
HOUSE TAXATION COMMITTEE 

4 6 t h  L e g i s l a t u r e  

R e p .  Herb Huennekens, Chairman, c a l l e d  t h e  committee t o  o r d e r  i n  room 434, 
C a p i t o l  B u i l d i n g ,  Helena,  a t  8:30 a.m.,  February  1 3 ,  1979. A l l  members were 
p r e s e n t  excep t  Rep. Fagg. S t a f f  A t t o r n e y ,  Randy McDonald was p r e s e n t .  

B i l l s  t o  b e  heard were 520, 523, and 524 a l l  House B i l l s .  

Rep. E.N.Dassinger, D i s t r i c t  #50, F o r s y t h ,  c h i e f  sponsor  s a i d  HB 524 t a k e s  
r a i l r o a d s  o u t  o f  c l a s s  7 and p u t s  them i n t o  c l a s s  11. 

HOUSE BILL John Delano, r e p r e s e n t i n g  t h e  B u r l i n g t o n  Northern and M i l -  
waukee and Union P a c i f i c ,  Montana R a i l r o a d  A s s o c i a t i o n ,  s a i d  

524 h e  i s  r e p r e s e n t i n g  t h e  BN and UP h e r e  today .  The Milwaukee 
is  i n  bankruptcy and cannot  pay any p r o p e r t y  t a x .  

HB 524 would b r i n g  Montana law i n t o  compliance w i t h  S e c t i o n  306 of P u b l i c  Law 
94-210 by t a x i n g  t r a n s p o r t a t i o n  p r o p e r t y  a t  t h e  same rate as i n d u s t r i a l  and 
commercial p r o p e r t y  i n  t h e  same assessment  j u r i s d i c t i o n ,  See t es t imony  a t t a c h e d .  

John Severson,  BN t a x  d i v i s i o n ,  t a l k i n g  about  one s e c t i o n  of HB 524, s a i d  Congress 
became v e r y  concerned abou t  d e t e r i o r a t i o n  of t h e  r a i l r o a d s  i n  t h e  U.S. because  
s e v e r a l  a r e  i n  bankruptcy.  P u b l i c  law 210 i s  t h e  r e s u l t .  R a i l r o a d s  have a lways 
been i n  a  h i g h e r  c l a s s  t h a n  o t h e r  p r o p e r t i e s .  There  a r e  no passenger  t r a i n s  
any more because  of highways and t r u c k i n g .  S e c t i o n  306 e n t i t l e s  u s  t o  go 
d i r e c t l y  t o  f e d e r a l  d i s t r i c t  c o u r t s  i f  d i s c r i m i n a t i o n  i s  shown between u s  and 
o t h e r  similar t y p e  p r o p e r t y .  

J i m  Douglass ,  Tax At to rney  f o r  Union P a c i f i c ,  Omaha, s a i d  t h e  depar tment  of 
revenue is  s t u c k  between a  r o c k  and a hard  p l a c e  - have f e d e r a l  s t a t u t e s  s a y i n g  
r a i l r o a d s  shou ld  be t axed  t h e  same as b u s i n e s s  and i n d u s t r i a l  p r o p e r t y  - 
Montana depar tment  of revenue s a y s  i t  should be  taxed a t  16% - commercial and 
i n d u s t r i a l  p r o p e r t y  shou ld  be  t axed  a t  8.55%. A f e d e r a l  law a t  t h i s  t i m e  h a s  
been r u l e d  t o  b e  c o n s t i t u t i o n a l  and p robab ly  a l l  t h e  agreements t h a t  have been 
made a r e  c o n s t i t u t i o n a l .  D i s t r i c t  Court  i n  Montana would have t o  f o l l o w  t h e  
Arizona c a s e  i f  i t  goes  t o  c o u r t .  The f e d e r a l  law was a c t u a l l y  passed  i n  1976 
and gave s t a t e s  3 y e a r s  t o  implement i t ,  and t h e  3  y e a r s  ended February  5,  1979, 
and S e c t i o n  306 of t h i s  law i s  now i n  e f f e c t .  He was w i t h  t h e  S t a t e  of Wyoming 
depar tment  of revenue b e f o r e  December and t h i s  i s  a  problem a l l  s t a t e s  w i l l h a v e  
t o  f a c e .  

J i m  Kenaley,  BN,  B i l l i n g s ,  s u p p o r t s  HB 524. 

Tom Dowling, a t t o r n e y  r e p r e s e n t i n g  r a i l r o a d s ,  s u p p o r t s  HB 524. See h i s  a n a l y s i s  
of HB 524 a t t a c h e d .  

There  were no opponents  - 

Rep. Dass inger  c l o s e d  p o i n t i n g  o u t  t h e  impact shown on t h e  f i s c a l  n o t e  could  be 
changed i f  t h e  way t h e  depar tment  t a x e s  were a l t e r e d  even though t h e  r a i l r o a d s  
were p u t  i n  a  d i f f e r e n t  c l a s s i f i c a t i o n .  C e n t r a l l y  a s s e s s e d  c l a s s i f i c a t i o n  cou ld  
be used and t h e n  d i v i d e  income by 10% t o  g e t  an  inves tment  f i g u r e .  I f  t h a t  rate 
were changed t o  a d i f f e r e n t  p e r c e n t a g e ,  t h e y  could  p o s s i b l y  c o l l e c t  c l o s e  t o  t h e  
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same amount of revenue and s t i l l  haye r a i l r o a d s  i n  t h e  same c l a s s  a s  under 
t h e  p r e s e n t  law; 

M r ,  Severson s a i d  shou ld  n o t  g e t  confused by c a p i t a l i z a t i o n  r a t e  - a t  p r e s e n t  
t h e y  a r e  r e c e i v i n g  1 ,94% on t h e i r  inves tment ,  Other  r e g u l a t e d  u t i l i t i e s  must 
be s e p a r a t e  from r a i l r o a d s  and a r e  e a r n i n g  about  6%, 

Rep, S i v e r t s e n  asked i f  we have a  l i t t l e  c h o i c e  i n  t h i s  m a t t e r  on t h e  s t a t e  
l e v e l ?  B i l l  Groff  adv i sed  t h i s  can be s e t t l e d  by a c o u r t  a c t i o n ,  There  is  
a p o s s i b i l i t y  t h a t  t h i s  h a s  done away w i t h  t h e  c l a s s i f i c a t i o n  system. Doesn't 
know what a  c o u r t  would do. 

Rep, S i v e r t s e n  asked M r .  Burr i f  t h i s  i s  something we have t o  do,  i n  your  op in ion  
What i s  your  o p i n i o n  a s  t o  a l t e r n a t i v e s ?  Wr, Burr adv i sed  t h e y  cannot  assess 
h i g h e r  t h a n  o t h e r  p r o p e r t i e s  of l i k e  n a t u r e ,  They u s e  a  10% p r o f i t  f i g u r e  t o  
work backwards i n  f i g u r i n g  ihves tment ,  They u s e  replacement  c o s t s  on o t h e r  
p r o p e r t y  and i f  used t h a t  f o r  r a i l r o a d s ,  i t  would be 6-8 t imes  as h i g h  a s  o t h e r  
ways would.  The t a x  r a t e  cannot  b e  h i g h e r  on r a i l r o a d s  t h a n  on o t h e r  p r o p e r t y .  
They u s e  t h e  same m i l l  l e v i e s ,  C l a s s i f i c a t i o n  p e r c e n t a g e  i s  n o t  t h e  same a s  
t h e  t a x  r a t e .  HB 524 p u t s  r a i l r o a d s  i n  c l a s s  11 p r o p e r t y  where a l l  o t h e r  com- 
m e r c i a l  p r o p e r t y  is .  They w i l l  l i t i g a t e  i f  n o t  handled through l e g i s l a t i o n ,  
Other  c o u r t s  have s a i d  t h e  f e d e r a l  l a w  i s  c o n s t i t u t i o n a l ,  

Rep. S i v e r t s e n  askeX?t/elass 11 was chosen f o r  r a i l r o a d  p r o p e r t y .  He was t o l d  
they  chose  t h a t  because  commercial and i n d u s t r i a l  p r o p e r t y  is  taxed  i n  t h a t  
c l a s s ,  R a i l r o a d s  do have machinery and equipment. t h a t  is  l o c a l l y  a s s e s s e d  and 
is i n  t h e  c l a s s  t h a t  Dennis r e f e r s  t o ,  I n  t h e  c a s e  of t h e  BN t h a t  i s  i n  t h e  
16% c l a s s i f i c a t i o n ,  b u t  a l s o  have l o c a l l y  a s s e s s e d  p r o p e r t y  and t h a t  would 
s t a y  a s  i t  i s  c u r r e n t l y  t a x e d ,  

Rep. Nordtvedt  asked i f  i t  would be  f e a s i b l e  t o  a s s e s s  through a p p r a i s e r s  - 
persons  who check i n s t e a d  of u s i n g  c e n t r a l  a ssessment?  The v a l u e  i s  accord ing  
t o  m i l e s  o r  l i n e  which p u t s  i t  lower .  Would have t o  f i g u r e  some s a l v a g e  v a l u e .  

Rep, Dass inger  asked i f  t h e r e  a r e  some s t a t e s  t h a t  app ly  l e v i e s  d i f f e r e n t l y  
t h a n y o n t a n a  d o e s ,  M r .  Severson s a i d  t h e y  pay t h e  same l e v y  a s  o t h e r  j u r i s -  
d i c t i o n s  c h a r g e ,  

Rep,, Dass inger  asked i f  t h e y  passed t h e  law because  of m i l l  l e v i e s .  M r .  Burr 
s a i d  t h e  e n t i r e  l e g i s l a t i o n  was aimed a t  s o u t h e r n  s t a t e s ,  bu t  a p p l i e s  t o  
e v e r y  s t a t e .  

Rep, Huennekens asked what t h e  c a p i t a l i z a t i o n  r a t i o s  were a s  compared t o  1-10 
h e r e ,  M r .  Burr  adv i sed  c a p i t a l i z a t i o n  i s  n o t  t o o  r e l e v a n t  h e r e  s i n c e  f e d e r a l  
law s p e c i f i ' e s  t r u e  market  v a l u e ,  The depar tment  i s  a t t e m p t i n g  t o  g e t  a  market  
v a l u e  th rough  o t h e r  methods because  t h e y  don' t  s e l l  r a i l r o a d s .  They a r e  n o t  
d i s c r i m i n a t i n g  between assessment  of r a i l r o a d s  and o t h e r  equipment,  

Rep, Nordtvedt  asked i f  t h e  r a i l r o a d s  wanted t h e  b i l l .  They s e r i o u s l y  do want 
t h e  b i l l ,  

Mr, Severson sai.d they d i s a g r e e  w i t h  t h e  depar tment  of revenue i n  s e v e r a l  a r e a s  
i n  a r r i v i n g  a t  v a l u e .  
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Rep. Dass inger  asked i f  t h e  d i f f e r e n c e  cou ld  b e  made up by d i f f e r e n t  p rocedures  
i n  t a x a t i o n  and a r r i v e  a t  t h e  same t a x  income. M r .  Burr s a i d  you cou ld  lower 
t h e  r a t e  t h a t  t h e y  a r e  i n  and s t i l l  produce more t a x  revenue ,  Value of BN i s  
17% of  what t h e y  r e p o r t  a s  replacement  c o s t  d e p r e c i a t e d  ( a s  t a x a b l e  v a l u e )  and 
g e t  more t h a n  we a r e  now. 

M r .  Severson t h i n k s  M r .  Burr is aware of t h e  p i t f a l l s  i n  u s i n g  replacement  
c o s t  of r a i l r o a d s  a s  an  assessment  v a l u e ,  

Rep. Huennekens asked i f  going i n t o  f e d e r a l  c o u r t ,  could  Montana b e  c o n s i d e r e d  
t o  b e  d i s c r i m i n a t o r y ?  He was t o l d  each s t a t e  would be  r e q u i r e d  t o  show t h a t  
t h e y  a r e  n o t  d i s c r i m i n a t i n g  a g a i n s t  r a i l r o a d s  i n  comparison w i t h  o t h e r  s i m i l a r  
p r o p e r t y  i n  t h a t  c l a s s .  M r .  Burr s a i d  Montana wouldn't be  t h e  same a s  i n  t h e  
Arizona c a s e .  

Rep. Vinger asked i f  a  c o u r t  c a s e  could  be  won, M r .  Burr f e e l s  t h e y  might  have 
a  p r e t t y  good c a s e .  The f e d e r a l  l aw p e r t a i n s  t o  assessment ,  I f  t h e  assessment  
i s  d i s c r i m i n a t o r y ,  t h e y  can go t o  c o u r t .  

Rep, Fabrega asked i f  i n c r e a s e  t h e  v a l u e  and decreased  t h e  r a t e  and t a k e  a  
d i f f e r e n t  l o o k  a t  r a i l r o a d s ,  what would be  t h e  outcome on t h e  same b a s i s  a s  
we looked a t  o t h e r  p r o p e r t y  and pu t  them i n  8.77% c l a s s ?  M r .  Burr s a i d  t h e  
replacement  c o s t  d e p r e c i a t e d  would be  $108 m i l l i o n  - $33 m i l l i o n  c u r r e n t  assess- 
ment. Uni t  v a l u e  of assessment  on u t i l i t i e s  i s  a  good way t o  t a x ,  which is 
what t h e  depar tment  does .  

Rep. Nordtvedt  asked what f r a c t i o n  of r a i l r o a d s  a s s e s s e d  v a l u e  is  due t o  t h e  
u n d e r l y i n g  r e a l  e s t a t e  and what i s  t h e  machinery and equipment worth?  He 
was t o l d  t h e  t r a c k  and right-of-way i s  about  20% of t o t a l  v a l u e - - a r b i t r a r y  
f i g u r e s  and a r e  n o t  r e a l i s t i c  because  of l and  g r a n t  r ight-of-ways.  

M r .  Kenaley s a i d  t h e  u n i t  v a l u e  h a s  worked o u t  t o  be  t h e  b e s t  way of v a l u i n g .  
D i s l i k e s  c o u r t  t o  have t o  d e c i d e  something t h a t  t h e  l e g i s l a t u r e  can d e c i d e  on.  
It i s  t h e  b e s t  means of c o i n c i d i n g  w i t h  f e d e r a l  law. 

The q u e s t i o n  of whether  f e d e r a l  law seems t o  be  i n t e r f e r i n g  w i t h  s t a t e  t axa-  
t i o n  a r o s e .  

Rep. Wil l iams asked i f  P u b l i c  law 210 a f f e c t s  o t h e r  u t i l i t i e s .  M r .  Burr s a i d  
o t h e r  o p e r a t i n g  u t l i t i e s  would want t h e  same t r e a t m e n t  a s  r a i l r o a d s  would 
r e c e i v e .  Montana Power is  a s s e s s e d  e x a c t l y  t h e  same a s  r a i l r o a d s  now. 
M r .  Severson mentioned p u b l i c  law r e g a r d i n g  r a i l r o a d  r e v i t a l i z a t i o n  a c t  does  
n o t  i n c l u d e  o t h e r  t r a n s p o r t a t i o n  o r  o t h e r  u t i l i t i e s .  

Rep. B e r t e l s e n  s a i d  i t  was mentioned t h a t  t h e y  could  p o s s i b l y  be  i n  C l a s s  1 0  - 
cou ld  you j u s t i f y  t r a n s p o s i n g  them t o  t h a t  c l a s s ?  M r .  Burr s a i d  a l l  i n d u s t r i a l  
p r o p e r t y  i s  i n  a t  8.55% - need a  c o m p o s i t e r a t e  i f  t h i s  were t o  b e  done. Could 
do t h i s  th rough  l e g i s l a t i o n .  Rep, B e r t e l s e n  asked i f  t h e y  a r e  p repared  t o  
compromise on t h i s  somewhere between 8.7% and 11%? M r .  Douglass s a i d  r a i l -  
r o a d s  would be  happy t o  be  t axed  wherever o t h e r  commercial and i n d u s t r i a l  s imilar 
p r o p e r t y  is  be ing  t axed .  It a l l  b o i l s  down t o  how you d e f i n e  what is  commercial 
and i n d u s t r i a l  p r o p e r t y .  

Rep. Dass inger  asked i f  t h e  a i r c r a f t s  a r e  c e n t r a l l y  a s s e s s e d ,  M r .  Burr s a i d  
Yes, a t  16%. 
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Rep, D a n i e l  Kemmis, D i s t r i c t  8 9 4 ,  Missou la l  c h i e f  spQns.or s a i d  HB 520 was 
i n t r o d u c e d  because  of a  problem w i t h  t h e  c o n s e r v a t i o n  eas,ement l aw w i t h  t h e  
way i n  which easements  a r e  t a x e d ,  T h i s  b i l l  would r e q u i r e  t h e  Department of 

Revenue a s s e s s m e n t s  of p r o p e r t y  s u b j e c t  t o  a c o n s e r v a t i o n  
HOUSE BILL easement r e f l e c t  t h e  change i n  t h e  f a i r  marke t  va lue .  result- 

i n g  from t h e  g r a n t i n g  of t h e  easement,  
520 

Rep,. Kemmis asked t h a t  t h i s  b i l l  be  t a b l e d .  

There  were  no q u e s t i o n s  from t h e  commit tee ,  

Rep, Wes Teague,  D i s t r i c t  # 6 9 ,  B i l l i n g s ,  c h i e f  sponsor  o f  HB 523, s a i d  t h i s  
b i l l  was i n t r o d u c e d  a s  a  t a x  i n c e n t i v e  f o r  p e r s o n s  t o  improve t h e i r  homes, It 
would exempt from p r o p e r t y  t a x e s  t h e  v a l u e  of any improvements produced by 

r e p a i r i n g  o r  m a i n t a i n i n g  e x i s t i n g  p r o p e r t y ,  P r o p e r t y  t h a t  
HOUSE BILL i s  exempt would b e  t axed  a f t e r  t h r e e  y e a r s ,  I f  improvements 

a r e  made o n l y  f o r  purposes  of r e s e l l i n g ,  would n o t  approve  
523 of t a x  i n c e n t i v e s  be ing  r e c e i v e d ,  

There  were no opponen t s ,  

Rep. Teague c l o s e d  s a y i n g  t h i s  r e p l a c e s  t h e  p r e v i o u s  a l lowance  of a  c e r t a i n  
p e r c e n t a g e  e a c h  y e a r ,  I f  you p r e f e r  a  5-year i n c e n t i v e ,  t h a t  i s  o .k ,  w i t h  
him, 

Q u e s t i o n s  from t h e  committee - 

Rep. Doz ie r  asked i f  t h i s  a p p l i e d  o n l y  t o  homes, Rep. Teague s a i d  t h i s  would 
a p p l y  t o  commercial  p r o p e r t y  a l s o .  

Rep. L i e n  asked  i f  t h i s  r e p l a c e d  t h e  i n c r e m e n t a l  t a x  b r e a k  and r e p l a c e s  i t  
w i t h  a  3-year i n c e n t i v e ?  T h i s  i s - s o .  

Rep, Vinger  a sked  i f  t h i s  would c a u s e  t h e  depar tment  of revenue l e s s  work, 
M r .  Burr  s a i d  t h i s  would c a u s e  q u i t e  a l i t t l e  work i n  t h e  depar tment ,  

Rep, Nordtvedt  sugges ted  t h e  depar tment  wouldn' t  have t o  do a l l  t h a t  t r a c k i n g .  
Mr, Burr s a i d  i f  exempt f o r  3 y e a r s ,  t h e  depar tment  would have t o  keep t r a c k  of  
i t  some way, 

Rep. Teague s a i d  t h e  money invo lved  i s  smal1,and p s y c h o l o g i c a l l y  i t  g i v e s  
peop le  a n  i n c e n t i v e  t o  improve. M r .  Burr  s a i d  i t  probab ly  wouldn ' t  b e  t o o  
b i g  an  amount, Q u e s t i o n  of burden ing  t h e  depar tment  of revenue w i t h  t h e  
p r o v i s i o n s  s e t  f o r t h  on page 4 ,  l i n e s  13-20 a r o s e ,  I f  t h i s  i s  passed ,  i t  would 
be  a p p l i c a b l e  everywhere ,  b u t  MEL'DA can o n l y  b e  a p p l i e d  i f  a l o c a l i t y  a c c e p t s  
i t ,  

Rep, Fabrega asked who d e t e r m i n e s  when a n  improvement was done? Rep. Teague 
s a i d  i t  would go back t o  t h e  b u i l d i n g  p e r m i t .  Rep. B e r t e l s e n  asked i f  you would 
remove t h e  e f f e c t  of Melda? 

EXECUTIVE S E S S I O N  
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HOUSE BILL 461 - Rep. John S c u l l y ,  Chairman of t h e  J u d i c i a r y  Committee, 
r e p o r t e d  on HB 461, He is  send ing  a  l e t t e r  w i t h  recommendations from t h e  
J u d i c i a r y  Committee on l e a v i n g  t h e  j u r i s d i c t i o n  p roceed ings  i n  t h e  d e f e n d a n t ' s  
a r e a .  The s t a t u t e  of  l i m 2 t a t i o n s  was t o o  long  when s e t  a t  1 0  y e a r s ,  The 
committee recommends 3 y e a r s  f o r  a  misdemeanor and 5 y e a r s  f o r  a f e l o n y .  The 
f e d e r a l  sys tem i s  f o r  3 y e a r s  p l u s  3 more i f  something wrong i s  found. 

There  i s  a problem w i t h  t h e  a t t e m p t  p r o v i s i o n  which should  b e  a  misdemeanor 
and a c t u a l  e v a s i o n  which should  b e  a  f e l o n y .  The t i t l e  would have t o  b e  
amended, 

Rep. Wi l l i ams  asked how l i n e s  a r e  drawn between a t t e m p t  and a c t u a l  e v a s i o n ,  
Rep, S c u l l y  s a i d  t h e  c o u r t  and t h e  depar tment  of  revenue would have t o  make 
t h e  d e c i s i o n  whether  a  misdemeanor o r  a  f e l o n y ,  

HOUSE BILL 1 8 1  - Rep. W i l l i a m s  moved HB 1 8 1  DO PASS. Rep, Fabrega moved 
proposed amendments b e  adop ted ,  No noes  on amendment a d o p t i o n ,  Reps, Robbins 
and Fagg were  a b s e n t ,  Motion t o  DO PASS AS AMENDED was unanimously adop ted .  
There  was some d i s c u s s i o n  among committee members t h a t  a  committee b i l l  b e  
proposed.  Rep. Nordtvedt  sugges ted  a  pe r son  who had a  r e fund  coming shou ld  
g e t  i n t e r e s t  on i t  t h e  same a s  h e  i s  charged when a n  underpayment i s  found,  

HOUSE BILL 471 - Rep. Wil l iams moved HB 471 DO PASS, Rep, L ien  made a  mot ion 
f o r  a l l  mot ions  pending of DO NOT PASS, Motion c a r r i e d  w i t h  8  v o t i n g  Yes and 
7 v o t i n g  No. Reps. Huennekens, D a s s i n g e r ,  Wi l l i ams ,  Fabrega,  B e r t e l s e n ,  H i r s c h ,  
R e i c h e r t  v o t e d  No, Reps,  H a r r i n g t o n ,  Robbins,  Fagg, Doz ie r  were  a b s e n t .  

HOUSE BILL 520-Rep ,  Fabrega moved t h a t  HB 520 BE TABLED a s  Rep, Kemmis, r e q u e s t e d ,  
Unanimously adop ted ,  

Meeting ad journed  a t  10:45 a.m. 
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