
MINUTES 

MONTANA SENATE 
52nd LEGISLATURE - 2nd SPECIAL SESSION 

COMMITTEE ON TAXATION 

Call to Order: By Chairman Halligan, on July 17, 1992, at 8:07 
a.m. 

ROLL CALL 

Members Present: 
Mike Halligan, Chairman (D) 
Dorothy Eck, Vice Chairman (D) 
Robert Brown (R) 
Steve Doherty (D) 
Delwyn Gage (R) 
John Harp (R) 
Francis Koehnke (D) 
Gene Thayer (R) 
Thomas Towe (D) 
Fred Van Valkenburg (D) 
Bill Yellowtail (D) 

Members Excused: none 

Staff Present: Jeff Martin (Legislative Council) 

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

Announcements/Discussion: none 

HEARING ON BOUSE BILL 44 

Presentation and Opening Statement by Sponsor: 

Representative Bob Ream, District 54, said HB 44 is a 
reasonable compromise for getting the Legislature out of session. 
He commented that the Legislature needs to make cuts, but also 
needs to raise revenue which HB 44 accomplishes by imposing a 2.3 
percent surtax on individual and corporate income tax for taxable 
year 92 and a 4.6 percent surtax for taxable year 93. 
Representative Ream further commented that the bill imposes a 
general stabilization tax on coal. 

Representative Ream provided the Legislative Fiscal 
Analyst's (LFA) fiscal impact report on HB 44 as amended in House 
Taxation Committee (Exhibit #1). He explained that the House 
Taxation Committee deleted inheritance and liquor license tax, 
put all of the seven percent surcharge on coal tax into the 
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general stabilization fund, and created the surcharges he 
referred to in his opening statement for the last four months of 
this year and the next calendar year. He suggested that the 2.3 
and 4.6 percent figures be rounded up to 3 and 4 percent to make 
computation easier for taxpayers. 

Proponents' Testimony: 

Senator Tom Towe, District 46, explained the fund balances 
on Exhibit #1. He said total tax is $51.257 million, cash 
available is $35.159 million, and that the bill will not change 
the $7.8 million going into the highway account, for a total of 
$32.097 million for this fiscal year. Senator Towe stated that 
there is no other fairer tax, and that the bill is a good way to 
guarantee the tax will terminate. He further stated that the 
bill is a temporary solution until it can be addressed on a 
permanent basis during the next legislative session. Senator 
Towe challenged anyone to come up with a more fair proposal. 

Eric Feaver, Montana Education Association, said he believes 
HB 44 is the appropriate mechanism to resolve the immediate need 
for income. 

Opponents' Testimony: 

Dennis Burr, Montana Taxpayers Association, said the local 
government severance tax on oil and gas, and the coal gross 
proceeds tax should not be in this bill. He told the Committee 
he would rather see the Legislature reduce current government 
expenditures to meet current government revenue, and that this 
surcharge makes the problem worse, as it allows higher spending 
on a system that won't work. 

Mr. Burr said he sees a problem in paying bills beginning in 
August of this year, and said the budget has to be balanced. He 
commented that the state should borrow internally, such as from 
the Coal Tax Trust Fund, or the bill should state that as soon as 
revenue is paid back, the Governor be required to remove the tax. 
Mr. Burr told the Committee that HB 44 should not be looked at as 
a budget balancing measure. 

Ken Williams, Montana Power and Entech, said he was 
concerned about the impact on utility businesses. He explained 
it could request a rate increase to compensate for the surcharge 
and reduced coal revenue. Mr. Williams stated this is a three
time hit, and that the coal business in Montana is changing. He 
agreed with Dennis Burr that coal gross proceeds be omitted from 
the bill. 

Janelle Fallon, Executive Director, Montana Petroleum 
Association, said members represent 90 percent of petroleum 
producers in Montana. She provided information on production 
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taxes since 1980 and read from prepared testimony (Exhibits #2 
and #3). Ms. Fallon told the Committee it is important that the 
Legislature understand what this bill means to the industry. 

Jim Mockler, Montana Coal Council, advised the Committee 
that gross proceeds is a county tax, and its presence in the bill 
is unfair. He further advised the Committee that they may wish 
to change the language so that half of the money would go to the 
Coal Tax Trust Fund. 

Dan Walker, US West Communications, said he believes the tax 
is inordinately high (Exhibit #4). 

Jim Tutwiler, Montana Chamber of Commerce, provided 
information from a national firm the Chamber hired earlier this 
year, and said he felt the Committee needs to be aware of 
Montanan's attitudes (Exhibit #5) . 

Gary Langley, Montana Mining Association, said the bill is 
not equitable to the mining industry. He commented that the 
industry is taxed three times directly, and also indirectly, and 
said the mining industry is not healthy right now because it is 
dependent on world markets and production costs are high. Mr. 
Langley told the Committee HB 44 is bad legislation and won't 
expand the tax base, hurting all Montana taxpayers. 

Gloria Paladichuk, Richland County Commissioner, told the 
Committee she was also representing the gas, oil, and coal 
counties, and said she had a problem with the local government 
severance tax in the bill. She explained that all local 
government severance tax wells drilled before 1985 may be in 
jeopardy, as well as future wells, as the timing could be 
affected. Ms. Paladichuk commented that if production is 
reduced, it will adversely affect counties, schools, and the 
equalization fund. 

Tom Hopgood, Montana Health Care Association, Montana 
Association of Realtors, and GTE, said this bill is being sold as 
a temporary measure, but he foresees a significant risk of trying 
to defeat an extension of the bill next winter. He asked the 
Committee to consider the bill only as a stop-gap measure. 

Ben Havdahl, Montana Motor Carriers, told the Committee he 
represented 300+ members who oppose the bill, and the use of 
dollars earmarked for highways and maintenance. He said he was 
concerned that the bill would have a negative economic impact, 
that it will continue. Mr. Havdahl advised the Committee that 
only $14 million of the $56 million borrowed from the highway 
fund has been repaid. 

Mr. Havdahl explained that the diesel tax, GVW increases, 
and the 31 percent increase in workers' compensation rates create 
a $3 million impact to the motor carrier industry. He further 
explained that the Association has completed a study of 170 of 
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400 reports from motor carriers in Montana, who show an average 
net profit of 2.85 percent. Mr. Havdahl stated that this figure 
will be reduced to 1.95 percent because of tax and worker's 
compensation increases. He said Montana stands to gain $178 
million in new dollars per year and needs the money to match 
these federal funds. 

Jim Paladichuk, Montana-Dakota Utilities, stated his 
opposition to HB 44. 

Ward Shanahan, Stillwater Mining Co., advised the Committee 
that page 6 of HJR 2 refers to platinum prices at $453. He said 
the price was $389 yesterday, and had been as low as $338 earlier 
in the year. He told the Committee that HB 44 is not the 
solution. 

Don Allen, Montana Wood Products Association, said he 
believes the Legislature must look seriously at the cumulative 
effect of the bill, and what its cost will be to enforcing 
federal mandated programs. He asked what is wrong with asking 
department heads what they can do to cut expenses. 

Mr. Allen advised the Committee that there are 11,000 wood 
workers in Montana, and said five mills are running low because 
of the timber supply. He commented that there is no confidence 
in what is going on. 

Steve Turkowitz, Montana Auto Dealers Association, stated 
his opposition to HB 44. 

Jacqueline Lenmark, American Insurance Association, stated 
her opposition to the bill. 

PROPONENTS: 

George Paul, Montana Farmers Union, was delayed enroute to 
Helena to testify as a proponent of HB 44, and asked permission 
of the Chair to give his testimony following that of the 
opponents. 

Mr. Paul said he believes the bill is the correct thing to 
do, and that he also agreed with Janelle Fallon's statement about 
inequity in the tax system, but didn't agree that the bill adds 
to that inequity. He told the Committee he would probably oppose 
an extension, and support only what is on the table now, as it is 
the only thing on the table. Mr. Paul stressed that, under 
normal circumstances, he would not support such legislation. 

Mr. Paul told the Committee this is not the time to rush in 
and make changes because of pressure, and that they need to take 
time to make the right decisions instead of making politically 
correct decisions. He said there is a need for serious, long 
term tax reform in January, 1993, and that the dollars this bill 
will raise total approximately the same amount of taxation one 
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Mr. Paul asked the Committee to position themselves for the 
people, and said he didn't believe the directors of state 
agencies should have the authority to make certain cuts - that it 
is the job of the Legislature and, thus, the people. 

Questions From Committee Members: 

Representative Ream clarified that all gas, diesel, and GVW 
taxes go into the trust account, and are in the bill. He said 
the Department of Revenue sections are difficult, and that Terry 
Johnson, LFA, is working on them. He explained a technical 
amendment on page 29, line 10, which inserts 111994 11 to make 
language consistent, and strikes l1ending l1 . Representative Ream 
apologized for not dealing with the amendments suggested by Jim 
Mockler in the House Taxation Committee, and said Senator Towe' 
has those amendments, and will correct the situation. 

Chairman Halligan advised the Committee that the revised 
fiscal note is in the process of being printed. 

Senator Towe asked Jim Tutwiler if he were aware that three
fifths of the tax is paid by individuals, and not businesses. 
Mr. Tutwiler replied he merely wanted to present the Chamber's 
survey results. 

Senator Towe commented that Representative Driscoll had 
stated earlier that, as an individual, he would pay 16 of the 
taxes listed in the bill, while businesses would pay only 3 to 5 
of the taxes. Senator Towe further commented that the highway 
fund has helped the state the past 20 years,and asked if there 
is any reason it should not now. Ben Havdahl replied he believes 
the dollars should be used for highways, and asked what is wrong 
with borrowing from the Coal Tax Trust Fund, if it is guaranteed 
to be repaid. He said the diesel tax is now 20 cents for state, 
and 20 cents for federal. 

Senator Eck asked if the Motor Carriers intended to oppose 
the fuel tax increase in January. Mr. Havdahl replied it was 
premature to comment on their January position right now. He 
stated he has supported tax increases for highway funds, and is 
concerned that if the dollars are not there for federal matches, 
that Montana taxes will increase more. 

Senator Gage referred to sections 34 and 36 of the bill, and 
asked if it were the sponsor's intent that the cigarette industry 
pay taxes on a tax it has already paid. Representative Ream 
replied that was not his intent, and that he would check with the 
Department of Revenue (DOR). Senator Towe referred to page 29, 
and said the tax starts on liabilities that occur after the 
effective dates. 

TA071792.SM1 



SENATE TAXATION COMMITTEE 
July 17, 1992 

Page 6 of 20 

Senator Gage commented that it appears nothing in the bill 
affects railroads except the corporations tax. He asked how much 
this would affect income tax for the Farmers Union. George Paul 
replied the Farmers Union is a non-profit member organization, 
and that the bill would affect 4,000 family members statewide. 

Senator Doherty asked if the liquor tax will go up. 
Representative Ream replied the liquor excise tax would. Senator 
Towe replied the rate is 16 percent and not 10 percent. 

Senator Doherty asked if the Montana Taxpayers appeared 
before any committees advocating any cuts. Dennis Burr replied 
it had not. 

Senator Doherty asked if anyone realistically thinks the 
Legislature won't raise taxes in 1993. Torn Hopgood replied he 
was sure the 1993 Legislature will raise taxes, and that he hoped 
they would opt for comprehensive tax reform, and responsible 
spending cuts. 

Senator Van Valkenburg asked what the DOR position is on 
implementation of withholding tables on individual income tax, if 
it is effective within the next ten days. Jeff Miller, 
Administrator, Income Tax Division, replied the tables would be 
out within the month. 

Senator Van Valkenburg asked for DOR's response to 
Representative Ream's suggestion to adjust the rates to three and 
four percent. Judy Rippingale, Deputy Director, DOR, replied 
that is no problem for the Department. 

Senator Van Valkenburg asked if it would be better to round 
these figures off. Judy Rippingale replied it would be easier. 

Senator Van Valkenburg asked if a committee amendment 
providing that no penalty be assessed to the extent of that 
surtax for taxpayers who have not paid sufficient tax for CY93, 
would be a problem. Jeff Miller replied that, in the future it 
is not a problem, and that people on extension this year could 
address a waiver. 

Senator Van Valkenburg asked Mr. Miller to prepare an 
amendment to this effect for executive session later this date. 

Senator Van Valkenburg asked who among the opponents of HB 
44 would want a 133 percent increase in business tax that they 
could not pass on in the way of a business nature to their 
customers. He commented that was the alternative the Committee 
was given. 

Senator Eck asked what would happen it tuition were 
increased to cover the general fund deficit instead of education. 
There was no answer. 

TA071792.SMl 



SENATE TAXATION COMMITTEE 
July 17, 1992 

Page 7 of 20 

Chairman Halligan asked if it would be anti-business to cut 
essential services. Dennis Burr replied it would not be. He 
said the dollars are in personnel services, that other states 
have looked at salary adjustments, and that unnecessary functions 
exist within every agency. 

Senator Towe asked Ken Williams to provide him with the gray 
Montana Power/Entech card showing 1990-91 figures. He commented 
that the severance tax and corporate license tax are down by $2 
million on the card, while dividends increased by that amount 
(Exhibit #6). Ken Williams replied that the companies paid an 
additional $37 million in federal tax, and taxes in other states, 
and that they believe the owners should get back something 
similar. He added that there were inventory sales of various 
assets. 

Senator Harp asked how dividends are treated. Ken Williams 
replied that are taxable as Montana income. 

Closing by Sponsor: 

Representative Ream commented to Senator Van Valkenburg that 
if people are exempted from the penalty, it might be a problem. 
He said about 13 percent file for extensions, and more could do 
so to avoid the surtax. Representative Ream told the Committee 
he does not intend to continue this approach in the next 
Legislature, and that structural changes are needed in taxation, 
but should not be tied to the Consumer Price Index (CPI). 

HEARING ON HOUSE BILL 48 

Presentation and Opening Statement by Sponsor: 

Representative Dan Harrington, District 68, said HB 48 was 
requested by DOR to conduct its bidding process for liquor and 
wines in a manner allowing vendors of all sizes to sell liquor 
and wines to the state. He said the heart of the bill is what 
size liquor will be sold, and that the bill exempts from the 
procurement act, sets up a selling system, and tells DOR to slow 
down its rule-making authority. 

Proponents' Testimony: 

Mark Staples, Montana Tavern Association, stated his support 
of the bill, and said it restores respect for the Revenue 
Oversight Committee (ROC) and its direction which was diminished 
in the past. He commented that the must remain empowered. 

Opponents' Testimony: 

There were none. 
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Senator Harp asked if DOR would be leaving the liquor stores 
alone until the Legislature is back for the 1993 session. 

Chairman Halligan advised Judy Rippingale that the Committee 
would appreciate the presence of Gary Blewett, Administrator, 
Liquor Division, DOR, during executive session on the bill later 
this date. 

Senator Towe asked if the original bill was to give the same 
preference. Representative Harrington replied it was, and that 
it was amended on rule-making authority and issuing of bids in 
House Taxation. He explained that locals were afraid outside 
distillers would come in to take their place. 

Senator Towe said the concerns about contingencies to let 
bids until preference is in place is not addressed in the bill. 
Representative Harrington replied DOR said they had to do this 
because of the Procurement Act, so that language was changed in 
the bill. 

Senator Towe asked if the change were satisfactory. Mark 
Staples replied is it, and said if it doesn't work he would 
encourage the newly formed organization of store managers to take 
it to the district courts. He commented that the language is 
certainly more clear than that in the budget bill. . 

Senator Towe asked if this language applies retroactively. 
Mark Staples replied he was not sure. 

Senator Doherty asked if the Committee could demand that 
both Denis Adams, Director, DOR, and Gary Blewett be present for 
executive action on the bill. Chairman Halligan replied it 
would. 

Senator Eck commented that three year leases make it very 
difficult to payoff improvements. Representative Harrington 
said he submitted an amendment in the House, but no one seconded 
it~ and said he heard the Governor would not be pleased with the 
amendment. Representative Harrington further stated that Senator 
Rea has an amendment, and that he thought the Senator would be 
present for this hearing. Chairman Halligan advised the 
Committee that Jeff Martin, Legislative Council, has Senator 
Rea's amendment. 

Closing by Sponsor: 

Closing on HB 44 was delayed by consensus of the Committee. 
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EXECUTIVE ACTION ON HOUSE BILL 44 

Amendments, Discussion, and Votes: 

Senator Towe moved to strike "state" on page 3, line 21. 
The motion to carried unanimously. 

Senator Towe moved to delete "exempt" through "constitution" 
in its entirety, and to insert "The" on page 4, lines 1-3. The 
motion carried unanimously. 

Senator Towe moved to strike "ending" and change "93" to 
"94" on page 29, line 10, and to add "s" to "year" on line 9. 
The motion carried unanimously. 

Senator Van Valkenburg stated he would like to change the 
surtax figures to 3 and 4 percent to make computation easier on 
page 2, lines 6-7. He further commented he believed that if, as 
the result of the surtax, people have underpaid, they would not 
be subject to penalty, assuming they were going to pay without an 
extension. 

Senator Towe advised the Committee that DOR's $7 million 
figure is largely a determination by the Department that people 
will ask for extensions. He said he believes it does clearly 
apply, and that there should not be that much loss of revenue 
because of the penalty. Senator Van Valkenburg agreed with 
Senator Towe, but said he was apprehensive about doing it. 

The Senate Taxation Committee recessed at 10 a.m. and reconvened 
at 12:30 p.m. Senators Brown and Gage were not present when roll 
was noted. 

Senator Towe moved the Committee's amendments to HB 44 
(Exhibit #7). Jeff Martin called their attention to page 20, 
line 29, concerning applicable dates for income tax. The motion 
carried unanimously. 

Senator Van Valkenburg moved his amendments concerning 
personal income withholding tables, effective September 1, 1992 
(Exhibit #8). The motion carried unanimously. 

Senator Towe moved to change 4.66 to 4.7 percent so the 
numbers on Senator Van Valkenburg's amendment would correspond. 
The motion carried unanimously. 

Senator Van Valkenburg moved Representative Ream's amendment 
concerning cigarette tax (Exhibit #9) . 

Senator Towe asked Mark Staples to explain the amendment. 
Mark Staples replied that cigarettes are purchased by wholesalers 
from the manufacturer, so the 18 cent tax is already paid, but if 
the effective date is the first full month following passage and 
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approval of the bill (August 1, 1992), they could purchase all 
the 18 cent tax stamps out there and stockpile them because the 
new ones will be 19.26 cents. He explained that if the calendar 
year runs from passage and approval it will alleviate the 
problem. 

Senator Van Valkenburg's motion to amend carried 
unanimously. 

Recommendation and Vote: 

Senator Towe moved that HB 44 Be Concurred In As Amended. 

Senator Harp commented that the Second Special Session was 
called to address a cash balance and cash flow problem. He said 
$10-11 million was made in spe~ding cuts, and now the Committee 
is being asked to raise additional revenue to balance the budget. 
He said the Legislature needs to look at the spending side more, 
as the people are sending letters to say that is what they want. 

Senator Harp further commented that $50-60 million has 
already been borrowed from the highway trust account, and that 
more will be borrowed. He stated the Legislature has nev~r gone 
into this fund the way it is now, and that it should be 
discussed. 

Senator Van Valkenburg stated those funds will likely be 
repaid when tax revenue anticipation notes (TRANS) are issued for 
FY93, and that it is necessary to have some borrowable dollars to 
get through FY93. He explained that Appropriations and Finance 
and Claims Committees are to begin the process of raising the 
fuel tax for the 95 biennium for a reasonable highway program, 
and that it is a very serious and obvious problem when the Board 
of Examiners doesn't want to borrow money to balance the budget. 

Senator Thayer asked if the bill would raise $51 million. 
Senator Towe replied that there is $31.6 million available cash 
in the general fund, in accrued revenue (all of the seven percent 
going to the general fund) borrowed from any account that is not 
interest-bearing (Exhibit #10). He said the Governor asked for 
cuts in K-12 and higher education budgets, and that the 
Legislature has made $4 million in cuts other than education, or 
nearly twice as much as the Governor asked. Senator Towe further 
stated that there would be $8-9 million savings in education for 
a total of $20 million in non-tax revenue, but if more is cut it 
will deprive Montana citizens of education and medical care 
dollars. 

Senator Harp stated there is $4-5 million to play games with 
in the fire suppression account, and that he felt the Governor 
did not go far enough on cuts. Senator Van Valkenburg reminded 
the Committee that the Montana Taxpayers Association did not go 
before the Committees and ask for cuts. He stated that when 
cutting begins to get specific, people begin to understand there 
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are no easy choices, and strong interest groups become active. 

Senator Van Valkenburg went on to state that when video 
gaming was targeted for a 133 percent increase, no other lobbies 
opposed that increase. He told the Committee it works the same 
way on the spending side, and encouraged Senators to go to 
Finance and Claims Human Services Subcommittee meetings and 
others, and see what it means to get specific. He said those 
committees are doing all that is possible to reduce spending in 
their areas. 

Senator Gage agreed with Senator Van Valkenburg, and asked 
where the people were when the Committees tried to "de-earmark" 
dollars. 

Senator Eck commented that the spending side needs to be 
looked at, and said one problem is subsidizing businesses who pay 
low wages (poverty level), and hire people at 30 hours our less. 
She further commented that those subsidies continue to grow. 

Senator Thayer stated he did not believe the situation would 
change until the legislative process is changed. He said the 
Legislature needs to spend the early weeks working on what the 
income side looks like, and then tell the people what is 
available. 

Senator Towe's motion that HB 44 be concurred in as amended 
carried with Senators Doherty, Towe, Van Valkenburg, Yellowtail, 
Eck and Halligan voting aye, and Senators Brown, Gage, Harp, 
Koehnke, and Thayer voting no. 

EXECUTIVE ACTION ON HOUSE BILL 48 

Amendments. Discussion, and votes: 

Senator Rea referred to his amendment drafted by Jeff Martin 
(Exhibit #11). Senator Eck moved the amendment, which carried 
unanimously. 

Senator Towe stated he was concerned by DOR proceeding to 
let bids contrary to the ROC's request that it not do so. He 
asked if there were any bids that had not been awarded as of this 
moment, and proposed language to apply to all bids not yet 
awarded (Exhibit #12) . Gary Blewett replied that DOR would not 
proceed with such bids, and that he had received no instructions 
to hurry up and award bids before the Governor signs HB 48. 

Senator Doherty commented that the Legislature has stated 
three times that it does not want to privatize liquor stores, but 
it looks like DOR is doing everything possible to "screw up" the 
liquor business in the State of Montana. He asked if this 
sabotage would continue. Mr. Blewett replied that it absolutely 
and unequivocally would not, and that DOR was not making any 
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Mr. Blewett referred to 1985 legislation sponsored by 
Representative Harrington, stating that if stores drop below a 
ten percent profit standard they should go to privatization, and 
said that is what DOR is doing. He explained that DOR is working 
in a situation in Great Falls right now under this legislative 
framework. Mr. Blewett further explained that DOR was left with 
this situation in two locations, as the landlord did not bid, and 
the newest location is clearly temporary. 

Senator Doherty asked about the complaint that stores are 
not getting their inventories, and if Mr. Blewett could assure 
the Committee that DOR is not intentionally trying to reduce 
stock or inventories. Mr. Blewett replied he could assure the 
Committee that DOR is not intentionally trying to reduce stock or 
inventories. He stated that three years ago a breakdown in the 
computer system cause some delay, but there had been no problems 
before that time, nor have there been problems since, as DOR 
ships every two weeks. 

Senator Towe asked if DOR had any problems with the 
mechanisms and language in the bill. Mr. Blewett replied he did, 
because the language does resolve the issues it attempts to 
address. He explained that the use of the word "bid" has 
narrowed it to agencies in communities of 3,000 or more 
population, and does not address smaller communities. He further 
explained that section 4, new (2) refers back to section 3 and 
sounds like any rulemaking DOR might entertain is prohibited and 
stopped. Mr. Blewett told the Committee that new subsection 5(b) 
is unclear in view of new section 2. 

Senator Towe stated he did not see any concerns with page 5, 
but moved to insert "for proposal" following "bids" on page 4, 
line 8. The motion carried unanimously. 

The Committee left executive session without completing action on 
HB 48 and proceeded with hearing of new bills at 1:20 p.m. 

HEARING ON HOUSE BILL 54 

Presentation and Opening Statement by Sponsor: 

Representative Bob Ream, District 54, told the Committee HB 
54 brings in revenue this year and the following year by revising 
the method of calculating individual income taxes due from non
resident and temporary resident taxpayers. He explained that 
language on page 6, lines 7-9 was reinserted in the House after 
is was accidently deleted earlier (Exhibit #13) . 

Proponents' Testimony: 

Wayne 
the bill is fair. 

, Lincoln County, said he believes 
~~--------------
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Opponents' Testimony: 

There were none. 

Questions From Committee Members: 

There were no questions from the Committee 

Closing by Sponsor: 

Representative Ream made no closing comments. 

HEARING ON HOUSE BILL 24 

Presentation and Opening Statement by Sponsor: 

Representative Ben Cohen, District 3, said HB 24 was 
requested by DaR. He explained that some are claiming the 
railroad freight line license tax is illegal under the 4R Act, 
and that railroads are excluded from corporate license tax. He 
further explained that the state could lose in a court case. 

Proponents' Testimony: 

Dave Butcher, Office of Legal Affairs, DOR, said the bill 
repeals the current freight company tax, and institutes a tax on 
railroad car companies proposed as class 12 property. He 
explained that it may include some corporate license tax (Exhibit 
#14) . 

Opponents' Testimony: 

Mike Greely, GE Capital Railcar Services, told the Committee 
the bill is so complex, it has not even been gone over with DaR 
yet (Exhibit #15). He said he is not objecting to the tax the 
company is paying now, but the new tax amounts to $31,000 per 
year, and he objects to the complicated formula and not being 
able to anticipate tax a tax increase of three to nine times 
greater. 

Mr. Greely advised the Committee that problems in HB 24 
relate to HB 44. He commented that one could say the bill is 
unconstitutional, and there is no retroactive provision on the 
seven percent surtax in HB 44, but HB 24 is retroactive to 90 and 
91, as well as 92. Mr. Greely further advised the Committee that 
HB 24 repeals gross earnings, and suggested they amend out 
section 17. He stated that if HB 24 passes railcar companies 
will probably file litigation. 

Robert Edd Lee, TTX Company, told the Committee his company 
is trying to avoid further litigation, and see legislation passed 
that they can agree to. He said this is the wrong solution to 
the problem, made on a study not fully investigated. Mr. Lee 
suggested the Committee avoid the retroactive nature of the bill, 
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as existing statute repeals any other tax. He further suggested 
that the Committee table the bill, to allow time for a workable 
solution in 93 that is compatible with federal law (Exhibit #16). 

Questions From Committee Members: 

Senator Towe asked what would happen if the court rules in 
favor of the freight line companies, and if monies are held by 
DOR subject to the court's decision. Mr. Lee replied he believes 
DOR would file and appeal, and reach an adjusted tax number. He 
stated that if HB 24 is adopted, it would accomplish the very 
thing they were afraid the court might do. 

Senator Towe asked if language should be put in the bill to 
make it effective upon the court order being final. Mr. Lee 
replied that would be a good solution. 

Senator Towe asked Dave Butcher, DOR, to respond. Mr. 
Butcher replied he did not see how the companies would have the 
incentive to pay DOR. 

Senator Towe asked if the bill weakens DOR's hands as it is. 
Mr. Butcher replied that it he believes HB 24 will strengthen 
DOR's position. 

Senator Towe asked about the proposed language change. Mr. 
Butcher replied he did not believe it would help, since there are 
three to four years to deal with. 

Senator Gage read letters he received from Itel Rail 
Corporation and GE Railcar Services to the Committee (Exhibits 
#17 and #18) . 

Senator Thayer stated that the Committee needs to put 
language in the bill that the tax can be no greater than what was 
paid in the prior year. Dave Butcher asked if he were saying 
that railroad car property would be taxed the same way all other 
commercial property was taxed in the state. 

r 

Chairman Halligan announced that the Committee would work on 
amending the bill. 

Closing by Sponsor: 

Representative Cohen commented that the allocation method 
mentioned in the TTX letter was used successfully in Washington, 
but House Taxation felt the bill was a good idea to put good
faith pressure on these companies. 
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HEARING ON HOUSE BILL 52 

Presentation and Opening Statement by Sponsor: 

Representative Ben Cohen, District 3, said HB 52 was also 
requested by DOR, and moves the appraisal cycle to do away with 
one year of sales assessment ratio to get real values on roles 
sooner. He said the bill was amended to give a year back to the 
Agricultural Study Subcommittee in ROC. He said the County 
Assessors like the bill as they won't have to send to assessment 
forms, and urged the Committee to concur in the bill. 

Proponents' Testimony: 

Ken Morrison, DOR, testified in support of the bill. Kim 
Enkrud, Montana Stockgrowers, Montana Farm Bureau, and Montana 
Water Resources Association provided prepared testimony in 
support of the bill (Exhibit #19). 

Opponents' Testimony: 

There were no opponents of HB 52. 

Questions From Committee Members: 

In answer to Senator Doherty Representative Cohen replied 
the problem has to do with the time line references back and 
forth. Senator Doherty asked what that does to meetings around 
the state. Representative Cohen replied they will all move 
forward as schedule. 

Senator Eck asked when the bill is effective. Denis Adams, 
DOR, replied it was scheduled for 94, but was changed to 93, and 
will appear on November, 1993 tax statements. 

Senator Gage asked if there will be increases in taxable 
value. Denis Adams replied it is much closer to market value 
right now than any other assessment cycle, so there will not be 
as much increase statewide, but DOR won't know until it is done. 

Senator Gage said he was concerned with statewide mandated 
millage, as it creates a tremendous amount of difficulty, and may 
not be fair. Ken Morrison, DOR, replied that some reappraisal 
values in 93 will be used for tax purposes in 93 for a mix in 
residential property or no change. He said timberland will not 
be on the roles until 1994. 

Senator Towe asked what DOR will do in 1996. Ken Morrison 
replied that is the beginning of the next reappraisal cycle. 

Senator Towe asked why DOR is taking away the successful 
sales assessment ratio. Ken Morrison replied it was eliminated 
one year earlier as it caused duplication in the system and 
creates confusion. 
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Senator Eck asked if property valuation in the Bozeman area 
would go up. Ken Morrison replied DOR would use values in 93 
regardless of what happens with this bill, based on individual 
property reappraisals. He said the bill shrinks a seven-year job 
down to three years. 

Closing by Sponsor: 

Representative Cohen made no closing comments. 

EXECUTIVE ACTION ON HOUSE BILL 54 

Motion: 

Senator Van Valkenburg moved that HB 54 Be Concurred In. 

Discussion: 

There was none. 

Amendments. Discussion. and votes: 

There were none. 

Recommendation and Vote: 

Senator Van Valkenburg's motion carried unanimously. 

The Senate Taxation Committee recessed at 2:03 p.m. and 
reconvened at 4:53 p.m. Senators Brown, Thayer, and Van 
Valkenburg were not present when roll was noted. 

EXECUTIVE ACTION ON SENATE BILL 11 

Motion: 

Senator Doherty moved to table SB 11. 

Discussion: 

There was none. 

Amendments. Discussion. and Votes: 

There were none. 

Recommendation and Vote: 

Senator Doherty's motion carried unanimously. 
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EXECUTIVE ACTION ON HOUSE BILL 48 

Motion: 

There was none. 

Discussion: 

There were none. 

Amendments, Discussion, and Votes: 

Senator Towe moved to amend HB 48 (Exhibit #12), and asked 
that the record be clear on the Committee's intent on 
advertisement of bids. The motion carried unanimously. 

Recommendation and Vote: 

Senator Towe moved that HB 48 Be Concurred In As Amended. 
The motion carried unanimously (Van Valkenburg leaving a yes 
vote). Senator Halligan is to carry HB 48. 

EXECUTIVE ACTION ON HOUSE BILL 24 

Motion: 

Senator Towe moved that HB 24 Be Concurred In. He asked 
that the record clearly reflect that from "number and kind of 
railroad cars and total number of miles traveled in the state by 
railroad cars" through "companies" on page 10, lines 13-15, is 
meant to be the intent of the bill. 

Discussion: 

There was none. 

Amendments, Discussion, and Votes: 

There were none. 

Recommendation and Vote: 

Senator Towe's motion carried with all members voting aye, 
except Senators Harp and Gage who voted no (Van Valkenburg 
leaving a yes vote) . 

EXECUTIVE ACTION ON HOUSE BILL S2 

Motion: 

Senator Gage moved that HB 52 Be Concurred In. 
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Discussion: 

There was none. 

Amendments. Discussion. and Votes: 

There were none. 

Recommendation and Vote: 

Senator Gage's motion carried unanimously (Van Valkenburg 
leaving a yes vote) . 

EXECUTIVE ACTION ON SENATE BILL 4 

Motion: 

Senator Doherty moved that SB 4 Do Pass. 

Discussion: 

There was none. 

Amendments. Discussion. and Votes: 

Senator Towe moved to amend page 2, line 11, by striking 
"boat" and inserting "houseboat". He said he hoped DOR 
regulations would clarify all boats containing housing. 'Senator 
Doherty replied that another section of the bill defines 
residence, and that he was against the amendment. Senator Towe 
withdrew his amendment. 

Senator Towe moved to amend page 2, line 3 and line 15, 
inserting "qualified" before "residence". The motion carried 
unanimously (Van Valkenburg leaving a yes vote) . 

Recommendation and Vote: 

Senator Doherty moved that SB 4 Do Pass As Amended. The 
motion carried with all members voting aye except Senators Gage 
and Halligan (Van Valkenburg leaving a no vote) . 

The Senate Taxation Committee recessed at 5:10 p.m. and 
reconvened at 6:08 p.m. Senators Brown, Doherty, and Thayer, 
were not present when roll was noted. 

HEARING ON HOUSE BILL 27 

Presentation and Opening Statement by Sponsor: 

Representative Fritz Daily, District 69, said the bill was 
amended by House Taxation Committee. 
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Representative Jim Elliott, District 51, told the Committee 
corporations were amended out of the bill, as were low- and 
middle-income Montanans. He explained that if one pays minimum 
tax to the federal government, one must also pay in Montana, and 
said the bill is retroactive to December 31, 1992. 

Representative Elliott stated that DOR estimates $1.953 
million in additional tax is owed to Montana during the 1992 
taxable year, and that DOR also claims people will file 
extensions so they will not have to pay until October 15, 1993. 
He told the Committee he disputes that claim, since people will 
have to pay a penalty plus nine percent interest. 

Opponents' Testimony: 

Dave Johnson, Helena CPA and Legislative Chair for the 
Montana Society of CPAs, told the Committee that alternative 
taxes are complex, and that the Society was concerned that people 
who prepare their own returns will have problems with compliance. 
He said the Society is also concerned the applicability of 
software available to CPAs, and that (i) (2) in the bill is 
incorrect. 

Questions From Committee Members: 

Senator Towe asked if the $40,000, $30,000, and $20,000 
levels were right out of federal tax schedules. Representative 
Elliott replied they were. 

Senator Towe asked why there was a separate schedule for 
exempt interest for residents, but not for non-residents. He 
also asked why interest could not be tax exempt, as an additional 
requirement. Representative Elliott replied he could not answer 
the question. 

Bob Turner, Exam Bureau Chief, Income and Miscellaneous Tax 
Division, DOR, said the exemptions are put in the bill from 
federal law. HE explained that Montana bond interest is not 
taxed, and said the $20,000, $30,000, and $40,000 exemption 
brackets are in the bill to make computation easier. 

Senator Halligan asked if a man making $32,000 annually 
working at a lumber mill would have to do two calculations 
separately. Mr. Turner replied that person would figure 
alternative minimum tax on a schedule for Montana. 

Senator Towe asked how this corresponded with HB 54. Mr. 
Turner replied there would probably need to be coordination 
instructions. 

Senator Van Valkenburg asked if a significant amount of 
money would be raised by HB 27 this biennium. Judy Rippingale, 
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Deputy Director, Tax, DOR, replied there is no penalty this year, 
and that the Tax Division doesn't expect this income. 

Senator Gage asked if it would be similar to divorced 
couples filing separately who are not going to give each other 
any money. 

Senator Towe asked how the sponsors arrived at 8.25 percent, 
when the federal rate is 24 percent, and the maximum federal 
individual rate is 28 percent, while the state's maximum is 11 
percent. Representative Elliott replied the bill is a carbon of 
Representative Schye's 1989 session bill. 

Senator Towe commented that the issue needs further study 
from the CPA standpoint. Dave Johnson stated there is an 
improper code section. 

Senator Halligan asked why corporations were taken out. 
Representative Elliott replied it was done because the House 
Taxation Committee felt corporations would object. 

Senator Towe commented that it would be beneficial to pick 
up the federal deduction out of the tax. 

Closing by Sponsor: 

Representative Elliott closed for Representative Daily and 
thanked the Committee for hearing the bill. He said the CPAs 
opposed the bill last time, and that the federal alternative 
minimum tax was put on the books to close loopholes for the 
wealthy. Representative Elliott told the Committee he believes 
in a progressive Montana tax structure, and said that in 1990, 24 
people paid no income tax in Montana. 

ADJOURNMENT 

Adjournment At: 6:30 p.m. 

MH/jtb 
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Janelle Fallan, 
Executive Director of Montana Petroleum Association, a division of 
Rocky Mountain oil and Gas Association 

Our members explore for, drill for, produce, refine, transport 
and market more than 90% of the petroleum -- oil and gas -- in 
Montana. Our members include small independent operators as well 
as major companies. In the interests of time, I am speaking for 
the petroleum industry today. 

I have distributed some basic industry information compiled by 
my office. The first two charts show our production taxes since 
1980. Yes, they have declined in the last six years. Please do 
not assume that means that the tax rates should be higher. 

Pages 3 and 4 show how our rates compare with some other 
producing states. Alaska does tax some oil more than Montana, and 
Alaska and California both have such different methods of taxation 
they do not lend themselves to easy comparison. You can easily see 
how we compare with our neighbors. 

I count six production taxes that will be increased by HB 44, 
and a total of 17 taxes the industry eventually pays that will be 
increased. ~~ of those taxes -~a year's delay in ~~ 
collection, so it won't even be collected uptil 1994. 

~ ~A- /-tGJ.;L &..A-L e/~ 
Production taxes are not passed on to the consumer but must be 

absorbed by the produc~. Production taxes are all based on gross, 
wi th no deductions for operating costs. _ . ~ -: ,,-/t .-

ft A a...J.; c~ db)t&:/- . A'-'-7 "<.l-C 
.. )J1tM-.kd-~ v' ~ ~ ...... ~ -s .,z-I~~ ... t:,£wv 

Consider the natural gas marketer from northern Montana, who 
must compete with cheap Canadian gas as well as North Dakota gas 
taxed at 1/5 the Montana rate. That's tough. 

Concerned about the sunset. Not accusing anyone of lying. A 
gubernatorial candidate yesterday said this form of taxation seemed 
relatively acceptable. We've heard talk of continuing it at a 
higher rate in 1993. To the extent our tax system already has 
inequities, HB 44 exaggerates those inequities and the longer it 
remains in effect and the higher the rate, the greater those 
inequities become. 

July 16, 1992 



Testimony of: 
Dan L. Walker, U S WEST Communications 
House Bill 44 
Before the Hel:1se Taxation COHlfllittee SelVo..tc:.... 1a..,ca..~0Y"\ 
Jai} 13, 1992 .3\,,."\, JIo/1Qq'-., 

U S WEST Communications must appear today in opposition to HB 44. 

While we recognize the financial difficulty of the State of Montana, we 

believe that U S WEST Communications is presently paying an inordinately 

high rate of taxes in Montana. 

As the Committee may know, U S WEST Communications provides local 

telephone exchange service in 14 western states. By way of comparison, 

our state and local taxes in Montana are the highest of the 14 states. 

This comparison is of the total state and local taxes paid divided by the 

total network access lines served. 

U S WEST • Montana 
Total State and Local Taxes . 1991 
Total Divided by Lines Served . 1991 
Monthly Tax per Line Served - 1991 

U S WEST 
Average Annual Tax in U S WEST Area 
Average of 13 Other States Served 

$22.6 Million 
$75.30/Line 
$ 6.30/Line/Month 

$40.44/Line 
$37. 75/Line 

Our argument against increasing the burden of taxation on U S WEST 

Communications is simply that the taxes levied on our operations in 

Montana are not in line with taxes in the other states in which we 

operate. This bill does not affect property taxes which represent the 

greatest share of the taxes we pay in Montana. However, it does provide 

for a surtax on our Corporate License Tax and a surtax on the Telephone 

License Tax. 
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Compared to other states, how effective is State Government"in 
Montana in managina its own affairs? Would you say that State 
Government in Montana is more effective or less effectiv"'e than 
State Government in surroundin, states? 

(IF MORE EFFECTIVE, ASK_) Would you say much more effective 
or just more effective? 
(IF LESS EFFECTIVE, ASK_) Would you say much less efrective 
or just less effective? 

All other thin,sbeina equal, would you favor a 
le,islative candidate supported by local business 
leaders or local labor leaders? 

All other thin,s beina equal, would you favor a candidate 
for the state le,islature that was supported by the state Education 
Association or by business and industry leaders? 

All other things being equal, would you favor a candidate 
for the state legislature that is supported by Montana's 
environmental groups or by busincss and industry? 

When it comes to news stories in the print and electronic news 
media concerning business and industry in Montana, would 
you say that the news media is overly positivc and supportivc, 
ovcdy critical and unsuPP9rtive, o'r fair and accurate in 
its reporting? 

v--1n your opinion, does Montana business and industry pay too 
large a sharc of the State's taxes, too small a share or the 
State's taxes, or a fair share of the State's taxes? 

Do you think all Montana businesses, regardless or size, 
should or should not be required to provide health 
insurance for all employees? 

The issue of federally designated wilderness has been debated 
in Montana for many years. Would you say that Montana currently: 
(I) has cnough wilderness; (2) not enou,h wilderness; (3) or too 
much wilderness? 

Do you ravor or oppose the reintroduction of the Grey wolr into 
Montana? 

Montana State Government is facina an estimated $150 million deficit. 
Should the state budaet crisis be managed with highcr taxes or 
deeper cuts in proarams and services? 

If more revenue is needed to balance the state's budget, should it be 
L- raised by increasin, income taxes, property taxes, business and individual 

taxes, or enacting a sales tax?' 

Do you think the Democrats can manaae state aovernment better, th:u 
Republicans can manaae state government better, or that political party 
makes no difrerence in the ability to manaae state aovernment? 

II S Much More Effect. 
4 More Effective 
3 Neither/Nor 
2 Less Effective 
J Much Less Effective 

12 I Business Leaders 
2 Labor Leaders 
3 Equal 
4 Uncertain 

13 I State Education 
2 Business/Industry 
3 Equal 
4 Uncertain 

14 I Environmental Groups 
2 Business/Industry 
3 Equal 
4 Uncertain 

IS I Positive It Supportive 
2 Critical It Unsupportive 
3. Fair It Accurate 
4 Uncertain 

16 I Top Lar,e a Share 
2 Too Small a Share 
3 Fair Share 
4 Uncertain 

17 I Should be Required 
2 Should Not be Required 
3 Uncertain 

18 I Has Enough Wilderness 
2 Not Enough Wilderness 
3 Too Much Wilderness 
4 Uncertain 

19 I Favor 
2 Oppose 
3 Uncertain 

20 I Higher Taxes 
2 Deeper Cuts In Programs 
3 Do Both 

21 I Income Taxes 
2 Property Taxes 
3 Business/Individual Taxes 
4 Enact Sales Tax 

22 I Democrats Are Better 
2 Republicans Are Better 
3 Party/No Difference 
4 Uncertain 
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Executive Summary 

. . 
In the latc 1970's, Marketing Research Institute developed its proprietary P-Basc tcchnology 

for thc purposc of idcntifying Statc Legislative Districts most likely to elect pro-business 

legislators~ P-Basc, which stands for Power Base, involvcs three distinctive research phases. 

First, issues important to key business leaders are identified. The Montana State Chambcr of 

Commerce convened a special panel of government affairs representatives for this purpose. 

Second, voter opinion on key business issues is measured by a statewide telephone survey. MRI 

developed a comprehensive questionnaire utilizing Montana's key business issues for the 

purpose of determining how various voter groups support major business issues. This report 

summarizes basic findings of that survey. Third, MRI completes a statistical analysis of 

business support indicators in the statewide survey for the p~rpose of developing a P-Base 

formula which is applied to each Legislative District in the state. The P-Base formula uses 

census demographic data and precinct by precinct clection results to determine which 

Legislative Districts in Montana should elect stronger business legislators. 

In March of 1992, MRJ completed a statewide telephone survey of 800 registered voters in 

Montana. Survey results provide a sampling error factor of plus or minus 3.5% at the .95 level 

of confidence. Thc statewide voter survey examined :1 nUlT!ber of important issues . 

.... 
Several demographic items, including geographicalloc3tion of residence address, v!'ter political 

party identification, voter age, occupation for the highest wage earner in each household, voter 

education level, annual household income, home ownership, and voter gender, were included 

in the statewide survey of 800 registered voters. Montana voters were about equally divided 

in thinking of themselves as Republicans and Democrats. The typical voter was 44 years old 

with an annual household income of $3 I ,000. About half of all rcspondcnts .worked in white

collar occupations and about half were employed in blue-collar positions or worked in 

agriculture. 

Major top-of-mind issues for Montana voters centered around ways to improve the state 

economically including providing more and better jobs. lowering taxes, and strengthening the 

economy. In fact, 52.0% of all responses were economically related. In addition, voters were 

concerned about the environment 10.9%, politics in Montana 7.3%. and schools 5.4%. 

Marketing Research Jnstftute 

MOllllUaa State\\;de Voter Survey 
AnaJysis Report 

April, 1991 
Paae 30 

The Plaza II, Suit. 201/713 S. Pear Orchard I P.O. Box 138661 Jac:kson. MS 39236-38661 (601) 957-7555 
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Much like the rest of the country, Montana voters are less than satisfied with State Government 
. ~ . 

and the State Legislature. A strong plurality of voters. 39.8%, said that State Government in 

Montana was less effective than State Government in surrouncHng states. Only 28.2% of voters 

concluded that Montana State Government was more effective than elsewhere. As indicated 

in the following two tables. Montana voters were very dissatisfied with the State Senate and 

State House of Representatives. In fact. a majority of voters said they were dissatisfied with 

both branches of the' State Legislature. 

.... 

State Senate Satisfaction 

5 Very Satisfied 2.4% 

4 Mildly Satisfied 32.6 

3 Neither/Nor 13.0 

2 Mildly Dissatisfied 29.9 

1 Very Dissatisfied : 21.6 

Total Satisfied 35.0 

Total Dissatisfied 51.5 

Ratio Sat/Dissat -1.5: I 

Mean Score 2.64 . 

State House Of Representatil'e Satisfaction 

5 Very Satisfied 

4 Mildly Satisfied 

3 Neither/Nor 

2 Mildly Dissatisfied 

I Very Dissatisfied 

Total Satisfied 

Total Dissatisfied 

Ratio Sat/Dissat 

Mean Score 

Marketing Resean:h Instftule 

3.1% 

31.9 

. 12.8 

29.2 

22.3 

35.0 

51.5 

-1.5: I 

2.64 

Muntana Statf\ride Voter Suney 
Analysis Repol1 

April, 1991 

The Plaza II. Suite 201/713 S. Pear Orchard I P.O. Box 138661 Jackson, MS 39236-38661 (601) 957·7555 
Pqe 31 



Montana voters were not as dissatisfied with their local St!Jte ~enators aJlu "lOjJllO;)lOlilAU Y\ .. ~ • 

. Ho"-:Iever, voters were less satisfied than generally required to provide a 50% probability of re

election success Cor the incumbent State Legislators. MRI has employed the five-point job 

satisracti~n Question used in this statewide study in over 1,000 campaigns nationwide. . . 
Typically, incumbents with less than 64% total satisfied responses have less than a 50% 

likelihood of re-election success. 

Local State Senate Satisraction 

5 Very Satisfied li.9% 

4 Mildly Satisfied 44.3 

3 Neither/Nor 11.4 

2 Mildly Dissatisfied 17.6 

1 Very Dissatisfied 13.4 

Total Satisfied 57.2 

Total Dissatisfied 31.0 

Ratio Sat/Dissat 1.8: I 

Mean Score 3.26 

..... 

Local St;tte Representath'e Satisfaction 

5 Very Satisfied 

4 Mildly Satisfied 

3 Neither/Nor 

2 Mildly Dissatisfied 

I Very Dissatisfied 

Total Satisfied 

Total Dissatisfied 

Ratio Sat/Dissat 

Mean Score 

Marketing Research Inslilut. 

11.6% 

44.0 

11.4 

19.3 

12.5 

55.6 

31.8 

1.7:1 

3.23 

MOlltnna StAtewide Voter Survey 
Analysis Report 

April, 1991 

The Plaza II, SufI. 201/713 S. Pear Or~ 1 P.O. Box 138661 Jackson, MS 39236-38661 (601) 957·7555 
Pace 31 



.. 
Can Democrats or Republicans manage State Govern"mcnt better? Montana voters concluded 

that political party makes no difference in the ability to manage State Government. In fact, 

66.5% held that opinion while 18.0% believe Democrats do a better job and 12.0% conclude that 

Republicans do a better job. 

How should State Government solve the $150 million budget deficit? When given the choice 
. " 

between higher taxes and deeper cuts, 43.8% favored deeper cuts, 26.1 % wanted higher taxes, 

and 14.5% recommended' doing both. If taxes m'ust be raised, voters prefer enacting a sales tax 

rather than increasing property or income taxes. 

The statewide survey included a number of questions which examined business support 

characteristics among voters. For examplc. 47.1% of voters favor a legislative candidate 

supported by business leaders while 34.4% prefer an opponent endorsed by labor leaders. When 

business endorsement was compared to support by the State Education Association, 43.4% of 

voters favored the state education candidate while 42.0% wanted the business candidate. When . 
business and environmental support were compared. 56.5% favored the business candidate and 

27.1 % the environmental candidate. Moritana voters show strong identification with business ..... 
leaders compared to labor leaders. 9ne question askcd: "On most political and economic issues. 

do you agree 'with the opinions held by business leaders or labor leaders in your area?" 

Responses were 44.8% ~usiness leaders and 28.8% labor leaders. 

The survey examined voter opinion on ten key business issues. The issues included voter 

opinion on the share of taxes paid by business, s'hould business provid'e health insurance to all 

employees. the designated wilderness issue in Montana, reintroduction of the Grey Wolf, how 

business is regulated in the state. taxcs on the production of minerals, timber production in 

Montana, economic growth for the state~ development of natural resources, and how employee 

benefits should be determined. The following tables summadze voter opinion on these issues. 

(rabIes 011 following page!) 
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.. 

Business Share Of State Taxes 

Too Large 20.4% 

Too Small 22.6 

Fair Share 42.9 

Uncertain 13.8 

Should Business' Prol'ide Health Insurance' 

Required 60.1% 

Not Required 33.6 

Uncertain 6.0 

What About" Montana Wilderness 

Has Enough 56.1% 

Not Enough 24.6 

Too Much 15.8 

Uncertain , 3.4 

Reintroduce Grey Wolf 

Favor 39.4% 

Oppose 46.5 

Uncertain 13.5 

(tables 011 foll(Jwillg p(lg~ j 

Marketing Research Institut. 

..... 
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.... 

.. 

State Regulation Of Business 

Over Regulated 27.5% 

Under Regulated 14.1 

Appropria te 44.6 
" " " " 

Uncertain 13.4 

Mineral Taxes In Montana 

Higher 13.2% 

Lower 10.9 

Same 67.5 
, 

~" 

Limit Timber Production 

Yes 39.0% 

No 54.4 

Uncertain 7.5 

(uzhles 0" follow;"K page) 
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Opinion On Economic Growth 

5 Strongly Encourage 68.3% 

4 Encourage 21.6 

3 Neither/Nor 4.0 

2 Discourage 1.8 

I Strongly Discourage . 4.4 

Total 'Encourage ·89.9 

Total Discourage 6.2 

Ratio Encourage/Discourage 14.5;1 

Mean Score 4.47 

Development. Of Natural Resources 

5 Strongly Encourage 

4 Encourage 

3 Neither/Nor 

2 Discourage 

J Strongly Discourage 

Total Encourage 

Total Discourage 

Ratio Encourage/Discourage 

Mean Score 

(wh/" on following pajt(') 

Marketing Research Institute 

57.8% 

22.5 

8.3 

3.5 

8.0 

80.3 

11.5 

7.0:1 

4.18 

Monhuill St.:alf'\ide Voter Sun'ey 
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April. 1991 
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-_. 

How Determlrie Employee Benefits 

_ Government Regulations 11.6% 

By The Employer 6.1 

Employer /Employee 78.8 

_ Uncertain 3.S 

Overall, Montana voters take business' position on most issues. When voter opinion in Montana 
- - -

is compared to other areas of the country, MRI concludes that Montana voters are more 
.- -

supportive toward business issues than most voters elsewhere. On the issue of providing health 

insurance to all employees, most Montana voters, 60.1%, do want to require all businesses to 

provide health insurance for all employees. Across the country, 70% of voters would like to 

require all businesses to provide health insurance for all employees. Montana voters are less 

likely to favor requiring health ins~rance than voters elsewhere. It is significant that 89.9% 

of voters think Montana State Government should encourage economic growth and development 

and that 80.~% of voters want the state to encourage the development of Montana's natural 

resources. 

Montana voters are more satisfied with public education than voters in most states. Most states 
, 

show less than 50% voter satisfaction with public education. In Montana, 65.5% of voters were 

satisfied and 29.1% dissatisfied. Montana voters hold a strong opinion, 75.3%, that teacher pay 

raises should be based on merit, rather than length of service. In addition, a majority of 

Montana voters concludeJhat the major problem with public education is not too little money 

going into education but the organization and management of the existing system. 

_ _ Matkeling Research Institute 
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1. Page 3. 
Following: line 5 

Amendments to House Bill No. 44 
Third Reading Copy 

For the Committee on Taxation 

Prepared by Jeff Martin 
July 17, 1992 

Insert: "(5) The additional tax collected under sUbsection (4) 
must be deposited to the credit of the state general fund." 

2. Page 3, line 21. 
strike: "state" 

3. Page 4, lines 1 and 2. 
strike: "Except" on line 1 through "the" on line 2 
Insert: "The" 

4. Page 29, line 9. 
strike: "the tax year" 
Insert: "tax years" 

5. Page 29, line 10. 
strike: "ending" 
strike: "1993" 
Insert: "1994" 

6. Page 30, line 1. 
strike: "and" 
strike: "through" 
strike: "ll" 
Insert: ", and 29" 

7. Page 30, line 5. 
strike: "and" 
strike: "through" 
strike: "ll" 
Insert: ", and 29" 

8. Page 31. 
Following: line 4 
Insert: "(8) (a) [Sections 30 and 31] apply retroactively, within 

the meaning of 1-2-109, to the tax year beginning after 
December 31, 1991. 
(b) [Sections 30 and 31] terminate upon receipt of taxes for 
the calendar year ending December 31, 1992. 

NEW SECTION. section 40. Coordination instruction. If House 
Bill No. 24 is passed and approved, then [section 12 of this act] 
is void." 

1 hb004401.ajm 



Amendments to House Bill No. 44 
Third Reading Copy 

Requested by Senator Van Valkenburg 
For the Committee of the Whole 

1. Page 29, line 10. 
Following: "." 

prepared by Greg Petesch 
July 16, 1992 

Insert: "The department of revenue shall adjust withholding 
tables for the month beginning September 1, 1992, in order 
to collect the full amount of the 2.3% surtax imposed in 
[section 2] during the remainder of this calendar year." 

1 hb00440S.agp 



Amendments to House Bill No. 44 
Third Reading Copy 

Requested by Representative Ream 
For the Committee on Taxation 

Prepared by Greg Petesch 
July 17, 1992 

1. Page 30, lines 7 and 11. 
Strike: "27" 
Insert: "2411 

2. Page 31, line 5. 

SENI\TE TAXA-TIONa. 

EXHIBIT. NO. .,z..~ 

OATf/~ = 
PllJ NO._~_.r...--oo_--'-'-~+---

Insert: 11(8) (a) [Sections 25 through 27] apply for 1 calendar 
year to tax liabilities beginning 1 day after [the effective 
date of this act] . 

(b) [Sections 25 through 27] terminate 1 year after 
[the effective date of this act].11 

1 hb004406.agp 
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Amendments to House Bill No. 48 
Third Reading Copy 

Requested by Sen. Rea 
For the Committee on Taxation 

Prepared by Jeff Martin 
July 16, 1992 

1. Title, line 8. 
Following: "AGREEMENTS" 
Insert: "AND LEASES" 

2. Title, line 10. 
Following: "AGREEMENTS" 
Insert: "AND LEASES" 

3. Title, line 11. 
Following: "AGREEMENT" 
Insert: "AND LEASE" 

4. Page 1, line 24. 
Following: "of" 
Insert: "leases or" 

5. Page 1, line 25 • 
Following: "existing" 
Insert: "leases or" 

6. Page 4, line 6. 
Following: "store" 
Insert: "or a person leasing space to the department to operate a 

liquor store" 

7. Page 4, line 7. 
Following: "renew the" 
Insert: "lease or" 

8. Page 4, line 10. 
strike: "highest" 
Insert: "most favorable" 
Following: "Those" 
Insert: "leases or" 

9. Page 4, line 12. 
Following: "of the" 
Insert: "lease or" 

10. Page 4, line 16. 
Following: "extending" 
Insert: "leases or" 

11. Page 4, line 17. 
Following: "existing" 
Insert: "leases or" 

1 hb004801.ajm 



Amendments to House Bill No. 48 
Third Reading Copy 

Requested by Sen. Towe 
For the Committee on Taxation 

prepared by Jeff Martin 
July 17, 1992 

1. Title, lines 12 through 15. 
strike: "REQUIRING" on line 12 through "STATE;" on line 15 

2. Page 3, line 22. 
Strike: "..!.Al" 

3. Page 3, line 25 through page 4, line 5. 
strike: SUbsection (b) in its entirety 

4. Page 4, line 8. 
Following: "bids" 
Insert: "or request for proposals" 

5. Page 4, line 10. 
Following: "bid" 
Insert: "or proposal" 

6. Page 4, line 13. 
Following: "bids" 
Insert: "or request for proposals" 

7. Page 5. 
Following: line 3 
Insert: "(2) [Sections 1 and 2] apply to bids or proposals that 

have not yet been awarded after [the effective date of this 
act]." 

Renumber: subsequent SUbsection 

1 hb004804.ajm 
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Purpose 

HOUSE BILL 24 

Department of Revenue Explanatiun 
July 9, 1992 

The purpose of this bill is to repeal the Freight Line Company Tax and have the 
companies pay the same property taxes and income taxes that other businesses in 
Montana pay. Freight line companies are businesses, other than railroads. which 
furnish cars for hauling freight over railways. 

Reason 

The reason the bill is necessary is that three large freight line companies, TI'X 
(formerly Trailer Train), Railbox, and Railgon filed suit in federal court this year 
alleging that the tax is discriminatory. 

Federal law - namely the Railroad Reorganization and Regulatory Reform Act of 
1976, more commonly known as the 4R Act - prohibits discriminatory taxation of any 
type of railroad transportatiun property. The companies claim that the current tax 
is discriminatory simply because freight line companies are the only companies which 
pay the tax. This argument has been successful in other states. 

It is unknown whether the companies argument will be successful in Montana. A 
decision is pending before federal district court in Billings. If the companies' 
argument is successful, the state will lose more than one million dollars in general 
fund revenue for tax year 1991. 

If Montana is successful on this issue, it still mustjustify the tax as nondiscriminatory 
based on the property taxes other businesses pay. The freight line company tax can 
not exceed a nondiscriminatory property tax. Therefore. a property tax assessment 
will still need to be made. Since an assessment still needs to be made. we may as 
well change to a property tax. 

Description 

The Freight Line Company License Tax is a 5.5% tax on the gross earnings of freight 
line companies who provide cars for the transportation of freight across railroad lines 
within Montana. The tax is in lieu of all other taxes including a property tax and is 
generally withheld by the railroads and remitted to the state. Deposits of $1.2 
million to the general fund were made in FY 1992. 

The annual tax is remitted on or before March 1 of each year by 20 companies, 
involving 170 taxpayers. A receipt acknowledging payment is sent to each taxpayer. 



HB 54 

NONRESIDENT TAXPAYER 

Earning $20,000 in Montana 

and 30,000 elsewhere 

$50,000 TOTAL 

Current Law Tax Only 

based on $20,000 ---- $1,090 

Based on 40% of Tax 

for $50,000 income ----$1,572.40 

***************************************************************** 

Earning $20,000 in Montana 

and 40,000 elsewhere 

$60,000 

Current Law -------------------$1,090 

Based on 1/3 of tax for 
$60,000 income -------$2,014 



.... 

The costs associated with the processing of payments and issuing receipts are 
minimal, less than $500 per year. No other costs are associated with collecting this 
tax. 

Proposal 

Montana's taxation method would be similar to the method used by most other states. 
The department's property assessment division would value the entire fleet of the 
company, nationwide, and then allocate a portion of that value to Montana. The 
allocation would be based on the ratio of miles traveled in Montana to miles traveled 
everywhere. 

To determine the taxes owed, the Montana value would be mUltiplied times the tax 
rate for railroad and airline property - class twelve property. The rate for class 
twelve property is a weighted average of the tax rate for commercial and industrial 
property - 7.5:3 percent for 1992. The taxable value times the average mill in the 
state used for motor vehicle fleets (15-23-103) is the actual tax. 

The money collected would be deposited to the general fund the same as the freight 
line license tax is now. In order to prevent any possible loss in general fund revenue, 
the bill is made retroactive to the 1991 tax year. The companies receive a credit for 
any taxes paid under the freight line tax. 

This program will have an initial cost of approximately $70,000 in personnel and 
operating expenses. The ongoing costs will be approximately $60,000. The 
department will be required to implement the necessary administrative rules and 
complete assessments for the 1991, 1992 and 199:3 tax years in a very short time 
frame. The freight line license tax was never fully funded to ensure compliance. It 
is important for the property tax application to be enforced from its inception. 

Future Problems 
The railroads and the car line companies have been successful in reqUlrmg 

states to reduce their property taxes based on exemptions fhr personal property. In 
a recent Oregon case ACF Industries, a company succeeded in being entirely exempt 
from all property taxes because of exemptions granted by the state. Oregon is asking 
the U. S. Supreme Court to review the Ninth Circuit decision. 



SENATE TAXATION J 
EXHIBIT NO.-=~( ......... - __ 

TESTIMONY OF GE CAPITAL RAILCAR SERVICES'Ai'-.l: -+--O'---,<l~~~"-

BEFORE THE TAXATION COMMITTEE 
OF THE MONTANA SENATE 

ON H.B. 24 

July 17, 1992 

Currently GE Capital Railcar Services pays an annual tax in the amount 

of 5.5% of the total gross earnings received by reason of the use or operation 

of railroad cars in Montana under section 15-55-101, et seq. MCA. This 

amounts to approximately $31,000 for 1991. 

GE Capital Railcar Services has no employees, offices or other facilities 

within the State of Montana that use state services. Their only connection 

with the state are the railcars traveling through the state on lease to others, 

the principal customer being Montana Rail Link. 

The Montana Department of Revenue is defending a challenge to the 

gross earnings tax on railcar companies in Federal District Court, Civil Action 

No. CV-92-28-BLG. GE Capital Railcar Services is not a party to this litigation 

because the company considers the current tax reasonable in relation to its 

activity in Montana. 

The Montana Department of Revenue anticipates an adverse ruling in 

the federal litigation and has introduced House Bill 24 to recapture any lost 

revenue. 

H House bill 24 is enacted, it could be subject to the same challenge as 

the gross earnings tax. 

The valuation methodology in House bill 24 is vague and could have 

the affect of overvaluing the cars GE CapUal Railcar Services actually runs 

through the State of Montana. There are no provisions for depreciation rates 



on the cars, no idle car allowance is provided, and the ultimate tax rate is 

uncertain. There is potential for the applied formula to have unequal 

impacts on the various railcar companies. GE Capital Railcar Services 

estimates that their tax liability under House Bill 24 could increase three to 

eight times the current yearly amount paid. 

GE Capital Railcar Services and other railcar companies are willing to 

discuss with the Montana Department of Revenue a system of taxation that 

would be fair to all railcar taxpayers. This should take place before the 1993 

Legislature meets so appropriate legislation can be considered in that session. 

House Bill 24 is a hastily conceived attempt to provide tax revenue. It 

too, could be subject to costly litigation and delay. In order to guarantee a fair 

tax on the railcar companies they should have an opportunity to contribute to 

the fashioning of a fair tax method during the regular session. Consideration 

can then be given to the unique nature of railcar property. 

-2-
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TESTIMONY OF TTX COMPANY 
Bill NO ___ ""~"-lII'-+ __ 

BEFORE THE MONTANA SENATE TAXATION COMMITTEE 

ON H.B. 24 

July 17, 1992 

TTX COMPANY (TTX) is a "freight line company" as defined 

within the meaning of section 15-55-101(2), MCA. 

Chapter 55 of Title 15, section 15-55-101, et seg., MCA, 

requires freight line companies to pay annually a sum in the 

nature of a tax in the amount of 5.5% of the total gross earnings 

received by reason of the use or operation of railroad cars in 

Montana. section 15-55-101(2) defines a freight line company to 

be any corporation, other than a railroad, engaged in the 

business of furnishing or leasing cars for the transportation of 

freight. 

TTX furnishes rail cars to interstate rail carriers for the 

purpose of providing rail transportation. 

Under TTX's car contracts with railroad carriers, the basic 

terms of which were approved by the Interstate Commerce 

Commission, all state taxes are paid by the companies as expenses 

of operation, and such expenses are passed on to TTX's customers, 

who are operating railroads, by means of the user charges which 

are determined taking into account all expenses including 

expenses for state taxes. 

The liabilities for TTX under the present tax statutes in 



Chapter 55 of Title 15 would be $761,000 for 1991. Other rail 

car companies pay lesser amounts ranging to the very 

insignificant. 

The taxation of rail car property in Montana is subject to 

the provision of section 306 of the Railroad Revitalization and 

Regulatory Reform Act of 1976, Pub. L. No. 94-210, 90 stat. 54 

(Feb. 5, 1976), now codi~ied at 49 U.S.C. section 11503. The Act 

is sometimes referred to by the Courts as the "4-R Act." 

section 306 states (in part) : 

It is unlawful for a State, a political 
sUbdivision of a State, or a governmental entity 
or person acting on behalf of such State or 
subdivision to commit any of the following 
prohibited acts: 

(a) The assessment (but only to the extent of any 
portion based on excessive values as hereinafter 
described), for purposes of a property tax levied 
by any taxing district, of transportation property 
at a value which bears a higher ratio to the true 
market value of such transportation property than 
the ratio which the assessed value of all other 
commercial and industrial property in the same 
assessment jurisdiction bears to the true market 
value of all such other commercial and industrial 
property. 

(b) The levy or collection of any tax on an assessment 
which is unlawful under subdivision (a). 

(c) The levy or collection of any ad valorem property 
tax on transportation property at a tax rate 
higher than the tax rate generally applicable to 
commercial and industrial property in the same 
assessment jurisdiction. 

Cd) The imposition of any other tax which results in 
discriminatory treatment of a common carrier by 
railroad subject to this part. 

Section 306 was enacted as part of a comprehensive 

TTX Company Testimony 
on House Bill 24 - Page 2 



Congressional plan to revitalize the nation's railroads and to 

strengthen the United states transportation system. After more 

than 15 years of investigation, various Congressional committees 

and study groups concluded that state tax discrimination against 

railroad property was pervasive and constituted an undue burden 

upon interstate commerce; that state laws which guaranteed equal 

tax treatment for railroad property had not been observed; and 

that state administrative and judicial remedies had not afforded 

railroad property taxpayers an efficient and effective means of 

obtaining relief from discriminatory state taxation. Based upon 

the recommendations of its committees, Congress established a 

clear federal policy against discriminatory state taxation of 

railroad property. 

Montana has for many years been involved in recurrent 

litigation in federal courts because of its various taxation 

schemes for railroad property. It has been expensive for the 

state of Montana and the taxpayers. It has resulted in tax 

receipts considerably lower than anticipated, simply because 

federal courts have been firm in the enforcement of the 

Congressional remedies. Past legislatures have taxed railroad 

property with the expectation of significant gains in tax 

receipts, only to have those expectations disappointed years 

later after litigation in federal court was ultimately concluded 

in favor of the taxpayer. 

On March 31, 1992, TTX and other rail car companies filed a 

TTX Company Testimony 
on Hn\1C::t:) 'Rill ,)A _ n~,..,,, .., 



civil action in united states District court, District of 

Montana, challenging Chapter 55 of Title 15 which imposes a 

"gross earnings II tax upon rail car property. That case is civil 

Action No. CV-92-28-BLG and is currently awaiting a decision by 

the Court on a motion by TTX to have the current statute declared 

to be in violation of section 306 of the federal 4-R Act. 

House Bill 24 is a reaction by the Department of Revenue in 

anticipation of another adverse ruling by a federal court that a 

Montana tax statute discriminates against railroad property 

because that prop'erty is not treated in the same manner as other 

commercial and industrial property in the state. 

As its first reaction, the Department of Revenue proposes to 

cure the defects of the present statute simply by including rail 

car with other centrally assessed railroad and airline property. 

TTX has several concerns with regard to the proposed 

amendment language and new language in House Bill 24 because the 

bill as written fails to take into consideration certain 

significant factors which will again lead to subsequent 

litigation in the federal courts under the 4-R Act, to the 

detriment of both the state of Montana and the taxpayers. 

Montana statutes taxing railroad property have generated 

extensive litigation in federal courts because of the preemptive 

declaration by Congress that all railroad property shall be taxed 

in a manner consistent and equal to the taxation of other 

industrial and commercial property. The following areas in House 

TTX Company Testimony 
on House Bill 24 



Bill 24 are some of those that are likely to cause the 

legislation, as proposed, to be in conflict with the 4-R Act. 

1. Retroactivity. Presently rail car company property is 

taxed under Chapter 55 of Title 55, section 15-55-101, et seg., 

MCA. That statute is now under challenge in a pending action in 

federal court. No ruling has been entered by the court in that 

case. Consequently, Chapter 55 of Title 15 is currently in 

effect and applicable. The purport of House Bill 24 is to make 

the taxation of rail car property retroactive to capture taxation 

under a new scheme and classification different from an existing 

Montana law. Whatever might be the motives or intentions of the 

Department of Revenue, such retroactivity would appear to be 

illegal under the Montana constitution and general legal 

prohibitions against retroactive taxation based on transactions 

already completed in a prior year. 

2. Inconsistent valuation methodology. An examination of 

section 15-23-201, MeA, at section 6 of House Bill 24, shows that 

centrally assessed railroad and airline property is valued on a 

number of different and complementary valuation methodologies, 

for instance, cost method, the stock and debt method, and the 

income or earning method. On the other hand, new section 8 of 

House Bill 24, which applies exclusively to rail car property, 

limits the assessment methodology for such property only to the 

cost method. That differentiation in valuation methodology, 

occurring even within the same classification, could lead to a 

TTX Company Testimony 
on Honc:.t:> 1=l.i11 ,),1 
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sUbstantial over-valuation of rail car property and a possible 

violation of federal law. 

3. Mileage allocations. New section 9 of House Bill 24 

contemplates the allocation of the taxpayer system property to 

the state of Montana on the basis of car miles traveled within 

the state to total system car miles traveled, unless the 

department determines that a different formula should be applied. 

The legislation, if enacted, should include a proper and fair 

method for allocation rather than leaving the determination to 

the Department of Revenue only in the alternative. System 

mileage formulas do not take into account unique characteristics 

of a state such as Montana. The mileage allocation formula 

assumes that all states have similar operations to the system 

average of operation as to speed of cars, termination and 

origination activities, storage of cars, and repair and/or bad 

order of cars. Montana's operations are not typical of other 

states with respect to such things as the average speed of cars 

traveling through the state, the great distances within the 

state, the origination and termination of traffic within the 

state, the storage of cars within the state, and that nature of 

Montana as primarily a bridge state for railroad traffic passing 

through it. This atypical nature of Montana causes a sUbstantial 

distortion of valuation in the magnitude of four hundred (400%) 

percent. A distortion of this magnitude would in itself cause a 

violation of the 4-R Act. 

TTX Company Testimony 
on House Bill 24 - Page 6 



· 4. Exempt property adjustment. New section 9, at 

Subpart (3) I recognizes that rail car property is classified 

differently from other commercial and industrial property in the 

State of Montana, and it attempts to address that differentiation 

through the application of an "R" percentage rate. This is at 

least a recognition of the variations in classification under 

Montana's taxation scheme for various types of commercial and 

industrial property. What is not addressed in House Bill 24 is 

any adjustment for the wide spectrum of exempt property under 

Montana law. Under Montana law much commercial and industrial 

property is not taxed at all, for example, commercial and 

industrial inventories. Nothing in House Bill 24 addresses the 

equalization adjustment necessary to account for the fair 

taxation of rail car property relative to exempt personal 

property. 

CONCLUSION 

It is clear that House Bill 24 is a premature reaction by 

the Department of Revenue to pending litigation challenging the 

current gross earnings tax that is presently applied to rail car 

property under section 15-55-101, et seq., MCA. That federal 

litigation is still pending. The case was only submitted to the 

U.S. District Court for determination on June 26, 1992. No 

decision has been announced. No guidance is available at this 

TTX Company Testimony 
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time from the Court's opinion with respect to fair and proper 

taxation of rail cars under the 4-R Act. 

H.B. 24, if it speaks to anything, speaks to the 

-Department's recognition that the current taxation of rail cars 

based upon gross earnings is inadequate and suspect under the 4-

R Act. However, to propose a hastily drafted and ill-considered 

alternative, which itself would raise more problems than it 

solves, is not the answer. 

House Bill 24 is premature. It is flawed, both technically 

and conceptually. It places the state of Montana at jeopardy 

because in attempting to solve a $700,000 tax problem it risks 

rendering all of Classification 12, applicable to centrally 

assessed railroads and airlines, in violation of federal law. 

The better legislative approach is to wait for the 

determination of the federal court in the pending case and then, 

during a session with time to do so, fashion a correction, if 

necessary, which is addressed exclusively to rail car property 

and which resolves factors exclusively applicable to rail car 

property. 

TTX Company Testimony 
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July 16, 1992 

Senator Delwyn Gage 
State Capitol 
Helena, MT 59620-1702 

Re: House Bill No. 24 
52nd Legislature 
Special Session 7/92 

Dear Senator Gage: 

550 California Street 
San Francisco, CA 94104 
(415) 984-4200 

We have been advised that House Bill No. 24 has been introduced during the current 
special legislative session which proposes to tax railroad car companies differently than 
they are currently taxed under the Gross Receipts tax. Hel Rail Corporation strongly 
objects to House Bill No. 24. 

First, this bill is intended to be retroactive which in itself raises some constitutional 
issues. We have conducted business and entered into contractual agreements based 
upon certain tax assumptions. We have paid the 1991 Gross Receipts tax as required by 
Montana law and consider the 1991 tax year closed. 

Second, the provisions of this bill are vague and the administration of the tax by the 
department of taxation would be subjective in nature. In determining the allocation of 
our movable property the miles-to-miles formula does not accurately depict Hel Rail's 
physical presence in the state. Montana is a bridge state so a straight miles-to-miles 
allocation formula would greatly overstate our presence in the state for business and tax 
purposes. 

Because of the magnitude and complexity of this tax issue and the significant impact a 
bill of this nature would have on the railroad car company industry, we feel that the 
industry should be allowed to express its concern as well as input in drafting a bill that 
would be fair to all prior to the 1993 regular legislative session. 
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Itel Rail Corporation requests that House Bill No. 24 be defeated during this special 
session. If it is passed with its current provisions, it would very likely end up the 
subject of litigation as violating the Railroad Revitalization and Regulatory Act of 1976. 

I respectfully request your consideration in this matter. 

Sincerely Yours, 

MtR.bJ~ 
David R. Wood 
Director of Property Taxes 

and Insurance Administration 



Michael S. Magnuson 
Tax !vlanager 

July 16, 1992 

senator Delwyn Gage 
state Capital 
Helena, Montana 59620-1702 

Re: House Bill 24 

Dear Senator: 

GE Capital 
Railcar Services 

GE Capital Railcar Services corporation (GE Railcar) opposes 
passage of HB 24 in its present form. The measure is designed to 
be "revenue replacement" but GE Railcar's $30,000 current tax bill 
would increase to $260,000. 

We urge you to delay passage of this bill to would allow taxpayers 
a chance to forge a more workable statute with the Department of 
Revenue. 

If delay is impossible, the points below should be added to the 
bill to make the impact tolerable and place the bill more in line 
with the 4R Act. 

1. Retroactive application - The ability of the state to obtain 
additional 1991 taxes is both questionable coristitutionally 
and patently unfair to taxpayers. Since retroacti vi ty is 
focused on rail property, the statue would likely run afoul of 
the 4R Act which precludes discriminatory taxation of rail 
property. The statue should be prospective. 

2. Allocation Method - Montana Taxable Value 

a. Miles-to-Miles Allocation Method - Montana represents 
what is termed a "bridge" state, 1. e. most railcars roll 
through the state without stopping at a Montana 
destination. GE Railcar has 1. 4% of its miles in 
Montana, yet the time its cars actually spend in Montana 
is substantially less. 

b. Speed Factor - A minimum speed factor of 200 miles per 
day should be provided to recognize Montana's bridge 
state status. Further, a taxpayer should be allowed to 
increase the miles per day above 200 by presentation of 
evidence to the DOR. 

3. Cost Method - HB 24 determines taxable value using the Cost of 
property while most states use the Depreciated Cost Method. 
We believe a depreciated cost method is more appropriate. 
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4. Availability of Other Valuation Techniques - Taxpayers should 
have the ability to utilize other generally accepted valuation 
techniques such as the income approach or discounted cash 
flow. Allowances for idle cars and other types of 
obsolescence should be provided. 

5. Administrative Authority - HB 24 grants the Department of 
Revenue far too much authority to prescribe rules, rates and 
methodology. The statute should specify methods and rates to 
keep the legislative process out of the hands of bureaucrats. 

We strongly urge you to delay or defeat the passage of this bill. 

Respectfully submitted, 

Michael S. Magnuson 
Manager, Corporate Taxes 

MM/pq 



SENATE TAXAnON 
EXHIBIT NO. / 

:::-:~~~ 

501 N. Sanders, Suite #4 • Helena, Montana 59601 • (406) 442-9666 

Senate Taxation Committee July 17, 1992 

HB52 

Mr. Chairman, members of the committee, the Montana Water 
Resources Association takes no position as to the overall 
contents and passage of HB52, Cohen. 

However, our great concern is any attempt to remove the 
amendment Rep. Steppler introduced from the House floor on 
July 16. That amendment allowed the agriculture community to 
continue to work with the Oversight Committee to provide 
recommendations for an equitable and reasonable solution to 
the existing committee recommendations on agriculture 
evaluations. 

MWRA opposes the elimination of that amendment, which passed 
with one dissenting vote on the House floor. Mr. Cohen spoke 
in support of the amendment and it is our understanding that 
the Department of Revenue is also in support of it, as it is 
written at the present time. 

T a k yo~ 

st: .. J,/~/7~~ 
Brunner, Executive Secretary 

ontana Water Resources Association. 

"Montana's Voice for Montana's Water" 
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ROLL CALL VOTE 

~~ ____ ~TA~XA~T~I~ON~ ________ __ 

Dare /7~ ____ ----..;Bill No. tI6 tf ¥ TiIre ( ."0;' ?YJ!t. 

YES » 

S:C:NATOR BROWN 

S:C:iolATOR DOHERTY 
~ 

SEHATOR GAGE "'-.J 

SENATOR HARP ~ 

SENATOR KOEhNKE ~ 

SENATOR THAYER ~ 
SENATOR TOi'1E I ~ 
SENATOR VAN VALKENBURG ~ 
SEHATOR YELLOWTAIL 

S1:.i.'iATOR ECi<, VICE CHAIR I~ 
SENATOR li.!\LLIGAN, CHAIR 
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