
HOUSE TAXATION COMMITTEE 

46 th  L e g i s l a t u r e  

The committee was c a l l e d  t o  o r d e r  a t  8:30 a.m., March 20, 1979, by Chairman 
Herb Huennekens, i n  Room 434, C a p i t o l  B u i l d i n g ,  Helena. A l l  members were 
p r e s e n t  w i t h  t h e  e x c e p t i o n  of Rep. Fagg who was a b s e n t .  S t a f f  a t t o r n e y  
Randy McDonald was p r e s e n t .  

House B i l l s  303 and 309 were t o  be  heard .  

Rep. Kenneth Nordtvedt ,  D i s t r i c t  # 7 7 ,  Bozeman, sponsor  of HB 303, s a i d  a 
s u b s t a n t i a l  amount of i n f l a t i o n  i s  expec ted  i n t o  t h e  1980s.  HB 303 would 
a c t u a l l y  a d j u s t  t a x  b r a c k e t s ,  s t a n d a r d  d e d u c t i o n  and income r e q u i r e d  t o  f i l e  

a  r e t u r n  on h i s  income based on t h e  Consumer P r i c e  Index.  
HOUSE BILL Income r e q u i r e d  t o  f i l e  a  r e t u r n  would be 10% h i g h e r ,  

s t a n d a r d  deduc t ion  10% h i g h e r ,  t a x  b r a c k e t  would be s t r e t c h e d  
303 10%. I f  h i s  income grew by 10% a s  d i d  i n f l a t i o n ,  under  

i n d e x i n g ,  h i s  e f f e c t i v e  income t a x  r a t e  would remain con- 
s t a n t .  He would n o t  f i n d  himself  be ing  taxed a t  a  h i g h e r  pe rcen tage .  I f  h e  
had an  income of more than  10% over  t h e  consumer p r i c e  index ,  h e  would have t o  
pay more t a x ,  b u t  would n o t  be f o r c e d  i n t o  a  h i g h e r  b r a c k e t  i f  h i s  income was 
even w i t h  t h a t  of i n f l a t i o n .  

On page 2 ,  l i n e s  18-21, i s  shown t h e  c a l c u l a t i o n  of i n f l a t i o n  f a c t o r  based on 
t h e  J u n e  consumer p r i c e  index  f o r  t h e  t a x a b l e  y e a r  d i v i d e d  by t h e  consumer 
p r i c e  index  f o r  t h e  p r e c e d i n g  y e a r .  

Each y e a r  t h e  Department of Revenue would f i g u r e  t a x  b r a c k e t s  by m u l t i p l y i n g  
t h e  b r a c k e t  amount by t h e  i n f l a t i o n  f a c t o r  f o r  t h a t  t a x a b l e  y e a r  and round 
t h e  p roduc t  t o  t h e  n e a r e s t  $100. The r e s u l t i n g  a d j u s t e d  b r a c k e t s  a r e  e f f e c t i v e  
f o r  t h a t  t a x a b l e  y e a r  and s h a l l  be used a s  t h e  b a s i s  f o r  i m p o s i t i o n  of t h e  t a x .  
See Page 5 ,  l i n e s  16-22, of t h e  in t roduced  b i l l .  T h i s  would keep t a x  b r a c k e t s  
up w i t h  t h e  i n f l a t i o n  f a c t o r .  P e r s o n a l  income i n f l a t i o n  would m a i n t a i n  i t s  r e a l  
purchas ing  power. 

The i n f l a t i o n  f a c t o r  f o r  t h a t  t a x a b l e  y e a r  s h a l l  be m u l t i p l i e d  by t h e  minimum 
amount of g r o s s  income n e c e s s i t a t i n g  t h e  f i l i n g  of a  r e t u r n  f o r  t h a t  t a x a b l e  
y e a r .  These a d j u s t e d  amounts would be e f f e c t i v e  f o r  t h a t  t a x a b l e  y e a r ,  and 
p e r s o n s  hav ing  g r o s s  incomes less than  t h e s e  a d j u s t e d  amounts a r e  n o t  r e q u i r e d  
t o  f i l e  a  r e t u r n .  

Index ing  a l l  v a r i a b l e s  means t h e  s t r u c t u r e  of t h e  t a x  system would be main ta ined  
A handout showing what happens w i t h o u t  index ing  and w i t h  index ing  was passed o u t  
t o  t h e  committee.  Many d o l l a r s  a r e  being taxed i n  a  h i g h e r  b r a c k e t  because  of 
i n f l a t i o n .  There  i s  an a u t o m a t i c  r e a l  t a x  i n c r e a s e  going on w i t h  i n f l a t i o n .  
Gross income went up 10% l a s t  y e a r .  I f  income grows t h e  same a s  i n f l a t i o n ,  s o  
does  t h e  t a x .  Under i n d e x i n g ,  income s t a y s  t h e  same a s  f a r  a s  purchas ing  power. 

HB 303 i s  endorsed by t h e  N a t i o n a l  Taxpayers A s s o c i a t i o n .  In te rgovernmenta l  
R e l a t i o n s  h a s  urged t h e  f e d e r a l  government t o  c o n s i d e r  t h i s  t y p e  of t a x a t i o n .  
Without taxi-ng we a r e  i n c r e a s i n g  r e a l  t a x e s  each  y e a r  wi thou t  any v o t e  by t h e  
l e g i s l a t u r e .  See a t t a c h e d  f o r  more i n f o r m a t i o n .  
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Ed Nelson,  Montana Taxpayers  A s s o c i a t i o n ,  Helena,  gave t h e  committee members 
two handouts  r e g a r d i n g  income t a x e s  and i n f l a t i o n  i n  t h e  p r e s e n t  U,S., econqm)r.. 
You w i l l  s e e  a  v e r y  s i g n i f i c a n t  growth i n  income t a x  i n  t h e  s t a t e  h e  th inks . ,  
Government h a s  gained w i n d f a l l  revenue from t h e  i n f l a t i o n ,  I n  o r d e r  t o  have 
a  s t r o n g  p r i v a t e  economy, we have t o  have a  s t r o n g  economic framework i n  which 
t o  work. Mar t in  F e l d s t e i n ,  i n  h i s  a t t a c h e d  a r t i c l e  "Income t a x  i n f l a t e s  w i t h  
U.S. economy'' a s k s  where d i d  government g e t  i t s  money? It d o e s n t t  come from 
t h e  t o o t h  f a i r y  - i t  comes from t h e  t axpayer . "  

J a n e l l e  F a l l a n ,  Montana Chamber of Commerce, surveyed members i n  November 
r e g a r d i n g  m a t t e r s  of most i n t e r e s t  t o  them. Unemployment t a x e s  r a t e d  h i g h $  
p e r s o n a l  income t a x a t i o n  came i n  t h e  h i g h e r  b r a c k e t s ,  Supports  HB 3 0 3 ,  

Gerald T. N e i l s ,  Montana Logging A s s o c i a t i o n ,  Helena,  i s  a l s o  a  b roker  on 
t h e  New York S tock  Exchange and t h e  Chicago Board of Exchange, and h e a r t i l y  
e n d o r s e s  t h e  i d e a  of index ing .  I n  1954-5, c a l v e s  were s e l l i n g  a t  1 1 - 1 3 ~  
average  f o r  508# an imals  - a t  t h i s  t ime t h e  same an imals  would b r i n g  about  
$1. The New York S tock  Exchange r a t e s  i t  about 850, f i n d s  i t s  way i n t o  t h e  
commodity market  which does  a  g r e a t  d e a l  more b u s i n e s s  t h a n  any o t h e r ,  The 
v e l o c i t y  of money i s  way up. Can i n s u l a t e  t h e  Montana income taxpayer  where 
some a c t i o n  i s  taken a t  t h e  f e d e r a l  l e v e l  where we cannot  touch.  Commodity 
p r i c e s  immediate ly  took  o f f  when a  d e c i s i o n  was made n o t  t o  f i n a n c e .  Copper 
p r i c e s  had reached a  l e v e l  of 6 3 ~ / l b ,  and s i n c e  1963 have never  been. below 
6 3 ~  and have reached a s  h i g h  a s  94 518 and 1 .43  on t h e  London Metal  Exchange. 

P r i c e s  t r a d e d  on t h e  Chicago Board have a l l  moved up and t h e s e  p r i c e s  a r e  
a l - ready r e f l e c t e d  on e v e r y t h i n g  t h a t  you buy. Can ' t  do a n y t h i n g  about  t h e  
a c t i o n s  of t h e  open market committee of t h e  f e d e r a l  r e s e r v e .  Whatever i n t e r e s t  
r a t e  you can g e t  you can f i n d  o u t  how long  i t  t a k e s  t o  double  your money and 
a l s o  how l o n g  i t  t a k e s  t o  d e p r e c i a t e  t h e  money. The i n f l a t i o n  r a t e  of 7.5% 
is e a s y  t o  f i g u r e  o u t  t o  l e a r n  what i s  happening t o  t h e  money. I f  we d o n ' t  
index ,  we a r e  going t o  be f o r c e d  t o  pay e x c e s s i v e  t a x e s .  A t  t h e  r a t e  t h a t  
i n f l a t i o n  i s  go ing ,  a f t e r  t h e  3c stamp was r e p l a c e d  by t h e  4~  stamp, i t  was 
n o t  long  u n t i l  now i t  is  1 5 ~ .  Do you t h i n k  t h e  p o s t o f f i c e  has  s topped p r i n t -  
i n g  stamps i n  h i g h e r  denominat ions  f o r  f i r s t  c l a s s  l e t t e r s ?  

OPPONENTS: None 

Rep. Nordtvedt  c l o s e d  s a y i n g  when index ing  f i r s t  s t a r t e d  t o  be p o p u l a r ,  peop le  
thought  t h a t  d u r i n g  a  y e a r  of i n f l a t i o n ,  they  would have more money t o  spend. 
If you indexed ,  you would deny t h e  government i n f l a t i o n a r y  revenues  f o r  t h e i r  
e x p e n d i t u r e s .  P r o p e r l y  s t r u c t u r e d  index ing  a l lows  t h e  government a  revenue 
t h a t  i s  e q u i v a l e n t  wi th  what i t  should g e t  because  of i n f l a t i o n .  Indexing 
has  been s t u d i e d  by economists  i n  t h e  c o u n t r y .  A f l a t  income t a x  sys tem does  
no t  need t o  be indexed. Whether your d o l l a r  income i s  i n f l a t e d  o r  n o t ,  you 
pay t h e  same. Th is  is  why a  c o r p o r a t i o n  t a x  d o e s n ' t  g e t  r a i s e d  by i n f l a t i o n .  
P e r s o n a l  income t a x  is  t h e  same a s  c o r p o r a t i o n  l i c e n s e  t a x .  By m u l t i p l y i n g  
1 .5% growth,  you would p r e d i c t  1 . 5 %  i n c r e a s e  i n  p e r s o n a l  income t a x  revenue.  

There is  a  long  d e f i n e d  n o t i o n  t h a t  income should be taxed on a  g radua ted  
b a s i s .  There  a r e  two t r e n d s :  one i s  i n f l a t i o n  and t h e  o t h e r  r e a l  p r o d u c t i v i t y  
growth which makes f o r  f a s t e r  income growth. Under t h i s  t h a t  p a r t  of index ing  
c o n t i n u e s .  Th i s  is  t o  t e c h n i c a l l y  a l low index ing  on t h a t  p a r t  of income t h a t  
i s  i n c r e a s e d  because  of i n f l a t i o n .  There a r e  7 c o u n t r i e s  u s i n g  index ing  now. 
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Rep. H i r s c h  commented t o  Rep. Nordtvedt t h a t  you have a p o i n t  i n  t h a t  t h e  
t axpayer  s h o u l d n ' t  s h i f t  t h a t  burden comple te ly  o n t o  government and they  
cannot  e x p e c t  w i n d f a l l  p r o f i t  from t h e  t axpayer .  I f  you had a 10% i n f l a t i o n  
f a c t o r ,  maybe some midd le  ground would be  more a p p r o p r i a t e  whereby t h e  govern- 
ment and t a x p a y e r  assumed a  s h a r e ,  say  5%. Rep. Nordvedt s a i d  under  index ing  
t h e  s t a t e  does  n o t  g e t  h i t  a t  a l l .  I f  t h e r e  i s  a  10% i n f l a t i o n ,  theapvernment 
g e t s  i t s  10% i n f l a t i o n  - t h e y  j u s t  d o n ' t  g e t  t h e  w i n d f a l l  revenue.  

Rep. Fabrega asked what y e a r  would b e  used f o r  a  b a s e  y e a r ?  Rep. Nordtvedt  
thought June of 1970. I f  t h e  exemption f i g u r e  is  changed, index ing  can b e  
wedded t o  any o t h e r  income t a x  measure. I f  HB 303 i s  passed ,  index ing  would 
s t a r t  January  1, 1980. By u s i n g  June  of 1970, b a s e  would become 1967. 

Rep. S i v e r t s e n  asked abou t  u s i n g  t h e  consumer p r i c e  index  i n  de te rmin ing  t h e  
i n f l a t i o n  f a c t o r .  Rep. Nordtvedt  p roposes  t h a t  t h e  i n f l a t i o n  f a c t o r  be  d e f i n e d  
a s  t h e  consumer p r i c e  i n d e x  f o r  June  of t h e  t a x a b l e  y e a r  a s  d i v i d e d  by t h e  
index  f i g u r e  of t h e  f o l l o w i n g  y e a r .  

Rep. S i v e r t s e n  i s  concerned about  t h e  r a t e  and t h e  growth of government because  
government adds  t o  t h i s  i n f l a t i o n  r a t e  and i s  it a l s o  t r u e  t h a t  under  index ing  
i f  we add t h a t  i n f l a t i o n  f a c t o r  t h a t  could  mean l e s s  money t o  s t a t e  government 
because  t h e r e  i s  going t o  b e  fewer t a x e s  c o l l e c t e d  and maybe t h i s ,  i n  e f f e c t ,  
i s  going t o  h e l p  reduce  s t a t e  spending? 

Rep. Nord tved t  s a i d  d i v i d e  s t a t e  revenue i n t o  two p o r t i o n s  - i n f l a t i o n a r y  and 
w i n d f a l l  r evenue ,  and i f  we d o n ' t  index ,  w e  w i l l  have c o n s t a n t  i n c r e a s e  i n  
w i n d f a l l  r evenue  through t h e  80s .  

Rep. Huennekens asked Rep. Nordtvedt  i f  h e  had any problem u s i n g  t h e  u rban  
CPI i n  a  s t a t e  t h a t  i s  l a r g e l y  r u r a l .  Rep. Nordtvedt s a i d  by d i v i d i n g  t h e  
CPI of one y e a r  by t h e  CPI of a  p reced ing  y e a r ,  t h e  r a t i o  is v e r y  s e n s i t i v e  
t o  which CPI you use .  It h a s  some r e g i o n a l  v a r i a t i o n s  i n  t h e  l e v e l ,  bu t  i t  
i s  growth t h a t  shows up r e l a t i v e  t o  t h e  b a s e  y e a r .  Use t h e  one most r e a d i l y  
a v a i l a b l e  and most commonly known as a measure of t h e  n a t i o n .  

Rep. Huennekens s a i d  t h a t  has  a  1967 base  y e a r .  What e f f e c t  w i l l  t h a t  have on 
your a p p l i c a t i o n  wi th  a b a s e  l i n e  of t h i s  J u l y  1. Rep. Nordtvedt s a i d  by u s i n g  
a b a s e  of 210 i n  1980, and t h e  b a s e  i n  1981 was 232 - 232 d i v i d e d  by 210 would 
be t h e  f a c t o r  used s i n c e  i t  would show growth r a t e  i n  t h e  p a s t  y e a r .  The 1967 
b a s e  y e a r  has  no r e l e v a n c e  h e r e .  

Rep. Underdal a sked ,  by u s i n g  one month f o r  a  b a s e ,  why n o t  average  12 months 
and u s e  t h a t  a s  a  base .  Rep. Nordtvedt exp la ined  t h a t  when d i v i d i n g  one t a x  
y e a r  by a  b a s e  y e a r ,  i f  you averaged over  t h e  y e a r ,  you would g e t  a  consumer 
p r i c e  index .  Divide  t h e  t a x a b l e  y e a r  CPI  by t h e  b a s e  y e a r  CPI  and you g e t  t h e  
i n f l a t i o n  f a c t o r  needed. By p i c k i n g  June,  t h e  Department of Revenue h a s  t h e  
n e c e s s a r y  i n f o r m a t i o n  i n  August t o  p u t  i n f o r m a t i o n  on t a x  forms. 

Rep. R e i c h e r t  asked Howard V r a l s t e d ,  Department of Revenue, i f  i t  would be  
much more work o r  c o s t  more t o  u s e  t h i s  method on income t a x  forms. He adv ised  
h e r  t h a t  forms a r e  p r i n t e d  e v e r y  y e a r  anyway. 
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The h e a r i n g  w a s  c l o s e d  on HB 303. 

Rep. Nord tved t ,  sponsor  of HB 309, s a i d  t h i s  b i l l  is e n r i r e l y  s e p a r a t e  from 
HB 303. There  is  no way t o  i n c r e a s e  a  man's wage w i t h o u t  i n c r e a s i n g  produc- 
t i v i t y .  HB 309 i s  an  a t t e m p t  t o  t r y  t o  b r i n g  some s e n s e  i n t o  t h e  computat ion 

of b u s i n e s s  income. He exp la ined  t h e  handout ( a t t a c h e d )  
HOUSE BILL wherein  i n f l a t i o n  f i g u r e s  show much more t h a n  what t h e  "real" 

g a i n  is .  C a p i t a l  g a i n s  should now be taxed o n l y  on t h e  t r u e  
309 g a i n  and n o t  on t h e  d o l l a r  ga in .  Every y e a r  a d o l l a r  i s  a 

d i f f e r e n t  e n t i t y .  

Page 2 shows what happens i n  i n t e r e s t  g a i n s  when i n t e r e s t  rates a r e  less t h a n  
t h e  i n f l a t i o n  r a t e .  I f  you do n o t  r e c e i v e  i n t e r e s t  t h a t  is a t  l e a s t  t h e  same 
a s  i n f l a t i o n  r a t e ,  you l o s e  " r e a l "  money o r  purchas ing  power. 

P roper  t r e a t m e n t  of d e p r e c i a t i o n  a l lowances  shows t h e  d i f f e r e n c e  i n  real 
d e p r e c i a t i o n  d o l l a r s  when i n f l a t i o n  f a c t o r  i s  c o n s i d e r e d .  He exp la ined  t h e  
handout i n  d e t a i l .  

You have t o  make comparisons w i t h  money made i n  p r e v i o u s  y e a r s  w i t h  what is  
made i n  t h e  p r e s e n t  y e a r .  When t h e  v a l u e  of t h e  d o l l a r  does  n o t  change,  i t  
is s i m p l e r ,  bu t  under i n f l a t i o n  t h e  1977 d o l l a r  i s  an a p p l e  and t h e  1978 
d o l l a r  i s  a n  orange.  HB 309 c o n v e r t s  a p p l e s  and o ranges  s o  you can make a  
r e a s o n a b l e  a l lowance.  P r e s e n t  t a x i n g  system i s  encouraging d e b t  and n o t  
making s a v i n g s  worthwhi le ;  and i s  g r o s s l y  o v e r t a x i n g  c a p i t a l  g a i n s ;  is  n o t  
p r o p e r l y  a l l o w i n g  you d e p r e c i a t i o n .  

Gerald  T. N e i l s ,  Montana Logging A s s o c i a t i o n ,  s a i d  t h e  b u s i n e s s  of l o g g i n g  i s  
a v e r y  c a p i t a l  i n t e n s i v e  b u s i n e s s .  It c o s t s  thousands  of d o l l a r s  f o r  equipment 
w i t h  which t o  l o g .  You have an  inves tment  i n  any account  of over  $100,000. 
D e p r e c i a t i o n  s c h e d u l e s  a r e  t o t a l l y  i n a d e q u a t e ,  money f o r  new machines h a s  t o  
come o u t  of c a p i t a l .  He h e a r t i l y  endorses  t h e  passage  of HB 309. 

J a n e l l e  F a l l a n ,  Montana Chamber of Commerce a l s o  s u p p o r t s  t h e  b i l l .  

There were no opponents.  

Rep. Nordtvedt  f e l t  no need f o r  a c l o s i n g  s t a t e m e n t .  

Ques t ions  from t h e  committee - 

Rep. S i v e r t s e n  t h i n k s  t h e  method of computation i s  going t o  r e q u i r e  t h e  u s e  of 
an  a c c o u n t a n t  - would t h i s  b e  done on t h e  s t a t e  l e v e l ?  Rep. Nordtvedt would 
want t o  make s u r e  t h a t  t h e  computation i n  HB 309 i s  n o t  confused w i t h  t h a t  of 
HB 303. 

Hear ing on NB 309 was c l o s e d  and t h e  committee went t o  Execut ive  Sess ion .  

HOUSE BILL 916 - t h e  q u e s t i o n  of whether a  b i l l  changing " o f f i c e r "  of a corpora-  
t i o n  t o  " p r e s i d e n t  of c o r p o r a t i o n "  be l i a b l e  f o r  unemployment and o t h e r  money 
wi thhe ld  from an  employee t h a t  i s  n o t  p a i d  t o  t h e  s t a t e  i s  t h e  s u b j e c t  of con- 
c e r n  t o  Mary C r a i g ,  D i r e c t o r  of t h e  Department of Revenue. The committee h a s  t o  
d e c i d e  i f  a  committee b i l l  is  t o  be  i n t r o d u c e d .  
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HOUSE BILL 910 - Rep. Me1 W i l l i a m s  moved HB 910 DO PASS. A f t e r  some d i s c u s s i o n ,  
HB 910 Do Pass  motion was adopted unanimously. Rep. Fagg was a b s e n t .  

HOUSE BILL 915 - There  is a g r e a t  f l u c t u a t i o n  i n  t h e  c a s h  fund when huge pay- 
ments a r e  made t o  t h e  s c h o o l  f o u n d a t i o n  fund q u a r t e r l y .  I n  t h e  p a s t  t h i s  h a s  
been handled by borrowing from o t h e r  funds  i f  t h e r e  was a d e f i c i t .  The draw- 
down w i l l  h i t  each q u a r t e r .  I n  March 1978 t h e  fund was a minus $15 m i l l i o n .  
I n  1979, i t  is  p r e d i c t e d  t h e r e  w i l l  be  a $40 m i l l i o n  d e f i c i t  and i n  1980, 
a $45 m i l l i o n  d e f i c i t .  I n  t h e  p a s t  t h i s  h a s  been handled by borrowing from 
o t h e r  funds .  The s h o r t - t e r m  inves tment  p o r t f o l i o  draws from 10 t o  11% i n t e r e s t .  

When t h e  s ta te  borrows t h a t  money t o  p l a c e  i n  t h e  c a s h  fund,  we l o s e  t h a t  
i n t e r e s t .  The p r o p o s a l  you have b e f o r e  u s  i n  915 i s  t h a t  t h e  s t a t e  i s s u e  and 
s e l l  n o t e s  i n  a n t i c i p a t i o n  of t a x e s  and revenues  a p p r o p r i a t e d  f o r  e x p e n d i t u r e  
d u r i n g  a f i s c a l  y e a r .  These would b e  t a x - f r e e  because  they  would be s o l d  a t  
a l e s s e r  i n t e r e s t  r a t e .  By do ing  t h i s  t h e  s t a t e  would s a v e  t h e  l o s s  of ap- 
p rox imate ly  10% which would a c c r u e  i n  t h e  earmarked funds  from 'which t h e  s t a t e  
borrows. They would be drawn s o  a s  t o  p r o v i d e  e v e r y  p r o t e c t i o n  t o  keep t h e  
s t a t e  from becoming an  inves tment  o r g a n i z a t i o n .  Acceptance of t h i s  as a com- 
m i t t e e  b i l l  was proposed by Rep. Huennekens. 

Rep. S i v e r t s e n  asked i f  t h i s  d e f i c i t  was because  of accounts  r e c e i v a b l e .  

Rep. Huennekens s a i d  t h e  s t a t e  g e t s  a tremendous s u r g e  i n  revenue when income 
t a x e s  a r e  p a i d .  The s t a t e  u s u a l l y  borrows from shor t - t e rm p o r t f o l i o  t o  pay 
when t h e r e  i s  a d e f i c i t  i n  t h e  s c h o o l  f o u n d a t i o n  fund.  Tax a n t i c i p a t i o n  bond 
r o u t e  seems t o  make more s e n s e  t h a n  borrowing from o t h e r  funds .  

Rep. B e r t e l s e n  asked i f  t h e r e  would be some kind of income l o s s  when t a x - f r e e  
bonds a r e  s o l d .  Rep. Huennekens s a i d  t h e y  f r e q u e n t l y  go t o  t h e  Minnesota 
market s o  a r e n ' t  l o s i n g  much income t a x .  

Rep. Fabrega s a i d  s i p h o n i n g  o f f  $50 m i l l i o n  and l o s i n g  10-11% i n t e r e s t ,  t h e  
g e n e r a l  fund l o s e s  $ 3  m i l l i o n  a s  you draw i t  down. We a r e  d e f i n i t e l y  s a v i n g  
t h a t  $3 m i l l i o n  we would o t h e r w i s e  l o s e .  You can borrow a t  5% and c o l l e c t  a t  
10-11%. A l l  w a r r a n t s  have t o  b e  p a i d  a t  t h e  end of each f i s c a l  y e a r . .  

Rep. Dass inger  mentioned most of t h e  bonds s o l d  f o r  housing a u t h o r i t y  a r e  
s o l d  t o  New York and t h e r e f o r e  income t a x  t h a t  would n o t  be pa id  would b e  
f e d e r a l  income t a x .  Rep. Fabrega s a i d  i n s u r a n c e  companies a r e  one of t h e  
h e a v i e s t  i n v e s t o r s .  A l l  of t h e  companies a r e  a t  t h e  48% f e d e r a l  t a x  b r a c k e t  
l e v e l .  These bonds have q u i c k  c a s h  p r o v i s i o n  and a r e  f r e e  of f e d e r a l  t a x .  
Bonding companies w i l l  p robab ly  r e q u i r e  e a c h  l e g i s l a t u r e  t o  v a l i d a t e  t h i s .  

There  was unanimous a c c e p t a n c e  of t h i s  p r o p o s a l  a s  a committee b i l l .  It 
became HB 915. 

HOUSE BILL 909 - Rep. L ien  opposes  HB 909 s i n c e  a l l  income i s  a l l  taxed a g a i n  
a s  p e r s o n a l  income. 

Rep. Huennekens sugges ted  t h a t  i f  i t  i s  agreeabl-e  t o  t h e  committee,  HB 909 be  
proposed f o r  s t u d y  by t h e  revenue o v e r s i g h t  committee. Rep. Fabrega agreed .  
Corpora t ions  a r e  taxed on income a t  10.8% w h i l e  p e r s o n a l  income t a x  is  a t  
46% of income. A g radua ted  system t h a t  would g i v e  s m a l l  b u s i n e s s  a b r e a k  
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shou ld  b e  c o n s i d e r e d .  Also t a k e  a  good l o o k  a t  any t h a t  might have t h e  a b i l i t y  
t o  monopolize.  He would b e  i n  f a v o r  of a d o p t i n g  t h i s  and t h e n  t a b l i n g  it f o r  
f u r t h e r  s t u d y .  

Rep. Dass inger  sugges ted  s t u d y i n g  t h e  c o r p o r a t i o n  t a x  u s i n g  7 %  f i g u r e .  

Rep. W i l l i a m s  opposes  any i n c r e a s e  i n  t h e  l i c e n s e  t a x  f o r  a l l  c o r p o r a t i o n s .  
H e  f e e l s  t h e  approach t o  a g radua ted  t a x  s i m i l a r  t o  t h e  g radua ted  income t a x  
shou ld  be s t u d i e d .  He wants t o  t a k e  i n t o  c o n s i d e r a t i o n  t h e  i n v e n t o r y  t a x  
some c o r p o r a t i o n s  pay. 

Rep. S i v e r t s e n  s a i d  l e t ' s  n o t  t a k e  and monkey around w i t h  150 and i f  t h e  
committee wants  t o  r a i s e  more income, do i t  i n  a s e p a r a t e  b i l l .  

Rep. Fabrega f e e l s  t h e r e  i s  a  need f o r  a  f l u c t u a t i n g  schedu le .  

On t h e  motion t o  a c c e p t  HB 909 a s  a  committee b i l l ,  t h e  motion was adopted.  
Rep. Fagg was a b s e n t .  Reps. B u r n e t t  and Underdal  v o t e d  No. 

Rep. Lien moved t o  TABLE HB 309. Motion c a r r i e d  w i t h  Reps. Dass inger  
and Johnson v o t i n g  No. 

HOUSE BILL 912 - Rep. Fabrega moved HB 912 b e  accep ted  a s  a  cormnittee b i l l .  
There  was unanimous accep tance .  Rep. Fagg was a b s e n t .  Act ion on HB 912 .~ - 

i s  t o  be d e f e r r e d  f o r  awhi le .  

HOUSE BILL 213 - Rep. Wil l iams moved t h a t  a g r i c u l t u r e  equipment be e s t a b l i s h e d  
i n  C l a s s  I X , b u s i n e s s  i n v e n t o r i e s  and unprocessed a g r i c u l t u r a l  p r o d u c t s  i n  
C l a s s  V a t  4 ; : .  C l a s s  V i s  d i v i d e d  i n t o  C l a s s e s  V and V I .  Bus iness  i n v e n t o r i e s  
unprocessed a g r i c u l t u r a l  p r o d u c t s  a r e  i n  C l a s s  Y a t  4 2 .  This  i s  o f f s e t  by 
heavy l a r g e  machinery b e i n g  i n  a  h i g h e r  c l a s s .  

Rep. Nordtvedt  v o t e d  No on t h e  amendments. Rep. W i l l i a m s  moved Do Pass  on t h e  
amendments. 

Rep. L ien  wants  l i v e s t o c k  h e l d  f o r  s a l e  t o  b e  i n  C l a s s  V a t  4% - b r e e d i n g  
l i v e s t o c k  would remain i n  C l a s s  V I ,  and h e  a s k s  t h a t  t h i s  d e f i n i t i o n  a p p l y  
for income t a x  and c a p i t a l  g a i n s  purposes .  Rep. Fabrega would go a l o n g  i f  
a l l  breedi-ng s t o c k  i s  pu t  i n  C l a s s  V I I  a t  11%. 

Rep. Nordtvedt  t h i n k s  a  compromise should be  reached.  He i s  a g a i n s t  t h e  motion.  

The meet ing ad journed  a t  11:15 a.m. 

& ~ & f - ~ , f -  

EP. HERB HUENNEKENS, Chairman 




