State Revenue Perspective

General Fund Outlook

GENERAL FUND REVENUE OUTLOOK

The general fund revenue outlook has improved considerably over the past several years. During the 2011 session, the
2013 revenues were anticipated to be $3.64 billion, the actual revenues for FY 2012 and current SJ 2 estimate for FY
2013 total $3.87 billion or 6.2% greater than originally anticipated. The current SJ 2 estimate for the 2015 biennium is

$4.19 billion, 15.3% greater than the original estimate for the 2013 biennium.

Figure 1 shows the revenue contribution to the general fund account by the seven largest revenue components for the
2015 biennium, adjusted for enacted legislation. Individual income is largest source, accounting for over 50% of the

expected revenue in the 2015 biennium.
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& Updated Estimate FY 2013 Estimate Percent Percent of
Major Category Millions Millions Change 2015 Biennium
Individual Income Tax $1,882.8 $2,143.9 13.9% 51.1%
Property Tax $478.4 $497.7 4.0% 11.9%
Corporation Income Tax $278.4 $309.1 11.0% 7.4%
Consumption Taxes $278.7 $296.8 6.5% 7.1%
Natural Resource Taxes $242.4 $248.2 2.4% 5.9%
Vehicle Taxes & Fees $200.8 $206.0 2.6% 4.9%
Insurance Tax $118.9 $106.1 -10.8% 2.5%
Investment Earnings $55.7 $53.7 -3.6% 1.3%
Remaining Sources $330.0 $331.5 0.5% 7.9%
Total General Fund $3,866.2 $4,193.0 8.5% 100.0%
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This section presents the details on seven of the major general fund revenue sources that comprise over 80% of total
general fund revenue in the 2015 biennium. Additional details of these and other revenue sources, including
assumptions and analytical methods used to estimate each source, can be found in the LFD Legislative Fiscal Report
2015 Biennium, Volume 2 — Revenue Estimates.

Individual Income Tax

The tax is levied against taxable income, which is defined as Montana personal income adjusted for exemptions and
deductions. Once tax liability is determined, the amount of tax due is computed by subtracting allowable credits. Tax
rates vary from 1.0% to 6.9%, depending on the level of taxable income. Tax brackets, personal exemption amounts,
and the standard deduction are adjusted by the rate of inflation in each year.

An individual income tax simulation model is used to forecast Montana calendar year individual income tax liability
for all residents. The calendar year state tax liability forecast is developed by applying growth rates to each resident
taxpayer’s income and deduction items. Growth rates are calculated for the forecast period and applied to the most
recent year of tax return data which is available. The result is a forecast of calendar year state individual income tax
liability for each resident, the sum of which produces a statewide forecast of individual income tax liability for each
year. These forecasts are converted to fiscal year liability and are adjusted for audits, legislative impacts and one-time
events.

The chart below illustrates the revenue estimate contained in SJ 2, with revenue changes, if any, enacted by the 2013
Legislature.

Total General Fund GF
Fiscal Collections Collections Percent Individual Income Tax
Year Millions Millions Change
1,200
A 1989 265.540 238.964 Not App.
A 1990 279.643 252.230 5.6%
A 1991 282.960 258.216 2.4%
A 1992 321.538 293.564 13.7% 1,000 1
A 1993 356.987 326.188 11.1%
A 1994 345.643 315.677 -3.2%
A 1995 371.903 339.939 7.7%
A 1996 383.092 350.161 3.0% 8001
A 1997 406.276 371.275 6.0% |,
A 1998 444.161 444.161 19.6% |<
A 1999 483.032 483.032 88% |2 .|
A 2000 516.262 516.262 6.9% |2
A 2001 556.015 556.015 7.7% | =
A 2002 517.568 517.568 69% |=
A 2003 535.831 535.831 3.5% 200 |
A 2004 605.582 605.348 13.0%
A 2005 707.343 706.235 16.7%
A 2006 768.922 768.922 8.9%
A 2007 827.145 827.145 7.6% 200 |
A 2008 866.659 866.659 4.8%
A 2009 815.138 815.138 -5.9%
A 2010 717.834 717.834 -11.9%
A 2011 816.090 816.090 13.7% o —
A 2012 898.851 898.851 10.1% 1989 1992 1995 1998 2001 2004 2007 2010 2013
F 2013 983.953 983.953 9.5%
F 2014 1,039.082  1,039.082 5.6% Fiscal Year
F 2015  1,104794  1,104.794 6.3% ¢ Totel —~ General Fund
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Property Tax

Montana law requires counties to levy a county equalization levy of 55 mills, a state equalization levy of 40 mills, and
6 mills for the university system against all taxable value in each county. A mill levy of 1.5 mills is also applied
against all property in the five counties with a vocational technology college. Taxable value is defined as the market
value of statutorily defined property times a statutory tax rate. Property valued at market value includes personal
property, utility property, railroad and airline property, and mineral net and gross proceeds. The assessed value of
residential and commercial real estate is the market value phased in over the six-year reappraisal cycle. Agricultural
land and timberland are valued on a productivity basis and their values are also phased in over the reappraisal cycle.
The last reappraisal cycle took effect January 1, 2009.

The latest year for which taxable value by class is available is the base from which future taxable values are derived.
Growth rates are applied to the taxable value in each class of property and are generally based on historical growth and
on expected changes in tax rates in upcoming fiscal years. Non-levy revenue forecasts are added property tax forecasts.
Non-levy revenues come from coal gross proceeds, federal forest receipts and miscellaneous revenue (such as interest
on investments, penalty and interest on delinquent taxes).

The chart below illustrates the revenue estimate contained in SJ 2, with revenue changes, if any, enacted by the 2013
Legislature.

Total General Fund GF

Fiscal Collections  Collections Percent Property Taxes

Year Millions Millions Change 300
A 1989 114.445 114.445 Not App. |
A 1990 133.620 112.375 -1.8%
A 1991 196.552 176.155 56.8% 250 4 p
A 1992 228.221 206.138 17.0%
A 1993 231.757 207.646 0.7%
A 1994 223.577 202.382 -2.5%
A 1995 226.945 205.843 1.7% 200 4
A 1996 226.235 204.083 -0.9%
A 1997 231.943 209.284 2.6% -
A 1998 224.562 202.350 -33% | =
A 1999 225.681 202.775 0.2% |8 150 4
A 2000 215.866 194.196 -4.2% é
A 2001 201.104 180.050 -7.3% :‘:f /
A 2002 181.923 169.339 -6.0% |2 <
A 2003 183.691 171.680 1.4% 100 A
A 2004 180.905 169.531 -1.3%
A 2005 182.588 167.270 -1.3%
A 2006 192.118 177.639 6.2%
A 2007 206.872 190.982 7.5% 50 4
A 2008 218.223 205.044 7.4%
A 2009 229.945 217.042 5.9%
A 2010 239.056 222.510 2.5%
A 2011 245.181 229.352 3.1% O e e
A 2012 252,559 236.662 3.2% 1989 1992 1995 1998 2001 2004 2007 2010 2013
F 2013 259.838 241.741 2.2% Fiscal Year
F 2014 265.354 246.621 2.0%
F 2015 273794  254.664 3.3% _+ Total 7@~ General Fund
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Corporation Income Tax

The corporation income tax is a tax levied against a corporation's net income earned in Montana. Factors that affect
corporation license tax receipts include tax credits, audit efforts by the Department of Revenue (DOR), and federal
legislation.

DOR now requires industry sector information on the corporate tax returns. Significant work has been done to apply
the new sector information to prior years’ return data. The result is a sixteen-year history of income and tax liability for
each sector. The historical tax liability of each sector is modeled against characteristic national or Montana-specific
economic variables from IHS to produce a forecast of calendar year tax liability. Energy related sectors account for
nearly half of total tax liability. The underlying volatility of the energy industry is a large contributor to the overall
volatility of this tax source.

The chart below illustrates the revenue estimate contained in SJ 2, with revenue changes, if any, enacted by the 2013
Legislature.

Total General Fund GF

Fiscal Collections Collections  Percent Corporation Income Tax

Year Millions Millions Change S0
A 1989 56.140 46.153 Not App.
A 1990 80.316 67.088 45.4% 180 A
A 1991 70.784 56.007 -16.5%
A 1992 57.683 47.028 -16.0% 160
A 1993 85.054 70.004 48.9% 4
A 1994 68.872 53.997 -22.9%
A 1995 75.520 57.425 6.4% 140 1
A 1996 75.762 59.337 3.3%
A 1997 81.999 64.079 8.0% 120
A 1998 77.928 69.725 8.8% | =&
A 1999 89.625 80.142 14.9% |8 |
A 2000 99.089 90.683 13.2% E
A 2001 103.670 103.670 14.3% |2
A 2002 68.173 68.173 -342% |= 801
A 2003 44.138 44.138 -35.3%
A 2004 67.723 67.723 53.4% 60 A
A 2005 98.214 98.214 45.0% ]
A 2006 153.675 153.675 56.5% 20 ‘
A 2007 177.504 177.504 15.5%
A 2008 160.342 160.342 -9.7%
A 2009 166.355 166.355 3.8% 20 A
A 2010 87.901 87.901 -47.2%
A 2011 119.044 119.044 35.4% o
A 2012 127.771 127.771 7.3% 1989 1992 1995 1998 2001 2004 2007 2010 2013
F 2013 150.658 150.658 17.9% )

FiscalYear

F 2014 154.096 154.096 2.3%
F 2015 155.022 155.022 0.6% ¢ Total —@~ General Fund
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Vehicle Taxes & Fees
Light vehicles, motorcycles and quadricycles, snowmobiles, buses, trucks, and truck tractors having a manufacturer’s
rated capacity of more than 1 ton, motor homes, and certain trailers and travel trailers are taxed under a fee schedule
that varies by age and weight.

The state assesses a variety of motor vehicle fees, including fees for the filing of motor vehicle liens, fees for new
license plates, title fees, and annual and permanent registration fees. The fees vary according to the type of vehicle and
the type of license plate. There are also Gross Vehicle Weight (GVW) fees on trucks and pickups, special fees for
senior citizen transportation, veteran services, the highway patrol pension fund, salaries for the highway patrol,
motorcycle safety, electronic commerce applications, and an optional $4 registration fee on light vehicles for state
parks and fishing access sites.

With constant fees, the future change in vehicle taxes & fees revenue results from change in the vehicle stock in
Montana. Because taxes are directly connected to the number of vehicles in the state, estimates are made by applying
estimated growth rates to the previous year revenue. Growth rates for the stock of Montana vehicles are modeled on
IHS estimates for the national and Montana-specific vehicle stock and new car sales nationwide. The growth rate is
applied to the base year revenues and projected forward at the same rate for the forecast period.

The chart below illustrates the revenue estimate contained in SJ 2, with revenue changes, if any, enacted by the 2013
Legislature.

Total General Fund GF

Fiscal Collections Collections Percent Vehicle Taxes and Fees

Year Millions Millions Change 140
A 1989 40.140 2.471 Not App.
A 1990 44.232 8.870 258.9%
A 1991 46.947 10.582 19.3% 120
A 1992 56.248 13.379 26.4%
A 1993 56.358 12.670 5.3%
A 1994 62.630 13.425 6.0% 100 | »
A 1995 71.925 14.238 6.1%
A 1996 78.442 14.606 2.6%
A 1997 85.646 15.588 6.7% )
A 1998 88.989 10.778 309% | & 8017 #
A 1999 94.058 11.053 26% |3
A 2000 86.667 11.716 6.0% g
A 2001 74.720 12.548 7.1% |2 60 |
A 2002 100.549 100.399 700.1% |3
A 2003 104.092 103.538 3.1%
A 2004 115.209 114.330 10.4% 40 4
A 2005 111.494 110.772 -3.1%
A 2006 114.001 113.292 2.3%
A 2007 117.211 116.472 2.8%
A 2008 113.109 112.488 -3.4% 20 1
A 2009 105.240 104.680 6.9%
A 2010 104.402 103.862 -0.8%
A 2011 101.115 100.577 3.2% P
A 2012 100.514 99.954 -0.6% 1989 1992 1995 1998 2001 2004 2007 2010 2013
F 2013 101.400 100.836 0.9%
F 2014 103.371 102.659 1.8% Fiscalvear
F 2015 104.066 103.342 0.7% ¢ Total ~@~General Fund

Legislative Fiscal Report 2015 Biennium 29 Legislative Fiscal Division



State Revenue Perspective General Fund Outlook

Oil & Natural Gas Production Tax

The oil and natural gas production tax is imposed on the production of petroleum and natural gas in the state. Gross
taxable value of oil and natural gas production is based on the type of well and type of production. The oil and natural
gas production tax has numerous tax rates depending on several factors. These factors include whether the oil or gas is
produced from a stripper well, a stripper incentive well, from a well initially drilled before 1999 or after, from a well
newly drilled within the last year or 18 months, and whether the interest being taxed is the working interest or the
royalty interest. The Board of Oil and Gas Conservation imposes an additional privilege and license (P & L) tax on all
oil and natural gas tax rates.

Data from the Board of Oil and Gas Conservation are used extensively to isolate monthly historical production of oil
and natural gas by field and by individual well; these resulting decline curves are used to forecast future production by
well. IHS provides future estimates of West Texas Intermediate oil and national well head natural gas prices.
Production, price, value, and revenue collections are provided on a quarterly basis by DOR.

The chart below illustrates the revenue estimate contained in SJ 2, with revenue changes, if any, enacted by the 2013
Legislature.

Total General Fund GF
Fiscal Collections  Collections Percent Oil & Natural Gas Production Tax
Year Millions Millions Change
350
A 1989 15.748 14.959 Not App.
A 1990 16.486 15.567 4.1%
A 1991 62.880 20.163 29.5% 300 A
A 1992 58.892 21.823 8.2%
A 1993 48.651 18.677 -14.4%
A 1994 40.871 13.403 -28.2% 550 4
A 1995 34.704 12.964 -3.3%
A 1996 40.826 10.666 -17.7%
A 1997 50.150 13.283 24.5% p >
A 1998 35.709 9.120 -31.3% | < 2001
A 1999 30.447 7.506 -17.7% %
A 2000 43.773 11.363 51.4% é
A 2001 92.396 25.792 127.0% | = 150
A 2002 50.304 12.902 -50.0% =
A 2003 73.389 29.086 125.4%
A 2004 92.676 41.324 42.1% 100 4
A 2005 137.754 62.626 51.6% f
A 2006 203.681 92.563 47.8%
A 2007 209.946 96.335 4.1%
A 2008 324.311 149.994 55.7% 50 4
A 2009 218.425 100.491 -33.0%
A 2010 206.286 95.491 -5.0% p
A 2011 215.130 99.764 4.5% ol %
A 2012 210.644 97.560 -2.2% 1989 1992 1995 1998 2001 2004 2007 2010 2013
F 2013 216.873 98.750 1.2% FiscalYear
F 2014 218.165 99.336 0.6% T Toml —e— General Fun
F 2015 213.898 97.427 -1.9%
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Insurance Tax
The insurance premiums tax is levied on the net premiums or gross underwriting profit for each insurance company
operating in Montana. Various insurance and license fees are also collected.

Total premium taxes are modeled against long-term interest rates, housing starts and the S&P 500 index. Because
offsets and refunds can vary substantially, they are added to the amounts shown on the state accounting system to more
accurately reflect total taxes. From the estimated amounts, offsets and refunds as estimated by the State Auditor’s
Office are subtracted to produce the amount of net premium taxes expected to be received by the state.

The chart below illustrates the revenue estimate contained in SJ 2, with revenue changes, if any, enacted by the 2013
Legislature.

Total General Fund GF

Fiscal Collections  Collections Percent Insurance Tax & License Fees

Year Millions Millions Change 90
A 1989 28.085 20.883 Not App. >
A 1990 26.430 19.446 -6.9% 80 A
A 1991 27.400 20.438 5.1%
A 1992 27.768 20.387 -0.3%
A 1993 32.536 24.464 20.0% 70 1
A 1994 32.506 22.511 -8.0%
A 1995 33.662 24.600 9.3% 60 -
A 1996 36.388 26.133 6.2%
A 1997 36.813 25.342 -3.0% o 4
A 1998 37.561 36.813 45.3% % 50 1
A 1999 38.849 38.137 3.6% 95
A 2000 42.618 39.334 3.1% é 20 |
A 2001 45,952 42.298 7.5% =
A 2002 51.084 47.291 11.8% =
A 2003 54.790 50.810 7.4% 30 A
A 2004 61.063 56.533 11.3% 1
A 2005 61.290 57.308 1.4%
A 2006 64.521 58.795 2.6% 20 ¢
A 2007 66.321 61.074 3.9%
A 2008 69.269 64.004 4.8% 10 4
A 2009 71.122 50.038 -21.8%
A 2010 70.581 54.892 9.7%
A 2011 74.599 57.964 5.6% ol
A 2012 75.706 58.951 1.7% 1989 1992 1995 1998 2001 2004 2007 2010 2013
F 2013 77.198 59.932 1.7% Fiscal Vear
F 2014 80.745 52.021 -13.2%
F 2015 83.636 54.052 3.9; ¢ Totel e GeneralFund
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Video Gambling Taxes
Video gambling income is derived from two sources: license fees and video gambling taxes. There are three types of
license fees that generate revenue; fees paid by operators for video gambling machines, fees paid by operators for non-
video games such as poker, and annual fees for the right to assemble, produce, or manufacture video gambling
machines or associated equipment. The video gambling tax is paid by licensed video gambling machine operators.
License holders are charged a tax of 15.0% of the gross income (defined as net of payouts) from each licensed video
gambling machine. The Department of Justice (DOJ) issues video gambling licenses and permits and collects the fees

and taxes.

Historic and current revenue collections are modeled against Montana population and personal income to forecast per
capita video gambling machine gross income.

The chart below illustrates the revenue estimate contained in SJ 2, with revenue changes, if any, enacted by the 2013

Legislature.
Total General Fund GF
Fiscal Collections  Collections Percent
Year Millions Millions Change
A 1989 13.375 4.249 Not App.
A 1990 18.625 5.303 24.8%
A 1991 22.349 6.551 23.5%
A 1992 32.681 9.875 50.7%
A 1993 32.059 10.818 9.6%
A 1994 33.453 9.955 -8.0%
A 1995 34.741 10.346 3.9%
A 1996 35.846 10.666 3.1%
A 1997 37.133 11.073 3.8%
A 1998 40.800 12.256 10.7%
A 1999 41.838 12.559 2.5%
A 2000 45.426 13.851 10.3%
A 2001 45.427 20.891 50.8%
A 2002 47.597 43.666 109.0%
A 2003 49.942 45.794 4.9%
A 2004 55.324 50.749 10.8%
A 2005 58.038 53.361 5.2%
A 2006 62.129 57.277 7.3%
A 2007 65.684 60.641 5.9%
A 2008 71.607 63.134 4.1%
A 2009 67.171 62.458 -1.1%
A 2010 57.195 52.396 -16.1%
A 2011 54.195 49.824 -4.9%
A 2012 58.250 53.824 8.0%
F 2013 62.125 57.706 7.2%
F 2014 64.730 59.929 3.9%
F 2015 66.918 62.117 3.7%
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All Remaining General Fund Revenue
The remaining 2013 biennium general fund revenue sources constitute 14.6% of the total. For detailed information on
all the remaining general fund and selected state special revenue sources, see the LFD Legislative Fiscal Analysis 2015
Biennium, Volume 2 — Revenue Estimates.
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