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CoaLBeD METHANE DEVELOPMENT

Economic AND SocIAL IMPACTS OF PROPOSED
DEVELOPMENT IN THE POWDER RIVER BASIN
OF MONTANA

INTRODUCTION

The purpose of this report is to address the economic and social effects of proposed
development of coalbed methane gas wells in the Powder River Basin of Montana. This
report addresses the costs and benefits to society of allowing the developmeant.

The scope of this report is limited to the use of available literature and data that pertain
to the proposed development. Mo user or opinion surveys were conducted. Sources for
this report include data in reports released by WBI Production, Inc., CMS Qil and Gas
and Powder River CBEM Information Council to government agencies; proprietary
reports; and publications of federal, state, county and local governmental agencies, as
Cited.

Economic growth and jobs are major issues of concern to Montana citizens. Economic
growth is preferable to increases in taxes to support government services. Montana
cities and towns vigorously compete for new industry. Good paying jobs are the target
of Chambers of Commerce and local business people. Both on a state and a local
basis, government officials recognize that economic growth is needed to fund
government. Otherwise, taxes must increase, simply to cover inflation.

Development of coalbed methane gas wells in the Powder River Basin of Montana will
result in expanded economic activity for the area. This expanded economic activity, in
the form of capital investment and new jobs, will generate increased tax revenues for
federal, state and local governments, as well as for schools. Additionally, the royalties
and production taxes from the development will substantially increase income to both

landowners and governmeant entities.
This development project will provide jobs paying well above the average Montana wage
and will create additional economic activity through the purchase of goods and services

in Montana. Throughout the 22-year life of the development, employment is expected to
range anywhere from 27 to 736 people.

The project's contribution to the revenue base over its expected 22-year life will be
significant on a local, county and statewide basis:

s Production tax paid to Mentana for the benefit of schools, state and local
governments and other agencies - 5982 million

« Royalties to Montana for the state general fund - $426 million

= Royalties to Montana for the benefit of Montana schools - $253.5 million



« Employee state income taxes — $18.5 million
s« Business eguipment taxes — $4.9 million

The development could also generate significant income to Montana in the form of

bonus and rent payments for federal and state lands. In fiscal year 2000, Montana

recaived revenues totaling $890,000 from bonuses and rents related to federal land
leases in the Big Hom, Powder River and Rosebud county area.

The development creates additional economic activity as it purchases goods and
services in Montana. It is estimated that purchases of goods and services directly
related to development will total over $1.3 billion for the life of the project. Those
purchases will be made in Montana to the extent possible.

The following pages illustrate in greater detail the economic impact of the development
of coalbed methane gas in the Powder River Basin in Montana.
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EFFECTS ON AREA COMMUNITY - EMPLOYMENT OPPORTUNITIES
AND WAGE LEVELS

LaBOR MARKET INFORMATION

The Coalbed methane project encompasses a three county region in Southeastern
Montana. Big Horn County is the most populous with 12,573 residents. Rosebud has
9,869 residents and Powder River has 1,777 residents.” Hardin is the county seat of Big
Hom County and has 3,385 residents and Lodge Grass, also in Big Horn County, has
5§73 residents. Forsyth is the county seat of Rosebud and has 2,008 residents. Broadus
is the county seat of Powder River and has 501 residents. Big Homn is comprised of ten
towns and Rosebud has fourtean towns." Powder River has eight towns.

The three county region has a combined population of 24,219 representing 2.7% of the
State's population. The rural agricultural and energy development land uses and the
absence of any sizable communities results in a low population density. The combined
land area is 13,338 square miles, which is 9.1% of the State land area. This tranﬁlalgs
to a population density of 1.7 persons per square mile compared to 6.1 for the State.”

The average wage in 1999 for the region was $22 085 compared to $23,037 for the
State. Average wages varied considerably between counties as illustrated below, The
average wage in Rosebud County exceeded the State average at $27,955, however Big
Hom and Powder River trailed the State average at $22,553 and $15,746, respectively.
The trend was down in Big Hom County and flat in Powder River and Rosebud Counties

indicating a stagnant economy.

Wage Data
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The combined civilian labor force is 11,518 employees and the unemployment rate for
the region is B.0% compared to 5.2% for the State. The higher unemployment is a



further indication of a slowing economy in the region. The following graph illustrates the
employment by county.”
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Big Horn County is home to the Crow Indian Reservation, Montana's largest reservation
Rosebud County is home to the Northern Cheyenne Indian Reservation, which borders
the Crow Indian Reservation. The employment data for the Indian Reservations is
illustrated below. The combined unemployment rate for the two reservations is 16.1%.
This is double the rate in the three county region and almost triple the State
unemployment rate.”

Unemployment Rate Comparison for 1939
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The largest employers in Big Horn and Rosebud according to the Montana Depariment
of Labor and Industry as of the first quarter of 1999 unemployment insurance infarmation

are:"

Big Haorn Hosebud

Crow Tribal Council Big Sky Coal Company

Crow Tribe Head Start Cull Knife Memarial College

Crow Tribe Housing Authority hontana Power

Decker Coal Company Morthern Cheyenne Haousing Authority
Heritage Acres Mursing Home Merthern Cheyenne Pine Company
Little Big Horn Casino Morthern Cheyenne Tribe

Little Big Horn College Pandera Butte Public Golf Course
Marrison Knudsen Corporation Rosebud Healthcare Hospital

Spring Creek Coal St. Labre Indian School Education Assoc.
Stevenson's [GA Western Energy

These lists are in alphabelical order. Only employers subject to unemploymeant
insurance are included which excludes railroads and government agencies (including
public schools). Mo employer information for Powder River was available,

COALBED METHANE DEVELOPMENT PROJECT JOBS

Coal mining and the oil and gas industry are currently, and historically have been,
impertant to the local economy and employment. Wages and salaries to be paid to the
Coalbed Methane development project employees would contribute to the total personal
income in the county where the employee resides. The circulation and recirculation of
direct dollars paid would generate additional personal income throughout the three
county ragian,

The Coalbed Methans Development Project has three phases that require different
workforce levels, While the phase is distinet for each well, phases will very often run
concurrently. The three phases are:

+ |nitial Development Phasa
« Production Phase
«  Abandonment Phase

Montana and the counties of Big Horm, Rosebud, and Powder River have relatively few
large employers. For the region, 2% of the employers have four or fewer employees.
Ninely percent of the employers have fewer than twenty employees. The following chart
illustrates the number of establishments by employment size. In today's environment,
the CBM project would be an important employer in the region, ranking in the top ten
percentile of major amployers.™



Establishments by Employment Size
Three County Region
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COALBED METHANE DEVELOPMENT PROJECT JOBS — INITIAL DEVELOPMENT PHASE

The primary activities in the initial development phase are site selection, well drilling and
completion and construction of associated facilities including reads and pipelings. Land
professionals for land lease acquisitions, title opinicns, access and damage agreement
negotiations are used extensively during this phase. Geologist and surveyor services
are used for selecting and marking the well drilling sites. Well drilling firms and pipeline
contraclors are engaged to drill the wells and construct the pipelines and m efering
facilities.

During the development phase, personnel required range from supervisors and
geclogists to well drilling operators and pipeline installers, Add itionally suppliers and
service providers employ a number of workers. Truck drivers and material handlers that
move steel casing, piping, pumps, and compressors are exa mples of personnel
providing indirect support.  The following chart illustrates the types of jobs and the
estimated dollar impact for approximately 160 wells during phase one. The total annual
impact will vary according to the actual wells drilled annually."™

Annual Wage Total par
L Description oer 160 weils TE0 wells
1 Field supervisar 3 65,000 % 65,000
4 Direct supervisor 40,000 160,000
1 Gealagist 100,000 100,000
1 Surveyor 40,004 40,000
20 Well drillers See Purchasing Impact

10 Fipaline installers lo Meter Station  See Purchasing Impact

12 Pipeline installers beyond Meter  See Purchasing Impact
44 Ttz 355,000

The projection of $365,000 for direct jobs does not include the payroll impact of the well
drillers and pipeline installers. These services are contracted and discussed in the
Purchasing Impact section. The labor compenent of the project directly impacts the

]



disposable personal income circulating in the three counties. Employee fringe benefits
are estimated to cost an additional $90,000 per 160 wells for a combinad impact of

$455,000. %

CoALBED METHANE DEVELOPMENT PROJECT JOBS - PRODUCTION PHASE

Once wells are successiully developed, the estimated production life is for a penod of
five to fifteen years., Personnel are required during this phase to menitor and maintain
the production capability. From time to time, wells require more than routine
maintenance. These “workovers” can include repairs to the well bore eguipment, the
wellhead or the production formation.

Average employment for 160 wells during this phase is estimated o be 9 workers. Most
of the fleldworkers should be hired locally. The following chart illustrates the types of

jobs required.”

Annual Wage per Total per
# Dgsoriolion 160 walls 160 walls
1 Field Supervisor % 65,000 F E5,000
4 Fauting Mainlenancs 40,000 160,000
4 Major Repair Worker E0,000 120,000
g Tolal 5345,000

Employes fringe benefits are estimated to cost an additional $80,000 for a combined
impact of 425,000 for the nine directly employed positions.

COALBED METHANE DEVELOPMENT PROJECT JOBS — ABANDONMENT PHASE

In the abandonment phase, parsonneal are reguired to dismantle and remove the
aboveground facilities, plug wells, and perform reclamation activities. This phase doas
not only oceur at the end of the project. It eccurs as wells are drilled that are non
producing or cease production. This phase differs from most mine operations in that the

raclamation process is ongoing.

For this analysis, the time period is estimated to last up to eighteen months for 160 wells
while the actual time period may be longer. A field supervisor and two field workers are
required during this phase. Nine additional workers will be employsd by well drilling and
pipeline companies. The annual projection for 160 wells is $415,000 in direct wages and
an additional $100,000 in employes benefits. The following chart details the annual
employment requiremeants for 160 wells during the abandonment phase.”™

Abandanment Phase Wage par Tatal per
i Description 160 wells 160 walls
1 Figld Suparvisar Z 65,000 3 65,000
2 Fiald Waorkers 40,000 B0,000
9 Support Workers 30,000 270,000
12 Tadal $415,000



COALBED METHANE DEVELOPMENT PROJECT SUMMARY OF EMPLOYMENT FOR ALL PHASES
The drilling schedule provided by the industry to the Coalbed Methane Coordination
Group is for a total of 9,551 wells over a period of ten years. The wells are anticipated 1o
produce between five and fifteen years or, on avarage, ten years. The abandonment
phase is anticipated to last approximately eighteen months. Based on these
assumptions the entire life of the project is twenty two years. The direct labor impact
stated in current dollars over the life of the project is approximately $265 million dollars
as summarized below. Employee fringe benefits are estimated to be an additional $60
million over the life of the project. These projections are based on the well drilling
schedule for producing wells prepared by the Coalbed Methane Coordination Group.
The abandonment phase will actually begin earlier than year twelve due to non
producing wells and wells ceasing production earlier than the average estimated
production life.

Summary of Employment for All Phases (1)

Drrilking Dervelopmaent Praduction Abandonment Tatal

Year Schedule| Jobs g Jobs z Jobs k] Jobs 3
Cing 206 63| 3 AES838 G5 Z20nd B4 | ¥ GE2,031
T 533 163 1,215,906 Far 1,018,523 1480 | & 22347
Thres 1402 423 3,183,313 E1 105,040 210 F  EMGE312
F oL 1,800 801 2,650,000 185 8,341,531 E55 |3 989154
Fiva 1,485 4535] 3,387 655 252 9,667 547 Tor s 1306853
Six 1115 1 2G40 B 120G 12,470,872 867 | & 15,014, 236
Seven 1,065 26| 2428531 aar 14,820,984 13| & 17250816
Eight 715 el 1631004 Ekhy 16,740,047 G55 | & 18,371,141
Mime Ti5 218 1,631,094 47T 18,281, TES G636 | § 15,912,855
Tan T3 298| 1,631,094 a1 1B, 484 TIG |3 21454578
Eleven 531 20,372,250 15 934,313 546 | 3 20,806,553
Twelva 510 19,575,516 47 1,648,625 557 | & 21,225,141
Thirfean 455 7,488 344 125 4, 327672 380 | s AA1TME
Fourtean | B CR-lor S ] 173 | s868.19 Sdd | & 20,221,001
Filtean 285 10,928,787 17 5,826,718 455 | & 16,353,516
Sixtesn 212 8133672 a0 | 4817891 a%2 | & 12,941,563
Spventesn 160 5,773,358 122 4,205,358 272 | & B.BE1, 719
Eighieen 100 3,554,247 94 | 3,235,703 g | £ 700,000
Mirnzlaen ) 22578 &1 2,781,787 141 | ¥ 5,094,375
Twenby 20 770,858 B 2,781,187 101 |5 3552656
Twenty-cne 27 Q7 2G5 27| & 2T MGG
Tatal 9,561 2925 21,708,219 5,369 20594343 1,076 37,159,359 8370 5 2844991016
Estimated Frings Bensafits £0,000,000
Estimatad Total Impact] & 324 801,016

(1) Based on weall drlling schedule prepared by the Coal Bed Maelhane Coondination Growp.




The average annual wage paid in the three county region in 1939 was $22,085 for an
average hourly rate of $10.62. The jobs resulting from the CEM project will not only be
amang the best paying in the region bul are also projected to continue for an extended
duration.

The per capita income in the region is 75% of the State average for 1998, Twenty-two
percent (22%) of the families in the three county region had income below the poverly
level, compared to 15.5% for the State as a whole. Considering the employment in all
three phases, the CBM project will positively impact employment opportunities in the
three county region.

CoaLEED METHANE DEVELOPMENT PROJECT JOBS - SECONDARY JOBS

Based an the employment mulliplier of 2.4 used for similar projects in Northeastern
Wyoming, additional purchases and expenditures made by secondary employment
opportunities can be estimated. These indirect jobs are available in support industries
as a direct result of project activities™. Examples are truckers, material suppliers,
warehousemen, inspectors, hydrelogists and scientists. A related assumption is that
local hiring for secondary employment opportunities will be 25 percent. Sociceconomic
impact assessors generally assume thal secondary jobs do nol trigger much new
immigrabion,

The actual wage paid will vary depending on the position and training required but as a
minimum should meet or exceed the current region average of $22,085*" Based on
these projections, the impact locally, with benefits, is shown below,  The total annual
impact shown of $450,534 is based on 160 wells with all phases occurring concurrently

within the region.

Frimary Indirect Indirect Jobs Impact

Fhasa Jobs Jobs (1) per 160 wells (2)
Development A9 12 318,024
Production O 2 53,004
Abandonment 12 3 75,506
Tatzl i1 17 5450,534

(1} Rounded to nearest whole unit,
(2} Benefits estimated £ 20%

JoB MIGRATION
Currently most jobs in the respective counties are held by individuals living in the county.

Considering the type of jobs and the nature of the development, the trend of hiring
locally should be as strong as the current pattern.  The following charts illustrate the
current trend for Big Hom and Rosebud counties. No data is available for Powder River

County.
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EFFECTS ON STATE AND LOCAL ECONOMIES

ECONOMIC IMPACT OF PURCHASING

The Coalbed Methane Development Project will purchase goods, materials and senvices
throughout the life of the project. To the extent possible, the CBM group intends fo
purchase locally and in Montana. The estimate of annual goods and services
purchased will vary according to the project phase and level of activity. The highest
degres of activity will be in the development phase and can best be described by
identifying typical costs associated with a single well, A minimum of twelve million
dallars will be spent for goods and services for every 160 wells.™

Single Well Purchases

Goods and Services Estimated Costs

Well Drilling £70,000

Pipeline Contractors to Meter Station Included in Well Drilling Cost

Pipeline Contractors after Meter Station  Estimate $1.5 million per 180
wells

Pump Equipment and pipe lines Included in Well Drilling Cost

Steel Casing and Drilling Supplies Included in Well Drilling Cost

Electrical Equipment Included in Well Drilling Cost

Metering and Compression Equipment $200,000 to $250,000

Road Contractors Data not available

During the production phase, the primary geods and services purchased are for ongoing
maintenance and repair of the facilities and the wells. For approximately every 160
wells, an average of 42 individuals waorking for the well drilling and pipeline contractors
will be on location each day. This equates to an estimated annual impact of $1.5

millicen.™

The Montana Coalbed Matural Gas Alliance (an industry group of five companies)
intends to purchase goods and servicas from qualified Montana vendors to the extent
possible, Montana firms such as drilling companies and pipeline contractors willing to
sarvice the Powder River Basin area are invited to qualify as suppliers. From office
supplies to consulling services, the Montana Coalbed Natural Gas Alliance management
wishes to support the local economy threugh local purchasing.™

RiprLE EFFECTS TO LOCAL ECONOMY

The economic multiplier, also known as the multiplier effect, is a measure of how much
ecanomic activity can be generated in a community by different combinations of
purchasing and investment. For example, a $1.00 purchase of ordinary consumer
goods in & local store that generates $2.00 of economic activity has a multiplier effect of
2. This occurs as the dollar is re-spent; the store pays its employees, who purchase
mare goods, all with the same original dollar, These local jobs are typically filled from the
base population {spouses, young people, and the elderly) or from among the families of
in-migrating construction or permanent workers,

The economic multiplier helps the local economy by generating more economic activity.

This strengthens the local economy. A higher economic multiplier leads o greater
economic vitality because business activity is encouraged, and jobs are created and

Ll



sustained. From the perspective of local government, a policy approach that recognizes
this rippling effect leads to growth in the local tax base and a healthier fiscal picture.

Mot recognizing the ripple effect is to understate economic impact. Individuals who
receive wages or payment for goods and services spend money with people who in turn
spend money, The ripple effect has been estimated a3 high as 5 times in some local
economies. Qur estimate of the multiplier effect from the CBM project is two times
based on the relative remoleness from services and the project duration,

EFFECTS OM INFRASTRUCTURE

The majority of the project workforce is expected o be hired locally based on
qualification. As a result, no dramatic employment or population shifts are anticipated.
There would be limited increased demand for additional housing within the three county
region, If some employees are hired from outside the area, it is anticipated that the
existing housing will be sufficient given the cut-migration to Western Montana. The
exodus of residents from the rural farming plains of Eastern Montana continued in the
1990's according to recently released US Census data

No discernable negative impact is expected on local communily or government senices
because no significant increase in population is expected. To the extent that the
increase in per-capita income for the three counties is circulated and recirculated in the
local communities, providers of services should be positively impacted.

EFFecTs ON FiscaL StaTus OF LocaL/CouNTY/STATE GOVERNMENTS

PROJECTED CONTRIBUTION TO THE TAX BASE

Tax benefits and royalties paid to governmental entities and private landowners over the
22 years of well operations total an estimated $2.5 billion. Actual taxes paid depend
upon a number of variables such as mill levies, the price of methane gas, the number of
employeas and their salaries.

To estimate the taxes to be paid, the following assumplions were made:

There will be a total of 9,550 producing wells™ E

The average production over the life of a well is 300,000 McP™

The price of natural gas will average $4.00 per Mcf

The total salaries and wagss paid in Montana will be $264,881,000 over the 22 years
of the development

» The expected cost of equipment per well will be as follows™:

From the $70,000 total cost per well § 5,000
0 psi to 100 psi compressors ($250,000 per 34 wells) 7.353
100 psi to 1,200 psi compressors ($850,000 per 30 wells) 28,333
Flow lines ($8 million per 250 wells) 32,000

Total b 72 686

» Business equipment taxes will be 3% from 2001 to 2003, 2% in 2004 and 1% in
2005. The business equipment tax is expected to be eliminated in 2006

= Big Horn, Rosebud and Powder River Counties have a total of approximately 30
different school districts each with their own mill levy amounts. To simplify the
estimate of property taxes lo be paid for the CBM development project we assumed



that the mill levies for the tri-county area and for their various school districts would
average as follows,™

Montana University System .00
County Governments o4 67
Schools 203.77

Tatal County Base Mill Levy 304,64

This estimate was based on what we considered a reasonable average for all of the
districts in the area.

The taxable value of business equipment is multiplied by the total mills o arrive at the
property tax amount. For example, the $72,686 estimated value of equipment per
well would first be multiplied by the 3% business equipment tax o arrive at a taxable
value of $2,181, The taxable value would then be multiplied by the total mills of
304.84 (.30484) for a property tax amount of 664,42,

The average wellhead price for natural gas for 2000 was estimated to be 53.60 per
Mef. ™ It is expectad that the price will continue to increase. As of February 21, 2001
futures for the years 2002 to 2004 were trading at $5.151 per Mcf™" Generally the
wellhead price is $1.50 to $1.75 less than the fulures price. This would indicate a future
wellhead price of $3.40 to $3.65 per Mcf. The graph below indicates that during the
period 1981 - 1999 the average wellhead prices for natural gas ranged between a low of
$1.55 and a high of $3.60.""

Matural Gas Wellhead FPrices
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Wellhead prices for natural gas are projected to increase on average by 2 percent per
year. The increases reflect the rising demand projected for natural gas and its expacted
impact on the natural progression of the discovery process from larger and more
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profitable fislds to smaller, less economical ones, The projected price increases also
reflect mere production expected from higher cost sources, such as unconventional gas
recovery. Although natural gas consumption is projected to rise by as much as 30%
gver the next ten years, the price increases are expected to be ternpered by the
beneficial impacts of technological progress on both the discovery process and

production operations.™
The chart below graphs the anticipated natural gas prices to 2010, The average price

aver that time period is approximately $4.00 per Mcf. Based on this projection, utilizing
an average price of $4.00 per Mcf over the life of the project is considered reasonable.

Estimated Future Natural Gas Wellhead Prices
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Total anficipated revenues over the 28-year life of the project are:

Mumber Praduction Tatal Tetal
Localion Of Wells Per Well Production Price Revenues
Private land 2180
300,000 Mof 654,000 000 S4.00Mcf 5 2,616, 000,000
Mantana land 1,690
300,000 Mcf 507,000,000 S4.000Mcf & 2 028,000,000
Federal land 5 6RO

300,000 Mcf 1,704,000,000 S400/Mcf $  6.816,000,000
2,865,000,000 $  11,460,000,000

Tatal 8,550

PRODUCTION TAX

The Ol and Gas Production Tax is a quarterly tax on the gross taxable value of oil and
natural gas production in Montana. There are various rates based on the type of well,
type of production, working or non-working interest and the date when production began.
The tax rate for post-1999 natural gas wells that have been in production for more than
12 menths is 9 percent for working interests and 14.8 percent for non-working



interests. ™ Currently, there is also an additional .3% tax on both working and non-
working interests to fund the Board of Oil and Gas Censervation (BOGC).

Based on the current production tax rates, producers would pay 9.3% tax on the
revenues from their working interests and private land owners would pay 135.1% tax on
the royalties they received from the procucers, Using the assumptions discussed
previously, the total production tax paid over the 22 years of well operations would ba:

Privata land (paid by producers)

Private land rovally (paid by land owners)

Montana State land
Montana State royalty
Faderal land

Federal royalty

Total

Total
Revenues
2 289,000,000
32T 000,000
1, 774,500,000
253,500,000
5.954,000,000
552,000,000
f11,460,000,000

et &5 &% % % 45

Tax
Percanfage
8.30% ¥ 212,877,000
15.10% $ 45,377,000
8.30% $ 165,028,500
0.00% 5 aQ
8.30% % 554,652,000
0.00% s a

£ 981,034,500

Revenues received by the State from the production tax are diztributed in part to the
sounties and school districts where the wells are located and in part to the State General
Fund and other agencies. Any amounts of the county and school allocation not used at
the local level are distributed to the state school equalization fund. The initial distribution
of the production taxes paid would be as follows:

From private land $ 225538440 % 28,197,550

Countios Slafs State Resource
and Schools  Gensral Fund  Indemnity Trust  BOGC Total

§ 5,323,756 §$ 3,194,254 § 262,254,000

From Stateland  § 141,024,510 § 17,743,864 S 3,350,079 $2,010,047 $ 165,028,500
$ 554,652,000

From Fedearal land b 554,652,000

& 367,462,950 $600593414 5 8673835

BUSINESS EQUIPMENT TAX

The business equipment tax in Montana is expected to decrease by 1% per year

beginning in 2004. For 2001 - 2003 the tax is 3% of the value of the business
equipment. Based on the value of business equipment currently used in the Tongue

River Project, we have estimated the business equipment taxes paid to be;

Wells In  Taxable Equipment Tofal Business Tax Business
Produchion Per Weall Eguipmant  Parceniags Equiprrent
Taxable Value
206 % T2E86 5 148973373 3% 5 444 201
739 T2 686 53 715,157 3% 1,611,455
2,141 T2 686 155,621,314 ang 4,668,639
3.741 72686 271,919,353 2% 5,438 387
226G T2 886G 379,857,036 1% 3,788 570

Average
Mz

304,654
304,64
304,64
a04.64

30454

Taxes

5 136,845
450,914
1,422,254
1,656,730

1,157,196

T B

5 4,863,839



The distribution of the business equipment taxes based on the assumed county il lewy
distributicn would be as follows.

Montana Local Local
University System Counties Schools Total
5 95,816 § 1514638 2 3,505 g 4883959
ROYALTIES

Approximately 5,680 of the proposed 9,550 wells would be on federal property, 2,180
would be on private land and 1,890 would be on state pwned land, ™" It is estimated that
royalties of 12.5% of the wellhead sales proceeds from each producing well would be
paid to the landowner.  The landowner would then pay a 15.1% production tax on this
royalty income. Half of the royallies paid for the wells on federal property would be
retained by the federal government. The remaining half would be distributed to the State
of Montana General Fund and used for general government expenditures.

The total pre-tax royalties paid is estimated as follows:

Total Royvalty Royaily

Revenues Parcentage Revenue
Private land ¢ 2616000000 1250% § 327,000,000
Montana land ¢ 2028000000 1250% § 253,500,000
Federal land 6.816.000.000 1250% § 852,000,000
Total $_11,460,000.000 $_1.432,500,000

The distribution of the royalties paid would be as follows:

Parmaneanf State Fadaral Privala

Sehaol gf Genaral Fund  Governmen! Landowners Tatal _
Fram private land $ 327,000,000 3 327,000,000
From State land % 253,500,000 k2 253,500,000
From Faderal land 425,000,000 5 426,000,000 5 252,000,000

§ 750500000 5 426,000,000 & 426,000,000 § 327,000,000 5 _1.432,500,000

STATE AND FEDERAL CORPORATION TAXES
The calculation of state and federal corporation income taxes involves too many
variables to attempt to meaningfully estimate the corporation tax contribution from the

proposed coalbed methane development.
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DISTRIBUTION OF ROYALTIES AND TAXES

Business
Pro-fax Produchion Equiprmant
Baoyallies Tax Tax Tatal

Revenus to the State of Mentana General Fund  § 426,000,000 F 600,593,414 5 1,026,593.414
Revenus 1o Permanant School Trust 253,500,000 253,500,000
Revenuds o Montana University Sysiem 58146 25,816
Revenus to schools and koeal governmenlts 36T 462,950 4,768,143 372,231,083
Revenus to federal government 426,000,000 426,000,000
Revenue o other agencies 13,878,138 13,878,138
Fevenues to private landowners: 327 000,000 327,000,000
Tatal 51.432,600,000 §0681,934,500 54,863,959 52419298459

STATE AND LOCAL INCOME TAXES PAID BY EMPLOYEES

Assuming that the total salaries and wages paid in Montana far the 22 years of the
development is $264,891,000, the federal income laxes at an average rate of 20% would
be $52 978,200, Montana income taxes at an average rate of 7% would be

518,542 370. The total of federal and state individual income taxes would be

$71,520,570.

EFFECTS ON LocAL SCHOOL/EDUCATION SYSTEMS

Mo significant population changes are anticipated as a direct result of the coalbed
methane development in the Powder River Basin. A substantial portion of the project
workforce is expected to be hired locally. Mo discemable impact is expected on the local
school systems.  Substantial mineral development has been cccurmring in the affectad
sounties over an extended pericd of time. The counties are accustomed to absorbing
fluctuations in mineral development activities, which cause ¢ycles of minor increases
and decreases in demands on education systems. Coalbed methane development is

not as labor-intensive as coal mining or conventional oil and gas developmeant,

EFFECTS ON SoclAL VALUES

i

This section focuses on the activities of the coalbed methane development that
contribute to the surrounding community beyond basic seciceconomic issues, such as

jobs and fiscal impact, which are discussed elsewhere in this report.

Natural resources in the area are an impeortant element of local residents’ lifestyles,
recreational activities, and an impeortant element in the feundation of the local economy.
Residents value the peaceful country living, natural environment, wildlife, autdaor

recreational opportunities and lack of overcrowding in the area,

Perceived negative attributes are inadequate selection of goods and services due to the
remoteness to larger metropolitan areas and the necessity for the younger people to

leave the region for satisfactory employment opportunities.
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MATIVE AMERICAN INDIANS

The Mative American Indian communities are imporiant and distinct culture groups in the
region. Most of the Big Horn County population is American Indian, who primarily
occupy the Crow Indian Reservation and the Morthern Cheyenne Indian Reservation.
Bath reservations are identified as having limited capacity to absorb change, resulting in
the potential disruption of major resource development. Societal economic impacts from
coal development are the primary concern of the Tribes. They believe that most tribal
members have not henefited from coal development jobs, Tribal members have also
expressed envirenmental concerns related to the land, air, water and wildlife.  Tribes,
however, differ in their openness to the coalbed project.

BENEFITS PROVIDED BY OPPORTUNITY

The three county region experiences a higher than average poverty rate. The additional
job epportunities, both direct and indirect, and the circulation of increased disposable
income would benefit the region. The following chart illustrates the county poverty rates
in comparison to the state poverty level.

Poverly Comparison 1887
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Slata Big Hom Fosebd Powider River |E|’m-ei1:y—!

LIS Bureau of Census released Movembar 2000

Poverty Rata

BEMEFITS OF COALBED METHANE DEVELOPMENT TO LOcAL COMMUNITIES THROUGH
CONTRIBUTIONS

Coalbed gas companies are aclive supporters of the communities of the Powder River
Basin in Wyoming where they currently operate. Individual companies have donated to
vaolunteer fire departments, youth academic and athletic programs and local charitable
organizations. One company has established two annual scholarships to assist
graduating high school seniors in pursuing degrees in fields related to the oil and gas
industry. Another operator has established a habitat for the rehabilitation of injured
birds.™™ The MDU Resources Foundation has donated over $180,000 to various
Montana charities over the past five years™
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EFFECTS ON HOUSING

According to the 1890 census, which is the latest available data, vacancy rates ranged
betwean 20% and 27% for the three county region. The impact on housing for this
project is considered to be minimal in that most jobs will be filled locally. The following
table illustrates the housing availability. ™

Housing Units

Counfy Linits Vacant )

Big Horn 4 304 o088 21.1%
Fosebud 4,251 r2 18.2%
Powder River 1,096 201 Z26.6%
3 County Average 3,217 G657 20.4%

EFFECTS ON EXISTING PUBLIC SERVICE SYSTEMS

Az discussed earlier in thiz report, no major population changes are anticipated as a
direct result of the coalbed methane development in the Powder River Basin of Montana.
There is expected to be no discernable impact on local government or community
senvices. However, the additional economic activity generated by the development
should have a positive impact on financing improvaments to existing community
infrastructures. ™

The increased tax revenues and increased personal income resulting from coalbed
methane development should better position existing purveyors of public services. The
demand for additional services should not occur yel additional revenues should be
available for service delivery.

Law enforcement services within the unincorporataed areas of the region are provided by
the sheriff's office of each county and the Montana State High Patrol. Fire protection is
provided by local volunteer fire departments, ™"

Memaorial Hospital of Sheridan County Wyoming is the largest medical facility near the

development area. Sewveral other :‘Iman:s and nursing homes in naighboring mmmumtlcﬁ
provide medical services for the region.™

EFFECTS ON ENVIRONMENT
The erwironmental impacts of the development are currently under evaluation. Any

impacts identified would require mitigation. The cost of mitigation would be the
respansibility of the producers,
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Summary OF EsTIMATED Economic CosTs AND BENEFITS TO SOCIETY
For THE LIFE OF THE PROJECT

DESCRIPTION OF IMPACT COST BENEFIT
Estimated total wages & 264,891,000
Estimated employee benefit payments 5 61,000,000
Estimated total purchases of goods and services $1,314,900,000
Impact an infrastructure none kdentified

Estimated royalties and taxes to be paid developers

+» Production tax & 981,834,500
= Business equipment tax 4 863,959
+ Royallies to Montana 679,500,000
+ Royalties to Federal Government 426,000,000
» Royalties to private landownears 327,000,000
= State and Federal Corporation taxes Lnknown

 Sublotal £2 419,293 459
Estimated laxes to be paid by emplovess
« Federal income taxes $ 52,978,200
+ State income taxes F 18,542 3570
Impact on schools/education systams nong idenlificd
Impact on local communities through contributions unknown
Impact on housing noma identified
Impact on public service syslems none identifed

TOTALS __$0  $4.131610029
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