MINUTES

MONTANA SENATE
52nd LEGISLATURE - REGULAR SESSION

COMMITTEE ON TAXATION

Call to Order: By Senator Mike Halligan, on February 18, 1991,
at 9:05 a.m,

ROLL CALL

Members Present:

Mike Halligan, Chairman (D)
Dorothy Eck, Vice Chairman (D)
Robert Brown (R)
Steve Doherty (D)
Delwyn Gage (R)
Francis Koehnke (D)
Gene Thayer (R)

" Thomas Towe (D).
Van Valkenburg (D)
Bill Yellowtail (D)

Members Absent: John Harp (R)
Staff Present: Jeff Martin (Legislative Council).

Please Note: These are summary minutes. Testimony and
dlSCUSSlon are paraphrased and condensed.

Announcements/Dlscu551on. Chairman Halligan reminded those
) testlfylng to 51gn the Visitor's Register.

. Chaeran Halllgan told the Committee he spoke with the
Missoula local development: corporation who were working on a
propoﬁed amendment to Senate.Bill 272. He explained he would
allow thém to present it tq the Committee. Missoula's local
development corporatlbn want to expand to include private
infragtructure; the public infrastructure definition for
industrial with a separat@} definition: for private infrastructure.

Senator Thayer recommended inviting Senator Farrell to be present
at the time of the presentation.

) HEARING ON SENATE BILL 286

Presentation and Opening Statement by Sponsor:

Senator Larry Tveit told the Committee Senate Bill 286 would
lower the minimum capital from $200,000 to $50,000 in the Montana
Capital Company Act. The Montana Capital Company Act was enacted
in 1983 for the purpose of long-venture capital to create or
improve businesses in Montana. He explained the venture capital
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generated by this must be used to encourage and assist the
strengthening of the economy through locans, investments and other
business transactions for the purpose of developing new small
business and investry in Montana. He stated its developing,
preserving, diversifying, expanding, and strengthening the
agricultural, industrial, and business base of Montana's economy,
particularly those small businesses. He told the Committee the
bill would have to be extended because it runs out in July 1991.

Proponents' Testimony:

Hugh Williamson, a Certified Public Accountant from Sidney,
Montana representing Richland County Economic Development
Corporation spoke in support of Senate Bill 286. He told the
Committee he sought to lower the present $200,000 up-front risk
capital minimum to $50,000 for smaller communities. He explained
the needed risk capital are less in smaller communities. This
legislation would make it possible for smaller communities to
implement programs in their area. He told the Committee there
are over 30 economic development corporations active in smaller
towns and counties in Montana which have been formed in recent
years because of the "dismal economies". He told the Committee
none of these, except Whitefish, have been able to meet the raise
the necessary capital to-meet the $200,000 minimum. He presented
the Committee with a list of capital companies which have been
given more  than six million credits. (Exhibit #1) He pointed
out only five cities has used .the program since 1983. If this
can be implemented with 30 or more smaller communities, a two-
tier level can be achieved.. One would be where increases which
are proposed for larger cities could be implemented. In smaller
communities they depend on volunteerism. He told the Committee
$50,000 is as difficult to-raise as a greater.amount in larger
cities. He told the ‘Committee the capital for small programs,
using volunteerism, 'would hot jeopardize the program. He stated
the Department of Commerce recommended changes in the program to
make it viable, for the future, as well as correctlng past abuses.
Mr. Wllllamson empha51zed that lowering the minimum should not

weaken tpe control He said the‘accounting for a smaller program
could comply w1th the reqylrements

Tim Hlntgéy owner of Montana Meats in Sidney told the
Committee about meat plant closures in Montana and North Dakota.
He stated:his néed for venture capital to expand his business.

He explained he is not what is considered a secure banking risk.
Large capital corporations will not f£ill this need. He said the
nearest city with a capital corporation is Billings which is a 4
1/2 hour drive. Mr. Hintze showed the Committee a plaque. He
stated it says he "makes the best bacon in the state of Montana".
He told the Committee without help from a venture capital company
he would close. (Exhibit #2)

Gloria Paladicheck, Richland County Commissioner and board
member of the Greater Richland County Economic Development
Corporation told the Committee Senate Bill 286, if passed, would
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Mr. Poole explained there are other issues. He explained
when speaking about venture capital there are some things which
make the risk "less risky". If a greater amount of money is
invested in more and more projects the diversification reduces
the risk for the investors in the capital company. Any
investment company or investment manager will look to reduce the
risk through diversification of portfolio. If a very small fund
($50,000 or even $200,000) there is often not the diversification
which would be available from a larger portfolio. Possibly the
risk is increased for the investors. However, if the investors
wish to invest in the fund, whether $50,000 or $200,000, it is a
risk they are will to take; and obviously it is more risky
because the diversifigation is not there. The diversification is
not there in terms of the number of investments made, but also
not there in terms of the geographic spread which would be sought

to attempt to minimize down-trends in various geographic areas of
the economy.

Senator Towe asked Keith Colbo why the legislation was
limited to towns with 10,000 or counties with 15,000. He asked
why the same drgument does not apply to larger communities.

Mr. Colbo told the Committee he was not involved in the
drafting of Senate Bill 286 or:setting the limits. He explained
these clearly meet the needs of small communities. When dealing
with large communities with wider bases to draw investments (from
.a capital company) from, the larger communities would want to
operate in the terms of adventure capital firms with a larger
capitalizatiaon. He stated there are those true venture capitals
.that would advise not to get into venture capital business
-without $2 mllllbn.* He explained he has heard the argument, and
agrees there'is merit to the argument behind it. He told the
Committee states such as Oregon, Washington and. othérs use those
- kind of'criterla. It supports the venture capltal efforts in

those area. He commented iti ig not realistic in Montana; not in
'Bllllngs~or ‘Great .Falls, while some do meet the $200 000 minimum,
~but for: comqpﬁltlesxsuch as Deer Lodge and others in eastern
"Montana it, is not possiblle. He explained what is being dealt
with is d "wery known'base". The volunteers that may operate it,
the indiwviduals that may' invest in it, and a known business
1ntérest. He+told the *Committee he felt it was appropriate for

the spate of 'Montana; both the risk being taken and results that
may bé& obtained.

Senator Towe asked Senator Tveit the same question. Senator
Tveit while drafting the legislation, speaking with those
involved, and analyzing the small communities (many are under
10,000 for population or 15,000 for county), the feeling was this
was an area not being addressed in current law because many of
the communities. That criteria was used for smaller communities

to enable them to participate. Larger communities were not
addressed in the bill.

Senator Thayer asked Senator Tveit if this bill would also
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authorize extension. Senator Tveit explained it would not. He
told the Committee another bill is being considered; but if not
the extension has to be included.

Senator Thayer commented he has heard of abuses in the
capital act. He asked why would the extension be only on this;

and would it only pertain to this portion without affecting the
entire capital act.

Senator Halligan commented if this were extended it would

apply to all. He explained a house bill as a "clean up" on the
credit corporation element.

Senator Eck asked Senator Tveit if the board members, and
investors would have to be from the community. She used
Belgrade, which would meet the crlterla, as an example. Senator
Tveit told the Committee for an' investor from a big city to a
smaller community is not addressed in the bill. He explained the
bill was intended to address the investors in that community. He
presumed someone from Bozeman could go to Belgrade, but the

purpose of the bill is to create economic development in Belgrade
not Bozeman.

Senator Eck commented the bill did not say that; therefore
it could be incorporated in.any small and serve wherever they
. wish. She explained Belgrade would be a good possibility as it
has its own industrial area. She stated her understanding was
there would be no restrictions to declare to investors being from
‘where_the-loans’were’made.

C1031ng by Sponsor.

, Senator TVElt closed on Senate Bill 286.
¢ : t

';f'll- HEARING ON SENATE BILL 390
. ' 1

\Presentatlon and Openlng Statement by Sponsor:

|7

3
i

Senator Van Valkenbu g told the Committee Senate Bill 390
would: extend relief from. operty taxation as a result of natural
disaster destruction of the'property to personal property other
‘than mobile homes. He explained a fire occurred in Missoula in
February of 1990 at Mountain States Beverages which is owned and
operated by Carson Vehrs. He stated personal property taxes are
~assessed and are payable on the January 1, of each year. Mr.
Vehrs' fire occurred on:February 9, 1990. Approximately two
weeks -after the: fire Mr. Vehrs dlscovered he was responsible for
property taxes due’ -on the,property ‘The property was destroyed.
He app;oached the County Tax Appeal Board, and subsequently the
County Commissioners, and.learneq the statute did not provide for
any proration of takes based .on such a natural disaster. Senator
Van Valkenburg told the : Cbmmlttee if a reduction is provided for
real property orkmoblle homes, based on natural disasters, the

: [ : .
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same should be applied to personal property. Senator Van

Valkenburg proposed a technical amendments on the advisement of
the Department of Revenue. (Exhibit #4)

Proponents' Testimony:

Carson Vehrs, owner of Vehrs Mountain State Beverage in
Missoula. He told the Committee after the fire at his business
February 8, 1990, the experienced total destruction and a large
loss. He explained in January of 1990 the necessary report for
personal property was filed with the County Treasurer by the
deadline (January 31). The business was destroyed by fire on
February 8; two weeks later a tax bill was received. He
commented although he had insurance, it was a traumatic time.
When he received the tax bill he assumed there would be some type
of relief, He stated most law is based around logic, compassion,
and concern. He contacted the county treasurer. He told the
Committee of his surprise when he learned there was no provision
for proration of this expense. Mr. Vehrs stated he had the money

,‘éto pay the taxes, and to get back into business. He explained he
» did not appear in support of Senate Bill 390 on his own behalf.

He cited an example of a couple purchasing a mobile home in the
fall of the year. The home burns on February 8, along with all
of their possessions. All personal belongs and furniture need to

‘be replaced. They would be responsible for a tax on property

which Do longer exists.,

Dennis Burr of the‘Mohtana Taxpayers Association spoke in

. suppoért of:Senate Bill 390. ‘He told the Committee there is
~currently legislation which proposes prorating personal property

taxes on property brought into Montana. - He explained an out-of-

" state person brlnglng equipment into Montana would receive a
+‘credit: or proration when the property is taken out before the end
. of the year. An out-of-state ‘person who brings property into the

‘state'would receive cred&t or'a refund for the time they were not

~

in Montana..’ The Montanan with;exactly the same equipment who
10$t it alliin a catastrophe would be required to pay a full

’years ta& A a 1
Qgpon&pt&j Test1mony- !‘ / d
" NONE.» 3 o4

o

Questions From Committee Members:

Senator Towe asked Mr. Vehrs since he had insurance, if he
acquired new property to replace the destroyed property. Mr.
Vehrs replied he did not immediately. He explained under the
provisions of his business continuation insurance he rented
equipment, such as hand trucks, forklifts, computers, desks, etc.
for a period of approximately six months. He stated he is still
replacing equipment. He commented unfortunately he had adequate
insurance for just inventory and business continuation; much of
the equipment has not yet been replaced.
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Senator Towe asked Mr. Vehrs if the person who owned the
equipment Mr. Vehrs rented had paid tax on that property Mr.
Vehrs said that was correct.

Senator .Towe asked Mr. Vehrs how he would respond to the
concern that someone experiencing a fire in February was able to
get back into business in April, by buying new property; the new
property would not be subject to tax. It would not be subject to
tax for that year because the tax is on property in possession on
January 1. Mr. Vehrs explained within the provision of the law
the taxpayer requesting the relief would have to appeal to the
tax assessor. If the business was reestablished and the

equipment repurchased it is possible a tax credit would not be
granted.

Senator Towe asked Mr. Vehrs if the tax due had been covered

by his business continuation insurance. Mr. Vehrs said it was
not.

Senator Gage commented to Senator Van Valkenburg the fact
the taxpayer had received insurance should be considered, and
perhaps indicate the valuation would not be reduced by the amount
of the .insurance coverage.

Senator Van Valkenburg told the Committee he had no
objection if an amendment which would take into account the
receipt of insurance that would enable the business owner to
.replace the property. He. explained there are some problems, for

.example, .if the owner simply takes the insurance and does not
‘replace the property

‘Senator Towe commented if the owner receives the insurance
and dlscontlnues the business, it is similar to selling the
business. ! If the owner sold the business, the tax would be owed.
Senator wowe asked Senator Van Valkenburg if he would concur a
mandate is conﬁalned where' the Department of Revenue must make

the reductlcq'br 1s a discretion on it. He pointed to o the word
_"shall" on Pa%é 1, Line 14.  °

[ . §

Senator th Valkenburg agmeed the Department of Revenue can
make it decision based on natural disaster. The department will
have to determine if the property is rendered unsuitable for its
previous.use by virtue of the natural disaster. He pointed out
there may be a need to define "natural disaster" which within
this statute is open-ended. He told the Committee he had asked
the department if there were administrative regulations which
further defined it. He explained as in Mr. Vehrs' situation a
natural disaster may not havé been established. Mr. Vehrs' fire
was caused by an electrical malfunction.

Senator Van Valkenburg asked if the legislative intent
something such as an electrical malfunction would amount to a
natural disaster as opposed to a fire caused by lightning. He
suggested the issue be examined before acting on Senate Bill 390.
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Closing by Sponsor:

Senator Van Valkenburg closed on Senate Bill 390.

EXECUTIVE ACTION ON SENATE BILL 280

Motion:
Senator Gage moved Senate Bill DO PASS.

Discussion:

~After discussion regarding brackets within the text it was
determined these were included because of the status of LC 90.

Recommendation and Vote:

Motion to DO PASS CARRIED.

ADJOURNMENT

- Adjournment At: 9:55 a.m.

¥

SENATOR MIKE LIGAN, Chairman

; /

| R 1;4//4/ /[LM/

e LINDA CASEY, Secréﬁary

‘MH/11c fafin% B B .
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SENATE STANDING COMMITTEE REPORT

Page 1 of 1
February 18, 19%1

MR. PRESTIDENT:

We, your committee on Taxation having had under consideration
Senate Bill No. 282 (first reading copy -- white), respectfully
report that Senate Bill No. 280 do pass.

; } N ‘,f ’-l,’ ' . /,
R f"' { ,/I 3 /” < ,'/ oo
Signed: R R S o A

Miké Halligary/, Chairman
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WITNESS STATEMENT

To be completed by a person testifying or a person who wants
their testimony entered into the record.

Dated this /ﬁ day of /C[fdﬂf'w , 1991,
Name: ~ 7 (M féxVTﬁbi

address: SKAAL ¢Te  Bog di(3-2
S Du Y MT

Telephone Number: Séf; 207§

Representing whom?

/oA M%H"‘j

Appearing on which proposal?

Sh 86

Do you: Support?_X Amend? Oppose?

Comments:

SENATE TAXATION
EXHIBIT NO.
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Amendments to Senate Bill 390
1st. Reading Copy

Prepared by the Montana Department of Revenue “C
February 15, 1991

This amendment is necessary so that all personal property
which is not taxed as an improvement to real estate or a lien upon
real estate is eligible for property tax relief when destroyed by
natural disaster. The introduced bill would extend the eligibility
for tax relief to all personal property upon which the tax is
collected by one payment pursuant to § 15-16-113. However, the tax
on mobile homes, the tax upon which is not a lien upon real estate,
is imposed pursuant to § 15-24-202, MCA, and collected in two
payments. Therefore as the bill is originally drafted such
personal property would not be eligible for tax relief because the
tax on it is not imposed by § 15-16-113, MCA.

l. Page 1, line 25,
Following: "under 15-16-113"
Insert: "or 15-24-202"

SENATE TAXATION
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WITNESS STATEMENT

To be completed by a person testifying or a person who wants
their testimony entered into the record.

/ —

Name: gﬁ/&j‘am VE///Z}
Address: _,Q],;z,t/ Row K S Negsen o K

Telephone Number: 5« 3-447%¢

Representing whom?

//é/{l/f M Ooanftara SFat . Receeice

Appearing on which proposal?
S’@t ?90

Do you: Support? gé Amend? Oppose?

Comments:
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