
MINUTES OF THE MEETING 
TAXATION COMMITTEE 

HONTANA STATE SENATE 

February 4, 1983 

The nineteenth meeting of the Taxation Committee was called 
to order at 8:30 a.m. by Chairman Pat M. Goodover in Room 415 
of the Capitol Building. 

ROLL CALL: All members were present. 

CONSIDERATION OF SENATE BILL 159: Senator Thomas Keating, 
Senate District 32, said SB 159 is a reduction in the severance 
tax on oil only. The purpose of the bill is to eliminate the 
1% increase scheduled for April 1, 1983, and to reduce the 
present 5% severance tax to less than 5%. When he calculated 
what percentage would be fair, he felt that the state should 
roll the oil severance tax back to 3% because there was much 
reported about the state having a $40 million surplus in its 
budget, but that has changed since he made his calculations. 
He presented an amendment, therefore, asking that the tax be 
set at 4.5% of the gross value of oil at the wellhead (see 
Exhibit A). 

Senator Keating referred to pages 28, 29 and 30 of the written 
testimony submitted by the Montana Petroleum Association (see 
Exhibit 6). These are actual individual wells from various 
counties within the state showing the taxes and costs of 
operation of the wells on a per barrel basis. The Montana net 
proceeds tax structure is difficult to consider because it is 
not applied equally across the state. It varies according 
to mill levy and from well to well, so it is difficult to calcu­
late an average. But the statewide average gross taxes on a 
barrel of oil amount to 12%. Lifting costs, windfall profits 
tax, and amortization of capital expenditures are used to 
calculate the net proceeds tax. The production taxes are 
levied against the balance after expenses. The severance tax 
is not a deduction when calculating the net proceeds tax, so 
one is double taxed on the net proceeds tax. The second 
columns are percentages of gross that each item bears to a 
barrel of oil. In Petroleum County, the net proceeds tax is 
8.28% of the gross; the severance tax is 5.00%; the resource 
indemnity trust tax and production taxes total .52%, for a 
total of 13.80%. Compare state oil production taxes. In 
Montana the average is 12% of the gross; in North Dakota, where 
there is a state tax, the total is 11.5%. Wyoming has a variable 
tax and it averages 12% as well; Kansas, 5%; Colorado, 5%; 
Utah, 2%; Oklahoma, 8.4%; and Texas, 4.8%. We have to compete 
geologically with those other states in order to get the 
investment dollar in Montana. Ninety percent of investment 
comes from outside Montana. Oil production in Montana was 31 
million barrels in 1981; in Wyoming, it was 122 million barrels; 
and in North Dakota, it was 48 million barrels. It is less in 
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Montana because geology has not lent itself to large reserves 
in this state. 

We do want the business in the state. If the taxes are too 
high, the investor who takes this into consideration will get 
a better return on the dollar in other states because their taxes 
are lower. Our total gross production taxes are high in this 
state and are acting as a deterent against the outside invest­
ment that we need. On page 13 of Montana Petroleum Association's 
testimony, there is a chart that puts the severance tax as a 
percentage of total state taxes. The other oil-producing 
states have severance taxes that equal about 16% of the total 
state taxes, and Montana is sitting at 21%. Our 14% or 15% tax 
on oil puts us in a higher percentage of taxes. The comparison 
on page 11 was done by Conoco's management to determine the 
investment climate in the oil exploration states. Kansas has 
the highest rate of return, and Montana ranks 12th out of 15. 
If Montana had a 3% severance tax they would rank 6th or 7th for 
a return on investment. 

PROPONENTS 

Don Allen, representing the Montana Petroleum Association, stated 
that Senator Keating would refer to certain charts later on. 
Mr. Allen~ubmitted written testimony which is attached as 
Exhibit ~ to these minutes. 

Bill Vaughey, Jr., an independent oil and gas producer from 
Havre and president-elect of the Montana Oil and Gas Producers 
Association, said he considers oil and gas to be Montana's 
best present hope for new long, high-paying jobs in the state. 
In 1968, no one in Havre was in the oil business. Now, 400 to 
500 families trerelook to oil production for the primary source 
of income. He asked the committee to act favorably on SB 159. 
His written statement is attached as Exhibit ~. 

G. Bruce Williams, vice president and general manager of Petro­
Lewis's Rocky Mountain Region in Billings, submitted written 
testimony, attached as Exhibit ~. 

Charles Woods, representing C.W. Welding and N.E.E.D., Inc., in 
Libby, said they have seen the benefits of the mining industry 
since the ASARCO mine opened there recently. Taxation is 
necessary to assist the school system, jobs and growth, 
but they need something that will encourage return on investment 
rather than penalize those doing business in Montana. The wood 
products industry in Libby is down on its knees. He finally 
found work in Wyoming, 800 miles from his home and family. 
In the past several years, there has been a lot of optimism 
in the oil industry in the state; if that could grow into 
reality, it would be greater. Please support a positive approach 
to reduce the pena~ty for bringing. industry into the stat~ ~nd ~ 
pass SB 159. A wr1tten statement 1S also attached as Exh1b1t _~ __ . 

Ben Havdahl, representing the Montana Motor Carriers Associa­
tion, testified and his written statement is attached as 
Exhibit F. 
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Sheri11 Hendersen, representing the Northeast Montana Land 
and Mineral Owners Association and the Montana Farm Bureau, 
supported SB 159 and his written statement is attached as 
Exhibit 6-. 

Joe O'Toole, an unemployed roughneck from eastern Montana, 
now living in Missoula, supports the bill also, and his written 
statement is attached as Exhibit ~. 

Thomas Sheehy, a rancher at Big Sandy, representing the Montana 
Land and Mineral Owners Association (which has 800 members 
representing 7 million acres of land), said the question is: 
Does the oil and gas industry believe that they can make a 
profit in Montana? The answer is that they do not (Exhibit J[). 
Clyde Logan, representing Samuel Gary, oil producer, and BWAB, 
Incorporated, submitted a written statement attached as 
Exhib it ::.T . 

John Braunbeck, representing the Montana International Oil 
Marketers Association and the Montana LP Gas Association, 
said both organizations support and urge passage of this bill 
(Exhibi t J~.J . 

Mac Roberts, an independent landman and producer from Helena, 
also supported the bill. His written statement is attached 
as Exhibit L 

Written testimony in support of SB 159 was also received from 
Tex Pate, representing the Montana Intermountain Oil Marketers 
Association (Exhibit ~ ) i John Irelan, Billings Area Chamber 
of Commerce (Exhibit ~)i and Forrest H. Boles, Montana 
Chamber of Commerce (Exhibit ~) . 

OPPONENTS 

Dave Lewis, state of Montana budget director, stated that the 
proponents of the bill hadn't mentioned SB 200 from the 1981 
session that provided a property tax break to the oil industry 
in the form of offsetting deductions amounting to $265 million. 
Those deductions are not allowed in North Dakota or Wyoming. 
We have tried to be fair. The proposed amendment reducing 
the tax down to 4.5%, based on $30 a barrel, would cost the 
state $27 million. Maybe we don't have enough consumption tax. 
Jim Murry, Montana AFL-CIO, testified against SB 159, and his 
written testimony is attached as Exhibit P. His testimony 
is based on the bill as introduced because he was not aware of 
the amendment that was submitted to the committee this morning. 

Jesse Long, representing the School Administrators of Montana, 
submitted a written statement attached as Exhibit ~. 

Robert Rasmussen, an exploration geologist and consultant, 
submitted a written statement, attached as Exhibit ~. 

Questions from the committee were called for. 
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The committee noted that the windfall profits tax is a federal 
tax and they discussed which taxes were deductible when calcu­
lating it. The base rate on a barrel of oil is $18 and that 
is not taxable under the windfall profits tax. On the other 
hand, the remainder is taxed anywhere from 27% to 70%. 

Mr. Williams, in response to a question from Senator Elliott, 
said he got out of the exploration business. They now buy 
oil and gas properties on limited partnerships. Yo~investment 
does not stop at the point when exploration is completed. The 
cost of producing oil, including the operating expenses, 
causes a premature stoppage in production of oil and gas. 

Senator Gage asked Mr. Murry if his testimony would be the 
same if the rate was amended to 4.5%. Mr. Murry responded that 
he was not in a position to address specifics, but yes, they 
would oppose any reduction in the tax. 

Senator Keating then referred to charts he brought with him. 
If a well is operating, about 50 people are employed per rig 
and another 100 employees are needed to support the first 50. 
If you look at 17 on the map, you will see several lines re 
"total - USA and Montana" from 1973 to 1979. The average rig 
count in the U.S. and in Montana for those years are pretty 
even. In 1980, when the price was higher and newer technology was 
available, we saw increase of activity in the Williston Basin, 
in Montana, and across the U.S. The Williston Basin was not 
as economic as was first thought. In 1983, we have dropped 
almost to the 1979 national level and 1980 Montana level. 

The oil and gas industry has profited largely from the 
benefits they received in the 1981 session. We doubled the 
severance tax and adjusted the net proceeds tax to allow for 
the windfall profits tax. In 1982, $32 million did not go to 
the counties that produced the oil, but $25 million did go to 
the state. The producers got a $7 million break. The taxes 
are still high actually. The rates are 12-17% of gross sales 
proceeds and if you did not have the SB 202 break (deduction 
of windfall profits tax in computing net proceeds for net 
proceeds tax on oil), you would be paying more. The only way 
to get this off the ground is to make a fair return on investment. 

CONSIDERATION OF SENATE BILL 97: Senator Roger Elliott, Senate 
District 8, sponsored SB 97. He said it was a recommendation of 
the Coal Tax Oversight Committee and that it is not to infer 
criticism of either the alternative energy research development 
and demonstration program or the county land planning program. 
These programs should be funded by the department directly 
involved. There is no overriding reason why these should be 
handled by the earmarked process instead of the usual appropria­
tion process. He said he has left open the years after 1985 
to give an indication of when this bill will go into effect 
(allocations made to account until July 1, 1985, and thereafter 
by direct legislative appropriation). He saw no administrative 
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problems in setting these up. Senator Elliott submitted a table 
showing actual and anticipated program receipts for the two 
programs forcthe years 1977 through 1989, and it is attached 
as Exhibit ~. The allocation basis in this bill would 
make the program more feasible and workable. 

PROPONENTS 

There were no proponents other than the sponsor of the bill. 

OPPONENTS 

Senator Goodover turned the chair over to Senator McCallum for 
the remainder of the meeting. 

Senator Goodover said SB 97 is similar to SB 260 which he 
sponsored two years ago. They had decided not to do anything 
with the coal tax until the issue was settled. 

Jim Richard, representing the Montana Association of Planners, 
said he was opposed to the part that would eliminate county 
land planning in 1985. It makes it difficult to build a 
case to save funds for land planning. The county land planning 
fund is a small account but an important one. It provides the 
vital money that keeps the programs in existence. The informa­
tion provided to the Coal Tax Oversight Committee is not true. 
Over 50% of the counties have comprehensive plans. These funds 
are being used to further economic development in the counties, 
find industrial sites, and put in "Build Montana" programs. We 
are concerned about how to provide more existing services 
(Exhibit ~) . 

Grace Edwards, representing the Northern Plains Resource Council, 
said we are becoming dependent on coal tax money for everything. 
She asked that the legislature look at the 19% that is going 
into the general fund and other moneys to fund the state. Her 
written statement is attached as Exhibit UL. 
Jim McNairy, representing Alternative Energy Resources 
Organization (AERO), submitted written testimony which is 
attached as Exhibit V . 
Ed Stern, representing the city of Livingston, submitted a 
written statement attached as Exhibit ~. 

Jo Brunner, representing Women Involved in Farm Economics, 
submitted written testimony which is attached as Exhibit ~ 

Karen Barclay, representing Multitech, Inc., from Butte~ sub­
mitted written testimony which is attached as Exhibit -L-' 

David Oien, from Conrad, said this will damage the solar energy 
grants and loan program. This should not be singled out. Today 
there are over 70 solar installations in Conrad. One couple 
started a renewable energy business totally from scratch. 
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Manson Bailey, Jr., representing Valley County, submitted a 
written statement, attached as Exhibit ~. 

Steve Loken, a Missoula solar and alternative energy contractor, 
also testified in opposition to the bill. 

David Hastings, a Conrad farmer, said that when it became 
apparent to him that he could no longer farm for a living, he 
looked at alternative energy. The Department of Natural 
Resources (DNRC) has been helpful to him and with their spinoff 
grant projects, he said he might have a chance in a new field. 
He said a 35-year veteran of Montana dust has to create his 
own job (Exhibit lUL) . 
Randall Tinkerman, representing American Energy Projects, 
Inc., in Palo Alto, California, said they have windmills in 
California. They came to Montana because the wind resources 
here are as good as those in California. Their company created 
40 full-time jobs in California, and they hope to do the same 
in Montana. SB 97 might impinge on the state's future economic 
development. (Exhibit AA). 
John Beaudry, representing Stillwater County, said this bill 
represents a 10% loss in their planning program (ExhibitAA ). 

Janet Cornish from Butte-Silver Bow testified in opposition to 
the bill. 

Andrew Eppl~ representing Sweet Grass County, said this will 
eliminate 25% of plannin9 budget in his county's planning 
program fund. (Exhibit Alt) 
James Brown, president of the Montana Technical Council, 
submitted written testimony, attached as Exhibit ~. 

Bill Bermingham, representing Mountain States Energy in Butte, 
Montana, submitted written testimony, attached as Exhibit e~ . 
Mike Lopach, representing the Helena-Lewis and Clark County 
Consolidated Planning Board, submitted written testimony, 
attached as Exhibit D£L. 
Steven Meyer, representing the Montana Association of 
Conservation Districts, submitted written testimony, which is 
attached as Exhibit ~_. 

Senator McCallu~who was still chairing the meeting, said that 
opponents could continue to give their testimony on Monday 
at 8:30 a.m. in Room 415, the regular taxation committee room. 

The meeting adjourned at 10 a.m. 

Cha'irman ' 

~' --7 ~- ---4~ Z?? 6r~---=-
Vic Chairman 
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PROPOSED M1ENDMENT TO SB 159 

1. Title, line 5. 
Following: "TO" 
Strike: "3" 
Insert: "4.5" 

2. Pa'Je 1, line 24. 
Following: "5%" 
Strike: "3%" 
Insert: "4:-5 %" 

, .. 



A Division of the ROCKY MOUNTAIN OIL AND GAS ASSOCIATION, INC. 

Chairman Pat Goodover 
and 

Members of the 
Senate Taxation Committee 
Montana Senate 
Helena, MT 59624 

DON L. ALLEN 
EXECUTIVE DIRECTOR 

HELENA OFFICE 
Area Code 406-Phone 442-7582 

2030 11 th Avenue, Suite 17 
Helena, Montana 59601 

CARL RIECKMANN 
ASSOCIATE DIRECTOR 

February 3, 1983 BILLINGS OFFICE 
Area Code 406-Phone 252-3871 

The Grand Building, Suite 510 
P.O. Box 1398 

Billings, Montana 59103 

Dear Mr. Chairman and Members of the Committee: 

On behalf of the Montana Petroleum Association, I appreciate this 
opportunity to stress the importance of tax relief for a petroleum 
industry which has been a major force in Montana's economy and which 
could do a lot more to increase good-paying job opportunities and 
economic benefits to local communities if a greater incentive were 
present. We believe such an incentive is present in SB 159, the 
measure to reduce the oil severance tax. 

For your consideration and for the record, I submit the attached 
statement with dovetailing documentation in support of our belief that 
a revitalized oil industry is the state's best hope toward helping to 
turn around a serious unemployment situation and economic lag. 

Thank you for your consideration and also for the opportunity to 
make verbal observations before the committee today. 

~lY' 
Don ~~ ~'------
Executive Director 

DLA:CR:cem 



HOW NEW OIL ACTIVITY CAN BE A FRONT-RUNNER 
IN THE ECONOMIC TREK TO BUILD MONTANA 

or 

THE WAY TO AVOID PLEDGING MONTANA'S FORTUNES 
TO THE WILES OF THE STATE'S FAIRY GODMOTHER 

More jobs and increased economic opportunities for local businesses 

in communities across the state are goals most Montanans readily support. 

If given a helping hand, the oil industry today offers the best hope for 

Montanans to see these critically important goals advanced and fulfilled. 

It really boils down to whether Montana wants to take decisive action or 

leave long-term fortunes to the proverbial fairy godmother. 

Really, Montana is a patch quilt which historically has drawn upon 

the major fronts of agriculture, timber, mining, oil/gas and tourism to 

meet its economic challenges. We need all of those elements. Yet, the 

economic crunch gripping the nation has shot gapping holes in each of those 

sectors. Each, in its own way, is hard-pressed to offer bold assistance 

toward turning the tide of Montana's ills because of national economic 

factors. 

But oil truly extends the best hope because it is within the power 

of the state--that is, the Montana Legislature and the governor--to change 

factors which can make a dramatic shift in petroleum's ability to become 

a noteworthy part of the solution to the lack of jobs and cash flow to 

the small business sector in Montana. Because Montana's tax burden on 

the oil industry ranks at the top of the heap amidst the sisterhood of 

producing states, a reduction in that over-all load will send a positive 

signal to a tightly budgeted industry which must consider taxes and the 

basically poor business attitude of the state as cost factors in the 

bottom-line decision of whether to drill new prospects in Montana or 

elsewhere. Our state's new frontier--the Overthrust and Disturbed Belt 

areas in Western Montana--may never have a chance to get off the ground 

if Montanans do not do something to relax the restrictive tax burden. 
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Oil and gas production is a mainstay of the Montana economy. An 

attached chart notes the Federal Bureau of Labor Statistics estimated 

personal income from oil and gas production in Montana to be $196 million 

in 1981. In addition to these earnings, royalties from oil and gas production 

on non-federal land in Montana are estimated to be $147 million. This 

total income of over $343 million exceeds that of our traditional cornerstone 

industries of timber and ranching. It even exceeds the mushrooming totals 

of income from federal civilian employment in the state and the medical 

and health industries. This oil and gas income also serves as a counter­

balance to moderate the rather unpredictable swings of income in our 

lumbering and ranching industries. 

For comparison purposes, the chart also shows the two largest segments 

of the Montana economy: retailing and state and local government, which is 

the largest single category of personal income in our state. 

An attached graph illustrates the point that the oil industry is big 

in Montana, but Montana is not big in the oil industry. Our state ranks 

#13 among the top 15 oil producing states, but our annual production is 

very small compared with other producing states. The top line on this 

graph shows the average production per state for the other 14 top producing 

states, over the past 20 years. Last year those 14 states averaged 214 

million barrels of oil per state. Montana, shown on the bottom line, 

produced only 31 million barrels. Montana is low even when compared with 

the average production of ail 32 oil producing states. 

The other point to be taken from this graph is that Montana 

production peaked in 1968 and has not rebounded significantly, even 

with the dramatic increase in oil prices during the 1970s. The averages 

for the other producing states have picked up since 1976. 

Another attached graph makes the point that Montana is competing 

with other states for oil production investment, but our tax levels put 

us at a disadvantage. This table ranks the top 15 oil producing states 

according to their attractiveness for oil production investment. It was 
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developed by taking a typical, modest oil discovery and calculating how 

much money it would earn after deducting drilling costs, operating expenses, 

federal taxes and most importantly, state taxes. This is known in the 

industry as the "after-tax return," or the "rate of return" on the project. 

To compare differing states, this rate of return was calculated for each 

of the 15 top states, considering the impact of both severance taxes and 

income taxes for each state. In Montana's case, it does not even include 

the county net proceeds tax, which would make our ranking even worse. 

You can see that Montana ranks very low in attractiveness with a 

6% severance tax rate. This is very serious because this after-tax rate 

of return is the single most important factor influencing oil production 

investments today. Oil prices have fallen this year and appear to be going 

down even further. This means that oil companies have less money to invest-­

not nearly enough to develop all their properties. To decide where to 

invest, they rank all their projects based upon this after-tax return and 

fund only those which rank the highest. Obviously, huge discoveries 

like that one offshore in California will get a lot of money, but modest 

discoveries like the one assumed in this table are much more typical-­

especially for states like Montana. For these projects, taxes may well 

determine where the investment goes. 

Because we do not have huge oil reserves and major discoveries, we are 

in direct competition with the other states for that limited amount of 

money that will be invested in oil production over the coming years. We 

are at a severe competitive disadvantage. This table shows that the same 

project that would yield a 17.6% return in Kansas would yield only 12.5% in 

Montana. If you had comparable projects in the two states, where would you 

put your money? 

But just as a 6% severance tax can combine with our corporate income 

tax to decrease our competitiveness, so can a tax reduction increase our 

competitiveness. For purposes of an other-end-of-the-spectrum comparison, 

a reduction in our severance tax rate to 3% would vault Montana past 

Mississippi, Colorado, New Mexico and Oklahoma, leaving it in the range 

of Michigan and California in competing for this type of project. 
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It is the total state tax environment, coupled with the impact of 

other legal requirements and regulatory factors, which gives a state its 

business climate reputation to outsiders and determines oil investment. 

Another attached chart underscores that point. It is a major finding of 

the study done jOintly by the Montana Economic Development Project and 

McKinsey & Company--that Montana relies more heavily on production taxes 

than consumption taxes than do neighboring states and that Montana is 

perceived as "anti-business". The tendency to weigh most heavily on the 

industry or business sector which historically is in the best position to 

do the most good for the state and its people seems to be an anomaly of 

the Big Sky Country. 

We are at a crossroads where legislators must make a tough decision 

for Montana's long-term. We need to relax the tax burden now so a solid 

production future can be built to insure a healthy tax base in bienniums 

beyond the FY 1984-85 budget we currently face. The state's fairy godmother 

will have her hands full without some help. 

Oil production presently is good and will cash in for 1982 at close 

to the 1981 level of 30.8 million barrels of crude, and 1983's pace probably 

will continue to be respectable--all flowing favorably from the boom 

exploration occuring in 1980-1981 when federal oil price decontrol spurred 

the search. But with new drilling activity in Montana in 1982 at a lower 

rate compared to 1981 than anywhere else in the nation and with no uplifting 

relief in sight, Montana's level of production will not be replenished 

after a couple of years, and the state will be faced with even greater 

oil revenue losses than if a slightly smaller rate of tax burden had been 

imposed. And at the same time, all of the other economic benefits in jobs, 

local contracts and purchases and spin-off spending will have been lost 

to Montanans in the process, with the state and counties missing out on 

other tax-collection fronts. 

Excessive reliance upon severance taxes makes Montana vulnerable to 

wide fluctuations in tax revenue because of changing C'nprgy prices, something 

which bedevils today's legislative deliberations as oil prices edge downward. 
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Another graph shows that Montana has increased its dependence upon 

severance tax revenue more rapidly than other states and presently is more 

reliant upon those revenues than the average oil-producing state. In 1981, 

Montana severance taxes accounted for over 21% of our tax revenue versus 

only 16.6% for the other top producing states. The total 1981 oil and gas 

collections in Montana for state and county coffers, including rentals, 

royalties and bonuses from state and federal lease action, came to the 

equivalent of over one-third of the state's total tax revenue (see another 

attached chart). 

Oil prices are not expected to increase for some time, and it may 

be years before they even keep pace with inflation. Increasing severance 

taxes at a time when petroleum revenues are declining clearly will have 

less revenue impact than a prudent broadening of the state's tax base in 

areas more likely to feel economic recovery. Indeed, perpetuating our 

reliance upon severance taxes simply may be inviting further fiscal distress 

by pinning our hopes on a declining revenue source and by discouraging 

investment which could add to our state's economic growth. 

Nevertheless, with world oil prices falling and state budget analysts 

scrambling to determine how projected expenditures are going to mesh with 

anticipated revenues in the 1984-1985 budget, the temptation is going to 

be very acute to opt for the short-term solution of hanging onto every last 

dollar now and hoping the proverbial fairy godmother somehow is going to 

make things better after that in the oil industry, and for the state. 

Montana's fairy godmother has her work cut out for her because: 

* Montana's 1982 average active rig count was 44.5% of its 

1981 level compared to 58.5% for North Dakota, 74.6% for Wyoming 

and 78.2% for the nation. 

* The industry's jobs count in Montana is down as of the 

middle of 1982 by more than 19% of what it was three-fourths of the 

way through peak 1981, according to Montana Department of Labor 

and Industry statistics. In fact, the mid-1982 employment level 

is below third-quarter 1980 and continuing to plunge in reflecting 



New Oil Activity 
Page 6 

the exploration fall-off. 

* Only 17 seismigraphic data collection crews (6 in the 

Overthrust and 11 in the eastern end, employing about 510 persons) 

were operating in Montana as of January 24 this year, compared 

to 46 crews supporting 1,380 workers in January, 1982, coming out 

of the 1981 boom. Numerous communities across Montana have benefited 

from the presence of crews which can spend more than $100,000 locally 

in a month. 

* The taxation pressures of high mill levies in most of the 

western Montana counties where new drilling might occur act as a 

disincentive when coupled with the state's 5% oil severance tax, set 

to go to 6% on April Fool's Day. Against a 1982 taxation average of 

about 123 mills in oil-producing counties, most western Montana 

counties are running in the 200-300 mill range, with Deer Lodge, 

Mineral and Silver Bow counties averaging over 300. The high mill 

levies are a reflection, of course, of counties which have limited 

tax bases, and some oil or gas production could help their situations 

greatly and offer relief to other property owners. 

* With at least 90 cents of every investment dollar for 

exploration and drilling coming from out-of-state, Montana's current 

efforts to attract more outside capital to foster activity and jobs 

will be thwarted by a negative oil industry climate in a state where 

historically nearly half of the holes drilled have been dry, third 

highest among major drilling states. 

Natural resources revenues comprise the largest single source to 

state and local coffers, and, accordingly, have the biggest impact on the 

state's employment picture in terms of primary and secondary jobs. In 

1981, at the peak of activity, 13,226 persons--or about one out of every 

16 Montana workers--were directly working in the oil and gas industry. 

It makes sense that the state should be doing a11 it can to encourage an 

industry which can generate so many jobs--and good-paying jobs at that. 



New Oil Activity 
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If Montana's drilling rig activity through 1982 had declined at the 

national rate instead of its own plunging fall-off, we would have had 

another 27 rigs working. That translates to another 1.300 primary jobs 

alone just to drill plus another estimated 200 back-up jobs in communities. 

Additionally, for well completions historically stemming from that amount 

of drilling, another 42 full-time employees would resu1t. 

The whole ball-of-wax was summed up quite succinctly in mid-1982 by 

the Meadowlark Group, a Helena consulting firm, in a special economic 

report ordered by the Montana State Board of Land Commissioners on the 

question of whether and how to restructure aspects of the oil and gas 

leasing program. The report summary observed: 

"Montana's taxation of the oil and gas industry, including 

both severance taxes and the net proceeds tax (a property tax), 

is the highest of all states studied. It was not the purpose of 

this study to evaluate state taxation, but it is reasonable to 

expect the rational developer to consider the combined effects of 

lease terms and taxation in deciding whether or not to acquire and 

develop tracts in Montana. Leasing, exploration and development 

are all economic decisions and are determined by many factors. 

Key determinants are: oil and gas prices; likelihood of a successful 

well; level of state and local taxation and royalty rate and other 

lease terms." 

The report also cautioned that a policy would have long-term effects 

and that a "basis of such a decision should be a longer-term perspective 

rather than simply a decision of the moment." The board wisely responded 

with a new policy, finalized recently, which should encourage future 

exploration for large and deeper pools such as are likely in the Overthrust 

and Disturbed Belt areas. 

In the same light, we ask Montana's legislators to consider the 

"longer-term perspective rather than simply a decisIon of the moment." 

Fairy godmothers may be good for some things, but it's a heck of a 
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way to run a state. The serious busIness of creating jobs and building a 

solid and blended tax basp from a healthy trek of business activity through 

its communities takes planned commitment. Montana needs and can have more 

Sidneys, Shelbys and Bakers, to name a few towns which know how important 

a healthy oil industry has been to them. 

(In addition to the charts and attachments mentioned, others are included 

to serve as informational references.) 

The Montana Petroleum Association 
A Division of the Rocky Mountain Oil & Gas Association 
2030 11th Avenue 
Helena, Montana 59601 
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KlST ATrRACTlVE TAX ENVIRONMENTS* 

(Hypothetical Modest Oil Projec t) 

After-Tax Relation· 
lank State Rate of Return To Top Stat, 

1 ICanaaa 17.6% 

2 Taxa. 15.8 -1.81 

3 Utah 15.6 -2.0 

.. Wyom1n& 15.0 -2.6 

5 rlorida 15.0 -2.6 

6 Mich.i.pD 14.5 -3.1 

()I)aruJ1A , with 31. severance)·* 14.4 .. 3.2 . 
7 California 14.3 - 3.3 

8 Oklahoma 14.0 -3.6 

9 lew Hadco 13.8 -4.1 

J.O Coloxado 13.5 -4.1 

11 lCI. •• i •• :1pp:1 13.4 -4.2 

12 NltrrARA.. with 6~ seVerance 12.5 -5.1 

13 Ioxtb DU.ota 11.5 -6.1 

14 Al .. ka 10.5 -7.1 

15 Louialaoa 9.0 -8.6 

* After Baal and a.ed. Hor1d Oil. Aug. 1, 1982. 

**' .. tt.-ted. baaed upon assumptions of World 011 article. 

Note: Comparison does not include county and certain other production 
,. taxes, which can be factors in some states. Montana's net proceeds 

tax alone, which varies significantly between county school 
districts, averages another 6.35% statewide. J/ 
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Ii 
THE "G MONTANA TALLY. • • 

HOW RfCORD '9" OIL & lAS 'RODUCTION 
MULTI'LIED TAl AND ROYALTY REVENUES 
FOR SCHOOLS, COUNTIES AND THE STA TE. 

I 60.0 M,LL,ON - NET'ROCEEDS TAl (EST.) 

I 47. I M,LL,ON - SEVERANCE TAlES 

I 6.6 M,LL,ON - RESOURCE INDEMNITY TRUST 

, .6 M,LL,ON - CONSERVATION TAl 

I 10.' M,LL,ON - FEDERAL ROYALTIES 

I 4'.3 M,LL,ON - STATE RDYALTIES 

I ???? M,LL,ON - COR'ORATE TAlES 

I 11?? M,LL,ON - 'RO'ERTY TAlES 

I I 73.4 M,LL,ON * 

* WHAT'S IT DD? 
Even without considering property or corporate taxes, 

the $173 million-plus tally of amounts and estimates 
available in calendar or Fiscal Year 1981 are in a state 
where total FY 1981 tax collections were $465.7 million, 
showing the known oil/gas impact to represent over 
one-third of the state's total collections. Put in another 
way, that equals about $217 for every man, woman and 
child living in the Big Sky Country or $868 for every 
family of four. 

Out of that record sum of oil/gas dollars, education is 
the largest single benefactor, with over $55 million 
going directly to schools via state and federal lease 
royalties and fees, a significant portion of the estimated 
$60 million in net proceeds taxes collected by mineral­
producing counties - most of it stemming from petro­
leum activity - also was heading for the classroom. 

OIL/GAS REVENUES 
IN MONTANA MEAN: 

*Quality education 

* Lower property taxes 

* Lower unemployment 

*Lower state income taxes 

*Increased sales 
opportunities 

*A healthier position for 
all citizens - a 
state with money 
in the bank 

! ,1 

$ 

Needs of local governments and highways are other 
big winners when petroleum industry activity ancl pro­
duction is spirited. Also, a potpourri of other functions 
supported by the state's general fund are bolstered . 

....... And an immeasurable amount of additional economic 
spin-off has twirled in all segments of Montana's 
economy in jobs and pURhasing power from govern­
ment revenues and dollars spent in the private sector. 

Don L Allt'n, Executive Director J,. ,/ , 
Montana Petroleum Assoc:iation ~' 

2030 11th AVt'IIUC, 510 Grand Building 
Suite 17 P.O. Box 13Y8 

Helena, MT 59601 Billings, MT 59103 
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NON-PRODUCING MONTANA COUNTIES (OIL) 

1982 Tax Year Mill Levy Averages and Ranges 

Countywide Average Ranging From & To 

Beaverhead* 212.31 193.36 244.12 
Broadwater« 209.38 194.32 238.75 
Cascade 301.66 250.99 372.94 
Custer 244.50 231. 23 337.52 
Daniels 223.36 216.17 233.75 
Deer Lodge* 317.80 272.77 385.90 
Fergus 228.66 194.28 288.64 
F1athead* 233.06 204.64 274.95 
Gallatin* 262.42 205.62 319.46 
Golden Valley 180.16 172.83 187.49 
Granite* 262.14 232.00 313.77 
Jefferson* 257.63 208.52 299.78 
Judith Basin 249.92 221. 78 278.64 
Lake* 224.96 169.26 306.18 
Lewis & Clark* 304.39 235.97 353.52 
Linco1n* 201. 35 178.16 222.17 
Madison* 199.36 180.60 230.26 
Meagher* 198.20 171.05 220.45 
Minera1* 319.89 283.60 353.67 
Missou1a* 261. 76 223.71 321. 76 
Park* 227.67 175.61 276.20 
Phillips** 133.48 115.17 165.52 
Powell* 207.57 178.32 287.94 
Ravalli* 260.32 215.53 305.17 
Sanders* 216.42 184.89 256.21 
Silver Bow* 366.83 336.00 413.41 
Sweet Grass 242.51 226.81 262.71 
Treasure 174.46 174.46 174.46 
Wheatland 223.34 199.06 278.85 

* Counties in and around Overthrust and Disturbed Belt areas 

** Has natural gas production as part of tax base 
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JOBS CREATED BY ONE ACTIVE DRILLING RIG 
(full-time equivalent positions) 

ONE DRILLING RIG (related services). 
seismic & geophysical 
land support. • • • . • • • • • • 
site construction • • • • • • • • • • • 
regulatory (County, State, Federal) • 
site restoration. . • • • • • • • • • 

• . 40 
5 
1 

. . . .. 1 
.5 

1 

employees 
employees 
employee 
employee 
employee 
employee 

48.5 employees 

RIG ACTIVITY DECLINE 

Assuming Montana operated from 1981 through 1982 at only ~ the National 
Average, there would have been 13.5 additional rigs working during 1982. 

support employment from communities .••.••• 
654.8 employees 
100 employees 

TOTAL 755 employees 

ADDITIONAL JOBS CREATED BY 13.5 RIGS 

Historically 13 active drilling rigs would create a minimum of four 
producing wells per month 

1 completion rig (related services). . .•••• 15 
construction • • • •• ••••.• . . 24 
service & operation. • • • • • • •. •• •• •••. 3 

(full-time equivalent positions) 42 

employees 
employees 
employees 

employees 



IMPORTANCE OF OIL AND GAS BONUSES, RENTALS AND ROYALTIES 

TO MONTANA EDUCATION FROM STATE LAND LEASES 

Spirited and steady oil and gas production in Montana is important 
to insure a continued healthy flow of revenues to state educational programs, 
so an encouraging climate in coming years is a critical part of the equation. 

In highly active 1981, Montana collected the most bonuses, rentals 
and royalties from state land leases than any of her Rocky Mountain sister 
states as shown by the table. Montana's total oil production was third 
in the region while gas ranked fifth, yet action on state lands was tops. 

ROCKY MOUNTAIN STATES 

1981 

Production Oil and Gas Lease-Royalty Income to State 

COLORADO OIL 30,303,000 bbls STATE LANDS $ 13.712.594 
GAS 197.298.000 MCF FEDERAL LANDS 33.090,330 

MONTANA OIL 30.800.000 bbls STATE LANDS 48.300.000 
GAS 44,800,000 MCF FEDERAL LANDS 14.900.000 

NEBRASKA OIL 6.671.313 bbls STATE LANDS 1.904.000 
GAS 2.712,781 MCF FEDERAL LANDS (negligible) 

NORTH DAKOTA OIL 45,672,975 bbls STATE LANDS 44,203.605 
GAS 53,000,000 MCF FEDERAL LANDS 16,000,000 

SOUTH DAKOTA OIL 8,695,000 bbls STATE LANDS 2.858.000 
GAS (negligible) FEDERAL LANDS (negligible) 

UTAH OIL 26,997,955 bbls STATE LANDS 26,060,390 
GAS 87,765,000 MCF FEDERAL LANDS 25,400,000 

WYOMING OIL 122,173,818 bb1s STATE LANDS 46,837,037 
GAS 455,352,450 MCF FEDERAL LANDS 114,009,109 
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Beaverhead 
Big Horn 
Blaine 
Broadwater 
Carbon 
Carter 
Cascade 
Chouteau 
Custer 
Daniels 
Dawson 
Deer Lodge 
Fallon 
Fergus 
Flathead 
Gallatin 
Garfield 
Glacier 
Golden Valley 
Granite 
Hill 
Jefferson 
Judith Basin 
Lake 
Lewis & Clark 
Liberty 
Lincoln 
Madison 
McCone 
Meagher 
Mineral 
Missoula 
Musselshell 
Park 
Petroleum 
Phillips 
Pondera 
Powder River 
Powell 
Prairie 
Ravalli 
Richland 
Roosevelt 
Rosebud 
Sanders 
Sheridan 
Silver Bow 
Stillwater 
Sweetgrass 
Teton 
Toole 
Treasure 
Valley 
Wheatland 
Wibaux 
Yellowstone 

Total State 

THE ROLE OF OIL AND NATURAL GAS PRODUCTION 
On Montana's 1982 Total Taxable Valuation By Counties 

Total 
Valuations 

1982 

15,344,893 
123,926,603 

33,607,352 
7,131,171 

27,321,290 
6,517,742 

89,478,909 
28,682,598 
18,320,534 

8,035,300 
30,044,542 
13,208,378 

118,324,761 
22,219,949 
80,100,515 
56,944,405 
6,521,008 

44,961,426 
4.244.653 
5,307,536 

44,742,259 
10,877 ,316 
9,768,278 

26,271,591 
54,722,048 
21,520,242 
32,594,458 
14,207,766 
11,515,997 

5,731,829 
4,642,772 

124,354,808 
29,303,866 
17,827,180 

2,882,322 
32,895,804 
23,698,059 
73,082,837 
11,474,947 

6,227,709 
21,801,175 

144,666,368 
67,517,948 

163,639,478 
19,356,835 
92,393,166 
47,571,109 
13,966,974 

7,307,647 
17,885,883 
45,257,723 
4,401,696 

29,389,187 
5,691,701 

28,964,457 
196,095,144 

$2,204,492,144 

Oil & Gas 
Valuations 

for Tax Year 1982 

1,104,409 
19,042,297 

11,844,851 
556,340 

1,344,229 
33,538 

7,152,477 

104,085,931 

357,812 
26,965,570 

113,916 

11,781,607 

11,319,958 

2,053,507 

21,575,870 

1,051,679 
12,550,312 

7,091,115 
61,413,695 

1,470,495 

113,404,778 
38,394,584 
22,797,109 

77,225,510 

1,387,423 

2,416,632 
27,204,351 

310,939 

22,715,020 
323,708 

$609,089,665* 

Percentage of 
Oil & Gas Values 
To County Totals 

0.89% 
56.66% 

43.35% 
8.35% 

4.69% 
0.18% 

23.81% 

87.97% 

5.49% 
59.97% 

2.68% 

26.33% 

52.60% 

17.83% 

73.63% 

36.49% 
38.15% 
29.92% 
84.03% 

23.61% 

78.39% 
56.87% 
13.93% 

83.58% 

9.93% 

13.51% 
60.11% 

1.06% 

78.42% 
0.17% 

27.63% 

*Oi1 and gas value is 36.7% of total taxable valuation in producing counties, 
which is $1,488,117,932. 

Note: Montana's total taxable value is only 13.8% of the state's 1982 market 
value of $15,952,480,208, yet oil and gas are taxed at 100% of their net 
proceeds while other properties enjoy greatly reduced percentage classifications. 
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WELL COMPLETIONS: A CURRENT OIL INDUSTRY ENIGMA 

Boom year 1981 didn't turn into bust year 1982 like the flick of a 
light switch. The goodness of '81 bulged slightly into '82 as the fevered 
activity pace backed up and hefty 1981 drilling budgets were being used up. 

How many of the early 1982 well completions bend back to the 1981 
flash is one question. But the dilemma of when a drilled well really 
becomes a completion tallied into the statistics of one period or another 
has been with the industry for some time, magnified into a major debate 
by the dramatic drilling turnabout only shortly after 1982 unfolded. The 
experts are scratching their heads over 1982. 

Respected Montana chronicler Roy Boles, publisher of the Montana Oil 
Journal, says 913 for Montana. Petroleum Information, which covers the 
Rocky Mountains region from Denver, says an estimated 1,.188. And the 
Oil & Gas Journal, in its January 31 issue, uses a 1982 estimate of 
"1,241 wells drilled in Montana last year with only 860 planned this year." 

But the whole numbers game gets to the point of begging the question. 
as the attached editorial remarks of OGJ Economics Editor Robert Beck note 
in the January 31 issue. As he points out, you can't have well completions 
without rigs, so the figures are suspicious. 

The year total figures are not all that important anyway. What is 
significant are the jobs and business sector dollar flows lost as 1982 
ebbed on. The heavy traffic from 1981 spilled over into 1982, and first­
half figures are heavier. But the fall-off is plain in the way the 1982 
active rig count plunges through the year (see chart below). The 1982 
rig drop meshes with the corresponding loss of jobs as the months peel 
off (chart in packet). The 1982 trend tells the story of where we are at 
now, and it leaves no doubts. 

Something else is worth mentioning about well figures. Over 68% of 
the 913 completions reported by Montana Oil Journal for 1982 were not in 
the deeper-well, higher-yield Williston Basin. A number of them are 
shallow, quick-sunk Hi-Line wells with smaller reservoirs. Every well helps 
in jobs and tax revenues, but one should not mistake these easier punches 
for the kind of sustained job and production activity which comes from 
deeper play in the Williston or which could develop from the mammoth 
formations of the western Montana Overthrust and Disturbed Belt areas. 

Rig Count, Plotted W •• kly, 1882 
.......... 1'11"11 .------,,- ------ ---- - - -- The average number of riga IICtIve In 

Montane throughout 1982 was 36. The 
average In 1981 was 81 active riga. The 

_______ 1982 peak was the flnt __ of the I/Mf. M. -, • __ \~ MONTANA 

following the downward trend that begwI 
In late 1981 . 

The lowest level In 1982 was In 
mid-November when only 22 rigs were 
active. - i. 'v'.. 

~f --\--,----------------
..... .f\ __ ~----------------- i \1\. __ /)1 . . 

~LWUllJLW~~~~, 
.lfa hi M., Apr Ittq JfIII iiIiU A.., 'sep Oct N.. Dec 
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JOURNALLY SPEAKI 

The numbers game 
We've all heard that figures never lie, but liars often figure. 

The ForecasUReview which appears in this issue is basically an 
exercise in figures or numbers-numbers based upon a logical 
assessment of where we've been, where we are now, and where we 
can expect to be next year. 

Numbers are pure. They are precise, the solid granite base for 
projections, the stone tablets from which revelations spring. 

But there is less to some numbers than meets the eye. The wary 
forecaster will realize that the statistical base can sometimes be 
quicksand rather than granite. Figures may not lie, but they can 
certainly mislead. That's where we come in. Our job is to help 
distinguish the rocks from the sand. 
. John McCaslin's forecast of well completions is based upon a 
comprehensive survey of many oil companies and a reasonable 
assessment of how the plans stack up with recent activity. 

In 1982, well completions went up 9.6% while rig activity fell 
21.8%. Since you don't drill and complete wells without rigs, these 
numbers are suspicious. During the boom years of 1980-81, the delay 
in reporting completions lengthened and distorted the data for 1982, 
resulting in the paradox of record well completions in the year of the 
steepest drilling slump in U.S. history. So the granite base for forecasting 
1983 completions is a bit spongy. 

Similar problems arise with motor gasoline demand. It is 
"officially" measured by the Department of Energy and presented in 
monthly publications. Government policy decisions and legislation 
have been based upon movements in demand. And forecasts are based 
upon things such as the historical shift in demand relative to prices. 

The problem is that some of the official DOE historical numbers 
are wrong. During 1978-80-and possibly prior years-the motor 
gasoline produced by some enterprising small refiners slipped through 
DOE's reporting net. The amount is estimated at 160,000·300,000 bid. 
For those years, the U.S. produced more gasoline than the figures 
show. 

Because demand is defined as products supplied-the sum of 
production and inventory changes-consumption was also understated 
by that amount. Fortunately, that reporting error has been corrected in 
current statistics-but the historical record has not. 

The oottom line is that U.S. gasoline consumption has declined 
even more than official figures show. And economists, politicians, and 
others unaware of this are apt to base conclusions and actions on 
erroneous premises . 

Part of our job is to help readers avoid such statistical traps. So the 
1983 forecasts beginning on p. 71 take these pitfalls into account. This 
won't guarantee that we'll hit drilling or gasoline demand on the nose. 
But when you're trying to figure out where you're going, it helps to know 
where you've been . 

Robert J. Beck, Economics Editor 

Ian ]1.1983. Oil & Gasloumal. 
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PETRO~ LE\NIS CORPORATION 
Rocky Mountain Region 

February 4, 1983 

Senate Taxation Committee 
Montana State Senate 
Helena, MT 59620 

550 South 24th Street West 
P.O. Box 21497 
Billings. Montana 59104 
(406) 652-5200 

G. Bruce Williams 
Vice President and General Manager 

Re: Prepared Testimony Regarding 
Senate Bill 159 

Ladies and Gentlemen: 

I am a native Montanan. I was born and raised in Butte and graduated from 
Montana Tech in 1971 with a degree in Petroleum Engineering. In the years 
following my graduation I worked for Shell Oil Company in Denver, 
Colorado, Baker, Montana and Houston, Texas. For the past seven years, I 
have worked in various operations and engineering management positions for 
Petro-Lewis Corporation in Denver, Colorado before moving to Billings in 
March, 1982 as Vice President and General Manager of Petro-Lewis' newly 
created Rocky Mountain Region. Petro-Lewis is a large independent oil and 
gas producer and a leading manager of petroleum investments for public and 
private partners. We operate approximately 238 wells in the state of 
Montana and have approximately 100 employees living and working in the 
state. 

Montana, as you are well aware, is faced with the problem that plagues a 
number of our sister states as well as our national government - too 
little revenue; too much expense. While your committee is primarily 
concerned with the revenue side of the equation, let me remind you that 
the equation can also be balanced by a general reduction of expenses. 

Five industries have historically provided the economic backbone of 
Montana - i.e., they have been primary revenue generators. If we look at 
these industries, agriculture, mining, oil and gas, timber and tourism, we 
find that none of the five fit the category of "thriving". 

Low product prices and surplus of product coupled with the 
general economic recession have severely crippled agriculture. 

Recent events in Butte and the general lack of· interest in 
recent coal lease sales speak to the condition of the mining 
industry. 

The short term outlook for exploration and development in the 
petroleum industry is not good, primarily due to weak product 
prices and declining demand. There are a number of oil and gas 
firms riding the fine line between survival and failure. 



The level of unemployment in the northwestern portion of Montana 
and the state of our nation's housing industry are evidence of 
the condition of the timber industry. 

Finally, we cannot expect that tourism will be the bright spot 
considering the general state of our local and national economy. 

Given the condition of our "backbone" industries, what approach should you 
take in tackling the problem of providing revenue for our state government? 
I suggest that there are two solution scenarios. The first is a short term 
solution that is likely to have serious, negative long term results. That 
"solution" is to continue to increase the tax burden on the current base of 
"backbone" industries. While that may well solve the revenue problem in 
the next biennium, it is a short sighted approach that will do further 
economic harm to the already weakened base of Montana industry and will 
result in flat or negative growth of the tax base. 

In my opinion, the optimum long term approach to Montana's revenue problems 
is to create a climate that will encourage growth and expansion of our 
revenue base industries. The way to achieve this is to be sure that no 
additonal economic or regulatory disincentives are added to the existing 
laws and regulations of the state. The second step is to review existing 
law to remove disincentives that already exist in an effort to encourage 
expansion and growth. Keep in mind that I believe this is a process that 
should apply to each and everyone of this state's "backbone" industries. 
I think it is an approach that has long term benefits that should result in 
an expanded revenue base and a higher level of employment in all five major 
industries. It is also an approach that has merit in the context of 
attracting new industry to our state. The approach is one of sending a 
positive statement to industry regarding Monana' s desire for growth and 
expansion. 

Senate Bill 159 is an example of legislation that would reduce an economic 
disincentive in one of the state's "backbone" industries. The oil and gas 
industry is a strong part of Montana's revenue base, having provided 
approximately one-third of the state's revenue in 1981. In the past year, 
we have seen a significant downturn in drilling activity within the state, 
and we have seen little or no growth in production in the state over the 
past five years. While I am not going to suggest that the downturn of 
drilling activity and the lack of production growth are entirely due to 
Montana's oil and gas tax structure, there are several facts that are 
irrefutable: 

Montana's full potential for production of oil and gas will not 
be realized until significant exploration takes place in the 
large unexplored areas of the state. 

Discovery of production through exploration or 
production through enhanced recovery requires 
capital investment and a relatively high risk. 

expansion of 
significant 

Oil and gas companies will invest their limited capital dollars 
where they can expect the highest rate of return. 



State and federal taxes are a bottom line reduction in profit 
and therefore rate of return to the investor. 

The oil and gas tax structure in Montana is one of the highest 
in the Rockies and the nation. 

Expansion of oil and gas exploration and production in Montana 
will result in a broader tax base and increased job 
opportunities. 

The conclusion I draw from the above facts is that, while we cannot tie a 
specific level of oil and gas activity to a specific level of state tax, 
any reduction in tax burden will act positively toward increasing investor 
rate of return and encourage investment in exploration and production 
expansion activities in the state of Montana. The expansion of these 
activities should result in a broader base and increased job opportunities 
in the state. 

In my opinion, Senate Bill 159 is an example of legislation in one of 
Montana's "backbone" industries that will have a positive, long term 
effect in improving the state's revenue position. 

The last time I gave comments to a Montana legislative committee was in 
1971 when, as student body president at Montana Tech, I was requesting 
financial support for that institution. In 1973 certain members of the 
Montana Legislature attempted a short term "solution" to that problem, 
suggesting that the school should be closed because so few of its 
graduates stayed in the state. That "solution" was avoided. However, the 
long term solution of encouraging industry growth and the related 
expansion of job opportunities in the state never materialized. I 
encourage your support of Senate Bill 159, a long term, far-sighted 
solution to a portion of the state's revenue problem and the expansion of 
job opportunities in our state. 

Respectfully submitted, 

G. Bruce Williams 
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February 22, 1983 

Senator Pat Goodover 
Chairman Senate Tax Committee 
Capitol Stati on 
Helena, MT 59620 

Dear Senator Goodover, 

t:.L>l,A:.U.':: 'J:'A.f.,A'iIO.-i CO,:~:rT'l'~~}':: 
SXHlf3IT tV 
l:~LilRUAHy-:r;-1)3 3 
sa 159 

The oil industry is very important to the economy of Billings and the 
entire state. For this reason, the Billings Area Chamber of Commerce 
is extremely concerned about the tax burden that is currently being 
levied on that industry, as well as the proposed increases on that 
industry. 

The Chamber, in its review on Senate Bill 159, believes that the current 
5% severance tax on oil is the maximum tax that the industry can feasibly 
pay given the current condition of the economy. Therefore, the Chamber 
believes that efforts should be made to insure that the current tax is 
not allowed to increase above the current 5% level. 

(
/S"filCetre ly~~. ,. " . 
• ,--'j-. '- " 
'\, \, / i '" I C 
~.6...--."":~~'­
J'On'n Irelan' -
Executive Vice President 
Billings Area Chamber of Commerce 

JI/pw 
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MONTANA CHAMBER OF COMMERCE 
P. O. BOX 1730 

February 7, 1983 

Senator Pat Goodover 
Chairman 

• HELENA, MONTANA 59624 

Senate Taxation Committee 
Capitol Station 
Helena, MT 59620 

Dear Senator Goodover: 

• PHONE 442-2405 

Because of the time constraints you were under during the hearing on 
Senator Keating's Senate Bill 159, the Nontana Chamber of Commerce 
did not testify on the bill. I request that this letter be made 
a part of the record of the hearing. 

The Montana Chamber's position is to hold the line on severance 
taxes, not only on petroleum but other minerals as well. Even 
though Senator Keating's bill calls for a reduction in severance 
taxes on petroleum I feel that the concerns of the Montana Chamber 
regarding severance taxes generally are pertinent. 

The Bureau of Business and Economic Research at the University of 
Montana in Missoula has reported again and again that Montana's best 
opportunity for meaningful economic development is the continued de­
vel.opment and processing of its natural resources. In working for a 
better business climate in Montana, the climate for resource develop­
ment must be given top priority. 

We are seeing an effort to take the funds generated by an exceedingly 
high coal severance tax and channel these funds through state agencies 
and. 'boards in an effort to generate economic growth and jobs. As 
the· committee members are well aware, that high coal severance tax 
has virtually throttled the development of additional coal mining 
operations in Montana. The potential long-term high paying jobs that 
could be generated from coal development are lost while government 
tries to use the money to develop other kinds of industry. It makes 
no sense, in my opinion, to take this approach. Government does not 
create jobs; business and industry do. 

Mr. Belden Daniels, who has acted as a consultant for the state of 
Mon:tana in the development of recommendations for the "Build Montana" 
program, stated that state government, with a vigorous and positive 
economic development program, can only affect about ten percent of 
the economic activity in the state. I submit to you that that same 
state government with a negative approach can affect a far greater 
percentage of the economic development potential in a negative way. 



Senator Pat Goodover 
February 7, 1983 
Page 2 

In other words, a state can only in a limited way affect positive 
economic development but it can have a very significant affect on 
the negative side when it comes to economic development. 

In conclusion let me state that Montana needs the high paying, 
lo"ng-terms jobs represented by the potential development of its 
natural resources. It is the responsibility of the Montana Legis­
lature to insure that the climate for the development of those re­
sources be positive. Diversification and vertical integration of 
our economic base in Montana is certainly desirable but that must 
not be done at the expense of discouraging natural resource develop­
ment by excessively high severance taxes. 

Sincerely yours, 

4~ 
Forrest H. Boles 
President 

FHB/ss 

cc: Senate Taxation Committee members 

... 



___________ Box 1176, Helena, Montana -----------

JAMES W. MURRY 
EXECUTIVE SECRETARY 

ZIP CODE 59624 
406/442-1708 

TESTIMONY OF JIM MURRY ON SENATE BILL 159 BEFORE THE SENATE COMMITTEE ON 
TAXATION, FEBRUARY 4, 1983 

I am Jim Murry, executive secretary of the Montana State AFL-CIO. I am 

here to testify against Senate Bill 159, which would reduce the state's oil 

severance tax from 5% to 3% on or after April 1, 1983. 

We are appalled at the devastating effect this reduction would have on 

the state's revenues. The estimated decrease to the state's general fund is 

substantial, with an estimated $28,187,000 in fiscal year 1984 and $31,089,500 

in fiscal year 1985. The loss to producing counties would be approximately a 

million and a half dollars for those years, which is over a 50% reduction from 

what they would receive under the current law. 

We believe the current oil severance tax is a fair one. We do not believe 

it works a hardship on the industry. Oil companies have enjoyed astronomical 

profits over the last several years. Profits for the 28 largest oil companies 

totalled $28 billion in 1981, more than 33% of the total profits of the entire 

Fortune 500 list of top industrial corporations. While oil activity has declined 

somewhat in the last year, it is difficult to imagine that oil companies are 

hurting. 

In Montana, the Montana Oil Journal reports that the number of new oil 

and gas wells drilled in Montana declined in 1982, but were still the fourth 

highest level in the state's history. 

The huge profits which the oil companies have obtained were used in large 

part to buy up competitors, according to a study by the national Citizen-Energy 

Labor Coalition released in June of 1982. The study concludes that instead of 

plowing their record profits from oil decontrol into the search for more oil and 
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gas, the nation's 16 largest oil companies diverted $16.2 billion into buying 

other companies. Most of the purchases were of energy-related companies. But 

the amount the major oil companies spent on acquisitions and investments in 

non-petroleum lines of businesses equaled the amount they used to explore and 

produce oil in the United States. 

Now the oil companies' profits are down somewhat and so they would like 

to have the severance tax lowered. We are convinced that they can get along with 

lower profits, but we are not convinced that the state and the oil-producing 

counties can afford to give a tax break to these companies. 

The budgets of state and local governments are reeling under the effects 

of the Reagan recession, along with federal cutbacks, with high unemployment and 

business bankruptcies causing an erosion of the tax bases. Budget constraints 

have caused slashes in social programs and essential services. 

Montana has a long history of outside exportation and exploitation of 

our non-renewable resources. In recent years, legislation has been enacted in 

the form of severance taxes to ensure that once the non-renewable resources are 

gone, Montana will not be left with a devastated economy and a devastated 

environment. We have learned our lesson well. We will not let it happen again. 

Please vote aginst Senate Bill 159. 

Thank you. 
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School Administrators of Montana 

501 North Sanders 
Helena, MT 59601 

(406) 442-2510 

February 9, 1983 

TO: Senator Pat Goqdover, Chairman 
Senate Taxation Committee 

FROM: Jesse W. Long, Executive Secretary 
School Administrators of Montana 

SE.-1ATE 'l'AXATIO,-I COAHITTEE 
EXtHBIT ~ 
FEBRUARY 4, 1983 
SB 159 

RE: Senate Bill 159 IIAn act to reduce the oil severance tax to 3 
percent; ... and providing an immediate effective date and an 
appl icabi 1 ity date. 1I 

The School Administrators of Montana are opposed to S.B. 159. 

Primarily the School Administrators are concerned about the loss of 
sixty million dollars to the General Fund, or even considering the 
loss of a lesser amount with the proposed amendment. 

The proponents of this bill argue the economic depress}on of oil is 
due to the high tax. We contend that the slowing is due to the world 
market conditions and at the more regional level because of the high 
cost of transporation. 

For those people talking gloom and doom for the oil industry that seems 
to be in contradiction to the world oil analysts that project a 
lowering of prices for a year and then followed by a sharp increase 
above current levels. 

Again, School Administrators express their opposition to this bill 
and ask that you 1100 Not Pass ll S.B. 159. 
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PROGRAM RECEIPTS 

ACTUAL PROGRAM RECEIPTS 

1977 $ 
1978 
1979 
1980 
1981 
1982 

ANTICIPATED PROGRAM RECEIPTS 
1983 
1984 
1985 

1986 
1987 
1988 
1989 

SB 97 - ELLIOTT 

8':;tlj\11,~; 'il\.:{ll,'J:IO.; CJ!"l' lI'IHi',:~-r: 
L: XiiI d I 'I' .s 
FEBRUARY--~1983 
SJ 97 

COUNTY 
LAND 

PLANNING 

359,061 
281,039 
320,168 
521,007 
352,075 
430,934 

412,000 
516,000 
597,000 

683,000 
780,000 
888,000 

1,004,000 

ALTERNATIVE 
ENERGY 

FUND 

$ 897,651 
702,614 
800,697 

1,520,127 
1,760,409 
2,055,469 

1,854,000 
2,321,000 
2,688,000 

3,075,000 
3,510,000 
3,994,000 
4,516,000 
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Alternative Energy Resources Organization 

424 Stapleton Building~ Billings, Montana 59101 

(406) 259-1958 

324 Fuller Suite C-4, Helena 59601 
443-7272 

Testimony of Jim ~kNairy ~.Senate Bill 97 before the Senate Taxation Committee 

1. Montana is still heavily dependent on imported fossil fuels. This repre­
sents a sizeable financial drain to the State. 

a. In 1979, over ~ of the natural gas consumed in Montana was imported 
from Canada. At present prices, this represents a flow of approxi­
mately $150 million out-of-State annually. 

b. In 1979, Montana imported about 42 million barrels of crude oil. At 
today's prices, this represents a flow in the range of $1 billion per 
year out-of-State. 

c. Studies have shown that on average, out of every consumer dollar spent 
on conventional energy (natural gas, gasoline, electricity, etc.), 85¢-
90¢ leaves the community immediately. By reducinp, the amount of money 
consumers spend on conventional energy (through conservation and renewa­
energy technologies), we free up more money to be spent on other goods 
and services in the local economy which in turn creates more jobs. 

d. Thus, continued reliance on fossil fuels is a heavy financial liability 
to the State. As energy prices continue to rise in the future, this 
drain on the State's economy will become greater and greater. 

2. Renewable energy development in r10ntana means jobs and economic development. 
The Grants and Loans program has been instrumental in fostering the growth 
of a renewable energy industry in lfuntana which will provide an increasing 
number of jobs for Montanans. 

a. Prior to the institution of the Grants and Loans program, there was no 
renewable energy industry in Hontana. In preparing its recently releases 
Hontana Renewable Energy Directory, AERO identified nearly 200 businesses 
which have some connection with renewable energy of which 80 are listed 
in the Directory. 

b-;· RenewabH!'~ energy technologies transcend the most common barrier to Hon­
tana economic development. which is the distance from major population 
centers. The markets for renewable energy technologies are frequently 
determined not by population densities but by the magnitude and quality 
of the renewable resource base. Montana has an unusually rich renewa­
ble resource base; e.g. wind power (Montana has one of the best wind re­
gimes in the United States), agricultural and timber wastes (for pro­
cessing into alcohol and methane gas), and water power (for microhydro 
power. Each of these resources represents a large market potential which 
could sustain in-State businesses. 



c. Investments in renewable energy technologies create jobs much more 
efficiently than investments in conventional energy resources. 
Most research indicates that a dollar invested in renewable ~nergy 
will create at minimum three times more jobs than a dollar invested 
in the petroleum industry or utility industry. 

d. The Grants program has provided funds for the refinement and develop­
ment of a number of potentially marketable renewable energy technolo­
gies. The Loans program has and will be a strong vehicle for capitali­
zing renewable energy businesses and making them viable. 

3. Earmarking is absolutely necessary to insure the long-term perspective and 
commitment necessary for the Grants and Loans program. 

a. The transition away from depletable fossil fuel resources to 
energy based economy will take place over a number of years. 
renewable energy programs require a long-term commitment to 
fu!. 

a renewable 
The State's 
be success-

b. By de-earmarking the Grants and Loans program, the Legislature will be 
abandoning its long-term commitment. Legislators who are elected to 2 
or 4 year terms are under tremendous pressure to sacrifice long-term 
perspective and commitment for short-term problems. Given that budget 
problems will continue into the foreseeable future, the competition for 
General Fund dollars will always be intense and the outcomes will likely 
be dictated according to perceived "immediate" problems rather than a 
well thought-out strategy for the future. 

c. The Grants and Loans program itself needs the assurance of a long-term 
commitment in order to do effective intermediate and long-range planning 
and programming. No one can do effective technology research and busi­
ness development on two-year planning horizons. 

( .. 

c, 
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I F _W_o_m_e_n_ln_v_o_l_ve_d __ f"_9_F_Q_rm_E_c_o_n_o_m_i ......... c I 

NA~ JO PfiU;ft'l~R HI LL NO ._ ...... s .... B~9r.J;7 ___ _ 

DATE Feb. 4, 198) ADDRESS .!l£13d sr.- rrBltWA 44 ~.~ .................... 

;. J 

S\J7POR;, ____ -:.. ____ .......,;OPPOSE, ___ X ____ AMEND ___ _ 

ooriIMm-;TS. 
~~. Chairman, members of the committee, my name is Jo Brunner and I 

r~present the members of the Women Involved in Farm Economics 

organization. 
Mr. Chairman, the women of our organization wish to oppose the 
portion of this bill that would take the moneys paid into the 
earmarked revenue fund out of that account and make any funding 
of alternative energy research and development by legislative 

decision. 
W.I.F.E. has long been an advocate of renewable resource 

development, specifically of grain research and use, for fuel 
purposes.and subsequently the by-product. I am sure that you 

) 

people on the committee remember the cakes and cookies we put 

on your desks last session on Agriculture day that were mad~ ~~ I~ 
from the by-products of grains after the fuel was removed .UlJf.~ /' ~ 

/ (,)v1rlfcL--i" '[.:b,;;JI,.;~I<'pA-dvl(!.4T,;.1 iii", OlJ4''l.$Ot ,I'Y1.4,eK.'€-r"",1. p~:r/'I'l .(.I/1/1 /-,A'"y7/f'''l 61 1 IJtl 

We believe that, even with all the research accomplishea at this 

time, alcohol fuel is still a fledgling research program. We have 
no, guarantee that the price of gasoline will go down andstay down, 
a~d we are of the opinion that we must continue research programs 
along this line, plus many others that will tend to make us 

mQre self-sufficient. 
Of course, we also believe that using our crops for alcohol is 

very beneficial to agriculture and to our state and nation. 
Women Involved in Farm Economics request that you do not pass 
~he portion of the bill that would take out---r";lternat~veenergy 
research development: page )-Section 2- lines 24 and 25· 

, -I' ~! 

'Phalli! ~eu. )/1',f/( 

/iJ~ AR~ A/~p !!..c//?c~/tr?c-·d llJ,4/ /,~~lfct:>.J~tc l A';: h1<,e~;V~' ~ 
,,'?nc:L • ,<Je>~A/teh l/l/v U)/Y'<". /t?",,~a 7fi4.1 ,,-9,ee t/,'41 b~"'4'-r./c ,/4/ rc 
.41£1'c.,u/'h,('~ tv.'11 btt!- f'/"4"H4/...L C!",.m//~~/y "''I ./"..,T"nc:,. 7;;~/i!..s /f ~ 

/jI/,J ,il"11 is. /,.f.5 srd ,..,.. /t'~,,~.r/CJ . 
...... ______ .-..:; _____ "Hell has no fury like a woman scorned" ___________ --' 
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MUL TITECH, INC. 
TECHNOLOGY SERVICES 

TO: Chairman and Members of the Taxation Committee 

FROM: Karen Barclay 

RE; Testimony in Opposition to Senate Bill 97, 48th Legislative Session, 1983 

MultiTech would like to testify against Senate Bill 97, de-earmarking coal tax 
funds for the A lternat i ve Renewable Energy Sources Program. We bel i eve thi s 
program to be a very appropriate expenditure of coa) tax money because it is 
aimed at alleviating our dependence on fossil fuels through the use of rerlew­
able energy resources. 

This program has allowed Montana to become an integral part of research and 
development in the renewable energy field. Innovative and unique projects 
have been funded which benefit all of society by advancing technological 
development. 

In many cases this program has provided seed money to attract additional 
funding for development. One example of this is the Warm Springs State 
Hospital Geothermal Project granted $9,000 from the Renewabl e Energy Sources 
Program to perform a feasibility study. This information was then utilized 
to attract a $721 ,000. 00 grant from the Department of Energy to i dent ify and 
develop the geothermal resource for domestic and possibly space heating at 
the i nst Hut ion. Thi s federal money prov; ded jobs for numerous Montanans in 
construction, design, and engineering services. 

The Harm Springs project was recently completed and is estimated to save the 
State of Montana over $70,000 per year by providing a heat source for the 
entire facility's domestic water supply. 

A~lother example of ONRC seed money attracting additional interest in the 
State-wide use of renew'able energy has been the wind projects at Livingston. 
Due to ONRC's programs EPA has provio(:d monetary surpor~. and private finTls 
have a:;sef'lbled in the area looking for 1Jnd:lnd f"cil ities. One firm has 
already re-located to Livingston and has ini 1:iated wind machi:1e testing. 
This particular renewable energy technology cr,(;'lrl be an enhancement to the 
local economy as the emphasis Of) the ['(Ii ir0ad aecreases. 

Be<;ides success in the renewablr~ ener:lY tc~c~r')lo9'y JrA(lS of geothermal und 
wind, ONRC has provided the starl for (l hyriror 1ectrir fJ:'oject at Lewist0wn. 
This project, under ~he :,juidance of FU\C, w)lild use an t.: Lting flcod control 
structure to provide ;)()we r for' that irm~I~)diQtc .'lrPd. GpsidesLhe benefit of 
the hycro generated power, jnbs would be created during and after consl:ruc­
tion of the facility. 

Post Office Box 4078, Butte, Montana 59702 

(406) 494-6319/FTS 587-6319 

1: 
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In closing, we believe the loss of this program through 5B 97 would be a 
loss for every person in Montana because the program, as implemented by ONRC, 
has provided posit1ve benefits in demonstrating the practical application of 
renewable energy and in creating jobs related to those developments. 
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EXHIBIT ~ 
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February 4, 1983 

From: James B. Brown, President~Montana Technical Council 

TA)(ATlbA/ 
To: Senate J~ai8iary Committee 

• 

Position: Opposition 

Montana Technical Council is a trade organization representing various 
organizations of design professionals. Our membership is comprised of 
Archi tects, Engineers, Land Surveyors, Professional Planners, and Landscape 
Architects. 

As design professionals, we are vitally interested in good, competent planning 
to promote orderly growth in our communities and our state. Good planning is 
not a hindrance to the citizens of Montana, but rather an asset. While there 
will always be conflicts in a free society, such as ours, concerning the 
individual stewardship of our land, competent planning can help to diminish 
the severity of these conflicts, or at least provide the vehicle to help 
resolve these conflicts. 

Our state is experiencing the pains of growth, especially in rural areas. 
Each day new reports of rural developments being proposed at the expense of 
valuable agricultural lands are heard across our state. Most counties 
affected currently do not have the resources to provide for the planning 
necessary to insure the orderly development of these areas. Elimination of 
these revenues eliminates one of the resources available currently. 

As design professionals, we find it generally easier and more efficient to 
work in counties that have professional planners. Whether we agree with their 
criteria and rules or not, at least we are assured that these criteria and 
rule~_ will be enforced equitably and fairly, and that the decisions made will 
be based on what is best overall for our citizens and communities. 

The revenues affected by SB-97 are essential for good, quality, efficient 
planning. We ask you not to eliminate these earmarked revenues, but rather to 
give us the necessary tools to help our citizens throughout the state as we 
grow to meet the 21st Century. 

Testimony of: 

James B. Brown 
P. O. Box 1198 
650 Power, Helena, MT 
443-2340 

Montana TeChnical Council 

Opposes 5B g7 
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TESTDroNY TO SENATE TAXATION COMMITTEE1 WM. C. Bf<jRMINGHAM 
IND. REt. MGR. MTN' STATES ENERGY, BUTTE, MONT. 

"IF WE HAVE LEARNED ANYTHING FR{)i' THE l.97C>'S, IT IS THAT OVER 

R;ELIANCE' ON ANI ONE ENEOOY SOlJRCE IS UNWISE... IF WE LOOl{ TO ITS LESSONS, 

HISTORY TEACHES US THAT THE DOON ATE FUEL ORTECHNOIDGY IS DISCOVERED, 

FLOURISHES, PREVAILS AND THEN WAINS AND ANOTHER IS DISCOVERED', FLOURISHES 

AND SO ON." 

WHILE I WOUID LIKE TO TAKE CREDIT FOR THIS ENEmY INSIGHT, IT IS 

AN ORIGDaL QUOTE BY nON HODEL- THE NEW UNITED STATES ENERGY SECRETARY. 

(MADE IN THE ENERGY DAILY, SEPTEMBER 2, 1982". THIS QUOTE DOES, HOWEVER, 

CLEARLY AND CONCISELY SOO1ARlZE THE NEED FOR A BALANCED MIX OF ENERGY 

TECHNOLOGIES. IN THE STATE OF MONTANA SUCH A BALANCED MIX OF TECHNOLOGIES 

SHOUID INCLUDE ALTERNATE AND RENEWABLE ENERGY SOURCES IN ADDITION TO 

EFFICIENT USE OF FOSSIL RESOURCES. 

__ WE, THEREFORE,-RECGOOlID THE CONTINUED USE OF SEVERENCE TAX MONIES 

TO SUPPORT ALTE~ TIVE AND RENEW'ABLE ENEmY AND THE USE OF FUNDS TO SUPPORT 

CONsERvATION MEASURES AND MORE EFFICIENT USE OF OUR FOSSIL RESOUR~ .. 

ESPECIALLY COAL. 

T~stimony of: 

Bill Bermingham 
Butte; Montana 

Mountain States Energy 

Opposes SB 97 
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Mr. Chairman, members of the Taxation committee. 

~ ~ 
~. 
~~ 
~ 

Helena, Montana 59601 
Ph. 406-443-5711 

I am Steve Meyer, representing .the Montana Association of 

Conservation Districts. 

Our policy handbook states that we, as citizens of Montana, 

should explore and develope the potentials of our resources 

to meet our future needs. Current developements in the altern­

ative energy program could very well make the difference in 

agriculture between a viable industry and a declining one. 

The developement of expanded alcoholproduction will provide 

a much needed market for our products, while projects such as 

low-head hydropower, microhydropower,and wind generation may 

well mean that irregation will continue where it has become 

too expensive to operate using power supplied by the utilities. 

We realize that over the past several years the Alternative 

Energy Loan and Grant program has corne under much scrutiny. 

But we know that there are problems with any new program and 

ask you to give the alternative energy program one more biennium 

to show that it can bennifit the developement of programs to 

sustain a viable agriculture industry. 

We endorse a "Do Not Pass" on SB 97. 

Thank you. 

Steven R. ]ieyer 




