MINUTES OF THE MEETING
TAXATION COMMITTEE
MONTANA STATE
HOUSE OF REPRESENTATIVES

February 12, 1985

The twenty-fourth meeting of the House Taxation Commit-
tee was called to order in room 312-1 of the state capi-
tol at 8:05 a.m. by Chairman Gerry Devlin.

ROLL CALL: All members were present except Representa-
tive Abrams and Representative Iverson. Also present
were Dave Bohyer, Researcher for the Legislative Coun-
cil, and Alice Omang, Secretary.

CONSIDERATION OF HOUSE BILL 690: Representative Barda-
nouve, District 16, Harlem, said that he was one of

the signers of the original bill that created the
resource indemnity trust tax and they thought it was

one of the better pieces of legislation that was passed
quite a few years back. He explained, because of an
error in administrative rules, it does not do what they
intended it to do and it has become quite controversial.
He indicated that the legislative rules said it should

be on the net and it was their intention that it should
be taxed on the gross. He advised that this tax indemni-
fies Montana for nonrenewable resources that have been
removed from the earth; it is put into a trust to reach
$100 million; and the interest on that trust can be spent.

PROPONENTS: Larry Fasbender, from the Department of
Natural Resources, stated that twelve years ago, a num-
ber of people rose and indicated that the state of Mon-
tana was going to suffer a great decline as far as

mining was concerned because of this imposition of this
tax on the mining industry and he did not think that that
came to past. He said that he hoped the committee would
support this bill so they can reinstate this to its
original intent and purpose.

Dan Bucks, Deputy Director of the Department of Revenue,
explained that the basic reason they repealed the old
rules is because they felt that the 1974 rules were
wrong, illegal and improperly converted the tax from



Taxation Committee
Frbruary 12, 1985
Page Two

being a tax on the gross market value of the merchanta-
ble mineral to a net tax and that was incorrect.

Don Reed, representing the Montana Environmental Informa-
tion Center, stated that the policy of the resource in-
demnity trust tax is to provide security against loss

or damage to the environment from the extraction of non-
renewable resources.

There were no further proponents.

OPPONENTS: Gary Langley, Executive Director of the
Montana Mining Association, gave testimony in opposi~
tion to this bill. See Exhibit 1. He also distributed
to the committee an article from Business Week entitled
"The Death of Mining". See Exhibit 2.

George Bennett, representing Asarco, Inc., and W.R.
Grace, gave a statement in opposition to this bill.

See Exhibit 3. He handed out to the committee Exhibit
4, which are some statements made by Governor Schwinden.

James D. Mockler, Executive Director of the Montana Coal
Council, offered testimony in opposition to this bill.
See Exhibit 4-A.

Jack Bingham, manager of the Troy Silver Mine, advised
the committee that last year, they paid the state of
Montana 6.3 times more than what they made on the bot-
tom line.

Jim Smolir, manager of the Sunlight Mine in Whitehall,
stated that times aren't good for mines and the only thing
they can do is to try and control costs and if

this committee refuses this request for a tax increase,

it is because it is not needed and it is not justified.

Tom Ebzery, representing the Nerco Mining Company, gave
testimony in opposition to this bill. See Exhibit 4-B.

John Fitzpatrick, representing the Centennial Minerals,
Limited and American Copper and Nickel Company, Inc.,
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advised the committee that in the last fifteen years,
the metal mining industry has lost 6200 jobs or 75% of
their work force; and Centennial is proposing a large
open-pit mine about 25 miles south of Helena near Jef-
ferson City and they will employ 230 people when they
first open and this will increase to 340 in the fourth
year of production. He indicated that they face a very
difficult situation and it is very unlikely that this
will be put into production at today's market price

of gold, which is $300.00.

Darwin VanDeGraff, representing the Montana Petroleum
Association, informed the committee that they have a
process whereby they reinject gas to bring oil to the
surface and under this bill, they would be paying taxes
on that gas that is reinjected, recaptured and then
reinjected, etc. He also indicated that they would

be paying taxes on any spill.

Janelle Fallon, representing the Montana Chamber of
Commerce, noted that the Bureau of Business and Eco-
nomic Research indicated that Montana has lost 7,000
basic jobs since 1979 and somebody is suffering.

Mike Micone, representing the Western Enviornmental
Trade Association, advised the committee that their
association has been, since its inception, working to
promote economic development and jobs in the state
while protecting the physical environment and they
believe that this bill is a detriment to economic
growth and jobs in this state.

There were no further opponents.
QUESTIONS ON HOUSE BILL 690: Representative Ellison

asked Mr. Bucks about a study that was previously
done on minerals in the state.

Mr. Bucks advised that the study he is aware of was
actually two studies, the first of which was issued
in May of 1983 and then it was updated in 1984, and
that is the study that he is familiar with.
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Representative Ellison said that he had the idea once
of adding a little to the RITT tax and the Bureau of

Mines told him that they were already taxed too much

and this just does not seem to add up somehow.

Mr. Bucks responded that he would be glad to sit down
with him and discuss this study with him.

Representative Sands noted that the practical matter
of this legislation is a tax increase and he asked
Representative Bardanouve if he thought this was the
proper time to have an increase.

Representative Bardanouve responded that it is not a
question of when is an appropriate time as it is a
qguestion of what the law says and the law says what
this bill provides.

Representative Schye asked when a mine sells its ore
or concentrate, what do they use for a wvalue.

Mr. Smolir replied that it depends on what kind of a
mine they are talking about - whether it is a cement
plant, gold mine, a copper-silver mine, sand or gravel,
oil or gas or even coal. He explained that they have
to refine and smelt the ore, but if they had to sell
the ore, they would probably sell it at the cost of
mining plus some increment for profit.

In response to a question from Representative Asay,
Mr. Bucks explained that both of those bills involve
the coal severance tax that has multiple purposes and
multiple uses, but this tax is used exclusively for
placing money into the trust fund that has the pur-
pose of indemnifying the state for any enviornmental
damage and loss of value.

Representative Asay noted on page 3, lines 7 and 8,
the striken language, and he asked if consistency
is their point, why are they now changing the law.

Mr. Bucks replied that Judge Gary said, in his opinion,
that those words, "at the time of extraction” are a
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source of confusion in the statutory language and that
those words created the ambiguity in the law that led to
two sets of interpretations being possible and he con-
tended that it removes the confusion to remove that lan-
guage.

Representative Asay asked which would be more benefi-
cial to the state - an additional tax levy at a higher
rate or additional tax revenues coming in because of
more jobs and more production.

Mr. Bucks responded that he thinks everybody wants a
growing and expanding economy and they also want, as well,
a clean and healthful environment.

Representative Williams asked why the language on top of
page 2, lines 1, 2, and 3 was put in.

Mr. Bucks explained that this reflects how they are ad-
ministering it right now - these matters are not excluded
under the RITT now, but they are excluded under the sev-
erance tax. He indicated that the cross-reference is
made here so that they do make a very specific reference
to something that is specifically defined under another
statute.

Representative Williams noted that in the metal mines,
such as gold and silver, he did not think they were com-
parable in that respect.

Mr. Bennett answered that this shows the problem that the
Department of Revenue is creating when it departs from

the value at the point of extraction because the taxes

are not the same type of taxes and it is only going to
result in a disparity between the various producers. He
continued that he did not know with oil and gas, 1if the
windfall profits tax may be a help and the department

has prepared a fiscal note that shows no impact on the

oil and gas industry and that is because the o0il and

gas industry is producing crude and being taxed on crude;
and with the other producers, they are producing a miner-
alized rock from which something else can be produced. He
contended, that to be consistent, the Department of Revenue
should tax the oil and gas people on gasoline or diesel
fuel or whatever can be made from crude oil.
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Representative Williams asked how do you determine a ton
of gold ore or silver ore at the mouth ot the mine until
it has been assayed or refined.

Mr. Bennett explained that that was done for eleven years
because of court decisions and there are several approaches
depending on the type of industry. He informed the commit-
tee that they can take the cost of mining and add the pro-
fit and take that as the value of the mineral produced and
that would be most applicable to sand and gravel. He also
advised that you can take the net smelter return and elimi-
nate all the costs back to the point of extraction and the
Department of Revenue did that with no problem for at least
nine years with W. R. Grace.

Representative Williams asked if it would be more reasona-
ble to approach this on the basis of defining the value

as being proposed and reducing the percentage of the tax
so there is definitely no misunderstanding as to how it

is applied.

Mr. Bennett replied that he did not think so, but to be
consistent with those who extract natural resources, you
have to take the value of that natural resource in its
unrefined, unprocessed state, or you are going to have
gross discrimination and you are going to have litigation.

Representative Sands asked Mr. Bennett if the industry
was comfortable with their legal position now without
any further clarification.

Mr. Bennett responded, "Yes, if the department would ad-
minister the tax as they did for eleven years."

Representative Switzer asked if there were two separate
courts that ruled against the ore.

Mr. Bucks answered that Judge Bennett ruled against their
interpretation on substance and said they should go out
and adopt new rules defining the method of accounting; and
Judge Gary said that their new interpretation in 1982

of the 1973 law was correct, but because they left the

old rules in effect so long, he was not going to over-
turn the old rules, but said that they should take the
matter to the legislature and have the legislature de-
cide.
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Representative Switzer questioned if the removal of this
language would then reverse the decision of both courts.

Mr. Bucks answered that it would reverse Judge Bennett's
decision and it would strengthen Judge Gary's interpre-
tation of the law.

There were no further quesions.

Representative Bardanouve stated that he heard some hostile
guestions, but the damage and loss in removal of minerals
from the earth is no less severe whether a loss or a profit
occurs.

The hearing on this bill was closed.

CONSIDERATION OF HOUSE BILL 679: Representative Dave Brown,
District 72, stated that this bill essentially does the

same as HB 122 - it allows the local governing jurisdiction
to reduce the net proceeds tax on new oil production or
expanded existing production as an incentive to spur develop-
ment in that industry. He also explained some proposed
amendments to the committee.

PROPONENTS: Darwin VanDeGraff, representing the Rocky Moun-
tain Oil and Gas Association, stated that they do, in fact,
endorse this bill and they think it is a very important bill
because it recognizes a problem. He explained that they are
dependent upon some sort of an incentive to attract new in-
vestment capital into Montana.

John Shontz, representing Richland County, indicated that
in the last two years in Richland County, they have lost
approximately 2,000 jobs in the labor market due to the
decline in the energy business and their tax base had de-
clined approximately $1 million.

There were no further proponents.

OPPONENTS: Don Hoffman, representing the Department of
Revenue, advised the committee that they were opposed to
this bill as it did not, as drafted, (1) exclude 51 mills
for the state, (2) it needs an applicability date, and (3)
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it has some language concerning incremental production over
existing production that they feel would create some problems
as to how it could be handled.

Bill Campbell, representing the Montana Education Association,
commented that although this is permissive with the county
commissioners, if the taxes are reduced, 60% of those taxes
also affect local schools; and if this is expanded and granted,
the county commissioners can reduce the amount that will

come into the schools without the schools having any say

about it.

There were no further opponents.

QUESTIONS ON HOUSE BILL 679: Representative Ream noted that
the life of a well is about four or five years, and he asked,
if during that time, could there be any changes in the equip-
ment or modernization of the process to extract the last few
drops.

Mr. Shontz replied that there can be - in Montana the average
well produces 17 barrels a day and in Richland County, they
produce 100 barrels a day. He indicated that it costs about
$1 million to drill an oil well in their area and in the

last month and a half, oil has been bouncing around $25.00

to $26.50 a barrel and it is not economically productive

to go in and stick with a well that is going to give you

a return of 40 to 50 barrels a day as it is going to cost
$1/4 million to do that and it is just not feasible.

Representative Gilbert indicated that he disagreed with the
statement that a well had a useful life of about four or
five years.

Mr. Shontz replied that he would not disagree with that.

Representative Ellison asked what period of time he thought
would be reasonable.

Mr. Shontz responded that the people he represents felt
they would be more comfortable with a three-year period
rather than a ten.
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Representative Harp commented that oil hit a high in 1982
of $33.00 per barrel and the projections for the next three
years are around $25.00 to $26.00 and he felt that the rea-
son for Richland County having trouble with people leaving
the area has nothing to do with the mill levy, but it is
strictly economic.

Representative Brown responded that he did not know if this
type of legislation would have any impact, but if this does
help promote the production of new oil, then it benefits
the state; but if they pass this legislation and it doesn't
help at all, he did not think it is going to hurt and it

is worth a try.

Representative Ellison noted that they have certain provi-
sions in this bill and certain provisions in HB 122 and he
asked what would be the cumulative effect and would they
be getting a better deal in oil.

Representative Brown responded that he did not know the
answer to that, but this one deals with net proceeds and

the other one deals with property taxes and he did not see
how it would be any different since it is the same incen-
tive in both cases and he did not know how you could compare
them.

Representative Ream asked if the counties decide to do this,
what is the fiscal impact going to be.

Mr. Bucks responded that they will try to answer the ques-
tion what would happen if it were granted across the board
and they want it understood that they are not saying that
would happen and that it isup to the legislature to decide
what would happen.

There were no further questions.

Representative Brown said that the fiscal note says what

it should say - that there is no impact on existing revenue
because there is no way to tell what the impact is going

to be because you can't tell which counties are going to
take advantage of it. He contended that if the counties
take advantage of this, this will spur o0il production and,
in the end, the total income of the state will be a lot
higher than it is now.
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The hearing on this bill was closed.

CONSIDERATION OF HOUSE BILL 800: Representative Harp, Dis-
trict 7, stated that this bill was requested by the House
Taxation Committee and comes from the last 2% weeks of the
revenue subcommittee on taxation and they felt that it would
make the budget process much clearer if they could require
that any accounts that are now on SBAS be changed to GAAP,
which is the generally accepted accounting principles.

PROPONENTS: David Hunter, Director of the Budget and Pro-
gram Planning, said that they were not really making a
major policy change, but you are putting in statute the
direction that the state has been headed for the last four
years.

John Northey, from the Legislative Auditor's Office, stated
that the problems they have been having will be solved if
this bill is implemented.

There were no further proponents.

OPPONENTS: There were none.

QUESTIONS ON HOUSE BILL 800: Representative Sands asked
if this was not to have an effective date of July 1.

Mr. Northey replied that originally when this was drafted,
they had an effective date of June 30, 1985, but they changed
that because probably the agencies would not be able to

be in compliance with this until the end of this year, so
by removing the effective date, the act becomes effective
October 1, 1985.

Representative Ream asked what state agencies are now not
following this procedure.

Mr. Northey responded that most state agencies are heading
in this direction and he thought the intent of the bill was
to give them a nudge.

There were no further questions; Representative Harp closed
and the hearing on this bill was closed.
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CONSIDERATION OF HOUSE RESOLUTION 2: Representative Harp,
District 7, testified that this resolution will change the
house rules and they felt it was important that a permanent
subcommittee on revenue be established by the house rules.

He explained that by the 40th legislative day, the revenue
estimates would be given to the House Taxation Committee.

He advised that they are in difficult times as far as revenue
is concerned and they have got to be tracking those revenues
and fully understanding the ramifications of any changes.

PROPONENTS: David Hunter, Director of Budget and Program
Planning, testified that the committee worked hard and while
they do not agree with all the conclusions, they have re-
solved a lot of differences, clarified some things and

have put in a resolution form something that can be debated
during the whole process.

There were no further proponents.
OPPONENTS: There were none.

QUESTIONS ON HOUSE RESOLUTION 2: There were none.

Representative Harp closed and the hearing on this kill
was closed.

EXECUTIVE SESSION:

DISPOSITION OF HOUSE JOINT RESOLUTION 9: Representative
Harp distributed copies of the grey bill to the committee.
(See Exhibit 6.) He explained the changes to them and

answered questions on the amendments. He then moved that
this bill DO PASS AS AMENDED. The motion carried unani-
mously.

DISPOSITION OF HOUSE RESOLUTION 2: Representative Patter-
son moved that this bill DO PASS. The motion carried unani-
mously.

DISPOSITION OF HOUSE BILL 800: Representative Sands moved
that this bill DO PASS. The motion carried unanimously.
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DISPOSITION OF HOUSE JOINT RESOLUTION 21: Representative
Ellison moved that they reconsider their action on this
bill. The motion carried unanimously.

Representative Sands moved to take the amendments off the
bill that were previously adopted. The motion carried
unanimously.

Representative Ellison moved that this bill DO PASS. The
motion carried unanimously.

DISPOSITION OF HOUSE BILL 553: Representative Williams
moved that this bill DO NOT PASS. There was some discus-
sion on the motion and Representative Sands made a substi-
tute motion to TABLE this bill. He commented that he
thought there were a lot of administrative problems and

a domot-pass motion would send a bad message. The motion
carried unanimously.

ADJOURNMENT: There being no further business, the meeting
was adjourned at 11:12 a.m.

AA//L)(’“ o (L

S ‘o P
W -dind

Alice Omang, Secyetary



DAILY ROLL CALL

HOUSE TAXATION COMMITTEE

49th LEGISLATIVE SESSION -- 1985

Date February 12, 1985

e | PREsent | aBsEnT | ExCUSED
DEVLIN, GERRY, Chrm. X
WILLIAMS, MEL, V. Chrm. X
ABRAMS, HUGH ' X
ASAY, TOM X
COHEN, BEN X
ELLISON, ORVAL X
GILBERT, BOB X
HANSON, MARIAN X
HARRINGTON, DAN X
HARP, JOHN X
IVERSON, DENNIS X
KEENAN, NANCY X
KOEHNKE, FRANCIS X
PATTERSON, JOHN X
RANEY, BOB X
REAM, BOB X
SANDS, JACK X
SCHYE, TED X
SWITZER, DEAN X
ZABROCKI, CARL X

CS-30



Page 1 of 8. STANDING COMMITTEE REPORT

having had under coNSIAEration ... AL N RIS, L S N AT e

__ Ffirst  readingcopy (_white )
color

A JOINT RESOLUTION ES’H\BLIS&I‘&G AN ESTIHATE OF THE STATE'S ANTICI-
?x&fﬁi} REVENUE FOR EACH YEAR OF TEE 1386~87 EISHRIUM FOR THE
PURPOSE OF ACHIEVIHNG A BALANCED BUDGET AS MANDATED BY ARTICLE
VIII, SECTICR 9, OF THE HONTANA CONSTITUTROD.

Respectfully report as follows: That............. EQUSE. JOIHTD. . RESOLUTION .ot Bill NO.....Burenenee
e amended as follows:

1, %itle, lina 9,

Followings *CORSTITUTION®

Taserts “; ACCCPTING A JONE 30, 1984, GENERAL FONMD BALANCE TAAT YAS
CSTADLISHED BASED ON GUEERALLY ACCEPTZD ACCOUNTING PRINCIPLIS:
DEGIHG AGEHCINS TO HARY TIHELY ACCOUNTIEG DETRIES 1M ALCCGROMNICE
UITH CHENEBALLY ACCEPTDS ACTOURTING PRINCIPLES; REQURETING THE
DOVERNGR*E OPFILT OF BULRGHT 28D PROCREANM PLAKWING =02 U5z TS
ARYERTE DETIWATES COYNTRIEED IXM  THIS RAESOHLITION A8 OFPFPTCIAL
DEYRHDE  TQTIMATUS PO PISCAL YSARD  1%3S-~86 LHD 1986~87r 2D
ZOATABLISHING AN ESTTHATE OF THE RORGTUERAL FUSD REVEAUES FOR 4R
SCUOQT, FOURDATION PROCDANM®

. Page I, llno 15,
Following: “to towal”
Atrike: "E757,537,000%
Ingarn:  “%T45,148,2395”

PHEARE

Chairman.
STATE PUB. CO.
Hetena, Mont.

PmsNiibirTrrre oAt TADYV



Page 2 of 8.
HJIR 8

3. Page Z, lina 1.

Pollowiag: “gericd”

Insart: ®and 25 assymption 2f & continmatinn of Hoatana law as it
existad an January 1, 15357

4. Paga 2, lipes 24 az2ud 25,

Prllowing:  “abooat™ on ling 24

Serike: "6% during the biznaion”

Insare: 4% *for 1985, 5.7% for 1986, sad 5.4% for 1987,°

5. Pages 2 snd 3.

Pollowing: “drift® gn line 29 of page 2

Strika: the remsiloder of iline 25 throagh "1%€7" on llas 1 of page 3
Inzare: “*Aownward durisg the blanniux®

6- ~-&;§§J 3:
Striks: lins Il in ilte entirsty
Poitowliage ot k-3

Inserty "3115,000,0460 S1324,000,900 $133,000,000 5287,000,000°

7, Page 3, lina 17.

Following: “also®

Inzers: “iﬁClﬁuﬁ tha wifeots of foderal facome tax indazing, avasune
z continuacion of lontana law as it axisted an January 1, 1995,
and® .

Pollowing: Tare™

Iagert: Toathorwisa®

8. Puage 3, lines 18 through 0,

Following: credits.® on line 18
Strika: the remainder of liaas 18 through lins 30

9. Page 4.

Pollowingr liae 2

Etrike: line 3 in {t3 sntirste

Insere: “$17,335,000 $19,152,000 $17.8737,024 £37,029,034"

19, DPagem 4, line 26,
Following: Yaghimotag, ®

Ingartts  “"The revange estisaces ars furtber bYassd on tha following
axswmptiong of production snd pricoe:s
Tons of Coal
36,500,008 32,0080,.000 33,000,400 55,008,000
Prics nar Ton
$15.00 2ig.50 515,80 A"
2
........................................................................... G

STATE PUB. CO.
Helena, Mont.



Page 3 of 3.

BRI Pebruary Y2« .o 19. .85

11, ©Pace 4.

Follawing: 1ina 21

Strike: fne €2 in Lty entirvetyr

Insari: *§31,680,080 $24,500,080 223,833,333 $46,333,3323"

Z. Paga 5, lias 2,

ullawiﬂa‘ "demand

triks: “ﬁgibaugh‘

Baaert: TBecsuss a worldwids surploas of oil and boeagseY

13. Page 5, linsx 5 throogh 10,

Fullowing: "priczs® on line B

Strike: the remaindor of line 5 rthrough line 10

Iazert: "and production will decreanc slightly throughoot the
bieanium, The revenue 2stimates for 211 szeverance taxes ars
furthar based oa the {ollowing asssumpriosax of orice and produce

Lions
Barrals of 01l

238,800,000 28,000,098 57,500,000 55,500,600
Price par Barrel

237,54 £726.2% £36.092 W07 L

14. Prge 3.

Pollowing: line 11

Btrike: lims 30 in its antirety :
Iassrt: "525,505,417 $22.6835,417 822,093,333 544.718,750"
15, Page 5, lins l€.

Pollowiags “noces®

Taserr: in the ssount of $38.0860,000%

Pollowving: "vear.”

Tnserr: It is Jurther anaiaigstgﬁ that $54, aa 2408 in tax
auticipation nO?&& #ill be aold & f al vaar 1986 aad in
fiscal yaar 1587

16, ¥®Page 5, ilas 18.

Fellowing: “accouns.”

Ingert: "The grodscted rates of rerura ars 10.33% Ifor fiscel vasr
1985, 10.75% for fiswal wear 19586, and 10.00% for fimeal vear
1937. The satimated rovenuss from luterest on invsstlents are
ased on the agtisipatad dally averags inventabla atounns of
STL4,005,009 in Iiagcal vwaar 1385, S175,000,0400 3ia fiscal roay
1986, aud 3175,000,090 in Lisocal yosr 1587.0% .

(PN

STATE PUB. CO.
Helena, Mont.



Page 4 of 5.

RJR 9
. Februaxy 12, .. 19.83
17, Page 5.
F(J&Jﬁgwugi :ib’z{: 19
3erikasr  lina 20 in iftvs eativesty
Iusart: ”3$37,634,000 $32,311,0090 $40,261,000 $78,3%72,0007
18, Pages 5 and &,
Fopllowing: “taz.”™ on line 24 of page §
Strike: the remsinder of line 24, lina 25 in its entirvsty, acd line

13, Page €, line 2.
Pollowing: lisns 1

Serike: TAssumption”™
Inaare:

lins §.
*i387."™

8., Page £,

Pollowing:

Ingare:
1385,
Rasranug
i- + ”"G&l

1986,
vaar.”

il., Page 6.
Following:

1 o0 page & in its a2ntiraty

FAzaunptions®

%1t ia fgrihar assumed that ¢igare
and 1987
from tobaccn sales is expected o b $835,500

naw long~tern invesusents for 1985, 1286,

sv o sales for Ziscal
he 20 willion packs aach

for

el

rEATS
FRAE
sach

will

e

£33,726,000 962,543,000

The anticipared interesc
and 1287, are

siightly for 1287

12.00%, 17.08%, aad 11.75%, raspectivaly®
23. Pags &,
Pollowing: liag 32
Striker line 24 in its euntiresy
Ingart: ®S15,708,000 £16,135,000 318,737,820 332,332,00¢0"
24, Page 7, line 1.
Following: “abour®
Btrike: 793
Insart: “%5_ 53"
25. ?ﬂ:&’}‘») .}6
Pollowing: 1ing 4
Strika: line 85 ia 1fs envirety
Tmgarg:  *3170,9%3,.000 214,380,088 315,200,088 £30.,100, 000"
4

STATE PUB. CO.
Helena, Mont,



§age 5 of 8

HIR 9
.......... February.l2 .. ... 19.85

2§, Paga 7.
Pollowing: liae 16
Strike: lime 17 in its zatiraty
ingarc: "54,850,4550 25,255,060 35,700,000 $§16,450,000"
7. Page 7.,
Pollowing: lioe 18
Sexie: lins 13 is its omtivate
Insert: "56,110,006 £6,322,589 26,337,000 51«,”&3,5&9‘
«8. Page 7, lias 25,
Vﬂii@wiﬁq* "lavel,®

asart Tihs rovenee sstimktes far hoth liquar profizs and oxclsza

23.

taxe zre Tarther based on denlins® in unit salas of 3% for
fincal vears 1985 and 1987, couplad with Ingreesss in prices of
5.5% in sach o»f the fiscal vesarsz.h

-

Page B,

Pallowing: lisoe 1
Brrike: liae 2 in itg entiroee
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35, Page 9.
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BE IT FURTHER REZBQLVED, that the Legisliature accepts Sor budgst
parpeses  tha voarasssryasd goneral fund Halancs of  £35,087.000
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2 IT FURTHEER QESOLYEID, thar. the Dapartment of Admiaistration
znd other state agencies sre strongly urged €0 make tioele
arcounting entries so that by June 32, I1%8S, the state dDudgeting
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STANDING COMMITTEE REPORT

v February 12, . ... 19.83. .
MR. ... SPEARER: .o,

We, your COMmIttee 0N .....cceeeveeeeiiiieeiiireisennenennns T AKATIO?! ...........................................................................................
having had under consfderation ............................... HOUSH RESOIUTION e, Bill No. 2 ............
_ firat = reading copy (__¥hite )

color

A RESOLUTION TO PROVIDE FOR A REVEWUE SUBCOMMITTEE OF THE HOUSE

TAZATION COMMITTIE.

Respectfully report as follows: That..........cc..... JIOUGE. . RESQLUTIEN. ..., Bill No..oou@eeee..
DO _PASS.
STATE PUB. CO. Gerrv Devlin, Chairman.

Heilena, Mont,
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MR. ....... SPEAKBR .,

We, your committee on TAXATIG?‘? ....................................................................................................
having had under CONSIABIALION wovvveveeereererrerernenns BOUSE e Bill No...... a04q.
- Eirst . white

readingcopy (" " )
color

A4 ACT MO REQUIRES THAT THI STATL'S ACCOUNTING SYSTEM BE DSTABLISHED
AUD STATE AGENCY FINAHCIAL RECORDS AND REPORTS BE PREPARZD IN ACCORD~

ANCE WITH GENERALLY ACCUPTED ACCOUNTIN PRINCIPLES;

Respectfully report as follows: That.....cocccvviicirccininenininnnnnd BOUSE e, Bill No"ﬁ){) .......

DO PASS

© st s

STATE PUB. CO. Gerry Devlia, Chairman.

Helena, Mont.

e gy kA L O f g pm vy g Py s 4 A g



STANDING COMMITTEE REPORT

e EGPFUREY X2 19.85
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We, your committee onT"im‘?IOH ...........................................................................................
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A JCIUT RESOLUTIOY SUPPORTING COMPREURNSIVE YEDERAL TAX IEFORM AND

SIMPLICATICH.

Respectfully report as follows: That............ ﬁOUSEJOIEE’?R?SGLUTIOH .................................. %: 5?{[\10 21

DO PASS

STATE PUB. CO. Gerry b«wlin, Chairman.

Helena, Mont.
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TESTIMONY OF THE MONTANA MINING ASSOCIATION HB &70
IN OPPOSTION TO HOUSE BILL 690 2 /02 /s
BEFORE THE HOUSE TAXATION COMMITTEE Gary L’Mf/gy

February 12, 1985
Mr. Chairman, members of the committee:

For the record, my name is Gary Langley. I am executive director
of the Montana Mining Association.

The Montana Mining Association is a trade association that represents:

1) Every major producer of hardrock minerals in Montana; 2) Some coal
companies; 3) Mining firms that hope to construct mines in Montana in
the future, and 4) Companies that supply goods and services to the

mining industry,

The Montana Mining Association is opposed to House Bill 690. House Bill
690 would amount to a direct tax increase on members of the Montana Mining
Association of 155 percent. A survey of 13 of the Montana Mining
Association's members shows that if House Bill 690 is passed by the
Legislature, taxes will increase by nearly $1.4 million dollars. The
increases would range from a low of $5,000 for a cement company to
$297,876 for one of Montana's largest metal producers to $351,282 for

a coal mining company.

This increase would come at a time when the mining industry can least

afford it. Indeed, the Dec. 17, 1984 edition of Business Week Magazine
described 'the-mining industry as "permanently bedridden." The reason is
Tow metal prices brought on by foreign competition and domestic economic

uncertainty.

In Montana, general business and severance taxes also are a contributing

factor to the state's lagging mining industry.
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Page 2

In September 1984 a study conducted by Robert L. Davidoff and Ronald g
-l

J. Hurdlebrink of the U.S. Bureau of Mines probed hypothetical mining

operations in eight western states and Wisconsin. It concluded: "In
all cases, Montana had the highest Tevel of tax payments and the low- %

est rate of return.

A similar study was conducted in December 1984 by Whitney & Whitney, a

Nevada-based mining management consulting firm. The firm studied taxes
on open pit and underground mining operations in 15 states. It conc]ude?

that Montana had "consistently high taxes" on its mining operations. In

fact, Montana's severance and general business taxes were second only

to Minnesota in all cases and ranked third in four of six examples.

(Arizona was second.).

Montana mining operations must compete with foreign countries, which -’
operate their mines at a loss just to provide employment for their ?

citizens and currency for foreign exchange. In addition, Montana must

vie with other states, not only to attract new mining ventures, but

to retain those that currently are in operation. %

Montana's attitude toward taxation hardly fosters an attractive c]imate.%

At issue is whether the Resource Indemnity Trust Tax is levied at the

point of extraction or after value is added by the treatment.

From 1973--when the tax first was imposed--to 1982, the Department of

Revenue levied the tax at the point of extraction. In 1982, however,
the DOR changed its regulations so that the tax would be imposed on a %g

higher value. This is inconsistent and indicates that the DOR simply
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changed the rules with obvious intent of increasing the revenue.

This is unnecessary because the fund historically has not been used
toward its original constitutional intent, which is to indemnify the

people of Montana for damage done by natural resource extraction.

The Department's new interpretation also was rebutted by two district
court judges who studied the issue at length. In fact, District Judge
Gordon Bennett said: "DOR's new interpretation is strained, convoluted

and unworkable..,."

The initiation of this tax increase, particularly in light of the District
Court decisions, also appear to contradict statements made by Gov. Ted

Schwinden during Tlast year's campaign when he pledged no new tax increases.

In June 1984, the governor told the Billings Kiwanis Club: "Hardrock min-

ing is becoming the new star of the mining industry in this state.”

The hardrock mining industry will reach those expectations only if it

is spared excessive taxation.

I hope you will take this into account and reject House Bill 690.

#### 4
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THE DEATH
— OF MINING

AMERICA IS LOSING ONE OF ITS MOST BASIC INDUSTRIES

ust south of Tucson, a two-lane

highway rolls through the desert to

Mexico. Along one 26-mi. stretch, it
skirts five open-pit copper mines amid
the saguaro cactus, mesquite, and iron-
wood. This is U.S. 89, known as el ca-
mino de la muerte—"road of death”—
for the toli it has taken on drivers zoom-
ing north from a hard-drinking night in
the border town of Nogales. But the
macabre name might just as easily refer

to the mines that line this lonely road.
Once the workplaces of thousands, they
are now either closed or up for sale—a
stark reminder of the sad state not only
of U.S. copper companies, but of most
of the rest of the North American met-
als mining industry.

The recovery of 1983-84 largely by-
passed producers of copper, iron ore,
nickel, lead, zinc, and molybdenum.
Now, after a prolonged period of painful

losses, these companies are reeling from
what are clearly chronic problems:
shrinking markets, huge debt, and de-
pressed prices. Three or four major met-
als producers may even be forced out of
the business over the next few years. In
a very real sense the industry is dying.
The ini
example of

I ; nduste
meaatrend: the inexorable shift of the
production and_processing of all basic

JEFFREY HANGLTON

BTN

o
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materials from the industrial countries
e TRT Worll. Like steeimaking,
metals mining is vulnerable to some fun-
damental forces. It is an industrial activ-
ity in which, these days, the developing
n?ggﬂbﬂs_an_ammmmww

economic_advantages: cheap labor
plus very-low-cost reserves.

The industry’s plight ripples far be-
yond the dozen or so compames that
dominate metals mining in North Ameri-
ca. Just four years.aga.metals mining in
the U.S. was an $8.9 billion enterprise.

By 19831t had shrunk to just $5.9 billion.
g employmontalteady down. i
44,800 at the start of thisyear from
IW

contraction is already creating modern—
day ghost towns (page 68) in mining re-
gions of the country. And while lower
metals prices do mean at least a short-
tewnrbemefttToF Manulacturers and con-
SUTNEFS, S0me observers are_concerned
th e industry’s problems may one
day put national security at risk. “We
fieed a copper industry, for defense pur-
poses if nothing else,” asserts Represen-
tative Morris K. Udall (D-Ariz.), chair-
man of the House Interior Committee.

REAL DANGER. For all these reasons,
metals mining could become the next
cause _célébre in Washington’s continu-
in S . Many
officials within the Commerce, Defense,
and Interior Depts., as well as in Con-
gress, now believe the U.S. may soon
have to choose between forgoing major
Segments of its mmerals-m‘oducnlg__apa-

bility and Subsidizin : re.1n
real dan i 2 of our copper

industry a Vi 2
indust on
of the Bureau _QLMings..A]] across the

o The largest copper producers—Kenne-
cott, Asarco, and Phelps Dodge—are
deep in the red again this year. Phelps
Dodge lost $50 million in the first nine
months. Kennecott Corp.s $41 million
operating loss in metals during the third
quarter brings its total loss in the busi-
ness since 1981 to $483 million. Asarco
Inc., which suffered a net loss of $70
million in the first nine months of 1984,
had to cancel its fourth-quarter dividend.
a The major oil companies—which once
rushed into metals as the next best
thing to oil—are already giving up. Last
month, Pennzoil Co. took a hefty $100
million write-off to reflect the decreased
value of Duval Corp., its copper and mo-
lybdenum mining subsidiary. Three
months earlier, Atlantic Richfield Co.
took a $785 million write-off on Anacon-
da Minerals Co., a copper and metals
fabricator it purchased in 1977 for $680
million, Both companies have put their
metals operations on the block.

o In iron ore, U. S. Steel, Hanna Mining,
and Pickands Mather announced in No-
vember yet another round of temporary
mine closings that will shut down most
of Minnesota’s iron-ore Mesabi Range
this winter. Days later, Canadian steel-
maker Stelco Inc. announced that it was
permanently closing its Griffith Iron Ore
Mine. That added a further 1.5 million
tons of ore-producing capacity to the 25
million that has been shut down for
good in the U. S. and Canada since 1980.
o In nickel, zine, and lead, the scene is
much the same. Toronto-based Inco Ltd.,
a giant nickel producer, has posted 13
consecutive quarters of operating defi-
cits. Noranda Inc., a major zinc and lead

PENNZOIL'S SIERRITA COPPER MINE IN
ARIZONA: THOUGH UP FOR SALE, IT HAS
SO FAR SURVIVED BY CUTTING WAGES AND

producer, lost $38 million in the third
quarter, wiping out its first-half profit.

A_w.ues_o.f_fam,_ammmbjnn_mm
ing's malaise. The industry js hobbled by,
2_worldwide excess of capacity thaty
shows no gign of abating, Despite disap,

ﬂieg—’lllﬁ:d-

pointing demand_for most-met
World countries, eager to ex

of their natural resoumgs._kﬁgp_upenmg-
giant new mipes that.incorparate the late
est recovery fechniguesthe-streng-dol-

Jar makes their lowscost praducts pacsie-

ularly _appealing to U.S. buyers.

Underlying all this 1s a weakening ge
logical base: Many of the rlche%t‘(rg’— s

Tic basé-metal reserves are coming close
to_depletion, while the low-grade ore-

tlwdmswﬂﬂw

In their day, North American mining
companies ranked among the world'’s in-
dustrial elite. Amax, Anaconda, Asarco,
Kennecott, or their forerunners helped
settle the West. Huge family fortunes
derived from mining, including the
Hearsts’ and the Guggenheims’. Mining
companies were among the first U.S.
multinationals, dominating world mar-
kets during the boom that followed
World War II. Amax Inc. once held 50%
of the Free World market for molybde-
num, a metal used in everything from
light bulbs to jet engines. Inco once sup-
plied 90% of the world’s nickel.

WILD FLUCTUATIONS. Things began to
change in the 1970s. Copper and iron-ore
mines in South America and Africa were
expropriated. The North American_in-
dustry was hit with large environmental
expenditures. New competitors from the
Third World appeared, many of them

state-owned and blessed with_abundant |

reserves—
Price-setting, once the province of the
North American oligopolies, shifted to

=

mining spectrum the 81gns are plain:

BENEFITS AND EXTENDING WORK HOURS

COVIR STORY
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the tloors of the world’s commoditics
exchanges, chiefly the London Metal Ex-
change. Steady prices yielded to the wild
fluctuations now the norm in the busi-
ness. Demand for iron ore, nickel, and
molybdenum started to wobble as the
biggest customer for all three metals—
the U. 8. steel industry—faltered.
" But the most devastating blows came
with the recession of 1981-82. After hit-
ting record, or near record, levels in 1979
and 1980, earnings of the North Ameri-
can producers collapsed. From 1482
through this year’s third quarter, 10 of
the largest independent North American
mining companies reported net losses to-
taling $1.8 billion. At the start of 1981,
their debt amounted to 36% of their capi-
talization; by the end of this year's third
quarter, it was close to 41%—at least 10
percentage points above the average for
U.S. industry. Return on shareholders’
equity, which stood at 18% five years
ago, is likely to end up this year at mi-
nus 1%. On average, the shares of the
U.S. metals mining companies in the
group sell for 36% below book value.
The situation has grown so grim that
Interior Secretary William P. Clark, who
last fall tried to win import relief for
copper producers, is now publicly voicing
his alarm. Worried about U.S. depen-
dence on foreign minerals, Clark has ap-

‘we

pointed a 25-member task foree to
search for ways to preserve the nation’s
remaining mines. In mid-November, the
panel, headed by retired Rear Admiral
William C. Mott, issued its first substan-
tive proposal. It called for the U. S. stra-
tegic metals stockpile to be placed in the
hands of a Comsat-type, quasi-govern-
ment corporation instead of several
agencies. A single entity presumably
could make decisions more smoothly
than the present mix of overseers can.
ROCKS IN WATER. The industry’s most
visible problem is prices, which have
lately had all the buoyancy of rocks in
water. Even though strikes have cur-
tailed 63% of U.S. lead mining capacity
since summer, lead has nonetheless fall-
en an additional 5¢ a b, since July. Al-
though inventories of copper on the

dom—amd—New—York eéxchanges have

dropped 507 since January and world

dtm__r_,_me_mﬂﬂ_mmmw
8.3 million tons this year, copper_is_now
61¢ a 1b.—9¢ below its price last April,
“These are mics as
Asarco
President Richard de J. Osbome “Based
off e TURCATHENT T3 0n BRIOFE -
cedent, we should now be several quar-
ters_Into_a price recovery . Yeb—m-—roal
terms, the price of copper is Jower now
than at any time in this century except

3

dugjpg the trough of the--bepressie

Indgg;zy gxggutwes lay much of the
blame on the mighty U.S. dollar, which

has allowed foreign producers to offer
metal to U.S. buyers at low prices and
to_maintain—or even Iatten—profit mar-
gins_in their own currencies. Grumbles
Inco’s Chairman Charles F. Baird: “The
U.S. dollar is killing us.” Some execu-
tives are hoping the dollar will soon
weaken. But even if it does, it may be
too little, too late. “The concept of cur-
rency devaluation is overblown,” argues
Brian E. Felske, a Toronto-based mining

" consultant. “A 10% decline will do some

good, but it isn't going to bring copper
producers back to profitability.”
Moreover, a declining dollar does not
necessarily mean that the price of cop-
per, lead, and molybdenum will rise,
notes Firoze E. Katrak, a vice-president
of the Boston commodities research firm
Charles River Associates Inc. The rea-
son: Even in times of glut, world produc-
ers set their prices on the direct operat-
ing costs of the most expensive mines
which happen to be in the U. 8. A lower
dollar would thus affect neither produe-
tion costs nor market prices in the
U.S.—and would also have no bearing
on worldwide supplies or demand. Al-
though Katrak believes prices just might

rise moderately over the next few yeirs i

WHY CHILE IS THE KING OF COPPER

CHEAPER LABOR: CODELCO MINERS' WAGES ARE HIGH BY CHILEAN STANDARDS—BUT ()NLY A TENTH OF WHAT U.S. MINERS EARN
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he thinks they will more likely languish
near present levels. He predicts that cop:
per will sell for less than 90¢ a lb., in
constant dollars, through the rest of the
century and that nickel and ead prices
will stagnate into the 1990s. The price of

malyhdepum,_he _predicts, will remain

ugh 1987,

A significant increase in volume also
seems far off. Metals experts almost all
agree that demand will hold steady, or
at best grow modestly, over the next
decade. Cleveland-based Hanna Mining
Co. is forecasting that North American
consumption of iron-ore pellets will aver-
age no more than 74 million tons a year
through 1990—a far cry from the 109
million tons consumed in the peak year
of 1979. Demand for copper-nickel lead,
and zinc is_seen increasing by only 1% to
2% for the next—t6-years.

A host of factors is curbing growth.
New materialssuch as plastics and op-

tiC_g_l_)g_S_.,g:g_mplas:ing_mﬁal.Uana.ny
}J)(rro_u_c_t_lineﬁ._}(atrak estimates that, by
0

0, technological advances will enable
manufacturers to use only two-thirds as
much copper per unit of output as they
do today. Lead is being banished from
gasoline, its second-biggest market,
while longer-lasting, lighter batteries are
slowing consumption in its primary mar-
ket. Mare and more-metals—recyctmg-is
oceurrin eve

In the few markets where demand

THE PLUNGE
IN METAL PRICES
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continues to grow respectably, supplies
keep growing as fast or faster. Accord-
ing to Katrak, world molybdenum con-

sumption may incre % r
thro 8 ny new molyb-

; during the
past_five_years that annual capacity is
now 69% greater than the 166 million ]b.
expected to be consumed next year.

For many struggling producers of
North America, the telling factor is the
decline in the grade of their ore. “The
high-grade, easily accessxble deposits
have be a

ohn W Goth Amax’s senior executive
Most of the nchest depog-
i s. That
1S & major reason why the giant Corpora-
cion Nacional del Cobre de Chile (o-
DELCO) is now the world’s foremost pro-
ducer of copper (below).

Similarly, Cia. Vale do Rio Doce, the
Brazilian state-owned mining company,
will be the world’s premier iron-ore pro-
ducer when its giant Carajas mine comes
on stream next year. Not only does Car-
ajds contain 20 billion tons of the world’s
richest iron ore, but Brazilian labor costs
are 78% lower than those at U. S. mines.
By 1988, output could hit 35 million tons
a year—nearly as much as the entire
U.S. produced last year.
‘UNCONSCIONABLE’ LOAN. It is unlikely
that Carajids ore will flood the U.S,,
since domestic steelmakers have a huge
investment in North American iron-ore
mines and processing facilities. But Jap-
anese and European steelmakers have
signed long-term contracts that should
allow them to buy Carajds ore for even

_

per, Corporacion Nacional del

Cobre de Chile (CODELCO) is the Pe-
tromin of Chile. Formed as the succes-
sor to five mining companies national-
ized in 1971, this state-owned giant is
blessed with more than 25% of the
world’s known copper reserves. Its
gargantuan Chuquicamata mining and
processing complex yields ores with
1.65% copper—2% times what a typical
U.S. deposit contains. At 44¢ per Ib.,
CODELCO’s production costs are the
world’s lowest. Not surprisingly, it ac-
counted for 16% of all copper mined by
non-Communist countries last year.

While sheer size gives CODELCO oper-
ational advantages, its rock-bottom la-
bor costs are what make competitors
weep. Although its 26,000 workers
earn only a tenth of what U.S. copper
companies pay, their wages are much
higher than average for Chile, where

25% of the work force is idle.

In 1983, while the North American
mining industry was deep in the red,
CODELCO netted a respectable $220.6
million on- sales of $1.8 billion. This
year, in spite of severely depressed
copper prices, it is expected to earn
$140 million. Profits would be even
higher were it not for a government
decree that diverts 10% of copper rev-

If Chile is the Saudi Arabia of cop-

enues to the Chilean armed forces.
As U.S. copper producers see it, CO-
DELCO’s success comes mainly at their
expense. Last year the company
shipped a record 330,000 tons to the
U.8.—46% of copper imports and 15%
of all the copper used by U.S. manu-
facturers. Clearly, the strong dollar
was a factor. But U.S. companies say
CODELCO'’s refusal to scale back despite
bulging world inventories is the prime
reason world copper prices are so low.
While U. S. mines are typically operat-
ing at 40% of capacity, CODELCO contin-
ues to run flat out. Douglas J. Bourne,
chairman of Duval Corp., Pennzoil
Co.s mining subsidiary, charges that
this is a deliberate attempt to drive
U. S. companies out of the business.
RADICAL BREAK? CODELCO officials re-
spond that their operation is the chief
prop under a teetering economy. Chile
depends on CODELCO for 46% of its for-
eign exchange. The government’s 1983
interest payments on $20 billion in
debts consumed all of the $678.5 mil-
lion the company handed over to the
state in taxes that year. Chile’s mili-
tary strongman, Augusto Pinochet, is
likely to impose additional unpopular
austerity measures to maintain debt
payments, so the pressure will remain
on CODELCO to keep production and ex-

ports high. The company is authorized
to spend $1.4 billion by 1986 to expand
its mines. Outsiders estimate that by
1990 it could be mining 40% more cop-
per than the 1.1 million tons it now
produces a year.

Simon D. Strauss, a former Asarco
Inc. vice-chairman who is now a consul-
tant, concedes that the Chilean govern-
ment has monumental problems. But
he believes that both CODELCO and
Chile would be better off in the long
run if they cut copper production to
raise prices. That would ultimately
bring in more foreign revenue, he says,
while slowing the depletion of Chile’s
most important resource.

Chilean officials point out that for
such a strategy to work, CODELCO
would have to move in concert with
other Third World producers, who are
also spewing out copper at an acceler-
ating rate. Given the developing
world’s plight, such cooperation is
questionable. And that sort of planning
would mark a radical break with Santi-
ago’s 1l-year reliance on the free mar-
ket. Some CODELCO executives even ar-
gue that copper’s reign as a key metal
is limited, so Chile should sell all it can
before the market shrinks.

By John O'Brien in Santiago and Pat-
rick Houston in Toronto
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less than this year’s Brazihan price of
$17 per dry metric ton, and that will
pressure U.S. producers to make even
more drastic cost cuts. Says Robert
Mclnnes, president of Cleveland’s Pick-
ands Mather & Co.: t‘lnﬂ)r_ta_t_lgn_(im
out question, one of the gravest

ur_Industry faces.” Equally ominous,
the cheap Carajas ore will cut the pro-

duction costs of some foreign-made
steel, which already claims more than
207 of the U.S. markel.

The Carajis mine project particularly
galls U.S. executives because its $5.1
billion price tag was underwritten with a
$500 million loan from the World Bank.
“The world did not need Carajds,” snaps
Hanna Chairman Robert F. Anderson.
Adds S. K. Scovil, chairman of Cleve-

“It was uncon-
scionable [that] they made that loan.”

land-Cliffs Iron Co.:

Given _so many adverse forces, it
seems only a matter of time before the
“North" American metals mining_industry
suffers a major casualty. Analysts con-
tend that Phelps Dodge Corp., the sec-
ond-largest U. 8. copper producer, is es-

pecially vulnerable because it relies on
copper for almost all its revenues. The

THERE’S NOT MUCH JOY IN LEADVILLE

Colo., has mirrored the ups and

downs of the mining industry.
The town, then called Oro City, was
devastated in 1865 when its gold mines
played out. Twenty-eight years later, it
was racked by the great silver crash,
which turned local kings into paupers
overnight. Now molybdenum has dealt
Leadville a cruel blow.

Four years ago, Amax Inc.’s Climax
mine employed 3,000 and had a payroll
of more than $80 million. Then demand
for molybdenum plummeted. Amax
¢losed the mine, and Leadville’s unem-
ployment rate leaped to 40%. Although
Climax has since reopened with some
800 employees, the company has made
it plain that the mine will never again
employ thousands.

So residents of historic Leadville are
now courting tourists and small busi-
nesses. This, the town hopes, will open
up 2,500 jobs in 5 to 10 years, If it
does, Leadville could provide a proto-
type for other withering mining towns.
BAWDY HOUSES. Leadville has a wealth
of Old West lore. Molly Brown got rich
on its gold; Oscar Wilde outdrank the
miners at a local silver mine. Once
known as “the wickedest town in the
West” because of the bawdy houses
that lined Stillborn Alley, it still boasts
unspoiled gingerbread cottages and
Victorian commercial buildings.

After Amax shut down Climax,
Leadville hired a full-timer to head its
Chamber of Commerce, launched a se-
ries of summer events that included
gold panning and a 100-mi. ultramar-
athon along the Continental Divide,
and invested $40,000 in a multimedia
presentation ballyhooing its assets. By
yearend the town will have spent
$100,000 marketing itself, and its mer-
chants have approved a $900,000 bond
to upgrade the sidewalks and lighting.

As a result, says Elaine Kochevar,
executive director of the Chamber of
Commerce, tourism jumped 75% last
summer, and revenues from the local
sales tax rose nearly 25%. She expects

For more than a century, Leadville,

0oy

THE TOWN—BETRAYED BY GOLD, SILVER, AND MOLYBDENUM—IS TURNING TO TOURISM

more of the same this winter. With an
$850,000 grant from the state, Lead-
ville’s ski area, Ski Cooper, has expand-
ed. This year it will offer lift tickets at
$12 a day—half the price at nearby
Vail. Visitors are invariably reminded
that a three-bedroom house in Lead-
ville—just two hours from Denver—
typically costs $45,000, a fraction of the
price at other Colorado ski resorts.

Big investors have taken notice. Dal-
las’ Trace Investment Inc. plans to pur-
chase six buildings, including the 1885
Vendome Hotel, where President Ben-
jamin' Harrison once trod a lobby floor
inlaid with silver dollars. The company
will pay about $1.5 million for all six
buildings and intends to spend $10 mil-
lion restoring and converting them to
modern hotels or condominiums.

Revving up tourism may prove easi-
er, however, than attracting new busi-
nesses. One reason: Two-mile-high
Leadville, situated just below the tim-
berline, seems desolate to many outsid-
ers. Winters are so long that the locals
quip that Leadville has only two sea-
sons—this winter and last.

The days are gone in Leadville when

the Guggenheims could build a fortune
starting with one small smelter, or a
David May could launch a nationwide
department-store chain. “We’'re not go-
ing to land a Sperry Rand,” admits
Kochevar. Still, she adds, small manu-
facturers and distributors could be
drawn to Leadville, with its ready labor
and easy access to a railroad, airport,
and interstate highway.
MELTDOWN. Eight new enterprises have
started up in the past two years. To
draw still more, the town has formed
the Leadville Improvement Group with
$50,000 in state assistance. This office
is now applying for a $250,000 grant
from the U.S. Housing & Urban De-
velopment Dept. To be matched by lo-
cal banks, the money would finance
low-cost loans to new businesses.

Compared with some previous
schemes for reviving Leadville, the cur-
rent plan looks eminently workable.
Following the depression of 1893, for
example, the town built a three-acre ice
palace, complete with ballroom. It did a
booming business—until a warm spell
began melting its ice blocks.

By Sandra Atchison in Denver
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company has lost $187 million since 1952,
and “unless the world copper price im-
proves very sharply throughout the rest
of the decade, it is difficult to see how
the company can survive,” says William
G. Siedenburg, an analyst with Smith
Barney, Harris Upham & Co.

GETTING TOUGH. The day of reckoning
also may be nearing for Kennecott, the
copper mining giant aequired by Stan-
dard Oil Co. (Ohio) three years ago for
$1.8 billion. Sohio has been mulling over
a proposed $1 billion modernization for
Kennecott’s huge Bingham Canyon mine
in Utah but has not approved the expen-
diture. That mine “is not something
you'd lightly turn your back on,” says
Sohio Chairman Alton W. Whitehouse
Jr. “But we just aren’t going to take
[Kennecott’s] losses indefinitely.”

As Big Oil backs out of metals mining,
the independents are struggling to sur-
vive. While some are closing down high-
cost_operations, others can't even find
the mopey to meet the steep severanee
and shutdown costs without eating Into
the_cash _they need 1o pay their debs
Corporate staffs are being cut. Falcon-
bridge Ltd., a Canadian nickel producer,
has slashed white-collar employment so
much that top management now occu-
pies one floor instead of three in its To-
ronto headquarters. Chairman William
James even shares a secretary.

Mining companies are also getting
tough with their unions. The most dra-
matic example is Phelps Dodge, which in
July, 1983, accepted a strike at its Arizo-
na mines and smelters rather than settle
for the terms other copper producers
agreed to. The company has replaced the
strikers with nonunion workers and now
awaits court rulings on decertification
votes. In October, Pennzoil's Duval sub-
sidiary unilaterally imposed a new labor
contract on workers at its Sierrita (Ariz.)
mine, cutting wages 15%, dropping cost-
of-living adjustments, and increasing
work time for all employees by two
shifts a month.

These cost-eutting-mreasares—have-re-

sulted in_impressi Aty gaias.
The cost of producing copper in the U,S.
Has dropped 25% in the past three years.
[nco has lowered its breakeven point for
nicke] 12% this year alone, to $2.30 a Ib.,
and Chairman Baird’s goal is to get
down to $2 next year.
NO FAT. More gains are needed. “We've
reduced costs, but not at the same pre-
cipitous rates as metals prices have de-
clined,” says Kennecott President G.
Frank Joklik. But making further heuad-
way will be tough. “The mining compa-
nies don’t have any more fat to shave
off,” says Canadian consultant Felske.

Because they see diversification as i
wiy out of their troubles, some base-

metals mining_companies . ar
into gold—sn many, in_fac

, 1989, “Th& onlv thmg
worth dcvulopmg now is o good-grade
pmwll__,_bh_lufz_u_ﬂugmnl says Alfred
Powis, chairman of Noranda. His compa-
ny is spending $230 million to develop its
Hemlo stake in Northern Ontario, a gold
vein that eventually could add $38 mil-
lion to the company’s annual profits.
Other companies are looking further
afield. Newmont Mining Corp. intends to
add a “fourth leg” to its copper, gold,
and energy businesses, says Chairman
Plato Malozemoff. Hanna is on the di-
versification trail too, but it will be cau-
tious: It has been burned by bad moves
in the past. Some 85% of its $28.8 million
loss last year resulted from energy busi-
nesses it acquired in the late 1970s.
Amax, which had eight separate met-
als divisions, is restructuring all its min-

slowly, because of what some s

ee as i
anomaly in the thinking of many meta®;

mining executives: While they are ra»
averse to the risks of developing ™
ore deposits, that same spirit usual
does not extend into the marketing a
financial aspects of their business. “The
industry is dominated by guys who
bring things to the surface,” says

co
sultant Felske. “They have to becoga

more _sophisticated 1n the commerci
side SIess

REDEMPTION? Some believe that redem
tion may be found in high technologt:
The Colorado School of Mines ha
launched what could become a $75 mil-
lion research effort to adapt automat
factory techniques to mining. In Oc
ber, Inco created a separate equipme
company to develop machinery for con-
tinuously mining and transporting ore

now done in batches. But the potentis?

of such innovations is limited. Concludel

THE SAD STATE OF METALS MINING

Composite figures for 10 leading independent metals mining companies:
Amax, Asarco, Cleveland-Cliffs, Cominco, Falconbridge, Hanna, Inco,
Newmont, Noranda, and Phelps Dodge

1979 1880 1981 1982
Millions of dollars
NET EARNINGS $1,770 $1,872 $539 $ -963 $
TOTAL DEBT 5,086 5814 6,773 7,876
DEBT AS A PERCENT Percent
OF CAPITALIZATION 34% 34% 36% 42%
RETURN ON EQUITY 18 16 5 -9

DATA: COMPANY FINANCIAL REPORTS

ing operations to make them more mar-
ket-responsive. The company also wants
to expand into more specialized products
such as molybdenum chemicals, ceram-
ies, and plastic composites. ‘“That’s the
only way,” says Chester O. Ensign Jr.,
who heads the company’s strategic plan-
ning and development group, “to make
sure Amax doesn’t perish.”

Consultants agree such changes are
necessary. “Metals companies have got
to become more market-driven,” says
Frank Schwab Jr., president of Fenvessy
& Schwab Inc., a management consult-
ing firm in New York. He also urges
companies to get more involved in com-
modities trading to help offset the vola-
tility of their business. Finally, Schwab
advises his North American clients to
enter joint ventures, especially with for-
eign partners. “Somehow,” he says, “our
companies have to develop a workable
program to finance the development of
ore reserves outside the U.S.”

Here and there, mining companies are
beginning to embrace such strategies.
But even insiders acknowledge that the
industry as a whole is changing too

Noranda Chairman Powis: “There’s not

going to be one technology that wil:
change the economics of this industry.”
The chance of getting much govern-

ment help is dim. Mining companies lack
political clout because their constituenc,
is relatively small and they have bee
unable to put together a unified lobby.
Moreover, a growing chorus of voices
argues that a shortfall in U.

After all, notes John A. Cordes, head o
the Mineral Economics Dept. at the Colo-
rado School of Mines, “countries like Ja
pan and West Germany have very, very
strong economies with very low levels o
metals self-sufficiency.”

The U.S. is rapidly heading in theirgg
direction. Indeed, if another broad-based |

d

James K. Norman in Houston, and Jefhrey

recession were to hit the U. S. in 1985 or
1986, it would probably sound the death
knell for an industry that is already per-
manently bedridden.

By Patrick Houston in Toronto, Zachary

Schiller in Cleveland, Sandra D. Atchiso-
in Denver, Mark Crawford in Washingto®

Ryser in Sdo Paulo

S. metals?®
production is not necessarily a problem.
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TESTIMONY OF GEORGE T. BENNETT OF HELENA, MONTANA

ON BEHALF OF ASARCO, INC. AND W. R. GRACE

IN OPPOSITION TO HOUSE BILL 690

Mr. Chairman, Members of the Committee:

I am George Bennett, an attorney from Helena, representing
ASARCO and W. R. Grace. ASARCO is the owner and operator of a
silver/ copper mine located near Troy, and W. R. Grace is the
owner and operator of a vermiculite mine located near Libby. We
appear in strong opposition to House Bill 690.

House Bill 690 sponsored by the Department of Revenue (DOR)
would substantially increase the effective rate of the Resource
Indemnity Trust Tax (RITT) in a very discriminatory manner. .

DOR in 1982 attempted to substantially increase effective
rate of the RITT by changing its entire nature from a tax upon
resources at the time of extraction to a tax upon products pro-
duced from such natural resources, but was thwarted in that at-
tempt by two court decisions. It now attempts to have the Legis-
lature'totally pervert RITT into a tax upon products made or
produced from natural resources.

HISTORY OF RITT:

RITT (The Montana Resource Indemnity Trust Act, §15-38-101,
MCA, et seq.) was enacted by the 1973 lLegislature. In its state-
ment of legislative purpose this lLegislature said:

"It is the policy of this state to provide security

against loss or damage to our environment from the

extraction of nonrenewable natural resources."
(Emphasis supplied)




The tax was imposed by §15-38-104:

". . .at the rate of 1/2 of 1% of the amount of gross
value of product at the time of extraction from the
ground, if in excess of $5,000." (Emphasis supplied)

Shortly after the adoption of RITT, DOR held public hearings
and developed rules for the implementation of the tax. At a
hearing on April 9, 1974 Governor Ted Schwinden, then the Director
of the Department of State Lands, testified in pertinent part as
follows:

"Through the statutory mechanism of the Resource Indem-

nity Trust Act a present geologic resource 1is trans-

formed into a future monetary resource...to benefit

the 'total environment' of this state." (Emphasis
supplied)

(Governor Schwinden's entire statement is attached)

Thus Governor Schwinden in 1974 made it clear that this was a tax
on the extraction of a "present geologic resource."”

In 1974 the Department of Revenue adopted its rules for the
administration of RITT, and since the act very clearly and con-
cisely imposed a tax upon "minerals" at the time of their extrac-
tion from the surface or subsurface of Montana DOR stated in their
rules, in effect, that the tax was imposed against the gross value
of such minerals at the time of extraction. The Department of
Revenue sent instruction to all those who produced minerals stat-
ing:

"The gross yield against which the tax applies is 'mine
mouth' or 'well head' value. If the gross yield at
peint of sale includes an addition to value by trans-

portation, processing or refinement, such addition to
value may be deducted as a line 2 adjustment."



The RITT tax was clearly intended by the legislature to be a tax
upon minerals as they are extracted and upon the gross value
thereof at that time. The tax was never intended to be a tax upon
those products which can be fabricated or manufactured from min-
erals extracted. The tax was administered by DOR for 9 years on
the clear understanding that it was the value of extracted min-
erals which was subject to the tax.

DOR'S PERVERTED NEW INTERPRETATION OF RITT:

In 1982 DOR took the position that the RITT tax was not a tax
upon the value of extracted minerals but rather was a tax upon the
value of those products which could be made or produced from
extracted minerals. Depending upon the extracted product, DOR
took the position:

(a) With metal mines that the tax was not a tax upon the
value of extracted minerals but rather upon the value
of the fabricated product produced by smelters.

(b) With the coal industry that it was not the value of
the coal as extracted from the ground but rather was
the value of the coal as delivered to the customers
of the coal miner including value added by washing,
oiling, blending and transportation.

(c) As to the petroleum industry DOR continued to tax
only the value of the crude oil as it was produced
from the ground. If it had been consistent it would
have taxed the value of gasoline, diesel fuel or oth-
er products produced from the mineral extracted.

(d) With other mineral extractors DOR's position varied
inconsistently since in their attempt to impose a
sales tax upon products produced from minerals ex-
tracted they were dealing with a variety of different
products.



COURT CASES:

As a result of the DOR's new interpretation of RITT as being
a sales tak upon products produced from minerals extracted, liti-
gation resulted. Two cases were brought, one by the coal industry
and the other by the Montana Mining Association. DOR lost in both
cases. In the case involving the Montana Mining Association,
Judge Joseph Gary found ambiguity in the RITT tax act but ruled
against DOR. 1In the coal case Judge Gordon R. Bennett found no
ambiguity in the RITT tax act and ruled against DOR. In so hold-
ing Judge Bennett stated:

"DOR's new interpretation is strained, convoluted, and

unworkable."

HOUSE BILL 690 IS TOTALLY UNFAIR AND "UNWORKABLE":

When Judge Gordon Bennett stated that DOR's "new interpreta-
tion" was "unworkable" what he meant was that since DOR was at-
tempting to pervert the RITT into a sales tax upon the value of
fabricated or partially fabricated products, the tax fell in a
discriminatory manner upon the various extractive industries.
With petroleum the tax would fall essentially upon the value of
crude o0il as extracted, not upon those products which can be made
from crude oil. With coal the tax would include the value added
by oiling, blending, cleaning and transportation. With metal
mines since pure metals are rarely found in a natural state the
tax would essentially fall upon metals which are produced from
mineral bearing rock. Thus the tax would fall upon the metals as

they come out of the smelter not as they come out of the ground.



Thus the increase in tax would fall unfairly and in a discrimina-
tory manner depending on the nature of the mine product.

For example, copper is rarely found in a native state.

Copper is produced from minerals in which copper occurs as a
sulfide. Thus cooper bearing ores require milling, concentrating,
smelting and refining. DOR attempts to tax copper not at the
point of extraction but after it has been milled, concentrated and
smelted, but not refined. With other metals DOR attempts to tax
upon the value after it has been totally processed, including
refining.

Miners do not "extract" gold, silver, gasoline, diesel fuel,
vermiculite, etc.; they extract mineral bearing material which
after processing can be converted into various products.

DOR's "new interpretation" and H.B. 690 which convert RITT
from an extraction tax to a sales tax upon various products pro-
duced from minerals. The theory of RITT is that the extraction of
nonrenewable resources results in damage to the environment and
that a trust fund should be created to renew the environment after
extraction has occurred. However, now DOR wants to impose a sales
tax on values added after extraction and which result from the
variety of ways in which extracted minerals may be processed.

Governor Schwinden was correct the RITT was and should be a
tax upon the market value of the "geologic resource" which is

extracted, but not upon value added later.
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please, and who you rcpresent,

MR. SéHWINDEN: Thank you, Mr. Chairman. My name is
Ted Schwinden, and I am Commissiener of the Debartment of
State Lands;'State of Méontana, Shall I proceede with the

testimony?

MR. LEWIS: Yes.
MR. SCHWINDEN: I have submitted written copies to

your recording secretary. My statement is as follows:

Since 1971, the Department of State Lands has had
the responsibility for the administration of Montana's
mining reclamation.

Chapter 497, S.L.M. 1973, "The Montana Resources

Indemnity Trust Act" was a statutory concept developed to
assure that future generations of Montana citizens be assured

a portion of the present extfacted value of nonrenewable

natural resources. Section 84-7003 succinctly sets forth the

legislative policy affirming that concept.

Through the statutory mechanism of the Resource
Indemnity '1“rust Act a present geologic resource is transformed i
intoa future monetary resource...to benefit the "total
environment" of this state.

I understand that questions have been raised as to
the interpretation of "nonrenewable natural resources".
To my knowledge, the indemnity trust concept is unique
(although a recent North Dakota study has recommended such
legislation) so legislative comparison is not possible.

However, in the drafting of the legislation in our Department

_34_




we clearly intended the act to cover all nonrenewable
natural resources extracted from the surface or subsurface

of the State of Montana. I have confirmed this intent with

'Mr. John Henson, our staff attorney at that time.

The forest resource, 2.9., was considered renewable
because it is capable of replenishing itself within a relatively
short geologic time frame. Sand 5Ad gravel were considered
nonrenewable regources because-that was not the case.

Mr. Chairman, that concludes my brief testimony. |

MR. LEWIS: Thank you very much Mr. Schwinden.

MR. COSGROVE: Mr, Chairman, may I ask a question of
Mr. Schwinden for the benefit of the Department?

MR. LEWIS: Yes.

MR. COSGROVE: Mr. Schwinden, Is it true that you.are with
the Executive branch of the government, and could you tell me
though in your drafting of the term "mineral" as defined in
Section 82-7003 R.C.M. 1947 as precious stones or gems,
gold,s;lver, copper, coal, lead,petroleum, natural gas, oil,
uranium, or_oﬁher non-renewable merchantable products
extracted from the surface or sub-surface of the State of
Montana, whether or not, you had in mind, sand and gravel
as being included within that statutory definition?

MR. SCHWINDEN: At the Departmental drafting level this
was certainly the case.

MR. COSGROVE: Do you know if from the time the Deparment
drafted that proposal whether or not it was amended or if

the definition was amended in anyway in the Legislative process?

_35_
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Mr. Chairman, members of the Committee, I am James D.
A —————————

Mockler, Executive Director of the Montana Coal Council, 2301
—____————' .
Colonial Drive, Helena, MT.

I appeatr here today in opposition to HB 699. HB 690 has the
effect of doubling the Resource Indemnity Trust Tax presently

levied on coal. Following is a simplified breakdown of the tax

as levied at the present time.

Present
Contract Sales Price $10.00
Less Hauling, Crushing, 2.90

Loading, etc.

RITT Taxable Value 8.99
Tax Per Ton .24

HB 690
Contract Sales Price 10.980
Severance Tax 3.90
Gross Proceeds .45
RITT .28
Fed. Reclamation Fee .35
Black Lung .58
Royalty @ 12 1/2% 1.80
RITT Taxable Value 16.18
Tax Per Ton .281

Increase = 100%



As you can plainly see, the intent is to double the tax,

The proponents of the bill allege that it was always
intended to include all of the value added and tax of tax
provisions. For nearly a decade the tax was levied at the value
ét the point of severance. In 1982 the Dept. of Revenue changed
their rules, doubled the tax and lost in Court with District
Court Judge Gordon Beunnett stating in his decision:

"DOR's new interpretation is strained, convoluted, and
unvorkable, While we recognize the déference due an agency's
interpretation of statutes it administers, such deference does
not require this Court to adopt a Stilted interpretation contrary
to the plain meaning of the statute. . ." "DOR has confused the
statutory construction problem by taking one or two words out of
context and defining them in other usages."

In 1983 this Legislature overwhelmingly passed HB 706 ahd SB
284 concerning coal taxes.

HB 706 exempted all but 15 cents per ton of royalties from
severance tax and SB 284 exempted processing of coal from taxa-
tion. The overwhelming support in both cases stemmed from the
fact that production taxes should not reflect value added téxes
or be taxes levied on taxes. HB 690 advocates doing exactly
that, taxing value added and taxing taxes. On page 1, lines 5-8,
the title states that HB 699 is an act to make the determination

of the value of minerals consistent with the same determination

{or certain other natural resource taxes. Insofar as coal is
concarned, nothing could be further from the truth. Neither the
coal severance tax or the gross proceeds tax pyramid to require

tauns on taxes or taxes on value added., I would suggest that



should you pass the bill, you amend the title to state it is

inconsistent with other tax policy.

At the time of passage of RITT, Montana's coal production
was slightly over 8 million tons vs. 33 million tons last year.
The contract sales price was less than $4 per ton vs. over $10
per ton at present. The coal tax was variable from 4 cents per
ton to 10 cents per ton vs. three taxes totalling 35% at present.
Royalties were 15 cents per ton vs. $1.80. There was no gross
proceeds tax, no black lung fee, and no reclamation fee. How in
the world could they then have anticipated that all would be
included especially since a large part are federal fees?

It appears to be generally recognized that all is not rosey
with the coal industry. It seems ironic that with that in mind
we are faced with legislation such as this which, if passed,
would not only cost our customers another $1.3 million per year
but would send another message to them that Montana really
doesn't care for their business by raising their taxes again.
Just how much is enough?

We hope you will join with us in opposition to HB 690.



ExhbT ¢ 2

HEB & FPo
TESTIMONY OF NERCO MINING COMPANY
IN OPPOSITION TO HB 690 -?//J/CF__(’

Mr. Chairman and members of the Committee, my name is Tom Ebzery, and I am
an attorney from Billings representing the NERCO MINING COMPANY and rise in
opposition to HB 690.

NERCO in 1984 produced approximately 3 million tons of coal from its Spring
Creek Mine -in southeastern Montana, and with its partner, Peter Kiewit and Sons,
produced in excess of 10 million tons of coal from the Decker Mines. The coal,
most of which was produced under long-term contracts, represents more than 40%
of all coal produced in Montana during 1984.

The intent of HB 690 is to substantially increase the Resource Indemnity
Trust Tax and add further to the well-known tax burden borne by the coal industry.
The adoption of HB 690 will add to the burden of Montana's "existing customers."
It should be noted that the Governor has proposed a tax break for '"mew coal
purchasers," but in the same breath, the Department of Revenue is seeking ‘a tax
increase for existing customers. It is difficult to understand how increasing
taxes on existing producers helps to promote Montana as a good place to do business.

HB 690 in the title of the bill states that the bill is "to make the determi-
nation of the value of minerals pursuant to the Reosurce Indemnity Trust Tax
consistent with the same determination for certain other natural resource taxes."
I suggest to you that this is fallacious. Under this bill, the tax would not be
consistent with other resource taxes.

For example, the 307% coal severance tax allows deductions for royalties and
other taxes. The legislation, if enacted, will overreach any statute relating to
the taxation of minerals.

It is obvious to us that the introduction of HB 690 is the fialure of DOR
to change the nine-year old interpretation of this tax (or sometimes referred to

as the nine-year gap).



In 1982, the DOR sought to increase state revenues by adopting new rules,
which in effect would have doubled the tax. NERCO joined other coal producers
in successfully challenging the interpretation of the statute by DOR. Realizing
that an appeal would be unsuccessful, the Department is seeking to raise taxes
by statute.

The bill, on page 3, lines 8 and 9, excludes the words "at the time of
extraction ‘from the ground" which was the original language passed in 1973. 1If
it was clear to those who were present in 1973 that this meant contract sales
price, why is the language deleted? I suggest Judge Bennett has that answer.

HB 690 in its present form will result in a 3007 tax increase to NERCO
and its customers, which, in our opinion, is unwarranted and in view of past

events ... unquestionable. We urge you to report HB 690 "do not pass."
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STATE oF MONTANA

DEPARTMENT OF REVENUE
MITCHELL BUILDING
HELENA, MONTANA 59601

January 15, 1981

TO: MINERAL PRODUCERS

Gentlemen:

RE: Resource Indemnity Trust Tax

Enclosed is a supply of the reporting form, '"Statement of Gross
Yield," for your use in reporting under the Resource Indemnity
Trust Tax requirements. The statement of gross yield must be

filed and a remittance for any tax due submitted on or before

Macrch 31, 198l covering all of 1980 production. The gross yield
against which the tax applies is '"mine mouth' or "well head" value.
[f the gross vield at point of sale includes an addition to value
bv transportation, processing or refinement, such addition to value
may be deducted as a line 2 adjustment. Royalty payments may not
be deducted as a line 2 adjustment.

THE MINIMUM ANNUAL TAX OF $25.00 IS NOT REQUIRED UNLESS THERE WAS
MINERAL PRODUCTION DURING THE YEAR. 1If there was no production of
minerals during 1980 complete the name and address block, write in
after line I "No Production During 1980," and file the form without
remittance.

Section 15-38-107 Montana Code Annotated provides a ten percent (10%)
penalty and interest at the rate of one percent (1%) per month for
failure to file the required report or pay any tax due on or before
March 31.

An Additional supply of Form RITT-600 is available upon request to
this office.

Very truly yours,
DEPARTMENT OF REVENUE .7 : .
Administrator
gllaneous Tax Division

JM: pm
Enclosure

DEPOSITION
EXHIBIT
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MNGAD Barenms 8 4



DEPARTMENT OF REVENUE
MITCHELL BUILDING
HELENA. MONTANA 59601

]
STATE oF MONTANA O

~ Jaauary 15, 1980

po

TO: MINERAL PRODUCERS

Gentlemen:

RE: “Resource Indemnity Trust Tax

Enclosed is a supply of the reporting form, "Statement of Gross
Yield," for your use in reporting under tlie Resource Indemnity
Trust Tax requirements. The statement of gross yield must be
filed and a remittance for any tax due submitted on or bhefore
tlarch 31, 1980 covering all of 1979 production. The gross yield ‘
against which the tax applies is "mine moutn"” cr "well head" value. g
If the gross yield at point of sale includes an addition to value '
by transportation, processing or refinement, such addition to value
may be deducted as a line 2 adjustment. Royalty payments may not
be deducted as a line 2 adjustment.

THE MINIMUM ANNUAL TAX OF $25.00 IS NOT REQUIRED UNLESS THERE WAS
MINERAL PRODUCTION DURING THE YEAR. If there was no production of
minerals during 1979 complete the name and address block, write in
after line 1 "No Production During 1979," and file the form without
remittance.

~

. Section 15-38-107 Montana Code Annotated provides a ten percent (10%)

renalty and interest at the rate of one percent (1l%) per month for
failure to file the required report or pay any tax due on or before g
March 31.

An additional supply of Form RITT-600 is available upca request to
this office.

Verv truly yours,

DEPARTMENT Of-REVENUE
‘:\ (V—R

Jam=as, Madisord, A
Migc¢/llaneous Tax Division
. .. < »}:»z

JM: pm
Enclosure




STATE oF MONTANA
' DEPARTMENT OF REVENUE

MITCHELL BUILDING
HELENA. MONTANA 59601

- January 15, 1979

TO: MINERAL PRODUCERS
Gentlemen:
RE: Resource Indemnity Trust Tax

Enclosed is a supply of the reporting form, "Statement of Grose Yield,"

for your use in reporting under the Resource “Indemnity Trust Tax require-
ments. The statement of gross yield must be filed and a remittance for

any tax due submitted on or before March 31, 1979 covering all of 1978
production. The gross yield against which the tax applies is '"mine mouth"
or "well head" value. If the gross yield at point of sale includes an
additien to value by transportation, processing or refinement, such addition
to value may be deducted as a line 2 adjustment. Royalty paymeuts may not
be deducted as a line 2 adjustment.

Section 84-7012, Revised Codes of Montana, 1947 provides a ten puicent (0Z)
penalty and interest at the rate of one perceat (17%) per moath for failure
to file the required report or pay any tax due on or before March 31.

An additional supply of Form RITT-600 is available upon request to this
office.

Very truly ycurs,
DEPARTMENT OF REVENUE

Y
A 77/'/,9“5-{_}.& ;1&-{4—1.,\_,

- . .
Jamés Madison, Administrator
k}shcllaneous Tax Division

JM:pm
Enclosure



Sﬂﬂ&’EE OF MONTANA

DEPARTMENT OF REVENUE | | \g

“MITCHELL BUILDING
HELENA, MONTANA 59601

January 20, 1978

TO: MINERAL PRODUCERS

Re: Resource Indemnity Trust Tax

Enclosed is a supply of the reporting form, '"Statement of Gross Yield,"
for your use in reporting under the Resource Indemnity Trust Tax require-.
ments. The statement of gross yield must be filed and a remittance for
any tax due submitted on or before March 31, 1978 covering all of 1977
production. The gross yield against which the tax applies 1is ''mine mouth'
or "well head" value. If the gross yeild at point of sale includes an
addition to value by transportation, processing or refinement, such addition §
to value may be deducted as a line 2 adjustment. Royalty payments may not . .
be deducted as a line 2 adjustment. '

i
;
]
Gentlemen: : | g
]
i
1

Section 84~ 7012, Revised Codes of Montana, 1947 provides a ten percent (10%) |
penalty and interest at the rate of one percent (l7) per month for failure
to file the required report or pay any tax due on or before March 31.

An additional supply of Form RITT- 600 is available upon request to this
office.

Very truly yours,
DEPARTMENT OF REVENUE

C /73 1'.

James Madison Administrator
Miiceilaneous Tax Division

JM:pm
encls.




. STTATE orF MONTANS

DEPARTMENT OF REVENUE
MITCHELL BUILDING
HELENA. MONTANA 59601

March 1, 1977

TO: MINERAL PRODUGERS
Gentlemen:

Enclosed 1s a supply of the reporting form, 'Statement of Gross Yield,"

for your use in reporting under the Resource Indemnity Trust Tax require-
ments. The statement of gross yield must be filed and a remittance for

any tax due submitted on or before March 31, 1977 covering all of 1976 .
production. The gross yield against which the tax applies is '"'mine mouth"
or "well head" value. If the gross yield at point of sale includes an
additicn to value by transportation, processing or refinement, such addition
to value may be deducted as a line 2 adjustment. Royalty payments may not
be deducted as a line 2 adjustment.

Senate Bill No. 186 passéd by the 1975 Legislative Assembly and approved by
Governor Judge on April 8, 1975 provides a ten percent (10%Z) penalty and
interest at the rate of one percent (17%) per month for failure to file the

Tequired report or pay any tax due on or before March 31.

An additional supply of Form RITT-600 is available upon request to this office.

Very truly yours,

DEPARTMENT OF REVENUE

B

J{m¢s Madison, Administrator
igcellaneous Tax Division

JM:pm
encls.
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DEPARTMENT OF REVENUE o

MITCHELL BUILDING
HELENA, MONTANA 59601

March 1, 1976

TO: MINERAL PRODUCERS

Centlemen:

Enclosed is a supply of the reporting form, ''Statement of Gross Yield,"

for your use in reporting under the Resource Indemnity Trust Tax require-
ments. The statement of gross yield must be filed and a remittance for

any tax due submitted on or before March 31, 1976 covering all of 1975
production. The gross yield against which the tax applies is "mine mouth"
or "well head" value. If the gross yield at point of sale includes an
addition to value by transportation, processing or refinement, such addition
to value may be deducted as a line 2 adjustment, Royalty payments may not
be deducted as a line 2 adjustment.

Senate Bill No. 186 passed by the 1975 Legislative Assembly and approved by
Governor Judge on April 8, 1975 provides a ten percent (10%) penalty and
interest at the rate of one percent (1%) per month for failure to file the
required report or pay any tax due on or before March 31.

An additional supply of Form RITT-600 is available upon request to this
office.

Very truly yours,
DEPARTMENT OF REVENUE

N len

e ﬁadison, Administrator
Miécéllaneous Tax Division

JM:pm
encls.



SIS i DDA

DEPARTMENT OF REVENUE

‘MITCHELL BUILDING
HELENA, MONTANA 59601

March 3, 1975

TO: MINERAL PRODUCERS

Gentlemen:

-

Enclosed is a supply of the reporting form, '"Statement of Gross Yield,"

for your use in reporting under the Resource Indemnity Trust Tax require-
ments. The statement of gross yield must be filed and a remittance for

any tax due submitted on or before March 31, 1975 covering all of 1974
production. The gross yield against which the tax applies is "mine mouth"
or "well head" value., If the gross yield at point of sale includes an
addition to value by transportation, processing or refinement, such addition
to value may be deducted as a line 2 adjustment. Royalty payments may not
be deducted as a line 2 adjustment. ‘

An additional supply of Form RITT-600 is available upon request to this
office. '

Very truly yours,
DEPARTMENT OF REVENUE

N L

James Madison, Administrator
Mﬂs llaneous Tax Division

JM:pm
encls.
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HOUSE JOINT RESOLUTION NO. 9

INTRODUCED BY WALDRON

A JOINT RESOLUTION OF THE SENATE AND THE HOUSE oFr
REPRESENTATIVES OF THE STATE OF MONTANA ESTABLISHING AN
ESTIMATE OF THE STATE'S ANTICIPATED REVENUE FOR EACH YEAR OF
THE 1986-87 BIENNIUM FOR THE PURPOSE OF ACHIEVING A BALANCED
BUDGET AS MANDATED BY ARTICLE VIII, SECTION 9, OF THE

MONTANA CONSTITUTION; ACCEPTING A JUNE 30, 1984, GENERAL

FUND BALANCE THAT WAS ESTABLISHED BASED ON GENERALLY

ACCEPTED ACCOUNTING PRINCIPLES; URGING AGENCIES TO MAKE

TIMELY ACCOUNTING ENTRIES 1IN ACCORDANCE WITH GENERALLY

ACCEPTED ACCOUNTING PRINCIPLES; REQUESTING THE GOVERNOR'S

OFFICE OF BUDGET AND PROGRAM PLANNING TO USE THE REVENUE

ESTIMATES CONTAINED 1IN THIS RESOLUTION AS OFFICIAL REVENUE

ESTIMATES FOR FISCAL YEARS 1985-86 AND 1986-87; AND

ESTABLISHING AN ESTIMATE OF THE NONGENERAL FUND REVENUES FOR

THE SCHOOL FOUNDATION PROGRAM.

WHEREAS, Article VI, section 9, of the Montana
Constitution requires the Governor to submit to the
Legislature a budget for the ensuing fiscal period
containing in detail the estimated revenue of the state; and

WHEREAS, Article VIII, section 9, of the Montana

Constitution requires that the Legislature may not

Z\,\ { smontana Leaisiative Councit
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HJR 0009/grey

appropriate funds in excess of the anticipated revenue of
the state; and )

WHEREAS, section 5-12-302(2), MCA, requires the Office
of the Legislative Fiscal Analyst to estimate revenue from
existing and proposed taxes, and section 17-7-123(1), MCA,
requires the Governor to submit a budget showing a balance
between proposed disbursements and total anticipated
receipts; and

WHEREAS, due to the complexity of economic variables
involved in revenue forecasting and the diversity of sources
from which state revenues are obtained, 1t has become
increasingly difficult to project revenues 1in order‘ to
prepare a balanced budget for the ensuing biennium; and

WHEREAS, past 1legislatures have not agreed on revenue
projections until the last days of the session when there is
little time for comprehensive analysis or reasoned
criticism; and

WHEREAS, it is in the best interests oé the state that

revenue forecasts be discussed and arrived at in public

hearings wherein all the people may attend and participate.

NOW, THEREFORE, BE IT RESOLVED BY THE SENATE AND THE HOUSE
OF REPRESENTATIVES OF THE STATE OF MONTANA:
That the state general fund revenue for fiscal years

1986 and 1987 is estimated to total 5767753278686

-2- HJR 9
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HJR 0009/grey

$748,148,295. This total 1is based on the assumptions and

projections set forth below:
GENERAL FUND REVENUE
The projections for total general fund revenue during
the 1986-87 biennium are based on an assumption of moderate

economic growth during the period AND AN ASSUMPTION OF A

CONTINUATION OF MONTANA LAW AS IT EXISTED ON JANUARY 1,

1985. While current economic growth is slowing, the present
economic recovery 1is expected to continue, but at a more
moderate level. It 1is further assumed that the inflation

rate will be about 6%-during-the-biennium 4% FOR 1985, 5.2%

FOR 1986, AND 5.4% FOR 1987, and that interest rates will

drift uvpward-untii-tate-1986-and-then--dectine-—-sttghtiy--in

39587 DOWNWARD DURING THE BIENNIUM, based on the assumption

of a less restrictive monetary policy by the Federal Reserve
and a continuation of competing credit demands between
private borrowers and the federal government.

General Fund Revenue
Source of Revenue

Fiscal 1985 Fiscal 1986 Fiscal 1987 Biennium

(1) Individual Income Tax
$116765370688 5323749667660 $33076267660 $254-092,060

$115,000,000 $124,000,000 $133,000,000 $257,000,000

This revenue consists of 64% of the total projected

-3- H3R 9
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HJR 0009/grey

inaividual income tax collections, which percentage is
currently deposited in the general fund.

Assumption: Income tax forecasts for the 1986-87
biennium assume moderate growth 1in personal income and

employment. These projections also INCLUDE THE EFFECTS OF

FEDERAL INCOME TAX INDEXING, ASSUME A CONTINUATION OF

MONTANA LAW AS IT EXISTED ON JANUARY 1, 1985, AND are

OTHERWISE based upon the continuation of all statutory
credits. Fhe--addittenar-revenue-that-wounid-be-generated-by
federai-inecome-tax-itndexing-has-not--been--inctuded--in--the
ferecastss
(2) Corporation License Tax

$35,017,000 $29,957,000 $32,304,000 $62,261,000

The corporation 1license tax is distributed to several

accounts. The revenue reported above consists of 64% of the
corporation 1license tax, which percentage 1is currently
deposited in the general fund.
(3) Coal Severance Tax

53774447666 $3x3+73576868 $18577327666 538746750866

$17,385,000 $19,152,000 $17,877,024 $37,029,024

The coal severance tax 1s 1imposed on all coal
production in excess of 20,000 tons per company per calendar
year, assessed at the rate of 30% of the value of the coal
with a heating quality of at least 7,000 Btu's per pound and

20% of the wvalue of coal with a lower Btu rate.

-4- HJR 9



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

HJR 0009/grey

Assumption: With lower demand and competitively priced
alternative fuels, coal prices have remained soft. It is
assumed that these conditions, in conjunction with royalty
deductions, will result 1in a modest rate of growth in the
price of coal during the biennium. A dispute 1involving the
state's authority to tax coal mined on Crow Indian land has
prompted a major coal developer to protest taxes paid on
this production. Until a settlement is reached, these taxes
are being deposited in an escrow account. Tax forecasts for
the 1986-87 biennium assume a settlement will not be reached
until after fiscal year 1987; therefore, these coal tax
revenues are not included in the above revenue estimates.

THE REVENUE ESTIMATES ARE FURTHER BASED ON THE FOLLOWING

ASSUMPTIONS OF PRODUCTION AND PRICE:

TONS OF COAL

30,500,000 32,000,000 33,000,000 65,000,000

PRICE PER TON

$10.00 $10.50 $10.80 NA
(4) Oil Severance Tax
$32783770666 $27779257008 $2952697668 $5776861766886

$31,680,000 $24,500,000 $23,833,333 $48,333,333

Assumptions: 0il severance tax revenues are dependent
on the price per barrel and the number of barrels of oil
produced in the state. Since o0il is a commodity that is used

for diverse purposes, the prices depend on federal

-5- HJR 9
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regulations and world demand. A:theuwgh BECAUSE A WORLDWIDE

SURPLUS OF OIL AND BECAUSE recent o0il price cuts by Norway,

Great Britain, and Nigeria have injected an uncertainty in
the international o0il market, it is assumed that prices wii#
stabttize-and-inerease-stightliy-by-the-catendar--year--1987<
Phis--assumption--its-based-on-OPEE€'s-recent-agreement—to-cut
datiy-production-and--Chase-—-Econemetricst--predtetion-—that
further-price-dectines-witi-not-occur—becanse-cf-an-observed

tnerease-——in-—recent--wortdwitde—--demand+ AND PRODUCTION WILL

DECREASE SLIGHTLY THROUGHOUT THE BIENNIUM. THE REVENUE

ESTIMATES FOR OIL SEVERANCE TAXES ARE FURTHER BASED ON THE

FOLLOWING ASSUMPTIONS OF PRICE AND PRODUCTION:

BARRELS OF OIL

28,800,000 28,000,000 27,500,000 55,500,000

PRICE PER BARREL

$27.50 $26.25 $§26.00 NA
(5) Interest on Investments

$2777327086 $2576957666 $25782876886 $56879195666

$25,505,417 $22,635,417 $22,083,333 $44,718,750

Assumptions: Interest on investments 1s projected to
increase in fiscal 1985, but then decline in fiscal years
1986 and 1987. The increase in 1985 is expected because tax

anticipation notes IN THE AMOUNT OF $38,000,000 were sold

this year. IT IS FURTHER ANTICIPATED THAT $50,000,000 IN TAX

ANTICIPATION NOTES WILL BE SOLD IN FISCAL YEAR 1986 AND 1IN




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

HJR 0009/grey

FISCAL YEAR 1987. The decline in 1986 and 1987 is expected

because interest earned on the highway gas account will

begin to accrue to the highway account. THE PROJECTED RATES

OF RETURN ARE 10.25% FOR FISCAL YEAR 1985, 10.25% FOR FISCAL

YEAR 1986, AND 10.00% FOR FISCAL YEAR 1987. THE ESTIMATED

REVENUES FROM INTEREST ON INVESTMENTS ARE BASED ON THE

ANTICIPATED DAILY AVERAGE INVESTABLE AMOUNTS OF $214,000,000

IN FISCAL YEAR 1985, $175,000,000 IN FISCAL YEAR 1986, AND

$175,000,000 IN FISCAL YEAR 1987.

(6) Long—-Range Bond Excess
538744576686 $387;88676686 54876527668 $79753276686

$37,634,000 $38,311,000 $40,261,000 $78,572,000

The long-range debt service account receives 11% of all
individual inccme and corporation license taxes, 79.75% of
all cigarette excise taxes, and 100% of the tobacco products
tax. Wher—-the-sum-of--meney--in--the--debt--service-—-aceounst
exeeeds-—-the-—annuat—--prineipat--and--interest-payments;—the
execess-isa-transferred-to-the-generatr-£fund~

Assumption ASSUMPTIONS: It is assumed that there will

be no additional long-range building bonds sold through

fiscal year 1987. IT IS FURTHER ASSUMED THAT CIGARETTE SALES

FOR FISCAL YEARS 1985, 1986, AND 1987 WILL BE 90 MILLION

PACKS EACH VYEAR. REVENUE FROM TOBACCO SALES IS EXPECTED TO

BE $825,000 FOR EACH FISCAL YEAR.

(7) Coal Trust Fund Interest



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

HJR 0009/grey

524575297666 $28775257666 53375667668 562735276686

$24,155,000 $28,807,000 $33,736,000 $62,543,000

This revenue is derived from interest earned on the
deposit of 50% of the coal severance tax receipts dedicated
to the permanent trust fund.

Assumption: Coal severance tax bonds are sold to
finance specific water resources development projects. Debt
service on these bonds 1is paid primarily with pledged
project and coal severance tax revenues. The use of coal
severance tax revenues for this purpose will reduce
permanent trust fund receipts by about $300,000 in fiscal
years 1986 and 1987. However, it is projected and assumed
that the total permanent trust interest income will increase
over the biennium. Balances available for investment are
expected to increase because of anticipated higher coal
severance tax receipts. In addition, long-term interest
rates are expected to gradually increase by* calendar vyear

1986, THEN FALL SLIGHTLY FOR 1987. THE ANTICIPATED INTEREST

RATES ON NEW LONG-TERM INVESTMENTS FOR 1985, 1986, AND 1987

ARE 12.00%, 12.00%, AND 11.75%, RESPECTIVELY.

({8) Insurance Premiums Tax
516736895688 516+1357666 5377558786886 $3376977888

$15,700,000 $16,195,000 $16,737,000 $32,932,000

Assumptions: The level of 1insurance tax receipts 1is

assumed to 1increase by about 8% 5.5% for fiscal years 1985

-8~ HJR 2
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through 1987, based on a moderate growth in total personal
income and employment.
(9) Public Institutions Reimbursements

$12523370868 5477587666 515731656880 53670687668

$12,893,000 $14,800,000 $15,300,000 $30,100,000

Assumptions: In fiscal 1984, approximately 88% of all
reimbursements collected were federal medicaid receipts.
Hence, forecasts for revenue assume federal medicaid
reimbursement equal to the executive budget request for the
Department of Social and Rehabilitation Services. This
request assumes that the number of patient care days will
remain constant at the 1985 level. In addition, the revenue
estimates for fiscal years 1986 and 1987 assume about
$2,000,000 annually for medicaid reimbursements from the
Montana Youth Treatment Center at Billings.

(10) Liquor Profits
$4+46676686 §575247666 36754479?9 $1254687668

$4,850,000 $5,250,000 $5,200,000 $10,450,000

(11) Liquor Excise Tax
56+4187688 $7+787470686 5774787668 $t475447668

$6,110,000 $6,322,500 $6,387,000 $12,709,500

Assumptions: Liquor sales for fiscal years 1986 and
1987 are expected to show little growth. Although personal
income is growing, there appears to be a trend toward

moderation in liquor consumption. Furthermore, the liquor

—9- 4JR 9



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

HJR 0009/grey

division's operating expenses for the 1986-87 biennium are

expected to remailn constant at the 1984 level. THE REVENUE

ESTIMATES FOR BOTH LIQUOR PROFITS AND EXCISE TAXES ARE

FURTHER BASED ON DECLINES IN UNIT SALES OF 3% FOR FISCAL

YEARS 1986 AND 1987, COUPLED WITH INCREASES IN PRICES OF

6.5% IN EACH OF THE FISCAL YEARS.

(12) Inheritance Tax
5672897666 $6+765670660 5778727666 533,72876686

$6,624,000 $6,600,000 $6,800,000 $13,400,000

Assumptions: Projected inheritance tax revenues are

based on a 6% SLIGHT DECREASE FROM 1985 TO 1986, THEN

PROJECTED AT A 3% annual growth rate in tax collections FOR

THE REMAINDER OF THE BIENNIUM. Returns processed are

expected to remain stable and of average size taxable at
between 0% and 32%.
(13) Metal Mines Tax

S5t;-7:176680 $t+18576686 $3++1567068 52737576686

$1,660,000 $1,000,000 $1,000,000 $§2,000,000

Historically, the metal mines tax has been deposited in
the general fund. Beginning in fiscal year 1986, one-third
of the receipts will be deposited in a hard-rock mining
trust account.

Assumptions: Metal prices, metal production, and the
effective tax rate are the major factors that determine the

level of metal mines tax receipts. It is assumed that

-10- HIR 9
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production for gold, silver, and copper will tnrerease

medestty REMAIN CONSTANT throughout the biennium. Also,

prices are assumed to remaln constant at calendar year 1984
levels. No new companies are expected to begin operating in

the state by the end of calendar year 1986. THE REVENUE

ESTIMATES FURTHER ASSUME NO REOPENING OF THE BLACK PINE MINE

NEAR PHILIPSBURG, MONTANA.

(14) Electrical Energy Tax
$t75867668 5276427008 5271697666 $472117688

$2,212,000 $2,273,000 $2,405,000 $4,678,000

Assumptions: Total U.S. electricity production has
grown by 2.2% since calendar year 1974. It is assumed fhat
Montana's production will follow this trend and that demand
for electrical power will increase at this rate through the
1986-87 biennium. In addition, an adjustment to these
estimates has been made based on a July 1986 completion date
for Colstrip Unit 4. Production capacity for both Colstrip
Unit 3 and Unit 4 is assumed to be 60% the first year and
70% thereafter.

(15) Drivers' License Fees
581776686 $835+7666 585456686 St76897666

$861,000 $880,000 $899,000 §1,779,000

Assumptions: Census data from 1970 and 1980 indicate
that growth 1n the eligible driver age cohort was 2.2%

annually. Collection of drivers' license fees is assumed to
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continue this trend during the biennium.
(16) Telephone License Tax
$2+81470666 5376537666 3373117066 5673647660

$3,010,000 $3,160,000 $3,319,000 $6,479,000

Assumptions: Revenue forecasts for the telephone tax

o

are based on an average growth rate in revenues of 8.5
observed since calendar year 1969.
(17) Beer License Tax

S723370666 $:722176686 $t7236857008 5274517668

$1,175,000 $1,146,000 $1,096,000 $2,242,000

Assumptions: Revenues are projected based on an annual
growth DECLINE rate in beer consumption of about 8<7%--that

has--been--ebserved--since-fiseat-year-1979+ 2.4% FOR FISCAL

YEARS 1985 AND 1986. THE RATE OF DECLINE CHANGES TO 4.4% FOR

FISCAL YEAR 1987 DUE TO THE CHANGE IN THE MINIMUM DRINKING

AGE.
(18) Natural Gas Severance Tax

53748157666 5376567666 $378627600 $S7?75x27666

$3,080,625 $3,142,238 $3,108,4590 $6,250,688

Assumptions: Natural gas production 1is projected to

rematn-at-eurrent-tevets DECREASE SLIGHTLY throughout the

1986-87 biennium. Prieces--are--expected--to--inecrease-onty
mederatety-despirte-dereguiation-of-alr-new-gas-on-Januwary-i;

1985+ Prices witil-inerease-oniy-moederatety ARE ANTICIPATED

TO REMAIN CONSTANT even with deregqulation because of more

-12- 3JR 9
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competition, contract renegotiations, and lower market

prices, primarily from Canada. THE REVENUE ESTIMATES FOR

NATURAL GAS SEVERANCE TAXES ARE FURTHER BASED ON THE

FOLLOWING ASSUMPTIONS OF PRODUCTION AND PRICE FOR FISCAL

YEARS 1985, 1986, AND 1987:

MILLIONS OF MCF

46.5 46.5 45.0 91.5

PRICE PER MCF

$2.50 $2.55 $2.55 NA

(19) Freight Line Tax
$1,402,000 $1,465,000 $1,556,000 $3,021,000
Assumptions: Freight line tax revenues are projected to
increase by about 6% 5.26% over the period 1985-1987.
(20) Wine Tax
$917,000 $928,000 $940,000 $1,868,000
Assumptions: Wine tax receipts are projected to
increase by 1.3% annually based on the same.percentage rate
of growth in the consumption of distilled spirits
experienced since calendar year 1969. Wine taxes are not
based on the value of the commodity. Revenues are a function
of consumption.
(21) Other Revenue Sources
$:x37474760686 $t3793876686 51479227666 $2878527666

$14,474,000 $14,395,000 $15,387,000 $29,782,000

Assumptions: Since fiscal year 1981, revenues from a

-13- HJIR 9
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number of other statutory taxes and fines have grown an
average of 7.2% per year after adjusting for one-time
receipts. ZIt-is-assumed-this-trend-witi-continune-during-the
biennitums-howevery-a-negative——-adijustment--of--546579866-~-was
made-—-to-—-fiscalt-year—-1986-and-1987-estimates—to-account—for
bank-examination-fees-being-depostted-to-a-new—state-spectat

revente-aceounts THE "OTHER REVENUE SOURCES" ESTIMATES ARE

BASED ON AN AVERAGE ANNUAL GROWTH RATE OF 7%. ADDITIONALLY,

THE FPISCAL YEAR 1985 ESTIMATE INCLUDES A $1,000,000 ADDITION

FOR FEDERAL REIMBURSEMENT FOR FIGHTING FOREST FIRES.

General Fund Total
536579717668 S$372758%7668 $394795176668 S$76+753276680

$361,345,042 $364,919,155 $383,229,140 $748,148,285

General Fund

Fiscal 1985

Ending BEGINNING Balance
$28758:x+7378

$35,087,000

NONGENERAL FUND SCHOOL FOUNDATION PROGRAM REVENUE

1986-87 BIENNIUM

$526,310,000

THIS ESTIMATE IS BASED ON AN ASSUMPTION OF A

CONTINUATION OF MONTANA LAW AS IT EXISTED ON JANUARY 1,

1985.

BE IT FURTHER RESOLVED, THAT THE LEGISLATURE ACCEPTS

-14- HIR 9
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FOR BUDGET PURPOSES THE UNRESERVED GENERAL FUND BALANCE OF

$§35,097,000 PREPARED ACCORDING TO GENERALLY ACCEPTED

ACCOUNTING PRINCIPLES (COMMONLY REFERRED TO AS G.A.A.P.) AS

PUBLISHED IN THE AUDITED STATE FINANCIAL STATEMENTS AS OF

JUNE 30, 1984.

BE IT FURTHER RESOLVED, THAT THE DEPARTMENT OF

ADMINISTRATION AND OTHER STATE AGENCIES ARE STRONGLY URGED

TO MAKE TIMELY ACCOUNTING ENTRIES SO THAT BY JUNE 30, 1985,

THE STATE BUDGETING AND ACCOUNTING SYSTEM (COMMONLY REFERRED

TO AS SBAS) UNRESERVED GENERAL FUND BALANCE REFLECTS RECORDS

ENTERED AND MAINTAINED IN ACCORDANCE WITH GENERALLY ACCEPTED

ACCOUNTING PRINCIPLES.

BE IT FURTHER RESOLVED, THAT THE GOVERNOR'S OFFICE OF

BUDGET AND PROGRAM PLANNING IS STRONGLY URGED TO ENTER THE

REVENUE ESTIMATES CONTAINED 1IN THIS RESOLUTION ON THE

STATEWIDE BUDGETING AND ACCOUNTING SYSTEM AS THE OFFICIAL

REVENUE ESTIMATES FOR THE GENERAL FUND FOR FISCAL YEARS

1985-86 AND 1986-87.

-End-
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PROPOSED AMENDMENTS

House Joint Resolution No. 9
Introduced Copy

Title, line 9.

Following: "CONSTITUTION"
Insert: "; ACCEPTING A JUNE 30, 1984, GENERAL FUND BALANCE THAT WAS

ESTABLISHED BASED ON GENERALLY ACCEPTED ACCOUNTING PRINCIPLES;
URGING AGENCIES TO MAKE TIMELY ACCOUNTING ENTRIES IN ACCORDANCE
WITH GENERALLY ACCEPTED ACCOUNTING PRINCIPLES; REQUESTING THE
GOVERNOR'S OFFICE OF BUDGET AND PROGRAM PLANNING TO USE THE
REVENUE ESTIMATES CONTAINED IN THIS RESOLUTION AS OFFICIAL
REVENUE ESTIMATES FOR FISCAL YEARS 1985-86 AND 1986-87; AND
ESTABLISHING AN ESTIMATE OF THE NONGENERAL FUND REVENUES FOR THE

SCHOOL FOUNDATION PROGRAM"

2. Page 2, line 16.

Following: "to total"
Strike: "$767,532,000"
Insert: "$748,148,295"

3. Page 2, line 21.

Following: ‘"period"

Insert: "and an assumption of a continuation of Montana law as it
existed on January 1, 1985"

4, Page 2, lines 24 and 25.

Following: "about" on line 24

Strike: "6% during the biennium"

Insert: "4% for 1985, 5.2% for 1986, and 5.4% for 1987,"

5. Pages 2 and 3.
Following: "drift" on line 25 of page 2
Strike: the remainder of line 25 through "1987" on line 1 of page 3

Insert: "downward during the biennium"

6. Page 3.

Strike: 1line 11 in its entirety

Following: 1line 11

Insert: "$115,000,000 $124,000,000 $133,000,000 $257,000,000"

7. Page 3, line 17,

Following: '"also"

Insert: "include the effects of federal income tax indexing, assume
a continuation of Montana law as it existed on January 1, 1985,
and"

Following: "are"

Insert: "otherwise"

8. Page 3, lines 18 through 20.
Following: ‘"credits." on line 18
Strike: the remainder of line 18 through line 20



9. Page 4.
Following: 1line 2
Strike: 1line 3 in its entirety

Insert: "$17,385,000 $19,152,000 $17,877,024 $37,029,024"
10. Page 4, line 20.

Following: "estimates."

Insert: "The revenue estimates are further based on the following

assumptions of production and price:
Tons of Coal

30,500,000 32,000,000 33,000,000 65,000,000
Price per Ton
$10.00 $10.50 $10.80 NA"

11. Page 4.
Following: 1line 21
Strike: line 22 in its entirety

Insert: "$31,680,000 $24,500,000 $23,833,333 $48,333,333"
12. Page 5, line 2.

Following: "demand."

Strike: "Although"

Insert: "Because a worldwide surplus of o0il and because"

13. Page 5, lines 5 through 10.

Following: ‘"prices" on line 5

Strike: the remainder of line 5 through line 10

Insert: "and production will decrease slightly throughout the
biennium. The revenue estimates for 0il severance taxes are
further based on the following assumptions of price and produc-

tion:
Barrels of 0il

28,800,000 28,000,000 27,500,000 55,500,000
Price per Barrel

$27.50 $26.25 $26.00 NA"

14. Page 5.
Following: 1line 11
Strike: 1line 12 in its entirety

Insert: "$25,505,417 $22,635,417 $22,083,333 $44,718,750"
15. Page 5, line 16.

Following: "notes"

Insert: in the amount of $38,000,000"

Following: '"year."

Insert: It is further anticipated that $50,000,000 in tax
anticipation notes will be sold in fiscal year 1986 and in
fiscal year 1987."

16. Page 5, line 18.

Following: "account."

Insert: "The projected rates of return are 10.25% for fiscal yvear
1985, 10.25% for fiscal year 1986, and 10.00% for fiscal year
1987. The estimated revenues from interest on investments are
based on the anticipated daily average investable amounts of
$214,000,000 in fiscal year 1985, $175,000,000 in fiscal year
1986, and $175,000,000 in fiscal vear 1987."

-
L
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17. Page 5.

Following: 1line 19

Strike: 1line 20 in its entirety

Insert: "$37,634,000 $38,311,000 $40,261,000 $78,572,000"

18. Pages 5 and 6.

Following: "tax." on line 24 of page 5

Strike: the remainder of line 24, line 25 in its entirety, and line
1 on page 6 in its entirety

19. Page 6, line 2.
Following: 1line 1
Strike: "Assumption”
Insert: "Assumptions"”

20. Page 6, line 4.

Following: "1987."

Insert: "It is further assumed that cigarette sales for fiscal years
1985, 1986, and 1987 will be 90 million packs each vyear.
Revenue from tobacco sales is expected to be $825,000 for each
fiscal year."

21. Page 6.

Following: 1line 5

Strike: 1line 6 in its entirety

Insert: "$24,155,000 $28,807,000 $33,736,000 © $62,543,000"

22. Page 6, line 22.

Following: "1986"

Insert: ", then fall slightly for 1987. The anticipated interest
rates on new long-term investments for 1985, 1986, and 1987, are
12.00%, 12.00%, and 11.75%, respectively"

23. Page 6.

Following: 1line 23

Strike: line 24 in its entirety

Insert: "$15,700,000 $16,195,000 $16,737,000 $32,932,000"

24. Page 7, line 1.

Following: "about" -
Strike: "8%"
Insert: "5.5%"

25. Page 7.

Following: 1line 4

Strike: 1line 5 in its entirety

Insert: "$12,893,000 $14,800,000 $15,300,000 $30,100,000"

26. Page 7.

Following: 1line 16

Strike: 1line 17 in its entirety

Insert: "$4,850,000 $5,250,000 $5,200,000 $10,450,000"
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27. Page 7.
Following: 1line 18
Strike: 1line 19 in its entirety

Insert: "$6,110,000 $6,322,500 $6,387,000 $12,709,500"
28. Page 7, line 25.
Following: "level."
Insert: "The revenue estimates for both liquor profits and excise

taxes are further based on declines in unit sales of 3% for
fiscal years 1986 and 1987, coupled with increases in prices of
6.5% in each of the fiscal years.

29. Page 8.

Following: 1line 1

Strike: 1line 2 in its entirety

Insert: "$6,624,000 $6,600,000 $6,800,000 $13,400,000"

30. Page 8, line 4.

Following: "on a"

Insert: "slight decrease from 1985 to 1986, then projected at a
Strike: "6%"

Insert: "3%"
Following: "“collections"
Insert: "for the remainder of the biennium"

31. Page 8.

Following: 1line 7

Strike: line 8 in its entirety .
Insert: "$1,660,000 $1,000,000 $1,000,000 $2,000,000"

32. Page 8, lines 16 and 17.
Following: "will" on line 16
Strike: ‘"increase modestly"

Insert: "remain constant"

33. Page 8, line 20.

Following: "1986."

Insert: "The revenue estimates further assume no reopening of the
Black Pine mine near Philipsburg, Montana.”

34. Page 8.

Following: 1line 21

Strike: line 22 in its entirety

Insert: "$2,212,000 $2,273,000 $2,405,000 $4,678,000"

35. Page 9.

Followingy: 1line 7

Strike: 1line 8 in its entirety

Insert: "$861,000 $880,000 $899,000 $1,779,000"

36. Page 9.

Following: 1line 13

Strike: 1line 14 in its entirety

Insert: "$3,010,000 $3,160,000 $3,319,000 $6,479,000"



37. Page 9.

Following: 1line 18

Strike: 1line 19 in its entirety

Insert: "$1,175,000 $1,146,000 $1,096,000 $2,242,000"

38. Page 9, line 21.
Following: 1line 20
Strike: ‘'"growth"
Insert: "decline"

39. Page 9, lines 21 and 22.

Following: "about" on line 21

Strike: the remainder of line 21 and line 22

Insert: "2.4% for fiscal years 1985 and 1986. The rate of decline
changes to 4.4% for fiscal year 1987 due to the change in the
minimum drinking age.

40. Page 9.

Following: 1line 23

Strike: 1line 24 in its entirety

Insert: "$3,080,625 $3,142,238 $3,108,450 $6,250,688"

41. Page 10, line 1.

Following: 1line 25 on page 9
Strike: '"remain at current levels"
Insert: "decrease slightly"

42, Page 10, lines 2 and 3.

Following: line 1

Strike: "Prices are expected to increase only moderately despite
deregulation of all new gas on January 1, 1985."

43. Page 10, lines 3 and 4.

Following: "“"Prices" on line 3
Strike: "will increase only moderately"
Insert: "are anticipated to remain constant”

44, Page 10, line 6.

Following: "Canada."

Insert: "The revenue estimates for natural gas severance taxes are
further based on the following assumptions of production and
price for fiscal years 1985, 1986, and 1987:

Millions of MCF

46.5 46 .5 45.0 91.5
Price per MCF
$2.50 $2.55 $2.55 NA"

45, Page 10, line 10.
Following: "about"
Strike: "6%"

Insert: "5.26%"

46, Page 10.

Following: 1line 19

Strike: 1line 20 in its entirety

Insert: "$14,474,000 $14,395,000 $15,387,000 $29,782,000"



47.

-’

Pages 10 and 11.

Following: "receipts." on line 24 of page 10

Strike: the remainder of line 24 on page 10 through line 3 on page

11

Insert: "The "other revenue sources” estimates are based on an
average annual growth rate of 7%. Additionally, the fiscal year
1985 estimate includes a $1,000,000 addition for federal reim-
bursement for fighting forest fires."

48. Page 11.

Following: line 4
Strike: line 5 in its entirety
Insert: "$361,345,042 $364,919,155 $383,229,140 $748,148,295"

49,

Page 11, line 8.

Following: line 7
Strike: "Ending"
Insert: "Beginning"

50.

Page 11, line 9.

Strike: "$28,981,378"
Insert: "$35,097,000"

51.

Page 11.

Following: 1line 9
Insert: "NONGENERAL FUND SCHOCL FOUNDATION PROGRAM REVENUE

1986-87 Biennium _
$526,310,000

BE IT FURTHER RESOLVED, that the Legislature accepts for budget
purposes the unreserved general fund balance of $35,097,000
prepared according to generally accepted accounting principles
(commonly referred to as G.A.A.P.) as published in the audited
state financial statements as of June 30, 1984.

BE IT FURTHER RESOLVED, that the Department of Administration
and other state agencies are strongly urged to make timely
accounting entries so that by June 30, 1985, the state budgeting
and accounting system (commonly referred to as SBAS) unreserved
general fund balance reflects records entered and maintained in
accordance with generally accepted accounting principles.

BE IT FURTHER RESOLVED, that the Governor's Office of Budget and
Program Planning is strongly urged to enter the revenue esti-
mates contained in this resolution on the statewide budgeting
and accounting system as the official revenue estimates for the
general fund for fiscal years 1985-86 and 1986-87."



BACKGROUND PAPER: HB 652 (Switzer, Darko)

NET PROCEEDS PROPERTY TAX

The net proceeds property tax is primarily levied on 0il & gas(not covered by this
bill directly) and on mines producing vermiculite, bentonite, precious gems
or stones, or other valuable minerals (except coal and metals).

The net proceeds tax is calculated by subtracting certain costs from gross proceeds.
The allowable deductions as stated in 15-23-503 are
royalties )
all moneys expended for necessary labor, machinery, and supplies needed and
used in the mining operations and developments .
all moreys expended for improvements, repairs, and betterments necessary in
and about the working of the mine - except as hereinafter provided .
all moneys expended for dosts of repairs and replacments of the mill and
reduction works used in connection with the mine
depreciation in the sum of 6% of the assessed valuation of such milling and
reduction works.,..
all moneys actually expended for transporting the ores and mineral products
from mines to thé mill or reduction works or to the
place of sale... .
all moneys expended for insurance and welfare and retirement costs reported
all moneys expended expended for necessary labor, equipment, and supplies
for testing minerals extracted to satisfy federal or state health and
safety laws...
Obviously, only those expenses directly and specifically related to necessary
production can be deducted from gross proceeds in order to compute net proceeds.
Once the net proceeds are calculated the county, school district and state
mandatory mills are levied against the figure in order to obtain property
tax revenue.

HB 652

HB 652 proposes to allow 2 more deductions when computing net proceeds. The
effect of this will be to decrease the taxable value and tax revenue of local
governments, school districts, etc, who rely on the property tax.
The two proposed deductions are:
1)"all moneys expended for mine reclamatiori{p,3 line 24)
2) "costs of office, clerical, and administrative services necessary
to the operation of the mine or to the reduction or beneficiation
process and performed in the vicinity of such operation or process(pg 3 line 25)
these administrative costs will apply to .."superintending the management
of such operations or of the office, clerical, and administrative services
necessary thereto." (pg. 6, line 15)
The industry argues that both 1 and 2 are necessary expenditures in the operation
of a mine and/or mill operation. However, there are problems.

ALLOWING A DEDUCTION FOR ADMINISTRATIVE COSTS IN THE VICINITY OF THE MINE

Who defines what censtitutes necessary administrative costs? Historically,

the state of MT has had many problems with Anaconda Copper over just

this question. Anaconda Copper repeatedly attempted (when they were

subject to net proceeds taxes before 1976) to include many administrative
overhead costs incurred in N.Y. where the corporate headquarters were.

The Company argued that these costs were necessary for the functioning

of their MT operations, The state argued that deductions for net proceeds
could only be taken for mine site related expenses. The latest instance of
this dispute erupted within the last few weeks when a DoR audit found Anaconda



owing around $14,000,000 in un-paid property taxes, A portlon of these disputed
un-paid taxes were connected to Anaconda's deduction of overhead costs incurred "
in N.Y.

HB 652 seems to re-invent these problems by allowing the mining corporations
covered in 15-23-503 to deduct these administrative expenses. There are

no criteria given to adequately define allowable administrative costs or {
to determine just what "in the vicinity of such operation or processes"

means. There is no determination as to the exact méaning or extent of

definition of " superintending the management of such operations or of the

office clerical, and administrative services necesasary thereto."

Examples of such problems: currently the costs for mine superintendants

working at the mine site are allowed; but with HB 652 the costs associated

with a general mine manager that works not only in MT but in ID, WY, ND, SD, etc,
would be allowed, What portion of the costs associated with this general mine
manager should be attributed to the MT mine? How could the MT DoR really check
out the figures and determine the MT portion? Another example was provided by
past Anaconda attempts to deduct overhead incurred in NY. Further, just

what coveérs Min the vicinity"? Does it include a company employee just

passing through?

ALLOWING A DEDUCTION FOR MINE RECLAMATION COSTS

The cost: of mine reclamation is required by state and federal governments.
of the mining companies, The arguments for this deduction have yet to
be worked out.

FISCAL EFFECTS & WHO BENEFITS

The 1983 taxable valuation associated with net proceeds of mines was approximately
$7,400,000 extending over 12 to 14 MT counties. However, $4,200,000 of this

was associated with one operation - the W,R,Grace vermiculite operation in

Lincoln County. Thus the major share of the deductions proposed in HB 652

- about $1,050,000 taxable valuation - will be garnered by W,R, Grace.

Indeed, the deduction of administrative costs incurred in the vicinity of

the mine directly related to the cost of W.R. Grace's office in Libby.

Moreover, the cost of W.R., Grace's offices outside of MT - particularly

the Construction Products Division in Cambridge, MA - may also come into

the picture if past Anaconda practices are any indication,

This tax benefit given to the mining companies by HB 652 may not lead to
any increase in production or investment, With all the tax incentives
given to corporations in 1981 the W.R.Grace rate of taxation fell to
-1.8% of its profits. This means that W.R,Grace obtained a tax credit

of 1.8% from the federal government., Yet, this did not lead to any
increase in investments. Indeed, over this three year period W.R.Grace
decreased its investment by 46.9%. Conversely, W.R,Grace increased its
dividends to shareholders by 16.3%, While these are national company wide
figures and may not be directly applicable to one mine operation it does
provide an example of governmental experience with W.R.Grace and tax
incentives,.

Obviously, the costs associated with a 25% decrease in taxable value
will be borne by other property taxpayers, local governmental services,
school children, etc, For example, in Lincoln a 25% reduction in taxable
value associated with W,R.Grace amounts to approximately$l,050, 000 **-:-
at 220 mills = about $ 231,000in lost tax revenue!! Who will make up

the difference? The mill levy will have to increase to make up for this
loss and/or governmental and school services will have to be cut.

In otherwords, HB 652 requires residential and commercial-industrial
taxpayers to subsidize W.R.Grace operations.

" * The DoR estimates that HB 652 will cost about 1/4 of the taxable value
** This estimate uses the proportion of WR Grace's taxable value in relation
to that of all mines and applies this rate (56%) to the lost valuation due to

HR 652. hrioostoey WD Crarale v»atiiettiean 1113 Fe mare cineca 14+4c vyoduiection could




HB 652: QUESTIONS

ASK INDUSTRY:

Define "administrative services necessary to the operation of the mine or
to the reduction or beneficiation process..."

Define what constitutes "...superintending the management of such operations
or of the office, clerical, and administrative services necessary thereto."

Does your definition of deductible include any costs asséciated with WR
Grace's Construction Products Division in Cambridge, MA?

Define "...in the vicinity of..."

what guidelines does the industry propose to the DoR to define these
terms and insure that there will be no future lawsuits over the
definitions?

Will the proposed reduction in taxable value (and thus a tax decrease
for WR Grace) mean an increase in the local mill levy in order to
re-place the lost tax revenue?

Which taxpayers will have to pay the increased mill levy?

ASK DEPT. OF REVENUE:
Given your experience with property taxation and natural resource taxation
can this bill be adequately administered to prevent future court cases
by industry over the definition of allowable administrative costs
-and local vicinity?

How do you relate this bill to the Department's experience with
Anaconda Copper and the definition of administrative costs?



MONTANA 1802 11th Avenue
Helena, Montana 59601

ASSOCIATION OF (406) 442-5209
COUNTIES

TO: Representative Gerry Devlin
Chairman House Taxation

FROM: rdon Morris
xecutive Director

RE: House Bill 553
DATE: February 11, 1985

The Montana Association of Counties wishes to suggest an
amendment to HB 553 by adding the following to line 24:

distributed in fiscal year 1981." Any tax jurisdictions created

subsequent to fiscal year 1981 shall receive the fees in lieu

of tax in the relative proportions of the levies for state, county,

school district and municipal purposes. This shall constitute the

new base year for distributions for all taxing purposes in each

subsequent year.

- N - - .~

Newly incorporated areas, towns and cities, will receive

an allocation based on mills levied, but shall not exceed 65 mills.

This shall constitute the new base.year for distribution for all

taxing purposes in each subsequent year.

GM/mrp

MACo
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February 12, 1985

To: Members of House Committee on Taxation

From: James D. Mockler, Executive Director, Montana Coal Council
Gary A. Langley, Executive Director, Montana Mining Assoc.

Re: HB 690

During testimony on HB 690 the Department of Revenue asked
that the RITT be clarified one way or the other. 1In view of
those remarks we ask that you consider the attached amendments
and statement of intent which clarify the statute as per DOR's
request.,

ey -

///ﬁames D. Mockler

s @
1000 0 il

Gary A. Langley
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Montana Coal Council
Montana Mining Assoc.

Amendments to HB 698

lines 21-25: Delete
lines 1-15: Delete

line 8: Following "product"”
Insert "at the point of"

line 9: Beginning of line, reinsert
"extraction from the ground,’



Montana Coal Council
Montana Mining Assoc.

Letter 35 Intent

It is the intent of the Legislature that the Resource
Indemnity Trust Tax be levied upon the value of the mineral at
the point it is severed from the ground and prior to processing

of any kind and also excluding taxes, fees and any other costs.
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TED SCHWINDEN, GOVERNOR MITCHELL BUILDING?
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Representative Gerry Devlin, Chairman :
House Taxation Committee &
State Capitol Building
Helena, Montana 59620
Dear Representative Devlin: .
RE: Mining Industry Amendments to HB 690 -~ RITT -
%
The proposal from Mr. Mockler and Mr. Langley would grant major
tax reductions, create loopholes, and would harm the Resource =
Indemnity Trust Fund and the Legacy Program. The propcsal would %
go beyond even the erroneous 1974 rules 1in granting deductions
and would exempt more producers from any Resource Indemnity Tax .
beyond the $25 minimum tax. b

The proposed letter of intent would instruct us to grant deduc-

tions that have never been allowed under the tax. These are the
problems:

A. "Taxes"

The letter of intent proposes a deduction for all 1local,
state, and federal taxes: production, property, corporation,
withholding, and other taxes. The proposal far exceeds any

deductions previously allowed and greatly reduces revenue
because:

1. No taxes cf any kind have ever heen deducted for oil and ﬁ
gas under this tax.

2. The mining industry was incorrectly allowed deductions
for a part of production and property taxes. The letter
of intent would allow deductions for these taxes plus:
all remaining property and production taxes, ccrporatiocn §
taxes, withholding taxes, federal taxes, and any other P
levies (new vehicle sales tax, fuel taxes, etc.). These
latter items have never been deductible.

m&q@lﬁg
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B. "Fees"

No governmental "feese" have ever been deductible, to our
knowledge, under the RITT. The letter of intent would grant
deductions for the first time for meotor vehicle fees, permit-
ting fees, and other fees. The term is so general we cannot
even be sure what it includes. It appears to create an
entirely new locphole.

C. "Other Costs"

This letter of intent does not 1limit deductible costs to
"post-extraction" costs. It allows the decduction of all
extraction costs: mining, ¢drilling, or pumping costs. These
items have never been deductible.

The amendment to the bill itself is a kack door way of converting
the Resource Indemnity Trust Tax from a gross tax to a net tax.
This 1is contrary to the purpose of this tax because it exempts
some producers from helping indemnify the state for 1losses from
resource extraction.

The amendment is so broad, as evidenced by the letter of intent,
that it threatens the existence of any meaningful Resource Indem-
nity Trust Tax.

€incerely,

QRIGINAL SIGNED

John D. LaFaver
Director

JDL/ddc

cc. Alice Omang, Committee Secretary
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