MINUTES

MONTANA SENATE
$3rd LEGISLATURE - REGULAR SESSION

COMMITTEE ON TAXATION

Call to Order: By Chairman Mike Halligan, on April 1, 1993, at
9:00 a.m.

ROLL CALL

Members Present:
Sen. Mike Halligan, Chair (D)
Sen. Dorothy Eck, Vice Chair (D)
Sen. Bob Brown (R)
Sen. Steve Doherty (D)
Sen. Delwyn Gage (R)
Sen. Lorents Grosfield (R)
Sen. John Harp (R)
Sen. Spook Stang (D)
Sen. Tom Towe (D)
Sen. Bill Yellowtail (D)

Members Excused: Sen. Fred Van Valkenburg (D)
Members Absent: None.

Sstaff Present: Jeff Martin, Legislative Council
Bonnie Stark, Committee Secretary

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

Committee Business Summary:
Hearing: HB 436, HB 539, HB 627, HB 641
Executive Action: SB 308, HB 167, HB 181, HB 193,
HB 393, HB 539, HB 516, HB 627, HB 641

HEARING ON HB 627

Opening Statement by Sponsor:

Representative Tom Nelson, House District No. 95, said he is
concerned that HB 627 may create more problems with titles,
deeds, etc., than it solves, so he asked that it be tabled. He
intends to work on the bill over the interim to try to make it
into an effective bill.
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EXECUTION ACTION ON HB 627
MOTION/VOTE:

Senator Stang moved that HB 627 BE TABLED. The motion
passed unanimously on oral vote.

HEARING ON HB 539

Opening Statement by Sponsor:

Representative Dave Brown, House District 72, presented HB
539, which is an act to impose the collection of special fuel
taxes at the distributor level rather than the retail level.
Presently, Montana does not have full accountability of diesel
fuel. HB 539 will eliminate the licensing and reporting
requirements for users who operate vehicles under 26,000 GVW and
who are not purchasing diesel fuel tax. Rep. Brown said some
published industry news articles state that, across the U.S., 25%
to 40% of the diesel tax that should be paid was not being paid
because of an inability of the states to track the fuel. HB 539
will accomplish two things: (1) It creates a tracking systenm,
and moves it to the distributor level so the Department of
Transportation (DOT) can follow where the fuel goes and who
should be paying the tax, and (2) It eliminates some of the
DOT’s paperwork for vehicles under 26,000 GVW. Rep. Brown
presented Exhibits No. 1, 2, 3, and 4 to these minutes.

Proponents’ Testimony:

Bill Salisbury, Administrator of the Administrative Division
of the DOT, presented his written testimony, Exhibit No. 5 to
these minutes. Mr. Salisbury said HB 539 is a fairly complicated
bill, and Exhibit No. 1 identifies the changes by section.
Exhibit No. 2 shows the impact on the major groups that use
diesel fuel. Exhibit No. 3 consists of charts to explain how
fuel moves in the state of Montana under the current system and
under the proposal in HB 539. Mr. Salisbury said HB 539 is an
accountability bill which will help with some fuel tax evasion,
it will simplify record keeping, and it is also a business
protection for the honest businessman so they will not have to
compete against people who are underselling diesel fuels, and it
is also a consumer protection. Mr. Salisbury said HB 539 creates
a system that parallels the gasoline taxing process in Montana,
although in this bill, some exemptions are provided.

Tom Harris, Internal Revenue Agent specializing in excise
tax, spoke on behalf of HB 539. Mr. Harris said in 1988, the
point of taxation was moved from retailer/user to the
wholesaler/distributer. In so doing, the number of contacts
dropped from 5,600 to less than 300. The administrative cost
savings, alone, were dramatic. HB 539 will force all wholesale
distributors, who are going to sell or buy tax-free, to become
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registered with the DOT. Presently, the number of contacts
between the wholesaler and their accounts are around 9,500;
under HB 539, that figure would drop below 2,000. Recently, a
joint compliance agreement was signed between the Department of
Revenue (DOR) and DOT allowing each department to utilize
information the other department has gathered, which will result
in dramatic dollar savings to both departments.

Ronna Alexander, representing the Montana Petroleum
Marketers Association (MPMA), wholesalers and distributors of
petroleum products in Montana, and the industry affected by HB
539, said the MPMA does support the DOT’s efforts to bring
special fuels taxation in line with gasoline taxes and Federal
regulations.

Ben Havdahl, representing the Montana Motor Carriers
Association (MMCA), spoke on behalf of the trucking companies who
have bulk storage for diesel fuel. Mr. Havdahl said MMCA
supports HB 539 and thinks it is an improvement in the law. One
concern of the MMCA is the ability to continue to purchase bulk
fuel and put it into storage tanks. Under the present systen,
those taxes are paid by trucking companies to the state on a
quarterly basis by filing quarterly returns as they consume and
use the fuel. The MMCA was concerned about trucks coming through
Montana who do not have a fuel permit, but HB 539 has been
adjusted so temporary fuel permits remain in effect to cover the
trucks in question.

Opponents’ Testimony:
None.

Informational Testimony:

None.

Questions From Committee Members and Responses:

Senator Towe questioned Mr. Salisbury regarding the current
system and what changes HB 539 will create. Mr. Salisbury said,
under the current system, the consumer tells the DOT how much
diesel fuel he consumes on the highway and pays the tax directly
to the DOT. HB 539 will provide a series of changes so that
everybody will pay their taxes up front, except for those
exemptions listed in the bill for governmental units, or bulk
purchases over 200 gallons. When anybody, such as a farmer, buys
bulk diesel from either a refinery or a distributor, he will get
an exemption certificate stating that the fuel will be used for
off-highway use.

Senator Gage asked about the effective date, and Mr.
Salisbury said the date of January 1, 1994, is used because the
DOT could not be ready for an effective date of July 1, 19%3. 1In
reply to Senator Gage’s questions about the $100 reissuance fee,

930401TA.SM1



SENATE TAXATION COMMITTEE
April 1, 1993
Page 4 of 13

on Page 13, Lines 17-19, Mr. Salisbury said there is no charge
for the initial permit; this $100 re-issuance fee is in the
event of a revocation. This is done to encourage people to
continue to file and keep their accounts up to date so the DOT
will not have to go through a re-licensing process.

Senator Towe and Senator Eck questioned the agricultural use
definition. Mr. Salisbury said the 50% use is similar to the
requirement by the DOR for income tax purposes; if a person, or
corporation, has agriculture as its major endeavor, it will
receive the agricultural exemption. Cindy Anders, Administrative
Officer for the DOT, said if anyone purchases bulk fuel in
quantities of 200 gallons or more, they have the option to buy it
tax exempt. She said the questions Senator Towe had asked would
refer to the refund process. If someone purchases under 200
gallons, and they pay the tax, they could come to the DOT for a
refund. However, if they do not qualify for agricultural use,
they would have to keep a dispersal record on that fuel under 200
gallons. If they do qualify as an agricultural user, they could
submit invoices and get 60% of the tax refunded.

Closing by Sponsor:

Rep. Brown said the net effect of HB 539 will be $3 million
to $6 million new dollars in the highway account that are
presently missing because of evasion of fuel taxes, and this
means $300,000 to $500,000 in interest payments to the General
Fund. Passage of this bill will also eliminate a considerable
amount of administrative paperwork.

EXECUTIVE ACTION ON HB 539

MOTION/VOTE:

Senator Eck moved HB 539 BE CONCURRED IN. The motion
CARRIED on oral vote with Senator Stang voting "NO". Senator Eck
will carry the bill on the Senate floor. (Please refer to

Minutes of April 2, 1993, for further action on HB 539.)

HEARING ON HB 641

Opening Statement by Sponsor:

Representative Mike Foster, representing House District 32,
presented HB 641. Rep. Foster said HB 641 is a committee bill
which codifies current accounting practices and establishes the
requirement that cash received for taxes be distributed the same
as the tax revenue with which it is associated according to
generally accepted accounting principles. Rep. Foster said this
bill will not change the distribution of any taxes and has no
fiscal impact on either fund balance or cash balance; it allows
the state to properly apply generally accepted accounting
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principles consistently to all tax revenue and the associated
cash receipts and collections. As a result, all tax revenue
received or accrued of a particular fiscal year can be allocated
to the proper fund on a consistent basis.

Proponents’ Testimony:

Connie Griffith, Administrator of the Accounting and
Management Tort Division for the Department of Administration
(DOA), presented her written testimony, Exhibit No. 6 to these
minutes. Ms. Griffith said both the DOA and the DOR, with
consensus from the Legislative Auditor’s office, asked the
committee to sponsor HB 641. The purpose of the bill is to make
sure that cash received from taxes is allocated to funds in the
same manner that the revenue associated with those collections is
allocated. Presently, a problem occurs when revenue is accrued
and the distribution or allocation of taxes is changed between
the time the revenue is accrued and the time the cash is actually
collected. HB 641 will clarify all of the tax laws so they are
handled in a consistent basis.

Mick Robinson, Director of the Department of Revenue, spoke
in favor of HB 641. Mr. Robinson said this situation arose as a
result of an audit of the DOR, and the Department is caught
between what is generally accepted accounting principles and some
statutory language that indicates the DOR must distribute based
on the collection. When there is a change in fiscal years, DOR
has accrued tax revenue at the end of the year and then a cash
collection received some time later is caught between two
different bases of accounting. HB 641 will clear that up and
address an audit finding impacting the DOR.

Opponents’ Testimony:

None.

Informational Testimony:

None.

Questions ¥From Committee Members and Responses:

Senator Gage asked Director Robinson if HB 641 would have
any affect on the ’91-/93 biennium. Mr. Robinson replied that he
didn’t expect any impact on either fund balance or cash balance
as a result of the effective date of this bill.

Senator Towe asked Director Robinson if there is a problem
with accrual, and when the revenue is not received, it is
considered accrued on July 1 and included in the previous
biennium, when it is going to be received within the next 60
days. Mr. Robinson said that is correct. Presently, as of June
30, the DOR would make an accrual entry which would recognize the
revenue in a certain fund, and when the cash is collected in the
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next fiscal year, the statute indicates that if the allocation
formula has changed, it must be distributed in a different
allocation. HB 641 will assure that the statutory language
indicates that the cash collection should be allocated in the
same manner as the revenue accrual.

Closing by Sponsor:

Rep. Foster did not offer any more remarks in closing.

EXECUTIVE ACTION ON HB 641

MOTION/VOTE:

Senator Towe moved HB 641 BE CONCURRED IN. The motion
CARRIED UNANIMOUSLY on oral vote. (731539SC.Sma) Senator Towe
will carry the bill on the Senate floor.

HEARING ON HB 436

Opening Statement by Sponsor:

Representative Tom Nelson, House District No. 95, presented
HB 436, which is a bill having three actions: (1) It clarifies
the definition of air and water pollution equipment for property
tax purposes; (2) It provides requirements for rules governing
the verification of the equipment; and (3) It specifies the
roles of the Department of Revenue (DOR) and the Department of
Health and Environmental Sciences (DHES) in classifying and
valuing this equipment, because to do the job right, they have to
work in concert. Rep. Nelson said an example where this bill
would be needed would be a refinery that added equipment to cut
down water pollution or air pollution, or where equipment is
being added to an existing refinery or to a refinery being
retrofitted with equipment, or in a business that is using waste
products from a refinery and some of that equipment put into the
new business plant is used to cut down pollution.

Rep. Nelson said a refinery is in a property class that is
taxed at 9%. Equipment that is put into this plant for water and
air pollution reduction is given a special tax status, and is
taxed at 3%. This is a tax incentive to attract industry
interested in reducing environmental air and water pollution. HB
436 further clarifies rules defining water and air pollution
control equipment and establishes a procedure to apportion the
value of multi-purpose equipment, which would be a fitting or
piece of equipment that is designed to reduce the pollution but
is also used in a manufacturing process. In this instance, a tax
reduction would be apportioned because there could be a by-
product sold as a result of the manufacturing process, so part of
the property would be taxed at 9%, and part at 3%.
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Rep. Nelson said the definition of air and water pollution
equipment included "under construction" because it sometimes
takes a couple of years to put a plant together and, even though
the plant may not be in operation, taxes are assessed. He said
the reason HB 436 is being so specific in its definitions, is
because this tax break has been on the books for a number of
years, but it has been exceedingly difficult for the Department
of Revenue to go into the field and determine which equipment
should be taxed at 9% and which should be taxed as 3%.

Proponents’ Testimony:

Mike Mathew, Yellowstone County Commissioner, spoke in favor
of HB 436. As the statute now reads, this classification
category is determined by the DOR and the DHES, and from a rule-
making and administrative point of view, there is no guidance or
outline for application by industries. Mr. Mathew said that last
year, a sulfur recovery operation went into business next to one
of the local refineries in Yellowstone County. When construction
was completed, that company filed for, and was given, a Class 5
designation of 3% tax on the entire facility. Commissioner
Mathew said that plant does reduce sulfur emissions, but they
also take sulfur recovery and sell sulfur products as a for-
profit business. That plant needed to have some administrative
rules to determine what part of their business is commercial
enterprise and which is actual air pollution reduction. Mr.
Mathew said the Yellowstone County Assessor and Treasurer feel HB
436 will improve the tax policy, and delaying that improvement a
year doesn’t make any sense. Mr. Mathew likes HB 436, but he
asked to have the effective date changed to October 1, 1993.

Ted Doney spoke in favor of HB 436 as a representative of
Rosebud Energy Corporation (REC), Billings Generation, Inc.
(BGI), and ASARCO. Mr. Doney said REC is the general partner in
the Colstrip Energy Limited Partnership Power Plant Project which
is located approximately 7 miles North of Colstrip. Billings
Generation is going to build a generation power plant in
conjunction with the Exxon Refinery. That project will result in
a net reduction in air emissions in Billings. ASARCO operates
the E. Helena smelter and, in conjunction with air pollution
control equipment, produces sulfuric acid which is sold on the
commercial market. These three companies have a vital interest
in HB 436. Mr. Doney said these three companies concur with Rep.
Nelson’s statement that there is a need for rules to clarify how
the process works because there are no guidelines in existing law
as to what does or does not qualify. Mr. Doney said the bill, as
introduced, appeared to eliminate the opportunity to use the
classified property classification if any of the equipment was
used to produce a by-product. Mr. Doney said his companies could
support HB 436 as it is now amended.

Rex Manuel, representing CENEX Petroleum Division, spoke in
favor of HB 436, as it is presented. CENEX has spent $80 million
in a project, still under construction, to clean up emissions
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from their Laurel refinery. They request that the December 31,
1994, effective date remain because they want to complete
construction prior to additional taxes being applied.

John Augustine, an employee and lobbyist for Conoco, said
Conoco will support HB 436 as it is now written.

Opponents’ Testimony:

None.

Informational Testimony:

None.

Questions From Committee Members and Responses:

Senator Halligan asked if the Committee could re-insert the
language on Page 6, lines 20 - 24, if the effective date is left
at December 31, 1994. Jeff Martin, Legislative Council staff,
said that language doesn’t need to be re-inserted because HB 436
would go into effect on October 1, 1993, anyway, and the DOR and
DHES would have that period of time to make rules, but if they go
back to the former effective date of December 31, 1993, the
committee would want to re-insert the stricken language. Thus,
it is assumed the rule-making process would start October 1,
1993, and work toward the effective date of December 31, 1994.
Mr. Manuel said CENEX would have no objection if rule-making
began on October 1, 1993, as long as the effective date is
December 31, 1994.

Senator Harp asked how a company is classified during the
time the pollution control equipment is under construction, under
the current law. Mr. Doney said there is a need for
clarification, but the net effect is to allow the departments to
adopt rules to apportion the property classifications during
construction and after construction is completed. He also said
BGI would not have a by-product, other than steam that is
supplied to Exxon, and sulfuric acid is a by-product that is
marketed by ASARCO. Mr. Doney said the way HB 436 is worded, the
DHES would adopt rules on how to split the property for taxable
evaluations. The DOR would establish the values, but the DHES
determines what is and isn’t pollution-control equipment.

Senator Harp asked about the word "substantial" on Page 3,
Line 20. Mr. Doney said without the word "substantial" inserted,
the law could be interpreted that only one violation in a year
for a power break-down could cause a company to be out of
compliance and wouldn’t qualify for Class 5. This will allow
flexibility for adopting rules to allow for those situations.

Senator Towe asked if the Federal EPA serves notice that the
state implementation plan is out of compliance because of the
projected failure to comply with the Federal Clean Air Standards,
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does that mean that everybody in Billings loses their 3% air
pollution equipment status? Jeff Chaffee, Air Quality Bureau of
the DHES, responded that the way the DHES rules work, and the
Federal Clean Air Act works, an adverse call on the state
implementation plan is done because there would be monitor or
model violations. Mr. Chaffee sees the wording in HB 436 more as
referring to compliance with emission standards set on various
industries. The DHES would look at compliance with emissions
limits and how much percent of the time there would be violations
on the standards. Mr. Doney said he was comfortable with this
answer.

Senator Towe asked about the language on Page 3, Lines 1 -
15. Mr. Augustine said he understood that to mean that switching
a type of fuel would not cause a loss of exemptions. Mr. Doney
interprets this language as meaning that if they were to use more
limestone in their processing, which is used to take sulfur out
of the fuel, this would not allow them to take further advantage
of the tax break. But, if they put on a new piece of equipment
to control air pollution, that would qualify.

On further questioning, Mr. Mathew said Yellowstone County
Commissioners were not pleased with the classification
designation on the local sulfur recovery operation, which is
totally classified as air pollution equipment with the exception
of their administrative office, even though there is a by-product
for-profit operation included. After the passage of HB 436 and
rule-making is in place, Mr. Mathew believes there will be means
to determine the product recovery and commercial benefit versus
whether the equipment is in place primarily as air pollution
control.

Senator Gage questioned certification and re-certification.
Mr. Chaffee said there is no cost for certification; however,
once a business is no longer in substantial compliance, they
would go through a re-certification process.

Senator Gage asked Mr. Manuel, if it is determined during
construction that their property would be classified as Class 5
at 3% tax, but without HB 436, they wouldn’t receive that tax
break, would that make a difference regarding the effective date
of the bill. Mr. Manuel said CENEX wouldn’t resist so much.

Senator Towe asked Rep. Nelson if the fiscal note on HB 436
is covered by HB 2. Rep. Nelson said as far as he knows, it will
‘be covered.

Mr. Manuel, responding to Senator Towe’s questions, said he
understands there is an agreement on the classification while the
pollution equipment is under construction, and CENEX wanted it
extended because they didn’t want any changes in classification
while it is still under construction. Harry Peterson, Property
Tax Division, DOR, said to his knowledge, there is no agreement
with CENEX as far as the classification of their new project.
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Mr. Peterson said it is valued as Class 8 at 9% tax while under
construction, under the current statute. Mr. Manuel will check
to see if it is in his company’s best interests to move the
effective date forward.

Closing by Sponsor:

Rep. Nelson offered no further remarks in closing.

EXECUTIVE ACTION ON SB 308

MOTION/VOTE:

Senator Stang moved SB 308 BE TABLED. The motion CARRIED
UNANIMOUSLY on oral vote.

EXECUTIVE ACTION ON HB 167

MOTION/VOTE:

Senator Harp moved HB 167 BE CONCURRED IN. The motion
CARRIED UNANIMOUSLY on oral vote. (731529SC.Sma) Senator
Halligan to carry the bill on the Senate floor. (Please refer to
Minutes of April 2, 1993, for further action on HB 167.)

EXECUTIVE ACTION ON HB 181
DISCUSSION:

Senator Stang questioned the $1,000 penalty on HB 181.
Senator Halligan explained out-of-state interests transport bees
into Montana and our state has no control over the quality of
these bees, or the diseases they carry.

Senator Grosfield asked if the penalty would be paid into
the General Fund. Senator Halligan said this is correct, and the
industry supported the strong penalties. The General Fund money
for the program was eliminated, and these fees replace the
General Fund monies.

Senator Gage pointed out that this bill would allow
authority to levy administrative penalties that should be
~earmarked to the General Fund instead of the Department’s Special
Revenue Account.

MOTION/VOTE:

Senator Stang moved HB 181 BE CONCURRED IN. The motion
CARRIED UNANIMOUSLY on oral vote. (731535SC.Sma) Senator
Crippen will carry the bill on the Senate floor. (Please refer
to Minutes of April 2, 1993, for further action on HB 181.)
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EXECUTIVE ACTION ON HB 193

DISCUSSION:

Senator Halligan said that during the hearing on HB 193,
Rep. Carley Tuss said that the House was very concerned that the
money in HB 193 go into the General Fund. She said the industry
didn’t like that idea, she didn’t support that idea, and she
wanted the funds to go back into the earmarked account. Senator
Halligan said the Agricultural Committee felt the money should go
into the Agriculture Account and not to the General Fund.

Senator Stang asked if Section 12, pertaining to the produce
dealers license, was referring to produce grown only in Montana
or produce grown anywhere and sold in Montana. After discussion,
it was determined to mean produce grown in Montana and sold in
Montana.

Senator Grosfield questioned the repealer sections in HB
193, and what happens to the penalties. He said he sees a
problem if the Department of Agriculture would be imposing the
penalties and then receive the money from the penalties. This
will be check on and reported back to this Committee.

Senator Gage asked how HB 193 applies to the person selling
produce at a Farmers Market where they did not have to be
licensed and where there were no restrictions, and what if they
exceed $15,000 in sales. This will be checked out also.

No further execution action was taken at this time on HB
193.

EXECUTIVE ACTION ON HB 393

DISCUSSION:

Senator Grosfield said HB 393 is by request of the
Department of State Lands, and was put together in cooperation
with the loggers and Wood Products Association.

MOTION/VOTE:

Senator Towe moved that HB 393 BE CONCURRED IN. The motion
CARRIED UNANIMOUSLY on oral vote. (731535SC.Sma) Senator Swift
will carry the bill on the Senate floor.

EXECUTIVE ACTION ON HB 516

DISCUSSION:

Senator Halligan said HB 516 is a milk industry bill. The
funding, which works out to and additional 1.6 cents per gallon
of milk, will be deposited into the General Fund.
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Ted Doney, representing the Montana Dairymen’s Association,
said that currently milk inspections are funded by the General
Fund, and carried out by the Department of Livestock. HB 516 is
trying to replace the General Fund with earmarked fees that the

users want.

Cort Mortensen, Executive Secretary, Board of Livestock,
said his Board presently administers the milk inspection program.
To his knowledge, the Federal government does not have a milk
inspection program; however, states have to meet FDA inspection
requirements and the FDA does review the program to see that the
states are following the mandates of the public health ordinance.
There is a dairy representative on the Board of Livestock, and
there are four sanitarians who carry out milk inspections
throughout the state.

MOTION:

Senator Gage moved to amend HB 516 on Page 3, Line 17, after
"shall", to insert "not".

DISCUSSION:

Senator Towe asked Mr. Mortensen the affect of this
amendment. Mr. Mortensen said the fee is paid by the producer
when he delivers the milk, and with this amendment, the producer
would have to pay this additional amount from his pocket. He
said there is a provision in HB 516 to fund a dairy extension
specialist at MSU.

VOTE:
The motion FAILED 6-2 on roll call vote (#1).
MOTION:

Senator Stang moved to amend HB 516 to eliminate the money
that will go to the Montana State University Cooperative
Extension Service.

DISCUSSION:

Senator Stang said it appears HB 516 is trying to start a
new program at a time when the state can’t afford it. Section 1
in HB 516 is where this position is actually created.

Senator Halligan said this amendment would also have the
affect of decreasing the assessment.

Senator Towe asked if the request for an extension
specialist is a carry-over of an existing program that was funded
somewhere else and is now being funded here, or is this a new

S R 2}

program and, if so, were there people who came in to support this
new program at the hearing. Ted Doney responded that there
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formerly was a dairy extension program at MSU and it was
eliminated about 8-10 years ago. MSU is now the only land grant
college in the nation that does not have a dairy extension
program. HB 516 is proposing to restore the dairy extension
program to MSU.

Senator Stang said he does not see why the consumers of the
state should pay an increased tax on their milk to fund the dairy
extension program at MSU. If they want this program, they should
fund it themselves.

SUBSTITUTE MOTION/VOTE:

Senator Towe moved a substitute motion to re-instate Senator
Gage’s motion to amend HB 516 on Page 3, Line 17, after "shall",
to insert "not". (hb051601.ajm) The substitute motion CARRIED

5-4 on roll call vote (#2).

MOTION/VOTE:

Senator Towe moved HB 516 BE CONCURRED IN AS AMENDED. The
motion CARRIED on oral vote with Senator Stang voting "NO".
Senator Devlin will carry the bill on the Senate floor. (Please
refer to Minutes of April 2, 1993, for further action on HB 516.)

ADJOURNMENT

Adjournment: The meeting adjourned at 11:05 a.m.

5 “—WIRE @mziGAN, Chair

2Ly

! BONNIE STARK, Secretary

MH/bjs
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NAME PRESENT ABSENT EXCUSED

Sen. Halligan, Chair

Sen. Eck, Vice Chair

Sen. Brown

Sen. Doherty

Sen. Gage

Sen. Grosfield

Sen. Harp

Sen. Stang

\\\\“'\\\\

Sen. Towe

Sen. Van Valkenburag

N

Sen. Yellowtail

FC&

Attach to each day’s minutes



SENATE STANDING COMMITTEE REPORT

Page 1 of 1
April 1, 1993

MR. PRESIDENT:
We, your committee on Taxation having had under consideration

House Bill No. 641 (third reading copy -- blue), respectfully

-report that House Bill No. 641 be concurred ii/

Signed: /%/ ,
Senatof Mike Hal&Zgan, Chair

fn —amd. Coord. Towe
fw_ Sec. of Senate Senator Carrying 3ill 731539SC.Sma




SENATE STANDING COMMITTEE REPORT

Page 1 of 1
April 1, 1993

MR. PRESIDENT:
We, your committee on Taxation having had under consideration

House Bill No. 167 (third reading copy -- blue), respectfully

report that House Bill No. 167 be concurred in.

Signed:
Senator Mike Halli

M —~ Amd. Coord. Halligan
nw_ Sec. of Senate Senator Carrying Bill 731529SC.Sma




SENATE STANDING COMMITTEE REPORT

Page 1 of 1
April 1, 1993

MR. PRESIDENT:
We, your committee on Taxation having had under consideration

House Bill No. 181 (third reading copy -- blue),frespecffully

report that House Bill No. 181 be concurred in,

Signed:
Senator Mike Hall>

M— Amd. Coord. Crippen
‘W Sec. of Senate Senator Carrying Bill 731530S8C.Sma




SENATE STANDING COMMITTEE REPORT

Page 1 of 1
April 1, 1993

MR. PRESIDENT:
We, your committee on Taxation having had under consideration

House Bill No. 393 (third reading copy -- blue), respectfully

report that House Bill No. 393 be concurred in.

gan, Chair

YW — Amd. Coord. Swift
MW Sec. of Senate Senator Carrying Bill 731535S8C.Sma




ROLL CALL VOTE #/

SENATE COMMITTEE

TAXATION

BLLNO. LA 395

DATE

g-/-73

NAME

™M _7 o (EM)PM.

YES NO
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SEN"T: TAXATION
EXHIBIT NO__/.

DATE_ y-/-73

CHANGES TO THE DIESEL STATUTE gy No_ A 6 539

15-70-301 Section 1 (Definitions)

These additions and deletions to the definition section
provide the mechanism to tax diesel fuel in the same manner
the State taxes gasoline.

"Agricultural Use" this definition is for the refund
provision under section 38, which allows for 60% as an
estimation for agricultural use.

“Bulk delivery" this definition is for the distributor’s
exempt sales under section 26 and the refund provision under
sections 38 and 40. )

"pDistributed", "distributor', Yexport', "“exporter",
"import", and "importer" these terms need to be defined for
the mechanism to tax diesel at the distributor level.

The following sections wers changed to deleta the
information pertaining to the special fuel dealer, since the
dealer is not responsible to pay the state the tax.

m section 2, section 3, section 4, section 5,

section 6, section 7, section 11, section 13,

section 14, section 15, section 16, section 17,

section 18, section 19, section 20, section 21,

section 22, section 23.

m repealing 15-70-316 and 15-70-322

The following sections were added to allow for the mechanism
to tax diesel fuel at the distributor level. These sections

were patterned after the "basic gasoline license tax".

m Section 24 through secticn 42



15-70-302 Section 2 and Section 9

Changing the reference from "Checking Station Office" to
"Motor Carrietr Services Division" is a housekeeping measure
that ensures compliance with the creation of the Montana
Department of Transportation effective July 1, 1991.

15-70-302 Section 2, part (3)

Deletes part three. The State exempts all vehicles under
26,001 regardless of use as long as all fuel is purchased
tax paid. 1If fuel is purchased ex-tax, as provided in
section 26, users operating vehicles under 26,000 pounds are
required in section 6 to purchase a permit depending on the
weight of the vehicle.

15-70-302 Section 2, part (5)
Deletes b, ¢, and d. These parts are redundant since one of
the IRP requirements states a carrier must be also an IFTA

user.

15-70-302 Section 2, part (§)

Deleted predominantly for agricultural use since all
vehicles under 26,001 pounds gross vehicle weights are
exempt from licensing and reporting except if purchasing ex-

tax fuel, as provided in section 26.

15-70-304 Section 4, part (1)

Deleted the part waiving the bond requirements of a
contractor if the contractor posts a performance bond.
Performance bonds currently are not written to include fuel

taxes.

15-70~-305 Section 5, part (3) ' -
This provision was added to require users, who surrender a
license or who have their license revcked by the state, to
pay $100.00 reissue fee. The fee helps defray the cost ¢

. . , o
o The user T2 K2epr tnhelr

- &

(1Y

licensing and gives an incentiv

account current to aveid rsveccaticn.

- -
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15-70-309 Section 8

This section is amended to provide a permit fee for vehicles
under 26,001 pounds gross vehicle weight that receive ex-tax
fuel. -

15-70-311 Section 9

Since all vehicles under 26,001 pounds gross vehicle weight
are exempt the trip permit is necessary for vehicles over
26,000 pounds gross vehicle weight that are traveling
without a special fuel user’s vehicle permit.

15-70-312 Section 10 _
To clarify not only vehicles hauling produce but all

vehicles hauling commodities.

15-70-315 Section 11
This provides the tracking system for non-taxed diesel fuel.

15-70-329 Section 19
This was added to allow a statute of limitation for payment
of credit. Senate Bill 126 also address this.

Repeal

Section 15-70-316 Cardtrol statement on pumps.
This noctice is not necessary for the pumps since all fuel is
taxable unless qualifies under section 26.

Section 15-70-322 Reference to the tax on diesel at the
pumps.
The special fuel dealer is not required to pay the tax.

Remains without change

Section 15-70-308 Temperary Cash Compliance Bond.
This i1s needed for vehicles cver 26,001 grsss vehicle weightz

traveling without a special fuel user’s venicls permit.



ATE A~ 93
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Section 15-70-313 Department to Furnish Forms.
This allows the department to design forms for the temporary
permits.

Section 15-70-314 Penalty for operation without temporary
permit - compliance bond = policy continue.

This is necessary for temporary permits.
Reserved
® 15-70-310

m 15-70-317 through 15-70-320

CA:D:AC:19.mb



Presently Montana does not have full accountability of
diesel fuel within the state. The purpose of this bill is
to obtain full accountability of diesel fuel and eliminate

the licensing and reporting requirements for users who §§°§
operate vehicles under 26,001 pounds gross vehicle weight ¥

and not purchasing diesel fuel ex-tax. The following is a = .

list of diesel users and how the proposed diesel bill will:: =

affect them: = E

= =

0 i

u AGRICULTURAL
CURRENT STATUTE REQUIREMENTS FOR ON-~-HIGHWAY VEHICLES:
Currently the agricultural user can purchase any amount of
bulk diesel fuel without paying tax. Agricultural users
fueling on-highway vehicles out of bulk storage must keep a
complete dispersal record on all diesel fuel withdrawn from

bulk storage. The users report the usage to the department

quarterly.

Agricultural users who own only cars or pickups under 10,000
pounds gross vehicle weight and elect to fuel the vehicles
out of tax-free bulk diesel may opt to purchase a special
authorization permit each year for $120 per vehicle. The
permit releases the user from keeping a complete dispersal

record of all the diesel fuel withdrawn from storage.

Agricultural users operating vehicles both under and over
10,000 pounds gross vehicle weight can purchase a permit for

vehicles under 10,000 pounds, but must keep a complete

dispersal record of the fuel for vehicles over 10,000

pounds.

are__Y~/)- 73
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The agricultural user only fueling off-highway vehicles from
bulk diesel storage is not required to keep a dispersal

record or repocrt the diesel usage to the department.

m AGRICULTURAL
PROPOSED STATUTE REQUIREMENTS FOR ON-HIGHWAY VEHICLES:
The agricultural user can purchase bulk diesel fuel in
quantities of 200 gallons or more and not pay the tax.
Agricultural users who fuel on-highway vehicles from bulk
diesel storage must keep a complete dispersal record on all
diesel fuel withdrawn from storage. Users report the usage

to the department quarterly.

Agricultural users who own vehicles under 26,001 pounds
gross vehicle weight and fueling out of ex-tax diesel bulk
must purchase a special authorization permit which

eliminates the record keeping for those vehicles.

Agricultural users who operate vehicles both under and over
26,000 pounds gross vehicle weight and fueling out of ex-tax
diesel bulk must purchase a permit for the vehicles under
26,001 pounds, keep track of the vehicle’s mileage and
maintain a complete dispersal record of all fuel used in
vehicles over 26,000 pounds. Users must report usage to the

department quarterly.

[\



T A o e/ I

The agricultural user only fueling off-highway vehicles from
bulk diesel storage is not required to keep a dispersal

record or report the diesel usage to the department.

All bulk diesel fuel purchases less than 200 gallons must be
purchased tax-paid. The tax may be eligible for refund if

the fuel was used off-highway.

m MOTCR CARRIERS (TRUCXING)
CURRENT STATUTE REQUIREMENTS FOR ON-HIGHWAY VEHICLES:
Currently the trucking industry can purchase bulk quantities
of diesel fuel without paying the tax. Carriers who fuel
on-highway vehicles from bulk stqrage must keep a complete
dispersal record on all diesel fuel withdrawn from storage.

Carriers report the usage to the department quarterly.

Carriers who purchase tax-paid diesel fuel through retail
outlets also must report all diesel fuel purchased and miles

traveled to the department guarterly.

s MOTOR CARRIERS (TRUCXING)
PROPOSED STATUTE REQUIREMENTS FOR ON-HIGHWAY VEHICLES: The
trucking industry can purchase bulk diesel fuel in
quantities of 200 gallons or more and not pay the tax.

Carriers who fuel on-highway vehicles from bulk diesel



storage must keep a complete dispersal record on all diesel
fuel withdrawn from storage on vehicles over 26,000 pounds
gross vehicle weight. Carriers report the usage to the
department quarterly. Carriers who own vehicles under
26,001 pounds gross vehicle weight must purchase a special
authorization permit which would eliminate the record

keeping to the department.

Carriers who operate vehicles both under and over 26,000
pounds gross vehicle weight must purchase a permit for the
vehicles under 26,001 pounds, keep track of the vehicle’s
mileage, and maintain a complete dispersal record of all
fuel used in vehicles over 26,000 pounds. Carriers report

usage to the department quarterly.

If trucking companies only purchase tax-paid diesel fuel
through retail outlets, the carrier still must report all
fuel purchased and miles traveled to the department
quarterly but could qualify for annual filing on vehicles
over 26,000 pounds. This is required under the IFTA

agreement and for refunds.

Carriers must pay tax on any bulk diesel purchases in
quantities less than 200 gallons. The tax may be eligible

for refund if the fuel is used off-highway or out-of-state.



e 539
® CONTRACTORS, LOGGERS, MINERS, RAILROAD

CURRENT STATUTE REQUIREMENTS FOR ON-HIGHWAY VEHICLES:
Currently contractors, loggers, miners and railroad can
purchase any amount of bulk diesel fuel without paying the
tax. These users must keep a complete dispersal record on
all diesel fuel withdrawn from storage and report all usage

to the department quarterly.

If these industries only fuel off-highway vehicles from bulk
diesel storage, they are not required to keep a dispersal
record or report the usage to the department. However,
contractors, who fuel any vehicle in conjunction with a
highway project, must report all fuel consumed to ther
department. All fuel affiliated with highway projects is

taxable.

s CONTRACTORS, LOGGERS, MINERS, RAILROAD
PROPOSED STATUTE REQUIREMENTS FOR ON-HIGHWAY VEHICLES:
Contractors, loggers, miners and rallroad can purchase bulk
diesel fuel in quantities of 200 gallons or more and not pay

the tax.

The industries who fuel on-highway vehicles from bulk diesel
storage must keep a complete dispersal record on all diesel

fuel withdrawn from storage. Industries report the usage to

the department quarterly.

(&]



The industries that own vehicles under 26,001 pounds gross
vehicle weight must purchase a special authorization permit

which eliminates the record keeping.

The industries that operate vehicles both under and over
26,000 pounds gross vehicle weight must purchase a permit
for the vehicles under 26,001 pounds, keep track of the
vehicle’s mileage, and report all fuel used in vehicles over
26,000 pounds. Industries report usage to the departmént

quarterly.

If industries purchase bulk diesel fuel in quantities less
than 200 gallons, they must pay the tax. Users may file for

a refund of the tax if the fuel was used off—highway.

If industries only fuel off-highway vehicles from bulk
diesel storage, they are not required to keep a dispersal
record or report the usage to the department. The only
exception is for contractors who consume bulk diesel fuel in
conjunction with a highway project. All diesel fuel

consumed on highway projects is taxable.

m SPECIAL FUEL DEALER

CURRENT STATUTE REQUIREMENT FOR DEALERS:

Currently special fuel dealers must keep inventory records



2

- W¥Z%K;éaiﬁw

on all fuel received. The dealer files a monthly report =

which indicates the amount of tax due through retail sales

of diesel.

a SPECIAL FUEL DEALER
PROPOSED STATUTE REQUIREMENTS FOR DEALERS: Special
fuel dealers will not be required to report retail sales and
remit payment to the department. The special fuel dealer
will pay the tax to the supplier of diesel fuel at the time

of deliver

m PETROLEUM INDUSTRY
CURRENT STATUTE REQUIREMENTS FOR THE DISTRIBUTOR:
Currently diesel distributors are not required to keep track

of or report diesel sales to the department.

s PETROLEUM INDUSTRY
PROPOSED STATUTE REQUIREMENTS FOR THE DISTRIBUTOR:
Diesel distributors must keep track of and report all diesel

sales off the terminal to the department.

~J



: d

cwwumwwmuwmmwm , ‘uotrjejxodsuea],

2yl 073 sTes ayjy burjzodsx u\mwh“MW\ww ON T8 jo jusunyaedsqg syj o3 ayes oY)
- 5 fuTh : : burjxodsx x0 xe3 syjy burtbHaeys
o rui o3 BOIoIRHS anodarit m& - \\\q - 3wa " 3Jnoy3tm 19sn obxey o o
JZ03NATIAZSTP ayy o3 A[3o8xTp i 4noy3t T ®ya o3
) wau 19saTp 3O mUmmH [= ON Li§IHX A13o9xTp [°nj To9SsTp JO Speol
asyue] sTTas Arsurgax oyl NOILYXVL 31vN3S Tosuey STTSS AIdurzat SUL

‘uotjiejxodsueny,

Jo jusurjaedsqg sYyy o3 8oTes
LAV qd _L mw_ 19n3J T8®saTp oyl HBurtjxodsa a0 xe]
H Au. H .hu Buthbaeyno noyjtm Tenj TeseIp Jo
SpeoT Jaaxuel STT9s Aisurjesx ayl,

‘uorjejaxodsuely, >.—®C_.._1mm

‘uoTjejxodsuer]

jJo juswijaxedsaqg ayj Jo jusuwjaedsqg ayj

o3 @a1es aYyj burjaodsa 03 8Tes ayj bBurjaodsx

I10 xe3l a8yl bBurbaeyod : I0 xe3 8yl mmamu6£o

Inoy3TM juerd YTng ///// JNoYJTM ISTTEISI
ay3 03 Arjo8xIp T=nj : .

@yl o3 Ar3osxrp Tenyg
I9S8TP JO SprOT Isyuej)
sTT18s Aasurjisax 8yl

TSSSTp JO SPEOT Jayue)
sTTes Axsurjsia syl

|OADT] JUdIIND 19|ie)0Y
| 9inbi




‘uoTjejaodsuea],

jo Juswjaxedsq syj 03 STes
jdwexa ue sjzodsa Aasurjisia
oI, "xej3 oyl HBurbreyd
INOYJITM I03NQTIAISTP 3yl 03
ATao09arp 1onj TSsSsIp JO speoT
Tojue]y syres Axsurjisa ayy,

‘uoTjejaodsuea],

Jo juswjaedsqg ay3 03 aTes jdwsxa
ue sjaodsx Axsutjsax syl - xej
oyl bBurbHreyd 3noyjlztm assn sbxeg
91l 03 A[3d8xTpP Tenj [=8sSsTp JO
speoT Jaayuej syT9s KAiasutjsa syl

‘uotjejxodsuea], jo jusujaedsaq

2yl 03 ares 8yl Hutrjxodsa pue
LAVquﬁu_hﬂmw_ﬁH xe3 ayjy bBurbieyod Tany T1assIp JoO
SpeOT I93uel STTO9s AxsUuriLax oyl

Alsuye
‘uoTjejxodsuen], Jo .% M&
Jusujaedsg ayj o3 sTes
a1 bBurjaodsa pue xej
oyy burbaeyn juerd yIng
23 03 Ar3osatp Teny
T3S3TP JO SPROT Isue)y
s1res Axsurjsa oL

‘uorjejxodsuex], jo
jusujaedsg syl 03 8fes
2y3 HBurqaodsa pue xej
oYy bHurbHreyd asyrelsa
2yl 03 Ayaosarp Teng
T9S8TP JO SPROT Jajuej]
sTTes Aasurjsia oyl

4

|oADT] pasodold 1o|1e}0Y
Z 91nbi4



‘uotjejaodsuexy,

jo jusurjaedsq syl o3 ayes
o3 burjaodsx 10 xe3l 8yl
burbreyns jnoyztm Axsutjsa
8y} 03 ATj3o8aTp [enjy
I9S9Tp JO SpPROT Iayuel
STT®Ss I03NQTIAYSTP BYL

"uotjejaxodsuen],

Jo juawjaedaqg SYyj

03 aTes ayjy butrjxodsx
I0 xej ayj burbaeyo
InoylTm juetd YTnq

8yl 03 A[303xTp T8nJ
19SSTp JO SpeoT Iaxuej)
STT®S I03INQTIISTP SYL

jueld
jing

Te ubey

‘uotrjejaodsueal],

3o juswjaedsg ayjl 03 sTes 8yl
purtjaodsax xo xe3l 8yjy bHurbaeyod
jnoyjtm xasn abiaer syl oj
AT308aTp T8nj [esaTp JO speof
Ixoxuel STISS IOoNTI3STP a8yl

‘uoTjejaodsuea], Jo juswiaedsqg

aYyy 03 oTes [eonjy [asSaIp
oyl burtjaodsx a0 xe3 HBurbaeyo
INoY3TM Tanj [o9sSoTp JO Speol
I9xue]l STT9S I0ANQTIISTP SYL

Lﬁqudnu_hﬂmw_ﬁu ‘uorjejaodsuexy,
Jo juswjaedsq 8yj

03 8T1es o3 bBurjaodszxa
X0 xe]} syl bBurbreyo
JnoyjTM IJoTTEe]sx

8yl 03 ArjloLaTp T8njg
I9SSTP JO SpeOoT Iaxue]

i o , STT8S aoanqTIqsIp ayy,
pas o4 - TT q P ay
S~/ v
o R R TTR &

[OADT] JUBIIND 19]1R)0Y
¢ 0.nbi4y



‘uorjejaodsueal],

Jo jJusujaedsaq oy3y o3 8Tes

jdwexs ue sjaodsx I0JINQIAJISIP SYL
‘Xe3 ayj burbreyd jnoyjltm Issn
abxeT ayjy 03 AT3092aTp 9TES8I 103
peopuajuUT jou [anj [IS9Ip JO SpeoT
aaxue]) STTSS JIOINQTIAJISTP OUL

‘uotjejaodsueny],

Jo juswjxeds 9y3j o3 oes
jdwexs ue sjaodsa xo3nqriySTIpP
eyl -xej 8yl burbreyon
anoyjlTtm Axsurjisa syl o3
AT329aTp TSonJ [9SSTIp JO SpeoT
I9xur) STT9S I03NQIAJSTIP 9y

‘uoTjejxodsueay, jo juswiyxedag
eyl 03 aTes 8yl Hurjxodex pue xej
8yl butbaeyd Tong TessIp JO SpeoT

Za)ue] STTOS XOJNQTAISTP SYL

JO}Nnqii}sl
‘uotrjejxodsuea], jo H m“. ﬂ .ﬁu
Juswijaxedeq ayj o3 aTes
ayy Hurjaodsx pue xej
213 bBuibxeyn juerd YIng
8yl 03 A[3oLaTp Tonjg
19SSTP JO Speol aaxyue)
STT98 I0ANQTIISTP =YL

‘uoTjejaxodsuex], Jo
Jusuiyaxedeq a8yl 03 aTes
92y3l burjxodsa pue xej
2y3 burbaeyo asTTelax
o4yl o3 ArjosarTp T8Ny
T8saTP JO SpeoT Isxuejy
STT®S I03nqral3sIP 9YyL

Vg N

ue|d .
Ning |oA97 pasodoud 1o|EIoY

$ 81nb1



‘uotjejaxodsuex], jo juswjixedsg syjy o3

aTes 8yl Jo sseyoand ayj jaodsax jou pue xel ayj
INOYJTM SIBUMSUOD 03] [ISSTp |{Y3 [[8s ’‘Xe] ayj
anoyltm Tany Tesaip oseydand ued jueTd AN 8yl

jue|d

‘uorjejxodsueal

jo juswjaedsqg ayj

03 oT1es syj bBurjaodsa u;_qdmm
10 xe} ayjlj burbreyod
JNOYJITM I3unsuod
syl o3 Ar3o8aTp Tenjy
TeSaTp JO SpeoT 3Thq
sTTes Querd }Ing oyl

R - [ Ll A w,
gee gl
M\uft\ﬂz\mwtww{«
£

|oA9T JUBLINg
G ainbl14

‘uotrjejaodsuri],

Jo juswiaedsaq oY)

03 8aTes syl Burjaodsx
I0 xe3 =ayj HBurbaeyo
InoyjTMm I8TTRe]}aX

ay3 o3 Ay3osarp [enjg
T8SaTp JO SpeOT Ingq
sTTes jueld Ingq 8yl

19]1e}oY



>

"3TPaad xo3 xetTtTddns 8yl 03 UOTIRWIOIUT JTUqnS

TITM I8Te8p TN 8yl °xXej syl abieyd o3 psartnbax jou

sT juerd Ing 8yl ’‘slessax I0J pPspusljUT JOU 3aIow I0 SuorrTedbd
00Z 3o ssTj3Tiuenb ur Yrnq sTyes juerd syjl JI  CpepnIouUT
xe3 eyl YiTs [anj TaseTp aatsdax TTTm jueld YIng 8yl

"3Tpaad ao0j xsr1ddns

8yl 03 uoTjewIojuTt
Atugns TTTM I9Tesp 3Inq
8yl ‘8Tesax I03J pepusjul
Jjou sxow 10 sSuoTTeb

00Z 3O ssT3jTjuenb uo

xe) syj3 burbieyd Inoyltm
Isumsuod 8ayjy o3 Arjioearp
12Ny [9saTp JO Speol

g syTes juerd }Tng °yy, Tng

|IoAD7] pasodold
g aInbl4

‘uotjejxodsueay,
3o juswjaedsqg

ay3 o3 ey1es syjy jaodsa o3
aaey jou ssop jueTd yIng

oYyl -xej3 8yjy Huibaeyod
JeTTe3ax ayjy 03 Ar3os1Ip

I®Nn3J [SSS8TP JO SPeoT
sTT®s jueld 3Ing ayg

lo|ie1oy



‘uoTjejaodsuelx], FO juswjyaeds(

syl o3 Asy Aemybrty syjy jo sbesn syj sjaodsa
®yooTAsy 8ayj jJo aesn 8yl -ATuo ssares Aemybry

uo xej3 a3 sabieyo syO0TAsY syl Jo xojzexado syl
‘asn AemybH1y-~33o 103 8uo pue asn Aemybty x03J
suo ‘shey omj urelqo 03 JsUNSsSUod ayj ssatnbax
jqooTAay 9yl jJo xojeasdo a8yl ‘asasmoy ! ISWNSUOD
Se Isuuew SWRS U3} UT pojeaI] 3Ie SHDO0TASDY 8yl

ay3

1 ubeyg |

*STOTYSA JI0j0W B JO quej
A1ddns syl ojutr Af3o9aIp
paoeTd [snj [ssaIp TTe uo
anp xe3l syl JTwax pue ales
‘sseynand ayjy jaodsx
03 paatnbsx sT Is[Tejsx sylL

‘uotjejxodsuex], Jo juswujaedsy syl o3 abesn

8yl sjxodsx pue saloIysaa Aemybry ojutr padetd
Teny TTe JO 3oexjl desy 03 paatnbax sT Jssn ayj
pue sTes syl sjaodsi xsyTej3ax 8yl p=bieyd
Jou ST Xej ayl ‘YqIng 0ojuT [enjy [esaIp

seoerd asTTel8x 8yl JI "S©IOTYaA I0j30U ®

Jo uejy Arddns ayjy ojutr AT3onsartp pesoeld Tsng
TosaTp 8yl uo xej3 syl sabieyn asTrelsx ayl,

lajie}ay

|OADT JUBLIND |

/ ainbi



*3Tpaao 103 asriddns ayjy

03 uoTIewIOJUT JTWNS TITM I0jeiado 3ydoTAsy BYL
"xe) o3 abaeyo o3 paxrTnbax jou sT aojeasdo

Moo TAay 8yjy usyjl suolreb gpZ I2A0 3ae soTeS
ATyauow syjy JI ‘TsnjJ TesaIp JOo aTes Aryjuouw

e 9jefnunNdde 03 POMOTTe ST JI9SN YDOTASY oYyl

*xaTTddns ayjy woxy

Xe] 9yl I0J JTPIID SATSDODIX
03} 8Tesal 103 pspusjurt "

jou axow Ixo suoyrtedb ooz Jo
soTes qIngq syl Jo oeay desy
03 spesu ATuo aayTej}sx a8yl

*3Tpead 103 xstTddns syj
03 UOTJBWIOJUT JITWANS TTTM IaTTIel=ax 8yl pue
xe]3 8yl woxjy jdwexs ST 8Tes syl ‘slessxr 1037

pspusjut jou suojreb (gQz I8A0 syuel YIng ojut

Ton3 TosaTp sedeTd asyTejlax syjy JI -suolleb
00Z ueyl ss9T Syuel Y[Ng pue s[dIYsA 1030w e
Jo yuej Afddns syl ojur ATjo9aTp padeTd fsnJg

19SsTp 8yl uo xXe) 3yl s=b61eyd JaTTeRlaI SYL

1a]1e)oy

loAeT pasodold
Q 94nbi



6 ubug

‘uotjejaodsues], Jo juswjxedsq syj

‘uorjejaodsuexy, 3o juaujxedsg syl 03
03 speox orTqnd 8y3l uo sqi 000°'9Z I9n0 speox otrqnd ayj3 uo sqT 000’9z ISpun
SSTDTYsA UuT pasn suoTTeb ayj uo xejy , S8TOTYSA UT pesn suoTTeb ayy uo xe3
91] jTwax pue abexo]s WOIJ UMRIPYITM a3 TWa X Umm oBeI03S WOIJ UMBIPYJTM
Teny 9yl T[r1e 3xodsx ‘paodex TesasdsTIp Tong wmu 1Te 310dox ‘pIoooIx Hmmumamm@
e deoy 03 paxTtnbsx ST I9sn jIng syl .

e dsay 03 paainbax ST a9sn [ng 3yl

‘ ‘uotjejaxodsueay, jo
mwhu_ HVAVHV mwmw quswjxedsq ayj o3 speoxa orTqnd ayj
uo pesn suolieb syl uo xejz syl JTWSI

pue 8berols woII umeapylTM TanJ syj

¢_®>O 1Te 1xodex ‘pxooax Tesaadstp e doay

o3 paatnbaix sT assn ayjy ‘sbeaojs
STY] JO 3IN0 S3[oTYsa KAemybty

sTengy xesn TN ayj JI -pepniour
xe3l ayjl jnoyitm aarTddns syl woxjy
Tonj TesaTp saseyodand Jasn {Tng syl

|OADT] JUBLINY
6 9Inbi4

sq] 000°9¢
lapu



‘uoTtjejxodsuea], jo juswijaedsqg oyl
03 speox dTTqnd 8yl uo sqr (000‘'9¢ ASnO0
S87D0TyaA Uur pasn suorrTeb syjz uo xejy
2y3 JTwsx pue sberols woixJ umeIpylTm
Teny Yy [1e 3xodexa ’‘paoodex Tesaadstp

‘uotjejxodsuer], jJo juswijzedsg syl 03
@besn syjz j3aodsx x10 prodax [esasadsTp e desy
03 paxtnbax jou sT assn 8yl “spunod (000‘9Z

Ispun s8TOTYaA 3yl xo3 jTwasd e eseyosand

03 paatnbax sT a9sn syl ‘sbexojs jdwsxs
e dssy 03 paamnbax ST JXasn )YINgq Syl

jo 3no seTotTyaa KAemybTy sTsny assn YInq SYL

sq| 000'9¢
IEYYe

sd] 000°9¢
lapu

‘oresax
I03J pepusljur jou saou 10 suorieb
00Z st eseynand syl sssTun pepniouUTr
xe] a8yl yjztm xarTddns syj woxj

19ny 718saI1p saseydand xesn qTng oSyl

loasn
jing

[oAe pasodoiyq
0l 8Inbi4

LEL g
EG -/ T T v
%.1, St o



tesel fuel excise taxes are being cvaded. The

current structure for collection is just teo at-

tractive to organized crime vings and 1o “run of
the mill" tax cheats. Every year that we do not address
this problem, the federal highway trust fund is cheated
out of hundreds of mullions of dollars, The Federal
Highway Administration testified before u congressional
committee last year that approximately 13%% to 204% of
all taxable diesel fuel sold escapes taxation, This is
simply upacceptable,

The current system for collecting diesel fuel excise
taxes is the same system Congress abandoned for collect-
ing gasoline taxes because it permit-
ted tao much evasion. [t sheuld
therefore come as no surprise to any-
one in the petroleum industrv that
vast amounts of cheating moved out
of gasoline and into diesel fuel.

The velume of diesei gallons sold
and the number of different firms
within the distribution chain make it
difficult to follaw the product from
the refiners through the multiple
wholesalers to the uitimate retailer,
[n addition, petroleum industry
characteristics that encourage cheat-
ing—=nantely the fact it is a cash
industry that is highly price-sen-
sitive—will never change. Sales vol-
umes increase dramatically in this
industry by selling product just a few
cents below competition.

Diesel fuel excise tax evasion
cheats honest marketers aut of hard-earned market
share. [t is virtually impossible to compete with tax
cheaters who are able to undercut prices and sarn
exorbitant margins.

For example, the combined taxes on diesel fuel in
California are approximately 43¢ per gallon. Diesei fuel
currently retails in the state for about 31,10 per zallon.
That gives tax cheaters a 40% price advantage. Even i
the cheater only sells allegedly tax-paid fuel for 3¢ per
gallon below market, he still earns 40¢ per gallon—a
margin honest marketers could only dream abaut.

[s this a national problem?® You bet it is. The tax
division of the LU, 8, Justice Department that investigates
criminal tax evasion wiil toll you that diese! fuel tux
evasion schemes have been investigated and prosecuted
in every region of the country. Furthesmore, there is no
guestion in my mind that a nalional probiem exists when
evasion of any lype rads the ULS. Theasusy of lteraily
huncreds of mulions of deilars.

Last Congress, [ intrezuced legisiation o move the

Lhe ouenal oo

Cong. Robert T. Mtsul (D-CA)

Areracunt Marketeg

RS N i A R RS TN

point of tax collection upstream to the point of first
distribution. Doing so will reduce opportunities for
creating “daisy chains” to conceal fraudulent transac-
tions. This same change was effected for gasoline in
1987 with impressive results,

The second part of my proposal would have deterred
evasion by dyeing tax-exempt fuel, This idea is not
original——motor fuels are dyed in |9 countries world-
wide for tax compliance purposes. In Canada, Quebec
began dyeing diesel fuel in 1972, Collection increased
approximately 10092 in just two years.

The dyeing scheme was not a novel creation. [t was
designed to complement EPA reg-
ulations. Under the Clean Air Act,
as of this October, high-sulphur die-
sel must he dyed and used only for
oif-road purposes, Both the Clean
Air Act and my proposal would
provide that dyed fuel must remain
off-road because it is either high in
sulphur or tax-exempt,

The unique aspect of diese} fuel is
that the same preduct is soid on hoth
a taxable and a tax-exempt bass.
Tightening the collection scheme
thersfore mandates move than sim-
ply moving the callection point up-
stream. The dyeing scheme included
i my legisiation is a sound method
for preserving direct tax-exempt
diesel purchases.

Too much revenue is being lost to
diesel fuel ax evasion. [n additien,
it is an absolute affront, particularly in recessionary
times, to accept that federaily mandated taxes are being
ignored, [t 1s only a malter of time (and necessity) Yefars
thie problem is dddressed.

| have tried to legislate a balanced solution—ta im-
prove the collection method by decreasing the universe of
taxpayers while preserving the taxpayer's ability to pur-
chase cn sither a taxable or tax-exempt basis, Perhapsit
is time to require that all diesei be taxed and that exempt
users then file for a refund. Then the problems associated
with dyeing would be eliminated and the collection
methed would be similar to that of zascline.

At oresent, President Clinton it putting togsther an
scenomic stimulus package. As the search lur ravenus
continues, e subecs of snergy taxes cesurfaces econ-
tinuaily. It makes senze 'o onfores the taxes we already

Have on the Suoks before we start increasing new taxes.
i that znd, Liatend o conbiaue searching lor a reason-
abie method 52Ut cack M0 Che reasury ang he

Hichway Trust Fund the recmpts that are gue,

Murcn A

Ending diesel fuel excise tax evasion:

el

SENATE TAXATION

¢/

e Y -/ 73

EXHIBIT NO

4

N A3

BILL NO._



SENATE TAXATION

EXHIBIT NO.___°
DATE. Y-/-73

Date: | April 1, 1993 BuLNQ_zAjA8:5—§J7

House Bill 539

SUBMITTED BY: WILLIAM SALISBURY, ADMINISTRATOR
ADMINISTRATION DIVISION
MONTANA DEPARTMENT OF TRANSPORTATION

"AN ACT TO IMPOSE THE COLLECTION OF SPECIAL FUEL TAXATION AT
THE DISTRIBUTOR LEVEL RATHER THAN THE RETAIL LEVEL."

Elevates the point of taxation on special fuel from the
retail level to the distributor level effective January 1,
1994, to provide a tracking system to determine diesel fuel
movement and usage within the State, substantially decrease
the potential for tax evasion and fraud and to accelerate
the tax collection process.

The Montana Department of Transportation appears before this
committee to offer ocur support for House Bill 539.

The current method of retail level taxation allows anyone to
purchase bulk deliveries of diesel fuel tax-free. The
purchaser simply can claim the bulk purchase for off-highway
use and then use the same fuel in on-highway vehicles.

If the tax 1is collected at the distributor level, retailers
will be required to sell most diesel fuel with the tax
included. The only entities who could purchase exempted
fuel from retailers would be the following:

n United States government, State of Montana,
any other state, county, incorporated city,
town, and school district of this state;

n users who buy fuel in bulk delivery
quantities of 200 gallons or more not
intended for resale;

n for export, unless the distributor is not
licensed and is not paying the tax to the
state where the fuel is destined.

All other users who purchase diesel fuel for off-highway use
will be required to prove cff-highway use before they’res
eligible for a tax refund. This is the same process
required in gasoline refund. Proving eligibility for
rafunds will increase accountability for the stats and

case the opportunity for tax evasion and IZIraud.
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Ideally, the Department of Transportation wants to manage
diesel fuel taxation Jjust as gasoline taxation -- which does
not allow exemptions. Raising special fuel taxation to the
distributor level would provide an avenue for tracking
diesel fuel movement and usage within the state.

Finally, collecting the tax as it is distributed, rather
than as it is used, would enhance the Department of
Transportation’s cash flow and the associated interest
earnings to the General Fund. '

The Montana Department of Transportation urges this
committee to give this proposal a do-pass recommendation.



SENATE TAXATION
EXHIBIT NO &
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TESTIMOBI;Y TOHITE HB 641 8L NO__ ,4/ g é W

DEPARTMENT OF ADMINISTRATION
April 1, 1993

TITLE: "An act clarifying that tax revenue must be distributed according to the
statute governing allocation of the tax that was in effect for the period the tax
revenue was recorded for accounting purposes; specifying that tax revenue must
be recorded as prescribed by the Department of Administration in accordance with
generally accepted accounting principles; amending sections 15-1-501, 15-23-716,
15-25-122, 15-31-702, 15-35-108, 15-36-112, 15-36-126, 15-37-117, 15-38-106, 15-
38-136, 15-51-103, 15-53-114, 15-59-108, 15-59-208, 15-60-210, 15-65-121, 15-65-
136, 15-70-101, 15-71-104, 16-1-306, 16-1-401, 16-1-404, 16-1-408, 16-1-410, 16-
1-411, 16-1-421, 16-1-422, 16-1-423, 16-11-119, 16-11-206, 23-5-610, 23-5-646,
and 39-71-2504, MCA; repealing Section 15-1-502, MCA; and providing an immediate
effective date and a retroactive applicability date."

PURPOSE: The purpose of this legislation is to ensure that the actual cash
recelved from tax collections is allocated to the various state funds in the same
manner as the tax revenue associated with those collections. This bill codifies
current accounting practice and allows the State to continue to properly apply
generally accepted accounting principles consistently to all tax revenue and the
associated cash receipts and collections. As a result, all tax revenue received
or accrued for a particular fiscal year can be allocated to the proper funds on
a consistent basis.

EFFECT OF IMPLEMENTATION: Section 1 of HB 641 establishes the requirement that
cash received for taxes be distributed the same as the tax revenue with which it
is associated as directed by the department of administration according to
generally accepted accounting principles. All other changes in this and other
sections of this bill are incorporated to make reference to this requirement in
the sections of the MCA referring to specific taxes. This bill does not change
the distribution of any taxes and has no fiscal impact on either fund balance or
cash balance.

BACKGROUND: When a tax is recorded as revenue in the Statewide Budgeting and
Accounting System (SBAS) as required by generally accepted accounting principles,
the revenue is distributed to the various funds (i.e. General Fund, State Special
Revenue Fund, Capitol Projects Fund) per the allocation in effect in statute for
the period of time the revenue is recorded. Tax revenue due at fiscal year end
(June 30) but not collectible up to 60 days after June 30 is accrued; the revenue
is allocated to the various state funds as required by statute in effect for the
fiscal year ending that June 30; and a corresponding tax receivable is
established for the same amount. If assessments for additional taxes are made
as a result of audit findings and legal action, the tax revenue is accrued and
allocated to the various funds as required by statute in effect at the time the
additional tax is recorded as revenue; a corresponding tax receivable amount is
recorded for the portion of the assessment not paid in cash at that time.
Generally accepted accounting principles require that the actual cash collected
by the State must be distributed to the various funds on the same basis as the
accrued tax revenue with which the cash receipts are associated.



Testimony on HB 641
Department of Administration
April 1, 1993

From time to time the legislature changes how these tax revenues are allocated
to the various funds. This is not a problem unless the allocation schedules
change in the time period between the accrual of the tax as revenue and the
receipt of the actual cash collection. When this occurs, the tax revenue cannot
be accrued and distributed to the various funds using the allocation in effect
when the tax collections are received since the revenue iIs accrued for a period
of time prior to the effective date of the change in allocation. However,
because most tax laws refer to distribution of taxes "collected" or tax
"receipts" and not "tax revenue", the Department of Revenue or other department
administering a tax could distribute the cash according to the allocation in
effect at the time it is received. As a result, if a change in distribution is
effective in the time between when the revenue is accrued and the cash is
received by the State, the revenue and cash receipts could be accounted for on
two different bases and the department would not properly offset the associated
taxes receivable as required by generally accepted accounting principles.
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Amendments to House Bill No. 516
Third Reading Copy

For the Committee on Taxation

Prepared by Jeff Martin
April 1, 1993

1. Page 1, line 24.
Strike: "(g)"
Insert: "(8)"

2. Page 3, line 17.

Strike: "shall"
Insert: "may not"
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