MINUTES OF THE MEETING OF THE HOUSE TAXATION COMMITTEE
March 4, 19383

The meeting was called to order at 8:00 a.m. by Chairman
Yardley. Roll call was taken and all committee members

were present except Representatives Harp, Harrington, Keenan,
and Neuman, who were excused. Representatives Harrington,
Keenan and Neuman came into the meeting later.

Testimony was heard on SB 163, SB 189, HB 841 and HB 866.
Executive action was taken on HB 160, HB 599, HB 631, EB 713,
HB 723, HB 735, HB 753, HB 866, SB 73, SB 110, SB 163 and

SB 189.

HOUSE BILL 866

REPRESENTATIVE WALTER SALES, District 79, sponsor of the bill,
asked the committee to table HB 866. House Bill 866 is an act
to provide for a sale by advertisement of property in county
rural improvement districts and city special improvement
districts in lieu of a tax sale on such properties when assess-
ments become delinquent. Representative Sales said the bill
was intended to be a vehicle by which counties, cities and
towns could accelerate the collection of delinguent taxes on
special improvement districts and rural improvement districts.
The bill does not do what it was intended to do. He said

if he has an opportunity to work out the problems with the
bill in the next couple of weeks, he will bring something back
to this committee.

The hearing was'closed on HB 866.

SENATE BILL 189

SENATOR CHET BLAYLOCK, District 35, sponsor of the bill, said

SB 189 is an act to generally revise and clarify the light
vehicle fee statutes; to provide that the amount of the fee

for light vehicles be a whole dollar amount; to clarify the

fee category that applies to 8-year-old vehicles; and to pro-
vide clarification of light vehicles eligible for reimburse-
ment. Senate Bill 189 was introduced to clear up problems that
arose in the counties on the flat fee licensing system. This
bill will allow the county officials to round the amount charged
per vehicle to the nearest dollar amount.

Proponents

ELLEN FEAVER, Director of the Department of Revenue, said the
county commissioners and treasurers have complained about the
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extra work caused by not rounding off the amounts to the nearest
dollar amount. As the statutes read now, literally, the 8-vear-
0ld cars do not have to pay a fee at all. This bill fixes that
problem. She said the bill also states that in order to be
eligible for reimbursement payment, a light vehicle might be
such that it would have been subject to ad valorem tax if it

had been registered prior to January 1, 1982.

There were no opponents testifying on SB 189.
SENATOR BLAYLOCK closed his presentation on SB 189.
The hearing was closed on SB 189.

SENATE BILL 163

SENATOR FRED VAN VALKENBURG, District 50, sponsor of the bill,
said SB 163 is an act raising the public contract value limit

for exemption from license fees; and raising the public contract
value limit in defining a public contractor. Senator Van Valken-
burg said the bill raises the limit that is the minimum amount
considered as a public contract from $1,000 to $5,000. The bill
was introduced upon request of the Missoula County commissioners.
Senator Van Valkenburg said when this bill was heard in the
Senate, there was no opposition from contractors or the Depart-
ment of Revenue.

Proponents

ELLEN FEAVER, Director of the Department of Revenue, said SB 163
is a good bill that will lower the hassle level of local govern-
ment.

BILL OLSON, representing the Montana Contractors Association, said
as long as those agencies go to competitive bids, the association
he represents has no problem with the bill.

There were no opponents testifying on SB 163.

SENATOR VAN VALKENBURG closed his presentation on SB 163.

The hearing was closed on SB 163.

HOUSE BILL 841

REPRESENTATIVE JERRY DRISCOLL, District 69, sponsor of the bill,
said HB 841 is an act to exempt tips from Montana income tax
liability. The federal law that was passed, said 8% of the
gross of restaurants shall be tips and shall be reported as
income.

REPRESENTATIVE DRISCOLL said the fiscal note for this bill is
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based on 5% being the average tax rate. 1In order to get to

%, a walitress would have to have a taxable income of $7,000
per year. The average income of waitresses/waiters is $5,000
per year. Therefore, Representative Driscoll said he believes
the fiscal note is incorrect.

REPRESENTATIVE KEENAN was present at the meeting at this time.

Proponents

NADIEAN JENSEN, representing the Montana State AFL-CIO, said

they support HB 841, She said tipped employees already pay

a federal tax on tips, and new regulations of the I.R.S. have
created a great amount of misunderstanding. The I.R.S. gave
employers the impression that they had to withhold an amount
equaling 8% of their gross sales, from the paychecks of waiters
and waitresses. What happened was that for some employees, the
employer withheld the amount of their entire paycheck. Some

even ended up owing the employer, even though their tips had

not equaled the stated amount. Now the I.R.S. says that employers
are not required to withhold 8% of the total food and drink
served by an employee, but only to note it on the employee's

Wi-2 form at the end of the year. But there is still a lot of
confusion, and employees will have to keep detailed daily records
of the tips they earn, or they will have to pay 8%. The people
this bill would most affect are waitresses. They are barely able
to exist on the low wages which they receive. Many of them

make very minimal tips. With over 40,000 people unemployed in
this state, and most of the rest of us feeling the financial
crunch of the economic recession, most people who eat out are
leaving much smaller tips than they might like to. For the most
part, the Montana State AFL-CIO opposes tax breaks, at least to
industries like the o0il and gas industry. But for these low-
paid workers, we believe this break is a fair and just one. She
asked this committee to vote for HB 841.

FRANK SULLIVAN, president and business representative of Hotel
Employees and Restaurant Employees Local 457, AFL-CIO, Butte,
Montana, read a prepared statement in support of HB 841. He
said he is also testifying on behalf of the state Culinary and
Bartenders Alliance of Montana. He said they support this bill
because it gives some much needed assistance to some of the
lowest paid workers in this state. Most of the tipped employees
in Montana are waitresses. If they are union waitresses, they
make $3.35 per hour. That is not much, but it is still better
than the minimum wage level of many non-union waitresses who
make only $2.75 per hour. Most of these waitresses are women,
many of whom are single parents and the sole support of their
families. Their low hourly wage is supplemented to some degree
by the tips which they receive. But of course, tips are voluntary
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gratuities, not a set rate, which they can depend on. The amount
in tips they make depends on what kind of establishment they

work in, what shift, and what days they work. Many of them are
now working reduced hours, because of the economic recession.
And, because everyone is struggling to make ends meet, many of
those who are tipped employees find they are getting fewer and
smaller tips. This bill will help hard-working, low-paid workers
who realy need the assistance. He asked for this committee to
vote for HB 841,

SANDI OTTEN, employed by Jorgenson's Restaurant, spoke in support
of HB 841. She gave examples of waitresses getting 2% tips but
yet the federal government wants to tax on an 8% basis.

CELINDA LAKE, representing the Women's Lobbyist Fund, said feder-
al income tax law has changed to require restaurants to report

at least 8% of their gross sales as estimated tips. Montana
income tax laws have traditionally followed the federal. How-
ever, this change in the law does not give enough consideration
to tip differences depending on location, shift and type of
restaurant. Women are particularly likely to work in restaurants
where they earn less than 8% of the gross in tips. They will

be taxed for income they do not make. Many waitresses are

also single parent heads of households, displaced homemakers
newly returned to the job market, and older women who are single
heads of households. These women are currently now eligible

for additional economic assistance. If their incomes are
overestimated, that may remove their eligibility and rather than
gaining money for the state, there will be a disincentive to work.
The Women's Lobbyist Fund encourages the passage of HB 841 which
they believe more accurately reflects the economic reality of
Montana.

REPRESENTATIVE BOB DOZIER, District 61, said the new federal law
is causing problems. He said the fiscal note is a joke. He
said the statement, "It is assumed that the new IRS withholding
>f tip income will result in the reporting of 8% of the retail
sales. The IRS estimates an average tip of 14% for the mountain
states. The difference is assumed unreported to the Department.”
accuses employees of lying about their income. The fact is the
amount earned in tips is reported but the employees just did not
get as much in tips as the Department of Revenue expected.
Representative Dozier said it is bad to charge taxes on assumed
income. He said we cannot change federal law so we are trying
to get some justice with HB 841.

EUGENIA COLLINS, representing Hotel and Restaurant Employees #56,
in Billings, said with the new federal law, management and labor
are on the same side of the fence for once. She asked the
committee to support HB 841.

ELLEN FEAVER said she was appearing as neither an opponent nor
a proponent. She said HB 841 deals only with income tax, not with
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withholding tax. If HB 841 passes, this committee should also
amend Section 15-30-202, which deals with withholding. She
offered to prepare some amendments for the committee.

There were no opponents testifying on HB 841.

REPRESENTATIVE DRISCOLL, in closing, said even though this state
is in trouble, budgetwise, we should not try to balance the
budget at the waitresses' expense.

Questions from the committee were heard at this time.

REPRESENTATIVE WILLIAMS said there are some restaurants that
charge 15% onto the bill for tips. Is that amount shown on the
employee's record? Representative Driscoll said the W-2 form
shows wages received and tips received.

REPRESENTATIVE NEUMAN asked what the average percentage of tips
received is. Sandy Otten said the average tip at the restaurant
she works at is between 5% and 10%.

CHAIRMAN YARDLEY asked if this type of bill wouldn't be unfair
to janitors who make the minimum wage but have to claim all

their income. Representative Driscoll said we are not exempting
waitresses' income, just the tips. Janitors do not receive tips.

The hearing on HB 841 was closed.

At this time, Chairman Yardley called the meeting into Executive
Session.

EXECUTIVE SESSION

CHAIRMAN YARDLEY passed out copies of a fact sheet on the new

tip reporting requirements from the IRS. He said the representa-
tive from the IRS said she could not lobby but wanted the members
of this committee to have the fact sheet. (See EXHIBIT 1.)

CHAIRMAN YARDLEY passed out covies of information prepared by

Jim Oppedahl, legislative researcher from the Legislative Council,
which shows the fiscal impacts of the bills left in committee

to have action taken on. (See EXHIBIT 2.)

REPRESENTATIVE HARRINGTON was present at the meeting at this
time.

House Bill 713

REPRESENTATIVE SWITZER moved HB 713 DO NOT PASS.

REPRESENTATIVE DOZIER said there was an amendment offered to
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have HB 713 include just the weatherization program. He said
the weatherization program pays off. It is cheaper to buy back
gas from the user than it is to find natural gas in Montana.

REPRESENTATIVE NEUMAN said only 60% of the houses in the state
are heated with natural gas. Only half of the people using
natural gas subsidize everyone else using natural gas..

The motion was voted on and PASSED. All committee members voted
ves except Representatives Keenan, Dozier, Nilson, Harrington,
and Ream, who voted no. Representative Harp was excused.

- House Bill 735

REPRESENTATIVE DOZIER moved HB 735 DO NOT PASS. He said anyone
who listened to the testimony realized this is an unworkable
solution. The bill does not do what it was intended to do.

The motion was voted on and PASSED unanimously. Representative
Harp was excused.

House Bill 747

CHAIRMAN YARDLEY passed out copies of offered amendments to HB 747.
(See EXHIBIT 3.)

REPRESENTATIVE DOZIER asked if we are creating a problem by taxing
another federal agency. Chairman Yardley said this bill would
tax the users.

REPRESENTATIVE ASAY said the people east of Townsend pay taxes
on the power line now. The people west of Townsend do not.
There is a certain amount of equity to tax all users.

REPRESENTATIVE DOZIER said this bill is so broad. We are taxing
every person who is a beneficial user of a tax exempt company.

ELLEN FEAVER said HB 747 is limited to centrally assessed property.
She said privilege taxes are assessed now, in part, on leased
property. On any Indian reservation, there are buildings that
non-Indians use to practice medicine, law, etc. Because the
building is a tribal building, the tribe does not pay taxes on

the building but the user of the building has to pay beneficial

use taxes.

REPRESENTATIVE BERTELSEN said if we do not establish this process,
anyone who wants to build something in the state could talk the
federal government into building it and then Montana would receive
no taxes from what was built.

REPRESENTATIVE VINGER asked if this bill was going to be amended
to include only 500KV and larger. Chairman Yardley said that 1is
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not included in the offered amendments. Ms. Feaver said the
department could look into that if this committee wants to
delay action on the bill.

REPRESENTATIVE WILLIAMS said he has trouble with the overall
scope of the bill. He is concerned with what will happen if
the bill passes.

CHAIRMAN YARDLEY said Montana Power Company is paying a huge
property tax now on the line which means the consumers are
actually paying for that property tax through increases in
power rates.

CHAIRMAN YARDLEY asked the Department of Revenue to provide
this committee with information as to what Montana statute
this bill applies to, if the bill passes.

CHAIRMAN YARDLEY said this committee will hold off on acting
on this bill today.

House Bill 753

REPRESENTATIVE DOZIER moved HB 753 DO PASS.

REPRESENTATIVE ASAY asked if this bill includes businesses that
duplicate existing businesses or if the bill applies just to
new businesses.

REPRESENTATIVE NORDTVEDT said he opposes the bill. Upfront
subsidies are not the way to create new business climates.

REPRESENTATIVE WILLIAMS asked how fair this bill is to existing
businesses. This bill favors new businesses over existing businesses.

The motion was voted on and FAILED. All committee members voted
no. Representative Harp was excused.

REPRESENTATIVE BERTELSEN moved HB 753 DO NOT PASS.

The motion was voted on and PASSED. All committee members voted
yes except Representative Jacobsen, who voted no. Representative
Harp was excused.

House Bill 841

REPRESENTATIVE ASAY moved HB 841 DO PASS.

CHAIRMAN YARDLEY asked if the committee wanted to wait to vote
on this bill until the amendments were received (concerning the
withholding). The committee said they would like to wait.
Chairman Yardley asked Ms. Feaver to prepare those amendments.
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House Bill 858

REPRESENTATIVE VINGER moved HB 858 DO PASS.

REPRESENTATIVE ASAY asked if this committee could look at
changing the percentage withheld from the face value of the
insignia.

REPRESENTATIVE NORDTVEDT said that is a cost of doing business.
Why should the government absorb that cost?

REPRESENTATIVE ASAY asked if the wholesalers have to buy the
equipment to affix the stamps. Representative Bertelsen said
yes.

REPRESENTATIVE REAM said testimony on HB 511 alluded to the
fact that HB 511 would have an effect on HB 853. The 3% would
be raised if HB 511 passes. -

REPRESENTATIVE NORDTVEDT made a substitute motion that HB 858.
DO NOT PASS.

A roll call vote was taken on the motion. The motion FAILED
because of a tie vote. All committee members voted yes except
Representatives Abrams, Asay, Devlin, Harrington, Jacobsen,
Nilson, Underdal, Vinger and Zabrocki, who voted no. Representa-
tive Harp was excused.

REPRESENTATIVE DEVLIN proposed an amendment to have the percentage
on a graduated scale. The percentages would be 6% on the first
30,000 cartons sold, 5% on the next 30,000 cartons sold and 4%
over 60,000 cartons sold. He moved the amendments.

REPRESENTATIVE WILLIAMS asked if there would be any problems
administering a graduated scale. Ms. Feaver said no.

REPRESENTATIVE ASAY said he thought the equipment should be
provided by the state since the wholesalers are providing a
service for the state.

The motion on the amendments was voted on and FAILED because of
a tie vote. All committee members voted yes except Representa-
tives Asay, Bertelsen, Keenan, Neuman, Nordtvedt, Ream, Switzer,
Williams and Yardley.

REPRESENTATIVE NILSON moved to pass action on HB 858 for the day.

The motion was voted on and PASSED unanimously. Representative
Harp was excused.

House Bill 866

REPRESENTATIVE JACOBSEN moved to TABLE HB 866.

The motion was voted on and PASSED unanimously.
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House Bill 723

REPRESENTATIVE KEENAN moved to TABLE HB 723.

The motion was voted on and PASSED. All committee members
voted yes except Representatives Dozier, Jacobsen, Nordtvedt,
Ream, Switzer and Vinger, who voted no. Representative Harp
was excused.

Senate Bill 73

REPRESENTATIVE DOZIER moved SB 73 BE CONCURRED IN. All SB 73
does is to authorize the withholding on income of National
Guard reserve people.

The motion was voted on and PASSED. All committee members
voted yes except Representative Switzer, who voted no. Repre-
sentative Harp was excused.

CHAIRMAN YARDLEY appointed Representative Dozier to carry SB 73
on the floor of the House.

Senate Bill 110

REPRESENTATIVE NORDTVEDT moved SB 110 BE CONCURRED IN.

The motion was voted on and PASSED unanimously. Representative
Harp was excused.

CHAIRMAN YARDLEY appointed Representative MNordtvedt to carry
SB 110 on the floor of the House.

Senate Bill 163

REPRESENTATIVE ASAY moved SB 163 BE CONCURRED IN.

The motion was voted on and PASSED unanimously. Representative
Harp was excused.

CHAIRMAN YARDLEY appointed Representative Ream to carry SB 163
on the floor of the House.

Senate Bill 189

REPRESENTATIVE WILLIAMS moved SB 189 BE CONCURRED IN.

The motion was voted on and PASSED unanimously. Representative
Harp was excused.

CHAIRMAN YARDLEY appointed Representative Williams to carry SB 189
on the floor of the House.
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House Bill 511

CHAIRMAN YARDLEY asked for a consensus from the committee
regarding the amendment to increase the excise tax by 1/4¢
and that amount go to the Montana airports for maintenance.

REPRESENTATIVE ASAY said that money would be used as matching
money for federal dollars for airports (10% state money and
90% federal money). The money would be repaid by the users
and the money would go back into the fund. It will be a
rotating fund. This money is collected in Montana and should
be returned to Montana to provide airports of Montana with
money for maintaining the airports.

REPRESENTATIVE WILLIAMS said he opposes the amendment because
he thinks it is improper to use cigarette tax money for the
maintenance of airports. The fuel tax was the most fair way
to finance airports.

REPRESENTATIVE DOZIER said he is going to vote against HB 511
but would like to see the amendment on the bill.

REPRESENTATIVE NORDTVEDT said he doesn't think the cigarette
tax should go to funding airports. That money could be raised
locally if it is really needed.

REPRESENTATIVE REAM asked if HB 573, increasing the aviation
fuel tax, could be used for federal matching money. Representa-
tive Williams said he understood it did.

REPRESENTATIVE KEENAN said Representative Schye, sponsor of HB 573,
had additional information on the bill which she was going to
present to this committee but hasn't received the information

yvet.

REPRESENTATIVE WILLIAMS said Representative Winslow brought up

a good point, having the increase in the cigarette and alcohol
taxes going to human services funding. However, Representative
Williams said he didn't want to see that proposal interfere with
the long-range building program. He said we could take Representa-
tive Winslow's amendment out of the alcohol tax increase but not
out of the cigarette tax increase.

REPRESENTATIVE VINGER said why should cigarette and alcohol taxes
pay for these programs when it was originally set up to benefit
service people.

REPRESENTATIVE NORDTVEDT said this is a tax raising measure for
general fund money. The purpose of this bill was to increase
the bonding without affecting the amount of money that flows
into the general fund. He said he doesn't want to see this
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money go to building a new building for the Department of
Natural Resources.

REPRESENTATIVE DOZIER said he thinks HB 511 is a dishonest
bill because all it does is pump money into the general fund
through the back door. The whole concept of HB 511 is a big
lie and a sham.

REPRESENTATIVE WILLIAMS asked if there is some way to get some
control on the long-range building proposals as to what is
proposed.

REPRESENTATIVE NORDTVEDT said the Long-Range Building Committee
should be told that there is a lot of resistance to building
the Department of Natural Resources building.

REPRESENTATIVE WILLIAMS said he liked the way HB 511 was put
together except for the Department of Natural Resources building.

CHAIRMAN YARDLEY said this committee will pass consideration on
HB 511 for the day.

House Bill 599

REPRESENTATIVE ZABROCKI moved HB 599 DO NOT PASS.

The motion was voted on and PASSED unanimously. Representative
Harp was excused.

REPRESENTATIVES DOZIER, KEENAN, and HARRINGTON left the meeting
at this time.

House Bill 631

REPRESENTATIVE NORDTVEDT said this bill puts more fairness in
all the tax roles than any other bill. He suggested amending

the effective date so that this bill could be passed without
a hugh fiscal impact.

REPRESENTATIVE BERTELSEN moved HB 631 DO PASS.

CHAIRMAN YARDLEY said this committee could amend the bill, putting
on a delayed effective date because the executive and legislative
fiscal analyst's budgets do not reflect the fiscal impact from
this bill.

REPRESENTATIVE BERTELSEN moved to amend the effective date on
HB 631 from December 31, 1982 to December 31, 1983.

The motion was voted on and PASSED with all committee members
present voting yes except Representative Neuman, who voted no.
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REPRESENTATIVE BERTELSEN amended his motion to HB 631 DO PASS
AS AMENDED.

The motion was voted on and PASSED. All committee members
present voted yes except Representative Neuman, who voted no.

House Bill 160

REPRESENTATIVE VINGER moved HB 160 BE TABLED.

REPRESENTATIVE NORDTVEDT recommended that people who wanted to
support this bill take the approach offered in HB 740.

The motion was voted on and PASSED unanimously by all members
of the committee present.

House Bill 550

CHAIRMAN YARDLEY asked how many committee members would support
HB 550. Only three committee members said they would.

MS. FEAVER said since this bill has such an impact on the banks,
the committee may want to consider it with the other bank bills.

CHAIRMAN YARDLEY said this committee will hold action on HB 550
until a later date.

The meeting was adjourned at 10:30 a.m.
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NEW TIP REPORTING REQUIREMENTS

The Tax Equity and Fiscal Responsibility Act of 1952 has created new
reporting requirements for large food and beverage establishments on
employee tips. There is much confusion over how the new requirements will
affect the paycheck of your employees and what owner/operators are required
to do.

This new law does not change existing laws which require employees
who receive tips to report them to their employer on a monthly basis.

The foilowing guidelines will help you understand the changes.

COVERED ESTABLISHMENTS
This law generally applies to a business, if the business:

1. Provides food or beverages that will be eaten on the premise by the
general public.

2. Is one in which tipping is customary, and

3. Usually employs more than 10 people on a typical business day.

GENERAL RULES

If the employees of your business voluntarily report tips fox; the payroll
period totaling at least 8 percent of gross receipts, as édjusted, you do not
have to allocate tips.

However, if less than 87 is reported, you must allocate the shortfall for
the period to directly tipped employees. The short fall is an amount equal to
the difference between 8% of the gross receipts and the tip amounts reported
by employees for the period.

(MORE)
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1

THIS LAW DOES NOT CREATE A NEW TAX. The law establishes a minimum
amount for tip income that you must include on the W-2 of a directly
tipped employee.

THERE IS NO WITHHOLDING FOR INCOME TAX OR SOCIAL SECURITY TAX ON.
THE PORTION OF TIPS "ALLOCATED" FOR W-2 PURPOSES TO YOUR EMPLOYEE.
However, you must continue, as in the past, to withhold income and social
security tax on the wages and tips ''reported" by your employee and on

tips in your control, such as, service charges.

RATE REDUCTION

An employer who believes the 8. rate should not apply to his
business may apply in writing to the District Director of Internal Revenue
Service in Helena, with all applicable facts, for a lower rate.

The request must detail all facts and circumstances which would
clearly show that tipped employee's average rates are less than 87.. For
example, such information might include the charged tip rate, the type of
establishment, menu prices, the location of the business, and the amount of
"gelf-service'" required.

IRS can reduce the rate, but not lower than 5%, 1f circumstances

warrant a change.

EFFECTIVE DATE
You are required to begin allocating tip income to empldyees who did
not report 87 of gross receipts effective April 1, 1983. The allocations
are to be done by payroll period or by a period of time selected by the

employer that does not exceed thirty-one days.

(MORE)
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. ALLOCATION RULES

If you afe required to allocate because the tips your employees
reported did not meet the minimum floor, you may allocate by a '"good
faith agreement" or by an "allocation based on regulation’., Each method
is explained below.

The word allocation means that you will be assiéning income to your
employee to bring the tips they reported to you up the the minimum floor.
This allocated income is shown on the W-2 of the employee at the end of
the year, along with wages and reported tip income. The W-2 is being
revised to show a separate block for this amount.

"GOOD FAITH AGREEMENT"

You may use this method when you and two-thirds of your tipped
employees agree in writing how the shortfall should be allocated. The
agreement must include:

'i. A good faith approximation of actual distribution, and

2. Be adopted at a time when there are tipped employees in each
occupational group.

The agreement must be effective on the first pay period, thirty days
after its adoption. The agreement must end on the last day of the calendar
year in which it was adopted. |

A good faith agreement can be revoked at the start of a pay period, if
50% of the tipped employees in the occupational categories agree to the
change. (

UALLOCATION BASED ON REGULATION"

The process of allocating income under this method requires that you:
1. Determine the shortfall for the business.
2. Use a computation to determine i1f each employee has actually

(MORE)
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reported 8% of the employees portion of gross receipts, as
adjusted, for the business,

3. Exclude employees who have reported at least 87 from the next
step in the calculation because they have met the requirement of
the law,

4, Use mathematical ratios and computations to distribute the short-
fall to directly tipped employees who did not report at least 87
of gross receipts as adjusted for the period.

IDENTIFICATION NUMBER
Each business must have a 15 digit identification number. The first
9 digits are the employer's identification number (EIN), the 10th digit
establishes the type of food and beverage establishment, and the last 5

digits differentiate between multiple establishments reporting under the

same EIN,

REPORTS REQUIRED b
Each covered business must file two separate reports for 1983. The
first report covers the first quarter of 1983 only, and the second covers
the remaining three quarters of the year.

FIRST QUARTER REPORT MUST INCLUDE:

1. Total gross receipts, as adjusted, from food and beverage sales,
-2, Total charge receipts, as adjusted, on which there were tips,
3. Total tips on such charge receipts,

4. Total reported tip income and total mandatory service charges of
less than 107,

5. The name and SSN of each tipped employee, and

6. The wages and tips paid to each tipped employee.
NOTE: Receipts from carryout sales and sales with mandatory service
charges of 107 or more must be subtracted from gross receipts from food
and beverage sales or from total charge receipts to arrive at gfoss

(MORE)
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receipts, as adjusted and total charge receipts, as adjusted.

BALANCE.OF THE YEAR REPORT MUST INCLUDE:

1. Categories 1 through 4 on this report, and

2, The name, SSN and amount allocated to each employee, if tip
allocations are made.

FORMS TO FILE

Reports are to be filed on Form 8027 and transmitted to IRS with
Form 8027T,

WHEN TO FILE

At present you must file both reports together on or before the last
day of February, 1984, At this time, information on the first quarter
report for 1983 will be separately stated on the 1983 Form 8027 calendar
year return due on the last day of February, 1984, A separate filing
for the first quarter is not required.

..You must report on an annual basis. The report is due on or before
the last day of February of the following year, i.e. February 28, 1985;

February 28, 1986, etc.

EFFECT ON EMPLOYEES

If the combination of allocated tip income and reported tip income
on the W-2 doesn't match your employees own day by day records of "actual"
tip receipts, your employee is only required to report "actual" tip
" receipts on their federal tax returns (which could be more or less than
the amount allocated to them on their W-2s), ‘

The allocation is a guideline for IRS; it is not a mandatory amount
to be included in income on the return IF good records are available.

You do not deduct any money from the paycheck of your employees

because of the allocation process.

Deductions are computed only on regular wages and reported tip income.

(MORE)



TIP REPORTING : 6-6-6-6
« _EFFECT ON EMPLOYERS
If your employees fail to correctly report tip receipts to you or
to the IRS, you are not liable to make any payments to IRS because of
the error. An employer is not liable to any employee if an amount is

incorrectly allocated, provided one of the two acceptable methods of

allocation was used,

QUESTIONS ON THE IAW
Please call IRS in Helena toll-free (1-800-424-1040) if you have

questions concerning this law,
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EXHIBIT 3
3-4-33

AMENDMENTS TO HOUSE BILL 747

(1) Page 2, Line 1
Delete: 'gross"
Insert: 'market"

(2) Page 2, Line 24
After:  "like Properties;"
Delete: "and tax exempt property subject to the'

(3) Page 2, Line 25
Delete: '"provisions of Title 15, Chapter 24, Part 12;"

(4) Page 3, Line 4
After: "(5) the gross proceeds of coal mines"
Insert: "; and"

Add: "(6) tax exempt electric power or transmission lines."




2 Empld);;rTs name, address, and ZIP code

NORTHERN HOTEL
BROADWAY & FIRST AVENUE NORTH
BILLINGS, MONTANA 37104

3 Employer's identificaligg number

4 Employer 5 state number

81 B1-0§08210 b67083-856-7010
5Stat. em-  De- Pension  Lega! 942 Sub- Cor- v HCUSE
ployee ceased  plan rep. emp total rection oid BILL
g o 0o o o ao o O a1
[] 7 Advance EIC payment
‘ 9 Federal income ax withheld 10 Wages. tips, other com'gensanon 11 FICA tax withheld g
675,58 7, 7.37
13 FiCA wages 14 FICA tips
5,68%96.01 1,527.40

18 Employer's use

17 State income tax

233 .34

18 State wages. tips. elc.

7423.41

19 Name of State t

HONTAHA

20 Local income tax

21 Local wages. tps. e'c

22 Name of locality

Copy 2 To be filed with employee’s State, City, or Local income
tax return. Employee’s and employer's copy compared. []

Wage and Tax Statement 1982

—— —

1 Control number
- Pei édded ..

2 Employer's name, address, and ZIP code

——e

OMB No. 1545-0008
i LI .

4 Employer’s state number

3 Employer's identificalipn number

[ : Lot ayTas) (SRR

NDRTHERN HOTEL i - ;
, |81 s1~0jos10 | 87063-58~
BROADNAY. & FIRSBT AVENUE NORTH CNEFEL e B w So-rolo N
BILLINGE, MONTANA 59101 0. 0. 0.0 00 o o '
it 8 e e 7_Mvanco EIC payment ’

DRI T T T ‘
S Py [SEA PN

10 Wages, tips, other compansation -

11 FICA tax withheid

427,16

8 Employse's social security number 9 Federal income tax withheld -

: . 13 FICA wages " ] 14 FICA tips
(} " 3,981,481 L 2,393.8%
18 Employer's use . . ,
et Ty ey bl e
29 BT RS T N R PO =
e 17 state income tax 18 State wages, tips, etc. |19 Name of State - ..
| 1 2 Dot o . ~ 3
S | e dBB.B3 0o 6378.48 | MONTANA| |
T 20 Local income tax 21 Local wages. tips, etc. 22 Name of locality
ERTAAN RN = At T ]

Form W-2 Wage and Tax Statement 1982

Depertment of the Treasury—intemal Revenue Service Copy C For omploy eo’s records

This lnformatlon is being furnished to the Internal Revenue Service.

I
’ 1 Control number ~
2 Employer's name, address, and ZIP code 3 Employer’s identification number 4 Emplayer's State number
NORTHERN HOTEL S1 91-0308210 67043~86-7010
BROAD”AY Z- FIRST AUENUE NORTH Ssllal. em- De- Plension I'.egal 942 ‘Sulb' S:ort-‘ Void
BILLINGS, MONTANA S9101 000 O o0 o0 oro
[} 7 Advance EIC payment
18 Federal income tax withhetd 10 wages. tips. othsr compensation . 11 FICA tax withheid
638.34 $,311.17 334.57
e 13 FICA wages - ~ 14 FICA tips
5,784.17 £ 335.0%
16 Employer's use
17 State income tax 18 State wages, tips. etc 19 Name of State
38.74 3511.17 MONTAMNA
/ 20 Local income tax 21 Local wages. lips. efc 22 Name of locaiity
N\

Department of the Treasury

C For employee's records
nternal Revenus Service

Cop
Form W-2 Wage and Tax Statement 1980 This information is gamg furnished:to the Internal Ravenue Service.

o4 ———

jo. ——— s i,
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STATE OF MONTANA H 6 Y {
DEPARTMENT OF ADMINISTRATION

TEDGSCSEWINDEN
c:/bqéirr2637121261ail72

TO: Dave Ashley
Deputy Director

FROM: Marvin Eicholtz
Management Analyst
DATE: March 3, 1983

SUBJECT:  pERT BREAKDOWN FOR EXISTING AND NEW DEBT

You requested a breakdown of existing debt and new debt by state
share and other sources. The following analysis breaks down the debt
for fiscal years 1982-1985.

EXISTING DEBT

General Fund Other Funding Sources Total
Fy '82 $5,0643,564 £€2,772,576 $8,416,140
Fy '83 6,390,223 3,058,736 9,448,959
FY '84 6,191,969 2,973,180 9,165,149
FY '85 5,985,682 2,896,552 8,882,234

NEW DEBT - 20 YEAR EVEN PRINCPAL REPAYMENT - 8.4%

General Fund Other Funding

$35,943,800 Sources - $7,155,000 Total
FY '82
FY '83
FY '84 $4,934,630 $ 982,292 $5,916,922
FY '85 4,799,850 955,460 5,755,310

EXISTING + NEW DEBT

General Fund Other Funding Sources Total
FY '82 $ 5,643,564 £2,772,576 $ 8,416,140
FY '83 6,390,223 3,058,736 9,448,959
FY '84 11,126,599 3,955,472 15,082,071

Fy '85 10,785,532 3,852,012 14,637,544



r4£7 WITNESS STATEMENT
Name ~//ao//€é N \J/g;f_j’én Committee On @%/pn

Address //W Date =F- ¢/ §3
Representing AT ST AAL- (P70 Support 4~
Bill No. A A4 5 Oppose

Amend

AFTER TESTIFYING, PLEASE LEAVE PREPARED STATEMENT WITH SECRETARY.

Comments
1

/f;‘/mﬂy 5u£m:.ﬁéa/ / # (,(//,%/'n7

Itemize the main argument or points of your testimony. This will
L, assist the committee secretary with her minutes.

FORM CS-34
1-83



Box 1176, Helena, Montana

JAMES W. MURRY ZIP CODE 59624
EXECUTIVE SECRETARY 406/442-1708

TESTIMONY CF R. NADIEAN JENSEN ON HOUSE BILL 841, BEFORE THE HOUSE TAXATION
COMMITTEE, MARCH 4, 1983.

I am Nadiean Jensen, representing the Montana State AFL-CIO. We support
House Bil1l 841, which provides that tipped employees would not have to pay
Montana state income tax on the tips which they receive.

These employees already pay a federal tax on tips, and new regulations of
the I.R.S. have created a great amount of misunderstanding. The I.R.S. gave
employers the impression that they had to withhold an amount equaling 87 of
their gross sales, from the paychecks of waiters and waitresses. What happened
was that for some employees, the employer withheld the amount of their entire
paycheck. Some even ended up owing the employer, even though their tips had
not equalled the stated amount.

Now the T.R.S. says that employers are not required to withhold 8% of the
total food and drink served by ar employee, but only to note it on the employee's
W-2 form at the end of the year. But there is still a lot of confusion, and
employees will have to keep detailed daily records of the tips they earn, or they
will have to pay 8%. ’

The people this bill would most affect are waitresses. They are barely able
to exist on the low wages which they receive. Many of them make very minimal
tips. With over 40,000 people unemployed in this state, and most of the rest of
us feeling the financial crunch of the economic recession, most people who eat out
are leaving much smaller tips than they might like to.

For the most part, the Montana State AFL-CIO opposes tax breaks, at least to
industries 1ike the o0il and gas industry. But for these low-paid workers, we
believe this break is a fair and just one,

Please vote for House Bill 841. Thank you.

PRINTED ON UNION MADE PAPER




Testimony of Frank Sullivan
House Bill 841

House Taxation Committee
March 4, 1983

I am Frank Sullivan, president and business representative
of Hotel Employees and Restaurant Employees Local 457, AFL-CIO, Butte,
Montana. I am representing the approximately 1,000 members of our Tocal.
I am aiso here on behalf of the state Culinary and Bartenders Alliance of
Montana, which is composed of 14 local unions from all over the state.

Our members support House Bill 841, which would exclude tips
from Montana income tax liability. We support this bill because it gives
some much-needed assistance to some of the lowest paid workers in this
state. Most of the tipped employees in Montana are waitresses. If they
are union waitresses, they make $3.35 per hour. That is not much, but it
is still better than the minimum wage level of many non-union waitresses
who make only $2.75 per hour. Most of these waitresses are women, many
of whom are single parents and the sole support of their families. ' Their
Tow hourly wage is supplemented to some degree by the tips which they receive.
But of course, tips are voluntary gratuities, not a set rate, which they
can depend on.

The amount in tips they make depends on what kind of establishment
they work in, what shift, and what days they work. Many of them are now
working reduced hours, because of the economic recession. And, because
everyone is struggling to make ends meet, many of those who are tipped
employees find they are getting fewer and smaller tips.

This bill will help hard working low paid workers, who really
need the assistance.

Please vote for House Bill 841.

Thank you.



L

e FUND Box 1099
o Helena, MT 59624
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TESTTMONY BY CELINDA C. LAKE, WOMEN'S LOBBYiST FUND, IN SUPPORT OF HB 841, BEFORE HOUSE
TAXATION, MARCH 4, 1983

gﬁ‘rhe Women's Lobbyist fund supports HB 841. Federal income tax law has changed to require

restaurants to report at least 8% of their gross sales as estimated tips. Montana income
tax laws have traditionally followed the federal. However, this change in the law does
not give enough consideration to tip differences depending on location, shift, and type

iﬁ of restaurant. Women are particularly likely to work in restaurants where they earn

less than 8% of the gross intips. They will be taxed for income they do not make.

{'Many waitresses are also single parent heads of households, displaced homemakers newly

returned to the job market, and older women who are single heads of households. These women a
currently now eligible for additional economic assistance. If their incomes are over-estimate

%1that may remove their eligibility and rather than gaining money for the state, will be a

disincentive to work.

We encourage the passage of HB 841 which we believe more accurately reflects the economic
reality of Montana.

Kathy A. van Hook Sib Clack Connie Flaherty-Erickson Celinda C. Lake Stacy A. Flaherty

President Vice President Treasurer Lobbyist Lobbyist
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STATE OF MONTANA
REQUEST NO. 444-83

FISCAL NOTE

Form BD-15wd
In compliance with a written request received February 16 , 19 _83 | there is hereby submitted a Fiscal Note
for _House Bill 841 pursuant to Chapter 53, Laws of Montana, 1965 - Thirty-Ninth Legislative Assembly.

Background information used in developing this Fiscal Note is available from the Office of Budget and Program Planning, to members
of the Legislature upon request.

DESCRIPTION OF PROPOSED LEGISLATION:

’

House Bill 841 exempts tips from Montana income tax liability.

ASSUMPTIONS:

1) National estimates of per capita retail sales at eating and drinking estab-
lishments are $414 in 1981. Using an estimated Montana population of 806,200
implies $334.3 million of retail sales in Montana for 1981. This sales level
is assumed constant for the biennium. "
2) The IRS estimated that 55% of these expenditures are made at establishments
where tips are customary.
3) It is assumed that the new IRS withholding of tip income will result in the
reporting of 8% of the retail sales. The IRS estimates an average tip of 14%
for the mountain states. The difference is assumed unreported to the Department.
4) A 5% average marginal tax rate is assumed. .
5) All tips collected in the past have been reported and taxed. If this is not -
true, the fiscal impact of the bill is less. For example, if only 25% of tips
were reported for tax purposes in previous years, the revenue loss caused
by the bill would be only $183,850 per year.

FISCAL IMPACT:

FY84 FY85

Individual Income Tax

Under Current Law $168,317,188 $179,746,875

Under Proposed Law 167,581,788 179,011,475

Estimated Decrease (735,400) (735,400)
General Fund

Under Current Law 107,723,000 115,038,000

Under Proposed Law 107,252,344 114,567,344

Estimated Decrease 1470,656) (470,656)

(Continued)l ' f ) . [)-»W/V é

BUDGET DIRECTOR

Office of Budgef and Program Planning

U’ | Date: 2-\Ct~ gs -/




School Equalization Account

Under Current Law 42,079,297 44,936,719
Under Proposed Law 41,895,447 44,752,869
Estimated Decrease i183,8502 (183,850)
Sinking Fund FY84 FY85
Under Current Law $18,514,891 $19,772,156
Under Proposed Law 18,433,997 16,691,262
Estimated Decrease (80,894) (80,894)

FISCAL NOTE 16: L/2

HB 7Y/



STANDING COMMITTEE REPORT  page 1 of 4

March 22, 19 83
YT SPEAKEBR:  ooooeeso
We, your COmmittee on ..........ccoeeeeemrevreneeeriennes TmTIOH .............................................................................................
having had under CONSIAEIAtION .....eveviiecrivicmiinieneiirer ittt e e san s sr b e e s e e sas BOU SB ....... Bill No. 841 ......

L RMirst  rending rops t.wclg%ita,i
. PAST

-

A BILL FOR AN ACT EBNTITLED: “Ad ACT TO EXEMPT TIPS FROM MONTANA
INCOME TAX LIABILITY; AMENDING SECTION 15-30-111, MCA.*

Respectfully report as fOlows: That.......coiveeiiecrenieinnieeceirccrsse et e s e s srreessens s eae e saessresssveenes febefhobrvbrediNt ill Noa‘l .......
be amended as follows:

{SEE ATTACHED SHEETS)

r e 402 3

STATE PUB. CO.

Chairman.
Helena, Mont. :



Rouse Bill 841}
Page 2 of 4

1. Title, line 6.

Yollowing: “LIABILITY®
Inserts “AND WITHEHOLDIRG TAX"
rollowing:s “AMERDING®

Strike: "SECTIOR®

Insart: “SBCTIONS®

Yollowing: *15-30-111°
Insert: “AWD 15-30-201"

2. Title, line 7.

Pollowing: * . .

Insert: “;AND PROVIDIRG A CORTINGENT TERMIBATION DATE"

J. ~Page 4, lina 4. R
Pollowings  line 3 S
Insert: “BSection 2. Section 15-30-201, MCA, is amended to read: -

*15-30-201. Definitions. ¥hen used in 15-30-201 through
15-30-209, the following definitions apply:

(1) “Agricultural 1labar” includes all services
performed on a farm or ranch in~sonnection with cultivating the
soil or im conmection with raising “or. harvesting aay
agricaltural or horticultural commodity, including the
raising, shearing, feeding, cariag for, training, and
management of livestock, bees, poultry, and fur-bearing
animals and wildlife.

{2) “"Bmployee® includes an officer, emplovae, or
elacted public official of tha United Btates, the state of
Hontana, or any political subdivisiun thersof ov any  agency of
instrumaentality of any one or more ¢f the forugolng. The term
*employee® 2lso includes an officer of a corporation,

(3) "BEmployer® means the person for whom an individual
purforms oxr parformed any service, of whatever nature, as tha
enployee of such person; except that {f the person for vhom
tho individual performs or performed the ssrvice doea not bave
control of the payment of the wages for such service, the
term “employer® msans the person having contrel of the payment of
such wages.

(4) “Hages™ means all remuperation {other than tees paid
to a public official) for services performad by an employee
for his employer, including the cash value of all remuneration
paid {n any mediem other than cash, except that such ters shall
not include remuneraiion paid:

(a) for active service as a member of the armed forces of
the United States;

(b} for agricultural labor as dafined in pubsaction (1}
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{(c) for domestic service 1in a private home, a local
collego club, or local chaptet of a collega frateranity or
sororitys

{4} for casual labor not in the course of the
..employer’s trade or business performed in any calendar
quarter by an employee unless the caeh remunecration paid for such
service is $50 or more abd- such service is paerformed by an
individual who is regularly employed by such emplover to perform
such service. PYor purposes of this subsection {(4)(d}, an
individual is conaidered to be regularly employed by an smployer
during a calendar quarter only if:

(i) on seach of some 24 davs during such quarter such
individual performs for such eaployvsr for some portion of the
day service not in the course of the smplover's trade or
business;

{(11) such individual wap regularly employed (as
determined under subsaction (4) {d) (1)) by such emplover ia the
performance of such sarvice during tha preceding calendar
gquarers _

(e) for services by a citizen or rvesident of the
United States for a foreign government or an international
organization)

{(f) for services performad by a duly oxrdained,
compuissioned, or licensed minister of a church in the
excercise of hie ministry or by a member of a religious ordser ia
the exercise of dutiaes required by such order;

{g) (i) for services marformed by an individual under the
aga of 18 in the delivery or diztribuvion of newspapers or
shopping news, not including delivery or discribution to any
point for subsequent delivery or distribution; or

{i1i) for services performed dy &n individual in and at the
time of the sale of newspapers or magazines tc ultimate
consumars ander an arrangement under which the nowspapers or
wagatines are to be sold Dby him at & fixed price, his
conpensation baing based on the rotention of the excess of such
price over the amount at which the newspapers or magazines
are charged to him, whether or not he is guaranteed a
minimur amount of compensation for such sarvicae or is sntitled
to ba creditad with ths unsold newspapers or magazines taurned
back;

(h) - for services not in the course of the employer'’'s
trade or business to the exteat paid in any medium cther than
cash whern such payments are in the form of lodgings or nsals
and such services are received by ths employse at the request of
and for the coavenlence of the empleyur)
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(1) ¢to or for en aemployes as a payment for or a
contribution toward the cost of any group plan or program
which banefits the employes, including Dut znot limited to life
insurance, bhospitalization insuraocce far tha sumployee or
depandents, and amployess' club activities

as tips, in sccordancs with saet on_3402(k) of the
lnternsl Beveaue Coda of 1954, as ame applicable on
January Y, 1963.F

Bection 3. Contingent terminstion datg. This act terminates §f
CORgress passes and the presidant approves legislation that
rosoves the provizion ia saction 66531{c) {(3) of the Intersal
Ravenus Code of 1954 that requires an smployse allocation for tax
purpeses of 8% of gross reoceipta of thas business for which ths
anploycc woxrks. If this act terminates, it does soc on the date
of the final approval of tho congressional legislation.®

AND AS AMENDED
DO FPASS
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STANDING COMMITTEE REPORT -

Maxch 4, 19 33
BAKER:
MR. s ” ......................................
TAXATION

WE, YOUT COMIMITIER ON .iiiieiieiiriieiniieetiiiciitee s s sttt e e s es s s st e ses s sarses s b barE e s b sesa s e s sbt s enee st s s banaraanesnnmasassasanssssusntasesnessnsranen

having had under CONSIAETATION .....ccccumriereiiirecteeenirenrirer e e eee e seneesasstsssnaes s saseesssnnesssaneeans m ” ..... Bill No. 1‘3 ......
Third reading copy ( Blue
color

A BILL FOR AN ACY ENTITLED: “AM ACT RAISING TEE PUBLIC CONTRACT
VALUE LYMIT POR EXSNPTION FROM LICEMSE FFES; AMD RAISING THE
PUBLIC CONTRACT VALUE LIMIY YH DEPIRING A PUBLIC CONTRACTOR;
AMENDING BECTIONS 15-50-101 AND 15-50-202, MCA.”

Respectfully report as follows: Thatsz‘ﬂk.‘l'E ..... Bill N0163 ........
........ DARL YARDLEY 4 ..ccoooooooereoeemaeanneszsnenssensssesenssesene
STATE PUB. CO. : Chairman.

Helena, Mont.
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STANDING COMMITTEE REPORT

R Maxch &, ... 19..83.
SPEAKER:
MRL e e
TATATION
WE, YOUT COMIMITEIBE ON ...uuiiiiierierennrurrtiereeirieriseeseessssereesssesseesararsssssssssnsesssasereesssseessssesssssessesssessessssnessnssssnsssnnnsssnessosssesseenssens
SBMAYTE 189
having had under coONSIAEration .......cccoeiiiiiiitiiiiiiie st eee et e s ese s s e aees s e e s s ennnasoas Bill No....coeeunennne.

Third reading copy (__31_;_“;__ )

color

A BILL FOR Ad ACYT EBTIMD: *AN ACT Y0 GEHWRRALLY REVISE AND
CLARIFXY THE LIGHT VEHICLE FEE STATUTES: TO PROVIDE THAT THE
A¥MOUNT OF THE FEE FOR LIGHET VEEICLES BE A WHOLE DOLLAR AMOUNT:
TO CLARIPY THE FEE CATEGORY THAT APPLIRS TC 8-YEAR-OLD VERICLES;
AXD ¥O PROVIDE CLARIFICATION OF LIGEY VEEICLES ELIGIBLE FOR

REIMBURSRHAENY: AMENDIMG SRCTIONS 61-3-533 A4D €1-3-536, MCA."
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Respectfully report as fOllows: That ... viiiiicorininnienninttnerieiesrnr e s e sneesessssrassssnssasensanesesssaees .......... Bill No ........

XOOXRXISKX BE CONCURRED XM
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STATE PUB. CO. DA YARDLEY, Chairman.
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