
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 shou~d 
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explained that the basic reason they repealed the old 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 
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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 propnnents. 

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 Dusiness 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. 

Torn 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 
question 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 value. 

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, if 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 oil 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 gasollne or dlesel 
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 
questions, 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 reo 

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 t.bAt :it: is up 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 oil 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 nIl 
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: 
son moved that this bill DO PASS. 
mously. 

Representative Patter­
The motion carried unani-

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 do~ot-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. 

Alice Omang, Ses:=j'e'tary 
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14. P~ge 5. 
F'-ol19wlnq ~ !in~ il 
Strik.l li~. 1: in ite 
!ns~rt: ·S~S.505t41' 

15. Paqo 5, lice 16. 
Follo~i~~~ "no~o~· 

;~n tire-t. v 
$2:!~635,417 

t!lsel'!:: l~ t:hij ,~!ZlnU;lt of $l$tO{;O~OeG· 
Fol1.;)tI1ing = -fe'll: .. ~ 
tn~~rt: !t!9 f~rthar ~nticipat~d thAt S5Q#003,OOO in tax 

();:tt;ioip8thm not.~ll will ha sc)ld itt ti~c!tl :!{:IifJ,r 1 '£6 Zt.f~d in. 
fiHcal y.ar 1'07.-

16. .~qe 5~ line 18. 
F'clltJwiT...q: tt,"lccottnt. Of 

:!1.ser"';~ "7hl/~ pr~i~cb~d .r~bil~ ;Jf. r<:.t;tn:n ·'lr&; 10 .. ~S, forfis{!.i!l yaar 
19~5,. lO~?5' !':u;, .fi~e~l ;·,~ar 19SG,. ai;:d 1-0.00* f'.,}K !l~<!al y<u .. r 
1987.. 'rho:? ,,~~tit!1nt~d ruv~ml..e& frl.n;;; l~tt.arc~t; ;)f.\ in.'1s!lSta1C!li'lt.s .;it!',:: 

bii$cd on t~ ·';blt.i~l?a~'m'l d~ilv i1.ver;~q·:f i'0~~"U.tt.dbL) ;,,:.:lount.:i.'t .;..'\t 

S214,OOu-,OUt) :L"l tia.~~l :-t~ar l~UiS .. St7S,OOO,Cjt)O ttl. ·n.scill Y:'!t'Ar 

1986, ~hd ;175.000,000 in t18e~1 y~~r 19B1.~ 
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17. Pa'li': S. 
Fr."} 11. 01ll1n"1 1 lln{J 1 :1 
Strik~: lin~ 20 in it~ ~~tir~ty 

18~ ?~q~$ S ~nd s. 

...... ~~.~ ... ~~.~ .............................. 19 ... ~~ ... . 

F~11;:)wi.t.l9t -ta;;:. ft on liJ.i~ 24 :~f pa9~ 5 
StrilhH the rf3m~ind~~r ,-;f line 1., lini,;l 25 in it.s <entit'1!t:" ~nd lin~ 
1 on paq_ , 1n ita ~ntlratv 

19. Pa9* 6~ line 2. 
l'oll~wi:1q! li~~~ I 
S tr tlte it . "As ¥u:mpt jon" 
Ios~t't! "A.lfilu~pti~n3· 

20. Page: 6, litlil 4. 
1'o11rN"iw;p -1987." 
!n!lart.: tI'tt it: ff,;U'thet' i,l$sufled ~bat. ciq~r~t.t1) ~al;"!'\1 !"jr fiscal rears 

1985, 198.6. ~~d 1987 ~ill he 90 Qillion pack$ ?~cb y~ar. 
Re"'l;):lU~ frc;.r.l. t".ohaccu s~les ii! e):p~cttld to b~;, $025,00'" for Ti;ach 
t.:'s,cal Y~'!!lr~'" 

41. Page 6. 
Foll~ing: li~l~ 5 
Strito. 1 i;'l .. ~ 5 in i t~ ~nt:.irety 
Insert! ~$~4,l5S$OOO $29~307rGOC 

22. ?~ge~. ti~e 22. 
r~11o~1dqr ·1906-
!ns~rt:: ", ~h~n f<'lll ,.~li~t,tly for l'B7. Th·~ .:ttlt.icip4\f.;.I'!lU ;:,ntlll;r;'~$1:. 

rat(fS Oli 1'i~V !(H19-tCrzt inV9St.aent~ r't:ir 1985, 1 *1~6~. ,'lt~d ! ~a11' are 
1:2.00% j' !.:l .. Ont I ant.! 11" "5\.. rm~~cti VGly· 

23. Pa.q~ 6. 
Foll~ingt U.ae- '21 
Strika: line 24 in its efteirat! 
Inae~t: ·SI5.700.000 Sl'~1'5~aOO 

24... r:d9~ '1, 1 f:l(! 1.., 
Foll.::ntLlg: If,,bout 4 

Strik~: .. ~, .. 

2S. Pitl}~.l ·1. 
pgl10wi~g! li~2 4 
Strike: lin~ 5 in l~S 
!~a~rt~ gSl:,U9l,OOO 

STATE PUB. co. 
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.......... .F.ehruary ... 12 .......................... 19 .. 9.5. ... . 

26. '?a<j@ i. 
Yol1vvic9: line 16 
Striko: lis. 17 in its 
L~$~r~! ~$.~e50fOVn. 

21. P.!:ig~ '1. 
Follcvl.n~p li~~ 18 

l1~ltir~ty 
$5,~S{).OOO 

St~i~~t li~~ 19 iA it$ ~ftti~etv 
!ns~rt; ·$6~110¥OOQ $6,312,500 

~8. ?~qe 7 t li~a ZS. 
-rollowin'll 1tl:evel.-

~6,le1,OOO 

h~~~rt.: "'Zh~ r.:lYlCmt<;t .. ~s·t.i~t~s f<)r hotb l1quvr p1"o~it:n &nd e'%c.t~<l 
t.a~etll .ti:r~) ~urt.he!" b.J1s~d m~ d~~lir"~J! in unit ~all'l" of J\ for 
f i~l;&l :f~~r.ll 1966 aftd 198:1. c::n.1phHt vith h:U':!."'~t't,i'h)t! in pricar. of 
5.5\ in Q~ch ljf' tb~ fitilc.61 i'~fllr.s.jl 

29. P~ge 8. 
?i-}l.lcn"lnq~ lind 1 
Strik~. lin~ t in its 
In~ort1 '$6t'24~OOG 

30. Page a, li~~ 4. 
FollQVi~9: fton~· 

i.~:\t.l.rct\f 

$'#600.000 $13,,400,000· 

tn3et''!; ·~;;.!ight (h~Craa6~ (rem IlB5 to 19S6,. then ~r'):jiJct...zd e;t an 
Strik4: -6\-
!lll}eJ:t~ ·3*ft 
rollowiriq t • ("o11~C't i.::ns" 
!nJiert; til :ur ~ha t'::~inder i)f. r..ttil hic!"Hli.u~" 

31. f?~9~ 3. 
~o11owinq! lia~ 1 
StrlkG; 1i£1$ 8' in its ~!lt.irQ:t7 
lnsertl *Sl.660 J OCO 51.DOh.ooo $t,OOO.!100 

l'. ~A'd 8. linn. 11 n~d 17. 
P'o11owin<,;p·will- "J!'l 1 i;':H~ 16 

• t !'tt,:r{~,?a.a,it ~vd~st.l )~. 
·r~l~in ':':onstat:t· 

33. P':'lq~ 8!" lint;;- ~O. 
1"011 i)"!di!",~ t "1936. tt 
rtH$1i:ct. lIIThe !:'~v(:mUtt :Isti.r:Ult:#!ti/ !ut·t.h~'!r '::fi';;Uml!j it~} r.<;'DI;l3: .. i.'~q '~J.f ~:h(\l 

Bl.ii!::k Pili;} r..il~e l1e~:: }(ni 1 ip~bur9, !ic!'n:;'.H'l.it _ .. 
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34. Paq'lJ 8 .. 
Foll.;)viugl li1u! 11 
St,rikiU line 41 in it.s'i!'nti,;~ti" 
IO$ert: -'2,212,000 S2,271.000 

35. P41qe ,. 
Following: lin~ 7 
St:rilt~: lhu.~ 6 iu it~ t:<t:ltirct.y 
!n.er~r ·$861,000 $88Q,OOO 

36. Paqe 9. 
?ollovl!.1<]t l:bvl! 13 
St.riko: lin~ 1~ in its ~ntir{~ty 
!n~~rt~ ·$J.Ol~,O~O $3,liO~~On 

J7. P~ge 9. 
F;;)llvwtnq~ line Ut 
Strike, I1n@ 19 in it. entirutv 
Iouert; ~$1.1'5_000 Sl~14',OOO 

lS. P<tq<iii " lin~ 21. 
Follow1!.'HJ t lin~ 20 
at: r H:.-;: : '" lj !:Owt.ii tit 
!D~ert: ·deeli~5· 

39. P~qo 9 t linaa 21 and 2~_ 
?()llowin";lz "about- en Un;; 21 

............ r.@.:nl~1:Y. .. 12 ......................... 19.35 ..... . 

5trika~ :.:hurallaal:.'".der :'5f lin{'t 21 ,~nd lin~ :J t.'lrou.qh "1979~ 
!n!J"-frt.: -2.4' f;-:;r. fi~e>il ':'iH!!tr,f!! '\9~5 ''HId 19~H)* '::'.h~ :;'i31:e of J~clinu 

cbanga. to C •• % for ti&c~l year 1967 dna to tba ch~nqe 1n th. 
<:l.l41 inmm drink! nq ;194"';' 

40.. PS(J0 9. 
FQllo~ibq; lin~ 23 
.StriktH . 1 io.jJ! 24 in it~ efd.:ir{ity 
[na9rt~ -$3,080,625 3l~14l,2l9 

41. ?a9~ 10, !i~a 1. 
~cl.l·o'\linq! 1 ifid 15 c.n r:;nqa :; 
nt:rike! "rC1~ain at cu"~rant. l;!}vdl::: 1t 

rn.er~~ ~dQcr~.s. ~liqhtly· 

4:. ?~9~ l~. lines 2 and 3. 
FollcWi~q: l1ne 1 
Strik~: "'?rit~tHl ,T~r .. , ,,~:lI:?;e-ct';41 t,o tncr,,~as~ 0:11\' 1~~1ddr<: t.tll '~. d,:&pi ::;,:" 

Ci·;~t"cqul~,t.iorl ~)f r:.ll .:--~~:~W ~u.:; (:;~'l ~74ti.\li':·{ 1 tf l~8'S." 
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4·3. ?d<J~ 10, lin(!s 3 dnd 4. 
?ollowinq! a?r.ic~:.t· em lit:..·i!' l 
St.rike!. ·will iw;:r!;;l6.tSd only Jllodcrat~ly· 
I~t;(:>rt: -are anticipated to rtl!mAin CQn1it:H~t" 

'4. Psg. 10. lin_ 6. 
Folluwlag! ~C~ndd<ll .. g 

IlUU;rr-C! ·Th~ I"uve:U\l$ Q.~t1tiUl't..e5 fo.r l'laturAl '14S 9-ev~rane;l t~lI:..:!£ ,"U"tl 

furthur n,-at::i!l ... i en tj-,~ f:cllovi~~l ~.\$3'UJ1tp.t.i~~s {~t prcdut.:~tl()~' t~ncl 
price for 11zcal years l'SSI 19.'_ dad 1917: 
}'H..ll iou$ of act' 

46.5 
f'ric'il p{fr .tlC~ 

$2.50 

45. Pagm 10, line 10. 
Volloving; -about­
~t.rH::~ I .~,. 

!h$~rtt ~S.16\· 

46. Page" 10. 
P'oll",winq; liufl\ 19 
St.rikre: lit1!! .20 ,!~fl i-t~ 
I~~art: ·~14,47'~OOO 

47.. P&Q6j;i 10 ",ne lL 

t;;r~tirilty 

'>14 ,3~5 t (J~)C 

Followi~~tp -racelpt.s .... ,:m li~,aI 

Strike: t.i'H! r~~ai~aer cd. li~·(t :~. 
11 

45 .. 0 

~"'.~g;:.'l 10 
r-is.q~ 10 

91.5 

'!:nSert: ·Tb.~ "otlH~r r'-lVlJnUailCnlrC1!!J- enti~~tes ~~r.u h~&0d GIn an 
./lver~\ge .tt1nual 9tow~h l.""3t.e of 7'. Addi tivl'!allj',. th~ t:iac411 '{t'!,ar 
lSi5 .'!sti!l).atroli i~el'Ue~£:$ a $1 # J)O(). 000 addition for fedoral r~.Ufi­
bur ~U~iiimt ~Qr~ iqbt.in.,; r"""tr~t1!!t; f i.r~~ • ., 

43. ?J!'J€:J 11.. 
?ollo~hlq: H.~~ ~ 
Strik.; lina 5 in its 
Insort: "$]61,345,042 

ct. P~ge 11. lin~ 8. 
Following: line 7 
Strik~: R~ndinq· 
Ins~r~; ·~~glnn1~g· 
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Helena, Mont. 

~~m::i.r~t;~:;;, 

S3'6',?19 f lSf) 

...................................................... ··················· .. c·h~i~·~~~:········· 



) 

) 

) 

Page a of i 
iiJR 9 

51. P<,,"q~ 11. 
?ollvv1~q; 11n~ 9 

....... f.~~~~4l.t'Y ... l2.,. ............................ 19 .as ..... . 

!ns~rt.t -NOMG2NEltt'L ?U!!D SCr!OOt. POO1IDATH.:m PROOP..AH Rm;nm~ 

S5Ut,:no,ooo 

BE! rr f"Un-rU'ER Rl!SC:"VE!), that t!'l~ L.9i~latu.'r~ .acceptlit- !:t'}r budgfJt: 
?urtl0$ca thu U~lt'(!H!h~rl{;·~d. g0lh!ral fu"Cvl !}..'tlan.c<) of S3SJ'097 t (Hl(} 
pr-ep;l.t'"oEtd dccordin~1 t:;) gdn;;tr~lly acc~?tod >:teeoul'lti~9 principl~a 
fco~nl.·t ::~t~!'.re;i t.t) ~~u G .. A.A.2.) >i$ !l\1blL;ll'H.~d in tilt) audit\..Zd 
~t;,gat~ fin.am:tiil ~tat~ment:!'# ;au of ... 1'tu'\~ 3f!, 19~4 .. 

RE 11' FUR'tlU!.R R!..SOLVZU, that,t:bu D.rap~lrt~ent; ~)f ;'t.dttiai3tr~t.ion 
;at\G f}th~r 'Z.t.llte A~enci~~ ,Jr~ t~triJn91:l' urg;j!~ to makti t.1~ly 
u~COU!ltil\9 ~ntrilJ!s sa t:hat. by .rune 30, !9RS, the ~tat.eb\J.dgeti;)q 
lh14 .:l4'!COUUthitJ syt.lt~= (e~nl1 referred t.O ..'!\& 5MS) unr~~ar'T~d 
gi!!-r.erill fund bal:tnc'e ruflect~ records f.·mt.t~rt.td and aainta.in~d in 
ac:cord~nc{! with 9..eaer&11~r a{,'~ci!pt$d dccount.itH} ~t:'in.ci91~s. 

z.1'£ IT FOR'rrftrn Rr.SOL~It."D.t that. tJ.'Iit Gov~rnort};; {)fiice ot :SUdq.ei; and 
P.rollr~rlt Pli;il.f.!niaq b~ strcmqly ur9*d t.o e!\t~t" tha r;~Ve!U.le Q~t.i­
!lllt·1Jl!3 cO!1t:'1in~d 11: th.is r~tJolution \l:,} thtj st.ate\fid'.l ;:lUdgf.!tinq 
iJ.~d .l(,:cou~ting '3't~taa Z'i.$ t.h~ cfflciul Z'd""'o!:lnUtl €hi:.tit\lat:~& [Qr t~~ 
q8naral ~ul'\d fer' fitkcdl YlJiars 1935-86 ".r.d 19f16-ti 1. ,. 

A~1) AS AI:,tENn~p I 
00 PASS 
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TESTIMONY OF THE MONTANA MINING ASSOCIATION 
IN OPPOSTION TO HOUSE BILL 690 

BEFORE THE HOUSE TAXATION COMMITTEE 

February 12, 1985 

Mr. Chairman, members of the committee: 

£ y,f #,,6 I' f- J 

tl8 b·fo 
,;J. //::2./ !-5-

~J.y Lr4~f~ '1 

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

The Montana Mining Association is J 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 

Association1s members shows that if House Bill 690 is passed by the 

Legislature, taxes will increase by nearly $1.4 million dollars. The 

inc rea s e s wo u 1 d ran g e fro mal 0 W 0 f $ 5 , 0 0 0 for ace men t com pan y t 0 

$297,876 for one of Montana1s 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 IIpermanently bedridden.1I The reason is 

low 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 statels lagging mining industry. 
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In September 1984 a study conducted by Robert L. Davidoff and Ronald 

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

operations in eight western states and Wisconsin. It concluded: "In 

• 
I 
i 

'-' 
I 

all cases, Montana had the highest level of tax payments and the low- I 
est rate of return ... " 

''ill 

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

The firm studied taxes I Nevada-based mining management consulting firm. 

on open pit and underground mining operations in 15 states. It concludel 

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. 

I 
~1 
WI 

I 
Montana's attitude toward taxation hardly fosters an attractive climate'l 

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 

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 last 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. 

# # # # # 
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THE DEATH 
OF MINING 

AMERICA IS LOSING ONE OF ITS MOST BASIC INDUSTRIES 

Just 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 toll 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 

64Illl~;INfSSWFEK!OECFMBfR 17, 1984 

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 .. 
example of what may bg QH iHQ~strittl 
me~atrend: the inexorable shift of the. 
~o uction I and processing of all bask;, 
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materials from the industrial count 'es 
Ie Ir or. ike steelmaking, 

metals minmg is vulnerable to some fun­
damental forces. It is an industrial activ­
ity,in which, these days. the deye!opiilg 
natIOns have an almost !Iphq~:h)e pair 
of economic advantages: cheap labor 
plUS very-low-cost resery!li. 

The industry's plight ripples far be­
yond the dozen or so companies that 
dominate metals mining in North Ameri­
ca. ~ust four yeats,age .metals miping in 
the U. S. was an $8.9 billion enterprise. 
~ 1983 It had shrunk to Just $5.9 billion. 
MJnlng employment. iliready down to 
44jOO at the start of this )'ear from 
109,000 in 1981. could faU ? further 30% 
Ql(fr tAg IUlxt twa ~a tAree y,,',ws. The 
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
term beneflt for manufacturers and con-
sumers, some obse -
tn e In ust 's roblems rna one 
day pu national security at ri~. "We 
need a copper mdustry, 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 th-ese reasons, 
metals mining could become the next 
cause celebre in Washington's continu­
iUi debate oyer mdusfr;a! pol!C¥. 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 for~oing maior 
Seii'ments of its minerals- ro ucin ca a­
bl I an su Sl Izm m 

~ea ange~o;d:~~J;':; of our cop;er 
uidustrv a rl " f Ollr iron-je 
industry" warps Robert C Horton. head­
of the Bureau of Mines. All across the 
mmmg spectrum the signs are plain: 

nWril s lOny 

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 suft'ered a net loss of $70 
million in the first nine months of 1984, 
had to cancel its fourth-quarter dividend. 
o 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-oft' 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-oft' 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, zinc, and lead, the scene is 
much the same. Toronto-based Inco Ltd., 
a giant nickel producer, has posted lil 
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 CU'ITING WAGES AND 
BENEFITS AND EXTENDING WORK HOURS 

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

.A. series of factors accounts for w,n-
ing's malaise. The industry ~ ~~~~Ip'~ ~ 
[ worldWIde excess of Mpacrt;;W; 
shows no sign of abatjng Despite elisap. 
pointing demand for most Ai9tals, Thi,:Q 
World countries, eager to ex~o~ ~~e 
of their natural resources keep;;pp;;~ 
giant new mines that ipcgrpgratp tbelat . 
est recovery techpjqwi'S The Btl 6n~ dol­
lar tnakes their Jour cost products partj,Q .. 
ularly appealing to U. S. buyers., 
Underlying all this is a weakening eo­
logica ase: any 0 e riC es omgs­
he ~ase-metal' reserves an' co~~~ cl~ 
toepletion, while the low-;;JP ;;;;. 
that remains is hecoming too costly..10 
J,:pcoyer. 

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 hegan ,Jo 

in the 1970s. and iron-ore 



overto. - .:1 

the floors of the world's commodities 
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. S. 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 19~O, earnings of the North Ameri­
can producers collapsed. From 1982 
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 deht amounted to 86'f, of their capi­
talization; by the end of this year's third 
quarter, it was close to 417<-at least 10 
percenulge points above the average for 
U. S. industry. Return on shareholders' 
equity, which stood at 187<· 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-

(Jointed a 2!i-member task force 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;7'0 of U. S.lead mining capacity 
since summer, lead has nonetheless fall­
en an additional Glt a lb. since July. Al­
though inventories of copper on the urn­
d: ~ ci~ew YorR eXChanges hru:::.e 
d ppr b J" smce .JanuarL and world 
d@IUtF for the metal mayJJjt a record 
8.3 m. lion tons this ear, co er is now 
lit a Ib.-9<t e ow Its ;rlce last April. 
"These are not normal economics as 

. we have known them." says Asar.c.o 
President Richard de J. Osborne. "Based 
on~he fundamen1als and on historic po;­
ce ent, we shoul now be several quar­
ters mto a pnce recoyery" Yet, iR Feal 
terms, the price of copper is lower now 
than at any time in this centur exce)t 

du.!ilJ,g the tmll~b Qf tb{l L)QjlFoH;Mln. 
Industry executives lay: much 0.1 the 

blame on the mighty U. S. dollar, which 
has allowed foreign producers to offer 
metal to U. S. buyers at low prices aEd 
to maintajn:=Qr even fatten-profit mar­
gins in their own currencie.12. 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;7'Q 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 mp­
per, lead, and molybdenum will rise, 
notes Firoze E. Katrak, a vice-president 
of the Boston commodities resear('h firm 
Charles River Associates Inc. The rea­
son: Even in times of glut, world produc­
ers set their prices on the direct opemt­
ing costs of the most expensive minl's- I 

which happen to be in the U. S. A lower 
dollar would thus affect neither produc­
tion costs nor market prices in !lit' 
U. S.-and would also have no bearillg 
on worldwide supplies or demand. Al­
though Katrak believes prices just might . 
rise moderately over the next few Y~:~i_~ __ = 

WHY CHILE IS THE KING OF COPPER 

CHEAPER LABOR: CODELCO MINERS' WAGES ARE HIGH flY CHILEAN STANDARDS-BUT ONLY A TENTH OF WIIA I 1I. S. MINERS EARN 
= 
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he thinks they will more likely languish 
near present levels . .He predicts that COil;. 

per will sell for less than 9O¢ a lb., in 
constant dollars, throu~h the rest of the 
century and that nick; and lead prices 
~ilI stagnate into the 1990s. The price of 
rpolyhdenum, he predicts, will remain 
weak through 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. Oew;uw far copper, nickel, lead, 
and zinc is seen increasing by only 1% to 
27~ the next 16 yeatS'. 

A host of factors is curbing growth. 
New materials sllch as plastics ancLop­
tic fibers, are replacing metals iq mapy 
p1'OOilct lines Katrak estimates that, by 
.ff<)o, 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. More and mgre metals recycling is 

~~: ~~os:;;;~~~~:r~ demand 

I f Chile is the Saudi Arabia of cop­
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 
1.657c copper-21f2 times what a typical 
U. S. deposit contains. At 44¢ per lb., 
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 2!i,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-
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continues to grow respectably, supplies 
keep growing as fast or faster. Accord­
ing to Katrak, world molybdenum con-
sum~tion may mcrea~ ~ 5% a yer 
tJ!ro gh 1990 But so; n new mOlyb-

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. S.-46% of copper imports and 15'70 
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 4070 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? com;u;o officials re­
spond that their operation is the chief 
prop under a teetering economy. Chile 
depends on COllf:LCO for 46%, of its for­
eign exchange. The government's Hl88 
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-

®uum mines have opened up duri~ 
past five years that annual capacit is 
now 697<, reater than the 166 mllhoD- . 
expecte to be consumed next y~ar. 

For many strugghng producers of 
North America, the telling factor is the 
decline in the grade of their ore. "The 
high-grade easil accessible de oSits 
nave e " . a: 
o n W Goth, Amax's senior executive 
~,:~:=:' Most o~ the richest depo~-
I _______ developmg countnes. That 
!sa major reason why the giant Corpora­
cion Nacional del Cobre de Chile (CO· 
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
ajas contain 20 billion tons of the world's 
richest iron ore, but Brazilian labor costs 
are 7870 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 Carajas ore will flood the U. S., 
since domestic steel makers have a huge 
investment in North American iron-ore 
mines and processing facilities. But Jap­
anese and European steel makers have 
signed long-term contracts that should 
allow them to buy Carajas ore for even 

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 40'70 more cop­
per than the 1.1 million tons it now 
produces a year. 

Simon D. Strauss, a former Asarco 
Inc. vice-ehairman 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 ll-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 markf't shrinks. 

By John O'Brien in Santiago and Pat­
rick Houston in Toronto 
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less than this year's Brazilian price of 
$17 per dry metric ton, and that will 
pressure U. S. producers to make even 
more drastic cost cuts. Says Robert 
:'vlcInnes, president of Cleveland's Pick­
ands Mather & Co.: "Importation of s~­
sidized or low-cm;t foreIgn ore is, ,Zitle 
2ut (Iuestion. one of the grayest threats 
\lur llIdustry faces." Equally ominolls, 
the cheap CaraJas ore will cut the pro-

duction costs of some foreign-made 
steel, which alrpady claims mOl'e than 
~O';;' of the lJ. S. 1ll;~rkeL 

The Carajas mine project particularly 
galls U. S. executives because its $5.1 
billion price tug was underwritten with a 
$500 million loan from the World Bank. 
"The world did not need Caraj:\s," snaps 
Hanna Chairman Robert F. Anderson. 
Adds S. K. Scovil, chairman of Cleve-

THERE'S NOT MUCH JOY IN LUDVILLE 

For more than a century, 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 
closed the mine, and Leadville's unem­
ployment rate leaped to 4070. 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 lOO-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 2W;. She expects 
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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 $~50,000 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 wal'm spell 
began melting its ice blocks. 

BII Sandra Atchi,~ol/ ill Denver 
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company has lost $lR7 millioll since 1!)H2, 
and "unless the world enpper pricp 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 acquired by Stan­
dard Oil Co. (Ohio) three years ago for 
$1.8 billion. Sohio has been mulling over 
a proposed $1 !Jillion modernizatioll 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 lind f------------------L------------------l 
the money to meet the stl'!'!, sev"r'lI*'e 
and shutdown costs without ('aUn r . 

the cash t e 
Corporate staffs are being. cut. Falcon­
bridge Ltd., a Canadian nickd pl'Oducl'r, 
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 it'> 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 157<" dropping cost­
of-living adjustments, and increasing 
work time for all employees by two 
shift'l a month. 

TheSe east Q\ltt:ilig ilieaStn e~ havQs re­
sulted in impressive pnl{hH!tiHity !piQ!>. 
The cost of producing copper in the U-B. 
Oa!> dro) ed 257-, in "'t three ears. 
nco as lowered its breakeven pomt or 

nickel 127< this year alone, to $2.~~O a lb., 
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 head­
way will be tough. "The mining compa­
nies don't have any more fat to shave 
off," says Canadian consultant Felske. 

Because they see diversificatio 
way out of t le1r tt'ou es, some 
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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 1980 1981 1982 

Millions of dollars 

NET EARNINGS $1,770 $1,872 $539 $ -963 

TOTAL DEBT 5,086 5,814 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
ics, 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-dl'iven," 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 otf!>et 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 out!>ide 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 
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 
is relatively small and they have 
unable to put together a unified lobby. 
Moreover, a growing chorus of voices 
argues that a shortfall in U. S. 
production is not necessarily a 
After all, notes John A, Cordes, 
the Mineral Economics Dept. at the 
rado School of Mines, "countries like 
pan and West Germany have very, 
stl"Ong economies with very low levels 
metals self-sufficiency." 

The U. S. is rapidly heading in 
direction, Indeed, if another hrr,·,"_h', 

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

By Patrick Holt,~ton ill Toronto, ZI/charll 
Schiller in Ch,veland, Sandra D. Atel/iso' 
in D/''f//ler, Mark Crawford ill WflNI/in9to 
Jaml'.~ R. Norman ill l/O/l,~tOIl, alld .!cJlh'y 
Ryser in Slio Paulo 
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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 

silveri 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 Legislature. In its state-

ment of legislative purpose this Legislature said: 

lilt is the policy of this state to provide security 
against loss or damage to our environment from the 
extraction of nonrenewable natural resources. II 
(Emphasis supplied) 



" 

The tax was imposed by §15-38-l04: 

.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 is 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 
point 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. 

-3-



COURT CASES: 

As a result of the DOR's new interpretation of RITT as being 

a sales tax 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. In 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 oil 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. 

-5-
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HR. SCHWINDEN, Thank you, Mr. Chairman. My name is 1 
Ted Schwinden, and I am Ccmmissioner of the Department of 

State Lands, State of Montana, Shall I proceede with the 

testimony? 

MR. LEWIS: Yes. 

MR. SCHWINDEN: I have submi,tted 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.H. 1973, "~he Montana Resources 

Indemnity Trust Act" was'a statutory concept developed to 

assure that future generations of Montana citizens be assured 

a portion of the pres~nt extracted value of nonrenewable 

natural resources. Section 84-700) succinctly sets forth the 

legislative policy affirming that concept. 

Through the statutory mechanism of the Resource 

Indemnity Trust Act a present geologic resource is transformed 

into a 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-
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we clearly intended the act to cover all nonrenewable 

natural resources extracted from the surface or subsurface 

of the State of Montana. I have con~irmed this intent with 

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

The forest resource, e.g., was considered renewable 

because it is capable of replenishing itself within a relatively 

short geologic time frame. Sand and gravel were considered 

nonrenewable re~ources because that was not the case, 

Mr. Chairman, that concludes my brief testimony. 

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

HR. COSGROVE: Hr. Chairman, may I ask a question of 

Mr. Schwinden for the benefit of the Department? . 
HR. 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,silver, copper, coal, lead,petroleum, natural gas, oil, 

uranium, or .other non-renewable merchantable products 

extracted from the surface or sub-surface of the State of 

110ntana, 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 

w~s 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. 

Mockler, Executive Director of the Montana Coal Council, 2301 --
Colonial Drive, Helena, MT. 

I appear here today in opposition to HB 690. HE 690 has the 

effect of doubling the Resource Indemnity Trust Tax presently 

levied on coal. Following is a simplified breakdo\.,rn of the tax 

as levied at the present time. 

Present 

Contract Sales Price 

Less Hauling, Crushing, 
Loading, etc. 

RITT Taxable Value 

Tax Per Ton 

HB 690 

Contract Sales Price 

Severance Tax 

Gross Proceeds 

RITT 

Fed. Reclamation Fee 

Black Lung 

Royalty @ 12 1/2% 

RITT Taxable Value 

'fax Per Ton 

Increase = 

1 

$10.00 

2.00 

8.00 

.04 

10.00 

3.00 

.45 

.08 

.35 

.50 

1.80 

16.18 

.081 

100% 



l-,>s 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 

at 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 Bennett stating in his decision: 

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

unllorkable. While we recognize the deference due an agency's 

interpretation of statutes it administers, such deference does 

not require this Court to adopt a ~tilted 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 and 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 taxes 

or be taxes levied on taxes. HB 690 advocates doing exactly 

th"t, taxing value added and taxing taxes. On page 1, lines 5-8, 

the title states that HB 690 is an act to make the determination 

of thr-; lJalllf-} of minerals consistent with the same determination 

[oe certain other natural resource taxes. Insofar as coal is 

cOl1ccrned, nothing could be fUL"ther from the truth. Nei ther the 

co,'ll 38VF~)::ance tax or the gross proceeds tax pyramid to require 

t c' :: r~ 8 0 n t,-':I;': e S 0 r. t a xes 0 n val U e add e d. I would suggest that 
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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. 

3 



TESTIMONY OF NERCO MINING COMPANY 
IN OPPOSITION TO HB 690 
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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 "new 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 30% 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. If 

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 300% 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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DEPARTMENT OF REVENUE 
MITCHELL BUILDING 

HELENA. MONTANA 59601 

January 15, 1981 
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TO: MINERAL PRODUCERS 

Gentlemen: 

RE: Resource Indemnity Trust Tax 

Enclosed is a supply of the reporting Eorm, "Statement of Gross 
Yield," Eor 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 
March 31, 1981 covering all of 1980 production. The gross yield 
against which the tax applies is "mine mouth" or "t.ell 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 adjust~ent. Royalty payments may not 
be deducted as a line 2 adjustment. 

THE MINIMUM ~'fNUAL TAX OF $25.00 IS NOT REQUIRED L~LESS THERE WAS 
MI~ERAL PRODUCTION DURING THE YEAR. If there was no production of 
minerals during 1980 complete the name and address block. wTite in 
after line 1 "No Production During 1980," and file the form without 
remittance. 

Section 15-38-107 Xontana 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 
l1arch 31. 

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

JU:pm 
Enclosure 

Very truly yours, 

DEPARTNENT OF :;;16?~ 

Ja es Madison. Administrator 
M sc llaneous Tax Division 
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DEPARTMENT OF REVENUE 

I 
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TO: MINERAL PRODUCERS 

Gentlemen: 
.. 

RE: .' 

MITCHELL BUILDING 

HELENA. MONTANA 59601 

o J<.wua.ry 15, 1980 

Resource Indemnity Tru3t Tax 

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

Yield," for your use in reporting under the Resource Indemnity r.' .•. ~,. 
Trust Tax requirements. The statement of gross yield must be • 
filed and a remittance for any tax due submitted on or before 
March 31, 1980 covering all of 1979 production. The gross yield 
against which the tax applies is "mine mouth" Ot" " ..... e1l head" value. 1 
If the gross yield at point of sale includes an addition to value • 
by transportation, processing or refinement, such addition to v~lue 
may be deducted as a line 2 adjustment. Royalty payments may not 
be deducted as a line 2 adjust~ent. 

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 ~nd address block, write in I 
after line 1 "No Production During 1979," and file the form without 
remittance. 3 
Section 15-38-107 Montana Code Annotated ~rovides a ten percent (10%) 
penalty and interest at the rate of one percent (1%) per month £or I 
failure to file the required report or pay any tax due on or before 
r·larch 31. 

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

j 

JM:pm 
Enclosure 

Very truly yours, 

..... ;-:~DEPAR'!'t-1ENT ~~';O EVFrU71. ;, 
~~~_~,.~ ~. j.JJ 
Jarr~~;adison, A inist~ 
Mipc9ilaneous Tax Division 
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DEPARTMENT OF REVENUE 
MITCHELL BUILDING 

HELENA. MONTANA 59601 

, January 15, 1979 

TO: MINERAL PRODUCERS 

Gentlemen: 

RE: Resource Indemnity Trust 'fax 

Enclosed is a supply of the reporting forll:, "Statement of Gro::;~ Yield," 
for your use in reporting under the Resource <Inder.mity Trust Tax require­
ments. The statement of gross yield must be ffled and a remittance for 
any tax due ~ubmitted 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 
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. 

Section 84-7012, Revised Codes of Nontana, 1947 provides a It.!n ;)\." ,:,';" \ : (LY.) 
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 availabl~ upun reque~t to this 
office. 

JM:pm 
Enclosure 

Very truly yours, 

DEPARTMENT Of REVE~1UE 

'" . _ _ .. L~, I / l ..... ~~.-<·~~·-'-<.~. C:--Y;A I} 
.r.fn, s ~Iadtson~ AJmlnistr.ltor 
t-J:j.:»'Ccllant!ous Tax Division 
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DEPARTMENT OF REVENUE 

TO: MINERAL PRODUCERS 

MITCHELL BUILDING 

HELENA. MONTANA 59601 

January 20, 1978 

-
I 

I 

I 
Gentlemen: I 

Re: Resource Indemnity Trust Tax 

Enclosed is a supply of the reporting form, "Statement of Gross Yield," I 
for your use in reporting under the Resource Indemnity Trust Tax require- . 
ments. The statement of gross yield must be 4 filed and a remittance for I 
any tax due submitted on or before March 31, 1978 covering all of 1977 . 
production. The gross yield against which the tax applies is "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 ~ ~ 
be deducted as a line 2 adjustment. ' 

Section 84-7012, Revised Codes of Montana, 1947 provides a ten percent (10?)1 
penalty and interest at the rate of one percent (li.) 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 requesc to this 
office. 

JM:pm 
encls. 

Very truly yours. 

DEPARTMENT OF REVE~E 

I 
I 
1 
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DEPARTMENT OF REVENUE 

TO: MINERAL PRODUeERS 

Gentlemen: 

MITCHELL BUILDING 

HELENA, MONTANA 59601 

March 1, 1977 

Enclosed is a supply of the reporting form, "Statement of Cross 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 
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. 

JM:pm 
encls. 

Very truly yours, 

DEP ARTMENT OF REVENUE 

~~~0-4-/nJ2~ 
m S Madison, Administrator 

cellaneous Tax Division 
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DEPARTMENT OF REVENUE 

MITCHELL BUILDING 

HELENA. MONTANA 59601 

March I, 1976 

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, 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 rat~ 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. 

JM:pm 
encls. 

Very truly yours, 

DEPARTItENT OF REVENUE 

~--~~~~~~ 
Ja e Madison, Administrator 
Mi~llaneous Tax Division 
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TO: MINERAL PRODUCERS 

Gentlemen: 

DEPARTMENT OF REVENUE 
"MITCHELL BUILDING 

HELENA. MONTANA 59601 

March 3, 1975 

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. 

JM:pm 
encls. 

Very truly yours, 

DEPARTMENT OF::-m~ 
. Madison, Administrator 
llaneous Tax Division 
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1 HOUSE JOINT RESOLUTION NO. 9 

2 INTRODUCED BY WALDRON 

3 

4 A JOINT RESOLUTION OF THE SENATE AND THE HOUSE OF 

5 REPRESENTATIVES OF THE STATE OF MONTANA ESTABLISHING AN 

6 ESTIMATE OF THE STATE'S ANTICIPATED REVENUE FOR EACH YEAR OF 

7 THE 1986-87 BIENNIUM FOR THE PURPOSE OF ACHIEVING A BALANCED 

8 BUDGET AS MANDATED BY ARTICLE VIII, SECTION 9, OF THE 

9 MONTANA CONSTITUTION; ACCEPTING A JUNE 30, 1984, GENERAL 

10 FUND BALANCE THAT WAS ESTABLISHED BASED ON GENERALLY 

11 ACCEPTED ACCOUNTING PRINCIPLES; URGING AGENCIES TO MAKE 

12 TIMELY ACCOUNTING ENTRIES IN ACCORDANCE WITH GENERALLY 

13 ACCEPTED ACCOUNTING PRINCIPLES; REQUESTING THE GOVERNOR'~ 

14 OFFICE OF BUDGET AND PROGRAM PLANNING TO USE THE REVENUE 

15 ESTIMATES CONTAINED IN THIS RESOLUTION AS OFFICIAL REVENUE 

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

17 ESTABLISHING AN ESTIMATE OF THE NONGENERAL FUND REVENUES FOR 

18 THE SCHOOL FOUNDATION PROGRAM. 

19 

20 WHEREAS, Article VI, section 9, of the Montana 

21 Constitution requires the Governor to submit to the 

22 Legislature a budget for the ensuing fiscal period 

23 containing in detail the estimated revenue of the state; and 

24 WHEREAS, Article VIII, section 9, of the Montana 

25 Constitution requires that the Legislature may not 

~ntana Leqislatlve CouncIl « 
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1 appropriate funds in excess of the anticipated revenue of 

2 the state: and 

3 WHEREAS, section 5-12-302(2), MCA, requires the Office 

4 of the Legislative Fiscal Analyst to estimate revenue from 

5 existing and proposed taxes, and section 17-7-123(1), MCA, 

6 requires the Governor to submit a budget showing a balance 

7 between proposed disbursements and total anticipated 

8 receipts; and 

9 WHEREAS, due to the complexity of economic variables 

10 involved in revenue forecasting and the diversity of sources 

11 from which state revenues are obtained, it has become 

12 increasingly difficult to project revenues in order to 

13 prepare a balanced budget for the ensuing biennium: and 

14 WHEREAS, past legislatures have not agreed on revenue 

15 projections until the last days of the session when there is 

16 little time for comprehensive analysis or reasoned 

17 criticism: and 

18 WHEREAS, it is in the best interests of the state that 

19 revenue forecasts be discussed and arrived at in public 

20 hearings wherein all the people may attend and participate. 

21 

22 NOW, THEREFORE, BE IT RESOLVED BY THE SENATE AND THE HOUSE 

23 OF REPRESENTATIVES OF THE STATE OF MONTANA: 

24 That the state general fund revenue for fiscal years 

25 1986 and 1987 is estimated to total $767753z7eee 

-2- HJR 9 



HJR 0009/grey 

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

2 projections set forth below: 

3 GENERAL FUND REVENUE 

4 The projections for total general fund revenue during 

5 the 1986-87 biennium are based on an assumption of moderate 

6 economic growth during the period AND AN ASSUMPTION OF A 

7 CONTINUATION OF MONTANA LAW AS IT EXISTED ON JANUARY 1, 

8 1985. While current economic growth is slowing, the present 

9 economic recovery is expected to continue, but at a more 

10 moderate level. It is further assumed that the inflation 

11 rate will be about 6%-dtl~±ng-~he-b±enn±tlm 4% FOR 1985, 5.2% 

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

13 drift tlpwa~d-tln~±~-±a~e-±986-and-~hen--dee±±ne--~±±gh~±1--±n 

14 ±987 DOWNWARD DURING THE BIENNIUM, based on the assumption 

15 of a less restrictive monetary policy by the Federal Reserve 

16 and a continuation of competing credit demands between 

17 private borrowers and the federal government. 

18 General Fund Revenue 

19 Source of Revenue 

20 Fiscal 1985 Fiscal 1986 Fiscal 1987 Biennium 

21 ============ ============ ============ ============ 

22 

23 

24 

25 

(1) Individual Income Tax 

$±±6,653,666 $iz3,466,66e 

$115,000,000 $124,000,000 

This revenue consists of 

-3-

$i36,6z6,6e6 $z54,69z,666 

$133,000,000 $257,000,000 

64% of the total projected 
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1 individual income tax collections, which percentage is 

2 currently deposited in the general fund. 

3 Assumption: Income tax forecasts for the 1986-87 

4 biennium assume moderate growth in personal income and 

5 employment. These projections also INCLUDE THE EFFECTS OF 

6 FEDERAL INCOME TAX INDEXING, ASSUME A CONTINUATION OF 

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

8 OTHERWISE based upon the continuation of all statutory 

9 credits. Phe--8ad±~±eft8l-~e~efttle-~h8~-Wetlld-be-gefte~8~ea-by 

10 feae~8l-±fteeme-~8~-±ftde~±ft9-h8~-fte~--beeft--±fteltlded--±ft--~he 

fe~ee8~~~~ 

(2) Corporation License Tax 

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

11 

12 

13 

14 The corporation license tax is distributed to several 

15 accounts. The revenue reported above consists of 64% of the 

16 corporation license tax, which percentage is currently 

17 deposited in the general fund. 

18 (3) Coal Severance Tax 

19 $xT,444,eee $x9,135,eee $x8,13~,eee $38,461,eee 

20 $17,385,000 $19,152,000 $17,877,024 $37,029,024 

21 The coal severance tax is imposed on all coal 

22 production in excess of 20,000 tons per company per calendar 

23 year, assessed at the rate of 30% of the value of the coal 

24 with a heating quality of at least 7,000 Btu's per pound and 

25 20% of the value of coal with a lower Btu rate. 
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1 Assumption: with lower demand and competitively priced 

2 alternative fuels, coal prices have remained soft. It is 

3 assumed that these conditions, in conjunction with royalty 

4 deductions, will result in a modest rate of growth in the 

5 price of coal during the biennium. A dispute involving the 

6 state's authority to tax coal mined on Crow Indian land has 

7 prompted a major coal developer to protest taxes paid on 

8 this production. Until a settlement is reached, these taxes 

9 are being deposited in an escrow account. Tax forecasts for 

10 the 1986-87 biennium assume a settlement will not be reached 

11 until after fiscal year 1987: therefore, these coal tax 

12 revenues are not included in the above revenue estimates. 

13 THE REVENUE ESTIMATES ARE FURTHER BASED ON THE FOLLOWING 

14 ASSUMPTIONS OF PRODUCTION AND PRICE: 

15 

16 

17 

18 

19 

20 

21 

22 

TONS OF COAL 

30,500,000 

PRICE PER TON 

$10.00 

( 4 ) Oil Severance Tax 

$3~,8:rt-,aaa 

$31,680,000 

Assumptions: Oil 

32,000,000 33,000,000 

$10.50 $10.80 

$~7,79~,aaa $~9,~69,aa6 

$24,500,000 $23,833,333 

severance tax revenues 

65,000,000 

NA 

$5=t,66x,6aa 

$48,333,333 

are dependent 

23 on the price per barrel and the number of barrels of oil 

24 produced in the state. Since oil is a commodity that is used 

25 for diverse purposes, the prices depend on federal 
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1 regulations and world demand. Aienotlgn BECAUSE A WORLDWIDE 

2 SURPLUS OF OIL AND BECAUSE recent oil price cuts by Norway, 

3 Great Britain, and Nigeria have injected an uncertainty in 

4 the international oil market, it is assumed that prices w±ii 

5 ~eab±i±~e-ano-±nerea~e-gi±gneiy-by-ene-eaienoar--year--f987~ 

6 ~n±g--ag~tlmpe±on--±g-ba~eo-on-ePE€~g-reeene-agreemene-eo-etle 

7 oa±iy-prootlee±on-ano--€nage--Eeonemeer±eg~--preo±ee±on--enae 

8 £tlrener-pr±ee-oeei±neg-w±ii-noe-oeetlr-beeatlge-of-an-obger~eo 

9 ±nereage--±n--reeene--worfow±oe--oemano~ AND PRODUCTION WILL 

10 DECREASE SLIGHTLY THROUGHOUT THE BIENNIUM. THE REVENUE 

11 ESTIMATES FOR OIL SEVERANCE TAXES ARE FURTHER BASED ON THE 

12 FOLLOWING ASSUMPTIONS OF PRICE AND PRODUCTION: 

13 BARRELS OF OIL 

14 

15 

16 

28,800,000 

PRICE PER BARREL 

$27.50 

28,000,000 

$26.25 

17 (5) Interest on Investments 

18 

19 

$~7,73~,666 

$25,505,417 

$~5,699,666 

$22,635,417 

27,500,000 

$26.00 

$~5,8~6,666 

$22,083,333 

55,500,000 

NA 

$56,9l9,666 

$44,718,750 

20 Assumptions: Interest on investments is projected to 

21 increase in fiscal 1985, but then decline in fiscal years 

22 1986 and 1987. The increase in 1985 is expected because tax 

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

24 this year. IT IS FURTHER ANTICIPATED THAT 550,000,000 IN TAX 

25 ANTICIPATION NOTES WILL BE SOLD IN FISCAL YEAR 1986 AND IN 
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1 FISCAL YEAR 1987. The decline in 1986 and 1987 is expected 

2 because interest earned on the highway gas account will 

3 begin to accrue to the highway account. THE PROJECTED RATES 

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

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

6 REVENUES FROM INTEREST ON INVESTMENTS ARE BASED ON THE 

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

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

9 $175,000,000 IN FISCAL YEAR 1987. 

10 

11 

12 

(6) Long-Range Bond Excess 

$38,449,999 $38,889,999 

$37,634,000 $38,311,000 

$49,652,999 

$40,261,000 

$79,532,999 

$78,572,000 

13 The long-range debt service account receives 11% of all 

14 individual income and corporation license taxes, 79.75% of 

15 all cigarette excise taxes, and 100% of the tobacco products 

16 tax. When-ehe-~~m-eE--meney--±n--ehe--debe--~er~±ee--aeee~ne 

17 e~eeed~--ehe--ann~ai--pr±ne±pai--and--±neere~e-paymene~,-ehe 

18 e~ee~~-±~-eran~ferred-ee-ehe-generai-f~nd7 

19 A~~~mpe±en ASSUMPTIONS: It is assumed that there will 

20 be no additional long-range building bonds sold through 

21 fiscal year 1987. IT IS FURTHER ASSUMED THAT CIGARETTE SALES 

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

23 PACKS EACH YEAR. REVENUE FROM TOBACCO SALES IS EXPECTED TO 

24 BE $825,000 FOR EACH FISCAL YEAR. 

25 (7) Coal Trust Fund Interest 
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$24,155,000 

$%8,79%,999 

$28,807,000 

$33,569,999 

$33,736,000 

HJR 0009/grey 

$6%,35%,999 

$62,543,000 

1 

2 

3 This revenue is derived from interest earned on the 

4 deposit of 50% of the coal severance tax receipts dedicated 

5 to the permanent trust fund. 

6 Assumption: Coal severance tax bonds are sold to 

7 finance specific water resources development projects. Debt 

8 service on these bonds is paid primarily with pledged 

9 project and coal severance tax revenues. The use of coal 

10 severance tax revenues for this purpose will reduce 

11 permanent trust fund receipts by about $300,000 in fiscal 

12 years 1986 and 1987. However, it is projected and assumed 

13 that the total permanent trust interest income will increase 

14 over the biennium. Balances available for investment are 

15 expected to increase because of anticipated higher coal 

16 severance tax receipts. In addition, long-term interest 

17 rates are expected to gradually increase by calendar year 

18 1986, THEN FALL SLIGHTLY FOR 1987. THE ANTICIPATED INTEREST 

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

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

21 (8) Insurance Premiums Tax 

22 

23 

$:l::6,:l::99,9ge 

$15,700,000 

$:l::6,:l::39,ge9 

$16,195,000 

$:1::7,558,999 

$16,737,000 

$33,697,ge8 

$32,932,000 

24 Assumptions: The level of insurance tax receipts is 

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

9 

10 

11 
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through 1987, based on a moderate growth in total personal 

income and employment. 

(9) Public Institutions Reimbursements 

$!~,~!3,999 $!4,~58,999 $!5,3!9,999 

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

$39,968,999 

$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 

Department of Social and Rehabilitation Services. 

request assumes that the number of patient care days 

the 

This 

will 

12 remain constant at the 1985 level. In addition, the revenue 

13 estimates for fiscal years 1986 and 1987 assume about 

14 $2,000,000 annually for medicaid reimbursements from the 

15 Montana Youth Treatment Center at Billings. 

16 (10) Liquor Profits 

17 

18 

$4,466,eee 

$4,850,000 

19 (11) Liquor Excise Tax 

20 

21 

$6,418,eee 

$6,110,000 

$5,9~4,9ge 

$5,250,000 

$~,e~4,ege 

$6,322,500 

$6,544,ge9 

$5,200,000 

$~,4~e,eee 

$6,387,000 

$1~,468,ee9 

$10,450,000 

$1'h544,ee9 

$12,709,500 

22 Assumptions: Liquor sales for fiscal years 1986 and 

23 1987 are expected to show little growth. Although personal 

24 income is growing, there appears to be a trend toward 

25 moderation in liquor consumption. Furthermore, the liquor 
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1 divisionis operating expenses for the 1986-87 biennium are 

2 expected to remain constant at the 1984 level. THE REVENUE 

3 ESTIMATES FOR BOTH LIQUOR PROFITS AND EXCISE TAXES ARE 

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

5 YEARS 1986 AND 1987, COUPLED WITH INCREASES IN PRICES OF 

6 6.5% IN EACH OF THE FISCAL YEARS. 

7 (12) Inheritance Tax 

8 

9 

$6,z89,eee 

$6,624,000 

$6,656,eee 

$6,600,000 

$:r,e:rz,eee 

$6,800,000 

$l3,:rz8,eee 

$13,400,000 

10 Assumptions: Projected inheritance tax revenues are 

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

12 

13 

14 

15 

16 

17 

18 

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 

$l,:rll,eee $l,l85,eee 

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

19 Historically, the metal mines tax has been deposited in 

20 the general fund. Beginning in fiscal year 1986, one-third 

21 of the receipts will be deposited in a hard-rock mining 

22 trust account. 

23 Assumptions: Metal prices, metal production, and the 

24 effective tax rate are the major factors that determine the 

25 level of metal mines tax receipts. It is assumed that 
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1 production for gold, silver, and copper will ±fte~ea~e 

2 mecie~e±y REMAIN CONSTANT throughout the biennium. Also, 

3 prices are assumed to remain constant at calendar year 1984 

4 levels. No new companies are expected to begin operating in 

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

6 ESTIMATES FURTHER ASSUME NO REOPENING OF THE BLACK PINE MINE 

7 NEAR PHILIPSBURG, MONTANA. 

8 (14) Electrical Energy Tax 

9 

10 $2,212,000 $2,273,000 $2,405,000 $4,678,000 

11 Assumptions: Total U.S. electricity production has 

12 grown by 2.2% since calendar year 1974. It is assumed that 

13 Montana's production will follow this trend and that demand 

14 for electrical power will increase at this rate through the 

15 1986-87 biennium. In addition, an adjustment to these 

16 estimates has been made based on a July 1986 completion date 

17 for Colstrip Unit 4. Production capacity for both Colstrip 

18 Unit 3 and Unit 4 is assumed to be 60% the first year and 

19 70% thereafter. 

20 (15) Drivers' License Fees 

21 

22 

$8±~,eee 

$861,000 

$835,ge6 

$880,000 $899,000 $1,779,000 

23 Assumptions: Census data from 1970 and 1980 indicate 

24 that growth in the eligible driver age cohort was 2.2% 

25 annually. Collection of drivers' license fees is assumed to 



1 

2 

3 

4 

continue this trend during the biennium. 

(16) Telephone License Tax 

$z,8l4,999 $3,953,999 

$3,010,000 $3,160,000 $3,319,000 

HJR 0009/grey 

$6,364,999 

$6,479,000 

5 Assumptions: Revenue forecasts for the telephone tax 

6 are based on an average growth rate in revenues of 8.5% 

7 observed since calendar year 1969. 

8 

9 

10 

(17) Beer License Tax 

$l,zl3,999 

$1,175,000 

$l,zzl,999 

$1,146,000 

$l,z39,999 

$1,096,000 

$z,45l,999 

$2,242,000 

11 Assumptions: Revenues are projected based on an annual 

12 growth DECLINE rate in beer consumption of about 9.1%--that 

13 ha~--beeft--ob~er~ed--~±ftee-f±seal-year-l919. 2.4% FOR FISCAL 

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

15 FISCAL YEAR 1987 DUE TO THE CHANGE INrHE MINIMUM DRINKING 

16 AGE. 

17 

18 

19 

(18) Natural Gas Severance Tax 

$3,48l,9ge $3,659,999 

$3,080,625 $3,142,238 

$3,86z,999 

$3,108,450 

$1,5lz,999 

$6,250,688 

20 Assumptions: Natural gas production is projected to 

21 reffla±ft-at-etlrrefte-le~el~ DECREASE SLIGHTLY throughout the 

22 1986-87 biennium. Pr±ees--are--e~peeted--to--±fterea~e-oft±y 

23 ffloderately-de~p±te-deregtllat±oft-o£-al±-ftew-ga~-oft-dafttlary-l, 

24 1985. Prices w±ll-±fterease-oftly-moderaeely ARE ANTICIPATED 

25 TO REMAIN CONSTANT even with deregulation because of more 
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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 

12 Assumptions: Freight line tax revenues are projected to 

13 increase by about 6% 5.26% over the period 1985-1987. 

14 (20) Wine Tax 

15 $917,000 $928,000 $940,000 $1,868,000 

16 Assumptions: Wine tax receipts are projected to 

17 increase by 1.3% annually based on the same percentage rate 

18 of growth in the consumption of distilled spirits 

19 experienced since calendar year 1969. Wine taxes are not 

20 based on the value of the commodity. Revenues are a function 

21 of consumption. 

22 (21) Other Revenue Sources 

23 $x3,474,eee $x3,93e,eee $x4,9~~,eee $~e,85~,eee 

24 $14,474,000 $14,395,000 $15,387,000 $29,782,000 

25 Assumptions: Since fiscal year 1981, revenues from a 
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1 number of other statutory taxes and fines have grown an 

2 average of 7.2% per year after adjusting for one-time 

3 receipts. f~-±~-8~~tlmed-~h±~-~reftd-w±~~-eeft~±fttle-dtlr±ft~-~he 

4 b±eftft±tlm~-hewe~er7-8-fte~8t±~e--8d;tl~~meft~--ef--$4657eee--W8~ 

5 m8de--~e--f±~e8~-ye8r-~986-8ftd-~98T-e~~±m8~e~-~e-8eeetlft~-fer 

6 b8ftk-e~8m±ft8~±eft-fee~-be±ft~-depe~±~ed-~e-8-fteW-~~8~e-~pee±8~ 

7 re~efttle-8eeetlft~-;- THE "OTHER REVENUE SOURCES" ESTIMATES ARE 

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

9 THE FISCAL YEAR 1985 ESTIMATE INCLUDES A $1,000,000 ADDITION 

10 FOR FEDERAL REIMBURSEMENT FOR FIGHTING FOREST FIRES. 

11 General Fund Total 

12 

13 

$36579T~7eee $3T~758x7eee $394795~7eee $76T753~7eee 

$361,345,042 $364,919,155 $383,229,140 $748,148,295 

14 General Fund 

15 Fiscal 1985 

16 Eftd±ft~ BEGINNING Balance 

17 $~8798x7378 

18 $35,097,000 

19 NONGENERAL FUND SCHOOL FOUNDATION PROGRA.M REVENUE 

20 1986-87 BIENNIUM 

21 $526,310,000 

22 

23 

24 

25 

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- HJR 9 



HJR 0009/grey 

1 FOR BUDGET PURPOSES THE UNRESERVED GENERAL FUND BALANCE OF 

2 $35,097,000 PREPARED ACCORDING TO GENERALLY ACCEPTED 

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

4 PUBLISHED IN THE AUDITED STATE FINANCIAL STATEMENTS AS OF 

5 JUNE 30, 1984. 

6 BE IT FURTHER RESOLVED, THAT THE DEPARTMENT OF 

7 ADMINISTRATION AND OTHER STATE AGENCIES ARE STRONGLY URGED 

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

9 THE STATE BUDGETING AND ACCOUNTING SYSTEM (COMMONLY REFERRED 

10 TO AS SBAS) UNRESERVED GENERAL FUND BALANCE REFLECTS RECORDS 

11 ENTERED AND MAINTAINED IN ACCORDANCE WITH GENERALLY ACCEPTED 

12 ACCOUNTING PRINCIPLES. 

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

14 BUDGET AND PROGRAM PLANNING IS STRONGLY URGED TO ENTER THE 

15 REVENUE ESTIMATES CONTAINED IN THIS RESOLUTION ON THE 

16 STATEWIDE BUDGETING AND ACCOUNTING SYSTEM AS THE OFFICIAL 

17 REVENUE ESTIMATES FOR THE GENERAL FUND FOR FISCAL YEARS 

18 1985-86 AND 1986-87. 

-End-
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PROPOSED AMENDMENTS 

House Joint Resolution No. 9 
Introduced Copy 

1. Title, line 9. 
Following: "CONSTITUTION" 

£y/l/6It (',11 
tf :r R- t!f 
l/loJ I G-.s" 
R.t.po II fl.1-!, 

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: line 11 in its entirety 
Following: line 11 
Insert: "$115,000,000 $124,000,000 

7. Page 3, line 17. 
Following: "also" 

$133,000,000 $257,000,000" 

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 

1 



9. Page 4. 
Following: line 2 
Strike: line 3 in its 
Insert: "$17,385,000 

entirety 
$19,152,000 

10. Page 4, line 20. 
Following: lIestimates. 1I 

$17,877,024 $37,029,024 11 

Insert: liThe revenue estimates are 
assumptions of production and price: 

further based on the following 

Tons of Coal 
30,500,000 32,000,000 

Price per Ton 
$10.00 $10.50 

11. Page 4. 
Following: line 21 
Strike: line 22 in its 
Insert: 11$31,680,000 

12. Page 5, line 2. 
Following: IIdemand. 1I 

Strike: IIAI though II 

entirety 
$24,500,000 

33,000,000 65,000,000 

$10.80 NAil 

$23,833,333 $48,333,333 11 

Insert: IIBecause a worldwide surplus of oil and because ll 

13. Page 5, lines 5 through 10. 
Following: IIprices ll on line 5 
Strike: the remainder of line 5 through line 10 
Insert: lIand production will decrease slightly throughout the 

biennium. The revenue estimates for oil severance taxes are 
further based on the following assumptions of price and produc- , 
tion: 
Barrels of Oil 

28,800,000 
Price per Barrel 

$27.50 

14. Page 5. 
Following: line 11 
Strike: line 12 in its 
Insert: "$25,505,417 

15. Page 5, line 16. 
Following: IInotes" 

28,000,000 

$26.25 

entirety 
$22,635,417 

Insert: in the amount of $38,000,000 11 

Following: "year. 1I 

Insert: It is further anticipated that 
anticipation notes will be sold 
fiscal year 1987." 

16. Page 5, line 18. 
Following: lIaccount." 

27,500,000 55,500,000 

$26.00 NA" 

$22,083,333 $44,718,750 11 

$50,000,000 in tax 
in fiscal year 1986 and in 

Insert: "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." 

2 



17. Page 5. 
- Following: line 19 

Strike: line 20 in its 
Insert: "$37,634,000 

18. Pages 5 and 6. 

entirety 
$38,311,000 

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

$40,261,000 $78,572,000" 

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: line 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 year. 
Revenue from tobacco sales is expected to be $825,000 for each 
fiscal year." 

21. Page 6. 
Following: line 5 
Strike: line 6 in its 
Insert: "$24,155,000 

22. Page 6, line 22. 
Following: "1986" 

entirety 
$28,807,000 $33,736,000 ' $62,543,000" 

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: line 23 
Strike: line 24 in its 
Insert: "$15,700,000 

24. Page 7, line 1. 
Following: "about" 
Strike: "8%" 
Insert: "5.5%" 

25. Page 7. 
Following: line 4 
Strike: line 5 in its 
Insert: "$12,893,000 

26. Page 7. 
Following: line 16 
Strike: line 17 in its 
Insert: "$4,850,000 

entirety 
$16,195,000 

entirety 
$14,800,000 

entirety 
$5,250,000 

3 

$16,737,000 $32,932,000" 

$15,300,000 $30,100,000" 

$5,200,000 $10,450,000" 



27. Page 7. 
Following: line 18 
Strike: line 19 in its 
Insert: "$6,110,000 

28. Page 7, line 25. 
Following: "level." 

entirety 
$6,322,500 $6,387,000 $12,709,500" 

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: line 1 
Strike: line 2 in its 
Insert: "$6,624,000 

30. Page 8, line 4. 
Following: "on a" 

entirety 
$6,600,000 $6,800,000 $13,400,000" 

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: line 7 
Strike: line 8 in its 
Insert: "$1,660,000 

entirety 
$1,000,000 

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." 

$1,000,000 $2,000,000" 

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

34. Page 8. 
Following: line 21 
Strike: line 22 in its 
Insert: "$2,212,000 

entirety 
$2,273,000 

35. Page 9. 
Followin~: line 7 
Strike: line 8 in 
Insert: "$861,000 

its entirety 
$880,000 

36. Page 9. 
Following: line 13 
Strike: line 14 in its 
Insert: "$3,010,000 

entirety 
$3,160,000 

4 

$2,405,000 $4,678,000" 

$899,000 $1,779,000" 

$3,319,000 $6,479,000" 



37. Page 9. 
Following: line 18 
Strike: line 19 in its 
Insert: "$1,175,000 

38. ~age 9, line 21. 
Following: line 20 
Strike: "growth" 
Insert: "decline" 

entirety 
$1,146,000 

39. Page 9, lines 21 and 22. 
Following: "about" on line 21 

$1,096,000 $2,242,000" 

Strike: the remainder of line 21 and line 22 
Insert: "2.4% for fiscal years 1985 and 1986. 

changes to 4.4% for fiscal year 1987 due 
minimum drinking age. 

The rate of decline 
to the change in the 

40. Page 9. 
Following: line 23 
Strike: line 24 in its 
Insert: "$3,080,625 

41. Page 10, line 1. 

entirety 
$3,142,238 

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

42. Page 10, lines 2 and 3. 
Following: line 1 

$3,108,450 $6,250,688" 

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 seyerance taxes are 

fUl:ther 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: line 19 
Strike: line 20 in its 
Insert: "$14,474,000 

entirety 
$14,395,000 

5 

$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 
Insert: "$361,345,042 

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: line 9 

entirety 
$364,919,155 $383,229,140 $748,148,295" 

Insert: "NONGENERAL FUND SCHOOL 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 ~s 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." 

6 



BACKGROUND PAPER: HB 652 (Switzer, Darko) 

NET PROCEEDS PROPERTY TAX 

The net proceeds property tax is primarily levied on oil & 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 mopeys 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 the' 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: 

11 "all moneys expended for mine reclamatioii(p.3 line 241 
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 constitutes 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 portion 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 m~n~ng 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 meaning or extent of 
definition of " superintending the management of such operations or of the 
office clerical, and administrative services necessary thereto." 
Examples of such problems: currently the costs for mine superintendants 
working at~he mine site are allowed; -but with HB652 the costs associated 
with a general mine manager that works not only in MT but in IO, 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 covers·"in 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 HE 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$1,05q,000 ~*:-:_. 
at 220 mills = about $ 231,000 in 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 estfmates 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 
HB 652: however. WR (;r.:lrp'.:: rpnllri-_inn rrmln hI" mnrp .::i",..", it-c: ... ",nllrtinn 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 associated 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 
ASSOCIATION OF 
COUNTIES 

TO: 

FRO:-l: 

RE: 

DATE: 

Representative Gerry Devlin 
Cha~rman House .. Taxation 

d.i~ 
r on Horris 

House Bill 553 

February 11, 1985 

1802 lIth Avenue 
Helena, Montana 59601 
(406) 442-5209 

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 j urisdict ions 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. 

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. 

GH/mrp 

~---------------~Co--------------------
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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: HE 690 

During testimony on HE 690 the Department of Revenue asked 
that the RITT be clarified one way or the other. In 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. 

Gary A. Langley 



Montana Coal Council 
Montana Mining Assoc. 

Amendments to HB 690 

Page 1, lines 21-25: Delete 

Page 2, lines 1-15: Delete 

Page 3, line 8: Following "product" 
Insert "at the point of" 

Page 3, line 9: Beginning of line, reinsert 
"extraction from the ground," 



Letter of Intent 

Montana Coal Council 
Montana Mining Assoc. 

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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DEPARTMENT OF REVENUE 

MITCHELL BUILDING ~ 

-- STATE OF MONTANA----- • 
TED SCHWINDEN, GOVERNOR 

HELENA, MONTANA 59620 '" 

February 14, 1985 

Representative Gerry Devlin, 
House Taxation Committee 
State Capitol Building 
Helena, Montana 59620 

Chairman 

Dear Representative Devlin: 

RE: Mining Industry Amendments to HB 690 -- FITT 

The proposal from Mr. Mockler and ~r. Langley would grant major 
tax reductions, create loopholes, and would harm the Fesource 
Indemnity Trust Fund and the Legacy Program. The proposal would 
go beyond even the erroneous 1974 rules in granting deductions 
and would exempt more producers from any Resource Indemnity Tax 
beyond the $25 minimum tax. 

The proposed letter of intent would instruct us to 
tions that have never been allowed under the tax. 
problems: 

grant deduc­
These are the 

A. "Taxes" 

The letter of intent proposes a deduction for all local, 
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 of any kind have ever heen deducted for oil and 
gas under this tax. 

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

AN EOUAL OPPORTUNIT\' EIAPI OYER 

• 

• 

I 

I 
l 
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Page 2 

B. "Fees" 

No governmental "fees" have ever been deductible, to our 
knowledge, under the PITT. The letter of intent would grant 
deductions for the first time for motor 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 loophole. 

C. "Other Costs" 

This letter of intent does not limit decuctible cost.s to 
"post-e~traction" costs. It allows the dec.uction of all 
extraction costs: mining, crilling, or puroping costs. These 
ite:ms have never been deductible. 

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

The amendroent is so broad, as evidenced by the letter of int~nt, 
that it threatens the existence of any meaningful Fesource Iridem­
nity Trust Tax. 

Sincerely, 

.QRlGlNAD SIGNED 

John D. LaFaver 
Director 

JDL/ddc 

cc. Alice Omang, Committee Secretary 
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PLEASE LEAVE PREPARED STATEMENT WITH SECRETARY. 
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IF YOU CARE TO WRITE COMMENTS, ASK SECRETARY FOR WITNESS STATEMENT FORM. 

PLEASE LEAVE PREPARED STATEMENT WITH SECRETARY. 
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IF YOU CARE TO WRITE COMMENTS, ASK SECRETARY FOR WITNESS STATEMENT FORMJ 

PLEASE LEAVE PREPARED STATEMENT WITH SECRETARY. 
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IF YOU CARE TO WRITE COMMENTS, ASK SECRETARY FOR WITNESS STATEMENT FORM. 

PLEASE LEAVE PREPARED STATEMENT WITH SECRETARY. 
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