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I.
PROGRAM OBJECTIVES:
The objective of the Oil and Natural Gas Production Tax Distribution is to allocate a fixed percentage of oil and natural gas production taxes (hereinafter referred to as “O&G taxes”) collected in each county to that county.

II.
PROGRAM PROCEDURES:

O&G taxes are paid to the Department of Revenue (DOR) in quarterly installments.  The DOR determines the taxes paid on production in each county and school district taxing unit, and remits a specified percentage of those taxes on a quarterly basis to the counties.  County treasurers in turn distribute specified percentages to the countywide elementary and high school retirement funds, countywide transportation funds, and eligible school districts.  Monies remaining after this distribution are retained by the counties.

For Quarterly O&G Distribution Reports prepared by the DOR, go to:  http://revenue.mt.gov ; select the “Local Government” box, then “Oil and Gas Quarterly Distribution Reports”.
For each quarter, there is a cover letter and distribution schedule(s).  The “COGS Quarterly County Distribution Cover Letter” explains the information reported on the “COGS Quarterly County Distribution” report – which gives the county share, the county-wide school funds’ shares, and the shares for each school district in the county.  Further breakdowns are provided in the “School District Fiscal Year Distribution” and the “Levy District Fiscal Year Distribution” reports – both of which are cumulative for the reporting year.
PLEASE NOTE:  In addition to this Oil and Natural Gas Production Tax Distribution, the DOR also makes distributions from the state oil and gas natural resource distribution account established in MCA 90-6-1001(1) to counties based on county oil and gas production. These are two separate revenue sources/distributions.  These distributions are made on the same quarterly payment schedule as the O&G production tax distributions. Of this distribution, the county must distribute two-thirds to incorporated cities and towns in the county, based on relative populations, and may retain the remaining one-third.  (MCA 15-36-332(7))  At the above website, you can find cover letters (“COGS Special Revenue Letter”) and distribution schedules (“COG Oil, Gas, Coal Natural Resource Distributions”) for these quarterly distributions also.
III.
COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDURES:

1.
Quarterly Payment Schedule
(
Subject to 20-9-310 (see below), the DOR shall remit O&G taxes to the treasurer of each eligible county on a quarterly basis, as follows (MCA 15-36-332(6)):

(
on or before August 1 of each year the department shall remit O&G tax payments received for the calendar quarter ending March 31 of the current year,

(
on or before November 1 of each year the department shall remit O&G tax payments received for the calendar quarter ending June 30 of the current year,

(
on or before February 1 of each year the department shall remit O&G tax payments received for the calendar quarter ending September 30 of the previous year, and

(
on or before May 1 of each year the department shall remit O&G tax payments received for the calendar quarter ending December 31 of the previous year. 
Suggested Audit Procedure:

(
Verify that the county received, and posted to its accounting records, all of its quarterly distributions of O&G taxes.  
2.
Distributions to County-Wide School Levies & School Districts
(
Each county treasurer shall distribute O&G taxes to the countywide elementary and high school retirement funds, countywide transportation funds, eligible school districts and, countywide community college districts (if applicable**),  according to the percentages in MCA 15-36-332(2).  The DOR calculates the distribution to each school district for each county based on the criteria in MCA 15-36-332(4), and subject to the provisions of 20-9-310 (as discussed below).  The county’s total distribution and an itemization for each element of the distribution, in dollar amounts, are provided by the DOR to the county treasurer along with the quarterly remittance. (**Note: Counties with countywide community college districts are Custer and Dawson.)
(
The maximum amount of O&G taxes that a school district may retain is 130% of the district’s maximum budget.  (MCA 20-9-310(1)(a)

√
Exceptions effective May 6, 2013:  Exception (1) For fiscal years 2014 through 2017 for a school district with a maximum general fund budget of less than $1.5 million, the maximum amount of O&G taxes that a district may retain is 150% of its maximum general fund budget.  (MCA 20-9-301(b))   Exception (2) This retention limit must be increased for any school district with an unusual enrollment increase approved by OPI. (See MCA 20-9-310(8) for additional detail.) 

III.
COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDURES:

2.
Distributions to County-Wide School Levies & School Districts - continued

√
OPI shall provide the DOR with a list reporting the maximum general fund budget for each school district. The DOR shall make the full quarterly distribution of O&G taxes as required under 15-36-332(6) (see above), until the amount distributed reaches the 130% (or other exceptions) limitation.  Effective May 6, 2013:  The DOR shall deposit any excess over the 130% limitation (or other exceptions limitations) in the state school O&G distribution account provided for in 20-9-520.  OPI will then make distributions from this account as detailed in 20-9-310(4)    (MCA 20-9-310(3) & (4); 20-9-520) 
Suggested Audit Procedure:

(
For selected quarterly distributions from the State, obtain (or view on-line, as discussed above) the letter from the DOR accompanying the quarterly remittance.  Verify that distributions to the countywide school funds, eligible school districts, and community colleges (if applicable) agree to the distributions provided by the DOR.

3.
County Portion of Distribution
(
The county’s portion of the O&G taxes remaining after the above distributions must be used for the exclusive use and benefit of the county, including districts within the county established by the county.  (MCA 15-36-332(3))

(
The county’s portion of the O&G tax monies remaining after the above distributions should be recorded as revenue (BARS Revenue Code #335065 – Oil & Gas Production Tax) in Fund No. 2899 – Oil & Natural Gas Production Taxes Fund.  Local governments are required to conform to the accounting standards prescribed by the Department of Administration.  (MCA 2-7-504)

Suggested Audit Procedures:

(
Verify that the county’s portion of these O&G tax distributions has been recorded as revenue in the county’s records and deposited in the county fund as specified above.

(
Review O&G tax expenditures from Fund No. 2899 to determine that they were for the exclusive use and benefit of the county, including districts within the county established by the county.

III.
COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDURES:

4.
Distribution to Each School District Fund
(
O&G taxes calculated for each school district, as discussed above, must be distributed to each school district fund as provided in 20-9-310(5) & (6) (as discussed below).  (MCA 15-36-332(5))

(
Subject to the 130% limitation (and other exception limitations) discussed in requirement #2, above, the school district trustees shall budget and allocate the O&G taxes received by the district as follows:  (MCA 20-9-310(5))
Effective May 6, 2013:

(a)  the trustees shall budget in the general fund an amount of O&G taxes equal to the lesser of 25% of the total O&G taxes received by the district in the prior year or the general fund levy requirement;
(b)  O&G taxes received by the district must be deposited in the general fund until the limit under subsection (a) is reached; and

(c)  all remaining O&G tax revenue may be deposited in any budgeted fund.  
√
Effective May 6, 2013:  50% of the O&G taxes deposited in the general fund pursuant to (a) above must be applied to the BASE budget levy. Remaining O&G taxes deposited in the general fund may be applied to either the BASE budget levy or the over-BASE budget levy at the discretion of the board of trustees.  (MCA 20-9-310(6))
√
Effective May 6, 2013:  Provisions of MCA 20-9-310(5) & (6), above, don’t apply to certain situations detailed at MCA 20-9-310(7).
(
In any year in which the actual O&G taxes received by a school district are less than 50% of the total O&G taxes received by the district in the prior year, the district may transfer money from any budgeted fund to its general fund in an amount not to exceed the amount of the shortfall.  (MCA 20-9-310(9))
Suggested Audit Procedures:

(
Calculate (OR obtain the district’s calculations, and verify accuracy of) the 25% of total O&G taxes received by the district in the prior year.  Compare this amount to the amount of the general fund levy requirement for the fiscal year being audited.  Verify that the lesser of these two amounts is budgeted in the district’s general fund.
(
Verify that the O&G tax revenue received by the district is deposited to the general fund until this budgeted amount is met.
III.
COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDURES:

4.
Suggested Audit Procedures - continued:

 (
Determine the total amount of O&G tax revenue that is in excess of the general fund budgeted amount, and determine that the total excess amount was deposited in other budgeted fund(s).  (Note: While the district will know, at budget time, the maximum amount of O&G taxes that they will be eligible to receive, they will not know the amount that they will actually receive. Excess O&G may be deposited in a budgeted fund, but may not be expended out of that budgeted fund unless the budget was amended to appropriate the unanticipated O&G.)
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