M NUTES

MONTANA SENATE
57th LEG SLATURE - SPECI AL SESSI ON
COWM TTEE ON TAXATI ON

Call to Order: By CHAIR BOB DEPRATU, on August 7, 2002 at 10:00
A M, in Room 152 Capitol.

ROLL CALL

Menbers Present:
Sen. Bob DePratu, Chair (R
Sen. Alvin Ellis Jr., Vice Chair (R
Sen. John C. Bohlinger (R)
Sen. Mack Cole (R
Sen. Pete Ekegren (R
Sen. Jon Ellingson (D)
Sen. Bill daser (R
Sen. Dan Harrington (D)
Sen. Emily Stonington (D)

Menmber s Excused: None.
Menmbers Absent: None.

Staff Present: Lee Heinman, Legislative Branch
Deb Thonpson, Committee Secretary

Pl ease Not e: These are sunmary mnutes. Testinony and
di scussi on are paraphrased and condensed.

Comm tt ee Busi ness Summary:
Hearing(s) & Date(s) Posted: SB 16, HIR 1, HB 3, HB 4
8/ 8/ 2002
Executive Action: SB 13 Table 6-3; SB 11 Table
7-1; SB 9 Pass as anended 5-3;
HB 3 Pass 5/4

HEARI NG ON SENATE BILL 16

Sponsor: Senator John Ellingson, SD 33, presented the bill. He
tal ked about the revenue shortfall and the need to recoup the

| oss. He described the enornous inpact created by the cut in the
busi ness equi pnent tax. He said at the tine of the cut, it was
believed the increase in incone tax revenue woul d be strong.

020807TAS_Snil. wpd



SENATE COMM TTEE ON TAXATI ON
August 7, 2002
PAGE 2 of 12

However, since the stock market failed there had been a | oss of
tax revenues fromboth income tax and capital gains tax. He
described SB 16 as a way to continue to help small and medi um

si zed busi nesses, which was the backbone of the econony. {Tape :
1; Side : A Approx. Time Counter : 0 - 13.9} EXH BIT(tas03a01)
EXHI Bl T(t as03a02) EXHI Bl T(t as03a03)

Proponents' Testinony: Kate Cholewa, representing the Center for
Policy Anal ysis and Conmmunity Change, supported the bill. She
poi nted out there had been no results seen fromthe cuts in the
busi ness equi prent tax. There had been no conpensating increase
in other taxes to nake up the difference. 1In fact, it appeared

t hat nost | arge busi nesses had downsi zed or shut down. The
policy needed to be restructured. Most businesses have 1-4

enpl oyees. She pointed out the noney taken out of the budget

al so takes it out of the econony. {Tape : 1; Side : A, Approx.
Time Counter : 13.9 - 21.8}

Mary Caferro, WHEEL, supported the bill. She pointed out how
famlies were devastated by the programcuts. The elderly could
not afford to heat their hones, Meals on Wieels and simlar
prograns in Health and Human Services were affected by the cuts.
SB 16 would provide a solution and give famlies, small and

medi um busi ness a break. It elimnates the tax for those

busi nesses under $50 thousand dollars. She described the inpact
to those people who only made $6, 000 dollars a year to be able to
af ford basic necessities. She also noted the |oss of federal

mat chi ng dollars. She pointed out tax breaks that were given to
top business and they are now out of business - so it did not
hel p. EXH BI T(tas03a04)

Judy Smith, representing Fair Share Network, tal ked about the
serious cuts in governnment prograns and how it inpacted people.
She felt the burden would be shifted to property owners. She

i ndicated SB 16 woul d hel p grow the econony and nmake a difference
for famlies. {Tape : 1; Side : A, Approx. Tinme Counter : 21.8 -
30}

Qpponent s’ Testinony: Whbb Brown, representing the Mntana
Chanber of Commerce, pointed out the reduction in the business
equi pnent tax did not hurt businesses. The problemwas a
decrease of inconme and the stock market decrease. He said this
did not arise due to tax cuts. The budget problens were in the
i ncone side not the cuts. The reason the business equi pnent tax
was | owered was to nake busi ness nore conpetitive. O her

busi ness were invited to cone to Montana and bring capital
investnment. He described three of every four businesses polled
had added nore equi prent because of the tax break, nore enpl oyees
were added with an increase of wages. These businesses had
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reinvested in their business. He urged a no vote on the bill.
{Tape : 1; Side : B; Approx. Tinme Counter : 0 - 7.8} He
distributed testinmony fromthose that could not attend.

EXHI Bl T(t as03a05)

Henry Rickl efs, General Manager of Plum Creek Ti nber Conpany,
presented witten testinony. EXH Bl T(tas03a06) He tal ked about
t he gl obal economy and the need to be conpetitive. He pointed
out the difficulty in capital intensive businesses in dealing

wi th a high business equipnent tax. {Tape : 1; Side : B; Approx.
Time Counter : 7.8 - 12.7}

El | en Engstedt, Executive Vice President of the Montana Wod
Products Association, distributed witten testinony opposing the
bill. EXH BIT(tas03a07)

Hal ey Beaudry, representing Colunbia Falls A um num Conpany, said
t hey opposed the bill. He described the closing of the plant due
to the inbalance of the power system |[If the equipnent tax was
at the old levels it would be bleak for the plant to pay the tax
whi |l e shut down. However, the plant is back and operating. He
can tell the effect it has in the conmunity. He pointed out the
tax cut did not take noney out of the econony but rather it |et

t he noney work.

Patrick Heffernan, representing the Mintana Loggi ng Associ ati on,
tal ked about the high cost of capital intensive businesses, such
as the logging industry. He stressed the inportance of keeping
t hese busi nesses conpetitive globally. {Tape : 1; Side : B
Approx. Time Counter : 12.7 - 21.6}

Gai | Abercronbi e, Montana Petrol eum Associ ati on, described the
production |l evels of Montana oil producers in conparison to
surroundi ng states. She pointed out Mntana produced 50 thousand
barrels a day in conparison to Washington at 116 thousand
barrels. Al berta produced 102 thousand barrels a day and were in
direct conpetition with Montana. The tax savi ngs have hel ped
Mont ana conpete with larger refineries. The conpanies create
good payi ng jobs which help the noney circul ate back into the
econony. There is an increase of construction to neet federal
requi renents for a | ow sul phur fuel. The |ower tax hel ps smal
refineries break even or show a small profit. It hel ps keep good
paying jobs in the state and hel ps conpani es stay conpetitive.

Scott Brown, Director of Advanced Silicon Materials, opposed SB
16. He discussed the business equi pnent taxes paid which neant a
decrease in returns to their shareholders. He said the bill
woul d negatively inpact their business. They would need to
reeval uate their decision about staying in Montana. There would
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be 230 famlies in Butte that would be unenployed if they decide
to leave the state. He said the bill nust be defeated. {Tape :
1; Side : B; Approx. Tinme Counter : 21.6 - 27.8}

Don Allen, Western Environnental Trade Association, discussed the
menbership poll that their association had done in July. He said
the results were inpressive as nost of their menbers favored the
| ower business equi pnent tax. He urged the comm ttee not pass
the bill.

Ri | ey Johnson, NFIB, noted the inportance of stability in the tax
code. It would be a bad signal and not good for econom c

devel opnent to change course. He pointed out snmall businesses
coul d not exist wthout |arge business.

Russ Ritter, Mssoula Rail Link and Montana Resources, discussed
t he Montana conpany as a major enployer. He pointed out their
conpany was highly capital intensive and any hi gher taxes would
hurt their conpany and they would not be able to continue in
business in Montana. The cuts in the business equi prment tax had
al | oned the purchase of nore equi pnent, such as new haul trucks.
Wen there is nore noney in the bottomline, nore profits stay
and there is nore noney for the 365 mners. The spike in

el ectric rates caused the shut down at the copper mne in Butte.
Now, with the stable price of electricity, they are |ooking at
reopening. The price of copper is .69 cents but .82-.83 cents
for copper is expected. If a higher tax is inposed - then .84
cents woul d not be enough as they would need to cover the

i ncrease cost of the tax. He noted that Montana Rail Link

enpl oyed 1100 people who were in a profit sharing conpany. |If
the tax were increased they could | ook for opportunities

el sewhere

Charl es Brooke, Billings Area Chanber of Commerce, described the
i npacts of the business equi pnent tax on the sugar beet industry
and how this hurt their investnent. {Tape : 2; Side : A, Approx.
Time Counter : 9.3 - 10.5}

Bill Stebbins, Montana Food Distributors Association, urged the
committee to not pass the bill.

Mary Whittinghill, Montana Taxpayers' Associ ation, spoke agai nst
the bill. She distributed a letter fromStillwater M ning
Conpany. EXHI BI T(t as03a08)

Kurt Al nme, spoke on behalf of the Governor, opposed the bill. He
sai d busi nesses needed stability and the ability to conpete in
the market. The bill also raised sone technical concerns in the
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fiscal note. {Tape : 2; Side : A Approx. Time Counter : 10.5 -
12. 5}

Ji m Mockl er, Montana Coal Council, tal ked about Col strip and was
opposed to the |egislation.

Evan Barrett, Butte Local Devel opnent Corporation, tal ked about
busi nesses with heavy capital investnent and how this policy
woul d be harnful to econom c devel opnent. He noted that Angie
Jannacaro of the Montana M ning Association al so opposed the
bill.

Questions from Committee Menbers and Responses: Senator
Bohl i nger asked if the bill would add 10-20%to the cost of
energy. He asked how they arrived at the nunbers. M. Karoul us
replied they produced 150 negawatts of renewable energy in the
state. In considering a 3.5% Cl ass A personal property tax they
may need to triple the figure in order to get a return on their

i nvest ment when considering up front, intensive capital costs.
They have to consider a rate of return to investors which could
i nclude a higher cost of energy to consuners up to 10-20 percent
to make the project work. Senator Bohlinger asked for an update
on the wind project. M. Karoulus replied that they had nmade
progress and decided it was a viable project. They were
encunbered by the PSC and by Northwestern. {Tape : 2; Side : A
Approx. Time Counter : 12.5 - 19.1}

Senat or Bohl i nger asked about the conmment nade regardi ng Mont ana
job growth being faster than the rest of the nation. Three of
every four businesses experienced job growh after the passage of
SB 200. He asked where this information cane from Webb Brown
expl ai ned these statistics canme fromthe Departnent of Labor.
They do a nonthly update. He said he would get a copy of these
updat es and the surveys done by the Chanber. He pointed out this
canme about partly due to the cuts in the business equi pnent tax.
A high tax does prohibit job growh in Mntana. Hank Ri cklefs of
Pl um Creek Tinber noted that their conpany invested $70 million
in equi prent after inplementation of SB 200. M. Karoulus said
SB 200 had helped in their decision to invest in Montana. Their
conpany took advantage of the tax credit and it was a major
consideration. {Tape : 2; Side : B; Approx. Tinme Counter : O -
2. 6}

A osing by Sponsor: Senator Ellingson closed on the bill. He
said he appreciated the coments nmade. However, he said the
issue is what was the proper mx for taxes and how to deal with
t he consequences. He noted that paying for the social
infrastructure benefits all. Schools and students were asked to
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sacrifice and the common citizens get |ower |evels of service.
Busi nesses shoul d not be exenpt from paying. Governnment can't
afford the tax cuts now. The business community needs to be
invited to participate fully in the sacrifices made by the common
citizens. {Tape : 2; Side : B; Approx. Time Counter : 2.6 -
10. 9}

HEARI NG ON HOUSE JO NT RESOLUTI ON 1

Sponsor: Representative Ronald Devlin, HD 3 in Eastern Mntana,
presented the bill. He explained the bill. He distributed a
handout which was a conpari son of revenues. EXH Bl T(tas03a09)
{Tape : 2; Side : B; Approx. Tinme Counter : 10.9 - 15.4}

Pr oponents' Testi nony: None

Opponents' Testi nony: None

| nformational Wtness: Rich MIler, Executive Director of the
Gam ng Associ ation, described the video gam ng machi ne taxes and
the recent action in Helena related to the snoking ban. He asked
the commttee to be aware that gam ng was down by 35%in Hel ena
due to the snoking ban and many | ocal businesses had to | eave.

Questions from Commttee Menbers and Responses: Senat or

St oni ngt on asked about the budget differences. C ayton Schenk,
LFA, clarified the departnment was in the process of their year
end tally and this could significantly inpact these adjustnents.
Judy Paynter, DOR, tal ked about the county reports, vehicle taxes
and vehicle fees and thought they were a conservative estinate.
{Tape : 2; Side : B; Approx. Tinme Counter : 15.4 - 27.3}

Senator Harrington comented the $12 million dollar shortfall was
now reported by the papers at $57 million dollars. Terry
Johnson, LFA, tal ked about the budget adjustnents. He said the
guestion was the effect on the 2003 budget. He was not
confortable with the corporate incone tax nunbers. {Tape : 3;
Side : A Approx. Time Counter : 1.5 - 8.3}

The comm ttee adjourned at 12:03 and returned at 1:36 p.m to
continue the hearing.

Senator Ellingson pointed out the problemin the near future may
be an overestimate of capital gains fromequities when in fact,
it my be capital | osses.

Senator Col e tal ked about the ganbling issue. He asked Bob
Glbert to talk about the effect the snoking ban had on his
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Hel ena casino. {Tape : 3; Side : A, Approx. Tinme Counter : 11.2
- 11.8} Gl bert tal ked about the decline of revenues of at | east
hal f, caused by the snoking ban.

Chai rman DePratu asked about the Departnent of Revenue nunbers
for vehicle tax collections and whether or not this represented
grow h. Judy Paynter replied that a 1.5%growth factor was
assuned.

A osing by Sponsor: Representative Devlin closed. He pointed
out the two budgets were very close. Chairnman DePratu
distributed a |letter he had received. EXH BIT(tas03al0) {Tape :
3; Side : A, Approx. Tinme Counter : 21.9 - 24.1}

EXECUTI VE ACTI ON ON SENATE BILL 13

Senator Harrington noved do pass. He distributed a handout
regardi ng intangi bl e personal property from Gene Wal born of the
Depart ment of Revenue. EXHI BI T(tas03all) Wal born tal ked about
software being classified as intangi ble and not being taxed. He
di scussed the test applied to the intangible personal property to
make a determ nation. The intangible personal property should be
severable fromall other property, should be transferable and
nmust possess characteristics that allow a value to be established
i ndependent of the business. {Tape : 3; Side : A Approx. Tine
Counter : 24.1 - 30}

Senator Ellingson asked about the inconsistency of the test as it
applied to the Butte Silver Bow problem He asked if this would
apply everywhere in the state. Wl born replied the Northwestern
personal property reported in a |lunp which included software.
{Tape : 3; Side : B; Approx. Time Counter : 0 - 11.1} He

descri bed big conpanies and how this would affect them

Senator Col e noved a substitute notion to table the bill.

Senat or Bohlinger tal ked about the centrally assessed counties
that have the software. He asked if these counties were able to
depreciate the asset. Walborn said yes they did if the item was
capitalized and expensed as part of their incone statenent.
{Tape : 3; Side : B; Approx. Time Counter : 11.1 - 27.3}

The question was called on the bill. The substitute notion to
table the bill passed 6-3 on a roll call vote.
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EXECUTI VE ACTI ON ON SENATE BILL 9

Senator Ellis noved do pass. Chairman DePratu distributed the
amendrment whi ch would take $5 million dollars fromthe flex fund
and put it in the school flex account. Senator Ellis clarified
this would put the noney into the flex fund and it would no

| onger be technology. Senator Ellis noved the anmendnent. The
anendnent passed. The question was called on the bill as
anended. The notion passed 5-3 on a roll call vote. {Tape : 4;
Side : A Approx. Time Counter : 7 - 8.6}

EXECUTI VE ACTI ON ON SENATE BILL 11

Senator d aser comented that the child support fee would not
sol ve anyone's problem and should be dealt with next session.
Senat or Bohlinger said that Lonnie O son had indicated a study
woul d be needed to deal with rule making authority, conputer
program ng devel opnent to carry out the fee collection plus any
federal government approval that may be needed. Senator

Bohl i nger said he could not support the bill. Senator Ellingson
agr eed.
Senator Stonington noved to table the bill. The question was

called. The notion passed with one no vote by Senator Ellis.
Senator Col e was not present.

HEARI NG ON HOUSE BI LL 3

Sponsor: Representative Dave Kasten, HD 99, presented the bill.
He said the bill would reduce the increases that were given to
agencies for salaries by 20% It would not inpact sal aries now.

Pr oponents' Testi nony: None

Qoponents' Testinony: Eric Feaver, MEAMFT, spoke agai nst the
bill. He said there were already huge cuts in the state ability
to provide services. {Tape : 4; Side : A, Approx. Tinme Counter
16.6 - 18.7}

Questions fromCommttee Menbers and Responses: Senat or

El I i ngson asked how it woul d be possible for agencies to find $4
mllion dollars in savings if not in salaries. Kurt A ne
clarified the last legislature had included this as a big
increase in the |ast budget. This would provide an easy cut. He
said it would be easy for agencies to be able to adjust this in
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their budgets. Senator Cole clarified this was a reduction of
their increase fromlast session.

Senat or St oni ngton asked how this could be inplenented since the
pay plan had negotiated a 20% i ncrease. Director Swysgood
replied this was a reduction of 20% of the increase that was
meant for the pay plan. This would be a forced vacancy savi ngs
where the | arger departments woul d have nore inpact on their
budgets. Senator Stonington noted there would be bigger cuts in
January. If there were just cuts in personnel but the prograns
were still in place, it would be an inpossible position to keep
everything working properly. {Tape : 5; Side : B; Approx. Tine
Counter : 0.9 - 3.7}

Cl osing by Sponsor: Representative Kasten closed. He said there
were 19,991 state enpl oyees included in the system Federal
enpl oynent in the state was 13, 426

HEARI NG ON HOUSE BI LL 4

Sponsor: Representative Dave Kasten, HD 99, presented the bill.
{Tape : 6; Side : A, Approx. Tinme Counter : 0 - 2.6} He
descri bed the Department of Natural Resources and Conservation

and how nost of their revenue was not distributed until late in
the year. There would be a reduction of technol ogy purchases for
one to two years. It would not inpact core funds to science and

t echnol ogy.

Proponents' Testinony: Director Chuck Swysgood said the bil
woul d address the revenue shortfall.

Qoponents' Testinobny: Lance Melton, Executive Director of the
Mont ana School Board Associ ation, discussed the integration of
technology within their core curriculum He felt they were one
and the sane as they were fully invested into the school
prograns. {Tape : 6; Side : A, Approx. Tine Counter : 3.2 - 6.6}
He noted when funding was lost it disrupted the schools and
corresponded to a decline in enroll nment.

Dave Puyer, Montana Rural Education Association, pointed out the
perception of cuts in technol ogy were devastating to school s.
Measures were needed to expand, not reduce technology. This
woul d be damagi ng to schools and their nenbers did not support

t he nmeasure.

Bill Cooper, Ofice of Public Instruction, opposed the bill and
the cuts. He said the technol ogy funding was a benefit for
st udent education and should be |eft al one.
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Darryl Rude, Executive Director of the School Adm nistrators of
Mont ana, opposed the legislation. He pointed out the increase of
standards in acadenm cs needed tools to be conpetitive and al | owed
children to use these tools. He described the inportance of
technology. {Tape : 6; Side : A, Approx. Tinme Counter : 9.1 -
11}

Jack Copps, Montana Quality Coalition, was opposed to the bill.
He distributed a letter fromViola Johnson. EXH Bl T(tas03al2)
He said he did not believe this bill would be legal as it would
be using noney that had al ready been dedi cated for another

pur pose.

Ron Wi t noyer, Superintendent of Schools in East Hel ena,

descri bed the $27 thousand dollars of tinmber noney that had

al ready been dedicated for the purpose of paying for Internet
hookups. One third of the noney would be used for filtering
software. He hoped ot her ways coul d be found for funding w thout
having to use this noney that had already been dedicated for this
pur pose.

{Tape : 6; Side : A Approx. Time Counter : 14.1 - 16. 6}

Eri c Feaver, MEAMFT, pointed out the noney fromthe tinber
harvest was intended for schools not other purposes and should
not be used.

Questions fromCommittee Menbers and Responses: Senat or
Harrington asked Director Swysgood about the possibility of

di verting paynents intended for education from school |ands.
Swysgood descri bed how t he excess above $18 nmillion dollars from
ti mber harvest is allocated for their technol ogy needs. The
nmoney is still going to the intended purpose of funding schools,
but just not technol ogy.

Senator Bohlinger felt the fund was trackabl e and he di sagreed
with the opponents. M. Witnoyer tal ked about East Helena's
recent struggle with passing a mll levy. He asked if this noney
could still be spent on technology. Senator Bohlinger pointed
out technology was a tool that was used in every curriculum He
noted t he downsi de would be a fallback to using outdated

t echnol ogy whi ch woul d not provide a favorable opportunity for
chi | dren.

Senat or d aser asked Lance Melton about using these funds one

time. Melton pointed out it would not be good to | ock away the
resources statutorily. They needed access to the funds.
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Cl osing by Sponsor: Representative Kasten closed. He pointed
out this measure was unpopul ar but was a way to use the funds
until January.

EXECUTI VE ACTI ON ON HOUSE BILL 3

Senat or Ekegren noved do pass. Senator Harrington said this was
not an easy solution. Senator Bohlinger said he could not
support this bill. Senator Ellis pointed out that other
departnents were seeing deeper cuts. He said the reality was the
econony nust grow if they wanted to grow governnent. He
supported the bill.

The question was called. The notion passed 5-4 on a roll cal
vote. The bill would be carried by Senator Ellis.
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Adjournnment: 4:33 P. M

BD/ DT

EXHI Bl T(t asO3aad)
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ADJ OURNVENT

SEN. BOB DEPRATU, Chair

DEB THOWPSON, Secretary
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