MINUTES OF THE MEETING
TAXATION COMMITTEE
MONTANA STATE SENATE

February 22, 1985

The thirty-seventh meeting of the Senate Taxation Committee was
called to order at 7:44 a.m. by Chairman Thomas E. Towe in Room
413-415 of the State Capitol.

ROLL CALL: Senators Hirsch and Neuman were excused. Senator
Halligan was absent. All other members of the committee were
pPresent.

CONSIDERATION OF SB 284:

MOTION: Senator Eck moved that SB 284 be amended by striking line
25 on page 1, through line 14, on page 2. She said that would
keep the provision of the bill that would allow repayment made
from fees, rentals, etc; and delete other provisions. The

motion carried unanimously.

MOTION: Senator Hager moved that SB 284 be amended by striking
the effective date. The motion carried unanimously.

MOTION: Senator Eck moved that SB 284 do pass as amended. In-
cluding Senator Neuman, and excusing Senator Hirsch, all members
voted yes.

CONSIDERATION OF SB 156: Senator Towe said this bill does not
do as much as SB 4, but it does allow the designation changes.
He said it would allow the coal board to grant money in desig-
nated areas tied to the impact of coal development.

MOTION: Senator Eck moved that the effective date be stricken
from the bill. The motion carried unanimously. :

MOTION: Senator Eck moved that SB 156 do pass, as amended.
The motion carried unanimously.

CONSIDERATION OF SB 21:

MOTION: Senator Mazurek moved the amendments in Exhibit 1.
The motion carried unanimously.

(Senator Halligan joined the committee at 7:55 a.m.)

Senator Goodover said he did not think coal tax money should be
taken for research because it won't accomplish anything and be-
cause coal has already been researched for 100 years. He in-
dicated that coal companies should be involved. Senator Towe
responded that all MSU research has been coal company paid.

He said the amendments requiring private funding would insure
their involvement.
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MOTION: Senator Lybeck moved that SB 21 do pass as amended.
With Senator Goodover voting no; Senator Hirsch leaving a no
vote with Chairman Towe; and all other members of the committee
voting yes, the motion carried.

FURTHER CONSIDERATION OF SB 388:
MOTION: Senator McCallum moved that SB 338 do pass.

Senator Towe said the bill sets a bad precedent as it is a back-
door appropriations bill.

Senator Severson said the coal tax was to be used for future
generations and this bill would help them.

Senator Halligan said the bill spent over $1 million and the
program wasn't clear. He said the money was found, but the
mechanics had not been discussed. He said it was a tremendous
emotional appeal without specifics.

Senator Eck suggested that the bill should be reviewed by the
appropriations people, and they should make a recommendation
in light of the other budget considerations.

Chairman Towe asked for a roll call vote. With Senators Brown,
Eck, Goodover, Hager, Halligan, Lybeck, McCallum and Severson
voting yes; Senators Mazurek, Neuman and Towe voting no; and
Senator Hirsch excused, the motion carried.

CONSIDERATION OF SB 390: Chairman Towe recognized Senator Joe
Mazurek as chief sponsor of the bill. He first presented amend-
ments (Exhibit 2). He explained the bill was introduced so

that new production of o0il and gas would be subject to gross
proceeds tax in a stable and predictable manner. He explained
the mechanism of the bill for doing that. It would compute

the average across all school districts and would stop the var-
iance in tax rates currently experienced. He said now some are
taxed at less than 1 percent and others at more than 22 percent.
He said the bill was revenue neutral although some counties would
receive less. He said Montana's effective tax rate would be
about 12 percent with implementation of the bill and that compared
to North Dakota at 12.7 percent, and Wyoming at 11 to 12.5
percent. He felt passage of the bill would stimulate new pro-
duction in the state.

PROPONENTS

Mr. Tucker Hill, director of Project 85, said they support
SB 390. He submitted testimony in writing (Exhibit 3).

Montana International had also done a study of oil and gas tax-
ation which Mr. Hill presented to the committee (Exhibit 4).
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He also entered into the record a variety of letters received
from exploration companies which further illustrate the relation-
ship of taxes and exploration investment (Exhibit 5).

Mr. Pete Madison of the North American Resource Company said

their business is to find and produce natural gas. They are a sub-
sidiary of Montana Power Company. He said they spent $7.5

million developing oil and natural gas in the last year, but that
most of the money is spent outside of the state. He said they had
only two of 31 prospects in the state and six of 63 wells. He
said, we are a Montana corporation of Montana people and we

want to do business at home. But he said Montana prospects are
penalized terribly by the tax system of this state. He submitted
written testimony (Exhibit 6).

Mr. William W. Ballard of Balcron 0il Company submitted written
testimony in Exhibit 7. He said the current system requires
many manhours in computation and auditing. He said only about
2 percent of the hydrocarbon potential is developed in Montana
and there is a tremendous geological case for investment here.

Mr. Bill Vaughey of Havre said he represents a small firm ex-
ploring for o0il and gas in Montana and that he is chairman of
Project 85. "This bill would revolutionize the environment for
petroleum exploration," he said. A letter from Mr. Vaughey

is included in Exhibit 5.

Mr. John Johnson of Glendive Forward submitted his testimony in
writing (Exhibit 8).

Mr. Ken Kubish, Glendive realtor, read a letter from Boedecker
Resources into the record (Exhibit 9). He added that the PCA
was just lost in Glendive because of farmers' inability to
pay. He said many farmers would be unable to borrow to plant
in the spring and no jobs are now available for them. He

said 270 houses, a three-year supply under normal economic
conditions, are currently for sale in Glendive. He felt this
bill would benefit the agricultural community by giving them

a bonus for selling leases and allowing seismographic runs.

Senator Goodover rose to speak saying this is the kind of pos-
itive image we have to send outside of the state to invite
investment here. He said Saskatchewan had a good experience
with encouraging increased oil speculation.

OPPONENTS

Mr. Bill Jones, Chairman of the 0il and Gas Counties group, said
that as long as this is a property tax state, the property tax

base must be left intact. He said the bill is not really tax
neutral as there are many counties that would be adversely

affected individually. He said it is to affect only new production,
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but after time that would include all producing wells. He
concluded saying local government depends on the property tax base
and it should not be further eroded.

Mr. Mike Stephens, also representing o0il and gas producing coun-
ties, said this bill tinkers with a great percent of the property
tax base of counties. He said the proponents talked about
"stablizing and predicting" things for the industry, and he
thought school districts also had a right to know what to expect.
He said if farmers need a break it should be given directly.

He said many counties are below the tax figure proposed in the
bill and yet there is not a rush of rigs into those counties.

He said the real problem is decline in oil price, not in the
taxation.

He concluded saying the status quo should be maintained as the
state cannot afford to make up the losses to school districts.

Mr. Ed McCaffrey, county commissioner for Rosebud County, said
he thought the committee should look at supply and demand, not
taxation. He said his county would actually gain from passing
the bill, but could not support the bill because the flat tax

would not be tied to the county mill levy.

Mr. John Shontz, Richland County Commissioner, submitted his
testimony in writing (Exhibit 10). He said if we are to compete
with neighboring states this bill would not do the job. He

noted that North Dakota is considering passing a bill which would
forgive all taxes on new production for three years. Wyoming,

he said, is exempting or substantially lowering tax on wildcat
operations. Saskatchewan is not in a comparable situation,

he said, because the provincial government owns all the royalties.
and they were simply forgiven.

Questions from the committee were called for.

Senator Towe asked the proponents to respond to the problem

the bill would create for individual counties, such as Roosevelt,
where 57 percent of the tax base is in 0il and gas production.
Mr. Hill said the fiscal note assumes no new production. Sen-
ator Towe also inquired about the technical administration of the
education state-wide levies. Mr. John Fitzpatrick said a per-
centage factor would be used, and the same percentages would

come into play year after year.

Senator Eck asked if local income would be affected by increased
local production. Mr. Hill said it would be fairly balanced ac-
ross the state. He said the bill did not contemplate funneling
dollars into the areas of need.

Senator Lybeck asked if exploration would be stimulated by reduc-
tion of other taxes. Mr. Hill said this had been chosen as the
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most realistic alternative. Senator Lybeck asked about results
in other states and was told the changes were too new to allow
judgment.

Senator Severson asked why exploration was no better in counties
with lower mill levies. Mr. Hill said that a low mill levy did
not necessarily mean there was o0il in the county. Senator Towe
then inquired if the location of the 0il was not the real issce.

Senator Eck asked if the industry would compare the net proceeds
tax and the severance tax. Mr. Hill said net proceeds tax was
too high and too variable.

Senator Goodover said a sunset provision would only increase
the unpredictability of the Montana situation. It was pointed
out that it would not be variable for the life of the wells
drilled in that time and it could provide useful information
about increased explorations in relationship to taxation.

Senator Mazurek closed saying no one claims this bill alone
would stimulate new production. He said that was a marketplace
function, and this bill would make Montana more attractive than
it is now. He said the change was only for new production, and
local governments could not lose something they never had.

CONSIDERATION OF SB 434: Senator Dorothy Eck of Senate District
40 was recognized as chief sponsor of the bill. She said the
plight of local government is legislatively created and despite
repeated requests for alternative sources of revenue, none has
been forthcoming. She said all other levels of government are
increasing in size, except local governments. She said local
government block grants have never been adequately funded, and
this session it will be even worse.

This bill, she said, gives local governments the latitude to
take to the people a local option tax. She said the rates,
methods, and type would all be proposed at the local level.

They could opt for special sales taxes, luxury taxes, income
taxes, payroll taxes. She said the bill is a message to local
governments of trust that they will devise these taxes properly.
She said it is only throwing them a crumb, but at least it
would allow them the ability to address their own problems.

PROPONENTS

Senator Mike Halligan, Senate District 29, rose as a proponent

of the bill. He said it leaves local matters in local hands

and provides for a vote of the electorate. He supported the bill.
(Senator Halligan was excused for the remainder of the meeting.)

Ms. Mary Vant Hall, City Commissioner from Bozeman, said she
had previously written to the committee in support of the bill.
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She said local government is more careful than any other level
of government with tax dollars, and as the bill required the
voters to approve of the tax it was a supportable position.

Ardie Aiken, city commissioner from Great Falls, said financing

is the fundamental problem of local government. She said they
cannot be expected to provide required programs and not be allowed
the fiscal responsibility. She cited statistics on the inflexi-
bility of Montana's systems of financing local governments in com-
parison to that of other states. The bill is not a panacea but
does at least allow some discretion, she said. She submitted
Exhibit 11 to the committee.

Mr. Cal Dunbar of West Yellowstone said they are running out of
alternatives. He said this is enabling legislation that would
see that funds did not escape the community. Tax return should
follow tax generation, he said. The people of West Yellowstone
have already demonstrated their willingness to try new programs.
He submitted Exhibit 11 to the committee.

Mr. Bob Jacklin, past president of the West Yellowstone Chamber
of Commerce, said people will not be scared away by the taxes
this bill might allow. He presented Exhibit 12 to the committee.

Mr. Greg Jackson of the urban coalition asked the committee

to refer to Exhibit 5 from the preceding day's minutes. He

said they have heard the innkeepers' arguments so many times, and
the innkeepers theirs, that they could trade places. He noted
that Representative Kadas polled 2,000 of his constituents and
60 percent of them supported local option taxation.

Mr. Alex Hansen of the Montana League of Cities and Towns

said the Bureau of Business and Economic Research had informa-
tion that showed property tax increase as the least acceptable.
Hotel/motel user taxes were the most acceptable, right after ’
increasing corporate taxation. He said these tax policy ques-
tions are decided here on the day when legislators are tired.
At the local level, he said, they would be given serious and
thorough consideration and better decisions could be made.

Mr. Mike Young, an independent businessman and president of the
West Yellowstone Chamber of Commerce, said that given the ability,
West Yellowstone would do well. Let us help ourselves, he

said (Exhibit 14).

Mr. Walt Herman, a West Yellowstone Campground owner, presented
written testimony. (Exhibit 1Z).

Mr. Bill Howell, West Yellowstone, said that local governments
should be able to decide what is right and wrong. He said the
tourists should help pay for the services they use and not leave
the locals holding the bag. He said if something is not done,
the state will face an initiative of tne Proposition 13 nature.
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OPPONENTS

Mr. Alan Elliot of the Thrifty Scott Motel in Billings was
allowed to speak. He said if this would not hurt his industry,
then why were all the industry people taking the time to be at
the committee. He said the plight of local municipalities is
appreciated. He said they want dollars to use for advertising.
He said the multitude of bills and shortness of time make it
frustrating and difficult to know what is best.

Chairman Towe said the hearing would be continued at 8 a.m. tomor-
row morning and adjourned the meeting at 10:09 a.m.

T — ———
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Amendments to Senate Bill No., 21
Amend SB 21, introduced copy

l. Title, line 4.
Following: "ESTABLISHING A"
Strike: "COAL"

2. Page 3, line 22.
Following: "of the"
Strike: "coal"

3. Page 3, line 25.
-Following: "the"
Strike: ‘"coal®

4. Page 4, lines 3 and 4.
Following: ‘'"by"

Strike: " . . . .Bill No. . . . (LC . . . )"

Insert: "[section 3 of HB 812]"

Following: "for"

Strike: "use in the competitive coal research program"

Insert: "technology investments in technology development projects as

provided for in [section 6 of House Bill 8121"

5. Page 4, line 8.

Following: '"products"

Insert: ", provided at least one-third of the total program funds is
made available from private and other sources"

6. Page 4, line 21.

Following: line 20

Strike: " Bil1l No. (LC "
Insert: "House Bill 312"

» EXHIBIT 1 -- SB 21 —
February 22, 1985 :



Proposed Amendments
Senate Bill No. 390 ‘ -l
Introduced Copy

1. Page 12, line 9.
following: line 8
Insert:

'"NEW SECTION. Section 11. Disposition of taxes in lieu of net proceeds taxes.

The County Treasurer shall credit all taxes on new oil or gas production, as
provided for in Section 15-23-607 in the relative proportions required by the
levies for state, county, school district, and municipal purposes in the same

marmner as property taxes were distributed in the year preceding the budgct year.

NEW SECTION. Section 12. Codification instruction. Section 11 is intended to
be codified as an integral part of Title 15, chapter 23, part 6, and the provisions .
of Title 15, chapter 23, part 6, apply to section 11." ‘
Renumber: subsequent sections

2. Page 12, line 14. hae
following: ''through"
Strike: "10"
Insert: '"11"

3. Page 12, line 14.
Following: ''1985".
Strike: "'Section'
Insert: ''Sections'

4, Page 12, line 15.
Following: line 14
Strike: ''11" "and"
Insert: '"12 through'

5. 5. Page 12, line 16.
Following: 'Section''
Strike: "'11"

Insert: "13"

. Exhibit 2 -- SB 390
February 22, 1985



PROJECT 83 LEGISLATIVE
PROPOSAL |

SENATE BiLL 390

SITUARTION

Net proceeds tades are property tases paid on oil or gas
production.

Net oroceeds are Class | property which means oil or gas is tased
at 100% of its net value. Only oil and gas are tared in this class.

Net proceeds are paid to county governments. In 1984 thirty-one
Montana counties received over $75 million.

The rate of net proceeds paid varies widely from county to county,
school district to school district, and from year to year because oil and
gas is subject to local mill lepies,

Each of nearly 3000 of Montana's tota! oil or gas leases has a
different tax rate and each of those 3000 leases change every year.
Rates vary from 1% to over 20% for net proceeds taxes alone.

WHAY DO IVE PROPOSE?

New production from leases will be taxed at the statewide
average for net proceeds --6.3% of gross for oil and 9.2% for natural
gas.

LH tauesion new production will be paid to county governments
just as current net proceeds taxes are,

tristing production will be taxed as it is. No changes for eHisting
production.

Exhibit 3 -- SB 390
February 22, 1985



WHAT WILL SENATE BILL 390 D07

Averaging net proceeds tares at 6.3% for oil and 9.2% for gas will
make state taxes paid for oil or gas predictable and cnmparable to
rates paid in North Dakota and lyoming.

IDHY DO WE WANT THIS CHANGE?

A predictable tag rate at a reasonable level allows investors to
predict after tay rate of return. We want two rates rather than 3000
rates.

ISTHIS A TAH REDUCTION?

No. e are asking for a rate that is equal to the statewide
average.

WHLL THIS CHANGE ENCOURAGE ADDITIONAL INUESTMENT?

Yes. Certainly. | will provide copies of letters from several
individuals and corporations which support the idea that additional
investment, and therefore additional preduction, will foliow passage
of Senate Bill 390.

WHAT PERCENTAGE OF MONTANA'S PRODUCTION WIOULD COME UNDER THIS
UNIFORM TAH SYSTEM EACH YERR?

New oil production in Montana, as defined in Senate Bill 390, in
1984 was approdimately 700,000 barrels or about 3% of Montana's
total oil production. If Senate Bill 390 is passed, new productlon wili
increase.
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TAXATION OF OIL AND GAS
IN MONTANA

Mountain
International -

Exhipbit 4 -- SB 390
® February 22, 1985



PROJECT 8> Members

“

Aikins Drilling Co.

Amoco Production Co.

ARCO Exploration Co.

BWAB Inc.

Balcron 0il Co.

Beren Corp.

C. Brewer Inc.

CENEX

Champlin Petroleum Co.
.Chevron USA Inc.

Church, Harris, Jolmson & Williams
Cities Service 0il & Gas Corp.
Citizens Bank of Montana
Clark Bros. Contractors
Conoco Inc.

Consolidated 0il & Gas, Inc.
Cotton Petroleum Corp.

Croft Petroleum Co.

Crowley, Haughey, Hanson,
Toole and Dietrich

D.A.S. Resource Ventures Inc.
Deister, Ward & Witcher, Inc.
E-Line 0il Field Services
Elenburg Exploration Co. Inc.
Energy Reserves Group

Exxon Co. USA

Fox 0il Co.

Fuel Resources Development Co.
Gary Williams Oil Producer Inc.
Getter Trucking, Inc.

Getty Oil Co.

Grace Petroleum Corp.

Hancock, Warren J. Operator
Harmah Drilling Co.

Hawley & Desimon, Inc.
Heringer, Charles Jr.

Hi-Line Trucking, Inc.
Huckabay, E. Doyle Ltd.
Kemnecott Minerals Co.

LY Co. Inc.

Ladd Petroleum Corp.

Livingston & Courdin Exploration, Inc.

Lynes, Inc.

Midlands Energy Co.
Milestone Petroleum Inc.
Montana Dakota Utilities Co.
Montana Eskimo Pet. Inc.
Montana O0il Well Cementers, Inc.
Mountain & Plains Oil Co.
Murphy Oil USA, Inc.

NRG Co., The

Nance Petroleum Corp.
Narco-Montana Power
Okerman, Mike
0'Toole, Loren
Petrocarbons, Ltd.
Phillips Petroleum Co.
Post Rock 0il Co.

Prairie Wireline Services
Quadra 0il & Gas, Inc.
Red River Royalty Corp.
Schaenen, David

Selah Land Co.

Shell Western E & P Inc.

Soap Creek Associates, Inc.
Sohio Petroleum Co.
Southland Royalty Co.

Sun Co. Inc.

Superior 0il Co.

T Bar S, Inc.

Texaco USA

Texas 0il & Gas Corp.
Torgerson, Ronald K.
Tricentrol

True 0il Co.

Vaughey & Vaughey

Vesta, Inc.

Watkins Engineering & Assoc.

" Williams, Langdon G.

Zeno Inc.

Exnibit 5 =- SB 390
® February 22, 1985



Greater incentive is needed
to spur oil & gas production

In peneral, the Tribune supports «fforts hy the
ml and gas industry to estabhsn g umiform
method of taxing oil and gas production on new
leases beginning July 1.

The industry has a three-point legislative pack-
age that it says, over the long run, would accom-
phish two thmgs: (1) It would make Montana
competitive with neighhoring states in promaoting
additional exploration nng (2) Over the lung b

it would Increase tax revenue from ol and pas
ROUTC s,

In 1983, Montana realized about $135 million i
taxes from the oil and gas industry. The same
year, i Wyonung, the amount received  was
about $840 nulhon. What has held back produc-
non o this state has been a tax chmate that dotl
ers cliim s excessive. And, compared 10 Wyo-
ming, we hiave yet to see g big strike in the Over-
thrust belt. Compared to North Dakota, our
share of Williston Basin production remains in
second place.

What the industry people want to do is establish
a uniform net proceeds tux of 11.88 percent on
new ol and 12,43 percent on new natural gas.

This s not a radical scaling-down from present
tax levels except that 1t would average out (and
stabilize) the net proceeds tax collected at the
county level. At present, the net proceeds tax is
tied 10 each county’s tax levy and s excessive in
some instances. In Cascade County, for mstance,
the county tax alone would be almost §9 per bare
rel at today’'s prices.

The proposal also would mandate no change in

the 1983 legislative decision to tower the state's
oll-gas severance tax from 6 to 5 pereent,

The drillers have two other plans to lower ol and
gas taxanon. They would reduce the severance
tax on stripper wells (those that produce less
than 10 barrels a day) and reduce the tax on ter-
tiary production (uil obtained by injection of
steam or carbon dioxide). The incentives are de-
signed 1o extend the life of fields thut are hecom.
ing depleted, Northceniral and central Montana
have a number of such fields,

If the Jegislative goals are enacted, according to
W.M. Vaughey Jr. of Havre, chairman of the in-
dustry’s legisliitive commttee, “the environment
which Montana offers 1o petroleam: exploration
would be revolutiomzed.

It should be remembered that oil and gas tixa-
non is sort of a chicken-or-the epg proposition:
Taxes are not collected unless production occurs.
Production does not occur if taxes are oo high
or the risk too grvm

As 0 result, we agree that hetter ineentives
should be offered, even if it results in a short-
haul decrease in tax revenue. All indications
pomt to just the opposite occurmg < an inerease
In exploration, an increasaes in production and an
increase in tax proceeds.

This, too, could be one of those “put up or shut
up” challenges. Gov. Ted Schwinden recently
offered the coal industry o 1ax rebate of it could
drum up additional busmess, Extending the same
offer 1o the oil-gas industry would be another
window of opportunity.

R e n—
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A four-point
m which tould revolutiontze
Montana's petroleurn exploration en-
vironment has been adopted by the
executive committee of the Great
Falls Area Chamber of Commerce.
* it was proposed by the chamber’s
Energy Committee.
The four proposed points include:
® Establish a uniform net pro-
ceeds tax on oif and gas produced as
a result of drilling on new leases
beginning July 1, 1985;
® Create an economic incentive to
produce tertiary oil by reducing the
severance ax on  third-level
produced oil;

dop

® Reduce the severence tax on

stripper production and;

® Oppose any efforts which might
be mounted to keep the state sever-
ance tax on oil from being reduced
from 6 percent to 5 percent on April 1
this year as prescribed by the 1983
Legislature.

Keith Haugland headed 4 subcom-
mittee which reviewed positions con-
stituting the legislative agenda of
“Project '85,” a program of the Mon-
tana Petroleum Association, which
predicts that, if the legisiation
passes, drilling levels on a perma-
nent basis will be increased across
the state.

Hau said the first recom-
mendedghpl:)dmt. if approved, would
provide net proceeds taxes on future
oil production of 8.3 percent of gross
with no deductions.

Net proceeds for natural gas
would be taxed at 9.2 percent of
gross with no deductions. The tax
would be paid directly to county gov-
ermments.

Severance taxes paid to the state

] mmm}:z%m“

level — 5 percent on oil and 2.65 per-
cent on natural gas. Haugland said
this change would establish a predict-
able tax on oil at 11.88 percent.

Project '85 explains that the rates
— 6.3 percent for oil and 9.2 percent
for natural gus — are averages of net
proceeds paid statewide for the past
three years.

Haugland said enactment of the
legislation would make new produc-
tion taxes in Montana comparable to
North Dakota and Wyoming levels
and should, therefore, increase oil in-
dustry investment in Montana.

Haugland said arguments for the
second proposed point are many:
Tertiary production, the final stage
of recovery in a field reaching depie-
tion, is expensive and the technology
is new but it could extend the life of
some producing fields for 30 years or
more.

ft extracts more oil from a field
that otherwise would he abandoned,
leaving much oil in the ground.

It could maintain tax revenue
from these older fields for many
years.

The third proposed point is based

on program

on the fact that one-half of the oil
wells in Montana — 2,000 in 1983 —
are stripper wells that produce fewer
than 10 barrels of oi! per day, Haug-
land said. That amounts to about 9
percent of the state’s total produc-
tion.

If the severance tax for stripper
wells were reduced {rom 5 (0o 4 per-
cent, if a well operated an additional
year because of the reduction, reve-
nue from it would more than offset
the reduction in tax revenue, accord-
ing to a Project 85 study.

Haugland said the severance tax
reductions would not only help exist-
ing oil-producing areas, but potential
areas such as Great Falls,

More drilling activity could only
increase the Great Falls arcu's
chances of gaining its first oil and
gas production, he said.

Haugland speculated that school
districts or county govemments in
oil-producing counties would oppose
the legislation, particularly the
change in the net proceeds tax.

“From Cascade County’s perspee-
tive, half of something is better than
100 percent of nothing,” Haugland
said.
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Independent petroleum association of Mountain States

1214 DENVER CLUB BLDG ¢ DENVER, COLORADO 80202-4167 * (303)623-0987

RESOLUTION

WHEREAS, the State of Montana presently has one of the highest
combined tax burdens on the 0il and gas industry, including a
"net proceeds" tax which is not applied on a uniform and
consistent basis; AND

WHEREAS, the State has recently acted to increase this tax
burden through a retroactive change to the deductibility of

windfall profit taxes and overhead/administrative expenses:
AND

WHEREAS, this situation has contributed to a reduction of
industry interest in exploring and drilling in the State of
Montana; AND

WHEREAS, IPAMS, as well as the Montana Petroleum Association
(MPA) and Project '85, has identified a need to stimulate
industry interest and activity by developing a more favorable
tax climate; THEREFORE

BE IT RESOLVED, that IPAMS supports an effort by its Montana

Vice President and members, as well as by Project '85, MPA,

the Montana Association of Petroleum Landmen and other interested
parties, to obtain a more favorable tax climate, including, but
not limited to, capping the net proceeds tax and m-king it
uniform, and providing incentives for enhanced recovery and
stripper production.

Approved by IPAMS Tax Committee December 18, 1984

Approved by IPAMS' Tax Quick Response Group (]Qoq/gba//G//?ngh
/4 /
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FREDERICK A. F. BERRY

CONSULTING GEOLOGIST
144 CAMINO ESCONDIDO 951 CRAGMONT AVENUE
SANTA FE, NEW MEXICO 87501 BERKELEY, CALIFORNIA 94708
(605} 982-4149 {415) 524-0555

February 13, 1985

William W. Ballard
Balcron 0il Company

Box 20174

Billings, Montana 59104

Dear Bill,

You have asked that I convey in writing to you my own opinion and the reaction
I have received from various oil and gas operators concerning the State and
County production taxes in Montana. 1 am a geologist with some thirty years
of experience. I have worked extensively during this period with o0il and gas
exploration problems in the Rocky Mountain region, Canada, and California. I
am the editor of the book, Geology of Petroleum, by A. 1. Levorsen, published
by W. H. Freeman & Co.

The current high production taxes in Montana are self-defeating in my opinion.
These taxes now are the highest production taxes anywhere in the United
States. Montana continues to be interesting geologically for the probability
of finding new accumulations--but the accumulations probably will be neither
very large nor easy to find, Undiscovered Montana accumulations thus do not
appear to be so attractive geologically as to offset the negative impact of
these taxes. The net result is that the interest in petroleum exploration in
Montana has decreased significantly and will continue to decrease in the
future.

I have had the occasion over the past year to discuss certain exploration
possibilities in Montana with a number of different companies. There is not
one where the aspect of the high Montana production taxes was not a factor. A
number of very substantial groups, such as Jordan 0il Co. (Tom Jordan, Pres.),
have simply decided that they will not explore in Montana under any circum-
stances as long as the current production tax schedule remains in existence.
There are others, still willing to explore in Montana, who remain exceptionally
cautious-—a Montana prospect now must be significantly better than it need be
in other states for such groups to commit to a Montana exploration program,

It is regrettable that this situation has come to pass., Less exploration
means less discoveries, which means less production. As production decreases,
the tax revenue, even at such high rates, will decrease. A short-term view
might be to increase the production tax rates still higher in order to obtain
the desired income or at least to maintain the rates at their present level.
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A more enlightened view might be to lower the production taxes and to provide,
if possible, still other income tax incentives to encourage rather than
discourage petroleum exploration in Montana. It is my personal opinion that
127 is the highest total production tax that can be tolerated today in the

Rocky Mountain region, without serious adverse effects on petroleum
exploration,

The State of Montana is needlessly working against its own best interests by
maintaining these production taxes at their current level.

Sincerely yours,

= A
Frederick A. F. W




P. 0. Box 262
4061265-5496

Hauvre, Montana

39501

Worren Bloomdahl

OIL & CAS LEASES

.

EXPLORATION

February 14, 1985

The Honorable Stan Stephens, Minority Leader
Montana State Senate

Capitol Station

Helena, MT 59620

RE: I Support Senate Bill 390

Dear Stan:

I am writing to you about Senate Bill 390, and I strongly support the changes
this bill will bring about for my industry. (I am a petroleum landman in
Havre and my job depends on a healthy oil and gas industry.)

Passage of SB 390 will bring a needed change to the petroleum industrv in
Montana. It will bring additional exnloration investment dollars to Montana
to help find more o0il and gas. And when there is more exploration activity,
I benefit because there is greater opportunity for me to work in Montana.

Put simply, SB 390 stabilizes net proceeds taxes on new production of oil

or gas. It does not affect the tax on oil being produced now, and it is

not a tax reduction. This tax will still be paid to local governments as
it is now.

I know you are very busy and therefore don't expect you to write me a response.

I do urge you to strongly support passage of SB 390,

Warren Bloomdahl

cc: Senate Taxation Committee Members
State Senator Joe Mazurek
State Senator Allen C. Kolstad
State Senator Gary Aklestad
State Senator Swede Hammond

bee: u?( Tucker Hill

Member:

Independent Petroleum Association of America
PL R SR W D UL RIS SHRP Jh U SR S



® Where the customer is the company

FARMERS UNION CENTRAL EXCHANGE, INC.

1601 Lewis Ave ¢ Post Office Box 21479
February 20, 1985 Billings, Mont. 59104 e (406) 245-4747

Senator Tom Towe, Chairman
Senate Taxation Committee
Capitol Station

Helena, MT 59620

RE: Senate Bill 390 Net Proceeds Tax
Dear Mr. Chairman and Committee Members:

CENEX is an independent oil producer with a 40-year history of operations in
the State of Montana. Our only exploration and production office is located
in Billings where we employ approximately 85 people. CENEX is the 8th largest
oil producer in the State of Montana and operates approximately 50 oil and gas
producing properties.

As operator, we are responsible to prepare and file various annual reports for

the purpose of assessing the Net Proceeds Tax. With the imposition of the Windfall
Profit Tax by the federal government in 1980, our administrative cost of preparing
the Net Proceeds Tax reports has almost tripled.

Under the present Net Proceeds Tax law, it is difficult for us as operator and
owner to establish the economic limit of our existing production. We encounter
the same problem in analyzing the economics of proposed drilling prospects. The
item in the current Net Proceeds Tax formula that makes economic analysis
difficult is the variable mill rate. Since the mill rate is established annually,
we lack the factors necessary to perform an accurate economic projection.
Senate Bill 390 as proposed would resolve the two major problems we are
experiencing. This bill would reduce the administrative costs and allow us
to accurately predict the Net Proceeds Tax on all future production.

In view of the above, CENEX supports Senate Bill 390 and respectfully urges
your favorable consideration and adoption in order to encourage continued
oil and gas development in the State of Montana.

Thank you.

Sincerely,

i S ik

THOMAS J. DA
Manager, Exploration & Production Accounting

TJF :mm



W. M. VAUGHEY, JR.

PO.BOX 46
HAVRE, MONTANA 59501-0046

(406) 265-5421
February 20, 1985

The Honorable Joe Mazurek, Vice Chairman
Montana State Senate Taxation Committee
Capitol Station

Helena, MT 59620

RE: In support of Senate Bill 390

Dear Senator Mazurek:

Through 17 years of being a resident explorer for oil and gas in Montana I have. never had the
chance to write in support of such a positive, pro petroleum exploration measure as is repre-
sented by Senate Bill 390. Passage of this bill would in and of itself revolutionize the enviae
raonment Montana offers the petroleum exploration dollar.

Senator Mazurek, I don't have to tell you that 95 cents out of every exploration dollar spent
in Montana comes from outside the state. I also don't have to tell you the sad.fact that
Montana's high total tax burden on oil or gas production has actually caused some of our state'
most successful exploration companies - independent and major companies, alike - to discontinue
exploring for new fields in the state. It is this phenomenon, made worse by the fact that that
tax burden varies from school district to school district, that is at the heart of the fact

; that oil production in Montana has steadily declined since 1968. This fact, in turn, bodes {ll
for our school systems in that they have come to rely heavily on tax revenues generated by

oil production.

Your measure, if passed, would literally turn Montana around in the sense that it would make
us fully competitive for the exploration dollar with Wyoming, North Dakota and the other pro-
ducing states. I am completely convinced that the heightened exploration levels in Montana -~
which would follow passage of SB 390 would result in oil and gas discoveries which would re~
verse the state's oil production decline.

~ Just as important, these heightened exploration levels would constitute Montana's best hope

of creating new, long-term, high-paying jobs. My own area of Northcentral Montana classically
demonstrates what heightened exploration levels can do. While I can be said to have been the
first member of my industry to move to Havre in 1968 following the discovery of Tiger Ridge Gas
Field, there are now 500-600 families in the Havre-Chinook-Big Sandy area who look to petro-
leum exploration, production, or transmission as the primary source of family income:. Senator
Mazurek, that story could be told many times over in the future if SB 390 is passed, and I am

thinking here particularly of Western Montana because of its Overthrust and Disturbed Belt po-
tential.

I commend you for sponsoring Senate Bill 390, and I wholeheartedly urge passage of this ex-
cellent plece of legislation.

incerely,

W. M. Vaughey,

cc: The Honorable Ted Schwinden The Honora ennly Hermer

Governor of Montana Montana State Commissioner

All members of the Montana State Senate Taxation Committee



Livingston ‘&
Courdin
Exploration, Inc.

February 14, 1985

Ken Wonstolen

Assistant Executive Director
| PAMS

1214 Denver Club Building
Denver, Colorado 80202

Dear Ken:

At your request, | am providing information on Livingston & Courdin
Exploration's activities in the State of Montana. Since 1982, we have
been active in the Western Williston Basin specifically in the counties
of Valley and Daniels. We have, to date, purchased over 25,000 gross
acres of oil and gas leases (20,000 net) at a cost of $1,500,000 in
bonuses. About 20% of the total dollars expended were for state leases,
with the remaining 80% for fee leases. On the fee lease portion, 95%

of the funds were paid to people living in Montana. We also participated
in the shooting of over 150 miles of seismic at a cost to our interest of
over $250,000 (total cost $500,000). A portion of this amount was paid
to surface owners in the form of permit fees. During the summer of 1984,
we drilled two wells at a cost of close to $600,000.

Since we began the project in 1982, Livingston & Courdin Exploration,
Inc. has geologically mapped a large area in this part of the basin.

We have identified numerous geological leads and possible drillable
prospects. During the last six months, we have spent considerable

time and money economically analyzing this play. We have found that,
with the high net proceeds tax on the books in the area: we are working,
the economics become questionable. To further support this conclusion,
two of our joint venture partners have decided not to continue on this
project because of the high tax rate.

Since we are a small company, it is important that we have other partners
in our prospects. During the last few months, | have shown or attempted
to show this project to over twenty different companies. Five told me
directly that they were not interested in even reviewing the geological
data because of the poor economics caused by high taxes in that part of
Montana. The majority of the other companies complimented us on our
geological work, but declined to join with us because their economic
models did not compare with similar prospects in other states. As one

City Center 4 Building
1801 California Street - Suite 640
Denver, Colorado 80202
(303) 294-0987
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Mr. Ken Wonstolen
February 14, 1985
Page Two.

company stated, 'we like the geology, but, in times like these, we cannot
afford to explore in areas where the tax rate is at least three ~imes higher
than in other areas with comparable reserves.'" If you would like, | can
furnish you with the names of these companies.

As a result of our economic studies and our failure to attract other partners
because of the same reasons, we have currently placed on hold any further
activities in this part of Montana.

In summary, Livingston & Courdin Exploration, Inc., would like to continue
our activities in Montana. However, we find that in the area we are
currently working, the net proceeds tax damages the economics of our
geological prospects making them financially unattractive in comparison
with similar prospects in other parts of the country.

INC.

a
President

ANL/tm



Prospect

Dry Creek

Cut Bank
Reagan

Bowdoin

Brush Lake
Gumbo Ridge
Whitlash

Heart Mountain
Thorson

Finn Shirley
Art Creek
Poydras

Cowden Ranch
Wilkens

Moore
Bellwether
Lind

Monument Butte
Dobie Creek
Wolf Springs

Brandt Farms

NARCO - 1984 ACTUAL PRODUCTION TAXES

State

Montana
Montana
Montana
Montana
Montana
Montana
Mcontana
Wyoming
Wyoming
Wyoming
Wyoming
Louisiana
Texas
Utah
Coleorado
Colorado
Colorado
Wyoming
Wyoming
Montana

Kansas

1984

Revenues ($)

1) 1984

Production
Taxes ($)

219,827
2,252,127
2,861,705
| 531,527

127,052

91,605
20,514
15,948

295,190

72,300
19,580
32,963
7,655
86,456
2,243
272,131
73,987
725,694
16,524
138,087

28,400

100,376
479,908
744,513
15,415
17,611
7,228
3,604
1,429
38,434
8,980
2,577
4,086
352
10,875
248
30,099
5,626
69,689
1,112
39,700

2,272

1) Does not include Windfall Profit Taxes.

_Exhibit 6 -—- SB 390
February 22, 1985

Production
Taxes
% of Rev.

45.7
21.3

12.4

12.6
11.1

11.1



TELEPHONE 259-7860 845 12TH STREET WEsT
Area Cooe 406 B P. O. Box 20174

BALCRON OIiL COMPANY

BILLINGS. MONTANA 59104
W W BALLARD W. R CRONOBLE

February 15, 1985

TO: TAXATION COMMITTEE

Re: Establishment of Uniform
Net Proceeds Tax

I consider this the single most important piece of legislation
affecting the oil and gas industry (producers and mineral owners,
as well). The proposal does not change the tax on existing
production; therefore, County revenues will not change on oil or
gas already found. Having a uniform statewide net proceeds on
new production is important for the following reasons:

(1) The level of total taxation will then make us competitive
with North Dakota and Wyoming;

(2) Computation of the tax will be much simpler, thus saving
many man-hours and considerable money. Computations based on the
present system are very cumbersome for both the producer and the
state who audits them;

(3) This will remove the most often—-quoted objection to
investing in Montana oil and gas ventures, which should increase
~exploration activity in the state. Some incentive is necessary
in this day of declining profits. :

Looking at the problem from our standpoint might interest you.
Balcron is a small independent who operates almost exclusively in
Montana. We do geologic research and when we find an area that
looks prospective, we negotiate a lease position. Generally, if
the prospect involves shallow drilling (less than 2500 feet), we
will drill it ourselves. However, for the deeper, more expensive
holes, we have to bring in outside investors, which means that 1
spend a great deal of my time in Denver, Oklahoma City and Houston
attempting to interest other companies in spending money in Montana.
This is an extremely difficult task because of the net proceeds tax.
The companies who operate in several states are naturally reluctant
to come here when the taxes are so much less elsewhere. Furthermore,
our state is so sparsely drilled that most new prospects are rated
as rank wildcats with high risk factors. This adds to reluctance
when the companies realize that their net profit, if successful,
will be much less than for a similar prospect in another state, so
they prefer to take those risks where the return is greater.

Exhibit 7 -- SB 390
* February 22, 1985 -



Taxation Committee
February 15, 1985
Page 2

Cash flow projections are very difficult to derive with the
present tax which makes economic projections much more difficult.
The proposed net proceeds tax will greatly aid in this area also.

I believe, without question, that exploration activity will
significantly increase if this proposal passes, and this will
benefit mineral owners, producers and counties alike.

Very truly yours,

BALCRON OIL COMPANY

W. W. Ballard
WWB/1m
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Of Montana

February 21, 1985

Senator Tom Towe, Chairman
Senate Taxation Committee
Capitol. Building

Helena, Montana 59601

Dear Mr. Chairman:

There are a number of indicators which show that the
economic well-being of the Glendive area has suffered and is
threatened with more potential loss. '

Low prices for agricultural commodities, high interest
rates, and drought have hurt the agricultural sector. Pro-
duction is down, and the threat of farm foreclosures is be-
coming more imminent. The January 1985 liquidation of the
Glendive Production Credit Association not only signifies
credit losses, but also eventual displacement of 12-member PCA
staff and the loss of future trading as PCA borrowers will
take their shopping to other communities.

Although Glendive has expanded and contracted according
to boom and bust cycles, the population loss suggests a decllne
more acute than what might normally occur during a boom :
slowdown. Some population indicators are: -

- Grade 5 in 1981-82 had a total of 189 pupils. This
same grade in 1984-85 had 163 students - a decrease of 26
individuals for one class alone.

- West Glendive trailer court sewer assessments show a
74-unit decline since 1982.

- MDU electrical customers show a decrease of 164 re-
sidences and 28 commercial establishments since 1982.

- Mountain Bell Glendive Exchange telephone connections
have decreased for homes by 340 since 1981, and by 60 businesses
since 1982.

- An estimated 270 housing units are for sale.

The latest population estimate for Dawson County, accorc-
ing to the Department of Commerce Census and Economic Infor-
mation Center, is 12,100. The peak population estimate for
July 1lst, 1982 is 12,700.

_ Exhibit 8 -- SB 390
P.O. Box 930 ® Glendive, MOonT pabruarv 22, 1985




Senator Tom Towe
February 21, 1985
Page Two

The Job Service in Glendive estimates that 1008 workers
left Dawson County between October 1983 and October 1984. For
this reason, the 5.5% unemployment rate of September 1984 is
not a realistic expression of the employment situation in
Glendive.

Under classic construction boom growth, it is reasonable
to expect a decline in population and economic well-being
once the boom has ended. However, it appears that the decline
in the Glendive area is more severe than is normal. Not only
have the more transient workers emigrated, but other employers
have transferred workers out, for reasons such as central-
ization of operations. Examples include the Mountain Bell
transfer of 70 persons in 1982-83, and an estimated railroad
work force reductions of about 200 persons in the last few.
years.

It is emstimated that at least 30% of the decline is
attributable to a decline in o0il and gas exploration and
drilling. One o0il related firm transferred over 200 members
of its work force.

Agricultural interests are becoming more and more willing
to sell mineral rights rather than lease as they need the cash
flow to prevent complete disaster.

Glendive Forward, Mr. Chairman, supports Senate Bill 390
because its provisicns will bring about a revived oil and gas
industry. Glendive Forward recommends a "do pass" for Senate
Bill 390.

Very truly yours,

hn H. Johhson
Executive Administrator

JJ/tlh



BOEDECKER RESOURCES

P. 0. BOX 777
GLENDIVE, MONTANA
59330
BRETT A. BOEDECKER - LEASE ACQUISITION
BRICE G. BOEDECKER ' TELEPHONE (406) 365-6091 s

February 20, 1985

Senator Tom Towe, Chairman
Senate Taxation Committee -
Capitol Building

Helena, Montana 59601

Dear Mr. Chairman:

The reason why I am writing you today is in support of Senate Bill
390.

Boedecker Resources has been involved in the oil and gas leasing and
exploration business in the Williston Basin since 1979. Prior to
this time, I, Brett A. Boedecker, President of Boedecker Resources,
have been involved in oil and gas leasing and exploration since 1972.

As 1 hope everyone on the committee is aware of, the oil and gas
industry has been in the doldrums for the last 2% years. There are
numerous reasons for this decline in the industry but one of the
most serious reasons for the lack of 0il and gas exploration in the
state of Montana is the extreme volatility as to taxes in the state.
If the committee is not already aware of, the tax assessments in the
state of Montana depend on what county the well is being drilled in
and more specifically, what school district it falls into. The
taxes can vary anywhere from a low of 7%% to a high of 25%. When
you add in the fact that the landowner will receive a 12%% royalty
and that the company still is subject to the aboveforementioned tax,
plus the state and federal income taxes added to it, it becomes
extremely questionable as to who you are actually drilling the well
for.

Many of the oil companies in which I have been involved with in the
past were not aware of the tax variances and now question why they
ever drilled these wells without first checking into the eventual
tax liability that they would be faced with.

In the past 2% years Boedecker Resources has been actively seeking
0oil and gas companies who would be willing to reinvest in oil and

gas leasing and exploration in the state of Montana. To date, we
have not been able to identify any company willing to do so. Their
primary reason for not entering into any oil and gas leasing is

the serious problem that they perceive as being a tax issue. Montana
is the only state in the northern great plains that is subject to
these variable tax rates. The other states have a fixed tax rate
which is easily able to be calculated into their exploration program.
The seriousness of this attitudinal approach is unquestionable.

_ Exhibit 9 -- SB 390 -
February 22, 1985



Senator Tom Towe
February 20, 1985
Page Two

One of the serious side effects in regards to the lack of interest

is that the farming and ranching industry in our state has not b=en
able to have their 0il and gas leases renewed as they have been in
the past. If Montana were to be able to attract oil and gas indus-
try back into this state, the immediate result would be a strong
renevwed lease acquisition program. This would directly benefit the
farmers and ranchers in our state and create a capital infusion to
them which is sorely needed at this time. Without a potential
capital infusion a majority of these farmers and ranchers will not

be with us in the next few years, some within the next eleven months.

This bill will not affect any of the income presently flowing into
the state from existing wells and only will affect new wells which
come on line after this legislation has been enacted. Without this
change my perception of the 0il and gas industry in the state of
Montana is bleak to say the least.

In my working career I have been through numerous up and down markets
in the oil and gas industry. 1 have not experience one that has
maintained itself so long as it has in the past 2% vears. Without
some change on our part, I do not perceive that it will change on

its own.

We, in Montana, have lost numerous o0il and gas companies that were
established in this state along with many service companies who in
the past have paid their share of the taxes which have generated
numerous employment oppartunities and income to the state. We are
losing these enterprises faster than I have ever seen in my tenure
in the industry. This is not the same environment as I see in
North Dakota and in Wyoming.

In closing, Mr. Chairman, it is my firm belief that if we are able
to enact this piece of legisiation we will have an opportunity to
turn this situation around and at the same point in time have a
potential to save many farming and ranching enterprises that would
otherwise be lost. In addition to this we will also have the
opportunity of having a renewed exploration program which will
generate additional capital infusion which has been sorely missed
for the past 2% years. As we sit and wait, other states are
receiving these benefits and Montana is being left in the shadows.

Boedecker Resources is in firm support of Senate Bill 390 and
recommends a "do pass".

Very truly yours,
\ A M e#7 Ll

BAB/jc “Brett A/ ‘Boedécker

Y. 4




FEBRUARY 22, 1985

Mr. Chairman, Members of the Committee
1 am John Shontz, representing the Richland County Commission.

During the past two yearse Montana‘s second largest industry, the
petroleum industry has badly slumped. The reasons are many,
including lower prices, better economicz in other areas For
drilling and development, and competition from foreign producers.

Montana‘’s growing dependence on extraction tax revenues to fund
public services has subjected all of us, local governmente, state
government and the education community to the roller—-coaster of
world economics and related pricing and tax squeezes.

In October 19281, Richland County had & labor force totaling 7,400
persons. In QOctober 1984, Richland County had a labor force
totaling S,&400, A drop of nearly two thousand jobs in three wears
or a 297 decline.

The unemployment rate in our County during this pericd, 1like
other Montana Counties was in double digit numbers most of the
reported months.

The property tax base, which iz particularly important to our
University and School Foundation programs is also in rapid, and I
do mean rapid decline. The County’s wvaluation dropped
$17,041,000 between 1894 and 1985...in one year. I leave it to
the committee to determine the loss to education alone in Montana
because of that reduction. The decline is totally due to a dec-
Jine in oil and gas producticn,

The decline in oil production continues not only in Richland
County, but acroes Montana. In addition, tc dreopping production,
the slump in the price of oil continues. Good for the driver but
not so healthy for our state’=s budget. This week gasoline dipped
under a dollar a gallon in Helena. For the past month, crude oil
prices have hovered around the $24.00 per barrel price on the New
York Spot market, dipping as low as $25.32 per barrel for top
grade domestic crude.

Traders on the MNew York Exchange expect the decline to cantinue.

Exhibit 10 -- SB 390
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Montana needs to look at rational and sericus proposals to stabi-
lize, as much as we can, production in the State if for no other
reason than to stabilize revenue supporting public services. UWe
cannot provide the total answer or sclution but we need to do
what is in our power to do least thousands more jobs (for
primarily young Montana blue collar workKers) and millions more
tax dollars for education (visavi the net proceeds tax base’ are
lost.

We have followed the development of Senate Bill 2720 closely for
the past several months, hoping it could assist stabilize our
local and state-wide revenue plummet.

Although the impact in Richland County alone is negligible, the
ficscal note would indicate that i+ fully implemented, the bkill
may not achieve thes goal intended state-wide. This concerns us
agreatly.

We are concerned about the impact the bill would have on  other
taxparyers in Montana’s oil producing areas, particularly the
elderly, those on +ixed incomes, and agriculture. Contrary to
popul ar understanding, the majority of those tilling the surface
of the land, do ncot share in the mineral production and
corresponding wealth of that land.

The bill, as we understand it, reduces the bonding ability of
state and local governments and s=chool districts when that bond-
ing depends on property taxes for repayment.

More importantly, the bill compresses mill levies, would force
stable mill leviee (such as the 45 and & mille levied by the
state) to take =smaller and smaller portions of the flat percent-
age as cther mill levies roce. Local governmentz who worked to
increase efficiency and reduce levies would be penalized also in
favor of jurisdictions who raised leviez to meet needs or even
Just wants., It should be mentionsed that aver half of all Montana
counties enjoy some cil or gas production in their boundaries. In
addition, there is exploration and development occurring in many
of the remaining counties...with hopefully more planned.

lWe would ask the committee to consider adding a sunset provision
to Senate Bill 2390 i+ »ou chose to pass cut the hkill. I¥ the
proposal functions as it should results should be forthcoming and
they should be measurable. Montana governments need to evaluate



the rezulte and +eel assured forward progress for all of us s
actually occurring.

The Richland County Commicsion wishes wou to consider what we
perceive as major problems with Senate Bill 3%207s ability to meet
it intended goal.

Thaousande of blue collar jobs in Montana refineries are at ztake
as well the thousands of Jjobs in the oil patch itself. Hundreds
of miltlions of tax dollars which every» Montanan depends on are at
stake.

We applaud Senator Mazurek for bringing thise bill and the troub-
les it addressecs before this Legislaturs. Howewver, we reserve
Judgement as to whether Senate Bill 270, as drafted, will help or
hurt.

Thank yaou



SENATE BILL 434

Testimony submitted by Ardi Aiken, Great Falls City Commission

WHAT ARE THE PROBLEMS RELATED TO LOCAL GOVERNMENT FINANCE?

- Property tax largest source of revenue.

- Significant erosion of property tax base,

- Tax base no longer does the job for all competing interests (i.e., Cities,
Counties, School Districts, Special Districts, and the State).

-~ Declining mill value.

- Legal ceiling on number of mills which can be levied.

- Public resistance to paying increased property taxes.

- State law allows no other local taxing authority.

~ Diminished purchasing power due to inflation.

HOW HAS LEGISLATIVE ACTION UNDERMINED THE PROPERTY TAX BASE? *

Category 1981 ACTION ANNUAL LOSS
Livestock Tax 507% decrease $6.5 million
Inventory Tax Eliminated $8.5 million
Farm Machinery/ Changed from average retail $7.5 million
Equipment Tax to average wholesale
Motor Vehicle Chanéed to a flat fee $15 million

Ad Valorem Tax

1979 ACTION ANNUAL LOSS
12% Rollback on Court Order $6 million
Commercial/Industrial
Property
Change in method of Exemption $2.1 million

taxing banks
These losses are being partially subsidized by increased mills levied on other
classifications, principally residential property.

* (Figures provided by State Department of Revenue)
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Under State Law, the $15 million loss resulting in the change from
motor vehicle ad valorum tax to a flat fee, is to be replaced. The block

grant program enacted by the 1983 legislature was intended for that purpose.

However, with the decrease in the oil severance tax from 6% to 57
and the reduction in the price of o0il. the block grant will not meet

that intended purpose.

WHAT HAVE LOCAL GOVERNMENTS DONE TO ALLEVIATE THEIR FINANCIAL PROBLEMS

- Implemented stringent cost controls.
- Cut budgets.
- Cut back, combined or terminated programs. ' i
- Reduced the number of employees (by more than 100 in Great Falls).
- Held down salary increases.
- Attached user fees and licenses where possible.
However, good management has not been enough to offset the continued

erosion of our tax base. We have reached the point of diminishing return. -

WHY SHOULD THE SENATE TAXATION COMMITTEE PASS SENATE BILL 4347

* Eleven states gave municipalities less financial and functional discretion
than Montana.

* Municipalities in all but five states have greater financial discretion
than Montana.

* Only six states have more mandates to local government than Montana.

* Thirty-two states, not including Montana, authorize local option taxes to
alleviate property taxes.

* Issues handled by City ordinance in other states are addressed every two
years by the State legislature in Montana.

* Local governments in Montana need to be given greater financial and

functional discretion. o
-



TOWN OF WEST YELLOWSTONE
Box 579
WEST YELLOWSTONE, MONTANA 59758
Telephone 406 646-7795

December 12, 1984

Governor's Ecanomic Development Summit
and Small Business Conference

Sheraton Hotel

Great Falls, Montana

"Tailor Made Local Option Taxation"

The 1985 Legislature needs to address directly our current need
throughout the State for local option taxatiom, that is, local
taxation by counsent of the community through referendum.

This need for enabling legislation to permit local option
taxation of any constitutional type at the discretion of the
individual community is crucial. The forthcoming Legislature
should address this need now. It is long overdue.

Admittedly, the anticipated bed tax bills from the Montana
League of Cities and Towns for either statewide or local option
taxation are long overdue and worthy of support.

However, West Yellowstone believes the true answer to the ever
deepening fiscal problems of Montana's municipalities require
broad local option taxation powers. Current tax formulas, do
not suffice. Special interest taxation bills do not address.
the basic issues of taxation formulas.

We have addressed local option taxation issues with this Council
last July, with the City Council of Billings in September, and
our coverage in the media has showrus there is real grass-roots
interest among our muncipalities.

wee Yoz,
01 _;_‘_‘: %
F =N
- P ,“
> MR b
' p‘ “‘\;—( ®
XN "Qv; _ Exhibit 12 -- SB 434
< > TN Q,&v February 22, 1985
‘vﬂn__,,‘_: *



Governor's Economic Development Summit
Small Business Conference

December 12, 1984

Page 2.

Briefly, here is West Yellowstone's experience with current
taxation formulas which just do not do the job for us:
West Yellowstone originated in 1907, incorporated
in 1966 and chartered in 1980.
Year round popnulation: 760 in Town, 1100 in Hebgen
Lake Basin. »
Seasonal population June - September: 1,300 with
nightly tourist transients: 5,000 additional.
West Entrance to Yellowstone National Park: 800,000/yr
plus ''cross-back traffic"
Estimated commerce for West Yellowstone is $14 Million
dollars/year.

However, all is not well,

"Tourism West Yellowstone and Its Effect on Ability of the
Town to Deliver Municipal Services' Harry W. Conard, Jr.
December I1979. Funded Ey $15,000.00 grant, Old West Regional

Commission. Study shows:

West Yellowstone costs are 5X to 6X higher than other
five Montana Towns of comparable size: Belt (683),
Bridger (768), Manhattan (934), Twin Bridges (685),
Valier (676).

West Yellowstone spent 105% more than locally generated
funds in 1978. '

Therefore, West Yellowstone chartered, to follow study recommen-
dations. Wrote HB 109 "Resort Tax'' bill. Denied by House Tax
Committee, March 1981 by 18/1 vote.

West Yellowstone Council passed Occupancy Fee Ordinance #90,
(Bed Tax #1) January 1982, @ 25¢ per head per night. Collected
$64,000.00 June 1982-February 1983. Montana Innkeepers suit.

Tax is illegal because had no referendum. Referendum May 31, 1983-
passed 155/56.

Ordinance #98 (Bed Tax #2) Occupancy Fee reinstated @25¢ per head
in motels and 50¢ per vehicle in campgrounds. Collected $33,000.0C
June 1983-September 1983, State Supreme Court vioded Billings

bed tax, our collections ended.

Right now, West Yellowstone government services costs continue
at 5 to 6 times greater than Towns of our permanent population
in Montana.

1983-1984 Budget: Total $313,524.00 ($100,163.00 @75 mills 347%)
Police Dept @467 ($145,695.00) Street Dept. @ 16% ($51,622.00)
Total funds allocated per person per night: January (760) $1.15
July (6,300) 1lé4e.

Not only does West Yellowstone suffer under current taxation
formulas, but other cities as well. Examine study of Bozeman,
Montana vs Laramie, Wyoming. Short Changed in Bozeman : A Look
at Revenue, CE 454, Transportation Planning,MSU, Fall Quarter,
April 1984, Laramie has total revenue 2.26 times greater than




Governor's Economic Development Summit
Small Business Conference

December 12, 1984
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Bozeman. Bozeman is forced to property taxes nearly four times
greater than Laramie. The difference in the two municipal tax
structures is the revenue from severance and sales tax sources.
West Yellowstone case follows Bozeman's pattern. How about
your Town? '

Therefore, present Montana taxation formulas are not helping us.
Formulas based on population or length of streets do not allow
for our cost impaction by tourists or other factors. The for-
mulas for beer tax, liquor tax, gasoline tax and even the State
Block Grant program do not face up to the situation for us.

In fact, we have to sell 300 gallons of gaslpine to get back one
dollar, while the average for the five towns in Conard's study
is only '117 gallons. (We receive twice as much under the tax
increase enacted after Conard's study, but the discrepancy re-
mains the same). Federal Revenue Sharing was $19,600.00 (7%).
PILT funds for Gallatin County were $449,832.00 with 0% to -
West Yellowstone.

West Yellowstone's experience with grants has been equally
unrewarding.

Our previous grants have been denied. In lMarch 1975, our HUD
grant for water mains was denied with a 94 out of 96 rating,
using the 1970 census poverty and substandard housing levels as
criteria. We were advised not to resubmit our application.

In 1984, we have been denied first a $20,000.00 planning grant for
domestic water, street, and storm drain improvement. We have

been denied also a Communityv Development Block Grant for
$454,000.00 for our water, street, storm drain overhaul. We had
intended to use our $64,000.00 from our Bed Tax #1 for matching
funds. So, grants are not the answer either. Grants cannot be
budgeted either as they are unpredictable. We have present urgent
need for major street repairs and extensive storm drainage systems
and down the road we can see central water and sewer facility
expansions - all well beyond our ability to fund by present formulas.

Due to the high seasonality of our tourist industrv here, with

only 100 davs of true economic activity, proposed SIDs against

real property units become astronomical when evaluated into

payout amortizations. Real property revenue generation, again,

is already overburdened. A look at the pie charts in the appendix
shows that West Yellowstone is not unique among its Montana sibling
communities in this respect. We all must look elsewhere for revenue.

Therefore, West Yellowstone believes that the 1985 Legislaturve
should grant enabling legislation for local ontion taxation to
municipalities to permit "'Tailor-made' local option taxation. The
type of taxation to be determined at the local level by referendum
with property tax relief and voter review built into the enabling
legislation. What can be more democratic and basically American?

West Yellowstone supports the Montana League options, particularly

the Local Option Hotel/Motel Tax, Resolution #1985-4. Resolution
#19865-4 (local bed tax ) would bring West Yellowstone $250,000.00
per vear versus 5156,628.00 under #1985-2 (see table).
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Conard's study calculated $140,000.00/year at 1% retail sales |
tax; so, 2% would generate $280,000.00.

Obviously, local governments give up a lot on the proposed bed
taxes against a local retail sales tax. i

What do we want the 1985 Legislature to do?

1. We want comprehensive enabling legislation to permit local
option taxation of a broad scope, with referendum and voter
review,

2. We mean local option taxation could be on retail sales, on
beds, on wheels, on income, on whatever the voters aoprove locally
for their municipal needs. The burden the municipality is re-
ceiving by impact should have the corresponding relief by means

of off setting local revenue generations. The Urban Coalition

at their November meeting at Helena supported this position.

There is grass roots support, regardless of the size of the
municipality.

3. West Yellowstone would much prefer to see cooperation on

a comprehensive local option taxation enabling act rather than to
reactivate a defensive, parochial, restricted special interest
"resort tax' again. Special interest legislation does not address \

the real issue here: Communities with problems should have the
ability to deal with them effectively.

"Tailor-made Local Option Taxation is the answer for 1985."

Thank you.



CALCULATION TABLE

Conard's Retail Sales Tax: (pg. 12, Phase II of his study)
West Yellowstone business volume: $14 Million/year
$14,000,000x 2% = $280,000.00/year
Each 1% = $140,000.00/year in revenue
5% = $700,000.00/year

Montana League of Cities & Towns, Resolution #1985-4 : State-wide
2,000 (rooms) x 62 (days) x.95 (occupancy rate) = 117,800 (units)
2,000 x 60 x.50 - = 60,000

2,000 x 243 x.05 ' = 24,300

202,100 (units)

200 (hookups) x 62 x .95 = 11,780
200 x 60 x .50 - 6,000
200 x 243 x .05 = 2,430

20,210 (units)
(530.00/room) '

202,100 x $3.00 (10%) ' = 606,300.
($10.00/hookup) ) E .
20,210 x $1.00 (10%) = 20,210
' 626,510
626,510 x .5 _(5%) = 313,255
313,255.x .50 (local Town rate) . = 156,628
West Yellowstone share ' 156,628

Montana League of Cities & Towns Resolution #1985-2: Local Option

(5%) $313,255 less $62,65L (20%) = 250,604/vear
(10%) $626,510 Lless $125,302 (20%) ~ 502,208/year
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WEST

YELLowsToME.'Kevt&n:u IPQ e 1o T ITEAE [ VR
d 5 o :ﬁ*'
m 2 <
r & )
o ¥
s ) N
m \
n ?-.y y
Al \
D \ \
Vs \ \ \
Ton “ &7 & @ \
9 -
23 G%F 3 v <d@€9 , -
> R WO (o'le \
7, “® 4
<<‘S'.) wdATITAE F
: s T
ey
PuDLC SAFETY | e
- FEES ‘
(b'* " (AboLavce +
N OTWER AGEMmCY
8};}‘ W - o\ Feés ror D‘SMTCWM@
A ,
N ¥ 'gﬁiia; 147 ' :
x >y ) '
3 3 3 -
& N % : :
it ] N |
v @ 2 % R
\”9{ Qe s
. c . .
LI . L
= Y% Iock GEANT - .27
e e BRI
REVENUE B
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Business Licenses,
Licuor Tax
Beer Tax
Mfotor Vehicle Taxes & Fees
Public Safetv Fees
Dispatch TFees
Ambulaiice Fees
Court Fines & Forfeits
Block Crant
Miscellaneous Services
Interest
Rents
Insurance Lecoveries
Cas Tax
Revenue Sharing
Capital Improvement (Street Equinment)

Permits, Fees
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SenAle
TESTIMONY BEFORE THE W COMMITTEE

SEMAT= 43y
LOCAL OPTION TAX - 4NN EBILL I

February 21, 1985 - Helena, Montana

by Bob Jacklin, West Yellowstone, Montana

1. THE FINANCIAL SITUATION OF WEST YELLOWSTONE
1s ONE OF REAL NEED

Weet Yellowstone ic impacted by 2.5 million people each summer
season (West entrance to Yellowstone National Park data). Weet
Yellowstone provides needed services to these 2.5 million people
plus helps to cover portions of the Yellowstone National Park and
nearby Idaho with fire, ambulance, medical help and some police
services when needed.

2. WEST YELLOWSTONE‘S ABILITY TO PAY FOR THESE NEEDED SERVICES

There are 750 year round residents of West Yellowstone that are
asked to pay the major portion of all the services provided by
the town. The towns needs at this time are far too great and

our akility to pay, as we have in the past, is no longer
possible. West Yellowstone, and other small towns must be able to
provide Montana‘s visitor with adequate services and safe streets
on which to drive.

3. WEST YELLOWSTONE‘S TOTAL REVENUE 1S APPROXIMATELY €300,000.00

The major portion of our city’s income is from local sources.
34/ is from local property taxes.

124 is from local business licenses

84 is from local liquor and gas taxes

104 is from local motor vehicle taxes and licenses

4, GAS TAX AND LIQUOR Tax

Some sources of revenue such as the gas tax and the liguor tax
work against small towns liKe West Yellowstone.

We collect the money. We have the impact and the problems. What
we get back from the state and county is a very small portion of
the revenue collected. State wide distribution programs are

on a per capita basis and not on a percentage of collection.

Exhibit 13 -- SB 434
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5. WEST YELLOWSTONE’S EXPENDITURES

Because West Yellowstone suffers such a high impact by tourists
and transient people, our city services are used to a much higher
percentage than local taxes can accomodate.

4574 for police services

134 for fire and ambulance

1674 for street maintanence

11% for general government

6. WE ARE ASKING FOR YOUR HELP

What we need is for you, our representatives, to provide us with
the vehicle of Local Option. :

7. WEST YELLOWSTONE IS A TOWN IN MONTANA

West Yellowstone is not just my town, it is a town in Montana.
West Yellowstone is the first impression of the state of Montana
that millions of people see., Our streets are in a horrible state
of disrepair, our ambulance services are not adequate for the
amount of use required, we have no storm drainage system and our
ability to pay for what we have now, is marginal. We must have
addi tional revenue to provide the visiting public with adequate
services and a good impression of Montana.

SENHJE Bill 434
8. [eidEeigieiel, W

House bill 204 will enable West Yellowstone and other towns to

provide needed services, Keep our cities in good repair and give
a good lasting impression of Montana to all our visitors,

2. 1 ask your support o seNBill 804. I also support House
Bill 8246 and Senate BiJ1 434.

Thank you.
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PLEASE LEAVE ANY PREPARED STATEMENTS WITH THE COMMITTEE SECRETARY.

Exhibit 15 -- SB 434
February 22, 1985 =




STANDING COMMITTEE REPORT

MR. PRESIDENT

We, YOUr COMMITEEE ON....\uiiiieie it e vieieneneaisanaene I*a:m . ceevicen
having had under consideration..........c.oovviienieienienaeiane, Ser v teﬁm ........................................ No333 ........
first . walta
readingcopy ( )

color

COAL TAL MOHEY POR LAW ENFORCEMENT I FISCAL 14985, 1986, i347.

Respectfully report as follows: That.......cccooeeiiiiienaa. aaaatenill ........................................ N033f$ ........
LQRASS
Jenater Tooads L. Towe, Chairman.



Time

SEJATE TAXATION COMMITTEL

ROLL CALL VOTE

49 th Legislative Session --

5?D4wbb~/

2/38 /55

Date

1985

Room 413-415

Motion; /%k(f@d&em,~ Inoves Mo i S8 338 czé

LT
7
Name Yes o Excused
Senator Brown -
Senator Eck %
Senator Goodover L
Senator Hager .
Senator Halligan L
Senator Hirsch V//"
Senator Lybeck v
Senator Mazurek L
Senator McCallum e
Senator Jdeuman L
Senator Severson L
Senator Towe v




STANDING COMMITTEE REPORT

be ansmxied as followss

le ?11:1&, lines 5 and 6.

Foliowing:s “AHLEDING™ oa line 3

Page 1 of 2.
R Fabruary 22, 1985
MR. PRESIDENT
We, YOUr COMMILLEE ON..............ovrrreereerereeens! S Razatdon i,
having had under CONSIARIAtioN. .................veveevererrrereenn. Sspate 813X No.. 284
first reading copy { Whita
‘ color
CHANRGING RSPAVMINT PROVIBIQNS POR COAL BOARD LUAHS.
Respectfully report as follows: That...............coovevvovve... Senake 3311 . No.. 284

Strike: "SECYIONS 7=3-1321, 7-6-2211, 7-6-412%, 7=7=2101, 7-7-2402,

| 7=16=2327, ARD®
Iasert:s YSECYI0A"

Z. Title, lina 7.

- Poliowianys “HCA"

dtrikas %j Asu PROVIDIHG as IMMEDIATE EFFECTIVE JATE*

3. Page 1, lines 1% and 20.
*seo® on line 19

4. Page I, line 22.
Foilowings “from"®
Strikes *3°*

5. Page 1, ilina 23,

Striker MLy ros®
¥ollowiangs - "charyes,”
Inserts ¥ mr..&__g.

6. Pages 1, line 24.
Followings “assessaenis®
W

e T e
St;i_tes .E and

RAANERARR

. in subsection

- Pollowinge ‘
Strixas “ixcept as provided in subsection (2)(a)(ii), so®
Issexcs “Ho

Chairman.



&3 2384

P&ge 2 of Z. : e 19..........

7. ®age
trike:
Zenaabers
3. Paye
Berikag
Reauader:

e Pagae
Strikes

1, iine 25 tarocugu liue id, pags 2.
salgection (ii} and asubsections (b} and {c} in thelr eatireiy
subsegquant subsections

3, iine 17 through line 14, paye H.
sectiona 2 thirough 7 in their eatirety
sabseguent sactlions

g, ilnas 19 aad 20.
soceion J in ita autirely



STANDING COMMITTEE REPORT

, o FoDEGAXY 22, 1083
i} MR. PRESIDENT
We, YOUr COMMITLEE ON...viriet it ierr e veeaeneees T &X&ﬁiﬁﬂ ....................................................................
having had under consnderanonsmh’aﬁj“l}‘ ....................................... No’lf}6 .......
fizst reading copy ( sﬁi___te )

Respectfuily report as follows: That.............c.oooinnnns ' azatiea .............................................. No.. }-35 .......

s B aneixied as followss
le Titlae, lines ¢ ana 7.
Followiang: "4CaA* oa Llins &
Strikas %3 AHD PROVISING AN I4ABOXATE AFFECTIVE LaTeE®

i. Page 4, }-meniz aud 13.

) Striket wsection 2 ia iis entirety
it
7 AHD AS AMEHDED

DO PASS

JDNOTEDSK

Senator THonas L. Towe, Chairman.



STANDING COMMITTEE REPORT  2age 1 of 2.

Pebryuary 22, 1935
MR. PRESIDENT
. ZTaxation
A IV Lo 0T ot 411 311 4 €T= 1o o O e PPN '
having had under consideration..............c.coocviiiiiiiicnii e e mﬁﬁ}. ....................................... No21 ........

firat reading copy (lhii )

| H
CREATISG A CUkL RESEARCH AND DEVELOPHEST ACCOUST FROM COhl SSVERAGCE Take

' ; F23.: .4
Respectfully report as follows: That..................oeieiiniinne Bmata.ﬁli ....................................... No 23

v anended as follows:

i ?i:;l&. line 4.
Followlng: "RSTABLISHING AY
Strikas  "CUAL®

Followiags of tha"
Strikes ®coal®

3. ?&9& 3, dine 13.
Pollowings “"tae®
~ Strikes “coa

4. Page 4, lines 3 ana-i.
Following: “py"

Stxiksa’.-..i'sﬂ KO.-’.(I&C...c}_'

Inserts “[section 3 o% 0B 81237 ,

Followings “fox"

S8trike: “use in tne patitive coal research ran®

Insert: *technoiogy tecanology Gevelopment projects as
provided for in {section & of Louse 3iil 312]°*

S« Pays 4, line 8.

Foiliowing:s “producscs®

Inzart:s ¥, provided at loast ona~-third of the total proyras fumis is
made availavle from private and other sources®

Chairman.




33 21, page 2 of .

6. FPaye 4, lines 9 ami 14,
Pollowingy "studies®™ on liane 9 :
strikes “at Zastern dontana colileje"

Te Page 4, 1 ine 21.
Poilowinygs line 29
laserss “ukouse osiil 812"
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