
TAXATION COMMITTEE 
45TH LEGISLATURE 

Rep. Herb Huennekens, Chairman, c a l l e d  t h e  House Taxation committee t o  o r d e r  
February 23 ,  1977, a t  8:00 a.m. i n  room #434, C a p i t o l  Bui ld ing ,  Helena. Reps. 
W. Jay  Fabrega and Edward Lien were excused. A l l  o t h e r  members were p r e s e n t .  
B i l l s  t o  be  cons idered  a r e  HB 516 and HB 817. 

Rep. Melvin Underdal, D i s t r i c t  #12, Shelby, MT, expla ined  HB 516 has  t o  do wi th  
t h e  o i l  p roducers '  t a x  on o i l  and n a t u r a l  gas produced, which i s  going i n t o  an 
earmarked fund t o  be  used i n  t h e i r  var ious  ope ra t i ons .  More money is needed 

f o r  plugging se i smic  ho les  d r i l l e d  f o r  t e s t i n g .  A t  t imes they 
HOUSE BILL have e x t r a  money which i s  inves t ed  wi th  t h e  i n t e r e s t  going back 

t o  t h e  gene ra l  fund i n s t e a d  of t o  t h e  earmarked fund. HB 516 
516 s t a t e s  on page 6: "Income and i n t e r e s t  from investment  o f  t h e  

boa rd ' s  moneys i n  t h e  earmarked revenue fund s h a l l  be  c r e d i t e d  t o  t h e  board." 
A t  t h e  p r e s e n t  t ime ,  t h i s  is  being done by a s o r t  o f  gent leman's  agreement,  
and HB 516 w i l l  make i t  mandatory. This  w i l l  p rov ide  some money, b u t  n o t  enough 
t o  pay f o r  c o s t s  of  plugging se i smic  ho l e s .  

Don Al l en ,  Montana Petroleum Assoc ia t ion ,  Helena, s t a t e d  t h i s  i s  simply l e g a l i z -  
i n g  what t h e  p r a c t i c e  a l r eady  is .  There is some ques t i on  o f  whether they were 
fo l lowing  t h e  d i c t a t e s  o f  t h e  law. HB 540, Rep. Aageson sponsored does change 
t h e  formula o f  t h e  t a x ,  c lean ing  up the  t a x  by changing t o  b a r r e l s .  SB 241 
which does d e a l  with t h e  plugging o f  s h o t  ho l e s  a l s o  c l a r i f i e s  t h i s .  The board 
comes from t h e  i n d u s t r y  and w i l l  be an i n c r e a s e  t o  t h e  i n d u s t r y  i t s e l f .  HB 516 
i s  t o  c l a r i f y  what i s  a l r eady  being done. 

Rep. Underdal c lo sed  by adv i s ing  t h e r e  i s  a sum i n  t h e  neighborhood o f  $3,000 
involved ,  accord ing  t o  t h e  f i s c a l  no te .  He asks  t h e  committee t o  adopt  t h i s  b i l l .  

Rep. Wes Teague, D i s t r i c t  #69, B i l l i n g s ,  handed o u t  amendments t o  HB 817 o f  
which he  is  t h e  sponsor .  This  b i l l  r ep l aces  t h e  c u r r e n t  p rope r ty  t a x  on bank 
s h a r e s  wi th  a t a x  on demand and time depos i t s  o f  -93% o f  t h e i r  t r u e  and f u l l  

va lue .  This  percentage  r a t e  w i l l  p rov ide  a t a x  revenue income 
HOUSE BILL the  same a s  when it would be a p p l i e d  t o  bank s h a r e s  t a x .  

817 B i l l  Groff ,  Department o f  Revenue, advised  t h a t  a s  a r e s u l t  o f  
t h e  law, t he  DOR had t o  do something t h a t  would be  f a i r  and 

equa l i ze  t h e  payments. This  b i l l  was prepared by t h e  DOR f o r  Rep-Teague. 

Mantz Hutchinson, DOR, expla ined  HB 817. He handed o u t  a c h a r t  showing percent-  
age f i g u r e d  by using 1976 t axab le  value o f  bank s h a r e s  and d i v i d i n g  t h a t  by the 
t o t a l  demand and time d e p o s i t s ,  a r r i v i n g  a t  -93%. The c h a r t  a l s o  shows the  
s av ings  and loan depos i t s  having a t axab le  va lue  of  $5,764,013. 

Dean Zinnecker,  Execut ive D i r ec to r  of  Montana Assoc ia t ion  of  Count ies ,  expla ined  
r e a l  p rope r ty  taxes  have been inc reased  because o f  t h e  r educ t ion  of  t axes  allowed 
by t h e  L e g i s l a t u r e .  HI3 817 is  an a t t empt  t o  c o r r e c t  t h e  i nequ i ty  i n  t a x ,  and i s  
one e x c e l l e n t  s t e p  t h a t  should be  taken by t h e  committee. I t  i s  an a t t empt  t o  
keep t h e  p rope r ty  t a x  a t  a lower l e v e l  and t r i e s  t o  keep r e a l  p rope r ty  from 
be ing  f u r t h e r  overburdened. 
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Dan Mizner,  D i r e c t o r  o f  t h e  League o f  C i t i e s  and Towns, s a i d  t h e s e  govern ing  
b o d i e s  a s k  c o n s i d e r a t i o n  f o r  r e p l a c i n g  t a x e s  and t a x  b a s e  t h a t  have been t aken  
away by o t h e r  b i l l s ,  such a s  t h e  expansion o f  b r i n g i n g  i n  t h e  s a v i n g s  and  loan  
companies and o t h e r  i n s t i t u t i o n s .  I n  t r y i n g  t o  e q u a l i z e  t h e  l o a d  on  t h e  t ax-  
p a y e r ,  you a r e  s imply dropping it on t h e  p r o p e r t y  l e v e l  a t  t h e  l o c a l  l e v e l .  He 
s u p p o r t s  t h e  b i l l .  He t h i n k s  HB 735 and 817 s h o u l d  be  c o n s i d e r e d  t o g e t h e r  and 
combined i n t o  a j o i n t  b i l l  f o r  p r e s e r v i n g  t h e  t a x  b a s e  o f  l o c a l  government. 

OPPONENTS: 

. George D. Anderson, CPA, r e p r e s e n t i n g  t h e  Montana Bankers A s s o c i a t i o n ,  Helena,  
handed o u t  a  "Comparison o f  P o s s i b l e  Tax C o l l e c t i o n "  c h a r t  which i s  a t t a c h e d ,  
comparing HB 735 and HB 817. HB 817 is  t r y i n g  t o  t a x  f i n a n c i a l  i n s t i t u t i o n s .  
He e x p l a i n e d  t h i s  c h a r t ,  and i n  some c a s e s  t h e  t a x  cou ld  be more t h a n  t h e  n e t  
income. He f e e l s  t h a t  HB 817 a s  w r i t t e n  would b e  a  complete ly  c o n f i s c a t o r y  t a x .  

John Cadby, Montana Bankers A s s o c i a t i o n ,  Helena,  r e f e r r e d  t o  t h e  c h a r t .  Banks 
A and B a r e  e x c e l l e n t  examples of  any b a s e  you use  f o r  t h i s  t a x .  Any b a s e  t h a t  
i s  used does n o t  r e l a t e  t o  t h e  a b i l i t y  t o  pay and this i s  one o f  t h e  p r i n c i p l e  
o b j e c t i o n s  t o  t h e  bank s h a r e  t a x .  When you look a t  d e p o s i t s  as a  b a s e  f o r  t a x  
you have a  comple te ly  r a d i c a l  d i s r u p t i v e  e f f e c t  on <he t a x  t h e  banks and towns 
and c i t i e s  have become accustomed t o .  A t  -93% t h e y  would pay about$113,000; a t  
.75%,  $94,000; and today  t h e y  pay $139,000, and s o  h e r e  i s  a  bank t h a t  w i l l  g e t  
i t s  t a x  c u t .  A ' s  t a x e s  a r e  reduced c o n s i d e r a b l y  and H ' s  jump up.  By a d o p t i n g  
a d e p o s i t s  t a x ,  a  county w i l l  have s u b s t a n t i a l  i n c r e a s e  o r  maybe a  b i g  l o s s .  
I t  i s  b e t t e r  t o  s t i c k  t o  t h e  bank s h a r e  t a x  even though i t  p r o v i d e s  a l i m i t e d  
d e d u c t i o n  o f  f e d e r a l  o b l i g a t i o n s ,  you s t i l l  have t h e  same amount o f  money given 
t o  t h e  c o u n t i e s .  HB 735 a t  100% c l a s s i f i c a t i o n  w i l l  p r o v i d e  c o u n t i e s  w i t h  t h e  
same revenue.  He is opposed t o  HB 817. 

Haro ld  P i t t s ,  Montana Independent  Bankers,  Helena,  opposes  HB 817. He f e e l s  t h a t  
something s h o u l d  be  done t o  t i d e  t h i s  t a x a t i o n  problem o v e r  f o r  t h e  n e x t  two y e a r s  
and t h a t  a  s t u d y  b e  made on bank t a x e s ,  and a  b i l l  p r e s e n t e d  t h e n .  

P a u l  A. Johnson,  Montana Savings  ana  Loan League,  opposes  HB 817 s a y i n g  i t  
would p u t  them o u t  o f  b u s i n e s s  a s  it i s  w r i t t e n .  See h i s  w r i t t e n  t es t imony .  
He s a i d  t h i s  i s  t h e  f i r s t  t ime  a t ax  has  been l e v i e d  a g a i n s t  l i a b i l i t i e s  s i n c e  
d e p o s i t s  a r e  cons idered  l i a b i l i t i e s .   his i s  a  s e l f - d e f e a t i n g  t a x  s i n c e  it 
p l a c e s  a t a x  on p e o p l e ' s  s a v i n g s  which a r e  used t o  f i n a n c e  homes f o r  p e o p l e  
i n  Montana. He s t r o n g l y  u rges  t h i s  b i l l  be k i l l e d  s o  t h e y  can s t a y  i n  b u s i n e s s .  

_ He t h i n k s  c r e d i t  unions  s h o u l d  be  i n c l u d e d  a l o n g  w i t h  s a v i n g s  and l o a n s  and 
banks .  

S t e v e  Grose,  Home F e d e r a l  S a v i n g s ,  Helena opposes  HB 817. He a d v i s e d  t h a t  f o r  
e v e r y  $ 1  m i l l i o n  i n  d e p o s i t s ,  s a v i n g s  and l o a n s  have t o  s e t  a s i d e  $50,000 i n t o  
a r e s e r v e  f o r  l o a n s .  It c o s t s  $350,000 j u s t  t o  main ta in  r e s e r v e s  f o r  l o s s e s  
and s i n c e  $50,000 was t h e i r  n e t  income, t h e y  w o u l d n ' t  have had t h e  money w i t h  
which t o  pay even t h e  l e s s e r  t a x .  He u r g e s  t h a t  t h e  b i l l  n o t  p a s s .  See  h i s  
t e s t imony .  

E r n e s t  A. Sandberg,  Empire F e d e r a l  Sav ings ,  L i v i n g s t o n ,  opposes HB 817 s a y i n g  
t h e y  j u s t  h a v e n ' t  t h e  income a v a i l a b l e  t o  pay t h a t  k i n d  o f  t a x .  He c a n ' t  s e e  
how any t a x  o t h e r  t h a n  one based  on income i s  r e a l i s t i c .  See h i s  t e s t imony .  
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Chuck Mercord, F i r s t  F e d e r a l  Savings  and Loan, K a l i s p e l l ,  opposes  HB 817,  
s a y i n g  t h e  s u b j e c t  o f  t a x a t i o n  i s  j u s t  a s  uncomfor table  t o  s a v i n g s  and l o a n s  a s  
i t  i s  t o  home owners. The t a x  s e t  o u t  i n  HB 817 would be l a r g e r  t h a n  t h e  n e t  
income of t h e i r  b u s i n e s s ,  and  he  d o e s n ' t  f e e l  S&Ls shou ld  be t a x e d  a s  t h i s  t a x  
c o u l d  t a x  them o u t  o f  b u s i n e s s .  

Bob Penning ton ,  Helena,  a g r e e s  w i t h  Harold  P i t t s  i n  t h a t  more t ime s h o u l d  be  
g iven  f o r  s t u d y .  Th is  t a x  i s  n o t  complete ly  e q u i t a b l e  between s a v i n q s  and l o a n s  
and banks a s  t h e y  a r e  n o t  e x a c t l y  i n  t h e  same b u s i n e s s  a s  banks .  A l l  t h e i r  
p r o f i t s  a r e  g iven  t o  t h e i r  members. Something more e q u i t a b l e  s h o u l d  be worked 
o u t .  

Ross Cannon, Montana Sav ings  and Loan League, opposes  HB 817 a s  it i n t e n s i f i e s  
t h e  problem i n  any t a x  l e g i s l a t i o n  - t h a t  o f  t a x  e q u i t y .  He f e e l s  S&Ls ought  
t o  have t h e  o p p o r t u n i t y  t o  p a r t i c i p a t e  i n  t h e  d r a f t i n g  o f  t h e s e  b i l l s .  H e  s a i d  
it must b e  remembered t h a t  banks by l a r g e  pay very  l i t t l e  s h a r e  t a x  s i n c e  a 
c a p i t a l  s h a r e  t a x  i s  a p a r t y  ownership t a x .  I f  t h e  p r e s e n t  l a w s u i t  i s  won, 
banks w o n ' t  pay t h e  t a x  e i t h e r .  He recommends a two-year i n t e r i m  s t u d y .  He 
t h i n k s  t h e s e  q u i c k  b i l l s  a r e  n o t  t h e  answer t o  t h e  problem o f  t a x a t i o n .  

Ronald F. Waterman, F i r s t  N a t i o n a l  Bank o f  Helena,  F i r s t  Bank System, opposes  
HB 817. Th is  t y p e  of t a x  i s  n o t  t h e  s o l u t i o n  t o  t h e s e  problems.  Banks a r e  
p robab ly  t h e  most o v e r t a x e d  o f  a l l  b u s i n e s s e s  i n  t h e  s t a t e  o f  Montana. Only 
Rhode I s l a n d  h a s  a - 4 %  t a x  on d e p o s i t s  o f  f i n a n c i a l  i n s t i t u t i o n s  which i s  f o r  
do ing  b u s i n e s s  i n  t h a t  s t a t e ,  and i s  on a l l  f i n a n c i a l  i n s t i t u t i o n s  and a l l o w s  
f o r  a number o f  d e d u c t i o n s .  The 1976 t a x  c a s e  b rought  i n  Lewis & Clark  Co. 
w a s  a p p e a l e d  from t h e  t a x  a p p e a l  board.  Exc lus ions  a l lowed were s t o c k s  o f  
s t a t e  banks and t r u s t  companies' r e a l  p r o p e r t y  l o c a t e d  w i t h i n  t h e  s t a t e .  Obl i -  
g a t i o n s  o f  t h e  U.S., i t s  t e r r i t o r i e s  and p o s s e s s i o n s  are exempt from t a x a t i o n  
under  t h e  l a w s  o f  t h e  U.S. A d e p o s i t  t a x  cou ld  n o t  be  imposed on f e d e r a l  
o b l i g a t i o n s  which a r e  beyond t h e  t a x i n g  powers o f  t h e  s t a t e .  HB 817 does  n o t  
p r o v i d e  f o r  e x c l u s i o n  of U.S. o b l i g a t i o n s .  The concep t  o f  imposing a t a x  on 
a d e p o s i t  is  i n c o n s i s t e n t  w i t h  good t a x a t i o n  p r a c t i c e s .  

Gene P h i l l i p s ,  bank o f  K a l i s p e l l ,  ~ a l i s p e l l ,  opposed HB 817. He recommends an 
i n t e r i m  committee p r o v i d e  an e q u i t a b l e  method of  t a x a t i o n  f o r  f i n a n c i a l  i n s t i -  
t u t i o n s .  

Rep. Teague c l o s e d  s t a t i n g  HB 817 a t t e m p t s  t o  e q u a l i z e  t h e  t a x  on f i n a n c i a l  
i n s t i t u t i o n s .  The d i s t r i c t  c o u r t  d e c i s i o n  came t h r e e  weeks ago and s o  t h i s  

- b i l l  was p u t  t o g e t h e r  q u i t e  q u i c k l y  and is  t o  be based  on t a x a b l e  v a l u e  i n s t e a d  
o f  t a x a b l e  r a t e .  The b i l l  s h o u l d  have r e a d  t a x a b l e  v a l u e  and w i l l  have m i l l  
l e v y  a p p l i e d  a g a i n s t  it. 

Regarding c r e d i t  un ions ,  he  wished t h e s e  c o u l d  be i n c l u d e d ,  b u t  t h e y  a r e  
f e d e r a l l y  exempt. Sav ings  and l o a n s  are j u s t  l i k e  a b u s i n e s s  t h a t  s e l l s  
merchandise  - t h e y  g u a r a n t e e  t h e i r  members a c e r t a i n  p e r c e n t a g e .  ~ e p o s i t s  
a r e  c o n s i d e r e d  f i n a n c i a l  i n v e n t o r y .  The t o t a l  impact  on banks w i l l  be approxi-  
mate ly  t h e  same. He t h i n k s  i t  is o n l y  f a i r  t h a t  i f  banks have t o  be t a x e d ,  
s a v i n g s  and l o a n s  s h o u l d  b e  t a x e d .  He F e e l s  M r .  Hu tch inson ' s  f i g u r e s  a r e  more 
a c c u r a t e  t h a n  t h o s e  p r e s e n t e d  by M r .  Anderson. 

Withdrawal s h a r e s  o f  S&Ls a r e  comparable w i t h  IPC d e p o s i t s .  $&Ls a r e  d e p o s i t  
i n s t i t u t i o n s ,  and d o n ' t  have any s h a r e s  a l though  some do have c e r t i f i c a t e s  o f  
d e p o s i t s .  Some d o n ' t  have demand accounts .  
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Further  information from quest ions was t h a t  mutual corporat ions have no shares 
and a re  ab le  t o  pay a higher r a t e  o f  i n t e r e s t  t o  t h e i r  members. Rates paid 
by banks and S&Ls a r e  governed by federa l  regula t ions .  I f  HB 817 as  amended 
passes,  t h i s  t a x  could be deducted from federa l  taxes.  S&Ls a re  nonprof i t  
corporat ions.  After  the  tax  i s  computed a t  the end of the  year  S&Ls have t o  
pay t ax  on income a f t e r  s e t t i n g  as ide  the amount required t o  cover t h e i r  Bad 
Debt Reserve account which i s  f o r  the  purpose of p ro tec t ing  savings customers. 
The S&Ls would be wi l l ing  t o  s i t  down and t r y  t o  work something ou t  i f  t he  
s t a t e  o r  county think they should g e t  more money from them. 

The committee recessed t o  an executive sess ion .  

HB 516 - Rep. Underdal moved t o  recommend HOUSE BILL 516 DO PASS. This motion 
was unanimously adopted. 

Rep. W i l l i a m s  moved t o  recommend HB 735 and HB 817 be s tudied  together  and a 
subcommittee be appointed. This was approved. 

HOUSE BILL 595 - Rep. Fagg moved t h a t  HB 595 DO PASS. Rep. Fagg moved amendments 
proposed f o r  HB 595 be adopted. This motion c a r r i e d  unanimously. The motion of 
Do Pass w a s  changed t o  AS AMENDED DO PASS, and was unanimously adopted. 

HOUSE BILL 755 - Rep. Bertelsen moved t h a t  HB 755 DO PASS. Motion was adopted 
by a l l  members present .  

HOUSE BILL 434 - Rep. Williams moved t h a t  HB 434 DO PASS. Rep. Waldron moved 
l i n e s  11, 12, 13, and 14 be dele ted .  Motion ca r r i ed  with Reps. Fagg and 
W i l l i a m s  voting No. The Do Pass recommendation was then changed t o  AS AMENDED 
DO PASS, which motion was adopted with 11 members voting Yes and Rep. Underdal 
voting No. 

Amendments t o  above b i l l s  may be seen i n  Standing Committee Reports i n  Book #1. 

Meeting adjourned a t  1 1 : O O  a.m. 

REP! HERB HUENNEKENS, CHAIRMAN 

?6?ephinf6 Lahti  , Secre tary  




