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Serrano Case Confuses School Financing

Costs in This
State Largely
Are Equalized

<. by W. D. DIEHL, Ph.D.

The Serrano vs: Priest case was
iled in the California Supreme
Court and on August 30 the court
rdered the Los Angeles County
Superior Court to hear the suvit
‘charging that California’s system
of financing schools is unconsti-
: fuional.

© It should be pomt*eud out at the
outset that the Supreme Court of
~California did not declare Cali-
~fornia’s method of financing public
schools unconstitutional. All the
court did was order the lower
court to hear the case. However,
~the way they did was unusual and
~contributed to much confusion.
;. The California State, Supreme
:Court ruled that the local property
~tax basis of financing schools in
- California, “Inv1d10ufsly discrimin-
-afes against the poor, it makes the
~quatity of a child’s education a
funetion of the wealth of his par-
- ents and mieghbors, holding that
- this condition violates federal con-
“stitutional requirements for equal
-protection of the laws.”
" The California . jurists have
‘thrown the California school fi-
- nance system into confusion and
engendered consternation in wvir-
-tally every other state. Much of
the furor results from press cover-
“age and from statements by public
:officials and educational spokes-
“men which are consistently exag-
i cerated and inaccurate. This re-
“port is intended briefly to set the
record straight and to comment
-on the relevance of what appear
-lo be the main questions at issue
. in the Serrano case as they relate
1-to Montana.

Background of Case

= Some background on the Ser-
Crano vs, Priest case is necessary
1o provide a basis for intelligent
1-discussion as thé issues relate to
. Montana. The complaint filed with
) (Continued on Page 3)

* Critical Comment

- How Is the Convention Doing?

1t Depends Upon Your Viewpoint

by ROBERT E. MILLER
Publications Editor

"Don’t give up. All may not be
lost. The progress of the Consti-
tutional Convention depends upon
your point of view.

In a recent appearance before
the government committee of the
Billings Chamber of Commerce,

.two of the delegates who have

been most interested in reform, in
making changes, in writing a new
Congtitution, in junking the pres-
ent Constitution, expressed ex-
treme discouragement.

What . discouraged them? One
thing was so little legislative re-
form. The achievement of single-
member districts, for example,
which . many see as a distinct

achievement insuring rural repre-.

sentation and blocking domination
by political machines, these dele-
gates looked on as insignificant.

The reversal of a position once
taken which first would have al-
lowed 18-year-olds to hold public
office and which later restricted
such offices to those 25 years or
older, these two looked upon as
a disaster, a “senile” decision.

The decision of the natural re-
sources committee to discard a

-proposal to aflow suits against al-

leged polluters and not even to
bring cut a minority report, they
called a “surrender of the reform-
ers.”

And, while the lawyers are by
far in the minority in the Con-
vention, these two bewailed the
dominance of the lawyers in its
deliberations. They see the law-
yers succeeding in retaining por-
tions of the present constitution.

What they overlook. is the fact
that there has been 75 years of

{ Continued on Page 2)

Corporate Tax Study Ordered
But It’s All Been Done Before

Governor® Forrest H. Anderson
has instructed Revenue Director
Keith L. Colbo to start a com-
plete study of Montana business
taxes, particularly the corporation
license tax.

“For as long as I can remem-
ber,” the governor said in a state-
ment, “there has been a feeling
amoung legislators, state officials
and the general public that there
are people who are not paying a
fair share under Montana’s tax
system.”

He added that nothmg has been
done to correct the situation, “even
the most obvious distovrtion-s.”

One reason for this, he said, is
that state government. has never
possessed the management capa-
bilities necessary to conduct a
comprehensive; study of business
taxaiion, but he feels that the

state now has achieved this capa-

bility. The study will include rec-
ommendations for leglation and
administration changes to improve
the equity of Montana business
taxation and to assure strict com-
pliance with Montana . law, the
governor said.

The study, when completed will
be submitted to Anderson and to
the 1973 Legislature which will be
asked to eliminate the loopholes
and inequities and as well as the
administrative deficiencies in the
business tax laws, and thus achieve
“substantial and honest tax relief
for the people of this state.”

A comprehensive study of Mon-
tana taxation, done by Dr. William
D. Diehl at the request of the 1969
legislature and distributed to the
1971 members, devoted consider-
able space to Montana’s laws re-
garding business taxation, especial-

{Continued on Page 6)

Education ‘Aims
QOutlined in
Abstruse Words

High sounding words and
phrases which possibly some day
must be interpreted by the courts
in an effort to determine their le-
gal meaning are the feature of the
proposed educational section of the
Constitution,

What if the new constitution
said something like this:

“The legislature shall establish
and finance a system of public ed-
ucation.”

That might be broad, but it is
not as broad as the proposed sec-
tion. It may be meaningless as to
specifics, but it is much more
specific than the one suggested by
the Education and Public Lands
Committee.

Here is what the proposed sec-
tion actually says:

“It shall be the goal of the peo-
ple of Montana fo provide for the
establishment of a system of edu-
cation which will develop the full
educational potential of each per-
son. Equality of educational op-
poxtuxity shall be guaranteed to
each person of the state.

“The Lepgislature shall provide
for a system of high quality free
public elementary and secondary
schools. The Legislature may also
provide for other educational in-

- stitetions, public Iibraries, and ed-

ucational programs as are deemed
diesirable. It shall be the duty of
the Legislature to provide by fax-
ation or other means and to distri-
bute in an eqiifable manner fonds
sufficient to insure full funding of
the public elementary and second-
ary school system.”

Some questions immediately
suggest themselves,

Why is the system of education
merely a goal? Is it something
merely to aim at, a target that
doesn’t actually matter whether it
is attained or not? If we have a

{Continued on Page 6)
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How About Taxing Business?

As Montana approaches the legislative session of 1973 when the
recently-imposed increases in personal income tax and corporation
license tax will expire, we expect the politicians to sound off more
and more about shifting the tax burden from the individual to fhe
business community.

There is no doubi that the personzi income tax is among the
most burdensome that has been devised because of ifs narrow base
and the fact it makes the wage earner the principal supporter.of gov-
ernzient spending.

But fo transfer the burden fo indusfry would not do the wage
carner much good because he is dependent vpon industry for his em-
ployment and for his wages, :

. How much additional taxes can indostry in Montana pay and
still survive?
- That question was answered in just a few dramatic words recent-
by by the president of a Wyoming oil company who had been invited
to join the Montana Taxpayers Association:

“We do net operate in Monfana solely because of the horrendous
tax situation,” this company executive wrote, “We see no reason to
operate in an area where the taxes amount to a confiscatory reduction
of all leases to 65-70 per cent net leases.

“Firms operating in Montana are performing a disservice ¢o the
industry, The soonmer Montana is abandoned by the exploration indus-
try, the betier for all concerned.

“Keep up the good fight for those of you already frapped. We do
not prepose to be likewise trapped.”

S0 much for the oil industry.

. What other industry does Montana have which could pick uwp a
mamzoth escalation of the state’s tax burden?

Dr. Rickard Shannon, an economist at the University of Montana,
spelled out the situation explicitly in a recent address in Billings. He
was quoted in the press as listing the four Montana industries which
are basic to the state. These are agriculture, mining, forest progucts
and railroads. :

All are declining in importance nationally, and employment has
een dropping in all of them in Montana. ‘ .

Here is how Dr. Shannon closed his remarks in Billings:

“Montana’s prospects for expanded employment and growth are
refatively colorless, sluggish, steadily eroding, anemic, as compared to
the United States as a whole,” .

Recent news developments reinforce his statements.

In agriculture, Montana farmers have lost miilions because of a
west coast dock strike.

In mining, announcement has been made of the pending closure
of zinc processing in the state and the demand for added investments
to prevent air pollufion may close some other plants,

In timbering, the forest service has reduced the amount of the
allowable timber cut and western Montana communmities foresee the
closare of cutting and processing of lumber. '

In railroading, the state has lost its passenger trains, the govern-
ment passenger project is losing money, and railroad employment is
down,

Where, then, will the Legislature turn for revenue to supply the
ever-escalating demand for spending money on the part of the state’s
institutions and agencies, the cry for more school money, the plans for
‘state aid for counties and cities?

The employment sitpation in maior industries rules out the in-
comie tax as an important source. The ecomomic situation rules out
passing the burden to industry,

The only growth observable in the state is in the realm of gov-
ernment service, and gevernment cannot produce revenue to support
itself. It can onmly live off of wages and profits, and wages and profits
are declining.

How Is Convention?
Making Progress?

(Continued from Page 1
litigation to determine the meaning
and the implication of many of
the present provisions and that to
change even one word in one sec-
tion would be to open the whole
field up to new litigation and new
court interpretation. If the law-
yers of the convention are fighting
against this situation they are fight-
ing an unselfish battle because
lawsuits mean bread and buiter
and yachts and snowmobiles and
European vacations for lawyers.

One lawyer was heard to say, in
opposing one proposal, that if it
were adopted it would keep him in
lucrative lawsuits for the rest of
his life.

The Legisiature — Annually?

There are two sides to the ques-
tion of whether the state needs or
wants annual sessions of the Leg-
islature. The problem. of time in
which to investigate and work

‘might easily be solved by author-

izing more interim committees
and more staff, and a Jonger bi-
ennial session instead of the pres-
ent 60 days. Idaho and New Mex-
ico have gone to annual sessions
and are now trying to get rid of
them. They have found that legis-
lators with time on their hands
pass too much legislation, spend
too much money and cost the
state too much in operating ex-
penses.

The Legislature — One House?

The voters apparently will be
given a choice as to whether there

- will be a one-house (unicameral)

legislature in which every mem-
ber is a senator, or the present
two-house (bicameral) make-up.

The argument for unicameral is
that it is so much easier to enact
legislation if only one house has
to act. That, really, should be an
argument against it because leg-
islation should be difficult to en-
act. Continual change in the law
is not good for cither people, bus-
iness or government.

Even some members of the Con-
vention who were originally for a
unicameral legislature are begin-
ning to see the value to the state if
their own organization had an-
other body to check up on their
work with a different point of
view.

Many experienced observers
point to the need of a second cham-
ber to revise and counteract the
hasty legislation which can slip by
one body in the heat of enthusiasm
or at the dictation of powerful and
unquestioned leadership.

The Legislature — 60 Days?

One thing which was done was
to reverse the proposition that the
assembly could meet every year for
90 days. In a more thoughtful and
sane decision the 90 days was cut
to 60, even though it is still every
year instead of every other year.

But even that 60 days is different
than the present 60. The new 60-
day session is for 60 legislative
days and not 60 calendar days, as

down the drain, to the regret of no:

is now the limit. This means tha
weekends are not counted and
neither are days when the assem
bly fails to meet. |
Take the year 1973, for exam-
ple. A 60-day session under th
present limit would end on March
1 but a 60-day session under tl
new limit, if the members worked
a five-day week, could run to
March 23. |
Moreover, there are provisions
that the members may call them .
selves into special session and
there is no time limit if the gov
ernor should call 2 special session.
No one needs to bewail the pres”
ent proposed time limit on the leg:
islature. :
Polling Piace Resgistration
One proposal that has gom

thoughtful person, is that of poll-:
ing place registration at the time}
of election. There are places in:
Montana where elections have
been questioned even at best and:
where it is said that the deceased §
voted for years after their resij
dence became the cemetery. Just
think of the result if no advanw}
registration were mandatory ani’
if the followers of political machf
ines could flock from polling place’
to polling place, registering and:}
voting in each as many times a}
necessary to win an election.
No Election Expenses
First approved and then defesl- §
ed was a proposal that the taxpay:
ers, through the legislative appr.-
priation process, pay the campaiy
costs of candidates running
district judge and for the Supreme:
Court. The candidate would ngt:
be allowed to spend more than w
appropriated, the theory appare
ly being that only the rich lawy
can afford to run for such offj
under the present system.
Legislative Reform
Now that the session is dowp
nitty-gritty the press is filled w
the evident battle between the
form element and the conser
tives, Here is the way the Asso
ated Press described the situatio
“Inexperience has hurt the
formers, most of whom are poli
cal novices. They are not as ade
at parliamentary maneuvering
the former legislators in the bog
Thus old pros, who generally by
the status quo, have often gain
the upper hand on the floor. U
like the liberals, the status g
delegates are aware of the facte
life in the convention: The mg
a delegate stands up and spz
the less clout he has. So, wh
the wily old pros lean back:nm
wait for an opportune timeif

sue. This often alienates the in
portant swing groups — the'u
committed — who stand bet
the liberals and conservatives
That is why we say, “Wai
the finished document. It maypy
be as bad as it seems. The radiy
have done the most talking. g
have had their remarks printe
more newspapers. But the iy
may still rule the day.”
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Serrano Case
Confuses
School Finances

(Continued from Page 1
the California State Supreme
Court alleges that the financing
scheme for public schools “(a)
makes the quality of education for
school-age children in California,

¢ including plaintift children, a func-
w4 tion of the wealth of the children’s
it parents and neighbors as measured
iy by the tax base of the school dis-
F trict in which said children reside
1 and, (b) makes the quality of ed-
4 Ueation for school-age children in
‘1 California, including plaintiff
*j children, a function of the geo-
4 graphical accident of the school
district in which said children re-

side and, (c) fails to take account

4 of any of the variety of educational
i needs of the several school districts
1 (and of the children therein) of
4 the State of California and, (d)

provides students living in some
school districts of the state with
material advantages over students

4 in other school districts in select-
-2 ing and pursuing their educational
7 goals and, (e) fails to provide
i children of substantially equal age,

aptitude, motivation and ability
with substantially equal education.
al resources and, (f) perpetuates
marked differences in the quality
of educational services, equipment
ind other facilities which exist
among the public school districts
of the state as a result of the in-

il equitable  apportionment of the
# state’s resources in past years, (g)

the use of the school district as the
it for the differential allocation

~iof educational funds bears no
7 reasonable relation to the Cali-

fornia legislative, purpose of pro-

‘¢ viding equal educational opportun-
ity for all school children within

the state, (h) part of the state
financing scheme which permits
tach school district to retain and

. etpend within that district all of
-1 the property taxes collected within

* iMhat district bears no reasonable

refation to any educational obiec-
tive or need, (i) a disproportion-
ate rumber of school children who
tre black children, children with
Spanish surmames, children be-
bnging to other minority groups
eside in school districts in which
rlatively inferior educational op-
portunity is provided.” (p. 4 and
S of opinion—Appearing at 5 Cal.
3 584, filed August 30, 1971.)
Disparity Alleged

In the second cause of action
tlaintiff parents allege that as a
firect result of the financing
wheme they are required to pay
4 higher tax rate than taxpayers
i many other school districts in
order to obtain for their children
tie same or lesser educational op-
portunities  afforded children in
thase other districts.

It shou!d be noticed that in
tumeration of the nine allega-

tions of the first cause there is
heavy reliance on use of the terms
“quality of education,” “variety
of educational needs,” “material
advantages,” “equal educational
resources,” “quality of education-
al services,” “equal educational
opportunity,” “educational objec-
tive or need,” etc. This termin-
ology raises the question of the
relationship between quality ed-
ucation and expenditure per pu-
pil. It also raises a basic question
about the relationship between
termns such as “basic educational
needs” and “expenditure per pu-
pil” and “adequate funding for
basic educational programs” and
s0 on. The latter are terms that
we are all familiar with since they
are used so extensively by educa-
tional spokesmen of the state.

Terms Are Vagne

One of the great difficulties with
such terms is tnat they are so neb-
ulous that a manageable standard
cannot be found in connecting the
terms with expenditure per pupil.
Research findings increasingty run
counter to the notion of a tavor-
able relationship between pupil
achicvement ana expenditure per
pupil. Obviously, the Supreme
Court of California was sold
on the idea that just because
two school systems had some-
what substantial differences in
resouces, then automatically
there was a comparable dif-
ference in educational excellence
and that such difference deprived
some youngsters of an adequate
education in violation of the Four-
tecuith Amendment to the U. S,
Constitution,

The major premise underlying
the decision is not supported by
the evidence and hence the entire
sylogism is false. Of course, no
school district can be operated
without money, but after the basic
costs are funded the correlation
between the input of additional
money and the output of addition-
al  student intellectual growth
shows no relationship. It would
seem that in this case, the burden
of proof that alleged favorable re~
lationship exists with increased
school expenditures falls over-
whelmingly on the proponents of
the argument, vet the California
Supreme Court simply assumed
the validity for that claim,

One cannot overlook the fact
that there are two fundamental is-
sues underlying the basic premise
of the Serrano case.

Basic Funding

One issue has to do with the
basic funding level established by
the State of California for elemen-
tary public school children. The
other has to do with the financing
scheme that has been designed to
fund that basic educational pro-
gram, It is clear from the allega-
tions of the plaintiff in this case
that they are not only attacking
the funding level of the California
foundation program, but also they
are attacking the equity of the
system used to finance that founda-
tion program.

In the first instance it appears
that the court would be usurping
the authority of the California
Legislature in trying to determine
for that Legislature what it should
require as a “basic minimum edu-
cation.” The obvious implication
is that the basic foundation pro-
gram level should be equal to that
of districts which spend much
more in educating their children.

In the second instance, the alle-
gations of the plaintiffs and the
subsequent opinion of the court
raises the question of whether
there is constitutional necessity
for limiting all schools to per pu-
pil expenditures on this same level.
The state court opinion appears to
omit careful attention to this ques-
tion, but leaves a clear implication
that unequal protection of the law
results from inequalities in per pu-
pil expenditures based on differ-
ences in faxpayer ability. Since
there is no concern about the prop-
erly tax rate in the wealthy dis-
tricts, income levels in the wealthy
districts was an implied criteria.

People’s Decision Ignored

Of course, the court brushed

aside the demonstrations that some

differences in per pupil expendi-

tore result  from conscious and
willful decision NOT to increasec
school taxes and NOT to offer
certain programs. Also the court
failed to recognize the important
part played by differential costs
of educating students depending on
the size of the school and differ-
ences in cost of living between
different areas within the same
state,

It was not recognized in the
court opinion that a majority of
pafrons in one school district may
well opt for inclusion of many pro-
grams and school features that are
of little concern or interest to pa-
trons in other districts. Yet the
implication is clear from the Cali-
fornia court opinion, that regard-
less of factors other than differ-
ential wealth, the very fact of
higher spending in ‘one district
than another is indicative of un-
constitutional  discrimination in
“educational ‘quality.”

The major premise of the Cali-
fornia  court opinion may be
stated as follows: *No school dis-
trict can offer an adequate pro-
gram without massive financial re-
source or all school districts with
equal financial resources must of-
fer equal educational programs.”
This premise seems to be taken
and accepted as legal fact by the
California court opinion. ,

Montana’s Case Compared -

With that' background of the
California case, Montana’s school
funding program may now be put
into perspective with those issues.
Since the Serrano case in 1970,
educational spokesmen, newspaper
editors, legislators, and others
have commented on its relevance

. for Montana. The Superintendent

of Public Instruction and her staff
have carried out a study of the

_equity of Montana’s school funding

program. The Legislative Council
has established a committee to

study Montana’s school funding
program. The discussions in Mon-
tana by educational spokesmen
have degenerated into a quagmire
of abstruse pronouncements which
are apparently designed to increase
cducational expenditures by low-
er pupil-teacher ratios, higher
teachers’ salaries and kindergar-
tens.

These same spokesmen have
recognized the intense pressure
generated by advocates of a broad-
ened tax base for support of
schools and they are fueling the
fires by further mistaken interpre-
tation of the California court opin-
ion. Among their pronouncements
is a basic plea for shifting from the
sensitive property tax to some
other less sensitive revenue source
for financing education at a much
higher expenditure level than it is
currently being financed. The
studies of school funding are a fee-
ble attempt to extract from their
data_support for the assumption
that Montana’s school funding pro-
gram is imadequate and inequit-
able.

Tries to Define Equity

The study carried on by the Su-
perintendent of Public Instruction
and her staff, dated January, 1972,
Is an attempt to analyze the equity
of Montana’s school funding pro-
gram. At the time of writing this
paper, only part one of the study
was availaole. Part I of the study,
“deals with the inequities in edu-
cational program financing which
have arisen as a direct result of
the existing methodology for fund-
ing school district general fund
budgets.”

The objectives of the analytical
effort by the Superintendent and
her staft were to investigate the re-
lationship between district wealth
as measured by taxable valuation
per average number belonging
(ANB), and per pupil generat
fund budget expenditures, the size
of district levies for suppont of the
general fund budget, the amount
of district revenue produced in
support of general fund expendi-
tures, the size of total general
fund levies by district and county,
the amount of county revenue pro-
duced in support of general fund
expenditures and the amount of
state aid per pupil received by the
district,

The study used a basic statistical
tool called correlation analysis
which simply attempts statistically
to measure associations between
variables such as taxable value per
average number belonging, per pu-
pil general fund budget expendi-

tures and the others mentioned

above.

Typical Conclusions

Typical conclusions drawn from
this analysis are as follows: (1) As
district wealth increases, the per
pupil general fund expenditure in-
creases indicating that wealthy dis-
tricts tend to spend more per pupil
than poor districts. This is evi-

denced by a positive correlation

(Continued on Page 4)
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(Continued from Page 3)
between district wealth and per
pupil expenditure of }.365. (2)
As wealth increases, the amount
of state aitd per pupil received by
the district tends to increase. The
correlation in that case was +4-.130
which though small is nevertheless
significantly positive. The conclu-
sion drawn is that this correlation
indicates that the goal of providing
state ald in inverse proportion to
district wealth is not being real-
ized in Montana. The conclusion
goes on to state that the wealthier
elementary districts are receiving
more state funds on a per pupil ba-~
sis. than poorer districts and this is
explained by the fact that many of
the wealthier districts are small en-
rollment wise and the foundation
program for very small schools is
large on a per pupil basis. Also,
that school districts irrespective of
their wealth receive interest and
income momey On a per census
child basis regardless of the abil-
ity of the tax base to support the
general fund budget. (3) As dis-
trict wealth increases, the size of
the district levy required o sup-
.port the general fund budget tends
to decrease and furthermore, as
wealth increases, the amount of
district funds per pupil tends to in-
crease. (4) As district wealth in-
_creases, the county property tax
levy (basic levy plus deficiency
levy) required for the support of
the foundation program tends to
decrease. Furthermore, wealthier
districts tend to receive more
county funds per pupt! than poor-
er districts. (5) As district wealth
increases, the total property tax
levy tends to decrease.
Ability to Pay

The basic presumption in the
overall analysis of the equity of
Meontana school financing program
is that property value per ANB is
the sole indicator of district abil-
ity-to-pay. It has long been held
by public finance experts that
property is not a very good indica-
tor of ability-to-pay taxzes; rather
income per person or per family
is thought to be the most universal
and equitable measure of ability-
to-pay taxes.

Montana’s foundation program
does not presume that property
value is the sole indicator of abil-
ity-to-pay. In addition to the 25
mill uniform county wide mill levy
for elementary schools and the 15
mill uniform county wide levy for
high schools, state law requires
that 25 per cent of the individual
income tax and corporation licenseg,
tax and 50 per cent of U. S. oil
and gas royalties be used to assist
in foundation program funding the
schools. Also, the main source of
funds for direct legistative appro-
priation is the individual income
tax and corporation license tax.
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Omne of the long-standing foun-
dations of public support for pub-
lc education is that through edu-
cation, the stock of human capital
is increased, which increases the
value of the human agent in the
economy which én tern increases
personal income. Over time in this
country, the value of the human
agent — people — has increased
much more rapidly than the value
of non-human resources; hence,
the domination of wage and salary
components of our national in-
come.. These factors were carefully
recognized in the originmal forma-
tion of Montana’s school funding
apparatus and its subsequent re-
visions. The basic design of the
school funding program in any
state must make reference to the
economic situation in that state. .

Sensifive to Structure

In this respect, this writer con-
siders the Montana foundation
program to be very senmsitive to
Montana’s economic structure in
several respects. We must under-
stand the basic economics of Mon-
tana’s economy and then we can
understand more fully why the
Montana school funding program
must be considered equitable.

There is a basic economic di-
chotomy between Montana’s rural
areas and Montana’s urban areas.
The first component of that di-
chotomy is with repect to rural
areas. Montana’s rural areas are
sparsely populated. The property
tax base in these rural areas is
dominated by agricoltural, rail-
road and public utility property
which generates relatively iittle
personal income and has refative-
ly few people directly associated
with its role in the state economy.
This property produces high tax-
able value per person and general-
Iy lower personal incomes.

The other aspect of the dichoto-
my has to do with Montana’s ur-
ban areas. The amount of taxable
property within urban centers is
more or less directly associated
with the number of people living
and working there. Economic ac-
tivies carred on in urban areas are
for the most part labor intensive
and consequently, the taxable val-
ue of real and personal property
in urban areas is.generally Iow
relative to the number of people.
In the labor "intensive industry
present in Montana urban areas,
there is relatively high personal
ipcome per person generated.
Given these basic economic facts
one would then suspect that so-
called wealthy districts would be
districts in rural areas in Montana
having a relatively high property
value per capita or per average
number belonging and so-called
poor districts would be in urban
centers where the taxable value
per capita or per average number
belonging would be average or be-
low average when related o the
state as a whole. On the other

“hand, one cannot forget that in the

so-called wealthy districts, per-
sonal incomes are generally low
and in the so-called poor district
personal incomes are generally

funding in Montana,

high. If one would correlate prop-
enty value per capita with per-
sonz! income per capita among the
counties of the state, there will be
a significant negative correlation
between. these factors.

Not a Wealth Tax

Now, one can ses the difficulty
in viewing the property tax as
strictly a ‘wealth tax. If the prop-
erty tax is viewed strictly as a
wealth tax, it is logically consistent
to measure the tax burden by the
effective rate, However, if one
views the property tax as partly a
wealth tax and partly an income
tax then the ability to pay of tax-
paying units must enter the con-
cept in measuring tax burden.
Even in support of the local pub-
lic schools. The main point is that
the burden of the tax must be re-
lated to ability-to-pay of taxpay-
ing units. In many instances, own-
ership of wealth and ability-to-pay
go hand in hand, but in other in-
stances, it is not so—especially in
predominantly agriculture econo-
my in which resources are not mo-
bile.r (Bureau of Business and
Economic Research, School of
Business Administration, Univer-
sity of Montana, Montana Fiscal
Affairg Study, Chapter 9, pages
326 through 448.)

In view of the general economic
background which must pervade
analysis of the system of school
it appears
that so-called wealthy districts in
terms of taxable value per ANB
may be in fact low income districts
where the family ability-to-pay
high property taxes simply does
not exist. If one were to take each
of the five major conclusions from
the data analyzed in the Superin-
tendent’s report and substitute low
income districts for wealthy dis-
tricts, the conclusions and impli-
cations of the Superintendent’s re-
port would be just the reverse.

Realistic Funding

One additional aspect of the Su-
perintendent’s report that requires
comments is that the question was
maised, “what constitutes realistic
funding levels for a minimum ba-
sic education program?” There
was an attempt in the report to

“provide a partial basis for an--

swering this question.” Charts
were prepared plotting the actual
per pupil general fund budget val-
ues for each of the disctricts in the
state and those were compared
with the foundation program
schedule values enacted by the
42nd Legislatore for 1971-72. 1t
was seen from those figures that
only in rare instances does the
foundation program actually cov-
¢r general fund expenses.

Such an analysis is hardly an in-
dication of what constitutes real-
istic funding levels for a minimum
basic education program. The fact
that school districts spend more
per child than is provided by the
foundation program has little to- do
with the adequacy or inadequacy
of the foundation program. It has
little to do with the guality of the
education provided by the founda-
tion program. It has little to do

with whether the actual fundin
levels are more advantageous, de-
sirable or serviceable than the:
foundation program funding levels. !
Fecple Decide

The difference between expen .
ditures per pupil and foundation

program budgets per pupil are 2§
result of the difference between |
what people want to spend for ¢

educating their children and what .
the state Legislature considers:
suitable and fully sufficient as far °
as state responsibility is concerned. .

The study goes on and I quote
“whether the 1971-72 general fund -
expenditure levels are indicative of -
the costs of minimum basic educa
tion programs in the various schoo |
districts for 1971-72 is a questior
which cannot be answered by de--
facto statistical analysis; however, -
the peneral consemsus that most
of the school districts could doa’
better job with more money and
nearly any of the districts would

have a difficult time doing an ade- |-
quate job with less money provides |

strong (albeit intangible) support:
to a conclusion that the average-
per pupil expenditure for any given
size category is probably an un-
reasonable estimate of the true:
cost of a minimum basic educa-
tionat program for that size cate
gorY.

The first statement in the par-:
graph should have been sufficien: .
and must be considered the only .
suitable conclusion from the evi--
dence offered in this piece of scf- |
entific research which is intended ;
to be the basis for decisions re--
lating to fact. The rest of the state- |
ment is mere speculation on the /
part of the writer, but is used 10
imply highly respected findings of |
a scientific study. ;

Want Only Money

The major conclusion is tha |
schools need more money More’
money will provide a higher qual
ity educational product. So the de.
cision rule is more money—better
education. In addition, it is diffi. -
cult to understand what is meant -
by the phrase that the general con- -
sensus provides strong (albeit in--
tangible) support to the conclu
sion stated therein, It is difficull-
to understand how something
vague and indefinite to the mind -
can be strong in any sense of th
word. In any case, this particula’
discussion having to do with the:
general funding level support of |
the foundation program as it r
lates to total general fund expends .
tures serves as the basis for the
major conclusions as stated in Sec-:
tion 6 of the report. :

It is my conclusion from review
ing the material and considering”
the Serrano vs. Priest case in light
of Montana’s foundation program -
and school funding apparatus tha .
Montana has a funding sysien ;|
which provides school children i’
Montana with about the same edu;
cational opportunity regardless of |
economic circumstances of their:
parents and neighbors and there.”
fore a viable case to attack the ¥
present funding methods would b
difficult to establish. 1
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TI‘axpa‘y’er Shields Taken from Constitution

Several provisions intended to
shield taxpayers have been re-
moved in the proposed new Mon-
tana constitution,

Three articles in the present
Constitution are devoted to taxa-
tion and finance: These are Article
XII, Revenue and Taxation; Ar-
ficle XIII, Public Indebtedness
amd Article XXI, Montana Trust
and Legacy Fund.

The various sections of the three
aticles have been tested before
the Montana Supreme Court again
and again. As a result of this liti-
gation a bedy of law interpreting
the Constitution has been built up
over the many years since its rati-
fication by the people, October 1,
1889,

The Revenue and Finance com-
mittee proposal on Constitutional
revision has been rewritten into
fourteen proposed sections. These
sections will be debated by the
Constitutional Convention and out
of these debates will possibly come
several or many amendments be-
fore final approval by that body.

As stated in the introduction to
the committee proposal, the Con-
stitution  does not have to say a
thing about taxation because the
power to tax is an inherent power
of the state. As a result, some of
the proposed sections simply state
a power already possessed by the
Legislature and other sections are
more specifically included to re-
strict the state’s taxing or revenue
powers.

Section 1 provides that taxes
shall be levied by general laws for
public purposes.

This broad language is meant to
replace the specific tax base pro-

4 visions In the current document.

4 This new language allows the
5 Lepislature to eliminate such items
.as household property that are dif-
ficult, if not impossible, to assess
and tax. A subsection earmarking
income tax revenues for education
“and the general fund was removed.
‘The will give the Legislature full
authority  fo allocate revenues
| where the needs exist. This section
will also eliminate the possibility
of faulty revenue estimates that
have resulted in a shortage of state
'funds to public school districts
within the state.

Section 3 eliminates the present
- county and state board of equaliza-
ton and mandates a state level
system of appraisal, assessment
and equalization.

' Section 4 guarantees that prop-
ety will be assessed at the same
value for state, county or school
district purposes.

Section 5 provides that property
.of the United States, cities, towns,
“¢fic. may be exempt from taxation,
but any private interest may be
taxed separately.” This article does
not require that all property be
-tazed, leaving the scope and nature
-of taxation program up to the Leg-
islature.

Section 6 is a revision of the
present anti-diversion amendment
which now prohibits highway
user taxes from being appropriated
for such purposes as welfare, edu-
cation, general government, etc.

This new section allows highway
earmarked funds to include local
government roads and street sys-
tems, highway safety programs and
driver education programs.

The new section allows diver-
sien of highway funds by 3/5 ma-
jority of the legislative assembly.
In other words, when the Legis-
lature is hard-pressed for funds,
gasoline taxes can be appropriated
for welfare, etc., or gasoline taxes
could be increased and appropri-
ated for social or other causes, The
revision gives little or no protec-
tion for the highway matching
funds.

Section 7 provides for a tax
appeals board to be created by the
legislature.

Section 8 provides that no state
debt shall be created unless
authorized by a 3/5 vote of the
members of both houses of the
legislative assembly. And that state
debt- cannot be created to cover
deficits incurred by the Legislature
for the state’s general fund.

This section takes the voting of
state debt out of the hands of the
people and allows the Legislature
by 3/5 vote to incur an obligation
against the property owners of the
state. In other words, the Legisla-
ture could bond the state for an
astrodome, another unit of the
University System, or you name it,
without putting the issue up to the
vote of the people who would have
to pay the bill.

Section 9. Appropriations by
the legislative assembly shall not
exceed anticipated revenue during
any budget period. This section re-
establishes the provision in the
present Constitution. While vari-
ous legislative sessions have bal-
anced the state budget with a pen-
cil by knowingly overestimating
revenue, this section at least ap-
peals to the better traits of the
members of the Legislature and
reminds them of their fiscal res-
ponsibility to the State of Mon-
tana.

Section 10 leaves limits of in-
debtedness for local governments
up to the Legislature.

The current Montana Constitu-
tion provides a limitation for the
amount of debt that can be enact-
ed by counties, cities, school dis-
tricts and high school districts.
This section strikes that protection
for the property owner and puts it
in the hands of the Legislature. In
other words, the Legislature, de-
pending upon how it is pressured,
can authorize debt limits for local
governments. :

With the extension of the vote
to non-property owners, people
owning homes and other property
should have some protection

against ever-increasing public debt.
The needs, imaginary and other,
for the creation of public debt are
almost limitless. Property owners
can well fear that time when they
will simply be outnumbered by
non-property owners willing to
vote a burden upon them.

Section 12 provides that the leg-

islative assembly shall enact the

necessary laws to insure strict ac-
countability of all funds received
and money spent by the state,
while Section 13 orders the legis-
lative assembly to provide for uni-
fied investment program for public
funds along with rules and regula-
tions and accountability.

Section 14 provides that =z
special levy may be made on live-
stock and agricultural commodities
for disease control, predator con-
trol, etc. These levies are paid
strictly by the industry for indus-
try purposes.

Section 9 of the present Mon-
tana Constitution providing for a
two-mill limit for imposition of a
state-wide property tax levy has
been eliminated from the proposal.
This has been imposed from time
to time -at the discretion of the
state administration in order to al-
leviate state general fund fi-
nancing.

The climination of this proposal

leaves it wide open for the Mon-

tana State Legislature to enact a
state-wide property tax to balance
the state’s general fund when it is
unpalatable to increase other state-
fevel taxes and to establish a state-
wide property tax for the support
of the public schools. The argu-
ment put forth is that it is neces-

sary to allow the staie to impose

the state-wide property tax for

schools because " of the Serrano
{California) school case and
others.

It is the opinion of several ex-
perts in the field that the present
Montana statutes can be amended

in order to satisfy such court de-

cisions without changing the Mon-
tana Constitufion.

As far as property owners are
concerned, objections to the ma-
jority report are as follows:

{1) County boards of equaliza-
tion are eliminated, so taxpayers
must appeal to a state board in
the maftter of property valuation
questions.

(2) The Constitution bonding
limits on property have been re-
moved with the authority given
the Leglislature to establish what-
ever limits it sees fit.

{3) The property tax has been
thrown wide open as a source of
revenue for funding state-level ex-
penditures.

(4) The Montana Legislature
can bond property owners through-
out the state for building projects,
etc. without a vote of the people.

Few changes were made by the
committee of the whole in the Rev-

enug and Taxation article. One
would eliminate creation of a tax
appeals board from the constitu-
tion and vest it in the legislature,
The board would function at both
state and county levels. An attempt
to bar the legislature from enact-
ing a sales tax in the future was
defeated, as was an effort to rein-
state the two-mill limit on the
property tax for staie purposes.

Property Values

Increase In State

In ten years from 1961 to 1971
the grand total of the value of all
property assessed in the state of
Montana increased 39.8%, a table
in the Montana Taxpayers Asso-
ciation’s new booklet, “Montana
Property Taxes” reveals.

In dollars, the valuations went
from $690.7 million to $965.7
million, a gain of $274.9 million.

In the last five years the valua-
tion gained $141.2 million or
17.1%. Another table in the same
booklet shows that in this same
five-year period the percentage of
property taxes in relation to valua-
tion was also increasing by 29.1%,
In 1966 the total property taxes
were 14.8 per cent of the total
valuation. In the last available
year, this had gone up to 19.1%.

Changes revealed in the ten-year
table are that the valuation of
livestock has taken the greatest
jump, 78.9%, going from $36
million to $64 million.

All farm land and improvements
gained 20% in taxable valuation,
from $125 million to $150 mil-
lion.

All real estate and improve-
ments increased 46%, going from
$304 million to $446 million. In-
cluded in this category, city and
town lots went up 63% and im-
provements on city and town lots
went up 43.8 per cent.

Almost astronomical were the
increases in suburban tracts, villa
sites, orchards and the like, which
went up 1,467%, while improve-
ments on suburban tracts increased
in value 1094%. Total valuation
of the former in 1971 was $9.4
million while that of the second
category was $25.3 million, a gain
of $23 million from ten years be-
fore.

All personal property other
than livestock shows a total valua-
tion for tax purposes of $227 mil-
lion this last year, a gain of $66.6
million or 41%.

Operating property of public
utilities, the final category on the
list, is $35 million this year, a gain
of $7.6 million or 27%.

In each of five selected: years,
1957 to 1969, total city revenue
trailed total city spending: by $792
million in 1957; by 336 million in .
1960; by $362 million in 1965;
by $485 million in 1968, and by
$778 million in 1969, :
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Safeguard to

Be Financed
By Federals

The federal government is pre-
pared to pay the bulk of the cost
caused by the impact of the anti-
ballistic missile (Safeguard) mis-
sle system in north central Mon-
tana, according to figures provided
by Lloyd F. Meyer of the Mon-
tana Department of Planning and
Economic Development.

An analysis of the cost to the
state and various communities,
caused by the impact of the new
system, which was published in
the December issue of the Mon-
tana Taxpayer, was a preliminary
study only and has been supersed-
ed by federal action in a number of
areas, Meyer’s figures show,

The principal change is that

~ Congress has appropriated ap-

proximately $14 million for com-
munity impact assistance funds for
Montana and North Dakota in a
bill (Public Law 91-511) spon-
sored by Senators Metcalf and
Mansfield. A portion of these
funds have already been allocated
to proiects in the communities in-
volved.

As of December 17, 1971,
Montana had requested a total of
$8,296,953 for community impact
assistance and $3,150,073 thad
been transferred from Department
of Defense funds. Approximately
$1 million has also been provided
from other federal agencies.

The larger items which had been
funded by the Department of De-
fense included $481,440 for ele-
mentary school construction in
Conrad; $38,640 to the state for
public sanitation; $163,600 to
Conrad for sewage treatment;
$60,000 for water and land con-
servation at Lake Francis in the
Valier area; $1,450,000 to the
state for highway construction;
$816,668 to Conrad for water sys-
tem and waste disposal; $25,000
for extension resources develop-
ment agent in the deployment
area, and about $100,000 t¢ the
various communities and counties
for law enforcement.

There were smaller items trans-
ferred to Chester, Conrad, Great
Falls and Valier for elementary
school operation and maintenance.

One of the larger requests still
under consideration by the Safe-
guard Command is for $3,400,00
to pave Highway 225, the Boot-
legger Trail. Tf this project is
funded the state’s “batting aver-
age” in funds approved in ratio
to funds asked will be quite high,

Primary employes of the Safe-
guard system who are expected to
reside in the area from 1971 to
1976 will range from 1,258 to
2,025 for the period, with the high-
est number being in 1975. Total
population increase as a result of
this number of primary employes
is estimated to be from 2,483 to

3,711, These figures do not include
secondary employes and their fam-
ilies. T

The dollar value of the sites
upon completion will be $195 mil-

lion. The estimated average an-

nual earnings which will be gen-
erated by primary and secondary
workers will be $50.6 million.
During the peak of construction
the average monthly pay roll will
be $3.8 million. During the in-
stallations and test interval from
1973 to 1975 the typical monthly
pay roll will be an estimated $2.1
million. After the system is op-
crational an anpual pay roll of
$10 million is projected.

Total earnings generated during
the period from 1970 to 1976 are
estimated to be $354.1 million.

As a direct result of the in-
creased earnings in the area it is
estimated that state income taxes
will increase by $19.6 million
during the period from 1570 to
1976, while increased property
taxes generated by the project are
estimated to amount to $4.9 mil-
lion during the same period. It is
estimated that $3 million a year in
taxes will be generated after the
proiect is completed.

One of the undecided questions
at present is whether permanent
personnel will be housed at the
PAR (perimeter acquisition ra-
dar) site south of the Tiber Res-
ervoir after completion of the proj-
ect.

If personnel is housed at the
site, Col. Thomas Duke, Safe-
suard commander, told the Gov-
ernor’s Manpower Planning Ad-
visory Council, it will be necessary

-to build an elementary school sys-

tem there for approximately 280
pupils and to arrange to carrv high
school pupils by bus to Shelby. If
the personnel is not housed at the
site it will be necessary for them
to commute from Shelby; Conrad
or Chester, all about equally dis-
tant, and their children would at-
tend school in those communities.

Tax Study Ordered;
It Has Been Done

(Continued from Page 1
ly those imposed on so-called
foreign corporations.

Business taxation is a complex
matter because of the wide variety
of taxes across the country and be-
cause each of the 50 states has a
different system, Dr. Diehl report-
ed.

A complicating factor, and one
which has led to much litigation as
well as federal and state legisla-
tion, is the matter of the state tax-
ing operations within its borders
of businesses which are domiciled
in another state,

The aim may be to equalize the
taxation between the firm in the
home state and its competitor in
another state, but the law says that
the state is taxing business in in-
terstate comterce, and that is an-
other matter, Dr. Diehl pointed
out.

The United States Constitution

Education Aims Outlined
In Most Abstruse Terms

(Continued {from Page 1)
proper goal who can complain if

" the goal is not reached?

What is the full educational po-
tential of each person? Are we to
give every- citizen an intelligence
test, no matter whether he is 8 or
80 and send him back to class if
he hasn’t developed his full po-
tential? The wording obviously
is -aimed to allow kindergartens,
but many school systems now are
at the limit of the ability of tax-
payers to support them without
kindergartens.

What does “high quality” mean
in defining schools? Does it add
anything? Does this mean better
than adequate? I the people get
careless, high quality may actually
be low quality in comparison with
something else. If high quality
means spending a great deal of
money, as some educators define
it, then it might bankrupt the state.

Other institutions may be im-
provised which are “deemed de-
sirable.” Nothing is said about
who is to do the “deeming.” Will
it be the legislature? Will it be the
state board of education, which
is given power to regulate certain
portions of the educations system?
Will it be the board of regents,
which has authority over another
system?

gives to Congress the right to
regulate commerce among the var-
ious states, and this has been held
by the courts to mean that ex-
cessive state taxation of out-of-
state firms constitutes & burden on
interstate commerce and is thus
forbidden.

Generally, the states have been
restricted to taxing within their
borders only the income of out-of-
state corporations which is earned
in that particular state. The fact
that many corporations which op-
erate in Montana report a net loss
on business done in this state
hampers the state in its efforts to
collect taxes on such income.

Some 19 states, including Mon-
tana, have entered into what is
known as the Multistate Tax Com-
pact by which an agreement is
sought on taxation of firms whose
business crosses state lines.

The Montana Board of Equali-
zation is the agency which admin-
isters Montana’s relations with
this tax compact.

One of the accomplishments is
the establishment of an auditing
system which determines how
much of the income of each inter-
state corporation arises in each
state to the end that each state may
thus collect a portion of the taxes
owed by the firm on its interstate
business.

However, the main stumbling
block has been the failure of the
United States Congress to enact
laws which establish guidelines for
the states seeking to collect rev-
enue from interstate firms.

Then, after the other institutions”
“deemed desirable” are created !
the legislature is given a mandate
te finance them. :

How is this to be done? By “tax.
ation or other means.”

What other means than tax
tton are meant? No one knows®
now, but they are writing this co
stitution for the future, so it is 2]
problem that obviously is meant '
for the future. Other means than;
taxation, such as confiscation of
property or wages, may well be the
solution, : :

Who can say what fiscal chacs’
could be created under a spending”
power in which the spenders dic-
tate the level of the cutgo and th
legisiature is ordered to comply b
financing it “by taxation or othe®
means.” This must be full funding, :
aiso. None of that partial funding
which the current legislatures have |
been giving us because they didnt’;
want to increase state taxes and*
the local property taxes were too:
far away to worry about.

Local property taxes will prob
ably be a lot closer and a lot more
tangible when the schools g
through finding ail the spendmn
loopholes which have been left i
Section 1, quoted above.

$714 Million in U.S,

Taxes From Montana
Montana will pay $714.3 mi
hon of the 1973 federal budge
according to a computation by th
Montana Taxpayers Association.
The federal budget of $246,
billions has been submitted
Congress by the President.

The formula of Montany
share is one which has been d
veloped by Tax Foundation t
show how the tax burden of th
federal government is distribute
among the states.

At the present property t
level of $184.3 million per ye
in Montana, the $714.3 millio
which the federal government wi
take out of the state would f
nance all local government an
schools for nearly four years.

At the current level of sta
spending, it would finance stat
government for nearly eight year

The $714.3 million is two an
one third times as much as 2
state and local revenue collecte
for all purposes in Montana, i
cluding gasoline taxes and fish an
game fees, in the last year,

The federal budget anticipate
receipts in the next fiscal ver,
which  begins July 1, at $220.
billion with a unificd budget def
icit of $25.5 billion. It is noted
that this deficit comes on top o
a deficit now estimated to b
$38.8 billion for the current fisca
year and of $23 billion deficit
the fiscal year which ended Jung
30, 1971,



