
MINUTES 

MONTANA SENATE 
51st LEGISLATURE - REGULAR SESSION 

COMMITTEE ON TAXATION 

Call to Order: By Senator Bob Brown, Chairman, on 
Wednesday, March 8, 1989, at 8:00 a.m. 

ROLL CALL 

Members Present: Senator Brown, Senator Hager, Senator 
Norman, Senator Eck, Senator Halligan, Senator Bishop, 
Senator Walker, Senator Harp, Senator Gage, Senator 
Severson, Senator Mazurek, Senator Crippen 

Members Excused: None 

Members Absent: None 

Staff Present: Jill Rohyans, Committee Secretary 
Jeff Martin, Legislative Council 

Announcements/Discussion: None 

HEARING ON SENATE BILL 408 

Presentation and Opening Statement by Sponsor: 

Senator Van Valkenburg, District 30, sponsor, said the bill 
provides for a general reform of income tax and was 
requested by former Governor Ted Schwinden. He said 
the bill is very similar to the income tax portions of 
SB 307 of the 1987 session. He said the bill is 
primarily an effort to deal with the economic future of 
Montana by lowering income tax rates and simplifying 
income tax provisions and procedures. It is easier to 
compute and fairer and more equitable in its 
application. The bill lowers the top marginal rate 
from 11% to 8%. Taking into account the existing 
surtax the rate actually drops from 12.1% to 8%. 
The effective rate is even lower and the bill is 
designed to be revenue neutral. 

Senator Van Valkenburg said the fiscal note indicates 
there is a negative impact which, he indicated, came 
about due to miscommunication regarding the fact that 
40% exclusion on capital gains related to installment 
sales preceding the 1987 session would have an 
approximate $2.6 million negative impact. He indicated 



SENATE COMMITTEE ON TAXATION 
March 8, 1989 

Page 2 of 7 

he would be presenting an amendment to correct that as 
well as the store license decrease of $270,000 which 
would bring the bill back to the revenue neutral 
position. He indicated the PERS provision is the most 
controversial part of the bill and an amendment will be 
offered to remove it from the bill also. The amendment 
will restore the current provisions relating to 
retirement income to the status of current law (Exhibit 
#1). Senator Van Valkenburg presented information to 
the committee which explains the provisions of the bill 
(Exhibits #2 and #3). He pointed out a significant 
change from current law is that the bill would require 
that a individual married filing jointly on the federal 
tax form would be required to do the same under Montana 
tax law. The bill is based primarily on using federal 
adjusted gross income as the tax base with some 
adjustments. That enables the rates to be lowered and 
simplifies income tax in general. 

The bill has provisions regarding limitations on the 
deductibility of federal income tax. The limit for 
married filing jointly is $3300 and the limit for 
others is $1650. The amendment changes those figures 
to $2700 and $1350 respectively. The bill retains the 
full indexing provisions of current law. 

Senator Van Valkenburg presented charts prepared by the 
Department of Revenue which provide a comparison 
between the effects of this bill and current law 
(Exhibit #4). He said the main effect of the bill is 
to bring back some progressivity to income tax at the 
upper level of incomes in Montana. It provides real 
benefits to 80% of the taxpayers of the state. It is 
fairly neutral to the group at the 80th and 90th 
decile. The people in the 90th decile will end up 
paying a little more tax. The average increase for the 
taxpayer in that category will be about $500. 

Senator Van Valkenburg asked the committee to consider 
the bill on its merits as it is proposed to be amended. 
He said the bill establishes true income tax reform and 
if it is necessary to raise revenue to meet budget 
needs this bill provides the vehicle and the means with 
which to accomplish it. 
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List of Testifying Proponents and What Group They Represent: 

Don Reed, Montana Alliance for Progressive Policy 
Greg Groepper, Office of Public Instruction 
Jean Roll, Bozeman 
Dennis Hemmer, Montana Retired Teachers Association 
Leo Berry, Retired Public Employees Association 
Tom Biledeaux, Montana Education Association 

List of Testifying Opponents and What Group They Represent: 

Dennis Burr, Montana Taxpayers Association 
Ken Nordtvedt, Director, Department of Revenue 
Representative John Phillips, District 33 
Tom Harrison, Montana Society of CPAs 
Buck Boles, President, Montana Chamber of Commerce 
Mike Holland, Legislative Chairman, Montana Association 

of CPAs 
Leslie Harris, Montana State Retiree 

Testimony: 

Don Reed, Montana Alliance for Progressive Policy, presented 
his testimony in support of the bill (Exhibit #5). He 
said this is a good bill which broadens the tax base 
and lowers tax rates. 

Greg Groepper, Office of Public Instruction, said the bill 
is a step in the right direction. With the amendments, 
it does positive things for tax reform and he urged 
support of the bill. . 

Jean Roll, a taxpayer from Bozeman, presented her testimony 
in support of the bill (Exhibit #6). 

Dennis Hemmer, Montana Retired Teachers Association, said 
his organization supports the amendment regarding the 
retirement provisions. He said it ensures the intent 
of the 1937 legislation is maintained. 

Leo Berry, Retired Public Employees Association, said with 
the amendments attached, they take no position on the 
bill. However, they do not oppose it and do support 
the intent and objective. He said there were very 
sound reasons why PERS was not taxed in the beginning 
and still are and it is the obligation of the state to 
see that those provisions are still upheld. 
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Torn Biledeaux, Montana Education Association, said with the 
amendments they would not oppose the bill as it becomes 
revenue neutral. 

Senator Van Valkenburg presented a handout regarding the 
nuisance tax repealers in the bill which he had 
overlooked in this original presentation (Exhibit #7). 
The store license tax, rural electric and telephone 
cooperative tax, sleeping car tax, express company 
license tax and certificate of good standing fee are 
all repealed in the bill. 

Opponents: 

Dennis Burr, Montana Taxpayers Association, said he figured 
his last year taxes through the provisions of this bill 
and his taxes would increase by 60% if it were 
implemented. To be revenue neutral there must be a 
relatively small tax decrease on the lower income 
earners in the state. And there has to be a large 
increase on the upper end. He felt the bill would do a 
little bit for low income earners and it will cause 
great harm to higher income earners. It becomes ironic 
that this is being used to spur economic development 
when the high income people who could help the economic 
situation are staying away because of the high marginal 
rate. You do not encourage them to corne in by lowering 
the rate and increasing their taxes. 

Ken Nordtvedt, Director, Department of Revenue, expressed 
the opposition of the administration to the bill. They 
do, however, support the elimination of the nuisance 
taxes. The loss of the deductibility of the federal 
income tax in the bill totally nullifies the reduction 
of the top marginal rates in the bill. The effect of 
the deductibility being denied is to put a tax on tax. 
Increasing the standard deductions and perhaps the 
exemptions for lower level taxpayers are positive 
aspects of the bill. The administration is 
fundamentally opposed to taxing state pensions as it 
would be breaking an implicitly understood agreement 
with tens of thousands retired public employees of the 
state as well of those who are currently working for 
the state. There is a major tax shift in the two 
working person household with the married filing 
jointly provision which would put a large tax increase 
on that large segment of the population. 
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Representative John Phillips, District 33, said he 
represents active duty military. Currently, they are 
exempt but this bill repeals that exemption. He asked 
if a serviceman or woman is on a three year tour of 
duty in Europe or other foreign location should he have 
to pay taxes in Montana because he is a Montana 
resident. He felt taxes should not have to be paid if 
no services are being received. He said this would 
enable the state to pick up a little revenue, but he 
could see no reason to tax those people who are 
defending their country. He said many retirees are 
making more than the average GI. 

Tom Harrison, Montana Society of CPAs, presented his 
testimony in opposition to the bill (Exhibit #8) 

Buck Boles, President, Montana Chamber of Commerce, 
expressed support for the previous testimony and said 
in the past few years there have been many economic 
development experts in the state reviewing our tax and 
economic base. They have all recommended that we 
reduce our marginal rate as it is the personal income 
tax level on the kind of people that we want to attract 
to the state that is keeping them away. 

Mike Holland, Montana Society of CPA'S, expressed support 
for the previous testimony and urged the committee to 
give the bill a negative recommendation. 

Leslie Harris, a Montana state retiree, presented his 
testimony in opposition to the bill (Exhibit #9). 

Questions from Committee Members: 

There was a general discussion about progressivity in 
taxation which was not related to the bill. 

Closing by Sponsor: 

Senator Van Valkenburg responded to the testimony of 
Representative Phillips by pointing out on page 16, 
lines 22 and 23, the full deduction of active duty 
military personnel salary. 

Senator Van Valkenburg said he recognizes the bill has 
some tax consequences to those with incomes over 
$40,000. He said he falls into that category and he is 
glad to pay his fair share of taxes in the state in 
relationship to everyone else. He said his career in 
the legislature has been in the appropriations arena 
and he felt that all the legislators assigned to that 



SENATE COMMITTEE ON TAXATION 
March 8, 1989 

Page 6 of 7 

area of responsibility try to give top dollar return 
for the people's investment in the state in terms of 
their taxes. He said there is a revenue problem right 
now which cannot be resolved solely by income tax 
reform. He commented that if the committee listens 
solely to the complaints of the people in the upper 
10th decile who may be adversely affected by this bill 
it will very seriously jeopardize the other avenues of 
tax reform in the state that form an entire array of 
taxes that support the necessary services that everyone 
demands. In the end, fairness will bring Montanans 
together rather than divide them. 

EXECUTIVE SESSION 

DISPOSITION OF SENATE BILL 451 

Discussion: 

Steve Bender, Deputy Director, Department of Revenue, 
presented the estimates of the county impacts of 5B451 
(Exhibit #10). He also presented the proposed 
amendments to SB 451 (Exhibit #11). He said the 
amendments strip the statutory appropriation provision 
from the bill. The bill had been written for 
Representative Ramirez but was introduced in the 
Senate, therefore the appropriation language had to be 
removed. He said the rest of the amendments are simply 
clean-up changes in the bill. Personal property is 
exempted out of Class 7. Real property in Class 7 is 
left at 8%. All the amendments on page 2 are the 
dollar per dollar reimbursement amendments. He 
explained that in the bill local governments are 
required to certify their revenue loss for a base year. 
That certification is done in May. However, the 
payment is going back to the local governments prior to 
that certification for fiscal year 1990 revenue. 
Amendment #10 says the DOR will calculate the amount of 
revenue lost for this one installment based on 
information the assessors provide so the May payment 
can be made. DOR will calculate the loss, reimburse 
the local government 30% of the estimated loss to 
compensate for the taxes they lose that they ordinarily 
would receive from unsecured personal property. It is 
just a technical point which corrects the dollar per 
dollar provision. He further explained that certain 
personal property taxes are paid at a different time 
than personal property taxes are normally paid 
(November and May). If there is not sufficient real 
property to secure the personal property tax payment, 
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the entire year's payment is due as soon as the tax 
notice is received (March or April). 30% of the 
personal property taxes levied for a given tax year 
fall into this category and the revenue is received in 
the spring. The base year calculation for this is an 
entire tax year, however, they expect 30% of that 
personal property tax revenue will be received in the 
prior fiscal year. The amendments attempt to keep the 
cash flow to local governments the same as it would be 
under current law. 

Amendments and Votes: None 

Recommendation and Vote: None 

ADJOURNMENT 

Adjournment At: 8:00 a.m. 

BB/jdr 

MIN308.jdr 



ROLL CALL 

TAXATION COMMITTEE 

5'1 s-f- LEGISLATIVE SESSION ._- 198, Da te .3/1/11 , 
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

ABSENT EXCUSED 

SENATOR BROWN 

SENATOR BISHOP )( 

SENATOR CRIPPEN 'X 
-----------------------------+-----~----_4------------+_------~ 

SENATOR ECK x 

SENATOR GAGE )( 

SENATOR HAGER X 

SENATOR HALLIGAN X 

SENATOR HARP X 

SENATOR MAZUREK - 'J 

SENATOR NORMAN X 

SENATOR SEVERSON Y: 

SENATOR. NALKER X 

-----------------------------~----------~------------~------~ 

E~ch day ~ttach to minutes. 
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1. Page 15, 

I 

Amendments to Senate Bill No. 408 
First Reading Copy 

Requested by Senator Van Valkenburg 
For the Committee on Taxation 

line 19. 

Prepared by Jeff Martin 
March 7, 1989 

~~iJ ".TE r.XAT10N 
E::r;:ClT r,:o._...1./ ____ _ 

DATE ,3/2'/&9 7 I 
C" A> .j i':(? . 

BILL NO. --..)u I ?( . 

Strike: "$3,300" 
Insert: "$2,700" 

2. Page 15, line 21. 
Strike: "$1,650" 
Insert: "$1,350" 

3. Page 16, lines 14 through 16. 
Following: "received" 
Strike: remainder of lines 14 through 16 in their entirety 
Insert: ": 

(i) under the Federal Employees' Retirement Act; 
(ii) under the public employee retirement laws of a state 
other than Montana; or" 
(iii) as an annuity, pension, or endowment under any private 
or corporate retirement plan or system: 
(h) all benefits paid under the teachers' retirement law 
which are specified as exempt from taxation by 19-4-706; 
(i) all benefits paid under The Public Employees' 
Retirement System Act which are specified as exempt from 
taxation by 19-3-105; 
(j) all benefits paid under the highway patrol retirement 
law which are specified as exempt from taxation by 19-6-705: 
(k) all benefits paid under 19-11-602, 19-11-604, and 19-
11-605 to retired and disabled firefighters, their surviving 
spouses and orphans or specified as exempt from taxation by 
19-13-1003; 
(1) all benefits paid under the municipal police officers' 
retirement system that are specified as exempt from taxation 
by 19-9-1005; 
(m) all benefits paid under an optional retirement program 
that are specified as exempt from taxation by 19-21-212; 

Renumber: subsequent subsections 

4. Page 30, lines 20 and 21. 
Following: "received" on line 20 
Strike: remainder of line 20 and 21 in their entirety 
Insert: tI • It . 
5. Page 31. 
Following: line 10 
Insert: "(i) as federal employees' retirement; 

(ii) as retirement from public employment in a state other 
than Montana; or 
(ii~) as an annuity, pension, or endowment under private or 

1 sb040aOl.ajm 

". 



.-..---

corporate retirement plans or systems~ 

SENATE TAXATION 

EXHIBIT NO._.-:.1:.-----
II ',TF .3/ ,A"'/::-:j 
SILL-~~. !66~/!f) 

(b) all benefits paid under the Montana teacher's 
retirement system that are specified as exempt from taxation 
by 19-4-706; 
(c) all benefits paid under the Montana Public Employees' 
Retirement System Act that are specified as exempt from 
taxation by 19-3-105; 
(d) all benefits paid under the Montana highway patrolmen's 
retirement system that are specified as exempt from taxation 
by 19-6-705;" 

6. Page 31, line 11. 
Strike: "ill" 

.• Insert: "(e)" 

7. Page 31, line 17. 
Insert: "(f) all benefits paid under 19-11-602, 19-11-604, and 

19-11-605 to retired and disabled firemen or their surviving 
spouses or children; 
(9) all benefits paid under the municipal police officers' 
retirement system that are specified as exempt from taxation 
by 19-9-1005." 

2 
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EXHIBIT t:O._~/~'----

DATLE ___ 2-,-'+-/~~~)~g+-9-:_::-. -
BILL No. __ 0~.!....-t-~"'~="£""/_-

Overview of Income Tax Rate Reduction Proposal 

Provision 

Standard Deduction 
(1988 Levels) 

Personal Exemption 
(1988 Levels) 

Changes in Income 
Subject to Tax 

Changes in Itemized 
Deductions 

Changes in Tax Rates 

Indexation 

Current Law 

20% of MAGI up to 
$2,140 for singles, and 
$4,280 for joints and 
heads of households. 

$1,140 per dependent 
with an additional 
exemption allowed the 
elderly and blind. 

All state retirement is 
exempt. Other forms are 
allowed an exclusion of 
up to $3,600. 

Unlimited deduction of 
federal taxes paid. 

Rates vary from 2% to 
11% (2.2% - 12.1% with 
surtax). 

State law indexes the 
standard deduction 
maxima, the personal 
exemption and the tax 
table. 

Proposed Law 

$3,000 for singles, 
$5,000 for joints, and 
$4,400 for heads of 
households. Blind and 
elderly taxpayers are 
allowed an additional 
deduction of $750. 

$1,950 per dependent. 
No additional 
exemptions for blind 
and elderly. 

l\ll 1 elil CIiiEiit ilICOiiie 

!! t! bj e e ~ t "" e 8 , 6 &t) 
8u8htsisM limit. No 
e~~ changes from 
current law. 

Federal tax deduction i~ 3..1'"0 
limited to $1,-66B-40r 
singles and $~ for 1/ 
joint taxpayers. ~ 2700 

Rate are 3, 5 and 8%. 
Separate tables are 
provided for different 
filers. 

Federal law indexes the 
standard deduction and 
the personal exemption. 
Provisions provide for 
continued indexation of 
the tax table. 



.)LlVil lM)(.i\110N 
;;Z 

EXHIBI1 NO. .:/ :1 
E ,1/6 )It -

Lower Top Individual Income Tax Ra~~~ NO.: IS;' L/()4 -

The amount of income tax paid by the average Montanan is not high compared 
to the tax bill paid in other stCl,tes. The state income taxes we pay are about 
equal to what the average American pays. 

Our top marginal rate, however, is the highest in the nation. It makes our 
income tax appear to be far out of line with other states. We should make 
appearances fit reality by lowering our top marginal rate from 11% to 8%, 
sending a positive signal to those interested in imoesting in our state. 

Reduction of the tax rate would not compromise tax fairness. Tax exemptions 
for retirees would be equalized. It is neither fair nor sensible to single out 
certain retirees for preferential treatment. The deduction of federal income 
taxes should be limited to help ensure that all households contribute according 
to their ability to pay. 

Federal taxable income would be used as the starting point of our tax to 
simplify reporting and payment. 

Key Elements of the Proposal 

Broaden and simplify our personal income. Most taxpayers would be able to file 
a simple, single page form instead of the numerous forms required under current 
law. Federal taxable income would be the starting point for calculating state 
taxes and the top marginal rate would be reduced from 11 percent 02.1 percent 
with the surtax) to 8 percent. 

Recognize imPOrtant differences in ability to pay among various households. 
Separate tax tables are provided for single, married and head of household 
taxpayers. A married tax table reduces the impact of eliminating the married 
separate filing option. 

Limit the deduction for federal income taxes.. Single taxpayers would be 
allowed to deduct up to $1,J50 in federal income taxes; married couples could 
deduct up to ~JOO. A sizeable majority of taxpayers (72%) would be 
unaffected by this change. The remainder would be limited in the amount 
deducted but would benefit by the lower tax rate. 
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The Montana Alliance 
for Progressive Policy 
P.o. Box 961 Helena, MT 59624 (406) 443-7283 

SB 408: Individual Income Tax Reform 

Mr. Chairman and members of the committee, for the record my 
name is Don Reed and I'm here on behalf of the Montana Alliance 
for Progressive policy in support of SB 408. 

I hope we can all agree on one point: our individual income 
tax system is unfair and in need of reform. Years of special 
interest tax breaks have left a tax system which is complex, 
confusing and unfair. That's the basis of our support for SB 
408. 

Our income tax system has been attacked as having among the 
highest marginal rates in the nation. This bill corrects that. 
Our income tax system has also been criticized as being riddled 
with loopholes. This bill corrects that. 

We support the general approach used in SB 408. We'd 
describe that approach as closing loopholes, broadening the base, 
and lowering rates. 

My testimony deals with general comments about the income 
tax, capping the deduction of federal income taxes, the rate 
structure, and revenue. 

Montana's Income Tax 
Of all Montana-taxes, the individual income tax best 

reflects the principle of taxation based on ability to pay. As 
income increases, so too does the portion of income paid. That 
means the income tax is generally progressive. 

Several factors, however, reduce the progressivity of the 
income tax. The most important of these factors are deductions 
which primarily benefit those at the top end of the income scale. 
This leads to a situation where as a 1986 study by the 
Department of Revenue found: 

* 14% of Montana households earning more than $120,000 a 
year paid no Montana income tax; 

* 20% of all households earning more than $120,000 a year 
paid less than $1,000 in state income taxes; and, 

* 26% of housholds earning more than $100,000 a year filing 
joint returns, paid no state income tax. 

Obviously, this is not fair 
Educ;,tiol1 Senior Citizens (vomen Conservation Labor Low Income 
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Many have criticized the income tax as being too high. 
Clearly that perception flows from the top marginal rate. That 
is the evidence most often cited. But if you stand back from the 
rhetoric, you find that the Montana income tax is not high. 
According to the Montana Taxpayers Association, for FY 1987, 
Montana's income tax collections per capita were $240.64, ranking 
the state 30th of the fifty states and $125 dollars below the 
national average. If you examine income tax collections per 
$1,000 of personal income, Montana ranks 26th and is also well 
below the national average. Clearly, the collections of income 
tax are not high, but the combination of a narrow base and high 
marginal rates lend the wrong impression. This bill corrects 
that problem by broadening the base and lowering the rates. 

Capping the Deduction of Federal Taxes 
In the previous two legislatures, we have supported closing 

this loophole. It clearly benefits most those who have a large 
ability to pay. As you can see from the attached chart, the 
lion's share of benefit of this loophole goes to those at the 
very top end of the income scale. The average deduction for 
those making over $120,000 annually was $4,077, 19 times greater 
than the $216 tax saving for those earning $20,000. 

We believe that a majority of the increased revenue from 
this provision of the bill will be paid by those in the top 10% 
of taxpayers by income. Capping this deduction enables the 
lowering of the rates and makes the income tax more progressive 
over a fully range of incomes. . 

Rate structure 
The existing rate structure stops being progressive after 

$50,000 in taxable income. This bill lowers that point 
considerably. This is a necessary consequence of lowering the 
rates this far. If the legislature decides to raise additional 
revenue from the income tax, additional rates could be added to 
this bill. 

Revenue 
Although not everyone is ready to seriously consider the 

topic, this bill could also be a vehicle for raising additional 
revenue. For example, with rates of 5-7-9% instead of 3-5-8%, 
the additional revenue would be close to $40 million per year. 

In summary, SB 408 presents the legislature with an 
opportunity to address the two most common criticisms of the 
individual income tax by broadening the tax base and lowering the 
marginal rates. The bill also represents an option to raise 
additional revenue from the income tax when the time comes for 
such decisions. 
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Jean Roll, 721 South 6 Avenue, Bozeman, MT 
March 8, 1989, remarks concernlng SB408. 

SENATE TAXATION f;1: t 
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59715, 406-5Eh7LTlHte?· 5/3 0uS 

My comments pertain to the sections of the bill 
which would revise Montana's individual income 
tax system. 

Such simplification would be advantageous to 
every taxpayer. It would greatly reduce the 
effort required to prepare and file Montana 
returns. For example, it is generally better for 
my husband and me to file a joint federal 
return but separate Montana ones. This 
involves a lot of refiguring and filling out many 
more forms--our 1987 federal return was 15 
pages, the Montana one was 24. I think many 
taxpa yers would share my pleasure in being rid 
of this substantial amount of work. For those 
who are concerned about accountants losing 
business, one I spoke with said his firm would 
not be hurt by this change, that they would be 
sufficiently busy without doing State returns. 

A few of us who have had returns examined by 
the Montana Department of Revenue would be 
very glad to see the removal of most of their 
poten tial a udi ting duties. Our experience with 
this adversarial process has been stressful, 
frustrating, more expensive than capitulating 
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and paying the disputed amount, and is DlLlnw. 549/),e) ~ 
something to which taxpayers should be 
subjected. I 

We taxpayers already support duplicate 
systems, since MDOR and IRS personnel audit 
the same items even though they share 
information. With a simplified Montana income 
tax, we should be able to save all Montanans a 
substan tial amount of money by reducing the 
income tax bureaucracy to nearly nothing. It 
might, however, be good to include a statement 
making it clear that MDOR's examination of 
returns is not to include derivation of the 
beginning figure (federal taxable income), that 
adjustments in that figure are to be made only 
if there are changes resulting from an IRS 
audit. 

Although this hearing is for SB408, I probably 
will not be able to return to Helena for Friday's 
hearing on SB 459 and would like to state now 
that in some respects I prefer its income tax 
simplification provisions. However, either bill 
would be a great im provemen t over the present 
system. 
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Repeal Nuisance Taxes 

SENATE TAXATION 
EXHIBIT NO._-t./:.---:---

DATE :3/(~/g 1 " 
BILL NO. -'3 g (I/) 9, 

Montana businesses contribute significantly to the state's ability to provide 
public services. \Vhile paperwork associated with the tax structure is never 
welcome, it is often necessary to assure accountability of tax dollars. What is 
not acceptable is paperwork associated with taxes that yield little, if any, 
revenue. Taxes that serve to harass businesses make our state less attractive 
and drive up the costs of doing business and government. 

1,0le propose to eliminate several "nuisance taxes". Included are 

1. The store license tax; 

2. The rural electric and telephone cooperative tax; 

3. The sleeping car tax; 

4. The express company license tax; and the 

5. Certificate of good standing fee. 

Approximately 15,000 businesses pay over $300,000 annually due to these taxes. 

The proposal retains, but modifies, two additional. taxes or fees: the camper 
decal fee and the tramway tax. These taxes are modified to eliminate the 
Department's role in their collection. The camper decal fee is retained to help 
ensure tax compliance. County treasurers would be responsible for the 
collection of the fee. 

The tramway tax/fee is retained to provide funding for tramway safety 
inspections. However, the proposal eliminates the reporting requirements of 
tramway operators. They will no longer be required to report their gross 
receipts to the Department. Rather, a flat fee would levied by the Department 
of Administration for inspections. 

The proposal repeals the $1.00 fee that is required to be collected by the 
Corporation Tax Division for certificates of good standing. This fee is no 
longer cost effective. 

4 



MONTANA SOCIETY OF CPA'S 

TESTIMONY 

S8408 - INCOME TAX REFORM 

..... ~ '''\{·~Tin.\ 
S'~N "fiL-. 1:'.:\·'~·i\,.· 

EXH!EiT NG._ g 0 I 
DATE --;/8:/3 l 
Bill NO. >54 9t~ 

While we app'laud the effort the bill makes to reduce the top rate 
from 11 % to 8%, and the beginnings of tax simplification embodied 
in the bill, we believe the cost is far too great for us to 
support it. 

We support the concept of separate tax rates for married couples 
filing jomtly provided lhere is not a hidden tax increase 
coupled with the new rates. The bill also includes several of 
the minor reforms we have proposed in 58339. 

Our overriding concern, however, is with the attempt to cap the 
federal tax deauction. 

Let us dispel the myths about the federal tax deduction: 

(1) 

(2) 

(3) 

No one, over a 2-year period, eliminates their Montana tax 
liability by virtue of the federal tax deduction "loophole". 

Since federal tax is at most only 28% of federal taxable 
income, and the (other) differences between federal and 
Montana taxable Income are infrequent and insignificant, 
the Montana tax revenue lost due 10 the federaltax 
deduction cannot exceed 11 % of 28%, or 3% of taxable income. 

There are timing differences, where a taxpayer has overpaid 
federal taxes in one year, thereby eliminalin~or 
Significantly redUCing the Montana tax liabili ,but that 
taxpay'er is subsequently taxed on the federa refund in the' 
followmg year. 

The rich are not the only ones who pay a large federal tax; 
farmers or businessmen who sell out or who are forced out 
by creditors, workers who withdraw their entire pension fund 
in one year, and other taxpayers who have a large windfall 
in one year all fall into the category of benefiting from a 
large federal tax deduction. Elimination of the federal tax 
deauction - the maximum deduction is almost meaningless to 
these taxpayers - will mean the difference between bemg 
able to payoff creditors, or being able to afford 
retirement. 

The cap proposed in the bill does not extract money from 
just the wealthy. The pro~osed cap' represents the lederal 
tax for a Single person with a taxaole income of less than 
$11,000, or a married couple with a taxable income of less 
than $20,000. 



SENATE nJ\ATIO~ 

f.XH~2iT rm 6' ..p~ 
DATE. ~/SI16 f 
BilL NO.. 58 'l(J t 1, 

40 000 Montanans paid more than 50% of the income taxes 
collected by the State for 1987. The trend indicates that those 
same taxpayers will pay an even greater share in 1988. 

We all know taxpayers who have established residence in another 
state to avoid Monlana's income tax. Are we goina to continue to 
drive the wealthy and their money out of Montana?" 

If your answer is yes, and you enact the popular cap on the 
federal tax deduction, this may well be another "one-tlme-only" 
shot of revenue. 



SENATE TAXATION 
EXHIBIT NO._--L9_--

DATEL--.......:3:....!,j,t..4./ ~l+/~g;;..,49~
BILL NO._~S'.L.L3'--J.q:J..rt'--.l-· __ 

Mr. Chairman and Senators: 

RE: Senate 8ill 408= specifically section 15 (pages 28 and 29) 
(2) which deals with allowable deductions when computing net 
income on state income tax returns. 

Ull.~ter cJ.....\.r.E§Lr:Lt ... _~i:I:k{ (F'aQe ~J1. lim'.?s 2 tht"'oLl!~h :to) all benefits. pc-..:id 
under 1. Montana Teachers Retirement System. 2 Montana Puhlic 
Emplovees Retirement System. and 3. Montana Highwav F'atrolmens 
Retirement System are exempt from taxation. 

~J?JJ.§:i.te,,_~ .. Ll~ __ 1~!§ ItJoul cj allohl ass deduct ions a.ll ben~?f its. not in 
excess of 53600 received as a pension under a retirement plan 
(Page 30~ lines. lC;)~ 20, 21), Therefore a.ll pen'sions r-ecei\!E'.?d 
over 53600 per year would be taxable. 

I.1J..f.?"J::.L~~~.LJ~J\1t..§ a.ttached to thi::. bi 11 s:.ti3.tes SO t-e\/enue i mpa.ct 
F.Y. 1990 and 2.6 million less lncome In F.Y. 1991. I submit 

• 
II 

i 

YOU that this is not a true statement as it would apply to state 
retirees. To demonstrate. I will use my 1988 income tax return 

'~~ 
as an example. In 1988 mv taxable income was 5426f and total tax j 
(not inclUding surtax) was $127. Under the proposed S.B. 408 tax 
tables on page 11. (lines 3-8) and taxing my state retirement 
income. my tax for 1988 would have increased to $1240.12. ThiS.1 
is o\!el- 10001. InCt-ea.~.:·e in m\i ·;.:state income t2.;':. It. i.s. appa.r"·ent 
thc-\t. the 
U~j th~? 

state of Montana retirees are 
difference that others may 

injustice to the thousands of retirees 
careers to tnis State. 

t 0 c:'.], 1 C+J 

'~oi ng to suf f E~r' 
sa ..... /e ~ °Th i::· i'S ·2, ;;Jr~()s=. (~ 

who dedIcated their e~tire i 

others to advance. 
thlS. so that statE 

forces could be reduced. We cannot afford 
me<'3.n O\!f.2!·" 1(:':-: of CH..!I·- t"'eti!'--ement inCOmE? \<Jill r-et.u.I·Ti to t.I"!E· ,;::;·t:e.te. I 
The exemption granted to state retirees many years ago was a 
reward to subsidIze them for the low retirement income. lack of ~ 

adequate cost of living increases. no State contributions to i 
hospital insurance for retirees. 

1 please and respect.fully request that 
retain lines 2 trough 10~ page 31. 

ofd -./.' (L 
_._ •. ~ __ .• ~_-:M_' _. _ •• _. _ ... _ .• ~ _. _.' _po ~_. _. _. _ ... _. _. _0" ___ • 

Leslie S. HarrIS. Jr. 

this bill be amended to J 



SENATE TAXATION 
EXHIBIT NO. /() '() 

-~-~-I-

DATL ~/~'gr State of Montana 
Stan Stephens, Governor 

BIll NO._ 0/'1_2':5) .:i 

t of Revenue Room 455, Sam W. Mitchell BUilding 
Helena, Montana 

March 2, 1989 

MEMORANDUM 

TO: Members of Senate Taxation Committee 

FROM: Steve Bender, Acting Deputy Director 

RE: County Impacts of SB 451 

As promised, attached are estimates of the county impacts of SB 451 by tax 
year. These estimates, converted to a receipt basis, were used to set the 
reimbursement levels for local governments. 

DirectOl - (-10(i) -1J.1-2-1G0 Legal AfI~lirs - (-10G) 44-1-2852 Pel'sonnel'TI:lining - (-106) 4-14-2866 
"An Equal Opportunity Employer" 
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Amendments to Senate Bill No. 451 
Introduced (white) Reading Copy 

1. Title, line 7. 
Strike: "SEVEN" 
Insert: "EIGHT" 

2. Title, line 8. 
Following: "SIXTEEN~" 

March 6, 1989 

.• Insert: "EXEMPTING CERTAIN PROPERTY FROM TAXATION ~" 

3. Title, lines 14 through 17. 
Following: "RATES ~" on line 14 

SfNUE TAXATION 
EXHIBIT NO._ I) t:::> ( 

DATL . 2, 1.-<; I.&' 1 
BILL NO._ )' 8 ~~q/---..:. 

Strike: remainder of line 14 through "RATES;" on line 17 

4. Title, line 23. 
Strike: "17-7-502," 

5. Title, line 24. 
Strike: "20-9-343," 

6. Page 29, lines 13 through 19. 
Following: "val~e" on line 13 
Strike: remainder of line 13 through "thereafter" on line 19 
Insert: "8% of its market value" 

7. Page 40, line 23. 
Strike: section 33 in its entirety 
Renumber: subsequent sections 

8. Page 52, line 3. 
Strike: section 40 in its entirety 
Renumber: subsequent sections 

9. Page 63, line 24. 
Strike: "45" 
Insert: "43" 

10. Page 64. 
Following: line 5 
Insert: "(3) For fiscal year 1990, the department shall remit 

to the county treasurer in each county on or before May 31, 
1990, 30% of the reimbursement amount provided as follows. 
The department shall estimate the reduction in revenue based 
on tax year 1989 taxable valuations and mill levies provided 
to the department by county assessors. The estimates must 
be based on the difference in the classification rates for 
tax years 1989 and 1990." 

Renumber: subsequent subsections 

1 sb 451 

/ 



( 

.~ •. ~~ .,,-' 

11. Page 64, line 8 
Strike: "80%" 
Insert: "130%" 

12. Page 64, line 12. 
Strike: "15%" 
Insert: "65%" 

13. Page 64, line 15. 
Strike: "15%" 
Insert: "65%" 

14. Page 64, line 19. 
.• Strike: "130%" 

Insert: "210%" 

15. Page 64, line 23. 
Strike: "65%" 
Insert: "105%" 

16. Page 65, line l. 
Strike: "65%" 
Insert: "105%" 

17. Page 65, line 5. 
Strike: "230%" 
Insert: "300%" 

18. Page 65, line 9. 
Strike: "115%" 
Insert: "150%" 

19. Page 65, line 12. 
Strike: "115%" 
Insert: "150%" 

20. Page 65, line 16. 
Strike: "330%" 
Insert: "360%" 

21. Page 65, line 20. 
Strike: "165%" 
Insert: "180%" 

22. Page 65, line 23. 
Strike: "165%" 
Insert: "180%" 

23. Page 65, line 25 through page 66, line 10. 
Strike: subsection (7) in its entirety 
Renumber: subsequent subsections 

24. Page 66, line 11. 
Strike: "1994" 
Insert: "1993" 
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~~WTE T!~Xf\T!ON 

EX~liGll NO. /) --..p~ 
DATF31K,/S q . 
Bill NO '50 ~/5J '2 
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25. Page 66, line 14. 
Strike: "(7)(a) and (7)(b)" 
Insert: "(6)(a) and (6)(b)" 

26. Page 66, line 16. 
Strike: "(3) through (8)" 
Insert: "(4) through (7)" 

27. Page 66, line 20. 
Strike: section 47 in its entirety 
Renumber: subsequent sections 

rl 28. Page 67, line 22. 
Strike: section 48 in its entirety 
Renumber: subsequent sections 

29. Page 68, lines 20 and 22. 
Strike: "45" 
Insert: "43" 

30. Page 69, line 2. 
Strike: "45" 
Insert: "43" 

31. Page 70, lines 6 and 7 
Following: "32," on line 6 
Strike: "34, 35, 41 through 44, 51, 52" 
Insert: "33, 34, 39 through 42, 47, 48" 

32. Page 70, line 10. 
Strike: subsection (2) in its entirety 
Renumber: subsequent subsections 

33. Page 70, line 12. 
Strike "36 and 38" 
Insert: "35 and 37" 

34. Page 70, line 15. 
Strike: "36 and 38" 
Insert: "35 and 37" 

35. Page 70, lines 16 and 19. 
Strike: "37 and 39" 
Insert: "36 and 38" 

36. Page 70, line 20. 
Strike: "49(2)" 
Insert: "45(2)" 

37. Page 70, line 22. 
Strike: "45, 49(1), and 50" 
Insert: "43, 45(1), and 46" 
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