MINUTES OF THE MEETING
STATE ADMINISTRATION COMMITTEE
SO0TH LEGISLATIVE SESSION
HOUSE OF REPRESENTATIVES

March 13, 1987

The meeting of the State Administration Committee was called to
order by Chairman Sales on March 13, 1987 in Room 437 of the
State Capitol at 9:00 a.m.

ROLL CALL: Rep. Moore was excused. All other committee members
were present.

CONSIDERATION OF SENATE BILL NO. 355: Sen. Walker, Senate
District #20 and sponsor of the bill, stated that the bill will:
1) make the Board of Regents elected positions; and 2) amend
Article X, Section 9, limiting the constitutional authority of
the Board of Regents. The Senate deleted the districting
requirement in the bill. The Regents are a fourth branch of
government as the Legislature has no control. The bill allows
the people to vote for a change of authority. '

PROPONENTS: None.

OPPONENTS: Carroll Krause, Commissioner of Higher Education,
stated that the bill will change the Board of Regents from a
governing board to a coordinating board.

SJR # 1 of the 1985 June Special Session requested the Board to
look at a variety of options for changing the university system,
which has been sent to you and addressed the elimination of
duplication within the system. For example, we eliminated two
business programs, some graduate programs, and consolidated
administration by merging the Western Montana College with the
University of Montana (UM). It is imperative that the Board
retain its constitutional authority and that the Board remain a
lay board.

DISCUSSION OF SENATE BILL NO. 355: Rep. Cody asked if the bill
limits the Board's authority. Sen. Walker replied it would be
set statutorily. Right now the Regents govern themselves. The
appropriations committee has no handle to provide input, and
that's why the bill was drafted.

Rep. Fritz asked if the Legislature should be running the
academic programs rather than the Board of Regents. Sen. Walker
replied that the Legislature should have more input.
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Rep. Jenkins asked if the Legislature has the right to specify
how funds are spent. Sen. Walker replied that even earmarked
revenue can be spent how the Regents determine is best.

Rep. Jenkins asked that if the Legislature funds six university
systems, it isn't mandatory that the Regents carry it out. Sen.
Walker agreed. Rep. Jenkins asked why the '72 Constitutional
Convention gave the Regents the overall power. Carroll Krause
read a statement from the Constitutional Convention:

Higher education is not simply another state service. The
administrative structure of higher education cannot be
considered an ordinary state agency. . . . Higher learning
and research is a sensitive area, which requires a
particular kind of protection not matched in other
administrative functions of the state.

If the Legislature line-items money, the Board has to use the
money for that purpose or rewart it.

Rep. Jenkins asked if any unnecessary programs could be cut
without hurting the quality of the system. Carroll Krause
replied that the Regents determined that program cuts in
architecture, pharmacy, speech therapy, and physical therapy may
be advisable. Other programs are listed also. The Board cut two
business programs and eliminated two elementary education
programs. The intent is to return Northern to a good strong
technical college, and return the school of mines back to its
mineral and engineering programs. Approximately 30 other
programs are duplicated in the system and will be considered very
seriously before a final decision is made.

It is important to understand why the presidents identified the
pharmacy, architecture, and physical therapy programs. Montana
State University (MSU) had to cut $ 3 million and UM had to cut
$2 million. Eliminating low enrollment programs doesn't save
enough money. Additionally, the programs do not interweave with
other programs central to the university unit. And in order to
keep the pharmacy program at UM, an additional $250,000 is needed
to accredit the school. The Board is going to consider
surcharges to keep the programs.

Sen. Walker closed discussion on Senate Bill No. 355 by stating
that the bill allows the public to determine whether the
Legislature sets the Regents power by statute.
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CONSIDERATION OF SENATE BILL NO. 354: Sen. Stimatz, Senate
District # 35 and sponsor of the bill, stated that the bill
abolishes the Board of Regents and puts power in the hands of the
Commissioner of Higher Education. Identical problems keep
recurring in cycles (1944, 1958, and 1973). If the Regents have
allowed the university presidents to make suggestions eliminating
highly prestigious programs, the Legislature is a short step away
from going off the brim. The Board is not governing, the
university presidents are governing. I have no personal
animosity toward any members on the Board. There is no more
powerful lord than the Board. The constitution (Article X,
Section 9(2)(a) says:

The governing and control of the Montana university system
is vested in the Board of Regents of Higher Education which
shall have full power, responsibility, and authority to
supervise, coordinate, manage, and control the Montana
University System, and shall supervise and coordinate other
public educational institutions assigned by law.

Section 20-25-301, MCA, states:

The Board of Regents shall have general control and
supervision of the units of the Montana University System,
which shall be considered for all purposes one university.

The Regents have the power, can adopt rules, and can run the
universities but have given the presidents complete autonomy and
allowed them to run the Board, which has lead to tremendous turf
battles. Bozeman, for instance, still is in the statute as an
agricultural college. This crisis has been building for a long
time.

Will this make the job political? Yes, but it is now. The
Governor appoints seven members and the Regents appoint the
Commission. The Governor writes the budget.

A report from John Photiades, Department of Economics, UM, says:

By closing the Department of Communication Sciences and
Disorders it would cost the state of Montana; saving
$216,000 by closing the department, and losing $500,000 -
$600,000 in economic benefits and actual dollars.

The Board never came out with any figures relative to closing
various schools. It would be foolish to start closing any of the
university units.
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We have a state Board of Education, made up of the Board of
Public Education and the Board of Regents, which will stay in-
tact. Basically the Board of Public Education runs elementary
and secondary schools, and higher education is run by the Board
of Regents.

The bill is effective July 1, 1989 if it passes the November 8,
1988 vote of the people.

PROPONENTS: None.

OPPONENTS: Jeff Morrison, member of the Board of Regents, stated
that he has been a Board member for 12 years and agrees there are
problems, but does not agree to the source of the problems. The
governance system has not failed, it has been frustrated due to a
lack of resources. The Regents are constitutionally required to
be from split political parties and geographic congressional
districts, and are required to be conferred by the Senate. No
decisions have been made as yet; they are options for public
hearings made to the public and the Legislature.

I will continue to be an advocate for higher education funding
for a quality university system. We educate 26,000 citizens in
four year programs at a cost less than Wyoming offers for 9,000
students. I am committed to higher education and know of no
member of the Board who has gone on to higher office. I have
served on the local school board as well. You need an
independent view of education.

Carroll Krause, Commissioner of Higher Education, stated that it
is imperative that higher education remain in the hands of a
cross-section of citizens.

Greg Anderson, Montana Association of Students at Eastern Montana
College, stated the bill would eliminate the student member on
the Board, and students are concerned that if only one person is
in charge he may not want to listen to students needs.

DISCUSSION OF SENATE BILL NO. 354: Rep. Phillips asked why the
Senate approved both bills. Sen. Stimatz replied they are
constitutional questions, and neither received more than 50% of
the votes. Whether or not the committee passes the bills, both
will go to the floor; 78 votes are needed in the House to pass
the bill.
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Rep. Cody asked when the process was broadened. For example,
Bozeman was the best school for agriculture and architecture,
Missoula had their area of expertise, and Butte had the school of
mines. Jeff Morrison replied in the late 50s and 60s when the
World War II baby boom hit the market enrollment exploded.

Rep. Jenkins asked why the budget increased from $70,000 in 1972
to $780,000 in 1987. Jeff Morrison replied an executive
secretary coordinated the system in 1972. The new constitution
mandated a Commissioner to centralize and govern the campus.
Carroll Krause replied that the Regents handle collective
bargaining for the entire system and provide legal assistance.
Jeff Morrison replied that the Regents have fewer accountants
than the Legislative Fiscal Analyst has to monitor the Regents.

Sen. Stimatz closed discussion on Senate Bill No. 354 by stating
that the system is broken and needs fixing.

CONSIDERATION OF SENATE BILL NO. 14: Senator Neuman, Senate
District # 21 and sponsor of the bill, stated that the bill is an
act to submit to the qualified electors of Montana an amendment
to Article VIII, Section 13 of the Montana Constitution to remove
certain constraints on investment of public funds and provide for
investment as authorized by the Legislature.

Trust funds are restricted from portfolio investments. Over time
stocks have outperformed bonds in their ability to generate
money. Even though investments on retirement funds have a 20%
ceiling, a much lower percentage is invested in stocks.

PROPONENTS: Fritz Tossberg, Board of Investments, distributed a
copy of the Montana Equity Portfolio (Exhibits # 1 and # 2) for
the Public Employees' Retirement System and Teachers' Retirement
System funds in an effort to convince the committee that it might
be in the best interest of the state to permit the Board of
Investments to be able to purchase common stocks. The Board is
primarily interested in long term trust funds such as the
permanent coal trust, educational trust, resource indemnity, and
the trust and legacy funds, and have no intention of using common
stocks in any short term funds, short term investment pools, and
bond proceeds. Over a period of time one is better off owning
common stock than bonds. The ten year rate of return on common
stock is roughly 16% and 12% for bonds. The portfolio has been
in existence for over ten years, and our investment outlook right
now is one of extreme caution, which is why we have been taking
capital gains on the common stock portfolio.




State Administration Committee
March 13, 1987
Page - 6 -

OPPONENTS: Matt Himsl, Senate District $ 3, stated the request
has been before the Legislature three times. The investment
restrictions were placed in the original constitution for a very
good reason. The Farm Loan Act of 1917 experienced severe
losses. Not even a bank can invest in common stocks.
Theoretically it makes sense to sell low-interest bonds at a
discount and buy high-interest bonds, hoping they will run to
maturity. Instead, the 12% and 13% bonds were called and had to
be replaced with 5% and 6% bonds. Accountants require showing
the total loss in the year of the transaction. The audit report
shows a loss of $42 million in 1985 and $31 million in 1986, but
on the 1985 statement it shows an amortized loss of $4 million
and $3 million in 1986.

The bill also removes private corporation capitol stock
restrictions. Some 61,000 business failures have been reported
in the Wall Street Journal in 1986, and 38 banks have failed
since the first of the year. Prudent judgement, historical and
conventional wisdom as demonstrated by the people of the state
since 1889 carried the safeguard to protect these funds. I think
we are making an error in our stewardship if we relax that
safequard. Let the Board continue to operate successfully within
the confines of prudent judgement and recognize the fiduciary
responsibility to protect the principal and make a reasonable
return in order that these funds are secure.

DISCUSSION OF SENATE BILL NO. 14: Rep. Cody asked about
amortizing losses over a period of time. Fritz Tossberg replied
that the Board has been doing bond swaps since 1971 and it is a
natural part of managing bonds. It is not an actual dollar loss
but merely trading one type of security for another to improve
income. If you swap a bond and take a paper loss, you create a
discount in the bond you purchase and the discount is amortized
into income, which offsets the amortization of the loss. The
Board still amortizes profits as well as the created loss.

CONSIDERATION OF SENATE BILL NO. 128: Sen. Gage, Senate District
# 5 and sponsor of the bill, stated that the bill is an expansion
of the law concerning how proceeds seized from illegal operations
can be used. Money and proceeds may be used for: 1) payment of
expenses to seized property; 2) payment of awards to informants;
3) claims against the property; and 4) payment for criminal
investigations to undercover agents.




State Administration Committee
March 13, 1987
Page - 7 -

PROPONENTS: Kim Kradolfer, Office of the Attorney General,
stated she drafted the bill last session not knowing what the
Federal Forfeiture Act guidelines would be. Federal guidelines
have now been established: 1) if a federal agency is involved in
a criminal investigation where property is forfeited and a state
or local agency is involved, the federal government now has the
ability to pass some of the property or money to the state or
local agency itself. Property is proportionally divided
depending on who is providing how much manpower, equipment, or
assistance. The forfeited money or property can be used only for
law enforcement purposes and may not be put into the general
fund. The property can be sold, destroyed, or used to pay claims
against the property, pay costs involved in the investigation,
pay awards to informants, be used for crime prevention, or match
federal funds for criminal investigation purposes.

Gary Carrell, Montana Department of Justice, stated he could
address the problem from the supply side. Just this week over
15,000 dosages of cocaine were seized from one individual who has
a nice house, investments in stock, and owns restaurants. Ninety
percent of the money can be put into the drug investigation
program.

OPPONENTS: None.

DISCUSSION OF SENATE BILL NO. 128: Sen. Gage closed discussion
of Senate Bill No. 128 by stating that it's a good bill, and long
overdue in our state.

DISPOSITION OF SENATE BILL NO. 128: Rep. O'Connell moved the
bill BE CONCURRED IN, seconded by Rep. Cody. The motion passed
unanimously (18-0). Rep. Cody will carry the bill.

DISPOSITION OF SENATE BILL NO. 14: Rep Roth moved the bill BE
CONCURRED IN, seconded by Rep. Campbell. The motion passed (12-
6) with Reps. Nelson, Peterson, Compton, Hayne, Jenkins, and
Whalen voting no.

DISPOSITION OF SENATE BILL NO. 355: Rep. O'Connell moved the
bill BE CONCURRED IN, seconded by Rep. Pistoria. The motion
failed (12-6) with Reps. Sales, Holliday, Compton, Hayne,
Stratford, Nelson, DeMars, Campbell, Cody, Moore, Whalen, and
Fritz voting no. The motion was reversed for a NOT BE CONCURRED
IN.
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DISPOSITION OF SENATE BILL NO. 354: Rep. 0O'Connell moved the
bill BE CONCURRED IN, seconded by Rep. Pistoria. The motion
failed (10-8) with Reps. Sales, Campbell, Compton, Fritz, Hayne,
Holliday, Nelson, Peterson, Stratford, and Whalen voting no. The
motion was reversed for a NOT BE CONCURRED IN.

ADJOURNMENT: There being no further business to come before the
committee, the hearing adjourned at 11:00 a.m.

! | > i
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Walter R. Salés, Chairman

7105a/C:JEANNE\WP:jj
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STANDING COMMITTEE REPORT

larch 13 19 87

Mr. Speaker: We, the committee on __ STATE ADMINISTRATION

eport 5B 355
J do pass L be concurred in (] as amended
[ do not pass 8 benot concurred in U] statement of intent attached

WALTER R, S5ALES Chairman

LIMIT COHSTITUTIONAL AUTEORITY OF PIVE ELUCTED HEMSERS OF
BOARD OF RECBHTS.
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Mr. Speaker: We, the committee on STAT: ACMIAISTRATION

report 5B 154
(J do pass L] be concurred in [J as amended
[J do not pass ™ be not concurred in [l statement of intent attached

WALTER R. SALES Chairman

ASOLISE bUARD UP HESEATS AND REPLACE WITR ELBCTED COMMISSIOHLR

third blae
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STATE ADMINISTRATION

Mr. Speaker: We, the committee on

report $3 14 S
O do pass ™ be concurred in (] as amended
[J do not pass ] be not concurred in [] statement of intent attached

WALTER R. SALES Chairman

COUSTITUTIOHAL REFIRFUIUM TO RUMOVE CONSTRAINTS OH
PUBLIC INVBSYHRITS.

REP. ROTH TC CARRY TiE BILL.

third »lue
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Mr. Speaker: We, the committee on STATS ADMINISTRATION

report 5B 128
O do pass # be concurred in (] as amended
(J donot pass ] benot concurredin [J statement of intent attached

WALTER . SALES Chairman

CHANGE USES OF LAW ERFORCEMENT ASSISTANHCE ACCOUNT MOLLY
AwD PROPFRTY.

REP. CODY TO CARRY TLE BILL.
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PUBLIC TRUST FUNDS

COMMON STOCK USED

A1l long-term trust funds:

Permanent Coal Trust
Educational Trust
Resource Indemnity
Trust & Legacy

COMMON STOCK NOT USED

A1l short-term funds:
- Treasurer's Fund

- Short Term Investment Pools
- Bond Proceeds

Stocks 15.8%
Bonds 11

& [
2-13-37
5317
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5. AUG. MARKET
WIARES  COMPANY COST PRICE
COMSUMER NON-DURABLE:
o, FOOD & BEVERAGE :
44000 BALL 15.9% 40,75
52008 CPC INT’L. 16.46 48,13
. 30000 DEKALB 20.01 19.88
wEE00 G. MILLS 12,41 56 .56
90000 PEPSI 7,78 33,29
39020 PILLSBURY 9,14 43,83
W25088 RJR NABISCO 14,34  &0.90
291068 TOTAL COMSUMER MON-DURABLE
HBRLTH:
_ DRUGS & HOSPITAL SUPPLY
. 200080  ABBOTT 2.22  &48.2S
28066 AMER. HOME 27.18  37.60
240800 BRISTOL ig.96  100.3
£ 30000 LILLY 27.49 94,33
22008  JOHNSON 37.05 84.25
25000 MERCK 34,02 154.5
15000 SMITH K.B. 45.42  1@7.0
. 888 SYNTEX 22.88 83,75
wef0ee UPJOHN 23.44 124.9
14000 TOTAL HEALTH
EDIA & SERVICE:
£ 160088 DONNELLEY 24.26  74.75
%geaae TIME 35,27 8&.75
_ 36000 TOTAL MEDIA & SERVICE
-
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413008
377418
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2030879
3080188
765381

4774651
794389
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474875
1110600
3211250

34q7589
1525500
3414250
2859375
o54580
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2/27/87 STATE OF MONTAMNA EQUITY
AUG, MARKET YIELD
SHARES COMPANY COST PRICE CasST
CONSUMER CYCLICAL:

SAe@ FED. STORES 82,40 .28 2.24
390@8 FIRESTONE 12.85 37.06 7.91
70088 MAY 12.60 S.88 2. 28

195068 TOTAL CONSUMER CYCLICAL $.94
TECHNOLOGY :
: BUUS. EQUIP. & SUPPLIES
25000 1BM 42.31 139.5 7.94
12666 MINN., MIN. S8.94 127.1 &.31
55008 NCR 13.09 45,75 7.é4
25808 UNISYS 28.12 106.4 7.20
12000 WALLACE 25.02 44,38 2.40
20008 XEROX 38.27 73.25 7.84

ELECTRONICS
22660 ADT 21.71 32.25 4.24
38008 HARRIS 25,43 33.13 3.32
40000 TYCO LABS 17.164 47.13 2.33

241008 TOTAL TECHMOLOGY 5.25
'PRODUCER DURABLES:

ELECTRICAL AND APPLIANCES
46680 AMETEK 14,01 32.13 7.14
14006 EMERSOM 43,488 164.9 .89
20008 WHIRLPOOL 34.76 38.38 2.17

MACHINERY
40000 COMBUSTION 24,47 37.78 2.50
150080 G. SIGNAL 39.068 48.53 $1
151000 TOTAL PRODUCER DURABLES 4,45
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N AYG, MARKET YIELD TOTAL APPROX. PROFIT
| SHARES COMPANY COST PRICE  COST % COST MKT. UALUE LOSS %
BASIC INDUSTRY:
. CHEMICALS
W 33488 AIR PROD. 15.84 44,38 .33 532633 1558200 192.3
100069 BETZ LABS 33.73 49,25 4,19 . 337250 47225040 44 .6
- 28000 DOW 2?2 .35 PP.E3 &.32 821445 2173588 1&4.5
%'220@0 HERCULES 22.97 44 .25 7.8 SA5482 1413586 (79,5
32000 MONSANTO 29 .28 74,82 2.28 737047 2440000 142.5
46600 ROHM ?.,00 3% .88 g.3% 546148 23925686 242.7
i FOREST & BLDG. PRODUCTS
W 35908 CHAMPION 192.91 34.13 .21 494878 12642375 1.4
16006 INT L PAPER 37.@4 70 .04 &.43 376424 230000 143.08
. 2400606 TEMPL INLND 27 .31 78.13 Z2.89 &954935 14336668 154.8
% MINING & METALS
320008 FREEPORT 17.29 22.25 11.57 S52338 7126800 28.7
.. 108868 NEWMONT 43,13 Qz.0d 2,32 4321274 320006 ga.1
. 48999 USX CORP. 28.84 23.88 4.16 1182573 e7e2851 ~-17.2
ﬁ48900 KAISER.PREF 19.80 24.13 &.97 721873 16450600 2.6
% 3775992 TOTAL BASIC INDUSTRY 4.335 83545717 178934248 114.1
EMNERGY :
; PETROLEUM
L~A4@00 ArOCO 35.74 71.82 .23 15727217 2142508 1611
59086 ANADARKD 12.27 23.25 2.42 7383851 1371759 37.7
. 435800 ARCO 33.74 &7 .04 11.85 1518387 30159000 8.6
% 59060 CHEVROM 26.499% 49,56 .06 154823848 272605600 848.7
52808 EXXON 24.98 78.38 12.34 1482942 44755980 1724.5
35888 KERR 27.32 36.83 4,33 ?54098 1638625 132.0
¢« 30088 L. LAND z25.89 z24.0a 3.84 778490 1020000 1.3
@ 84000 MOBIL 19.74 42,38 11.86 1671533 3587564 112.7
24892 (QCCIDENTAL 25.68 31.&88 ?.97 4243382 7924323 22 .1
T, 3580808 TEXACO 3%5.23 33.795 2.52 1232875 1131234 -4.,2
i PETROLEUM SERVICES
38000 DRESSER 146.14 25.25 2.48 4840835 757500 546.5
4408860 FLUOR 19.849 15,38 2.53 &F8772 4748508 -2.9
; ENERGY MISC,
&11408@ ARKLA 7.73 22.50 12.97 881423 25450088 121.4
32006 B. MORTHERH 21.78 56,00 ?.18 454923 2112668 203.4
L. 2508008 PAC LIGHT. 44,88 53.50 7.79 1121900 13373809 19.2
e 59000 PANHAMNDLE 14.47 36.73 {3.82 353821 181425@ {12.5
36808 TEXAS EAST. 31.34 32.463 3.17 240173 78758 4.1
%&801892 TOTAL EMERGY 8.71 17724491 324215583 s82.9
%ﬁ
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SHARES COMPANY
FINANCIAL:
BANKING
46008 FIRST BANK
24668 MFC. HaAN,
2560806 BK OF N.E.
560606 NORWEST
15680 PNC FINAN.
462780 U.S. BANC.
25086 FIRST UNION
33800 F. WACHOVIA
400868 WELLS
CREDIT & FINANCE
24060 FLEET
INSURANCE
46008608 FARMERS GP.
40060 PROVIDENT
30880 ST. PAUL
508688 U.S.F&G
544700 TOTAL FIMANCIAL
- UTILITIES:
TELECOMMUNICATIONS
36000 A.T. & T.
22080 BELL ATLANT
220048 PAC.TELESIS
11600 SW BELL
35688 CENTEL
48868 COMSAT
69888 GTE
750060 PAC TELECOM
ELECTRIC
11eese AZP GROUP
758808 CENTRAL SW.
74@@e@ FPL GROUP
76686@ MDU R, GRP.
620808 PACIFICORP
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