MINUTES OF THE MEETING
TAXATION COMMITTEE
MONTANA STATE
HOUSE OF REPRESENTATIVES

March 21, 1985

The meeting of the Taxation Committee was called to order by
Chairman Devlin on March 21, 1985, at 8 a.m. in Room 312-1 of
the State Capitol.

ROLL CALL: All members of the Committee were present.

CONSIDERATION OF SENATE BILIL 309: Senator John Mohar, District 1,
sponsor of Senate Bill 309, told committee members the bill is an
attempt to deal with the growing air pollution problem being ex-
perienced in Montana. He said Missoula was the first major city
in the State to be affected by air pollution and others have
followed, which created concern for what is considered to be a
significant problem. :

Senator Mohar explained the bill would create an energy credit
program for purchasers of low emission wood-burning stoves, from
December 1, 1984 to January 1, 1993. Referring to the statement
of intent, Senator Mohar said the bill "piggybacks" regulations
of the State of Oregon, which has tested and set low emission
standards for wood-burning stoves (Exhibit 0).

PROPONENTS: Mr. Jim Carlson, Missoula County Health Department,
told committee members he supports the bill as residuals from
wood-burning stoves have caused considerable air pollution prob-
lems in the State. He explained that stoves meeting Oregon stan-
dards emit one-thirtieth the residuals of "normal" wood-burning
stoves and that the stoves cost about one-third of the technological
costs. He said the bill encourages use of renewable energy re-
sources and would provide incentives toward emission compliance,
since it is difficult to enforce present air quality regulations.

Mr. Bob Raisch, Supervisor of Operations, Air Quality Bureau,
Department of Health and Environmental Sciences, told committee
members he supports the bill and clean air, and said most large
cities in the State experience smoke pollution problems in the
winter. He explained the bill would stimulate consumer demand
for low emission stoves and thus, the technology to build more
efficient low emission stoves. Mr. Raisch said the fiscal impact
to the State would be minor.

Mrs. Mary Vant Hull, Bozeman City Commissioner, told the Committee
there are more and more problems in the Gallatin Valley with air
quality and that the bill would be particularly good for mountain
valleys (Exhibit 1).
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Ms. Harlene Fortune, Missoula fireplace and masonry business
owner, told the Committee she and her husband engage in retail
stove and wood-burning pellet sales. Ms. Fortune read from a
prepared statement and asked the Committee to support the problem
addressed in Senate Bill 309 (Exhibit 2).

Mr. Will Selser, Lewis and Clark County Health Department, stated
his support of the bill.

Mr. Merlin Hickman, Bozeman, advised the Committee he is a manu-
facturer of wood-burning stoves and read from a prepared statement
in support of the bill (Exhibit 3).

Mr. Loren Collins, inventor of the Collins-Hopper stove and partner
in Mountain Air of Livingston, stated his support of the Senate bill.
He commented that the State of Idaho offers more tax advantages for
low emission stoves than does Montana, thus the difference between
22 such stove manufacturers in Idaho and 6 in Montana.

Mr. John Skees told members of the Committee he is a distributor
of Arrow wood stoves for Montana and neighboring states and asked
that the Committee support the bill.

There were no other proponents and no opponents of Senate Bill 309.

QUESTIONS: Representative Hanson asked Senator Mohar if the bill
provides only for a one-time tax credit. Senator Mohar replied
that 10% of the first $1,000 and 5% of the next $3,000 would
provide for a $90 or $100 tax credit for an average-priced stove.

Representative Koehnke asked if inserts now available for wood-
furning fireplaces would be included. Senator Mohar replied they
would be.

Representative Williams asked if natural gas was not available
in most areas. Senator Mohar replied it was, but not in the Libby
area, where the majority of homes are heated by wood-burning stoves.

Representative Williams stated there is a surplus of natural gas,
unlike the supply of wood, and that gas burns cleaner. He commented
he would rather credit those who burn good, clean fuel than those
who burn wood. Senator Mohar replied he did not believe the trend
toward wood burning would change.

Representative Williams stated he believes this is a personal
decision and wood burning should not be credited. Senator Mohar
explained he believes a tax credit is an effective way of creating

a social change and that the bill will help air quality in the State.
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Representative Sands asked if there were a fiscal note for Senate
Bill 309. Senator Mohar replied there is and that no fiscal impact
is estimated for FY86, although it is anticipated that effect will
be $33,000 for the second half of FY87.

Representative Sands stated the two basic causes of air pollution
are automobiles and wood-burning stoves. He advised Senator Mohar
that the Local Government Committee discussed putting a $1.50 tax
on automobiles, toward improving air quality, and that it does not
seem fair to then credit wood-burning stoves.

Representative Patterson asked how the consumer would know if the
stove he purchased qualified for a tax credit. Senator Mohar
replied the Department of Health and Environmental Sciences would
mail a list of low emission stoves to dealers in accord with
administrative rules and that stickers may be put on the approved
stoves as an additional aid.

Chairman Devlin asked Senator Mohar if it were correct to assume
that a stove purchased last fall would not be eligible for the
proposed credit. Senator Mohar replied this is correct.

Representative Williams asked about the safety factor of wood-
burning stoves and commented there were four house fires from
wood-burning stoves in his home community last winter. Senator
Mohar replied that the newer stoves with catalytic converters .
would burn more creosote and be less likely to cause such fires.

Representative Williams asked what alternate fuels were available
in the Kalispell-Libby area. Senator Mohar replied that both
fuel oil and propane are available, however, 75% of the populace
uses wood for fuel.

Representative Williams asked Senator Mohar if he would be willing
to give a credit to natural gas and fuel o0il users. Senator Mohar
replied there would be considerably greater fiscal impact if those
fuels were added to the bill.

Representative Ellison asked if tax credit could be claimed up until
January 1, 1993, for a stove purchased recently, for which credit
had not yet been claimed. Senator Mohar replied the bill reads

that way, and may need to be amended to clarify the fact that only
stoves purchased after December 1, 1984, may qualify for credit.

Representative Ellison asked if the bill would then extend the program
from 1986 to January 1, 1993. Senator Mohar replied it would.
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Chairman Devlin asked Mr. Raisch if the State would be testing the
stoves for emission levels. Mr. Raisch replied the State would
rely upon tests already completed by the State of Oregon.

Chairman Devlin asked how the Department foresees designating the
credit to the consumer. Mr. Raisch replied the Department of
Health and Environmental Sciences is involved only in making a list
of eligible stoves and that the Department of Revenue would be
involved in the tax credit.

Chairman Devlin asked if the Department of Revenue had estimated
its costs for administering the credit. Senator Mohar replied
there should be no additional cost to the Department of Revenue.

Representative Williams asked who would check the stoves. Senator
Mohar replied it would not be necessary as they would have met
Oregon standards.

Representative Zabrocki asked why the bill did not state that
dealers could not sell stoves which don't meet low emission
standards and commented there would then be no need for a tax
credit. Senator Mohar replied this was a good point, but it
would take away the freedom to choose for the consumer.

Chairman Devlin asked if Oregon tried the "carrot method" first.
Mr. Raisch replied Oregon did not. Senator Mohar commented that
Oregon will test a stove for approximately $5,000.

Representative Sands asked about the cost of catalytic converters
for stoves. Senator Mohar replied they are approximately $200,

and are ceramic-coated with paladium, which reacts with oxygen to
burn nearly 90% of the creosote present in wood fuel. He commented
the converters need to be replaced every three to five years, at a
cost of approximately $100.

Representative Ellison asked if an existing stove could be converted.
Senator Mohar replied such a stove could be retrofit for approximately
$200.

Representative Ellison asked if the consumer would receive a tax
credit for a retrofit. Senator Mohar replied retrofits have not
been tested by the State of Oregon. '

In closing, Senator Mohar told the Committee he. thought the bill
received a good hearing and he preferred the "carrot stick" to

the "regulation" approach, in addition to liking Missoula's approach
to clean air. Senator Mohar asked the Committee to support

Senate Bill 3009.
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CONSIDERATION OF SENATE BILL 464: Senator Elmer Severson, District
. 33, sponsor of Senate Bill 464, told the Committee he was concerned
with disability exclusions for people under the age of 65. He
explained the bill is a Senate Taxation Committee bill, which would
exclude certain disability benefits from adjusted gross income in
computing state income tax liability  (Exhibit 3a).

PROPONENTS: Mr. Ken Morrison, Administrator, Income Tax Division,
Department of Revenue, said the federal government excluded disability
payments and implemented a credit for disabled persons, as referred

to by Senator Severson, and implemented a credit. He explained that
Montana is presently taxing disability income and the proposed
legislation would provide for a tax roughly equivalent to the federal
tax, in conformity with the old federal tax law. Mr. Morrison

advised the Committee, exclusions and limitations are addressed on
page 2 of the bill, and that they may want to pay particular attention
to line 1 and lines 9-13 on page 5 of the bill, which pertain to
adjusted gross income.

There were no othe proponents and no opponents of the bill.

There were no questions from the Committee, and in closing,
Senator Severson told committee members the Senate Taxation
Committee would prefer that the bill pass as quickly as possible,
to save the Department of Revenue additional costs in refunds.

Senator Severson requested that Representative Thomas be allowed
to carry Senate Bill 464.

DISPOSITION OF SENATE BILL 464: Representative Williams made a
motion that Senate Bill 464 BE CONCURRED IN. The motion was given
unanimous approval by the Committee.

CONSIDERATION OF HOUSE BILL 45: Representative Steve Waldron,
District 58, sponsor of House Bill 45, told members of the Committee
the bill would increase the cigarette tax by 8 cents, but there will
be no net difference in cost to cigarette purchasers. He said House
Bill 45 does not earmark the proceeds of the tax, which will go to
the general fund. ’

Representative Waldron explained the revenue projection of the
Office of Budget and Program Planning (OBPP), is $12.8 million
and commented that it will be extremely difficult to balance the
budget for the coming biennium without this additional revenue.

Representative Waldron told the Committee the bill is based upon
word from the President and Congress that the federal cigarette
tax will be cut and said there is no extortion in this issue. He
commented there is some talk in Congress of keeping the 8 cent tax,
but none from the Presidential Staff.
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Representative Waldron advised the Committee several other states
have already implemented similar cigarette tax measures, based

upon Congressional action. He commented this may be an opportunity
for the states to dictate to Congress rather than the reverse, which
seems to be more prevalent.

PROPONENTS: Mrs. Mary Vant Hull, Bozeman City Commissioner, told the
Committee her husband is in favor of the cigarette tax (even though
he is a smoker), and said smokers create costs too (Exhibit 4).

Mr. Dave Lackman, volunteer lobbyist, Montana Public Health
Association, told the Committee he believes House Bill 45 proposes
a good and fair tax and read from a prepared statement in support
of the bill (Exhibit 5). Mr. Lackman asked the Committee to give
the bill favorable consideration.

Mr. Dave Hunter, Director, Office of Budget and Program Planning,
advised the Committee House Bill 45 was drafted at the Governor's
request, and referred to the $15 million ending fund balance
proposed in the Governor's budget, of which he said, the bill would
provide a significant portion.

Mr. Hunter explained this is not a new tax or a tax increase and
as more states pass such legislation, Congress will find it more
and more difficult to reimpose the 8 cent cigarette tax at the
federal level. He said he believes the House Appropriations
Committee has done a good job, considering the difficulties it
has faced, and asked the Committee to support the bill.

Mr. Don Allen, Montana Hospital Association, stated his support

of House Bill 45, and said he is concerned with cost containment of
health care problems. He told the Committee the Governor just
appointed a cost control study group, who will made recommendations for
the next legislative session.

Mr. Earl Thomas, Executive Director, American Lung Association in
Montana, told the Committee there was a 4% decrease in smoking for
each 10% increase in price of cigarettes, in a study completed in
New Mexico. He said the decrease in youths who smoke was 14% for
each 10% increase in the price of cigarettes (Exhibit 6).

CONSIDERATION OF HOUSE BILL 120: Members of the Committee agreed
to hear house Bill 120 and then hear opponents to both bills
simultaneously, due to the similar nature of House Bill 45 and
House Bill 120.
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Representative Dennis Nathe, District 19, sponsor of House Bill 120
told the Committee there is essentially no difference between House
Bill 120 and House Bill 45, except to the impact of the general fund.
He explained House Bill 120 would split earmarked funds equally
between medicaid, developmentally disabled and renal (kidney) disease.

Representative Nathe explained he introduced the bill as cigarettes
are related to health problems and it is his belief that funds from
the cigarette tax need to be used toward eliminating these health
problems rather than for construction of state buildings.

OPPONENTS TO HOUSE BILLS 45 and 120: Mr. Jerome Anderson, Billings
attorney and representative of the Tobacco Institute, told the
Committee he believes the bills impose an unfair and progressive

sales tax on tobacco products. He said the tax is aimed at a

select group (smokers), who comprise 30-35% of the taxpaying public,
and that the bills are self-defeating as the Indian reservations
undercut the price of tobacco distributors in the State. He commented
that Idaho and Wyoming have a lower cigarette tax than does Montana.

Mr. Anderson reminded committee members the cigarette tax was
increased in 1983 and said another 8 cent increase would equal

100% in two years. He asked why the Legislature would want to
"pick on" tobacco to fund medicare and medicaid and commented

that Washington State has proposed funding such programs from a tax
on medical fees, which will be paid by patients receiving those
services.

Referring to the letter of Governor Schwinden sent to the House
Leadership concerning the federal cigarette tax sunset, Mr.
Anderson said it fails to state there is any commitment on the
part of President Reagan or congressional taxation committees to
veto a new cigarette tax. He told the Committee the federal sunset
on cigarette tax was a concession for decreases in the block grant
program.

Mr. Anderson said the federal government will lose approximately

$3 billion in revenue if the present tax is sunset, but he believes
the President will concede to retain the tax for defense programs
which eventually will require funding. He cited legislation at
the national level, (House Resolutions 265 and 1200), which has
been introduced and pertains to the tax.

Included in Mr. Anderson's testimony 1is a copy of an article from
the Wall Street Journal, January 17, 1985, quoting Senator Packwood,
chairman of the Senate Finance Committee, along with statistics
prepared by the Tobacco Institute supporting its position (Exhibit 7).
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Mr. Anderson stated that as taxes go up in Montana, cigarette
sales decrease. He commented that between 15 and 20% of Montana
cigarette sales are on Reservations and are untaxed. Mr. Anderson
read from statements made by several political figures, who
questioned excise taxes and fairness of the same, (published by
the Tobacco Institute), and made reference to a statement made a
few days prior by Senator Stan Stephens, who allegedly said
Montana should start taxing fact.

Mr. Richard Stroup, Professor of Economics, Montana State University,
told the Committee he and fellow professor, Terry Anderson,

compiled data relating to the cigarette tax for committee review
(Exhibit 8). Mr. Stroup stressed the data reflects his and Mr.
Anderson's private views and not those of Montana State University,
and read from the report.

Mr. Charlie Haddock, Shelby, told the Committee he is a wholesale
distributor of candy and tobacco in Glacier and Toole Counties.

He stated that 44% of the wholesale level goes to taxes and that
he, personnaly, marks up cigarettes only 5%. Mr. Haddock explained
to the Committee he believed the bill would be an incentive for a
"black market".

Mr. Tom Maddox, Executive Director, Montana Association of Tobacco
and Candy Distributors, provided committee members with a list of
distributorships in the State, which are family-owned, and read

from that prepared testimony (Exhibit 9). Mr. Maddox commented that
contrary to testimony from proponents of House Bills 45 and 120,
Congress needs the tax income from cigarettes badly. He told the
Committee a proposal to increase the cigarette tax in Idaho was
defeated and said 35 states have experienced a decrease in cigarette
sales this year.

QUESTIONS: Representative Williams asked Budget Director, Dave

Hunter, (OBPP), if he had any comment on the different funding
proposals in House Bills 45 and 120. Mr. Hunter replied the Governor's
proposal is to put the money into the general fund. He explained
either bill would have the same net effect on the general fund as
general fund dollars would have to be replaced with earmarked funds.

Representative Williams asked what would happen if Congress does not
repeal the cigarette tax. Mr. Hunter replied it has already been
repealed and, if no further action is taken by Congress, it will
remain so.
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Representative Gilbert asked how the bills could be proposed if the
federal dollars are not released and how a balanced budget could be
based upon such a situation. Mr. Hunter replied his office is trying
to present its best recommendations and if the Committee disagrees

it can kill the bills and/or come up with an alternative source of
funding to balance the budget.

Representative Gilbert asked Representative Waldron for this thoughts
on such funding. Representative Waldron replied if the funds are
earmarked, then some general fund dollars will be removed by the
Appropriations Committee. He said, in a general sense, he has a
problem with earmarking the monies, as they can be more closely
scrutinized by the Legislature (if they are in the general fund).
Representative Waldron referred to past problems with the Department
of Highways and the Department of Rish, Wildlife and Parks, concerning
earmarked accounts.

Representative Gilbert asked Representative Nathe 1if he would be
amenable to amending House Bill 45 to make the tax contingent upon
federal action on the cigarette tax. Representative Nathe replied .

the federal cigarette tax has already been repealed and would require
congressional action to reinstate, and said he stood with Representative
Waldron on the matter.

Chairman Devlin asked if the bills would have been introduced at

8 cents tax if there had been no federal sunset clause. Representative
Nathe replied there would have been a lesser tax or funds would have
been taken from Long Range Planning. Representative Nathe told the
Committee he believes cigarettes contribute to health problems and

that the tax should be used toward treating health problems and not

for funding Long Range Planning.

Chairman Devlin asked Mr. Hunter how many states had passed such a
cligarette tax. Mr. Hunter replied four states have already passed
similar legislation and 22 others have legislation pending.

Chairman Devlin asked Mr. Anderson if any states had included a
contingency for a change in the cigarette tax at the federal level.
Mr. Anderson replied Maine and Utah have done so. Mr. Hunter
commented that Mississippi overrode a gubernatorial veto, to pass its
cigarette tax.

Representative Ellison asked for the basic philosophy behind taxation
of cigarettes and why tobacco was chosen versus income. Mr. Hunter
replied that both the 3 cent gas tax and the 8 cent cigarette tax,
(proposed by the Governor), are estimated to have no great impact
upon the consumer, and both would allow the budget to be balanced.
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Representative Ellison asked if gas prices were not going to rise
again and commented that the OBPP and LFA both estimated a decline
in oil prices for the coming biennium.

Representative Patterson asked if renal disease was not already
funded elsewhere. Representative Nathe replied it was and that
the bill proposes less funds for medicaid from the general fund
since they are earmarked in House Bill 120. He commented that
one~third of the tax to renal disease may be too much and referred
to the statement made by the Hospital Association lobbyist
recommending 50% for medicaid, stating the bill may need to be
changed in this respect.

Representative Patterson asked for the definition of renal disease.
Representative Nathe told him the funds provide help to those
experiencing kidney failure, in the form of dialysis and transplants.

Representative Ream asked Mr. Jerome Anderson if there were not a
discrepancy in Table 1 of the Cigarette Excise Tax Factsheet (Exhibit 10),
concerning Mr. Anderson's statement that higher taxes result in lower
sales, since the Table shows the opposite. Mr. Anderson replied

that Idaho is a Mormon state and has fewer smokers, but he is not

able to provide clarification of his previous statement.

In closing, Representative Waldron told the Committee, the State is
faced with severe problems in balancing the budget and, with this
additional funding, can be balanced with no impact to smokers.

Referring to a Wall Street Journal article, from February 22, 1985,
Representative Waldron said it would appear the tobacco industry
is trying to insure there will be no reinstatement of the federal
tax and he urged the Committee to support House Bill 45.

In closing, Representative Nathe told the Committee the net effect
to the general fund would be very similar with either House Bill
45 or 120.

The Committee reconvened following a five minute break.
DISPOSITION OF HOUSE BILL 701l: Chairman Devlin reminded committee

members House Bill 701 had been passed out of committee and was
referred back to the Committee for amendments.

Representative Asay, reporting as subcommittee chairman, advised
the Committee the Subcommittee met with members of the Historical
Society, the Department of Administration, the Attorney's General's
Office and Hamilton arearesidents in an effort to ensure the State
is not committing itself inappropriately.
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Representative Asay told the Committee the proposed amendments are
similar in nature to those drafted by Representative Swift and propose
a six member committee comprised of one county commissioner,

one state representative, one state senator and three members of the
community at large, who will study the situation and make a recom-
mendation to the Revenue Oversight Committee and Department of
Revenue (copy of subcommittee minutes attached-Exhibit 11).

Dr. Bob Archibald, Director, Montana Historical Society, told the
Committee the Society is governed by a 15-member board of trustees,
who are appointed by the Governor and are confirmed by the Senate.
He said the board is responsible ultimately, to the Legislature,
for its activity and possesses extensive management experience with
historical sites.

Dr. Archibald stated it would be foolhardy to recommend an acquisition
over the decision of the Revenue Oversight Committee. He said the
Society would like to acquire the Daly Mansion, but is looking at
how it can be supported and operated, for example by earned revenue,
gate receipts, etc.

Representative Asay introduced Mr. Jim Parker, who heads the local
group supporting the Daly Mansion. Mr. Parker stated his group has
been building a solid organization since January, 1985, and

believes that House Bill 701 will give the community a chance to do
its part. He added the bill has the necessary safeguards to protect
the State in its investment.

Representative Asay told the Committee he believes the project is

worth looking into and provided committee members with copies of

a gray bill (Exhibit 12), noting changes recommended by the Subcommittee.
He said proposed changes include a provision for veto by the Governor
and recommendations of the county commissioners.

Representative Zabrocki said Representative Fritz told him there

would be no cost involved in renovating the Mansion and asked if

this information were correct. Representative Asay replied the

costs of renovating the Conrad Mansion in Kalispell, were approximately
$100,000, and that the Mansion is now in a position to be self-
supporting.

Representative Sands said he has reservations about the bill as it
permits the Department of Revenue to accept property in lieu of
payment of taxes without Legislative action (between $1 and $2 million
in taxes). He said the estate should pay the taxes and the matter
could then be reviewed in the Appropriations Committee. Representative
Sands commented he understands there is a time problem and that if

the bill passes, revenue estimates will need to be changed accordingly.
He stated that on the alternative side the Daly Mansion is a valuable
piece of property with historical significance.
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Representative Schye asked if the acquisition of the property
would offset taxes owed. Representative Asay asked Mr. Parker
to address the gquestion, who said the project would not have
significant impact on any given biennium.

Representative Ream asked if the Legislature needed to wait until
next session or if there are enough safeguards to proceed now. He
commented he believes there are enough safeguards and that they are
sufficient. )

Representative Zabrocki asked what condition the Mansion is in.
Chairman Devlin stated the foundation and walls are good, but

the roof is questionable. Dr. Archibald replied that an architect
looked at the Mansion and found no structural problems. He said
the Mansion has been closed up for 40 years and is in remarkable
condition after being closed for that length of time.

Representative Patterson asked when the State would take possession
of the Mansion. Representative Asay replied it should be done
within the next 18 months.

DISPOSITION OF HOUSE BILL 70l: Representative Schye made a motion
that House Bill 701 DO PASS AS AMENDED and that the former amendments
be removed. The motion to remove the former amendments was given
uananimous committee approval (Exhibit 13).

Representative Asay made a motion that the Committee adopt the
amendments proposed by the Subcommittee. The motion was given
unanimous approval of the Committee.

Representative Sands made a motion that "or trust" be inserted on
page 2, line 17; that subsection (b)on page 4, lines 12 and 13,
be stricken; that "from a donor" be reinserted on page 6, line 2;
that "trust" be reinserted on page 7, line 22.

Representative Williams stated the receiving entitiy could be the
Department of Fish, Wildlife and Parks and not the Historical
Society.

The motion made by Representative Sands was approved with all members
voting aye except Representative Cohen, who voted no.

The motion made by Representative Schye that House Bill 701 DO PASS

AS AMENDED was subject to a Roll Call Vote (attached), and approved

with 15 members voting aye, and four voting no. Representative Harp
was not present for the vote.
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There being no further businesss before the Committee, the meeting

was adjourned at 11:10 a.m.
’ " 7
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Representativi/ﬂerfy Devlin, Chairman
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e wwrhv propesed Tor fe-xiad pavaent liss or wae zitusted

at the time of death o the oerszon whon the Jdover repre-

STATE PUB. CO.
Heiena, Mont.
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(i) one momber of ths comauy commissieng
{Lir  uwne state senator;
{ili) one state representatlivep and

{ivy three reuidents from the compunity al large.

£33 The in-kind review cumaittee i1 a voluntary
raview semmittae and iz antitled te as  compensation or
raimbursement of eupenses {or iLts review, reocamendation, or

any other activi

(4} The in~kin raview committes will mdvise the

departoent and the revepus ovarsight oommities as

Eolicwing:

{2} propuzed and potential uvses of the property;
ESULoD s

for rehabilitabion, =aintanance, and gon aral support of ol
Ly %

{Ir} where spriicable, methads and potentiasl

properiy altsrnative to the statement submitied
recoiving entity pursuant to {a&ﬁ ion 4i.

{5} Upon eum?let»¢3 ol its rcv;av, the in-kind

to the

i‘%&’;’)ﬁ?

ravioew

cogsmzictos shall sabmis 2 n§arn in writtsn {ors o the
ravane oversight comsittee and the ﬁﬁﬁﬁrsﬂw?u, which =must

e coasnidezred in ﬂmt@rmininq whathiaY Lo apuiove or

prove the appilestion.

#r

dinap~

{6} The in-kind review commitres has 59 days from the
dnte writiten p?iz vation is raceived f the dapartment from

the receliving entity within which o maks its regport,
(7) Phe depa *tmuh t shall, g provided in 72~

b3

defor payment of ipheritance or astats tax hit
reviaw Lor ‘*«kird oayment, oo whse the {an Jdue i»

from the interesat pepaliy isposed under 72-15-4431.7
Remusbear:  subsegusnt seciloius

i¢, Poge 3, line
Pellowing: “Upoan®
Ingert: “roeeip

il. 7Page 3, liune 1E.
Pollowing: “ostaity®

ITopart:  "ound the report, 1Y% anvy, of the aseRind roview

tan®

Followiong: “raveme®

Insert: ", after consnltation wiih the revente oversight-
romsitiee,®

1. age 4, Ling 1.

Etr igu* *an assuranes hrt

ingert: *s atnvsmont Irow”

STATE PUB. CO.
Helena, Mont.
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HB 741

13. Page 4,

=

Yo
A 3 o S

Strixe: ‘that it oan assume responcibilicy®
Insaert: "oopcernisng the setbods availisblas®

4. Page 4.

Poliowings line 7

Strike: subzaction {4) in lts antirety

5. Pags 5, line 1.

?xli-w*ng ®rovanae®

Insext *and the revenue ovarsight copgitiss”

. Page 5.
ollowing:
;trass;

1

ine 7
aon & 1w ity entivery
braguant zpetinng

17. Page 5, line 15,
Followiseg: and™
Serike: Tremalnder of Line 15 through iina 17
Inseyt: "to the esgates 0f parzonys whe Jlod after Janusry I,

1984, Thisz act dues aot apply to any estate or the termiaa-

lon  of & doint temanoy <f sav perzon whe disd aiter

Japusry 1, 1385.°
AuD_ AS AHENDED
BC PAss

........................................................................... G

STATE PUB. CO.
Helena, Mont.
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ROLL CALL VOTE

HOUSE COMMITTEE TAXATION

DATE MQEQA > 198§ BILL NO.

NAME

7201

NAY

o=
<
(o}

DEVLIN, GERRY, Chrm.

WILLIAMS, MEL, V.Chrm.

ABRAMS, HUGH

ASAY, TOM

COHEN, BEN

Kxxx

ELLISON, ORVAL

GILBERT, BOB

HANSON, MARIAN

HARRINGTON, DAN

HARP, JOHN

Ohsan+t

IVERSON, DENNIS

KEENAN, NANCY

KOEHNKE, FRANCIS

PATTERSON, JOHN

RANEY, BOB

REAM, BOB

&XxxKK <<

SANDS, JACK

SCHYE, TED

SWITZER, DEAN

ZABROCKI, CARL

; &XK

Secretary Alice Omang

Chairman

AA

Gerry Devlin

Motion: ’R&ﬁfsgg‘ﬂg - !)P

CS-31

TIME [{. [0 Gemrn




STANDING COMMITTEE REPORT

o laren 21, 19..83
MR. ... SPBAXER: ..
We, YOUF COMMITEEE ON ...eonnceeeeeeeeeeieseessieesenees B 0 o X 4 OOV OV
having had Under CONSIABrATION w.........ecrrerecereeeeesrerrrreees GENARE ..ot Bill No..484.......
third reading copy (_bilue )
color

AN ACT 70 HXCLUDE CHERTAIA DISAGILITY BRMEFITS FROM ADJUSTED

GROSS INCOME IH COMPUTIUGC STATE INCOME TAX LIABILITY;
Respectfully report as follows: That.......cceceeereanned SEHADTE oot esereeeee s Bill No46’3 ........

B8E CONCURRED IH
ROPHR

STATE PUB, CO. GERRY DRVLIN, Chairman.

Helena, Mont.

COMMITTEE SECRETARY
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RESULTS OF EFFICIENCY TESTING ON BLAZE KING

PROJECT :#SG045-1
STOVE MODEL: KING CATALYTIC, KEJ-1101
DATE OF TEST: AUGUST 1084

TEST DATA

HEAT OUTPUT IN BTU/HR 9,954 13923 19,520 35,691
BURN RATE, LB/HR 171 258 384 684
WOOD MOISTURE (WET BASIS) 1663  18.43 1787 17.48
AVERAGE STACK TEMPERATURE (DEG.F) 142 180 225 337
AYERAGE EFFICIENCIES

COMBUSTION EFFICIENCY 948 922 90.7 893
HEAT TRANSFER EFFICIENCY 876 846 815 823
OVERALL EFFICIENCY 831 780 739 735

(CORRECTED FOR STOVE THERMAL MASS)

EMISSIONS
PARTICULATES IN GRAMS/HR 1.162 15566 2069 3004

BURN TIME
CALCULATED MAXIMUM BURN TIME AT 10,000 BTU = 27.4 HOURS



March a1, 1qys
MEMORANDUM SI® 309
Sxibit |/

From the Office of
The City Commission
Bozeman, Montana

TESTIMONY SUPPORTING SB 309, ALLOWING A TAX-CREDIT
FOR CLEAN-BURNING /00D STOVES

In Montana'a many mountain valleys today, the burning
of woodstoves is causing our pristine air quality

to decline dangerously. People today have no in-
centive to spsnd the extra money to get a clean-
burning stove or to put on a catalytic attachment

to meke it burn cleaner.

Since the people who use wood stoves are definitely
intersested in saving money, a tax credit for clean-
burning stoves is perhaps our best hope to avoid

so many more dirty-burning wood stoves that ewr

air guality becomes really terrible. -

Mantana's image to the world is one of having

clean air and a generally clean environment. The
small expense of this bill to the state is well

worth helping to keep Montana'a clean image in the
rest of the world -- as well as -~ most importantly --
adding to the healthful environment of Montanans.

Sincerely,

-\{\QKGLLﬁj\EG*Nb &%waQJQ

Mary Vant Hull, City Commissioner
418 £, Story, Sczeman MT 598715
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A Complete Line of

Mosonry Products
éﬂg é‘&g ?

1750 IDAHO STREET PHONE 728-6790

issoula gireplace
B asonry supply

MISSOULA, MT 59801 “err Freplace Friends” AREA CODE 406

March 21, 1985

My husband and I own a retail business in Missoula. We sell woodburning
stoves, wood pellet stoves and Collins Hoppers. We also sell the wood pellets
which we purchase from a Montana plant in Livingston,

I am speaking in favor of Senate Bill 309. I firmly believe that the
passage of this bill will have a very positive effect in helping to clean up
many of Montana's air polluted towns and cities.

Our industry 1s very fortunate, at this time, to have a few very clean
burning devices we can offer consumers. We reaily need an incentive to convince
the customer to upgrade his existing stove with a more effigient, clean burning
unit., This bill has the potential to help us do so.

This bill will not only help to clean up Montana's air but it will create
more jobs and utilize our waste forest products. There are several Montana
manufactures of clean burning units and bio-mass wood pellets that would directly
benefit from the passage of this bilil.

Senate Bill 309 will nof have a large impact on the State Treasury. A‘
typical clean burning unit costs approximately $900,00 to $1400.00. " The tax credit
received by the taxpayer would only be $90.00 to $120.00. The installation‘cost
should be minimal because we feel the majority of the people, who buy these units
already heat with wood and have their own chimney system.

These clean burning units are much more affordable and practical than solar
and windpower, especially for the people living in Western Montana.

Please give Senate Bill 309 your careful and affirmative consideration because
this is a NOW problem!: The passage of this bill can have a very positive effect on

Montana's future.

U ordyme Intome
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WITNESS STATEMENT

NAME Z%’ggt[/l\- é A'g_zg& 1247& /{’/7'5 6"; M)) BILL NO-\S__\}_M 9
ADDRESS ¥490 Sawm. ) Kd é v7¢ z,ﬁn' p A DATE $-2/- &

WHOM DO YOU REPRESENT? A‘ /h %A

SUPPORT L — OPPOSE AMEND

PLEASE LEAVE PREPARED STATEMENT WITH SECRETARY.

Comments:

CS-34
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Exclusion of Disability Payments for Persons Under Age of 65

Prior to January 1, 1984, federal law (IRC 105d) allowed the
exclusion of disability payments of up to $100 per week
(85,200 per year) by people under the age of 65. This
exclusion was decreased dollar for dollar by the amount of

gross income exceeding $15,000.

Public Law 98-~21 repealed the federal law excluding disabil-
ity payments and allowed a credit for a portion of the dis-

ability (IRC section 22).

Since this income is now included in Federal Adjusted Gross

income, it has become taxable to Montana.

Montana does not have a disabili i ‘

2S T sability credit such as the f -
al. Thg creﬁlt replaced the $5,200.00 exclusion that efey
effect in prior years. vas

Since the exclusion was repl
ac
the disability income. placed, Montana now taxes 1003 of

(94S
N

i
]
d
d
d
1
3
3
3




Disability Income Exclusion

Example of how exclusion and limitation are applied

A taxpayer under age 65 who was disabled for the entire year
received $6,000 in payments in lieu of wages. He had
adjusted gross income of $16,000. Assume that, before
reduction, the taxpayer is entitled to an exclusion of
$5,200 for the year. Since the taxpayer's adjusted gross
income exceeds $15,000, his exclusion is reduced by the
$1,000 excess. Consequenfly, his maximum exclusion is

$4,200 ($5,200 minus $1,000).



A. 0ld law allows a maximum exclusion of $5,200.00. It was
limited to what yocu actuallv received or $100.00 a week,
which ever was less.

IR R SR EE R RIS SE SRS S AL S AR SRS RS ERERE R EE RS EEEERES R ERETE

Assume: Disability Income = 8,000 Age = 62
Social Security = 2,000 1 exemption

01d Federal Law

Income = 8,000.00
Exclusion = (5,200.00)
Income = 2,800.00
Exemption = (1,000.00)
Taxable Income = 1,800.00
Federal Tax = -0-
0ld Montana Law
Income = 8,000.00
Exclusion = (5,200.00)
Income = 2,800.00
Standard Ded. = (560.00)
2,240.00
Exemption = (1,000.00)
Taxable Income = 1,240.00
Montana Tax = 24,80



B. New law allows a credit against the taxpayer's federal
tax liability.

The maximum credits are:

1. §750.00 for single people and married people
with only one spouse retired on permanent and
total disability.

2. 81,125.00 where both spouses are 65 or older
' and either one or both has retired on permanent
and total disability.

3. §562.50 for a married person who was on perma-
nent and total disability who filed a separate
return.

Single person
Age 62

Disability income ='8,000.00‘
Social Security = 2,000.00
New Federal Law
Income = 8,000.00
Exemption = (1,000.00)
Taxable income = 7,000.00
Tax = 614.00
Disability tax credit = (412.50)
Net federal tax = 201.50
New Montana Law
Taxable income = 8,000.00
Standard Ded. = (1,600.00)
6,400.00
Exemption = (1,000.00)
Taxable income = 5,400.00
= 182.00

Montanaltax
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Marcicoy /97

ENUibit &
Fouse z%/// s

ADDRESS: 1400 Winne Avenue, Helena, MI 59601

PHONE: 43-34%% (Helena)

REPRESENTING WHOM? Volunteer Lobbyist for the Montana Public Health Associatione.

APPEARING ON WHICH PROPOSAL: HE 45 (Steve Waldron) Increase the cigarette

W to 24 cents per package, Committee: Taxation Rms 312«1 8:00 A.M,

Thursday, March 21, 198
DO YOU:  SUPPORT? XXX AMEND? » 195
Our category: Prevention

COMMENTS: THIS IS A GOOD TAX THIS IS A FAIR TAX

OPPOSE?

One reason for the shortfall in the budget 1is the increass in dollars required

for Medicaide. An important factor contributing to this increase is the result

of the use of tobacco.

Exposure to smoke from tobacco; or the use of it, has multiple 4g1iterious

effects on the human body. It can be the underlying etiology in lung cancer,

heart disease, emphysema, and other respiratory afflictions, Cardiovascular

e 4
pthology such as arteriokclerosis and thromboangitis obliterans may also be

enhano-#d by substances in tobaccb. There are on record at least 17,000 cases

of lung cancer in non-smokers , the etiology of which is most likely exposure to

tobacen smokse Such exposure in pregnant women XX may ro-sult in fetal iniurv,

premature birth, and lower birth-weighte

Although we are much in éympathy with HB 120 following, we know the

legislature's feeling about ear-marked revenue funds. I consider HB 45 as the

PLEASE LEAVE ANY PREPARED STATEMENTS WITH THE COMMITTEE SECRETARY.
_one most likely to receive favorable action. Than you !
(In testimony Wed. on HB 183, David Weeks, M.D., Irom Tdaho, was theWexpert®
witness brought in by the tobacco industrye He reminded me so much of Goethe's
Faust who sold his soul to the devil, I understand that the Governor of Idaho
recently signed legislation similar to HB 183~ No smoking area in public placest
(Also favor a surtax on income to help with the budget.)
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AMERICAN LUNG ASSOCIATION OF MONTAN

Christmas Seal Bldg. — 825 Helena Ave.
Helena, MT 59601 — Ph. 442-6556

EARL W. THOMAS
EXECUTIVE DIRECTOR

WHY IS H.B. 45 A GOOD BILL?

1

THE 1984 U.S. SURGEON GENERAL'S REPORT = STATES THAT CIGARETTES

ARE THE MOST iMPORTANT INDIVIDUAL HEALTH RISK IN THIS COUNTRY,
RESPONSIBLE FOR MORE PREMATURE DEATHS AND DISABILITY THAN ANY OTHER
KNOWN AGENT.

2

RECENT STUDIES “ HAVE SHOWN A 4% DECREASE [N SMOKING FOR

EVERY 10%Z INCREASE IN PRICE. AMONG YOUTH THE DECREASE l§"1ﬁz.
FROM A STRICTLY ECONOMIC VIEWPOINT, SMOKING ACCOUNTS FOR

ABOUT $13 BILLION IN DIRECT HEALTH CARE EXPENSES EVERY YEAR IN

THE U.S., WITH AN ADDITIONAL ANNUAL COST OF $25 BILLION IN LOST

PRODUCTIVITY, WAGES AND ABSENTEEISM.

*1. The Health Consequences of Smoking, CHRONIC OBSTRUCTIVE DISEASE,
a report of the Surgeon General, 1984, U.S. Dept. of Health
and Human Services.

*2. Harry F. Hull, M.D., State Epidemiologist, State of New Mexico.
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POTENTIAL TAX REVENUES AND THE STATE OF MONTANA

In FY 1984, Montana collected $21.98 in cigarette excise taxes
for every person aged 18 or over in the state. Tﬁis excise tax
revenue of $13.1 million represented the sale of 90.6 million
packs. Between FY 83 and FY 84, the state excise was increased
33% in Montana, from 12 to l6¢. Since the tax increase, sales
from this significant tax resource have been reduced. A further
increase of 8¢ would mean a 100% increase in the tax rate in less
than two years, and would be an unconscionable action against

the state's smokers.

An increase of 8¢ in the state cigarette tax will erode the tax
base still further by reducing sales. For Montana, a specific
state econometric demand model indicates a possible sales decline
of 3.76% for every 8% increase in the tax rate. Therefore, it

can be expected that an addition of an 8¢ excise tax increase to
the current average retail price will lead to a decline in legiti-
mate FY 1986 cigarette sales in Montana of about 3.41 million
packs. This decline will probably consist of an actual cutback
combined with increased illegal purchases and interstate smuggling.
As a result, legitimate wholesalers and retailers will experience

significant revenue losses.



MONTANA AND THE CIGARETTE TAX

Montana has been taxing cigarettes since 1947. Since 1950,
the tax rate has climbed from 2¢ to 16¢ a pack. To date,
this tax has generated more than $256 million 'in gross

revenues for the state.

In the fiscal year ending June 30, 1984, gross revenue from
the cigarette tax in the state amounted to more than $13
million, an increase in annual revenue of more than 700%
from 1950.



EARMARKING OF TOBACCO TAXES

To increase a tax specifically to fund a particular program "
artifically patches a funding problem from one place in the

budget to another without solving it. Tobacco excise taxes

under the present system contributed $13 million in gross

revenue in FY 1984 in Montana. To increase the tax and earmark

the unknown additional revenue to fund a specific program would

add further rigidity to the state fiscal system. This could
eventually restrict the ability of government to meet pressing

operational needs outside the designated field.

Earmarking of revenue removes from the legislature one more
segment of control over state budgeting and expenditures. The
further the principle of earmarking revenue sources for specific
programs is carried, the less government can do to achieve fiscal

discipline and establish rational budgetary priorities.

Earmarking of taxes, for whatever purpose, has become an increasingly
questionable practice. Clearly, a system of taxation where every
program will have to raise its own support presents numerous concerns.‘
Such a system would necessitate the creation of another level of
government bureacracy to handle the administrative, management and

accounting functions that would be required.



Experience has shown that such bureaucracies have a strong
tendency to perpetuate themselves indefinitely without regard

to their usefulness. The same holds true for those programs being
earmarked. When not competing with other interests for funding,
such programs often escape public and legislative scrutiny. The
continuance of unnecessary programs will likely entail increased
costs that will be passed on to consumers through additional tax

levies.

Dedicating funds is not only questionable as a matter of
government fiscal policy; almost invariably it represents an
additional cost to be borne by taxpayers. With regard to
cigarette excise taxes, the cost is borne disproporticnately by

lower income individuals.

In these days of budget crunches, it makes more sense to not start
unnecessary new programs and to cut back on outdated programs.
State government is often perceived by the public as too big
already. In fact, a recent survey by the Advisory Council on
Intergovernmental Relations found that 36% of the people surveyed
felt that both taxes and services should be decreased. Lawmakers,
frustrated by a revenue-short general fund that prohibits their
launching many new programs which they deem worthy persist in
dedicating special taxes to these causes. This is a desperate and
dangerous trend that must be reversed. When cigarette taxes go
into the general revenue fund, the competition for these dollars
assures appropriate legislative examination and wise use of tax

dollars.



BOOTLEGGING

One indirect but important measure of both organized and individual

i
!
(i.e., casual) smuggling is the difference between a state's per %
capita cigarette sales and those of a neighboring state or the

U.S. average. States into which individuals or organized crime .
smuggle a substantial amount of cigarettes would be expected to %
have a markedly lower per capita consumption. Conversely, states

in which substantial sales are made for out-of-state consumption %
will likely exhibit relatively higher per capita cigarette consumption
figures. Data for 1984 show that overall per capita consumption in
Montana is 110.0 packs. (Table I). The U.S. unweighted average per
capita is 122.7 packs. Montana is also at a 4 cents/pack tax
disadvantage with three of four surrounding states, and recorded

a per capita sales disadvantage with all four of its neighboring

i
states. This comparison implies some potential smuggling of %
cigarettes into Montana from states with lower tax rates as well
as substantial untaxed sales on Indian Reservations which are %
estimated to be 15-20% of total taxes and untaxed cigarette sales
in this state. ‘é

Any tax increase would depress legal sales in Montana and would

lead to increases in bootlegging and further losses in expected
revenue. In other states where high cigarette taxes exist, the
criminal element has become involved. If Montana were to raise
its tax on cigarettes, the bootlegging problem will likely grow
in proportion to the tax increase.

g
ﬁ
i

R




TABLE 1

MONTANA AND SURROUNDING STATES, CIGARETTE TAX DATA, 1984

Sales State FY 84
Cigarette Tax Per Total Tax Difference

State Tax Rate Pack Per Pack with Montana
Idaho 9.1¢ be 13.1¢ - 2.9¢
Wyoming 8.0 - ' 8.0 - 8.0
North Dakota 18.0 4 22.0 + 6.0
South Dakota 15.0 - 15.0 - 1.0
Montana 16.0 - 16.0 = e

FY 84

Difference

with
State Tax-Paid Sales Per Capita Montana
Idaho 103.6 + 6.7
Wyoming 128.9 +32.0
North Dakota 109.4 +12.5
South Dakota 105.7 + 8.8

Montana 110.1




A COMPARISON OF STATE RATES AND TAX REVENUES

Montana is already at a competitive disadvantage with three
of four neighboring states in terms of its cigarette excise
tax rate. (See Table 1). Any increase in the tax rate

would erase the advantage over North Dakota and would widen

the disadvantage with South Dakota, Idaho and Wyoming.

From 1983 to 1984, cigarette excise tax revenue increased in
Montana to more than $13 million. This amount represents
2.5% of the state's 1983 total tax revenue, and an impressive
12.2% of the state's total sales and gross receipts tax
revenue. Cigarette taxes generate more revenue for Montana
than taxes on beer, liquor and wine, and public utilities.

(Data from U.S. Bureau of the Census, State Government Tax

Collections in 1983. Cigarette excise figures from

Miscellaneous Tax Division, Montana Department of Revenue.)



IMPACTS OF AN INCREASE IN THE MONTANA CIGARETTE EXCISE TAX

Higher cigarette taxes will affect revenues and work weeks in
sectors both directly and indirectly involved in the tobacco
industry in Montana. Most of these effects will be in the

form of revenue losses to wholesalers and retailers.

Higher cigarette taxes and the resulting decline in the purchase
of tax-paid cigarettes will also reduce state revenue from other
sources, such as corporate income tax, and the individual income
tax. For example, cigarettes are traffic-builders for the state's
thousands of retail establishments which sell cigarettes. When
people reduce purchases of cigarettes, or turn to bootlegged
cigarettes, the revenue derived from the sales and profits of
other products suffers as in-store traffic declines. In addition
to retailers, Montana has several primary tobacco wholesalers,
other large grocers, drug and miscellaneous wholesalers who handle

cigarettes across the state.

Decreased consumption due to a higher cigarette tax rate will
affect supermarkets and convenience stores as well. According

to the September 1984 issue of Supermarket Business, tobacco

products account for about 15% of all non-food sales in the

United States. More than 40% of the cigarettes sold for domestic
consumption are sold in supermarkets. Those cigarettes and other
tobacco products account for 3.5% of all supermarket sales. In
convenience stores, excluding gasoline sales, cigarettes are the
number one product éold. Tobacco products comprise 16.7% of gross
profits in convenience stores, according to Convenience Store
News (June 1984).




THE BURDEN OF EXISTING TAXES

The Montana cigarette taxXx is already a regressive and
inequitable tax. The cigarette tax discriminates against the
estimated 200,000 residents of the state who smoke, but the
tax falls most heavily on those least able to afford it.
Because the percentage of income devoted to buying cigarettes
falls as income rises, Montana cigarette taxes are already
levied at higher effective rates on the disadvantaged and
those on fixed incomes than on the more affluent. Any
increase in the current tax rate will add to the tax burden
on the lower income groups and will contribute further to the
overall regressivity of the state tax structure. An increase

of 8$ would mean a 100% increase in the tax in less than two

years.

In 1984, 33.5% of what Montana smokers paid for a pack of
cigarettes went to the Federal and state governments in the
form of taxes. For a family with two average smokers, the
following chart illustrates the burden of cigarette taxes in
Montana as they fall on different income levels at the

current and potential future rates. (See Table 1II).

More than 21% of Montana families have an effective buying
income of less than $10,000 per year. All told, nearly 36%
have incomes less than $15,000. It is these families who will
suffer the most from an increase in the cigarette tax rate.

A family with an income below the poverty level with two
average smokers pays almost five times as much of its income

for the pleasure of smoking as does a more affluent family

making $25,000 a year.

In addition, about 11% of Montana residents are aged 65 or
over. For these elderly persons, many of whom are living on
a fixed income, any increase in the cigarette tax rate could

threaten this affordable pleasure.



Median household effective buying income in Montana is only
§20,253 per yeaf,compared with a national average of

$23,400. Under the current tax, a household in Montana with
two average smokers pays $350.00 in state and federal taxes
on cigarettes a year for the pleasure of smoking. If the
state were to increase its tax another 8¢ - a 50% increase -
that tax figure would soar to $438 annually.



TABLE 11

PERCENTAGE OF INCOME PAID IN ALL TAXES ON CIGARETTES AT CURRENT
AND POTENTIAL FUTURE RATES

FOR A FAMILY WITH TWO AVERAGE SMOKERS IN MONTANA

Percentage of Income Percentage of Income
Paid in Taxes on Cigarettes Paid in Taxes on Cigarettes

Income (current rate) (with proposed 8¢ hike)
$ 5,000 7.0% : 8.8%

8,000 4.4 5.5

10,000 3.5 4.4

15,000 2.3 2.9

20,253 1.7 2.2

25,000 1.4 1.8
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“Taxon Cigarettes Won't Be Reduced
As Scheduled on Oct. 1, Packivood Says

By DaviD SHRIBMAN
Staff Reporter of T Walld STRELT JOURNAL
WASHINGTON—The chairman of the
Senate Finance Commuttee predicted that
Congress would block a scheduled cut 1n
the federal excise tax on cigaretles.

“If T were pelting—and 08 15 30 &
hunch because we haven't even addressed
ourseives to Lhat task—my hunch would be
the tax will be extended,”” Sen. Bob Pack-
wood (R., Ore.) told wire-service reporters
yesterday. ‘It won't be raised. It won't be
loweraed, but it will be extenaed.”

I

Mr. Packwood's remarxs were tie [irst
time the new committee chairman has ad-
dressed the issue of the tax, which is
scheduled to drop from 16 cents a pack to
eigbt cents on Ocl. 1, and fueled a debate
that began earlier this month when Marga-
ret Heckler, secretary of Heaith and Hu-
man Services, suggested extending the tax
and using the revenue to boost the finan-
cially troubled Medicare syslem.

Mr. Packwood didn't specify what the
money might be used for.

- Renewing the excise tax would provide
the Treasury with an additional $1.7 bilhon
in fiscal 1986, and with Congress in the
mood 1o trim the federal deficit, some leg-
. islators believe the cigaretle tax cut may
be in jeopardy.

Al the same time, however, same con-
gressional Republicans and some White
House officials argue that canceling a tax
Cui aMmoulits 10 a tax increase, which Pres-
ident Reugan has opposed. Any attempt
to cancel the cut, moreover, would face the
strenuous opposition of lawmakers frem to-
bacco-producing  states. including Sen.
Jesse Hetms (R., N.C.), cbairman of the
Senate Agriculture Comumutiee,

**We shouldn't even be talking about
any tax increase right now,’ said Repubdl-
can Sen. Mack Matungly of Georpia, an-
other lobacco state. “The president said
we're not going 10 tinker with taxes, and
we shouldn't tinker with taxes, If you start
unkering. with taxes, you won'l get the
spending culs you want”

14r. Matungly was one of nine Repubti-
can legisiators who attended a White
House lunchzon meeting with David Stock-
man, the budget director; James Baker,
the White House chief of staff and Trea-
sury Secretary-designate, and Richard
Darman, a presidential assistant. The
meeung was one of a series of ses-
sions with Republican senatots and. ac-
cording to Sen. Slade Gorton of Washington
state, a mempoer of the Budget Commi{tes,
the result i1s that “"there will be some sig-
nificant differences in tne budget produced
by the White House.”

Meanwhile, Sen. Alan Simpson of Wyo-
ming, the deputy majority leader, said that
cuts In military spending and in cost-of-liv-
ing adjusunents for recipients of Sociaj Se-
curtty would be necessary If the budget
cuts are 10 avoid being “‘tokenism.”

Mr. Simpson suggested that progress at

. arms negotiations talks with the Soviet Un-

one's 1 IL"”

fon might dictate military spending cuts,
adding that enure mibitary systenis may
have to be eliminated, perhaps at the cost
of paying penalties for breaking procure-
ment contracts. ‘We may have (0 pay the
damages and step away instead of saying,
‘You can't stop now,' ** he said.

Mr. Simpson, speaking al a breakfast
meeting with reporters, said that Congress
would consider imiting Social Secunty n-
creases (0 “two or three' percentage
points less than the consumer price index.
He added. in a reference to those who op-
pose such cuts, ““When we show them the
figures of where we are, they’ll know that
the other things are cosmeuc.”

Sen. Packwood said that he believes
that there may be sufficient voles o ap-
prove such a plan.

Separately. Mr. Stockman said after a
meeung yesterday evening with Sen. Rob-
ert Dole of Kansas, the majority leader, .
and Senate staff directors that he sensed a
growing consensus that ceep oudget culs
wouwld be acceptable on Capitol Hill. *Most
of them are sdaying that Lheir committees
are willing to go along,” Mr. Stockman
sdig, Il yiere » u DI patRage aud every-
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FOR IMMEDIATE RELEASE P§ESS RELEASE #1

WEDNESDAY, FEBRUARY 6, 1985 COMMITTEE ON WAYS AND MEANS
U.S. HOUSE OF REPRESENTATIVES
1102 LONGWORTH HOUSE QFFICE BLDG

WASHINGTON, D.C. 20515
TELEPHONE: (202) 225-3627

/

THE HONORABLE DAN ROSTENKOWSKI (D., ILL.), CHAIRMAN,
COMMITTEE ON WAYS AND MEANS, U.S. HOUSE OF REPRESENTATIVES,
ANNOUNCES HEARINGS ON FUNDAMENTAL TAX REFORM AND OTHER TAX ISSUES

The Honorable Dan Rostenkowski (D., Ill.), Chalrman, Committee
on Ways and Means, U.S. House of Representatives, today announced
public hear.ngs on the basic concepts involved in fundamental tax

reform and hearings on other specific tax issues pending before the
Committee.

Hearings on Fundamental Tax Reform

The Committee will begin public hearings on the basic concepts
involved in tax reform, simplification and fairness on Wednesday,
February 27, 1985. The hearings will be held in the main hearing
room, 1100 Longworth House Office Building, beginning at 10:00 a.m.
The f£irst witness will be the Secretary of the Treasury, the
Honorable James A. Baker III.

The hearings will involve testimony on the policy concepts
undezrlying fundamental tax reform proposals, including the Treasury
proposal announced in November, 1984, and other similar proposals
that have been the subject of recent analysis and debate.

The general public is requested to prepare testimony with
reference to the basic policy issues in the tax reform proposals
that have been put forward. A specific date for beginning the
public phase of these hearings will be announced after an

‘appropriate interval to afford the public an opportunity to
evaluate Secretary Baker's testimony.

In announcing these hearings, Chairman Rostenkowski stated,
"It is essential that we begin consideration of fundamental tax
reform. We cannot ignore the opportunity -- or responsibility --
that has been presented. To understate the obvious, the American
people are frustrated by the complexity of the tax form and
disillusioned by a sense of unfairness in the law, Thus, it is
imperative that the tax code be scrutinized from top to bottom with
simplicity, equity and fairness as our goals.”

, e
Hearings on Other Tax Issues C}ﬂdaﬁjtj/

Once the Committee's agenda relative to fundamental tax reform
and deficit reduction is established, the Committee anticipates
scheduling consideration of other tax issues -- many of which
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At 3 ums whez conesrn apout farm and poliuton probiems caused by agncuhural ranoff is growing
in Congress, ths Reagan Administration this wesk proposed mzssive cuts in conssrvation programs that
would shift the lion's share of responsibility to conwol runoff from the federal governmez: 1o the states
and individuals. Reagan’s plan as disclosed in budgz: documen:s would within a year eliminate half a
dozmn Agniculture Dept. cost-sharing programs that now distributs hundreds of millions of doliars yearly
to farmers to promote soil and water conssrvation, retaining only *‘a basic level of federal techmical. =
assistance.”” The Administration's principal rationais is that the $25-biliion spent on agrizultural conserva-
tion since the first program was instituted in 1936 ‘“‘simply has no: worked.”

" For 2 savings of soms $400-million next year and $700-miliioz in 1996, the Administration is propas-
ing to terminate the Agricuttural Conservation Program, Emerg=nzy Conservation Program, Great Plains
Conservation Program, Water Bank Program, Forestory Incentives Program, Resourcs Conservation and *
Development Program, and Small Watershed Planning Program. Soms small ~>o0d contro! and drainags
projects still would be financed by the Army Corps of Enginsers, accoréing o the documezis. The Ad-
ministration plan would rezzin the Soil Survey program, Plan: Materiais Ceaters, and tecnnizal assistanae
to soil conssrvation distnsts and landowners. )

The Administration plan dashe: hopes reporiediy held by some in Congress that Reagan would use
exisiing conservation programs to help get a rein on water and groundwater pollution caussd by erosion
and pssucidss runoff, though the USDA programs criginally wers designed to conserve land and water
for farm purposes. Congress las: year cams closs 1o passing legistation to create a whols nsw incennves
program to dsal with runoff poliution, but many fzl: any new environmental program would bs ineffec.
tive unisss coordinated with USDA soil consarvauor programs. In dozuments provided by the Office of
Managemen: & Budgs:, the Administration asseris that erosior is no longer ‘‘a serious probiez’’ on all
cropland, and that individual farmers and states should bscoms fully responsible for conssrvation desi-
sions in the future. The same documents note, thoug, that statss currently are spending only
$245-million yearly on agricultural conservation anc could not immediately make up for ths $8300-million
USDA now spends annually. -

REAGAN, AVERTING TOBACCO POLITICS, LEAVES CIGARZTTc TAX RENEWAL TO CONGRESS

The Reagan Administration, in 2 strategic move to court support from powerful tobacco-state
Senators for its market-oriented 1985 farm bil, has avoided the politizally explosive issus of a federal
Cigzrette tax in its FY-86 budget. The budgs: doss not extend tas expiring 16¢ fedzral cigarens tax, worth
an estimated $4-billion in revenuss. But Administradon silencs on the issue presumss thar Coagzess will
ext=nd, and possibly, increase the tax, thereby preserving it as 2 revenue-raiser but allowing the White
Houss to zvert conflict with important tobasco~country Senators Like Jesse Helms (R-NC). Without an-ex-
tension, the tax will revert back to 2 pre-1982 rate of 8¢,

Th~ Reagan Administrationis currently trying to lessen intense opposition to its 1985 farm bill'and is
particularly interested in wooing Helms, Agriculturs Committss chairman. It was Helms wkfo fought -
hardest for a sunset provision — in the 1982 Tax Equity & szn':al Responsibility Act which raised the
tax from 8¢ to 16¢ through September 1985 — to retire the higher tax,

Ths Adrministration’s a:oidance of the cigarette tax issus bas not eluded Senate Finance Committes
Chairman Bob Packwood (R-OR) who said recently be “‘has 2 hunch” the committas will move swiftly to
consider 2 new tax. The House is also beginning to consider legislation, with Rep. Andrew Jacobs (D-IN)
plznning to introduce a bill this week that would increase the t2x to 24¢/pack and earmark the funds for
Medicare and federally funded cancer research and trearment.

Congressional obssrvers pradict the cigarette tax debats will erupt in an cmon’_oaal batts berwesn the
powerful $26-billion tobacco industry and the increasingly vocz! anti-tobaceo coalition. The federal
revenuas from the tax are considsrabls, with estimatss projecting 2 $+billioa/year reduction if the tax is
reduced to 8¢,

HES Secretary Margaret Heckler supports exrmarking tax revenues for Medicare, according to in-
formed sourcss who say officials of the Dept.of Health & Human Services have proposad the idea. Ad-
ministration sourcss, charging that tobacco companies will reap greater profits rather than reduce costs to
the smoking consumer, support the *‘‘unofficial proposal’ to ezrmark cigarette tax revenuss for federally
fundad cancer ressarch. But the Administration is not expected to either propose or endorss such 2 pro-
posal. .

Pro-tobazzo intarssts are expected to argue against retaining the 16¢ tax rate on grounds that it un-
fairly discriminates against taxpay=rs who ‘‘happea to smoks’ — an argument that is not expected to
carry much weight in congressional dsbatzs. Anti-tax lobbyists charge a permanent tax will sst an “‘un-
warranted precedsnt’’ position, saying that legslation to eithsr retzin or increase the 16¢ tax would pro-
vids Congress a revenus-raising vehicle it will unfairly turn to each year to hike reveaues.

v

i« o INSIDE THE ADMINISTRATION — February 8, 1935
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Where there’s smoke

Margaret Heckler, President Reagan’s Sec-
retary of Health and Human Services. has
made an innovative propesal that lnks the
cigarette tax to funding of Medicare. Although
the proposal will not solve the long-term prob-
lems of the Medicare system. it deserves sup-
port from the President and Congress.

Medicare, funded by the payroll tax, is ex-

pected to slip into deficit sometime this vear
or. at the latest, next year. By 1993 It will have
liquidated surplus funds built up over the
years, according to forecasts.
. Heckler snggests that the cigarette tax be
kept at 16 cents a pack rather than drepping
to eight cents. as scheduled for Oct. 1. and that
the proceeds be dedicated to Medicare. Such a
tie-in would be appropriate. since massive evi-
dence has linked smoking with many medical
problems.

Heckler's proposal would also establish a
sound preledent for funding Medicare from
sources other than the payroll tax. Medicare
outlays. unlike the pension. disability and

survivers portions of the Soctal Security svs-
tem. have no relationship to the beneficiaries’
income leveis and tax payments. Benefits are
paid solely on the basts of the medical needs of
the beneficlaries. Funding such benefits cn
the regressive payroll tax has always been in-
appropriate: using the cigarette tax would
serve-to break out of that policy.

The cigarette tax is also regressive, since it
Is blind to the income levei of those who pay it..
Despite this flaw, nothing should be done that
encourages smoking — since the afflictions of
smoking are also visited upon victims without
regard to income level.

Congress can take the initiative by repeal-
ing the reduction in the cigarette tax. adding
about $1.7 biilion a year to Medicare revenues.
Ideally. from the health-care point of view,
this would be a diminishing source of income
if the number of smokers declines. That. in
turn. would focus attention on the need for
still broader revenue support for Medicare.
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(SDITORIAL)

Socking It to Smokers

. Come Oct. 1 the current 16-cent-a-pack tax on
cigarettes is scheduled to drop to 8 cents, a move
that would deprive the Treaswry of needed
revenue even as it undercut a modest economic
disincentive o smoking. BHealth and Buman
Services Secretary Margaret M. Heckler believes,
as anyone with any sense must, that Congress
made a mistake when it voted last year to let the
cigarette tax fall She is arguing for a retention
of the 18-cent tax, but she wants about half the
$4 billion a year that it raises egrmarked for the
M edicare hospital insurance trust fund.

-Heckler makes an interesting argument for ded-
icating part of the tax to a specific use. The trust
fund spends $6 billion a year on elderly and dis-
acted people with lung cancer and other smoking-
refated ilinesses. The fund also faces the prospect
of going broke in the early 1990s, when its expen-
ses are projected to exceed its income from payroll
taxes. Heckler suggests that the cigarstie levy be
regarded as a user fee. Since smokers run greater
hezith risks than neon-smokers, they should contxi-
bute directly to costs of their later medical care.

Our own view is that the 16-cent tax cught to be
not just retained but also radicaliy inerezsed—as a
revenue-raising measure certainly and; mcre to
the point, an effort to make cigarettes so expensive
that young people tempted to take up smoking
might find them happily unaffordable. The best
way to deal with the addiction of smoking is not to
treat its health consequences after the fact but to
discourage dependency in the first place,

We cannot, though, support the idea of ear-
marking the cigarette tax, Get into the pattern of
comurmitting specific revenues to specific purgoses
and there’'s no end to it. Smoking is indeed a cosuy
health problem. But so, for example, are obesity
and overindulgence in artery-clogging foods.
Should there then be a “fat” tax to help pay for
the diseases brought on by bad eating habits?
With few exceptions the best destination for taxes
is the general fund. That fund deservedly ought
to be added to with a cigarette tax much higher
than it is now, and certainly much higher than it
is due to become in October uniess Congress has
wiser secoad thoughts.




A SUMMARY OF CIGARETTE TAX TRENDS AND IMPACTS IN MONTANA

The Tobacco Institute
Washington, D. C.
January, 1985.



MONTANA'S TAX STRUCTURE AND COMPARISONS TO STATE AVERAGES

Montana ranks relatively low i per capita income (37th). P’
It is low in manufacturing employment (45th) at 7.7% of non-
agricultural work force, and high in government employment,

@Grd and 26.5 7).

Montana is high (ll1th) in per capita state & local revenues
and state & local taxes (l4th) per capita, but it is low in
debt as a percent of taxes.

Montana has no general sales tax and local government must rely
heavily on property taxes as a revenue source (47.47% vs an aver-
age 30.8%Z for all taxes, 25.87 vs an average 18.0%7 from all
revenue sources, and $582 per capita).

Montana's tax effort is only 92 percent of the dll state average,
but its ACIR fiscal capacity ranks a high 8th.

Montana is higher than average in selective sales taxes and in
individual income taxes (10th per $1000 income) as state tax
sources. MT receives relatively high federal aid per $1000 income,
and it is moderate (27th) in total state tax revenue per $1000 of
personal income.

Montana has a high per capita beer consumption (4th) and a relat-
ively low tax as a percent of average price (2.87 vs an average of
7.7%2), and has low electric utility tax rates.
' %
As stated, Montana derives a large percentage by source of its

tax revenue from selective sales taxes on fuels, insurance, al-
coholic beverages, and particularly tobacco as a—source (4th)

with 10.47 vs an average 4.777.

A general sales tax on other retail products and services would
seem to be logical if tax revenues must be increased.
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Statement by
Terry L. Anderson
and
Richard Stroup
to

House Taxation Committee

March 21,1985

Representative Devlin and Members of the House Taxation Committee, I
am Richard Stroup, Professor of Economics at Montana State University,
presenting this testimony prepared by Terry L. Anderson also a Professor of
Econontics at Montana State University and myself on behalf of the Tobacco,
Washington, D.C. The views which follow are tﬁose of the authors and do
not necessarily represent the position of Montana State University or the
university system.

This statement is designed to alert the committee to two important
facts regarding cigarette excise tax increases. First, the cigarette tax
is an extremely regressive tax, and second tax increases of all sorts drive
a wedge between buyers and éellers thus reducing the potential for gains
from trade which charactertize the market svstem. ILet us consider these
two facts in turn.

The word "regressive" is a term used to describe whether the burden of
a tax falls more heavily on individuals with lower incomes. The tax burden
of a progressive tax, on the other hand, inCreases as inccme increases. An
examination of the cigarette tax reveals that it is in the regressive

category. As table 1 indicates, the tax burden--the percentage of income
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taken by the tax—-falls dramatically as income increases. The effective
tax rate on individuals in the lowest tax brackets is ten times as high as

that paid by individuals who earn in excess of $50,000 per year.

Table 1

Percentage of Income Paid
in All Taxes on Cigarettes
at Current Rates

(Family with 2 Average Smokers)

Effective
Annual Inccme Tax Rates
$ 5,000 6.35%
8,000 3.97
10,000 3.12
15,000 2.11
25,000 1.27
50,000 0.64

The main reason for this regressivity is that a significantly higher
proportion of lower income individuals smoke than persons with higher
inccmes. The latest survey data from the National Center for Health
Statistics reveal that persons earning $7000 or less are 50 percent more
likely to smoke that persons earning $25,000 or more. Table 2 shows that
for each age category except for those 65 and older, the percentage of
smokers as a proporticn of the total group declines as income increases.
In general those hardest hit by the cigarette excise tax are those in the

lowest income category.



Table 2

Percentage of Smokers by Income*

Less than $7,000~ $15,000-

Age Group $7,000 $14,999 $24,999 $25,000
17-19 30.1% 27.9% 23.0% 17.2%
20-24 37.8 40.8 30.5 33.4
25-34 45.9 41.9 36.3 29.0
35-44 51.4 41.8 37.2 35.0
45-65 40.1 33.8 35.8 31.0
65+ 17.4 18.0 ©15.6 18.2

*Unpublished data from the National Health Interview Survey,
National Center for Health Statistics. Survey interviews tock
place during the last six months of 1980.

The regressivity of the tax in Montana is even more dramatic when cne
considers that fact that our per capita incomes are below the national
average. For the past two decades our persocnal income per capita has been
10 percent or more belcow the national average. Since the above data are
based on national income figures, regressivity would be worse in Mcntana.

The evidence on regressivity is further corroborated by the incidence
of cigarette taxes among occupational groups. Persons working in
occupations traditicnally classified as blue~collar are most affected by
the cigarette tax because they are much more likely to be smokers than
persons werking in occupations classified as white-collar and
professicnal. Tables 3 and 4 reveal that smoking is more characteristic
among lower paid workers. For example, garage laborers, cocks, and
pressmen are three times more likely to smoke than electrical engineeré.
Similarly, waitresses are three times more likely tc smoke than are
librarians. Again, it is clear from these data that low and moderate income
individuals generally working in blue-collar ijobs are hardest hit by taxes

placed con tobacco. Given our relatively low incomes in Montana and the



relatively large number of blue-collar jobs, there is no question that the

tax is regressive.

Table 3

Percentage Male Smokers by Occupational Category

Category Percentage Smokers
Garage Laborers 58.5%
Cooks (not private household) 57.5
Maintenance Painters 56.3
Pressmen and Plateprinters 55.7
Auto Mechanics 54.6
Assemblers 52.7
Shipping and Receiving Clerks 50.0
Personnel, Labor Relations 36.9
Draftsmen 34.2
Accountants and Auditors 33.3
Lawyers 30.3
Engineers, Aeronautical 26.2
Engineers, Electrical 20.3

Source: Sterling, T., and Weinkam, J., "Smoking Characteristics
by Type of Employment," Journal of Occupatiocnal
Medicine, 18 (11), 1976, pp. 743-754.

Table 4

Percentage Female Smokers by Occupation Category

Category Percentage Smokers
Waltresses 49.6%
Shipping and Receiving Clerks 48.5
Assemblers 43.5
Bookkeepers 38.6
Nurses, Professional 38.4
Laundry and Drycleaning Operators 38.3
Secretaries 37.8
Accountants and Auditors 30.8
Stenographers 28.4
Technicians, Medical and Dental 23.6
Elementary School Teachers 19.4
Librarians 16.4

Source: See Table 3.



The data presented above show that the cigarette excise tag is borne
more by low and moderate income working people than by upper income people.
Therefore any increase in the tax rate will simply add to this regressivity
by shifting the burden more to those at the lower end of the income scale.
Some, of course, will argue that allowing the state to increase its tax by
8 cents if the federal government reduces its tax by the same amount is not
an increase but rather a shift in the collection pcint. The fact, however,
is that in 1983 the federal government doubled its tax rate to 16 cents per
pack while Montana increased its tax rate by 25 percent to 16 cents per
pack. If the federal government reduces its rate back to 8 cents, the tax
will have decreased; if the state subsequently raises its rate to 24

cents, Montana will have increased the tax rate on cigarettes.

:> The second major peint which should be considered in the tax debate is
that taxes do drive a wedge between buyers and sellers thus reducing the

tential for gains from trade. During this session of the legislature and
the congress there has been much talk of tax reform. At the state level
there have not been such broad attempts to modify income tax laws, but
there have been a number of bills introduced to change tax rates on
specific goods and services. For example, House Bill 392 would have added
a 10 percent tax statewide to the daily charge on hotel and motel rooms and
campgrounds. Needless to say, hotel and motel owners launched an attack
against the pbill charging that it is a "selective sales tax" which will
affect industry profits and hurt Montanans more than tourists. The saﬁe
can certainly be said of excise taxes on cigarettes. Proponents of such
taxes favor them because only selected individuals and industries bear the
burden while those who are forced to pay claim such taxes are unfair. The
result of arguments such as this is that tax reform turns intc "tax

tinkering."



The problem with tax tinkering is that it results in a tax system
which is highly inconsistent. For example, our federal and state income
taxes are designed to be progressive in an attempt to shift the burden of
payment to those with relatively high inccmes. But taxes like the
cigarette excise tax work in the opposite direction with their
regressivity. As long as the debate over tax reform focuses on who should
pear the burden, the assorted winners and losers will continue to fight an
economic tug-of-war.

Peal tax reform must be aimed at reducing economic disincentives that
accompany taxes. If we can accomplish this task, we can reduce tax rates
while maintaining and even increasing tax revenues. Whether taxes are
placed on income or cigarettes, they drive a wedge between the buyver and
seller and inhibit wealth creation.

In the case of income, the results are mest dramatic. The main point
emphasized by supply side economists is that high marginal income tax rates
have contributed to slower productivity in the U.S. They have argued that
reducing tax rates increases the size of the pie so that government
revenues need not fall. Furthermore if rates fall for the rich, they have
argued that the percentage collected from the rich will increase. The
evidence is all on their side. When tax rates were cut dramatically in the
1920s, the econcmy boomed, tax revenues increased slightly, and the those
earning over $100,000 ended up more than doubling their burden of federal
income tax paid to over 50% of the total collected. When rates again were
raised between 1931 and 1932, the exact opposite occurred with those
earning over $100,000 going from paying 45% of all federal income taxes to
36%. By the time taxes rose over the ensulng three decades to a top rate of

91% in 1963, the per capita equivalent of $100,000 had risen to $1,000,000.



Those people earning this amount were paying only 0.7% of all féderal
income taxes. The point of this discussion is to emphasize that taxes do
make a difference to economic activity. Sinply raising tax rates does not
necessarily increase revenues because people do respond when relative
prices are changed.

A recent study completed by two of our colleagues at Montana State
University shows that the same is true for business taxes. A one percent
increase in a state's business tax relative to other states causes a 1.02
percent decrease in total capital investment. Though it takes over 6 years
for this adjustment to take place, there is little doubt that taxes do make
a difference.

The same point holds for all forms of excise taxes. There can be no
doubt that a higher tax on cigarettes raises the price and reduces the
quantity sold. For those consumers and producers who voluntarily want to
engage in these exchanges, gains from trade have been reduced. Revenue for
business is reduced and jobs are lost. Of course, many of these impacts
are felt in the tcbacco producing states, but we cannot believe that we are
immune to the impacts.

Another real impact of cigarette excise taxes is that they encourage
people to engage in tax evasicon, and given that lower tax alternatives are
available, this is common. One need only cross the border into Idaho
or Wyoming to chserve that prices are different. Idaho's rate is 9.1 cents
per pack and Wycming's rate is 8 cents. Such a differential cannot heip
but encourage "bootlegging" across state lines.

The same type of price differential can be found on Indian
reservations where the state tax is not paid. Earlier in the session of
this legislature an official from the Department of Revenue testified

pefore the Senate Taxation Committee that between 15% and 20% of all



cigarette sales in the state are on reservation. The lesson to be learned
from this is that while taxes may discourage gains from trade, consumers
and producers seek out ways to continuing capturing them. When tax rates
get too high, private individuals are more likely to engage in tax evasion
and other activities which are illegal.

Taxes are the price we must pay for government services;
unfortunately, they often cost us more that we realize in the form of lost
gains from trade. As this legislature considers various ways of reforming
our tax system, this latter point must be kept in mind. Governor
Schwinden's proposal to reduce the coal severance tax in Montana would
stimulate econcmic activity by reduciné the wedge being driven between the
price paid by coal purchasers and that received by c¢oal producers. If we
are to stimulate economic grcwth in the state, this is the type of signal
we must send. By grasping at every tax straw available, the legislature
sends a message that Montana is nct interested in tax reform that will
increase the size orf the pie. Wnile the cigarette excise tax is cnly a
small part of the total tax picture, it is a part of our total businscs
environment. Since all taxes drive a wedge between the price paid and the
price received, no taxes can be ignored in a true reform package.
Everything from income taxes to excise taxes must be considered. Only
through real tax reform—-not tinkering--can we stimulate gains from trade
and the wealth of our state and nation. The choice is yours; shall we -

continue to play pie slicing games or encourage pie enlarging.
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Tobacco and Candy Distribufc

- EXHIBIT

IN OPPOSITION

TO HB 45

When the Montana Association of Tobacco Distributors was organized in 1949,
there were 55 licensees on whom the state of Montana depended to prepay and

administer precollection of cigarette sales taxes.
This tax has increased 700 per cent.

of 20 cigarettes.

This tax began as

have prepaid $256 million in state cigarette taxes.
ever -tightening squeeze until their numbers have been reduced to 13 Montana

owned wholesale cigarette distributors.

The following Montana family-owned distributors are licensed by the state to

prepay state cigarette sales taxes:

2¢ a pack
Wholesale distributors
They have been caught in an

7y F

1, Beaverhead Bar Supply, Dillon
2. EastMont Enterprises, Sidney ‘ SAVE MONTANA
3. Gierke Distributing Co., Miles City ,
4, Glacier Wholesalers Inc., Kalispell BUSINESS!
5. Harkins Wholesale Co., Butte
6. Hi—Line Wholesale Co., Wolf Point [Enactment of HB45 could add
7. ( Pennington’s of Great Falls momentum to the reduction
( Pennington’s of Havre of Montana family — owned
( Pennington’s of Shelby cigarette distributor business.
8. F. T. Reynolds, Glendive
9. Roach & Smith Co., Anaconda I you want to "“BUILD
10. ( Service Candy, Billings MONTANA” you must
( Service Candy, Bozeman first vote to SAVE THE
( Service Candy, Livingston MONTANA BUSINESS
11 ( Sheehan’s of Helena Inc., Helena we already have, by voting
( Sheehan-Majestic Inc., Missoula to kill HB45
12, Spitz Wholesale, Missoula
13. Two Medicine Family Whls., Browning

Other prepayers and administrators of state cigarette tax are out-of -state

corporations:
14, ( Associated Foods, Billings
( Associated Foods, Helena

15. (Buttrey Foods, Great Falls
16. ( Ryan’s , Billings
( Ryan’s , Great Falls
17, West Coast Grocery
18 UR M Stores

The history of the Montana cigarette sales tax parallels failures among the
resident Montana family-owned wholesale distributor businesses — from 55
The tremendous increases in cigarette taxes in only two yeafs and
resultant loss of sales is proof that “The Power to Tax is the Power to

The latter quotation is that of the Chief Justice of the United States

to 13.

Destroy!”

— subsidiaries of Salt Lake City-based
— corporation. ‘

— of Jewel Tea Corporation, Chicago
— subsidiaries of Super-Value, of

— South Dakota-Minnesota

— of Portland, Oregon

— of Spokane, Washington

in 1819, John Marshall (McCoullough vs. Maryland).

Please VOTE TO KILL HB45 — a

Executive Director Tom Maddox, P. 0. Box 1 2 3, Helena, MT m&r ]

punitive, regressive special sales tax!

elephone (406) 442-1582

P
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Tobacco and Candy Distributors

Pages:

1777 Le Grande Cannon Blvd., P.O. Box 123, Helena MT 59624 Teiephone (406) 442-1582

Tom Maddox,
Executive Director

IN OPPOSITION TO HB45 AND HB 120,
THE FOLLOWING MATERIALS ARE PRESENTED:
List of surviving state-licensed Montana wholesale distributors

The special government burden of prepaymg cigarette taxes
by wholesale distributors.

There will be NO SUNSET ON FEDERAL CIGARETTE TAX.

Cigarette sales are on the decline. Indian sales without state tax
are escalating, with state revenue losses in the millions.

What further sales tax would mean; losses to people, and
state government.

Sales tax is regressive; hits all low income people hardest —
including Montana’s 65-plus population.

Government — biggest partner in cigarette business — ought
NOT profit from its people’s weaknesses.

Addenda:

Some cigarette tax facts

News story format of worst scenario for consumer if all
tobacco taxes are enacted.
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Page 2

Mr. Chairman and members of the committee: Pm Tom Maddox,
representing the organized Montana distributors of tobacco products.

So that you may better relate to these businesses, I offer you the current
list of the tobacco distributors licensed by the state of Montana. .ccoo.

In the 1930s and before, Ibelieve there were more than 60 Montana businesses
engaged in the tobacco business. I will leave the reading of the detail to you,
in.the exhibit just distributed. @ The thought here is that with the legislative
or government squeezing of this segment of Montana business, with ever
increasing taxes, there are only about a dozen of these Montana family-
owned tobacco businesses left.

The government has imposed a special financial burden on these
business citizens: We usually think of business carrying its inventories
on a basis of extended credit or even consignment. That is they are not 4out”
ever, because they sell their products and with such current income, they pay
for their inventories. NOT SO WITH TOBACCO DISTRIBUTORS! WITH THE
STATE LICENSE GOES THEIR BURDEN OF FIRST ADVANCING THE
TAXES TO THE GOVERNMENT, AND VIRTUAL CASH PAYMENT TO
THE SIX MAJOR MANUFACTURERS, BEFORE THEY CAN SELL THEIR
TOBACCO PRODUCTS. THE GOVERNMENT HAS CREATED THIS STRANGE
FINANCIAL BURDEN ON THIS SPECIAL SMALL GROUP,

IN MONTANA this all began in 1949, with the first cigarette tax collections
of 1950 amounting to 2 cents a pack of 20 cigarettes. The U.S. tax was 8 cents.
Today the total tax on a sale of one pack of 20 cigarettes is 32 cents. THAT’S
35 PER CENT. AND THE STATE AND THE MANUFACTURERS WANT
THAT PAID UP FRONT.

LET’S LOOK AT RECENT AND CURRENT TAX INCREASES: In 1983,
the federal government increased its cigarette taxes 100 per cent — to
16 cents a pack of 20, from 8 cents. Also, in ’83, Montana increased its state

sales tax 33 1/3 per cent — to 16 cents from 12 cents.

THERE WILL BE NO ¢“SUNSET® ON THE FEDERAL TAX INCREASE!

If you understand our federal debt — if you understand what is meant when it is
said that there will be no new federal taxes, then isn’t it clear that the
congress is NOT going to allow dropping of an OLD, continuing tax?

A tax which yields the federal government 2 billion dollars a year?

INSTEF AN TUE NEFWS MEDIA DTrdADRTS ANT RITT FOR A 22 CENT FEDERAL
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( EXHIBIT IN OPPOSITION TO HB 45

When the Montana Association of Tobacco Distributors was organized in 1949,
there were 55 licensees on whom the state of Montana depended to prepay and
administer precollection of cigarette sales taxes. This tax beganas 2¢ a pack
of 20 cigarettes.  This tax has increased 700 per cent. Wholesale distributors
have prepaid $256 million in state cigarette taxes. They have been caught in an
ever-tightening squeeze until their numbers have been reduced to 13 Montana —
owned wholesale cigarette distributors.

The following Montana family-owned distributors are licensed by the state to

I
N
F
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prepay state cigarette sales taxes: R
M
A
T
I

1. Beaverhead Bar Supply, Dillon a
2. EastMont Enterprises, Sidney ‘' SAVE MONTANA
3. Gierke Distributing Co., Miles City
4. Glacier Wholesalers Inc., Kalispell BUSINESS!’ 5
5. Harkins Wholesale Co., Butte
6. Hi—Line Wholesale Co., Wolf Point Enactment of HB45 could add "f
. ( Pennington’s of Great Falls momentum to the reduction %
( Pennington’s of Havre of Montana family— owned
_ ( Pennington’s of Shelby ' | cigarette distributor business. r
(s F. T. Reynolds, Glendive | O‘ﬁ
9. Roach & Smith Co., Anaconda I you want to "“BUILD
10. ( Service Candy, Billings MONTANA’ you must
(SQrvice C’a_ndy, Bozeman first vote to SAVE THE
( Service Candy, Livingston MONTANA BUSINESS
11, ( Sheehan’s of Helena Inc., Helena we already have, by voting
( Sheehan-Majestic Inc., Missoula to kill HB45 ' %
12, Spitz Wholesale, Missoula
13. Two Medicine Family Whls., Browning B ;j
Other prepayers and administrators of state cigarette tax are out-of-state
corporations: U !
14, ( Associated Foods, Billings — subsidiaries of Salt Lake City-based %
( Associated Foods, Helena — corporation. : I_
15. (Buttrey Foods, Great Falls — of Jewel Tea Corporation, Chicago 3
16. ( Ryan’s , Billings — subsidiaries of Super-Value, of L
( Ryan’s , Great Falls — South Dakota-Minnesota ,
17. West Coast Grocery — of Portland, Oregon E ﬁ
18 U R M Stores — of Spokane, Washington T

The history of the Montana cigarette sales tax parallels failures among the

resident Montana family-owned wholesale distributor businesses — from 55 I
{ to 13. The tremendous increases in cigarette taxes in only two yea¥s and
resultant loss of sales is proof that “The Power to Tax is the Power to
Destroy!” The latter quotation is that of the Chief Justice of the United States
in 1819, John Marshall (McCoullough vs. Maryland).
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Page 3 HB45
I HB45 would be enacted, it would mean a 100 per cent increase in the
state sales tax on cigarettes in two years — from 12 cents for a pack of 20
to 24 cents. The state-federal tax jump in two years would be to 40 cents
a pack of 20 from 20 cents.
' Idaho just adjourned its legislature. A proposal to increase the
Idaho tax from 9.1 cents was rejected. Legislators were quoted

as recognizing that since the latest cigarette tax increases of ?83
cigarette sales have DECLINED.

In Alaska, a bill was introduced which proposed that the state
cigarette tax would be decreased if the federal government 0- ¢
again increases its tax from 16 cents a pack. (0"”.35

The latest statistics on cigarette sales show sales dropped i ull
Montana — more than 10 per cent; dropped in Idaho, A‘W’ifzﬁl—ilr‘?—g,/(—ll, 24%),

i North Dakota — (6. 91 or nearly 7%). Thirty-five states in all showed sales
declines from the previous year.

' IT IS IMPORTANT TO KEEP IN MIND ALL SUCH FIGURES REFLECT
ONLY SALES OF STATE—TAXED CIGARETTES. THEY DO NOT
REFLECT THE EVER-INCREASING SALES OF CIGARETTES

' WITHOUT STATE TAXES. THE MONTANA DEPARTMENT OF
REVENUE FIGURES SHOW THAT WITH THE LATEST BIG JUMP
IN CIGARETTE TAXES, THE SALES OF CIGARETTES WITHOUT

. STATE TAXES HAVE SKYROCKETED.

THE HIGHER THE STATE TAXES GROW, THE GREATER THE GROWTH
OF SALES OF CIGARETTES WITHOUT STATE TAXES. THE MONTANA
» REVENUE DEPARTMENT HAS BEEN TRACKING NON-STATE-TAXED SALES
SINCE THE 1970S. SINCE THEN SMALL ROADSIDE SMOKESHOPS HAVE
GROWN INTO LARGE GENERAL STORES OR SHOPPING MALLS—EVEN WITH
‘* MUSEUMS WITH PAVED PARKING AREAS, ON OUR HEAVILY TRAFFICKED
HIGHWAYS.

WITH THE COMBINATION OF HIGHER TAXES, DECLINING STATE-

TAXED SALES AND GROWING RESERVATION SALES, THE STATE IS
IN THE LOSING COLUMN NOW, AND IN THE LONG RUN IS KILLING THE
GOOSE THAT HAS LAID GOLDEN EGGS.

¥
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Page 4
AN ANALYSIS OF THE IMPACT OF TAX INCREASES ON SALES OF

CIGARETTES SHOULD BE CONSIDERED, AS APPLIED TO MONTANA _

An increase of another 8 cents tax will erode the tax base even more:

A specific state econometric model indicates a possible sales
decline of 3.'76 per cent for every 8 per cent increase in the tax rates.
Therefore, it could be expected that an addition of an 8 cents sales tax
would lead to a decline of state—taxed Montana cigarettes sales of
about 3.41 million packs a year.
WHAT WOULD THIS MEAN ? —
(*1) A FURTHER ESCALATION OF ILLEGAL PURCHASES,
INTERSTATE SMUGGLING AND PURCHASES FROM
MONTANA RETAIL OUTLETS ESCAPING THE STATE TAX.
(*2) THE NUMBERS OF MONTANA RETAIL STORES SELLING
CIGARETTES WITHOUT STATE TAX WILL INCREASE
ALL OVER THE STATE.

(*3) THE TAX-PAYING, LEGITIMATE WHOLESALERS AND

RETAILERS WILL EXPERIENCE SIGNIFICANT LOSSES OF REVENUES.
IN THIS AREA, SUCH BASIC INCOME LOSSES MEAN DECLINING
BUSINESS, FORCED LAYOFFS, — GROWING RANKS OF THE

UNEMPLOYED WITH RESULTANT STATE INCOME TAX REVENUE

LOSSES.
THIS IS NOT THE WAY TO BUILD MONTANA!
The government is already the most substantial revenue-—taker in the

cigarette business. The legislature is the board of directors of government
business.

IT IS NO LONGER GOOD BUSINESS MANAGEMENT TO BASE FINA NCI,

OVER LONG TERMS ON SALES OF A SINGLE PRODUCT LINE. STATISTICS

SHOW DECREASING PER CAPITA CONSUMPTION OF THIS COLLATERAL

PRODUCT.

NC




Page 5 OPPOSITION TO HB 45

U. S. PER CAPITA CONSUMPTION OF CIGARETTES PEAKED IN THE

MID 19708 AT CLOSE TO 150 PACKS A YEAR, AND HAS BEEN ON THE
DECLINE SINCE THEN. IT NOW IS CLOSE TO 125 PACKS A YEAR FOR 1985.

MONTANA PER CAPITA CONSUMPTION OF CIGARETTES

IS LOWER -- FOR 1984 110 PACKS A YEAR PER CAPITA.
(DOWN FROM 127,2 1IN ’78.)

THE CIGARETTE SALES TAX IS REGRESSIVE. In Montana,
the cigarette tax discriminates against the estimated 200,000 persons who
enjoy cigarettes. This tax falls most heavily on those least able to afford it.

The percentage of income devoted to buying cigarettes, or all necessities,
falls as income rises. That’s regressive taxation Any increase adds to
the burden of the lower income groups. One of Montana’s best industries—

as one legislator puts it — is the 11 per cent of the Montana population aged

or
65 over. For the 65-plus — some 80,000 — many of whom are living on

» fixed income, any increase in the tax rate threatens this now-affordable pleasure.

Our state services have escalated, and state employment has jumped
from about 4,000 when I first worked with this legislature to about 14, 000.
There has been a mushrooming of state buildings, funded by cigarette smokers.
Some say we have more government than is needed. Less is often better.

The Billings Gazette comments, ®* Government , like gamblers, ALWAYS
needs more. Senator Crippen was requoted in that editorial: “Government ought
not to prodit from its people’s weaknesses.® The editorial concludes:

%The legislature must remember that. It’s important. ®

Thank you, for your consideration. Please vote to kill HB45 and HB120.

Additional statistics available for refence, upon request.

, Submitted by Thomas W. Maddox, Executive Director, Montana Association of Tobacco
and Candy Distributors Inc., P.O. Box 123, Helena MT 59624 — (406) 442-1582
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Gazette opinion

Well
.
said
( |
Senate correct on lottery

the Senate.
Proponents talked about money.

The lottery debate swirled back and forth through

The state is in dire need of new sources of revenue.
Taxpayers are on the edge of revolt. The current admin-
istration hasn’t dealt realistically with the budget.

The lottery would raise about $4 million in the next
biennium. It must be passed.

Opponents talked about morality ... .

A

Church groups gathered in Helena to speak ag
the bill. There are other sources of revenue. Low in
families would suffer most. Parents searching for thc
golden fleece would spend their families into povert)?

... And money, too.

Horse racing advocates said the lottery woulgcu
into race tracks takes. The sport would suffer.

But in the end, Sen. Bruce Crippen, R-Billings, s%
best.

. Government ought not, Crippen said, to profit *

~ its people’s weaknesses, and he is absolutely right. ‘g

A IR ——

There are other arguments against a lottery.

It would necessitate the creation of another b u
cracy t6 manage it. We already have enough buregﬁa
cies; we certainly don’t need any more.

As initially proposed, the bill called for an “glec
tronic” lottery with machines set up that would v
winners immediately. That sounds a little like the ‘Uhe |
armed bandits in Las Vegas, doesn’t it? It only soynd:
that way because it is. i

And that’s one of the problems with gambling. It}
vocates never seem to get enough. Gambling grows, anc

. grows, and grows, feeding on the weaknesses of p

and society.
The net, $4 million over the next two years, is pea

| nuts compared to the financial problems the state f%es

now.

But if gambling were put in place, its advocate:
would argue that chances are the industry could £
the state more if ... if slot machines were allowed, !l
sinos were allowed, if ... if ...

Government, like gamblers, always needs more.#
temptation would prove too great.

Still, Crippen said it best.

Government ought not to profit from its .,‘-
weaknesses. The Legislature must remember that. /Bt
important.




Some folks are hooked on cigarettes
Though they're told it's a sin;

Some folks are hooked on all the dough
That cigarettes bring in.

They use this dough for buildings
For all the world to see;

They don't care that it's collected
From a small minority.

If this dough was used for helpning
Those folks who need our aid--

T'would make more sense to those of us
Who have payed and payed and payed.

But instead the only reason

That this tax keeps getting higher
Is because we need more buildings
For state government's empire.

Now there's impending legislation,
Which surely is a joke--

Though cigarettes pay for buildings
While you're in them you can't smoke!

We should all encourage smoking
Even though it ruins our health--
'Cuz every pack that people buy
Adds to Montana's wealth.



‘For publication as desired—all or any portion.

o

From the Montam Association of Tobacco and Candy Distributors (See further at end)

HELENA MT — Did you hear the one about the cigarette smoker

who suffered a nightmare? Well, he went to his neighborhood store and

asked for a carton of his latest favorite cigarettes. The clerk said, “That’s

$6. 21 for the cigarettes, sir, and, um-m-m, let’s see, and another $7. 08

for the state-federal sales taxes.” The smoker cried, “Oh, no, Can’t be.”
The clerk was firm, “Yes, it is—tax to help reduce the federal debt;

tax to balance Montana’s state budget;tax to aid public schools, and for

the teachers’ pensions, tax to service the debt on state buildings, and

there’s more tax on smokeless tobacco to fix our city streets. ...”
The smoker groans, opens the carton and extracts a cigarette. %
“Oh, sir. You can’t smoke here,” the clerk admonishes. “The @

legislature has outlawed smoking in public places. ”? ‘3
Shocked, the smokeless smoker awakes at 4 a. m. , to the sounds of

his own screaming. Finally, he dozes off again, until the sound of his

telephone ringing brin%him to wakefullness. “Hello,” he answers.

“Good morning, sir,” the caller says. “Im calling to invite you

to attend our new state-sponsored clinic on how to stop smoking. It doesn’t

:

cost you anything. The smokers’ tax pays for it.” 4 g
Does all that souni a little wierd to you? If it does, then you’re %

not aware of what all is b2ing proposed to those legislators we elected

to congress and to the legislature in Helena. %
The $7. 08 state-federal tax on a carton of cigarettes is the total tax g

being proposed in the smoker’s worst real life scenario. At the federal level, Wﬁ

a $4 a carton federal tax is proposed; another proposal is for a mere 100 per centg

increase from today’s $1.60 U. S, tax a carton. Then at least five bills in the %?
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Based on the latest minimum costs computed by the Montana Department of
Revenue, regular and king size cigarettes amon g major brands cost $9. 12 a carton.
Of this Montana smokers today pay 35. 1 per cent of this cost in state-federal tax on
the sale.

Congress increased the federal tax 100 per cent in 1983 to $1. 60 a carton. Then
the Montana legislature increased the state sales tax 33 per cent to $1. 60, to
make the total carton tax $3. 20. (The carton size is used here bacause the state
department calculates tax units on a carton basis. The Tobacco Institute reports
about half of cigarette sales are by the carton of 10 packs of cigarettes.)

Governor Ted Schwinden has asked for the state tax to be increased 100 per cent
within two years, to $2. 40 a carton in HB45. His bill beat another bill to the Legislative
Council (HB120), which also asks for $2. 40 state tax a carton, for research into
certain diseases, Senate Bill 442 states that even if HB45 is enacted, another
50 cents a carton is wanted, to help fund teachers’ pensions. Whatever tax prevails,
HB833 wants a cut of one par cent to fund educational programs on how to stop
smoking, to be supervised by the state superintendent of public instruction.

State law defines a pack of cigarettes as containing 20 cigarettes. Now major
manufacturers have produced a pack containing 25 cigarettes. So this has generated
SB249 to tax each cigarette in excess of 20 in a pack at the rate of 1/20th of the base
20-pack tax. Thus, if the state tax is ‘$2. 90 a carton of 20, the state tax would be
$3.04-1/2 for a pack of 25.

Montana started taxing cigarettes in 1957, and has increased the tax 700 per cent
since then — before the 1985 proposals. Our record keepers report that cigarette

smokers have paid the state in taxes $256 million through 1984.

(More on page 3)
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Smoker for smoker, they made their finest contribution to build state buildings

in fiscal 1982. By then the state federal tax rates had prevailed for several years,

at $2 a carton ($1. 20 for the state, 80¢ for the federal tax). They paid tax of
$11,649,438. %

Some might think if the government doubled such tax, it would double revenue, %
say to more than $23 million for the next fiscal year. Budget Director David Hunter’s
fiscal note on HB45 tells the legislature he expects doubling from 1982 should gross
the state only about $20 million. What happens to the missing $3 million?

The Tobacco Institute of Washington, D. C., supports calculations showing a
“loss” would ensue. Not only in tax, but the TI declares there would be further
losses in businesses.

The institute adds:

“For Montana, a specific state econometric demand model indicates a possible \3
sales decline of 3.76 per cent for every 8 per cent increase in the tax rate.
Therefore, it could bz expected that an addition of an eight cent excise tax increase
to the current average retail price will lead to a decline in legitimate fiscal year ’ 86
cigarette sales in Montana of about 3. 41 million packs.

“This decline would probably consist of an actual cutback, combined with
increased illegal purchases and interstate smuggling. As a result, legitimate
wholesalers and retailers would experience significant revenue losses. ”

The Montana Association of Tobacco and Candy Distributors states that,

“As sales of state-taxed cigarettes decline, there has been a substantial increase
in cigarette purchases without the state tax from Indian reservation-based retail
outlets, called ‘smokeshops’, on heavily trafficked highways. The Department -l

of Revenue reports millions of dollars in losses, and rapidly escalating with

the latest state cigarette tax increase. ”

?
i
s
%
g
:
%
]
|

(More on page 4)
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The institute report goes on, “In other states where high cigarette taxes exist,
the criminal element has bacome involved. If Montana were to raise its tax on
cigarettes, the bootlegging problem will grow in proportion to the tax increase. ®

There is a statistical indicator to trends in purchases of cigarettes from
legitimate or state-taxed cigarettes to purchases from stores which do not pay
state taxes. A markedly lower per capita consumption is reflected in states
with growing federal reservation sales, or with substantial smuggling from other
states by individuals or organized crime. On the other hand, states with substantial
cigarette sales for out-of-state consumption exhibit relatively higher per capita
consumption figures.

A new Tobacco Institute report states, “Data for 1984 show that overall
per capita consumption in Montana was 96. 9 packs. The U.S. unweighted
average per capita was 122.7 packs.

“Montana now is at a 4 cents a pack tax disadvantage with three or four
surrounding states. Montana also recorded a per capita sales disadvantage wii.:h
all four of its neighboring states. This comparison implies some potential
smuggling of cigarettes into Montana from states with lower tax rates.”

The institute reports that cigarette taxes provided 2. 5 per cent of the state’s
1983 total tax revenue and an impressive 12, 2 per cent of the state’s total sales
and gross receipts tax revenue. Cigarette taxes generate more revenue for
Montana than taxes on beer, liquor or wine, or utilities. It credits this data to

the U. S. Bureau of the Census and the Montana Department of Revenue.

(More on page 5)
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2

The nonprofit TI sees a direct impact on the state’s economy. TI explains: J

“Higher cigarette taxes affect revenue and work weeks in private sectors, %
both directly and indirectly involved in the tobacco industry within Montana. Most

of these effects will be in the form of revenue losses to wholesalers and retailers.

“Higher cigarette taxes and the resulting decline in the purchase of tax-paid
cigarettes will also reduce state revenue from other sources, such as corporate
income tax, and individual income tax. For example, cigarettes are a traffic-
builder for the state’s thousands of retail establishments which sell cigarettes.
When people reduce purchase of cigarettes, or turn to bootlegged cigarettes,
the revenue derived from the sales and profits of other products suffers as in-store

traffic declines. ”

l
:
%
;

The Tobacco Institute contends, “The Montam cigarette tax is already a

regressive and inequitable tax. The cigarette tax discriminates against the °

estimated 200, 000 residents of the state who smoke, but the tax falls most heavily g

on those least able to afford it. |
“Because the percentage of income devoted to buying cigarettes falls g

as income rises, Montana cigarette taxes are already levied at higher effective %

rates on the disadvantaged and those on fixed incomes than on the more affluent.

Any increase in the current tax rate will add to the tax burden on lower income

groups and will contribute further to the overall regressivity of the state tax structure.

T

:

An increase of 8 cents a pack would mean a 100 per cent increase in the tax in two
years.

“More than 21 per cent of Montana families have an effective buying income
of less than $10,000 a year. All told, nearly 36 per cent have incomes less than

$15,000. It is these families who will suffer most from the increase.

(More on page 6)
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A family with an income below the poverty level with two average smokers pays almost
five times as much of its income for the pleasure of smoking as does the more
affluent family making $25,000 a year.
“In addition, about 11 per cent of Montana residents are aged 65 or older.
For these plus-65 persons, many of whom are living on a fixed income, any
increase in the cigarette tax rate could threaten this affordable pleasure.
A household in Montana with two average smokers pays $350 in state-federal taxes
on cigarettes a year. If the state were to increase its tax another 8 cents — a 50

per cent increase, that tax figure would soar to $438 annually.”

Some smokers may quit cigarettes, and turnto smokeless tobacco.

Some legislators have already thought of this. HB838 would increase the
state tax on smokeless tobacco 100 per cent.to This is earmarked: 25 per cent
to build and repair city streets, 25 per cent for state aid to schools, and 50
per cent to be added to the service cost of bonded debt on construction of
state building.

Finally, there’s HB183 which would bar smoking in public places or
provide a mandatory nonsmoking area. This squeaked through the House,

52 - 48, and now is in the Senate.

The foregoing is submitted by Tom Maddox, former Associated Press bureau
chief for Montana, and now executive director for the Montana Association of
Tobacco and Candy Distributors, a nonprofit group of local independent, service

wholesale distributors; P.O. Box 12 3, Helena MT 59624, Telephone (406)
442-1582,
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POTENTIAL TAX REVENUES AND THE STATE OF MONTANA

In FY 1984, Montana collected $21.98 in cigarette excise taxes
for every person aged 18 or over in the state. Tﬁis excise tax
revenue of $13.1 million represented the sale of 90.6 million
packs. Between FY 83 and FY 84, the state excise was increased
33% in Montana, from 12 to 1l6¢Z. Since the tax increase, sales
from this significant tax resource have been reduced. A further
increase of 8¢ would mean a 100% increase in the tax rate in less
than two years, and would be an unconscionable action against

the state's smokers.

An increase of 8¢ in the state cigarette tax will erode the tax
base still further by reducing sales. For Montana, a specific
state econometric demand model indicates a possible sales decline
of 3.76% for every 8% increase in the tax rate. Therefore, it

can be expected that an addition of an 8¢ excise tax increase to
the current average retail price will lead to a decline in legiti-
mate FY 1986 cigarette sales in Montana of about 3.41 million
packs. This decline will probably consist of an actual cutback
combined with increased illegal purchases and interstate smuggling.
As a result, legitimate wholesalers and retailers will experience

significant revenue losses.



MONTANA AND THE CIGARETTE TAX

Montana has been taxing cigarettes since 1947. Since 1950,
the tax rate has climbed from 2¢ to 16¢ a pack. To date,
this tax has generated more than $256 million in gross

revenues for the state.

In the fiscal year ending June 30, 1984, gross revenue from
the cigarette tax in the state amounted to more than $13
million, an increase in annual revenue of more than 700%
from 1950.



- EARMARKING OF TOBACCO TAXES

To increase a tax specifically to fund a particular program N
artifically patches a funding problem from one place in the

budget to another without solving it. Tobacco excise taxes

under the present system contributed §$13 million in gross

revenue in FY 1984 in Montana. To increase the tax and earmark

the unknown additional revenue to fund a specific program would

add further rigidity to the state fiscal system. This could
eventually restrict the ability of government to meet pressing

operational needs outside the designated field.

Earmarking of revenue removes from the legislature one more
segment of control over state budgeting and expenditures. The
further the principle of earmarking revenue sources for specific
programs is carried, the less government can do to achieve fiscal

discipline and establish rational budgetary priorities.

Earmarking of taxes, for whatever purpose, has become an increasingly
questionable practice. Clearly, a system of taxation where every N
program will have to raise 1ts own support presents numerous concerns.
Such a system would necessitate the creation of another level of
government bureacracy to handle the administrative, management and

accounting functions that would be required.



Experience has shown that such bureaucracies have a strong
tendency to perpetuate themselves indefinitely without regard

to their usefulness. The same holds true for those programs being
earmarked. When not competing with other interests for funding,
such programs often escape public and legislative scrutiny. The
continuance of unnecessary programs will likely entail increased
costs that will be passed on to consumers through additional tax

levies.

Dedicating funds is not only questionable as a matter of
government fiscal policy; almost invariably it represents an
additional cost to be borne by taxpayers. With regard to
cigarette excise taxes, the cost is borne disproportionately by

lower income individuals.

In these days of budget crunches, it makes more sense to not start
unnecessary new programs and to cut back on outdated programs.
State government is often perceived by the public as too big
already. In fact, a recent survey by the Advisory Council on
Intergovernmental Relations found that 36% of the people surveyed
felt that both taxes and services should be decreased. Lawmakers,
frustrated by a revenue-short general fund that prohibits their
launching many new programs which they deem worthy persist in
dedicating special taxes to these causes. This is a desperate and
dangerous trend that must be reversed. When cigarette taxes go
into the general revenue fund, the competition for these dollars
assures appropriate legislative examination and wise use of tax

dollars.



BOOTLEGGING

One indirect but important measure of both organized and individual
(i.e., casual) smuggling is the difference between a state's per
capita cigarette sales and those of a neighboring state or the

U.S. average. States into which individuals or organized crime
smuggle a substantial amount of cigarettes would be expected to
have a markedly lower per capita consumption. Conversely, states

in which substantial sales are made for out-of-state consumption

i
1
J
%
;

will likely exhibit relatively higher per capita cigarette consumption

figures. Data for 1984 show that overall per capita consumption in

Montana is 110.0 packs. (Table I). The U.S. unweighted average per

capita is 122.7 packs. Montana is also at a 4 cents/pack tax
disadvantage with three of four surrounding states, and recorded
a per capita sales disadvantage with all four of its neighboring
states. This comparison implies some potential smuggling of
cigarettes into Montana from states with lower tax rates as well
as substantial untaxed sales on Indian Reservations which are
estimated to be 15-20% of total taxes and untaxed cigarette sales
in this state.

Any tax increase would depress legal sales in Montana and would
lead to increases in bootlegging and further losses in expected
revenue. In other states where high cigarette taxes exist, the
criminal element has become involved. If Montana were to raise
its tax on cigarettes, the bootlegging problem will likely grow

in proportion to the tax ilncrease.

o
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TABLE 1

MONTANA AND SURROUNDING STATES, CIGARETTE TAX DATA, 1984

Sales State FY 84
Cigarette Tax Per Total Tax Difference

State Tax Rate Pack Per Pack with Montana
Idaho 9.1¢ be 13.1¢ - 2.9¢
Wyoming 8.0 - 8.0 - 8.0
North Dakota 18.0 4 22.0 + 6.0
South Dakota 15.0 - 15.0 - 1.0
Montana 16.0 - 16.0 = —cememeeeee-

FY 84

Difference

with
State Tax-Paid Sales Per Capita Montana
Idaho 103.6 + 6.7
Wyoming 128.9 +32.0
North Dakota 109.4 +12.5
South Dakota 105.7 + 8.8

Montana

110.1




A COMPARISON OF STATE RATES AND TAX REVENUES

Montana is already at a competitive disadvantage with three
of four neighboring states in terms of its cigarette excise
tax rate. (See Table 1I). Any increase in the tax rate

would erase the advantage over North Dakota and would widen

the disadvantage with South Dakota, Idaho and Wyoming.

From 1983 to 1984, cigarette excise tax revenue increased in
Montana to more than $13 million. This amount represents
2.5% of the state's 1983 total tax revenue, and an impressive
12.2% of the state's total sales and gross receipts tax
revenue., Cigarette taxes generate more revenue for Montana
than taxes on beer, liquor and wine, and public utilities.

(Data from U.S. Bureau of the Census, State Government Tax

Collections in 1983. Cigarette excise figures from
Miscellaneous Tax Division, Montana Department of Revenue.)




IMPACTS OF AN INCREASE IN THE MONTANA CIGARETTE EXCISE TAX

Higher cigarette taxes will affect revenues and work weeks in
sectors both directly and indirectly involved in the tobacco
industry in Montana. Most of these effects will be in the

form of revenue losses to wholesalers and retailers.

Higher cigarette taxes and the resulting decline in the purchase
of tax-paid cigarettes will also reduce state revenue from other
sources, such as corporate income tax, and the individual income
tax. For example, cigarettes are traffic-builders for the state's
thousands of retail establishments which sell cigarettes. When
people reduce purchases of cigarettes, or turn to bootlegged
cigarettes, the revenue derived from the sales and profits of
other products suffers as in-store traffic declines. 1In addition
to retailers, Montana has several primary tobacco wholesalers,
other large grocers, drug and miscellaneous wholesalers who handle

cigarettes across the state.

Decreased consumption due to a higher cigarette tax rate will
affect supermarkets and convenience stores as well. According

to the September 1984 issue of Supermarket Business, tobacco

products account for about 15% of all non-food sales in the
United States. More than 40% of the cigarettes sold for domestic
consumption are sold in supermarkets. Those cigarettes and other
tobacco products account for 3.5% of all supermarket sales. 1In
convenience stores, excluding gasoline sales, cigarettes are the
number one product sold. Tobacco products comprise 16.7% of gross
profits in convenience stores, according to Convenience Store
News (June 1984).




THE BURDEN OF EXISTING TAXES

The Montana cigarette tax is already a regressive and
inequitable tax. The cigaretteVCax discriminates against the
estimated 200,000 residents of the state who smoke, but the
tax falls most heavily on those least able to afford it.
Because the percentage of income devoted to buying cigarettes
falls as income rises, Montana cigarette taxes are already
levied at higher effective rates on the disadvantaged and
those on fixed incomes than on the more affluent. Any
increase in the current tax rate will add to the tax burden
on the lower income groups and will contribute further to the
overall regressivity of the state tax structure. An increase

of 8? would mean a 100% increase in the tax in less than two

years.

In 1984, 33.5% of what Montana smokers paid for a pack of
cigarettes went to the Federal and state governments in the
form of taxes. For a family with two average smokers, the
following chart illustrates the burden of cigarette taxes in
Montana as they fall on different income levels at the

current and potential future rates. (See Table II).

More than 21% of Montana families have an effective buying
income of less than $10,000 per year. All told, nearly 36%
have incomes less than $15,000. It is these families who will
suffer the most from an increase in the cigarette tax rate.

A family with an income below the poverty level with two
average smokers pays almost five times as much of its income

for the pleasure of smoking as does a more affluent family

making $25,000 a year.

In addition, about 11% of Montana residents are aged 65 or
over. For these elderly persons, many of whom are living on
a fixed income, any increase in the cigarette tax rate could

threaten this affordable pleasure.’



Median household effective buying income in Montana is‘only
$20,253 per year,compared with a national average of

$23,400. Under the current tax, a household in Montana with
two average smokers pays $350.00 in state and federal taxes
on cigarettes a year for the pleasure of smoking. If the
state were to increase its tax another 8¢ - a 50% increase -

that tax figure would soar to $438 annually.



TABLE 11

PERCENTAGE OF INCOME PAID IN ALL TAXES ON CIGARETTES AT CURRENT
AND POTENTIAL FUTURE RATES

FOR A FAMILY WITH TWO AVERAGE SMOKERS IN MONTANA

Percentage of Income Percentage of Income
Paid in Taxes on Cigarettes Paid in Taxes on Cigarettes

Income (current rate) (with proposed 8¢ hike)
$ 5,000 7.0% 8.8%

8,000 4.4 5.5

10,000 3.5 4.4

15,000 ' 2.3 2.9

20,253 1.7 2.2

25,000 1.4 1.8
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“Taxon Cigarettes Won t Be Reduced
As Scheduled on Oct. 1, Packivood Says

By DAVID SHRIBMAN
Siaff Reporier of THE Wail STREXT JOURNAL
WASHINGTON-The chairman of the
Senate Finance Commutiee predicted thut
Congress would block a schedujed cut 1n
the federal excise tax on cigarettes.

“It T were peling—and L5 5 JW0 &
hunch because we haven't even addressed
ourselves 1o that task—my hunch would be
the tax will be extended,”” Sen. Bob Pack-
wood (R.. Ore.; told wire-service reporters
yesierday. "It won't be raised. It won't be
lowered. but it will be extenaed.”

T

Mr. Packwood’'s remarks were the irst
time the new committee chairmaag has ad-
dressed the issue of the tax, which is
scheduled to drop from 16 cents a pack to
eigbt cents on Oct. 1, and fueled a debate
that began earlier this month when Marga-
ret Heckler, secretary of Health and Hu-
man Services, suggested extending the tax
and using the revenue (o boost the finan-
cially troubled Medicare system.

Mr. Packwood didn’t specify what the
money might be used for.

- Renewang the excise tax would provide
the Treasury with an additional $1.7 tillion
in fiscal 1986, and with Congress in the
mood W trim the federal deficit, some leg-
. islators believe the cigareite 1ax cut may
be in jeopardy.

At the same time, however, some con-
gressional Republicans and some White
House officials argue that canceling a tax
CUt amounts 10 2 tax increase, which Pres-
ident Reugan has opposed. Any atlempt
10 cance] the cut, moreover, would face the
strenuous oppasition of lawmakers from to-
baccu-producing  states. including Sen.
Jesse Hetms {R.. N.C.), chairman of the
Senate Agricultare Commutiee.

“*We shouldn’'t even be talking about
any tax increase right now,’” said Repubdl-
can Sen. Mack Matung!y of Georgia, an-
other tobacco state. “"The president sad
we'Te not gong Lo tinker with taxes, and
we shouwdn't tinker with taxes, If you start
unkering, with taxes, you won't get the
spending culs you want.”

I4r. Matungly was one of nine Repubh-
can legisiators who attended a White
House lunchzon meeting with Dawvid Stock-
man, the budget director; James Buker,
the White House chief of staff and Trea-
sury Secretary-designate, and Richuard
Darman, 2 presidential assistant. The
meeung was one of a semes of ses-
sions with Republican senatoss and, ac-
cording to Sen. Slade Gorton of Washingion
state, 2 membper of the Budget Commites,
the result 1s that “there will be some sig-
nificant differences in the budget produced
by the White House.”

Meanwhile, Sen. Alan Simpson of Wyo-
ming, the deputy majority leader, said that
cuts in military spending and in cost-of-hiv-
ing adjusunents for recipients of Social Se-
cunty would be necessary 1f the budget
cuts are to avoid being ‘‘tokenism.”

Mr. Simpson suggested that progress at

one's in iL."

. arms negotiations talks with the Soviet Un-

ion might dictate rmulitary spending cuts,
adding that enure mibtary Systenis may
have to be eliminated, perhaps al the cost
of paying penalties for breaking procure-
ment contracts. “We may have (o pay the
damages and step away instead of saying,
‘You can't stop now,' ** he said.

Mr. Simpson, speaking at a breakfast
meeting with reporters, said that Congress
would consider luyniting Social Secunty in-
creases to ‘"two or three’” percentage
potnts less than the conswmer prce index.
He added. in a reference to those who op-
pose such cuts, "When we show them the
figures of where we are, they'll know that
the other things are cosmetc.”

Sen. Packwood said that he believes
that there may be sufficient voles o ap-
prove such a plan.

Separately, Mr. Stockman said after a
meeting yesterday eveming with Sen. Rob-
ert Dole of Kansas, the majonty leader,
and Senale staff directors that he sensed 2
growing consensus thal ceep oudget cuts
would be acceplable on Capitol H:il, “*Most
of them are saying that their conunitiees
are willing to go along.” Mr. Stockman
s, i tiere s o BIE patkage dud every-
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FOR IMMEDIATE RELEASE PRESS RELEASE #1

WEDNESDAY, FEBRUARY 6, 1985 COMMITTEE ON WAYS AND MEANS
U.S. HOUSE OF REPRESENTATIVES
1102 LONGWORTH HOUSE OFFICE BLDG
WASHINGTON, D.C. 20515
TELEPHONE: (202) 225-3627

<

THE HONORABLE DAN ROSTENKOWSKI (D., ILL.), CHAIRMAN,
COMMITTEE ON WAYS AND MEANS, U.S. HOUSE OF REPRESENTATIVES, 8
ANNQUNCES HEARINGS ON FUNDAMENTAL TAX REFORM AND OTHER TAX ISSUES %

The Honorable Dan Rostenkowski (D., Ill.), Chairman, Committee &
on Ways and Means, U.S. House of Representatives, today announced ‘
public hearings on the basic concepts involved in fundamental tax

Committee.

reform and hearings on other specific tax issues pending before the %

-

Hearings on Fundamental Tax Reform

The Committee will begin public hearings on the basic concepts
involved in tax reform, simplification and fairness on Wednesday,

February 27, 1985. The hearings will be held in the main hearing %

room, 1100 Longworth House Office Building, beginning at 10:00 a.m.
The first witness will be the Secretary of the Treasury, the
Honorable James A. Baker III.

The hearings will involve testimony on the policy concepts
underlying fundamental tax reform proposals, including the Treasury

proposal announced in November, 1984, and other similar proposals ‘%

that have been the subject of recent analysis and debate.

The general public is requested to prepare testimony with
reference to the basic policy issues in the tax reform proposals
that have been put forward. A specific date for beginning the
public phase of these hearings will be announced after an
appropriate interval to afford the public an opportunity to
evaluate Secretary Baker's testimony.

In announcing these hearings, Chairman Rostenkowski stated,
"It is essential that we bDegin consideraticen of fundamental tax
reform. We cannot ignore the opportunity -- or responsibility --
that has been presented. To understate the obvious, the American
people are frustrated by the complexity of the tax form and
disillusioned by a sense of unfairness in the law. Thus, it is
imperative that the tax code be scrutinized from top tec bottom with

simplicity, equity and fairness as our goals."
. o r—gj\/
Hearings on Other Tax Issues 72’

Once the Committee's agenda relative to fundamental tax reform
and deficit reduction is established, the Committee anticipates
scheduling consideration of other tax issues -- many of which

-MORE-




At a um: when conssrn about farm and poliuton problems caused oy agncultural Tanoff is growing
in Congress, th: Reagan Administration this wesk proposed massive cuts in conservaton programs that
would shift the lion's share of responsibility to conmol runoff from the fedsral governmen: to the states
and individual. Reagan's plan as disclosed in budgs: documents would within @ year eiiminate half &
dozen Agmiculture Dept. cost-sharing programs that now distributs nundreds of millions of doliars ywl;-'
to farmers to promote soil and water conssrvatior, retaining only *‘a basic level of fegeral techimical. .
assistanze.’’ The Administration’s principal rationals is that the $25-biliion spent on agricultural ccn;crva-
ton since the first program was instituted in 1936 “simply has not worked.”

" For 2 savings of soms $400-million next vear and $700-miliioz in 1996, the Administration is propos-
ing to terminars the Agricultural Conservation Program, Emergsnsy Conservation Program, Great Plaing
Conservation Program, Water Bank Program, Forestry Incentives Program, Resource Conservation and
Development Program, and Small Watershed Pianning Prograxz. Soms small ~20d control and drainaps
projects sdll would be financed by the Army Corps of Enginsess, according . the documenis, The Ad-
ministration plan would retziz the Soil Survey progam, Plant Mareriais Ceaters, and technisal assistancs
to soil conservation districts and landowners. ]

The Administrztion plan dashe: hopes reportediy held by some in Congress that Reagan would uss
exising conssrvation programs to help get a rein on water and groundwater pollution caus=2 by erosion
and pesucidss runoff, though ths USDA programs originally were designed to conserve land and water
for farm purposss. Congress las: vear came closs 1o passing legisiation to create a whols n=w incendves
program to deszl with runoff poliution, but many fek any new eavironmental program would bs inefiec-
tive unlisss coordinated with USDA soil conservatior programs. in documents provided by the Office of
Mazanagemen: & Budge:, the Administration asssrts that erosion is no longer *‘a serious probie’’ on all
cropland, and that individual farmers and states shouid becoms fully responsible for conservation desi- -
sions in the future. The same documents nots, though, that statss currently are spending oaly

$245-million yezrly on agriculrural conservation and could not immediately make up for ths $800-million
USDA now spends annually, .

RZAGAN, AVERTING TOBACCO POLITICS, LEAVES CIGARETie TAX RENEWAL TO CONGRESS

The Reagen Administration, in 2 stratsgic movs to court support from powerful tobacso-state
' Senators for its markst-oriented 1985 farm bill, has avoided ths politically explosive issus of a federal
Cigzrette tax in its FY-86 budgst. The budge: doss not extend the expiring 16¢ federal cigarens tax, worth
an estimatad $<4-billion in revenuss. But Administradon silencs on the issue presumess that Congress will
ext=nd, and possibly, increase the tax, thereby preserving it as 2 revenue-raiser but allowing the White
Houss 10 avert conflict with important tobacco-country Senators like Jesse Helms (R-NC). Without an-ex-
tension, ths tzx will revart back to a pre-1982 rate of 8¢,

Th~ Reagan Administration is currently trying to lessen imense opposition to its 1985 farm bill' and is
particutarly interested in wooing Helms, Agriculture Committae chairman, It was Helms who fought
hardast for 2 sunset provision — in the 1982 ’I‘ax Equity & Finzncial Responsibility Ac: which raised the
tax from 8¢ to 16¢ through September 1985 — to retire the hignc: tax.

The Administration’s a:oidance of the cigaretts tax issus has not eluded Senate Finance Committes
Chairman Bob Packwood (R-OR) who said recently he “‘h2s a hunch” the committss will move swiftly to
considsr 2 new tax. The House is also beginning to consider legisiation, with Rep. Andrew Jacobs (D-IN)
planning to introducs a bill this wesk that would inzTease ths tzx to 24¢/pack and earmark ths funds for
Mozdisare and federally funded cancer research and treatment.

Congressional observers pradict the cigarette tax debate m.l crupt in an emotional battls berwesn ths
powerful $26-billion tobacco industry and the inereasingly vocz! anti-tobacco coalition. Ths federal
revenues from the tax are considsrable, with estimates projecting 2 $4-billion/year reduction if the tax is
reduced to 8¢.

HES Secretary Margaret Heckler supports exrmarking tax revenues for Medicare, according to in-
formad sources who say officials of the Dspt. of Health & Huxman Services have propossd the idea. Ad-
ministration sourcss, charging that tobacco companiss will reay greater profits rather than reducs costs to
the smoking consumer, support the “‘unofficial proposal’’ to earmark cigarette tax revenuss for fedsrally
fundsd canpcer rassarch. But the Administration is not expected to either propose or endorse such a pro-
posal. .

Pro-totazco interasts are expected to argue against retaining the 16¢ tax rate on grounds that it un-
fairly discriminates against taxpaysrs who ‘‘happea 1o smoks’’ — an argument that is not expected to
ey much weight in congressional debates. Anti-taxi lobbyists charge a permanent tax will sst an “‘un-
warrantisd precadent’’ position, saying that legislation to either retzin or increase the 16¢ tax would pro-
vids Congress a revenus-raising vehicle it will unfairly turn to each year to hike revenues,

14 . INSIDE THE ADMINISTRATION — February &, 1925
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where there’s smoke

Margaret Heckler, President Reagan's Sec-
retary of Health and Human Services. has
made an innovative proposal that links the
cigarette tax to funding of Medicare. Although
the proposal will not solve the long-term prob-
lems of the Medicare system, it deserves sup-
port from the President and Congress.

Medicare, funded by the payroll tax. i3 ex-
pected to slip into deficit sometime this vear
or. at the latest, next year. By 1993 It will have
liquidated surplus funds buiit up over the
years, according to forecasts.

Hecldler suggests that the cigarette tax be
kept at 16 cents a pack rather than drepping
to eight cents, as scheduled for Oct. 1. and that
the procesds be dedicated to Medicare. Such a
tie-in would be appropriate. since massive evi-
dence has linked smoking with many medical
problems.

Heckler's proposal would also establish a
sound preledent for- funding Medicare from
sources other than the payroll tax. Medicare
outlays. unlike the pension. disability and

survivars portions of the Soctal Security syvs-
tem. have no relationship to the beneficiaries’
Income leveis and tax payments. Benefits are
paid selely on the basis of the medical needs of
the beneficiaries. Funding such benefits cn
the regressive payroll tax has always been in-
appropriate: using the cigarette tax would
serve-to break out of that policy.

The cigarette tax is also regressive, since it
is blind to the income level of those who pay it..
Despite this flaw, nothing should be done that
encourages smoking - since the afflictions of
smoking are alss visited upon victims without
regard to {ncome level.

Congress can take the {nftiative by repeal-
Ing the reduction in the cigarette tax. adding
about $1.7 bijlion a year to Medicare revenues.
Ideally. from the heaith-care point of view.
this would be a diminishing source of income
If the number of smokers declines. That. in
turn, would focus attention on the ne=d for
still broader revenue support for Medicare.




-5-

flos Angeles Jimes

‘Wednesday, January 9, 1985

(EDITORIAL)

Socking It to Smokers

.Come Oct. 1 the current 16-cent-a-pack tax on
¢igarettes is scheduied to drop to 8 cents, a move

that would deprive the Treamwry of needed

revenue even as it undercut a modest economic
disincentive !0 smoking. Health and Euman
Services Secretary Margaret M. Heckler believes,
as anycne with any sense must, that Congress
made a mistake when it voted last year to let the
cigaretta tax fall She is arguing for a retention
of the 16-cent tax, but she wants about haif the
¢4 billion a year that it raises exrmarked for the
Medicare hospital insurance trust fund.

-Heckler makes an interesting argument for ded-
icating part of the tax to a specific use. The trust
fund spends $6 billion a year on elderly and dis-
acied people with lung cancer and other smoking-
reiated ilinesses, The fund also faces the prospect
of going broke in the early 19908, when its expen-
ses are projected to exceed its income from payroll
taxes. Heckler suggests that the cigarette levy be
regzarded as a user fee. Since smokers run greater
heaith risks than non-smokers, they should contri-
bute directly to costs of their later medical care.

Our own view is that the 16-cent tax ought to be
not just retained but also radically increzsed—as a
revenue-raising measure ceriainly and: mcre o
the point, an effort to make cigarettes so expensive
that young people tempted to take up smoking
might find them happily unaffordable. The best
way to deal with the addiction of smoking is not to
treat its health consequences after the fact tut to
discourage dependency in the first place.

We cannpot, though, support the idea of ear-
marking the cigarette tax. Get into the pattern of
committing specific revenues to specific purposes
and there’s no end to it. Smoking is indeed a costly
health problem. But so, for example, are obesity
and overindulgence in artery-clogging foods.
Should there then be a “fat” tax to help pay for
the diseases brought on by bad eating habits?
With few exceptions the best destination for taxes
is the generai fund That fund deservedly ought
to be added to with a cigarette tax much higher
than it is now, and certzinly much higher tzan it
is due to become in October unless Congress has
wiser second thoughts,




To Members of the Montana House ¢f Representatives: :
Enclesed is material concerning cigarette excise taxes
in Mcntana. You will note that the present state tax is 16¢ -
per pack c¢f 20 cigarettes. The Federal tax is ancther 1l6¢
per pack fcr a total tax of 22¢. This constitutes approximately
23%% of the average price of 91¢ per pack of cigarettes in 1984.
The state tax was raised by 4¢ per pack in 1983,
The Federal government raised i1ts tax by 8¢ per pack in
1982. This raise is scheduled to sunset in Octcber of this
yezr. However, since the 8¢ amounts to about three billicn
dcllars cof Federal revenue, i1t is not anticipated that the
Congress will allow the tax to sunset. In the enclosed
material there are comments by Senator Packwood, Chairman 2f the
Senate Iinance Committsze and cthers indicating that the Federal
tax will uncGoubtedly be retained at it =S present level.
This material is being furnished to you in support of our :
copositicn to ary cigarette tax increases.
Sincerelv yours, -
Jerome Anderson
The Tobacco Institute
JA/prs
Enclosure



A SUMMARY OF CIGARETTE TAX TRENDS AND IMPACTS IN MONTANA

The Tobacco Institute
Washington, D. C.
January, 1985.



MONTANA'S TAX STRUCTURE AND COMPARISONS TO\STATE AVERAGES g
Montana ranks relatively low iw per capita income (37th). ‘ﬁ
It is low in manufacturing employment (45th) at 7.7% of non- =
agricultural work force, and high in government employment, %

Brd and 26.5 %).

Montana is high (11th) in per capita state & local revenues
and state & local taxes (l4th) per capita, but it is low in
debt as a percent of taxes.

Montana has no general sales tax and local government must rely
heavily on property taxes as a revenue source (47.47 vs an aver-
age 30.87%Z for all taxes, 25.8%Z vs an average 18.07 from all
revenue sources, and $582 per capita).

Montana's tax effort is only 92 percent of the all state average,
but its ACIR fiscal capacity ranks a high 8th.

Montana is higher than average in selective sales taxes and in
individual income taxes (10th per $1000 income) as state tax
sources. MT receives relatively high federal aid per $1000 income,
and it is moderate (27th) in total state tax revenue per $1000 of
personal income.

i

Montana has a high per capita beer consumption (4th) and a relat-
ively low tax as a percent of average price (2.87 vs an average of
7.7%2), and has low electric utility tax rates.

As stated, Montana derives a large percentage by source of its
tax revenue from selective sales taxes on fuels, insurance, al-
coholic beverages, and particularly tobacco as a-source (4th)
with 10.47 vs an average 4.77%.

A general sales tax on other retail products and services would
seem to be logical if tax revenues must be increased.




*saies @2313192ae870
S,BUBJUOK JO Tapouw DFII3WOUODDd JuUaIal JSOw 9Y)l wWoOXJ pajewWflIsad 2ae suofidafoag

: *s9339ae8F9 jo uorjdunsuod jusredde evyyded isd pue anusadl1 Xel s, W
29npal YdTym JO Yloq “s9TeS UOFIBAIISDX JJO SEB TI[3am se pojzoadxe aq ued Jurdng a3e3saaug
‘(omil) sajeas Juraoqudrau s3T ueyl 13y3yy st 99F7ad 933218370 93BI3AR S,BPUBIUOK DIUTS

*s93139a1e812 uo oeq Sur3zind pue ‘o0dd2eqO]3 JO SwWaO0J 19Yylo JO 2SN ‘SUOTIRAIDSII
ueTpul LW uo ‘oyepIl pue JuTwoApM uf soseydand 23e3ISI3IUT SPNTOUT SIATIBUIIITE ,SI9YONS

ovg"1 697 L8 %t

juaiand [£7z°1 LS9 06 juaxand gJ

L9L°0 £E1cceé 01

-0- tLY L6 -0-
SieT10Q 3JO SUOTTTLIW sio0eq UOTTTIW UI >oeBd/S3ua)
ul 83®BY XBL 23IBIS B9yl YIIM PIIBIDOSSY saTeg 93391319 uft aley
2wodu] TTeB3IaY/9TESOTOYM U] S3SSOT pPaldadxy 9gAd Pp2192adxjg Xe] 231e3g

VNVINOW ¥04 SALVY XV
ISIOXd dLVLS 40 JdONVY V SSOUOV SHAILVNYILIV ,SYIAOWS WOUJ 986T Ad NI SLOVIWI OIWONODH



*d4SN 000VEO0L J0 SWY04 AALIVNYILIV ANV ‘SNOILVAYASAY WO¥A ISVHOUNL ‘OHVUI ANV ONIHOAM
NI SISYHOUNd ALVIS 40 1NO ‘ONINOWS dIoNdd¥ A9 Y04 AIINNODOV FYV SATVS AId0NAId  °0¥dAZ
J¥IM FIVY XVI AHL 41 SIIVS OL dIYVAWOD SITIVS Ud0NAEIY CIALVWILSE dHL SILVIIANT IIYVHI HHL

3INJLISUT 033eq0| 3y|

%G 68
6v2° L8

(Sd3ed 340 SUOTTITTIHW)
ajey xe] 3335 ve'$ V UITM pajerdassy

o3 1V 03IN048 ONY S530VS ALLIUVITD 98 A4 YNVINOW




*ANOWS OHM SYIIWAW JTOHASNOH IWOINI ¥dMO'T
NO XALIAISSAYOIY XVI FHL ANV SHYINOWS NO NIQUYNE XVI ILIIIVOID dTHL SALVOIANI LYVHO HHIL

aInytIsu] 023eqo] ayg

PBA4 '8WOOUI pIOYyasnoH :
000 '0S$ ueIpeW ES2 '02$ 000 '0tS$

MRES ST

o
o]

n
o]

o]
«

0
«

¢ AT R &

v a-cr. A
| 4]
]

o]
M

n
1y

IllllllqlllllIIII!IHIIHHPITII”IT
(o]
n

o)
A

BUBJIUOW UT

proyasnoHy Jayous oM] abedaAy uy JO4

NF0uNd XYL 4LL38VIL0 PBAS TVANNY

40O 8®6ejuanusad

2WwWoOuUT




A
H7357 0 /

Selbaon
The 3Bég152@y-%%%tnl%y {Z%%@C?/WL 1/%& 3

CXiloi
YONTANA ITOUSE OF REPRESENTATIVES
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REPRESENTATIVE HARRY FRITZ
HOUSE DISTRICT 56

675 EAST CENTRAL AVENUE CAPITOL STATION
MISSOULA, MONTANA 59801 HELENA. MONTANA 53620
PHONE: (406) 444-4800

March 20, 1985

TO: HB 701 Taxation Subcommittee Members
and Other Interested Parties

FROM: H. Fritz

RE: Relevant Material

I attach a package of three (3) items which I hope
will form the basis of the Subcommittee's deliberations.

1. Introductory Memorandum
2. Suggested Amendments to HB 701
3. "Gray Bill" with Amendments

Thanks for your interest and consideration. ?
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March 18, 1985

HB 701
IN-KIND INHERITANCE TAX PAYMENTS

A BRIEF EXPLANATION:

HB 701 is an enabling act. On the surface it is quite simple and
easily understood. It allows the state to accept objects or
property of unique historical significance in lieu of inheritance
or estate taxes. It surrounds this potential transfer with
numerous limitations and restrictions: the "impact of such
transfers on the revenue" must not be detrimental; an historical
site must be certified as "extremely unique and peculiar"; the
Department of Revenue has discretionary power; the receiving
entity must provide assurance that it can maintain the property;
the in-kind payment must equal or exceed the taxes due.

The bill may stand alone as an expression of public policy. But
as everyone knows, the inspiration for the measure, and the
possible first fruits of its passage, is the mansion and sur-
rounding grounds on the estate created by Marcus Daly near
Hamilton, Montana.

The Daly Mansion is a structurally sound, 75-year old, 40 bedroom
estate. It has not been occupied since 1942.

The possible acquisition of the mansion raises a new set of
questions technically extraneous but actually inherent to the
bill. These questions include the potential cost to the state
and the future renovation, restoration, maintenance and upkeep
of the house.

WHAT'S HAPPENED TO THE BILL:

HB 701 was heard in the House Taxation Committee on February 15.
Because it is a revenue bill, executive action did not occur
until after transmittal. On Monday,March 11, the committee
approved an extensive amendment with elaborate procedures for
review and approval. While much of the proposed process 1is
laudatory, the amendment defeats the primary purpose of the
bill, which is ”tg allow the Department of Revenue to accept
in-kind payments.’



HB 701
March 18, 1985
Page 2

WHERE WE ARE NOW:

I have prepared a new set of amendments which incorporate most
of the March 11 material while preserving the heart and intent
of the bill. I hope the subcommittee will approve this material.
The recommended procedure is: Remove the March 11 amendments,
add the Fritz amendments and recommend DO PASS to the House
Taxation Committee!

THE POINTS AT ISSUE:

1. The March 11 amendments call upon the in-kind reveiw
committee to develop a recommendation based on "the value of the
property". With all respect, the committee has neither the
expertise nor the wherewithal to determine the price. This is
the job of the receiving entity, the estate's appraisers and the
Revenue Department.

2. Likewise with respect to the cost to rebuild, refurbish
or rehabilitate.

3. The March 11 amendments move the process from the Revenue
Oversight Committee to the legislature. This is the key to the
matter. My version reads:

Upon receipt of the written application of the receiving

entity, and the report, if any, of the in-kind review com-

mittee, the Department of Revenue, after consultation with
the legislative Revenue Oversight Committee, may at its

discretion, accept as in-kind payment. .

The point is, that we allow the process to be completed during
the 18-month probate period - in this case, by April,1986.

4., There is concern over renovation and maintenance costs.
The Director of the Historical Society will speak to this issue.
Essentially, we neither wish nor intend to saddle the state with
unanticipated upkeep bills. The Society has extended experience
in accomplishing its goals without General Funds.

SUM-UP:

There is tremendous community support for this project, up and
down the Bitterroot Valley. 1 have heard from the commissioners
of Ravalli County, the mayor of Hamilton and a wide variety of
interested individuals. Newspaper coverage of the measure has
been extensive. This bill provides a way for the state to acquire
significant historical property without General Fund appropria-
tions.

Harry Fritz
Representative
District 56

HF /ba
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HOUSE BILL NO. 701
INTRODUCED BY FRITZ, B. BROWN, FULLER, HALLIGAN, SPAETH,
D. BROWN, REAM, MENAHAN, THOFT, THOMAS, SEVERSON,
SWIFT, FARRELL, KEENAN

BY REQUEST OF THE DEPARTMENT OF REVENUE

A BILL FOR AN ACT ENTITLED: "AN ACT ALLOWING THE DEPARTMENT

OF REVENUE, AFTER CONSULTATION WITH THE REVENUE OVERSIGHT

COMMITTEE, TO ACCEPT IN-KIND PAYMENTS OF CERTAIN INHERITANCE
AND ESTATE TAXES WITH OBJECTS, SITES, OR ITEMS OF EXTREMELY
UNIQUE HISTORICAL AND CULTURAL SIGNIFICANCE OR WITH
INTERESTS 1IN REAL PROPERTY HAVING CONSERVATION, RECREATION,
OR WILDLIFE PRESERVATION VALUE; SRANYING-FHE--BEPARPMENF--6F
REVENUE--RBBEEMAKING--AHUPHORI¥¥+ AND PROVIDING AN IMMEDIATE

EFFECTIVE DATE AND A RETROACTIVE APPLICABILITY DATE."

BE IT ENACTED BYvTHE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. Intent. It is the intent of [this act]s
white--1imiting-the-impact-of-such-transfera-en-the-revenues
cottected-under—-this--chaptery to allow the payment of
inheritance and estate taxes by the transfer to the state of
EXTREMELY unique objects of significant historical or
artistic interest, extremely unique sites or buildings of
historical interest, and easements and other recognized

interests in land to conserve unique open space and to

/‘ Y  mamimdmdricesm Fomn amsamit
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HB 0701/gray

preserve wildlife habitat, park, recreational, historic,
aesthetic, cultural, and natural values on or related to

lands, WHILE LIMITING THE IMPACT OF SUCH TRANSFERS ON THE

REVENUE COLLECTED UNDER THIS CHAPTER. IT IS THE INTENT OF

[THIS ACT] TO ALLOW IN-KIND PAYMENT FOR A SHORT PERIOD OF

TIME TO EVALUATE THE IMPACT OF [THIS ACT] ON REVENUE, TO

EVALUATE THE TYPES OF IN-KIND PAYMENTS WHICH ARE RECEIVED BY

THE DEPARTMENT OF REVENUE, AND TO EVALUATE THE ABILITY OF

RECEIVING ENTITIES TO MANAGE THE IN-KIND PAYMENTS. It is not

the intent of [this act] to create a right in any donor to
pay estate’or inheritance taxes with an in-kind payment.

Section 2. Definitions. As wused 1in [this act], the
following definitions apply:

(1) "Donor" means the personal representative,
administrator, joint tenant, heir, legatee, devisee,
trustee, tenant in common, conservator, person interested in
the estate er—truséi}‘gl any person responsible for the
payment of inheritance or estate taxes to the state.

(2) "In-kind payment" means a payment of inheritance
or estate taxes or a portion thereof by the transfer to the
state of personal property, real property, or an interest in
real property as defined in Title 70, chapters 15 and 17.

(3) "Interest 1in real property having recreational,

conservation, or wildlife value" means any interest in real

property recognized in Title 70, chapters 15 and 17, that,
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in the opinion of the receiving entity, 1is of extremely
unique value as a scenic, historic, archaeologic,
scientific, or recreational resource to the state and which
will contribute to the cultural, recreational, or economic
life of the people and their health or 1is unique and
critical habitat for wildlife in the state.

(4) "Object of significant artistic merit" means any
object of art, a collectién of records or minerals, or a
painting, engraving, relic, coin, furniture, or fixture
which in the opinion of the receiving entity is of extremely
unique and peculiar artistic wvalue and of historical
significance to Montana.

(5) "Receiving entity" means the Montana historical
society or the department of fish, wildlife, and parks.

(6) "Site of significant historical interest" means
any building, €fixture, real property, or any combination
thereof that in the opinion of the receiving entity is of
extremely unique and peculiar historical significance to
Montana.

(7) "Value of in-kind payment" means the value of an
object of significant artistic merit, a site of EXTREMELY
significant historical interest, or an interest 1in real
property having recreational, conservation, or wildlife
value reflecting its intrinsic value to Montana and the

public as determined by the receiving entity.
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SECTION 3. APPLICATION FOR IN-KIND PAYMENT -- IN-KIND

REVIEW COMMITTEE -- REVIEW PROCESS. (1) UPON WRITTEN

APPLICATION FROM A RECEIVING ENTITY, THE DEPARTMENT OF

REVENUE SHALL NOTIFY THE REVENUE OVERSIGHT COMMITTEE THAT

SUCH AN APPLICATION HAS BEEN RECEIVED.

(2) UPON RECEIPT OF SUCH NOTIFICATION, THE REVENUE

OVERSIGHT COMMITTEE SHALL APPOINT AN IN-KIND REVIEW

COMMITTEE. THE IN-KIND REVIEW COMMITTEE MUST BE COMPRISED OF

THE FOLLOWING PERSONS, APPOINTED BY THE REVENUE OVERSIGHT

COMMITTEE:

(A) A REPRESENTATIVE OF THE RECEIVING ENTITY;

,wfi (B) ONE MEMBER OF THE BOARD OF TRUSTEES OF THE MONTANA

HISTORICAL SOCIETY; AND

(C) SIX MEMBERS REPRESENTING THE COUNTY IN WHICH THE

PROPERTY PROPOSED FOR IN-KIND PAYMENT LIES OR WAS SITUATED

AT THE TIME OF DEATH OF THE PERSON WHOM THE DONOR

REPRESENTS, AS FOLLOWS:

(I) ONE MEMBER OF THE COUNTY COMMISSION;

(IT) ONE STATE SENATOR;

(IIT) ONE STATE REPRESENTATIVE; AND

(IV) THREE RESIDENTS FROM THE COMMUNITY AT LARGE.

(3) THE IN-KIND REVIEW COMMITTEE IS A VOLUNTARY REVIEW

COMMITTEE AND IS ENTITLED TO NO COMPENSATION OR

REIMBURSEMENT OF EXPENSES FOR ITS REVIEW, RECOMMENDATION, OR

ANY OTHER ACTIVITY.
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(4) THE IN-KIND REVIEW COMMITTEE WILL ADVISE THE

DEPARTMENT AND THE REVENUE OVERSIGHT COMMITTEE AS TO THE

FOLLOWING:

(A) PROPOSED AND POTENTIAL USES OF THE PROPERTY;

(B) WHERE APPLICABLE, METHODS AND POTENTIAL SOURCES

FOR REHABILITATION, MAINTENANCE, AND GENERAL SUPPORT OF THE

PROPERTY ALTERNATIVE TO THE STATEMENT SUBMITTED BY THE

RECEIVING ENTITY PURSUANT TO [SECTION 4].

(5) UPON COMPLETION OF ITS REVIEW, THE IN-KIND REVIEW

COMMITTEE SHALL SUBMIT A REPORT 1IN WRITTEN FORM TO THE

REVENUE OVERSIGHT COMMITTEE AND THE DEPARTMENT, WHICH MUST

BE CONSIDERED 1IN DETERMINING WHETHER TO APPROVE OR

DISAPPROVE THE APPLICATION.

(6) THE IN-KIND REVIEW COMMITTEE HAS 90 DAYS FROM THE

DATE WRITTEN APPLICATION IS RECEIVED BY THE DEPARTMENT FROM

THE RECEIVING ENTITY WITHIN WHICH TO MAKE ITS REPORT.

(7) THE DEPARTMENT SHALL, AS PROVIDED IN 72-16-438,

DEFER PAYMENT OF INHERITANCE OR ESTATE TAX THAT IS UNDER

REVIEW FOR IN-KIND PAYMENT, SO THAT THE TAX DUE IS EXEMPT

FROM THE INTEREST PENALTY IMPOSED UNDER 72-16-441.

Section 4. Receipt of in-kind property for payment of

taxes -- limitations. (1) Upon RECEIPT OF THE written

application of a receiving entity AND THE REPORT, IF ANY, OF

THE IN-KIND REVIEW COMMITTEE, the department of revenue,

AFTER CONSULTATION WITH THE REVENUE OVERSIGHT COMMITTEE,
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may, at its discretion and for the benefit of Montana,
accept frem—-a-dener as in-kind payment of all or a portion
of estate or inheritance taxes property consisting of any
object of significant artistic merit, any site of
significant historical interest, or any interest in real
property having recreational, conservation, or wildlife
value.

(2) A written application pursuant to subsection (1)

must be accompanied by an-assuranece-by A STATEMENT FROM the

receiving entity that---it---ecan---assume---responsibiiity

CONCERNING THE METHODS AVAILABLE for the maintenance,

supervision, and care of the object, site, or interest in
real property.

(3) The department may accept in-kind payment only
when the total estate and inheritance taxes due exceed
$250,000.

t4y-—-An-—-in-kind--payment-that-resuits-in-a-decrease-in
the-vatue-of-the--taxable--property--itn--a--county--must--be
approved--by-the-county-cemmisstoners-of-the-county-tn-which
the-property-is-toecateds

Section 5. Valuation of in-kind payment. (1) The value
of any in-kind payment of all or a portion of the
inheritance or estate taxes must equal or exceed the
monetary value of all or the portion of the inheritance or

estate tax against which the 1in-kind payment 1is to be
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applied.

(2) The receiving entity shall certify the value of
the in-kind payment to the department of revenue and provide
such documentation or other evidence of the value of the
in-kind payment as the department may require.

Section 6. Receipts of 1in-kind payments. Title or
possession of the in-kind payment must be taken in the name
of the state of Montané by the receiving entity. The
receiving entity shall promptly notify the department of

revenue AND THE REVENUE OVERSIGHT COMMITTEE of the receipt

of the in-kind payment and the proper recording of any
interest in real property. Upon such notification, the
department shall notify the county treasurer and state
treasurer of the in-kind payment. The in-kind payment must
be recorded and credited as if money had been received for
payment of the inheritance or estate tax.

Seetion-6s--Ratemaking--auntheritys——Fhe--department——of
revenune-—-may-adept-rates—necessary—for—the-administration-of
tehts—-aectts

Section 7. Applicability. This act applies
retroactively, 'w%thin the meaning of 1-2-109, to all
estatesv—trusts%u;;d terminations of Jjoint tenancies that
have not completed probate or paid Montana inheritance or

estate taxes as of the effective date of this act and +n

whiteh--the~-decedent-died-after-Becember-337-1983+-and-before
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Janunary-17-3985+ TO THE ESTATES OF PERSONS WHO DIED AFTER

JANUARY 1, 1984. THIS ACT DOES NOT APPLY TO ANY ESTATE OR

THE TERMINATION OF A JOINT TENANCY OF ANY PERSON WHO DIED

AFTER JANUARY 1, 1985.

Section 8. Codification instruction. Sections 1
through 6 are intended to be codified as an integral part of
Title 72, chapter 16.

Section 9. Effectivé date. This act 1is effective on
passage and approval.

-End-
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House Bill 701 (amend introduced bill)

1. Title, line 6.

Following: "REVENUE"

Insert: ", AFTER CONSULTATION WITH THE REVENUE OVERSIGHT
COMMITTEE,"

2. Title, line 10.
Following: "VALUE;"
Strike: remainder of line 10 through "AUTHORITY;" on line 11

3. Page 1, line 15,
Following: "([this act]"
Strike: remainder of line 15 through "chapter,

on line 17
4. Page 1.

Following: 1line 18

Insert: "extremely"

5. Page 1, line 24.

Following: "land"

Strike: "."

Insert: ", while limiting the impact of such transfers on the
revenue collected under this chapter. It is the intent of

[this act] to allow in-kind payment for a short period of
time to evaluate the impact of {this act] on revenue, to
evaluate the types of in-kind payments which are received by
the department of revenue, and to evaluate the ability of
receiving entities to manage the in-kind payments."

6. Page 2, line 7.
Strike: "or trust"

7. Page 3, line 11.
Following: "a site of"
Insert: '"extremely"

8. Page 3.

Following: 1line 15

Insert: "Section 3. Application for in-~kind payment -- in-kind
review committee =-- review process. (1) Upon written
application from a receiving entity, the department of
revenue shall notify the revenue oversight committee that
such an application has been received.

(2) Upon receipt of such notification, the revenue
oversight committee shall appoint an in-~-kind review
committee. The in-kind review committee must be comprised
of the following persons, appointed by the revenue oversight
committee:

(a) a representative of the receiving entity;



(b) one member of the board of trustees of the Montana
historical society; and

(c) six members representing the county in which the
property proposed for in-kind payment lies or was situated
at the time of death of the person whom the donor
represents, as follows:

(i) one member of the county commission;

(ii) one state senator;

(iii) one state representative; and

(iv) three residents from the community at large.

(3) The in-kind review committee is a voluntary
review committee and 1is entitled to no compensation or
reimbursement of expenses for its review, recommendation, or
any other activity.

(4) The in-kind review committee will advise the
department and the revenue oversight committee as to the
following:

(a) proposed and potential uses of the property;

(b) where applicable, methods and potential sources
for rehabilitation, maintenance, and general support of the
property alternative to the statement submitted by the
receiving entity pursuant to [section 4].

(5) Upon completion of its review, the in-kind review
committee shall submit a report in written form to the
revenue oversight committee and the department, which must
be considered in determining whether to approve or
disapprove the application.

(6) The in-kind review committee has 90 days from the
date written application is received by the department from
the receiving entity within which to make its report.

(7) The department shall, as provided in 72-16-438,
defer payment of inheritance or estate tax that is under
review for in-kind payment, so that the tax due is exempt
from the interest penalty imposed under 72-16-441."

Renumber: subsequent sections

9. Page 3, line 17.

Following: "Upon"

Insert: ‘"receipt of the"

10. Page 3, line 18.

Following: "entity" :

Insert: "and the report, if any, of the in-kind review
committee"

Following: "revenue"

Insert: ", after consultation with the revenue oversight

11.

committee,"

Page 3, line 19.

Following: "accept"
Strike: "from a donor"

12,

Page 4, line 1.

Strike: "an assurance by"
Insert: "a statement from"



13. Page 4, line 2.
Strike: "that it can assume responsibility"
Insert: "concerning the methods available"

14. Page 4.
Following: 1line 7
Strike: subsection (4) in its entirety

15. Page 5, line 1.
Following: "revenue"
Insert: "and the revenue oversight committee"

16. Page 5.

Following: 1line 7

Strike: section 6 in its entirety
Renumber: subsequent sections

17. Page 5, line 13.
Strike: ", trusts,"

18. Page 5, line 15.

Following: "and"
Strike: "remainder of line 15 through line 17
Insert: "to the estates of persons who died after January 1,

1984. This act does not apply to any estate or the
termination of a joint tenancy of any person who died after
January 1, 1985."

[N
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