
MINUTES OF THE MEETING 
TAXATION COMMITTEE 

MONTANA STATE SENATE 

March 16, 1985 

The fifty-first meeting of the Senate Taxation Committee was called 
to order at 7:37 am, Saturday, in Room 413-415 of the Capitol Building 
by Chairman Thomas E. Towe. 

ROLL CALL: Senators Mazurek and Goodover were excused. All other 
members of the committee were present. 

CONSIDERATION OF SB 431: Exhibit 1 contains the amendments that were 
discussed by Mr. Lear, committee staff. The committee discussed the 
wisdom of grandfathering in currently platted subdivisions and decided 
that in certain situations, such as the apple orchards in the Bitter­
root,it was necessary •. 

Mr. Gregg Groepper of the Department of Revenue was recognized and 
told the committee that an educated guess, based on the amendments 
was that $30 to 42 million taxable valuation would be added by the 
bill. He said the bill would give the Department a good definition 
of agriculture and as the exemptions were given that definition had 
to be tight. He said the reduced tax treatment would be not taking 
in ground outside city limits that currently gets the agricultural 
mill levy. 

MOTION: Senator Eck moved that SB 431 be amended per Exhibit 1. 

Senator Halligan suggested that January 1, 1986 be the effective 
date to allow some time for those projects in progress to be com­
pleted under current law. 

MOTION: Senator Halligan moved that January 1, 1986 be the effective 
date of the bill. With only Senator Lybeck voting no, the motion 
carried. 

Question was called on Senator Eck's motion. Senators Lybeck and 
McCallum voted no; other committee members present voted yes; Senator 
Mazurek asked to be recorded as yes on these amendments; Senator Good­
over was excused. The motion carried. 

MOTION: Senator Eck moved that SB 431 carry the Statement of Intent 
found in Exhibit 2. The motion carried unanimously. 

MOTION: Senator Eck moved that SB 431 do pass as amended. Senators 
Brown and McCallum voted no; Senator Hazurek had asked to be recorded 
as yes; other present members voted yes; the motion carried. 

CONSIDERATION OF SB 443: 
Billings, was recognized 
bill would delay for two 
tax from 6 to 5 percent. 
to be dropping revenue. 

Senator Pat Regan, Senate District 47 of 
as chief sponsor of the bill. She said the 
years a drop in the oil and gas severance 

She said Montana cannot afford at this time 
She said that exploration and development 
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, will not be affected because they are a function of market and 
geology and not of tax policy. She demonstrated this with infor­
mation from Exhibit 3. She noted that Montana compares favorably 
with other states in its taxation of oil and gas. She quoted Ralph 
E. Bailey, Chairman and Chief Executive of Conoco as saying "Montana 
is a good place to do business." She discussed how these taxes are 
computed in North Dakota and Wyoming and concluded that Montana's 
tax structure is too generous for these times. 

She provided the committee with a copy of Exhibit 4 which was a part 
of her discussion showing that exploration is a function of the world 
price of oil. 

PROPONENTS 

Mr. Don Judge, representing the AFL-CIO, said that they would oppose 
any potential break in oil and gas severance taxes. He discussed the 
short fall in revenue. He said the fiscal note is the best argument 
for the bill and suggested the break be delayed permanently and not 
just until 1987. 

OPPONENTS 

Mr. Darwin Vandergraff of the Montana Petroleum Association said that 
the effective rate in Montana is higher even than the industry had 
thought it was. He said in 1983 the Legislature thought it appropriate 
to lower the rate. He said they had agreed to live with it higher 
for one more biennium. He said that consistency~and long-term com­
mitment are necessary for natural resource and taxation policy. He 
said the balance in other states is shifted by the fact that they 
pay no property or income taxes there. He said the issue is whether 
the oil industry is paying a fair share and that they should be dealt 
with fairly per the agreements of last session. 

Mr. Tucker Hill, Director of Project 85, an organization of 80 oil 
and gas operators, said they were promised two years ago that if they 
would wait they would receive the lower rate. 

Mr. Pat Melby, representing the Montana Oil and Gas Producers, said 
it concerns him that oil companies are seen as out-of-state and large. 
Many, he said, are small Montana companies, some with wells that are 
averaging as little as 2 barrels a day. He said this kind of legisla­
tion will lead to more wells being plugged and abandon. 

Mr. Welden Summers, the tax manager for Shell Oil said that they 
are considering major investments here and that consideration competes 
with investments that have a more attractive tax package elsewhere. 

Ms. Janelle Fallan, Montana Chamber of Commerce, said Montana made a 
commitment and should keep it. She said they oppose the bill. 

Mr. Mike Micone, Western Environmental Trade Association, said they 
support consistent tax policies as necessary and oppose the bill. 
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Mr. John Shontz, Richland County, said they have lost 2000 jobs in 
the oil industry. He said that Dawson County has lost $10 million 
in retail sales because of declining production. He said $36 million 
has come from the tax base in Richland County. He said that in 1983 
they paid $2.4 million into the school foundation program; in 1984 
they paid $1,263,000; and in 1985 would pay about $590,000. In con­
trast he said North Dakota set an all time produciton record in 1983 
with the same geological considerations. He said they want to com­
pete to stabalize production. He said they supported SB 390 because 
it would broaden the tax base and provide more jobs and they oppose 
this bill for the same reasons. 

Mr. Dave Goss, Billings Area Chamber of Commerce, said that Billings 
houses companies related to and servicing the oil industry. He said 
they are impacted by industry decline. He said that anything that 
affects the oil industry adversely has a host of secondary effects 
as well. . 

Senator Larry Tviet said that he has worked closely with the oil 
companies and that oil and gas revenues are down. He talked about 
North Dakota's tax structure as more favorable. He said that oil 
companies talk more about pulling out of Montana and going to a heal­
thier tax rate and a more stable business climate. He appealed for 
consistency in the tax structure. He said some big investors will 
not drill here at all and Montana will continue its production de­
cline. 

Senator Tviet said Montana has the highest property tax, corporation 
income tax and severance tax around. He quoted an investor as saying 
"I will not spend another dime in Montana." He said that oil explora­
tion helps the agricultural economy as well, that the leases keep 
farmers on the farms: in hard years. He urged the committee to 
look beyond the 90th day and to the long term economic health of 
the state. 

Mr. Harold Ude, Cenex, said they oppose SB 443 as a tax increase on 
the industry that will reduce available exploration dollars. 

Mr. Gordon Morris, Montana Association of Counties, said that a 
resolution like this introduced at their meeting was defeated by 
a two to one margin. 

Questions from the committee were called for. 

Senator Towe said that the oil and gas industry said that SB 390 was 
very important to them and that it actually increased the effective 
rate of taxation. He said this would give them even more tax breaks. 

Mr. Hill responded that SB 390 dealt only with new production. Mr. 
Vandergaff said that SB 390 provided stability and that SB 443 was 
destabalizing. He agreed that taxation, however, is not the only 
consideration in response to questioning by Senator Towe. He said 
new planning is a comparative and competitive choice based on several 
factors. 
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The committee discussed with the industry whether a measuring stick 
could be used to see if tax policy actually was an incentive to 
production. 

Senator Regan's position was that "This bill will not materially 
affect production in the state one single bit." 

In response to the effect of this bill on local government funding, 
Senator Tviet said that a severance tax of only 4 percent would 
replace the money that had been promised to local government. He 
said we cannot wait for the world market to help Montana production. 
He said that Montana needs a sustained yield right now. 

Mr. Shontz cited an example where the Blackfeet assessed a severance 
tax on reservation wells and 67 wells were abandoned. 

Chairman Towe said the committee had already passed two bills that 
reduced tax on the industry 

Senator Regan closed saying that the price of oil and geology are 
the important production considerations. She said the Governor would 
sign the bill if it passed. She said the property taxpayer must be 
able to afford to live here. She said if the bill doesn't pass then 
every person back home would pay higher taxes. 

Chairman Towe adjourned the meeting at 9 am, saying that the com­
mittee would meet again at 7:30 am, Monday. 
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Amend SB 431, introduced copy, as follows: 

1. Title, line 7. 
Following: "PURPOSES;" 
STrike: "CLASSIFYING SEPARATELY RESIDENCES SITUATED ON AGRICULTURAL 

LAND: 
Insert: "ALLOWING FOR THE REDUCED VALUE OF AGRICULTURAL IMPROVEMENTS 

SITUATED ON AGRICULTURAL LAND BY CLASSIFYING THEM SEPARATELY" 

2. Page 1, line 16. 
Following: "(I)" 
Strike: "Land which is" 
Insert: "Contiguous parcels of land under one ownership that are 

actively devoted to agricultural use or noncontiguous parcels 
of land under one ownership that are" 

3. Page 2, line 5. 
Following: "produces" 
Insert: "and the owner or the owner's agent, employee, or lessee 

markets" 

4. Page 2, line 6. 
Following: line 5 
Strike: "income" 
Insert: "sales" 

5. Page 2, line 17. 
F911owing: "produces" 
INsert: "and the owner or the owner's agent, employee, or 

.,. / lessee markets" 
~ 

( 

6. Page 2, lines 22 through 24. 
Strike: lines 22 through 24 in their entirety 
Renumber: subsequent subsection 

7. Page 3, line 2. 
Following: "through" 
Strike: "(1) (e)" 
Insert: "(1) (d)" 

8. Page 3, line 4. 
Following: "producer" 
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Insert: "or marketing delay for economic advantage" 

9. Page 3. 
Following: line 5 
Insert: "(2) Land shall not be classified or valued as agricultural 

if it is part of~platted subdivision that is filed with the 
county clerk and recorder after fthe effective dale of this 
act] in compliance with the Montana Subdivision and Platting 
Act" C 

Renumber: s~bsequent subsections C /, 1,/3& 

10. Page 3. 
Following: line 8 
Insert: "(4) Land shall not be classified or valued as agricultural 

if it is a commercial or industrial site." 
Renumber: subsequent subsections 



STATMENT OF INTENT 

SENATE BILL NO. 431 

A statement of intent is attached to Senate Bill 431 to provide 

guidelines to the department of revenue in adopting rules under the 

extension of rulemaking authority granted by section 3 of the bill 

in order to implement certain provisions. 

I 

"JI 
I 
I 
I 
J 

Section 1 amends 15-7-202 to restrict eligibility of land for 

valuation as agricultural because of wide-spread abuse of and difficu1tJ( 

in administering existing law. For those reasons subsections (a) and 

(c) require that the land produce and that the owner, or the owner's 

agent, employee, or lessee, market stated threshold measurements of 

agricultural products or gross sales of products. It is the intent 

of the legislature that the department adopt rules that would provid~i 
for methods of determining whether these thresholds are met in instance,. 

where the land is primarily used to grow crops that are not marketed, I 
but consumed by livestock, poultry, or other animals in an agricultural I 
operation. 
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~r-~~~~ is :~e :~~h largest oil-producin~ state in ~he C.S. In 
rcc~~t yc~rs, :~e a~ount e~ oil producerl in the state has been: 

10-0, 
.' I \. 

:S79 
1 02.0 
102.1 
'0':1'" 
Jo. -' ........ :. 

30,936.,9:3 
3(),:'~5,631 

29,927,468 
30,517,947 
30,9~7,51{; 

28,6:4,597 

Gross Value 

$ 277,737,502 
362,:::39,259 
626,154,711 

1,052,333,907 
963,428,800 
826,517,213 

C~=re~t:y, :~e~e are eve~ 4,~OO oil wells operating in the state 
a~d ~~e n~~ber is fro~ing. In t~e first half of 1983, 100 ~uc­

cessiel nc~ oil ~el~s were co~pleted. 

~o~ta~a i~poses ~our taxes o~ eil: 

g:- c s~· ~:;-: _:: a: 0:' .!.. • 

:~~s :S~ ~2S yfe~ded 

~:'1e se·,rerance tax j s cur-;ent1 v nJ' 
It will be reduced to 5~ en April 1, 
t~e following revenue: 

of the 
19P5. 

7'··BO 
;::81 
!-'YS2 
?YS3 
?'-.:9L:. 

S10,.544.,555 
19,.578,172 
51,073,4:5 
45,228,535 
51,202,200 (~st.) 

:he revenue is allocated as fe:lows: 

1) 0ne-third to the Locn~ Government Elock Crant account for 
~~s:ri~~tio~ to all Xont~na's cities and counties; 

')\ 
.!....' A 7o=:ic~ o~ the collections is returned to cities and coun­

ties in the eil-producing areas to help t~em in dealing with 
i~pacts. The po~t~on returned varies according to the new 
?rodrrction i~ each county: FY8l-S992,488; FY82-S1,A44,112; 
~n2 ?Y83-S4,353,485. 

:j) ':l,e re::'.;:L:":1(i~r to t':1e St2.t~ general fund. 

• 
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T', \"0: ?rC'Cf'CC!S :;1::: The 1.1c?est t.1X on oil is tile :lct pro­
cec(:s til:-: ::::~C's"'.: fer ~oc;:ll_ ~overnc.ents. The tG.X is calculated 
c~ t~e ~rass value of oil. ~i~us .111 allowable deductions, QU!­

t::.;< :ec ;,~: t:le 10c;11 :71::.11 lev',', ihe collections in recent years 

7Y8~ 

FYSJ 
rY~~/~ 

On t:-:p- .:!ver~~e, 

eC~C.1tlcn, fl? 
:Jr.C 0~: fer fi ...... e 

82l,011,Q51 
23,663.376 
40,E6B,S06 
66,100,824 

':\/A 

:oca1 gove;.n~e~ts spend 60% of these furds for 
for city operations, 2~% for ccurty operations, 
2nd other- special cistric ts. About 3~~ is 

~~tu~~cd to t~e ~t3.te to SUDport the university system. 

c. ~c~ou=c~ ~ndc~n:tv: This tax (O.S~ of gross value of all 
~~ne~c~s p~oriuce~) ~as vie:ded the following 2:710unts from oil 
prcc. ~1 c ~ -:cr. : 

"C'""",,l C' 1 
•• v .. 

?Y,S2 
,?VSJ 
:.-:~ 8 6. 

$1,828,947 
3,323,426 
5~30Sy525 

4,78:,4J8 
-4,2S6,fSC 

:~C?~ ::~7es ~~e ~l~ce~ in n t~ust fund to indemnifv the state 
~~~:~~: ~~~a;e to t~e e~v:~on~ert ~rc~ the e~traction of non­
r('n::::~,~-:,lc :"latur::!l rescu!"ces. Interest :'rom the trust is ap,Jro­
~c:'2':ed fo~ prej ects "to i:nprove the total enviror.c.ent and 
,:ect:'::: c2:::ages thereto." 

D. Conserva~icn :a::: The Bonrd of Oil and Gas Conservation 
::. '2'::. cc:,; ;\ s:r.all tn:: to suppo!":: its mm operations. The tax is 
.CCC~ c~ ~ross value and yields abcut 5600,000 per year. 

As the a:t2c~ec. Table I shc~s, ~ont~na's severance tax is lower 
th~~ in ~~~e ether s~3tes. 

,~n- C~!" total tax ~~~den is cornoared with other states, Vortana 
~2~~S :~~2r t~nn ~a~cr prod~c~rs Alas~3 and Louisiana and is 
cC'~~'l:-,-'-<'~ ::0 rcif,l::~cr::'ng st.,tcs h'yo:r.i~S and Yc:-rh Dakot::1. 



:~e ~0~~: t~x ~n~e i~ n pnrtic~13r ceunty ~ay be hi;her or lower 
t::z::..:: ::"::c ,-~~~c~ .. "-:'~J" ~":e~(!'-:c, 1:ccause the r()t proceec.s t.3X rnte 
v~~i~~ fre~ ccu~ty to county depending en the local mill levy. 
~~ r:~c~er ce~~ty. for ex~~ple. the effective total tax rate for 
t"::e r:·:::-:-r·~~ yc:"'!.r i~ 1~.:5~< ~cc,'J~~sc t~e locol r.:ill lcvy is ::04. 
-:-c-- -:'r:",">~r :::":er ':"0"Xr'ty. the ef:ecti'"e to.x rate is 1().35/~ 

~CCC~~0 t~e rill levv is PO. !hus, the toto.l tax turden en oil 
~~~~~ccd i~ a ~i~h mill levy ccu~ty m3Y be higher ~hnn the taxes 
:'~~~s€'rl in other states, but the statewide average mill levy 
i~~cscrl o~ oil ~o~es our current total tax burden 12.93%. 

Tax 

'T""'v" 
.J..C." 

?escur:~ !~2cr~ity 

C~-~erv~tic~ T2X 

7ax 'Rate 

6.35/~ 

6.00 
0.50 
O.OS 

Yantana's tax rate is declining, whi~e other states' 

Si~ce lOS:, 7 c: the 30 states prcducing oil have raised their 
0:': severance taxes, ard increases have been debated (and, in 
sc~e cases, narrowly ~efeated) in at least five other states. 

:~~ee s~ates ~a~~ r2ised their oil severance taxes this year 
,-:_"~-:-':'" .\2.2-'='2~C""S cc;-:'i7!'2.c SE""erance 2!'lG corservaticr. tax rate 
~~ -:": ~~~ c~ the gross v22.~e of ron-stripper wells. K2rsas 
e~=~~-:~ 2!1 8~ se~~rance tax. An~ Ohio raised its srall sever­
a~C2 tax by ever 3~O%. ether states have changed from quarterly 
to 7cnt~ly severance tax reporting to speed collections a~d help 
02~2~ce s~raired state budgets. 

Yc~tan~ ~s ~nic~e in actually lowering its oil severance tax, 
ef~sctiv~ in FYS6. 

C. Yontn!1a's tax str~ct~re has several advantages producers 

:s~~c~ibi~ity o~ o~eratin~ costs and windfall nrofit tax. 
~cnt~na a~lows cii producers to deduct certain operating 
costs, 2rcrti7erl drilling and capi~nl expenditure costs, and 
all win~f~~l profit t2xes* paid in c~lculating the net pro­
cee2s tax d~c. Wyo~i!1g's grnss prcceeds tax, which is 
~~?03e~ l~ ndditicn to its 4~-6~ severance tax, does not 
2-:1o~ d~duction of t~esc costs. ~crt~ Dako~a's 6.5~ excise 
t~y 2DC 5~ rrcductic~ to~ olso arc i~~cscd on ~ross value. 

.. E~~0~~:VA ~~ ·c~~, the ~e~uctien for windf31~ profit tox will ~e 
rc~~cc~ ~~ ~0~. ~0tro~ctive tc 1930. 
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" rY8:, ~~l prGrluccrs de2ucted S7LO.9~ million in opc~atin~ 
'':(';,,~ :1::(. S:('').54 n:'l::'iof' in '.;inc\~a]::' profit tax. -=-:1i5 
:-l'ci~c,~c ::::('~;- nC't rrc'ccetis tax by Sr.::.3 million. 

3 s,~.!.:"\s t:.,~~·:. T:", '::':1~? st2.tes, all oil crillin~ :1n~ ?u:r~?in~ 

'-"; :.~~l':: ;~-.l;-ch:lset.: or \.':-aught i:;to the state is suhject to 
.: <: l : 0 S ~ ": t.: S C' t a:-: • [n 1,-:y c::", in g, the sa 1. est a xis 3 ~[ (4;: j n 
:--:;C'~c c:':~l's): in \C'r~~ Dakota, 3~~; in Texas, !;.7; 8nc in 
(::l:':or:1i:::, G~~. "~ont~...,u klS no sales tax. Since sales 
~."'::cs :":'..lSt ~c ?,~5.(: :'cfore rr0Guction begins, this cost ~(ly 

(~'~u~r c:-::1'.o;.:1tion. 7'ln:1t."ma' s scver;~nce t:lxes and nct pro­
c('eds t.:1:·: (lr<_~ not cue unt~l after production has hegun. 

~e2ucti~:'1:'tv of ~in~fall nrofit tax in corrnuting corporate 
~."'~X c:u~. Li~:e ::or~~ I'a~':c~a, Oregor., Cali.~o'!:'nia, and se'.:eral 
ct~cr states. ~antan2 allc~s oil prcducers to deduct the 
~~~~~~:: ~~c~it tax paid duri~g th n year ~he~ computing the 
:~7-~~3ti~~ tax ~ue. SCTe states, like Minnesota, do not 
~:~cw t~is de~uctio~._ 

Y~~tG~3'S oi: ex~lcrat~on activity has followed national trends 
clcsr:!l::, ;13 Tc.·"Jes II and ::::"~ sho·.,;. \.f.'len cil prices nearec 
~~~!~b~. (ea~:v 1981), 90 rotary ri~s ~ere exploring in ~cntana 
2~~ ne2=ly ~5Cr in t~e r.s. XC~ that ~cr12 cil prices are at 
~:?i~~: .. Yon~2n3's rig ccunt is 33 and the :.S. count is 7,401. 

,- ,:".::.--'~ ,:-;-::~~e~ a::n t~e P.S. as (J. v.;·':":cle, explcr~tion actiY:'ty 
:~~ ~?:~=n~c ts t~e avera;e c~ the late -1970's after the unusual 
ac:ti':ity C;7 193;'. ~n i:cntana, the numbe:- of rigs active 
~~~cu~hout that decade averaged between 18 and 32. Last month, 
t~e=c ~ere 34 rigs active. 
~~?d between 1,200 and 

Si~ilarly, the U.S. rig count aver-
2,200 in the 1970's; last ~orth's rig 
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C~'T~~:sn\ r~ S:ATE TAX~S 0~ 0I~ P~OD~CTIn~* 
SCV~=3nce 2~~ Excise !axes on Oil Pro~uc~ion 

.\ : ....... '? •. ~ :"':. 

~"-:'ssissi~?i 

Flc-:.-:'c.:1 

:~i c:: -:. gL.~ 
0~C''-C':: 

-- ............ 
I.,.. _ ." 

Te!":>'2ssee 

:r.c.:'nn.3. 

l:,.O~~ of valTJe x econor:1ic lir:1it factor:"'" 
l2.570 0" \·.:1!..ue 
: ~ .57 of grcss vDlue 
8Z o~ grnss value 
7.0857 of gross value 
6-10% of gross value 
6~:' of ':p.~ue 

(5% for 

5-8% of gross value 
(escaped eil - 17.5-7.0.5%) 
5-7.6~ of ~ross v~}ue 

stri.ppcr -,,:ell s) 

6~ o~ ?ro~uctio~ over $3,OnO each Quartor 
67 OF ~ress value 
(5~ e::fective Anril 1, 1985) 
&-6~ of gross value 
~.~% of ~arket va~ue 
~.5~ of r:1~rkct value 
~.5~ of sales price less royalty paid 
to federal or st~te governT.enr 
&-5% of ~arket value plus 25 mills 
a~d 2c per rarrel 
3.75~ of value less certain royalties ard 
t~anspor~3tion costs to first purchaser 
:-5% of rarket value 
2-3;~ of value 
2: of value on prc~uction over Sso,cno 
2? cf vaiue 
1.5~ of sales price 
1% of value 

!otal Taxes*** on Oil Production in Various States 

t·:~:':'-.: ..... -.. 

~<C7":~:-: 

01·: ~::::.o:::a 

12.25%-15% of gross v21ue x econo~ic 

linit factor plus 5.125c per barrel 
1 3 • 4 5 ;~ c f val u e 
1:.07-13.07% of value 
12.93~ of gross v~lue 
1~.07Z of gross value 
8.035~ of gross value 

-I, Sc'..:::ce: CC:';"Cr:!rce C~.ca:-inghouse, St.1te Tax Guice and infortn.3tion 
!rc~ ~er~rt~~~t o~ Rcvenu2 in 2nch state. 

** 12.:~~ on ~~l co:.;i~g into cOr:1~Qrcial croduction after June 30. 1921; 

*** I~~:c~c~ se~~::~~cc, excise. r9source inde~nity, property, conservation, 
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