
MINUTES O F  THE P E E T I N G  
TAXATION COMMITTEE 

MONTANA STATE SENATE 

A p r i l  4 ,  1979 

The s i x t y - s i x t h  mee t ing  o f  t h e  T a x a t i o n  Committee w a s  c a l l e d  
t o  o r d e r  on t h e  above d a t e  i n  Room 415 o f  t h e  S t a t e  C a p i t o l  B u i l d i n g  
w i t h  Chairman Turnage p r e s i d i n g .  ( 8 :  0 0  a .m. m e e t i n g )  

ROLL CALL: R o l l  c a l l  found a l l  t h e  members i n  a t t e n d a n c e  b u t  
S e n a t o r  R o s k i e ,  who was excused.  W i t n e s s e s  p r o v i d i n g  t e s t i m o n y  a r e  
l i s t e d  on  t h e  a t t a c h e d  R e g i s t e r .  

CONSIDERATION OF HOUSE B I L L  221: R e p r e s e n t a t i v e  Moore in t roduce :  
h i s  b i l l  which mere ly  r a i s e d  exemption on p e r s o n a l  incorne t a x  1 5 8 ,  

8 
and t o  r a i s e  p e r s o n a l  exemption t o  $1 ,000.  H i s  t e s t i m o n y  was b r i e f  
and t h e  o t h e r  p roponen t  was M r .  Nelson o f  MonTax. The Chairman perx,:z- 
t e d  t e s t i n o n y  from o t h e r  w i t n e s s e s  and a s  t h e r e  w e r e  none,  c a l l e d  t h e n  
f o r  q u e s t i o n s  from t h e  committee.  The h e a r i n g  on  221 was t h e n  c l o s e d .  

I 
CONSIDERATION O F  HOUSE BILL 512: R e p r e s e n t a t i v e  Gerke i n t r o d u c e d  

t h e  b i l l  which would l i m i t  G e n e r a l  Fund spend ing  a n d  would p r o v i d e  
C 

t a x  r e l i e f  a s  w e l l .  H e  s a i d  t h e  b i l l  would e s t a b l i s h  p r o c e d u r e  i n  
t h e  s t a t e  f o r  s u c h  l i m i t s ,  and would c o n t r o l  t h e  e x p a n s i o n .  H e  f u r -  @ 
t h e r  e x ~ i e i n e d  h i s  b i l l  and f o l l o w i n g  h i s  p r e s e n t a t i o n  lq r .  Bousl iman,  
of  t h e  G o v e r n o r ' s  O f f i c e  t e s t i f i e d  i n  s u p p o r t  o f  t he  b i l l .  I r .  ~ r o f f  
a p p e a r e d  a l s o  f o r  t h a t  o f f i c e .  

The Chairman c a l l e d  f o r  o t h e r  p r o p o n e n t s ,  and as t h e r e  were none,  
c a l l e d  f o r  t e s t i m o n y  from t h e  o p p o s i t i o n .  M r .  Ne l son  s a i d  he  f e l t  
governmenta l  growth s h o u l d  b e  l i m i t e d  b u t  s a i d  he h a d  problems i n  re- 
g a r d  t o  moneys g o i n g  i n t o  t h e  G e n e r a l  Fund. H e  s t a t e d  h i s  c o n c e r n  

8 
t h a t  i f  s u c h  moneys go i n t o  t h a t  f u n d ,  s c h o o l  d i s t r i c t s  would be h u r t  
and t h i s  would e n t a i l  a  h i k e  i n  p r o p e r t y  t a x e s .  S a n e l l e  F a l l a n  a i s o  
a p p e a r e d  as a w i t n e s s  and s a i d  s h e  wondered if there FIS,S mnflict w i t h  t h e  

8 
b i l l  i n s o f a r  as it b e i n g  c o n s t i t u t i o n a l  r a t h e r  t h a n  s t a t u t o r y .  I 

Fol lowing  t h e i r  t e s t i m o n y  t h e  committee a s k e d  a number o f  q u e s t i o n s  
from t h e  w i t n e s s e s .  M r .  Bousliman s a i d  one  o f  t h e  main p u r p o s e s  of t h e  
b i l l  i s  t o  a s s u r e  t h a t  a l a r g e  Genera l  Fund is  n o t  b u i l t  up. S e n a t o r  
Towe a s k e d  a b o u t  t h e  s p e n d i n g  l i m i t a t i o n  i n  the  bill and t h e  f o r m u l a  
used.  H e  a l s o  a s k e d  M r .  Eousliman a b o u t  t h e  c o n t i n g e n c y  amount; he  

I 
r e p l i e d  that amount was t h e  r e s e r v e  and t h e  5 8  k e p t  i n  t h e  fund  b e f o r e  
i t  i s  t r a n s f e r r e d  t o  t h e  t a x  r e i i e f .  The members ment ioned t h e r e  w a s  
an  8 %  qrowth i n  l a s t  s e v e r a l  y e a r s  and i n  t h e  e v e n t  o f  no g rowth ,  t h e y  
a s k e d  how t h i s  would a f f e c t  such  l i m i t a t i o n .  S e n a t o r  Gerke s a i d  t h i s  

8 
b i l l  was a n  e f f o r t  toward  t r y i n g  t o  p u t  l i m i t a t i o n s  on and s a i d  h e  d i d  
n o t  b e l i e v e  t h e y  s h o u l d  g o  t o  a  c o n s t i t u t i o n a l  amendments. H e  d i d  n c t  

I 
b e l i e v e  t h e  s t a t e  government  s h o u l d  go back t o  t h e  t a x p a y e r s  and  t e l l  
them t h e y  were i n  t r o u b l e .  The h e a r i n g  was t h e n  c l o s e d  on H3512. 

CONSIDEPATION O F  MOUSE BILL 287: R e p r e s e n t a t i v e  Huennekins said 
h i s  b i l l  t i a d m o s t  o f  t h e  m a t e r i a l  s t r i c k e n ,  b u t  t h e  e s s e n c e  o f  it w a s  
t h a t  i t  i n c r e a s e s  exempt ions  f r o n  $650 t o  $830 a n d  r a i s e s  t h e  mininum 
filing amount. M r .  Nelson f o l l o w e d  w i t h  h i s  t e s t i m o n y ,  s a y i n g  the 

4 
B 



MonTax ~ s s o c i a t i c n  would a p p r e c i a t e  some tax re l ie f  a l s o ,  

There  were no o t h e r  p r o p o n e n t s  o r  opponen t s  t o  t h e  b i l l  and t h e  
cornn i t t ee  t h e n  asked  q u e s t i o n s  and d i s c u s s e d  f i s c a l  i m p a s t  o f  t h e  
measure. 

CONSIDERATION O F  ROijSE SILL 303: R e p r e s e n t a t i v e  N o r d t v e d t  p re -  
s e n t e d  h i s  b i l l  which would a d j u s t  t a x  b r a c k e t s ,  exempt ions  and s t a n d -  
a r d  d e d u c t i o n s  i n  t h e  i n d i v i d u a l  income t a x  s t r u c t u r e ,  a l l o w i n g  f o r  
i n f l a t i o n .  H e  s a i d  h e  t h o u g h t  such  i n d e x i n g  was n e c e s s a r y  b e c a u s e  
h i g h  i n f l a t i o n  i s  n o t  a  s h o r t  t e rm c o n d i t i o n  o f  t h e  c o u n t r y .  H e  s a i d  
t h e  Department  o f  Revenue would a d j u s t  t h e  t a x a b l e  r a t e  each  y e a r  and 
t h e  t a x p a y e r  would compute h i s  f i n a l  t a x e s  w i t h  t h e  t a x  t a b l e  which 
was a d j u s t e d  t o  i n f l a t i o n .  H e  distributed a n  e x h i b i t ,  # 3 ,  a t t a c h e d .  

M r .  Nelson o f  MonTax As'n. spoke  a s  a  p roponen t  a l s o ,  and d i s t r i b u -  
t e d  m a t e r i a l  s u p p o r t i n g  h i s  t e s t i m o n y ,  s e e  Exh. $ 4 ,  a t t a c h e d .  M r .  
Oavis  o f  t h e  A.P .A.  a l s o  spoke a s  a p roponen t  a s  d i d  M s .  F a l l a n  and 
A r t  Cusrnan. 

There  w e r e  no o t h e r  p r o p o n e n t s  o r  Gpponents a n d  t h e  c o r n i t t e e  t h e n  
d i s c u s s e d  t h e  b i l l ,  a g r e e i n g  on amendments. 

S e n a t o r  Goodover Moved HB303 B e  Amended. Motion c a r r i e d .  Note 
f o r  t h e  r e c o r d  S e n a t o r  Towe v o t e d  "No". 

The commit tee  a l s o  amended t h e  e f f e c t i v e  d a t e .  T h i s  mot ion  was 
made by S e n a t o r  Goodover, c a r r i e d .  

There  f o l l o w e d  d i s c u s s i o n  on t h e  p r i n c i p l e  o f  i n d e x i n g  and some 
of  t h e  problems t h a t  migh t  b e  i n v o l v e d .  I t  was p o i n t e d  o u t  a number 
o f  f o r e i g n  c o u n t r i e s  a r e  u s i n g  i n d e x i n g  a s  a r e  Wiscons in  and Iowa. 
S e n a t o r  Goodover s t a t e d  t h e  Revenue O v e r s i g h t  Committee had s t u d i e d  
t h e  problem and  n o t e d  i n  t h e i r  manual t h e  r e s u l t s ,  a l t h o u g h  n o t  de- 
t a i l e d ,  of  such  s t u d y  (see page 7 o f  Rev. O v e r s i g h t  Comrn. b o o k l e t . )  

CONSIDERATION OF HOUSE BILL 873:  Rep. Fabrega  was c h i e f  sponsor  
o f  t h i s  b i i l  and  s a i d  i t  would t a x  premiums p a i d  by employees under  
t h e  workers  compensat ion  p l a n  a t  2 3/4%. The b i l l  would a l s o  r e q u i r e  
h e a l t h  s e r v i c e  c o r p o r a t i o n s  t o  f i l e  a n n u a l  s t a t e m e n t s  w i t h  t h e  i n s u r -  
a n c e  commissioner .  J i m  Murphy s a i d  he  had no o b j e c t i o n  t o  t h e  s t a t e  
fund pay ing  a premium t a x .  H e  s a i d  t h i s  b i l l  p l a c e s  the s t a t e  fund  
on a more e q u i t a b l e  b a s i s  w i t h  t h e  p r i v a t e  c a r r i e r s  b u t  h e  s a i d ,  it 
w i l l  i n c r e a s e  r a t e s  f o r  t h e  employers .  

There  w e r e  no opponen t s  and t h e  com.1it tee t h e n  a s k e d  a  numbzr of  
q u e s t i o n s .  They d i s c u s s e d  t h e  b i l l  and t h e  impac t  on t h e  s t a t e .  F o l -  
lowing t h e s e  q u e s t i o n s ,  t h e  h e a r i n g  on HB873 was c l o s e d .  

A t  t h i s  p o i n t  Rep. Fabrega  d i s t r i j u t e d  i n f o r m s t i o n  from t h e  Depar t -  
ment o f  Revenue r e g a r d i n g  HB385. A copy of  t h i s  f i n a n c i a l  r e p o r t  i s  
a t t a c h e d ,  see Exh. #5.  M r .  Z innecker  was p r e s e n t  a l s o  and asked  t o  
corr:nent on t h e  r e p o r t .  H e  s a i d  t h a t  u s i n g  t h e s e  f i g u r e s ,  l o c a l  gov- 

! ernrriznts would l o s e  a p p r o x i m a t e l y  $ 6  m i l l i o n .  T h e  comi: i t tee lockec! 
over t h e  c h a r t  and w i t h  Rep. Fabrega  and M r .  Z i n n e c k e r ,  a t t e m p t e d  t o  
a d j u s t  t h e  r a t e s  f o r  t h e  s m a l l e s t  p o s s i b l e  l o s s  t o  l o c a l  g o v e r n n e n t s .  

The m e e t i n g  t h e n  z d j o u r n e 2  t o  reconvene t h i s  a f t e r n o o n ,  2 o ' c l o c k  
rr .,!=e ii t ing . /7 ---- - J / _ ---- 
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ROLL Cl-iL,!. 

46th LEGISLATIVE SESSION - 1373 
_ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - - - - - - - - - - - - - - - - - - -  

/ SISN. GOODOVEi< ( V i  ce C h < ~ j  rili i n )  
.- ------ 

I SEN. NACER -- 1 
SEN. MANLEY 

/ S ~ C N .  R O S K I E  -- / - ----- 
i 

SEN. TOWE -- -- 

SEN. WATT 
7-- 

Eazh Ddy  . \ t t C i c h  to M i n u t e s .  I 
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K E ~ J N E T G  {JORCTVEDT JA. ' COMMITEES: 
TAXATION 
EDUCATION 

THE EFFECT OF INFLATION ON THE INCOME TAXES kJITHOUT INDEXING - 

Gross Income $12,000 10% Inflation 513,200 

Standard Deduct. ($1,000) BS1,OOOj 

4 Exemptions ($2,600) ($2,600) 

Taxable Income $8,400 $9,600 

Income Tax $415.80 22% Increase $508.20 

Effective Tax Rate 3.47% 11% Increase 3.85% 
............................................................................ 

THE EFFECT OF INFLATION ON THE INCONE TLYES WITH I N D E X I N G  

Cross Income S 12,000 10% Inflation $13,200 

Standard Deduct. (51,000) Indexed Up 104 C%l,loo> 

4 Exemptions ($2,600) Indexed Up 102 ($2,860 3 

Taxable Income $8,400 $9,240 

Income Tax $415.80 10% Increase, $457.38 

Effective Tax Rate 3.47% No Change - 3.47% ........................................................................... 

The original tax bracket structure reads: Tax = $350 + .57 x excess over $8,000 

The indexed tax bracket structure after 
10% inflation reads: Tax = $385 + .07 x excess over $8,800 

Then add surtax to the resuits oE the above 
........................................................................... 

This exhibit shows that without indexing a taxpayer with n $12,000 gross 
income who just keeps up with a 102 inflation finds his income tax up 22%. 
His real effective tax rate is therefore increased 11%. The same tzixpaycr 
under an indexed tax structure would find his taxes up 10% w l ~ i c h  reprcseilts 
r.0 increase in his real eEfective tax rate. 

T h i s  example was for a married taxpayer with f o u r  ciepende,~cs v i : ~  takes the 
standard deduction. 





ACIW Recommends Indexing 
State, Fecier-al Income Taxes 

The Adv~sory ( : O ~ I I ~ I I ~ S I U ~  o , )  i r 1 1 t . r .  

governmental Relat~orts tias rcct'rrl 
m e n d e d  r n d e x ~ n g  b<! lh ! k c  state a r ~ d  
lederal ~rldrvldrral Iriconlc t, j  to l ~ r c * ~ , l ~ l i  
the burldup ot suqb  u5 t e ~ r l g  i r t x , ~ ' t . ! l  : ~ y  
the progresslvc r ; t t t ~  ~ f ~ r , ~ ' l u r ~ ~  

Assurnrng a r ~  arlrltral 6 - c  i r i ! l . j ) ~cn  
rate. an  2nnUJi 4",> real ir lrornc (jrov.~h. 
and n o  lax code crianut=c, l ro r r~  19,6 or1 
Ihe  rnt lat lon-t r \duced II!.~; tr~;rt?,i~c I t i  

federal  persona l  ~ r ~ c o r ~ ~ r .  Ircx rrvvrl:jc. 
would be approrln:ntciv bJ3 L l ~ ~ l l o r ~  t i {  
1981 ." AClR es l lmd l t~d 

Slrnilarly accc~d lnc j  !<I Atlit; : ! 1 t 3  l ~ v e  
year Increase ~n Ihr: :tale ~ e c r c ~ f  wl)tr!d 
b e  close to $7 br l i ~on  

" l ndex~ng  w o ~ t l d  r t ~ ~ i i l l  I r !  s i l t~~l . r : i t , . \ !  
savlngs to taxpayers AClR \,ild 

!:1111 ! , , t , t ~  tar bfacke!s w ! ! h  !he con- ,. ,+, , !;* L , - ;  < 
s t . q ~ ~ e ~ ' ~  111)l~gr.,ldleU ~ncrease In  gov- LL - 
L.I r : i t l t i r  I?! l ~ v e r l u e ~  f 

.I 
F ~ s c s l  I n l h a l a ~ ~  - Ir: !he aSwnce 

ctt l f l l ~ t ' ~ . t t ~ ' . ~ :  ~ r \ ! I ~ t ~ o n  acjr;ravatas Ir~ter. 
(;uv~.rr.tr.t , ! !dl  l i ' i ~ ~ l  ~ n ~ b a l a n c e  because 
tlie I , , ; I I : :  I' goverrirnent IS the p r i m a 9  
s c ~ l l ~ ~ ~ - l o t  1 1 1  : t ,e  " ~ n f l a l ~ o n  tar ' 

Current lntlartlon R a t s s  - T h e  s~gn i f t -  
C,?rl;ia I J !  : I I , ~  dbi)\.e cons~o'erat~ons takes 
0'1 i r  i ' ! ~  l..tSd t:rlportance i n  these trmes 
w h ~ ! r ~  III!'.I!IO!~ I> wei l  above h~s to r i c  
rsltcs. 

r l , . ~  i B r  I !II~II~~:, 1 1 r i  (IIF' consumer and 
wr~ctiit. 1.. ; 1 . c ~  I I I ~ P *  clcarly exceed the 
i."<. q r r : - r l  I:(. : l r rd~cle i l  t.ry the C o u r ~ c ~ l  
of E ; c'r.c.rrii(: Adv15ers lor  1978, and raise 
.tr~t~..v 1 :  aa()Pc!er o f  d o u b l e - d ~ g ~ !  
I I I ~ ~ . I ! . ~ J I ~  t'.f,If3 s .~ i r j  

AClR recornn~ends lu l l  d t s c l c . ~ , ~ : ~ .  i ~ t  
!he federal and state ~ n l ~ ~ t ~ o r ~  ~ i ~ t l u c e ~ l  . . 
real  persona l  ~ n c o n l r  lax rncrta,i:,r: ,IS [ t , r < \ t ~ u [ *  P*ICIS 

well  as indexcllr~!n of fcc lc r ,~~ , t r r J  .,!.I!I. . .  , / 

tncorne taxes - the ~ r i r ~ u a l  a d j u ~ t r r ~ ~ n :  . ..... ._ _ = 

O! personal exemptions, Ihe l uw-~nco i l i e  ' 
, - 

al lowzncs.  the rnnxrrnurn l ~ n i ~ l  o l  ~ l ~ c  .. * a =  / 
-1 

standard deduc t~on  arly pel  (:,1~)1lc7 ., 

c red~ts .  and iht? tax rdte brdckelb by 
. *  /*//  . I 

- /Y 
the rz le of ~nc rcasu  ~n the g ~ r i ~ r a l  PILL? .. ..-. 
level Five R e a s o n s  

AClR l ~ s l e d  f ~ v e  ma jo r  rL';~:on< !or 
1.55 l I l i 1 ~ ~  t t lP  recomrnendrng that Congr ? .  

federal rndrv~dual Incoilit? Inx 

F l x a l  Accountnbility - Indcaat~on ! s  
needed l o  Insure lhat higher. cflec l ive 
Income tax rates are the product of  over1 
l e g i s l a l ~ v e  a c t i o n  r a t h e r  I f t a n  t h e  
aulomatrc consequence o f  ~ r ~ l l a t i o n  

Tax Equlty - T h e  mdinlenance ~f lax 
e q u ~ t y  requrres that Increases ~n lax Ila 
b111ty be based  o n  r c n l  i a l t ~ e r  t t ian 
n o m ~ n a l .  lncornc 

Public Sector G r o w t h  - L Y I I ~ o L I  
indexrlron. lhera IS a b ~ a s  In favor o f  

r 1 ~ 5 e  In an expanded publ lc  seclor be-. 
l lallcfn eutornat~cally p u s t ~ e s  taxp;llc!rC. 
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