MINUTES

MONTANA SENATE
52nd LEGISLATURE - REGULAR SESSION

COMMITTEE ON TAXATION

Call to Order: By Senator Mike Halligan, Chairman, on February
21, 1991, at 8:00 a.m.

ROLL CALL

Members Present:
Mike Halligan, Chairman (D)
Dorothy Eck, Vice Chairman (D)
Robert Brown (R)
Steve Doherty (D)
Delwyn Gage (R)
John Harp (R)
Francis Koehnke (D)
Gene Thayer (R)
Thomas Towe (D)
Fred Van Valkenburg (D)

Members Excused:
Bill Yellowtail (D)
Staff Present: Jeff Martin (Legislative Council).

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

Announcements/Discussion: None

HEARING ON SENATE BILL 339

Presentation and Opening Statement by Sponsor:

Senator Doherty, District 20, said SB 339 deals with
taxation of financial institutions that do business in Montana
but are located out of state. Multi-state banking corporations
are spreading throughout the United States. The bill gives the
state authority to tax non-resident lenders. Non-resident
lenders have a presence in this state and do business in this
state. This is a model act developed by the Multistate Tax
Commission and three other states, Indiana, Minnesota, and
Tennessee, have adopted the act to date.
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. Senator Doherty showed the committee several letters from
companies offering him a line of credit. All of the companies
are from out of state and none of them are registered with the
Secretary of State.

Senator Doherty presented proposed amendments (Exhibit #1)
and reviewed the bill for the committee. He noted Section 6 is
the heart of the bill and indicated there are amendments
exempting credit unions. Apportionment and distribution of the
proceeds are explained in amendment #6.

Proponents' Testimony:

Samantha Sanchez, Montana Alliance for Progressive Progress,
presented her testimony in support of the bill (Exhibit #2).

Opponents' Testimony:

George Bennett, Montana Bankers Association, expressed
strong opposition to the bill. As he understands the bill, if a
Montana bank makes a loan to a Montana resident and the Montanan
moved to another state and stayed there 183 days or if the
collateral that secured the loan moved to another state, the
Montana bank would be deemed to be doing business in those states
and would have to apportion part of its income to those state.
Under terms of this bill, the activities of the customer would
drive the tax rather than the activities of the financial
institution which is a radical departure from nexus. Nexus
defined means "constitutionally, no state can tax anyone unless
there is sufficient economic presence in that state to allow
taxes". As examples, he asked if income of airline employees who
fly over the state can be taxed or if catalog companies who mail
catalogs into the state and take mail orders can be taxed.

He noted the bill is very complex in the tracking and
recording procedures for banking transactions. All debtors and
collateral will have to "tracked" so that the bank knows where it
is at all times. He said there is the distinct possibility that
a bank will another state $50, but will have spent $500 to keep
the reports and process the transaction.

Mr. Bennett presented a report from the Multistate Tax
Commission, Dan Bucks, Executive Director, recommending holding
this concept in abeyance until further study could be completed
(Exhibit #3). Mr. Bennett said there are serious due process,
equal protection, and mechanics of law questions raised by the

bill, and fiscal as well as legal ramifications need to be
studied further.
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John Cadby, Montana Bankers Association, presented a study
on the market state approach for taxation of income earned by
out-of-state banks written by William J. Hunter, Marquette
University (Exhibit #4). Mr. Cadby said the committee should
take another look at taxing credit unions in the state as they
certainly meet the criteria in the bill.

Dennis Burr, Montana Taxpayers Association, said the nexus
issue is a critical factor in the bill. He said there will be a
great deal of litigation if the bill is passed.

Charles Brooks, Montana Retail Asscciation, presented his
testimony in opposition to the bill (Exhibit #5).

Questions From Committee Members:

Senator Thayer asked how the provisions of the bill would
affect secondary market paper such as mortgages.

Mr. Bennett replied a mortgage purchase by an out-of-state
company does not constitute nexus. In order to establish nexus
there must be a direct loan or solicitation. He further
explained the bill is an apportionment bill. The apportionment
is on a formula based on receipts, property, and payroll which is
extremely complex. He noted financial institutions income is
computed the same way as other businesses, however, the
distribution is different. ‘

Senator Van Valkenburg asked Mr. Adams to respond to the
comment from Mr. Bennett that banks will end up collecting less
than they expend in the collection process.

Mr. Adams said this is a very progressive bill. Financial
institutions are just waiting for a test lawsuit. The Multistate
Tax Commission would end up doing a lot of enforcement if the
bill were adopted. In the short term, he did not feel it was
likely that banks would collect less than they spent in
collecting, however, he felt in the long term when all the states
were operating under the Act, that might be the case.

Closing by Sponsor:

Senator Doherty closed by noting banks in this state are not
the "evil empire". He said banks have stood by their customers
during Montana's hard times. He said Montana banks are at a
competitive disadvantage with the large multi-state institutions.
The "out-of-staters" are not contributing to the local
communities, the state, or to the tax base. He urged the

committee to give serious consideration to the provisions of the
bill.
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HEARING ON SENATE BILL 151

Presentation and Opening Statement by Sponsor:

Senator Eck, District 40, said the bill extends medicaid
eligibility level from 133% of the poverty level to 185% of the
poverty level which is the maximum the federal government allows.
The federal government pays 72 cents for every dollar Montana
spends. At the 185% level, a young woman in a family of two
would be eligible if her income did not exceed $15,577. A family
of three could have an income of up to $19,536 and still be
eligible.

The bill was originally heard in Public Health and has come
to Taxation because of the new tax measure included in it.
Every employer will pay a payroll tax on every employee who is
not covered under a health care plan or who do not earn $6000 per
quarter. The increased costs would amount to approximately
$700,000 per year, the tax would be based on that amount. There
are an estimated 56,320 uninsured employees earning less that
$24,000 per year. DOR estimates there are 140,000 Montanans who
do not have heath insurance. Senator Eck presented DOR's
proposed amendments to the bill and an accompanying explanation
of the amendments (Exhibit #6). Senator Eck also submitted a
graph from the Obstetrics Department of Kalispell Regional
Hospital (Exhibit #7) and a revised fiscal note (Exhibit #8).

Proponents' Testimony:

Van Kirke Nelson, Montana Society American College of OB-
GYN, presented his testimony in support of the bill (Exhibit #9).

John Ortwein, Montana Catholic Conference, expressed support
for the bill based on concern for life. Many long term health
difficulties and even mental retardation can be prevented by good
prenatal care. This bill is a reasonable way of ensuring
prenatal care for those mothers and children who are at risk
because of low-income and no insurance. .

Dianne Sands, Montana Women's Lobby, said two-thirds of
those who earn minimum wage age are single women with children.
She also presented testimony from the Women's Opportunity and
Resource Development, Inc. in Missoula in support of the bill
(Exhibit #10).

Paulette Kohman, Montana Council for Maternal and Child
Health, presented her testimony in support of the bill
(Exhibit #11).
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Opponents' Testimony:

There were no opponents.

Questions From Committee Members:

Senator Thayer said he felt more efforts and money need to
be directed toward education and training in order to get women
to seek prenatal care. The program currently in place is not
being utilized fully, he felt.

Ms. Kohman said the advertising is just starting and over
the course of the next two weeks will be fully covered on radio
and television in the "Baby Your Baby" promotion. Department of
Health outreach stations contracting with local Health
Departments will be working to seek out those mothers needing
prenatal care and providing them with services and support
services to access the health care they need.

Senator Doherty said three doctors in Great Falls have told:
him they will no longer accept medicaid obstetric cases.

Van Kirke Nelson replied that is not unusual all across the
state. He felt doctors have a moral obligation to provide
services to all those in need. He said in his community of
Kalispell he and the two other doctors in his clinic provide
60-70% of all the medicaid obstetrical services in the county.

‘Closing by Sponsor:

Senator Eck closed said there will be more and more
education in this area as it has been proven without doubt that
good prenatal care cuts health care costs considerably. She
noted in Bozeman doctors are dividing up and sharing the medicaid
cases so that no one is turned away from service. She said the
bill is a fair and equitable approach to providing the funding
necessary to increase the reimbursement levels.

EXECUTIVE ACTION ON SENATE BILL 115

Amendments, Discussion, and Votes:

Senator Van Valkenburg moved to amend the bill to insert
amendments that had been inadvertently left out of the original
amendments (as per the attached standing committee report).

The motion CARRIED unanimously.

TA022191.SM1
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Recommendation and Vote:

Senator Van Valkenburg moved SB 115 Do Pass As Amended.

The motion CARRIED unanimously with Senators Brown and
Yellowtail absent.

ADJOURNMENT

Adjournment At: 10:00 a.m.

SENATOR M HAL , Chairman

- - v
PR e
I /42?7LAQ9¢4/

~JILL D. ROHYAN§1 Secretary

MH/jdr
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SENATE TAXATION

ROLL CALL

-

COMMITTEE

DATE&?[&Z / Y/

oM
SR LEGISLATIVE SESSION

NAME PRESENT ABSENT EXCUSED
SEN. HALLIGAN X

SEN. ECK X

SEN. BROWN X

SEN. DOHERTY X

SEN. GAGE X -

SEN. HARP X

SEN. KOEHNKE %

SEN. THAYER X

SEN. TOWE X

SEN. VAN VALKENBURG X

SEN. YELLOWTAIL X

Each day attach to minutes.
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Purpose of Amendments to Senate Bill 3398iLL NO Sy 27 g =

1st Reading Copy
Prepared by Department of Revenue
(February 19, 1991)

Amendment 1. This amendment would define the minimum activity
that the Department could consider solicitation. This language

comes from the proposed Multi-state Tax Commission regulations that
are the model for this legislation.

Amendments 2 and 3. Section 32-3-901, MCA exempts credit
unions organized under state or federal law from state income tax.
Amendments 2 and 3 continue that exemption by removing credit
unions from the definition of financial institutions.

Amendments 4 and 5. The Uniform Division of Income for Tax
Purposes Act is codified both at section 15-1-601 and Title 15,
.Chapter 31, Part 3. These amendments change the cross reference to
15-31-301 et. seq. for clarity.

Amendment 6. Under section 15-31-701 and 702, the funds
collected from the corporation license tax on banks and savings and
loan associations are distributed 20% to the general fund and 80%
to the county where the bank is located. This amendment would
clarify that the 20/80 allocation applies to the corporation
license tax proceeds collected from banks located within a county.
Corporation license tax collected from financial institutions not
physically located in one Montana county would be not be subject to
15-31-701 or 702. Therefore, the funds would be distributed in
the same manner as other corporate license tax.
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Amendments to Senate Bill 339 o &/l / g
1st Reading Copy CH DL
Prepared by Department of Revenue BiLL N0 ,
(February 19, 1991)

1. Page 7, line 17.
Following: "relationship."
Insert: "A financial institution is presumed, subject to rebuttal,
to be engaged in regular solicitation within this state if during
the tax period it:
(A) has entered into direct debtor-creditor relationships
with one hundred or more residents of the state; or
(B) has an average during the tax period of ten million
dollars or more of assets and deposits attributable to
sources within the state; or
(C) has in excess of five hundred thousand dollars in
receipts attributable to sources within this state."

2. Page 10, line 6. :

Following: "institution."

Insert: "A credit union organized pursuant to Title 32, Chapter 3,
is not a financial institution for purposes of [Section 2]."

3. Page 13, line 24.

Strike: "(iv) a credit union incorporated or organized under the
law of any state;"

Renumber: subsequent subsections

4. Page 16, line 2.

Following: "in"

Strike: "15-1-601"

Insert: "Title 15, Chapter 31, Part 3"

5. Page 17, line 5.
Following: "under"
Strike: "15-1-601"
Insert: "Title 15, Chapter 31, Part 3"

6. Page 26.

Following: Line 17

Insert: "NEW SECTION 12. 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 collected from banks and savings and loan
associations located within a county 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,
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for allocation to the various taxing jurisdictiondATkithi / L
county in which the bank or savings and loan asgpejgtion is g§/33£§1

located.

(2) The <corporation 1license taxes distributed wunder
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 lcocan 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 1loan
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 subsections
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SB 339 DOHERTY ST TXAION o
IMPOSES FORMULA APPORTIOMENT ON BANKS OATE. ,{ /.,z/ /1)

BILL NO. Q/}’ iﬁ'(/

SB 339 simply requires financial institutions to calculate their Montana
income the same way other corporations do if itisa multlstate unitary
CDI"le"ﬁt wafv/‘ A Cer e Qe M/?’/MC/ W /j?//u, W
Prtakly L Lpishing Shdised, but g Mo
The 3-factor formula now 1mposed by MT tax { 15-31-305-312) W
apportions nationwide income sccording to the fraction of sales, payroli N W
and property within the state of Montana. SBE 239 has a similar formula
based on the fraction of receipts, property and payroll within Montana

The opponents of this bill will claim that the apportionment of nationwide
income by a formula instead of their geographic accounting will impose
Montana tax on income received in other states and that the accounting
necessary to comply with this formuls is too complicated.

It is important to remember that the starting premise of formula
apportionment is that geographic accounting is inherently inadequate in
apportioning the income of a multistate corporation. They will claim they
do only $% worth of transactions in Montana but that ignores the fact that
their Montana operations are an integral part of their nationwide financial
network, and that network shares in the benefits of common management,
common assets and commaon personnel.

Formula apportioment is an old and well-respected idea in the structure
of state taxes. The idea began in the 1800's when the trancontinental
railroad and telegraph were conpleted. Lacal property tax acssessors
realized that the vatue-ef the track or telegraph line that ran through their
state was considerably more valuable (mile for mile) than the tracks and
lines that were entirely local hecause it was part of & lerge integrated
system, even though physically the installations were the same. They
concluded it was fairer to value the property in their state as a fraction
af the whole system.

This was latpr appliprj to incr.rrnp 1a:fes-. In 1922 the Court upheld the

tgpewnter compang tn the state Underwnod carrled on all of 1ts
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tunewriters therae Thp raurt anread thf tn tax anln 5% of its intome
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would he understate the presence of the company in Connecticut and they
upheld a two factor formula, rg}lectmg in the process the claims of the
company that they could prove that only 5% of their income was "earned ”
in Cnnnecticut/ ince that time, more than 30 states have adopted
formula apportionment, using the three factor formula originally
developed in Massachusetts. | have never seen a case in which the three
factor formula was struck down or even criticized as unfair.

In fact, taxes that are not apportioned ( in other words, are based only one

factor such as sales or property value is, according to the U.S. Supreme
Court, inherently suspect.

The Supreme Court has recently examined the formula apportionment of
the major oil companies and specifically rejected the companies’ massive
accounting evidence which tended to show that they operated at a loss in
Vermont snd Wisconsin. It is easy for a multistate corporation to
downstream their profits to states with lower tex rates or to foreign
holding companies. What Vermont quickly realized was that Mobil had
more accountants than they did and they could not demand tax records

from other states to verify the company's claims. As long as they played
that game they lost.

| recommend that the committee refuse to play that game. tnc and
recommend a do pass on this bill.
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RESOLUTION OF THE EXECUTIVE COMMITTEE OF THE MULTISTATE TAX
COMMISSION ON INTERIM REPORT OF HEARING OFFICER RE PROPOSED M.T.C.
REGULATION IV,18.(i): ATTRIBUTION OF INCOME
FROM THE BUSINESS OF A FINANCIAL INSTITUTION

WHEREAS, the Executive Committee has received the Interim Report
of Hearing Officer Regarding Adoption of Proposed M.T.C. Regulation
IV.18.(1): Attribution of Income from the Business of a Financial
Institution dated November 9, 1990; and

WHEREAS, the Executive Committee has reviewed said Interim Report
and determines that said Interim Report should be accepted in its
entirety; and

WHEREAS, the pendlng regulatory proposal wae originally scheduled
for commission action at its July, 1991 meeting, and

WHEREAS, the importance of the pendlng regulatory process requlres
that economic and other data be developed in the public record that
is sufficient for the purposes of the Hearing officer in the making
of hie recommendations to the Executive Committeée herein; and

.WHEREAS, the Executive Committee wishes to provide additional time
for a thorough and studied consideration of the proposed Regqulation
and the facts and circumstances relating thereto; and

WHEREAS, the pending case of Ford Motor Credit Company, Inc. v.
Florida Department of Revenue, No. 88-1847 will likely be decided
by the U.S. Supreme Court within the next several months and that
such decision may provide valuable insight into the method by which
income derived from intahgibles‘may be attributed,

causrters Omcs:

44 Norm Capitol Steet, N.W, New York Audit Ofice: Chicago Audit Otlice Houstan Audd Otce

wite 400 25 W. 4310 Straet, Suitd 212 30 W. Washington, Suite 1600 One Parx 10 Place, Suite 128
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NOW, THEREFORE, IT IS HEREBY RESOLVED that the Executive Committee
adopts all of the findings, conclusions and recommendations of the
Hearing Officer as set forth in his Interim Report dated November
9, 1990. '

IT .IS FURTHER RESOLVED that the Executive Committee directs the
Hearing Officer to keep the Executive Committee apprised of all
developments in this matter.

IT IS FURTHER RESOLVED that the Executive Director develop and
submit proposals for securing the data referred to in the Hearing
Officer's Interim Report.

IT IS FURTHER RESOLVED, in the interest of providing sufficient
time for the further development of the proposed Regulation, that
it not be scheduled for action by the Commission in July of 1991;
and that it will be scheduled for action by the Commission after
completion of the public hearing process and upon further direction
of the Executive COmmittee.

S AdOpted by the EMecutive ‘Committee " of “the Hultistate Tax
Commlssion on this 9th day of November, 1990.

ATTEST: /s/ Dan R. Bucgks
’ Dan R. Bucks :
Executive Director
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Multistate Tax Commission Multistate Tax Commission

386 University Avenue 444 North Capttol St., N.W.
Los Altos, CA 94022 ALAN H. FRIEOMAN. General Counsel Suite 409 -

Phone (415) 941-0556 —_— Washington, D.C. 20001
Fax (415) 941-0557 Phone (202) 624-8699

INTERIM REPORT OF HEARING OFFICER REGARDING ADOPTION OF
PROPOSED M,T.C. REGULATION IV.18.({): ATTRIBUTION OF INCOME
FROM THE BUSINESS OF A FINANCIAL INSTITUTION

On May 10, 1990, the Executive Committee of the Multistate
Tax Commission adopted a resolution ordering a public hearing to
be held pursuant to Article VII.2. of the Multistate Tax Compact
regarding the adoption of proposed M.T.C. Regulation IV.18.(i):
Attribution of Income from the Business of a Financial Institution,
Two sessions of that public hearing have already been held and two
sessions remain to be held, Even though the public hearing process
has not as yet been completed, the Hearing Officer now has
sufficient information that suggests he issue this Interim Report
in order to submit certain recommendations to the Executive
Committee with respect to the future course of these proceedings.
since the Hearing Officer has not had the benefit of the
submissions yet to be made, it is to be emphasized that he is
making no recommendations at this time with regard to the substance
of any provision contained in the proposed Regulation.

INTERIM FINDINGS

The Hearing Officer, based upon the public record developed
thus far, finds that the record falls short of providing sufficient
data upon which he can appropriately determine several issues that
impact the effectiveness of various provisions contained in the
proposed Regulation. For example, the record is thus far bereft
of economic and other data regarding such issues as (1) the
approximate amount of ‘'nowhere" income that results from the
apportionment methodologies currently employed by the states to
impose their income or franchise taxes upon financial institutions
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transactiﬁg business in interstate commerce; (2) the extent to
which foreign financial institutions register with the states and
pay their income or franchise taxes; (3) the extent to which
community banks may be affected by the proposed Regulation in terms
of competitive advantages and disadvantages that may result from
a state's adoption thereof; and the like.

In addition, the Hearing Officer notes that one of the
elements contained in the proposal ~ the "regular solicitation*
nexus aspect of the proposal (referred hereafter as "economic
presehce") - has been called into question by certain
representatives of the financial institutions industry. The
Hearing Officer finds that it is in the best interests of the
states and the affected industry members that this limited issue
be judicially addressed and settled as soon as practicable. The
Hearing Officer anticipates that the states' various litigation

‘efforts with regard to the case of.uggigngl Bellas Hess, Inc. V.
epartment of R e of 386 U.5. 753 (1967),

or the pending case of A1ghgm5__L_nggi;_ggxd_ggmggnlga Ko. 88~
288-G, Fifteenth Judicial Circuit (3/7/90), app. pend., may'provide
some . guidance within the next one to two .year, period as to the
extent and application of the economic presence nexus principle.

The Hearing Officer firmly  believes that an out-of-state
business may create an "economic presence" in its market étate,
through regular or systematic solic1tation by any means, and that
such presence would be sufficient to constitutionally require that
business to comply with various state tax duties, even though that
business is not physically present within the state. . However, many
members of the financial industry will not accept that proposition
unless and until the United States Supreme Court clearly affirms
that legal principle.

Lastly. the case of mmumwmm
Department of Re venue, No. 88-1847 is now pending before the United
States Supreme Court. The decision in the Ford Motor Credit case
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may well provide added guidance as to the power of the state of
commercial domicile to impose an unapportioned tax upon intangibles
or income derived from the ownership thereof.

CONCLUSIQNS ONS

Based upon the foregoing findings, the Hearing Officer
concludes that a sufficiently studied and thorough development of
the proposed Regulation cannot readily be accomplished during the
presently scheduled timetable for the completion of the regulatory
process, Therefore, the Hearing Officer recommends that the
current timetable for completion of the pending regulatory process
be held in abeyance until further directed by the Executive
Committee. During the interim period, the Hearing Officer
recommends the following specific actions be taken:

1. That the Hearing Officer hold the two remaining public
sessions and such other sessions as he determines appropriate
and keep the public record open until further directed by the
Executive Committee.

2. That the Hearing Officer continue to seek from the states
and the financial institutions industry such additional data
that may be necessary to support a final Hearing Officer
recommendation.

3. That the Multistate Tax Commission, through its Executive
Committee, continue to monitor and support various state
efforts to obtain an early judicial declaration concerning the
"economic presence'" and other nexus principles that may be
appropriate for industries that transact business across state
lines without being physically present in the market state.

4, That the Hearing Officer continue to review appropriate
principles for establishing nexus with regard to the financial
institutions industry in addition to that provided in the
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current draft of the proposed Regulations.

5. That the Hearing Officer continue to provide the point
of contact for industry input in order to further the stétes'
understanding of the potential impact of the proposed
Regulation. . '

6. That, given the time necessary for the further
development and consideration of the public record, this
matter not be scheduled for Commission action in July of 1991
as originally proposed; but it be scheduled for action upon
completion of the public hearing process and as further
directed by the Executive Committee. '

This Interim Report of the Hearing Officer is submitted this
9th day of November, 1990.

_... . Alan H. Friedman R :
-~ Hearing Officex™ = it s R SR
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AN ECONOMIC ANALYBIS
OF THE
MARKET BTATE APPROACH FPOR THE TAXATION
OF INCOME EARNED BY OUT-OF-STATE BANKS
A William J. Hunter, Ph.D
Associate Professor of Economics
Margquette University
INTRODUCTION
The revolution in computer technology of the last two
decades has vastly improved competition and the delivery of
services in the banking industry. Automatic teller machines have
freed the average banking customer from the limits that normal
business hours place on her ability to conduct routine financial
transactions. Computer technology has also providea firms and
individuals of even modest means with the ability to "shop"
nationally for the most favorable rates available for both
deposits and loans. While the benefits of enﬁanced interstate
competition might seem so obvious that they scarcely need to be
enumerated, they are perhaps too obvious in that they are taken
for granted in the current policy debate over state taxation of
the earnings of out-of-state banks. Yet these taxes portend such
a serious threat to interstate competition that the potential
economic consequences should be the focal point of the debate.
The rational for states taxing of out-of-state bank; seems

to rest on the assumption that financial transactions conducted



by non-resident institutions constitutes "market exploitation."’
This theory seems to imply that the benefits 6f competition such
as greater consumer access to credit, new and innovative
financial services and the geographic spreading of risk are in
some way exploitative and as a conseguence require state
corrective action through some form of taxation. From an economic
perspective the merit of such a theory is highly suspect for it
completely ignores the benefits that free markets provide to

consumers as well as producers.2

Certainly the exploitation
assertion provides no basis for the evaluation of state fax
policy. However, state taxation of out-of-state banking can and
should be evaluated through commonly accepted economic principles
of good tax policy.

In contrast to the exploitation hypothesis, economic
analysis of state taxation of non-domiciliary financial
institutions raises a variety of cautionary flags. Indeed, the
full cost of this tax to a state and its residents may far
outweigh the benefits brought to the state through higher tax
revenues. Careful evaluation of market state taxation of non-
resident banks raises several concerns as to whether this form of

taxation constitutes good policy. Problems arise in the areas of

excessive compliance costs, the potential for market

! sandra B. McCray, "State Taxation of New Banking

Procedures," Tax Notes (June 4, 1990) p. 1231.

2 Roger S. Cohen, "State Taxation of New Banking Procedures:
A Reply," Tax Notes (July 30, 1990) pp. 631-32.
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discrimination and the possibility the tax would constitute a
_barrier to trade. In addition, the excess burden of the tax --
economic jargon for the value of the change in consumer and firm
behavior as a result of the tax -- may place a formidable cost on
2 state and its residents. The excess burden of state taxes on
non-residents banks include the reduction in financial options
for consumers and the loss of some inter-regional loans. In this
respect the excess burden of the tax translates into greater
financial market instability for states employing market based
taxation; particularly during regional business cycles, and

‘higher levels of risk for state financial systems.

POLICY EVALUATION - TAXATION OF.NON-DOHICILIARY BANKS

State taxation of the income non-resident banks derive from
transactions within that state raises several questions as to
whether such taxes constitute reasonable tax policy. In
particular, these taxes may violate several commonly accepted
criteria for evaluating taxes. Specifically, market state based
taxes can impose burdensome compliance costs on firms, are
discriminatory in nature and reduce inter-state transactions.
While the violatioﬁ of any one of these criteria is sufficient to
raise questioﬁs of the appropriateness of the tax, the potential
impact of market based taxes on the efficiency of financial
markets is cause for serious concern. The excess burden, measured
in reduced availability of credit, adverse influence on state

economic development and higher levels of financial market risk,



may be sufficiently great to caution against any peolicy which .
includes this form of taxation.

Compliance cost. It is generally accepted by economists and

policy analysts that taxes should be imposed in a manner which

3 However, the high compliance‘

tends to minimize compliance costs.
costs has been the uniform experience among the states that tax
the earnings of out-of-state banks. These costs can be excessive,
especially fof smaller financial institutions. First, the tax
requires banks to alter their accounting procedures so as to be
able to identify and track the location of their loans and other
accounts contrary to the way they otherwise conduct business.
Second, given individual state tax laws, banks will be required
to use different accounting methods to calculate taxes due in
each state. Indeed, even among the three states currently taxing
the income generated by non-resident banks a variety of
differences exist. For example, Tennessee and Indiana use a
different apportionment factor for calculating téxable income
than does Minnesota. All three states employ apportionment
factors which are at variance with the Multistate Tax Commissions
proposals. Since banks by changing their accouhting systems incur
relatively high fixed costs, small institutions will be
particularly disadv&ntaged by this tax. Individuals and small

firms will see higher borrowing costs as banks would be required

3 Advisory Commission on Intergovernmental Relations, State

Taxation of Banks: Issues and Options (December 198%) p. 7.
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to spread these fixed accounting costs over a relatively small
loan amounts.

In addition, there is the complicating factor of debt
purchased on secondary markets. Financial institutions frequently
sell debt, especiaily home mortgages, to other institutions or
individuals. Typically these loans are "bundled" together and a
bundle may contain debt instruments from a variety of locations.
Should secondary debt be included in a state's definition of
taxable base even higher compliance cost would result. Indeed, it
is quite possible that the'holders of this secondary debt may not
even be aware of the tax liability attributable to particular
debt bundles. Markets are likeiy to adjust to these conditions by
developing a two tier system. The secondary market which would
evolve from this arrangement would cause residents of market base
tax states to experience higher borrowing costs.

A final element of the high compliance costs in taxing non-
resident banks arises from the possibility of double taxation. If
states fail to provide home banks and financial institutions with
tax credits for taxes paid to othef states, firms would be liable
for taxes in two states on the income generated from a single
source. Given the low nexus standards currently in place for the
states utilizing this tax, it is quite probable that the cost of
compliance, especially for small banks and those institutions
with minimal exposure in these states, is far in excess of tax

liability.



Discrimination. A second commonly accepted element of good tax
policy is that the imposition of a tax should not discriminate
among different lines of business.' However, state taxation of
out-of-state financial institutions on income earned from in-
state transactions is in itself discriminatory because it sets a
different standard for financial institutions compared to
retailers and manufacturers who are subject to the conditions set
forth in P.L. 86-272.

In addition, there is the potential for discrimination in
the treatment of business conducted through secondary markets. As
was noted above the compliance cost associated with secondary
market activity may be particularly onerous. Perhaps in
consideration of this fact, Minnesota which initially included
secondary debt in its tax of out-of-state banks later provided it
an exemption, as does Indiana. (The Tennessee situation is less
clear but it seems thaf the state has not e#empted most seconda;y
market transactions from their tax.s) Yet exempting secohdary
market transactions sets a double standard for taxing identical
sources of income. For example, the secondary market exémption
would imply that a out-of-state bank would not liable for taxes

on income produced by a mortgage it purchased from an in-state

4 Ibid.

5 Joe Huddleston, Commissioner, Tennessee Department of
Revenue to Timothy L. Amos, General Counsel, Tennessee Bankers

Association, correspondence dated July 17, 1990.
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bank. However, the out-of-state institution would be liable for
taxes if it originated the very same mortgagé loan itself.

Taxes as a source of trade barrijers. A third criteria for the
evaluation of state tax policy is that a tax should not form an
effective trade barrier by unduly hindering interstate markets or
commerce.® However, states utilizing market state taxation run a
real risk of erecting significant barriers to their local markets
which will subsequently present problems for the national market.
These barriers result, in part, from the high compliance costs
discussed above and will cause some out-of-state banks to avoid
conducting business in states which levy such taxes. in
particular, fhese taxes are apt to substantially inhibit or even
eliminate many smaller firms from participating in that state's
financial markets. The loss of these firms, even though they may
be small, can have a serious negative effect on the
competitiveness of a state's financial markets. Indeed, the
benefits of competition, lower borrowing costs and greater access
to credit, will be reduced simply by the influence of the tax in
dissuading outside banks even from considering an initial entry
into that state's markets.’

Excess burden. Perhaps the most important criteria in the

evaluation of tax policy is that taxes should be selected and

® Idem, Advisory Commission on Intergovernmental Relations.

7 see William J. Baumol, John C. Panzar, and Robert D. Willig,

Contestable Markets and the Theory of Industry Structure (San
Diego: Harcourt Brace Jovnovich, 1982).
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levied in a way which minimizes the distortions (excess burden)
they imposed on society.® It should be néted that every tax
introduces some distortion because individuals and firms always
alter their behgvior in response to taxes. For example, a tobacco
excise tax will cause the price of cigarettes to rise and
consumers will make fewer purchases. The excess burden of the
tobacco tax is the value to consumers and producers of the
cigarettes not purchased. This excess burden may be quitg large
for a state that enacts a tax which is substantially different
from that of surrounding jurisdictions. For example, it has been
estimated that cigarette taxes in the State of Washington, which
are higher than surrounding states, caused a decrease of 13% in
state retail sales in the early 1970's.’ |
Similarly, the excess burden associated with state taxation
of out-of-state banks is the reduction in the bank loans and the
resulting higher credit costs for individuals and firms. The
reduction in credit is a direct consequence of the imposition of
the tax which reduces the rate-of-return earned by the taxed
institutions. Bank profits are reduced not only by the amount of
the tax itself but also by the added compliénce costs, which for
some firms can easily exceed their total tax obligation. Banks

and other financial institutions will respond to this loss in

! See Robin W. Boadway and David E. Wildasin, Public Sector
Economics (Boston: Little, Brown and Company, 1984) Chapter 9.

° paul Manchester, "Interstate Cigarette Smuggling," Public
Finance Quarterly (1976), 225-37.
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profit in one of two ways. First, banks may simply refrain from
»conducting'business withiﬁ the taxing jurisdiction. This
cessation of business is most likely to occur among small banks
or banks with minimal exposure within the étate because these
banks are particularly susceptible to high compliance costs.
Second, financial institutions who remain active in the market
will offset their lower profits by reducing their exposure to
that market. Either response translate into fewer lcans and a
reduced availability of credit within the taxing jurisdiction.

The existence of the excess burden associated with taxing
income of out-of-state financial institutions is undeniable. What
is not known, however, is the magnitude of this burden. For state
policy makers there are several important questions which need to
be answered before considering the implémentation of this tax.
First, by how much will the tax raise the cost of borrowing
within the state? Second, what impact will the tax have on the
availability of crediﬁ for resident firms and individuals?
Unfortunately, due to the newness these taxes there is little
information available to provide direct estimates of the impact
of the tax on state credit markets. However, studies of the
impact state usury laws may provide some insight into the
response of out-of-state banks to the imposition of state
taxation. Usury laws were passed with the intention of helping
borrowers but they had the opposite effect. Usury restrictions
limit credit and ultimately raise borrowing cost for many

individuals, just as market state taxation is likely to do.



While usury laws and state taxation are mechanically
different, they each have the same impact on the banks subject to
their conditions, both reduce lender rates-of-return. Usury
restrictions lower profits through interest rates which restrict
gross margins. Taxes reduce lender profit through the imposition
of higher tax levies and compliance costs. Since the effects on
financial institutions of both usury laws and taxation are the
same, lower bank profits, usury studies can pfovide some insight
into the potential impact of the market state approach to
taxation on credit markets.

Usury studies indicate that financial institutions
consistently respond to state imposed reductions in their rates
of return in several ways. The most common response is for banks
to move credit out of restricted markets by either shifting
credit to other (non-usury) states or by switching to loans of a
type not subject to interest rate control. This reaction is
consistent with what would Be the expected response of banks to
states enacting market based income taxes. Banks will simply
shift loans to states which do not have market based taxes.

The most disturbing aspect of the usury studies, and one
which bodes ill for market based taxation of bank income, is the
magnitude of the changes in credit availability attributable to
state controls. For example, one study of Tennessee found its
usury limit of 10% interest caused a thirty percent reduction in

finance company loans during the period August 1977 to March
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1978.1°

In total the decline in Tennessee based finance company
loans 6utstanding was $150 million during this time period.
Tennessee consumers also responded by transferring their business
to neighboring states. For example, Tennessee experienced a sharp
reduction in bank auto loans while auto loans made by banks in

! Even small

neighboring Alabama and Georgia rose sharply.’
changes in bank rates of return can lead to substantial amounts
of credit loss. During the first four months of 1974 the States
of Missouri and Mississippi had an 8% interest limit on home
mortgages loans when FHA loan rates averaged about 8.78%. This
small reduction in gross returns (less than 10%) lead to an 18%
greater decline in residential loan contracts in Mississippi and
Missouri than in neighboring states without the 8% limit.? Banks
made up for their lower levels of local consumer loans by
shifting funds out of state, particularly through loans to the
Federal funds market.®

The evidence provided by usury studies suggest that-states
should act prudently when contemplating the imposition of the
market state approach for taxing income from out-of-state banks.

The impact of these taxes on state credit markets will be

¥ Robert E. Keleher and B. Frank King, "Usury:'The Recent

Tennessee Experience," Economic Review: Federal Reserve Bank of
Atlanta (July/August 1978) p. 75.

M 1bid., p. 76.

2 Norman N. Bowsher, "Usury Laws: Harmful When Effective,"

Review: Federal Reserve Bank of St. Louis (August 1974) p. 19.

B 1bid., p. 22.
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negative and, as indicated by a variety of usury studies, may be
substantial. The possibility that the market state approach to
taxation may seriously hamper state financial markets is not
surprising for it merely reflects the flip side of the technology
that has fostered the high level of interstate transactions.
Technology has significantly reduced the cost to banks of
entering out-of-state markets. That same technology means that
banks can just as easily exit state markets when conditions

* dictate. Tax laws which reduce profits by imposing unreasonable
high compliance costs on banks are likely to effect just such a
market condition. Exiting a market may be so costless to out-of-
state banks the overall impact on state credit markets could be

substantial.

THE EFFECT OF MARKET STATE TAXATION ON STATE CREDIT MARKETS

The magnitude of changes in state credit markets brought
about by the imposition of a market state approach in taxing the
earnings of out-of-state banks and financial institutions will be
influenced by several factors. The first is the degree to which
out-of-state firms participate in the state's markets. Greater
participation indicates a potential for significant reductions in
the availability of credit within the taxing state. The second
element is the levei of tax burden, including the compliance
costs, which falls on individual banks. Again the greater the
cost incurred by a bank, relative to their income earned within

the state, the higher the probability it will retreat from the
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market. While the impact of the market state approach taxes on
credit availability awaits empirical analysis, the types of
changes states may expect in their credit markets are clear.
Taxed induced changes in state credit markets will have a
prediétable influence on:

1. market competition and consumer costs,

2. state economic development,

3. regional business cycles, and

4. the level of risk undertaken in state financial markets.
Each of these conditions will be discussed in turn.

Market competition and consumer costs. State bank regulations are

highly restrictive and only eleven states permit non-reciprocal

nationwide banking.M

Thus in the majority states, most out-of-
stﬁte banks are prohibited from a brick and mortar presence.
Indeed it is often in response to state restrictions that banks
are forced to conduct business as a non-domiciliary institution.
Yet, these banks can represent a significant competitive force in
their out-of-state markets. Often out-of-state banks provide
innovative products or services which may not be commonly
available from local institutions. The motive for the out-of-
state bank is enhanced profits which can only be accomplished
when it provides value to.local cﬁstomers. Consequently, the more

a state's financial markets are open to non-domiciliary

institutions, the more local consumers benefit.

" Idem, Advisory Commission on Intergovernmental Relations,

Table 1.
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State imposed taxes on non-domiciliary banks will reduce
market competition by forcing out-of-state to reduce their tax
liability by limiting their market exposure. Financial markets in
these states will become more concentrated as out-of-state banks
either leave the state entirely or reduce their business volunme.
Consumers will suffer in several ways when local credit markets
becoﬁe more concentrated. First, a reduction in the number of
out-of-state banks means that residents will have fewer credit
options and are therefore likely to face higher borrowing costs.
Some services provided by out-of-state banks may be eliminated
entirely. Second, non-domiciliary banks may refuse to take on
small loans in order to compensate for the higher fixed cost
associated with compliance. Lower income individuals and new
business ventures are most likely to be affected by this change
in loan policy.

State economic development. During the decade of the 1980's
states and even cities committed billions of tax dollars to
support private firms in an effort to promote and enlarge
business development and employment opportunities. Tax dollars
have been used to subsidize business plant and equipment, to
provide interest subsidies‘for capital expansion, to proQide
venture capital for new businesses and to fund employee training.
While these government efforts have committed billions of dollars
to the cause of economic development, they pale in comparison to

amount of private sector investments, in which banks play a major
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role. Indeed commercial banks provide some $600 billion in
commercial and industrial loans alone.

State taxation of the income earned by out-of-state banks
hinders economic development by reducing the amount of funds
these banks will commit to state credit markets. Conseguently
there will be fewer'private funds available for direct capital
investment. Interestingly, on the one hand states may commit
billions of dollars in public funds to encourage private capital
formation while simultaneously discouraging private investment
through higher tax levies on out-of-state banks.

Regional business cycles. Generally the business cycle is thought
of as a national phenomenon but regional impacts are often far
more pronounced. It is not uncommon for one part of the country
to be in an economic expansion while other regions languish in
recession. The regional business cycle visits different credit
needs and credit market conditions on states in each phase of the
cycle. In general credit is readily available in states
benefitting from an economic expansion. Although state firms need
capital during expansions, strong revenue streams make it likely
that they will be able to finance their continued growth through
internally generated funds. In addition, rising personal income
adds to bank déposits and provides additional resources to state
credit markets. In contrast credit markets in states undergoing a
recessionary phase of a regional business cycle are generally

tighter because the recession induced decline in personal income
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reduces the growth in bank deposits as individuals draw down
savings for living expenses.

As businesses move out of recession they need credit to
expand and build inventory but the depressed local credit market
may not be able to accommodate their needs. Out-of-state banks
may be an excellent source of credit in this critical time when
local markets are hard pressed to fulfill credit needs. In effect
banks by loaning outside of their region act to reduce the
economic consequences of regional recessions by shifting some
funds from healthy states to moving out of distress. By taxing
the earnings of out-of-state banks, state may be erecting a
barrier to this flow which could ultimately exacerbate local
economic conditions. In effect market based state taxes could
dampen total tax revenues by restricting the flow of an important

source of business credit needed to lift the state out of

recession.

Risk undertaken in state financial markets. Banks and other

financial institutions are subject to a variety of risks. First,
there is the risk inherent in any loan for ultimately some
borrowers may not be able to repay the loan. Second, there is
risk contained in an entire loan portfolio which is often
sensitive to macroeconomic factors outside the control of the
bank. For example business failures tend to rise during periods
of economic recession. A deep recession can threaten a large

portion of business loans held by individual banks.
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As an offset to this risk banks diversify their loan
portfolios by including loans made to a variety of industries or
purposes. Banks can further reduce risk through a geographical
diversification of their loans. Such diversification provides
banks with additional safety, because even the depths of a severe
national recession, many states and regions individually
experience.feasonably good economic conditions.

Market state based taxation encourages portfolio risk by
inhibiting banks from making out of state loans. The impact of
this is not merely limited to the portfolios of out-of-state
banks alone but may cause local credit markets to incur more risk
as well. The reason for the local market impact is simple. When a
state discourages out-of-state banks from local lending,‘it
forces its business firms to be more dependent on instate banks
for credit. Local firms will have less access to credit,
particularly when they need to offset the effects of the business
cycle and will therefore, be more dependant on local banks for
business locans. As a consequence state bank loans will be more
lo;ally concentrated than would otherwise be ﬁhe case. The
reduced access to out-of-state markets in combination with local
concentration of loans made by state banks carries with it a
higher degree of market risk than would otherwise occur. Market
ibased state tax policy can have a significant effect on the risk

inherent in local financial markets.
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CONCLUSION

States which enact a market state approach for taxing the
income earned by out-of-state banks will reduce the availability
of credit to its residents and businesses. Owing to the newness
of this form of taxation there is little direct evidence to
determine the magnitude of this credit loss. However, economic
theory suggests that states which enact this tax could experience
a substantial loss of out—bf-state bank credit. Theory implies
that the tax could reduce financial market competition, raise
borrowing costs, hinder state economic development and make state
economies more susceptible to regional business cycles. All this
suggests that states should act prudently by putting off the
implementation of this tax until such time its full effects on

markets are known.
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CTUUTE TAXATION

.
.

k- WHY SENATE BILL 330 SHOULD BE OPPOSED 1 .7 ko
© ATE_ 2/ /7] A
' 4 i :
Senate Bi11 339's proposed method for taxdhy Nofinancial ST 5
o institutfons would 1impose multiple tax Tliabflities on many of the
lenders relied upon by Montana consumers and businesses. Under this
bill, financial f{nstitutions would be taxed on the portion of their
™ total income that 1s derived from loans made within the state. Most
other states tax only their own banks, not those from other states. So
s even though Washington, for example, does not tax Montana banks when
& they do business 1in Washington, under this bill Montana would tax
Washington banks when they do business in Montana.
i )r Washington banks, that means that the taxes paid to Montana
.- 5 be 1in addftion to the taxes paid to Washington--and since
) "é§ 3o jton banks pay taxes on 100% of their 1income to the state of
g'g 8% jton, Montana's tax would be a "double tax" for them. This
- & S 2 tax" would have many unintended consaquences for Montana
o 8 00
0 S 59 1ts:
- 2 o
w 23 3
O z The imposition of this tax most likely will reduce available
g in the state. For example...Washington banks doing business in
a also would be taxed on {ncome derived from mortgages and
o cial loans, Fawer Washington banks may offer thase loans in
g » § a--since they can invest the same funds in forty-six other states
& 8 9 1o not tax loan proceeds based on their place of origination.
g 5532 vuently, 1t may become harder to obtain home mortgages and
2 9:12 ss loans in Montana, as well as many other types of loans.
< =00
' §g§§ The 1imposition of this tax most 1ikely will increase the cost
o+ dlable credit to businesses and consumers in the state. Interest

consist of the cost of funds plus a compatitive margin for

- protit, The increased cost of funds due to this tax ultimately will be

gassed on to borrowers along with the other components of the cost of
unds.

- The imposition of this tax most likely will send the wrong
signal to businesses looking to {invest capital {n the state. Montana
has an excellent reputation for providing a hospitable {nvestment
climate, due in large measure to its state laws. This reputation has
successfully attracted capital despite fierce competition from other
states, Passage of this tax would substantially change Montana's image
as a state that encourages capital investment,

-  The imposition of this tax may invite retaliatory legislation
from other states that are not imposing a similar tax on Montana
financial institutions.

Virtually no additional revenue has been received from this tax by
any of the four states that have adopted {t. Due to constitutional
issues, compliance problems and fleeing out-of-state lenders, few
returns may be seen for years, if at all. Clearly, any potential
revenue that might be derived from this tax would be outweighed by its
adverse impact on Montana's consumers, businesses and banks.
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IBA Raleasesd Rasults of Survey on Indiana's Out-of~State Bank Tax

Chicage, January 2%--Many Illinois bankers have recently expressed
concarn over Indiana's new tax on out-of-state financial institu-
tions. Several months age, the Illinois Bankers Associatien
malled a survey to all Illinois banks in order to obtain accurate -
information that might be useful for Illinois and Indiana legis-

lators in aevaluating the aconomic impact of this tax. A total of

224 Illinois banks responded to the survey, providing a clear
picture of how the tax might affect the ability of Illinols banks
to do businaess in Indiana, as well as how ths tax might affect

Indiana's consumers, buminesses and banks, The results strongly

News

indicate that Indiana's new tax will directly affect the lending
"practices of Illinois banks to the detriment of Indiana consumers
and busineasas.

Over ona-half of the banki responding to the guestion (W17
ragspondents) reported thay would change their lending practices :o
Indiana rasidents or businesses as a result of Indiana's new tax.
(An additional 75 survey respondants raporﬁod that as of the date
of the survay they did not know whether thay would change lendinjy
‘practices in Indiana,)
rRore-

\
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Three~quarters of the banks located in countieés adjacent to
Indiana who responded to the question (40 respondents) reported
they would change their lending practices to Indiana horrowers as
a result of Indiana's new tax.

Of all of the banks responding that they would change their
lending practices as a result of Indiana's new tax:

* ona-half reported they would stop lending entirely in

Indiana;

* three-eighths reported they would only lend to Indiana

borrowars when they could pass on the additional cost of

the tax to Indiana borrowers; and

% one-eighth reported they would reduce lending to certain
types of borrowers.

Banks reporting they would reduce theilr overall lending to
Indiana borrowers indicated that the loans most likely to be

affected will be commeréial and industrial loans, commercial
mortgages, consumer installment loans and residential mortgages.,

| Banks raeporting they would reduce lending to Indjana
businesses most fraequently identif%ed agricultural and commercial
businesses as the industries most likaly to be affected.

Banks reporting they would change their lending practices
to Indiana borrowers most frequently cited that the changes will
be to tighten credit history standards, reduce credit limits and
increase minimum loan amounts. Other responses included raising
income eligibility limits and shortening lean maturities.

Over 90 percant of the banks responding to the question
(134 respondents) reported that they would not invest in Indiana

state and local government securities if they are subject to

Indiana's new tax. Over 40 percent of these respondanta indicataed
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they would try to sell their current holdings of Indiana
securities if thay ara subject to the tax.

Of the banks responding to the question (101 respondents),
69 percent reported they would incur costs for setting up new
accounting systems in order to comply with the reporting require-
ments of the tax, and 31 percent reported that no additional costs
would be incurred. An additional 40 banks responded they were
unsure whether additional accounting systems costas would be incur-
red. Of the bankes reporting that additional costs would be
incurred, the amounts rangad from under $1,000 to in excess of
$100,000. Over 70 parcent of the banks located in counties
bordering Indiana reported they would incur costs ofi$1,ooo or
more to comply with the new tax.

A broad coalition of Illinois interests is working together
on this issue, ihcluding the Illinois Bankers Association, the
Community Bankers Association of Illinois, the Governor'a office,
the Illinois Department of Revenue, the Illinois Commissioner of
Banks and Trust Companies, and members of the Illinois
legislature.

The Illinois Bankers Association {8 a full-service trade
organization representing nearly 90 percent of the commercial
banks in Illinois.
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THE *0UT OF STATEY BANK TAX WILL AFFECT YOU

fn the Mareh 13 jssus of the ABA Bankers weekly, the newspaper of the ABA,
the back page s devoted to & discussion of the tax on "Qut of State® banks. A
copy Of the article 1 enclosed vor your information,  NK&XT weak, tha j(ennessenm
state Senate will vote on this bil1, and it will also be up for consideration in
the Housa Commarce Committee fn the near future. Your Bank will be affected in

two fmportant ways {f this tax {s sdopted,

1) If Tennessee passes such & tax, how long will 1f be bafore other states
reciprocate and tax Tennessee banks on the business that 1s dons within their
borders? Ne are not talking about large regional banks verses community banks,
Tannassee has dozans of community banks located adjacent to our long borders who
do sufficient business in the adjoining ststes to come under the provisions of
such an act, When enacted by other states you would be required to keep track of
Ehe BEATE TA WAICN youi fheshie $4. yanarated kid by LAK €3 Lhe Vi faus Seatss it
this basis. The result would be dozens of new tax laws to bucome famittar with, - - --.
forms to £ill vul, and an almust impossible job of allucaling your income. .

2) It will also result in curtai!iug the availability of capital to
support the Tennessee sconomy. Tennesses has Tong been a capital deffcient
state, 1f Tennessee tnxesof{l financfal {nstftutions which bring capital into
;:n?.:’a.é the sbility of our economy to compete for that capital will be

ninisned, :

Imagine the confusion that such a law would have on the following:

8, homa loans sold in the FHA, GKMA, or other
secondary markets;

b. home Yoans made directly with Tennessee
consumers by banks fn othar states which
serve td{acent areas of Tennessee;

¢. student loans sold through sacondary markets;

d. general obligation bonds of this state or any
of 1ts polfticel sudbdivisions;

®. revenue bdonds of this state or any of {ts
political subdivisions;

f. participation Toans made with out of state

- syndfcates or correspondents to finance
industeial or sconomic developmant in
Tennessee;

g. agriculture real estate loans or production
Toans mada by out of state insurance companias;

h. corporate bonds or commercial papar fssued by
Tennussew companies;

1. factoring of Tennessee {industrial products;

Wo believa that the concerns are so great that the Senate would do well to
raturn the bi11 to the Finance Ways and Means Committee for further study. Most
observers feel that the state must examine {tz entire tax structure next year,
This tax should be consfdered in relation to the effect of other forms of
texation that may be adopted,
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A bi11 which revises the mannsr fn which banks pay axcise and
franchise tax wis approved b{ the Senate Finance Comuittes, The biNV
adopts a new thaory of taxation basad on the source of the {ncome
rather than the locatfon of the bank, $8 2515 by ODunavant (H8 2424 by

Kisbar and others).

Under current Yaw, banks must have a physical presence in Tennessee
ar alsawhere before being subject to that state's Lax lews, Undér the
naw methad, banke could be taxad by evary state in whinh thi{ hay#
custonars, The conflicts batwean differfng state Taws will likely
rasult in double taxation,

The potantfal for double taxation could inhibit the flow of capital
into the state, The increated cost of doing business fn Tennassesd
could 1imit the funds avatlable for {ndustria] developmant, home
mortgages, student loans, and other lcnding activities that are depén=—"—"— -
dent on secondary market or bank participations, '

Two states, Minnesots and Indiana, currently have 3 similar tax,
Howevar, if Tennessee were to pass the bill and begin taxing our many
nefghboring states, 1t {s 1ikely they too would begin taxing Tennessee
banks who do business in their steles, The impact on Tennessea's
community banks located in close proxfmity to our borders could be
disastrous., The administrative problem In tracking income from each
Totn, ?rcdtt card, or deposit account would be both expensive and time
consuming, .

Proponents of tha tax c¢ite the need for additional state fncome,
Because the concapt i3 a now one, {1t has not been judicially tested.
Long and costly 1itigation {5 sxpected bafors sny revenus s realized.
In addftion, ft will be costly for the State of Tennessae to attempt to
collect an unknown amount of taxes from {nstitutions outside of the
state's borders,

The 5411 wi)) he achaduled for consideration before the full Senate
next week, The House companion bI1Y 18 fn the House Commerce
Committee, where 1t will also be contidered next week, We urgc you to
contact your Senators and Reprasentatives {n opposition to this bill.
While Tennessee needs tax reform, insufficient thought has been given
to adopting this new form of taxation on banks, This issue deserves
further examinstion and should be reviewed in context of overall tax
reform which i3 expected to begin next year,

L ING

The Ssnate Cormerce Committas approved logislation establishing
Teanaing and surtiffoation roquirements for real eatate Appraisers, A
state system for 1icensing and certification of spprafsers s required
by Federal law and must be {n place before July 1, 1981, Without this
legislatfon, financial institutions wil) be unable to continue mortgage

Yanding
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Ltk 23,1770 JAX BILL - URGENT ACTION NEEDED

«  The bi11 which revises the way banks and other financial fnstitutions pay
tisnchise and excise tax will be considered next week on the Senate floor and in the
s¢ Conpierce Comittee, Your urgent actfon in opposition to $B 2618 by Dunavant,
Darnsll, Cnaper, Pattan (KR 2424 by Xisber, B, Turner, Bragq) s needed,

&  Although not approved by the House Banking Subcommittee, the bill will be
considered by the full Commerce Committes, It fs 1isted on the calendar as having.no
commendation from the Subcormittea, Many believed that the bi11 was dead for t
A" whan the Banking Subcormittee failed to report the bill out last week and
subcormittee membars indicated that another mectin? would nul be held, However, the
minfstration offietals intervered to have the bill placed on the full committee

_lendar, '

.. An article in the Thursday, March 22, 1990, Teinessean fndicates the Governor

{ s asked Tagislative leaders to pass the bank tax bill as part of » measure to

. nsate for next year's budgat shortfall in excess of $150 milldon. The ad-
minfstration expects the bank tax to rafse an additional $20 millfon. Represantative

Jihn Bragg s quoted s saying that the state's financial tax base has been ereded

~ dwe to interstata banking acquisitions,

¢« In addition to the information contained in last week's update, bankers should
W prepared Lo respond both to the expected $20 miliion revenue increase and the tax
base erosfon arguments. Hinnesota has imposed a similar tax since 1987. During the
threm years the tax has been fn effect, the state has collected 1ittle, if any,
i4ditional revenue, The reason for this is that the tax is based on an unproved
egAl concept, Taxpaysrs are unwiliing to make payments based on the new legal
thaory until the theory is proven {n court, Until Tennesses atletpts to enforce the

3x and 15 successful in & prolonged Tawsuit, the state 15 unlikely to see any

%'ivcnue from the tax,

© Thae $20 millfon revenue astimate 1s only & guess. Ko study or hard figures have
ween corpiled to validate the revenve figure. The Department of Revenue has been
asked and cannot even produce s 11st of current financial institution taxpayers, much
Tass produce & 118t of additional. taxpayers that would fa3ll under the revised tax.
Jhen questioned, Revanue Coamissioner Joe Huddleston said that out-of-state financial
nstitutfons were such good corporate citizens, he expected them to voluntarily pay
the additional tax without questfion,

#

E:

- Interstate danking has not produced an arosfon of Tannessee's tox base, The
following figures from R,.L, Polk directory show both deposits and assets of Tennesses
L iomfciled banks since 1985, the year in which interstate acquisitions ware first
approved, The chart clearly shows that thare has not boen 8 loss of Tennessee assets

due to interstate transactions,

- Year - Banks Deposits Assets
igg9 en $ 36,695,452,878 $ 44,112,300,553
8 28) 34,185,183,519 4],540,320,508
1987 28% 32,946,762,758 39,849,595,29
1986 288 30,167,099,869 36,258,030,032
1985 295 27,534,614,778 33,675,199,287

: The consolidation of banking operations such sy credit card centers {s cited as
Ean example Of 105t ¥assta, Howover, bankers realize that while holding companies can
_nove sarvicing centers for credit cards, the actudl Toens and aasets are st 11 booked
with the Tennessee fnstitution. Even {n the instance where the credit card portfollo
.18 sola to & servicer, no'loss of Tennesyew assels resulls, The proceeds of the nle

L are $t11) assets of the Tennessee domiciled institution and are avatlable for new
"I ztiuteu  Ta hoth cases, they still remain Tennessee based assets and
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AMENDMENTS TO SENATE BILL NO. 151
second reading copy (yellow)

DEPARTMENT OF REVENUE

This bill provides a tax on employers who employ persons not
covered by health insurance. The proceeds of the tax will be used
to finance the state's share of the cost of the Montana medicaid
program attributable to providing medicaid eligibility to pregnant
women and to infants.

Under the original bill the tax rate was determined by the
Department of Revenue based on the cost of the Montana medicaid
program attributable to providing medicaid eligibility to pregnant
women and to infants. These proposed amendments alter the bill by
fixing the tax rate regardless of the actual cost of that program.

The program costs will not materially change from those
provided in the Second Reading Fiscal Note. The administrative
cost component of the fiscal note is driven by the maximum
assumption that every employer in the state could be liable for the
tax. Until we have experience with the tax we will not know the
accuracy of this assumption.

Brief Explanation of Amendments to Senate Bill No. 151

1. Amendments 1 through 4 amend the title and the statement
of intent.

2. Amendment 5 clarifies the definition of health insurance
coverage.

3. Amendment 6 specifies the amount of the tax: $1.00 per
employee per week or fraction thereof.

4. BAmendments 7 and 8 specify when the tax is due and when
the first payment is due.

5. Amendments 8 and 14 also specify that the tax will not
start until December 31, 1991. This delay is necessary to enable
the department of revenue to adopt rules, and contact and educate
employers.

6. Amendment 9 provides that the department of revenue shall
retain 15% of the tax collected to cover the cost of
administration. The remaining funds go to SRS.

7. Bmendment 10 provides the department of revenue's standard
uniform provisions for the assessment and collection of taxes.
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1. Title, line 18.

Following: "1989;" :

Insert: "TO PROVIDE FOR THE COLLECTION AND ADMINISTRATION OF THE
TAX;"

2. Title, line 18.
Following: “EFFECTIVE"
Insert: "“AND APPLICABILITY"

3. Page 2, line 1.

Following: "rules"

Strike: ":(1) determining the amount of taxes required to be paid
by each employer under [section 3]; and (2)"

4. Page 2, lines 6 through 25.
Following: "taxes."
Strike: page 2, lines 6 through 25, in their entirety

5. Page 7, line 5.

Following: "TITLE 33."

Insert: "The health insurance coverage provided must meet or
exceed industry standards for provision of health insurance
under major medical contracts."

6. Page 7, lines 17 through 23.

Strike: subsection (2) in its entirety

Insert: "(2) The tax is $1.00 per calendar week or fraction of a
calendar week of employment of each employee described in
subsection (1)."

7. Page 8, line 7.
Following: ‘“payable"
Insert: "on or before the last day of the month"

8. Page 8, line 8.
Following: "ending"
Strike: "September 30, 1991"

Insert: "March 31, 1992"

9. Page 8, line 14.

Following: '"taxes."

Insert: "(4) The department of revenue shall retain 15% of the

taxes collected pursuant to [this act] for the purpose of
administering the collection and enforcement of the tax.

(5) If the total amount of tax due from an employer is less
than $10 in each quarterly period of any year, such employer
shall not be required to file quarterly returns or make

quarterly payments, but in lieu thereof such employer shall,
on or before February 28 of the year following that in which
the taxes accrued file an annual return and remit the tax

2
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10. Page 8.
Following: 1line 14.
Insert: "NEW SECTION. Section 5. Retention of records.
Every employer to whom the tax provided in [section 3]applies
shall retain, for 5 years after the date the required return
is filed, all pertinent and relevant records necessary for the
calculation of the tax or bearing upon the matters required in

the return, and any other information as the department may
require.

NEW SECTION. Section 6. Periods of limitation.

(1) Except as otherwise provided in this section, no
deficiency shall be assessed or collected with respect to the
taxable period for which a return is filed unless the notice
of additional tax proposed to be assessed is mailed within 5
years from the date the return was filed. For the purposes of
this section, a return filed before the last day prescribed
for filing shall be considered as filed on such last day.
Where, before the expiration of the period prescribed for
assessment of the employer, the employer consents in writing
to an assessment after the time, the tax may be assessed at
any time prior to the expiration of the period agreed upon.
(2) No refund or credit shall be allowed or paid with respect
to the year for which a return is filed after 5 years from the
last day prescribed for filing the return or after 1 year from
the date of the overpayment, whichever period expires the
later, unless before the expiration of such period the
employer files a claim or the department has determined the
existence of the overpayment and has approved the refund or
credit. If the employer has agreed in writing under the
provisions of subsection (1) of this section to extend the
time within which the department may propose an additional
assessment, the period within which a claim for refund or
credit may be filed or a credit or refund allowed in the event
no claim is filed shall automatically be so extended.

NEW SECTION. Section 7. Estimated tax on failure to file.
(1) If any employer fails to file the return as required, the
department of revenue is authorized to make an estimate of the
tax due from such employer from any information in its
possession.

(2) For the purpose of ascertaining the correctness of any
return or for the purpose of making an estimate of the
tax of any employer, the department of revenue shall also
have power to examine or to cause to have examined by any
agent or representative designated by it for that purpose any
books, papers, records, or memoranda bearing upon the matters
required to be included in the return and may require the
attendance of any officer or employee of the employer
rendering such report or the attendance of any other person

3
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having knowledge in the premises and may take te#Wilfony and519,/§Q{‘
require -proof material for its information.

NEW SECTION. Section 8. Deficiency assessment -- hearing
(1) If the department of revenue determines that the amount of
taxes due are greater than the amount disclosed by the return,
it shall mail to the employer a notice of the additional taxes
proposed to be assessed. Within 30 days after the mailing of
the notice, the employer may file with the department of
revenue a written protest against the proposed additional
taxes, setting forth the grounds upon which the protest is
based, and may request in its protest an oral hearing or an
opportunity to present additional evidence relating to its tax
liability. If no protest is filed, the amount of the
additional taxes proposed to be assessed becomes final upon
the expiration of the 30-day period. If such protest is filed,
the department of revenue shall reconsider the proposed
assessment and, if the employer has so requested, shall grant
the employer an oral hearing. After consideration of the
protest and the evidence presented in the event of an oral
hearing, the department's action upon the protest is final
when it mails notice of its action to the employer.

(2) When a deficiency is determined and the taxes become
final, the department of revenue shall mail notice and demand
to the employer for payment, and the taxes shall be due and
payable at the expiration of 10 days from the date of such
notice and demand. Interest on any deficiency assessment shall
bear interest from the date specified in [section 4] for
payment of the tax. A certificate by the department of revenue
of the mailing of the notices specified in this subsection
shall be prima facie evidence of the computation and levy of
the deficiency in the taxes and of the giving of the notices.

NEW SECTION. Section 9. Credit for overpayment -- interest on
overpayment. (1) If the department of revenue determines that
the amount of taxes, penalty, or interest due for any taxable
period is less than the amount paid, the amount of the
overpayment shall be credited against any taxes, penalty, or
interest then due from the employer and the balance refunded
to the employer or its successor through reorganization,
merger, or consolidation or to 1its shareholders upon
dissolution. ’

(2) Except as provided in subsections (a) and (b), interest
shall be allowed on overpayments at the same rate as is
charged on delinguent taxes due from the due date of the
return or from the date of overpayment (whichever date is
later) to the date the department of revenue approves
refunding or crediting of the overpayment. Interest shall not
accrue during any period the processing of a claim for refund
is delayed more than 30 days by reason of failure of the
taxpayer to furnish information requested by the department
of revenue for the purpose of verifying the amount of the

4
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overpayment. No interest shall be allowed: BILL N0 SH /5/

(a) if the overpayment is refunded within 6 months from the
date the return is due or from the date the return is filed,
whichever is later; or

(b) if the amount of interest is less than $1.

(3) A payment not made incident to a bona fide and orderly
discharge of an actual tax liability or one reasonably assumed
to be imposed by this 1law shall not be considered an
overpayment with respect to which interest is allowable.

NEW SECTION. Section 10. Application for refund -- appeal
from denial. If the department of revenue disallows any claim
for refund, it shall notify the employer accordingly. At the
expiration of 30 days from the mailing of the notice, the
department of revenue's action shall become final unless
within the 30-day period the employer appeals in writing from
the action of the department of revenue to the state tax
appeal board. If such appeal is made, the board shall grant
the employer an oral hearing. After consideration of the
appeal and evidence presented, the board shall mail notice to
the employer of its determination. The board's determination
is final when it mails notice of its action to the employer.

NEW SECTION. Section 11. Closing agreements (1) The
director of revenue or any person authorized in writing by him
is authorized to enter into an agreement with any employer
relating to the liability of such employer in respect to the
taxes imposed by this [act] for any period.

(2) Any such agreement is final and conclusive, and except
upon a showing of fraud or malfeasance or misrepresentation of
a material fact:

(a) the case may not be reopened as to matters agreed upon or
the agreement modified by any officer, employee, or agent of
this state; and

(b) 1in any suit, action, or proceeding under such agreement
or any determination, assessment, collection, payment,
abatement, refund, or credit made in accordance therewith, the
agreement may not be annulled, modified, set aside, or.
disregarded.

NEW SECTION. Section 12. Confidentiality of tax records.
(1) Except in accordance with proper judicial order or as
otherwise provided by law, it is unlawful for the department
or any deputy, assistant, agent, clerk, or other officer or
.employee to divulge or make known in any manner the amount of
income or any particulars set forth or disclosed in any report
or return required under this [act] or any other information
secured in the administration of this [act]. It is also
unlawful to divulge any return or report required by rule of
the department or under this [act].

(2) The officers charged with the custody of such reports and
returns shall not be required to produce any of them or

5
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proceeding in any court, except in any action or proceeding to
which the department is a party under the provisions of this
[act] or any other taxing act or on behalf of any party to
any action or proceedings under the provisions of this [act]
when the reports or facts shown thereby are directly involved
in such action or proceedings, in either of which events the
court may require the production of and may admit in evidence
so much of said reports or of the facts shown thereby as are
pertinent to the action or proceedings and no more.

(3) Nothing herein shall be construed to prohibit:

(a) the delivery to a employer or his duly authorized
representative of a certified copy of any return or report
filed in connection with his tax;

(b) the publication of statistics so classified as to prevent
the identification of particular reports or returns and the
items thereof; or

(c) the inspection by the attorney general or other legal
representative of the state of the report or return of any
employer who shall bring action to set aside or review the tax
based thereon.

(4) Reports and returns shall be preserved for 5 vyears
and thereafter until the department orders them to be
destroyed.

NEW SECTION. Section 13. Coordination instruction

If [LC 981]) is passed and approved and if it includes a
section adopting a uniform tax appeal procedure then the
language contained in [sections 7 and 8] is void and the
provisions of [LC 981] shall govern the appeal procedures."

Renumber: subsequent sections

11.

Page 9, line 1.

Following: "(2)"
Strike: "All"
Insert: "Except as provided in [section 4(4)] the"

12.

Page 9, line 8.

Following: "infants"
Strike: "if their family income does not exceed 185% of the

13.

federal poverty threshold"

Page 9, line 20.

Following: "date"
Insert: "-- applicability"

14.

Page 9, line 21.

Following: "1991"
Insert: "the taxes provided in [section 3] apply employers

after December 31, 1991"
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Obstetrics Kalispell Regional Hospital
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Prepared By Van Kirke Nelson, M.D., Kalispell, Montana

SENATE TAXATION
EXHIBIT NO. .
DATE_ »‘({/‘4/// q/ "

/



il sl o
S X0 930N [BOS1J
— Sutuuetg weaBoxg pue 198png Jo 991330
| d1vd ¥OLOIYIA 139ang ‘gILSANNS Qod
=N /-T2
JMN & ed 3xau 29s
v Y TIOVAWI '1v0S1d

s
(=]
= *30e ay3 Iepun T afe TT1aun
vav>mM 9q TITA JUBJUT uloqmau y -Ie3ak 1ad ZOT'1$ ST @8e Jo siaesk g Ispun PTIYD ® I0J 350D Tedrpaw A1ieak afexaar ayl QT
- 2 = : ‘yaatq xad 9¢ Arezewrxoadde aq T1Im 3s00 TedIpaW -Y3itq Jurard x9aje
sAep Q9 I03J S80TAISS pIedTpaw 103 9[qrIT{s urewWel [[IM 3IO0B 9yl IIpun pIEOTpaw I0J aTqIS1(o 2wodaq oym uswom jurudaxg -
"H76°768°CSTS PUB Z6XJ UT €1Z ‘%G °‘Sy1$ ST, @120 Lxewiad predolpew JO 93pWIIS® ME] JULIIN) 8
“€6Xd UT 30T 87 Pue Z6AJ UT $6Z°87 23® pojewllise sI sauawded piedoipew Jo aieys 21eas ayl °/
. . ‘suetorsdyd 1o syeatdsoy
103 Pol1doBUd 3IB SISBIIOUT 9381 13pTaold PIEOTpaWl UaYm 3SE3IOUT PINOM PUB ‘S33BI JUSWSSINQUISX [EAI IUL2IIND 9yl 3B 9w
$3S00 9s3aY] -AISATTSP 193Je SAEBP 48] 2ISITJ 8yl Suranp ulogmau I10J sadieyo Twatdsoy sopnoUT UYOSTIym 9% 'I$ 2B pPolBWIISD
ST 81BD ulogqmau Jo 3so0) - (seBaeyo uerorsdAud ur /¢ pue 3sod> Teatdsoy ur se418) Z6T'ZS 1® pPolBWIASS ST AIDATT9P IO 3IS0) °9
"€6AJd UT gh§ PU® ZgXd UT O®§ ©q PINOM POIaA0D SY3IIIq [BPUOIITPPY °S§9838IS I9y3zo ul aduartiadxas uodn
paseq ¢6Xd UT (ZZ6°E) %LE 03 DPue 7RI Ul (96%°¢) %7€ 03 predIpaw Aq pred syjalq jo jusdiad ay3 aseaIdUT pInom 3Ide STYL
"€6A4 UT SUIIIQ (¥L0'€) %67 PU® C6Ad UT sY3IIq (916°7) %/Z 103 Ked pInoa pTedIpsWl ‘mB] JU2IAND I8puQ
"€6Ad UT 009°0T Pu® Z6XJ UT 00801 @12 23®IS 8yl UT SY3IIIq BI0]

TS901AI9G UOIJEIL[I4EUsY N 121008 JO Juswjieds

*q1d 3juosuewmzad Q¢ 11 @arnbex pinom juswaxedsp syl ‘¢
"Areataoedsax ‘ggXd pue zeXd UT TGZ'wel'1$ Pu® 991°/LZ.$
ST IGTO9S UT pezlioyine S9OIAISS PIBOIpPaW ay3 opraold 03 spuny Jeispal Yod3ew 03 paxinbsx spuny 93els Jo junowe 3yl ‘g
‘069°‘T ST 994Ao7dwe 1ad zeaf 1ad pexyiom sinoy Jo Isqumu a8eisae 2yl ‘28219400
sourINsSUT YyaTesy poaiosuods-iakordwe Inoyszts sqofl ur suosaad QO ‘g9 Pa3IEWIlIS? UEB 38X 313y -23e3s ayaz ur sqol azeatad
006 ‘€€ pu® SsueBurilUO painsulun (00 ‘191 A123ewixoidde axe aiay] -suosaad QQ‘S0O8 ST 2aeas 9aya Jo uorzeindod jusiano 8yl I
TANUSASY JO Jusmzxedag
:SNOIIJdWASSY

*93ep

9AT10933° ue Juiptaocxd pue suorldes Furpuswe ploysaiyl L3xaaod [eXapaI 9yl JO %5Q] PIOOXS J0U S0P JWOOUT AJIWEI FT saueul
03 pue uswom 3ueulaid o3 £3171qI817° prEeoTpom Surpracid o3 orqeinqlilie weidoxd pIEOIPAW BUBIUOK 8yl JO S3ISCO paseaiour Y3
90UBUIJ 03 XB3 9Ya JO spaddoxd sievole 031 ‘L[Iwe3 ojeipeumit s,99Lo7dwe ay3 Jo Iaquew ® ST Ooym JuUBJUTI Ue IO uewom 3urulaad

® 10J 98®I9A0D 9OUBINSUT YI[BOY 9ABY Jou saop oym oakoydwe yoeos 103 xel ® Aed o3 siafoyrdws axrnbax o3 !proysaaya L3asaod
1B19paF °Yl JO %G8T Pe9OX?a 30U Saop swodur AJIweF JT sjuejul ol pur usmom jueudeaid o3 A3111qr811° preoIpem splaocad o3 20® uy

‘NOILVISIOHET JdS0d0dd JO NOILJIY¥3SI(Q

‘SUIPeaX puoo9s ‘TCI0@S 10F 230N [eosTd ® po3ltuqns Lqaisy sT 2I9y3 ‘asenbex uelatam ® yata souerjdwod uy
¢1-dgq wxog ‘
JION TVOSId - VYNVINOW 40 dLVIS




i Jou st 237

*Z6Xd 30 Sutuuifeq aya Aq pejuswsTdwl aq o031 wWeisks xe3 pasodoad aya 103

"o3ep AaT1TqeorTdde ou ST da8y3l 1661 ‘I AIN[ JO 931Ep 9aTI09IID UER 10F STTEO uolle(siBel pesodoad a8yl

:S4dLON TVOINHOdL

2 ‘puokaq pur HgxJ UT SYIIrq T2 Jo %0y 10J Led pInom prEoIpew 3BY3 POIPWIISD ST 2]
o
= TNOLLVISIOA1 d450d0dd 40 SID03ddd A9NVA-ONOT
(268°ST%) (862°59¢€) : :30eduy pung TeisULH
TST vET'1 TST wET'1 0 991°L2L 991°LZL 0 (20) xel preotpep xakoyduy
SonuoA9y
76861y 68°'S1Y 0 867 °G9¢ 862 °69¢ 0 pung [eidua)
X “Mﬂ..nmuc.ﬂ,m
268°G1Y 268°G1Y 0 867 °69¢ 862°69¢ 0 Te3ol
0E7 % AL 0 GG9 Lt CG9 ¢ 0 auaudinby
056°C61 066261 0 822 TLT 822'TLT 0 sasuadxy Fuiaexado
16812 Z15'81¢ 0 GI7°6ST GI®‘GST 0 S9dTIAXDg TBUOSII]
0£°1T 0¢° 11 00°0 0€° 11 0€°11 00°0 F13
: wmhﬁu,mvﬁwnﬁnm
HEIRSEXCY ] MO UCOEU.HMQOQ
08%7°9€0‘Y 08%7‘9¢0'y 0 00%‘0LS°T 00%7°0L5 2 0 Te30]
6¢¢ ¢06 ¢ 64¢ C06 ¢ 0 7€ €78 1 €T €978 1 0 1e109dg TeI9pad
16T '%eT1‘1 16T wET'T 0 991°LTL 99T1°LZL 0 (Z0) 3unoodVy XeBJ PTEBOTPAN
”wc.._.”vCS.m
08%9¢0"" 08%°9¢0‘Y 0 00%‘045°T o00% 045 2 0 Te30]
08%7 9¢0 ' v 087 9¢€0 " ¥ 0 00% 046 ¢ 00%7 0.6 ¢ 0 suie() pue s3irjyausg
OOCGHQMMHQ Me] ﬁwmcmoum Me] jueaan) woﬁmkmwwwa Mme] vwmomoum MR Juaiin)

£6 Ad

¢6 Ad

TSO0IAI9G UOIJE3IT1I(QEUdyd DUE [EB1900S 30 Juoujxedsq

«LOVAWI "IVOSId

z °8eg
¢1-qg wiog
‘asonbay o30N T®OSTJ




SETE IAXAHON
EXHIL.. e

‘BILL ‘Nb_~—_==-f‘2-4-é

To be completed by a person testifying or a person who wants
their testimony entered into the record.

Dated thisZL_ day of | 4,/:4,4(4,4»7 » 1991.
Name: th/U &ﬁ%k('/UéZJééd, M
Address: A/ 0, .\S’ UANusview LANE )
/(/-\ /J)’f’/ AYVNTFIN r7 S796 4
Telephone Number: ((/dé/> /\)',;Z - Q}Z / 0

WITNESS STATEMENT

Representing whom? AP TRANSA SecTry Y
e L=/ o / .
) Sa / D—f“ A1) ESY € a1 A) cd %m ()53‘7’/3’7,4’,/(‘//),\]_5‘ ,

67N ecdfod 57 S
Appearing on which proposal? 7 /

NS YA

Do you: Support? L—  Amend? Oppose?

Comments:
44""»’/4’ W ﬂz«/ywd-/ ’7227?&% y  Algoer CALL
'zg. @ AQZAAﬁ/ 2§Z224Z;/124£; ’”Z7£¢a¢ ¢4f é§22 C>7ﬂ¥24; ”
A/‘u o . % l/ e az\iw»,// 7 rec w%&A
/ ya[t—c: /«U%M ZL/KA«% A/}Lc'd cry /;1/4 A « wwu(iZawC
Llu- o['V M/éé //'7 L;Jaay f/ﬂ(f/ﬂiuﬂt et
(«47/4, d‘c—t( /7L7— 4/744/( 2 (/\/J
/,Nﬂ/w:m/f 4/7/(//((.&1(// Zé?ﬁq— /4A</VC ya
4 ﬂ’a,g/ ZLCJ/L@ &/Q{QMVJ crt 9«4“1 oy drad M
el g b” & vigullicl Hifh i B pu i
Aot L %@.ﬁ,/cw o 40 deenill Giprmnds™
ba cptil oy P72l Soallorifl] 7 frds
Z/u‘// MZ// @MML o 4mc&44‘;¢/ Aa{d{day —
Jim 2l i~

PLEASE LEAVE ANY PREPARED STATEMENTS WITH THE COMMITTEE SECRETARY
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2/20/91

Dear Senate Taxation Committee,

I am writing in support of Senator Dorothy Eck's bill to
extend Medicaid coverage to pregnant women and infants in
families that earn up to 185% of the Federal poverty level.
This would provide health care coverage to the so-called
"working poor": families who earn too much to be on welfare
but not enough to afford health insurance or non-emergency
health care. Many of these women do not receive adequate
prenatal care during their pregnancies and the result is a
low~birth weight, high-risk infant with long term costly
health care needs these families can not afford to pay for.

Extending Medicaid coverage during pregnancy to prevent
high risk infants is mcore cost effective than paying for the
long term health care needs of these infants. Encouraging
employers to provide this coverage for pregnant women and
infants, as they provide unemployment insurance coverage, is
an important way to ensure that low income working Montanans
have access to adequate prenatal care.

From my work with people on welfare, I am very aware of the
problems for low income people caused by the high cost of
health insurance and health care. Health care costs are a
primary cause of the welfare cycle, where single parents cycle
between welfare and low wage employment. -Many of the program
participants report that they are on welfare due to emergency
health care costs they could not afford to pay while they were
working.

Based on my experience working with Montanans trying to
achieve econonmic self sufficiency, I believe we need a new
approach to providing health care in this country. Too many of
us can not afford basic, minimal care which in the long run

would be much cheaper than the emergency, high risk problems -

that result from the lack of this care. This proposal to
extend Medicaild coverage to pregnant women and infants in
families with income up to 185% of poverty is a step in the
right direction.

Sincerely,

A
SXZj};Aith

e
DATE.. ,/@/_ e
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BILL NO ‘/4 L KL

WITNESS STATEMENT

To be completed by a person testifying or a person who wants
their testimony entered into the record.

Dated this ;Z___ day of /ZZﬁg/ﬂL;Ly’ , 1991.

Name: 7%1/////{/ /(()/] Ll

Address:_AD () //“/ /i 4(/( Sty [0
)é//’/bu A )//é)() /

Telephone Number : L/C/'% (L ]Y

Representing whom’

//H (Om(a /‘7/ /L{ s (/LL (11/14//7{

Apgief;ng o?/yh}ch proposal?
)
Do you: Support?_>§__ Amend? Oppose?_
Comments:
/%éﬁuf//\;L/ﬂ7/eJ7 PUiU)P/&V/// (Z4x,/ﬂ§Q£éh{<@¢£l{/>
/W%m/{/d/ "2 f/d’ Sini /(((/( // D
M(/)fm/ 4//)%/5//‘ /2. //, /4 %@ le //4 7U ¢ @/JJ( iy,
L //7[//&//7// Slo 0 o Adiiig U Ciits ‘/O ea”///)@(
///1/{(//3/// @{/m/é//m o !
() M didviid s 11T e ol et 7ot é(/ ge Al
\ FZ/(//JS 7/0#7 LD i zieed /() ///// ctved //AJ:O/Z) Q[M/é&’ﬂ
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%DLMU /pmz/ [50S4 faateh et el ofh
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PLEASE LEAVE ANY PREPARED STATEMENTS WITH THE COMMITTEE SECRETARY
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WITNESS STATEMENT

To be completed by a person testifying or a person who wants
their testimony entered into the record.

Dated this ;L/Z day of "9UCP— , 1991.

Name: 7:>Zz;x/g, S A

Address: I\ ] YWy <~y L0l
d
7

o Q099 / Jifr e - 4 §d§>
Telephone Number: 2/?9"‘7§?/ /

Representing whom?

Y Ly, Gl
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Appearing on which proposal?

5/% /)”'/
Do you: Support?j){__ Amend?___ Oppose?
Comments:
S AL/ S N A
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PLEASE LEAVE ANY PREPARED STATEMENTS WITH THE COMMITTEE SECRETARY



SERATE STARDING COUMUTTREE REYORT

Page | of 1|
Febrnary 21, 1991

MR, URESLDENT:

We, vour committes on Taxation having bad ander consideration
Jenate Bill No. 1185 {(Second rveading copy o yollow), regpectfully
repart that Senate RIlL No 115 be smended and s eo amended do
pass;.

1. Page 3, line 12.
Strike: Tany other type ob Laag oot trohibited by law”
Ingsert: "tagxes on propeaty’”

2. Page 7, line 10,
Strike: "1PT

Insert: "unlegas, ™
Follawiny: "AGREEMENT®

" .«

Inaert: ’

SRR e e e oo e < s o o
Mike Halligan, Chaiiman
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