MINUTES

MONTANA SENATE
53rd LEGISLATURE - REGULAR SESSION

COMMITTEE ON TAXATION

Call to Order: By Chairman Mike Halligan, on March 26, 1993, at
7:00 a.m.

ROLL CALL

Members Present:
Sen. Mike Halligan, Chair (D)
Sen. Dorothy Eck, Vice Chair (D)
Sen. Bob Brown (R)
Sen. Steve Doherty (D)
Sen. Delwyn Gage (R)
Sen. Lorents Grosfield (R)
Sen. John Harp (R)
Sen. Spook Stang (D)
Sen. Tom Towe (D)
Sen. Bill Yellowtail (D)

Members Excused: Sen. Fred Van Valkenburg (D)
Members Absent: None.

Staff Present: Jeff Martin, Legislative Council
Bonnie Stark, Committee Secretary

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

Committee Business Summary:
Hearing: SB 434, SB 435
Executive Action: SB 257, SB 359, SB 376, SB 378, SB 410
EXECUTIVE SESSION ON SB 359

DISCUSSION:

Senator Halligan said the significant changes in SB 359
occur on Pages 8 and 9. He proposed that the Committee draft a
letter to the Department of Transportation (DOT), particularly
the Highway Commission, regarding the fact that they seem to
ignore anything else other than strictly highways. Senator Harp
said the DOT has rail authority, and they should be paying more
attention to the railroad interests. Senator Harp said the
Advisory Council is supposed to have people who are more involved
with railrcad interests and he believes there will be more
interest in that area soon. Senator Halligan said the letter he
would like to draft would essentially say that the Taxation
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Committee would like to make sure the DOT looks at the issues as
stated in Section 4, (2) (a), (b), and (c), and (3) and (4) of SB
359, regarding the impact on our highways if some of the rail
transportation issues are not addressed, and in particular, the
abandonment of rail spurs and isolation of local communities, and
access to markets for products.

Senator Towe asked Senator Halligan to explain further the
purpose of SB 359, and if it is to try to get more attention in
terms of dollars. Senator Halligan said it is to allocate a new
1/2 cent tax to be deposited into the Special Railroad Facilities
and Intermodal Transportation Facilities Account.

Senator Towe asked the purpose of the account, if it is an
existing account, or a new account for a new purpose. Jeff
Martin, Legislative Council Staff, explained that it is half new,
half old. The old part is for revenue gain from state-owned
railroads, and the new part is from intermodal transportation
facilities. 1Intermodal means the interchange between trucks and
rail transportation.

Senator Gage said he likes SB 359, but he thinks the 1/2
cent tax may doom the bill. He asked if there is a possibility
of taking the 1/2 cent figure, and the dollar amounts allocated,
out of SB 359, and leave the remainder of the bill intact.

Senator Doherty said he would support Senator Gage’s plan,
and thinks a letter would not carry as much weight as the bill
with the tax and dollar amounts taken out.

Senator Towe asked Bill Salisbury, Administrator,
Administration Department, DOT, to respond to the possibility of
dropping the 1/2 cent tax and the allocation to the special
intermodal account from SB 359, and leave the legislative
findings in it. The Senator asked if the DOT could transfer any
money from any other accounts to cover the special intermodal
accounts. Mr. Salisbury said he did not believe so; all their
funds are dedicated funds.

Senator Halligan said in Senator Grosfield’s earmarking
bill, there is a special revenue account called Rail Construction
Loan Fund of which the 1992 balance was $1.6 million, and there
is a cash balance remaining of $4,000. He asked what this fund
is. Mr. Salisbury said it could be revenue left from the
Department of Commerce (DOC) accounts.

Senator Eck asked Mr. Salisbury if the Highway Department
has the authority to use the funds that the Legislature allocates
from the gas tax, or other sources, for railroad improvements.
Mr. Salisbury said they do not.

Senator Gage asked if the 3/5 vote applies to the state gas
tax bill or does it apply to the Federal matched dollars. Mr.
Salisbury replied that it applies just to the state gas tax.
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Senator Stang asked if the Legislature were to pass SB 359
to create the authority and keep the fund available for railroad
improvements, is there a possibility that the DOT could search
for more Federal funds, or have they looked for Federal funds to
increase the rail transportation services. Mr. Salisbury said he
was not aware of any more funding available but they did not seek
out any more Federal funding. He suggested that perhaps the
Trust account could be used for the match of Federal funds.

Senator Towe asked about the state-owned railroad account.
Senator Yellowtail said it seems to him that if Sections 3, 4,
and 5 in their entirety, were left in SB 359, and Sections 6 and
7 were adjusted to remove the reference to the gas tax, he thinks
the bill could stay the way it is, and would expand the special
revenue account to address intermodal transportation facilities.

Jeff Martin said the Rail Construction Loan Fund was set up
last legislative session. Senator Eck recalled there was a bill
last session which was an effort to save a railroad.

MOTION/VOTE:

Senator Yellowtail moved to delete Section 1 in its
entirety, delete Section 2 in its entirety, amend Section 4 to
delete reference to the gasoline tax (lines 10 through 12, by
ending after "state"), amend Section 6 to delete reference to the
gasoline tax (on line 20), amend Section 7 to delete reference to
the gasoline tax (on line 14), delete Section 8, and delete
Section 11, from SB 359, as well as amend the title. The motion
CARRIED UNANIMOUSLY on oral vote.

MOTION/VOTE:

Senator Gage moved SB 359 DO PASS AS AMENDED. The motion
CARRIED UNANIMOUSLY on oral vote. (691118SC.Sma)

EXECUTIVE ACTION OF SB 257

Senator Harp presented Exhibit No. 2 to these minutes which
are amendments to SB 257. Senator Harp said these amendments
will allocate $2.7 million annually to cities in Montana, to be
funded by the 4-cent/3-cent gas tax increases proposed in SB 257.
He said 1983 was the last time the allocation to cities was
increased.

MOTION:

Senator Harp moved for adoption of the amendments to SB 257
as shown on Exhibit No. 2. (sb025701.ajm)
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DISCUSSION:

Senator Brown agrees with the amendments, but asked for the
allocation formula as to what qualifies as a city. Senator Harp
explained the ratio factor is based on miles in each city, and
population; page 2 shows an allocation breakdown based on first,
second, and third class cities. This is the same language
Senator Eck used in SB 376, heard by this Committee on 2/19/93.

Senator Towe asked what the impact is of the $2.7 million,
and if it can be absorbed without any problem to the highway
funding. Senator Harp explained it is just over 1/2 cent. He
said that needs, other than the highway fund, should be
recognized, and it can be absorbed without any problem to the
highway funding.

Senator Gage asked Senator Eck if the Montana Rural
Technical Assistance Transportation Program in Bozeman is still
in existence, and if so, are we getting our money’s worth with
it. Senator Eck said it is still going. Senator Harp explained
this is a sort of mini think-tank technical group that works out
of the Montana State University System, and consists of a group
of people who work with cities and counties with designing
concerns, or conditions of roads, etc. Gary Gilmore, DOT, said
this group has changed its name from Rural to Local, to better
reflect what they are doing now. When it first started, it was
basically rural and aimed at the counties; now they also work
with the cities. The DOT has passed through Federal aid funds
that go to this group. They are expanding within their
organization and are now a technical transfer center for transfer
of technical knowledge from different states. The local group in
Bozeman is now a regional group which incorporates other states
as well as Montana, and receives funding from other sources into
their system. Mr. Gilmore said the group provides a lot of
services, and the DOT works very closely with them. ~-They provide
training for DOT employees and local government employees, and
presently are considering a training program for Reservation .
members so the Reservations can have planners to address their
transportation planning needs.

Senator Stang asked if the Local Technical Assistance
Transportation Program (LTAT) is getting Federal money, why does
Montana need to pump $54,000 into the program. Mr. Gilmore said
there is some matching funding involved.

Senator Yellowtail noted that $2.7 million goes to the
cities, and is trying to interpret this per town. Senator Harp
said there are charts available showing how much will be
allocated to each city and town; he will get this information
and make it available to the Committee. It would roughly be a
40% increase over what they are receiving now. Senator Harp said
what needs to be remembered is that, because of the change in
designation of highways in Montana, there are a lot of highways
that were primary highways but are no longer called primary
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highways, and the State is going to have to take a more active
role in that construction, which is where the S0S program comes
in. That is where the counties are being taken care of, and why
this bill pertains only to city roads.

Senator Stang asked if the recipients have to be
incorporated towns. Senator Harp replied, "Yes".

VOTE:

The motion to adopt the amendments to SB 257 CARRIED on oral
vote with Senator Stang voting "NO". (sb025701l.ajm)
MOTION:

Senator Harp moved SB 257 DO PASS AS AMENDED.
DISCUSSION:

Senator Harp said there is an additional $29 million Federal
funding available on the condition that Montana can authorize it
and match it within 60 days after release from the Federal
government. The RTF program would not be funded at all without
additional matching funds. SB 257 funds a program that can go on
for the next four years.

Senator Doherty said he realizes the Federal funds coming to
the State in highway programs will turn over many times in
Montana communities, and he is aware that labor and contractors
like SB 257. However, he has a hard time reconciling the fact
that Montana has lost many Federal dollars with drastic cuts
being taken in social programs in the state.

Senator Gage said tourists will pay approximately 20% of
this gas tax increase, and if there is no good infrastructure
program, the social programs will be hurting worse than they are
now.

Senator Eck said she echoes what Senator Doherty said;
however, she would like to see the highways fully funded, as well
as the university system fully funded, and that probably has more
to do with the economic health of the state than the highways do.
She also believes there needs to be a good deal of funding done
for the social programs.

Senator Harp said that HB 2 will come to the Senate and
changes can be made as far as being able to match some state
dollars with Federal dollars on some social programs.

Senator Yellowtail said that to the Montana taxpayers, SB
257 will be a significant tax increase. He would like to see SB
257 stay in this Committee until the Senate has an opportunity to
balance this kind of tax increase with some of the other issues
and interests facing the total revenue needs of this state.
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Senator Brown said the state and the Federal governments
have developed an appetite beyond our means to produce the tax
revenue to support it without significant tax increases. 1In the
process of attempting to balance the budget, some priorities
haven’t been met, but when HB 2 comes to the Senate, it can be
carefully looked at. He would like to see the two issues kept
separate. He thinks purposes can be best served if SB 257 is
moved on, and then deal with HB 2 when it reaches the Senate
floor.

VOTE:
The motion to DO PASS SB 257 AS AMENDED CARRIED 7-4 on Roll
Call Vote (#1). (681439SC.Sma)
EXECUTIVE ACTION ON SB 376

MOTION/VOTE:

Senator Towe moved to TABLE SB 376. The motion CARRIED
UNANIMOUSLY on oral vote.

EXECUTIVE ACTION OF SB_410
DISCUSSION:

Senator Gage said he discussed with Linda King, Public
Employee Retirement Division, the fact that the 1 1/2% funding
needed for the Sheriffs and Peace Officers Association (SPOA)
retirement plan could be funded through 3/4% from the employee
and 3/4% from the employer (local governments), without going to
the gaming industry for the funding. He asked if there is any
interest in the Committee on that funding source.

Senator Halligan asked how I-105 would enter into this.
Senator Gage said they would have to divert this from some other
funding source.

Senator Halligan asked Linda King if City Police retirement
is all self-funded. Linda King said the municipal police and
firefighters both fund their retirements with equal shares
between employee-employers and the insurance tax premium fund.

Senator Halligan said the letter from the Sheriffs and Peace
Officers Association indicated, and his discussions with Mr.
Fleiner indicated, that as far as they were concerned, their
members could not absorb any increase in their contribution. Ms.
King sald as a point of information that the average salary of
the Sheriffs and Peace Officers has gone up over $2,000 for the
average member the past two years.

930326TA.SM1



SENATE TAXATION COMMITTEE
March 26, 1993
Page 7 of 23

Senator Eck asked Ms. King about Social Security pension
benefits for Sheriffs. Ms. King said the SPOA currently does
have both Social Security and a separate retirement system;
police and firefighters and highway patrol only have their
retirement systems, they do not have Social Security. In her
previous testimony, she said if the level of benefits is
increased, as is proposed in SB 410, to 2 1/2% per year of
service, a leapfrog effect would be caused with the Sheriffs
having the same retirement benefits as the other three groups,
but also having Social Security. Her board’s concern with the
other three systems is that they will ask for an increase in
order to make up for the fact that they do not have Social
Security.

MOTION:

Senator Gage moved to substitute a tax on beer in place of
an increase in the gaming tax to fund the 1 1/2% increase for the
SPOA retirement system.

DISCUSSION:

Senator Doherty spoke in favor of that motion.

Senator Gage said beer currently is taxed as $4.10/barrel;
this would raise it to $5.40/barrel. On a case of beer, there
presently is 32 cents tax. This would raise it to approximately
43 cents tax on a case. Based on gross, beer is taxed just over
4%.

Senator Eck asked if Mark Staples has any comments on this
amendment. Mr. Staples, representing the Montana Tavern
Association, said this increase would amount to approximately 1/2
cent per can of beer, on top of the 2 cents per can currently
taxed. He said the Federal government is already planning a
significant increase on beer, so an adjustment is going to have
to be done. His industry would prefer that the tax not be passed
on to either the gaming industry or the beer industry, but of the
two, the beer industry would be preferred.

YOTE:

The motion to amend the funding source for SB 410 from Video
Gaming to Beer CARRIED 8-2 on Roll Call Vote (#2).

MOTION/VOTE:

Senator Gage moved SB 410 DO PASS AS AMENDED. The motion
CARRIED on oral vote with Senator Stang voting
"NO", (681121SC.Sma)
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HEARING ON SB 435

Opening Statement by Sponsor:

Senator Lorents Grosfield, Senate District #41, presented SB
435, which is a bill to revise the greenbelt appraisal definition
of agricultural (ag) land for property tax purposes. SB 435 will
require that land produce a certain amount in annual gross income
in order to be eligible for taxation as ag land. Senator
Aklestad’s bill, SB 433, and Senator Doherty’s bill, SB 182, both
heard in this Committee, deal with this same subject, as well as
three bills introduced on this same subject in the House, which
have now been combined into one bill, HB 643.

Senator Grosfield said the problem is an equity issue, a
subdivision issue, and a complex tax issue, that has been
presented and worked on in previous legislatures. Senator
Grosfield called it a frustrating issue because of the outlying
affects. An extreme, albeit accurate, example of the problem
would be some unimproved riverfront property consisting of 21.8
acres. This land is adjacent to a 16.4 acre parcel. The 21.8-
acre parcel automatically qualifies to be classed as ag land
because it is over 20 acres, and the taxes on that land in 1991
were $7.04. The adjacent 16.4-acre parcel, which is identical
unimproved land, was taxed at $464.96 in 1991. The only
difference in the two pieces of land is that one is over 20
acres, the other is under 20 acres.

Senator Grosfield explained SB 435 in detail. Under 20 acre
parcels will remain the same as existing law. From 20 to 160
acres would need to meet the income test of $1,500, plus $2 per
acre for each acre in excess of 20 acres, in order to qualify to
be taxed as ag land.

Rural nonagricultural property would consist of more than
160 contiguous acres, located outside the limits of a city or
town, that does not meet the income test of $1,780 (and less than
$5 per acre for each acre in excess of 160 acres) in annual gross
income from agricultural products. For instance, for a 10,160
acre ranch, the threshold is 10,000 x $5, or $50,000, plus
$1,780, for a total of $51,780, the required amount of income in
gross annual sales from agricultural products in order to qualify
to be taxed as agricultural land.

Rural residential property would be land consisting of not
less than 20, nor more than 160, contiguous acres located outside
the limits of a city or town, and must produce less than $1,500
in annual gross income from agricultural products, and the land
is used for residential purposes.

Senator Grosfield said by setting the threshold reasonably
low, he does not want to hit any land that is bona fide
agricultural land. On the other hand, he does not want to let
people off the hook if they are taking land out of production.
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From the perspective of the county tax base, there is a huge hit
when someone takes a large parcel of land off the tax rolls by
taking all livestock off the land, discontinues farming the
ground, and sells off all machinery, etc. The large parcels of
land that are being purchased as hobby land has hurt the tax base
in many areas in the state, according to Senator Grosfield.

Senator Grosfield said rural non-ag property, in excess of
160 acres that does not qualify as ag land, will be taxed as
Class 3. Those parcels are taxed at 10 times what they would be
taxed if they were agricultural-producing lands.

Lands from 20 to 160 acres will go to Class 4, and will be
phased in, starting at 25% of the 3.86 of market value the first
year, then to 50%, 75%, and 100%. These lands also would qualify
for low-income adjustment already in Class 4 property.

SB 435 will also make it difficult for a landowner to change
his land classification from ag land to forest land. The land
must be actively managed for the production of forest products in
order to be switched to forest land for taxation purposes.

Proponents’ Testimony:

Carlo Cieri, County Commissioner of Park County, spoke in
favor of SB 435. Mr. Cieri said his county is grossly affected
by what is happening under the existing law. In 1989, they had
approximately 1600 20-acre parcels being taxed at $5 and $6.
Between February and March of this year, they jumped up another
500, and since March 1, 500 more 20-acre parcels were filed.
Everybody seems to be worried about the subdivision review. What
this means to Park County is that approximately $11,000 or
$12,000 in taxes are collected at the ag rate. If those were
taxed as suburban tracts, which Mr. Cieri says they should be,
the County would be receiving $383,000 in taxes. If they could
collect the larger amount, it would mean a greater share to the
State and schools and local governments. At present, Park County
is still providing all services for these parcels of land, but
they have no money to take care of the services adequately.

Allen F. Nelson, Rancher in Park and Carbon Counties, spoke
in favor of SB 435. Mr. Nelson said he also serves on the County
Tax Appeal Board. He was on the Board when SB 20, the existing
law, was enacted, and he went to the Governor asking him to veto
that bill. Mr. Nelson distributed Exhibit No. 3 to these
minutes, which shows the drop in tax dollars because of SB 20.

He said owners of 20 acres and over were given a tremendous tax
break under SB 20. He asks Committee support of SB 435 in order
that landowners in cities will no longer have to subsidize the
20-acre landowners. Mr. Allen said when the ag status of a 2,000
acre ranch is put into 20 acre parcels, this hurts cities, towns,
and all small communities, because the tax base is not only taken
away, the livestock, machinery, and money spent for fertilizer,
seeds, fuel, veterinarian services, etc., is all taken away. Mr.
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Allen said approximately $3 of every $4 spent in agriculture goes
back into the community, but the $6 tax collected on each 20-acre
parcel doesn’t go very far toward paying for snow removal costs,
law enforcement costs, and better roads required by the owners of
these small parcels of land.

John Bloomquist, representing the Montana Stockgrowers
Association (MSA), said they are in agreement with the concept of
SB 435 in classifying ag lands appropriately, and if the lands
are used for agricultural purposes, classify them as such. Mr.
Bloomquist said the MSA hasn’t had a chance to look at the
various dollar thresholds to see where they fit in with various-
sized operations and how they may affect the market conditions.
He said if market conditions are favorable or decent, the test
shouldn’t be difficult to apply. If there is a prolonged,
depressed market, some of the tests may be difficult to meet.
Another problem could develop in how the test will relate to an
ag producer who leases out some ground. Mr. Bloomguist suggested
looking at the need for reporting to the assessor on an annual
basis in order to certify the land as ag use. In many cases,
land is rested in off-years and does not raise agricultural
products each year. This applies in grazing operations as well
as farming operations, and can last one, two, or three years in
certain instances. Mr. Bloomquist suggested that the MSA
concerns might be addressed in the statement of intent, or some
type of rule-making procedure, and they are willing to work with
Senator Grosfield and this Committee on these concerns.

Ted Doney, representing the Montana Dairymen’s Association,
said they would like to concur in the remarks made by John
Bloomguist. Mr. Doney said the Dairymen’s primary interest in
this issue is to insure that their producers meet the means
tests. They don’t want to get embroiled on what the tax should
be on land that isn’t agricultural-producing. On the surface, SB
435 looks okay, according to Mr. Doney, however, they would like
more time to analyze the numbers involved in the means test. The
Dairymen’s Association supports the concept of SB 435.

Lorna Frank, representing the Montana Farm Bureau, said they
have some of the same concerns mentioned by Mr. Bloomgquist--crop
rotation and leasing of property. She urged this Committee to
take a look at the actual use of the lands in order to determine
ag uses for tax purposes.

Opponents’ Testimony:

Tom Hopgood, Montana Association of Realtors, spoke in
opposition to SB 435. Mr. Hopgood predicted the problems which
will be created by this greenbelt appraisal bill will be
significant. He said the tax increase from approximately $7 up
to $400 on some 20-acre parcels of land, would be a 5,700%
increase in property taxes on a single tract of land. He
believes this is a somewhat excessive tax increase to ask people
to bear, even though it will be phased in over a periocd of years.
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He is not aware of any other tax increase of this magnitude ever
passed by the Legislature, and believes there will be a lot of
repercussions over it if SB 435 passes. Mr. Hopgood said one of
the effects of this bill may be to tax 20-acre tracts out of
existence. He doesn’t think the 20-acre parcels will be re-
joined to make larger ag land parcels; instead, he thinks it
will just be more difficult for people to maintain the 20-acre
tracts and they will actually sell off many of the subdivided
parcels, splitting the land into more owners.

Steve Mandeville, Legislative Chairman of the Montana
Association of Realtors (MAR), spoke in opposition to SB 435, by
reiterating the comments made by Mr. Hopgood. He also said many
people who are holding 20-acre parcels of land may be forced into
dumping their property on the market, and he does not believe
this is good public policy. He thinks the annual certification
involved in SB 435 will be a nightmare. Mr. Mandeville said he
thought a compromise had been made through the combining of the
three House bills into one greenbelt bill, HB 643, and the MAR
could support the House compromise bill, but does not feel they
can support SB 435.

Informational Testimony:

None.

Questions From Committee Members and Responses:

Senator Doherty asked Senator Grosfield if he knows how much
the 21 acres he used as an example, currently taxed at $7, will
be taxed if SB 435 passes. Senator Grosfield said it will be
phased in over four years, and when it is fully phased in, it
will be taxed around the same price as the 16.4 acre parcel is
taxed now, which is $464.96.

Senator Grosfield distributed Exhibit No. 1 to these
minutes, showing ag land in counties throughout the state, and
Exhibit No. 4 to these minutes, which is a summary of forest land
tracts in various counties in the state.

Senator Doherty asked if it is Senator Grosfield’s intent to
drive any Montanan off their land and their homes with oppressive
tax burdens. Senator Grosfield said that is not his intention,
although he does realize there will be a burden on some people,
especially those who may happen to own the 20.1 acres and over.
That is why he proposes the phase-in, and has looked for formulas
that will not be a burden to anyone in agriculture. He is
concerned about the issues raised by the Stockgrowers, and if the
numbers need to be changed in the formulas in order to work, that
is fine with him. ’

Senator Towe asked Senator Grosfield if he i1s intending to
change the way in which the calculation of the monetary
eligibility test is determined. Senator Grosfield said under
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current law, if an owner can demonstrate $1500 income off
non-contiguous parcels totalling over 20 acres, that land can
qualify as ag for tax purposes. Under SB 435, the ag land needs
to be contiguous parcels in order to qualify.

Senator Brown said the effect of SB 435 might drive some

people off their lands, since they may have purchased the 20.1
' acre parcels because that was the way the land was sold. The
rancher or farmer, in order to circumvent the Subdivision Act,
sold the land in 20-acre parcels, or larger, and the person who
ended up buying one of those parcels would end up with a
draconian tax increase over four years under SB 435. These
people will now probably try to sell all or part of their land,
and the result could be either more subdivision of land, and,
therefore, less open space and greenbelt, or it could be that
only very wealthy people will be able to afford the 20-acre
parcels for use other than agricultural.

Senator Brown said a great number of 20-acre of land in
forest land classification is in Flathead County, and he does not
feel it is fair that one needs to meet the $1700 or $1500 cut-off
point, if they harvest the timber. He thinks some property
owners will just log the land because of the tax consequences of
SB 435. Randy Wilke, Bureau Chief of the Property Assessment
Division, Department of Revenue (DOR), responded that one of the
difficulties in greenbelt laws has always been the forest land
where there might be an income from this land once every eight
years or so. That is why a different definition was inserted
into previous bills for forest land. That language has not been
changed by SB 435. He sees SB 435 as making certain that people
who may be falling out of agricultural land status would not be
finding a quick haven in timber land. SB 435 says if the land is -
being taken from ag to some other classification, the land must
meet the requirement of the timber management plan, and Mr. Wilke
doesn’t see it as much of a change from existing law. Senator
Brown argued that if a person wants to use the value of the
timber sold to meet the agricultural classification, SB 435
dictates that he must cut his timber down, or the consequences of
not doing that is to move into the Class 4 taxing category in
four vyears.

Senator Brown said if a property owner cannot meet the ag
standard, he would take 10 times the taxable rate to figure the
taxable value of his rural, non-agricultural property. For
instance if one has 20 acres currently being taxed at $7, his tax
would become $70. Senator Brown predicts the impact will be far
greater than that in many cases, depending on the potential
productivity of the land.

Senator Eck said the Gallatin County Planning Office has had
10,000 acres split into 20-acre plots in the very recent past.
She asked if there is a mechanism for un-subdividing or re-
combining those acres if the landowner decides that would be
advantageous. Senator Grosfield said there is a means to re-
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combine these parcels. For instance, if he owned 100 acres and
wanted to purchase the neighboring 15 acres, he could add that
land under the survey law, and just move the boundary so that the
boundary includes the 115 acres.

Closing by Sponsor:

Senator Grosfield presented and explained his proposed
amendments to SB 435, which are Exhibit No. 5 to these minutes.
His intent is to not make the annual certification burdensome.
Currently, anyone owning land has to fill out an assessment sheet
every year, sign it, and send it to the assessor. He is hoping
that most of the annual certification can be done this way.

Senator Grosfield addressed some of Senator Brown’s concerns
on forest land, by pointing out the language on Page 22 of SB
435, which defines "Forest land" as contiguous land of 15 acres
or more in one ownership that is capable of producing timber that
can be harvested....It does not say the timber has to be
harvested in order to qualify.

Senator Grosfield said he does not buy the argument that SB
435 will lead to a lot more subdivisions being platted. First,
there are a tremendous number of 20-acre parcels, and the market
will not bear everybody subdividing. Second, a person who has a
100~-acre parcel, or 2l-acre parcel, with their home, built on
that large a parcel because they wanted the privacy. These
people will not destroy their privacy because of this bill. They
will look at the question of whether that open space is worth the
extra tax bill to themn.

Senator Grosfield said counties cannot lower their budgets
by the amounts of taxes lost when land is turned from
agricultural-producing efforts. What will happen is that the
remainder of the people in the counties will have to make up the
difference. What is really happening, is that ordinary citizens
in Montana are subsidizing the lifestyle of some people who are
taking advantage of the tax break. He thinks it is appropriate
for the Legislature to address that issue, and put an end to that
problem, and SB 435 is his effort to do so.

EXECUTIVE ACTION ON SB 378

MOTION:

Senator Grosfield moved that SB 378 be pulled off the table
for purposes of discussing substantive amendments.

DISCUSSION:

Senator Grosfield presented Exhibit No. 6 to these minutes,
which are amendments prepared by Greg Petesch, Legislative
Council staff. These amendments to SB 378 will reduce the number
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of earmarked accounts, and basically, only the school equaliza-
tion accounts will remain. Senator Grosfield said he decided to
strike everything in the bill following the enacting clause.
There are four remaining amendments, and they relate to school
equalization. Corporate income tax, dedicated to the school
equalization account, on Page 3, Section 7, is a de-earmarked
account remaining in SB 378. Page 5, Section 8, is the coal tax
going into the General Fund which ends up in the school
equalization account. Page 8, Section 9, refers back to the
previous two sections and distributes the revenue for state
equalization. The last thing SB 378 does is listed in Section
10, regarding the State-sponsored credit card. Senator Grosfield
said New Section 5, Page 2, calls for a legislative finance
committee review each interim. That committee will submit a
report to the Legislature, and if the review determines that the
revenue is constitutionally mandated, is for debt service, funds
emergency services, or is a user fee that is designed to provide
direct benefits for those who pay the dedicated tax, fee, or
assessment in an amount commensurate with the benefits provided,
the revenue dedication does not need any future review. If it
doesn’t meet those tests, the Legislative Finance Committee has
to review it each interim to be sure that it still meets the
criteria.

VOTE:

The motion to take SB 378 off the table CARRIED UNANIMOUSLY
on oral vote.

DISCUSSION:

By agreement among Committee members, language in Section 5,
Line 2, will come out of the bill. That language states, "The
review must be completed at least 6 months before the date set
for termination".

Senator Towe asked if Section 8, which relates to the coal
severance taxes, could be stricken from SB 378. Senator
Grosfield replied that it could be omitted.

MOTION/VOTE:

Senator Grosfield moved for adoption of the amendments to SB
378, with the exception of Section 8 and the necessary changes
that eliminating Section 8 has to Section 9, and the sentence to
be omitted from Section 5. The motion CARRIED UNANIMOUSLY on
oral vote. (sb037801.agp)

MOTION:

Senator Grosfield moved SB 378 DO PASS AS AMENDED.
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DISCUSSION:

Senator Eck asked if SB 378 will de-earmark all of the
school funds. Senator Grosfield said this is not the effect of
the bill. Jeff Martin, Legislative Council Staff, said all this
bill will do is eliminate the earmarking of the income tax and
corporate license tax portions of the school equalization funds.
Income from lotteries, surplus revenue collected from counties,
etc., will remain intact. Senator Eck said there is a perception
some people have about paying their income tax or their
corporation tax and having it go towards supporting the schools,
which that has some value.

VOTE:
The motion to DO PASS SB 378 AS AMENDED, CARRIED on oral

vote with Senators Halligan, Eck, and Van Valkenburg voting "NO",
(681930SC.Sma)

HEARING ON SB 434

Opening Statement by Sponsor:

Senator Mike Halligan, Senate District No. 34, presented SB
434, which is a value added tax proposal. When talking of
comprehensive tax reform in Montana, it usually includes income,
property, excise, natural resource, and gambling taxes, along
with a sales tax. Natural resource taxes made up about $234
million of the state’s annual base of income in 1985; those
taxes now make up only $136 million of the state’s annual base of
revenue. As the Legislature has allowed the natural resource
taxes to be more competitive, it has reduced the amount of
income. Other states and foreign countries have been looking at
a tax called value added tax (VAT). Even the 46 states with
sales taxes are looking at the value added tax concept to see if
it can help their jurisdiction deal with stability in other
issues. Senator Halligan said his presentation today is to have
the Legislature begin to look at the concept of a value added
tax, so businesses can be afforded the opportunity to react to
the concept in black and white.

Senator Halligan presented Exhibit No. 7 to these minutes,
which is a summary and description of how SB 434 works. He and
Rep. Ream have been working closely with the DOR and the Revenue
Oversight Committee on this issue. The Senator said as the state
is looking at comprehensive tax reform, the administration of
taxes, as far as collection, should be done more simply, and the
tax base should be stable. All economic activity should be
treated equally, whether goods or services, or income or
preperty. The taxes should be as exportable as possible, meaning
people from other states ought to pay as much of our taxes as the
state can possibly pass on to them. The major component of any
comprehensive tax reform should also be fairness and ability to
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pursue or promote economic development. As various states look
at, and adopt, the VAT, because of the ability to deduct capital
expenditures in the first year of purchase, there is a major
incentive for capital investment and economic development.
Michigan has had a VAT for many years.

The Multi-state Task Commission first brought the VAT issue
to the Revenue Oversight Committee’s attention as a responsible
means of tax collection; the sales tax may not be the only
alternative for a broad-based tax in Montana. Senator Halligan
believes the Legislature cannot responsibly address the issues
unless the VAT concept is reviewed.

This is an informational hearing on the VAT, since is not
widely understood. Every other state looking at this tax has no
idea how this tax will impact its economy. There is an estimate
of between $250 million and $320 million in revenue anticipated
for Montana under a VAT, but the value added concept cannot be
done unless other taxes are eliminated. SB 434 proposes to
eliminate the corporate license tax, the contractor’s gross
receipts tax, the electrical energy tax, telephone license tax,
cement producer’s tax, and insurance tax. Senator Halligan said
he would also like to look at not eliminating those taxes, but
eliminate the business equipment tax, which is approximately a
$65 million item. The VAT concept would not be considered unless
looking at eliminating other inefficient taxes, no matter what
they might be.

Senator Halligan said SB 434 is the beginning of a long-term
process. The VAT is a single, flat-rate tax applied to all
business activity within a taxing jurisdiction, regardless of
whether the ownership is a corporation, partnership, or sole
proprietorship. All forms of business are taxed on the basis of
the value they add. Attorneys, CPAs, and goods and services are
all much-more broadly taxed than even in any sales tax, so the
broad base allows for a lower tax rate, within the 2% range,
which is much more acceptable to taxpayers. Value is measured as
the difference between what a business receives in revenues when
it sells a product or performs a service and what it costs the
business to produce the product or perform the service.
Obviously, there would be complicated formulas used, but the
general concept is a relatively simple one.

SB 434 contains a small-business credit exemption to try to
address the 65% of the businesses in Montana that are small
businesses. It is labor-intensive because materials are allowed
to be deducted, but there is nothing for labor costs. Labor-
intensive businesses would be hit hard under the VAT, and they
would need to have a separate formula, or at least an adjustment.

Senator Halligan said no matter whether the sales tax passes
or fails, the discussion on a VAT needs to continue to determine
whether it is appropriate for Montana. SB 434 is a vehicle for
discussion purposes to allow the Legislature to study a VAT.

930326TA.SM1



SENATE TAXATION COMMITTEE
March 26, 1993
Page 17 of 23

Proponents’ Testimony:

Rep. Bob Ream, representing House District No. 54, spoke in
favor of SB 434. Rep. Ream served on the Revenue Oversight
Committee this past interim, along with Senators Halligan, Eck,
Brown, Crippen, Hager, Van Valkenburg, and Towe. All of these
members had their interest sparked last summer when Jeff Martin
put together a panel discussing the VAT. Dan Butts from the
Multi-State Tax Commission was present; Larry Finch, DOR, put
together an excellent report which is included in Exhibit No. 7,
and one or two other economists spoke on this tax concept. Rep.
Ream said he has pursued the issue since that meeting.

Rep. Ream said some of the intrigquing concepts of the value
added tax are interesting. This bill is a consumption tax.

The tax rate is at 4%, and Larry Finch estimated the revenue
will bring in between $250 million and $320 million. It was set
at 4% partly because the sales tax was set at 4%, and in
Michigan, the tax is 2.35% but Montana does not have the huge
manufacturing base that Michigan has in Ford, Chrysler, and
American Motors, etc. There is an apportionment for in-
state/out-of-state, and capital assets are included in the cost
of materials the first year. They can be written off the first
year, and this promotes capital investment. One of the
adjustments, though, is that if a major capital asset is sold,
that becomes part of the gross receipts. A small business may
choose a 6.8% income tax without going through the process of
computing value added. That is virtually identical to the
state’s current corporation license tax. The 6.8% figure was not
set because Montana has a 6.75% license tax, but this figure was
adjusted from Michigan’s tax where their value added is 2.35%,
and that adjustment came out to 6.8%. That will assure that
nobody would pay more than the current corporate income tax
because they can choose the 6.8% option on adjusted business
income, not wvalue added.

Rep. Ream said SB 434 will repeal a number of Montana taxes,
as shown on the memo from Jim Standaert, Office of Legislative
Fiscal Analyst, which is part of Exhibit No. 7. The way SB 434
is written, it will also eliminate the insurance premiums tax in
addition to those taxes shown on the memo. A total of $100
million of those business taxes are repealed in SB 434 as it is
now written.

Rep. Ream said the major drawback of SB 434 is the unknown
situation with regard to revenues. He thinks the bill deserves a
lot more study. Rep. Ream presented Exhibit No. 8, which is an
amendment to SB 434 that will do two things. First, it would
repeal SB 434 if the sales tax, SB 235, passes on the ballot in
June, and secondly, would show an effective date of January,
1996. If the sales tax fails on the ballot, this would force the
Legislature to look seriously at SB 434 in the interim. DOR
would have to put work into refining the revenue estimate; the
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Revenue Oversight Committee would have to spend a considerable
amount of time going into the issue in depth to figure out
exactly how it would apply in Montana, and then come back next
session for fine-tuning.

Rep. Ream urged the Committee to study the information on
the VAT concept, and remember that this is a consumption tax, as
opposed to the European VAT which is transactional, meaning it is
based on every transaction. This is more like a business income
tax and resembles our corporate income tax, and it doesn’t
require any more information on the part of the taxpayer than
they already put together to report their income tax.

Informational Testimony:

Mick Robinson, Director of the Department of Revenue, said
when the value added tax concept surfaced, he encouraged this
type of informational/educational session on the concept for a
couple of reasons. First, he thinks that Montana, on a national
basis and also in terms of state taxation, is going to see a lot
of discussion and emphasis regarding a VAT over the next several
years. Secondly, he thinks there is a lot of misunderstanding
regarding what a VAT is. There is very limited exposure to a VAT
in the United States.

Mr. Robinson thinks this type of tax has advantages and
disadvantages that need to be weighed and discussed in order to
understand what can be done with this concept. As he understands
it, there is a base that provides flexibility and can be tailored
in a number of different directions. SB 434 as written is a
consumption type of approach, and there are other approaches.

Larry Finch, DOR, said he became interested in the VAT last
August when the Revenue Oversight Committee sponsored a hearing
on it. Since then, he has spent a good deal of time researching
a VAT and talking with several experts in the area on a national
level, as well as several people in the Michigan Department of
Revenue. He prefaced this discussion that while the particulars
of a VAT in Montana are still not known, what he has learned is
included in his printout included in Exhibit No. 7, entitled, The

Value-Added Tax: An Alternative Approach to Comprehensive Tax
Reform in Montana.

Mr. Finch said the first point he would like to make is, is
there a possibility in a VAT for truly comprehensive tax reform
in Montana? From what he has been able to determine, he thinks
there is. It is a tax that has an extremely broad tax base,
depending on how it is constructed, that will produce a very
large amount of revenue with a relatively low rate, in the area
of 4%. A VAT is purely the difference in what a firm would sell
its products for and what it paid for them in the way of inputs
into those products. Another thing Mr. Finch thinks is
important, is that in contrast to a retail sales tax, a VAT is
what is called an origin-based tax, where a retail sales tax is
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referred to as a destination-based tax. With an origin-based
tax, the tax is levied on production in the state where
production originates, not where the production is consumed,
whereas with a retail sales tax, the tax is levied on where the
consumption occurs. That is important in issues of
exportability, and other issues on how it is administered.

Mr. Finch said there are three types of value added taxes:
(1) The gross product tax which allows for no deductions for
capital equipment, or no depreciation, and it is never considered
as a practical alternative; (2) The income approach which
allows capital equipment to be depreciated; and (3) The
consumption-type of VAT, contained in SB 434, which allows for a
complete expending of capital equipment in the year in which it
was purchased. The VAT tends to be based on the benefits of the
principal of taxation which says that a taxpayer should
contribute in proportion to the benefits received from government
services rather than the ability to pay principal, which is more
geared to the profits-type of tax currently in the corporation
income tax. '

Mr. Finch clarified the fact that the VAT is not a tax on a
tax on a tax, as has been rumored. Part of the confusion comes
from looking at taxes in other states, i.e., Washington and
Michigan, who each have a single business tax. In Washington,
the single business tax is a tax of the gross receipts type,
whereas in Michigan, the single business tax is a tax of a value
added type. As the name of VAT connotes, this tax taxes only the
value added, which is the incremental value added to a product at
each stage of production, in contrast to a gross receipts tax
which taxes the total sale at each level of production and
results in a significant amount of cascading, or pyramiding, of
taxes. The VAT was designed specifically to eliminate the tax on
a tax on a tax. There is less tax pyramiding under a pure VAT
scheme than there is under a retail sales tax as being considered
in SB 235.

Mr. Finch said there is also confusion in the area of value
in value added taxes and a problem rises with semantics. Montana
has been told for years that instead of shipping trees out of
state, we should convert the trees to timber, lumber and
furniture, and export that; state minerals should be converted
to refined minerals and sheet metals and exported; and, thus,
add value. We’ve been told these value added industries are
capital intensive industries, but a value added tax will be
depressing for value added industries. Mr. Finch doesn’t think
that is the case at all. For one thing, not only manufacturing
industries, the ones we would want to add value to the Montana
economy, would be subject to the VAT. Every service industry,
construction industry, retail and wholesale industry, would also
be subject. The VAT is an extremely broad-based tax, which is
what would provide for a low tax rate, and possibly a lower tax
than the manufacturing industries are facing now. A consumption-
type VAT provides for a full write-off in its first year of all
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major capital purchases. That incentive, by itself, will provide
the same incentive that the large investment credit, which was
available several years ago, provided to capital formation.

That, combined with the reduction in business personal property
tax rates, would be about as far as the policy makers could go to
provide the incentive for development and promotion of capital
formation in the State of Montana.

What would the trade-off be? Mr. Finch said one of the
trade-offs would be that when the firms and industries are
brought into this tax base, the small, low-profit family-run
operations, labor-intensive operations, would be picking up a
larger share of the total tax than they would be pickihg up now,
under the system where capital would be taxed in relatively
larger degrees than is labor.

Mr. Finch said as far as revenue generation, using
comparable figures in personal income between Michigan and
Montana, he came up with a revenue impact of $125 million. If
the tax rate is raised to 4%, it would adjust that figure up to
around $214 million. 2Additional revenue could be raised in
Montana if the particular VAT bill offered did not include all of
the exempting provisions the Michigan bill includes.

Opponents’ Testimony:

David Owen, employed by and representing the Montana Chamber
of Commerce, shared some information the Chamber has gathered in
opposition to a value added tax. The Chamber does not believe a
VAT is a good tax for Montana. Michigan adopted their single
business tax in 1975, but this was a return to a tax they used to
call a business activity tax which they had from 1953 through
1967. There was an 8-year break to experiment with an income
tax. When Michigan enacted the single business tax, they removed
corporate income tax, corporate franchise fee . (net worth tax),
local inventory tax, and several revenue-specific taxes as well
as an intangible tax. When looking at Montana’s list of taxes to
take off, there would be corporate income tax, and some taxes
from what Mr. Owen called a specified list. 1In Michigan, 60% of
the business community pays no taxes; 76% of the business
community pays $1,000 or less, including the 60% who are paying
nothing, and this accounts for less than 2% of the state’s
revenue. There are 62 firms paying over $1 million who are
responsible for 32% of the collections. Michigan will start
giving credits for labor-intensive businesses at 62%. SB 434
suggests it could be as high as 75%. Michigan makes the tax
break as high as 37% reduction in the tax break; SB 434 limits
it to 25%. 46,000 businesses in Michigan use that exemption,
which are more businesses than in the whole state of Montana.
Manufacturing is a large part of Michigan’s tax base, as are
utilities; retailers provide about 20% of the taxes.

Mr. Owen said there is an argument that the effective tax
rate, at least on businesses, is fairly progressive; on the
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smallest businesses, it is 1.13%. On businesses $2-$5 million,

it moves up to 1.68%. When looking at the effect of the tax on

the business, itself, in Michigan, with a tax rate of 2.35%, it

is about 1/2% on sales. SB 434 calls for a 4% tax, and Mr. Owen
suggested the burden against sales will be significantly higher,
closer to 1%.

Mr. Owen said the Michigan tax also represents a 1.9% tax on
payroll in its net effect. If there is a 4% tax under SB 434, it
will be closer to 3% or 3.2% tax in Montana.

Observations from the Michigan State Chamber are as follows:
The tax is described as a mixed blessing; it tends to divide
small businesses against large businesses; several taxes were
taken away when their single business tax was imposed; it is
contentious because it includes as a major part of its tax base,
compensation which includes payments of workers’ compensation,
unemployment tax, and other kinds of things withheld, which gives
the perception, even more than pyramiding, that it is a tax on a
tax. The Michigan Chamber called it a stable source of revenue,
is fairly predictable for businesses because they do these types
of projections; however, because wages are a major part of its
tax base, it turns into an "endless money machine" that has
produced, for Michigan, a tax base which has grown in spite of
economic bad times, and in perception of the Michigan Chamber,
has shielded Michigan from some of the economic harshness being
faced by Montana legislators. Even though the tax was designed
to be revenue-neutral, it created a horrendous one-time infusion
of revenue for Michigan. The general consensus of the Michigan
Chamber is that they would like to get rid of the tax there, and
the only reason they haven’t, is there isn’t a consensus of what
to put in its place. There is a theory that because everybody is
included in the tax, it is an extremely difficult tax to
increase.

Mr. Owen cautioned that the nature of the value added tax is
regressive for the consumer because it can be passed on through
the price of goods. From the Chamber’s perspective, at worst, it
is a tax the businesses end up "eating" because they can’t pass
it along. . Looking at the tax breaks to certain businesses in
Michigan, they have had to cater to some political pressure.
Finally, Mr. Owen said Montana is trying to broaden its tax base
by including businesses. With a 4% increase on everything, SB
434 would actually narrow the tax base to just the business
community. Montana does not have the same trade-offs to offer
businesses that Michigan has. He suggests that Montana should go
back to broadening the tax base aimed at citizens, and could just
as well stick with the sales tax proposal.

Charles Brooks, Executive Vice President of the Montana
Retail Association and its affiliates, presented his written
testimony as Exhibit No. 9 to these minutes. He said SB 424 is a

tax they cannot support.
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Jacqueline Lenmark, representing the American Insurance
Association, spoke in opposition to SB 434. Ms. Lenmark said she
is speaking only to the insurance premium tax included in SB 434.
Presently, this tax assessed against insurance. companies is a
simple percentage applied to the gross premium. That is the same
method used in all 50 states, with the exception of Michigan. It
is a simple, easy way of calculating the tax. She does not know
if the VAT would raise or lower that tax, but that is not the
purpose of her opposition. It is the complexity of the
calculation that is built into this particular calculation that
is the problem. Insurance companies are also subject to a tax
known as a retaliatory tax, which is if Montana taxes a company
at a certain rate, but a company domesticated in Montana goes to
another state and is taxed at some higher rate, Montana can
collect that additional revenue from that state to be used here
in Montana. Ms. Lenmark said insurance companies are taxed at
the 4th highest rate in the U.S. The complexity of SB 434 raises
gquestions about how the retaliatory tax might be collected.

John Youngberg, Montana Farm Bureau, spoke in opposition to
SB 434, saying it seems that there are two groups of people who
have no recourse in recouping any of the costs under a VAT. One
of those is the extractive industries, and the other is
consumers; the tax is passed on to them. Three of the top five
industries in Montana are extractive industries, unlike Michigan
who has a large manufacturing base. Those extractive industries
are also among the top consumers in the state. Montana would be
double-hitting those people without an opportunity to recoup any
of the cost. Businesses add the price of the taxes on to their
goods, and that is passed on to the consumer.

Bill Stevens, Montana Food Distributors Association, stood
in opposition to SB 434.

Questions From Committee Members and Responses:

None.

Closing by Sponsor:

Senator Halligan said that this is just the beginning of the
process in studying the possibility of a value added tax for
Montana. He and Rep. Ream will be looking at the cost of a study
on this tax. The issue is global competitiveness; is our
existing tax structure gocing to get us there? Will a sales tax
get us there? This will become clear in the next six months or
so, and if not, then perhaps it is time to take a look at another
alternative that will make Montana competitive and provide
revenue for our social services, higher education, and others
services. The VAT is an option for comprehensive tax reform and
is a new and uncharted territory that deserves a good study.
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ADJOURNMENT

Adjournment: The meeting adjourned at 10:02 a.m.

BONNIE STARK, Secretary

MH/bjs
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MR. PRESIDENT:

We, your committee on Taxation having had under consideration
Senate Bill No. 359 (first reading copy -- white), respectfully
report that Senate Bill No. 359 be amended as follows and as so
amended do pass.

That such amendments read:

1. Title, lines 11 through 14.
Strike: "INCREASING" on line 11 through "ACCOUNT;" on line 14

2. Title, line 15.
Strike: "USE THE TAX PROCEEDS TQO"

3. Title, line 17.
Strike: "15-70-101, 15-70-204,"

4. Title, line 19.
Strike: "AND A TERMINATION DATE"

5. Page 1, line 22 through page 6, line 4.
Strike: sections 1 and 2 in their entirety
Renumber: subsequent sections

6. Page 6, line 19.
Strike: "7"
Insert: "5"

7. Page 8, line 2.
Strike: "7"
Insert: "5"

8. Page 9, line 4.

Following: "necessary"

Insert: "to enhance access to markets,"”
Following: "mitigate"

-Insert: "rural isolation and"

9. Page 9, line 5.
Following: "state"

Insert: ’

i —amd. Coord.
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10. Page 9, line 9.
Strike: "7"
Insert: "S5"

11. Page 9, lines 10 through 12.
Strike: "and" on line 10 through "revenue" on line 12

12. Page 9, line 20.
Strike: "and revenue from gas tax"

13. Page 10, lines 4 and 9.
Strike: "7"
Insert: "5"

14. Page 10, lines 14 and 15.
Strike: "from" on line 14 through "(8)," on line 15

15. Page 11, lines 18 through 22.
Strike: section 8 in its entirety
Renumber: subsequent sections

ég..iage'%%, line 24 and page 12, line 1.
rike: "
Insert: "S5"

17. Page 12, lines 4 and 5.
Strike: section 11 in its entirety

—END-
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MR. PRESIDENT: '

We, your committee on Taxation having had under consideration
Senate Bill No. 257 (first reading copy —-- white), respectfully
report that Senate Bill No. 257 be amended as follows and as so
amended do pass.

Signed:

Senator Miké Hal

That such amendments read:

1. Title, line 7.
Following: "1994;"
Insert: "PROVIDING AN INCREASED ALLOCATION OF FUEL TAXES TO
CITIES AND TOWNS;"
Following: "SECTIONS"
Insert: "15-70-101,"
Following: "15-70-204"
Insert: ", ," :
Strike: "AND"
Following: "15-70-321,"
Insert: "AND 17-7-502,"

2. Page 1, line 11l.
Following: line 10
Insert: "Section 1. Section 15-70-101, MCA, is amended to read:
"15-70-101. Disposition of funds. All taxes, interest, and
penalties collected under this chapter, except those collected by
a justice's court, must be turned over promptly to the state
treasurer, who shall place the money in the state special revenue
fund to the credit of the department of transportation. Those
funds allocated to cities, towns, and counties in this section
must be paid by the department of transportation from. the state
-special revenue fund to the cities, towns, and counties.
(1)  $4560005000 $16,766,000 of the funds collected under
this chapter, except those collected by a justice's court, t=

14

14

must be allocated each fiscal
year on a monthly basis to the counties and incorporated cities
and towns in Montana for construction, reconstruction,
maintenance, and repair of rural roads and city or town streets
and alleys, as provided in subsecticons (1l)(a) through (1l)(c):

(a) $54,000 must be designated for the purposes and
functions of the Montana rural technical assistance
transportation program in Bozeman;

(b) $6,323,000 must be divided among the various counties
in the £fcllowing manner: '
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(i) 40% in the ratio that the rural road mileage in each
county, exclusive of the federal-aid interstate system and the
federal-aid primary system, bears to the total rural road mileage
in the state, exclusive of the federal-aid interstate system and
the federal-aid primary system;

(ii) 40% in the ratio that the rural population in each
county outside incorporated cities and towns bears to the total
rural population in the state outside incorporated cities and
towns;

- (iii) 20% in the ratio that the land area of each county
bears to the total land area of the state;

(c) $7+62376066 $10,389,000 must be divided among the
incorporated cities and towns in the following manner:

(i) 50% of the sum in the ratio that the population within
the corporate limits of the city or town bears to the total
population within corporate limits of all the cities and towns in
Montana;

(ii) 50% in the ratio that the city or town street and alley
mileage, exclusive of the federal-aid interstate system and the
federal-aid primary system, within corporate limits bears to the
total street and alley mileage, exclusive of the federal-aid
interstate system and federal-aid primary system, within the
corporate limits of all cities and towns in Montana.

(2) All funds allocated by this section to counties,
cities, and towns must be used for the construction,
reconstruction, maintenance, and repair of rural roads or city or
town streets and alleys or for the share that the city, town, or
county might otherwise expend for proportionate matching of
federal funds allocated for the construction of roads or streets
that are part of the federal-aid primary or secondary highway
system or urban extensions to those systems, except that the
governing body of a town or third-class city, as defined in 7-1-
4111, may each year expend no more than 25% of the funds
:allocated to that town or third-class city for the purchase of
capital equipment and supplies to be used for the maintenance and
repalir of town or third-class city streets and alleys.

(3) All funds allocated by this section to counties,
cities, and towns must be disbursed to the lowest responsible
bidder according to applicable bidding procedures followed in all
cases in which the contract for construction, reconstruction,

" maintenance, or repair is in excess of $4,000.

(4) For the purposes of this section in which distribution
of funds is made on a basis related to population, the population
must be determined by the last preceding official federal census.

(5) For the purposes of this section in which determinaticn
of mileage is necessary for distribution of funds, it is the
responsibility of the cities, towns, and counties tc furnish to
the department of transportation a yearly certified statement
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indicating the total mileage within their respective areas
applicable to this chapter. All mileage submitted is subject to
review and approval by the department of transportation.

(6) Except by a town or third-class city as provided .in
subsection (2), the funds authorized by this section may not be
used for the purchase of capital equipment.

(7) Funds authorized by this section must be used for
gonstruction and maintenance programs only.""

Renumber: subsequent sections

3. Page 3, line 3.
Following: line 2
Insert: "Section 4.~ Section 17-7-502, MCA, is amended to read:

"17-7-502. Statutory appropriations -- definition --
requisites for wvalidity. (1) A statutory appropriation is an
appropriation made by permanent law that authorizes spending by a
state agency without the need for a biennial legislative
appropriation or budget amendment.

(2) Except as provided in subsection (4), to be effective,
a statutory appropriation must comply with both of the following
provisions:

(a) The law containing the statutory authority must be
listed in subsection (3).

(b) The law or portion of the law making a statutory
appropriation must specifically state that a statutory
appropriation is made as provided in this section.

(3) The following laws are the only laws containing
statutory appropriations: 2-9-202; 2-17-105; 2-18-812; 10-3-203;
10-3-312; 10-3-314; 10-4-301; 13-37-304; 15-1-111; 15-23-706; 15-
25-123; 15-31-702; 15-36-112; 15-37-117; 15-65-121; 5—7O0—10%:;
16-1-404; 16-1-410; 16-1-411; 17-3-212; 17-5-404; 17-5-424; 17-5-
704; 17-5-804; 17-6-409; 17-7-304; 19-5-404; 19-6-709; 19-8-504;
19-9-702; 19-9-1007; 19-10-205; 19-10-305; 19-10-506; 19-11-512;
19-11-513; 19-11-606; 19-12-301; 19-13-604; 19-15-101; 20-4-109;
20-6-406; 20-8-111; 20-9-361; 20-26-1503; 22-3-811; 23-5-136; 23-
5-306; 23-5-409; 23-5-610; 23-5-612; 23-5-631; 23-7-301; 23-7-
402; 27-12-206; 37-43-204; 37-51-501; 39-71-2504; 44-12-206; 44-
13-102; 53-6-150; 53-24-206; 61-5-121; 67-3-205; 75-1-1101; 75-5-
507; 75-5-1108; 75-11-313; 76-12-123; 77-1-808; 80-2-103; 80-11-
310; 82-11-136; 82-11-161; 85-1-220; 90-3-301; 90-4-215; 90-6-
"331; 90-7-220; and 90-9-306.

(4) There is a statutory appropriation to pay the
principal, interest, premiums, and costs of issuing, paying, and
securing all bonds, notes, or other obligaticons, as due, that
have been authorized and issued pursuant to the laws of Montana.
Agencies that have entered intc agreements authorized by the laws
of Montana to pay the state treasurer, for deposit in accordance
with 17-2-101 through 17-2-107, as determined by the state
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treasurer, an amount sufficient to pay the principal and interest
as due on the bonds or notes have statutory appropriation
authority for the payments. (In subsection (3): pursuant to sec.
7, Ch. 567, L. 1991, the inclusion of 19-6-709 terminates upon
death of last recipient eligible for supplemental benefit; and
pursuant to sec. 18, Ch. 748, L. 1991, the inclusion of 22-3-811
terminates June 30, 1993.) ""

Renumber: subsequent section

- -END-
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SENATE STANDING COMMITTEE REPORT
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March 26, 1993

MR. PRESIDENT:

We, your committee on Taxation having had under consideration
Senate Bill No. 410 (first reading copy -- white), respectfully
report that Senate Bill No. 410 be amended as follows and as so

amended do pass.
signea: AT z%/ﬁ//z\\.

Senator Mike;ggiligan, Chair
4

That such amendments read:

1. Title, line 9.
Strike: "VIDEO GAMBLING MACHINE"
Following: "TAX"
Insert: "ON BEER"

2. Title, line 10.
Following: "SECTIONS"
Insert: "16-1-306, 16-1-406, 16-1-410,"

3. Title, line 11.
Following: "19-7-504,"
Insert: "AND"

Strike: "AND"

4, Title, line 12.
Strike: "23-5-610,"

5. Page 1, line 17.
Strike: "department of justice"
Insert: "state treasurer"

6. Page 1, lines 18 and 19.

“Strike: "contribute" on line 18

Insert: "transfer"

Strike: "video" on line 18 through "machine" on line 19
Following: "tax" on line 19

Insert: "on beer"

Strike: "23-5-610" on line 19

Insert: "1l6-1-406"

7. Page 5, line 10 through page 8, line 15.
Strike: section 7 in its entirety
Insert: " Section 7. Section 16-1-306, MCA, is amended to read:
"16-1-306. Revenue to be paid to state treasurer. Except as
ovided in 16-1-404, 16-1-405, 16-1-406, 16-1-408, 16-1-410, and
1

o)
16-1-411, all fees, charges, taxes, and revenues ccllected by cr

r
6

— Amd. Coord.
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under authority of the department shall be deposited with the
state treasurer. He The state treasurer shall deposit the funds
to the credit of the state general fund."

Section 8. Section 16-1-406, MCA, is amended to read:

"16-1-406. Tax on beer -- distribution. A tax of $3 $4.15
per barrel of 31 gallons is hereby levied and imposed on each and
every barrel of beer sold in Montana by any wholesaler.jywhich
satd The tax shati—be is due at the end of each month from said
the wholesaler upon any suchtr beer so sold by—frim during that
month. As to any beer sold in containers other than barrels or in
barrels of more or less capacity than 31 gallons, the guantity
content shall be ascertained and computed by the department in
determining the amount of tax due. The tax received under this
section must be allocated as follows:

(1) an amount equal to 6.2% of the salaries of active
members of the sheriffs' retirement system to the account
established in 19-7-401; and

(2) the remainder to the general fund for further
allocation as provided in 16-1-410."

Section 9. Section 16-1-410, MCA, is amended to read:

"16-1-410. (Temporary) Tax revenue allocation. Subject to
16-1-422 and the allocation provided for in 16-1-406, all revenue
received from taxes on beer under 16-1-406 and 16-1-408 over and
above $1.50 per barrel of 31 gallons shall be deposited with the
state treasurer to the credit of the incorporated cities and
towns beer tax account in the state special revenue fund. The
money in the account is statutorily appropriated, as provided in
17-7-502, to the state treasurer who shall, monthly, distribute
this amount of money to the incorporated cities and towns in the
direct proportion that the population of each city and town bears
to the total population of all incorporated cities and towns as
shown in the latest official federal census. For cities and towns
incorporated after the latest official federal census, the census
shall be determined as of the date of incorporation as evidenced
by the certificate of the incorporating officials of that city or
town. If a city or town disincorporates, it may not receive any
funds under this section and the amount previously distributed to
the city or town shall be distributed to the remaining
incorporated cities and towns. All funds received by cities and
towns under this section shall be expended for state purposes
such as law enforcement, maintenance of the transportation
system, and public health.

16-1-410. (Effective on receipt of taxes or fees for
September 1993) Tax revenue allocation. &% Except as provided
in 16-1-406, all revenue received from taxes cn beer under 16-1-
406 and 16-1-408 over and abcve $1.50 per barrel cf 31 gallions
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shall be deposited with the state treasurer to the credit of the
incorporated cities and towns beer tax account in the state
special revenue fund. The money in the account is statutorily
appropriated, as provided in 17-7-502, to the state treasurer who
shall, monthly, distribute this amount of money to the
incorporated cities and towns in the direct proportion that the
population of each city and town bears to the total population of
all incorporated cities and towns as shown in the latest official
federal census. For cities and towns incorporated after the
latest official federal census, the census shall be determined as
of the date of incorporation as evidenced by the certificate of
the incorporating officials of that city or town. If a city or
town disincorporates, it may not receive any funds under this
section and the amount previously distributed to the city or town
shall be distributed to the remaining incorporated cities and
towns. All funds received by cities and towns under this section
shall be expended for state purposes such as law enforcement,
maintenance of the transportation system, and public health.™"
Renumber: subsequent sections

~END-
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MR. PRESIDENT:
We, your committee on Taxation having had under consideration
Senate Bill No. 378 (first reading copy -- white), respectfully

report that Senate Bill No. 378 be amended as follows and as so
amended do pass. 47
Signed: }/u j 'Ml/*/

SeRator Mike H igan, Chair

That such amendments read:

l. Title, line 5.

Strike: "SPECIAL REVENUE ACCOUNTS"
Insert: "DEDICATIONS OF REVENUE"

2. Title, line 6.
Strike: "OTHER"

3. Title, ‘lines 9 and 10.

Strike: line 9 through "7-21-2105," on line 10
Following: "15-1-501,"

Strike: "15-25-122, 15-35-108,"

4. Title, lines 11 through 13.

Strike: line 11 through "20-9-333," on line 12

Following: "20-9-343," on line 12

Strike: remainder of line 12 through "31-1-221," on line 13
Insert: "AND"

Following: "31-1-602,

Strike: "32-1-213,"

S. Title, line 14 through page 2, line 3.
Strike: line 14 through "90-3-525," on page 2, line 3

6. Title, page 2, lines 3 through 5
Following: ";" on line 3
Strike: remainder of line 3 through ";" on line 5

7. Page 2, line 9 through page 158, line 13.

Strike: everything after the enacting clause

Insert: "NEW SECTION. Section 1. Legislative findings. (1) The
legislature finds that provisions for dedicating state
revenue have increased in number, reduce legislative control
over state spending, ‘complicate the state funding structure,
and increase the effort required to budget, appropriate, and
monitor public funds. The dedication of funds results in the
inability of the legislature to practically and
systematically conduct reasconed pricritization of programs
cr funds.

M— amd. Cocord.
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(2) It is the intent of the legislature, by establishing a
system for the review and evaluation of revenue dedication
provisions, to ensure that provisions for revenue dedication:

(a) are based on sound principles of revenue dedication;

(b) reflect present circumstances and legislative
priorities for state spending; and

(c) are terminated when they no longer are necessary or
appropriate.

- NEW SECTION. Section 2. Definitions. As used in [sections
1 through 6], unless the context requires otherwise, the
following definitions apply:

(1) "Dedicated revenue provision" means an administrative
or legislative action that allocates the revenue from a tax, fee,
assessment, or other source to an account in the state special
revenue fund.

(2) "State special revenue fund" means a fund in the state
treasury consisting of money from state sources that is earmarked
for the purposes of defraying particular costs of an agency,
program, or function of state government, as provided in 17-2-
102.

NEW SECTION. Section 3. Transfer of fund balances to
general fund. On [the effective date of this act], the balance
remaining in each special revenue account designated in [sections
7 through 9] must be deposited in the general fund.

NEW SECTION. Section 4. Effect of termination. (1) If the
legislature has appropriated the revenue from an account provided
for in [sections 7 through 9], the appropriation is considered to
have been made from the general fund.

(2) All assets, liabilities, and fund balances of accounts
terminated by [sections 7 through 9] accrue to the general fund.

NEW SECTION. Section S. Legislative review and report. (1)
Each interim, the legislative finance committee shall review each
dedicated revenue provision not exempted under subsection (3).

(2) The review conducted by the committee must include an
evaluation of the dedicated revenue provision, based on whether
it:

: (a) provides direct benefits for those who pay the
dedicated tax, fee, or assessment;

(b) provides special information or other advantages that
could not be obtained if the revenue were allocated to the
general fund;

(¢) provides program funding at a level equivalent to the
expenditures established by the legislature;

681930SC.Sma
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(d) involves collection and allocation formulas that are
appropriate to the present circumstances in state government;

(e) impairs the legislature's ability to scrutinize
budgets, control expenditures, and establish priorities for state
spending;

(£) results in an inappropriate ending fund balance;

(g) £fulfills a continuing, legislatively recognized need;
and

(h) results in accounting or auditing inefficiency.

- (3) The committee shall establish procedures to facilitate
the review and. evaluation required by this section. Each interim,
the committee shall attempt to propose measures that will reduce
dedicated revenue to an amount that is less than one-third of all
state revenue. If the review determines that the revenue
dedication is constitutionally mandated, is for debt service,
funds emergency services, or is a user fee that is designed to
provide direct benefits for those who pay the dedicated tax, fee,
or assessment in an amount commensurate with the benefits
provided, the revenue dedication does not need a future review.

(4) Upon completion of the review, the committee shall
report a summary of its findings to the legislature, including
its recommendation of termination or extension, with or without
modification, of the dedicated revenue provision. The summary
must include the purpose of the revenue dedication, the source of
funding, the activity funded, the number of personnel associated
with the activity, and any balance in the dedicated revenue fund.
The summary must state the reason why the revenue dedication is
exempt from future review.

NEW SECTION. Section 6. Review of legislation. The office
of budget and program planning shall, consistent with the review
provisions in [section 5], review each piece of legislation that
proposes to dedicate revenue. The office shall submit its
findings concerning the dedication of revenue on the fiscal notes
accompanying that legislation.

Section 7. Section 15-1-501, MCA, is amended to read:

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

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

(b) electrical energy producer’'s license taxes under
chapter 51;

(c) severance taxes allocated to the general fund under
chapter 36;

(éd) liguor license taxes under Title 15;
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(e) telephone company license taxes under chapter 53; and

(£) 1inheritance and estate taxes under Title 72, chapter
16.

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

(a) ©€2+8% 91.3% of the taxes to the credit of the state
general fund;

(b) 8.7% of the taxes to the credit of the debt service
account for long-range building program bonds as described in 17-
5-408; and

(c) 28-5tofthetaxes—to thecredit—of—the—state—speciat

. ) X :
revenae fu”? fcr‘ft?tg e??a?:?a?fcu ?Id co—thepubtic—schoots—of
+dr all interest and penalties to the credit of the state
general fund.

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

(a) 6% 89.5% of the taxes to the credit of the state
general fund;

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

(c) 28-5%of—thetaxes—tothe—credtt—of—the—state—speciat

. . . X
revenue fu”? for.ft?t? eg?aiz?agfon ?Id ?O Chre—public—schoots—of
tdF all interest and penalties to the credit of the state
general fund.

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

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

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

15-1-501. (Effective July 1, 1993) Disposition of money
from certain designated license and other taxes. (1) The state
treasurer shall deposit to the credit of the state general fund
all money received by—irtm from the collection of:

(a) fees from driver's licenses, motorcycle endorsements,
and duplicate drlvef s licenses as prov1ded in 61-5-121;

(b) electrical energy producer's license taxes under

chapter 51;
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(c) severance taxes allocated tc the general fund under
chapter 36;
(d) 1liquor license taxes under Title 16;
(e) telephone company license taxes under chapter 53; and
(£) 1inheritance and estate taxes under Title 72, chapter
16. '

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

(a) 59+5% 91.3% of the taxes to the credit of the state
general fund;

(b) 8.7% of the taxes to the credit of the debt service
account for long-range building program bonds as described in 17-
5-408; and

——r——

(c I ofthe—taxes—tothe—credit—of—the—state—spectat
revenue—fund—for—stateequatizationraid—to—the pubttc—schools—of
Montama—as—describted—imrZ2—9—343—and—

t3r all interest and penalties to the credit of the state
general fund.

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

(a) &% 89.5% of the taxes to the credit of the state
general fund;

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

(C) 268 5% ofthetaxes—to—the—credit—of——the—state Speciai

frrrd—F s : g ] i b :
Montanmx—as—described—imr26~9—343—and— ;

+d)r all interest and penalties to the credit of the state
general fund.

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

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

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

Section 8. Section 20-9-343, MCA, is amended to read:

"20-9-343. (Temporary) Definition of and revenue for state
equalization aid. (1) As used in this title, the term "state
egualization aid" means the money deposited in the state special

9
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revenue fund as required in this section plus any legislative
appropriation of money from other sources for:

(a) distribution to the public schools for the payment of
guaranteed tax base aid and for equalization of the foundation
program;

(b) the Montana educational telecommunications network as
provided in 20-32-101; and

(c) filing fees for school district audits as required by
2-7-514(2). .

- (2) The superintendent of public instruction may spend
funds appropriated for state equalization aid, as required by
subsections (1l)(a) and (1)(b), throughout the biennium.

(3) The following must be paid into the state special
revenue fund for state equalization aid to public schools of the
state:

(a) money received—{romthe—cottectionrof—income—taxes

’ [
under—chapter30—of —frtte+57—as prou:dedlby F5—1—501;
] (?3 e¥°ePtEas provided r?_iﬁ 3T 58? _ MOTreY recex:edifrcm
chrapter—73t—of—fttie—t57—as—provided—by 153150t

tcr money allocated to state equalization from the
collection of the severance tax on coal;

tdr(b) money received from the treasurer of the United
States as the state's shares of o0il, gas, and other mineral
royalties under the federal Mineral Lands Leasing Act, as
amended;

tey(c) interest and income money described in 20-9-341 and
20-9-342;

t£5(d) money received from the state equalization aid levy
under 20-9-360;

tgr(e) income from the lottery, as provided in 23-7-402;

thy(£) the surplus revenues collected by the counties for
foundation program support according to 20-9-331 and 20-9-333;
and
-—— tir(g) investment income earned by investing money in the
state equalization aid account in the state special revenue fundy
amd—

5% of—the—income—and—earnings—of—att—coai—severance

(4) The superintendent of public instruction shall request
the board of investments to invest the money in the state
equalization aid account to maximize investment earnings to the
account. _

(5) Any surplus revenue in the state egqgualization aid
account in the second year of a biennium may be used to reduce
any appropriation reguired for the next succeeding biennium,
(Terminates June 30, 1993--sec. 5, Ch. 729, L. 1991.)

£8.530SC.Cma
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20-9-343. (Effective July 1, 1993) Definition of and
revenue for state equalization aid. (1) As used in this title,
the term "state equalization aid" means the money deposited in
the state special revenue fund as required in this section plus
any legislative appropriation of money from other sources for
distribution to the public schools for the purposes of payment of
guaranteed tax base aid and equalization of the foundation
program and for the Montana educational telecommunications
network as provided in 20-32-101. )

- (2) The superintendent of public instruction may spend
funds appropriated for state equalization aid as required for the
purposes of guaranteed tax base aid, the foundation program, and
the Montana educational telecommunications network, throughout
the biennium.

(3) The following must be paid into the state special
revenue fund for state equalization aid to public schools of the
state:

(a) .. £ ] - . -
under—chapter—30—of—Firtre—I5Srasprovided—by5—3561—

thr—except—asprovided—imr 153792 momey recerved——from

. : . A
t?e COiiiftI?" gfacoggfratzou i;ie?s$ a?? ?"???? Caxes—under

tcF money allocated to state equalization from the
collection of the severance tax on coal;

tdr(b) money received from the treasurer of the United
States as the state's shares of oil, gas, and other mineral
royalties under the federal Mineral Lands Leasing Act, as
amended;

ter(c) 1interest and income money described in 20-9-341 and
20-9-342;

t£¥r(d) money received from the state equalization aid levy
under 20-9-360;

tgr(e) inceome from the lottery, as provided in 23-7-402;

thy(£) the surplus revenues collected by the counties for
foundation program support according to 20-9-331 and 20-9-333;
and
——_ t+¥r(g) investment income earned by investing money in the
state equalization aid account in the state special revenue funds
amd—

fjT——%5%—cf—#he—fqcome—and—earnfngSﬂUf—a%i—coa%—severance

(4) The superintendent of public instruction shall request
the board of investments to invest the money in the state
equalization aid account to maximize investment earnings to the
account.

(5) Any surplus revenue in the state egualization aid
account in the second vear of a biennium may be used to reduce
any appropriation required for the next succeeding biennium."

£81920SC.Sma
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Section 9. Section 31-1-602, MCA, is amended to read:

"31-1-602. State-sponsored credit card -- distribution of
proceeds. (1) The department of revenue is authorized to
participate in a financial institution credit card program for
the benefit of the state. WithimI80—days—ofApri}t—28+—1989+—the
The department shall contact—each—fimanciat—inmstitutior——to
determine if:

(a) +tire a financial institution or its holding company or
affiliate currently administers a credit card program;

- (b) the credit card program provides a fee or commission on
retail sales to the sponsoring entity for the issuance and use of
the credit card; and

(c) the credit card program would accept the state as a
sponsoring entity.

(2) If the department determines that the state may be a
sponsoring entity for a financial institution credit card, the
department shall negotiate the most favorable rate for the
state's fee by a credit card issuer. The state may not offer a
more favorable rate to any credit card issuer. The rate must be
expressed as a percentage of the gross sales from the use of the
credit card. The proceeds of the fee must be deposited ome—tra:f

in the general fund and—one-ha%f—rn—tbe—state—specrai—revenue
fund—for—state—equatrzationr—aid—topubtic—schoots."

NEW SECTION. Section 10. Effective date. [This act] is
effective on passage and approval.”

~END-

$81930s8C.Sma
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- LARD PARG L#in #in #in #in #in #in #in
&unts 2010 39.9 40t059.9 60t0799 80t099.9 100t0 119.9 120t0139.9 140to 159.9 Total
ACRES TRACTS
E averhead 144 64 22 33 10 29 20 322
Ea Homn 72 91 38 91 34 60 38 424
Blaine 41 42 42 63 29 40 63 320
Broadwater 99 36 33 26 23 13 35 265
4 rbon 182 115 55 82 47 73 69 623
er 29 34 10 46 8 16 20 163
Cascade 505 199 122 115 65 60 103 1169
C outeau 41 78 28 105 19 51 61 383
Caester g2 108 24 54 22 28 30 358
Daniels 21 29 12 70 6 24 27 189
>~ wson 77 39 23 27 22 21 44 253
%iher Lodge 60 16 11 5 1 6 8 107
Fallon 32 21 11 28 10 10 39 151
argus 141 120 40 109 38 56 47 551
3 thead 434 128 95 58 30 25 23 793
ndlatin 797 213 107 93 87 49 113 1459
Garfield 22 28 8 30 9 24 8 129
G cier 71 123 45 140 24 33 69 505
Quden Valley 43 23 13 16 8 : 9 16 128
Granite 88 46 8 12 12 / 11" 15 192
Hil 89 67 37 82 555 ,.G337 A 76 403
Ji ferson 535 170 112 60 R ——L"éz’d’ 22 969
J8ith Basin 33 50 24 33 115£-389 27— 33 211
_ake 385 202 152 178 T 43 59 63 1082
- vis And Clar 569 181 88 43 31 29 46 987
Lty 26 47 15 45 4 29 24 190
iincoin 82 16 8 5 2 2 3 118
M~dison 613 128 68 76 41 40 48 1014
.\vicone 18 33 16 34 12 21 41 175
Wgher 91 30 15 10 9 6 9 170
Mineral 25 11 2 1 0] 0 0 39
M- soula 360 100 43 16 9 15 12 555
NLselshell 405 162 35 56 16 22 37 733
Park 546 128 63 41 33 17 39 867
P+ ‘roleum 10 41 4 29 5 13 13 115
llips 43 40 25 58 11 31 47 255
Pondera 47 60 35 64 32 26 58 322
Powder River 25 43 8 25 12 24 14 151
Pt ovell 176 137 25 33 14 16 - 18 419
Wirie - 12 15 12 11 4 4 12 70
Ravalli 747 266 141 94 52 44 29 1373
R nland 100 85 60 77 41 48 63 474
Rusevelt 94 143 50 96 36 55 71 545
Rosebud 83 70 38 45 28 23 47 334
Spnders 172 56 14 35 7 12 19 315
3. rridan 37 33 16 58 10 37 51 242
Wer Bow 129 42 31 15 18 15 13 263
Stillwater 319 91 46 64 28 36 46 630
3i 2et Grass 78 58 34 36 13 20 27 266
~haon 96 62 59 73 30 47 88 455
~oole 52 54 30 86 14 /37 49 322
4 11 7 20 6 5 22 75
92 88 34 120 19 37 53 443
~Peatland 124 38 11 20 6 7 21 227
Wit aux 12 1 3 8 2 4 21 50
Y owstone 428 266 135 135 63 67 87 1181
™
9.549 4,578 2,243 3.083 221 1,580 2,170 24,524



‘:Ag Laad

| Total acres in Total acresin Total acresin Total acresin Total acres in Total acres in Total acres in
‘Acres 20 to 39.9 40 to 59.9 60 to 79.9 80to99.9 10010 119.9 1201t0139.9 140to 159.9 Total
‘Beaverhead 3,539 2,901 1,537 2,860 1,109 3,739 3,016 18,701
'Big Horn 2,039 3,994 2,710 7,537 3,700 7,462 5,834 33,276
‘Blaine 1,230 1,852 2,992 5,207 3,285 5,073 9,736 © 29,375
.Broadwater 2,418 1,703 2,337 2,273 2,508 1,691 5,404 18,334
‘Carbon 4,837 5,119 3,807 6,885 5,204 9,109 10,545 45 506
.Carter 843 1,407 747 3,708 861 1,970 3,053 12,589
:Cascade 12,739 8,848 8,612 9,864 7,123 7,617 15,726 70,529
‘Chouteau 1,106 3,226 1,925 8,510 2,100 6,234 9,359 32,460
Custer 2,297 4,580 1,677 4,561 2,445 3,631 4,533 23,734
:Daniels 528 1,258 894 5,660 626 2,943 4,103 16,012
‘Dawson 2,034 1,846 1,582 2,270 2,445 2,610 6,698 19,485
‘Deer Lodge 1,499 695 780 410 118 756 1,225 5,483
:Fallon 757 912 783 2,323 1,091 1,232 5,953 13,051
‘Fergus 3,777 5,048 2,838 8,896 4239 6,877 7,244 38,919
\Flathead 11,176 5,847 6,683 4,906 3,326 3,209 3,515 38,662
‘Gallatin 19,387 10,002 7,610 8,097 9,587 6,338 17,155 78,176
Garfield 629 1,166 532 2,454 963 2,973 1,195 9,912
‘Glacier 2,015 5,166 3,072 11,372 2,625 4,055 10,618 38,923
i{Golden Valley 1,125 988 925 1,310 884 1,122 2,475 8,829
‘Granite 2,237 2,046 546 1,025 1,330 1,431 2,279 10,894
Hifl 2,320 2,903 2,591 6,718 1,591 4,609 11,642 32,374
Jefferson 12,977 7,940 7,756 5,164 4,327 3,827 3,382 45,373
“Judith Basin 940 2,149 1,766 2,720 1,233 3,329 5,059 17,196
Lake 9,723 8,907 10,854 14,574 4,744 7,321 9,491 65,614
.ewis And Clar 14,022 8,169 5,999 3,710 3,383 3,701 6,994 45978
Liberty 645 1,985 1,131 3,631 428 3,539 3,683 15,042
Lincoin 2,100 712 602 427 225 247 460 4,773
‘Madison 14,034 5,678 4,673 6,463 4 366 5,008 7,268 47,490
Mccone 510 1,392 1,153 2,758 1,347 2,588 6,276 16,024
Neagher 2,170 1,292 1,082 838 957 786 1,369 8,494
Mineral 577 500 126 82 0 0 0 1,285
Missoula 8,800 4,432 2,945 1,364 967 1,941 1,839 22,288
Musselshell 9,383 6,857 2,349 4704 1,750 2,709 5,679 33,431
Park 12,615 5,665 4429 3,522 3,548 2,199 5,961 37,939
'-?etroleum 296 1,730 292 2,354 570 1,599 1,940 8,781
Phillips 1,198 1,739 1,780 4818 1,228 3,805 7,145 21,713
Pondera 1,389 2,501 2,525 5,199 3,602 3,218 8,957 27,391
Powder River 738 1,814 577 2,041 1,327 2,958 2,133 11,588
Powell 4,015 5,685 1,695 2,748 . 1,502 2,026 2,739 20,410
Prairie - 333 657 896 908 441 493 1,826 5,554
Ravalli 19,454 12,351 9,703 8,131 5,699 5,545 4,368 65,251
Richland 2,550 3,789 4,300 6,421 4,551 5,919 9,583 37,113
Roosevelt 2,311 5,958 3,616 7,834 3,909 6,713 10,767 41,108
Rosebud 2,256 3,133 2,637 3,739 3,007 2,895 7,222 24,889
Sanders 4,282 2,434 953 2,892 795 1,492 2,855 15,703
Sheridan 1,011 1,355 1,125 4782 1,141 4,530 7,776 21,720
Silver Bow 3,251 1,877 2,113 1,286 1,983 1,900 1,981 14,391
Stiltwater . 7,478 4,014 3,230 5,384 3,132 4,483 6,987 34,708
Sweet Grass 2,027 2,703 2,382 3,031 1,383 2,502 4,101 18,129
Teton 2,645 2,699 4,393 5,941 3,358 5,872 13,631 38,539
Toole 1,378 2,228 2,207 7,023 1,542 /4 642 7,533 26,553
Treasure 135 462 533 1,692 680 634 3,363 7,499
Valley 2,453 3,803 2,387 9,753 2,061 4571 8,060 33,088
Nheatland 2,621 1,587 683 1,651 639 872 3,275 11,328
Nibaux 329 40 203 489 228 490 3,203 4,892
fellowstone 10,863 12,064 9,468 11,337 6,910 8,501 13,286 72,429
240,041 201,818 157,743 256,267 134,123 197,536 331,500 1,519,028



& L;; TotValuein TotValuein TotValuein TotValuein TotValuein TotValuein Tot Valuein
uan 20t0 39.9 4010599 60te79.9 80t099.9 100tc119.9 120t0 139.9 140t0 159.9 Total
2avj nead 30,042 24,803 21,338 24,259 11,010 37,812 30,649 179,913
; Haah 36,922 58,342 56,382 110,326 56,249 121,212 130,265 569,698
izine 10,078 12,267 39,227 39,385 44 690 54,345 128,314 328,306
:ag ater 16,891 15,019 37,692 35,090 25,540 30,411 92,137 252,780
9%' 83,125 71,013 88,251 119,233 108,197 205,866 279,792 955,477
1e 4,033 7,867 3,838 15,762 4,147 7,778 17,755 61,180
.zade 740177 316,888 646,071 439,443 472,075 231,762 603,574 3,449,990
y n.g au 19,430 58,817 34,954 184,653 51,185 140,562 238,423 728,034
stdem 28,427 32,590 21,874 59,867 46,985 42,086 68,651 300,480
tiels 4,456 15,479 12,165 75,829 8,336 33,895 53,441 203,601
g n 14,652 19,740 12,719 17,733 29,687 35,047 82,146 211,724
=rpodge 10,089 5,649 4,044 835 642 4,074 8,088 33,421
‘on 3,227 4,804 4,848 11,364 3,680 5,495 33,846 67,264
“rGUs 42,033 54,888 42,064 125,392 58,455 82,807 108,514 515,153
‘i d 303,739 172,860 238,349 187,388 116,111 124,127 148,915 1,291,489
% 197,750 163,616 171,451 162,479 214,154 140,745 438,629 1,488,824
rfieid 2,582 4,453 2,935 11,441 5,030 16,439 5,101 47,981
ot 19,655 59,505 29,942 110,154 22,743 66,474 155,279 463,752
da Valley 9,312 6,304 8,733 8,551 4,359 7,636 16,592 61,487
ranite 32,722 37,507 12,197 15,792 14,978 29,905 26,508 169,609
i 17,385 26,138 33,807 100,825 21,644 52,816 189,144 441,859
‘s on 59,262 38,820 39,479 24,444 58,190 19,086 10,738 250,019
M3asin 13,443 29,353 21,768 39,722 22,814 49,634 130,662 307,396
2 391,546 271,134 254,518 245,668 81,941 118,881 159,722 1,523,410
. And Clar 180,302 72,338 62,336 33,559 42,777 53,239 68,079 512,630
21 7,591 28,127 16,897 57,116 4,881 45,285 76,059 235,956
soln 19,739 3,749 9,607 4,912 1,286 1,820 4,635 45,848
diran 82,467 47,255 42,058 89,734 56,846 50,664 112,408 491,430
::éﬁe 2,466 8,879 11,109 25,309 16,864 21,509 81,293 167,429
:agner 9,485 5,454 8,889 4,456 5,031 4,112 14,126 51,553
‘netal 6,135 4,491 1,739 749 0 0 0 13,114
38 lla 102,831 69,016 39,523 17,248 9,229 29,021 19,253 286,121
;usdmishell 50,158 26,427 10,286 25,0585 7,519 15,802 36,307 171,555
ark 159,041 40,871 39,377 19,591 27,961 19,134 67,821 373,796
I¢ :um 973 6,896 768 9,633 1,545 7,697 6,316 33,828
R 8,312 9,973 15,660 45,494 10,582 22,143 69,246 182,410
~.ridera 23,913 46,243 48,072 112,607 72,727 67,147 227,655 598,364
"wyler River 2,479 7,090 1,958 8,532 6,984 17,828 10,560 55,431
N 20,926 30,253 9,439 19,559 10,918 16,786 28,504 136,385
- - 3,486 4,338 20,251 5,571 6,216 8,283 42,203 90,348
aii 341,947 217,652 232,285 148,890 126,187 138,780 90,863 1,296,604
3 nd 33,341 50,668 113,037 116,950 94,816 91,566 209,252 709,630
VeI 16,774 50,922 41,214 93,245 47,337 79,168 150,922 479,582
sebud 14,526 22,072 49,360 24,410 26,424 35,320 89,620 261,732
ENrs 34,892 55,443 10,727 37,163 6,073 9,485 39,023 192,906
:£ an 9,829 12,005 13,392 62,400 8,225 42,920 118,290 268,061
Mow 12,890 7,275 8,269 7,755 17,655 5,726 9,121 68,691
- iwater 58,543 37,958 47,087 70,327 40,482 60,206 120,269 434,872
a& Grass 19,247 22,091 23,195 19,874 15,971 15,571 41,289 157,238
-l 25,668 39,725 75,104 98,582 55,008 92,164 302,045 688,297
sle 9,173 25,124 24,483 83,912 17,200 64,874 143,439 368,205
Sg e 2,032 4,362 13,741 18,494 17,792 5218 64,958 126.557
e 26,127 44736 29,866 127,780 28,631 51,807 118,887 427,874
“eatiand 13,169 8,437 3,048 5.712 5,052 7,182 23,870 66,581
caLx 2,267 101 1,182 5,497 3.040 4,187 46,671 62,945
‘e stone 259,502 357.051 371,386 260,568 220,271 181,154 366,312 2.016.244

-

3,662,310 2,874878 3.234,122 3,826,329 2,454 383 2,824 803 5.9858.279 24,975,104



SENATE TAXAHON‘/
EXHIBIT NO.

Amendments to Senate Bill No. 257 DATE S ’}”'

First Reading Copy BlLNQ__;i_Zzé_;iéZ:7

Requested by Senator Harp
For the Committee on Taxation

Prepared by Jeff Martin
March 25, 1993

1. Title, line 7.
Following: '"1994;"
Insert: "PROVIDING AN INCREASED ALLOCATION OF FUEL TAXES TO
CITIES AND TOWNS;"
Following: "SECTIONS"
Insert: "“15-70-101,"
Following: "15-70-204"
Insert: ","
Strike: "AND"
Following: "15-70-321,"
Insert: "AND 17-7-502,

2. Page 1, line 11.
Following: line 10
Insert: "Section 1. Section 15-70-101, MCA, is amended to read:
"15-70-101. Disposition of funds. All taxes, interest, and
penalties collected under this chapter, except those collected by
a justice’s court, must be turned over promptly to the state
treasurer, who shall place the money in the state special revenue
fund to the credit of the department of transportation. Those
funds allocated to cities, towns, and counties in this section
must be paid by the department of transportation from the state
special revenue fund to the cities, towns, and counties.
(1) $3406065,000 $16,766,000 of the funds collected under
this chapter, except those collected by a justice’s court, 4s

statuterilty appropriated—as—previded—in—IF—F-502—teo—the
deparement—of-Eranspertatien—and must be allocateé each fiscal

year on a monthly basis to the counties and incorporated cities
and towns in Montana for construction, reconstruction,
maintenance, and repair of rural roads and city or town streets
and alleys, as provided in subsections (1) (a) through (1) (c):

(a) $54,000 must be designated for the purposes and
functions of the Montana rural technical assistance
transportation program in Bozeman;

(b) $6,323,000 must be divided among the various counties
in the following manner:

(i) 40% in the ratio that the rural road mileage in each
county, exclusive of the federal-aid interstate system and the
federal-aid primary system, bears to the total rural road mileage
in the state, exclusive of the federal-aid interstate system and
the federal-aid primary system;

(ii) 40% in the ratio that the rural populatlon in each
county outside incorporated cities and towns bears to the total
rural population in the state outside incorporated cities and
towns;

(iii) 20% in the ratio that the land area of each county

1 sb025701.ajm



bears to the total land area of the state;

(c) &F7623+600 510,389,000 must be divided among the
incorporated cities and towns in the following manner:

(i) 50% of the sum in the ratio that the population within
the corporate limits of the city or town bears to the total
population within corporate limits of all the cities and towns in
Montana;

(ii) 50% in the ratio that the city or town street and alley
mileage, exclusive of the federal-aid interstate system and the
federal—-aid primary system, within corporate limits bears to the
total street and alley mileage, exclusive of the federal-aid
interstate system and federal-aid primary system, within the
corporate limits of all cities and towns in Montana.

(2) All funds allocated by this section to counties,
cities, and towns must be used for the construction,
reconstruction, maintenance, and repair of rural roads or city or
town streets and alleys or for the share that the city, town, or
county might otherwise expend for proportionate matching of
federal funds allocated for the construction of roads or streets
that are part of the federal-aid primary or secondary highway
system or urban extensions to those systems, except that the
governing body of a town or third-class city, as defined in 7-1-
4111, may each year expend no more than 25% of the funds
allocated to that town or third-class city for the purchase of
capital equipment and supplies to be used for the maintenance and
repair of town or third-class city streets and alleys.

(3) All funds allocated by this section to counties,
cities, and towns must be disbursed to the lowest responsible
bidder according to applicable bidding procedures followed in all
cases in which the contract for construction, reconstruction,
maintenance, or repair is in excess of $4,000.

(4) For the purposes of this section in which distribution
of funds is made on a basis related to population, the population
must be determined by the last preceding official federal census.

(5) For the purposes of this section in which determination
of mileage is necessary for distribution of funds, it is the
responsibility of the cities, towns, and counties to furnish to
the department of transportation a yearly certified statement
indicating the total mileage within their respective areas
applicable to this chapter. All mileage submitted is subject to
review and approval by the department of transportation.

(6) Except by a town or third-class city as provided in
subsection (2), the funds authorized by this section may not be
used for the purchase of capital equipment.

(7) Funds authorized by this section must be used for
construction and maintenance programs only.""

Renumber: subsequent sections

3. Page 3, 1line 3.

Following: line 2

Insert: "sSection 4. Section 17-7-502, MCA, is amended to read:
"17-7-502. Statutory appropriations -- definition --

requisites for wvalidity. (1) A& statutory appropriation is an

appropriation made by permanent law that authorizes spending by a

2 sb025701.2ajm
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state agency without the need for a biennial legislative
appropriation or budget amendment.

(2) Except as provided in subsection (4), to be effective,
a statutory appropriation must comply with both of the following
provisions:

(a) The law containing the statutory authority must be
listed in subsection (3).

(b) The law or portion of the law making a statutory
appropriation must specifically state that a statutory
appropriation is made as provided in this section.

(3) The following laws are the only laws containing
statutory appropriations: 2-9-202; 2-17-105; 2-18-812; 10-3-203;
10-3-312; 10-3-314; 10-4-301; 13-37-304; 15-1-111; 15-23-706; 15~
25-123; 15-31-702; 15-36-112; 15-37-117; 15-65-121; 35-F0-30%;
16-1-404; 16-1-410; 16-1-411; 17-3-212; 17-5-404; 17-5-424; 17-5-
704; 17-5-804; 17-6-409; 17-7-304; 19-5-404; 19-6-709; 19-8-504;
19-9-702; 19-9-1007; 19-10-205; 19-10-305; 19-10-506; 19-11-512;
19-11-513; 19-11-606; 19-12-301; 19-13-604; 19-15-101; 20-4-109;
20-6-406; 20-8-111; 20-9-361; 20-26~-1503; 22-3-811; 23-5-136; 23~
5-306; 23-5-409; 23-5-610; 23-5-612; 23-5-631; 23-7-301; 23-7-
402; 27-12-206; 37-43-204; 37-51-501; 39-71-2504; 44-12-206; 44-
13-102; 53-6-150; 53-24-206; 61-5-121; 67-3-205; 75-1-1101; 75-5-
507; 75-5-1108; 75-11-313; 76-12-123; 77-1-808; 80-2-103; 80-11-
310; 82-11-136; 82-11-161; 85-1-220; 90-3-301; 90-4-215; 90-6-
331; 90-7-220; and 90-9-306. '

(4) There is a statutory appropriation to pay the
principal, interest, premiums, and costs of issuing, paying, and
securing all bonds, notes, or other obligations, as due, that
have been authorized and issued pursuant to the laws of Montana.
.Agencies that have entered into agreements authorized by the laws
of Montana to pay the state treasurer, for deposit in accordance
with 17-2-101 through 17-2-107, as determined by the state
treasurer, an amount sufficient to pay the principal and interest
as due on the bonds or notes have statutory appropriation
authority for the payments. (In subsection (3): pursuant to sec.
7, Ch. 567, L. 1991, the inclusion of 19-6-709 terminates upon
death of last recipient eligible for supplemental benefit; and
pursuant to sec. 18, Ch. 748, L. 1991, the inclusion of 22-3-811
terminates June 30, 1993.) ""

Renumber: subsequent section

3 sb025701.ajm



SENATE TAXATION e
EXHIBIT NO._=D '
e 2~ A~ 53

BiL Nod /D </ BT

FEBRUARY 11 1993

PLEASE REMEMBER THESE ARE COUNTY WIDE "ESTIMATES" AND GREATER
ACCURACY MAY HAVE BEEN REACHED WITH MORE TIME TO PROPERLY RESEARCH
THE INFORMATION REQUESTED.

THE NUMBER OF TRACTS SUBDIVIDED INTO PARCELS OF TWENTY ACRES OR
MORE IS APPROXIMATELY 1,694 PARCELS, OF WHICH APPROXIMATELY 90% OF
THE TRACTS ARE 20-40 ACRES IN SIZE AND APPROXIMATELY 10% ARE 40
PLUS ACRES IN SIZE, AND ENCOMPASS ROUGHLY 38,982 ACRES.

ASSESSMENT AND TAXES WHEN TREATED AS AG LAND WOULD BE AS FOLLOWS:

ACRES MARKET VALUE TAXABLE VALUE MILL LEVY TAX DOLLARS
38,982 145,013 43,504 255 . 11,093.52
. (3.72 @ ACRE*) (30%) (AVERAGE RURAL)

* FOR THE PURPOSE OF THIS DEMONSTRATION IT WAS ASSUMED THAT THE
LAND WOULD BE ASSESSED AT G-3 GRAZING. THE ACTUAL MARKET VALUE
MAY VARY.

ASSESSMENT AND TAXES WHEN TREATED AS SUBURBAN TRACT LAND WOULD BE
AS FOLLOWS:

ACRES MARKET VALUE TAXABLE VALUE MILL LEVY TAX DOLLARS
38,982 38,982,000 1,504,705 255 383,699.78
(1,000 @ ACRE*)(3.86%) (AVERAGE RURAL)

* FOR THE PURPOSES OF THIS DEMONSTRATION IT WAS ASSUMED THAT THE
LAND WOULD BE ASSESSED AT A MINIMUM OF $1,000 PER ACRE. THE
ACTUAL MARKET VALUE MAY VARY.

FOR THE PURPOSES OF THIS DEMONSTRATION IT WAS ALSO ASSUMED THAT
NONE OF THE PARCELS WOULD MEET THE CURRENT OR PURPOSED AG INCOME
TESTS.

IN THIS DEMONSTRATION THE TAX DOLLARS TO THE VARIOUS TAXING
DISTRICTS WOULD INCREASE BY AN ESTIMATED 372,606.26 DOLLARS.

ASSESSMENT AND TAXES OF AN "AVERAGE" LOT WITH NO IMPROVEMENTS IN
LIVINGSTON WOULD BE AS FOLLOWED:

MARKET VALUE TAXABLE VALUE MILL LEVY TAX DOLLARS
3,000 116 440.77 51.13
(25'X140") (3.86%)
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. Forest Land #in #in #in #in #in #in #in #in
Count 15t0 19.9 20 to 39.9 40 t0 59.9 60t079.9 80t099.9 100to 119.9 12010 139.9 140t0 159.9
. Beaverhead 1 8 2 2 0 0 0 0
: Big Horn 1 4 3 0 0 0 0 0
. Blaine 0 0 0 0 0 0 0 0
. Broadwater 0 4 3 0 0 0 0 0
- Carbon 4 4 1 1 0 0 0 0
- Carter 0 1 0 0 0 0 0 0
. Cascade 30 37 11 5 2 0 0 0
Chouteau 1 2 0 1 1 0 0 0
Custer 0 0 0 0 0 0 0 0
' Daniels ] 0 - 0 0 0 0 0 0
- Dawson 0 0 0 0 0 o] 0 0
. Deer Lodge 3 17 4 3 3 0 0 0
. Fallon 0 0 0 0 0 0 0 0
Fergus 31 58 29 12 13 7 2 0
Flathead 344 641 267 141 99 55 41 36
Gallatin 19 46 18 10 2 5 1 2
. Garfield 0 0 0 0 0 0 0 0
! Giacier 0 0 0 0 0 0 0 0 0
Golden Valley 0 4 1 0 0 0 0 1 6
Granite 3 15. 9 6 8 1 1 1 42
= Hill 0 0 0 0 0 0 0 0 0
. Jefferson 15 28 17 12 5 2 1 1 81
Judith Basin 2 0 0 1 0 0 .0 0 3
Lake 46 147 50 30 19 8 9 1 310
: Lewis And Clar 19 56 21 10 13 3 1 3 126
Liberty 0 0 0 0 0 0 0 0 0
Lincoln 175 396 193 105 58 47 26 21 1,021
- Madison 6 24 5 5 2 0 3 0 45
< Mcecone 0 0 0 0 0 0 0 0 0
. Meagher 5 11 5 2 1 0 0 0 24
. Mineral 34 g2 54 21 22 13 12 5 253
. Missoula 150 249 113 55 42 22 23 18 672
Musselshell 16 29 19 13 1 0 0 0 78
Park 4 19 8 3 0 3 0 0 37
Petroleum 0 0 0 0 0 0 0 o) 0
Philips 0 0 0 0 0 0 0 0 0
- Pondera 0 0 0 0 0 0 0 0 0
- Powder River 1 3 1 1 0 0 0 0 6
Fowell 12 23 14 12 13 6 7 2 89
. Prairie 0 0 0 0 0 0 0 0 0
Ravalli 143 205 94 44 22 11 9 3 531
Richland 0 o] 0 0 0 0 0 o] 0
Roosevelt 0 0 0 0 0 0 0 0 0
- Rosebud 4 15 2 1 0 0 0 0 2
. Sanders 147 233 123 45 29 19 12 8 616
. Sheridan 0 0 0 0 0 0 0 ¢ 0
Silver Bow 8 14 8 6 2 0 0 0 38
- Stiilwater 0 5 1 0 0 0 0 0 6
. Sweet Grass 1 2 2 0 0 0 0 0 5
Tewon 0 0 0 0 0 0 g 0 a
: Tcole 0 0 0 0 0 0 0 0 0
. Treasure 0 0 0 0 0 0 0 0 0
- Valley 0 0 0 0 0 0 0 0 0
Wheatland 2 1 0 0 0 1 0 0 4
Wibaux 0 0 0 0 0 0 0 0 Q0
Yeilowstone 1 1 0 0 0 0 0 0 2
1,228 2,394 1,078 547 355 203 7 148 102 6,055
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Amendments to Senate Bill No. 435  SENATE TAXATION
First Reading Copy d
EXHIBIT No.__ 4]

Requested by Senator Grosfield DME‘~§i‘£3Z;~723
For the Committee on Taxation Af  e
BILL NO. /éi 745257“

Prepared by Jeff Martin
March 25, 1993

1. Page 1, line 19.
Insert: " STATEMENT OF INTENT

A statement of intent is required for this bill because
[section 4], which amends 15-7-202, provides that the department
of revenue adopt rules regarding the annual certification by
owners of agricultural land that the land qualifies as
agricultural land for property tax purposes. Because [this act]
imposes an annual gross income requirement on parcels of land
that total 20 acres or more, it is the intent of the legislature
that the department of revenue establish procedures for
determining whether parcels of land that total 20 acres or more
initially qualify under the annual gross income requirement as
provided in (this act]. It is further the intent of the
legislature that the process for subsequent annual certification
ensures ease of administration and compliance. To that end, the
department should use existing forms on which a landowner may
report annual gross income.

(Section 5], which amends 15-44-102, also provides that the
department of revenue adopt rules regarding the annual
certification by owners of forest land that the land qualifies as
forest land for property tax purposes. It is the intent of the
legislature that the department establish procedures for
determining whether the land is actively managed for the
production of forest products. It is further the intent of the
legislature that the process for subsequent annual certification
ensures ease of administration and compliance.'

2. Page 18, 1line 6.

Strike: "(1) ()"
Insert: " (1) (c)"

3. Page 19, line 4.

Following: line 3

Insert: "(b) The annual gross income requirements in subsection
(1) (a) may include land rental payments made under the
federal conservation reserve program of a successor to that
program."

Renumber: subsequent subsection

4. Page 21, line 3.
Strike: "in a manner specified"
Insert: "under rules adopted"

Page 22, line 15.
trike: "in 2 manner specified"
nsert: "under rules adopted"

1 sb043501.ajm



Amendments to Senate Bill No. 378
First Reading Copy

Requested by Senator Grosfield
For the Committee on Taxation

SENATE TAXATION Rt
Prepared by Greg Petesch EXHIBIT NO. 2
March 26, 1993 DAT 3 “;//é fj

BiL no__A /2 370

1. Title, line 5.
Strike: "SPECIAL REVENUE ACCOUNTS"
Insert: "DEDICATIONS OF REVENUE™"

2. Title, line 6.
Strike: "OTHER"

3. Title, lines 9 and 10.

Strike: line 9 through "7-21-2105," on line 10
Following: "15-1-501,"

Strike: "15-25-122,"

4. Title, lines 11 through 13.

Strike: line 11 through "20-9-333," on line 12

Following: "20-9-343," on line 12

Strike: remainder of line 12 through "31-1-221," on line 13
Insert: "AND"

Following: "31-1-602,"

Strike: "32-1-213,"

5. Title, line 14 through page 2, line 3.
Strike: line 14 through "90-3-525," on page 2, line 3

6. Title, page 2, lines 3 through 5
Following: ";" on line 3
Strike: remainder of line 3 through ";" on line 5

7. Page 2, line 9 through page 158, line 13.

Strike: everything after the enacting clause

Insert: "NEW SECTION. Section 1. Legislative findings. (1) The
legislature finds that provisions for dedicating state
revenue have increased in number, reduce legislative control
over state spending, complicate the state funding structure,
and increase the effort required to budget, appropriate, and
monitor public funds. The dedication of funds results in the
inability of the legislature to practically and
systematically conduct reasoned prioritization of programs
or funds.
(2) It is the intent of the leg*slature, by establishing a

system for the review and evaluation of revenue dedication

provisions, to ensure that provisions for revenue dedication:

(2) are based on sound principles of revenue dedication;
(b) reflect present circumstances and legislative
priorities for state spending; and

z sb0378C1.agp



(c) are terminated when they no longer are necessary Or
appropriate. :

NEW SECTION. Section 2. Definitions. As used in ([sections
1 through 6], unless the context requires otherwise, the
following definitions apply:

(1) "Dedicated revenue provision" means an administrative

"or legislative action that allocates the revenue from a tax, fee,
assessment, or other source to an account in the state special
revenue fund.

(2) "State special revenue fund" means a fund in the state
treasury consisting of money from state sources that is earmarked
for the purposes of defraying particular costs of an agency,
program, or function of state government, as provided in 17-2-
102.

NEW SECTION. Section 3. Transfer of fund balances to
general fund. On [the effective date of this act], the balance
remaining in each special revenue account designated in [sections
7 through 10] must be deposited in the general fund.

NEW SECTION. Section 4. Effect of termination. (1) If the
legislature has appropriated the revenue from an account provided
for in [sections 7 through 10], the appropriation is considered
to have been made from the general fund.

(2) All assets, liabilities, and fund balances of accounts
terminated by [sections 7 through 10] accrue to the general fund.

NEW SECTION. Section 5. Legislative review and report. (1)
Each interim, the legislative finance committee shall review each
dedicated revenue provision not exempted under subsection (3).
—The-review must be completed-at—lteast 6 -months-before-thedate-
—set—for—terminatien—
(2) The review conducted by the committee must include an
evaluation of the dedicated revenue provision, based on whether
itc:

(a) provides direct benefits for those who pay the
dedicated tax, fee, or assessment;

(b) provides special information or other advantages that
could not be obtained if the revenue were allocated to the
general fund;

(c) provides program funding at a level eguivalent to the
expenditures established by the legislature;

(d) involves collection and allocation formulas that are
appropriate to the present circumstances in state government;

(e) 1impairs the legislature’s ability to scrutinize
budgets, control expenditures, and establish priorities for state
spending;

(£) results in an inappropriate ending fund balance;

(g) £ulfills a continuing, legislatively recognized need;

f
oY

(h) results in accounting or auditing inefficiency.

{(3) The committees shall establish procedures to facilitate
the review and evaluation required bv'th;s section. Each interim,
the committee shall attempt to propose measures that will reducs
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dedicated revenue-to an amount that is less than one-third of all
state revenue. If the review determines that the revenue
dedication is constitutionally mandated, is for debt service,
funds emergency services, or is a user fee that is designed to
provide direct benefits for those who pay the dedicated tax, fee,
or assessment in an amount commensurate with the benefits
provided, the revenue dedication does not need a future review.

(4) Upon completion of the review, the committee shall
report a summary of its findings to the legislature, including
its recommendation of termination or extension, with or without
modification, of the dedicated revenue provision. The summary
must include the purpose of the revenue dedication, the source of
funding, the activity funded, the number of personnel associated
with the activity, and any balance in the dedicated revenue £fund.
The summary must state the reason why the revenue dedication is
exempt from future review.

NEW SECTION. Section 6. Review of legislation. The office
of budget and program planning shall, consistent with the review
provisions in [section 5], review each piece of legislation that
proposes to dedicate revenue. The office shall submit its
findings concerning the dedication of revenue on the fiscal notes
accompanying that legislation.

Section 7. Section 15-1-501, MCA, is amended to read:

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

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

(b) electrical energy producer’s license taxes under
chapter 51;

(c) severance taxes allocated to the general fund under
chapter 36;

(d) liquor license taxes under Title 16;

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

(f) 1inheritance and estate taxes under Title 72, chapter
16.

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

(a) €2=8% 91.3% of the taxes to the credit of the state
general fund;

(b) 8.7% of the taxes to the credit of the debt service
account for long-range building program bonds as described in 17-
5-408; and

£ =+ = =
4+ all interest and penalties to the credit of the state
general fund.

(3) 2All money received from the collection of corporation

VT d ommemmem men A e e LR R O ) T - P S - 1 v
+2C280Se arna ILInCone caXxXes ungter caspeer 21 ¢cf this citle, except

as provided in 15-31-702, must be deposited as follows:
(a) +&=% 839.5% of the taxes to the credit of the state
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general fund;

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

(c) : : red: £} et ol

46+ all interest and penalties to the credit of the state
general fund.

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

(5) After the distribution provided for in 15-36-112, the
remainder of the o0il severance tax collections must be deposited
in the general fund.

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

' 15-1-501. (Effective July 1, 1993) Disposition of money
from certain designated license and other taxes. (1) The state
treasurer shall deposit to the credit of the state general fund
all money received by—him from the collection of:

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

(b) electrical energy producer’s license taxes under
chapter 51;

(c) severance taxes allocated to the general fund under
chapter 36;

(d) 1liquor license taxes under Title 16;

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

(f) 1inheritance and estate taxes under Title 72, chapter
16.

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

(a) 559-5% 91.3% of the taxes to the credit of the state
general fund;

(b) 8.7% of the taxes to the credit of the debt service
account for long-range building program bonds as described in 17-
5-408; and

S5 o)
+é* al1 interest and penalties to the credit of the state
general fund.

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

) &=% 82.5% of the taxes to the credit of the state

(a
cenerz] U.I"Q
MO e = A

4 A ol £ =1 - ) &

) .5% of the taxes to the credic cof the debt sexrvice
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account for 'o g-range building program bonds as described In 17-
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48+ all interest and penalties to the credit of the state
general fund.

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

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

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

Section 8. Section 15-35-108, MCA, is amended to read:

"15-35-108. (Temporary) Disposal of severance taxes.
Severance taxes collected under this chapter must be allocated
according to the provisions in effect on the date the tax is due
under 15-35-104. Severance taxes collected under the provisions
of this chapter are allocated as follows:

(1) To the trust fund created by Article IX, section 5, of
the Montana constitution, 50% of total coal severance tax
collections. The trust fund money must be deposited in the fund
established under 17-6-203(6) and invested by the board of
investments as provided by law.

(2) Starting July 1, 1992, and ending June 30, 1993, 12% of
coal severance tax collections are allocated to the general fund.

(3) Coal severance tax collections remaining after the
allocations provided by subsections (1) and (2) are allocated in
the following percentages of the remaining balance:

(a) 17%% to the credit of the local impact account.
Unencumbered funds remaining in the local impact account at the
end of each biennium are allocated to the state—speeial—revenuc
general fund fer—state—egualisation—aid—te—pubiie—gSechoois—eof—the

state.

(b) .3G%—?e—%he—sea§e—speeéa%—feveﬁ&e—éaﬁé~éef—s%&%e

7

4e> 1% to the state gspecial revenue fund to the credit of
the county land planning account;

+&+(c) 1% to the credit of the renewable resource
development bond fund;

+e}(d) 0% to a nonexpendable trust fund for the purpose of
parks management. Income from this trust fund must be
appropriated for the development, operation, and maintenance of
any sites and areas described in 23-1-102.

4+£+{e) 1% to the state special revenue fund to the credit
of the state Tibrary commission for the pu*poses of providing
rasic library services for the residents cf zll counties throuch
library federations and for payment of the costs of participating
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in regional and national networking;

+g+(f) 1/2 of 1% to the state special revenue fund for
conservation districts;

" 4R+(g) 1X¥ to the debt service fund type to the credit of
the water development debt service fund;

4+++(h) 2% to the state special revenue fund for the Montana
Growth Through Agriculture Act;

(1) 1 2/3% to the Montana arts council, to be allocated
as follows:

(1) 42%% for operating costs; and

(ii) 57%% to a nonexpendable trust fund for the purpose of
protection of works of art in the state capitol and for other
cultural and aesthetic projects. Income from this trust fund
shall be appropriated for protection of works of art in the state
capitol and for other cultural and aesthetic projects.

Je+(i) 'beginning July 1, 1991, and ending June 30, 1993, 3
1/3% to a special revenue account to be used by the department of
fish, wildlife, and parks for the development, operation, and
maintenance of state parks and the stabilization and preservation
of historic sites within the state park system;

4+33-(k) all other revenues from severance taxes collected
under the provisions of this chapter to the credit of the general
fund of the state. (Terminates June 30, 1993--sec. 3, Ch. 615, L.
1991, and sec. 3, Ch. 8, Sp. L. January 1992.)

15-35-108. (Effective July 1, 1993) Disposal of severance
taxes. Severance taxes collected under this chapter must be
allocated according to the provisions in effect on the date the
tax is due under 15-35-104. Severance taxes collected under the
provisions of this chapter are allocated as follows:

(1) To the trust fund created by Article IX, section 5, of
the Montana constitution, 50% of total coal severance tax
collections. The trust fund money must be deposited in the fund
established under 17-6-203(6) and invested by the board of
investments as provided by law.

(2) Starting July 1, #98% 1993, and ending June 30, 2003,
12% of coal severance tax collections are allocated to the-
highway reconstruction trust fund account in the state special
revenue fund.

(3) Coal severance tax collections remaining after
allocation te—the—trust—£fund under subseetien gubsections (1) and
{2) are allocated in the following percentages of the remaining
balance:

(a) 17%% to the credit of the local impact account.
Unencumbered funds remaining in the local impact account at the
end of each biennium are allocated to the state—sSpecial—revenus
ceneral fund fer-—state—egualizotien—aid—to-—publiec—sehools——ecf—+the
sEete.

(b)

R B - O P RN - B -SRI O | T I 3 S~ W=t 20N I B SN = S
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4e> 1% to the state special revenue fund to the credit of
the county land planning account;

&+ (c) 1% to the credit of the renewable resource
development bond fund;
’*‘(‘\ 3 1/3% to a nonexpendable

Ny

of parks acguisition or management. Inc
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must be appropriated for the acquisition, development, operation,
and maintenance of any sites and areas described in 23-1-102.
+£+(e) 1% to the state special revenue fund to the credit

of the state library commission for the purposes of providing
basic library services for the residents of all counties through
library federations and for payment of the costs of participating
in regional and national networking;

4g+(f) 1/2 of 1% to the state special revenue fund for
conservation districts;

B> (g) 1%% to the debt service fund type to the credit of
the water development debt service fund;

+i+(h) 2% to the state special revenue fund for the Montana
Growth Through Agriculture Act;

(i) 1 2/3% to a nonexpendable trust fund for the purpose
of protection of works of art in the state capitol and for other
cultural and aesthetic projects. Income from this trust fund
shall be appropriated for protection of works of art in the state
capitol and other cultural and aesthetic projects.

e (J) all other revenues from severance taxes collected
under the provisions of this chapter to the credit of the general
fund of the state. (Terminates July 1, 2003--sec. 4, Ch. 181, L.
1991.)

15-35-108. (Effective July 1, 2003) Disposal of severance
taxes. Severance taxes collected under this chapter must be
allocated according to the provisions in effect on the date the
tax is due under 15-35-104. Severance taxes collected under the
provisions of this chapter are allocated as follows:

(1) To the trust fund created by Article IX, section 5, of
the Montana constitution, 50% of total coal severance tax
collections. The trust fund money must be deposited in the fund
established under 17-6-203(6) and invested by the board of
investments as provided by law.

(2) Coal severance tax collections remaining after
allocation to the trust fund under subsection (1) are allocated
in the following percentages of the remaining balance:

(a) 17%% to the credit of the local impact account.
Unencumbered funds remaining in the local impact account at the
end of each biennium are allocated to the state—speeial—revenue
general fund fer—state—egualization—aid-to—pubiie—sgchoois—ef—the

gtate,
fb) _%G%—§e—%he—s%&?%ﬁa%ﬁHfarfeveﬁae~%aﬁé—§ef—s%a€e

-
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e+ 1% to the state special revenue fund toc the credit of
the county land planning account;

+&+(c) 1%¥ to the credit of the renewable resource
development bond fund;

4e3(d) 3 1/3% to a nonexpendable trust fund for the purpose
of parks acquisition or management. Income from this trust fund
must be appropriated for the acquisition, development, operation,
and maintenance of any sites and areas described in 23-1-102.

= (e 1% to the state special revenue fund to the credit
of the state llbrarv commission for the purposes of p*ow1a1¢
o

2 A ame ~F :11 AAnME T ag f-n

sic library services for the residents cf all ccunties rrough
library federations and for payment of the costs of participating
in regional and national networking;
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4g+(f) 1/2 of 1% to the state special revenue fund for
conservation districts;

‘B (g) 1%%¥ to the debt service fund type to the credit of
the water development debt service fund;

4++(h) 2% to the state special revenue fund for the Montana
Growth Through Agriculture Act;

+$(i) 1 2/3% to a nonexpendable trust fund for the purpose
of protection of works of art in the state capitol and for other
cultural and aesthetic projects. Income from this trust fund
shall be appropriated for protection of works of art in the state
capitol and other cultural and aesthetic projects.

4He-(3) all other revenues from severance taxes collected
under the provisions of this chapter to the credit of the general
fund of the state."

Section 9. Section 20-9-343, MCA, is amended to read:

"20-5-343, (Temporary) Definition of and revenue for state
equalization aid. (1) As used in this title, the term "state
equalization aid" means the money deposited in the state special
revenue fund as required in this section plus any legislative
appropriation of money from other sources for:

(a) distribution to the public schools for the payment of
guaranteed tax base aid and for equalization of the foundation
program;

(b) the Montana educational telecommunications network as
provided in 20-32-101; and

(c) filing fees for school district audits as required by
2-7-514(2).

(2) The superintendent of public instruction may spend
funds appropriated for state equalization aid, as required by
subsections (1) (a) and (1) (b), throughout the biennium.

(3) The following must be paid into the state special
revenue fund for state equalization aid to public schools of the
state:

(a) ' 1 Fon—of

48> money received from the treasurer of the United States
as the state’s shares of oil, gas, and other mineral royalties
under the federal Mineral Lands Leasing Act, as amended;

+e(b) interest and income money described in 20-39-341 and
20-9-342;

+£+(c) money received from the state equalization aid levy
under 20-9-360;

<gr{d) income from the lottery, as provided in 23-7-402;

+a+(e) the surplus revenues collected by the counties for

foundation program support according to 20-9-331 and 20-9-333;
and

~=1{£} investment in cc*e garned by investi ing meney in tha
state egualization ald account in the state special revenue Iund+
&8s
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{F—35%—of-the income and—earnings——eof all coal-—severanee

(4) The superintendent of public instruction shall request
the board of investments to invest the money in the state
equalization aid account to maximize investment earnings to the
account. .

(5) Any surplus revenue in the state equalization aid
account in the second year of a biennium may be used to reduce
any appropriation required for the next succeeding biennium.
(Terminates June 30, 1993--sec. 5, Ch. 729, L. 1991.)

20-9-343, (Effective July 1, 1993) Definition of and
revenue for state equalization aid. (1) As used in this title,
the term "state equalization aid" means the money deposited in
the state special revenue fund as required in this section plus
any legislative appropriation of money from other sources for
distribution to the public schools for the purposes of payment of
guaranteed tax base aid and equalization of the foundation
program and for the Montana educational telecommunications
network as provided in 20-32-101.

(2) The superintendent of public instruction may spend
funds appropriated for state equalization aid as required for the
purposes of guaranteed tax base aid, the foundation program, and
the Montana educational telecommunications network, throughout
the biennium.

(3) The following must be paid into the state special
revenue fund for state equalization aid to public schools of the
state:

4> money received from the treasurer of the United States
as the state’s shares of o0il, gas, and other mineral royalties
under the federal Mineral Lands Leasing Act, as amended;

4er(b) interest and income money described in 20-9-341 and
20-9-342;

+£+(c) money received from the state equalization aid levy

under 20-9-360;

+g+(d) income from the lottery, as prov1ded in 23-7-402;

“ar{e) the surplus revenues collected by the counties for
foundation program support according to 20-9-331 and 20-9-333;
and

43+ (f) investment income earned by investing money in the
state equalization aid account in the state special revenue fund+

(4) The super ntnnceny of publlc instruction sh
the board of investments to invest the money in the s

P - -d 3 - - 3
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egualization aid account to meximize investiment earnin

account.
(5) Any surplus revenue in the state egqualization aid
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account in the second year of a biennium may be used to reduce
any appropriation required for the next succeeding biennium."

Section 10. Section 31-1-602, MCA, is amended to read:

"31-1-602. State-sponsored credit card -- distribution of
proceeds. (1) The department of revenue is authorized to
participate in a financial institution credit card program for
the benefit of the state. Within-3186days—eof-RApril 283585 —thke
The department shall eerntaet—each-finapeial—institutien—te
determine if:

(a) +#he a financial institution or its holding company or
affiliate currently administers a credit card program;

(b) the credit card program provides a fee or commission on
retail sales to the sponsoring entity for the issuance and use of
the credit card; and

(c) the credit card program would accept the state as a
sponsoring entity.

(2) If the department determines that the state may be a
sponsoring entity for a financial institution credit card, the
department shall negotiate the most favorable rate for the
state’s fee by a credit card issuer. The state may not offer a
more favorable rate to any credit card issuer. The rate must be
expressed as a percentage of the gross sales from the use of the
credit card. The proceeds of the fee must be deposited eme—half

1n the general fund aﬁé—eﬁe—ha%é—&ﬁ—%he—s%aee—s?ee~a%—fevee&e

PRSP qur ey - -

NEW SECTION. Section 11. Effective date. [This act] is
effective on passage and approval."
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Bob Ream 3/26/93
Montana Single Business Tax
Description of how S.B. 434 works

A. Value Added (Section 3)
Value Added = Gross Receipts - Cost of Materials and Rent
Cost of Materials = All goods and services used in production
BUT Capital cost acguired included in cost of materials for
that year.
Taxes, dividends, compensation NOT cost of materials.

B. Tax Rate (Section 4)
Tax 4% on tax base of each person with business activity in

this state.

C. Tax Base (Section 5)
Tax Base = Value added adjusted:
1. Apportioned in state/out-of-state (Section 5-1-a)
2. Sale of capital assets included in gross receipts (5-1-b)
3. Exemptions:
a. Small Business- First $45,000 exempt but phased out at
$2 for each $1 over $45,000. (Section 6)
b. Labor intensive business adjustment (Section 5-2)
If compensation/tax base(after 3a) is greater than 75%
then tax base = 75%

D. Small Business Tax Credit (Section 9)

If tax imposed is greater than 6.8% of adjusted business

income, credit is given for amount greater than 6.8%.

1. Businesses must have less than $1 million gross receipts
have less than $100,000 adjusted business income, and.
principals must have received less than $45,000 income.

2. May choose 6.8% income tax without computing value added.

E. Repeals corporation license tax, insurance premiums tax,
telephone company tax, electrical energy producer’s tax,
public contractors tax, cement producer’s. tax.

Repeals $100 million annually in these business taxes.

F. Total revenues from this tax difficult to estimate at this
time, but probably in range of $250-300 million per year.
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Summary of SB 434
Single Tax Bill

Section 1. Short title. "Single Business Tax" same name used by
Michigan Act. Replaces all income-based taxes on business.

Section 2. Definitions. The significant definitions are:

(2) "Adjusted Business Income' and (5) "Business income" are
used to define the income used for the small business credit -- the
6.8% tax on adjusted business income as set forth in section 9.

(4) "Business activity". Details the scope of the tax.
There is no mention of the type of entity, i.e. C-corporation, S-
corporation, partnership, sole proprietor. All entities conducting
business activities are covered.

(7) "Compensation". Used as a major part of "value added".
Note that taxes, unemployment insurance payments, workers'’
compensation payments, pension and retirement payments, and health
insurance are included as a part of compensation.

(20) "Tax base". This definition provides a thumbnail idea of
the value added tax.

Section 3. Value Added. Gives textbock definition of what
constitutes "value-added'. Business gross receipts less cost of
materials and rent.

Section 4. Tax rate on tax base. A privilege tax of 4% of the tax
base is levied.

Section 5. Determination of tax base. How the tax base against
which the tax rate is imposed is determined.

First, the value added is allocated or apportioned to the
state to take into account the value added within the state and in
other states or countries.

Second, adjustments to cost of capital must be made. Capital
is a cost of production and is eliminated from gross receipts to
determine the value added, but money from the sale of capital items
that are later sold by the company must added back into the tax
base, after any allocation or apportionment.

Third, any receipts that are exempt from taxation must be
subtracted from the value added amount.

Finally, because labor intensive business will have a larger
tax base in relation to the value added than capital intensive
businesses, their tax base may Dbe adjusted downwards 1if
compensation exceeds 75% of the adjusted tax base.

Section 6. Exemptions. Contains most of the standard exemptions
for government and charitable operations plus a special exemption
for small businesses. The small business exemption provides that:
the first $45,000 of tax base of zll business (even huge
busi --ysas) S exesmpt.
an a cnal $48,000 may be exempted, with $12,000 for sach

working partner or shareholder of an S8-Corporation or profass!:

i
el
g nar or shareholder of zn 8- Cvrporatlvd or professional
COrporat
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the combination of the first two exemptions is reduced $2 for
each $1 that business income exceeds the total amount of the
exemption.

Section 7. Treatment of capital. Provides that capital be
expensed, not depreciated, to determine value added. This
encourages capital acquisition. Capital costs not used in one year
may be carried forward into future years, not to exceed 10 years.
This allows total expensing of capital for small business when the
capital expense exceeds gross receipts in the year the capital good
was acquired. ’ _

The receipts from capital that is sold must be added into the
tax base to recapture the applicable part of the earlier expensing
cf its purchase.

Section 8. Tax base of an insurance company. Because of the
difficulty of determining the value added by conventional means,
the tax base of an insurance company is considered to be 35% of its
gross receipts from most sales (i.e. premiums).

Section 9. Small business credit. An alternative tax for
businesses with gross receipts less than $1 million. Provides a
"credit" for taxes in excess of 6.8% of their adjusted business
income. In effect an income tax of 6.8% that can be used in lieu
of the wvalue added tax. The business must have less than $1
million in gross receipts, have 1less than $100,000 adjusted
business income, and principals in the business must not have
received more than $45,000 income from the business.

Section 10. Credit -- subchapter S. or unincorporated taxpayer.
An adjustment for tax payments for those business that are not a C-
corporation. Corporate taxes have been eliminated, but income

taxes have not. This is to adjust for individual taxpayer having
another tax to pay whereas the C-corp dces not.

Sections 11 through 22. Apportionment and allocation. For
business that operate interstate or internationally, provides a
method for apportioning income to Montana for taxation. Very
similar to present law. Based upon Uniform Law except the formula
in section 14 -- generally each factor is given equal weight for a
corporate license tax. This method is probably fairer under a VAT.
Michigan has adopted these factor weights.

Sections 24 through 31 provide for administration of the tax. The
tax i1s to be codified in Title 15, chapter 31, where the corporate
license tax is codified. Some administrative provisions applicable
to both taxes were not repealed.

Section 23. Allows simple return for small business with no
property transactions.
Section 24. Requires estimated returns and quarterly payments for
larger businesses.
tion 25. First tax year computation.
icn 26. Filing return, extension, payment.
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Section 27. Federal return available if needed by DCR.

Section
Section
Section
Section

Amended

MCA sections:

28. Information returns by untaxed entities.
29. Consolidated or combined returns.

30. Apportionment of consolidated or combined returns.

31. Administration by DOR.

sections to be consistent with single business tax.
Section 32. Distribution of tax money replaces repealed taxes with

These change references to repealed laws or

the single business tax.

Section 33. Replaces direct definitions on page 42 for definitions

that are in 15-32-102, (see line 11) which is repealed as part
of the business license tax.

Section 34. Deletes provisions from individual income tax adjusted

gross income that apply to sections that were repealed.

Changes reference from "small business corporation" to fuller
"subchapter S." corporation because the definition of "small
business corporation is repealed.

Section 35.

Changes internal reference on page 48,

line 14.

Section 36. Section relating to individual income taxes previously

just referenced 15-31-132,

which, because it is part of the

corporation license tax law, is repealed. Moved the substance
of the repealed section over into this section.

Section 37.
Section 38.
Section 39.

just referenced 15-31-131,
corporation license tax law, is repealed.

"Small business corporation" change again.
"Small business corporation" change again.
Section relating to individual income taxes previously

which, because it is part of the
Moved the substance

of the repealed section over into this section.

Section 40.
4.
Section 41. Section to be

Changed terminology to
Section 42. Section to be
Changed terminology to
Section 43.

Section 44.

Inserted definition in (4)
referred to by internal reference on page 60,
Inserted definition in

Deleted reference to repealed section on page 59, line

retained from corporate license tax.
fit the single business tax.

retained from corporate license tax.
fit the single business tax.

to replace the definition
line 18.

to replace the definition

(4)

referred to by internal reference on page 62, line 2. Changed

internal reference on page 62,

line 5.
Section 45.
Section 46.
Section 47.
Section 48.
Section 49.
Section 50.

insurance premium tax.
Section 51.

business tax.
Sectiocn 52.
was repealed.

Ssction 53. Deleted references tc corporats
Changed reference from corporats

Deleted reference tc a statutory

lines 20 and 21, and page 63,

Deleted references to corporate license tax.

"Small business corporation" change again.

Deleted references to repealed sections.

"Small business corporation" change again.

Deleted references to corporate license tax.

Deleted provisions relating to the deposit of the

Changed reference from corporate license tax to single

- - -~ - FI S

aprreorratlon thac
license tax

a license tax to singls



business tax.

Section 55. Substituted cite to a new section for a repealed
section relating to tax exempt entities.

Section 56. In insurance law deleted references to repealed
sections. ,

Section 57. Deleted provisions relating to premium tax offset

because of repeal of premium tax.

Section 58. Deleted references to repealed sections.

Section 59. Deleted references to repealed sections.

Section 60. Deleted references to repealed sections.

Section 61. Deleted reference to rate charged on unpaid corporate
license tax and replaced with "9%" rate.

Secticn 62. Deleted reference to repealed section.

Section 63. Replaced internal references from repealed sections to
sections with definitions taken from the repealed sections
(see Section 33).

Section 64. Codifies the new sections of single business tax where
the corporate license tax was codified. '

Section 65. Transition. Subsection (1) allows business to expense
off undepreciated capital purchased within the last five years
to provide a transition on the way capital is handled from the
corporate tax to single business tax.

Subsection (2) requires that uncompleted tax transactions
under the repealed taxes be completed under the law in
existence at that time the transaction commenced.

Section 66. Repeals the taxes listed in the catchline.

Section 67. Effective on January 1, 1994.

Section 68. Applies to tax years after December 31, 1993. Allows
the department to commence rulemaking prior to the effective
date of the act.

LH VAT.SUM 3/25/93



STATE OF MONTANA

Ofﬁca of the fsga[atiua Fiscal oqrza[yat

STATE CAPITOL

HELENA, MONTANA 59620
406/444-2986

TERESA OLCOTT COHEA
LEGISLATIVE FISCAL ANALYST January 28, 1993

Representative Bob Ream
Seat No. 90
Montana House of Representatives

Dear Representative Ream:

The table below shows the amount of total and general fund revenue that would be lost
if the following taxes were repealed, effective July 1, 1993. The proposed legislation repeals
the corporation license tax, the public contractors tax, the electric energy license tax, the
telephone company license tax, and the cement dealers and producers taxes.

Revenue Loss Associated
With Repeal of Various Tax Sources
FY95 (Millions)

Tax Source Total Collections General Fund Collections

Corporation License $ 66.804 36.285
Public Contractors 1.230 1.230
Electric Energy 4.021 4.021
Telephone Company 4.091 4.091
Cement Dealers/Producers * 0.132 0.132
Total Revenue Loss : 76.278 45.759

* Estimate is based on fiscal 1992 actual receipts, since Revenue Oversight Committee
revenue estimates included cement taxes in its "all other revenue" estimate.

Please let me know if I can provide you with further information.

¢ Aod s A

ames E. Standaert
Associate Fiscal Analyst

Sincerely
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Conclusion

According to Henry Aaron in a recent discussion of a national
VAT, “The value added tax belongs to a class of issues sufficiently
interesting and attractive never quite to die, but not sufficiently
appealing ever to be adopted.” In contrast, Michigan’s experience
has demonstrated that a state VAT is a practical and viable option.
Compared with a state corporate profits tax, a value-added tax
is relatively attractive if judged on the basis of economic efficiency,
revenue stability, long-run growth potential, and horizontal equity
‘across firms and industries. A consumption-type VAT offers states
an opportunity to replace a business tax system that discriminates
against capital investment with one that favors capital spending.

Compared with a retail sales tax, the value-added tax has two
attractive advantages: It does not tax intermediate goods pur-
chased by firms, and it can be extended effectively to cover a
significant portion of consumer spending on services. This second
advantage will grow in importance as the structural shift from
goods to service industries continues.

Whether viewed as a consumption tax or a general business
tax, the adoption of a VAT offers states an opportunity to imple-
ment the basic principles underlying the Tax Reform Act of 1986
at the state level. The VAT is a broad-based, low-rate general
business tax that achieves a remarkable degree of horizontal
equity in the distribution of tax burdens across industries and
firms. For this reason, the VAT is ideally suited to a state business
tax policy aimed at reducing overall tax rates and removing spe-
cific, targeted subsidies from the tax code. While it probably will
take a significant fiscal crisis to prod states into taking a serious
look at the value-added tax, the longer-run advantages of this
low-rate, broad-based, procapital approach to business taxation
eventually may lead additional states to join Michigan in the
value-added tax arena.



Alullislale Tax Commesscon

November 19, 1992 COU/.\

Jeff Martin, Staff Researcher
Revenue Oversight Committee
52nd Montana Legislature
Room 138 State Capitol
Helena, MT 59620-1708

Dear Jeff:

This letter is in response to your request for further information on the subject
of value-added taxes.

I need to emphasize that the Commission does not recommend or advocate to
an individual state whether or not they should adopt one particular tax as opposed
to another. We do assist our member states with respect to the interstate commerce
aspects of any taxes that the states choose to implement, and we generally provide
technical assistance when requested on topics where we have relevant expertise.

Before discussing features of a value-added tax, you should also know that the
Commission is prepared to assist Montana, within our resources, with the
development and implementation of a sales tax. We have expertise to offer on how
best to make a sales tax mesh in the interstate commerce context. We also audit
major corporations for sales and use taxes for other States, and we have valuable
experience to offer in that area.

In terms of additional information on value-added taxes, I would best refer you
to two articles (both are enclosed) that represent the best surveys, to my knowledge
of the issues involved in applying value-added taxes at the state level. They include:

Cline, Robert J., "Should States Adopt a Value-Added Tax?," in The
Unfinished Agenda for State Tax Reform, ed. by Steven D. Gold, National
Conference of State Legislatures, November, 1988, and

Wieférman, John, "The Value Added Tax," in Rethinking Texas Taxes,
Chapter 17, Select Committee on Tax Equity, State of Texas, 1989.

These articles are generally very complete. However, they treat less well some
of the constitutional issues involved in considering a value-added tax. These articles
predate the U.S. Supreme Court decision in Zrinova v. Michigen. Michigan is a
member of the Multistate Tax Commission, and we assisted them with that case.
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Mr. Jeff Martin
November 19, 1992
Page 2

In Trinova, the U.S. Supreme Court approved Michigan’s use of traditional
apportionment methods, generally associated with corporate income taxes, for
assigning a share of the total value-added of a multistate firm to Michigan. That
case, in effect, gave constitutional blessing to state operational value-added taxes.

Operational value-added taxes are administered in a manner similar to a
corporation income tax. A business

1 calculates its value added, by either adding up its components—the
additive method—or subtracting from its gross receipts its purchases
from other firms—the subtraction method,;

2) apportions a share of its value added to the state if it operates in more
than one state (using the standard three-factor sales, property and
payroll formula or some variant of that), and

3) applies the tax rate to determine the tax.

The U.S. Supreme Court has given its approval to this type of tax as it applies to
firms operating in interstate commerce.

The other form of value-added tax—the transactional or credit-invoice
VAT—has not been reviewed by the U.S. Supreme Court and would likely encounter
some constitutional difficulties. Under a transactional VAT, an enterprise collects the
VAT on all of its sales. The enterprise also pays the VAT on all of its purchases. At
the end of a tax reporting period—a month or quarter, for example—the enterprise
totals up the amount of tax it collected on its sales, subtracts the amount of tax it
paid on its purchases, and remits the difference to the tax authorities. The difference
represents the amount of tax on the value that the enterprise added to society’s goods
and services in that tax period. Export sales are typically exempt from the tax.

The potential constitutional problems with a transactional VAT arise in the
context of interstate commerce. Under a transactional VAT, a state would allow a
credit for the intermediate tax on any goods purchased by a firm within the state.
If it did not grant a credit for sales or similar transactional taxes for goods purchased
outside the state, the tax would likely run afoul of the interstate commerce clause.
But the cure for the constitutional problem is worse than the disease. Granting and
then verifying credits for various sales or other transactional taxes levied by other
states on goods and services imported into a state would be a very complex task. For
these reasons, an operational VAT is the most feasible form of a VAT for an
individual state to enact.



Mr. Jeff Martin E
November 19, 1992 . 56_915(/"
Page 3

The articles I have referred you to deal with a number of the general economic
effects of a value-added tax. Of particular interest are pages 254-258 of the
Wieferman article.

Beyond the discussion in those articles, the economic effect of a state VAT
would depend considerably on the specific features of a proposal. For example, if a
VAT is'designed to allow a full deduction for capital investment and if its revenues
were used, at least in part, to replace personal property taxes on business equipment,
then the tax proposal would significantly favor new investment. That effect would
occur because under this form of VAT, taxes would decrease for a business when it
purchased new equipment, whereas in the same case, taxes rise under the personal
property tax. However, if the specific proposal were not designed in the manner
described, this economic effect would not occur or at least not to the same degree.

To illustrate the same point further, a VAT is sometimes criticized because a
tax may be due even if a profit is not made (which is also true of property taxes,
social security and medicare taxes, excise taxes and other common levies). That issue
is generally raised in the context of concerns about the impact of the tax on small
businesses. For that reason, Michigan has introduced special provisions for small
businesses to allow them to be taxed on a net income basis. In addition, ifa VAT is
used, at least in part, to replace another tax that does not vary with profit levels
(again the tax on business personal property comes to mind), the issue tends to be less
important. Again, the point is simply that it is difficult to evaluate the economic
effects of a tax absent the specific features of the proposal.

I hope this information is helpful. Again, the Commission is prepared to assist
Montana with whatever form of taxation it chooses to employ.

Sinc

Dan R. Bucks
Executive Director

cc: Denis Adams, Director of Revenue
Larry Finch, Research Bureau Chief
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Amendments to Senate Bill No. 434

First Reading Copy
SEMATE TAXATION,/
Requested by Rep. Ream EXHISIT NO gy/
For the Committee on Taxation S g - "
DME__ S ~AL- I3

Prepared by Lee Heiman s ne AV S5
March 25, 1993 LN Z // v

1. Page 93.

Following: line 12

Insert: "NEW SECTION. Section 67. Coordination instruction. If
Senate Bill No. 235 is approved by the electorate in June
1993, then [this act] is void."

Renumber: subsequent sections

2. Page 93, line 14.
Strike: "1994"
Insert: "19S86"

3. Page 93, line 17.
Strike: "1993"
Insert: "1995"

4. Page 93, line 20.
Page 93, line 21.
Strike: "October"
Insert: "January"
Strike: "1993"
Insert: "19%6"



Executive Office

3418 N. Last Chance Gulch
P.O. Box 440

Helena, MT 59624

Phone (406) 442-3388

SENATE TAXATION.

EXHIBIT MO, i
TESTINONY baE. D A~ 93
MARCH 26, 1993 72 =7
cn s, B o2 /3
7:00 A.M.

ROOM 413/415
SENATE TAXATION COMMITTEE

MR. CHAIRMAN AND MEMBERS OF THE COMMITTEE:

FOR THE RECORD. I AM CHARLES BROCOKS EXECUTIWE VICE PRESIDENT OF
THE MONTANA RETAIL ASSOCIATION AND ITS AFFILIATES.

WE RISE IN OPPOSITION TO SENATE BILL 434. THE VAT IS A HIDDEN OR
- INDIRECT TaAX. THE ULTIMATE CONSUMER PAYS THESE TAXES IN THE COST
OF THE PRODUCT AND, BECAUSE IT ITS INCORPORATED INTO THE PRICE OF
THE PREODUCT OR SERVICE, IT IS8 NOT STATED OPENLY LIKE A SALES TAX.
CONSUMERS WOULD NOT HAVE TO FILL OUT ANY FORHS, THEY WOULDN'T
HAVE TO WRITE ANY CHECKS, AND THEY WON’T HAVE ANY RECEIPTS WHICH
INDICATE AMOUNTS PAID FOR THE TAXES. AS A RESULTS, THIS DISTANCE
BETWEEN LEGISLATOES WHO ENACT THE TAX AND THEIR CONSTITUENTS WHO
PAY THE TAX TENDS TO LESSEN FISCAL ACCOUNTABILITY WHICH PAVES THE
WAY TO EASILY INCREASING THE TAX RATE TO PAY FOR EVEN MORE STATE
" SPENDING.

A VAT WOULD MAKE THE TAX SYSTEHMH SIGNIFICANTLY MORE BURDENSOME AND
COMPLEX. A VAT #WOULD ADD SIGNIFICANTLY TGO THE RECORDKEEPING AND
COMPLIANCE COSTIS FOR BUSINESSEI. ACGCORDINGLY, A VAT, IN ADDITICN
TO INCREASING THE ADMINISTRATIVE BURDEN AND COMPLEXITY ASSOCIATED
WITH THE TAX SYSTEM, WOULD BE COSTLY TO ADMINISTER.

I WOULD LIKE TO REFER YOU TO THE ARTICLE FROM THE WALL STREET
JOURNAL OF HMARCH 25, 1333, WHICH IS ATTACHED FOR YOUR REVIEW.

WE URGE YOU TO OPFOSE THIS FORM OF TAXATICON AND GIVE 5B 439 a DO
NOT PASS VOTE. '

THANK YOU FOR THIS OPPORTUNITY TO SPEAK.
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The Black Monster
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EDITORIAL BY:
Charles R. Brooks

There is a very BLACK MONSTER hanging over the Montana business community!!! The
- BLACK MONSTER is lurking in the legislative halls of the capitol. The BLACK
- MONSTER is not a Halloween spook. It's more trick than treat. I am referring to
a move undervway to introduce a value-added-tax (VAT) during the 1993 session.
Some of you, I am sure, are asking what is & VAT tax. The tax can be defined as
.. a flat-rate tax that is applied to all business activity regardless of ownership
. (corporation, partnership, or sole proprietorship) on the basis of value added
to the economy. Business would pay this tax regardless of profits. If you had
a bad year and lost money, you would still pay the tax. Rates being considered
are — 1.77% to 4%. Tax revenue raised by this tax is estimated at $158 million
to $358 million. This will be promoted as a tax on business and not a sales tax
on the consumer????? Economics 101 tells me that the consumer will pay the tax.
I do not know a business today in Montana, big or small, that can absorb this
amount of tax without passing it along to their customers. This type of tax is
a legislators way of not facing the voters with a 4% sales tax. It can be
promoted as a tax on business not a tax on the consumer. Keep in mind this is
a tax on a tax on a tax, depending on how many economic enterprises that the
merchandise or service passed through. One of our directors, Jere Manning,
quite accurately described this tax like a chain letter with no options to refuse
or respond. Those of us in the business community, know that the downside of a
VAT is overwhelming.

A VAT WOULD BE INFLATIONARY: However it is designed, ultimately, there is little
doubt this tax will be passed along to the consumer through price increases.

_A VAT WOULD REDUCE CONSUMER SPENDING: The obvious impact of hicher prices is
lower sales. It is low-income consumers who would be hit the hardest since they
spend a higher percentage of their income on consumption. Therefore, a VAT is
the most regressive form of taxation. '

A VAT WOULD INCREASE ADHMINISTRATIVE BURDEN AND COMPLEXITY: While retailers have
consistently supported fundamental tax reform on the premise that reform would
make the tax system fairer and simpler, the VAT would do just the opposite.

The bottom line on the VAT is, not here in Montana, not now, not ever. The
allure of the VAT, its alleged simplicity and its fairmess, is quite simply a
dream and is illusionzry. In this election year, when chanting 'change" has
become the politicians' anthem, it is time to let candidates and elected
officials know that changing to a VAT would be disastrous for the people of
Montana and the economy. PLEASE, without fail, talk to your candidates and voice
your opposition to the VAT.
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Beware theVAT |

Remember Al Ultman?

Al Ullman was the “powcr[ul"v

* Chairman of the House Ways aud
) N_lc;ms Committee, until in 1980 he de-
> cided to hitch his carcer 1o the promo-

lion of a national sales tax. He was
voled out of office.

Mosl polilicians know this story,

: but they figure the voters have forgot-
. len. And so this week Senator Ernest
“Hoflings will offer an amendment to

substitute a Value Added Tax for Bill

, Clinton's encrgy tax. Clinlon advisers
- Roger Altman and lra Magaziner have
: strongly sugpested that a VAT, which

-+ would tax businesscs on the value they

" add to a product, might be needed Lo

finance national health care. Deputy

' OMB Dircctor Alice Rivlin has written
- that each stale should have its own
- VAT. And President Clinton has said

that a VAT may be desitrable “not Loo

- long in the future.”

Well, is it reaily true that voters no

" Jonger think of this tax as a toxic sub-
-stance? For a refresher course in the
.. Subjeet, please consull John Iewson,

the Australian conservative leader

= who just went down in {lames in that
- country’s nalionai clections.

This month, his Liberal Party lost
to the Labor Party for the [ifth
straight time. Mr. Hewson knows ex-

~actly how his party blew a 12-point
*lead. “If anything this cleclion was a
Ireferendum on lhe General Sales
. fl‘ax“ his parly proposcd, he said.

Mr. Hewson, an cconomist,

--wanted lo impose a 15% nationwide
- sales lax in exchange for a reduction

in other taxes. There is a theoretical
case for replacing laxes on savings

~and investimen! with laxes on con-

sumption,

such as a VAT. Aus-

"~ {ralians, however, reacted with disbe-

. pushied consumplion laxes.

tiel and disgust.

Not only did they hate the idea of
adding 15% to every bill, bul they soon
fearned that in the 36 countries that
have either a VAT or a national sales
tax, it almost always has been added
to alrcady existing taxes.

Mr. Hewson joins a long list of

“polilicians around the workd who've

secn their careers go south after they
Brian
Mulroncy, who resigned last month

- as Canada’s leader, plunged in the

polls after imposing a sales tax in
1991. Many Japancse officials lost
their jobs after the 1989 public outcry

- over a 3% VAT. Given this record,
- why arc polilicians, like moths to a
- flame, allracted to the VAT?

The VAT is a giant revenue ma-

““chine. s huge administrative costs
~~mean it isn't worth implementing at

w

-
less than‘a'7%.rate. In the' U.S. tha
would bring ' in: some’ $210  billion.
year in new money. Senator, Hollings,
Congress's " VAT Man, - s upfront

about Lhis. “The VAT would generate

much higher revenues than provided
for in the budget resolution,” he says.
He notes that the tax hikes in the
Clinton plan “arc all but canceled out
by proposed spending increases. We
have no choice but to move more ag-
gressively on taxes."

Burcaucrats love a VAT. Since it's
built into the price of a product, con-
sumers are less aware they're paying
it. That makes it casy lo jack up the
VAT a percentage point or two. Swe-
den introduced an 11% VAT in 1969; it
is now 25%. Britain’s basic VAT has
grown to 17.5% today from 10% in
1973. In almost every country, govern-
ment spending and taxation have in-
creascd faster after the introduction
of a VAT than before. The vast sums
generated by a VAT bring tempta-
tions that.few politicians, including
conservatives, canresist. . v

Some U.S. business groups are on-
board. The American Council for Cap-
ital Formation, once a hero in the
fight for capital 'gains reform, now
claims that a VAT would stimulate
savings, assuming that it actually re-

\ piaced other taxes. Ken Militzer, the.
chiel economist for AT&T, has stud-
icd 23 OECD countries and found no
link belween the cxistence of a VAT
and savings rales. e

Energy companies socked by the
Clinton tax proposals like-a VAT be-
cause they think it would be a neutral
tax with [ew cxemptions and one rate.
But ajmost no nation has such a VAT.-
On average, they have three rates.
And many nations add a tax on ‘“‘lux-
ury goods,” a category that keeps ex-
panding. Car buyers in France must
pay a total tax of between 25% and
33.3%. Belgium laxes records and
tapes as ldxury goods. Ireland slaps a
40% tax on some ejcctronic goods. The
result, says Mr. Militzer, is that a
VAT is probably “even more discrim-
inalory among dilferent industrics
than the corporate income tax.”

Bill Clinton's incentive-killing tax -

increases no doubt make a VAT look
appealing. But insiders shouldn't un-
derestimate the political dynamile
they're playing with. Americans for
Tax Reform, the group whose anti-tax
pledge almost sank the 1990 budget
accord, has persuaded nearly onc-
fourth of afl House Members fo sign
its anti-VAT pledge. Fundamentally,

the VAT, like the politicians ‘'who,
promise its benefits, lacks credibility

with the world's voters.

On Oregon’s Trail
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| Executive Power:

. By Romser L. BArrisy )
"Before choosing'a new Supreme Court
‘Justice, President -Clinton should take a
"good Jook at his first .constitutional con-
frontation. With his first major policy ini-
hgllvc, he's already sprung a legal trip-
wire calied separation of powers.

The administration's heaith care lagk
force is ensnarled in Association of Ameri-
can Physicians and Suryeons Ic.. ¢l al, v,
Hillary Rodham Clinton, el al. The issue
involves whether Mrs. Clinton's task force
must comply with the Federal Advisory
Commiltee Act, which promulgates proce-
dures for public commiltees named by Lhe
president. On March 10, Judge Royce
Lamberth ruled that on its face FACA in-
deed does apply, but that many particu-
lars of the act are unconstitutional in-
{ringements on the president's powers.
- Congress, in short, shouid shove off on
telling the president how he should go
about gathering advice.

"The judge really gave a stamp of ap-
proval to the work thal's already gone on
and is planned lo go on,” Mrs. Clinton cel-
cbrated. This seems to have been a bil of
an overstatement; the task force certainly
did have the option of liling some paper-
work and going about ils work, bul now
it's decided it has to appeal. :

While throwings out FACA requirements
onmost mr o5 the judge held they did
apply to formal public sessions, and en-
Jjoined such meetings pending full compli-
“ance. One requirement is a 15-day advance
“nolice, an inconvenicnce for a mecting ap-
parcently planned for next Monday. It will
be interesling to sce if Mrs. Clinton’s {ask
force defier !he courl’s injunclion.

The appeal repeats separation-ol-pow-
ers arguments bul, perii.g s wore perli-
“nently, stresses the contenti .+ thal Mrs.
Clinton is “the functional cuiivalent of a
government einployce.” FACA does nol ap-
ply to intragovernment grougs, and except
for Mrs. Clistton the lopmemt -vsof the Task
Force hold cxecutive-brancl +<sitions. But
while ruling on constitutonal grounds,
Judge Lamberth scoffcd at the notion she's
a federalolficial, let alone co-president.

The appeal wiil be heard by a three-
judge panel of the D.C. Circuit Court, po-
tentially  including  Supreme ~ Court
prosprcis Pat Wald and Abner Mikva.
Caiceivably the casc may reach the
Supreme Coutrl itscH, as Mr. Clinton
might ponder in naming his new justice.

Judge Lamberth cites a concurring
opinion jn ¥ fie Cilizen v. U.S. Depl. of
Justice. . »u - Kennedy, joined by Jus-

tices Reling .t and O'Connor, declared
FACA mconstitutional. Judge Lamberth
adds, “Justice Scalia took no part in the
case, and Juslices  “ufer and Thoinas
have since replac e . o of the members of
the Public Citicen majorily.” i would be
fascinaling lo sce if this company would
be joined by the new Clinton juslice.
* * *

" At the very least, the Clinlon adminis-
tration ought to draw a lesson from the
alacrity with which it stumbied into con-

“gressional restrictions on the exccutive.
Unless you ‘are schooled in (he historic
power © -uggie beiween the legislative
and ex¢. live branches, you would never
conceivt -hat FACA requires a president
to jum: dirough hoops {o lake advice on
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The Clinton model of scientific sla- _ has issued a yeport by Deter
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formiz - a health proposal, on which Con-
giess will in any cvent have the final say.
As _he assumed, the execulive y
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