MINUTES
MONTANA SENATE
51st LEGISLATURE - SPECIAIL SESSION
COMMITTEE ON EDUCATION AND CULTURAL RESOURCES
Call to Order: By Chairman H.W. Hammond, on July 6, 1989,
at 9:00 a.m. in room 325
ROLL CALL
Members Present: Senator John Anderson, Senator Chet
‘Blaylock, Senator Bob Brown, Senator Bill Farrell,
Senator Joe Mazurek, Senator Dick Pinsoneault, Senator
Pat Regan, Senator Dennis Nathe, and Senator H.W.
Hammond
Members Excused: None
Members BAbsent: None

Staff Present: Dave Cogley, Legislative Council

Announcements/Discussion: None

HEARING ON HOUSE BILL 28

Presentation and Opening Statement by Sponsor:

Ted Schye, Representative, House District 18, opened stating
that HB 28 originated in the House as his bill, but the
way the bill was written now, it was not his bill
anymore. Representative Schye explained that HB 28 was
Representative Kadas's and Representative Ramirez's
bill. Representative Schye stated that he did vote
against the bill when it was in the House. He felt
that maybe some things could be done to make HB 28 a
better bill.

Testifying Proponents and Who They Represent:

Mike Kadas, Representative, House District 55, Missoula
Jack Ramirez, Representative, House District 87, Billings
Bill Boharski, Representative, House District 4, Kalispell
Wayne Phillips, Governor's Office
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Proponents:

Representative Mike Kadas stated that the House wanted to
send a bill back that would meet more of the Governor's
demands than SB 26 did. He stated they used HB 28 to
accomplish that. Representative Kadas stated that HB
28 would satisfy the court and it would satisfy the
people of Montana to provide quality education for
their children.

Representative Kadas stated that the bill was balanced and
it would stay balanced, well into the future.
Representative Kadas stated that in order to make it

.balance, they had to give up some things, such as the
schedules. The schedules were not as high in this bill
as they were in other bills. They tried to compensate
for that with the guaranteed tax base. The levels of
revenue were 100 mills and a 10% surcharge. He
explained that the Senate passed the House a bill (SB
26) with those exact levels of funding. He explained
that if the Senate took out either the 100 mills or the
10% surcharge, they would have to address one or two
possibilities. 1.) Either lower the schedules more.
He felt they were as low as they ought to go. 2.)

They would go into the next biennium with an unfunded
balance, which would create a deficit for the next
biennium. He asked the Committee to keep the schedules
at the level they were and to keep the funding at the
level it was.

Representative Kadas explained that the guaranteed tax base
was based on the statewide average value per ANB, per
mill. He explained that a mill would raise $18 on the
average for an elementary child in the state of
Montana. (Representative Kadas gave the example of his
school, District #1 in Missoula) The district value of
1 mill, which was $65,000, is divided by all the
elementary ANB to give about $11.70 per ANB per mill.
Our taxable value would bring them $11.70 per ANB and
the statewide taxable value would bring $18 per ANB per
mill. He stated that this showed his district was a
poor district. It was harder to raise dollars than it
is for the average district in Montana. He stated that
a guaranteed tax base puts all the poor districts on a
statewide average basis. He stated that the same
equation was used for high schools and it would result
in $43 per ANB, per mill,

Representative Kadas explains the spreadsheet (SEE EXHIBIT
1). He stated that the spreadsheet had two
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supplements, the first was the budget information and
the second appendix was the mill levy information. He
stated that if your elementary district was below $18
it was a poor district and if it was above $18 it was a
wealthy district. He explained that if it was below
$18, it was going to get a state subsidy under the
guaranteed tax base. If it was above $18, it wouldn't
get a subsidy. It would go on its own tax base.

Representative Kadas used a large visual graft board to
explain how the state is equalized today verses what HB
28 does compared to the other bills that have been
previously presented. Representative Kadas stated that
- everything in HB 28 represents the permissive levy and
the captive level which are driven by the schedule
amount.

Representative Kadas explained that the capping mechanism
was phased in. He said in the first year, for every
percentage that a district goes over 153% of the
proposed schedules, you would lose 1% of the amount.
For example, if a district was at 160% of the
schedules, that would mean you were 7% over 153% (160-
153=7). A district would lose 7% of that amount which
was above 153%. He explained in the second year, you
would lose 1 1/2%. Instead of losing 7%, you would
lose 10 1/2 %. 1In the third year, you would lose 2%
for every percentage that you went over and that would
mean the state would recapture 14%. Representative
Kadas said, "You can see how that is going to
discourage higher spending. It's a capping mechanism
based on spending. The more you spend the more that
gets recaptured." He stated that the recaptured money
goes back to the foundation program. He said that a
poor district could get recaptured just as easily as a
wealthy district could. He said this mechanism was
based on spending not wealth.

Representative Kadas stated that the bill would meet the
wealth neutrality test, because when you use the
guaranteed tax base, every mill that's levied, the
first $18 of that mill, was considered equalized. He
said whether that mill was levied by a wealthy district
or a poor district, it would equalize a lot more
dollars. Representative Kadas stated that the other
alternative that they had was to bring up the
schedules. But, he stated that the state has to live
within its means. He believes that a guaranteed tax
base offers more equalization than bringing the
schedules up to 95%. A local district, if they were to
make an effort, would be able to provide an average
education for their children.
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Representative Ramirez reiterated what Representative
Kadas just stated. Representative Ramirez said that
when his HB 39 was first introduced, it was set at 95
mills and a 5% surtax. He said that would balance as
well but it also had lower schedules. He stated that
the way HB 28 read now (with the Kadas/Ramirez
amendments), the bill was at 100 mills with a 10%
surtax. HB 28 was still in balance and the schedules
were higher.

Representative Ramirez used a large visual graft to explain

mechanics of the bill. There was a permissive levy

- that would fund up to 100% of 1988 districts' general
fund expenditures. He said this would mean that

school districts in the state would be funded with 100%
of the money spent in 1988 without having to use a
voted levy. He felt that this was a very important
point in the acceptability of the plan.

Representative Ramirez explained that he thought this plan
would be more acceptable to the court. He said that
you should give this procedure some time to work
because they were trying to accelerate the low spending
districts by subsidizing their mill. Representative
Ramirez stated that this plan would decelerate the high
spending districts, by penalizing them not for wealth,
but for spending over the accepted level.

Representative Ramirez went on to say that he would like to
see the Senate add an appropriation to the bill. He
said the appropriation would hire a legal council to be
appointed by the Legislature, to present the
Legislatures point of view, if HB 28 would happen to be
passed. He explained that there were a lot of factors
that have gone into HB 28 that were not going to be
presented to the Supreme Court. Representative Ramirez
said, "I think we need an advocate for our point of
view."

In an addition, Representative Ramirez stated that this was
the only possible way they could propose an equalized
balanced program, short of the dreaded sales tax. He
said they could not get a plan through the Governor's
office that was not balanced.

Representative Boharski stated that this was the most cost
effective way to solve the school equalization problem.
He proposed that the 10% surcharge would be removed
from the bill. He stated that currently the schedules



SENATE COMMITTEE ON EDUCATION AND CULTURAL RESOURCES
July 6, 1989
Page 5 of 16

were at 83% of what was spent in 1988. He said if you
would remove the 10% surcharge, you would bring those
schedules down to an even 80%. Representative Boharski
said that he would be surprised if the Supreme Court
was not satisfied with 80% of the schedules being
funded.

Representative Boharski stated a second reason to amend the

10% income tax surcharge. He felt the state of Montana
could not afford to increase the taxes in Montana.
(Representative Boharski submitted a technical
amendment to limit the powers of the Board of Public
Education.) He said the Board's standards were going

- to increase the costs of this basic system of

education. He stated as the cost goes up, the state
share goes up too. Representative Boharski said that
they need to keep all bodies of administration from
changing the rules on the legislature and obligating us
to pay for the changes. (SEE EXHIBIT 2).

Wayne Phillips stated that this was a long term solution in

Next

solving the school equalization problem. He felt HB 28
was a step in the right direction. He also stated that
the bill was balanced. Mr. Phillips went on to explain
some the deficiencies in the bill. 1.) In 1987, the
Legislature passed a 10% surtax and the people of
Montana were told the surtax was temporary. The
Governor agreed with the Legislature, during the
regular session and took the surtax off. He said now
the Committee had a bill before them that would call
for a permanent increase in income taxes. He said,
"It's labeled a surtax but it is a permanent increase
in taxes. That is put on top of what is some of the
highest marginal rates in the United States." Mr.
Phillips stated that there was a minimum of 130 actual
mills mandated in this bill. He said that the Governor
believes 85 mills was an appropriate level.

Mr. Phillips addressed the caps. His concern was if
the high spending schools continued to grow at a rapid
rate, you would continue to cap it at current levels.
Mr. Phillips said, "We also encourage you to take out
the exceptions to the caps, to not allow a variance in
those caps."

Testifying Opponents and Who They Represent:

Betty Lou Kasten, Representative, House District 28

Jack

Copps, Deputy Superintendent of OPI

Pat Melby, School Districts that were plaintiffs in the

under-funded lawsuit
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Tom Bilodeau, MEA

Fritz Daily, Representative, House District 69

Terry Minow, Montana Federation of Teachers

Kay McKenna, Lewis and Clark County Superintendent of

Schools

Cecil Weeding, Senator, Senate District 14

John Cobb, Representative, House District 42

Claudette Morton, Executive Secretary to the Board of Public
Education

Bruce Moerer, Montana School Boards Association

Chip Erdmann, 100 rural school districts

Stan Bradshaw, Montana State Audobon Council

Bob Van Der Vere, representing himself

Jess 'Long, School Administrators of Montana

Rod Svee, Superintendent of Hardin Schools

Del Gage, Senator, Senate District 5

Dale Zorn, Superintendent of Shelby Schools

Janelle Fallan, Montana Petroleum Association

Opponents:

Representative Betty Lou Kasten stated that when she was
first elected, her people told her no new taxes. She
stated she did like the 10% surtax, but it did
demonstrate the ability to pay. She stated she
disliked the 100 statewide mills and that it does not
demonstrate an ability to pay. She said the counties
she represents were not rich counties. Representative
Kasten said, "They do not have industry nor independent
wealth and yet they will pay heavily in the number of
mills." She stated that in many instances, many of the
rural schools in Montana are doubling expenses with HB
28. She stated this bill did not address opportunity
because the small schools in Eastern Montana would have
to depend on the larger schools for telecom classes.
She stated that transportation was not addressed in HB
28 and that was a high cost for rural schools in
Eastern Montana.

Jack Copps explained that the Office of Public Instruction
stands as a reluctant opponent. He stated that it was
time to work together and fund education at the highest
possible level and reduce the risk of refusal by the
Supreme Court. Mr. Copps explained that this bill was
not as good as SB 26 but it was a beginning to solve
the school funding problem. Mr. Copps stated that this
bill left the State with a disparity problem. He
explained that if the Committee did not included the
10% surtax, a greater disparity would be the result. He
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said, the bill funds the schedules at 83% and if the
10% surtax was not included in the bill, the schedules
would fall down to 79% of 1988 expenditures.

Pat Melby stated if the House amendments were stripped off
the bill and it went back to the original form, he
would vigorously support the bill. Mr. Melby stated
that he opposed this bill because it did not address
the central issues. Mr. Melby disagreed with the
proponents who said HB 28 would provide for wealth
neutrality. He stated it may reduce the differences in
wealth, but there would still remain extremely large
differences in wealth among the districts. He said the

- problem was not resolved at all. Mr. Melby stated that
this would not meet the Supreme Court challenge. He
felt that if there would be a bill, that would be easy
to challenge the Supreme Court, he urged the Committee
to pass HB 28 without the House amendments.

Mr. Melby suggested how to make HB 28 better. HB 28 funds
the schedules with the same amount as 83% of 1988
general fund expenditures. He felt that after the
first year, the average value at the mill levy for ANB,
was going to change and they would have no idea what
the personal property tax was going to do to the tax
base of the various counties. If the level of
schedules were high enough, the use of a cap to further
control the disparity for per pupil spending, should be
considered. He felt the Legislature should continue to
consider changing the permissive levy to a mandatory
levy to ensure that the disparity was eliminated.

He said that there were 179 schools with personnel costs
exceeding 80% of their general fund. He said that the
way the amendment was written, the school district
could avoid the recapture by increasing their personnel
costs on the 80% level. He felt the Legislature should
consider assuming all of the retirement costs. He
stated that this was one of the most glaring examples
of taxpayer inequity, in all of the school funding
system. He said the guaranteed tax base mitigates it,
but it does not eliminate it. He said that the
Legislature should consider raising the value of the
guaranteed mill from the average to some higher levels.
He said that there are many things that need to be done
to improve the bill. Mr. Melby said that it did not
meet the Constitutional requirement for equalization
and that they would be forced to take it back to court.

Tom Bilodeau stated that there were five points why they
would not support HB 28. 1l.) This proposal under-
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funds the schools. He said the state money would
provide only 81% to 83% of total expenditures at a 1988
fiscal year wealth. He stated that they have ignored
the inflation factor. 2.) Guaranteed tax base
proposal was a proposal that mathematically fits the
test for equity, at the sufficient funding level. He
felt the problem with the guaranteed tax base was that
they had no historical experience. We know what the
foundation program will do. He said they know what
happens when you continue under a system that they are
familiar with. Mr. Bilodeau said, "By going to the
guaranteed tax base, we are going to a world of
-guesses."” 3.) He said there was a lack of a solid cap
and it would not pass the constitutional test. Without
a solid cap, these spending disparities, are likely to
grow in the future. 4.) This bill does damage to high
spending and high taxable value district. He said they
didn't believe they have to create losers in this
process. He said they should be able to minimize-
losers in a compromise and the bill is not a
compromise.

Representative Fritz Daily stated that he had an amendment
in the bill and he wanted to explain what the amendment
did. He said the amendment allows a school district to
exceed the caps if their personnel costs exceed 80% of
their general fund budget.

Representative Daily said, "There's two things that must
happen for the amendment to go in affect. Your
personnel costs for '88 must be more than 80% of your
general fund budget. It would not allow a district to
play with their personnel costs and move them beyond
that 80% figure." Representative Daily stated that
they were talking about '88 figures and by the time the
bill goes into affect, it will 1990-1991. He said that
what he tried to do was prevent the destruction of some
school districts in Montana. He stated that there were
two kinds of winners and losers in this process. 1.)
Taxpayers win and lose in this process. 2.) Children
also win and lose in this process. He stated that if
they couldn't allow districts to spend at least at
their current levels that they're spending at right
now, you would hurt several districts in Montana.

Representative Daily said that his school district has 10
schools. They had already eliminated elementary band
and all elementary athletics. He said the teaching
staff has gone from 600 to about 370. The Butte School
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District teachers do not make more money than the other
AR schools teachers in Montana. He explained that the
reason their personnel costs were high, was because the
majority of their teachers were at the top end of the
salary schedule. Representative Daily said of 370
teachers in his district, over 150 were eligible, at
the present time, for teachers retirement. He said 60%
of Butte's teachers had masters degrees. He stated,
"Why should they be punished for that." He said he got
the idea for the amendment from the Governor.
Representative Daily said the Governor had proposed
that a school district could exceed their cap by 104%.
‘He stated you could spend what you were spending plus
4%. He stated that his district was a high cost
district but they were not a high spending district.

Terry Minow handed in written testimony. (SEE EXHIBIT 3).

Kay McKenna stated that she could support the 100 mills, the
oversight committee that would be appointed to study
the other school funds, and the guaranteed tax base.

In an addition, Ms. McKenna felt that she could support

the 180 days for school on the whole and she regarded

HB 28 as a tax bill not a school bill. She stated that
~ the bill would decrease revenues to schools because of
“the decreasing mill levy value.

Senator Cecil Weeding stated that he represented the largest
and most sparsely populated district in the state of
Montana. He felt that this bill was not equitable nor
fair to the rural areas of Montana. Senator Weeding
used a visual technique that came out of the Governor's
proposal that showed the value per ANB of the various
counties in Montana.

He then went on to explain that Garfield county did not have
one single gain from the bill., He said they would
loose anywhere from 33 on down 5 mills from this bill.
He stated that his people were going to have to spend a
lot of money to help equalize education. He explained
that because of this bill, Rosebud County would be
required to increase 43 addition mills. He stated that
each mill would bring in $200,000 and that they were
going send $8.6 million out of that district and pump
it into the equalization program. He said they were
going to leave those people 42 mills short, and then
they were going to cap those schools and subject them
to the recapture provision. He felt that the
Legislature should look at pumping some coal trust
monies into the equalization program and then go back
in two" years and find a more permanent solution.
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Representative John Cobb stated that he wanted to discuss
the guaranteed mills and offer another option. He said
with the guaranteed mill, if you will have a low
taxable value compared to the rest of the state, who
would guarantee a part of that? One of the problems he
saw was there was a large amount of money going to the
wrong schools in Helena, Billings, or Great Falls. The
people have a low taxable value, based mostly on homes,
but they have a lot of income. Representative Cobb
stated that the cities would have large mill decreases
but they can turn around without raising any mills, put
up $1 and they might receive $1 or $2 from the state
-for every dollar they put up. Most of the big schools
could do that and most of the small schools couldn't.
He suggested that you could have the guaranteed mill
concept, but they would have to put the guaranteed
mills by category on a taxable mill by each category.
He stated that some may not like to see that happen
because of two reasons. 1.) They may want to see some
consolidation. 2.) It may be a tax shelter for small
schools. Representative Cobb said, "We reduced
schedules by category and maybe we should do the same
with the guaranteed mill concept." He said that under
HB 28, there would be about 213 districts that would
receive guaranteed mills; if they went by category,
there would be 329 districts that could receive
guaranteed mills. Representative Cobb went on to say
it was more of a philosophical question on who would
get a guaranteed mill.

Claudette Morton stated that the Board of Public Education
opposes equalizing education down. She stated that
whatever the Legislature decision was, it would have a
longterm ramification. She explained that when the
quality of education goes down, the student test scores
would go down. She asked the Committee to oppose HB 28
or significantly revise it.

Bruce Moerer reiterated what the previous opponents had
stated. Mr. Moerer said that the level of funding
needed to be increased or an alternative to increase
the funding would be to make the permissive levy a
mandatory levy. He explained that would reduce the
disparity gap. The caps are better than the recapture
mechanism above 153% only if the funding level is
adequate. The caps are a percentage of the funding
level and to have a cap with a clause or mechanism that
holds those districts above the cap harmless, you still
would need an adequate funding level to be able to
equalize the education problem in Montana. Mr. Moerer
also restated what Mr. Melby stated in previous
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testimony about disparity. "The court did not
say...that all you have to do is guarantee equal access
to money. The guaranteed tax base does not
automatically solve the disparities per pupil
expenditures."

Erdmann expressed that there would be a big impact in
the rural districts of Montana. He said this bill
contains the 7% increase in the schedules for the
largest categories of elementary districts. He said
that money would come from the smaller elementary
districts and the high school districts. Mr. Erdmann
explained that was a $9 million shift in funding for

-the larger schools, at the expense of the smaller

schools. He stated that the Committee should not
expect the larger schools are in favor of this plan.

Finally, Mr. Erdmann explained that he was concerned about

Stan

the guaranteed tax base portion for the permissive
levies. "We are getting away from the traditional
foundation category system that they have had for
funding schools." He said that by getting away from
the traditional foundation system, they were going to
fund those districts on an average statewide mill per
ANB. He said that there would be no recognition of
size disparities, based on location, distance, and for
population.

Bradshaw stated he was not here as an opponent or a
proponent to HB 28. He explained that his main concern
was the funding of parks acquisition and maintenance.
On page 18, line 13, there was a very brief clause,
which put a one-year cap on the parks acquisition and
maintenance fund. This clause would reduce the amount
of money available to the parks program by about
$60,000. He asked the Committee to remove the clause
starting on page 18, line 13.

Bob Van Der Vere explained that the Fish & Wildlife

Jess

Department is one of the richest in the whole
state but the parks were not rich. He stated that
the people are going to have to pay two or three
times what they are paying now to get into these
parks.

Long stated that he concurred with the comments the
other opponents have stated. Mr. Long expressed
that the guaranteed tax base had some merit, but

in 1983 when it was introduced into the
Legislature, it never got out of committee. The
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primary reason that it never got out of committee was
it would require a substantial infusion of money. It
stated that it would be somewhere around $60 million in
1981. As a result, Mr. Long felt that the guaranteed
tax base should not be used in HB 28.

Rod Svee used a large visual graft to explain the flat tax

rate part of the proposed bill. He asked the Committee
to look favorably on his school district when they made
a decision regarding school funding.

Senator Del Gage stated that he was not a proponent or an

Dale

opponent. He said there were a lot of concerns about

"the natural resource industries being held harmless in

this bill. Senator Gage stated that these industries
were not being held harmless in this bill, as far as
tax neutrality was concerned. He stated that the 1987
net proceeds on natural gas was based on 15.25% and
this bill has 17%. He said they would raise the same
revenue that a flat tax or a 15 1/4 based on 88
production, and yet that production went down. He said
the oil in this bill was at 9% and 8.4% was figured as
a tax neutrality. Senator Gage stated that the natural
resource industries will pay $3 million more taxes than
they paid in 1987. 1In addition, they had a drop in
gross revenue of $101 million. He stated if that was
tax neutrality he didn't want any of it.

Zorn agreed with what the opponents had previously
stated.

Janelle Fallan did not appear as an opponent or proponent.

She wanted to address the tax rates in section 80. Ms.
Fallan reiterated what Senator Gage stated.

Questions From Committee Members:

Senator Blaylock stated that Representative Kadas had talked

about the permissive and voted levy part of the
guaranteed tax base. Senator Blaylock said that it was
going to cost a district a lot of money if they use the
permissive levy and the voted levy. He heard in the
opponents testimony that permissive and voted were
going to cost the state $16 million, is that correct?
Representative Kadas replied that was correct.

Senator Blaylock asked Representative Kadas where he

proposed to get that kind of money? Representative
Kadas replied that was already in the bill. He stated
that money came from the surcharge and from the 100
mills. He said that part of the bill was balanced.
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Senator Blaylock asked Wayne Phillips about SB 26 that was
passed out of the Senate and the House. He stated that
Mr. Phillips spoke against the 100 mills and the 10%
surtax in previous hearings. He asked Mr. Phillips if
those two are in this bill and they passed it, would
the Governor sign it? Wayne Phillips replied, 'I can
not answer that."

Senator Mazurek asked if HB 6 was built into the base of HR
282 Madalyn Quinlan answered that HB 28, in section
97, has coordination instruction that says if a bill is
passed to increase the schedules in fiscal 1990, then
those same increases would be incorporated into the
bill in fiscal 1991. Ms. Quinlan stated that if they
chose to incorporated HB 6, the 3% increase that you
would have in 1990, rolls into 1991. She stated that
it was an on going expenditure of about $8.3 million.
(SEE EXHIBIT 4)

Senator Mazurek told Madalyn Quinlan that he showed a
general impact of about $11 million (SEE EXHIBIT 4).
Ms. Quinlan referred to the handout.

Senator Blaylock asked Representative Ramirez if the 3%
increase should go into the base? Representative
Ramirez replied that it shouldn't go into the base
because of HB 6. He said the coordination paragraph
should be taken out of the bill and everything would be
fine.

Senator Mazurek asked Representative Kadas if he built in
the affect of the flat tax on his calculation of the
average mill., "Did we lock in 18 and 43 or are we
going to have to go back and recalculated based on the
results of the flat tax? The flat tax on net and gross
proceeds alone takes about 20% of the taxable value
statewide? So are we taking that into effect?"”
Representative Kadas replied that the amendments they
put in, with the flat tax, provided that there was a
taxable value figure for the flat tax dollars. He said
that they were figured back into the statewide taxable
value and to the local tax values. Representative
Kadas went on explain that there was a coordination
amendment that takes those flat tax dollars and builds
them back into the tax base.

Senator Mazurek asked Representative Kadas why they didn't
make more of a significant effort to address spending
disparity by either firming up the caps and make sure
you get districts together or bring the schedules up.
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Representative Kadas stated that they had brought up
the schedules considerably. He explained that some
people have said the caps are too stringent and other
people have said that the caps are too laxed. He said
that by the time the caps are fully phased-in, when you
reach 25% above 153%, you would actually lose more
dollars than you would gain. At 25% over 153%, a total
of 178%, you are going to lose 50% of the amount above
the caps.

Senator Nathe asked Representative Ramirez if 6% of the
schools would be subject to the recapture?
"Representative Ramirez replied that 6% of the ANB are
in districts which spend over 117% of the 1988
expenditure level.

Senator Farrell asked Representative Ramirez if retirement
was phased-in. Representative Ramirez replied no and
that retirement was under the guaranteed tax base. He
stated that it was a mandatory levy at the county
level. He said it then would be subsidized and the
cost of that subsidy for the poorer counties was $10.5
million. Representative Ramirez stated that the cost
was included in the balance sheet.

Senator Brown stated that in Mr. Melby's testimony, he was
critical the way this bill treated retirement. He
stated, "In SB 26 we attempted to phase-in equalization
of retirement." Representative Brown asked Pat Melby
to commented on how HB 28 treated retirement. Mr.
Melby replied that his concern was not that retirement
had the opportunity to be fully funded by every
district. He said that their concern was it still
leads to a disparity in the number of mills that a
particular county would have to levy for retirement.
Some counties would have to levy between 2 and 30
mills. Mr. Melby went on to say that the criticisms of
the Supreme Court of the retirement dealt more with
taxpayer equity than it did with equalization of per
pupil spending.

Senator Brown asked Representative Kadas why they didn't
make the permissive levy mandatory? Representative
Kadas replied that he would have no objective making
the permissive levy mandatory. He felt that they would
run into some objections from other school districts
and taxpayers by doing so. He said that would make
them pay the mills regardless.

Senator Brown asked Representative Kadas about raising the
value of a guaranteed mill to the 75th percentile?
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Representative Kadas replied that what HB 28 did was
use 50th percentile for the purpose of a guaranteed tax
base. Representative Kadas explained the reason they
used the 50th percentile was because it was the
average. He said that if you went to the 75th
percentile, it would cost a lot more dollars.

Closing by Sponsor: Representative Ted Schye closed.

Chairman Hammond stated that he wanted to give
Representative Kadas and Representative Ramirez a
chance to close since it was their bill.

Représentative Ramirez stated it was pointed out that HB 28
was a tax bill and not an education bill. He said if
that was the case, they were in the wrong committee.
He said it should not have been before the Education
Committee it should have been before the Natural
Resources Committee.

Representative Ramirez went on to say that HB 28 was a
tremendous improvement over Montana's present system.
He said the schedules go up dramatically. The poorer
districts get a subsidized tax base up to the average
value taxable base in the state. Representative
Ramirez stated that they get a permissive levy all the
way up to 100% of the average expenditures in 1988. He
stated that for most schools in Montana, HB 28 was a
tremendous improvement in their present situation.

Representative Ramirez stated that they should not go into
Senator Nathe's phase-in of retirement. He said that
would put HB 28 back into the same problem SB 26 had.
The problem was a $42 million price tag if you phase it
in. He stated that the Committee needed to phase the
revenue in also, or it was going to get vetoed. This
type of phase-in would put the state in a $42 million
deficient. Representative Ramirez stated that they
have to live within in their means.

Representative Kadas explained that he wanted to make it
clear that this was not a wilderness bill.
Representative Kadas explained where the bill was now
in relation to mills. He said, "If you were to take
the percentages that they have on 0il and gas, it would
be equivalent to taking the mandatory millages from 45
to 53." He stated that it was not a very big increase
when you have to consider the increase a lot of the
home owners would have to pay because of this bill. He
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said that oil and gas needs to carry their fair share.
He stated that the Legislature has tried to do a lot
for o0il and gas in the last couple of years. They had
provided them with some significant tax breaks.
Representative Kadas stated that asking the o0il and gas
industries to pay the equivalent of 53 mills was not
out of line. He said that he wished the Committee
would leave those levels alone.

Representative Kadas explained that they tried to come up
with a capping mechanism that would offer flexibility,
but still provides real incentive for high spending
districts to get back down with the rest of the
"districts.

Representative Kadas stated that HB 28 would not make all
the schools in Montana "average". He said this bill
would bring the poorer districts up, so they would have
the ability to get to the average. He said that other
districts that want to go beyond the average, they
would have the ability to do it. He also stated that
wealthy districts are not brought down to average; they
would stay well above and average.

The hearing on HB 28 was adjourned. Executive action on HB
28 would taken at a later date.

ADJOURNMENT

Adjournment" At: 12:39 p.m.

?é ; i; é; i
SENATOR H.W. HAMMOND, Chairman »

HH/3]
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COMMITTEE OF THE WHOLE AMENDMENT
HOUSE BILL 28

Representative William Boharski

"An Act to Generally Revise Public School Funding,
to Eliminate the Present Permissive Levy,
to Eliminate the County Retirement Levy . . ."

June 27, 1989 1:31 pm-
Page 1 of 2

Mr. Chairman: I move to amend HOUSE BILL 28 (second reading copy
~-= yellow).

Signed:
Representative William Boharski

And, that such amendments te HOUSE BILL 28 read as follows:

1, Title, page 2, line 17.
Following: "EDUCATION;"
Insert: "TO PROHIBIT THE BOARD OF PUBLIC EDUCATION FROM ADOPTING

A RULE WITH SUBSTANTIAL FINANCIAL IMPACT UNLESS THE PROPOSED
RULE IS FUNDED BY THE LEGISLATURE;"

2, Title, page 2, line 20.
Following: "17-7-502,"
Ingsert: "20-2-115"

3. Page 136.
Following: line 15

Insert: "NEW SECTION. Section 64. Section 20-2-115, MCA, is
amended to read:

"20-2-115. Rules with substantial financial impact -~ fiscal
note -- effeet adoption prohibited without funding. (1) When
developing rulesg, policies, and standards under 20-2-121(6), (7),
(9), and (11), the board of public education shall determine- the
financial impact of the rule, policy, or standard on school
districts.

(2) The superintendent of public instruction shall prepare
a fiscal note for submission to the board, using criteria and
assumptions developed by the board. The fiscal note must bes
prepared within 30 days of a request unless the board agrees to a
longer time. The board may also accept other testimony and
exhibits on the financial impact to school districts before
proceeding to rulemaking.

(3) If the financial impact of the proposed rule, policy,
or standard is found by the board to be substantial, the board
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June 27, 19889
Page 2 of 2

may not 4mprement adopt the rule untit—duly—I—feltewing—the—nent
reguler—iegisiative—session-anéd—shall—reques+ unless the next
legislature ¢e—%fund funds implementation of the proposed rule,
policy, or standard through the foundation program. A substantial
financial impact is an amount that cannot be readily absorbed in
the budget of an existing school district program.

(4) A substantial financial impact is an amount that cannot
be readily absorbed in the budget of an existing school district

rogram.
. (5) A proposed rule, policy, or standard not found by
the board to have a substantial financial impact on school

districts or funded by the legislature mav be implemented at any
time."

4. Page 167, line 4.
Following: "62,"
Insert: "64,"

5. Page 167, lines 4 and 5.
Strike: "70 THROUGH 76,"
Ingert: "71 through 77,"

081331CV.HBV






Prepared by Office of the Legislative Fiscal Analyst

HB 28
HOUSE THIRD
READING
Current Law Revenue
State Equalization $159.19%
County Equalization 88.501
District Permissive 18.289
Total Revenue $265.984
Cost of Proposal
Foundation $350.058
Additional Foundation coordination with HB é 8.320
Guaranteed Tax Base 37.530
Transportation Schedules 6.253
Special Education 33.862
Conversion to GAAP 0.354
Telecommunications 0.500
Interim Legislative Study 0.020
180 Day Limit (1.820)
Total Cost $435.077
Revenue
Special Education (HB 100) $33.862
Transportation (HB 100) 6.253
Lottery Revenue 4.550
Eliminate Permissive 1(18.289)
New Statewide Mills 103.211
Flat Rate Tax for 0il/Gas/Coal (16.940)
County Miscellaneous 7.650
Coal Tax Diversion from Ed Trust 3.562
Education Trust Principal 2.790
Education Trust Interest Loss »x (2.735)
Income Tax Surcharge to Schools 36,245
Individual Income Tax Allocation at 33.67% "5.153
Total Revenue $1g3.312
Net Cost of Proposal $271.765
Additional General Fund Regquired $5.781
General Fund Cost of Tax Reallocations 5.153
GENERAL FUND IMPACT $10.934

* Includes LFA revised estimates for individual income tax and corporate
license tax (6/14/89) and adJus{ments to reflect legislation passed during

the regular session.
»%x Assumes the passage of House Bill 6 (Schye)

Personal Income Tax

Surtax Rate 107
Years applied -~ beginning year 1990
- ending year continues

Allocation to schools - FY90 31.807

- FYy9l 33,607
Statewide Mills 100

One time revenues
Personal income Tax $6.879

Schedule Increases over fiscal 1990

Elementary 17.6%
Elementary (Category 8) 26.1%
High School 28.2%
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