
TAXATION SUBCOMMITTEE 
HOUSE BILL 3 

P Rep. Edward L ien ,  chairman of  t h e  subcommittee on HB 3 ,  c a l l e d  t h e  mee t ing  
t o  o r d e r  a t  3:00 p.m., i n  room 428A, C a p i t o l  Bui ld ing ,  Helena,  on J a n u a r y  27, 
1977. R e p r e s e n t a t i v e s  S t e v e  Waldron and H a r r i s o n  Fagg were p r e s e n t .  T h i s  
mee t ing  was c a l l e d  f o r  a d d i t i o n a l  i n f o r m a t i o n  and c o n s i d e r a t i o n .  Ann Mary 
D u s s a u l t ,  s p o n s o r  of this b i l l ,  a sked  S e n a t o r  Watt t o  speak on  it. 

Kei th  Anderson, P r e s i d e n t  o f  Montana Taxpayers A s  s o c i a t i o n ,  Helena,  handed o u t  
E x h i b i t s  A,  B, C e x p l a i n i n g  t h e  way they  s e e  t h i s  b i l l  would a f f e c t  incomes o f  
v a r y i n g  amounts. Under e x h i b i t  B, r a t e s  t o  p r o v i d e  replacement  revenue  from 
l o s s  o f  p r o p e r t y  t a x  would b e  8.65%; under E x h i b i t  C ,  t h e  r a t e  would b e  6.70%. 
The q u e s t i o n  o f  how t h i s  t a x  would b e  r e p l a c e d  s h o u l d  there b e  no income dur- 
i n g  t i m e s  o f  d e p r e s s i o n  was r a i s e d .  The income f i g u r e s  shown on t h e s e  e x h i b i t s  
is e s t i m a t e d  a t  2% t imes  t h e  income n e c e s s a r y  f o r  a r e s i d e n c e  c o s t i n g  t h a t  
amount. Th i s  is a g r o s s  income t a x .  

Sen. Watt  d idn  ' t a g r e e  w i t h  Anderson ' s f i g u r e s  . John LaFaver,  f i s c a l  a n a l y s t  
f o r  t h e  l e g i s l a t i v e  a u d i t o r ' s  o f f i c e ,  had p r e p a r e d  f i g u r e s  on  t h e  income t h a t  
might  b e  g e n e r a t e d  from t h i s  proposed t a x ,  and had a r r i v e d  a t  1 .3%; and a f t e r  
p u l l i n g  o u t  a l l  s o c i a l  s e c u r i t y  and m i l i t a r y  d i s a b i l i t y  payments,  a 1.79% f i g u r e .  
So i t  would be  q u i t e  p o s s i b l e  t o  make o t h e r  exemptions from t h i s  t a x  and s t i l l  
come up w i t h  n o t  more t h a n  2%. 

Will iam G r o f f ,  D i r e c t o r  o f  t h e  DOR, handed o u t  E x h i b i t s  D and E, showing how 
incomes from Montana peop le  a r e  f i g u r e d ,  and showing a l l o w a b l e  d e d u c t i o n s .  
E x h i b i t  E shows major s o u r c e s  o f  p e r s o n a l  income i n  Montana. Tax-exempt bonds 
a r e  n o t  counted s i n c e  they  a r e  accounted f o r  i n  o t h e r  p l a c e s .  Normally t h e  
t a x  on a d j u s t e d  g r o s s  income i s  about  20%. There  would b e  a v i o l e n t  d i s c r e p a n c y  
between c o u n t i e s  - 1.99% t o  a h i g h  o f  25.41%. HB 3 does away w i t h  t h e  s t a t e  40 
m i l l  s c h o o l  l e v y ,  and it w i l l  make t h e  t a x  vary  from s c h o o l  d i s t r i c t  t o  s c h o o l  
d i s t r i c t ,  from a r e a  t o  a r e a ,  e t c .  There  w i l l  b e  an e n t i r e l y  d i f f e r e n t  p i c t u r e  
from one a r e a  t o  a n o t h e r .  The p e r s o n a l  income d e f i n i t i o n  w i l l  cause  an  awful 
l o t  o f  l a w s u i t s .  

Sen. W a t t  a d v i s e d  HB 3 won' t r e p l a c e  a l l  t h e  p r o p e r t y  t a x  - t h e  f i r s t  y e a r  it 
w i l l  r e p l a c e  one-half  and cou ld  con t inue  r e p l a c i n g  o n l y  one-ha l f .  T h i s  b i l l  
c o u l d  b e  amended t o  exempt w e l f a r e ,  r e t i r e m e n t ,  e t c .  incomes, u n l e s s  peop le  
f i l e  a n  income t a x .  By a l l o w i n g  exemptions,  t h e  revenue would b e  less. P r e s e n t  
m i l l a g e s  v a r y .  When t h i s  b i l l  would b e  i n  complete o p e r a t i o n ,  t h e  r e a l  equiva- 
l e n t  would be  a b o u t  1/10 o f  a m i l l ,  which w i l l  t u r n  o u t  t o  be  1 .93% t a k i n g  on a 
t o t a l  income of $ 3  b i l l i o n  d o l l a r s .  The b i l l  i s  b a s i c a l l y  r i g h t ,  b u t  would have 
t o  be c a r e f u l l y  r e w r i t t e n .  

There  would be  a change i n  farm i n v e n t o r y  and an ad jus tment  would have t o  be 
made. S i n c e  farm i n v e n t o r i e s  cannot  be changed, t h e y  were p u l l e d  o u t  of  La- 
F a v e r ' s  f i g u r e s .  Montana d j u s t e d  g r o s s  i s  a b a s e  o f  $5.8 b i l l i o n  d o l l a r s .  
The t o t a l  p r o p e r t y  t a x e s  a r e  $70 m i l l i o n  d o l l a r s .  T h i s  does n o t  c o n t a i n  
r e a p p r a i s a l  f i g u r e s .  The average  s t a t e w i d e  on p r o p e r t y  i s  1 9 3  mills a s  it is  
more a c c u r a t e  t o  be  c o n s i s t e n t  i n  t h e  depar tment .  Sen. Watt f i g u r e d  200 m i l l s  
and v a l u e d ' t h a t  a g a i n s t  t h e  $300 m i l l i o n  a d j u s t e d  b a s e .  

It i s  M r .  G r o f f ' s  phi losophy t h a t  g r o s s  income has  n e v e r  been a s u c c e s s f u l  t a x  
because  i t  i s  u n f a i r .  S i x t y  p e r c e n t  o f  t h e  peop le  i n  Montana a r e  a l r e a d y  under  

4- 
t h e  $5,000 b r a c k e t .  H i s  ph i losophy  i s  t o  use  an  a d d i t i o n a l  s u r c h a r g e ,  whereby 
it i s  t a k e n  from t h e  peop le  who can a f f o r d  t o  pay,  and you w i l l  c a t c h  a l o t  o f  
p e o p l e  who d o n ' t  own a n y t h i n g .  
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1 An a t t o r n e y ' s  op in ion  s h o u l d  b e  o b t a i n e d  on t h e s e  m a t t e r s :  1. Can t h i s  be  
c o n s t r u e d  t o  b e  an income t a x  and do o t h e r  deduc t ions  app ly  t o  i t ?  2 .  A 
d e t e r m i n a t i o n  o f  t h e  l e g a l i t y  o f  methods o f  c o l l e c t i o n s  should be made. 
There a r e  problems i n  d e f i n i n g  "gross  income". Under HB 3 t h e  t a x  a p p l i e s  
j u s t  t o  t h e  income r e c e i v e d  and works t h e  same a s  a g r o s s  income t a x .  

LaFaver adv i sed  t h a t  i f  t h i s  is  c o n s t r u e d  t o  b e  an income t a x ,  s e v e r a l  o t h e r  
problems p r e s e n t  themselves .  I f  bonds a r e  made o u t  s o  t h a t  t h e y  have t o  be  
p a i d  by m i l l a g e ,  they  w i l l  have t o  be p a i d  t h a t  way. 

S e n a t o r  Watt agreed  that HB 3 s h o u l d  be  checked by an a t t o r n e y  a s  t o  whether  
it would b e  c o n s i d e r e d  an income o r  a rep lacement  t a x .  

Groff  a d v i s e d  t h i s  b i l l  would be ex t remely  h a r d  t o  a d m i n i s t e r .  The q u e s t i o n  
o f  whether  c u r r e n t  m i l l  l e v i e s  cou ld  b e  h e l d  i f  t h i s  a c t  s h o u l d  p a s s  i n  c o u r t  
a r o s e .  Should it be d e c l a r e d  C o n s t i t u t i o n a l ,  t h e  r a t e s  would have t o  be  
a d j u s t e d  t o  f i t .  The q u e s t i o n  o f  where t o  app ly  t a x  revenue when a fa rmer  
farms i n  s e v e r a l  c o u n t i e s ,  b u t  l i v e s  i n  a c i t y  was r a i s e d .  S t r i k e s  d o  n o t  
make t h e  income l e v e l  d rop  a s  d r a s t i c a l l y  a s  $1.00 a b u s h e l  wheat  does .  The 
b i g g e s t  impact  o f  t h i s  proposed t a x  i s  on peop le  wi th  t h e  lowest  g r o s s  income 

The committee and sponsor  r e q u e s t e d  t h a t  a l e t t e r  b e  s e n t  t o  t h e  a t t o r n e y  f o r  
t h e  l e g i s l a t i v e  a u d i t o r  a s k i n g  f o r  an op in ion  a s  t o  whether HB 3 i s  c o n s t i t u -  
t i o n a l  and i f  i t  would b e  cons idered  an income o r  a replacement  t a x .  Also 
what t h e  e f f e c t  would b e  on  p r e s e n t  and f u t u r e  bonding o b l i g a t i o n s ,  e i t h e r  
munic ipa l  o r  county,  s c h o o l  bonds ,  e t c .  The 1972 C o n s t i t u t i o n  r e q u i r e s  t h a t  
a l l  p r o p e r t y  b e  a s s e s s e d  and t a x e d ,  and i n  a n o t h e r  s e c t i o n  s a y s  a b s o l u t e l y  
t h e  o p p o s i t e .  

Committee h e a r i n g  ad journed  a t  4:00 p.m. 

D r .  M.  F. K e l l e r ,  G r e a t  F a l l s ,  l e f t  a  s t a t e m e n t  s u p p o r t i n g  HB 3 ,  a t t a c h e d .  

- 
REP. EDWARD L I ~ N ,  Chairman 
Subcommittee on HB 3 




