax bills while the mine is being developed.

»

~
. . e . -

e e e e D iy S,

areas, any change 4n the quantity or, quality of local government services pro—

vided will also have an effect on local farmers and ranchers.
The immediate need for new services may outstrip the locality s ability

to finance them until the new mine or’plant comes into full production; this

is the so-called front-end problem. Since it takes up to 3 years to ready a

coal mine for operation, there +is more than a temporary imbalance in local

revenues and expenditures, especially since many State constitutions set limits

on local millages and prohibit bonding for operating expenditures. Unless some

way is found to balance the revenues and expenditures necessitated by the new

industry, permanent residents of the community may .see a significant. increase

-
-

|

. ' EVALUATING ARTERNATIVE MINERAL 'I‘AXES

Any discussion of the relative merits of different types of taxes must
begin by outlining-the crigeria to be used for evalqgtion. Here, criteria
suggested by Walter Heller® are used. Mineral taxes are compared on" the bases
of ease. of adminlstration, social justice, consistency with economic goals,
and revenue adequacy. ‘These are’by no means the only criteria that might ‘have
been used to evaluate alternative types of taxes, but they highlight clearly
the differences between the dlfferent mineral taxes.

As with any  set of criteria, some explanation and clarification-of ferms

" 1s necessary-. Social justice is used to mean adherence to basic equity con-

‘ siderations, among which are included the stardard issues of .horizontal and

vertical equity~-equal treatment of equals and consistent treatment of
unequals--as well as questions of intergenerational equity and interregional
equity. How well the alternative taxes compare with respect to the ability
to pay and the benefit principles will also be dlscussed. : g

-

Cons1stency w1th national ‘economié goals also needs elaboration. There

. are many ‘national economic goals—-full employment, stable prices, and steady

S

economic growth—-to name the three most commonly agreed upon. However,~<it is
unlikely that alternative mineral taxes will have an appreciably different
effect on any of these.goals. This report focuses on the Nation's economic
goals with respect to resource use, an area in which mineral taxation can have
an impact. (This paper assumes that our fiational goal is to maximize>the bene-
fit that can-'be derived from our existing stock of resources. This 'is not the
same as maximizing production ‘"from the ‘resource in any particular year, or -
artificially lengthening the recovery period. Instead,. the rate of recovery
from the mineral)dep031t ‘Zhd the total amount mined should be determined by:
existlng‘parkét ‘conditions- and)technology, not by the particular form of tax-
ation used in the area. The ideal is a .tax that s neutral with respect to
the-amoung 3 the resource to be extracted and the recovery rate. L A

a2
-

\
- 3

In this study,‘the effects of .alternative taxes on mineral production are

compared in a static, partial equilibrium framework.. That is, reinvestment is

. -
- {
o - : b
o~ - .

o ‘Walterxﬁ. Heller, "Taxation," Encyc_ -z la Brittanica, 1964. , ..
v . . . ’ 2 “ & - . l\‘
s ' ) ) o e ; 8 > " -
. vg.. . . ’...
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~ impossible and the entrepreneur is assumed to be a profit maximizer who bases
decisions only on his production function and the prices of all “inputs znd

" outputs. Dynamic and general equilibrium implications are dismissed by
assuming that a tax equivalent to that levied on the mining firms is levied on
the other sectors of the economy. If such a tax did not exist, or if mining
were taxed at a greater rate than other activity, any mineral tax would
decrease the number of mines in operation and reduce the output per mine when
compared to the no taX situation. These results hold for the imposition of
any form of tax on mining which 1is not accompanied by an equivalent tax on the
other sectors of the economy.

° S . T, ¢

~ o

The Ad Valorem Property Tax- -

-

Migeral property was first taxed by the ad valorem property tax. Mines
were treated the same as all other industries, and no special taxes were
levied on either the physical product or the value of the produ¢t of the mine.
Depending on the State's procedures, either a county or a State assessor would

! examine the deposit and place a value on it for tax purposes. Then, the local -
millage rate was applied to the assessed value and the firm's tax levy 'deter-
mined. The taxes levied on a mine depended only on its assessed value and the

. " local millage rate, and-they were levied whether the mineral deposit was heing

- ‘worked or not. Today, several major mineral-producing States, including
Pennsylvania and Illinois, still.rely on ad valorem taxes as their prlnclpal
means of taxing mines..

~
LY N b A

As the revenue needs of State and local governments grew, and as State

tax systems became more complex, the tax treatmept of the mineral industry

came under considerable scrutiny. The ad valorem tax, although producing :\

sufficient revenue for most local communities, had a number of critics.. Most N
‘0 of these criticisms were focused on three areas-~ease of admlnistratiqP
socgal justice, and consistency with national economic goals.
\J ' ' . . & . I/’/ ’ ’ ’\ )
- Ease of Administration ) . . ' . _

. \

¢

-

The administrative dlfflcultles of the ad valorem tax were probablydmost

responsible for-the decline in its use. Under any ad valorem tax, the assess-
> 7 ment process-is the key to gaining equitable treatment for all taxpayers. But,
estimating the value of a mineral deposlt is not easy, even for trained
mineral experts. For local assessors, it is almost impossible. Wide varia- -«
tions in local'assessment practlces and in the ratio of assessed to true value .
made the&tax questionable on grounds of equity; many felt that almost any - 7
other system of taxan mineral property would\be better from an admlnlstratlve

standpoint/ . I ]

-

S R .

Accurately assessing minerar property iswdifficﬁlt for several reasons.
First, the assessor normafly does not have comparative sales data available
for use in” determlnlng the mine's fair market price. Thus, he must appraise
the property using an alternative method. And,,while the value of & claim ’
certainly depends on both the size and the richness of the deposit, . detailed -
information on those characteristics usually is not available to local

* s [ . Y
. N3 .




———“wmasséssors;~“Thewassessor’SMproblems\E:e-further-complicatedmbymthe~fact~that4~*~w—ﬂ-~
the deposit is underground and hiddem~from view. The volatility of mineral «
prices, the unpredictability of future extraction costs, and the partiidl

dependency of mine output on capital investment in the mine make accurate

assessment even more difficult. These problems led the States to mowve

gradually toward using net incgme or net profit as the basis for assessing

the value of mineral property. s .

v Social Justice ‘ : )
o~

+ [y “

L

Although much of the criticism of the tax on social Justice grounds is
based on problems ‘that could be remedied with befter assessment procedures,,
some real inequities exist. Perhaps the most important from the national point
6f view is the interregional inequity. A single rich mine in a sparsely pop~

?:\ulated area might well provide a major proportion ofthe tax base in -the- )
taxing district. If‘'this were the only mipe open in the area, its tax bill
could be significantly greater thanp, if the mine ‘were located in 'a region with
more mining enterprises. Similarly, the location of other economig activity

in the samé area as the mine may have a significant impagct on the t {11
which the mine pays. There seems to be no justification for the mine’s\ tax
bill to depend on the amount of other development in the area. -

) S

The natural heritage issue is a second concern. Some argue that a i
mineral deposit is a gift of nature to ‘the people and that they deserve some
rent or compensation for-: the asset.4 This argument has considerable popular
appeal. What most desire is for the State to receive -a 'share of the excess
profit or’ rent that the owner of thé resource obtains and tor return it to the
citizens.- Those making this argument aré not really arguing against the ad
valorem tax; instead, they argue for increasing the tbtal tax burden on
‘minerals. A property classification system in which mineral property is
assessed at a higher rate than other types of property will accomplish the
same objective within the property tax framework. : .

-

As with most equity arguments, there is really no way to evaluate the
natural heritage argument in terms of right or wrong. While there is some
intuitive appeal to allowing the Stateg to extract. some of the rent from mineral
1and ‘holders of mineral rights correctly point out that owners of other

gifts of nature," such as fertile land, are not taxed on the rent they receive.
There is really very little that economics.can say abeut the merits of the
. argument. Instead, it is a decision more properly made through the govern-
mental decision-making process."Accepqing or rejecting the natural heritage
argument. does not forcde one to choose a particular tax system. . :
P \ B : . \ )
LT . . '
3G, Howard Spaeth, "Iron Ore Taxation in Minnesota,' Proceedings,
National Tax Association, 1948, pp. 230-243, gives a more complete description
*of the process.’ _ : S s S

. &
- v

4The\Report of the Governor's Minnesota Tax Study Conmission, 1956,
Pp. 324-326. -
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' Condistency with National Goa;ef_mvw;mmu,Mmﬂ@~__;_JM?H“M_A“MNM“4Mhm__wwdgn;MMMM“

The ad valorem tax is also said to be .inconsistent with the national goal
of maximizing the use of available resources.”? Since the tax comes due
whether the deposit is being worked or not, a profit-mawimizing producer will.
accelerate his recovery rate on‘each deposit in order to minimize his total
tax bill. The sooner the deposit is depleted, of cou -se, the sooner the taxes

" will be reduced. Under a system of ad valorem taxes, two identical mineral
deposits, one developed and mined out 5 years after disccvery and one mined at
a slower rate for 10 years, will pay considerably different amounts of taxes
over the life of the deposit. Such a syst of taxation provides a strong
economic incentive for developing the ;éséggl property and extracting the
minerals as soon as possible after theXiscovery is made known and added to
the tax rolls. j

-
i

°
»

The incre:zea recovery rate contributes an accelerated depletion of
the mineral <=-- (i in the following way. Be:the there is an incentive, to
increase production from eacH mine, Supplies of the mineral are larger than
would otherwise be the case. As a result of this excess supply, the price
drops, which in turn produces two effects. '.First, consumption §f the mineral
increases or proceeds at a more rapid rate because of the 1owe§!price. Second,
and perhaps more important, the cutoff grade for the ore to “be/mined is

raised, redgcing the amount of economically feasible ore available, because
ore of lesstr value than the cutoff grade will not be mined. Since there are
large startup costs involved, substantially higher prices will be necessary
before it becomes economically feasitle to reopen a mine--prices higher than
might be expected in the future. Althou:z: the lower.grade ore is not lost,
the economics of the mine make it nighly unlikely that those minerals will be
used. The ad valorem tax then works against the country's best interests in
preserving or making maximum use (of our natibnal resources.

A

Revenue Adequacy

~

In terms of revenue acequacv, the major. complaint has been that the ad
valorem tax works too well. I- the iron range communities of northern
Minnesota, for example, the ad vaiorem tax produced so much revenue at so
little cost to. the rasidents of the community that the State government even-
tually was forced to/place a ceiling on increases in local per capita expendi--
tures. Without such’a limit, local government expenditures in that area 6
would n?ve become completely distorted from those in .the rest of the State.

r e . ™~ -
i Unllke the other)taxes to be “{scussed, the ad valorem tax has no prob—
lems in matching the revenifie flow with the need for services. The f¥dnt-end
,load problem is minimized because 'the mine property has the same value ,
whether the mine is in operation or being developed, asswming proper assess— "

\ - < S
SHarold. .Groves, Financing Government, 5th Ed., Holt and Co., New York,
1958, pp. 314-317. .

6'I‘he Rgport of the Governor s Minnesota Tax Study Commission, 1956, p. 327
t . \Y"‘“\
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e ment.-_ Consequently,isufficientcrevenues should._ beiavailable to_the- 1ocalh___i_d;mi__

governments during the construction phase to meet all increased demands for
services. Revenue adequagy is one of the major problems facing the other
mineral taxes which are more acceptable on the grounds of administrative
convenience, consistencyiwith national economic goals, and social justice.

Summarx . s -

Strong objections exist to the use of an ad valorem mineral tax due to its
administrative problems and its implications for the rate of resource deple-
tion. Despite these problems,. several States continue to use the ad valorem
tax as their-primary source of mineral tax revenues, since the revenues asso- -
ciated with it are more certain than those from a severanse tax or a produc-

- tion tax. AN ‘ . ~
’ -~ ' \/ '; -

The Severance Tax

4

Michigan became the first State to impose a tax other-'than an ad valorem .
levy on mineral property when it imposed a sevarance tax in 1846. Others
followed and by 1910 -seven States had some fore of a severance tax.’ In most
States, however, the everance tax was seen as a way of encouraging the

" .development of the State's mineral resour#es, not as a way of increaéing the
tax revenue from mineral property or of taxing mines more equitably. -

<
[N

- Twenty-nine States have some special taxes on minerals. In 10 of these .
States, "that tax is levied in 1liew of all other ad valorem taxes. . In the
~. other 19, however, some ad valorem taxes are levied at either the State or
lodal level. Normally, the courts treat the severance tax as an excise tax
paid by producers for the'privilege of ‘extracting resources from thef#soil of
. the, State. Consequently, since severance taxes .are not usually considered to
" be property taxes, they’'are not held to be subject to constitutional restric-
tions applicable to property taxes such as millage limits and’ uniformity pro=
visions. . In addition, since they are not property taxes, it is not normalily .
considered to be double taxation when they are imposed in addition to an ad
.valorem tax.”

[4 [

In this report, three dlstiktt types of severance taxes will be discussed
- The first is the "true'" severance tax, which is levied at a set amount per
unit amount produced. The others are gross and net production taxes.®

w
- e

t

7F1nancing Government in Colorado, 1959 Report of the Govermnor's Study
Group, p. 351. - .

~

8The dlstinction made here betweeh severance taxes angd gross and net pro-
duction taxes is not always made at the State level. For example, Montana's
tax on oil and gas is officially titled the 0il and Gas Producers Severance - %
Tax even though its base is the gross value of petroleum extractéd. * Under the
.+ classification system used in this paper, such a tax would -be .considered a
' gross production tax. . ’ .

6 12 | '.—J-. E

N



»

C e : ]

Ease'of'Admfnistration‘ S o . W
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- = The "true 'severance ‘tax is not‘tied to the value of the product mined.

Instead, it is levied according to, ‘a-rate schedule based on the amount the
mine.- produces.‘ This greatly simplifies tax administration compared .to the ad

_and verify than the total value of tH&- deposit, the” figure needed for ad -

valorem tax.  Now, all the State reﬁenueldepartmagt needs to know is “the
numbet of tons mined duringvthe year & fighre which 1s much .easier”. to obtain

-

valorem ‘tax’ purposes. For administrative convenience the severance tax is a

noticeable improvement over the ad valorem tax. REEEE - Jo
P ~ D . - . - i ~ - - . -.'. )
) ',f_‘ ) - - . ‘3. " .°.l @ . . ", T -
¢Social Justiee O S S L B e . N o

. »
.o > . R o .
-

On social Justice grounds the- severance tax appears suPerlor'to the ad

valorem tax. Each ton of mineral extraeﬁéd is: taxed an identical :amount, no )

matter where in the State the mine is located - With a. severance‘tax the
owner of a m1ne located in the same taxing district as other economic act1v1ty

‘ receives no tak advantages, and” production dec1sions between mines- aré not

- clearly an-improveme over the situation-undes

influenced by the relative property tax ratés in different locations. ' This is

economic feasibility of a mine can be?affected y size, of the tax ‘base in the

-

‘surrounding district. L : SR . .. o

Taxes may also be. evaluated on their consistency with the taxpayer s
ability to pay. The ad valorem systemn fails-in this’ respect since- taxes are -
levied and become due whether the deposit is heing mined or not. . The sever-
ance tax offers some 1mprovement since the taxes are due only when the mine is
actually in operation.' Howrever, since the tax 'is based on the phy51cal units
of production rather than a measure of profitability, some ability to pay.
problems remain.’ Spec1f1cally, if mineral deposits throughout the State are

-not of equal quality, a severance tax violates the abllity to pay—criterion»

.'by taxing the less profitable mine at a higher percentage rate than the more
profitable one. In general ‘however, the.severance tax is an 1mprovement over -

‘an ad vanrem tax with respect to social 3ust1ce. = e . .

Cons1stency with National Goals-“.‘l' o P - o -

.~

~.

Since the -severance tax offers no . taxﬂincentives for 1ncrea51ng the mine's

.recovery rate, the tax is more .nearly ‘in Accord with the ‘national goal of

maximizing resource use. The rate of extraction remains unchanged with respect
to any’ change -in the: level of the tax, and there is no way the company can
mine ‘out from under the’ tax. ' A A _ | -

. S o ' . ’ g ’ S v

B Some economic incentives Stlll exist however, which restrict the use of

'the ére deposit. ‘Since the ‘séverance .tax is levied - at a constant dollar

amount - per ton, the mining: firm will extract minerals only to the point at:

‘which its marginal costs plus the severance tax are equal to the market ‘price.

Unfortunately, this means that some portions o&f the depos1t where the actuyal
costs of extraction are less than- the expected market price are not mined.
ThOSe deposits for. Whlch the market price minus the marginal cost . of extrac—“

.._‘
- . - N . U-
. 1y . LR . f .

<v8 . . . . . 1 .
: .. . ‘A . - . . -

-

"an ad ‘valorem tax where the .

N
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;,tion is-iéss than the siverance Eax will be left in place, ‘eyen though in the
- absence of a tax they would be mined.” The amount of ore made inefficient to.
“mine through imposition of ,a severance (or ad Valorem tax) cannot be deter- ~

- mined without a specific studya -But given the relatively low rates for. mgst '

severance taxes, thexhprobably have a smail impact on rEsource use. ; - ya

PR = .3 oae -
~ \ . D - - } -3 . ” ., .
.. . . . - - - ‘. x _‘: - s .
Revenue Adequacy n S S e ey

~ -
b

-

=T - The “severance tax's greatest deficiency is related to revenue adequacy.
Since the tax is based on the physical output of the mine, the flow of

,revenues from the project and the need for additiona} local government services

associated with the project may not coincide. In early stages of development.
- 4t is especially 1likely that revenues will be far bektow " “those needed to
finance the..new levels of servieés, This represents a front-end load problem.
.Since the construction period for a mine can last for 3 or more. years, addi-
tional .revenue mist b¥ made ‘available before ‘the .miné is in operation.” This
need- is espec1ally severe in sparsely populated areas where existing.public
services will probably be inadequate to serve the new residents. Financing-
- the expansion of the services is essential. If revenues from ‘the @nine are not.
o available until after: the need for moreclocal services .arises, the local
community will suffer in the short term. This may bé only a temporary prob-
"lem for the community, however, with new revenues exceeding service costs
" shortly after the mine begins full scale operation.
/7

f

3

v

Special Problems

w

Two less important features of the severance tax, while not especially
difficult to solve, also need some discuss1on. e :

.

- -

First, the severance tax is typically a State—levied tax. That 1s, ;
-~ unless special provisions are’made, the State levies*the tax, receives all

1'1

. " 'revenue from the tax, and then apportions it as it sees fit. There is, =77
piggyback” séverance tax.in the same manner as the piggyback sales and".
income taxes which now exist. Without such a program, some provisions are
Jnecessary to- insure that local governments in the impact area receive some -
1 revenue. Lacking this, the costs of the mine to- the local community are '.
likely to. outweigh greatly its benefits and there will be strong local resis-
.'tance to its development. This is not an insoluble problem. ' The legislatlon
'providing fot thé seveérance tax can be written to-include a specific distribu-
tion - formula, or State programs of aid to local governments can be modified -
"' .so’that areas" affected by mineral development receive a different allocation
" of funds. _Utah, North Dakota, "and Montana- have recently’ enacted legislation
© aimed at returning funds to the energy impact areas.

‘.

~ e

v - |. e 0 . . . - 3
- : T
. . ) . o : v .
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- utah Code.Anrictated '63:51.5-6; North Dakota Century Code 57:61, 62;
Montana Revised Code 84:1314-19. ' - T . _

. , L e - . oo : . [
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however, no reason why local govermments could not be given the power to engctv
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The- otﬁér‘problem, less difficult to solve, is that a ‘severance tax fails

ﬁ%b adjust automatically to the effect of 1nflgtion on_local’ revenue needs.
“Bince the tax is levied .at a fixed dollar amount.per ton, during a period of .

inflation the quantity of’ government serv1ces financed by the tax will-

decrease even though the tax is- producing the same dollar amount of revenue.

.t

- returning “to the legislaturesannually for small tax rate increases, they have
ﬂlinked ‘the severance tax rates to -a pficé indexA0 A one percentage‘point
increase 4n the appropriate price index increases the severance tax rate by

P . - 1

Several States have recognized this/problem and the waste, of time. in . .

- a given percentage, allowing tax revenue-to ke&p pace with 1nflation.

Summary = . : L o,

when evaluated ‘on the criteria of administrativg convenience and social >

The. severance tax 'is a.ﬂwgor 1mprovement over the ad valorem property tax

.

justice. It also offers significant advantages over. the adfvalorem tax when -
Judged on Ehe basis of its- .consistency with: natlonal economic goals, even

“though it

as some :adverse° effects.on the amount of economically recoverable

resources. However, in the" ared of revenue adequacy,_the severamce tax does
not -compare well to the -ad valorem tax. The froﬁt—end load. probI@m, much .

worse -under this type of tax, requires special treatment to overcome. And . _f
since producing revenue is'the purpose o6f all taxes, thfs is a serious prob-
" lem which Szate legislatures must confront. - L, ‘s s .
| T
The Gross Production Tax _ ;'

N - W , . - -

1

_ State and local gqyernments can also tax mining activity,through a gross

production tax. Under .this tax, taxes are ‘levied on a. measire.of the dollar
value of the product extracted from thé mine.. Seventeen States wuse this tax
_.:rather than a severance or an ad Jvalorem tax. Other States~1ﬁclude gross

proceeds in the base for adxvalorem taxanion. In some{instaqces, gross pPro:-

ceeds are used, in-place of a value for -the mine and equipment. In others, ?g
gross proceeds are an addition to the value of the: mine. The discu551on of‘&
gross producticn taxes in this .section applies™to both the separate gross
produétions tax and to the 1nclu51on of gross proceeds in the ad valorem tax

X base. -, ) _ S .o L.

ancé tax. But, because the gross production tax is levied ashé percentage of <.

-t - H ) . . LTem ) .
. - -

N

-fh many ways, the gross production .tax is almost 1dent1cal to the ‘sever- -.L‘

,vthe value of the oré rather ‘than at a fixed amount per ton, t re are some
.important differences. Chief among them are the more equitabl treatments of
;" mines during rapid price c¢hanges for minerals and the. mpre equltable treat—

ment

of mines producing minerals .of différent qualities. .The discussion

below'centers on these differences., o > ¢ "

'Tax,
Tax,

- g 1 9 ] v
o - ~. h . .

~
A P
o . R *

10 For example see the Minnmesota Taconite,. Iron Sulfldes and Agglomerates

Minn..Statutes of 1957, -Sec. 298.26, or the: North Dakdta‘Coal Severance”
S.B. 2031, Laws, 1975. > L. o
: _,l .' c ar \ . N
9 . .-
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- From~the local government s point of view the blggest advantage of‘a
gross production tax is that tax revenues ancrease when mlneral prlces.s el
increase. During general .inflation the State or. 106a11ty can‘be corifident’

that it will receive about the same real purchasing power from mineral revenue

'las before. withqut being foreced~ to increase the tax, rate. This responsiveness

of tax revenue to price changes, however, .is less desirable when mineral . * s

" prices decrease. A goverament strongly dependent on production taxes might

facte major financial problems during a long period of- depressed'prices. And
the disadvantages of having a -fluctuating revenue source may outwelgh the -
advantages of havlng a bullt in hedge agaiast 1nflatlon. 5;W . - .

. . .‘ N' | . S . T
. . - -:'. i - - . . N i) * ’ -
Ease of Administration-* . , : ' = e A ;7

~ T
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The gross production tax is more difficult to admlnlster than the sever-
"ance tax. Most of the difficulties arise in computing the maneral S. sale‘i
price. The problem is not usually caused by fluctuatlng prices.. Instea&' the
problem is that often there are no market. transactions from.whlch prices can" =

be obtained. Some coal mines, for example are part. of vertlcally integrated .

electric generating plants. All the coal mined is used as an input for a g
generating station located .at the mouth of_ the mine. Since the coal is not

" actually sold on the market, the problem is one of determlnlng hat accounting .

price should be attached to the coal.- Although ‘it is more difficult to admin-

ister the gross productlon tax th@m the severance tax, the producthg tax is

~ probably not as difficult‘tq admlnlster as. the ad.valorem tax. . )

4;_ (‘ P ) / o K / ‘

- ~ ..

Social Justice ' . ;o ‘ {?

/ Assuming: thatithe admlnlstratlve problems are adequately handbed, the
gross production tax is an improvement dver the severance tax in terms of
social justice. The two taxes ‘would be idemEical if all mineral deposits were
of the, same quality and if mineral pr es were stable. But, .if either of
these ¢onditions is not met, the gross production tax does a better JOb in
matching the firm's tax bill with the firm's ablllty to. pay. - '

e -
When gros:z;ecelpts of the m1ne are used as the taxnbase, dlfferences in
v.

~

the quality of the mineral extracted can be easily taken into account-and

taxed-accordin Under a gross production tax; a mine producing minergls

~worth $5 a ton and a mine prodg2 ng minerals worth $10 a ton will be taxed

‘dlfferently. Their tax bllls : ;
. produced. Slmllarly, the m1ne 's tax bill wibl fluctuate with the m1nera1 'S .

. sale price.

511 be proportional to the value of the minéral

-Consistency witbvNational Goals - ' o } A

- : T - .

- The severance tax and "the gross productlon tax are s1m11ar in their. con-
sistency with natlonal economic goals. leferences occur when either prlce
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’or qnality of the minerals varies. The price question is relatively

unimportant, however, since mine openings and clgosings are based on an esti
mate of the long term trend in prices and not short term. variatioms) Unless
.a major price change’occurs, it'is unlikely that the gross pxoduction tax and
the severance tax would have different impacts on mine development.

Y ‘e~ .- . . (\
. ;' \ The severance tax and the gross produotion tax’ may affect the cutoff
° ' grade for the mine differently. The severance tax is a fixed charge added to

'each ton of mineral produced.. Minerdl deposits will not be developed -where
*  the marginal .cagst of. prodnction and the€ severance tax are. greater than the..
market price. However, 'since the gross production tax is”a percentage of the-‘
,ghies price rather than a fixéd amount per tonm, the tax will.be lower for
erals of Iower quality. This' will enable some mineral production to occur
which would.not occur unider the severance tax.l_2 The sizZe of the increase in
.. economically: feaSible mineral production depends on the relative tax rates
-+ and the differences in ore quality Within -the State. T .

"A— . 4 . ' - gl P . ~ " N e’ . ; - a :
.-" . . 5 M}/ ¥ - . . . _' --', L R .
. *  'Revenue. Ad;guacy oL S o _" T .
5 - ST e - ST L ER e : . ;
-‘%1
' Like the.severance tax, the gross production tax does not meet thé front-

. “end financing problem; communities needing revenue to .provide services for new
’ - residents.during the development and construction phase of the mine will-Find.
nof%pecial relief from it. 1In fact, the need for some local services-—welfare,-
. for, example—might vary inversely with the . price of the minerals and the asso-
. ~cilated activity in the mine. If this is thé case the revenue flow over time
'might be less,desirable than either the property tax or the severance tax.

-’
- -
L. . . -

The ‘gross production .tax appears to be slightly more desirable than the 'J
severance tax. . Its advantages with respect to ability to pay and “its improved -
. consistency with national economic goals appear to outweigh' the potential .
disadvantages associated- with—the»admigistration of the tgx and the revernue:-
flow. 1If. .major difficulties exist, in determining the mineral's price, . e T
. however, & severance tax is likelyato be more satisfactory. - P :
\. v . v
. - - 5 ._. B
o , R ' ,
s L r. o 'The-Net ProductioﬁaTax'

. iy

Lt Although t gross production tax is similar to the severance tax, ‘the
" 'net production t has several distinct differences. /It_is more closely,

.

-

\‘. 1lAllyn 0( Lockner, '"The: Economic ‘Effect of Severance .Tax DeCiSions on L
the Mining Firm," Natural Resources Journal, \Jan.- 1956, PP 480—481. B

vleenry Sfeele, "Natural Resource Taxation. Resource Allocation and Lo
Distribution Implications,ﬁ\Extractive Resources-and Taxation, Mason Gaffney,
ed., Univ.'of Wisconsin Press, Madison, 1967, P 246.-1 . .
\)4 “ _s » . ‘. - . f . - . . 1 ‘/ ’? o .
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rélated to a net income tax since co&panies.are allowed to,deduct some . -
expenses from’ grdss revenues in order to. reach the defi’ition of net-taxable T. L
¢ - o~ a‘- ‘ ’ .

production.; Cte ) L . T

.'-v N ’ ) _. ' ®eo . - - K “' ‘ * i - T /T/? : s : )
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Ease of Administration ’ o _: M C } -, e T

+~ " Any net income tax introdﬁées\a specidl set of adménistrative problems AR

- mate gross ihcome. Cost figures are usually obtained from the compahy's :

deciaI'Justice - : ) e R e

. Tax officials must check costs claimed as business expenses “as.well as esti—: .

State oy Federal income tax return. But the responsibility for checﬁing and:
.auditing Teturns still incteases the administrative burden of the ﬁax dn.the tfﬁz,

State or 1oca1 government and the-taxpayer. . S .. e , ‘ A

~ . - -

. . . . . s : ‘ . ~ ! @ -
.. . . . . - . . T
R . . - - . B - . . - ) . .:,- - L]

3

The net production tax is an imprd\Ement .over all the other minefal taxes

' when judged against social Justlce criteria. Net income is 4 much more- éatis—

factory tax base than property value or total productifyn when viewed from the
perspective of either ability to pay or horizontal equity. "The interregional
equitysissue is: ‘also handled well. This tax also provides a rational basis -
for allowing progressivity to enter the. rate schedule. . If any progressivity ¢ '
is introduced in either a severance or a gross production tax, there is a. . =
possibility that taxes on-marginal %nterprises‘will-be increased. | This may
drive them out of’ bu81ness, while. the highly profitable mines are allowed to

continue-to pay taxes at the same rate. . . . C ; - e

‘On social Justice criteria the net - production tax, if designed sa that’ it N

includes all.the firm's relevant costs, is clearly superior to.all other - ~

taxes. . “Eo the extent that ﬁeductibIe costs do not include all relevant costs . _

to the firm, the tax is less satisfactory and, depending on the omissions, it ‘_fg

may,in some instances be worse,than any alternative taxe " c . TR
. o . o a: o : ST .

) .
d . . .

Con51stency with National Goals el j:Ar G L Lo

-

Assuming that.the net production tax properly reflects both the income !_
and the costs of doing business to the firm, it is also an 4mprovement over - -
the others in; its con81stency w1th natlonal economic goals. Like-the sever- -

~ ance tax, 1t does not interfere with -the optimnm rate of recovery in .the mine; -

" there are no-. incentives to mine’ out from under’ the ‘tax:as there- are with the

ad valorém tax. In additionm,.sinte the tax leVy is a percentagé of met - . . . -
income, the net production tax does not produce the same incentives to < o
restrict output as do.the: severance and gross production taxes. With ‘a net
production ‘tax, "the marg1na1 ‘cost of mining each ton remain -the same as it. L
‘would be’ w1thoug,the tax. The profit-maximizing producer wAll; therefore, - . .
.mine the same amount under a net production tax as he would if there were mo .

taxes ‘at- all.. The sole effect of the net production tax is to reduce the = - .~
mine s profits. L e -x o SR . Lo e
] :\‘J\ A//' - \”- }- :‘v . "- - - . . . - o - ,ﬁk.\, . , o -
, . . .' ".'- o L= - ! 3 . {'-‘""/\_. L AU . ; ) "n, . ] .. o .
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, if’mineral production is subJect to a. greater tax burden than other
°p_‘sectors ‘oF. the economy, investment in mining will decrease and the minimum .

grade.pre required for operation will increase. Levying a netgproduction(tax

-
-

e instead -of another mineral ‘tax will not affeot this resuit. . _ ;'\
C - ~ : = M - T v \;,
&= - ’ ' . oo - a - _ , " " 5 - \ . - . {
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-* The net. production tax does not score well on revenue adequacy. Becausé“
it is based on net income it has the same- difficulty with the front-end load
- problem. as the severance ard the gross production taxes. It is conceivable
: -that the problem may be worse with the nét production tax because the mine-

" may not operate at a.profit for several years. THE best a community can hope

" . for is that it will begin to receive revenue from the mine aftér it. -is fully
u operational. - .- ' .
: * *The revenue stream after operation is considerably more uncértain and

subject to considerable variation under the net production tax. Since the
tax revenue depends on the mine's net: income there will likely be- periods
when, due to fluctuating market prices, the mine will have little net income
while still operating with its full complement-of workers.l3 "This -possible
fluctuation and uncertainty.in revenue. could create considerable problegs for’
local commynities trying t0'£1nance serv1ces by a net production tax. oo
Howevér, for a State trying to extract some payment from mine owners under a:
"natural herltage philosophy, this may be mdre equitablet . , N

el
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- - - .

'iu. Suimary ' - S O - ‘ R : ,.k

® < - .
-

The'net product1;? tax has advantages over other taxes with regard to

’5_?h s@tial justice. and compliance with national economic goals. ~But.it is more =

. difficult to administer and is a less reliable revenue source ‘than the other
taxes, especially .at the local level. While this tak is acceptable-for use -
.at the State level, its use at the local level is not’ adv1sable. :
' \ ‘ o : Py

<

Co L L . Tu;j;/ Conclusions _ N S o

(-

of the‘iour major. types of taxes lev1ed on'-the mineral industry, none- is

clearly superior to the othegs Sn al1 criteria (table I). However, they .
severance tax and thé gross production tax-appear. to provide the best.vehicles
for'taxing mining activity. Even though the net productlon tax ranked highest
-in ‘social justice and consistency with national economic goals, probIemsu}n_
admlnistration and revenue flfw may be overridi 2, especially at the local
level.- Choos1ng between the’ sgverance ;ax.and the gross ‘production tax is

. more dffficult’ There, the decision prébably should be made on the basis of

-L how difficult it is ‘to -determine a sales price for the mineral taxed. If a
market<priqe~can’5'reasily ascertained for the minerals Coming from each

'~-r—"’particular mine, the gross.productloq‘tax offers several advantages over the

. Y . -8 . . - - . - -,
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severance tax. If however ‘an appropriate market price is not’ available, .

-

.the State may be betterhpff witH a severanee tax. o o L
e Q . - A : ) _- ' ‘_a . ! - -
. “;/-, : Table 1--SubJective ranking of- aIternative mineral = -~ o -
v taxes on’ evaluation criteria I s
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STATE BROGRAMS TO REDUCE FISCAL IMPACT OF MINERAL DEVELOPMENT

2

ff g Special taxes on minerals all fail to produce enough tax revenue during Tt
- the construction and development phase of the mine to offset-the- increased '
costs of providing local ‘government services. Severance and production taxes- ’;?

. produce’ no revenue until the.mine begins to operate.r Even ad valorem taxe$
are often inadequate bécause, either by law “or by custom, nonproducing mineral
‘property is usually assessed at its surface value. ' Consequently, the necessary
-expansion of the service delivery system of .the local commuynity must be | kr
financed from 'the existing tax base. During the first few years, at least, Y
the value of the new development is not included in the local tax base: -This
section describes programs enacted in Montana, North Dakota, Utah, and ‘Wyoming -
to ease . the financial strain created by the need for new. services before new
" tax revenues became available. BT T
- . . X ’ : IR S ’ >
_— For many communities the timing of tax regenues‘doe3<not create major
problems.” Indeed, some State and local governments have tried to attract
. new iggdustry by exempting  the new firm- from all or aimaJor portion of its
,1j;loca1 property taxes for a period of years. For the’ communities taking this - L
-~ approach, the benefits of growth outweigh problems.associated with the’ '
‘jfpossible short-term fiscal imbalance. These. towns usuaIly have sufficient
excess capacity in their public-service delivery systems'to serve the new-
”comers or the local labor supply .is sufficient: to absorb the new Jobs without et

-

T requiring significant 1mmigration.- If the taxrconcession strategy is to ‘ 3
B 14 e ~ ;
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create the fewest probdems for local f1nances,.however, growth associated with

development must be relatlvely small compared tb the existing local population.
Mld\ral development—and especially coal development in the'Northern -
Great Plains-—tzplcally does not occur in settings where the potential finan- -
cial imbalance can be minimized. Most major mineral deposits lie in sparsely
vpopulated,areas where service dellvery systems may have little or no excess
’ capacitys - The majority of construttion and-development workers normally must
° come from eut51de the immediate vicinity. Population increases of 50 percent-
‘ or more are. not uncommon, much of it occurring before productlon .begins. In -
the®case of mines. supporting mine “deuth thermogenerators or gasification
plants, thé local population may peak before the plant goes into operation.

since the construction work fbfce outnumbers the operatlng force. L e

~

. v f

| -
t—
These s1tuatlons ofﬂEn create the need for a new school or expanded water -
‘and sewer systems. Local residents [face the choice of/letting local service
uqualiqy‘decline sharply or of paying.considerably higher taxes. Thase Ilvlng
f in States where statutory- llmrts exist on property taxpmlllage rates may
' ’ sxmply be’ forced to endure -lower quallty servlce. . y .
g P .-
a8 . Local Tesidents may be able to look«forwarg,go lower .taxes after the mine
. reaches full- productionj but tHe short-run pr5§pects may. be disturbing. Many,
- argue that the situatjion is 1ngqu1table to ex1st1ng res dents of the communlty.
There is no real amswer to this- problem.- But, for man 1nd1V1duaI§ the )
rlncreased taxes represent only a reduction in..the net ap1ta1 gain 'due to the
:. apprec1at10n of property values which accompanles the development. For. then,
g there iswno net loss._ - _ .
L - . K

,,%' s Itwls apparent,-however, that the threat of higher taxes due to the newd

v development is a powerful force for mobilizing local citizen opposition to -any
B . proposed, development. If for no other reason than 1nsur1ng the orderly -

development of the Nation's mineral resourcess some .attempt must be made: to
. resolve the«front‘end.flnanc1ng problem. Four States faced with the possi-
bility of extensive.ceal development in relatively sparsely populated areas
have/enacted leglslatlon designed to deal w1th this problemxgv

5 A s 8
Experlence with these programs is very ery limited; ‘the following discussion
is confined to programs_approved by State legislatures to-meet the problems o
"of funding the early mine developments. in a region, to. handle 1mpacts outs1de
the taxing districts in which the mine is located, and to assure revenues
the affected communlty.L Future research o the actual suceess or’ fallure of-//
these programs 1s 1mportant. < - o : . - n e T
. . S : E Montana RS ‘ - | ' L
- . . R4 .' .- . , PO
. : . . .
: The 1975 Montana State Leglslature modlfled the coal severance tax to
,cake account 'of poss1ble local fiscal 1mbalances caused by coal development.
'A Coal Board sag established with the power to award. impact grants to counties;
towns, and/§Z;§ol dfstricts on’ th= bases of need, degree of severlty of coal.
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development, availability of funds, and the degree of local effort in meetlng

) the needs. The Board has d1stributed $15.1 million thr0ugh fiscal 1978

o

-~

The legislature also created a special property tax classlficafion for
gross proceeds from coal strip mines. This action by itself will produce no
revenda prior to, the mfne's operation. But, a companion measure requires .
tho e establlshlng a2 new firm or mine which will haye a major impact an the

sting public services to P ay'on requesst an amount not to exceed‘three
times the estimated property tax due the year the facility is completed. o
OneZfifth of the amount prepaid is then' allowed'fas a credit in each of the

“ o,

. flrst 5 years -after the St&Trt of productive operéslons. B O

i

There is no way at this time" to forecast whether the revenues allocated
to tbe Coal Board will meet the needs of affected communltles,ibr whether the

3-yedr pr%payment of property taxes proé;des enough to <cover the temporary

A fiscal imbalance of the locality. <The property tax prepayment provisions

by themselves may solve thé front-end. financing problem of the taxing.

- districts in which the mine is located\ For these communities, .the extra
revenue .is certhln and qulqgly accessible and can be pbtained by-local faction
without walting\for the jud nt ;of the- Coal Board or a&y-other State agency -
on the need for the funds. ggzpacts on”the local governments outside the

lmmediate vicinity of *he mine may not be handled so well. The actions of the

" Coal Board will determine whether the financial problems these communltles
face w1ll be treated adequately. :

&

et - o ’ -
Wy .

North Dakota

The North Dakota Leglslature enaqted a Coal Impact Program durlng its
1975 session. This program, which was scheduled to last only through June 30,
1977, was extended for an additional 2 years by the 1977 legislature. - North
Dakota's. program is more modest in scope than Montana'sy It establishes a

. temporary severance tax on coal, cCxeages a’ Coal Deve10pmen Fund, and provides

for 8 Coal Development: Impact Offlcezﬁo apportlon funds amoflg projects

suggested by local~gq\erpments.l g . A S

Y
"~

Thlrty-flve percent of the revenue gerlved from the severance tax is
allocated to the Coal:Impact Office for distribution to affected cities,
countiesy and school districts. The Coal Impact Office determines which
communities receive aid and how much impact.aid.they will. recelve. * Impact
grants approved|totaled $2,781,314 in fiseal 1976 and $1;967,214 in‘flscal
1977 Tﬁrough Aprll 1978 120 projects had been funded .
. ]

B LT : .
: ! o L e o
* Montana Coal Board July, 1978. _ .
15Ch 571, Montana Lawso-fl977 S

5

lsoh 563 Nortn Dakota Laws of 1975 Ch: 560 North Dakota Laws of
1977. ' IR R . :
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Program funds may be insuff1Cienttto cover the needs of the affected
comnunities. A single major school expansion or water and sewer expansion
could absorb most 6Ff the year's appropriatlons. In addition, the mandated.
. 2-year life for the program appears to assume that all severe fiscal impacts
will have occurred by that; time. Given the development forecasts for northern
Great ,Plains coal, it seeﬁg "quite unlikely that all major mining amd energy

conversion prOJects will be underway by then. A °

< The programﬂalso prov1des local fflg;afs w1th no assurance .that they

will Teceive any ;mg?ct funds.’ -The Coal Impact Office faces a budget con-

.~ straint and the.director is forced to choose amOng projects proposed by the

" local governments. Under these c1rcumstances worthwhlle and necessary

the/available respurces. ‘/ .

N

The North Dakota program is de31gned to handle much smaller 1mpacts
occurring over a-shorter: period of . time than the Montana program. Unfortu-
nately, there are few good current estimates of the actual extent of the
early front-end fiscal impacts. ~ .

g -
Utah

In 1975, the Utah Legislature enacted a program centered on the prepay-
ment of sales and use taxes on all the equipment and_machinery involved in
‘the development of the resgurce and its productlon.1 These funds were to be

~ placed in a special’ accoﬁ‘t and used to finance State-related public improve-

ments, including highways and schools. The State Road Commissioner and the

State Educatioq)Commlssioner have”the power to suggest projects, but the State’

Leglslature is required to appropriate the funds for a specific facility

related. to a specific natural resource development. Appropriations made to

_the State Board of Education . for Schools shall be repaid to the State General
Fund by the school district where the facility is:to-be constructed within 6
years from the date of substantial completion of the facility or the date
assessed values in the d1str1ct reached $50 mllllon, whlchever is first.

, The sales and use tax revenues associated with the. constructlon and -
development of a mine or energy conversion plant are likely to be quite large.
Although there are no estimates .of the amount of . revenue this program could

' raise in its -first year, sufficient revenue could be generated to solve local 2

front-end financing’ problems.

Unfortunately, however, the distribution process for the funds does not
insure that the available funds reach the Affected commumities with any degree
of certainty or speed. -Because the' legislature must approve the projects to

- be funded, this process is likely to be even slower and iess certain than the
_use of a coal impact office as is done in North Dakota. Since -a major charac-
teristic;of the front-end fiscal imbalance is the immediate nature of the
problem,” a program that might take more than a year to provide funds to.

, . - i

. ' i
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affected mmunipies is: necessarily less desirable .than a program providing

" funds smore rapidly. Nonetheless, the- possibilitydof using prepaid sales tax
revenues ' as part of the fiscal impact fund appears to*be worth further con-
ideration. - 5 - 7 .

. -

——
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 Wyoming

, Theéﬁyom ng Legislature ‘passed an extensive series of. bills designed to
reduce local fiscal impact. The rogram includes the. issudnce of revenue
"bonds to finance a State communit ~development authority, a special coal tax
/for impact assistance, and an Jdndustrial development information and siting
act. This act includes provisions forbidding fssuance of a permit for.
'construction and operation. of the- facility if 'a means of alleviating negagive
impaots is not" specified.18 o . LT L

_»r.

I
/

-~ -

The Wyoming Community Development Authority was. created and authorized to
issue up-to $100 million offrevenue bonds so that the State caniprovide
. assistance in areas where there have been major development impacts and- where
needed facilities and services cannot be financed through ex15ting sourcegy |

This program is unique because it has the power to make loans to the

" private sector to provide financial institutions in the affected area with
add1tional mortgage money as well as thqrpower to loan to public agencies.
Because the Community Development Authority has the power to set terms for
repayment of loans to local govermments, the:act may serve as a. -way of
channeling new funds into thg local . communlty during the early stages of the
development. A court test of the constitutionallty of this act has.been
initiated af the request of the State.. COnsequently, applications for funds
w1ll\not be accepted for at 1east .1 year. .

The Wyoming Community Develomment Program has several advantages over the
, coal ‘impact board@ programs used in other  States. It allows the mobilization o
. of a considerable amount of capital relatively quickly--nat dependent on the
actual mineral production’in the State--and it allows some aid to the private
tor in comminities feeling the impact. - The $100 million of funds made
available for 1mpact—assistance appears to be an amount more,adequate than \
that provaded in other States. However, the community has no’ certainty of
‘receiving funds, and there could be considerable delay before the laam is
,granted depending on the action of the Community Development Authority.

A constitutlonal amendment approved by voters iq 1975 created a permanent_ o

mineral trust fund. The revenue from-a 2-percent excise tax on .coal, uranium,,
trona, natural gas, oil shale, and petroleum, and 3ny other minerals designated.
by the legislsture is to be deposited in this fund: Ravenues from an addi-
tional l.5-percent tax on the value of coal produced also’go'to this fund.
Earnings from the investment of the fund are. to be deposited annually in the

. 3“~\\ .

’

18y detailed review of all legislation dealing with the economic impacts .
of energy development is in Hayen and Watts, op. cit“pp. 57—74 - :

e Tl S




. , < . Alabama
State’s geng;al fund.. The amendment also specifies that the legislature may- .
set conditions and terms under which money from the fund may be loaned to
local _governmengs, théreby proyldlng another source of impact aid. -

£ A I
‘ The Cogl Tax. for Impact Assistance Act ﬁ;ov1des for a severance tax at \
increasing”rates through 1979, untdl the amoimt collected reafhes $210 milliom.

/ The funds are to be disbursed by the Wyomlng Farm Loan Board in areas - :
directly or indirectly affected by the production of coal. The money is to
be used to finance public water systems, highways, ‘sewers,.and road or street

' pFojects. At least 50 percent of the revenues must:be,used to finance high-
way, road, or street projects. 1In 1978, .this tax will.likely reach only
about $2 million; it i§ unlikely that this act will provide much immediate
‘assistance to affected communities. L < AY

a

- ',‘_ . ) * s -
SUMMARIES OF STATE MINERAL TAX LAWS B

3 Alabama ~
Alabama levies severance taxesvoq'oil, natural gas, coal:\and iron ore.

. In'1974, the State. received more than $13.7 million from these taxes, or about
1.0 percent of its total tax revenues. o :
‘r‘ .

Two separate taxes are levied on oil and gas producglon. 4—percent
production_ tax on the\gross value of the oil or gas severed and a conserva-

-~

tion tax at 2 percemt of gross vdlue [40 20. 2(a), 9:17 25] c

o —

Net revenue from the productlon tax is distributed accordlng to the
‘ ;fz}low1ng schedule: .

-

a. Twenty-five percent of the 011 and gﬁs production taxes

. collected in any county shall be allocated ‘the county-
Eo_be expended at the discretion of the county government.
However, in counties with populations betweenf34,875 and
36,000 in the 1970 Federal census, the funds-are to be pro-.
rated to boards of education based on the number of children

~in net enrollment in the distrlct. In Countles with a popu-
lation betweenj}G 000 and 16, 250, the first $lSO 000 shall
be paid to the custodian of thé school funds. . The balance
remaining shall be, allocated two-thirds to qhebcounty general

. ,fﬁné\agg~one—th1rd to the school fund.

v

(a'~' . o; Ten percent of the taxes levied on oil and gas wells located
_ . . within the corporate limits or the police jurisdiction' of any .
. municipality shall be allotated to the mcnicipallty. S

. - -

. c.- Fifty percent of the first: $l$0 000 remalnlng goes to the a
State, 42.5 percent to_the county,- and 7.5 percentsto - .-

munlcipalities on a population ba31s [40:20. 8]

2
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Alabama/Alaska

g - ‘ . .
_ -All oi¥ or gas produced, all leases in production, including pineral
rights on producing properties; and all oil or gas under the ground“on pro-
dﬁcing property within the State are‘exempt from all ad valorem taxes of the .
State, counties, ot municipalities. No additionia]l assessment shall be added
to the surface value of such lands by reason of the presence of @il or gas
thereunder or production therefrom [40:20.l2]. Cities and counties are also:
expressly fofbéddéh from levying any' additional taxes on oil or gas produced
in the State o Ali?ama. ' ‘ ' S - - -

1

The conservation tax waé'originally.enacied to finance the 01l and Gas
Board.. In 1961, however, the 2-percent tax was allocated to the State's

~

: general fund [9:17.313. | , T e .

h . \ . P \ ’ - - e S g .; . N ' -
A severance tax is alsc'levied on iron.ore. ThiIs*tax, in the form of
a license or privilege tax, is imposed at-a rate of 3 cents per long-ton
Ly . ‘ N ’ . - . . X

[40:12.128]. 4 . . : _ A

Since 1971, a severance tax of 13.5 cents per ton has been levied. on .
coal mined in the State [40:13.2]. The . reverue goes to a special bulk-
handling facility trust fund and is to be used to pay principal and interest
on revenue bonds issued to construct the State docks bulk-loading-facility.
If in any fiscal year the'funds on deposit. exceed the amount due on the bonds
in the succeeding. 12 months, the erQ537is'availgblévfar‘igfund to ;ndividual7

taxpayers omn a pro rata Basisi[40113;5];'ifﬁ,;
In 1977, a severance tax of 20 cents-per .ton on.the mining of coal or.

- lignite was added. Proceeds from this tax:are returned to local governments

"+ according to the.following formula: SRR ) . <

1. ~ Por mines located within the poiiée jurisdiction or'mﬁnibipal
) limits of a  mumicipality, 50 percent of the tax_collected -goes:

to the municipality and. 50 percent to the county!

Y

- 2. For mines located. outside the poliééfjufis&iqtion oF municipal
limits of a municipality 100 percent of the tax collected goes -
to the county government. BT -

This act also prohibitsrlocal geverance‘taxes [40:13.31,32].

R S Alaska
Alaska received more than $23—millionz‘about 3 percent of total.State
revenue;‘from'produc%ion taxes on petroleum‘%nd:natuial‘ghs in 1977. In
1977, the Alaska Legislature .repealed the previous production tax on oil and
*gas and replaced it with a preduction tax wi;h:é.gféduated rate structure.
For oil, the new base tax rafe is the greater 0£:92.25 percent of the pro-
duct's value at the point of production or 60 cents per barrel of old crude. .
and. 80 cents per barrel of all other"oils[43;SSL9}1]; L o

A .

»
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'9.‘ . L . | "_ o Alaska

-The base tax rates are then adjusted as follows [43 55 012(b)]

_ ) e

1. The original cents—per-barrel rite applies to oil of 27 degrees
API gravity. For each degree of ARI gravity. less than 27 degrees,
the cents-per-barrel amount shall. be reduced by $.005 and.for
each degree of API gravity greater. than 27 degrees the cents-per-

 barrel amount shall be increased by $.005 except that oil above

.. 40 degrees APT gravity shall be taxed as- 40-degree oil. -

': 2,  The: base rate,adgusted for APT’ gravity is then- multiplied by
L an -economic limit factor to obtain.the actual tax rate. The
. economic limit factor acts to reduce taxes as production
'_falls or as production costs rise.

. The economic limit factor for oil production of other than old crude
equals. 3 .

-i

~ (1 -.[PEL/TP])exp (#60.- WD[PEL) e
where: PEL =monthly Production rate at the economic limie, PR
£ TP = total production during the month for which the S e
N . tax is to be paid, = . . -
"WD = total number of well days in: the month for which
. the tax is to be paid, and A
-exp indicates that the expression following is an RN
o exponent [43 55, 01301)] S
o The economic limit factor for gas or old crude oil production equals- L
1= PEL/TP [43 55.013(2), (e)].. C Lo Tl e

- i&ll , Y
The monthly production rate "at the economic 1imit for oil property is
ipresumed to be' 300 barrels times the number of well days for the property )
.- ~during the month for which taxes are to be: paid. The taxpayer may rebut this-
| presumption at a formal hearing [43:55.013()]. .

S

The monthly production rate at the economic limit for gas shall be estab—t°
"~ lished individually for each lease.or property in the State, - and shall be -

. based on the value of the gas produced and the average monthly direct opera-

' ting costs [43:55. 013(2), (h), (c)] ‘ - '
- ‘The base tax rate for gas is $.064. per thousand- cubic feet of taxable gas
or 10 percent of the gross value of taxable production- calculated .at the point
of production [43:55.016(b), (c)] .

~ The tax levied under this section is in place of all taxes imposed by the
- State or its municipalities except franchise taxes, income taxes, taxes upon
_the retail sale of oil and gas, and the one-eighth cent per'barrel oil and

gas regulation and conservation tax. [43 57 010 .



_percent ‘of gross proceeds or gross income was levied on every person in-the

| of Sfate tax revenues. ] p N
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Arizona - : ‘ .

N

Arizona uses an ad valorem property tax to tax the mineral industry; it

‘has no severance or production taxes. The State tax.commission has responsi-

bility for taxing all patented and unpatented mining claims [42u126] The
value of the mine is determined by estimating probable gross revenue and

. deducting the probable cost of extraction, reduction, and sale of the ore

product. The net value is ‘then converted. to its present worth. Five classes
of - propefty are established in Arizona for assessment purposes. Mines, |, .
smelters) railroads, mills, and lumber are all assessed® at 60 percent of
market valye, .the highest rate of any ckass. 1In contrast, commercial and

_industrial;Property is assessed at 27 percent, agricultural prﬂperty at 18
d

residential property at 15 percent of market valu [42 255]

A special tax on the mineral industry was enacted in 1967 A tax of 1.5. -

‘percent,

State in the business of mining, quarrying, smelting, or producing for sale ' .
or commercial use any oil, natural gas, limestone, sand,. gravel,_copper, gold,

'silver, or other mineral product compound or combination of mineral- -products.
- Revenue: from this tax goes to the State School Fund [42 1371]. - - )

. . ‘Arizona-also levies a mining privilege tax at a rate of 1 percent .6f gross:
receipts.. Revenue collected from that tax is distributed as follows: 4

" percent for administration; 15 percent .to the Départment of ‘Economic. Security,

and 25 percent to incorporated cities. . The remaining 56 percent is divided~
40 percent to the State's general fund and 60 Percent to counties, The funds
are allocated among the counties -according to the counties' assesséd values

= and the amount of privilege tax collected w1th each factor receiving equal -
o

- . N

weight, =~ , e o ; .

-‘. .

Arkansas N
- : R

Arkansas 1ev1es a severance tax on the value/of most naturé—‘resources

- removed from the soil or water. - Among those included under th tax are
natural gas,. oil, coal, barite, bauxite, titanium, manganese, zinc, cinnabar,

lead, crushed stone, gypsum, sand, and precious_stones - [84: 2102] During .
fiscal 1977 this tax provided: slightly over $10.4 million, or about 1 percent

-

Since the tax 1is -a-severance tax, it is levied,at a fixed ‘rate per volume'~ -

" for most minerals: .15 cents per short ton of barite, bauxite, titanium, .

‘mangarese and manganiferous ores,, zinc, cinnabar, and lead; 2 cents per short . -
ton of coal, lignite, and iron ore; and 1.5 cents per short ton of gypsum not
used for manufacturing in Arkansas,_chemical grade limestone, silica sand,

and dimension stone [84: 2102 (a)- (d)] However, diamonds, other precious |

Artzona/arkansas ¢ T S

@

stones, nativetsulfur, salt, and . .an -assortment of less important stones and “,5j- ,

resources are. taxed at 5-percent of the walue of the product at trme of o
severance [84 2102(h)] : - _\ \ S
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Natural ‘gas and “0il are also subject to tax. Naturalmgasmis‘taEEH"at“w““;

- 0.3 cent per 1,000 cubic feet. Oil from a well producing an average of 10

barrels .or more i taxed at 5 percent-of market. value at the time of produc-

tiom. For wells averaging below 10 barrels, the tax is computed at 4 perceqt\

[84: 2102(e)] C s :
H o+ M - -

.- Severance taxes levied -under this. law are in addition to the general
property tax. Payment of the tax does fdot affect the liability of the pro-
ducers for all State, county, municipal, or special district taxes upon thelir
real and corporeal property. , However, no other privilege or excise taxes
are to be imposed upon the right to use the hatural resource [84:211]. This
provision apparently does not apply to the Arkahsas Oil and Gas Conversion. -
Tax which is now limited to 10 mills per barrel of oil or 1. mill per 1, 000

-~ cubic feet -of natural gas [s3: 125]

Although the State collects all severance taxes, the State Treasurer is'

‘required to return.a large portion’ of the funds to Iocal" governments. The

General Revenue Fund receives 37 percent the remaining 97 percent is distri—,
buted as follows' - N . ﬁr..u

-
‘ -

~1. - All severance taxes, penalties, and costs on timber and

© timber products go to the State Forestry "Fund.

\"./ X \ (%

T2, Of the severance taxes, penalties,'and costs, except those

on timber, 75 percent shall be "general revenues" and shall ,
be.allocated td the various State treasury funds partici- |
pating in general revenues in the proportions provided by
_the R2venne Stabilization Law of Arkansas.. - ‘

oS -
The County Aid Fund receives the remaining 25. percent.v"

Pﬁ T

T ’ <. e
The- State Triasurer prorates the County Aid Fund among the/counties based

.on the. proportion of the Stateé's severance tax revenues’ pryduced by that
county On receipt of these funds the county treasurer credits 50-percent..

" of the nioney -to the County General School Fund and 50 percent.to the County

Highway Fund. S : : o e

In 1977 the Arxansas Legislature added an additional tax of S mills per
barrel on oil production. Revenues from this tax go to estahlish the
 Arkansas 01l Museum [Act 310, 1977] ) o , | <

' : ’ ' S LN h

_ California '
-\ . - '_ P
California lévies a small oil and gas production tax. on mineral property

\which in 1976 faised $2.3 million, “about” 002 percent of total .State tax

revenue. The tax- is levied on the number of barrels of oil and ‘thousands of
_cubic feet of" natural gas extracted. at a rate determined annually by the
California Department of Conservation [Pub/R. '3404]. The valpe of minerals
in’place is subject.: to local property t s however. SR s s e

-

-

Arkansas/California

\



Colorado
—— -

e e e e e e
‘s

Colorado SR 7 o -

P
h -

Untfl 1978 Colorado levied a severance tax on coal and productio;“taxes

on 0il and gas. In 1976, these taxes produced slightly more than $500,000,
or about 0.05 percent of the State's tax revenue. Minerel property is also
subJect to an ad valorem property, tax based on gross proceeds.” _ ,

-

The 1977 Colorado Legislature made - significant revisions in the State s
mineral tax laws. The coal severance tax and, oil and gas production}taxes

were repealed effective Januaty 1, 1978, and replaced with a broader ,severance
tax covering metallic minerals, coal, oil and gas, molybdenum, oil shale, rock,’

sand, gravel limesmone, and dolomite. v R

For metallic minerals, the new. téx rate is 2 25 percent of gross income
far all income in excess of $ll million. Ad valorem taxes asgessed during
the taxable year are allowed as a credit against ‘this tax- in an amount up to-
50 percent of.. the severance tax levied [39: 29, 103]

I

Thg;new tax on molybdenum ore is 15 cents per ton._

- Oil and natural gas’ will be taxed at a percentage of gross income
according to the following schedule. .

4‘ ) R S ; -
“Gross income ~ Tax rate-(Z) :

‘under $25, 000

_'$25 000 to $99 999 -
$100,000 to $299, 999
$300 000 and over

S uswN

_ A credit equal to 87% percent of all ad valorem taxes assessed by State
and ‘local governments during the taxable year on the leaseholds, royalties,
and royalty interests may be applied against the 'severance tax. Ad valorem
Qtaxes, ‘however, do not ‘qualify for inclusion if levied on equipment and
facilities used in drilling for crude oil or-natural gas or producing,
‘astoring or. transporting through a pipeline [39: 29. 105] T

’

Coal will be subject to a severance tax of 60 cents per ton, but- no | tax

. is levied on the first 8,000 tons per quarter. -In addition, coal produced
“from underground mines qualifies for.a credit of 50 percent of the tax. An

additional credit equal to 50 pPercent of the remaining tax is provided thoseifi,; h

‘mining" lignite. For -every three points change in the- wholesale price index
‘prepared by ‘the U.S. -Department of'Labor, the tax: rate'will be incfeased or:

f:decreased 1 percent [39 29 106] - ﬁ. : ._-_” oL : S ;.'

The,gross proceeds from the severance of oil -shale are subject to tax-at_

a maximum rate of 4 percent.l ‘The tax does not apply until the oil’ ‘shale. -

,facility is producing at least 50 percent of capacity., The rate schedule is.» v

.8

Ve
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. . : S L : ' A : Colorado
‘. ST T T Yeaxr T Percent . T T
- . . . ' _ b . . ™~
’ / - o ‘First. ’ — o 1 -
o -« - - . Second ., . - . R -2
’(;;;/. o Third Lo .3
.. ... ..+ . . Fourth and each .
. f" 'succeeding year 4
‘The production of the. first 15,000 tons per day of . oil shale, or,IO 000
Bgrrels per déy of shale’ oil is exempt from the tax. . .
;_ Shale ‘01l produced from inksitu methods is ali?wed”a'zs-percentftax

N

credit [39:29.1073. - .

‘tributed as follows [39 29 108]

A . ) .
4 - -

Revenues-from ‘severance taxes on minerals and mineral fuels realized

_after. June 3¢ 1981, will go. to a State severance -tax trust fund. This fund
is to be perpetual and is to serve as a replacement £or thE}State s depleted

natural resources. Only the income from investment of the trust fpnd is to be -
available to be spent. That—income is to be deposited in the State' s, general
flmd. ,“l k . . . . ° - . . . 'v,__

Prior to June 30 1981 revenues from.the severance tax are to be d1°—

..IJ‘ For oil and 8as, 100 percent to the State s(éeneral fund.r
2. For oil shale, 40 percent to- the State severance tax trust : e
fund and 20 percent to the local government severance tax B :
- fand.. .. , e

L

. =-L o o --_

R 1F9r.molybdenum,«see'taneAZa'=°1,” o ,Qrf%*‘. UL T
v ST T / YL I LT

r4, 'For coal'and metalli:\ninerals, seeftahle.3.~ R
Table 2——Distribution of taxes collected on ‘molybdenum, Colorado ., '
: ol : : Local government g . ,
Fiscal :  State . : State severance: severance tax | -
year ~:+ -general fund : tax trust fund .. trust.fund -
s : 2. Percemt” e kgl o
C1978° i 76 - . 200 st 100
- 1979 . : 270 e 20 .;ﬁf~f5_a'10
1980 = = "~ 60, - -0 300 Coos om0 100
L1981 s 500 L k0 T A0 )
. i 3 V o -
. '-". e ¢
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Lolotado . id.-, : - e o BRERES .
- o Table 3——Distribution'oﬁ_ta§es collected from coaL,m_ggw_MWMMchiliwi
'”“i?f:f‘ o o .and metallic: mlnerals, Colorado g , T
e T - : Local government' c
o "Fiscal . State .- : State severance;" severance tax - .
“1. _year ' general fund . tax trust’ fund . trust fund
.éﬁ, e ;“3. e - o ?r“ -Percent 71,' . |
1978 7. v 40 o 15& L P -
. 1979 . - 40 . “15 - . , 45 T
1980 1 ; 30" I SRR ICE

v The severance tax act also created a new fund the local government
severance tax fund, to be administered by the Department of Local. Affairs.i
' Fifteen ‘percent of the fund's _Teceipts are returned to cOunties and municipal— .
‘ities in proportion to the number of residents of the municipality ‘or unin-" -
’ corporated area of the county employed Ain- the mine -or retorting facility.

Ny

Eighty—five percent of the funds are to be distributed from the local -
government severance tax fund to local governments affected by energy or -
mineral development. "This revenue is to take the place of property:tax
revenues lost when severance tax payments were allowed to be-deducted in
- determining the value of the mine. - These funds may be used. for either -
»operating or, capital expenditures.» S SRR

‘ An energy impact advisory committee was: created to recommend to the .
" Department of Local Affairs actions needed to. assist impacted areas, the- <
problems faced by local governments_in providing.services,~tbe«txtent of - 7’-;'-
- availablé loeal. government tax" resoﬁfces, and ‘other problems ~such’ as housing o
“and- environmental deterioration which .may result from energy impacts. ‘The. f...pzv g
) executive director: of the: Department of" Local Affairs is to be ‘the chairman o e
': of this committee. Other mémbers include the Commissioner of Education, the. "
executive director of  the Highway; Department, the- exeeutive director of ‘the, :
Department of”’ Natural Resources, and fYve. residents from, ene “impact . areas,

. two of whom.must reside east of the Continental Divide [39-2??,r0]. ¢

Ta

All mines are also subject ta/an ad'valorem property tax.- Each mine .,Q.;'.;.{-
~owner or operator is required to file with theacounty assessor a statement '
‘ .showing, among other things, the gross value of the product -extracted;. the .
costs of extracting, treating, reducing, and transporting ‘the product, the
grOss proceeds of the mine; and the net ‘proceeds of the mine. " The" property -
. i& ‘then .assessed*at 25£percent of gross' proceeds, or at mnet proceeds, which- .
~ever 1is greater [39 6 06] " The mineral property s0- valued is then taxed at
the rate established by the countyi co : e D

26
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A : , ; \. Florida

R Florida_MMlm_;mr_lmmlm__“m“;_ﬂmm_,,_mmwmm”

In 1971, the State of Florida added a severance tax om solid minerals
to its existing production tax on 0il and natural gas. Solid minerals,
defined broadly, include clay, gravel, phosphate, rich lime, shells, stone,

sand, .and rare earths as well as the mineral ores. In 1977, the State
received ‘more than $47 million from these taxes, or about 1.6 percent of its

budget.
Ehe 1977 Florida Legislature increased the severance tax rate on both oil
and phosphate, rock. - 0il from wells yielding more than 100 barrels per day

'is now.taxed at 8 percent of the gross value of production. 0f the revenue-
raised from this tax seven—eighths goes to the State 8 general fund and one-
.-eighth to. the. general fund of the county in wh ch the oil was produced

[211 02.1]. o I . _

: N R \
Natural gas- production is taxed at 5 percent of gross value of produc—

tion. Eighty percent of this revenue goes to the Stateos general fund and

20 percent to the general fund of the county where it was’ produced [211:02.1].

) Mining of phosphate rock is taxed at. 10 peroent of the gross value of
production at _the time of extraction. For a11 other solid minerals the rate

is 5 percent, [211 31. 1 3].

o Seventy—five percent of the revenue derived from the tax on phosphates
. and, 50 percent of the revenue from the tax.on solid minerals goes to the
State s general fund. The remaining revenue is paid to: the Land Reclamation
rrusv Fund. [211 31.3]. ,
Taxpayers are allowed to credit the full amount of ad valorem.taxes paid
on the separately assessed mineral interest of the property ‘against .the solid .
-.!mineral severance tax.. However, this.ad valorem tax credi cannot exceed 20
. percent, 'of the. taxes: due under. this section [211:32. 1(z The credit which
imay be accumulated over . several years, is allowed ‘only if the tdxpayer has a-*
.  program for site reclamation and restoration approved by and filed with the
.Department of Natural Resources [211 32. 1(c)] -
T ayers are entitled to a further return of taxes under this section,
if they institute a reclamation and restoration program on the mine site. -
-~ Other -alternatives include the reclamation of land other than the mine site,
. or',the .transfer of “the site to the State for use as State land. In the case -
of reclaimed land, the taxpayer will receive an amount equal to 100 percent of
»." his.costs of reclamation and restoration subject to a maximum 1imit of -the
- _ amount of taxes paid.by.the ,taxpayer. that 4s deposited in the Land Reclamation
.. "+ Trust Fund. - With regard\Eb\thg transfer of land to the State, a refund equal’

to 100 percent of the fair market value:of: the land, up ‘to an amount .equal’ to -

.+ ‘the taxes paid: by the owner deposited in ‘the Land Reclamation Trust Fund is
: allowed.’ - S .
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In 1977 the Idaho Legislature amended the: éxisting license tax on mining,
changing it from a tax on gross value to a tax on the net value of ores mined.
- In addition;’phoSphaté and limestone were added to the list. of minerals taxed, -
and rock 'in place was added to the kind of mining taxed. Idaho law now pro-+
vides that anyone engaged. in or_receiving royalties from any mining claim
: containing gold, silver, copper, lead, zinc, coal, phosphate, limestone, or
other precious and valuabie metal or mineral shall pay the- State an amount Lt
equal to 2 percent of the net value of the royalties received or the ores :
ned [47:1201]. = . . - o | N

: The net value of the ore is to be computed using one of the following
methods [47: 1201] ' A oy . _

.1l By deducting from the gross value of the ore all. costs of
_mining and processing such ore .using the formula prescribed
"in section 613 of the Internal Revenue Code and Treasury
Regulation 1.613-5 for computation of the net income-from,
. mining for depletion purposes, Iess the deduction of
o Federal depletion or ’ : . :

2. By deducting the following from the gross value determined by
the U..S. Department of the Interior for computation of the
. value of minerals on public lands for Federal royalty
purposeS‘ o L e :
'a;_‘all costs of’ mining the ore to the point at which =
valued; the costs to include only those. directly K 7_, T
‘incurred in and attributable to the mining opera— A :

- . tiom in Idaho C D R :
: ";' b.dithe applicable portion of thé?Federal deduction for. ;w :ﬁ . -
) ’ ' _,'depletion,,allocdfed on the: ratio. of gross_value of S
e T 0 ore ‘used. for-this. computation to  the gross value of ;‘"-fxgﬁ_'w
- ~ ore for the Federal depletion computation.', . R

., A1l revenue from the'ore ‘mine license tax'is credited.to the State's;general;
.flmd. o [ . o B . . » . ) ._' - ) ..

- e o S Kentucgz e T - r-':; o [ e
Severance taxes in Kentucky produced more than $113 million for- the State -

in 1977. Taxes are levied on both coal and petroleum production, although< .
almost all .revenues are derived from the coal tax. »:; g PR =Z»} Fw;w~;o~fj‘Hf‘“
The coal severance tax, enacted in. 1972 is- levied‘at a rate of 4, S

ercent ‘of ‘the gross value of all coal severed. ‘during a Treporting period
fldB 020] . The tax is in addition to’ all other taxes 1ev1ed by the.- State or |

-
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~local government. . There' 3
———in—-addition-to-the- State A s uris _
: o « LG T A e .
The oil-production tax~is leqied by both the State and the county. All
producers of crude petroleum«must pay a tax of 0.5 percent on the market .
, value of 'all’ petroleum produced in the-State. Any county may impose an addi—
tional tax.of .1 percent of the market value and these revenues may.be used -
for any purpose by thé county: When a producing well is located in a separate
taxing district within ‘the county, however, the funds shall be distributed
equitably among districts [137 I20] .

3
°

T - In 1974, the Kentucky Legislature created a special -Coal- Producing County A
L. Development Fund to be used for public improvement progects in coal producing ..
'~ »  counties. Possible projects which can be financed inc¢lude '"the construction,.
reconstruction, and maintenance of roads and bridges, ‘'sewer and- water proJects,'
. construction or renovation of public,facilities, parks,‘and industrial develop-
——ment projects" [42:300.2]. é .A',,' ‘ .
\ : C o
- Money for the Coal Producing County Development Fund is appropriated by
the Legislature from the general fund. Income from the.-fund is apportioned
to counties on the basis of the ratib of the severance tax collected in the
county to total amount of severance ﬁax ‘collected statewide. Each year, a
" list of proposed expenditures from*fhe fund .is to be submitted by each coal-
- producing county for comnsideration by\the Commis51oner of the Executive - :
" Department . of Finance and Administratidn. Except” where the.proposed expendi—~'
., ture violates State. law, .the recommendation will be accepted provided, o
however,- that - the’ Commissioner may ask. for reconsiderdtion on any project -

[42 300 3]

v <.

The fund is supervised by an advisory committee of seven members, all
from districts in coal-producing counties. Eive of the ‘members arg selected -
. from the State _House’ of Representatives by__ne House: members, the. other two
_are selected from. the State Senate by its members [42,3101

e R -'.f .~ - . - . : S . i "~
T EOC : Louisianafa' :

~

Louisiana makes~ extensive use’ of severance taxes, 1evy1ng them on many
minerals, including natural gas and oil. 1In 1977, the State received more -
‘than $495 million from these . 1evies, nearly 29 percent of the State's tax
revenues. ‘= ‘ oot ‘

Severance taxes - are levied in’ addition to all other State parochial oY
municipal district, and special district-taxes. levied on real estdte -and
other corporeal property.. However, no. further . taxes or -Ticenses, may be .
imposed on oil.or gas- leases ‘ox” rights, nor should any’ additional ‘value be .
added to-‘the -assessment " of land- by reason of the presence of oil or gas on
‘the: property., In addition, no parish or other local government can 1evy a -

’ severance tax or license fee [47 643] -

., . .
. L. . R r
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‘Louisiana i _ .

The

1 .-.

- 2.

- 10."

11.

12.

- QIhe
,lfollows:

1.

: Sulfur, $1 03 per*long ‘ton. ,f‘f:;"

tax is levied at the following rates [47 633].,

0il, 12.5 percent of its value at time of severance.

On wells incapable of producing more than 25 barrels per day, -
- and which also produce at least 50 percent salt water, 6. 25
percent. .

~ S ! , '
For wells incapable of producinlxmorefthan 10 barrels per

day, 3-1/8 percent. v

-

s ] y
Distillate, condensate, or similar resources, 12 5 percent.

Natural gasollne, ethane, or methane, 10 cemts per 42-gallon

barrel. . _ T )

‘+ Butane and propane recovered through processing, 5 cents

per 42-gallon barrel.

—3./

,Natural gas, 7 cents per 1, OOO cubic feet. If the gas comes

from an o0il ‘well with pressure of 50 pounds per{ square inch
or less, the rate is 3 _cents per 1,000 cubic feet. If the well
'3s judged incapable of producing an average of 50\000 cubic '

" feet of gas per day, 1.3 cents per 1,000 cubic feét.. The' tax

is not levied on gas injected into a formation for storage,
“used for drilling fuel, consumed as fuel in the operation of
a-.gasoline or a recycling plant, or in the production of
natural resources in the State. Gas produced . from oil fields

vented or flared into the air is also not taxed _ LT e

<:‘ .

' Salt, 6 cents per short ton.

v

“Coal and,ores, 10 centsfper<shdrt ton.

k]

Marble, 20 cents per, short ton.

) . . . . .v = _/_

Stone, sand, and gravel, 3 cents per short tomn. .
revenue collected through the severance tax is distributed as

‘o

One-third of all. severance taxes is credited to the

State's general fund; provided, however, that beginning
in the 1974-75 fiscal year and for each. of the four .
succeeding fiscal years, $10 mill¥on shall be deposited -
-in the Bond Security and Redemption Fund, and beginning
,1n fiscal 1974—75 $48 milllon is:allocated to- the '

-

30
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Ny . ’
i> . highway department for its overlay and bridge replace— o

' -percent . .completion of  the mining property

2. ‘One—third of the severance taxes on sulfur and 20 percent
of the severance taxes on oil, gas, coal, ores, shells, -
marble, stone, sand, and gravel is allocated to the parish
within which the taxes are collected. These credits ‘are
subject to a limit of $100,000 per parish from the sulfur
‘tax -and $200 000 per parish from all mineral taxes.

Severance taxes not otherwise allocated shall be credited to the
Severance Tax Fund [47 645]. | o i §

.

Michigan

_ Michigan levies a production tax on individuals severing 0il or gas. This
tax produced slightly over $9 millioh in 1977, or slightly more than 0.2
percent. of: State tax revenues. The tax is levied at 2 percent of gross value
:'of the oil or gas severed and is in lieu of all other taxes, State or local,

on the oil or gas, the property rights attached to them, or the values

- created and upon all leases or the rights to, develop any land for oil or gas

[205 303]

- Michiganzalso’has a tax on longrade iron ore production; a similar ‘tax
' ‘on copper mining was removed in '1960. While plants for the beneficiation or

ment program i . . . e

treatment of low-grade iron ore are being constructed, the property is subject -

. to an annual tax equal to the rated annual capacity of the plant in gross-- -,

! _tons multiplied by 1 percent of the valiue Eer grosi ton, multiplied by the. -
211:622]. " After production has -

' been established-on a commercial basis, the property tax ig equal to the

average annual production during the preceding 5~year periodd multiplied by -
.2 percent .of the value of the ore [211: 623] If at any time; however, the
specific tax as -determined in section 623 (ahove) is less than the tax deter-
mined under section 622, the provisions of section 622 become cbntrolling.f- o
, ‘The tax provided in- this act‘iagin lieu of ad valorem taxes on the low-!
" grade’dron ore; the low-grade iron ore property, and the lands used in-

- mining, quarrying, transporting, and beneficiating- the ore, as well as taxes
on mining or producing concentrate from the ore. . .

' Minnesota‘;

.Minnesota received more’ than $59 m111i0n from mineral occupation, produc- o

tion, and royalty taxes during 1977.. This sum'. .amounted to. 'slightly more
* than 2.4 perceht of State tax revenues. - The major revenue source is the tax ..

" om. production of ‘iron ores and lOngrade iron ores such as. taconite.

: SEEN A

-




Minnesota
—_—— :

An occupation tax of lS percent of the value of production is levied on

production of taconite, semitaconite, and diron. sulfides,mall _other_iron ores  _ .

are taxed at 15.5-percent [298: :01]. Gross value of the ore is defined as the

' Erie pellet or ore price adjusted for iron content [298: 03]

To encourage employment and the utilization of lower grade underground
ores, a credit is allowed against the occupation tax if the ore is benefi‘ia
ted in the State. The credit per ton is equal to 10 percent of labor costs

in excess of $0.70 per ton and less than $0.90 per ton, and 15 percent of /))
labor costs in excess. of $0.90 per ton. For ore not beneficiated in the State~~
. the credit per ton is 10 percent of labor costs between $0.80 and $1.05 per
- ton plus 15 percent of labor costs . in excess of $1.05 per ton. Both credits

‘apply only to the first 100,000 tons per year. For underground and. taconiter
operations,* the credit may not exceed 8.25 percent of the taxable value of
the ore; for other operations, the limit is 6.2 percent {298: 02].

If allowable costs for mines other than taconite and semitaconite exceed
the value of.the ore at the. surface, a tax credit is allowed. The credit is -
computed by applying the current tax rates to the excess of such costs over
the value, limited to 53.68 percent of the credit for open pit mines and
42. 10 percent for underground mines [298 027] .

: Minnesota .also taxes all royalties" received for permission.to explore,
mine, take out, and remove ore. ‘Royalties on taconite, semitaconite, and

‘iron sulfides are taxed at 15 percent; royalties on natural iron ores at

15.5 percdent. The labor credit allowed under the occupation tax fs also
allowed for the royalty tax [299:01]. Copper—nickel royalties are. taxed at.

"1 percent with an additional tax of 1. percent on gold, silver, or other

vprecious metals [299 013]. ‘ o

In additionfﬁo the occupation andjroyalty‘taxes,.the production of
merchantable iron ore concentrates from taconite and iron sulfides is taxed.

‘~Minnesota levies a base tax of $1.25 per ton of merchantable iron ‘ore concen-

trate produced. In 1978 and beyond, this base is multiplied by the ratio of

the steel mill prpducts ‘index during the<production year ‘divided by that
.index for 1977 In no -event, -however, will that tax ever be les#® than $l 25

per ton. A surtax is levied at 1.6 percent of the total tax above for each

"1 percent that the iron content of the. concentrate exceeds 62 percent when i

dried it 212° F [298 24 298 393]

> . - .
The production ‘taxes imposed on taconite and iron sulfides are in addi-
tion to the occupation tax imposed on the business of mining and producing

'iron ore, the royalty tax, the taconite rallway tax, ‘and -an ad valorem tax

on’ unmined-taconite ore. .The productioft’ tax is in 1ieu of all other taxes on.
-taconite or iron’ sulfides, the -lands. in which they are contained, their . S

=

' mining, quarrying, ;and concentration, or. upon the machinery, ‘equipment, tools,

supplies, .and buildings ‘used. In addition, firms receive a credit of up to
2 cents per ton for direct taxes paid for principal and interest on bonds

&ssued by a school district or a city.

[y LT .
. . - : [}
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g

' Proceeds from the taconite production tax are divided as follows »
[298 28] e : 7
1. 2.5 cents per ton to the city or town: in which the taconite .
x -+ was mined or beneficiated. ‘
12.. 12 5 cents per ton to the tacOnite municipal aid acéount to - ir
- be distributed to cities on Minnescta's Iron Range,’_ ' - '//

-

3. 6 cents’ per ton to the school district in which the mine is
" located. : : C -

..
-

! 4. 20 cents per ton to Iron Range School.districts~to'be dis-
_tributed in proportion to the district's permitted levies.

[}

“f?(‘. 5. 12.5 cents per ton to the county in which the taconite was

_fund [298 17]. . L - oy

mined L g

. 6. 2 cents per ton to the county road and bridge fund in the c. »
county where the tac0nite was mined. :

7. 23 cents per ton to the taconite property tax relief.account.
In 1980, this amount increases to-24 cents per ton. ‘

8, 1 cent per t6n to‘the'State.‘

9. 3 cents per ton to the Iron Range ResOurces and Rehabili-
"~ . tation Board ‘ A .
10. The remaining proceeds are to be diVided‘equally'between
the taconite area environmental protection and economic
development fund and the northeastern Minnesota economic

‘protection fund. . ,
. - g - L.

Ten percent of all occupation ‘taxes are distri ted to the University of

Miﬂhesota, 40 percent ‘to roundation aids, and 50 percent to the State s general

-
-

-& L
The mining of semitaconite and agglome{ates and the production of ore

".concentrate is also taxed. Concentrates from agglomerates are taxed at-5

. . cents per gross ton; concentrates from semitaconite not sintered within the ..

State are taxed at 10 cents per ton. To both of these rates is added a tax..
of 0. l*cent per gross ton for each 1 percent that the iron content of the

-.product: exceeds S5 percent when. dried at 212°F [298 35].° Again,-this tax

is in addition to the otcupation tax. If, however, at least 1,000 tons of
concentrate "are not produced during the year, the tax may be levied .at the -

- local. millage rates,’ provided -that the tax will not be greater than that on

>

the assessed value assigned to semitaconite in 1958 or-an amount sufficient
to raise $1 per acre. . :

- : <
’ ol .
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14
The proceeds of the semitaconite tax are returned to the various taxing
districts where the semitaconite was mined according to the following -
“formula [298:39]% 22 ‘percent to the city or town, 50 percent to .the school
districg, 22 percent to the county, and 6 percent to the State.

Other low-grade iron ores which must be separated from other detrimental”
compounds and elements before processing are taxed at the 'same rate as semi-

taconite [298 428] :

The cOmbined occupation, royalty, and excise taxes imposed on taconite
cannot be increased to exceed the greater of (1) the amount which wpuld be
payable if such taxes were computed under 1963 law. or 2)- .the amount which )
" would be payable if the person or corporation were taxed with,respect to the -
incom franchise, and excise tax laws generally applicable [298 40, ART. -~ o

- . XXII Minn. Const 1. - . _— o '
. Minnesota also levies occupation and production taxes- on copper—nickel
mining. :The occupation tax, levied at 1l.percent of value, is based on the
value of ore produced less costs ‘of labor and supplies, costs of overburden
removal or tunnel construction, and royalties.. The value of the ofz\is also
net of the tax on. ore transported to a concentrating mill [298: 61] A credit

is allowed against the tax for Aintrastate processing and for research experi-'

7

mentation and exploration [298 54 55] . . - L

-

£

L Copper—nickel production is also subJect to. a production tax of 2.5 °

' "cents per ton [298:61].. The, basetax increases 1 percént for each 0.1 per-
cent that the average copper—nickel content pe:.each gross ton of ore exceeds
'l;percent, - The: proceeds from the copper-nickel occupation and production R

© taxes are distributed in the Same~way as the taconite taxes-. -

- . N . . '&%3 . :
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L Miss1551pp1 received more than $23 4 million in severance tax revenues in
. 1977. 'This money, almost ‘entirely from a tax on the privilege of extracting

oil and naturalagas from the soil or water accounted for nearly 2.4 percent

of State tax revenue. : - = :

. The. severance-tax on- oil is levied'at 6. cents per barrel or 6‘percent of *
value, whithever is greater [27:25. 503] "Natural gas is ‘taxed at 6 percent *\\\
of“value or 3 mills per .cubic foot, whichever is greater [27 25.703]. S

Proceeds from the severance tax on oil are distributed‘as follows. '

r
3

1. On the.first $600, 000, 90 percent to the State and 10 o B
. _ percent‘ro the cOunty. . N " ’
2. On the next $600 000, "66-2/3. percent to the State and - A
: 33—1/3 percent to'thgrcounty. o S

L - = 34 ; B . f '1; :_;




:*i e R o S MissisSippi/Mbntana
' 3.,R=Above $1.; gsmillion, 95 percent to the State and 5

B ,percent.toz he county.; ’ o

. ,tr(.‘a ’ C ’

S If oilzproducing properties exist wi“hin the corporate limits of a munici—
pality, the municipality shares the funds returned to the county in the pro-
portion in which the severance tax proceeds.from properties located within -
‘the municipality bear to the total tax proceeds of the county. In no event, -
however,‘shall the amount allocated ‘to municipalities exceed one-=third of the
‘tax produced in the municipality. The balance of the funds returned. to the-
. ‘county. is to be. divided among the various funds and dlStrlCtS at the dlscre-»
‘tion ‘of the board of supervisors.» : : :

P -

L . ? -
'*'7'v The'tax levied on gas: production is dlstributed slightly differently.
~ Two-thirds of the revenue goes to the State's general fund and one-third. to -
the county [27 25.705]. Again, if gas—produqyng property lies within the
territorial limits of any municipality, the municipality ‘receives a pro rata
hare (not to exceed one-third :of the tax) based on the proportion .of ‘the tax
collecteéd in the- county that is derived from property located in the munici-

: palitx. 3: ' DR , RN

* AIQ gas - produced in the ‘State. and all gas—produc1ng properties are exempt
from ad valorem taxes levied by the State or ‘any taxing district in the State -

»_[27 25. 721]. . This. exemption does not apply to personal property used to drill
for or gather gas, nor does it apply to the surface rights of land. However,

no -additional assessment may be added to the surface value of the lands by

reason of the presence of gas.

The State also ‘levies a charge ofy 6. mills per barrel of crude o0il and
‘0.4 mill per 1,000 cubic feet. of gas- yducéd -to pay expensesvincurred in the-
»administration and enforcement_pf the o" 1 and gas conservation 1aws [53 1. 73]

- ' The State also levies a license fee on all 1nd1v1duals mining clays,\
lignite, or other earth products. . The tax- is. 573 if output is more than 1, 000_
-';tons per year° $25 if output is less. : L

B ; S R :Montana T
Mbntana 1evies ‘several special taxes On mines and mineral productlon.' .
' There are taxes on coal production, metaliferous mine: productlon, oil and gas.

v'-production, micaceous mineral production, cement, and” gypsum; and there is a-

tax on the. gross product -of any type of mining. Imn addltion, since these ~ -+
taxes are not in lieu of the ad valorem taxes, all mines are subject to local

property taxes. ‘In 1977, the State received about- '$46.9 million or about 15 .

-percent of State tax revenues from these taxes. Gross: receipts are used to

" measure the value of coal mines other’types of mines are -valued on their netfr

production.

o The State levies a general mineral mining tax on all 1ndiv1duals or £irms
‘ﬁining, extracting, or producing a mineral from the surface or subsurface of

’ ':4 ;_. . 35 B . - '
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_Fthe State , This tax is 1evied at a rate of $25 plus 0 5 percent ‘of the gross
value of th production in excess of $5,000.. -The revenue from this .fax goes

. to.a special/ State fund [84:7007]. When the fund reaches $10 millionm, .
.interest may be used to rectify enVirpnmental damage caused by coal mining.

When - the fund -reaches $100 million, revenue .from the tax as well as. the o

. - Interest gengrated can be used.v"f T : :

T e !

S Minerals are also taxed through a series of selective license taxes ,

) levied’bn ‘the privilege|of mining. These tax rates differ, allowing the State

o to taLe account ,of differences in production costs for different types of o

-miné?als. 9 : , . . S

The license fee for. mining metals, precious or semiprecious stones, or
gems is based cn the gross value of the products. The annual fee is $1 plus - .
the gross production levy.. Rates for the gross’ production levy are: first
$100,000, 0.15 pencent; above -$100,000 not" .€xceeding $250,000, 0.575. percent,
above $250,000 not ‘exceeding $400,000, 0.86 percent; above $400 000. not_ .-
- exceeding $500,000; 1.15. percent, above $500, 000, 1. 438 percent [s4: 2004]
jl
: The State licenSe tax on. micaceous minerals such as vermi&ulite, perlite,"
. kerlite, and masonite_is 5 cents per-ton. A tax of 22 cents per ton is levied - -
on each ton of cement produced used, or’ imported for use in the production
- of cement, gypsum, gypsum.plaster, stucco; wallboard, land plaster,. or other
" products. Gypsum produced, manufactured or used is taxed at 5 cents per tom
%84 :5902, 8411102, 84: 1202] : , o L R
. ' Every person. producing or extracting oil or natural gas in Montana must;de'
~also pay a tax on the total .gross value: of ‘all merchantable or marketable e
natural gas produced. Natural gas 1is taxed at a rate of "2.65. percent'of _ L
-° gross value. ~.0il-is- taied at 2.1 _percent of. the first $6,000 of talxgrOSS$f?;”‘
-~ “value of the petroleum,and other mineral or crude’ oil produced from ch '
" lease within a unitized prOperty ‘during a calendar quarter. Production iﬁ?
excess of $6'000 in gross value during each calendar quarter is taxed at

2.65 percent [84: 2202] S E_J_r.p

oA conservatiou tax f; ‘also’ levied at. rates set by the State 011 ‘and Gas
Commission. ~The. rates are: currently 3/8 .cent per barrel of 0il on leases _
producing an. average of 25 barrels per day or less and 3/4 cent. per barrel on s
~ production from wells averaging more than 25 barrels per day. For natural :
§3ygas the rates are 2.5 mills per 10,000 cubic feet of natural gas if marketed

* for more than 15 cents per-1,000 cubic. feet - [60 145].  The proceeds: from the
conservation tax are used to pay -the expenses of the 0il and Gas CommissiOn."" "

Coal mining is also taxed through a license tax. The 1975 legislature

. modified the existing coal producer's license tax to take better account of
the differenées in cost between strip mining and underground mipning. -The’ f’”
legislature also hoped to stabilize the flow of 'tax revenues from coal mines
to local government through the property tax system and to simplify the struc- :'
ture of the coal taxation system in Montana. To accomplish ‘this they imposed-
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coal and the way n_ which it was hined The rates arez

Taxpayers are entitled to exclude

Revenue from the coal license™ tax is allocated in the following way.,.

N Y

.

"Through June 30, 1979, parks acqui51tion operation and. . :
:jmanagement receives 1. 875 percent of collections.. From fii;ﬁﬂ“.f

e

e

'will receive 50. percent of: all revenues. ;‘- L '5~ '

Iz AL LR

will receive no revenue from this source._ﬁ__w S
- . \_

iUntil 1980 the Alternative,Energy Research’ and"Development :
.. Account receives 1.875 percent of total collections, after—
.f“wards 2. 5 percent of collectienS'will go to that account\\

?ﬁjUntil June 30 1979 the Local Impact and Educatioanrust

Fund receives 19 875~percent of total collections 28.125:

~1'percent of colleefions between July 1,°1979° and December Si,f
'f’1979,'and 18. 751percent of all collections thereafter will’

:;go to- this fund. .;,_,

-j:The Coal Area’Highway Improvement Account will receive
°9.75 percent of .all’ collections from July 1, 1977 to
- June 30, 1979. '-, W L

' ‘ ; -

'llThrough 1979, the” State School Equalization Fund will
" fecelve 7.5 percent of all’ collections, after that time
it will. receive 5 percent “of’ collections.. SRR

\

.hThrough 1979 0 75 percent goes to the County Land Planﬁkﬁg
Account;- after then, that account will receive 0.5 percent

of collections. A ) ‘ﬁ_ioutthjﬁ;,.. Lo

- -

*f{Through 1979 the Renewable Resource DeVelopment Account
' ‘receives 1.875 percent of collections. . After that_time,:

1. 25 percent. ': . ,g:lvj;_r:,

P :-:_"-‘.;% ._': 43

.a severance tax with the rate depending on. both, the heaéing quality of the

'Q'more than 9 000 40¢/ton or: 3OZ of value i 12¢/ton or 4A of value :

20, 000 t0ns of coal annually from the tax

'fThrough 1979, the State Coal Irnst Fund receives 25 pércedt .
" 'of all ‘coal .1icense tax revenues, afterwards the trust fund'5 '

-Until 1980, the county receives 1, 5 percent of the.value ofjl
* the coal mined in the county; beginnlng in 1980, the c0unty':

Cme L

Bru's/lb - - ‘~~Surface‘mine S Underground mine“:.“
-..7,000 Orfles’~€'5'”12¢/tonf0r 202 of value  5¢/ton or 3% of value { f..~
.Q7,000-tom8,d30""122¢/ton or 30Z of value. 8¢/ton or 4% of value’ '

.8,000 to 9,000 "~ 34¢/ton or 30% of value . lO¢/ton or 4% of value 1 -
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.lJuly l l979 to December 3l 1979, 3. 75 péggént hall be -

o - uallocated to-this function, and- followin T 31 1979,'
~ 'ﬁ}{Z 5 percent. o o : L

:All other revenues are deposited to the Stag; general fund

_ , The same act established a Coal Board to make grants .to local govern-

. ‘ments affected,by coal development. The board has seven members-all of .
_ whom are appointed by ‘the ‘Governor.’ -Two are required to have. expertise in '
'school matters and two others must reside in- coal impact areas.__

— Taxes imposed on- mineral production in Montana are in addition to the ad
'+ valorem. taxes due. Montana has a classified property tax system:in which all
. - property- is’ put in one ‘of 11 classes. All property, except mines and agri—f
'»;cultural lands” is assessed .at '40° percent of full value. Local. property -

' - taxes, however, are: ‘levied on taxable value: which is. determined by multiplying
ff*jthe assessed. value by tHe part1cular -rate associated with the property’ class.
-+ For class 1 property, whichaincludes annual net proceeds of. all mines except .
_:‘coal and’ metal ‘mines, and the- righ; of entry upon mining land, “taxable value wt
- is 100 percent of market value.. *Gross proceeds - from st&ip .mines:are.assessed .
‘. at 45 percent’ ol'full walue, and proceeds ‘from underground mines at” 33—l/3 -
'ﬁpercent. The : grods proceeds of metal mines are assessed at 3. percent [84 301

3 84 302 84 790'73 :“f" --: L T ~'_-’ B ST e _,‘_, R ,_ ._--','

S .._-(".'_ o ) e
. _*{;; Thé 1975 legislature enacted a measure requiring any'person intending to et
",;ﬂconstruct a-new indastrial facility, ‘including 'a mining facility, ‘to prepay . ’
- on request’ an’ amount not to exceed three times’ the estimated- property tax: due
the year the facility 1s&completed One-fifth ‘of . the -amount prepaid will then Q

be: allowed -as a credit -against’ property~taxes in each of the first 5 years_,

of operation of . the facility [C H 57l Laws of 1975] '-':2_ o

[

""' P ) “ - ) T . “
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LR s _~: : ”; New-Mexico“"'
; .. New Mexico has an extensive and complicated mineral taxation system. "In |
--addition ‘to the State  taxes which® must be paid by all firms, .hard metal. A
mining companies must’ pay a severance tax and a resource excise tax. O0f1 and
natural gas producers are subject to a .separate .tax system.. ‘In 1977 the -

State received more than $102 million in severance taxes, more than l7 per- o
cent. of State tax revenues.. S T S .

The severance tax, which/underwent significant modifications in. 1977 isf.

'-levied on. all natural resource products severed except 0il and gas. .The tax BT

_is. based on the. gross value of the product. ' For minerals other than potash,
uranium,: molybdenum, and’ coal, gross. value -is the sales value of the severed
product at the first marketable point ‘without deductions. For minerals with‘
-a posted or’ field price at - the point- of production, however, gross value .

- s its: posted f1eld or- market price;,. less the expenses of: hoisting, crushing,

- and loading necessary- to place the severed product in a marketable form in a.

marketable'place._ These deductions are’ limited to an amount less than 50 per-
ST o R v e T C
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i cent of the gross- sales" price

gross- value. isf the sales value after deducting freight charges’' fr¥m. the<p01nt_

) . . .
o . -
S . :

JCRNN B
; 5 -
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‘For products that must be beneficiated the

of" severance to the point of first sale and the-cost of benefic1ation

The gross value of potash and molybdenum l$ determined slightly differ-<7

e’:ently. For ‘potash,’ the gross value is’ 33<1/3 percent of the proceeds

realized from the sale of. muriate of potash and sulfate of potash magnesia,

and 33—1/3 percent of, the value of those products consumed in the production
-of- other, potash products, less S50 percent of the reported value as a deduction
';for the expense of loading, crushing, processing, and beneficiation For

molybdenum, the gross value is the value of the molybdenum contained in con— o

'Acentrates shipped from a mine.site, less. 50 percent of that value as:a deduc-,

tion for. the expenses of h01sting, loading, crushing, and benefic1ating

Fa_[72 18.4()]:

]

-

- .

Minerals, then, are div1ded 1nto classes and taxed at separate rates as

.?'follows. o

Yawk

: ﬁ'._

[

ClassV'HV S

" Mineral ~ -

~ -. Potash - Qe
:ﬁ.GOPPer«-.f?t:%~7e :

o . TimBer s

I Pumice, gypsum, sand gravel,:

: and other nonmetallic minerals B

clay, fluorspar, o

Taxirate (%) .

'"2_500;3,t3

Gold, 51lver, manganese, lead, zinc, thorium,_;i.'
) molybdenum, rare earth .and other metals :

The severance tax on coal is 1evied on a per ton ba51s.

_d lzsgta_.,

i0L125;

.0.500 .
0.12500 o

Severance of

_steam coal is taxed at $0.38 per ton, metallurgical coal at $0.18 [72 18 6]

" Uranium production is taxed according to the- following schedule

. - .
.- . .

"uTaxable

. over -

value of U308

but.less than,f

s 4 ¢

$ 5.00

$ 7.50

-+ $10.00
$15.00 -

. $20.00 .

. $25.00 -
v$30 00 -
... $40.00 -
'*-,~$so oo.*

$ 5.00
'$ 7.50
- $10.00.

1 $20.00
. $25.00
L, -$30.00"

-~ $15.00 .

_.‘,$40.00'f-h-
- sso,oov~‘

. 'p.

R

" Tax per pound
O 2 T
$0.05 +.1.6% of excess'over $5.00 .
7 .80.09 + 2.0% of excess over $ 7.50.

0 80.14 .+ 3,0%fof'excess‘OVer'$lO 00 .
_$0.29 4+ 4.0% of excess over $1S. 00 - v
$0.49# 5.0%<of excess over: $20.00. -
-$0.74 +.7.0% of excess .over $25.00 = -

- $1.09 + 9.0% of
$1.99 +12.5% of
$3.24

excess

excess

over $30.00 . -
over $40.00-

5 If however,_the taxpayer registers w1th the Department of Revenue an _
arms length contract entered into prior .to 'January 1, 1977, which does not

allow'the taxpayen_to obtain reimbursement for. all of the additional taxes.;t?

.?‘

. ';fL‘ﬁﬁebfnexicb
N ' .

PR



-:_:NeW'Mexico .j;f:'f
" imposed by this section, the severance tax on. the material ‘covered by that

" contract is 1. 25 percent -of the taxable value of each pound of U3 8'containedff
in and recovered from the uranium ore [72 18 7] S S

RN . o - et e : S .

'bus*ness or for use as an ingredient or component of a manufactured product

.~

A resource "excise tax is also levied on the severing of hard minerals."i

-;eThis tax- is really. three mutually exclusive taxes—-a resources tax, a pro=

" .cessors tax, and a‘'service tax. For all resources except: tiﬁber, molybdenun,

. and potash, ‘the resources tax ‘and’ the processors tax is 0.75 percent. ‘For
potash, ‘the .resources tax is 0. S percent and the. processors tax 0.125 percent.,

" For timber, the resources tax is 0.75 percent and the processors tax 0.375 -

percent. For molybdenum, both the resources and the- processors tax are 0.125

. percent [72 16A 23, 24] ' In the case of both. timber and potash, the .tax is

- designed to encourage 1ntrastate processing of the resource. The service tax

' -1s 'levied against natural resources -severed or processed and owned by another-
" individual which are not otherwise taxable. The tax is imposed at the same-
 rate as the.resources tax [72:16A.25]. = . . .. . :

‘ Unlike ‘many States, ‘the mineral taxes in'New Mexico are.not levied in :
lieu of other State and local: taxes. Any individual who sells nonrenewable -
natural resources other than for subsequent sale ‘in the ‘ordinary course of -

fiifis subject to the gross receipts and compensatory tax [72: 16A 1-9] e T

Mineral property is not exempt from the ad valorem ‘tax iﬁ‘New Mexico-

.either.. Mineral properties, other than those producing potash or uranium, are - '

-~ classified: as class one nonproducing mineral property if they are held, under.
" private ownership and known to contain commercially workable minerals, but.

7_are not presently being’mined. Class one.producing mineral propefty is

\Ed;property meeting the requirements for class oné nonproducing mineral property;_
| ..except - -that ‘it is being mined. Class two mineral property is defined as -- .
"-_minerals taken from property where the UnitedJStates holds the mineral rights.~;j;

. e S R . ’
‘Class one- productive mineral property is valued at 300 percent of the

iannual net production value of the property [72:29. 12]. The surface:value. forffbi
_1f:agricultural-or other’ urposes “also:is included when the surface interest is -
. :held\by the same own S ds the mineral rights. T Lo

Class one nonproductivE mineral property is valued for ad valorem tax._'j.'
purposes by applying a per acre vaiue determined'by the Department of Revenue
to the surface areas of the property. This per acre value is.to be .based
on the bonus bids accepted by the Commissioner of ‘Public Lands for the latest

Lperiod in: which bids were accepted for the sale of mineral leases. s

Class two mineral property is valued ac ‘an amount equal to 300 percent

i'of.the annual net production [72 19 14]

\ _ . .
Oil ‘and gas production in’ New Mexico is subject to a different set of

' taxes. The State has imposed an o0il and’ gas severance tax [72:19], an 0il

~and gas privilege tax [72:21.4], and an-oil and gas equipment tax [72:22;

- 72:24] The oil and gas severance\tax was modified in 1977. The tax is now”“

| .$0.05 on each 1, 000 cubic feet of natural gas produced at a pressure base of

T ....;40-..‘-

.\);
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- 15.025 pounds per square inch absolute and at a temperature base of 60 °F.

... 0fl.and liquid- hydrocarbons removed. from natural gas at or near the wellhead
'”fare.taxed at- $0 45 per standard barrel [72 19. 4] :

: Taxpayers liable for the payment of additional oil and gas taxes imposed
- by this.section are entitled to a credit against the tax if. they entered into
‘a contract prior to January I, 1977, for the sale of oil: or gas and that
../ 'contract ‘does not allow the taxpayer- to obtain reimbursement for any addi-
;tional taxes imposed. The credit is equal to ‘the amount of increased taxes
f‘for which the taxpayer“is not reimbursed.,;‘ . , .
_ ; The 1977 New Mexico Legislature also enacted a severance- surtax on
- uranium, coal, oil, natural gas, .and other liquid hydrocarbons. The surtax
on uranium applies only to U,0, with a" taxable value exceeding $50 per pound
This surtax rate is computed by multiplying the dollar smount of the' tax
per pound by 25 percent of the percentage rise in the ‘2onsumer price index
for the previous year._ N e “ .o

For coal oil natural gas, and other liquid hydrocarbons the surtax._
is equal to the unit amount of severance tax multiplied by the percentage
._increase in the consumer price index from 1976 to the present calendar year..;r

N Finally, the State applies an oil and gas production tax in place of an

. ‘ad valorem property tax. The tax is imposed on the as§essed value of produc-_-_:

- tion which is an amount equal.to 150 percent of the value of the products ' R

. after ‘deducting royalties paid to the. United States,. the State, or any Indian L

- - tribe and .a reasonable expense ‘for, trucking ‘to. the first place of market. '

.~ . Assessed value is determined by applying the uniform assessment ratio to the
- Jtaxahle value of the product [72 22 4] N S

~ N

L S t‘{p, k North Dakota o '~ﬂ3 PR »(»’_p‘
o North Dakota has a gross production tax on oil and natural.gas and a.
, jﬂseverance tax on coal. < In’ 1977, these. taxes produced moTe: than $15 4 million
.’-lor slightly more than 5.2 percent of toﬁal tax revenues._ : -
_ : N _
BN - The gross production tax on oil and gas is- levied at 5 percent of the
- grags value of. productionm at.the well [57 51.02]. . This tax is in lieu of .
. 'all ad valorem taxes imposed by the- State, counties, cities, townships,.
'school districts, and other taxing JurisdictiOns on the property rights,

;,Hﬁattached to producing: 0il or gas,. upon machinery or equipment ust in the .
zifproduction of gas or oil, or on the/gas or oil produced ES? Sl 63]

e

T One percent of the gross value of the gas and oil at the well (20 percent
- of the tax revenue) is creditéd\to the State's general fund.; The remaining
-80 percent of the production tax revenue is divided as follows.‘ SR

l. * The first $200 000 of revenue from each county is divided
" with 75 percent going to the county and 25 percent to the

State's: general fund.-~i- .
| s~ *--411_' -

o M ) . ‘ I : S . - } R e
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72.k, The second $200 000 of revenue from each county is divided
: with SO percent going to the county and 50 percent to the

3. ' All annual revenue above '$400, 000 produced in, any county is- .
' allocated 25 percent to the county and 75 percent to. the State 8 - . -
,general fund : : R
Forty. percent of all revenues allocated to eacﬂ'county is te be credited
to the county road -and bridge funds.. -However, the countyocommissioners may -
use this money for proJects dealing with .the control Vand utilization of water.’
‘resources. . Forty-five -percent of all revenues. -allocated to any county shall
.. be apportioned’to the school districts on a basis of average daily attendance.
. Fifteen percent of all revenues. allocated.to. the- counties .shall be paid to
‘the incorporated cities of the c0unty based‘bn the'population of the cities -

[57 51. 15]

-

' In 1975 the;legislature placed a severance tax on coal -and provided that
‘a portion of the funds collected be>available to: assist local governments:
feeling the impacts of development. This tax, which was to hawve a life of .
: only 2 years, was reenacted in 1977. Coal mining is now taxed at a rate_ of
- 65.cents per ton,- plus an additional 1 cent per.ton for each’ point the whole-
*'..sale price index increases from its Jume 1977 base. This tax is in lieu of =~ _
‘apy sales or use taxes collected on the sale of coal. It is- not 4in lieu. of "
' ad valorem taxes on the mine site, however [57 61. 01]

1

-

All money collected from the severance tax on. coal goes to a specially ‘

v.,"

-~

‘il;_ Thirty-five percent of the funds are credited’ to a special fund
for distribution through grants by the Coal Development Impact -
Office to affected cities, counties, school districts, and -
other taxing districdts. Funds available. are limited to ‘the
amount appropriated bilenniall¥ by ‘the legislature.‘

SRy Fifteen percent of the Tevenue is to be. credited to a special S
177 fund to be held in trust by the State Treasury and adminis—- e
7. . % s2tered by the Board of University and School Lands,. This - ..
_ J.ﬁq_;,ﬁ'f; fund is to be available ‘for loans to affected units: of local
R government. ‘Before making a loan, howevér, the  Board of:’ . ° :
" University . and School. Lands.must receive the recommendation R .
-H .of the-Coal Dévelopment Impact ‘'Office. The board has the = - . _ ‘
power to prescribe the’ terms and conditions of these loans, C
.and it is to. require a warrant from the unit of local = .-
P RTINS 'government as evidence. Of the loan. . The warrants are to’ e
ea f" bear interest at a rate not exceeding 6 percent, and are’ .
. : ‘to be payable only”from.money allocated from the Coal .
: Development Fund, to the borrower. .The warrants 'ire not - _
'7:;x' to be consideted a- general obligation of the local govern—-f

":{Az;:;:;;1;i?;.gjgé_gg_f_n Sl
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ment, nor shall they be considered as indebtedness of' .
‘the unit of government. If the futire .allocation of
money to the borrowing unit of government ceases, the
loan shall be canceled -
/‘ N o
Funds not loaned may be invested by: the Boaréd of- Un1versity
- - and School Lands as- provided by. law. " The income,- including .
"?Tinterest payments on loans, is to be deposited in the State's *
'-general fund. - Loan princ1pa1 payments are to. be redeposited ‘
in the trust fund._ S, L e :
. 3. Twenty percent ‘of the revenue is to ‘be" al%ocated to the’ coal
. : producing counties in proportion to the number of tons q&
cr coal produced in each county..- Within the county, the dlloca-
T tion is to be- distributed as follows. . | L
: _’/ . oo o ‘, - :
L '/a; 30 percent to incorpdrated cities of  the county. based
/ upon the population'ofaeach,city; ’ B ‘ o

- \3»_"

. . ) * :1 ™ "
.. ’ ,' ’ ’ - - . . .".
B S b '40 percent to the cdunty government, and : N "n;_, S
: > o . ? E . X . .. .
c. 30 percent to school d1str1cts in. the county - ?';w' -.% P

apportioned on . an average daily membershlp basis. e R

4, “ﬂﬁnrty percentof the revenue is depodited in the State s

_ R _“general fund. ; - _ A .

33' " The same act created a Coal Development Impact Office, the director ofp
';which is: appointed by the Governor._ The office is empowered to develop a. '

- plan to provide financial assistance .to local- governments in coal development»-'
: ‘impact areas,_to study and report .to the Governor and the legislature on the’
. » impact of codl development -om Jocal government, to establish procedures and

. provide proper forms for_ysen\\‘making appllcatlon for funds for impact
' assistance, ‘and to. make. grants. to: counties, c1t1es, ‘school districts, ‘and otherf
.~ - ‘taxing districts.:. In- determ1n1ng the size of thé: grant for Which a political’
"‘vsubdivision is eligible, that revenue is'considered which the Iocal govern-
. ment will receive from taxes on the real property. of coal development plants _
7”'and from other tax or fund distributlon [Ch 563 Sec. 14. 4] -

«

... The 1975 legislature also levied a tax.on coal conver31on_facilit1es,-
im lieu of ad ad: valorem tax on.any of the property except the land: on’which -
. the: facility is located This tax is designed to provide.additional revenue
ffor communities where thermogenerating plants or ‘plants that. conVert :coal.
from its natural form into a’ substaagially d1fferent form will be located..

- D '.'"“ ¢ : R
, The tax-is levied at‘a rate of:2.5 percent .of gross receipts for L
. facilities other than gasification plants or- electrical, .generating plants. '
‘Gasification plants.are taxed at 10 cents per 1,000 cubic feet of .gas pro—i-.f
p;duced or 2.5 percent of gross receipts, whichever is greater. ' For électrical
'generating plants, the, tax is 0.25° mill per kilowatthour produced ;,;,:g.i;c_.'

. T . L _"_' .' s
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._ﬁorth baliotalldhio'/bkiahoma‘ F A B
o Ihe proceeds from the coal conversion tax on each facility are appor-f; o
'ftioned 65 percent to the State's general fund and 35 percent to the’ county-yi. ‘

- dn which the plant was located. . The amount received by each county is

| apportioned as. fOllOWS.;:HfV 6\ ”1_-, oo .__ L

'*fl._ Thirty per ent is divided among all incorporated cities in B
. -.  the county according 'to the population of . each as shown by, e
the last regular or special census. o s

fZ.T Forty percent 1is’ deposited in the county s general fund -ffj o

3. / Thirty-percent is divided among all é@hool districts in
the county on the basis of" _average daily membership.

Ohio-_ B

_ In 1971 Ohio enacted a tax om ‘the severance of certain natural resources,,'
- to: provide revenue necessary to meet the environmental management needs_of -
. the State and the redlamation of land affected by strip mining [5749:02).,

In 1977 the - State received slightly less than $4 million from this tax. .

¥.

- The mineral tax is levied at a’ fixed rate per ton . according to the
following schedule' 4 cents for coal, 4 cents: for salt; 1 cent for limestone
"and dolomite; and 1 cent for ‘sand ‘and gravel. 0il is taxed at.3 cents~per
barrel and natural .gas at 1 cent per 1 000. cubic feet. Although the money
collected through these taxes is for strip mine reclamation ‘and- environmental
protection, the’revenue goes- directly to the State 8. general fund. o

. ,f In 1975, as part of the legislation establishing a State energy-offices
,.coal conversion- facilities were exempted from corporate taxes and petsonal N
property taxes  for up ‘to :30 years [5709:35].. Under the provisions of’ thig"

. section, a coal conversion facility was defined to be a’ gasification plant =
‘built under the auspices of the Federal Government, pursuant .to'a contract
with the Energy Research and Development Ageney, noW'part of the P e
Department of- Energy [5709 30] - gagg . LT

- R Oklahoma RN e

.

.‘.,L_ Oklahama levies production taxes on. oil natural gas, and several other :
minerals.; The taxayielded'more than $191 million or. about 16 7 percent of
tota1 State tax revenues, 4in 1977 f if} S _hl:-- R

<% L . o e

Every person engaged in the production or mining of“- asphalt petroleum,:,jk

natural gas; or ores bearing lead zing, jack, gold, silver, -or copper is:

~1iable for the severance tax. The tax is levied at a rate of 0.75 percent on: . -

- the gross value of asphalt- ‘and ores bearing the above minerals: and 7 percent .
‘on"the gross value of petroleum and natural gas’ [68-1001] However, the first. .-
$150 in gross sales each month from each.well producing less than 3 harrels °fﬂﬂ5”

.\fsf .- e
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.: etroleum a day or’ less than .5 million cubic feet of natural gas- per month .
is taxed at 5 percent fes8: 1023] Uranium-bearing ore is- taxed at: 5 percent '

of gross value [68:1020].. These taxes are in lieu of all taxes by the State,.
counties, cities, towns, school districts, -and. other taxing districts on any.

'\property rights to any of the above minerals [68 %g?l(f)]

. The State ‘Board of Equalization has the power under its own initiative,

" or at thé ‘request of any person who claims his tax is too great, to conduct a
_hearing to determine if the tax levied is greater than the_ad valorem prOperty,’
tax would be if it were levied -or. all mineral, .rights and personal-property . :

"

connected with the. mining operation. The ‘board has the power to raise or

: . lower -the severance tax rate to conform to. the level of “the ad valorem

propei‘ty tax [68 1001(h)]

'The. State also 1evies an oil excise tax of 0 25 cent per barrel of oil
produced and 0.05 cent per 1, 000 cubic feet of gas produced. The grossvpro-
duction tax is apportioned as follows. _ _ :

”
N

. l. Seventy—eight percént of the taxes collected on oil,'asphalt, ;'
s - Or ‘ores bearing uranium, lead, zinc, jack, ‘gold,‘silver, or™~. |
copper 8goes, to the State s general fund.

o —am

e .

2. Seventy-eight percent | of taxes collectec on naturzl gas is
" distributed among funds as directed by the Oklahoma State -
Teachers Retirement System. : L v R

3. One-tenth of the sum collected from-each county is returned

’ " to the county ‘treasury to be credited to the County Highway. =
T - »Fund. ‘ S o e _

4. One-tenth of the sum collected from each county is paid to

the county treasurer of the county and credited by" him on '

" the basis of -average 'daily attendance to'the school districtsvi__ e

.of the" county, provided that. the district makes an ad valorem - “

" levy. of at least 15, mills per year and maintains 12 years :

' of instruction.ﬁ[“{f o .

5. Two percent of all moneys is placed to the ‘credit of the
Oklahoma Tax Commission Fund ) .

3 - —_—

- In 1977 the Oklahoma Legislature enacted a conservation tax on natural
-gas and casinghead gds. 'The' tax is levied at 7 cents per 1,000 cubic feet,

.:1ess .7 percent of the gross value of each 1,000 cubic feet of gas; provided
. that thisg tax shall not exceed one-third the gross value-of the natural gas -

~.'[68:1108]." Ten percent of the receipts from this tax goes to a Special
..;Conservation Fund to be spent pursuant to legislative appropriation.. Nimetwy
-eﬁpercent of -the taX‘receipts goes ‘to the Oklahoma Public Employee-s Retire-‘ A
" ment Fund. : PRI

Y
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. South Dakota -

~ IR South Dakota (
The 1974 South Dakota Legislature approved a license tax on the privilege
- of. mining or. extracting mineral products in the State. In 1977, the: State
received slightly more than.$500,000 from this source. The license fee,."
which is really a net production tax, is 4 percent ofithe net profits from -
o minerals or mineral products mined or extraeted [10: 39. 2§ﬂ Tha law exempts
s any’ person mining or extracting minerals- worth less than $100 000 per year.

> 7.

' ' Net profits are obtained by subtracting.the followingfcgsts from the L
o -gross yield of the business [10 39. 26]? : AR

l. The cos& of exﬁracting the mineral.from the mine.

’

'\f‘t'i_f2.: The cost of’trassporting the mineral .or mineral product from ,
' ' the mine to the place of reductiOn,ﬂrefining,Jand sale.

'¥ of reduetion,-refining, and sale. ‘ ) oo
RPN A

AL ‘Thé cost of mar%eting and delivering the products ‘and the
..conversion of t 'same into money.: . o

. ”The costs of maintaining and repairing. all mine machinery,'
equipmeﬁt, and faci ities, all milling, smelting, and. reduction.
L works and plants; a: l,transportation facilities and equipment,,
- and ‘general administrative buildings and facilities within '

. U\v-<_'

6. All interest costs and all insurance costs “paid or- accrued
and pPayments. into pen510n and. profit-sharing trusts ‘and -

f;'employee welfare. = . _ T IR ”ﬂfkf'ﬁ*ivx;c
frn'fi"- 7. Depreciation on the cost of mgchinery,.equipment, apparatus works,
5\\\}- .. plants, .and facllities mentioned in number 5 above-ff'ﬂ,- EPRERE

8.i The cost of development and exploration in or abour the mine A
' ,or upon a group of mines when operated as . a unit. ‘ ;" S CoL
9. All State and local taxes.' : ,if,f_' ‘j T' ‘:-_ &/(/_; S

e -

- 16. General administrative expenses incurred w1th1n South Dakota.
: L . . N . - - .
. The payment of this tax is 1n-lieu of all other occupational excise,
~income, privilege,: and franchise ‘taxes levied by the’ State, but is not in

rflieu of. sales,'use, and- property taxes [10 39 40] R S

'6-\
o~

_ The State also levies a severance tax on the productioﬁ of oil and
natural gas. The tax is levied at 3. percentvof ‘the’ gross value produced and"
sold at the wellhead This tax is in lieuf the license tax on the. privilege

- - ) . A . . h . : . -
' e st e T T e T e o R v TP .o oo, , . AU
- - Soeem oL LT LT e RN e e . R i . . .
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of mining in the State as well as’ all other taxes ex t sales,'use, and
) property taxes . [10 39A 4] 3.f-'ﬂ S DR B 'Wﬂ‘

: "ait‘;"tw Tennessee

. South Dakota/Tennessee/Texas/Utah

~

Tennessee levies a production tax on oil and,natural gas and a seVerance
-, -tax on coal. The production tax on oil is 5 cents -per 50-gallon barrel of -
crude oil. For natu al gas, the tax is 5 percent of the_sales price of the "~
. gas sold [60 He]. ceeds from these taxes go the. State's general fund. ,
'57'Counties and other local governmants are prohibited from levying a similar tax.,

~In 1974, Tennessee began&levying a severance tax on. coal.. All coal
. gevered from the ground by any means is taxed at a rate of . .20 cents per: tonaﬁ'
BES -Y £ 5@02] All revenue collected under: this tax, less 1 percent to cover’
"'-‘Jadministrative and -collection ,expenses, is ‘retu¥ned to the counties in which
- the- collection is. made. One—half of- the revenue returned goes to the educa—
'tional system of-the county. The other half goes for highway maintenance and
water pollution control fe2: 5906] ) R

e
o SN ';-}f' Texas

.-
-

o The gross value of minerals extracted in Texas is" larger than that of any
" other State. The revenues from severance taxes on oil, natural gas, and sulfur'
v are- also ‘much larger than those of any ‘other - State. In. 1977 the State: " "
_:'received more than $905 million from this source, approximately 19 percent -
/ﬁgf the State s tax revenue. o : : ;‘_‘ : o ' SR T

T~ »_--.v.v__

o An occupation tax on the business of producing natural gas has been in. 5

effect since 1931. The tax is 7. 5~percent of the market value of the gas»pro—

“duced. [3:01(T) Gen. Tax].q Revenue from this tax is. diStributed as follows: - - -

. 0. 5 percent for administration ‘and: enforcement, 25. percent ‘0of net-'revenues to;ﬁ-

- " the available school fund, .and 75 percent of met:revenue to - the Omnibus. Tax- -

‘j~ c1earance ‘Fund, no portion of . which can be. allocated to any ‘other “fund until
the needs of the Medical Fund have béen fully met . [3'0 Lo :

o
-
a

.‘;fﬂf Since 1933 Texas has also levied an occupation tax on” the business of
.producing 0il in the State. Thewtax rate is 4, 6 percent of gross value.;

‘The State has also levied a tax on-sulfur producers since 1930, This tax
is levied at $1. 03 per long ton- of sulfur [5: 01] SRR .

Utah collects severance taxes on- metals, oil, and natural gas.-'In 1977,
. ‘the State received more. than $8.9 million from this’ revenue source, about 1 5
percent of the State s tax revenue.-, . : ,

The most important source ‘of. ‘revenue is the State s mining occupaéion tax.‘

Every person engag’a in mining or extracting ore or metal. containing gold, .
silver, copper, lead, iron, zinc, tungsten, uranium, or other valuable metal

-t

.. .-l' ‘ ‘l..-,'_.‘; V.A ‘ 47 ‘ B ' . ..‘o L
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in the State must pay an occupation tax equal=to 1 percent .of the gross amount.-
recefived. for ‘the producr. For oil, .gas, .or -otheéer hydrocarbons the, occupation,
tax is 2 percent.of vadue., The law provides for an annual exemption from pay- 3
‘ment of the occupation tax for the first $50,000 in gross ‘value from each mine - _
. or well [59:5.67]. The taxes collected under this provision go. -to the general
. fund [59:5. 84] s c e - . _ . o

»
-

_ In 1975, the legislature took steps to minimize the impact of future
. Tresource development:o“\local communities., ‘The leglslature recognizedfthat-j

- ':; - I

- o 'l."‘The development and utilization of’ natural _resources im.t
‘¢s . - .77 State, particularly in rural areas,. .may Have a significant
RS . financial "impact on ‘State agencies, local communities,. and - . _ .
.. government unless financing is. available so that- necessary R

public works and 1mproVements can be H;ovided - T L -
L 2.fJ That it may be necessary and in- the public 1nterest of the © f .
LA State to provide through utiliZation of prepaid sales or use . :

- . taxés funds for these necessary public works and improvements.- .

. . < 1 ‘ : ' }"'

L '_3.'-,These necessary public works and 1mprovements may in. part beA Lt
.7 7 of benefit primarily to the pérson. developing or utilizing the IR

: fnnatural resource in this State E63 51, l]" a _j,._, [

- -

- ° - - . .

As ar result, the: legislature provided that .any person engaged in the develop-
ent . of a-.tesource. facility may prepay - ‘allsor’a portion ‘of -the” sales taxes . . .1

anticipated -with the. construction of the facility, iucluding sales or use taxes.'f

anticipated to be 1mposed ypon: contractors, agents;: and subcontraotors [63% - :

. 51.,37. - All revenues . collected Under this provision go to a prepaid sales and

- use tax constructlon account. " This account is to be 'used.to finance State--

- ‘'rélated public improvements 1nclud1ng but not -limited to ‘highways and related

V.facilities and schools-and related facilities [63 5I; 5] - . .

_ Funds for construction of the facilities needed as’ a result of the L
.development of natural resources shall be appropriated by thewlegislature to- _.'
the State Board of Education and the State Road Commmssion [63: 51.6]. Approp-
riations to the school' fund shall be returned to the State's general fund by

~‘the school district in which the new facility is located within 6 years after
the facility is completed . . . : - . :

‘ L o West Virginia : .

AN Eg - A L ) ~ 7 : :
.. The West" Virginia tax structure relies heavily on a series of, nnual taxes .
~ on the privilege of d01ng business in 'the State. ‘Thé’ extraction™ coal’ and-

" other. natural. resources is one of the occupations covered under. this tax,
: whﬁhh is: really a gross production tax. - ~
The gross product of miners is taxed at the following rates: 3, 5 percent
for coal; 2.2 percent for limestone or sandstone, 4 34 percent £or oil' R

. B P g o . - et o
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West Virginia/Wisconsin
' 8.63 percent for natural gaslin excess of ‘the value of $5,000; 4.31 percent for
. blast furnace slag; 4.34 percent for sand, gravel, or mineral products not
‘ quarried or. mined' and 2. 86 percent for other raturdl resource products.
[11 13.2a]. _ o . - . : t

-In 1975, an additional tax on the severance df _coal was enacted This

- _act added.an additionmal 0.35 percent £6' the tax previously imposed Seventy~
five percent of the net,proceeds of this additional tax is distributed to the

. counties where coal is mined in proportion to the total coal production of the
” ~county. ‘The remaining 25. percent of the net. proceeds is deposited in the
county and" municipal fund [11: 13 213 :

-~ . KX

o . /

R
’ Wiséonsin
- The 1977 Wisconsin Legislature enacted a single'comprehens1ve net proceeds
tax with a progressive ‘rate schedule for all metallic -mineral mining. This
tax replaced pr ously existing taxes on the mining of low-grade iron ore
and copper. *taxes’ in place in 1976 produced $184, 940 in State revenues.

In Wisconsin, taxable net proceeds are computed as follows [70:375.4]:
: 1. Gross proceeds are:equalto the:company's- production of ore or _
Tt e ore concentrate during the taxable year multiplied by the’ SRR
appropriate price. For taconite pellets, copper,,lead zxnc, L
silver, and gold, the price is computed from the monthly prices
-published in ‘the Engineering and Mining Jourmnal. For other -
metallic minerals or other forms of metallic minerals the
price is determined administratively by the Secretary of . o
Revenue [70 375.3]. 1 . R

o

2. Net proceeds is then gross proceeds less deductions for expenses
incurred by the: mining company in converting the o0re in the ground
to the product - to which the published price applies. Deduct10ns~

'allowed ihclude’ . o _ . R T S

v

4 a.f_costs of labor, tools, appliances, and'supplies used in _
. mining, e S o ‘-“, Y

b. -costs of transporting, milling, reducing, assaying; and
: : sampling the ore, o TTa el T
- " Ce expenses for administration, accountlng, appraising,. o -
_ .+ legal, medical, engineering, clerical, .and _technical = . -
R _serv1ces directly related to mining in™ ‘the’ Stateﬁf -__-,gQ

o ~

a. gexgenses related to repair,and,maintenance,,
L . » R T el

Lt . .- -~ - . o - . . . . - ) L

Y ) _e. 'general and personal property.'taxes, ‘- .. - .
. o "_- - . ) K _ . N ':,-C' '\J" e

= - .
‘. . . . . R - R . : . o .
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~ Wisconsin
i rents paid on personal property used in mining,b
- costs of employee relocation within the State,j”

" h. premiums for bonds required by State law,

£

1. jpremiums for insurance on persons or tangible assets,

PLEC

_ 'j.ﬂ”losses from uninsured casualty losses and the sale of
¢ . personal property used in mining, '

j"' - k. 'straight—line depreciation on machinery, mill and reduction S
"works, buildings, structures, and permit fees, license fees,
.and other fees required’by the State. - .

Net proceeds, as calculated above, is then subJect to tax at the following

rates H j
Net proceeds | .~ - Tax ratesfé)
$ 0to$ loo,ooql-" no tax
, $ 10C;001 to $ 4,000,000 6 ..
- $ 4,000,001 to $10,000,000 12 4, -
$10,000,201 to'$20,000,000-  "16 . = . B
PO - $20,000,001 to: $30 000,000 =" - 18 - .. oo e
L0 - over $30,00, 000" B Or SR IR

. y rifty percent of the revenue from the net'proceeds tax goes to the State 8"
. gemeral fund:  The other 50, percent .goes to the.Investmeg and Local Impact

" “Fund. Of thé ‘money going ‘to the Investment’ and ‘Local :Inffact "Fund, 20’ percent;.,{d,;
-8 $300 OQD-whichever is less-—goes to the county in which the. mineralé were .V

. extracted. The city, town, or village Vggge .extraction -occurred receives 10
.percent or-$75,000, whichever is. less. = ool districts incurring costs _
_attributable to: mining are eligible for assistance on a case-by-case basis. o

' [70:395. 2@)..

2o ST S
‘ The Investment and Local Impact Fund is aaministered by -a special board
_attached to the Department of Revenue for administrative purposes, "but with.

"findependent ‘administrative rulemaking authority. The board. has eight members:'h".

-~ including. the Secretary of Local Affairs and Development, .the Secretary of-
l,Revenue, two public members, two municipal officials,_one county official and
:. .one'school board ,member. The membérs are appointed by- the - Governor for_-
:Fstaggered 4-year terms.. .One public' member and one local official ‘must reside
"gain ‘a 'county or school. district.where ‘min ieral development is. occurring, or in:’
#. an-adjacent county -or- school district. “/One: local official must live in.a - ’
.+ county or school. district where\mineral extraction is occurring, or an adJacent
?gfdistrict.~ Provisions exist’ requiring recommendation,of the local”officials '
_.by the appropriate professional associations [15 435 l(b)]. “:q~_ef; R

e . ‘e
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h - -

The Board s duties, in addition to making the guaranteed payments to

' counties, towns, villages, and cities, include certifying the eligibility of

school districts for assistance and making -discretionary payments to counties -

and municipalities. -The Board's power in this area is- limited, however, since.

the statutes establish both a priority system and a- list of the types of "-
projects eligible for funding under the priority system. Payments are made

- first to those counties, cities, towns, villages, and school districts in

which minerals are extracted or were extracted within the last 3 years,. or
in which a mining permit has been issued. Distribution is next made to muni-
cipalities adjacent to munic1pa1it1es where minerals are being extracted.

" Lowest priority is assigned to. dlstributions to municipalities in which

' minerals are not extracted- and which are not adJacent to- mun1c1pa11t1es in

which minerals are being extracted. .

¢

Purposes for Wh1Ch the Board may make discretionary Payments 1nc1ude"w"

. Protective services, such as f1re and pollce.

,2. Highway repa1r or constructlon neces51tated by the construc—-
't10n or operatlon of ‘the minlng fac11ity.

-‘ivmf';3; -Studies and progects for local’ development. ft
e T by Monltoring the effects ofvthe m1ne ‘on. the envfronment. ,.g§57;j7{;
. " v - . .'.' ’ ) -__- .-. . _&! -
& S, Extraordrﬁary communlty services and faci11t1es nece531tated .l O
S by the mlnlng actIv1ty. S 5;7*"*":?"'j'v S e »;:.’j;tf~
o »6."Lega1 counsel and technical consultants to represent and assist- ;
munic1pa11t1es appeaflng hefore State agenc1es .on ‘matters " RN
reIating to m1n1ng : : '--u‘B/ RS -
T Other expenses associated with the constructlon and operatlon 'f o
of the mining facility. S
‘ 8. The_preparation of areawide-éommunity service-plans.
9. Provision_of educationalfservices~inna school district. <
- ;?10. Expenses attributable to a permanent or temporary shutdown of
N a mine, including costs of retraining and the- cost of operating
.'X:;> -“-a Job-referral service. ) . if\“
o o T ' ©

.\.

-Tax . revenues g01ng to the Local Impact and Investment\Fund not distributed to
" local ynits of government are to-be invested by the Board The Board also

- has the respongibility for distributing Federal: mlning revenue received by
‘the State from salese royalties, bonuses, and rentals of Federal land.



" o PR "Wzoming‘
: Wyoming levies an. oil and 'gas production tax, a- coal severance tax, and '
a mining excise tax. The gross proceeds from all mines also are included in
_ the State and local property tax base. The special. mineral taxes produced _
" nearly $47 million during fiscal 1977, or more than 20 percent of State tax o

revenues. i S

The Wyoming Legislature passed an extensive series of bills designed to
‘reduce local fiscal impact of new development. The program includes the
issuance .of ‘revenue bonds to finance a State community development authority,
a special coal tax for impact assistance, and an industrial: development
information and siting act which forbids issuing a permit for the construction ’
and operation of the . facility if-a means of alleviating negative impacts is o

not- specified.lg.‘ -
. . _ . _ -

" The Wyoming Community Development Authority was created and authorized
to issSue up to $100 million of revenue bonds so that the State can provide
‘.aSSistance in areas where there. have - been ‘major development impacts and where
needed facilities and services cannot be financed through existing sources.

This program is unique because it has the power to make’ loans to the

. © private sector to provide financial institutions in. the affected area with

" additional mortgage méney as well as the power to loan to public agencies. -
Qisecausethe Community DeveXopment Authority has the power to set terms for.
- repayment of loans to local: governments, .the - act’ may serve as a way of
'channeling new funds into the local community during ‘the early stages of
- the development. A court test of:the constitutionality of this act has been
~ initiated at the request of the State, Consequently, applications for funds

f_will not- be accepted for at- least 1 yea - L

. The. WyOming Community Development Program has several advantages over
the-coal impact board programs used in' other States. It allows. the.mobiliza—
. tion of a cousiderable -amount - of capital relatively quickly-—not dependent on
Vthe actual mineral production invthe State-and it allows-,some .aid to the
private sector: in communities feeling .the impact. The $¥§0 million of funds
made available for impact assistance appears more likely' be an adequate
. amount. than that, provided in other’ States. However, ‘the community has no
certainty about receiving funds._ .There could be considerable delay before the‘,f
loan is. granted depending on the action of the Community Development

<

Authorit . . . s T T B _
The most important tax is the mining excise tax. This tax is, leVied at

Q-C"Z percent. of the value of the gross product extracted for gold, silver, other
'__precious metals, soda, saline; coal, petroleum or other cTude mineral oil
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o : 19A detailed review of all the: legislation dealing witH'the economic
;;fﬁimpacts of energy development in Wyoming is in Hayen and Watts, ;2, cit.,
pp- 57—74 R . _ AT .
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and natural gas. ‘Revenues from this tax go foithefState'sfgeneralffund.
[39 6 302] . ) S - S :;" e
) In addition, the extraction of coal uranium, trona, oil and natural gaS"_'
» are subject to several other excise taxes. The rates and the disposition of
the revenues are given below [39:6:303];
- Mineralsﬂ' . o '_'l, Tax rate (%) ‘ Disposition‘of revenues
.. ..Coal, uranium, trona, -oil, L 2.0, SR ‘Wyoming Mineral Trust Fund
. ' =" -pnatdral gas, oil shale . -7 . B S ol : :
~ Coal, uranium, troma - - - 1.5 - '~ Capital Facilities: Revepue
= : ' - '~ Account - : S
_ Coal _ . 1.0 'Highway -Fund - .
,Coal. . . » 1 . 1.5 . ' Water Development Account
" Coal T o n ©+ 2.0 7 ' .7 Impact Tax Revenue Account
Coal - ' ' ) 0.5 © "+Wyoming ‘Mineral Trust Fund -
o The tax going to the Capital Facilities- Account will expire ‘on January 1
7 following the year in which the taxes collected total -$250 million.i The tax
- going to the Impact Tax Revenue Account is to. expire on January 1 of the ‘year:
%following that in which totaI¢tax collections from this tax total $160 s -
million [39 6 303(b)] i:_;: Lo e e -jn;;ﬁf_; _—
) . .- . L . -“ o . .- » : ) ‘;, - . ._.-.
o The distribution of the revenues obtained from the special severance tax
" is under the jurisdiction of the" Earm‘Loan Board. - Revenue is to be used 'to .
}aassist in areas affected by the production .of coal.. At least 50 percent of
" the_ revenue must be used for highways and«streets, while the remainder may be
used for water and sewer pro;ectsv .The Board has complete freedom in the -
‘“choice of terms for the grants or loans.w - : '
A \ . . R A et . = )
. An oil and gas production tax s, levied on,the value of the well of all oil:;f}
-.and gas produced .saved, sold, or transported._ ThlS tax may not exceed 0. 4
- mill per dollar of valne [30:5. 116] o R . :
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