MINUTES OF THE MEETING
TAXATION COMMITTEE
MONTANA STATE SENATE

February 3, 1979

The eighteenth meeting of the committee was called to order
on the above date in Room 415 of the State Capitol Building by
Chairman Turnage.

ROLL CALL: Roll call found all members present.
Witnesses giving testimony are listed on attached Register.

CONSIDERATION OF SENATE BILL 222: Senator Brown said his
bill would require that buildings be appraised by volume rather
than value. He said he felt appraisal work was subjective and
one appraiser's appraised value of a structure might not always
be the same as another's. He thought such legislation might
help solve the problem of improving one's property and as a con-
sequence the individual found his appraised value going up. Mr.
Hanson, an appraiser by profession, was invited by Sen. Brown
to give additional testimony on the bill and he said some of
the problems encountered in making appraisals included the fact
that he felt that often homeowners are penalized for improving
the property. He said some of the methods used in making an ap-
praisal are: outside appearance, quality of structure, state of
repair or disrepair. He felt the homeowner should not be paying
extra revenues for taking care of his property. He said market
values could be placed on the land, but felt it was a simple con-
cept and although there would be problems he thought it a more 1

equitable way to levy taxes against property. He said one of the
advantages would be the saving in paper work for appraising.

The Chairman asked for other proponents and there being |
none, permitted testimony by opponents. Mr. Krieg of the Dept. !
of Revenue said the bill creates many administrative problems,
among which was the fact that all buildings in the state would '
have to be measured, as they are not being measured at this time. |
He said this would have to be done every year to arrive at a
market value, for depreciation purposes. He also stated the De- 1
partment would have to take a census of the people in the build- |
ings, relating to the portion of the bill dealing with renters.

He said also that the bill created inequities in that an older
house could have the same value as a mansion. Ms. Edwards gave 1
brief testimony, saying the County Assessors Association opposes |
the bill and concurred with Mr. Krieg's testimony.

Mr. Hanson made several closing remarks and said the time l
allowed for measurements of the buildings could be extended to
the next reappraisal plan. He also said the census of occupants
could be handled under the current Homestead Relief plan, and
said the Department would not have that burden. ‘

The Chairman asked for further witnesses and following,
asked the committee to hold their questions until the bill is
brought up again during executive session.
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CONSIDERATION OF SENATE BILL 240: 3en Watt introduced his
bill and distributed Exh. #1, an explanation of the bill; this
is attached. He said his bill changes the concept of taxing
homes and felt there was no reason for assessing on the value
of the house. He continued saying he felt it was unfair that
older people had to mortgage their homes in order to pay taxes
and felt instead, that those who do not have money to pay taxes
should not have to, and those who can, should.

Rep. Fabrega that testified in support of the idea and
agreed with testimony proffered by Mr. Hanson. He said under
the concept of this bill land would continue to be taxed, but
not improvements. He too mentioned the fact that appraisals
can vary a great deal and that today's present appraisal system
can be corrected by this legislation. He mentioned the fact
it had not been voted on by the people because there were not
enough interested persons willing to take the time to get the
needed names on the necessary petitions. He concluded by say-
ing that he felt the concept of this bill is that tax is based
on ability to pay. Rep. Dussault also spoke as a supporter of
the bill and said the bill does, admittedly, contain many new
concepts but it could be made workable. Rep. Azzara testified
also as a proponent and said he too liked the mechanism of tax-
ation on ability to pay.

Chairman Turnage called for other proponents, and fol-
lowing, for the opponents. Ms. Fallan said the Chamber was op-
posed to the legislation and would defer her remarks to Mr.
Anderson of Montax. Ms. Edwards again spoke, saying the Asses-
sors were opposed to the bill.

The Chairman then asked Department of Revenue representa-
tives if they wished to testify and Mr. Lewis repiied to the
bill. He said the Department has in the past taken a stand in
opposition to the bill, and reiterated some of the objections
they had made in the past, stating again their work would not
be diminished, but increased under this legislation. He men-
tioned the problem of withholding moneys from everyone, includ-
ing students, box boys, as examples, and the compounded problems
then, of refunding all of them. He said this kind of problenm
would automatically increase the number of FET's the Department
now has. He also mentioned the problems of determining resi-
dents and non-residents (who are not subject to the tax) and
the problems of employers attempting to keep addresses of their
employees, particularly difficult for occupations that have a
large influx of seasonal workers. Also noted was the problem
of people moving from one school district to another.

Mr. Lewis concluded by saying this is a big burden on the
Department and he felt this should be pointed out. He said the
authority the Legislature would be giving to them to monitor all
the procedures would amount to a large administrative burden.

Mr. Clark, also of the Department, said the difficulties in im-
plementing the legislation are many, and cited a few of the prob-
lems. He also said, however, that the Department can accomplish
the work, but warned the committee that the administration would
be costly. Mr. Pfifer also testified saying he envisioned a
mound of paper work and agreed that there would have to be addi-
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tional FET's for the Department. Mr. Anderson testified next
and said he agreed with what had been said in opposition to the
bill; he also distributed Exh. #2, attached. ‘

Following conclusion of above testimonies, Senator Watt
made a few remarks in closing, quoting from a letter written by I
elderly citizens of the state and stressing fact they were forced
to sell their homes in order to pay their property taxes. He
also mentioned the fact that the petitioning was a non-partisan 1
project, when the effort was made last fall to get the proposal
on the ballots and to allow the state's residents to vote on it.

There being no additional testimony, the meeting was ad-

journed.
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Explanation of PROPERTY TAX REPLACEMINT BILL S5 R0

The purpose of this bill is to excuse housing, but not the land on
which it sits, from all taxes excepl those of special taxing districts.
It then replaces this lost revenue by a proportional tax on everyone's
adjusted gross income. This tax is state collected to preserve confi-
dentiality and for uniformity of administration, but it is a local tax
calculated separately each yecar in each taxing jurisdiction as to its
rate just as, and in conjunction with, mill levies on other property.

Mill levies are calculated by a formula which uses the taxable
valuation, housing excepted, plus 10% of the adjusted gross income of
all taxpayers. This gives the millage to be applied against all taxable
veluations, housing excepted, and a rate equal to 10% of this millage
is applied against all taxpayers' adjusted gross income. Iach taxing
jurisdiction performs this calculation, but the rate is reported to the
department of revenue which then calculates and collects each person's
replacement tax and transmits the revenue to the county treasurers.

Thus every taxpayer in the state will pay on his adjusted gross
income o rate equal to 10/ of whatever the millage happens to be in the
taxing jurisdictions in which he lives. liveryone lives in the State, in
a county, and in a school district, and will pay for those jurisdictions
just as he now does as a property tax payer. 1In addition part of our
population also live in incorporated cities or towns and thus will be
responsible for a fourth taxing jurisdiction, just as they now are as
property tax payers.

Millages in Montana range from about 100 to about 300, so it depends
upon the taxing jurisdictions in which one lives and the services which
they provide to determine one's taxes on both property and on adjusted
gross income. But the rate of the replacement tax will always be 10%
of the millage. Thus even the most unusual circumstances possible, as a
massive crop failure or a prolonged strike, will cause no greater hard-
ship under this bill then would happen presently, and it would probably
ease the burden for those most affected.

With this formula determining rates of taxatif®n the tax on adjusted
gross income will, on the average, produce the same revenue that the
excused housing would have produced. 1In addition the formula will produce
a slight shifting of the burden between taxable valuation and adjusted
gross income. The shift will be toward whichever is relatively stronger
and thus local governments will be supported in a fairer manner than ever
before.

ILLUSTRATION OF FORMULA USING APPREXIMATION OF STATis TOTALS

Taxable valuation $1,550,000,000.
" " of housing 280,000, 000.
" " remaining 1,270,000,000.
Property tax budgets - 300,000, 000.
Adjusted Gross Income 3,500,000,000.
104 of A. G. I. 350,000, 000.

Formula: Budget ¥~ (Remining T.V. + 10% of AGI )} = Mills
$300,000,000 -2 ($1,270,000,000. + $350,000,000.) = 185.1852

+1,270,000,000. X 185.1852 mills = $235,185,204.
3,500, 000,000. X 1.85% = 64,814,820.

Budgets to be raised +300,000,024.




SCULbULs OF IMPLEMENTATION OF PROPERTY TAX REPLACIMENT ACT
Jan, 1, 1980 Withholding of 1.8/ begins - Section 7 (1) ‘

May and Nov. State makes distribution to counties

1980 & Following Section 18 (2)

In the 1lst 6 e#cpardte listing of habitable property is set up
months of 1980 in cach county - Section 3 (3) & (4)

2nd Mon in July  Taxable valuations are finalized, estimated AGI has
1980 & following been received, and mill levies are calculated Sec. 15 l

August 15, 1980 Taxpayers not subject to withholding pay the depurtment
and following yrs. 2/ of lst six month's income. Section 8

Nov, 30, 1980 Regular property tax statements have been received and

payments are due, as usual, on all taxable valuations
except habitable.

April 15, 1981 & Regular Income Tax returns have been received in Helena
each ycar follow- and from the AGI on these returns the replacement tax
ing is calculated. Section 9

The partial support of local governments by taxation of housing, l
while traditional, and therefore unthinkingly acdepted, is not a good way
to raise revenuec.

All our experience is that when people own their homes we have q
secure neighborhoods, self-respecting and self-confident people, lower
crime rates, better citizens.

Therefore, it follows that we should encourage home ownership, and
our property itax laws do not do this. Single family homes are taxed higher
than multiple housing, and we penalize the owner again, by raising his taxe -
if he improves his home.

Our Nation has always prided itself on its grcat middle class, and l
home ownership has been an expected thing and a part of this. Now our middlé
class is shrinking and our tax laws need shanging to slow and reverse this
trend. If we stop taxing housing more people will be able to keep and

improve their homes, and more people can buy homes if additional payments
do not have to be made for taxes.

It is equally true that landlords are discouraged from improving '
their housing because it will increase their taxes. Tenantis generally
must take whatever is available and their monthly payments must include
the additional amonnts necded for taxes. If rental property was not taxed
there could be no add-on for taxes. Better rentals would become available.

Aside from the real social, economic, and humanitarian gains from
encouraging better housing it seems reasonable that a portion (about 1/5th) l
of the support of local governments be based on abiliiy to pay In this
Property Tax Replaccment Bill this is done not by a progressive income tax
but by a flat rate on adjusted gross income. That rate will always be 10/
of whatever the millage happens to be. Thus if the millage in some parti
ular place is 175 mills, the replacement tax rate will be 12%. l
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S. Keith Anderson, President
Montana Taxpayers Association

Re: Senate Bill 240

Senate Bill 240 is "An Act Providing for a Replacement Tax for the Property
Tax now Levied on Habitable Property and Providing a Method for Administering
the Tax--"

This bill has been introduced and defeated in the Montana Legislature five
times. In addition it did not receive enough support from the general public
to be put on the ballot as an initiative for the General Election in 1978.
Because of the philosophy of the legislation, because of the virtual impossi-
bility of administering the bill as well as its unreliability as far as revenue
is concerned it has been opposed by the Montana Taxpayers Association each time.

This bill by legislative mandate tells each citizen what part of that
citizen's income must be mandatorily be devoted to housing through the force
of law. I submjt it is noneof the legislatures business what portion of my
income I devote to housing. If I want to live in a shack in the hills and
devote my income to travel, that should be my business and not the legislatures.
If I want to own a fancy home devoting the major share of my income to that home
along with the property taxes included that too should be my business.

This legislation is another attempt to force big brother government upon
the people of this state to "save themselves from themselves."

On page 1, Tines 21 through 25 is language that should never be put into
statutory law because it is the opinion of the author and certainly not one of
fact. The statement having to do with forcing "old, poor, and sick people to
sell their homes because of high tax bills, in my opinion, is pure nonsense.
We have before this legislature a Social and Rehabilitation Service budget of
$81.6 million and we are budgeting in excess of $8 million each year from the
County Poor Fund to take care of the "old, poor and sick" and if they are not
being taken care of in this state through these programs then I suggest that
this legislature investigate the SRS Department and find cut why.

I also remind this committee that each legislative session during recent
years has reviewed Class 15 and 18 property to liberalize the act and in effect
reduce property taxes for the retired and the elderly. Legislation has again
been introduced to reduce the property tax for the elderly and retired. This
problem is being taken care of by the Montana legisiature.

Over the years this legislation has been deceiving because it leaves the
impiication that everyone will receive a reduction in the cost of owning a home
by being relieved of property taxes and the income tax substituted therefore.
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In fact the formula in the bill would lead you to that belijef.

For example here in Helena a $150,000 residence on the books at 55% of value
would pay $2,054 in property taxes. Under this bill in order to match that
property tax bill it would be necessary to have an income of $114,111. [ submit
that there are a good number of $150,000 houses in Helena but very few people
are making that kind of salary. {

!

Under the formula currently being used by lending institutions, all things
being equal, you can borrow up to 2 times your salary for a home. In other *
words to build a $150,000 home you would have to be making $75,000 by using that
as a gross figure. Under this legislation you would be paying $1350. The question
is who would be paying the additional $704.

I can stand in my yard and see six homes owned by people who are retired.
[f they are going to have this great cut in tax bills what is going to happen
to the rest of us. Who is going to pick up the difference? .

What is going to happen in the areas such as the Flathead and the Bitterroot
where there are hundreds of retired peopie and yet there are schools and counties
and special districts and cities to finance.

The prime theoretical example was called to my attention recently about the
school teacher in the one roomn school in a ranching community where he or she was
the only individual in the school district that had any adjusted gross income to
be taxed. This isn't so far fetched because I was born and raised in ranching
country and we had a one room school that I went to and we didn't pay any income q
taxes for years. One of the objections to this legislation is the uncertainty of
income for government yet the bills of government must be met just as ours must
be met.

Administration. Under Section III, page 3 is stated in very clear fashion the
extent of the bureaucracy necessary within the State Department of Revenue and
within our counties to administer this legislation.

A list of socalled habitable property will have to be maintained separate
from the land for every county, municipality, school district and special district
in Montana. This will be separate from commercial and other property and is not
available now.

While this is bad enough the Department of Revenue will have to turn into a
virtual gestapo in order to identify where each individual Tives within these
overlaping taxing jurisdications if that individual has a Montana adjusted gross
income. According to the attached withholding statement the Montana adjusted
gross income is before you subtract your standard deductions so those included
within the act will be the many individuals who today are paying no state income
tax yet they will have to be tracked down and taxed by the Department of Revenue.

This essentially means that this bill imposes an entirely new structure of
taxation upon our already existing property and income tax system in Montana along
with the accompanying cost of computers, and I'm sure computers within the countiiii

administrative and clerical personnel as well as the investigators necessary to
identify where each individual must pay his additicnal tax.
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For example, there are those in construction as well as others who might
iive in Helena but who might work in any number of differant taxing jurisdictions
in Montana within a year.

The situation of identifying the Tocation of those who make income is indeed -
complex. Obviously everyone lives in a county and everyone lives in a high school
district. There are however numerous elementary districts within the high school
districts within a city. There are over 300 special districts in Montana that
must be financed for cemeteries, hospitals, planning, fire, soil conservation and
the Tike. These special districts do not necessarily follow school district
boundaries. In fact they can encompass parts of several school districts and
special districts can overlap other or parts of other special districts.

For example this Tlast year there were 56 counties, 124 incorporated cities
and towns, 167 high school districts within the 56 counties and 447 elementary
districts. In addition there were 27 joint elementary and 13 joint high school
districts and this means that those joint districts were operating in two or more
counties. In total there were over 4,500 mill levies set to finance the various
taxing jurisdictions in Montana. Each would involve this legislation.

Within a given school district there are separate and distinct areas for
bonding and each part of that district takes a separate mill levy within that
school district. Each person would have to be isolated within the bonding area
within the original bond issue and each person would have to be isolated within
the area of each district that has been annexed to the home district.

Not only would the Department of Revenue have to ferret out each person
that moved in.or out of the state each year but each person that would have
moved from one taxing jurisdiction to another.

For example while we have the large Helena high school district we have
7 elementary districts within that area and simply moving across town means
that the Department of Revenue would be responsible for tracking those people
down and seeing that they paid an additional tax upon their income.

The cost of administering such a scheme should be apparent even to those
who hope to shift the cost of property taxes to someone else.

The employer is saddled with yet another layer of paper work for government,
again with no compensation for doing the governments work. The employer is
charged with withholding 1.8% of wages, of indicating each employees residence,
if known along, with the reports and possible penalties levied in the act.

On page 4 under Section IV the bill is honest enough to state that the rate
of tax may vary from year to year in each governmental unit.

It states on page 4 that the tax rate in any governmental unit in a taxable
year is 10% of the total mill Tevy imposed in that governmental unit for that
year. The next Section III states "The tax rate for each governmental unit shall
be applied to the adjusted gross income of each taxpayer residing in the govern-
mental unit.

If there is a total mill levy of 300 mills 10% will amount to 30 mills. How
do you convert 30 mills to a tax against income?
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On page 5, Section VII the employer shall deduct and withhold 1.8% of the ‘
wages paid to each of his employees residing in Montana in addition to any other
withholding. On page 4 there is language concerning 10% applied against the total
mill levy to be applied to the adjusted gross income of each taxpayer and yet on
pages 5 and 6 1.8% of the wages are supposed to be withheld.

The two sections appear to be in conflict.

The proposed law does not lack penalties because any taxpayer subject to
withholding who fails to make the semiannual payment would have a penalty of 10%
of the payment due. The bill is hardly liberal in assessing the penalty because
on page 7 the taxpayer shall pay the due tax by the 5th day of the month after the
statement is received. It doesn't say when the statements are supposed to be
mailed.

Page 9, Section XV is hardly conducive to sound financing cf local govern-
ment. Section XV states essentially that the tax base will become all property
excluding habitable property plus 10% of the estimated total adjusted gross income
of all taxpayers residing in that unit. The resulting figure is the mill Tevy
for that governmental unit.

This bill assumes that if you take 10% of adjusted gross income in each
taxing jurisdiction in the state that figure will equal the present taxable
value of all habitable property. To my knowledge there are no statistics to
back up this 10% figure. It appears to be entirely arbitrary.

Even if it was a correct figure today, it wouldn't be the correct figure in ‘
the future because of possible economic adversity within taxing jurisdictions of
our state due to strikes, unemployment, adverse agricultural markets and a host
of other eventualities.

If the revenue does not materialize for local governments there is no
provision in this act or in other Montana law to recoup that loss and to keep
government running. It should be noted also that the 40 mill Foundation Program
levy is to be applied uniformly against all property within the county and is
the basis for payment of state equalization funds. Public school law does not
anticipate that some arbitrary percentage will be applied against fluctuating
income for basic public school support.

Likewise when the people of Montana voted the 6 mill levy in 1978 they voted
the levy against property and not against income. Likewise the legislature in
its authorization appropriates against all property in Montana and not
against income.

On page 10 there is an allowance for rent as a credit against taxes imposed.
A credit against what? And who makes the determination of the credit. Does the
employer have the authority to figure a credit for rent. For those who are seif-
employed do they take it upon themselves to deduct their credit from the 2% of
adjusted gross income or does the county handle these various deductionst On
page 11, Section XVII, Item c states that "Credits in excess of tax liability
may be refunded to the taxpayer, provided funds are appropriated for the purpose."‘l
Does the county commissioners appropriate the funds as the governing body of the
county or does the legislature appropriate the funds and if so how does the
aggrieved taxpayer receive the refund.
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This legislation is at best experimental in nature. To our knowledge a
pilot study has never been made within a county or as a matter of fact within
any taxing jurisdiction. At best it would be an administrative nightmare and
wculd superimpose an additional state bureaucracy to supervise the additional
county bureaucracy that would be necessary to administer the act.

There is the complexity of our taxing jurisdictions and the fact that each
citizen in Montana having an adjusted gross income must be identified within those
taxing jurisdictions. Obviously if you moved across town or moved to another city
within another school district or fire district you had better report in to
the courthouse or suffer the dire consequences.

Because of these and cther reasons given at this hearing we ask that this
legislation be killed.

Attachments: Montana Individual Income Tax Return Form.
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here and at tine 13, page 1 e e e e e e e e e e e e e e e e s e 51 51

Mote: ittotal No. A s larger. then the adjustment entered on line 13 must be added to income reported on line 12 to arrive at the amount {o be entered online 1

then the adjustment entered on tine 13 must be subtracted from income reported on fine 12 to arnive at the amount to be entered on line 14.

4. H1otattio. Bisthe larger,

SCHEDULE H—ITEMIZED DEDUCTIONS
These deductions are aflowed only if you do not claim the "Standard Deduction.”
Nonresidents and persons changing state of residence see page 05 of instructions.

COLUMN A (for
yourseif, joint.
separate or singie)

COLUMN 8
{for spouse)

$35.630

Contributions  » & 4 4 o 4ot o s i s ot s v i it s v it e et e 5 82
Interest Expense (specify)
—— — 53 53
Federai Income Tax (Do Not Include Seif-Emgloyment Tax) .
(1) Paid by withholding or declaraticn in 1977 . . . . . . e e e e e e e e e .. 54 ’ 54
(2) Balance of 1976 tax paid in 1977 ., . . . . . . e e e s e e e .« 55 * 55
(3) Additional tax for years paid in 1977 56 56
Other Taxes (do not include Montana Inzeme Tax): Rea! Estate § e state
and local gasoling § s personat property $ : other de-
ductible taxes (specify) 57 57
Medical Expense:
Enter 1/2 of amount paid for deduct:ble heuith insurance but not more than $159 38 58
COLUMN A COLUMN B
Total cost of medicine and drugs . 591 59
Enter 1% of line 14 page 1 ... .. . 60 60
Subtract line 60 fromline59 . ... ... 61 61
Other medical and dental expenses unciuang sal
ance of heaith insurance premlums ailowed on e 53 e v s ® 62 62
Total of lines61and62 . .. ...... 63 63
Enter 3% of line 14. page1 . . . . . .. 64 64
. Subtract line 64 from line 63 and enter balances in apphcable columns 65 65
Child and dependent care expense - from FOrm 2431-M . . v v v v v v n e 0 v au 66 XX XXX XXes
Energy conservation installations - from Form2-C . . . . . v v v v v vt e e . 67 €7
Cesuailty or theft loss (less exclusion) . . . . . . . .. ... e e e e e e e s e e .. B8 68
Other Deductions (specify) Dues, political contnibutions. etc.
. e 69 €9
Total Deductions—to line 15, page 1 70 70
TAX TABLE
If Taxable Income an Line 18 is: If Taxable Income on Lina 18 is:
Qver  But Mot Quer Your Tax to ke Enlered on Line 19s: | CGver  But Hgt Qver Your Tax o be Entered an Ling 19 Is:
S0 .. 81000 .2%of taxable income but not less than S1.00° $ 8.000 .. $10.600... § 350 plus 7% of excess over § 8.000
$1000 . 2000 .. 8 20plus3%c excessover$ 1.000 | $10.000 . $14680... $ 490 plus B of excess over $10.000
$2000 . $4000 .. 8 50nplus 4 of excass ever § 2000 ‘ $140500 .. §20600... § 810 plus 9% of excess aver $14.000
§ 4000 . 3 6000 3 130 plus 57, of excess over § 4.C30 ; $20.000 .. 5350060 ... $1.350 plus 10% of excess over $20.000
$ 6000 . & 4000 § 236 pius 870 of excess guer § 6000 ¢ 835580 ............. 32.850 plus 11:¢ of excess gver $25.000
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