MINUTES OF THE MEETING
TAXATION COMMITTEE
50TH LEGISLATIVE SESSION
HOUSE OF REPRESENTATIVES

February 16, 1987

The meeting of the Taxation Committee was called to order by
Chairman Ramirez on February 16, 1987, at 8 a.m. in Room
312B of the State Capitol.

ROLL CALL: All members were present. Also present was Dave
Bohyer, Researcher, Legislative Council.

CONSIDERATION OF HOUSE BILL NO. 565: Rep. Paul Pistoria,
House District #36, sponsor of HB 565, told the Committee
the bill is identical to HB 851 which was killed 1last
session. He said the bill would tax private school buses
and provided Exhibit #1 in support of the bill. Rep.
Pistoria said counties will 1lose $256,000 in revenue,
according to the fiscal note, and added that he personally
observed private use of three buses, licensed as school
buses, in the Great Falls area.

PROPONENTS OF HOUSE BILL NO. 565: Gene Phillips, Flathead
4-H Foundation, said he was originally opposed to the bill,
but would support it with the changes made.

Gordon Morris, Montana Association of Counties, stated his
support of the bill.

OPPONENTS OF HOUSE BILL NO. 565: HB 565 was originally
scheduled for hearing on February 10, 1987. Because the
sponsor had a conflict that date, and because opponents
would not be able to return for a rescheduled hearing, their
testimony was heard on February 10, 1987.

QUESTIONS ON HOUSE BILL NO. 565: Rep. Raney asked how
exemptions were determined now. Greg Groepper, DOR replied
that DOR takes the work of the bus companies and depends
upon the public for policing bus use. He stated that DOR
has reversed a few exemptions, adding that the situation is
fairly difficult to monitor.

Rep. Asay asked how great the number of violations is. Greg
Groepper replied his office receives 6-7 calls per year.

CLOSING ON HOUSE BILL 'NO. 565: Rep. Pistoria asked the
Committee to give the bill favorable consideration, and
closed without further comment.

CONSIDERATION OF HOUSE BILL NO. 512: Rep. Bob Ream, House
District #54, sponsor of HB 512, provided amendments (Exhib-
its #2 and #3), and told the Committee taxation of aircraft
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is not a new issue. He said he believes it is time to lower
the tax on aircraft and substitute a fee in lieu of taxes.
Rep. Ream also provided a county-wide comparison of taxes on
aircraft (Exhibit #4).

Rep. Ream commented that the fiscal note shows 3,320 regis-
tered aircraft in the state, but only 1,825 of those are
registered by Montanans. He said revenue would be returned
to the state if legislation were passed to entice aircraft
owners to register such craft in Montana.

PROPONENTS OF HOUSE BILL NO. 512: Steve Brown, Montana
Pilots Association and Montana Aviation Trades Association,
stated his support of the bill.

Ted Mathis, Gallatin Field airport manager, and Chairman,
Montana Aeronautics Board, read from a prepared statement in
support of the bill (Exhibit #5), and provided a statement
from Bruce-Andersen Co. (Exhibit #6).

Mike Riggerstaff, Montana Aviation Trades Association, read
from a prepared statement in support of the bill (Exhibit
$#7) .

Bill Bartlette, Corporate Air, Billings, also read from a
prepared statement (Exhibit #8).

John Crowley, Washington Construction, read from a prepared
statement in support of the bill (Exhibit #9). He said his
company presently owns two jets, and paid $17,000 in taxes
on a 19 year old plane and $12,000 on a 14 year old plane.
Mr. Crowley said Idaho taxes each aircraft at a flat fee of
$100, and that his company pays $1.5 million in taxes in
Montana. He stated such an amount is unreasonable and that
Washington Construction is considering moving its planes to
a base in Idaho. He urged the Committee to give the bill
favorable consideration.

Jim Pickens, Salt Lake City and native Montanan, told the
Committee he sells turbo-prop aircraft. He explained that a
new King aircraft purchased in Montana would be taxed at
$89,000, or $220 per hour in personal property taxes.

Gordon Berry, Kalispell retail merchant said he was recently
forced to sell his plane because he could not afford to pay
the Montana tax.

Ray Thompson, Semi-Tool, Kalispell, advised the Committee
his business has brought $70 million into the state, with
35% of business coming from Europe and 30% from the San
Francisco area. He explained he is forming a new business,
Semi-Therm, which will be 8-10 times larger than Semi-Tool,
and is looking at headquartering the business in Idaho,
because of the tax situation in Montana.



TAXATION COMMITTEE
February 16, 1987
Page 3

Steven Baldwin, Aerotronics, Billings, said he sells and
services aircraft radio systems in the state, and that in
the past two years he has experienced a 40% reduction in

gross revenue sales. Mr. Baldwin stated he was forced to
close his Great Falls office and to reduce his staff by two
persons in Missoula. He said aviation is a large industry

in Montana and that those aircraft owners who do not regis-
ter in Montana put the burden on others in the state who do.
Mr. Baldwin provided copies of pamphlets for committee
review (Exhibit #8).

Bill Rodgers, Lewistown, Chairman of the helicopter divi-
sion of the Montana Aviation Trades Association, said he
paid $219,000 for a new helicopter 8 years ago, and was
taxed $7,900 in 1986. He said the tax in Oregon for the
same aircraft is $90, giving Oregon operators a contract
advantage for government work.

Willie Grimby, Lewistown, told the Committee he has operated
his own flying services for 27 years. He said the Montana
tax makes operating costs higher and puts Montana operators
at a disadvantage in competing with out of state operators.
Mr. Grimby stressed that fees for older aircraft and
ultra-light aircraft need to be addressed in the bill.

Fred Lark, Montana Aeronautics Division board member, and
representative of the Montana Pilots Association, told the
Committee he is in the broadcasting business and travels the
U.S. He said general aviation is a tool for use of capital
and recommended that the Committee pass the bill in an
effort to create a pro-business environment.

Bob Dorn, Co=-pilot, United Industry, Billings, advised that
1986 taxes represented 30% of operating costs, or $152 per
hour, at $40,000 annual tax, to his business. He explained
that in a recent survey, it was found that 6 of 9 aircraft
in the state are not registered in Montana. He urged the
Committee to support the bill.

Robert L. Johnston, Lewistown attorney, told the Committee
11 of his clients are appealing aircraft taxes right now.
He said DOR selects only parts of aircraft blue books for
appraisal, and suggested that a fee system would eliminate
the possibility of litigation. He, too, urged the Committee
t0 pass the bill.

Guy Wilson, Lewistown farmer, said he is seeking equity in
taxation, and compared taxes on aircraft to those on farm
equipment that he has been able to depreciate out, while
taxes on the aircraft have increased.

Mike Ferguson, Administrator, Aeronautics Division, Depart-
ment of Commerce, said it is impossible right now to make
certain that every aircraft in Montana is registered.
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OPPONENTS OF HOUSE BILL NO., 512: Dave Hartman, Executive
Secretary, Montana Education Association, said passage of HB
512 would result in a reduction of $1.5 million in educa-
tional funding.

QUESTIONS ON HOUSE BILL NO. 512: Rep. Gilbert stated that
if registration of aircraft in Montana were properly en-
forced, there would be no financial threat to funding of
education. Mr. Ferguson replied that 40-50% of aircraft in
the state are not registered in Montana, which is quite an
offset.

Rep. Hoffman asked what percent of ad valorem tax a fee
would be. Rep. Ream replied it would be about one-third of
the present tax.

Rep. Patterson asked if the fee would be based upon electri-
cal equipment in the plane as well. Rep. Ream replied it
would not, and said such equipment is not taken into consid-
eration under present assessment procedures.

Chairman Ramirez asked Rep. Ream if he would be willing to
make the bill effective, assuming a loss of revenue and
either the passage of or a ballot on the sales tax. Rep.
Ream replied he would be inclined to go with a fee system
bill right now, even if the sales tax is imposed. He
commented that the fee system could be adjusted downward
later on, if necessary.

CLOSING ON HOUSE BILL NO. 512: Rep. Ream advised the
Committee that aircraft are quite different from other Class
8 property, and said he believes the Aeronautics Division
has the best handle on aircraft in Montana as well as
seasonal operators. He stated that last year, more than 40
tax appeals were filed on aircraft in Montana, and that only
7 of 44 non-commercial aircraft parked at the Billings
airport were registered in the state.

CONSIDERATION OF HOUSE BILL NO. 634: Rep. Orval Ellison,
House District #81, sponsor of HB 634, said the bill ad-
dresses special mobile (SM) plates, which are not subject to
the fee system. He explained the plates signify that
personal property taxes on a piece of equipment have been
paid, and are designed most specifically for road construc-
tion equipment.

PROPONENTS OF HOUSE BILL NO. 634; There were no proponents
of the bill.

OPPONENTS OF HOUSE BILL NO. 634: There were no opponents of
the bill.

QUESTIONS ON HOUSE BILL NO. 634: There were no questions on
HB 634.
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CLOSING ON HOUSE BILL NO. 634: Rep. Ellison closed without
comment,

DISPOSITION OF HOUSE BILL NO. 634: Chairman Ramirez made a
motion that HB 634 DO PASS. The motion CARRIED unanimously.

CONSIDERATION OF HOUSE BILL NO. 527: Rep. Dan Harrington,
House District #68, sponsor of HB 527, said the bill would
put a 20% surtax on income for corporate and individual
income tax payers, with a portion of that revenue distribut-
ed to counties on a population basis. Rep. Harrington said
he hoped the bill would go into the Income Tax Subcommittee
until the Committee is ready to make some decisions in this
area.

PROPONENTS OF HOUSE BILL NO. 527: Gordon Morris, Montana
Assoclation of Counties, said he supported this approach to

property tax relief.

Terry Minnow, Montana Federation of Teachers and Federation
of State Employees, stated her support of the bill as an
effort to raise revenue for services in the state.

Alec Hansen, Montana League of Cities and Towns, stated his
support of the bill.

Al Samson, Missoula City Council, stated his support of the
bill, and said it is needed to replace revenue taken from
local governments in the past.

Terry Carmody, Montana Farmers Union, read from a prepared
'statement in support of the bill (Exhibit #/0.

OPPONENTS OF HOUSE BILL NO. 527: There were no opponents of
the bill.

QUESTIONS ON HOUSE BILL NO. 527: Rep. Raney asked why the
Department of Commerce would administer distribution of the
funds. Rep. Harrington replied that DOC is involved in many
community functions now.

Rep. Raney asked how money would be distributed to counties
and school districts. Rep. Harrington replied distribution
would be based upon population, similar to what it is now.

Rep. Gilbert asked if there would be no reduction in govern-
ment. Rep. Harrington replied it would be up to the coun-
ties to decide that factor.

Rep. Gilbert asked if the bill were not merely a tax shift,
as the income taxpayer would be making up for I-105. Rep.
Harrington replied it would mean a shift, no matter how the
situation is resolved, if services are going to be main-
tained.
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Rep. Ellison asked if the bill would not create inequity
among taxing jurisdictions. Rep. Harrington replied that
any system has its problems, but larger populations require
more services. He said the property tax base is deteriorat-
ing badly in some areas now.

Rep. Ellison asked if sparsely populated areas would cost
more than densely populated areas. Rep. Harrington replied
the effect would be just the opposite.

Rep. Williams said the fiscal note states that $20 million
will go to the foundation program in FY88-89, and asked if
this were a break even point from other 1losses. Rep.
Harrington replied it would be hard to say without knowing
what bills will be passed.

Chairman Ramirez asked if the $24 million for 1988, in the
fiscal note, would go to the counties or to the general
fund. Rep. Harrington replied the bill could be amended
both ways.

Gordon Morris, MACO, responded that on page 2, section 4 of
the bill, 16 2/3% of the surcharge goes to local government
property tax relief and the remainder, to the general fund.

Chairman Ramirez asked if that were enough property tax
relief, and stated it is his belief that it isn't. He
stated that $17 million in 1988 and $21 million in 1989 will
provide only a 2-3% reduction in overall property tax
relief, which would not be enough to satisfy the majority of
taxpayer concerns in CI-27,. Rep. Harrington replied he
hoped it would be sufficient.

Chairman Ramirez explained that a 40% surcharge in 1989 is
necessary to achieve a 20% reduction in property taxes, and
asked if the Committee needed to amend the bill to meet this
level. Rep. Harrington replied it is possible that only
9-10% property tax relief can be provided, and said the
problem will have to be addressed when the Revenue Estimat-
ing Subcommittee meets during the coming week. He added
that more would be known at transmittal.

Chairman Ramirez asked if the 20% surcharge would come on
top of the 20% windfall. Rep. Harrington replied that it
would.

CLOSING ON HOUSE BILL NO. 527: Rep. Harrington explained
that in 1981, the inventory tax was cut, and tax indexing
and fees on vehicles were implemented. He told the Commit-
tee he believes the bill is progressive and would replace
this revenue.

- CONSIDERATION OF HOUSE BILL NO. 395: Rep. Ray Brandewie,
House District $#49, sponsor of HB 395, said he believes it
is important that the Legislature address a cap on property
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taxes (Exhibit #9). He explained his exhibit is based on
LFA information and proposes a 3/4 of 1% cap on personal
property. Rep. Brandewie said he realizes this is not
possible, and said the second page denotes different proper-
ty classes and taxable and market value as of 1986. He
added that he believes there will be a property tax consti-
tutional amendment in 1988.

PROPONENTS OF HOUSE BILL NO. 395: There were no proponents
of HB 395.

OPPONENTS OF HOUSE BILL NO., 395: Gordon Morris, MACO, told
the Committee he believes that, based on §$27 billion, a
reduction of 3/4 of 1% would raise $207 million, compared to
the current level of $590 million, for a net loss of $393
million. He said he would resist the effort to put this
bill on the ballot.

Alec Hansen, Montana League of Cities and Towns, said he
agreed with Mr. Morris on the severity of the loss of
property tax revenue. He stated he sees a problem with
application of rates across the state, and said Anaconda,
for example, has the highest mill levy, but the lowest cost
of government. Mr. Hansen stated that, in his estimation,
195 mills would come out even, and the more mills, the
greater the loss of revenue.

Mr. Hansen explained Richland County would experience an 8%
loss, while Deer Lodge County would experience a 59% loss.
He said applying a flat rate does not recognize the radical
variation of values across the state.

Al Samson, City of Missoula, advised the Committee there are
three different school districts and urban transportation
districts in Missoula, which could be paid for from 3-4
different levies. He asked what happens then, and if each
district would get prorated cuts for different services., He
added that the bill would cut revenue by 64% in Missoula.

Ron Preston, Finance Officer, City of Missoula, requested
that the Committee kill the bill.

TECHNICAL COMMENTS ON HOUSE BILL NO. 395: Greg Groepper,
Property Assessment Division Administrator, DOR, told the
Committee DOR effective tax rates are under 1.5%, but in
excess of 1%, He said that more specifically, real property
is at 1.14% and personal property, at 1.5%.

Chairman Ramirez requested the effective tax rate for real
and personal property by class. Greg Groepper replied that
providing this information by class is misleading, as there
is no even distribution.
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Rep. Raney requested tables using average statewide mill
levies.

CLOSING ON HOUSE BILL NO. 395: Rep. Brandewie explained
that bonding and SID's are addressed on page 1, line 20,
contrary to statements made by opponents from Missoula.

DISPOSITION OF HOQUSE BILL NO. 565: Rep. Williams made a
motion that HB 565 DO PASS, and commented that his committee
bill would take care of non-profit, licensed hospitals.

Rep. Patterson said he believes the Committee is going
around in circles, because school districts will end up
paying for the legislation.

Rep. Gilbert stated one could find a thousand exemptions,
based upon the current situation.

Rep. Hoffman stated he believes HB 565 is a good bill and
would take the load off local governments.

Rep. Asay reminded the Committee that education testified
they would lose funds if the bill were to pass.

Rep. Ream asked if the effective date could be set back to
allow for changes in contracts. There was no response.

Rep. Ream made a motion to amend the bill's effective date
to "after December 31, 1988", and then asked to reconsider
his motion and to change the date to "after December 31,
1987". The motion CARRIED, with all members voting aye,
except Reps. Raney, Ramirez, and Asay, who voted no.

Rep. Williams made a motion that HB 565 DO PASS AS AMENDED.
The motion CARRIED, with all members voting aye, except Rep.
Ream, Asay, and Keenan, who voted no.

DISCUSSION OF OTHER BUSINESS: Chairman Ramirez advised that
no bill hearings would be scheduled for the coming week, to
allow the Committee to review pertinent bills and subcommit-
tees to meet on income and property tax issues.

Rep. Schye stated he was concerned that some bills which
have not been heard may need to meet transmittal. Chairman
Ramirez advised he was attempting to work out an agreement
whereby any bills in Taxation or Appropriations would be
considered revenue bills.

Greg Petesch, Staff Attorney, Legislative Council, advised
that Rep. Ream's aircraft bill doesn't have to meet trans-
mittal, and could be considered either an appropriations or
a revenue bill.
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ADJOURNMENT : There being no further business before the
Committee, the meeting was adjourned at 11:55 a.m.
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STANDING COMMITTEE REPORT

FIBRUARY 16 19 87
Mr. Speaker: We, the committee on JOUSE TAXATION
report____ SOUSE BILL R0. 3565
&Xdo pass ] be concurred in (0 as amended
J do not pass (] be not concurred in (O statement of intent attached

Pepresentative Jack Ramirex, Chairman
Be anended as follows:

1. <itle, line 7
Pollowing: °“PUAPISLsS:”
Strike: "“AlD"
Tollowing: “MCA®
Insert: “;AHD PROVILING AM APPLICARILITY DATE"

2., Page 5, line ¢
Following: 1line 3
Insert: “fection 3. Applicability. 7This act applies to tax years
beginning after December 31, 1987.”7

PIRST WHITE

color

reading copy {
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STANDING COMMITTEE REPORT

PELRUARY 16 19 87
Mr. Speaker: We, the committee on EOUSE TAXATION
report HOUSE BILL 0. 534
EKdo pass 0 be concurred in 0 as amended
(J do not pass (] be not concurred in (] statement of intent attached
Representative Jack Ramires, Chairman
FIRST reading copy (- WHITZ )
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gency seeks to tighten up exemption

- Tribune Capitol Burean

HELENA — The state Revenue
Department Friday suggested limit-
ing tax exemptions for parsonages to
“‘ordained clergy” rather than just to
“clergy” as the law now reads.

But members of the Legislature’s
Revenue Oversight Committee
thought that could open up exemp-
tions to mail-order “phoneys™ while
" denying them to genuine ministers
who don’t believe in ordination.

Gregg Groepper, head of the de-
partment’'s Property Assessment
Division, said applications for tax ex-
emptions on the residences of reli-
glonists range from ‘“‘the legitimate
to the bizarre.” About 90 percent are

legitimate, he said.

' “We have had people say, ‘I am
the churcl. therefore my house
ought to be exempt,’” he said.

denies the application, he said. If it is
upheld by the State Tax Appeal
Board, then the exemption is applied
to others in similar situations.

The department suggested limit-
ing the exemptions to ordained
clergy to tighten up the law, which
was passed in 1975.

Sen. Bill Norman, D-Missoula,
replied that he could get ordained by
mail from Los Angeles, and won-
dered about religions who don’t or-
dain, such as the Hutterites and Men-
nonites.

Rep. Dan Yardley, D-Livingston,
noted that the state had long been ex-
empting parsonages as part of the
general exemption for religious
property. The 1975 Legislature was
merely trying to “legalize the status
quo" he said, not grant broad new

“They call themselve? clergy and * Paul Pistoria, D-Great Falls,
womhlpbythemselves * %3 belore the commlitiee to

When in doubt, the department

T Thedeparimert 1o task Too

granting _exemptions {0 private

school bus tors after the Legis- ‘Schustertoldﬂnecommi ce there
m""m%?@geam
evenue too much WS ref x_m § what are termed 1

P ning 1SS! mmm.f’mw

ntiouated’ tery NOIORY .is
‘‘ver heral interp ‘-‘;:'c‘
v B m"*" 1308
@@ said. “The; mf“lm'u an
Mel Williams, D-Laurel qu. Do, L0 A lul lmW
Was "hol_the Int to' t attitude.” T SO ”‘(‘
commi also discussed the

confusion surrounding exemptions

% department’s reasoning, ac- for ‘‘quasi-government” entities.
cording to lawyer Larry Schuster, is Rural fire districts recently sought
that as long as the property is used exemption for all their personal and
exclusively Tor an educational use, real property, according to Schuster.
the fact that it’s tely owned is “Perhaps there is a valid public
fE&. policy reason for exempting such

"y




FLATHEAD L4L-H FOUNDATION 1vnc.

"SERVING YOUTH - OUR MOST PRECIQUS RESOQURCE"!

March 26, 1985

- Bud et T, 30,1945

Ve

Paul Pistoria H‘%' 5.65 _C)qg—]%

House of Representatives
Capitol Building
Helena, Montana 59601

Dear Rep. Pistoria,

The Flathead 4-H Foundation is very appreciative of your efforts support-
ing amendments to ﬁ% 85] which kept 4-H owned camp property tax exempt
under Montana Law. e Flathead 4-H Foundation built a camp at Loon Lake
near Bigfork in 1981-82 and it was an arduous task involving lots of
volunteer labor and donated materials.

The camp has been a very useful facility for 4-H in Western Montana since
all the western counties use it for camping programs. HB 851 as origin-
ally written would have placed the facility back on property tax rolls
even though the Flathead 4-H Foundation has its own 501(c)3 federal tax
exemption. We would have been treated differently than other youth group
owned property. It would have forced large increase in our camp use fees,
and we try to provide camping experience to youth at minimal cost.

Therefore, we thank you -sincerely for your support and efforting in
successfully amending HB 851.

In appreciation,

L ' | 7 ‘7/{1{ k,/L{ Lo ¢ ﬁ(“ LIRS
Darrell E. Fenner, Extension Marjerie Olsen, Chairman
4-H Program Coordinator Flathead 4-H Foundation

Flathead County

J!'\

s



HOUSE BILL 512 - Aircraft Fee

Summary by sponsor - Bob Ream

What does this bill do?

-- Removes aircraft from class 8 property.
~- Substitutes a fee in lieu of class 8 taxes.

-- Gives Montana Aeronautics Division responsibility for
collecting the fee.

-- 90% of fees collected will go back to the counties where
collected, and distributed as before.

-- A penalty of five times the fee will be assessed to anyone
that fails to register an aircraft.

-- The fee will lower the effective tax rate on each aircraft.

Why do we need it?

-- Montana aircraft taxes are way out of line with other states.
-=- Many aircraft have been moved out of Montana.

-- The present system for assessing, collecting and enforcing the
tax simply is not working because:

a. Many aircraft registered in Montana are not taxed (only
1825 of 3320 registered pay the tax.

b. Aircraft are very mobile personal property.
c. Aircraft are often moved to other states.

d. Aircraft are often kep£ at an airport away from the
property owner, often in a different county.

e. The Montana Aeronautics Division registers aircraft, but
taxation is carried out as with other property tax.

-- Montana commercial aircraft operators are at a competitive
disadvantage with seasonal operators from other states for
spraying, fire surveys, fire fighting, and other contracts,
because of our tax. Although, they are supposed to register
their aircraft and pay the tax, most do not.




PROPOSED AMENDMENTS
o s 2

1. Page 2, lines 21 and 22.

Following: '"account" on line 21

Strike: "of the agency fund type"

Insert: "in the state special revenue fund"

db/dw3\amends\h512-1

T
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TESTIMONY IN FAVOR OF HB512 ”Q"“‘&é“
"An Act Imposing a Fee in Lieu of Tax on Aircraft"

by Ted Mathis, Chairman, Montana Board of Aeronautics

My name is Ted Mathis. I am the Airport Manager at
Gallatin Field, Bozeman, and serve as Chairman of the Montana
Board of Aeronautics and President of the Montana Airport Management
Association representing the airport operators of our state.

The State Aeronautics Board has representatives from:
Montana's Fixed Base Operators and Flying services,

Montana Pilots Association, Airlines serving Montana,

League of Cities and Towns, State Chamber of Commerce, County
Commissioners, Aviation Education, and the Montana Airport
Management Association. The Aeronautics Board uﬁanimously supports
this bill as does the Montana Airport Management Association.

In recent years we have seen a terrible outward migration
of general aviation aircraft and associated jobs. We have also
witnessed corporate officials who were considering basing aircraft
in Montana, take their aircraft and associated jobs elsewhere once
they discovered how much the tax bill would be in Montana. At our
airport, the number of based aircraft has dropped from 117 to 87 in
the past two years. Other airports throughout the state report
similar declines.

If our valuable general aviation industry is going to
continue to prdvide service to_Montana and jobs for Montanans,
we must have a more equitable tax system for these aircraft.

We urge your favorable support of House Bill 512.
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B@ Bruce-Andersen Co., Inc.

STATEMENT BY
BRUCE-ANDERSEN CO., INC.

IN SUPPORT OF HOUSE BILL 572

Bruce-Andersen Co., Inc., is a Small Business Construction Company
with its Home Office in Bozeman, Montana.

It performs construction work throughout Western United States.
while good business and economics would suggest establishing its
main office in California, it maintains its Main Office in Bozeman
only because the owners of the company like the life style there.
The company employs 10 local people and pays State Income Taxes
and local Property Taxes.

To maintain its office in Bozeman and to administer its
construction work in other states, it has acquired a Cessna
Ccitation corporate jet. It pays in excess of $18,000 a year in
local property taxes.

This is excessive and oppressive--no adjoining state charges this
size of tax. It is anti-small business. It is this type of tax
treatment that scares off small business from the state.

House Bill 572 is an equitable approach to this problem. It
deserves your support.

BRUCE-ANDERSEN CO., INC.

~ ~—Yice .President
N_—~ Contract Administragion

P O. Box 1370 e Bozeman, Montana 58771-1370
(406) 587-0771
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SUMMARY OF TESTIMONY BEFORE THE HOUSE TAXATION COMMITTEE ON HBSiZ2,
FEBRUARY 16, 1987

w House Bill 512 will result in everyone who owna an aircraft in Montana
paying an equitable annual fee. Thia bill is much more than a revenue
bill it addresseas a very serious commerce issue, the ability of
corporations to operate from Montana. Passage of this bill will:

1. Keep aircraft and jobs in Montana.

2. Allow aviation business in Montana to compete with
operators in neighboring states.

3. Foster and promote additional aircraft to base in
Montana.

4. Be equitable to all aircraft owners.

S. Be easier to enforce.

HBS512 ias not revenue neutral but neither ias the current law. Ailrcraft
are leaving the state and lowering the tax base. For example, the
taxable value of aircraft in Cascade county has gone from £662,000 in
1583 to 8356,000 in 198S. In Yellowstone county it went from
$1,419,000 in 1984 to 1,115,000 in 1985.

The legislature can take action now and by imposing realistic feea on
aircraft keep the aircraft and jobs in Montana or do nothing and lose
the revenue by losing the tax base.

HISTORY:

In 1978 an attempt was made to lower taxes on aircraft when the tax on
Class 8 property was changed from 20% to the current 11%. At the same
time the way aircraft were appraised was changed. Thia change
increased the appraised value of aircraft by 268%. The net result was
that in 1978, 180 fewer aircraft were on the tax rolls but the taxable
value of those aircraft increased by more than 1-million dollars.

Department of Revenue figures show that the taxable value of aircraft
has remained relatively unchanged since 1978, although there were 251
more aircraft paying taxes jn 1985 than in 1978. This ias the issue.
Aircraft of higher value are being registered in adjoining states
where registration and/or taxes are significantly lower.

YEAR NUMBER APPRAISED VALUE TAXABLE VALUE
1875 1,400 $12,343,952 $2,468,781
1976 1,527 13,909,967 2,781,993
1977 1,708 16,637,630 3,327,526
1978 1,528 39,896,057 4,388,569
1979 1,520 40,613,239 4,467,456
1980 1,455 39,058,875 4,296,476
1981 1,515 44,695,436 4,916,503
1982 1,511 43,187,348 4,750,608
1983 1,410 42,416,996 4,624,342
1984 1,783 49,990,719 5,499,157
1985 1,789 41,829,770 4,601,855



MATA and MPA Summary of Testamony HBS12....3

Taxation in Surrounding States conducted by the Montana Department of
Aeronautics February 1986)

Current Tax Structure Inegquitable: Currently only about 357% of
Montana aircraft owneras are paying taxes. Federal Aviation
Administration records indicate that 3,800 aircraft are registered in
Montana. Although some of these aircraft might have been sold or have
left the astate, the Department of Aeronautics estimates that there are
between 3,000 and 3,200 aircraft in the state.

Department of revenue figures show that 1,825 aircraft were taxed last
year.

Enforcement: Current law ia not enforceable as evidenced by the fact
that almost half of the aircraft registered in Montana are not being
taxed and the cost of enforcement under current law 1is excessive
considering the amount of tax generated. County aasessora had to
prepare for appeal hearings involving almoast one third of the aircraft
assessed last year.

HBS512 tranasfers responsibility for enforcement from the Department of
Revenue to the Department of Aeronautics. The Department of
Aeronautics has accesas to the information neceasary to find and bill
current aircraft owners.

HB512 also provides for the paying of a fee by tranaient aircraft
which will enable Montana buasinesaes to compete on the same basis with
out of state operators

HB314 NOT THE ANSWER TO THE AIRCRAFT TAX PROBLEM:

HB314 would lower Class 8 property taxes from 11% to 6%. Although
this bill would provide a great amount of tax relief to other Class 8
property owneras it would not solve the commerce issues of aircraft.
Nor would HB314 address the equity problems caused by the lack of
depreciation in aircraft values.

Lowering the tax on a corporate jet from %$100,000 to $55,000 would not
bring aircraft back to the State. Lowering operating costas to pay
taxes from $79 to 43 per hour for a helicopter operator will still
not allow him to be competitive with out of state operators. Only
HBS12 will accomplish this.
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GREAT
FALLS AREA
CHAMDER CF COMMERCE

P.O. BOX 2127

926 CENTRALAVENUE

GREAT FALLS, MONTANA 59403
(406) 761-4434

February 2, 1987

TO: House Taxation Committee
Cascade County Legislative Delegation

FROM: Roger W. Young, President
SUBJECT :: ATRCRAFT TAXATION REFORM

Following a recommendation from the Transportation Committee, the Chamber’s
Board of Directors went on record to endorse HB 512 sponsored by Rep Bob
Ream which would replace the property tax on non-airline aircraft with a
sliding fee scale based on the type and age of aircraft. For example, the
charge for a new corporate jet would drop from a property tax of about
$100,000 to a $3,000 fee. The same aircraft would be taxed only about $125
in Idaho, Oregon and Washington. The Transportation Committee maintained
that although this represents a loss of revenue to state and local
governments, the revenue is being lost anyhow. Due to the high unfair
rates, the state is having fewer and fewer aircraft to tax, especially the
more expensive corporate jets which are being based out of state.



V
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o Airport .
« Industrial ASSOClates
« Planning Post Office Box 597 « Phone 406-388-1882
* Research Belgrade, MT 59714
February 4, 1987
RE: H B 512 S
: ° 2/ 77
MEMO TO: Dorothy B. Dick C. Walter S. John V. Norm W. " 7, o
FROM: Jim Monger P S

Good morning Gallatin Representatives,

First, and most ‘important, you are doing great and hang
in there!

House Bill 512 is beyond a doubt the BEST piece of aircraft
taxation legislation I've seen introduced in twenty years.

It will result in everyone who owns an aircraft paying an
equitable annual fee. The way it is now, the personal property
tax imposed on aircraft in Montana has caused major businesses,
such as some Super Markets and Banks, and many other big money
folks and corporations, to avoid taxes by basing their aircraft
in neighboring states when they should be in Montana. As much as
I hate to say it, this truly is an example of what we have all
been accused of, and that is having an anti business attitude in
Montana.

The existing law also causes many Montanans who own aircraft,
to simply not register them, thus avoiding the exorbitant property
tax. Sure its illegal, but its easy, and maybe as many as 40%
of all aircraft owners in the state have been caught up into this
dishonest practice. They feel the gamble of being caught is no
big deal because the penalty isn't that bad, and they know no-
one is enforcing it. This would not be true with the registration
fee as set forth in H B 512.

Anyway the new bill will:

Be equitable to all aircraft owners, jets as well as cubs,
Foster and promote additional aircraft to base in Montanra.
Create new aircraft purchasing in Montana.

Be easier to enforce the new law.

Will in time, result in even a greater fee income as
compared to the present tax income paid by a few.

when House Bill 512 goes into committe and when it hits
the floor, I respectfully urge your support to it's passage.

If at any time I can be of assistance to any of you, please
give me a call.

Thank you for your interest and time,

) oy Hieae Tage
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Paul R. Palmer 417 East Idaho. Suite #

Registered Recreseniative Post Ctfice 8ox 307

(406) 752-1400 . Katispell, MT. 59903-307
Thursday

December 11, 1986

State of Montana
Aeronautics Division
ATTN: Mike Ferguson
P. O. Box 5178
Helena, MT 59604

RE: Airplane Taxation

Dear Mike:

As in the past, we are asking for your assistance. Enclosed,
herewith, you will find a letter accompanied by many signatures
which protest the current Montana taxation system for airplanes.
Although this represents only a small portion of the people that
are against the present structure, it can give you an idea of

the type of public input that would be available if needed.
Please see that the technical advisory committee for the aviation
board is given a copy as well as any other board or government

body that could influence a positive decision.

Respectfully submitted,

Sl Sopprer
Paul R. Palmer
PRP/sp

enc.

%,
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October 03, 1586

TO WHOM IT MAY CONCERN, AND WE DO HOPE YQOU ARE
CONCERNED:

We, the undersigned, respectfully solicit your support in
providing EQUITABLE TAXATION QF AIRPLANES.

Points to consider:

A. Planes are excessively taxed when compared with other
transportation of similar value (motor hames and
automobiles).

B. Although planes are taxed as farm machinery (which they
are not) the depreciation schedule allowed for the
machinery is NOT allowed for aircraft, book value is
used instead.

C. Montana is isolated because of the geographic location,
minimal highways, and lack of population. Does
it make sense to penalize a system that can provide
a key for obtaining business and tourism?

E. The airports in Montana are largely supported by the
FAA, thus providing opportunity for economic growth
at a minimum cost to the state.

PLEASE draft and support a legislative biil that will make

RECOMMENDATION:
Tax aircraft in the same class as a motor vehicle with
a maximum limit equal to the same laws governing the
RV’s within our state.

Do not increase the aviation gas tax, it is aiready to a
rate that should be considered maximum.

Thank you for giving attention to a very important but
understated problem.

SUBMITTED BY THE FLATHEAD HANGAR OF THE MONTANA PILOT ASSOC.
AND CONCERNED CITI!ZENS. '
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TO THE MONTANA

We, the pllots and taxpayer

the enactuent of the bill advoca

STATE u.GISLATO?S

s of Montana, strongly urge

ting a fixed Fee reglstration

in 1lleu of the present unfalr groperty tax being imposed on

alrcraft,
Passage of thls bill would

craft and thelr related actlivity

a stronger obusiness climate, but would also place Montana

(although still higher), in clos

states collect,
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- TO THE 4ONTANA S5T.7a LEZLI3LATORS
-
We, tne pllots and taxpayers of Montana, stron:ly ur:ce
; the enactuent of the olll advocating a fixed Fee resistration
in lleu of the prescnt unfalr rroperty tax beilng luposed on
- alrcraft. |
: Passage of tals bill would not only gencrate more aire-
= craft and thelr relzted activity ia the state, therdy creating
; a stronger ousiness cliwmate, but would also place Montana
, (although still higher), in closer parity to the fee other
- states collect.
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de, the pllots and taxpayers of Montana, strongly ur.e
* the enactuent of the olll advocating a2 fixed Fee resistration
ia lleu ¢f the present unfalr rroperty tax belng luposed on
alrcraft.
Paésage of thls bill would not only zencrate more air-
cra{t and thelr related activity 1n the state, therby creating

& stronger business climate, but would also place Montana

(although still higher), in closer parity to the fee other
states collect, %
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TO THE MONTANA STATE LEGISLATORS

We, the pilots and taxpayers of Montana, strongly urge

the enactuent of the bill advocating a fixed Fee registration

in lleu of the present unfalir property tax being imposed on

alrcraft.

Passage of this bill would not only generate more alr-

craft and thelr related activity in the state, therby creating

a stronger business climate, but would also place Montana

(although still higher),

atates collect,
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TO THE MONTANA STATE LEGISLATORS

We, the pllots and taxpayers of Montana, strongly urge
the enactuent of the bill advocating a fixed Fee reglstration
in lieu of the present unfalr property tax belng imposed on
aircraft.

Passage of thls bill would not only generate more alir=-
craft and thelr related activlﬁy in the state, therby creating
a stronger business climate, but would also place Montana
(although still higher), in closer parity to the fee other

states collect,
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TO THE MONTANA STATE LEGISLATORS

We, the pllots and taxpayers of Montana, strongly urge
the enactuent of the blll advocating a fixed Fee reglstration
in lieu of the present unfair property tax being imposed on
aircraft.

Passage of thls blll would not only generate more air-
craft and thelr related activity in the state, therby creating
& stronger business climate, but would also place Montana
(although still higher), in closer parity to the fee other

states collecte.
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TO THE MONTANA STATE LEGISLATORS

We, the pllots and)taxpayers of Montana, strongly urge
the enactuent of the bill advocating a flxed Fee reglstration
in lieu of the present unfalr property tax being imposed on
ailrcraft,

Passage of this bill would not only generate more air-
craft and thelr related activity in the state, therby creating
a stronger business climate, but would also place Montana
(although still higher), in closer parity to the fee other

states collect.
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TO THE MONTANA STATE LEGISLATORS

We, the pllots and taxpayera of Montana, strongly urge

the enactument of the blill advocating a fixed Fee reglstration

in lieu of the present unfalr property tax being imposed on

aircraft.

Passage of this blll would not only generate more air=-

craft and thelr related actlivity 1n the state, therby creating

a stronger business climate, but would also place Montana

(although 8till higher), in closer parity to the fee other

states collect.
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TO THE MONTANA STATE LEGISLATORS

We, the pllots and taxpayers of Montana, strongly urge
the enactuent of the bill advocating a fixed Fee registration
in lieu of the present unfalr property tax being lmposed on
aircraft.

Passage of this blll would not only generate more alr-
craft and thelr related activity in the state, therby creating
a stronger business climate, but would also place Montana
(although still higher), in closer parity to the fee other

states collect,
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We, the rilots and taxpayers of Montana, strongly ur:e
- the enactuent of the billl advocating a fixed Fee reslstration

in lleu of the prescnt unfalr property tax being imposed on

-
alrcraft.
it passage of this ©ill would not only generate more air-
craft and thelr related activity in the state, therby creating
- a stronger vcusinegs climate, but would also place Montana
; (although still higher), in closer parity to the fee other
states .collect.
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TO THE MONTANA STATE

We, the pllots and taxpayers of Montana, strongly urze
the enactuent of the blll advocating a fixed Fee reglstration

in lleu of the prese¢nt unfalr property tax belng iluposed on

aircraft.

Passage of this bill would not only generate more air-

craft and thelr related activity

& stronger business climate, but would also place Montana

(although still higher), in closer parity to the fee other

gstates collect.
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TO THE MONTANA STATE LEGISLATORS

We, the pllots and taxpayers of Montana, strongly urge
the enactuent of the blll advocating a fixed Fee registration
in lleu of the present unfalr property tax belng imposed on
aircraft.

Passage of this bill would not only generate more air-
craft and thelir related activity in the state, therbdy creating
a stronger business climate, but would also place Montana

(although still higher), in closer parity to the fee other

states collect,

Cclty Phan e.JLQ.-_.._me City Phane NO.

7 //e»» /tc/ P % y
, - o . . &Sy
é}j yé/?/% /'>¢MM /o T e i ’) Le~er [;\A-L Al 2 ‘)\):’f_‘ < ’*/L/p o
L =E
/ N VAR EL

i LLoufly, HY Servve
Y, '77/%% Qs Nd R G - YN T .

— B ' //7 q
RN SR SRt /if g ;: \L Dl fs3 < ayg il
gi_‘r._':/ . ﬁugp ( ﬁa! s / 132432 L A ™ oNT T

’) .,}-/_,/‘ { L"—(‘-(—'ll é‘g ?’ - S~~’ C/ — wm &P%

L% Tesll Odled (5 aelr L A@M /(Kmag‘/g:w%

P , -
Iaﬁmﬂ(_b, TLC Dl Ly ek

\/ j\,-L_/ &// Rl
% 75 )/ R

T TP WA JEP ) v

Ll L~




TO THE MONTANA STATE LEGISLATORS -~ -
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We, tha pllots and taxpayers of Montana, strongly urse

A

tne enactuent of the bill advocating a fixed Fee resistration

in lleu of the present unfalr property tax belng iuposed on

e m

aircraft.
rassage of this blll would not only generate more air-
craft and thelr related activity in the state, therby creating

a stronger business cllmate, but would also place Montana

(although still higher), in closer parity to the fee other
states collect, ) g
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o SEED CAPITAL FUND BONDING PROGRAM

- HB 700

i PROGRAM The two most common reasons behind small business
BACKGRQUND failures in our country are a lack of access to

business management expertise and inadequate capital.
: In both regards, Montana is no exception. In
L particular, there is a significant lack of risk
capital in our state which makes it especially
difficult for small entrepreneurial businesses to

- LACK QOF RISK sustain themselves through the early stages of
CAPITAL development and growth -- a period when adequate
capital is extremely critical.
- MSTA - SEED One of the primary purposes of the Science :und
CAPITAL Technology Alliance is to provide seed (or very
5 early stage) capital to technologyv-based businesses.
L During the past 18 months the Alliance has invested

$1.2 million in 9 seed capital projects. The
Alliance Board of Directors is convinced that

- the potential exists to productively invest =z
considerably larger sum in the future in these kinds
uf projects.

PURPQOSE OF The need for seed financing in Montana is
SEED CAPITAL particularly acute, A surprisingly large nusber
of early stage companies are attempting to develop
- profitable business ventures thraughout ithe state,

but the lack of available capital is the principal
impediment. This is the most difficult stage
- of business development for attracting capital
investment., In the past year and a half tne Alliance
has received funding requests from over 40 such
conpanies for almost $6 million in investment
capital.

BONDING The mechanisr being proposed to enable the Alliance
- MECHANISM to help address this need is a $16 million, O-year
bonding program which would result in the ¢reation of
a 315 million seed capital fund. The program would
work like this: between $2.5 and $3.5 million
in taxable bonds would be sold each year by the
Alliance., Proceeds from these issues would be
USES OF invested in two ways. First, up to $3 million would
w PROCEEDS be invested in as manv as 3 private sector certified
capital corpanies for reinvestment in seed and
start-up corpanies in Montana. These funds would

1



CAPITAL have to be matched on at least a dollar-for-dollar
COMPANIES basis by private investors in the capital company.
The result would be the capitalization of three
. private venture investment funds which would be in a
position to provide risk capital to worthy corpanies
throughout the state.

DIRECT TECHNOLOGY The second use of proceeds would be for direct

INVESTMENTS technology investments in seed stage companies by
the Alliance. Approximately $3 willion per bienniunm
would be available for this purpose, with the
investment decisions made by the Alliance board of
directors.

DEFERRED The bonds themselves would have a deferred debt

COUPON BONDS service feature and would mature at around 12 years.
This would allow the capital companies and Alliance
investmeuts adequate time to generate earnings on
those investments. These earnings would then be used

COAL TRUST FUND to retire the bonds. To make the bonds investment

AS SECURITY grade, the Coal Tax Permanent Trust Fund would be
used as security. This mneans that if earnings on the
technology investments were not adequate to make the
debt service pavments on the bonds when they came
due, funds from the Trust would be used for that
purpose. The absolute worst case scenario would
require a naximum of 338 xillioa from the Trust Fund
for debt service after a 12-vear period. This would
be required only if all the lnvestrents made with
bond proceeds failed. Because the Trust Fund is
involved passage of the legislation to create this
program will require a three quarters vote of each

house.
INVESTMENT The process the Alliauces uses to make investment
PROCESS decisions is designed to make certain that only

very high quality projects with significant earnings
and economic development potential are selected

for funding. This would apply to both the capital
company and direct technology investments. In the
case of the former, recipients of capital company
investments would have to demonstrate a proven
ability to assist in the successful development of
new businesses and to make high quality investment

decisions.
RIGOROUS EVALUATION In the case of direct technology investments, the
AND DUE DILIGENCE Alliance employs a rigorous evaluation and due

diligence process to verifyv market size and
potential, suitability of the product to the market,
and adequacy of the management tear. to grow the
company to achieve the business plan objectives,

to



RETURN ON
INVESTMENT
CONSIDERATIONS

RISKS

BENEFITS

In return for its investment, the Alliance has and
will continue to receive a discounted rate of return
of between 15 and 25 percent, compounded annually.
which is paid as a percentage of gross sales revenues

‘once the company moves its product to market. In

addition, the Alljiance usually receives a ''sales
override" -- an additional percentage of gross sales
revenues -- which typically begins after the basic
investment is repaid and runs for a predetermined
period of time, usually between 5 and 12 years.

Typically, risk capital investments are viewed as
high risk in nature. However, when considered as

a part of a larger fund, the risky nature of such
investments can be mitigated by diversifying the
entire portfolio by financing a variety of projects,
both in terms of time, nature of the company,

and location of the company. Still, a program or
fund such as this should expect losses. In fact,

the industry standard suggests that for every 10
investments made, around 3 can be expected to fail
outright, 3 to 4 more will do little better than
break even, and the final three can be expected to do
very well, returning the original investment as much
as several times over. In attempting to determine a
break-even point for this program, these assumptions
were used, the result being that an average annual
rate of return on the successful projects of about 15
percent would enable the bonds to be retired without
suhsidy from the Trust Fund. But again, it is
important to keep in mind that all the projects
funded could fail; under those circumstance., the
maximum risk to the Trust would be $38 million at the
end of 12 years.

The potential benefits of this program are
significant. The typical company supported through
this type of program is technology oriented with very
high growth potential. This can benefit the Montana
economy in several positive ways: (1) large numbers
of new jobs can be directly created by the portfolio
companies themselves (approximately 1,000 could
result from the $1.2 million in investments to date);
(2) large nunbers of new jobs in support industries
(i.e., precision machining, breadboard computer
assembly, injection molded plastics) could also
result from the growth of new technology companies;
{3) new tax revenues could be generated at both

the local and state level; and (4) Montana's basic
industries could become much more competitive on a
national scale (many of the companies considered for
investment are attempting to develop products for
agriculture, forest products, and mining).



SUMMARY

Providing a ready source of seed financing in Montana
is crucial to the continued development of the
entrepreneurial sector of our economy. However,

it does not necessarily involve an indefinite
commitment. In fact, it is believed that the 6-year
seed fund proposed here would be principally a
"pump-priming' measure and that by the end of that
period the private sector in our state would be
providing the level of risk capital necessary to
support these kinds of companies. This program

thus provides a significant opportunity to stimulate
Montana's economy over the next several

vears -- it is a long-term in investment in our
future that could reap huge rewards.



MONTANA SCIENCE AND TECHNOLOGY ALLIANCE

TYPES OF INVESTMENTS

MSTA MSTA PRIVATE VENTURE PRIVATE VENTURE
FUNDS PRIVATE SEED FUNDS FUNDS

’ FUNDS MSTA

APPLIED EXPANSION
RESEARCH SEED CAPITAL START-UP CAPITAL CAPITAL

Development of
concept

Confirmation of
research studies

Proof of concept
Prototype devel-
oprient

Prototype testing
Final product
design

Business plan
development

Marketing plan
development

Manufacturing plan

Initiate manufac-
turing

Significant market
penetration
(mainly regional)

Expand manufac-
turing to enlarge
market and share
(i.e., regional
to national)



MONTANA SCIENCE AND TECHNOLOGY ALLIANCE

PROJECTED USE OF SEED FUND BOND PROCEEDS

(000 $)

EXPENDITURE FISCAL YEAR
ITEM 1988 1989 1990 1991 1992 1993 TOTAL
Capital Company
Investments 1,000 1,000 1,000 3,000
Direct Technology
Investments 1,500 1,500 2,000 3,000 2,000 1,800 11,800
Administrative
Costs 73 105 105 105 105 105 598
Costs of
Issuance 90 90 90 90 90 90 540

TOTALS 2,663 2,695 3,195 3,195 2,195 1,995 15,938





