MINUTES OF THE MEETING
TAXATION COMMITTEE
MONTANA STATE SENATE

February 27, 1985

The fortieth meeting of the Senate Taxation Committee was called to
order by Senator Eck at 8:07 am in Room 413-415 of the Capitol Buil-
ding.

ROLL CALL: All members of the committee were present by 8:15.
Senators Towe, Mazurek and Goodover arrived after the meeting
was called to order.

CONSIDERATION OF SB 436: Senator Esther Bengston, Senate District
49, was recognized as chief sponsor the bill. She provided the com-
mittee with a written explanation of the need for the bill (Exhibit
1). She said that currently the household and dependent care expense
deductions are so difficult to claim that in many instances it cannot
pbe done. The handout included examples of the form as it currently
is used, and a sample of a proposed form that could be implemented
with these changes. She said that she thought that originally a
percentage of the federal tax credit. She said that cannot be done
here because of a cap on the Montana credit and some uncertainty
about federal law.

PROPONENTS

Mr. Irv Hall, Department of Revenue, said Montana had patterned its
law in this area on a very complicated 1974 IRS code. He said that
the current form requires from 77 to 137 entries. He said this bill
has been written to keep the same restrictions and same income limi-
tations and no fiscal impact. He said they have developed a form

of only five lines that could be used if this bill is enacted. He
said the bill is complicated because it keeps the same restrictions
as currently exist.

Senator Dorothy Eck rose as a proponent to the bill. She said the
clarification was badly needed by her constituents and, while she
was not certain the credit was ample, she was glad to see the bill.
Senator Bengston inserted that perhaps the cap should be removed.
OPPONENTS

None were heard.

Questions from the committee were called for.

Senator Towe asked if there was substantive change in the law. Mr.
Hall said, no, that the reason for the extensive changes in the
bill were that formerly the Montana law had refered to federal

code and that was no longer possible.

Senator Eck asked how much the deduction cost and Senator Goodover
asked how many people were involved. Mr. Hall said that figures
were not available, but tnat not many can claim the deduction and
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Senator Eck asked about the cap. The cap phases out from $18,000
to $27,000. There is no inflation factor considered and these “i
numbers are not indexed.

Senator Bengston closed saying that she had questions about removal
of the cap. She said simplifying the form was good, but questioned
whether it was enough. She said the form is too darn complicated,
and that is a necessary first step in addressing the problem.

Senator Eck asked the chairman to direct Jim Lear to check into
indexing these figures. Chairman Towe so directed Mr. Lear, and
asked Mr. Ken Morrison of the Department of Revenue to participate
in that.

Senator Goodover asked who the bill would affect? Senator Mazurek
and Senator Brown both discussed their own use of the deduction.

Senator Mazurek added that the amount claimed doesn't justify the -
amount credited. %

Senator Hirsch said the committee should also address the amount
of the deduction. He was concerned that this would not otherwise
be considered a revenue bill.

Chairman Towe explained that there is an agreement between the Senate
and House Taxation Committees that all bills in committee on the 45th
day will be considered revenue bills tor purposes of transmittal.

FURHTER CONSIDERATION OF SB 437: A letter to the commitee regardinc¢ . &
SB 437 was distributed (Exhibit 2). A 4

. FURTHER CONSIDERATION OF SB 67: Senator Severson said the bill
should pass in some form.

Chairman Towe recognized Mr. Jim Lear.to discuss the amendments.

Mr. Lear said the amendments (Exhibit 3) addressed the definition of
"agricultural land" and that those are no incorporated into the com-
mittee bill. He said the amendment on the second page was still
pertinent for consideration.

[ SR - N

The committee got into an intricate discussion of the distinctions

in taxation among :a vacant lot, a vacant lot that had the improve-
ments of a septic and a sewer system and a lot with a residence incor-
prating a spetic and a sewer system. The disagreement centered on
whether or not there was any increased value if the lot had septic
and sewer if there was not a house on the lot. The second area of
difficulty was comparing farm residence to urban residences in this
regard; though the committee consensus was that they should be treat-
ed the same. The following amendments were seeded in that discussion.!

e

MOTION: Senator Mazurek moved to amend SB 67 as follows:

1. Title, line 4.
Strike: "EXEPMTPING ALL" 5
Insert: "CLARIFYING THE TAXATION OF" \‘i i

2. Title, line 6.
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Following: "DWELLINGS"

Strike:
Insert:

"ON AGRICULTURAL LAND AND ALL"
". EXCEMPTING CERTAIN"

3. Page 1, lines 12 and 13.
Following: "systems" on line 12

Strike:

"on agricultural land exempt"

4. Page 1, lines 14 through 16.
Following: "“dwellings" on line 14

Strike:
Insert:

V:

through "taxation" on line 16
"may not be appraised, assessed, and taxed separately
from the land in which they are located"

5. Page 1, lines 24 and 25.

Following: "instruction.

Strike:

on line 24
"Sections 1 and 2 are"

Insert: "Section 1 is"
6. Page 2, line 1.
Following: "chapter"
Strike: "e"

Insert: "7"

Followings:s "to"
Strike: ‘"sections"
Insert: "section"

7. Page 2, line 2.

Following: "1"

Strike: "and 2"

Following: "."

Insert: "Section 2 is intended to be condified as an integral
part of Title 15, Chapter 6, and the provisions of
Title 15 apply to Section 2."

8. Page 2, line 5.
Strike: "1984"
Insert: "1985"

The amendments were clarified, the question was called and the
motion carried unanimously.

Consideration of the amended bill continued. Senator Towe said he
would object to existing language unless a salvage value floor was
inserted in the bill.

After brief discussion it was apparent the bill could not leave
the committee without additional amendment.

Senator Williams said that he would like to be present for any action
on SB 280 and that he had additional information for the committee.

Chairman Towe adjourned the meeting at 9 am.
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Form 2441M Deduction for Child and and 19
Dependant Care Expenses

Name as shown on Form 2

1. Number of qualifying persons cared for

2. Enter amount of expenses paid in 198
but not more than
a. $2,400 for one person
b. $3,600 for two persons
c. $4,800 for three or more persons

3. Enter one half of the amount your income
(if married combine the income of both spouses)
exceeds $18,000. Enter - 0 - if less than $18,000

4. Subtract Line 3 from Line 2 but not less than
-0-. This is the amount of your deduction if
single or married filing a joint return.
Enter on Schedule 2A Line 84.

5. Married people filing separate divide Line

4 by 2., This is the amount each may deduct.
Enter on Schedule 2A Line 84,

Eymiir |- 9043k



. 2441 Credlt for Child and Dependent Care Expenses LR N Itn 0088

P Attach to Form 1040. : ‘ﬂ @ 8 4
: 23

qDopmmem of the Treasury
Internal Revenue Service  (x) » See Instructions below.
Name(s) as shown on Form 1040 Your soclal security number
i 3
1 Write the number of quaiifying persons who were cared for in 1984. (See the instructions below for the definition of 0
qualifying persons.) . . . . . e g .
2 If payments listed on line 3 were made to an mdnvldua| complete the followmg : Yes |No
a If you paid $50 or more in a calendar quarter to an individual, were the services performed in your home? . . . 2a
b If “Yes,'" have you filed appropriate wage tax returns on wages for services in your home (see instructions for line 2)7 2
c lfthe answer to b is '‘Yes,'’ write your employer identificationnumber. . . . . . . . . P | 2¢

3 Write the amount of qualified expenses you incurred and actually paid in 1984, but do not write more
than $2,400 ($4,800 if you paid for the care of two or more qualifying persons) .
4 You must write your earned income on line 4. See the instructions for line 4 for the deflnrtlon of earned
“income.
@ if you were unmarried at the end of 1984, write your earned income on line 4, OR
® |f you are married, filing a joint return for 1984,
a writeyourearnedincome$ .. ... .. ... .. ....... ,and
b write your spouse’s earnedincome $ ... ... ............. ,and
¢ compare amounts on lines 4a and 4b, and write the smaller of the two amounts on line 4.

5 Compare amounts on lines 3 and 4, and write the smaller of the two amounts on line 5 .
6 Write the percentage from the table below that applies to the adjusted gross income on Form 1040
line 33.

Ifline 33 is: Percentageis: If Iine 33is: Percentage is:

Over— But not Over— But not
over-— over——
0-$10,000 30%(.30) $20,000-22,000 24% (.24)
$10,000-12,000 29% (.29) 22,000-24,000 23%(.23)
12,000-14,000 28%(.28) 24,000-26,000 22%(.22)
14,000-16,000 27%(.27) 26,000-28,000 21%(.21)
16,000-18,000 26% (.26) 28,000 20% (.20) ;
18,000-20,000  25% (.25) -
7 Muiltiply the amount on line 5 by the percentage shown on line 6, and write the result.
8 Muitiply any child and dependent care expenses for 1983 that you paid in 1984 by the percentage that
applies to the adjusted gross income on Form 1040, line 33, for 1983. Write the resuit. (See line 8
instructions for the required statement.) . . 8
9 Add amounts on lines 7 and 8. Write the total here and on Form 1040 hne 41 Thrs is the maximum
amount of your credit for child and dependent careexpenses. . . . . . . . . . . . . . .| 9
General Instructions Additional information.—For more Children of divorced or separated
information about the credit, please get arents.—If you were divorced, legall
Paperwork Reduction Act Notice.—We mormat ; P g P y  egaly
ask for this information to carry out the gubhéat:thn 50d3ECh|‘ld and lzerpendent separated,tor separatgd ugldetr a ;Nrrtten
Internal Revenue laws of the United States. are Credit, and Employment Taxes for agreement, you may be able to claim the
We need it to ensure that taxpayers are Household Employers. credit even if your child is not your
complying with these laws and to allowus to ~ Who Is a Qualifying Person? ﬂea‘if;]:::‘é'fm:;gl'rgxiﬁ aaquzlthymg person
figure and collect the right amount of tax. A qualifying person is any one of the ' g apply:
You are required to give us this information.  following persons: 1. You had custody for the longer period
What Is the Child and Dependent ® Any person under age 15 whom you claim during the year; and
Care Expenses Credit? as a dependent (but see the special rule 2. The child received over half of his or her
You may be able to take a tax credit for later fo; (.;hlldrentof divorced or support from one or both of the parents;
amounts you paid someone to care for your separated parents). and
child or other qualifying person soyou could ~ ® Your disabled spouse who is mentally or 3. The child was in the custody of one or
work or look for work in 1984, The credit physically unable to care for himself or both of the parents over haif of the year;
wn:)l lower the amount of your tax. The credit . rl‘\r?rrsg”abled person who is mentall and
is based on a percentage of the amount yo yas IS mentaty or ;
paid during th?e year. T%e most you may you physically unable to care for himself or 4hThe;:”hllg was utnﬁer agiil 5t or wasf .
take as a creditis $720 if you paid for the herself and whom you claim as a g y5|c” y hr mentally unable to care 1o
care of one qualifying person, or $1,440 if dependent, or could claim as a imself or herself.
you paid for the care of two or more dependent except that he or she had ‘
qualifying persons. income of $1,000 or more. (Continued on back)

@ Form 2441 (1@9}S
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1. If based on Federal credit they may change at any time

thereby changing our credit.

2, If based on Federal credit and having no fiscal impact you
would be taking away from the low income and giving to high
income. 1i.e. there is no limit outside of the fact that the
credit is reduced to 20% by the time you reach $28,000 but

there are no limitations after that.



February 25, 1985 SunCraft Appropriate
Energy RAiternatives, Inc.
135 E. Main/P.0. Box 1146
Bozeman, MT 597?15

Tom Towe

Senate Tazation Committee

Montana Legislature

Testimony_ in Support of $.B. 437
Montana Renewable Energy Taux Credit

Senator Towe:

e would like to introduce ourselves, Dale Pickard/President
and Bob Knebel/Uice President of SunCraft Appropriate Energy
Alternatives, Inc. of Bozeman, and to express our support of $.B. 437
which concerns Renewable Energy Tax Credits for Montana.

We are the founders and co-oiwrners of @ Montana small
business which derives its total income from the design, engineering,
manufacture, and instaliation of renewable energy and energy
conservation equipment. For the past 5 years we have helped
numerous Montana homeowners, businesses, and organizations with
their energy problems and concerns and have been active in the
Renewable Energy and Energy Conservation Industry. Much of this
activity has been centered around education, research, and the
efucidation and refinement of effective renewable energy and
conservation techniques, products, and services which are appropriate
to our geographic location and particular economic situation.

We have seen our business grow modestly but steadily as
Montanans become more aware of how they use energy and the rising
costs of using certain forms of energy. Our business has groiwn from a
one-man operation into a small Montana corporation which employs
up to five persons. e know that the tay credit will increase the
demand for our products and services and help our business and
number of employees to grow even more. Upon reaching a sustained
level of demand for our products, most of which are now "imported”
from other states actively promoting the technologies, we will begin
to manufacture and assemble the products here in Montana. We will
also establish other "branch” businesses around the state using
Montanans we have met who have expressed a strong desire to enter
the Renewable Energy and Conservation Industry.
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A great deal of progress has been made in the Renewable
Energy and Conservation Industry since energy_ use in this country
became a vital concern 10 years ago. Many "fly-by-night" energy
businesses and products have come and gone leaving a core of
committed engineering, business, and installation professionals
promoting technically and economically sound products and services
which should and must be allowed a place in the energy market.

Our experience, after having designed and installed numerous
renewable energy systems of various types is that the technology is
effective, reliable, economically sound, and often the most technicalily
rational solution to energy problems. For example, should e as a
state, insulate water heaters, seal cracks under doors, use solar
energy for mundane yet highly consumptive applications such as
domestic water heating, encourage the manufacture and use of more
efficient lights and appliances, and insulate our windows and place
them on the south side of a building? 0Or should we build new and ever
more expensive power plants and transmission lines, increase the
poliution of our air and water, degrade our childrens' agricultural and
natural heritage, deplete our ever more valuable natural resources,
and decrease our national security?

fin expanded Montana tax credit for renewable energy and
energy_conservation is desirable for several reasons:

* fi tax credit would allow these techniques to be significantiy
more economically competitive with "conventional” energy resources
while increasing revenue to the state. This revenue would resuit
from increased business activity at the local level (where energy
problems need to be solved anyway), increased empioyment of
professionals and skilled trades, and the decreased impact of rising
enerqgy costs on individual incomes. This impact results in the profits
from energy development going out of state and the loss of income to
an energy end use which might otherwise be spent elsewhere in the
Montana economy. Colorado and California (to name two) have
recently renewed their rather generous state tax credits for
renewable energy for these very reasons.

* So-called "conventional” energy industries receive many
subsidies of various kinds which skew energy economics. That energy
prices reflect the true cost of production is far from true. Especially
since these prices do not comprehensively account for the impact of
energy development on environmental, political, social, and naticnal
security issues. Often a great deal of money is spent simply
mitigating the impact of energy production and this money is not
reflected in energy prices.
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* The energy market is not "free” but instead heawily
regulated. This severely curtails the competitive ability of other
energy technologies even when these technologies are ultimately
more economically sound, technically more rational, and
environmentally benign. Today in Montana we see a situation where
the cost of production of "conventional” energy has increased but the
price of this energy is being held artificially low.

* The subject of energy economics is significantly more
complex than is indicated by the current price of energy. The price of
"conventional” energy is a function of many things, most of which we
have no control over and are very difficult to predict. It is certain
that in the long term the price of virtually all forms of energy_will
increase. These increases could be slow or very sudden. Energy prices
in Montana are already significantiy lower than in the rest of the
country and it is difficuit and hazardous to assume that this situation
will continue. it is important to realize that the cost of renewable
energy and energy derived from conservation is more a function of
time than of the initial cost of these systems and services. The price
of energy derived from these sources cannot be directly compared to
the price of conventional energy. The difference in price between
renewable energy and "conuventional” energy_is the difference
between investment and consumption. Investment in renewable
energy and energy conservation yields a return, for the individual who
made the investment and for the society and environment of which
they are a part. Consumption yields a continually sunk cost and any
profits derived from the sale of this energy are lost from the
consumer and their society.

e Renewable energy and energy_conservation, as developed in
the inst 10 years, represent sophisticated, state-of-the-art energy

is important to realize that energy is a basic commodity which will
always be in demand, that the technology for producing this energy is
changing, and that Montana is in the favorable position of being able
to promote, encourage, and benefit from these changes. There is
much interest these days in "high technology" and in bringing this
technology and the associated "clean, professional” industries to
Montana. If one is looking for high technology and for applications
which benefit from high technology then one need look no further
than the Energy Industry. Ultimately we will see most of the energy
we use derived from renewable resources. Renewable energy and
energy_conservation is strictly_a sooner or later thing.
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¢ Renewable energy_is popular, and makes sense to many
Montanans, especially those who are politically conservative and
independently minded. We have run several educational seminars
throughout the state on solar energy applications and have never
suffered from a poor turnout or lack of interest. Our seminars often
run overtime while we answer people's questions, help them with
their plans, and review their applications. There is no doubt that most
Montanans view renewable energy and energy conservation as the
most desirable energy resource. Many assume that it is "the coming
thing" but that it's "not here yet", Most often all that is needed for
the "coming thing" to get "here" is a little education, the proper
incentives, and a viable Renewable Energy Industry.

In summary, with the use of tax credits we have the opportunity to:

¢ commercialize renewable energy and conservation
technology in Montana;

* assist those Montanans needing long-term energy solutions;

* develop a necessary base of local small businesses with the
expertise to design, manufacture, and install the various
energy saving equipment and systems;

* invest a "seed" amount of capital today in order to yield
returns to Montana in the form of increased local business w
activity, security from rising energy prices, and protection
and conservation of the natural resources of Montana.

in closing, we would like to point out that there are numerous
other Montana businesses and individuals who are also involved in the
Renewable Energy and Conservation industry. Through the Montana
Solar Energy_Industries Association (MontSEIR), we have established a
"Code Of Ethics" for our industry, a policy_to educate and protect the
consumer, and a dialogue between our members to increase know-
ledge and professionalism in our Industry. While we are not yet a
large constituency wielding a great deal of lobbying power, we feel
that we speak for and respond to the needs of many Montanans who
are concerned with enerqy policies in Montana and the nation,
Individuals we have spoken with are in favor of tax credits as a
short-term measure to stimulate the supply of and demand for
renewable forms of energy and conservation and the development of
a base of "alternative" energy businesses. e all agree that the best
policy would be an energy "free market" with no incentives or
subsidies for anyone since renewable energy and conservation A
technologies would generally be more cost-effective than
"conventional” fuels such as electricity, oil, and natural gas.

Thank you for supporting S.B. 437. QMM M j{J\\M , [
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Amendments to Senate Bill No. 67
Amend SB 67, introduced copy

1. Title, line 7.

Following: ";"

Insert: “"CLARIFYING THE DEFINITION OF AGRICULTURAL LAND;
AMENDING SECTIONS 15-7-202 AND 15-23-611, MCA;"

2. Page 1.
Following: 1line 11
Insert: "NEW SECTION."

3. Page 1.
Following: 1line 16
Insert: "NEW SECTION."

4., Page 1.
Following: line 19
Insert: "Section 3. Section 15-7-202, MCA, is amended to read:

"15-7-202. Eligibility of land for valuation as agriculturzal.
(1) Land wiiich is activeliy devoted to agricultural use snalli be
eligiblie for valuation, assessment, and taxation as herein provided
each year it meets any of the following qualifications:

(a) the-area—-of-sueh-itund-rs-not-ress—tnan—~-S—-contrguous—acras

wiern-Reasured-in-acecordanee-with-provisreons-o0s-+5-5-2867-and-xe-na3
been-ackivelyp-devosed-ro—agrientcure—during—cthe-tast-groeving-seazeny
gpg-+e-continues-ro-be-activetvr-devyotea-ro—agrieutturat-users-whzan
Reans+s

{iy-te-is-used-+o- preduce- frain-erops—rneiudrng-put-not—timrbed
co-grarnsy-feed-eropuy-Erutti;-vagerasies;-o¥

tr:y—tt~i3-used-for-grasingy-or

frixy—>o-ia-nsed-sor-growing-—timber;-or

a

{ivi-—te-is-in-a-eroptand-resivement-programs-oFr
it produces not less than $1000 in annual gross income in
1984 dollars, adjusted annually for inflation, from the raising o:
livestock, poultry, field crops, frult, and Other animal and vecetavle
matter for rood  fiber;

(b) it agriculturally produces for sale or home consumption tne
equivalent of 15% or more of the owners' annual gross 1lncome regardiess
of-tre-—number-ecf-contiguons—acres—in—tae—ownershinp; o

(C) f-zs-used-to-ratse—arrrats-in-ceonsined-arcas-for-tae-zroductzon
ef-feod-or—£finers—inetuding-but-not-rznreed-re~irvestockr-£eediossy
datr=iegy-£x3n-nateheries;-—and-penitry-Sarmsy

it produces not less than 520 busnels of wheat, 695 busnels
of barlevy, 30 tons of hay, Or an egulvalent measure or weight oI any
otner Iileld crop py comparison in tne market for the year;

(d) 1t serves as drazing land supvortling 40 animal unit months;

P
(

or

(e) it would have met the qualifications set out in supsections
(L) (a) tnrough (1) {d) were it not ror indevendent intervenlng caudses
0L vroduction fallure bevond tne control of tne producer, 1N Wilcn case
LrooI OL Jualification in a prior vear will surfice.

~(2) Land shall not be classified or valued as agricultural 1f it

is subdivided with stated restrictions prohibiting its use for agricul-
tural purposes.

(3) The grazing on land by a horse or other animals kept 4s a nobby
and not as a part of a bona fide agricultural enterprise sunall not be
consiaered a pona fide agricultural operacion.”
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Section 4. Section 15-23-611, MCA, is amended to read:

"15-23-611. Surface ground and 1mprovements not exemp\io
--down-hole equipment exempt. (1) Nothing in this part must
be construed so as to exempt from taxation the surface
ground, improvements, buildings, erections, structures, or
machinery placed upon any m:re 0il or gas well or supplies
used in connection therewith.

(2) Down-hole equipment in oil or gas wells constitu-
ting casing installed in the ground and machinery installed
below ground in the casing of a producing oil or gas well
is not considered to have a value separate and independent
of the well and is exempt under (sectiocon %3.""

Renumber subsequent sections and preface them with "NEW SECTION."
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