
MIJ:WTES OF THE !,ffiETING 
TAXATION COMr-lITTEE 

MONTANA STATE SENATE 

January 11, 1985 

The fourth meeting of the Taxation Cornraittee was called to 
order at 8:06 am, by Chairman Thomas E. Towe in Room 415 of 
the Capitol Building. 

ROLL CALL: All members of the committee were present. 

Chairman Towe relinquished the chair to Vice Chairman r.1azurek 
for purposes of hearing SB 43. 

CONSIDERATION OF SB 43: Senator Towe was recognized as chief 
sponsor of the bill. The bill deals with changing the small 
business corporation income taxes and provides for including 
as taxable in Montana those portions of income which otherwise 
escape taxation. The bill would provide for taxation on the 
adjusted gross income of the individual taxpayer electing to 
file as a partnership rather than as a corporation. It adds 
the portion of income that was reduced by subchapter S in federal 
law. 

PROPONENTS 

Mr. Ken Morrison, Department of Revenue, was recognized to dis
cuss the bill. Mr. Morrison stated that the bill would affect 
only a few subchapter S corporations, that it applied to passive 
income which exceeded 25 percent of the total. The Department's 
support for the bill is based on the assumption that a person's 
total income should be taxed. He cited a single instance where 
$37,000 of an individual's income went untaxed because of tnis 
loophole. 

OPPONENTS 

There were no opponents to SB 43. 

Questions from the committee were called for. 

Senator Brown asked how much income is escaping taxation. Mr. 
Morrison said the bill will probably affect less than 100 tax
payers. 

Senator Severson asked if a fiscal note had been prepared. Sen
ator Towe said one had been requested. 

Senator Goodover asked about capital gains tax on corporations 
more than three years old. Mr. Morrison said there would be no 
affect, but that it may effect income tax in isolated cases. 
Senator Towe said the effect of t~e bill is simply not to allow 
deduction of income on which taxes had not been paid in the state. 
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Senator Mazurek said he understood that it was an income tax 
on money made by the corporation that escaped taxation because 
of a change in the federal law. Mr. Morrison said, yes, that 
when the loophole in federal law closed, a loopJ.lOle in state 
law was opened. 

Senator Hager asked if on page 2, line 2 the language was suffi
cient to insure that the bill would apply only to income taxes. 
Senator Towe said, yes. 

Senator Eck asked why ~-1ontana did not clloose to follow federal 
law as is done in most cases. Mr. Morrison answered that it 
vlOuld require the implementation of an additional tax structure. 

Senator Towe closed on the bill and resumed the chair for 
executive action. 

MOTION: Senator HcCallum moved that S.J3 32 do pass. 

Senator Mazurek called attention to the material prepared on 
this bill by the 1-1ontana Association of Counties (Exhibi t 1). 

Senator Eck noted her sensitivity to the increased cost to an 
individual homeowner should the bill pass. She said there would 
be six to 14 bills this session that would reduce the residential 
tax base and that SB 32 would increase the property tax on resi
dences. She suggested that the bill be amended to have the state 
pick up losses to counties, possibly by an additlon from the 
general fund to the Foundation Program, or allo\ving farmers a tax 
credit of up to $9,000 on their income taxes to offset paying the 
tax. She stated her commitment not to erode tile tax base of 
local government. 

Senator Severson said there are three areas where the property 
tax on inventory is an issue (business, livestock and grain) and 
he felt they should be dealt with on the same basis, and that 
considering the areas one at a time was a fragmented approach. 

Senator McCallum said this bill is merited because a business 
person can raise his price to cover the cost of the tax while 
a grain grower must take the going price. 

Senator Halligan suggested that the corrunittee needs more informa
tion before a decision can be made and that further consideration 
be delayed. There was consensus from the committee. 

Senator 11cCallum then withdrew the motion that SE 32 do pass. 

110TION: Senatur I,lazurek moved that SB 46 do pass. Senator Good
over seconded the motion. ~Vith no discussion the question was 
called and the motion passed unanimously. 
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NOTIO~'J: Senator Goodover moved that SB 44 do pass. 

Senator Towe noted the suggestion of an attorney that the bill 
be clarified as not to be retroactive. He noted amendments 
which would accomplish that. It would leave current litigation 
untouched by the bill. Senator Towe noted also that £.1r. !-1orrison 
opposed those amendments. 

Senator Brown asked that consideration be held for a fiscal 
note. 

Senator Goodover withdrew the motion that SB 44 do pass. 

MOTION: Senator Goodover moved that SB 44 do not pass. 

Discussion of the possible amendment continued. Mr. Morrison 
was recognized and said the Department did not view this as retro
active and that adopting such amendments could result in different 
treatment by the Department for similar cases. 

Senator Lybeck said the tax should not be restricted to business 
property. Hr. l\lorrison suggest that would have to De done in a 
separate bill. Mr. Dan Bucks, Department of Revenue, said that 
different laws apply to taxation based on place of residency and 
place of business. 

Senator Eck noted that if a person stayed in Montana he would have 
to pay. Senator Mazurek said if they did not pay here, they would 
pay to the state of new residence. 

Senator McCallum asked if a fiscal 
Towe said, yes. Mr. Morrison said 
would indicate no impact. Senator 
jected revenue is being lost. Mr. 
$913,000. 

note had 0een requested. Senator 
he believed the fiscal note 
I-1cCallum asked now much pro
Morrison said in excess of 

Senator Eck clarified that the bill is an enactment of current 
policy. She asked if rental properties were included as a business. 
Mr. Morrison said, yes. 

Senator Goodover suggested that if the bill passed the Department 
of Revenue would not need so many auditors. 

After other discussion regarding the difficulty in interpretations, 
the changes that would come as a result of a cash sale and tne 
numbers of people affected, Senator Goodover withdrew tne motion 
that SB 44 do not pass. 

MOTION: 
for the 
bers of 

Senator Eck moved that SB 44 do pass. Senator Towe called 
vote. With Senator Goodover voting no and all other mem
the committee voting yes, the motion passed. 

Senator Towe then called for further consideration of SB 41. He 
presented amendments that would do what the Economic Development 
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Board wanted done with the bill. 

He suggested that SB 41 be amended as follows: 

1. Page 1, line 8. 
Following: "that" 
Strike: "may not" 
Insert: "a portion of" 

2. Page 2, line 7. 
Strike: "except" 
Insert: "including the 25 percent of the" 

MOTION: Senator Lybeck moved the preceeding amendments to 
SB 41. 

Senator Halligan asked if line 18 on page one also needed a~end
ment. Senator Towe said, no. The question was called and the 
motion carried unanimously. 

MOTION: Senatory Lybeck moved that as anended SB 41 do pass. 
The motion carried unanimously. 

Senator Towe tilen called for further consideration of SB 21. 

Senator Severson asked if the coal tax committee reconnaended this 
bill. Senator Towe said, no. He noted tnat the corrunittee strongly 
endorsed coal research, but there had been no discussion of this 
bill in committee. 

Senator Mazurek indicated concern about earmarking money for 
undefined programs, such as the futures study center for EHC. 
Senator Towe responded that the Coal Tax Oversight Committee had 
heard much detailed testimony on these matters, but that perhaps 
the Board of Regents should be left the discretion on the futures 
study. Senator 11azurek ~aintained that this is an appropriation 
being made outside of the accepted process. Senator Goodover 
agreed that it is an appropriation from the general fund. 
Senator Severson said that if the bill was passed it should 
move to the Finance and Claims Conunittee to see if tne general 
fund can afford the $5 million. 

Senator Eck discussed the problem of targeting one research pro
ject without considering others and then described to the committee 
the other kinds of research concerns t~at would be coming to the 
attention of the legislature. 

Senator Hager noted that of the 17 persons testifying for the bill, 
12 were persons who would administer the funding. He said the 
coal companies indicated to nim that they did not support the bill. 

Senator Towe said that coal research is heavily supported and the 
question is where the dollars are to come from, not if it is going 
to be done. 
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Senator Severson said that the research would be appropriately 
paid for out of the protion of the coal tax reserved for future 
generations. 

Senators Goodover and Bck were excused and, therefore, Chairman 
Towe said that further consideration of SB 21 \'I7oulLi be postponed. 

Chairman Towe recognized committee researcher, Mr. Jim Lear, to 
discuss the amendments to SB 41. Hr. Lear said ti1e amendments 
had some problems. 

MOTIOlJ: Senator Hager moved that the committee reconSlC1er its 
action on SB 41. The motion carried unanimously. 

1'-101I'ION: Senator Brown moved that the coromi ttee adopt !1r. Lear IS 
suggestions to make the amendments to SB 41 conform. The motion 
carried unanimously. 

Senator Brown suggested that SB 41 be held in committee until 
the Department of Commerce could be contacted regarding the 
amendments. The committee agreed by consensus. 

Senator Towe adjourned the meeting at 9:30 am. 

Chairman 
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