
MINUTES OF THE MEETING 
TAXATION COMPYITTEE 

MONTAPTA STATE SENATE 

January 24, 1979 1 
The ninth meeting of the committee was held on the above date 

in Room 415 of the State Capitol Building, Chairman Turnage pre- 1 
siding. I 

ROLL CALL: Roll call found all members present. 

Witnesses giving testimony are listed on attached Register. 

CONSIDERATION OF SB177: Senator Turnage briefly mentioned 
this bill would make the task of the Motor Veh. Div. of the Dept. 

i 
of Rev. easier, relating as it does to the posting of securities 
with reference to dealers. He introduced Mr. Nichols who spoke 
briefly and said the Depart-nent has been accepting C.D.'s in 
lieu of security bonds. Question arose about letters of credit 
and the Department wished this clarified. 

Vice Chairman Goodover conducted the meeting to this point 
as Senator Turnage was testifying, and bill sponsor. The vice 
chairman permitted other proponents or opponents to testify and 4 

since there were none, called for questions from the committee. 
There were no questions and the bill was acted upon. 

Sen. Watt Moved SB177 Do Pass. Motion carried unanimously. 

CONSIDERATION OF SJR4: Senator Towe addressed the committee 
on his resolution and gave a short background on the 3 bills he 
will present, SJR4 and 5, and SB158. He said they came out of 
the Coal Tax Oversight Committee. Iie said that very little of 
the moneys that came out of the Coal Tax Trust was invested in 
Montana and the committee was concerned about this. He distri- 
buted copies of excerpts from the book compiled by the Oversight 
Commietee, see Exh. #I, noting that perhaps only 16% to 29% is 
invested in Montana. He said one of the charges of that commit- 
tee was to look into housing in the state and he said this program 
had been reviewed, and found that the present program is working 
very well. At present funds are authorized to housing authori- 
ties, and under that authority they sell bonds secured by the 
state. The bond proceeds are then used to loan through finan- 
cial ~nstitutions providing for constructicn and purchase of 
houses. The first sale is at 5 7 /8% interest, plus an addi- 
tional 1% for cost of administering the program, resulting in 
a 7% cost for the homeowners. The housing authority is coming 
in for $375 million, he stated and the committee felt the Fro- 
gram was working well and helgigg alleviate the housing shortage. 

The committee wanted a greater portion of the money inves- 
ted in Montana, feeling this investment created additional fi- 
nancial activity and generated as much as 4 to 5 times as much 
money chrough varied use. Sen. Towe said he had talked with 
Wally Edland, Director of the Farm Home Administration in the 
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s t a t e .  M r .  Edland had s a i d  new l e g i s l a t i o n  p e r m i t t e d  t h e  FHA 
t o  g r a n t  l o a n s  up t o  $200,000 f o r  a c q u i s i t i o n  o f  farm real  es- 
t a t e .  They have  2,000 l o a n s  under  t h i s  program t o t a l i n g  $85 
m i l l i o n  and $11  m i l l i o n  i n  l o a n s  have been approved  b u t  t h e r e  
r emains  no fund ing  f o r  t h i s  amount. A l s o  t h e  i n d i v i d u a l  app ly -  
i n g  must  w a i t  f o r  a p e r i o d  o f  up t o  two y e a r s  f o r  a n  FHA l o a n .  
Sen.  Towe s a i d  SJR4 c o u l d  a s s i s t  w i t h  t h i s  program,  by work ing  
w i t h  t h e  FHA. T h a t  i n s t i t u t i o n  c o u l d  l o a n  t h e  f i rs t  $200,000 
and f u n d s  a v a i l a b l e  t h r o u g h  SJR4 c o u l d  t h e n  b e  u s e d  t o  f i n a n c e  
t h e  remainder  o f  t h e  l o a n .  The f i r s t  $100,000 would become a  
f i r s t  mortgage and t h e  FHA would g i v e  t h e  2nd mor tage  on t h e  
b a l a n c e .  The n e t  e f f e c t ,  h e  s a i d ,  would b e  a  v e r y  s e c u r e  l o a n  
a t  h i g h  r a t e  o f  i n t e r e s t  on t h e  s u b o r d i n a t e d  p a r t .  

H e  s a i d  a l s o  SJR4 d o e s  n o t  mandate b u t  u r g e s  t h e  Board o f  
I n v e s t o r s  t o  a s s i s t  w i t h  s u c h  l o a n s .  H e  s a i d  t h e  Board a t  p re -  
s e n t  r e v i e w s  e v e r y  s i n g l e  l o a n  and makes a n  i n d e p e n d e n t  e v a l u a -  
t i o n ,  and t h i s  t o o  consumes more t i m e  b e f o r e  l o a n  money becomes 
a v a i l a b l e .  

Chairman Turnage asked  f o r  o t h e r  p r o p o n e n t s  o f  t h e  b i l l  and 
opponen t s  and p e r m i t t e d  w i t n e s s e s  t o  speak .  M r .  A l b e r t ,  as t h e  
chai rman o f  Board o f  D i r e c t o r s  o f  B of  I s a i d  t h e  Board i s  n o t  
opposed t o  t h e  b i l l .  H e  s a i d  t h a t  Board h a s  n e v e r  been o f f e r e d  
any FHA l o a n s  s o  t h e y  have n e v e r  r e f u s e d  them. H e  s a i d  t h e y  
a l s o  were i n  t o u c h  w i t h  FHA a t  Bozeman. 

Committee members were p e r m i t t e d  t o  q u e s t i o n  w i t n e s s e s  a t  
t h i s  p o i n t  and t h e  F H A ' s  a c c e p t a n c e  o f  s u b o r d i n a t i o n  w a s  d i s -  
c u s s e d ,  and it w a s  d e t e r m i n e d  it would. Sen. Towe s a i d  M r .  
Ed land  was i n  hopes t h e  Board c o u l d  b e  i n t e r e s t e d  i n  t h e i r  t y p e  
o f  l o a n .  I 

M r .  J a c k s o n  gave  b r i e f  t e s t i m o n y  c o n c e r n i n g  t h e  f a c t  t h a t  
h i s  s o n  was a t t e m p t i n g  t o  o b t a i n  a l o a n  a s  o u t l i n e d  above,  
$200,000 from t h e  FHA and t h e  b a l a n c e  from a n o t h e r  s o u r c e .  H e  
s a i d  t h e  FHA c o u l d  s u b o r d i n a t e  down t o  3 o r  4 p o s i t i o n s .  Sen. 
Towe t h e n  s a i d  t h e  s t a t e  is  g r a n t i n g  l o a n s  on a  l i m i t e d  basis 
t h r o u g h  o t h e r  a g r i c u l t u r a l  programs.  The q u e s t i o n  was ra ised 
i f  it w a s  t h e  i n t e n t  of  t h e  b i l l  t o  p a r t i c i p a t e  i n  a g r i c u l t u r a l  
l o a n s  o n l y .  Fo l lowing  b r i e f  d i s c u s s i o n ,  h e a r i n g  on  SJR4 c l o s e d .  

CONSIDERATION O F  SJR5: Sen. Towe s a i d  t h i s  program was f o r  
s m a l l  b u s i n e s s e s  and t h e y  hoped t h e y  c o u l d  a s s i s t  t h i s  g r o u p  by 
u t i l i z i n g  e x i s t i n g  programs,  such  a s  t h e  S m a l l  B u s i n e s s  Admini- 
s t r a t i o n .  M r .  O t t  Tscache  of t h e  SBA had a p p e a r e d  b e f o r e  t h e  
O v e r s i g h t  Committee and spoke t o  them a b o u t  t h e  SBA program i n  
t h e  s t a t e  s a y i n g  t h e y  had a t  p r e s e n t  $ 4 7  m i l l i o n  i n  l o a n s .  A f -  
t e r  t h e  i n d i v i d u a l  h a s  r e c e i v e d  a p p r o v a l  by a l e n d i n g  i n s t i t u -  
t i o n ,  t h e  SBA w i l l  t h e n  g u a r a n t e e  90% o f  t h e  l o a n .  T h a t  bank ,  
o r  o t h e r  l e n d i n g  i n s t i t u t i o n  l e n d s  t h e  o t h e r  10% w i t h  t h e  under-  
s t a n d i n g  t h e  90% w i l l  be  f u r n i s h e d  by t h e  f e d e r a l  government  i n  
t h e  e v e n t  o f  l o a n  d e f a u l t .  M r .  Tscache  had s t a t e d  h e  t h o u g h t  
f u n d s  a v a i l a b l e  t h r o u g h  SJR5 c o u l d  b e  used  t o  p u r c h a s e  t h e  90% 
p o r t i o n  of  t h e  banks '  e x i s t i n g  SBA l o a n s .  T h i s  t h e n  would f r e e  
up l o a n s  s o  t h e y  c o u l d  make a d d i t i o n a l  l o a n s .  An amendment had 
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been sugges ted  f o r  t h e  b i l l  a l s o .  

The Chairman c a l l e d  f o r  o t h e r  p roponents  o r  opponents and t o o  
f o r  w i t n e s s e s  w i t h  p e r t i n e n t  tes t imony.  M r .  A l b e r t  a g a i n  spoke,  
say ing  t h e  Board a g a i n  does n o t  n e c e s s a r i l y  oppose t h e  l e g i s l a -  
t i o n ,  b u t  i t  has  endeavored t o  r e s t r i c t  t h e i r  l o a n s  t o  l oans  se- 
cured  by r e a l  e s t a t e .  H e  a l s o  s a i d  t h e  5 t o  7 y e a r  SBA l o a n s  do 
n o t  f i t  i n t o  t h e  Board ' s  p o r t f o l i o s  of sho r t - t e rm or  long-term 
loans .  H e  f u r t h e r  s t a t e d  t h a t  many o u t - o f - s t a t e  companies pur- 

t 
chase  much of  t h e  s t a t e s '  l end ing  i n s t i t u t i o n s '  l o a n s ,  t h u s  br ing-  
i n g  i n  a d d i t i o n a l  moneys i n t o  t h e  s t a t e ,  and f u r t h e r ,  t h a t  many o f  

P 
t h e s e  companies a r e  purchas ing  t h e  a v a i l a b l e  l o a n s ,  l e a v i n g  l i t t l e  
f o r  purchase  by t h e  Board. Sen. Towe s a i d  h e  b e l i e v e d  t h a t  funds  1 
should  be i n v e s t e d  h e r e  f o r  t h e  b e n e f i t  of  t h e  peop le  of t h e  s t a t e .  .. - 

M r .  Cadby gave tes t imony which he had g i v e n  b e f o r e  t h e  Ovei- 
s i g h t  Committee, and s a i d  he thought  t h e  problem was a ph i l i soph : :  
one.  He agreed  t h a t  t h e  funds  should  n o t  a l l  go o u t  o f  s ta te  anc  

8 
thought  t h a t  a s  much of t h i s  money a s  p o s s i b l e  should  go t o  Non- & 
t a n a  people  by i n v e s t i n g  it through Montana i n s t i t u t i o n s .  T h i s  
concluded h e a r i n g  on SSR5. 

CONSIDERATION O F  SB158: T h i s  b i l l  t o o  was p r e s e n t e d  by Sen. 
Towe, p a r t  of t h e  package of 3 b i l l s  which came o u t  of  t h e  Over- 
s i g h t  Committee. T h i s  b i l l  g i v e s  t h e  Board o f  Investment  a u t h o r i t  

I 
t o  i n v e s t  i n  t h e  s t a t e ,  even a t  a  s m a l l e r  i n t e r e s t  r a t e ,  of  up t o  
1%, a s  s t a t e d  i n  t h e  b i l l .  

The hea r ing  was open a t  t h i s  p o i n t  f o r  b o t h  proponents  and o  
ponents  and M r .  A l b e r t  a g a i n  addressed  t h e  cornni t tee ,  s ay ing  t h e  
Board i s  concerned w i t h  t h i s  b i l l .  He s a i d  t hey  a r e  d i r e c t e d  by 
law t o  g e t  t h e  most r e t u r n  f o r  t h e  s t a t e ' s  money. He a l s o  s a i d  
most of t h e  funds  i n v e s t e d  a r e  shor t - te rm funds  and do n o t  l end  
themselves  w e l l  t o  r e a l  e s t a t e  mortgages. T e s t i f y i n g  a l s o  f o r  

1 
t h e  Board i n  o p p o s i t i o n  were M r .  McMillan., M r .  Hauf and M r .  How- 
e t h ,  a l s o  M r .  F i t z p a t r i c k  of t h e  Budget Office, who quoted a pos- 
s i b l e  $ 3  t o  $6 m i l l i o n  d o l l a r  l o s s  t o  t h e  s t a t e .  M r .  L e w i s  of 
t h e  Dept. of Admin., a l s o  spoke s a y i n g  such  a s s i s t a n c e  should be 

1 
done by ano the r  i n s t i t u t i o n ,  f e e l i n g  t h a t  t h i s  t y p e  of  a i d  might 
l e a d  t o  a  s o c i a l  program. 

Sen. Towe c l o s e d  say ing  he would l i k e  t o  s e e  a  F i s c a l  Note 
on t h e  b i l l s  and s a i d  he does n o t  a g r e e  w i t h  t h e  f i g u r e s  p rof -  
f e r e d  by M r .  F i t z p a t r i c k  who, he s a i d ,  t ook  a 1 0 %  f i g u r e  f o r  a 

1 
l o s s  when t h i s  was by f a r  exces s ive .  i 

Following h i s  c l o s i n g  s t a t e m e n t s  t h e  h e a r i n g  concluded on 
SB158.  

CONSIDEFViTION O F  SB173: Sen. Rasmussen s a i d  t h e  b i l l  would 
a l l ow t a x  c r e d i t s  f o r  i n s t a l l a t i o n  o f  renewable  energy systems 
f o r  . bu i ld ings  used commercially. He p r e s e n t e d  tes t imony ind i -  
c a t i n g  t h e  program would end i n  1982 a t  which t i m e  he f e l t  p r i -  
v a t e  i n d u s t r y  would come up wi th  improved sys tems  and b u s i n e s s e s  
could  i n s t a l l  such systems a t  l e s s  c o s t .  H e  d i s t r i b u t e d  Exh. 

view it favorab ly .  
an amendment he wished t o  add t o  t h e  b i l l  shou ld  t h e  committee re 
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O t h e r  p r o p o n e n t s  i n c l u d e d  M r .  Pogue, r e p r e s e n t i n g  t h e  A l -  
t e r n a t i v e  Energy Resea rch  Org. ,  a l s o  M s .  F a l l a n ,  M i s s  P o r t  of  
t h e  Env i ronmenta l  I n f o r m a t i o n  C e n t e r .  

The Chairman c a l l e d  f o r  f u r t h e r  p r o p o n e n t s  o r  o p p o n e n t s  and 
t h e r e  b e i n g  none ,  p e r m i t t e d  Sen.  Rasmussen t o  c l o s e .  F o l l o w i n g ,  
commit tee  members a s k e d  a number o f  q u e s t i o n s .  I t  was b r o u g h t  
o u t  many r e s i d e n c e s  had i n s t a l l e d  such  s o l a r  s y s t e m s  and found 
them n o t  p r a c t i c a l  and t h e r e f o r e  had used  o t h e r  h e a t i n g  s y s t e m s -  
The members q u e s t i o n e d  t h e  p r a c t i c a b i l i t y  of p r e s e n t  s y s t e m s .  

F o l l o w i n g  t h i s  d i s c u s s i o n  t h e  m e e t i n g  was a d j o u r n e d .  
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MR. ......... 3.residen.t ........................... 

Taxation We, your committee on ........................................................................................................................................................ 

Senate ................. 177 having had under consideration ................................................................................................................ Bill NO. 

.... ..... ................................................................................................... Respectfully report as follows: That Bill NO 1.37~ 

DO PASS 

STATE PUB. CO.  
Helena, Mont. 

;; 
J - ..-' -.c ; :.. .. ' .  . x.. ... / <, 

_ + .  '- . ". ". .............................................x..........-...................+........ .. ..... .. 
J W  A. TUPSTAGE , Chairman: , . ;y 



Amendment t o  SB 1 7 3  

1. T i t l e ,  l i n e  9 .  
Fo l i o w i n q  : "INCOME1' 
I n s e r t :  "AND TO ELIMINATE PROVISIONS RELATED TO SIMILAR FEDERAL 
TAX CREDITS" 

2 .  Page 1, l i n e  25 t h r o u g h  l i n e  5 ,  p a g e  2 .  
F o l l o w i n g :  "received" 
S t r i k e ;  t h e  r e m a i n d e r  o f  l i n e  25 t h r o u g h  " r ece ived"  on l i n e  5 ,  

P a g e  2 

3.  Page 2 ,  l i n e  2 2  t h r o u g h  l i n e  3 ,  p a g e  3 .  
F o l l o w i n g :  " r e c e i v e d "  
S t r i k e :  t h e  r e m a i n d e r  o f  l i n e  2 2  t h r o u g h  " r e c e i v e d , "  on l i n e  3 ,  

p a g e  3 .  



COMMITTEE PROPOSALS 

A f t e r  c o n s i d e r i n g  t h e  d i s c u s s i o n  with t h e  Bozrd of  I n v e s t -  
ments  a n d  t h e o r i e s  o f  economic  i n v e s t m e n t ,  t h e  Commit tee  
d e c i d e d  t o  p u r s u e  f o u r  o p t i o n s  d e s i g n e d  t o  a i d  young f a r m e r s  
a n d  b u s i n e s s m e n .  

1) Farm l o a n  p rog rams .  A j k ?  L/ 
The Commit tee  e x p r e s s e d  i n t e r e s t  i n  a p rog ram,  p a t t e r n e d  
a f t e r  t h e  Hous ing  A c t  o f  1 9 7 5 ,  t o  s e l l  r e v e n u e  bonds  t o  
f i n a n c e  young f a r m e r s '  p u r c h a s e  o f  f a r m l a n d ,  To a s s e s s  t h e  
n e e d  a n d  p o t e n t i a l s  f o r  t h i s  p rog ram,  t h e  Committee r e v i e w e d  
r e c e n t  s t u d i e s  c o m p l e t e d  a t  Montana S t a t e  U n i v e r s i t y  on  t h e  

1 
cost o f  b e g i n n i n g  a farm or  r a n c h i n g  o p e r a t i o n  a n d  t h e  
d i f f i c u l t i e s  young f a r m e r s  e x p e r i e n c e  i n  r e p a y i n g  l o a n s  
u n d e r  c u r r e n t  m a r k e t  p r i c e s  f o r  f a r m  p r o d u c e .  The Commit tee  

1) 
a l s o  a s k e d  r e p r e s e n t a t i v e s  o f  b o t h  t h e  s t a t e  and  f e d e r a l  
f a rm o w n e r s h i p  l o a n  p rog rams  t o  t e s t i f y .  8 
The Montana Depa r tmen t  of A g r i c u l t u r e  h a s  a  s m a l l  f a r m / r a n c h  
o w n e r s h i p  l o a n  p rog ram,  funded  t h r o u g h  t h e  f o r m e r  F e d e r a l  
R u r a l  R e h a b i l i t a t i o n  C o r p o r a t i o n ' s  a s s e t s .  Through c a r e f u l  
management,  t h e  d e p a r t m e n t  h a s  b u i l t  t h i s  f u n d  t o  $ 1 , 3 8 8 , 0 0 0  
wh ich  i s  l o a n e d  t o  f a r m e r s ,  r a n c h e r s ,  and  r u r a l  y o u t h  t h r o u g h  
f i v e  p rog rams .  C u r r e n t l y  t h e  d e p a r t m e n t  h a s  $717 ,000  i n v e s t e d  
i n  f a r m / r a n c h  o w n e r s h i p  l o a n s .  Because  o f  i t s  l i m i t e d  

1 
f u n d i n g ,  t h e  d e p a r t m e n t  o f t e n  p a r t i c i p a t e s  w i t h  t h e  F e d e r a l  
F a r m e r s  Home A d m i n i s t r a t i o n  Program i n  making o w n e r s h i p  
l o a n s .  Depa r tmen t  s t a f f  t e s t i f i e d  t h a t  t h e  demand f o r  f a r m  

a 
r e a l  e s t a t e  l o a n s  f a r  e x c e e d s  t h e  r e s o u r c e s  o f  e i t h e r  t h e  
s t a t e  o r  t h e  f e d e r a l  p rog rams  p r e s e n t l y  a v a i l a b l e  a n d  sup -  
p o r t e d  t h e  u s e  o f  t h e  c o a l  t a x  f u n d s  f o r  t h i s  p u r p o s e .  6 - 

The S t a t e  D i r e c t o r  o f  t h e  F a r m e r s  Home A d m i n i s t r a t i o n  echoed  
t h e s e  s e n t i m e n t s .  Whi le  FmHA w i l l  make  146  f a r m  o w n e r s h i p  
l o a n s  t o t a l l i n g  $ 9 . 5  m i l l i o n  i n  1978 ,  o v e r  2 2 5  q u a l i f i e d  
b o r r o w e r s  d e s i r i n g  $15 .5  m i l l i o n  i n  l o a n s  w i l l  h a v e  t o  b e  
t u r n e d  away u n t i l  a d d i t i o n a l  f u n d i n g  i s  r e c e i v e d .  A t  p r e s e n t ,  
a p p l i c a n t s  mus t  w a i t  1 8  t o  2 4  months  f o r  a l o a n .  H e  s a i d  

I 
t h a t  FmHA would welcome s t a t e  p a r t i c i p a t i o n  i n  t h e  program.  

FmHA r e g u l a t i o n s  a l l o w  a p a r t i c i p a t i n g  a g e n c y  t o  t a k e  a 
f i r s t  m o r t g a g e  on the p r o p e r t y .  T h e  s t a t e ' s  f u n d s  would 
t h u s  b e  g u a r a n t e e d  by  a  f i r s t  l i e n  on a l l  t h e  p r o p e r t y .  
FmHA would t a k e  a j u n i o r  l i e n  f o r  t h e  s e c u r i t y  on  i t s  p a r t  
o f  t h e  l o a n .  FmHA s t a f f  s a i d  t h e  s t a t e  c o u l d  s e t  i t s  own 
i n t e r e s t  r a t e  o n  t h e s e  l o a n s ;  c u r r e n t  r a t e s  se t  by  FmHA 
p a r t i c i p a t o r s  r a n g e  f rom 8%-11%.  FmHA would  a l s o  p r o v i d e  
most o f  t h e  n e c e s s a r y  l o a n  s e r v i c i n g .  The s t a f f  a l s o  
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e m p h a s i z e d  t h e  s a f e t y  of t h e  i n v e s t m e n t :  less  t h a n  1 5 %  o f  
t h e  f a r m  o w n e r s h i p  b o r r o w e r s  a  y e a r  f a i l  t o  meet s c h e d u l e d  
payments  and  o n l y  o n c e  i n  t h e  p a s t  25  y e a r s  h a s  a  l o a n  
d e f a u l t  r e s u l t e d  i n  a w r i t e - o f f . '  




