MINUTES

MONTANA SENATE
51st LEGISLATURE - SPECIAL SESSION

COMMITTEE ON EDUCATION

Call to Order: By Chairman H.W. Hammond, on June 24, 1989,
at 11:00 a.m., Room 402,

ROLL CALL

Members Present: Chairman Hammond, Vice Chairman Nathe,
.Senator Blaylock, Senator Brown, Senator Pinsoneault,
Senator Farrell, Senator Regan, Senator Anderson,
Senator Mazurek

Members Excused: None
Members Absent: None
Staff Present: Dave Cogley, Legislative Council

Announcements/Discussion: Chairman Hammond announced that
they would continue, and it appeared they had a
combination of SB 7 and SB 20, which he suggested they
would call a committee bill on school equalization. He
asked Senator Mazurek and Senator Nathe to co-sponsor
that committee bill on the Senate floor. He reminded
them that they had been working on issue #10 (exhibit
#1/June 23). The Committee agreed to the committee
bill proposal, and both Senators agreed to the co-
sponsorship.

DISPOSITION OF SENATE BILL 7 & SENATE BILL 20

Discussion: Chairman Hammond said it had been suggested
they start with item number seven (exhibit #1/June 23).

Senator Nathe said the funding source for SB 20 was with
continuation of the income tax surcharge, inclusion of
the lottery revenue, the soft side of the coal money
(not to take the first 12% which went to the Highway
Reconstruction Trust, or that which went to libraries,
or that which was to go to the soil conservation
districts), and diverting use of the 15% which was set
aside for impact of inflation, and utilizing it for
education, rather than reinvesting it into the
permanent trust. He said he had also increased the
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millage source from 55 mills, to 75 mills.

Senator Mazurek said SB 7 had the same funding sources, even
though the spreadsheet did not show that accurately.
He presented a new comparison sheet. (See Exhibit #13)
He said SB 7 proposed use of the lottery revenue, 75
new mills, a 10% surtax in 1990 and 1991, park
acquisition flow, the education trust flow, and 15% of
the coal tax interest. He stated that both SB 7 and SB
20 were incorrect, in that they had not allowed for
removal of the $2,000,000 for the scientific research
project in Great Falls, which had been passed during
the regular session.

Senator Nathe stated that there had to be an additional
allowance for the renewable resource development
account, to keep the $500,000 for backing the water
bond. He reminded the Committee Members that the
information they were giving, was what the bills had
proposed, prior to the Committee work, and presented a
new sheet reflecting Committee action of June 23, 1989.
(See Exhibit #12)

Madalyn Quinlan said they needed to correct exhibit #12, by
subtracting $6,252,000 from the transportation
schedules, because it was already appropriated in HB
100.

Senator Farrell presented a new spreadsheet from the LFA.
(See Exhibit #11)

Senator Farrell asked where the cash reserve funds went,
which the bills stated were reverted to the general
fund, when retirement and insurance were combined?
Dave Cogley stated that SB 7 had kept retirement
outside, and had put the retirement reserves in the
district's general fund, and it would do the same for
insurance. He stated that by adding those figures to
the general fund, the amount of the general fund budget
was increased. He said current law would make that an
increase of the reserves, and it would become cash
reappropriated, within the general fund budget.

Senator Mazurek said SB 7, page 49, beginning on Line 23,
contained that language. Dave Cogley agreed, section
20-9-104 would require that cash reappropriated would
have to be used to reduce the amount levied for
property tax. He stated that the districts could build
and utilize their reserves to the limits, with that
money, then excess money became cash reappropriated.

Senator Nathe asked if cash reappropriated could be carried
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forward, by increasing the individual amounts of the
budget funds? Don Waldron said that at the end of the
year, it was all reported as a cash balance on the
trustee report, and there was the ability to make
reductions or increases.

Senator Nathe told Senator Farrell that there wasn't a
present fact sheet which showed those figures.

Senator Mazurek asked Madalyn Quinlan and Terri Cohea to put
the figures on the blackboard, so the Committee could
ascertain the funding needed for the different
categories.

Madalyn Quinlan said their figures now provided for the
correction needed in the transportation schedules. She
stated that the revenue estimates had been adjusted to
reflect current laws which had been passed in the 1989
regular session. She said elementary transportation
costs were eliminated, because the state was paying the
full share of those schedules, and that figure no
longer needed equalized. She stated that the lottery
money would now be available, because instead of
funding county retirement, they were not funding the
schedules or the state reimbursement of retirement.

She said the present total revenue available, was
$255.6 million and left a net cost of the present
proposal at $222 million. She said they had calculated
the proposed mills and county miscellaneous revenues
which followed those mills, within each bill, to show
the needed revenue. :

Senator Mazurek asked what the affect on the mills would be,
if a flat tax were placed on o0il, gas, and coal?
Madalyn Quinlan said that they had only been asked to
work on revenue neutral rates for the flat tax. She
stated that oil, gas, and coal represented about 20% of
the statewide taxable valuation.

Senator Pinsoneault stated that if the prospective was that
a surtax be continued to fund the program, then he
thought that was unacceptable. He said he didn't feel
a surtax was designed for long term funding of
education. He said it may be needed in the beginning,
regarding the position of the court, but he did not
perceive a surtax as a continued solution.

Senator Nathe said there had been a lot of pressure for a
sales tax, during the regqular session, and a number of
the legislators had not felt that was viable. He
stated that they had used the surtax as an alternative
way to fund education. He said that an increased
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millage, as a source of funding, created a severe
impact to the energy industry, and created a problem
with the stripper well severance tax credit situation.
He said he had introduced his bill with a low millage,
and the income tax surcharge, to buy time for
developing other sources of revenue.

Senator Mazurek said he agreed that it was not a long-term
source of revenue, but most of the bills revealed that
the problem was a fact of life.

Amendments and Votes: Senator Pinsoneault moved to continue
with a 10% surtax, but the statement of intent should
.clearly state that it was not to be considered a
permanent source of funding for school equalization.
Senator Nathe seconded the motion. The motion Carried
Unanimously.

BAmendments and Votes: Senator Nathe moved acceptance of
diversion of the lottery revenue, for state
equalization aid. Senator Pinsoneault called for the
guestion. The motion Carried Unanimously.

Amendments and Votes: Senator Farrell moved to divert the
15% coal tax interest into the foundation program.

Senator Blaylock asked if the motion would allow for the
Great Falls research project, or if the full 15% was
available? Discussion revealed that the money had
already been appropriated to the general fund, in a
Senate amendment to HB 100.

Senator Farrell withdrew his motion.

Senator Farrell asked what the 45-mill state levy, in item
number seven, exhibit #1, in SB 7 was? Senator Mazurek
explained, that it was a new 45-mill state levy, but in
addition to that, there was an increased local levy in
item number four. He said the total of the state, plus
the increased local, was 120 mills. He stated that SB
20 left the total at the county level.

Senator Farrell asked if they couldn't solve item number
seven, by deciding whether they wanted to apply the 45
mills or not?

Senator Mazurek said he thought they probably could, but he
didn't know where the 46.67 figure had come from in SB
20. Dave Cogley stated that when you used the exact
proportions, presently existing, the total was 46.67,
and the figures had just been rounded off in SB 7. He
said it was correct that both bills raised 75 mills at
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the county level, and SB 7 raised another 45 mills at
the state level.

Amendments and Votes: Senator Mazurek moved to adopt 47
elementary, and 28 high school mills, for a 75 mill
county mandatory levy for equalization. The motion
Carried Unanimously.

Senator Blaylock asked if the park acquisition diversion
took all of the money? Madalyn Quinlan said that it
capped the park acquisition trust. She said that, of
the interest earned from the trust, one third went to
cultural and aesthetic projects, and two thirds went to
.Fish Wildlife and Parks. She said the interest would
still be generated, but this capped the flow into the
trust fund. She affirmed that Senator Nathe was
correct, in stating that the libraries were separate
from the parks and park land acquisition.

Amendments and Votes: Senator Nathe moved acceptance of the
diversion of coal tax revenue from the parks to the
state equalization for two years, or July 1, 1991.

Senator Blaylock moved to recess until 1:30 p.m. (12:17
p.m. ) L]

Chairman Hammond recalled the meeting at 1:40 p.m., and
reminded the committee that Senator Nathe's motion was
before them. He had the secretary read the motion.

Senator Farrell called for the Question. The motion Carried
Unanimously.

Senator Blaylock asked if they could have Senator Gage
explain his flat tax proposal?

Senator Gage presented the amendments in Exhibit #14, and
explained how they would apply. He said they were
proposing a 5% gross tax on coal, which would continue
to be collected at the county level, and distributed on
the basis of mills within the counties. He stated that
this proposal would not keep the school districts tax
neutral, because those districts who didn't have coal
production, were going to share in the revenue. He
said there was also a proposal that the distribution
formulas were going to be based on 1989 mills. He said
that was because, as the counties were capped in mills,
they couldn't continue to raise their mills, but the
schools could raise mills through voted levies or
mandated levies. He said the result was that counties
were receiving less, and the schools were acquiring
more.
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Senator Brown asked what the revenue impact was going to be
with this proposal? Jim Mockler said he believed that
the LFA had indicated that 4.75% would be revenue
neutral, and by going to 5%, the cost to the coal
industry would be $724,000.

Senator Mazurek asked if some were going to pay more, and
some pay less? Jim Mockler stated that two entities
within the industry were going to end up paying the
total increase, while some stayed the same, and others
were going to see a relief.

Senator Regan asked how the proposal fit into the
equalization program on a statewide basis, because this
was on a county level? Senator Gage stated that the
Governor had maintained a desire to keep the extractive
industries fairly neutral, in the equalization process.
Senator Gage said that the only way to do that, was to
get them off of the tax roles, so that millage
increases did not affect them. He stated that the way
to remove those industries, was to tax them on their
gross.

Senator Regan stated that there was going to be a
considerable drop in the value of the mill, in those
counties. She asked what kind of a drop that was?
Senator Gage said he did not have those figures,
because all he had worked on, was a mechanism to deal
with the Governor's request. He said he had primarily
dealt with a way to keep counties and school districts
tax neutral, as far as their 1988 taxes were concerned.

Senator Gage stated that these non-mill generated revenues
were not originally considered in the guaranteed tax
base. He said that a mechanism was needed, because if
a gross proceeds was utilized, they were going to be
subsidizing tax well counties.

Senator Gage presented testimony, as to what was needed for
the purpose of addressing oil and gas. He said that in
order to keep these entities revenue neutral, a
statewide percentage of gross had to be determined,
while keeping school districts and counties tax equal.
He stated that it was proven that a statewide
percentage of gross would not work. He said they had
decided to use a statewide flat rate, with a built in
pertinent value, based on the quantity of production,
which was based on the tax revenue from the latest
year. He said the calculation would have to be made
for every school district, but once the calculation was
made, it would stay constant. He said that when taxes
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were collected in this manner, there was a guaranteed
value, with a constant price and constant production.
He said this method would keep the school districts and
the counties tax neutral. He said he felt it would be
best if the state made all the calculations and
collections, and redistributed the money back to the
counties.

Senator Gage told Senator Blaylock that price changes, as
per determining the value, would be reflected in the
latest collection of total net proceeds taxes. He said
the net proceeds tax figure would reflect both price
changes and the volume of production.

Senator Gage said that counties would distribute the money
collected, to the individual school districts, divided
on the basis of the mills assessed per school district.
He said the proposal froze distribution, based on 1989
mills, so that schools wouldn't eat up county revenues.
He stated that the o0il and gas industry had said they
could live with the proposal, but they needed to
realize that about three entities within the industry
were picking up the entire increase. He said these
entities had agreed to do the subsidizing, if the
industry could be kept somewhat revenue neutral in
Montana. He said the concept was to keep the industry
fairly neutral, and to keep the counties and school
districts neutral, as far as the revenue they were
getting from present gross proceeds. He said it was
important to remember that the proposal froze the
amount of revenue the counties would receive from this
industry, as well as freeze the school district
receipts.

Chairman Hammond stated that the proposal did not freeze
situations where there was a price increase for the
products, or a production increase. Senator Gage said
the proposal did not address new and enterate
production.

Chairman Hammond asked if Senator Gage's amendments had been
incorporated into any of the bills in the House?
Senator Gage said that to his knowledge, they had not.

Senator Nathe stated that they actually had three options
for dealing with the energy revenue. He stated that
they could leave the mills as they were, try a credit
method against the severance tax, or adopt a flat rate
tax.

Amendments and Votes: Senator Nathe moved to accept the




SENATE COMMITTEE ON EDUCATION AND CULTURAL RESOURCES
June 24, 1989
Page 8 of 21

gross flat rate on coal, oil, and gas. (Gage
Amendments) '

Senator Mazurek asked what impact this proposal would have
on the. revenue options, because the figures contained
in the bills were based on net and gross proceeds?
Terri Cohea stated that the affect would be an
approximate 20% reduction in the taxable base, but they
hadn't had time to recompute the figures.

Senator Mazurek asked, assuming a 100 mill levy, what impact
would the flat rates have? Madalyn Quinlan stated that
she would like a few minutes to recalculate the
-figures, and give them accurate information.

Chairman Hammond agreed to set the motion aside, while the
figures were recalculated, because Committee Members
expressed a wish to see the affects. He told Committee
Members to keep Senator Nathe's motion in mind, as it
was still on the floor.

Senator Nathe asked the Chairman if he wanted individual
motions for all of the diversions for the revenue
sources? Chairman Hammond stated that they should have
as many as possible, so that the Committee Bill could
reflect the record.

Amendments and Votes: Senator Nathe moved to accept the
proposal to divert the coal tax revenue from the
education trust fund ($7.582 million), to funding
education equalization for the next two years. Senator
Blaylock called for the Question. The motion Carried
Unanimously.

(No motion or agreement was made, not to divert coal tax
revenue from coal board and county planning, as
proposed in SB 20) Senator Nathe stated that the money
was no longer available, so they would have to strike
that from SB 7.

Senator Nathe asked for an explanation of the expenditure of
the education trust, which exhibit #13 cited SB 20 as
using. He said he did not realize that was in his
bill. Dave Cogley said it wasn't in the bill, and
since he did not make up exhibit #13, he did not know
where the figure had been picked up.

Senator Mazurek agreed that SB 20 did not contain that
language, and he thought everyone, including the
Governor's Office, was looking at that figure for
another use. The Committee agreed to leave that item
alone.
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Amendments and Votes: Senator Nathe moved the corporation
tax allocation to state equalization, be increased to
38%. The motion Failed by a vote of five to four.
Senator Blaylock, Senator Brown, Senator Anderson
Senator Farrell, and Senator Mazurek opposed the
motion.

Senator Farrell asked the Committee to look at the cash
balance (GFR + cash reappropriated) column, in exhibit
#11, and stated that he had an amendment to present.
(See Exhibit #15) He said that the amendment proposed
that instead of giving property tax relief by district,
.it made the district spend the money down to the level.
He said that was done by reducing their foundation
program payments, until they got down. He said the
amendment would make a substantial change, by changing
the base the percent was figured on, rather than
changing the percentage. He stated that exhibit #11
showed the difference his proposed amendment would
make. He said the last column showed the amount which
would go back as property tax relief. He stated that
the last page showed a potential reserve expansion of
$13 million, or $6 million on the other column. BHe
said that with his amendment the foundation program
would not have to spend $72 million, for the first
year.

Senator Nathe asked if PL 874 funds would be refunded to the
districts? Senator Farrell stated that they would have
to spend that money before they received their ANB
payments, but the amendment did not take into account
the affect of PL 874 cash flow.

Senator Nathe stated that the proposal attempted to equalize
PL 874 funds. Senator Farrell said that the
spreadsheet had been run with PL 874 funds still
included, but since the Committee had exempted them in
the Committee Bill being built, it would have to be
rerun.

Senator Regan said she was not adverse to what was being
attempted, but she thought there was a problem. She
asked to have the problem addressed? Greg Groepper
said he also appreciated what Senator Farrell was
trying to accomplish, but there were some
considerations which needed made. He said that school
districts didn't really have a place within the
statute, to account for the money they had at the end
of the year, and that money may have been reported in
the reserves. He stated that the May property tax
payment came to the districts, and that was money they
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had to have on hand for the purpose of meeting
expenses, until the November property taxes came in.

He said that first tax payment was sometimes put into a
reserve account, because there was no other place to
report it. He said he feared there may be an
overstated number of how much was in the reserves,
because of the May property tax payment.

He said that school districts also kept money on
hand, in the accounting system, to pay for the June
bills which were coming in. He said that even though
June 30 was the end of the year, there was a need for
cash on hand to meet unpaid June expenses. He said he
-thought the situation was more complex than it
appeared. He said he thought they could do a better
job of accomplishing Senator Farrell's intent, once
they got the general accounting practices in place.

Chairman Hammond stated that Mr. Groepper's point was much
more valid right now, than it would be when the
districts were receiving monthly payments. Mr.
Groepper said that was correct, because once the
monthly payments were implemented in 1990, there was
going to be less need for the reserves. He stated that
the proposed amendment was to begin this year, and
districts were still required to hold on to the
property tax money.

Senator Farrell said that was not the only money in the
reserves, and asked if districts didn't have from July
1, until the following June 30 to use up reserve money?
Greg Groepper said there could be a reserve in the
retirement account, the general fund account, and that
sort of thing. He said his concern was to allow that
school districts were available to make the transition,
to monthly payments, from the present system. He said
that without knowing how each district was handling the
accounting, he was cautioning them as to the results.

Senator Farrell stated that his amendment did not refer to
what was reported, but said, 35% of the money which was
generated from the local county property tax. He said
he had used reference numbers, but the actual figures
were not known. Greg Groepper said that he now
understood, but he wasn't clear if OPI was to discount
the cash reappropriated, before they looked at the
reserve account, and made a decision to send the
districts their foundation program payments. He said
this was a raw number of 35%, and once a reserve
account was bigger than that, OPI would have to
withhold foundation program payments. He said they
were not allowed to take into account the cash
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reappropriated, in this first year of implementation.

Senator Farrell asked how the amendment could be written, to

include accurate figures, in order to prevent large
expenditures before the amendment became effective.

Mr. Groepper said he thought he understood what Senator
Farrell was trying to accomplish, and would be happy to
help with the figures.

Senator Brown asked some of the school administrators

present, to comment on the proposed amendment.

Frank Loehding, Peerless, Montana, stated that the local

Doug

-districts considered the reserves as their money, and

this proposed looking at it as foundation program
money. He said that at the end of the year, school
boards had to decide if the cash on hand would be
reappropriated as a budget increase, or used to reduce
local property taxes. He said they often chose to keep
the budget up, for the purpose of covering emergencies,
and that was why they considered the money theirs. He
stated that a 1985 statute allowed the money to be
reported in the general fund budget, and agreed with
Chairman Hammond, that the ruling had come about as a
way for school districts to protect their reserves.

Walsh of Plentywood said they had left their money in
their reserve funds, and reduced the reserve funds to
approximately 20%. He said he thought the figures
revealed that most districts hadn't, because you were
looking at reserves plus reappropriation money.

Senator Regan asked Steve Brown to address the PL 874 issue.

Steve Brown asked Senator Farrell how his amendment
would affect what appeared to be a common situation for
PL 874 schools? He said he understood that they
received two payments directly from the federal
government, and often times those payments were missed
or held up. He asked what the amendment would do in a
situation where federal funds were not available at the
proper time? He stated that Browning showed a large
reserve, and that was because they had tried to set
aside some of their PL 874 payments for building
construction and maintenance problems in the school.

He stated that the payments were for federal properties
which could not be taxed, and long term educational
needs.

Senator Farrell asked, why this wasn't in the building

reserve. He said the amendment didn't affect the
building reserve. He asked, if PL 874 payments were
for instruction, how were they saving that money for
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buildings, in their general fund? Steve Brown stated
that there was not a limit on the purposes of PL 874
payments. He said his major concern was that PL 874
payments often weren't made in a timely fashion. He
asked if PL 874 payments would end up penalizing
foundation program payments to those districts, if the
payments showed up as a large reserve, when they showed
two payments in on fiscal year, and one of those
payments was actually overdue? He asked if this was an
attempt to equalize those funds?

Chairman Hammond said that all of the testimony had been

Doug

John

that the foundation monies weren't enough for those

-schools to operate, and they had to use their PL 874

funds. He said, if that was true, there shouldn't be a
lot left. Steve Brown said he had been trying to refer
to those situations where there was a double whammy,
when two payments may have arrived at nearly the same
time, because one was late in arriving.

Walsh stated that their school district tried to run a
building reserve fund a number of years ago, and it had
failed. He said they needed $250,000 allotted for
asbestos removal, and that was what they had planned on
using part of their reserve for. He stated that
Peerless also had a $135,000 asbestos removal estimate.
He said they had a number of problems like that, and
they felt they should be able to use their reserves for
that type of things, if it was possible. He said it
had been their intent to take care of their school
districts, not go on a spending spree, to avoid fines
and further expense.

McNeal, Savage, Montana, said that if you had some lead
in time, with 20% reserves, school districts would be
spending the reserve monies. He said it was local
levied money that had built those reserves, and they
would be spending it for asbestos removal, roof repair,
or something like that. He said that if schools knew
they were going to be allowed the 20%, it would be
spent for educationally sound reasons, but it the
proposed curtailment took place, they money was going
to be used for immediate needs.

Senator Farrell asked why, 104 teachers had been laid off in

Billings, and the reserves kept at a maximum? He asked
why districts kept the reserve accounts so high, if
they knew they had maintenance problems which needed
fixed? Doug Walsh said he could not speak for
Billings, but reminded them that asbestos could not be
removed until the regulations were in place. He stated
that this was their first opportunity to do the
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asbestos removal, and they were doing it now.

Senator Regan stated that Billings had spent their reserve
funds down, and that was why all of the teachers had to
be dismissed, and they had reorganized their whole
curriculum try to find a solution.

Chairman Hammond said he didn't feel they could address the
proposal any further, until Senator Farrell was able to
return with the revised figures, and additiocnal
information.

Amendments and Votes: Senator Nathe moved to delete the
.$11.6 million, placed in SB 7 and SB 20, for
transportation, including appropriation. (leaving it
as contained in current law, and study it during the
interim) The motion Carried Unanimously.

Amendments and Votes: Senator Mazurek moved to adopt all
items in item #17 of exhibit #1. Senator Nathe called
for the Question. The motion Carried Unanimously.

Chairman Hammond stated that Senator Farrell now had the
numbers he wished to present, concerning the gross flat
tax. Terri Cohea said they had computed their figures
from the information contained in a report which the
Department of Revenue and the Legislative Fiscal
Analyst had collected from each county assessor earlier
this year. She said the report showed taxable
valuation, by class of property, by the school
district. She said that only Sanders County had not
been able to provide the information. She said they
used that tax base, and had an evaluation of net
proceeds, and gross proceeds for each school district
in the state. She said that valuation had to be
multiplied by the number of school mills which were
levied. She said that in order to calculate the
revenue neutral breaks, they had accounted for all of
the current levies that the property would be subject
to, and calculated the total taxes paid by net and
gross proceeds on oil, gas, and coal (leaving out the
other kinds of metal and miscellaneous mines). She
said that had given the revenue neutral rates, which
were weighted averages between stripper and regular
production. She stated that the weighted average was
8.2% for oil, 13.5% for gas, and 4.7% for coal. She
said that they had figured out what the off-setting
amount would be, in order to keep 0il, gas, and coal
revenue neutral. She said that at 80 mills they would
be looking at $14 million, $16.4 million at 85 mills,
$18.4 million at 90 mills, $20.3 million at 95 mills,
$22.3 million at 100 mills, and $30 million at 120
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mills.

Senator Nathe asked if the rebate held true if they adopted
the flat rates, at the figures which she had presented?
Madalyn Quinlan said that each type of property (o0il,
gas, and coal) were revenue neutral at different mill
rate averages. She said that with the figures she had
given them, it was possible to keep the rates which
were in the amendment, versus setting them at the
various statewide mill levies. She said that if they
set a 100 statewide mill, and stayed on the current
taxing system, you could choose to bring them back down
to 85 mills by applying 15 mills to the property. She
.said that if these were the figures they chose, then
that would calculate their credit.

Senator Mazurek asked, assuming 100 mills, statewide, on the
existing base, and if you went to a flat rate on oil,
gas, and coal, then the amount of money needing made up
would be $22.3 million? Madalyn Quinlan said yes.

Senator Nathe asked why she had told him the figures weren't
interchangeable. He said they had three ways to handle
the situation; raise the mills and drive taxes up for
the energy industry, raise the mills and credit it back
to the industry, or utilize the flat gross. Madalyn
Quinlan said that one of the reasons she had said no,
was because the impact on o0il, gas, and coal was
different. she stated that giving everyone the same
number of mills in credit, would be different than the
total rebates which were proposed.

Chairman Hammond asked Jim Mockler to explain the situation.
Jim Mockler said that ten mills, for the coal
industry, was worth $1.3 million. He said it
could be multiplied out from that figure.

Senator Mazurek asked if he could utilize that $1.3 million,
by stating that the average mill on coal was now X, and
to arrive at a new number it would be the value of one
mill times the difference, and that would give the
impact. Jim Mockler said that was correct.

Chairman Hammond reminded them that Senator Nathe had made a
motion earlier, and it was still pending. The MOTION
READ AS FOLLOWS: Senator Nathe moved to accept the
gross flat rate on coal o0il and gas. (Gage amendments)

Senator Gage told Chairman Hammond there was no difference
whether a credit was given, or if their tax was set at
the net level, and put the money you were going to use,
into the foundation program. He thought it was foolish
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to go to all of the extra work of figuring a credit,
and distributing it.

Senator Regan asked if there was a difference, if a rate was
set, when a credit was used, versus the flat rate?
Terri Cohea said that if you calculated what an oil
producer paid in 1989 taxes, then applied the new
increased mill levy and had him pay at the full rate,
you would know exactly what he had paid. She said you
would then allow him a dollar for dollar credit for the
increased amount he had paid because of the increase in
mills. She said the total cost of the proposal for
coal, metal, o0il, and gas, at 100 mills was $8.48

-million, but the general fund for foundation program
costs was only $5.1 million. She said the difference
was that while 100% of oil severance taxes went to the
general fund, only 19.19% of the coal severance tax
went to the general fund and the school equalization.
She stated that the net effect was that by giving a
credit, you would be reducing the tax collected, and on
the coal 50% of the tax collected went into the trust.
She that in essence a credit would reduce the general
fund and foundation program cost, and a flat tax would
make it 100% of cost on the foundation program.

Amendments and Votes: Senator Mazurek made a Substitute
Motion to adopt a total mandatory levy of 100 mills,
but provide a flat tax on coal gross proceeds at 5%,
oil at 8.4%, and gas at 15.25%. Senator Brown Seconded
the motion. The motion Carried five to four, with
Senator Nathe, Senator Farrell, Senator Anderson, and
Senator Hammond opposing the motion.

Chairman Hammond stated that item number seven, exhibit #1,
was completed, and items number four, eleven, and
eighteen were left. He said that since they had raised
the millage to 100 mills, and had agreed on the basis
of 75 mills in item number four, they may need to
revisit that item.

Senator Nathe asked Greg Groepper to explain the state and
county split? Greg Groepper said he would like to
suggest returning to the point it had left the House
select committee, during regular session. He said that
agreement had been that the local tax effort had to be
maintained for PL 874, but the Legislature had also
wanted to insure that there was some money from the
foundation program which could be withheld for
districts who hadn't reported. He said they had agreed
to leave the 55 local mills, and any mills above 55,
which were statewide, would be called a statewide mill.
He said that with the manner in which the bill was
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presently written, the Legislature was going to expect
the Board of Public Education to direct his department
to withhold foundation program payments on districts
which did not report. He stated that if the county
mills were too high, they may get all of their
foundation program money from the county level, and
there would not be a mechanism for withholding.

Senator Brown asked Terri Cohea to present the information
on what was needed for a phase-in. (See Exhibit #16)
Terri Cohea said the chart was comprised of rough
numbers, but what she had done was take the cost of the
bill, as it stood this morning, taken transportation
-and retirement out, then phased retirement back in over
a three year period. She said that for the first year
she had taken the average statewide mill levy for
retirement, and if a district had costs which were in
excess of the average, the state would pay the excess.
She said that in the second year each district had 50%
of the total retirement cost, and the third year the
state had 100%, and that indicated the new cost. She
said she then took existing revenue and put in the 10%
surtax which had been voted in Committee. She said
that in fiscal 1991 there were two years surtax,
assuming that it was imposed with an effective date of
January 1, 1989, and thereafter there was one year of
revenue, each. She said that showed the "GAP" between
those revenues, and the cost above, and the bottom
segment showed what the "GAP" would be, with the
various mill levies. She asked members to enter a new
column for 100 mills, and that would be a deficit $17.1
million for 1991, a deficit $33.1 million for 1992, and
a deficit $59 million in 1993. She explained that
committee action this afternoon had added approximately
$9 million worth of revenue for 1991. She stated that
the $9 million had been picked up through the park
acquisition money, the education trust, and other small
holdings. She said that was two years worth of all
that, and 1992 and 1993 would only have one year of
that at a ball park figure of $5 million each. She
said that before they looked at the cost of the mineral
producers adjustment, they stood at a deficit $8.1
million in 1991, a deficit $28.1 million in 1992, and a
deficit $54.0 million in 1993. She stated that they
had increased their costs, by holding the energy
producers constant. She said the figure Madalyn
Quinlan had given, at 100 mills, was $22.3 million, so
they had to add those to all three years, creating a
present bottom line was a deficit $30.4 million in
1991, a deficit $50.4 million in 1992, and a deficit
$76.3 million in 1993.
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Senator Brown asked, her if she could show them what would
happen if retirement was phased in differently, by not
taking on the $19.3 million until 1992, and phased it
in more slowly? Terry Cohea she said they would
basically be at a deficit $11 million in 1991, a
deficit $43 million in 1992, and a deficit $50 million
in 1993.

Senator Nathe suggested that they could utilize the money
put in the Schye bill, from the Kadas-Ramirez bill,
which was the guaranteed tax base concept on
retirement. He said that could probably save them
between $10 and $13 million in cost, and that would

-save about $36 to $38 million.

Senator Regan asked if that savings would be on a phase in,
or full bore retirement, with a guaranteed tax base.
Senator Nathe said he believed that was full bore, with
the guaranteed tax base.

Senator Mazurek said there was something wrong with the
energy credit numbers, because they had used a dollar
for dollar credit, and at 100 mills the impact was
supposed to be $8 million. He stated that the LFA
numbers on a flat rate, at 100 mills, he thought should
yield roughly the same amount of dollars. He said the
difference showing was significantly different.

Senator Gage stated that the only way they were going to
know, was to do what Terri Cohea had done, and that was
to do each school district basis separately. Terry
Cohea said she would be happy to go compute this and:
see what the difference was.

Terri Cohea reported that the difference between their
numbers was that she had done a computer run, comparing
on a school district by school district basis, using
the current mill levies for comprehensive insurance,
general funds, and retirement, then a run to determine
what the tax collections for net and gross proceeds
would be, at 100 mills. She stated that in a lot of
places the o0il or natural gas producer was already
paying more than 100 mills for those three items. She
said those producers wouldn't get any credit, under her
numbers. She said those figures would only credit
those producers who were paying less than 100 mills
today, so their's was going to be increased, as a
result of this bill. She said those were the only ones
who would get the credit, and that was why there was a
$8 million total cost, and the general fund and
foundation program only showed a $5.4 million figure.
She said that if you took the $5 million cost, you were
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at a deficit $13 million in 1991, a deficit $33 million
in 1992, and a deficit $59 million in 1993.

Senator Mazurek stated that they could increase the
percentage of the individual income tax, which was
going into the foundation program, by a percentage
large enough to bring $13.1 million in 1991, and be in
balance. He said they would be taking a portion of the
new revenue, and leaving the remaining portion for an
ending fund balance.

Senator Farrell stated, by looking at the Kadas-Ramirez bill
figures, a 5% surcharge raised around $12 or $13
‘million. He said if you went from 31% to 33% for the
income tax allocation, they should pick up around $10
to $11 million on individual, and Senator Nathe's
increase on corporations was another $12 million.

Senator Farrell asked, if they took the increased income tax
allocation, didn't they reduce the general fund
balance? He said that all you had to do was take that
percentage and bump the figure up to what was needed to
cover it. There was general agreement that the
procedure would work.

Chairman Hammond stated that they really didn't need a
motion for this, they were just trying to look it over,
to determine if they were arriving at a workable
solution. He said they still had to finish item number
four, exhibit #1.

Amendments and Votes: Senator Nathe made a motion to
clarify that county mandatory levies were 34 mills
(elementary) and 21 mills (high school) and the state
levy was 45 mills (total mills = 100). Senator
Anderson called for the Question. The motion Carried
Unanimously.

Chairman Hammond said they hadn't completed item number ten,
exhibit #1 concerning the reserves. He said they had
amended it, but had no flnlshed taking care of the
entire item.

Amendments and Votes: Senator Farrell moved to set a limit
on general fund cash reserves at 35% of property taxes
levied in support of the general fund budget, excepting
PL 874, protested tax settlements, consolidation
bonuses, and a minimum $10,000 amount. (Amendment in
exhibit #15, with PL 874 exception) The motion failed
six to three, with Senator Nathe, Senator Blaylock,
Senator Brown, Senator Regan, Senator Anderson, and
Senator Mazurek opposing the motion.
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Senator Mazurek stated that they had removed retirement, but
within item number sixteen, exhibit #1 there were
special ed retirement funds which they had not dealt
with. He asked if they didn't need to be consistent
there? The committee agreed that was correct.

Amendments and Votes: Senator Mazurek moved to remove
special education retirement as a special education
allowable cost, and remove the $4.3 million appropriation
contained in SB 7 and SB 20. Senator Regan called for the
Question. The motion Carried Unanimously.

Amendments and Votes: Senator Nathe moved allocation of the
percentage of individual income tax to state
equalization aid be increased by an amount which was
sufficient to raise $11 million for the total fiscal
year 1991 equalization funding shortfall. The motion
Carried Unanimously.

Discussion revealed work needed on item number eleven,
exhibit #1. Senator Nathe explained that this was the
amount of funds going into category eight. He said
this was what the House select committee had put. He
said it contained the Nelson amendment, from the floor
of the House, and the Glaser amendment. He said this
was the adjustment for those elementary schools over
300 ANB, and it was in SB 20, but not in SB 7.

Senator Mazurek said he did not know what the statewide
ramifications were, but in his district, it helped the
elementary, and the offset was almost dollar for dollar
in the high schools.

Chairman Hammond said he was sure the House had put it in.
He said he didn't think there was any harm done, if it
didn't get put in here, because he was sure a
conference committee would be finishing this anyway.
He stated that it was up to the committee.

Senator Regan said it would help her district, but she
thought it was an unfair thing to do. She said there
were nine categories in elementary, and she thought the
school community intended to look at these categories,
and do a revision. Therefore, she felt the Committee
should not arbitrarily commit to an increase.

Senator Pinsoneault asked if they felt they could get an
agreement? Chip Erdman said he thought they could, it
was just something that hadn't been examined for a long
time. He said that even big school administrators were
in favor of not putting it in, in an effort to look at
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the situation.

Amendments and Votes: Senator Mazurek moved to adopt the
language in SB 7, for item number eleven, exhibit #1,
which would allow for no separate increase for category
8 elementary districts. The motion Carried seven to
two, with Senator Nathe and Farrell opposing the
motion.

Chairman Hammond stated that fhey still had to finish the
phase-in procedure in item number eighteen, exhibit #1.

Amendments and Votes: Senator Mazurek moved to phase in
‘retirement funding from the state, starting in the FY
92 (estimated $19.3 million), FY 93 (estimated $26.4
million), FY 94 (total state funding). The OPI
suggestion to adopt rules apportioning retirement
subsidy in FY 92 to districts with above average
retirement levies for full amount of costs over amount
raised by average levy, then half of total costs in FY
93, the full state funding in FY 94 and beyond.

Greg Groepper gave a review of the explanation of how the

proposed amendment would work. He said he thought some

. bills in the House were looking at some guaranteed tax
base for retirement, so if Senator Mazurek's proposal
was in this bill, there would be some time to sort the
situation out. He said that if a guaranteed tax base
was included in this bill, then that would probably be
a dead issue.

Chairman Hammond stated that there were presently some
districts taking care of retirement for other
districts, because it was equalized within the county.

Senator Regan called for the QUESTION. The motion Carried
eight to one, with Senator Farrell opposing the motion.

Senator Farrell said he wanted to know how much one time
funding was in the proposed committee bill? He stated
that they had put in a two year surcharge from one
year, and then it continued for FY 92 and FY 93.

Senator Nathe mentioned the fact that Legislature would be
back in session before the bill would be in effect. He
stated that the surcharge amounts added up to $54 million
worth of one time money, and if the coal tax diversions were
not made permanent that was another $9 million, so that was
approximately $63 million. He said that if the increase

. from 31% to 34% permanent, that was another $22 million, so
the biennium figure would be $82 million.

g
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Senator Mazurek stated that it was not one time money, but
what the committee had elected to do, was extend the
surcharge two years. He said you could leave the
surcharge on, leave the coal allocations on. He said
part of the figure was because they had not imposed $22
million on the resource people, and that could be made
up. He said it could be addressed, if they did not
want it that far out of balance.

Senator Nathe agreed, he would like to stress that this was
all ongoing revenue, with no one time accelerated
collections. However, he said it was admittedly,
.probably patchwork type revenue, because they had not
identified a permanent ongoing identified source of
funding for education. He said that with the tough
economic times he did not see how that was possible at
the moment.

Recommendation and Vote: Senator Brown moved to recommend
the Committee Bill they had constructed, DO PASS.

Senator Pinsoneault said that in recognition of what the
sponsors of the two bills had done, he would like to
see both Senators share the responsibility of carrying
the Committee Bill on the Senate floor. Chairman
Hammond stated that he asked them to do that, and they
had agreed.

Senator Pinsoneault called for the QUESTION. The motion

Carried eight to one, with Senator Farrell opposing the
motion.

ADJOURNMENT

Adjournment At: 7:00 p.m.

1.

SENATOR H. W. HAMMOND, Chairman

HH/jj/ct
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5¢fth LEGISLATIVE SESSION -- 1989 Date
NAME PRESENT ABSENT EXCUSED
SENATOR ANDERSON ~
SENATOR BROWN -
SENATOR BLAYLOCK ~
SENATOR FARRELL -
SENATOR REGAN ~
SENATOR NATHE —
SENATOR PINSONEAULT —
sﬁNATOR MAZUREK | -
SENATOR HAMMOND _

Each day attach to minutes.
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THE MEETING OF JUNE 24 IS A .CONTINUATION OF THE PREVIOUS DAY'S MEETING.
THE EXHIBITS BEGIN WITH # 11.
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§NATE EDUCATION
EYRIBIT NO._ Pt em

pATE

Senate Education Committee Action as of 6-23-89 ey w0 - SHBAR2
Public School Equalization Proposal Bebt 3 3/7¢ptﬂkl_/
Expenditures (Millions) Elementary High School Total
General Fund Expenditures $279.001 $167.887 $446.888
Comprehensive Insurance $6.546 - $4.103 $10.649
Allowable Special Education ($17.572) ($6.954) ($24.526)
P.L. 874 ($11.950) ~ (%$6.124) ($18.074)
Total FY88 Base w/o Retirement  $256.025 $158.912 $414.937
Cost of Committee Proposal
Foundation Schedules * $254.694  $158.085  $412.779 A
Retirement 30.614 17.597 48.211
Special Education Retirement 3.321 1,315 4.636 /uuihéﬂﬁ‘ééﬁ ‘
Transportation Schedules 17.911 — o, RTS8, 080 @
Legislative Study 0.020 -
Telecommunications 0.500
Conversion to GAAP 0.354

Total Cost $484.411 ((2%“ /9/;ﬁ27.,/57€2;>

* Includes a .52% adjustment for 180 day limit
Cap based on 117% of Fiscal 1988:- 121%

Prepared by the Office of the Legislative Fiscal Analyst June 24, 1989
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Total Revenue $265.984 $265.666 $265.666 $265.666
COAfo datdio $319.067 $407.953 $432.550 $422.711
fiafaniced Tex tase A 1 R
a%ﬁgﬁwn Schedules §.955 £.253  17.911 17.911
Spec&a 33.862 33.862 38.498 38.498
Cojstaton % Sl IR
Telecommunicationd, study 0.020 _0.020  0.020 _ 0.020
Total Cost $408.809 $448.442 $538.044 $479.845
Revenue
Special Educatl 00 33.862 33.862 33.862 '$33.862
Té"ﬁnifoamﬁ%n T 50100 v33.581 $33.567 w3408 #3384
ementany aanépohtaiton 3.717 3.717 3.717 - 3.717
Loffeny Revenug 1.550 3.550 3.550 1.550
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Coaponration_tax_%ea 0.000 0.000 0.000 12.373
Other Coal Ta DLveaALonb 0.000 0.000 0.000 2.824
"15% Peamanent Trust Inferest 0.000 0.000 9.960 0.000 %
Total Revenue $145.093 §1§0:575 4251.835 $181.647 )
Net Cost of Proposal $263.716 $267.867 $286.208 $296.198§ %
Additional General Fund Required !§g:g6§) $2.201.  $20.542 $32 532
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Coal Gross Proceeds Tax ‘ 7«%?,L,

Section 1. Section 15-6-132, MCA, is amended to read:

"15-6-132. Class two property--description--taxable
percentage. (1) Class two property includes+

4a} the annual gross proceeds of metal mines#

{b} the annual gresce preceeds ef undergreund eeal miness
and

{e} the annual gress preceeds eof eeal mines using the strip
rining metheds

(2) Class two property is taxed es fellewss

{a} Preperty deseribed in subseetien {1}{a} is texed at 3%
of its annual gross proceeds, as defined in 15-23-801.

{b) Property deseribed in subseetien {1}{b} ie taxed at 33
3/3% ef its annual grese preceedsr

{e} Preperty deseribed in subseetien {1}{e} i8 texed at 45%

ef its annunal gress preeeedsex"

Section 2. Section 15-23-703, MCA, is amended to read:

"15-23-703. Taxation of gross proceeds--~taxable value for

bonding.
{3} The county assessor shall prepare compute from the

reported gross proceeds from coal a tax roll which he shall
transmit to the county treasurer on or before September 15 each

year. The county assessor may not levy or assess any mills

against the reported gross proceeds of coal but shall levy a tax

of 5% against the value of the reported gross proceeds as defined

in 15-35-102(5). The county treasurer shall proceed to give full
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notice thereef to each coal producer of the taxes due and to

collect the taxes due within 60 days after mailing as provided in
15~16-101.

(2) For bonding, county classification and all nontax

purposes, the taxable value for gross proceeds shall be 45% of

contract sales price as defined in 15-35-102(5).

New Section. Section 3. Disposition of taxes. The county

treasurer shall credit all taxes collected under 15-23-703 in the
relative proportions required by the levies for state, county,
school district, and municipal purposes in the same manner as

property taxes were distributed in the year 1989 for all

succeeding years.

Section 4. Section 90-6-482, MCA, is amended to read:

"0P-6-402. Definitions. As used in this part, the

following definitions apply:

(1) "Affected local government unit” means a local

government unit that will experience a need to increase services
or facilities as a result of the commencement of large-scale %
mineral development or within which a large-scale mineral
development is located in accordance with an impact plan adopted
pursuant to 90-6-307.

(2) "Board" means the hard-rock mining impact board

established in 2-15-1822.

(3) "Mineral development employee" means a person who %

resides within the jurisdiction of an affected local government
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unit as a result of employment with a large-scale mineral
development or its contractors or subcontractors.

(4) "Mineral development student"™ means a student whose
parent or guardian resides within the jurisdiction of an affected
local government unit as a result of employment with a large-
scale mineral development or its contractors or subcontractors.

(5) "Jurisdictional revenue disparity” means property tax
revenues resulting from a large~scale hard-rock mineral
developméﬁt that are inequitably distributed among affected local
government units as finally determined by the board in an
approved impact plan.

(6) "Large~scale mineral development”, for the purposes of
this part, is defined in 90-6-302.

(7) "Local government unit", for the purposes of this part,
means a county, municipality, or school district.

(8) "Taxable valuation” of a mineral development means the
total of the gross proceeds taxable percentage specified in 15-6-
132(2)¢a} when added to the taxable percentages of real property,
improvements, machinery, equipment, and other property classified

under Title 15, chapter 6, part 1."

New Section. Section 5. Extension of authority. (Standard

language to implement 5-4-402(3), MCA, see Bill Drafting Manual,
section 4-17.) .

New Section. Section 6. Codification instruction.
(Section 3) is intended to be codified as an integral part of

Title 15, chapter 23, part 7, and the provisions of Title 15,

chapter 23, part 7, apply to (Section 3).
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Amendments to Senate Bill No.

First Reading Copy 7N e

Requested by Sen. Farrell
For the Committee on Education

Prepared by Dave Cogley
June 24, 1989

l. Page 49.
Strike: lines 2 through page 50, line 12 in their entirety
Insert: "20-9-104. General fund cash reserve. (1) At the end

of each school fiscal year, the trustees of each district

shall designate what portion of the general fund end-of-the-

year cash balance shall be earmarked as cash reserve fer—the
e . 1 fund p— 33 ]

. The amount of the unobligated general fund cash
balance that is earmarked as cash reserve shall may not

exceed 35% of the fimal-—gereral-—fund-—budget—for—the—ensuing
gehoel—fiseal—year—and—shall neot-be—used-for-property—tax
3 . : 1 it ted—by 20-0-141{1)tb)E

portion of the district's general fund budget
which was funded by property tax levies collected and
distributed to the district by the county. Property tax
levies which are collected by the county and remitted to the
state for distribution to schools may not be included 1n the
computation of reserves. Any portion of the unobligated
general fund end-of-the-year cash balance that 1is not
earmarked for cash reserve purposes shall—be—eash

must be
subtracted from the district's foundation program
entitlement for the succeeding fiscal year."

(2) The limitation of subsection (1) does not apply
when the amount in excess of the limitation is equal to or less
than: ,

(a) the unused balance of any amount received in settlement
of tax payments protested prior to [the effective date of this
sectionj; or

(b) any amount received as a general bonus payment under
20-6-401.

(3) The limitation of subsection (1) does not apply if
the amount earmarked as cash reserve is $10,000 or less.

2. Page 125, line 11.
Strike: "26"
Insert: "19, 21 through 26"

3. Page 125, line 17.
‘Following: "Sections"
Insert: "20,"

4. Page 125, line 21.
Following: "Applicability."

1l sb000702.adc
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/’57é;’€7 Bill NO.S:t:&hz Time .fé; -.49

SENATOR

ANDERSON

SENATOR

BROWN

SENATOR

BLAYLOCK

- SENATOR

FARRELL

SENATOR

REGAN

SENATOR

NATHE

SENATOR

PINSONEAULT

SENATOR

MAZUREK

SENATOR

HAMMOND

JAELENE JOHNSON

H.W. HAMMOND

Secretary
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SENATE COMMITTEE _EDUCATION

| o
DGU%Q&ZALZ/ i d L2857 Bill N°ni§§%ié£l_. T”"11§2521223'5

NAME . ____¥ES NO
SENATOR ANDERSON \,/”
SENATOR BROWN s
SENATOR BLAYLOCK e

~ SENATOR FARRELL —
SENATOR REGAN 1///,

SENATOR NATHE -
SENATOR PINSONEAULT »//,
SENATOR MAZUREK \//,-
SENATOR HAMMOND s

JAELENE JOHNSON H.W. HAMMOND
Secretary Chairman

1989
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Date 4// 7 2Y9 Bill No. ga’ge Time G4 2,0.m
NAME ___¥ES NO

SENATOR ANDERSON s

SENATOR BROWN ——

SENATOR BLAYLOCK

v

 SENATOR FARRELL /

SENATOR REGAN o

SENATOR NATHE =

SENATOR PINSONEAULT >

SENATOR MAZUREK

SENATOR HAMMOND —

JAELENE JOHNSON H.W. HAMMOND

1989
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Date & /95 2 Bill No. 94, Time

SENATOR ANDERSON

SENATOR BROWN

SENATOR BLAYLOCK

_ SENATOR FARRELL

SENATOR REGAN

SENATOR NATHE

SENATOR PINSONEAULT

SENATOR MAZUREK

SENATOR HAMMOND

JAELENE JOHNSON H.W. HAMMOND
Secretary Chairman

1989
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NAME _ YES NO

SENATOR ANDERSON -
SENATOR BROWN v//
SENATOR BLAYLOCK V//
SENATOR FARRELL |
SENATOR REGAN =
SENATOR NATHE

\/
SENATOR PINSONEAULT —
SENATOR MAZUREK

s
SENATOR HAMMOND -
JAELENE JOHNSON H.W. HAMMOND

Secretary Chairman

1989
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NAME YES NO
SENATOR ANDERSON ‘,/
SENATOR BROWN >
SENATOR BLAYLOCK ",r
- SENATOR FARRELL o
SENATOR REGAN
-
SENATOR NATHE
>
SENATOR PINSONEAULT
—
SENATOR MAZUREK
"
SENATOR HAMMOND
k28 /
JAELENE JOHNSON H.W. HAMMOND




