DEPARTMENT OF NATURAL RESOURCES

AND CONSERVATION
STEVE BULLOCK, GOVERNOR 1625 ELEVENTH AVENUE
STATE OF MONTANA
DIRECTOR'S OFFICE: (406) 444-2074 PO BOX 26-1601
FAX: (406) 444-2684 HELENA, MONTANA 59620-1601
Memorandum

To: Leo Berry
Browning, Kaleczyc, Berry & Hoven P.C.

From: Anna M. Miller
Department of Natural Resources and Conservation

Date: March 9, 2016
Re: Coal Tax Fund Uses

The Conservation and Resource Development Division (CARDD) at the Department of
Natural Resources and Conservation (DNRC) uses Coal Tax Funds directly and indirectly.
These funds are used by several programs. The use of these funds has proved to be a
tremendous benefit to the state.

1) Regional Water Program

Coal Tax Funds are put in the regional Water Trust. The interest
earnings are used to provide funding for Regional Water projects. See
the list of projects. Note the $37,000,000 of funds have been used for
facility project work. See Exhibit A.

2) Conservation District Program

Conservation Districts (CDs) use funds for the 223 grant program. They
are for CD projects. These are projects for everything from a stream
bank stabilization, monitoring a stream to study problems, and many
other projects. Some Coal Tax funds are used to provide administrative
funds for a district to try to complete other activities. Note of the last 10
years, more than $3 million has gone to help CDs do work as directed by
state law.

A list of sample projects is attached. See Exhibit B.

DIRECTOR'S CONSERVATION & RESOURCE RESERVED WATER RIGHTS OIL & GAS TRUST LAND MANAGEMENT
OFFICE DIVISION COMPACT COMMISSION DIVISION DIVISION
(406) 444-2074 (406) 444-6667 (406) 444-6841 (406) 444-6675 (406) 444-2074




3) Coal Tax Loans

Coal Tax Bonds are issued. These bond proceeds provide funding for
irrigation projects to support the state agriculture industry. It also allows
cities and towns to fund other Natural resource projects such as
rehabilitation of Water and Sewer systems. Note over the years, more
than $115 million in loans have been made to benefit communities in the
state. See Exhibit C.

4) Coal Tax Funds Plan

I have also attached a copy of the flow of funds for the Coal Tax money.
See Exhibit D.

Please let me know if you need something else or have questions.

Cc: Ray Beck, DNRC Dep Dir w/

AMM:dc



Regional Water Projects

Fiscal Year Project Dollar Amount
2004 Dry Prairie Rural Water $826,380
2004 McCone County CD $30,000
2005 Dry Prairie Rural Water $668,603
2006 Central MT Regional Water $210,000
2006 Dry Prairie Rural Water $276,000
2006 Dry Red Water Regional Water $78,000
2006 Dry Prairie Rural Water $1,173,100
2008 Dry Prairie Rural Water $284,000
2008 Dry Red Water Regional Water $128,000
2008 Central MT Regional Water $298,000
2008 North Central Regional Water Authority $376,000
2009 North Central Regional Water Authority $1,000,000
2010 Dry Red Water Regional Water $168,000
2010 North Central Regional Water Authority $1,000,000
2010 Dry Prairie Rural Water $372,000
2010 Dry Prairie Rural Water $1,892,000
2010 Central MT Regional Water $298,000
2010 North Central Regional Water Authority $376,000
2010 North Central Regional Water Authority $3,100,000
2011 Dry Prairie Rural Water $3,975,230
2011 North Central Regional Water Authority $2,491,370
2011 Dry Prairie Rural Water $2,491,385
2012 Central MT Regional Water $286,000
2012 North Central Regional Water Authority $980,000
2012 Dry Red Water Regional Water $167,000
2012 Dry Prairie Rural Water $356,000
2012 North Central Regional Water Authority $360,000
2012 Dry Prairie Rural Water $722,217
2012 Dry Prairie Rural Water $257,783
2013 Dry Prairie Rural Water $880,000
2013 North Central Regional Water Authority $980,000
2014 Central MT Regional Water $300,000
2014 Dry Red Water Regional Water $200,000
2014 Dry Prairie Rural Water $372,000
2014 North Central Regional Water Authority $376,000
2014 Dry Prairie Rural Water $4,320,000
2014 North Central Regional Water Authority $645,000
2015 North Central Regional Water Authority $801,305
2015 North Central Regional Water Authority $580,000
2016 Central MT Regional Water $300,000
2016 Dry Prairie Rural Water $372,000
2016 Dry Red Water Regional Water $360,000
2016 North Central Regional Water Authority $400,000
2016 Central MT Regﬁnal Water $441,848
2016 Dry Prairie Rural Water $600,000
2016 Dry Red Water Regional Water $400,000

Total

$36,969,221




Conservation and Resource Development Division

Page 10
ation Education Mini-Grants Awarded
Carbon Conservation Days

Cascade County CD Alternative Energy Project

Cascade County CD Forestry

Cascade County CD Central Catholic Meditation Garden 498

Deer Lodge Valley CD Farm to School Connections 95

Judith Basin CD Natural Resource Day Project 500

Judith Basin CD Range School/On the Cutting Edge 500

Lewis and Clark CD Montana Youth Restoration 500

Liberty County CD Sage Creek Watershed Alliance 313

Petroleum CD Sportsmen’s Education 295

Petroleum CD Winnett School Ag/Conservation 339

Petroleum CD Montana Agriculture and Wind Energy Book 500

Pondera County CD 4th-Grade Classroom 500

Stillwater CD Conservation Day 189

Teton County CD Biodiesel/Environment Research 500

Valley County CD 5th-Grade Classroom 417

Yellowstone CD Annual Weed Pull 314
Total $ 6,776

control, new conservation technology demonstrations, necessarily the amount spent. The allocation of funds is
soil and water conservation projects, youth and adult  shown in Figure 4.

educational activities, and conservation equipment rental
programs. In FY 2010, $434,439 was contracted to CDs

Administrative Grants

for various projects. All projects in FY 2010 are listed in [ FY 2010, the CDB distributed $320,000 from the
Table 4. The amount shown is the amount approved, not  General Fund and the Coal Tax Fund as grants to 37 CDs

Figure 4
FY 2010 Allocation of Grant Funds for
Conservation District Projects

Conservation/Restoration Projects — 55%
Weed Projects — 9%

Equipment - 15%

Education - 21%

where county mill levies were inadequate to
support district operations. These funds are
for administrative purposes only and cover
mostly salaries for CD employees in some
of the smallest communities in Montana.
Funding can also be used for other general
operating expenses. Information on the Coal
Severance Tax and Resource Indemnity Tax
(RIT) is presented in Appendix A.

Resource Conservation and
Development Areas (RC&D)

In a cooperative effort with U. S. Department
of Agriculture (USDA) Natural Resources
Conservation Service (NRCS), the bureau
has taken a lead role in assisting activities
of the NRCS partnership coordinator and
the Central Montana RC&D area. The
partnership coordinator is helping to develop
key issues and providing assistance to
RC&Ds in Montana.

Montana Department of Natural Resources and Conservation Annual Report - Fiscal Year 2010
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Table 4

FY 2010 Conservation District Project Grants Awarded

Conservation District Project Amount
Beaverhead CD Blacktail Meadows Tree Project $ 9,742
Broadwater CD Solar Panel and Education Project 14,995
Broadwater CD Cobban/Robertson Diversion 12,033
Carbon CD Connection Education Program 15,000
Cascade County CD High School Conservation Ecology Education 12,369
Cascade County CD Whitmore Ravine Engineering 20,000
Chouteau County CD Biomass Power Generation Project 15,000
Dawson County CD Old West Regional Range Judging Contest 6,350
Deer Lodge Valley CD Range Camp 2010 4,318
Eastern Sanders County CD Sanders County Water Festival 3,326
Fergus CD Cows Eating Weeds 4,524
Flathead CD Haskill Creek Restoration 10,000
Gallatin CD Eagle Mount Stormwater Reduction 15,000
Garfield County CD Canada Thistle and Stem Mining Weevil 6,996
Green Mountain CD Building Stabilization and Public Safety 14,552
Hill County CD 2010 Winter Grazing Seminar 7,560
Hill County CD Car Body Removal 6,050
Lewis and Clark CD Lake Helena Shoreline Erosion Control 6,500
Lewis and Clark CD Lake Helena Watershed Riparian Planting 3,000
Lincoln CD Grass Roots Recycling 10,300
Little Beaver CD Soil Health through Cover Crops 15,000
Madison CD Range Rider 14,500
McCone CD Land Ownership Maps 5,200
Missoula CD Weed Control around Water Tank/Revegetation 4,500
Petroleum County CD Mosby/Musselshell Watershed Group 14,995
Petroleum County CD Salinity Control and Agronomy Field Demo/Ed 5,742
Petroleum County CD Travel for MRRIC 15,000
Pondera County CD Soil Health-Cover Crop Cocktail Demo 5,500
Prairie County CD Rangeland Monitoring 6,500
Richland County CD Rolling Rivers Trailers Maintenance Funds 6,985
Rosebud CD NACD Scholarship 3,000
Ruby Valley CD North Trout Creek Solar Stock Well 10,100
Ruby Valley County CD Watershed Symposium Coordinator 10,000
Sheridan County CD Aquifer Monitoring Equipment 15,000
Sweet Grass CD Big Timber Creek Canal Assessment 6,250
Sweet Grass CD Big Timber Creek Hydrology/Geomorphology 15,000
Toole County CD North Valley Hydrant 13,000
Toole County CD Shelby Health and Nutrition Green House 14,500
Upper Musselshell CD Governor’s Range Tour 6,638
Valley County CD Noxious Weed Control/Mapping 6,000
Various CDs Administrative Grants 383
Various CDs Annual Meeting Expense 10,655
Various CDs Computer Equipment Upgrades 5,000
Various CDs Education Mini-Grants 6776
Wibaux CD Cattleman’s Workshop 5,600
Yellowstone CD Salt Cedar Management 2010 15,000

Total $ 434,439

Montana Department of Natural Resources and Conservation Annual Report — Fiscal Year 2010
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Coal Severance Tax

Within 30 days of the end of each calendar
quarter, coal severance taxes are paid to the
state, and 50% of these are deposited into the
Coal Severance Tax Trust Fund by the DOR.
Six accounts are established within the Trust:
(1) the Coal Severance Tax Bond Fund, (2)
the Treasure State Endowment Regional
Water System Fund, (3) the Big Sky
Economic Development Fund, (4) the
Treasure State Endowment Fund, (5) the
Coal Severance Tax Permanent Fund, and
(6) the Coal Severance Tax Income Fund
(see Figure attached).

1. Coal tax revenues that flow into the trust
are initially deposited into the Coal
Severance Tax Bond Fund (Bond Fund)
and made available for payment of debt
service on Coal Severance Tax Bonds. The
DNRC informs the DOR, during the state
fiscal year, of the amount necessary to meet
all principal and interest payments on bonds
payable from the Bond Fund. The DOR
retains that amount in the Bond Fund.

2. The Treasure State Endowment
Regional Water System Fund was
established to provide state funding for
regional water systems. The Rocky Boy's
North Central Regional Water Authority and
the Fort Peck/Dry Prairie Regional Water
System were federally authorized. Two
additional regional systems, Dry Redwater
and Central Montana have been formed.
During the fiscal year, 25% of the amount in
excess of what is retained in the Bond Fund
is deposited into the Regional Water System
Fund.

3. The 2005 legislature created the Big
Sky Economic Development Fund. This
fund provides interest eamings for grants
and loans used for economic development
projects working with local govemments and
certified regional development corporations.
During the state fiscal year, 25% of the
amount in excess of what is retained in the
Bond Fund is deposited into the Big Sky
Economic Development Fund. The program

is administered by the Department of
Commerce.

4. The Treasure State Endowment Fund
(Endowment Fund) was established when
voters approved the ballot measure on June
2, 1992. During the state fiscal year, 50% of
the amount in excess of what is retained in
the Bond Fund is deposited into the
Endowment Fund. The Department of
Commerce notifies the DOR when interest
eamings are needed to fund local
infrastructure projects. The DOR then
transfers the interest earnings from the
Endowment Fund into the Treasure State
Endowment Special Revenue Account
(Revenue Account). The Department of
Commerce then approves disbursement of
funds to authorized local governments.
Interest earnings not transferred to the
Revenue Account for projects are retained in
the Endowment Fund.

5. The Coal Severance Tax Permanent
Fund (Permanent Fund) receives no new
tax proceeds. The fund balance within the
trust is invested by the Board of
Investments. The earnings from the
Permanent Fund are deposited into the
General Fund. State law allows up to 25% of
the Permanent Fund to be invested in the
Montana economy.

6. Investment income on the deposits in
the Bond Fund, and the Permanent Fund is
periodically transferred into the Coal
Severance Tax Income Fund. The entire
balance in the Income Fund is transferred
into the General Fund on a monthly basis.

7. Under the Coal Severance Tax Loan
Program, the state sells coal severance tax
bonds and loans the proceeds to local
governments for various infrastructure
projects. The borrowers make semiannual or
annual loan payments, which upon receipt
are credited to a Debt Service Account.
The terms of the loans vary, but generally
involve an interest rate subsidy. The loan



program and debt service accounts are
administered by DNRC.

8. Debt service payments on the bonds are
due each June 1 and December 1. To the
extent that funds on hand in the Debt
Service Account are insufficient to pay
principal and interest on the bonds when
due, funds are transferred into the Debt
Service Account from the Bond Fund. On
January 1 of each year, funds are
transferred into the Debt Service Account
from the Bond Fund to the extent necessary
to cause the balance in the Debt Service
Account to equal one-twelfth of the next two

Allocation of Coal Severance Tax - for FY 2014

ensuing semiannual debt service payments.
DNRC provides written notice to the DOR if
funds are needed to pay debt service or to
make the required transfer on January 1. On
January 1 of each year, DNRC also sweeps
the Debt Service Account of funds in excess
of one-twelfth of the next two ensuing
semiannual debt service payments. The
excess is returned to the Bond Fund.

9. On each June 1 and December 1, the
state pays debt service on the bonds from
amounts on hand in the Debt Service
Account. Payments are made by DNRC.

Coal Severance Tax Trust Fund 50.00%
Long-Range Building Program 12.00%
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