MINUTES

MONTANA SENATE
53rd LEGISLATURE - SPECIAL SESSION

COMMITTEE ON EDUCATION

Call to Order: By Senator Blaylock, on December 10, 1993, at
3:52 p.m,

ROLL CALL

Members Present: : .
Sen. Chet Blaylock, Chair (D)
Sen. Harry Fritz, Vice Chair (D)
Sen. John Brenden (R)
Sen. Bob Brown (R)
Sen. John Hertel (R)
Sen. Spook Stang (D)
Sen. Daryl Toews (R)
Sen. Mignon Waterman (D)
Sen. Bill Wilson (D)

Members Excused: Senator Yellowtail
Members Absent: None

staff Present: Eddye McClure, Legislative Council
Sylvia Kinsey, Committee Secretary

Please Note: These are summary minutes. Testimony and
discussion are paraphrased and condensed.

Committee Business Summary:
Hearing: Senate Bill 37
Executive Action: SB 37

HEARING ON SENATE BILIL 37

Opening Statement by Sponsor: Senator Bruski-Maus, SD 12, read a
quote from the MCA, 78-7-601 "it is in the best interest and to
the great advantage of Montana to seek the highest development of
state owned lands in order that they might be placed in our
highest and best use, thereby derive greater revenue for the
support of the common schools, the University System and other
institutions benefitting therefrom, and that in so doing, the
economy of the local community as well as the state, is
benefitted as a result of such development". She said SB 37 is
an act requiring the sale of state public lands. We have about
23 million acres and this bill only covers 4.8 million with
certain exemptions providing no additional leases for
agriculture, grazing or other surface uses be granted. When
outstanding surfaces expire the land is to be sold to the highest
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bidder with sale preference extended to the prior lessee.

she said she believed the bill offered solutions to problems we
are facing in Montana and offers solutions. She said the money
from the sale of state lands would be placed in the permanent
trust fund to provide interest for Montana schools.

Proponents’ Testimony: Lorna Frank, Montana Farm Bureau, said at
their last convention the delegates reaffirmed their position on
recommending the sale of state land or the transfer to private
ownership.

Senator Larry Tveit, SD 11, said he endorsed the concept of this
bill. We are not getting our money out of state lands on grazing
nor on the lands that are tillable. He believed a cash lease
might bring in more money, and the isolated state lands should be
looked at and could recover considerably more money by selling
them at market value.

David Kasten, rancher and lessee of state lands in Eastern
Montana said he would like to see the state lands sold first and
the trust lands looked at in the future.

Opponents’ Testimony: Representative Bill Endy, HD 74, said he
was in strong opposition to this bill. On page 3 of the bill
where it says our procedures presently allow, currently lessees
can match public bids and maintain their interest in the
property. One of the land owners who had about 40,000 acres
leased and another has about 200,000 acres of private land. If
Bill Endy and family put all our money together and bid on any of
that property, that guy could outbid us and most of the people in
the state of Montana. Another reason is that he has a house with
5 acres, and he hunts on it along with his BLM land and did not
want to see it sold to those special interest people with all the
money. '

Jeff Hagenes, Montana Department of State Lands spoke in
opposition to SB 37 and said the Department was not opposed to
selling state land but had to oppose this bill because of the
methodology of some of the things proposed in it. He gave
written testimony. (Exhibit 1)

Jim McDermand, Medicine River Canoe Club, spoke in opposition to
SB 37. He said the bill cites financial gain in property tax
reduction as an underlying reason for this proposal. They felt
these small monetary gains were far exceeded by the public
benefit these lands provide to all our citizens.

Gregg Hester, Gallatin Wildlife Association, spoke in opposition
to SB 37. One of the reasons this special session was called was
to deal with property tax relief. Property values have risen
considerably in recent years and will likely continue to rise.

If we were to sell state lands at today’s prices, it would look
like a fire sale in the future.

93120F10.8M1



SENATE EDUCATION COMMITTEE
December 10, 1993
Page 3 of 6

Delores Colburg, representing herself, said as a past
Superintendent of Schools she was still very much interested in
the question of state lands. She said she believed the bill was
well intended, but thought there were problems with it. When she
was State Superintendent she would meet with her counterparts '
around the state and they discussed school lands. Her colleagues
learned Montana had wisely retained our state lands, they said
they had made the mistake several years ago when it looked good,
and have been bemoaning that action ever since. She said a key
piece of land around Alice Creek near Lincoln was in a place
where people wanted to come in and develop. The environmental
degradation of that land plus the Blackfoot would have been
‘appalling. It was a key piece of school land they would not give
over that prevented the rape and pillage of that land.

Tony Schoonen, Coalition for Appropriate Management of State
Lands, said they also oppose the sale of state lands. This bill
would create a huge bureaucracy of lawyers, appraisers, 72 new
FTE’s (Full Time Employees), etc. and believed there would not be
much money saved.

Jim Richard, Montana Wildlife Association said these state lands
represent a recreation and cultural heritage which gives them a
value beyond any monetary benefits that accrue. He endorsed the
statements of the opponents and said if these lands benefit the
private sector economically, we are providing our number one
industry, Agriculture, with some reasonably priced grazing fees
and are probably benefitting our number two industry tourism by
having an asset which lands itself to the attractiveness of
Montana.

Lewis E. Hawkes, Executive Director of the Public Lands Access
Group in Bozeman said they are opposed to HB 37 since it looks
like a temporary fix of some financial problems. They would have
no objection to isolated pieces of land being sold, but are
opposed to the policy of land sales. He said they had late word
of the hearing and handed in several sheets of signatures of
people who were opposed to this bill. (exhibit 2)

Laurie Thomas, Anaconda Sportsman’s Club, said they lease state
lands on the Big Hole River. If this land is sold a big
campground will go there and we have one of the largest elk herds
in the state of Montana. He asked what would happen if they lose
that land.

Sam Babich, Butte Skyline Sportsman’s Association, said they are
opposed to this bill. He said there would be a loss of income
from loss of recreation in the future, as well as the cost of
selling the lands which will be tremendous. That land is almost
priceless, people are coming in and buying up land at
unbelievable prices and he could not understand selling the best
asset you have.

Representative Wayne Stanford, HD 47, Stevensville, said he was
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opposed to this bill. He has been a teacher for 24 years, and
has learned that history is important. We teach history to learn
from the mistakes made in the past so we do not repeat them.
Montana is one of the few states that have retained their state
lands, and we should learn from the mistakes other states have
made when they sold their lands.

Mich Jackson, Director, Montana Association of Conservation
Districts could not remain for the hearing and left written
testimony. (exhibit 3)

Informational Testimony : None

Questions From Committee Members and Responses: Senator Brenden,
Daniels County, asked Tony Schoonen if we get raises in grazing
fees etc. would you help in supporting a full payment in lieu of
taxes and Mr. Schoonen said $265,000 already comes out of the

- general fund in lieu of taxes, and mentioned the Duffield report.

Senator Toews said we heard a reference to our lands as hunter’s
lands. The constitution calls for the state lands to bring in
the greatest amount of revenue and a state Land Board to uphold
the constitution. We have these State Lands people in a box and
he asked Mr. Schoonen if he could help get State Lands out of the
box. At the present time they are not fulfilling their
constitutional duty and that is why Wyoming had to sell some of
their land, because they had the same constitution we have. He
asked how this could be worked out. Mr. Schoonen said he
believed Senator Blaylock’s SB 424 last session creating an
Advisory Board which would evaluate the uses of state land would
help in raising the grazing fees, recreational fees, and said oil
and gas leases have been going very cheap. He had another
document (but not with him) where Governor Schwinden gave rates
to certain oil and gas companies under leases. All of these
things have been what he believed to be poor management that has
gone on in State Lands in the past. He believed this Land Board
is trying to make an attempt, through the bills and the Advisory
Council they set up, to try to rectify that. He said the 1972
constitution refers to state school lands as public lands.
Granted the highest monetary return has to be obtained, but it
has not been because of decades of poor management. They have
not had the money to hire the extra help in the Forestry Division
and in the 0il and Gas Leasing Division so it has been a serious
problem for the Land Board.

Senator Brenden said there are about six counties that have the
majority percentage in acres of state land in their counties. He
said for the smaller counties with the biggest percentage, and
ten years as leases comes up was a concern to him. You could
create a potential of declining the market value of that land,
and he believed ten years was too short except in cases of
isolated tracts. He asked Senator Bruski-Maus if her bill
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continues on if she would be amenable to increase that length of
time. Senator Bruski-Maus said she had the same problems, the
time was getting late to make amendments before the meeting, and
she believed these things would be brought out and amendments
could be made in a more thought-out pace. 1In a county where a
lot of sections are involved it would probably deflate the price
of the land if it was sold.

Doug Sternberg, Legislative Council, said it comes down to the
constitutional requirement that the Board maintain and manage
state lands and derive the highest and best use on that land.
There is nothing in the bill as drafted, that would preclude the
Board selling isolated tracts first, or in any other order. The
fiscal note indicates that as the leases come up the lands would
be subject to sale, and that is over a ten year period because
leases for agricultural and grazing under the enabling act, have
been limited to a ten year period. As the leases expire, the
lands would be subject to sale. The decision as to whether the
sale would secure the largest measure of legitimate and
reasonable value to the state and whether it would be an
advantageous sale, that decision remains with the Land Board.
When you are looking at a ten year time frame for the sale of
land, that is rather elusive because there are also leases on
state lands that go beyond that and would not come into that time
frame and he believed the fiscal note did mention that additional
sales will be required after ten years for longer term leases.

Senator Toews asked someone from the sports people if we were to
consolidate these lands, would the sports people be willing to
let the return on the investment be one of the major
considerations on the purchase of different or consolidated
property or would the hunting and fishing etc. be the driving
force in purchasing property. Sam Babich said he believed the
biggest concern they have, is not so much that they have to have
the individual tracts, and he has been a staunch supporter of
block management. Their biggest problem is that there are some
sections they believe are necessary to retain to provide access
to other lands, such as federal lands. They have never had a set
policy that they have to have everything. They have been willing
to negotiate and work with other groups in that area and believed
anything that came along they would be willing to look at. He
said they have been fighting long and hard for access for
everybody.

Senator Toews asked Mr. Babich if he was more concerned about
access and would not be opposed to purchasing or trading property
based on the economic value so long as you still had no access
problems. Mr. Babich said directly yes, indirectly no. If you
are selling off a prime elk habitat to a private owner that will
lock it up you would have a problem there. You have to look at
all economic valuation of it, at what is on the land itself
before you trade it.

Senator Blaylock asked Mr. Hagenes if he was correct in saying
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any sale of state school lands, by law we would have to retain
all mineral rights to that land. Mr. Hagenes said at the current
time, yes, but this bill would take away that right and would
sell mineral rights also.

Senator Blaylock asked if we did this on some kind of a cycle
when the leases come up, how many do come up each year. Mr.
Hagenes said on agricultural and grazing leases there would be
approximately 950 come up for renewal each year. Sen. Blaylock
asked for a guess on how many acres that would involve and was
told about 490,000 acres.

Closing by Sponsor: Senator Bruski-Maus thanked the committee
for a good hearing and said she would urge consideration of what
this bill will do for education now and in the future. She
pointed out it would also provide property tax relief, help
repair of state buildings etc. She said no one had asked her to
carry the bill, it was her own idea, and the only people who
advised her were her constituents.

EXECUTIVE ACTION ON SENATE BILL 37

Motion: Senator Stang moved Senate Bill moved SB 37 be TABLED.

Discussion: Senator Stang said he would make his motion on the

basis that Senator Toews had bill that only provided for a study
and the Senate killed it on a 25-25 tie vote, he would make his

motion to table the bill.

Vote: Motion to table SB~37 voted, passed 4 voting yes, 3 voting
no, 3 absent, roll call vote.

ADJOURNMENT

Adjournment: 4:55 p.m.

(Ut 7 ool

! NATOM/QLAYLOCK Chair

-~ . ( « \
(Lt Joiney
SYLVIA KINSEY, <§ecretary
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ROLL CALL

SENATE COMMITTEE EDUCATION AND CULTURAL RESOURCES DATE

1 A-/0~9 3
NAME 'I PRESENT u ABSENT ] EXCUSED
SENATOR BLAYLOCK Chair
SENATOR FRITZ, V.C. /
SENATOR BRENDEN /
SENATOR BROWN v
SENATOR HERTEL S
SENATOR STANG L/
SENATOR TOEWS v
SENATOR WILSON L/
SENATOR WATERMAN /
SENATOR YELLOWTAIL o

ROLLCALL.FO08




ROLL CALL VOTE

S8 SENATE COMMITTEE EDUCATION AND CULTURAL RESOURCEsg BILL NO.

DATE /R - /)-%5 TIME _ 44/ 45 AM-
[ v Jwes]wo

SENATOR FRITZ, V.C.
SENATOR BRENDEN L
SENATOR BROWN
SENATOR HERTEL L
SENATOR STANG | L
SENATOR TOEWS L
SENATOR WILSON
SENATOR WATERMAN

. SENATOR YELLOWTAIL
SENATOR BLAYLOCK, Chair pd

VN

L |5

SECRETARY CHAIR
MOTION: SEN-. DIAMEG MNOVED =SB D7 BE TP;%LF_D.

RCALVOTE.F09 @
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TESTIMONY OF JEFF HAGENER
ADMINISTRATOR, LAND ADMINISTRATION DIVISION
DEPARTMENT OF STATE LANDS

ON

SENATE BILL 37
Senate Education and Cultural Resources Committee

Friday, December 10, 1993

Senate Bill 37 is»a complex bill in its intent and the num-.
ber of statutes that are amended and repealed. A bill of this
complexity is difficult to fully digest within the short time
frame that review has been allowed. The bill appears somewhat
inconsistent in intent when sections 1 an 2 require the board to
sell the lands, and then section 27 requires approval and con-
firmation of all sales by the board based on the Board’s determi-
nation of whether the sale is in the state’s best interest. This
appears to leave in place the board’s current discretion as to

whether or not to sell.

If the reasoning behind the sale of state land is to achieve
a greater rate of return from the state’s assets, the desired
rate of return, and the basis for calculating that rate, needs to
be established. Some types of land (i.e agricultural and commer-
cial) currently generate a much higher rate of return than other
land types (grazing). Furthermore, the past rates of return are
reliant on the rental rates which have been set by statute. SB

424, enacted during the last regular session, clearly places the



duty of achieving full market value from the state lands upon the
Land Board. SB 424 also established the state land board advi-
sory council to review rental rates and make recommendation to

" the board on rates that would obtain full market value. There-
fore, rental rates, and thus the rate of return, may soon in-
crease. An additional source of révenue is the recreational use
program on state lands. That program, which was instituted in
1992, is beginning to generate additional revenues from state

lands.

Implementing a program to sell approximately 4.9 million
acres over the next ten years will require substantial planning,
resources and funding as indicated in the fiscal note. The Leg-
islature may wish to establish a process, or authorize rulemaking
by the Land Board, to charge all costs to the eventual buyers. A
state special revenue account could be established to either fund
state personnel to process the sales, or contract out with the

private sector for processing the sales.

In our brief review, the Department has identified several

technical problems:

First, management of current leases and programs will not
cease for many years beyond the first ten years of agricultural
and grazing lease renewals. There will be longer running mineral
lease held by production. Additionally, several types of commer-

cial leases have longer terms than ten years. It can also be
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expected that not all tracts offered for sale will sell. The "
bill, as drafted, does not appear to allow for continued leasing
of unsold tracts or tracts on which the surface lease has expired

but, a mineral lease is still in effect. Leaving these tracts

vacant will result in lost revenue to the trusts, encourages

trespass and will result in lack of on-the-ground management such

as weed control.

Second, there is some confusion as to whether mineral es- é

tates are to be sold together with the surface estate or at sepa-

rate sales. Selling mineral estates along with the surface es-

tate may be giving up substantial future trust revenues from

royalties of unknown mineral deposits. An example is several
' . . . =3
state sections near Lincoln on which there was no recognized b
u

mineral potential eight to ten years ago. A newly proposed gold

mine now includes those sections. If the mine becomes reality,

the trusts will realize from $50 to $100 million in royalties.

Statutes enacted in the past recognized the unknown potential of
mineral resources and therefore, withdrew those resources from

sale and reserved them for the state.

Third, sales of any state land is not a simple process,

forcing the sales in a short term is apt to complicate the pro-

cess even further. Areas that currently raise legal problems are

g
ﬁ

improvement settlements, determining the legality and location of

existing easements and dealing with mortgages currently held

against the leasehold interest. All sales will require compli-




ance with MEPA and the Antiquities Act. This compliance may
result in conditions of sales which effect the value of the land.
These issues take substantial time and effort to resolve and can

be expected to be.compounded with forced sales.

Fourth, placing these volumes of land on the real estate
market in such a short term may overload the market for these

type of properties and therefore, drive land values down.

Fifth, this bill, if it is intended to requife sale of all
state lands outside of state forests, may be over broad. Rough
estimates of land values indicate that the value of state lands
have increased from $650 million seven years ago, to $1 billion
at present. Timber and recreational land values are continuing
to appreciate at a rapid rate. Lands sold in the near future may
be of much higher value in five or ten years in the future. Any
decision to sell which fails to take into account the apprecia-
tion potential of the land, as é trust asset, may ultimately
reduce the value of the trusts’s available asset value. Perhaps,
the Land Board should be given the discretion to not to sell

these lands now.

In summary, the department is not opposed to sales of state
lands, but believes SB 37 does not properly address all the is-
sues that must be considered. The state land board advisory
council should be allowed time to perform its duty. It would

seem appropriate to wait for the results of the advisory council,
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study the sales issue over the following year(s) and then proceed

during the next regular legislative session.

s
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