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MINUTES OF THE SELECI' 
C(M.1ITI'EE ON :ocDNCMIC DEVEIDPMENI' 

February 16, 1983 

The sixth meeting of the Select Committee on Economic Develop
ment was called to order by Chairman John Vincent at 8:39 p.m. in room 
224A in the Capitol Building, Helena, Jl.bntana on February 16, 1983. 

Roll call was taken and all rrernbers were present. 

OIAIRMAN VINCENT stated the puqx:>se of this meeting was intended 
for Ken Peres, the Oomrnittee's economist, to explain all the bills so 
far introduced and inform the committee how all of these bills fit into 
a larger economic package for ti1e state of Montana. 

KEN PERES stated he would like to provide an overview at basically 
two levels. The one level is development finance perspectives or econo
mic theory, and the second level is business, what are their needs, how 
can they be analyed etc. Finally, taking a look at the Department of 
Commerce's scheme up and outline the different bills involved. 

He explained. Exhibit A, the Overview of r-bntana Developrent Finance 
Perspectives as analytical. He explained the current economic climate 
that we find ourselves in regarding econoDic recession and depression in 
same counties, many people have realized that capital has played a central 
role. Decisions regarding the investment in capital directly affected 
people's jobs, incomes and the tax base of specific counties. Everyone 
agrees there is a problem, but they don't all agree on what the problem 
is and what should be done. He further explained the Perspective of 
Classical, Capital Gap, and the Economic Gap, see Exhibit A. 

He asked the Corrrnittee to view with him Exhibit B, the Overview of 
Capital Needs of Business & 1-95 related prq::csals. He stated he started 
with the type of capital business needs, the form of financial capital, 
the sources of that financial capital, the need in Montana for that capi
tal and the proposal haw the 1-95 package related to these business needs. 
He explained that no one proposal satisfies all the individuals, but when 
taken as a group, it satisfies a broad range of business needs. He ex
plained that when one starts a business, it is necessary to have front 
end capital. The start up IIDney on projects are optimally equity. Equity 
is technically a term giving a buyer future income or a piece of the action, 
fran the owner. OpFOsed to equity is debt. In case of bankruptcy, debt 
is paid before equity. Debt forms IIDre of a burden to a business than 
equi ty . He further explained that sources of capital in M::mtana were limited 
and the bill that addressed this was HB 685. He studied the problem of--
was there a need for venture capital in the state, and looking at different 
studies etc. the conclusion was yes, b,ere is a definate need for venture 
capital. He noted HB 685 was proposed by the conmittee. He further stated 
there are other options and nodels in other states, and if tiIre permits he 
will address how other states address this neer. He further explained 
Exhibit B, page 1 and page 2. 
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Ken asked the Oommittee to review Exhibit C, the Development 
Finance Proposal suJ:mi tted by the Department of CoITITerce. He explained 
in terms of strategy, these four proposals are basically three different 
strategies. One strategy is to increase the in-state industrials of 
public investrrent funds. This is found in HB 371 and HB 100. He noted 
there is an issue here on what is market rate. Both of these bills are 
subject to the prudent person rule. There are different ways of inter
preting this rule, and one way is the market rate would be at the con
ventional private bank rate, for example a mortgage. The mortgage could 
be put out by the Board of Investrrents, or the Economic Development Board 
at COITm2rcial rates. The other view, presently taken by l'Jyorning is that 
the market rate is established by other type of investment by the Board, 
basically corporatel:x>nds , and treasury bills, which bring it down from 
oornmercial rates. 

The second strategy is to increase in-state investments through in
centives to in-state investors, and that is the Montana Capital Corpora
tion. $1 million per biennium which if all the tax credit is used, leaves 
a total of $4 million for the Capital Corporation. This is high risk 
equity as discussed before. 

The third strategy is to increase in-state investments by supporting 
capital. Of all these programs, this is potentially, the largest. This 
involves the umbrella revenue bond program, which provides long term debt 
at the law market rates. They will provide money at the low market rates 
because of the tax exemption. He asked for questions from the committee 
regarding specific information they would like answered. 

CHAIRMAN VINCENT asked regarding a previously discussed bill, the 
clause or stipulation in the bill regarding who rruqht qualify, referring 
to the fact if you can't get money somewhere else you can get it here. He 
wanted to know what kind of conflicts and tensions are created in the pri
vate sector when SOID20ne because they qualify in a bonding program, get 
that preferential rate, where the other businessman has to go a more con
ventional route. 

KEN PERES stated this problem is common to quite a few federal loan 
programs with the stipulation to come to us if you can't get it elsewhere. 
There is a catch 22 on this. Once you prove you can't get it elsewhere, 
you COIn2 to the federal program and they give you a PJrtion of the loan, 
and you have to go back to the same people who just said you aren't going 
to make it. This is a classic case where you have to prove you are a failure 
and a success at the same tirre and this leads to a lot of problems. The 
second level is the stipulation addressed to the desire to not displace the 
private sector. If saneone can go to the private sector and get money, 
they should do it, they don't need government assistance. If they can't 
get money, then they can go to the federal governrrent and it wouldn't dis
place money that would have been there anyway. The problem in the past 
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with some of the industrial revenue oond issues have been that com
panies that have access to capital at competitive rates, instead go to 
the federal government with the tax exempt programs and get a cheaper 
rate. In a sense the industrial revenue oond with a federal subsidy 
has been taken advantage of by SOfTe businesses. 

The third level, the revenue oond is based on the credit 'MJrthiness 
of the individual corporation of the business. The Revenue Bond Pro-
gram isn't for new business starting out, they don't have the established 
track record of older businesses, because the payment on the oond are 
secured by the company itself One function of the Economic Development 
Board with the banks for the oonding autlnri ty, v.K)uld be to look at the 
particular credit v.K)rthiness of particular firms, lUITq? that into one issue 
and with the credit enhancements mentioned before by Representative Fabrega 
back this up for a higher rating. 

REPRESENI'ATIVE RAMIREZ asked Ken to explain the future of the tax 
exempt oonding program. Will there be a shift in Washington regarding 
these programs. 

KEN stated based on the past studies, and the strategies toward 
Congress to tighten up these programs, regarding the advantages that were 
taken in the program, try to direct capital where it is needed, because 
there is a need. Congress has tightened it up wi t.1-) the '82 Tax Act, 
the Umbrella Bond Revenue Bill. What will happen in the future, he is 
not sure of. Different studies have conflicted in their conclusions whether 
the revenue bonds cost the government, or don't cost the government through 
the increase in income taxes, property taxes etc. 

REPRFSENI'ATIVE HILLER corrmented on things the corrmi ttee can do, and 
why it is so important to have a good ooard. He agreed that what Ken 
said tonight results in a sound economic policy. He felt the people when 
they voted 70 to 30 on 1-95, want a little bit of risk. He feels the com
mittee is going on too conservative of a turn. 

REPRESENTATIVE FABREGA asked regarding HB 700, creating the insurance 
account. He asked in regard to the general obligation l:xmd, the pledge of 
income out of HB 100 or borrowing from other state investment funds, what 
are the options of these three approaches. 

KEN PERES stated he had not looked into these, but v.K)uld. 

REPRESENTATIVE FABREGA stated the rousing ooard is in a surplus 
posi tion of their security account \",here they can make a loan of $2. 5 mil
lion to this program. He v.K)uld like Ken to research the general obli
gation autrori ty . Also wi thin HB 700 there is a portion to put the pro
gram in the position of offering insurance service to the industrial 
revenue bond issues autrorized by local government. If that authority 
could go high enough through a general obligation oond, that could also 
provide insurance for the programs. He asked the Insurance Section of 
HB 700 be further researched and explained. 
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CHAIRMAN VINCENT asked the carmi ttee to let Ken know right away 
if they wanted any rrore areas researched in the bills, before executive 
action v.ould be taken. 

There being no further questions, the meeting was adjourned at 
9:37 p.m. 
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