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Secretary of State 
State Capitol 
Helena, MT 59620 

Dear Secretary McCulloch: 

In accordance with the power vested in me as Governor by the Constitution and the laws of 
the State of Montana, I hereby veto Senate Bill No. 358 (SB 358), "AN ACT GENERALLY 
REVISING TAX INCREMENT FINANCING DISTRICT LAWS; PROVIDING FOR 
CREATION OF TARGETED ECONOMIC DEVELOPMENT DISTRICTS; ALLOWING 
COUNTIES TO CREATE TARGETED ECONOMIC DEVELOPMENT DISTRICTS AND TO 
USE TAX INCREMENT FINANCING; ADDING COMPONENTS THAT MUST BE 
INCLUDED IN AN URBAN RENEWAL PLAN; REMOVING PROVISIONS FOR 
CREATION OF AND BONDING IN TECHNOLOGY DISTRICTS, AEROSPACE 
TRANSPORTATION AND TECHNOLOGY DISTRICTS, AND INDUSTRIAL DISTRICTS; 
AMENDING SECTIONS 7-15-4282, 7-15-4283, 7-15-4284, 7-15-4286, 7-15-4288, 7-15
4290,7-15-4292,7-15-4293,7-15-4294, 7-15-4301, 7-15-4302, 7-15-4304, AND 7-15
4324, MCA; REPEALING SECTIONS 7-15-4295, 7-15-4296, 7-15-4297, 7-15-4298, 7-15
4299, AND 17-5-820, MCA; AND PROVIDING AN EFFECTIVE DATE." 

Tax increment financing is a helpful economic and community development tool but, as a 
matter of constitutional requirements and sound public policy, only works if appropriate 
sideboards are in place consistent with the purposes for which tax increment financing 
exists - to expand the Montana and local economies and reverse the economic and 
property value decline in targeted areas. Absent appropriate sideboards, these purposes 
are lost and tax increment financing stands to swallow up revenues to state and local 
government, with the potential to create problems of a constitutional magnitude. While SB 
358 sought to make the formation of economic development-related tax increment districts 
more uniform, because the bill as passed lacks the appropriate sideboards to satisfy the 
constitutional and policy tests, I have chosen to veto it. 

The most important problem with SB 358 is one that would endanger the State's 
constitutional obligation to equalize the funding of schools. As passed, SB 358 allows new 
property values arising from centrally assessed property -- mUlti-county pipelines, 
transmission lines, railroads, and the like -- to be included in targeted economic 
development districts, even though the economic decisions that create the investment in 
such property are not a product of local economic development efforts, but rather a result of 
national and international economic factors. Hence, it is not appropriate for a local 
government to capture their value -- to the tune of tens of millions of dollars a year taken 
away from state school funding -- in an effort to prop up the financing of a targeted 
economic development district. 
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Let me give a real world example. If the local governments along the Keystone XL pipeline 
were to take unfair advantage of S8 358 and capture the taxable value of the pipeline for 
local tax increment districts, $20 million a year in property tax revenue for state school 
funding would be lost. Given the 30-year average life of tax increment districts, the state, 
over that time, would lose $600 million in state school funding. 

Lest you think that is an unlikely scenario, one county already has sought to misuse tax 
increment financing laws to divert major state school equalization property revenues to local 
uses by creating a tax increment district comprising 512 square miles along an interstate 
pipeline route - or one third of that county's land area. That particular case is the subject of 
an ongoing lawsuit. S8 358 as presented to me provides a green light for these same 
questionable practices to spread elsewhere with serious fiscal consequences for school 
funding across the state. 

In addition to endangering adequate funding of schools in Montana as required by 
Montana's constitutional equalization standards, S8 358 is flawed in that it: 

• 	 does not require economic development planning for the new targeted 
economic districts sufficient to ensure a well-defined relationship between the 
growth being planned and the infrastructure to be financed to support that 
growth; 

• 	 allows property that has no relationship to the purposes of a targeted economic 
development district to be included in a district on an unlimited basis; and 

• 	 fails to ensure proper collaboration and accountability among governmental 
units regarding tax revenues that are diverted to use by tax increment districts. 

I submitted an amendatory veto to correct these combined problems, but in spite of the fact 
that my amendments were in the hands of the Legislature for 10 days prior to adjournment 
sine die, they were never voted on by either chamber. 

Montana has a tax increment law that works well without the passage of S8 358, and 
my veto of S8 358 will not hamper the effective functioning of tax increment financing 
as an economic development tool. While local infrastructure to support economic 
development is important, it cannot come at a grave, overly-broad cost to the state that risks 
compromising school equalization required by the Montana Constitution, which we have 
spent so many years litigating, improving, and protecting from another challenge. As 
passed, S8 358 abandons that responsibility and, because of that, I have chosen to veto it. 
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