MINUTES

MONTANA HOUSE OF REPRESENTATIVES
52nd LEGISLATURE - 2nd SPECIAL SESSION

COMMITTEE ON APPROPRIATIONS

Call to Order: By Chair Bardanouve, on July 14, 1992, at 9:30
a.m.

ROLL CALL

Members Present:
Francis Bardanouve, Chairman (D)
Ray Peck, Vice-Chairman (D)
Dorothy Bradley (D)
John Cobb (R)
Dorothy Cody (D)
Ed Grady (R)
Larry Grinde (R)
Mike Kadas (D)
Berv Kimberley (D)
Wm. "Red" Menahan (D)
Jerry Nisbet (D)
Mary Lou Peterson (R)
Joe Quilici (D)
Chuck Swysgood (R)
Bob Thoft (R)
Tom Zook (R)

Members Excused: John Johnson (D)
Mary Ellen Connelly (D)

Staff Present: Terry Cohea, Legislative Fiscal Analyst
Jim Haubein, Principal Fiscal Analyst
Sylvia Kinsey, Committee Secretary

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

HEARING ON HOUSE BILL S1

CONTINGENT APPROPRIATION FOR FIRE SUPPRESSION

Presentation and Opening Statement by Sponsor:

REP KADAS said this bill would allow the Governor to spend up to
$2 million in an emergency or disaster due to fire. This would
allow the Governor to pay off those costs without a special
session being called. The Governor could pay up to $3 million in
case of an emergency whenever there is a disaster associated with
fires. He said Section 2 could be stricken from the bill.
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Questions From Committee Members:

REP QUILICI asked if this $3 million would be sitting in the
general fund and it would not be spent until the Governor
declared an emergency or disaster? REP KADAS said it would not
count against the fund cash balance until it was actually spent.

REP SWYSGOOD said in looking at section 1, line 16, it says $2
million and line 21 says $3 million. REP KADAS said there is $2
million in the Governor’s budget and in case of some severe fire
or disaster he could then spend a total of $5 million.

CHAIR BARDANOUVE said the Senate has reduced the amount in the
Governor’s emergency fund to $1 million. He thought the recent
rains had something to do with that decision. He questioned
whether this was a wise thing to do after that Senate action.

REP SWYSGOOD said in reading the description of "emergency", it
reads about the same as that which allows the spending of the $2
million.

REP KADAS said there is a possibility we could have a large
number of small fires, none of which poses an emergency needing
consideration and the Governor might have a difficult time
calling it an emergency.

REP QUILICI asked if the Governor didn’t deal with an emergency
now. REP KADAS said there may be a problem if the emergency is
called by the costs rather than the fires themselves.

REP ZOOK asked if there was some reason not to include earth-
quakes. REP KADAS said they are included in the emergency
disaster bill as it is now.

REP CODY said she had a difficult time seeing why this should
have to be a statutory appropriation now when we had a worse
situation a few years ago and the Governor dealt with it. REP
KADAS said the Governor broke the law to pay for the fire costs.
CHAIR BARDANOUVE said there was a little disagreement in the
spending of $11 million without legislative approval.

Closing by Sponsor: REP KADAS said the Department was a little
uneasy about the language. He said he felt this bill was
necessary to avoid calling an emergency session of the
legislature in the case of a severe and costly fire season.

CHAIR BARDANOUVE asked what would happen if we are on the narrow
edge of a zero fund balance when it happens. REP KADAS said we
can use the past precedent or if it is a cash balance problem,
then we would be in trouble.
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HEARING ON HOUSE BILL 49

CREATE GENERAL FUND STABILIZATION ACCOUNT

Presentation and Opening Statement by Sponsor: REP ROYAL JOHNSON
said this bill was an effort to stabilize the general fund to

avoid special sessions. There have been two special sessions in
the past year and he felt it is absolutely necessary to get HB 8
through the legislature. He said we need to be able to move
money around and it will happen on a continuing basis because of
money being so tight. He explained that this bill would not hurt
the Board of Housing Bond Reserve or the coal severance tax
permanent fund because the money would not have to be used, but
would be a back up to keep the general fund balance in compliance
with the law. The Board of Housing has $65 million in a reserve
account to provide a very worthwhile service. This bill would
take 7% of the bond sale and move it into this reserve, it would
set aside a part of that money for a stabilization reserve. He
said if, after all the safe guards were observed and money had to
be taken from the stabilization account, they would have to go to
the coal tax to put it back. He pointed out that in order to use
the coal tax fund as a back up it would require a vote of 3/4 of
the members of both houses to pass this bill.

Proponents’ Testimony:

REP BARDANOUVE pointed out the need for this bill, discussed the
House Joint Resolution passed in the last session and said he had
been working with other people in the field of investment on this
proposal. He said they would like to have a stabilization
account without going into the coal tax trust since that would
take a 75% vote of the membership of both Houses and would be
difficult to get. He said he would like to balance the cash in
the treasury with some sort of action.

Opponents’ Testimony:

Chuck Brooke, Director, Department of Commerce, said HJR 2
directed them to evaluate the funds in the interim and they are
still trying to find out if this is a viable alternative.

Tom Hopgood, Montana Association of Realtors, said he had no
expertise in the field of bond sales and financing. He thought
it was necessary to look at this bill as an addition to our legal
problems. The Board of Housing provides low interest loans for
first time house buyers and felt the committee should keep in
mine any adverse affect this bill might have on house buyers.

Questions From Committee Members:

REP COBB asked if this stabilization account were established
would it only be for cash flow and could not be used for the
deficit? REP JOHNSON said the problem with that is that it would
immediately trigger the problem of going to the coal tax trust to
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move assets from the Board of Housing to the stabilization
account. We don’t want to use this for a cash flow basis on a
regular basis.

REP COBB asked if this had safeguards so it would not be used for
an ending fund balance. REP JOHNSON said yes.

Ccurt Nichols, OBPP, said the "firsts" in the bill are intended
to prevent it from becoming the ending fund balance. If you
first go through HB 8, then the Governor would have to budget for
any funds for replacement in the next legislature.

CHAIR BARDANOUVE said if money is in this stabilization account
and essentially came to the point of using it, will it be put
back? Mr. Nichols said the Governor has to rebuild the account
to within 5% and the bill does not say how the Governor will do
this.

CHAIR BARDANOUVE said that would be the fear of approving the
coal tax money. There is no guarantee it will be paid back.

Mr. Nichols said he did not know how they could write such a

guarantee into statute.

REP SWYSGOOD said his concern was the same as REP COBB that this
might supplant the ending fund balance and he was not sure this
had been addressed yet.

REP BARDANOUVE said it needs some very careful planning and
several counsels from a lot of sources, but we may have to have
the bill in order to adjourn.

REP QUILICI referred to sections 4 and 5 and said the state
pledges $20 million from the coal severance tax permanent fund
and $23 million from the general fund. He asked about the $23
million from the general fund and asked if we have it in there.
Mr. Nichols said currently it is part of the ending fund balance,
but not as a reserve fund.

There was discussion on removing section 5 from the bill and
putting the language in another bill, the possibility of building
up a super fund from coal tax interest and using it for a
stabilization account and capping the reserve fund.

Scott Seacat, Legislative Auditor, said there were a couple
things that could be looked into. In Section 7, the 3/4 vote
would establish a stabilization account. You could appropriate
the money from the coal tax or borrow it and put it in a
stabilization account.

CHAIR BARDANOUVE said whatever was done there should be a
guarantee that if money was taken out of the coal fund it would
be put back. Mr. Seacat said the problem was that the present
legislature could not bind a future legislature to pay the money
back and he did not know any way to guarantee that it would be
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paid back.

REP SWYSGOOD mentioned the possibility of capping the coal tax
and diverting it as a mechanism for building a stabilization
account. When it reached a certain amount it would be turned
back to the trust.

REP CODY asked REP JOHNSON about his statement that the Board of
Housing has $63 million in cash reserves and that this would only
affect 7% of that. REP JOHNSON said the Board of Housing had
identified $1.8 million of profit and said they have encumbered
all but the $600,000 plus of it. They say this would jeopardize
the ability of the Board to sell bonds. He said personally he
did not believe this to be true.

REP CODY said when the Board of Housing sells the bonds and a
certain amount of that goes into the sale, that money is under a
guaranteed mortgage. So, what is the risk? REP JOHNSON said the
risk is very minimal. He did not think they had to tap into that
very often. If you sell bonds at 7% and mortgages at 8% there is
some margin. If they foreclose on a home they might well have
some expense in it, and they have lost very little on
foreclosures.

REP CODY asked if when they sell the bonds it is necessary to
have this 7% reserve or is it part of the incentive for those who
are purchasing the bonds? 1Is it a federal law or how does it
come into play? REP JOHNSON said it is essential they have a
reserve account in order to sell the bonds. It also takes care
of the general obligation bonds.

REP COBB asked about using the school trust fund. Mr. Seacat
said that fund was locked up.

REP SWYSGOOD asked if the coal tax was capped and the interest
put into the stabilization account, isn’t the interest it would
earn the only thing that is jeopardized? Mr. Seacat said
assuming it is tied to cap the coal tax and the Board of Housing
did not enter into it.

REP KADAS said if you took the flow and directed it as the
reserve account for the bonds, what is the current term of the
bonds? How long does it take for the money to remain in the
account? Mr. Seacat said those bonds would run from 1994 to
2006. REP KADAS said it would be about a $18 million to $18.5
million flow. Would that whole amount be tied up until the bonds
reached their term? Mr. Seacat, said, yes and added that the
reserve was also set up as a sinking fund. 1In answer to the
question of whether the interest stayed in that fund Mr. Seacat
answered yes.

CHAIRMAN BARDANOUVE said he did not think the committee would be
able to resolve this issue today. He said he would like to have
some outside help on this bill and appointed REPs QUILICI, COBB
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and SWYSGOOD to a subcommittee to work on this bill.

Closing by Sponsor:

REP JOHNSON said if the committee agreed to a stabilization
account he would agree to whatever they could do toward that end.

The meeting was adjourned to the call of the chair.
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ADJOURNMENT
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REP. FRANCIS BARDANOUVE, Chair
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‘“” ~“8ylvia Kinsey, Sg%retary
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12:15 p.m.
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