
MINUTES OF THE MEETING 
TAXATION COMMITTEE 

MONTANA STATE SENATE 

February 20, 1985 

The thirty-fifth meeting of the Senate Taxation Committee was called 
to order by Chairman Thomas E. Towe at 8:08 a.m. in Room 413-415 of 
the Capitol Building. 

ROLL CALL: Senator Neuman was excused. All other members of the 
committee were present. 

Vice Chairman Mazurek assumed the chair for the hearing on SJR 17. 
CONSIDERATION OF SJR 17: Senator Thomas Towe was recognized as chief 
sponsor of the resolution. He explained that the resolution related 
primarily to the valuation of railroad property, which in Montana meant 
the Burlington Northern. He said that greater reliance should be put 
on replacement costs and less on stock and debt. He said the net sal­
vage value should be used be used a floor. He said this was presented 
in the form of a resolution, not a bill, as nothing should be fixed in 
concrete. He then explained Exhibit 1 to the committee. He noted 
things from the exhibit like Kaiser Cement having less than a mile of 
track valued at $132,560 when Burlington Northern track was valued at 
$5,508 per mile in the same area. The exhibit also notes some figures 
on the salvage value of the rails. 

PROPONENTS 

Mr. Greg Groepper, Administrator of the Property Assessment Division of 
the Department of Revenue, said he supported the resolution because of 
the phrase approving of the Department's efforts. 

OPPONENTS 

Mr. Stan Kaleczyc, attorney for the Burlington Northern, said the short 
title ought to reflect that:this was specifically directed to the rail­
roads. He said the figures related to market value were "grossly in­
flated." He said that salvage value only is applicable if the railroad 
is not operational. He noted that all numbers in Senator Towe's exhibit 
were gross, not taking into account labor to remove track. He said if 
the market were flooded with the salvage its value would decline and 
cited Forbes magazine's February 26 issue discussing the efforts of the 
Milwaukee Railroad to sell pieces of their operation. 

He cited what he saw as specific inaccuracies of the resolution sug­
gesting that if the committee were to work with this subject, experts 
on valuation processes should be heard. He concluded saying that he 
also applauded the work of the Department of Revenue, but he felt the 
rest of the resolution was inappropriate, riddled with inaccuracy and 
conjecture. He urged its rejection. 

Mr. Dennis Burr, representing Mountain Bell, also rose in opposition to 
the resolution saying that the rules involved address all utilities in 
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the state. He said the rule adopted by the Department does not use 
replacement cost as one of a number of factors. He presented the 
committee a copy of the rule adopted in 1975 (Exhibit 2). He said 
this makes it clear that the Department always had the opportunity 
to use replacement cost in its valuations. Exhibit 3 is a copy of 
the new rule promulgated by the Department. He discussed the i~pacts 
on Mountain Bell if replacement cost were used and noted that their 
assessment would increase approximately 23 percent (Exhibit 4). 
With a weighted cost indicator, that percentage could rise. He noted 
replacement costs would affect the phone company the least of any 
utilities because more of their equipment is new. 

Mr. Burr then discussed the hearing process used to promulgate the new 
rules. He said previously the weighting formula used by the depart­
ment was consistent for similar businesses. He was concerned that 
with the new rules that information would not be released by the De­
partment. He said the companies involved did not want the rule changed 
and said that regulated companies differ from others. He noted for 
the committee that the hearings officer delivered his report to the 
Department on Friday, December 14 and the rules were adopted on Monday, 
December 17. He concluded saying if the assessments made are inflated, 
the additional taxes will be paid under protest and litigated. He told 
the committee that would be difficult for local government. 

Questions from the committee were called for. 

Senator Hager asked Senator Towe to provide the revenue and profit 
information for five years rather than one. He confirmed with Senator 
Towe that the scrap price on rails was a "delivered" price. Senator 
Towe noted the variety in the estimates he had been given. 

Senator Lybeck asked why there is discrepancy in the value of Burlington 
Northern property. Senator Towe said that 1981 was included in the 
settlement. He said last year to 10, 50, 40 percent weighting was done, 
and 30, 35, 35 percent was ~sed before that. He also said that-Burling­
ton Northern had a substantial increase in plant valuation during one 
year. 

Senator Mazurek asked Mr. Groepper what has precipitated the rule change. 
~1r. Groepper said the deliberations of the Revenue Oversight Committee 
led to the concern that railroad property be treated similarly to other 
properties. He said that the Department had never before gathered in­
formation regarding replacement cost and that in fact the companies had 
not been cooperative in providing that kind of information. 

Mr. Larry Huss representing Mountain Bell said the Department was acting 
on bad legal advice in going through a rule change procedure. 

Senator Goodover asked Senator Towe about any inaccuracy and conjecture 
in the resolution. Senator Towe said that !tr. Kaleczyc didn't follow 
those charges through with substantive data. 

Senator Lybeck asked Mr. Bob Quinn of Montana Power Company if he had 
a comment. He said, "you closed the gate before I got my horse in," 
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indicating they had wanted to testify on the resolution. He said 
their testimony would be in line with that of Mountain Bell 
(Exhibit 5). 

Senator Towe closed saying every single expert he had asked about 
salvage value said valuation should not fall below that floor. He 
said all other value indicators were guesses and that was a way of 
judging their accuracy. Stock and debt he said was referred to by 
many as the poorest of the three indicators used. He noted that 
Mountain Bell doesn't use it at all. He said that the salvage value 
estimates in Exhibit 1 are gross estimates. He said they did not 
account for ties, rolling stock or any other operating property. He 
said the argument of market flooding was without merit. 

He said the real bottom line is replacement value, and they don't 
want the state to use the same value for themselves as is used for 
all other taxpayers. He referred to Exhibit 3 saying the utilities 
do not want us to use the same valuation numbers when they do want 
the same classifications used. Senator Towe closed and resumed the 
chair. 

CONSIDERATION OF SB 432: 

Senator Dorothy Eck of Senate District 40 said this bill would require 
the Department of Revenue to include in its biennial report kinds of 
data that would be useful in determining tax policy questions. She 
said the report also needs to come out earlier to be useful to the 
Legislature. She said the report should look at tax expenditures, 
changes in tax revenue, effects on local government, relationships 
between the federal tax law and state tax law, pension and tax exemp­
tion questions, preferential tax treatment and identification of its 
known purpose. 

Senator Eck used SB 309, heard by this committee on February 19, 1985, 
as an example. Would this -kind of incentive work? Had tax breaks 
given to increase employment worked? 

The mechanics of the bill would include a plan to be presented by the 
Department within six months. This would be presented in a hearing 
where those individuals and groups wanting the information could make 
their needs known. 

PROPONENTS 

Mr. Dan Bucks, Deputy Director of the Department of Revenue, sai~ they 
support SB 432. He said they wanted to provide necessary and useful 
information. He said the bill is written flexibly and recognizes that 
in certain areas data is simply not available. He did ask the com­
mittee for amendments that would allow the Department to supplement 
the report so some material could be prepared and distributed in ad­
vance. He also suggested that the Department should not be put in the 
position of making judgments that are the function of legislative 
prerogative. He said that within the resources available in the De­
partment they would comply with the bill. 
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Mr. Ken Peres of the Montana Alliance for Progressive Policy said 
they supported this bill. He said that he had served as staff for 
the House Select Committee on Economic Development last session and 
that, as an economist, the information he needed was not always avail­
able, particularly as it related to tax expenditure. He said the 
Legislature needed more information of the type used by large busin­
esses in its decision-making processes. He said that SB 432 would 
be cost effective and the start of comprehensive needed information. 

OPPONENTS 

None were heard. 

Questions from the committee were called for. 

Senator Towe noted that if the bill be amended to require information 
on centrally assessed properties, that would be helpful. 

Senator Mazurek asked if it could be done with existing resources. 
Mr. Bucks answered that currently their Research Bureau does a quar­
terly plan in which this would be given priority. 

Senator Eck closed saying the Department does have lots of information 
available when asked. She said the initial hearing could list the 
needs and direct their research. 

FURTHER CONSIDERATION OF SB 72: 

MOTION: Senator Hager moved that SB 72 do pass as previously amended 
and reported out by the committee. He said it was needed as now the 
first dollar of social security income was being taxed if married 
persons filed separately, and that the status quo was forcing people 
to make that decision or file jointly. 

The motion carried unanimously. 

CONSIDERATION OF SB 21: Senator Towe said it was now possible to act 
on this bill as the Governor's program was traveling in a House bill 
and the two could be blended. He said the Governor seeks only to take 
the surplus from the alternative energy resources for this biennium 
and that further funding could be provided by SB 21. 

He suggested certain amendments that would allow for private monies to 
be blended with state monies for this purpose. 

l-lOTION: Senator Mazurek moved that on lines 9 and 10, page four, 
following "studies"; the words "at Eastern Montana College" be 
stricken. with Senators Hager and Towe voting no; and all other 
commitee members voting year; the motion carried. 

Senator Towe agreed to prepare his amendments in writing and the 
meeting was adjourned at 10 a.m. 
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l1R. STEFFECK: That I S 'hTha t I Has ~oinr, to .tiJ 

~ 
ask, percentage differences. 

MR. SHANAHAN: 

Could you give me the valuation of the track according .., 
to the appraisal by the Department of Revenue? 

The value on the track, which is approximately 4600 

J feet, is $132,560. 

What is the length of the track? 

Approximately 4600 feet. 

And have you made a~ inquiry to deteDmine the valuation 

placed on the utility -- the utility valuation placed ~ 

on the Burlington Northern trackage uhich immediately 

adjoins this? 

Yes, I contacted the Tax Manager of the Bur1in~ton ....., 
I" 

Northern Raih:ay, and he told me that their tracK on 
I 

that run is valued at $5508 per mile. 

Okay. Now, on the decision by these --

~m. STEFFECK: Wait. I really have to write 

that. 

CHAIRMAN PETERSON: That's very interesting. 

HR. STEFFECK: 1. have to \vrite that dOvm, .. 

too. I hate to slow this thing dm,;n anv !flore, but if I 

don't get it right now, I'm never going to have it. 

So, 4600 feet was valued at 32,560 

THE \.JITNESS: 132,560. 
I,. 
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CHAI&~N PETERSON: 132,560. 

HR. STEFFECK: Oh, okay, 132,560. All right 'I 
and the Burlington Northern track next to it is valued at-f 

THE HITNESS: 5508. 

CHAIRK~N PETERSON: $5,508. I'd like --

MR. STEFFECK: -- $5,508 per mile, which is 

going to be 5,000 --

MR. SHANAHAN: We'd ask the Board to take 

administrative notice of the fact that the point is 

that we raised the question about the change in classi-

fication from one class to another. 

MR. STEFFECK: Oh. I see. 

MR. SHANAEAN: If it I s going to be changed t 

Class 7, which is a utility classification, then there 

should be some comparable valuation. We also ask the 

Board to take aQ~inistrative notice that the valuation 

of the railroad trackage is made on the basis of a mileage-alloca-
. 

tion formula which takes into consideration many factors besides 

real estate and machinery. But we're making the point because of 

the IOOvir.g fran one class to another. 

MR. STEFFECK: Okay. 

MR. SHANAHAN: All right. 

CHAIR1'1AN P;:TE?~SO:;: \~ell, I don't --

HR. SH1\NAUAN: ~\ny objection to that? 

CHAIRHAN PETERSON: '<Jell, I wouLd feei. it 
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CENTRALLY A.c,SESSED PROPERTY 42.22.112 

42.22.111 VALUATION METHOD (1) The unit method of 
valuation will be used to appraise centrally assessed com­
panies whenever appropriate. When applying this method, the 
department will use conunonly accepted methods and techniques 
of appraisal to determine market value. The application of 
the unit method may include a cost indicator, capitalized 
income indicator, and a market indicator (stock and debt) of 
value when sufficient information is available. If the 
department determines that an individual indicator, the unit 
method of valuation or other method of valuation does not 
reflect a company's market value or that information is una­
vailable, it may adopt a different method or methods of 
valuation, including but not limited to net scrap, net 
salvage, corridor value in the case of railroads, or any com­
bination of methods of valuation which reflect the com?any's 
market ,·alue. 

(2) When the unit method of valuation is used wi~~ 

~ultiple indices of value, they will be combined into on~ 
(system) ';alu~. Combining 0= thE' indices shall requir'? t~c 

department to review all available informatior, including: 
reliability of the cost data, sufficiency of the depreciation 
allowed, frequency of full audit by a regulatory agency, 
quality of the income to be capitalized, level of income to be 
capitalized, accuracy of information used to set a capitaliza­
tion r~te, accounting principles used to report da~a [rom 
",~ich the valuation is made, fluctuations in the stock marl:et, 
methods Clsed by other taxing authorities, and all other per­
~inent !:1formation. After thoroughly acquainting itself with 
the indices, the department shall determine the degrep to 
which e~ch indicator will influence the unit valuation. 

(3) T~is rule shall be effective for all reporting years 
ending December 31, 1981 and thereafter. (History: Sec. 
15-23-108 MCA; IMP, Title 15, chapter 23, part 1 MeA; NEW, 
Eff. 12/4/76; AMD, 1982 MAR p. 705-708, Eff. 4/16/82.) -

42.:2.112 COST INDICATOR (1) The cost indicator of 
value s~all be derived from informati~n contained in th~ 
company's report to the department, report to a regulatory 
agency, property descriptions submitted to the department, and 
any other reliable source of information. The department will 
include the cost of all operating properties which are taxable 
under Montana law. This includes properties both within and 
without the state. 

(2) The type of cost used may be one of the following: 
(a) replacement; 
(b) replacement less depreciation; . 
(c) reproduction; 
(d) reproduction less depreciation: 
(e) historical (original): and 
(f) historical less depreciation. 

ADMINISTRATIVE RULES OF MONTANA 6/30/82 42-2211 

42.22.113 DEPARTMENT OF REVENUE 

(3) The choice of cost shall depend upon which type best 
reflects market value of the property at the time of 
valuation. (History: Sec. 15-23-108 MCA; IMP, Title 15, 
chapter 23, part 1 MCA; NEW, Eff. 12/4/76.) ---

42.22.113 MARKET INDICATOR (1) A market or stock and 
debt indicator of value shall be derived from the company's 
outstanding liabilities. The department shall consider the 
market value of the company's preferred and common stocks, 
outstanding debt, and the net of current assets and current 
liabilities. The sum of these items represent an indicator of 
market value for all the company's property. When the sum 
represents both operating and nonoperating property, the 
department will deduct the market value of the nonoperating 
property. 

(2) If a company's stock is not traded in the market 
place, the department may use a price earnings ratio from 
similar companies or other appropriate methods. (History: 
Sec. 15-23-108 MCA; IMP, Title 15, chapter 23, part 1 MCA; 
NEW, EfL 12/4/76.) -

42.22.114 INCOME INDICATOR (1) The income indicator 
will be determined by the capitalization of the company's 
operating income. The capitalization rate used by the depart­
ment may be determined by the band of investment theory or any 
other generally accepted method. In determining a capitaliza­
tion rate the department shall consider the level of income to 
be capitalized. The income which the department capitalizes 
will normally be a 2-year average; however, it may be a longer 
or shorter period, depending upon the department's analysis of 
future earning capacity.· (History: Sec. 15-23-108 MCA; IMP, 
Title 15, chapter 23, part 1 MCA; NEW, Eff. 12/4/76.) ---

42.22.115 NOTIFICATION AND HEARING (1) On or before 
June 30 each year the department shall notify the centrally 
assessed companies of the proposed valuation of their Montana 
properties. Within 20 days of notification companies may meet 
with the department to review the valuation and provide addi­
tional information which is pertinent in arriving at a proper 
valuation. The department shall consider the company's 
suggestions and additional material and notify the company of 
its intended action. 

(2) Within 10 days after receipt of the department's 
intended action, a centrally assessed company (except air­
lines) may request a hearing before the ,director of the 
department of revenue to show cause why the valuation should 
either be lowered or raised. Airlines are allowed 30 days to 
request a hearing. The request shall contain the specific 
points to which the company takes exception. 

(J) If the company does not find the resc'ts of the 
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