
MINUTES OF THE MEETING 
TAXATION COMMITTEE 

MONTANA STATE SENATE 

March 5, 1987 

The thirty-fifth meeting of the Senate Taxation Committee 
was called to order at 8:00 A.M. on March 5, 1987 by 
Chairman George McCallum in Room 413/415 of the Capitol 
Building. 

ROLL CALL: All committee members were present. 

CONSIDERATION OF SB 377: Senator Halligan, Senate 
District 29, presented this bill to the committee. He 
said this is a committee bill which resulted after the 
committee heard HB 136 dealing with the increase in the 
fuel taxes. The testimony presented by the private 
contractors for the school district was that the school 
district budgets have already been set and the contractors 
would not be able to adjust their bids to deal with this 
cost increase. This bill would allow a refund of 3 
cents per gallon of gasoline or special fuel used by 
school bus contractors in providing transportation 
services to school districts in Montana. 

PROPONENTS: Jerry Perkin, representing Karst Stage, 
Inc., gave testimony in support of this bill. As a 
private contractor in the state of Montana, they run 
over 400,000 miles for the school district in Bozeman. 
One of the things they are looking at is the fairness 
between private sector versus the public sector. They 
are concerned about the dollars being spent and the 
cost they have to pass back to the school district. 
Contractors already pay full state tax on fuels, unemploy­
ment insurance on their drivers and taxes on their real 
property. School districts do not. Over the last three 
years Karst Stage has put out an average of $20,000 in 
state fuel tax. This increase would be about $3,400, 
which Karst Stage would have to pass directly onto the 
school district. The federal level recognizes the 
benefit of the busing industry and they do get an exemption 
from them that they file for on a yearly basis. The 
majority of their travel in transporting students is 
on city and county roads. The benefit of this 3 cent 
tax would not benefit the roads they are traveling on. 
Contractors, based on last year's figures, traveled 
8,175,373 miles in transportation of students. At 
5 gallons per mile, with the 3 cent increase we are 
talking about $49,000 that would have to be passed 
on to the school districts. 



Senate Taxation 
March 5, 1987 
Page Two 

Charles Simonsen, representing KAL Lines, gave testimony 
in support of this bill. A copy of his written statement 
is attached as Exhibit 1. 

Greg Beach, representing the Beach Transportation Company 
and the Montana School Transportation Assn., gave testi­
mony in support of this bill. A copy of his written 
statement is attached as Exhibit 2. 

Bill Anderson, Office of Public Instruction, gave 
testimony in support of this bill. He said this bill 
is another way for school districts to cut costs and 
at this particular time the budgets are stripped. 

Bruce Moerer, Montana School Board Association, gave 
testimony in support of this bill. He said we do 
not feel it is appropriate to ask the property tax­
payers to pay an additional fuel tax. 

OPPONENTS: None. 

QUESTIONS FROM THE COMMITTEE: Senator Eck asked Bruce 
Moerer if he was really looking out for the interest 
of the school districts, why didn't he ask for a refund 
of the whole amount. 

Bruce Moerer said that is a good idea but we will take 
the bill the way it is. 

Senator McCallum asked Mr. Simonsen if he had the 
authority to renegotiate with the schools now. 

Charles Simonsen said that is correct, we do have the 
authority to renegotiate. The school administrators 
are telling us their budgets are basically froze and 
they do not know where they will come up with the money 
for the increases. 

Senator McCallum said in his area the contractors charge 
a dollar a mile or better. 

Charles Simonsen said it is more than a dollar a mile. 
The shorter the route the higher the cost per mile. 

Senator McCallum said the long haul truckers are 
hauling for about $1.00 to $1.25 per mile. 

Charles Simonsen said the cost per mile may be higher 
than the truckers. School buses operate less miles 
per year, per day than the truckers. 

Senator Halligan closed. 
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DISPOSITION OF SB 377: 
that SB 377 DO PASS. 
McCallum opposed. 

Senator Crippen made a motion 
The motion carried with Senator 

CONSIDERATION OF SB 384: Senator McCallum, Senate 
District 26, presented this bill to the committee. A 
copy of his written statement is attached as Exhibit 3. 

PROPONENTS: Ted Doney, representing ASARCO, Inc., gave 
testimony in support of this bill. He said there will 
be other people testifying about the need for this bill. 
We thought it would be best to start out with what this 
bill is doing in the technical sense or legal sense. 
There are three severance taxes on metal mines in this 
state under current law. The RIT tax, which goes to the 
state, Metalliferous Mines License Tax, which this bill 
deals with, and gross proceeds tax, which goes to the 
counties. In 1984 there were two district court cases 
and Judge Bennett in Helena ruled, that when the Depart­
ment of Revenue calculates the gross value of products 
of metal mines for purposes of calculating the RIT, that 
value shall be assessed as the value of the product at 
the mine mouth. That is how the current RIT is now 
calculated. The Department was attempting to assess 
the tax at the point of sale, not at the mine mouth. 
In SB 384 we are trying to amend the MMLT law to require 
that tax be assessed in the same manner as the RIT tax. 
There is no question that under the current law the MMLT 
is calculated at the point of sale. The bill, as proposed, 
mirrors essentially the language of the RIT tax law. 
There is a statement of intent. That statement of intent 
is simply to clarify that the purpose of this bill is to 
insure that the MMLT is calculated at the mine mouth 
and not at the point of sale. 

Gary Langley, executive Director of the Montana Mining 
Association, gave testimony in support of this bill. 
A copy of his written statement is attached as Exhibit 4. 

Terry Erskine, manager of the Troy mine for ASARCO, Inc. 
and project manager for the proposed Rock Creek Mine 
near Noxon, gave testimony in support of this bill. A 
copy of his written statement is attached as Exhibit 5. 

John Fitzpatrick, Manager of Montana Pegasus Gold 
Corporation, gave testimony in support of this bill. 
A copy of his written statement is attached as Exhibit 6. 

Art Wittich, representing Western Energy, gave testimony 
in support of this bill. In western Montana they have . 
high volume, low grade ore bodies. Some of the projects 
have been identified to be economic borderline. This 
bill would encourage mining in Montana. 
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Ward Shanahan, representing Chevron Corporation, gave 
testimony in support of this bill. A copy of his 
written statement is attached as Exhibit 7. 

Ray Tilman, representing Montana Resources in Butte, 
gave testimony in support of tlUsbill. We reactivated 
an old mine in Butte. Last year we spent some $20 million 
getting that project going. We just about broke even. 
This bill and other bills are attempting to encourage 
people to do business in Montana. This bill is a step 
in the right direction. 

Dennis Burr, representing the Montana Taxpayers Assn., 
gave testimony in support of this bill. He worked for 
Jefferson County for a year and there are a lot of 
small mines in Jefferson County. This tax bothers 
them as much as any. It infuriates those people because 
they are paying taxes on minerals that they have produced 
but have received no income from at all. The miner 
brings the ore in to be assayed but only gets paid for 
certain materials, generally silver, gold and sometimes 
lead. They do pay taxes on the value of that ore and 
pay taxes on minerals that they do not receive any income 
from. In Montana it is very marginal whether a mine will 
remain open and continue to operate. In Jefferson County, ~ 
extending the life of those mines a few years, would be 
very healthy for Jefferson County's economy. He questions 
the impact to the general fund. He believes this will 
stimulate the industry without losing very much money 
for the state of Montana. 

Don Ingels, representing the Montana Chamber of Commerce, 
stood in support of this bill based upon the testimony 
already heard. 

OPPONENTS: None. 

Rich Marble, Department of Revenue, gave technical 
comments concerning this bill. The essence of his comments 
are attached as Exhibit 8. 

QUESTIONS FROM THE COMMITTEE: Senator Crippen asked 
John Fitzpatrick to comment on Rich Marble's comments. 

John Fitzpatrick said the technique used by Mr. Marble 
to calculate value is the most complicated method that 
they can find to calculate tax and there are other ways 
that can be utilized. He does not see the computation 
of the RIT as being that complicated. 
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Senator Neuman said to Mr. Fitzpatrick, you indicated 
that there were no new jobs created in mining last 
year. His information is that there were 500 more jobs 
created in the hard rock mining industry. 

John Fitzpatrick said my reference was to precious metal 
mining. We did not have any new precious metal mines 
open up. 

Senator Eck said it hasn't been too long ago we went 
through all the arguments on gross proceeds rather 
than net proceeds. She asked Ward Shanahan if this 
was getting back to the same problem. 

Ward Shanahan said he thought that might be one of the 
objectives of the Department of Revenue to try to make 
it appear that way. The gross proceeds determination 
is going to be different for each particular mineral you 
are talking about. With this there would at least be some 
benefit given for what you actually sell. 

Senator Eck said this will be a cost to the counties. 

Ward Shanahan said the Metalliferous Mines License Tax 
and RIT are state taxes. 

Senator Eck said you will be assessing those two different 
ways and wontt that be confusing to the counties with the 
gross proceeds. 

Rich Marble said this does not apply to the gross proceeds 
tax. 

Senator McCallum closed. 

CONSIDERATION OF SB 386: Senator Keating, Senate District 
44, presented this bill to the committee. He said this 
is a step toward general tax reform to reform the tax 
structure in the state of Montana. It is incomplete in 
itself in that it will be tied to other measures that 
will be coming before the legislature and should be looked 
at in the light of being a part of a package in tax reform. 
This bill is a repeal of all personal property taxes, it 
caps real property at 1% of market value but allows a 
lesser tax, depending on the taxable value and the mill 
levy in the district in which the property is situated. 
It is contingent upon the passage of a general sales tax, 
specifically that the revenue from the sales tax be re­
turned for education and local government purposes. There 
is a statement of intent. What the bill does is listed 
in the handout he furnished to the committee, attached as 
Exhibit 9. The people in the state of Montana have in-
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dicated quite strongly in the last election, that they 
want some change in the tax structure in the state. 
Most people are saying property taxes are too high. 
We have seen people leaning more and more toward a Sales 
tax and they will accept a sales tax if property taxes 
are reduced. 

PROPONENTS: Ward Shanahan, Chairman of the Tax Lawyers 
Committee, gave testimony in support of this bill. He 
said you are considering a couple of measures that have to 
do with personal property tax. If we are trying to 
attract capital to Montana, one of the ways to do that 
is to exempt taxes on personal property, which is the 
machines and equipment. 

Kay Foster, representing the Billings Area Chamber of 
Commerce, gave testimony in support of this bill. A 
copy of her written statement is attached as Exhibit 11. 

Mons Teigen, representing the Montana Stockgrowers Assn., 
and Montana Cattlewomen, gave testimony in support of this 
bill. A copy of his written statement is attached as 
Exhibit 12. 

Don Ingel, representing the Montana Chamber of Commerce, 
stood in support of this bill. 

Janelle Fallan, representing Montana Petroleum, stood 
in support of this bill because she believes it is real, 
true reform and it gets at the heart of the property tax 
problem. 

Brett Boedecker, representing Montana Forward Coalition, 
gave testimony in support of this bill. He said we 
commissioned a study which found and recognized inequity 
with regard to personal and real property. This bill 
addresses that inequity. 

Harold Ude, representing CENEX, gave testimony in 
support of this bill. He said our tax structure needs 
an overhaul and his company, doing business in Montana, 
supports this bill. 

Carol Mosher, representing the Montana Farm Bureau, stood 
in support of this bill. 

Bob Correa, representing the Bozeman Chamber of Commerce, 
stood in support of this bill. 

Gary Langley, Executive Director, Montana Mining Assn., 
stood in support of this bill. 
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Dan Bucks, Department of Revenue, gave technical comments 
concerning this bill. He said you need to coordinate 
the timing of the reduction in the taxes, with the timing 
of the receipts of the replacement revenue. There will 
be a delay between the enactment of a sales tax and the 
replacement of revenue. He furnished committee members 
with a handout, prepared by the Department of Revenue, 
which shows the time frames involved in implementation 
of a sales tax. This handout is attached as Exhibit 10. 

OPPONENTS: Don Judge, Montana State AFL-CIO, gave 
testimony in opposition to this bill. What this legis­
lation is attempting to do is to say that Montana's 
wage cuts and Montana's problems are unique to Montana 
and that is the reason we need this legislation; to 
create jobs in Montana. Thirty-one states across the 
United States has the same problem Montana has in attract­
ing and retaining industry. This problem is not created 
by our tax structure, but g'enerated because of a 
national economic policy. In 1-105 and CI-27, the 
taxpayers did not say give us a sales tax, they said 
we want some reductions. There are loopholes to close 
to raise the additional revenue needed. 

Terry Minow, Montana Federation of Teachers, Montana 
Federation of State Employees, gave testimony in opposition 
to this bill. She referred to the fiscal note and the 
loss of revenue indicated. They do believe in sub­
stantial tax reform in the state of Montana, but a 
revenue neutral proposal will not address the revenue 
shortfall. 

Chuck Stearns, representing the City of Missoula, gave 
testimony in opposition to this bill. A copy of his 
statement is attached as Exhibit 13. 

QUESTIONS FROM THE COMMITTEE: Senator Eck asked Mons 
Teigen if he was also in support of a sales tax. 

Mons Teigen said yes. 

Senator Eck asked Brett Boedecker if with a sales tax 
all the people wbuld pay and almost all the benefit go 
to large industry. 
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Brett Boedecker said if that was the only area that had 
deductions. He thinks you would have to take a look 
at both personal and real property. 

Senator Keating closed. 

ADJOURNMENT: The meeting adjourned at 10:05 A.M. 

Chairman 

ah " 



ROLL CI\LL 

TAXATION COMMITTEE 

50th LEGISLI\TIVE SESSION -- 1987 Date3-5 -%7 
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

ABSENT EXCUSED 
N-A-~E-.--·------------------------1[-~;E5ENT 

--- --~ /--+-----+------i 
SENATOR CRIPPEN V 

SENATOR NEUMAN 

SENATOR SEVERSON V' 
----------------------------------r-------~----+_----------__ r_------_4 

V SENATOR LYBECK 

SENATOR HAGER 

SEi:.JATOR MAZUREK 

SENATOR ECK 

SEi-.JATOR BROW:~ 

SEi.JATOR HIRSCH 

SENATOR BISHOP 

SENATOR HALLIG&~, 
VICE CHAIru1Al.~ 

SENATOR HcCALLUH, 
CHAIRMAN 

.. V 

/ 

/ 

_____________________________ .~~ ____________ ~ ___________ _L ________ ~ 

Each day attach to minutes. 



COMMITTEE 

REGISTER 
/J (/1 

DATE-~.:J - ,C; -J -

Please note bill no 
on~) --(check 

NAME REPRESENTING BILL # SUPPORT OPPOSI: 
.. 

IwG'K'N~ A . .sAR~~D INC 1381 I ~ I 
! 

I 
! i-
• !; 

____ . __ ~l_C~~~iY=~~~'~---·->-··~c,~,.~.~.---;---~,_. --+-____ ~!.,-_--__ ~-----
1Ch.w-~ ~ . ~sa J'f)c/~. 

--til 
~ I 

PLEASE LEAVE ~REPARED STATEMENT WITH SECRETARY 



~I~L~77! -:S8f 
3 8b 

NAME 

/",'. . 

SENATE ' ! ~,y/I, __ lC///L'/ COMMITTEE 
-~~-----

VISITORS' REGISTER 

REPRESENTING 
(check one) 

BILL # SUPPORT OPPC 

1 " i " 
--------.-.;----~l.'-----+-- 1, , : ~f 

III , 
: ' 

-------------!~i ----------~I--~!i----: ~ 
I 

, 

.I 'I 1, 
I 
\ i 

- --,----. -.I 
I 

PLEASE LEAVE ~REPARED STATEMENT WITH SECRETARY 



L 

P.O. BOX 31133 
425 SUGAR AVENUE 
BILLINGS, MONTANA 59107-1133 

I N E s TELEPHONE: (406) 248-3667 

Narch 5, 1986 

To: tfel:lbers of the Taxation Comnittee of the State Senate 
State Senate 
State Cc:>pitol 
Belena, tiT 59601 

Subject: S3377 Vote For; HB565 -- Vote Against 

SB377 is a bill to exempt private school buses from paying the additional 3C 
fuel tax (17C to 20C)_ HB565 is a bill to tax privately owned school buses. 
Vote for SB 377_ Vote against HB 565. 

He ask you to ~p the increase in dis!Jroportionate costs for private contractor 
owned buses coopared to school-owned buses_ Many citizens, school boards and 
school administrators want to preserve the choice to own or contract school buses 
in Hontana. 

HB 555 is suspect in that it singles out privately-owned school buses and does 
not attempt to put tax on other itens ~vhich have been exenpt (see 15-6-201-C 
and the decision of the Suprene Court of the State of Montana 1974 in the 
case of Montana Deaconess Hospital and Picker Corporation vs Cascade County). 

He at Ryder Transport, Inc_ (aka KAL Lines), Hould have to underwrite an 
estimated additional $26,000 to $30,000 in the Montana counties where we 
operate. (We have paid over $17,000 to date in 1987). We would plan to 
pass these costs on to the schools which would in turn raise taxes to give 
us the Doney to pay the taxes. Approximately 50% of the ta: paid on the 
buses goes to the school, so the school only gets one-half of their money 
back. 

A side issue--this is anti private industry legislation. We hear a great 
deal of lip service to toster and nur:ure private industry. Please give 
private industry at lc~st the sa~c ch30ce as government to do business in 
our great state. 

? .. {~sp~ctrully, 
/, 

.1 . / r·. " i I} , .......... '~~. '-" ... ,---~ )
1.-
{. 

... '. 

Charles M. Si~onsen 

~bna;;C'r 

SENATE TAXATION 
EXHIBIT NO. ---'-1 ____ . 

DATE __ J - S- - 4'.-=-.7 __ 

Bill. i:l ..... __ S. 8._,.!J 77 



Montana School Transportation Association 

March 5, 1987 

Dear Senate Taxation Committee Members: 

The Montana School Transportation Association urges a do pass 
recommendation on SB377 regarding a three-cent-per-gallon refund 
for school bus contractors for the following reasons:a 

1) The three-cent-per-gallon State tax increase recently 
signed into law by the governor means about $49,052 in 
fuel costs to the bus contractors in our state. This 
cost will merely be passed along to the school districts 
in the form of higher transportation charges. 

2) An increase in fuel tax discourages private enterprise 
and"'puts the contractor at a disadvantage over school 
,bwned and operated bus systems. (The contractor already 

lpays all state tax on fuels, whereas the school districts 
f contribute nothing). ' t ~:..';"~N' ... ,';A M:"<"'.$·";r,,,·'··~ •... · 

, 
3) The increase in fuel tax, in and by itself is not a 

, crucial factor, but combined with the fact that 
J contractors must'bear many costs that school district 
: operations don't f it becomes crucial. Here's why: 

, "a) Contractors already pay full state tax on fuels. 
,">""""'" 'School districts do not. 

b)" Contractors must pay unemployment insurance on 
their drivers. School districts do not. 

c) Contractors must pay taxes on their real property. 
School districts do not. 

Thank you for taking these points into consideration. 
, 

Sincerely, 

",!;,p,,~'''- ' 
Gr D. Beach, . ' 
D~rector 
Montana "School ,Transportation Assn. 

) 
.~\ 

.;." ·~·,j-·.l.' .x w ...... #·,..,,,>,' .,,. 

SENATE TAXATION 
EXHlBIT NO 2-
DATE 3--5--~t~7-----

1llll NO. 513 377 



The Honorable Dorothy Bradley 
House of Representatives 
Capitol Station 
Helena, Montana 59620 

Dear Representative Bradley: 

825 Mount Avcnuc 
Missoula, MOI1UlIl:l 'il)ROI 

(406) 549-6121 

January 27,1987 

Pursuant to your request, the Montana School Transportation 
Association has attempted to ana~yze the effect of the 
proposed 3-cent increase in diesel and gas tax on contracted 
school-bus operators. 

As evidenced by the enclosed computer print-out from the 
Office of Public Instruction, contracted buses travel 
8,175,373 miles per year transporting students to and from 
school. At an average of 5 miles per gallon, this means 
that these buses consume 1,635,074 gallons of fuel annually. 
On this basis, a 3-cent increase in state fuel tax 
translates into a $49,052 increase in the cost of pupil 
transportation. 

The Montana School Transportation Association, therefore, 
urges you to amend the gas and diesel tax bill to exclude 
contracted bus services for the following reasons: 

1. An increase in fuel tax is merely passed on to school 
districts that contract for busing services. Therefore, a 
fuel tax increase is, in actuality revenue neutral for the 
state and only serves to put an additional burden on school 
budgets. 

2. An increase in fuel tax discourages private enterprise 
and puts the contractor at a disadvantage over school owned 
and operated bus systems. (The contractor already pays all 
state tax on fuels, whereas the school districts contribute 
nothing) . 

SENATE TAXATION 
EXHIBIT NO. .2--------
DATE... Of - S -$'7 
BIll NO._ S ·8. 377 



825 Mount Avenue 
Missoula, Montana 59801 

(406) 549-6121 

3. The increase in fuel tax, in and by itself is not a 
crucial factor, but combined with the fact that contractors 
must bear many costs that school district operations don't, 
it becomes crucial. Here's why: 

a) Contractors already pay full state tax on fuels. 
School districts do not. 

b) Contractors must pay u~employment insurance on 
their drivers. School districts do not. 

c) Contractors must pay taxes on their real property. 
School districts do not. 

Many thanks for taking these points into consideration. 

r 
. rector 

Montana School Transportation Association 

SENATE TI~XATION .. 
EXHIBIT NO. __ ~= ___ _ 
DATE 3 - 5 -4'7 

BILL No._S.8 . .3 77 
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SENATE BILL 384 

Senate Bill 384 amends the metal mines severance tax law. It has 

two purposes. First, it amends the definition of "gross value of 

product" so that it is consistent with the definition of "gross 

value of product" as used for purposes of computing the resource 

indemnity trust tax. Second, by changing the definition of 

"gross value of product," the metal mines severance tax will be 

reduced by approximately 1/2 to 2/3. 

As this Committee knows, several bills have been introduced this 

session to reduce taxes on coal and oil and gas. However, until 

I introduced Senate Bill 384, none had been introduced to reduce 

the severance taxes on metal mines. Because this Legislature is 

reviewing the entire tax structure of our state, and because the 

metal mines severance taxes in Montana are among the highest in 

the nation, r-deeided to iR~FOd~ SeAat. the 
~ 

mining industry would receive equal consideration with other 

industries in Montana who have been placed in a position of 

competitive disadvantage because of our tax structure. 

There is no question in my mind that our severance taxes in 

Montana are too high. The mining industry, like agriculture, 

must compete in a market place where the price of its product is 

fixed by outside forces. The mining industry cannot simply raise 

the price for its product if the cost of producing the product 

increases; and taxes are part of the cost of producing the 

product. 

SENP.TE TAXATION 

EXHIBIT NO_~:-?'-j'~--­
DATE 3-5- 7 
BIll NO. ~ 3il/ 
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It must be pointed out that the metal mines severance tax makes a 

very small contribution to our state's total revenues. In fiscal ~ 

'86 it brought in only 1.5 million dollars. In addition, this 

bill does not propose to make any changes in the gross proceeds 

severance tax on mines which goes to the counties. 

We must give the mining industry in Montana the opportunity to 

compete with other states. Senate Bill 384 will help move us in 

that direction. 

2 



TESTH10NY OF TilE ~IONTANA HINING ASSOCIATION 
BEFORE TilE TAXATION COMMITTEE OF TilE HONTANA STATE SENATE 
~I;} r c h '5, 1 987 

Mr. Chairm<ln, memhers of the committee, my Ilame is Gary 

1.~1Ilg1ey, executive direclor of tile ~Iolllalla ~lilli.llg Associaljon. 

The Montana Mining Association is a trade association 

representing every major producer of metals in Montana; mining 

r i r 11\ S t hat hop e t 0 d eve lop mi n f' s j n ~1 0 n t (1 n (1 i. nth (' f \J t U r e ; 

individual prC'c:pectors and miners, alld companies that supply 

goods and services to the minini industry. 

The Montana Mining Association appears tod<lY in support of 

Senate Bill 384. 

I'd like to begin my testimony with <I general discGssion of 

severance taxation in Montana. In previous hearings before 

this Legislature there has been an impression that the metals 

mining pays no severance taxes. The fact is that, in addition 

Lo corporate taxes paid by other business and industry, mining 

operations pay three different severance taxes even though they 

nre not specifically called severance taxes. These taxes are: 

I ) T h (' ~1 e l<l 1 ~1 i n e s L ice n seT a x ; 2) Till' Resource Illdemn i ty 

Trust Tax and 3) A Gross Proceeds Tax. The Met a 1 ~1 i n e s 

I. icc n seT 8 X H II d L Il e l~ e SOil r eel 11 d (' III II i t Y T r II s L T a x b () t Il n rep aid 

to the state while the Gross Proceeds T<1x goes directly to the 

loenl goverllment in which the mill£' i sop (' r <1 till gSENATE TAXATION 
EXHlBIT NO._:1~ ___ _ 
DATE s 5-5 -f7 
'BIll NO. S8 3 r £j 
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\~ h i 1 e the ~I eta 1 ~1 i n e s I, ice n seT a xis r e 1 a Li vel y 

insignificant Lo the operation o[ staLe governmenL i L is <Ill 

eXLremely expensive for an individual mine and could mean the 

differ'ence between success and failure. for example, metal 

min esc u r r e n tl yin pro due t ion in i'lo II t a II n pay !J e t wee n $ 4 00 , 000 

;lIld $800,000 a year in metal mines licellse Laxes depPllding Oil 

the production of the mine. 

It is important to remember that these severance taxes are 

based on production, not profitability, and are paid whether or 

Ilot a mine makes a profit. In fact, in the case of copper, a 

mine could lose millions of doiLars and still pay a sub-

stantial amount in severance taxes. 

The mining industry does not necessarily quarrel with the 

concept of severance taxation. However, if a severance tax is 

Levied it should be at the point of severance. That is the 

purpose of SB 384. 

Montana places the highest tax burden on metal mining of any 

IVestern state. Two independent studies have confirmed this. 

In September, 1984 a study conducted by Robert L. Davidoff of 

the U.S. Bureau of Mines probed hypothetical mining operations 

ill eight western states and \~isconsin. It concluded: "In all 

cases, Montana had the highest level of tax payments and the 

lowest rate of return ••• " 

SENATE TAXATION 
EXHIBIT NO. __ f/2---__ _ 
DATE ?_ S -gZ 

BILL NO. S. 13 . .35'1-:. 
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A similar study was conducted in December, 1984 by Whitney & 

Iv hit n e y, a N e v a d a - bas e d min i n g man age men t con suI tin g f L r m • The 

firm studied taxes on open pit and underground mining 

operations in 15 states. It concluded that Montana had 

"consistently higher taxes" on ils mining operation. In fact, 

~Iontana' s severance and genera l business laxes are second only 

L () ~Ii nne sot a • 

i.Jith the fluctuation of metal prices, Montana's policy of 

excessive taxation as well as its arbilrary administrnLion of 

L<lX policy is making it increasingly difficult for mines here 

lo compete on a world market. 

Like farm products, hard rock minerals are commodities. A 

mining company cannot influence or set the price of its 

product. The price is established by world market, and Montana 

minerals must be able to compete in that market. Therefore, 

production costs of which taxes are a part, determine whether 

~I 0 II tan ami n e s are com pet i t i ve wit h tho s e i n 0 l her min era 1 

producing states. M 0 n tan a mils t vie \v i l Ii 0 L her s L ate s t 0 

attract new mining ventures and also must prevent the premature 

closure of mines already in operation. For exampl e, as the 

life of a minp is extended tile grade of the ore decreases while 

productions costs increase. However, under the current method 

of calculating the metal mines license L<lX, 110 consiclerntion is 

given to the lower grade of ore or the higher cosls of 

SENATE TAXATION 
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pxtracling it. 

L fl add i l i 0 11 toe 0 m pet i n g \\ i l h min e sill () t l! c r s tal e s , 

() per a t ion sill ~I ant a n a a l s 0 m II s t c () pew i t h i n t e r II ;j t i 0 11 <l I 

compl ications. foreign countries operate their mines ilt a loss 

j 1I S t top r 0 v j dee m p loy men t for the i r p e 0 p lea n d cur r (' 11 C Y [ () r 

foreign exchange. 

Thus lhe evidence indicates that there is a legitimate 

correlation between state tax poLicy and mineral production. 

III facl, [I recent study by the Bureau o[ Hines siloloJcd that 

although Hontana's mineral production potential is similar to 

its sister states in the West, our sLate is bringillg up the 

r (' n rill pro due e d min era 1 val u e . Each o[ ollr sister states 

levies a lesser tax burden on mining. In fact, Montana's total 

tax burden on a base metal operation is ten times higher than 

if that mine loJf're situated in Ncv(\cfa. 

Mining in Montana is a diverse and vital industry. It also 

is in a state of transition Largely because of improved 

technology. In recent years the mining industry a1.so has 

d e III 0 n s t rat e dar e II e Iv e d sen s C 0 f soc i a J con sci 0 lJ S 11 e san d 

environmental concern. 

Mining provides not only among the highest paying jobs in 

~1 0 11 t C1 nab u t Lito set hat h a vee x t rem ely i rn p 0 r tan t i rn p ,I C t son 

state and local economies. Because of the earnings experienced 
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by those employed in mining companies, sufficient revenues are 

generated to pny for such state and local services as police 

,I II cI [i rep r 0 lee l ion ;) n d L h (' S c h 0 () 1 Lng 0 ( () II r c h j I d r en. 

The mining industry offers one of the best hopes [or the 

expansion of sound economic activity in Montana. However, the 

cXjlnl1sion lllay well depend on state tax policy. Your positive 

response to SB 384 could make that expansion possible. 

" 
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TESTlMONY Of ASARCO. LNC. 
BEFORE TilE TAXATION COm1lTTEE OF TilE NONTANA STATE SENATE 
IN SlJPPORT OF SENATE BILL 38/~ 
March (" 19117 

~Ir. Chair"m<ln, m('ml>rrs of the Committec, Illy llalllC is T('rry I':rskinp nnd 

I am the manager o( t.he Troy mine (or ASARCO, tllC. am also t.he project 

mallClger for the Pl"OpOSeo Rock Creek mine near NOXOII. 

The base metal mining industry has been an important part of 

HontnIla's heritage and continues to playa fundamental part in the basic 

econolIlY of this state. 

Tire Troy mine is a perfect illustration of this: 

" 

* 1n an area historically knowIl for h:igh unemploymellt figures, we 

employ a total of 355 people. This equates to an annual payroll of close 

~ to 10 m1 Ilion dollars • 
.,. 

/ 

* We purchase supplies and services worth J 5 mi I I i on doll <Irs 

annuill1y. 

::: fl'lle (leve-lopInent an(i COJlstrllcti.oll of tl10 lll(lnl'f) foci.liLics l)rOllglll 

90 mi I lion dollars of out of state capital into Montana. 

These figures clearly show that the Troy mine has provi.ded a major 

i n d II S t r" i ;J 1 bas e for Nor t h w est ern ~I 0 n t n nan n d t It (' III II I Lj p 1 i e r (' f fee t 0 f the 

dollars spent by the mine has provided the impetus for growth in the 

service and t.rade industries in the surrounding area. 

llllfortunately tile Troy mine is not. well finnncially. Yesterday, the 

offie-inl price for silver Wi1S $5.45 per ounce on the commodity ex,hanges. 

SENATE TAXAT5: 
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hnvo h('l'1l fncing depressed silver prices for close lo 4 

effort to continue operating the mine, ASARCO has 

measures: 

* SLaff fevels have been reduced. 

yenrs 

taken 

now. In 

"­drastic 

* Capital expenditures have been limited to only those of a critical 

nature. 

* Mnjor concessions in the cost of supplies have been obtained from 

our supp 1 iers. 

* ()ur employees have taken a reduction in pny. 

A S A lU: () has mad e m [) j 0 ref for t s tor e d u c e cos tee n t e r S 0 v e r w h j c h w e 

'. 
have some control. Now I appeal to you for help in the tax burden we 

face in this state. 

( 
Taxl's have a tremendous impact on the Troy mine. We are a low grade, 

high volume operation. In the best of times, we operate on a low unit 

profit m<lrgin. At today's metal prices, a positive margin does not 

exist. YoL our tax bi] 1 remains essentinlly tho snme. 

A t ;:1 x w h i chi s not bas e !l u pan pro f i L ;:1 b i 1 i l Y h n s a s i g n i f i c a fI l j m pac L 

on the 1 ire of a mine. As a mine has La absorb all of the costs and 

cannot P;ISS them on to consumers of their product, a higher lilX burden 

effectively raises the grade of are necessary to break even. This 

e1imiIJeltcs the mining of those lower grnde orcs which shrinks the ore 

reservps ill1d shortens the life of the operation. 

( 
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The proposed revision in 
. .., the Metalliferous Mines Tax will conLribute 

towards stimulating new mine development. ALtracting !lew capital for 

major mine developments can only be successful if existing mines Ciln he 

opera led on a sound financial basis. 

The level of taxation is definitely not the deciding criterja on 

whether or not a new mine is developed, but taxes are an important factor 

in the equation used Lo make that decision. This is particuLarLy true o[ 

our pr()posed Rock Creck Project which is modeled after our Troy mine. 

If the Troy ore deposit was located 20 miles to the west in the stale 

of Idilho, our tax bill would be reduced by more than 40 percent. 

'1'111' \.,rorld metal markets have been, and wiLL continue lo be cyc.lical. 

Hhen mcLill prices are up and profit margins improve, mine operators are 

wilJ ing to accept lheir fair share of the lax bill. Conversely, when 

metaL ()rices are down and mining companies arc in a survival mode, the 

tax burden should reflect that. 

I lIRCg YOU TO SUPPORT SENATE BILL 384. 

THANK YOU. 
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Mining Industry makes tremendous Impact on Nevada economy 
RENO-The Nevada minerals lndustry 

made a substantial contribution to the 
economic base and diversification of the 
state's rural counties during 1986. according 
to Richard Sumin, president 01 the Nevada 
Mining AS!locilltion. 

Sum in. general manager of Battle Moun­
tain Gold Corporation, also noted that the 
opening of 13 new gold-mining operations 
during the past year has strengthened 
Nevada's five-year role as the nation's 
le~ding producer of gold. 

The new activity created more than 2,000 
new jobs within the state's minerals industry, 
he said. 

Comparing calendar year 1984 with calen­
dar year 1985, the number of mining 
operations producing gold andoOr silver 
dr-cJined from 214 to 204 while the nwnber vf 
people employed in these operations actUdlly 
increased from 4.028 to 4.499, according to s 
mining association report. 

When tile 1986 increases are added to the 
1985 statistics, there are at least 216 precious­
metals mines operating in Nevada with 6,627 
people employed by them-a 5O-percent in­
crease in employment the past year. 

According to Nevada Employment Security 
l>t-partment statistics. the average individual 
Annual wage pnid by mining companies is 
m,837. This is the highest in the state and 
coml'S in well Ahead of that paid to con­
struction workers at $24,215. The next closest 
average annual wage is for workers in tran-

/ 
/, 

sportatlon, communications and utilities, at 
$22.658. 

Wages paid by mining companies, because 
they are higher, have a more favorable im­
pact on local and state economies than those 
In service or assembly-Une Industries whJch 
are among the lowest. Growth of factory 
assembly-line jobs, for lnstance, ls not 
necessarily productlve slnce people earning 
those !alaries oCten aren't generating lIul­
ficient tax revenues to pay for government 
services, such as police and fire protection 
and schooling for their children. 

Although mining jobs account for only 1.4 
percent of the stale's total work force of 
474,900 people, the impacts are broad. In ad­
dition to being the largest paychecks offered 
to rank-and-file employees. most of these 
paychecks are issued in the rural counties 
where they are needed most. 

Mining companies also contribute to their 
host communities wilh the net-proceeds-of­
mines tax and sales and property taxes in 
amounts that can total hundreds of thousands 
of dollars for each company. In the rural 
counties, mining comptlOies are nearly 
always the county assessor's largest tax­
payer. 

Dennis Bushta, director of industrial 
relations for Newmont (;()Id Company in Elko 
County, made the observation at a public 
meeting that the company's 700 employees, 
with their families, add some 2,400 people to 
the local population. The local economic im­
pact of the company's payroll is something 

'.' 

like $30 million a year. ~~ 
According to State Mines Inspector r~~r .• 

ds, the new operations begun in 1986 were: ..,., 
-Echo Bay Ltd., McCoy Gold Mine, near 

Battle Mountain, 130 new jobs; ; 
-Sunshine Mining, Weepah Mine. Silver· I 

peak, 75 new jobs: 
-Pegasus Gold Inc., Florida Canyon 

Project, near Winnemucca, 80 new jobs; I" 

-Silver King, L~ne Tree project, near Ely, 
GO new jobs; 

-Coeur d'Alene Mines Corporation, 
Rochester Mine, near Lovelock, 200 new jobs; I 

-Freeport-McMoRan, Jerritt Canyon II 
Mine, near Elko. 75 new jobs; 

-Western Goldfields Corporation, Hog 
Ranch Min~, near Gerlach, 70 new jobs; ~ 

-Atlas Corporation. Gold Bar Mine, near I 
Eureka, 30 jobs; 

-Placer US Inc., Bald Mountain Project, I" 
near Ely, 122 new jobs: 

-Standard Slag, Lewis Mine Pwject, near 
Lovelock. 'rI new jobs; 

-FMC Corporation. Gabbs Project, near If' 
Gabbs, 191 new jobs; and 

-Gold Venture Inc., Inspiration Project, 
near Austin, 130 new jobs. 

Expandil)g their operations were: I' 
-Echo Bay Ltd., Round Mountain Gold 

Project in Nye Cowlty. expande-d operations 
with jobs increased from 'rI6 to 368; and 

-Newmont Mining Corporation, G~ I' 
Quarry Mine near Carlin, expander.' 
operations WiUl jobs increased from 260 to 
540. 

!1rtt/-: /:0. 11j J 



NAME \'lard A. Shanahan BILL NO. SB 384 ~1cCa llllID 

ADDRESS ~-301 First Bank Bldg Helena. Montana DATE 3-5-87 

WHOM DO YOU REPRESENT __ ~C~H~EV~R~O~N~C~O~R~PO~R~A~T~IO~N~-------------------

SUPPORT ___ X __ X __ X ______ OPPOSE ______________ AMEND--______________ _ 

PLEASE LEAVE PREPARED STATEMENT WITH SECRETARY. 

Comments: Mr Chairman and members of the committee, Chevron appreciates 
this opportunity to emphasize its position on the severance taxes on 
mining as well as the levels of taxation of other taxes which affect 
our industry. 

Chevron Resources company is a member of the joint venture which operates 
the Stillwater mine near NYE Montana. Its investment in Montana is large, 
and its risks are great. Montana will benefit from Chevron1s acceptance 
of these burdens. But, we appreciate Senator McCallumls introduction of 
SB 384 to allow a review of the taxes which affect hard rock mining. 

Montana1s taxes on mining are ambng the highest in the rocky-mountain 
west. Montana has three severance taxes on hard-rock minerals; the 
gross proceeds tax at the local level, the metal mines license and 
resource indemnity trust tax at the state level. SB 384 would merely 
make uniform the method of assessment of metal mines license and the 
resource indemnity trust taxes. This wouldhave the effect of reducing the 
metal mines license tax. 

Mining,which like agriculture sells its product on the world-market, pays 
its severance taxes regardless of whether it makes a profit or not. There 
is no comparable example in agriculture or forest products. In addition 
mining companies pay a very high level of personal property taxes on their 
machinery and on their real property and improvements. 

The environmental and social burdens placed on the mining company under 
the Hard Rock mining reclamation and Impact acts are themselves tax bur­
dens imposed by government. Their purpose is to make the mining company 
responible for the direct costs of environmental disturbance and commun­
ity change brought about by their operations. No other industry in Mont­
ana must IIpay its "lay into business ll as ours does. All of these costs are 
part of the lIinvestment ll that must be made before any of Montana1s mineral 
wealth enters world trade. It isvalue-added that cannot be recovered if 
the product is not competitive. It is an investment lost if the costs 
exceed the sale price. This is the IImarginll that we operate on. On the 
world side a price that we can1t control. On the state side a cost of 
doing business that you determine, not us. 

We hope you will give SB 384 your favorable consideration. 
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Key Points of Testimon~7 (Attach a list or description of 
exhibits, handouts, etc.) 

The stated intent of this bill is to make the metalliferous mines license tax 
base the same as the tax base for resource indemnity trust tax purposes. The 
effect is to reduce the metalliferous mines license tax base to 1/3 of what it 
is now. 

There are other ways to accomplish this that we ask you to consider such as (1) 
dividing the current tax base by three before applying the tax rates, (2) pro­
viding specific deductions from the current tax base or (3) reduc:ing the tax 
rates. 

The reason we are requesting that the resource indemnity trust tax base not be 
used is that it is the most difficult tax base to determine. It calls for a 
value determination of metals at the mine mouth as the ore is mined. 

". :'.,' 

., .. " 

In order to determine this value it is necessary to begin with the gross value 
of refined metals and work back to the mine mouth by deducting post extraction 
expenses such as hauling, milling, smelting and refining costs and then comput­
ing a ratio of direct post mine costs to total costs to allocate; indirect costs 
and profit to post mine mouth activity. In theory this may sound workable, but 
in practice it yields a hodgepodge of results. An example of the computation 
method has been provided to illustrate the problem. 

.-. - ------ ..~1 •• ~ n~ ,...,finp(l metals 
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536~1(l3 
228!, ()22 
808~252 
58~247 

281,042 
54·,887 

116,761 

3,565,147 

2,083,314 
546,565 

935,268 
============ 
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- , ' "DESCRIPTION EXPENSE 

DIRECT 
MINING 
EXPENSE 

POST 
MINING 
EXPENSE 

:.", I. ::============================================================ " , 

: - . DEVELOPMENT " 
~ ". . -, . 

, .' ' .. ;::STOPING 
,,: <'DEVELOPMENT 
.;'/ 'STOPING . ~. 

MILLING COSTS 
.J'j'~.:: ~ '. MILL GENERAL 

~ ... :-,.,:. 
... ::. 

"-: .' 

MILL MAINTENANCE 
, RECLAMATION 

MINE MAINTENANCE 
SMELTING & REFINING 
FREIGHT TO SMELTER 
MINE GENERAL 
FLUX HAULAGE & CRUSHING 

, --DEF'LET I ON 

190~880 

281~761 

1B9~200 

2~46l 

5~:'6 ~ 103 
5'l~ 887 

116,761 
12~ 161 

310, 145 
228~ c)22 
80r:3,252 
698~813 
::~81, 042 

1£3,658 

3,729,146 

190~880 

28l~761 

189~200 

2~461 

536~ 103 
54~887 

ll6~761 
12, 161 

251!,898 58~247 
228, ()22 
808~252 

698~813 

281,04·2 
18,658 

1~645~832 2~083,314 

==================================== 

, .. 

ALLOCATION FACTOR 1.0000 0.4413 0.5587 
==================================== 

INDIRECT COSTS (GENERAL & ADMIN.) 
LESS: DEPLETION 

RECLAMATION 
ADD: OTHER INDIRECT COSTS 

BUtLDING MTCE.-SUF'PLIES 
LABnR BUILDING MTCE. 

' ........ 

TOTAL INDIRECT COSTS 
ALLOCATION FACTOR 

TOTAL ALLOCABLE COSTS & PROFIT 

1~004,241 

18,658 
12~ 161 

2~585 
2~348 

978,355 
0.5587 

546,565 
-----_._ .... - ... ---------_._-----
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MINE MAINTENANCE 
. ~ ========================= 

,.~ .... 
~OTAL MAINTENANCE COSTS 

.~ ". 

.... 

.~ .' 

. LESS: INDIRECT EXPENSES 

.:j' 

LABOR-BLDG. MTCE. 
SUPPLIES-BLDG. MTCE. 

POST MINING EXPENSES 

LABOR-HAULAGE TRUCKS MTCE. 
LABOR-ROAD MTCE. 

. LABOR-MOTOR VEHICLE 
SUPPLIES-HAULAGE TRUCKS MTCE. 
SUPPLIES-ROAD MTCE. 

'SUPPLIES-MOTOR VEHICLES 

~ DIRECT MINE EXPENSE 
; POST MINING EXPENSE 

TOTAL DIRECT & POST MINE EXPENSE 

" ..... "', 

':. 
....., '.. ~ l., ", ~., ~~ 

~ o •• 0"" ~: 

j:'. 'j' ~ • .. 

.':'., ' .. 

2,348 
2,585 

18,204 
2~047 

306 
25,790 

4,762 
7,138 

251,898 
58~247 

310,145 
============ 

315~078 

4,933 

58,247 

251,898 
============ 

----
DAT~4_:~_-~7 

~--
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BILL 

Sec. 63 

BILL 

Sec. 8 

Sec. 9 .. 
Sec. 10 

Sec. 11 

Sec. 12 

Sec. 13 

Sec. 14 

SENATE BILL 386 

REPEALS 

15-6-136 (Class 6) Livestock, poultry, personal property 

15-6-139 (Class 9) Trucks, furniture, medical equip., etc. 

15-6-142 (Class 12) Mobile Homes* 

15-6-146 (Class 16) Watercraft, snowmobiles, tack 

*Mobile homes redefined in section 1 as real property or 
leasehold improvements. 

AMENDS TO DELETE EQUIPMENT, TOOLS, PERSONAL PROPERTY 

15-6-135 (Class 5) Rural Electric, Rural Telephone, pollution 
equipment, new industrial 

15-6-137 (Class 7) REA, RET - certain sizes 

15-6-138 (Class 8) Manufacturing, aircraft, rental equipment 

15-6-140 (Class 10) Radio, television, theaters, trucks, 
ore haulers 

15-6-141 (Class 11) Centrally assessed gas and electric, 
facilities, powerlines, pipelines 

15-6-145 (Class 15) Railroads 

15-6-147 (Class 17) Airlines 

UNCHANGED 

Classes 1, 2, 3, 4, 13, 14 

SENATE TAXA~ 
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SENATE BILL 386 

Section 1 - Tax the lesser of: 

a. Taxable value x mills 

b. 1% of market value 

Section 2 - Market value may increase 

Limits do not apply to certain levies 

Section 3 - Disbursement of tax 

Section 4 - License liens on property 

" 

Section 5 - Definitions 

Section 6 - Distraint 

Section 7 - Real property and improvements are taxable. 

Sections 8 through 14 on page 1 

Sections 15 through 61 - Technical changes 

Section 62 - Repealed sections 

Title - 15-6-136, 15-6-139, 15-6-142, 15-6-146 - Repealed classes. 

All other sections are technical repealers pertaining to 

personal property only. 
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DEPARTMENT OF REVENUE 

TED SCHWINDEN GOVERNOR MITCHELL RUILDIN,; 

---~MEOFMON~NA---------
HELENA MONTANA 5,.\·;' 

February 11, 1987 

TO: 

FROM: 

Senator Tom Keating 
Montana State Senate 

Steve Bender, Chief JP 
Research Bureau 

RE: Est1mated Personal Property Taxes 

Per your request, the following table provides estimates of 
personal property taxes by class for tax year 1986. 

Estimated Personal Property Taxes By Class 
Tax Year 1986 

Class Tax Liability 
5 $ 2,905,015 
6 6,621,930 
7 2,810,367 
8 48,019,824 
9 16,556,403 

10 5,720,575 
11 17,846,436 
12 4,475,050 
15 7,025,762 
16 1,532,403 
17 1£462£844 

Total $114,976,609 

Additional detail is available on request. 
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SALES TAX DEVELOPrENT TIME LINE 
I 

TASK 1 ELAPSE MONTHS 

SYSTEMS DEVELOPMENT--'--- I -.+---~. --f_···_4r, -~II"--+-~1-1--r~-~1 +L:l-r':? 1. 
I ., : Ii! I I I 

RECRUIT & HIRE STAFF L---+--... !._ ..... -f---!·_··--·Ll 'I i : I' , ! I' 
A : I I I : I I I 

PROJECT DEFINITION W ! !I I I I ~-'-'~I I 1,. Li I 
REQUIREMENTS DEFINI- E I J ! 
TION & FUNCTIONAL N , I tl' ~-'--'!- I 
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March 4, 1987 

TESTIMONY IN SUPPORT OF SB386 

My name is Kay Foster. I appear on behalf of the Billings 

Area Chamber of Commerce in support of SB386 and its intent to 

reduce property tax and provide replacement revenue to impacted 

local governments through enactment of a general sales tax. 

The Billings Chamber has studied in depth the state and 

local tax system in Montana and has published a position paper, 

which I will submit with this test.~mony, calling for a balanced, 

broadly based and equitable tax system. The balanced system 

which we recommend would include revenue based on income taxes, 

property taxes and sales tax. Achieving this balance would 

necessarily require a significant reduction of property taxes 

and the enactment of a general retail sales and use tax in lieu 

of the many selective sales taxes which now exist in Montana. 
I(e~o'" t-

In the s-ta4iefflont we further state "that to the extent that 

property taxes are reduced in Montana, the state must provide 

more tax revenues to local governments for nonfederally funded 

welfare expenditures and elementary and secondary education 

expenditures. Further, more state revenue may need to be shared 

with local governments for other local expenditures." 

The bill proposed by Senator Keating provides this significant 

reduction in the property tax burden contingent upon the passage 

of a general sales tax for replacement revenue. 

positive consideration of this bill. 

Billings Chamber of Commerce. P.O. Box 2519. Billings, Montana 59103. 406·245-4111 

We urge your 
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MONTANA TAX REFORM 
GENERAL RETAIL SALES AND USE TAX 

Billings Chamber of Commerce 
October, 1986 

As have many Montana citizens, the Billings Chamber' of 
Commerce' has long been concerned about the state and local tax 
system which exists in Montana. During periods of time when the 
Montana economy is prospering, certain shortcomings of the state 
and local tax system in Montana have gone unnoticed. However, 
when Montana is experiencing an economic slow down (as is the case 
presently), these shortcomings become more obvious and the need 
for a general tax reform in Montana more pressing. Unfortunately, 
an economic slow down also provides impetus for changes to the 
state and local tax system which, measured by most objective 
standards, are too radical. Montana is in need of obj ecti ve and 
rational tax reform. This tax reform can only' be achieved if 
political considerations and pressures and emotional reactions are 
put aside. 

In recent years, numerous studies have been done of state and 
local tax systems. From these studies, certain characteristics of 
a high quality state and local tax system have been identified. 
Some of these characteristics include the following: 

(1) The tax system should be balanced. A balanced tax 
system looks to several different sources for tax 
revenues in order to minimize overreliance on any 
one source of tax revenues. 

(2) The tax system should be broadly 
based tax system provides a 
treatment to all taxpayers and 
rates lower. 

based. A broadly 
more even-handed 

tends to keep tax 

(3) The tax system needs to be. equitable. An equitable 
tax system shields low-income persons I SUbsistence 
income from undue taxation and in part provides for 
a progressive tax system which extracts more tax 
from higher income persons. 

(4) The tax system is designed to raise an adequate 
amount of revenues. 

(5) The tax system is relatively simple. A relatively 
simple tax system mInImIzes compliance costs for 
both taxpayers and governmental agencies. 

The one characteristic of a high quality state and local tax 
system which is emphasized the most is that of a balanced use of 
income taxes, property taxes and sales taxes. A s·tate and local 
tax system where income taxes, property taxes and sales taxes each 
provide 20% to 30% of tax revenues is considered a well-balanced 
and desirable system. For fiscal year 1984, Montana has raised 
its total state and local tax revenues as follows: approximately 
19.98% from personal and business income taxes, approximately 
47.13% from property taxes, approximat~ly 13.08% from sales taxes, 
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approximately 14.06% from severance taxes, approximately 5.10% 
from license taxes and approximately .66% from other taxes. In '­
light of the desirability of a balance among income taxes, 
property taxes and sales taxes, it is clear that Montana is 
entirely too dependent on its property tax. Some predictions 
indicate, that as a result of Montana's current economic slow down, 
under Montana's present state and local tax system for the current 
and next several fiscal years, property taxes will raise an even 
greater portion of the total Montana state and local tax revenues, 
thus putting the Montana state and local tax system into an even 
greater imbalance. The trend nationally has been for state and 
local governments to become less reliant on property taxes. The 
following chart sets forth the percentage of total taxes raised by 
the designated states from property taxes for 1984: 

State 

Alaska 
Arizona 
California 
Colorado 
Idaho 
Montana 
Nevada 
New Mexico 
North Dakota 
Oregon 
South Dakota 
Utah 
Washington 
Wyoming 

Property Tax 
Percentage 

19.6 
30.82 
28.64 
39.94 
27.17 
47.13 
24.67 
13.39 
24.74 
45.22 
44.41 
30.38 
30.84 
45.30 

In a study done by Robert Cline and John Shannon, 
Characteristics of a High Ouality State-Local Tax System, 
September, 1985, Montana (along with four other states) was 
determined to have the poorest balanced state revenue tax system 
with regard to income taxes, property taxes and sales taxes. 
Further, this study rated Montana as pne of the five lowest rated 
states with respect to its state and local tax system overall. 
(John Shannon is presently a staff researcher and Robert Cline was 
formerly a staff researcher for the Advisory Commission on 
Intergovernmental Relations.) Incidently, Idaho (a state with 
which Montana competes) was one of the five highest rated states 
with regard to its state and local tax system. 

The Billings Chamber of Commerce strongly supports major tax 
reform to the state and local tax system in Montana, with a 
primary objective of balancing the amount of tax revenues raised 
from income taxes, property taxes and sales taxes. This 
necessarily requires a significant reduction of property taxes and 
the enactment of a general retail sales and use tax in lieu of the 
selective sales taxes which now exist (and have existed for many 
years) in Montana. 

3227d 
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Across the United States, tax revenue from general retail 
sales and use taxes is the second largest source of state tax 
revenues. In the fiscal year 1984, tax revenue from general 
retail sales and use taxes accounted for approximately 32% of all 
state tax revenues. There are only five states in the United 
States which do not levy a general retail sales and use tax. Less 
than 2% of the nation I s population resides in these states. A 
general retail sales and use tax is a desirable source of state 
(and possibly local) tax revenues in that it is: 

(1) capable of producing significant revenues 
efficiently; 

(2) relatively stable; 

(3) capable of raising significant revenues 
states 

from 
witn nonre&ldents, parc1cularly in 

significant tourist travel; and 

(4) traditionally the least unpopular tax because it is 
to some extent voluntarily paid by taxpayers and is 
collected in small amounts. 

. \ 

In determining a tax rate for a 
tax in Montana, it is critical that 
states be taken into consideration. 
greater than the rate existing in 
retailers become less competitive. 

general retail sales and use 
rates existing in surrounding 
If the rate is significantly 
surrounding states, Montana 

Any general retail sales and use tax enacted in Montana should 
for the most part not exempt any retail sales. However I there 
should be income tax credits or tax rebates allowed to low-income 
persons to the extent a general retail sales and use tax would 
otherwise be imposed upon specified levels of subsistence income. 
This approach makes the tax more progressive in that low-income 
persons can be relieved of the tax with respect to certain types 
of purchases (such as unprepared food, prescription drugs and 
possibly other necessities) without relieving higher-income 
persons of the tax with respect to such purchases. An exemption 
of certain retail sales (such as unprepared food and prescription 
drug~) for all persons necessarily requires imposition of a higher 
tax rate to all nonexempt purchases for both low-income and 
higher-income persons in order to raise the same amount of 
revenue. This makes the tax more regressive in that low-income 
persons are forced to pay a higher tax on nonexempt purchases. 

Any general retail sales and use tax enacted in Montana should 
also tax most all retail services. 

If a general retail sales and use tax is enacted in Montana 
and a significant decrease in the level of property taxation 
results, principal residences should be exempted from property 
taxes up to a specified level in order to ease the property tax 
burden on low-income persons. 

To the extent that property taxes are reduced 
state must provide more tax revenues to local 
nonfederally funded welfare expenditures and 

in Montana, 
governments 
elementary 
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secondary education expenditures. Further, more state revenue may 
need to be shared with local governments for other local 
expenditures. Serious consideration should also be given to local ~ 
option sales taxes, either general or selective. 

The Billings Chamber of Commerce strongly urges the State of 
Montana to enact a broad-based general retail sales and use tax in 
place of· the selective sales taxes now existing in Montana and to 
set levels of income taxes, property taxes and sales taxes at 
levels so that each such tax raises approximately the same 
percentage of revenue, ranging from between 20% and 30%. 
Specifically, the Billings Chamber of Commerce urges the State of 
Montana to adopt a general retail sales and use tax similar to the 
form of the model legislation drafted by the Advisory Commission 
on Intergovernmental Relations. This legislation is designed to 
achieve the closest possible relationship between the tax base and 
consumer spending. Its broad base allows a lower rate and 
provides maximum responsiveness of sales tax receipts to economic 
growth. It also simplifies administration. Rather than 
exemptions for food and prescription drugs, low-income persons 
would receive income tax credits or tax rebates in amounts which 
approximate the amount of sales taxes paid by them on such items. 
The legislation taxes services and has no exemptions or exclusions 
except for sales made for resale Gr for sales of commodities that 
are intended to become ingredients or component parts of other 
commodities which when sold will be subject to a sales tax (in 
order to avoid the imposition of more than one sales tax on one 
item) . The guidelines provided in the legislation exclude from 
taxable sales: (a) the sale of tangible personal property that is 
consumed, destroyed, or loses its identity in the manufacture of '­
other property for later sale; and (b) the sale of specific 

. machinery and processing equipment designed exclusively and made 
for and specifically used in the manufacture of a product or the 
rendering of a taxable service. The Virginia sales tax law 
enacted in 1966 was used by the Advisory Commission on 
Intergovernmental Relations as a framework for its suggested 
legislation. 

This proposal for enactment of a general retail sales and use 
tax is not intended as a means to raise addi tional tax revenues 
(particularly due to current and projected budget deficits). It 
is instead intended to achie·.7 e badly· nccd8d general tax reform. 
Whether current or future budget defici ts are to be addressed 
through additional tax revenues is a separate issue. However, if 
taxes are increased, the increases must be accomplished so as to 
further a balanced use of income taxes, property taxes and sales 
taxes. 
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, 
STANDING COMMITTEE REPORT 

March 5, 37 ......................................................... 19 ........ .. 

MR. PRESIDENT 

. SIDlA'l'"E TAXATIOll 
We, your committee on ................................................................................................................................... . 

having had under consideration .............................. ~~~~~~ .. ~~~ ............................................... No.,;,,?.? ....... . 

__ ..... f .... ia..or .... s ..... t""--___ reading copy ( wite 
color 

ALl.O~ ~OW) OF 3 C~1'S A GALLON ON FUEL USED llY SCliOOL 
.BUS CON?R.!\C'rORS 

SE~A~E BILL 377 
Respectfully report as follows: That .................................................................................................. No ................ . 

" 

DO PASS 

Chairman. 




