MINUTES OF THE HOUSE TAXATION COMMITTEE MEETING
January 9, 1981

Chairman Nordtvedt called the meeting of the Taxation Cammittee to order at
8 a.m. on Friday, January 9, 1981 in Room 102 of the State Capitol. All
members were present except Rep. Burnett, who was excused and Rep. Brand,
who was absent.

Chairman Nordtvedt announced that Fiscal Notes had been ordered on all bills

which indicated a possible necessity for them and that they would be available

in the near future. He then outlined the basic sequence to be followed for bill
hearings in the committee; namely, first proponents would be heard, then opponents;
after which testimony would be closed, then questions would be permitted, after
which the sponsor would be allowed to make a closing statement.

HOUSE BILLS 13, 18 and 22 were scheduled for hearing and testimony began on HB
13.

HOUSE BILL 13: Rep. Fabrega, the sponsor of this bill, said that it had been
drafted at the request of the Revenue Oversight Committee, and that it would
allow the Dept. of Revenue to use its own discretion in waiving the interest
on a tax penalty if the tax is paid within five days of its due date. At
present, the Dept. has the power to waive the penalty, but not the interest.
There were no further PROPONENTS for HB 13.

There were no OPPONENTS to HB 13. Ken Morrison, Dept. of Revenue, spoke as
neither a proponent nor an opponent, but wished to submit that the granting
of discretionary powers does cause problems for the Dept.

QUESTIONS were then asked concerning HB 13. Rep. Bertelsen expressed concern
about the potential for abuse of the discretionary privilege. Mr. Morrison
responded that the bill did not address this issue and that it was only attempt-
ing to allow the Dept. to waive the interest on a penalty it was already per-
mitted to waive. Rep. Williams asked Rep. Fabrega if there were many instances
when penalties were waived and Rep. Fabrega replied that this was not the case
to his knowledge, but the bill would allow flexibility to treat the taxpayer

as an individual. Rep. Sivertsen questioned whether the added language beginning
on Line 20 might need in its substance a reference to the five day limit.

Rep. Fabrega did not feel this was necessary. Discussion followed concerning
setting the cut-off for waiving the interest at $100. Mr. Morrison stated that
setting a limit causes problems, and that the original bill had no monetary
limit. The camittee members were in agreement, however, that a line had to

be drawn somewhere. The $100 limit was placed by the Revenue Oversight Committee.
Rep. Fabrega assured Rep. Williams that for those applying for late filing there
would still be an interest charge assessed. Mr. Morrison did not feel that
passage of the bill would cause an extra burden to the Dept. of Revenue.

In closing, Rep. Fabrega stressed that the intent of the bill was to eliminate
same of the paperwork necessary to collect a few dollars and also it would
enable the Dept. of Revenue to treat taxpayers as individuals.
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HOUSE BILL 22 was then heard. Rep. Fabrega, the sponsor, said that the bill
addressed a problem that developed last fall whereby due to a miscalculation

of income to the Foundation Program, the Superintendent of Public Instruction
levied an additional tax to the property of the state because she didn't think
the budget was going to be met. Under current law the Superintendent is
responsible for funding; if estimated needs exceed revenue, the Dept. of Revenue
must levy a property tax to fund the Foundation Program. The Superintendent

has the best ability to figure out the budget; however, the Superintendent does
not have the best abilility to estimate taxes. The revenue estimating function
should be done by the Office of Budget and Program Planning. The expense side
would still be calculated by the Superintendent of Public Instruction under

this bill. The Montana Taxpayers Association filed a lawsuit against the Super-
intendent's office because of the excessive tax levy. However, they also came
before the Revenue Oversight Committee and presented their case and the Committee
agreed with the need for the change and this bill was the result of that action.

Dennis Burr, Montana Taxpayers Association, then spoke up in favor of the

bill, stressing that it simply made some administrative changes. He also said
that some of the sources of revenue that go into the Foundation Program are

things the Budget Office is normally responsible for estimating. At present the
Superintendent's Office makes up their own estimates which might not agree with
the Budget Office estimates. It is the Montana Taxpayers Association's contention
that the Budget Office estimates are the best available. There were no other
PROPONENTS to HB 22.

There were no OPPONENTS to HB 22. Questions were then asked. Rep. Harrington
wanted to know what guaranteed that a sufficient amount of money would be in

the Foundation Program. Rep. Fabrega replied that one would have to underestimate
by 25% because the fiscal year runs out June 30, and it would be unrealistic

that the fund would ever be that drastically underestimated. Mr. Burr pointed
out that this bill did not deal with that problem and there had been another

bill drafted which would elimiate the need for a deficiency levy. The other
legislation will be suggesting that appropriations be done on a biennial basis,

so that a supplemental budget would have to be presented rather than a deficiency
levy being implented.

In closing, Rep. Fabrega stated that in the past, the revenue estimating function
had not addressed the issue of shortfall, and this bill merely deals with who
estimates the figures.

HOUSE BILL 18 was then heard. Vice Chairman Sivertsen took over the meeting, so
that Chairman Nordtvedt, sponsor of HB 18, could present his testimony. Rep.
Nordtvedt said that this bill would exempt a certain amount of interest income
fram the Montana incame tax. For a person filing a single return, the first
$1000 of his earnings from interest would be exempt, and for a joint return, the
first $2000 would be exempt. He submitted that during periods of high inflation,
most people weren't really earning money with their interest, and added that in
reality today people were being taxed for no effective earnings. This bill is an
attempt to try to treat savings in a more equitable way during periods of high
inflation. Savings are an important ingredient in the economic health of a society,
and Rep. Nordtvedt stated this bill could promote a better Montana economy.
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He added that a fiscal note was being prepared on this bill. Rep. Nordtvedt's
personal estimates based on recent IRS figures on total interest income and
deduction figures for Montana showed that $235 million was received in interest
incame in Montana. Interest expense totaled $131 million (not including home
mortgages). This amounted to a net total of $100 million in interest in-

come potentially tax-free if HB 18 were implemented. The estimated fiscal im-
pact would be about $7 million per year. Rep. Nordtvedt reiterated HB 18's
two basic goals: (1) to create equity for the person who saved during an in-
flationary econcmic climate, and (2) to create a stimulus for the economy of
the state of Montana.

Ed Sheehy, serving the National Association of Retired Federal Employees, then
spoke in favor of HB 18, see prepared statement. Bob Retquam, Montana Bankers'
Association, then expressed his agreement with all the previous testimony. He
stated that interest earned on savings becomes a very important source of income
to senior citizens. He added that the bill would also help generate saving money
within the state, money which is now being invested in government agency bonds,
because of tax exemptions provided when that avenue is used. He stated that he
would like to see the limit for interest incame set at $10,000 rather than $1,000.

Cliff Christian, Montana Association of Realtors, spoke up in support of HB 18.
He said that the construction industry needs money to be in Montana's banks in
order to borrow from them. He warned that if the construction industry couldn't
get closer to the supply side of things, prices would skyrocket. He stressed
that incentives for people to save their money in Montana, such as this bill
would provide, were sorely needed. There were no more PROPONENTS to HB 18.

Mr. Ken Morrison, Dept.of Revenue, then testified as neither a proponent nor an
opponent. He said that Congress had introduced legislation similar to HB 18,
for implementation on the national level.

There were no OPPONENTS to HB 18. Questions were then asked. Rep. Asay wanted to
know if the interest on tax exempt bonds was counted in the $1000 figure. Rep.
Nordtvedt replied that it wouldn't be, and that only income that would normally
be counted as taxable would be included. The question was raised that if munici-
pal bond buyers went to savings accounts, then would bonds become more competetive.
Rep. Nordtvedt replied that if the bill didn't stimulate more total savings, then
it would be missing one of its main objectives, which is to encourage people to
save more money. He added that some of the tax-free municipality bonds are for
higher income brackets and the $1000 cut—off in the bill ensures that the higher-
level taxpayer does not have unlimited access to tax-free status. In response to
a question from Rep. Roth, Rep. Nordtvedt stated that if one believed that in-
flation was a hidden form of taxation, then taxing interest income could be con-
sidered a form of double taxation.

Rep. Nordtvedt tnen closed, adding that presently a federal exemption for interest
incame of $200 (S400 for a joint return) exists, and there has been talk in the
new administration that this might be raised to levels similar to those in HB 18.
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The hearing on HB 18 was closed and Vice Chairman Sivertsen turned the meeting
back over to Chairman Nordtvedt. The Cammittee then went into EXECUTIVE SESSION.
Vice Chairman Sivertsen moved that action be taken on HOUSE BILL 47. Rep. Dozier
moved and it was seconded that HB 47 DO PASS; motion carried unanimously.

Chairman Nordtvedt expressed the belief that the rest of the bills up for executive
action needed to have Fiscal Notes available before they could be voted on. The
Camittee was in agreement with him.

Chairman Nordtvedt announced that the Revenue Oversight Cammittee had voted to
request that a bill be drafted to enable the Dept. of Revenue to circulate press
releases notifying the public of the higher minimum income requirement for filing
personal income taxes. The bill will be coming to the Taxation Committee and will
be put through the legislature quickly in order that the Dept. of Revenue can get
the information out prior to the 1981 Income Tax filing deadline.

Regarding the windfall profits tax, Rep. Vinger announced that Congressman

Melcher was introducing some legislation which would help the small owner. Rep.
Vinger wanted to know if there was anything the lLegislature could do to help
expedite passage of the bill. Vice Chairman Sivertsen requested a copy of Congress-
man Melcher's bill for the Committee members to take a look at. Chairman Nordtvedt
announced that there were a number of Revenue Oversight Cammittee reports available
for viewing at the Legislative Council, and that much of the material covered in
them would be pertinent to legislation this Cammittee will be considering.

Rep. Underdal suggested that mailgrams might be sent to Congressman Melcher on

an individual basis to show support of his proposed legislation. Chairman Nordtvedt
added that ultimately a House Joint Resolution could be drawn up, if this was the
will of the lLegislature.

The meeting adjourned at 9 a.m.
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I am Ed Sheehy, a retired Federal Employee. I live at
1731 Fifth Avenue in Helena.

I am currently serving as Legislative Chairman for the
Montana Federation of Chapters, National Association
of Retired Federal Employees.

One of our principa 1 Legislative Priorities for 1981 as
indicated by the Membership throughout the State,is the
exemption from State income tax for interest earned on

savings.

Inflation is the Number One problem facing Montana's Senior
Citizens. What little savings they have accumulated has
eroded in value due to the decline of purchasing power of the
dollar set aside for the "rainy day". This is why we are
here to support House Bill 18 and urge this committee to
recommend that it do pass.

I am also submitting a brochure prepared by the Montana
Joiint State Legislative Qmmmittee, NRTA AARP that indicates
their interest in this legislation.

Thank you for the opportunity to appear here.

iy
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STATE or MONTANA

DEPARTMENT OF REVENUE

MITCHELL BUILDING
HELENA, MONTANA 59601

January 8, 1981

MEMORANDUM

TO: House Taxation Cammittee 7
ALY

FROM: Ellen Feaver, Director ?l/%/ L5

Department of Revenue Comment on HB 17.

The Department has requested lLegislation which will raise the
interest rate on delinquent income and corporation tax to 15%. The
Comittee may wish to note the possibility that a much higher interest
rate for delinquency may be enacted. It may not be desirable to have
the state paying a 15% premium on overpayments.

TAX. 19
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— STANDING COMMITTEE REPORT

............... January 13, o .el3d.
LAY
MR, A e
-~
We, YOUr COMMITIEE ON Loiitiiiiiiiiriieaeiecaaeeieeeer s enniasneas TAXA‘Ioa ................................................................................
having had under CONSIARIratION wc.euiiiiiiiccie e Eou:e .............. Bill No. 13 ..........

A DILL FOR AX ACT LNTITLED: “AF ACT TC ALLOW THE DEPARTNEET OF REVENUB
TO WAIVE INTCREST UPCH DILINQUENT TAXES AED PLEALTIES I¥ CEETAIN CRSES;
BNEXDING SECTION 15-1-20€, MCA.®

.-
Respectfully report as TOHOWS: That.....ccueriiiriir et cereearer e s e r e e s ?Ouse ................ Bill No13 ..........
DO PASS

;
!
xe .;....:en...xcnrdtve-a.t ............................ .. ------------------
STATE PUS. CO. P Chairman.

Heiena, Mont. 1



STANDING_COMMITTEE REPORT

..... Bareh e 1983
SPEAKER:
MR K ..........................................
. TARATIOR
WV, Y OUT COMIMUITIEE OM oiiiririiiniiiirereeieittiuteieeeeeeeeee nteseraesssnesasneresssraseessssaanstesnuntanssssssaserenrasesnesiossenmtnsseseneniseessnsssmaeesensanas
having had under CONSIAEIATION «o.ociiiii et e et et e e aneseae e s e s e e Bou’e ....... Bilt No. 18 ...........

& BILL FOR AE ACY IHTITLED: “2¥ ACT 0 REDUCE IXDIVIDUAL IRCOME TAX
OH IZTEREST IWCOME ILARXNED BY 2 TAXPAYER:; ANEHDING SECTIOA 15-356-111,
MCA."

Respectfully report as follows: Thatn‘”Jse ......... Bill No..!.gl. ...........
introcuced (white), be amended as follcus:

1. Title, line 7.

Following: “HCA"

Insert: ¥; AYD PROVIDING A% APPLICARILITY DATEF

2. Fage 2, iine €. .,

Following: ‘“yeaxr” v
Irsert: "in excess of Lis interest expenne for the taxahle yesr,
excluding interest expense on a principal residence,®

3. Page 3.

rollowing: line 14

Insert: “Secticn 2. Apnlicability. This act applies to taxable
ycars beginning after December 31, 1380."

AID AS S0 AMEUDED
DO _PASS

..... Keﬂ...gordtv&t.’.........................................................

STATE PUB. CO. Chairman.

Helena, Mont.



STANDING COMMITTEE REPORT

4/' ) : 4
January 14, 1981
SPEZAYIR:
1Y = PR
TAXATIOXR
L Yo YU g oY1y 0 T3 4 U=T -2 o1 o OO UGSV UUIPPRSO VPRIV SSTPPRP SRS ST TP
Heuse .
having had UNAer CONSIAEIATION .ooiviiaiiieie ettt ettt e b e e e ens Bill No. ..o,

A BILL PCE AN ACT EXTITLED: “AY ACT TRAZSPERRIHG RTSPOUSIEILITY FOR
THE CALCULATION OF THE FOUXDATION PEOGRANS’S ADDITIONAL STATE LEVY POR
STATE DLPICIERCY AXD STATE PLRHMISSIVE DEFICIERCY LEIVY FROX TER
SUPERIMTERDENT OF PUBLIC IHSTRUCTION TO THE GOVERHOR'S BUDGET DIRECTOR)
AMIUDIRG SECTIOHNS 20-9-351 AND 20-9-352, HCA."

Respectfully report as fOllows: That. . e e

introduced (white), be amended as follows:

l. Title, line 10.
Following: "HCA® _
Insert: “; AND PROVIDIKG ASX IMMEDIAYE EFFECTIVE SATE"

2. Pace €. S
rollowing: line 25. T
Insert: “Section 3, Effective date. This act is effective on

passage and approval.”

ALD AS AMENDED
-BO-PASS

............. B B AR s
STATE PUB. CO. Tan Fordtvedr, Chairman.
Helena, Mont.



