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

February 17, 1987

The meeting of the Taxation Committee was called to order by
Chairman Ramirez on February 17, 1987, at 8 a.m. in Room
312B of the State Capitol.

ROLL CALL: All members were present with the exception of
Rep. Keenan who was excused. Also present was Greg
Petesch, Director of Legal Services, Legislative Council.

CONSIDERATION OF HOUSE BILL NO. 496: Rep. Dorothy Bradley,
House District #79, sponsor of HB 496, told the Committee
she had been working with underground utility contractors
who had expressed their concern with diminishing federal
funds for water systems. Rep. Bradley explained that after
discussing funding options, the net proceeds tax appeared to
be the best funding source, along with an increase in the
public contractor's tax.

Rep. Bradley stated that construction costs would be matched
by local governments as outlined on page 2 of the bill,

which also sets up a public water system account. She said
page 3 sets up a public water system board, and page 4,
details of the grant program. Rep. Bradley advised that

page 5 addressed eligibility requirements, page 6, evaluation
criteria, and page 7, awarding of grants.

According to Rep. Bradley, page 8 of the bill outlines board
composition, which is limited to three members, and page 9
sets composition of the board and its funding. Rep. Bradley
explained that, according to the fiscal note, the 1% tax
will raise approximately $4 million annually, and when
matched, will provide about $12 million for infrastructure
in Montana.

PROPONENTS: Ron Waterman, Montana Utility Contractors
Assoclation, stated his support of HB 496, and said grants
would provide local governments with the opportunity to
upgrade their water systems, and to provide jobs in Montana.
He said water systems could be addressed more efficiently
and effectively because the bill would allow timely
completion of repairs.

Mr. Waterman stated that local bonding is becoming more and
more difficult, and that the Clean Water Act, passed this
year by Congress, brings more priorities into consideration.
~ Mr. Waterman advised that HB 496 is a funding mechanism to
allow necessary repairs and said the Contractors will
propose an amendment to separate the 1% license fee from the
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additional 1% tax. He commented that the question is
whether school funding should be used for sewage and water
repairs.

Jim Jensen, Montana Environmental Information Center, stated
his support of the bill and said clean water systems are
necessary to the environment.

Marvin Lehman, Lehman Construction Co., and Chairman,
Montana Utility Contractors Association, told the Committee
his industry employs more than 500 highly skilled workers
in Montana, and contributes more than $100 million to the
state's economy. He said the $10 million raised by the 1%
tax will create $30 million for water projects, and advised
the Committee of $97 million budgeted for Malmstrom Air
Force Base in Great Falls for the "Midgetman" project.

Mr. Lehman stated that had HB 496 been in effect when the
Canyon Ferry Bureau of Reclamation project was bid, it would
have created $20,000 in additional funds. He explained his
belief that road repair would benefit from the bill in both
safety and health, and referred to a $5 million project at
Lakeside, dealing with sewer problems and pollution of
Flathead Lake, which will impact tourism.

Lloyd Lockrem, Montana Contractors' Association, told the
Committee the 1% tax is commonly referred to as a gross
receipts tax, but is actually a license fee. He commented
he sees the problem as trying to mix a license fee with
revenue. Mr. Lockrem read from the "State ex rel.
Schultz-Lindsay v. Bd. of Egual.", (Exhibit #1).

Gerald Smith, Galata County Water District and Montana Rural
Water Systems, read from a prepared statement in support
of HB 496 (Exhibit #2).

Steve Pilcher, Water Quality Bureau, Department of Health
and Environmental Sciences (HDES), read from a prepared
statement in support of the bill, and said safe drinking
water systems are not approved for funding under the new
federal act. He suggested a priority system be developed,
listing key elements, as in Section 8 of the bill, to
eliminate contradiction.

OPPONENTS: John Lawton, City of Billings, told the
Committee he is in agreement that local governments and
infrastructure need to be addressed, and said he doesn't
believe HB 496 is the appropriate vehicle .

Mr. Lawton stated he is opposed to the bill because it
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amounts to hidden tax for the rate payers/taxpayers and he
doesn't believe the 1% tax will come from the profits of
contractors. He advised that there are no new dollars

and that it is a tax upon a tax. Mr. Lawton said he
believes the bill is a band-aid approach and addresses
only one aspect of the infrastructure problem.

Mr. Lawton explained that the City of Billings spends $1.5-2
million annually to repair its water and sewer systems and
that when the state deducts its share for administrative
costs, cities will end up with fewer dollars, or subsidizing
projects in other communities. He said a well-designed tax
should be equitable.

Mr. Lawton advised that the City of Billings spent $28
million in sewer improvements which, if HB 496 were to pass,
would cost Billings area taxpayers about $280,000. He
expressed the need for a local option tax and urged the
Committee to defeat the bill.

QUESTIONS ON HOUSE BILL NO. 496: Rep. Raney asked why it
would cost $196,000 per vear to fund the proposed board.
Rep. Bradley replied she did not know, but would guess
operating costs would actually be less.

Rep. Raney asked if the two-thirds match would come from
local governments. Rep. Bradley replied that it would.

Rep. Raney asked if a part of existing state government
could serve the purpose of the proposed board. Rep. Bradley
replied she would be open to an amendment to this effect.

Rep. Raney asked Rep. Bradley if she would respond to the
statement made by the City of Billings that HB 496 carries
a hidden tax. Rep. Bradley replied that was not a fair
statement and that local governments should look at the
bill as a revolving fund for investments.

Rep. Raney asked if sewers and water were the most important
piece of the expenditures pie. Rep. Bradley replied there
are other ways to obtain funds for highways, and that one

is not more important than the other.

Rep. Asay asked if the 1% tax would be added to a bid form,
Ron Waterman replied that 1% of total dollars received is
turned into revenue.

Rep. Sands asked if proposed law meant an expenditure of
$4.9 million, since the fiscal note indicated a $1.3 million
expenditure under current law. Rep. Bradley replied that
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the bill would take effect December 31, 1987, and would
affect only the last half of FY88.

Rep. Ream asked if the projects would need funding from
other sources. Rep. Bradley replied that ineligible sources
were identified on page 6, lines 10-11 of the bill.

Rep. Ramirez asked how much of the $288 million in FY88 and
the $281 million in FY89 would be attributed to highway
contracts. Rep. Ramirez advised he would have a problem
with taking one-half cent out of the highway program, as the
Department of Highways must then find funding elsewhere.
Rep. Bradley replied that the amounts indicated by Rep.
Ramirez for FY88-89, would build about one-~half mile of
interstate between Helena and Butte.

CLOSING: Rep. Bradley made no closing comments.

Chairman Ramirez announced a recess from 9:07 a.m. to 9:30
a.m.

DISPOSITION OF HOUSE BILL NO. 496: Rep. Williams made a
motion that HB 496 DO PASS.

Rep. Hoffman asked Chairman Ramirez to elaborate on his last
guestion to Rep. Bradley. Chairman Ramirez stated there

is an issue on whether a tax can be imposed along with a

fee, and said he is concerned that taking dollars from

highway fund is not fair to larger communities. He added

that there are better ways to fund the bill than passing a tax
which will be passed right back to rate payers, and that a
water bond program already exists in DNRC.

Rep. Ellison asked if HB 496 were the ultimate in a free
lunch program. There was no response.

Rep. Williams stated that, in defense of his motion, all
programs have inequities, and the larger cities are in a
much more favorable position than the smaller towns, to

finance these programs. He further stated that, in his

opinion, the advantages outweighed the disadvantages.

Rep. Raney asked if more federal funds could be obtained
through the bill. There was no response.

Rep. Ream said he did not agree with the idea that the bill
would steal funds from highways, since the funds would come
from the coal severance tax trust.
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Rep. Gilbert advised that federal funds requiring state
matches have created the problems the state is experiencing
now, and cited SRS as an example. He said HB 496 can best
be described as an underground utility relief act.

Rep. Hoffman said he had a problem with the concept of
creating a new state board.

Rep. Patterson stated his opposition to creating a new
board, as well, and said it only represents a shifting of
funds. Rep. Patterson told the Committee any job created
with tax dollars is not a job.

Rep. Gilbert made a substitute motion to Table HB 496. The
motion CARRIED with eight members voting aye and seven
members voting no (Roll Call Vote attached).

CONSIDERATION OF SENATE BILL NO. 122: Senator Bruce
Crippen, Senate District #45, told the Committee there are
13,000 appeals of property assessments, of which an
estimated 3,000 will reach the State Tax Appeals Board
(STAB). He said these appeals won't be adjudicated until
late in 1988 and that the bill provides the mechanics to
move the appeals process along on a more timely basis.

Sen. Crippen stated that on page 2, language clarifies how
notice is given to the appellant and the respondent, as well
as to the County and State Tax Appeals Boards. He said

page 3 sets forth criteria for hearings officers, who will
record and/or transcribe hearings, but will not make
decisions. Sen. Crippen explained that the Board will still
make determinations.

Sen. Crippen explained that page 4, line 25, eliminates the
requirements that board decisions be sent via certified mail,
a savings of $18,000 in mailing fees. Sen Crippen reported
that he did not sign the fiscal note, as STAB Chairman, Bob
Raundal, disagreed with the anticipated fiscal impact.

PROPONENTS OF SENATE BILL NO. 122: Bob Raundal, Chairman,
State Tax Appeals Board, told the Committee 2,567 appeals
have been filed with the Board and that 76 of those appeals
have been heard thus far in February, 1987, while another
163 appeals were being filed. He said the Board has heard a
total of 690 appeals to date, and advised committee members
his term on the Board will expire on March 1, 1987. Mr.
Raundal stated that at least two county boards will meet
well into July, 1987, on 1986 appeals.

OPPONENTS OF SENATE BILL NO. 122: There were no opponents of
SB 122.
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QUESTIONS ON SENATE BILL NO. 122: Rep. Raney asked for a
DOR opinion on SB 122, Greg Groepper, Administrator,
Property Assessment Division, DOR, stated that the
department had no position on the bill, but believes it
is important that appellants are given timely hearings.

Rep. Gilbert asked if the supplemental request made by

STAB was considerably higher than the amount reflected in the
fiscal note. Bob Raundal replied that most of that
supplement is $402,000 for county tax appeal boards, and

that SB 122 is for hearing officers.

Rep. Hoffman asked how many hearing officers would be
hired, as allowed in section 3 of the bill. Mr. Raundal
replied that three persons could be hired at one time.

Rep. Sands asked what legal recourse would be used to
notify taxpayers if STAB ceased to use certified mail.

Mr. Raundal replied that a return receipt would be enclosed
in each envelope.

Rep. Ellison advised that the water courts send a form to be
signed and returned, which is followed up by a phone call.

CLOSING: Sen Crippen asked the Committee to approve SB 122
as soon as possible to provide relief to the STAB and to
provide taxpayers with timely hearings.

CONSIDERATION OF HQUSE BILL 700: Rep. Dorothy Bradley,
House District #79, said HB 700 would provide authority to
the Montana Science and Technology Development Board to
issue science and technology development seed capital fund
bonds to finance technology investments. She explained the
bill would create necessary funds and account and make
statutory appropriations for certain funds. (Exhibit #3)

Rep. Bradley advised that Sam Hubbard had chaired this
effort and that Steve Browning worked with the alliance.
She said an investment of $1.2 million is required to fund
the program, which would be repaid over a period of five

- to seven years, during which time about 1,000 would be
created. Rep. Bradley stated the investment will go to
private capital companies, and that the incurred debt
service is a key feature. She said the worst scenario is
that the permanent trust would be out $38 million ten years
from now and that, in the base instance, many supporting
industries would be helped. Rep. Bradley commented that
there is no single answer to changing Montana's economy,
but there are many small answers.
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PROPONENTS OF HOUSE BILL NO. 700: Sam Hubbard stated the
bill would allow the alliance a $16 million seed fund to use
for investments over a period of years. He commented that
$12 million would be used and managed by the alliance board
of directors and $3 million would go to capital companies.
Mr. Hubbard said the board would be authorized to issue zero
coupon taxable bonds in annual increments of $2-3 million,
over a period of 9-12 years, then deposits those funds into
investments accounts for capital investment.

Mr. Hubbard said the bill sets up a debt service reserve
account until debt service on bonds is due. He explained
that coal trust dollars would be required to supplement debt
service dollars, if those funds were insufficient. Mr.
Hubbard added that applicants would be subject to rigorous
evaluation by a financial advisory panel, and review at the
community level, prior to appearing before the board.

Mr. Hubbard advised that the actual investment value is
17-20%, that no collateral is required for investment, and
that a percentage of sales is reserved for repayment. He
stated he assumed that one-third of individual projects
invested in would fail and that one-third would break even,
while the remaining third would do well.

Rep. Cal Winslow, House District #89, told the Committee he
sees the bill as a positive measure to compete for business
in Montana in a creative way.

Richard Hammond, President, Chromato Chemical, a biotech
industry, stated he originally took his plan to California
capital companies with the idea of starting a business in
Montana. He advised that the School of Mines at Montana
Tech in Butte, made a $200,000 investment in his company.
Mr. Hammond projected sales will reach $50 million by 1991,
and that he anticipates a work force of 500 persons at his
plant in Missoula, by that year.

Mr. Hammond said he needed capital as well as good people,
but is unable to get much capital in Montana. He
recommended that the state take a minimal risk to attempt to
bring industry into the state.

Don Peoples, Butte-Silver Bow Local Government, and Chairman
of Business Development, Montana Research and Development
Institute, said it makes sense to continue this program and
to promote business development for a possible 1,300 jobs by
1991. He recommended that program be expanded to allow
research and development seed capital for new ventures. Mr.
Peoples advised the program offers a lot to Montana, and
urged the Committee to support the bill.
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John Domenech, President, Scientific Services, Inc., read
from a prepared statement in support of HB 700 (Exhibit #3).
He stated the bill would strengthen the research base and
would foster new jobs. Mr. Domenech advised that Skyland
Scientific Development and Research (hi-tech), has a payroll
of $750,000 and has put $1.25 million into the local economy.
He explained the business provides technical services to

the medical devices industry, all of which exist outside
Montana. Mr. Domenech commented that he thought the
technical details of the bill were good.

Tom Cable, Cable and House Ventures, Seattle, said his
company invests more than $600 million in venture capital in
the Seattle area. He explained it is a networking business,
and that it is critical for Montana to have a focal point
for venture capital companies to work with. He said twelve
companies currently operating in Washington have invested
nearly $22 million, and raise an additional $225 million
outside the state, resulting in about 1,200 jobs. He
explained that one company recently raised about $80 million
outside the state of Washington, and asked the Committee to
support the bill.

Terry Winters, Columbine Ventures, Denver, said his
organization instituted $34 million for seed and venture
capital in the rocky mountain region. He said there are

not more than eight investment seed capital funds in the U.S.,
and that such investments are generally handled on a local
basis. Mr. Winters said incomplete companies are high-risk
and it is generally anticipated that about 50% will fail,
while the remaining 50% usually do well.

Mr. Winters cited an example where a $200,000 investment in
1981 was purchased by a major corporation in 1985 for $27
million in cash, and now accounts for more than 1,000 jobs
in the Denver area.

Bill Tietz, President, Montana State University, and members
of the Science and Technology Development Board, stated that
MSU has $20 million in annual research funds from outside
the state, for the most part. He said the bill would
attract outside venturists.

Dick Bourke, President, Development Corporation of Montana,
told the Committee he has been working with venture capital
for the past twenty months, but has not been involved in
seed capital as it is too risky. Mr. Bourke stated his
support of HB 700.
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Bill Merwin, President, Northern Montana College, Havre,
stated he is concerned about federal contracts. He
explained the bill could provide an opportunity to those
starting a venture to purchase equipment and to allow
Montana business to be more competitive. Mr. Merwin added
that $100 million annually would'make Montana very competitive
in joint ventures between colleges and private enterprise.

Stuart Doggett, Montana Chamber of Commerce, said the bill
would create a better business climate.

Don Johnston, Vice President, Earth Communication Systems,
Great Falls, advised that his company received funding from
science and technology for laboratories. He explained his
business slices o0ld tires into strips, which are then wound
on spools, to be woven into matting for erosion control. He
said a new machine would cut 400 to 1,000 tires per day,
adding he paid $600 for his largest piece of machinery and,
$20,000 for new materials. Mr. Johnston commented he could
sell his inventory now for $300,000 to $750,000.

Mr. Johnston advised the bill is vital to an inventor who
can't write a business plan, has another job, etc. He
explained that our economy needs new ideas and that he was
projecting sales of $9 million in five years, but finds that
figure will actually be much greater. Mr. Johnston said he
hoped the bill would be able to provide help to inventors
without cash or business know-how, and asked the Committee
to support the bill.

Kay Foster, Billings Area Chamber of Commerce, stated her
support of HB 700. She said the bonding program outlined
in the bill will be significant to Montanans.

Rep. Bob Ream, advised that hi-tech business has heen an
asset to the City of Missoula.

OPPONENTS OF HOUSE BILL NO. 700: There were no opponents.

QUESTIONS ON HOUSE BILL NO. 700: Rep. Asay asked about
"feasibility of matching funds" on page 10, line 21, of the
bill. Mr. Hubbard replied that his committee had discussed
the feasibility of funds and the committee to matches,
based on an applicant finding matching funds.

Rep. Asay asked if there were a conflict between seed capital
and capital for expansion. Mr. Hubbard replied definitions
could be found on page 2, lines 11-25, through line 17,

on page 3 of the bill.
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Rep. Asay asked what the seed capital amount would be. Mr.
Hubbard replied it would be $4 million for the biennium, and
is not out of line.

Rep. Ream asked if there is only one capital development
company in Montana. Mr. Hubbard replied there may be as
many as five, but only Development Corporation of Montana is
in operation. He stated that Rocky Mountain Capital in
Billings is no longer functioning, and that he is aware of a
small operation in the Bitterroot area.

Rep. Ramirez asked about the priority of water bonds. Mr.
Hubbard replied that water bonds will have first claim in
receipts.

Rep. Ramirez asked if one-fifth of the funds would go to
Development Corporation of Montana. Mr. Hubbard replied that
$1 million would go to each of three funds.

Rep. Ramirez, asked if this were enough money, if the program
were going to do anything substantial. Mr. Hubbard explained
there is danger in having too much, but enough is needed
to adequately finance the projects passing due diligence.

Rep. Ramirez asked if there were conditions on development.
Mr. Hubbard replied a penalty is contained in the contract,
whereby any company leaving the state before its debt is
repaid will owe four times the original amount of investment.

CLOSING: Rep. Bradley advised that continuing expansion of
this program would create more success stories, and
thanked the Committee for their anticipated support of the
bill.

ADJOURNMENT: There being no further business before the
Committee, the meeting was adjourned at 11:17 a.m.
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7
Febru~ry 17,1987

Testimony on House Bill 96

My name is Gerald i, Smith. I am 3 member of and the op-
erator for the Galata County /ater District. I am also the co-
chairm2n of the committee on legislation for ilontana Rural ¥ater
Systems.

e suvport this bill because 1t seeks to serve the needs of
the water systems of ilontana as well as promoting jobs on a local
level., A grant orobram for the wter systems of ilontana would be a
real benefit in our constant struszgle to meet ever increasing
demAands and ever more =stringent rezulations imposed on us on both
the federal and state level. Zven though the state economy is in
a2 denressed state, we must nress on with water development and
eanecially with water treatment.

In conclusion, wve urge this committes to reconmend a "do
n~ss" on this bill.

Aesnectfully submitted,

Gerald I, smith
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