
MINUTES 

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

COMMITTEE ON TAXATION 

Call to Order: By Chairman Dan Harrington, on July 14, 1992, at 
8:40 a.m. 

ROLL CALL 

Members Present: 
Dan Harrington, Chairman (D) 
Bob Ream, Vice-Chairman (D) 
Ben Cohen, Vice-Chair (D) 
Ed Dolezal (D) 
Jim Elliott (D) 
Orval Ellison (R) 
Russell Fagg (R) 
Mike Foster (R) 
Bob Gilbert (R) 
Marian Hanson (R) 
David Hoffman (R) 
Jim Madison (D) 
Ed McCaffree (D) 
Bea McCarthy (D) 
Tom Nelson (R) 
Mark O'Keefe (D) 
Bob Raney (D) 
Ted Schye (D) 
Barry "Spook" Stang (D) 
Fred Thomas (R) 
Dave Wanzenried (D) 

Members Excused: None 

Members Absent: None 

Staff Present: Lee Heiman, Legislative Council 
Jill Royhans, Committee Secretary 

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

Announcements/Discussion: None 

HEARING ON HOUSE BILL 36 

Presentation and Opening Statement by Sponsor: 

REP. COBB, District 42, Augusta, said the bill imposes a 1% tax 
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on hospital revenue accrued on or after November 1, 1992 and 
terminates July 1, 1993. It would raise approximately $3 million 
for the general fund and contains a reimbursement provision. 
Small rural hospitals are exempted which is a provision mandated 
by the federal government. He noted almost all hospitals will 
remain whole, although a few of the largest will lose from 
$100,000 to $200,000 which would be covered by their reserve 
funds. He submitted proposed housekeeping amendments (Exhibit 
#1) . 

Proponents' Testimony: 

Julia Robinson, Director, Social and Rehabilitation Services 
(SRS), presented her testimony in support of the bill (Exhibits, 
#2, #3, and #4). As head of the welfare department she said the 
welfare and medical care costs in the state are going to continue 
to worsen. She said this bill would help the state move 
forward, not backward. 

Opponents' Testimony: 

James Ahrens, President, Montana Hospital Association, presented 
his testimony in opposition to the bill (Exhibit #5). 

Cal Winslow, St. Vincent Hospital and Health Center, Billings, 
presented his testimony in opposition to the bill (Exhibit #6) . 

John Guy, St. Peter's Hospital, Helena, said that even though the 
non-profit hospitals in the state pay no taxes, they make a 
contribution in terms of free services. St. Peter's will pay 
over $2 million in free care and about $9 in below cost care. He 
agreed with Mr. Winslow's testimony and urged the Committee to 
oppose the bill. 

Carl Hanson, Pondera County Hospital and Nursing Home, Conrad, 
said the bill will result in cost-shifting to patients, confusion 
on rates, and would be very hard on private-pay patients. He was 
concerned over the language "may" and "up to" in the grant 
provision portion of the bill. 

Kirk Wilson, Great Falls Deaconess Hospital, Great Falls, and 
representing Bill Bowner, Great Falls Columbus Hospital, said 
the bill locks in a cost shift. He said rather than increase 
taxes or institute new ones, there needs to be work on health 
care reform. 

Gordon Davidson, Finance Director, Bozeman Deaconess, Bozeman, 
said a gross receipts tax will have an adverse affect on hospital 
services. A recent survey said 17% of medicaid expenditures for 
in-pacient health care are paid to providers outside the state. 
One reason for that is the unavailability of services. This bill 
would contribute to a further decrease in available services. 
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Tom McFarlane, Chief Finance Officer, St. James Hospital, Butte, 
presented his testimony in opposition to the bill (Exhibit #7), 

Tom Ebzry, St. Vincent's Hospital, Billings, and the Montana 
Association of Physicians, presented testimony in opposition to 
the bill (Exhibit #8) . 

Tanya Ask, Blue Cross/Blue Shield, asked the Committee to defeat 
the bill as it is not in the best interests of the health of the 
"Blues" members. 

LeDean Lewis, American Association of Retired People, this is a 
discriminatory tax. It is intergenerational, but hits hardest 
those people 65 and older who cannot afford supplemental 
insurance. It taxes people for getting sick. 

Jerry Loendorf, Montana Medical Association, said his Association 
appreciates the problems facing SRS and the legislature. If 
hospitals use their reserves they will not have funds available 
for equipment and other special needs. They would have to borrow 
the money and the costs would be passed on to the patients. 
Those people most impacted would be patients who do not have 
insurance. 

Questions From Committee Members: 

There were no questions. 

Closing by Sponsor: 

REP. COBB said thirty other states have this tax. The federal 
deficit is going to result in medicaid caps which will result in 
Montana having to pick up even more costs. He said this is not a 
bad bill. The reimbursement provision is a great help and the 
bill sunsets in a year. The tax dollars are urgently needed to 
help those who cannot afford any health care. 

HEARING ON HOUSE BILL 34 

Presentation and Opening Statement by Sponsor: 

REP. SHEILA RICE, District 36, Great Falls, said this bill is the 
same bill SEN. ECK introduced in the 1991 regular session. It 
increases the tax on a package of cigarettes by seven cents and 
increases the tax on smokeless tobacco products by 4.5%. She 
said it would raise $3.5 million in FY 1993. Noting there do 
need to be some amendments to the bill, she recommended it be put 
in a subcommittee for those revisions. 

Proponents' Testimony: 

Patrick Smith, American Lung Association of Montana, said his 
organization believes the bill will have a direct benefit to the 
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health of Montana citizens now and in the future. An increase in 
price will deter teenage smoking. For every 10% increase in tax, 
there is a resultant 10% decrease in consumption by teenagers. 
This bill would result in a 3.5% decrease in consumption by 
teenagers. The Lung-Association strongly supports the 
legislation. 

Jerry Loendorf, Montana Medical Association, said this is a tax 
on a product that causes disease. He said this tax is fair 
because it makes a person contribute money to a fund that will 
eventually help fund his health care should he need it because of 
the risk he is taking by using tobacco products. 

Opponents' Testimony: 

Jerome Anderson, Tobacco Institute, presented his testimony in 
opposition to the bill (Exhibit # 9) . 

Mark Staples, Montana Tobacco and Candy Wholesalers, said federal 
legislation in the past two years has increased "sin taxes by 
eight cents a package of cigarettes. Sales have dropped by 30 
million packages since 1982. He said if prohibition is the goal, 
it is working, but a lot of people are going out of business as a 
result. 

Mike Parker, President, Pennington's, Great Falls and President 
of the Montana Association of Candy and Tobacco Wholesalers, said 
the difficulties of doing business in this state are well known. 
He said it will be hard on their employees if there is another 
increase. Workers' compensation rate increases have been a real 
blow to business recently. He asked the Committee not to make it 
any harder to stay in business. 

Dean Woodring, Service Distributing, Helena, presented his 
testimony in opposition to the bill (Exhibit #10) . 

Gene Phillips, Smokeless Tobacco Institute, spoke in opposition 
to the bill, saying he supported the testimony given by Mr. 
Anderson. 

John Delano, Phillip Morris, stated his opposition to the bill. 

Roger Tippy, R. J. Reynolds, expressed opposition to the bill. 

Questions From Committee Members: 

REP. STANG asked about the status of the tobacco quota 
negotiations with the Indian reservations. 

Denis Adams, Director, Department of Revenue (DOR), said the 
state has signed an agreement with the Fort Peck Tribes which 
will be generating additional revenue for the state. 
Negotiations are underway with several other tribes in the state. 
He said he did not have figures on the revenue loss to the state 
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during the negotiation period, but would get it for the Committee 
members for Executive Session. 

Closing by Sponsor: 

REP. RICE said this bill is proposed as an alternative should 
the 7% surtax bill is not adopted. She reminded the Committee 
the bill should be amended to protect the integrity of the Long 
Range Building Fund. 

HEARING ON HOUSE BILL 55 

Presentation and Opening Statement by Sponsor: 

REP. BACHINI, District 14, Havre, said the coal tax trust fund 
was established to provide for the future of the state. The 
rainy day is here and it makes sense to use coal trust money as a 
piece of the puzzle that addresses the budget problems of the 
special session. His constituents have repeatedly told him they 
do not want any taxes of any kind, not even a sales tax. This 
bill imposes no new taxes and gives the legislature the time to 
address total tax reform in the 1993 session. He said he 
estimates the bill would generate approximately $30 - $50 
million. 

Proponents' Testimony: 

Dennis Burr, Montana Taxpayers Association, said his 
organization endorses the bill. It makes sense to borrow from 
our own resources. 

REP. PAVLOVICH, referring to REP. BACHINI'S umbrella, said it is 
really raining hard and we need a bigger umbrella. 

Opponents' Testimony: 

REP. ELLIOTT said both Wyoming and Alaska have very large trust 
funds and that is why their taxes are so low. Wyoming has over 
one billion dollars in their trust fund and they get $100 million 
a year in interest from that trust with which to fund their state 
government. For every $10 million removed from the coal tax 
trust fund, $1 million in taxes will be needed to replace it in 
Montana. It is not a rainy day fund, but rather an income 
producing instrument and you do not spend down your savings. 

Questions From Committee Members: 

There were no questions. 
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CHAIRMAN HARRINGTON announced the Committee would hear both HB 38 
and 39 at the same time. 

HEARING ON HOUSE BILL 38 AND HB 39 

Presentation and Opening Statement by Sponsor: 

REP. PAVLOVICH, District 70 Butte, said HB 38 diverts the coal 
tax severance payments from the permanent trust fund to the 
general fund until the year 2000. It caps the permanent trust by 
a vote of the people in November, 1992. He said there is $520 
million in the permanent trust now and he wants half of what will 
be deposited this year, $25 million, to be deposited to the 
general fund this year. He said the bill should be passed and 
put on the ballot so the people can decide. 

HB 39 reduces the percentage of coal severance taxes being 
deposited to the permanent trust fund from 50% to 25%, using the 
25% for education. This bill would also require a vote of the 
people in November. 

Proponents' Testimony: 

REP. BACHINI expressed support for the bill. 

Dennis Burr, Montana Taxpayers Association, said his organization 
supports the HB 38 diversion to the general fund. He pointed out 
the state is going broke while millions of dollars are going in 
the bank. 

Opponents' Testimony: 

REP. ELLIOTT stated his opposition to the bill for the same 
reasons he opposed HB 55. 

SEN. TOWE said his remarks are addressed to all three bills, HB 
38, HB 39, and HB 55. The coal tax permanent trust was never 
intended to be a rainy day fund. It is an endowment which makes 
the job of the legislature $50 million a year easier. He likened 
spending the money to spending lIlittle Johnny's education fund ll

• 

He said Colorado, South Dakota, Wyoming and Alaska have all 
allowed use of their trust fund money and those trust funds are 
gradually evaporating. 

REP. RANEY said the trust fund money is derived from a non
renewable resource. When that resource is taken from the ground, 
nothing is left but holes and pollution. The money in the fund 
is for future generations. He said these bills are lIstealing 
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REP. STELLA JEAN HANSON said she opposes the bills because once 
the money is gone from the general fund, the taxpayers will have 
to pay again. She said you cannot borrow money if there is no 
system to pay it back. 

Questions From Committee Members: 

REP. O'KEEFE asked how the three bills would impact the trust 
fund. 

John Tuss, Department of Natural Resources (DNRC) presented a 
chart and narrative explaining the cash flow process of the trust 
fund (Exhibit #11) . 

Closing by Sponsor: 

REP. PAVLOVICH closed saying the bills would have to be amended 
to take care of the bonding problem. He asked the Committee to 
pass the bills and let the people decide what to do in November. 

HEARING ON HOUSE BILL 4S 

Presentation and Opening Statement by Sponsor: 

REP. McCAFFREE, District 27, Forsyth, said the bill imposes a 1% 
realty transfer tax and creates a credit for those who file state 
income tax. There is a technical problem with the bill as it 
excludes corporations, which was not intended. He said the 
problem could be amended in the subcommittee. The exceptions to 
the tax are detailed in Section 6 of the bill. He reviewed the 
bill section by section for the Committee. 

Proponents' Testimony: 

There were no proponents. 

Opponents' Testimony: 

Dennis Burr, Montana Taxpayers Association, said it took three 
sessions for the Realty Transfer Act to pass in the 1970's. It 
passed by only one vote and the worry then was that it would 
eventually turn into a tax. He urged the Committee to take a 
close look at the amendment to make sure the credit mechanism is 
very clear. 

Tom Hopgood, Montana Association of Realtors, said his 
organization has always opposed this tax. It is highly selective 
and highly regressive. It is a sales tax, pure and simple, which 
targets home sellers and buyers exclusively. He said this is a 
"foot in the door bill" which will allow the rate to bumped up 
again and again. He said the effective date of August 1, 1992, 
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would be a problem. Most closings take 30 - 90 days and it would 
increase the amount of money that would have to be paid if the 
closing date falls after August 1. 

Colin Bangs, Montana-Association of Realtors, Missoula, said 
there are two problems with the bill. First, he said it seems 
strange to add layers of bureaucracy to take in money that will 
be paid back out again. Second, the buyer must pay the 1% realty 
transfer tax. First time home buyers are the people that have 
the most trouble buying a house. They usually use an FHA loan 
which requires a 5% down payment. Adding a 1% fee on top of that 
increases the down payment requirement by 20% which creates a 
real hardship. 

Steve Mandeville, Legislative Chairman, Montana Realtors, a 
Helena real estate broker, said it is a good idea to get the 
money from out of state buyers, but it is very hard on the first 
time home buyer. He urged the Committee not to pass the bill. 

Jim Peterson, Montana Stockgrowers Association, said the tax also 
applies to agricultural land. It is a selective sales tax which 
needs to be considered in a comprehensive tax reform measure at a 
different time. 

Shirley Nelson, Realtor, Plentywood, submitted her testimony in 
opposition to the bill (Exhibit #12) . 

Questions From Committee Members: 

There were no questions. 

Closing by Sponsor: 

REP. McCAFFREE said the bill should go to subcommittee. He felt 
it could be a good bill and raise needed revenue if it were 
amended. 

HEARING ON HOUSE BILL 47 

Presentation and Opening Statement by Sponsor: 

REP. HARRINGTON, District 68, Butte, said the bill imposes a 4% 
tax on all credit card transactions and is effective on passage 
and approval. There is a tax credit given to corporations and 
individuals at the end of the year. People who live and visit 
here from out of state will be taxed for the services they use if 
this bill is enacted. 

Proponents' Testimony: 

There were no proponents. 

Opponents' Testimony: 
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Denis Burr, Montana Taxpayers Association, expressed opposition 
to the bill. 

Informational Testimony: 

John Cadby, Montana Bankers Association, said banks are just 
intermediaries and are not expressing support or opposition to 
the bill. He said the debit card is coming in the very near 
future and cautioned the Committee to take into consideration the 
impact legislation of this sort would have on that type of card 
transaction. He said this type of tax could be circumvented by 
the increased use of a ready reserve account offered by most 
banking institutions. 

Questions From Committee Members: 

REP. RANEY asked how people who do not file income tax would get 
a refund. 

REP. HARRINGTON said they would have to file for a refund even if 
they do not owe taxes. 

Closing by Sponsor: 

REP. HARRINGTON said this bill should be carefully considered by 
the Committee. It is an important part of tax reform and could 
help solve the special session budget problem. 

HEARING ON HOUSE BILL 48 

Presentation and Opening Statement by Sponsor: 

REP. HARRINGTON, District 68, Butte, said the bill addresses 
renewal of liquor store agency lease agreements and establishes a 
preference for the agent already operating the agency store. He 
said the bill would have to go to subcommittee and be amended to 
address the discrimination problem against out of state wine and 
spirit sellers. The bill exempts agency stores and state stores 
from the Procurement Act. He said the whole leasing situation 
will have to be looked at in the 1993 regular session as the push 
toward privatization has confused this whole area. 

Proponents' Testimony: 

Mike Bruno, Lolo, liquor retailer and agent, said he has been 
working on the bidding and leasing process with agency and state 
liquor stores since 1991. He said there is no preference at 
lease renewal for individuals who have invested in their stores 
and operated them well. He gave the Committee copies of two 
resolutions passed by the Revenue Oversight Committee (Exhibit 
#13). It appears neither of the two resolutions is being honored 

TA071492.HM1 



HOUSE TAXATION COMMITTEE 
July 14, 1992 
Page 10 of 12 

by DOR. This is not a privatization issue. It is contract law. 
The liquor business is generating a great deal of revenue. 
Contributions to the general fund through April of calendar year 
1992 are up $1.1 million dollars, taxes collected are up $1.3 
million, sales are u~ $6 million. He said the problem needs to be 
addressed in detail in 1993, but this bill is very important now 
and should be passed. 

REP. GILBERT said as ROC Chairman he supports the bill. It is 
very unfair for operators to have no preference when it comes to 
rebidding and renewing leases. The law needs to be changed. 

Duard Svee, Montana Distillery Representatives Association, 
Billings, said the bidding process is very unfair. Some 
operators cannot afford to insure their bids. The preference 
provision is very important. He urged the Committee to take 
positive action on the bill. 

Tim Dale, East Helena Agent, said he purchased a building for 
$110,000. His lease is for three years and he cannot amortize it 
in that amount of time. A preference provision would give him 
the leverage he needs to borrow the money for his store. 

Bob Schreiner, Montana Distiller Representatives Association, 
Belt, spoke in favor of the bill. 

Gary Giannini, Sand Coulee, expressed support for the bill. 

REP. STANG stated he supported the bill. 

Jim Hutcheson, Missoula, said he was concerned about the revenue 
that is lost when a whole section of liquor is closed out by the 
state. 

Opponents' Testimony: 

There were no opponents. 

Questions From Committee Members: 

REP. McCARTHY asked if the length of the lease contract is 
addressed in the bill. 

REP. HARRINGTON said the bill exempts the stores from the 
Procurement Act, gives preference to the leaseholder, and it 
allows DOR to grant longer leases. 

Closing by Sponsor: 

REP. HARRINGTON said the bill slows down the DOR rulemaking 
process until a full review can be conducted in the 1993 session. 
He said the state is not in good faith re leases. He said he 
would submit an amendment to address the out of state liquor 
wholesalers selling in the state. 
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HEARING ON HOUSE BILL 43 

Presentation and Opening Statement by Sponsor: 

REP. DOWELL, District· 5, Kalispell, said the bill imposes a $2 
per night fee on out of state vehicles at private and state 
campgrounds. He submitted proposed amendments (Exhibit #14), and 
a fiscal note (Exhibit #15) . 

Proponents' Testimony: 

Arnie Olson, Administrator, State Parks Division, Fish, Wildlife, 
and Parks, expressed support for the bill. 

Janet Ellis, Montana Audubon Legislative Fund, said her 
organization supports the bill. It is done in other states and 
would benefits parks as well as put revenue into the general 
fund. 

Opponents' Testimony: 

George Ochenski, Free the Parks, said increasing user fees is 
the beginning of the death spiral for parks. He wondered why the 
bill is before the Taxation Committee as it is a parks system 
bill. He said once fees go on, they tend to go up. It would be 
very hard to justify taxing KOA for out of state campers and then 
give the money to state parks who are, in effect, their 
competitors. This is probably a constitutional question. He 
said the fee could probably be imposed in public parks, but 
questioned how it could be forced on the private camping areas. 
He stated the fiscal note is insupportable. He questioned the 
camper nights figure and also felt the season dates would differ 
between the state campgrounds and private campgrounds. He also 
said the cost figures for resigning the existing campgrounds were 
ridiculously low. He urged the Committee to table the bill. 

Wayne Hirst, Montana Park Association, said fees are up to $11 
per night in some areas and this bill would create further 
discrepancies. There should be a symbiotic relationship between 
private and state parks. Making private campgrounds pay to fix 
up public campgrounds is not wise policy. 

Questions From Committee Members: 

REP. STANG wondered if this bill would force people to use Forest 
Service campgrounds. 

REP. Wanzenried asked Mr. Olson about the competition factor and 
the fairness of using the fee from private campgrounds to fund 
public campgrounds. 

Mr. Olson said he does not feel state campgrounds are in 
competition with private campgrounds. He said public campgrounds 
provide cultural resources and opportunities for people that are 
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not available in private campgrounds. The cooperative 
relationship existing between state and private campgrounds works 
well. They exchange information and refer campers to each other 
as well as making attraction brochures available to campers. He 
said he was not aware- of any particular competition problems. 

Closing by Sponsor: 

REP. DOWELL said a tourism article he saw recently said there is 
a 7% decline in tourism nationwide and a 7% growth in tourism in 
Montana. He said there is no way tourists are helping pay for 
their use of state services. This is a perfect tax - one that 
everyone else pays. 
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Adjournment: 10:30 a.m. 
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~D. Ro ya '; Secretary 
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REP. TED SCHYE X 
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REP. DAVE WANZENRIED X 
REP. DAN HARRINGTON, CHAIRMAN Y 



DEPARTMENT OF 
SOCIAL AND REHABILITATION SERVICES· 

STAN STEPHENS 
GOVERNOR 

ruUA E. ROBINSON 
DIREC'IOR 

- STATE OF MONTANA----

Amendment to House Bill 36 
(Re: Revenue Tax on Hospitals) 

Introduced Copy 

1. Page 13, line 4 
strike: "$1,194,650" 
Insert: "1,241,840" 

2. Page 13, line 5 
strike: "2,941,950" 
Insert: "3,058,160" 

3. Page 13, line 6 
strike: "4,136,600" 
Insert: "4,300,000" 

-End-

Submitted by: l/tJu.. 'z, {~ ~ 
Juli E. Robinson, Director 
Depa tment of Social and 
Rehabilitation Services 

"Working Together To Empower Montanans" 

P.O. BOX 4210 
HELENA, MONTANA 59604-4210 

(406) 444-5622 
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From: 

Lsubject: 

Julia Robinson 

M~illings 
Budget cut alternatives considered in SRS review process 

Pursuant to your request, I have gone back to notes on our deliberations 
~ of various options for trimming programs in SRS, and have summarized for 
"your reference the major items that were considered, the respective 

amounts of estimated savings for each item, and a brief note about why we 
decided not to go forward with the specific option. 

,; Item .. --
FY93 General 
Fund savings Concerns 

Eliminate GA Program $3,052,450 

~ Eliminate state 
Medical Program 

$4,500,000 

.. 
'- Eliminate Medically $3,200,000 

Needy Program for 
economically disadvantaged citizens 
who are not residents of Nursing Homes 
or receiving Waiver services. Implement 
the 300% Special Income Limit for those 
Nursing Home and Waiver individuals. 
Implement a general fund "grandfather" 
program for those individuals who have 
income over the 300% limit. 

Roll back OBGYN, Ped 
reimb rates to FY91 
levels 

$1,078,433 

Would have created extreme 
hardship 0 or several hundred 
people WilO have nowhere to 
turn for essentials of life. 

Would have denied publicly 
supported medical care for 
indigent people, thus 
causing them not to seek 
needed care, or causing the 
medical community to· recover 
the costs of this care 
through rate increases to 
private payers and insurance 
companies. 

Would have denied publicly 
supported medical care to 
aged, blind and disabled 
citizens who have income in 
excess of public assistance 
levels. Much of the care 
required for these people 
would either not be 
received, or would be paid 
by private payers through 
higher rates. 

Might cause OBGYN and Peds 
to withdraw from Medicaid 
program, potentially leading 
to access problems for those 
on welfare requiring pre
and post-natal medical 
services. 



Freeze NH reimb rates 
at FY92 levels 

Eliminate rate increases 
for DD group homes and \'. 
VRjVS services providers· 

-2-

$1,890,000 

$1,044,944 

Would result in law suite by 
NH operators, with 
potentially serious negative 
fiscal implications for the 
State. We would almost 
certainly lose the suit 
under the Boren Amendment. 

Would have devastated 
programs that are already in 
desperate financial shape. 
Would probably force some 
group homes to close which 
would be extremely cost 
ineffective. 



EXH1B\T rt ~
DATE 7//'//13 
HB_J1.H~(1r..;::~4{---

-
HOSPITAL REVENUE TAX SUMMARY 
FY '93 IMPACT ONLY 
July 13, 1992(3:30PM) 

TAX PERCENTAGE 

TAX REVENUE 

BASE MEDICAID PAYMENTS 

HOSPITAL INCREASE - % 

INCREASE EFFECTIVE DATE 

HOSPITAL INCREASE-COST 

INCOME TO GENERAL FUND 

COST OF MEDICAID INCREASE: 

- GENERAL FUNDS 

FEDERAL FUNDS 

STATE MEDICAL INCREASE(GF) 

EXCESS GENERAL FUNDS 

USES OF EXCESS GF: 

Health Planning Commission 

H~alth Planning Grants 

Revenue Dept. Admin. Cost 

Galen Tax Impact 

Cost of Block Grants 

SUNSET PROVISION: 

PROPOSAL 

ORIGINAL NEW 

2% 1% 

8.3 4.3 

$ 42.3 $ 42.3 

14.7% 15.2% 

1/1/93 11/1/92 

3.1 4.3 

8.3 4.3 

.9 1.2 

2.1 3.1 

.1 ---* 

7.3 3.1 

150,000 

1,100,000 

9,000 9,000 

66,000 28,000 

115,000 

NONE 7/1/93 

* NOTE: If SB10, which would eliminate the State Medical Program, 
does not pass this amount will become .2 and the amount of Federal 
Funds and Excess General Funds will decrease to 2.9. 
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i , 

vERSL:S TA,~ 

HG~PITAL HOS?IT4l 
NUMBER 

412373 BARRETT MEMORIAL 
417599 BI6 HORJl CDUr~TY 
415688 BILLINGS DE~CQNE5S 
411047 BOZEMAN DE~CQNE3S 
410163 CENTRAL MDNTANA 
411645 COLUMBUS HOSPITAL 
412971 COMMUNITY OF ANACONDA 
4134i8 CJM~UNITY !iEruR:ALISIDNEY 
41827~ FRANCES ~AHON DEACONE3~ 
572468 GALEN STATE HOSPITAL 

4101695 aL4CrE~ MEVICfL C::NTE2 
417833 GLENDIVE COMMUNITY 
419666 HOLY ROSARY 
418938 KAL~SPELL R~GIQNAL 
418158 LIVIN6!STDH ~E~ORiAL 
417898 MARCUS DALY MEMQRIAL 
415909 MISSOULA COMMUNITY 
416793 MONTANA DEACONESS 
416065 rfORTH tJALLEY 
412308 NORTHERN MONTANA 
411762 PDIlDERA MEl? ICAl CENTER 
419224 POPLAR CCMMUN I T'f 

4105244 POWELL COUNTY MEMORIAL 
414583 ROOSEVELT MEMORIAL 
418340 R05E3UD COMMUNITY 
419a87 SAINT V!NCE~~T 

418i82 ST . .JAMES :O~MUNITY 
411931 5T JOHNS LUTHERAN 

4104516 ST. JOSEPH HOSPITAL 
412594 ST LUKE COMMUNITY 
411B66 Sf PAiRICK 
4176ii ST PETERS COM~UN!TY 
415467 TOOLE CDUNTY 
410540 TRINITY 

TOTAL RCUTE HOSPITALS 

HGSPITA·_ 

1993 

29,4;;5 
~ 1 ''JC': .... ''"'': ... 

593~465 

3C2.302 
:J";" ."c:; -, , ............ 
70,469 
S7~809 

34,686 

74.024 
253.751 
:36~508 

53,2:3 
2~9~i62 

445,569 
45~080 
9:,748 
11,858 
12,i84 

'7 7Q~ I,. ''''' 
6,101 
7,687 

=';'0 Ct."; ....... ~ ., 

2:3,447 
37,Blj 
~~ :L~ 
!... .... ~ i.i':.ii .. 

30.649 
438,7t3 
236.400 

~~ .=~=; -"", ... _"" 

t'i.;': 

251803 
17.008 

~(; 1 O~ 
J '.' , .... 

S'':i nt:~ ........ ~ '.' ' ... 

1,629 
1 0 ~ 5;:;) 
3:,661 
bc!=c: 

168~0bl 

19,915 
54,425 
,~q Q~~ _I', ........ 
591,2:3 

."'" ...... , c:,C::j 
255!081 

10,759 
27,073 
~ ~7i :-,"" .. 

~Q;' '::o~ .... "', ... ,...., 

.~'7;' 'fif.. \J:'_' _ ........ 
54~748 
~ r i ~ , .., " .... 
64,980 

3:9,;'22 

19,437 
,.~ ....... -
!f t ,.jjj 

.......... - - --
:'\:~f"':;:L. "-;ii/A .... ' ep;~W 

Ex. # 3 HB 36 
7/14/92 

! ~ .L(i:= ~ 
'J ~ .J ....... , 

:.615 
(222~9:4) 

(62,794) 
( ~!.J. ~I:'('i 'i 
,. !"""'-'''' 

f2b .. S83! 
2!54: 

(17,u60) 
j t.,; '7~,=\ 
• ' .... 'Ic.J:' 

J ~'7':l ... ,wi:-

(8::690) 
{1." ::Oii,i .. ""., ... , . 

1,212 
i {i 1.~ 1 ...... , .. _ .. 

1~5~t8~ 
.. ." .... 0( '.-

C:..', l"t. 

:5~t233 

i 1 ~ 120 i 
~u ~qq ... , ...... , 

(4,924) 
{1,64.6) 

............ 
·1t!= 

~t.: '7=;: 
.. :, 1 ..... -

{5~lS2j 

34,321 
{"'O ~LL ~ ~ , •. ! - ...... 

.~ y::o; 

.. ! ... ..,...., 

~!. 1 ~ ':: i.."'!,".i.. 

.JIJ!}l} 

5000 

5000 

5000 
5COO 

5000 
5000 
5000 

5000 
5000. 

~ :00 "" ... , .... 

10~61S 
{,.~::: CC:!L! 
'. """...., .. ~ , ... , . 

(62, T:!4j 
{t; ~~il~ 
, • ~ .... - '.' j 

i~7,759' 

,.. ... _.""t 
/ ,.1.-':: 

{19~8~::) 

fQ~ ,~Ot:i , ...... , .. , '-' . 

{11: 59~ 'I 

162,333 
3. 37~) 

19,289 

... ""t,.... 
j~J:;lf 

5~982 

26,~:f8 
1 t.; '1~:~ 
... I , • '~c.J 

'1 q~~ ..... , ' ..... 
(152) 

':i,~ ~':1 
w' ,\01""" 

, .......... , #. 
! .~ .... i,l:, , . : ..... -.. 

Q ,'Me w ~ :;':'..1 

~o 11:': -', ....... 

94,569 

Ifi Cc~puted In a tax rata of IX of total patient ~evenUE. 

'~i Co~puted on an rate ~ncrease Jf 15.225~ of Allow?d 1edicaid Pa~~e~tE 

ASSUMES SAME RATES CF G2GW7H IN TOTAL REVENUE, RE~I!~AI~ Ur:L::4TiCN ~i~: CCSrS 
FOR Al~ FACILITIES. 

EIG SANDY MEDICAL CENTER 
SROADIIATER HE;'LTH CE:lTE~ 

CARBO~ CJ~NTY ~05P!TPL 

ClHP.~ FORK VliLLEY ~GS?:TAL 
DAll!ELS ME:i~R!AL HOSPITAL 
F~L~DN ~EDICAL CE~TER 

~IUERAl C:J;JUTY i1CEPITAL 
;10U~iTA!NVIES !1~2?!~.~L 

MAarSON V~LLEY HOSPITAL 
MISSOURI F.iIJER ~SDrCAL CETER 
PHIL~IPS COUNTY HOSPITAL 
ROUNDUP MEnORI~L HOSPITAL 
RUBY VALLEY HOSPITAL 

S~EEi3RASS COUNTY HGS?:TAL 

TEiU1~ !iED I CAL CENTER' 
~HE,; TLAllD ~E~OR IAL HQSF FAL 
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.1"\ MONTANA HOSPITAL ASSOCIATION 

Testimony by 
James F. Ahrens, President 

Montana Hospital Association 

before the House Taxation Committee 
July 14, 1992 

Thank you for this opportunity to testify. 

Montana's hospitals appreciate the financial difficulties facing the state. 
Hospitals would like nothing more than to support a plan that would restore health 
to the state's budget, and bring Medicaid payments closer to the cost of providing 
care. 

But this plan isn't the way to achieve these goals. This plan is simply bad public 
policy. This plan is speculative. It offers an unreliable solution to a very real 
problem. 

It is yet another one-shot, quick fix that just puts off finding a long-term solution 
to Montana's financial problems. 

Moreover, this plan does nothing to solve the underlying funding problems 
facing Medicaid. The state will still pay hospitals at a reimbursement level below 
the cost of providing care, in continued violation of federal law. 

A' 

Perhaps nothing illustrates the weaknesses of this plan more than the 
administration's ability to put together a sound and thorough piece of legislation. 

By my count this is about the fourth version of a deficit reduction tax proposal 
we've seen. Each version of the bill has raised a new set of questions. Each time a 
new draft has been put forth, some erosion in the original concept has occurred. 

This is what happens when proposals are drafted at the 11 th hour, without 
adequate study, and without much thought about how they would actually be 
implemented. 

For example, the reason the tax was lowered from 2 percent to 1 percent is that at 
the 2 percent level, SRS would have violated a federal standard governing the 
amount of provider taxes that can be used to support a state's Medicaid plan. 



Another example of the flaws in this concept is that so far no one has spelled out 
how SRS will actually get that extra Medicaid funding to hospitals. 

Finally, this proposal hinges on a federal waiver, a waiver that is not guaranteed. 
And if the waiver is rejected, _the whole plan goes down. 

There have also been questions about how the department would exempt 
nursing home revenue, about the assumptions used to figure all this out, about 
what revenue would be taxed, about where the money would go after July 1, 1993, 
about what this Health Care Planning Commission would do ... and on and on. 

Fourteen months ago all of us - MHA, SRS, the budget office -- agreed on a 
process for addressing the funding problems facing hospitals. SRS agreed to conduct 
a study to determine the gap between Medicaid payments to hospitals and the cost of 
treating Medicaid patients. 

Based on these results, SRS and the Budget Director promised to recommend an 
increase in Medicaid funding levels to bring payments in line with these costs. 

This proposal is a significant - and flawed - change in that agreement. 

To deal with the immediate budget crisis, the state needs a broad-based revenue
raising plan that is constructed within the current general tax structure. Such an 
approach would spread the burden of eliminating the budget deficit fairly. 

For the long-term health of the state's economy, MHA advocates comprehensive 
tax reform that relies on broad-based sources of tax revenue. 

Thank you . 
. '0" 



SAINT VINCENT HOSPITAL AND HEALTH CENTER 
TESTIMONY OPPOSING HB 36 

JULY 14, 1992 

................ 

Saint Vincent Hospital and Health Center is a not-for-profit Montana corporation. Saint 
Vincent Hospital is a 302 bed tertiary hospital that provides care on a multi-state, 
regional basis. For the fiscal year ended May 31, 1992, the Hospital's staff of 1,614 
employees cared for 12,000 inpatients and 100,000 outpatients. Saint Vincent 
Hospital is the largest Medicaid provider in the state. Sixty-five percent of the 
Hospital's services are provided to governmental, uninsured and self pay patients. 

Saint Vincent Hospital and Health Center is opposed to HB 36 which imposes a 
one percent gross receipts tax on select Montana hospitals. The Hospital 
opposes this measurea inasmuch as: 

* 

* 

• 

The Hospital is paid only 56.7 percent of its charges for treating Medicaid 
patients by the State of Montana, which results in uncompensated care 
of $3,734,696 for Montana Medicaid patients (as of May 31, 1992). The 
proposed one percent tax will require that private insurance rates be 
increased approximately three percent, which may result in additional 
companies eliminating their health insurance benefits for employees. 
That in turn may impact the State's Medicaid costs. 

Per published reports, Saint Vincent Hospital is projected to be a 
"winner" in this scheme. However, the Hospital's tax of $1,034,809 
would only be offset by additional Medicaid payments of $724,704, which 
produces a $310,105 shortfall. 

The staff at SRS has advised Saint Vincent Hospital that the SRS 
projections were based on statewide averages. They were not 
calculated on specific Medicaid patient cases nor on hospital speCific 
information. Saint Vincent has done indepth financial modelling to make 
sure the impact of this ill conceived legislation is understood. 

The January, 1992, Legislative Special Session eliminated the proposed 
Medicaid payment increase for hospitals, which would have been the first 
one in three years. In effect, given the low level of payment from the 
State for Medicaid and the failure of the State to increase those rates, 
the Hospital has been Significantly contributing to the State's deficit for at 
least three years. 

For the Fiscal Year just ended, the Hospital provided over $6 million in 
charity and uncompensated care to self-pay Montana patients. In many 
cases, the Hospital is providing care to patients, who might otherwise 
qualify for Medicaid, but refuse to deal with the Medicaid program. 
Therefore, the Hospital is atready substantially subsidizing the State's 

, t L ..... ~ v 



"medical" program and needs. 

Many promises have been made in the four hastily developed drafts of 
this legislation. Not being well thought through, it might cause one to 
stop and consider whether the promises included in this legislation 
regarding rate increases will ever materialize. The 53rd Legislature will 
not necessarily. _be bound by the Special Session's commitments when it 
addresses potential state shortfalls next year. 

The proposed legislation exempts hospitals in counties with an "urban 
center" with less than 2,500 residents. It has never been made clear 
why. It has never been made clear what the rationale is. This will 
require a federal waiver. To date, waivers have required significant 
documentation and analysiS. In short, the wruver process is rather time 
consuming. In addition, if the waiver is denied, where will this plan find 
itself - especially after hospitals have contributed significant net revenues 
to the State? According to the drafted legislation, the State will keep 
taxes collected to date. 

In conclusion, Saint Vincent Hospital and Health Center asks that you stop this 
legislation in its tracks. The Hospital believes that this tax proposal was hastily 
conceived and developed, and thereof, remains fraught with inaccuracies and 
erroneous assumptions. HB 36 would represent an unfortunate precedent inasmuch 
as it sends the wrong message on health care costs to employers and individuals, 
especially at a time when the nation's focus is on rising health care costs. 

Thank you. 
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St. James Community Hospital, Inc. 

ST. JAMES COMMUNITY HOSPITAL'S PERSPECTIVE ON ONE PERCENT (1%) TAX 
July 14, 1992 

This letter will explain St. James Community Hospital's 
perspective on the proposed one percent (1%) Hospital tax being 
considered by the special session. This letter is an update of 
our perspective from my initial letter dated July 2, 1992, based 
upon more recent data on the proposed legislation. 

I / St. James Community Hospital is a Cathol ic non-profit sole-
" community Hospital which we feel has a very strong record of 

I ~ support for the community. 

This letter will show the financial effects using our preliminary 
actual financial data from our most recent completed fiscal year 
which is May 31, 1992. 

"'louring Fiscal Year 1992, we provided $2.15 
~ uncompensated care which was broken down as follows: 

~ $ .9 million in charity care 
I ~ $1.25 million in bad debt. 

million of 

We also provided other services to the community surh as 
providing free meeting space for community non-profit groups, 
providing educational workshops and financial support to non
profit agencies and civic development groups, coordinating food 
drives, and many other benefits too numerous to list. 

~ The majority of our bad debt expense (70%) comes from admissions 1"'( and registrations of patients in our emergency room which is a 
I first class service provided to the community and regional area. 

Our actual Gross Receipts (Net Inpatient Revenue, other Operating 
and Non-operating Revenue) for FY 1992 was $37,500,000. With 
this proposed 1% tax we would be required to pay to the State 
$375,000 - $420,000 in taxes for the full Fiscal Year 1993. 

P.O. Box 3300 400 South Clark Street Butte. Montana 59702 (406/ 782-8361 
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, 
;' ~ if / For the eight month period November 1, 1992 

, estimate approximately $250,000"- $280,000 
~he State if this legislation is approved. 

t 0 J u n e 3 0, 1 9 9 3, w e"-·. " 
in taxes will be due/"" 

/ 

Also during the last fiscal year, we provided care to our 
Medicare, Montana Medicaid, and Montana Workers Compensation 
patients at rates at or below our operating costs. We had 
$11,600,000 in contractual allowances to these programs. 

Our i n g the 1 a s t f i s cal yea r due t 0 con t r act u a 1 allow an c e s ') 
charity and bad debt we had 28% of our gross charges as 
"fictitious" revenues. 

~
'EVery year this situation gets worse with reduced funding from 

I~? these programs which cause us to have to increase our rates above 
normal inflation rates in order to generate the dollars we need 
from our bottom line to continue to provide a quality facility 
f 9 r Butte and Sou t~ st. M ~~ .~ • J .I, -h ..JI1 A' ' , 
.rtu ~ t:Lf., tA-; .. /~ /4 ~ ~ tU t£} lilt. ~ vJ~. IJ--e.,; 
At St. James Community Hospital, wI! target approximately 5 of--~tz 
our net patient revenues (Gross Revenue less contractual ~~ 
allowances and charity) as a target net income from operations in 
order to repair and renovate our physical plant, purchase and 
upgrade equipment necessary to provide services, and to invest in 
potential new services which are needed by the community. 

~~~33~"'''''''''I!JIeI-!'e''''''"m!~j&;iI~!!Ii!fi~"M=!M-. Any t a xes we h a vet 0 pay 1 will need to be passed along to the patients. We will have to 
raise our rates anywhere from '.0% to 3.J% in order to cover the 

~
" State tax. This is pending whether we actually receive the full 

1 5 % inc rea S e i n M e d i car era t e s a s b e i n g dis c u sse d, .\1' R i i Rig I 
olo£i 1 1 @ , i 7 1 J at! i, ; 2 f a 9 J j 5 B j i h 1 , ? '! J " 

Our current financial class distribution of patients is as 
follows with our projection of how the tax will affect these 
groups. 

Medicare Patients (elderly retired people on fixed incomes). 

Total Percentage - 48% of Patient Revenue 

The latest determination from our Medicare Intermediary is that 
the tax will be an allowable cost for purposes of Medicare. 
Also, because of the inpatient DRG prospective payment system, 
which is based on National rates and due to set fees for the 
majority of outpatient ancillary services, we will not receive 
any major amount of "cost reimbursement" from Medicare for this 
additional expense we will incur if passed. 
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Ex. # 7 HB 36 
7/14/92 

Medicaid and State Medical Population (indigent population 
without any resources). 

Total Percent~ge - 11% of Patient Revenue 

Obviously this tax would not be able to be collected and would 
cause us to have to increase our rates to cover this tax. 

Per the proposed plan, the State is projecting that we will 
receive a 15% increase across the board in rates, effective 
November 1, 1992, with the projected implementation. However, we 
feel there are inconsistencies in the narrative of the 
legislation. 

1) The narrative states that the first six months of receipts 
will go into the general fund to reduce the budget shortfall. 
We will not receive the increases in State Medicaid funding 
as their schedule shows. We feel the schedules for the first 
eight months are erroneous and misrepresenting actual effects 
of the proposed plan. 

2) We are hearing that the State might transfer the State 
Medical plan back to the counties which have this special 
fundi ng wi th three mi 1 s of the 1 evy. We have no way of 
knowing how the County will handle this levy if it is passed. 
They do not have a mechanism in place to administer, and 
potentially could use it for other purposes. 

3) The State Medicaid program is funded through three parts 
which are inpatient, outpatient and capital allocations. 
Outpatient and capital are cost based and potentially not 
able to be increased. If we get a 15% increase in inpatient 
DRG rates, we will not receive a 15% increase overall. 

4) The narrative states that the rates will be rebased, 
effective July 1, 1993. How will we get an increase November 
1, 1992, if they are not adjusting the rates earlier. 

5) There are no guarantees that the 53rd Legislature will 
approve the proposed rebasing of rates even if the tax is 
implemented. How much of previous monies from the general 
fund will be directed away from Medicaid funding because we 
have this additional tax? 

6) The State is discussing closing the State Facility at 
Galen/Warm Springs which we feel would be a major burden on 
Silver Bow County and St. James Community Hospital. This 
would eliminate many jobs which would decrease tax revenues 
for the county. It would increase the number of potential 
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State Medical patients seeking psychiatric care without the 
ability to payor to be covered under the State Medical 
pro g ram. T his w 0 u 1 d hap p'e nat the sam e tim e the S tat e 
Medical funding is--proposed to go back to the counties at a 
lesser rate level than the current funding level for this 
program, and with the County having no system to administer 
the State Medical program as it currently exists, and with 
the county having greater flexibility and latitude to spend 
the monies for other purposes. This will have a very 
negative impact on St. James Community Hospital to generate 
income'levels we need to continue to improve our facility and 
services. 

Workers Compensation Patients 

Total Percentage - 4% of Patient Revenue 

Rates under this program have been frozen over the last four 
years. We will not be able to tax these patients. This is 
another financial class that will cause us to increase our rates 
to cover the taxes we can not collect from these patients. 

Self Pay Patients (patients who work but do not have 
insurance and working poor not covered under State 
programs). 

Total Percentage - 7% of Patient Revenue 

This is the financial class which generated our uncompensated 
care (Charity and Bad Debts) of approximately 5% of our Gross 
Revenues. The large majority of the tax on these patients will 
be uncollectible and require us to raise our rates to cover the 
tax which will be uncollectible. 

Blue Cross/Commercial Insurance 

Total Percentage - 30% of Patient Revenue 

This is the group of patients and third party payors who will 
primarily cover the proposed tax burden. In order to generate 
the tax doll ars from this group if we do not see the Medicaid 
dollars come back to us as discussed in the proposal, we will 
need to raise our rates 2.6% to cover the 1% tax. 
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In Summary 

Ex. # 7 HB 36 
7/14/92 

We fee 1 t his i s not -a we 1 1 con c e i v edt a x for the f 0 1 low i n g 
reasons: 

1) Why tax a group that provides the service in order to give us 
back the money. We are not responsible for the decision and 
lifestyles of people who wish to use our facility. Tax the 
products which can cause poor health, not the industry 
correcting the problems of patients. 

2) The tax is primarily implemented to cover existing budget 
shortfalls. Why implement a tax that will provide for 
additional outlays. 

3) The amount of proposed additional Medicaid funding is very 
tentative at best, and we highly doubt we will receive the 
monies as illustrated in the analysis presented for the first 
eight months, let alone the monies not approved yet for 
future years. 

4) We feel the State Medicaid monies should be funded from the 
general fund from some other sort of tax. Strong 
consideration should be given to a tax on alcohol and tobacco 
products which are responsible for a large percentage of 
hospital utilization. The per son su sin g these products 
should realize that they are responsible for their health 
decisions which cause poor health or major hospital stays .due 
to accidents. 

5) We already pay hidden taxes through current under-funding of 
the Medicare, Medicaid and Workers Compensation programs. 

This is a State and local community problem related t~ 
utilization of healthcare services of which we are just one 
member of the community. We feel we are already providing 
more than our fair share through the uncompensated services 
we provide which totaled $2.15 million or 5% of our net 
patient revenues in Fiscal Year 1992. Why should we be 
singled out to provide funding for ourselves. The net effect 
of this plan at its best is to provide funding back to us 
equal to the tax. At its worst, we would be taxed and not 
provided with additional funding which will further increase 
the cost of healthcare through increased rates to a very 
small percentage of third party payors who can pay. 
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Ex. # 7 HB 36 
7/14/92 

7) The State of Montana IS log i cis to increase State fund s for 
healthcare to get matching Federal funds at a ratio of 2.5 to 
1. The Federal government is looking for ways to reduce its 
healthcare expenditures when the Medicare program is 
currently not covering our cost to provide the services. How 
much longer will the Federal government provide this level of 
matching. If their level of matching is reduced, then the 
next step is to raise the tax on us even above the 1% level 
with still fewer third party payors able to cover our cost of 
the tax. 

8) This legislation will amount to a net income tax of 
approximately 16 - 20% which is a very hefty tax for a non
profit community hospital already providing a tremendous 
amount of free care and community benefits. 

If you have any questions, please contact Tom McFarland, Vice 
President, Fiscal Services at 782-8361, extension 1810. 
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Montana Associated Physicians, Inc. represents 108 physicians, 35 
practice sites and over 450 nonphysician employees. To date it has been 
a struggle at times to recruit physicians to Billings to serve the 
heal th care needs of Montanans, as well as to attract out of state 
people to the Billings market for health care services. Despite the 
struggle, Billings has been able to recruit physicians to replace 
retiring physicians and fill specialty/practice vacancies within 
physician ranks. This ability has been a significant contributor to the 
Yellowstone county economy. 

Montana Associated Physicians, Inc. is opposed to HB 36 which imposes a 
one percent gross receipts tax on Montana hospitals. Minnesota recently 
implemented similar legislation which is causing Minnesota physicians to 
look for new states in which to practice. With the spectre of the tax, 
it will be even more difficult to attract physicians to Montana. Given 
the high property and income taxes that already plagued recruitment, the 
addition of provider taxes such as are proposed by HB 36, it will not 
only discourage physician recruitment for the state of Montana, but, 
moreover, may force Montana physicians to locate in states that are not 
nearly so "taxing". 

MAPI also opposes HB 36 because: 

1. From all appearances, it has heen hastily developed without 
adequate analysis as to financial impact. 

2. The drafters of this legislation have not considered the 
current level of uncompensated and charity care administered 
to Montanans by health providers. 

3. It seems to be a desperate attempt to meet a state deficit 
that would be better dealt with by redesigning the State's tax 
structure and evaluating current state expenditures. 

4. AS we insightfully noted at Representative Bradley's hearing 
last week, the next Legislature could well ignore how the tax 
proceeds were to be distributed. Circumstances might prevent 
the state from honoring the promises of HB 36. 

Montana Associated Physicians, Inc. respectfully requests that this 
committee reject HB 36. It will discouraqe physicians from locating in 
Montana because Montana's tax and economic environments will seem 
significantly unstable. Physicians with hundreds of thousands of 
dollars in school dehts, could not risk that on Montana. Given the 
rural nature of Montana, let's not make recruitinq any more difficult 
that it already is. 

Thank you. 
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COMMENTS IN OPPOSITION TO HOUSE BILL 34 

EXHlBlT 1.wrt ...... 
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House Bill 34, introduced by Representative Sheila Rice and others, 
proposes to increase the tax on cigarettes by seven cents a package 
from 18 cents per package to 25 cents per package, a 32 percent 
increase and the tax- on other tobacco products (pipe tobacco, 
cigars, chewing tobacco, et al) from 12% percent of the wholesale 
price to 17~ percent of the wholesale price, a 40 percent increase. 
The bill would change the distribution of the monies collected from 
the cigarette and other tobacco products tax so that lesser 
percentages of the tax monies collected would be distributed to the 
Long-Range Building Program Fund and the Capital Projects Fund and 
would distribute 28 percent of the tax monies collected to a state 
special revenue fund to be appropriated for "health care purposes". 
The proposed legislation would not only cause economic hardship to 
consumers of tobacco products, as well as to those who distribute 
them, but would accelerate the decline in revenues from the tax on 
tobacco products, which has been occurring over the last ten years. 
Since the Long-Range Building Program Fund, set up to retire bonds 
issued to fund the construction of state buildings, relies upon 
tobacco tax collections for the source of its monies any action 
which endangers the capability of continued reliance on such tax 
collections for the source of its monies would be most detrimental 
to the building program. 

We respectfully request that you consider the following comments 
with regard to the effect of HB 34. 

The Cigarette Sales Tax and the Tax on Tobacco Products are a 
Rapidly-Diminishing Revenue Source 

Sales of cigarettes in Montana peaked in 1982 when tax-paid 
cigarette sales in that year totaled 97.1 million packs. Since 
then, tax-paid sales of cigarettes have dropped to 66 million packs 
in 1991--a 32 percent decrease. This drop has occurred over a 
nine-year period, during which the federal tax was doubled from 8¢ 
to 16¢ per package in 1983 and the state tax was increased in two 
increments (in 1983 and then again in 1989) from 12¢ to 18¢ per 
pack. The U. S. Congress in 1990 again increased the federal 
cigarette tax by 4¢ a package, effective January of 1991, and 
another 4¢ a package, effective January of 1993, which places the 
ultimate level of the federal tax at 24¢ per package. The combined 
effect of these additional federal and state taxes has been a 210 
percent increase. Thus, the combination of the present state tax 
of 18¢ per pack and the ultimate federal tax of 24¢ per pack will 
result in a total tax collection of 42¢ per package on cigarettes 
purchased in Montana. 

The graph attached to these comments dramatizes this drop in 
cigarette sales. The drop has been continuous from 1982 through 
1991. We believe it has been accelerated by the increases in the 
sales taxes on cigarettes--the federal tax doubling in 1983 and the 
Montana tax being increased in 1983 and 1989, with the federal tax 



again being increased commencing on January 1, 1991. The 1983 
federal tax increase was a 100 percent increase. The additional 
federal tax increase passed in 1990, coupled with the 1983 tax 
increase constitute a 200 percent increase on that tax since 1982. 
The Montana tax has been increased by 33 1/3 percent since 1982. 

HB 34 seeks to increase the state cigarette sales tax from 18¢ to 
25¢ per pack--a 7¢ per package increase. This would amount to 
another 32 percent increase in Montana's tax. 

Any increase in this selective sales tax will further accelerate 
decreases of taxed sales of cigarettes. This, in turn, will result 
in sUbstantial reductions in the tax revenues, which are allocated 
toward the payment of obligations incurred by the Long-Range 
Building Program. 

This forecast of additional decreases of taxed sales of cigarettes 
is supported not only by Montana's tax statistics on collections 
of tobacco taxes over the past ten years, but also by experiences 
in neighboring states. In 1989 wyoming increased its cigarette tax 
from 8¢ to 12¢ per package. Wyoming has experienced a 10 percent 
reduction in taxed sales since that time. Idaho increased its 
cigarette tax to 18¢ a package in 1987 and has experienced an 11.6 
percent decline in tax-paid cigarette sales. 

Present Revenues from Sales Taxes on Cigarettes and Other Products 
are Dedicated to the Long-Range Building Program Fund 

Presently, all monies collected from the cigarette and other 
tobacco products taxes are deposited in the Long-Range Building 
Program Fund. Approximately 70 percent of the money is then 
allocated for debt service, and approximately 30 percent of the 
funds are allocated to the Capital Projects Fund. Essentially, the 
collections go for debt reduction and maintenance costs, all 
associated with the Long-Range Building Program. 

In 1989, the cigarette tax was increased by 2¢ per package to 
provide funds for the construction of a veterans nursing home to 
be located in Glendive. Although attempts have been made to raid 
this fund, it generally has been preserved. As we understand it, 
the project shortly will commence and the veteran's home will be 
constructed. There has been a delay in the construction program 
and we understand that the construction cost will be affected by 
inflation et al., thus probably resulting in a requirement of more 
funds for this project. Certainly nothing should be done ,by the 
Legislature to divert. or lessen this funding and endanger that 
program. 

HB 34 apparently seeks to preserve the amounts of revenue now going 
into the Long-Range Building Program Fund by allocating what 
apparently purports to be a sufficient percentage of the proposed 
collections to maintain a sufficient level of payments to that 
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account. The amount going to that account, however, will be 
reduced by the amount of reduction in taxed sales of tobacco 
products that will be experienced because of the tax increases. 
During the 1991 regular session of the legislature, fiscal notes 
were prepared that estimated collections under the present levels 
of collection of cigarette taxes for fiscal year 1994 to be 
$8,644,129.00 for the debt service account and $3,212,871.00 for 
the Capital project Fund. This amount totals $11,857,000, which 
is within $31,000 of being the amount collected in calendar year 
1991 which was $11,888,000. We know from past history that these 
collections will decrease substantially year by year and it does 
not appear now that the estimate in that fiscal note for 
collections in calendar year 1994 will be borne out. Further 
increasing the tax as proposed in HB 34 will exacerbate the 
problem. 

As you can see by the chart attached to these comments, cigarette 
tax increases have been followed by reductions in taxed sales. 
This phenomena, as we have previously noted, has not only been 
experienced in Montana but also elsewhere. In California, for 
instance, during the first year after its sales tax on cigarettes 
was increased on January 1, 1989, from 10¢ to 35¢ per package, 
taxed sales of cigarettes plunged by a significant 13.8 percent. 
Montana's experience has been similar. Taxed sales in Montana in 
1988 totaled 72.5 million packs. The 2¢ increase followed in 1989, 
and in 1991, taxed sales had been reduced by 9 percent to 66.0 
million packages. continual reductions of this nature can severely 
reduce the amount of monies available for debt service and for the 
Capital Projects Fund in the Long-Range Building Program. 

One of the reasons for the decrease in taxed sales of cigarettes 
that is experienced in Montana and the fact that these decreases 
seem to be even greater than those experienced in some other states 
is the ability of Montana purchasers to obtain untaxed cigarettes 
on Indian reservations and at federal facilities. Montana citizens 
can also obtain cigarettes in Wyoming and Idaho where the tax rate 
would be less (Wyoming's tax rate is 12¢ per package, and Idaho's 
is 18¢ per package). With regard to sales of cigarettes on Indian 
reservations, according to a 1985 study by the Advisory Council on 
Intergovernmental Relations, tax-exempt sales on Montana's Indian 
reservations represented 17.4 percent of all cigarette sales in the 
state--tops in the nation for that year. We believe that such 
sales have increased over time. One reason for . keeping our 
cigarette taxes at present levels is to compete as successfully as 
possible with these untaxed sales. 

Clearly, revenues dedicated to the Long-Range Building Program 
would be substantially reduced because of the tax increases 
proposed in HB 34. 

3 



Montanans do not Favor Excise Taxes or Their Increase 

We all know that Montanans do not favor tax increases. We know 
that Montanans do not favor selective sales taxes. We know that 
Montanans do not favor increases in selective sales taxes. 

The most recent opportunity that Montanans have had to demonstrate 
their dislike of selective sales tax increases was in the last 
general election. Initiative 115, which sought to impose a tax 
increase on cigarettes, as well as other tobacco products, was 
defeated by 59 percent of the Montana electorate. Voters in 54 of 
Montana's 56 counties voted it down. A map showing the counties 
in which the tax was defeated is attached to this statement. 

The purpose to be accomplished by the bill may appear to be 
laudatory. Yet the bill is destructive of the principal purpose 
for collection of cigarette tax revenues--payment of the Long Range 
Building Fund's long-term debt, as well as building maintenance 
costs. In fact, as the collections are reduced because of the tax 
increase, the amount available from year to year for diversion into 
the special fund set up under the bill's provisions will dwindle 
away. 

We submit that the legislature should be very careful in tinkering 
with the cigarette tax. As we have~said before in these comments, 
cigarettes are a rapidly-declining source of tax revenues. If tax 
collections from this source become insufficient to meet the money 
requirements of the Long-Range Building Program Fund, then monies 
will have to be appropriated for this purpose from the General 
Fund, which, in turn, will require revenues from other sources. 

The Cigarette Sales Tax is Discriminatory 

Supporters of HB 34 are principally interested in the bill because 
of its provision that monies be set aside to be deposited in some 
sort of fund for health care programs. In this regard, the bill 
sets aside a segment of Montana's population for special treatment
-the payment of a discriminatory sales tax for a special purpose 
which really is a state-wide obligation. 

There is no logical basis for selecting a third of Montana's adult 
population and requiring them to ante up money for an obligation 
that is really the obligation of all of the tax payers of this 
state. 

House Bill 34 Contains Similarities to Initiative 115 Which the 
Voters of Montana Soundly Rejected In the 1990 General Election 

Initiative 115 provided that the increased revenues called for in 
that measure would be set aside and deposited in a tobacco 
education and preventive health care fund. HB 34 provides that the 

4 
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increased revenues called for in this bill would be set aside and 
deposited in "the state special revenue fund to be appropriate for 
health care purposes", whatever that is. Thus there is some 
similarity in the purposes of the two measures. 

While HB 34 does not seek to impose as large a tax increase as that 
contained in I-115 the proposal in HB 34 constitutes a 32 percent 
increase in the selective sales tax. The purpose of the tax or the 
use to which the additional revenues are to be put in HB 34 is 
somewhat similar to the same provisions as contained in I-115. If 
anything, however, the description of the use of the funds sought 
in HB 34 is even more vague then those set forth in I-115. 

As we prepare these comments, there has not yet been a fiscal note 
issued on HB 34. We do know, however, that each penny of cigarette 
tax generated $660,444.44 of tax collections during 1991. 
Multiplying that figure by the 7¢ per pack increase sought in HB 
34 indicates that the resulting revenue to be set aside in the 
"state Special Revenue Fund to be Appropriated for Health Care 
Purposes" could amount to as much $4,623,111.08. That constitutes 
a sizeable amount of tax money. HB 34 does not specify with 
particularity how the funds in the new account are to be used nor 
whether the money will be expended through an existing state agency 
or whether a new agency will be established. It seems clear, 
however, that the development of a $4,600, 000. 00 slush fund, 
without any restriction as to its use except that it should be used 
for health care purposes can clearly result in the establishment 
of new bureaucracy associated with the use and distribution of the 
funds. The legislature is in the process of trying to reduce the 
size of state bureaucracy rather than to increase it. This bill 
would only, seemingly, result in an undesirable increase. 
Montanans have defeated a proposition in the last general election 
which would have resulted in the establishment of new bureaucracy. 
This legislature, in Regular Session in 1991, rejected similar 
legislation as contained in Senate Bill 353 in that Session. The 
people of this state don't want any more bureaucracy. HB 34 should 
not be approved. 

We believe that the legislature and the people in Montana recognize 
that legislation such as HB 34 is totally destructive of the 
principal purposes of the collection of the tax revenues on tobacco 
products--payment of the building program's long-term debt and 
payment of maintenance cost engendered under that program. 

Summary 

1. Montanans have rejected an increase in the selective sales 
taxes on cigarettes and other tobacco products in the' past 
election. 

2 . The proposed tax increase would reduce the revenues now 
available to the Long-Range Building Program Fund. 

5 



3. The tax is self-defeating--the tax increase would cause 
reductions in taxed sales and thus in revenues. 

4. The cigarette tax is a selective sales tax, and an increase 
in this tax would simply exacerbate its discriminatory and 
regress i ve nature. --

Jerome Anderson 
Representing The Tobacco Institute 

Mark staples 
Representing Montana Association of 
Tobacco and Candy Distributors 

John Delano 
Representing Phillip Morris Ltd. 

Roger Tippy 
Representing R.J. Reynolds Tobacco Co. 

Gene Phillips 
Representing The Smokeless Tobacco Council 

6 
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TESTIMONY OF DEAN WOODRING, MANAGER 
S.D.I. WHOLESALERS, INC. - HELENA 

BEFORE THE HOUSE TAXATION COMMITTEE 
JULY 14, 1992 

OPPOSING HOUSE BILL 34 

MR. CHAIRMAN, MEMBERS OF THE COMMITTEE. MY NAME IS DEAN 

WOODRING. I AM THE MANAGER OF S.D. I. WHOLESALERS, INC. OF HELENA, 

MONTANA. 

I FEEL ANOTHER 7 CENT TAX ON THE ALREADY HEAVILY TAXED 

CIGARETTES AND A 4.75% TAX INCREASE ON TOBACCO PRODUCTS WILL 

DECREASE SALES AND THEREFORE' THREATEN THE LIVELIHOOD OF ALL 

INVOLVED IN TOBACCO SALES. 

ALSO, IT IS MY OPINION THAT FUNDING FOR HEALTH CARE SERVICES 

SHOULD BE SHARED BY ALL TAXPAYERS - NOT JUST A SELECT FEW. 

PLEASE CONSIDER VOTING "NO" ON HOUSE BILL 34. THANK YOU. 
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(1) Within 30 days of the end of each calendar quarter, coal severance taxes are paid to 
the state, 50 percent of which are deposited in the Coal Severance Tax Trust Fund 
(the Trust). Six accounts are established within the Trust: l)the Coal Severance Tax 
Bond Fund, 2) the School Bond Contingency Loan Fund, the Oean Coal Technology 
Demonstration Fund, 4) the Treasure State Endowment Fund, 5) the Coal Severance 
Tax Permanent Fund (within which is established the In-state Investment Fund), and 
6) the Coal Severance Tax Income Fund. 

Coal tax revenues which flow in to the Trust are initially deposited in the Bond Fund 
and made available for payment of debt service on the Coal Severance Tax Bonds 
(see footnotes 8, 9, and 10). All amounts in excess of the amount needed to secure 
outstanding Coal Severance Tax Bonds for the next two ensuing semiannual 
payments shall be transferred to the Coal Severance Tax School Bond Contingency 
Loan Fund. 

(2) The January 1992 Special Legislative Session passed an Act creating the Coal 
Severance Tax School Bond Contingency Loan Fund. A total of $25 million of 
School Bonds were authorized to be issued and secured by this fund. For as long as 
there are any outstanding school district bonds secured by the Contingency Loan 
Fund, an amount equal to the next 12 months of principal and interest payments due 
on any School Bonds will be retained in the Contingency Loan Fund. Any amounts 
in excess of the balance needed to secure outstanding School Bonds, shall be 
transferred to the Oean Coal Technology Demonstration Fund. 

(3) The 1991 Legislature passed an Act creating the Oean Coal Technology 
Demonstration Fund. On July 1, 1991, $25 million was transferred into the 
Demonstration Fund. From July I, 1991 through June 3D, 1997, a maximum of $5 
million per year will be transferred into the Demonstration Fund from the 
Contingency Loan Fund. In total a maximum of $55 million will be deposited in the 
Demonstration Fund. Any amounts in excess of the $5 million retained in the 
Demonstration Fund will be transferred to the Treasure State Endowment Fund. 

(4) The Treasure State Endowment Fund was established when voters approved the 
measure on the June 2, 1992 ballot. All funds in excess of what is retained in the 
Bond Fund, the Contingency Loan Fund, and the Demonstration Fund will be 
deposited in the Endowment Fund. Annually, interest earnings required to meet the 
obligations of the state under this program are transferred to the Treasure State 
Endowment Special Revenue Account. Interest earnings not transferred to the 
Revenue Account are to be retained in the Endowment Fund. From time to time 
50 percent of the principal transferred into the Endowment Fund will be transferred 
to the Permanent Fund. 

(5) Twenty-five percent of the receipts to the Coal Severance Tax Permanent Fund are 
segregated into the In-state InveStment Fund. As the name indicates, the purpose 
of this sub-fund is making investments in Montana. 



(6) Investment income on the monies in the Bond Fund, the Contingency Loan Fund, 
the Demonstration Fund, and the Permanent Fund are periodically transferred to the 
Income Fund The only exception to this is the Endowment Fund where any interest 
earnings are either transferred to the Revenue Account or retained in the 
Endowment Fund 

(7) Eighty-Five percent of the balance in the Income Fund is transferred to the state's 
General Fund; the remaining 15 percent is transferred to the state's School 
Foundation Program. 

(8) Under the Coal Severance Tax Loan Program, the state sells coal severance tax 
bonds and loans the proceeds to local government entities for various water projects. 
The borrowers make semiannual loan payments, which upon receipt are credited to 
a Debt Service Account. The terms of the loans vary, but generally involve an 
interest rate subsidy for the first five years of the loan followed by a direct pass
through of interest rate on the Bonds for the remaining life of the loan. 

The Act creating the Endowment Fund also expanded the loan authority from strictly 
water projects and now includes all local government infrastructure projects approved 
under this Act. 

(9) Debt service payments on the Bonds are due each June 1 and December 1. To the 
extent funds on hand in the Debt Service Account from loan repayments are 
insufficient to pay principal and interest on the Bonds when due, funds are 
transferred to the Debt Setvice Account from the Bond Fund 

(10) On each June 1 and December 1, the state pays debt service on the Bonds from 
amounts on hand in the Debt Service Account. 

Big Sky Dividend 

If the Constitutional Amendment creating the Big Sky Dividend Fund is placed on 
the November 1992 ballot and is approved by the voters; a seventh fund will be 
created. From July 1, 1993, through June 30, 2003, collections of the severance tax 
deposited in the trust fund and not obligated to the payment or security of debt 
payable from the trust fund and not obligated for deposited in other funds 
established prior to January 1, 1992, shall be held in the Big Sky Dividend Fund 
Based on these conditions, the only fund that would be affected is the Endowment 
Fund 
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He recommended that legislation clarify the Department of Transportation's responsibility 

for distributing revenue that is based on the domicile of each motor vehicle (61-3-325, 

MCA). He also recommended that both 20-9-331, MCA, and 20-9-333, MCA, be 

amended to exempt motor· vehicles subject to taxation under 15-24-101, MCA. 

Mr. Morris said:that there was a conflict between 15-24-102, MeA, and 15-6-138 (f). In . .. , 

1989, the.:property tax rate was reduced from 16 percent to 9 percent. The tax rate (15-

24-102) is still 16 percent for proportionately registered vehicles. He suggested the tax 

rate in 15-24-102 be made consistent with 15-6-138. 
. " 

Sen. Towe asked that Jeff Martin request comments from the Legislative Auditors Office 

concerning the recommended changes made by Mr. Morris. If the changes are ne'eded, a 

bill should be drafted to make the changes. 

REPORT FROM THE DEPARTMENT OF REVENUE ON THE REBIDDING FOR LIQUOR STORE 

lEASES 

Denis Adams, Director, Department of Revenue (DOR) said the Montana Procurement Act 

was enacted in 1983. The purpose of the Act is to simplify, clarify, and modernize the 

laws governing procurement by the state and permit the continued development of 

procurement policies and practices; make as consistent as possible procurement among 

the various jurisdictions; provide for increased public confidence in the procedures followed 

by procurement; insure fair and equitable treatment of all persons who deal with the 

procurement systems of the state; foster effective broad-based competition for the ~~e6 

enterprise system; and provide safeguards of quality and integrity for the maintenance of 

the procurement systems. The Montana Procurement Act is applicable to all state 

agencies except that portion which deals with construction contracts. 

The Department of Administration (DOA) is charged with adopting the rules for 

administering the Act. The DOA sets guidelines for all types of procurement. To ensure 

that the DOR followed those guidelines, the Department developed rules that deal with 

commission bids and the bidding of non-priced, non-dollar criteria. Agency stores located 

: 
.? . . / 
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in communities above 3,000 in population must bid on a commission basis. Agency stores 

in communities with less than 3,000 in population receive a 10 percent commission as 

required by law. 

Mr. Adams said that by December 1992,26 building leases and 72 agency contracts will 
, , 

be rebid. Three stores will be converted from state operated stores to agency stores. 

Eventually;' all the main agency contracts will be rebid. He referred to 18-4-313, MCA, 

-(Contracts--terms, extensions, and time limits) Unless otherwise provided by law, no 

contract, lease, or rental agreement for supplies or se,rvices may be made for a longer . 
period than 3 years; however, the department may contract for the lease or purchase of 

telecommunications equipment and systems, data processing equipment, and the 

department of social and rehabilitation services medicaid management information system 

(MMIS) for a period not to exceed 10 years·. These are the only exemptions from the 

Montana Procurement Act. 

OOR is rebidding the leases of agency contracts for two reasons. First, periodic 

solicitation of bids and proposals from anyone who may be interested in providing space 

for agency services allows the state to obtain the best space and service it can for the 

money. Second, periodic solicitation gives new people the opportunity to do business with 

the state instead of limiting the opportunity to the same people. It fosters effective broad

based competition within the free enterprise system. 

Mr. Adams said circumstances have changed since the OOR last solicited bids and 

requests for proposels (RFP) for agency stores. Existir.g contracts no longar conform to 

these changes. The following are some of those changes: 

Agencies used to be bonded by the state's insurance carrier for theft of product and cash. 

This is no longer the case. The state can no longer obtain bond coverage for agency 

outlets because insurance carriers in Montana refuse to provide this coverage. Bonding 

requirements will be changed for agents. 
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These are the first contracts issued since the 1990 census. There are a number of 

communities in the state which have either gone above or below the 3.000 population 

threshold. This requires adjustments to commission levels and other criteria. 

Another change deals with inventory management. The agent is required to better manage 

the invenJory IEwels. The DOR looks at maintaining a 6-week supply of inventory. 
" . . .... , r. 

Space requirements change because of inventory and sales levels. In some cases more 

space is needed. in others, less space. Some bidder,s that could not bid previously , 

because of the higher space requirement, are now able to bid. 

The last change has been in liquor liability insurance. Liquor liability is excluded unless it is 

specifically added to an agency's policy. The Tort Claims Division of the DOA said that 

there was a definite risk to the state without the coverage. There is no insurance 

company that the state does business with that will issue a liquor liability policy. 

In conclusion, Mr. Adams said that another issue involves whether DOR can give 

preference to existing agents. The provisions of Title 18 are very specific as to who is 

entitled to preference. 

Gary Blewett. Administrator, Liquor Division, Department of Revenue. gave a report on the 

status of the current bids. He said that DOR advertises for bids and RFP's in 37 locations. 

To date, there have been 86 requests for bid packets. All but two locations have one or 

more requests for bid. 

PUBLIC COMMENT 

Mike Grunow. Agent. Lolo, provided written testimony. (EXHIBIT #8) He said that he has 

been a liquor agent for 15 years and is the chairman of the Montana Agency Liquor Store 

Association (M.A.L.S.A.) Steering Committee. The Steering Committee has been formed 

because there are 100 agents who fear losing their livelihoods. 
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Mr. Grunow said a large percentage of the agency's leases are on a month-to-month basis 

and some agents have not had 8 lease or agreement for up to 2 years. The new 

requirements are making it virtually impossible to remain agents or landlords. 

He said that the state has given the 'liquor agents contracts in the past and asked them to 

make an inv.estment in the business. It has ask them to remain in the communities and 
,-. .. 

raise families. It has asked them to sign the contracts. The agents have done it. He 

suggested_ to the Committee that if there is no major crisis or reason why the agency 

liquor stores have to be bid by a certain time, there s~ould be no reason why the DOR 

shouldn't agree to waiting until the problem could be addressed by the legislature. 

Mr. Grunow said that the Steering Committee has worked diligently to deal with the 

insurance and bonding requirements. The agencies can provide the $1 million liability 

insurance and the bonding that is required. But, he finds unacceptable the portion of the 

contract which gives the DOR the discretion to waive any informality, cancel or terminate 

the request for proposal, reject any or all proposals received in response to the RFP, waive 

any undesirable, inconsequential, or inconsistent provisions of the RF?, and not sign any 

contract. 

Mr. Grunow has invested $100,000 in his business, Because of the point system, another 

person can match him on points, If that happens, the two names are thrown into a pot 

and a third party draws a name. He does not believe this was the intention of the 

Legislature. 

Tim Dalan, Agent, East Helena, said that he received an R' 'rom the DOR on May 12. 

1992. The deadline was May 15, 1992, although it was extended to May 22. He did not 

have much time to find the insurance needed. The RFP states that if the bond is not 

received when the DOR requests it, the bid may be void. Mr. Dalan was the only bidder, 

but DOR dismissed his bid and were going to close the store. He thought that the issue 

should be decided by the legislature. 
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Rep. Jim Rice, House District 43, East Helena, addressed the bidder preference issue. He 

has dealt with the bidder preference Question for concessionaires on Canyon Ferry lake. 

The Department of Fish and Game leases the concessions and have decided to put the 
--

concessions up for public bid. Many of those people have made million-dollar investments 

into docks and r:narinas and stand to loose it all, to someone who could put in a better bid . 
. 
, .. ..... 

, '. 
House BiII"No. 2 (1992 Special Session) included a provision that gave liquor store agents 

preference during the bidding process. According to the OOR, there is a question of the 

legality of that provision. He did not want the state t,o move too quickly before the 

problem could be resolved legislatively. He said that if a lessee is doing a bad job, then 

the state should have the contractual right to cancel the lease. But if a person is doing a 

good job, is complying with the lease agreement, and has made a substantial investment, 

then the lessee is entitled to the opportunity to have a preference. 

Questions from the Committee 

Rep. Harrington said that DOR is using the Montana Procurement Act as an excuse to 

break the agency stores, and he found it ridiculous. He asked Mr. Adams to comment. 

Mr. Adams said that DOR had nothing to do with the Montana Procurement Act. It has 

been in the administrative rules since 1987. He added that there would probably not be a 

large turnover of agents with the new bidding process. DOR is not trying to eliminate 

agents, but it is his responsibility, as Director of OCR, to look out for the state's interests. 

Rep, Harrington asked if DOR has always enforced the Montana Procurement Act laws or 

has DOR just begun enforcing the laws in the last few years. Mr. Adams said the 

Procurement Act was effective for contracts after 1984. The rule was then adopted to 

put OOR under that Law. Rep. Harrington suggested that the Committee review this issue 

as it pertains to the Montana Procurement Act. 

Rep. Foster said that a moratorium would close the liquor store in Townsend. He asked 

Mr. Grunow if he would agree that a moratorium not apply to situations where there is a 

need for a new contract bid. Mr. Grunow said situations like Townsend could be 

addressed on an individual basis. 
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Rep: Foster asked Mr. Adams if a moratorium were to be put in place, could there be 

exceptions made. Mr. Adams said that DOR would have to look at it to see if any 

problems would arise. 

Sen. Towe ask~d if DOR has required 3-year renewals in the past or is this something 

new; and if it is new, why is it being done now': Mr. Adams said that this was new. He 
.... '"' 

does not know what happened before, but the DOR attorneys are now saying that the law 

must be followed. 

Sen. Towe asked Mr. Adams to comment on bidder preference. Mr. Adams said the 

bidder preference was part of the HB 2 appropriations bill. Lee Heiman, Staff Attorney, 

said that any provision in an appropriations bill that does not directly relate it 

appropriations would not have an effect. Even if it does relate to appropriations but 

conflicts with substantive law, it has no effect. Sen. Towe asked Mr. Heiman if that 

meant that DOR is taking the position that since the bidder preference was attached to an 

appropriations bill, that it is meaningless. Mr. Heiman said yes. 

Sen. Towe asked Mr. Adams if he would put a moratorium on the bidding, at the 

Committee request, until the issue could be addressed by the Legislature. Mr. Adams said 

he has reservations because contract changes have to be made, and there is no assurance 

that the Legislature will act. 

Sen. Towe asked Mr. Grunow why he had a problem with letting DOR bid the stores. Mr. 

Grunow said he would not have a problem if there was a preference for existing agents. 

Sen. Towe said the problem is that there is no bidder preference. The DOR attorneys have 

said that the bidder preference in HB 2 cannot be followed. He asked Mr. Adams if DOR is 

saying the highest bidder wins, regardless of who is bidding and how much money and 

time an existing agent has put into a business. Mr. Adams said this is the way it is in any 
,. 

other contract bid. New bidders are at a disadvantage because existing agents have a 

preference, in a way, because they know how the system works. 
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Rep. Gilbert presented the Committee with a letter from Margaret Nelson, Agent, Victor, 

regarding her concerns over the bidding process and bidders preference. (EXHIBIT #9) 

Rep. Schye said that agricultural leases offer a preference. They are also offered to match 

a high bid, and they have a 10-year contract. ~e asked why agricultural leases do not 
. . 

have to gQ through the Procurement Act. Mr. Adams said that for whatever reason, DOR .-. . -
is under Title 18 for the procurement of services. 

Sen. Crippen asked Mr. Grunow what would be a re~sonable length of time for agents to 

amortize their investments. Mr. Grunow said his first agency contract was for 10 years. 

His second contract was a 3-year contract with some discussion on renewal clauses. He 

and his attorney understood that if he continued to do a good job, there would be no 

problem with regard to preference. He said a number of agents in Montana have renewal 

clauses in their contracts. Now, DOR has refused to honor the renewal clauses and has 

chosen to rebid the contracts. He thought that the Steering Committee would be 

comfortable with a 5- to 1 O-year term. 

Sen. Crippen commented that he has leased property to the state in the past. He knows 

from experience that unless a person has a lease for a period of time, there is no way that 

person can come out ahead. The Committee must take a serious look at this problem. 

Sen. Van Valkenburg asked if there was a court decision or an Attorney General's opinion 

that the Montana Procurement Act a pplies to contracts with agency liquor stores. Mr. 

Adams said he is not aware of any. Sen. Van Valkenburg asked if Mr. Adams would stop 

the procedure until there was an Attorney General's opinion on the issue. Dave 

Woodgerd, Chief Legal Counsel, DOR, said that an Attorney General's opinion could be 

requested, but he didn't know how long it would take. 

Sen. Van Valkenburg read the purpose section of the Montana Procurement Act. 

Subsection 5 states Wto ensure the fair and equitable treatment of all persons who deal 

with the statew
• Section 18-4-131 says ·unless displaced by particular((provisions of this 

chapter, the principals of law and equity including. the Uniform Commercial Code, the law 
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merchant, and law relative to capacity to contract supplement the provisions of this 

chapter. There are also provisions dealing with services and provisions, terms, extensions, 

and remedies that could subject the state to considerable liability if people are not dealt 

with fairly. He thought that all of these provisions n~eded an Attorney General's opinion. 

, , 
Mr. Adams said fairness involves everyone, not just those who have the contracts, but . .... . 

also those who want an opportunity to bid. There are more requests for bids than there are 

locations available to bid. All parties mu~t be treated fairly and equitably. 

Rep. Foster asked for the Committee's support for situations such as in Townsend where 

an agency store may close. There is a need for immediate action to insure that this store 

is changed over to a new agent. 

Rep. Gilbert said that he believed a liquor store agency contract does not properly come 

under Title 18 because those contracts should not be put under a 3-year renewable lease. 

The fact that the law was passed in 1981 but has not applied to agency stores until now 

indicates that there is no urgent need to suddenly enforce the law. The Legislature needs 

to look at this issue. 

Sen. Towe asked Mr. Blewett if he agreed that it was the agent's understanding that if the 

agents did a good job, their contracts would be renewed. Mr. Blewett said he has heard 

that the agents are saying that this is their impression. However, this concept has never 

been the framework by which DOR offers the contracts. From a management standpoint, 

it is more convenient to extend contracts to agents doing a good job; but if public policy 

says different, he must follow the policy. 

COMMITTEE ACTION 

Sen. Towe quoted from 18-4-223 (3)' MeA, which states "No rule may change a 

commitment, right, or obligation of the state or of a contractor under contract in existence 

on the effective date of such rule". For this reason and because it is clear that the 

legislative intent was to allow bidder preference for these types of contracts, Sen. Towe 
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moved that the Revenue Oversight Committee recommend to the Department of Revenue 

that it suspend all current bidding on agency contracts and give extensions to existing 

agents until after the next session of the Legislature, or in some other manner, allow 

continuation of existing contracts until the Legislature has had an opportunity to act, 

unless a particular store should be rebid sooner in the best interest of the state. 
. . . 

Sen. Crippen said although he disagrees with the rule and the 3-year and 10-year 

... ,,! provisions, he does not fault Mr. Adams for looking at the law and following it. The DOR 

\ . has an obligation to obey the law as they see it. However, there is a problem with this 

issue and he would support the motion. Sen. Towe said it was not his intent with the 

motion to criticize DOR for attempting to follow the law. In this situation, it has caused 

problems, and it needs legislative review. 

Sen. Towe's motion carried unanimously. 

Sen. Van Valkenburg moved that the Revenue Oversight Committee ask Denis Adams, 

Director I Department of Revenue, to request an' Attorney General's opinion as to whether 

the Montana Procurement Act applies to the awarding of agency liquor store contracts: 

and if such act does apply, whether there are any limitation on the Act's applicability to 

renewal of contract by existing agency liquor store operators. Motion carried unanimously. 

Sen. Van Valkenburg said that there are 5 state liquor store building leases that are up for 

renewal. In Great Falls, a state liquor store fell below the 10 percent profit margin. DOR 

is now converting this store to an agency store because it changed locations due to a 

building lease change. He is concerned, with respect to building leases on state liquor 

stores, that DOR is trying to set it up so that the existing state liquor stores will fall below 

the 10 percent profit margin, and therefore, be able to move them towards a agency 

conversion. One of the easiest way to make sure that a state liquor store does not meet 

the 10 percent profit requirement is to force it to change locations. He wanted to bring 

this to the public's attention. 
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Amendments to HB 43 

Page 3, Line 5 
Fo11owin~: "proceeds" 
Strike: through the end of Page 3, Line 9 
Insert: "and shall remit in accordance with the prov~s~ons 

of Title l5~ Chapter 65. Funds shall be deposited 1/2 into 
the general fund and 1/2 into the state special revenue fund ) 
referred to in 23-1-105(1). 

Page 3, Section 3: Codification instructions must be corrected 
to reflect the above amendment. 
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Homebuilders Assoc. of Billings 
252·7533 

7frl/l J-.. 
Flalhead ~o~e Builders A I 
752·2522 I 

s.w. Monl<lna Home Builders Assoc. 
585·8181 

Missoula Chapler of NAHB 
273·0314 • 

Greal Falls Homebuilders Assoc. 
452·HOME BUILDING INDUSTRY 

Helena Chapter of NAHB I 
449·7275 

ASS 0 C AT ION 

. - Nancy Lien Griffin, Executive Director 
Suite 40 Power Block Building· Helena, Montana 59601 • (406) 442-4479 

HlL4·-.5---::.=--Realty...J'ranafer Tax. 

Support with Modifications 

Our organization, representing 700 homebuilder and associate members, supports 

the concept of a realty transfer tax. It is equitable that such taxes be assessed on the 

transfer of new as well as existing housing . 

. ObJ.eclioDS 

DepoSits of the tax proceeds should be deposited with the county treasurer for local 

government and infrastructure improvements. Communities with economic growth 

and property transfers are those which also experience increased pressure on their 

streets, sewers and other housing support systems. 

Suggested Amendments 

Section 2. Section 15-7-302. MeA is amended to read: 

:t5::7..::302-.Purpasa.Jha.pucOs.a.of this parLis...to~ 

(1) impose a tax on the transffer of cer:tairueaLproperty and providaJouiepo.s.it.oLthe 

talLpr.aceed:Lwitb.Jhe county_treasurer:..and 

(2) 

NEw...sECIlON-SectJon 10. Distribution of proceeds. Upon collection of the tax 

imposed by (section 8). the county treasurer shall deposiLtheLproce.eds of the tax to 

earmarked co.unty.Jnfrastructure accounts 

I 
I 
I 
I 
i 
I 

I 
I 
i 
I 
I 
I 
I 
I 
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