
HOUSE TAXATION COMPZITTEE 

4 6 t h  L e g i s l a t u r e  

The meet ing was c a l l e d  t o  o r d e r  by Chairman R e p r e s e n t a t i v e  Herb Huennekens, 
i n  room 434, a t  8:30 a.m. J a n u a r y  23, 1979. A l l  members were p r e s e n t  - 
R e p r e s e n t a t i v e  H a r r i n g t o n  who had been excused came i n  l a t e r .  

B i l l s  t o  be  hea rd  were  House B i l l s  252, 255. 

R e p r e s e n t a t i v e  Hal Harper ,  D i s t r i c t  #30,  Helena,  exp la ined  House B i l l  252 of 
which h e  i s  s p o n s o r ,  would move m u l t i p l e  housing u n i t s  which a r e  occupied by 
low income p e r s o n s  (under  $300 p e r  month incomes) i n t o  C l a s s  1 5  f o r  t a x  pur- 
poses .  P e r s o n s  w i t h  such  low income cannot  a f f o r d  t o  l i v e  i n  t h e i r  own homes 

o r  pay much r e n t  and s t i l l  m a i n t a i n  t h e i r  h e a l t h .  These a r e  
HOUSE BILL occupied by o l d e r  pe r sons  who a r e  u n a b l e  t o  m a i n t a i n  homes 

f o r  themse lves .  These a r e  n o n - p r o f i t  m u l t i p l e - u n i t  homes 
252 whose occupan t s  a r e  s u b s i d i z e d  by t h e  government. When t h e  

u n i t  makes a  p r o f i t ,  i t  i s  passed on t o  t h e  occupan t s  i n  t h e  
form of lower  r e n t s .  HB 252 would p r o v i d e  a  t a x  b e n e f i t  of abou t  $20 p e r  
month p e r  u n i t .  The n e t  impact of t h i s  p a r t i c u l a r  r e d u c t i o n  i n  t a x e s  would be 
minimal,  e s p e c i a l l y  i n  l a r g e r  a r e a s .  

S e n a t o r  Towe, B i l l i n g s ,  i s  cosponsor  of HB 252 and i s  v e r y  much i n  s u p p o r t  of  
i t .  It a d d r e s s e s  e q u i t y  t o  s e n i o r  c i t i z e n s  who q u a l i f y .  I f  t h e y  own t h e i r  I 
own homes, t h e y  a r e  taxed on o n l y  one-hal f  of t h e  v a l u e  of t h e i r  homes. T h i s  
b i l l  would s a y  i n  e f f e c t  t h a t  t h e  t a x e s  pa id  by conglomerate  houses  would b e  
reduced by one-half  a s  i s  done f o r  p r i v a t e  homes owned by s e n i o r  c i t i z e n s .  
Inasmuch a s  t h e  income i s  v e r y  s t r i c t l y  c o n t r o l l e d  by t h e  government a g e n c i e s ,  
they  have t o  p a s s  t h a t  s a v i n g s  on t o  t h e  r e n t e r .  

Ralph L,Dixon, B i l l i n g s  owner and manager of some conglomerate  housing s i m i l a r  
i n  o p e r a t i o n  t o  Lakeview V i l l a g e  a t  Po l son  mentioned by Rep. Harper ,  i s  a  
proponent  of t h e  b i l l .  Small  r u r a l  v i l l a g e s  have become s t a b i l i z e d  o r  have 
gone d o w n h i l l  and have no s t a n d a r d  hous ing .  The Farmers  Home s tepped  i-n, s o  
t h e  program h a s  been around a long  t ime. They made money a v a i l a b l e  s o  t h a t  non- 
p r o f i t  o r  l i m i t e d  p r o f i t  c o r p o r a t i o n s  cou ld  b u i l d  hous ing  f o r  p e r s o n s  who cou ld  
n o t  keep o r  a f f o r d  t h e i r  own homes. Some a r e  n o t  economical ly  a b l e  t o  t a k e  c a r e  
of t h e i r  own homes. The owners w i l l  n o t  b e n e f i t  from t h i s  t a x  advan tage .  The 
peop le  l i v i n g  i n  t h e  homes b e n e f i t .  Ren t s  have t o  b e  i n  accordance  w i t h  what 
can b e  p a i d .  

Ken Tonn, Farmers  Home A d m i n i s t r a t i o n ,  Bozeman, exp la ined  t h e s e  a r e  r u r a l  
r e n t a l  hous ing  programs. FMHA can make l o a n s  t o  i n d i v i d u a l s ,  i n s t i t u t i o n s ,  
a s s o c i a t i o n s ,  l i m i t e d  p r o f i t  and n o n - p r o f i t  c o r p o r a t i o n s .  The b u i l d e r s  a g r e e  
t o  p r o v i d e  p roper  hous ing ,  b u t  a r e  l i m i t e d  t o  an  8% r e t u r n  on t h e i r  inves tment .  
FMHA p r o v i d e s  a 95% l o a n .  They a s k  t h e  bor rowers  t o  p r e p a r e  one budget  based 
upon 1% i n t e r e s t  t o  de te rmine  t h e  b a s i c  r e n t a l  c o s t  and a n o t h e r  t o  d e t e r m i n e  
t h e  market  r e t u r n  r a t e  of  8 314% i n t e r e s t  on inves tment  c a p i t a l .  

The t e n a n t  pays  based upon 25% of a d j u s t e d  income. The FMHA p r o v i d e s  i n t e r e s t  
c r e d i t  f o r  t h e  amount of a s s i s t a n c e .  The n o t e  i s  w r i t t e n  a t  8 314% - t o  r e -  
duce  t h e  i n t e r e s t  t o  1% is  c a l l e d  i n t e r e s t  c r e d i t .  I f  t e n a n t  pays  more than  
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t h e  b a s i c  r e n t ,  t h i s  r e d u c e s  t h e  amount of r e n t  t h e  government p r o v i d e s ,  
Bas ic  r e n t  i s  $175, t h e  owner c o l l e c t s  $160, b u t  must pay t h e  government 
$15 t o  r e d u c e  i n t e r e s t  c r e d i t .  The owners must show t h e  a c t u a l  income t h e y  
have r e c e i v e d  f o r  t h e  y e a r .  They must p r e s e n t  t h e  FMHA w i t h  ev idence  of 
n e c e s s i t y  and w r i t t e n  a p p r o v a l  b e f o r e  t h e y  can r a i s e  r e n t s ,  

Helen P e t e r s o n ,  Chairman of t h e  S t a t e  Tax Appeal. Board, does  n o t  s u p p o r t  n o r  
i s  an opponent t o  t h e  b i l l .  Appeals  were  based on t h e  p o s s i b i l i t y  of g r a n t i n g  
C l a s s  1 5  t o  m u l t i p l e - h o u s i n g  u n i t s  s i n c e  under t h e  p r e s e n t  law,  t h a t  c a n ' t  be 
done. The q u e s t i o n  i s  g e t t i n g  r e n t  r e l i e f  t o  01-der peop le  i f  t h e  s t a t e  can 
a f f o r d  i t .  

There  were no opponents .  

Rep. Fagg asked what p e r c e n t a g e  of t h e s e  peop le  a r e  on r e n t  supplement ,  Mrs. 
P e t e r s o n  a d v i s e d  i t  v a r i e s  from home t o  home; more than  h a l f  have been on r e n t  
supplement .  M r .  Dixnn s a i d  o u t  of  700  u n i t s  l e s s  than  h a l f  have been g r a n t e d  
supplements .  

Sen. Towe s a i d  o n e - t h i r d  t o  one-half  pay 25% of t h e i r  income, We would be  
supplement ing 25% t a x  r e d u c t i o n  b r e a k  - 25% t o  t h e  government and 75% t o  t h e  
o l d e r  p e r s o n .  

S e n a t o r  Towe s a i d  t h a t  i f  51% of t h e  peop le  q u a l i f y ,  t h e  whole u n i t  would 
q u a l i f y .  Rep. Fagg asked how t h i s  i s  done.  Most of t e n a n t s  r e c e i v i n g  f e d e r a l  
payments have t h e i r  r e n t  p a i d  by t h e  government. T h i s  would pu t  t h o s e  peop le  
i n  m u l t i p l e - f a m i l y  homes who a r e  n o t  on supplement i n  C l a s s  1 5 ,  

Rep. Harper answered Rep. S i v e r t s e n  t h a t  t h i s  would mean a $20 i n c r e a s e  p e r  
u n i t  t o  cover  t a x e s  i f  HB 252 i s  n o t  adop ted .  

Rep. Fabrega asked what t h e  management f e e  i s .  M r .  Dixon s a i d  t h e r e  i s  no 
s e t  management f e e ,  t h e  a v e r a g e  i s  $10. Rep. Fabrega wanted t o  know t h e  
r a t i o n a l e  f o r  u s i n g  51%.  M r .  Tonn s a i d  t h e  FMHA can  pe rmi t  an  apar tment  t o  
be  r e n t e d  t o  a  non-senior  c i t i z e n  on t h e  b a s i s  of 30 days  a t  a  t ime .  The 
depar tment  makes homesava i l ab le  t o  low t o  moderate  income p e r s o n s .  A s e n i o r  
c i t i z e n  may l i v e  there w i t h o u t  aski.ng FMHA t o  a l l o w  them t o  l i v e  t h e r e .  I n  
s m a l l  towns h a l f  t h e  peop le  a r e  i n  t h e s e  homes. 

R e p .  Fabrega asked i f  i t  would a f f e c t  t h e  purpose  of  t h e  b i l l  s e r i o u s l y  i f  
we were  t o  i n c r e a s e  t h a t  r e l a t i o n s h i p  t o  75%. S e n a t o r  Towe s a i d  i t  cou ld  
be  changed t o  75%.  I f  income l i m i t a t i o n  c o n t i n u e s  a s  low a s  i t  i s ,  s e n i o r  
c i t i z e n s  who would q u a l i f y  would make up o n l y  30-40%,  t h e  government would 
make up a n o t h e r  30-40%. I f  you had an 80-90% r e q u i r e m e n t ,  then  t h o s e  
q u a l i f i e d  would l o s e  o u t  a l t o g e t h e r .  

Rep. Huennekens asked S e n a t o r  Towe i f  a  p e r c e n t a g e  would be used on t h o s e  
q u a l i f y i n g  o v e r  t h e  p reced ing  y e a r .  He answered t h a t  i f  t h e  u n i t  g o t  an  
exemption t h a t  dropped t a x e s  down 30-40% f o r  a  n o n - p r o f i t  o r g a n i z a t i o n ,  i t  
might be  based on p reced ing  f i g u r e .  
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Dennis Burr s a i d  t h e  Department of Revenue d i d n ' t  t a k e  t h e  p o s i t i o n  t h a t  
low income were  t h e  p e r c e n t a g e  of peop le  who a r e  e l d e r l y .  Low income was t aken  
from p r e v i o u s  y e a r  f i g u r e  and exempt t h a t .  

Rep. R e i c h e r t  asked M r .  Tonn i f  t h i s  program r e q u i r e d  s u b l e t t i n g .  She was 
t o l d  t h e  owner h a s  h i s  own r u l e s  and r e g u l a t i o n s  f o r  s u b l e t t i n g .  U s u a l l y  t h e  
t e n a n t  i s  n o t  p e r m i t t e d  t o  s u b l e a s e .  

Rep. Dass inger  asked t h e  sponsor  i f  he  would mind i f  t h i s  were  i n c o r p o r a t e d  
i n t o  a n o t h e r  b i l l .  

Rep. W i l l i a m s  mentioned t h a t  t h e  b i l l  i s  p o r t r a y e d  t o  h e l p  low income peop le  
who a r e  r e n t i n g ,  b u t  i t  i s  h e l p i n g  t h e  owner. The owner can b u i l d  t h e  u n i t  
95% f i n a n c e d  a t  a  1% i n t e r e s t  r a t e .  The government s u b s i d i z e s  h i s  program 
s o  t h a t  h e  i s  guaran teed  t h e  8  314% which i s  reduced down t o  1% which i s  
c r e d i t e d  t o  h i s  a c c o u n t .  M r .  Tonn e x p l a i n e d  t h e  owner p u t s  up $10,000 a s  
h i s  5% down payment, and every  y e a r  he may t a k e  o u t  8% r e t u r n  on t h a t  $10,000 
o u t  of t h a t  r e n t  budge t .  He i s  n o t  p e r m i t t e d  t o  t a k e  t h a t  o u t  u n t i l  t h e  end 
of t h e  y e a r  when t h e  FMKA a u t h o r i z e s  t h e  d e d u c t i o n  i f  t h e r e  i s  enough money 
i n  h i s  a c c o u n t .  The n e x t  y e a r ,  because  of e q u i t y  and r e d u c t i o n  of t h e  d e b t ,  
h e  i s  s t i l l  o n l y  all-owed an 8% r e t u r n  on h i s  $10,000 f o r  t h e  l e n g t h  of t h e  
l o a n .  He g e t s  t h e  8 . 5 %  depending on how he manages h i s  r e n t .  

S e n a t o r  Towe a d v i s e d  t h a t  b e f o r e  you can g e t  pe rmiss ion  t o  go i n t o  such  a  
p r o j e c t ,  have t o  have p r o j e c t s  f i g u r e d  o u t  f o r  40-year l o a n .  The amount of 
income i s  budge ted ,  expenses  a r e  budgeted,  and have t o  show how much manage- 
ment f e e  i s  a l lowed .  A f t e r  t a x e s  a r e  reduced o r  e l i m i n a t e d ,  then t h e  f i g u r e  
on t h e  amount of r e n t  would b e  c o r r e s p o n d i n g l y  e l i m i n a t e d  - cou ld  n o t  p o s s i b l y  
have a  s i t u a t i o n  where t h e  r e n t e r s  a r e  n o t  t h e  b e n e f i c i a r i e s  of a l l  t h e  r e n t  
s u b s i d y .  The p r o p e r t y  can b e  s o l d  a s  long  a s  FMHA i s  pa id  o f f  - can be  
r e f i n a n c e d  by FMHA i f  approved buyer .  C a p i t a l  g a i n s  would b e  q u i t e  a  b i t .  

An i n v e s t o r  g e t s  some o t h e r  advan tages  b e s i d e s  t h e  8% on h i s  inves tment .  
Management f e e  on l a r g e r  u n i t s  i s  a lmos t  $20 p e r  month p e r  u n i t .  H i s  8% 
is  t a x  s h e l t e r e d  and t h e  t y p i c a l  i n v e s t o r  would show low income f o r  t a x  
purposes .  

R e p r e s e n t a t i v e  J a y  Fabrega ,  p r e s e n t e d  House B i l l  255 of  which he  i s  cosponsor ,  
f o r  Rep. Jack Moore who was unab le  t o  b e  p r e s e n t  a t  t h e  moment. T h i s  b i l l  
a t t e m p t s  t o  g i v e  a  $3600 exemption t o  r e c i p i e n t s  o f  p r i v a t e  funds  and endowments 
a s  i s  done under p r e s e n t  Montana law f o r  o t h e r  r e t i r e m e n t  funds .  

HOUSE E I L L  Most l a r g e  c o r p o r a t i o n s  and q u i t e  a  few of t h e  u n i o c s  have a  
r e t i r e m e n t  pens ion  p l a n .  Such t h i n g s  a s  IRA, Keogh p l a n s ,  

2 5 5 e t c . ,  would n o t  come under t h i s  p rov i s i .on .  It i s  s t r i c t l y  
c r e a t e d  by employers  and employee r e p r e s e n t a t i v e s  and n o t  by 

a c t s .  S i n c e  t h e  f e d e r a l  government a l l o w s  $3600 of t h e i r  pension t o  be  
exempt, t h e  same r a t i o n a l e  should  app ly  t o  r e c i p i e n t s  of p r i v a t e  income f u n d s .  

There  were no opponen t s .  
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Rep. N o r d t v e d t  a sked  why se l f - employed  who a r e  t r y i n g  t o  p roduce  a  r e t i r e m e n t  
fund f o r  t h e m s e l v e s  a r e  n o t  i n c l u d e d .  M r .  L a u r i e  Lewis ,  Depar tment  o f  Revenue 
a c t i n g  D i r e c t o r ,  s a i d  u n d e r  a n  IRA o r  Keogh p l a n  a c e r t a i n  amount i s  a n  exemp- 
t i o n  i f  i t  i s  p a i d  i n .  You have  a n  exempt ion  u n d e r  a Keogh p l a n  up t o  $7500 
a  y e a r .  

Rep. Huennekens s a i d  h e  i s  c o m p l e t e l y  i n  s u p p o r t  of  t h e  b i l l  s i n c e  i t  p r o v i d e s  
e q u i t y .  He t h i n k s  p e o p l e  i n  p r i v a t e  p l a n s  s h o u l d  h a v e  t h e  s a m e  e q u i t y  as  
t h o s e  i n  government o r  company p l a n s .  

The f i r s t  $3600 of  t o t a l  r e t i r e m e n t  income o f  r e c i p i e n t  would b e  exempt 
a n n u a l l y .  Rep. F a b r e g a  e x p l a i n e d  t h a t  y e a r s  ago  s t a t e  and t e a c h e r s  s a l a r i e s  
were  lower  t h a n  a v e r a g e  and o n e  o f  t h e  i n c e n t i v e s  was t h i s  t a x  b r e a k .  M r .  
Lewis  e x p l a i n e d  t h e  f e d e r a l  r e t i r e d  employee r e c e i v e s  a p p r o x i m a t e l y  t h e  h i g h  
of  h i s  t h r e e  h i g h e s t  y e a r s  and  t h i s  i s  n o t  even c l o s e  i n  t h e  s t a t e  r e t i r e m e n t  
program. The p o r t i o n  o f  s a l a r y  p a i d  i n  i s  8% of  t o t a l  s a l a r y .  Tax h a s  t o  
be  p a i d  on t h e  i n t e r e s t  e a r n e d  from a  r e t i r e m e n t  fund .  

Rep. H i r s c h  a s k e d  i f  you pay income t a x  on t h e  monies  you pay i n t o  t h e  fund  
a s  you e a r n  them. Rep. Huennekens e x p l a i n e d  you pay income t a x  on s t a t e  
and f e d e r a l  t a x  r e t u r n s  a s  you e a r n  t h e  money. 

Committee a d j o u r n e d  t o  e x e c u t i v e  s e s s i o n .  

House B i l l  149  was d i s c u s s e d  q u i t e  e x t e n s i v e l y .  

Kep. H i r s c h  moved t h a t  HB 149 Do P a s s .  Rep. D a s s i n g e r  moved a  s u b s t i t u t e  
mo t ion  t o  amend t h e  b i l l :  I n  t h e  T i t l e ,  l i n e  6 ,  f o l l o w i n g  "ON", I n s e r t :  
"PRODUCTIVE"; Page  1, l i n e  1 2 ,  Fo l lowing :  "at",  I n s e r t  "and owned by". 

Q u e s t i o n s  f rom t h e  commit tee :  Rep. W i l l i a m s  a sked  i f  t h e  p r i s o n  f a r m  i s  a  
p r o f i t - m a k i n g  o r g a n i z a t i o n .  Rep. Fab rega  s a i d  t h e  p o i n t  t h a t  was made was 
t h a t  by o p e r a t i n g  t h e  r a n c h ,  t h e y  a r e  b r i n g i n g  some t a x  r e l i e f  b e c a u s e  t h e  
p r o d u c t i o n  i s  s o l d  a t  a  l ower  p r i c e  t h a n  marke t  v a l u e .  Rep. B e r t e l s e n  s a i d  
it i s  b e i n g  u s e d  d u a l l y .  Rep. W i l l i a m s  a sked  i f  i t  i s  b e i n g  o p e r a t e d  a s  a 
r e h a b i l i t a t i o n  c e n t e r .  

Rep. W i l l i a m s  moved t h a t  a  s u b s t i t u t e  mo t ion  f o r  a l l  m o t i o n s  pend ing  b e  t o  
d e f e r  a c t i o n  u n t i l  a  s t a t e m e n t  of  pu rpose  and p r o f i t s  o r  l o s s e s  i s  r e c e i v e d .  

Rep. R e r t e l s e n  d o e s n ' t  f e e l  t h a t  i s  t h e  f e e l i n g  of  t h e  commit tee .  Rep. Das- 
s i n g e r  opposes  t h e  mot ion .  S i v e r t s e n  t h i n k s  t h e  commi t t ee  h a s  t h e  r i g h t  and 
s h o u l d  know a s  much a s  t h e y  can  a b o u t  t h i s  s i t u a t i o n  b e f o r e  making a  d e c i s i o n  
on t h i s  b i l l :  1. R e h a b i l i t a t i o n  of  p r i s o n e r s ?  2 .  P r o d u c t i o n  of t h e  r a n c h  i s  
t o  h e l p  s u s t a i n  o t h e r  s t a t e  i n s t i t u t i o n s ?  Have t h e  r i g h t  and o b l i g a t i o n  t o  
know more a b o u t  t h e s e  t h i n g s .  

R e p .  D o z i e r  ment ioned t h e  impac t  on Powe l l  County i s  t h e  problem. Rep. H a r r i n g -  
t o n  f e e l s  P o w e l l  County p e o p l e  need  some t a x  r e l i e f  f o r  t h a t  area. Rep. B e r t e l -  
s e n  s a i d  i f  t h e  l a n d  i s  l e a s e d ,  t h i s  b i l l  would s t i l l .  b e  needed.  
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Rep, S i v e r t s e n  s a i d  i f  t h e  committee a d d r e y s e s  t h e  b i l l  s a y i n g  t h a t  we do 
t h i n k  t h e  p r i s o n  farm land should  be  t a x e d ,  i n  t h e  v e r y  n e a r  f u t u r e  you have 
t o  a d d r e s s  exper iment  s t a t i o n s  because  t h e y  a r e  o p e r a t i n g  a p r o f i t  w h i l e  t h e a  
main purpose  i s  t o  d o r e s ~ a u c h , l j u t  t h e i r  p r o d u c t s  a r e  s o l d  a t  a  p r o f i t ,  We 
a r e  go ing  i n t o  a  v e r y  i m p o r t a n t  a r e a .  

Rep. Dass inger  t h i n k s  t h e  i n t e n t  of s a l e s  would have t o  be  c o n s i d e r e d ,  Rep,. 
Fabrega mentioned two p o i n t s f  I ,  You can make t h e  o p e r a t i o n  n o n - p r o f i t  
because  we d o n ' t  have a m " s  l e n g t h  a c t i o n  on t h e  p r o f i t s 3  2 ,  ' R e h a b i l i t a t i o n  
q u e s t i o n  is v a l i d  b u t  i s n ' t  t h e  i s s u e  h e r e ,  

Rep. H i r s c h  s a i d  t h e r e  a r e  10 i n s t i t u t i o n s  i n  t h e  s t a t e ,  and t h r e e  of them 
o p e r a t e  f a rms .  I f  w e  a d d r e s s  t h i s  b i l l ,  w e  wouldn ' t  b e  a b l e  t o  t a k e  t h a t  
i n t o  p e r s p e c t i v e .  Need more t ime  t o  t h i n k  of t h e  r a m i f i c a t i o n s :  Rep, L ien  
s a i d  t h a t  p a r t  of t h e  l a n d  was g r a n t e d  t o  t h e  p r i s o n .  I f  i t  exceeds  6% of 
t h e  t o t a l  coun ty  a r e a  t h a t  i s  s t a t e  l a n d ,  t h e r e  i s  some p r e c e d e n t  of paying 
i n  l i e u  t a x e s .  He s u p p o r t s  t h e  mot ion ,  

R o l l  c a l l  v o t e  on t h e  mot ion  was 13-6 f o r  d e f e r r a l ,  

Kep.  W i l l i a m s  t h i n k s  have t o  t a k e  t h e  broad l o o k ,  The s t a t e  owns t h e  
e x p e r i m e n t a l  f a r m s ,  T o t a l  t a x e s  e s t i m a t e d  f o r  t h e  r a n c h  would b e  $42,500.  
Would t h a t  make o r  b r e a k  Powel l  County? 

Rep. Dass inger  moved t h a t  House B i l l  64 Do P a s s  A s  Amended, Rep, Dass inger  
moved t h a t  t h e  proposed amendments t o  HB 64  b e  adopted.  They were  unanimously 
adopted w i t h  a l l  members p r e s e n t .  On t h e  mot ion t o  Do P a s s  A s  Amended, t h e  
motion f a i l e d  by a  v o t e  of 3  t o  16. Rep. Lien made a  s u b s t i t u t e  mot ion t h a t  
House B i l l  64 DO NOT PASS AS AMENDED, Motion c a r r i e d  13-6. A l l  members 
were p r e s e n t .  

Xee t ing  ad journed  a t  1 1 ; 1 5  a.m. 

-- 
RLP , HERB'/HUENNEKENS , chairman. 
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