MINUTES

MONTANA HOUSE OF REPRESENTATIVES
52nd LEGISLATURE - REGULAR SESSION

COMMITTEE ON TAXATION

Call to Order: By DAN HARRINGTON, CHAIR, on January 29, 1991,

9:00 a.m.
ROLL_CALL

Members Present:
Dan Harrington, Chairman (D)
Bob Ream, Vice-Chairman (D)
Ben Cohen, Vice-=Chair (D)
Ed Dolezal (D)
Jim Elliott (D)
Orval Ellison (R)
Russell Fagg (R)
Mike Foster (R)
Bob Gilbert (R)
Marian Hanson (R)
David Hoffman (R)
Jim Madison (D)
Ed McCaffree (D)
Bea MccCarthy (D)
Tom Nelson (R)
Mark O'Keefe (D)
Bob Raney (D)
Ted Schye (D)
Barry "Spook" Stang (D)
Fred Thomas (R)
Dave Wanzenried (D)

staff Present: Lee Heiman, Legislative Council
Lois O'Connor, Committee Secretary

Please Note: These are summary minutes. Testimony and
discussion are paraphrased and condensed.

HEARING ON SB 61
An act clarifying the calculation of the Montana deduction
allowed for a net operating loss deduction from a trade or
business is limited to items related to Montana Income.

Presentation and Opening Statement by Sponsor:
SEN. CRIPPEN, Senate District 45, Billings, said SB 61 was

at

submitted to the Revenue Oversight Committee during the interim.

It deals with Montana's net operating loss. The net operating

loss can be calculated only from items that are taxable in

Montana. He explained the bill by example. If a person lives in
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Idaho in 1989, and receives $200,000 on the gain of securities
during that year. Early in 1990, this individual moves to
Montana and pays federal income tax on the $200,000 that was
received in Idaho. He has a loss when he files his 1990 Montana
income tax because his federal income tax deduction has exceeded
his Montana income. Under current law, the taxpayer can create a
Montana tax operating loss carryforward because of the federal
deduction. The carryforward can be used for future years. SB 61
will change that. Federal taxes credited to Montana income tax
will be allowed to create a net operating loss. It has a
retroactive applicability date of the taxable years beginning
after December 31, 1990.

There was some concern in the Senate Taxation Committee about how
it would affect the deduction and if it would be lost. They
would not lose the deduction because the state from which they
moved allowed the deduction. If they are going to take a Montana
loss, the federal tax should be related to the income earned
while a resident in Montana.

Proponents' Testimony:

Tom Harrison, Montana Society of CPAs, stood in support of SB 61.

Jeff Miller, DOR, said DOR had an incident occur that was like
the example stated by SEN. CRIPPEN. DOR had a rule to address
the situation. The taxpayer challenged the rule and the
attorneys found out that the rule was ambiguous. We are hear to
make the rule very explicit that the federal tax deduction
allowed in calculating the Montana net operating loss has to be
related to income that Montana has the ability to tax. This does
not affect any existing deductibility of federal income tax from
Montana residents. It only deal with this situation.

Opponents' Testimony: None

Questions From Committee Members: None

Closing by Sponsor:

SEN. CRIPPEN urged committee support.

HEARING ON HB 287

Presentation and Opening Statement by Sponsor:

REP. DARKO, House District 2, Libby, stated HB 287 separates the
public safety funds in the county budgets from the General Fund.
Public safety levies statewide make up 38% of the General Fund,
and we spend $40 million on law enforcement county wide
throughout the state. It is the third largest expenditure for
county governments. The General Fund are $100 million statewide,
roads are $45 million statewide, and public safety is $38
million. They want to use this as a cleaning process on how the
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county levies are spent. It will compete with other funds out of
the General Fund and draw attention to the cost of public safety
concerns. It will raise no new taxes and cost no money.

She proposed an amendment. On Page 1, Line 14, strike "and to
build"; on Line 15, after and, insert "to".

Proponents' Testimony:

Gordon Morris, Montana Association of Counties, stated HB 287
came to the committee by way of a resolution by MACO. The bill
does not propose to increase property taxes. It proposes to take
the single expenditure for public safety outside of the General
Fund and have it stand alone as the other funds do. Public
safety is the third largest expenditure made by counties.

EXHIBIT 1

Counties spent $38.3 million dollars statewide in FY91 for public
safety. The effect HB 287 would move the $38 million from the
General Fund and have it stand alone on the basis of a separate
mill levy. This would come within the perimeter of I-105 and
would not be a tax increase. The only way this could be
increased is by the emergency election provisions in I-105. It
gives the sheriff's department a stand alone basis for budgeting
and accounting purposes. It was never the intention of the bill
to use the levy to build detention facilities; this is the reason
for the amendment.

Larry Fasbender, Cascade County, said the county supports the
bill with the amendment. Problems are arising as far as public
safety is concerned especially in regard to operation and
maintenance of the jails not only on the county level but the
state. The cost being incurred through building these facilities
is increasing. Cascade County is proposing that this particular
mill levy would be outside I-105. In Cascade County alone, the
25 mills that are levied only half is used to support public
safety. They feel it necessary for additional funds to be found.
He urged support of HB 287 with the proposed Cascade County
amendments.

Tom Harrison, Montana Sheriff's and Peace Officer's Association,
stated the sheriffs and peace officers are in favor of the bill;
however, the problems arise when they need an emergency mill
levy. As an example, he stated Lewis and Clark County needed an
and passed a $100,000 mill levy last year facing the same amount
in this year. This money translates into a 30% reduction in
retention costs including personnel if it were to not pass. The
emergency levies can stand on their own. The detention problem
is going to need more money and the Legislature must deal with
the problem now or sometime in the near future.
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Opponents' Testimony:

Donald Miller, citizen, stated I-105 was put in place to freeze
taxes. Since then, state and county governments have been
seeking ways and means to continue the rise in taxes. When are
governments going to live within its means?

Questions From Committee Members:

REP. WANZENRIED stated if Flathead County were to remove these
funds from the General Fund without capping the amount of money
raised for the entire year, the General Fund could raise that
amount, and asked Gordon Morris if this wouldn't represent a tax
increase. Mr. Morris said no. Under I-105, regardless of the
dollars that are levied, a county would have to levy for public
safety and for the remaining portion of the General Fund if HB
287 were to not pass. REP. WANZENRIED asked what would be the
advantage of separating the funds. Mr. Morris said the General
Fund and the competition for the scarce funds is becoming
increasingly difficult. It puts County Commissioners in a
position where they have to make decisions between funding. This
would eliminate this type of competition because these budgets
will have to stand alone within the perimeters of I-105. The
only way this levy could increase would be at the expense of
other levies.

REP. HARRINGTON said if HB 287 were to pass, in Butte Silver Bow,
public safety would get 3.21% more money and asked if this meant
a decrease in another fund. Mr. Morris said yes. Butte-Silver
Bow is currently levying 65 all purpose mills. They would have
to fund the $2.9 million for the sheriffs out of the aggregate
mills.

REP. THOMAS asked what will the commissioners will do with the
budget, will they disperse it within. Mr. Morris said the
commissioners have authority over the budgets. They will go
through on a line item by line item and approve the sheriff's
budget as they do now.

REP. O'KEEFE asked in looking at the handout, would public safety
in Lewis and Clark County get an additional 10.15%. Mr. Morris
said no. If you are looking at Lewis and Clark County and the
10.15%, that represents the increase in expenditures authorized
by the adopted budget between FY90 and FY91l. REP. O'KEEFE said
the committee respected I-105 and asked Don Miller if he thought
the people had the right to vote as to whether they wanted better
law enforcement. Mr. Miller said yes, but at the same time, it
is being presented in the form of safety. Safety to many people
has a different meaning. Government is coming into private lives
on an increasing basis and the people are being taxed for it.
When is government going to stay out of private lives? There is
no language in HB 287 that states this will be put to a public
vote. This is his objection. REP. HARRINGTON said HB 287 does
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not raise taxes, so it does not have to go to vote of the people.
If the amendments proposed by Cascade County are adopted, then it
would have to go to the people.

REP. ELLISON asked if MACO supported the amendments. Mr. Morris
said the Association has made an statement that the Association
will not support any local option repeal authority for I-105 or
any effort to drive additional holes in I-105; therefore, the
Association opposes the amendments proposed by Cascade County.
REP. ELLISON asked if the separation of the public safety fund
from the General Fund would make it easier for the counties to
adopt an emergency mill levy. Mr. Morris said there would be a
greater chance for the voters to add tax dollars to their
property taxes specific to public safety services.

REP. GILBERT asked why the bill is needed if the County
Commissioners have the authority now to increase the public
safety fund by decreasing some other fund. Mr. Morris said the
rationale for the bill is that the sheriff's department and the
functions funded out of the department constitute a significant
expenditure of county tax dollars to warrant having a separate
levy for that purpose.

Closing by Sponsor:

REP. DARKO said we have a public demand to punish and detain
people criminals. These are expenditures we cannot anticipate
and pay for. With this demand from the people, they should be
willing to pay for it. HB 287 focuses its attention on the
demand for facilities on the local level. This is a tool for the
local governments to draw attention of the increasing expense of
law enforcement. She opposed the amendment offered by Cascade
County.

HEARING ON HB 321
An act requiring that interest and penalties assessed and
collected on certain taxes be deposited in the state General
Fund.

Presentation and Opening Statement by Sponsor:

REP. REAM, House District 54, Missoula, stated there is a issue
that needs to be addressed. When we collect revenues, we earmark
that revenue for the different agencies. The issue is, if
somebody is delinquent in paying their taxes, there are certain
interest and penalties assessed. It cost the state money to
assess the late fees, penalties, and audits. Should the interest
and penalty money go to the state to pay for the costs or should
they be prorated at the same rate the income tax is? HB 321 puts
all interest and penalty money into the state General Fund.

The DOR has prepared some amendments are clarifying and
technical. They do not change the intent of the bill. EXHIBIT 2
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Proponents' Testimony: None

Opponents' Testimony: None
Questions From Committee Members:

REP. McCAFFREE asked where the revenues will be going. Jeff
Miller, DOR, said 61% would go to the state General Fund, 11%
would go to the debt service fund, and 25% goes to the special
revenue fund for public schools. These are the corporate tax
distributions. The income tax distribution for FY91 are 50%

for the General Fund, 9.8% for the debt service fund, and 33% for
the school fund. Under existing law this will change in the next
tax year.

REP. FOSTER asked if the fiscal note is going to show the same
percentages just presented. Mr. Miller said the fiscal note will
show $3.1 million is collected annually for interest and penalty
payments which 1.8% goes into the General Fund, $1 million into
the foundation program, and .03% into the debt service.

REP. RANEY asked if all the money is going into the General Fund
in the future, why is the bill needed. REP. REAM said he wasn't
sure this will be the case in the future as there are bills
introduced to earmark the percentages again. REP. RANEY asked
why one FTE is required to do this. Jeff Miller, DOR, said the
FTE is needed to change the program and this is one time only
money. A programmer will have to devise the existing scheme of
distribution in three major systems: the revenue control systemn,
the department's system, and income tax processing system.

Closing by Sponsor:

REP. REAM said the bill deals with the policy area. HB 321 could
be sat on depending on what happens in the committee this
session. We have always had money earmarked to the foundation
program and have added General Fund money to the top.

EXECUTIVE ACTION ON SB 61

Motion/Vote: REP. RANEY MOVED SB 61 BE CONCURRED IN. Motion
carried unanimously.

Announcements:

CHAIR HARRINGTON sent HB 287 to the Property Tax Subcommittee and
HB 321 to Income/Severance Tax Subcommittee.
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o

DAN HARRING@DN Chair

NS
/B/ﬂxﬁ/ / /[777/0&//

{

ADJOURNMENT

Adjournment: 10:18 a.m.

/ LOIS O'CONNOR, Secretary

DH/1lo
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HOUSE STANDING COMMITTEE REPORT

January 29, 1991
Page 1 of 1

R N

Mr. Speaker: We, the committee on Taxation report that Senate

Bill 61 (third reading copy =-- blue) be concurred in .

Signed:

Dan Harrington, Chairman

Carried by: Rep.

Bob KM;Z
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/= .
AMENDMENTS 5y 9
HB 321, AS INTRODUCED “\3\@'11.“..%_.

1. Title, line 6
Following: "FUND;"
Insert: "CLARIFYING THE ALLOCATION OF REFUNDS;"

2, Title, lines 7 through 8

Strike: "15-30-142, 15-30-179, 15-30-207, 15-30-321, 15-30-
323, 15-31-503, 15-31-510, AND 15-31-543"

Insert: " 15-1-501, AND 15-31-702"

3. Page 1, line 12 through page 15, line 16

Strike: Sections 1 through 8 in their entirety

Insert: "Section 1. Section 15-1-501, MCA, is amended to
read:

"15-1-501. (Effective July 1, 1990) Disposition of money from
certain designated license and other taxes. (1) The state treasurer
shall deposit to the credit of the state general fund all money
received by him from the collection of:

(a) fees fromdriver's licenses, motorcycle endorsements, and
duplicate driver's licenses as provided in 61-5-121;

(b) electrical energy producer's license taxes under chapter
51; :
(c) severance taxes allocated to the general fund under
chapter 36;

(d) 1liquor license taxes under Title 16;

(e) telephone company license taxes under chapter 53; and

(f) inheritance and estate taxes under Title 72, chapter 16.

(2) All money received from the collection of income taxes
under chapter 30 of this title must be deposited as follows:

(a) 57% of the taxes in fiscal year 1990 and 50% of the taxes

in fiscal year 1991, to the credit of the state general fund;

(b) 9.8% of the taxes in fiscal year 1990 and 8.7% of the

taxes in fiscal year 1991, to the credit of the debt service
account for long-range building program bonds as described in 17-5-
408; amnd

(c) 33.2% of the taxes in fiscal year 1990 and 41.3% of the
taxes in fiscal year 1991, to the credit of the state special
revenue fund for state equalization aid to the public schools of
Montana as described in 20-9-343+; and

(d) all interest and penalties to the credit of the state

general fund.

(3) All money received from the collection of corporation
license and income taxes under chapter 31 of this title, except as
provided in 15-31-702, must be deposited as follows:

(a) 64% of the taxes in fiscal year 1990 and 61% of the taxes
in fiscal year 1991, to the credit of the state general fund;

(b) 11% of the taxes in fiscal year 1990 and 10.5% of the
taxes in fiscal year 1991, to the credit of the debt service
account for long-range building program bonds as described in 17-5-
408; amd

(c) 25% of the taxes in fiscal year 1990 and 28.5% of the

taxes in fiscal year 1991, to the credit of the state special
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revenue fund for state equalization aid to the public schools of
Montana as described in 20-9-343+; and
(d) all interest and penalties to the credit of the state

general fund.

(4) The state treasurer shall also deposit to the credit of
the state general fund all money received by him from the
collection of 1license taxes, fees, and all net revenues and
receipts from all other sources under the operation of the Montana
Alcoholic Beverage Code.

(5) After the distribution provided for in 15-36-112, the
remainder of the 0il severance tax collections must be deposited in
the general fund.

(6) All refunds of taxes shall be attributed to the funds in
which the taxes are deposited. All refunds of interest and
penalties shall attributed to the funds in which the interest and
penalties are deposited.

Section 2. "Section 15-31-702, MCA, is amended to read:

15-31-702. Distribution of <corporation 1license taxes
collected from banks or savings and loan associations. (1) All
corporation license taxes, interest and penalties collected from
banks and savings and loan associations shall be distributed in the
following manner:

(a) 20% must be remitted to the state treasurer to be
allocated as provided in 15-1-501(2); and

(b) 80% is statutorily appropriated, as provided in 17-7-502,
for allocation to the wvarious taxing jurisdictions within the
county in which the bank or savings and loan association is
located.

(2) The corporation license taxes, interest and penalties
distributed under subsection (1)(b) shall be allocated to each
taxing jurisdiction in the proportion that its mill levy for that
fiscal year bears to the total mill levy of the taxing authorities
of the district in which the bank or savings and loan association
is located.

(3) "Taxing jurisdictions" means, for the purposes of this
section, all taxing authorities within a county permitted under
state law to levy mills against the taxable value of property in
the taxing district in which the bank or savings and 1locan
association is located.

(4) If a return filed by a bank or savings and 1loan
association involves branches or offices in more than one taxing
jurisdiction, the department of revenue shall provide a method by
rule for equitable distribution among those taxing jurisdictions."

Renumber: subsequent section

4. Page 15, line 19
Following: "all"
Insert: "tax"

5. Page 15, line 20
Strike: "1991"
Insert: "1992"
-END-
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