MINUTES OF THE MEETING
TAXATION COMMITTEE
MONTANA STATE SENATE

March 22, 1979

The fifty-fifth meeting of the Taxation Committee was called to
order on the above date in Room 415 of the State Capitol Building by
Chairman Turnage.

ROLL CALL: Roll caill found all the members present. A list of
the witnesses providing testimony is attached.

CONSIDERATION OF HOUSE BILL 768: Representative Krogg presen-
ted this bill which was an act to exempt property of a veteran of
foreign wars who died from wounds recieved in a combat zone. He
illustrated an example of a veteran who had first been reported as
MIA, then KIA, and his accumulated estate was taxed. He said he be-
lieved this was not equitable and asked the committee's consideration
for this exemption.

Others appearing as proponents of the bill were Mr. Dirkee and
Mr. Fleming. The Chairman called for other proponents, however
there were none, nor were there opponents. The committee asked a
nunber of guestions. Representatives of the Department of Revenue
were present and had no objections, however they felt an amendment
should be made to limit the exemptions to conform with the federal
laws, limiting to those 'killed in combat zones'.

Senator Towe Moved to Amendmend the bill (see attached Commit-
tee Report). Motion was carried.

Senator Brown then Moved HB768, As Amended, Be Concurred In.
Motion carried unanimously.

CONSIDERATION OF HOUSE BILL 573: Representative Roth presented
her bill which would provide an incentive to home owners to remodel
structures with historical value. She said there are limited funds
available for resorting these properties, and at present no grants
or other incentives to restore such properties. She felt there
should be at the least, a tax exemption to encourage sucih a pro-
gram, thus was proposing HB573.

The Chairman called for other proponents or opponents, and as
there were none, permitted questions from the committee. Represen-
tative Roth, on gquestioning, said there are 93 certified historical
sites in the state, and she volunteered to bring in a copy of this
register for the committee's further consideration. Hearing closed.

CONSIDERATION OF HOUSE BILL 150: Representative Lien first spoke
to the committee on this bill, saying it was the product of numerous
hearings by the interim Revenue Oversight Committee. He said the bill
had had complete hearings with Department of Revenue, savings and loan
assoclations and the banking community. He said the committee had at-
tempted to explcre all avenues in an effort to arrive at a bill accep-
table to all concerned entities, including local governments. He said
as the bill came out all the moneys went to local governments and none
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to the state. The House Taxation Committee thought there was imp
to both entities so they amended the bill to the 80-20 split. Re
sentative Fabrega was present to testify concerning his bill as w
and gave a brief history of the taxing of banks in Montana, saying

Congress allowed states to choose different methods to be taxed and
Montana had chosen the bank share tax. He said the bill eliminates
the tax-free status of the interest from municipal bonds. Also, in
order to tax the income from federal securities it is necessary to

tax state securities as well. He said the Fiscal Note shows a loss
but he felt little credence should be given to it.
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He continued, saying in 1980 banks would pay about $5,300,000
in corporation license tax, or about a 400% increase. Due toc a ne-
gotiated settlement, banks paid over $5 million in tax and after the
court decision the banks paid over $1 million in bank share tax; of
that amount a great deal was paid voluntarily, he said. He said if
you will look at corporation license tax, banks will go from over
$1 million to over $5 million and growth projections bring this even
higher . The savings and loan associations will pay an estimated
$00,000 and under this bill they will pay $800,000 in 1980.

He said under this bill some banks will pay more tax but all of
the banks have agreed this is the only thing to do to make the tax 1
equitable. He said further, this would encourage banks to operate
more locally, and maybe this would help slow down the flow of bank
capital into federal securities.

Mr. Pitts was next witness to testify and stated his agreement
with the previous testimony. He gave a number of examples of +wo
nearby banks which paid greatly varied amounts of taxes and said he
felt this lezislation would tax all of them more eguitably. He said
160 banks in 95 cities in the state had been oontacted of the results
of the study of the Oversight Committee and though many banks would
have tax increase, most of them favored this legislation because they
believed it gave tax equality. Mr. Bennett also briefly traced the

history of bank tax in the state and gave that organization's endorse-
ment of the bill.

Mr. Anderson distributed a review of HB150 showing charts, pro-
jected tax incomes for coming years and present tax paid by state
banks. He explained further about the compromise reached in 1977,
before the problem was put to the Oversight Committee. He also said
he was unable to get accurate projections without data from the sa-

vings and loan assoclations.:: His testimony is contained in Exh. #1.
Cther proponents were Mr. Albert, who distributed a copy of his tes-
tament, s=se Exh. #2, attached. Other proponents included: Mr.

Phillips, Bill Andrews, Earl Johnson, Joe Morse, John Cadby, who
stated he represented all 160 banks in the state.

attached, which would eliminate one of the steps in the proccess of
seeing a portion of the tax was returned to local goveraments. Jonn
Fitzpatrick of the Office of Budget submitted an amendment to change
the split to 70-30 to help offset the loss from corporate  tax revenue,
see Exh. #4. Mr. Zinnecker spoke next and sald he was of the opin-
ion held by the banks, that something nust be done; however one item

»

Mary Craig of the Department offered an amendment, see Exh. #3,
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he expressed concern over was the fact that the bill would decrease
revenues to local governments and this would increase property taxes.
He said it would also decrease valuation and would affecting bonding
limitations. He asked that the committee consider the original bill
so all the money would go to local government in order to keep pro-
perty taxes down.

Mr. Mizner testified next, supporting Mr. Zinnecker's comments
and said cities and towns have lost taxable valuation in the last
several years and hoped the amounts could be raised to help offset
some of the losses suffered by cities and towns in those years. Mr.
Bulen also stated his agreement with Zinnecker and Mizner.

Chairman Turnage then asked for testimony from opponents and Mr.
Canon led off the opposition saying the savings and locan associations
take no position with respect to the method of taxation in the bill
nor the level of revenue which the bill would generate. He did want
to point out some of the effects of the tax as it applies to that asso-
ciation. He distributed considerable written testimony to which he re-
ferred in his testimony, see Exh. #5, attached. He also submitted an
amendment, part of Exh. #5, attached, which would give a deduction for
bad debts incurred.

Following his testimony other opponents rose briefly, to state
their objections to the bill and several gave the percentage their
taxes would raise, should the bill be passed. First to speak was Mr.
Grose who said his firm's taxes would go up 25%; other opponents “in-
cluded Mr. Cadwell, Mr. Firsbie and Mr. McMillan, all of whom suppor-
ted the amendments of Mr. Canon, and with them could then consider
supporting the bill. Others who stated their support with the amend-
ments of Canon included Mr. Sherrick, Mr. Ritchie, Mr. Pennington, Mr.
Hauland, Mr. Johnson, Mr. Enger, Mr. Jones, Mr. Bulen, Mr. Chumran.
Mr. Huss stated they supported the bill as it came out of the House
Taxation Committee. He stated that during the months this measure
was considered banking groups had set forth figures of profits and
losses and the impact of taxes, whereas, savings and loans would not
supply any figures. He said the proposals submitted by Canon was
presented in HB735 (from 1977 session) and was rejected then.

Chairman Turnage offered Mr. Canon a chance to reply and Mr.
Canon said the figures used in his written testimony were derived
from the Fiscal Note prepared by the Department of Revenue and would
leave it to the committee to make its judgment on them. The sources,
he said, are all contained in his prepared testimony.

Representatives Fabrega and Lien were permitted to close their
testimony and said all amendments had been considered but would re-
sist going to the 70-30 split. He did feel, however, that the Depart-
ment's amendment should be considered because of the time and admini-
strative costs that would be sustained by the local governments. Of
the $5 million in taxes the ratio is about 4 tc 1. Following several
additional questions the Chairman announced further questioning would
have to be done at a future meeting due to lack of time.
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WRITTEN TESTIMONY OF DEAN H. ALBERT
ON BEHALF OF THE MONTANA BANKERS ASSOCIATION
IN SUPPORT OF HOUSE BILL 150
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Mr. Chairman, Members of the Senate Taxation Committee, my name
is Dean H. Albert, a member of the Montana Bankers Association, and Vice
President of Bank of Montana System, a holding company owning fifteen
banks in Montana. The following testimony is submitted in support of
House Bill 150 as it is presently written.

I would like to ask this committe not to lose sight of the fact
of the substantial support and unanimity of the Revenue Oversight Com-
mittee in introducing this bill. Please keep in mind that all of the
House of Representative members on that committee joined in signing the
bill, and four of the members of this committe were also members of the
Revenue QOversight Committee and Senator Severson also joined that com-
mittee in its two years of deliberations.

This bill came about as a result of four years of intensive study
by the Montana Bankers Association who probed in depth a variety of
methods to tax banks and financial institutions. Experts in the area
of bank taxation including economists, accountants and tax specialists
were involved in developing and presenting to the Revenue Oversight
Committee a substantial amount of information relating to the taxation
of financial institutions and these presentations were studied in great
depth by the Oversight Committee during their two years of deliberation
of how best to tax banks. As a result of these in-depth studies it
would appear the Revenue Oversight Committee not only agreed with the
bankers testimony that banks were grossly discriminated against in the
old form of bank taxation, but the recommended taxation as encompassed
in this bill was fair and equitable. The Department of Revenue who
cooperated in developing data which ultimately resulted in the submission
of this bill did not attempt to refute that prior discrimination.

A1l of the banks in Montana have supported this bill to gain tax
equity in spite of the fact many banks wili have to pay a greater tax
under this bill than they have been paying previously, but are willing
to submit to that increase in the interest of equity and fairness as
between banks, other financial institutions and corporate business in
Montana.



In spite of the modest decrease in revenues as projected if
this bill is adopted, the Committee should be aware that the new form
of taxation will have a tremendous impact on some institutions. If
the bill had been in effect during 1978 the taxes on banks in our
corporation would have increased approximately $16,000.00, or about
6.4% over the capital tax paid that same year. Under the new bill
only three of our fifteen banks would have experienced any tax re-
duction, but as an example of what some banks may experience under the
bill if passed in its present form. One of our banks that in 1978 paid
a capital tax of $3,219.00 under this bill wouid have paid $8,226.00 or
an increase of 155%. A larger example in both dollars and percentage
is another bank which paid $11,196.060 and under this bill would have
paid $30,912.00, an increase of 176%. A further outstanding example,
and perhaps other banks will feel this impact, is a bank which paid
$1,327.00 and under this bill would pay $7,734.00, an increase of 482%,
or nearly six times as much as under the old capital tax law. My point
is that in spite of these substantial increases affecting some banks in
Montana, bankers are unanimous in support of the biil in order to gain
fairness and equity in the taxation of financial institutions. Let me
close by saying, in summary, that four years of intensive study brought
this bill about, two years of del‘oceration by the Interim Revenue Over-
sight Committee has confirmed the equity and fairness of this legislation
and hearings before the House Committee on Taxation and the House Sub-
committee on Taxation has supported these conciusions and a substantial
margin of the House of Representatives have endorsed this as the best
means of taxation of financial institutions and my personal recommendation
to the Committee is to recommend the bill do pass in its present form.

Respectfully submitted,

Tt AL Lth

Dean H. Albert




SUGGESTED AMENDMENTS TO HOUSE BILL 150 N

1.

Page 9, line 8
Strike: 5
Insert: 6

Page 9

Line 17

Following: Section 5.

Strike: remainder of line 17 through line 12 page 10.

Insert: Department of Revenue - gpecial duties for transmitting
corporation license tax revenues collected from banks or savings
and loan associations to counties. (1) Within 30 days after
receiving corporation license tax returns and payments from banks
or savings and loan associations the department of revenue shall
transmit to the county treasurer in which the business is located

the revenues calculated under Section 6 subsection (B).

Renumber: subsequent subsections.

Page 11 line 8

Following: are _
Strike: collecting the taxes.

Page 11 line 10
Following: = Section 6.
Strike: remainder of line 10 through line 18 page 11

Insert: Distribution of corporation license taxes collected from
banks or savings and loan associations. (1) All corporation license

taxes collected from banks or savings and loan associations shall be

distributed in the following manner:

A) 207 must be remitted to the State Treasurer to be allocated

as provided in 15-1-501(2):

B) 80% must be allocated to various taxing jurisdictions within
the county or counties in which the bank or cavings and loan association

is located,.
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Amendments to HB 150

1. Page 11, line 14

Strike: ''20%"
Insert: '30%"

{
, {
2. Page 11, line 16 }(
Strike: "80%" 7 \_JF
Insert: "70%" [ fy .
J/ (4 'L/
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- - o
I hd . l.",’ 1t &
i‘} 3.7 .7 g
{4 P - -
e’ . Tue
(‘,/(,{
HOUCE BTLL 190 . ALV
J
The Financial Institutions Taex Ach

HB 158 is the Montanae Bankers Associaticn-sponsored i1l to
replace the revenue local govecrnmeat leoses a2s a result aof the
elimination of the tax on bénk shares. The banks contested the
constitutionality of this tax and the Montana Suprem- Court held
that the tax on bank shares to the extent that tne velue of
shares included obligations of the United 3tatss was
unconstitutional.

To replace this revenue to local governments which in 1976
amounted to $6.1 M the banks in 1977 lobbied through UB 735
which allowed a partial deduction for federal obligations. This

measure expired by its terms on January 1, 187¢. Below is a
comparison of taxes banks paid to local govermnment before and
"after the enactment of this tax. The amount of corporation

license tax banks and S & L's paid to the state is also shown.

1975 1977 1878 1974
Taxable value of bank shares 24.3M 18. 91 21.5M 24M
Taxes paid to: [ncal Government 6.1M 4., 8M S.4M
Ctate O L EM a6

Pepartment of Revenue, T.xation
of Financial Institution: in
vontana

Under HB 150 banks and savings and loan associations will
continue to pay the corporation license tex of 5 3/4% on net
income augmented by the income from state, local and federal
obligatlions which have heretofore bheen exempt from state
taxation. All of the inccme will then be turned back to local
government in lieu of the revenue previously generated by the
shares tax. Previously all proceeds from the <corporation
license tax came to the state general fund. Under this proposal
80% of it will go to local governments and 26% to the state.
For FY 88 and 81 the revenue impact is as follows:

8% lLoceal 20%
uOVt rnment State
Total Revenues Fy 8§ Fy 21
Proposed , o0, 288 6,038,800
Current Z_QQEiQFV : 8,608,800
Difference (2,£90,000) (2,574, G,v)
Local Government
Proposed 4,720,208 4,878,000
Current G,“”ﬂ 3016 AL500 00

Difference (17,285, voa) (T 8T



PROPQSED AMFNDMENT TN HOSE RBILL MO, 180 [\1
{(Third Reading Cooy) J MA/O
iz £ e

o

o O

1. Title, line 13. U/‘
Following: "ASSOCIATIONS;" /
Insert: "PROVIDING FOR THE DEDUCTIBILITY FROM GROSS TNOWE OF ,
ADDITIONS TO A BAD DFBT FESERVE ACCOCNT IN ACCORDANCE With whE | L7
INTERNAL, REVENUE CODE;"

]

2. Page 5.
Following: line 7 gi%\ﬁ
W

- -

Insert: (b) In lieu of any deduction for bad debts losses under
subsection (2) (a) above, there shall be allowed a deduction bv
any savings and loan association for a reasonable addition to a
reserve for bad debts as provided under section 593 of the i
Internal Revenue Code of 1954, or an section 593 shall he

labeled or amended. 6 7

Renumber: subsequent subsection.
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1. Title, lin=e 7.
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Inzexrkt: “eollacked”

STATE PUR.CO. Chairman.
Fivorna, Mant,



Corm. ©n To=ation
ST 3G
Page Twe Rarch 2l 19
& Paaa 1.
Felleowing: 1line 14
Strike: lines 15 through 25, lines 1 through 2% on page 2, and

lines 18 through 22 on page 3 - I )

nsert:

*{1) July 1, 1%792 Jannary 1, 1986

through December threoush feone 30,
31, 197% i0ad hereafie

trust fund created

in 2riicle 1%,

gsecticon 5 25% 50G%

parks and cultural

projects trust fund 21/23 2 1/2%

rconunt 2 31/2% 2 1/23

local izpact account 12 1/2% 12 1723

- -2 : —aon

ehate cqualization aid
& 2%, % 2 g - il 3
Lo peblic schoels 15% 153

state 42 1/:% 17 1/2%

(2} The constitutional trust fund meazy shall bhe ﬁmPOS&te in
the fund established under 17-6-203 (:} and investsd by the boara
cf investmentsz as provided by law. Inceme earned from the Investn azzl
cf this trust fund shzll be deposited in the general fund, enxcont
that $£1,C00,06060 of ~ia income ehall b= paid inte the cozl aren
high ?y imcrcvemedu cooumt during each fiscal year of the 1983-1931

(J) Inrcm from thoe yarks and culturs
be eppropriated zag follows

{{) 1/2 for protection of ho ks of ar
other cultural and aesthetic projec
[zoctica 5}; and

(i1} 2/3 for the acguisition of = 2
23-2-13G2 2nd The oreraticn and raintanan:
under the provisions of [sectieon 6107
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Fare 3, line 25.
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age Taree Farch 21 19,79

7. Poge 4,

clloving:  1ins 11

nsnre: {3} Any unchlicated funds ir the locesl iimmack accoount
2t tho end of each blenniun shall be translerred to the caneral
Tund.” )
{4} There is wlthin the earmarked revenue fund an existing trust
fund created by the former 15-33-105(2)(h), which is herelw ronamed
the parks and culiurzl projects truct fund. Honcy received frem the
ccal severance tax as provided in 15-35-1G8 shall be paid into this

el
A0
1]
L
ot
t

19

- - o

Yollgwing: “G5-£--207,.°

Strike: “ithe total of which may not ex aei $1 mill
20 ubsgection {

: en_during
bienniun, except as proviced in =

et s

5. ace : 5, line 2.

Folicwing: line 7

Strike: lines 8 throush 223

18, Page 6, line 185.

Following: line 1%

Insert: “3ection 5. TEERD IS A UTH MCA SEOTIOT TEAT READRS Cultural
and aesﬁbntjc pro;ecbs raﬂts. 1} Any porscn, aszociation, or
reprazentative of & ﬂ@?ﬁrnzrﬂ unit seeking 2 grant for a cultural or
aesthetic projert from the income of the parks and cultural projects
rust fand under the PZC?laiOR of 15-33-135(2) shall sabmit a grant
prenozal to the board of trustoes ¢f the Hontana historical society
Ly Secemker 1 of the year preceding the convening of a legislative
szosion.  The grant progesals tuzt ba for the purpase of proteciing
wvorks of art in the state capitel cr cther eultural and aesthatic
rrejeces.

2}y The bbﬁrd of trustees of the tontana historlcal society shall
present to the legizlature by the 13th day of any legislative gession
& lizt of grant propeso s subnithed.

(3} The leoislature must appryopriate funds frem the income earned
from the trust fuand bcfoze any award iz granted.

{(4) %ke grant proposals a2pproved by the legislature shall be
adininistered by the Montana histerical society.

Secticn €. TUHDTRE IS A HEW HCA TCTION THAT ﬂfuua. Acguisition
ci certain state parks, pepum terical zitez. (1) mnv
person, &5 m“rln»;ar, or re u”wcxﬁf.’ T of a ¢ovarning unlt nay sukedc

wroposal for the acquisition o
23-1-102 f£from thz income of the
fund under the provisions cf l

£y

or araz dasc ibed in

-‘

and cone by December 1 of the nin of
legislative session.

e 4 -

(2} 7he fish and garme comiss reacnt to the lecizliature
by the 15th day of any legisliat on a list of proposala for
orent, oites, or chischs thas o »z2d for une as wtata parks,
state recreational areas, shoko ntg, or =2tate historical oitog,

{Caontinued}

STATT FUB, CO. Chairman,
Hetena, Nong, .
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Coom, ©a
5§ 2%

- 2
PE;H, i V2

L4

through 13.

1l 2]
Following: 1ine 5
Etrike: gubgsections 2 and 3 in thelr
Inzert: "{2) iny fuonds pald to the
which cnal iz mined or to the cred
account and rencwable resocurce dov

year 1330 shall be transferrsd tn

line 14;

Following: ©80-1-1028"
Strike: L,
Insert: “andg”

+ 1ine 15,
end 45-6~210,°

STATE PUR. CO,
Helens, Moant.

entircty :

cradis ;f thﬁ connties in

£ of the nty lend planning
2lopment L nA acﬂo'nt in fisecal
tha gencral fand.”
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ROLL CALL

SENATE  TAXKATTON COMMILTILE

46th LUGISLATIVE SBESSION - 1979

NAME : PRESENT ADBSENT EXCUSED

SEN. GOODOVER (Vice Chairman)

SEN. BROWN

SEN. HAGER

SEN. MANLEY

SEN. MANNING

SEN. McCOLLUM

SEN. NORMAN

ey

o
\m

NSNS S NI NN

CHAIRMAN TURNAGE

i
y

Each Day Attach to Minutes.

SENATE





