MINUTES OF THE MEETING OF THE HOUSE TAXATION COMMITTEE
March 17, 1983

The meeting was called to order at 8:00 a.m. by Chairman
Yardley. Roll call was taken and all committee members were
present except Representative Harrington, who was excused.

Testimony was heard on SB 264, SB 283, SB 335 and SB 459
during this meeting.

Executive action was taken on SB 384.

SENATE BILL 335

SENATOR TOM TOWE, District 34, sponsor of the bill, told committee
members that many years ago we used to have a property tax on
banks, based on the value of the bank shares. That type of tax
caused a lot of problems. During the 1977 and 1979 legislative
sessions, bills were introduced to tax banks on an income basis.
The only way to successfully tax income and make it fully replace
the property tax on bank shares was to remove from the exemption,
the tax exempt income from municipal bonds. By doing that, the
state was also allowed to tax federal bonds. That legislation

was passed and in that legislation, there was a provision that

80% of the money collected would be returned to local governments.
There was a problem with this practice and the savings and loans
who were now paying a tax on income which they had not done before.
One of the savings and loans challenged the statute and said,

under another federal code, you cannot tax interest income from
federal bonds, The state defended that case by saying the statute
goes on to say "except for property tax” and except for a license
tax, that is nondiscriminatory". The state said this tax would

be considered a license tax. The Supreme Court of Montana said

the tax would be an income tax rather than a license tax. With
that happening, some problems arose. Banks and savings and loans
could go back three years to claim a refund. Those refunds could
have equalled $10 million. It could also mean a loss of approximately
$3.5 to $4 million per year. Senate Bill 335 attempts to plug that
loophole. This bill says that if any financial institution covered
by law wants to exclude any income from federal bonds then they
must also exclude a comparable share of their deductions. This
would be retroactive to 1979.

SENATOR TOWE said only one bank has tried to file for a refund.

The fiscal impact, for this bill, will be about $300,000 less money
with this bill than the law that we now have on the books, but which
has been declared inconsistent with federal law.

SENATOR TOWE said there is still litigation pending. That case has
been taken to the United States Supreme Court. If the state of
Montana is successful, this bill would not be effective. The‘only
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way this bill will become effective, is if we lose that case.

Proponents

JIM BENNETT, President of the First Systems Bank in Billings,
said the banks of Montana want to be good citizens and are

willing to pay their fair share of taxes. He said 126 out of
130 banks said they prefer to be taxed on the basis of income.
They do not want to pay taxes if they do not have the income.

GEORGE BENNETT, representing the Montana Bankers Association,
said SB 335 addresses the Montana corporation license tax and
would require for any taxable period for which a corporate
taxpayer claims the exclusion of income from federal obligations
that a formulary decrease in deductions be made to reflect the
exclusion of such income. If no claim of exclusion is made then
the corporation tax operates fully as in the past taxable years.

The Montana Supreme Court, last fall, held that under the Montana
Corporation License Tax Act the Department of Revenue was required
to exclude income from United States obligations in order to
comply with 31. U.S.C. 742.

The Department of Revenue was joined by the Montana Bankers
Association and representatives of local government in requesting
a rehearing by the Montana Supreme Court. The decision is now
being taken to the United States Supreme Court by petition for

a writ of certiorari. The department's petition was filed with
the U.S. Supreme Court on March 4th. The Respondents have

30 days in which to file a reply, and one would anticipate a deci-
sion as to whether or not the Supreme Court will hear the matter
within a matter of weeks thereafter, : If the U.S. Supreme Court
accepts jurisdiction, argument could be made no earlier than
December of this year. Thus, it will be perhaps a year before
final determination is made with respect to whether or not under
the Montana Corporation License Tax Act income from United States
obligations can be included in the measure of the tax.

In the meantime, SB 335 seeks to preserve the status quo; protect
the integrity of the Corporation License Tax Act; and preserve
Montana's position before the United States Supreme Court that
its Corporation License Tax Act is proper under 31 U.S.C. 742.

SENATE BILL 335 would apply only where a taxpayer attempts to
exlude U.S. obligation income and would have no application where
the taxpayer does not seek claims for refund or exclusion of
income. It preserves the integrity of the Corporation License
Tax Act and the Department of Revenue's request for review to the
United States Supreme Court. It results in only a slight revenue
shortfall while preventing large claims for refunds as to past
years. If challenged by legal action which is successful, the
result would simply be an increase in the allowable deductions
against the corporation license tax. (See EXHIBIT 1.)
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GEORGE ANDERSON, representing the Montana Bankers Association,
said if the Supreme Court decision stands, banks would pay a
very reduced amount because they could go back and file a claim
for refund for 1979, 1980 and 1981.

Senate Bill 335 would provide for federal obligation income not
having to be declared. But, if the bank is not going to pay
taxes and declare that federal obligation income, they must
reduce their expenses (operating and interest expenses) by

the same proportion as their federal obligation income. Banks
will pay basically the same tax as they have paid in the past.

The total tax raised under SB 335 would be about $4.6 million
in 1982 and the o0ld law (SB 150) would have raised about $4.8
million.

MR. ANDERSON urged a do pass on SB 335.

PAT HOOKS, a lawyer from Townsend, said recently the savings and
loan industry has been a very sick industry. In the taxable
period reported, only three savings and loans paid any tax other
than the minimum. He said he suvpports SB 335,

JOHN CADBY, representing the Montana Bankers Association, passed

out copies of EXHIBIT 2 which outlines the advantages of SB 335.

He said if the bill is amended in any way, it will jeopardize the
banks' expression of good faith.

DAN BUCKS, Deputy Director of the Department of Revenue, said in
their judgement the best result would be to win the court case in
the U.S. Supreme Court. Refunds will probably be in excess of

$9 million if that case is not won. There is also an ongoing
loss of $3 to $3.5 million from financial corporations and $ .5
million per year from nonfinancial court cases.

MR. BUCKS passed out copies of EXHIBIT 3, which shows the fiscal
impact of the alternative bank bills. He also passed out copies
of EXHIBIT 4 and EXHIBIT 5 which show a breakdown of the fiscal
impact of the financial institution bills that have been prepared
this session. He went over those exhibits with the committee.

MR. BUCKS said they would recommend SB 335 be amended to eliminate
the possibility of consolidated returns. If you are going to

choose the net income approach, HB 550 should also be passed because
they believe it helps strengthen the net income approach and

helps to guarantee that method of taxation in the future and
prevents that method of taxation from being eroded away. He

passed out copies of EXHIBIT 6 which is an amendment to SB 335

to disallow consolidated returns. It would provide an accounting
approach most consistent with the use of this revenue as a source

of revenue for local governments.

Opponents
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MIKE YOUNG, Finance Director for the City of Missoula, said

this is the local government tax on banks - it is not just a

state tax. The deposit base, in his opinion, is the most
equitable base on which to levy the tax for local governments.

Net income is the worst. People are taxed on the value of assets
and not on how much money they make for the purposes of supporting
local government services. There is no justification for substituting
income for assets for banks and savings and loans. He said there
are lots of groups who would be happy to be good citizens and

pay when they could afford it. That is what the banks are trying
to do.

MR. YOUNG said seven major counties in the state would receive
two-thirds of the revenue from this bill. Banks have done a fair
job in matching revenue with the old law. The difference is with
the savings and loans.

STAN KALECZYC, representing the Tax Department of the Burlington
Northern, Inc., said he opposes the bill because it imposes an
illegal tax upon the taxpayers of this state.

As the fiscal note accompanying this bill explains, SB 335 disallows
deductions related to excluded interest income derived from

United States Government obligations for Montana corporation

license tax purposes. And, as this committee is aware, SB 335 is
one of three bills originally introduced to address the problem
which arose in the First Federal Savings and Loan Association

versus the Department of Revenue case decided by the Montana

Supreme Court earlier this year. In that case, the Montana

Supreme Court held that the Department of Revenue could not disallow
the exclusion of interest earned on United States obligations from
the net income of the financial institutions who were the taxpayers
in that case. 1In view of the Supreme Court, the effort of the
Department of Revenue to include the tax exempt interest in net
income was nothing more than an effort by the department to tax
indirectly what it cannot tax directly.

MR. KALECZYC read a prepared statement to the committee. (See
EXHIBIT 7.)

SENATOR TOWE, in closing, said he wants to emphasize the fact
that there is a limit that the deduction that is disallowed is
limited to the amount of the interest.

He said this is not an erosion of the base. It is important to
remember this is based on the ability to pay.

It is important to compare this bill with other approaches. Neither
the deposit tax nor the gross receipts tax plug the loopholes in
the law.

If the Supreme Court strikes this method down, they will have to
strike down the federal law as well. He said he thinks this bill
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is our best legal position. He said he is impressed with the
good faith the banks have shown.

Questions from the committee were heard.

REPRESENTATIVE WILLIAMS asked Senator Towe if he would support
the amendment proposed by the Department of Revenue. Senator
Towe said he would prefer that question be answered by the banks.
He said he would rather not get into that issue. It has been
said that would not fit in with the title of the bill and that
may be true and would present a serious problem.

The hearing on SB 335 was closed.

SENATE BILL 264

SENATOR CARROLL GRAHAM, District 29, sponsor of the bill, said
SB 264 is an act to allow the Department of Revenue to impute

a value on coal whenever the operator of a mine subjects the
coal to processing that improves its quality. He said most of
the coal in Montana runs about a 25% moisture content. If that
coal was run through some of the processes, that moisture content
would be reduced to about 5%. More coal could be shipped to the
power plants. The intent of the bill is to allow the taxpayer
to pay applicable taxes based on market price of like coal prior
to processing and to impute a market price regardless of whether
the processing takes place at the mine site or not.

Proponents

JIM MOCKLER, Executive Director of the Montana Coal Council, said
SB 264 prevents an added value tax. It is not feasible to build

a processing plant to process coal and then have to pay an extra

30% on the value for taxes.

TOM EBZERY, representing NERCO, Inc., said SB 264 establishes
incentives for a coal company to improve the quality of its
product by the use of beneficiation processes. Enhancing the
quality and value of raw Montana coal could be a giant step
towards marketing it in areas where Powder River Basin coal
generally is not now competitive. Mr, Ebzery read a prepared
statement to the committee. (See EXHIBIT 8.)

MIKE FITZGERALD, President of the Montana Trade Association,
testified in favor of SB 264. He passed out copies of information
concerning coal in Montana and went over that handout with the
committee. (See EXHIBIT 9.)

There were no opponents testifying against SB 264.
SENATOR GRAHAM, in closing, offered an amendment to SB 264.

On page 2, line 1, following "crushing" he proposed to insert
"and to oiling". (See EXHIBIT 10.)
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The hearing on SB 264 was closed.

SENATE BILL 283

SENATOR DAVE FULLER, District 15, sponsor of the bill, said
SB 283 is an act providing a tax credit for the installation
of solar energy systems in Montana; defining such systems;
and providing rulemaking authority to establish criteria for
such systems.

SENATOR FULLER passed out copies of EXHIBIT 11, which are
amendments to SB 283.

SENATOR FULLER said there are 200 businesses in Montana that
would be affected by this and could take advantage of the tax
credit.

SENATOR FULLER said the total amount of credit available to any
taxpayer may not exceed $1,000 per solar energy system.

SENATOR FULLER said, in his opinion, there will not be a negative
impact on tax .revenues - in fact, it might go the other way.

Proponents

SENATOR MIKE HALLIGAN, District 48, said the tax credit will
help out residential people but will also help out the agricul-
tural people. The more alternative energy we use, the more
gas and fossil fuels there will be left for future generations.

CURT HARDING, President of the Montana Solar Energy Industries
Association, said, according to California studies on the
available energy tax credits, for every $1 of tax revenue lost
to the state of California, $7 was generated in new revenue.
Rather than maintaining those same patterns for Montana, one
could assume at least half of that amount will be generated in
Montana.

DON REED, representing the Montana Environmental Information
Center, passed out copies of EXHIBIT 12 which shows how Montana
compares to other states with personal tax credits for energy
conservation and renewable energy systems.

JIM MCNAIRY, representing the Alternative Energy Resources Organi=
zation, said Montana has a good supply of energy alternatives.

He said Montana's current energy tax credit is 5% with a $125
ceiling, for residential taxpayers only. The proposed credit
would be 20% for residential and 25% for other uses, both with

a $1,000 ceiling. He passed out a fact sheet in support of

SB 283. (See EXHIBIT 13.) He said Montana has the lowest level
of tax credits (for energy) of any of the 27 states on the books.
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MR, MCNAIRY passed out copies of proposed amendments to SB 283.
(See EXHIBIT 14.)

YIC ROBINSON, representing Sun Wise, Inc., said all forms of
energy have been heavily subsidized by the federal government.
Any incentives offered for the installation of solar equipment
should be viewed as methods of economic development, rather than
give-away programs. He said the proposed tax credit would have
a great impact on the following:

1. The number of new jobs here in Montana.

2. The investment in plant and equipment.

3. Increased tax base.

4. Higher awareness of energy and energy conservation.
5. Less unemployment.

MR. ROBINSON said they do not support the grants and give-away
programs that existed in both federal and state governments in
the past. We do not believe that the state should necessarily
pay citizens' utilities bills. We do, however, support the tax
incentive program proposed in this bill because we feel it will
help expand the alternative energy industries in Montana at

this time. We feel that this bill should be viewed as an
economic development tool. We feel it has the support of econo-
mic development organizations and could eventually provide more
in benefits to the state than it costs. (See EXHIBIT 15.)

WADE WILKINSON, representing Montana Solar Energy Industries
Association, said the tax revenues raised through a bill such
as this would offset any costs to the state. The Senate has
looked at this bill and agreed with that assumption. He urged
a do pass on SB 283.

PAT WAGNER, representing Wagner Solar, said he thinks the main
concern of all Montanans is jobs. This bill will help to pro-
vide more jobs.

DICK WAGNER, representing Wagner Solar, said we all know some-
one who will have to go out-of-town or out-of-state to find a
job. This industry could provide many jobs. He said solar
works!'

HAL, BUERMAN, representing Solar Growth, said he would appreciate
a favorable recommendation on SB 283.

MIKE FITZGERALD, representing the Montana Trade Association,
said this bill is valid and an important one. People can't
pay high-rising energy bills. People will receive incentives
for investment of money. He recommended a do pass on SB 283.
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LYNN LUNDBORG, owner of Lynn's Stove and Solar, said Montanans
should be self-sufficient and free of encumbrances of heavy
taxes. She urged a do pass on SB 283,

DARVIN ECKERT, representing Montana S.E.I.A., said he would
appreciate the legislature's help to help him help other people.

GEORGE DUFFY, representing Wagner Energy, said this tax credit

is essential to the average wage earner to be able to have a

way to really control the high energy bills. The solar tax
credit is a way that has lasting effect on the energy problem.

It is not a stopgap measure. This is also a way for us to really
exclude dependence on foreign oil suppliers. It encourages clean
air .and is pollution free. Solar provides a no-nonsense answer
to part of the energy problem.

HANK SMIT, representing MONTSEIA, said SB 283 will reduce
unemployment by creating jobs in the solar related fields. There
will be a 700% return on investment in tax revenues.

DON MACINTYRE, representing the Department of Natural Resources
and Conservation, said the department supports alternative energy
systems tax credits. He said if this bill is passed out of
committee, he would like it to be amended so that a tax credit
will be continued to be available for biomass generating systems
and for small hydro systems. He passed out copies of proposed
amendments to SB 283. (See EXHIBIT 16.)

Opponents

DAVE LEWIS, Director of the Office of Budget and Program Planning,
said his office considered two tax credits when they figured the
budget: '

1. The elderly property tax credit.
2. Expansion of the tax credit in the Build Montana Program.

If this bill is passed, they will have to amend the Executive
budget.

SENATOR FULLER, in closing, asked for a favorable recommendation
on SB 283.

Questions from the committee were heard at this time.

CHAIRMAN YARDLEY asked what is the fiscal impact as far as the
current budget. Mr, Bucks said the fiscal note was prepared on
the bill in its original form. If this money is not spent through
tax credits, it will be spent somewhere else.

MR. BUCKS said this committee should clarify the treatment of
married couples filing a joint return. The credit would be $1,000
per taxpayer on the form, or $2,000 per joint return. He said
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he would provide that amendment for the committee's considera-
tion.

REPRESENTATIVE DOZIER asked if he built his own solar collector,
could he take this credit. Senator Fuller said yes.

REPRESENTATIVE REAM asked what will happen if both Representa-
tive McBride's bill and this bill are passed. Jim Oppedahl,
staff researcher from the Legislative Council, said there is

a coordination clause to cover that.

The hearing was closed on SB 283.

SENATE BILL 459

SENATOR DOROTHY ECK, District 39, sponsor of the bill, said
SB 459 is an act providing for a tax credit for university-
affiliated research. She said this bill may not increase the
amount of research done in Montana but it does give us a
commitment that this is an area that is very important. An
increase in research is very important. The fiscal impact
will not be significant, as far as the state is concerned.

A firm can receive a tax credit for 20% of 65% of their expenses
plus 20% of the federal credit. The total tax credit for

$1,000 would be about $150. If there were $1 million in
research, that would be a cost of about $26,000 to the state.
The Department of Revenue has estimated a possible impact of
$50,000.

The state credit has restrictions on it. The research must be
limited to university-affiliated research or research in a
Montana recognized research facility.

There is an automatic sunset date on this bill. If the federal
credit is sunsetted in four years, we will have to do something
different with this bill in order to keep the credit active.

Proponents

LARRY WEINBERG, representing the Montana University System, said
the university system supports the bill. They would like to

see some stimulation in research. He said this credit may not
open many new jobs but the research that may result may be the
impetus to creating new jobs.

JOHN JULA, representing Montana State University, said SB 459
will provide for people in the private sector to receive a
benefit from contributing to research. He said he considers
this bill as a companion bill to the Build Montana Program.

It provides a mechanism for helping funding research in Montana.
It will help economic development in the state of Montana.
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ED BINGLER, representing Montana Tech, said attracting private
sector capital investment for building the capability of
university research and development will strengthen Montana's
technology base and improve employment opportunities.

The modest inducements offered to private sector supporters of
research through this bill is appropriate at a time when other
states across the country are providing major programs of
support for research and technology development. Montana will
be left far behind if a greater effort is not made to attract
private capital for research.

JULIE FOSBENDER, representing the Associated Students of the
University of Montana, said benefits to the state because of
research are many. She urged support of SB 459.

DAN BUCKS, Deputy Director of the Department of Revenue, said
the fiscal effects of this bill will be about $50,000 per year.

There were no opponents testifying on this bill.

SENATOR ECK said $500 will be the maximum credit available.
She closed on her presentation on SB 459.

The hearing was closed on SB 459.

CHAIRMAN YARDLEY called the committee into Executive Session at
this time.

EXECUTIVE SESSION

Senate Bill 384

REPRESENTATIVE NORDTVEDT said the effective date has been changed
from May 1 to June 30. He said a taxpayer has to have paid his
taxes before he can receive a refund or a credit.

REPRESENTATIVE NORDTVEDT said the proposed amendments have been
looked over by Representative Thoft, Mr. Charles Graveley,

Montax and himself and everyone agrees with the amendments.
REPRESENTATIVE NORDTVEDT moved the proposed amendments to SB 384.
The motion was voted on and PASSED unanimously.

REPRESENTATIVE NORDTVEDT moved SB 384 BE CONCURRED IN, AS AMENDED.

The motion was voted on and PASSED unanimously.

CHAIRMAN YARDLEY asked Representative Nordtvedt to carry the bill
in the House.
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The meeting was adjourned at 11:30 a.m.

DAN YARDLEY, Cha i_rmar%

R

Vicki LofthouséT Secﬁﬁtary



EXHIBIT 1
3-17-83

STATEMENT OF GEORGE T. BENNETT IN SUPPORT OF

SENATE BILL 335 FOR THE MONTANA BANKERS ASSN.

* % * % % *

I am George T. Bennett of Helena, counsel for the Montana
Bankers Association, an organization representing 164 state and
national banks in the state of Montana. This statement is made
in support of Senate Bill 335.

Senate Bill 335 addresses the Montana corporation license
tax and would require for any taxable period for which a corpo-
rate taxpayer claims the exclusion of income from federal obliga-
tions that a formulary decrease in deductions be made to reflect
the exclusion of such income. If no claim of exclusion is made

then the corporation tax operates fully as in past taxable years.

THE PROBLEM:

“ The Montana Supreme Court last fall held that under the Mon-
tana Corporatibn License Tax Act the Department of Revenue was
required to exclude income from United Stétes obligations in
‘order to comply with 31 U.S.C. 742.

The Depértment of Revenue was joined by the Montana Bankers
Association and representatives of local govenment in requesting
a rehearing by the Montana Supreme Court. The decision is now
being taken to the United States Supreme Court by petition for a
writ of certiorari, copy attached. The Department's petition
was filed with the U. S. Supreme Court on March 4th. The Respon-

dents have 30 days in which to. file a reply, and one would anti-



cipate a decision as to whether or not the Supreme Court will
hear the matter within a matter of weeks thereafter. If the

U. Ss. Supreﬁe Court accepts jurisdiction, argument could be made
no earlier than December of this year. Thus, it will be perhaps
a year before final determination is made with respect to whether
or not under the Montana Corporation License Tax Act income from
United States obligations can be included in the measure of the
tax.

PURPOSE OF S. B. 335:

In the meantime, Senate Bill 335 seeks to preserve the
status qdo; protect the integrity of the Corporation License Tax
Act; and preserve Montana's position before the United States
Supreme Court that its Corporation License Tax Act is proper
under 31 U.S.C. 742.

POTENTIAL CLAIMS FOR REFUND:

If it is ultimately held that the corporate tax cannot reach
U. S. obllgatlon income, then for the taxable years 1979-1981 the
Department of Revenue estlmates that approx1mately $9 million in
- refunds of corporate tax could be claimed by the affected tax-
payers.

The Department of Revenue in the past in making refunds of
corporation license tax has required each of the local governmen-
tal units to refund its proportionate part. This will cause not
only a financial burden, but also an accounting and budgetary
problem for all of the local taxing jurisdictions affected.

Senate Bill 335 would require taxpayers filing claims for refund



to adjust their deductions, and such adjustment would result in
only a Very slight decrease in tevenue as to past years for which
claims for refund can be made.

Senate Bill 335 is based on the premise that the present
corporation license tax can properly, under 31 U.S.C. 742, reach
income from United States obligations and that the status quo
should be preserved while the Department of Revenue seeks a
reversal of the court ruling.

~RETROACTIVE NATURE OF SENATE BILL 335:

Under Senate Bill 335 the method of determining allowable
_deductions for corporation lieense tax purposes would be given
retroactive application to taxable years past but still open for
redetermination of liability, either by the Department by defi-
ciency assessment, or by the taxpayer by claims for refund.
'Artlcle XIII, Section 3 of the Montana Constltutlon only prohibits

,retrospectlve 1aws if they lmpose a "new 11ab111ty in respect to

‘transactlons or conSIderatlons already passed.“ The Constitution
Tof the Unlted States does not prohlblt retrospectlve legislation,
'but only those state enactments which constltute ex post facto
laws or which impair the obligation of cOntract or violate the
guarantees of the 14th amendment.

Senate Bill 335 would apply to past taxable years only where
the taxpayers make claim for refund, thus would apply only with
taxpayer initiated claims for refund, or requests for audit ad-

justmeht.
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CONTROLLING FEDERAL STATUTE:

31 U.S,é;l742, the cohttblling federal statute contains a
very important exception to the rule that states cannot tax
either the income or the obligation. This exception reads:

". . .except non-discriminatory franchise or
other non-property taxes in lieu thereof,
imposed on corporations and except estate
taxes or inheritance taxes."

The Montana Corporation License Tax Act presently is non-
discriminatory and it is a franchise tax upon the privilege of
doing business in Montana in the corporate form measured by in-
come. . The attorneys for the Department of Revenue are optimistic
that the United States Supreme Court will reverse the Montana
Supreme Court and we share their optimism.

Keeping in mind that the only type of tax which can satisfy
31 U.S.C. 742 is one that is (a) non-discriminatory, (b) a fran-
chise -or other non-property tax, ahd (c) imposed upon corpora-
tions, it is'clear thaﬁ any correctiVe legislatioﬁ should seek to
presérve the Montana.corporation license‘ﬁax aé the best and
faireét type of cbrporate"fax to be iﬁpésed upon financial insti-
tutions and all business and commercialicorporations in the State
of Montana.

A deposits tax, first of all, would discriminate because it
would apply for the most part to financial institutions which

accept deposits. To the extent a deposits tax applies to non-

financial institutions, it would apply to corporations which do



business essehtially as do banks or other financial institutions
and’which in all probahiiity hold United States obligations.
Thus, it discriminates as between corporations and as to the
types of assets held. Secondly, a tax upon deposits is more
like a property tax than a franchise tax. Thirdly, to be a
franchise tax the tax must be upon a privilege granted by the
state. In the case of the Corporation License Tax Act, this is a
tax upon the privilege of doing business in the state of Montana
in corporate form. A deposit creates a debtor/creditor relation-
ship'and, therefore, anyone holding a deposit is a debtor owing
that money to the depositor/ creditor. Thus it is very difficult
to see that:the deposit tax could acthally be called a "franchise
tax" since there is little merit in treating a "debt" as a "privi-
lege" state bestowed. Also, if borrowing money is a "privilege"
thenéall borrowers should be made subject to the tax uniformly.

A second proposal 1s a "gross recelpts tax" upon banks and
sav1ngs and 1oans.f Gross recelpts are deflned as gross 1ncome
éjunder the Corporatlon Llcense Tax Act. Therefore, this type of
'“tax is’ 51mply the corporatlon llce;se tax 1mposed upon banks and
savings ahd loans, not as to~their net income but as to their
gross income. Setting aside the question of unfairness in taxa-
tion, this is obviously discrimination against financial institu-
tions beoause they hold United States obligations and a totally
discriminatory application of the Corporation License Tax Act as
to only two corporate taxpayers, viz., banks and savings and
loans.



. :SUMMARY:

The advantages of Senate Bill 335 are:

1. It wouid apply only where a taxpayer attempts to ex-
clude U. S. obligation income and would have no application where
the taxpayer does not seek claims for refund or exclusion of
income.

2. . It preserves the integrity of the Corporation License
Tax Act and the Department of Revenue's request for review to the
United States Supreme Court.

3. It results in only a slight revenue shortfall while
preventing large claims for refunds as to past years (something
that cannot be accomplished under the two proposed alternative
measures).

4. If challenggd by legal action which is successful the
result would simply be an increase in the allowable deductions
againét the cbrporation license tax.

5. Wili be challenged, if challenged at all, only by non-

~financial institutions.
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i
QUESTION PRESENTED FOR REVIEW

~ Whether The State of Montana Can Include Interest In-
~“come’ From Certain Federal obligations (i.e., 31 U.S.C.
'§769 and 12 U.S.C. §§1433; 1725(e), 2055, 2079, 2134),
~ in the net income measurement of the Montana Corpora- -
tion License Tax imposed by Sections 15-31-101 et seq..
_ Montana Code Annotated.

A Whether the Montana Corporation License Tax
o Satxsfles the Requirements of the Exception Con-

' tainedin 31 U.S.C. §742, so as to Allow the In-
'i’clusx n.of Federal Interest - ‘Income Wxthm the
. Computatlon of its Tax Base.

B. Whether the Immumty From State Taxation
Described in 31 U.S.C. §769 and 12 U.S.C.
§§1433, 1725(e), 2055, 2079, 2134 is Broader
than that Otherwise Provided by 31 U.S.C. §742.
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(2) More taxes pald as economy récovers
c. Preserves revenue for future years
(1) Tax paid regardless of outcome of appeal to U.S. Supreme




February 16, 1983

MEMORANDUM

TO: Ellen Feaver
Director

FROM: J
SUBJECT:
Current * g, B. * H. B.
Current Law/S&L S. B. 268 536
" Law ' Decision -335 (.9 mill rate) Amend to .65%

Banks 4,768,069 1,112,538 4,348 4,102, 38! 4,119,408
Savings ; = i FRE
& Loans

Totals 4,789;569
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EXHIBIT 6
3-17-83

Amendment to SB 335

Third Reading Copy

Page 4 Following Line 9 Insert: Section 4. In filing the
required Corporate License
Tax returns,. banks, savings
and loan associations or
other financial institutions
are prohibited from filing
consolidated returns under
15-31-141.



EXHIBIT 7
BROWNING, KALECZYC & ASSOCIATES, INC. 3-17-83

Securities Building
Box 162
Helena, Montana 59624
406/449-6220

TESTIMONY QF BURLINGTON NORTHERN, INC,
IN_OPPOSITION TOQ SENATE BILL 335
PEFQRE THE HQUSE TAXATION COMMITTEE
MARCH 17, 1983

Mr. Chairman and Members of the Committee:

My name is Stanley T. Kaleczyc of the firm of Browning, Kaleczyc
& Associates in Helena. I am appearing today on behalf of our
client, the Tax Devartment of the PBurlington Northern, Inc.,
in opposition to Senate Bill 335. For the reasons set forth
below, the Burlingtcn Northern opposes this bill because it
imposes an illegal tax upon the taxpayers of this State.

As the fiscal note accompanying this bill explains, Senate Bill
335 disallows deductions related to excluded interest income
derived from United States Government obligations for Montana
corporation license tax purposes. And, s this Committee is
avire, Senate £ill 335 is opne of three bills criginally introduced
in the Montana Legisleture this Session to address the problem
which arose in the First Federal Savings and Loan Association
V.. Department of Revepue case decided by the HMontana Supreme
Court earlier this year. (The other bills are Senate Bill 263,
which was tabled by the Senate Taxation Committee, and House
Bill 536, which this Committee heard on February 8.)

In the case mentioned above, which has given rise to the alternatives
now before the Legislature, the Montana Supreme Court held that
the Department of Revenue could not disallow the exlusion of
interest earned on UnPted States obligations from the net income
of the financial institutions who were the taxpayers in that
case. The Court based its holding upon the plain reading of
Section 742 of Title 31 of the United States Code. That section
provides:

All stocks, bonds, Treasury notes, and other obligations
of the Urnited States, shall be exempt from taxation
by or under state or municipal or local authority.
This exempticn extends to every form of taxation that
would require that either the obligations or the interest
thereon, or both, be considered, directly or indirectly,
in the computation of the tax, except nondiscriminatory
franchise or other nonproperty taxes in lieu thereof
imposed on corporations and except estate taxes or
inheritance taxes.
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In the view of the Supreme Court, the effort of the Department
of Revenue to include the tax-exempt interest in net income
was nothing more than an effort by the Department to tax indirectly
what it cannot tax directly.

Judged by the clear and concise terms of the federal law and
decision of the Montana Supreme Court, Senate Bill 335 «ffers
no solution, as its proponents would suggest, for Sepnate Bill
335 is every bit as illegal as the actions of the Departrient
of Revenue which the State Supreme Court struck down in the
First Federal case.

Senate Bill 335 requires the taxpayer to first determine the
amount of interest excluded from gross income by federal law
(i.e. interest income excluded by virtue of Section 742), then
determine the total amount of interest income from all sources,
calculate the ratio of the excluded interest income to all interest
income, and, finally, use that ratio_ to reduce all deductions
otherwise allowable under Montana law.

By way of example, Senate Bill 335 works this way: Suppose
you earned ten dollars ($10.00) in interest on United States
Government Securities for the taxable year, Suppose further
that youar total interest income from all socurces, including
United States Securities, was one hundred dollars ($100.00)
for that same year. The ratio of the exempt interest income
($10.60) to all interest income ($100.00) is 1/10th, or ten
percent (10%). Suppose, finally, that your total deductions
allowed under Montana law were equal to one thousand dollars
($1,000.00) for that year. Senate Bill 335 provides that, if
you do not declare as taxable income the ten dollars which is
exempt from taxation under federal law, then you must reduce
your deductions by ten percent, up to the amount of your exempt
interest income. So, in this sample, your allowable deductions
would be decreased by $10.00, the full amount of your exempt
interest incone.

There is no question that Senate Bill 335 exacts this penalty
upon you for following the federal iaw in the form of an indirect

ax upon the interest income which is protected by Section 742
of the federal law,.

Moreover, there is no relationship between the exempt income
and the deductions which are disallowed under this bill for
treating that income as exempt. It is both bad tax policy and
an unconstitutional taking of property without due process of
law to disallow a deduction because of an event that is not
related to the production of that deduction,
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The proponents of this legislation, however, state that SB 335

is patterned after a recently enacted provision contained in

the Tax Equity and Fiscal Relief Act of 1982 (TEFRA), and therefore
SB 335 is legally permissible. The TEFRA provisions, however,

do not deal with tax exempt interest income. Rather, the TEFRA
provision addresses a related, but separate and legally distinct,
problem,

As you may know, over the last several years banks have borrowed
money to invest in tax exempt securities. They would then deduct
the interest on that borrowed money, and, of course, the interest
income from the securities itself was exempt. The TEFRA provision,
upon which the formula found in SB 335 is patterned, disallows

a portion of the deduction generated,by that borrowed money;

it does pnot disallow the exemption from taxable income of the
interest generated from the investment itself. This is a critical
distinction which makes the TEFRA provision consistent with

31 U.S.C. §742, and which leaves SB 335 in conflict with federal
law.

The only thing which Senate Bill 335 provides, if it were to

be enacted, is an cpen invitation to the first taxpayer to challenge
this legislation, and to prevail in the courts, thereby putting

the State, and this Legislature, precisely where it is today.

The problem is not simply that this bill is bad tax policy--
which it is--but that it authorizes the Department of Revenue

to undertake a scheme for the collection of revenue which is
illegal. It was an illegal method of revenue collection which
resulted in the First Federal decision; this Committee and this
Legislature do not have to, and can ill afford to, require the
taxpayers of this State to bring another case like [irgt Federal
in order to protect their legal rights.

We urge you to vote against Senate Bill 335.




EXHIBIT 8
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NERCO Testimony on SB264
Before the
Montana House Committee on Taxation

March 17, 1983

- Introduction

Mr. Chairman, for the record; I am Tom Ebzery, an attorney from Billings,
representing NERCO, Inc. I have been asked by my principal to make the

following.statement on behalf of Gerard K. Drummond, President of NERCO, Inc.

NERCO Inc. is the mining and resource development subsidiary of Pacific
Power and Light Company. NERCO is the owner and operator of Spring Creek Coal
Company, and fifty percent owner of the Decker Coal Mine located in Big torn

County.

Purpose
I am here today to express NERCO's support for SB 264 sponsored by Senator

Graham. This Bill establishes economic incentives for a coal company to
improve the quality of its product by the use of beneficiation processes.
Enhancing the quality and value of raw Montana coal could be a giant step
towards marketing it in areas where Powder River Basin coal generally is not

now competitive.

Market Factors

It is a fact that the overall market for steam coal is depressed at this
time. However, there are several other important factors which uniquely

affect the marketability of Powder River Basin coal.
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First, the market advantage of low-sulfur "compliance coal" was virtually
eliminated by amendments to the Clean Air Act in 1977 requiring all new
coal-fired plants to use scrubbers. This enhanced the market for high-sulfur

w
coal located closer to major consuming areas.

Second, escalating rail rates have turned the remote location of Powder
River Basin coal one thousand miles from major markets into a great
disadvantage. Anywhere from two-thirds to three-fourths of the total

delivered cost of the product is attributable to transportation.

Third, diligent development requirements imposed upon existing leases have
promoted increased supply even though demand has lagged, placing downward

pressure on price.

Finally, Powder River Basin coal is lower in Btus than coal from many
other regions. Foreign export and domestic industrial consumers prefer and
often require fairly high Btu values for steam coal. At this time, Utah and
Colorado coals are clearly better suited for some of these markets because of

their significant Btu advantage and proximity to consumers.

The question then is, how can Montana coal compete? We believe that coal

beneficiation can open the door to new markets for our product.
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Coal Beneficiation

Coal beneficiation is the use of drying, cleaning, or other similar
technology to improve the quality of raw coal. Coal beneficiation processes
are fairly common not only in the United States but throughout the coal

producing countries of the world.

The basic techniques developed to enhance coal quality are cleaning and
drying. Cleaning reduces the mineral and sulfur matter in coal to control ash
and sulfur dioxide. This helps utilities operate boilers and pollution

control devices more efficiently.

- A second technique is thermal drying which increases Btu value by reducing

the moisture content of coal. In the Powder River Basin, 20 to 30 percent of
the total weight of coal can be comprised of intermal or inherent moisture.
Therefore, reducing inherent moisture to increase the heating value of the

coal would significantly enhance the product.

The process of removing moisture from coal is very common in the eastern
United States and has been used by eastern producers. This process is
technologically straight forward and affordable for eastern producers because
moisture is on the surface of the coal. However, the moisture of Powder River
Basin coal is locked inside the coal and, consequently, the technological

complexity and cost of drying is much greater.
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NERCO and other coal producers are currently involved in research and
development of coal beneficiation processes to overcome these problems. We
are specifically looking at coal drying technology for our Spring Creek Mine.
At the present time we are conducting a pilot project which implements
state-of-the-art thermal drying technology. However, current economics may

preclude commercialization of this technology in Montana.

Description of the Bill

Senate Bill 264 would do much to remove the economic obstacles encountered
by those who would develop coal beneficiation technology in Montana. The bill
creates the necessary economic incentive to improve Montana coal and make it

more competitive without reducing existing coal tax revenues.

The bill would not provide tax relief for those processes which are
currently taxed including primary and secondary crushing, loading and
storage. Senate Bill 264 will simply direct the Department of Revenue to
exclude from applicable taxes the increase in contract sales price that
results from coal beneficiation. The ultimate effect may be that more coal
can be sold in the next few years resulting in significantly improved revenues

and more jobs for Montana.

We support Senator Graham's proposal and stand prepared to work with the

Legislature and state government to improve the marketability of Montana coal.

/0765F



TESTIMONY

ON SENATE BILL 264

BY

MIKE FITZGERALD
President
MONTANA TRADE COMMISSION
Suite 612 - Power Building

Helena, Montana

Before the House Taxation Committee
March 17, 1983 '

Helena, Montana

EXHIBIT 9
3-17-83



WORLD COAL RESERVES*

Total Estimated

Measured Reserves
Economically Recoverable

(High Heating Value
Coal Reserves)

11,500 Billion

1,300 Billion

740 Billion

600 Billion

The following five regions have 95% of these

reserves:

North America . . )

31%

- 26%

17%

15%

229.40
192,40
125.80
111.00

44 .40

Billion
Billion
Billion
Billion

Billion

Metric Tons
Metric Tons
Metric Tons

Hetric Tdns

known

Metric Tons
Metric Tons
Metric Tons .

Metric Tons .

@
USSR And Satellites @
Western Europe - - @
China e
Australia =  _ @
Total AR : @

95% or @ 703

Billion

Metric Tons_

Metric Tons;z:

*World Coal Production; Scientific American 1-79; Volume

240, Number 1; PP. 38-47
1

. -

[}

Quality Coal.to 600 Billion Metric Tons.

-1-

740 Billion Metric Tons Adjusted for Inferior Heating



ECONOMICALLY RECOVERABLE COAL RESERVES
IN SELECTED WESTERN STATES*

ANTHRACITE

BITUMINOUS

AND LIGNITE
STATE (000" Tons) (000 Tons)

QArizona - "350,000
Colorado 27,7700 14,841,500
Montana - 108,396,200
New Mexico 2,300 4,392,500
North Dakota - 16,003,000
South Dakota - 428,000
Texas - 3,271,900
Utah - 4,420,500
Washington - 1,954,000
Wyoming - 53,336,100
WESTERN STATES TOTAL 30,000 . '207,393,700

TOTAL
_ (000 Tons).
350,000
14,869, 200
108,396,200
4,394,800
1€,003,000
428,000
3,271,900
4,420,500
1,954,000

53,33€,100

207,423,700

*Communication with George Krimpasky,
Mines, Helena, Montana (1974 Data).

United States Bureau of



MONTANA COAL PRODUCTION

[ 4

MINES 1979 (Tons) 1981
Coal Creek 63,858 64,142
Decker Fast 5,492,702 5,350,113
Decker West 5,422,588 5,277,648
Knife River 297,694 204,492
Yestern Energy 10,220,911 10, 352, 966
PM - | 11,081 7,404
Westmoreland ' ) | 4,974,984 4,450,296
Spring Creek 94,368 4,368,885
Peabody ' ' 2,909, 320 3,193,570
Beartooth 7,321 Closed
Divide | - 8,245 8,165
Total 1979~Produqtion' o 29,503,072 (1) : 33,277,681 (2)

Source: State Department Of Lands (1)
By WESCO Resources, :

Montana Coal Council (2)




PROJECTED/ADJUSTED

Montana Coal Production (1979-2000)
(Million Tons)

1970 1975 - 1980 1990 2000
3.5 22.1 36.4 128.5(1) - 270.1(1)
280 (2)

1981 Adjusted Estimates for the Year 2000

- 100 Million Tons Annually
Total Estimated Montana Coal Production

Source: (1) Montana State Department of Lands

(2) U.S. Department of Energy-



MONTANA COAL PRICES FOB MINE

Montana steam coal averagés about 8600 BTU's per pound. At $10.00
per ton Montana sub-bituminous steam coal averages about .58¢ per
million BTU's which, at the mine, is one of the least expensive

energy sources in the world.

HYPOTHETICAL CASE

Estimated delivered price

of Montana Coal in Tokyo.

1982
$10.00 Per Ton FOB Mine
22.00 Rail Freight
6.00 Port Loading
11.00 Ocean Freight~ - - w=re—-m—-
6.00 Port Off Loading (Japan—).r S
$ 55.00 - " Delivered Tokyo - or about $3.19 per

million BTU's.; --= ~— -

Australia, the largest supplier to Japan is now delivering 12,000 --

BTU per pound steam coal to Tokyo for $65.00 per tom.or about . _
$2.70 per million BTU. , R

1) Source: Westmoreland Resources - February, 1983. -—



By increasing the BTU value of Montana's coal we could become more
competitive in U.S. and international markets and likely sell more

coal.

If Montana coal producers could increase the BTU value of their
coal and increase the FOB mine mouth price by 10Z, look what

happens to the price delivered in Japan ($55.00 x 10%Z = $60.50 Tokyo).1

9,000 BTU Coal equals @ $3.36 per mm BTU
10,000 ﬁTU Coal equals @ $3.00 per mm BTU
11,000 BTU Coal equals @ $2.75'per mm BTU
12,000 BTU Coal equals @ $2.52 per mm BTU

1) Price per million BTU's is calculated by dividing the price . .
by the Ton x BTU value: '
$60.50 .
~+ 2000 1bs (ton) x 9000 BTU

= $3.36 per million BTU's

-6 ;



1982 Montana coal production was 32,160,075 tons. 1982 coal

severance taxes totaled $86,186,845.61.

- Increasing Montana's 1982 coal production by 10 million
additional tons annually by 1990 at an average price per
ton of $10.00 would increase annual coal severance tax

revenues by an additional $30 million.

- Increasing 1982 production by an additional 25 milliom tons
annually by 2000 at an average price per ton of $12.00 would
increase annual coal severance tax revenues by an additional

$100 million.



Montana coal producers are competing in the world market with
coal producers from Canada, South Africa, Paland, '‘Australia and

the Soviet Union and China in the not too distant future.

To increase sales of Montana coal we must improve the delivered

price per million BTU's. Only two ways are possible to do so.

- Coal benefaction can increase the BTU content of the coal

at the mine.

- Competitive transportation. We have only one railroad
serving the largest coal deposit in the U.S. Because of
the demise of the Milwaukee Railroad we are not likely to

ever again have competitive rail transportation.

- Raising the BTU content of the coal may be one of the only
strategies Montana coal producers can use to bgcdme more

competitive.

- To apply the state coal severance tax to the added value of

Montana coal would neutralize the potential competitive edge

of the Montana producers. Likewise, not to tax the benefacted

value may serve as an investment incentive to Montana coal

producers.

- I recommend that the state coal severance tax not-be applied

to the increased value of Montana coal by benefaction or a

similar process.
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: PERSONAL TAX CREDITS FOR ENERGY CONSERVATION & RENEWABLE ENERGY SYSTEMS
h .
STATE MAXIMUM SYSTEMS COMMENTS
- | PERSONAL
| INCOME TAX INCLUDED EXHIBIT 12
e CREDIT | 3-17-83
-  COST/MAX.
CREDIT
%A;_.ABAMA $/$1000 Active Solar Passive Solar: 10v$1000
| ALASKA 1%!5%200 Fuel Conservation | Residence, Joint Return
- [ARIZONA 1 35% 0 Solar
- *508/$75,000 | Solar Pumping For Farm Irrigation
_ |CALIFORNIA *55%/53000 Solar For Single Family Dwelling
| COLORADO 308/53000 | Solar, Wind, Geoth.
DELAWARE Nos/$200 Solar Hot Water
. |HAWAII 108/No Max. | Solar, Wind Includes Heat Pumps
“!‘ INDIANA 25\/53600 Solar, Wind For Single Family Dwelling
; | KANSAS 30%/31500 Solar, Wind
MAINE 20%/$100 Solar, Wind, Wood
w| MASSACHUSETTS | 358/$1000 | Solar, Wind
MICHIGAN S 0 __ |Solar, Wind, Hydro.| ]15% Of Next $8000
- [MINNESOTA T Solar, Methane
vl _, ‘Non-Fossil Fuel En.| 5%/131; .$1000; 2k%/Next $3000.
(T VMONTANA E, consvtion- Impvt idential Buildin
h NEBRASKA | 20%/53000 Renewable Energy For Residential Buildings
JNEW MEXICO 25%/51000 Solar Taxpayer's Residence
o NEW_YORK 458/82750 Solar, Wind For Residential Buildings
- 1 N. CAROLINA 25%/5$1000 Solar
= N. DAKOTA S%/No Max. | Active Solar, Wind
%OHICL 10%/51000 Solar, Wind, Hythmll (Hythml,= Hydrothermal)
L .
" QOKLAHOMA 353/510,000 | Passive Solar, Wind| For Residential Buildings
JH;OREGON 258/51000 | Solar, Wind, Hydro.| For Residential Buildings
) Ener ervati Resid 1
u’ '_Bﬂgmwp fgtfgiggs So agy W1n3 rvation Taxpaggg glaggﬁigncgroperty
,jT S. CAROLINA 25%/$1000 Renewable Epnerqy cong, Impvmts,. Included
s LUTAH 103/$1000 | solar, Wind. Hydro.
Yef VERMONT | 25%/$1000 Solar Taxpayer's Residence
w VIRGINIA solar

*These Are Combined Federal & State Credit Ceilings

Prepared By David Preiband, 1/8/'83. From A Repott By Ma:gatet M, Mor:is.

A . - L - .. % - ® a . s P . a @ o o=



EXHIBIT 13
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Alternative Energy Resources Organization

424 Stapleton Building, Billings, Montana 59101

(406) 259-1958
324 Fuller, C-4, Helena, Mt, 59601

443-7272

FACT SHEET IN SUPPORT OF SB 283

- SB 283 will increase Montana's alternative energy tax credit
Montana's current credit: 5% with a $125 ceiling - for residential taxpayers
Proposed credit: 20% for residential
257 for other uses both with a $1000 ceiling

- Eligible systems: active and passive solar, wind, photovoltaics

~ Conservation work done in conjunction with installing an alternative energy
system may be included in the credit.

- 4-year carryover of the credit

- 4-year sunset on the credit (expires 12/31/86)

- Pass through provision: builders who install alternative energy systems in new
homes may pass the credit on to the first purchaser of the home. This may
encourage the construction and sale of solar homes.

- Expected revenue impact: The fiscal note predicts about $500,000 in credits
granted during each of the next two years. This figure does not take into
account additional revenue the state will receive resulting from the increased
sales and job creation in the alternative energy field. Although its difficult
to predict the level of this additional revenue the state will receive, recent
federal studies have found that the federal credit brings in more tax dollars
than it costs. The Arthur D. Little study concluded that the federal credit
could be raised to 75% and the treasury would still come out ahead because of
the increased tax revenues generated.

- Federal subsidies used to stimulate U.S. energy production from 1918-1976

Billions of 1976 § 7% of total
oil 77.2 60
nuclear 15.3-17.1 13
gas 15.1 12
hydro 9.2-17.5 10
coal 6.8 5
123.6-133.7 100

SOURCE: Battelle, Pacific Northwest Labortories, June 1978
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EXHIBIT 14

AERO'S 3-17-83

PROPOSED AMENDMENTS TO SB 283

Page 2, Line 24,

Following: "applications."

Insert: "It includes only those portions and components of a building that
are expressly designed and required for the collection, storage, and
distribution of solar energy and that are not standard components
of a conventional building."

Page 3, Line 19, .
Following: "photovoltaic systems,"
Insert: "solid wastes, the decomposition of organic wastes,"



EXHIBIT 15

3-17-83
Febryary 7, 1983
TEXT OF PRESENTATION TO SENATE ENERGY COMMITTELE
HEARING ON S.B. 283
BY JAMES R. KOONTZ
SUN WISE, INC. GREAT FALLS, MONTANA
4 U Fforms of energy have been heavily subsidized by the Federal

HIEN
i

Cove ment),  Hydro-electric dams, nuclear plants, natural gas, cru
0i! »nd wind generators, All receive hugce subsidles to develop and
dictribute their respective energy forms.

2. President Carter was a strong supporter of solar cnerqgy - setting
a coal of 20% of our energy from solar, by the year 2,000. The Carter
admynistration signed the bill providing tax incentives for the pur-
chacos of solar and other alternative energy equipment. These incen-
tiver are offered to both residential and business users of solar

equ .>ment.

3. vany states offer generous tax incentives also. - Arizona, 35%;
Colerado and Kansas, 30%; Nebraska, 25%; and New Mexico, 20%; to

ment (on a few.

4. ™he development of the solar industry has been slow. This may be
congidered a disappointment to some persons, who expected too much
toc $non. President Carter's goal was unrealistic. The industry had
not developed sufficiently to fill the role that was expected. Solar
energy is not new, but the industry as we see it today is new.

5. A"y incentives offered for the installation of solar equipment
should be viewed as methods of economic development, rather than give-
away programs. Major issues facing all of us today are: high unem-
ployment, loss of primary jobs, high energy costs, transportation,
and the erosion of our work force.

6. "Nur company was formed in 1977 as a locally owned small business.
Our ¢ompany was involved in solar before any tax incentives existed.
The First few years were spent primarily in research and development
of @ nighly efficient, durable solar collector.



Empl: ment tigures for 1980, 1981, and 1982 reveal the following:

Wages paid in Montana - $1,849,000
Unemployment taxes paid in Montana - $32,200.00 '
State withholding taxes - $50,400.00

Goods and services aquired locally - $1,700,000

Direct employment - 20 full time jobs.

7. Ouv Montana dealers would approximately double the above figures.
These dealers have installed appreximately 1,000 systems in our state.
The retail value of these systems would be approximately 5 million

dollars.

8. We feel the proposed tax credit would have a great impact on the
following:

The number of new jobs here in Montana.

1.

2. The investment in plant and equipment.

3. Increased tax base.

4. Higher awareness of encrgy and encrgy conservation.

¥, Less unemployment.
9. wg currently spend money to subsidize low lncome restidentlal uvutil-
ity ¢ost. As energy rates increase this subsidy will escalate to
glicatic proportions and never solve the problem. In comparison, the
prey med tax credit for alternative energy would provide a permanent

fix for part of our energy problem, while creating jobs at the same

tainme

10. Cur company does not support the grants and give away programs
that existed in both federal and state governments in the past. We

do not believe that the state should necessarily pay citizens' util-
ity bills. We do, however, support the tax incentive program proposed
in this bill because we feel it will help expand the alternative en-
crgyv industries in Montana at this time. We feel that this bill should
be viewed as an economic development tool. We feel it has the support
of economic development organizations and could eventually provide more
in wenefits to the state than it costs.



10.

11.

12.

EXHIBIT 16

3-17-83

AMENDMENTS TO SB 283
Third@ Reading (Blue Copy)

Title, line 6
Following: "OF"
Strike: "Solar"

Page 1, lines 18 through 22
Strike: subsection (1) in its entirety
Renumber: subsequent subsections

Page 2, lines 3 through 8
Strike: subsection (3) in its entirety
Renumber: subsequent subsections

Page 2, lines 20 through 24
Strike: subsection (6) in its entirety
Renumber: subsequent subsections

Page 3, line 5 through line 5, page 4

Strike: subsections (8), (9) and (10) in their entirety
Insert: "(5) "System" means a recognized nonfossil form of
energy generation as defined in 15-32-302."

Page 4, line 6

Following: "for"

Strile: "solar"

Page 4, line 6 and 7

Following: "on which a" on line 6
Strike: "solar energy"

Page 4, line 11
Following: "THE"
Strike: "SOLAR ENERGY"

Page 4, line 14
Following: "THE"
Strike: "SOLAR _ENERGY"

Page 4, line 23

Following: line 22

Strike: "Energy"”

Insert: "Investments made for energy"”

Page 4, line 23

Following: "conservation"

Strike: "measures"”

Insert: "purpose, as defined in 15-32-102,"

Page 4, line 24
Following: line 23
Strike: "solar energy"



13.

15.

16.

Page 5, line 7
Following: "THE"
Strike: "Solar Ene "

?
Page %, line 11
Following: "Leased"
Strike: "solar energy"

7
Page 5, line 12
Following: "a"
Strike: "solar energy"

Page 7, line 19
JFollowing: "the"
Strike: "solar energy"



3/17/83

Amendments to Senate Bill 283

Page 5, line 23

Following: '"available"
Strike: '"to any"

4

Page 5, line 24

Strike: ‘''taxpayer"
Following: "$1,000"
Insert: "for a taxpayer filing a separate return and $2,000

for each joint return"
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1. Page 5, line 2.
Following: “CLAIMED"

Strike:

"FOR ENERGY CONSERVATION MEASURES"

2. Page 5, line 4.
Following: "1"

Insert:

"or part 2"
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STATE OF MONTANA
REQUEST NO. 229-83

Form BD-1 NJ

, there is hereby submitted a Fiscal Note
pursuant to Chapter 53, Laws of Montana, 1965 - Thirty-Ninth Legislative Assembly.

Background information used in developing this Fiscal Note is available from the Office of Budget and Program Planning, to members
of the Legislature upon request.

FISCAL NOTE

In compliance with a written request received January 25 19 83
for Senate Bill 264

DESCRIPTION OF PROPOSED LEGISLATION:

Senate Bill 264 allows the Department of Revenue to impute a value on coal whenever
the operator of a mine subjects the coal to processing that improves its quality.

FISCAL IMPACT:

It is not anticipated that the proposed legislation will have a fiscal impact during

the biennium because currently no coal producers are using a benefaction process to improve
the quality of the coal.

FISCAL NOTE 8/V/1

BUDGET DIRECTOR
Office of Budget and Program Planning

Date: I'EI"LZj u

1




. STATE OF MONTANA
REQUEST NO.

FISCAL NOTE
n Form BD- 15 \ﬁi

January 26, , 19 83 , there is hereby submitted a Fiscal Note

irocorpliance with g written request received
o Q

per @enatei _glll_ ,2_2_3_3_.. - pursuant to Chapter 53, Laws of Montana, 1965 - Thirty-Ninth Legislative Assembly.

Bazkground information used in developing this Fiscal Note is available from the Office of Budget and Program Planning, to members

ot the Legislature upon request.

W  DESCRTPTION OF PROPOSED LEGISLATION:

~ Senate Bill 283 provides a tax credit for the installation of solar energy systems
@ in Montana; defines such systems; and provides rulemaking authority to establish
criteria for such systems.

ASSUMPTIONS :

~ 1)  An engineer (grade 15, step 2) will be required for one year to reveiw existing
" standards and develop standards for Montana.
2)  Safety standards will be covered by building codes.

FISCAL IMPACT:

@ over bound estimates of the reduction of individual income tax collections are -/
® $496,000 and $592,000 for fiscal years 1984 and 1985, respectively. These estimates
are based on the amount of credits likely to be produced by the continuation of the
- existing alternative energy credit. However, the bill would greatly liberalize the
W credit by increasing the credit rates, increasing the maximum credit, and increasing
the types of investments which would qualify. All of these factors will lead to a
greater decline in revenues.

No estimate of the reduction in corporate license tax collections is possible since
_ no data is available.
H 2

Expenditures FY 84 FY 85
.: Personal Services: ‘
] Salary § 21,872 § i -0-

Benefits (@ 20%) |, 4,374 . ~0-

; Total § 26,246 § -0-
v

: | Continued
| | QQOWMQ W

BUDGET DIRECTOR

:‘ Office of Budget and Pro %am Plannmg

Date: ' ‘




-2-

LONG-RANGE EFFECTS OF PROPOSED LEGISLATION:

Since the proposed state credit is tied to the federal credit, the revenue impact
will be greatly increased when and if the federal credit is reduced or eliminated.
The elimination of the federal credit, for example, would increase to state credit
from 20% to 60%, leading to a greater impact on individual income tax collections.

TECHNICAL OR MECHANICAL DEFECTS OR CONFLICTS WITH EXISTING LEGISLATION:

D

2)

3)

The proposal extends credits to more types of investments than the federal
government allows. Hence, the credit rate for the investments not allowed by
the IRS will be 60% not 20%.

Section 4 includes energy conservation measures in eligible costs of the system.
This could be construed to include conservation measures applied to the dwelling,
not just the alternative energy system. In this case, the credit rate will be
45% for this portion of the investment, which would conflict with the existing
energy conservation credit and possibly lead to two credits being claimed on

the same investment.

The Department of Natural Resources and Conservation may not be able to develop
reliability standards for passive solar systems, becuase passive solar systems
must be an integral part of a structure and each structure tends to be different.

FISCAL NOTE 9:L/2



STATE OF MONTANA

4 reauest no. 401783
FISCAL NOTE o
4 Form BD-15 o
In compliance with a written request received February 17, , 10 _83 , there is hereby submitted a Fisca! Note

for Senate Bill 459 pursuant to Title 5, Chapter 4, Part 2 of the Montana Code Annotated (MCA).

Background information used in developing this Fiscal Note is available from the Office of Budget and Program Planning, to members

of the Legislature upon request.

DESCRIPTION OF PROPOSED LEGISLATION:

Senate Bill 459 provides for a tax credit for university-affiliated research; and
provides an effective date and an applicability date.

FISCAL IMPACT:

There is no fiscal impact of the proposed legislation.

FISCAL NOTE 16: H/1

QL

BUDGET DIRECTOR

Office of Budget and Program Planning

e | Date: ')_,)C!-g'?
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STANDING COMMITTEE REPORT

MR. oo BPEAKER: . . .. ..
W . TAXATIOR
€, YOUT COMIMUTTEE ON L.eeiiieiiiuiiiicitiasiecntesieeiesestessesosessanssrtiosnassesstesssasesssesotesshsassesassassrabesssssrsessssrstosssesssesssenasoresrsesssnssane
having had under consideration 82!1&!'8 ....... Bill No. 364 ......
Thizd reading copy (_Blue )

color

A BILL POR AN ACTY SWTITLED: “A¥W ACT T0O ALLOW THE DEPARTMHENT OF
RRVENUE TO IMPUTE A VALUE Ol COAL WHEMEVER THR OPERATOR OF A MIHR
SBUBJECTS THE COAL TO PROCESSIRG THEAY IMPROVES ITS QUALITY; ANENDING
SECTIOH 15-33-107, HCA.®

Respectfully report as follows: Thatsaﬁ\m"‘rE ...... Bill No264 .......
....... m ...met----------..........------..-.-...-.-.-....:..--...--.........
STATE PUB. CO. d Chairman.

Heilena, Mont,

~AONLITTER CEFDETADY



STANDING COMMITTEE REPORT

.................................................................... 9.
MR, e SPEAKER: ...
We, your COMMITLER. ON . c.uueiirrreriasinenrnnnnrennieteeecsettsssnansonane ﬂ XRTION ..........................................................................
having had under CONSIAEratioN .....c.cveuieiereiisesisia ettt et s sae e SENATE Bill No...2B3. .
Third reading copy (_E1u€ )
color

A BILL FOR AN ACT ENTITLED: “AN ACT PROVIDIKG A TAX CREDIT? FOR THE
ISSTALLATION OF SOLAR ENERGY SYSTEMS IN MONTANA; DEFINING SUCH SYSTEMS;
AHD PROVIDIRG RULEMAXING AUTHORITY TO ESTABLISH CRITERIA POR BUCH
SYSTEMS: REPEALING SBCTIONS 15-32-201 THROUGH 15-32-203, MCA; AND
PROVIDING A¥ APPLICABILIYTY DATE."

Respectfully report as fOlows: That ...t s e e Bill No....o....0 ...

XHFEES

Chairman.
STATE PUB. CO. m

Helena, Mont.

COMMITTFF SFCRETARY



Senate Bi1ll 283
Page 2 of 4

) Statenant of Intent, line 6.
Pollowing: “Section®

Strike: *"11°

Ingart: *i2*

2. Statemsnt of Intent, lipe 7.
Following: “of"

Strike: “sclar”

Pollowing: “energy®

Ingart: “generation®

3. Title, line 6,
Pollewing: *OP*
Strike: "SO0LAR"

4. Title, line 7.
?ollowing. "EYSTEMS®
Iasert: Yj; PROVIDING A FUHDING SOURCE FPOR TEE CREDIZE"

5. Page i, lines 18 threugh 22,
8triks: subsection (1) in its entirety
Renumbar: subseguent subasections

6, Page 2, linas 3 through 8.
Strike: subsactina (3) in its entirety
Renusbar: subsequaat subzections

7. Puge 7, lines 20 through 24,
Srrika: subsecrion {6) in its entirsty
Ranunber: subssquent subaecticns

8. Page 3, line S5 through lina 5 paga 4.

Strike: subeactions (8), (9), and (10} in thoeir antirety
Insart: ®(%) “System® msans a recugnized nonfossil form af
energy gengration as defined in 15-32-~102."

9. Page 4, lina 6.
following: “for®™
Strike: “"aolar"

i¢. Page 4, line 7 and 8.
Pollowing: “whiech a® on line 7
8trike: Tsolar enerqgy”

il, Page 4, line 11,
Follovxng' “THE"
Striks: “SQLAR BHERGY®

STATE PUB. CO. DAY YARDLEY, Chairman.

Helena, Mont.



12. Page 4, line 14.
Pollowing: “OPF THE"
Strike: “SOLAR EHERGY"

line 23.
line 22

13. Page 4,
Pollowing:
Strike: “Enargy”

Insert: “Investments madc tor
Pellowing: “eonservation®
Strikea: "measures® - _

Iasert:

14.
Following:
Strike:

Page 4, line 24.

lins 23

"solar ensrgy®
Page 5, line 2.
"*COESERVATION"

15.
Pollowing: COEBERV)
Strike: “MEASURES®
Insert: "purpssus®
5.

s 2 -
Y 4 v n ]
5 S5

- e d Y oY L”
d¥&l$u01u

i6. Page aea 4
Following:
Strike:
Pollowing:
Insart:

gach joint return®

B N

17. Page 7, line 7,
Pollowing: "THE"
Strike: “SOLAR ENERGY"

18. Page 7,
Pollowing:
Strike:

line 11,
*Leaas=d"
"solar energvy"

19, Page 7,
Pollowing:
8trika: "solar snergy"

linn

.al

12,

206,
Pollowling:
Strike:

Page 7, line 19.
“the™
*aolar snerqy”

STATE PUB. CO.
Helena, Mont.

*purposcs, as dwiined

.
EHINR WS

line 23 throuwgh “taxpayor® os

Page 3 of 4
Senate Bill

enargy®

iz 15-32-102,"

- 23

linae 24

*for a taxpayer filing & sepavate return and $2,000

for

Chairman.



Senata Bill 283
Page 4 of 4

March 21,

. Page 8, line 4.
¥ollowing: line 3
ngart: “THERE IS A NEVW MCA SECTION THAT REALS:

“Saction 11, Source of funds for tax credit. The
alterasative snergy resdgarch development aad demonstration ascount
established in 90-4-103 is zhe scurcs <f funding fur tha tax
credit sliowed und=r [scction 3). The awount of money in tha
aceouat that is avallablile for purposes of the tax credit is
#ubiect to availability of funds a2nd to the appropriation of such
funds by the legislature for ¢he purpwecs of lasetvion 37,977
Renumbeir: subseguaat s2Crions

Naetf

AND AS AMENDED

_BECCONCURRED IN

...... :)ATJY.A‘RT)LEY,"
STATE PUB. CO. Chairman.

Hetena, Mont.



STANDING COMMITTEE REPORT

.................................................................... 19..........
VL T SPEARER: ...
We, your committee on ‘!‘MTION ..............................................................................
having had under CONSIEration ...........ccciueiiiiiiniiiennien it cener et SENATYE  gill No.. 335,
Third reading copy (__Blue )

color

A BILL FOR AN ACT ENTITLED: “AR ACT T0 DISALLOW DEDUCTIONS
‘RELATED TO EXCLUDED INTERBST INCOME FOR MONTANA CORPORATION LICENSE
TAX PURPOSES; TO APPLY THE DISALLOWANCE OF DEDUCTION RETROACTIVELY
70 ALL TAXABLE PERIODS DURING WHICE SUCE INCOME IS EXCLUDED FROM

GROSS INCOME; AND PROVIDING AN INMREDIATE EFFECTIVE DAYE AidD AN
APPLICABILITY DATE.”

Respectfully report as follows: That BEHATE il No..333

...............................................................................................................................

be amended as follows:

(SER ATTACHED SHEETS)

cenre e, co. DN YRARIGLRY e

Chairman.
Helena, Mont,

COMMITTEE SFCRFTARY



Senate Bill 338
Page 2 of 3

1, 7Title, line 8.

Following: “GROBS IHCOME;"™

Insarts YPROHIBITING CONSOLIDATED RETURNS POR FINANCIAL
IUSTITUTIONS UNDER THE CORPORATE LICEHSE TAX; REAPPIRMIBG THAR
IKCLUSION OF STAYE AND LOCAL BOND IMCOME IR THE DEPINITION OF NET
INCOXE POR CORPORATION LICBNSE TAX PURPOSES;”™

Za ritle, line 9,
Followings *ABD"

Srrike: “AN®

Following: “APPLICABILITZY"
Strike: “DATE"

Insert: “DATES"

3. Page 3, line 23,
Pollowing: lias 22 _
insert:; "Section 2. Consolidatad returns prohibited, (1) 2
sajority of the corporation license tax collectad from financial
institutions is paid to local goveranent arsas in vhich each
inancial ianztitution is located. HBowever, consclidated returms

for fimancial institutions 40 not reflect the true tax
attribuntable to each losal goverament. In addition, consclidated
returns would permir financial ipstitutions to oifsatr iancome
agalinet losses of nopn-financial institutions, thereby distortiasg
the trae income of sach fimancial organization.

{2) 1In mccordance with subssetion (1), finapeial
ipatitutions are prohibited from filiag consolidated returas
ucdar 15-~-331-241,

SGutiaa 3. Realfirmation of bond income inclusion in definition
of ast income for corporation license tax purposes. Rot
withstanding the provisions of any other law, the income [ron
bouds or other obligations issued by any state or political
subdivision of a stats are included in grosz and net income for
purposes of the corporation liceans* tax. Purther, such incone
baa been included in groas aad net incoma since the sffactive
date of Cheapter 634, Laws of 1979, which law repsaled the
axclusion ¢f svoh incouwa from the tax base of thae corporation
licensy tax.®

Repusber: aubsaquent zestions

STATE PUSB. CO. Chairman.

Helena, Mont.



4, Page 1, line 23.

Pollowing: “imatruction.®

Strike: “*Bection 1 ia*®

Insert: “Sectione 1 through 3 ara”

s. Page 3, line 24.
FTollowiag: “ag®
Strike:r "an®
Following: “integral”
Striks: “pert”
Insert: “parts®

6. Paga 4, line 1.
Pollowing: "applicability*
Strike: “"date"

Insert: “dates”

7. Paga 4, line 2,

Yollowing: “approval®

Strixe: "and applies®

Ingert: *, Bections 1 and 3 of this act apply"”

8. ’a.ge ‘; 11.&3 9;

Following: “law.®

Ingert: YBectiom Z of this act applies to taxabie pariods
beginning after December 31, 1%82."

STATE pue c'o. myma!' ......................................

Helena, Mont.

Chairman.





