MINUTES OF THE MEETING
TAXATION COMMITTEE .
MONTANA STATE SENATE

April 7, 1983

The sixty-first meeting of the Taxation Committee was called
to order at 8 a.m. by Chairman Pat M. Goodover in Room 415
of the Capitol Building.

ROLL CALL: All members were present.

CONSIDERATION OF HOUSE BILL 755: Representative Dan Yardley,
House District 74, said California has solar and wind energy
tax credits. They have a lot of development in wind farms..
The major thought behind this bill is to provide a credit for
capital expenditures for commercial systems that generate
electricity by means of wind power. It encourages development
in the area of wind power and won't be an impact on the budget.
You can take the credit only if you are making a profit.

PROPONENTS

John Driscoll, a member of the Montana Public Service
Commission, submitted a written packet (attached as Exhibit 3)
including recommendations of the Montana Public Service
Commission concerning the marketing of federal firm surplus
energy. Alumax and Stauffer Chemical Company could use some
of the power not used (200 megawatts). Stauffer Chemical said
90% could be interrupted; Alumax said 33% of theirs could be
interrupted. The 200 megawatts should be made available at a
lower cost. If that is the way to solve the excess generation
capacity problem, it would prevent litigation. There is a
surplus of power available in the Northwest in the spring and
summer months, and we have excellent cold weather wind sites
in Montana (Table 2.3.6 of Exhibit A). _Under this bill, if
Alumax, Stauffer, or Arco wants the resource and wants it
wheeled over the lines, they will make sure the manufacturing
site_is good. This could be good for economic development.

Ed Stearns, representing the city of Livingston, said their

role is from the jobs development standpoint. Livingston has
the second largest wind potential in the United States.

Bendex, Boeing, General Electric, and Westinghouse are interested
in that area. We have everything to gain by passing this bill.
He submitted a copy of a letter from S. Charles Nicholson, Mayor
of Livingston, dated January 6, 1983, addressed to Governor Ted
Schwinden, which comments on the proposed Montana Wind Energy
Commercial Investment Tax Credit. It is attached as Exhibit B
and includes a cost comparison of different fuel types. Wind

is the least expensive..
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OPPONENTS
There were no opponents to the bill.

Questions from the committee were called for.

Senator Elliott wondered why we needed this if we have such a
huge surplus of power already on the grid system. Mr. Driscoll
said actually power is required to be purchased at cost or less
than the cost of power from the coal-fired plants. HB 755 .
applies to large industry looking for ways to get energy
without driving up everyone else's bills. They need a way to
get the pre-commercial cost down to the production cost. . From
a long-run point of view, utility should be acquired from the
least expensive mix of resources. We should work out a good
contract with California and bill the excess to them at a higher
rate. The surplus we have is stopping conservation measures.
We can't figure out how to get rid of the surplus.

Senator Towe asked what a megawatt o wind enefgy could be
generated for. Mr. Driscoll said he did not have numbers; this
just sets some general guidelines.

Senator Towe commented that the federal act requires that there
be a market available to existing utility companies.

Mr. Driscoll said projects are from 5-10 megaWatts. The initial
cost is high, but when the cost drops down to $5 million, it
is competitive.

Senator Towe asked Mr. Driscoll if section 2(2) (d) was meant to
be all wind related and Mr. Driscoll responded affirmatively.

Repreéentative>Yardley said that in the case of manufacturihg
plants, the credit against tax liability would be on income .
because the plant produces the wind energy generating equipment.

Senator Towe'thought "as set forth in [section 2(1)1" should be
inserted after "liability" on page 3, line 22, to clarify what
tax liability was being referred to.

Dan Bucks from the Department of Revenue said they had helped
draft this bill. It was their impression that a retail business
would have to engage in expansion or build a new facility to
take advantage of the credit. He said we are talking. about
major industrial users here. Senator Towe's suggestion to

refer to section 2(1l) in section 4 (carryover of credit) is
good; that affects timing.

Senator Towe also mentioned deleting line 19 on page 3 of the
bill.

Senator Eck wondered what the possibility was of dealing with
BPA without going through Montana Power Company. Mr. Stearns
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thought there was a good possibility. We could wheel the energy
to other places if it's not needed here. There would be a
wheeling tariff associated with this. 1In 1978, all state
regulatory commissions were required to establish the "avoided
cost!" for each jurisdictional utility in order to set a buy-back
rate for renewable resources. That, and tariffs, are determined
by law and are not open to negotiation.

Senator Eck stated that Montana Power Company was probably not
willing to follow those regulations. Mr. Driscoll felt the
answer was to find a market for the surplus. BPA is still in
the study phase of wind energy resources.

Representative Yardley suggested the effective date be changed
to_immediately or to October 1, 1983, rather than December 31,
1983. It has to be economically feasible or it won't benefit
the person seeking tax credit.

The hearing on HB 755 was closed.

CONSIDERATION OF HOUSE BILL 841l: Representative Jerry Driscoll,
House District 69, sponsored HB 841. He said he saw about 100
employee W-2s with gross incomes of $7,000 a year, including

tip. income. That is about $5,500 in wages and $1,000 to $1,500
in tips. They are not even in the 5% tax bracket. He questioned
the accuracy of the fiscal note. Tips are not considered income
in unemployment or workers' compensation claims. Now, each
waitress must keep a ticket, and if she can prove she earned
less, she can claim less income. He felt tip income should be
exempted from income tax liability like tax refunds.

PROPONENTS

Frank Sullivan, Local 457, AFL-CIO, Butte, submitted written
testimony, attached as Exhibit C.

Maragret Flanagan, Local 533, Helena, supported HB 841. This
bill is needed for the people who work in these establishments
(Exhibit D). .
Mark Quick, Local 101, Great Falls, also testified in support
of the bill. :

Sandy Otten, a waitress at Jorgensons in Helena, said the IRS
says. they make 15% in tips. She provided an example: The
other day, she said, they made $222.50 in tickets for two
luncheons. The total tip left was $4.50--a 2% tip! Funk and
Wagnall's dictionary defines tip as a gift given in money. The
waitresses are being taxed on gifts, and that is unfair.

Bob Durkee, represehting the Montana Tavern Association,
supported the bill.
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Phil Strope, representing the Montana Innkeepers Association,
also supported HB 841l.

OPPONENTS
There were no opponents to HB 841.

TECHNICAL INFORMATION

Dan Bucks from the Department of Revenue submitted amendments,
attached as Exhibit E, dealing with the effective and termina-
tion dates of the bill. The third reading copy of the bill has
a termination date which is the date the president signs a._
bill terminating the employee allocation for tax purposes.

The amendments provided by Mr. Bucks provide that if the federal
law is terminated, say, in June 1984, then the termination

date of HB 841 is January 1, 1984.

Senator Gage, an accountant, said the tax consequence of this
bill is minimal. On income tax returns he has done, tips are
seldom reported.

Representative Driscoll gave the example of a business that has
an annual gross income of $50,000 and has 10 employees. So,
$5,000 ($50,000 <+ 10) is allocated to each employee, and 8% of
$5,000 is $400.

Senator Elliott asked if tip income was reported in a separate
place on the W-2 form, and Representative Driscoll responded
that it was.

Senator Turnage wondered if the tip tax was limited to waitresses.
The committee referred to IRC § 3402(k) for a definition of tips.

Senator Mazurek asked Sandy Otten if she kept a record of her
tips and how it compared with the 8% of the gross receipts.
Ms. Otten said she made 8% in tips sometimes, but made much
less than that at other times.

Senator Goodover thought some places required tips to be pooled.
Frank Sullivan indicated that sometimes the tips are split with
the cooks. It depends on the establishment, what shifts, and
what days are being worked. There is no way to determine whether
they are making 8% or 15%.

Senator Norman said it was his understanding that Congress had
passed this law but had promulgated no rules in conjunction with
it. Dan Bucks said he had a copy of an IRS memorandum issued

by the local district office. They have provided that memo

to tax practitioners and others in the industry.

Senator Goodover asked Phil Strope how many innkeepers included
meals as part of a waitress's employment. Mr. Strope indicated
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it was pretty standard that meals are included. That practice
applies mainly to large food and beverage establishments.

Representative Driscoll stated that fast food restaurants, such
as McDonald's, were not included in this. He hoped January 1,
1983, would be the effective date of this act.

Senator Turnage asked Cort Harrington, the committee's staff
attorney, to look up the definition of tips and draw up amend-
ments telling what tips were being spoken of.

CONSIDERATION AND DISPOSITION OF HQUSE BILL 780: Senator
Elliott submitted amendments to. the committee (copy attached as
Exhibit F) and explained them to the members. He noted that
there will be no refunds any more, just incentive payments
(amendment No. 19, Exhibit F).

Senator Elliott moved that the amendments (Exhibit F) be adopted.
The motion was seconded.

Senator Norman moved that "and requests for refunds from
gasohol dealers for the use of gasoline to produce gasohol" at
the end of subsection (d) at the bottom of page 2 and top. of
page 3 of Exhibit F be stricken and that on page 4 of the
amendments, following "denaturing alcohol to",. the word "be"
be inserted. The motion was seconded and passed unanimously.

A vote was then taken on Senator Elliott's motion that the
amendments, as amended, be adopted. The motion passed unani-
mously.

Cort>ﬁarrington noted that it would all be taxed at the same
rate and the alcohol will get the incentive.

Senator Elllott moved that HB 780 BE CONCURRED IN AS AMENDED
The motion was seconded.

Senator McCallum asked about the federal tax on alcohol.
Mr. Nichols said that since April 1, 1983, all gasohol is taxed
at 4 cents a gallon instead of 9 cents a gallon.

A vote was taken on Senator Elliott's motioh, and it passed
unanimously. Senator Elliott will carry HB 780 on the floor

of the Senate.

Chai¥man . _7

The meeting adjourned at 10 a.m.
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Mr. Daniel J. Evans, Chairman

Pacific Northwest Electric Power Planning
and Consexrvation Council

Central Office, United Carriage House

700 SW Taylor

Portland, Oregon, 97204

Pear Chailrman Evans:

On November 29, 1982, the Bonneville Power Administration
issued a request for recommendations concerning the marketing
of federal firm surplus energy. Attached is a copy of the
responding recommendations of the Montana Public Sexrvice
Commission.

The concerns of the Montana Commissicon are evident from the

attached comments, and are,
costly energy resources are

essentially, that valuable and
being exported from the region at

prices less than that which
range policy.

would result from a sound long-

In examining the delicate question of sales of regional enexrgy
supplies, it has become obvious to the Commission that it is an
area which will require a cooperative regional approach. Yorx

that purpose we have atfacheﬁ the Montana Commission comments
3o

in hop2s they will be consideraed by thoe Council in its eiforts
in developing a Regional Long~Rdnge Energy plan.
Very truly yours,
Thomas J. Schneider,
Chairman
TJS : inb
Enclosure
Consumer Complaints (408) 449-3456
“AN EQUAL EMPLOYMENT OFPORTUNITY AFFIRLGTIVE ACTION EMPLOYER”
;o 12 Counties
oL ey Carier Faiton Rosectu! Sweel Grass Srens
sz;": ~ Custer Powder Fiver Stetvater Treasure Yellowstans
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Mr. Pete Johnson, Administrator:

Bonneville Power Adminstration

¥.0. Box 12399 : i
Portland, Oregon 97212 )

This letter is in response to BPA's November 29, 1982,
request for recommendations concerning the marketing of firm
surplus energy from the northwest.

The Montana Public Service Commission applauds the
efforts of the Oregon PUC for the analysis and recommmendations
on this subject. The Oregon PUC and Governor Atiyeh have playec
a vital role in generating and focusing regional discussion of
this critical marketing issue. We trust this BPA solicitation of
recommendations is a very positive move toward a regional res-—
olution of the issue.

The basic principle for operating the regional power supply
system must be to benefit the regional ratepayers. Given that
premnise, it should be obvious that firm off-region sales must
reflect marginal cost principles. Furthermore, given the sche-
duled thermal plants contained in Table I of the BPA notice
(Valmy #2, WNP #2, Colstrip #3 and #4, WNP {3, and WNP #1) which
give rise to this surplus, it is ludicrous (o ignore liong Run
Incremental Cost principles in pricing firm off-region sales. To
make firm off--region sales at prices that do not reflect eithor
an appropriate LRLIC calculation oo the fixed plus variable cost
(revenue requirement) of the most expensive regional power sup-
plies is to assure that regional ratepayers or individual utility
ratepayers subsidize off-region sales. The legitimate and cost
basad signal of off-region purchasers of firm surplus must be
unasbiguous—--they are purchasing the regions marginal surplus not
hydro electric power.

The Montana PSC recognizes that such a regional marketing
strateqgy will require collective action and consent of the indi-—
vidual utilities and BPA. Howevwver, to ignore the opportunity and
{he necessity to act as a regio:n in warketing the firm, surnlus
is to perpetuate the price cutting short-run cost recovery nen-—

tality which serves the region so poorly. A regional sharing ox

l My n s (H06) 445-4672
LOYIMEDY CPOPORILITY AFFIRIGATIVE ACTION EMPLOYER™

“AN EQUAL BN
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-ivo aotion, could bz made

poolin; of the bensfits of this collachl
in proportion to the firm seeplus of the individaal participants - .
or in some other equitable manner. This regional marketing s e

a2pl appears entirely ccasistent with the Roglonal Act which -
focuses on collective actions to obtain supply for the region.

The attachead Comments and Recommendations of the Montana PSC
develop these ideas more fully. The Montana PSC is prepared to

nmeet with BPA, other state comunissions and the Northwest Power
Planning Council to pursue these critical issues.

Sincerely, -

PUBLIC SERVICE COMMISSION
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Tnomas g uchnelder
Chairman
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Attachment a
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The Montana PSC is deeply concarned that a short-run mar-
keting strategy based uvgon variablae costs will evolve. Such

strategy would significantly undevstate the real costs to the

J

Y€

{

gicn of firm nower.  The Montsnﬁ PSC nmust only conciude that
parties inclined to the short-run cost: (1) consider the prééent’ 
and near term thermal facilities as FSunk or unavoidable" costs
which must be recovefed from regional ratepayers, and (2) any
price above variable costs is a benefit by making a "contri-
bution" against these fixed costs. The Montana PSC urgés that
such assumptions are dangeroué and we believe incorrect.

If firm surplus exists in the magnitudes which BPA has
determined, then substantial excess capacity exists. State
regulatogﬁ and intervenors will surely be sensitive to this
excess capacity issue and its effect upon the rates and risks
borne by ratepayers: The Montana PSC has addressed this issue in
a recent MDU rate case involving a new coal plént and exclucded
40 porcont of that plant @s oexeons capacity nolt used andruﬁﬁful.
A news article covering the District Court's affirmation of that
order is attached.

A straight forward alternative to the issue of the utility
versus ratepaycr risk of excess capacity or firm surplus is
purely a matter of pricing policy. Pricing firm of regional
salos at LRIC or & level nocessary to cover the full revenuve
regairement of the most expensive resources avoids this bitter
issus in an economically rational manner to the bencfit of the

recion.
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LRIC RATIONALE

Fach state regﬁlétory commiésmad (ruc) wés réquigea By Séc.
210 of the Public Utility Regulatory Policy Act of 1978 (PUR?A)i fi
to establish the "avoided cost" for each jurisdictional utility
in order to set a buy;back rate for'renewable energy;iesources.

The Montana Public Service Commission established such YLull,

o]

voided cost" upon the basis of the LRIC of conventional coal

fixed facilities. The costs of Colstrip #3 and £4 were used as a

conservative proxy for LRIC for both Pacific Power and Light and

the Montana Power Company.
The Montana PSC respectfully submits that the use of Colstrip

$#3 and #4 costs has a logical regional application and signi-
ficance. ¥Five major IO0OU's (PP&L, MPC, PgSP&L, WWP, and PGE)
participate in these units. Furthermore, these resources are
included. in Table I as near term thermal resourccs in the BPA
plan, and BPA has a major transmission commitment associated with
the Colstrip Units. We have attached for your convenience the
summary sheet establishing the full avoided costs or LRIC. The
use of a dilferent facility could, of course, bue acceplal
the Montana PSC.

To the extent the use of LRIC is considered "too theor-
etical, speculative or unreal," the Montana PSC submits that
given the early completion dates for the Table I thcermal plants
they will constitute real costs and real revenuc reguirements
very soon!

A reasonably similar pricing stratcegy would rely upon the

sale of specific thermal plant(s) output (s) at a level necessary



revenue reguireasnt

this off-region
cost justified. A sharing or pooling of bonrofilts
region could bz in proportion to the firm surplus

the individual utilities.

IS LRIC PUNITIVE OR PROVINCIAL

To price the region's surplus firm sales on the bas

of the plaat(s).iﬁgain,

within the

is of

t

!

marketing strategy would b2 unambiguous and fully

(Firm rescarces

regions LRIC (or in the alternative the fixed plus variable cost

of existing thermal plants) cannot be considered punitive in any

long-texrm economic sense. In fact, the long-~run incremental cost

principle is the basis for the PURPA avoided costs determinations

in most jurisdictions.

The Montana PSC is literally putting the money (rates) vhere

its philosophy and mouth are by adopting such full avoided cost

rates for renewable resource acquisitions. Other PUC's

region are doing likewise.

L T R L. S T St Sy e I [N ~n
philooophy In acguiring x during o "savpluzs
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in the

Given that consistent long--xrun

“

poevraic, any

criticism of off-region sales based on LRIC as punitive or pro-

vincial is indeed hollow.

The Montana PSC strongly urces BPA and the Northwes

Planning Council to adopt this consistent philosophy in

resource acquisition plans. Conservation and rencwable

"full avoidcoZ cost” ii the yegional

ust bo acquired at

of conservation and rencwables are to develop.

t Pouvor
their
resources

prioritic

In reality such
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zagnisitions €ould be sold by displaceient or contract as off-
region sales at LRIC with the sales revenus and the job davelo
nant remaining within the northwesi where they are so desparately

o sauivalaent o the sale of thoroal

[

nozled. Such treatmant

resources discussed aboave.




GENERAL ASSUMPTIONS

1. Montana Power Company probably has excess generation capacity - .
right now. This is subject to verification by the PSC in February -
hearings. ‘

2. Montana Power Company will probably have excess generation capacity
added to the current surplus if Colstrip 3, let alone 4, is declared
used and useful. This will be verified in the Colstrip hearings
scheduled tentatively for late summer, 1983. ({or Points No. 1 and No.
2 I draw your attention to the press clipping on MDU's encounter with
the PSC on this matter.)

3. BPA is in a surplus position at least through the end of the decade
(See request for Recommendation). This Commission would like to see
joint action to recover sunk costs from the California market (See

PSC letter). Because of NW Regional Council proclivities, BPA
institutional orientation to marketing, and FERC regulations regarding
the intertie, a modified plan will probably result in cheap hydro power
(available April through July...and getting more scarce in August-
September) being plentiful for industrial use in the Northwest, including
Montana.

4. Note that this probable abundance of spring and summer hydro will be
in addition to 500 MW of hydro (previously firm) that will be spilled
April 15 to June 15 as part of the NW fish program. There are no demand
problems from August 31 to April. The result must mean extremely cheap
hydro some parts of the year, if you can use it.

5. The Rocky Mountain Front in Montana has the best cold weather wind
sites in the Northwest. Two are currently being mapped by BPA (Livingston
and the Blackfoot Reservation). There are many others, including Great
Falls, but the data is scarce. Locals are confident that Livingston

will bear scrutiny. There is a long history of data for the site, now
being considered seriously by reputable wind firms.

6. At least one reputable wind firm (United Technologies) has installed
and is reasonably confident of its technology (aircraft and space based)
30 million of private money invested so far. What the company needs now
is a major wind project to prime the pump of its production. Once
through the early production phase, the unit cost will definitely decline
(several references). A very likely production site for the nacele
portion (locomotive size) of the UT generators is Livingston's locomotive
rebuild facilities. This would seem to be preferable to the Swedish
shipyards which built the first two devices. Unit cost is approximately
10 million initially. :

7. United Technologies is interested in a joint venture partner for
the wind farm development that will prime the market. Their propeller
(260 feet long each) factory can build 50 a year.



8. The wind in Livingston (if preliminary facts withstand the

test of time) should be compatible in tiwe with the cheap spring and
BPA/NW hydro. A Medicine Bow paper indicates that 1 MW of cold
weather wind will "firm up" 2.8 MW of peaking hydro.

9. Large industrial customers (Alumax, for example) are interested
not in the current price of energy, but in reducing the riskiness
of the future price of energy. The lower the price, and the more
fixed the price, the more attractive the energy package.

10. Due to fundamental changes in energy economics, large loads
on systems cause rates to increase for both the large loads and
for other ratepayers on the system.

1l. Alumax, as an example, currently has a contract for energy

at nearly 30 mills (3¢) in Umatella Oregon. If the price of

EPA energy to DSIs rises much more, the company will have to

drop the contract....with 16 million already invested. By comparison,
the price of energy for the same load on our system is 1.2¢ on
average, and will go to 1.6¢ on average when the commission's

rate design order passes its current court test. Alumax is reluctant
to enter montana because its own impact on our small system will
drive rates to over 6¢ soon by their calculations.

12. The fundamental problem is: How to get new large loads without
driving up both their rates and the rates of other catagories
of customers.

If the full cost of a wind farm investment can be recovered
through tax credits against corporate income earned from manufacturing
DIRECTLY ASSOCIATED WITH THAT WIND FARM we may be solving the problem.
This would mean that wind manufacturing companies on the front end
would have a market created to justify production of their product,
and could investmoney in that market knowing that it would be
gotten back in the future in avoided corporate income taxes to Montana.

At the back end, large industrial users could get fixed price
cheap energy in montana during winter months. The energy would
be at a cost necessary to cover wheeling charges, landowner royalties,
property taxes, operation and maintenance, and the interest
charges on front end investment until recovered in the tax credit.

The winter wind would round out the cheap hydro already available
into the forseeable future in the region.

To get the cheap fixed energy....new large loads would have
to locate in Montana.
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Department of Energy

Bonneville Pewer Administration U
P.O. Box 3621 F19 1983
Portland, Oregon 97208 A

ortla regon {\’}g-“!ig B

Inceplyrefert: ~ PRTA ’ ‘b*’;-u‘lg
JAN 17 i833

John Driscoll
Montana PUC
Capital P.O.
Helena, MT 59601
Dear John:
Per your request I have attached a sheet which summarizes the data that
we have collected from our Montana sites. Please note that the period
of record is very short and that data recovery rates are less than 80%.
Longer data records and improved recovery rates are required before
inferences can be drawn.

- Sincerely,

Michael J. Berger, Chief
Assessment Section PRTA

Enclosure

TR e kAt
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HAMILTON STAMNDARD WTS-4

4 MEGAWATT WIND TURBINE BPECIFICATIONS

J
Rotor
Numberofblades ............. e 2
Diameter ... i i e 256 fast
Material ... ... fiberglass (with steel retention elemsnts)
Speed, IpmM .. et 30
Rotation direction counterclockwise(looking up wind)
Location, relative to tower ........... downwind
Typeofhub ... ... . ... .. . L. teetered
Method of powerregulation ....... variable pitch
Coneangle ...... .. ittt 6°
Tiltangle ... i i e 0°
Blade
Lengthtotal) ....... ... i, 125 feet
Weight . ... cooiiiiiiii, 30,000 pounds
Tower
B 1 2P P steel shell
Tower diameter:
atthebase .........ciiiinan... 12 feet
“Towermaterial .........oovvvun... tubular steel
Groundclearance .............cc.0.... 133 feet
Hubheight ... ... o iiiiiiiaaats. 262 feet
Access ......... T internal tower elevator
Transmission
B 712 planetary
Ratio. ... i i, 60:1
Inputspeed . . ...l i, 30 rpm
Outputspeed . ... ... ... ... ... ..... 1800 rpm
Generator
TYPe i e e synchronous AC
Rating...........c.o i, 4000 kW
Powerfactor ......... ... . . .. i 0.8
Voltage .. ... ir it et 4160V
Speed .. ... e e 1800 rpm
Frequency ........ceiiriiinnnnnan.. 60Hz
o

TTUNIT FD
~ ] JEC FHNOLOGIES

nat "Ml T

For fuether information
Vice President - Marketing

e

Orientation Drive :
TYDE ot e e e freeyaw -

Contro! System

Type . o e e Eiectro-hydraulic
Control....... ..ot Microprocessor
Pitch change mechanism........... -. .Hydraulic

System Design Life

Allcomponents .............. ... oot 30 years
g .' e - FETEL R e S "’_.‘h‘)«?‘:."c“;‘:‘
£ WIND fURB!NE SYSTEM 3
.- PERFORMANCE
ar

Power
MW 2r \
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”'(‘ world's most powerful wind tue-

s Te2dy t0 begiu genecating elec-

icity.

5tz-~ding over 250 feet tall, the four- .

‘eg Attt turbine will pmduce
power to meet the needs of

.)lHO'Y‘eb a vear -- a job that now

~qy res 20, 000 barrels of oil.  _

[ Sederal Dep utment of th&Tn-

rrior’s Bureau of Reclamation con-

-ag; d for construction of the turbine

1 hagoruary 1950, Work was com-

leted in July 1682, and the turbine is

‘he "uled to be connected to the

2gii 's power grid during the fall of

352

The project is designed to test the

mg pt of blending wind energy with

d¥electric power systems.

{Jpon completion of the testing of

vis; oncept and the first machines, as

121 25 50 wind turbines may be

uilt near Medicine Bow, Wy.

Ha hilton Standard’s wind turbine

g ts of two 125-foot, 15-ton

berglass blades mounted on a

ecelle which houses the system’s

en¢ ator and computer control equip-

wer® The nacelle, in turn, is

fedicine Bow

B}; irtue of be-
1¢ cated in the

ath of a strong poP

MEDICINE BOW.

953

-ing', Medicine
ow will once
rain obtain some
weasure of fame as b
e : me of the
sor’s most power- "
al wind turbine. e :
ik town first made the map as the
te wf Owen Wister's classic novel,
The Virginian.” This story of the
my ican West, written in 1883, in-
Hirg ! the popular television series of
960’s.

Iesend has it that the town was

ari d Medicine Bow because Indians
-h®tince came into the area to cut
-vod for their bows said the trip was
so. tmedicine.”

Lo late 18007s,the Union Pacific
"uifh ! came through town.

ing 478, a young inventor named

s £aas Edison took the train to
{edicine Bow to get a look at an
livve of the sun. The area provided
too orfect vantage point, becanse the
'n%'kept away any smoke, fog or

24

Wh@ is Hamilton S

From the propeller that carried
Charles Lindbergh across the Atlantic
to NASA’s space shuttle and the
Medicine Bow wind turbine, the
United Technologies Hamilton
Standard division has a history of
putting technology to work for people.

Hamilton Standard's story dates back
to 1919, with the founding of the
Standard Steel Propeller Company in
Pittsburgh, Pa. That company built the
propeller for the *Spirit of St. Louis.”

The name of Hamilton Standard’s
parent corporation is United
Technologies (UTC). Headquartered
in Hartford, Ct.. United Technologies
is a leading Fortune 500 company. Its
various divisions manufacture products

% PR
n\( wrtell Q0 a stoel Wnwer over 20

=" above the ground.

The turbine produces electricity
when the blades, which {ace down-
wind, begin spinaing. This rotc.tirm
turns a shoft in the nacelle, and that
motion is converted to eLcmmt) b)
generator. The power is sent over co
ventional lr.m,'.:u.xs;-m lines.

The machine is fully attomatic and
self-reculating. A car‘.putf-r ystem ir
the nacelle puts the machine into
operation when the wind speed
reaches 15 m.p.h. and shuts it down
when the wind is above 80 m.p.h.
The computer also sends orders to
hydraulic controls, which tilt the
blades at just the angle needed to ob
tain the maximum power from
available wind.

The nacelle is hke a weathervane ir
that it can “yaw,” or turn {reely, as ¢
wind direction changes.

Hamilton Standard’s wind energy e
perts believe the wind -- a clean, qu
and inexhaustible source of power--
could supply over two percent of the
nation’s clectricity by the turn of the
century,

Work on wind energy systems bega
at Hamilton Standard in the early
1970’s, when it became apparent ths
the United States would have to
become less dependent on foreign oil

In designing the Medicine Bow wir
turbine and a similar three-
megawatt machine recently complet
in Sweden, Hamilton Standard mad
use of its knowledge of propeller
technology, acrodynamies and com-
puter systems.

tandard?

in Windsor Locks, Ct., employs
13,000 of the 190,000 people workin
around the world for United
Technologies.

For its first 30 years, Yamilton Sta
dard made only one product -- pro-
pellers. Now, it also designs and pro
duces sophlstxcatcd control systems
virtually every aircraft in service to-
day. It also makes products for
automotive and industrial markets a
the nation’s space program.

42 "I, v ‘; - Vg R
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1 [ nited Technologies

1ii®n Standard division

i t hine in Medicine

.\ ., bears as little

fnblance to wind

hi: es of yesteryear as

y'w 747 jetliner does to

‘les Lindbergh’s “Spirit

t. . ouis.”

il®®building an old

iored windmill to pump

w J produce a small

unt of electricity for a
w s a relatively simple

. emecting a technologi-

-complex, utility-size

| e%.ergy system is a

T engineering ac-

pli~hment.
@ @ @
1™
L
L

Winding of blade

The 15-ton, 125-foot long blades for
the wind turbine were produced by
Hamilton Standard through a unique,
computer-controlled fiberglass wind-
ing process. Fiberglass was selected
as the material for the blades because
of its relatively low cost, its durability,
and its resistance to corrosion. The
blades were made at Hamilton Stan-
dard’s wind energy facility in East
Cranby, Ct. That facility is the only
one in the world specifically designed
for the production of wind turbine
blades.

Erecting turbine tower

The turbine tower is a hollow steel
tube provided by ITT Meyer In-
dustries of Red Wing, Minn. It was
formed by seam-welding steel plates in
a 12-sided tubular arrangement. The
tower sits in a solid concrete founda-
tion 70 feet deep and 19 feet wide. In
December 1951, the tower was lifted
into place with a crane under the
supervision of Stearns Roger, of
Denver, Co., the firm in charge of all
site and construction work,
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Moving nacelle to site

The two blades were driven from
Connecticut to Wyoming aboard
trailers designed by Hamilton’s
engineers. Because of the size of the
loads, there were restrictions on the
highways the blades could travel and
the hours they could be on the road.
As a result, it took drivers from Inter-
national Transport, Inc., 10 days and
3,000 miles to bring cach blade cross-
country.

The nacelle contains the gearbox,
generator, and hydraulic and computer
controls for the wind turbine. The
nacelle, which weighs 330,000
pounds, was assembled by Swedyards,
a Swedish company. It was shipped
from that country to the port of
Houston, Tx., by the Lykes Bros.
Steamship Co. of New Orleans, La. In
Houston, the nacelle was lifted by
cranes out of a barge and onto a
heavy-duty railroad flatcar.

Nacelle and blades on test stand

After riding the rails to Medicine
Bow, the nacelle was lifted again.
Lampson Inc., of Denver, Co.,
used cranes to take it off the train and
place it on a special transporter vehi-
cle for the final 5.9-mile ride to the
turbine site.

Qnce at the site, the nacelle was
placed on a test stand. At this
point, a building was constructed
around it so workers could fully
reassemble and test it. The blades
were also mounted to the nacelle
while it was on the stand.

On July 9, 1982, a crane alongside
the tower was used to lift the nacelle
and blades into place. Once these
components were on Ltop of the tower,
workers bolted them into place.
Ninety-six bolts, cach eight inches
long. were used for this job.

@ @ &
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by JAMES R. UDALL

TWO GIANT WIND TURBINES were dedi-
cated in Medicine Bow, Wyo., on Sept. 4,
1982 — the centennial of central station
electric power. The machines, a 2.5 MW
Boeing Mod-2, and a Hamilton Standard
WTS.-4, which at 4 MW is the world’s
most powerful wind machine, were funded
as part of a Bureau of Reclamation dem-
onstration project. Together the two will
provide enough electricity to power 3,000
homes.

How did the Bureau of Reclamation, bet-
ter known for dams than windmills, get into
the wind business?

In 1976, after the first oil crisis, the bu-
reau began a search for methods to enhance
the power generation from its existing facili-
ties. After finding inspiration in a Swedish
experiment, two BuRec engineers, ironically
named Stan Hightower and Abner Watts,
proposed a simple — and elegant — plan.

If the bureau meshed megawatt-sized
wind machines into its existing hydro-power
grid it could remedy, in one stroke, the
characteristic defects of each of the two en-
ergy sources. On the one hand, the engineers
reasoned, integrating wind into an electrical
system is difficult because some provision
must first be made for its sporadic nature.
As for hydro plants, they rarely have enough
water — particularly in the West — to run
continuously at full capacity.

By blending wind and water the bureau
could conserve water while the wind was
blowing, and during calm spells, hydro
power could firm up the intermittent wind-
generated electricity.

Congress bought the concept, appropri-
ated the funds, and now, six years later, the
Bureau of Reclamation owns two state-of-
the-art wind turbines.

The turbines are enormous — more than
300 feet high—and enormously sophisti-

Udall is a free-lance writer based in Denver,
Colo.

cated. Both turbines are monitored by com-
puters; for instance, if ice forms on the pro-
peller a sensor triggers an alarm which auto-
matically halts the blade. Some part of this
sophistication was supplied by another fed-
eral agency which might also seem mis-
placed in the wind project, the National
Aeronautics and Space Administration
(NASA).

Representing Nasa at the dedication was
Vernon Weyers, who three years ago was
tranferred from launch vehicles to wind ma-
chines. Weyers recalls that after telling his
children the news,-they said, “Dad, you've
become the first man to go from the Space
Age to the Stone Age in one day.”

“But the basic principles of aerodynam-

The Bureau of Reclamation’s Medicine Bow, Wyo., wind project is strategically located in a b ¥
wind area close to major transmission lines and hydroelectric and coal-fired plants, faciliag

efficient integration of windpower into the grid.

ics, systems intcgration and structural as
ysis are the same,” said Weyers. “We’ ve iz
transferred the technology.” ;

Since the bureau eventually hopes to}
contracts for a 100-MW windfarm in W}
ming, the competition between Boeing ;!
Hamilton Standard, a subsidiary of Usi:
Technologies, has been fierce. “This is ¢
first time we have had two different des;
competing side by side,” said BuRcc ~
neer Watls. ;

The outcome of that contest will hmm
the chief design consideration in larg:
small wind machines — reliability. A .
chine that runs half the hours in a 10+
period will have had the equivalent use:¢
car that was driven two million mi




The large wind turbines at
Medicine Bow are the 2.5-
MW Boeing Mod-2, right,
and 4-MW Hamilton Stan-
dard WT.S-4. The latter
has produced up to 4.8 MW ;
of sustained power and will '
y generate enough electricity
to meet the needs of nore
than 1,500 homes a year, |,
according to the Bureau of
Y Reclamation. The bureau
estimates large-scale wind
turbines operating at poten-
tial western sites could add
5,000 MW 1o the nation’s
generating capacity, pro-
ducing 15 billion kWh a

“These are fatigue machines,” said George
" ‘alker of Ham Standard. “To assess them
* > need a lot of operator time in an utility
environment. You have to cycle the blades,
develop the stresses and see how the ma-
_ ine holds up.”
s The challenge of windmill design is that
the turbines have to be machined to exact-
i~q tolerances, but they also have to be able
rotate untended in hail, rain, snow and
#bh winds. If something goes wrong, a wind
turbine can self destruct in a hurry.
Notwithstanding such problems, a num-
r of companies (in addition to Ham Stan-
ard and Boeing), including Bendix, Wes-
tinghouse and General Electric hope to mar-

t the first ‘economic’ multi-megawatt
wend turbine.

In theory, large machines have an econ-
rmy of scale that smaller turbines cannot
i atch, but there are those who feel the large
®mpanies are on the wrong path. “I think
these giant machines will be dinosaurs,”
¢ 'd Jay Carter Jr. of Carter Wind Systems.
“ or these aerospace companies bigger is

* * . but the machines are not yet cost-
e« ve and government subsidies won’t be
£ e forever.”

s arter’s own 25-kW machines are back-
ordered 2 years, and his design is so re-
snacted by Hamilton Standard that it has

I ught an interest in the smaller company
-

year.

and plans to monitor a 25-kW Carter in
Medicine Bow. Though it would take 160
Carter’s machines to match the output of
one Ham Standard turbine — and Carter
can only make four a week — if Ham Stan-
dard or Boeing cannot build and sell enough
machines to gain the benefits of mass pro-
duction, large turbines may never grab a
significant market share.

As Bob Bussolari of Ham Standard put it
when asked the price of his firm’s turbine,
“You don’t want to know the price of the
first Model-T, the one you want to buy is the
1,000th.”

“But if Ham Standard doesn’t sell the
10th unit,” said Don Hardy of Pan Aero
Corp., 2 Denver-based windfarm developer,
“They’ll never sell the 1,000th. These large
companies have to price that first unit into
the marketplace and that requires a com-
mitment to manufacture it at an initial loss.”

Currently both large and small wind tur-
bine companies are relying on third-party,
venture capital firms such as Pan Acro to
keep the industry solvent. But third-party
developers are having their problems as
well. High interest rates, the oil glut, and
legal challenges to the Public Utility Regu-
latory Policies Act (PURPA), which guaran-
tees small energy producers a fair price and
a market for their electricity, are slowing
emergence of the industry.

The dedication ceremony was a low key
affair. A girl on horseback delivered a letter
from Secretary of the Interior James Watt
saying he approved. Daisy Mae Epperson,
of Rock River, Wyo. was awarded a medal
for her 1948 letter in which she had told her
congressman that the nation ought to build
some machines to harness Wyoming’s wind.
Thirty-four years late, her wish was being
granted.

Leaving the dedication I drove west past
hulking dragline shovels, laid-off servants of
Old King Coal, the nation’s most abundant
fossil fuel. In Rawlins, Wyo., the morning
paper reported auto sales down 1o the lowest
level since 1962, when the United States
was using roughly half the electricity used
today.

Past Rawlins, 100 miles from the two tur-
bines, the wind was still sweeping strongly
from the west, antelope grazed, and the hori-
zon was empty. How many wind turbines, 1
wondered, might be economically placed on
America’s great plains? And I recalled what
Jay Carter Jr. had said:

“Wind will be stronger in 20 years than it
is now. Stronger in 50 than in 20, There’s
five to 10 percent of the nation’s energy
blowing around free out therc. And though
the utilities right now have a wait-and-see
attitude, they’ll soon be scrambling all over
themselves to get every part of it.” E 3




S Lo
=

i City of Livingston %ﬁmm
;’lﬂjlllt1lllfi f ) jc /é?épég_

FROM THE OFFICE OF 414 East Callender
Livingston, Montana 59047 B 7 s 5.

MAYOR

January 6, 1983

The Honorable Ted Schwinden

Governor, State of Montana

Montana State Capitol : ~
Helena, MT 59620

Dear Governor Schwinden:

Per your request of December 7, 1982 in which you reference the Department of
Revenue Memorandum, dated November 30, 1982 regarding the proposed Montana
Wind Energy Commercial Investment Tax Credit, and requested our comments re-
garding the above referenced memorandum, we should be pleased to take this
opportunity to comment on such and appreciate the opportunity to do so.

BACKGROUND

To begin with, the rationale behind this proposal is based on the following
premise: that by harmessing the identified wind energy resocurce in Montana
(second only to Texas) we can accomplish two goals simultaneously.

1. Through in-state placement of electrical generating
facilities we can create job opportunities with
operation and maintenance of these same facilities,
and also create jobs associated with assembly and
manufacturing of equipment placed in these facilities.

2. Through establishment of in-place electrical generating
facilities in the state of Montana we can assure other
industry, dependent on electrical energy, of plentiful
and varied electrical energy sources not dependent on
regional, and therefore, outside control, and make
Montana a more attractive erwiromment for industrial
development.

We can accomplish these two twin goals by encouragement in the early years of
wind energy development by making Montana as attractive a site for construction
of these generating facilities as possible (i.e., tax credits).

Through successful encouragement and placement of generating facilities in
Montana, we can resultingly attract assembly and manufacturing of associated
equipment here through a formula of 'scale of economy'. The concentration

of machinery that is required for placement of wind electrical energy gener-
ating facilities will demand that manufacturers place their factories as
close as possible to their markets to minimize transportation costs, as well
as to provide responsive warranty repair stations. This relationship between

genergting facilities and manufacturing operations is especially true when "



The Honorable Ted Schwinden
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Page 2

you consider that wind energy is an infant industry and therefore mass
manufacturing capabilities have not been established by the factories
producing these goods. The establishment of long-term markets will,
therefere, dictate where manufacturing factories will be established; as
the market expands into a more national and international picture, these
manufacturing sites will remain and expand to meet that market. We
submit that Montana is the logical area for establishment of these manu-
facturing operations.

RESPONSE TO REVENUE DEPARTMENT ASSESSMENT

To specifically address the Department of Revenue memorandum regarding

proposed legislation granting certain tax credits to stimulate the above
economic development scenario, we should like to go on record and address
the following peints in the order in which they appear in the memorandum.

The California law cited by the Dept. of Revenue does not, in fact, make
specific mention of whether the up-grading of existing utility equipment
would qualify for the tax credit. The included equipment does inrclude
collection and transmission equipment, and the lines between wind energy
facilities and existing utility lines. It appears that if such up-grading
were reasonably necessary to the operation of a wind energy facility in
California, the cost of such up-grading would qualify for the California
credit.

The need for the inclusion of such up-grading is important. Many propcesed
wind farm developments are some distance from a transmissicn line with
sufficient capability to handle the power to be generated. Rather than
installing new collecting lines, it may be more appropriate, in some
situations, to modify existing lines of lower capacity. For example, new
lines, insulators and extra arms may be installed on existing power poles.
Similarly, existing electrical substations may require modifications to
handle the increased level of generation.

The California Franchise Tax Board, cited by the Dept. of Revenue in regards
to possible expiration of the Califorria law, is the revenue collectior arm
of the state govermment and has no particular expertise in assessing the
likelihood of the passage of pending legislation. Other state agencies,
particularly the California Energy Commission, can be found which will

speak for the position that the proposed California state tax credit ex-
tension bill does, indeed, have a good chance of passage. Althcugh it is
true that very poor fiscal conditions confront the state of Califormia, the
real cost of the tax credit is open to question. Furthermore, there is a
popular conception in California that the recent extraordinary increases in
electrical rates are related to the cost of foreign oil and thus, that
lessening dependence upon such fuel sources will abate the seemingly needless
utility rate increases. Therefore, there are many Califernia state legis-
lators who are anxious to convey tc the voters their support of alternative
erergy techniques. Further, to qualify in California at this time for the
creqit, regardless of renewal of the tax law, all a developer need do is
begin construction, (i.e., roads) before the end of 1983 and have the ability
to genmerate before 1985 to take full advantage of the law.
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The Dept. of Revenue memorandum cites a list of existing incertives and
subsidies currently available in Montana which seemingly meet the need

to create a proper business climate in Montana for energy development.
Importantly however, the Dept. of Revenue correctly differentiates be-
tween marnufacturing operations and actual electrical gereration facilities
wnen they suggest 'Nearly all of the incerntives listed above are likely

to be available for a plant that would manufacture wind energy components...
The effectiveness of Montana's tax incentives is scmewhat different,
however, for wind gereration....If the investment in wind farms is organized
through limited partnerships with more than ten (10) partners, the only
incentive of those listed above that is likely to be relevant is the
favorable treatment of ret operating losses".

Montana's treatment of net operating losses may be less attractive tharn it
might first appear. Generally, a reduction in state income tax liability
will result in an increase in federal income tax liability. This is

because state income taxes are generally deductable in computirg federal
taxable income. The investor in a Montana wind energy development limited
partnership is likely to be in the 50% federal tax bracket. Thus, it is
reasconable to assume that his federal tax liability will be increased by 50%
of the decrease in state tax liability.

Using the referenced $44 million wind erergy developmert project in Alameda
County, California (Windpower Partners - 1982-2) as an example, were this
project built in Montana, the investors state income tax savings during the
first four years (not including tax credits) would therceforth be recovered

irn state income tax payments every two years thereafter, accordirg to

figures presented in the offering prospectus. Both California and Mortara,

by the way, have top state income tax brackets of 11%. Importantly, as the
point made in the beginning of this letter strongly indicates, construction
of wind electrical generating facilities must predate marufacturing cperations
to create that same manufacturing potential.

Therefore, we can effectively see the ability of Montana tc respond tc and
create an effective climate conducive to creating erergy development is
lacking at this time and remains to be addressed.

The Dept. of Revenue memorandum states that '"At presert Montana's avoided
cost rates for the purchase of electricity from alternative sourcec are,
after capacity factors are included, generally somewhat lower than California
rates. This circumstance should favor development in California". This
statement is incorrect and reflects a general misunderstanding of energy
policy as determined by the federal Public Utilities Regulatory Policy Act
(PURPA). In fact, at this time the long-term base rate for Independent

Power Froduction to Qualifying Facilities (QF) are higher than those assessed
in California. The effective purchase rate the City of Livingstor is re-
ceiving for sale of electricity per kw hour, including capacity, is 6.44¢ as
paid by the Montana Power Company, as compared to 5.4¢ plus .5¢ capacity
assessed against Southern California Edison, and 5.854¢ plus capacity of

.58¢ assessed against Pacific Gas and Electric, these being the two largest
utilities in the country. Therefore, to borrow the Dept. of Revenue state-
ment, these circumstances should favor develcpment in Mortana; the fact that
we arg not seeing such is again reflective of California's existirg tax
credit. .
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The Dept. of Revenue memorandum asserts that the wind energy tax credit
would be very expensive. This could be true in the sense that the pro-
posed tax credit bill acts as a necessary 'loss-leader' for stimulating
manufacturing industry. However, the extent of that expense can be
mitigated when we look at the revenue stream that will accrue to both
state and local government coffers in the long-term, when we lock at both
five and ten year cash flows.

For example, lefs look at the estimated gross economic impact of wind
energy development in Park County alone, over the next 20 years (Park
County being only one of over two dozen counties with strong wind

energy electrical potential). There follows an estimated reasonable
scenario in which 1,000 megawatts of wind turbines are -installed in Park
County during the 20 year term formerly referred to. 1,000 megawatts is
quite a lot, equivalant to ore nuclear power gererator plart, representing
perhaps 20,000 machines of the size commonly used in wind farms ir Calif-
orria, and 300-400 large machines of the Bendix, Boeing cr United Tech-
nologies variety.

Quite obviously Park Courty has no foreseeable need for such amounts of
electric power. A primary reason for the universal popularity of electric
power is the ability to transmit it over long distances by the use of
relatively inexpensive facilities having relatively small line losses. It
has been estimated that transmission of power from Wyoming to California
would result in a loss of only 6%. Thus it is not unrealistic to envisien
Montana as an important center of wind erergy facilities, but of electrical
generation as well. To accomplish this by using a clean, inexhaustible
source of power, rather than a coal or nuclear plant, would seem a goal
worth pursuing. The unit cost of wind farm equipment is expected to

drop substantially over the coming years, as volume orders justify mass
production techniques and foreign competition make further inroads into the
domestic marketplace. Following staff statements of the Califorria Energy
Commission, who have used a unit cost of $800 per kw, multiplyinrg this by
the above 1,000 megawatt ( a megawatt is 1,000 kw) we have a total develop-
ment cost of $800 million in Park County.

For such development under the Montana Wind Energy Commercial Investment
Tax Credit proposal, the 35% tax credit would cost the state treasury $280
million or an average of $14 million annually. However, the tax credit
bill is envisioned to expire five years after proposed adoption, limitirg
the term of amortization, as well as the fact that large portions of
limited partnership investment capital will come from outside the state of
Montana and therefore constitute new revenue sources to the state rather
than a drain on existing tax base.

Continuing with the 20 year scenario, though, based on Employment and Gross
State Product (GSP) multipliers as estimated by the California Department
of Water Resources Bulletin 210 (March 1980), Measuring Economic Impacts,
Tables 15 & 16 pages 96-103, the California Energy Commission places the
increase of employment arising from such development at 42,250 employment
years, for an average of 2,112 full time Jjobs throughout the 20 year period.

..
L
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State income taxes in California and Montana seem comparable, with both
having maximum tax brackets of 11%. According to the Statistical Section
of the California Franchise Tax Board, the average tax rate for wage in-
come is 3.5% and for corporate profits 9.6%. By use of the GSP multipliers,
the California Energy Commission states that the increase in state income
tax revenues for such a 1,000 megawatt project at $72 million or an average
of $3.65 million annually.

If taxed at 1%, property tax or equipment with a capital cost of $800
million would amount to $8 million per year, a sum nearly equal to the
gross income from the sale of beef in Park County during 1980.

Again, based on these same GSP multipliers, the commission estimates the
increase in gross state product at $3.3 billior, or an average of $824
million over each of the 20 years. Of this amount, 63% is wage income and
14% profit income (see DWR bulletin 210, page 7). To place the figure of
$824 million in perspective, livestock production contributed $800 million to
Montana's economy in 1979, or 58.4% of the states agricultural income,
Montana's largest industry.

It is not possible to quantify the social, family or community berefits
which would also accrue to the people of Mortana from such development.
Tourism, certainly in the early years, should increase sigrnificantly.

Retail sales, housing and automobile markets cannot but help being impacted
by the creation of 2,112 new jobs; this without even allowirg for associated
manufacturing potential referred to earlier in this letter.

Additionally, no where in the Dept. of Revenue memorandum do we find reference
to an extremely large group of Montana tax payers -- utility rate payers.
Utility companies across the country are experiencing increacing difficulty
in raising funds for required capital improvements. Ever when successful,
high interest rates and construction cecsts are passed through to the already
overburdened rate payers. The independent power producer undertakes all the
risks inherent to the development of alternmative techniques, selling the
power to utility companies at wholesale rates. The utility's only obligatior:
thereafter is to purchase that power the developer is able to deliver. The
opportunity to purchase new power without ratebasing the associated capital
costs is a significant additional benefit to the utility, and thus to its
rate payers, the people of Montana.

The statement is made in the memo that '"Wind energy is (one) of the more
expensive forms of renewable energy'. We strongly disagree with this state-
ment. The attached chart, taken from a recently published report by the
California Energy Comm19s1on clearly indicates that the cost of wind energy
is nearly half that of the next least expensive generation source, and the
last in cost of all 16 generation sources listed, both renewable and con-
ventional.

Nor is the question of equipment cost effectiveness of conrern to Montana's
utility companies or rate payers. The Montara Public Service Commission
mandates a single price to be paid by utility companies for power produced
by all alternative generation sources. The profitability, or lack thereof,
to the independent producer is thus controlled by market factors acting
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upon his decision on whether or not to corstruct a particular project. The
price he receives for his power is not a function of his capital or operation
costs. .

The conservative attitude of many public utility companies does rot permit
them to invest in equipment which they perceive as new and less than
reliable. These perceived risks are thus undertaken by private wind
energy developmert farms largely with financing from institutional sources
or from the sale of limited partnership units. The reality of competing
for such funds in the financial marketplace requires that one cffer tax
benefits to the potential investor. Tax credits are the mecst attractive
such benefit. Therefore, it is not that wind erergy is irsufficiently
competativé with other forms of altérmative energy to attract investment
capital, but that the benefits of the financial offering must compete with
all marrer of other investment opportunities.

CONCLUSION AND RECOMMENDATIONS

In summary, the proposed Montana Wind Energy Commercial Irvestment Tax
Credit, as an economic develcpment tool to brcader base employment
opportunities within this state, does, to a degree, function as a 'loss-
leader' for stimulating electrical energy generation plants anrd asscciated
manufacturing operatiorns. Short-term revenue decreases to the state of
Moritana can be made up in the long-term through attractiorn of new taxable
revernue sources to the state including generation facilities, factories,
payroll and other items. The City of Livingston, in cooperation with various
investment groups, are developing additioral cash flow scerarics that in-
volve demonstration of potential investment as per the propesed tax credit;
as these are finalized in the next few weeks they will be forwarded as
additional attachments to this transmittal.

In carefully reviewing the proposed tax credit legislation five (5) areas of
amendment could be proposed to help stem concerns of poteritial revenue loss
to the state. These would include:

1. Inserting language in the bill that clearly limits
application of the tax credit for a period not to
exceed five years before the bill itself is termirated
(i.e., 5 year sunset provision attached to the tax
credit)« If the bill is adopted in 1983, projects not
begun previous to 1988 would not be eligible for this
credit. This corncept was intended to be written into the
original bill, but due to an oversight has been neglected
to be included in the original draft. We erdorse such a
limitation.

2. The tax credit, as originally concieved, was meant to
simply address wind energy electrical generatior as an
identified target industry. In the process of bein
drafted by the lLegislative Council, input received from
certain legislators broadened the bill to include all

recogrized non-fossil forms of energy generation. We
would endorse an amendment to restrict the bill to its
original intent of wind energy electrical generation as

Y
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a measure to restrict potential revenue losses to the
state from other formes of alternative energy application,
as it appears it is not clearly understood what firancial
impact the broadening of the bill previously refererced
could have on state revenue.

. The proposed tax credit bill, in termms of the percentage

of investment to be allowed as a credit could be reduced
by amendment to further decrease potential impact of loss
of taxable revenue to the state of Montara. It should
be kept in mind that California's law is a credit of 25%
and if consideration of reducing the credit in Mortana
is made, the ability of Montana to create a proper
attractive investment climate for this activity, the
credit should not be so reduced as to be eclipsed

by California iritiatives. On the other hard a reduced
credit relative to the original proposal is certainly -
more effective than no credit at all. We would be happy
to work with the state of Montana in exploring such an
option.

. Again, in an effort to reduce potential reverue losses

to the state of Montana associated with adoption of the
tax credit bill, the credit as it applies to manufacturing
and utility up-grade could be deleted, and result in tar-
geting a tax credit for wind electrical generating
facilities only. While riot desirable, this kind of
amendment protects the main intent of the bill of still
stimulating placement of these same generating facilities.
A reliance on simple 'economy of scale' would be developed
however, in the hope of attracting associated manufactur-
ing associations rather than creating a specific atmos-
phere conducive to such operations. However, as correctly
pointed out by the Dept. of Reverue memorandum, a number
of incentives certainly exist that could adequately
stimulate manufacturing interests. Utility up-grade costs
would have to be shouldered and absorbed by the developers
as part of the overall construction costs.

. The tax credit bill could be amended so that the minimum

qualifying investment be measured against the total cost

of an individual project, without regard to the amount
invested by a single tax payer as an expression 6f a to be de-
termined.rati6é. This would effectively lower the minimum
qualifying investment from an absolute dollar amount (i.e.,
$50,000) and allow for broader participation by potential
investors, as well as allcwing for smaller scale projects

to qualify also. The total cost of a qualifying projert
could be reduced to as little as $20,000 as opposed to

the current minimum limitation.
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Again, thank you for your time and consideration of this matter, as well as
the invitation and cpportunity to comment on the Dept. of Revenue's analysis
of the proposed Montana Wind Energy Commercial Investment Tax Credit.

Sincerely,

§ Yo Bicheleod

S. Charles Nicholson
Mayor, City of Livingston

L W~

E. R. Stern
Community Developmerit Director

SCN,/ERS/sw



California Energy Commission
Volume 2 October 1982

TABLE E-111-4

Levelized Cost Calculations Using TAD Model
10% Real Discount Rate and 3% Real Interest Rate
Range is 20% Plus and Minus of Actual Calculationd

(¢/kwh)
Technology (Fuel Type)D 1987 1994 1998
Wind Turbinet 5-7 6-10 7-11
Wood-Fired 9-13 15-23 21-31
Steam Geothermal 9-13 ) 17-25 23-35
Fuel Cell (Methanol) 10-16 15-23 19-29
Small Hydroelectricd 10-77 18-139 25-194
Cogeneration (Natural Gas) 12-18 16-24 22-34
Fuel Cell (Matural Gas) 13-19 24-36 34-52
Biomassd 14-24 22-40 29-52
Repowering (Methanol) 18-26 21-31 26-38
Coal | - 22-34 31-47
Cogeneration (Distillate) 14-20 25-38 26-54
Nuclear - 25-38 38-58
Advanced Geothermal 16-24 29-43 41-61
1Gcce 17-25 30-44 41-61
Solar Photovoltaic 20-30 31-47 41-61
0il-Fired ' 23-35 44-66 62-94

a. All plants begin operation 1n year indicated, analysis based on 30-year
plant life.

b. Data from California Energy Commission Electricity Cost by Generation
Technology September 1981, P300-81-012.

c. Real Cap%ta1 Escalation = -3.3 percent.

d. A range of low and high 1instant capital costs were used to calculate

levelized costs.
e. Integrated Gasification-Combined Cycle.

| E-31
L ’
AD-5 PRT
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SENATE TAXATION COMMITTEE

Testimony of Frank Sullivan iﬁg%glrg %3
House Bill 841 . 170,

House Taxation Commjttee V~HB~_§:iL_ -

March 4, 1983

I am Frank Sullivan, president and business representative

of Hotel Employees and Restaurant Employees Local 457, AFL-CIOQ, Butte,
Montana. [ am representing the approximately 1,000 members of our local.
1 am also here on behalf of the state Culinary and Bartenders Alliance of
Montana, which is composed of 14 local unions from all over the state.

OQur members support House Bill 841, which would exclude tips
from Montana income tax liability. We support this bill because it gives
some much-needed assistance to some of the lowest paid workers in this
state. Most of the tipped employees in Montana are waitresses. If they
are union waitresées, they make $3.35 per hour. That is not much, but it
is still. better than the minimum wage level of many non-union waitresses
who make only $2.75 per hour. Most of these waitresses are women, many
of whom are single parents and the sole support of their families. Their
low hourly wage is supplemented to some degree by the tips which they receive.
But of course, tips are voluntary gratuities, not a set rate, which they
can depend on.

The amount in tips they make depends on what kind of establishment
they work in, what shift, and what days they work. Many of them are noQ
working reduced hours, because\of the economic recession. And, because
everyone is struggling to make ends meet, many of those who are tipped
employees find they are getting fewer and smaller tips.

This bill will help hard working low paid workers, who really
need the assistance.

Please vote for House Bill 841.

Thank you.
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y APRIL 7, 1383
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Amendments t&HB 841

Page 1, line 15.
Following: "PROVIDING"
Insert: "AN EFFECTIVE DATE AND "

Page 7, line 22.
Following: '"SECTION 3."
Insert: "EFFECTIVE DATE AND"

Page 7, line 22.
Following: '"ACT" N
Insert: "IS EFFECTIVE FOR THE TAX YEARS BEGINNING ON OR AFTER
. THIS ACT"

Page 8, line 3.
Following: "TERMINATES,"
Strike: "IT DOES SO ON THE DATE OF THE FINAL APPROVAL OF THE
CONGRESSIONAL LEGISLATION,"
Insert: "THE TERMINATION IS EFFECTIVE FOR THE TAX YEAR AND ALL
SUCCEEDING TAX YEARS BEGINNING ON OR AFTER JANUARY 1,
PRECEDING FINAL APPROVAL OF THE CONGRESSTONAL LEGISLATION.




SENATE TAXATIOW COMMITTLE

EXHIBIT _F
APRIL 7, 1933
HB 780

Amend HB 780

1. Title, line 5.
Following: "THE PRODUCTION OF"
Insert: "ALCOHOL TO BE BLENDED FOR"

2.Title,line 8.
Following: line 7
Strike: "SECTION"
Insert: "SECTIONS"
Following: "15-70-204"
Insert: "AND 15-70-221"

3. Page 1, line 13.
Following: "through"
Strike: "13"

Insert: "11"

Following: "cited as the"
Strike: "Gasohol"

Insert: "Alcohol"”

4. Page 1, line 17.
Following: "production of"
Insert: "alcohol to be blended for"

5. Page 1, line 25.
Following: "through"
Strike: "13"

Insert: "11"

6. Page 3, lines 5 and 6.
Strike: subsection (3)‘§n its entirety
Renumber: subsequent4§é tions

7. Page 3, line 10.
Following: "distributor"”
Insert: "and gasochol dealers"

8. Page 3, line 17.
Following: "distributor"
Insert: "or gasohol dealer"

9. Page 3, line 18 through page 4, line 15.
Strike: sections 8 and 9 in their entirety
Strike: sections 8 and 9 in their entirety
Renumber: subsequent sections

10. Page 4, line 18.
Following: "alcohol"
Insert: "distilled in Montana"

11. Page 4, line 20.
Following: "as allowed in"
Strike: "[section 111"



Insert: "15-70-221"

12. Page 4, line 22 through page 5, line 4.

Strike: section 11 in its entirety

Renumber: subsequent sections

13. Page 5, line 5.

Following: 1line 4

Insert: "Section 9. Tax incentive for production of alcohol.
(1) There is a tax incentive payable to alcohol distributors
for distilling alcohol to be blended with gasoline for sale as
gasohol provided the alcohol is distilled in Montana from
Montana agricultural produces. Payment shall be made by the
department of revenue out of the amount collected under
15-70-204.

(2) Except as provided in subsection (3) the tax incentive
on each gallon of alcohol distilled in accordance with
subsection (1) is:

(a) beginning July 1, 1983, 70 cents per gallon;

(b) beginning April 1, 1985, 50 cents per gallon;

(c) beginning April 1, 1986, 30 cents per gallon; and

(d) beginning April 1, 1989 and thereafter there is no tax
incentive.

(3) The incentive schedule provided for in subsection (a)
shall be modified in response to market conditions as follows:

(a) If for any 2 consecutive calendar quarters ending on
or before September 30, 1984, the gallons of gasohol sold
comprise 8% or more but less than 11% of the total gallons of
nonaviation gasoline and gasochol sold, the tax incentive for
alcohol shall be 50 cents per gallon effective beginning the
second calendar quarter after the 2 consecutive calendar
quarters during which the gallons of gasohol sold comprised 8%
or more but less than 11% of the total gallons of nonaviation
gasoline and gasohol sold.

(b) If for any 2 consecutive calendar quarters ending on
or before September 30, 1986, the gallons of gasohol sold
comprise 11% or more but less than 18% of the total gallons of
nonaviation gasoline and gasohol sold, the tax incentive for
alcohol shall be 30 cents per gallon effective beginning the
second calendar quarter after +the 2 consecutive calendar
quarters during which the gallons of gasohol sold comprised 11%
or more but less than 18% of the total gallons of nonaviation
gasoline and gaschol sold.

(c) If for any 2 consecutive calendar quarters ending on
or before September 30, 1988, the gallons of gasohol sold
comprise 18% or more of the total gallons of nonaviation
gasoline and gasohol sold, the tax incentive for alcohol shall
be eliminated effective beginning the second calendar quarter
after the 2 consecutive quarters during which the gallons of
gasohol so0ld comprised 18% or more of the total gallons of
nonaviation gasoline and gasohol sold.

(d) Each quarter, the department shall compute the share
of the total nonaviation gasoline and gasohol market that is
represented by gasohol, according to the information contained



in gasoline distributors' returns{éﬂdm;equestswﬁerwrefﬁndSWfrom

-gaschol dealers—fer—the—use ofgasoline—toproduce—gasehol)"

Renumber: subsequent sections

Following: "Application for"
Strike: "refund"
Insert: "payment of tax incentive"

14. Page 5, line 6.

Following: "shall apply for"
Strike: "refund"

Insert: "payment of tax incentive"

15. Page 5, line 8.

Following: "original"
Strike: "bulk delivery invoice or"
Insert: ‘"production records and"

16. Page 5, line 9.
Following: 1line 8

Strike: "claimant"
Insert: "gasohol dealer"
Following: "the time of"
Strike: "purchase"
Insert: "sale"

17. Page 5, line 10.
Following: "gallons of"
Strike: "gasoline purchased"
Insert: "alcohol sold"

18. Page 5, line 11.

Following: "Application for"

Strike: "refunds"

Insert: "the payment of the tax incentives"

19. Page 5, line 14.

Following: 1line 13

Insert: " (3) The payment of the tax incentives shall be reduced
by the amount of tax provided for in 15-70-204(3) that is due
on alcochol to be blended for gasohol.”

20. Page 6, line 13.

Following: 1line 12

Insert: "Alcohol that is blended or is to be blended with
gasoline to be sold as gasohol is subject to a tax per gallon
equal to the 1license tax imposed on nonaviation gasoline
distributors under subsection (1)."

Strike: remainder of section through page 8, line 15.

21. Page 8, line 16.

Following: 1line 15

Insert: "Section 13. Section 15-70-221, MCA, is amended to
read: "15-70-221. Refund authorized. (1) Any person who shall



purchase and use any gasoline on which the Montana gasoline

license tax has been paid for denaturing alcohol to¥used

in gasohol or operating or propelling stationary gasoline
engines, tractors used off the public highways and
streets, or for any commercial use other than propelling
vehicles upon any of the public highways or streets of
this state shall be allowed a refund of the amount of tax
paid directly or indirectly on the gasoline so used. Such
refund or drawback should in no instance exceed the tax paid
or to be paid to the state and no refund shall be allowed of
that portion of the tax per gallon upon aviation
gasoline allocated to the department of commerce by 67-1-301.

(2) Any distributor paying the gasoline license tax to
this state erroneously shall be allowed a credit or refund of
the amount of tax so paid." ‘

be



X STANDING COMMITTEE REPORT

eeeeeseeee e APTil T o 19.83
VL T— PRESIDENT . . .

We, your committee on taxation .......................................................................................................................
having had under consideration Housa ........ Bill No780
Harp (Elliott) -

Respectfully report as follows: That......imeiiniii s sesssesens S H ouse . Bill No..... 780 ...... .

third reading copy, be amended as follows:

1. Title, line S,

Following: “THE PRODUCTION OFP"

Insert: “ALCOHOL TO BE BLENDLD FOR®

2,Title,line 8.

Following: line 7
Strike: "SECTIOR"
Ingert: “SECTIONS"

DOBOSRC

Pollowing: "15~-70-204"
Insert: 'Aﬁn 15-70-221"

3. Page 1, line 13.
FPollowing: “through®
Strike: *13®

Insert: %“1i1°

Following: “cited as the"

Strike: “Gasohol"
Insert: "Alcohol®

STATE PUB. CO.

Helena, Mont.

Chairman. \# @ .
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4. Page 1, line 16.
Pollowing: "through®
Strike: *13°

Insert: “11°

5. Page 1, line 17.
Pollowing: "production of*
Insert: “alcochol to be blended for®

6. Page 1, line 25.
Pollowing: “through" ,

trike: ™13" ) . :
Insert: *11* '

7. Page 3, line 14.
Following: ";*
Insert: "and”

8. Page 3, lines 5 and 6.
Strikes subsection (3} in its entirety
Renumber: aubsequent subsections

9. Page 3, line 10.
Pollowing: “distributor®
Insert: “and gaschol dealers®

10. Page 3, line 17.
Following: ®discributor®™
Insert: "or gaschol dealer"

1i. Page 3, line 18 through page 4, line 15.
Strike: sections 8 and 9 in their entirety
Renumber: subsequent sections

12, Page 4, line 18.
Pollowing: "alcohol®
Insert: "distilled in MHontana®

13. Page 4, line 20.
Pollowing: "as allowed in®
Strike: ®[section 11]”
Insertsy ®*15-70-221"

14. Page 4, 1ine 22 through page 5, line 4.
Strike: section 11 in its entirety
Renumber: subsequent sections

(Continued on page 3)

STATE PUSB. CO. Chairman.
Helena, Mont.
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HOUSE BILL 780
-Page 3 of 5

15. Page 5, line 5.

Pollowing: 1line 4

Insert: “Section 9. Tax incentive for production of alcohol.
-{1) There is a tax incentive payable to alcghol distributors
for distilling alcohol to be blended with gascline for sale as
gasohol provided the alcohol i3 distilled in Montana from
Montana agricultural products. Payment shall be made by the
department of revenue out of the amount collected under
15-70~-204.

(2) Except as provided in subsection (3) the tax incentive
on each gallon of alcchol distilled in accordance with
subsaction (1) is: _

{a) beginning July 1, 1983, 70 cents per gallon;

(b) beginning April 1, 1985, 50 cents per gallon:

(c) beginning April 1, 1986, 30 cents per gallon; and

{d) beginning April 1, 1989 and thereafter there is no tax
incentive.

(3) The incentive schedule provided for in subsection (a)
shall ba modified in response to market conditions as follows:

fa) If for any 2 consacutive calendar quarters ending on
or before September 30, 1984, the gallons of gasochol so0ld
comprise 8% or more but less than 11% of the total gallons of
nonaviation gasoline and gasohol sold, the tax iancentive for
alcohol shall be 50 cents per gallon effective beginning the
second calendar quarter after the 2 consecutive calendar
quarters during which the gallons of gaschol sold comprised 8%
or more but less than 11% of the total gallons of nonaviation
gasoline and gaschol sold.

(b} If for any 2 consecutlive calendar quarters ending on
or befora September 30, 1986, the gallons of gaschol sold
comprise 11% or acre but less than 18% of the total gallons of
nonaviation gasoline and gaschol s0ld, the tax incentive for
alcohol shall be 30 cents per gallon effective beginning the
second calendar quarter after the 2 consecutive calendar
quarters during which the gallons of gaschol sold comprisad 11%
or more but less than 18% of the total gallons of nonaviation
gasoline and gasohol sold.

(c) If for any 2 consecutive calendar quarters ending on
or before September 30, 1988, tha gallons of gaschol sold
comprise 18% or more of the total gallons of nonaviation
gasoline and gaschol sold, the tax iacantive for alcohol shall
be eliminated effective beginniang the second calendar quarter
after the 2 consecutive quarters during which the gallons of
gasohol so0ld comprised 18% or more of the total gallons of
nonaviation gasoline and gasochol sold,

(Continued on page 4)

STATE PUB. CO. . Chairman.
Helena, Mont. !



HOUSE BILL 780
Page 4 of 5

{(d) Bach quarter, the department shall compute the share

of the total nonaviation gasoline and gaschol market that is
represented by gaschol, according to the information contained
in gasoline distributors' returns.®

Renumber: subseguent sections

16. Page 5, line 5.

Followings “Application for®

Strike: “rafund"

Insert: “payment of tax incentive"

17. Page 5, line 6.

Pollowing: "shall apply for"®
Strike: “refund”

Insert: “payment of tax incentive®

18. Page 5, line 8.

Following: “original"®

Strike: “"bulk delivery invoice or"
Insart: “production records and®

19, Page 5, line 9.
Following: 1lina 8
Strike: “claimant®
Insart: “gasohol dealer®
Pollowing: “the time of"®
Strika: “purchase®
Insert: ®sale”®

20, Page 5, line 10,
Pollowing: ™“gallons of"
Strike: “gasoline purchased"
Insert: “alcohol sold"

21. Page 5, line 11.

Following: *Application for®

Strike: “refunds”™

Insert: "the pavment of the tax iacantives®

22. Page 5, line 14.

Following: 1ine 13

Insert: "{3) The payment of the tax incentives shall be reduced
by the amount of tax provided for in 15-70-204(3) that is due
on alcohcl to be blended for gaschol.®

23. Page 6, line 13,

Pollowing: 1line 12

Insert: "alcohol that is bleaded or is to be blended with
gasoline to be sold as gaschol is subject to a tax per gallon
equal to the license tax 1mposed on nonaviation gasoline
distributors under subsection (1)."

Strika: 1line 13 on page 6 through line 15 on page 8.

.............. (Continued on. page.. . 3) ...

Chairman.
STATE PUB. CO.

Helena, Mont,
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24. Page 8, line 16.

Pollowing: line 15

Insert: ®"Section 13. Section 15-~70-221, MCA, is amended to
read: %15-70-221., Refund authorized. (1) Any person who shall
purchase and use any gascoline on which the Hontana gqasoline
license tax has been paid for denaturing alcohol to be
used in gaschol or operating or propelling stationary
gasoline engines, tractors used off the public highways and
streets, or for any commercial use other than propelling
vehicles upon any of the public highways or streets of
this state shall be allowed a refund of the amount of tax
paid directly or indirectly on the gascline so used. Such
refund or drawback should in no 4instance exceed the tax paid
or to be pald to the state and no refund shall be allowed of
that portion of the tax per <gallon wupon aviation
gasoline allocated to the department of commerce by 67-1-301,

{2) Any distributor paying the gasocline license tax to

this state erronesously shall be allowed a credit or refund of
the amount of tax so paid.*”

25, Page 8, line 19.
Following: “through"
Strike: "13"
Insert: "11°

26, Page 8, line 22,
Pollowing: 1line 21
Strike: "13* '
Ingzart; ?11°

And, as so amended

BE CONCURRED IN - .

STATE PUB. CO. Pat M. Goodover Chairman.

Helena, Mont.





