MINUTES OF THE HOUSE TAXATION COMMITTEE MEETING
February 13, 1981

A meeting of the House Taxation Committee was held on Friday, Febru-
ary 13, 1981 at 8:00 a.m. in Room 102 of the State Capitol. All
members were present except Reps. Brand and Vinger, who were excused.
HOUSE BILLS 591, 609, 599, and 648 were heard and EXECUTIVE ACTION
was taken on HOUSE BILLS 543, 552, 579, 408, 540, 65, 512 and 528.

The first bill to be heard was HOUSE BILL 609, sponsored by Rep. Jay
Fabrega. This is a companion to a bill providing for increment taxing
on remodeling property and this bill is for new and expanding manu-
facturing industry property. In order for a taxpayer to receive the
benefits in Section one, the governing body must have approved the
schedule by resolution. Presently there are a variety of incentives
in the law, but if the industry is not new to the State, the qualifi-
cations are so difficult, they are of very little value.

Dave Goss, Billings Chamber of Commerce, then rose as a PROPONENT.

A bill like this one would make it a little more worth a new business's
while to come into Montana. This would be advantageous to everyone,
because the new business would create jobs, and property tax revenue.

Robert Helding, Montana Wood Products Association, then rose in sup-
port of the bill. This type of legislation is a good incentive to
the amount and type of capital investment being talked about in the
wood industry.

Rep. John Harp rose in support of the measure. The new sections con-
taining the schedule allow the industry to meet the demands of great
capital outlay and provide a tax base for an area. He pointed out
that the State would also be getting income tax revenue from the em-
ployees of the industry.

There were no OPPOMENTS to HB 609. Questions were then asked. Rep.
Sivertsen wanted to know what the rationale was behind the formula

in the new section. Rep. Fabrega said that this was the same formula
that North Carolina used.

Rep. Fabhrega stated that only the portion of a business that was
expanding would receive the tax break.

Rep. Bertelsen asked Rep. Fabrega if he saw any lack of equality be-
tween this bill and the law that requires a prepayment of taxes.

Rep. Fabrega replied that this bill would apply to an industry of any
size, but it was aimed at small to middle-sized industries. He stated
that he didn't want the prepayment law repealed, because it was legit-
imate. This bill would favor the small plant.

Rep. Bertelsen brought up the problem of Commissioners being pressured
to grant an exemption. Rep. Fabrega pointed out that the resolution
was either passed for all takers, or rejected, and cases would not be
handled individually.

Rep. Dozier asked Rep. Fabrega if he didn't feel this bill would creafe
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unfair competition with existing businesses. He replied that he
didn't feel this way because manufacturing had a lot of room to
expand in the State.

Rep. Fabrega stated that it has proven very beneficial to provide
this kind of benefit, even in light of the increased demand for
services which a new or expanding manufacturing business generates.
He added that the increment began at 50% rather than at 0% because
local needs are recognized.

The word "jurisdiction" in the bill refers to tax jurisdiction, and
Rep. Fabrega stated that the bill could be amended to make this
clearer.

Rep. Fabrega said that if business was bhasically manufacturing in
orientation and coming into the State for the first time, he believed
the competition problem would regulate itself. He agreed to check
and see if gasification plants would be included under the definition
in this bill.

Rep. Sivertsen then asked Mr. John Clark (Department of Revenue) for
his comments on the bill. He replied that he had no problem with

the philosophy behind the bill, but he did have a problem with the
language used in its drafting. It appears that once a jurisdiction
adopts a resolution under this bill, nothing can be done to prevent
anyone who comes in from being immediately subject to the treatment
the bill offers. He added that there may be a problem connected with
the tax prepayment issue, also. Also, the term "construction period"
needs to be defined more closely because it could be continued on
indefinitely. The assumption that the bill only goes to the improve-
ments to the property and not to the machinery may not hold up.

Rep. Williams asked Rep. Fabrega if, in view of the complications

with the bill, he would be willing to amend it so that local impact
would not require a prepayment of taxes, as far as small manufacturers.
Rep. Fabrega said this might be a possibility, provided that it doesn't
have a negative economic impact. He added that he believed this was
being addressed by making the tax break a local option.

Rep. Fabrega stated that one possible way to qualify under the bill
might be to require that the businesses have 500 or less employees.

Rep. Fabrega then closed, and the hearing on HB 609 was closed.

HOUSE BILL 591, sponsored by Rep. Hal Harper, was then heard. He feels
the people whom the bill addresses should receive the same tax rate
whether they live in their own homes or not. He said that the bill
addressed limited profit situations, so there would be no abuse by
proprietors. He said that some members of the Tax Appeals Board would
be available to support his testimony.

There were no OPPONENTS to HOUSE BILL 591.
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Bob Raundal, State Tax Appeals Board, then rose as neither a PROPONENT
nor an OPPONENT. They are unable to grant a tax reduction under the
present law, even if they feel one is deserved.

Questions were then asked. Rep. Williams submitted that at the end

of 15 years, the person could sell the property at any price. If he
made a lot of money on the sale, he would have heen using low-interest
government money +0 do this, and this isn't fair in his opinion. EHe
pointed out that there were other bills to give renters a tax break,
and he feels they had better approaches.

Rep. Harper stated that his only concern was that the same rights and
privileges be extended to peoprle who don't own their homes as to those
who do. He then closed. He said that Rep. Williams had touched upon

a problem area. Jim Steffeck, State Tax Appeals Board, then interjected
that the owner does not pay any of the taxes; the residents of the
homes pay the taxes, and they will be the ones that will benefit from
the bill.

Rep. Harper then closed, and the hearing on HOUSE BILL 591 was closed.

HOUSE BILL 599, sponsored by Rep. Bob Sivertsen, was then heard. This
bill addresses the problem of preserving the family farm., This bill

is expanded from previous sessions of the Legislature. He went through
the bill section by section. The bill creates a disincentive for
qualifying individuals. The reporting provision has been expanded in
this bill because he believes the information can be gathered much
quicker if the State doesn't wait for the Federal government's figures.
Previous bills have prohibited someone from owning land and that is
perhaps the wrong approach, but he feels it is fair to create disin-
centives such as this bill does. The problem is compounding in Montana
right now; corporations buy land, hold it for a few vears, and then
sell it. Beginning farmers and ranchers are being shut out of the
market. Studies show that the area of ownership of agricultural land
by non-farming individuals is becoming more used. Other states have
limitations such as this bill provides. He would rather approach the
problem on the State level than have Congress pass a bill.

Ann Scott, Montana Farmers Union, then spoke. They have been long con-
cerned about the influx of tax loophole money into this area. Eventu-
ally the number of people out on the land are reduced when outside
corporations buy it out. This is bad for the small communities that
depend on the farmers' support. Many of the nation's largest banks
develop land trust schemes which receive tax benefits for being company
land and this concerns the Farmers Union.

She then stated that they had a few problems with the way the bhill was
written. (1) There is confusion about whether a qualifying individual
for income limits applies to which section. (2) They don't necessarily
think that a farmer or rancher out on the ranch now, and lucky enough
to have o0il wells on his property, should be treated in the same manner
as an out-of-state corporation coming in. The bill does not address
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this. (3) Regarding the new Section on income tax deduction for

a small farming operating, less than $500,000 isn't an adequate
definition. (4) Regarding the tax break for sale to small farmers,
this gquestion is being currently addressed in SB 163 and HB 640,
and they feel the provisions in thosebills specify better who is

a beginning farmer. This bill might be construed to also apply to
expanding farmers. She is not sure if the land trusts being set up
in the midwest also might not be dealt with fully in this bill and
something might have to be added to include them.

Mons Teigen, Montana Stockgrowers Association, and the Montana Cow-
belles, then spoke. Their organization has not been greatly en-
thused about family farm acts in the past, but this bill addresses
the problem about as well as anything that they have seen. He re-
ceived a letter. from the "Oppenheimer people," and they tell invest-
ors to buy tillable ranch land because it will never be any cheaper
and there are vast amounts of money to be made. There is a change in
what is happening around the State. Uncontrolled breaking of the
land is being done by outside people. He agreed with the Farmers
Union reservations about the bill, especially Section 9. He feels
that the gross income should be increased. Other than that, he
thinks the bill will give the State a handle on what is happening.

Jo Brunner, W.I.F.E., wished to go on record as supporting the part

of the bill dealing with ownership reporting, but they are concerned
about Sections 8 and 9. She thinks the income floor is too high.

She doesn't feel these sections need be addressed in the bhill, because
of other legislation.

Tom Dowling, Montana Railroad Association representative, then rose

in OPPOSITION to the bill. Regarding raw agricultural products,

he doesn't know what that means. The cost of production of timber
apparently couldn't be deducted on the income taxes of timber growers,
which would be a problem. The bill flops back and forth as to who is
included under its provisions. He also has a problem with the penalty
provision.

Tom Harrison, Shell 0il Company, then rose in opposition to the bhill.
They have no great concern about the reporting requirements; he pointed
out that nationally, there are similar reporting requirements. Several
things are inconsistent in the bill. (1) Failure to allow deductions
from income tax for agricultural expenses: this bill says that it will
be advantageous to let land lay fallow, and if anything is done to
improve it, no deduction will be allowed for expenses. In addition,
Sections 9 and 10 don't seem relevant to the bill, and if anything
should be in a separate bill.

Don Allen, Montana Petroleum Association, wished to point out that in
relation to the provisions on Page 5, lines 4 - 7, there is an energy
forecasting bill and he is concerned about a duplication of authority.

John Clark, Department of Revenue, then made some comments. He pointed
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out that confidentiality provisions in State law will not allow the
Department of Revenue to divulge information regarding income to the
Department of Agriculture, as this bill provides for.

Questions were then asked. Rep. Asay asked Rep. Sivertsen if, in
Section 9, an individual wouldn't be encouraged to buy land, break

it up, and sell it as dry land, and get a large capital gain out and
be excused from the capital gain by selling to a local farmer. Rep.
Sivertsen pointed out that this was already happening, and this pro-
vision won't enhance it. Rep. Asay said that he thought the language
in the bill could be made clearer.

Rep. Bertelsen said that it seemed to him that if a $50,000 exemption
was given for selling, this kind of activity might be increased. Rep.
Sivertsen said that there was enough big money coming into the State
that when the land is put up for sale, it will be sold. This provision
just encourages that the land be sold to a beginning farmer. Rep. Bert-
elsen said that it seemed like the owner would be getting a double
break - a $50,000 capital gains break that he never had before. Rep.
Sivertsen expressed willingness to straighten the language out.

Rep. Roth wanted to know if this was an effort to create smaller ranches
and farms. Rep. Sivertsen said not necessarily; the bill was mostly de-
signed to allow beginning or smaller farmers an opportunity to farm or
ranch. 'Rep. Sivertsen said that it could be spelled out in the law who
exactly would qualify.

Rep. Nordtvedt wanted to know by what logic Rep. Sivertsen wanted to
deny operating expenses when arriving at taxable income. Rep.Sivertsen
replied that this is one idea trying to address the problem; it would
help provide a disincentive to the individuals. Rep. Nordtvedt wanted
to know if he had anv objections to amending the bill to include all
young people starting out in small business enterprises, also.

Concerning the reporting requirements contained in the bill, Rep.
Sivertsen pointed out that the federal reports only provided informa-
tion on alien ownership. Also, this bill only covers those qualifying.

In response to a question from Rep. Roth about the bill's encouraging
people to embark on a losing proposition, farming; Rep. Sivertsen said
that the reason the return on farming was so small was because the
price of land was so high that the payments cut into the return.

Rep. Sivertsen then closed. He would like to see this problem addressed.
Regarding "qualifying individuals,"” maybe the figures are not enough

in some cases and too much in other cases. He said he would he open to
amendments in regard to this. As far as foreign corporations, it is

his intent that the bill pertain to certain individuals, businesses

and corporations and aliens as well, because the problem is not only
with alien ownership, but with investors in the country who are using
this land as a tax write-off. Big business wants this land to be in

the ownership of fewer people because it would be easier to control

food production in the country. If this bill is not the proper vehicle,
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he expressed hope that the Committee could come up with something
else to address the problem. The hearing on HOUSE BILL 599 was then
closed.

HOUSE BILL 648, sponsored by Rep. Gerry Devlin, was then heard. This
bill allows the Counties to claim the taxable value on vehicles regis-
tered after July 1 up to the end of the vear. When staggered regis-
tration was adopted, this ability of the County was taken away; how-
ever, the counties have been doing this anyway, but this bill would
make the practice legal.

Dennis Burr, Montana Taxpayers Association, then rose in support of
the bill.

There were no OPPONENTS to HB 648. There were no questions. Rep.
Devlin then closed.

The Committee then went into EXECUTIVE SESSION. Regarding HOUSE BILL
65, Reps. Harp and Williams decided that it was too much of a case of
special legislation. They talked to the Department of Revenue regard-
ing reducing the length to one mile from 1 1/4 miles. It was agreed
that the Committee would postpone Executive Action on the bill for the
time being.

HOUSE BILL 528 received a DO PASS motion from Rep. Bertelsen. Discussion
followed. Regarding testimony about getting the money put into the
Outreach Program, Rep. Williams wondered if this might be a good place
to take that up. Rep. Sivertsen expressed opposition to the idea. Rep.
Harp pointed out that the Sponsor of the bill might not agree with such
an amendment. Rep. Asay suggested that perhaps the other bill which
increases the tax from 10% to 12% could address the Outreach Program.
Rep. Williams withdrew his suggestion. DNiscussion took place regard-
ing the Outreach Program. The gquestion was then called for and the
motion of DO PASS carried unanimously.

Rep. Harp then moved that HOUSE BILL 512 DO MOT PASS. Rep. Dozier said
he thought the Outreach centers were vital and necessary, but they are
mandated to "clean up their act;" they haven't, and they are now ask-
ing for more money. Rep. Hart said that their biggest problem is that
the money doesn't get to them. Also, regarding cleaning up their act,
she was told that only two halfway houses in Montana would be covered
under this thing. There are several other treatment centers, many of
which are private programs, and they are getting linked up with the
State programs.

Rep. Dozier said he would like to get more information and find out
just who was getting funded. Rep. Oberg stated that the Appropriations
Committee was scrutinizing this. He said he didn't think the problem
was going to be cured with more money. Rep. Harp pointed out that

the bill's intent and the sponsor's intent didn't match. Rep. Switzer
rose in support of the bill. Mr. John Clark, Department of Revenue,
stated that raising the tax 2% would increase revenue by 20%.
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Rep. Dozier said he feels the Department of Institutions took more
money than they would have, but when the State started funding,al-
cohol rehabilitation centers started popping up everywhere. A com-
promise was made to get some control over this.

Rep. Nordtvedt recommended that no more bills like this one come to
Taxation until Appropriations can investigate them.

Rep. Asay said that it was obvious that the most successful programs
were those with the most volunteer help.

Rep. Hart rose in support of local programs. Rep. Asay pointed out
that the kind of expenditures this bill addresses have been pointed
out to be a legitimate use of impact monies for the o0il industry.
The question was then called for on the motion of DO NMOT PASS;
motion carried with Reps. Hart and Switzer opposed.

HOUSE BILL 65 was then taken up again. Mr. Hoffman, Department of
Revenue, stated that if the one mile provision was incorporated, it
should be sufficient to accomplish the goal of the bill. Because of
the population limit, other companies should be excluded. He pointed
out that the problem shouldn't be a big one in the future because the
trend is to go down.

Rep. Williams then moved that HOUSE BILL 65 DO NOT PASS. Motion carried
unanimously. Rep. Roth then moved that a Committee bill be drafted
addressing the subject; motion carried unanimously.

Rep. Dozier then moved that HOUSE BILL 540 DO PASS; motion carried
unanimously.

HOUSE BILL 408 was then considered. Several proposed amendments were
moved; see Exhibit "A." Motion carried unanimously. Rep. Burnett
then moved that the bill DO PASS AS AMENDED; motion carried unanimously.

Rep. Zahrocki moved that HOUSE BILL 579 DO PASS. Rep. Dozier rose in
opposition to the bill. Discussion took place. Rep. Neuman made a
substitute motion of DO MOT PASS. Rep. Zabrocki then withdrew his
motion. The motion of DO NOT PASS was then voted on and carried unani-
mously.

HOUSE BILL 552 was then considered. Rep. Dozier moved to amend the
bill to cover drilling from December 31, 1976 through December 31,
1982; See Exhibit "B." Rep. Williams said he didn't feel a date made
too much difference either way, because the Legislature could always
address the problem in two years.

The question was then called for on the amendment; motion carried 11 -
6; see roll call vote. The question was then called for on the motion
of DO PASS AS AMENDED. Mr. Oppedahl, Tegislative Council, pointed
out that the title of the bill also needed amending. Motion carried,
with Rep. Oberg opposed.
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Rep. Switzer then moved that HOUSE BILL 543 DO PASS. It was pointed

out that this bill would cover an increase in the Severance tax, also.
Rep. Sivertsen said that before any legislation of this kind was passed,
proposals to help bond City and County governments had to also be looked
at; piecemeal legislation is defeating the purpose. He said he would
like to see the bill TABLED.

Rep. Harrington said that if there was an increase in the Severance
tax, the money allowed under this bill should be decreased.

Rep. Neuman made a substitute motion to TABLE HB 543. Motion carried
with Reps. Devlin, Nordtvedt, Switzer and Williams opposed.

The meeting was adjourned at 10:20 a.m.
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STANDING COMMITTEE REPORT

................... Tehruary 13,1935
MR. ......... SPLRETR e
- " -
We, yOUT COMITITIER OMN ....ueereiieerireeeeeeretreeaeseereseseesansesessrsnesseseanenseenens ‘MA*IO& ......................................................
» e !
having had UNGEr CONSIAETATION .c..e.ccurririerriieieeiesesestseetee st eeetencseese e sanesrese e araseesessnnesaeaaaspenens hOLaZ Bill No. ...... 591

A BILL FOR RX ADT ENTITLIR: “ARN ACT 70 INCLUDE MULTIPLE-UNIT
HOUSING PROJECTE MIITING CIRTAIN CRITERIA IY CLASS FOUR FOR
PROPLRTY TAY PLRPOSLS;  AVIUDING SICTIONS 15-6-134 AND 15-6-151,
MCA; AND PROVIDING AR EPPZCTIVI DATE."

ar
Respectfully report as follows: That BOUSS Bill No 591

DO NOZT PASS

BEHASE . S S
" . [
AR : .
oo e r e e e et aeinen
STATE PUB. CO. R‘?’ K&n hNordtvedt, Chairman.

Heilena, Mont.



STANDING COMMITTEE REPORT

SR AL <35 1223 o’ A0 SN 19.7).
SPIARZR
MR . ittt re ettt e e e s et anaeeas
. TAYATION
WE, YOUT COMIMHETIEE O ..eeuiiiniieiiueeriieaeneersnertnesseracarsssssenneemnsesessrosasesssssnssnmmarensassssnnasssssasnnsssnsneeecsarntnssarsrmsssssnnesstansrisssssrrese
. ) ) HLOUSE ) 599
having had UNder CONSIABIELION .uiiiiiiiieeieiiiiieee i e eeecte ittt ac e aeae e e s btstueseseea st e sasraesearatessssennssnnnnnssnenseesaeeans Bill NO. v

-

A BILL POR AY ACT EMTITLED: FAN ACTY T0 REGULATE THT OUNIESIHIP

OF AGRICULTURAL LAND BY REQUIRING CIRTAIM PERSQONS, BUSINESSES,

AND CORPOPATIONS TO REPORT OBULERSIIP OF INTEREST IN AGRICULTURAL
LAID, BY DISALLOWING DIDUCTIONS FROM INCOME TAX MD CORPORATION
LICDIST TAX LIABILITY FOR CERTAIN PARM-RELATZID LXPZHSES AND

CARPITAL GRINS CLAIKED BY TIESE PORSONS, BUSIHESSES, OR CORPORATIONS,
AXND BY PROVIDING TAX INCENTIVELS FOR THE SALE OF LAND TO SHALL OR
BEGIMIIRG TARMERS; AMENDIMNG SECTIONS 15-36-101, 15-30~121, RX
80-1-192, HCAs; AMD PROVIDING AN IMMEDIATE EFFRECTIVE DATI.®

OV
Respectfully report as fotlows: Thatﬂo"sz .............. Bill No..?.:.? .........
BO 07 2aSS
Berpxsec
................... Ee?&""?:ﬁ’n"'l'fcrdtvelﬁt'b""é};;i;'r}";;:""""'

STATE PUB. CO.
Heiena, Mont.



STANDING COMMITTEE REPORT

MR. oo SPLALER
We, your committee on ?B’*’{ATIO": ............................................................
. . HOTUEE . 609
having had UNder CONSIAEIATION .ioviiviiiiiriiiiiii i ittt s s sebbns s s et e s s e s s s e s seesssssessansesiarntnnn Bill No. .ccvveeeveerenens
A BILL FOR AN ACT ESTITLID: YA ACTT 70 PROVIBI A CRADIATDD
SCHEDILYE FOR Tl T3 MATE AP“TZQAQLS O LIIPROVINENTS OF REAL
PROPERTY POR HEVW AND TIPANDINS NMANUFACTURING INDUSTRY;
PROVIDING FOR LOTAL GOVENIMEIT APPROVAL: .‘LJ"Z‘.t'EIHG sulTIoy
15-6-124, #CA; PROVIDING AKX EPFECTIVE DATE.®

BOUSE 609
Respectfully report as FOIIOWS: That.....ccceiiicircieiiriiiecesiier e e s rerereesessee e s s sssnsesesssasesassssasssesensssarsannsassesnnn Bill No....occoeeeeennn.
DO RO? PASS
RO KRS . J— :
....... Rep.;-.--xm---z dtve .....-............é}:'.a.;l.'.r.r.‘-a-;...n.-...

STATE PUB. CO.
Helena, Mont.
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| ‘ RO Fohruary. L8 19..81...
2
SPLAXKZR
MR . e
TAXATION
WVE, YOUT COMIMUITIER ON Louuiiiiiiieeersiciiieieeseessesnesessessssssessesiossesessssansesstanssnestseesssssessesssessasenssssssesssesssossessssssesesesransessneesenressssenn
_ o ' ‘ LGUSE _ 648
having had UNder CONSIABTAtION .....uuueiiiiiiiiiicee e ceescieiceeee e e s eeeee s e e cneeresresseseeseseessssanssstessassnressenseesasarann Bill NO. s
A BILL FOR AN ACT BNTITILID: "AYN AQT TO INCLUDE XOTOR
VIHICLES ASSZSSED BETELEN JULY 1 2D DECTHBIR 31 I TuP
TAASLE VALUL OP THE COURTY;: AXYENDINS SECTION 15-8-70¢,
HCA; AND PROVIDIHG FOR AN EFFZCTIVE DATE.C
NOUSE €4
Respectfully report @s fOHOWS: That.....iriiieiiiiiiieeieiissrerercerieeeeressssesiessreseserassssssssnsrasssessrsssssssssanssnssensennas Bill No....T..0. ...
DO PASS

i . .’ PN H “:
.Lk - |

- :---Kctr--‘.?ozﬁt?e&ta .......................... [T
STATE PUB. CO. , Chairman.
Heiena, Mont. : . - - . R
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