MINUTES OF THE MEETING
TAXATION COMMITTEE
MONTANA STATE
HOUSE OF REPRESENTATIVES

March 14, 1985

The forty-first meeting of the Taxation Committee was called
to order in room 312-1 of the state capitol at 8:04 a.m.
by Chairman Gerry Devlin.

ROLL CALL: All members were present as were Dave Boh-
yer, Researcher for the Legislative Council, and Alice
Omang, Secretary.

CONSIDERATION OF SENATE BILL 49: Senator Brown, District
2, Whitefish, stated that this bill was introduced at the
request of the Department of Revenue and the Revenue Over-
sight Committee. He informed the committee that this bill
would authorize the Department of Revenue to inform the
state auditor to withhold any payment that a delinquent
taxpayer may owe to the state.

PROPONENTS: Ken Morrison, representing the Department

of Revenue, testified that this bill came up because they
have a large accounts receivable balance - it exceeds

$12 million.

There were no further proponents.
QOPPONENTS: There were none.

QUESTIONS ON SENATE BILL 49: Representative Gilbert asked
if this circumvents any of the steps that are used now.

Mr. Morrison replied that under the present procedures, if
someone does not pay their taxes, they will file a warrant
of restraint through the courts, but, with this bill, they
would go into the auditor's office without the warrant.

Representative Gilbert asked if they were eliminating
the step of the delinquent taxpayer being allowed to go
to court.
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Mr. Morrison responded that they were not eliminating
any of the hearing steps; they are still there; and they
have an opportunity to go through the whole process,

if they wish to; and they are not attempting to collect
these taxes until the taxpayer has an opportunity to
have a full hearing.

Representative Sands noted on sections 2 and 3, they
are taking discretion away from the state auditor and
he asked if this bill meets with her concurrence.

Mr. Morrison replied that they discussed this bill with
the auditor before it was introduced and they were
taking no position one way or the other. They did
express their concern originally about the Department
of Revenue telling them what to do, but after they ex-
plained it to them, they did not have any problems with
it.

Representative Sands asked why do they leave it to
her discretion.

Mr. Morrison answered that the reason they put "shalil"
in was because they had to be able to get to the offset,
and the only way was to make this mandatory. He in-
dicated that if they make it an optional thing for the
auditor, it puts her in a difficult position and he
did not think that they want to put the auditor in the
position of making those kind of decisions.

There were no further questions; Senator Brown closed;
and the hearing on this bill was closed.

CONSIDERATION OF SENATE BILL 51: Senator Brown, District
2, said that this bill was requested by the Department

of Revenue and would increase the penalty for violations
of the provisions of the Montana income tax laws. He
advised that there is a 5% penalty for failure to file
income tax, a 10% penalty for failure to pay, a 25%
penalty for purposely and knowingly violating the income
tax law and this bill will increase the fine to $100.00
for the first violation and $500.00 for the second viola-
tion.
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PROPONENTS: Ken Morrison, representing the Department
of Revenue, pointed out that before someone gets into
this category, they have to fall into the habitual of~-
fender category. He distributed Exhibit 1 to the com-
mittee, which explained this rule.

There were no further proponents.
OPPONENTS: There were none.

QUESTIONS ON SENATE BILL 51: Representative Williams asked
if the protestors would fall under this category.

Mr. Morrison answered that there are some who could fall
under this.

Representative Asay asked if the purpose of this is to
stop these people who are protesting their income tax.

Mr. Morrison indicated that that is one of the purposes
and another purpose is to encourage those people who file
late to file according to the law.

Representative Asay questioned if he felt that these tax
protestors have any right to protest.

Mr. Morrison responded that everyone has the right to
disagree with their interpretation of the statutes.

Representative Gilbert asked why the words "if one is due"
was removed on page 2, line 12.

Mr. Morrison explained that those changes were made in
the Senate Taxation Committee.

Representative Gilbert commented that his concern is that
they would be taking the people's right to their opinion
away and asked if he agreed with that.

Mr. Morrison responded that he did not think so, but
there is always that possibility and he would not object
to putting this back in.
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There were no further questions.

Senator Brown stated that 98 to 99% of the taxpayers pay
their taxes voluntarily and some people honestly, philo-
sophically disagree with income tax; but until they re-

peal these laws, they are still the law. He informed the
committee that this bill will deal with those you chronical-
ly violate these laws.

The hearing on this bill was closed.

CONSIDERATION OF SENATE BILL 47: Senator Towe, District
46, said that this bill was requested by the Department
of Revenue with the blessings of the Revenue Oversight
Committee and deals with non-residential income and in-
dividual income from persons who do not live in Montana.
He explained this complicated bill.

PROPONENTS: Ken Morrison, representing the Department

of Revenue, told the committee to turn to page 2, lines

14 through 18 to understand more about proration. He
indicated that this bill includes Sub S income into earned
income; and, therefore, is included in that proration.

There were no further proponents.

OPPONENTS: Tom Harrison, representing the Montana Socie-
ty of Certified Public Accountants, stated that they

were not really opponents, but he explained some problems
they had with this bill.

There were no further opponents.
QUESTIONS ON SENATE BILL 47: Representative Williams

asked Senator Towe about the references made by Mr.
Harrison.

Senator Towe said that he was right and he suggested
that they amend the bill on page 3, line 5, by striking
"subchapter S" and all of lines 6 and 7, and insert
"15-31-202".

There were no further questions; Senator Towe closed;
and the hearing on this bill was closed.
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CONSIDERATION OF HOUSE BILL 590: Representative Keenan,
District 66, Anaconda, said this bill would require the
inclusion of adjusted gross income for certain property

of a portion of the depreciation deduction provided for

by the accelerated cost recovery system as enacted by

the federal economic recovery tax act of 1981. She pointed
out that there was a new class added in 1981 and on page

2, line 12, it should read "35% for 1l8-year real property"
and then add "and low-income housing"; and this is present
language in the federal IRS statute.

She explained that ACRS basically reduces the time over
which the cost of most equipment and structures can be
deducted from current income and this greatly cuts taxes
for profitable companies. She contended that this was
seen as a way to keep inflation from eroding the value
of investments, but even then, critics warned that when
inflation subsided, these tax breaks would be out-and-
out subsidies. She indicated that inflation is at its
lowest rate in two decades and the revenue lost due to
ACRS is somewhere around $12.7 million in the state of
Montana in 1985.

PROPONENTS: Don Judge, representing the Montana AFL-

CIO, testified that they have been in support of many

of the measures that intend to plug loopholes allowed

to corporations in the state of Montana. He distribu-
ted an article from the Billings Gazette. See Exhibit
2.

Phil Campbell, representing the Montana Education Associ-
ation, stated that they do support this bill, it would
generate $24 million over the biennium and $5.75 ' million
would go to the school foundation program.

Terry Minow, representing the Montana Federation of Teach-
ers, informed the committee that they thought that

closing tax loopholes represents a reasonable way to

fund education and they asked for a do-pass recommenda-
tion.

Tom Ryan, representing the Montana Senior Citizens' As-
sociation, indicated that they would favor passage of
this bill as it is talking about money that would stay
in the state and there are many needs in this state.
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Louis Kunz, representing the Montana Low Income Coali-
tion, gave a statement in support of this bill. See
Exhibit 3.

Earl Riley, representing the Montana Senior Citizens'
Association, stated that they are in support of this
bill. He contended that the utilities are not allowed
to pass the ACRS savings onto their customers and they
have benefited with millions of dollars under this and
this bill will recover some of these savings.

There were no further proponents.

OPPONENTS: Tom Harrison, representing the Montana Socie-
ty of Certified Public Accountants, stated that they

were concerned with this bill particularly with the
trouble it will cause in the accounting business - it

will cause vast more accounting work and they do not

need this kind of work. He explained some of the problems
it would cause in accounting.

Riley Johnson, representing the Montana Home Builders'
Association, said that they oppose this bill and there
is considerable evidence that investment in building

has been mounting in the last few years and much of that
is due to the ACRS system.

Mike Zimmerman, representing the Montana Power Company,
testified that this bill would increase their taxes
$178,000.00 based on their 1984 taxes and they would
like to avoid this tax increase.

Tom Ebzery, representing the Nerco Mining Company,
rose in opposition to this bill and said that it would
be a hassel and a. nightmare to administer.

Jim Hughes, representing Mountain Bell, stated that,
with a high technology industry, there is reason for
property to have a shorter life span than years ago,
when conditions were different.

Stan Kaleczyc, representing Burlington Northern, Inc.,
said that he thinks there is going to be a change in
the federal law in the direction that Representative
Keenan likes and this bill clearly is going to make
it much more complicated to figure tax rates.
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Senator Ed Smith said that he was neither a proponent
or an opponent, but he wondered if this would eliminate
the accelerated depreciation for family farm corpora-
tions.

Dennis Burr, representing the Montana Taxpayers' Associa-
tion, indicated that his opposition is basically with

the revenue impact, but he urged the committee to con-
sider the change they will be making with decoupling

from the IRS code.

John Alke, representing the Montana-Dakota Utilities,
stated that this bill would cost their rate payers

$110,000.00 and in answer to Senator Smith's question,
this certainly will affect him and and all the people
he works with. He urged a do-not-pass recommendation.

Gene Phillips, representing the Pacific Power and Light
Company, stated that they are in opposition to this
bill also.

Joe Shevlin, a C.P.A. here in Helena, said that a business
man who is denied the deduction now; later on if he dis-
poses of that property, he is taxed on that property as

if he got the benefit of that tax deduction in the current
year and he is getting shot twice.

Janelle Fallon, ,representing the Montana Chamber of Com-
merce, stated that she did not like the implications
that the taxpayer's money is really the states and that
they decide how much they get to keep.

Dave Goss, representing the Billings Chamber of Commerce,
offered testimony as to how this would affect small
businesses.

There were no further opponents.

QUESTIONS ON HOUSE BILIL 590: 1In response to a question

by Representative Asay, Representative Keenan explained

that they will still recover the total of the asset over

a longer period of time, but it will just not be accelerated.
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Representative Ellison asked Mr. Harrison if this bill
would or would not deny a recovery of a certain portion
of that the way this bill is written now.

Mr. Harrison replied that from what he understood from
Representative Keenan was that she did not intend that,
but it is a fact that that is in the bill now and you
would just lose the deduction and it would be gone.

Representative Schye asked if he understood that the
savings they realize from this accelerated deduction
cannot be passed on to the rate payer.

Mr. Zimmerman replied that, in the federal law, the
accelerated rate cannot be passed back to the rate
payer, but that does not mean that the rate payer does
not receive a benefit from this because if the total
tax paid by the utility is lower, than that means the
rate payer's rates are going to be lower.

Representative Schye asked if they lose this, then will
they pass this back to the rate payers.

Mr. Zimmerman responded that that is true - their taxes
would increase.

Representative Switzer asked if Representative Keenan
knew that these small farm operators use that deprecia-
tion money for operating money.

Representative Keenan answered that as she understands
this bill, this applies to income and, if she understands
this right, there has been no taxes filed for farm in-
come in this state in the last biennium so if there is

no income, you cannot have depreciation.

Representative Switzer commented that the depreciation
is the reason you have no income and you use the money
to operate on.

Representative Ellison asked if she believed that there
should be depreciation allowed on anything.
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Representative Keenan said that she wants to maintain
depreciation but go back to the 1971 scale and they
would be recovering that over a longer period of time.

Representative Ellison asked if the depreciation on a
new car would not be more the first year than after the
car was fifteen years old.

Representative Keenan replied that she suppose that is
so, but she does not buy that that is the way they should

go.

Representative Asay asked what would happen if a company
makes an investment in a new plant of $1 million and
they have to recover their costs.

Representative Keenan responded that the theory is that
with this accelerated deduction, this money is going to
be reinvested and they have found that it is not being

reinvested.

Representative Asay commented that if they did not have
the investment, they would not have the deduction.

Representative Keenan asked if the Iinvestment was made
because of the deduction or was the investment made be-
cause the market place called for investment. It is sup-
ply and demand, she contended.

Representative Koehnke asked if she d4id not think that,
in agriculture, they definitely need this accelerated
depreciation because of the high ccst of farm equipment
and the interest.

Representative Keenan answered if that was really true,
they would be taking that accelerated depreciation and
reinvesting it in new machinery and the implement dealers
would not be going out of business.

There were no further questions.
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Representative Keenan contended that there was a lot of
smoke blown from the opponents and a lot of malarky from
the C.P.A.s and she did not think that they should wait
for congress to do this.

The hearing on this bill was closed.

The chairman called a recess at 10:00 a.m. and the commit~-
tee reconvened at 10:11 a.m.

EXECUTIVE SESSION

DISPOSITION OF SENATE BILL- 49: Representative Williams
moved that this bill BE CONCURRED IN. The motion carried
with Representative Iverson voting no.

DISPOSITION OF SENATE BILL 51: Representative Williams
moved that this bill BE CONCURRED IN. Representative
Gilbert moved to amend the bill on page 2, line 12, by
inserting the striken language, "if one is due at".

The motion carried unanimously.

There was some discussion on this bill and Representa-
tive Williams asked Mr. Morrison to explain what the
difference is between this bill and the bill that he
had.

Mr. Morrison explained that the bill Representative Wil-
liams had on protestors was to record any protestdr who
filed a protest on his taxes and this bill looks at an
incentive for any person to file their returns on time
and to pay the tax and, surprisingly enough, there are
many people who do not do that.

Chairman Devlin noted that there was another question
about the number of people who might be caught up in
this.

Mr. Morrison replied that there is in the neighborhood
of about 500 people who might be caught up in this.

Representative Gilbert said that they referred to this
bill as an incentive to get people to pay, but it is
also called blackmail.
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Representative Schye said that they are getting too emo-
tional about this bill and he made a motion to TABLE the
bill until they can get some more information.

The motion carried with Representative Devlin voting no.

DISPOSITION OF HOUSE BILL 915: Representative Asay moved
that this bill DO PASS.

Representative Williams stated that he opposed this bill -
it was brought up before the Revenue Oversight Committee
and they gave the Department of Revenue the direction to
go ahead and set up the rule and remove the 20% reduction.

Representative Ellison moved to amend on page 2, line 2,
following "for" by inserting "principal". The motion
carried unanimously.

There was further discussion on this bill and a vote was
taken on the DO PASS AS AMENDED motion and it passed with
a vote of 11 ayes and 9 noes. See Roll Call Vote.

DISPOSITION OF HOUSE BILL 690: Representative Williams
distributed amendments to this bill, which were proposed
by the Department of Revenue. See Exhibit 4. He moved
the adoption of these amendments. The motion carried un-
animously.

Representative Williams moved that this bill DO PASS AS
AMENDED.

Representative Switzer indicated that this was a flat tax
increase and has not worked in the past.

Representative Asay commented that that mineral is still
in the ground and has no value as far as he is concerned,
and if someone comes in and extracts it, it is no promise
of a profit. He made a substitute motion to TABLE the
bill. A vote was taken on the motion and it passed 11 to
9. See Roll Call Vote.

DISPOSITION OF HOUSE BILL 838: Representative Switzer
moved that this bill DO NOT PASS.




Taxation Committee
March 14, 1985
Page Twelve

There was some discussion and Representative Raney made
a substitute motion that this bill DO PASS.

Representative Harp moved to amend the bill on page 2,
line 22, by striking "50" and inserting "75" and on
page 3, by striking lines 1 through 8. The motion
carried with Representative Gilbert, Representative
Zabrocki and Representative Asay voting no.

Representative Gilbert indicated that this was a general
tax increase and it falls on the backs of the people of
the state of Montana.

A vote was taken on the DO PASS AS AMENDED motion and
it passed on a vote of 12 ayes and 8 noes. See Roll
Call Vote.

ADJOURNMENT: There being no further business, the meeting
was adjourned at 11:23 a.m.
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The following proposed amendment to HB 690 would decrease the current
RITT tax base for natural gas producers by allowing a deduction from gross
value for natural gas used on the lease, recycled, or reinjected. Govern-
ment interests would continue.to be included in gross value.

On page 2, line 4

Following: "15-36-101"
Insert: "(3)"
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