MINUTES OF THE MEETING
TAXATION COMMITTEE
50TH LEGISLATURE SESSION
HOUSE OF REPRESENTATIVES

January 23, 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 benefit
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
Manitoba Hydra is competitive 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 acded that, if the price were
right, Montana could sell more coal. (Exhibit #5a)

Mr. Miller commented that excessive severance tax is an
issue, and said the Silvermar. 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
vear 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
(Exhibit #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 HOQUSE 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 HB 456 could be special
interest legislation, and commented that if Montana enters
into a severance tax war with Wyoming, sooner or later it
will end up deleting the severance tax altogether. Mr.
Gillin added that there are nore 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 Committee, read from a prepared
statement in opposition to the bills (Exhibit #13).

John Compbell, Montana Education Association, told the
Committee he opposes all three 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 Oversight 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 $1.80 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 redlied more coal can be sold to
existing purchasers and said generation of new coal won't be
a factor until the late 199)'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. Peterson 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 these 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 that 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 Subcommittee, 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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January 28, 1987

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 this
climate and if the state is to attract new mines, a new, innova-
tive and bipartisan approach is necessary.

Promotion 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 ccal 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 throws the ball into
the market's court. Buy more, pay less. House Bill 456 is simple;
it rewards contract switching to Montana, not from Montana as we
have seen since 1985. This bill does the 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.

0 - 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 - 12% 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 budget 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 percent, or
nearly $7.4 million, will not flow into the general fund in
FY 1989, the second half of the biennium. I beliéve 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 btill provides for a feasibility
study conducted by the Coal Tax COversight 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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v Mr. Chairman, members of the Committee, I am James D.
Mockler, Executive Director of the Montana Coal Council, 2391
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.
-F2;¥Egg#;1f'Knife River Coal Mining Co.
Representing the utilities are:
John Ethen - Detroit Edison
Dave Peterson - Northern States Power
Gene Pigeon - Montana-Dakota Utilities
Tom Anderson - Minnesota Power
Representing the suppliers is:
Jack Mercer - Tractor & Equipment Co.
We appear here in support of HB 252 offered for your
y consideration by Representative Hanson.



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
severance tax would have to be lowered to at least 18% with 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 any one biennium.

We contend that in order to have any chance of competing for
our present contracts as they expire in the early 199@'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



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 codsumption 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.

I have attached for your parusal a list of customers that we
have identified as potential increased tonnages that we will be
coméetitive 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.



Also attached is a statement signed by all the coal
producers and the majority of ccnsumers of Montana coal in
support of HB 252,

Make no mistake about it, Representative Asay's HB 274
lowering the tax to 19% and the "window" at 9% 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 logical question is then why are we supporting HB 2527
The answer is simple. We are dealing with a three-legged stool
--one leg represented by the House, one leg by the Senate and one
by the Executive. All three must te 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 td 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.



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

Purchaser Contract Sales Price Tax
Detroit Edison 51@.161
1,000,000 @ 15% 1,524,000
Upper Peninsula Gen. Co. 7.1452
600,000 @ 15% ' 643,000
Northern States Power 7.1452
1,000,000 @ 30% 2,143,500
2,000,000 @ 15% 2,143,500
Minnesota Power 7.493
2,000 @ 15% 674,100

Total Additional
Total Additional Tons Severance Tax

5,200,000 $7,128,100

1Average 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.
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The following coal producers and utility customers support
the compromise position contained in HB 252.
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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 197@'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 great 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, incorporated 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.



There is now about $399 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-
pate or how many lost jobs need to be exported in order to save
"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 ~as 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 lay off
several hundred of the highest paid, most productive 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%.



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 data supplied
by the Department of Revenue at the same Cocal 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
.93 Resource Indemnity .24

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.0.B. Mine Price $12.95
35% Production Taxes as % of 35%
Contract Sales Price

23.9% Production Taxes as % of 23.2%
F.0.B. Mine Price



onmimi

$4.50 F.0.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 Production Taxes 1.18
.35 Abandoned Mine .35

Reclamation Fee

.19 Black Lung Fee .49

.54 Total Federal Taxes .75
$3.53 Contract Sales Price $6.90

(F.0.B. Less Taxes & Fees)

12.2% Production Taxes as % of 17.1%
Contract Sales Price

9.6% Production Taxes as % of 13.3%
F.0.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 cocal $3.01 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.0.B. mine price.



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 111 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 Keystone Manual and other published sources, is shown
below:

Comparative Stripping Ratio

Coal Category Stripping Ratio
Montana North 3.28
Montana South 2.82
Wyoming 1.35

Restating this relationship, to extract one ton of coal and
deliver it to the railcar:

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. 1In
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 Quality

Montana North Montana South Wzoming
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 29 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 1lbs
SO,/MMBtu. This type coal has been characterized as compliance
coal. The Montana South and Wyoming coals are "compliance" coals
while the Montana North cocal 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 1bs/MMBtu federal standard.




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 a compliance coal, such as all
plants in Cook County, Illinois (Chicago). Future regulation may
further restrict utilization of the higher sulfur Montana 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. 1In 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 constituent. The sodium percentage of the
ash content of the three coals are as follows:

Comparative Sodium Content

Coal Sodium
Montana North .5% - 5%
Montana South 6% - 8%
Wyoming 1.5% - 3%

The Montana South coal would bear a high operating
cost penalty and the higher sodium Montana North
and Wyoming coal would kear a moderate operating
cost penalty as compared with the utilization of
the low sodium Montana North 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. 1In 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 1@ 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).



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.

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

MT
58.69%

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 $.014-.016/ton mile range.
Using $.015 as an example, our freight advantage to these markets
is now in the range of $3.00~-$3.75.

Montana's higher taxes coupled with our higher mining 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. '



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 ccal 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 contract. The customer has the
option to obtain new price quotes and if the mining company will
not or cannot meet the terms then fthe production is lost.

Based on "contracted" tonnage the Montana coal produycers in
February 1986 estimated that they would produce 38.1 million tons
in 1987 and 39.5 million tons in 1988. 1In November 1986 these
estimates were revised to 28.6 million tons for 1987 and 29.5
million for 1988 or a production loss of 19 million tons per
year.

10



Action Needed by 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. 1In 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 opportunity" we believe we can

reverse the trend of lost markets and the corresponding loss of
employment while the tax reductions are being phased in.

11



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.

12



m Northemn States Power Company
414 Nicoliet Mall
Minneapols. Minnesota 55401
Telephone (612) 330-5500

January 16, 1987 EXHIBIT £2
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The Honorable Ted Schwinden
Governor of Montana

State of Montana

0ffice of the Governor
Helena, Montana 59620

Dear Governor Schwinden:

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 NSP's coal
procurement program.

I'm 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.

NSP Coal
Year Montana Coal Deliveries Total Coal Deliveries
(1000's Tons) (1000's Tons)
1982 6828 7112
1983 6419 6663
1984 7383 7823
1985 6626 7358
1986 3506 6540
1987 (Projected) 2500 8500
1988 (Projected) 2500 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 11 years, we have renegotiated our contracts with Westmoreland,
Western Energy and the Burlington Northern Railroad. A1l 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,
/ » - P LgN
L,/ /v-t/j,( /wf(
D H Peterson
Director
Fuel Supply Department
vf

cc: Jim Mockler

Attach
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Testimony by Kenneth L. Williams
Western Energy Co. Butte, Mt.
at House Taxation Committee Hearing
January 28, 1987

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 tc 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 Micdwest 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. 1In 1986 Montana's shipments to the upper Midwest
fell more than 3f#% to 8.5 million tons while total coal shipments
stayed approximately the same. Wyoming coal replaced Montana coal
ton for ton. Unfortunately, we may 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. Wyoming
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 Regulatory 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.
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TESTIMONY OF BRETT BOEDECKER /’430’- iy
IN SUPPORT OF HB 456 4Se

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 1ife 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 directién
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 producefs.

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 js 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-
jzing and expanding Montana's Coal Industry, ind create an entrepreneurial
atmosphere which will result in more "sunshine" and new business. Additional
capital will be employed and new high paying productive jobs will be available
to Montanans.

We think this bill shows créativity, and initiates an affirmative commitment
to do business in Montana. We support your bill, and if this is acceptable to
the committee, I would 1like 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, énd 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 