MINUTES OF THE MEETING
TAXATION COMMITTEE
MONTANA STATE SENATE

April 8, 1983
Morning Session

The sixty-second 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 JOINT RESOLUTION 33 (corrected third
reading copy): Representative Jack Ramirez, House District 64,
said HJR 33 is a unique approach to estimating revenue. Under
the Montana Constitution (article VIII, § 9), the legislature
is required to adopt a balanced budget. He reviewed the Legis-
lative Fiscal Analyst (LFA) and Office of Budget and Program
Planning (OBPP) figures with the committee.

PROPONENTS

Judy Curtis, LFA, said they anticipate inflation of 4.6% in
FY84 and 6.1% in FY 85. If inflation goes down, the general
fund goes up. This is assuming no investment tax credit, but
it appears now that there is going to be a 20% investment
credit. See their proposed amendments, attached as Exhibit A.

Dave Lewis, Office of Budget and Program Planning, pointed out
that there are differences in interest and in the o0il severance
tax. If we had lower interest rates and a drop in the price

of 0il, we would have an offset in individual income tax. We
are one of few states having 15% of its income coming from
interest earnings. We should not try to project interest rates
two years into the future. See Exhibit B, a Wall Street Journal

article, "We'd Better Pay Attention to Ml," by Lawrence K. RooOs,
former president of the Federal Reserve Bank (April 7, 1983).
See also the OBPP revenue estimate comparison, attached as
Exhibit C.

Terry Johnson, OBPP, discussed the oil production and price
levels in Montana. Production levels are based on a method of
taking historical information from major oil wells in Montana.
Other wells are grouped together and treated as one major well.
Several new wells have been discovered in Montana. Production
is estimated at 1 million barrels per year. Even though we
are seeing growth in production, 1982 was the time prices were
beginning to decline. The December 1982 quarter average price
for a barrel of oil was $21.29, up 74 cents from the previous
year. For the December 1982 quarter, the world oil price was
$32 per barrel. Montana's should be selling at $28 per barrel.

OPPONENTS

There were no opponents to HJR 33.

JlE
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Questions from the committee were called for.

Judy Curtis, LFA, said they expect the price'of oil in Montana
to decline.

The committee discussed the surplus of $55 million there will
be in June 1983.

Jim Felt stated that he had worked with Senator Elliott on

the revenue projections for the general fund and said they

tried to eliminate some controversy regarding revenue estimates.
All figures are coming out relatively close, he said. His figures
are based on existing law and on the bills that have already
passed both houses. If the cigarette and liquor taxes are raised,
that will add $8 million. SB 317 regarding the hail insurance
board may be abolished, which will add another $3.7 million.

That gives us an addition of $11.7 million, but he wasn't

counting on that yet, since action has not been taken yet.

A $15 million ending surplus is rather reasonable.

Mr. Felt said that according to Senator Elliott's figures,
$729,582,000 would be available to spend. The governor says
there is going to be $672,700,000. If the Senate chooses to,
they can knock out $50 million of that:

$12.8 million - state pay plan
4 million - Build Montana
21.7 million - increases in foundation schedules
12 million - of the $23 million to the Highway Patrol

$50.5 million

So you have $622,200,000 instead of $672,700,000, and

$78.265 million still available for grants. Based on figures
given yesterday, here are the probable uses of the $78.265 million.
grant money:

$ 2.6 million
4

3.5-4 million
2 million

water adjudication
tax anticipation notes
1985 Legislature
miscellaneous

$12.1 million
with the remainder of $66.165 million still available for grants.

HB 798 calls for $8 million in grants for welfare programs.
HB 919 would have to get at least $3 million from the general
fund. HB 600 (cities and towns) is for $11.151 million, so
that totals $22,151,000.

Senator Towe asked Judy Curtis how she responded to Dave Lewis's
comments on interest. She stated that they get a rate of 9.7%
in the investment fund.
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Dave Lewis noted that the general fund gets the interest from
the school foundation. Also, he said, they are assuming there
will be an increase in the gas tax. With the highway bonding
bill, we are going to pay $70 million in investment balances
over the next two years.

Senator Mazurek asked Jim Felt what assumptions he had made
regarding the investment tax credit. Mr. Felt responded that
that has not passed both houses, so it is not assumed. He used
the LFA bottom line, which assumed a ¢ investment credit.

In closing, Representative Ramirez thought it would be a good
idea to appoint a subcommittee to work on this. Mr. Felt and
others could work with that committee. There are problems on
the expenditure side that are not fully explained yet. Some

of these things are not in HB 447. A number of other expenses
have to be figured in. (This committee's concern is revenue.)

The hearing on HJR 33 was closed.

Senator Norman moved that the chairman appoint a six-member
subcommittee to come up with recommendations on HJR 33. The
motion was seconded and passed unanimously. Chairman Goodover
appointed Senators Elliott (chairman), Towe, McCallum, Turnage,
Goodover, and Norman to the subcommittee to study HJR 33 and
report back to the committee.

RECONSIDERATION OF HOUSE BILL 637: Senator Severson moved that
the committee reconsider its action taken on HB 637 on April 6.
(Exhibit E shows the amendments made to HB 637 through April 6.)
The motion was seconded and passed unanimously.

There are some questions as to how you arrive at the value of
the classifications of land. Some people feel it was done in
1963 on capitalized net income. We could come up with a
percentage difference.

Senator Turnage moved to send HB 637 back to subcommittee.
The motion was seconded and passed unanimously.

Senator Elliott asked Gregg Groepper if the Department was
presently using the form of capitalized net income for assessing
farms. Mr. Groepper said they don't know how it was put together.

Senator Elliott asked him if that was what he wanted in the bill.
Mr. Groepper said no, there is not enough information out to
do that.

Chairman Goodover appointed a subcommittee consisting of Senators
Severson, Gage, Turnage, Towe and Brown to come up with further
amendments and report back to the committee on HB 637.

The meeting adjourned at 9:35 a.m.

Chairman
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SENATE TAXATION COMMITTEE |
EXHIBIT.
ML, 1982, d.on.
. _HATR_ Biies— 33-
Qoffc(+ei —
Amend HJR 33 bluethird reading copy as follows:
1. Page 15, chart
Strike: "HB479" and all corresponding columns in their entirety
Strike: "HBSS50" and all corresponding columns in their entirety
Strike: "HB631'" and all corresponding columns in their entirety
Strike: “HB701" and all corresponding columns in their entirety.
Strike: "HB721" and all corresponding columns in their entirety.

Strike: All figures in GENERAL FUND IMPACT columns (FY1984,
FY1985 Biennium) for HB45, HB65, HB125, HBz227,
HB264, HBS511, HB739% and 5B244

Insert: Replacement {figures as follows--
HB45 "700 700 1000"
HB6S *(303,000) (333,000) (636 ,000)"
HB12S "(169,000) (169,000) (338,000)"
HB227 "(825,000) (825,000) (1,650,000)"
HB264 "(93,000) (111,000) (204,000)"
HBS11 3,500,000 3,500,000 ?7,000,000"
HB739 "“(4,668,000 (4,868,000) (9,536,000)"
SB244 "163,000 163,000 326,000"

Following: "HB264" and corresponding columns

Insert:

"HB400 DISPLACED HOMEMAKERS 125,000 125,000 250,000
HB418 BLOCK GRANTS (14,281,000) (13,567,000) (27,848,000)
HB446 METAL MINES (105,000) (55,000) (160,000)"

Following: "HB673" and corresponding columns
Insert:
"HB&82Z AMBUL. LICENSING 3,300 3,300 7.000"
Following: "HB739" and corresponding columns
Insert:

"HB740 ACRS ADD-BACK 4,092,000 5,051,000 9,143,000
HB841 EXEMPT TIPS ?
HB908 WATER PIPELINES 16,000 16,000 32,000"

Following: "S5BS3" and corresponding columns
Insert:

"“SBS6 WASTE GENERATOR FEES 10,000 10,000 20,000
SB84 MOVE POWER LINES 2,000 ~-0- 2,000
S5B190 INST. REIMBURSEMENT (203,000) (213,000) (416,000
5B232 CERT. COPY FEE (34,000) (34,000) (68,000)"

Following: 5B244 and corresponding columns

Insert:
"SB316 FARM/RANCH LOANS (49,000) (49,000) (98,000)
S5B324 YOUTH TREATMENT CTR. -0- 839,732 839,732"



Following: "TOTAL"
Strike: All figures in GENERAL FUND IMPACT columns
Ipsert: /440un‘ 7erals

Following: "ARE : "
Strike: All figures in GENERAL FUND IMPACT columns
Inserds AAjust Totak

- Page 16, line 2
Str : . ,000,000"
Tt:
3. Page 16, chart
Strike: "HB550" and all corresponding columns in their entirety

Strike: "HB631" and all corresponding columns in their entirety

Strike: All figures in GENERAL FUND IMPACT COLUMNS {for HBZ227

Insert: (275,000) (275,000) (550,000)"
Following: "HB227" and corresponding columns
Insert:

"HBZ64 ALT. ENERGY TAX CREDIT (31,000) (37,000 (68,000)"
Following: “HB460" and corresronding columns
Insert:

"HB685 MT CAPTIAL COMPANIES -0- (246,000) (246,000)
Following: "HB739" and corresponding columns
Insert:

"HB740 ACRS ADD-BACK 1,363,000 1,682,000 3,045,000

Strike: All figures in GENERAL FUND IMPACT columns for S5B94

Insert: "4,600,000 4,600,000 9,200,000"
Following: "5SB94" and corresponding columns
Insert:
“"SB9S FOREST FUNDS -0- (1,499,000) (1,499,000)
Following: “"SB244" and corresponding columns
Insert:
"SB316 FARM/RANCH LOANS (16,000) (16,000) (32,000)
5B413 WINDFALL PROFITS TAX ~0~ 7,100,000 7.100,000"
Following: "TOTAL"

Strike: all figures in GENERAL FUND IMPACT columns
Insert:
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(Figures in million dollars)

BALANCE SHEET 5 April 1983
; GOV. (OBPP) LFA HOUSE TOWE
“EVENUE
General Fund $733 $693 $713 $707 (733 less 26 int.
Beginning Fund Balance 23 21 23 21
Estimated Reversions 12 1o 12 12
768 724 748 740
Less: 1. Investment Tax Credit - 14 - 22*; - 14 - 22% o
2. Baker- Bk. Case - 2.5 - g - 2.5 - 4x E
3. Tax Credits(ElderlysHB685S) ~ 3 - 3 - 3 - 3 =
Plus: 1. Metalliferous Mine S
License + 1.8 + 1.6 + 1.8 + 1.6 o=
$750.3 $696.3 $730.3 $712.6 =2
SRS
DISBURSEMENTS ~
1. HB 1 Build Montana - - 4 4 4 4 s E
2. HB 447 Appropriations 672.7 672.7 672.7 672.7 = =
3. HB 600 Block Grant 36 33.8 36 36 w
4. HB 798 Welfare 8 8 8 8
5. HB 902 Pay Plan 12.8 12.8 12.8 12.8
6. HB 919 Foundation Prog. (4+0)
Net of SB 94, 413 & 95 4.0 4.0 4.0 4.0
7. Others:
Water Adjudication 2.6 2.6 2.6 2.6
Tax Anticipation (Note intérest) 4.0 4.2 4.0 4.0
85 Session 4.0 4.0 4.0 4.0
Miscellaneous 1.0 1.0 1.0 1.0
o 8. Ending Fund Balance 15.0 20.2 15.0 15.0
TOTAL 764.1 767.3 764.1 764.1
DEFICIT - 13.8 - 71.0 - 33.8 - 51.5
Pay Plan 1.5% at Matrix &
2% step + $10 per month ,
insurance - 8 - 2.7 - + 5.3 kxx
HB 454 Highway Bond Int. - 4 - 4 - 4
HB 739 Limit Investment
Tax Credit - 9.3 - 9.3 - 9.3
HB 740 ACRS Add Back - 12.2 - 12.2 - 12.2
Highway Patrol in Earmark
Fund - 12 - 12 - 12
© 45.5 40.2 32.2
Less deficit 13.8 71.0 51.5
+ 31.7 - 30.8 - 19.3
Plus Local Government - 79,4 **
- 28.7

* Including 6.5% Foundation Program

** 8.4 added to HB 600 (to offset business inventory tax) and
1.0 to do appraisal of Burlington Northern

* 18.0 at 3.5% vacancy savings everywhere except the University system
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The following amendments represent the action taken on
HB 637 through Senate Taxation's April 6 meeting:

third reading copy, be amended as follows:

l. Title, line 5.

Following: "USE A" N
Strike: "CAPITALIZED NET INCOME
Insert: "CERTAIN"

2. Title, line 6.
Strike: "METHODOLOGY"
Insert: "METHOD"

. (‘

3. Ti?le, line 6 through line 8.
Fol}owxng: "LAND;" on line 6
Strike: remainder of line 6 through 'RULES:" on line 8

4. Page 1, line 2l.through page 2, line 4.
Strike: subsections (2) and (3) in their entirety
Insert: " (2) Agricultural land shall be classified according to
its use which classifications shall include but not be limited to
irrigated use, non-irrigated use and grazing use. v
(3) wWithin each class, land shall be assessed at a value
that is fairly based on its ability to produce and where applicable
using the Soil Conservation Service land classes under the U.S.
Department of Agriculture.
(4) Capital costs such as improved water distribution,
fertilizer and land shaping that increase productivity shall not
be used in determining assessed values."

5. Page 2, line 6 through line 7.
Strike: ", except the addition of subsection (3) to 15-7-201,"

6. Page 2, line 8.
Strike: subsection (2) in its entirety





