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MINUTES OF THE MEETING 
TAXATION COMMITTEE 

50TH LEGISLATURE SESSION 
HOUSE OF REPRESENTATIVES 

January 28, 1987 

The meeting of the Taxation Committee was called to order 
by Chairman Ramirez, on January 28, 1987, at 9 a.m. in 
Room 312 B of the State Capitol. 

ROLL CALL: All members were present. Also present was 
Dave Bohyer, Researcher, Legislative Council. 

Chairman Ramirez announced that HB's 252, 274, and 456, 
all coal severance tax reduction bills, would be heard 
together. He explained that each sponsor would be 
allowed to open, that the Committee would then hear 
proponents of any of the three bills, then opponents, 
after which each sponsor would be allowed to close. 

CONSIDERATION OF HOUSE BILLS 252, 274, and 455: Rep. 
Marian Hanson, House District 100, sponsor of HB 252, 
said the bill would lower coal severance tax rates 
from 30% of value in 1987, to 25% in 1989 and 1990, 
and 15% after June 30, 1991. 

Rep. Tom Asay, House District #27, sponsor of HB 274, 
said the state needs a method to encourage coal pur
chasers to come back to Montana. He stated that any 
tonnage above the base of the preceding year would 
be allowed new coal production incentive tax credit, 
as provided on page 9 (4) of the bill. 

Rep. Dave Brown, House District #72, sponsor of HB 456, 
read from a prepared statement in support of the bill 
(Exhibit #1). He said the bill makes everyone a sales 
person for Montana coal and that the state will behefit 
in increased employment opportunities. 

PROPONENTS OF HOUSE BILLS 252, 274, and 456: Jim Mockler, 
Director, Montana Coal Council, read from a prepared 
statement in support of all three bills (Exhibit #2). 

Ken Williams, Western Energy, read from a prepared state
ment in support of HB 252 (Exhibit #3). 

Bret Boedecker, Montana Forward Coalition, read from a 
prepared statement in support of the bills (Exhibit #4) 

Frank Tooke, Co-Chairman, Montana Forward Coalition 
Taxation Committee, also read from a prepared statement 
in support of HB 252, and said he believes the bill 
would be a good investment for the state (Exhibit #5). 
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Wally Miller, Miller & Associates, said he recently shared 
comments from Montana coal purchasers. He advised that 
Mani toba Hydra is competi ti VE! with Montana, and has re
placed about 2 million tons of Montana coal. Mr. Miller 
stated that if there are no cuts, Montana will be out of 
the ball game by 1990. He added that, if the price were 
right, Montana could sell more coal. (Exhibit #5a) 

Mr. Miller commented that exc~essive severance tax is an 
issue, and said the Silverman study is in error, as it 
is based upon the assumption that contracts will be re
newed, and upon a 2% growth factor. Mr. Miller said he 
believes the sliding scale will result in bringing con
tracts to Montana, and more coal sales. 

Mr. Miller recommended a cap on the coal trust fund, and 
that the Committee look at the suggestion made by the 
Montana Forward Coalition study, concerning royalties. 

Victor Wood, President, V.H. wood and Associates, told 
the Committee his is a coal consulting firm, and that 
he primarily supports HB 456, but would support any of 
the three bills. Mr. Wood said HB 456 offers quick 
action via a new comprehensive approach, through better 
longterm opportunities for Montana (Exhibit #6). 

Duane Ackney, Rosebud County, Save Our State, told the 
Committee he represented about 700 persons in the private 
sector, who stand to lose their jobs, if the coal sever
ance tax is not lowered. He advised that lost wages in 
the mines already total $14.8 million, and other lost 
wages, $18.2 million. 

Mr. Ackney, explained that 13 million tons of coal equal 
$130 million in coal sales and $27 million to Montana. 
He said that in 1985, 140 million tons of coal were 
mined in wyoming, while only 33 million tons were mined 
in Montana and that Montana's severance tax is 2.8 times 
that of Wyoming. 

Mr. Ackney, said the bill would hold the 1985 level of 
revenue, at a tax rate 23.5% of that of the 1985 rate 
decreasing to 10% by 1990. He added that if the situ
ation is allowed to exist as it is, coal mining as we 
know it will cease in 10-15 years. 

Buck Boles, Montana Chamber of Commerce, stated his 
support of the bills. 
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Rep. Dennis Iverson, House District #12, told the Committee 
he supported all three bills, but more particularly HB 456. 

Dennis Burr, Montana Taxpayers Association, reiterated the 
statements made by Rep. Brown in support of the bills. 

Larry Brown, Forsyth Chamber of Commerce, told the Committee 
he is a miner, employed by Western Energy, whose retail sales 
have dropped 39% in the past 21 months. He stated he believes 
HB 274 is the most appropriate of the three bills. 

Mike Micone, Executive Director, Western Environment Trade 
Association, said the 84% of persons responding to an 
Association poll, believe the coal industry is essential to 
the economy of Montana. He stated that Montana is first in 
coal reserves, and ninth in production, and said that even 
if production is increased, reserves should last until the 
year 3047. (Exhibit #6b) 

Jim Murray, Director, Montana State AFL-CIO, advised that he 
would support a reasonable reduction in the 30% severance 
tax, if it were based upon replacement of sources of revenue 
and not with regressive tax proposals. (Exhibit #6c) 

Mike Keating, business representative for Local 400, said he 
believed the coal severance tax should be lowered. 

Gene Fenderson, Montana State Building and Construction 
Trades Council, of which there are 10,000 members in the 
state, said Montana needs to make a meaningful compromise, 
which he believes can be done. Mr. Fenderson advised that 
the legislature needs to look at the competitiveness of rail 
rates in the state. 

Craig Nile, a machinist from Colstrip, read from a prepared 
statement in support of the bills (Exhibit #7). He said not 
all statements made with regard to the coal severance tax 
are factual. 

Dan Stanley, coal miner and President, Save Our State, said 
HB 274 would put the miners back to work immediately. He 
also read from a prepared statement in support of that bill 
(Exhibi t # 8) . 

Joe Novasio, a coal miner from Colstrip, told the Committee 
he supports HB 274, and said the bill would provide business 
incentive to purchasers of Montana coal. Mr. Novasio said 
he believes the present coal severance tax is gluttonous, 
and asked the Committee to give HB 274 a chance. 
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Leonard Collins, United Mine Workers, asked the Committee 
to support HB 274. 

OPPONENTS OF HOUSE BILLS 252, 274, and 456: Terry Cohea, 
Governor's Chief of Staff, said she agreed with the 
objective, but disagreed with the proposed method of 
achieving that objective. Ms. Cohea read from a prepared 
statement in opposition to the bills (Exhibit #9). 

Bill Gillin, Rosebud County rancher, also read from a 
prepared statement in opposition to HB 456 (Exhibit #9a). 
Mr. Gillin said he believes liB 456 could be special 
interest legislation, and co~~ented that if Montana enters 
into a severance tax war with Wyoming, sooner or later it 
will end up deleting the seVE~rance tax altogether. Mr. 
Gillin added that there are flore unemployed farmers and 
ranchers in Montana, than coal miners, but the sympathy 
lies with the miners. 

Arnold Silverman, Missoula, read from a prepared statement 
in opposition to the bills (Exhibit #10). He said Montana 
is not competitive with Wyoming, simply because of the 
severance tax, but also because the sulphur content in 
Wyoming coal is lower. He asked the Committee to reject 
the three bills. 

Bob Tully, Roundup rancher, also read from a prepared 
statement in opposition to the bill (Exhibit #11). 

George Ochensky, Montana Environmental Information 
Community Action Fund, read from a prepared staement in 
opposition to the bills (Exhibit #12). 

Sara Parker, State Library Commi tteeJ read from a prepared 
statement in opposition to the bills (Exhibit #13). 

John Compbell, Montana Educa1:ion Association, told the 
Committee he opposes all thrE~e bills, because it does not 
make sense to give profit-making counties such a tax 
break for schools. 

QUESTIONS ON HOUSE BILLS 252, 274, and 456: Rep. Ream 
stated that the Coal Tax Ove:rsight Subcommittee recommended 
extension of tax credits and looked at alternative forms of 
taxation. Referring to HB 252, page 7, he suggested that 
the marginal rate of return be different for different 
qualities of coal and that some of the BTU categories remain 
the same. 
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Rep.Keenan asked Ken Williams how much of the $1-2 more per 
ton that he referred to in his testimony, was severance tax 
dollars. Ken Williams replied it is about 6 cents per mill 
BTU's, or 9.5 cents of each $1.28 delivered price per mill 
BTU. 

Rep. Raney asked Mr. Mockler if the coal companies no longer 
lower the cost of production and rail rates. Mr. Mockler 
replied he could not comment, but did say rail rates are the 
same in Montana as they are in Wyoming. 

Rep. Raney asked where facilities that burn Montana coal are 
located. Mr. Mockler replied most Montana coal is burned in 
the Great Lakes, Minneapolis, and Wisconsin areas. 

Rep. Koehnke asked Jim Mockler if most contracts contained a 
minimum purchase amount. Mr. Mockler replied most contracts 
have such a clause. 

Rep. Sands asked Arnold Silverman how a price of $25 per ton 
was determined for Commonwealth. Dr. Silverman replied it 
is public information. 

Rep. Sands asked Sam Scott, representative of Decker Coal, 
if he agreed with Dr. Silverman. Mr. Scott replied he did 
not, and said royalties and other information is not included. 
He added that the price is not in the neighborhood described 
by Dr. Silverman. 

Chairman Ramirez commented that the three bills would be put 
into a subcommittee, and the times of those meetings would 
be posted for interested persons. 

Rep. Harp asked Ken Williams what the benefit would be to 
Montana coal versus Wyoming coal, if the severance tax were 
reduced to 15%. Mr. Williams replied the price would still 
be Sl.80 per ton more than it is in Wyoming. 

Rep. Harp asked Mr. McPherson about a discussion concerning 
his problem with Houston Power and Light, and his statement 
that he would continue to ship coal as long as he could sell 
it. Rep. Harp continued, asking where the market place is, 
and where prices are going. Mr. McPherson replied he be
lieves a price of $4.90 is inaccurate, and said he could 
not give a fair estimate of coal prices in Montana today, 
except to state that it is an extrememly competitive market. 
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Rep. Raney asked Mr. Wood if purchasers of coal were not 
more interested in cheapest BTU'S, and where Montana could 
sell more coal. Mr. Wood re:?lied more coal can be sold to 
existing purchasers and said generation of new coal won't be 
a factor until the late 199J's. 

Rep. Ellison asked Dave Peterson of Northern States Power, 
if he agreed that any of the three bills would make Montana 
coal more competitive. Mr. :?eterson replied that he thought 
it would help. 

Rep. Ream asked how production costs compare for different 
mines, and how that affects profit. Dr. Silverman replied 
that coal mined at a cost of $8.50 - 9.50 per ton, might 
sell for $11.50 per ton, for a $2.00 - 3.00 profit on medium 
BTU coal. He added that the::3e figures vary from quarter to 
quarter and said higher BTU coals earn around $10 - 20 per 
ton profits. 

CLOSING ON HOUSE BILL 252, 274, and 456: Rep. Marian Hanson 
stated that Westmoreland plans to remove a $25 million drag 
line out of state, which could leave the Bighorn Company 
with a terrible tax burden. She added that last year, 50% 
of the coal mined in Montana came from her district. 

Rep. Tom Asay commented that reclamation is being done in 
an excellent manner, and thai: cooperation is important to 
the area. He expressed his concern about local governments 
receiving adequate income to meet basic functions, and said 
profit is essential to the coal industry, Rep. Asay said 
many things can be done with coal, to help with education, 
jobs, and the general future of Montana. 

Rep. Dave Brown advised that he would be willing to work 
with the Coal Tax SubcommittE~e, when it is appropriate. He 
said he did not see Terry Cohea's stumbling blocks for this 
legislation, and was concerned about the state of the coal 
industry in Montana. 

ADJOURNMENT: There being no further business before the 
Committee, the meeting was adjourned at 12:30 p.m. 
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COMMITTEES: 
JUDICIARY. 
LOCAL GOVERNMENT 
RULES 
ENVIRONMENTAL QUALITY COUNCIL 

OPENING STATEMENT OF REPRESENTATIVE DAVE BROWN 
IN SUPPORT OF HB-456 

Mr. Chairman, for the record, my name is Dave Brown, House 
District 72, Butte-Silver Bow. Along with my principal co-sponsor, 
Representative Dennis Iverson, I am here in support of House Bill 
456. I also support HB-252 and HB-274, but believe one is too 
little too late, and the other offers no assurances for the long
term salvation of the coal industry and a reasonable return to 
Montana citizens for the removal of the resource. 

I became interested in the sliding scale approach after 
reading about it in early December. The more I read the Montana 
Forward study and its recommendations, the more convinced I am 
that, in spite of declining revenues and budget shortfalls, we 
had better do something now because our coal patient is in serious 
condition. Continuing declines in both price and production have 
resulted in less revenues to Montana, job layoffs, and a general 
decline in our service area. 

If existing producers are to survive and expand in tnis 
climate and if the state is to attract new mines, a new, innova
tive and bipartisan approach is necessary. 

Pro~otion of this legislation is premised on three assump
tions: (1) that the facts are clear and the votes are here in 
this legislature to lower the coal severance tax; (2) that the 
Administration's proposal is of little or no benefit to promote 
coal production and will not pass this legislature; and (3) that 
we in the legislature will be willing to risk short-term minimum 
loss of revenue to promote long-term revenue stability and expand 
coal industry related employment. 

Simply dropping the tax five, ten or even fifteen percent 
over a four-year period is a gamble. Why? Montana is gambling 
that :': existing purchasers will "stay and pay" a thirty percent 
tax until 1988, receive a five percent reduction, and wait a 
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couple more years for another reduction. This is a risky gamble 
in view of the reduced tonnage purchased or the outright loss of 
two long-term contracts to two Texas utilities over the past four 
years. Will a direct ten or fifteen percent reduction over four 
years keep the wolves from the door? I don't believe it will. 

It's time for a new approach which 
the market's court. Buy more, pay less. 
it rewards contract switching to Montana, 
have seen since 1985. This biTT does the 

throws the ball into 
House Bill 456 is simple; 
not from Montana as we 
following: 

1) Extends the "window of opportunity" from July 1, 
1987, to July 1, 1988; and 

2) Reduces the rate on all coal sold to a maximum of 
twenty percent, and even lower for purchasers who 
buy more than 2.5 million tons of coal. 

This is now a purchaser's bill. He pays the tax now anyway; the 
bill eliminates the producer as the middle man collection agent. 

On pages 7 and 8 of the bill, the rate schedule is imposed. 

o - 2.5 million tons - 20 percent 
2.5 - 5.0 million tons - 18 percent 
5.0 - 7.5 million tons - 16 percent 
7.5 - 10~0 million tons - 14 percent 
10 million and above - l2~ percent 

The facts are well known that the industry is deteriorating. 
Under the Brown/Iverson bill, the purchaser would in the third 
quarter of 1988 be assessed according to the new rate schedule. 
This is not for incremental tonnage. It is based on the amount 
purchased on an annual basis. Where you fall within the tonnage 
categories sets your rate for all the coal you purchase. 

It is not necessary to buy from one producer. Existing 
practice will not be altered. Tax rate is determined on total 
purchases. 

Section 4 amends 15-35-104 and insures that no cheating can 
occur. Mr. Wood, who will testify later, will show you some of 
the increased tonnage projections resulting from implementation 
of this bill.· I think they are conservative. I'm convinced that 
if a utility purchaser can lower his costs for all of his Montana 
coal purchases by buying more coal, he will do it and his rate 
commission will be pushing him to expand Montana coal purchases. 
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Although the words "put up or shut up" were overused in 
1985, I think this could be Montana's put-up or shut-up chal
lenge - this time to the market. With enactment of this legis
lation, the focus is then on the market to respond. If the -
market responds and purchasers buy more, we gain and get some
thing in return. 

COST - The btidget office and LFA change numbers and 
projections almost weekly, but I believe that in Fiscal Year 
1989 (July 1, 1988 to July 1, 1989), HB-456 will result in a 
reduction of $32.3 million. Of this $32.3 million, $16.1 million 
automatically flows to the Coal Trust unless three fourths of 
each body in the legislature says otherwise. 23.1 perc~nt, or 
nearly $7.4 million, will not flow into the general fund in 
FY 1989, the second half of the biennium. I believe shortfalls 
will be reduced dramatically as purchases increase. 

It is my opinion that $7.4 million is a relatively small 
investment to protect the severance tax revenues flowing to this 
state. This does not take into account the jobs, industry expan
sion, the growth of secondary service industry, and revenue to 
local governments generated by this legislation. I believe this 
is an insurance policy, not a gamble. 

This proposal is innovative, unique, easy to explain and 
workable. We didn't think of it first, Montana Forward did. 
Rather than oppose it on those grounds, we took the idea and 
made it into HB-456. 

If this is special interest legislation, it is for the 
citizens of Montana who will now be challenging the utility 
industry to buy more. 

Finally, section 6 of the bill provides for a feasibility 
study conducted by the Coal Tax Oversight Subcommittee of creating 
a coal research and development institute. We have a 2000 year . 
supply of coal, yet its useful life could be a fraction of this 
unless we develop innovative technologies which will continue 
competitive coal industry development. I urge both the state and 
industry to pursue this idea as an additional vehicle with sub
stantial potential to maintain clean coal use and promote 
Montana's coal industry. 

In closing, I need to emphasize that HB-456 makes everyone 
a "salesman" for Montana coal. Passage of this legislation should 
eliminate the Montana vs. Wyoming discussion by any purchaser. And 
finally, this bill assures that Montana benefits from a lower coal 
severance tax by providing an incentive to the purchaser that leads 
to expanded industry growth, stable and increasing revenues, and 
more jobs. 
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HB 252 

Mr. Chairman, members of the Committee, I am James D. 

Mockler, Executive Director of the Montana Coal Council, 2301 

Colonial Drive, Helena, MT. 

The Montana Coal Council is a trade association representing 

all of Montana's major coal producers, most of the utilities who 

purchase Montana coal, companies representing the majority of the 

private coal reserves in Montana and over 50 firms who supply the 

industry with products and services. Specifically, there are 

representatives here from the following companies should the 

committee have specific questions concerning those companies. 

Representing the producers are: 

Sam Scott - Decker Coal Co. 

J. R. McPherson - Spring Creek Coal Co. 

Joe Presley - westmoreland Resources Inc. 

Jim Kelly - Western Energy Co. 

Terry O'Connor - Peabody Coal Co. 
I ')T.~ ;3 ~"h' Ie- , i z, 
-Pat nOOK:e - Knife River Coal Mining Co. 

Representing the utilities are: 

John Ethen - Detroit Edison 

Dave Peterson - Northern States Power 

Gene Pigeon - Montana-Dakota Utilities 

Torn Anderson - Minnesota Power 

Representing the suppliers is: 

Jack Mercer - Tractor & Equipment Co. 

We appear here in support of HB 252 offered for your 

consideration by Representative Hanson. 
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We did not arrive at this position either quickly or without 

agonizing hours of deliberations, numerous meetings and 

discussions with our members, legislative leaders, and the 

Governor. 

In December we met with Governor Schwinden seeking his 

support in the lowering of the coal tax. At that meeting we 

stressed the importance of lowering our tax to a level which 

would allow us to be truly competitive with our closest 

competitor, Wyoming. We feel that in order to do so the 

s eve ran c eta x w 0 u 1 d h a vet 0 bel 0 \II' ere d to a tIe as t 10% wit h the 

gross proceeds remaining at 4.5% and the Resource Indemnity Trust 

Tax at .5% for a total tax load of 15%. 

The Governor responded that the budget constraints faced by 

both the legislative and executive branches were so critical that 

there was no way consideration could be given to such an 

immediate permanent reduction in the severance tax. He said any 

such reduction must be phased in with no more than a 5% reduction 

in anyone biennium. 

We contend that in order to have any chance of competing for 

our present contracts as they expire in the early 1990's the 

severance tax must be lowered to at least 15% on a permanent 

basis. 

The approach presented another dilemma--what could we do 

between now and 1991 to help keep our miners working and our 

production up until the phase-in takes place? Obviously those 

laid off from work cannot wait until 1991 and hope they get their 

jobs back. The small businesses can't wait until 1991 to see the ~ 
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payrolls spent on their products again, and the industry can't 

bide its time until 1991 hoping to restart. 

As a result we came up with the revision of the "window" to 

change the base consumption to the lesser of the 1983-84 average 

consumption or the 1986 consumption. Any future coal those 

customers annually take over their new base consumption level 

would be at a 15% rate. 

For example, in 1983-84 Northern states Power took an 

average of 6,809,648 tons of coal which is their base consumption 

under current law. In ~986 they took delivery of 3,506,000 tons. 

In 1987 and 1988 they project a take of 2,500,000. Under our 

proposal any tonnage over the 3,506,000 they took last year would 

be taxed at the 15% level. It is our sincere hope that this will 

enable us to entice back the business we have lost and are 

losing, and at the same time protect the revenue projections 

while the phase-in takes place. 

r have attached for your perusal a list of customers that we 

have identified as potential increased tonnages that we will be 

competitive for if HB 252 passes. As you can see, there is an 

additional 5.2 million tons with a potential increase in 

severance tax revenue of over $7 million. Not included in this 

estimate are the increased gross proceeds of $1,816,920 or the 

Resource Indemnity Trust Tax of $130,000. Obviously these 

projections would continue for future years and in fact escalate. 

Likewise, it does not include any estimates for the several 

hundred miners that would be put back to work, the increased 

business dollars that would be generated, and additional federal, 

state, and Indian royalties. 
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Also attached is a statement signed by all the coal 

producers and the majority of consumers of Montana coal in 

support of HB 252. 

Make no mistake about it, ~epresentative Asay's HB 274 

lowering the tax to 10\ and the "window" at 0\ for 1987 and 10% 

thereafter would sell more coal, secure more jobs and help more 

small businesses and the industry than HB 252 will. 

The log i cal que s t ion i s the n 'oJ h Y are w e sup p 0 r tin g H B 2 52? 

The answer is simple. We are dealing wi th a three-legged stool 

--one leg represented by the House, one leg by the Senate and one 

by the Executive. All three must be equal before the stool will 

stand. 

The Governor has told us what he will accept. We felt that 

we were forced to compromise in order to work within the system. 

The compromise we agreed to was a painful step for us to take but 

one we took nevertheless. 

We are asking you today to help with a leg of the stool. 

While not ideal, the bill will allow us to compete for increased 

tonnages providing revenue, employment and enhanced economic 

activity for Montana. 

You have been distributed a copy of the Montana Coal Council 

position paper and by reference I ask that that paper be adopted 

for the record. 

It is with that we ask this committee to give a "Do Pass" 

recommendation on HB 252. 
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Potential Additional Tonnage and Tax Receipts 
for 1987 if HB 252 is Passed 

Purchaser 

Detroit Edison 

1,000,000 @ 15% 

Upper Peninsula Gen. Co. 

600,000 @ 15% 

Northern States Power 

1,000,000 @ 30% 
2,000,000 @ 15% 

Minnesota Power 

":',008 @ 15% 

Total Additional Tons 

5,200,000 

Contract Sales Price Tax 

1,524,000 

643,000 

2,143,500 
2,143,500 

674,100 

Total Additional 
Severance Tax 

$7,128,100 

lAverage contract sales price of Decker Coal and Spring Creek 
Coal as supplied by the Governor's Budget Office. 

2Average contract sales price of westmoreland Resources and 
Western Energy Co. as supplied by the Governor's Budget Office. 

3Average contract sales price of Peabody Coal as supplied by the 
Governor's Budget Office. 



The following coal producers and utility customers support 
the compromise position contained in HB 252. 

~1·/~~ 
Decker c~co. rces Inc. Wes 

@prin~ Creek Coal Co. 

pea~coal Co. Knife River Coal Mining Co. 

Mlnnesota Power 
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Introduction 

In order to gather some understanding of the coal severance 
tax a look back at the mood that was prevalent at the time of its 
passage sheds light on how its passage came about. 

In the early 1970's we were in a period of exponential 
energy consumption and an energy crisis. The Northern Great 
Plains Power Study was predicting that Montana coal fields would 
support some twenty odd coal conversion facilities. We would be 
expected to ship as much as 100 million tons per year to outside 
utilities to supply their energy needs by the year 2000. 

Buzz words of the day were "social impacts", "rape, ruin and 
run", "destruction of lifestyle", and "corporate dominance". 
Coal production was increasing, new mines were opening and 
contracts for long terms were in place. 

When the tax was passed, it was accompanied by a conference 
committee report explaining the purposes for its level. The 
preamble states in part " ••• A tax differential between Montana 
and Wyoming may shift some new contracts to Wyoming. • " 

Opponents to coal mining had just lost a bill in the House 
to ban surface mining in Montana. That bill failed by a single 
vote and the stage was set to, if not prohibit the industry from 
operating altogether in the state, at least limit it and shift 
new business that the industry may have competed for to Wyoming. 

Three other reasons were stated in the report in support of 
the tax: "a) To preserve or modestly increase the revenue to the 
general fund~ b) To respond to social impacts attributable to 
coal development~ and c) To invest in the future, when new tech
nologies reduce our dependence and mining activities may 
decline." 

While there was grea t concern about" social impacts", keep 
in mind that on top of the 30% severance the Legislature also 
passed an additional gross proceeds tax which is paid to the 
county where the coal is mined and is added to the county's 
property tax rolls. This tax averages about 4.5% of the f.o.b. 
mine price. 

In 1977 the Legislative Fiscal Analyst's report stated: 
"Our review of counties, incorpora ted towns and school districts 
in areas certified as impacted by coal development shows that, 
with few exceptions, the impacted units have the means to finance 
the required expenses without state support. The coal area is 
characterized by some of the lowest mill levies in the state and 
has been blessed by mushrooming property valuations. This 
analysis would indicate that the need for state supported local 
impact grants may be much less than originally anticipated by the 
Legislature." The Legislature has responded by nearly elimi
nating severance taxes to impact areas. 
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There is now about $300 million in the permanent coal tax 
trust fund set aside for "the future". The problem is no one has 
ever said when the "future" starts, who is eligible to partici
pat e 0 rho w man y los t job s nee d t I:) bee x po r ted i nor de r to s a v e 
"the future". Those who work and are productive in mining jobs 
here and raise their children and grandchildren here feel that 
the future is now and that $300 million saved from their labors 
is enough of a legacy for "the future". 

When Montana made its decision to shift the new contracts to 
Wyoming in 1975, we produced 22 million tons of coal and Wyoming 
23.8 million tons or a difference of 9.2%. Ten years later in 
1985 Montana produced 33.1 million tons and Wyoming 140.4 million 
tons, a difference of 424%. While Wyoming's total tax rate is 
less than half Montana's, last year they collected over twice as 
much money, employed around four times as many people, and 
enjoyed all of the secondary benefits that come with a healthy 
expanding industry and the associated high-paying jobs. 

In January 1986 ~ poll of the Montana coal producers showed 
that 1986 production ~~s expected to be 36.1 million tons, a gain 
of 3 million tons over 1985. It now appears our production will 
be around 33 million tons for 1986, a loss of 3 million tons 
under our own projections and about the same as 1985. In January 
of 1986 our production estimates for 1987 were for 38.1 million 
tons and for 1988 for 39.5 million tons. We now have revised 
those estimates to 28.6 million tons for 1987 and 29.5 million 
tons for 1988. In addition we have been forced to layoff 
several hundred of the highest paid, most producti ve workers in 
the state. Not only is it a loss to them but also to the 
secondary businesses that supply the industry with goods and 
services and who in turn support the entire economy. Instead the 
state is forced to increase unemployment benefits while losing 
income and other taxes. 

While we all were pleased with Westmoreland's announcement 
of a new 1 million ton per year contract, at the "window of 
opportunity" rate of 20%, it is with limited celebration as we 
watch our traditional customers comply with the wishes of the 
1975 Legislature and take their business to Wyoming. 

Wyoming currently has a severance tax of 10.5% and an ad 
valorem tax of approximately 6.5% for a total of 17%. As of 
January 1, 1987, the severance tax is to be reduced 2% to 8.5%, 
plus the 6.5% for a total of 15%. Montana has a 30% severance 
tax, approximately 4.5% gross proceeds tax and a Resource 
Indemnity Trust Tax of .5% for a total of 35%. 
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Tax Comparison 
Montana-Wyoming 

Much has been said about the "effective rate" for Montana 
and Wyoming coal. Following are two comparisons of the taxes 
levied by the respective states. 

The first set of columns (Table I) uses prices that were 
presented to the Coal Tax Oversight Committee as representative 
of the lowest mine contract sales price by the Governor's Budget 
Office. 

The second set of columns (Table II) is from dat'a supplied 
by the Department of Revenue at the same Coal Tax Oversight 
Committee meeting. 

Montana 

Table I Table II 

$6.40 Contract sales Price (F.O.B. $8.61 
Mine Price Less Taxes & Fees) 

1. 92 Severance @ 30% 2.58 

.29 Gross Proceeds @ 4.5% .39 

.03 Resource Indemnity .04 
Trust @ .5% 

2.24 Total Production Taxes 3.01 

.35 Abandoned Mine .35 
Reclamation Fee 

.39 Black Lung Fee .50 

.74 Total Federal Taxes .85 

$9.38 F.O.B. Mine Price $12.95 

35% Production Taxes as % of 35% 
Contract Sales Price 

23.9% Production Taxes as % of 23.2% 
F.O.B. Mine Price 
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Hyomi~ 

$4.50 F.O.B. Mine Price $8.85 

.15 Royalty Deduction .15 

1.85 Processing Deduction 1.85 

2.50 Taxable Value 6.85 

.17 Ad Valorem @ 6.7% .46 

.26 Severance @ 10.5% .72 

.43 Total Producti,on Taxes 1.18 

.35 Abandoned Mine .35 
Reclamation Fe,~ 

.19 Black Lung Fee .40 

.54 Total Federal 'raxes .75 

$3.53 Contract Sales Price $6.90 
(F.O.B. Less T.:ixes & Fees) 

12.2% Production Taxl:!s as % of 17.1% 
Contract Sales Price 

9.6% Production Taxl:!s as % of 13.3% 
F.O.B. Mine Price 

The real effect of the rate is how much the tax raises the 
price to the customer on a ton of coal. When you view it in that 
manner, Montana's production taxes raise the price of our most 
competitive coal by $2.24. Wyoming on the other hand through its 
production taxes raises the price of its competitive coal by 
$.43, a difference of $1.81. 

Using DOR's somewhat higher prices, we see that the taxes 
raise the price of Montana coal $:1.01 and the Wyoming coal $1.18 
for a difference of $1.83. 

Because of the processing deduction allowed by Wyoming, the 
higher the price the less influence it has on the percentage of 
F.O.B. mine price. 
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Mining Costs 

Wyoming coal producers have a significant operating 
advantage over their Montana counterparts. The Gillette area 
seams, on average, are approximately 82 feet thick. This is a 
substantially greater coal seam thickness than for either the 
Montana North (average coal thickness 39 ft.) or the Montana 
South (average coal thickness 44 ft.). Moreover, the Montana 
producers go to a deeper depth to remove the coal seam. The 
depth of overburden (overlying earth) that must be removed to 
uncover the coal in Wyoming is, on average, only III feet. The 
overburden depth for the Montana North and Montana South coals 
are 128 feet and 124 feet respectively. Figure 1 on the next 
page graphically reflects the coal thickness and overburden 
comparison of the three coals. 

This overburden to coal relationship is typically expressed 
as the stripping ratio. The lower the stripping ratio, the fewer 
tons of overburden need to be removed to uncover one ton of coal. 
The average stripping ratio for the three areas, as calculated 
from the Keyston~ Manual and other published sources, is shown 
below: 

Comparative Stripping Ratio 

Coal Category 

Montana North 
Montana South 
Wyoming 

Restating this relationship, 
deliver it to the railcar: 

Stripping Ratio 

3.28 
2.82 
1.35 

to extract one ton of coal and 

A. A Wyoming producer has to move an extra 1.35 tons of 
overburden for a total of 2.35 tons. 

B. A Montana North producer has to move an extra 3.28 tons 
of overburden for a total of 4.28 tons or 82 percent 
more material than the Wyoming producer. 

C. A Montana South producer has to move an extra 2.82 tons 
of overburden for a total of 3.82 tons or 63 percent 
more material than the Wyoming producer. 

While it is an oversimplification, this analysis clearly 
indicates the cost of mining Montana coals is substantially 
greater than the cost of mining Wyoming coals. This cost 
difference is reflected in the current prices charged for the 
products from the two states. 
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Coal Quality 

The coals produced in Montana and Wyoming are sub-bituminous 
coals which are primarily used for steam electric generation 
plants owned and operated by utility companies. For steam 
generation purposes, the most important quality characteristic is 
the heating value of the coal, measured in millions of British 
thermal units per pound (MMBtu/lb). Generally, the higher the 
heating value of a sub-bituminous coal, the more suitable it is 
for steam generation. 

The coals in both Montana and Wyoming are low rank sub
bituminous coals, i.e., have relatively low heating value. In 
Montana, there are essentially only two types of coal produced. 
There is essentially only one type of coal produced in Wyoming. 
These coal types are compared in the table below: 

Comparative Coal Quali~ 

Montana North Montana South Wyoming 

Heating Value 8,600 Btu/lb 9,300 Btu/lb 8,000-9,000 Btu/lb 

Sulfur Non-compliance Compliance Compliance 

The Montana North type of coal is all produced within 20 miles of 
Colstrip at the Rosebud, Absaloka and Big Sky Mines. The Montana 
South type is produced just inside the Montana border immediately 
north of Sheridan, Wyoming, at the Decker and Spring Creek Mines. 
Ninety-nine percent of Montana's coal is produced from these five 
mines. The Wyoming coal listed shows the range of coals produced 
in the Gillette area which accounts for approximately 92 percent 
of the coal produced in the state. For competitive purposes, the 
other Wyoming coals are not important as the production of these 
other, generally higher, heating value coals is decreasing 
because of the low production cost/price of the Gillette area 
coals. 

The Montana and Wyoming coals are very similar products and 
could be used in steam electric generation plants on a completely 
interchangeable basis except for two factors: 

1. Government Imposed Sulfur Emission Restrictions. Steam 
generating plants built or permitted between August 1971 and 
September 1978 without emission control "scrubbers" are required 
to use a coal which, when burned, will emit less than 1.2 lbs 
S02/MMBtU. This type coal has been characterized as compliance 
coal. The Montana South and Wyoming coals are "compliance" coals 
while the Montana North coal is not. Therefore, the Montana 
North coal cannot be used for those plants (plants without 
scrubbers built during that eight year period) or other older 
plants which, by state regulation, may be restricted to the old 
1.2 lbs/MMBtu federal standard. 
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Since 1978, all plants built require scrubbers and the three 
coals under consideration can be used somewhat interchangeably in 
these plants. Additionally, the three coals can be used in all 
older plants except those, as mentioned above, required by 
specific state regulation to use .:i compliance coal, such as all 
plants in Cook County, Illinois (Chicago). Future regulation may 
further res tr ict uti 1 i za tion of the hig her suI fur Mon tana North 
coal but the presently pending legislation (acid rain bill, etc.) 
seems directed at reducing sulfur emissions overall and, in so 
doing, may benefit the marketability of all coals under consi
deration since all are relatively low sulfur coals. 

2. Utilization Problems. Certain coal quality characteris
tics cause utilization problems. In general, the troublesome 
quality characteristics are either the amount of ash in the coals 
or the constituent components of the ash content. Typically, the 
utilization problems which occur can be overcome through 
technical adjustments to the boiler system, but there is an 
economic penalty of doing so in the form of higher operating 
costs. All of the coals under consideration are relatively low 
in ash content. The ash content of two of the coals, however, 
has a relatively high percentage of sodium. Sodium is the single 
most troublesome ash consti tuent. The sodium percentage of the 
ash content of the three coals are as follows: 

Comparative ~ium Content 

Coal 

Montana North 
Montana South 
Wyoming 

Sodium 

.5% - 5% 
6% - 8% 
1.5% - 3% 

The Montana South coal would bear a high operating 
cost penalty and the higher sodium Montana North 
and Wyoming coal would bear a moderate operating 
cost penalty as compared with the utilization of 
the low sodium Montana Korth coal. 

While there are several other minor considerations that 
would create a market preference between the three coals, the two 
listed above are the major product differentiation factors. The 
two major factors do not affect a significant segment of the 
potential market. In Montana's traditional market, the upper 
Midwest (Minnesota, Michigan, Wisconsin), they affect only 
approximately 4.1 million tons out of a total of 38 million tons 
of consumption or about 10 percent of the total. Therefore, for 
virtually the entire market for which the Montana and Wyoming 
coals compete, the Montana and wyoming coals can be used 
interchangeably and the purchase decision is based almost com
pletely on the delivered price, i.e., the cost of the heating 
value acquired ($/MMBtu). 
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The Market 

Montana's coal is primarily shipped by unit train to the 
Upper Midwest, our so-called "traditional markets". For example, 
the following pie charts demonstrate our shipments in 1979 and in 
1986. 

MT 
58.69% 

MONTANA/WYOMING COAL MARKET SHARE 
(to MN, WI, AND IA) 

WY 
41.31 % 

MT 
29% 

WY 
71% 

1979 1986 
(Estimate) 

Keep in mind that we enjoy a 200 to 250 mile freight 
advantage over the Wyoming coals -to many delivery points. 

Prior to the deregulation of rail rates it cost about 
$.02/ton mile to ship coal to these markets. This gave Montana a 
$4-$5 freight advantage over Wyoming. With deregulation and the 
new competition from the competing Chicago-Northwestern into 
Wyoming, freight rates have dropped dramatically in both states. 

While these rates are confidential, there is significant 
evidence that the rates are now in the $.0l4-.016/ton mile range. 
Using $.015 as an example, our freight advantage to these markets 
i s now i nth era n g e 0 f $ 3 • 00 - $ 3. 7 5. 

Montana's higher taxes coupled with our higher mlnlng costs 
now allows Wyoming to deliver into these markets, and in fact as 
can be seen from the charts, they are capturing an ever larger 
share. 
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The contracts 

On face value our current long-term contracts expire as 
early as 1989 and as late as 2008 with a large number expiring in 
1993. 

In recent years we have found that while these contracts 
certainly have value, they also can be and are being broken 
and/or negotiated. 

For example, Lower Colorado River Authority (LCRA) had a 
long-term contract with Decker for 2 million tons per year with 
an expiration date of 2003. LCRA simply refused shipments from 
Decker and the matter is in litigation. Whatever happens, any 
settlement will be monetary and the coal will never be shipped 
from Montana. 

Another example is Westmoreland Resources who has long-term 
contracts for 4,380,000 tons per year (not including their new 
contract to start in 1988). Their 1986 shipments will be about 2 
million tons and their estimate for 1987 is for 1.7 million tons. 

Another factor contained in many contracts is that of re
openers. These contract provisions call for the mining company 
and the customer to periodically (normally 3-5 years) renegotiate 
monetary terms contained in the c.:>ntract. The customer has the 
option to obtain new price quotes and if the mining company will 
not or cannot meet the terms then the production is lost. 

Based on "contracted" tonnage the Montana coal prod~cers in 
February 1986 estimated that they would produce 38.1 million tons 
in 1987 and 39.5 million tons in 1988. In November 1986 these 
estimates were revised to 28.6 million tons for 1987 and 29.5 
million for 1988 or a production loss of 10 million tons per 
year. 
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Action Needed ~ the 
1987 Legislature 

The Montana Coal Council has consistently advocated a 
permanent reduction in the state's 30% severance tax. It has 
been our position that a substantial reduction in the tax is 
necessary to make our coal competitive in the marketplace. 
Governor Schwinden has announced that he will ask the Legislature 
to gradually reduce the severance tax to 20% over four years. 
The Montana Coal Council supports the Governor in this effort. 
In addition, we believe the reduction must go further in order to 
make Montana's coal more competitive in today's long-term market. 

The Coal Council believes the Legislature should seek a 
permanent reduction of the severance tax to 15%. We suggest this 
be accomplished as follows: 

* On 7/1/88, reduce the tax to 25%~ 
* On 7/1/89, reduce the tax to 20%~ and 
* On 7/1/91, reduce the tax to 15%. 

Staggering the reductions in this fashion will spread the 
revenue impacts over three biennia and will allow the state 
sufficient planning time to correct revenue imbalances. In 
addition, it will provide coal customers with a degree of 
certainty as to the level of tax which they will be required to 
pay. This should have a positive effect on maintaining existing 
customers and stimulating new coal sales. 

A similar reduction in taxes on lignite of 3%, 4% and 3% to 
arrive at 10% may well serve to spark interest in our vast 
lignite deposits. 

The Window of Opportunity 

Governor Schwinden has also proposed that the Legislature 
extend the "window of opportunity" until the permanent severance 
tax reductions have been phased in. Again we feel the level 
needs to be 15%. 

The Coal Council proposes accomplishing this goal by 
broadening the definition of base consumption level. The way to 
do this would be to add language that provides for the base 
consumption level to be calculated on the lesser of the current 
law or the 1986 consumption. In addition to encouraging our 
present customers to increase consumption, the incentive to buy 
new coal will be improved if the tax rate is dropped to 15%. 

By expanding the "window of opportuni ty" we believe we can 
reverse the trend of lost markets and the corresponding loss of 
employment while the tax reductions are being phased in. 
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These proposals would still leave the total production taxes 
for Montana higher than Wyoming's, and further adjustments 
eventually may well be in order. We believe the proposals to be 
the absolute minimums necessary to allow us any opportunity to 
compete in the market both in the long and short term. 
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January 16. 1987 

The Honorable Ted Schwinden 
Governor of Montana 
State of Montana 
Office of the Governor 
Helena. Montana 59620 

Dear Governor Schwinden: 

Northern States Power Company 

414 Nicollet Mall 
Minneapolis. Minnesota 55401 
Telephone (612) 330-5500 

EXHIBIT ~:L 
DATE /,,2,,.11 
HB_-=~~_::..-7~ __ 

It has been some time since I have corresponded with you and I thought that 
this would be an appropriate time to bring you up to date on NSPls coal 
procurement program. 

11m sure that you are aware that our use of Montana coal has dropped over the 
last two years and if the present situation continues, our use of Montana 
coal will continue to go down albeit not as dramatically. 

Year 

1982 
1983 
1984 
1985 
1986 
1987 (Projected) 
1988 (Projected) 

NSP Coal 

Montana Coal Deliveries 
(lOOOls Tons) 

6828 
6419 
7383 
6626 
3506 
2500 
2500 

Total Coal Deliveries 
(10001 s Tons) 

7112 
6663 
7823 
7358 
6540 
8500 
9000 

The reason for the dramatic drop in coal from Montana is the delivered cost 
to our power plants. I have attached a copy of the November coal delivery 
costs to our Sherburne County Generating Plant. This report illustrates the 
problem with Montana coal. 

Over the past Ii years, we have renegotiated our contracts with Westmoreland, 
Western Energy and the Burlington Northern Railroad. All of these companies 
reduced their prices to us. But we are still being forced to seek coal 
supplies from other sources since the delivered costs from Wyoming are still 
less than Montana. 

If the coal taxes levied in Montana were reduced, the situation could be 
changed dramatically since our contracts with Westmoreland and Western Energy 
contain a large amount of tonnage flexibility. 



The Honorable Ted Schwinden 
Governor or Montana 
Page 2 of 2 

Overall, it really seems a- shame that we are being driven from Montana after 
17 years primarily because of high taxes. 

I would be happy to meet with you to discuss this matter further at your 
convenience. 

Very truly yours, 

~~; t-~J-.--
D H Peterson 
Director 
Fuel Supply Department 

vf 

cc: Jim Mockler 

Attach 
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Western Energy Co. Butte, Mt. 
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1/27/87 

Mr. Chairman, members of the Committee, my name is Ken 
Williams. I appear this morning on behalf of Western Energy Co. 
and the Montana Coal Council in support of HB 252. 

-

I'd like to focus my remarks today on an area of particular 
concern to Western. The erosion of the upper Midwest market for 
Montana coal due to competition from lower priced Wyoming coal. 
The upper Midwest market includes utilities in the states of Iowa, 
Minnesota, and Wisconsin. 

There are five mines in Montana that ship coal out of the 
state. The three northern mines ship into the upper Midwest 
market area. They are Western's Rosebud Mine, Peabody's Big Sky 
Mine, and Westmoreland's Absaloka Mine. Together they produce 
over one-half of Montana's total coal production. 

In 1979, coal shipments from Montana and Wyoming to the upper 
Midwest totaled 24 million tons. Montana coal accounted for 14 
million tons or 59%. By 1985, the market increased 25% to 30 
million tons, but Montana's market share fell to 44% and shipments 
dropped to 13 million tons. (Refer to Chart 1) The erosion of 
Montana's market share by lower priced Wyoming coal has been 
occurring over a period of time. (Refer to Chart 2) The downward 
trend accelerated in 1986. Based on information available through 
August of 1986 and projections to the end of the year, total 
Western coal shipments were approximately the same as 1985. 
However, Montana's market share plummeted to 29% or approximately 
8.5 million tons. (Refer to Chart 3) 

Coal prices in the upper Midwest market have dropped to the 
point where the provisions in long-term contracts no longer 
provide a safety net for Montana's coal producers. Montana's 
shipments ranged between 12 to 14 million tons annually form 1979 
through 1985. In 1986 Montana's shipments to the upper Midwest 
fell more than 30% to 8.5 million tons while total coal shipments 
stayed approximately the same. ~Jyoming coal replaced Montana coal 
ton for ton. Unfortunately, we rrray not have reached the bottom as 
indicated by recent further cutbacks on deliveries to Minnesota. 

Speaking for Western, our coal shipments to the upper Midwest 
show the same relationship. We shipped a high of 8.5 million tons 
in 1979 and approximately 7 million tons each year through 1985. 
In 1986 our shipments fell to 4.1 million tons. Our 1987 
shipments are projected to be about 3 million tons. 



Traditionally, Montana's distance advantage to the upper 
Midwest markets offset the lower cost of Wyoming coal. Wyominq 
coal is cheaper to mine because the seams are thicker, the -
overburden thinner, and taxes are less. Montana miners have to 
move roughly twice as much dirt to produce a ton of coal. This 
geologic disadvantage is exacerbated by the application of higher 
percentage production taxes to a higher tax base. 

The problem is obvious, Montana coal is too expensive at the 
mine. Montana coal producers have taken and are taking steps to 
become more efficient and offer a lower cost product. However, 
our ability to cut prices, compared to Wyoming, is finite due to 
the geologic constraints. Recent reports filed with the Federal 
Energy ~egulatory Commission show Montana's coal being one to two 
dollars per ton more expensive than Wyoming coal. This difference 
is being reflected in reduced deliveries. 

I urge this committee to support HB 252 to help stem the 
erosion of our market and help get tons back to Montana. Thank 
you. 



M
O

N
T

A
N

A
/W

Y
O

M
IN

G
 C

O
A

L
 M

A
R

K
E

T
 S

H
A

R
E

 
(t

o
 M

N
, 

W
I, 

IA
) 

M
T 

5
8

.6
9

%
 

W
y

 
4

1
.3

1
 %

 

1
9

7
9

 

M
T 

4
3

.6
8

 %
 

I 
W

Y
 

5
6

.3
2

%
 

1
9

8
5

 
'" ~ '::

\)
 
~
 



" 

8
0

 

7
0

 

.6
0

 

5
0

 

.... Z
 

4
0

 
W

 
o a:

 
3

0
 

W
 

Q
. 

2
0

 

1
0

 

" 
P

E
R

C
E

N
T

 O
F

 T
O

T
A

L
 S

H
IP

M
E

N
T

S
 

T
o

 I
o

w
a

, 
M

in
n

e
so

ta
 a

n
d

 W
is

co
n

si
n

 

" 

o 
• 

"
,,

0
 

K
a

" 
[W

' 
J
({

{4
 

V
V

<
' 

rt
"
' 

r«
a

 
w

q
 

1
9

7
9

 
1

9
8

0
 

1
9

8
1

 
1

9
8

2
 

1
9

8
3

 
1

9
8

4
 

1
9

8
5

 
1

9
8

6
 

(E
s
t.

) 

Y
E

A
R

 

~
 W

Y
O

M
IN

G
 

D
 M

O
N

T
A

N
A

 
~
 

-:
s- .,. 

.....
.. 
~
)
 



M
O

N
T

A
N

A
/W

Y
O

M
IN

G
 C

O
A

L
 M

A
R

K
E

T
 S

H
A

R
E

 
(t

o
 M

N
, 

W
I,

 I
A

) 

M
T 

5
8

.6
9

%
 

W
y 

A
-t

 
~
-
t
0
l
.
.
 

--t
o 

I
.
V

 
I 

IV
 

1
9

7
9

 

.6
 

M
T 

2
9

%
 

. 
'.(,

., 

" '
r 

~
:
~
 

~:
'~
.t
~.
' 

,;' 

W
Y

"
, 

7
1

%
;'

 
, 

.... 

1
9

8
6

 
(E

s
ti

m
a

te
) 

.
I
 

~
 
~
 

C
"
~
 --- ~
 



" 

TESTIMONY OF BRETT BOEDECKER 
IN SUPPORT OF HB 456 

My name is Brett Boedecker, and I am Chairman of the Montana Forward 

Coalition, Inc. Montana Forward is a group of individuals, businesses, and 

communities from all walks of life in Montana. 

Montana Forward was formed because we felt that the explanations for the 

economy's demise as being "in transition," or "national in nature" were in-

accurate. Instead, we believed that a coalition could focus its direction 

on economic initiatives that would promote Montana's economic growth. 

Fifteen months later, I am able to represent to you that there are options 

available to stimulate Montana's economic growth. Montana Forward did more than 

blame others or suggest that it was beyond our control. We commissioned a com

prehensive tax study of Montana which, after analyzing the tax structure and 

budget, resulted in certain findings and recommendations. 

Montana Forward believes that the coal industry is critical to the overall 

economic health of the state. We further believe it is important to foster 

measures that will increase production by existing and new producers. 

Frankly, few in Montana Forward were surprised at Mr. Miller's findings on 

the 30% tax, but we were startled about the degree of economic trouble the 

industry was experiencing, and the adverse impact to state revenues and jobs. 

We were pleased that Mr. Miller offered us what we think is an innovative, common

sense proposal to achieve our objectives to stabilize and promote the growth 

of our Coal Industry. 

We are aware of the other two coal severance tax proposals and can support 

their concept to reduce the tax level. However, HB 456 has a distinguishing 

factor in that it does not provide a tax rebate or reduction without the 

market place responding with more coal purchases. The bill is designed to 



create an economic mechanism that will 'require the purchaser to increase his 

purchases in exchange for a lower tax rate. This bill will result in stabil

izing and expanding Montana's Coal Industry, 3nd create an entrepreneurial 

atmosphere which will result in more "sunshine" and new business. Additional 

capital will be employed and new high p,iying productive jobs will be available 

to Montanans. 

We think this bill shows creativit.V, and initiates an affirmative commitment 

to do business in Montana. We support ,Vour bill, and if this is acceptable to 

the committee, I would like to call upon Mr. Frank Tooke, Co-chairman of the MFC 

Tax Committee, to be followed by Mr. Wally Miller, Miller & Associates, and then 

Mr. Vic Wood, who is a coal marketing consultant. 

MFC, a bipartisan group, urges support, and is pleased with the bipartisan 

support for the bill. 

Boedecker - p. 2 



TESTIMONY OF FRANK TOOKE 
IN SUPPORT OF HB 456 

Mr. Chairman and members of the Committee, my name is Frank Tooke, and I 

am a CPA in Miles City, Montana, and serve on the Miles City City Council. As 

co-chairman of the Montana Forward Taxation Committee, I have reviewed Mr. Miller's 

assessment of the coal industry, the utility purchaser, the jobs it creates, 

and the impact the current tax is having on the industry and to the revenues 

of Montana. 

It became clear to both Miller & Associates and our committee that even if 

we had the money in this biennium, a 5% decrease immediately would not even begin 

to address the coal industry's tax problems. 

Miller & Associates told us this fall that, based upon their research and 

interviews, that simply reducing the tax over a phased period could not result 

in developing a competitive coal industry. After reviewing several options, a 

sliding scale tax plan was developed and recommended to Montana Forward. The 

plan essentially developed a liquid pro quo" approach, the greater the volume, 

the lower the tax rate. 

Somehow, we needed to lower the tax and create some assurance that Montanans 

would get something in return. The recent contract shifts by midwestern utilities 

on current t40ntana maximum/minimum contracts to Wyoming are excellent examples 

of a need to incur some stability and reliability in Montana's coal industry 

before it is too late. 

Our plan is simple, and rewards purchasers who buy more Montana coal. This 

concept is not new and is used in all forms of business and trade. The coal 

business is a volume business. Tariffs, capital employment, and the development 

or expansion of mines is predicated on the requisite volumes to justify the rate of 

investment. 



Because of a desire not to impact current revenues, it would have been 

nice to start with 30% and work downward. However, the passage of the "window 

of opportunity" established the rate at ;W% for new coal and that, in effect, 

has established a ceiling as far as the utilities are concerned. Mr. Miller's 

words to us after his visits to the utility industry were blunt and unanimous. 

"We have no plans to ever buy coal again at 30%." 

To cushion the impact from the reduction of the tax, the bill's sponsors 

have deferred the effective date of the reduction to July 1,1988. To bridge 

the gap, the bill extends the Governor's "window" one year. On July 1,1988, 

the permanent maximum tax on subbituminous surface mined coal will be reduced 

to 20%, with lesser rates contingent on the amount purchased. Who benefits--

we think we all do---more jobs, chances for growth of the coal industry, opening 

of new markets and more. If this plan is adopted, we could be in the ball park 

with Wyoming in less than 18 months---particularly in the upper midwest. 

I would like to think of this as an investment in Montana's future, not 

too dissimilar to what was done with approval of the lottery. The voters last 

fall committed themselves to spending revenues on the lottery apparatus without 

assurance that it will be successful, but the voters felt it was a solid invest

ment. The same holds true for our plan. A $7 million general fund shortfall 

in fiscal 1989 to an industry which has returned over $700 million since 1975 

seems like a good bet to me. 

We support this bill. I would now like to call upon Mr. Wally Miller. 

Tooke - p.2 



TESTIMONY OF WALLY MILLER 

IN SUPPORT OF HB 456 

Mr. Chairman and members of the Committee, my name is Wally 

Miller, and I am President of Miller & Associates of Olympia, 

Washington. I am pleased to appear here in support of HB 456, 

which contains many of our recommendations in the coal portion 

of the Montana Economic and Tax Reform Program for 1987, which was 

presented and adopted by the Montana Forward Coalition in Novem-

ber, 1986. I addressed members of this committee and the Senate 

Taxation Committee last week as to our complete findings and 

recommendations. My testimony is limited to the coal tax recom-

mendation. 

One of the key findings we made after studying the coal and 

oil industries was that Montana's extractive industries needed to 

be stimulated in order for them to compete with their neighbors 

and survive. 

The plan contained in this bill is differenct, simple to 

explain, and represents conclusions reached after comparing the 

tax structure, analyzing the market, the transportation, the 

quality of the coal, the industry, and the utility market. To take 

advantage of the lower tax rate requires a response from the indus-

try. There is a cost to this bill in the early years, but there is 

a very real possibility of receiving something back in return. 

You don't need to be continually told how disparate the tax 

is with neighboring states. That is a fact and is contained in the 

study. You have already been told about the deterioration and 

loss of market to Wyoming, so I won't belabor this point further. 



In order to receive evidence first hand of this critical 

issue, I interviewed or personally visited with Montana's coal 

producers and coal buyers. I hope that these interviews have 

special weighted value because I had nothing to sell, did not 

represent a company, industry or l:Jovernment. Thus I allowed the 

utilities to elaborate at will. 

I can tell you that the inter:views conducted this fall were 

qui te a sobering experience. It 'flas blatantly obvious to me that 

Montana had to do something and fast or nothing would be left of 

the coal industry. 

The first common statement ~nong the utilities is that they 

would never renew their contracts at 30%, and most said if there 

was a way out of their existing contracts, they would use it. 

Let me share some other quotes. 

• "Hanitoba Hydro is competitive with Montana coal. The con

tract is in place and will run through the mid-90's. In 1986 

Canadian Hydro displaced about 2 million tons of Montana coal." 

• "The only way that Hontana coal can stay in the market is for 

producers, the transporters and the state to each make major cuts. 

If they don't, the ball game by 1995 will be over for Montana." 

• "All other things being equal. I wouldn't buy Montana coal 

again." 

• "We are a big coal buyer. We would take more if the price 

was right." 

• "I really like the people of Montana and the coal producers. 

We understand the need for reclaIl1,ation and environmental protec

tion--these aren't issues. Excessive taxation is an issue." 

Miller - p. 2 
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The research done and interviews conducted earlier in the 

year by Arnold Silverman of 63-85 million tons per year sales of 

Montana coal totally missed the mark for the following reasons: 

1) It was based on the fact that virtually all existing contracts 

would be renewed; 

2) It anticipated a load growth rate of 2% or better; and 

3) It anticipated substantial new sales. 

With a 30% tax in place an optimistic forecast for Montana in the 

year 2000 would be in the 10 to 15 million ton per year range, or 

1/3 to 1/2 of our already declining revenues. 

The idea of the sliding scale was developed to its present 

form at the conclusion of our analysis and interviews with the 

utilities. One fuel buyer said: "Our Public Service Commission has 

to approve any long term fuel supply contract commitments. The 

Commission enforces our effort to make prudent purchases." Exploring 

further I found this was the case in all of the states buying Mon

tana coal. If this is the case why wouldn't the utility commission 

urge one to lower its fuel costs by buying more? Wouldn't this 

result in "switching" take-or-pay contract to Montana instead of 

away? 

Under this bill, Montanans have an opportunity to see results, 

in exchange for reduction of the tax. 

Although testimony of the Montana Coal Council and others indi

cates support for the other bills, I believe this plan gives Mon

tanans more than just hope in return for their agreement to reduce 

the tax rate. There are incentives for the entire amount purchased-

not just a small portion; and that makes sense to a utility purchaser 

and his rate commission. 

Miller - p. 3 



We made other recommendations such as a cap on the trust fund 

for 10 years and allowing full deduction for federal, state, and 

private royalties. We still think they are good ideas, but we are 

realists. Our analysis is contained in our study, and I would be 

happy to discuss our conclusions in depth at another time. 

Thank you. 

, -

Miller - p. 4 



TESTIMONY OF V. H. WOOD 

IN SUPPORT OF HB 456 

EXHIBiT ~ 
D;T[ __ ~ ___ -~2,f-17-__ _ 
,0'-, ~~ 
t, .~:o - ~fD. 

Mr. Chairman and Members of the Committee, my name is Victor 

Wood, President of V. H. Wood & Associates in Minneapolis, Minnesota. 

V. H. Wood & Associates is a consulting firm principally involved in 

coal and other fuel market analysis and associated activities. 

For 25 years prior to 1978, I was employed by Northern States 

Power of Minneapolis, with the last position hel~ being manager of 

fuel procurement for all fuel supplies to power plants in the NSP 

system. As such, I am most familiar with Western coal, particularly 

Montana and Wyoming, and have been familiar with coal purchasing 

strategies for several decades. 

My testimony today is offered in support of HB 456, sponsored 

by Representatives Brown and Iverson and is submitted on behalf of 

Wesco Resources, Inc., a member of the Montana Forward Coalition. 

My client and I also are in support of HB 252 and HB 274, as 

these bills also recognize the inherent problems the 30% coal severance 

tax has caused for Montana's industry. 

My testimony, however, is offered in support of HB 456, because 

I feel it gets to the problem quicker, offers a new, simple, and 

logical approach based on the concept of a lower price as an incentive 

for increased purchases and provides equal opportunity for all pro

ducers to enjoy increased production potential. I also believe that 

HB 456 will offer better long-term opportunities for Montana's 

industry, consumers, and taxpayers. 

State of the Coal Market 

Previous testimony offered today has made a strong statement 

about the deteriorating health of Montana's coal industry. Since I am 



in the market and look closely at the industry from both a pro

ducer's and utility's perspective, I would like to share with you 

my observations of what is going on in the utility industry as it , 

affects Montana and Wyoming. I will share with you some facts of 

life about Montana coal and delineate the positive features of 

HB 456 from a legislator's perspective. 

There are some terms you need to be familiar with, and. their 

significance from my perspective as a former fuel purchaser and now 

a fuel consultant. 

1) Minimum/Maximum Contracts - Most current contracts for 

Montana coal purchasers contain minimum/maximum provisions which 

enable the "purchaser" to take as much or as little coal as possible 

within a given range--as an examp1e-- 2 - 5 million tons. What has 

happened since 1985 is the taking of the minimum tonnage on existing 

contracts and shifting the amount not taken to Wyoming, or other states 
1 

Published reports at the time of signing the Western Fuels one 

million ton contract and a report issued by the Coal Tax Oversight 

Subcommittee, show that at least tw'O Montana coal producers, in ex-

change for an extension of existing contracts, had to agree to 

expanded or new minimum/maximum provisions allowing more latitude 

for the purchasers to take less cOB.1 if they so desire. 

HB 456 is a response to the mi.nimum/maximum problem. Instead 

of taking the minimum and shifting the remainder to Wyoming, this 

bill encourages shifting coal to Montana in exchange for a lower 

tax on all purchases, not just the shifted coal. 

2) Spot Sales - Because it j.s a buyer's market, utility pur

chasers are playing producer against producer and state against state 

Wood - p.2 



by entering into "spot contracts" or in essence "short-term" 

arrangements. These contracts lend little to the stability of the 

industry, or the budget picture in Montana. It's even worse if those 

"spot sales" go to Wyoming. 

HB 456 may not end spot sales, nor is it intended to. However, 

it may do two things: encourage sales to Montana and act as an 

impetus to add ccai to an existing purchaser's total in Montana in 

order to get the lower overall tax rate for all the purchases. 

Both minimum/maximum and spot sales serve to give the coal 

purchaser the edge. This is in dramatic contrast to general p.ur

chasing practices prior to 1975 and your 30% rate. HB 456 is both 

a short-term and long-term response from Montanans to blunt this 

edge, assuming no third party event such as litigation occurs. 

Facts of Life Montana Legislators Must Face 

As others preceding me have stated, there are realities existing 

today that must be considered by the Legislature. Some may not agree 

with these facts as to degree, but they at least should be considered 

by the Committee. 

1) No utility with whom I am familiar would even consider 

renewing any contracts at 30%, or even 25% for that matter. 

2) In my opinion, 20% is the absolute ceiling for the tax 

on new purchases of coal in today' s market.. Efficient producers 

able to reduce other costs, with an advantage in transportation to 

certain market areas, can enable the 20% tax to be competitive. 

However, that is probably the extent of the circumstances, and even 

then it is barely competitive. 

HB 456 reduces the tax on all coal to a maximum of 20% by 

July 1, 1988. The sliding scale would put more than 75% of Montana's 
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coal in the 14-18% category, which is competitive in many instances, 

given transportation advantages. Naturally, an 18, 16, 14, 12, or 

even a 16, 14, 12, 10 would be preferable, but I am trying to be a 

realist concerning the loss·of revenues. 

3) You should be aware that the emergence of the C & NW as a 

competitor to BN has resulted in 10'wer and more competitive rates 

in Wyoming. Rail rates have also dropped in Montana, but Hontana 

producers do not enjoy the luxury of head-to-head competition. 

In spite of these blunt realities, with enactment of HB 456 

or similar meaningful and equitable legislation, there is 8-10 

million tons per year of new production that can be captured in the 

next 4-5 years. Should our sliding scale be employed on a permanent 

basis, this 8-10 million could be complimented in the mid to late 

1990s with additional generation which means more purchases of 

Montana coal. 

One further point: Montana is perceived to be insensitive to 

the utility marketplace. HB 456 is intended not only to correct 

the perception, but provide long-term stability and predictability 

for coal purchases. 

Positive Features of HE, 456 from a Legislator's 
Viewpoint 

Although I am not and have never been a legislator, I have 

attempted with my utility background to look at HB 456 from a 

legislator'S perspective and offer for your consideration, the. 

following: 

1) Montana's coal purchasers are interested in the total costs 

per million BTUs of coal. If a lO~7er price on all coal purchases 
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for a plant or plant within the utility's system could be obtained 

by purchasing more coal or by switching coal to Montana, this incen

tive for an overall lower rate must be considered a solid financial 

proposition which utilities would consider. 

2) If a utility were able to lower its overall costs by the 

amount a lower tax would bring, additional opportunities could 

present themselves in the form of cogeneration and other non-utility 

facilities. 

3) The regulatory climate in states that I am familiar with-

namely Texas, Minnesota, Wisconsin and Michigan--are demanding strict 

financial accountability by utilities in their fuel purchases. If a 

utility passes up an opportunity to reduce its costs on its total 

fuel purchases by buying from a competitive state without solid 

reasons, the utility could be carefully scrutinized by its rate 

commission. 

4) You can consider HB 456 to be consistent with the new 

strategies being employed by utilities. During the past few years, 

high costs of new generation facilities, lower than projected load 

growths, and reluctance of utility commissions to include new plants 

fully in the rate base have caused utilities to rethink past practices. 

Some are now brokering and receiving power to and from other plants. 

HB 456 would encourage more coal purchases and resale of electricity 

to other utilities outside their service area. Montana legislators 

can seize upon and be at the forefront of such a strategy. 

Four questions have arisen regarding the operation of this bill 

which I would like to clarify so there can be no misunderstandings 

as to intent or purpos~. 
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1) What is to preclude a utility from buying an extra amount 

one quarter and multiplying it by four and claiming a lower rate? 

Two responses: The bill provi.des for the Department to make 

adjustments to insure this doesn't happen; and second, the 

realities of coal purchases, and mcvement to a plant by rail are 

established so such a practice would be difficult to achieve, even 

if a purchaser tried. 

2) What is to prevent several purchasers from "teaming up" 

and buying their coal together and qualifYing for the lower rate? 

The authors of this bill intend to encourage creativity but not 

teaming up to achieve a lower rate for coal they need for their 

operations. I think the Department: has authority under this bill 

and the existing statute to determine that this joint coal will not 

qualify for the' lower rate, but just to be sure, I would offer the 

following new language: 

"Such purchases shall not excE!ed that specifically required 

and utilized in the industrial, commercial, or energy con

version facilities owned at least 33 1/3% by the purchaser". 

3) What about the "small purc:haser" of 0-2. S million tons 

of coal? Doesn't this discriminatE~ in favor of the already large 

purchaser? 

Prior to answering this quest:Lon, I want to clear up the mean

ing of a "small purchaser, II comparE!d to a "small producer." A small 

producer in Montana is one producing less than SOO,OOO.tons of coal 

per year. He is able to stay in business due to proximity of his 

mine to market, spot sales and industrial facilities nearby. 

A small purchaser, however, i:; likely one who is buying from 

several coal sources in different locations or states. This bill 

would encourage purchases in one state--Montana. 
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Second, the small purchaser will pay 20% in 1988 which is 

already lower than the older two bills before you for all coal, 

at least at first, so he is better than he was before. 

Third, if you still feel this to be a problem and wish to 

encourage truly small purchasers to get a lower than 20% tax, you 

could amend the bill and allow small purchasers the right to form 

cooperatives subject to strict requirements as to the end use of 

the coal and lower the rate. 

I personally do not view this as a problem given the nature of 

the utility industry, nor do I perceive it as a problem for a co

operative with an interest in a specific power plant to combine its 

purchases with the majority owner. I would be happy to suggest 

language covering these instances if the Committee so desires. 

4) Does this bill favor new producers at the expense of 

existing producers? 

My response is absolutely not. All new tonnage would be treated 

equally, because it is based upon the same incentive rate for all 

producers. If there is any benefit in the near term it probably 

would favor existing producers with current excess capacity, or the 

producers with minimum/maximum contracts. 

The longer term will place all producers on equal footing and 

HB 456 sets the stage for increased market share which will facilitate 

the expansion of existing mines. 

Fiscal Impacts and Tonnage Increases Under Bill 

Attached to my testimony is a series of tables including pro

jected production levels and revenue forecasts for HB 456 and the 

proposal announced by Governor Schwinden for a phased reduction over 

the next four years. 
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The first point I want to emphasize to the Committee is that 

forecasting is an inexact science in today's declining coal market. 

Therefore, my estimates cannot be e:(act through FY 92. I feel, 

however, that the tonnage projectiol1S for HB 456 are conservative 

and definitely attainable. 

To emphasize the conservative iapproach, the tonnages projected 

under HB 456 do not account for any of the following: 

o Any new generation facilities in the market area including 

on-site generation in Hontana. 

o The extension of Montana's market reach through 1992. 

o Any new small industrial buyer,s. 

o Expansion by utilities into th,:! non-utility coal business. 

o Does not reflect new jobs, wag1es and a broadened Montana tax 

base. 

A review of recent mine slowdo'Nns in the area indicates that an " 

average of 40 jobs are directly affected by a change of one million 

tons of production. 

As to wages, the average salary per job is above $30,000 per 

year, so an 8.6 million tons per year increase in production will 

significantly increase jobs and the tax base. 

Projected Revenues Foregone 

Although our plan is progressive and innovative, it takes effect 

sooner than the Governor's proposal, HB 252 and HB 274, and will result 

in a decline in revenues beginning in FY 89. In my opinion, unless 

meaningful legislation is enacted, the revenue base will decline 

in any event along with reduced tonnage levels. By doing nothing 

will further jeopardize new renewals of existing contracts. 
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The decline in revenues in fiscal year 1989 will be $32.3 

million, of which 50% or $16.2 million automatically flows to the 

Permanent Fund. As to declines to the General Fund in FY 89: 

$7.4 million. 

The Schwinden proposal in FY 1989, calling for a 25% tax, will 

result in a decline in revenues of $14.1 million, of which $7.1 

million is Permanent Fund. Declines in the General Fund in FY 89 

would be $3.2 million. 

There is a $7.4 million decline in the General Fund in FY 89 

under our proposal, and this is $4.2 million more costly than the 

25% proposal in FY 89 by Governor Schwinden. 

Both the Governor and the Budget Office are assuming that the 

same or increased tonnage and revenues will occur by maintaining 

the status quo or making phased reductions over a four-year period. 

In view of the rapidly deteriorating coal industry in Montana, 

this event seems unlikely to occur and would appear risky to assume. 

In conclusion, I firmly believe that it is necessary to 

immediately establish a meaningful incentive and positive business 

atmosphere for the marketplace. Delaying such an incentive would 

not appear to best serve the State of Montana. 

Long-range utility planning has commenced for the mid to late 

1990s and a competitive, predictable basis must be established for 

Montana to enjoy the benefits of increased growth. In my opinion, 

HB 456 will accomplish these desirable goals and should be seriously 

considered by the Committee. 

Thank you. 

Wood - p. 9 



13 (') 

:~t.L.4-

~u;et. tA.~~~ --h a-.,~~ ~ci't<-~_ [~~(L4kLL. 
~'- ~~ ~'-+-~ l~~&.tJ:L DATL/'::-~-~ -sT 

v' HB~ -----

.. 



I 
I 
i 

I 

or7/ 3 

I 

I 

I 
f'" I, 

I 

I 



• 

• 

• 

• 

• 

• 

II 

Ii 

II 

• 

II 

II 

• 

• 

THE PUBLIC PERCEPTION 

• Resource industries are important to the 
economic health of the state. 

• Few Montanans view the state's resource in
dustries as thriving and successful. 

• Almost no one sees the current pace or level 
of development as too fast or too high. 

• Overall impressions of the industries are 
favorable, but marks for responsible 
citizenship are somewhat lower. 

• Development adjacent to wilderness is more 
acceptable than that near national parks, 
and few object to development on other 
government lands. 

• Substantial numbers of Montanans lack 
awareness about the state's resource in
dustries. 

Table 1 
Montanans' Assessment of Natural Resource Development In the State 

Natural ReMUrce Lumber and 011 and 
Development Wood Product. Gu' eoal 

In General Manufacturing Production Mining 
Importance to the state's future 
economic health 

Very essential 64% 63% 52% 45% 
Fairly essential 29% 30% 36% 39% 
Not too essential or not 

essential at all 4% 4% 9% 10% 
Don't know 2% 4% 3% 6% 

Current pace or level of development 
Too fast or too high 7% 8% 5% 6% 
About right 46% 44% 42% 51% 
Too slow or too low 35% 33% 37% 20% 
Don't know 10% 14% 15% 23% 

Hard 
Rock 

Mining 

28% 
41% 

22% 
9% 

2% 
32% 
31% 
35% 

Source: University of Montana, Bureau of Business and Economic Research, NatufIJ/ Resource Development In MOiltana: A 
Survey 01 Montana Public Opinion (Missoula, MOiltana. 1986) for the Western Enwonmantal Trade AIIociation, Helena, Montana. 
Note: The percentage detail may not add to 100 beCause of rounding. 

Bureau 01 Business and Economic Research 

1988 ECONOMIC OUTLOOK SEMINAR 
University of Montana 



Table 2 
Montanans' Impressions of ReSOLlrce Industries in the State 

Lumber and Hard Rock 
Wood Productl! 011 and G .. Coal Mining Mining 

Current heahh of the Induatry 
Thriving and successful 14% 20% 24% 3% 
Slatic: Not thriving or declining 42% 46% 45% 31% 
Unhealthy and declining 37% 20% 14% 42% 
Don't know 8% 13% 16% 23% 

averall 'mpre"'on of the Induatry 
Favorable 78% 72% 63% 51% 
Unfavorable 11% 16% 21% 23% 
Don't know 11% 12% 16% 26% 

Performance .. a reaponalble citizen 
of the atate 

Excellent 6% 5% 5% 3% 
Pretty good 47% 38% 34% 22% 
Only fair 29% 30% 29% 28% 
Poor 4% 8% 10% 12% 
Don't know 14% 19% 22% 34% 

Source: University of Montana, Bureau of BUSiness and Economic Research, Natural Resource Development in 
Montana: A Survey of Montana Public Opinion (Missoula, Melntana, 1986) for the Western Environmental Trade 
AsSOCiation, Helena, Montana. 

Note: The percentage detail may not add to 100 because of rounding. 

Table :a 
Montanans' Attitudes regal'ding the Location of 

Natural Resource Devt!lopment Activity 

Timber 011: and Gas Hard Rock 
Cutting E;ctractlon Coal Mining Mining 

Adjacent to wllderne .. are .. 

Should allow 70% 64% 51% 55% 
Should prohibit 28% 33% 45% 39% 
Don't know 2% 3% 3% 7% 

Adjacent to netlonal parka 
Should allow 60% 56% 43% 45% 
Should prohibit 38% 42% 54% 49% 
Don't know 2% 2% 4% 6% 

On other government land .. 

Should allow 85% 83% 78% 79% 
Should prohibit 11% 12% 17% 15% 
Don't know 3% 4% 5% 6% 

Source: University 01 Montana, Bureau of Business and Economic Research, Natural ReSOUlCfl 
Development in Montana: A Survey of Montana PubIC Opinion (Missoula, Montana, 1986) for the 
Western Environmental Trade Association, Helenu, Montana. 
Notes: The "Allow" and "Prohibit" categories eac:h include some who gave thoH responses 
but with some qualification of their response. Perc:entage detail may not add to 100 because 
of rounding. 
"Government lands other than those in wildernesu areas and national parks. 

Bureau of BUSiness and :::conomic ResearCh 

1988 ECONOMIC OIYTLOOK SEMINAR 
University 01 Vlontana 

, 



EX H \ '3 \ 1" __ ----
o AI E_r' ~ 2 Ie - 'i ! -
HB ___ V'-'-I---

THE PUBLIC PERCEPTION 

• Resource industries are important to the 
economic health of the state. 

• Few Montanans view the state's resource in
dustries as thriving and successful. 

• Almost no one sees the current pace or level 
of development as too fast or too high. 

• Overall impressions of the industries are 
favorable, but marks for responsible 
citizenship are somewhat lower. 

• Development adjacent to wilderness is more 
acceptable than that near national parks, 
and few object to development on other 
government lands. 

• Substantial numbers of Montanans lack 
awareness about the state's resource in
dustries. 

Table 1 
Montanans' Assessment of Natural Resource Development In the State 

Natural Resource Lumber and OUand 
Development Wood Producta Gas Coal 

In General Manuflcturlng Production Mining 
Importance to the atate 'a future 
economic health 

Very essenlial 64% 63% 52% 45% 
Fairly essential 29% 30% 36% 39% 

Nol 100 essenlial or not 
essential at all 4% 4% 9% 10% 

Oon't know 2% 4% 3% 8% 

Current pace or level of development 

Too fasl or 100 high 7% 8% 5% 6% 
About right 46% 44% 42% 51% 
Too slow or too low 35% 33% 37% 20% 
Oon'I know 10% 14% 15% 23% 

Hard 
Rock 

Mining 

28% 
41% 

22% 
9% 

2% 
32% 
31% 

35% 

Source: University of Montana, Bureau of Business and Economic Research, Natural Resource Development In Montana: A 
Survey of Montana Public Opinion (Missoula, Montana, 1986) for the Weslern EnVIronmental Trade Aasociation, Helena, Montana, 
Note: The percentage detail may not add to 100 because of rounding. 

Bureau 01 BUSiness and Economic Research 

1988 ECONOMIC OUTLOOK. SEMINAR 
University 01 Montana 



Table 2 
Montanans' Impressions of Resource Industries in the State 

Lumber and Hard Rock 
Wood Product. 011 and Ga. Coal Mining Mining 

Curr.nt health of the Indultry 

Thriving and successful 14% 20% 24% 3% 
SIalic: NOI Ihriving or declining 42% 46% 45% 31% 
Unheallhy and declining 37% 20% 14% 42% 
Don'l know 8% 13% 16% 23% 

Overall Impr ... lon of the indultry 

Favorable 78% 72% 63% 51% 
Unfavorable 11% 16% 21% 23% 
Don'l know 11% 12% 16% 26% 

Performance .. a responsible citizen 
of the state 

Excellent 6% 5% 5% 3% 
Pretty good 47% 38% 34% 22% 
Only fair 29% 30% 29% 28% 
Poor 4% 8% 10% 12010 
Oon'l know 14% 19% 22% 34% 

Source: University of Montana, Bureau of Business and Eco~omic Research, Natural Resource Development in 
Montana: A Survey of Montana Public Opinion (Missoula, Montana, 1986) for the Western Environmental Trade 
Association, Helena, Montana. 

NOle: The percenlage detail may nol add 10 100 because of rounding. 

Table 3 
Montanans' Attitudes regar':ilng the Location of 

Natural Resource Development Activity 

Timber Oil and Gal Hard Rock 
Culling Ex~ Coa' Mining Mining 

Adjacent to wlldeme .. are .. 
Should allow 70% 64% 51% 55% 
Should prohibit 28% 33% 45% 39% 
Oon't know 2% 3% 3% 7% 

Adjacent to national parkl 
Should allow 60% 56% 43% 45% 
Should prohibit 38% 42% 54% 49% 
Don't know 2% 2% 4% 6% 

On other government land .. 
Should allow 85% 83% 78% 79% 
Should prohibit 11% 12%· 17% 15% 
Don't know 3% 4% 5% 6% 

Source: University of Montana, Bureau of Business and Economic Research, Natural Resource 
Development in Montana: A Survey of Montana Public Opinion (Missoula, Montana, 1986) for Ihe 
Western Environmental Trade Association, Helena, Montana. 
Not .. : Thl "Allow" and "Prohibit" categories eacl, include some who gave those responses 
but with some qualificatiOn of their response. Percllnlage detaii may not add to 100 because 
of rounding. 
"Government lands other than those in wilderness areas and national parks. 

Bureau 01 BUSiness and Economic Research 

1888 ECONOMIC OUTLOOK SEMINAR 
University 01 Montana 



THE PUBLIC PERCEPTION 

• Resource industries are important to the 
economic health of the state. 

• Few Montanans view the state's resource in
dustries as thriving and successful. 

• Almost no one sees the current pace or level 
of development as too fast or too high. 

• Overall impressions of the industries are 
favorable, but marks for responsible 
citizenship are somewhat lower. 

• Development adjacent to wilderness is more 
acceptable than that near national parks, 
and few object to development on other 
government lands. 

• Substantial numbers of Montanans lack 
awareness about the state's resource in
dustries. 

Table 1 

EXHI8:r ---
DATE_ I ~ !)-G ~/ 

HB_ ':) '/ tf 

Montanans' Assessment of Natural Resource Development In the State 

Natural Reaource Lumber and 011 and Hard 
Development Wood Producta Gaa Coal Rock 

In General Manufacturing Production Mining Mining 
Importance to the atata 'a future 
economic health 

Very essential 64% 63% 52% 45% 28% 
Fairly essential 29% 30% 36% 39% 41% 
Not 100 essential or not 

essential at all 4% 4% 9% 10% 22% 
Don't know 2% 4% 3% 8% 9% 

Current pace or level of development 

Too fast or too high 7% 8% 5% 8% 2% 
About right 46% 44% 42% 51% 32% 
Too slow or too low 35% 33% 37% 20% 31% 
Don't know 10% 14% 15% 23% 35% 

Source: University of Montana, Bureau of Business and Economic Research. Natural RNOUrce Development In Montana: A 
Survey of Montana PuIJlic Opinion (Missoula, Montana. 1986) for the Western EnVironmental Trade Auociation, Helena, Montana. 
Note: The percentage detail may not add to 100 because of rounding. 

Bureau of Business and Economic Research 
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University of Montana 
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Table 2 
Montanans' Impressions of Resource Industries in the State 

Lumber and Hard Rock 
y./ood Producta on and Gas Coal Mining Mining 

Current health of the Induatry 

Thriving and successful 14% 20% 24% 3% 
Static: Not thriving or declining 42% 46% 45% 31% 
Unhealthy and declining 37% 20% 14% 42% 
Don't know 8% 13% 16% 23% 

Ov.rall Impr ... lon of the Industry 

Favorable 78% 72% 63% 51% 
Unfavorable 11% 16% 21% 23% 
Don't know 11% 12% 16% 26% 

Performance as a r.sponslble citIzen 
of the Itate 

Excellent 6% 5% 5% 3% 
Pretty good 47% 38% 34% 22% 
Only fair 29% 30% 29% 28% 
Poor 4% 8% 10% 12% 
Don't know 14% 19% 22% 34% 

Source: University of Montana, Bureau of Business and Economic Research, Natural Resource Development in 
Montana: A Survey of Montana Public Opinion (Missoula, Melntana, 1986) lor the Western Environmental Trade 
ASSOCiation, Helena, Montana. 

Note: The percentage detail may not add to 100 because cf rounding. 

Table :) 
Montanans' Attitudes regarding the Location of 

Natural Resource Devolopment Activity 

Timber 011 and Gaa Hard Rock 
Cutting Extraction Coal MInIng MinIng 

Adjacent to wllderne .. arees 

Should allow 70% 64% 51% 55% 
Should prohibit 28% 33% 45% 39% 
Don't know 2% 3% 3% 7% 

Adjacent to natlona' parka 
Should allow 60% 56% 43% 45% 
Should prohibit 38% 42% 54% 49% 
Don't know 2% 2% 4% 6% 

On other government land .. 
Should allow 85% 83% 78% 79% 
Should prOhibit 11% 12% 17% 15% 
Don't know 3% 4% 5% 6% 

Source: University of Montana, Bureau of Busines's and Economic Research, Natural Resource 
Development in Montana: A Survey of Montana Put.llic Opinion (Missoula, Montana, 1986) for the 
Western Environmental Trade Association, Helena, Montana. 
Notes: The "Allow" and "Prohibit" categories each include some who gave those·responses 
but with some qualification 01 their response. Pelcentage detail may not add to 100 because 
of rounding. 
"Government lands other than those in wilderne.s arees and national parks. 

Bureau of BUSiness and Economic Research 

1988 ECONOMIC 01JTLOOli SEMINAR 
UniverSity of Montana 
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THE PUBLIC PERCEPTION 

• Resource industries are important to the 
economic health of the state. 

• Few Montanans view the state's resource in
dustries as thriving and successful. 

• Almost no one sees the current pace or level 
of development as too fast or too high. 

• Overall impressions of the industries are 
favorable, but marks for responsible 
citizenship are somewhat lower. 

• Development adjacent to wilderness is more 
acceptable than that near national parks, 
and few object to development on other 
government lands. 

• Substantial numbers of Montanans lack 
awareness about the state's resource in
dustries. 

Table 1 
Montanans' Assessment of Natural Resource Development In the State 

Natural Rnource Lumber and OUanet 
Development Wood Producta Gu" eoal 

In General Manufacturlnlil Production Mlnlnlil 
Importance to the atate's future 
economic health 

Very essential 64% 63% 52% 45% 
Fairly essential 29% 30% 36% 39% 
Not too essential or not 

essential at all 4% 4% 9% 10% 
Don't know 2% 4% 3% 6% 

Cunent pace or level of development 
Too fast or too high 7% 8% 5% 6% 
About right 46% 44% 42% 51% 
Too slow or too low 35% 33% 37% 20% 
Don't know 10% 14% 15% 23% 

Hard 
Rock 

Mlnlnlil 

28% 
41% 

22% 
9% 

2% 
32% 
31% 
35% 

Source: University of Montana, Bureau of Busin ... and Economic Research, Natutal Raaourc. Development in Montana: A 
SuNey of Montana Public Opinion (Missoula. Montana. 1986) for the Western EnVIronmental Trade Associalion, Helena, Montana. 
Note: The percentage detail may not add to 100 because of rounding, 

Bureau of BUSiness and Economic Research 

1988 ECONOMIC OUTLOOK SEMINAR 
University of Montana 



Table 2 
Montanans' Impressions of Resource Industries In the State 

Lumber and Hard Rock 
Wood Products 011 and Gas Coal Mining Mining 

Curr.nt health of thl Industry 

Thriving and successful 14% 20% 24% 3% 
Static: Not thriving or declining 42% 46% 45% 31% 
Unhealthy and declining 37% 20% 14% 42% 
Don't know 8% 13% 16% 23% 

Overa" Impre .. lon of the Industry 
Favorable 78% 72% 63% 51% 
Unfavorable 11% 16% 21% 23% 
Oon't know 11% 12% 16% 26% 

Performance as a responsible citizen 
of the s,.te 

Excellent 6% 5% 5% 3% 
Pretty good 47% 38% 34% 22% 
Only fair 29% 30% 29% 28% 
Poor 4% 8% 10% 12% 
Don't know 14% 19% 22% 34% 

Source: University of Montana, Bureau of Business and Ec010mic Research, Natural Resource Development in 
Montana: A Survey of Montana Public Opinion (Missoula, Montana, 1986) for the Western Environmental Trade 
Association, Helena. Montana. 

Note: The percentage detail may not add to 100 because 01 rounding, 

Table ~I 
Montanans' Attitudes regar'dlng the Location of 

Natural Resource Development Activity 

Timber 011 and Gas Hard Rock 
Cutting Elttractlon Coal Mining Mining 

Adjacent to wllderne .. are .. 

Should allow 70% 64% 51% 55% 
Should prohibit 28% 33% 45% 39% 
Oon't know 2% 3% 3% 7% 

Adjacent to natlona' parka 
Should allow 60% 56% 43% 45% 
Should prohibit 38% 42% 54% 49% 
Don't know 2% 2% 4% 6% 

On othlr government land .. 
Should allow 85% 83% 78% 79% 
Should prohibit 11% 12% 17% 15% 
Oon't know 3% 4% 5% 6% 

Source: University of Montana, Bureau of Business and EconomiC ResearCh, Natural Resource 
Development in Montana: A Survey of Montana PubJic Opinion (Missoula, Montana. 1986) for the 
Western Environmental Trade Association. Helenn. Montana. 
Notes: The "Allow" and "Prohibit" categories eac:h include some who gave those responses 
but with some qualification of their response. Perc:entage detail may not add to 100 because 
of rounding. 
"Government lands other than those in wilderneslI are.s and national parkl. 

Bureau of BUSiness and Economic Research 
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University 01 Montana 
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THE PUBLIC PERCEPTION 

• Resource industries are important to the 
economic health of the state. 

• Few Montanans view the state's resource in
dustries as thriving and successful. 

• Almost no one sees the current pace or level 
of development as too fast or too high. 

• Overall impressions of the industries are 
favorable, but marks for responsible 
citizenship are somewhat lower. 

• Development adjacent to wilderness is more 
acceptable than that near national parka, 
and few object to development on other 
government lands. 

• Substantial numbers of Montanans lack 
awareness about the state's resource in
dustries. 

Table 1 
Montanans' Assessment of Natural Resource Development In the State 

Natural Resource Lumber and OUand 
Development Wood Product. Guo Coal 

In General Manufacturing Production Mining 
Importance to the .tate '. future 
economic health 

Very essential 64% 63% 52% 45% 
Fairly essential 29% 30% 36% 39% 
Not 100 essential or not 

essenlial al all 4% 4% 9% 10% 
Oon'l know 2% 4% 3% 6% 

Current pace or level of development 

Too fast or 100 high 7% 8% 5% 6% 
AbOul right 46% 44% 42% 51% 
Too slow or too low 35% 33% 37% 20% 
Don't know 10% 14% 15% 23% 

Hatd 
Rock 

Mining 

28% 
41% 

22% 
9% 

2% 
32% 
31% 

35% 

Source: University of Montana, Bureau of Business and Economic Research, Nlturel ReaourCfJ Dev.lopment in Montanl: A 
Sutvey 01 Montana Public Opinion (Missoula, Montana. 1986) for the Weat.rn EnVIronmental Trade ANoc:iaIion. Helena. Montana. 
Note: The percentage detail may not add to 100 beCause of rounding. 

Bureau of Business and Economic Research 

1986 ECONOMIC OUTLOOK SEMINAR 
University of Montana 



Table 2 
Montanans' Impressions of Resource Industries In the State 

Lumber and Hard Rock 
Wood Product. Ol/and Ga. Coal Mlnlns Minlnll 

Current health of the Induatry 

Thriving and successful 14% 20% 24% 3% 
SIalic: Nol Ihriving or declining 42% 46% 45% 31% 
Unheallhy and declining 37% 20% 14% 42% 
Oon'l know 8% 13% 16% 23% 

Ov.rall Impre .. lon of the Industry 

Favorable 78% 72% 63% 51% 
Unfavorable 11% 16% 21% 23% 
Oon" know 11% 12% 16% 26% 

Performance .. a re.ponllible clt~en 
of the I,ate 

Excellenl 6% 5% 5% 3% 
Pretty good 47% 38% 34% 22% 
Only fair 29% 30% 29% 28% 
Poor 4% 8% 10% 12% 
Don'l know 14% 19% 22% 34% 

Source: Universily of Monlana, Bureau of Business and Economic Research, Natural Resource Development In 
Montana: A Survey 01 Montana Public Opimon (Missoula, Montana, 1986) for Ihe Weslern Environmental Trade 
Associalion, Helena, Monlana. 

NOle: The percenlage delail may not add to 100 because 01 rounding. 

Table ~I 
Montanans' Attitudes regarding the Location of 

Natural Resource Development Activity 

Timber OUand Ga. Hard Rock 
Cuttinll Elltraction Coal Mlnlnll Mlnlns 

Adjacant to wllderna .. are .. 
Should allow 70% 64% 51% 55% 
Should prohibit 28% 33% 45% 39% 
Don't know 2% 3% 3% 7% 

Adjacent to national parka 
ShOuld allow 60% 56% 43% 45% 
Should prohibit 38% 42% 540/0 49% 
Don't know 2% 2% 4% 6% 

On other government land.' 
Should allow 85% 83% 78% 79% 
Should prohibit 11% 12%" 17% 15% 
Don't know 3% 4% 5% 6% 

Sourc.: University of Montana, Bureau of Business and EconomiC Research. Natural Resource 
Development In Montana: A Survey 01 Montane Pubkc Opinion (Missoula, Montana, 1986) for the 
We.tarn Environm.ntal Trade ASIOCiatiOn. Helena. Montana. 
Note.: The "Allow" and "Prohibit" categories each include some who gave tho .. responsea 
but with some qualification of their response. Percentage detail may not add 10 '00 because 
of rounding. 
"Government lands other than Ihose in wilderness area. and natiOnal parka. 

Bureau 01 BUSiness and Economic Research 

1988 ECONOMIC OUTLOOK SEMINAR 
University 01 Montana --



THE PUBLIC PERCEPTION 

• Resource industries are important to the 
economic health of the state. 

• Few Montanans view the state's resource in
dustries as thriving and successful, 

• Almost no one sees the current pace or level 
of development as too fast or too high. 

• Overall impressions of the industries are 
favorable, but marks for responsible 
citizenship are somewhat lower. 

• Development adjacent to wilderness is more 
acceptable than that near national parks, 
and few object to development on other 
government lands. 

• Substantial numbers of Montanans lack 
awareness about the state's resource in
dustries. 

Table 1 
Montanans' Assessment of Natural Resource Development In the State 

Natural Resource Lumber and Qlland 
Development Wood Produc:te au . Coal 

In General Manutacturlng Produc:tlon Mining 
Importance to the atate 'a future 
economiC health 

Very essential 64% 63% 52% 45% 
Fairly essential 29% 30% 36% 39% 
Not 100 essential or not 

essential at all 4% 4% 9% 10% 
Oon'l know 2% 4% 3% 6% 

Current pKe or level of development 
Too tast or 100 hiih 7% 8% 5% 8% 
About right 46% 44% 42% 51% 
Too slow or too low 35% 33% 37% 20% 
Don't know 10% 14% 15% 23% 

Hard 
Rock 

Mining 

28% 
41% 

22% 
9% 

2% 
32% 
31% 

35% 

Source: University ot Montana, Bureau ot Busineu and EconomiC Research, N.turaI RN0UrC8 o.vtlopment In Montana: A 
Sunt.y 01 Montan. Public Opinion (Missoula, Montana, 1986) for the Western EnVltonmental Trade Association. Helin., Montana. 
Note: The percentage detail may not add to 100 because of rounding. 

Bureau 01 BUSiness and Economic Research 

1986 ECONOMIC OUTLOOK SEMINAR 
University 01 Montana 



Table 2 
Montanans' Impressions of Reso"lrce Industries in the State 

Lumber and Hard Rock 
Wood Productl! 011 and Ga. Coal Mlnlns Mining 

Current health of the Induatry 

Thriving and successful 14% 20% 24% 3% 
Static: NOI thriving or declining 42% 46% 45% 31% 
Unhealthy and declining 37% 20% 14% 42% 

Don't know 8% 13% 16% 23% 

Overall Impr ••• lon of th. Industry 
Favorable 78% 72% 63% 51% 
Unlavorable 11% 16% 21% 23% 

Don't know 11% 12% 16% 26% 

p.rformance .. a r •• ponslble citizen 
01 th •• ,ale 

Excellent 6% 5% 5% 3% 
Pretty good 47% 38% 34% 22% 
Only lair 29% 30% 29% 28% 
Poor 4% 8% 10% 12% 
Don't know 140/0 19% 22% 34% 

Source: University 01 Montana, Bureau 01 Business and Economic Research, Naturel Resource Development in 
Mootana: A Survey 01 Mootana Public Opinion (Missoula. Montana. 1986) lor the Western Environmental Trade 
Association, Helena, Montana. 

Note: The percentage detail may not add to 100 because of rounding, 

Table ~I 
Montanans' Attitudes regarding the Location of 

Natural Resource Development Activity 

Timber 011 and Ga. Hard Rock 
CUlling Edractlon Coal Mining Mlnlns 

Adjacent to wllderna ... re .. 
Should allow 70% 64% 51% 55% 
Should prOhibit 28% 33% 45% 39% 
Don't know 2% 3% 3% 7% 

Adjacent to national parka 
Should allow 60% 56% 43% 45% 
Should prohibit 38% 42% 54% 49% 
Don't know 2% 2% 4% 6% 

On other government land .. 
Should allow 85% 83% 78% 79% 
Should prohibil 11% 12%' 17% 15% 
Don't know 3% 4% S% 6% 

Source: University of Montana, Bureau of BUSiness and Economic Research, Natural Resource 
Development in Mont.".: A Survey of Montana Publi,: Opinion (Missoula, Montana, 1986) lor the 
Weatern Environmental Trade AuocIaUon. Helena, Montana. 
Not .. : The "Allow" and "Prohibit" categori .. eactl Include lOme whO gave tho .. rupon ... 
but with some qualification of their response. Perc.ntage detail may not add to 100 beCaUM 
of rounding. 
~overnment lands olher than Ihose In wilderna .. areas and national parka. 

Bureau of BUSiness and Economic Research 

1986 ECONOMIC OU·rLOOIi SEMINAR 
Unlverslly of Montana 
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THE PUBLIC PERCEPTION 

• Resource industries are important to the 
economic health of the state. 

• Few Montanans view the state's resource in
dustries as thriving and successful. 

• Almost no one sees the current pace or level 
of development as too fast or too high. 

• Overall impressions of the industries are 
favorable, but marks for responsible 
citizenship are somewhat lower. 

• Development adjacent to wilderness is more 
acceptable than that near national parks, 
and few object to development on other 
government lands. 

• Substantial numbers of Montanans lack 
awareness about the state's resource in
dustries. 

Table 1 
Montanans' Assessment of Natural Resource Development In the State 

Natural Reaource Lumber and Ollanet 
Development Wood Producta Gu' Coal 

In General Manufacturing Production Mining 
Importance to the .tate·. future 
economic health 

Very eNenliai 64% 63% 52% 45% 
Fairly eNentiai 291M1 30% 361M1 391M1 
Not 100 eNenliai or not 

eNenliai al all 4% 4% 91M1 101M1 
Don't know 2% 4% 3% 6% 

Current pace or level of development 
Too fUI or too high 7% 8% SIMI 61M1 
About right 46% 44% 421M1 51% 
Too slow or too low 35% 33% 371M1 2O'MI 
Don't know 101M1 141M1 151M1 231M1 

Hard 
Rock 

Mining 

281M1 
41% 

22% 

SIMI 

21M1 
32% 
311M1 
351M1 

Source: University of Montana. Bureau of BUSiness and Economic Research. NatUIII Resource Dav~ in Montana: A 
Sulvey 01 Montana Public Opinion (Missoula, Montana. 1986) lor the Western EnVironmental Trade AIIocialion, Helen., Montana. 
NOle: The percentage delail may not add to 100 beCause of rounding. 

Bureau 01 BUSiness and Economic Research 

1986 ECONOMIC OUTLOOK SEMINAR 
University 01 Montana 
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Table 2 
Montanans' Impressions of ResoUlree Industries in the State 

Lumber and Hard RocK 
Wood Products 011 and Gas Coal Mlnlnll Mining 

Curr.nt h.alth of the Industry 

Thriving and successful 14% 20% 24% 3% 
Stalic: Not thriving or declining 42% 46% 45% 31% 
Unhealthy and declining 37% 20% 14% 42% 
Oon't know 8% 13% 16% 23% 

Overall Impre .. lon of the Industry 

Favorable 78% 72% 63% 51% 
Unlavorable 11% 16% 21% 23% 
Oon't know 11% 12% 16% 26% 

Performance .. a responalble citizen 
o. the stale 

Excellent 6% 5% 5% 3% 
Pretty good 47% 38% 34% 22% 
Only lair 29% 30% 29% 28% 
Poor 4% 8% 10% 12% 
Don', know 14% 19% 22% 34% 

Source: University of Montana, Bureau of Business and Economic Research, Natural Resource Development in 
Montana: A Survey of Montana Public Opinion (Missoula, MOMana, 1986) for the Western Environmental Trade 
Association, Helena, Montana. 

Note: The percentage detail may not add to 100 because 01 rounding. 

Table 3 
Montanans' Altitudes regarding the Location of 

Natural Resource Development Activity 

Timber 011 and Gas Hard Rock 
Cuttinll EJtractlon Coal Mining Mining 

Adjacent to wllderne .. are .. 
Should allOW 70% 64% 51% 55% 
Should prohibit 28% 33% 45% 39% 
Oon't know 2% 3% 3% 7% 

Adjacent to national parka 
Should allow 60% 56% 43% 45% 
Should prohibit 38% 42% 54% 49% 
Don't know 2% 2% 4% 6% 

On other government land .. 

Should allow 85% 83% 78% 79% 
Should prohibit 11% 12%' 17% 15% 
Don't know 3% 4% 5% 6% 

Source: University of Montana, Bureau of Business and Economic Research, Natural Resource 
Development in Montana: A Survey of Montana PubliC Opinion (Missoula, Montana, 1986) for the 
Western Environmental Trade AlIOCiation, Helena, Montana. 
Notes: The "Allow" and "Prohibit" categories eac:~ include some who gave those r .. pon ... 
but with some qualification 01 their response. Percentage detail may not add to 100 because 
of rounding, 
"Government lands other than those in wilderness areas and national parka. 

Bureau 01 BuSiness and EconomiC Reseatch 

1986 ECONOMIC OUTLOOK SEMINAR 
University 01 Montana 
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THE PUBLIC PERCEPTION 

• Resource industries are important to the 
economic health of the state. 

e Few Montanans view the state's resource in
dustries as thriving and successful. 

• Almost no one sees the current pace or level 
of development as too fast or too high. 

• Overall impressions of the industries are 
favorable, but marks for responsible 
citizenship are somewhat lower. 

• Development adjacent to wilderness is more 
acceptable than that near national parks, 
and few object to development on other 
government lands. 

• Substantial numbers of Montanans lack 
awareness about the state's resource in
dustries. 

Table 1 
Montanans' Assessment of Natural Resource Development In the State 

Natural Resource Lumber and 011 and 
Development Wood Producta Gu' Coal 

In General Manufacturing Production Mining 
Importance to the atate', tuture 
economic health 

Very 85sential 64'141 63% 52'141 45'141 
Fairly eaaential 29'141 30'141 36'141 39'141 
Nol 100 eaaenlial or nOI 

essential at all 4% 4% 9% 10'141 
Oon'l know 2'141 4% 3'141 6'141 

Current pace or level of development 
Too fasl or 100 high 7'141 8% 5'141 6'141 
About right 46'141 44'141 42'141 51'141 
Too slow or 100 low 35'141 33'141 37% 20CMI 
Don't know 10% 14'141 15% 23% 

Hard 
Rock 

Mining 

28'141 
41'141 

22% 
9'MI 

2'MI 
32'141 
31'141 
35% 

Source: University of Montana, Bureau of Busineu and Economic Research, Niturli RMOUtC. Development In Montana: A 
Sutvey of Men,.,. Public Opinion (Missoula, Montana. 1986) for the W8Il8rn EnVironmental Trade AIIocillion, HeIInI, Montana. 
Note: The percenlage detail may not add to 100 beCause of rounding, 

, Bureau of BUSiness and Economic Research 

1988 ECONOMIC OUTLOOK SEMINAR 
UniverSity 01 Montana 
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Table 2 
Montanans' Impressions of ResoUlrce Industries in the State 

Lumber and Hard Roc:k 
Wood Products OUand Gas Coal Mining Minlnll 

Curr.nt h •• lth of the Industry 

Thriving and succeS$ful 14% 20% 24% 3% 
Static: Not thriving or declining 42% 46% 45% 31% 
Unhealthy and declining 37% 20% 14% 42% 
Don't know 8% 13% 16% 23% 

Over.1I Impr •• slon 0' the Industry 
Favorable 78% 72% 63% 51% 
Unfavorable 11% 16% 21% 23% 
Don't knOw 11% 12% 16% 26% 

Perform.nce n • re.ponslble citizen 
of the Sill. 

Excellent 6% 5% 5% 3% 
Pretty good 47% 38% 34% 22% 
Only fair 29% 30% 29% 28% 
Poor 4% 8% 10% 12% 
Don't know 14% 19% 22% 34% 

Source: University of Montana, Bureau of BusineS$ and Economic Research, Natural Resource Development in 
Montana: A Survey 01 Montana PubliC Opimon (Missoula, Morttana, 1986) for the Western Environmental Trade 
Association. Helena. Montana. 

Note: The percentage detail may not add to 100 because 01 rounding. 

Table 3; 
Montanans' Attitudes regarding the Location of 

Natural Resource Development Activity 

Timber Ollind Gas Hard Rock 
Cutting E,:traction Coal Mining Mining 

Adjacent to wlld.rn.n aI.n 
Should allow 70% 64% 51% 55% 
Should prohibit 28% 33% 45% 39% 
Don't know 2% 3% 3% 7% 

Adj.cent to n.tlon.l parka 

Should allow 60% 56% 43% 45% 
Should prohibit 38% 42% 54% 49% 
Don't know 2% 2% 4% 6% 

On other gov.rnment I.nds-

Should allow 85% 83% 78% 79% 
Should prohibit 11% 12%' 17% 15% 
Don't know 3% 4% 5% 6% 

Sourc.: University of Montana. Bureau of Business and Economic Research. Natural Resource 
Development in Montana: A Survey 01 Montana PubliC Opinion (Missoula. Montana. 1986) for the 
Western Environmental Trade ASIOCialion. HeleN,. Montana. 
Note.: The "AllOW" and "PrOhibit" categories each Include some who gave thoN re.ponses 
but with some qualification of their response. Perc:entage detail may not add to 100 becaUM 
of rounding. 
"Government lands other than those in wildernesl areas and national parka. 

Bureau 01 Busmess and Economic Research 

1986 ECONOMIC OIJTLOOIi SEMINAR 
University 01 IlAontana 
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THE PUBLIC PERCEPTION 

• Resource industries are important to the 
economic health of the state. 

• Few Montanans view the state's resource in
dustries as thriving and successful. 

• Almost no one sees the current pace or level 
of development as too fast or too high. 

• Overall impressions of the industries are 
favorable, but marks for responsible 
citizenship are somewhat lower. 

• Development adjacent to wilderness is more 
acceptable than that near national parks, 
and few object to development on other 
government lands. 

• Substantial numbers of Montanans lack 
awareness about the state's resource in
dustries. 

Table 1 
Montanans' Assessment of Natural Resource Development In the State 

Natural R.aourc. Lumber and 011 and 
D.v.lopm.nt Wood Producta Gaa . Coal 

In General Manufacturing Production Mining 
Importanc. to the atat. 'I future 
.conomic health 

Very essential 64% 63% 52% 45% 
Fairly essential 29% 30% 36% 39% 
Not too essential or not 

essential at all 4% 4% 9% 10% 
Don't know 2% 4% 3% 6% 

Curr.nt pac. or lev.1 of developm.nt 
Too last or too high 7% 8% 5% 8% 
About right 46% 44% 42% 51% 
Too slow or too low 35% 33% 37% 20% 
Don't know 10% 14% 15% 23% 

Hard 
Rock 

Mining 

28% 
41% 

22% 

9% 

2% 
32% 
31% 
35% 

Source: University 01 Montana. Bureau 01 Business and Economic Research. Natural RNOUrc. Dev'lopment In Montana: A 
Sutvey 01 Montana Public Opinion (Missoula, Monlana, 1986) lor the Wlltern Eovlronmenlal Trade A8Iocialion, Htltna, Montana. 
Note: The percentage delail may nol add to 100 because 01 rounding. 

Bureau 01 BUSiness and Economic Research 
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University 01 Montana 
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Table 2 
Montanans' Impressions of Aesou,rce Industries in the State 

Lumb.r and Hard Rock 
Wood Product. 011 and Gas Coal Mining Minlns 

Curr.nt h.alth of the Industry 

Thriving and successful 14% 20% 24% 3% 
Static: Not thriving or declining 42% 46% 45% 31% 
Unhealthy and declining 370/g 20% 14% 42% 

Don't know 8% 13% 16% 23% 

Ov.raU Impr.sslon of the Industry 

Favorable 78% 72% 63% 51% 
Unfavorable 11% 16% 21% 23% 
Don't know 11% 12% 16% 26% 

p.rformanc ... a r •• ponilibl. cltlz.n 
o. th. alaI. 

Excellent 6% 5% 5% 3% 
Prelly good 47% 38% 34% 22% 
Only fair 29% 30% 29% 28% 
Poor 4% 8% 10% 12% 
Don't know 14% 19% 22% 34% 

Source: University of Montana, Bureau of Business and Economic Research, Natural Resource Development in 
Mon/ana: A Survey of Montana Puolic Opinion (Missoula, Monlana, 1986) for Ihe Weslern Environmental Trade 
Association, Helena, Monlana. 

Note: The percentage detail may not add 10 100 because of rounding. 

Table 3 
Montanans' Attitudes regar,ciing the Location of 

Natural Aesource Devel:opment Activity 

Timber 011 and Gaa Hard Rock 
CUlling .!!~lion Coal Mining Mining 

Adjac.nt to wlld.rn ... ar.aa 
Should allow 70% 64% 51 0Al 55% 
Should prohibit 28% 33% 45% 39% 
Oon'l know 2% 30/0 3% 7% 

AdJac.nl 10 nallonal parka 
Should allow 60% 56% 43% 45% 
Should prohibit 38% 42% 54% 49% 
Don'l know 2% 2% 4% 6% 

On oth.r gov.rnm.nt land.' 
Should allow 85% 83% 78% 79% 
Should prohibit 11% 12%' 17% 15% 
Oon't know 3% 4% 5% 6% 

Source: University of Montana, Bureau of Business and Economic Research, Natural Resource 
Development in Montana: A Survey of Montana Publij: Opinion (Missoula, Montana, 1986) for th. 
Western Environmental Trade ASIOCiaUon, Helena, Montana. 
Not •• : The "Allow" and "Prohibit" categories eacllinciude some who gave Ihoae responses 
but wilh some qualification of their response. Percontage d.lail may not add to 100 because 
of rounding. 
"Government lands other than Ihose in wilderness areas and nationat parka. 

Bureau 01 BuSiness and Economic Research 
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Unlverstly 01 Montana 

,', 

r ' 

-, 



THE PUBLIC PERCEPTION 

• Resource industries are important to the 
economic health of the state. 

• Few Montanans view the state's resource in
dustries as thriving and successful. 

• Almost no one sees the current pace or level 
of development as too fast or too high. 

• Overall impressions of the industries are 
favorable, but marks for responsible 
citizenship are somewhat lower. 

• Development adjacent to wilderness is more 
acceptable than that near national parks, 
and few object to development on other 
government lands. 

• Substantial numbers of Montanans lack 
awareness about the state's resource in
dustries. 

Table 1 
Montanans' Assessment of Natural Resource Development In the State 

Natural Reaource Lumber and OUand 
Development Wood Product. Gu' Coal 

In General Manufacturing Production Mining 
Importance to the .tat.·, future 
economic health 

Very essential 64% 63% 52% 45% 
Fairly essential 29% 30% 36% 39% 
Not 100 essential or not 

essential at all 4% 4% 9% 10% 
Don't know 2% 4% 3% 6% 

Current pace or level of development 
Too fast or 100 high 7% 8% 5% 6% 
About riShl 46% 44% 42% 51% 
Too slow or 100 low 35% 33% 37% 20% 
Don'l know 10% 14% 15% 23% 

Hard 
Rock 

Mining 

28% 
41% 

22% 
9% 

2% 
32% 
31% 

35% 

Source: University of Montana, Bureau of Business and Economic Research, Natural RNOUrc. Development In Montana: A 
Survey 01 Montana Public Opinion (Missoula. Montana. 1986)'or the Western EnVIronmental Trade Aasocialion, Helena, Montana. 
Note: The percenlage detail may not add 10 100 because of rounding. 

Bureau 01 BUSiness and Economic Research 

1988 ECONOMIC OUTLOOK SEMINAR 
University 01 Montana 



Table :! 
Montanans' Impressions of ResolJrce Industries In the State 

Lumber and Hard ROCk 
Wood Product! 011 and Gas Coal Mlnlns Minlns 

Current health 0' the Industry 

Thriving and successlul 14% 20% 24% 3% 
Static: Not thriving or declining 42% 46% 45% 31% 
Unhealthy and declining 37o/D 20% 14% 42% 
Don" know 8% 13% 16% 23% 

Overall Impre .. lon 0' the Industry 
Favorable 78% 72% 63% 51% 
Unlavorable 11% 16% 21% 23% 
Oon't know 11% 12% 16% 26% 

Performance .. a rasponllble cillun 0' th. slat. 
Excellent 6% 5% 5% 3% 
Pretty good 47% 38% 34% 22% 
Only fair 29% 30% 29% 28% 
Poor 4% 8% 10% 12% 
Don't know 14% 19% 22% 34% 

Source: University of Montana, Bureau 01 Business and Ecunomic Research, Natural Resource Development in 
Montana: A Survey of Montana PulJlic Opinion (Missoula, Mlmtana, 1986) for the Western Environmental Trade 
Association, Helena, Montana. 

Note: The percentage detail may not add to 100 because (If rounding. 

Table :1 
Montanans' Attitudes regalrding the Location of 

Natural Resource Devillopment Activity 

Timber Olil and Gas Hard Rock 
Cullins ..!clraction Coal Mlnlns Mlnins 

Adjacent to wllderne .. are .. 
Should allow 70% 64% 51% 55% 
Should prohibit 28% 33% 45% 39% 
Don't know 2% 3% 3% 7% 

Adjacent to nallonal parka 
Should allow 60% 56% 43% 45% 
Should prohibit 38% 42% 54% 49% 
Don't know 2% 2% 4% 6% 

On olher government lands-

Should allow 85% 83% 78% 79% 
Should prohibit 11% 12% 17% 15% 
Oon't know 3% 4% 5% 6% 

Source: University 01 Monlana, Bureau of Business and Economic Research, Natural Resource 
Development in Montana: A Survey of Montana PulJLc Opinion (Missoula, Montana, 1986) lor Ihe 
Weslern Environmental Trade Aasocialion, Helena, Montana. 
Noles: The "AllOW" and "Prohibit" categories each include some who gav.thos. responses 
but with some qualilicalion of Iheir response. Percenlage detail may not add to 100 because 
of rounding. 
"Government lands other than Ihose in wilderness areas and national parks. 

Bureau of BUSiness and Economic Research 
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University 01 Montana 
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THE PUBLIC PERCEPTION 

• Resource industries are important to the 
economic health of the state. 

• Few Montanans view the state's resource In
dustries as thriving and successful. 

• Almost no one sees the current pace or level 
of development as too fast or too high. 

• Overall impressions of the industries are 
favorable, but marks for responsible 
citizenship are somewhat lower. 

• Development adjacent to wilderness is more 
acceptable than that near national parks, 
and few object to development on other 
government lands. 

• Substantial numbers of Montanans lack 
awareness about the state's resource in
dustries. 

Table 1 
Montanans' Assessment of Natural Resource Development In the State 

N.tur.1 R.lOurc:e Lumber .nd Oll.nd 
D.v.lopm.nt Wood Produc:1I au' Coal 

In aeneral Manufac:turlng Produc:tlon Mining 
Import.nc:. to the alit. 'a future 
ec:onomic: h •• lth 

Very essenlial 64% 63% 52% 45% 
Fairly essential 29% 30% 36% 39% 
Not too essential or not 

essential at all 4% 4% 9% 10% 
Oon't know 2% 4% 3% 6% 

Curr.nt pac. or 1ev.1 of d.v.lopmenl 
Too tut or 100 high 7% 8% S% 6% 
About right 46% 44% 42% 51% 
Too slow or too low 35% 33% 37% 20CMI 
Don't know 10% 14% 15% 23% 

Hard 
Roc:tE 

Mining 

28% 
41% 

22% 

9CMI 

2% 
32% 
31% 
35% 

Source: University of Montana, Bureau of Busineaa and Economic Research, N.tural Resource DevMlpmen' in MontlJlla: A 
Survey 01 Montana Public OpInion (Missoula, Montana. 1986) 101 the W8Sl8rn EnYtronmentai T ride Aasocialion, Helena. Montana. 
NOle: The percentage detail may not add 10 100 becaUH of rounding. 
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Table 2 
Montanans' Impressions of Resource Industries in the State 

Lumber and Hard Rock 
Wood Products all and Gas Coal Mining Mining 

Curr.nt h.alth of the Industry 

Thriving and successful 14% 20% 24% 3% 
Static: Not thriving or declining 42% 46% 45% 31% 
Unhealthy and declining 370/0 20% 14% 42% 

Don't know 8% 13% 16% 23% 

Ov.rall Impr.sslon of the Industry 

Favoraole 78% 72% 63% 51% 
Unfavorable 11% 16% 21% 23% 
Don't know 11% 12% 16% 26% 

Per10rmance .. a responsible cltlz.n 
01 the stat. 

Excellent 6% 5% 5% 3% 
Pretty good 47% 38% 34% 22% 
Only fair 29% 30% 29% 28% 
Poor 4% 8% 10% 12% 
Don't know 14% 19% 22% 34% 

Source: University of Montana, Bureau of Business and Economic Research, Natural Resource Developm.nt in 
MOiltana: A Survey 01 MOiltana Public OplnlOll (Missoula, Montana, 1986) for the Weatern Environmental Trade 
Association, Helena, Montana, 

Note: The percentage detail may not add to 100 because of rounding, 

Table :1 
Montanans' Attitudes regal'ding the Location of 

Natural Resource Development Activity 

Timber all and Gaa Hard Rock 
Cuning .!!!.!!!.c.!!.2!L Coal Mining Mining 

Adjac.nt to wlld.rness .r.u 
Should allow 70% 64% 51% 55% 
Should prohibit 28% 33% 45% 39% 
Don', know 2% 3% 3% 7% 

AdJ.c.nt to n.tlonel p.ru 
Should allow 60% 56% 43% 45% 
Should prohibit 38% 42% 54% 49% 
Don', know 2% 2% 4% 6% 

On other governm.nt I.nds-

Should allow 85% 83% 78% 79% 
Should prohibit 11% 12%' 17% 15% 
Don't know 3% 4% 5% 6% 

Source: University 01 Montana, Bureau of Business and Economic R.search, Natural R.SOUfC. 
Development in MOIltana: A Surv.y of MOIltana PubliC OpinjQ(/ (Missoula, Montana, 1986) lor the 
Western Environmental Trade AaIOCiation, HeleNII, Montana, 
Notes: The "Allow" and "Prohibit" ca'.gories .ach include som. who gave thO .. reaponNa 
but with some qualification 01 their response. P.rc:.ntage delail may not add to 100 becaUM 
01 rounding. 
"Government lands other than those In wild.rn.lI, ar ... and national parka. 

Bureau 01 BUSiness and Economic Research 

1988 ECONOMIC OUTLOOK SEMINAR 
University 01 Montana --



THE PUBLIC PERCEPTION 

• Resource industries are important to the 
economic health of the state. 

• Few Montanans view the state's resource in
dustries as thriving and successful. 

• Almost no one sees the current pace or level 
of development as too fast or too high. 

• Overall impressions of the industries are 
favorable, but marks for responsible 
citizenship are somewhat lower. 

• Development adjacent to wilderness is more 
acceptable than that near national parks, 
and few object to development on other 
government lands. 

• Substantial numbers of Montanans lack 
awareness about the state's resource in
dustries. 

Table 1 
Montanans' Assessment of Natural Resource Development In the State 

Natural Reaource Lumber and 011 and 
Development Wood Producta Gas . Coal 

In General Manulacturlng Production Mining 
Importance to the atate'a future 
economic health 

Very essenlial 64% 63% 52% 45% 
Fairly essential 29% 30% 36% 39% 
Not too essential or not 

essential at all 4% 4% 9% 10% 
Oon't know 2% 4% 3% 6% 

Current pace or level of development 
Too fast or too high 7% 8% 5% 8% 
About right 46% 44% 42% 51% 
Too slow or too low 35% 33% 37% 20% 
Don't know 10% 14% 15% 23% 

Hard 
Rock 

Mining 

28% 
41% 

22% 
9% 

2lMI 
32% 
31% 

35% 

Source: University of Montana, Bureau of Busineu and Economic Research, Natural Reaource Dave/opnNlnt in Montana: A 
&Mvey 01 Montana Public OpinIon (Missoula, Montana. 1986) for the Western EnVironmental Trade AIIoc:iation, Helena, Montana. 
Note: The percentage detail may not add to 100 beCause of rounding. 

Bureau 01 BUSiness and Economic Research 

1986 ECONOMIC OUTLOOK SEMINAR 
University 01 Montana 
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Table ~: 
Montanans' Impressions of Resource Industries in the State 

Lumber and Hard Rock 
Wood Productl~ 011 and Gaa Coal Mlnlns Minlnll 

Currant health of tha Indu.tIy 

Thriving and successful 14% 20% 24% 3% 
Static: Not thriving or declining 42% 46% 45% 31% 
Unhealtlly and deClining 370/0 20% 14% 42% 

Oon't know 8% 13% 16% 23% 

Ovarall Impra .. lon 0' the Indu.try 

Favorable 78% 72% 63% 51% 
Unfavorable 11 % 16% 21% 23% 
Oon't know 11% 12% 16% 26% 

Performance aa a relpon»lble cltlzan 
of the I.ate 

Excellent 6% 5% 5% 3% 
Prelly good 47% 38% 34% 22% 
Only fair 29% 30% 29% 28% 
Poor 4% 8% 10% 12% 
Oon't know 14% 19% 22% 34% 

Source: University of Montana, Bureau of Business and Ecclnomic Research, Natural Resource Development in 
Montana: A Survey 01 Montana PulJJic Opinion (Missoula. Muntana, 1986) for tile Wellern Environmental Trade 
Association. Helena, Montana. 

Note: The percentage detail may not add to 100 because clf rounding. 

Table :1 
Montanans' Attitudes regalrdlng the Location of 

Natural Resource Deviilopment Activity 

Timber Oill and Ga. Hard Rock 
Cultinll Ectraction Coal Mlnlnll Mlnlns 

Adjacent to wlldaroe .. ara .. 
Sllould allow 70% 64% 51% 55% 
Should prOhibit 28% 33% 45% 39% 
Oon't know 2% 3% 3% 7% 

Adjacent to national parka 

Should allow 60% 56% 43% 45% 
Should prohibit 38% 42% 54% 49% 
Oon't know 2% 2% 4% 6% 

On other govarnmant land .. 

Should allow 85% 83% 78% 79% 
Should prohibit 11% 12% . 17% 15% 

Don't know 3% 4% 5% 6% 

Source: University 0' Montana. BUfeau of Business and EconomiC Research. Natural R8$ource 
Development in Montana: A Survey 01 Monlana PuQlic OpiniOn (Missoula, Montana, 1986) for the 
Western Environmental Trade AasoCiaUon, Helena" Montana. 
Not": The "Allow" and "Prohibit" categories each include some who gave IhoH rnponsn 
but with some qualification of thair response. Percentage detail may noc add to 100 because 
of rounding. 
"Government lands other than those In wilderness areas and national parks. 

Bureau 01 BUSiness and Economic Research 

1988 ECONOMIC OUTLOOK SEMINAR 
University 01 Montana 
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THE PUBLIC PERCEPTION 

• Resource industries are important to the 
economic health of the state. 

• Few Montanans view the state's resource in
dustries as thriving and successful. 

• Almost no one sees the current pace or level 
of development as too fast or too high. 

• Overall impressions of the industries are 
favorable, but marks for responsible 
citizenship are somewhat lower. 

• Development adjacent to wilderness is more 
acceptable than that near national parks, 
and few object to development on other 
government lands. 

• Substantial numbers of Montanans lack 
awareness about the state's resource in
dustries. 

Table 1 
Montanans' Assessment of Natural Resource Development In the State 

Natural Reaourc. Lumber and OUanet 
Development Wood Products Gu' Coal 

In General Manutacturing Production Mining 
Importance to the atate'a future 
economic health 

Very essenlial 64% 63% 52% 45% 
Fairly essential 29% 30% 36% 39% 
Not too essential or not 

essential at ali 4% 4% 9% 10% 
Don't know 2% 4% 3% 6% 

Current pace or level 01 development 
Too fast or too high 7% 8% 5% 6% 
About right 46% 44% 42% 51% 
Too slow or too low 35% 33% 37% 20% 
Don't know 10% 14% 15% 23% 

Hard 
Rock 

Mining 

28% 
41% 

22% 
9% 

2% 
32% 
31% 

35% 

Source: University of Montana, Bureau of Businesa and Economic ResearCh, Natural Ruource Development In ""ontana: A 
Sutvey 01 Montana Public Opinion (MiIsouIa, Montana, 1986) for the Weslern EnVlfonmtntai Trade AaIoc:ialion, Helena, Montana. 
Note: The percentage detail may not add to 100 because of rounding. 

Bureau 01 Business and Economic Research 

1986 ECONOMIC OUTLOOK. SEMINAR 
UniverSity 01 Montana 
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Table' 2 
Montanans' Impressions of Resource Industries In the State 

Lumber and Hard Rock 
Wood Product. Ollind Ga. Coal Mining Mining 

Current health of the Indu.try 
Thriving and successful 14% 20% 24% 3% 
Sialic: Nol Ihriving or declining 42% 46% 45% 31% 
Unheallhy and declining 37% 20% 14% 42% 
Oon'l know 8% 13% 16% 23% 

Overall Impresalon of the Industry 

Favorable 78% 72% 63% 51% 
Unlavorable 11% 16% 21% 23% 
Don'l know 11 % 12% 16% 26% 

Performance a. a re'pon,lble citizen 
01 the Ilate 

Exce"enl 6% 5% 5% 3% 
Pretty good 47% 38% 34% 22% 
Only fair 29% 30% 29% 28% 
Poor 4% 8% 10% 12% 
Don'l know 140/0 19% 22% 34% 

Source: Universily of Monlana, Bureau of Business and E,:onomic Research, Natural Resource Development in 
Montana: A SUl'oley 01 Montana PUDiic Opinion (Missoula, Monlana, 1986) lor Ihe Western Environmental Trade 
Assoclallon, Helena, Monlana. 

NOle: The percenlage delail may not add to 100 because 01 rounding. 

Table 3 
Montanans' Attitudes regiuding the Location of 

Natural Resource De\j'elopment Activity 

Timber (III and Ga. Hard Rock 
Cutting ..:Extrac.!.!2!L Coal Mining Mining 

Adjacent to wllderne .. are .. 

Should allow 70% 64% 51% 55% 
Should prohibit 28% 33% 45% 39% 
Don'l know 2% 3% 3% 7% 

Adjacent to national parkl 
Should allow 60% 56% 43% 45% 
Should prohibit 38% 42% 54% 49% 
Oon't know 2% 2% 4% 6% 

On other government laneI.-
Should allow 85% 83% 78% 79% 
Should prohibit 11% 12%' 17% 15% 
Oon't know 3% 4% 5% 6% 

Source: University of Montana, Bureau of BUSiness and Economic Research, Natural ResOUlCfJ 
Development in Montana: A SUl'oIey of Montana PU~llic Opinion (Missoula, Montana, 1986) for the 
Western Environmental Trade ASSOCiation, Hele~a, Montan&. 
NOI .. : The "Allow" and "Prohibit" calegories each include some who gave thoH reaponsea 
but with some qualification of their response. Percentage delail may not add 10 100 because 
of rounding. 
"Government lands other than those in wilderness areas and national parka. 

Bureau of BUSIness and EconomiC Research 

1986 ECONOMIC OUTLOOK SEMINAR 
UnIversity 01 Montana -. 



THE PUBLIC PERCEPTION 

• Resource industries are important to the 
economic health of the state. 

• Few Montanans view the state's resource in
dustries as thriving and successful. 

• Almost no one sees the current pace or level 
of development as too fast or too high. 

• Overall impressions of the industries are 
favorable, but marks for responsible 
citizenship are somewhat lower. 

• Development adjacent to wilderness is more 
acceptable than that near national parks, 
and few object to development on other 
government lands. 

• Substantial numbers of Montanans lack 
awareness about the state's resource in
dustries. 

Table 1 
Montanans' Assessment of Natural Resource Development In the Stat. 

Natural Resource Lumber and OUanet 
Development Wood Products au . Coal 

In General Manufacturing Production Mining 
Importance to the atste 'a future 
economic health 

Very essential 64% 63% 52% 45% 
Fairly essential 29% 30% 36% 39% 
Not too essential or nOI 

essenlial at all 4% 4% 9% 10% 
Oon't know 2% 4% 3% 6% 

Current pace or level of development 
Too fast or too high 7% 8% 5% 8% 
About right 46% 44% 42% 51% 
Too slow or too low 35% 33% 37% ~ 
Don't know 10% 14% 15% 23% 

Hard 
Rock 

Mining 

28% 
41% 

22% 
9% 

2% 
32% 
31% 

35% 

Source: University 01 Montana, Bureau 01 Business and Economic Research, NatutaJ Resource Development in Montana: A 
Sutv.y 01 Montana Public Opinion (Missoula, Montana, 1986) 101 the Western Envltonmental Trade AIIocialion. Helena, Montana. 
Note: The percentage detail may not add to 100 beCause 01 rounding. 

Bureau 01 Business and Economic Research 

1986 ECONOMIC OUTLOOK. SEMINAR 
unIVersity 01 Montana 
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Table 2 
Montanans' Impressions of Resoul'ce Industries In the State 

Lumb.r and Hard Rock 
Wood Products all and Gas Coal Mining Minlnll 

Curr.nt h.alth of the Industry 

Thriving and successful 14% 20% 24% 3% 
SIalic: Nol Ihriving or declining 42% 46% 45% 31% 
Unhealthy and declining 37% 20% 14% 42% 

Don'l know 8% 13% 16% 23% 

Ov.rall Impr.ulon of the Industry 

Favorable 78% 72% 63% 51% 
Unfavorable 11% 16% 21% 23% 
Don't know 11% 12% 16% 26% 

Performance .. a responsible cltlz.n 
01 the alat. 

Excellent 6% 5% 5% 3% 
Pretty good 47% 38% 34% 22% 
Only fair 29% 30% 29% 28% 
Poor 4% 8% 10% 12% 
Don't know 140/0 19% 22% 34% 

Source: University of Monlana, Bureau of Business and Economic Research, Natural Resource Development in 
Montana: A Survey 01 Montana Puolic Opinion (Missoula, MOlllana, 1986) for the Western Environmental Trade 
Associalion, Helena, Monlana. 
NOle: The percenlage delail may not acid to 100 because 01 rounding. 

Table 3 
Montanans' Attitudes regarding the Location of 

Natural Resource Development Activity 

Timber on and Gas Hard Rock 
Culling Edraction Coal Mining Mining 

Adjac.nt to wlld.rn ... ar ... 
Should allow 70% 64% 51% 55% 
Should prohibit 28% 33% 45% 39% 
Don'l know 2% 30/0 3% 7% 

Adjac.nt to national parka 
Should allow 60% 56% 43% 45% 
Should prohibit 38% 42% 54% 49% 
Oon't know 2% 2% 4% 6% 

On other gov.rnm.nt lands-
Should allow 85% 83% 78% 79% 
Should prohibit 11% 12%- 17% 15% 
Don't know 3% 4% 5% 6% 

Source: University 01 Monlana, Bureau 01 Business and EconomiC Research, Natural Resource 
Development in Montana: A Survey 01 Montana Puolic Opinion (Missoula, Montana, 1986) lor Ihe 
Western Environmental Trade AssocialiOn, Helena, Montana. 
Noles: The "Allow" and "Prohibit" categories eac~ include some who gave thole responses 
but with some qualification of Iheir response. Percentage detail may not add 10 100 beCause 
of rounding. 
"Government lands other than those in wilderness areas and national parka. 

Bureau of BUSiness and Economic Research 

1986 ECONOMIC OUTLOOIi SEMINAR 
University 01 Montana 
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THE PUBLIC PERCEPTION 

• Resource industries are important to the 
economic health of the state. 

• Few Montanans view the state's resource in
dustries as thriving and successful. 

• Almost no one sees the current pace or level 
of development as too fast or too high. 

• Overall impressions of the industries are 
favorable, but marks for responsible 
citizenship are somewhat lower. 

• Development adjacent to wilderness is more 
acceptable than that near national parks, 
and few object to development on other 
government lands. 

• Substantial numbers of Montanans lack 
awareness about the state's resource in
dustries. 

Table 1 
Montanans' Assessment of Natural Resource Development In the State 

Natural Resource Lumber and CUand 
Development Wood Product. au' Coal 

In General Manulacturing Production Mining 
Importance to the atate's tuture 
economic health 

Very eS$entiai 64% 63% 52% 45% 
Fairly eS$entiai 29% 30% 36% 39% 
Not too eS$enliai or not 

essential at all 4% 4% 9% 10% 
Don't know 2% 4% 3% 6% 

Current pace or level of development 

Hard 
Rock 

MininG! 

28% 
41% 

22% 
9% 

Too fast or too high 7% 8% 5% 6% 2% 
About right 46% 44% 42% 51 % 32'MI 
Too slow or too low 35% 33% 37% 20% 31% 
Don't know 10% 14% 15% 23% 35% 

Source: University 01 Montana, Bureau 01 Business and Economic Research, Nituril Resourc. Dtv.lopnHtnt In Montanl: A 
Surv'y of Monterll Public 0pitU0n (Missoula, Montana, 1986) lor the Western EnVIronmental Trade Auocialion. Helena, Montana. 
Note: The percentage detail may not add to 100 because 01 rounding. 

Bureau 01 BUSIness and Economic Research 

1986 ECONOMIC OUTLOOK SEMINAR 
UnlverslIy 01 Montana 

'.., r"":" 'j: ~J~"','" 

r 



Table 2 
Montanans' Impressions of Resource Industries in the State 

Lumber .nd H.rd ROCk 
Wood Products 011 and Ga. Coal Mlnlns Mininll 

Current he.lth of the Indu.lIy 

Thriving and successful 14% 20% 24% 3% 
Static; Not thriving or declining 42% 46% 45% 31% 
Unhealthy and declining 370/0 20% 14% 42% 
Don't know 8% 13% 16% 23% 

Over.U Impre.slon of the Industry 

Favorable 78% 72% 63% 51% 
Unlavorable 11 % 16% 21% 23% 
Don't know 11% 12% 16% 26% 

Pertormance .. a re.ponslble citizen 
o. the Ilate 

Excellent 6% 5% 5% 3% 
Prelty good 47% 38% 34% 22% 
Only fair 29% 30% 29% 28% 
Poor 4% 8% 10% 12% 
Don't know 14% tlJlllo 22% 34% 

Source: University 01 Montana, Bureau of Business and Economic ResearCh, NatutaJ Resource Development in 
Montana: A Survey 01 Montana Public Opimon (Missoula, MOlllana, 1986) for the Western Environmental Trade 
Association, Helena, Montana, 

Note: The percentage detail may not add 10 100 because 01 rounding. 

Table 3, 
Montanans' Attitudes regarding the Location of 

Natural Resource Development Activity 

Timber 011 and Ga. Hard Rock 
Cutting fatraclion Coal Mlnlnll Mlninll 

Adjacent to wllderoe .. .,e •• 

Should allow 70% 64% 51% 55% 
Should prohibit 28% 33% 45% 39% 
Oon't know 2% 3% 3% 7% 

Adjacent to national parka 

Should allow 60% 56% 43% 45% 
Should prOhibit 38% 42% 54% 49% 
Oon't know 2% 2% 4% 6% 

On other governm.nt Iand.-
Should allow 85% 83% 78% 79% 
Should prohibit 11% 12%" 17% 15% 
Oon't know 3% 4% 5% 6% 

Source: University of Montana, Bureau of BUSiness and Economic Research, Natural Resource 
Development in Montana: A Survey 01 Montana Public Opinion (Missoula, Montana, 1986) for the 
Western Environmental Trade Association, Helena, Montana. 
Notes: The "Allow" and "Prohibit" categories eacl, include some who gave tho •• response. 
but with some qualification of their response. Perclntage detail may not add 10 100 because 
of rounding. 
"Government lands other than those in wilderness areas and national parka. 

Bureau 01 BUSiness and Economic Research 

1988 ECONOMIC OUTLOOK SEMINAR 
University 01 Montana 

.-

-. 



THE PUBLIC PERCEPTION 

e Resource industries are important to the 
economic health of the state, 

e Few Montanans view the state's resource in
dustries as thriving and successful. 

e Almost no one sees the current pace or level 
of development as too fast or too high, 

e Overall impressions of the industries are 
favorable, but marks for responsible 
citizenship are somewhat lower, 

e Development adjacent to wilderness is more 
acceptable than that near national parks, 
and few object to development on other 
government lands, 

e Substantial numbers of Montanans lack 
awareness about the state's resource in
dustries, 

Table 1 
Montanans' Assessment of Natural Resource Development In the State 

Natural R.source Lumber and OUanca 
D.v.lopm.nt Wood ProdUCIa Gaa . eo.! 

In General Manufacturing Production Mining 
Importanc. to the llat. 'I future 
.conomlc h.alth 

Very essential 64% 63% 52% 45% 
Fairly essential 29% 30% 36% 39% 
Not too essential or not 

aisantial at all 4% 4% 9% 10% 

Don't know 2% 4% 3% 6% 

Curr.nt pac. or lev.1 of d.v.lopm.nt 
Too last or 100 high 7% 8% 5% 6% 
AbOul right 46% 44% 42% 51% 
Too slow or too low 35% 33% 37% 20% 
Don't know 10% 14% 15% 23% 

Hard 
Rock 

Mining 

28% 
41% 

22CVo 

9% 

2% 
32% 
31% 

35% 

Source: University of Montana, Bureau of Businesa and Economic Aesearch, Naturtl Resource Development in Montana: A 
Survey of Montana Public Opinion (Missoula, Montana, 1986) lor the Western EnVironmental Trade Alaoc:iation, Hllena, Montanl. 
Note: The percentage detail may not add to 100 beCause of rounding, 

Bureau 01 BUSiness and Economic Research 

1986 ECONOMIC OUTLOOK SEMINAR 
University 01 Montana 
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Table 2 
Montanans' Impressions of ResoLlrce Industries in the State 

Lumber and Hard Rock 
Wood Productl! 011 and Gu Coli Mining Mining 

Curr.nt h.alth of the Induatry 

Thriving and successful 14% 20% 24% 3% 
Static: Not thriving or declining 42% 46% 45% 31% 
Unhealthy and declining 370/0 20% 14~ 42% 
Don't know 8% 13% 1"' 23% 

Ov.rlll Impression of the Industry 

Favoraole 78%. 7~ 63~ 51% 
Unfavorable 11% 16% 21~ 23% 
Don't know 11% 12% 1~ 26% 

Performance u a r.spon.lbl. cltlz.n 
of th. s,ate 

Excellent 6% 5% 5% 3% 
Pretty good 47% 38% 34% 22% 
Only fair 29% 30% 29% 28% 
Poor 4% 8% 10% 12% 
Don't know 14% 19% 22% 34% 

Source: University of Montana, Bureau of Business and Economic Research, Natural Relource Development in 
Montana: A Survey 01 Montana PutJlic Opin/Oll (Missoula. MClntana, 1986) tor the W .. tern Environmental Trade 
Association, Helena, Montana. 

Note: The percentage detail may not add to 100 because 01 r~CSing. 

Table :1 
Montanans' Attitudes regal'dlng the Location of 

Natural Resource Development Activity 

Timber 011 and Gas Hard Rock 
Cutting Elctraction Coal Mining Mining 

Adjacent to wllderna .. areu 
Should allow 70% 64% 51% 55% 
Should prOhibit 28% 33% 45% 39% 
Don't know 2% 3% 3% 7% 

Adjacent to national parka 
Should allow 60% 56~ 43% 45% 
Should prOhibit 38% 42% 54% 49% 
Don't know 2% 2% 4% 6% 

On other government lands-
Should allow 85% 83% 78% 79% 
Should prohibit 11% 12%' 17% 15% 
Don't know 3% 4% 5% 6% 

Source: University of Montana, Bureau of Business and EconomiC Research, NatutaJ RNOIII'Ce 
DeveJopment in Montana: A Surv.y of Montana PutJi.'c Opinion (Missoula, Montana, 1986) fO/' \he 
Western Environmental Trade ASIOCialion, Hel.".. MonIIna. 
Notes: The "Allow" and "Prohibit" calegOriea each inClude some who gave thoH ruponaea 
but with some qualification of their responae. P.rcem.ge detail may not add to 100 becauae 
of rounding. • 
"Government lands other than those In wilderne .. areu and nationlipatlCa. ' 

Bureau 01 BUSiness and Economic Research 

1986 ECONOMIC OlJTLOOK SEMINAR 
Unlverslly 01 Montana 
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THE PUBLIC PERCEPTION 

e Resource industries are. important to the 
economic health of the state. 

e Few Montanans view the state's resource in
dustries as thriving and successful. 

e Almost no one sees the current pace or level 
of development as too fast or too high. 

e Overall impressions of the industries are 
favorable, but marks for responsible 
citizenship are somewhat lower. 

e Development adjacent to wilderness is more 
acceptable than that near national parks, 
and few object to development on other 
government lands. 

e Substantial numbers of Montanans lack 
awareness about the state's resource in
dustries. 

Table 1 
Montanans' Assessment of Natural Resource Development In the State 

Naturel Resource Lumber and on and 
Development Wood Producta au . Coal 

In General Manufacturing Production Mining 
Importance to the ,tate', future 
economic he,lth 

Very essential 64% 63% 52% 45% 
Fairly essential 29% 30% 36% 39% 
Not too essential or not 

essential at all 4% 4% 9% 10% 
Oon't know 2% 4% 3% 8% 

Current pace or level of development 
Too fast or too high 7% 8% 5% 8% 
About right 46% 44% 42% 51% 
Too slow or too low 35% 33% 37% 20% 
Don't know 10% 14% 15% 23% 

Hard 
Rock 

Mining 

28% 
41% 

22% 
9% 

2% 
32% 
31% 
35% 

Source: University of Montana, Bureau of Business and Economic R ... arch, Nafut. Resource Development'" MOt/filii.: A 
Sutvey 01 Montarl. Public Opinion (Missoula, Montana, 1986) fOllhe Weatern EnVironmental Trade AIIocialion, Helena. Montana. 
Note: The percentage detail may not add to 100 because of rounding. 

Bureau 01 BUSiness and Economic Research 

1986 ECONOMIC OUTLOOK. SEMINAR 
University 01 Montana 
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Table 2 
Montanans' Impressions of Resour,=e Industries In the State 

Lumber and Hard Rock 
Wood Products 011 and Gas Coa' Mining Mining 

Curr.nt health of the Induatry 

Thriving and successful 14% 20% 24% 3% 
Static: Not thriving or declining 42% 46% 45% 31% 
Unhealthy and declining 370/D 20% 14% 42% 
Don't know 8% 13% 16% 23% 

Overall Impre .. lon of the Industry 

Favorable 78% 72% 63% 51% 
Unlavorable 11% 16% 21% 23% 
Don't know 11% 12% 16% 26% 

Pertormance ... responsible clll<len 
oltha Slat. 

Excellent 6% 5% 5% 3% 
Pretty good 47% 38% 34% 22% 
Only fair 29% 30% 29% 28% 
Poor 4% 8% 10% 12% 
Don't know 14% 19% 22% 34% 

Source: University of Montana, Bureau of Business and Economic Research, Natural Resource Development in 
Montana: A Survey 01 Montana Public Opirnon (Missoula, Montana, 1986) lor the Western Environmental Trade 
ASSOCiation, Helena, Montana. 

Note: The percentage detail may not add to 100 because of rounding. 

Table 3 
Montanans' Attitudes regarding the Location of 

Natural Resource Development Activity 

Timber 011 and Gas Hard RoCk 
Culling .!!!:ractlon Coal Mining Mining 

Adjacent to wllderne .. are .. 
Should allow 70% 64% 51% 55% 
Should prOhibit 28% 33% 45% 39% 
Don't know 2% 3% 3% 7% 

Adjacent to naUonal parka 
Should allow 600/0 56% 43% 45% 
Should prohibit 38% 42% 54% 49% 
Don't know 2% 2% 4% 6% 

On other government land .. 

Should allow 85% 83% 78% 79% 
Should prohibit 11% 12%" 17% 15% 
Don't know 3% 4% 5% 6% 

Source: University of Montana, Bureau of Business ,md Economic Research, Natural Ruoun:e 
Development in Montena: A Survey 01 Montana Public: Opinion (Missoula, Montana, 1986) for the 
Western Environmental Trade ASIOCiation, Helena, Montana. 
Note.: The "Allow" and "Prohibit" categories eactl include some who gave thoM responses 
but with some qualification of their response. Perctlntage detail may not add to 100 because 
of rounding. 
-Government lands other than those in wilderness areas and national parka, 

Bureau 01 BuSiness and EconomiC Research 
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THE PUBLIC PERCEPTION 

e Resource industries are important to the 
economic health of the state. 

e Few Montanans view the state's resource in
dustries as thriving and successful. 

e Almost no one sees the current pace or level 
of development as too fast or too high. 

e Overall impressions of the industries are 
favorable, but marks for responsible 
citizenship are somewhat lower. 

e Development adjacent to wilderness is more 
acceptable than that near national parks, 
and few object to development on other 
government lands. 

e Substantial numbers of Montanans lack 
awareness about the state's resource in
dustries. 

Table 1 
Montanans' Assessment of Natural Resource Development In the State 

Natural Resource Lumber and OUand 
Development Wood Producta Gu' Coal 

In General Manufacturing Production Mining 
Importance to the state's future 
economic: health 

Very essential 64% 63% 52% 45% 
Fairly essential 29% 30% 36% 39% 
Not too essential or not 

8558nlial at all 4% 4% 9% 10% 
Oon't know 2% 4% 3% 6% 

Current pac:e or level of development 

Too 'ut or too high 7% 6% 5% 6% 
AbOut righl 46% 44% 42% 51% 
Too slow or too low 35% 33% 37% 20% 
Don'l know 10% 14% 15% 23% 

Hard 
Rock 

Mining 

28% 
41% 

22% 
9% 

2% 
32% 
31% 
35% 

Sourc.: University of Monlana, Bureau of Business and Economic ResearCh, Natural Re.ource Development in Montana: A 
SuN'l' 01 Montana Public Opinion (Missoula, Montana, 1986) lor lhe Western EnVironmental Trade AIIociation, Helena, Montana. 
Note: The perc.nlage delail may nol add 10 100 because of rounding. 

Bureau 01 BUSiness and EconomiC Research 

1986 ECONOMIC OUTLOOK SEMINAR 
Unlverslly 01 Montana 
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Table 2 
Montanans' Impressions of Resou rce Industries in the State 

Lumb.r and Hard Roctl 
Wood Products OUand G .. Coal Mining Minlns 

Curr.nt h.alth 0' the Industry 
Thriving and successful 14% 20% 24% 3% 
Static: Not thriving or declining 42% 46% 45% 31% 
Unhealthy and declining 37% 20% 14% 42% 
Don'l know 8% 13% 16% 23% 

Ov.rall Impr ... lon 0' the Industry 
FavoraDle 78% 72% 63% 51% 
Unlavorable 11% 16% 21% 23% 
Don't know 11% 12% 16% 26% 

Performance .. a responalble citizen 0' the .. at. 
Excellenl 6% 5% 5% 3% 
Pretty good 47% 38% 34% 22% 
Only lair 29% 30% 29% 28% 
Poor 4% 8% 10% 12% 
Don'l know 14% 19% 22% 34% 

Source: University of Montana, Bureau of Business and Economic Research, Natural Resource Dellelopment in 
Montana: A Survey 01 Montana Public Opinion (Missoula. MOlltana, 1986) lor the Western Environmental Trad. 
AssociatIon, Helena, Montana. 

Note: The percentage detail may not add to 100 because 01 rounding. 

Table ~I 
Montanans' Attitudes regarding the Location of 

Natural Resource Development Activity 

Timber 011 and Gas Hard Rock 
Cutting ~~~ Coal Mining Mlnins 

Adjac.nt to wlld.rne .. ar.as 
Should allow 70% 64% 51% 55% 
Should prohibit 28% 33% 45% 39% 
Don't know 2% 3% 3% 7% 

Adjacent to national pam 
Should allow 60% 56% 43% 45% 
Should prohibit 38% 42% 54% 49% 
Don't know 2% 2% 4% 6% 

On oth.r gov.rnm.nt land.-

Should allow 85% 83% 78% 79% 
ShOuld prohibit 11% 12%" 17% 15% 
Don't know 3% 4% 5% 6% 

Source: Universily of Montana, Bureau of Business and EconomiC Research. Natural Resource 
Development in Montana: A Survey 01 Montana Puolic Opinion (Missoula, Montana, 1986) for the 
Western Environmental Trade Association, Helenil, Montana. 
Notes: Th. "AllOW" and "Prohibit" cat.gories each include some who gave tho8. r.sponses 
but wilh some qualification of their response. Perc:entage delail may not add to 100 because 
of rounding. 
"Government lands other than those in wildernesl, areas and national parka. 

Bureau 01 BUSiness and Economic Research 

1986 ECONOMIC OUTLOOK SEMINAR 
Universily 01 Montana 
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THE PUBLIC PERCEPTION 

• Resource industries are important to the 
economic health of the state. 

• Few Montanans view the state's resource in
dustries as thriving and successful. 

• Almost no one sees the current pace or level 
of development as too fast or too high. 

• Overall impressions of the industries are 
favorable, but marks for responsible 
citizenship are somewhat lower. 

• Development adjacent to wilderness is more 
acceptable than that near national parks, 
and few object to development on other 
government lands. 

• Substantial numbers of Montanans lack 
awareness about the state's resource in
dustries. . 

Table 1 
Montanans' Assessment of Natural Resource Development In the State 

Haturel Resource Lumber and OUanca 
Development Wood Producta Gas . Coal 

In Ganeral Manulacturlng Production Mining 
Importance to the atate 'a luture 
economic health 

Very essential 64% 63% 52% 45% 
Fairly essential 29% 30% 36% 39% 
Not too essential or not 

essenllal at all 4% 4% 9% 10% 
Don't know 2% 4% 3% 6% 

Current pace or level of development 
Too fast or too high 7% 6% 5% 8% 
About right 46% 44% 42% 51% 
Too slow or too low 35% 33% 37% 20% 
Don't know 10% 14% 15% 23% 

Hard 
Rock 

Mining 

28% 
41% 

22% 

9% 

2% 
32% 
31% 

35% 

Source: University of Montana, Bureau of Businesa and Economic ResearCh, NallnJ RNOUIC. DeveJopment in Montana: A 
Sutv'y of Montana Public Opinion (MiuouIa, Montana, 1986) fOt the Western Envaronmenlai Trade AIIociation, H ..... MonW\a. 
Note: The pereantag. detail may not add to 100 becau .. of rounding. 
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Table 2 
Montanans' Impressions of Resource Industries In the State 

Lumb.r .nd Hard Roc:k 
Wood Product, 011 and Gas Coal Mining Mining 

Curr.nt health of the Indu.try 

Thriving and successful 14% 20% 24% 3% 
Static: Not thriving or declining 42% 46% 45% 31% 
Unhealthy and declining 370/0 20% 14% 42% 

Don't know 8% 13% 16% 23% 

Over.1I Impreaalon of the Industry 

Favorable 78% 72% 63% 51% 
Unfavorable 11% 16% 21% 23% 
Don't know 11% 12% 16% 26% 

Performance .s a r.,ponlilbl. citiz.n 
of the ltate 

Excellent 6% 5% 5% 3% 
Pretty good 47% 38% 34% 22% 
Only fair 29% 30% 29% 28% 
Poor 4% 8% 10% 12% 
Don't know 14% 19% 22% 34% 

Source; University of Montana, Bureau of Business and Economic Research, Natural Resource Development in 
Monlana: A Survey 01 Montana PubliC Opinion (Missoula, Montana, 1986) for the Western Environmental Trade 
ASSOCiation, Helena, MO,ntana. 

Note: The percentage detail may not add to 100 because of rounding. 

Table 3 
Montanans' Attitudes regarding the Location of 

Natural Resource Development Activity 

Timber Oil and Gas Hard Rock 
Cutting .!!!:rac.!!!m.. Coal Mining Mining 

Adjacent to wilderne ... ,. .. 

Should allow 70% 64% 51% 55% 
Should prohibit 28% 33% 45% 39% 
Don't know 2% 3% 3% 7% 

AdJac.nt to national parks 
Should allow 60% 56% 43% 45% 
Should prohibit 38% 42% 540/0 49% 
Don't know 2% 2% 4% 6% 

On oth.r governm.nt land,· 

Should allow 85% 83% 78% 79% 
Should prohibit 11% 12% 17% 15% 
Oon't know 3% 4% 5% 6% 

Source; University 01 Montana, Bureau 01 Business Hod Economic Research, Natural Resource 
Development in Montana: A Survey of Montana Public: Opinion (Missoula, Montana, 1986) for the 
Western Environmental Trade Association, Helena, Montana. 
Not.s: The "Allow" and "Prohibit" categories eacl1 include some who gave thOse response. 
but with some qualification 01 their response. Perc.,ntage detail may not add to 100 because 
01 rounding. 
"Government lands other than those in wilderness ,are •• and national parkl. 

Bureau 01 BUSiness and EI:onomlC Research 

1986 ECONOMIC OU~rLOOIi SEMINAR 
University 01 Montana --
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TESTIMONY OF JIM MURRY ON HOUSE BILLS 252, 274 AND 456 BEFORE THE HOUSE 
TAXATION COMMITTEE, JANUARY 28, 1987 
------------------------------------------------------------------------------
My name is Jim Murry and I am here today on behalf of the Montana State 
AFL-CIO to testify on HB 252, HB 274 and HB 456. 

Our labor organization represents workers at all levels of the economic 
spectrum who are employed in both the public and private sectors and engaged 
in a broad variety of occupations. At our August 1986 annual convention, 
our labor federation modified its position on Montana's coal severance tax. 
Whereas, prior to this convention we had maintained a firm position in support 
of the 30 percent severance tax rate, our 30th annual convention adopted 
a position that, " ... the Montana State AFL-CIO review its position to 
support a reasonable reduction of the 30 percent rate." 

The positions taken by our state federation were contingent upon a review 
of our current 30 percent tax rate which would show that through a reduction 
in the 30 percent level, " ... the competitive bidding positions of Montana 
coal would be substantially improved." At the same time, our convention 
declared that this reduction in the severance tax be predicated on replacement 
sources of revenue, such as implementation of a progressive state corporate 
income tax. 

Mr. Chairman, we do not claim to be experts on the coal severance tax. 
In fact, we suggest that you, the legislators, are the authority which should 
review the impact our 30 percent coal tax rate has on our competitive bidding 
process. It is the responsibility of the legislature, as the elected representatives 
of the people, to make the determination as to what level of coal taxation 
;s appropriate. We do not, therefore, appear before you to testify in support 
or opposition to HB 252, HB 274 or HB 456. You may have several other proposals, 
as well as these, to choose from as you deliberate on the most prudent course 
of acti on. 

However, we state emphatically that should the legislature deem it necessary 
to reduce the 30 percent rate, progressive replacement sources of revenue 
must be adopted. 

Members of the Committee, the Montana Legislature must not replace the revenue 
shortfalls caused by coal severance tax reductions with regressive tax proposals. 
A sales tax would place an inordinate burden on not only our members, but 
on the vast majority of Montanans as well. We urge instead that you seek 
progressive tax reform measures to replace revenue lost by any reduction 
in our coal severance tax. Taxes based on income and the ability to pay 
are the only positive way to balance revenue between coal tax reduction 
losses and the needs of state and local government. It is important for 
you to keep this in mind when deliberating over possible coal tax reductions. 

PRINTED ON UNION MADE PAPER 



RESOLunON 41 

WHEREAS, the Montana State AFL-CIO has a long-standing position in favor of 
maintaining the Montana coal severance tax at 30 percent of mine-mouth price; 
and 

WHEREAS, the coal severance tax was enacted to mitigate the impacts of coal 
mining in Montana, and has been effective in dOing so; and 

WHEREAS, social costs associated with large-scale coal mining such as 
building roads, schools, water and sewer systems, and other infra-structure 
needs have been largely alleviated through the Montana coal severance tax; and 

WHEREAS, on-going mining in Montana demands that we maintain a coal 
production-related tax of a level sufficient to meet current social needs, 
and pl ace some revenue in reserve for ':uture generati ons as compensati on 
for a lost non-renewable resource; and 

WHEREAS, coal mining in Mor~ana as well as all across the nation is at a 
decl i ne because of reduced c.;emand for coal; and 

WHEREAS, competition for sale of Montana coal with other states in this 
power region is becoming stiffer as a result of reduced demand for coal 
power; and 

WHEREAS, Montana coal faces a disadvantage in bidding competition because 
ncn-competitive rail transportation rates are related to the monopoly of rail 
transportation in Montan~ by the Burlington Northern Railroad; and 
WHEREAS, neither President Reagan nor ~he Congress appears willing to force 
rail rates down to a responsible level; and 

WHEREAS, the Montana legislature can d·:> 1 ittle to affect rail rates in 
Montana, bllt can irr.prove t~e competitive ~osition for sale of Montana coal 
by regulating the taxation level of the coal; and 

WHEREAS, the livelihood of many union Brothers and Sisters is at risk due 
to cutbacks in production of Montana c:>ai; 

THEREFORE BE IT RESOLVED, that the Montana State Building and Construction 
Trades Council convention goes on reco~d as encouraging the Montana State 
AFL-CIO to review its position on the retention of the 30 percent coal 
severance tax; and 

BE IT FURTHER RESOLVED, that should this review establish that the 
competitive bidding position of Montana coal could be substantively improved 
through a reduction in the 30 percent level of Montana's coal severance tax, 
that the Montana State AFL-CIO review its position to support a reasonable 
reduction of the 30 percent rate; and 

BE IT FURTHER RESOLVED, that support for such a reduction in the coal 
severance tax be contingent upon suppcrt for and legislative adoption of a 
replacement source of revenue for state and local governments impacted by 
any reduction in the coal severance tax; and 

BE IT FURTHER RESOLVED, that one such area of replacement tax to be 
supported by the Montana State AFL-CIO come from a revision of the Montana 
corporate income tax to establish a progressive corporate income tax based 
upon the ability to pay; and 

BE IT FINALLY RESOLV.£D, that this resolution be submitted to the 30th Annual 
Convention of the Montana State AFL-CIO for its concurrence and adoption. 

SUBr~ITTED BY THE MONTANA STATE BCILDING AND CONSTRUCTION TRADES COUNCIL 
CONVENTION VOTED CONCURRENCE, AS A,\1ENDED 



MISTER CHAIR}~~ AND COMMITTEE ~~MBERS 

~~ NAME IS CRAIG NILE AND I MI A MACHINEST FOR PEABODY COAL WHICH IS LOCATED IN 
COLSTRIP, ~10NTN'A. 

I AM HERE TO rXPRESS m CONCERN ABOUT THE DECLINE OF COAL PRODUCTION IN MONTANA. J '). (' r I 
THIS IS NOT ~r, FIRST TRIP TO HELENA, AS I WAS HERE FOR THE SPECIAL SESSION. AFTER')" !' 
TALKING TO VAT' [OUS LEGISLATORS DURING THE SPECIAL SESSION, I BECAME QUITE CONFUSED. 
SOME LE~ISLAT( ,!:S FELT THAT THE SEVERANCE TAX DOES NOT AFFECT THE PRICE OF A TON OF 
COAL, SO~!E BL',,\!E THE P~ULROAD, SO~!E BlOLIEVE IT IS OUR GEOGRAPHIC LOCATION, OTHERS 
FEEL IT IS Till: COST OF PRODUCTION OR LABOR OR CORPORATE PROFIT, SOME WENT AS FAR 
AS TO SAY THEY DID NOT IJANT COAL MINED IN }lONTANA AT ALL. SO I DECIDED TO GO HOME 
AND STUDY THE FACTS. I READ EVERY FACT Al'lD FIQURE THAT I COULD GET MY HANDS ON 
ABOUT THE SEVERANCE TAX AND DREW A BLANK. I FOUND THAT 30 VERY WELL QUALIFIED 
PEOPLE CAN TAKE ONE TON OF COAL AND THE SEVERANCE TAX FORMULA AND COME UP WITH 
30 DIFFERENT p.RICES. I CANE TO THE CONCLUSION THAT NOT ALL THE SO CALLED "FACTS" 
WE ARE PRESENTED WITH ARE IN FACT FACTUAL. WHAT WE OFTEN GET IN PLACE OF FACTS 
ARE ~'f.ACTOIDS". A FACTOID IS A STATEMENT LIKE A FACT BUT IS IN FACT NOT A FACT. 
I DECIDED TO FIND MY OWN FACTS THAT ARE INDISPUTABLE STATEMENTS EXPRESSING REALITY 
AND PRESENT THEH TO YOU TODAY. 

THE SEVERANCE TAX WAS ENACTED IN PART TO LIMIT THE GROWTH OF THE COAL INDUSTRY IN 
MONTANA Al'lD IT HAS DONE JUST THAT! IN 1975, WYOMING PRODUCED 23.8 MILLION TONS 
OF COAL AND MONTANA PRODUCED 22 MILLION TONS, YET JUST 10 YEARS DOWN THE ROAD IN 
1985 MONTANA PRODUCED 33.1 MILLION TONS Al'lD WYO}ITNG PRODUCED 140.4 MILLION TONS. 

IN 1986, MONTANA EXPERIENCED AN EXPORT DECREASE OF 7.2%, WHILE THE REST OF THE 
UNITED STATES WAS HAVING A 1% INCREASE. 

BIG SKY MINE, !mERE I !.JORK, HAS LAID OFF 19 MEN AND THE ANNUAL GROSS INCOME OF 
THE AVERAGE WORKER HAS DROPPED 25% FROM 1985. 

PEABODY COAL CLAIMS TO HAVE DROPPED THE PRICE OF A TON OF COAL $.70 IN 1986 TO 
T~Y A!~D STAY IN THE }!AP~ET. 

I;' j"/" !".,d', , ... 

THE RAILROAD HAS CUT THEIR RAIL RATES $ ~ Pit", Teu MILE OUT OF MONTANA, AND THAT 
IS A START IN THE RIGHT DIRECTION. 

OUR GEOGRAPHIC LOCATION IS ONE OF THE BEST THINGS WE HAVE GOING FeR US, AS WE J\ ':E 
200 MILES CLOSER TO THE MINNESOTA MARKET THAN ALL OTHER MINES IN THE POWDER RHER 
BASIN. 

MONTANA PRODUCTION COSTS ARE BOUND TO BE A LITTLE MORE THAN THOSE OF THE MINES IN 
THE POWDER RIVER BASIN, BECAUSE MONTANA COAL HAS 60 FOOT OF OVERBURDEN AND A 
30 FOOT VEIN OF COAL, ImEREAS, WYOMING COAL ONLY HAS 30 FOOT OF OVERBURDEN AND A 
~ FOOT VEIN OF COAL. 

AS FOR THE ARGUEMENT, "THAT WE DON"T WANT COAL MINED IN MONTANA AT ALL", I DON'T 
THINK THE~~9~IW~p THINKING ABOUT THE FACT THAT THE REVENUE GENERATED BY MINING 
IS A~~ ALL MONIES GENERATED IN THE STATE AND I DONT THINK THE STATE BUDGET 
COULD STAND A ~ CUT OR COULD THEY? 

IF YOU READ WYOMING GEO-NOTES, NO. 12, by Gary Glass, State Geologist, READ BETWEEN 
THE LINES A LITTLE BIT AND HE PREDICTS THAT WYOMING lJILL HAVE A GRADUAL INCREASE 
IN PRODUCTION I.J~'TIL 1991, YOU lJILL C~ ~ THE SA}!E CONCLUSION THAT I HAVE AND THAT 
IS WYOMING IS LOOKING AT MONTANAS M E fA MARKET. 

I DONT THINK MONTANA WILL EVER BE ABLE TO MATCH WYOMINGS PRODUCTION LEVELS, BUT 
I WOULD BE HAPPY TO REGAIN SOME OF OUR LOST EXPORT PRODUCTION AND EXPERIENCE A 
GRADUAL INCREASE. I FEEL HB 274 COULD DO JUST THAT. FIRST, THE BILL GIVES 
IMMEDIATE RELIEF TO COMPANIES COMPETING IN THE SPOT MARKET. SECOND, IT PROVIDES 
INCENTIVE FOR CONPA.'lIES InTH LO~G TER11 CONTRACTS TO BUY MORE THAN THE MINIMUM 
CONTRACT AMOUNT. THIRD, IT WILL PROVIDE EXTENSIONS OF OLD LONG TERM CONTRACTS. 
FOURTH, IT IJILL GENERATE REVENUE FOR THE STATE OF MONTANA IN THE BEGINNING YEARS. 

TO SUM IT UP, LET US USE THE OLD ADAGE "KEEP IT SIMPLE s.~", AND LET'S PUT OUR 
HEADS TOGETHER AND HAKE A LAW THAT WILL WORK FOR THE MONTANA COAL MINER AND LET IT 
BE SHIPLE ENOUGH THAT ~!INERS CA." UNDERSTA.'lD IT WHEN THE TIME COMES TO REVISE IT 
AGAIN. 

THAl~~ YOU FOR YOUR TI~~. 
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If we get rid of our basic industries, 
it'll be just like the good old clays. 
TIris is a plug for the fanner. The forester. The altuninum worker. For those 

1,000,000 Northwesterners who make a living by actually making something. 
Theirs are the critical jobs. The jobs that support other jobs-two to one. 

The day we think we can live without them. is the day we'll have trouble living at all. 

If we lose our basic inclustries,this 
may be all the Northwest has to export • . l 

When the Northwest wants to do business with the rest of the world, we do .." 
it in altuninum, forest products and food. Last year, nine of our top ten exports 
were from such basic mdustries. 

So while the Northwest economy may be changing, the foundation remains 
the s;~mp. HilS;. inrlllC:::trv Tf wp fnrrrpt th:lt ",.,'11 fI"nlr thp """cot ;TY\,.,,,,....,,..,t t""t 
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H the Northwest becomes a service 
eCOll(HllJ, 1,000,000 parents could 
spend a rOt more time with the kids. 

All jobs are important But those in basic industry are critical to this regions 
future. Every fanner, forester, fishennan and aluminum worker -w:h,?'s ernplored . 
creates the need for at least two other jobs in the Northwest BasIc IIldustry III this 
part of the world is just tha~ Ba;;~._ _, 

Turning the Northwest into a 
service economy would be easy. Why, 
this man is dying to start his life over. 

,Imagine what it wot~!d (~~ellike to !)ut 30 years of your life into a job, only to 
be told it's no longer im~or!.(lnt.· , , 

If we abandon our ')'IS:': in :'.l.:ili.t':;, we're going to watch it happen to over 
1, 000, 000 men aDd 'VOi ',('Ii. l'anne'. s. l' ,~l;;gcr::;. Mill 'Workers. Altuninum workers. 

Then, we w] huve "~:1ched U;c r)Q;\'~ where we're throwing away a lot more 
than jobs. We'll be thro\\ i1~ away our (e~on's most precious resource. - - . 



WITNESS STA,]~EMENT 

NAME &eN wUI.'Qd'fr$ BILL NO. 252 I 

ADDRESS Ito ~ f !y-"J.'ft I B~I!~/ MF 5'1712( _ DATE ~ 
WHOM DO YOU REPRESENT? kk~k('N (A.k'~!~ Co a.n/ -t'J..~ loA / C!x.t.( ColL&lLt'! 

---- ,j 
SUPPORT ~ OPPOSE AMEND ----
PLEASE LEAVE PREPARED STATEMENT wrm SECRETARY. 

Corrunents: 
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HB 274 

I am Dan Stanley, a coal miner and President of Save Our 

Sta te. 

I am here to speak to you on behalf of the coal miners. 

It has come to my attention that it seems the only thing the 

state is interested in is the revenue that the coal industry has 

given the state, !2! the jobs it has created or the people that 

have worked in the mines, giving one of the highest productions 

per person in the United States. 

We have to move more dirt, dig deeper for a shorter coal 

seam than in all Wyoming. 

Let's take a look at the miners. All we are are just 

people, trying to support our families. We buy from local 

busineses. We participate in baseball, as wrestling coaches, and 

in the Deacon Church. And we are taxpayers • 

In 1983 the state took $87 million in severance tax and 

there was $153.6 million in state, local and federal taxes taken. 

The payroll was only $57.3 million. Mineral costs and service 

costs being $37.9 million. It behooves me that when we pay 61.7\ 

in taxes why we are in the coal mining business in Montana today • 

Last time I was up here was during the special session to 

testify to put a cap on the coal tax trust fund. I could not 

believe the people that were against the cap just so they could 

get their hands on some of the coal tax moneys tha t the people in 

the mines work for. They did not care when 300 miners were out 

of work or even if they were going back to work, just as long as 

they got their piece of the pie. 



Let me ask how many of you h'!lve ever been to a coal mine in 

Montana, talked to the people who work in the mines or talked to 

t he people who have been la id j:Jff--some over a year. Some 

families have moved away trying to find jobs--some wondering 

where their next paychecks would come from and how they will feed 

their families and heat their hClmes. These ~ people. Their 

labors that have put $300 million in the coal permanent trust 

fund and millions in the general fund, not counting schools, 

parks, water projects, libraries, and all of the other funding 

that comes from the severance tax. 

We feel that Tom Asay's House Bill 274 will satisfy the 

state in revenue. The bill will also put our miners back to work 

and with our long-term contracts coming up in the future, maybe 

we can keep them. And this is the only bill we feel will 

possibly put the miners back to work immediately. 

Thank you. 



TESTIMONY ON HB 456 

HOUSE TAXATION COMMITTEE 

TERESA OLCOTT COHEA, EXECUTIVE ASSISTANT TO GOVERNOR 

JANUARY 28, 1987 

Mr. Chairman and members of the Committee, I appear in opposition to 
H B 456, Representutivc 9 rC'::nls !:)i II. 

The stated purpose of H B 456 and the other two bills the Committee has 
heard today is to make sure Montana coal remains competitive in the market 
and to keep this industry -- which is so important to Montana's economy 
producing coal. 

We agree with this objective. Based on the success of his "window of 
opportunity" tax credit which proved that reducing the tax rate to 20% did 
help a Montana producer secure a major contract, --the Governor has 
proposed that the coal severance tax rate be permanently reduced to 20% by 
July 1, 1990 -- before most of the current contracts come up for renewal. 

However, while we are in agreement with the stated objectives of HB 
456, we think there are two serious flaws in the bill. 

1) Administrat:on. This bill imposes the coal severance tax on the 
purchaser of Montanas coal, rather than the producer. So, instead of col
lecting the tax from six Montana producers, we will try to collect the tax 
from about 50 purchasers -- most of whom are outside the State of Montana. 
To illustrate -- Western Energy sells to over 30 customers. Instead of 
collecting tax on the 11 million tons produced each year by Western Energy, 
the Department of Revenue will have to collect from the City of Sleepy Eye 
for its 1,500 tons/year purchase, from Fergus Falls, MN, for 1,800 tons/year, 
Northern Minnesota Sugar Beet Coop for 950 tons/year, and so on. 
Obviously, the administrative costs of collecting the tax are increased when 
the number of returns is increased from 6 to 50 per quarter but, more 
importantly, DOR will be trying to collect the tax from purchasers who have 
no economic or physical presence in Montana. I suspect that enforcing 
Montana tax law in Minnesota, -Wisconsin, and Michigan will be ""'difficult 
undertaking! " 

Another problem is the point it which the tax is imposed. Under 
sections 1 and 3 of the bill, the tax is imposed upon the purchaser who 
actually burns the coal. A broker who buys the coal for resale is specifically 
excluded from paying the tax. So, a broker could buy the coal from a 
Montana mine, transport it to the midwest, store it in a facility where it will 
possibly be mixed with other coal, and later resell it to a uti lity. The coal 
only becomes taxable when the utility purchases it. 
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H 8 456/Testimony 
Page Two/Teresa Olcott Cohea 
January 28, 1987 

J-o f.J.ontana coal would be taxed only after it left Montana and only after it has 
changed hands, at least one and perhaps twice. 

Furthermore, there could be a yecir's lag in collecting portions of the 
tax. Section 4 of the bill allows the purchaser to multiply his first quarter's 
production by four and take the lowest tax rate for this annualized purchase. 
If his total purchases for the year fc:!1 shcrt of ''lis level, the Department has 
to recalculate the tax due and bill him for the extra. As an example, a 
purchaser could buy 1.5 million tons in the first quarter of 1989, making his 
purchase eligible for the 16% tax rate. However, if he only purchased 1 
million tons during the remainder of th~~ year, the Department would have to 
recalculate a 20% tax rate on the first quarter's production and bill him in 
January 1990 for the extra. I n other words, the Department would be trying 
to collect tax on coal that was produced over a year before, that has been 
shipped out of state, and that has changed hands several times. 

The coal severance tax is too important a revenue source to risk 
collections with these long-distance, second and third-hand transactions. 

2) Discrimination. The sliding scale in the bill would be available to 
fewer than 10% of Montana coal customers -- those that purchase more than 
2.5 million tons per year. 

Ninety per cent of our customers-- who account for nearly 60% of total 
production -- would not receive any benefit from the bill's sliding scale. 
Several witnesses today have discussed the importance of treating our exist
ing customers fairly and encouraging their business. This bill seems to do 
the exact opposite to 90% of our customers. 

I understand that Representative Brown is considering an amendment 
that would extend the sliding scale to ~;maller customers by allowing a lower 
rate for coal purchased through brokers. However, if the purpose of this 
bill is to decrease the delivered price of Montana coal, how can requiring 
sales through a broker in order to rece!ive a lower tax rate achieve this goal? 
The broker wi", of course, have costs and take a profit in passing the coal 
onto a purchaser. So, the tax saving would simply be transferred to the 
brokers' pocket rather than lowering tr.e market price of the coal. For 
ex()mple, the tax savings between a 20% tax rate and a 16% tax rate is 
25¢/ton. The brokers' cost will no doubt consume a major portion of this tax 
savings. 

For these reasons, we oppose HB 456 and hope the committee will instead 
consider the several other bi lis that tre:at all Montana customers equally and 
allow for cost-effective collection, while still providing a permanently lowered 
tax rate that will help keep Montana coal competitive. 



TONNAGE 

Gov. 
H.B. 

PROJECTED PRODUCTION LEVELS AND REVENUE 
FORECASTS FOR H.B. 456 AND GOVERNOR SCHWINDEN PROPOSAL 

FISCAL YEAR - - - -

88 89 90 91 92 

Schwinden (1) 29.9 31.8 31.8 30.8 30.8 
456 (2) 29.9 35.7 37.0 38.4 38.5 

-0- 3.9 5.2 7.6 7.7 -
FISCAL YEAR 

REVENUES/$MILLIONS 
88 89 90 91 92 

Office of Budget 78. 7 81. 9* ----not available----

Gov. Schwinden (1) 78.7 67.8* ----not available----
H.B. 456 (2) 78. 7 49.6* ----not available----

-0- 18.2 

* The difference in FY 89 between the Budget Office and H.B. 456 is $32.3 million; 
the difference in FY 89 between the Budget Office and Governor Schwinden is 
$14.1 million. 

NOTE: 

(1) Forecast Assumes: 

NOTE: 

1. No reduction in current tonnage levels under existing contracts 
despite the fact that 50% of Montana's coal production is priced 
at an average contract sales price of $10.60/ton. Current market 
for coal in Montana is approximately $7.50/~on. 

(2) Forecast Excludes: 

1. The development of ~ generation facilities in Montana's market 
area, including ~ onsite generation in Montana. 

2. Geographical'extension of Montana coal market reach by 1992. 

3. Development of industrial buyers. 

4. Expansion of utilities into non-utility coal businesses. 

5. Economic benefits (i.e. jobs, wages, broader tax base) resulting 
from increased production level. 



MONTANA COAL PURCHASE PROJECTIONS UNDER 
GOVERNOR SCHWINDEN'S PROPOSAL 

,.. 

Purchasers 1987 
Fiscal Year 

1988 1989 1990 1991 

Montana Power Co. 
(Corette, Colstrip 1-4) 

Detroit Edison 

Commonwealth Edison 

Northern States Powe 

Minnesota Power 

Utility Fuels 

r 

t Wisconsin Power & Ligh 

Western Fuels 

Miscellaneous 

Note: 

6.2 

8.5 

2.6 

3.5 

2.8 

2. 1 

1.5 

0.2 

1.4 

1. Effective tax rate 7-1-88 

6.5 7.2 7.2 7.2 

6. ,~ 8.0 8.0 7.0 

3.7 3.7 3.7 3.7 

4.2 3.5 3.5 3.5 

2.,B 2.8 2.8 2.8 

2. 1 2.1 2.1 2.1 

1.5 1.5 1.5 1.5 

0.5 1.0 1.0 1.0 

2.1 2.0 2.0 2.0 

25% for FY 89 and FY 90, and 20% for FY 91 and beyond; 
20% window through FY 90 

-

1992 

7.2 

7.0 

3.7 

3.5 

2.8 

2.1 

1.5 

1.0 

2.0 
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MONTANA COAL PURCHASE PROJECTIONS UNDER HB 456 

EFFECTIVE 7-1-88 UNDER THE BILL 

Purchasers 

Montana Power Co. 
(COrette, Colstrip 1-4) 

Detroit Edison 

Commonwealth Edison 

Northern States Powe 

Minnesota Power 

Utility Fuels 

Wisconsin Power & Light 

Western Fuels 

Miscellaneous 

Notes: 

1. Bill extends "Window of Opportunity" for new incremental production 
from 7~1-87 to 7-1-88. 

2. Effective 7-1-88 the rate for all coal purchased by each purchaser 

0 - 2.5 million tons: 20% 
2.5 - 5.0 million tons: 18% 
5.0 - 7.5 million tons: 16% 
7.5 - 10.0 million tons: 14% 
10 million tons & above: 12~% 

3. Percentage each purchaser will pay under bill effective FY 89. 
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Montana 

Coal 

R.nk by 1884 
R.HI'V. ba .. R.a.,Ye Production 

St.t. (Bllilona of Tona) B ... (Mllllona of Tona) 

Montana 120.3 1 33.0 
Illinois 79.1 2 63.8 
Wyoming 69.6 3 130.9 
Kentucky 40.2 4 159.5 
West Virginia 39.1 5 131.0 
Pennsylvania 30.0 6 73.3 
Ohio 18.9 7 39.3 
Colorado 17.2 8 18.0 
Texas 13.8 9 41.1 
Indiana 10.5 10 37.6 
North Dakota 9.9 11 22.1 
Utah 6.4 12 12.3 
Alaska 6.2 13 .9 
Missouri 6.0 14 6.7 
AlaDama 5..2 15 27.1 

Source: U.S. Energy Information Administration 
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PROPOSED AMENDMENTS 

House Rill 274 

June 30, 1987 Credit Expiration 

1. Page 10, lini 16 

Following: 
Insert: 

"Was Produced" 
"Each Quarter" 

2. Page 10, line 21 

Following: 
Insert: 

"Qualified Purchaser" 
"Each Quarter" 

3. Page 10, line 24 

Following: "Production For A" (line 23) 
Strike: "Calendar Year" 
Insert: "Quarter" 

4. Page 11, line 8 

Following! 
Insert: 
Strike: 

"DURING THE" 
"19~5 and 1986" 
"Previous" 

5 Page 11, line 8 

Following: "Calendar" 
Strike: "Year" 
Insert: "Years" Credits earned from January 1, 1987 through 

June 30, 1987 will be claimed in the corresponding 
quarters of the following year." 



December 31, 1986 Credit Expiration 

1. Page 8, lines 6-12 

Delete: (3rd column) 
"% of VALUE" 
"of Incremental" 
"Production:" 
"07," 
"10%" 
"10%" 
"10%" 

2. Page 8, line 12 

Following: "10%" 
Insert: "On incremental production after December 31, 1986 

the tax rate is 10% of value. 

3. Page 8, lines 14-20 

Delete: (3rd column) 
"% of VALUE" 
"Of Incremental" 
"Production:" 
"0%" 
"7%" 
"7%" 
"7%" 

4. Page 8, line 20 

Following: 
Insert: 

"7%" 
"On incremental production after December 31, 1986 the 

tax rate is 7% of value." 

5. Page 10, line 10 

Following: 
Strike: 
Insert: 

"or after" 
"June 30, 1987" 
"December 31, 1986" 



Credit Expiration 
Page ? 

6. Page 11, line 9 

Following: 
Strike' 
Insert: 

"prior to" 
"July 1, 1987" 
"January 1, 1987" 

7. Page 14, line 5 

Insert: "NE\\ 8ECTION. Section 8. Applicability. The amendments to 
15-35-103 in Section 3 that provide for tax rates or incremental 
production after January 1, 1987, apply retroactively, within 
the meaning of 1-2-109." 

Renumber: subsequent sections 
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Helena. MT 59624 
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Testimony PrE~sented to House 

Taxation Committee in Opposition to 

House Bills: 252 & 274 

January 28, 1987 

Field Office 
Box 886 
Glendive, MT 59330 
(406) 365-2525 

EXHiBIT tf'I.tL, 
DA T E-.L - ~ 1--17-
HB ~c::L- _ 

MR. CHAIRMAN AND MEMBERS OF THE COMMITTEE, MY NAME IS BILL 

GILLIN. 11M A RANCHER IN ROSEBUD COUNTY AND MY RANCH IS 

LOCATED NORTHWEST OF COLSTRIP. 11M A PAST CHAlru~N OF 

NORTHERN PLAINS RESOURCE COUNCIL, AND 11M TESTIFYING TODAY 

ON THEIR BEHALF. IN 1974 and 1975, I HAD THE PRIVILAGE 

OF TESTIFYING BEFORE THIS COI-1MITTEE AT THE TIME THEY WERE 

FIRST CONSIDERING CHANGING THE METHODS OF TAXING COAL AND 

COAL PRODUCTION IN MOntana. IN THE INTEREST OF FAIRNESS TO 

ALL INVOLVED IN THE CONSIDERATION OF THE BILLS NOW BEFORE THIS 

COMMITTEE, I FEEL THAT SOME BACKGROUND ON THE ORIGIN OF THE 

COAL SEVERENCE TAX SHOULD BE REVIEWED. 

AS A RANCHER AND TAXPAYER IN BOTH ROSEBUD COUNTY AND THE COLSTRIP 

SCHOOL DISTRICT, I AM VERY AWARE OF THE IMPACT BROUGHT ON BY 

THE OPENING OF THE WESTERN ENERGY ROSEBUD AND PEABODY BIG SKY 

MINES, AND ALSO THE SIGNIFICANT IMPACT BROUGHT ON BY THE CONSTRUCTIO~ 

OF THE COLSTRIP 1 & 2 POWER PLANTS. THE FINANCIAL IMPACTS ON THE 

RANCHERS IN THE AREA WAS VERY SERIOUS. AS AN EXAMPLE, ON MY 

RANCH, BETWEEN 'bhe RE-START OF COAL DEVELOPMENT AND THE PEAK 

CONSTRUCTION PHASE OF COLSTRIP 1 & 2, i\1Y TAXES TRIPLED. THE SEVERE 

FINANCIAL IMPACT WAS ONLY PART OF THE PROBLEM. THE SOCIAL IMPACT 



P.3. 

quite POSSIBLE THAT A SEVERENCE TAX WOULD NOT HAVE PASSED THE 

1975 LEGISLATURE. INSTEAD, THESE COMPANIES INITIALLY CAME IN 

WITH THE ATTITUDE THAT THE EXISTING AGRICULTURAL COMMUNITY WAS 

JUST PART OF THE OVERBURDEN THAT HAD TO BE REMOVED AS PART OF 

THEIR OPERATION. 

I WAS ON THE COLSTRIP SCHOOL BOARD IN THE EARLY DAYS OF DEVELOPMENT 

WHEN PEABODY WAS SHOWING AN INTEREST IN MINING AND MPC HAD ANNOUNCED 

PLANS TO RE-OPEN THE COLSTRIP MINES AND CONSIDER POWER PLANT CONSTRUCTIO~ 

OUR SCHOOL FACILITIES AT THAT TIME WERE AT NEAR CAPACITY AND WE 

FELT OBLIGATED TO A BUILDING PROGRAM TO HANDLE THE INITIAL 75-100 

FAMILIES THAT WERE TO BE BROUGHT IN BY THE MINING COMPANIES. AT THAT 

TIME OUR TAXABLE VALUATION WAS SO LOW THAT IT WAS DEFINITELY GOING TO 

BE A FISCAL BURDEN ON THE EXISTING TAXPAYERS, SO WE CONTACTED MONTANA 

POWER AND TOLD THEM OF OUR DIFFICULTIES THAT AS TAXPAYERS AND SCHOOL 

BOARD MEMBERS WE WOULD BE FACING AND ASKED FOR THEIR HELP. THEIR ANSWER 

WAS A BLUNT NOl WE WENT AHEAD ANYWAY AND ASSUMED THE TAX BURDEN 

RATHER THAN SEE THE SCHOOL OVER CROWED AND EDUCATION DIMINISH. WHILE 

THIS HELPED WHEN THE MINES OPENED, THE ONSLAUGHT OF STUDENTS THAT 

OCCURRED WITH THE BEGINNING OF CONSTRUCTION FOR UNITS 1 & 2, WAS ~ 

OVERWHELMING. CLASSES HAD TO BE HELD ON THE STAGE OF THE AUDITORIUM, 

THE GYMNASIUM AND EVEN IN THE SHOWER ROOMS. 

THE POINT I'M MAKING IS THAT UNLIKE THE CONSPIRACY THEORY PROPOSED BY 

THE COAL COUNCIL THAT THE SEVERENCE TAX WAS A DELIBERATE ATTEMPT TO 

SEND COAL MINING TO WYOMING, WE FOUGHT FOR A SEVERENCE TAX IN RESPONSE 

TO DEFINITE FISCAL IMPACTS THAT WE AS PROPERTY TAXPAYERS WERE BEING ASKEr 

roB~. 
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Testimony of Arnold Silverman before 
House Taxation Committee 

January 28. 1987 

Mr. Chairman. Members of the Committee: 

My name is Arnold Silverman and I live in Missoula. Montana. I have been 

employed by the University of Montana for the last 28 years. but I do not 

appear before you today as a representative of that organization. I do 

appear before you as somebody who has had a long time interest in coal 

severance taxation and along with my colleague. John Duffield. provided a 

Coal Severance Taxation Report to the 1985 Montana legislature. and in 

August of this past year provided an update of Montana coal markets and coal 

severance tax impacts for the Montana legislative council and the Coal Tax 

Oversight Subcommittee of the Montana legislature. That report is available 

to you through the Montana legisative council office and I will summarize 

some of its conclusions here today. 

Mr. Chairman. a cold wind blows through the window of opportunity and this 

is an appropriate time to wonder whether that window should be left 

permanently ajar given our concerns about revenue sources for a potential 

$200 million biennium deficit. The Montana coal industry has told you that 

this is indeed an appropriate time to cut severance taxes and this will 

somehow enable Montana coal producers to continue business in the state. My 

view. Mr. Chairman and the Members of the Committee. is that the coal 

industry has turned greed into a public policy. fear and threat into a way 

of life and political discourse. and greatly undervalues what we do for each 

other and extolls what we do to each other. We can survive these troubled 
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times only if we are not deceived and led astray by outrageous charges and 

misleading forecasts. 

The three bills before you are inappropriate at this time and in the long 

term will do more to disrupt the solvency of Montana's revenue flow than 

almost any act the legislature can undertake. 

With those of you who are philosophically opposed to a tax on minerals, 

including severance tax, under any circumstances, I have no quarrel, because 

that is a philosophical position that one can take and defend without the 

accusation of special-pleading or public irresponsibility. I do not take 

that position, but rather believe that it is both just and equitable for the 

legislature to set mineral severance taxes at a rate that responds to state 

needs and industry affordability. The question before us today is whether 

the Montana coal severance tax is appropriate for the industry and for the 

economic conditions of today and near future. My answer to both those 

questions is a resounding, yes. Although the coal industry would have you 

believe that Montana passed the Coal Severance Tax in 1976 as a way to 

divert coal production from Montana to Wyoming, we all know that in its 

wisdom the legislature passed the severance tax in order to provide a 

perm~nent trust fund for the future, to provide transition revenues for the 

state when appropriate, and for the next generation of investment 

opportunity in Montana as either our reliance on our energy base resources 

diminishes as a source of income, or a shift in the nature and the materials 

of employment provide us with the opportunity to reinvest in jobs for our 

children and grandchildren. That trust fund, if allowed to accumulate at a 
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reasonable rate, could make available to the people of Montana at least a 

$100 million a year in income alone within the next decade. This is a 

legacy to our political wisdom, humanity and foresight, and fills us with 

pride in our land. Part of the severance tax trust, the interest on the 

account, has been used for general fund appropriations. The other half of 

half the severance tax is applied to those economic and social activities 

that result from coal mining and coal use that cannot be accommodated in the 

current price of coal. So far the system has worked admirably well. 

But what of the future? The Coal Council claims, without any reference to 

their sources of information, that Montana coal production will decline 

precipitously in the years ahead unless we significantly cut the coal 

severance tax. There is no indication at all that Montana production will 

fall as projected by the coal industry. Montana production will soon 

recover from a national coal mining slump, and resume normal growth, along 

with a modest recovery of coal prices keeping pace with rising oil costs. 

It is true that Colstrip Power Plant IV is under repair and will probably 

mean a million to a million and one-half tons less of coal production this 

year than orginally anticipated, but no amount of coal tax reduction could 

make up for the loss as a result of the equipment failure. We have also 

lost a two million ton/year contract to the Lower Colorado River Authority 

when Peter Kiewit, the operators of the Decker Mine in Montana, refused to 

renegotiate a contract which one could only describe as providing excess 

profits, profits that we estimate to be in the range of $20-$25 a ton 

minimum. Lower Colorado wanted a renegotiation of that contract based on 

currently available competing coal sources and when Peter Kiewit refused 

that request they canceled that contract. But Kiewit is not so wounded by 
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that loss that they aren't able to replace that coal production at the 

Decker mine. The contract that Peter Kiewit has with Commonwealth Edison in 

Chicago provides that the company can substitute Decker coal for Bighorn 

Mine, Wyoming coal. It turns out that BLghorn coal is more expensive to mine 

and sells at a high price than the Deckl!r coal, and is of lower qual! ty. 

Planned for the last few years, well before the window of opportunity 

opened, was the closure of the high cost Bighorn mine and shifting of that 

production to the Decker mine. That production is considered an addition to 

the base and qualifies for tax reduction, adding more than $l/ton to 

inflated profit margins. We will soon be in the process of providing Peter 

Kiewit and Sons with additional revenu~~ of $3 to $4 million a year that was 

coming to Montana as the Bighorn Mine uas phased out of production. 

Commonwealth Edison is delighted because they will receive better coal from 

the Decker mine than if production continued from the Bighorn Mine. 

Everyone wins but the State of Montana and the window of opportunity funnels 

a chilly breeze through unseen cracks in the molding. 

A recent million ton a year contract signed by Westmoreland has been 

attributed by the Governor's office as an example of the "window success". 

It is clear from our report last summer and the report of the Coal Tax 

Oversight Committee this past fall, that one cannot be sure that 

Westmoreland's contract is exclusively or dominantly the result of 

severance tax reduction. Our own estinlate in 1985 suggested that we should 

get the Sherco contract under the old tax structure and that Montana mines 

were the low cost deliverer of coal to the Northern States Power and 

Minnesoto Power and Light Systems. Without doubt the lower tax rate helped, 

but just how much it helped is certainly unclear because of the 
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confidentiality that has been imposed on the arra~ 'bids for that 

contract. The key, however, is not that we may have saved the Sherco 

contract, but what other new contracts might come to Montana as a result of 

the coal tax reduction. As we pointed out at the last legislative session, 

and again last summer, there is nothing in the next 10 year horizon that 

provides for dramatic increase in Montana coal production for new plants 

that would balance the loss of taxes coming from the decreased severance 

rate. 

To allow the window of opportunity to stay open for new production above the 

base, however, seems still to be a reasonable challenge to the coal industry 

if in fact it is a matter of severance tax cost that is dividing contract 

allocations between Montana and Wyoming. The dollar to dollar twenty-five 

cent a ton difference on the average between Wyoming and Montana coal, as a 

result of the severance tax, is far smaller than the four to five dollar per 

ton difference in mining costs that favor Wyoming and are currently in 

effect. That difference, in mining costs, however, is accommodated by the 

two to three hundred mile advantage that Montana has in its northcentral 

market area. Our traditional markets are still secure and wil be secure at 

the time of contract renegotiation in the early to mid-nineties, especially 

with the window in place. 

A look at roal markets in general show that there has been a modest decline 

around the nation in terms of coal production during 1986. The reduced 

economic activity, the slump in much of heavy industry which uses 
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electricity. and conservative practices has provided a minor recession in 

the coal industry. On top of that, the enormous amount of excess capacity 

in the Powder River Basin, 'particularly in Wyoming, and the precipitous 

decline in oil prices, which to a very large extent fix coal prices, drove 

the price of coal down to levels that we had~t seen for a very long time. 

The recent turnaround in the price of petroleum and the u~. economy bodes 

well for u.s. coal production in the ne~t year or two. The recent slump 

both in price and in coal tonnage will ~radually reverse, however, the 

enormous market overhang in Wyoming will continue to be a depressing effect 
.' 

on mine prices for Powder River Basin producers, both in Wyoming and in 

Montana. Within their market area Montana producers will be able to hold 

their market share and be able to renew contracts that expire in the early 

1990's. In addition, the additional 101i sulfur coal that will be necessary 

if the U.S. Congress passes national acid rain legislation could increase 

somewhat the share that Montana will ha~ve of that market. 

What can we say about the most recent of the events that have affected the 

Montana coal industry? The ability of Montana Power to put Colstrip III 

into their rate base last year has provided $80 million in revenues that 

they did not have in 1985. MPC's recent sale and operating contracts for 

Colstrip IV should provide the company with an additional measure of profit. 

Enough profit that MPC can now invest in gold mining in Brazil as a way to 

invest earnings. Westmoreland has received a million ton a year contract 

from Minnesota Power and Light and the Wall Street Journal reported last 

November that Westmoreland has had it~s most profitable year in its history 

in 1985. Peter Kiewit, as a result of the unique contract it has with 

Commonwealth Edison, is shifting anywhere from two to three million tons of 
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production from the Bighorn Mine in Wyoming to the Decker Mine in Montana, 

an interesting example of gaining coal production at Wyoming's expense for 

the Montana producers. At the same time this coal tonnage applies to the 

current window of opportunity and will increase profitability at the Decker 

Mine by something in the order of $3 or $4 million a year. All in all, 

Montana producers have had, and will continue to have, an awfully good year 

in terms of profits. Clearly, to make the window of opportunity, that is, 

reduction of coal severance permanent, is to reduce Montana tax revenues by 

an amount that is unnecessary and uncalled for under the current economic 

and energy demand circumstances. 

We were able to show that the amount of coal production increase as a result 

of the coal severance deduction, will not come close to making up the amount 

of lost revenues that reduced coal severance will incur. From a state 

revenue point of view its a bad deal for Montana. By making coal severance 

reduction permanent on all contracts, the State of Montana is issuing a 

fiscal note that tells the people of this State that by the year 2000 over 

$850 million in coal severance revenues will be lost to the general fund, 

trust fund and the special funds of Montana, and at a time we are running a 

$200 million/biennium deficit. The Montana coal industry will continue to 

profit with the current tax structure and as a coal prices rise, and 

national economic activity improves, they will profit hansomly in the years 

to come. 

Does anyone believe, Mr. Chairman, Members of the Committee, that Western 

Energy which mines coal for Montana Power Company at the Rosebud Mine would 

7 



stop mining coal for Colstrip I, II, III. and IV, if the coal severance tax 

is not reduced? Does anyone·believe, Mr. Chairman, Members of the 

Committee, that Commonwealth Edison would end, what they call the best coal 

contract in their system, and which provides Decker Coal with a $25 a ton 

profit margin, if the Montana coal severance tax is not reduced by a dollar 

a ton? Does anyone believe, Mr. Chairman, that Westmoreland will be a 

company on the edge of financial ruin if the severance tax is not reduced by 

a dollar a ton? Does anyone believe, Mr. Chairman, that Montana coal 

operators can make up for transportation disadvantage and coal mining costs 

and capture part of the Wyoming market by reducing coal severance tax by one 

to two dollars a ton? It is not reasonable, it is not logically, it flies 

in the face known information; these arE! bills designed not to increase 

Montana coal production and thereby make up the revenue deficit caused by 

reduced coal severance tax, but it is meant to further line the pockets of a 

few companies that are profiting hansomly from the current operation. 

i 
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Executive Summary 

Conclusions 

The major conclusions of this study are as follows: 

1. The Montana coal market through the 1971-1985 period has bep~ 

relatively stable due to locational advantage in Minnesota, Wisconsin, 

Michigan and by wire to the Pacific Northwest (PNW). 

2. The very large relative growth in Wyoming is due to three factors: 

a) locational advantage to a much larger market including south-central oil 

and gas states, b) major shifts from oil and gas generation to coal due to 

rising world oil prices, and c) the expansion of the low sulfur coal market 

under the New Source ·Performance Standards for sulfur dioxide emissions in 

1971. 

3. The cost differentials related to locational advantage (transportation) 

and air pollution regulations (scrubbers) are on the order of $5 to S1S/ton. 

Cost differentials due to Montana and Wyoming coal sev~rance taxes, which are 

more on the order of S1/ton, have had an insignificant market impact. 

4. In all likelihood, most existing contracts with Montana producers 

that will expire in the mid-1990's will be renewed even in the absence of 

severanc~ tax reductions. 

5. Based on industry sources and known new contracts, the Montana coal 

industry is in for steady 3$ to 4' annual growth out to 19RA, reaching 42 

million tons per year (mtpy). 

6. The long term forecast for Montana coal production is for substantial 

growth to between 48 and 85 mtpy in the year 2000, depending on the growth 

rate of electrical consumption in the market area. 
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7. Reclamation policies and potential acid rain legislation are un1ikely 

to significantly impact Montana prorluctinn during the next 15 years. 

8. The impact 0f a $1 price reduction on Montana coal production is 

slight--around 1.5 mtpy increase in 1990 and 1995 and 6 mtpy in the year 2000, 

at a 2't electrical growth rate. 

9. Severance tax reductions will in no case generat.e sufficient 

; ncreased producti on to offset tax revenue losses on new producti on that wi 1 1 

occur. 

10. Revenue losses of a SO't reduction ($1.50) in severance tax for new 

production will rise from S10 million per year in 1990 to 134 million per year 

in 2000. The same reducti on on the producti on Of all coal will amount to a 

loss for the state of $58 million per year in 1990 and $83 million per year in 

2000. 

11. The net present value of lost tax revenues to the year 2000 on a 501 

tax reduction on ~ production only is $105 to $205 million, depenrling on 

growth in electrical sales. The net loss on all production of a 50~ reduction 

in tax is $6RS to $785 million to the year 2000. 

In the following, the analysis underlying these basic conclusions is 

briefly summarized. The interested reader seeking greater detail is referred 

to the full report and an earlier analysis completed in 1982 for the Office of 

Surface Mining, entitled "Projections of Coal Demand from the Northern Great 

Plains through the Year 2010." 
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Introduction 

This paper provides an economic analysis of the market for Montana and 

Wyoming coal. The bastc purpose of the study is to provide a Montana coal 

production forecast to the year 2000 and show the sensitivity of this forecast 

to three policies: The coal severance tax, acid rain legislation, and 

reclamation policies. The focus is entirely on the derived demand by coal

fired plants in the electric utility sector. This category of use currently 

accounts for about 95% of Northern Great Plains production. As developed in 

some detail elsewhere (Duffield et al, 1982), the other current and potential 

users: (industrial, synfuels, and export) are unlikely to be significant 

before the turn of the century. 

For purposes of our analysis, the electric utility market for coal can be 

divided into three categories: existing contracts, new plants, and "acid 

rain" plants. T"ese categories correspond to three different Vintages of 

coal-fired generating units. Existing contracts are mostly for plants that 

came on line from around 1968 to the present, new plants are those coming on 

line in the future, and "acid rain" plants are older plants built under 

lenient sulfur emission regulations. Our basic conclusions for each market 

will be summarized in turn. 

Existing Plants and Contracts 

The dominant" factor explaining the pattern of current contracts for 

Mon~ana and Wyoming coal is location. For example, given the existing rail 

network, Colstrip area coal has a 240 mile edge over Wyoming Powder River for 

shipments east to Minneapolis. However, to the south (Texas, Oklahom~, etc.) 

Gillette area coals have a 330 mile advantage. At the current averaqe rate 

for coal unit trains of .017 $/ton-mile, the respective advantages are 

$4.08/ton to Montana in some north-central markets and $ 5.61/ton advantagp. to 
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Wyoming to the south. This difference is very important and has the ~ame 

impact on delivered price as an equival!nt difference in FOB mine price. 

Because of these very important locatiorla1 differences vis-a-vis markets and 

existing rail routes, there are ~el1 defined spatial markets for Montana and 

Wyoming coalL 

Bet~een 1971 and 1985, 176 major ne~ coal-fired plants ~ere built in the 

lq state coal market in ~hich Wyoming and Montana compete. In this period 

there were only six states where new plants ~ere burning Montana coal as they 

came on line: Montana, Minnesota, Wisconsin, Illinois, Michigan and Texas. 

(The deliveries to Texas were for Decker and Spring Creek coals, which are 

located only 125 miles north of Gillette!, and can compete on some longer rail 

hauls due to their higher BTU conten~) Market shares in the lq state area 

for three specific time periods 1971-1975, 1976-1980, and 1981-1985 are 

summarized in Table S-I. As can be noted, the Montana market share has been 

relatively stable at around 10', while the Wyoming shar@ jumped dramatically 

from In' to 53' between lq71-75 and 1976-80. 

As developed in some detail in the report, the change in the Wyoming 

market is mainly due to the dramatic increase in oil and gas prices following 

the Arab oil embargo of 1973-74. Prior to that time almost all electric 

generation in the large south-central market of Arkansas, Louisiana, Oklahoma, 

Nebraska, and Texas was by oil and gas. Between 1971-1975 there were only 

four new coal-fired plants brought on-lfne in this area (all in Texas) and 

none used Wyoming coal. However, between 1976 and 1985, 51 coal-fired plants 

were built and 41 of these burned Wyomfng coal, accounting for increased 

Wyoming prodution of about 66 million tons per year. By contrast, Montana 

pic~ed up only a share of several new Texas plants in th~ south-central area 

in this period or about 4 million tons per yea~. 
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Coal Source 71-75 

Montana 

II of plants 5 
mw capacity 1744 
share of mw .080 

Wlomin2 

II of pl ants 10 
mw capac; ty 3392 
share of mw .156 

Other 

II of pl ants 31 
mw capacity 16664 
share of mw .764 

Total 

# of plants 46 
mw capacity 21800 

Table S-l 

Market Share Summary 
for New Coal-Fired Plants 

in the 19 State Market Area* 

Time Period: On Line Date ----
76-80 81-85 

C) 6 
3589 2929 
.095 .107 

38 35 
19785 17121 

.526 .623 

25 16 
14255 7420 

.379 .270 

73 57 
37629 27470 

Total 

20 
8262 
.095 

83 
4029R 

.464 

73 
38339 

.441 

176 
86899 

* AR, CO, IL, lA, IN, KS, L~, MI, MN, MO, MT, NS, NO, OK, OR, SO, TX, WS, and WY 
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The other major market factor in 1971-1985 was the adoption of federal Ne~ 

Source Performance Standards (NSPS) limiting sulfur dioxide (S02) emissions 

from coal-fired plants to 1.2 lbs. of S02 per million BTU's. These ~tanrlards 

were applied to plants ~hich began construction after September 1971. Given a 

construction time lag of five to eight years, these standards impact coal 

source choices after 1976. Most Gillette area and Montana Decker and Spring 

Creek coals are well below .6" sulfur by weight and high enough in 13TU value 

that they can meet NSPS without scrubbing. However, Colstrip area coals are 

around .7" to .8" sulfur and require costly scrubbing to Ineet NSPS. As a 

result, for example, new plants on line in Wisconsin after 1976 have used 

Wyoming coal even though Montana has a lower delivered price due to locational 

advantage. 

In 1978, sulfur regulations were revised to require scrubbing on all 

coals. The cost of scrubbing low sulfur western coals is around Ss.OO to 

S8.00/ton (1980 do" ars) and S1s/ton fl)r 3.4" sul fur Illinois coal. These 

Revi sed New Source Performance Standarl~s (RNSPS) mean that states on the 

fringe of both the Montana and Wyoming markets (Illinois, T@xas, Louisiana, 

Arkansas, etc.) will be less likely to buy NGP coal than in the past. On thp. 

other hand,most of the relative disadvantage to slightly higher sulfur 

Colstrip area coals disappears under RNSPS. 

Locational advantage and changes in sulfur emission regulations account 

for cost di fferences on the order of S!; to $15 pel" ton. By contrast the 

effective coal severance tax rates (as a l of selling price) for Montana and 

Wyoming are 21~ and 11~ respectively. an typical S10 to S11/ton coal this 

amounts to only about a dollar a ton difference. For typical delivered prices 

of 525 to S40 per ton (with transpol"tation accpunting for S1s to $25 of the 

cost), coal severance tax di ff'erencp.s are rel ati vely sll1all--2~ to 4~ of 
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del il/ered price. Needless to say, very small differences in the tr.· "sportation 

rate (for example, only 1 mill per ton-mile differences over 1000 miles) have !R 

equivalent effect. 

Changes in the Montana coal market share by stat~ for new plants in the 

1971-1985 period were analyzed. There were no cases identified where the 

sma1l difference between Montana and Wyoming coal severance taxes were a 

significant factor in determining the least cost choice of the utility 

purchasing the coal. 

The major conclusions from this analysis of market share for existing 

plants are as follows. The Montana coal market share through the 1971-1985 

period has heen small but relatively stable due to the locationa' advantage in 

Minnesota, WisconSin, Michigan and by wire to the PNW. The very large relative 

growth in Wyoming is due to three factors: 1) locational advantage to a much 

larger market including the south-central oil and gas states, 2) ~ajor shifts 

from oil and gas generation to coal due to rising world oil prices, and 3) the 

expansion of the low sulfur coal market under the NSPS of 1971. As developed in 

some detail in our main report only the Decker and Spring Cree~ coals in Montana 

benefited significantly in this period from the NSPS. 

Our forecast for production related to existing contracts is for no major 

changes·to_ the year 2000. About 12 million tons of current production is tied 

to contracts that are up for renewal in 1993-1995. Almost all of this coal is 

for burn sites in Minnesota and Wisconsin. Our analysis indicates that most 

of these sites continue to be in the Montana market for the most probable set 

of new bid prices. In the late 1990's, some Decker and Spring Creek contracts 

begin to expire in Illinois, Texas, and Michigan. These have not. been closely 

analyzed given the proximity of the expiration date to the last year of our 

forecast, and the uncertainty concerning new bid levels from Decker. 
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New Plants--Near Term 

Our forecast for Montana coal prod,uction is summarized in Figure S-1. As 

it is assumed that the greater part of existing contracts will be renewed, the 

increases we project are based on the steam coal market due to new plants on 

line after 1984. The near term forecast (to 1988) is based on a survey of 

r~ontana mi nes undertaken by the Montanil Governor's offi ceo Montana mi nes 

expect production to increase fro", 32.3 mtpy (estimate) in 1984 to 41.6 in 

1988. Much of this growth is due to contracts for a new plant in Michigan 

(Belle River '2) and Colstrip 3 and 4. It appears, based on indust~ sources, 

that t"e Montana coal industry is in for a period of steady growth (3~ to 4~ 

annually) for the next few yearL 

The near term forecast can be extE!nded to 1993 based on utili ty ten year 

plans as summarized by the National E1E~ctric Reliability Council (NERC). In 

the hi stodcal r~ontana market described above there are only two pl ants 

without coal contract commitments that will be coming on line to 1993, 

Northern States Power (NSP) Sherco '3 in 1988 near Minneapolis and NSP's 

Wisconsin Coal #1 in 1993. These units combined would contract for about 4 

million tons of coal. Even very major extensions of the Montana market due t.o 

substantial price reduction could at most add to this another 7 million tons 

of potential new plant market by 1993 -In Iowa, Missouri, Nebraska and Indiana. 

There is ~ new uncontracted coal-fired capacity to come on line to 1993 i~ 

Montana, Michigan, the Dakotas, Nebraska, Kansas, Oregon, Illinois, or 

Wyoming. This new producti on range of 4 to 11 new mtpy by 1993 is an upper 

limit since it is predicated on the cU"rent NERC"sum of utilities" forecast 

for our market of around 2.Sl electric sales growth per year. This is down 

cons; derably from even 1 ast year's NERe forecast of around 3.2". 

viii 



... 

10
0 

9
5

 

9
0

 

8
5

 

8
0

 

7
5

 

- is: 
7

0
 

-
.....

.. 
E

 
6

5
 

x 
- Z

 
6

0
 

0 
5

5
 

- r- u 
5

0
 

:::>
 

0 
4

5
 

0 0:
: 

4
0

 
a.

 
..

J 
3

5
 

<
{ 

3
0

 
0 U

 
2

5
 

2
0

 

15
 

10
 5 

~ 
19

70
 

19
75

 

F
ig

ur
e 

5-
1 

M
O

N
T

A
N

A
 C

O
A

L 
P

R
O

D
U

C
T

IO
N

 F
O

R
E

C
A

S
T

 

19
80

 
19

85
 

19
90

 

Lo
ng

 T
er

m
 F

or
ec

as
t 

E
le

ct
ri

ca
l 

G
ro

w
th

 R
a

te
s 3

%
 (

E
G

R
) 

2
%

 (
E

G
R

) 

1
%

 (
E

G
R

) 

19
95

 
2

0
0

0
 



Sherco #3 

Because it is possible that the only new plant on line in our market to 

19q3 is NSP's Sherco '3, we have cl~sely analyzed the relative cost of Wyoming 

and Montana coals at this burn site. We have used costs estimated from 

delivered prices at NSP plants in the Minneapolis area. NSP is currently 

taking deliveries on the first Wyoming coal contracts ever in Minnesota 

(historically Montana's market). This coal is from a new mine, the Rochelle, 

wi th rel ati vely high BTU content (8900) and a mine mouth price of only $6.no a 

ton. On a delivered price basis, this coal is about S1.11/ton (or 

8.3t/MMBTU) cheaper in Mi nneapoli s thaf11 Col stri p del iveri es under 01 d 

cO.ntracts at around SI1.00 a ton. This is in part due to the new rail 

extension into the southern Powder Rivt!r by Chicago Northwestern and Union 

Pacific, which are apparently underbidding Burlington Northern by about 1 mill 

per ton-mile~-good for around Sl~O/to" on 1,000 mile deliveries. In general 

both Wyomi ng and Montana new bi d price!; (for 8400 to 8700 BTU coal), estimated 

to average $7.70/ton and $9.50/ton respectively, are below the current average 

prices for existing contracts of $9J7/ton Wyoming and $ll~O/ton for Montana. 

In short, market conditions are leading to price reductions, which, in some 

cases, are quite substantial. 

When we compare potential new bids at Sherco #3, taking a low Wyoming bid 

($6.00 on 8900 BTU coal) and an averagt~ Montana bid ($9.50 on 8700 BTU coal), 

we show Montana with a S1.08 a ton advantage, or about 6.2t/MMBTU. Since 

CNW does not deliver directly at the Sherco '3 site, we have assumed equal 

rail rates. A more typical Wyoming bid, at $7.70 and 8450 BTU would make the 

advantage to Montana even greater, at about $2~0 per ton. 

There are three "wild cards" here:: the FOB bid prices, uncertainty over 

rail rates, and the basis for the NSP ,jecision. On the Wyoming FOR, a bid 
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lower than $6.00 for 8900 ATU coal seems doubtful. 0n the Montana FOB, it is 

unclear why to date Montana producers have not matched Wyoming price 

'reductions. An analysis of production costs was initially proposed for this 

study, but not funded, and is beyond the scope of our current investigations. 

Conservatively assuming that Montana producers can go to at least $q.~O FOB, 

it is likely this would be the low bid for delivered coal at Sherco #3. 

Rail rates are the fastest rising part of the price puzzle for electricity. 

As long as they do not rise differentially between carriers of Montana and 

Wyoming coal, we shoul d be competi tive in markets where rail dis,tance, RTU 

content and sulfur content make Montana coals the least cost choice. 

'The thi rd "wil d card" is the basis of the NSP deci sion. 1 t has been 

asserted that at least at some utilities there is a "subjective bias" against 

Montana coal b~cause of our severance tax and "antibusiness attitude." It 

appears to us that utilities have to pay close attention to even rather ~mall 

differences in price. For exampl e the estf'mat.ed Sl.OR/ton or 6.2UMMRTU 

difference at Sherco #3 for Montana coal amounts to about $2 million per year 

or $60 million over the plant life on fuel costs alone. Our conclusion here 

is that for typical new bid prices and similar rail costs, Montana will 

continue to dominate the Minnesota marke~ Even taking a very low Wyoming bid 

and an average Montana price, we show a continued locational advantage to 

Montana producers. 

New Plants--Long Term 

Our long term forecast for Montana coal production is also shown in Figure 

S-l. The key uncertainty here has to do with the growth rate of electrical 

consumption in our market area. We illustrate the difference between 11, 2~, 

and 3l electric sales growth scenarios. In the year 2000, the "31" forecast 

results in 85.4 mtpy, or almost double the 1% case at 4R.3 mtpy. The 
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sophisticated forecasting models being applied to the Pacific North~est by the 

North~est Power Planning Council (NPPC) and Bonneville Po~er Administration 

(SPA) are .predicting growth at around 1"5~ to the year 2000, with zero 
. 

probability of growth greater than 3%. On the other hand utilities in the 

midwest are building to meet growth no greater than around 2.51. On this 

basis, we have chosen 21 as our base ca!;e, and performed sensi tivi ty ana 1ysi s 

on our major results at both l' and 3'. 
Our long term forecasting mndel has three key components: a spatial market 

model, electric growth foreca~t, and an interfuel substitution algorithm. In 

our spatial market model we 1rlentify the geographical area where Montana coal is 

least cost against seven competing coal supply centers including Texas, Wyoming, 

Utah, and Illinois. As detailed in the report, we incude all costs associated 

with burning a specific coal, including air pollution control costs (scrubbers), 

boiler size due to BTU content, transportation, etc. Costs are on a present 

value basis over the life of a prototyp.! 500 mw generating unit, and include 

fuel and transportation escalation assumptions. 

The resul ts of a typical computer l'"un of the model is the spatial map 

illustrated in Figure S-2. The results~ indicate that at $9.50/ton Montana 

versus S7JO per ton Wyoming, the Montana market includes most of Minnesota, 

Wisconsin, Michigan, Washington, Monta'rta, and northern Irlaho. Because the model 

is based on the assumption that a coal supply center is a single paint, the 

Montana market is overstated to the extent that there are many potential mine 

locations within a given coal producticln region. For example, we have ignored 

Central Basin coals in Iowa and Missow'"1, and in Wyoming the supply center we 

use is to the snuth of Gillette at Bridger Junction. Because of extensive coal 

deposits throughout Wyoming and North Dakota, the latter are excluded from the 
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Montana market in all cases. Mine mouth generation using North Dakota 

lignites has historically served electric growth in both the Dakotas. 

Once a spatial m~rket is identtfied, the total electric gen~ration i~ 

that market is estimated. Known projected and existing nuclear, hydro, oil 

and gas, and exisiting coal generation is then subtracted on a state level to 

estimate residual (new coal) generation. 

Using this model we have identified the spatial market (and coal 

tonnages) associated wi th al ternative prices of Montana coal: nO.50, S9.50, 

$8.50, $7.50, and $6.50. Comparison of the results at $10.50 and $~L~O, for 

example, provides a basis for predicting the new coal production as~ociated 

with a $1.00 price cut (due to severance tax change, e.tc.). Because 'o~ 

uncertainties in Wyoming prices, we ran the model for both a $7.70 and $6.00 

Wyoming case. The results for our base case are summarized in Table S-2. A 

major finding is that because of Montarta's locational advantage in the north

central region and PNW, there is likely to be steady and substantial growth in 

coal production even without price redtJlction. The second major finding is 

that the incremental production associa:ted with a given $1.00 price reduction 

is small, averaging around 1.5 mtpy in 1990 and 1995 and 6 mtpy in the year 

2000 against the base prices, all for 2~ growth. 

As developed in considerable detail in the main report, price reductions 

in every case expand our market. However, in many cases, the new areas where 

we become competitive have no potential new coal generation to the year 2000. 

For example, Illinois has a very large amount of nuclear capacity (about 8000 

mw) coming on in the next few years and shows no need for new coal in even a 

3~ growth scenario. Similarly, in the Pacific Northwest we have relied on the 

NWPPC's forecast of loads and resources. Only in the "high" case (3% growth) 

is there any need for new coal in the ~Iorthwest, and then only in the year 
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Year: 

Electric 
Growth Rate: 

Total 
Production 

New 
Production 

at ncrease for 
$l/ton Price 
Reduction 

t1 

38 

6 

Table S-2 

SUMMARY 

Base Case Montana Coal Production Foreca~t 
(million tons per year) 

1990 1995 

2't 3~ 1'I. 2'I. 3'I. 

42 43 42 46 65 

9 11 10 14 32 

.9 1.5 1.3 1.6 1.2 6.9 

2000 

11, 2" 3'1, 

48 63 85 

1.6 31 53 

1.0 5.7 13.5 

Note: at ncrease is based on average of 9.50 and 10.50 Montana FOB and 6.00, 
7.70 Wyoming FOB cases. 
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2000. This is due in part to the conservation, hydro, and combust:ion turbine 

. resources expected in the Northwest. 

Acid Rain Plants 

Another potential market for Montana coal is the set of older plants, 

mainly in the midwestern states, that currently burn high sulfur fuels. 

Because of the increased scienti fic evi dence that 1 inks coa.l -fi red el ectric 

generati ng pl ant emissi ons of 502 wi th ac:id preci pi tation impacts, a number of 

bills were proposed in the last Congress to reduce 502 emissions by 8 to 12 

mtpy. The bills are of two major types. The Sikorsky/Waxman Bill (HR3400) 

for example, would require scrubbers on the "top SO" emitters and leave a 

potential of 30 to SO mtpy of high sulfur coal use that could be switched to 

low sulfur. The other type of bill, typified by 52001, the Durenburger Bill, 

would have no explicit technology forcirlg provisions. Utilities would be free 

to choose the least cost mix of scrubbhlg and switching on their system. At 

present there is a great deal of uncerta.i nty over the target 1 evel of 

reduction and the means of achieving thdt reduction. 

Whil e the potential "acid rai n" marl(et for the NGP may be anywhere from 37 

to 117 mtpy, the actual share will depe'rld critically on the type of legislation 

(scrub 01'" switch) and on the unit-specific economics. Many of the older plants 

designed for bituminous coals may not be able to burn the l~w BTU, high ash, 

high sodium western coals or only at a large expense. An analysis has been 

undertaken by ICF that takes into accoul1t the match of unit and coal source 

characteristics and assumes that utilities will minimize costs. The ICF report 

estimated that by 1990, acid rain legislation would add only 10 mtpy to the NGP 

market. Based on historical market shalr'es, this would imply perhaps 2.S mtpy 

for Montana. In short, even under the Ino~t optimistic scenario (there is an 
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acid rain bill and it allows utilities to scrub or switch), the Montana market 
. -

for acid rain plants is anywhere from 0 to 3 mtpy. 

In fact, given the current mood of the National Congress, the pull-ba~k 

of legislative leaders who championed acid rain r~duction in the last 

Congress, and the Presidential (E.P.A.) assessment of new study requirements, 

it appears unlikely that acid rain reduction will be mandated by the Congres~ 

; n thi s decade. 

Policy Analysis 

We have analyzed the impact of three policies on our long term coal 

production forecasts: acid rain legislation, reclamation, and severance 

taxes. 

Rased on the preceding discussion, we conclude that new contract 

potential for Montana based upon some form of 502 reduction does not seem 

likely, or is at best very small, to the end of our forecast period. As 

developed in our main report, on a delivered basis, the cost of reclamation is 

very sma", perhaps averaging 2.0 to 2.5 cents per mil lion BTU out of a 

delivered price of $l.50 to $1.60 per million BTU. In addition, state/federal 

rules and guidelines applied in individual sites offer only minor differences 

between Montana and Wyoming. We conclude that potential changes in 

reclamation policy are very unlikely to significantly impact coal markets. 

The analytical model for our analysis of the changes in the Montana coal 

severance tax is summarized in Figure S-3. Given the demand for coal, a 

reduction in severance tax (and price) has two effects: revenue is lost on 

existing production (area A) and revenue is gained (area C) on new production 

(taxed at the new reduced rate). As shown, there is a net loss as "A" 

outweighs "C." In general the extent of net loss or gain depends critically 

on the shape of the demand function. A convenient statistic used by economist 
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Fiqure S-3 

Effect of 10 Tax Decrease 
on Production and Revenue 

Price (S/ton) 

lost tax revenue on existing 
production 

s=~e{II.OO _______ li _____ _ 
Tax 8.70 1-0-___ 8 ___ ,_-4' 

increased revenue 
on new production 

50% tax 
cut to 
9.85 

32 X 

A + B - current revenue. 
A -lost reveflJe under tax ntductlon. 
C-revenue on new productlc,", 
C-A-net change in tax revelnue. 

Issue: X -new production level (elasticity of demand). 
* Average price of 8700 B'ru producers, for example. 

xv;;; 

Demond 
Curve 

Quantity 
(m+py) 



to represent the response of quantity demanded to changed price is "elasticity 

of demand." It can be shown analytically that unless demand is. extremely 

elastic (in fact an elasticity around -4.6), tax reductions on coal will result 

in a net loss of income to' the state. Based on Our preceding analysis of price 

reductions, the demand curve faced by Montana producers is inelastic at least 

through 1995, and then only barely elastic (around -1.0) in the year 2000. 

The net loss for two specific tax reduction policies are shown in Table 

$-3 for 2$ electric growth (base case). For example, in the year 2000 a 50~ 

tax cut on new production results in a loss of $46.5 million (area A of Figure 

$-3) on new production that would OCCur anyway and a S12.0 million gain 

(corresponding to area C) on new production stimulated by the tax cut. The 

net loss is then $34.5 million per year. Results for all scenarios and years 

are conceptually similar: new production that will occur anyway dwarfs 

incremental production stimiulated by a tax cu~ In short, with reference to 

Fi gure S-3. area "A" is· greater than "c" in every case we model ed. Our 

empirical results are. incidently. similar to those developed by utility 

consultant Victor Wood, in a report we obtained through the Montana 

International Trade Commission. 

Table $-3 also provides an estimate for another possible policy: a 50~ tax 

cut on all production. In this case an additional annual $48.5 million tax 

revenue loss on existing production is added to the previously described net 

loss on new production, for a year 2000 loss of $83.0 million annually. 

The net present value of the tax loss under the two policies to the year 

2000 can be estimated from the annual losses of Table S-3. A 50$ tax cut on 

new production has a negative present value of $105 to $205 million at 1~ to 

3~ electric growth; a 50$ cut on all production has a negative present value 

ranging from $685 to $785 million. 
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Tax Policy Alternative 

Tab' E~ S-3 

SUlllllary Tax Po'licy Analys; s 

1985 

Chanp~~..!!!. Tax Revenues (m;"; on $ / yea r) 

and C~)a 1 Product; on (m;' 11 on $ Iyear) 

11~90 2000 

Tgx Coal Tgx Coal Tex Coal Tgx Cnal 
(10 $) (mtpy) (10 $) (mtpy) (10 $) (mtpy) (10 $) (mtpy) 

A. 5~ Tax Cut on 
New Production: 

Loss on Base Case 
New Producti on: 13 .5 21.0 46.5 

Tax on Increase in 
New Production: 3.6 2.4 2.7 1.8 12.0 8.0 

Net Effect: 9.9 2.4 18.3 1.8 34.5 fLO 

B. 50' Tax Cut on 
All Production: 

Loss on Existing 
P roducti on: 48.5 48.5 48.5 48.~ 

Net Effect 
New Production: q.9 2.4 VL3 1.8 34.; 8.0 

Total 48.5 158.4 2.4 66.R 1.8 83.0 8.0 



-
Offsetting the tax revenue losses to the state as a whole are coal 

production gains (also quantified in Table S-3). An interesting question is 

the decision weight to be placed on production gains (or ~rofits, or wages, or 

employment or etc.) as opposed to tax revenue losses. These appear to us to 

be largely distributive issues which are beyond the scope of our analysis. We 

have also simplified our study by assuming that there is no move by producers 

or railroads to capture any profits potentially created by tax reductions, but 

that in fact reductions show up in delivered prices. Similarly we have 

adopted a "naive" mod~l in the sense that Wyoming producer-s and 1 egi sl ators do 

not strategically respond to Montana tax cuts. Relaxing these assumptions 

only strengthens our basic conclusion. The main finding here is that tax 

revenues will in all cases decline on net due to tax reductions. 
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Montana Coal Market to the Year 2000: Impact of 
Severance Tax, Air Pollution Control, and Reclamation Costs 

Chapter 1. Introduction 

This paper provides an economic analysis of the market for Montana and 

Wyoming coal. The basic purpose of the study is to provide a Montana coal 

production forecast to the year 2000 and show the sensitivity 0' this forecast 

to three policies: The coal severance tax, acid rain legislation, and 

reclamation' policies. The focus is entirely on the derived demand by coal

fired plants in the electric utility sector. This category of use currently 

accounts for about 95~ of Northern Great Plains production. As developed in 

some detail elsewhere (Duffield et al, 1982), the other current and potential 

users: (industrial, synfuels, and export) are unlikely to be significant 

before the turn of the century. 

For the purposes of our analysis, the electric utility market for coal 

can be conveniently divided into three categories: existing contracts, new 

plants, and "acid rain" plantL As summarized in Figure 1, these categories 

are based on three different vintages of coal-fired generating units. Most of 

the generating units now being supplied under contract with Montana and 

Wyo~ing coal producers were either built under stringent state-specific air 

pollution st~ndards (mostly in the west) or under the New Source Performance 

Standards (NSPS) that came into effect on boilers ordered after 1971 (1.2 lbs. 

of S02 per million BTU). New plants coming on line from the mid-1980·s on are 

mostly under the Revised New Source Performance Standards (RNSPS) that are 

effective on boilers ordered after 1978. The third category of plants, the 

so-call ed "aci d rai n" pl ants are mostly 01 der pl ants bui 1 t under very , en; ent 

to nonexisting sulfur emissions. Many of these plants are in the 

industrialized midwest and currently burn mostly high sulfur Illinois Basin 
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Market 
Sector 

1. Contracts 

2. New Plants 

3. Acid Rain 

Montana Coal 
Market: Overvi ew 

Plaf1lt 
Vintai! 

mostly on line from 
1968 tel the present 

Preserlt to 1993 
and beyond 

Mostly pre-1975 

1-2 

Typical Sulfur 
Emission Regulation 

1 ess than 
1.8 lbs. S02/106 BTU 

Revised New Source 
Performance Standards 

(70s, 90\ Scrubbing) 

greater' than 
3.0 lbs. S02/106 BTU 
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and Appalachian coals. There is a possibility that these p'lnts wi" be 

required by federal legislation to either install scrubbers or switch to low 

sulfur fuels (such as Montana or Wyoming coals). 

Each of these basic existing and potential markets for Montana coal 

(contracts, new plants, and "acid rain") will be discussed in tur~ The 

analysis of existing contracts. is described in Chapter 11. The focus ison 

identifying the historical spatia1 Inarkets for Montana and Wyoming coals and 

the influence of specific factors on recent trends. Based on known contracts, 

a short term forecast to 1988 is discussed. The Montana coal market 

potentially associated with ~ plants expected to come on line to the year 

2000 is described in Chapter lIt. The "near term" analysis (to 1993) is based 

on the historical spatial coal market and published summaries of electric 

utility 10 year plans. A brief analysis of the delivered' cost of Montana and 

Wyoming coal at the Northern States Power's Sherco '3 plant (to come on line 

irr late 1987 in Minnesota) is included in this section. The long term 

analysis is based on a spatial market model originally developed under a 

contract with the U.S. Office of Surface Mining (Duffield, et.!!., 1982). This 

section also provides a discussion of the magnitude and significance of 

reclamation costs. In Chapter tv, the potential Montana coal market due to 

proposed act drain 1 egisl ation 1 s discussed. Chapter! is an analysi s of the 

impact of changes in Montana coal severance tax on each of the three market 

categories identified above: contracts, new plants, and "acid rain.1I 
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Chapter I I. Ex i !;ti ng Contracts 

A. Contracts and Market Share 

· The purpose of this chapter is to examine the historical markets for 

Montana and Wyoming coal and to explain differences in the growth and 

distribution of contracts and deliveries. 

EXisting contracts for Montana and Wyoming coal are summarized in 

Apoendix B. The 1 isting is based on re'ported del iveri es and industry sources. 

Because contracts are confidential, it is difficult to validate thi~ 

infonnation. 

In order to identify market trends, we have analyzed reported deliveries to 

a'l 176 new coal-fired power plants that will have come on line between 1971 and 

1985 in the 19 state market* for Northl!rn Great Pl ains (NGP) coal. Thi s 

information is summarized in Table 1 fClr three five-year periods. The basic 

fi ndi ng is that the Montana market shal-e has been rel atfvely stabl e, with 

Montana producers supplying about 10~ of new coal-fired generating capacity in 

each of the three periods (1971-75, 1976-80, 1981-85). By contrast, Wyoming's 

share jumped dramatically from 16~ in 1971-75 to 53~ and 62~ in 1976-80 and 

1981-85 respectively. 

Assuming a 60~ capacity factor, a new 500 mw coal-fired plant will use 

about 1.6 million tons per year (mtpy) of 8700 BTU/lb. Montana coal. On this 

basis, the mw capacity information is converted in Ta~le 2 to an estimated share 

of tonnage. The total 176 new plants require 275.3 mtpy. Montana has served 

about 10~ of this capacity or 26.2 mtpy. Wyoming captured 461, or 128 mtpy and 

other producers (Colorado, Texas, Illinois, etc.) captured 441,. It should be 

noted that these estimates do not, of course, correspond exactly to current 

Montana and Wyoming production, which is likely to be around 32 mtpy and 129 

I 
I 
i 
I 
i 
i 
I 
I 
I 

i 
I 
I 
I 
'!'\II 

I 
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mtpy in 1984 respectively. This is in part because the Tables include contracts~ 
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Coal Source 71-75 

Montana 

* of pl ants 5 
mw capacity 1744 
share of mw .080 

Wlomfns 

, of plants 10 
mw capacfty 3392 
share of mw .156 

Other 

, of plants 31 
mw capacity 16664 
share of mw .764 

Total 

, of plants 46 
mw capacity 21800 

Tabl e 1 

Market Share Summary 
for New Coal-Fired Plants 

in the 19 State Market Area* 

Tfmf \Jeri od: On Line Date ---
16-80 81-85 

9 6 
3589 2929 
.095 .107 

38 35 
19785 17121 

.526 .623 

26 16 
14255 7420 

.379 .270 

73 57 
37629 27470 

Total 

20 
8262 
.095 

83 
40298 

.464 

73 
38339 

.441 

176 
86899 

* AR, CO, IL, lA, IN, KS, LA, MI, MN, MO, MT, NB, NO, OK, OR, SO, TX,'WS, and WY 
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Coal Source 

Montana 

/I of plants 
mtpy 
share 

Wyoming 

/I of pl ants 
mtpy 
share 

Other 

# of pl ants 
mtpy 
share 

Total 

# of plants 
mtpy 

Market Share Summary 
for New Coal-Fired Plants 

in the 19 State Market Area 
(milTIontons per year equival ents*) 

Time Period: On Line Date --- ---
71-75 76-80 81-85 _. 

5 9 6 
5.5 11.4, 9.3 

.080 .095 .107 

10 38 35 
10.7 62.:' 54.2 

.156 .526 .623 

31 26 16 
52.8 45.2 23.5 

.764 .379 .270 

46 73 57 
69.1 119.2 81.0 

Total 

20 
26.2 

.095 

83 
127.6 
.464 

73 
121.4 
.441 

176 
27~.3 

* 3ased on an assumed 3167.5 tons per year/mw capaci ty (assumes a heat rate 
of 10486 BTU/kwh, 8700 BTU coal, at 60% capacity factor). 
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for plants coming on line in 1985, and because new plants were allocated on the 

basi'~ of deliveries in the last year of each period (1975, 1980, and current). 

In some cases deliveries to new plants in 1975 and 1980 are being made by 

another supplier at presen~ In addition, some current deliveries are being 

made to pl ants on 1 ine before 1971 and actual capacity factors can vary 

significantly by year. The purpose of the tables is to provide a consistent 

picture over time of the Montana 'nd Wyoming market shares based on deliveries 

to new pl ants. 

The main finding here is that the Montana market has been small, but 

stable, compared to Wyoming production which increased six times as fast as 

Montana after 1976. 

B. Market Factors 

There are a large number of potentially significant market factors that 

could explain these differences. A partial list is provided in Figure 1. 

Here the market factors are sorted by coal characteristics versus political 

and economic events. A common misconception is that the only difference 

between Montana and Wyoming coals are coal severance tax rates. In fact any or 

all of the listed factors could affect the respective markets in different 

ways. 

Coal Characteristics 

Some basic characteristics of Montana and Wyoming coals are listed in 

Table 3. There are in fact at least four distinct coals. The Montana Powder 

River Basin coals centered around Colstrip, Montana at 8700 BTU/lb. and .7' 

sulfur are fairly similar to the Powder River Wyoming coals averaging 8400 

BTU's and .4' sulfur. Average FOB prices of these two coals are fairly similar 

at around 60t/MMBTU. The other Montana coal is Decker/Spring Creek; thi s . 

is higher BTU and lower sulfur coal and commands a price premium of 20t to 
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Market Factors 

A. Coal Characteristics 

Location 

BTU Content 

Sulfur 

Ash/Moisture 

B. !!l Pol it1cal and E<:onomic Events of 70-84 

Clean Air Act of 1970 

Arab Oil Embargo, 73-74 oil price rise 

Rail Escalation 

Coal Severance Tax~s 

Nuclear Decline 

Electric Demand Slowdown 

Revised New Source Performance Standards (1978) 

u-s 



Montana 

Western Energy 

Westmoreland 

Peabody 

Decker 

Spring Creek 

Wyoming 

Powder River 

South Wyoming 

Table 3 

Some Characteristics of 

Montana and Wyomming Coals 

BTU 

8700 

9600 

9000 

8400 

10500 

f, Sul fur 

.7 

.34 

.34 

.4 

.6 

11-6 

$/Ton FOB 
( 1983, 

11.13 

10.77 

10.90 

19.31 

15.96 

9.72 

30.31 

t/MMBTU 

64.0 

100.6 

89.7 

57.9 

144.3 



40t/MMBTU. The other Wyoming coal is sc'uth Wyoming, which is bituminous in 

rank (10,500 BTU) ,low' sulfur and much h'izher in price (144.3i/MMBTU). 

Location Advantage: Spatial Marke~ 

The locations of the Powder River coals with respect to Burlington Northern 

Railroad are shown in Figure 2, and with respect to the Minnesota market in 

Figure 3. The main thing to note here Is that for shipments east to Minneapolis 

Colstrip area coal has a 240 mile edge over Wyoming Powder River. However, to 

the south (Texas, Oklahoma, etc.) Gilll~tte area coals have a 330 mile 

advantage. At the current average rate for coal unit trains of .017 $/ton-mile, 

the respective advantages are 4~8 Slton to Montana to the north-central states 

and a 5~1 Slton advantage to Wyoming to the south-central states. This 

difference is very important and has the same impact on delivered price as an 

equivalent difference in FOB mine priCE!. Table 4 shows the relative cost 

differences associated with location advantages. Because of these very 

important locational differences vis-a··vis markets and existing rail routes, 

there are strongly defined spatial markets for Montana and Wyoming coals. This 

point will be developed in greater detail in Chapter III below; however, it is 

useful at this point to note as an examole the areas where Montana and Wyoming 

coal are least cost (on a delivered basis) with a $950 Montana FOB price and 

$7.70 Wyoming (see Figure 4). Basical'ly Montana picks up the north-central 

states and Wyoming has the market roug'nly south of the Minnesota-Iowa border. 

While location is probably the key characteristic in explaining coal 

spatial markets, BTU and sulfur are also significant. Because Decker is higher 

BTU per ton than Colstrip and GillettE! area coals (and because it is only 125 

miles north of Gillette rather than 330), Decker can potentially compete to the 

south (assuming similar FOB) at distances over 1000 miles (Texas) with lower BTU 

Gillett~ coals. South Wyoming coals and, to a lesser extent, Decker.also 
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Figure 2 
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'* at .017 $/ton-m11e 

Table 4 

$/Ton Equfval ents of Rail 

Mileage Differentials 
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50 

100 

150 

200 

250 
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command a price premium because they are low sulfur but can be burned in boilers 

designed for some bituminous coals. On the other hand, Colstrip coals are 

higher sulfur (.7~ to .8~),than Gillette (.3~ to .4~). Even this relatively 

small difference in sulfur content can be significant. Under the NSPS of 1.2 

lbs. 502/106 BTU, Montana coal that averages greater than .6~ sulfur cannot be 

burned without scrubbing or blending with even lower sulfur coal. For example, 

at the Wisconsin Power and Light Cn1~~bia plants Colstrip coal is cheaper at 

29.07 $/ton del ivered (or 168.5t/t',I\,d7U in 1984) than Wyoming coal (Bel 1 e Ayr 

at $31.97/ton or 188.2t/MMBTU in 1984). However, Col strip at .8~ sul fur 1 s 

apparently bl ended wi th .35~ sul fur Wyoming coal to meet the 12 standard. 

Anott.er example is the Interstate Power Lansing plant in Iowa. Wyoming 

Coal is blended with Illinois coal that is 44.3t/MMBTU cheaper but 2J6~ 

sulfur. Blending Montana coal at this plant (under a 1.94' 502 reg.) would 

reduce by about half the share of cheap high-sulfur Ill1nois coal that could 

be burned. The net saving to using Wyoming coal here is around $840,000 even 

assuming equal Montana and Wyoming delivered prices. In short, the slightly 

higher sulfur content of Montana coals can be significant at some burn sites. 

The importance of locational advantage appears to be supported by state

level information on new plants that burned Montana and Wyoming coal 1971-

1985. There are only six states where new plants burned Montana coal in this 

period: Illinois, Michigan, Minnesota, Montana, Texas, and Wisconsin (Table 

5). This is consistent with the sample spatial market map noted previously 

(Figure 4). It should be noted that North Dakota and South Dakota are 

dominated by mine mouth North Dakota 1 i gni tes. Only Mi nnesota and Montana are 

solidly in our market while Texas, Illinois, and Wisconsin are on the market 

bounda~. The share of Michigan is due to our location and advantage in 

northern Minnesota since this coal goes by lake steamer from Duluth/Superior 
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Table 5 

Montana Contracts to New Power 
Plants by Period 

71-75 76-80 

units 1000 mwunits 1000 mw 

A. South Central Oil Gas States --
Texas 0/4 

MT share .00 

B. Residual States 

0/2372 

.00 

Illinois 2/7 465/4125 

Michigan 0/7 0/3620 

Minnesota 1/1 365/365 

Montana 1/1 358/358 

Wisconsin 1/1 556/556 

Subtotal 

MT share 

5/17 1744/9024 

.29 .19 

2/17 

.12 

0/5 

3/4 

3/3 

1/1 

0/2 

966/10029 

.10 

0/1849 

270/1040 

1995/1995 

358/358 

0/1173 

7/15 2623/6415 

.41 

81-85 

units 1000 mw 

1/8 176/4042 

.13 .04 

0/1 0/600 

3/4 1353/1411 

0/0 0/0 

2/2 1400/1400 

0/3 0/1282 

5/10 2753/4693 

.50 .59 

Total 5/21 1744/11396 9/32 3589/16444 6/18 2929/6705 

MT share .24 .15 .:~8 .22 .33 .44 
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to lakeside Detroit Edison plants. Similarly, the locational advantage to 

Wyoming is indicated in its historic~l market shar~ for states south of and 

including Nebraska and Iowa (Table 6). 

Oil and Gas Price Escalation 

While location is clearly important, it is possible with the state-level 

data on new plants to also investigate several of the other factors listed in 

Figure 1. It appears that the main cause of the large jump in Wyoming 

producti on after 1975 is not due to i ntrafuel competi ti on (e.g. Montana vs. 

Wyoming coals) but to interfuel substitution. Specifically, the very large 

increase in oil and gas prices following the Arab oil embargo of late 1973 

drastically al tered the market for el ectric utility fuel s. The most 

vulnerable states were the south central oil and gas states of Texas, 

Oklahoma, Arkansas, Louisiana, and (to a lesser extent) Nebraska. These 

states historically have burned very little coal and were not building coal

fired plants in 1971-1975. As shown in Table 6, only four new coal unit~ were 

added in Texas (supplied by Texas lignite). However, in response to new oil 

and gas prices (and relatively high electric consumption growth rates in the 

Sun Belt), a large amount of coal-fired capacity was added in these states 

after 1976. 

·Prior to 1976 Wyoming captured no new coal-fired units in these states 

(even though it was a least-cost coal source at many sites) because no new 

units were built. Since 1976, Wyoming's share of the five south-central gas 

states has been around 70' to 80~ and has. accounted for 66.1 mtpy or 53' of 

Wyoming's new plant tonnages (totaling 124.9, Table 7). This interfuel 

substitution plus location also has relevance for other states such as Kansas 

(where some coal has been burned historically) and for Oregon, where coal is 

competitive against incremental hydro and nuclear. 
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Table 6 

Wyoming Contracts to New Power 
Plants by Period 

71-75 76-80 81-85 

units 1000 mw uf1lits 1000 mw units 1000 mw 

A. South Central Oil Gas States --
Arkansas 0/0 0/0 2:12 1262/1262 3/3 2422/2422 

Louisiana 0/0 0/0 CI/O 0/0 5/5 2793/2793 

Nebraska 0/0 0/0 ~~/3 1306/1306 3/3 835/835 

Oklahoma 0/0 0/0 Ei/6 3178/3178 4/4 1787/1787 

Texas 0/4 0/2372 1]./17 5282/10029 4/8 2012/4042 

Subtotal 0/4 0/2372 2~~/28 11028/15775 19/23 9849/11879 

WY share .00 .00 .79 .70 .83 .83 

B. Residual States 

Colorado 1/2 282/514 1/5 396/1765 2/3 802/1202 

Iowa 2/2 880/880 :3/3 1480/1480 3/4 1442/1592 

Kansas 2/3 462.11434 3/3 2162/2162 3/3 1210/1210 

Missouri 0/4 0/2463 1/5 726/2762 2/2 90S/90S 

Oregon 0/0 0/0 1/1 . 530/530 0/0 0/0 

Wisconsin' 0/1 0/556 212 1173/1173 3/3 1282/1282 

Wyoming 5/5 1668/1668 4/4' 1897/1897 3/3 1167/1167 

Subtotal 10/23 3392/10031 16/31 8759/15608 18/24 8177/11110 

WY share .43 .34 .52 .56 .75 .74 

Total 10/27 3392/12403 38/59 . 19787/31383 37/47 18026/22989 

WY share .37 .27 .64 .63 .79 .78 
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Tabl e 7 

II 
Summary 1971-1985 

Contracts to New Power Plants 
(Million tons per year equivalents) 

Montana Market Wyoming Market 
tonnage share tonnage share 

A. South Central Oil Gas States --
Arkansas 11.7 1.00 

Louisiana 8.8 1.00 

Nebraska 6.8 1.00 

Oklahoma 15.7 1.00 

Texas 3.6 .07 23.1 .44 

Subtotal 3.6 .07 66.1 .70 
(of 52.1) (of 95.1) 

B. Other States 

Colorado 5.0 .45 

Illinois 1.5 .07 

Iowa 12.0 .96 

Kansas 11..1 .80 

Michigan 5.1 .27 

Minnesota 7.5 1.00 

Missouri 5.2 .27 

Montana 6.7 1.00 

Oregon 1.7 1.00 

Wisconsin 1.8 .18 7.8 .81 

Wyoming 15.0 1.00 

Subtotal 22.6 .35 58.8 .70 
(of 63.8) (of 84.4) 

Total 26.2 .23 124.9 .70 
(of 115.9) (of 179.49) 
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By contrast (Tabl e 5), Montana is by location at a $5 to $6/ton 

disadvantage to the south-cent,ral oil and gas states and did not share in the 

oil price-induced boom that Wyoming coal experienced. As noted in Table 5, 

Montana has had a small share of the Texas market. This is mostly 

Decker/Spring Creek which is higher BTU ilnd much closer to Gillette (as 

expl ain~d earlier). 

Excluding the oil and gas states, the market shares for both Wyoming and 

Montana (in their respective markets) have increased. For Montana, on a mw 

basis, the share was 20', 40', and 60' in 1971-75, 1976-80, 1981-85 

respectively (Table 5); and for Wyoming 35', 55', and 75' respectively. In 

short, both Montana and Wyoming market 'shares, excluding the oil and gas 

states, have increased in their respective markets. The biggest difference 

between the two states is that historic«llly Wyoming has a 1 ocati onal advantage 

to the south, where growt~ and substitu1:ion out of oil and gas have been the 

greatest. Excl uding Texas, only 42 pl arlts were buil t between 1971 and 1985 in 

the five states where Montana has delivered to new plants. By contrast, 133 

plants were added in the 12 states wher'e Wyoming has locational advantage. 

5°2 Emission Regulations 

Another significant factor in the 140ntana and Wyoming coal markets from 

197t-1985 was the establishment of sulfur emission standards for new coal

fired plants. The first standards (NSPS) were on boilers ordered after 1971 

and requiring a 1.2 lbs/MMBTU standard. This meant that burning low' sulfur 

coals was a permissable strategy. How1!ver, as noted previously, mainly the 

Decker/Spring Creek coal s (at .3' to .4'1.) have benefi ted from this 1 egi sl ati on 

as the Col strip area coal s run around .7$ to .8$ sul fur. The second s,et of 

standards (RNSPS) on boilers after 197·~ required 70$ scrubbing on low sulfur 
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coals anG 90~ on high sulfur. The effect of these regulations should be to 

lessen the market for both Wyoming and Montana vis-a-vis the high sulfur 

Illinois Basin coals and take away most of the disadvantage of the Colstrip 

area coals vis-a-vis slightly lower sulfur Wyoming Powder River coal. 

In assessing any of the political and economic market factors (Figure 1) 

one needs to know how early coal sourcing decisions are made vis-a-vis on line 

date~ For example, were the new plants that came on line in 1976-1980 

reflecting current prices and policy? Prices and policy from five years 

earlier? Some partial information on this is provided in Table 8 and Table 

* 9. From Table 8, almost 90~ of new coal-fired plant (120 of 137) prior to 

1975 came in under lenient sulfur regulations. Between 1976 and 1982 7 of 104 

or 7~ came in under lenient standards, and after 1982--none. The lag between 

boiler order date (Table 9) and on-line date has apparently increased from 5.2 

to 8.3 years. These are probably approximate estimates of lead times for 

aspects of the coal sourcing discussion, at least to the level of selecting 

rank if not specific source. Based on these tables, one would expect to see 

the effects of the NSPS showing up as early as the 1976-1980 new plant market 

shares and the RNSPS only beginning to impact the end of the 1981-1985 period. 

Before trying to identify the net effect of new air emission regulations, 

it is useful at this point to summarize the policy effects that were indicated 

in Figure 1. In Figure 5" the effects of specific political and economic 

events is summarized both for intra- and inter-fuel substitution. As noted 

previously, the large interfuel substitution effect on the Wyoming market has 

been at least partially isolated by separating out the south-central oil and 

gas states. As noted previously in Tables 5 and 6, the market shares of both 

11-18 
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Tabl e 8 

Classification 0t Coal-Fired Plants in 
21 State Market Area by 

On-Line Date and Sulfur Emission Regulation 

On-L me Date - Sulfur Regulation 

Total 
Greater Shan NSPS 06 RNSPS 1.2 lb/10 BTU 1.:1 1 b/10 BTU - -

1960-1975 137 120 12a 0 

1976-1982 104 7c 78 0 

1983-1986 49 0 14d 26 

1987-1990 34 0 0 33 

Totals 324 127 104 59 

Source: Derived from Appendix B, Duffi4!1 d, et.!!, 1982. 

Notes 

PSD and/or 1 es~ 
than 1.2 lb/10 

Sb 

19 

9 

1 

34e 

a These are all Wyoming and Colorado plants built to meet state standards. 

b Wyoming pl ants bul1 t to meet state standards of .2 to .5 and a 1.0 Montana 
PSD pl ant. 

c Missouri and Indiana plants, mainly 2nd or 3rd units ata a given site. 

d Indiana, Iowa, Louisiana, Michigan, Texas, and Wisconsin plants that appear 
to have been ordered by 11-78; usually 2nd unit. 

e El even PSD pl ants (Montana, Washingtc1n, Kansas, Minnesota); 18 more 
stringent state standards in the wes1: (Montana, Wyoming, Colorado, N.D.) and 
5 more stringent Arkansas and Mi ssour'i pl ants. 

f Arkansas, Colorado, Illinois, Idaho, Indiana, towa, Kansas, Louisiana, 
Michigan, Minnesota, Mi ssouri, Montana, Nebraska, North Dakota, Ok' ahoma, 
Oregon, South Dakota, Texas, Washing1:on, Wisconsin, Wyoming. 
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Tabl e 9 

Distribution of Time Lag Between Boiler Order Date 
and On-Line for Coal-Fired Steam Plants in a 

21 State Market Area 

Sample 

Plants Built Pl ants Proposed 
Years Lag 1960-1982 1983-1990 

3 3 

4 5 1 

5 8 2 

6 7 2 

7 3 

8 2 1 

9 1 

10 3 

11 1 

12 3 

Mean 5.23 8.25 

Standard deviation 1.48 2.66 

Approximate 90' 3 to 7-1/2 yrs. 4 to 12-1/2 yrs. 

Confidence Interval 

Source: Derived from Appendix B, Duffield et!l, 1982. 
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Figure 5 

Policy Effect ~ Fuel Choice 

Event Interfuel Substitution 

Coal vs. other fuels 

A. Oil and Gas Price 
!Sc'am1on: 

1- New Coal-fired plants 
in the south-central 
states 

2. Rail Rate Escalation 

B. S02 Emission Regulations: 

1. NSPS-1971 

2. RNSPS-1978 

C. Coal Severence Taxes 

D. Nuclear Decline 

E. Electric Growth Down 

+ Coal 

- Coal 

- Coal 

- Coal 

- Coal 

+ Coal 

neutral 
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Montana and Wyoming increased strongly 1971-75 to 1976-80 and and 1976-80 to 

1981-85. Looking at the factors in Figure 5, the negative indicators for NGP 

as a whole are rail escalation, RNSPS, and coal severance ta~. The positive 

are NSPS and possibly the positive effect of oil and gas substitution in 

residual states. Since both Montana and Wyoming increased their shares of 

their respective markets in 1976-80 and again 1981-85, it appears that the 

expected market expansion due to NSPS dominated the potential market 

contracting effects of rail escalation and coai severance taxes. 

The" NSPS also appear to explain the mixed pattern of state specific 

changes that have been tabulated (referring again to Table 5). Between 1971 

and 1985 Montana's share increased in Texas and Michigan, declined in Illinois 

and Wisconsin and was stable at 100~ in Montana and Minnesota. The first 

thing to note is that the increases in Michigan and Texas were for Decker and 

Spring Creek coal. These coals are .3' to .4' sulfur and could, of course, be 

burned without scrubbing to meet NSPS. They compete with the low-sulfur 

Wyoming fuels and, having a locational advantage to Duluth, pick up Michigan 

after NSPS were instituted. To Texas, the distance advantage to Gillette is 

only 130 miles and as noted can be largely overcome by Decker and Spring Creek 

higher BTU. This has given these coals a small but stable share of the Texas 

marke~ Given limits on capacity and reserves for these coals, the mines are 

apparently allocating their production to obtain premium prices in their best 

markets. 

In Wisconsin the change is again due to NSPS. The new plant on line in 

Wisconsin in 1971-75, the Columbia unit #1, was not under NSPS and could burn 

Montana's .7' S coal without scrubbing. However, a Columbia unit #2 in 1978 

came under NSPS and went to Wyoming .41% S coal, whiCh didn't require 

II-22 



scrubbing. In 1982, the cost of .scrubb1ng NGP coal (1n 1980 dollars) for 70\ 

to 90" removal was $5 to 'S8 per to'n or 28t to 48t per mi 11 10n BTU. 0 f 

course, to meet NSPS with J~ to A~ S coal, less than 50\ scrubbing ~ould be 

required. However, at the time the coal source decision was made on Columbia 

uni t '2, scrubber technology was not a~; well developed and cost estimates were 

probably higher. The pr1ces for delivE!red coal at the Columbia units in 1979 

were 84.8t (Montana) and 12l.1t (Wyoming) or a 36.3t/MMBTU difference. In 

1980 the price difference was 29.8t. The cost and uncertainty associated 

with scrubbers 'appears to justify and explain the choice of Wyoming coal at 

new units in Wisconsin under NSPS. 

By compari son, in 1.980 the average FOB price for Rosebud County, Montana 

coals was $6.96. At this price the Montana severance tax and the Wyoming 

severance tax woul d amount to about $1.53 and $.73 respecti vely or an $.8f) 

difference. In cents per million BTU'~; this amounts to 4.6t difference in 

1980. It would appear that at least in Wisconsin, the severance tax effect is 

an order of magnitude short of explaining the shift in market share. 

The shift in Illinois also appears to be related to NSPS. Both of the 

new Illinois plants that burned Montana coal in 1971-75 were under low-sulfur 

regul ati ons, but 1.8 1 b./S02 state standards rather than 1.2 1 b. NSPS. For 

example, the Edwards plant (unit 3 on line in 1972) could burn .7~ to .8~ S 

Montana coal and meet the standards. The other coal at this plant through the 

years has been mainly Kentucky 1 ow-su'l fur coal. (Interesti ngly, thh contract 

was lost to Kentucky in 1984 due to a $13 decrease in delivered price 

resulting from a cut in rail rates.) The other new plant in Illinois was 

Powerton (units added in 1972 and 1975). As of 1976, Decker coal was blended 
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with high sulfur Illinois at 102t and 57t per million BTU respectively. More 

recently southern Wyoming 9600 BTU coal has also be burned at this p1ant. For 

example, in 1979 Illinois~ Montana, and Wyoming were 76~t, 166Jt and lq75t 

per million BTU respectively. The price differential here between Illinois and 

the western coals is on the order of 90t to 121t. tn 1980 the differential was 

145.2t per million BTU. By comparison, estimated scrubber costs for 3.4% S 

Illinois coal to meet NSPS in 1geO were SI5.43/ton or about 73t/MMBTU. In 

short, in 1980 and earlier scrubbers were significantly cheaper than western 

coal. An examination of the six Illinois plants that came on line 1976-1985 

indicates that all chose high sulfur Illinois/Indiana coals plus scrubbing over 

the Montana or Wyoming coals. This appears justified by the economics 0' 
delivered price differentials (145.2t) versus scrubbing (73t) or a 72t/MMBTU 

advantage to scrubbers for a Powerton site. The economics will vary of course 
• 

by location. Again, it might be noted that a 23~ effective severance rate tax 

(here on DeCker's average 1980 FOB price of $15.43) amounts to 18t/MMBTU which 

is small compared to the scrubber advantage. 

NSPS did not shift the new plant share in the two remaining states of the 

Montana market: Montana and Minnesota. The Montana plants are Colstrip 1 

through~, all of which faced state and federal emission standards that were more 

stringent than 1.2 lbs. S02/MMBTU and required scrubbing in any case. (This is 

not to mention the substantial transportation differential against Wyoming coals 

to Montana.) There has only been one Minnesota plant to come on line under the 

NSPS. The Clay Boswell #4 unit on line in 1980 went for .7~ S Montana coal with 

scrubbing. The economics were probably close on this versus Wyoming coal based 

on the Wisconsin numbers. In 1981-85 no utilities in Minnesota added new units 

under NSPS so there is no evidence on that recent market. 
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As noted pr~vi ously, the RNSPS haVE! had 1; ttl e effect on the market 

shares for the 1971 to 1985 new plants (no more than 5 of these 176 plants are 

under RNSPS). The domi nant feature of the RNSPS is that now all low sul fur 

coals must be scrubbed 70% (and high sulfur 90~). For typical Powder River 

coal s thi s amounts to an estimated $6.2~;/ton or 35t/MMBTlJ penal ty agai nst hi gh 

sulfur coals in 1984 dollars. In fact the RNSPS improve the relative position 

of the typical .7~ sul fur Montana coal s against .31, to .4~ Decker and Wyoming 

coals. However, the NGP market as a whole will shrink. Based on known 

contracts for 30 RNSPS plants to come on line in the 19 state market by 1993, 

only 8/30 or 271, are taking NGP coals. This contrasts with the 1971-1985 

average of 103/176 or 591, and the NGP share of low sulfur regulation ~lants 

(less than 1.8 lbs. S02/MMBTU) of 58/83 or 701,. A preliminary analysis of the 

RNSPS plants indicates that states on the market boundary, such as Indiana, 

Illinois, Louisiana, Texas, Michigan, Iowa, and Missouri will be less likely 

to buy NGP coal than in the past. 

c. Sumnary 

The major conclusions from this analysis of market share are as follows. 

The ~ontana coal market share through the 1971-1985 period has been small but 

relatively stable due to the locational advantage in Minnesota, Wisconsin, 

Michigan and by wire to the PNW. The very large relative growth in Wyomfnq is 

due to three factors: 1) 1 ocatf onal advantage to a much 1 arger market f ncl udi ng 

the south-central oil and gas states, 2) major shifts from oil and gas 

generation to coal due to rising world oil prices, and 3) the expansion of the 

l0w sulfur coal market under the NSPS of 1913. As developed in some detail, 

only the Decker and Spring Creek coals in Mont.ana ~~nefited significantly in 

this period from the NSPS. Changes in the i~ontana coal market shar~ by state 
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for new plants in this period were analyzed. No cases were identified where 

the small differ~nce between Montana and Wyoming coal severance taxes were a 

significant factor. 
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Chapter III. New Plants 

In this'ch~pter the Montana coal market change due to new plants co~lng 

on line in the near term and long term will be described. 

A. Near Term Contracts 

The contract deliveries that were used in Chapter II to analyze historical 

market share are also the best basis for short term forecasts. Because of th~ 

lead time between contracts and on-line dates for plants 0' at least three to 

four years, mines already have a fairly good idea of production levels out to 

a round 1990. 

Short-run forecasts based on discLissions with industry sources and 

reported contracts for Montana and Wyonling are provided in Table 10. Montana 

mines expect to expand production .from an estimated 32.3 mtpy in 1984 to 41.6 

mtpy by 1988. The production decline from 1981 to 1983 is in part the 

national recession as reflected in capacity utilization at coal-fired plants. 

Utilities have been taking deliveries at contract minimums and also taki~g 

advantage of the spot marke~ Electrical generation in Minnesota, as an 

example, actually declined from 1981 to 1982 and in 1983 was still below the 

1981 1 evel. The 1981-88 growth rate f'Jr Montana i s 3.2~ annually compared to 

4.4~ for \~yoming. Montana as a share 1:0 Wyoming was .32 in 1981 and is 

projected to be .30 in 1988. It appea:'"s, based on industry sources, that the 

Montana coal industry is in for a period of steady growth for the next few' 

years. 

NERC Coal Unit Additions 

A more complete picture of the potential Montana production due to new 

coal-fired units can be derived from National E'~ctric Reliability Council 

(NERC) data. NERC publishes annually summary statistics on utility ten y~dr 
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Table 10 

Short Term Forecasts for 
Montana and Wyoming: Coal Production 

Coal Source 

Montana: . 

Decker, Spring Creek 

Peabody, Western 
Energy, Westmoreland 

Total 

Wyoming: 

Total 

Growth ~ate 

Montana 

Wyoming 

*prel1minary 

1981 

15.07 

15.95 

33.19 

102.7 

(mil. tons) 

1983 

12.46 

15.95 

28.68 

112.2 

81-88 

3.2~ 

4.4~ 

1984* 

12.74 

19.34 

32.31 

129 

Source: Jim Oppedahl, Office of the Governor, Montana 
and Richard Jones, Wyoming Geological Survey. 
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1988 

16.63 

24.69 

41.59 

139.5 

83-88 

7.4'-' 

4.4'-' 

1990 

145 



plans for capacity additions. Given tht! lead time to bring a new coal-fired 

unit on line these plans are an upper limit to new capacity additions. A 

summary comparison of the two most recent NERC reports for the total u.s. 

coal-fired additions is provided in Table 11. The nine years that overlap in 

the 1983 and 1984 forecasts are compare,d. In just one year the forecasts are 

down by 44.1 mtpy equivalent or 23' due to delay in unit on line date or 

project cancell ation. The growth rate implicit in the fi rst forecast is about 

3.2~ and in the second 2.St. The point here is that the ten year forecasts 

are an upper limit given miminum lead time plus the potential for slippage and 

cancellation. Secondly, key determinarlts of coal production in the long run 

are clearly coal-fired capacity additions and the growth rate of electrical 

generati on. Both of these are qui te vCll atl1e and di fficul t to predict as is 

apparent here. Our approach in the lon'~er term modeling below is to look at a 

range of e 1 ectri ca 1 forecasts for 1 ~, l!~, and 3~ e 1 ectri c grow tho 

I 
I 
i 
I 
I 
I 
i 
i 

Based on the NERC reports, an upper limit estimate of uncommitted new coal

fired capacity in the market area 1985··1993 is reported in Table 12. In the i 
historical Montana new plant market (as developed in Chapter II) of Montana, 

Illinois, Michigan, Minnesota and Wisconsin, there are only 2 new units totaling 

1172 mw or 3.7 mtpy potential that is not currently contracted. Texas is 

tabulated here in the Wyoming market vtfth 11 units and 21.2 mtpy. The basic 

picture is that the uncommitted tonnagt! associated with new plants in the 

historical 19 state market for NGP coal is small--only 47 mtpy for the next nine 

year~ Almost half of this is in Texa~, which is now almost certainly out of 

tha NGP market due to scrubber reqirements. As will be seen below, even a· 53 

reducti on in Montana price woul d only~xtend the Montana market beyond 

historical limits to include parts of Iowa, Nebraska, Missouri and Indiana. 
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Year of 
Forecast 

1983 

1984 

Difference 

Tabl e 11 

Comparison of NERC Forecasts for U.S. Total New 
Coal-Frre~erating CapiCTty-rg84-1992---

/I Units ~ Capacity 

115 61,300 

89 47,386 

26 13,914 

*Assumes 3167.5 tons/mw-year. 

HI-4 

mtpy* coal 
(equivalent) 

194.2 

150.1 

44.1 



Table 12 

1985-1993 
Uncommitted New Coar:rTred Capacity in 

rntate' Market --_. 

Market*' *Units ~ Capacity MM tons/year** 

A. Montana 

Minnesota 1 772 

Wisconsin 1 400 

Subtotal 2 1,172 3.7 

B. Wyoming 

Arkansas 1 836 

Colorado 4 1,485 

Indiana 2 859 

Iowa 1 550 

Louisiana 2 1,340 

11i ssouri 4 900 

Oklahoma 2 1,140 

Texas 11 6,688 

Subtotal 27 13,798 43.7 

C. Total 29 14,970 47.4 

*NONE in Montana, I'linois, Michigan, North Dakota, South nakota, Nebraska, 
Kansas, Oregon, Wyoming. 

**Assumes 3167.5 tons/mw-year. 
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But these states are only adding 7.2 mtpy of capacity. To conclude, the 

potential.!!!!. generation capacity for Montana coal s 1!! the .!!!!!:. term ranges 

from 3.7 ~ to 10.9 ~ for !!!!!. very 1 arge price reductions. 

B. Sherco Unit #3 

The two new units that comprise the market potential to 1993 in Wisconsin 

and Minnesota are Northern State Power (NSP) Sherco #3, on line in late 1987; 

and NSP's Wisconsin Coal #1 slate~ to be on line 5/93. The timing of the NSP 

unit projected for 5/93 will depend on electric generation growth and may well 

be rescheduled to 1995 or later. In short, it is possible that to 1993, the 

o~ly new plant that Montana 8700 BTU coal producers may pick up is Sherco #3. 

In fact oids have been taken on this plant in November 1984 and a contract 

wi 11 be 1 et in Apri 1 1985 for 1.5 to 2.5 mtpy. 

Recently NSP signed a contract with a new Wyoming mine, the Roche'le 

mine, for 1 mtpy to be delivered to its Minneapolis/S~ Paul area plants. 

This has raised questions about whether Montana will maintain its market share 

in Minnesota. In Figure 6 we provide a comparison of actual and estimated 

delivered prices at an older NSP plant in Minneapolis (King) and at Sherco #3. 

We will compare Rochelle and Western Energy (Colstrip) coals. Since BTU's are 

similar, we present the analysis in S/ton for convenience. 

Act~al delivered prices at King in 1984 were $27.90 Colstrip and $26.79 

Rochelle. Based on the average Colstrip FOB of 11.00, we estimated rail at 

16.90. Rochelle benefits from the CNW rail expansion into the Powder River. 

NSP has indicated that BN and CNW rates are similar, but that CMW may be 1 

mill/ton-mile lower. Using this information and the actual rail mileages, we 

estimate CNW rail at S20.73 and derive a $6.06 S/ton FOB for Rochelle. 

Industry sources indicate this is a fairly accurate estimate. The difference 
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Figure 6 

ROCHELLE COLSTRIP ROCHELLE . COLSTRIP 

MOTANA vs. WYOMING DELIVERIES TO 
NORTHEF~N STATES POWER 
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here is only $1.11 $/ton or cents per million BTU (Colstrip 8824, Rochelle 

8942 BTU/lb. un August 1984 shipments) 1S8.1t versus 149.8t or 8.3t. 

The Rochelle m1-ne is probably as competitive in Minneapolis as any Wyoming 

mine. It is higher BTU than average (8900 VL 8400), it benefits from the CN~, 

and" the FOB is at the bottom end of the frequency distribution for Wyoming coal 

prices. The latter is illustrated for a sample of derived 1984 Wyoming FOB's in 

Figure 7. The main finding is th:t the distribution is bimodal at around S7/ton 

and $11-$12 per ton. The lower prices are reflecting major price reductions on 

new contracts out of Wyoming, possibly due to large excess capacity of 60 to 80 

mtpy and the current soft coal marke~ For perspective, the average Wyoming FOB 

for POWG~r River mines is' close to $10.00 and the new contract average is around 

$7.70, but Rochelle to NSP is $6. By comparison the Montana average FOB is 

around $11 and only exceeds Rochelle in delivered price by Sl.11 at King. In 

short, modest price reductions by Montana coal producers in the Minneapolis area 

of only ~round $1 will continue to make them competitive even against a $4 

Wyoming reduction (to $6) with CNW service. 

For Sherco #3, delivered price is reported in Figure 6 based on Colstrip 

actual deliveries to Sherco #1 and #2 of $2327. Industry sources indicate 

rail is 1333" (or 1.8t/ton-mile) implying a $9~4 Montana FOB. Sherco 13 is 

in Becke~, Minnesota, which is not served by CNW. Accordingly, we have 

assumed that rail rates from Montana and Wyoming will be the same. On" this 

basis, and assuming Rochelle bids $6n6, the Rochelle delivered is $24.35 or 

$1.08 above Colstrip. In cents per million BTU it is 132~t Montana and 

137.St Wyoming, or S.2t advantage to Montana. 

It appears that Montana has the edge at Sherco '3, but only by a slim 

margin ~t the assumed prices. The interesting question here concerns the 

potential for price reduction at Montana mines. If some Wyoming producers are 
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cutting prices from $10 to $6 and opening new mines at $6, .what are possible 

competitive prices out of Montana given ·1983 average FOB of $11.00. There may 

well be significant differences in production costs across mines due to 

overburden ratios, seam thickness, and mine scale. However, it may also be 

that there is potential for significant price reduction (at least on 

incremental production) by Montana producers. 

C. Long-Term Forecast 

While contracts and known coal-fired additions are the best basis for 

short-t~rm forecasts, a long run projection requires a more formal model. The 

basic fo~casting model used in this analysis was originally developed under a 

contract with the U.S. Office of Surface Mining (Duffield et!!, 1982). The 

model provides estimates of the derived demand for coal by the electric 

utility sector. This end use accounts for 95~ of current coal consumption out 

of the Northern Great Plains. 

The model has three principle components (Figure 8): a spatial market 

model, a~ electric forecasting model, and an interfuel substitution algorithm. 

In the c~iginal model, the spatial analysis concerned Powder River coal versus 

seven competing coal supply centers in III inois, Tex'as, New Mexico, southwest 

Wyoming, Utah and Washington. A Powder River supply center at Gillette was 

used to represent both Montana and Wyoming Powder River coals. The current 

analysis requi~es an additional market boundary delineation--between Montana 

and Wyoming coals. The new Montana supply center is located at Forsyth, with 

the Wyoming supply center at Bridger Jct. The programming for the modified 

computer model for generating new hyperbolic market boundaries (NEWHYP) is 

provided in Appendix A. The basic purpose of the spatial model is to identify 

the geographical areas where Montana and Wyoming coal s are 1 east co.st ~ga;nst 
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competing fuels. Assuming that electric utilities are well-informed and that 

utiTities are cost-minimizers, the model will have identified the spatial coal 

markets for Montana and Wyoming coal s, respectively. The basis of the cost 

comparison is not simply current $/ton or cents/MBTU delivered, but is inste~d 

based on the estimated present value of all coal-related costs to a given 

utility over the life of a given plant. These costs include variations in coal

fired plant construction and operat~ng expenses as a function of coal rank (BTU 

content) and quality (sulfur, n~h). The latter are in turn a function of the 

flue-gas desulfurization standards assumed to be in effect. In addition, the 

present value calculation requires specification of a discount rate and 

escalatiJn rates for each of the key cost components (e.g. transpo~tation, 

etc.).. he original data base is described in considerable detail in Duffield 

et.!!., 1982. 

Once the spatial market is identified, it is necesssary to forecast the 

growth cf electric consumption in the market area. Since the demand for POwder 

River cral is largely derived from the demand for electricity, coal production 

is closely tied to the growth rate of electric generation in the market area. 

An econo~etric state-level forecasting model developed at the Oak Ridge National 

Laborato~y has been adapted to forecast electric consumption in the mar~et area. 

Consumpt 10n instates bi sected by the market boundary is all ocated to competi n9 

coals on the basis of the grid location of population centers vis-a-vis the 

boundary The electric forecast is driven by exogenous population, income and 

price scenarios. An alternative approach is to use the rates of growth 

currently being forecast at the state and regional level by other analysts (e.g. 

the U.S. Department of Energy, the National Electric Reliability Council 

[NERe], etc.). 

I II-12 



The final component of the overall model is an interfuel substitution 

algorithm for allocating electric production capacity among competing fuels 

(coal, oil, gas, nuclear and hydro). ThE! latter is simplified by long 

construction lead times and known commitments to nuclear facilities. The 

overall model is relatively simple, robu~t and low cost compared to the linear 

programming approach taken in the large national coal models. Nonetheless, 

model predictions have been found to be consistent with the pattern of change in 

current and contracted coal deliveries in the region. Future levels of coal 

production from the NGP will be closely tied to real increases in mining labor 

costs, rail transportation, and the growth rate in electrical consumption. The 

other key factors will be federal policy for sulfur dioxide air pollution 

control, transportation regulation, fuel switching, and federal subsidy and 

regulation of nuclear and synthetic fuel plants. The scale, timing and location 

of development is also closely tied to federal reclamation and leasing policy. 

It is beyond the scope of this paper to provide a complete discussion of 

the basic model. The interested reader is referred to Duffield et al (1982). --
In the following section, the spatial mclrket model is briefly described. The 

schematic in Figure 8 provides an overview of the basic model components, 

information flows, and key policy inputs. 

Spatial Market Model 

. Commodities which have a low value to weight ration, such as coal or 

cement, have a fairly well-defined geogl!"aphical market. The basic theory of 

spatial markets is due to Hyson and Hyson (1950) and has been previously 

appl ied to model coal markets by Wats0f11 (1972), Silverman et.!l (1976) an1 

Campbell and Hwang (1978). The work de!cribed here· is an extension of the 

applications by Watson and Silverman, which were limited to two competing coal 

sources. Campbell and Hwah~s paper provides a solution for multiple sources 
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and quadratic transportation functions, hut did not account for the critical 

differences in coal qual i ti es (especi ally sul fur content). 

The spatial market boundary is defined by the following equilibrium 

relationship: 

(1) 

(2) 

( 3) 

Ml+T10l=M2+T202 or solving for 02: 

02=(M2-M1}/T2 + T101/T2 or 

where: 

M1 is the mine mouth (FOB) price cf coal 1 

T1 is the variable cost of transportation 

01 is the distance from mine 1 to the market boundary 

In short, the spatial market boundary between two competing coals is ~efined 

as the loci of points where the delivered prices are equal. To one side or 

the other, a given producer has a cost advantage and dominates the market. 

Application assumes that buyers are cost minimizers, that producing areas may 

be approximated by point sources, that a fairly uniform transportation network 

exists, and that coal prices may be taken as exogenous. The latter can yield 

good approximation of real ity here as current market structure in the mining 

areas, and the very vast scale of reserves, imply quite elastic supply curve~. 

In any case, the forecasting model can be used to increment mine mouth prices 

and transportation rates in any given year. 

A solution to the relationship in Eqs. 1-3 requires the introduction o~ a 

spatial ~on~train~ For example, using a rectangular coordinate system 

(Figure 9) with H defined as the distance between competing centers and 

applying the Euclidian distance function, Eq. 3 becomes: 

(4) (H_x}2+y2=k2+2hk{x2+y2)1/2+h2(x2+y2) 

The solutions to this quartic polynomial yield the lOCi 6f market bnundary 

points. Solutions to Eq. (4) were originally investigated by DesCartes as a 
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Rectangular Coordinate System f'or SpatIal Market Analysis. 
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problem in optics and are known as DesCartes' ovals. It can be shown that 

when the TI are equal, the boundary is a hyperbola and when the Ml are equal 

a is a circle. -The general case yields roughly eliptical curves. In 

application, Eq. (4) is first solved for the point on the straight line 

between market centers (y=O). Then y can be iterated to solve for additional 

points. Boundaries vis-a-vis more than one center are identified by rotation 

of the ax is. 

The application to coal entails defining the mine mouth price to inclurle 

all distance independent costs of burning a given coal, then: 

(5) MI=(CPI+FTC1)TONSI+KCOSTIFCRI+OMITI 

T1=VTC1TONS1 
TONS1=t1HR1/HCI2000 . where: 

CP1 is the mine mouth price of coal 1 

FTC l is the fixed transportation cost of coal I 

TONSl is the total tons of coal 1 required to utilize a unit of generating 

plant capacity (kilowatt) for one year 

KCOSTl is the generating plant capital cost associated with coal 1 

(desulfurization equipment, oversize boilers, etc.) 

FCRl is the fixed charge rate used to annualize capital expenditures nMl is 

the operation and maintenance charge specific to coal 1 (mainly pollution 

control equipment) 

VTC l is the variable cost per ton-mile of transportation 

tl is the hours per year that the tenerating plant is antiCipated to operate 

HRl is the heat rate at which coal BTU's are converted to kilowatt hours of 

energy by the generating plant 

HCl is the heat content of coal 1 in BTU's per pound 
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The model was previously applied to seven major supply centers that 

compete with NGP coal: the Eastern Interior Basin (Illinois), Texas lignites, 

Washi.ngton (Centralia), Utah '(Uinta Basfn), New Mexico (San Juan Basin), 

Colorado, and southern Wyoming (Green River/Hams Fork). In general, NGP coal 

is lower BTU content (8500 BTU/lb averalge versus 11,000 to 12,000 for Inter-ior 

and Utah coals), lower sulfur (0.6' for most western coals versus 3% and up 

for Illinois), and lower cost ($8 to $12 per ton versus around $20 per ton FOB 

for most of the other coals.) 

A major determinant of the bounda:ry location is the relative cost of 

meeting sulfu~ emission standards. The shipment of substantial amounts of NGP 

coal beginning in the 1970's was closely tied to the federal New Source 

Performance Standards (NSPS) that came into effect in 1971 and required that 

all new coal fired generating plants meet an emission standard of 1.2 lbs of 

sulfur per million BTU of fuel input. Some NGP coal was able to meet this 

standard with no flue gas desulfurization (or scrubbing) and therefore had a 

considerable cost advantage over high sulfur coals. However, the standards 

were revised in 1978 and the RNSPS in effect require 90' control on high 

sulfur coals and 70~ control on low sulfur. This change increases the cost of 

using NGP coal and was in part brought about by the political power of the 

midwestern coal lobby that was a·ttemp1:ing to protect its market from western 

coal s. 

The parameters required for an application of the spatial component of 

the model and forecast results for Montana versus Wyoming coals are presented 

below. 

Oata and Parameters 

The basic data requirements for each boundary in a spatial mar!<et model 

run are listed in Figure 10. The actual data input files and spatial maps 
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Line # 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

Figure 10 

Variable Description for Market Boundary Parameters* 

Coal Supply 
Center 

A & B 

A & B 

A 

A 

B 

B 

A 

B 

A & B 

A 

B 

A 

B 

A 

B 

A 

B 

A & B 

Variable Description 

Power plant size (net MW) 

HOIJl"s operated at full load (hours) 

Power plant heat rate (BTU/KWhr) 

Coal heat content (BTU/lb) 

Power plant heat rate (BTU/KWhr) 

Coal heat content (BTU/lb) 

Power plant capital cost 

Power plant capital cost 

( S/KW) 

( $/KW) 

Fixed charge rate ( decimal) 

Operating and maintenance costs ($/KWhr) 

Operating and maintenance cots ($/KWhr) 

FOB mine price 

FOB mi ne pri ce 

($/ton) 

( S/ton) 

Fixed transportation cost (S/ton) 

Fixed transportation cost (S/ton) 

Variable transportation costs (S/ton-air mile) 

Variable transportation costs ($/ton-air mile) 

Straight line distance between A & R (miles) 

*Duffield, Silverman (1982) p. 8-55 
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(discussed below) are provided in Appendix C. Manyiof the parameters are 

based in part on the original documentation (Duffield et~, 1982); since the 

1 atter runs to over 600 pages, only a ~)ri ef summary of key parameters and 

updates will be provided here. Each column in Appendix C Tables corresponds 

to a boundary. 

Each of the key parameters will be discussed briefly below: 

1. Size: 

The model plant for the current study was assigned a size of 500 MW. 

This was based on a survey of net capa,city of utility boil ers in Duffi e1 d, 

Silverman (1982), where the average net capacity equaled 500 MW. 

2. Capacity Factor: 

A 65' average capacity factor Wa!i assumed which resul ts in 5694 

operating hours per year. This average capacity factor was based on Duffield, 

Silverman (1982). 

3. Heat Rates: 

The heat rates for the 1984 studJ' were based on the heat rates developed 

in Duffield, Silverman (1982). This vIas corroborated in a phone discussion 

with a member of ICF, where the original information was developed. Montana's 

model plant was assumed to be the same as the Powder River, Wyoming plan~ 

4. Power Plant Capital Costs: 

These are based on costs developed in Duffield, Silverman (19~2). PPCC 

w/o sulfur control costs were escalated to 1984 dollars at a real rate of 

2.3'. The sulfur control costs were escalated to 1984 dollars at a real rate 

of 0.5'. After multiplying the PPCC '''/0 by a capaCity penalty, the two costs 

are added together in order to get total power plant capital costs. T~ese 

costs are levelized within the model Nhen multiplied ~y the fixed capital 

recovery factor. In addHi on to accoliJnti ng for real changes, all i nputsNere 
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converted from mid-1980 dollars to mid-1984 dollars by the Implicit Price 

Deflator (IPD) for GNP. 

·5. Fixed Capital Recovery Factor: 

The FCRF in 1984 was assumed to be the same as in 1982, based on Duffiel1 

and Silverman (1982). 

6. Operation and Maintenance Costs: 

These are based on costs deve'0ped in Duffield, Silverman (1982). 1982 

operating and maintenance costs ~ithout sulfur are escalated to 1984 dollars 

at a real escalation rate of 1.2$. The additional operation and maintenance 

costs for sul fur con.tr 1 \'Ias al so escal ated at a real rate 0' 1.2$. These two 

costs are added together to determine total 1984 operation and maintenance 

costs. (See tables 6, 7, 9 pp. 8-14:8-17, Duffield, Silverman, 1982) Montana 

operation and maintenance costs were assumed to be the same as Wyoming Powder 

River power plants. 

7. FOB Mine Prices: 

Because FOB mine prices on a contract basis are confidential, a number of 

alternative price sources were investigated as summarized in Table 13. One 

source for Montana coal FOB prices are a weighted average based on the mine 

specific reports on the Gross Proceeds Tax form for 1983. The Decker and 

Spring Creek mines produce coal that is somewhat higher BTU content (Jecker 

averages 9600 BTU) than the other three subbituminous producers (Westmoreland, 

W.estern Energy and Peabody averagi ng around 8400 to 8700 BTU/l b). The l.ltte." 

three mines produce coal more similar to the average Wyoming Powder River 

coals centered around Gillette. The average FOB for the three mines in 1983 

varied from 10.77 to 11.13 and averaged $11.01/ton. 

By contrast, the Decker coal sells at a much higher average price of . 

$19.31 in 1983. (Spring Creek is intermediate at $15.9~.). The price premium 
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l' abl e 13 

Comparison of FOB Prices 

Montana and Wyoming 

Source l~ontana Wyoming -
BTU S/to" BTU Siton 

A. State Tax Records for 1983: - --
8700 10.77 8450 9.77 

11.13 

10.90 

9300 15.96 

96001 19.31 

B. New Contract Information: 

8700 9.50 8450 7.70 

C. Coal Week - New Contracts 1984:: -----
8600 9.75 8100 6.25 

9300 12.00 
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reflects the higher BTU and low sulfur qualities of Decker coal. Based on an 

analysis of mine-utility specific deliveries for 1984 (U.S. Department of 

Energy tape of Form 423) Decker and the south Wyoming mines (Black Butte, 

Carbon County, etc.) appear to be competf ng ina somewhat separate market frolll 

the more typical lower BTU Montana and Wyoming PowderRfver coal s. 

The FOB mine price for Wyoming coal is more difficult to obtain since it 

is reported only on a confidential form. Only "value per tonll is reported by 

the Wyoming Department of Revenue. However, individuals in the Wyoming Ad 

Valorum Tax Division were able to supply us with an average for Powder River 

Basin mines of $9.77 for 1983. 

Prices based on state tax records are probably the best source for 

current average price. However, this average includes prices based on 

contracts that were signed 10-15 years ago. For purposes of our model, it is 

necessary to know what current prices are for new contracts. One source for 

such estimates is Coal Week. Based on the latter, Wyoming producers are 

bidding new contracts at an average of 6.25$/ton. This is $3.50 below the 

existing contract average of $9.77 in 1983. Another estimate for Wyoming new 

contracts from individuals at the Wyoming Geological Survey is $7.70. The 

Coal Week $6.25 may be low for an average, but is close to the $6 estimate 

derived for the Rochelle Mine's Minneapolis deliveries as discussed above. 

The current distribution of Wyoming Powder River prices was also summarized 

in Figure 7 above and briefly discussed. The distribution in Figure 7 is based 

on a set of estimated prices for Powder River Coal published in Coal 

Transportation Report (February 20, 1984). Figure 5 is a frequency plot of 20 

useable observations (early 1984 prices) on Wyoming Powder River mines. T~e 

most interesting finding is that the distribution is bimodal at about $6.50 and 
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$12. This reflects perhaps the most important recent coal market development in 

the Powder River, which is price cutting'oy snme of the large Wyoming produC~~s. 

" As an example, it was recently reported on the Wyoming Quarterly Update (summe~ 

1984) that Omaha Public Power has renegotiated a coal supply price wit~ Exxon 

(Caballo and Rawhide mines) that resulted fn a drop in FOa mine price from 

$8.25/ton to $5.75/ton. Our prel iminar-y analysis of del ivered July 1994 prices 

based on Form 423 and BN tari ffs discl clsed a number of what appear to be long 

term contracts delivered on the order of $6 to S7/ton. 

For Wyoming prices on. average, it appears that market forces have lowere~ 

new coal contract prices by several dollars. While 7.70 $/ton may be the best 

available average, for our modeling we have also done a number of estimates at 

$6/ton, given the possible significance of these low bids for the Minnesota 

market. 

Based on Coal Week and the contra.ct estimate derived above for the Sherco 

#3 analysis, Montana coal producers have also lowered contract bid~. The 

estimated reduction is $1.25 to S1.50 for 9.50 to 9.75 S/ton for 8700 BTU 

coal. Spring Creek type coal is down considerably, $4, to $12/ton from the 

contract average. For purposes of ou," analysis, we have taken 9.50 as a base 

es timate for 8700 BTU Montana coal and $12 to $12.50 for Q300 to 9600 BTU 

coal. However, it should be noted th~t unlike the Wyoming prices, there is 

not much market evidence on whether ttlese are the mos1; appropriate estimates. 

Particularly for Decker type coal, with an average FOB in 1983 of 19.31, if 

the Coal Week estimates are correct ~t 1 east some Montana producers have 

consi derabl e room for price adjustments. 1 t is impossibl e to address these 

questions without analysis of mine specific production costs. The latter is 

important but beyond the scope of this analysis. 
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9. Transportation Rates: 

For most coal shipments out of the Powder River the dominant cost component 

in delivered price is transportation. In 1980 the fixed and variable cost 

components for NGP shipments were $1.04/ton and $.0113/ton-mile respectively 

based on a study by ICF, Inc. In order to estimate current rates, the complete 

set of burlington Northern (BN) time-volume/unit train tariffs as of July 1984 

was obtained for Wyoming and Montana coal shipments. Based on regression 

analysis of 120 observations, the following linear equation was specified: 

TARIFF = 1.77 + .0166 MILE 
(t-statistic) (~.67) (27.80) 

The overall adjusted R-square was ~8, indicating an excellent fit to the 

data. When "minimum volume" was included as a second independent variable, 

the estimated coefficient was not significantly different from zero. The 

estimates above are, of course, in mid-1984 dollars. This indicates a yearly 

nominal change in rail tariffs of 9.2~ or (given the change in the lOP mid-80 

to mid-84) 3.4~ annual real increase. This is very close to the historical 

3.5~ change (15 year basis) as well and the escalation rate used for 

levelizing rail transport in our 1982 study. However, our preliminary 

analysis of the 1983 and 1984 unit train rate changes indicate a possible 

slowing of rate increases to· perhaps 1~ real per year. The latter was used in 

Tables 1 to 4 to derive levelized rail rates for 1984. For example, the first 

year variable cost per ton mile is estimated to be .0166 in 1984. Levelized 

over 30 years at 1~ per year and a real weighted cost of capital of 3.77'1, 

yields a levelized variable cost of .0189 per rail mile. Since our model is 

run on actual (air mile) rectangular coordinates, this is inflated by the 

rail/air mile ratio for each boundary (e.g. 1.30 for most locations or .0246 

as in Appendix C Tables). 
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In order to account for the substantial' additional distance Wyoming coal 

must travel to the major ~ontana low-BTU market in Minnesota, fixed' 

transportation cost equivalent to an extra 200 miles was included in the 

Wyoming transportation cost 'unction. Similarly in modeling states just south 

of the Minnesota and Wisconsin borders, the difference in air to actual miles 

from the market centers required an 80 air mile addition to Wyoming fixed 

costs. 

10. Contract Data: 

Existing contracts for Wyoming (Powder River only) and Montana coals are 

summarized in Appendix B. This data is; derived from a 1 isting purchased from 

Coal Network Associates, Inc. and is difficult to verify. In particular, it 

appears that deliveries from all states to a given plant are occasionally 

averaged to yield the $/ton figures listed. 

11. Reclamation Costs: 

Reclamation costs in the Powder River Basin are truly site specific. 

Although state/federal rules and guidelines applied in the individual states 

offer minor differences between Montana and Wyoming, cost differences are 

clearly most sensitive to overburden ,-atios, coal seam thickness, qual ity of 

the overburden (acceptabil ity as a grclwing medium) and the amount of heavy 

earth moving as a function of mine design. In general, for Powder River Basin 

area mines, earth moving costs will range from one-third to one-half total 

reclamation costs. Revegetation cost~ will average 10' to ,15~ of total costs, 

and depending upon the site, reclamatIon cost can range from a low of $.25 per 

ton (est.) to a high of perhaps $1.00 per ton (est.). High and low range can 

be found in both Montana and Wyoming. Because of the variation in costs in 

both states, resulting in some possible Montana reclamation costs being 
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slightly nigher or lower than Wyoming costs it is impossible to generalize 

about the cost impact of mining regulations in both states. Suffic~ it to say 

that on a delivered BTU 'basis, the 'cost of reclamation. is very small, perhaps 

averaging 2.0 to 2.5 cents per million BTU out of a delivered price of $1.40 

to $1.60 per mill ion BTU. 

A model for reclamation costs in the Powder River Basin is the Rosebud 

Mine of Western Energy at Colstrip, Montana. Costs at this mine, shown below, 

probably reach the average for mines in the region, or slightly above the 

average •. Big Sky Mine of Peabody Coal will probably have somewhat higher costs 

per ton, while'Decker co~ts are probably somewhat lOwer. In Wyoming, most 

reclamation costs are somewhat lower than Rosebud due to thicker seams, lower 

overburden and perhaps more stringent permitting requirements, although the 

latter is not fully documented as yet. 

In any case, reclamation costs at Rosebud, on a per acre basis averages 

just under $18,000, divided among Associated Level (S600.00/AC), Facilities 

Level (S5,800.00/AC) and Mining Level (SU,500.00/AC) components. Based upon 

an average seam thickness of 25 feet and a production of 45,000 tons per acr~, 

these values give a reclamation cost of SO.40 per ton at Rosebud, or about 2 

cents per million BTU. 

One note about reclamation costs; neither in Montana nor Wyoming has a 

reclamation bond been released and reclamation certified as complete or 

accomplished. This is an important pOint; total reclamation has not been 

demonstrated at any mine site in either state, and estimated costs of 

reclamation as calculated in bonding requirements may in fact be slightly low. 

However, it is not expected that future reclamation requirements would ~ouble 

current estimates. 
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Table 14 

Revised Status of R&clamation Bonding, 

RO'iebud Mine 

Bond Level/ Opera ti n!J Ownership Net 0&0 
Cost Element Cost/Acr!~ Escalation Cost/Acre 

Associated Level $ 480 1.22 $ 585 
Revegetation 

Fac i1 it i es Leve 1 
Scoria Removal $ 2,400 $ 2,400 
Regrading $ 495 1.22 $ 605 
Soil Redistribution $ 1,800 1.22 $ 2,195 
Revegetation $ 540 1.22 $ 660 

$ 5,860 

Mining Level 
Regrading $ 2,244 1.22 $ 2,740 
Soil Redistribution $ 1,224 1. 22 $ 1,495 
Revegeta t i on $ 425 1.22 $ 520 
Final Pit Reclamation $ 6, 8lEi $ 6,815 

$11 ,570 

Source: Western Energy Co., Decemtler 1983 
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D. Montana Coal Production Forecast 

The coal production forecast described in this sp.ction is based on the data 

inputs and spatial model described earlier. The Montana coal modeled is 8700 

BTU coal. As developed in Appendix 0, Decker 9600 BTU coal at SlQ.OO/ton is 

clearly out of the RNSPS new plant market. The modeling choice of 8700 BTU coal 

is based on uncertainties about new Decker contract prices and apparent market 

dominance by 8700 BTU coal, even at somewhat lower prices for Decker type coal. 

The basic analysis performed here was to estimate the spatial market for 

Montana coal against S6.00 and S7.70 Wyoming 8450 BTU coal. The focus is on 

identifying how the Montana market changes as Montana FOB price changes in Sl 

steps from S10.50 to S6S0 with S9.50 the base cas~. Specific data inputs and 

corresponding spatial market maps are described in Appendix C. The results are 

summarized in Tables 15 and 16, which show the population-weighted percent of 

each state lying within the Montana coal market for the ten specific price 

combinations. 

Consistent with the specific discussion of the Minneapolis deliveries 

above, Minnesota is in the Montana coal market against $6 Wyoming coal even at 

$10~0 (Tabl~ 15). As the price drops to $9~0, the market expands in the 

northwest (NW) into Washington and Idaho and in the northcentral (NC) to 

include Wisconsin and part of Michigan. At $8.50 all of Michigan and Idaho 

are included and at S7.50 most of Oregon. At $6.50 parts Of northern Illinois, 

Indiana, and Iowa are in the market_ The market picture against $7.70 Wyoming 

coal is similar except that at lower prices the Montana coal market extends 

further south into Iowa, Illinois, and Indiana. When the Montana price is 

substantially below the Wyoming price (6S0 Montana.vs. TJO Wyoming), the 

market even includes Nebraska and parts of Missouri. In the NW further market 
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State 

10.50 

Montana 1.00 

Washington .10 

Oregon .09 

Idaho .19 

Minnesota .96 

Wisconsin .17 

Michigan 0.0 

Iowa 0.0 

111 inois 0.0 

Indiana 0.0 

Nebraska 0.0 

Missouri 0.0 

Table 15 

t-IlNTANA GOAL MARKET 
POPULATION \ SUMMARY 

AGAINST 6.00 WYOMING FOB 

Montana FOB 

9.50 8.50 

1.00 1.00 

.80 .80 

.09 .09 

.64· 1.00 

1.00 1.00 

1.00 1.00 

.30 1.00 

0.0 0.0 

0.0 0.0 

0.0 0.0 

0.0 0.0 

0.0 0.0 
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7.50 6.50 

.1.00 1.00 

.91 .96 

.84 1.00 

1.00 1.00 

1.00 1.00 

1.00 1.00 

1.00 1.00 

0.0 .22 

0.0 .80 

0.0 .38 

0.0 0.0 

o .f) 0.0 



State 

10.50 

Montana 1.00 

Washington .10 

Oregon .09 

Idaho .37 

Minnesota 1.00 

Wisconsi n 1.00 

Michigan .35 

Iowa 0.0 

Illinoi.s 0.0 

Indiana ·0.0 

Nebraska 0.0 

Missouri 0.0 

Table 16 

MONTANA COAL MARKET 
POPULATION ~ SUMMARY 

AGAINST 7.70 WYOMING FOB 
~~~- -

Montana FOB 

9.50 8.50 

1.00 1.00 

.80 .80 

.09 .09 

.75 1.00 

1.00 1.00 

1.00 1.00 

.38 1.00 

0.0 .09 

0.0 .03 

0.0 .04 

0.0 0.0 

0.0 0.0 
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7.50 6.50 

1.00 1.00 

.91 .96 

.84 1.00 

1.00 1.00 

1.00 1.00 

1.00 1.00 

1.00 1.00 

.92 1.00 

.90 1.00 

.44 .86 

.02 1.00 

0.0 .58 



extension is precluded by proximity to Utah and south Wyoming coal centers. !n 

fact the extent of the market in the NW may be somewhat overstated given the 

likelihood of minemouth ge~eration in south Wyoming with transmission by wire to 

southern Idaho and Oregon. We have excluded both North and South Dakota from 

the market area based on historic and pl~ojected minemouth lignite plants. 

Incremental demand for coal is eac'~ state (or portion of a state) in the 

market area was estimated for 1990, 199'5 and 2000 at 1~, 2~, and 3~ electric 

growth rates. After total electric gen~ration was calculated for a given 

state (for a specific year and growth r!te) projected and existing generation 

due to hydro, nuclear, oil and gas and E!xfstfng coal was subtracted to get the 

residual electric generation needs to bl! met by new coal-fired plants. This 

residual generation was then converted into coal demand in millfon tons per 

year. The results of this calculation ~ummed over all states is provided in 

Table 17 for each of the ten spatial market cases. 

The results in Table 17 are consistent with known coal-fired capacity 

additions to 19QO and 1993 (for example, Table 12). Utility plans as reported 

to NERe were used as an upper limit to incremental coal demand in the 1990 

forecasts and in 1995 for growth rates of 1% and 2%. As a result, the 

projections in Table 17 are more realistic but have some resulting 

discontinuities. For example, in 1990 the 3' case is not very different than 

the 2'. This is because utflitfes are not planning for 3' growth and if such 

occurred, unexpected growth could not be met with coal given the lead time on 

new plant construction. This constraint also limits l~ and ~ growth in 1995, 

but 3' is unconstrained and is substantially higher. 

The results in Table 17 also incor,orate the Northwest Power Planning 

Council's expected impact on the mix of new electric generation and 

t11-31 

J 
j 



Tabl e 17 

Montana Coal Production 
Forecast (million tons per year) 

Year: 1990 1995 

El ectric 
Growth Rate: a 2~ 3~ 1~ 2~ 3\ 

A. wyomin8 FOB Price $6 
Montana F Bl$/ton) -

10.50 36.4 38.4 41.3 38.0 44.2 53.0 

9.50 BASE 38.1 41.5 42.9 41.9 46.2 64.6 

8.50 38.9 42.5 44.2 42.8 47.2 72.2 

7.50 42.7 44.7 44.7 45.4 47.2 72.2 

6.50 42.7 44.9 45.9 45.6 49.1 76.9 

B. Wyoming FOB Price $7.70 
Montana FOB -

10.50 37.9 40.8 42.0 41.3 45.3 64.6 

9.50 BASE 38.6 41.8 43.3 42.5 46.3 64.6 

8.50 38.9 42.5 44.2 42.8 47.2 73.0 

7.50 42.7 45.6 46.0 46.0 50.2 80.8 

6.50 42.7 45.8 47.4 46.6 54.4 94.7 
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2000 

a 2~ 31, 

44.1 51.0 59.9 

48.3 62.9 85.2 

48.3 68.0 96.R 

48.3 68.0 100.1 

48.7 72.2 118.1 

48.3 62.9 81.2 

48.3 62.9 85 .. 4 

48.4 68.7 98.4 

49.8 75.8 125.0 

50.8 89.R 140.8 



I 
conservation resources in the northwest~ For exampl~, our model predicts a n~erl I 
for 4900 average mw of ne¥l resources in the NW at 2~ electric growth and in the 

year 2000. If this was to be met ¥lith ne¥l coal-fired capacity, this would imply 

an additional 26 mtpy of coal demand. However, the Power Plannin~ Council is 

expecting to meet this incremental load (1f it occurs) ¥lith about 4000 average 

mw of conservation plus about 900 mw combustion turbines and cogeneration. Only 

for the Council's highest growth case (2.9~) is there any new coal-fired 

capacity in the NW even by the year 2000. Ttte Council's estimate is for 

approximately 1900 mw or 10 mtpy of nel!f coal demand in the high growth case. 

This contrasts with the approximate 48 mtpy our model ¥lould assign at 3~ growth 

in the absence of this information. G1'ven that ¥Ie have not been abl e to 

i 

quantify the effects of major state or regional level conservation efforts in 

the remainder of the Montana market arl!a, the estimates in Table 17 should be 

taken as an upper limi~ 

It is also worth noting here that. both the Power Planning Council and BPA 

i 

i 
I 

are projecting NW regional growth at m"ound 1.6" t.o 2000. The Council's high i 
case of 2.9' growth is a very high "high" based on extreme demographic and 

economic assumptions. The Council expects that there is only a 22~ chance of 

growth in excess of 2.3~, but a 33~ chanc~ that it coul d range from 1.7' to .A~. 

By contrast, the NERC projection for the NWPP (which also includes Utah) for 

1983-1993 is for 2.5'. This supports the interpretation of the NERC projec~ions j 
as a reasonable upper limit. The U.S. Government's Energy Information 

Administration is forecasting 4.1~ fo,' 1984-1995 for the NW and Alaska. This 

seems quite unrealistic. In short, it appears that carefully developed regional 

forecasts comparable to those for the PNW are not available for other regions. 

In interpretations of Table 17, 2' growth may well be a reasonable base case. 

At 2~ growth and for a base case Montana FOB price of 9.50, a 1 il<ely production '-
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forecast for Montana is 42 mtpy in 1990, 46 in 1995 and 63 in 2000. Coal 

,pro~uction levels are quite sensitive to the annual rate of growth in electric 

sales. For example, the year 2000 base case forecast is 48 mtpy at 1% electric 

sales growth but almost double or 85 mtpy at 3'. The 1984-2000 average annual 

growth rate for base case coal production corresponding to 1', 2', and 3' 

compound growth in the electric sector are 2.5', 4.3' and n.~ respectively. 

The various base case projec~ions are summarized in Figure 11 along with 

historical production and the short term forecast. The 1990 forecast range of 

38.6 mtpy to 43.3 mtpy is consistent with the mine survey-based forecast 

developed by the Montana Governor's office of 41.6 rntpy in 1988. The latter 

shows the expected growth over 1984 production due to Colstrip 3 and 4 and Belle 

River '2 plus movement toward contract maximums as capacity factors improve on 

existing units. It should be noted that even with no changes in contracts, there 

can be considerable swings in production levels within contract minimums and 

maximums. For example, Colstrip 3 and 4 operated at 40' capacity require about 3 

mtpy and at SO" 6 mtpy. These in fact correspond to the contract minimum and 

maximum on these units. The production swing within existing contracts just for 

Montana Power Company pl ants is about 4.7 mtpy and incl uding other Western Energy 

contracts is at least S.4 mtpy. In short, the range forecast for 1990 as a 

function of electrical growth rates (which impact capacity factors) is quite 

plausible and consistent with the short term forecast. 

A final comment on the base forecast is that it assumes all existi~g 

contracts will be renewed as they expire to 2000. The major contracts that 

are due to expire in the mid-90's are all in Minnesota and Wisconsin. These 

states are in the market area for the Base Case of SqSO and it would appear 

very likely that these contracts would be renewed.* In 1997, 19Q8, and 1999 

III-34 

*See Appendix F. 



10
0 

9
5

 

9
0

 

8
5

 

8
0

 

7
5

 

- ~ 
7

0
 

-
.....

. 
E

 
6

5
 

.....
. 

.....
. 

-
I 

6
0

 
e
N

 
Z

 
U

l 

0 
5

5
 

- I- U
 

5
0

 
::>

 
0 

4
5

 
0 a:

 
4

0
 

C
L 

..
J 

3
5

 

« 
3

0
 

0 U
 

2
5

 

2
0

 

15
 

10
 5 

IL 
19

70
 

~
.
 

19
75

 

Fi
ou

re
 II

 

M
O

N
TA

N
A

 C
O

A
L 

P
R

O
D

U
C

TI
O

N
 F

O
R

E
C

A
S

T 

19
80

 
19

85
 

19
90

 

• 

Lo
no

 T
er

m
 F

or
ec

as
t 

E
le

ct
ri

ca
l 

G
ro

w
th

 R
a

te
. 3

%
 (

E
G

R
) 

/
2

%
 (

E
G

R
) 

1
%

 (
E

G
R

) 

19
95

 
2

0
0

0
 I 



some Decker contracts with Commonwealth Edison in Illinois and Detroit Edison ,in 

Michigan expire. The potential for renewal of these contracts has not been 

closely investigated. Given the uncertainties of Decker prices, the special 

market (high BTU, low sulfur, older plants) involved, and the relative distance 

of the event in time, we have assumed that these contracts will be renewed for 

the year 2000 forecast. 

E. Incremental Coal Production Forecast 

The incremental or new coal production in Montana that could be expected 

for each of the ten spatial market cases is summarized in Table 18. This is 

derived from Table 17 by subtracting expected 1984 production of 32.3 mtpy. 

The discontinuities in Table 18 are again partly related to real constraints 

imposed by utility planned coal additions. Also, while it is clear from 

Tables 15 and 16 that the market expands for eve~ price reduction, in some 

cases the state or portion of a state added will not be needing new coal-fired 

capacity at the growth rate and year indicated. For exampl e, there is 7466 mw 

of nuclear capacity that is coming on line in Illinois in the next few years. 

Because of this legacy from days of expected higher electric growth, there i~ 

no need for new coal-fired capacity in Illinois even at 3~ to the year 2000. 

Similarly, there will be no new coal-fired capacity in Michigan unless growth 

exceeds 2~. 

The effect of a $1tton price reduction at initial prices of 1050, 9.50, 

8.50, and 750 are summarized in Tabl e 19 (again, derived from Tabl e 17). 

Again, the discontinuities here are due to the real constraints on new coal 

capacity expansion plus utility-specific planning for substitute resources: 

nuclear, oil and gas, hydro, and conservation. Given those discontinuities 

and the uncertainties about base prices, a better picture of the effect of a 

111-36 



Tab' e 18 

Incremental C~)al Production 
Forecast for Montana over 

1984 Base (ml11f~~ tons per year) 

Year: 1990 1995 

E1 ectric 
Growth Rate: a 2" 3" 1" 2" 3" 

A. wyOftlin8 FOB Price $6 
'MOntana F B\$/ton) -

10.50 4.1 6.1 9.0 5.7 11 .• 9 20.7 

9.50 BASE 5.8 9.2 10.6 9.6 13.9 32.3 

8.50 6.6 10.2 11.9 10.5 14.9 39.9 

7.50 10.4 . 12.4 12.4 13.1 14.9 39.9 

6.50 10.4 12.6 13.6 13.3 16.8 44.6 

B. Wyomina FOB Price $7.70 
Montana FQ --
10.50 5.6 8.5 9.7 9.0 13.0 32.3 

9.50 BASE 6.3 9.5 11.0 10.2 14.3 3~.3 

8.50 6.6 10/2 11.9 10.5 14.9 40.7 

7 .50 10.4 13.3 13.7 13.7 17.9 48.5 

6.50 10.4 13.5 15.1 14.3 22.1 62.4 
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2000 

1" 2" 3" 

12.0 lA.7 ~7.6 

16.0 30.6 52.9 

16.0 35.7 64.5 

16.0 35.7 67.8 

16.4 39.9 85.8 

16.0 30 •. 6 48.9 

16.0 30.6 53.1 

16.1 36.4 66.1 

17 .5 43.5 92.7 

18.5 57.5 108.5 



Tabl e 19 

Effect of a S1/ton Reduction 
on Montana Coal Production 

( mi 11 ion .!2!!! £!!: yea r) 

Year: 1990 1995 

Electric 
Growth Ra te: 1~ 2~ 3~ a 2~ 3~ 

~ Wyomi ng FOB Price $6 

Initial Montana FOB 

10.50 1.7 3.1 1.6 3.9 2.0 11.6 

9.50 .8 1.0 1.3 .9 1.0. 7.6 

8.50 3.8 2.2 .5 2.6 0.0 0.0 

7.50 0.0 0.0 1.2 .2 1.9 4.7 

B. Wyoming FOB Price $7.70 

Initial Montana FOB 

10.50 .7. 1.0 1.3 1.2 1.3 0.0 

9.50 .3 .7 .9 .3 .6 8.4 

8.50 3.8 3.1 1.8 3.2 3.0 7.8 

7.50 0.0 .2 1.4 .6 4.2 13.9 
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2000 

1~ 2~ 3~ 

4.0 11.9 25.3 

0.0 5.1 11.6 

0.0 0.0 3.3 

0.0 4.2 18.0 

0.0 0.0 4.2 

.1 5.8 13.0 

1.4 7.1 26.6 

1.0 14.0 15.8 



$1 reducti on may be obtai ned by averagf ng the $9.50 and $10.50 Mont.ana FOB 

prices and the $6.00 and $7.70 Wyomi ng ;=-OB cases. The resul ts are summari zed 

inTable20. 

The effect of a $1 price reduction in 1990 and 1995 is to increase 

projected prodution by about 1 mtpy at all electric growth rates except 3~ in 

1995 where it is 7 mtpy. In 2000, a $1. reduction increases production by 1, 6, 

and 14 mtpy for 1', 2' and 3' growth rl!spectfvely (Tabl e 20). The long-run 

el asticity of demand in the year 2000 c:orresponding to the three growth rates 

are -.2, -.9, and -1.6. These are withi~n the range one would expect given 

general findings on the price-elasticity of demand for energy. 

F. Comparison to Other Studies 

We are aware of two other recent 110ng-run estimates of the market for 

Montana coal. One is a study by Victor Wood entitled Montana Coal Market 

Study. An 18 page draft dated July 3, 1984, was made available to us through 

the Montana I nternati ona 1 Trade Commi s:; i on. Wood does not provi de much 

discussion of his method, but his key 'Input assumptions: Montana base price 

of $9.75 for 8600 BTU coal and $13 for 9600, Wyoming at $7.50 and 8300 BTU, 

and rail at 2.0t to 2.2t in per ton-mile for western movements ar-e similar-

to ourL He provides a coal pr-oduction estimate based ~n the NERC overall 

utility load growth of 2.3' annually. 

His spatial market estimate is also similar to ours except that he 

expects the Montana coal market woul dpenetrate well into Mi ssouri, Okl ahoma, 

and Arkansas even for a $2 reduction. He is in apparent agreement that for 

the base case Minneapolis and most of Minnesota and Wi~consin are well within 

the market. He does not, however, expect any sensitivity of his market 

boundary in the NW (r-oughly, the Oregon-Washington bor-der plus n~rthern Idaho) 

to price reductions. 
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Year: 

Electric 
Growth Rate: 

Total 
Production 

New 
Production 

atncrease for 
$l/ton Price 
Reduction 

1~ 

38 

6 

Table 20 

SUMMARY 

Base Case Montana Coal Production Forecast 
(million tons per year) 

1990 1995 

3~ 2~ 31, 1~ 

42 43 42 46 6.5 48 

9 11 10 14 32 16 

.9 1.~ 1.3 1.6 1.2 6.9 1.0 

2000 

2'; 31, 

63 85 

31 53 

5.7 13.~ 

Note: at ncrease is based on ave.rage of 9.50 and 10.50 Montana FOB and 6.00, 
7 .70 Wyoming FOB cases. 
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Woodis forecast at 2.3~ electric gr'owth is compared to our mt)st similar 

($9.50 Montana and $7.70 Wyoming base) case at 2~ and 3% in Table 21. His 

forecast for 1990 at 2.3% is 3 to 4 mtpy new coal production, which is below 

both our 2~ and 3~ forecast by 7 to 11 mtpy. In 1995 his estimates are 

consistantly bracketed by ours and we appear to be in substantial agreement. 

However, in 2000 his numbers look high, with his 23~ estimates very similar 

to ours for 3~ growth. Wood's estimatE!, of the production response to a Sl/ton 

reduction is zero in 1990, +1 in 1995, and +7 mtpy in 2000. This is similar 

to our 1.5, 1.2, and 5.7 mtpy increases, for 1990, 1995, and 2000 at 2% 

el ectric growth. 

Without more information on Woodis method it is difficult to explain the 

differences. Perhaps the main point hl!re is that the results are fairly 

similar. Both studies show substantial growth in Montana coal production even 

without price reductions. (Woodis forE!cast impl ies 5.8~ annual growth 1984 to 

2000). Both studies also show similar response to price reductions. 

By contrast the only other long-rtln estimate we have seen was presented 

by Marti n Whi te of Weste'rn Energy ina, recent i ntervi ew reported in the 

Billings Tribune. White predicted a steady decline in coal sales from a peak 

of 333 mtpy in 1986 to 20.9 in 1995 alt current price (and coal severance tax) 

levels. This forecast is apparently predicated on the loss of all existing 

contracts as they come up for renewal. In addition, it a'ppears to preclude 

any new production related to plants coming on line between 1q84 and 1995, 

including Colstrip 4 and Belle River '2. Based on the present analysis and 

the study by Victor Wood, there appear'S to be 1i ttl e basis for Whi tp'1 s 

projection. 
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Year: 

Electric 

Tab' e 21 

Comparison of 1 ncremental Coal 
Production Forecasts for 

Montana (mill ion tons per year) 

1990 1995 2000 

Growth Rate: 2~ 2.3~ 2~ 2.3~ 3~ 2" 2.3~ 
(Wood) 

3~ 

Base 
Condf tofon 

S1/ton 
Reduction 

S2/ton 
Reduction 

$3/ton 
Reduct10n 

Source: 

(Wood) (Wood) 

10 3 11 14 21 32 31 50 53 

10 3 12 15 22 41 36 57 66 

13 4 14 18 32 49 44 88 93 

14 4 15 22 39 62 !i8 108 109 

Forecast at 2.3~ is Victor Wood's Montana Coal Market uStu~y (July 
1984). Assumes Base Montana price of 9.75ana8600 BT an Wyoming 
of 7.50 and 8300 BTU. 

Comparison is to the present study with a base of $9.50 Montana (8700 BTU) and 
7.70 Wyoming (8450 BTU). 
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Chapter IV. Acid Rain and Montana Coal Demand 

A: Market Size 

Another potential market for Montelna coal is the set of 01 der pl ants, 

mainly in the midwestern states, that c:urrently burn high sulfur fuels. 

Because of the increased scientific evidence that links coal-fired generating 

plant emissions of S02 with acid precipitation impacts, a number of bills were 

proposed in the last congress to redUCE! S02 emissions hy 8 to 1l mtpy. The 

bills are of two major types. The Sikclrsky/Waxman Bill (HR3400) for example, 

would require scrubbers on the "top 50" emitters and leave a potential of 30 

to 50 mtpy of high sulfur coal use that: could be switched to low sulfur. The 

other type of bill, typified by S2001, the Durenburger Bill, would have no 

explicit technology forcing provisions. Utilities would be free to choose the 

lease cost mix of scrubbing and switching on their system. The latter, of 

course, could be constrained by state-level regulations that would protect the 

local high sulfur coal industry to va~~ing degrees. At 10 mtpy S02 reduction, 

there is a total of 220 mtpy that coul,:! be scrubbed or switched. 

At present there is a great deal of uncertainty over the target level of 

reduction and the means of achieving that reduction. It is probable that no 

acid rain bill will pass in the current congresL 

A maximum potential aci drain mar'ket for the NGP is estimated in Tabl e 22, 

based on tonnages delivered in 1983 to plants facing sulfur emi~sion regulations 

more lenient than 3.0 lbs. S02/MMBTU. As is evident, the bulk of the "acid rain" 

plants are in states on the fringe of, or outside our historical market 

I 

, 
I 
i 
j 

i 

i 

J 

i 
i 

identified in Chapter 2, such as Ohio, Illinois, and Indiana. In the state~ I 
where Montana coal specifically may have a clear competitive edge such as ~ontana 

. and Minnesot~, there are either no older plants or they are already burning low 
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State 

Minnesota 

Wisconsin 

Missouri 

Illinois* 

I ndiana* 

Ohio* 

Kansas 

Michigan 

Iowa 

Total 

*Market Fringe 

Residual 

Tabl e 22 

Maximum Potential Acid Rain Capacity 

Mil. Tons --
4.6 

6.7 

16.3 

16.0 

26.7 

37.7 

4.1 

10.8 

5.3 

128.2 

79.4 

48.8 

Coal Market~rea 

1983 
MT WY 

Del iveries 

4.4 MT 

.5 MT 

2.7 

.8 

3.2 

11.6 

in 

Maximum 
Potential 

.170 

6.28 

16.3 

16.0 

26.7 

'37.7 

1.5 

10.0 

2.2 

116.6 

79.4 

37.2 

Total tonnage by state with jlants facing sulfur regulations equal to or more 
lenient than 3.0 lbs. 502/10 BTU. 

Source: Derived 1983 Cost and Quality, DOE. 
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sulfur coal. For example in Minnesota, ·Wisconsin, and r-.1ichigan there is a 

total potential of only 16.5 mtpy. The traditional Wyoming market also has 

few high sulfur plants, with the exception of Missouri (16.3 mtpy), because 

the south-central states have historically used gas and oil. 

While the potential "acid rain" ma,oket for the NGP may be anywhere from 

37 to 117 mtpy, the actual share will depend critically on the type of 

legislation (scrub or switch) and on the unit-specific economics. Many of the 

older plants designed for bituminous cctals may not be able to burn the low 

BTU, high ash western coal~, or burn them only at a large expense. An 

analysis by ICF that takes into account. the match 0' unit and coal source 

characteristics, and assumes that utilities will minimize costs, is summarized 

in Figure 12. 8y 1990, acid rain legislation would only add 10 mtpy to the 

NGP market. Based on historical market shares, this would imply perhaps 2.5 

mtpy for Montana. I t is important to note that ICF assumed the Ourenburger 

type of bill that di d not mandate scrubbing. In short, even under the mos t 

optimistiC scenario (there is an acid rain bill and it allows utilities to 

scrub.2! switch), the Montana market fClr acid rain plants is anywhere from 0 

to 3 mtpy. 

The conclusion here is that acid rain plants are not likely to add 

significantly to the Montana market. 
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B. Acid Rain Legislation 

Although the new Congress has only been in session a fe~ we~ks, 

'representatives, staff and observers al'l agree that it is very unlikely new 

acid rain legislation will pass this session. This assessment, together with 

the Admi nistrati on's rel uctance to prOp4)Se or back one of the many S02 

reduction plans introduced last session, essentially assures that the status 

quo will pertain for at least two more ,years. 

In addition, the Administration's position is that further studies are 

necessary before an adequate bill can be drafted. At the same time, funding 

for such ,studies will be restricted, or' non-existent, given t.he tight budget 

situation. In the next few years, the", it is unlikely that federal 

legislation will change ttle current supply relations dramatically. Utilities 

will be guided by current rules and laVl's in assessing the mix of coalCl, 

scrubbing ~nd emissions that provide c(lmpliance and the lowest cost for a 

particular electrical generating boiler. 

It is also constructive to look ahead, at least a short tillie, and assess 

the likely introduction of new acid rain legislation. The passage of national 

environmental legislation, any legfsla1:ion, requires building a momentum for 

passage over two or more legislative sessionL That mnmentum will be broken 

1n the current session to the point thilt some observers and staff suggest that 

leading House supporters of specific lE~gislative inttiatives may not even ask 

for committee hearings. tn addition, 1~ew pieces of legislation can finally 

become law without Presidential signature, and active Presidential support 

will be needed to successfully negotiate ttle Congress. Acid rain is a 

bipartisan issue, but few Senators, perha~s, would want to challange 

Presidential leadership on this issue, knowing a veto,lies at the end of the 

legislative road. 
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Given the current mood of the National Congress, the pull-back of 

legislative ~eaders who ch~mpioned acid rain reductio~ in the last Congr~ss, 

and the Presidential (E.P.A.), assessment of new study requirements, it appearc; 

unlikely that acid rain reduction will be mandated by the Congress in this 

decade. New contract potential for Montana and Wyoming based upon some form 

of S02 reduction does not seem likely before the 1990's at the earliest. Even 

then, given the uncertainty about the form, requirements and timing of any new 

legislation, the level of impact on Montana and Wyoming is uncertain. I~ any 

case, whatever may develop in the 1990's to enhance 'air pollution contro1 and 

increase Northern Great Plains coal production is certain to benefit Wyoming 

more than Montana because of the geographic relation to the new markets. 
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Chapter V. Severance Tax Analysis 

This chapter provides an analysis of the imp~ct 0' changes 1n the Montana ~ 

coal severance tax on the three market categories previously identified: 

existing contracts, new plants, and a.cid rain plants. 

A. Magnitude of the Severance Tax 

The Montana and Wyoming coal and severance tax and other state and local 

taxes are compared in Table 23. On an overall basis Montan~s total taxes are 

25~ of selling price versus 17~ for Wyoming. The severance tax~s alone are 

21' and 11~. On Western Energy coal in 1983,. for example, the Montana coal 

severance tax was 2.30 S/ton or about 13t/MMSTU. A change of 50' in the t.ax 

woul d amount to S1.15 and 6 1/2t/MMS"ru or about the di fference in the 

Montana and Wyoming taxes. The table does not reflect the new royalty 

deduction which is being phased in aJ1ld will reduce the Montana effective rat~ 

to about 18' inS years. 

In relation to typical delivered prices, for example in the Minnesota 

market (recall Figure 2), of S25 to $30/ton even a 50~ reduction in the tax is 

only 4 1/2' of delivered prices." In short, an! priori grounds ane would not 

expect very significant changes in the Montana market due to even very large 

changes in the tax. Recalling the dominant effect of locat.ion discussed in 

Chapter 2, a 50~ tax reduction would alter lacatianal advantage by only about 

67 miles for 8700 STU Montana coal. 

S. Impact.2!!. "the Market 

Theoretical Model 

The theoretical impact of a tax reduction on production and tax revenue is 

outlined in Figure 13. The model assumes that the tax is completely forward 

~hi;t~d (perfectly elastic supply) ~iO that tax cuts are reflected exactly in 
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Severance Tax 

Property Tax 

Sales Tax 

State Income Tax 

State and Local Sub 

Table 23 

Montana and Wyoming Taxes as a 
Percent:of Selling Price--

Montana Wyominq 

21.34 10.50 

3.40 5.92 

tVA 0.24 

.46 N/A 

25.20 16.66 

Source: The Competitive Position of Colorado Coal: A Comparative Analysis of 
Coal Taxation in six Western States and Texas Gennifer Sussman eta! 
April 1984. crn orado Energy ResearC1tI ns t. ) --
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* 

Figure E 

Effect of a TclX Decrease 
on Production and Revenue 

Price (S/ton) 

- lost tax revenue on exlstinC) 
production 

Current { 11.00 A 
Severance --------------. 

Tax 8.10 ...-___ 8 ____ ..... 
increased revenue 
on new production 

50Of. tax 
cut to 
9.85 

Demand 
Curve 

32 X Quantity 
(m+py) 

A + B· current revenue. 
A=lost revenue under tax reduction. 
C=revenue on new production. 
C-A=net chanC)e in tax revenue. 

Issue: X =new production level (4!lasticity of demand). 
* Average price of 8100 BTU producers, for example. 
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in price changes •. (This may result in an overestimate of the price change 

depending on tax incidence.) A given tax cut can then be expected to reduce 

price and increase production. Schematically the area "A" is lost tax revenue 

"C" is tax gained on increased production. As illustrated, losses far outweigh 

gain~ In fact the magnitude of "A" vs. "c" depends on the response of 

increased quantity demanded to a given price change. The unknown new production 

level is indicated by "X" and will in general depend on the "elasticity of 

demand." The latter is simply the percent change in quantity demanded for a 

percent change in price. In Figure 14 a much more elastiC demand curve is 

illustrated with a much larger new "X" (here 01'. Even here losses continue to 

dominate gains. In fact, an exact "break even" elasticity for a tax cut to 

result in no change in tax revenues can be calculated (Figure 15). The basic 

finding is that demand would have to be extremely responsive to price changes 

(an elasticity of around -5~) in order for tax revenue to be stable. In fact, 

it is highly unlikely that the long run elasticity of demand for Montana coal is 

much over -1.0, as noted in Chapter III. 

Timing Issues 

To analyze the impact of a given tax change, it is necessary to identify the 

lag between coal sourcing decisions and on-line dates for new coal-fired units. 

Decisions on plants coming on line 5 to 10 years from now are based on current 

and projected economics. In short the impact of a tax change is delayed, or, 

conversely, to affect plant decisions in the future, one has to change taxes in 

the near term. 

A summary estimate of the timing is provided in Figure In. Based nn the 

Boiler order date vs. on-line date information provided earlier, utilities 

must be making decisions relating to coal rank (i.e. lignites v~. 

, subbituminous vs. bituminous) at least 8 to 10 years in advance. On the other 
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p 

Current {~. 
Tax ' 

Figure lL~ 

Tax Decrel]se with 
Highly Elastic Demand 

~----~A~--__ ~--~~~~_D 
B C 

~-------------'--~----------~~--Q 
0, 

Here net loss to a tax reduc:tlon (C-A) Is reduced by large 
production response '0 a smclli price change (highly elastic 
demand). 

Analytical: need an elasticity of about -4.6 to "breakeven". 
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Figure 15 

Tax Revenue/Elasticity of 
Demand Relationship 

Independent Relationships: 

1. Tota 1 Tax 

T = te(P-K2)Q or 

= (ts/l + t s ) (P-K2)Q 

2. Tax Formulas 

P = K1 
(1-te ) 

3. Empirical Demand 

~ . ! = Ed 
dP Q 

where: 

+ K2 

(te = 
ts ) 

1 + ts 

. K1 te 
Z = ---~ ....... -----

(1 - te)(Kl + K2[1 - tel) 

solve for IEd\ when 

dT 

where: K1 = Contract 
Sales Price 

then: 

K = fixed 
2 deductions 

(black lung, etc.) 

P = FOB 

te = effective 
tax rate 

ts = severance 
tax rate 

dt = 0 
e 

and K1,K2, t e, Q (given exogenous) 

for te = .23; Kl = 7.79; K2 = .85; P = 11.00 

Discrete approximate for ~te = .01 
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Market Sector 

Impacted 

1. Exi sti ng 

2. New Plants 

3. Acid Rain 

Figure 16 

.Severance Tax Issue: 

Timing 

\/-7 

Timing re-market 

IVI year 

3-5 year--source 

8-10 year--rank 

-1 year 



hand, within coal ranks, specific coal source decisions may be 3-5 years lead. 

For example, the NSP Sherco #3 unit bids were taken in November 1984 for a late 

1987 start, or three years lead •. (In fact the decision is only a 2.5 year lead.) 

It is presumed that existing contract renewals would be essentially based on the 

market price near the time of contract renewal, or one year. 

!!!!! Term Impacts 

Given the timing assumed in Figure 16, a decision to chanqe the severance 

tax in this legislature (1985) would potentially impact contract renewals 

through 1986, new plant coal source decisions for plants coming on line from 

1988 to 1990 and new plant coal rank decisions for plants coming on in 1993 

and 1995. Based on the historical analysis in Chapter 2, it seems unlikely 

that a change in delivered price on the order of 7t/MMBTU will significantly 

alter the subbituminous-bituminous-lignite market shares. Assuming then that 

the dominant effect of a tax change will be vi's-a-vis Wyoming coal s, the 

impacts, if any, will be on plants coming on line before 1988 to 1990. T~e 

qualification "if any· here is important. In the following a ·naive model" is 

assumed, that Wyoming wil' not strategically respond to Montana tax cuts. 

Since the latter is a possib~lity, the results below are likely, if anything, 

to be overestimates of the gains to tax cuts. 

Given the timing and magnitude of the tax cut, we know the relevant markets 

that could be affected. If the impact at most would b~ restricted to new plants 

on line to 1990, in the Montana market area the impact is on one plant--the 

Sherco #3 unit. Based on the discussion above, it appears that Montana already 

has a competitive edge at this plant. Expanding the time frame to include 1993 

may only pick up one other plant in Wisconsin or about 1 1/2 mtpy. In short, 

based on the near term a·nalysis of the potential new plant mar~et, to 1993 01 

severance tax cut of 50~ would possibly impact decisions on about 3 1/2 mtpy of 
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new pl ant capaci ty. Thi s woul d add at most about 3.5 mtpy to the 41 mt.py 

forecast for 1988, or about plus 8$ in coal production for a price change of 

about 10$. This implf es i nel astic demand (around -0.8) to 1993 and woul d 

clearly result in very large decreases in tax revenue. 

C. Decision Criteria 

At this point it is useful to raise the issue 0' an·app-opriate basis for 

estimating the impacts 0' severance tax changes. It appears that the' st.ate 

faces a problem of evaluating multiple goals. At a minimum a decision 

criteria should weigh both tax revenue changes and changes in coal production 

levels (or coal revenues, producer profit, employment, etc.). For example, a 

hypothetical decision criteria could bl! specified as follows: 

SOCIAL WELFARE • Wl (TAX REVENUE) + W2 (COAL PRODUCTION) 

where Wl and W2 are wei ghti ng terms. !~hat this equation suggests is that in 

some sense "social welfare" or lithe publfc good" effect of a change in the 

severance tax is a weighted average of tax revenue changes and coal production 

~ith the weights essentially reflectin9 distributive assumptions on how we as 

a state eva' uate a $1 of tax revenue ac:crui ng to the state as a who' e compared 

to a $1 of coal production profits (jo,bs, revenue, or etc.) accruing to coal 

producers and other impacted sectors. 

It is beyond the scope of this analysis to identify an appropriate index 

for coal production or to propose the appropriate weightL However, it is 

possible to at least quantify the tax revenue (S) versus coal production 

(mtpy) tradeoff for use by decision makers. For the near term case above, it 

appears that the net e'fect of a 50$ tax cut would ~e mainly in the new plant 

market to 1993. Existing contracts do not begin to expire until 1993, even 

assuming the tax would have an impact. Acid rain should probably be assigned 

a zero probabil i ty by 1993 ft'lr an expected val ue of zero. 
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O. Analysis of Tax Policy Alternatives 

Several coal severance tax policy alternatives hav~ been proposed. One 

specific proposal is a 50' cut in the severance tax on all production. 

Another is a 50~ cut in the severance tax, but to be applied only to new 

production (presumably over the 1984 base of around 32.3 mtpy). 

On our base case price of 9.50 S/ton, a 21~ effective tax rate generate 

S2/ton in severance tax. Accord1~gly, for 8700 BTU coal, a 50~ tax cut 

corresponds to our S1/ton price reduction cases. However, on the average 

Montana coal in 1983, a 50~ tax cut would actually amount to about a $1~0 

(since higher price Decker and Spring Creek coals are includedl. 

Table 24 provides a summary of the effect of a $1/ton, Sl.50/ton, and 

$2/ton severance tax reduction on a new production. As noted previously, there 

will be substantial growth in new production even in the absence of a tax cu~ 

For example, our forecast at 2~ growth in the year 2000 is for 31 mtpy of new 

production over the 1984 base case. A S1/ton tax reduction results then in a 

$31 million/year revenue loss on new production that. would occur even without 

the tax cut. The $1 reduction stimula~es additional new production of 5.7 mtpy 

which may bring in a tax revenue of around $11.4 million per year that would 

otherwise not be realized. (The latter assumes that new production was the same 

price and BTU [Decker, Spring Creek, other] mix as current. If in fact new 

production was mainly 8700 BTU coal, incremental taxes would approach only 

$1/ton for an increase of $5.7 million per year.) The net effect is then' a 

$19.6 million loss in year 2000 at a 2~ growth rate for coal production. 

Estimates for other years and growth percentages, and price reductions are 

provided in Table 24. The $1.50 case is int.erpolated. 

Using 2~ growth as a base case, ~esults for a cut in taxes on new 

production for a 50~ reduction are summarized in Table 25. The net annual 
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Table 24 

Annual Tax R~venue Changes 
for Severance Tax Reductions 

Year 1990 1995 2000 

El ectric Growth a 2' 3' l' 2' 3' a 2' 3' 

New Production (mpty) 6.0 9.0 11.0 10.0 14.0 32.0 16.0 31.0 53.0 

Change for $1 Price. 
Reduction (mpty) . .9 1.5 1.3 1.6 1.2 6.9 1.0 5.7 13 .5 

Change for $2 Price 
Reduction (mtpy) 3.1 3.2 2.4 3.3 2.4 12.9 5.6 10.2 27.2 

Change for $1.50 Price 
Reduction (mtpy) 2.0 2.4 1.9 2.5 1.8 9.9 3.3 8.0 20.4 

Revenue Change (million $/year) 

A. $1 Tax Reduction ---
Loss on New Base 6.0 9.0 11.0 10.0 14.0 32.0 16.0 31.0 53.0 

Gain on Change 1.8 3.0 2.6 3.2 2.4 13.8 2.0 11.4 27.0 

Net Loss 4.2 6.0 8.4 6.8 11.n 18.2 14.0 19.n 26.0 

B. $2 Tax Reduction ---
Los's on New Base 12.0 18.0 22.0 20.0 28.0 64.0 32.0 62.0 106.0 

Gain on Change 3.1 3.2 2.4 3.3 2.4 12.9 5.6 10.2 27.~ 

Net Loss 8.9 14.8 20 .~, 16.7 25.6 51.1 26.4 51.8 78.8 

f.:. 5~ Tax Change (1.50) 

Loss on New Base 9.0 13 .5 16 .~i 15.0 21.0 48.0 24.0 46.5 79.5 

Gain on Change 3.0 3.6 2.9 3.8 2.7 14.9 5.0 12.0 30.6 

Net Loss 6.0 9.9 13.6 1L2 t~.3 33.1 19.0 34.5 48.9 
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Tax Policy Alternative 

Table 25 

Summary Tax Policy Analysis 

1985 

Change 2! Tax Revenues (million $/year) 

and Coal Production (million $/year) 

1990 1995 2000 

rgx Coal rgx Coal rgx Coal rgx Coal 
(10 $) (mtpy) (10 $) (mtpy) (10 $) (mtpy) (10 $) (mtpy) 

A. 50' Tax Cut on 
New P roducti on: 

Loss on Base Case 
New Production: 13.5 21.0 46.5 

Tax on Increase in 
New Production: 3.6 2.4 2.7 loR 12.0 8.0 

Net Effect: 9.9 2.4· lR.3 1.8 34.5 8.0 

B. 50' Tax Cut on 
All Production: 

Loss on EXisting 
Product 1 on : 48.5 48.5 48.5 48.!; 

Net Effect 
New Production: 9.9 2.4 18.3 1.8 34.5 8.0 

Total 48.5 58.4 2.4 66.8 loR 83.0 8.0 
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revenue loss is estimated to be $9.9 million in 1990 and $18.3 and $34.5 million 

in 1995 and 2000. The corresponding prl)duction gains are 2.4, 1.8· and 8.0 mtpy. 

The other basic type of proposal h to reduce taxes on all production. 

For a 50~ tax or $1.50 average price redil!ction this resul ts in an immediate 

48~ million/year tax revenue loss on existing production plus the same net 

effect on new producti on as the previ OU~i case. Accordi ngly, the annual 

revenue loss is $60 to $80 million/year after 1990 (Table 25). Results using 

Victor Wood's estimates are Similar, with revenue losses that are about $5 

million/year higher in 1995 and 2000 (Tclble 26) .antl lower by the same amount 

in 1990. 

The conclusion here is that estimates derived from both Wood's and this 

study are in substanti al agreement. ThE! basic finding is that tax cuts resul ts 

in large revenue losses on new productil)n that would occur in any case, even 

without tax on price cuts. The gain in tax revenue (at a reducted rate) on 

production stimulated by tax cuts are small, corresponding to the sma" gains 

identified earlier. In general' the los!ies for a tax cut just on ne¥l production 

dominate the revenue gains by a ratio clf 4:1 (Table 25). The annual tax revenue 

loss associated with production gains average at a minimum around $4 million 

annually per 1 mtpy of production gain. If the tax reduction is extended to all 

coal production, the tax revenue "cost" is $24.3 mill ion per 1 mtpy in 1990, 

$37.1 million in 1995 and $10.4 million in 2000. 

In order to get an aggregate estimate 0' these annual losses, one needs to 

take account of the time val ue of money. When this is done, on a present val ue 

basis (assuming a 3~ real discount rate and constant 1984 dollar~), the net cost 

of a 50' tax cut ~n new production only is around $150 million for the 1Q90-2000 

period. The net cost of a 50% tax cut I)n all production is around $730 mill ion 
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Tabl e 26 

Comparative Tax Policy Analysis 

Year 1990 1995 2000 

Production Estimates (mtpy) 

A. Present Study (2l elect. growth) 

New Production 9.0 14.0 31.0 
New for $1 Price Change 1.5 1.2 5.7 

*New for $1.50 Price Change 2.4 1.8 18.0 
New for $2 Price Change 3.2 2.4 10.2 

8. Victor Wood (2.3~ elect. growth) 

New Production 3.0 21.0 50.0 
New for $1 Price Change 0.0 1.0 7.0 

*New for $1.50 Price Change 0.5 6.0 22.5 
New for $2 Price Change 1.0 11.0 38.0 

Tax Revenue ~ (million $/year) 

A. Present Study 

$1 Reduction 6.0 11.'; 19.6 
50~ Reducti on 9.9 18.3 34.5 
$ 2 Reduct; on 14.8 25.6 51.8 

8. Victor Wood 

$1 Reducti on 3.0 19.0 36.0 
SO~ Reducti on 3.8 22.5 41.2 
$2 Reduction 5.0 31.0 62.0 

*1 nterpol ated 
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Policy 

Tabl e 27 

Present Value E:asis Comparison 
of Severance Tax Policy Alternatives 

and Montana CClal Production 

Electric 
Growth Produ(:tion Gain 
Rate (million tons per year) 

1990 1995 2000 

A. 50' Tax Reduction on New Production 

l' 2 

2i 2 

3' 2 

B. 50' Tax Reduction on All Production 

2 

2 

2 

V-15 

2 

2 

10 

2 

2 

10 

3 

8 

20 

3 

8 

20 

Tax Revenue Loss 
(million $/year) . 

105 

150 

205 

685 

730 

785 



for the 1985-2000 period. The production gains in both cases are around 2 mtpy 

in 1990 and 1995 and 8 mtpy i~ 2000 (Table 27). These estimates are for the 

base case of 2' electrical growth. If growth is more like 3~, the costs are 

around $205 million and $785 million for the two policies, for production gains 

of 2, 10, and 20 mtpy in 1990, 1995, and 2000. If growth is 1~t the costs are 

around $105 million and $685 million for production gains of 2 mtpy in 1990 and 

1995 and 3 mtpy in 2000. 
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Appendix B: Montana and Wyoming 
Coal Contracts (uncorrected) 
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Appendix C. Input File£ Spatial Market Model 

This app.endix provides a sample of the data input file for running the 

spatial market model. The basic data format is summarized in Figure C-1, and 

a sample input file (for the base case at MT FOB = $9.50 and WY FOB = $6.00) 

is provided in Table C-1. Each row in Table C-1 is identified in Fi.gure C-l. 

The columns in Table C-1 each correspond to boundaries between Montana coal 

and one other coal supply center. The column sequence from left to right is: 

Colorad~, Illinois, New Mexico, Texas, Utah, Washington, South Wyoming, and 

Wyoming supply center~. 

The spatial market maps discussed in the text of this report were 

generated by varying FOB prices for Montana (line 12), FOB prices for Wyoming 

(column 8, line 13), and fixed transportation charges (to adjust for 

differences between air and actual rail mile distances by region). 
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Line # 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

Figure C-l 

Variable Description for Market Boundary ?arameters* 

Coal Supply 
Center 

A & B 

A & B 

A 

A 

B 

B 

A 

B 

A & B 

A 

B 

A 

B 

A 

B 

A 

B 

A 8. B 

Variable Description 

Power plant size (net MW) 

Hours operated at full load (hours) 

Power plant heat rate (BTU/KWhr) 

Coal heat content (BTU/lb) 

Power plant heat rate (BTU/KWhr) 

Coal heat content (9TU/lb) 

Power plant capital cost 

Power plant capital cost 

(S/KW) 

( S/KW) 

Fixed charge rate (decimal) 

Operating and maintenance costs (S/KWhr) 

Operating and maintenance cots (S/KWhr) 

FOB mine price 

FOB mine price 

(S/ton) 

(S/ton) 

Fixed transportation cost 

Fixed transportation cost 

(S/t.on) 

(S/ton) 

Variable transportation costs ($/ton-air mile) 

Variable transportation costs (S/ton-air mile) 

Straight line distance between A 8. B (mi 1 es) 

*Duffield, Silverman (1982) p. 8-55 
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Appendix D. The Decker Market 

Developing a coal production forecast for Montana coal is complicated by 

the fact that there are two somewhat different coals in Montana (as noted 

previously). The Decker/Spring Creek 9300 to 9600 BTU coal at '83 average 

prices is not competitive with 8450 BTU Wyoming coal at $6 to $7 a ton. These 

Montana coals appear to have commanded a substantial price premium in the 

past. There are several probable reasons for the much higher prices commanderl 

by the high BTU coals. The principle destinations for these coals are 

Commonwealth Edison and other utility plants in northern Illinois, Indiana and 

Michigan. These are mostly older plants built in the 60's and 70's that now 

face sulfur emission regulations of sometimes as low as 12 lbs./S02 per 

million BTU. It is possible for these older plants to burn Decker and SQuth 

Wyoming coal with no scrubbing and still meet the standards. Accordingly they 

are now paying $55 to $80 a ton delivered for Oecker and south Wyoming rather 

than $30 Illinois coal because the latter is 3~ sulfur and ~ould require very 

high scrubber retrofit costs. These plants, in addition, may have no choice 

but to burn the higher BTU coals since they were originally designed for 

bituminous coal. In short, it appears that Decker and south Wyoming may have 

a captive special market. 

Decker appears to have the edge in this market at present. This is 

supported by the prices reported for July 1984 shipments. For example, 

delivered prices to Commonwealth Edison's Waukegan plant was 343~t/MBTU (or 

$65.94/ton on 9591 BTU coal) from the Black Butte (Green River area) mine and 

281.0t/MBTU (or $53~2/ton on' 9577 BTU/lb. coal) from Decker. Howev~r, from the 

standpoint of new plants which can design for any coal rank, Decker at $20/ton 

is clearly out of the market against Powder River Wyoming.in all locations. 
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At the very much lower prices for new contracts suggested by Coal Week 

for 9300 BTU Montana coal of $12/ton, a correspondi~g price for Decker at 9600 

BTU woul d be about $12.50 or 65f!/MMBTU.. By contrast even at $7.70 and 8450 

BTU, Wyoming coal is only 46t/MMBTU. On top of this \~y"ming POwder River 

coal has a 130 mile or so advantage to the south and south-central over 

Decker, worth another 13t/MMBTU. This 32t/MMBTU disadvantage to Oecker 

against Wyoming Powder River is partially overcome by transportation savings 

due to higher BTU's per ton--around 13t at 1000 miles and 20t at 1500 miles. 

The conclusion here is that even at thE! prices suggested by Coal Week, Decker 
. --

is not competitive for .!!!! pl ants in the south and south-central states. For 

large price reductions (up to $3) Decker is similar to 8700 BTU Montana in the 

south and south-central region and wil' accordingly be modeled together. 

In the north central states of Minnesota, Wisconsin, and Michigan, Decker 

at $12.50 is not competitive against 8700 BTU Montana at $9.50, for new pl ants 

under the. RNSPS. This is not contradicted by the fact that the one recent new 

Decker contract is for the new Belle River plant in Michigan. This plant is 

the 1 ast Michigan pl ant to come on-11 ne under the 01 d NSPS 1.2 1 b. S02!r~MBTU 

regulation. As explained earlier (Chapter II), the 8700 BTU Montana coal is 

priced out of this particular market due to scrubber requirements on this 

somewhat higher sulfur coal. 

It appears that at present Decker is practicing intelligent price 

discrimination in the particular markets where it has an advantage. If I)ecker 

or similar mine locations should find it necessary to go into the RNSPS new 

plant market to utilize or expand exist.ing capacity, it is not clear how low a 

price could be sustained. At current prices and rail rates, for new plants 

coming in under RNSPS, 8700 BTU Montanct coal appears to dominate or equal 

Decker coal in most potential market locations. Accordingly, given price 
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uncertainty and market dominance, the pronuction forecast and analysis 

presented in Chapter III is based on 8700 BTU Montana coal. 

Decker 1XE! Coal: Montana Resources 

The unusual character of Decker/Spring Creek coal compared to the rest of 

the Powder River Basin raises the question of long and short term, market 

availability and competition. Decker coal is high BTU (9300-9500), low sulfur 

(.3~ to .4%) and average ash and wilter content compared to most other Montana 

and Wyoming coals. As such they would appear to be very desirable as 

replacement, mixing and even new boiler fuels in the Northern Great Plains 

market area as defined by Duffield and Silverman (1982). New contracts for 

the Decker-like coal from the Decker or Spring Creek mine, or other potential 

mining sites, depend upon the reserve base of the sites, as well as mining and 

delivered costs. It is therefore constructive to look at the resource factors 

at each current potential mining site in Montana containing Decker-like coal. 

The two op~rating mines in Montana with high BTU coal are the East Decker 

mine, West Decker Mine (including the North Decker Extension) and the Spring 

Creek Mine. Table 0-1 lists the coal production data for Montana 'for the last 

few years. 

Both the Decker mines and the Spring Creek are important Montana 

producers, accounting for 15 mtpy in the year (1981) before the national 

recession that forced production cutbacks nationwide. The permited reserves 

and design capacity of the Decker and Spring Creek mines are presented in 

Table 0-2. The reserves fncludp. those on both federal and non-federal lands. 

Production for the first 9 months of 1984 appears up over 1983, reflecting thp. 

rebound in the economy, and the ability of utilities to increase electric 

power p~oduct1on. 

0- 3 



Table 0-1 

Montana Coal Production: 1979-1983 

Name of Company Name of Mine 
County 
" Town 

Decker Coil Comp.ny But Decker Min. 81, Hom Co. 
Deck. 

Decker Coil Comp.ny Welt Decker MID. 81, Hom Co. 
Deck ... 

Knife River Coil Co. S ..... Strip Min. Richland Co. 
S.y.,. 

Lon, Con.tructlon Co. ROHbud Min. ROHbud Co. 

CoI.trlp 

Morrl.on-KnudHn Co., Inc. Abuloka Min. 81. Horn Co. 
Hardin 

P 1& M Coil Compan, P M Surfac. Strip MUII.I.h.n Cel. 

Roundup 

PCdbody Coil Compan, 81, Sk, Min. ROHbuciCo. 
CoI.trip 

Sprln. Creek Coil Co. Sprln. Creek Min. 81, Horn Co. 
(NBRCO) Decker 
Storm Kina Coil Mlnlna Co. Storm Kin, Min. MUlael.hell CI'. 
lDlvlde Coal Co. Roundup 

mld-1902} 

Coal Creek Mlnln. Co. Call Creek Min. Powdar River (:0. 

Alhland 

Beartooth Call Co. 8rophJ 12 Min. Carbon Co. 
(UndarpGUlld) Red LocI .. 

Total Coal Toua.e ProdDedoa by Yeu 

1979 1980 

5,B97,433 5,578,1107 

7.087,374 5,818,885 

305,143 3011,57' 

11,1211,151 10,401,872 

4,947,801 4.905.282 

11.892 11.18!1 

2.451.833 2.9114.358 

95.834 

9,484 8.571 

29.878 84.3118 

715 1.321 

1981 

5,350,113 

5,331.828 

20U92 

10,3112,988 

4.450.2911 

7.404 

3.193.570 

4.388.885 

8.185 

84.142 

1982 

4,914,970 

4,884.920 

111.558 

9.424.857 

4.158.518 

111.141 

2.891.428 

1.352.181 

8,082 

18.808 

I 
I 

5.040.0) 

5.30B.7 

206.51 

::::"1 
1:~ 

2.571.861 

2.102.61 

I 
II.UI.4" 2','17.'" S1.33t,'" 27,83'.30t 2',B80,J 

Source: Dept. of Labor and Industry I 

I 
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Tabl e 0-2 

Reserves, Design and Production of 
High BTU Coal, Montana 

(in 900 tons) 

Design 1983 1984 
Mine Reserves Capacity Prod. Prod. 

(mt/yr) (to Oct. 1) 

East Decker 172,590 6,000 5,040 4,458 

\~est Decker 175,300 7,000 5,309 4,664 

North Decker 57,412 2,400 0 0 
(W. Decker Extension) 

Spring Creek 184,000 7,000 2,103 2,442 

Source: Montana Dept. State Lands (1984) 

For Montana's three (4) operating high BTU mines, available tonnage for 

new contracts, after subtraction of past production and current contract-life 

tonnage, is reported in Table 0-3. 

r~ine Name 

East Decker 

West Decker 

North Decker 

Sub Total 

Spring Creek 

Total 

Source: MBMG, 

Table 0-3 

Uncommitted Reserves at Decker 
and Spring

6
Creek Mines 

(in 10 tons) 

Total Reserves Mined to Date Total Contracted Reserve 
Tonnage Available 

172.6 20.0 (Est.) 62.0 + 110.0 

175.3 74.0 (Est. ) 

57.4 0 236.3 3.6 

405.3 94.0 298.3 106.4 

184.0 8.0 80.0 (Est.) 104.0 

589.3 102.0 378.3 211.0 

Contract Data ( Green) 

0-5 



Approximately 200 million tons of uncommitted coal remain at D~cker and 

Spring Creek. Mined over a 20 year contract life, each mine site should still 

be in position to provide 5 million tons per year, or 10 

million tons per year total; a substantial increase to current production 

1 evel s. In both mines, only modest expilnsion of current design capac; ty woul d 

be needed to mine out all economic coal in 20 years. 

Let us now consider Decker-like coals in public and private leases that 

are not yet developed for mining, and e~timate the potential for production 

should markets develop in the future. Table 0-4 provides data on mine leas~ 

sites, both federal and non-federal, and estimated minimum in place tonnage of 

high BTU (+ 9300) coal, as well as the OTA (1982) estimate of 1991 production 

1 ikel1hood and pl an ned capacity. The Montco 1 ease nn non-federal 1 anl1 is 

included because of its recent history, even though most of the coal is below 

the 9300 BTU cutoff, ranging from 8500 to 9300 BTU per pound. 

Table 0-4: Estimated Resources of High BTU 
Coal at Undeveloped 

Federal Lease Mines 

Cx Ranch (Consol.) 

Cx Ranch (PKS) 

Pearl Mine (Shell) 

Wolf Mine ( ) 

Non-Federal Lease Mines 

i~ontco 

Youngs Creek 

Leases in Montana 

1991 Prod. 

Fav 

Fav 

Unfav 

Unfav 

Fav 

Unfav 

1991 Cap. 
(mt) 

8.0 

4.0 

2.0 

? 

9.0 

8.0 

31.0 

Source: OTA, 1982, Montco Impact Statement, MBMG 
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Base (m.t.) 

(+ 200) 
322 

(+ 100) 

50-100 

50-100 

> 200 

235 

875(Min.) .. 
I 



It is important to point out that, although over 1 billion tons of high BTU 

coal remain for sale in Montana, no new contracts. have been signed beyond what 

is already in place at either of the operating mines or the lease holdings. 

Although mining costs in the high BTU fields of Montana are not specifically 

known for undeveloped sites, they are all fairly comparable to the Decker/Spring 

Creek systems, which in turn are not too different from Colstrip. 

In addition, the OTA (1982) su~vey of mine plans suggested that at least 

some of this uncommitted high BTU coal might even be in production by 1986, 

with 8.0 mtpy from Consol idation Coal's Cx Ranch site, 4.0 mtpy from Peter 

Kiewitt's Cx Ranch site and 2.0 mtpy from the Montco site. Clearly, none of 

these mine sites will reach the 1986 target, and Consolidation Coal has 

recently closed its Montana office. OTA also reported that mine developers at 

the Cx Ranch sites, Montco.and Youngs Creek expected tonnage capacity to 

increase to 29 million tons per year by 1991. Again, this estimate looks 

highly unlikely, given the state of electric power consumption, utility 

planning, air pollution control strategies, and the state of the synthetic 

fuel industry in the U.S. 
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Appendix E. Status of Mine Production 2! Montana and Wyoming 

Thick seams, low sulfur content and shallow overburden all characterize 

the coals of Montana and Wyoming, and especially the shared Powder River 

Basin. In the late 1970's, concern about air pollution, especially acid rain, 

and unit train development brought northern plains coal into the midwest and 

midsouth markets. Early 1970's proj~ctions of high energy and electric 

utility growth rates, along with the conversion or phase out of oil- and gas

fired electric generation, suggest the very extensive development of POwder 

River Basin coals. Such f)recasts, together with rapid leasing of federal, 

state and private coal lands in the late 1960's, placed the POwder River Basin 

in a position poised for rapid coal development in the eighties and nineties, 

continuing the startup surge of the seventies. 

Needless to say, the collapse of the economy in 1981-82, conservation 

measures, the drop in world and U.S. oil prices and the realization that 

synthetic fuels from coal is many years away from competitive pricing, have 

set even the most conservative forecasts for coal development back (or forward 

in time). It is instructive, however, to review the level of planning in the 

early eighties in order to anticipate the competitive conditions that will, in 

part, guide future development of coal deposits. 

In addition, the coal development scenarios of the Powder River/Northern 

Great Plains are in large part influenced by the federal government. As the 

largest coal owner in the PRB, lease policy, and rental and royalty fees drive 

competition for lease blocks and development plans. An important 

consideration is the "due diligence" requirements of federal lease~. This 

requirement obligates.the leasee to place resources into production at 

significant mining rates, and within relatively short time frames. For the 
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current federal leases, a number do not appear likely to meet the due diligence 

schedule, and therefore, can loose lease rights (OTA, 1982). Private and state 

leases generally offer more flexibililty in development schedules. 

Table E-1, taken from the OTA (1982) study of coal leasing in the west, 

shows the number of mines, leases and estimated resource base for federal 

leases in Montana and Wyoming. 

Table E-1: Approved Mine Plans with 
Federal Coal Leases (mil tons) 

No. Leases No. Mines Mine Reserves. Federal Mine 
Montana (mt) Reserves (mt) 

Powder River 12 5 480 400 

Wyoming 

Powder River 24 12 4,500 4,200 

Total 36 17 4,980 4,600 

S. Wyoming 

Hanna 15 5 200 70 
Rock Springs 5 3 400 800 
Kemmerer 3 2 130 5 

Source: OTA (1982) Table 49 

Powder River Basin mines with federal leases are reviewed in Tables E-2 

and E-3. Of specific note is the contract data and the leasees' estimate of 

1991 production levels. The 1986 mine design capacity nearly exactly matches 

t~e 1991 production estimate made by the coal companies. With the recent set 

back in new coal sales and contract deliveries, it is unlikely that mine 

capacity expansi on will take pl ace on the ad gf nal schedul P.. 
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Table E-2 

-Powder River Basin Federal Mine Stallstlcs 

ACI.lge 
-Toliif 

-- _ 4. __ 

permllltd 
NumbelO' Fed.,111 min. Fedelll Cumulllll.e 

Federll III'. pili" lelse Flrsl cnlll prodl/ctlnn PrO(1\1ctlon "o:omnh,lI1p" 
MinI nlm. les,.ee '11.1. rellrvll IcrllO· IC,.loe .hlpped 1978·1979 1979 mine III, 

IbIlllon Ion., (million lonl, -lmiiiiO~ Io~;; -- --- -- -
f~to"t."I' 

Weslern EnelCIY Co. 5 HM 8.198 8.227 1920'1 413 ROlllbud 117 40 ye~I' 
Big Sky Pellbody COlli Co. I lM 2.351 4.307 19119 93 25 38 ye;", 
Sprlna CI .. k Sprlno C,.lk COil Co. I L 3.018 2.347 1980 0.0 00 25 yUI' 
WI!II Dicker Olckl! COil Co. 4 HM 3.137 4.9111 1972 55_7 7 I 21 y!''''~ 
EI.I Deck" Dicker Col' Co. I l 4,378 9,410 1978 !I.9 5.9 27 plu, yp.nl~ 

Monllna lolal. 12 0.8 19,080 ----------29,2!12 112 27.2 

{Wro,"'",' 
Ul Bucklkln She" 011 Co. 1 1.4117 800 1981 0.0 00 18 ye:", 

Rlwhld. elll'" Mlnlno Co. 1 L 7.393 5,897 1977 7.2 315 28 yeol' 
bill. Butt. "MAX COIlrI Co. 1. L 4.::04 3.520 1978 4_0 3.7 37 yeal, 
Wy~lk Wyodllk "eloUlc •• 3 HM 3.240 1,1180 1922 83 2_4 43 yeal. 
Citlfillo Cllrl", Mlnlno Co. 2 l 10.040 !I.380 1979 14 13 H yeal, 
sen. Ayf AMAX COil Co. 2 l 8.280 2.401 1973 !l38 150 19 YIIII. 
Rolo Clbillo. Mobil 011 COlp. ·2 l !I.815 3.959 1983 00 00 27 yeal' 
Cordero Sunoeo En.,oy DIY. Co. 1 l 8.232 1I.5eO 19711 98 38 215 ye31. 
COIICr"k Atllnllc rnchfliid Co. 1 l 9.545 5.80S 1981 00 00 35 YUII 
Jlcob. "linch Klrr·McO" COil Co. 2 l 4.959 4.352 1978 85 4.7 22 yeall 
Bilek Thund" Thundl! B .. ln CoIl Co. 2 l 7.S80 !I.884 1977 10.3 82 38 yeall 
DIY. John.lon Plcllle Pow" , lIghl Co 8 lM 14,305 9,882 Igs8 13.1 3.11 18Y"'1 

Wyomlno 10111. 24 4.4 113,140 !I!I,88O 112 44.5 

Powder "Iy" basin 10111.: Je 11.3 102,220 84,932 225 71.7 

.IIon·Fedel" rat..,. .. In latlnl mining unll' with Ih ... ,ederlll.,I" "'_1 .m acid ..,.PIOII",118" 0.3 billion 1_ 01 '_"lIb";;;;;;;;;'; ~i~; ;~ i~ 
""'yom"" 10 lhe "'"'" 10111" IIrjlfolltn., .. , 0.' billion lOIII In all would be IddecIlo Ihl .bote Powd. "'"' ""'" te_ loll.,. • 

bAt '1jIOf,1d bJ lhe ... _ In lhelr mtn. ,1_. 
eSe,lhe Of A Woellln, l._UII, III,.I,lor 1".1",,01 bulh.,.,.,., COIfItIIIIl .. and .ublldlltIe •. 

Kif 10 ,.._ ,.',",,: 
S. ""fill '''_11110 10 30 ",tmon ton .. 

lM • low '0 mIIIIIIm ,.._. (30 ",tmon 10 100 fIlIIIIon I_I 
HM • hlOh 10 "'''''''''' " .. , .. , 1100 mHlIoft '0 180 million ton., 

H • hlO" ,_ ..,..., '80 mIIIIoIt 10IIIt 

--soUACi: oiliC. 0. Tecllnolo9Y A._,,.,.,,.. 

Table E-3 

-Powder River Basin Federal Mine Production, Capaclly, and Conlract, 
(million I 01 toni per y •• r' 

1111 ----aT.· .. "_11d 01 ... if,;;iid-----·------- .... _------_. 
lteo 19f1 
",Ine mini production-I" Conlllcl. La ..... • ntln. "odllclton-l991 Conlllctt lossen' 

d"'on Producllon d""" Cllmlnd ICIlllrfo lor .. "",.1 .. 0' dll'on d_nd "tnlrlO lor ."" .. llot 01 
MI".n_ c,plclI, 1- c,plcll, '-W-r- I" procIuclloft.llII clPeell, ---R ----r- _ '991 p,oduc"on-I9f' 

Monlln. 
-----_. __ ._---

"o'tbud ....... '41 104 I" II. 113 114 114 II. '" 175 ". "I 
8'OSII' ......... 41 30 41 •• U 41 4' 41 41 41 41 .. 
SprInOC, ....... - 01 0.' '00 7. U 70 71 10 t2 81 70 10 I 
W •• I D1ell" ... : 10.4 U 104 U U U 10 10.4 '4 51 17 10 
E." 0IcII1I ....• '.7 U U ... U U ••• U U 5.' e.7 III 

Monl_tot ... -31---i47 51 4' 37 44 41 51 -;;--40---45---'-4; --
w,_ .... 
lucll.ll1n ....... 0 0 1.1 U U U U U U U U 82 
n,wflld. ami 
Cabillo ....... II •• '.4 24 + II 20.4 In IU 31.0 24. II 31U 1 •. 2 110 :Ie_O 
!I' .. lu" ..... 

25 + II' 8ell."" ...... 14.21 245 25.11 337 27.1 330 330 352 212 330 320 
""'yCl'lIll ........ :t :u 5 34 U 3_0 30 5 .. 40 U 45 
RolO ClbaIIol •.• 0 0 0 45 U 2.1 80 15 lIS 50 58 150 
COlderO ........ 24 U 24 13' U 110 110 24 20.1 ., itO 240 
COil Ct.eI! ..•... 0 0 12 '4 4.0 41 .. 12 10.1 U .. 12 
J,coto. nlnc". '.' I' 12 I. ". 11.1 132 I" II '" 117 '32 158 
IIICII lhunder .. '. 14 ,OS 201 IU 13.1 lIS 170 201 114 UI 185 205 
DI •• John.lon .. U 3_1 U U 3.1 3.1 U U U U 3.7 3.7 

Wyomtno 
'ot., ........ 112 eu '" 123 " 110 144 171 151 101 III 170 -----Powell, "",If 
btlln 10' ..... I .. 17.2 220 III 130 '.4 111 m 201 141 151 211 

iihtU;ftii;.i;';;;ieii ;;;._ 
SOUAee: 011tct 01 t.chnolo9Y A .... ___ . 
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Leases with appro'led mine plans (Table E-4) in Montana and Wyoming 

~rovide a potential production for the two'states in 1986 and 1991 of 21q m.t. 

and 248 m.t. respectively. Montana potential' production will closely 'ollow 

the contract levels for the year 1986 and 19q1; however, the Wyoming potential 

is far in excess of current contract commitments for 1991. 

Table E-4: Approved Mine Plans with Federal 
Coal Leases (mil tons) 

Montana: 1979 Prod. 1984 Prod. 1986 Pot. 1991 Pot. 

Powder River Basin 27.1 33.0 46.0 49.0 
Fort Union Basin 0.3 0.3 0.3 0.3 

Sub Total 27.4 33.3 46.3 49.3 

Wyoming: 

Powder River 45 120 144 170 
Hanna 11 ? 10 8 
Rock Springs 7 ? 13 15 
Keinmerer 5 5 6 6 

Sub Total 68 125+ 173 199 

Grand Total 95.4 158.3+ 219.3 24R.3 

Not~: Pending plans if not withdrawn range from 0-9.0 m. t. in MT (1 q86-91) and 
10-70. m.t. in WY ( 1986-91) 

Source: OTA, 1982, Table 47 

In addition to mines on federal lands, private ownership and state leases 

provide additional opportunity for production (Table E-5). Although plans for 

capacity expansion are almost always predicated upon coal sales, plnnning 

often preceeds contract signatures and cutbacks are easier to implement than 

rapid expansion. Therefore, it is 1 ikely that ~"ontana capacity will not reach 
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50 million tons in 1991 under current conditions. Wyoming expansion plans are 

mitigated by the enormous mine capacity already in place, and significant 

expansion of non-federal mines seems unlikely given the development requirements 

on federal leases. The incentive for federal lease holders is to cut costs and 

profits in order to put properties into production wherever possible. 

Montana 
Absaloka 
Montco 
Youngs Creek 
Bull Mts. 
Sub Total 

Wyoming 
Bighorn 
a\~ymo 
Cl ovi s Poi nt 
Sub Total 

Grand Total 

a = utility captive 

Source: OTA, 1982 

Table E-5: Major Non-Federal 
Mines in the Powder River Basin (mt/yr) 

1986 1991 
Capac", ty Contracts Capacity Contracts 

10.5 5.1 10.5 5.1 
2.0 0 9.0 0 

8.0 0 
0.5 0 2.0 0 

13.0 5.1 29.5 5.1 

3.0 3.0 3.0 3.0 
4.0 2.0 4.0 2.0 
5.0 0 5.0 0 

12.0 5.0 12.0 5.0 

25.0 10.1 41.5 10.t 
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Appendix F. Decision Theory Analysis of Severance Tax Cut lmpacts 
on Expiring Montana Contracts ------

This appendix provides a preliminary analysis of the impacts of 

sev~rance tax cuts on Montana coal contract renewals. The overall effect of 

a Montana tax cut will depend on a number of factors, such as the electric 

growth rate. For expiring contracts the key uncertainty is the level of 

supply prices for competing coals, ~art~cularly Wyoming. A decision theory 

model which takes account of th~ risk associated with alternative Wyo~ning 

prices is developed below, for application to the expiring contract issue. 

A similar analysis for ali categories of potential demand (new plants, acid 

rain plants) would be appropriate but is beyond the scope of this project. 

Montana coal contracts that are known to be expiring by 1995 are 

summarized in Table F-1. The contracts total around 14.5 mtpy (based on an 

average of contract minimums and maximums). Actual 1983 contract deliveries 

totaled 12.6 mtpy to these burn sites. By 1995 expiring contracts will be 

about one-third of projected 1995 Montana production (at 46 mtpy). All 

contracts expiring to 1995 are for the 8700 BTU Montana producers. 

Westmor~land and Peabody production is currently 100$ on contracts that will 

expire by 1995. Western Energy is somewhat less exposed with 58$ of today's 

production due to contracts to expire by 1995 and dropping to around 40$ by 

1988. In short, expiring contracts are a significant share of current and 

forecast production, particularly for Westmoreland and Peabody. 

Table F-2 provides an estimate of a breakeven Wyoming minemouth (FnB) 

price that would just match Montana FOB of either 9~0 S/ton or 10.50 S/ton 

(both cases presented). The estimates are based on differences in 

transportation cost. For example the Corette plant in Billings is only 110 

miles further from Gillette than from Colstrip. Using an incremental cost 
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Tabl e F-1 

Summary of Expiring Contracts b'y Burn Site 

Quantity Expirati0n 
State Util i ty Burn Site --- ( mtpy) Date 

Montana MPCo Corette .6 190 
Subtotal ( .6) 

Minnesota NSP Sherburne 4.5 193- 195. 

M1nn~apolis Area 2.3 193- 195 

MPL Cl ay Boswell 3.6 193 

Laskin (Aurora) .2 193 
Subtotal (10.6 ) 

Wisconsin WPL Nel son Dewey .2 193 

Columbia 2.0 194 

DP Alma .2 '93 

Genoa .3 '93 
Subtotal (2.7) 

Michigan UPG Presque Isle .6 '91- 195 
Subtotal ( .6) 

Total 14.5 

of n17 $/ton-m1le this is a $1.87 transportati on difference that Wyoming coal 

would have to make up with lower FOB mine price to equal the delivered price 

of Montana coal. For example, if Colstrip FOB is 950, Wyoming "breakeven" 

FOB is 9.50 1 ess 1.87 or 7.63 as shown in Tabl e F-2. All other estimates are 

derived in a similar manner, except where actual rail tariffs were available. 

In general foremost Minnesota, Wisconsin, and Michigan burn sites, Montana 

has a rail advantage of 200 to 300 miles or $3.50 to $5.00 per ton. We have 

ignored here any boiler or scrubber-related costs that may vary due to coal 

characteristics. 
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Table F-2 

Breakeven Wyoming. Prices by Burn Site for Existing 
Montana ·Contracts--

Montana FOB 

Burn Site 9.50 10.50 --
State Uti 11 ty Plant Wyoming Break Even Price* 

Montana r-t'Co Corette 7.63 8.63 

Minnesota MPL Cl ay Boswell 4.91 5.59 
NSP C1 ty Pl ants 5.67 6.67 

Sherco 4.94 5.94 

Wfsconsin WPL Nel son Dewey 7.29 8.29 
Columbia 3.61 4.61 

DP Alma 4.81 5.81 
Genoa 4.21 5.21 

Michigan UPG Presque Isle 4.57 5.57 

Source: Based on actual difference in rail tariffs ~here kno~n 
(eg., Columbia) and estimated using .017 S/ton-mile and mileage 
difference (tariff or estimated) where not known. Breakeven is 
not corrected for BTU content difference (ie, assume all coal 
8700 BTU/lb). 

Given an actual distribution for Wyoming contract prices, it is possible 

to estimate the probability that Wyoming will secure an expiring Montana 

contract with a bid less than or equal to the tlbreakeventl price by burn site. 

The distribution used here is the lower half (10 observations) of the 

successful Wyoming bids (contracts) summarized in Figure 7 of Chapter III. 

The mean of th1s distribution 15 7.33 S/ton, with a range of $4.75 to $8.72 

and a sample standard deviation of 1.437. This mean is below but close to the 

mean for new Wyoming contracts suggested to us by the Wyoming Geol~gical 

Survey at 7.70 $/ton and is accordingly perhaps a 1ittle pessimistic (favoring 

Wyoming) for current conditions. Hare impol"tantly, it may be very pessimi~tic 

for the time when contracts are actually renewed. The actual mean for all 
. -

Wyoming contracts is 9J7 S/ton. It is obviously difficult to predict the 
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aggregate coal market in 1990 to 1995. The following results may well be 

conservative since they are based on "soft" market conditions. 

For purposes o~ illustration and simplicity, it is assumed that Wyoming 

prices are normally distributed •. Based on this assumption and the breakeven 

prices in Table F-2, the probability of Wyoming successfully securing 

Montana's expiring contracts is summarized by burn site in Table F-3. For 

example, at Corette, we estimate ti-.e prooability of a successful \-lyoming bid 

at 82% if the Montana FOB is $10.50,58% at 9.50 and 31% at 8.50. The 

probabil i ty of a Montana contract renewal here is of course "oneil mi nus the 

Wyoming probability, so t'lat as the Montana FOB (bid) price declines from 

10.50 to 9.50 to 8.50 the 1 ikel ihood of getting the contract increases from 

(1.00 minus .82, etc) 18% to 42% to 69~. 

It should be noted that we have of course ignored the captive mine issue 

with respect to Corette. Similarly we ignore the presence of other 

competitors. Almost certainly Nelson Dewey, Alma, and Genoa (totaling only .7 

mtpy) will be captured by low sulfur eastern coals. These two issues tend to 

cancel in the results; however, these burn sites are retained in Table F-3 to 

broaden the illustration. 

Price difference in Table F-3 for Montana FOB can of course be 

interpreted as price reductions due to severance tax changes from a given base 

price (eg. Montana FOB of $9.50 or $10.50). For pol icy analysis of this 

decision under risk, an appropriate criteria is the expected value criteria: 

Expected Value (of Policy X) =§~M(X)j 

Where~j are the probabilities of the relevant "state of the world" (Wyoming 

" " or Montana gets the contract) over j burn sites; 
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M(X) j ar:~ the physical or monetary outcomes (~g. i"'ontana severance t:ax 

revenue, or coal production levels) associated with policy "X" (eg. severance 

tax reduction, no tax reduction, etc.) at burn site j. 

Tabl e F-3 

probabilit~ of a Successful Wyoming Bid on 
Expiring ontana Contracts .fr Burn Site-

Montana FOB Price (S/ton) 
Quantity 

Burn Site (mtpY) 10.50 9.50 8.50 --
Corette .6 .82 .58 .31 

Clay Boswell 3.6 .11 .05 .01 

NSP City Plants 2.3 .31 .12 .03 

Sherco 4.5 .17 .05 .01 

Nel son Dewey .2 .75 .• 4Q .24 

Columbia 2.0 .03 .01 .01 

Alma .2 .14 .04 .01 

Genoa .3 .07 .02 .Ot 

Presque I sl e .6 .11 .03 .01 

Source: Based on breakeven prices (Table F-2) and against a 
Wyoming contract (successful bids) price distribution with a 
mean of 7~3 Slton and a sample standard deviation of tA37 
(assumed normal distribution). 

In short, the preceding specification takes account of the lact that 

changing prices through severance tax reductions does not guarantee results 

but rather affects the probability of (here) retaining contract;. As can be 

seen in Table F-3, at most sites we are relatively sure of retaining contracts 

and the effect of S1.00 per ton (equival ent to 50% tax reduction at S9.50 

'Montana FO~) price rp.ductions is small. For example at the largest cont.ract, 

Sherco units 1 and 2 near Minneapol is, .at S9.50 Montana FOa we estilnate a 5~ 

chance of a Wyoming contract. The tax reduction to SR.SO reduces this to 1%. 
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Using this methodology, the probable contract renewals (on a maximum of 

14.3 mt, as the Laskin unit is excluded) is 11.6 mtpy at $10.50 1,1ontana FOB, 

13.1 mtpy at $9.50 and 13.9 mtpy at $8.50. As developed in Table F-4, the 

probable tax revenue with no change in tax rate is around 525 million per 

year. The tax revenue with a 50% tax cut is down considerably per ton and 

generates only a small probabl e increase in tonnage (1.5 mtpy at a base price 

of S10.50 and .8 mtpy at $9.50). '\s a result, "the conclusion is that a large 

tax revenue loss is likely assuming Montana producers are at $1050 or $9.~0 

FOB of around $13 million/year. 

Table F-4 

Ex~ected Value of Annual Severance Tax Revenues 
for C anges in TaxRate on contracts EXpTring .§l1995 

Category 

Probable quantity of 
contract renewals (mtpy) 

Tax revenue~ no tax cut 
(million $) 

Tax revenue, 50~ cut 
(million $) (by initial 
base price) 

Probable net loss to tax cut 

Cases 

Montana FOB Price (S/ton) 

10.50 9.50 8.50 

11.6 13.1 13.9 

25.7 26.2 24.9 

13.1" 12.5 

12.6 13.7 

Source: Based on the probabilities of contract renewal 
provided in Table F-5 and assuming Wy~ming is the only 
competitor. (In fact Genoa, Alma, and Nelson Dewey will 
all go to Eastern low sulfur coal for a net contract loss 
of .7 mtpy and offsetti ng thi s Corette l'Iill remai n captive 
at .6 mtpy). 

These results are sensitive of course to the assumed bid distribution. 

Alternatively, if we were ceytain that Wyoming producers would bid, say $6/ton 

for an appropriate coal, we could also use the breake~en price Table F-2 to 
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cal cul ate the consequences of a "certainty" case. These resul ts arp. 

summarized in Table F-5. As is apparent contract renewals are not sensitive 

to a Wyoming price range of $5 to Sa/ton except at S10.50 Montana FOB. If 

Montana coal producers cannot offer an FOB below 1050 S/ton in soft market 

conditions they are in trouble on contract renewals against $5/ton Wyominq. 

If this extreme low Wyoming bid and high Montana bid occurred at every burn 

site between 1990 and 1995 we waul d renew only 2 mtpy out of 14.3. A tax cut 

here would have a positive impact by getting us to 11.5 mtpy for a net tax 

revenue gain of S7.1 million. All other cases show a net loss of S10.8 

mi111 on to $16.6 mi111 on. The odds of the $10.50 Montana and $5.00 Wyom; ng 

case consistantly occurring are probably quite low. In fact the "probable" 

case is what has been outlined in Tables F-3 and F-4. Clearly the 

risk/benefit result is sensitive to the assumed price distribution. We will 

know a lot more about this as the mid-1990·s approach. On a simple tax 

revenue loss basis it would appear that the "no loose" solution here is to 

defer possible tax reductions to the future. 
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Table F-5 

Certainty Case Summary of A::nual Tax Revenue Loss on 
Montana Coal contracts Expmng ~ 199;-- -

Montana 
FOB Price 

10.50 

9.50 

8.50 

10.50 

9.50 

8.50 

cut to 9.50 

cut to 8.50 

Base 10.50 

Base 9.50 

Wyoming FOB Mine Price (S/ton) 

5.00 6.00 7.00 8.00 

~ Quantity of Renewed Montana Contracts (mtpy) 

2.0 

11.5 

13.5 

11.5 

13.8 

13.5 

13
0

.8 

13.8 

14.3 

13.8 

14.3 

14.3 

h Tax Revenue with No Tax Cut (million S/yr) 

4.4 

23.0 

24.2 

25.4 

27.6 

24.2 

30.4 

27.6 

25.6 

30.4 

28.6 

25.6 

.h Tax Revenue with 5~ Cut (million $/yr) 

11.5 

12.2 

13.8 

12.2 

(7.ll 11.6 

10.8 15.4 

. F-8 0 

13.8 

12.9 

16.6 

14.7 

14.3 

12.9 

16.1 

15.7 
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EXECUTIVE SUMMARY 

The following is a set of conclusions based on the Duffield-Silverman 

report of January 1985 and on the update that follows. The major conclusions 

related to the continuing effort to define the Montana market for Powder River 

Basin coal in the near to mid-term future are as follows: 

1) The Montana coal market for the period 1971-1985 has been relatively 

stable due to our locational advantage to Minnesota, Wisconsin, and Michigan, 

and by wire to the Pacific Northwest. In the period 1985-1995 this advantage 

should continue to provide Montana producers with a slowly expanding market if 

they increase their efficiency and are willing to meet the price competition 

of Wyoming mines with large overcapacities of low to medium BTU coal. 

2) The large relative growth in the Wyoming coal market for the past 15 

years will slow considerably over the next 10 years. Relatively few new 

utility contracts for plants now scheduled to come on-line between 1985 and 

1995 are yet unsigned. However, the Wyoming market, buffered by: 

a) its locational advantage to the much larger south-central electric 

market 

b) a restablization of oil prices in the range of $15.00-$20~O a barrel, 

c) a potential expansion of the low-sulfur coal market due to acid rain 

legislation by the federal government, and 

d) a willingness to accept short-term pricing at variable cost levels for 

coal in order to keep mining operations active, 

all suggest that the Wyoming share of the 19-state Northern Great Plains 

market will continue to exceed that of Montana's. 

3) Cost differentials between Montana and Wyoming related to locationa! 

advantage (transportation), mining costs, and air pollution regulations remain 

on the order of $5.00-$15.00/ton. Cost differentials due to Montana and 
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Wyoming coal severance taxes (Hontana's effective 21% before the HB607 reduc

tion, and Wyoming's effective 11%) are more on the order of approximately 

$1.00/ton and have an insignificant total market impact at this time. In a 

few specific burn sites, the severance tax differential could make the con

tract difference. Reliability of supply, experience with burning a given 

coal, continuity of coal quality on a monthly basis, and in some markets minor 

changes in sulfur content relative to the BTU value of the coal, are all 

generally much more important than a modest price differential created by the 

Montana-Wyoming coal severance tax rates. 

4) In all likelihood most of the existing contracts with Montana pro

ducers that will expire in the 1993-1995 time period will be renewed, even if 

tax rates were reestablished at the pre-H8607 levels. As a matter of fact, 

one major contract, assumed to be Western Energy with Northern States Power, 

has already been extended for five years after the contract expiration date in 

the early '90s, and will deliver up to 33 million additional tons of Rosebud 

Mine coal to the Northern States Power system. 

5) Based on industry sources and discussions, along with known contracts, 

the Montana coal industry will continue a steady growth rate after recovery 

from the downward economic turn of the past year and a half. This downward 

turn together with excess hydro power and low cost oil and gas, has reduced 

coal demand from the Powder River Basin. As the economy recovers and the 

electric utility market returns to projected growth rates, we will see coal 

production in Montana reach 42 million tons per year (mtpy) in 1990 and 46-48 

mtpy in 1995. Our long-term forecasts for Hontana coal production continues 

to be for substantial growth, to between 48-85 mtpy by the year 2000, depend

ing upon the growth rate of electrical consumption in the Northern Great 

Plains market area. Our most likely forecast is that by the year 2000 Hontana 
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coal production will reach levels of between 60-65 mtpy, adding approximately 

30 million tons to Montana's current production level. 

Although the federal congress is once again dealing with the acid rain 

issue, and could potentially pass a 10 mtpy annual S02 reduction requirement 

to be in place by the early 1990s, that legislation will only have a minor 

impact on Montana production. We would have to compete strenuously with 

Wyoming mines in order to capture any windfall from acid rain legislation. On 

the other hand, S02 performance standards passed in Wisconsin during the past 

year have forced Wisconsin utilities to look closely at low sulfur compliance 

coal in the Powder River Basin that can be produced from low-cost Wyoming 

operations. These coals could replace some Montana production when contracts 

expire in the early 1990s, and compete effectively for any new plant contracts 

in the future. 

6) We believe that continuation of the severance tax reduction in all 

probability will not generate sufficient increased production to offset tax 

revenue losses on the new production that will occur. Even with the 1985 

experience of one miLlion dollars in severance tax reduction requests, equiva

lent to approximately one million tons of additional coal produced under 

certain contracts, it is not possible at this time to know for certain if any 

of that addition would have been forthcoming without the tax reduction in 

HB607. 

7) In the long-term, however, we forecast that revenue losses for new 

production will rise from $10 million per year in 1990 to $35 million per year 

in the year 2000, with a 50% reduction in the Montana severance tax. This 

same tax reduction on all Montana coal will amount to a loss for the state of 

$58 million per year in 1990 and $83 million per year in the year 2000. Our 

analysis shows that we cannot increase coal production in the next 15 years by 
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an amount that would compensate for the reduced tax revenue flow to the state 

caused by a significant reduction in the severance tax. 

These conclusions, based in part on our January 1985 study, and here 

carried forward over the following 18 months, provide in our judgment the most 

comprehensive outlook on near and mid-term coal markets for Montana producers. 

The discussion which follows provides the reader with specific information and 

analysis to support our updated conclusions above. 
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INTRODUCTION 

The study here presented is an update of the Montana coal market report 

to the year 2000 prepared by Duffield, Silverman, and Tubbs for the Montana 

Department of Commerce dated January 1, 1985. An attempt has been made to 

complete the data base for the Powder River Basin coal market for the past 18 

months, that is the period January 1985 to June 1986. In addition, an attempt 

has been made to reconsider the pertinent issues discussed in the coal market 

report of 1985, and to seek further update in the area of coal mine planning 

and market demand in the region where Powder River Basin coals can compete in 

the utility market. The update is a study of changes in utility coal demand, 

coal production capability, pricing, and mining costs within the Powder River 

Basin and its market region. 

No attempt has been made to assess the export or industrial markets. The 

former of which remains essentially inactive, and will continue to be so in 

the foreseeable future; and the latter which has shown a small but steady 

growth until the period of rapidly declining oil prices at the beginning of 

1986. 

The synthetic fuels market will not be considered, as that program, 

funded by federal grants and price underwriting, is essentially dormant on the 

American scene today. We will therefore, only mention briefly in passing that 

the synfuels, industrial, and export coal markets for the Powder River Basin states 

of Montana and Wyoming are following our 1982 forecast and will not influence 

coal tax revenues in any important way. 

The last 18 months in the Powder River Basin coal markets can be charac

terized by: 1) a sluggish economy, 2) a precipitous drop in oil and gas 

prices, and increased availability of these two alternative fuels, 3) contin

ued progress in energy conservation, and 4) a continuing and very large 
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overcapacity of supply in Powder River Basin mines. These major elements in 

the U.S. and western coal markets have spawned a series of reactions that have 

substantially effected Montana-Wyoming coal mining. 

Declining oil and gas prices and the huge coal capacity in the Powder 

River Basin has provided utilities with the ability to take minimum supply on 

contracts, and in some case payoff contracts, in order to enter the spot 

market for their incremental needs or to find new sources at much more favor

able delivered prices. The spot market has therefore been the area of rapid 

growth in national and western marketing. In addition, the sluggish U.S. 

economy translated into a sluggish coal economy and renewed competition with 

oil and gas has developed a national shake out of coal companies through low 

sales prices, restructuring, and reorganization ofmanag,ment. The outcome of 

this activity of the last 18 months is the very pronounced and vigorous move

ment toward low-cost producers in the coal industry who will challenge for 

increasing market sha res. At the same time that shake out and reorganization 

are going on, mining is becoming more efficient, particularly in the west 

where the ratio of surface to underground mining is going up and the effi

ciency of mining at individual areal strip mines also improving. 

Acid rain legislation, which was unexpectedly voted out of a u.s. 

House subcommittee in 1986, could come to the House and Senate floor before 

the end of this year. The legislation provides for a national reduction of 10 

million tons per year (mtpy) of S02' as well as a 4 mtpy reduction in NOx• 

Should this legislation become law with the proviso that a variety of compli

ance strategies can be used, including switching to low sulfur coal, a notice

able effect on coal production in the Powder River Basin should be forthcoming 

with most of the benefit going to the Wyoming low-sulfur, high BTU coal mines 

on the basis of price compet ition. 
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The nuclear industry continues its cancelation, and conversion to coal 

trend, for uncompleted plants; and no new starts have been planned beyond the 

schedule of completion during the decades of the '80s and early '90s. The 

additional plants scheduled to come on line over the next ten years will add 

substantial capacity to electric generation throughout the country and will 

further negate the need for new coal-fired plants if the economy stays at its 

predicted slow rate of growth. 

Lastly, it appears that competitive unit-train pricing in the Powder 

River Basin between Chicago and Northwestern and Burlington Northern has 

established high-volume, long distance coal rates at between 1~ and 1J 

cents/ton-mile. The recent purchase by C&NW of shared BN track in the Powder 

River Basin has further increased the competitive dimension of coal shipment 

from Wyoming and will be an added factor in stabilizing unit train coal rates 

over the next few years. Although recent studies seem to indicate that coal 

is providing an inordinately large share of returns on investment in the rail 

transport industry, as a result of pricing coal higher than other commodities 

shipped by rail relative to their cost, the ICC is adamant in its contention 

that the 1980 Staggers Act is working and should continue to work in the 

present form to establish competitive rates. With respect to Wyoming and 

Montana unit train coal shipments, we appear to be close to establishing 

competitive rates, although many would argue that the rates themselves are 

higher than they should be for moving coal long distances cross-country. 

SHORT-TERM EXPECTATIONS 

Given the setting above, we believe that the following comments fairly 

well characterize the important contributors to coal marketing changes in the 

Powder River Basin du?ing the next few years. First, oil prices may stabilize 

in the $15.00-$20.09/barrel area during 1987 or 1988, and hold that price 
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level into the 1990s. This will reduce the external pressure on coal pricing 

that rapidly falling oil prices provided in some parts of the country, and 

made oil look attractive in the near term as a substitute for coal. We do not 

believe that long-term oil pricing of $10/barrel, which is the price necessary 

to compete with coal in the utility market, can be stabilized in the world oil 

situation. Secondly, low natural gas prices, again competitive with coal in 

the south-central utility market, will rise as oil prices rebound in the late 

1980s. Lastly, excess capacity of the Powder River Basin will gradually 

decline from its current levels of about 80 mtpy to about 40 mtpy by 1995. 

With few new mines opening in the next 10 years, a gradual increase in demand 

will soak up some, but not all, of the excess capacity keeping coal prices low 

and competition extremely active in the Powder River Basin. 

Excess hydropower imported from Canada can have a local effect, as well 

as alter the Northwest-California utility link. This excess Canadian capacity 

can provide electricity, at least for a short time, for the expected growth in 

the Northwest utility market. In its 20-year plan (1986-2006), the Northwest 

Planning Council, together with the Bonneville Power Administration, is con

sidering coal the resource of lowest priority and highest cost (4.5 i/kwhr) 

over the next 20 years. As the regions marginal resource, coal is capable of 

expanding only if all other resources do not meet or exceed their expected 

levels. Those other resources, of course, include conservation and Canadian 

hydropower. 

Under a high growth base load scenario, about 7000 megawatts of coal

fired generation would be added to the Northwest region in the next 20 years. 

A more likely medium-high to medium-low growth projection would only require 

about 1800 megawatts of coal-fired addition, whereas no coal-fired facilities 

would be required under the medium-low to low growth scenarios provided by the 
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Planning Council. These projections would require at most from 6-25 mtpy of 

additional coal production, particularly from the Powder River Basin and Utah. 

However, the probability of loads between the high and medium-high scenarios 

is only 27%, between the medium-high and medium-low scenario is 42%, and 

between the medium-low to low scenario is 31%. There is, therefore, only 

about one chance in two that the Bonneville service area will demand a sub

stantial increase in Powder River Basin coal for the next 20 years. That 

probability is low because the high to medium-high growth rates of between 

2.0% and 3.0% a year are well beyond the expected 1.0%-1.5% increase of most 

recent projections for the region. 

Our earlier projections (1982, 1985) of coal production for the Powder 

River Basin market area appears to be right on track. We suggested that 

potential new Montana contracts to 1995, that related to power plants, would 

be in the range of 4-11 mtpy and is an upper limit predicated on the current 

NERC "Sum of Utilities" forecast in our market area. The traditional market 

area for Montana, including Minnesota and part of Wisconsin, has not changed. 

Wyoming inroads into both the Wisconsin and Minnesota market will be discussed 

below and should be taken seriously in terms of long-term contracting, 

although there is also reason to believe that the Wisconsin market may stay 

source diversified even with a Wyoming delivered price advantage. Wyoming's 

traditional growth in market area to the south-central and gulf coast region 

of the United States should continue, but at a much slower rate than that of 

the '70s and early '80s, offering about 30 mtpy of new uncontracted potential. 

Low sulfur, low BTU coal will continue to he a glut on the market for at 

least the next 10 years, as over-capacity will continue beyond 1995, thereby 

maintaining a highly competitive structure in the Wyoming part of the Powder 

River Basin. That price competition will exert price pressure on Montana 

producers and the continuing advantage of Wyoming over Montana in most of the 
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19-state Powder River Basin spacial market area identified in the 1985 

Duffield, et ale report. 

Montana's competitiveness can only be sustained if Montana's Colstrip 

area (medium BTU) coal producers are willing to settle for modest but reason

able rates of return in their coal mining enterprise. The $1.00/ton coal 

severance tax differential between Montana and Wyoming would in a few cases 

probably help Montana producers, but in most cases is not enough to provide a 

competitive Montana position in the market where Wyoming coal is sold. What's 

more, it is the very low break-even prices on larger mining operations that 

has provided Wyoming an important sales opportunity even in part of the 

traditional Montana market. A $5.00-$7.00/ton FOB bid recently by Wyoming 

producers for new contracts undercuts recent Montana bidding in the $9.50-

$12.50 range and cannot be made competitive even with complete severance tax 

elimination. Either differential rail rates or modest reduction of profit 

levels are needed to maintain the Montana market in some places where cheap, 

low to medium BTU Wyoming ~oal can also compete for long-term contracts. 

Selling higher BTU coal (Decker type) enables Montana producers to compete 

very successfully in markets as far away as Chicago, Detroit, and Houston and 

make handsome profits as well. For medium BTU Colstrip coal it appears that 

Wyoming producers are $3.00-$5.00/ton lower at the mine and producing at a 

25%-100% spread over Montana in the mine-mouth cost of BTUs. 

Our long-term Montana coal forecast appears to be pretty much on track, 

and as reproduced on the next page (Figure S-1), is based on the electric 

energy growth rate anticipated to the year 2000. We believe Montana's produc

tion will rise slowly but steadily to reach a tonnage of between 45-65,mtpy by 

the year 2000. It is highly unlikely that the 3% energy growth rate. curve 

will be reached and a 87 mtpy production projection for the year 2000 does not 

seem reasonable at this time. 
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MONTANA~WYOMING COAL MINING COSTS 

One difficulty in adequately presenting our 1985 coal market and sever

ance tax study to the Department of Commerce and Montana Legislature was the 

unavailability of specific mining costs related to properties in the Powder 

River Basin. Since that time, publicly presented mine data has become avail

able, along with what would appear to be reasonable estimates by engineering 

consultants versed in these matters. In addition, coal contract pricing at 

mine-mouth has also become available in some cases and provided us with con

firmation of the 1984 estimates we made based on FERC reported delivered 

prices and our own breakdown between transportation tariffs and mine price. 

The cost estimates we provided in 1985 were very close to specific exam

ples reported in a recent public trial (February 1986) in Forsyth, Montana 

(Western Energy vs. Genie Land Co. and the State of Montana). Western Energy 

testified that average mining costs of part of the Rosebud Mine with 80-85 ft 

of overburden is between $8.75-$9.30/ton; with overburden thicknesses increased 

to between 90-100 ft mining costs increased to between $9.1S-$9.70/ton. At 

the same time contract prices with Colstrip 1 and 2 are $11.S3/ton; with 

Corette, $12.10/ton; and with Great Lakes Coal and Dock Company, agent for 

Rosebud Coal with small users in the Minnesota-Wisconsin area, $10~9/ton. In 

parts of the mine, especially those with extremely high overburden conditions, 

Western Energy states that mining costs run as much as $10.25/ton. At least 

in the Rosebud Mine, depending upon where mining proceeds, profit margins for 

Western Energy are in the range of $2.00-$3.00/ton. 

The most sensit tve aspect of mining costs are "direct operating costs," 

which at Rosebud are Ln the range of $3.00/ton for average overburden areas; 

Montana plus Federal production taxes require another $3.00/ton; Federal 

royalties, $1.22/ton; reclamation costs reported by the company are 85 cents/ 
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ton, including final high wall reclamation when mining is completed at the 

site, while overhead and other costs require 63 cents/ton. Outside of the 

unusually high reclamation costs, which translates into $34,000 an acre in at 

the Rosebud Mine, the other costs appear reasonable. Exact reclamation costs 

are difficult to calculate inasmuch as each company provides its own book

keeping system for that portion of the mining enterprise that is considered 

production versus that considered reclamation. One might, however, suggest 

costs of 40-50 cents/ton as the upper limit of current Rosebud Mine activity 

(as reported to State Lands in one version of a reclamation plan a few years 

ago), and therefore provide 35-40 cents/ton additional profit to the operation 

at Colstrip. There is no reason to think that other Colstrip contracts are 

priced significantly different from the Colstrip 1 & 2 and Corette, and 

therefore provide us a baseline of approximately $5.00-$6.00/ton above new 

contracts in the Wyoming portion of the Powder River 8asin. 

Other estimates of Powder River 8asin coal production costs vary only 

slightly from those presented above. At least one consulting firm has esti

mated that within Montana only the Rosebud and West Decker mines can afford 

sale prices less than $9~0/ton for a 10% DCFROR. All other Montana mines are 

higher than this, or in the range of 50 cents/MMBTU for a 10% DCFROR. Looking 

at all mines in the Powder River Basin, the range is from $4.00/ton at 10% 

DCFROR to $15.00/ton, or 25-80 cents/MMBTU FOB mine price. The leading mines 

with cheap coal are all in Wyoming and include the Rawhide Mine of Exxon, the 

Eagle Butte Mine of AMAX and Arco's Black Thunder Mine. The most expensive 

are the Decker, Spring Creek, and Absaloka Mines of Montana, and Big Horn 

(Wyoming) owned by Kiewit/NERCO, NERCO, Westmoreland Resources, and Kiewit 

respectively. The higher BTU, low-sulfur, low-ash coals in the Powder River 

Basin of Wyoming provide serious comp~tltion for Montana suppliers where raIL 

distances to the consumer are not greatly different. 
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POWDER RIVER BASIN PRICES 

Within the last year and a half new contract bids and spot market prices 

have ranged as follows: for low BTU (8300 BTU) Powder River coal, $4.75-

$5.25/ton FOB; for medium BTU coals (approximately 8600 BTU), $5.00-$7.00/ton; 

and for high BTU coals (9000 BTU and above), $10.00-$15~0/ton. For coals as 

a whole in the Powder River Basin the prices have ranged from 30 cents/MMBTU 

to 90 cents/MMBTU, depending upon the mine and BTU content. The range has 

been from 30 cents/MMBTU to 40 cents/MMBTU for low to medium BTU coals in the 

basin. 

A number of supply-demand conditions are extant throughout the Powder 

River Basin. It is clear that new pricing is at or near break-even costs, 

depending upon the mine, for most of the Powder River Basin mines in Wyoming. 

Utilities are taking minimum 'volumes on long-term contracts and buying their 

additional needs on the spot market. The Powder River Basin coal is competi

tive with Gulf Coast lignLtes given the differential BTU, and transportation 

rates; and lastly, low oil and gas prices, forecast to rise faster than coal 

prices in the future, has had a dampening effect on coal sales in the last 18 

months. 

It will be very useful for our purposes to compare some coal delivery 

prices for producers from Montana and Wyoming shipping to the same utility 

power plant. As of December 1984, the following comparisons can be made: 

Wisconsin Power and Light Columbia plant bought coal from Western Energy~s 

Rosebud Mine and AMAX~s Eagle Butte mine in Wyoming; delivered costs from 

Rosebud were $1.71/MMBTU and from Eagle Butte, $1.72/MMBTU; Houston Power and 

Light Parish, Texas, plant purchased coal from NERCifs Spring Creek Mine in 

Montana and Exxon~s Caballo Mine and Kerr McGee~s Jacobs Ranch in Wyoming. 

Montana~s Spring Creek Mine delivered coal at $2.01/MMB,[U, same price as Kerr 
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McGee's Jacobs Ranch Mine operation; however, Exxon's Caballo Mine delivered 

at $1.49/MMB'CU. The third example is the Lower Colorado River Authority 

Seymour-Fayette 12 plant, wli.ich received coal from Kiewit's Decker Mine and 

Arco's Black Thunder and Coal Creek mines in Wyoming. Decker delivered at 

$2.94/MMBTU whereas Arco's Coal Creek delivered at $2.34/MMBTU and Black 

Thunder at $2.17/MMBTU. Wyoming producers could do considerably better than 

Montana moving to the south and southeast, whereas in Wisconsin, Wyoming and 

Montana producers delivered at the same price. 

During 1985, however, Wisconsin Power and Light's Columbia Plant began 

taking large tonnages from the Black Thunder Mine of Arco, along with that 

from Colstrip, Montana. On a delivered BTU basis the prices were quite com

parable; however, Black Thunder is conSiderably lower in sulfur and ash con

tent and, therefore, provided a low sulfur premium for Wisconsin Power and 

Light at no extra cost. Given the stringent air polution control requirements 

that have gone into effect in Wisconsin during this year, that no-cost low

sulfur premium is of major importance to Wisconsin Power and Light. 

During the spring of 1985 the Lower Co~orado River Authority declined to 

take any more Decker coal for its Seymour-Fayette Plant. Deliveries in the 

. early part of the year from Decker averaged $2.95/MMBTU, whereas coal produced 

by Arco's Black Thunder and Coal Creek Mine in Wyoming averaged $2~O/MHBTU 

delivered; and Exxon's deliveries from their Caballo Mine averaged $1.60/ 

MMBTU. Delivered prices from Caballo have increased from $1.49, whereas Arco 

and Decker's delivered prices have stayed relatively stable. On the assump

tion that Caballo is selling coal at approximately $8.00/ton and is deUvering 

to the Seymour-Fayette Plant at $27.00/ton. the utility transportation costa 

are about $19.00/ton. Decker, on the other hand, was delivering coal. to 

Seymour-Fayette at a total cost of approximately $55.00/ton. Assuming a 

$25.00/ton transportation cost, then FOB mine price for Decker coal under 
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this former contract was approximately $30.00/ton. Black Thunder coals are 

only slightly lower than Decker in BTU value, and have comparable sulfur and 

ash content. Exxon's Caballo coals are low sulfur, relatively low ash, and 

low BTU; but the price differential between Wyoming and Montana is so severe 

that the cancelation of the Decker contract, and with it nearly 2 mtpy of coal 

sales, was not an unexpected outcome (see Appendix A). At a $30.00/ton FOB 

mine price Decker's profIts, based on best engineering guess, was approximate 

$15.00-$20.00/ton, while their break-even costs are somewhere in the neighbor

hood of $8.00-$10.00/ton. There can be Uttle surprise that Lower Colorado 

River Authority balked at paying more than $15.00/ton over the market for coal 

deliveries to its Seymour-Fayette Plant. 

Houston Power and Light's Parish, Texas, plant is an interesting example 

of market forces providing astonishing competition on a month by month deliv

ered cost basis from NERCifs Spring Creek Mine, Kerr McGee's Jacobs Ranch and 

Exxon's Caballo mines. Delivered price per MMBTU is precisely the same for 

each supplier for every month of the 1985 year--high BTU, very low sulfur, and 

very low ash Spring Creek coal is equivalent in this market to relatively low 

sulfur, low BTU, relatively high ash Jacobs Ranch and Caballo coal. Higher 

value Montana coal has further to travel and prices out equal to inferior 

coals from WyomIng. 

Some other Interesting 1985 comparisons are in order here. For instance, 

Westmoreland's Absaloka Mine sent some coal in the middle and end of 1985 to 

Dairyland Power Coops Alma-Madgett Plant. Montana coal averaged about $1.76/ 

MMBTU delivered. AMAX's Belle Ayr Mine in the Gillette area sent substantial 

quantities of coal to the same power plant at prices that are very close to 

$1.99/MMBTU. Montana shipped medium BTU, relatively high sulfur and· ash coal, 

and Wyoming shipped low BTU, very low sulfur and low ash coal. Montana's 

advantage on a BTU basis was about 20 cents/MMBTU, but the lower sulfur 
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Wyoming coal will probably continue to dominate the Dairyland market because 

of air pollution regulations. 

At Northern States Power, the Riverside plant received coal from both 

Western Energy's Rosebud Mine and Westmoreland's Absaloka deposit. The 1985 

FERC record showed that Rosebud deliveries arrived at approximately 10 centsl 

MMBTU cheaper than those from Absaloka for the same BTU content. For the 

1985 deliveries it appears that Absaloka was slightly lower than Rosebud in 

average sulfur content. Ash content of the two coals are about equal. The 

same relationship is true of coal received from the Rosebud and Absaloka Mines 

at the Sherburne County generator of Northern States Power during 1985. 

Another interesting comparison is the coal supply for Norther~ States 

Power King plant in Minnesota. King received coal during 1985 from Western 

Energy's Rosebud Mine, Westmoreland's Absaloka Mine and near the end of 1985 

from the newly opened Rochelle Mine in Wyoming. In each case a substantial 

monthly tonnage was shipped. The new Wyoming Rochelle Mine was delivered on 

the average of 15 cents/MMBTU below Westmoreland's Absaloka Mine and 5 centsl 

MMBTU below Rosebud. With comparable BTU values for the three coals, the 

lower sulfur and ash content, as well as pricing of the coal, has brought 

Wyoming into the traditional Montana market. This 10 cents/MMBTU average 

difference on delivered price, even over the long-term, may not be the decid

ing factor in coal shift by Northern States between Montana and Wyoming mines. 

However, coal severance tax reduction in the King Plant case helps Montana 

hold the contract. 

During the discussion of HB607 by the Montana Legislature in 1985, a 

major concern centered around the ability to capture one of the very few new 

coal contracts that would be available over the next to years for Montana coal 

producers. The proponents of HB607 argued that reduction of coal severance 
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tax would help assure Montana capture of the Shereo #3 contract, while the 

Duffield-Silverman report suggested that the least cost alternative of coal 

supply for Northern States Power for Sherco #3 was a Montana supplier pre-tax 

reduction, though with little cushion in price advantage (about $1~O/ton). 

Upon the passage of 8B607 there was considerable comment that this will now 

"guarantee" that Montana receive the Sherco contract. Northern States 

strategy, however, has been a more sophisticated approach to buying coal for 

its multiple generators in the Minneapolis area. Given the condition of vast 

overcapacity in the coal fields, the softness of the coal market, which 

promises to remain that way at least for the next few years, and rapidly 

falling oil prices, Northern States Power decided on a strategy of buying a 

considerable amount of spot market coal for its total needs. 

Western Energy announced that last December it signed a five-year exten

sion of one its major contracts, which will permit it to deliver up to 33 

million tons of coal over a five-year period. Although unannounced by name, 

our assumption is that this extension is with Northern States Power, and would 

raise Rosebud coal deliveries at maximum from slightly over 4 mtpy to Northern 

States Power to about 6 mtpy. The additional coal will be used in the system, 

at least in part for Sherco generation. Rather than signing the usual 20-year 

contract for 2.5 mtpy the company has played low spot market pricing and 

short-term extension as a way of reducing the total generating costs in its 

system. This strategy in fact may provide Montana with part of the Sherco 

contract somewhere out in the period 1992-1997, and is another exam.,;.Le of the 

aggressive cost minimizing that utilitieB employ when contracting coal. 

Adherence to that cost-minimizing strategy strongly supports the case we made 

in January 1985 that one can assess the probability of both contract. renewal 

and new contract agreements on the basis of providing lowest delivered costl 

MMBTU of energy with select special cases for high BTU, and very low sulfur 
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coals, in select markets. The Montana market then appears to be performing as 

we suggested in 1985, with the added caveat that low price, spot market coal 

and continuing overcapacity will dominate the structure the Powder River Basin 

coal sales for the next 10 years. 

Wyoming Powder River Basin Coal Pricing 

Within the Wyoming part of the Powder River Basin there again exists 

considerable competition in coal contracting and delivered coal prices. A 

couple of examples will suffice to make the point. Oklahoma Gas and 

Electric's Muskogee Plant receives coal from both Arco's Black Thunder Mine 

and Mobil's Raja Caballo Mine. The Black Thunder coals are high BTU, very low 

sulfur and low ash; Caballo's are low BTU, low sulfur, and low ash coals. The 

BTU differential of about 600 BTU/lb. translates into a delivered cost differ

ential of 15 cents/MMBTU between the lower cost Raja Caballo coals to the 

higher cost Black Thunder coals. 

Again, Omaha Public Power receives coal at their North Omaha Plant from 

Exxon's Rawhide Mine and Trident Coal Company's Buckskin Mine. In this case 

Rawhide ships low BTU, low sulfur, moderate ash coals, whereas the Buckskin 

Mine ships low BTU, high sulfur, high ash coals. In this case Buckskin coals 

are about $13.20/ton delivered, whereas Rawhide coals arrive at Omaha at about 

$21.20/ton delivered. Apparently a 50 cent/MMBTU sulfur premium is paid by 

Omaha Public Power. Both these examples from the 1985 deliveries show that 

BTU and sulfur content play an important role in pricing and purchasing of 

coal within the Powder River Basin. Given the strategies for reducing S02 

emissions nationally, these particular concerns will become more prominent 

over the next 5-10 years. 

18 



DEMAND FOR POWDER RIVER BASIN COAL 

The Duffield-Silverman study of 1985 we believe is still very much on 

track in projecting growth of coal demand in the Powder River Basin. That 

~tudy suggests that the amount of coal Montana will produce over the next lO

IS years is highly dependent upon electric utility growth rates. Using a base 

price of $9.50 FOB for Montana coal and varying the Wyoming FOB price between 

$6.00-$7.70/ton, and assuming our energy growth forecast of between 1%-2% a 

year, we model Montana production to be 41.5 million tons in 1990, 46 million 

tons in 1995, and approximately 63 million tons in the year 2000. Substan

tially higher energy growth rates, which appear to be unlikely from most of 

the informed forecasts that are being made today, might bring Montana produc

tion as high as 86 million tons by the year 2000. This forecast is reproduced 

as Table 17 from the 1985 Duffield-Silverman report. 

In addition, one caveat is necessary. Should Wyoming coals contract over 

the long term at priceR much below $5.00/ton, it would certainly have some 

effect on Montana's coal forecast because our traditional market might be 

further breached by such cut-rate pricing. However, as oil prices rise once 

again, and overcapacity in the Wyoming fields declines and economic activity 

picks up in the late 1980s and 1990s, we believe our forecast is the most 

reasonable for the Montana market. 

During this study we have not had time to develop the full case for the 

Wyoming market on a mine by mine basis. In 1984 the Powder River Basin 

produced 142 million tons, projected to rise to 150 million tons for 1985. 

The 1984 distribution of production was approximately 106 million tons from 

the Gillette area, 18 million tons from the Colstrip-Ashland area, 16 million 

tons from the Sheridan Basin, and 3 million tons from Thunder Basin. Looking 

at a market forecast based on utility plants coal-fired generation and includ

ing the essential elements of electric utility growth, price availability, 
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Table 17 

Montana Coal Production 
Forecast (million tons per year) 

Year: 1990 1995 

Electric 
Growth Rate: l' 2' 3' l' 2' 3' 

A. Wyoming FOB Price S6 
Montana FOBlS/ton) ----
10.50 36.4 38.4 41.3 38.0 44.2 53.0 

9.50 BASE 38.1 41.5 42.9 41.9 46.2 64.6 

8.50 38.9 42.5 44.2 42.8 47.2 72.2 

7.50 42.7 44.7 44.7 45.4 47.2 72.2 

6.50 42.7 44.9 45.9 45.6 49.1 76.9 

B. Wyoming FOB Price S7.70 
l1clntana FOB --- . 

10.50 37.9 40.8 42.0 41.3 45.3 64.6 

9.50 . BASE 38.6 41.8 43.3 42.5 46.3 64.6 -
8.50 38.9 42.5 44.2 42.8 47.2 73.0 

7.50 42.7 45.6 46.0 46.0 50.2 80.8 

6.50 42.7 45.8 47.4 46.6 54.4 94.7 

\ . \ 

19A 

2000 

l' 2' 3' 

44.1 51.0 59.9 

48.3 62.9 85.2 

48.3 68.0 96.9 

48.3 68.0 100.1 

48.7 72.2 118.1 

48.3 62.9 ~1.2 

48.3 62.9 85 .. 4 

48.4 68.7 98.4 

49.8 75.8 125.0 

50.8 ~9.R 140.8 



alternate energy sources, available imported electricity, short-term commit

ments to co-generation projections and flat industrial, meta1urgica1, and 

export coal forecasts, at least one consulting engineering firm has projected 

a median growth rate of 1~% a year for the Powder River Basin as a whole. 

That forecast would suggest that the total Powder River Basin will produce 158 

million tons by 1990 and 192 million tons by 1995. With Montana#s contribu

tion previously suggested to be 42 mtpy in 1990 at a 2% growth rate, the 

Wyoming portion of the basin should produce 116 million tons by 1990; with a 

46 million ton Montana production by 1995, the Wyoming portion of the basin 

might produce as much as 146 million tons by that date. 

That growth of an additional 40 million tons of coal between 1985 and 

1995 for the entire Powder River Basin is based on the assumption of a 52 mtpy 

contract potential by the year 1995 for the Powder River Basin. That poten

tial is divided between approximately 31 million tons of new coal potential 

and 21 million tons of contract renewal. New sales opportunities appear to 

encompass nine of the 19-state market region for Powder River Basin coals as 

defined by Duffield and Silverman in 1985. The estimate of about 30 million 

tons of new coal-fired demand is the amount of uncontracted tonnage for new 

plants that currently exist within the market area states. 

A substantial portion of the sales opportunities for Montana involve 

contract renewal, as Sherco #3 and possibly Wisconsin Coal #2 of N.S.P. appear 

to be the only new plants for which Montana coal producers can effectively 

bid. The Montana total tonnage up for renewal in Minnesota and Wisconsin is 

approximately 27% of the total sales opportunities for the region in the 1985-

1995 period. The above forecast for the next 10 years is very different than 

the market growth rates of the#70s, in which Powder River Basin coal grew at 

20%-25% a year. During that period of expansive growth, the Montana coal 
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producers essentially captured only 10% of the region's market because the 

most rapid expansion of the market was to the south and southeast, where 

Wyoming producers had both a transportation and break-even coal price 

advantage over the higher cost Montana mines. The '80s and '90s will look 

significantly different. As growth slows to between 1%-2% a year, mining 

overcapacity, especially in Wyoming, will be the dominant factor in coal 

pricing for the next 10 years in the Powder River Basin. 

Production Overcapacity ~ the Powder River Basin 

To understand the impact of this overcapacity for the long-term future of 

coal in Montana consider the following: the 1984 production capacity in the 

Powder River Basin was 222 mtpy. In 1985 Peabody's Rochelle Mine came on-line 

and provided Wyoming with its first contract to Northern States Power. In 

1986 the Antelope Mine (owned by NERCO) also came on-line with a 3 mtpy 

capacity. These additions lifted total capacity in 1986 to 227 mtpy, which is 

assumed will hold at least to the year 1995, as additions in the Powder River 

Basin before that date are not expected. 

With an approximate 2% growth rate per year, the overcapacity in the 

Powder River Basin by 1990 is estimated to fall to 69 mtpy and by 1995 to 35 

mtpy. Ten years from now there will be a continuing overcapacity in the 

Powder River Basin essentially equivalent to the total new sales opportunities 

for the period 1985-1995. This overhang on the market is sure to keep prices 

competitive, Wyoming producers in a highly efficient, low-cost strategy for 

marketing coal, and will be a continuing pressure upon Montana producers to 

meet competitive Wyoming market prices. 

New ~ Opportunities 

A word here must be said about the potential for the Montco Mine in the 

Colstrip-Ashland area of Montana. It appears that this mine, If in fact it 
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were to open, would be competitive with the Abs8loka and Big Sky mines of the 

Colstrip area, but have a higher break-even price than those of the Gillette 

area. Engineering estimates of the break-even price would bring the Montco 

Mine in at about $8.00/ton mine-mouth; however, the coals are of poor quality 

and have a lower BTU than other Montana mines. Planning for a 12 mtpy Montco 

facility could in fact add considerable more overcapacity to the region than 

it already has, especially in the already highly competitive, medium BTU coal 

market. 

Shell's CX Ranch mine site in the Sheridan area has been abandoned, at 

least temporarily. Here high BTU coal has a relatively high break-even mine 

price and development has been shelved given the weak coal market and large 

overcapacity in the region. In the distant future, however, this facility 

could be competitive with Decker and Spring Creek coals and add a capacity of 

8 mtpy. 

New coal mines in the Wyoming portion of Powder River Basin are also 

possible beyond the year 2000. The next generation of Wyoming projects will 

most likely be characterized by very large production capacity, ranging from 

6-20 mtpy with a low BTU content (In the range of 8100-8400 BTU/lb), and a 

break-even price of between $4.50-$8.00/ton mine-mouth. Again, characteris

tics such as these will continue to be competitive with Montana producers. 

Recent Wyoming Developments 

In order to be able to compare Montana-Wyoming coal market conditions, it 

might be useful to look at some recent Wyoming developments that may in fact 

portend the Montana market. Wyoming's Powder River Basin now has 19 surface 

mines with the addition of Rochelle in 1985 and Antelope in 1986. In 1985 

Wyoming production increased by 9 million tons or 7%, with part of that 

increase coming in the Powder River Basin. However, there are six reported 
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decreases in production within Powder River 8asin mines, or approximately one 

third of the total mines in the basin reported at 1.5 mtpy cumulative decline. 

The other characteristic of the Wyoming coal mining industry, one which 

is being duplicated in Montana and which has obviously affected the economic 

impact of coal mining in the state, is that work force lay-offs continue and 

grew more severe during 1985 and the early part of 1986. At the same time 

productivity is increasing in mines overall, as Wyoming high-cost underground 

mining declines or is phased out, and surface mining becomes more efficient. 

This efficiency trend is also characteristic of Montana mines. 

An interesting coal development in 1986 in Wyoming was the Northern 

Indiana Public Service cancelation and penalty payment of a long-tera contract 

with Carbon County Coal Company. It cost NIPSCO $181 million in penalties to 

buyout the contract. NIPSCO then turned around and bought spot coal from the 

same mine for $lS.00/ton less in delivered price. It will make up its penalty 

by purchasing only 12 million tons of coal at the lower price. Such runaway 

adjustment factors in long-term coal contracts at some mines have led to 

enormous concern by utilities, and has moved them toward contract cancelation 

or reduced coal acceptance, as they make up their differential coal needs in 

the spot market, and sign short-term rather than long-term contracts. This is 

a strategy for holding fuel costs down and maintaining electric rates at 

expected low inflation levels. 

A number of spot and short-terms contracts have been signed in the past 

six months in the Wyoming portion of the basin. They include a five-year 

(1986-1991) contract between the Black Thunder Mine and Wisconsin Power and 

Light for 11 million tons of coal shipped under a new contract with the C&NW 

Railway. NERC<rs Antelope Hine has signed a new contact with Platte River 

Power Authority for 35,000 tons of coal per month (420,000 tons per year) with 
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a new transportation contract with the Burlington Northern Railway. Platte 

River Power Authority is currently taking Black Thunder coal at 90 cents/MMBTU 

delivered. The Lower Colorado River Authority has contracted with Exxon's 

Caballo Mine for a six-month 1986 contract at 135,000 tons per month, or 

810,000 tons for the year. Thunder Basin Coal has contracted with the city of 

Austin for a six-month 1986 contract of 70,000 tons per month, or 420,000 tons 

for the year. And lastly, the Chicago and Northwestern has agreed to buy into 

Burlington Northeros 10-mile line extension into the Gillette area, providing 

more competitive transportation for the three or four coal mines served exclu

sively before this year by Burlington Northern. This portends the potential 

for a stronger move by Wyoming producers to expand their markets and assure 

contract renewals. 

Other contract adjustments in Wyoming are interesting to note. For 

example, Exxon's Rawhide Mine has renegotiated their contract with Iowa Public 

Service for a substantial FOB mine price reduction. Coal Week reports that 

Iowa Public Service received coal from the Rawhide Mine at $23.29/ton deliv

ered, and the first quarter 1986 tariff for coal transport lists charges at 

$14.18/ton. That provides a mine price of $9.11/ton for the Rawhide Mine. 

The new contract for 1.8 mtpy provides a mine price of $6.84/ton, or a $2.27/ 

ton reduction for future contract deliveries. This price cutting is a move in 

the opposite direction of that normally anticipated by the coal industry 

through the provisions of price escalators in contracts. 

Another recent coal-related activity effecting Wyoming was the U~. House 

Committee repeal of the 1978 Power Plant and Industrial Fuel Use Act withdraw

ing oil and gas as a utility fuel. In the wake of this event San Antonio City 

Public Service shut down its coal-fired Deely unit and is replacing It with 

gas-fired turbines at a fuel cost of $1.40/MMBTU. The Deely unit received 

coal from Wyoming's Cordero Mine under long-term contract at $1.73/HMBTU, and 
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on the spot market from Cordero at $1.51/MMBTU. The availability of gas and 

its anticipated usage as a utility fuel once again is providing substantial 

economic benefits to utilities that have gas-fired capability in reserve. 

Again, Wisconsin Power and Light is converting its Blackhawk plant from coal 

to natural gas in order to meet Wisconsin#s new air pollution regulations. It 

is a small peaking unit, but it again conforms with a move to replace coal 

with cheaper fuels where possible. 

In addition, Dairy1and Power of Wisconsin has won a court order to 

renegotiate its contract with AHAX's Belle Ayr and Eagle Butte mines. 

Dairyland has been receiving coal from these Wyoming mines at $33.35/ton, and 

AMAX argued that because Dairy1and was not in any financial difficulty they 

could afford to pay the contracted coal price. The court ruled, however, that 

the contract must be renegotiated. Lastly, Nebraska Public Power has 

renegotiated contracts with Arco mines in the Powder River Basin for a 

$2.00/ton reduction on nearly 40 million tons of contracted coal over the next 

10 years. It is clear that spot pricing in the Powder River Basin is very 

close to covering only variable costs, as the Cordero and Rochelle mine 

contracts with Wisconsin Power and Light signed in 1986 suggest. 

Recent Montana and National Developments 

In Montana we are seeing the same trends as in Wyoming. In the spring of 

1986 ~estern Energy#s Rosebud Mine laid-off 116 miners or approximately one

third of the work force. They cited abundant available hydro, low oil prices 

and reduced coal demand as reasons for their cut-backs. Their expected recall 

is for August or September of 1986 if demand warrants it. However, Western 

Energy estimates that their 1986 production will only fall from 13.9 million 

tons in 1985 to 12.6 million tons 1n 1986, apparently as a result of the 

reduced demand by the parent Montana Power Company. A one-third reduction in 
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the mining force will result in only a 10% reduction in production, thereby 

dramatically increasing productivity and profits for this year. 

An authoritative national outlook for coal is usually provided by the 

Department of Energy's Energy Information Administration. Their forecast 

suggests that total demand for electric power in the U~. by the year 1995 

will. rise to 882 million tons of coal, from 693 million tons for 1985. Supply 

potential by 1995, however, will be about 110 million tons greater than 

nationwide demand for coal for all uses. Within their forecast, EIA projects 

a demand of 248 million tons of Northern Great Plains coal (Wyoming, Montana, 

North Dakota) by 1995. This projection would suggest a 3% growth rate for 

utility coal in the Powder River Basin, clearly at the high end of the 

spectrum. Historically, EIA has always provided the higher end of the coal 

forecast range when comparing national projections. 

With a 248 million ton 1995 Northern Great Plains potential, the Powder 

River Basin of Wyoming and Montana might be expected to produce 210-215 

million tons of coal. However, a very large overcapacity in the nation's 

potential for coal mining exists today and could get larger. A 110 mtpy 

excess national capacity will surely depress prices short-term, and act to 

discourage new mine development. What we might expect to see, however, is the 

closing of high-cost mines, shake-out of a large number of marginal coal 

mining ?perations, and a reduction of costs nationwide. Mid-continent plants 

that 'convert both eastern and western low-sulfur coals are keeping the eastern 

spot market prices at levels between $25.00-$30.00/ton FOB. In the Powder 

River Basin Wyoming spot market prices are falling to between $4~0-$5.00/ton 

FOB for the reasons indicated above. 

In a recent report Scott Atkinson of the University of Wyoming and Joe 

Kerkvliet of New Mexico State University have argued that the 1980 Staggers 
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Act has failed to encourage competitive coal haulage rates In the west. The 

price of coal transport substantially exceeds the long run marginal costs of 

hauling that coal, and coal consumers are being charged a much higher mark up 

over cost than for the haulage of other commodities. 

With respect to future production, it appears that federal coal leases 

will not be effected by the "due diligence" clause of the ammendments to the 

Leasing Act. There is a substantial move in the Congress to either ignore, or 

to adjust due diligence clauses, which require minimum production on certain 

older leases by fixed dates or the leases revert back to the federal govern

ment. Under such due diligence requirements, either unneeded capacity would 

have to be added to the nation's potential coal production capability, causing 

further problems in price cutting and coal market weakening, or the leases 

would revert to the federal government. Elimination of the diligence require

ment will allow a more rational planning of future coal mines, but also 

suggests that there is a very large amount of unneeded coal currently under 

lease, espectally under federal lease in the Powder River Basin. 

MONTANA'S WINDOW OF OPPORTUNITY 

Table I reports Montana coal production by mine for the period 1980-1985. 

Since 1982, total Montana coal mine production has increased modestly but 

steadily through calendar year 1985. Although the 'trend has been upward from 

27.8 m111ion tons 1n 1982 to 33.8, million tons in 1985, each mine has had its 

own up or down history. 

Rosebud and Decker have grown steadily and substantially (15%-30%) over 

the last four years in terms of their total production, even with Decker's 

loss of the Lower Colorado River Authority contract for the first th~ee quar

ters of the 1986 fiscal year. On the other hand, Peabody's Big Sky Mine and 

Westmoreland's Absaloka Kine have each declined 600,000 tons per year when 
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comparing 1984 and 1985. NERCifs Spring Creek Mine has had steady production 

in the last two years. This increasing trend of total production has been 

forecast to continue through the near and mid-term by Duffield and Silverman 

(1985), and starting with the first Montana Coal Group forecast in 1976 we 

have accurately projected Montana and Northern Great Plains production to 

within !5% of their values. Of particular note in the Absaloka Mine is that 

Westmoreland's production of Indian coal has fallen 500,000 tons between 1984 

and 1985. Taxes on Indian coals reside in escrow until the settlement of the 

legal situation. Production at the Absaloka Mine on which taxes are paid to 

Montana has remained steady at about 1.1 million tons for 1984 and 1985. 

The anticipated 1986 production rise in Montana will be offset by the 

Rosebud Mine's recent lay-offs and cutback in production, which is estimated 

to result in 1.3 million fewer tons of production for the year. A restimu

lated economy and upswing in the levels of coal contract shipments; as well as 

possible spot market purchases, might provide enough stimulation to increase 

1986 total coal production in the state; but again, by only a modest amount. 

For the 1985 calendar year, the state has received severance tax credit 

requests from Montana operators for a total of $1.1 million, which we have 

calculated to be approximately equivalent to 1.0 million tons of production at 

an average tax credit of about $1.00/ton under H8607. Seventy-three percent 

of that tax credit is at the Decker Mine where $814,000 in 1985 credit is 

equivalent to about 600,000 tons of coal. Peabody's 81g Sky Mine has applied 

for $194,000 annual credit equivalent to 240,000 tons of coal, and Western 

Energy seeks $107,000 total for 150,000 tons of coal. The balance is distri

buted between Westmoreland ($12,000) and Knife River ($2,000) in tax credit 

relief. 

The relevant question with regard to these severance tax credit applica

tions, is whether or not the additional tonnage would have been forthcoming 

28 



N
 

CD
 

>
 

D
ec

k
er

 C
o

al
 

(B
ig

 H
or

n 
C

o
u

n
ty

) 

K
n

if
e 

R
iv

er
 

(R
ic

h
la

n
d

 C
ou

nt
y)

 

P
ea

bo
dy

 
C

o
al

 
(R

os
eb

ud
 

C
ou

nt
y)

 

S
p

ri
n

g
 C

re
ek

 C
o

al
 

(B
ig

 H
or

n 
C

ou
nt

y)
 

W
es

te
rn

 E
n

er
g

y
 

(R
os

eb
ud

 C
ou

nt
y)

 

W
es

tm
or

el
an

d 
R

es
. 

(B
ig

 H
or

n 
C

ou
nt

y)
 

P 
&

 M
 C

o
al

 
(M

u
ss

el
sh

el
l 

C
ou

nt
y)

 

S
to

rm
 K

in
g 

C
o

al
 

(M
u

ss
el

sh
el

l 
C

o
u

n
ty

) 

TO
TA

LS
 

T
on

s 
M

in
ed

 

1
1

,8
0

2
,5

4
0

 

2
0

5
,9

3
0

 

3
,0

0
0

,5
3

3
 

2
,9

3
1

,6
1

8
 

1
2

,2
2

5
,4

6
4

 

1
,0

4
7

,9
4

3
 

-0
-

-0
-

TA
BL

E 
II

: 
F

is
c
a
l 

Y
ea

r 
19

86
 

(J
u

n
e,

 
S

ep
te

m
b

er
, 

D
ec

em
be

r,
 

19
85

 
an

d
 M

ar
ch

 
19

86
) 

L
es

s 
D

ed
u

ct
io

n
s 

2
0

,0
0

0
 

2
0

,0
0

0
 

2
0

,0
0

0
 

2
0

,0
0

0
 

2
0

,0
0

0
 

-0
-

-0
-

-0
-

C
o

al
 M

in
es

 
S

ev
er

an
ce

 T
ax

 

N
et

 
T

on
s 

T
o

ta
l 

T
ax

 

1
1

,7
8

2
,5

4
0

 
$

3
8

,9
4

9
,3

9
2

.0
0

 

1
8

5
,9

3
0

 
3

8
8

,6
1

9
.5

4
 

2
,9

8
0

,5
3

3
 

7
,2

7
1

,6
2

8
.0

0
 

2
,9

1
1

,6
1

8
 

9
,6

2
1

,8
7

4
.0

0
 

1
2

,2
0

5
,4

6
4

 
2

5
,9

8
3

,7
9

6
.2

2
 

1
,0

4
7

,9
4

3
 

2
,2

5
6

,4
5

7
.7

8
 

-0
-

-0
-

-0
-

-0
-

*
L

es
s 

T
ax

 C
re

d
it

 

($
2

0
3

,6
3

0
.0

0
) 

(6
2

1
.2

1
) 

(4
8

,5
4

9
.7

5
) 

(2
6

,7
8

8
.6

7
) 

(3
,1

2
7

.0
0

) 

-0
-

-0
-

P 
&

 I
 

-0
-

-0
-

-0
-

-0
-

-0
-

-0
-

-0
-

-0
-

T
o

ta
l 

T
ax

, 
P

e
n

a
lt

y
 

&
 

In
t.

 

$
3

8
,7

4
5

,7
6

2
.0

0
 

3
8

7
,9

9
8

.3
3

 

7
,2

2
3

,0
7

8
.2

5
 

9
,6

2
1

,8
7

4
.0

0
 

2
5

,9
5

7
,0

0
7

.5
5

 

2
,2

5
3

,3
3

0
.7

8
 

-0
-

-0
-

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

-
3

1
,2

1
4

,0
2

8
 

1
0

0
,0

0
0

 
3

1
,1

1
4

,0
2

8
 

$
8

4
,4

7
1

,7
6

7
.5

4
 

($
2

8
2

,7
1

6
.6

3
) 

-0
-

$
8

4
,1

8
9

,0
5

0
.9

1
 

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

--
--

-

C
o

al
 D

e
a
le

rs
 T

ax
: 

9
.9

9
 

T
o

ta
l 

C
o

al
 S

ev
er

an
ce

 &
 D

e
a
le

rs
: 

$
8

4
,1

8
9

,0
6

0
.9

0
 

*
1

5
-3

5
-2

0
1

 
"N

ew
 

C
o

al
 

P
ro

d
u

ct
io

n
 I

n
ce

n
ti

v
e 

T
ax

 C
re

d
it

 A
ct

 
o

f 
19

85
" 

• 
I 

'" 



, 

without severance tax reU'ef (see Appendix A). A complete evaluation of the 

"window of opportunity" would have to consider the specific purchase increases 

and the alternative opportunities for coal purchase that might have also 

satisfied customer needs. Lacking the confidential data to provide such an 

analysis inhibits the ability to decide whether or not the approximately one 

million tons of coal under tax credit application is truly a response to 

HB607. Table II provides the coal mine severance tax credit data for FY86 

(table shows quarterly payment or 25% of the total $1.1 million credit). 

Decker's loss of slightly over a million tons of coal in the Lower Colorado 

River Authority 1985 contract (May-December), may have enable it to increase 

production by nearly 600,000 tons of coal that qualified for tax credit status 

under a different contract. 

Severance tax collections for FY86 fell $7.5 million from their FY85 

level, even though coal production increased for the year by about 850,000 

tons. The $84.5 million of coal severance tax collections is far below the 

projections made by the 1985 Legislature of $104 million and $2.5 million less 

than the March 1986 special session estimate by the Legislature. That revenue 

loss can be accounted for by two significant occurrences: 1) first, is the 

loss of a high price contract by Decker Mines with the Lower Colorado River 

Authority, which would have provided approximately $1-$2 million more to the 

cash flow during calendar year 1985; and 2) the concomitant lowering of the 

average contact sales price in Montana, estimated to have fallen from about 

$10.50/ton to around $9.25/ton by the Office of Budget and Program Planning. 

Although Decker increased production during 1984, the loss of its very high 

priced coal contract, estimated to be approximately $30.00/ton FOB, was not 

fully compensated by the new tonnage and prices that the mine achieved in 

FY86. In addition, the continuing weakness of coal prices will serve to 
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offset somewhat the expected increase in total coal production in 1986, so 

that perhaps only modest gains in coal severance revenues for the 1987 fiscal 

year can be expected. 

The pressure is on, however, to renegotiate high priced contracts and 

bring them more line with current conditions. That trend can only serve as a 

note of caution in projecting coal severance revenues from future production. 

Based on tax revenues for FY86, the average severance tax per ton of coal for 

each of the mines are as follows: Decker coal, $3JO/ton; Spring Creek coal, 

$3.30/ton; Peabody coal, $2.44/ton; Westmoreland Resources, $2.15/ton; and 

Western Energy, $2.13/ton. As noted above, the 1985 tax rebate request of 

about $1.1 million conforms to a weighted average of about $1.00/ton rebate 

for coal qualifying under HB607. This qualifying production is approximately 

3% of total production. 

Hard times are affecting the coal industry everywhere, including Montana, 

and the intense competitive position in the Powder River Basin with respect to 

coals sales continues to keep pressure on Montana for cost cutting and greater 

coal mining efficiencies. The general benefits of a slowly, rather than 

rapidly, expanding industry, one finely tuned to low-cost production because 

of its competitive situation, will not provide an explosive job market, nor a 

rapidly increasing boom to the local and state economy. The state ~ learn 

~.!!..!!. with slow growth expectations for the Montana coal industry, and 

reduction of the severance!!!~ itself cannot provide opportunities ~ 

will significantly increase overall benefits ~ all Montana citizens. Given 

the limited coal sales opportunities that are available over the next 10 

years, it is more than likely that over the long term a permanent reduction of 

the coal severance tax will be a net cash flow loser to the Montana treasury. 

The loss in revenues that would accompany a severance tax cut with res

pect to the contracts that are expiring by 1995 is presented on Table F5 of 
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our 1985 study. This table suggests that in all reasonably expected cases, 

except where Wyoming FOB mine prices are $5.00/ton and the Montana base price 

is $10.50/ton, the net tax loss due to a 50% tax cut would be in the neighbor

hood of $15 million per year to the state. Table S-2 from the 1985 Duffield

Silverman report shows the annual changes in ~ production at different 

utility growth rates and the impact of a price reduction of $1.00/ton. Sig

nificant new production tonnages for a $1~0 change in price only occur with 

3% growth rates in 1995 and 2% growth rates or higher in the year 2000. At 

the !!.!!! time .!. $1.00-$2.00 !!!. reduction provides .!!!! revenue losses in every 

single year regardless of !!!!. incremental growth .!!1 ~ productiOn, showing 

that production growth cannot make .!!2. for the revenue losses sustained ~ 

reducing the severance!!!. (Table 24). 

In addition, the incremental new production that is available for a 

$1.00-$2.00/tonprice change is so small as to be almost insignificant com

pared to other factors that would enhance Montana's economy and society. For 

example, the increased production at expected growth rates could easily be 

handled with the reduced work force that is currently operating in the Montana 

mines. Therefore net social and economic benefits as measured by mine employ

ment and the multiplier effect, as well as tax revenues to the state of 

Montana, would decline over the next 10-15 years with reinstitution of HB607 

on a permanent basis. 
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Table F-5 

Certa intI Ca se Summary of A::nua 1 Tax Revenue Loss on 
Montana Coal Contracts ExprrTng ~ 199;---

Montana 
FOB Price 

10.50 

9.50 

8'.50 

10.50 

9.50 

8.50 

cut to 9.50 

cut to 8.50 

Base 10.50 

Base 9.50 

Wyoming FOB !1!!!!. Price (S/ton) 

5.00 6.00 7.00 8.00 

~ Quantity !f Renewed Montana Contracts'(mtpY) 

2.0 

11.5 

13.5 

11.5 

13.8 

13.5 

13.8 

13.8 

14.3 

13.8 

14.3 

14.3 

.!!.:. Tax Revenue with No .!.!! Cut (million $/yr) 

4.4 

23.0 

24.2 

25.4 

27.6 

24.2 

30.4 

27.6 

25.6 

30.4 

28.6 

25.6 

~ Tax Revenue with 50'1 Cut (million S/yr) 

11.5 

12.2 

13.8 

12.2 

(7.1) 11.6 

10.8 15.4 

31A 

13.8 

12.9 

16.6 

14.7 

14.3 

12.9 

16.1 

15.7 



\, 
11 
\' 

Year: 

E1 ectric 
Growth Rate: 

Total 
Production 

New 
Production 

alncrease for 
$llton Price 
Reduction 

38 

6 

Table. S-2 

SUMMARY 

Base Case Montana Coal Production Foreca~t 
(million ~ per year) 

1990 1995 

2" 3" 2" 3" 1'1 

42 43 42 46 65 48 

9 11 10 14 32 16 

.9 1.5 1.3 1.6 1.2 6.9 1.0 

2000 

, 2" 

63 85 

31 53 

5.7 13 .5 

Note:/ alncrease is based on average of 9.50 and 10.50 Montana FOB and 6.00, 
7.70 'Wyoming FOB cases. 
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Table 24 

Annual Tax Revenue Changes 
for Severance Tax Reductions 

Year 1990 1995 2000 

Electric Growth l' 2' 3' l' 2' 3' l' 2' 3'-

New Production (mpty) 6.0 9.0 11.0 10.0 14.0 32.0 16.0 31.0 53.0 

Change for $1 Price 
Reduction (mpty) . .9 1.5 1.3 1.6 1.2 , 6.9 1.0 5.1 13.5 

Change for $2 Price 
Reduction (mtpy) 3.1 3.2 2.4 3.3 2.4 12.9 5.6 . 10.2 27.2 

Change for Sl.50 Prfce 
Reductfon (mtpy) 2.0 2.4 1.9 2.5 1.8 9.9 3.3 8.0 20.4 

Revenue Change (mfllion S/year) 

~!!. Tax Reducti on 

Loss on New Base 6.0 9.0 11.0 10.0 14.0 32.0 16.0 31.0 53.0 

Gain on Change 1.8 3.0 2.6 3.2 2.4 13.8 2.0 11.4 27.0 -
Net Loss 4.2 6.0 8.4 6.8 11.6 18.2 14.0 19.6 26.0 

!:. E Tax Reduction 

I Los's on New Base 12.0 18.0 22.0 20.0 28.0 64.0 32.0 1i2.0 106.0 
\ 
I 
I. 

Ga in .. on Change 3.1 3.2 . 2.4 3.3 2.4 12.9 5.6 10.2 27.~ 
( , 

~Iet Loss 8.9 14.8 20.4 16.7 25.6 51.1 26.4 51.8 78.8 

£.:. SOl Tax Change (1.50) 

Loss on New Base 9.0 13.5 16.5 15.0 21.0 48.0 24.0 46.5 79.5 

Gain on Change 3.0 3.6 2.9 3.8 2.7 14.9 5.0 12.0 30.6 

Net Loss 6.0 9.9 13.6 11.2 tiL 3 33.1 19.0 34.5 48.9 
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APPENDIX A 

PETER KIEWIT. THE DECKER HINE. AND THE WINDOW OF OPPORnJNITY 

During the period of July 24 to 29, 1986. while attempting to provide a 

revised edited copy of the coal severance update report for the Coal Tax 

Oversight Committee, we had occasion to again review the relevant statistics 

with regard to the 1985 response to HB607. I have especially reviewed the 

information related to Peter Kiewit's Decker Coal Mine, as that particular 

mine has approximately 600.000 to 700,000 tons of coal for tax credit valued 

at about $815,000. The following is the story that I have been able to piece 

together with regard to the Decker Hine, Peter Kiewit operations, Commonwealth 

Edison and the "window of opportunity." 

Commonwealth Edison of Chicago has large coal contracts with Peter Kiewit 

mines at Decker, Hontana, and the Big Horn Hine in Wyoming. The base produc

tion and consumption tonnage for the Decker Hine for 1983-84 under HB607 is 

3.5 mtpy and 3.9 mtpy respectively. A contract with the Big Horn Hine pro

vides Commonwealth Edison with about 3 million tons of coal per year. One 

interesting provision in the Big Horn contract is that Peter Kiewit may sub

stitute Decker coal at the same delivered price as Big Horn coal for any or 

all tonnages in the Blg Horn contract. The reverse is not applicable however; 

that i~,. Decker cannot pass through Big Horn coal in service of their tonnage 

requirements. 

The Big Horn contracts with Commonwealth Edison are due to expire in 1988 

and a review of the last six years of production at the Big Horn Hine indi

cates a continuing decline to only two million tons of production i~ 1985 from 

a high of four million tons in 1980. Clearly. Peter Kiewit is phasing the Big 

Horn coal mine down or out of production on the basis of perhaps high mining 
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costs, estimated to be around $14.00/ton at break-even, and high reclamation 

costs when compared to Powder River Basin mines. The Decker Mine, however, 

has a la-year contract with Commonwealth Edison that expires in 1997. Since 

the 1983-84 base year, Decker coal has moved to Commonwealth Edison under the 

terms of the Big Horn contract,. so that in calender in 1985, Decker provided 

one million tons of coal, or one-third of the contract requirements, for the 

Big Horn mine. A significant portion of that one million tons, about 600,000 

tons, qualifies for incremental production for the Decker Mine according to 

the Montana Department of Revenue. Inasmuch as the Big Horn contract does not 

specify the amount of Decker coal that can be substituted, the Department of 

Revenue is apparently treating the contract provision as a spot market pur-

chase from Decker anytime Big Horn chooses to substitute Decker coal in its 

Commonwealth Edison contract. 

This interpretation seems to make sense, inasmuch as Peter Kiewit can 

vary the amount that it takes from Decker year to year in order to service the 

Big Horn contract. It is clear that Kiewit#s apparent desire to either not 

renew the Commonwealth Edison contract with the Big Horn mine after 1988, or 

renew under current substitution terms, or perhaps to close the Big Horn Mine, 

means that the 3 mtpy contract previously signed with Big Horn will be com-

pletely or mainly shifted to the Decker mine in 1989. The principles in this 

activity are significant gainers from this contract arrangement whereas the 

state of Montana, with respect to tax collections, is left with less tax 

revenue than before HB607. 

Apparently the shift of the Big Horn contract to Decker Mine production 

was long planned by Peter Kiewit and perhaps anticipated by Commonwealth 

Edison. Coal from the Big Horn Mine is delivered to Commonwealth Edison at 

prices from 10-15 cents/MMBTU higher than even better coal from Decker. 

Decker coal is slightly higher in BTU's and slightly lower in sulfur content. 
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The Big Horn contract allows Decker coal received under that contract to be 

sold at the higher Big Horn price. Therefore, by providing Decker coal under 

the Big Horn contract, Peter Kiewit makes about $2.50/ton more profit from its 

additional Decker coal operations. Commonwealth Edison is satisfied in that 

for the price of Big Horn coal they receive coal that has a slightly higher 

BTU content and very slightly lower sulfur content. In effect, its a premium, 

for the price and coal character they had already contracted for from Big 

Horn. The only loser in the operation seems to be the state of Montana, for 

the coal that is shifting to Decker under the Big Horn contract, and will,_: 

probably be shifted completly in 1989, would be coming to Montana in any ca •• 

because comparable coals are not available in the Powder River Basin or el.e'-:->: 

where at competitive prices. Only Wyoming's Black Thunder coals and NERCer. 

Spring Creek Mine might be able to meet the high BTU, low sulfur content need. 

of Commonwealth Edison, but apparently those coals could not arrive at 

Commonwealth Edison plants at Decker prices of about $55~O/ton on average. 

The 2 to 3 mtpy of additional coal production from Decker for CZ. will 

now be taxed at the reduced severaace tax rate. At a production level of 3 

mtpy this represents a loss of approximately $4 million/year over the next 12 

years or about $48 million over the life of the current Decker/Commonwealth 

contract. In the first substantial example of the operation of the "window of 

opportunity," Peter Kiewit has taken an interesting advantage in the law to 

increase its profits by approximately 10% on every ton of coal mined at Decker 

for the incremental CZ. contract, while at the same time the state of Montana 

has lost $3 to $4 million/year of severance tax income. 

Although Commonwealth Edison has been supplied over short periods with 

small amounts of Decker tonnage under the Big Horn contract previously, it was 

only through Decker's escape from the Lower Colorado River Authority contract 
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that called for shipment of 1.9 mtpy to Austin, Texas, that gave the Decker 

Mines the capacity to service the increase in the Commonwealth Edison contract 

without substantially increasing the capital/labor investment in the Decker 

mines. When Peter Kiewit refused to renegotiate the LCRA contract to bring it 

more in line with coals the utility was receiving from Wyoming producers, 

perhaps Montana lost that 2 million tons of production in order for Peter 

Kiewit to significantly increase profits on the Commonwealth Edison contract. 

Given the very large profit margins that Decker makes on coal, anywhere from 

$15 to $25/ton if their .breakeven costs are around $7.50/ton for West Decker 

and $lO/ton for East Decker, it is hard to understand why they chose contract 

elimination rather than mine expansion in order to capture the windfall of the 

Commonwealth Edison/Big Horn contract relationship. Decker appears to have 

enough reserves to service both Lower Colorado River Authority and the 

Commonwealth Edison addition, but for corporate reasons unknown at this time, 

they chose in effect to exchange the contracts between the LCRA and Big Horn/ 

Decker with Commonwealth Edison in order to increase profit margins on approx

imately the same tonnage. 

In summary, therefore, it appears that under the terms of HB607, Peter 

Kiewit has been able to restructure coal mining from the Big Horn Mine in 

Wyoming to the Decker Mine in Montana in a way that will not increase, or 

slightly increase its Montana production (by adding 2 to 3 mtpy to CE, after 

the 2 mtpy loss of LCRA), but will reduce state tax revenues by $3 to $4 

million/year, or $36-$48 million below what would have occurred without HB607 

over the life of the Commonwealth Edison contract. At the same time, Peter 

Kiewit has given up a 2 mtpy contract where profits were between $25 and 

$30/ton, thereby depriving the state of Montana of a coal severance tax cash 

flow of about $6 million/year over the life of the LCRA contract. One might 

argue that H8607 has in fact reduced expected coal severance tax revenues to 
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the state of Montana in the first large contract adjustment to be executed 

under the act. 

The other contracts recently signed or being discussed need to be briefly 

reviewed. NERCQ(s Spring Creek Mine anticipated sales to Detroit Edison are 

on a spot market basis and are subject to the vagories of demand and the 

marketplace. The hope is that this sale will provide 600,000 to 700,000 tons 

a year for some indefinite period. At first glance it appeared reasonable 

that NERCcrs Spring Creek Mine was a supply alternative to the capacity 

limited Decker Mine. However, in the last few weeks, Detroit Edison has 

announced it is displacing 400,000 tons of Decker coal at its Monroe Plant 

(the displaced coal to be used elsewhere) and purchasing 750,000 tons of spot 

eastern Kentucky high BTU (12,500-13,000), low-sulfur coal for the rest of 

1986. The eastern Kentucky coal is now competitive with high BTU, low sulfur 

western coal because of reduced FOB mine prices, estimated to be $26/ton~ and 

substantially reduced transportation costs on the C & 0 Railroad. Aggressive 

reduction in transportation costs and the slack coal market has opened some 

Detroit Edison plants to high quality eastern Kentucky coal, at least for the 

near term, and makes the NERCO contract appears less likely. 

AEM Corporation is a small contract with Western Energy and is restricted 

to the Colstrip Mine because of plant location and not severance tax reduc

tion. Western Energy/Northern States Power five-year renewal, from 1995 to 

the year 2000, does expand the upper limit of annual contract to 5.5 mtpy, but 

does not raise the minimum; and therefore, it is not known whether or not 

Northern States Power will choose to increase their purchase from Western 

Energy. This contract cannot be considered as a direct response to a lower 

coal severance tax. 
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The one contract that is in the process of being negotiated at this tim!!;-

and may be signed momentarily, :Ls Southern Minnesota Power with Westmoreland's 

Absaroka Mine for its share of She reo #3. It is a 1 mtpy contract beginning 

in 1988, and this particular purchase might well be secured by the additional 

price advantage that the severance tax provides against comparable BTU coals 

in Wyoming. 
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NORTHERN PLAINS RESOURCE COUNCIL 

Field Office 
7 r;;z, Box 858 
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Main Office 
419 Stapleton Building 
Billings. MT 59101 
(406) 248-1154 

Field Office 
Box 886 
Glendive. MT 59330 
(406) 365-2525 .. ( 

Testimony Presented to House Taxation 
Committee in Opoosition to House Bills: 

252 & 274 
January 28, 1987 

MR. CHAIRMAN, MEMBERS OF THE COMMITTEE, LADIES AND GENTLEMEN, 11M BOB TULLY. 
1"M A RANCHER FROM THE BULL MOUNTAINS NEAR ROUNDUP, AND SPEAK TODAY ON BEHALF 
OF THE NPRC IN OPPOSITION TO HB 252 AND HB 274. 

NPRC HAS GENERALLY ADVOCATED A STATE SEVERANCE TAX ON COAL TO PROVIDE REVENUES 

TO OFFSET THE STATE"S VARIOUS IMPACTS DUE TO LARGE SCALE STRIP MINING AND TO 

PROVIDE A LEGACY- A FOUNDATION- FOR FUTURE GENERATIONS AFTER THE BUST. 

THIS CONCEPT IS AS VALID TODAY AS IT WAS IN 1975. IMPROTANT TO OUR POSITION IS OUR 

CONVICTION THAT, AT WHATEVER LEVEL, THE COAL SEVE~~NCE TAX CAN HAVE NO MEASURABLE 

EFFECT ON COAL PRODUCTION FIGURES IN MONTANA. 

FURTHER, WE ARE UNALTERABLY PERSUADED THAT THE GEOLOGIC AND GEOGRAPHlC FACTS OF 

LIFE PRECLUDE ANY POSSIBLE COMPETITION WITH COAL OF VERY SIMILAR QUALITY 

CURRENTLY BEING MINED IN WYOMING. 

DR. SILVERMAN HAS ESTI~ATED THAT ABOUT 90% OF THE MARKETS AND ANY POTENT[AL FO~ 

INCREASED MARKETINGS OF COAL IS MUCH CLOSER TO THE COAL FIELDS OF WYOMING THAN 

MONTANA. ALSO THE ACCIDENT OF GEOLOGIC REPOSE OF THE COAL BEDS IN WYOMING AFFORD 

A MUCH MORE ADVANTAGEOUS OVERBURDEN/SEAM THICKNESS RATIO- RESULTING IN A DRASTICALLY 

CHEAPER COST OF MINING. 



I 
RECOGNIZING THESE AS REALITIES INESCAPABLE LEADS US TO CONCLUDE THAT WH.A.T IS 

BEING PROPOSED HERE TODAY OFFERS NO REAL HOPE OF INCREASED CQ~.L PRODUCTION IN .. , 

MONTANA. r-1ANY NPRC MEMBERS ARE IN AGRICULTURE AND WE ARE PAINFULLY AWARE OF HHAT TH~ 
WORDS "HARD TIMES" MEAN. 

I 
~IE CAN READILY EMPATHIZE AND SYMPATHIZE WITH OUT OF l~ORK MINERS. WE FEEL THAT IT 19 NI 
ONLY INACCURATE BUT MISLEADING AND CRUEL FOR ANYONE TO HINT OR INFER THAT DRASTIC . 

DOWNWARD ADJUSTMENT OF THE COAL SEVERANCE TAX WILL RESULT IN ANY OF THOSE 

MINERS BEING REHIRED. IT IS JUST AS ~USLEADING TO SUGGEST THAT THE SEVERANCE TAX 

LEAD TO THEIR BEING LAID OFF. THE SHRINKING MARKET DEMAND FOR CllAL CAUSED THE 

LAYOFFS AND THIS FACT SHOULD NOT BE CAMOFLAGED. 

YOU MAY CHALLENGE OUR OPPOSITION TO THE PROPOSED BILLS AS NEr,ATIVE AND ASK 

"WHAT WOULD YOU SUGGEST IN THEIR STEAD?" I WOULD REPLY THAT IT'MIGRT BE SUITABLE 

TO RECONCILE THE SO CALLED "EFFECTIVE" TAX RATE WITH THE "STATUTORY" RATE AND 

MAKE THEM ONE AND THE SAME. TO EQUITABLY ACCOMPLISH THIS IT MIGHT BE HELPFUL 

TO FACTOR IN THE RATES OF RETURN, OR:PROFITS, MADE BY THE COAL COMPANIES UNDER THE 

PRESENT TAX STRUCTURE. THIS INFORMATION MIGHT BE QUITE REVEALING AND VERY 

PERTINENT IN DETERMINING AN APPROPRIATE TAX RATE. 

THANK YOU. 

I 
I 
I 
I 

I 
I 
I 
I 
I 
I 
. 
I 
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The Montana Environmental Information Center Action Fund 

1 j January 27, 1987 

::t/a/ 
• P.O. Box 1184. Helena. Montana 59624 (406)443-2520 

EXHIBIT li/~ 
DATE-T-5:l~=--~
HB Ms:.dl7§l-1Sl 

1 '1[;;; 
") (fi·~ ( Hr. 
/,71'1 

Chairman and Members of the Committee: 

L{S'b For the record, my name is George Ochenski and I am representing 

the Montana Environmental Information Center today in opposition 

to these attempts to lower tQe effective rate of the coal 

severance tax. 

You may ask yourself, "Why is a representative of a public 

interest group concerned with the environment testifying at a 

tax hearing?" In~eed, I have often asked ~yself that question 

in the last couple of years as ;1ontana's budbetary shortfalls 

have necessitated Special Sessio~ ~~ending cuts, and fiscal 

revieHs. ;·:any of the members of this Corr.mi ttee only rr;aths 

ago spent long hot days hearing testimony on the effects of 

acr~~the-board agency ~nd program reductions. Since that time, 

many of us have experienced the various impacts of those actions: 

particularly those of us that are in nearly constant contact 

with the agencies that carry out the functions of government. 

Hake no mistake, many of the c~ts were a beneficial tightening 

of the slack, but some of them have definitely reduced the 

ability to carry out the statutes you work so hard to produce. 
( .. Printed on 100% recycled paper

• to help protect the environment 



Testimony of George Ochenski, MEre 1-28-87 pabe 2 

The ability of our state agencies to protect the health of 

its citizens and the natural resources we are blessed with is 

at the marginal point. What is at stake is the soil, water and 

air of this state. Our very groundwater is being polluted 

statewide and the Water Quality Bureau acknowledges it cannot 

keep up with the rate of newly discovered incidents. F<frf tQ~e1-f1g~ronment, 

was the focus of the 70s, truly, hazardous wastes is the issue 

of the 80s ... and chemically polluted drinking water makes few 

distinctions for social or political affliliation. 

Therefore, when we talk of lowering the coal severance tax, 

we must look at more than the numbers in the fiscal statement 

or the comparisons with Wyoming production. We must look at 

the consequences of our actions, and the ramifications of 

the proposed tax cut. 

You have heard tcday that the coal industry is in trc~tle, that 

they are losing production, laying off workers, ~erhaps closing 

mines. Both sides have prese::ted nU::.sers cC!12erning ccsts, and 

profits. But for the moment, I would like to examine only the 

premise that if, in fact, these taxes are cut, and revenues 

subsequent 1 Y reduced, then what are the 

consequences and where shall we make up the difference? 

Number crunching aside, who in this state is better prepared 

to carry the load you would lift from the coal company shoulders? 

Should we raid the Trust? That's no answer, only the opening of 

a hole that will bleed til it runs dry. Should we put the burden 

on the common citizen as a sales tax? POSSibly, if we are willing 



to tax those ~ith the least ability to pay; the poor and under

privileged, the unemployed, the farmer on the skids. Or 

should we further dismantle state government, to the point of 

irresponsibility to our selves and the generations to follow? 

The choice is clear--every time a bill is intrcduced that would 

make a tax cut, a revenue reduction, for one special interest or' 

another, some new revenue must be generated, or some other limb 

of government hacked off. We are running out of limbs to hack. 

We are also running out of new tax options. 

The coal companies have reaped tremendous profits digging the black 

gold from Hontana's plains. While they share in the national 

5% reduction in coal production, that is vastly more the result 

of the int~rn3tjonal glut of cheap oil than the impact of our 

severance tax. These co~~a~ies are able to carry their shars 

of the tax burden, as they have been for the last decade. To 

change that status would be to put the difference, the hard cash, 

into the ~ockets of the corporations, and take it out of the pocksts 

of Montana citizens. 

I urge you to reject these proposals to lower the severance tax 

further, and reject this corporate manipulation so very reminiscent 

of the Copper Kings. 

Thank you. 
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HB ¥$6 ~----- MONTANA STATE LIBRARY 

(406) 444-3115 HELENA. MON-: 

TESTIMONY ON HB 252 AND HB 274 

MeA 15-35-108 links funding for basic library services in Montana to the 
production and sale of coal. It is in the best interest of libraries in 
the state to have a healthy coal industry and an expansion of coal sales. 
Libraries are very aware of what is happening with the coal industry. The 
revenues r'eceived by libraries from coal severance taxes have ranged between 
$400,000 and $450,000 each year for the past 5 years. In contrast, our esti
mates for 1988 and 1989 range between $250,000 and approximately $300,000. 
Estimated cn the current tax rate, libraries face revenue losses somewhere 
between $100,000 and $200,000. 

HB 252 and HB 274, by changing the rate of the tax, will certainly affect 
libraries. I do not know whether the effect of these bills will be positive 
or negative in either the short or the long term. If they build a stronger 
coal industry and more coal tax revenues are received by the state, libraries 
will benefit. If they do not affect, or lower coal revenues to the state, 
libraries will suffer. 

I have seen only one set of estimates for revenues if the coal rate is changed. 
This was prepared for the Coal Tax Oversight Committee in November and does 
not take into account possible increases in sales as a result of lowering the 
tax rate. Not having estimated changes in revenue handicaps us in knowing 
how the bill will affect libra,ry services. Libraries use coal severance tax 
revenues for current operations. These funds are the basis of a federation 
structure of libraries which provides for the interlibrary loan of materials; 
reference and information services when local libraries cannot provide them; 
collections of books and other materials; and assistance to local libraries 
through staff training, joint planning, participation in automation; help in 
serving children, and many other support services. 

Coal severance tax revenues are the commitment made by Montana to provide 
equal access to library services regardless of where within the state a person 
lives. Library federations in Montana have been built a piece at a time over 
30 years. We now face thE opposite process of dismantling services because 
of shortfalls in revenue. 

ThE Montana State Library Commission uses coal severance tax revenues combines 
with reductions in General Fund appropriations to the State Library and the 
Department of Institutions so that Montana is not able to maintain the effort, 
approximately $650,000 in f~deral funds would be lost to the state. 

Thank you. 

MSL/SP 
1/27/87 

Sara Parker 
State Librarian 
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200 N. Merrill Ave. • P.O. Box 930 
Glendive, Montana 59330 
(406) 365-8612 

January 27, 1987 

Representative Jack Remirez, Chairman 

House Taxation Committee 

t:4.2iJ2\ 
I ... ~\ 
!. i \WJ 

Of Montana 

Glendive Forward supports passage of House Bill 456 intro

duced by Representatives Brown and Iverson. We believe that, 

enactment of this bill would mean, because of the sliding scale 

feature applied to surface-mined subbituminois coal, an increase 

in coal sales. This will lead to increased mining and increased 

employment for our state. 

We believe that the present 30% severence tax is excessive 

and does not permit Montana coal producers any advantage when 

competing for contracts. The present ·Window of Opportunity· 

does provide some incentive but not what we believe to be neces

sary for future development of coal resources. 

Again, we strongly support passage of House Bill 456. 

Yours Truly, 

Kathy Sparr 

President 
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---TESTIHONY BY: Lorna Frank HB Q r~ 

BILL # ~B~252 DATE 1/28/87 

SUPPORT _=XXX=-___ OPPOSE ______ _ 

For the record my name is Lorna Frank, representing Montana Farm 

Bureau, Farm Bureau supports legislation that reduces the coal severance 

tax. 

Farm Bureau members believe that by lowering the coal severance tax, 

Montana coal will be more competitive on the market place and will result 

in putting people back to work and the economy of Montana back on its feet. 

This Legislature must take the first step in this process, we hope 

that this committee will take that step. 

--==== FARMERS AND RANCHERS UNITED ======:'--



January 28, 1987 

Mr. Chairman and Members of the Commlttee: 

I am Jeanne-MarIe Souvlgney, testifYlng for the Montana 
Chapter of the SIerra Club ln Opposltlon to H8252, H8 27~, and HB 
~56. The Slerra Club 1S very interested and concerned about the 
development of f10ntana's nonrenewable energy resources, the 
Impacts of thls development on Montana's water and alr resources, 
and the effects of the taxatlon of thls development on Montana's 
flscal stabllity. 

We belleve that the real lssue behind these bills - and 
behlnd many others that you wlll hear thlS seSSlon - lS: At what 
level lS the c:Jal ta:< a falr ta:<? We suggest that these bllls do 
not establish a fair tax; these bllls are not fair. They do not 
dlSCUSS the real ta:< rate. Our coal ta:< lS not at 30~~. We allow 
deduct10ns agalnst the value of the coal so that the effectlve 
tax rate 1S more ln the range of 19-20%, or 12-1~% under the 
"window". We ask that supporters of a reduced tax rate be up 
front about thelr proposals, and talk about the effectlve tax 
rate, not some rate ln the statutes that no longer has meanlng. 
There have been attempts to do th1S In other areas, to clarlfy 
the state's posltion regardlng the unltary tax, or top tax rates 
for corporatIons, so that perceptlon is reality. The same thlng 
should be done WIth the coal tax rate so that we have a true and 
falr forum In which to discuss any proposals to change the coal 
tax. 

Finally, Mr. Chalrman and members of the commIttee, we 
questIon whether these proposed tax decreases for the coal 
companles are falr at a time when we are faced wlth severe budget 
shortfalls and drastlc cuts ln state serVIces, and WIll be 
confronting cltlzens of thls state w1th tax lncreases In the form 
of a sales tax, lncome tax surcharge, or some other tax. We 
suggest It 1S not falr. We urge you to oppose these three b11ls 
on the basls of faIrness. Thank you. 
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IF YOU CARE TO WRITE COMMENTS, ASK SECRETARY FOR WITNESS STATEMENT FORM. 
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