
MINUTES OF THE MEETING 
TAXATION COMMITTEE 

MONTANA STATE SENATE 

January 12,1981 

The second meeting of the Senate Taxation Committee was called 
to order by Chairman Pat M. Goodover at 8:05 a.m. in Room 
415 of the State Capitol Building. 

ROLL CALL: All members present. 

Chairman Goodover asked if anyone would like to have the 
minutes read. Senator McCallum made a motion that the 
minute-reading be dispensed with at each meeting. Chairman 
Goodover announced the minutes would be available to anyone 
to read should they want to. 

CONSIDERATION OF SENATE BILL 15: Bill sponsor Senator 
Mazurek said because of some weekend developments, amendments 
are going to be required for this bill. Briefly, the 
bill has to do with interest rate ceilings on general bonds p 

with ceilings on revenue bonds at 9%, school bonds at 7%. 
The problem across the State of Montana is the school bond 
situation where bonds can't be sold in the tax market because 
of the legislative tax ceiling. The purpose of Senate Bill 
15 is to repeal the interest rate ceiling on municipal bonds. 
Senator Mazurek noted that in talking to school districts 
throughout the sections that relate to city, county, and state, 
the various rates are set forward in the notice provision and 
this weekend he asked the Legislative Council to prepare an 
amended bill that would strike this rate to 6 or 7%. Senator 
Mazurek concluded that he thinks it is critical to make the 
law effective as to those issues that have been approved by 
the voters and where the bonds themselves have been unable 
to be sold because of the ceiling. He presented a list 
showing interest rate ceilings on municipal bonds, which 
is attached. Senator Mazurek had also received a copy of a letter 
from the Superintendent of Schools in Glendive which is attached. 

PROPONENTS 

Bruce MacKenzie, General Counsel of D.A. Davidson Company, 
stated that D.A.D. markets 80-90% of the bonds in the StRte 
of Montana and that last year many people came to them asking 
how the bonds could be sold, but there was no market. The 
Bond Buyer's Index, a list of 20 general obligation bonds 
now stands a 9%. Currently there is a 9 1/2% interest rate 
for school district bonds, but D.A.D. can't bid on them 
because of the interest ceiling. Also, Mr. MacKenzie questioned 



Taxation Committee 
Page 2 January 12, 1981 

using the Bond Buyer's Index as it might be an unconstitutional 
authority. He felt the best plan for D.A.D. would be to 
relate it to the market situation, as there are many companies 
in Montana that bid on bonds. 

Mrs. Carrol Graham, Bighorn County, spoke in support of 
SBlS, and a copy of her testimony is attached. 

Larry Huss, representing the Montana Contractor's Association, 
said that waiting means money and urged adoption of the bill 
and amendments proposed by Senator Mazurek. 

Bill Verwolf, Finance Director of the City of Helena, spoke next 
and his statement is attached. Duane Johnson, Director of 
Labor and Governmental Relations, MSBA, and John Campbell, 
Business Manager for the Helena School District, urged approval 
of SBIS. Dave Goss, representing the Billings Area Chamber of 
Commerce, testified in support and his written testimony is 
attached. Gretchen Teague, Montana Bankers Association, and 
Mike Stephen, Montana Association of Counties, stated their 
support, for the record, of SBIS. 

There being no opponents to this bill, the chairman called 
for questions. Questions from Senators IDoweand Elliott to 
Mr. MacKenzie elicited the fact that there are refund clauses 
on the bonds so that counties would be able to refund the 
bonds and take advantage of a lower interest rate. In 
voting on a bond issue where the interest rate was uncertain, 
the school board people suggested that words "at an annual 
rate as determined by the board" be used when they propose 
the,lbond issue for voter approval, deleting the figure of 
6 or 7% and allowing the school districts to set a maximum. 
Other questions from the Committee were answered by Senator 
Mazurek. Chairman Goodover asked for further comments and there 
being none he announced the bill will be rescheduled and posted 
for hearing when it is in proper form. 

CONSIDERATION OF SENATE BILL 12: Senator Norman presented 
his bill saying the two concepts it contained were sunset and 
earmarked revenues. He explained that sunset is a concept 
that many states have used to allow the Legislature to 
question what effectiveness one board or another is having and 
if the board isn't coming to the mark allows the Legislature 
to terminate it. This concept is now being related to earmarked 
revenues. An earmarked fund is a tax or fee the proceeds of 
which are earmarked for a particular government service, 
e.g., gasoline tax. The theory is that people who use it 
pay for it, although some programs can't use the benefit theory. 
There is a companion bill to this bill, but it is in another 
committee at this time. Senator Norman then introduced Mr. 
Robinson of the Legislative Finance Committee. Mr. Robinson 
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said SB12 came from a study recommended by his office to look 
at problems attendant to earmarking funds. He said over half 
of the legislation was earmarked and much work was done to 
determine why they were earmarked and when and where they 
should be. Earmarking should occur when there is a direct 
benefit between the person paying the tax and the person receiving 
the benefit. This bill would propose a legislative committee 
review of all earmarked funds over the next four years to 
determine the relationship contained in the legislation. For 
instance, the long-range building fund has many earmarked funds. 
This bill authorized the Legislature to go in amd review 
to see the appropriateness. If not appropriate, the money would 
go to the general fund which would allow the legislature to look 
at present, rather than past needs. 

FOR AMENDMENTS: 

Larry Huss, representing Montana SOCiety of CPA'S, said 
periodic sunsets for all types of questions could be supported 
by them, but they think that every four years may be too 
frequent for some and they would like the committee to enter­
tain an extended or, as an alternative, a requirement that 
reestablishment of the fund contain a specific provision for 
the times to be reviewed. 

Roland D. Pratt, Executive Director of Montana Funeral Directors, 
and Montana Optometric Association stated that the Board of 
Professional Licensing is under sunset provision. Because these 
funds are derived from the profession to be used in the 
profession, no general revenue funding goes to the-Department. 
His suggestion was that the Committee remove those agencies 
from this bill. 

Clint Grimes, representing the Alcoholism Program of Montana, 
stated that alcoholic programs in Montana do not want to go 
on record as opposing a good bill. He also believes that the 
county Alcohol Programs meet criteria and would stand the 
scrutiny outlined in the bill. He would like to have one of 
the committee memQers be someone from the community as well 
as legislative council persons. 

Kelly Jenkins, representing Common Cause, recommends amendment 
of criteria. for review to reflect existing legislative 
priorities and effectiveness of the funds in meeting those 
priorities, including deleting provision for necessity of 

-direct benefit to the payer of the tax,e.g., coal severance 
tax, and instead provide that expenditure should be related 
to taxing source, not necessarily to the benefit of the payer. 

OPPONENTS 

William L. Romine, Montana Automotive Dismantlers and Recyclers 
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Association, said that although this bill does not directly 
affect them, they oppose this bill because it is too expensive, 
time-consuming, and not very effective. He felt the small industry 
with little money can not expend enough to get together the 
data that are in bigger agencies. He gave an example in 
the junk vehicle tax: whether it is earmarked or not earmarked, 
it does not affect the state budget. They are also opposed 
to sunsetting itself, as they do not think it is working. 

Mike Stephen F Montana Association of Counties, said they 
have to oppose this bill. Rather than sunset and treating these 
agencies as a group, he suggested review every two years 
using a provision already available. He felt this bill would 
generate a study that is as large as the greenbelt bill and 
won't have direct benefit. 

Senator Norman felt that there were no surprises in the proponent 
and opponent views heard today. He said all agencies are not 
going to be sunsetted, and the intent is not to shut down 
earmarked funds and agencies, just make them accountable. 
He felt the cost would be minimal involving only a committee 
report, or possibly assignment to the legislative auditor or 
a fiscal committee. 

After additional questions from the Comrni tt9!e , ___ the __ Chairman 
closed the hearing on SBI2. Senator McCallum moved that the 
bill be held until the companion bill was able to be considered. 

The meeting was adjourned. 
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January 6, 1901 

Senator Pat GoodMan 
State Canito1. 
Helena, !!T 59!101 

Dear Sana tor Goo:3.::'..:l::: 

It is r;'.' u:1c'.erstanci11c t.hat "our COIT::l. ttee ,,,ill 00 hearino Sp-nate Bill ¥-15 on 
McnaRY, JanU3ry 1:'!:.'1. 'I'his :Jill is snonsored bv Senator r-Ia?:uTck and deals with 
thR inte!'"(~st rat.e lird.tations on school bo!1c.s. 

On the b:irc of ,iu.,"lc, 1ge'J, the Glendive Eler,entary School Dasse,~ a bon~ issue • for 1. E nillion r:ollars, which "roul':! enable the district to builri a0r1i tions on 
two ele!'''':'ntary schoals. FO',·Tf:">(,!!:", on 1>UMJst 11th no hic.cers \iCre in att.endance 
at the ho~r sale ?;.c thus the bon~s ~ic. not s~ll. 

The Beare of Education L'1ou~ht they were ahead of' the coal and qas inpact the 
Glendive area is £eelin("f. Pm'lever, no~'" it is not certain that we can stay 
ahead o~ t..'1c iI:TOact.. 

We urqe your sllpport of this l,ill and ask that if it passes two major points ~e 
included in the bill. One being that past issues that have been approved by the 
voters be recoqnized as beine legal without another vote, and also that the bill 
go into effect in~~diately on passage. 

Thank you, 

Dr. RaytrOnd Pelton 
Superintendent of Schools 

RP:ba 

ee I Senator Joe Mazurek V' 
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Mr. Bruce MacKenzie 
Vice President and 

General Counsel 
D.A. Davidson & Co. 
P.O. Box 5015 
Great Falls, Montana 

Dear Mr. MacKenzie: 

TELEX: 29 - 0606 

TELECOPIER: (612) 340-ZeSe 

January 12, 1981 

59403 

WILLIAM A .JOHNSTONE 

(612) 340-2815 

You have requested our comments on the validity of a 
provision of a suggested amendment to the laws of 110ntana con­
cerning the rate of interest borne by bonds of political sub­
divisions of the State of ~10ntana. The provision would permit 
political subdivisions to issue and sell bonds heretofore au­
thorized at rates within the limits of the amendment, notwith­
standing that the rates exceeded the maximum permitted at the 
time of authorization or exceeded the limits set forth in the 
question submitted to the electors of the political subdivision. 

Presumably the purpose of the provision is to permit 
political subdivisions to proceed to issue and sell bonds au­
thorized by the electors but not sold because of interest rate 
limitations, without the necessity, and cost and time incident 
thereto, of conducting another election. The rationale being 
that the electors gave approval to the proposed bond issue and 
the maximum rate of interest to be borne by the bonds was not 
a factor of such significance in their approval as to warrant 
the delay and expense of conducting another election. 

If the legislature should make the public policy 
decision approving such a provision, we believe the provision 
would be valid. The requirement of an election to approve 
bonds and the inclusion of the interest rate limitation in the 
ballot are not required by the state constitution, but are re­
quirements with respect to certain bonds of political subdivi­
sions imposed solely by the legislature. Accordingly, if the 
legislature so determined it could dispense with the require­
ment of an election or the requirement of includinq the in­
terest rate limitation in the ballot. The Montana Supreme 
Court in Weber v. City of Helena, 297 P. 455 (Mt. 1931) has adopted 
the general rule that the legislature may adopt legislation 
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retrospectively with respEct to the power of a political subdivi­
sion. In Weber the princ~pal was involved to uphold the validity 
of a bond validating act ~n curing defects in the conduct of a 
special bond election which the Supreme Court had previously held 
to be invalid. The Court reasoned that the legislature had 
the power to authorize the City of Helena to issue its bonds 
without an election or upcn such terms as the legislature de­
termined, c,:;lnsistent wi th < onsti tutional requirements, and 
accordingly could enact gEneral legislation which validated the 
election notwithstanding that certain provisions of law relating 
to the conduct of the election had not been observed. 

The holding and reasoning of the court in Weber are 
directly applicable to anc dispositive of the question raised by 
the proposed amendment. 1'he legislature has the power under the 
Hontana consti tution to authorize a poli tical subdivision to 
issue and sell its bonds ~·ithout ~n election and bearing interest 
within such limitation as the legislature shall determine. And, 
had the election been improperly called, noticed or conducted, 
or had the bonds been iSSUE d and sold at a rate higher than the 
statute permitted, the le~:islature could have cured the defects 
and validated the bonds. Therefore, it appears to us that the 
legislature may authorize, by general law, political subdivisions 
to issue and sell bonds at a rate of interest higher than that 
authorized by the electors and by the statute in ~ffect on the 
date of the election. 

If you have any questions regarding the foregoing, 
please let us know. 

Sincerely ours, 
// 

WAJ:cmn 
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Rich D. Brown. Mayor 
Michael J. DaSilva 
Dale L. Johnson 
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aty Manager 

STATEMENT OF WILLIAM J. VERWOLF, 
FINANCE DIRECTOR, CITY OF HELENA 

CONCERNING SENATE BILL NO. 15 

City-County Admin. Bldg. 
316 North Park 

Helena. MT 59623 

Phone 406/442-9920 

Honorable Senators: My name 1S William Verwolf and I se:;:,ve as Finance 

Director of the City of Helena. The concept proposed ir. Sem!_te Bill 15 is 

to remove the statutory limitation on interest rates for bonds issued by 

political subdivisions of the state of Montana, which of course includes 

Cities, Counties and School Districts. This proposal 18 very logical in 

view of the current situation regarding interest rates for municipal bonds. 

The current "Bond Buyers" index for general obligation bonds is 9.76% and 

rate limitations as provided in 17-5-102 MeA is to prevent the sale of any 

general obligation or revenue bonds. 

This proposed legislation places the burden of comparing interest costs 

on a bond issue to the costs of delaying a construction project upon the 

local governing body, who are in the best position to make an informed 

decision. In some cases, even the high interest rates currently beiLg charged 

are less of a burden or: the taxpayers than would be the inflationary cost of 

delaying construction. The locally elected governing body 1S directly 

responsible to the effected taxpayers and therefore should be the body making 

such a decision. 



SENATE BILL 15 

The Billings Area Chamber of Commerce supports Senate Bill 15. 

Becaus~ of the current interest_rate restrictions on public 
~onds, the City of Billings is currently unable to sell some 
bonds that would finance projects that are needed by the 
community. 

The Chamber is also concerned that_the interest rate 
restrictions on industrial development revenue bonds will 
damage the use of these bonds for the economic development 
of the community. 

-
As a result of these interest rate restrictions, we have 
seen_investment capital going elsewhere where rates are 
higher, and in some cases this means leaving the community 
and the state. Therefore the capital is not being invested 
locally where it will create more jobs and add to the 
economic well being of the community. 

Therefore we urge you to take action to allow the interest 
rates on government bonds to be more competitive in the 
market. We urge your support of Senate Bill 15. 

P.O. Box 2519 • Billings, Montana 59103 • (406) 245-4111 



CITY OF BILLINGS 

Senator Pat Goodover, Chairman 
Senate Taxation Committee 

220 NORTH 27TH STREET 

P. O. BOX 1178 
BILLINGS. MONTANA 5gl03 

PHONE (408) 248·7511 

The City of Billings supports Senate Bill 15.- This bill 
will allow the interest rate on public bonds to be 
determined at the market place. 

At the present time, the City has a $3.5 million water 
revenue bond that we need to issue for some basic 
improvements to our water distribution system. These 
bonds cannot be marketed under current interest rate 
restrictions. 

Several industrial development revenue bond issues are 
also held up due to the interest rate restrictions. 

The cost of all of these projects is increasing with 
inflation. These projects would also provide many 
construction jobs at a time when the construction 
industry is at a low level. 

We urge your favorable consideration of this bill. 

Sincerely, 

Cy Jamison 
Ward Three Councilmember 
City of Billings 




