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 Mazurek had asked to be recorded
as yes; other present members voted yes; the motion carried.

CONSIDERATION OF SB 443: Senator Pat Regan, Senate District 47 of
Billings, was recognized as chief sponsor of the bill. She said the
bill would delay for two years a drop in the o0il and gas severance
tax from 6 to 5 percent. She said Montana cannot afford at this time
to be dropping revenue. 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 o0il 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 o0il 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 0il 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 0Oil 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 o0il 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 o0il 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.

A 24407 ! h A
Chairman
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Amend SB 431, introduced copy, as follows:

l. 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 1l6.

Following: " (1)"
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: 1line 5
Strike: "income"
Insert: "sales"

5. Page 2, line 17.

Fgllowing: "produces"”
INsert: "and the owner or the owner's agent, employee, or
Vi

lessee markets"
6. Page 2, lines 22 through 24.
Strike: 1lines 22 through 24 in their entirety
Renumber: subsequent subsection

7. Page 3, line 2.

Fol}owing; “threugh" Exhibit 1 -- SB 431
Strike: "(1) (e) March 16, 1985
Insert: " (1) (@d)"

8. Page 3, 1line 4.
Following: "producer"

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 ofaplatted subdivision that 1s filed with the
county clerk and recorder after
act}- in compliance with the Montana Subdivision and Platting

X ACt. " 2
Renumber: subsequent subsections Cig;;‘ /i /7Jé
10. Page 3.

Following: 1line 8
Insert: " (4) Land shall not be classified or valued as agricultural

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

Exhibt 1~ B3



STATMENT OF INTENT

SENATE BILL NO. 431

A statement of intent is attached to Senate Bill 431
guidelines to the department of revenue in adopting rules
extension of rulemaking authority granted by section 3 of

in order to implement certain provisions.

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

valuation as agricultural because of wide-spread abuse of

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

to provide

under the

the bill

land for

and difficulté

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

of the legislature that the department adopt rules that would providoes
for methods of determining whether these thresholds are met in instance
where the land is primarily used to grow crops that are not marketed,

but consumed by livestock, poultry, or other animals in an agriculturalj

operation.

Exhibit 2 -- SB 431
March 16, 1985
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TACT SHITET ON MONTANA OIL

Marz-ora o ig the 12th largest oil-producing state in the U.S. In

Tacent vears, the amcunt ¢f cil produced in the state has been:

Calendar Vear Sbls. Gross Value
1978 30,034,073 § 277,737,502
1979 30,235,631 362,239,259
1030 29,927,468 626,154,711
108t 30,317,947 1,052,333,907
tegz 20,917,514 963,428,800
1383 28,614,597 826,517,213

Currently, theve are cver 4,A00 oil wells cperating in the state

v
and the number is growing. TIp the first half cf 19083, 100 ,suc-
cessiul new cil wells were ceompleted.

taxes on cil:

The severance tav i
T¢ will »e reduced to
e

-
i

. - .
the fclilowing revem

currentlv A7 of the
" en April 1, 1GRS,

~a

.

[

TTRO $10,544,555
281 16,578,172
TY82 51,073,425
Y83 45,228,535
TYeL 51,202,200 (®st.)

The revenue is allocated as fclleows:

[ ‘rd to the Lecal Covernment Elock Crant account for
ricn to all Montana's cities and counties;

2 n cof the ccllections is returned to cities and ccun-
the cil-preducing areas to help them in dealing with

The portion returned varies accerding to the new

fon  in each county: TFYR1-5992,488; TY82-81,644,112;
~84,352 485,

o) inder to the state general furnd.




2]
(5]

(28]

", YNef Preoceeds Tax: The larsest tax on oil 1s the net pre-
ceeds  tax Impcsed rer Tocal governments. The tax is calculated
cm the ~ross value of e¢il, minus all allowable deductions, nul-

tiplied h¥ the local mill levy. The collections in recent vears
hnve Thaen:

VRN §21,011,0951

™al 28,663,376

TY&2 40,868,506

FY&3 66,160,884

TYSA N/A
On the average, local governments spend 60% of these funds for
ecucaticen, &7 for city operationms, 227 for ccurty operaticrs,
arné 47 feor five and ther =special districts. About 3% is
roturned to the state to suprort the university system.
C. ZResource Tndemnitv: This tax (0.57 of gross value of all
minevals produced) has  vielded the fo‘lo'1ng amounts frcm cil

veo $1,828,047
Yl 3,328,426
Tyez2 5,308,525
TVa3 4,782,438
VR4 4,266,830

apore-
total envirornment and

. Conserva~icn Tax: The Beard of 01l and Gas Conservation
levies a swmall taw tc suppeors its own operations. The taex 1is
.CC00% of gress value and yle;ds abcut $600,000 per yeear.

COMTARTION WITH QTHIR STATES

.l

ax rates compare faveorablv with other states

Table I shews, Mentana's severance tax is lower
- e

A~ cur total rtax burden is ceompared with other states, Mortana
rarws Lowar than ma’‘cr procducers Alaska and  Lcouisiana and  is
cerparntle te reighbering states Wyoming and Nerth Dakota.



e’

¥ rate in a particular ccunty may bte hizher or lower
towlde averave, because the ret proceeds tax rate
to county depending cn the local mill levvy.

0
(9]
o
3
(g4

3

oyt

cuntv, for example, the effective total tax rate for
vear iz 16,257 Leczuse the local mill levy is 204.
iver cauntv, the effective tax rate 1is 10.35%
will levy is 8&0. Thus, the total tax bturden con oil
a high mill levv ccunty mav be higher +han the taxes
other states, but the statewide average mill levy
or cil makes our current total tax burden 12.93%.
Tax Tax Rate
Net Tax Prcceeds Tax 6.35%
Saverance 6.00
Fegcurce Incdemrity C.50
Comservaticn Tax 0.08
12.23%

ax ra<e 18 declinineg, while other states' taxes

Sirce 1981, 7 of the 30 states prcducing oil have raised their
nil severance *axes, arc increases have bheern debated (and, in
ccme cases, narrowly defeated) in at least five other states.

Three states nave raised their o0il severance taxes this vyear
Folialotal Alabama’'s cerbined severance and cerservatien tax rate
L5 w1000 of the gress value of rpopn-stripper wells., Karsas
encttzd  an 8L severance taxw. And Chio reised its small sever-
anca tax by ecver 300%. Cther states have changed from quarterly
ro menthly severarce tax reperting to speed collections and help
balaunce straired state budgets.

Yeont

nn  is unicue in actually lowering its oil severamce tax,
; T

C. VYentana's tax  structure has several advantages producers
Com'm oamdor Iin ocher states:

1. Teducxidbilisv of oreratinz costs and windfall oprofit tax.
¥ontana ailows cll precucers te deduct certain operating
cests, amortired drilling and capital expenditure costs, and
all wincfoall prefit taxes® paid in calculating the net pro-
ceecs tax due. Uvoring s gross proceeds tax, which is
imnecsed  in  additien te its 47-67 severance tax, does not
2llcow deductien of these ceosts. Yerth Deakota's €.57 excise
tay and 57 preducticn tax alse are impesed on gross value.

Fifacxiva in 034, the deducticn for windfall prefit tax will be
roduced o~ 70T, wetroactive to 1930,



Ta TYR2, il nreducers deducted §240.96 million in  operating

[l

costn arnd §765.34 millior in windfall profit tax.

a0l

wn

veduced their net prececeds tax by $§62.3 millicn.

Yo enles tow, Tn manv states, all cil drilling and  pumping

Siimmer:  nurchased or brought into the state is subiect to
~ zales ov use tax, [a Wveming, the sales tax is 37 (4% in
i Nersh Daketa, 3% in Texas, 47; and in
tara has no sales tax. Since =sales
hefore procduction begins, this cost may
Montana's severoance taxes and net pro-—-

ax are not due until after productien has begun.

3. Deductihility of windfall »nrofit tax in computing ccorporate
tax cue. Lixe Yorth Dakcta, Oregon, California, and several
cther states, Meontana allews cil preducers to cdeduct the
windizll prefit tax paid during the vear when computing the
tov-ocoration tax  due, Scre states, like Minnescta, deo not
2llcw this cdeductior.

ATCINT OTL OACTTUTTY

Yontara's oil expleraticn activity has followed national trerds

clcsely, as Tables II and I7I show. When cil oprices neared

$L0/Rbi, (earlv 1981), 90 rotary Tties were exploring in Meortana
and mearlyv &300 in the U.S. Yow that werld cil prices are  at

110/m%1., Yontzna's rig ccunt Is 33 and the U.S. count is 2,401,

Tm <hemrr states and the ULS. as a2 whele, euxpleration activicy

oz orvenurned to the averase of the late 197C's after the unusual

aczivicy of 1951, In Ycntana, the onumber of vigs active

“hroughous that decade averagzed between 18 and 32 Last month,

theve were 34 rigs active. Similarly, the U.S. rig count aver-

azed¢ betwecen 1,200 and 2,200 in the 1970's; last morth's rig

count was 2,401,
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TARLE T
COMDARTREON OF STATE TAN®ES ON OLL PrODUCTION*
Severance and ITxcise Taxes on 0il Procduction

- 12.07 of value x eccnomic limit factor®*
- 12.5% 0¥ value
- 11.5% of gress value (5% for stripper wells)
- 8% 0f gress value
Ciklahema - 7.0857 of gress value
Alahama - £-10% of gross value
Miseissinpi - 67 of wvalue
Tierida - S-8% cf gross value
(escaped cil - 17.5-20.5%)
Michigen - 5-7.67 of gross value
Orocon - 67 on preoducticn over $3,000 each guarter
Yentana - 67 cf zress value
(57 effective Anril 1, 1985)
- 4-67 of gress value
~ ' 4,537 of market value
Ventuehy - L,5% cf market value .
Scueh Daketa - .57 of sales price less rovalty paid
tc federal cr state government
Av'carzas - &-5% of market value plus 25 mills
and 2¢ per barrel
New Yexizo - 3.75% of value less certain rovalties anrd
transpertatior costs to first purchaser
Crevado - 2-5% ¢f market value
Yeheroin - 2-37% cf value
[Eeint - 2% cof value on preductien over $30,000
Iia=2 - 2% of vaiue
Ternassee - 1.57% cof sales price
Irdiana - 17 of value

Total Taxes*** on Cil Production in Various States

Alask: - 12.257~15% of gross walue ¥ econcmic
limit factor plus 5.1253¢ per barrel
- 13.45% cf value
- 11.07-13.07% cf value
- 12.93% of gress value
- 12.077 of gress value
- 8.035% of gross value

Seuzce: Cemmerce Clearinghouse, State Tax Guide and information
T

{rem Tepartment of Revenuz in 2ach state.

12.237 en »~3i1 coming Into commercial preduction after June 30, 19813
imcrzased te 1537 after five vears precduction,

In~ludes severonce, excise, resource indemnity, preperty, censervatien,
ard cnlcos or use taxes. Texas and California could not be included in

Q
“hile cewnariscen since local production taxes vary so markedly,
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