
MINUTES 

MONTANA HOUSE OF REPRESENTATIVES 
51st LEGISLATURE - REGULAR SESSION 

COMMITTEE ON TAXATION 

Call to Order: By Chairman Harrington, on March 6, 1989, at 9:00 
a.m. 

ROLL CALL 

Members Present: All 

Members Excused: None 

Members Absent: None 

Staff Present: Dave Bohyer, Legislative Council 

Announcements/Discussion: Chairman Harrington announced there 
would be a time allocation of one hour and fifteen minutes 
each for the proponents and opponents testimony. He also 
stated a subcommittee would be appointed for this bill and 
that all technical and committee questions would be held at 
a later date due to time restrictions. 

HEARING ON HOUSE BILL 747 

Presentation and Opening Statement by Sponsor: 

Rep. Dorothy Bradley, House District 79, requested that 
other senators and representatives be given the first 
opportunity to speak in support of the bill since they had 
other meetings to attend. Rep. Bradley stated the bill was 
a citizens work product covering the last two years and the 
intent is to solve five specific problems. The first is the 
chronic revenue shortfalls in the state. The second is the 
education costs. The third problem is higher education 
where the faculty salaries are the lowest in the nation. 
The fourth problem is local government which has an eroded 
and frozen tax base. The fifth problem is property taxes 
that are making Montana fall behind in development, both 
economical and educational. She stated her bill was broad 
based, a substantial part of the revenue was earmarked for a 
rebate, contains a narrow business focus so as to avoid 
large property tax relief for big corporations, and solves 
the five problems listed. She stated amendments had been 
proposed to the bill including Senator Eck's revision of the 
rebates, a consideration of a renter's 'credit, and possible 
exemption of gas and electric utilities for homes and 
businesses. Rep. Bradley said a lot of the revenue is lost 
if this is done but that it was a consensus that these are 
basic necessities and should not be taxed. She said there 
is a fourth amendment regarding taxing construction material 
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rather than the end product such as a house. 

Testifying Proponents and Who They Represent: 

Senator Bruce Crippen, Senate District 45 
Senator Dorothy Eck, Senate District 40 
Senator Dick Pinsoneault, Senate District 27 
Senator Esther Bengtson, Senate District 49 
Rep. Jack Ramirez, House District 87 
Senator Larry Tveit, Senate District 11 
Rep. Don Steppler, House District 21 
Rep. Bob Gilbert, House District 22 
Rep. John Johnson, House District 23 
Senator Cecil Weeding, Senate District 14 
Dennis Burr, Montana Taxpayer's Association 
Eric Fever, Montana Education Association 
Pat Melvey, Underfunded School Coalition 
Mike Malone, Montana State University 
Maxine Johnson, Montana Chamber of Commerce Tax Committee 
Ben Havdahl, Montana Motor Carriers Association 
Tammy Hall, Concerned Citizen, Helena 
Jim Crane, Publisher, Helena Independent Record 
Morris Jaffey, Concerned Citizen, Bozeman 
David Large, Professor, Montana State 
Gordon Morris, Montana Association of Counties 
Bill Shields, Great Falls Chamber of Commerce 
Tim Harris, Montana Independent Living Project 
Don Lambrose, Montana Ambassadors 
Bryan Harlan, Montana State Association of Students 
Peggy Haaglund, Executive Vice President, Montana 

Association of Conservation Districts 
Sharon Cleary, Montana Association of Realtors 
Tony Wellwell, Montana Hospital Association 
Chase Hibbard, Montana Stockholders Taxation Committee 
Kay Foster, Billings Chamber of Commerce 
John Lawton, City Administrator and City Council 

Representative, Billings 
Carol Daley, Montana Small Manufacturing Association 
John Nehring, Concerned Citizen, Bozeman 
Hayden Ferguson, Concerned Citizen, Bozeman 
Charles Walk, Executive Director, Montana Newspaper 

Association 
Lori Shadoan, Chamber of Commerce, Bozeman 
Dave McClure, President, Montana Farm Bureau 
Claudette Morton, Executive Secretary, Board of Public 

Education 
Leon Staleup, Montana Restaurant Association 

Proponent Testimony: 

Senator Crippen stated he supported HB 747 because the state 
needs revenue. He said there was an unwillingness or 
inability to curb spending on the part of the past and the 
present legislatures. Sen. Crippen stated there is an 
increased demand for state services and there are many 
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serious problems such as the education crises, the loss of 
faculty and programs at the university level, and the wage 
freeze for state employees. He stated there had also been a 
property tax revolt with the resultant passage of CI27 and 
1105. Sen. Crippen said there had been many complaints from 
citizens that the tax rates in Montana are much too high. 
He said a sales tax would help balance the tax system. Sen. 
Crippen stated the state system places too much emphasis on 
income tax and property tax creating an imbalance. He said 
there must be more emphasis on the excise sales tax area in 
the tax system. Sen. Crippen stated many legislators and 
interest groups oppose the sales tax but they have not 
offered any viable alternative method to solve the state's 
many problems. 

Senator Dorothy Eck said the state is badly in need of tax 
reform. She submitted a proposed amendment to the committee 
that addressed the rebate issue in the bill. (Exhibit 1). 
Sen. Eck stated poverty level income should be exempt from 
income tax. She said the rebate issue in the sales tax bill 
is based upon gross household income. This calculation 
includes social security, child support, retirement income, 
and public assistance. She stated these are not included in 
the Montana adjusted gross income. Sen. Eck said, for that 
reason, this is higher than the family's adjusted gross 
income. She stated that according to the Bureau of Labor 
Statistics, a family of three with an income of $13,000.00 
annually would pay $100.00 per person in sales tax but with 
the rebate, this amount would be refunded to them. Sen. Eck 
said any used items such as a used car or clothing that is 
purchased is not taxed under this bill. She said many low 
income people buy such items. She urged support of the 
bill. 

Senator Dick Pinsoneault stated he supported HB 747 because 
it contains provisions that will provide the protection he 
believes all the Montana citizens favor. He stated the 
sales tax would provide a viable revenue source for the 
state's critical problems. Sen. Pinsoneault said the sales 
tax will be voted on by the people and food and medicines 
are excluded. He said the sales tax will also provide 
substantial property tax relief and the rate of the sales 
tax cannot be increased without a vote of the people. Sen. 
Pinsoneault stated the fiscal woes of the state must be 
addressed. He urged support of the bill. 

Senator Esther Bengston stated she proposed a sales tax bill 
in the last session that failed. She said the tax system 
imbalance must be addressed and there is greater pressure to 
do this in the current legislature. Sen. Bengston stated 
the information on this bill should be given out to the 
people as soon as possible. She urged support of the bill. 

Rep. Jack Ramirez stated he saw no other alternative to the 
fiscal problems of the state but the implementation of a 
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sales tax. He said the school equalization problem is a 
major crises, the property tax burden must be addressed, and 
the budget imbalance that continues each year must be 
solved. He stated most of the money raised by the sales tax 
would go to reduce other taxes. Rep. Ramirez said taxes 
should be based on the ability to pay and the tax structure 
currently is improperly structured so that certain people 
are missed such as those who can shelter all of their 
income. He said high income and property taxes do not 
encourage economic development since many industries will 
not locate in the state when there are less expensive areas. 
He urged that the committee pass the bill so it could be 
debated in full on the house floor. 

Senator Larry Tveit stated the legislature needed to look to 
the future of the state. He said revenue is badly needed to 
solve the many current financial problems. Sen. Tveit 
stated Montana is an energy rich state, much of which has 
not as yet been tapped. He stated there is the possibility 
of increased revenue and jobs from the state's energy 
sources. However, he said any increase in property taxes 
would be detrimental to the economic development of the 
state. Sen. Tveit said he had talked to many business 
owners who have said they would not locate in Montana due to 
the tax structure. He stated the sales tax is an 
alternative to the financial problems facing the state and 
would not be detrimental to much needed economic 
development. 

Rep. Don Steppler said the state needs a more equitable tax 
structure. He said the sales tax should be viewed as an 
alternative to increasing property taxes or the surcharge on 
state income tax. He asked that the committee consider the 
proposal carefully. 

Rep. Bob Gilbert stated the sales tax would balance the tax 
system. He said the income tax structure is unfair and the 
property taxes are too high. He stated this is causing 
people to leave the state. Rep. Gilbert said the sales tax 
is the balancing link needed in the state. 

Rep. John Johnson stated he was opposed to a sales tax but 
realized the alternatives were not the solution. He stated 
he supports the bill as long as the public has the right to 
vote on it. 

Senator Cecil Weeding stated he supported the sales tax 
primarily due to the school equalization problem. He stated 
the bill was a good bill and the people would have the 
opportunity to vote on it. . 

Dennis Burr stated the personal property taxes in Montana 
are out of balance not only with other property taxes in the 
state but with the tax rates imposed in other states. He 
said that during the last ten to twelve years, property 
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taxes on real estate and developments have continually been 
lowered but the rates on personal property taxes are the 
same as they were in 1975 resulting in an erosion of the 
property tax base. Mr. Burr stated Montana now has the 
highest property tax rates and the highest marginal income 
tax rates in the nation. He said the state has lost over 
$300,000,000.00 in property taxes since 1985. As a result 
of this loss, the school levies do not produce as much 
money, nor is the foundation funded as well as it once was. 
Mr. Burr stated this also places an additional burden on the 
state general fund. He said his organization agrees with 
the utilities exemption but no tax reduction for utility 
businesses. He also stated his organization opposes the 
public vote on the sales tax bill since they feel this is a 
legislative decision. 

Eric Fever thanked Rep. Bradley for her courage in 
introducing the sales tax bill and the cosigners of the 
bill. He stated the revenue needs of the state are enormous 
in human services, infrastructure development, the 
institutions, public employee compensation, local 
government, and others. Mr. Fever stated the current 
revenue producing methods are not sufficient and it is time 
for serious tax reform. He said the bill is broad based and 
progressive, taxes a wide array of retail services and 
goods, but food and medicines are exempted plus low income 
people receive a rebate. He urged support of the bill. 

Pat Me1vey stated his coalition brought the lawsuit that 
resulted in the supreme court decision that the current 
funding method was unconstitutional. He stated his 
organization supports any measure that will solve the 
equalization problems. He urged support of HB 747. 

Mike Malone said the state is in a desperate situation. Mr. 
Malone said Montana income was the highest in the nation in 
1950 but currently continues to decline. He said the 
education system is in peril due to the funding shortages 
and the low faculty salaries are causing the best teachers 
to leave the state. Mr. Malone stated there is a great need 
to face the current problems and take action for the present 
and the future. 

Maxine Johnson spoke in support of the bill. (Exhibit 2). 

Ben Havdah1 spoke in support of the bill. (Exhibit 3). 

Tammy Hall stated she realized there is no easy solution to 
the state's financial crises. She thanked Rep. Bradley for 
her courage in sponsoring the sales tax' bill and thanked the 
other legislators for crossing party lines to make this a 
bipartisan bill. She stated Montana has a great education 
system and it is vital that this be retained. She said 
tourism is one of the state's major resources and the sales 
tax would increase the revenue from this source. Ms. Hall 
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stated she had a mentally retarded daughter and many people 
with this problem need assistance. She was also in support 
of the vote of the people on HB 747. She urged passage of 
the bill. 

Jim Crane spoke in support of the bill. (Exhibit 4). 

Charles Walk spoke in support of the bill proposing an 
amendment to exempt newspapers from the sales tax. (Exhibit 
5). 

Morris Jaffey said everyone cannot always do everything for 
themselves. He said the state has not really faced the 
numerous problems that must be solved. Mr. Jaffey said the 
bill had been carefully thought out and a great amount of 
work had gone into it. He urged passage of the bill. 

David Large stated higher education in the state was not 
attracting new young faculty and was also losing experienced 
instructors as well. Mr. Large said there would soon be a 
major exodus if a solution to the lack of funds is not 
found. He said he saw no alternative but the sales tax and 
therefore urged support of the bill. 

Gordon Morris stated he had worked with Rep. Bradley on the 
bill during the interim and he offered his services as a 
property tax expert to assist the committee in the 
examination of the property tax structure as proposed in HB 
747. He urged support of the bill and stated the 
legislature should deal with the issue of costs of the 
special election on the bill at the present time. 

Bill Shields stated his organization supports the concept of 
the sales tax if it leads to property tax and general tax 
relief. Mr. Shields said HB 747 represents a compromise but 
does address a number of important issues. He said the bill 
does provide some property tax relief and addresses 
recessivity through the rebate provision. Mr. Shields 
stated the bill also addresses the problems of funding for 
higher education and the public education system plus 
providing needed revenue for local governments and the 
general fund. He urged support of the bill. 

Tim Harris spoke in support of the bill. (Exhibit 6). 

Dan Lambrose stated his organization, the Montana 
Ambassadors, supports and encourages economic growth in the 
state but Montana is losing ground. He said 12,000 jobs 
have been lost in the private sector. Since 1980, 28,000 
people have left the state. He said hi~ organization is 
alarmed with the state's economic condition. Mr. Lambrose 
stated there are three major areas of concern which are 
jobs, quality education and opportunity. He stated 
excessive property and income taxes have defeated economic 
development. He urged support of the bill as a step forward 
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in finding solutions to these major problems. 

Brian Harlan stated the students at Montana State University 
held an election in which the sales tax bill passed. He 
said their main concern is the needs of education in the 
state today and urged passage of the bill. 

Peg Haaglund spoke in support of the bill. (Exhibit 7). 

Sharon Cleary spoke in support of the bill. (Exhibit 8). 

Tony Wellwell stated his organization supported HB 747. 

Chase Hibbard stated his organization supported the bill 
primarily because of the property tax reduction. 

Kay Foster spoke in support of the bill. (Exhibit 9). 

John Lawton stated the Billings City Council had voted to 
support a non-regressive sales tax that would provide some 
funding for local government. He said HB 747 met those 
requirements. 

Carol Daley stated during the last few years, the property 
tax on the equipment of the small manufacturers she 
represents, had exceeded their profit and for this reason, 
they support HB 747. 

John Nehring spoke in support of the bill. (Exhibit 10). 

Lori Shadoan stated the Bozeman Chamber of Commerce 
supported the bill. 

Hayden Ferguson spoke in support of HB 747. (Exhibit 11). 

Dave McClure submitted written testimony only in support of 
the bill. (Exhibit 12). 

Claudette Morton submitted written testimony in support of 
HB 747. (Exhibit 13). 

Leon Staleup submitted written testimony in support of the 
bill. (Exhibit 14). 

Testifying Opponents and Who They Represent: 

Joe Tropila, Cascade County Commissioner 
Joe Upshaw, Concerned Citizen 
Larry Ward, Hard Rock Miner 
John Faye, Concerned Citizen 
Sam Ryanson, Montana Senior Citizens Association 
Dan Young, Concerned Citizen, Billings 
Ken Nortveldt, Director, Department of Revenue 
Nadiean Jensen, Montana State Council No. 9 
Rep. Hal Harper, House District 44 
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Bob Heiser, United Food & Commercial Workers International 
Union 

Dan Edwards, International Representative, Oil Chemical 
Companies 

Ron De Yong, Montana Farmer's Union 
Chester Kensley, Montana Senior Citizens Association 
Bruce Nelson, Montana Democratic Party Chairman 
Judy Jacobson, Senate District 36 
James Mular, Chairman, Montana Joint Rail Labor Legislative 

Council 
Earl Reilly, President, Montana Senior Citizens Association, 

Inc. 
Don Jensen, AFL-CIO 
Joseph Warr, Rainbow Coalition Legislative Coordinator 
Gene Fenderson, Montana State Building & Construction Trades 

Council 
Dave Delzel, Brotherhood of Locomotive Engineers 
Diane Sands, Women's Lobby 
Marcia Schreder, Co-Chair, Montana Low Income Coalition & 

Vice-President, Montanans for Social Justice 
Ed Sheeny, Retired Federal Employees 
Walt Morris, Business Manager, Bricklayers and Stone-Masons 

Union 
Walt Costello, Concerned Citizen 
John Finch, President, Local Steelworkers Union, East Helena 
Derek Peterson, Concerned Citizen 
Bobby Newcomb, Concerned Citizen, Helena 
Rita Sheehan, Concerned Citizen 
John Manzer, Montana Teamsters 
Mark Lindsay, Montana Building Industry Association 
Charles Brooks, Montana Retail Association 
Don Chance, Montana Building Industry Association 
Mark Meek, President, helena Homebuilders Association 

Opponent Testimony: 

Joe Tropila stated he was neither for nor against the bill 
but wished to point out several problems. He stated the 
planned June 13 election would be costly and there would not 
be sufficient time to prepare. He said there would not be 
time for absentee ballots to be sent out and returned. He 
stated the election for the sales tax, if passed, should be 
held the following year. Mr. Tropila said it would cost the 
state approximately $500,000.00 to conduct this special 
election and these funds are not available in any state 
budget. He said plans should be made for the cost of the 
election before passing the bill. 

Chairman Harrington asked Mr. Tropila at this point, if he 
was saying it would be impossible to hold the election on 
June 13. Mr. Tropila replied it would not, but there must 
be funding provisions and all of the necessary preparations 
would be very difficult to achieve by that date. 
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Joe Upshaw spoke in opposition to the bill. (Exhibit 15). 

Larry Ward stated the sales tax would be a burden on the 
citizens of Montana. He expressed concern that the tax 
would be continually increased in future sessions of the 
legislature. He urged opposition to the bill. 

John Faye stated his net income was $14,000.00 annually. He 
said that 4% of this amount is $587.20. He said this is not 
money that will be spent at any store but will be taken as 
taxes. He stated he did not believe this would be a gain. 
He said there must be other ways to provide funds, 
especially by avoiding duplicity in the state government. 

Sam Ryanson stated his organization was strongly opposed to 
any type of sales tax. He urged opposition to the bill. 

Dan Young stated he was not opposed to taxation if it was 
evenly distributed but he said the sales tax would give 
unfair advantage to corporations. He said he would support 
fair taxation, but not HB 747. 

Ken Nortdvelt stated he wished to express several concerns 
the administration had with HB 747. He stated they were 
trying to keep spending growth under control. Dr. 
Nortdveldt said the total tax burden is paid primarily by 
middle income people. He said if the bill reaches the vote 
of the people, it should be accompanied by a referendum for 
a constitutional spending limit. He urged the committee to 
strongly consider this proposal. Dr. Nortdveldt stated the 
school equalization is the major item facing the 
legislature. He said there would be a need of approximately 
$200,000,000.00 a year for this solution alone. He stated a 
spending limit was crucial. 

Nadiean Jensen spoke in opposition to the bill. (Exhibit 
16). 

Rep. Hal Harper stated he believed the fate of HB 747 was 
critical in terms of what would happen to the tax reform 
efforts in the state. He said the sales tax is perceived as 
the only viable solution to tax reform. He said the 
governor prefers a sales tax as a funding solution and is 
setting the stage for a sales tax vote. He stated the 
governor's property tax relief bill has no replacement 
revenue and is therefore not realistic. Rep. Harper said 
the legislators supporting the bill are not supporting any 
other source of new revenue. He stated credit must be given 
to Rep. Bradley and others who signed the bill for their 
courage in presenting a sales tax so it could be debated and 
voted upon, and then the state can move on to other means of 
tax reform. Rep. Harper said any other means of tax reform 
lessens the need for the sales tax. He said other efforts 
at reform have been rejected repeatedly in the past few 
years. He stated that, if the bill passes in the 
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legislature, the people must be given enough time to 
consider it before voting and the June 13 election is not 
sufficient time. He said this should be done at the next 
general election. Rep. Harper stated a sales tax is not the 
only way to balance the budget and it is the duty of the 
legislators to act responsibly in this situation. 

Don Miller stated he wished to commend Rep. Bradley's 
courage in presenting HB 747. He said the proponents have 
stated the sales tax is needed to relieve property tax and 
encourage economic development. Mr. Miller stated with 
Montana's anti-business attitude, this is not likely to 
occur. He said the state's regulations and taxes discourage 
any new business development. He stated education costs 
could be lowered by cutting the excessive administration 
costs. He stated he did not stand in support of or in 
opposition to the bill but he wished to see the bill go to a 
vote of the people. 

Bob Heiser spoke in opposition to the bill. (Exhibit 17). 

Dan Edwards stated he grew up in Colorado and he recalled 
the beginning of a sales tax in that state. He said the tax 
was raised continually and exemptions to the tax were 
systematically removed. Mr. Edwards stated he believes the 
same thing would happen in Montana. Be urged opposition to 
the bill. 

Ron De Yong spoke in opposition to the bill. (Exhibit 18). 

Chester Kensley stated his organization was strongly opposed 
to the sales tax. He said the tax would hurt senior 
citizens and benefit rich corporations. Mr. Kensley stated 
the rebate provision was not adequate. He said the tax was 
unfair and urged opposition to the bill. 

Bruce Nelson spoke in opposition to the bill. (Exhibit 19). 

Senator Judy Jacobson stated she does not believe the people 
of Montana want a sales tax. She commended the sponsor for 
her courage but she stated the sales tax is still regressive 
and effects those least able to pay. She agreed there is a 
need for new revenue and funding but does not believe a 
sales tax is the answer. She stated there were other 
concerns that need to be addressed and all of the problems 
could not be solved in one two year period. She urged 
opposition to the bill. 

James T. Mular spoke in opposition to tpe bill. (Exhibit 
20). 

John Manzer stated the majority of the people in his 
organization are opposed to any form of sales tax. Mr. 
Manzer said the bill was deceptive and would place another 
tax on the middle income people of the state and give the 
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corporations tax breaks. He stated the coal severance tax 
is for the future and the future is now. He said this can 
be used instead of imposing another tax. Mr. Manzer stated 
education needs assistance but the correction lies in 
eliminating the excess school districts and administration 
positions. He urged opposition to the bill. 

Earl Reilly spoke in opposition to the bill. (Exhibit 21). 

Don Judge spoke in opposition to the bill. (Exhibit 22). 

Joseph Warr stated his organization is opposed to HB 747. 
He stated the committee should think about the Burlington 
Northern Railroad who will benefit greatly from this tax. 
He stated the extra money they receive will not be invested 
in the state as they have previously done, according to Mr. 
Warr. He urged a do not pass on the bill. 

Gene Fenderson spoke in opposition to the bill. (Exhibit 
23). 

Dave Delzel stated the legislation is unfair and the members 
of his organization opposes HB 747. 

Diane Sands stated her organization opposes HB 747. She 
said they would only support taxes that are based on the 
ability to pay. Ms. Sands stated that since women are 
consistently in the lower income brackets and are not paid 
as much as men in any position, they would be severely 
impacted by this legislation. She urged a do not pass on 
this bill. 

Marcia Schreder spoke in opposition to the bill. (Exhibit 
24). 

Ed Sheeney stated the majority of the members of his 
organization oppose the sales tax. 

Walt Morris spoke in opposition to the bill. (Exhibit 25). 

Walt Costello spoke in opposition to the bill. (Exhibit 
26). 

John Finch stated his organization's membership strongly 
opposed the bill. 

Derek Peterson strongly opposed the bill and urged defeat. 

Bobby Newcomb urged opposition of the bill. 

Rita Sheehan urged defeat of the bill. 

Mark Lindsay submitted written testimony in opposition to HB 
747. (Exhibit 27). 



HOUSE COMMITTEE ON TAXATION 
March 6, 1989 
Page 12 of 13 

Charles Brooks submitted written testimony in opposition to 
HB 747. (Exhibit 28). 

Don Chance submitted written testimony in opposition to HB 
747. (Exhibit 29). 

Mark Meek submitted written testimony in opposition to HB 
747. (Exhibit 30). 

Questions From Committee Members: Due to time constraints, 
Chairman Harrington stated questions would be taken at a 
later date in executive session on the bill and Rep. Bradley 
would be asked to attend. 

Closing by Sponsor: Rep. Bradley thanked the committee, the 
proponents, and opponents for a good discussion on a 
difficult issue. She stated nothing in the way of new 
revenue has been forthcoming in the session so far. Rep. 
Bradley stated the administration has proposed a property 
tax relief bill but it does not include any revenue 
replacement. She said HB 747 does guarantee replacement. 
Rep. Bradley stated she was in favor of the public employees 
receiving a long awaited increase in salary but there must 
be new revenue to provide for this. She said she had joined 
other committee members in the last session to pass a bill 
for a three cent increase in gasoline and diesel fuel. She 
said the tax is the highest in the nation and is also a 
sales tax on one of the basic necessities in the state. She 
stated the rationale for this was the creation of jobs. 
Rep. Bradley said her bill will create jobs and she felt 
that everyone on the committee should realize that there 
comes a time when they all must compromise in certain 
circumstances regarding sales taxes. Rep. Bradley stated 
she had worked hard and will continue to work hard to 
provide for the needy in her human services subcommittee but 
she stated the state is not providing for these people. She 
said she had never received any support from Mr. Bruce 
Nelson, Democratic Party Chairman, for her human services 
needs but had received a three page letter opposing the 
sales tax bill. Rep. Bradley stated there is a great need 
to fund human services programs and the sales tax would 
assist in this area and that was the primary reason for her 
introduction of HB 747. 

DISPOSITION OF HOUSE BILL 747 

Motion: None. 

Discussion: None. 

Amendments, Discussion, and votes: None. 

Recommendation and Vote: Chairman Harrington stated he will 
appoint a subcommittee to work on HB 747. 
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NOTE: Ken Nortdve1dt, Director of the Department of Revenue 
submitted written testimony on March 7 explaining his remarks 
about HB 747. (Exhibit 31). 

ADJOURNMENT 

Adjournment At: 11:55 a.m. 

DH/1j 

5215.min 
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MONTANA CHAMBER OF COr,1fVlERCE 
P O. BOX 1730 • HELENA, MONTANA 59624 • PHONE 442-2405 

Testimony by Maxine C. Johnson, Chairman 
Tax Committee of the Montana Chamber of Commerce 

House Taxation Committee March 6, 1989 

The Montana Chamber of Commerce supports HB 747. We see the bill 
as the compromise it is, developed in good faith by Montanans 
with varying viewpoints. We hope you will support it, for the 
following reasons. 

It is a tax reform measure which will encourage economic 
development. Our members are willing to support a sales tax only 
if it involves property tax reform. This bill reduces property 
taxes for residential and personal property and combines property 
classes for greater equity. The high personal property tax, 
which has been sending an anti-business signal, will be lowered. 
The bill will help solve our school equalization problems, and it 
will provide some new money for the university system. Good 
public schools and universities are essential for economic 
growth. 

HB 747 will create a more balanced tax system. Some of you will 
recall the tax conference sponsored by our two universities 
before the 1987 session. The tax experts from out of state who 
discussed Montana's tax system at the conference almost without 
exception - - - and regardless of political persuasion - - -
subscribed to the 3 legged stool concept of state and local 
taxation. That is, a system based on property, income, and 
retail sales taxes. They said something many of us did not want 
to hear -- that we need a sales tax in this state. 

Chamber members believe these experts were right. It has become 
obvious that property taxes and income taxes just won't do the 
job. We need a new source of revenue, to provide the necessary 
funding for education, and to eliminate existing property tax 
inequities which are hurting our prospects for economic 
development. 

While the Montana Chamber supports the bill in general, we 
recommend two changes. First, we strongly recommend the 
exemption of all utility charges. And second, we are strongly 
opposed to the requirement of a vote by the general electorate. 
We believe legislators are elected to make these tough decisions, 
and we believe the public will except this bill as your best 
option. We don't, however, believe they will vote a sales tax, 
or any other new tax, on themselves. 
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We remind you of the recent Oregon experience, 
election the large majority of the voters told pollste s 
favored a sales tax. As you all know, they changed their 
when they got to the voting booth. 

We urge your careful and favorable consideration of this bill, 
which we believe is in the best interest of the state. And we 
urge you to make the decision without a referendum. 
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STATEMENT OF MONTANA MOTOR CARRIERS ASSOCIATION 
TO THE HOUSE COMMITTEE ON TAXATION 

ON HB 747 - SALES & USE TAX BILL 

Mr. Chairman and members of the Committee. For the record, my name is Ben 

Havdahl and I am the Executive Vice President of the Montana Motor Carriers 

Association. MMCA has some 325 motor carrier members ranging in size from one 

truck operators to carriers with fleets of 300 plus trucks. 95% of them operate 

in interstate commerce and a large number operate in both interstate and 

intrastate commerce. MMCA also has some 125 supplier members. All MMCA members 

will be impacted by the enactment of HB 747. 

MMCA supports the concept of the sales and use tax as proposed in HB 747. We 

support the general property tax relief in the bill although it does not, in our 

opinion, provide any relief from high personal property taxes assessed on our 

industry's trucks and trailers. We do feel that the sales and use tax concept 

that HB 747 will enact is a logical way to adequately finance the needs of state 

government and other major needs that this Legislature has to address. 

We are opposed to other alternatives to fund these needs, namely increased 

property taxes and/or income taxes. 

MMCA does have some problems with certain provisions, or the lack of certain 

provisions in HB 747 as it now stands and would like to offer suggestions for 

amendments to the bill in the areas affecting the motor carrier industry in 

Montana. 
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On page 18 in Section 20 of the bill, gasoline or ethanol blended for fuel on 

which the Montana gasoline tax has been paid is exempt from the proposed sales 

and use tax. 

MMCA would respectfully ask that a similar exemption be placed in the bill for 

special fuels including diesel fuel on which the Montana special fuels tax has 

been paid. 

It is to be noted that House Bill 747 is based on and appears to be a composite 

of a similar bill passed by the Senate in the 1987, Legislature, namely HB 377 

which was in turn a composite of several sales and use tax bills introduced in 

( that session. The Legislature in 1987, included special fuels including diesel 

fuel upon which the Montana special fuels tax had been paid along with gasoline 

as being exempt from sales and use taxes. These fuels are also exempted by other 

jurisdictions that have enacted a similar sales and use tax law. 

Three other sections of the bill deal with deductions from the gross receipts ·of 

common carriage of interstate and intrastate property and passengers. 

Section 35 (1) on page 25 provides for a deduction of receipts from a transaction 

in interstate commerce from gross receipts to the extent that the imposition of 

the sales tax or use tax would be unlawful under the U.S. Constitution. It would 

appear that this language is broad in its application and would include freight 

and passengers transported by a for-hire carrier and·other carriers operating in 

interstate commerce. 
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Section 36 on page 26 further clarifies this deduction in the movement of 

property and persons in intrastate transportation service, but only if the 

movement is an extension of a transportation movement of property and persons in 

interstate or foreign commerce. This provision would presumably include all 

modes of transportation including regulated motor carriers, private carriers,-

exempt commodity truckers, railroads and airlines. 

However the bill in Section 53 on page 38 requires only a for-hire motor common 

carrier engaged in interstate or intrastate commerce transportation of property 

or persons to register as a retailer and pay the tax imposed by HB 747 ••• not 

collect and pay, but pay the taxes to the state. It would appear that the 

liability for payment of the taxes to the state is placed on only an intrastate 

or interstate motor carrier operating under authority by ICC or the Montana PSC. 

The bill does not place a similar requirement on a private carrier transporting 

property or persons, nor does it make a similar requirement of an exempt 

commodity trucker, railroads and airlines ••• only regulated commo~ . motor 

carriers. This requirement would give an unfair economic advantage to these 

competitive modes. 

There are some 8,000 motor common carriers based outside of Montana that register 

equipment mileage usage in or through the state and about 1,000 Montana based 

carriers, all of whom have the potential of transporting property in Montana. 

Would they all be required to register as a retailer? 

3 



( 

( 

The deduction from the gross receipts is clearly established 
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movement of freight in the bill and since other intrastate modes are not 

apparently required to comply with the bill's provisions, MMCA would respectfully 

ask that a similar deduction for intrastate movements by common motor carriers be 

given those carriers to avoid placing them in an unfair economic disadvantaged 

position. 

The current deduction for interstate freight movement and not intrastate movement 

penalizes a Montana based business shipping freight within Montana in competition 

with a shipper based outside of Montana shipping freight into the state. Gross 

receipts from the instate movement would not be deductible however gross receipts 

from the interstate movement would be. 

Shippers by rail and air and by private carriage within the state would haie an 

economic advantage over shippers within Montana who utilize common motor 

carriage. 

The Senate in 1987, resolved the problem by amending HB 377 to allow the 

deduction from gross receipts from the transportation of property or persons from 

one pOint within this state to another point within the state for all 

transportation modes and commodities. MMCA would respectfully ask this committee 

to amend HB 747 in the same manner. 

On a final note, Section 42 page 30 of HB 747 provides for a deduction for the 

value of leased property if used in certain circumstances. MMCA feels that 

further clarification of this deduction is needed as it applies to the receipts 

4 



, . EXHIBIT 3 
DATE 37~/Jq 
Hj_2Y7 ~ . 

. 'Y'- Lf? - &8. () 
from rentals or leasing of vehicles used in transportation of property or 

passengers by for-hire carriers in intrastate or interstate commerce under 

regulations prescribed by ICC or the Montana Public Service Commission. We would 

suggest that language be incorporated to cover the deduction. 

A considerable amount of freight is moved by owner operators whom have leased 

their vehicles to motor common carriers and operate under the carriers authority. 

Thank You. 

5 
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317 Cruse Avenue P.O. Box 4249 Helena. Montana 59604 c .... ) "2.71'~ 1 
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Mr. Chairman, members of the committee, ladies and gen lemen d 

My name is Jim Crane. I am the publisher of the Helena 
Independent Record. 

I am here representing the IR and the 3 other Lee newspapers 
in the state. 

I am not here as a supporter or as an opponent of the bill, 
but to~!~~~an amendment which we hope will be attached to it. 

As you know, our newspapers seldom speak with one voice on any 
issue. The Billings Gazette has campaigned actively in support of 
a state sales tax. The Montana Standard has editorialized strongly 
in opposition. The Missoulian and the IR have not expressed 
themselves on the issue recently. 

Regardless of the lack of agreement among the newspapers on 
the sales tax issue, we all agree that applying the sales tax to 
newspaper circulation would be a mistake. 

There are several factors involved in newspaper distribution 
and sales that argue against sales tax imposition. 

First, about 70 percent of our circulation is sold through our 
carriers, a system mostly made up of boys and girls who buy 
newspapers wholesale from us and who collect from you. 

If the sales tax were to apply to newspapers, we would turn 
thousands of boys and girls into tax collectors -- with all of the 
attendant problems. 

These kids are independent contractors, not employees of the 
newspaper. Thus, it would be their responsibility, not ours, to 
collect, turn in and report the tax. I I d hate to be the state 
administrator responsible for dealing with a legion of 12-year-old 
tax collectors. 
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Second, we're in a very competitive bUsiness these days. Not 
only do the newspapers from Billings, Butte and Great Falls try to 
compete in Helena ~ith our excellent product, but you also have the 
opportunity to buy the Wall street Journal, USA Today, the 
Spokesman Review, the New York Times -- even the National Enquirer 

in Helena, Montana, by mail or by single.copy. 

If Montana applies a sales tax to local newspapers, but not 
to subscriptions to out-of-state publications including 
rnagazaines -- we will be put at a serious competitive disadvantage. 

But there's an even broader c.onstitutional implication, I 
think. 

Regardless of what you personally think of the press, 
newspapers provide a vi tal publ ic service. Taxing circulation 
sales ~ould amount to a tax on information. That tax would reduce 
newspaper sales and readership and most likely would lead to a 
reduction of the public's understanding of important local, state 
and national issues. 

Finally, taxing newspaper sales would be less onerous if you 
were to tax radio reception, television reception and delivery of 
all-advertising publications. 

I hope you will consider and adopt the amendment we propose. 

James D. Crane 
March 6, 1989 
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OF MONTANA NEWSPAPER ASSOCIATION ON HB 747 BEFORE nm / 7 -------~ 
HOUSE TAXATION COMMITTEE MARCH 6, 1989. ~.~.~ 

Mr. Chairman, members of the committee, for the record 
my name is Charles W. Walk. I am executive director of 
the Montana Newspaper ,Association, which includes in 
its membership all 11 daily newspapers and 65 of the 
weekly newspapers in Montana. 

I am here today to support the amendment to HB 747 which 
would add the exemption of newspaper circulation revenue 
to the bill. 

The exemption from tax for sales of newspapers is rooted 
in the First Amendment, and the distain its framers had 
for taxing the acquisition of knowledge. 

These framers of the Constitution believed such "knowledge 
taxes" placed too much power in the hands of government 
because the acqusition of news and information is a right, 
not a taxable priviledge. 

There is little question from a strictly practical point 
that such a sales tax on newspapers would, in fact, restrict 
information .•• and restrict it from the less affluent 
population, those people who need the information best 
provided by newspapers. 

Those framers of the Constitution saw this as one of 
their greatest concerns in the area of taxation. They 
regarded as an anathema any action by government which 
put the price of a newspapers beyond the reach of the 
lowest economic classes. 

The addition of a sales tax to the prices of Montana 
newspapers may bring this 200-year-old fear to reality. 

There are at least two other practical reasons why newspaper 
sales should be exempted from any Montana sales tax legislation. 

First, we believe it is inherently unfair to tax one 
form of information distribution while not taxing other 
competing modes, such as radio and television and free 
distribution shoppers. 

Second, we also believe it is just as unfair to place 
a sales tax on our own Montana newspapers while an identical 
tax can not be levied against out-of-state publications 
which distribute through the mails. This means, obviously, 
that such a taxing system would be placing an unfair 
burden on our own newspapers in their competition with 
not only newspapers from surrounding states, but with 
regional and national newspapers and news magazines. 

The final practical reason for exempting newspaper circulation 
revenue from the sales tax deals with the inherent unfairness 
of placing the tax on all newspapers in the state without 
regard to their ability to survive the economic impact. 

(over) 
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Proposed amendment to HB 747 

H8_-.J..--L.-~.--_ 

~. 
1. Page 20, line 14 

NEW SECTION. Section 26. Exemption - newspapers. 

GROSS RECEIPTS fROM SALES Of NEWSPAPERS AND ADVEBIlS!NG SUPPLEMENTS AND ANY 
OTHER PRINTED MATTER ULTIMATELY DISTRIBUTED WITH OR AS A PART Of SUCH 
NEWSPAPERS. 

Renumber subsequent sections. 
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The smaller, less profitable newspapers would, without 
question, be the hardest hit by this approach to taxation. 

The result could well be fewer newspapers in our rural 
areas. This would mean economic repercussions up and 
down the already beleaguered main streets of those affected 
communities. 

It also would mean the further reduction of the dissemination 
of information at this very basic level of our society. 

Circulation revenue tax could be applied in 47 stat~s 
and the District of Columbia. Thirty-six of those states 
have chosen not to include circulation revenue in their 
sales tax plans. 

We hope it is obvious why and we hope this committee will 
adopt the amendment to HB 747 which would place Montana 
in this lopsided majority if the sales tax is finally 
implemented here. 

Thank you and I would be glad to answer any questions 
from the committee. 

CHARLES W. WALK 
MONTANA NEWSPAPER ASSOCIATION 

( 
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38 South Last Chance Gulch 
Helena. Montana 59601 

March 6, 1989 

Hearing on HB 747 

(406) 442-5755 
Toll Free 1-800-233-0805 (VOICEITDD) 

I am Tim Harris and am employed by the Montana Independent Living 
Project. I am here today for the Project in support of HB 747. 
When I moved here in 1972, my wife and I left friends, jobs, security, 
and a sales tax in Illinois. People close to us cO:lld not under-
s t .3 n d 0 u r c hoi ceo f ID) V i n g t 0 wh at the y con sid ere d a sub u r b 0 f the 
Yukon. My wife is a native of Bil lings and has alw~ys had a deep 
affection for the land so ~ovingly described in Trav~l~_~ith CharI ie. 
Beyond that, we were not so sure of what was in store for us for 
the future • 

We h a vel i ve d her e now for 1·7 yea r san dar e i nth e pro c e s s 0 f r a i sin g 
f 0 u r chi I d r en. Th e en vir 0 nne nth ere i sid e a I for r a i sin g chi I d r en, 
as opposed to overcrowded, overtaxed and underprogram~ed areas back 
east, as ',ve are wont to.,say. 17 years ago, the splendor of the 
m,) u n t a ins, the c I ear wa t e r 5 t r e a.11 3, and c I e a n air Woe r e e!l 0 ugh t 0 

keep you here. Try buying your groceries with a picture of the 
mountains, paying your rent with a snapshot of a mountain stream, 
or paying your taxes with a bottle of clean air. SomehYN, things 
must change. We mlst develop a climate that is business friendly, 
one that encourages econJmic gro~th, encourages our yo~th to stay 
here, work at a profession and raise their families here. Wben we 
moved here, we were told we might have to pay a fee for leaving the 
U-Haul here because MO:1tana was overrun with U-Hauls. Seems that 
people were iTIoving in, not moving out. Things sure have chang!~d. 

Someone recently sa;d tha~ \bntan,l was the Mississippi of the North. 
I don't know about you, but that conjures up SO~8 pretty horrible 
notions in me. How can a state with such a high level of literacy 
be ins u c has tat e? ',vh at wi I lit t a kef) r us tor e a liz e t hat time 
is passing us by, that other places are growing and we are not? 
Remember National Geographic and the article about putting a fence 
arol:nd .'v1ontana? The medical profession might cal I that a tourniquet. 
vVe nee d toe nco u rag e bus i n e s sac t i v i t y, e con 0:11 i cst r eng t han d the n 
watch our tax base grow. 

M,) n tan a n s h a v e bee n a c c us tom,: d to a s t ron g h u nil n s e r vic e s s y stem 
Nhich takes good care of its needy. The system must continue to 
prJvide top level services to those wh,) :1eed them. But our reve­
nues keep falling short. Our tax base n~eds expansion and our 
revenue S0:lrCe3 increased. I believe that those people who receive 
h uma n s e r vic e s wi I I sup p 0 r t the s a I est a x . T 6 con tin u eta kin g 
pride in what we do for the needy, we must. 

The Montana Independent Living Project urges passage of H3 747 and 
the people we represent, people Nith disabilities who are consumers 
of hunan services urge passage as weI I. 
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Association of Conservation Districts 

1 South Montana 
Helena, MT 59601 
February 17, 1989 

443-5711 
\.--

Testimony to the House of Representatives Appropriations Committee on 
HB 747. 

For the Record, my name is Peggy Haaglund and I am executive vice 
president of the Montana Association of Conservation Districts. 

As some of you are aware and others of you are learning, Montana has 
conservation districts that are political sub-division of state 
government. The conservation districts, under state law, are 
responsible for the conservation of Montana's natural resources on 
private, non-government lands. The 59 conservation districts in 
Montana which were first formed in approximately 1948 and cover 99% of 
Montana. 

Conservation districts were formed in the United States after President 
Roosevelt recommended each of the states establish conservation 

( istricts. During the Dust Bowl, it became apparent that a better 
relationship was needed between the federal, state and local 
governments and the people at the grassroots level if we were to 
resolve our soil and water conservation problems in an effective, 
coordinated manner, based on local needs and priorities. 

Today the conservation districts are actively fulfilling their role. 
Some of the problems are the same, some of them are different. The 
districts are governed by five elected supervisors and two that are 
appointed by the incorporated cities in each district. 

Because Montana's conservation districts presently derive the majority 
of their revenue from property taxes we think that, if enacted, a sales 
tax should replace these funds in the event of a property tax cut. 
Other states do designate a percentage of their sales tax revenues to 
conservation districts or natural resource districts. 

Natural resource conservation is important to all Montanans and should 
be funded and funded as well as other important programs. 

We are told that as HB 747 is presently written, conservation districts 
would fall under funding for local government. We have concerns that 
this is not the place for us. Under present state law, we can levy 1.5 
mills for our operations in each district. The counties do collect our 
taxes and often administer them for us but they do not have a say in 

( ~he amount levied or in administration of the funds. 

Districts have their own staff and their offices are located in the 
federal Soil Conservation Service offices. 
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-~ge 2 -- HB 747 

; he conservation districts in Montana are against a sales tax, but MACD .. 
and the districts feel that is there is property tax relieve, through a 
~ales tax, that at least 4% of any available revenue from a sales tax 
r hould be applied toward natural resource conservation activities and 
~at at least one-fourth or one 1% of that revenue should be allocated 
to the conservation districts of Montana . 

.. 
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Association of Conservation Districts 

, 
1 South Montana (406)443-5711 
Helena, MT 59601 . 

A RESOLUTION ADOPTED BY THE LEGISLATIVE COMMITTEE OF THE MONTANA 
ASSOCIATION OF CONSERVATION DISTRICTS (MACD) ON SUPPORT OF A 
SALES TAX PROPOSAL 

WHEREAS, the state of Montana has a problem with a revenue short 
fall; and 

WHEREAS, property tax relief is important to Montanans, as 
evidenced by Initiative 105; and 

WHEREAS, natural resource conservation is important to all 
Montanans; and 

WHEREAS, Montana's conservation districts and other resource 
conservation programs derive the majority of their 
revenues from property taxes; and 

WHEREAS, a sales tax has been proposed as a polential mechanism 
for alleviating Montana's revenue short fall; 
and 

WHEREAS, Montana's conservation districts presenlly derive the 
majority of their revenue from property taxes and a 
sales lax should replace lhese funds in the event of a 
property tax cut; 

NOW THEREFORE BE IT RESOLVED, lhe Montana Association of 
Conservation Districts supports a sales tax if 
a sales tax meets the objective of reducing or 
solving Montana's revenue short fall so long as 
a sales tax is implemented to the following 
terms and conditions: 

1. Property taxes are reduced. 
2. At least four (4) percent of any available revenue 
from a sales tax be applied toward natural resource 
conservalion activities 
3. At least one-fourth (1/4), or one (1) percent, of 
the sales tax revenue be allocated to the conservation 
districts of Montana. 
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TESTIMONY OF THE MONTANA ASSOCIATION OF REALf6RS 
HB 747 - HOUSE TAXATION COMMITTEE 

MARCH 6, 1989 

Mr. Chairman, members of the Committee, my name is Sharon 

Cleary. I represent the Montana Association of Realtors. 

The Association has long supported the imposition of a sales 

tax for the purpose of providing relief for Montana's overbur-

dened-pr-operty tax-payers:'--, 

When ou·r, state ranks near.;-,the'top-in "property·-t~xesand .. '.~ 

overall taxes and yet -near the bottom-in perc~pita income: _when' 

our state is in the middle of an-ongoing economic recession; and 

moreover~ when wec6ntiriue-with-the'same obviously unfair tax: 

system, it is clear that something is wrong. 

We applaud the efforts of Representative Bradley and the ' 

other sponsors of HB 747. The Association believes the bill is, 

generally speaking, a fair tax and one which will go a long way 

toward providing tax equity in this state. 

However, there are two points with which the Association 

disagrees: 

First, the legislature is the governmental body which should 

make the decision about the sales tax. This body is elected by 

the people of this state to make decisions. The sales tax is 

definitely a tough issue. But that's why you are elected--to 

make tough decisions about tough issues. By deferring the 

decision on the sales tax issue to the electorate in 3une, the 

legislature is shirking its duty. 

Therefore, the Montana Association of Realtors urges you to 

remove the sections of this bill which provide for the submission 

of the sales tax to the electorate. 
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Second, the Association believes that extending't~ sales 

tax to services is counterproductive and unfair. 

As Section 12 now reads, wages, salary, commissions or other 

forms of remuneration are exempt, only if there is a relationship 

of employment between the person paying the wage and the person 

receiving it. Applied to-the real estate business, the result is 

extremely inequitable. ---' - - --.¥ ~ • 

has a large, very expensive piece of property to sell. Let's 

assume the property has a fair market value of $1 Million and 

further that the fair market. yal-ue . is ... the. actual sale price. 

Assume, for purposes of.discussion that a·five per-cent real 

estate commission would be paid. That would be a $50,000 commis-

sion. The four percent sales, or more properly in this situa-

tion, service tax, would be $2,000. If the person selling the 

property has the wherewithal, and if he has a $1 Million piece of 

property, I believe we can safely assume that he does, he can 

simply employ a person, full-time, to sell that property and 

under this bill, the five percent commission would be tax free. 

In the vast majority of situations, the person trying to 

sell property has a home on a city lot, worth between $40,000 and 

$75,000. For purposes of discussion, let's say his property is 

worth $50,000 and that $50,000 is also the sales price. Further, 

let's assume this person doesn't have the resources to hire 

someone full-time to sell his property. Instead, as happens in 

the vast majority of cases, he contracts with a real estate 

-2-
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broker to sell the house and agrees to pay him the 

percent commission. That's a $2,500 commission. Since he can't 

afford his own private person to sell the property, he pays a 

sales tax. He pays four percent of the five percent commission, 

which is $100. 

This is an example-of how the little guy pays the tax on 

services whi'le -the -big guy--iioesn:!t .. --~~-
.-

. -- --- .. 

The-: Ass"oci:ati"on": would respectiully s"ubmit that this scenarib-" 

is not limited to the· field "-of ~ real est-ate s"crles:.'-· It"applies "t.o '-" 

many other fields as well. One which cb~es to mind is legal 

services. When a-- corporation -ernpToys " its own in~hou"se "attorney, 

it does not" pay a sales tax Qni~s law~er's s~laty.- However~--

when a regular person comes in off the street; for example, to 

get a divorce, that person pays the sales or service tax on his 

lawyer's fees. 

Turning back to the real estate situation, let's see what 

happens to the $2,500 commission our "little guy" paid to his 

real estate broker, remembering, he has" already paid a $100 

service tax. Let's further assume that two percent of the total 
5"f.rt&~ ~/."ai 
comm1SS1en goes to the selling agent. That's $1,000. Since the 

broker does not employ the selling agent, but rather contracts 

with him, the broker pays a sales tax, or more properly, a 

service tax of four percent on that amount. That's another $40. 

Plain and simple, this is double taxation. 

Getting back to the seller's situation, let's assume that he 

is like most people and has a sizeable mortgage. Let's assume 

_"l_ 
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that the value of his property has fallen since he 
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bought it and J 

that his mortgage, on a $50,000 home, is $46,500. He thus gets 

$3,500. But wait, he pays the broker that $2,500 commission and 

only winds up with $1,000. The $100 sales tax is then to him, 

not just a four percent tax on the commission, but a ten percent 

tax on --his equi ty ~:: 

The Association perceives the exemption for wages, salaries 

and commisslbiU;'- as being basea on the premise that such;--a;tax -,is 

nothing but an additional income tax and, in simple terms, a tax 

on production rather than consumption. 

But, logic and common sense tell us that commissions re-

ceived by a real estate broker, fees paid to a lawyer and even 

the money paid to a barber are also "wages". Just because they 

are not earned in a traditional "employment" relationship does 

not mean they should be taxed. 

Logic and common sense tell us that money paid for personal 

services outside the traditional employment relationship should 

be tax exempt. I have attached to this testimony amendments 

proposed by the Montana Association of Realtors which would 

remove the requirement of approval of the sales tax by the 

electorate and would exempt all personal services from taxation. 

The Association asks that you place these amendments on the 

bill and that as amended, you give HB 747 a DO PASS endorsement. 

Respectfully submitted, 

Sharon Cleary 
Montana Association of Realtors 

_.4_ 



MONTANA ASSOCIATION OF REALTORS 
PROPOSED AMENDMENTS 

TO HB 747 

1. Page 16, Line 12. 
Following: "receipts" 
Strike: "of an employee from an employer". 

2. Page 150. 

EXHIBIT~~~~~ 
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Strike: Lines 18 through 21, in their entirety. 

3. Page 154. 
Strike: Line 24, Page 154 through Line 11, Page 156. 
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The Sales tax issue is not a new issue to anyone 

here in the State and that includes the Billings Chamber of 

Conunerce. II Prior to the 1987 session, the Billings Chamber iden-

tified the need to balance the State's tax system. The studies· ~ 

completed by the Chamber indicated that the best method was 

a general retail sales tax. 

Today, when I leave a copy of my testimony, I will 

also leave with the Conunittee copies of both the 1987 and 1989 

Chamber Issues Manual. Both documents clearly identify the 

Billings Chamber's support for a general retail sales tax as 

a replacement tax. Specifically, we support the use of re-

placement revenue to lessen the gove~nments' dependence on 

the property tax. 

We have been involved with members of the ad-hoc 

group, that developed the sales tax bill before you today, 

for almost a year. We had sincerely hoped that HB-747, when 

introduced, would have had a higher percentage of the revenue 

dedicated to replacement with less new revenue. However, the 

Billings Chamber of Conunerce recognizes that HB-747 is a com-

promise bill designed to address the school equalization issue, 

to partially reduce governments' reliance on property tax, and 



( 

March 6, 1989 

Hon. Dan Harrington, Chairman 
House Taxation Committee 
Helena, MT 59620 

Dear Rep. Harrington: 

I wish to go on record in support of HB 747, the sales tax 
bill. In particular, I wish to plead for maximum property tax 
relief for homeowners and other real property owners. I would 
be pleased if you would include the attached copy of my study, 
The "Property Poor"--Montana's Forgotten Minority, in the 
transcript of today's hearing on this bill. Thank you. 

( Sincerely, 

604 ARNOLD 

Information Management 

BOZEMAN, MT 59715-6139 (406) 586-0127 



John Nehring 
ClliP'lU'ltB - Informaticn Management 

604 Amold 
Bozeman, 1fl' 59715-6139 

(406) 586-0127 

January 23, 1989 



AQQlHjfifp1IiN'I'S 

As a volunteer advocate for Montana's "propertv poor" during the 
last two election cycles, I've been castigated frequently by elected of­
ficials and private citizens whose pri.mary objective is maintenance of 
the tax revenue flow. lbeir (often harsh) criticism clearly showed me 
that otherwise knowledgable people are totally unallal."e of the inequities 
described in this paper. Thus, I owe my lD8n¥ detractors a debt of grati­
'b.lde for lOOti vating me to action. Wi thrut their persistent procldi.ng, 
this paper ROUld not have been wri tt.en. 

I thank the Montana Department of Revenue for its kind support in 
providing Dllch of the raw data used in this paper. Act.:ing Depu~ Dh~t­
or Steve Balder, Research Blreau Odef Larry Finch, and researcher 
Brad S1 msbaw were especially helpful in their prcmpt, professiooal 
response to my data request. 

The rest of my data came from an accounting fim's tax preparation 
files. To preserve the confidentiali t¥ of their clients' financial in­
formation, this fim shall remain unnamed. I am, nevertheless, truly 

( 

grateful for their assistance, without which this paper cxW.d not have (". 
been written. 

Thanks also to Dr. Bruce Beattie of Montana State Uni versi ty and 
John Badeo of F. R. E. E. for their invaluable editorial oouments at the 
draft stage of this paper. 

Finally, I owe many thanks to JQY wife, Patt¥, for her loving 
patience and support during the long December and January evenings when 
I was analyzing my data and attempting to describe my findings. 

Of course, the conclusions and biases wi thin this paper are solely 
my resp:nsibilit¥, as are any errors which may have crept in. 

John Nehring 
Jarruary 21, 1989 
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Why has this paper been written at this time? As Montana's new governor and some 

of our legislators struggle to shape a revenue system that equitably ftmds necessary 

education and government services during our second century, they face varied demands 

fran many quarters. This paper has been written to keep general, stat.eRide property 

tax relief in the forefront of these claims. 

Non-mineral p~ taxes are Montana's largest single source of tax revenue, 

a.cooonting for nearly two-fifths of all state and local taxes [4: 11].1 The findings 

of this paper canfim my lang-held belief that the blrdEil of these taxes falls dispro­

portionatelY on those least able to pay, despite legislative attempts to reduce this 

hlrciEil for the very low-income elderly. These overblrdened p~ taxpayers are 

Montana's "property poor" . 

There's no shortage of advocates for the poor in general. Legislative' camd ttee 

hearings on matters concemi:ng the poor are packed with such advocates. Advocacy for 

parents who (for whatever reascn) cannot afford quality child care is currently in 

fashioo. Retirees who (for whatever reason) haven't been able to provide adequately 

for their old age are the focus of perennial conoern. The list of poor people's ad­

vocacy gra.tpS is loog. Noticeably absent in the halls of the Capitol, though, are 

lobbyists for the "p~ poor" . 

The "property poor" lack the resoorces to lobby for their interests. These are 

people who work long hours just to survive. These are people who have invested their 

limited financial resources in productive assets which provide jobs, homes, goods and 

services for themselves, their families, and their fellaf ci tizans. '!heir struggle to 

preserve these Productive assets leaves the "property poor" with little time and money 

for political actioo. More important, the work ethic by which these people live dis­

CClUrages them from seeking government favoritism. And IJX)st important, this same work 

ethic, along with their sense of pride, keeps the "p~ poor" fran drawing public 

attention to the low inoome which makes their taxes such a blrden. 

The results of the invisibility of Mcntana' s "pro,perQr poor" are documented in 

this paper. Legislators, like other humans, :respcad to demands placed upcn them. 

!bring the past two decades, the demands for more government services in Mcntana have 

been financed indirectly through increased property taxes, largely through the default 

mechanism of funding K-12 educatioo with loca1ly-detemined mill levies. And since 

these increased property taxes are levied with no regard for ability to pay, their 

1:urden has fallEil increasingly 00 those least able to bear it. 
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Not surprislnslY. this --"istalt neglect of Montana's "property poor" led to the ~ 
"property tax ~volt" of 1986, ldlen CI-27, ldllch wruld have abolished all property i 
taxes, qualified for the November ballot. Unforbmately, the issue of tax fairness 

got lost in the heated debates over CI -27. Oppoo.ents of CI -27, concemed abc:ut lost 

revenue, successfully diverted Plblic attention from the unfair and regressive aspects 

of the prope~ tax. The Schwinden administratioo, for example, noted the regressivi­

t¥ of property taxes, b.1t chose to de-emphasize it as an issue [4: 6-8] . 

Neverthless, voter behavior in the 1986 election certainl.y was influenced by 1m 

underlvi.ng perception of unfairness in our tax sYStem. Forty-fan- percent of state 

voters supported the CI -27 extreme of property tax aboli tioo. while a majori W voted to 

freeze taxes through 1-105 (the days of which n~ appear to be numbered!). 

Recent papers by several Mcntarla State University economists [1],[2],[3] have 

explored thoroughly the progressi vi ty or regressi vi ty of Montana income taxes and of 

wes taxes in general. '!be regressivit¥ of property +axes in MCIltana. Paver. bM 
vet to be addTf'Mf'd. I hope this paper will begin to fill this conceptual void. 

This paper grapucally ccmpares the distrihltioo of the property tax bJ.rden with 

that of the state inoome tax for several sample groups of Mcxltana t.axJ;a¥ers in 1986 

and 1987. '!he inoome tax is everyooe's favorite lilipping bey. Yet, the gra.Pls which 

follow clearly show that the non-mineral property tax hlrden is distrihlted far more 

unfairly than is the ~tively smaller perscmal. incxme tax load. 

1W1p1 tiqw mS Ct;mepto 

This paper is alxut tax f a1 rnAM,. Aua\g other th.ings, a fair tax reoognizes each 

~er's ability to pay. Ability to ~ is detenDined by many factors. However, 

most people agree that a hoosehold' s level of incaDe is the deciding factor in its 

abili ty to pay its taxes. For standardizatioo, I'va chosen Adjusted Gross Inccme 

(AGI), as reported 00 individual inoome tax returns, to be my definitioo of hcusehold 

ineaDe level. Virtually every U.S. household calculates and reports its annual AGI. 

The fairness of specific percentage tax rates will always be debated. However, 

most people agree that hruseholds with loper incgpes shool.d be taxed at rates no 

higher than those paid by hoo.seh.olds with higher incomes. Following this concept, 

ecanardsts classify taxes into three categories: 

Progressive - the percentage of inoome paid in taJtes rises as incomes rise. 

Proportional - the percentage of incane paid in taxes Z""'@1M CCIlStant at 
all inoome levels. 

Regnwaiye - the percerrtage of i.no::me paid in taxes falls as incgDes rise·. 

(i 
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Table 1 (bel~) shows theoretical examples of these three ca~~es of taxes. () . 

Figure 1 (overleaf) graphically shows the percentage relationships of these same three 

examples. 

Tax progressi vi ty usually is defined in terms of percentage relationship§, as 

opposed to absolute relationships. For example, the $90,000 AGI taxpayers in the 

"Regressive Tax" column of Table 1 pay twice as IIllCh in taxes ($2,000) as the $20,000 

AGI taxpayers ($1,000). Yet, this column's tax structure is regressive. because the 

percentage of AGI paid in taxes declines as AGI increases. Thus, Figure 1, which plots 

taxes paid as a percentage of AGI vs. Adjusted Gross Incc:me, will serve as cur standard 

for oaoparisons in the various examples shown later. Please note the characteristic 

downward slope of the regressive tax relationshiP, as caupared to the level slope of 

the proportional tax relationship, and the Uwa,rd slope of the progressive tax 

relatignship. 

Table 1 
ABILITY ro PAY - ~ICAL TAX STRUC'I'UREB 

PRCGRESSIVE PCroE PROFORTICNAL PCI'GE RmREESIVE PCI'GE 
AGI TAX OF AGI TAX OF AGI TAX OF AGI 

---- ---- --- ---- ------ ----- ------
$2,500 $ ° 0.0% $125 5.0% $350 14.0% 

5,000 70 1.4% 250 5.0% 500 10.0% 
7,500 180 2.4% 375 5.0% 600 8.0% 

10,000 320 3.2% 500 5.0% 700 7.0% 
12,500 490 3.9% 625 5.0% 800 6.4% 
15,000 675 4.5% 750 5.0% 900 6.0% 
20,000 1,025 5.1% 1,000 5.0% 1,000 5.0% 
25,000 1,400 5.6% 1,250 5.0% 1,100 4.4% 
30,000 1,825 6.1% 1,500 5.0% 1,200 4.0% 
35,000 2,275 6.5% 1,750 5.0% 1,300 3.7% 
40,000 2,775 6.9% 2,000 5.0% 1,400 3.5% 
45,000 3,250 7.2% 2,250 5.0% 1,500 3.3% 
50,000 3,700 7.4% 2,500 5.0% 1,600 3.2% 
60,000 4,675 7.8% 3,000 5.0% 1,700 2.8% 
70,000 5,750 8.2% 3,500 5.0% 1,800 2.6% 
80,000 6,800 8.5% 4,000 5.0% 1,900 2.4% 
90,000 7,925 8.8% 4,500 5.0% 2,000 2.2% 

100,000 9,000 9.0% 5,000 5.0% 2,100 2.1% 
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There is another way to graphically describe tax progressi vi ty oll7regressi vi ty . I' 
If a sizable proportion of taxpayers with below-average incomes pay above-average 

taxes, while a sizable proportion of taxpay"ers with above-average incomes pay below­

average taxes, there is a strang suspicion of lmfairness within the system. 

Q:csider the two cross-shaped diagrams in Figure 2 below, and the four quadrants 

into which the two crosses divide each space. Quadrant I includes taxpayers with 

below-average incomes who pay higher than average taxes, Quadrant II shows those with 

above-average inccmes ldlo pay higher than average taxes, and so on. Most of us wcu1d 

prefer to be in Quadrant III, with above-average incomes and below-average taxes. 

Ibt, since JOOSt of us are not so blessed (the "Lake Wobegcn effect" does not apply to 

incaoes), we resent the $100,000 income folks paying $500 in taxes who gm in this 

happy status! Conversely, any of us who foond cursel ves in Quadrant I wcu1d consider 

the tax system very unfair--at least to us! A tax system such as that described by 

the plusses plotted on the lefthand diagram is quite regressive, lo1hile that described 

in the righthand diagram is DX>re closely based 00 ability to pay. 

Higher '!han 
Average Taxes 

Lower. Than 
Average Taxes 

Fig. 2 
RmREESlVE TAXES w. FRCGREESlVE TAXES 

Theoretical Extremes 

+++ + ++ 
++++ +++ + 

+ +++ I II I II + + 

IV III +++ ++ + + IV III 
+ +++ + + +++ 
+++ ++ ++++ 

Higher Than 
Average Taxes 

Lower Than 
Average Taxes 

Below-AVir Above-Avg Below-Ava Above-Avg 
Income Income Inccme Income 

Data figmm 

The fi.ndinss which follow are based 00 data from two separate sources: (1) the 

Montana Department of Revenue (IXE) and (2) a Maltana acc.a.mting firm (CPA). IXli 

provided 1986 income tax data from their standard research sample of 30,000 randomly­

selected ret.ums. The IXli data sample represents 3,949 Montana tax retums, 992 of 

which included separate husband/wife returns 00 the same form. To make household­

by-household cauparlsans. I caDbined the two spooses' data on the 992 spl1 t returns. 

All of these tax returns are from full-year Mc:ntana residents. 
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Of" the 3,949 returns, 2,058 declared pro~ taxes as an itemized deductioo.. Un-(. 

fortunately, there is no way to determine the property taxes paid by the other 1,891 I 
households in this sample. Many of them, of course, paid no taxes directly (although 

they may have paid all or part of their landlords' taxes indirectly). Others may have I 
paid p~ taxes bJt fcx.md it more advantageous to take the standard deductioo. when 

filing their income tax returns. S~ll others may have declared their property taxes 

as a blsiness, farm, or rental p~ expense. a The IXE does not track these lat­

ter ~ of deductions in its i.nca:De tax data base. 

Because of the uncertainty su.rroundi.ng the property tax obligations of these 

1,891 non-i temizers, DU analysis of the IXE data is limited to the 2,058 returns with 

itemized property taxes. Appendix A shows the averages, by county, 3 of this final 

sample. '!he taxpayers in this sample reported, an average, .Maltana adjusted gross 

income (AGI) of $25,900 (roonded to the nearest $100), and paid 2.9% of AGI as Montana 

i.nca:De tax and 3.1% of AGI as pro~ tax in Mootana. 

The CPA sample, by oomparison, includes 72 re1:llrns :fraD taxpayers who reported, 

on average, 1987 Federal AGI of $32,900 (rcunded to the nearest $100), and paid 4.0% 

of their AGI as Haltana income taxes and 5.4% as property tax in Mootana. 'Ibis sam­

ple, sham in its entirew in Appecdix C, allows analysis of all fonw; of deductible 

property taxes, not just those itemized on (federal) schedule A. The CPA sample in­

cludes every full-year Mootana resident retum prepared for the 1987 tax year by the 

firm Wich provided my ~ormation. 

FWd' no - 'lba IXE 8MP1o 
State inccme taxes paid by Montanans are very closely related to their earned 

incane. 4 This is no surprise to anyone Wlo files an inccme tax return, in that tax 

rates and taxable incaDe are tied mathematically (by law) to adjusted gross incx:me. 

Likewise, the near-random relationship between property taxes paid and inccme earned 

is no surprise to anyooe who pays p~ taxes. Unlike income taxes, property taxes 

bear no statutory relatialShip to the taxpayer's income. Figures 3 and 4 shal, for 

Yellowst.ooe Camty, 0 this close relationship between i.no:me taxes and inccme, and 

the near absence of any relationship between property taxes and income. 

z. ~ the 1 ••• 1 ncn-S.~~f ooe ~ bue:t.neee. 1'asom, ~OI:' ~t.a1 
~I .n.th an _~ I'D 01' .... 01. . 

3 • ~~'tlII ooun.~ ~s._ :r.:oo. th:t.a t.a1:)1e 6X'e 11J1e1V to be 1D1e1ead.­
~. au. to the ~ ..... 1 •• s.._ 1n ~ oount.1._ & 

4. And. oon~ to =:'1&Z' ~on. ~-s.n- t.ax ~ w:t.th 1S.tt1e 
oZ' DO ~ t.x d ezoe ~0U0QA1V al:>a4ftt :r~ u- J::ICX'l .... 1.' 
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These two graPls, however, only begin to tell the ·st.ory. The average 1986 

Montana ineaDe tax paid by the 291 Yellowstone Coon~ taxpayers depicted in Figure 3 

was $791, or 2.9% of average AGI. Of the 121 taxpayers who paid IOOre income taxes 

than the counw average, only 12 (or 4% of the sample of 291) had incanes below the 

county sample average inccme. By contrast, these same taxpayers paid, on average, 

$915 in deductible propertv taxes in 1986, or 3.4% of average AGI. Of the 142 tax-

payers who paid IOOre than the $915 average property tax, 53 (or 18% of the sample) had 

incomes below the county sample average. 

The Yellowstone O::unty percentages of lower inccme taxpayers paying higher than 

average tax percentages are borne rut statewide. For the statewide sample of 2,058 

taxpayers J 848 paid IOOre than the $764 statewide sample average income tax. Of these 

848, only 58 (or 2.8% of the sample) had incgpes belCH the statewide sample average. 

Similarly, 885 taxpayers from this sample paid IOOre than the $804 statewide sample 

average prope~ tax. lbt of these 885, 341 (or 16.6% of the sample) had incgmes be­

lOH the statewide sample average. 'lhasa statistics are surmnarized in Figure 5: 

Fig. 5 
Itcl1E TAXm vs. FROPERTY TAXm 

Sample of 2,058 Montana Tax Returns 

Above-Average 58 790 341 544 Above-Average 
Income Taxes (2.8%) (38.4%) (lB.6%) (26.4%) Property Taxes 

III I II 

IV III IV III 
Below-Average 1046 164 762 410 Below-Average 
Income Taxes (50.8%) (8.0%) (37.0%) (20.0%) Property Taxes 

Belal-Avg Above-Avg Below-Avg Above-Avg 
Income Income Income Incaoe 

A compariscn of the values in Quadrant I an both sides of Figure 5 ~ that 

lower incaDe taxpayers are alxut six times as likely to pay above-average property 

taxes than they are to pay above-average incane taxes. 'Ibis indicaticn of high 

property tax regressi vity is cxnfirmed by Figures 8 and 7 (opposite), which depict the 

285 noo-negative AGI reblrns fran Yellowstme County. Figure 8 shows incaoe taxes to 

be qui. t.e progressive up to alxut $30,000 AGI, and essenti~ly proportional there­

after. Property taxes, by contrast, shOR' a sharply regressive trend below $30,000 

I 
I 
q 
i 
I 

( 

i 
, 

AGI, at which point the relationship also tends to flatten out (at just below the ( 

sample-wide average for upper-incc:me ~. 
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F1nd1pq - LoR Inogpe Property Tax Credit. C 
Montana law [MCA 15-6-134, 15-6-151, 15-30-171, 15-30-172, 15-30-174, 15-30-176, i 

and 15-30-178] provides for a low-income p~ tax credit of up to $400 (adjusted 

since 1985 for inflation) for individuals and ccuples past the age of 62. This credit 

is calculated on a sliding scale, based on "gross hoosehold income" (GHI). GHI in­

cludes not only NJ.I, rut most other monetary benefits (such as child support, pJblic 

assistance, etc.) that are not normally included in AGI. Individuals with GHI up to 

$10,000 and married couples with (E1 up to $12,000 (adjusted for inflation) may file 

for this credit. 

Forty-three returns (just under 2%) from the Ia1 sample of 2,058 'OOok this low­

inccme p~ tax credit. The average AGI for these 43 retums was $5,584, with an 

average Montana income tax liabili t¥ of $32, or 0.6% of AGI. 'lhese 43 retums took an 

average credit of $213, which reduced their average ~ taxes paid ($808) by 

28.3%. The entire sub-sample of these 43 retmns is listed in Appendix B.· 

Figure 8 (opposi te) ~ the ineaDe tax percentages paid by the 40 non-negative 

AGI taxpa.yers in this sub-sample, using the same scale as Figure 11, which show 

p~ tax percentages paid after allowing for the credit.. As ex:pectad in a groop 

of such lCM-inoome returns, most of them had no incaDe tax liabUi ty to speak of. 

E>ropert:¥ tax liability for these same taxpayers, though, is a different story. 

Before the tax credit, these taxpayers paid 14.5% of their AGI, on average, in pr0p­

erty taxes. The percentage distribIticn of this before-credit property tax liability 

is shown in Figure 10 (page 12). Figure 9 ( opposite) displays the tax credit taken as 

a percentage of before-credit proper1:¥ tax liability, and Figure 11 (page 12) shows 

property tax percentages after adjusting for the low-income credit. Even after the 

low-incoma credit, these very poor taxpayers paid an average of 10.7 percent of their 

AGI in property taxes--more than three times the percentage paid by the entire 

statewide sample! FUrthermore, Figure 11 reveals a clearly regressive trend even 

wi thin this specially-treated sub-sample. In sunmary, the low-income tax credi t ~ 

make a difference, bIt. not nearly so great a difference as advertised! 

I 
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Findings - The CPA Sanmle 

EXHI BIT---.;./."....O_----!!'_ 

DATE -:;/?/f1 

;·2t~bar 
The previous examples, while representative of Montana taxpayers as a whole, 

grossly understate propert¥ taxes paid by those taxpayers whose AGI includes income 

from b.lsiness, farm, or rental property. I've partially compensated for this unavoid­

able deficiency by including similar analyses of 72 tax retmns with property taxes 

paid on property used for b.lsiness, farm or rental pJrp05eS. Appendix C lists this 

full sample of CPA-prepared retmns. 

Figures 12 and 13 , respectively, plot income taxes and total property taxes paid 

by these taxpayers. The similari ~ between these two gra~ and Figures 3 and 4 is 

striking. For both the 0ClR Yellowstone County sub-sample and the CPA sample, incane 

taxes are very closely related to AGI. Similarly, for, both samples, property tax lev­

els are distrihlted nearly randomly. The only differences between the two sets of 

graphs are the vertical and horizontal scales, reflecting the higher inccmes and taxes 

of the CPA's clients (which is perhaps why they hire a professional tax p:reparer!). 

Figures 14 and 15 (page 15) plot the incane tax percentages and property tax per­

centages paid by the 65 taxpayers in this sample with non-negative AGIs. 'lhese two 

gra~ also correspcnd closely to their ca.mterparts--Figures 6 and 7, again allowing 

for the differences in the vertical and horizontal scales. Figure 16 expands the ver­

tical scale for the incaDe tax percentages, to better show the unmistakably progres­

sive trend for these taxes. Contrary to poJ;Ular belief, professional tax preparers 

are nQ:t able to relieve their upper-incaDe clients of all tax liabili ~! Cooversely, 

as Figure 15 clearly shows, tax preparers have no control whatsoever over the property 

tax blrdens borne by their lower-incaDe clients! 

Twenty-eight of the 72 CPA returns report no property taxes other than those 

itemized on Federal Schedule A. Percentages from these 28 returns are shown in Figure 

17, for direct comparison with Figure 7, which also shows percentages of property 

taxes deducted in Schedule A ally. Chly the numbers of returns shOlm differentiate 

the two patterns. Figure 18 'is Figure 17 without the 7 re'bJrns having AGI greater 

than $50, 000, to better show the regressive trend wi thin the most cc:xtIIXlIl incane range. 

The last fOO%' grakhs display the property tax percentage relaticmships for small 

sub-samples of the CPA sample, chosen according to the sources of incane reported. 

The small size of these sub-samples prevents one from drawing any independent CCXlClu­

sions fran each of these graphs, other than noting their high percentage rates. None­

theless, the regressive trends displayed in each graPl'confirm those fcund in every 

other property tax percentage gralh. Figure 22 restates Figure 21, withrut the ex­

treme (157%) example, again to better s1'lal the trend within the most cx:moon range. 
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~~~ ( 
The unfairness of Montana's property tax system is not just a mere perception by 

a few disgruntled property owners. A significant proportion--between 15 and 25 per­

cent--of ~tana property ewers can be considered "property poor". These taxpayers 

Hith belOR'-average incgnes pay at least twice as hi gh a percept.;ge of their incomes in 

property taxes as does the aVerage taxpayer. By comparison, hardly any taxpayers with 

below-average incomes pay income taxes at even the average rate, JIllch less at twice 

the average rate! 

While JDarlY of the "property poor" own no property other than their residence, 

many others 0RIl property used for blsiness, farm, or rental p.u:poses. Data fran q.r 

relatively small CPA-provided sample of tax returns suggests that lower income tax­

payers with such blsiness, farm, or rehtal property are blrdened even more heavily 

than lower-inccme taxpayers who are solely homeowners. 

Unlike other tax rates, property tax rates (except for the statewide school and 

uni versi ty levies) are not set by legislation. Because this is the case, taxpayers 

cannot seek relief through changes in legislated rates. Thus, "property poor" taxpay­

ers genera.lly have had only three ways to gain meaningful tax relief: (1) sell their 

property (if possible), (2) vote to cripple their local school districts and 1:.c:4ms by ( 

rejecting voted levies I or (3) vote to abolish property taxes ccmpletely. Both of 

the first two optioos are not happy choices for most pro~ CAners. Yet, those of 

us who--in frustratioo-pmheci for the third optioo have been branded. "irresponsible" 

by the press and by many of oor elected officials, fran fOnDer Governor Schwinden to 
cur city councilmen and WCXDen. COe can't help rut ask what ~ (as yet undisclosed) 

plans to help the "property poor" are! 

"Band-aid" approaches to property tax relief, such as Montana's low-income tax 

credit for the elderly, offer little or no help to most of the "property poor". The 

only permanent relief fran the severe regressi vi ty of Montana's property tax system 

will cane fran reducing Montana's dependence an property taxes as a :funding source for 

schools and local government. Until this occurs I the ranks--and the frustratioo 

level-- of Montana's "property poor" will continue to grow. 

( 
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Be Be IYtr h lid 19 (22) $25.0 (27) .707 (29) 2.81 1371 $543 1321 2.21 (29) 
Bi Big Horn 14 (30) 23.8 (30) 720 (28) 3.01 (211 556 (311 2.31 (26) 
81 II lin. 7 (4ll 26.9 (16) 873 (10) 3.21 1101 751 1161 2.81 (20) 
Br BroldWlttr 4 (4B) 30.1 m 947 (5) 3.11 1151 566 (301 1.91 (411 
Cn CifbOll 24 (18) 17.5 (471 457 (47) 2.61 (401 766 (lll 4.41 (2) 
Cr Ciftlf' 1 (53) 15.3 (49) 181 (53) 1.21 1531 235 (511 1.51 (47) 
C. Cnud, 219 121 27.6 (13) 796 (lBI 2.91 1301 959 (21 3.51 (5) 
Ch Choutuu 11 (33) 16.4 (48) 498 (43) 3.01 1211 338 1471 2.11 (34) 
Cu Cud". 30 (14) 22.5 (35) 650 (34) 2.91 1301 888 (5) 3.91 13) 
Dn Dlnitls 7 (42) 23.0 (34) 909 (6) 4.01 111 503 1371 2.21 (29) 
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FI Fldblld 192 14) 25.1 (25) 726 (26) 2.91 (301 835 (81 3.n 1101 
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6Y &oldln Yilley 0 
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J. Jlff If' IGI 21 (20' 25.5 (22) 181 (20) 3.11 1151 531 135' 2.11 (34) 
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EFFEcr OF.LON~INCOME PROPERTY TAX CREDIT. ApftllJix B 

(All DAti Far 1986 Tax Yeir) ( MT ADJ I'IT INCOME PROPERTY PROP LON-INC L.I. CRED NET PROP NET PROP 
GROSS INCO"E TAX AS TAXES TAX AS PROP TAX AS PCT TAX TAX AS 

INCO"E TAX PCT OF DEDUCTED PCT OF CREDIT OF PROP AFTER PCT OF 
($0005) LIABILITY ASI (SCH A) ASI TAKEN TAX CREDIT ASI 
------- --------- ------ -------- ------ -------- -------- -------- --------

-5.3 $0 .0 $76 $57 75.0 $19 
-2.0 0 .0 1,235 400 32.4 835 
-1.4 0 .0 952 412 43.3 540 

1 • 1 0 .0 1,033 93.1 3BB 37.6 645 58.2 
1.3 0 .0 283 21.8 189 66.B 94 7.2 
1.6 0 .0 722 44.5 384 53.2 338 20.B 
2.1 0 .0 595 27.7 274 46.1 321 15.0 
2.8 0 .0 60B 22.0 139 22.9 469 16.9 
2.8 0 .0 603 21.7 384 63.7 219 7.9 
2.9 0 .0 427 14.5 45 10.5 382 13.0 
3.2 0 .0 82 2.6 72 87.8 10 .3 
3.3 0 .0 524 16. 1 149 2B.4 375 11.5 
3.3 0 .0 162 4.9 95 58.6 67 2.0 
3.5 0 .0 967 27.9 273 28.2 694 20.0 
3.1 5 .1 96 2.6 262 212.9 -166 -4.4 
3.8 0 .0 786 20.9 416 52.9 370 9.B 
3.8 0 .0 114 3.0 283 248.2 -169 -4.5 
3.8 3 • 1 412 10.8 163 39.6 249 6.5 
4.0 0 .0 731 18.4 l43 46.9 388 9.7 ( 4.6 0 .0 916 20.1 60 6.6 856 18.7 
4.7 0 .0 101 14.9 35 5.0 666 14.1 
5.2 0 .0 656 12.7 347 52.9 309 6.0 
5.1 0 .0 84B 14.8 415 48.9 433 7.6 
5.7 23 .4 582 10.1 51 B.8 531 9.3 
5.B 9 .2 211 3.6 168 79.6 43 .7 
6.0 0 .0 1,345 22.3 368 27.4 977 16.2 
6.1 3 .0 705 11.5 198 28.1 507 8.3 
6.3 0 .0 2,309 36.4 412 17.8 lB97 29.9 
1.1 o . .0 1,159 16.3 133 11.5 1026 14.4 
7.4 83 1.1 1,293 17.5 156 12.1 1137 15.4 
7.5 34 .5 615 8.2 260 42.3 355 4.7 
7.7 2 .0 1,268 16.5 76 6.0 1192 15.5 
7.9 105 1.3 754 9.5 46 6.1 708 8.9 
B.O 125 1.6 540 6.8 130 24.1 410 5.1 
B.l 15 .2 944 11.7 130 13.B 814 10.1 
B.7 87 1.0 770 8.B 89 11.6 6Bl 7.8 
8.7 147 1.7 116 2.0 195 110.8 -19 -.2 

11.3 0 .0 1,078 9.6 26B 24.9 Bl0 7.2 
11.5 24 .2 1,582 13.B 187 11.8 1395 12. 1 
11.6 91 .8 1,017 8.B 178 17.5 839 . 7.2 
11.8 235 2.0 730 6.2 40 5.5 690 5.8 
16.3 318 2.0 1,909 11.7 347 18.2 1562 9.6 
18.1 BO .4 2,216 12.3 128' 5.8 2088 11.6 

hgs. $5,584 $32 $80B $213 $595 ( 
100.0% .6% 14.5% 26.3% 10.7X 



CPA SA~PLE DATABASE: 

~ 11187 1997 I1T ~T I. T. 1987 PROPER TAX 5 
FED ASI I NCOI'IE AS PCT DECLARED ON FE 'U~, 
($OOOsl TAXES OF ASI 5CH A 5CH C SCH E H F TOTAL 

(SOl. 11 SO 13.376 13.376 
(39.21 0 S100 2,997 3,097 
(3.21 0 573 13.959 4,431 
(2.61 0 0 
(1.71 0 62 62 
(1.51 0 100 3,223 3,323 
(1.41 0 559 1,239 1,796 

2.6 0 .0 619 746 Sb18 1,982 76.2 
6.0 0 .0 747 747 12.5 
6.1 0 .0 1,200 1,831 3,031 49.7 
7.0 0 .0 11,019 11,019 157.4 
7.9 0 .0 1,867 1,867 23.6 
8.1 191 2.4 0 .0 
8.6 119 1.4 0 .0 
9.5 127 1.3 542 591 1,133 11.9 

10.6 0 .0 1,232 1,232 11.6 
11.1 0 .0 592 592 5.3 
11.2 0 .0 2,925 2,925 26.1 
13.1 0 .0 335 335 2.6 
13.2 323 2.4 708 79 787 6.0 
13.3 169 1.3 0 .0 
14.7 157 1. 1 314 314 2.1 
16.0 0 .0 1,539 90 .1,629 10.2 
1b.5 J26 2.0 1,933 438 601 2,972 18.0 
16.9 417 2.5 3,950 3,'50 . 23.5 
1.7.0 274 1.6 1,421 1,421 8.4 
17.2 527 3.1 716 716 4.2 
17.6 395 2.2 670 670 1,340 7.6 
19.2 831 4.6 87 87 .5 
19.6 274 1.4 1,320 68 1,388 7.1 
19.8 0 .0 1,441 1,441 7.l 
20.1 913 4.5 100 2,199 2,299 11.4 
20.5 690 l.4 2,244 2,244 10.9 
21. 8 279 1.3 l,Oll I,O:U 4.7 
23.4 670 2.9 0 .0 
23.7 622 2.6 0 .0 
24.4 0 .0 2,062 2,062 8.5 
24.4 651 2.7 391 195 5811 2.4 
24.5 231 .9 174 174 .7 
26.2 805 3.1 650 650 2.5 
27.1 218 .9 3,737 3,737 13.8 
29.7 629 2.1 2,359 2,359 7.9 
30.9 654 2.1 163 54 217 .7 
31. 2 1,023 3.3 819 504 1,323 4.2 
33.8 1,017 3.0 378 378 1.1 
34.2 1,215 3.6 427 427 1.2 
34.6 1,006 2.9 357 357 1.0 
35.2 1,221 3.5 353 353 1.0 
35.5 1,450 4.1 733 956 1,689 4.8 
35.7 2,056 5.8 904 2,997 3,901 10.9 
lit. 0 1,206 3.4 833 933 1,666 4.6 
39.3 2,201 5.6 100 4,519 4,619 11.8' 
39.8 1,397 3.5 29 28 • 1 
40.3 737 1.8 1,260 559 1,819 4.5 
43.5 2,139 4.9 595 103 U9 1.6 
48.3 3,145 6.5 10,573 10,573 21.9 
49.5 2,522 5.1 515 38 553 1.1 
50.0 962 1.9 1.672 358 2,030 4.1 
52.4 2,292 4.4 238 238 .5 
52.7 1,947 3.7 681 597 1,278 2.4 
53.9 2,827 5.2 851 851 1.6 
55.6 925 1.7 1,063 1,063 1.9 
59.2 1,925 3.3 756 1. 767 2,201 4,724 8.0 
64.3 3,458 5.4 864 2,105 1,365 4,334 6.7 
U.S 3. "7 4.7 1,397 1,397 2.1 
68.2 3,809 5.6 836 836 1.2 
95.6 1,231 1.3 1,004 1,004 1.1 

107.3 5,743 5.4 1,839 1,839 1.7 
122.9 6,825 5.6 515 1,352 1,867 1.5 
134.9 7,491 5.6 1,420 333 1,753 1.3 
162.1 7,225 4.5 1,922 1,922 1.2 
199.9 12,105 6.1 2,857 237 3,094 1.5 

Av iii II 32.9 Sl,316 4.0X 1640 1243 Sl88 H21 Sl,791 5.4X 
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John Nehring moved to Bozeman, Montana, in September, 1979. furing 
his first four years in Bozeman he taught flying at Gallatin Field and 
accounting, economics, management, and plblic finance at Montana State Uni v­
ersi ty. Since 1983, Nehring has been a self-employed c.cm.tUter consultant, 
specializing in employee training and the deve10pnent of complex data man­
agement systems for small blsinesses. Nehring graduated fran the U. S. Air 
Force Academy in 1963, and has earned master's degrees in economics and 
blsiness administration from Georgetam Uni versi ty and the Uni versi ty of 
Colorado. He is active in Gallatin County politics, and in 1988 ran in the 
Rep.lblican primary for State Superintendent of Public Instruction an a plat­
form of acca.mtabili ty and equitable school funding. In 1986 Nehring was a 
statewide spokesman for CI -27, which would have abolished all properi:¥ 
taxes in Montana. 



To. the Hous .. Committee ~I ,Tatti~ .i~0~ 

From. ~:r:e~l ::~g~~~~t I~ 0Jvw1P: .kf {} ,7 ~ 1/1 
Bozeman. MT r I ~ 

1M FAVOR: :: QE IMPLEMENTATION BY THE LEGISLATURE OF A 
WITH INCOME TAX AND PROPERTY TAX REFORM. 

EXHlBlT---!.I..J./-___ -
DATE 3/te/~7 
HB 2 C(' z 
~.ffiJJ~ 

SALES TAX ALONG 

Past events and the current situation relative to providing absplutely 
essential services to the people of Montana irrefutably document that the 
third "leg"--a sales tax--to go with income and property taxes is 
essential in Montana. Montana is a " third world state" relative tOb:1IAc:...1;.;; 

Asocial services;and economic development and will surely remain there 
'unless ~ Leglslature makes a change. 

The real tragedy of the situation is that the very people that the 
leaders of the opposition to implementation of a sales tax PRETEND 
to defend in their opposition, are the very people who have suffered and 
will continue to suffer the most because of lack of reasonable resources. 
Thus, that opposition, through their efforts will, if successful, 
guarantee a lack of reasonable resources, and, thus.CONpEMN those on 
welfare to a worse than substandard living, those without training to no 
training, those who work atWarm Springs with a welfare type existance, 
those in Warm Springs and the prision with sub-standard treatment and 
over crowding, those in poor school districts a poor education, those 
without tuition funds no opportunity for higher education, to name only a 
few. 

A disgusting factor about this opposition is that they choose to 
completely ignore the best recent analysis of sales taxes that I know 
of--it was written by economic scientists and it shows that a carefully 

ct
Written sales tax is not regressive to lower income people. Poeple whose 
method of operation is " my mind is made up, donPt bother me with facts", 
are ner~~ the best and are usually the worst leaders. 

~~ ~~!~i1f~~~~. 
I am a college profesor anwill 500 retire, I do not fear a sales tax 
but I do fear excessive property taxes. Also, I'm not ignorant of the 
realities of Montana. I have now or have recently had close relatives 
confined in Warm Springs and the prision. I know first hand of the lack 
of treatment, the lack of supervision, the lack of hope in those places. 
I have now a close relative working at Warm Springs and know well of the 
pay, or lack there of, and the working conditions at that place. I have, 
until fairly recently had relatives attending some of those public 
schools in Montana where lack of funds made many of the things 
unavailable that those of you with kids in larger and richer school 
districts consider essential. My wife and I are currently a major factor 
supporting a"fatherless" family of five--welfare dependence for that 
family would mean loss of their home and near starvation. I work at the 
Land Grant University with the lowest pay and support for agricultural 
research in the US and I will, again, this spring quarter teach with 
laboratory equipment that would be an embarrassement at many high schools 
in Montana. I know that the tuition increase that will be forced by the 
lack of reasonable resources is going to be devastating to many poor but 
highly deserving students of Montana. 

I implore you to support this sales tax measure, to do otherwise portends 
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BILL # HB 747 • 
--~--~~-------' 

DATE __ Ma=r...,c::,:;h:.....::;6.,ol.. -'1:..:9~8:...::9 __ 

EXH IBIT---L.J...::d--_~­
DATE 3;/C:,/F 7 

. HB~?~~~7~----
MONTANA FARM BUREAU FEDERATION~~~/ 

502 South 19th. Bozeman, Montana 59715 - / 
Phone: (406) 587-3153 

TESTIMONY BY: Daye McClure 

SUPPORT _-&Y~e~s ____ _ OPPOSE --------------

Mr. Chairman, members of the committee for the record my name is 

Dave McClure, I am a rancher from Lewistown and currently president of 

the Montana Farm Bureau. 

Farm Bureau supports HB 747, our policy favors replacement of the 

property tax as the principal source of funding for primary and secondary 

education with a broader based alternate tax such as the state sales tax. 

Our policy also says property taxes have reached their punitive 

level and the state should restrict itself in regard to the property tax 

field. Property tax relief should be a part of any tax reform. 

We also support a fair and equitable tax and believe a sales tax 

would be more fair and equitable than the present property tax system. 

Farm Bureau supports the amendment to exempt utility bills, this 

is a basic necessity. Plus the fact that many farmers and ranchers use 

electricity to operate center piviots to irrigate crops, many other 

businesses use electricity in their operation. 

Farm Bureau supports HB 747 since we see it as a way to replace 

funds to the counties for SB 184 to be heard in this committee on 

Friday. SB 184 would treat livestock like any other inventory tax. 

We.urge·this committee to pass HB 747 with amendments. 

SIGNED: ,<{J~?J1t!~ 
FARMERS AND RANCHERS UNITED 



& ~ondr of Juhlir ~{turntion 

March 7, 1989 

33 South Last Chance GulCh 
Helena, Montana 59620.0601 

(406) ~4;6576 

EXHIBIT-...L/~/~_-
DATE ?</c;./tfr 
HB ?y? -

/4P'~'~2n 
E.ecult.e Sec'eraCf 

TO: Members of the House Taxation Committee 

FROM: Claudette Morton (!,,1J1 / 
Executive Secretary ~.~./ 

RE: Testimony to Comment on HB 747 

The Boa rd of Publ ic Educat ion, through its st udy 
of HJR 16 and as a defendent in the Underfunded Law 
Suit, is on record as recognlzlng that additional 
funding at the state level will be needed to provide 
the state's share of financing the public school 
system in an equi table and adequate manner. It has 
taken the stand that these additional dollars could 
corne f rom one of two sou rces--e i t her new sou rces of 
revenue or reprioritization of existing funds. The 
Board has not specifically taken a stand to support a 
sales tax, but to the extent that it is a new source 
of revenue, we support it. 

Thank you. 
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I am Joe Upshaw, a private citizen, who is also a senior citizen 
who is very active at both a national and state level in senior 
and retired legislative efforts. A good many of you know me as a 
lobbyist for a major senior organization, but I would like to 
reiterate that at this time, I am speaking as a private citizen. 

I am here with an open mind especially to clarify statements 
oncerning the stand of seniors that you have heard or will hear. 
I know that to support the needs of all citizens of Montana, 
monies will have to be provided to pay for these. Granted, many 
dollars are spent unnecessarily, but on the other hand, the lions 
share of these dollars are absolutely necessary to pay for 
these essentials. 

We have heard from others that all seniors and retired persons 
oppose the sales tax without reservation. As an individual 
senior, I point out that I am a very active member of most Montana 
senior organizations and I can state, that6~as a fact all seniors 
and retiress are not opposed to the salesfb? this particular 
piece of legislation. You are looking at one - ME! 

In your deli~erations, I ask that you keep this in mind, remember, 
that your older Montana citizen will listen to the facts and 
after due consideration, will support the best possible course 
of action. 

Thank you. 

Joe Upshaw 
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P.O. Box 307 
Boulder, MT 59632 
Phone: 225·3706 

Leann Schaff 

State, County and i1unicipal Employees (MSC!-IE), and we are here 
today to oppose House Bill 747 which would i~pose a sales tax on 
people of ~ontana. 

the 

Our federation represents a segment of the population which stands 
to lose the most from the serious lack of state revenues with which 
you are faced. We are public employees, and we stand to lose our 
jobs, our dignity and our very existence unless you ·can find ade­
quate funds to operate governo.ent. That is not an e.nviable task, 
but it is the one for which you were elected and which you oust 
accomplish for the good of all people of the state. 

(
. '807 Kerr Drive 

,Issoula, MT 59803 
"hone: 251·3232 

We are· also the men and women who will pay the inost under any sales 
tax. 've are the middle income taxpayers who will not benefit from 
the grand cuts in the property tax which this legislation proposes; 
who are not eligible for the rebates which are also proposed; ~nd 
who will be forced to shoulder the burden of paying for the opera­
tions of state government if this bill passes. 

COUNCIL STAFF 

Headquarters 
P.O. Box 5356 
Helena, MT 59604 
Phone: 442·1192 

R. Nadiean Jensen 
Executive Director 

George F. Hagerman 
Field Representative 

Sharon Donaldson 
Field Representative 

Jim Mayes 
Field Representative 

Debbie Lesmeister 
Sec./Bookkeeper 

The simple fact remains that a sales tax is unfair to middle ~onta­
na. It really doesn't matter how many bells and whistles you attach 
to a sales tax to make it more palatable to the voters or how many 
millions of dollars you can promise to various interest groups. A 
sales tax is regressive. It is unfair. And it is really unneces­
sary. 

In010ntana today, there are many wealthy individuals and corpora­
tions who do not carry their fair share of the tax burden because 
the tax system which you have created contains too o.any loopholes 
and inequities. It is possible to adequately fund state government 
and deal with the needs of education and the University System and 
offer a decent wage to your employees by closing those loopholes and 
making certain that everyone contributes according to their own 
ability to pay. 

We oppose any sales tax and promise to work hard for its defeat if 
such a measure is placed on the ballot. We urge this committee to 
vote no on House Bill 747 

Thank you. 

[Xl AGAINST 
SALES TAX 

Produced by Montana 
State AFL.cIO -@ 
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UNITED FOOD & COMMERCIAL WORKERS INTERNATIONAL UNION 
AFL-CID & CLC 

Testimony of Bob Heiser to the House Taxation Committee on House 
Bill 747, March 6, 1989 

Mr. Chairman and members of the House Taxation Committee, for the 
record, I am Bob Heiser from Billings and I represent the United 
Food and Commercial Workers International in opposition to House 
Bill 747. 

This legislation would impose a sales tax on the people of Monta­
na and the members of our labor organization would collect this 
tax at the cash registers of Montana businesses. 

First of all, a sales tax is basically unfair. We believe the 
sponsors of this legislation recognize this unfairness because of 
all the features they have added to this bill to make it more 
attractive to the voters. We don't believe that the people will 
be fooled into voting for a tax which is regressive, no matter 
how you dress it up. 

Se~ondly, if this legislation is enacted, the battles over what 
is taxed and what is exempt will be a constant and considerable 
headache for those who will collect it. Just like we see the 
parade of special interests demanding their property tax exemp­
tions before the Legislature today, we will see corporate busi­
ness after corporate business in here year after year to plead 
their case for sales tax exemptions. They will whittle away at a 
sales tax until the burden falls even more heavily on the middle 
and lower income taxpayers. 

Finally, the battle over a sales tax is simply unnecessary. The 
voters will not approve this new tax because they can plainly see 
the inequities which exist in our present tax structure. They 
will not be convinced by the arguments that our tax structure is 
unbalanced because they can see that the 'wealthy and large corpo­
rations have unfair advantages now. They will know that those 
very same wealthy individuals and large corporations will benefit 
from the provisions of this legislation. And they will finally 
demand that fairness become the benchmark of tax policy for our 
state. 

(over) 



On behalf of our members, many of whom are among the working 
poor, we urge yoU to use fairness and ability to pay as the 
standards which this legislature uses to address the serious 
fiscal problems confronting our state. House Bill 747 does not 
adhere to those standards. It magnifies the present unfairness, 
it hits hardest at those least able to pay, and we urge you to 
oppose this legislation. . 

Thank you. 

( 
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TESTIMONY ON HB 747 

EXHIBIT / g- 7-
DATE 3/~_ -
HB?'/Z~ 
/y./zI- . 0 

Ron de Yong 
Mt. Farmers Union 

Mr. Chairman, Members of the Committee, 

The proponets of this bill remind me of the old medicine men who came 
to town selling snake oil. They'd tell the people "What is in this container 
will answer your prayers and solve all your problems!" All you have to do is 
give me your hard earned money. There is one major difference, however, between 
the old medicine men and these new medicine men. The old medicine men only 
expected you to pay for their snake oil once. THESE NEW MEDICINE MEN DEMAND 
YOU PAY FOR THEIR SNAKE OIL EVERY TIME YOU COME TO TOWN FOR AS LONG AS YOU LIVE! 

We need to take a good hard look at this snake oil and even talk to a 
few previous customers. Everyone that I've ever talked to in our neighboring 
states, about a sales tax, has said "DON'T DO IT!" They say "We wish we 
would have never done it, you don't know how lucky Montana is!" 

This bill not only forces us to pay more taxes, it also forces us, if we 
have products to sell, to become tax collectors for the State, We will be 
required to get a permit to co~lect the State's taxes and in some cases post 
security up to $10,000 for handling those taxes. And if we don't do it we 
will be suject to severe penalties. 

This is not a simple bill. It contains 158 pages; 7 pages of exemptions, 
those exemptions include insurance companies, stocks, bonds, securities, 
dividends, interest, and advertising services. It includes 11 pages of deductions 
against gross receipts. These deductions are necessary to insure that large 
corporations and businesses don't pay any of this tax and the average 
Montanan, struggling to make a living and raise a family, pays it all. 

A complicated tax such as this will require a tremendous bureaucracy to 
monitor and police Montana citizens that are required to collect the tax, to 
keep tract of exemptions and deductions from gross receipts, to create and 
monitor what these new medicine men call nontaxable transaction certificates, 
to keep tract of rebates and penalties. It won't come cheap and as sure as I'm 
standing here, it won't take long and they'll want a new building to house this 
bureaucracy! And these costs don't even include the added cost to the retailer 
in pricing his products, collecting the tax and sending it to the State, and 
keeping additional records and paperwork! 

Now let's take a quick look at rebates to the poor offered in this 
saJes tax. If your Gross Household Income is $10,000 your rebate is only 
$44.00. And that's not the worst of it. If you're a small farmer and gross 
$80,000 but have expenses of $70,000 so that your family is struggling to live 
on a net income of only $10,OOO(and this is not unusual) you will receive 
no rebate at all even though you had to pay significantly more in sales taxes 
because of the additional items that were purchased as part of farm expenses. 
THIS IS NOT A FAIR TAX! 
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DATE.. ?JI? /f1 
HB 7sJ7' 
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These new medicine men are asking this legislature that they be allowed to 
try to sell their snake oil to the people of Montana in June. It's going to 
cost Montana half a million dollars to hold that election and the people are 
going to vote it down. Then the Governor will call a special session which 
will cost the taxpayers still more money to do what should be done in this 
legislative session in the first place. We already know that we don't want 
this snake oil and we don't want to spend additional money in an election 
finding out what we already know. We strongly urge your opposition to HB 747. 

Thank You 
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TESTIMONY OF MONTANA DEMOCRATIC PARTY CHAIR, BRUCE NELSON, BEFORE 
THE HOUSE TAXATION COMMITTEE -- MONDAY, MARCH 6, 1989 

Thank you Mr. Chairman and members of the Committee. My name is 
Bruce Nelson, Chairman of the Montana Democratic Party. I come 
before you in opposition to House Bill 747, based on our platform 
provision adopted unanimously in Glendive last summer, "We 
adamantly oppose a general sales tax." The Montana Democratic 
Party quarter-century opposition to a general sales tax is not 
based on political considerations, nor am I here today simply 
because of historical precedent. 

Our party re-examines this issue every two years and always comes 
to the same conclusion -- that a general sales t~x is 
inconsistent with the Democratic belief that the fundamental 
principle of fair taxation is ability to pay. A general sales 
tax is one tax that cannot meet that standard. For that reason, 
we as a party are compelled to fight the imposition of a general 
sales tax. 

The authors of this proposal have, to their credit, recognized 
the inherent regressivity of the tax and have sought to alleviate 
it. Others testifying here today will demonstrate why their 
efforts fall short. What is apparent in this bill, as it is 
apparent in every general sales tax levied around the country, is 
that you can't make it progressive -- you can't establish this 
tax on the solid foundation of ability to pay. 

This legislation would result in a massive transfer of the tax 
burden from business to individuals. Some projections show that 
business would pay as little as 35% of the tax yet receive 65% of 
the tax relief. While paying a little over $100 million, 
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March 6, 1989 

business receives almost the same amount in tax relief. On the 
other hand, individuals, low and particularly middle-income 
people, would pay almost the entire $120 million of new revenue 
generated. 

What the numbers reveal, is a giant shell game, ultimately 
designed to pick the pockets of the middle class. That's not 
fair -- the middle class is already over-taxed and under­
appreciated. If business, as represented by the Montana 
Ambassadors, really believes in good schools, good roads, and 
good government, then why won't you help foot the bill? 

The Montana Democratic Party strongly believes we need more 
revenue, especially for education, the most important investment 
society can make. We will cooperate with anyone to develop a 
reform package, consistent with our platform, that restores 
public confidence in Montana's current inequitable tax structure 
and raises the necessary additional funds. 

The two key elements of this package are first, eliminating loop 
holes, broadening the base, and lowering the rates of our income 
and property tax systems. Second, authorizing voter-approved 
local option taxes giving local governments the flexibility they 
need to provide essential public services and to reduce reliance 
on property taxes. Let's fix the taxes we already have, not add 
a major new one. 

Again, on behalf of the Montana Democratic Party I appreciate the 
opportunity to testify before you and urge you to report House 
Bill 747 to the full House with a "Do Not Pass" recommendation. 
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BEFORE THE MONTANA HOUSE TAXATION COMMITTEE 

In Opposition to HB 747 by Repr. Bradley 

Mr. Chairman, Members of the Committee, for the record I am 

James T. Mular, Chairman of the Montana Joint Rail Labor 

Legislative Council, which represents approximately 3200 active 

and retired railroad employees in the state of Montana. We appear 

in opposition to HB 747 known as the Bradley/Rameriz pocket 

fleecer. This is a Wooley bill that wasn't shed by Montana sheep. 

Although the bill would, if enacted, fleece low and middle income 

workers of their hard earned dollars. Montanan's are not a flock 

of sheep, and they don't like being herded by tax shepards. 

The average Montana active and retired railroad employee 

pays approximately $3500 annual state and federal income tax. The 

Reagan administrations' Income Tax Reform Act deleted state sales 

tax deduction from federal income taxes. A number of states have 

sales taxes- But there are no state income taxes. 

Ironically HB 747 purports to give property tax relief, 

which is a deductible item from both federal and state income tax 

Any property tax relief arising from this bill would reduce our 

federal and state property tax dedcutions. Thereby increasing our 

income taxes. 

Brotherhood of 
Locomotive Engineers 

Brotherhood of 
Maintenance of Way Employees 

Transportation· Communications United Transportation Union 
Union 



We would be paying more income taxes; which is a far greater 

amount than the state and local property tax relief appearing in 

this bill. 

Proponents of this legislation wpuld recieve the greatest 

tax relief. Some of them don~t even pay state income taxes. And 

their eyes are focused on getting property tax relief. 

Another legislative fleecing occurrs. Sales Taxes in other 

states continue to increase. Legislatures have enacted sur-taxes 

on their sales tax - Others have legislated local government 

sales tax. 

In conclusion: We allege that Montana Big Businesses and 

out of state corporations would recieve 60% of the total tax 

relief appearing in HB 747. On the other hand low and middle 

income groups would foot the sales tax burden with and increase 

of 20% of their net income. Take home pay is what the sales tax 

gobble up. 

We strongly urge you kill this legislation. Because it 

fleeces you and the people of Montana. Thank you for allowing us 

to appear before this committee in opposition to HB 747. 

Respe tfu~y submitted 

/fWA1 ~ldd~~ 
~. ames • Mular, Chairman 

Montana Joint Rail Labor 
Legislative Council, 

1 

440 Roosevelt DriveR-l 
Butte, Montana 59701 
(406) 494-2316 
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My ~ame is Earl Reilly. I am serving as President of The Montana 
Senior Citizens Association. This is a grassroots organization 
that monitors issues and stays attuned to legislation we consider 
vital to our 6,000+ members and other members of our community. 

We have in the 15 years of our existence opposed the sales tax in 
our annual resolutions. We don't think this tax can be anything 
but regressive no matter how many gimmicks are attached to it. We 
don't think this is any exception. 

Since this bill showed up last week we have heen calling on our. 
phone network across the state to inform our memhers and get 
their reaction. This network enables us to cover issues like this 
very thoroughly. 

Let me relate to you their reaction on the sales tax. 
1. They resent having to vote on it again. They thought they 
were heard from in 1972. They questioned the wisdom of spending 
80 to 100 thousand dollars when money is so short. They seemed 
to think the money should go toward education and other 
necessities. 

2. They wonder why' the sales tax people can't seem to suggest any 
other means of raising revenue. The loopholes given to out of 
state corporations received lots of attention in this regard. 
They suggesten lots of ways to raise m~ney without resorting to a 
regressive sales tax. They consider this a tricky way to 
increase taxes with a thinly disguised bit of sugar coating. 

3. They were very interested in the names of those sponsoring 
this bill. Overall they didn't seem very enthusiastic ahout this 
bill. 

We suggest this bill no not pass. 
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Statement of Don Judge on House Bill 747 before the House Taxation Commit­
tee~ Monday, March 6, 1989 . ,J 

Mr. Chairman, members of the committee, for the record, my name is Don 
Judge and 11m here today to represent the Montana State AFL-CIO in opposi­
tion to House Bill 747. 

Working people, who comprise the total membership of our organization, 
remain opposed to a sales tax for a very simple reason: a sales tax is a 
regressive tax. 

Make no mistake about it: House Bill 747 would raise needed revenue for 
public services. Unfortunately, it raises most of the $79 million in net 
new revenue from the working people of our state, while giving corporations 
and businesses tens of millions of dollars in property tax breaks. 

These are the same working people who were forced to take massive wage cuts 
by corporate giants like Champion International, Stone Container, and 
ASARCO. These are the same companies that have been able to maintain 
profits that they themselves have sometimes called "dramatic." And~ these 
are the same companies that are likely to benefit from the passage of House 
Bill 747. 

These companies benefit because the ultima~e purpose of sales taxes is to 
shift the tax burden off of the corporate world and onto the working peo­
ple. They'll use any argument to achieve that massive tax shift: sometimes 
the argument is property tax reduction~ sometimes it's to capture so-called 
tourist tax dollars, and sometimes~ like this year, it's funding our public 
education system. Whatever their argument~ the ultimate purpose is to 
shift taxes off their backs and onto workers. After extracting millions in 
wage concessions from their employees and enjoying enormous profitability~ 
these companies are back for more. 

The sales tax is always viewed as the quick fix to a state's economic 
difficulties; that's why 45 of the 50 states have sales taxes. The problem 
with this quick fix is that the opening percentage -- four percent in this 
case -- has a history of going up and up and up over the years. 

Worse yet, the few features in this sales tax designed to make it more 
tolerable and less regressive are the ones most easily changed. Once a 
basic sales tax law is on the books, it's not a far stretch of the imagina­
tion to foresee subsequent Legislatures changing the exemptions, such as 
House Bill 747 1s exemption on food. There are 16 states that don't exempt 
food purchases from their sales taxes. Not surprisingly, those states are 
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among those with the most regressive sales taxes according to national 
studies. I would note that all but one of Montana's neighbors (North 
Dakota) tax food sales. If one of the arguments for a sales tax is "join­
ing the club," as it has been this year, then we should also be prepared to 
join the "making a sales tax ~ven more regressive" club of the future. 

The regressiveness of House Bill 747's sales tax is most clearly demon­
strated by an analysis of where it will generate net new revenue. The 
bill is expected to generate approximately $288 million in sales taxes and 
provide $209 million in tax relief and rebates. The almost $79 million 
remaining in net new revenue will be paid largely by households by 
middle-income taxpayers, retirees, and the working poor. 

One of the myths about this year's debate is that the sales tax is Monta­
na's only alternative for raising much-needed revenue. That's absolutely 
false. 

Among the dozen or so other, more progressive, alternatives are placing a 
cap on federal tax deductions, continuation of an income tax surcharge, 
establishing an alternative minimum tax for the wealthy, reform of our 
current income tax system by broadening the base and reducing the exemp­
tions and, applying a larger statewide levy for funding of public schools, 
equalizing costs for property taxpayers throughout the state. 

The name of the game with a sales tax is shifting the burden from those who 
don't want to pay their fair share to those who can't afford more than 
their fair share. We urge you to reject this regressive tax bill and focus 
on more acceptable and more progressive tax alternatives. 

For decades, Montanans have fought the corporate interests that have tried 
to saddle us with sales taxes. Montanans' sentiments have not changed 
drastically -- we're still dead set against a statewide sales tax. As a 
practical matter, we believe that the sales tax is not going to be avail­
able to help balance the state's budget, because the people won't vote for 
it. Again, we urge you to reject this regressive tax that is doomed to 
failure and get on with reform of our current system. 

Thank you. 
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TESTIMONY OF GENE FENDERSON ON HOUSE BILL 747, BEFORE THE HOUSE TAXA­
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Mr. Chairman, members of the committee, my name is Gene Fenderson 
and I'm here today to represent the Montana State Building and Con­
struction Trades Council. 

Our organization is made up of unions representing the Operating 
Engineers, Carpenters, Laborers, Cement Finishers, Electricians, 
Plumbers and Pipefitters, Ironworkers, Bricklayers, Boilermakers and 
Sheetmetal Workers throughout the state of Montana. These are the 
people who build and repair our state's roads, bridges and infrastruc­
tures. They are hard-working, highly-productive workers who contrib­
ute to making Montana grow. On behalf of these workers, we urge you 
to oppose House Bill 747. 

Mr. Chairman, our organization has long been a moving force 
behind the Montana labor movement's opposition to a sales tax. Reso­
lutions opposing the sales tax from our council and from our affiliat­
ed local unions have received unanimous endorsement from our Brothers 
and Sisters in the Montana State AFL-CIO. And, we stand squarely 
behind that organization in its efforts to oppose any attempts to 
impose a sales tax on Montana workers. 

Sales taxes are regressive, as anyone can see, but I'd like to 
tell you how a sales tax would directly impact the working people I 
represent. Building trades workers don't have cushy jobs. For the 
most part, they work in dirty conditions and fluctuating climates. 
They travel to jobs away from home, eat at restaurants and provide 
their own tools. 

What this proposed sales tax would mean to these workers is that 
they would pay 4% more for their meals away from home while on the 
job. They would pay 4% more for the gloves, boots, hats, coveralls 
and other clothing which is necessary for the job and which needs 
periodic replacement. And, they would pay 4% more for the very tools 
of their trade, items which also need periodic replacement. 

Mr. Chairman, members of the committee, times have been tough for 
Montana's building trades workers. Lack of work and wage concessions 
have hit some of these folks hard. Hitting them now with a 4% sales 
tax would depress their lives even further. 

Our members recognize the need to pay taxes for essential public 
services, but they believe in doing so based on the ability to pay. 
Income taxes, without loopholes, are the best way to raise needed 
revenue. We don't need a sales tax and would urge you to oppose House 
Bill 747. 

17~17 -
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Montanans For Social ~ic;~ 
436 North Jackson 

Helena, Montana 59601 
(406) 442-7752 

My name is M~rcia Schreder. I am Co-Chair of the Montana Low 
Income Coalition and First Vice-President of Montanans For Social 
Justice here in Helena. With a .combinec;l membership from these 
two organizations of over 6,000, I could represent a large'number 
of your constituency. But instead, tOday I want to address what 
a 4 % sales tax would mean to my fam i ly alone. 

You're dealing in large numbers--the total population of Montana. 
A truer test of the impact of any sales tax must be broken down 
on more of an individual basis. Like any consumer, I had to 
evaluate, point by point, if a sales tax would help or harm my 
family. 

I considered the point that a few cents at a time makes paying 
taxes easier on everyone and makes it fairer because everyone 
pays. The flaw here is that the per cent of my income used for 
taxes would be much higher than someone in a higher income 
bracket. I did some invest igat ing of my taxable purchases over 
the last year that were recorded in my check book. Since I pay 
for alot of things with cash, I doubled the amount and figured 
the amount of sales tax that I approximately would have paid-out 
last year. It came out to 22% of my income from AFDC. Could 
your budget handle that? I'm not spending my money on luxuries 
like a new Lincoln Town car or an addition to my house with a 
jacuzzi and weight room. I'm spending my money on the basics 
like clothes for a growing four-year-old and toilet paper and 
aspiiin and laundry soap. 

I considered the point that tourists would pay a sales tax while 
in our fair state. If you think a sales tax will lure more 
tourists, I don't follow that logic. They visit here, happy not 
to pay a sales tax and this makes them feel they can purchase 
more wh He here. 

I considered the point that a sales tax would help fund education 
and relieve local mill levies. As a student at Helena's Yo-Tech, 
I can't disagree with the need for funding, but I can't justify 
paying what I feel is an excessive amount above and beyond what I 
already pay for tuition, books, tools, and the other costs 
incurred by going to school. 

I considered the point that property tax~s would be eased or 
eliminated entirely. If I owned property, I'm sure I'd be all 
for one of my taxes being eliminated. Unfortunately, I don't own 
any property. Lowering property taxes, dollar for dollar, with 
how much a sales tax brings in has property owners sitting up and 
taking notice. As has happened in other states, property owners 
bit the carrot held out for them. But those same states saw the 
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I guess the answer to that is to be found in the last point I 
considered--a rebate to households with an income below $20,000. 
My household would qualify for $140 rebate--$70 for my son and 
myself. In considering the plight of the lower-income households 
in this state, you have at least shown you realize we exist. But 
the fact that you don't seem to realize this rebate will be 
counted as income and will thereby lower the amount of social 
services I qualify for, shows your lack of understanding of how 
the "system" penalizes a recipient for what you consider a 
sufficient repayment. My subsidized rent would go up, the amount 
of food stamps I receive would go down,. and my AFDC check amount 
would be lowered. My buying power each month would be lowered 
because of these "few cents" per purchase I'm required to pay 
out. On top of all this, I'm paying out taxes all year that, 
according to the Federal government, I'm too poor to have to pay 
in the first place. This all is helping my family? I don't 
think so! 

Now, if this was your evaluation, for the impact on your family, 
could you say a sales tax would benefit you? My score card says 
NO--it will hurt me considerably. I see my family would 
continue to get an education--an education on how the poor stay 
poor and the rich get more relief. 
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HB 747 4% Sales Tax 

Mr. Chairman, committee members, my name 'is Mark Lindsay, 
and I am speaking on behalf of the Montana Building 
Industry Association. Our members are engaged in the full 
range of construction activities, but we would like to 
address today the bill's implications ~~y dealing 
with housing. lf~Cifi~"'/I! 

HB 747 in imposing a 4% cost increase on all 
non-government related building activities, makes no 
distinction between housing and commercial construction. 
Housing is a very expensive necessity, the most expensive 
necessity, which we must have in some compacity. The 
housing affordability problem in this country has ~eached 
a point of quiet desperation. Particularly in Montana 
where our wage scale tends to be low and economy stagnant, 
virtually all desiring first time home buyers and our low 
and moderate income renters have a serious problem. 

HB 747 will have a very serious impact on housing 
affordability in this state, it will cause major 
distortions in the housing market, and as currently 
drafted may very well be the death toll for an already 
aHellillg housing construction industry. 

ai/ i I.e ~ 
The bill will deny a very major portion of the first time 
home buyers from ever entering the new home market, It 
will retard what little activity we have in the move-up 
market, and in the long run likely cause housing inflation 
in the existing starter home housing stock. It will also 
cause significant expense in the short term in new rental 
housing, and in the mid-term in existing rental housing. 
It will devastate the home construction industry in that 
it \vill create a 4>,; price differential bet'deen ne\! housing 
and existing housing. And that 4% differential is a very 
large difference when you are dealing with such an 
expensive purchase. The bill as currently drafted will 
hurt a lot of people who can least afford it's impacts 
renters, low and moderate income families, people 
struggling to buy their first home , and a lot of people 
in the construction industry who as survivers, are just 
hanging on during sustained bad times. 

We do not understand why an essential and, very expensive 
basic human need like shelter, has been targeted for a 4% 
price increase, when an item like "advertising" gets 
exempted from the legislation. We do not understand why a 
tax dealing with retail goods, gets applied to an item 
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like housing. 
As currently drafted the Montana building industry Assn. 
strongly opposes this legislation. At the very least, the 
bill needs to make a distinction between housing and 
non-housing related construction, so that the many serious 
social implicatiorn of this bill as regards housing can be 
avoided. 
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Representative Jim Elliott 
100 Trout Creek Road 
Trout Creek, MT. 

Dear Representative Elliott; 

House Bill 747 as currently drafted, will have far 
reaching and devastating impacts upon the provision of 
affordable housing in our State. Housing is the single 
most expensive essential commodity which we all must 
shoulder in some capacity. HB 747 will seriously harm low 
and moderate income families who must rent, and it will 
have a socially unacceptable impact upon a broad number 
of aspiring first time horne buyers who will~denied access 
to the housing market due to the bill's housing 
provisions. 

The bill will also a have a crippling effect upon the 
already devastated horne construction industry. By imposing 
a 4% cost increase upon new horne construction, but not on 
the sale of pre-existing homes, the competitive cost 
disadvantage will be so great that only the very rich will 
be privileged to buy a new horne. I have enclosed for your 
review the testimony of the Montana Building Industry 
Association, which describes in greater detail the full 
and socially unacceptable impact of the Bill on housing. 

The clients which I represent are engaged in the full 
range of construction activity from commercial to 
residential construction. We would request on behalf of 
our industry and every citizen in the State who most 
shoulder the burden of housinry costs, that construction 
activity related to residential construction be exempted 
from the HB 747 sales tax provisions. This exemption 
should include the sale of building materials and labor 
which go into residential construction, as well as 
exemption from the tax in the final sale of the home. 

Without such an exemption, low and moderate families will 
suffer throughout the State, and first time home buyers 
will be denied access to the housing market. 

Warm Regards, 

Don Chance, Montana Building Industry Assn. 
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For the record, my name is Charles Brooks, representing the 
Montana Retail Association. I also represent the Montana Tire 
Dealers Association, the Montana Hardware and Implement 
Association and the Montana Office Equipment Dealers 
Association. Combined we represent approximately 1,000 retail 
establishments. 

We appear before you today neither in support or opposition to 
HB 747. We recently completed a survey of our membership and 
the results are as follows: 

43% response rate to the survey with 63% of those 
favoring a sales tax, provided that it gives real and 
property tax relief. 

responding 
permanent 

85% stated that if a sales tax was enacted that the retailer 
should receive a fee for collecting the tax and preparing the 
monthly sales tax returns and the other administrative duties 
connected with collecting taxes at the point of sale. 

76% favor some exclusions, such as food and medicine. 

Since we received less than a 50% response to the survey, our 
Board of Directors feel we must at this time remain in a neutral 
position on the sales tax issues as our membership could very 
well be evenly divided. However, we would like to speak to some 
of the problems that we see in the proposed legislation as 
draft. Attached to my testimony is a suggested amendment to 
Section 55, which would allow a vendors allowance of 3% of TAX 
COLLECTED. Attached you will also find copies of a Executive 
Summary of a very recent study completed by the University of 
Arkansas detailing the costs to retailers in that state of SALES 
AND USE TAX COMPLIANCE. The study concluded that it costs 
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Arkansas Retailers 2.518 percent of tax collected, if food is 
exempt from gross receipts than the overall compliance costs 
were 3.241 percent of tax collected. It is clear from this 
study a retailer will have additional operating costs to 
administer a Sales Tax. The suggested Amendment will help 
offset these costs to Montana Retailers. 

At our request, HB 747 has been reviewed.by one of the leading 
tax experts on sales tax legislation throughout the United 
States and we ask for his recommendations. You will find his 
recommendations attached to my testimony. 

Thank you for the opportunity to appear before you today. 
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318 N 
P.O. Box 40 
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From every remittance of tax to the department imposed by 
(sections 1 through 68~ 72~he taxpayer may retain an 
amount equal to three ~ thereof as an allowance for 
collecting the taxes imposed hereunder; except that no amount 
may be retained if the remittance is not made on or before the 
due date, including any extensions thereof granted by the 
department. II 
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TAX COMPLIANCE 

Prepared by 
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University of Arkansas at Little Rock 
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Cynthia B. Boland, Researcher 
With special assistance by 

Monte Venhaus 

Publication No. 88-29 

December 15, 1988 
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EXECUTIVE SUMMARY ~ . .d~ 

This study was commissioned by the Arkansas Retail Merchants Association 

in order to estimate the actual cost to retailers of collecting and remitting sales 

and use tax in Arkansas. The study was conducted by the Division of Business 

Studies with computer modeling assistance from Peat, Marwick, Main and 

Company. 

The results of this study shows that the cost of compliance with Arkansas 

sales and use tax regulations is estimated to be 2.518 percent of total sales and 

use tax collected. This overall cost represents a composite of the compliance costs 

incurred by Arkansas retailers, weighted to reflect type and size of retailers, tax 

features, and the business operating environment within Arkansas. The 

following is a summary of the findings and conclusions: 

• Identifreation of an item's tax status and tax rate at the time of 

collection is the largest single cost element in sales and use tax 

compliance. This cost component ranges from 1.617 percent 

(Furniture Stores - SIC 57) to 5.871 percent (Drug and Proprietary 

stores - SIC 591). 

• The use of sophisticated point-of sale (POS) registers and equipment 

signifreantly reduces identifICation costs for retailers; however, 

this equipment is usually cost-justifled only by high-volume 

retailing .. operations. 

viii 

I 
i 
i 



• Compliance costs for retailers are reduced, in part, by their use of 

the funds during the float period between collection and 

remittance. This benefit to large retailers is reduced due to recent 

legislative pre-payment requirements for this select group. 

• Small retailers (gross sales less than $1 million) in Arkansas 

incur relatively larger costs compared to large firms in the 

same SIC, particularly for cost factors directly related to sales 

volume. In addition, the small retailer incurs higher identification 

costs through reliance on less sophisticated calculating equipment. 

• The two (2) percent discount currently available to retailers is less 

than the actual cost retailers incur in the collection and remittance 

of the state sales and use to'%. 

In addition to estimates of current compliance costs, a variety of sensitivity 

analyses were conducted on alternative tax regulation scenarios. The results of 

these analyses are as follows: 

Under previous remittance requirements, all retailers were allowed to invest 

funds generated from the sales to'% for an average of 50 days. Under the new 

remittance requirements, large retailers are required to remit partial payments 

of to'% liability twice during the current month, thus decreasing the float period 

for this selected group. The overall compliance cost under previous remittance 

requirements was estimated to be 2.375% of to'% collected (compared to 2.518% 
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under the new tax regulations). 
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Thus, the effect of this new egislation on i 

compliance cost has been to increase overall compliance cost by six (6) percent. 

The effect on large retailers has been to increase this groups' tax collection and I 
remittance costs by 26 percent. 

The cost effect of exempting the gross receipts and proceeds derived from tM 

sale of food from tM Gross Receipts Tax would be an increase in the estimated 

overall compliance cost to 3.241 percent of tax collected. 

By increasing tM tax levied from four (4) percent to five (5) percent, tM 

overall compliance cost would be expected to decrease approximately 18 percent 

to 2.059 percent of tax collected. However, dollar costs would be expected to 

increase in proportion to the tax increase. 

If the tax rate levied were increased to a rate of five (5) percent and tM gross 

receipts and proceeds derived from the sale of food were exempt, the overall 

compliance cost would be an estimated 2.645 percent of tax collected. This 

estimate would represent a five percent increase in overall cost compared to 

costs under current legislative enactments. 

In each of the sensitivity analyses performed, the estimated actual compliance 

cost is in excess of the two percent discount allowance. The original intent of this 

discount was to compensate retailers for cost incurred in complying with the tax 

laws and to lessen the amount of delinquency. In selecting an appropriate 

discount rate, the objective of the state was to strike an optimal balance between 

losses of state revenues resulting from collection discounts and equitable 

x 



compensation to retailers. In the absence of a definitive dete 

actual costs borne by retailers, the two percent figure was selected as a "best 

estimate." With this study, a more detailed estimate of the actual cost is now 

available. It is hoped that this study will provide assistance in the event of future 

amendments to the current tax regulations. 
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Mr. Charles R. Brooks 
Exeeutive Vice President 
Montana Retail Association 
Box 440 
Helena, Montana 59624 

Dear Charles, 

At your request, I have reviewed the draft of HB 747, which would 
impose a 4% retail sales and use tax in Montana. I hav~ set 
forth my comments below: 

1. A provision should be added to allow a deduction for bad 
debts. 

2. A reasonable vendors collection allowance should be provided 
to adequately compensate retailers for their costs of collecting 
the tax. I previously furnished you information on the existing 
allowance in other states. The legislature must be made aware 
that retailers collection costs are still quite high despite 
mechanization. These allowance~ are also meant to cover costs 
over and above the actual collection of tax at point of sale. 
Significant costs are incurred in recording and reporting sales 
tax information, remittance of sales tax monies to the state and 
review of sales tax information by state auditors. 

3. The bill would subiect services to tax. The imposition of 
tax on services leads to the same type of tax pyramiding which 
exists under gross receipts tax laws. Many of these services 
which will be taxed are used by retailers in making sales which 
will be taxed again. We must, therefore, strive ~o make Section 
28, which provides a deduction for sales of services for resale, 
as broad as possible and/or seek an exemption for all business 
and professional services. 

4. The bill would subiect improvements to real estate to tdX. 
'rhe preferred approach would be to exempt these trHnsactions 
thereby having the retailer pay a use tax on the cost of 
materials utilized in an improvement to real estate. 

5. rhe application of the tax to leases or rental~ of tangible 
personal property would be cost,ly to retailers and i~ not a 
common feature in all sales and use tax laws. We would favor an 
exemption for these transactions. 

6. An item of vital importance to retailers is the exemption for 
advertising materials newspaper advertising supplements, 
circulars and catalogs. Section 26 as currently drafted provides 
a fairly board ex~mption for advertising services. Since the 
intent to exempt advertising now seems clear, we should seek to 
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have the items referred to above listed in 
action would then leave no doubt as to the 
given to the term advertising services. 

EXHIBIT :?- 9 
DATE .~/f1 
HB 7st~ 

the s~t;r: 
construction to be 

7. Due to the broad based nature of the tax as proposed, it is 
crucial to seek the inclusion of an exemption for transactions 
between affiliated corporations. It is a common feature of most 
income tax laws as well as broad based sales tax laws to 
eliminate intercompany transactions from tax. 

8. Sections 36 and 53 concerning the taxation of common carriers 
~ppear to be in confiict. Under Section 53, those engaged in 
transporting persons or property in intrastate or interstate 
commerce are required to register as retai lers subject" to the 
tax. Section 36, however, exempts intrastate transportation of 
persons or property. Finally, there are no specifics on the 
issue of taxing delivery charges occurring after the sale of 
merchandise. Clarification is needed in this entire area. 

9. There is no provision for administrative hearings on disputed 
assessments. Hopefully, this is merely an oversight which can be 
corrected by including the administrative hearing provisions from 
the income tax law. 

10. A provision 
generated returns. 
compliance burdens. 

should be added permitting the use of computer 
These are allowed by most states and ease our 

11. A clarification is needed 
Does the exemption in Section 11 
prescription drugs? 

as to 
apply 

the exemption for drugs. 
to all drugs or only 

fit!-
12. The penalty provisions in Section 59 and 62 are rather "SUi1 
(3% month up to 25%). Also, the waiver of penalty language in 
Section 59 (4) should be added to Section 62. 

13. The personal liability provisions of Section 56 (4) are 
somewhat troublesome as is Section 67 which makes the tax a 
personal debt of the person responsible for filing the return. 

14. The confidentiality provisions of Section 68 are important 
and should be retained. 

Sincerely, 

~/.C/~/."~:'-~~<:~ 
Marc S. Weinstein 
Senior Tax Attorney 
Tax Department 

NSW:,ic 
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HB 747 4% SALES TAX 

~XH'B'T 30 
DATE 3/ 0/ s:- L , 
HB 2<17 
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Mr. Chairman, committee members, my name is Mark Meek. I 
am president of the Helena Homebuliders Assn. and I am 
speaking on their behalf today. The members of the Helena 
Homebuilders Assn., despite the organizational name, are 
involved in a broad array of construction activity-- both 
commercial and residential. We strongly oppose those 
provisions of house bill 747 which would impose a 4% cost 
increase on the provision of new housing. 

Housing affordability is at an all time crises. The 
percentage of Americans who can afford to buy a horne has 
steadily declined to it's lowest level since WWII. 
Potential first time horne buyers are in serious financial 
circumstances, requiring two incomes and in most instances 
a lot of financial support from their families, to afford 
to buy even the most basic housing. 

A 4% sales tax if,placed in the value of the mortgage 
would financially disqualify 4% to 6% of the potential 
first time buyers who would be denied access to the 
housin9 market. If the 4% tax becomes part of the closing 
costs, as it likely would, you would likely be dening 20% 
to 30% of the first time home buyers, or more, market 
access. 

Housing is an essential commodity. We can not live without 
it. It is also the most expensive essential that any of us 
face. It comprises more expense in the average household 
budget then any other single item. The last thing we need 
to do is make basic shelter more expensive in this state, 
given the wage scale, weak economy, and already high 
expense of housing. Housing is neither a luxury item, nor 
a routine expenditure. It is a very expensive necessity. 
The imposition of a 4% cost increase on an item of that 
nature, is far beyond the bounds of reason. And the 
impacts would be catastrophic. 

The new home construction business is very much a cottage 
industry. The average homebuilder in Montana is under 
capitaliied, working out of his home, building if he or 
she is lucky, a couple of houses a year. The horne building 
industry in Montanan has been decimated in previous years, 
with a decline in homebuilding contractors of over 30% due 
to bankruptcy or business collapse. Curr~nt appraisals on 
new homes are coming in under builder direct labor and 
material expense, because of the general decline in 
existing housing values statewide. 
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One of the quirks of HB 747 is that it places a 4% tax on 
new homes, but not on the sale of eXisting housing. This 
will have two major detrimental impacts. When you place a 
4% cost disadvantage on a product that is an expensive as 
housing, you will devastate that product's ability to 
compete. New horne construction which is already in serious 
shape, will under this proposal, be hammered. the only 
new houses built will be for the rich. 

The second impact is to cause some additional element of 
housing cost inflation in the existing housing and rental 
stock, hurting low and moderate income families who rent, 
and anyone trying to struggle into the housing market. 

The housing provisions of this bill will have serious 
impacts. They will have serious social, economic, and 
employment impacts. Without amendment to exclude housing, 
we strongly oppose this legislation. The housing 
implications of this bill are simply socially 
irresponsible. 
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DEPARTMENT OF REVENUE 

STAN STEPHENS, GOVERNOR 

EXHIBIT i3 / 
DATE 2/C;Y5 L 
HB '1c//~ a£? g. /8 ~ 
v -V MITCHELL BUILDING 

- STATE OF MONTANA-----
HELENA, MONTANA 59620 

March 7, 1989 

Dear House Taxation Committeemernbers: 

Representative Dorthy Bradley expressed a view that my 
testimony on HB747 ~vas confusing. In the interests of clarity 
I give in writing some administration views on HB747. 

We are skeptical of any tax measure which creates substantial 
new revenues for the state to spend and which thereby could permit 
excessive growth of state expenditures, while incidently solving 
some other fiscal problems or needs of the state. 

Any proposed major change in Montana's tax base should be 
accompanied by a referendum to the people which would provide for 
a constitutional provision to limit the growth rate of total state 
spending or taxing to be less than the growth rate of the peoples' 
personal income. In particular, this should apply to any sales 
tax bill whether or not it is sent to the people for their endorse­
ment. 

HB747, as written, taxes Montanans $285 million per year and 
"rebates" to some Montanans about $35 million per year --- a net of 
$250 million per year. With the new estimated personal income tax 
collections for the coming biennium ($46 million more). the basic 
gap between on-going spending and on-going revenues is less than 
$10 million per year. HB747 proposes to dedicate $100 million per 
year to fund greater state equalization of school costs, thereby 
reducing local school property tax levies by $100 million per year. 
The cost to reduce personal property and real property to a 3.5% 
classification is therefore not the $60 million quoted in various 
analyses, but is probably $10 million to $15 million lower, because 
local mills will be substantially lower through the school equalizatior 
The great reductions of local school property taxes under state 
equalization seems to make the need to further reduce local 
government property taxes or give them new funds debatable. 

So we see only about $150 million of net property tax reductions 
and about a $10 million need for other revenue needs of the state. 
This leaves a disturbing $90 million per year of new spending 
authority for the state! Perhaps the sales tax percentage has been 
set too high? 

We also see no revenue allocated to solve some of the problems 
of excesses in our present state income tax' laws. 

"AN EOUAL OPPORTUNITY EMPLOYER" 
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We would also suggest that low income rebates co~idfmuch 
more effectively be delivered by increasing the size of the standard 
deduction and personal exemption. This would take tens of thousands 
of low income taxpayers off the rolls and reduce the taxes of 
those tens of thousands of others who would use the standard deduction 
rather than the itemized deductions which the higher income 
taxpayers tend to use more. 

I have directed the Department to evaluate the actual amount 
of property tax reductions which would result from going to a 
3.5% classification, assuming that $100 million per year of non­
property tax is used to reduce local school property tax mill levies. 

SinC1l:YY~ 

Ken~dt 

c.c. Representative Dorthy Bradley 
Other sponsors of HB747 
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