
Call 

MINUTES 

MONTANA HOUSE OF REPRESENTATIVES 
51st LEGISLATURE - 1st SPECIAL SESSION 

COMMITTEE ON TAXATION 

to Order: By Chairman Harrington, on June 26, 
p.m. 

ROLL CALL 

1989, at 1 

Members Present: 18 

Members Excused: None 

Members Absent: 4 

Staff Present: Lee Heiman, Legislative Council Staff 
Donna Grace, Committee Secretary 

Announcements/Discussion: Chairman Harrington announced that he 
was referring all four bills dealing with taxation of retirement 
benef its to c:a ~"'L>-\';ullulli t tet: \:0 be cha.i. red by Representat i ve 
Stang. Additional committee members will be Representatives Grady 
and O'K~efe. 

HEARING ON HOUSE BILL 47 

A BILL FOR AN ACT ENTITLED: "AN ACT PROVIDING A UNIFORM 
EXEMPTION FROM TAXATION OF BENEFITS FROM FEDERAL, STATE AND 
PRIVATE RETIREMENT, ANNUITY, PENSION, AND ENDOWMENT PLANS OR 
SYSTEMS; INCREASING STATE AND LOCAL PENSION BENEFITS GRANTED 
UNDER TITLE 19 BY 8 PERCENT; PROVIDING FOR A STUDY OF THE 
TAXATION OF PENSION AND RETIREMENT SYSTEMS AND APPROPRIATING 
FUNDS FOR THE STUDY; AMENDING SECTIONS 15-30-111, 15030-136, 19-
3-105, 19-4-706, 19-5-704, 19-6-705, 19-7-705, 19-8-805, 19-9-
1005, 19-10-504, 19-11-612, 19-12-407, 19-13-1003, AND 19-21-212, 
MCA; PROVIDING AN APPROPRIATION TO FUND THE BENEFIT INCREASE; 
PROVIDING AN IMMEDIATE EFFECTIVE DATE FOR THIS ACT AND FOR 
CHAPTER 532, LAWS OF 1987, AND SECTION 3, CHAPTER 617, LAWS OF 
1989; AND PROVIDING A TERMINATION DATE." 

Presentation and Opening Statement by Sponsor: 

The major sponsor of HB 47, Representa~i~e Ben C~h~!~, from 
Whitefish, stated that this bill was prepared as a result of 
the hearings held prior to the session. An explanation of 
Representative Cohen's pension proposal is contained in 
Exhibit 1. Briefly, it would provide a temporary two-year 
increase in retirement benefits for public retirees 
currently receiving a benefit and would provide for a study 
of all types of retirement plans during the interim. He 
said the state would be better off to give the retirees an 
increase to cover the cost of the taxes they would pay than 
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to give federal and private retirees a tax exemption. The 
increase would be 8% straight across the board for public 
employees and teachers. Representative Cohen said he felt 
this would be the most equitable way to handle the 
situation. 

Testifying Proponents and Who They Represent: 

Judith Carlson, Equity in Taxation 
Morris Mabry, Equity in Taxation 
Mary Craig, CPA, Equity in Taxation 

Proponent Testimony: 

Judith Carlson stated that it seemed to her that this bill would 
really make everyone a winner and would take care of a lot 
of problems. She said the other plans were all very 
confusing where this is bill is relatively simple. It 
separates the tax treatment from the relationship it has to 
the state employee. She said she did not think there was 
any need for a study because the legislature has all the 
information available right now. She said they would oppose 
any bill that had a study in it and they would support 
anything that treats everyone the same. She urged support 
of this bill. 

Morris Mabry said that he felt he should apologize for being so 
dramatic at the last hearing he attended. However, he said 
the press had been kind to him and he had heard from a lot 
of people around the state who said they didn't know who he 
was but they sure did know he was trying to help them. He 
said HB 47 recognizes that retirees are all the same. He 
said he appreciated the committee for listening to him and 
he urged that this issue, which is a human issue, not be 
turned into a political issue. He said he would appreciate 
the committee's support of this bill. 

Mary Craig said that she also was in favor of equal treatment. 
She passed out a copy of some newspaper clippings which said 
that retirees should be taxed equitably. Exhibit 2. She 
said she hoped the committee would pass this bill. 

Testifying Opponents and Who They Represent: 

Gene Huntington, Retired Teachers Association 
Doug Williams, President, Montana Public Employees 
Terry Minow, Federation of Teachers 
Phil Campbell, MEA 
Dave Senn, Administrator, Teachers Retirement Board 
Larry Nachtsheim, Administrator, Public Employees' Retirement 

Opponent Testimony: 

Mr. Huntington stated that they would oppose any bill that would 
tax retirees benefits however he did think there were some 
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good things in the bill. In a trade-off they would support 
the study. He said he felt this was a very complex issue 
and could not be settled in one week or one bill. He said 
that they liked the idea that the bill recognizes that they 
are not dealing with tax policy but they are dealing with 
compensation policy. 

Doug Williams stated that he was an opponent only because of the 
$3,600 tax exemption which they could not in good conscience 
support; however, the bill does have some redeeming 
qualities particularly on the low end of the retirement 
scale. They would support the study provision and sunset 
provisions of the bill. 

Terry Minow said that she was a reluctant opponent to this bill 
and would applaud the intent of the bill regarding the whole 
issue of tax on retirement information. She said there was 
not enough information to support the bill at this time and 
in a year and a half, maybe the problem can be solved. 

Phil Campbell stated he was also a reluctant opponent; however 
the position of the MEA is to oppose any taxation of retiree 
benefits. He said they have supported this concept in the 
past and gottefi themselves in a whole lot ot hot water. He 
said they would support the study. The Senate has dealt 
with this matter and put it to rest. Hp. said he would like 
to see the House do the same and they could wait and see 
what develops at the federal level. 

Dave Senn said that according to the handout received from 
Representative Cohen, the increase· would be 8% and will cost 
$19.3 million: however, the bill in Section 17, page 20, 
only provides $2.2 million -- he said that was a long way to 
go to get an unfunded liability. 

Larry Nachtsheim stated that he would oppose the bill on the 
basis of Section 17 in the retirement system. He said they 
don't have the money to provide the 8%. 

Questions From Committee Members: Representative Cohen asked Mr. 
Nachtsheim if the 8% would be compounded each year. The 
answer was no. They took the actual benefit as of May times 
8%. It would take $19 million to fund this bill. 

Representative Gilbert asked Representative Cohen what portion of 
income tax goes t~ fund edu~ation. Representative Cohen 
said that 32% of all income goes to the Foundation Program. 
Representative Gilbert then commented that he thought it was 
odd that the representatives of the educational community 
were protesting paying income tax. Mr. Campbell stated that 
was one of the reasons he stood up as a reluctant opponent. 
He said he represented a large group across the state and 
until he gets in touch with his board, he didn't think he 
had any choice but to follow what they had directed and he 
did not think it was strange. 
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Representative Gilbert asked Mr. Campbell if that was basically 
what his position was. Mr. Campbell replied that he would 
acknowledge that taxing of retiree benefits above $3,600 
would bring money into the state and over 30% would go to 
the Foundation Program. However, he said he thought there 
was more involved in this in terms of retirement benefits. 
The teacher retirement benefit was sold to teachers as part 
of a compensation package and, because of that, his 
organization has to be opposed to any taxation of retirement 
benefits. At a time when every dollar is going to count, 
any plan that will take $2 million or $16 million or $19 
million out of the system that could be used for funding 
should not be the main focus. He said his first position 
would be that the legislature not do anything with the 
system until the regular session and at that time they will 
know what the ramifications would be. 

Representative Gilbert asked Mr. Campbell if he believed that 
private pensions should continue to be taxed and state and 
federal employees should not be taxed because they are 
different classes of people. Mr. Campbell replied that it 
has been that way for a long time. He said the state 
benefits are substantially less than even the federal system 
and that is t~~~ of SOMe private as well. He again stated 
that he thought any action on this should be postponed until 
the regular session. 

Representative Driscoll stated that the bill states that the 
increase would be temporary. He asked Representative Cohen 
if they give the 8% increase if they could ever take it 
away. Representative Cohen replied that it also says that 
the taxation is temporary. He said it had been his hope 
that the benefit would be given in some other form, such as 
health insurance. 

Representative Raney asked Representative Cohen how the $2 
million would cover the $19 million. Representative Cohen 
said that there was no one at the hearing from the 
Department of Revenue. However, the representative of the 
DOR had indicated that he would provide some financial data. 
Cohen said it was his understanding that the way the bill 
was written, an appropriation would be made and the money 
would be paid back in taxes. 

Chairman Harrington inquired about railroad annuity and said it 
was his opinion that it could nct be taxerl. P.epresentative 
Cohen said that was a federal law and they could not violate 
a federal law. Representative Cohen asked Mr. Heiman if 
they had put anything in the bill regarding the railroad 
retirees. Mr. Heiman said this would not change anything 
but he knew there was some concern within the railroad 
community that their annuities might be taxed: however, they 
would still be tax free. 

Representative Good stated that the educators were supporting a 
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pretty hefty 10% surcharge on income tax and she asked Mr. 
Campbell if that was true. 

Chairman Harrington said that the questions were going to the 
Education Association and they represent some retired people 
but not a lot of the them. Representative Good said she was 
just curious because apparently, if they do retire, they 
will be exempt from taxation and she thought it strange they 
were pushing so hard for a 10% surcharge on some of the 
other bills and yet they won't have to pick up any of that 
tab and she didn't think it was fair. Mr. Campbell stated 
that teachers are not exempt from taxes. If this 
legislature puts a 10% surcharge on taxes, teachers will pay 
it just like everyone else. Representative Good said that 
she was referring to the time after they retire. 

Representative Kadas said he would like to follow up on Raney's 
question which dealt with revenue. He said he was more 
concerned in the difference in cost that the DOR is seeing 
and the retirement system is seeing. Why is there such a 
difference? The gap is $17 million. Mr. Senn said he was 
not sure what Steve Bender from the DOR was referring to but 
looking at the numbers that Representative Cohen passed out, 
Mr. Bender used a 5% c:.nd wi ~li i.ln:~t lIumbcu; aild 5% you could 
assume the benefit would be about $100 million in a two-year 
period. So it would cost about $5 million dollars and they 
would collect about $4.1 million. This bill calls for an 8% 
increase and still talking about $100 million in benefits a 
year with all retirement systems combined. Over a two year 
period they would still be a ways away from it. There is 
one addition revenue this will generate but the bill only 
provides for a $2.2 appropriation. Mr. Cohen pointed out 
that they needed a number to put in the bill to get it 
drafted and it was hoped that Mr. Bender would be here and 
they would have done a further analysis to find out what the 
percentage would actually be to provide for balance. He 
said he understood that the lower income retirees are not 
paying taxes now with the $3,600 deduction so they know that 
they won't receive as much back in taxes as they would have 
paid out. The DOR must have assumed that 5% was enough to 
hold them harmless. 

Representative Kadas asked Representative Cohen how they came up 
with the 8% figure. He asked Mr. Heiman to reply and he 
explained that Senator Eck had done some work on this matter 
also and she determined that was a hold harmless poin~ under 
the tax rate as it appears in the cod~. Representative 
Cohen said that he had expected that he would have some good 
numbers before the bill was released. 

Closing by Sponsor: Representative Cohen said that he would like 
to thank everyone for a good hearing. His goal in having 
the bill drafted was to find a way to reduce the impact on 
state revenue, treat all retirees fairly, and corne up with 
the numbers to do that and this bill would provide a 
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mechanism. He said the committee should keep in mind the 
fact that this state has a high percentage of retirees and 
in coming years there will be a continuing increase. 
Retirees are willing to pay their fair share and he 
suggested they treat them all equally and not take them off 
the tax rolls because there are already more people who 
don't pay taxes than those who do and there must be a way to 
retain a tax base. 

HEARING ON HOUSE BILL 48 

"AN ACT GENERALLY REVISING THE CLASSIFICATION OF PROPERTY FOR 
PROPERTY TAX PURPOSES; AMENDING SECTIONS 15-1-101, 15-6-133, 15-
6-134, 15-6-136, 15-6-138, 15-6-145, 15-6-201, 15-8-205, 15-10-
402, 15-16-611, 15-24-1102, 15-24-1103 AND 67-3-204, MCA; 
REPEALING SECTIONS 15-6-139, 15-6-140, 15-6-142, 15-6-146, 
THROUGH 15-6-148, 15-6-150, AND 15-6-155, MCA; AND PROVIDING AN 
IMMEDIATE EFFECTIVE DATE AND AN APPLICABILITY DATE." 

Presentation and Opening Statement by Sponsor: 

Representative Cohen, House District 3, Whitefish and chief 
sponsor of House Bill 48 said this bill is similar to House 
Bill 47J Lhat was amended and passed by this comm1ttee ana 
by the House and sent to the Senate where it languished. He 
said he had the bill redrafted as it was sent to the Senate 
with a few changes. He said the former bill had 10 classes, 
this one has 13 classes because some of the property was at 
different rates but in the same class; this bill attempts to 
keep all property in the same class at the same rate. He 
walked the committee through the bill pointing out changes 
in the bill as well as similarities or actual language. He 
referred to (EXHIBITS 3). On the cover page is a 
total drop state wide of taxable value of $9.5 million, a 
total drop state wide in the tax take of $3.14 million. He 
said many people have talked about more for personal 
property and as a result has asked Mr. Heiman to draft an 
amendment which is a way to do more for personal property 
than this bill does. 

Representative Cohen distributed a spread sheet (EXHIBIT 4) and 
said the amendment would probably make some additional 
changes in the rates as presented in this bill and also 
addressed the concerns that small businesses across the 
state have with their personal property taxes. He said that 
the single category ~f personal property requires the most 
administrative expenses and impacts the greatest amount of 
small business men is furniture and fixtures. He said on 
this spread sheet he has taken the rate for furniture and 
fixtures from 13% to zero percent to be removed from the tax 
rolls. He said in addition, he would drop from 11% to 10.9% 
on personal property. He said this would be paid for by a 
small increase on real property and said he dared to do this 
because most of the home owners in Montana should receive a 
significant property tax reduction following the passage of 
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an education equalization bill. He referred to the cover 
page of the exhibit, and stated that instead of a reduction 
there is an increase of $2.4 million. He said a 40 mill 
increase in education is $1 million by increasing the 
statewide taxable value. He said this would show a small 
reduction in taxes collected because the average mill levy 
on various kinds of property differ. He said the average 
mill levy on real property is higher than on personal 
property with the exception of furniture and fixtures. 

Testifying Proponents and Who They Represent: 

None 

Proponent Testimony: 

None 

Testifying Opponents and Who They Represent: 

Gary Langley, Executive Director, Montana Mining Association 
Alec Hansen, Montana Association of Cities and Towns 
Gordon Morris, Association of Counties 

Opponent Testimony: 

Mr. Langley said his concern is in Section 2, Subsection (b), 
where it appears to give non-productive patent mining claims 
to be taxed at 30% of their productive capacity. He said in 
1986 during special session they passed a bill place non­
producing patent mining claims in a special category where 
they were taxed at a very low rate on the assumption that 
once they began to produce they would pay production taxes. 
He said he was not sure if the intent of this section is to 
tax mining claims at 30% of their productive capacity for 
mining purposes or for agricultural purposes. He hoped the 
committee would keep this in mind so no changes in taxation 
are made in the patent mining claims. 

Mr. Hansen said he doesn't fall into the category of either 
proponent or opponent, but would like to point out a couple 
of things from the perspective of the cities and towns in 
Montana. He said essentially this bill pays for the slight 
reduction of most personal property and the total 
elimination of tax on furniture and fixtures with an 
increase in residential an,) ~ummercial real property tax 
rates. He said according to their calculations for cities 
and towns it is about a washout since the taxes would go 
down about $3.3 million and there would be a corresponding 
increase on residential and commercial real property of 
about the same. He said he felt this was a policy decision 
as to how to collect the taxes. 

Mr. Morris said he wanted to go on record as an opponent and 
thereby reserve the right to answer any questions the 
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committee might have. He said, as to the effects of this, 
he appreciated Representative Cohen's effort in regard to 
House Bill 475. 

Questions From Committee Members: Representative Raney asked Mr. 
Morris if there are some big differences that corne about 
within individual counties and wouldn't it possible that one 
county would have a lot of furniture and fixtures that go 
off the roll and they would have to increase their mill levy 
to make up the loss? Mr. Morris said Rep. Cohen had alluded 
to that fact when you take a look at the increase in total 
taxable value. He said when you approach this from a state 
wide perspective, the composition of property taxes in Lewis 
and Clark County is not a perfect match for the statewide 
composition, so you could have a situation where one county 
could lose significantly and another county would win. 

Representative Raney asked if this was something that would be 
easy to dig out and Mr. Morris said with the working 
relationship they have now between the Association of 
Counties and the Department of Revenue we can do a break out 
by county on the furniture and fixtures class alone. 

Chairman Harringtun bd~a b~ ~ould like to see a breakdown of that 
information before the committee acts on the bill. 

Mr. Hansen said he would like the same information about the 
cities and with the help of the Department of Revenue they 
could do a city by city analysis. 

Closing by Sponsor: Representative Cohen closed by saying there 
was more discussion on the proposed amendments than on the 
bill itself, but since they had all heard the bill, that 
might be fitting. He said he would address his comments to 
the amendments and give an example. He referred to the 
Department of Revenue's biennial report which gives the 
taxation value of every county and a statewide total. He 
referred to Yellowstone County, and said it has a good chunk 
of furniture and fixtures. He said it shows in 1988 a 
taxable value of $8.3 million, statewide is $41.2 million, 
so Yellowstone has 20% of all the furniture and fixtures in 
the state. He said the question then for Yellowstone County 
is, with that kind of tax relief, are the rates on real 
property going to compensate? He said he could not answer 
that question, but members should remember that there is a 
real difference as to whether it is in the city or the 
county as to who will benefit. 

HEARING ON HOUSE BILL 49 

"AN ACT TO RECLASSIFY MANUFACTURING MACHINERY, FIXTURES, 
EQUIPMENT, NONEXEMPT TOOLS, AND SUPPLIES FROM CLASS EIGHT 
PROPERTY TO CLASS SEVEN PROPERTY; AMENDING SECTIONS 15-6-137, 15-
6-138, AND 15-16-613, MCA~ AND PROVIDING A DELAYED EFFECTIVE 
DATE." 
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Presentation and Opening statement by Sponsor: 

Representative Patterson, House District 97, Custer, chief 
sponsor of House Bill 49 said the fiscal note was just 
printed and is in the books. He referred to the last 
session when the Budweiser bill was before the Legislature 
to exempt the Budweiser Brewery Company in Yellowstone 
County and had placed them at a very low rate. He said just 
a few days ago this same committee acted on a bill for the 
rapeseed processing plant in the city of Butte to give them 
a tax rate of about 3%. He said they heard the question 
"how come you're giving all these tax breaks to new 
businesses and yet the Budweiser deal in Billings never came 
to the state?" Someone asked, "why don't you give existing 
businesses here a break?" He said this bill would take care 
of the flour mill in Great Falls, the Western Sugar Factory 
in Billings, the sugar factory over by Sidney, Roscoe Steel 
and a factory up in Kalispell that does machine tools. He 
said these are existing businesses in the state, and the 
bill does not exempt them from taxation, it will lower the 
rates. He said Agriculture is not being shifted, they will 
still remain in the same class. He said this is not an Ag 
exemption bill, it is a business bill for business 
opeL'ations in the state of Montana. H~ Lt:,(t:LCt:=J tu ,ht:! 
fiscal note and said it would have some effect on the local 
school districts, local citj~s and counties and to the 
state. He said the fiscal impact is about $4 million each 
year. 

Testifying Proponents and Who They Represent: 

None 

Proponent Testimony: 

None 

Testifying Opponents and Who They Represent: 

Gordon Morris, Association of Counties 
Phil Campbell, Montana Education Association 
Alec Hansen, League of Cities 
Anne Prunuske, Alliance for Progressive Policy 

Opponent Testimony: 

Mr. Morris said in anticipation of his remarks Representative 
Patterson had pointed out the flaw in the bill. He said he 
would like to go on record in opposition to the bill and 
pointed out that this is a continued piece meal attempt at 
property reform that has led us to the reason for this 
special session. 

Mr. Campbell said that he hadn't been going to say anything until 
he saw the fiscal note. This is a substantial hit on the 
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schools at the very time when the purpose of the special 
session is to fix the school funding system. This bill 
would take millions of dollars from the schools by shifting 
the tax rolls by it's piecemeal approach to tax reform. 

Mr. Hanson said if the committee would look at the last part of 
the fiscal note it is obvious why he would be opposed. He 
said it represents a $191,000 loss to cities and towns. He 
stated that the $191,000 is about 1/2 of 1% of all the 
property taxes collected in the cities. He said a reduction 
without replacement simply will not work in the cities, 
especially now with the financial conditions as they are. 

Ms. Prunuske said she would like to echo the comment made earlier 
that you can't erode our tax base any further. 

Questions From Committee Members: Representative Giacometto 
addressed a question to Mr. Campbell asking how this takes 
money from education when all these bills are coming in with 
120 and 160 mills? Mr. Campbell answered it is a further 
tax erosion as you can see on the fiscal note. He said it 
is not totally calculated here but you can see it would 
amount to over $1 million throughout the state and 60% of 
t!1.::t ~;ill go to the 1:)(;,,001 distr icts. 

Representative Giacometto asked, if you come in wit~ a bill that 
puts 120 mills and a 40% surcharge on, schools will be 
funded. He asked how does this take money from schools? If 
you come through with a 100% funding bill and they will give 
you the authority to bypass 105, how can it take money away 
from education? Mr. Campbell answered that he did not know 
which bill will pass, but if all the projections of costs in 
those bills that they are looking at does not take this into 
consideration. He said he supports the concept of reducing 
personal property tax, but the issue here is the eroding of 
the tax base without replacement. He said he thought the 
bills that are going through that deal with school funding 
do not anticipate another $2 million to $3 million loss in 
the tax base. 

Representative Giacometto said he sees this as a major issue in 
the entire session. MEA is pushing for education reform and 
people are coming in saying we are eroding our tax base, but 
if we keep putting these high mills on, there is no further 
eroding of tax base than to force businesses out, so if you 
come in with a bill liko this, we know we are going to fund 
education, but bills like this in the end won't matter 
because we will go ahead and fund education regardless. 

Closin~ by Sponsor: Representative Patterson said last Friday 
hlS Yellowstone County Treasurer was up here and he had 
asked him how many taxes they had collected from the 
Billings Packing plant and the Treasurer had replied none. 
He had then asked him how many tax dollars had been 
collected from Roscoe Steel and was told none. He then 
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asked how many taxes they had collected from Pierce Packing 
and was told they were trying to sell Pierce Packing. He 
asked why and was told they said the property taxes were too 
high, and that is why the commissioners now own the 
property. He said he realized this is a piecemeal tax 
reform, but he was trying to get the people to realize how 
far out of line the property taxes are. 

DISPOSITION OF HOUSE BILL 4 

Motion: Motion was made that House Bill 4 do pass. 

Discussion: Chairman Harrington said the problem brought out in 
the committee was how does the county assessor tell what 
these cars are? He was told honesty. Senator Hofman said 
there aren't enough people nor enough money involved in this 
to make that much difference if a few people would want to 
cheat on it. He said the idea of the bill is to correct 
something that is wrong in the appraisal process. 

Chairman Harrington said Lee Heiman had handed him a sheet that 
was part of the registration slip. It has gas #1, Diesel 
#2, LPG #3 and then it is marked as to which the car 
actually is. 

Rep. Giacometto said he would speak in favor of the bill because 
it is a matter of equity. Since this is on the registration 
it shows a way to prove it is a diesel engine, and if it is 
a diesel engine then the committee should give it a fair 
review. 

Amendments, Discussion, and Votes: None 

Recommendation and Vote: The motion CARRIED unanimously to DO 
PASS. 

DISPOSITION OF HOUSE BILL 42 

Motion: Motion by Representative Giacometto that House Bill 42 
do pass. 

Discussion: Representative Giacometto said if he remembered from 
the testimony this would make sure that no matter what 
happens in this session the schools will be able to open and 
operate. He said the numbers can be jacked up or down in 
all the bills, but they should make sure that aft~~ this is 
over the schools will be able to open. 

Representative Rehberg said he would assumed that if this bill 
and if one of the bills on education should pass that would 
add money to this that would take precedence over this since 
this is the Governor's base. 

Representative Harrington said this is the Governor's base, but 
it is at a zero/zero and this is what you are voting for in 
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Representative Rehberg said if the House passes something the 
Governor vetoes the problem would not be solved then nothing 
can get done until something like this is passed. 

Chairman Harrington said there is a possibility of that, but in 
essence, this committee would be passing out a zero/zero 
funding of education. 

Representative Kadas said he felt they had already passed a bill 
that deals with the Foundation Program for fiscal year '90, 
and the House has spoken once and does not need to say the 
same thing in 5 different ways. 

Representative Giacometto said that no matter what the stands is 
on education, he felt it was ironic that they would chance, 
no matter what happens, this is just a proposal put out to 
make sure that our schools will be funded at least at 
current level. 

Representative Driscoll said it seemed to him that they were 
taking 20% of the 38% of the coal tax trust fund and putting 
it into the equalization did illSL~dd of lhe so-called trust 
fund. He said, if you don't like where the money is going, 
get rid of the approp~iation. He said if you don't pass the 
bill you will have this educational trust fund there for 
another biennium, and it is not really a trust fund, it is 
only a savings account. 

Chairman Harrington said in the equalization bills you do the 
same as in this bill, you do away with the trust and 
commemorate that forevermore into education. 

Representative Giacometto said he could not see where they were 
getting zero/zero out of this bill but it would get rid of 
the educational trust fund. 

Chairman Harringt~n said they did that on the 4% already passed. 

Representative Giacometto said to clarify it, it takes up to the 
current funding for the last biennium for schools. He said 
it takes it out of the education trust fund to guarantee 
that the schools will have the spending authority to go back 
up to the last biennium spending. 

Representative Raney asked Rep. Giacometto if he was saying it is 
just a coincidence that all the money left in the education 
trust fund and all the appropriations for this year turns 
out to be just the same amount as the short fall to reach 
the zero? Rep. Giacometto said he could not answer that but 
perhaps Lee could answer it since he would have the numbers. 
He said he just had the basic concept of the bill from the 
hearing. 
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Chairman Harrington said it was his understanding from the 
testimony that one of the moves behind this bill is to fund 
at zero/zero, but to use the rest of the educational trust 
in the direction of personal property tax relief. In answer 
to Rep. O'Keefe's request to "run that by again" Chairman 
Harrington said if this bill is passed out, they are giving 
the Governor the opportunity to veto the 4\ and take this 
bill and go zero and zero. He said if it is the Senate and 
House feeling that we want to fund 4\ and 0, then it should 
be up to the Governor to veto that 4\ and call us back in if 
he vetoes it. 

Representative Rehberg said the he couldn't disagree but the 
chance you take is if he goes ahead and vetoes it anyway, 
then we are in bigger trouble. Chairman Harrington said he 
would have to call the legislators back into special session 
because schools have to run. 

Rep. Gilbert stated that meant that "we are playing with the 
schools". 

Substitute Motion: A substitute motion by Representative Kadas 
to table House Bill 42. 

Amendments, Discussion, and Votes: None 

Recommendation and Vote: The substitute motion to table House 
Bill 42 was voted. A roll call vote was taken. The motion 
CARRIED to TABLE HB 42. 11 members voting aye, 9 voted nay. 

ADJOURNMENT 

Adjournment At: 2:25 p.m. 

DH/dg 

l50626a.min 
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STANDING COMMITTEE REPOR'j' 

KAn Act Settinq an Addition or Deduction 
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Hr. Speaker: \ve, the committee on Taxntion report that HOUSE 

BILL 4 (first reading copy -- white), do pass. 

: "/"1, 
Signed: __ --((1-,-" .,,;' 

Dan Barr If'~g'ton, Chairman 

/ 
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Representative Cohen's Pension Proposal 

Key Features 

Under this Davis proposal, equity in the taxation of federal retirement benefits 
is created by changing the taxation of state and local employees so they are 
ta~ed the sam.e as federal retirees. This is accomplished by: 

1) Subjecting state and local retirees to taxation, but allow them to 
exclude up to $3,600 in retirement benefits from taxation~ 

2) Increasing benefits to current and future retirees to compensate for the 
tax on their benefits. 

Fiscal Impact 

Revenue Gains: 

$3,600 Exemption for State and 
Local·Government Retirees 

Ability to Tax Federal Retirees 
under $3,600 Exclusion 

Total 

Cost of Increased Benefits: 

Across-the-Board Benefit Increase 
for Current State and Local 
Government Retirees (5%* of FY 88 
benefits paid totaling $99.95 million) 

Increased Employer Contribution 
for Current Employees, 2% 
increase in total contribution) 

Total 

Net Change in Revenues and Expenditures 

$1.5 million 

$2.6 million 

$4.1 million 

$5.0 million 

• t . 

.' 

'. 
--
: 
, . 

To Be DeterminJd 
By Actuary 

::' 

$5.0 milliun + 

($0.9 milliun) - increased 
employer contribution 

* State retirement henefits in excess of $3,600 will face an average marginal 
tax rate of 4.82% hased on Department of Revenue analysis. 



EFFECTS OF HB 47 

TEACHERS • RETIREMENT SYSTEM 

Tax Year 1989 

Total Estimated Benefits for Tax Year 1989 
House Bill 47 Increase 

Reimbursement Due the Teachers' Retirement System 

Tax Year 1990 

Total Estimated Benefits for Tax Year 1990 
House Bill 47 Increase 

Reimbursement Due the Teachers' Retirement System 

Total Cost of 8% Increase 

PUBLIC EMPLOYEES r RETIREMENT SYSTEM 

Tax Year 1989 

Total Estimated Benefits for Tax Year 1989 
House Bill 47 Increase 

Reimbursement Due the PERS 

Tax Year 1990 

Total Estimated Benefits for Tax Year 1990 
House Bill 47 Increase 

Reimbursement Due the PERS 

Total Cost of 8% Increase 

GAME WARDENS r RETIREMENT SYSTEM 

Tax Year 1989 

Total Estimated Benefits for Tax Year 1989 
House Bill 47 Increase 

Reimbursement Due the GWRS 

Tax Year 1990 

Total Estimated Benefits for Tax Year 1990 
House Bill 47 Increase 

Reimbursement Due the GWRS 

Total Cost of 8% Increase 

tx,#, p.L 
til 

~-~fe,-8i 
t-H3 47 

June 23, 1989 

$49,221,623 
8% 

$ 3,937,730 

$53,385,772 
8% 

$ 4,270,862 

$ 8,208,592 

$51,296,550 
8% 

$ 4,103,724 

$61,000,000 
8% 

$ 4,880,000 

$ 8,983,724 

$ 

$ 

$ 

$ 

$ 

595,888 
8% 

47,671 

650,665 
8% 

52,053 

99,724 
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JUDGES' RETIREMENT SYSTEM 

Tax Year 1989 

Total Estimated Benefits for Tax Year 1989 
House Bill 47 Increase 

Reimbursement Due the JRS 

Tax Year 1990 

'I'otal Estimated Oenefitf; fur 'I'ux Yeilr 1990 
House Bill 47 Increase 

Reimbursement Due the JRS 

Total Cost of 8% Increase 

HIGHWAY PATROL RETIREMENT SYSTEM 

Tax Year 1989 

Total Estimated Benefits for Tax Year 1989 
House Bill 47 Increase 

Reimbursement Due the HWPRS 

T(1X Year 1990 

Total Estimated Benefits for Tax Year 1990 
House Bill 47 Increase 

Reimbursement Due the HWPRS 

Total Cost of 8% Increase 

SHERIFFS' RETIREMENT SYSTEM 

Tax Year 1989 

Total Estimated Benefits for Tax Year 1989 
House Bill 47 Increase 

Reimbursement Due the SRS 

'fax Year 1990 

Total Estimated Benefits for Tax Year 1990 
House Bill 47 Increase 

Reimbursement Due the SitS 

Total Cost of 8% Increase 

~. rl: I 
'-1-- P.3 

$ 1,145,000 
8% 

$ 91,600 

$ 1,259,500 
8% 

$ 100,760 

$ 192,360 

$ 1,625,000 
8% 

$ 130,000 

$ 2,031,250 
8% 

$ 162,500 

$ 

$ 

$ 

$ 

$ 

$ 

292,500 

497,360 
8% 

39,789 

530,000 
8% 

42,400 

82,189 

~ -~~-81 

~ G "'., 
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MUNICIPAL POLICE OFFICERS' RETIREMENT SYSTEM 

Tax Year 1989 

Total Estimated Benefits for Tax Year 1989 
House Bill 47 Increase 

Reimbursement Due the MPORS 

Tax Year 1990 

Total Estimated Benefits for Tax Year 1990 
House Bill 47 Increase 

Reimbursement Due the MPORS 

$ 4,388,775 
8% 

$ 351,102 

$ 4,828,000 
8% 

$ 386,240 

Total Cost of 8% Increase $ 737,342 

FIREFIGHTERS' UNIFIED RETIREMENT SYSTEM 

Tax Year 1989 

Total Estimated Benefits for Tax Year 1989 
House Bill 47 Increase 

Reimbursement Due the FURS 

Tax Year 1990 

Total Estimated Benefits for Tax Year 1990 
House Bill 47 Increase 

Reimbursement Due the FURS 

Total Cost of 8% Increase 

TOTAL ESTIMATED COST FOR 2-YR, 8\ INCREASE 
ALL STATE-ADMINISTERED RETIREMENT SYSTEMS 

$ 4,297,885 
8% 

$ 343,831 

$ 4,605,000 
8% 

$ 368,400 

$ 712,231 

$19,308,662 

.... ~,. -............ , .. '1· 
f ~. :# I p. '-/ 

" -.2.(. -31 
H8 "1 

I 
I 

I:·'; , 

I 
I 
I 

I 
I 
I 

* PLUS 8\ FOR 2 YEARS FOR LOCAL POLICE AND FIRE SYSTEMS, AMOUNT UNKNOWN I 
I 
I 
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Equal treatment: 
Special session .has chance 

to pass fair pension tax law 
The special legislative session in 

June nllght lake another look .. t the 
pension 13xation issue, The Suo 
preme Court. recenlly ruled in II 
Mlchll1:3n case that $Iatrs C311't lax 
fedeul retirement benelilS differ· 
enU)' than state retirement bene­
fits, Since Montana treats federal 
pensioners differently than st~te 
pens:oners. many observers think 
Montana will ha\'e to change lUi 
law. 

We hope 50, Montana's pension 
tax laws are unfaIr. Currl!'ntly, the 
.t~le does not lax pensions paid 10 
retired Montana leachers, police 
officers and other public employ· 
ees. Out Il taxes aU federal and 
private sector pensions above 
53.600. Before 1981, only $360 of a 
prh'ale retiree's pension was ex· 
empt from stale Income tax. 

to pri"'ale rpllrees. Or. 'he 
AMRPE said. )loll13na could ask 
Conqr('ss 10 ch .. n~e the fedeullaw 
used hy Ule Supreme Court. 10 
strike down lb. i\hChlgan pension 
law. 

However. both 01 those sugges· 
tioos would leave Montana with. 
dIscriminatory pension ta~ taw -
wUh private pension recipients on 
the short end 01 the sUck. Private 
pensisoners. when they were work· 
Ine:. paid a large portion 01 the 
taxes that supported. the publU: 
pensioners. when Ih.y Wf're work· 
inl(. To say, at the end or their 
careers, that private pensioners 

. must keep paying ta~es while tbe 
public pensioner shall be Jree 01 
taxes, is unfair to the private see· 
'or.:-.~--,...-.. 

hE!' special' stssion In June 
should simply make Fnsion llUll 
law equal and fair: tal( e\'erybody 
the same, or exempt e~er)'body th. 

8ills were tntrodueed In Ihe 
regular session (0 bring more 
rairr.e5s to pension tax law, but 
Ihey failed 10 pass - partly 
throu~h the ef{orlS of public em· '-"-'-------­
plo~ ee lobbying groups who oppo~e Federal pensioners are push ina 
la:'(ir.~ :my portion 01 state pubhc hard, under the Michigan rulin", to 
empioyee pension benelits, The As· gain the same exemption as that 
.ociation of .... ontana ReUred Pub-- granled to slate penSioners. They 
lie Employees (AMRPE), for ex· deserve equalJreatment. 
ample, lobbied legislators heavily So do private pensionen, even 
10 slap any taxation of the assocla· . thouqh the Supreme Court rulln, 
"on's members' pensions. did not concern them, ·Slale tal 

In a letter 10 Its members, the polle)' has been a Ihumb In the eye 
AMRPE sURgested Ihat the Legis' 01 private pensioner! for too lonl, 
lalure could Kive federal retirees' We hope the special SI'SSIOR will 
the same benefits as state retirees, equalize Monlana's pension lU 
but doesn't ha~e to live any break law, 

We don't know If the distric! court wUltackle the 

R
• fteLuJA I-I/.- issue 01 relunding taxes I.>ack to 19H3 because two 

et I rement SI&/g~ other cases are pending belore the u.s. Supreme 
" { I. Court that deal with the issue 01 whether relunds 

must be made when a tax is declared unconstitu~ 
Exempt all retirees from income tax' tional., .;.. , , 

Nevertheless, given the lacl that a case is pend-
. When the Legislature convenes lor its special ing in district court, we think Ule Legislature must 

session In lIelena on Ju~e 19 equalizing school dud- act next month to equalize laxation 01 retirement 
dmg will be Its top prIOrity, but there are a couple income. 
01 oUlCr things Ihat it should consider, Slate and local government employees are un-

One DC those items Is laxation 01 lederal and pri- derstandably concerned. 
vate pensions,. Slate pensIOns were exeluded lrom the state in-

In March the U.S. Supreme Court ruled thai come tax by practice when the Public Emplovees 
slales cannot tax lederal pensions il they exempt Retirement System hegan in 1945. The exemrtion 
retirement income 01 lormer state and local gov was put into the codes in 1973. When the Montana 
eroment workers. The ruling grew Teacher's Retirement System was created in 1937 
out 01 a Michigan case, which has·a all payments made to retired teachers were ex-
law similar to Monlana's. eluded Cram the slate income lax, 

Under Monlana law
i 

retiremenl in- 11 the past is precedent, and we think it is, public 
come Irom state and ocal govern- employees have a good point whey they argue that 
OIent employees is exempt Irum AN any person employed by Ihe state or local ~o\"ero-
stale income taxes. The state ex- mcnts prior to the Supreme Court's rulin~ In lhe 
empts only Ule lirst S3,foOO 01 retire- IR Michigan case has an implied contracl With hiS or 
ment income lor Cederal and pm'ate VIEW her governmental entity that retirement income 
employees Prior to 1987 onlv Ihe will not be subject 10 the state income tax. 
Ilrst 5:160 oC a private reliree's pen- In an auempt to save a few bucks the Legisla-
slon was exempt Irom the state in- ture could exlend a lull exemplion to lederal reli-
come tax, rees and leave the $3,600 exemption lor privale 

One plan olCered by Gov. Stan Slephens during rehr.es in'pla~'l- - -- - -- -----
the recent leglslalive session would have exempt- { 1I0wever, we don't think thai would be lair. '1 
ed Clam stale income taxes pensions received by We've heard Ihat it would cosl $4 million to $5 
r,ellred local, state, federal and pril'ate employees milhon to exempt all rehrement income (or public, 
11\ tng In Monlanil. federal and private retirees, 

It was amended inlo the Dcmocrats l maIO tax In our opinion that's a small price to pay to ae-
rclorm bill, bul was changed to exempt the Clrsl knowledge the contributions these people have 
$11.000 01 rehremenl income Irom the slate income made 10 our slate during Ihe .. achve worklOg ) 
tax. The bill died on Ihe session's Imal day, days. 

Sen. Dorolhy Eck sponsored a bill thai would 
have exempted the lirst $16,000 01 retlrment in- ______ _ 
come ~rom the slale income tax. It didn't even 
m:lke It out 01 committee, 
. On April 28, one week afler Ihe session ad-

lournt;d t seven federal retirees filed a class-action 
awsUit 10 lIelena DislriCI Court in an attempt to 

lorce the slale to relund what Ihey call "illegally 
collected" taxes on retirement income. They 
asked Ihe court to order the state 10 relund taxes 
paid back to 1983. They also asked Ihe cOllrt to In­
"nh~al. I~~ law allowing laxalion 01 lederal reti­
rt'1"S 11~'nSlflns. 
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ROLL CALL VOTE 

__ H_O_U_S_E __ T~A~XA_T_I_O_~_l __________________________________ COMMITTEE 

DATE~(P ,.;-1 ~~,, ___ BILL NO._«..:.....:;...~=--_ NUMBER ____________ _ 

NAME AYE NAY 

Ben Co!1en V 

JerrI Driscoll V 
lim Elliott V 
Orval Ellison V 
T.pn Gia~nmetto V 
'Rob Gil bprt V 
~usan Good v 
Ed Gradv -'-
MF'lriF'ln Hanson V 

Rnbp.ItHoffman V 
Mike Kadas V 
Francis Koehnke v 
Mark O'Keefe I v 
John Patterson V 
~ob ~anev V 
Dennis Rehbero V 
Ted Schve --
Barrv Stano V 
Jessico Stic_knev 'v 
rhuck Swvsaood V 
Bob Ream V 
Dan Hartin~ton I V I 
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IF YOU CARE TO WRITE COMMENTS, ASK SECRETARY FOR WITNESS STATEMENT FORM. 
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