MINUTES
MONTANA SENATE
51st LEGISLATURE - REGULAR SESSION
COMMITTEE ON TAXATION
Call to Order: By Senator Bob Brown, Chairman, on March 27,
1989, at 1:00 p.m.
ROLL CALL
Members Present: Senator Brown, Senator Hager, Senator
Norman, Senator Eck, Senator Bishop, Senator Halligan,
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 469

Presentation and Opening Statement by Sponsor:

Senator Crippen, District 45, sponsor, said the bill is the
result of a large bipartisan effort to solve the
funding problems facing the state. This bill is part

of Governor Stephen's tax reform package which includes

SB 463 and a House bill dealing with a minimum tax.
Presently, with the concessions to the foundation

program that need to be made, the state is facing a $90

million shortfall for this biennium. Senator Crippen
said the decision cannot be made just for the biennium,
we must adopt a system of comprehensive tax reform
which will take us down the road to financial security
in the future. Senator Crippen said the bill includes
a 4% sales tax or gross receipts tax on goods and
services and a use tax on services. Senator Crippen
presented the committee members with an outline and
explanation of the bill (Exhibit #1). He also
presented proposed amendments to the bill (Exhibits #2

and #2a) as well as a sheet showing the distribution of

revenue under SB 469 as introduced (Exhibit #3).
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List of Testifying Proponents and What Group they Represent:

Representative Dorothy Bradley, District 79

Dan Lambros, President, Montana Ambassadors

Wayne Phillips, Legislative Liaison, representing
Governor Stephens

Carrol Krause, Commissioner of Higher Education

Eric Feaver, Montana Education Association

Ann Mary Dussault, Missoula County Commissioner and
President, Montana Association of County
Commissioners

Dennis Burr, Montana Taxpayers Association

Jim Van Arsdale, Mayor, Billings

Maxine Johnson, Economist, Montana Chamber of Commerce

Pat Melby, Underfunded School Districts

Mike Matthew, Yellowstone County

Kay Foster, Billings Chamber of Commerce

Carol Daly, Flathead Economic Development Corporation

Roger Young, Great Falls Chamber of Commerce

Al Littler, Montana Association of Realtors

Bob Henkel, Executive Director, Montana Tax Reform
Education Committee

William Tietz, President, Montana State University

List of Testifying Opponents and What Group They Represent:

Robert Van Der Vere, Taxpayer from Helena

Judy Doggett, Montana Association of Clerks and
Recorders

Terry Murphy, President, Montana Farmers Union

Bruce Nelson, Chairman, Montana Democratic Party

Gene Fenderson, Montana Building and Construction
Trades Council

Paul Stramer, Montana Tea Party Taxpayers

Walt DuPea, Taxpayer from Bigfork

Earl Riley, Montana Senior Citizens Association

Don Judge, Montana AFL-CIO

Chester Kinsey, Montana Senior Citizens

Sam Ryan, Montana Senior Citizens and Taxpayers

John Fay, Citizen and Voter

Brenda Nordlund, Montana Women's Lobby

Bob Heiser, United Food and Commercial Workers

Nadiean Jensen, AFSCME

Person Testifying on a Neutral Basis:

Alan Chronister, State Bar of Montana
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Testimony:

Representative Dorothy Bradley, co-sponsor of the bill
expressed her continuing support for the concept. She
submitted a letter of support from the Mayor of West
Yellowstone (Exhibit #4).

Dan Lambros, President, Montana Ambassadors, presented his
testimony in support of the bill (Exhibit #5).

Wayne Phillips, Legislative Liaison, representing Governor
Stan Stephens, said this bill represents far more than
a sales tax. It is a comprehensive tax reform bill for
Montana. The bill includes tax equalization for
education and provides a replacement tax for the
reductions in personal and real property taxes and
income tax. The Governor urged the committee to move
it forward through the legislative process.

Carrol Krause, Commissioner of Higher Education, said the
state of education is in peril in the state due to
deteriorating tax bases. He urged the committee to
adopt the bill and put education funding back on a
solid footing.

Eric Feaver, Montana Education Association, presented his
testimony in support of the bill (Exhibit #6).

Ann Mary Dussault, Missoula County Commissioner and
President of the Montana County Commissioners
Association, expressed support for the bill.

Dennis Burr, Montana Taxpayers Association, expressed
support for the bill.

Jim Van Arsdale, Mayor of the City of Billings, expressed
support for the bill.

Maxine Johnson, Montana Chamber of Commerce Economist,
presented her testimony in support of the bill (Exhibit
#7).

Pat Melby, Underfunded School Districts, expressed support
for the bill.

Mike Matthew, Yellowstone County, expressed support for the
bill.

Kay Foster, Billings Chamber of Commerce, expressed support
for the bill.
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Carol Daly, Flathead Economic Development Corporation,
expressed support for the bill,

Roger Young, Great Falls Chamber of Commerce, expressed
support for the bill,

Al Littler, Montana Association of Realtors, presented his
testimony in support of the bill (Exhibit #8).

Bob Henkel, Executive Director, Montana Tax Reform Education
Committee, presented his testimony in support of the
bill (Exhibit #9).

William Tietz, President, Montana State University,
expressed support for the bill.

Opponents:

Robert Van Der Vere, a Helena taxpayer, said he had the
highest respect for the legislature but opposed the
sales tax or any tax increase for the state.

Judy Doggett, Montana Clerks and Recorders, presented her
testimony to the committee, not in opposition to the
bill, but rather, expressing concern about the election
costs to the local districts (Exhibit #10).

Terry Murphy, President, Montana Farmers Union, expressed
the unalterable opposition of his organization to the
use of a sales tax as a means of funding state
government. He said he does not question the sincerity
of Senator Crippen or Representative Bradley in
presenting the legislation, however, the members of his
organization do not want any more general or selective
sales taxes.

Bruce Nelson, Chairman, Montana Democratic Party, presented
his testimony in opposition to the bill (Exhibit #11).

Gene Fenderson, Montana Building and Trades Council,
presented his testimony in opposition to the bill
(Exhibit #12).

Paul Stramer, Montana Tea Party, presented his testimony in
opposition to the bill (Exhibit #13).

Walt DuPea, taxpayer from Bigfork, presented his testimony
in opposition to the bill (Exhibit #14).

Earl Riley, Montana Senior Citizens, presented his testimony
in opposition to the bill (Exhibit #15).
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Don Judge, Montana AFL-CIO, presented his testimony in
opposition to the bill (Exhibit #16). He also
presented a response to the Montana Ambassadors re the
Corporation for Enterprise Development 1989 study of
Montana taxes (Exhibit #16a).

Chester Kinsey, Senior Citizens, expressed opposition to the
bill.

Sam Ryan, Montana Senior Citizens and Taxpayers, said this
is a rotten bill and it should be killed.

John Fay, a citizen and voter, expressed the opinion that
what is not needed is more and larger taxes, but rather
efficiency and streamlining of government.

Brenda Nordland, Montana Women's Lobby, said the sales tax
is particularly onerous for female heads of households.
Women are earning 59 cents on the dollar compared to
men and this tax would add another difficult burden to
the income level of most women.

Bob Heiser, United Food and Commercial Workers, urged the
T ——— . _committee to oppose the bill.

\\ Nadiean Jensen, AFSCME, said her organization adopted a
T resolution opposing a sales tax. She urged the
\\\\ committee to also oppose any sales tax legislation.

.

N

Neutral Testimony:

Allen Chronister, State Bar of Montana, presented his
remarks re taxation of legal services (Exhibit #17).

Questions From Committee Members: None

Closing by Sponsor:

Senator Crippen said it is time the legislature starts
talking compromise. Both parties must work together to
develop a program of tax reform which will provide
property tax relief and adequately fund state
government and education. The alternative is to begin
cutting programs which are important to the people of
the state and which will cause many hardships. Under
this bill, 55,000 households will be taken off the tax
rolls and at least another 55,000 will go from itemized
deductions to standard deductions. Senior citizens
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will benefit from the rebate and increase in standard
deductions. Every special interest group wants their
program protected, but no one is willing to make the
commitment to raising the revenue to fund them.
Compromise is the only responsible way to reach a
solution to the revenue problems facing this session.

DISPOSITION OF SENATE BILL 469

Discussion:

Dale Harris, Montana Ambassadors, reviewed the bill and the
proposed amendments (Exhibit #2 and #2a).

Amendments and Votes:

Senator Crippen MOVED the adoption of the amendments.
The motion CARRIED on a roll call vote (Exhibit #18).

Senator Walker MOVED to strike Section 135 which would
remove fraternal organizations from the net proceeds
tax provisions. The motion FAILED.

Senator Harp MOVED to amend the bill as per the amendments
contained in Exhibit #19. The motion FAILED on a roll
call vote (Exhibit #20).

Recommendation and Vote:

Senator Crippen MOVED SB 469 Do Pass As Amended. The motion
CARRIED on a roll call vote (Exhibit #21).

ADJOURNMENT

Adjournment At: 3:05 p.m.

d S

SENATOR BOB BROWN, Chairman

BB/ jdr

MIN327.jdr
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(2) The policy declaration in L-1@¢-4@1(%) that bpo
furthexy property tax increages be imposed i interpreted to
wean no furthey increase nmay be wmade 10 the tox rate ayplied
to property in each class in 4484 1991.

(3} No new class of properxty may he oreated solely to
circumvent the policy underlying 15-16-401 and 15-10-402, 1f
a new clags of property is created in order to alford
prefexential treatmenl to a cateqory of property, the taxable
rate that applies way not exceed the rate at which such
property wag taxed in 2986 1%91. (Terwminales December 21,
1989--gac. 6, Ch. 6%4, L. 19287.)"

Section 111. Section 15%-10-412, HCA, ig amended to read:
"1%-16-412. (Tewporary) Preoperty tax limited to 3886 1921
levels -~ clarification - extensnion to all property classec.
Section 1%-10-402 ig interpreted and clarified ag followe

{1} The limltation to 586 1991 levelr 1 extended to
spply to all classer of property described in Title 1%,
chapter 6, part 1.

{2}y The limitation onthe amount. of tLavep levied ie
interpreted to mean that the actusl tax liability for an
individual property is capped that dollar amcunt due in each
Loxing unit foir the 1486 1991 tax year. In Lax Yearg
thereufter, the property wmust be taxed in each Laxing unit al
the 8286 1991 cap or the product of the taxable value and
mille levied, vhichever is deps for each taxing unit,

(4y The YTiwltstion on the amount of taxers levied daoen
rot. mean that no furthery increase may be made in the total
taxabls valuastion of &« tazing uvnit ar o rewultl of:

{a} annexation of 1eal property and dmrrovements into

Lawbug unttl:

(h} canFLruct i, CHpansion, O temodel ing o f
Jprevemnchly,

{0} tranvfer of propeyly ipnto o btaxing unit,

(dY  gsubdivisgicon of 1e¢al property;

{e) reclaspification of property;

{f} dncreages in the amount ¢f production oir the value
of proeduction for property degcribed 1o 15-6¢ 131 or 15-6-130;

{g} trangfer of property from tasx-euempt to taxalle
statng,; or

(Y vrevaluations cauped by:

(i) cyelical ryeappreaical; ol

{11} exponsion, addition, replacement, or remodeling of
improvements.,

{4) The limitation eon the amount of taxer levied doesm
not wean that no further increane may he made In the tazable
valuation or in the actual tax liability oo individand
preperty in cach olass as a resgult of:

{a} congtrvuctiaon, expaneion, replacement, oy Yemodeling

cohtinved SRS, 220
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of iwprovements that adde value to the propeity;

{b) trangter of property into a taxing unit;

(o) reclespification of properuy;

{d} increases in the amount of production or the valuye
ot production for property degeribed in 15-6-131 oy 1%-6-132;

{e) annerzation of the individual property into a new
taxing unit; or

{f} vconversion of the individual property frowm taox-

exempt Lo tazable gtatus.

{5) Troperty in classen four, twelve, and fourteen, as
amended by fthie act], 3¢ valved according to the procedures
veed in 1986, oxr the 1991 tax veay if a revaluation puresuant
to 315-7-111 hag been completed, including the designation of
1982 ae the kase veay, or_the depignation cof & ney bafe year
if a revaluation pursuvant to 15-7-111 bhas bLesn conplete
until the reappraisal cycle hbeginning Janusry 1, 198(,
completed and new valuations are placed on the tax yrolls and
# new base year desdgnated, if the property jeo.

{a) new construction

(b)) expanded, Jeleted, replaced, €y rewncdaeled
iwprovenentis,

{c) annexcd propertly: or

{(d) property cenverted from tax-esewpt to  tavable
statug.

{6) Troperty desgoribed in gubrectione {(%){a) throuyh

J{4) that ig pot classe four, clase twelve, or claerr fouriteey
property, wes amended by lihis actl), is valued accoxrding to the
PICCE mm«- uped in 1URE, op a rubfeguent rnveluation cow _';‘..'

il to 3187111, bar jr o oalsoc subiect Lo the dollas

taxing vnit h*vvd Gl 3eEE the midle levied lh, gL,
cAuRl dd e povalestics pergeant te G5 3 131 har beoos

LR A tgyent 1 ‘

73 ita) The Jiwmdtation on the amounl ol Laxes, an
clarified in this gection, i intended to leave the propoerty
aypraisgal  and valuation methoedology of the department of
revenve intact. Determinations of county clasgepificationr,
salayrier of local govornment officerg, and all other matters
in which total taxable valuation ig an integral componsnt are
nol, affected by 1%-16-4¢1 and 1%-16-402 exvept for the uge of
taable valuwation dn fixing Lax Yevies., In fixing tax leviern,
the taxing wnits of local governmemwdsy anticipate the
deficiency in revenues resulting from the taw liwmitations in
1%-19-401 and 15-10-402, while understanding thal regardle
of the amount of mills levied, a taypayer'g liability way not
eicecd the dollar amount due in each taxving anit for the 19b¢
tax vear, or the 1921 tax vear i1 a vevaluation pursuant to
15-7-111 hag bheen completed, unlers the taxing unit’'s La
valuation decreases by %% 0y more from the previowvs 19456
vear, oy the 1981 tax year 3f a yevaluwation puicuvant to 387

LN

continne:d UORORECY 2
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111 bhag becy completed. 1Tf a taxing unit’'s taxable valuation
decreases by 5% or moere from the prewieur 1086 tax year, or
The 1221 vax yesy §f a yevaluation perevant te 15-7-1311 hag
Lbeen completed, it may levy additional wille to compensate for
the decreaged taxable valuation, but in no case may the wmillg
levied exceed a number calculated to egual the revenue from
property taxez for the 1986 tax year, or the 1991 tax vear if
a_revalvation pursvant to 15-7-111 has been completed, in that
taxing unit.

{b) For the purposeg of this subgection (7)), properiy
tax replacement revenue received ap reimbursement from sales
tax proceeds is congidered 1o be revepue frow property taxeg,

(&) The Jlimitation on the amount of taxes levied doeg
not  apply to the following levy or gpeclal asgescment
categories, vhether or not they aye based on commitments mads
before or after approval of 15%-10-401 and 15-160-402:

{a) rural dmprovemcnt districts;

(L) sepecial dmprovewent districte;

{c}) leviex pledged for the repayment of boended
indebtedness, dncludinrg tax increment bonds;

{d} city sBtreet wmaintenance districts;

{2) tax increwcnt financing digtricts,

(1) =atiegtaction of Judgments against a taxing unit;

{g) electric company street lighting assgesements; and

(k) revolving funde to support any categorien specified
in this subszection (8

{3} The limitation on the omount of taszes Jevied doer
not apply In s taxing vnit if the voters in the tazxino unit
approve an incyveape in tax liability {ollowing e recolution
of the governing body of the taring unitl rontaining:

(o) A fTinding thit there wre Ineafficient  funds o
adeguately operyate the taging undt as o reeruwltl of 38-1¢ o]
and 1%-1G-402.

{b) an explanation of the nature of the financial
CHeEIrgehay;

{C} an egtimate of the amount ot funding chortizll
expected by the taxing unit;

(d} u statenment that applicable fund balonces are <1 by
the end of the fiscal vear wil) be depleted;

{c¢)y & finding that there are no alternative sources of
revenue

{f) a summary of the &lternatives that the governing
body of the taning unit has congidered; snd

{g) a statemwent of the need for the ipcreaced yrevenus
and how it will be uzed.

{16) The limitation on the amount of taxer levied does
not apply to levies ryequired to addresgs the funding of peliod
of suffering of inhabitante caused by famine, conilayvation,
oY obther public calamity. (Terminates December 31, 15B9--gzec,

continued EUPORALY, B0Y
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6, Ch. 6%4, L. ST

Fage 156, line &,

Strike: "except”
Inzert:s "including”

olle )
LV IPN

Follovwing: puxché .
Insert; "and feesg

63,

Page 150, line 9

il

Page 151,

Following: line G
insert: "Section 14@. Section 61-3-%62, MCA, is awmended to read:

"61-3-%02. Salen tax on now motor vehiolep - execmpiiont.
{1} In cengideration of the right to uge the hidghvwayr of the
state, there ig Impoged a tax upon all ssxles of bew motor
vehicles, excluding tradlers, gemitrailers,. and hougetrailers,
for which a licenge iz sought and an oiiglinal application foy
title i made. The tax shall be paid by the purchager when he
applies for his original Hontana license through the county
treasurey.

{Z2) Bwespi-aeprovided—dna-pobpectidomr4$4d-4tbe The caler
tax shaldder-

syttt ip 4% of the £.0.b, factory 1lirt price or f.0.b.
port-of-entlry liet prices;—during-thefiredduear-ter—oftloe-year
e forg—ypegiateatdenperiod —wthe -t e g e days ——yw el g
eabendap-guarters-

B B B e e B L L B L A o L A S AT S A B AR B, & Soa SRR AR
griger-be o f—the -y o ¥

B s T B s S R B B B B B B O B B o e ATE T

AL Tt FY R R G B S ST S WUEDECURE ST SOV S S 3 PRRPPRY IUS B IO SRS S S ERC I I C R

B S e DL S B i L B e e e L e B R e BT B b e AL S
B A B e B S e A = B b B B S e E e aie B SRS TE Setce PR o SRR I At |
jrrdeer—the--defnrtivent—noy ~wee-pob idehed v g oo dbsbs oo

{4 Phe-pew--ear i et -etr—vebiede g v db ettt
Frevivient-of—&2-3 8- thivugh-ot—3-dte—tp—l-dwf-the—trorb
foetory—-igtJriee—or —fro br—porrt—et—etrbyy - et prdes
e pdtessvi-the-mopth~Hr—whivh-the-nev-vehd e de—do-pureheps 3

{5343} The proceeds frowm this tax ehall be rvemitted to
the state trfavur&r every 30 days for credit ar_followr:

fa) 32.%% Lo the gtate highway arcount of the slate
special re venuc fund; and

{h) ©7.5% to thﬁ gales tax and uee tax acceunt derciibed
ip legection 7%]1.

4+3{4) The new vehicle ig not rubjcet to any other
arpepsment, fee dn liew of tax, or tax during the cslenday
year in which the originel application for title is wade,

+74 (%) {(a) The applicant {for worviginal registraticn of

=3
o

continued SURL g
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any new and unused wotor vehicle, or a poew moter vehicle
furnished without charge hy a dealer to o school district forx
uge as a traffic education motor vehicle by a school digtrict
operating a rtate-approved traffic education prograw within
the state, whether or not previcously licenged or titled to the
gchool district (ezxcepl & mobile howe az dofined in 15-1-
101{(1}), acquired by original contract after Januvary 1 of any
vear, is reguired, whenever the vehicle hag not been othervise
aspessed, to pay the motor vehicle saleg taw provided by thie
gection irrespective of whether the vehicle wag In the state
of Montana on Januasry 1 of the year.

(b} No motor vehicle may be registered or licensed under
the provigions of this subgection unlegg the application for
registration ig accompanied by a statement of origin to he
furnished by the dealer selling the velhicle, sghowing that Lhe
vehicle hag not previously been registered or owned, except
as otherwicge provided herein, by any pergon, firm,
corporation, or association that is not a new motor vehicle
dealer holding a franchise or distribvtion agreement from a
new car mahufacturer, distributor, or importer.

t3-3(6) (&) Motor vebhicles operating exclusively for
trangportation of percong for bhire within the limits of
incorporated cities or towne and within 1% wmiles from
limits are exempt frow subsection (1}).

{h} Hoter vehicles breught oy driven into Hontana by a
nonresident., migratoryy, bona fide agricultural warker
tewmporarily employed in agyicultural werk in thie stlate whore
thore wotory vehicley are used exclugively for Lransportation
of ayricultural workere sre aleo erenpt from subgection (1),

{o)y Vehiclen Jlawfully digplaying o licenced dewlar’ e
plate az provided in 61-4-1272% ara exempt frowm subgsection (1)
when wmoving to or frow o dealoer e ploce of bupipepny whon
unloaded or Yoaded with dealer’r proporty only, apd i the
case of vehicler having a yrosgs loaded woeight of legr Lhan
24,0060 poundsg, while being demonstrated in the coursge of Lhe
dealer' s business.""

csych

Repumber: subsequent sectione

Page 151, line 1%.

Yollowing: "rates”
Ingext: “and creditsg”

Fage 151, line 16.

Strike: "restriction an increasging”
Ingert: "restrictions”

Following: "."

Ingeyt: “{1}°"

continned SURDEGGY . DPA

-
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SERATE COMMITTEE ON TAXATIORN, SB 469
’ Padge 13 of 123

66. Fage 151.

Po]lmwing: line 18

Insert: "{2) The income tax credit for sales tax paid provided in
feection 71) may be decreased only if the decreage ig approved
by the electorate,

67. Payge 158, lines 4 through 7.
Strike: subsection (%) in its entirety

68, Page 158.

Following: line 8

Strike: lines 9 through 12 in their eptirety

Insert: "¢1) If Jthis act] is approved at the election held
pursuant to jeection 1521 and Senate Bill No. 287 ig passed
and approved, Senate Rill}l Ko, 287 ip void.

{2} If either Senate Bill Ro. 463 or House B1ll Ho. 664

iz not passed and approved, no referendum may be held on {this
art] and {this act] is voeid.”

62, Page 159,

Fallowing: line 15

Ingert: "HEW SECTION. Section 161. Special ingtruction to code
compissioner, The code commigsioner is dinstructed to wake
the necesgary changes to tLhe internal references caveed by
the addition of any secticn to [this act] or the deletion of
any eection frow [this act],”

AND AN RMERDED DO PRES

Signed. 1 304 O s

ol Brown, Chairman

4.0

7////”
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SENATE TAXATION
EXHBT RO/ O]
SUMMARY OF SECTIONS OF SENATE SALES TAH BILL DAT VL IAR

BILL NO.__ S5~ </4 4

fidministration of sales tax: Sections 1 though 68

Low Income credits: Sections 69 though 73

fAllocation of sales tax revenue: Sections 74 though 75

Property taxn repfacement for classification sgsfem reform: Section 76

Amendments to bonding and other laws refating to reduced taxable
value of local governments: Sections 77 though 99

Amendments to property tas classification laws: Sections 100 through
113

Amendments {o school laws to eliminate teacher's retirement levy:
Sections 114 through 125 and 134

Amendments to provide that portion of sales tax revenue is used for
school equalization: Sections 126 through 131

fimendments to provide that portion of sales tax revenue is used for
community colleges and vo-tech centers: Sections 132 8133

fimendments to provide that gross receipts of certsin non-profit
societies under Title 33-7-407 are taxable: Section 135

Requires a vote of people or 2/3 vote of legisiature to increase
property classification rates: Section 137

Requires a vote of the people to increase sales tax rate: Section 138
Provides for City, Town & County block grant with hailf to be used to
reduce general fund levy and half to be used at discretion of local
government: Section 139 through 146

Prouvides November 7, 1989 special election to vote on sales tax and
provides format for ballot: Sections 147 O 148

Repealers, codification instructions, rule making, severability, saving
clause, effective dates: Secti;ons 149 to 156
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SENATE TAXATION

EXHBIT KO [ P
DATE____Z/f2 7 /L]
Senate Bill 469 BILL NO 5/? é//ﬂi

Education and Tax Reform Act of 1989
Senator Crippen and Representative Bradley
Chief Sponsors

A Tax Reform Package: This measure is proposed as only one part of a
comprehensive tax reform package. It is critical that tax issues be
considered in their entirety rather than a piecemeal fashion.

The Proposed Sales Tax Base; (a) All sales of goods and services (except
goods and services specifically exempt), and goods to be resold in the
regular course of business). This is the retail tax base. (b) All goods
purchased elsewhere and brought into the State for use (except goods
specifically exempt, goods to be resold in the regular course of business,
and other specific personal items). This is the use tax base.

The Tax Rate; Four (4) percent of sale value.

pxempted Goods and services: The proposal keeps the tax base very broad
in order to keep the rate low, have a high and stable revenue yield, and to
keep administrative expensives low.

Sales tax laws are always subject to changes in the goods and services
exempted. For example, the Minnesota law exempts many commonly
purchased consumer goods. Its revenue yield is low and quite variable
from year to year, and it is expensive for businesses and the state to
administer for that reason.

The only items specifically exempted in the proposal are:

Food--only that qualifying for food stamp purchases.

Medical services--including doctors and health services.
Prescription items and services--including therapy and prostheses.
Interstate transportation services.

Motor fuels (already heavily taxed).

Advertising services.

Hotels and other lodging (already taxed at 4%).

Wages.

Dividends and interest, and insurance premiums.

i -



SENATE TAXATION
EXHBIT NO.__ ) P D
DAE___3/2 /Y
BILL NO.___ 273 &4
The first 2 1/2 percent of the sales tax on new motor vehicles. (The
excise tax is already 1 1/2%, and therefore the total tax will equal 4 %).
Used cars are not taxed.
Insurance, real estate, and stock and bond commissions.
Agricultural products.
Livestock feeding supplies.
011, gas, and mineral interests.
Vehicles on which the tax has already been paid once or goods purchased
prior to this law.
Occasional Sales--such as yard sales or disposal auctions.
Personal effects of people moving into the state.
Sales to Federal (and Tribal) agents--following Federal Statutes.

Additional exempt "transactions”. The sales tax is designed to tax only
final goods. Purchases of manufacturing supplies, for example, are exempt

transactions. (These components of the good are taxed only when the
finished good is sold).

To qualify for “deductitle transactions’, busingss must apply to the State
and meet standards for receiving a "deduction certificate.” The certificate
must be presented when buying goods as "deductible transactions.”

Reducing the burden on low income households. Each person in a low
income household would be eligible to receive arebate of up to $100 each
year. The rebate will be taken as an income tax credit upon filing State
income tax forms. The amount of the rebate decreases as household
income increases, and reaches zero for household incomes above $20,000.
(Household income includes all income sources).

A minority proposal, not accepted would exempt food only for the first
year, and start a liberal rebate program before good items became taxed at
the beginning of the second year. A two-thirds vote by each legislative
chamber would have been required to lower the rebate amounts in order fo
guarantee it for future years. The intent the minority proposal is to
capture the tax revenue on high-priced food items purchased by the
well-to-do. The tax base would be kept broad and stable, and the problems
of low income people would be addressed directly with the resulting
rebate. These features would make the sales tax more progressive.
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SENATE TAXATION

e no_ /071
DATE___ IR /S
BiLL MOS8 T4 7

The Sales Tax Revenue and Distribution. Assuming the above exemptions
and a tax rate of four percent, the $285 Million in revenue would be

distributed as follows:
% of

Millfon Revenue
Revenue 4% at 71 Million

per 1% tax = $285 100.%
Less estimated

low income rebates $28 98
Avatlable for allocation $257 90.1

Less estimate of revenue
needed to reduce residential,
personal and commercial
property tax classification

rates to 3.5% $67 235
Remainder available

for appropriation $190 66.6%
Public Education $100 35.0%

Higher Education Including
university system, vo-tech,
community colleges $28 9.8%

City, Town and County

Governments
Mill reduction $10 3.5%
New revenue $10 35%

Remainder to State General
Fund $42 144
(percents rounded)

% of
vailabl

100.%

S3.%

15.%

5.5%
5.5%

21.%
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~ Property Tax Relief; Of the $257 milllon raised by the Sales taxes after ’
deduction of the Jow income rebates, $177 million or 68% is allocated to

three types of property tax relfef:

$ 67. milllon to reduce residential, personal and commercial
property tax classification rates to 3.5%

$100. for public education to reduce local school property taxes

$ 10. toreduce city and county mill levies

-

$177. Total property tax reductions

The property tax relief provided follows several guidelines.
i. Take no property from the tax rolls.

2. The property tax problem is one of inequity among the various
classes that has been created through the years. Address that
inequity by making most taxable values the same.

3. Distribute replacement revenue for lost property tax revenue to
local governments on a dollar for dollar basis--one dollar from the
Sales Tax Fund for every dollar decrease in property taxes for each
local government entity.

The proposed property tax revisions would reduce the inequities in the
current system and would produce property tax relief that encourages
economic development.

Thirteen old property classes would be collapsed into one new class seven.
The new class seven would now have a taxable value of 3.5 percent.
Revenues from property taxable rates of railroad and airline property
would decline to the weighted average of all commercial property in
Montana. (The effect of that reduction is not included in these
calculations). A reduction of $47,006,000 per year would accrue to
owners of personal property. Owners of real property would receive a
reduction of $15,817,000 per year. Mobile Home owners would benefit by
$421,000 a year. Property taxes would increase only slightly for new
industry, coops, and 1-acre farmsteads and improvements.
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B N0 25 /49

The $100 miltion allocated for education would provide substantial
property tax relief and provide a nonproperty tax revenue source for
equalizing school funding under the Loble decision. The mandatory county
mill levy for teacher retirement will be repealed, and the retirement
program will be assumed by the State Education Foundation Program. This
would require approximately $50 miliion The remaining $50 million would
be distributed according the the foundation program established by the
legislature.

The 10 million for reduction of city and county mill levies would be
distribute to according to a block grant formula based on population and
tax effort. This would provide for approximately a 6% decrease in City,
town, and county mill levies. The cities, towns and counties would
receive another $10 millfon block grant that could be used to further
reduce mill levies or the second $10 could be used as new revenue to
finance public services,

YCation. The proposal aliocates 323 millien for higher education
including the university system, community colleges and vo-tech centers.
The revenue would be appropriated by the Jegislature to the individual
institutions, The $28 million be approximately a 9% ncrease in present
funding for these institutions.

otate General Fund Recognizing the anticipated short fall in the state
general fund, the proposal allocates the remainder or approximately $41
million to the state general fund. The funds allocated to the university
system and the foundation are also indirect relief for the general fund.

A VOTE OF THE PEOPLE: Legislators have been threatened that any sales
tax measure will face a "suspension” initiative challenge. With signatures
from 15 percent of the voters in the State, any legislation is suspended,
pending a vote by the electorate. A suspension means that all planning,
initiation, hiring of personnel or other activity associated with the
legislation ceases. Therefore, this sales tax measure is to be submitted
to a vote of the generai electorate on June 13, 1989, following the
adjournment of the legislature. Furthermore, a vote of the electorate
would be required each time a further raise in the rate is proposed.
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BILL NO_____ S/ </4§

4

Proposed Low Income Sales Tax Rebate

Each person in a low fncome household would be eligible to receive a
rebate of sales tax payments of up to §100 each year. The rebate will be
taken as an state income tax credit. The amount of the rebate per person
depends on total household income. For purposes of determining the
rebate, household income includes all income, whether it is taxable or not
on State and Federal forms. The following schedule fllustrates the amount

of rebate proposed:

3 0- 12,999 $100
12,000 - 14,999 S0
15,000 - 19,999 20

it is assumed thet the total amount of zales tax paid by & family with an
income at the paverty level will be repated and that other 1ow income
families wili receive a partial repste. For gross househoid income the
noverty ievel for e family of three wouid be apout 12,000

Gross household income includes capital gains, alimony, child support,
public sssistance, iife insurance and engowment contracts, social
security, &nd pensions.
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SENATE TAXATION ]
EXHIBIT NO.

. DATE____3/2 7/89
BILL NO.__Sﬁfﬂ-———*

EFFECTS OF H3747

{(by 1984 Income Groupings)

Less 35,000 $10,000 s$15,000 20,000 830,000 540,000
All Than to To To To To And

Consumers $5,000 $9,999 514,999 519,999 £29,999 539,999 Over
;. Household
& Income: 524,578 $1,783 57,288 212,427 s17,343 324,608 s34,417 361,231
Taxable
we LXPenditures: $12,185 $6,792 $6,435  $8,291 39,979 812,250 815,452 524,371

Sales Tax:

L

Sales Tax 487.38 271.68 257.42 331.66 389.17 489.39 018.08 974.84
Credits 69.56 200.00 210.00 179.40 62.50 0 4] 0
W Tax Cnange 417.82 71.08 «7.42 152.26 336.67 ©89.99 ©18.08 974.84
| aAve. tffective
i Sales Tax Rate
t{Sales Tax/Inconme) 1.98% 15.24% 3.53% 2.67% 2.30% 1.99% 1.80% 1.59%
ANaT Saves TAK//cton; 1.70 4.02 o. s A 23 /. 9‘* / 99 I ’0 /.59"‘
Ave. Market
" Value of Home: 559,246 540,865 240,563 340,855 542,407 544,720 560,912 £101,776

Property Tax
Per rousenold:

Homeowners

Current law 455.44 220,15 259.09 262.99 297.16 355.98 566.13 1,042.92
Proposed law 330.33 163.62 190.22 192.88 216.72 257.65 406.44 745,36
Tax Cnange (125.11) (56,53) (63.87) (70.11) (80.44) (98.33) (159.69) (297.55)

Net Tax Change
Per Housenold: 8292.70 $15.15 ($21.45) £82.15 5256.23 $391.66 S458.40 $677.29



SENATE TAXATION

EXH'BIT N0/ £ /¢
DATE 23/ 2 7,/ g0
BILL NO A

f2i@PTILNS USED IN DERIVING HB747 INCIDENCE IMPACTS:

Less 35,000 510,000 $15,000 320,000 530,000 340,000
All Than to To To To To And
Consumers 35,000 59,999 $14,999 519,999 529,999 839,999 Over

.lusenolid

nosnes £24,578 £1,783 37,2566 312,427 517,343 $24,908 24,417 $61,231
iTal -

Zuvanaitures: 523,301 s$512,850 £12,835 516,367 $19,422 524,110 29,227 344,256

zxable , ‘

wiTenaitures: $12,185 6,792 56,435 £8,291 39,979 312,250 s15,452 s24,371 |

72, di1ze of g

d-usenold: 2.5 z 2.1 2.3 2.5 2.8 2.1 3.3 5

Jarxet Value :
or Home: $59, 34 540,865 340,865 $40,865 542,407 344,720 260,312 $101,776 %

ave, Jales

Zax Lreqit: 327 s100 5100 378 $25 50 S0

~ve, pffective
zates Tax Kate : =
Sales Tax/Income) 1.98% 15.24% 2.53% 2.67% 2.30% 1.99% 1.560% 1.592?

:rovorticn of
a1l Housenolds: 1 0.042 v.12 0.151 0.142 0.228 0.142 0.175

W s



L - ' SENATE TAXATION
EXHIBIT NO._/ £l
pate__3/27)89

EFFECTS OF HB747 7
----- ALL HOUSEHOLDS----- BILL NO___ S8 Y44

(by 1984 Income Groupings)

F

Less $5,000 10,000 $15,000 $20,000 830,000 s40,000
i All Than to To To To To And
Consumers $5,000 $9,999 514,999 $19,999 $29,999 $39%,999 Over

EEEZTSSSS TESETSIS ZSRNSNITTIE fhnCtsmeamesm sommsmeaws oo ZEZsZsE S22 SSSS Z=o=zZ===
SESSSSSS SSSSTESss SSoSS-SSSE SSSnz2zZDE ZIDTSCSSSS SFRSsSeT ForEsses =m=mE=s==Es=

. dusehold
Mhcone: $24,578 81,783  $7,288 12,427 317,243 $24,608 $34,417 61,231
- ales Tax:
e
Sales Tax 487.38 .71.68  257.42 331.66 399.17 489.99 618.08 974.84
Credits 69.56  200.00 210.00 179.40 62.50 0 0 0
“rax Change 417.82 71.68 47.42 152.26 336.67 489.99 618.08 974.84

. Property Tax
%por Household:

nomeowners

m Current law 455.44 220.15 259.09  262.99 297.16 355.98 566.13 1,042.92
Proposed law 330.33 162.62 190.22 182.88 216.72 257.65 406.44 745.36
- Tax Cnange (125.11) (56.53) (68.87) (70,11) (8G.44) (98.33) (159.69) (297.55)

vet Tax Change

W Zer Housenold: £292.70 £15.15 ($21.45) s82.15 $256.2 $391.06 $458.40 5677.29

[N



EFFECTS OF HB747
----- URBAN HOMEOWNER§-----
(by 1984 Income Groupings)

Less $5,000
All Than to
Consumers $5,000 39,999
Sales Tax:
Sales Tax 487.38 271.68 257.42
Credits 69.56 200.00 210.00
Tax Change 417.82 71.68 47.42
Property Tax
Fer Housenold (333.6 mills):
Homeowners
Current law 764.20 526.21 526.21
Proposed law 522.00 359.44 359.44
Tax Change (242.20) (166.77) (166.77)
Net Tax Change
er Household: $175.62 (595.091(8119.35)

SENATE TAXATION

EXHIBIT NO

DAT

BILL NO.

$10,000 $15,000 $20,000 $30,000

To To
$14,999 519,999

152.26 336.67

526.21 546.07
359.44 373.00

(166.,77) (173.07)

(314.52) $163.60

To

To

$29,999 $39,999

RS e s e e EmoTems TESCSECTNE T hmceeen rEeasrecwos aeesESrl CESSES AN SrEmms=m=
= = SZ=2ZT22WZ 2Zzzszzz= ZS=s=2=Z2= STIZSSZIR OSSR Iz

489.99
0

489.99

575.86
393.35

618.08

618.08

784.36
535.77

SAH Jb

840,000

1,310.57
895.21

e G eG eEEEGGESE-S e ERCERTS AR CEERSD EECREEGER EERETERE EEE@RE@E® - ®me -

(182.51) (248.59) (415.36)

$307.48

$369.50

$559.48

|

|

e

=



! 1les Tax:
[

~ Sales Tax

¢ Credits

Wy —ememe--
Tax Change

wroperty Tax
Fer Renter:

;. Homeowners
W  Current law
Proposed law

s Tax Change

ﬁiﬁet Tax Change
er Household:

SENATE TAXATION A
EXHIBT No__ [ (2 13

i
EFFECTS OF Ka747 oATE_3/37/81
------ URBAN RENTERG------ st N0 s Y44

(by 1984 Income Groupings)

Less $5,000 $10,000 515,000 $20,000 330,000 s40,000
All Than to To To To To And
Consumers 35,000 $9,999 $14,999 $19,999 £29,999 £39,999 Over

EEIESSSS ISCISIIRE S ERtAT T mmammam mEasassw SSEESSSRT STamsoemT=2 STo=====

487.38 271.68 257.42 331.¢86 389.17 489.99 618.08 974.84
69.56 2Q00.00 210.00 179.40 62.50 0 0 0

- - -—— - - - - -—-— - - - - - - - - - - - -

417.82 "71.68 47.42 152.26 336.67  489.99 618.08 974.84

0.00 0.00 0.00 0.00 0.00 0.00 .00 0.00
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

$417.82 $71.68 $47.42 2152.26 £336.67 £489.99 s$618.08 3974.84



/
| SwTE TR

3/27 /¢
DATE _”;gzﬁ,iiéﬁL”'

ITFECTS OF E3747 NO.
----- IARMSTEAD =UMES----- BiLL

(by 1964 Income Yrauninzs)

iess S5, S, wnoEiy, o0 TIe, 0000 330,000 240,000
All Than o A Ta To To And
Zonsumers 35,000 F9,053 £14,32%9  313%,%99 $29,999 539,999 Over
Zales Tax:
Sales Tax +37.3% Tl.0B R IR e PR 189,69 0l8.08 974.84
iTredits 59.56 LB0.Q QL) 73,30 =2.50) 0 0 0
Tazx Change 417.82 71.058 <7.42 152.2% 216.67 489.99 518.08 974.84

rroperty Tax
fer fdousenold (243.74 milils):

219.18 336.59  458.46 766.04

Hdomeowners
current law <46.08 307,53 07,83 iy7.82 q
Proposea law 379.08 «51.08 291,02 251,02 270.87 285,65 389.07 650.10
Tax Change B7.0l) {46055 L wn.93) 2,33 148.31)  (50.94) (69.39) (115.94)

7
%
Vet Tax Chanae
‘er Housenola: 8350.21 $25.0¢ Zip, 87 S108.71  £2B8.36 $£439.04 3543.69 :858.90

ﬁ




SENATE TAXATION

b EXHIBIT 1O.___/ ey
EFFECTS OF Ha747 DATE___3 /27 /54
----- RURAL HOMEOWNERS- -~ -~ S
- \by 1984 Income Groupings) BILL NO. S //;,7 -
- Less  $5,000 210,000 $15,000 $20,000 $£30,000 £40,600
All Than to To To To To And

Consumers 35,000  $9,999 314,999 £19,999 529,999 s33,9%9 Qver

} Zalzs Tax 487.38 271.884 237,42 331,49 329,17 189.939 z13.u8 374.34
E.( realts 69.50 200.00 210.00 179.40 02.50 0 0 o
+ Tax Change 417.82 71.68 47.42 152.26 336.67 483.99 618.08 3974.84

¢
i‘?r operty Tax
~ Per rnousehosd (250 mills):

W Jomeowners

Current law 572,69 394,35 284.35 234.235 409.23 431.55 587.50 682.14
~ Froposed law 329.52 295.76 295.76 295.76 306.92 323.86 440.85 736.61
E .........................................................................
Tax Cnange €123,17)  (98.59) (38.59) 193.59) (102.31) (107.39) (146.85) (245.54)
i' Vet Tax Change
ar Housenold: 3274.64 (826.30) (351.17) 253.67 £234.36 35382.10 35471.13 5729.31
i |
|
|



SENATE TAXATION

EXHIBIT N0/ 0./
DATE___.3/27 /S
BILL No.___S./3 4 i

Partial Listing of the Taxable Status of Goods and Services

The following is a partial listing of the taxable status of goods and
services included in a broad-bases sales tax. '

TAXABLE TAX EXEMPT

RETAIL TRADE

Building materials Groceries (qualifying for food

Mobile homes stamps)

Packaged alcoholic beverages Prescription drugs and eye

Tobacco glasses.

Nonprescription drugs & health Therapeutic and prosthetic
and beauty aids devices.

Cars and Trucks motor fuels

Recreation vehicles

Clothing and shoes

Furniture and appliances

Restaurant meals and drinks

home heating fuel

implements, machinery & equipment

Note: No deduction allowed for trade in value

SERVICES

Personal services Advertising
Laundry Health services
Beauty & barber shops Hotels & other lodging

Funeral services
Business services
Automotive repair & services
Miscellaneous repair
Amusement & recreation services
Legal services
Engineering, architecture and
Surveying services



SENATE TAXATION

exHBT O ) AL
DATE. S /R] T/J q
piL no_ S8 Y49

Accounting, auditing and
bookkeeping

TRANSPORTATION, COMMUNICATION, PUBLIC UTILITIES

Transportation services Transportation services
(intrastate) (interstate)

Telephone services

Electric utilities

Water & sewer services

RACT TRUCT
ANCE, INSURAN STATE (FIR
Bank service charges Divedends & interest

Real estate commissions
insurance premiums
Stockbroker commissions - -

OTHER EXEMPTIONS AND DEDUCTIONS

EXEMPTIONS

wages

Agricultural products (livestock, poultry, & crops)

Livestock feeding

Isolated or occasional sale

Oil, gas, or mineral interest

Sales by government agencies (if sell otherwise taxable item,
that item is taxed)

Personal effects brought into state
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PART I

PART 11:

PART t11:

PART 1L

PART b

SEN TE 17 TN
B oo R R
DATE___3/2 7 /8]
BILL NO.___ S5 <5/

AMENDMENTS to SB 469
EDUCATION AND TAH REFORM ACT OF 1989
HOUSE TECHNICAL AMENDMENTS INCORPORATED INTO SENRTE
BILL AS INTRODUCED

HOUSE SUBSTANTIUE AMENDMENTS INCORPORATED INTO
SENATE BILL AS INTRODUCED

SUBSTANTIVE AMENDMENTS APPAOUED BY HOUSE TRHATION
COMMITTEE AND RECOMMENDED BY SENATOR CRIPPEN

NELY AMENDMENTS TO SENATE BILL RECOMMENDED BY
SENATOR CRIPPEN

AMENDMENTS CONSIDERED IN HOUSE AND NOT
RECOMMENDED BY SENRTOR CRIPPEN



SLHITE Thveviee
. - VAN R

£ X OD
DATE G/ 7/8d
BILL S, /)
PART | Mo 67
HOUSE TECHNICAL AMENDMENTS INCORPORATED INTO SENATE BILL AS
INTRODUCED
1. Clarify the language relating to the exemption of wages, salary,

and commission received by an employee from an employer;

2. Clarify that the sales tax information submitted to the Department
of Revenue must be on a form provided by the Department and
that the tax be remitted at the same time as the tax return;

3. Allow a retailer whose tax liability is less than $100 per month
to file a quarterly return rather than a monthly return;

4, Restructure the penalties for violating the provisions of the sales
fax law,
5. Do not include the face value of food stamps within the

definition of "gross household income" in determining the credit
allowed for sales tax paid;

6. Clarify that the sale tax credit may be claimed only for the
number of individuals in the household and require a person
claiming a sales tax credit to submit the social security number
of each person (except those under 2 years of age) for which a
credit is being claimed;

7. Eliminate the requirement for counties to maintain two

classification schemes for the reimbursement of property tax
reductions;
8. Change the base years for which property tax reductions will be

reimbursed with sales tax revenues;



10.

11,

12.

SENATE TAXATION
EXHBIT KO X O -
. - 3 v’ ’)
Clarify the reimbursement to counties for revenue lost to th[e)a'l\TL / «t 7/Xy
reclassification of unsecured personal property in the first BkhdN@— 222 S& 7 '
year of the tax reduction;

Clarify that a pro rata share of property tax replacement
revenues be distributed to conservation districts;

Correct the multiplier representing 1 mili by changing the
number from 0.0001 to 0.001.

Correct the effective date of section 147 of the bill by changing
"section 137" to "section 147" in section 152.
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HOUSE SUBSTANTIUE AMENDMENTS INCORPORATED INTO

|

INTRODUCED

SENATE T°XATION

EXHIBIT NO.

2 09

SENATE BILL BSTE_ ;5,/27(/5; g

BiLL NO

S 4

The bill is to be referred to the electorate at a special election
to be held June 13, 198S.

The Subcommittee recommends that the date of the election be
delayed until November 7, 1989.

Revise the sales tax credit schedule as follows: Persons with a
gross household income of:

(a) less than $13,000 would receive a sales tax credit of
$100 per househoid member;

(b) at least $13.000 but less than $15,000 would receive a
sales tax credit of $50 per household member,

(c) at least $15,000 but less than $20,000 would receive a
sales tax credit of $25 per household member.

Persons with a gross household income of $20,00 or more
would be ineligible for any sales tax credit.



SENATE TAXATION

EXHIBIT NO___2 1.9

PART U1 — 7
SUBSTANTIVE AMENDMENTS APPAOVED BY HOUSE TRHATION COMMITTEEDAND. Z/=27/8 Y

RECOMMENDED BY SENATOR CRIPPEN BILL NO___ Sz 69

1. Under the bill, persons engaged in interstate and intrastate
transportation by motor carrier are required to register as a
retailer.

The Subcommittee recommends that ail persons engaged in
interstate and intrastate transportation, including railroad and air
transportation, be required to register as retailers.

2. Under the bill. chemicals and reagents (a substance used in
chemical activity) that are used in mining, milling, or processing
are not taxable.

The Subcommittee recommends that other substances that may
not technically be a chemical or a reagent also be exempted
from sales taxation, provided that the substances are used in
mining, milling, or processing.

3. Under the bill. numerous goods and services used by or in the
"manufacturing” process are not subject to taxation.

The Subcommittee recommends that the definition of
"manufacturing” be clarified so that the processing of ores in a
mill, smeiter, refinery, or other reduction facility is treated as
manufacturing.



SENATE TAXATION

EXHIBIT RO 0 [

DATE__ éi/lé?z}f Y
Under the bill, the sale of goods and services to perscnsB"'L N & C/A 4 —

engaged in manufacturing is not taxable if the goods or services
are an integral pant of the product being manufactured.

The Subcommittee recommends that the nontaxabie status of the
sale of goods and services to manufacturers be clarified to
include the same sales to persons engaged in mining.

Under the bill, medical services are not subject to taxation.

The Subcommittee recommends that the definition of "medical
services" include the services provided by a person licensed as
a "mental health professional" or as a "chemical dependency
counselor".

The bill requires that any proposed increase in the rate of the
sales tax be referred to the electorate.

The Subcommittee recommends that any proposed decrease in
the sales tax credit allowed under the bill similarly be referred
to the electorate.



SENATE T3 7o
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S SR A

DATE___5/27/ ¢

BILL NO.____ = /49

Under the bill, the rental or lease of Iodglng facifities is not
subject to taxation.

The Subcommittee recommends that lodging facilities that are
subject -to the existing accommodations tax also be subject to
the sales tax.

New motor vehicles are subject to a 1 1/2% "new car sales
tax" under existing law. Revenue from the existing tax is
allocated to the state highway account. Under HB 747, as
introduced, a sales tax of 2 1/2% is imposed on the sale of
new vehicles in addition to the existing 1 1/2% tax.

The Subcommittee recommends that new vehicles be subject to
the 4% sales tax (the same as sales of ail other new personal
property), that the tax be collected by the County Treasurer
rather than by the dealer, and that the revenue from the sales
tax on new vehicles be allocated as follows: 37.5% to the
highway account and 62.5% to the sales tax and use tax
account.

Under the bill, sales of most services are subject to taxation as
are sales of most goods. With respect to the construction of
improvements to land. none of the material or services that are
contracted or subcontracted for are taxable until the final sale of
whatever is being constructed. The result is that the final sale
of the construction project (exclusive of contractor profit) includes
all of the materials and all of the services used to construct the
project. it is only at the final sale of the construction project
that the sales tax applies.

The Subcommittee recommends that for residential construction
projects, only the materials used in the pro;ect be subject to the
sales tax. For the purposes of this recommendation, the
Subcommittee further recommends that "residential construction”
be limited to projects that include the construction of single-
family residences and duplexes. Therefore, a construction
project of three or more units of living quarters for human
habitation is not considered to be "residential construction" for
the purposes of the sales tax.

6 . 0
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Under the bill. the sale of newspapers, magazines, and other
printed material is subject to taxation (unless it is part of
interstate commerce, e.g.. a subscription to the New York
Times).

The Subcommittee recommends that all subscriptions to
newspapers, magazines, and other printed material not be
subject to sales taxation, but that over-the-counter sales and
sales from newspaper machines be subject to the tax.

Under the bill, the sale of a good or service is generaily
taxable. Where the bill is silent on the taxability of a
transaction, the presumption is that the transaction is taxable.

The Subcommittee recommends that "computer data base
services" not be subject to taxation. The term "data base
services" includes the identification, compilation, manipulation.
organization, and delivery of information to be contained in or
actually contained in a computer data base.

The services provided by persons commonly referred to as
"professionals” (except those in the medically related
professions) are generally subject to the sales tax.

The Subcommittee recommends that services provided by
architects, engineers, surveyors, and other design professionals
not be subject to taxation if the product developed is used
exclusively out of Montana.

vaanhigN
D/R /Sy
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NEW AMENDMENTS T0 SENATE BILL RECOMMENDED BY SENATOR CRIPPEN "

1.

SENATE TAXATION
EXHIBIT No___2 o, !
DATE T3

M&__{L{_

Under the bill, as amended by the House Taxation Committee, the
sale of services to persons engaged in manufacturing

and mining is not tanable if the services are an

integral part of the product being manufacture or mined.

Recommend that the nontanable status of the sale of
services be expanded to inciude services to agricultural
enterprises that are an integrai part of agricuitural production.

Reduce the $20 million block grant program for cities, towns and
counties to $10 million and eliminate provision that requires half
of the funds received be used to reduce the generai fund mill
levy.

Aimend rebate to provide $90 per enemption up to family
incomes of $13,000. Eliminate rebates for famifes from $13,000
to $20,000. The increase standard deduction and exemption on
income tan in $B 463 compensates for the reduced rebate.

Provide that (1) Senate Bill 463 Governor Stephens Income Tou
Reform as amended ond (2) House Bill 664 (Riternative Minimum
Tax) will not become effective unless the sales tax bill SB 469 is
approved by the voters. Riso, 8469 will not be submitted to
voters uniess SB 463 and HB664 are approved by the legisiature
and Governor.

Pay vendors 3% of the sales tax up to annual limit of $1,200 ($1
million in retail sales) as an allowence for collecting the sales
tan. There is no payment to vendors under the bill as written.
Cost estimated at $3 million

Provide that income tas fund is reimbursed for the cost of the
low income credits.



SENATE TAXATION )
EXHIBIT NO. 2 —F

oy
giLL NO. =L -

7. Revise the aliocation of sales tau revenue in Section ?5 so that
after the low income rebate and property ta classification
replacement revenue has been paid the remainder is distibuted:

100% fiveilable revenue $191. Million
52% foundation program $99.3 Mitlion
13% higher education including

university system,
vo-tech and community

colleges $24.8 Million
5% city, town and county
block grants $9.5 Million
=0 / 0 %5% remainder to state
general fund $57.4 Mitlion
Less reductions in income tax in
2B 463 ($28. Milijon)
Plus revenue from income taH in
H.B. 664 $3. Million
Less appropriation to Dept of
Revenue for administration 4, Million
Remainder in Seneral Fund $28.4 Miitlen

8. ARevise baliot language in section 147 to reflect new
- percentages.

9. Revise 1-105 /SB7i-- the property tan freeze (Title 15, chapter
part 4 MCA) to establish a new ceiling for tax year 1991 and
thereafter.

10. Add short titie to bill: Education and Tax Reform Act of 1989,

11. fimend title to reflect amendments to bill including linkage to

asen s, or e



SENATE TAXATION
EXHIBIT NO.___—~

PART U DAE___F/27 /¢ 4

AMENDMENTS CONSIDERED IN HOUSE AND NOT BECOMMENDED py seRHTdR—= </4{
CRIPPEN

1. Subject the sale of used vehicles to the sales tax. (Used
vehicles are not taxable under the bill as written.)

2. If used vehicles are subject to the sales tax, the sales tax on
new vehicles wouid be only on the value of the new vehicle
less any trade-in allowance. (No trade-in allowance provided in
the bill as written because used vehicles are not taxable under
the bill.)

3. Subject only the material used in a construction project to the
sales tax. That is, exempt construction services for all
construction projects. (Under the bill as written, all construction
materials and services are taxable upon final sale.)

4, Residential property, regardiess of the number of units being
constructed, would be subject to the sales tax for materials only.
(Under the bill as written, all construction materials and services
are taxable upon final sale.)

5. Do not subject the sale of utilities 1o the sales tax. (Al utilities
are taxable under the bill.)

6. Repeal the Public Contractor's License Tax. (The Public
Contractor's License Tax is not addressed in the sales tax bill.)



1.

12.

SENATE TAXATIUN )
EXHIBIT NO.—==2 ’“; (L
owe__3/=x2/5]

BiLL No—_o27 Y4

Do not tax the commission paid to a real estate agent for the
service provided in selling improvements to real property.
(Commissions received from other than an employer/employee
relationship are taxable under the bill.)

Design and allow an additional credit mechanism for renters of
residenti?l property. (There is no special credit for renters in
the bill s wrilten)

Provide that soda pop, which is food for human
consumption re the food stamp program, be sub ject to
sales taxation.

Provide that the sale of cigarettes and other tobacco
products be exempt from sales tanration.

incorporate 100 mill state-wide levy for foundation
program in section 126 & 127.

"



Amendments to Senate Bill No. 469

First Reading Copy

Requested by Rep. Bruce Crippen
For the Committee on Taxation

SENATE TAXATION

EXHIBIT NO.___~¢_ 0, |
DATE 3%y /cf
BILL NO.___ S5 </, g

Prepared by Dave Bohyer and Helen MacPherson

March 27, 1989

1. Title, line 23.

Strike:

" AND ”"

2. Title, line 24.
Following: "61-3-501,"

Insert:

3. Page

"AND 61-3-502,"

6, line 15.

Following: "materials"
Insert: ", including the processing for ores in a mill, smelter,
refinery, or reduction facility,"

4. Page

6, line 21.

Following: "psychology"
Insert: "or licensed as a mental health professional or chemical
dependency counselor"

5. Page
Strike:
Insert:

6. Page

9, line 21.
"2 1/2%"
" 4%"

9, lines 23 through 25.

Following: "." on line 23

Strike:

7. Page

the remainder of line 23 through line 25

16, line 4,

Following: "-——"

Insert:

8. Page

"prescribed"

16, line 5.

Following: "drugs,"

Insert:

" and L]

Following: "devices"

Strike:
Insert:

9. Page

*, and"

16, line 6.

Following: "sale"
Insert: ", by prescription from a person described in [section
1(9)(a)],"

10. Page 16, line 11.

Strike:

" The "

Insert: "Except as provided in [sections 1 through 69 and 75],
the"

sb046901.adb
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EXHIBIT NO.__~ ¢ glég

DATE____2/27/89
ééilgzgﬁg?oa_iﬁ“e 14. BILL NO.___S53 %49
Insert: "subscriptions —-"

e

12. Page 20, line 15.

Following: "services."

Insert: “(1) The gross receipts from the sale of subscriptions
to newspapers, magazines, and all other printed material are
exempt from the sales tax.

(2)«
Renumber: subsequent subsections

13. Page 20, line 20.

Strike: "(1)"

Insert: "“(a)"

Renumber: subsequent subsections

14. Page 21, line 21.
Following: "to"
Insert: "miner or"

15. Page 21, line 23.
Following: "of"
Insert: "mining or"

16. Page 22, line 4.
Following: "business of"
Insert: "mining or"

17. Page 24, line 20.
Strike: "(a)"

18. Page 24, line 21.
Strike: "(1)(b)"
Insert: "(2)"

Strike: "(3)"

Insert: "(4)"

19. Page 24, line 25.

Strike: "(b)"

Insert: "(2)(a)"

Renumber: subsequent subsections

20. 21. Page 25, line 1.
Following: "improvements"
Insert: ", other than residential improvements,"

21. Page 22. Page 25.

Following: 1line 4

Insert: "(b) The proportion of the gross receipts from the sale
of real property that is attributable to residential
improvements constructed on the real property by the seller
in the ordinary course of his construction business may be

2 sb046901.adb



SENATE TAXATION
EXHIBIT NO.___ 2 (¢

0

DATE.__. T/ 7/< 9

deducted from gross receipts in the proportion th&tl tfe cost245 %7

of the construction for everything other than materials
bears to the gross receipts for the improvements."

22. Page 25, line 12.
Strike: "for"
Insert: "from"

23. Page 25, line 13.

Following: "of"

Strike: "this section"

Insert: "[sections 1 through 69 and 75]"

24. Page 25, line 15.
Following: "65"
Insert: ", and all -such receipts are subject to the tax imposed

in [section 2}."

25. Page 25.

Following: line 17
Insert: "{5) For the purposes of this section, "residential

improvements" means improvements to real property that are
constructed for human habitation in a structure containing
fewer than three units. The term includes improvements made

to existing residential improvements"

26. Page 27, line 5.

Following: "(1)"

Strike: "Receipts"

Insert: "Except as provided in subsection (4), receipts"

27. Page 28.

Following: line 5
Insert: "(4) Receipts from performing architectural,

engineering, surveying, or graphic design services may be
deducted from gross receipts if the product resulting from
the service or the service is used or applied exclusively
outside Montana. For the purposes of this subsection, the
provisions of subsection (3) do not apply."

Renumber: subsequent subsection

27B. Page 28, line 20.

Following: "who"
Insert: "presents a nontaxable transaction certificate or"

27C. Page 28.

Following: 1line 23
Insert: "(2) Receipts from the sale of an agricultural service

may be deducted from gross receipts if the sale is made to a
buyer engaged in the business of farming, ranching, or

raising livestock who states in writing that he is regularly
engaged in the business of farming, ranching, or the raising
of animals for their hides or pelts or who delivers a

nontaxable transaction certificate to the person performing
the agricultural service. The buyer making the statement or

3 sb046901.adb
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SENATE TAXATION
EXHIBT NO.__ 24 0. ¢

DATE 3/27 /¢ 0

delivering the nontaxable transaction certificate sha
the agricultural service performed upon propertyBllrdal or <& 4/ Y
personal, including livestock, that is an integral part of o

an agricultural operation."
Renumber: subsequent subsection

28. Page 29, line 3.

- Following: "chemicals"
Strike: "and"

Insert: ","

Following: "reagents"
Insert: ", and substances"

29. Page 29, line 5.
Strike: "chemicals or reagents"
Insert: "any chemical, reagent, or other

30. Page 29, line 6.

Strike: "for use"

Insert: "that is used or consumed"
Following: "in"

Insert: "the"

Following: "processing"

Insert: "of"

31. Page 29, line 7.

Following: "smelter,"

Strike: "or"

Following: "refinery"

Insert: ", or reduction facility"

32. Page 29, line 24.
Following: "product"
Insert: "mined or"

33. Page 29, line 25.
Following: "service of"
Insert: "mining,"
Following: "combining"
Insert: ","

34. Page 30, line 1.
Following: "materials"
Insert: ", including minerals,"

35. Page 30, line 3.
Following: "of"
Insert: "mining or"

36. Page 30, line 7.

Following: "property"

Insert: ", including minerals,"
Following: "of"

Insert: "mining or"

substance"

sb046901.adb
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37. Page 31. BILL NO.___ Sz </ 1

Following: line 12 '
Insert: "NEW SECTION. Section 44. Deduction -- computer data

base services. (1) Receipts from the sale or use of

computer data base services may be deducted from gross

receipts.

(2) For the purposes of [sections 1 through 69 and
75], "computer data base services" means identifying,
compiling, organizing, manipulating, or delivering
information actually contained in or to be contained in a
computer data base.

(3) Receipts from the sale of computer hardware,
software, system development, design, or installation or the
sale of an existing computer data base (as opposed to the
sale or use of a computer data base service) may not be
deducted from gross receipts."

Renumber: subsequent sections

37B. Page 39, line 15.
Following: "tax"
Insert: ", less the vendor allowance provided in subsection

(5),"

. 38. Page 38, line 19.
Strike: "Common"
Insert: "Interstate and intrastate”

39. Page 38, line 21.
Strike: "by motor vehicle"

39B. Page 41.

Following: line 8

Insert: "(5) A person filing a return under this section may
deduct from the amount of tax to be remitted to the state
and return as a vender allowance, 3% of the tax determined
to be payable to the state or $6,000, whichever is less."

40. Page 51, line 23.
Following: "relief"
Insert: "(excluding the face value of all food stamps received)"

41. Page 53, lines 3 through 9.

Following: "allowed" on line 3

Strike: remainder of line 3 through line 9

Insert: "in the amount of $90 per exemption, provided that gross
household income is less than $13,000."

41B. Page 56.

Following: 1line 7

Insert: "(b) the total amount claimed under (section 72]), which
amount must be further allocated in the same manner as
income tax revenue is allocated under 15-1-501(2);"

Renumber: subsequent subsections

5 sb046901.adb



41C. Page 56, line 9.
Strike: "allocation"
Insert: "allocations"
Strike: "subsection"
Insert: "subsections"
Following: "(1l)(a)"
Insert: "(1)(b)"

41D. Page 56, line 11.
Strike: "53%"
Insert: "52%"

41E. Page 56, line 12.
Following: "20-9-343;"
Insert: "and"

Strike: "15%"
Insert: "13%"

41G. Page 56, lines 18 through 20.

Strike: subsection (iii) in its entirety.

42. Page 58, line 18.

Strike: "state,"

Following: "municipal,"

Insert: "conservation district,"

43. Page 58, line 20.
Following: "but"

Strike: "ignoring"
Insert: "shall disregargd"

43B. Page 93, line 11.
Following: "and"
Insert: "the unprocessed products

44. Page 150, line 8.
Strike: "except"
Insert: "including"

45, Page 150, line 9.

Following: "purchase,"
Insert: "and fees"

46. Page 151.
Following: line 6

Insert: "Section 138. Section 61-3-502, MCA,
"61-3-502. Sales tax on new motor vehicles —- exemptions.
(1) In consideration of the right to use the highways

of"

SENATE TAXATION

EXHIBIT NO.

X0 Wb

DATE___F/R7/8 1

BILL NO.

S LY

is amended to read:

of the state, there is imposed a tax upon all sales of new
motor vehicles, excluding trailers, semitrailers, and
housetrailers, for which a license is sought and an original
application for title is made. The tax shall be paid by the

6
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pATE____.3/27 /8

purchaser when he applies for his original Montana giqgnse S/ ¢/§
through the county treasurer. ’
(2) Except—as-providedinsubsection{4)}—the The
sales tax shall-be+—
+a)r—134% is is 4% of the f.o.b. factory list price or

f.o.b. port-of-entry list price,—during—the first—guarter—of
the—year—-orfor—a—registration—period—other—than—a-ocalendar

| 7]

(5) The proceeds from this tax shall be remitted to
the state treasurer every 30 days for credit as follows:

a) 32.5% to the state highway account of the state
spec1al revenue fund; and

(b) 67.5% to the sales and use tax account described
in [section 75].

(6) The new vehicle is not subject to any other
assessment, fee in lieu of tax, or tax during the calendar
year in which the original application for title is made.

(7) (a) The applicant for original registration of any
new and unused motor vehicle, or a new motor vehicle
furnished without charge by a dealer to a school district
for use as a traffic education motor vehicle by a school
district operating a state-approved traffic education
program within the state, whether or not previously licensed
or titled to the school district (except a mobile home as
defined in 15-1-101(1)), acquired by original contract after 3
January 1 of any year, is required, whenever the vehicle has %
not been otherwise assessed, to pay the motor vehicle sales
tax provided by this section irrespective of whether the
vehicle was in the state of Montana on January 1 of the
year.

(b) No motor vehicle may be registered or licensed
under the provisions of this subsection unless the
application for registration is accompanied by a statement
of origin to be furnished by the dealer selling the vehicle,
showing that the vehicle has not previously been registered
or owned, except as otherwise provided herein, by any
person, firm, corporation, or association that is not a new
motor vehicle dealer holding a franchise or distribution
agreement from a new car manufacturer, distributor, or
importer.

(8) (a) Motor vehicles operating exclusively for
transportation of persons for hire within the limits of ?
incorporated cities or towns and within 15 miles from such ‘

7 sb046901.adb
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EXHIBIT NO.__a’ A -,#93

limits are exempt from subsection (1). DATE :€ZR//E;Q:(,
(b) Motor vehicles brought or driven into Mongana by a ED?‘%éﬁ_

nonresident, migratory, bona fide agricultural worker

temporarily employed in agricultural work in this state

where those motor vehicles are used exclusively for

transportation of agricultural workers are also exempt from

subsection (1).
(c) Vehicles lawfully displaying a licensed dealer's

plate as provided in 61-4-103 are exempt from subsection (1)

when moving to or from a dealer's place of business when

unloaded or locaded with dealer's property only, and in the

case of vehicles having a gross loaded weight of less than

24,000 pounds, while being demonstrated in the course of the

dealer's business.""

Renumber: subsequent sections

47. Page 151, line 15.
Following: "rates"
Insert: "and credits"”

48, Page 151, line 16.

Strike: "restriction on increasing”
Insert: "restrictions"

Following: "."

Insert: "(1)"

49, Page 151.

Following: line 18

Insert: "(2) The income tax credit for sales tax paid provided
in [section 71) may be decreased only if the decrease is
approved by the electorate."

49B. Page 158, lines 4 through 7.
Strike: subsection (5) in its entirety

49C. Page 158, line 11.
Following: line 8
Insert: "(1)"

49D. Page 158, line 11.
Following: "act]"
Insert: "or in 61-3-502 as amended by section 138 of [this act]

49E. Page 158.

Following: line 12

Insert: "(2) If [this act] is approved at the election held
pursuant to [section 142] and Senate Bill No. 287 is passed
and approved, Senate Bill No. 287 is void."

50. Page 159, line 7.
Strike: "149"
Insert: "143"

51. Page 159, line 9.
Strike: "and 139 through 146"

8 sb046901.adb
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EXHIBIT NO.__-T.dl__ 0 7
DATE___3/27/8 ?é_
_ _ BILL NO.___ S8 <t
Amendment #52 -- At the following locations where the reference to

"[sections 1 through 68 and 74]" appears, strike "68" and insert "69", %
strike "74" and insert "75"

l. Page 3, line 10.

2. Page 13, line 8.

3. Page 17, lines 7, 11, 17.

4., Page 22, line 11.

5. Page 23, line 3.

6. Page 32, line 5.

7. Page 33, line 3, lines 24 and 25,

8. Page 34, lines 18 and 19.

9, Page 35, lines 8, 11, 24.

10. .Page 36, line 15.

11. Page 37, line 25.

12. Page 38, lines 3 and 4, lines 16 and 17, line 23.
13. Page 39, line 13, lines 23 and 24.

14. Page 40, lines 14, 16.

15. Page 42, line 13.

l6. Page 44, lines 6 and 7, 15 and 16, and 25.
17. Page 45, line 8.

18. Page 45, lines 14 and 15.

19, Page 47, line 8, lines 17 and 18, lines 22 and 23.

20. Page 48, line 1, lines 3 and 4, line 8, line 9, lines 19 and 20.

21. Page 49, line 3, line 25.

22. Page 50, line 7, line 23.

23. Page 51, lines 3 and 4.

24, Page 55, lines 19 and 20.

K. K@



SENATE TAXATION

EXHIBIT NO__2d ¢ /L

pate____ B /27 /S0
BILL NS85 /49

Amendment #53 -- At the following locations where an internal reference
appears as "[section #]" or "[sections # and #]" or "[sections #
through #]", strike the "#" and insert the new "#".

Location Strike Insert
25. Page 5, line 20. 54 55
26. Page 7, line 9. 45 46
27. Page 33, line 22. 45 46
28. Page 34, line 13. 45 46
29, Page 35, line 10. 56 57
30. Page 36, line 4. 45 46
31. Page 38, line 1. 56 57
32, Page 38, line 8. 45 46
33. Page 39, line 1. 45 46
34. Page 42, line 23. 62(2) 63(2)
35. Page 45, line 3. 55 56
36. Page 51, line 9. 69 70
37. Page 51, line 9. 73 74
38. Page 51, line 12. 70 71
39. Page 54, line 6. 69 70
40. Page 54, line 6. 73 74
41, Page 55, lines 7 and 14. 70 and 71 71 and 72
36b. Page 55, line 24, 75 76
42, Page 56, line 5. 76(3) 77(3)
43, Page 56, line 17. 107 108
44. Page 97, line 2. 75(1)(b) (ii) 76(1)(b) (ii)



45, Page 134,
46. Page 155,
47. Page 155,
48. Page 155,
49. Page 157,
50. Page 157,
51, Page 157,
52. Page 157,
53. Page 157,
54. Page 157,
55. Page 157,
56. Page 157,
57. Page 157,
58. Page 157,
59. Page 157,
60. Page 157,
61. Page 157,
62. Page 157,
63. Page 157,
64. Page 157,
65. Page 157,
66. Page 158,
67. Page 158,
68. Page 158,
69. Page 159,
70. Page 159,
71. Page 159,

9083dbga

line
line
line
line
line
line
line
line
line
line
line
line
line
line
line
1ihe
line
line
line
line
line
line
line
line
line
line

line

14.
14.
14.
16.
16.
17.
17.
18.

18.

11.

11.

75(1) (b) (i)
146
149
146
146
149

68

74, 75
138

68

74

75

138

69

73

69

73

76

137

76

137
107
107

75
147, 148
76

136

SENATE TAXATION | §

EXHIBIT NO 24‘@&.

pATE___3/R7/89 ‘§
TOULPMD o5 /g 8
140

[ s

143

142

140

[ e

143
69

[ ey

75, 76
140
69
75
76
140

70

74
70
74
77 i
139 p
77
139
108
108 i
76

141, 142
77

138



Distribution on 5B469 As Introduced

SENATE TAXATION
EXHIBIT NO___.T___ £ |

J
DATE___ /5]

BILLNO A ‘/éj

Ihe Sales Tax Revenue and Distribution. Assuming the above exemptions
and a tax rate of four percent, the $285 Million in revenue would be

distributed as follows:
% of

Million Revenue
Revenue 4% at 71 Million

per 1% tax = $285 100.%
Less estimated

low income rebates $28 98
Available for allocatfon $257 90. 1

Less estimate of revenue
needed to reduce residential,
personal and commercial
property tax classification

rates to 3.5% $67 235
Remainder avallable

for appropriation $190 66.6%
Public Education $100 35.0%

Higher Education including
unfversity system, vo-tech,
community colleges $28 9.8%

City, Town and County

Governments
Mill reduction $10 3.5%
New revenue - $10 3.5%

Remainder to State General

Fund $42 144
(percents rounded)

% of
vailabl

100.%

S3.%

15.%

5.5%
5.5%

21.%



SENATE TAXATION
EXHIBIT RO.___ 7 522

oaE___ T2 7 /5

BLL MO8 <bd

~ Property Tax Relfef: Of the $257 million raised by the Sales taxes after
deduction of the low income rebates, $177 million or 68% is allocated to
three types of property tax relfef:

$ 67. million to reduce residential, personal and commercial
property tax classification rates to 3.5%

$100. for public education to reduce local school property taxes

$ 10, toreduce city and county mill levies

-

$177.  Total property tax reductions



(percents rounded)

SENATE TAXATION

. “
Diztritution an ©B 469 AS Intraduced EXHIBIT NO. 0
WIth 0% Revenue Discount for First c2ar DATE_W
s o S8 ed —
~ The Sales Tax Revenue and Distribution: Assuming the above exemptions
and a tax rate of four percent, the $285 Million in revenue would be
distributed as follows:
% of % of
Million Revenue Avallable
Revenue 4% at 71 Million
per 1% tax = $285
Less 107% for start-up year  $29
Total Available - $256 100%
Less estimated
low income rebates $14 2.4
~ Avatilable for allocation $242 945
Less estimate of revenue
needed to reduce residential,
personal and commercial
property tax classification
rates to 3.5% $67 26.1
Remainder available
for appropriation $175 68.3% 100.%
Public Education $92.7 36.2% 53.%
Higher Education including
university system, vo-tech, ‘ .
community colleges $26.25 10.2% 15.%
City, Town and County
Governments
Mill reduction $9.62 37% 5.5%
New revenue $9.62 3.7% _.55%
Remainder to State General
Fund $368 143 21.%



Distribution With Senator Crippen Amendments

SENATE TAXATION

EXHIBIT NO.

Ko e)

/2746

o

Assuming agricultural services are added to the exemptions, eachq.%wm

raise $66.25 million.

% of
Million Revenue

Revenue 4% at 6625 Million
per 1% tax = $265 100.%
Less estimated
low income rebates 24 9.0
Available for allocation $241 90.9
Less estimate of revenue
needed to reduce residential,
personal and commercial
property tax classification
rates to 3.5% $50 18.8
Remainder available
for appropriation $191 72.0%
Public Education $99.3 37.4%
Higher Education including
university system, vo-tech,
community colleges $248 9.3%
City, Town and County
Governments

Mill reduction $0 0.%

New revenue $9.5 35.%
Remainder to State General
Fund $57.4 21.6%
Less reductions income tax
in SB 463 ($28.)
Plus revenue from income tax
in HB 664 $3.
Dept of Revenue for
Administration t4) 1.5%
Remainder in State General
Fund $28.4 10.7%

(percents rounded)

BILL NO _

SAh YL

% of
Available

100.8

S2%

13%

0.%

5%

30.%

2.0%

14.8%

N
| s 1%&?&

g | ]

-




SENATE TAXATION

EXHIBIT NO. 3 Jf};

. o S8 YbY
Property Tax Relief: Of the $241 million raised by the Sales taxes after
deduction of the low income rebates, $149 million or 61% is allocated to
two types of property tax relief:

$50. million to reduce residential, personal and commercial
property tax classification rates to 3.5%

$99.3  for public education to reduce local school property taxes
$§ 0 to reduce city and county mill levies
$149.  Total property tax reductions
Income Tax Relief. Of the $244 million raised by the Sales tax and Income

tax reform after deduction of the low income rebates, $25 million or 10%
is allocated to income tax relief,

($28.)  Income tax reductions under amended SB 463
$3. Income tax increase under HB 664

($25.) ° Net income tax reductions

Total Tax Relief: Of the $§244 million raised by the Sales tax and income
tax after deduction of the low income rebates, $149 million is allocated
for property tax relief and $25 million is allocated to income tax relief
for atotal of $174 or 71% is allocated to property or income tax relief,



Distribution With Senator Crippen Amendments
With 10% Revenue Discount for First Year

SENATE TAXATION
EXHIBT NO__ S O b

DATE 2/32/8 9

BILL NO___ ST /b4

1

Assuming agricultural services are added to the exemptions, each 1% will

raise $66.25 million:
% of

Million Revenpuye
Revenue 4% at 66.25 Million
per 1% tax = $265

Less 10% for start-up year  §$265

Total Available $2385 100.%
Less estimated

low income rebates , $24 100
Available for allocation $2145 90.0

Less estimate of revenue
needed to reduce residential,
personal and commercial
property tax classification

rates to 3.5% $50 20.0
Remainder available

for appropriation $1645 68.9%
Public Education $85.5 35.8%

Higher Education including
university system, vo-tech,

community colieges $21.3 8.9%
City, Town and County
Governments
Mill reduction $0 0.%
New revenue $8.2 3.4%

Remainder to State General
Fund $59.5 24.9%

% of
Available

100.%

wn
%)
3

13%

0.%
3%

30.8



SENATE TAXATION
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BILLND S8 ‘/134

Less reductions fncome tax

in SB 463 ($28.)

Plus revenue from income tax

in HB 664 $3.

Dept of Revenue for

Administration $4 1.6% 2.4%
Remainer in General Fund $205 85 12.4%

Property Tax Relief: Of the $214.5 millfon rafsed by the Sales taxes after
deduction of the low income rebates, §135.5 million or 63% is allocated to
two types of property tax relief:

$50. million to reduce residential, personal and commercial
property tax classification rates to 3.5%

$85.5  for public education to reduce local school property taxes
$ O toreduce city and county mill levies
$1355 Total property tax reductions
Income Tax Relief: Of the $217.5 million raised by the Sales tax after

deduction of the low income rebates, $25 million or 11% is allocated to
income tax relief.

($28.) Income tax reductions under amended SB 463
$ 3 Income tax increase under amended HB 664
($25.)  Net Income tax reductions

Total Tax Relief. Of the $217.5 million raised by the Sales tax and income
tax after deduction of the low income rebates, $135.5 million is aliocated
for property tax relief and $25 million is allocated to income tax relief
for a total of $160.5 or 74% is allocated to property or income tax relief.
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TOWN OF WEST YELLOWSTON Wiy

BiLL NO é5854546§7

March 27,1989

Rep, Dorothy Bradley

Capitol Station

Helena, Montana !
59601

by FAX

Re: Sales Tax
Dear Rep. Bradley,

I am writing to support the efforts of you and Senator Crippen for a Sales Tax
in Montana.

Based on the three years in West Yellowstone that we have been collecting the
Resort Tax, authorized by the 1985 session, I wou'ld say that the sales tax pro-
posal currently before the Legislature has considerable merit.

Granted, West Yellowstone presents a unique set of circumstances that few Com-
munities in Montana can duplicate. However, it points out a strong similarity

to our current situation in Montana. We could not have dore, what we did, with

the property tax being our sole revenue source. As it is, we have parleyed the
resort tax into nearly $4 million in improvements to the Town of West Yellowstone
and we are using the money to help provide for the public safety needs of its
citizens and the nearly 800,000 people who visit West Yellowstone, or pass through,
each year.

Montana is & big State, faced with big problems. The deterioration of our States
infrastructure, 5choois and education system and inability to provide Social Ser-
vices are becoming legendary. Young people are leaving to attend schools of

higher educat1on. out of State, Qur government buildings, roads and bridges are

in need of repair from years of neglect. With so few people to pay, the property
tax seems like such an unfair way to go. And consider those who leave the State
for an education and then return, they face the prospect of few jobs and exorbitant
taxes spurred by a stagnant economy.

There has been much said about the regressive nature of a sales tax, but please
consider, is it fair to continue to tax and tax the low to moderate income with

[ a7, T 12..0- £700 Whart Vellrasiontemmea M, omparme: ROTEQ (A0 QAR 0=



Extended Page 2.1
SENATE TAXATION
— . — EXRiBIT 1o 9/ s

DATE 3/ 7/§4

BILL N0.___ 29 <44
4

Rep. Dorothy Bradley
March 27,1989
Page 2

such a huge property tax. Wouldn't it seem more fair to pay as you go? As a
citizen and tax payer of this State, one who borrows money to pay his taxes on
time, I would much rather see my personal property tax bill be reduced and pay

as I go, 1ike 1 do for my house and car. And consider those of low to moderate
income, in some cases, such as in West Yellowstone, these people are not property
owners. The sales tax is an appropriate way for us to recover the cost of public
services from a sector of the population who may not be making any contribution
now, And if your Colieagues find this idea too repugnant, exemptions offer a

way to reduce the sting of a sales tax.

Referring to the West Yellowstone experience again, let me close by saying this.
I do not believe people will mind paying a sales tax, if they can see where the
money is going to go. I can think of no greater benefit to Montanans as a whole
than property tex reductions, support of public schools, higher education, social
services and the infrastructure of our State. And remember, if enacted, a sales
tax will be paid by the thousands of visitors who come to Montana each year and
they too will enjoy 1ts benefits.

If 1 can be of further help or assistance on this matter, please do not hesitate
to contact me.

Sincerely,

Kevin Ken Davis
Mayor



President of Montana Ambassadors - Statement of Dan Lambros before
SENATE TAXATION
Senate Taxation Committee - March 27, 1989 &

EXHIBIT NO

. |

DATE___ 3/X7/S
=

We have all had the opportunity to examine Montanagid NI/
economic report card. Here we are again with the same four F's. '

EMPLOYMENT OPPORTUNITIES "pF"
EMPLOYMENT COMPENSATION "F"
TAX ENVIRONMENT "p"
FISCAL STABILITY AND REVENUE BALANCE "F"

How long must it take us to recognize the link between our
current tax policies and Montana's economic decline - not to

mention the negative effect to our educational system.

The Montana Ambassadors and other concerned citizens are
committed to putting a halt to this decline. It is robbing our
state of it's life blood ~ our businesses and our productive
labor force. Worse yet, our sons and daughters are forced to

leave this state because they cannot find good jobs.

After ten months of study, deliberation and analysis, the
Montana Ambassadors have concluded that under our present tax
structure there is little or no hope for attracting significant

businesses to our state without major tax reform.

And you know it was not just business that came to this
conclusion. Democrat Dorothy Bradley and her group of Montanans,
completely independent from us, also took a long hard look at
this issue and came up with the same solution - TAX REFORM. Many
Montana newspaper editors have come to the same conclusion -
Montana needs TAX REFORM. Just last week the Governor of Montana

came to the same conclusion - Montana needs TAX REFORM.

One by one, many who are taking the time to seriously study,

deliberate and analyze the issue are coming to the same conclusion -

TAX REFORM.




SSENATE THAATION
EXHIBIT NO.__ < -
May I make a suggestion to members of organized labgmuigvho .3 &

are here today. I am asking you to reconsider your tradigiigioal S5/ QOQQL_

position on this matter. Montana has a vehicle that is stuck

in the mud. Half of us are pushing it one way,and half of us
are pushing it another. ULet's all pull together on this

issue. Together we would be working toward creating a healthy
environment for business to come into Montana to compete

for our labor force which is rated the most productive in the
United States. 1Isn't that what your workforce deserves and is
entitled to? This is the position labor has taken in many other

states. I ask you - why not in Montana?

Today, this committee is not considering the merits of this
tax reform issue. Today the question boils down to this: Should
you as a committee give the people of Montana the opportunity
to vote on the most important single issue facing this state -
TAX REFORM. We feel that you should.

If I were in your shoes I cannot imagine voting against placing
this issue before the voters of Montana. One or two of your
votes could disenfranchise all Montanans. At stake here is the
quality of our educational system and the economic vitality of
our state. Montanan's should be allowed to chart their own

future. We urge you to let the people decide.
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TESTIMONY BY MAXINE C. JOHNSON, CHAIRMAN
Tax COMMITTEE OF THE MONTANA CHAMBER OF COMMERCE
SENATE TAXATION COMMITTEE MARCH 26, 1989

THE MONTANA CHAMBER OF COMMERCE SUPPORTS SB 469. 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,

SB 469 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
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TAXATION, THAT IS, A SYSTEM BASED ON PROPERTY, INCOME,PhNHO— <5 ¢igg —
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 THE EXEMPTION OF ALL UTILITY CHARGES.

MEMBERS OF THE COMMITTEE, TO EXPAND A LITTLE FURTHER, [ MuUST
STRESS THAT MONTANA’S ECONOMIC SITUATION IS NEARLY AT THE
CRITICAL STAGE. YOU ARE AWARE OF A GENERAL MILLS IN GREAT FALLS
THAT CAN’T MAKE NEEDED MODERNIZATIONS AND EXPANSIONS IN THE
EXISTING TAX CLIMATE, A WESTERN SUGAR IN BILLINGS THAT PAYS
PROPERTY TAXES FAR OUT OF PROPORTION TO BRANCHES IN OTHER STATES,
A STONE CONTAINER SUFFERING THE SAME INEQUITIES IN MISSOULA, A
SEMI TooL IN KALISPELL OR A SLETTEN CONSTRUCTION IN GREAT FALLS
THAT REMAIN IN OUR STATE LARGELY BECAUSE OF THE PERSONAL TENACITY
AND COMMITMENT OF THEIR RESPECTIVE PRESIDENTS. JUST RECENTLY
HALLIBURTON IN GLENDIVE KEPT ITS WORD. A YEAR AGO THEY SAID
UNLESS HIGH TAXES AND HIGH WORKERS COMPENSATION COSTS WERE
ADDRESSED THEY WOULD CLOSE. THEY WEREN'T AND THEY DID. THESE
ARE NOT COMPLAINERS. THEY ARE GOOD CORPORATE CITIZENS WHO WANT TO
PAY THEIR FAIR SHARE. IF YOU THINK THEIR PROBLEMS AREN’'T REAL AND
VERY SERIOUS YOU ARE WRONG.
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PERHAPS EVEN MORE IMPORTANT THAN THESE EXAMPLES IS “THEV:
MESSAGE THIS LEGISLATURE 1S SENDING TO THE PEOPLE OF OUR STATE.

A VIGOROUS BUZZING ECONOMY DEPENDS IN LARGE PART ON THE ATTITUDE
OF THE MEN AND WOMEN OUT THERE WHO TAKE THE FINANCIAL RISKS AND
MAKE THE DEMANDING COMMITMENT TO TURN AN IDEA INTO A JOB CREATING
MONEY MAKING ENTITY. [ CANNOT IMPRESS ON YOU ENOUGH HOW
IMPORTANT IT IS THAT YOU LET THEM KNOW THAT THE STABILITY OF THE
TAX SYSTEM WILL ALLOW THEM TO SUCCEED AND THAT THEY AND THEIR
WORKERS CAN KEEP SOME BENEFITS FROM THIS EFFORT.

IT IS TIME FOR ALL OF US TO RECOGNIZE THE URGENCY OF SENDING
THIS POSITIVE MESSAGE AND STEP ACROSS THE OBSTACLES THAT DIVIDE
US. A VAST MAJORITY OF LEGISLATORS, EVEN THE MOST AVID SALES TAX
OPPONENTS, SAY PERSONAL PROPERTY TAXES SHOULD BE REDUCED., EVERY
GUBERNATORIAL CANDIDATE IN THE LAST ELECTION SAID IT. THE ONLY
WAY WE SEE TO DO IT IS WITH A SALES TAX,

You ALL HAVE POLITICAL COURAGE OR YOU WOULDN'T BE SITTING IN
THOSE CHAIRS. LETS NOT LET MONTANA SLIP ANY FURTHER, PLEASE,
EXERCISE THAT COURAGE AND VOTE FOR THIS BILL WITHOUT REQUIRING
THE PEOPLE TO VOTE ON IT.

THANK YoU,
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The Montana Association of REALTORS, in general, supports the imposition of
a sales tax, however, the Association strenously objects to the imposition
of a service tax. E%?if$ imposes a service tax in addition to a sales tax.
W Over the past few years at least thirteen states have failed to pass a
sales tax on services including real estate commissions. Forty-five states
and the District of Columbia impose sales taxes. The gradual inclusion of
ws Services in the sales tax base has been an historical trend in many
states. However,only three states impose a broad-based service tax and
only three states (New Mexico, South Dakota and Hawaii) tax real estate
- commissions. Most states only tax services which are enumerated by statute
"™ and all other services are not taxable.

A sales tax is considered a regressive tax in that lower income individuals
w pay a higher percentage of their income in sales tax than do higher income
individuals. Most state laws attempt to combat the regressivity of a
retail sales tax by exempting from tax such things as food, medicine, etc.
w Very little attention is paid, however, to the regressivity of the tax as
it is applied to services. And that is one of the major concerns of the
Montana Association of REALTORS.

" Our opposition to the extension of the proposed sales tax to services is
based on three points:

w 1. Extending the sales tax to services puts us at an even greater
competitive disadvantage with 47 other states in economic

development. The attraction of new industries to Montana depends
largely on the existence of a thriving service sector to support those
industries' needs. The imposition of a service tax is a clear signal
to these service companies that Montana only wants their tax dollars.

W 2., The small Montana businesses will be the ones to feel the regressivity
of the tax in increased operating costs. Small businesses use
contract legal and accounting services, computer support services,

- maintenance, etc. Large firms are more likely to perform these
services "in-house" and thus are not subject to the tax.

3. Because this service tax does not differentiate between personal

services and business services, it is a tax on production rather than

consumption and results in either pyramiding or in substantially

increased administrative costs. The service taxes paid on services
- purchased to provide other services are embedded in the cost of the

service.

;,We are not convinced that the way to build a value-added economy in Montana
is to begin with tax-added service sector.

- Keeping in mind that the Montana Association of REALTORS opposes the
service tax in its entirety, we must use concrete examples of the impact
in our industry. We believe these examples will be repeated in any
business you examine.

(]



The following is a estimate of the normal fees connected with the sale of a
property which will be taxed under the proposed service tax:

Appraisal Fee $ 250 SEN"TE TAXATION
Loan Application Fee 485 > >
Closing Fee 75 EXHIBIT NO._< /O
Certifications (plumbing, etc) 170 DATE_ w%/é?;:<§9
Real Estate Commission 2,500 A
Survey Fee 75 BILL KO 29
Credit Report 40
Lenders Inspection Fee 35
Trustee Fee 25

Total 3,655

The cost estimates are based on a $50,000 home, which can be considered
entry-level housing in Montana. If the home is a new home and the land
represents 20% of its value, you may add another $1,600 to the cost of the
house, a 3.2% increase which adds another $100 per year to the loan
repayment.

Different types of transactions require different and sometimes additional
services which would be taxable:

Tax Service Fee $ 75
Funding Fee 100
Loan Reservation fee 485

Now let us examine the confusion which results in the taxing of real
estate commissions. Typically the seller pays a commission to the listing
office. That commission will be "split" with a selling office, and each of
those "splits" will be split again within each firm to the agents involved
in the transaction. For simplicity sake, we assume that each will be an
even split. Since real estate licensees are independent contractors and do
not fall under the exemption for wages or commissions paid by an employer,
each "split" is fee for services.

Commission paid by seller to listing office $2,500...100.00
Commission paid by listing office to selling office 1,250....50.00
Commission paid by listing office to agent 625....25.00
Commission paid by selling office to agent 625....25.00

This is certainly "double taxation”".

While there is a provision in the bill to provide a resale certificate
option for services, it is unclear whether that certificate can be utilized
in this example since the seller pays the initial tax rather than the final
tax on the commission.(i.e. "subsequent sales") This dilemma clearly
establishes a sales tax on services as an income tax, regardless of what we
call it.



Tnere is an additional laundry list of increased costs of doing business
~#hich will fall similarly on all small business in Montana;., - CiON

b ' ANRE BA Y
- Professional organization dues Eh:dil o 5? 51.3
Increased continuing education costs (i.e. taxable sp ﬂ{ers fees) /-
: Legal and accounting services b —~ﬁ§%b7/g?
- Plant and equipment maintenance BiLl NO S 4?!&;

wihen we examine the non-competitive aspects of this tax in terms of
Montana's economic development we have to examine the costs of relocation
~in relationship to the services which will not be taxed in 47 other states:
- Legal services
Accounting services
, Architectural fees
- Engineering fees
Real estate commissions
Surveying fees

The Montana Association of REALTORS urges the committee to adopt the

~amendment to RE=F4Y removing the service tax.
- SAB +#69



SENATE TAXATION
EXHIBIT NO. ?

Statement from Bob Henkel

DATE___ 3/% "7/3’/ —

s

My interest in Tax reform goes back to my being Executive DirectoF'4nli%ne=
of the founders of the Montana Tax Reform Education Committee,
Supporters of Initiative 105 The Property Tax Freeze.

in 1886 165,000 people voted for property tax relief and tax reform.

As you know the main purpose of the ballot initiative was to encourage the
legisiature to develop alternative sources of revenue instead of continuing
to load down Property Taxes. inaction on the part of the legislature
triggered the property tax freeze two years ago.

We know this has created some hardships in schools and logal county
government.The Initiative 105 freeze continues and so does need in the
next two years for a new revenue source.

One of the advantages of a sales tax is it would generate new revenue from
segments of society that do not otherwise contribute to Montanas existing
tax structure. One of MONTREC'S founders labeled it the “underground
society”

A December Montana Poll by the Great Falls Tribune indicated the majority
of Montanans favor a sales tax over property taxes increases, or an income
tax surcharge to fund education.
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TESTIMONY OF MONTANA DEMOCRATIC PARTY CHAIR, BRUCE NELSON, BEFORE
THE SENATE TAXATION COMMITTrE ~-- MONDAY, MARCH 27, 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 Senate Bill 469, based on our
platform provision adopted vnanimously in Glendive last summer,
"We adamantly oppose a general sales tax."

Our party re-examines *his issue every two years and always
comes to the same conclusio =-- that a general sales tax is
inconsistent with the Democratic belief that the fundamental
principle of fair taxation :s 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.

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

Montana Democratic Central Committee » Steamboat Block, Room 306 ® P.0. Box 802 © Helena, MT 59624 ¢ (406) 442-9520

Executive Board

Bruce Neison Donna Small Deborah Hanson Rich De Jana Gail Stoltz Evan Barrett Sherlee Graybili
Chairman Vice Chairman Secretary Treasurer Executive Director Nat'l Committeeman  Nui'i Committeewoman
Fort Benton Helena Miles City Kalispelt Helena Butte Greai Falls

Boni Braunbeck Ralph Dixon Virginia Egli Nancy Harte Chas Jeniker Rhonda Lankford Debbie Lesmeister
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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.

Some have suggested that enactment of a sales tax is a pre-
condition for reform of our current taxes. My question is why?
When a piece of equipment on our farm isn't working right--we try
to fix it first. I'm convinced that the people of Montana are
sending you the message that they want you to fix the taxes we
already have, before going out and getting new ones. When the
Montana Ambassadors were asked why they had not mobilized an army
of support for a sales tax, the honest answer would have been
that there is no army of support to mobilize for a sales tax.

What kind of revenue potential are we talking about in our
existing taxes ? Two years ago, the MAPP Tax Study estimated
that existing loopholes cost roughly $285 million a year.
Theoretically, you could reduce those loopholes 40% across the
board and derive about $120 million of the additional revenue
anticipated by SB 469 without increasing overall rates or adding
new taxes. The potential for new revenue in the differing income
tax reform proposals introduced this session, is substantial. I
subnmit that this approach is not only much fairer, but also more
in line with what Montanans want. I strongly urge you, in the
waning days of this session, to not waste a lot of time on the
proposal before you, but to turn to more realistic alternatives.

Again, on behalf of the Montana Democratic Party I
appreciate the opportunity to testify before you and urge you to
report Wgﬁill ¥ to the full #=swme with a "Do Not Pass"

recommendation. 449? senate
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IN AFFILIATION WITH

THE NATIONAL BUILDING & CONSTRUCTION TRADES DEPARTMENT
AMERICAN FEDERATION OF LABOR — CONGRESS OF INDUSTRIAL ORGANIZATIONS

Secretary-Treasurer

TESTIMONY OF GENE FENDERSON ON SENATE BILL 469, BEFORE THE SENATE TAXATION COMMITTEE,
MARCH 27, 1989

Mr. Chairman, members of the committee, my name is Gene Fenderson and I'm here today
to represent the Montana State Building and Construction Trades Council.

Our organization is made up of unions representing the Operating Engineers, Carpen-
ters, 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 infrastructures. They
are hard-working, highly-productive workers who contribute to making Montana grow. On
behalf of these workers, we urge you to oppose Senate Bill 469.

Mr. Chairman, our organization has long been a moving force behind the Montana labor
movement's opposition to a sales tax. Resolutions opposing the sales tax from our council
and from our affiliated 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 1ike 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 cli-

mates. 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 more
for their meals away from home while on the job. They would pay 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 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 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
Senate Bill 469.
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Box 1176, Helena, Montana

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

TESTIMONY OF DON JUDGE ON SENATE BILL 469 BEFORE THE SENATE TAXATION COMMIT-
TEE, MONDAY, MARCH 27, 1989

Mr. Chairman, members of the committee, for the record, my name is Don Judge
and I'm here today to represent the Montana State AFL-CIO in opposition to
Senate Bill 469.

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: Senate Bill 469 would raise needed revenue for
public services. Unfortunately, it raises most of the 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 compa-
nies that are likely to benefit from the passage of Senate Bill 469.

These companies benefit because the ultimate purpose of sales taxes is to
shift the tax burden off of the corporate world and onto the working people.
They'11 use any argument to achieve that massive tax shift: sometimes the
argument is property tax reduction, sometimes it's to capture so-called tour-
ist tax dollars, and sometimes, 1ike this year, it's funding our public educa-
tion system. Whatever their argument, the ultimate purpose is to shift taxes
off their backs and onto workers. After extracting millions in wage conces-
sions from their employees and enjoying enormous profitability, these compa-
nies are back for more in the way of reduced personal property taxes for
themselves and increased sales taxes for someone else.

The sales tax is always viewed as the quick fix to a state's economic diffi-
culties; 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 a sales tax designed to make them more tolera-
ble 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 imagination to foresee
subsequent Legislatures changing the exemptions, such as Senate Bill 469's
exemption on food. There are 16 states that don't exempt food purchases from
their sales taxes. Not surprisingly, those states are among those with the
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most regressive sales taxes in some national studies. I would nopg that all ", .,
but one of Montana's neighbors (North Dakota) tax food sales. Ifggﬁeﬁg?*uhe e "4QZ—
arguments for a sales tax is "joining the club," as it has been this year,
then we should also be prepared to join the "making a sales tax even more

regressive” club of the future.

Interestingly, the proponents of Senate Bill 469 contend that this sales tax
will provide much needed revenue to reform our current income tax structure as
well, It would allow the state to remove many low income folks from the tax
rolls; and we could eliminate the top two income tax brackets for the wealthy.
But, who pays for all this reform? The wage earners in the middle, and the
low income wage earners who pay sales taxes. Is that really reform?

One of the myths about this year's debate is that the sales tax is Montana'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 the income tax surcharge, estab-
lishing an alternative minimum tax for the wealthy, reform of our current
income tax system by broadening the base and reducing the exemptions 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 regressive tax shifting 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 drastical-
ly -- 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 available to help
balance the state's budget, because the people won't vote for it. And once
again, we urge you to reject this regressive tax that is doomed to failure and
get on with real reform of our current tax system.

Thank you.
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Montana State AFL-CIO response to Dale Harris/Montana Ambassadors re: Corpo-
ration for Enterprise Development 1989 study of Montana taxes

Sales tax supporters have been quoting a recent study by the Corporation for
Enterprise Development in order to support their position, a study which even
the authors have admitted contains mistakes due to their incomplete under-
standing of Montana's tax laws.

The 1989 Development Report Card for the States, issued by the Corporation for
Enterprise Development, rates each state's tax and fiscal environment as one
part of its overall rating. (The level of our various taxes -- property,
sales, personal income -- each make up one-fourth of one of the six sub-index-
es that in turn makes up one of four major indexes for grading the state.)

The Corporation is a non-profit organization which gets a third of its funding
each from Tabor unions, private foundations and the business community.

The Corporation has made some gross errors in its 1989 analysis of Montana's
tax system. When we received a copy of the report, we identified some of our
concerns and asked for the Corporation's response in order to be able to share
that information with you.

The report's grade for tax and fiscal policy is drawn from scores on a variety
of sub-indexes. It appears that several measures or sub-indexes on which
Montana scored well in the 1988 report were eliminated or altered for the 1989
report. In the 1988 report, Montana scored the maximum possible points for
having a system of fiscal notes, for having program evaluation and sunset laws
and for using tax indexing. But all of those sub-indexes on which we got
straight A's in 1988 were removed from the 1989 report. In 1988, we scored
well on the "all other taxes" measure, but that, too, was dropped this year.

The report gives little credit to resource-extraction states that have taxes
on such things as coal mining, oil and gas extraction, etc. Its authors admit
that that's a significant oversight in Montana, where severance taxes have in
the past collected more revenue than this proposed sales tax would collect.

The Corporation completely ignored our coal severance tax trust fund when it
handed out grades for having what they called "rainy day funds," which clearly
our trust fund is. We got an "F" in that category when in fact we should have
received an "A."
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Another tax area in which we might have received some credit, but d#&g” YQTS Lb &
the subject of tax expenditures, which we monitor through the preHyWE;inn aof iff/:?)vé?ﬂ
fiscal notes on all legislation that may increase or decrease statgirepenues. SE40
Another index in which we received no points was general revenue sharing —— +—
between the state and localities. While we have no program called "revenue
sharing," we levy many state taxes that are shared between the state and
localities, the newest and perhaps largest of which is the video keno and
poker machine tax.

However, the corporation's biggest mistake is in using only property, income
and general sales taxes to rate the various states' tax structures. In Monta-
na, that would capture only $802.3 million out of $1.2 billion in state and
local taxes levied in the 1937-88 year, according to the Montana Tax Founda-
tion Inc. That leaves 35 percent of Montana's taxes out of the rating alto-
gether. The authors acknowledge the shortcoming of their system, and even
indicate that other studies have pointed out those shortcomings.

Unfortunately, the false conclusion that can be drawn from this system is that
Montana needs a sales tax in order to have a more balanced revenue system.
That's the conclusion drawn by the Montana Ambassadors, which has been circu-
lating this flawed study without reference to its mistakes and oversights.

Let me quote for you from the letter written by CfED in response to our in-
quiry:

"The first misconception that we want to lay aside is the idea that we
are advocating a sales tax as the answer to Montana's economic ills, The
philosophy of the Report Card is clearly that tax policy is a limited tool for
promoting economic development, especially when used to try to lure out-of-
state businesses, ..."

"While, for most states, our use of income, sales and property taxes to
measure balance produces reasonable results, we recognize that not all states
face the same circumstances. From the material you sent us, it is clear that
in Montana there are specific circumstances (namely, the importance of sever-
ance taxes), which may permit the state to avoid imposing sales taxes and
still meet the test of balance. Therefore, we understand and agree that the
State AFL-CIO's position on sales taxes is a reasonable one for Montana."”



SENCTE TAXATION
EXHBTNO._ /7 o)

DAT . ;?;aéfg

To: Senate Taxation Committee SLLNO__ =g 9%%7‘_;

From: Allen Chronister, State Bar of Montana

Re: Sales Tax

The State Bar of Montana has taken no position on the
general issue of a sales tax. However, the Bar is opposed
to the taxation of legal services, and requests that you
exempt the receipts of attorneys from the practice of law

from the sales tax.

We submit the following points for your consideration on

this issue:

1. A tax on legal services is not a tax on lawyers or the
legal system, but is a tax on people who require 1legal
services, Taxing legal services merely makes the lawyer a
tax collector. While a sales tax on legal services would be
paid by wealthy corporations, it would also be paid by the
woman seeking a divorce. The very poor, if they get legal
services at all, usually get them for free, and the very
rich can easily afford to pay the tax. A sales tax on legal
services, therefore falls most heavily on the middle class

who struggle to pay legal costs in the first place.

2. The tax would apply only to purchased legal services.
Large organizations such as major corporations typically
have attorneys on staff as regular employees and would
thereby avoid paying the tax. Thus Montana Power and
Mountain Bell, for example, would probably pay nothing under
this tax. The average business which has to retain an
attorney for such things as licensing, taxation, business

organization and commercial disputes would pay the tax.

3. Public entities--state or federal--would not pay the
tax. Governmental entities usually have attorneys on staff,

and if they do hire outside counsel, the tax would not

PARF_1_BR 747
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apply. This puts the 1litigant who is opposiang the
government to at least a financial disadvantage since that
litigant has to pay his attorney fee plus the tax. There is
a possibility that equal protection, due process, and equal
access to justice issues are raised. This might be most
acute when an 1individual is sued by the government--a
plumber, for example, whose 1license the state wants to
revoke, or any criminal defendant. The government gets its
legal services tax free, while another cost of defending

livelihood or liberty is placed upon the defendant.

4. People who are sued cannot, as a practical matter,
choose to not use legal services. People who are sued do
not choose to be defendants. It is a situation they are
forced into and it results in a tax that they must then pay.
This stands in contrast to an underlying theme in sales tax
proposals to not tax the necessities of life--food and

medical services for example.

5. Imposing a tax on defendants in criminal matters might
unconstitutionally impair access to counsel. A similar
argument could arise with regard to the constitutional right
to access to the courts for full 1legal redress of

grievences.

6. Practical and equitable problems arise in regard to such
situations as contingent fees (agreements would have to be

' supposedly also paid from the main award). Many

"plus tax,'
cases are taken by attorneys on acontingent fee basis, in
which the attorney is paid a percentage of whatever is
collected in the lawsuit. Jury awards may not contain an
extra amount for attorney fees. When a client pays his
attorney from a substantial jury award it may not work a
hardship, but same is not true of the majority of awards and
settlements, or the workers compensation claimant who pays

his attofney a percentage of his bi-weekly check. Further
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TUTDTIXATION
Exiie it “O-\LL_,;Q:;_
DAT%L
BILL NO.__ &7 &4
deducting a tax could lead to real hardship for those

claimants and for others in the contingent fee arrangement.

7. There are situations with multi-state coannections that
will make application of the tax very difficult. For
example, when an out-of-state entity hires an out-of-state
lawyer to represent it in Montana, is there a taxable event?
If so, when does it begin and end? For example, some years
ago Commonwealth Edison hired William Rogers to challenge
Montana's coal tax. Would that event have been taxable 1in
its entirety, or just for the portion of Mr. Rodgers bill
attributable to the time he actually spent in Montana?
Would it apply to his bill for time spent writing a brief in
New York that was filed in a court in Montana? What about
the Montana attorney who must be hired as local counsel--how

does he go about collecting the tax?

8. Enforcement of the tax may directly conflict with
attorney-client privilege. A most compelling argument
against the tax is the potential for breach of attorney-
client privilege in the event of an audit. As a practical
matter all of a taxpayer's books and records would have to
be open to audit in case of a dispute. This would either
make client files open for audit, leading to serious legal
issues, or 1if the files were not open for audit,
difficulties in enforcement would clearly arise. It is not
enough to suggest that only billing records need to be
audited. Those types of records frequently contain

considerable detail about the work done.

Thank you for your time and consideration.
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NAME YES NO

SENATOR BROWN

SENATOR BISHOP

SENATOR CRIPPFN

SENATOR ECK

SENATOR GAGE

SENATOR HAGER

SENATOR HALLIGAN

'SENATOR HARP

X&k\kkkkx

SENATOR MAZUREK

SENATOR NORMAN X

SENATOR SEVERSON

X

SENATOR WALKER P
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Sectetary 7 Chairman
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Amend HB747, page 14 line 12 following "Section 8" by jingerting the word:«
"certain". SLZ0T B

Page 14, line 12 & 13 after "receipts" strike "of government agencies”.
Line 13 after "(1)" strike the remainder of line 13.
Line 18 following "water", insert "sewer service, telephone service,”.

Line 19 & 20 following "electricity" strike "by a utility owned or operated
by a political subdivision of the state".

Line 20 following "are" strike "subject to" and insert "exempt from".
Section 8 would then read:

New Section Section 8.. Certain receipts exempt. (1) A1l receipts of the
United States or any agency or instrumentality of the United States or of

this state or any political subdivision of this state are exempt from the
sales tax and use tax.

(2) Receipts from the sale of gas, water, sewer service, telephone service,
or electricity are exempt from the sales tax and use tax.
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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 an amendment to SB 469 which
would exempt newspaper subscription revenues from the
bill.

The exemption we are requesting is identical to the compromise
reached with the House Taxation Committee's sub-committee

on HB 747 and concurred in by the entire committee just

last week.

The amendment would mean that Montana's newspapers would
be paying the sales tax outlined in SB 469 on all papers
sold through coin-operated news racks and over~the-counter
sales outlets. It would mean that the subscriptions

sold by the newspapers' carrier forces--both youth and
adult carriers--and through the newspapers direct would

be exempt from the tax.

The compromise in the House committee was reached after
we pointed out several problem areas involving subscription
sales of newspapers.

First, we pointed out the competitive disadvantage such

‘a tax on subscription sales would put on Montana newspapers
competing with out-of-state publications, both newspapers

and magazines. Since the tax could not be placed on the
subscriptions of such publications as USA Today, the

Spokane Spokesman-Review, Time, and U.S. News and World
Report, it would mean Montana publications would be operating
at a distinct disadvantage in this area. On the other

hand, a tax on over-~the-counter sales and rack sales

would be taxed in identical manners and, therefore, the
Montana newspapers would not be at any competitive disadvantage.

Second, we also pointed out the problems inherent with
taxing subscriptions, thereby turning carriers--who actually
are wholesale contractors of the newspapers—--into tax
collectors. The unfairness of this, of course, is that
newspapers would be the only wholesale supplier which

would be asked to deal with a tax on goods and services

they sell to independent contractors.

I will be glad to answer any questions about these and
other problem areas involved with the taxing of newspaper
subscriptions.

We urge the adoption of an amendment exempting newspaper
subscription revenue from SB 469. Thank you.
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