
HOUSE TAXATION COMMITTEE 

4 6 t h  L e g i s l a t u r e  

Chairman Herb Huennekens c a l l e d  t h e  h e a r i n g  t o  o r d e r  i n  t h e  Old Highway 
B u i l d i n g  a u d i t o r i u m ,  Helena,  a t  8:30 a.m., March 2 ,  1979. R e p r e s e n t a t i v e s  
Dassinger  and S i v e r t s e n  were a b s e n t  - a l l  o t h e r s  were  p r e s e n t  a s  was t h e  
s t a f f  a t t o r n e y ,  Randy McDonald. 

B i l l s  t o  be  cons idered  today were HB 873, HB 830, HB 814. 

Rep. Huennekens opened t h e  h e a r i n g  by s t a t i n g  p roponen ts  and opponents  of 
HB 873 would e a c h  be  a l lowed one-half hour t o  p r e s e n t  w i t n e s s e s  and ev idence ,  
and t h e n  t h e r e  would b e  q u e s t i o n s  from t h e  committee. 

It had been brought  t o  t h e  a t t e n t i o n  of t h e  committee t h a t  o t h e r  h e a l t h  in-  
s u r a n c e  companies were  t axed  a t  2  314% on t h e  premiums which were  pa id  t o  them 
and t h e  "Blues" were n o t  taxed.  There  was a n  i n e q u i t y .  There  could  be  two 

r o u t e s  t o  go - one would be t o  remove t h e  t a x  from p r i v a t e  
HOUSE BILL i n d u s t r y  and t h e  h e a l t h  i n s u r a n c e  f i e l d .  Tha t  would l e a d  t o  

p r o p o s a l s  t o  remove t h e  t a x  from a l l  insurance .  O r  t o  t a x  
873 t h e  Blues .  

The e s s e n c e  of a t a x a t i o n  system is t h a t  i t  be  broad based and everyone s h a r e s  
i n  t h e  t a x  burden and t h a t ' s  one r e a s o n  why i n s u r a n c e  is  taxed.  The committee 
decided t o  rev iew t h e  a l t e r n a t i v e  p o s s i b i l i t y  t h a t  t h e  s o - c a l l e d  " ~ l u e s " ,  
Blue Cross  and B lue  S h i e l d ,  d i d  have an  u n f a i r  advan tage  i n  t h a t  t h e i r  p o l i c i e s  
were n o t  t axed .  That r e s u l t e d  i n  t h e  p r e p a r a t i o n  of HB 873, which i s  a committee 
b i l l .  

The d i s c u s s i o n  was t h e n  opened t o  any members of t h e  committee who ca red  t o  
speak  a s  proponents .  

Rep. Fabrega s a i d  you have p o i n t e d  o u t  what b rought  about  t h e  problem, and t h e  
r e a s o n  t h e  committee needs  t o  t a k e  a l o o k  a t  HB 873 t o  de te rmine  which way t o  
go. A t  t h e  p r e s e n t  t ime  t h e r e  i s  $125 m i l l i o n  of a c c i d e n t  and h e a l t h  i n s u r a n c e  
w r i t t e n  i n  Montana, and $48 m i l l i o n  of a c c i d e n t  and h e a l t h  i n s u r a n c e  w r i t t e n  by 
Blue Cross  and Blue S h i e l d ,  l e a v i n g  some $77 m i l l i o n  worth of premiums t h a t  are 
taxed a t  2 3 /4%,  which b r i n g  i n  a  revenue of $2,109,000 t o  t h e  s t a t e .  P a r t  of 
t h a t  money obv ious ly  g o e s  t o  o p e r a t e  t h e  o f f i c e  of t h e  Commissioner of I n s u r a n c e ,  
which, among o t h e r  t h i n g s ,  p r o v i d e s  some s e r v i c e s  f o r  each i n d i v i d u a l  p o l i c y  
h o l d e r  when t h e  p o l i c y  h o l d e r  h a s  d i f f i c u l t i e s  w i t h  t h e  i n s u r e r  a s  t o  how a 
c l a i m  i s  s e t t l e d  o r  i n  o t h e r  a r e a s .  

I t h i n k  Blue Cross  and Blue S h i e l d  made a  v e r y  good p o i n t .  The t a x  is  passed 
d i r e c t l y  t o  t h e  consumer whether  t h a t  be i n  a  non-prof i t  o r  p r o f i t  c o r p o r a t i o n .  
Obviously ,  i t  becomes a p a r t  of t h e  c o r p o r a t i o n  do ing  b u s i n e s s .  And s o ,  t h e  
q u e s t i o n  t h a t  t h e  committee is  f a c e d  w i t h ,  because  we r e c o g n i z e  t h e  n e c e s s i t y  
of h e a l t h  i n s u r a n c e ,  i s  whether we should go i n  t h e  d i r e c t i o n  of p a s s i n g  HB 465, 
and n o t  t a x i n g  h e a l t h  i n s u r a n c e  t o  anyone. O r  whether ,  a s  t h e  chairman ment ioned,  
t h a t  would l e a d  t o  t h e  f a c t  t h a t  o t h e r  i n s u r a n c e s  - l i f e  i n s u r a n c e ,  f i r e  i n s u r -  
ance  - a l l  of t h o s e  t h i n g s  a r e  a l s o  a  prime n e c e s s i t y  of l i f e ,  were removed from 
t a x a t i o n ,  t h e n  we a r e  g e t t i n g  i n t o  c l o s e r  t o  $ 1 2  m i l l i o n  i n  revenue  t h a t  would 
be dropped o f f  . 
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A t  t h e  same t i m e  I have i n t r o d u c e d  HB 646, which i s  a  v a r i a b l e  s c h e d u l e  on 
t h e  premium t a x .  I t  i s  aimed and des igned  t o  h e l p  domest ic  i n s u r a n c e  corpora-  
t i o n s  o r  h e a l t h  s e r v i c e  c o r p o r a t i o n s .  By domest ic ,  I mean t h a t  a r e  i n c o r p o r a t e d  
i n  Montana, and i f  t h e y  i n v e s t  t h e i r  a s s e t s  i n  Montana, depending on t h e  d e g r e e  
b u t  i t  d r o p s  down by 1 / 2  p e r c e n t  of t h e  t a x  u n t i l  i t  g e t s  down t o  314% i f  t h e  
a s s e t s  a r e  i n v e s t  100% i n  Montana. So one of t h e  t h i n g s  t h a t  t h e  committee 
needed t o  l o o k  a t  w a s  whether Blue Cross and Blue S h i e l d  would be i n  a pos i -  
t i o n  and w i l l i n g  t o  i n v e s t  t h e i r  r e s e r v e s  and a s s e t s  i n  Montana and t h e r e b y  
reduce  t h e i r  t a x  load  t o  3/4%.  

Now, a t  t h e  p r e s e n t  t ime Blue Cross  and Blue S h i e l d  pay 2 0 ~  p e r  p o l i c y  ho lder  
a s  a f e e  t o  t h e  Commissioner of I n s u r a n c e  f o r  t h e  s e r v i c e s  t h a t  t h e  Commis- 
s i o n e r ' s  o f f i c e  s u p p l i e s .  Whether t h a t  i s  enough t o  cover  t h e  c o s t  of what 
t h e y  do toward t h e  s u b s c r i b e r s  of Blue S h i e l d  and Blue Cross ,  we h a v e n ' t  
de lved  i n t o  - I b e l i e v e  t h e r e  is a n o t h e r  b i l l  d e a l i n g  w i t h  t h a t .  

And s o  r e a l l y  t h e  q u e s t i o n  i n  t h e  s e n s e  of e q u i t y  which t h i s  committee h a s  
d e a l t  w i t h  v e r y  much, i s  whether w e  should  remove t h e  t a x a t i o n  on a l l  h e a l t h  
i n s u r a n c e  - whether  t h e  s t a t e  can a f f o r d  t o  do t h a t  - o r  whether we should 
p r o v i d e  an  a l t e r n a t e  means of t a x a t i o n  a s  I d i s c u s s e d  i n  HB 646 which would 
i n  f a c t  p u t  a  v e r y  s m a l l  burden,  b u t  j u s t  t h e  same a  burden,  and i n  l o o k i n g  
over  t h e  a n n u a l  s t a t e m e n t s  of Blue Cross and Blue S h i e l d ,  t h e  amount t h a t  was 
pu t  i n t o  r e s e r v e  f o r  t h i s  y e a r  as of t h e  l as t  r e p o r t ,  a 314% t a x  would n o t  
have amounted t o  one- tenth  of t h e  amount t h a t  went i n t o  t h e  r e s e r v e s .  

So e v e n t u a l l y  I suppose i t  would have t o  b e  passed on b u t  t h a t  i s  r e a l l y  t h e  
q u e s t i o n  - which way d o  we go? I n  t ime I suppose i f  t h e  c o m p e t i t i v e  advan tage  
of t h e  2 3 1 4 ~  t a x  i s  s u f f i c i e n t ,  Blue Cross-Blue S h i e l d  should j u s t  abou t  have 
100% of t h e  premiums s o  t h e r e  w i l l  b e  no t a x .  So maybe t h a t  i s  t h e  d i r e c t i o n  
i n  which t o  move. But a t  t h e  p r e s e n t  t ime,  two o u t  of t h r e e  Montana f a m i l i e s  
t h a t  c a r r y  h e a l t h  i n s u r a n c e  a r e  paying t h e  2 314% t a x  - t h o s e  t h a t  a r e  w i t h  
p r i v a t e  c a r r i e r s ,  

Now t h e  same problem i s  a l s o  addressed  t o  t h e  Workers' Compensation Insurance .  
The S t a t e  of Montana h a s  P l a n  3 of t h e  Workers1 Comp which p r o v i d e s  workers '  
i n s u r a n c e  o r  i n d u s t r i a l  a c c i d e n t  insurance .  The s t a t e  i t s e l f  i s  n o t  s u b j e c t  
t o  t h e  2 3 / 4 % ,  b u t  a l l  of t h e  p r i v a t e  c a r r i e r s  a r e .  Again, a s  a  c o s t  of do ing  
b u s i n e s s  t o  any b u s i n e s s  man who p r o v i d e s  t h e  Workers1 Comp i n s u r a n c e ,  i t  i s  
r e q u i r e d  by law - and a g a i n  i t  i s  a m a t t e r  of e q u i t y  and f a i r n e s s  - e i t h e r  t h e  
s t a t e  fund should pay t h a t  t a x  o r  a g a i n  we should remove t h a t .  A t  t h e  p r e s e n t  
t ime t h e  Workers1 Comp premiums w r i t t e n  by p r i v a t e  c a r r i e r s  amount t o  c l o s e  t o  
$28 m i l l i o n  w i t h  about  $760,000 t a x .  And I unders tand  t h e  s t a t e  fund w r i t e s  
some $20 m i l l i o n  of i n s u r a n c e .  Again, I suppose t h a t  t h e  2 3 /4% i s  t h e  f a c t o r  
and t h e  c o s t  of p r o v i d i n g  t h e  coverage of t h e  s t a t e  fund w i l l  e v e n t u a l l y  move 
i n t o  a  monopoly p o s i t i o n  i n  p r o v i d i n g  Workers' Comp and s o  t h e r e  would b e  no 
t a x  c o l l e c t e d  i f  we l e t  t h e  system go t h e  way i t  is.  And I t h i n k  t h a t  i s  t h e  
r a t i o n a l e  of having provided t h e  b i l l  s o  t h a t  we could  have t h i s  v i s i t  w i t h  
you. 

Because i t  i s  r e a l l y  a  d e c i s i o n  t h a t  t h e  committee h a s  t o  make i n  t h a t  d i r e c -  
t i o n ,  I would have t o  s a y  t h a t  s i n c e  I r e q u e s t e d  t h e  committee approve c a l l -  
Lng f o r  a  committee b i l l  t h a t  I perhaps  may b e  r e s p o n s i b l e  f o r  t h e  f a c t  t h a t  
I thought ,  i n  c o n j u n c t i o n  w i t h  HB 646 w i t h  i t s  f l e x i b l e  s c h e d u l e ,  t h e r e  was a  
p o s s i b i l i t y  of b r i n g i n g  a  s e n s e  of e q u i t y  and a l s o  646, i n  my mind, i s  a  v e r y  
d e s i r a b l e  b i l l  because  i t  wi1.l encourage t h e  c r e a t i o n  of a l a r g e r  i n s u r a n c e  
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i n d u s t r y  i n  Montana. Montana has  on ly  9 domes t ic  i n s u r a n c e  c o r p o r a t i o n s  a s  
a g a i n s t  North  Dakota w i t h  29 because  t h e y  do have a  f l e x i b l e  t h i n g  and I 
b e l i e v e  t h e  i n s u r a n c e  i n d u s t r y  i s  a  v e r y  d e s i r a b l e  i n d u s t r y  f o r  Montana, s o  
a  combinat ion of t h o s e  two b i l l s  brought about  t h e  t h i r d  b i l l  and t h e  v i s i t  
t h i s  morning. 

Rep. Huennekens asked i f  t h e r e  were o t h e r  members of t h e  committee who would 
c a r e  t o  speak  a s  p roponen ts  on HB 873. 

Rep. L ien  s a i d  h e  would l i k e  t o  add more t o  t h e  comment of Rep. Fabrega.  The 
committee is s i t t i n g  h e r e  working and t r y i n g  t o  s e t  e q u i t a b l e  t a x a t i o n .  How- 
e v e r ,  Rep. Fabrega w i l l  f i n d  t h a t  a s  f a r  a s  t h e  c i t i z e n s  of Montana a r e  con- 
ce rned ,  t a x  e q u i t y  i s  t h e  t a x  paid  by someone e l s e !  Are t r y i n g  t o  r e s o l v e  a l l  
tax l a w s  and s o  a r e  look ing  i n t o  t h i s  matter. HB 873 is  j u s t  a n o t h e r  s t e p  
a l o n g  t h i s  road .  

The chairman asked i f  any o t h e r  committee members wished t o  speak.  He t h e n  
asked i f  t h e r e  a r e  p roponen ts  i n  t h e  a u d i e n c e  who wished t o  speak  - t h e y  
could speak  from t h e i r  s e a t  o r  u s e  t h e  microphone. 

J i m  Murphy, A s s i s t a n t  A d m i n i s t r a t o r  of t h e  D i v i s i o n  of Workers' Compensation, 
and I have s e v e r a l  amendments f o r  your c o n s i d e r a t i o n .  Under proposed language,  
i t  would appear  t h a t  t h e  commission would be  o u t  t o  c o l l e c t  t h e  p e r t i n e n t  t a x  
from e a c h  employer each and every t ime  t h a t  t h e  employer i s  b i l l e d  on t h e  
r e g u l a r  premium on t h e  Workers'  Compensation coverage.  We do n o t  f e e l  t h i s  
i s  n e c e s s a r y  and we t h i n k  t h i s  amendment w i l l  a l l o w  t h e  b a s e  premium t a x  on 
t h e  ea rned  premium t o  b e  p a i d  a t  t h e  end of t h e  y e a r ,  which is  t h e  same a s  
any o t h e r  i n s u r a n c e  c a r r i e r  does .  They f i g u r e  o u t  t h e i r  premiums and r e m i t  
one check t o  t h e  Commissioner of I n s u r a n c e  and t h i s  i s  t h e  way t h e  p o l i c y  of 
t h e  commissioner h a s  been.  See amendment p r o p o s a l  a t t a c h e d .  E x h i b i t  #1. 

The f i s c a l  n o t e  shows a f i g u r e  of some $33,000 - i f  t h i s  language I propose 
a s  a n  amendment is pu t  i n t o  t h e  b i l l ,  t h a t  $33,000 can be  s c r a t c h e d  s i n c e  
t h a t  is  about  what i t  would t a k e  t o  do computer programming and r e a d j u s t  
forms i f  i t  were n e c e s s a r y  t o  b i l l  each employer each and e v e r y  q u a r t e r .  
The n e t  e f f e c t  a s  f a r  a s  premium t a x  c o l l e c t i o n s  i n  t h e  amount shown i n  t h a t  
f i s c a l  n o t e ,  and t h e  s t a t e  fund ,  would b e  t h e  same. W e  would s u p p o r t  t h e  
p o r t i o n  of t h e  b i l l  d e a l i n g  w i t h  t h e  s t a t e  fund and t h e  House amendment i f  
t h e  s t a t e  fund o p e r a t e s  a s  a mutua l  i n s u r a n c e  c a r r i e r .  I f  amended, t h i s  b i l l ,  
t h e  Workers'  Comp I n s u r a n c e  and s t a t e  fund should be placed i n  a n  e q u i t a b l e  
p o s i t i o n .  Would be g lad  t o  answer any q u e s t i o n s .  

Kep. Huennekens asked i f  t h e r e  a r e  any o t h e r  p roponen ts?  

There  appeared t o  be none p r e s e n t .  

Don A. LaBar, p a r t n e r  i n  t h e  law f i r m  of Church, H a r r i s ,  Johnson & Will iams,  
r e p r e s e n t i n g  Blue Cross  of Montana, opposes HB 873. See h i s  t e s t imony  a t t a c h e d  - 
E x h i b i t  #2 .  

J a m e s  Tom H a r r i s o n ,  J r . ,  r e p r e s e n t i n g  MPS (Blue S h i e l d ) ,  opposes  HB 873. There  
seems t o  be a  concern abou t  a n  advan tage  o r  a f a v o r i t i s m  t o  companies such a s  
Blue S h i e l d  o r  Blue Cross  because  t h e y  do n o t  pay t h e  premium t a x  t h a t  p r i v a t e  
c a r r i e r s  do pay. That  i s  r e a l l y  n o t  unique t o  t h e  i n s u r a n c e  i n d u s t r y .  
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The r e a l  q u e s t i o n  of i n e q u i t y ,  i f  t h e r e  is r e a l l y  a n  i n e q u i t a b l e  s i t u a t i o n ,  
should  be  addressed  broad-faced and n o t  m i s s  t h e  d i f f e r e n c e  i n  non-prof i t  and 
p r o f i t  o r g a n i z a t i o n s .  They a r e  provided f o r  n o t  o n l y  i n  t h e  Montanan's Busi- 
n e s s  Code and R e g u l a t i o n s ,  b u t  i n  t h e  I n t e r n a l  Revenue Code of t h e  Uni ted 
S t a t e s  and t h e n ,  most i f  n o t  a l l ,  i n  codes of o t h e r  states. So t h a t  i n e q u i t -  
a b l e  s i t u a t i o n ,  i f  t h a t ' s  what you want t o  term i t  a s ,  e x i s t s  between co-ops, 
between many i n s t i t u t i o n s  t h a t  are throughout  t h e  b u s i n e s s  community i n  Montana 
and t h e  n a t i o n .  A s  t h e  committee knows, t h e  Blues  have been looked i n t o  and 
t h i s  t a x  cons idered  over  t h e  y e a r s .  S i m i l a r l y ,  t h a t  change f o r  co-ops v e r s u s  
p r o f i t  c o r p o r a t i o n s  h a s  been cons idered  on numerous o c c a s i o n s  and each  h a s  
come t o  t h e  same c o n c l u s i o n .  The premium s t u d y  d u r i n g  t h e  1971-72 i n t e r i m  
mentioned by M r .  Labar r e s u l t e d  i n  t h e  p r e s e n t  l e g i s l a t i o n  enac ted  i n  1973 
and a  s p e c i f i c  d i savowal  of p u t t i n g  a  premium t a x  on t h e  Blues  f o r  t h e  v a r i o u s  
r e a s o n s  t h a t  are be ing  d i s c u s s e d .  

The p r o v i s i o n s  of HB 646 mentioned by Rep. Fabrega wherein t h e  e f f e c t i v e  ra te  
of 2 314% premium t a x  i s  reduced t o  314% if a l l  inves tments  by i n s u r a n c e  com- 
p a n i e s  a r e  made i n  Montana, h a s  a l o t  of a t t r a c t i o n  t o  p r i v a t e  i n d u s t r i e s .  
They have t h e  p e o p l e  t h a t  can h a n d l e  t h e  money. They have t h e  peop le  t h a t  can 
i n v e s t  i n  mortgages;  t h e y  have mortgage depar tments ;  t h e y  a r e ,  i n  f a c t ,  i n  t h e  
r e a l  e s t a t e  b u s i n e s s  i n  Montana and throughout  t h e  n a t i o n .  The b i g  companies - 
H a r t f o r d , A e t n a ,  P r u d e n t i a l ,  Connect icut ,  General  - t h e y  f i n a n c e  many r a n c h e r s  
i n  t h i s  s t a t e .  They f i n a n c e  many b u i l d i n g s ,  e t c .  They have depar tment  person- 
n e l ,  a c t u a r i a l  p e o p l e ,  economis t s ,  e t c . ,  t o  h a n d l e  a l l  t h a t .  

Blue S h i e l d  i s  n o t  i n  t h e  money b u s i n e s s .  We a r e  n o t  i n  t h e  r e a l  e s t a t e  bus i -  
n e s s  and do n o t  want t o  be  i n  t h e  f i n a n c i a l  f i n a g l i n g  b u s i n e s s .  Do n o t  want t o  
h i r e  t h o s e  peop le  i n  o r d e r  t o  t a k e  advan tages ,  i f  t h e r e  a r e  advan tages  i n  HB 646 
and i t  i s  passed ,  of any p o s s i b l e  r e d u c t i o n  of t a x  by having a  rea l  e s t a t e  d e p a r t -  
ment and a  f i n a n c i a l  depar tment ,  and i n c r e a s e  r e a l l y  t h e  c o s t  of a d m i n i s t r a t i o n  
and t a k e  advan tage  of t h a t ,  and t h e n  p a s s  t h a t  c o s t  on i n t o  t h e  t a x .  J u s t  d o n ' t  
f e e l  t h e y  want t o  make t h a t  move i n t o  t h e  r e a l  e s t a t e  market.  You may l o o k  a t  
t h a t  and s a y  t h a t  would s t i l l  b e  good f o r  Montana i n  t h a t  we would be p u t t i n g  
some money i n t o  Montana i n d u s t r y ,  Montana fa rms ,  and t h a t  may be  t r u e ,  b u t  t h e  
t r u t h  of t h e  m a t t e r  i s  t h a t  we a r e  n o t  i n  t h a t  b u s i n e s s  and we p r e f e r  n o t  t o  
g e t  i n t o  t h a t  b u s i n e s s .  

Think t h e  comment most a p p r e c i a t e d  i s  t h a t  t h e  i n s u r a n c e  i n d u s t r y  is  good f o r  
Montana, and would l i k e  t o  make i t  a t t r a c t i v e .  The i n s u r a n c e  i n d u s t r y ,  i f  you 
a r e  t a l k i n g  abou t  t a x e s ,  is i n  Montana - t h e s e  peop le  a r e  Montanans - t h e y  a l l  
work h e r e ,  pay t a x e s  h e r e ,  t h e i r  j o b s  a r e  h e r e  - they  have a n  i n t e r e s t  i n  
Montana . 
The t h r u s t  of t h i s  b i l l  seems t o  be a grand s t a t e m e n t  t h a t  we l i k e  t h e  i n s u r a n c e  
i n d u s t r y  - t o  make i n s u r a n c e  a p p e a l i n g  and more a t t r a c t i v e  t o  t h e  peop le  who 
l i v e  i n  Chicago, We a r e  h e r e  now and we have peop le  throughout  t h i s  s t a t e  s o  
t h a t  i f  someone h a s  a  complaint  o r  concern o r  an i n q u i r y ,  t h e y  can  make i t  i n  
t h e i r  home town i n  most c a s e s  and they  d o n ' t  have t o  g e t  on t h e  h o t  l i n e  t o  
Chicago. So, as f a r  as advan tages  a r e  concerned,  i f  t h e r e  is t h i s  d i s p a r i t y  
and advan tage  t o  t h e  Blues ,  why a r e  t h e  f i g u r e s  of $78 m i l l i o n  w r i t t e n  by 
p r i v a t e  companies v e r s u s  $48 m i l l i o n  by t h e  Blues  used?  I f  t h e  t r e n d  is  towards 
a  monopoly, why a r e n ' t  t h e  Blues  c a p t u r i n g  more and more of t h a t  marke t?  Be- 
cause  t h o s e  d i s a d v a n t a g e s  a r e  n o t  p r e s e n t  when you go through t h e  p r a c t i c a l  
s t e p s  of n o t  on ly  t h e  p r o f i t  c o r p o r a t i o n  and t h e  o t h e r  inves tments  t h e y  can 
make and t h e  pa ramete rs  t h a t  a r e  s e t  upon t h e  Blues  because  t h e y  a r e  n o n - p r o f i t ,  
a l t h o u g h  they  appear  t o  be  p r e s e n t ,  a r e  i l l u s o r y .  
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Montana i s  a n  a t t r a c t i v e  s t a t e  f o r  p r i v a t e  i n s u r a n c e  i n d u s t r y ,  b u t  t h e  p r i v a t e  
companies a r e  n o t  h e r e  a d v o c a t i n g  t h i s  b i l l  a s  proponents  i n  a n  a t t e m p t  t o  c u r e  
t h i s  a p p a r e n t  d i s c r e p a n c y  - and i t  is  on ly  an a p p a r e n t  one,  

M r .  H a r r i s o n  commented on t h e  c o n v e r s a t i o n  h e  had w i t h  Rep. Fabrega y e s t e r d a y .  
There  was a p p a r e n t l y  some concern  on t h e  r e s e r v e  and how t h e  r e s e r v e  had grown 
i n  t h e  p a s t  y e a r  i n  t h e  Blues.  Address ing o n l y  t o  t h e  Blue S h i e l d  p o r t i o n ,  
n a t i o n a l l y  o v e r  t h e  c a l e n d a r  y e a r  of 1978, a l l  p l a n s  - n o t  o n l y  t h e  b l u e s ,  
b u t  p r i v a t e  c a r r i e r s  and s o  on - had a n t i c i p a t e d  an i n c r e a s e  i n  medica l  c a r e  
c o s t s  of abou t  18%. It h a s  been runn ing  between 1 5  and 18% f o r  s e v e r a l  y e a r s .  
F o r t u n a t e l y  t h e  p r o v i d e r s  and m e d i c a l  peop le  had g o t  t h e  message on t h e  i n -  
c r e a s e d  c o s t s  because  a c r o s s  t h e  n a t i o n  t h e  y e a r  tu rned  o u t  t o  r u n  between 
9  and 11%, The c o s t  had been s e t  - o r  t h e  premium charges  have been set on 
18%, and t h e r e  i s  no q u e s t i o n  abou t  i t ,  t h e  r e s e r v e s  grew as a r e s u l t  of t h a t  
y e a r ,  I f  t h e  m e d i c a l  c o s t s  remain i n  l i n e  w i t h  t h e  9  t o  11%, t h e  premiums 
w i l l  r e f l e c t  t h a t  i n  t h e  t y p e  of growth t o  t h e  reserves w i l l  n o t  be  p r e s e n t .  
However, a s  t o  t h e  magni tude of i t s  growth,  i n  1978 t h e  Blue S h i e l d  r e s e r v e  
d i d  grow about  $2.5 m i l l i o n .  I n  1975 i t  l o s t  $ 1  m i l l i o n ;  i n  1976 i t  l o s t  
$ .8  m i l l i o n ,  s o  t h i s  i s  a  b a l a n c i n g  t h i n g  and t o  t a k e  a p a r t i c u l a r  y e a r  when 
you a r e  a t t e m p t i n g  t o  accumulate  a r e s e r v e  f o r  an o r g a n i z a t i o n  such  a s  t h i s ,  
which w i l l  h o p e f u l l y  l a s t  f o r  hundreds of y e a r s ,  and s a y  you had t o o  much i n  
r e s e r v e s ,  i s  n o t  q u i t e  r i g h t .  It is t r u e  you can s i n g l e  i t  o u t ,  b u t  you shou ld  
l o o k  a t  t h e  o v e r a l l  t o t a l  growth of t h e  r e s e r v e  i n  o r d e r  t o  have a  hand le  on 
them. The r e s e r v e  r i g h t  now s t a n d s  a t  $4.8  m i l l i o n  and t h a t  r e p r e s e n t s  2.05% 
of income. The u n d e r w r i t e r s  t e l l  t h e  Blues  t h a t  ought  t o  b e  3 % ,  s o  d o n ' t  t h i n k  
t h e r e  i s  any economic i n d i c a t i o n  t h a t  t h e  r e s e r v e  is  t o o  l a r g e  a t  t h i s  t i m e  
a l t h o u g h  i t  d i d  grow s u b s t a n t i a l l y  i n  1978, which is n o t  a s  h i g h  a s  i t  ought 
t o  be  and i s  n o t  a s  h i g h  a s  would be n e c e s s a r y  t o  meet s e v e r a l  y e a r s  where 
a  m i l l i o n  d o l l a r s  would be l o s t .  Thank you. 

Rep, Huennekens asked i f  t h e r e  a r e  o t h e r  opponents.  

V i r g i l  M i l l e r ,  p r e s i d e n t  of Blue Cross  of Montana, appeared i n  o p p o s i t i o n  t o  
HB 873 - see h i s  t e s t imony  a t t a c h e d ,  E x h i b i t  # 4 .  

Other  opponents :  

Emery W. Geyer,  speak ing  f o r  t h e  r e t i r e d  p r i v a t e  c i t i z e n s ,  i s  i n  o p p o s i t i o n  t o  
HB 873. You a r e  s a y i n g  t h a t  Blue Cross and Blue S h i e l d  have a n  advan tage  due 
t o  t h e  f a c t  t h a t  t h e y  a r e  n o t  t axed .  Am a  member of Blue S h i e l d .  A r e t i r e d  
c i t i z e n  l i v i n g  on a l i m i t e d  income must f i n d  p l a c e s  where some p r o t e c t i o n  can 
b e  o b t a i n e d .  The s e n i o r  c i t i z e n s  a r e  e n t i t l e d  t o  some advan tage ,  o r  d o n ' t  
know who is. T h a t ' s  why Blue Cross is c a r r i e d  a s  a supplement f o r  medicare  
i n s u r a n c e .  Medical  expenses  have expanded tremendously i n  t h e  l a s t  few y e a r s ,  
a s  h a s  t h e  c o s t  of i n s u r a n c e .  Cost  of MPS h a s  i n c r e a s e d  from $13.50 f o u r  y e a r s  
ago t o  $31.42 a s  of today.  That  i s  a s  f a r  a s  I can go. I f  I d o n ' t  c a r r y  
some k ind  of i n s u r a n c e ,  I am sunk. Blue C r o s s ,  Blue S h i e l d  i s  t h e  on ly  one 
I have found t h a t  can a f f o r d  a t  a l l .  Thank you. 

C u r t i s  0.  P e t e r s o n ,  Aluminum Workers Trades  Counc i l ,  W h i t e f i s h ,  MT, chairman 
of t r a d e s  c o u n c i l  t h a t  c o v e r s  a l l  of Montana, opposes HB 873 f o r  one r e a s o n  - 
A cap  on amount t h e  company w i l l  pay f o r  i n s u r a n c e  i s  set when n e g o t i a t i o n s  
a r e  made. I f  HB 873 p a s s e s  t h e  e x t r a  money w i l l  have t o  come o u t  of t h e i r  
own p o c k e t s  o r  b e n e f i t s  w i l l  have t o  b e  c u t .  See t es t imony  a t t a c h e d  - E x h i b i t  
11 5 
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Ray M. Benegas, O i l  Chemical and Atomic A s s o c i a t i o n ,  Great  F a l l s ,  on beha l f  
of members i s  opposed t o  HB 873. 

On beha l f  of Loca l  2-470 O.C.A.W., B i l l i n g s ,  E a r l  T a y l o r ,  P r e s i d e n t ,  s t a t e d  
t h e y  a r e  i n  o p p o s i t i o n  t o  HB 873. See t es t imony  a t t a c h e d  - E x h i b i t  i l 6 .  

Glenn A. Roush, r e p r e s e n t i n g  Loca l  2-493, O i l ,  Chemical and Atomic Workers 
Union, Cut Bank and Shelby,  a r e  oppo'sed t o  House B i l l  873, and u r g e  i t s  d e f e a t .  
See t e s t i m o n y  a t t a c h e d  - E x h i b i t  #7.  

John Kaiserman, was s e n t  by Local  2-442, O.C.A.W. ( o i l  workers ) ,  L a u r e l ,  MT, 
t o  oppose HB 873. See t es t imony  a t t a c h e d  - E x h i b i t  !/a. 

James Schmauch, A.W.T.C., Columbia F a l l s ,  p r e s i d e n t ,  opposes HB 873. See 
w i t n e s s  s h e e t  a t t a c h e d  - E x h i b i t  f 9 .  Members of Blue Cross  - 1100 members. 

There  were  many o t h e r  p e r s o n s  p r e s e n t  who were opposed t o  HB 873. See t h e  
w i t n e s s  s h e e t s  and l i s t  of names which are a t t a c h e d .  

Rep. Huennekens asked f o r  any o t h e r  opponents.  There  seemed t o  b e  none. The 
normal p rocedure  i n  h e a r i n g s  i s  t o  have t h e  p roponen ts  c l o s e .  Speaking as 
Chairman of t h e  commitee, we do a p p r e c i a t e  t h e  o p p o r t u n i t y  t o  h e a r  your views 
on t h i s  m a t t e r  and I c a n  a s s u r e  you t h a t  t h e  committee w i l l  g i v e  f u l l  cons idera -  
t i o n  t o  t h e  p o i n t s  you have made. Would you c a r e  t o  c l o s e  Rep. Fabrega? No, 
I t h i n k  you have s a i d  i t .  Thank you then.  

Are t h e r e  q u e s t i o n s  from t h e  committee? 

Rep. B u r n e t t  - M r .  H a r r i s o n ,  you mentioned $4.8 m i l l i o n  i n  i n v e s t m e n t s  - what 
kind of inves tment  do you do w i t h  t h a t ?  H a r r i s o n  s a i d  someone i n  t h e  room 
should be a b l e  t o  answer t h a t  s o  Mike Donovan, P r e s i d e n t  of Montana Blue 
S h i e l d ,  s a i d  inves tments  a r e  i n  a  p o r t f o l i o  d i v i d e d  between s t o c k s  and bonds - 
50% i s  i n  c o r p o r a t e  and government bonds and t h e  b a l a n c e  i s  i n  s e c u r i t i e s  of 
companies t h a t  a r e  c o n s i d e r e d  t o  b e  t r u s t w o r t h y  investment  q u a l i t y ,  i n  add i -  
t i o n  some r e a l  e s t a t e ,  $900,000, on which p r o p e r t y  t a x  i s  pa id .  

The p r e s i d e n t  of Montana Blue Cross  s a i d  t h e i r  investment  committee was p u t t i n g  
approx imate ly  h a l f  of t h e i r  r e s e r v e s  which a r e  abou t  $5 .6  m i l l i o n  a s  of today 
i n t o  C e r t i f i c a t e s  of Depos i t  w i t h  Montana banks.  The remaining amount of i t  
i s  i n v e s t e d  i n  Grade A o r  b e t t e r  g rade  of c o r p o r a t e  bonds and Grade A o r  b e t t e r  
c o r p o r a t e  s t o c k s .  A s m a l l  p o r t i o n  of i t  is i n  s m a l l  c o r p o r a t i o n  s t o c k s .  

V i r g i l  M i l l e r ,  P r e s i d e n t  of Blue Cross ,  s a i d  t h e i r  inves tment  committee c o n s i s t s  
of 3  board members and himself  and t h e y  u s e  an o u t s i d e  inves tment  f i r m  f o r  
a d v i c e .  

Rep. R e i c h e r t  - M r .  H a r r i s o n ,  a r e  t h e  Blues  t axed  i n  any o t h e r  s t a t e s  t h a t  you 
know o f ?  T e r r y  Meagher, Montana I n s u r a n c e  Department,  Helena,  s a i d  h e  was aware 
of them be ing  taxed i n  6 o r  8  o t h e r  states. M r .  Har r i son  d i d  n o t  know of any. 
M r .  M i l l e r  shook h i s  head Yes. 

Rep. R e i c h e r t  - M r .  H a r r i s o n ,  I a m  i n t e r e s t e d  i n  t h e  a d m i n i s t r a t i v e  c o s t .  
Could you t e l l  u s  what t h e  t o p  a d m i n i s t r a t i v e  s a l a r i e s  a r e  f o r  Blue S h i e l d  
peop le?  M r .  H a r r i s o n  c o u l d n ' t  and exp la ined  h i s  p o s i t i o n :  I r e p r e s e n t  them 
d u r i n g  t h e  l e g i s l a t u r e  and d o  n o t  r e p r e s e n t  Blue S h i e l d  d u r i n g  t h e  c o u r s e  of 
t h e  y e a r .  Rep. R e i c h e r t :  Does t h e  p r e s i d e n t  of t h e  group have t h a t  informa- 
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t i o n ?  M r .  Donovan s t a t e d  c u r r e n t l y  a d m i n i s t r a t i v e  expenses  a r e  10% of 
premiums r e c e i v e d .  S a l a r i e s  are commensurate w i t h  what i s  p a i d  f o r  o t h e r  
such  companies. Rep. R e i c h e r t  asked i f  h e  would s a y  t h a t  t h e y  are between 
$50-$100,000 p e r  y e a r  a t  t h e  top  l e v e l ?  (No d e f i n i t e  answer w a s  g iven)  
It was i n t i m a t e d  t h e y  were c l o s e r  t o  $50,000, however, by M r .  Miller. 

Rep. Har r ing ton  - Tom, because  of t h e  f a c t ,  a s  you s t a t e d  i n  your t e s t imony ,  
t h e  a c t u a l  c o s t s  r a n  lower ,  i s  t h e r e  p o s s i b l y  some group i n s u r a n c e s  t h a t  w i l l  
n o t  be  i n c r e a s e d ?  M r .  Har r i son  s a i d  he  hoped t h a t  would be t h e  c a s e ,  b u t  i n  
a l l  h o n e s t y  t h e  c o s t  i s  n o t  based s o l e l y  on what occurred l a s t  y e a r .  I 
t h i n k  a s  you would r e c o g n i z e ,  t h a t  because  of t h e  growth of r e s e r v e  ( b u t  a l s o  
because  w e  would have t o  have a  c o n s i d e r a t i o n  of what t h e  u n d e r w r i t i n g  c o s t  
would be  f o r  n e x t  y e a r )  assuming a  s t a b l e  marke t ,  we would assume what you 
s a y  i s  t r u e .  

Rep. Nordtvedt  - Have a  q u e s t i o n  f o r  t h e  i n s u r a n c e  examiner. Does t h i s  10% 
a d m i n i s t r a t i v e  c o s t  of t h e  Blues  compare w i t h  comparable o t h e r  i n s u r a n c e  
companies? Mr. Meagher s a i d  he  would have t o  r e a l l y  make an analogy.  

Rep. Fagg - Mr. Donovan, assuming an  ana logy ,  what i s  l o % ?  10% equa ted  t o  
what? $90,000; $200,000? M r .  Donovan s a i d  10% of $29 m i l l i o n  - a d m i n i s t r a t i v e  
c o s t s  were $2.9  m i l l i o n .  

Rep. Huennekens - M r .  H a r r i s o n ,  you d i d  s t a t e  t h a t  Blue Cross ,  Blue S h i e l d  
p r e f e r r e d  n o t  t o  go i n t o  a n  inves tment  program, b u t  you do have,  a c c o r d i n g  t o  
t h e  t e s t imony ,  an inves tment  program - q u i t e  a program r i g h t  now. P l e a s e  
expand on t h a t .  M r .  H a r r i s o n  - w e l l ,  I guess  t o  expand on t h a t ,  t h e  program 
we have r i g h t  now i s  j u s t  a  t r a d i t i o n a l  inves tment  program t h a t  anyone can 
have a d m i n i s t e r e d  by a  t r u s t  depar tment  of a  bank. Rep. Huennekens - s o  i t  
i s  n o t  a t r u s t  program p a r t i c u l a r l y  one keyed t o  t a k i n g  advan tage  of pecu- 
l i a r i t i e s  of t h e  t a x  e q u a t i o n ?  It i s  j u s t  a  t r u s t  program which is  t h e  same 
as I s u s p e c t  many peop le  i n  t h i s  room have. Would you s e e  any v a s t  i n c r e a s e  
i n  e f f o r t  t o  make t h e  inves tment  i n  Montana c o r p o r a t i o n  s e c u r i t i e s  as opposed 
t o  non-Montana c o r p o r a t e  s e c u r i t i e s ?  That  would b e  merely  a m a t t e r  of judg- 
ment on t h e  p a r t  of t h e  inves tment  board? C e r t a i n l y  i t  would, b u t  I t h i n k  
you would have t o  examine t h e  inves tment  q u a l i t y  of Montana c o r p o r a t i o n s ,  n o t  
from a l o c a l  s t a n d p o i n t ,  b u t  from s t a n d p o i n t  of q u a l i f i e d  inves tment  a d v i s e r s .  
A f t e r  you g e t  o u t  d f  Montana Power, I t h i n k  t h a t  l is t  would be r a t h e r  b r i e f .  

Rep. Huennekens - M r .  H a r r i s o n ,  who chooses  t h e  board of d i r e c t o r s  and what 
i s  t h e  composi t ion of t h e  board a s  f a r  a s  occupa t ion?  M r .  Donovan, s a i d  h e  
could  o n l y  speak  f o r  Blue S h i e l d .  The board h a s  19 peop le  chosen from through- 
o u t  t h e  s t a t e  - 10 a r e  p h y s i c i a n s ,  9  p u b l i c  members a r e  chosen by t h e  same 
body. The same p u b l i c  members a r e  chosen by t h e  i n d u s t r y  who a r e  p h y s i c i a n s  
chosen by l o c a l  medica l  p e o p l e  who t h e n  choose t h e  p u b l i c  members. Huennekens - 
i n  e s s e n c e  t h e n ,  t h e  m e d i c a l  p r o f e s s i o n  chooses  t h e  p h y s i c i a n  members t o  start 
w i t h  who t h e n  choose t h e  p u b l i c  members? The p u b l i c  members are chosen by t h e  
same body. Huennekens - e s s e n t i a l l y  i t  i s  an  o p e r a t i o n  w i t h  Montana medica l  
p r o f e s s i o n .  

Rep. Huennekens - I would l i k e  t o  a s k  t h e  same q u e s t i o n  of Blue Cross .  How a r e  
your board members chosen and what i s  t h e  make-up a s  f a r  a s  occupa t ion?  M r .  
M i l l e r  s t a t e d  we have a 13-member board and t h e  board i s  chosen by t h e  c o n t r a c t -  
i n g  h o s p i t a l s  i n  Montana, a l l  of which a r e  n o n - p r o f i t  c o n t r a c t s ,  w i t h  t h e  
e x c e p t i o n  of two. Of t h e  1 3  member board,  7 r e p r e s e n t  t h e  g e n e r a l  p u b l i c .  
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They s e r v e  wi thou t  pay ,  they  g e t  n o t h i n g  whatsoever f o r  t h e i r  s e r v i c e s .  There  
a r e  5 h o s p i t a l  members on t h e  board and 1 p h y s i c i a n .  Th is  board of t r u s t e e s  
i s  chosen by t h e  c o n t r a c t i n g  hospita1.s - t h e r e  i s  a c o n t r a c t  w i t h  every  hos- 
p i t a l  i n  t h e  s t a t e .  Rep. Huennekens - i n  o t h e r  words, t h e  h o s p i t a l s  choose 
t h e  board i n  e s s e n c e ?  Yes. 

Rep. Huennekens - M r .  LaBar, where would you f i n d  t h e  d i f f e r e n c e  i n  prof i t  
between a mutua l  i n s u r a n c e  company and t h e  Blues?  M r .  LaBar s a i d  t h e r e  i s  a 
d i f f e r e n c e  i n  o p e r a t i o n  i n  terms of whether one o r  t h e  o t h e r  i s  f o r  p r o f i t .  
Requirements t o  be a  h e a l t h  s e r v i c e  o r g a n i z a t i o n  a r e  s e t  f o r t h  i n  a p a r t i c u -  
lar  s e c t i o n  of our law, and a r e  f a i r l y  d e t a i l e d .  Requirements d o  n o t  a p p l y  
t o  t h e  mutua l  i n s u r a n c e  companies. Another d i f f e r e n c e  is,  of c o u r s e ,  t h e  
d i f f e r e n c e  i n  a d m i n i s t r a t i o n  c o s t s .  D i f f e r e n c e  i n  t h e  inves tments  t h a t  t h e s e  
companies can make - h e a l t h  s e r v i c e s  c o r p o r a t i o n s  a s  opposed t o  t h e  mutua l  
companies. It may be  t h a t  mutua l  companies may have o t h e r  l i n e s  of b u s i n e s s  
t h a t  may be  u n d e r w r i t i n g  t h i s  p a r t i c u l a r  b u s i n e s s .  I n  Blue Cross and Blue 
S h i e l d  you have o n l y  one b u s i n e s s  t h a t  t h e  company i s  i n  and t h a t  is  t o  p r o v i d e  
h e a l t h  s e r v i c e s  t o  t h e  peop le  of Montana. We d o n ' t  have an  o m o r t u n i t v  t o  
c a r r y  comparable l i n e s  o r  u n d e r w r i t e  on a  comparable b a s i s .  With t h e s e  com- 
~ a n i e s  i t  depends upon t h e  o p e r a t i o n  from y e a r  t o  y e a r .  I n  terms of non- 
p r o f i t  and p r o f i t ,  you may s a y  t h a t  b o t h  of t h e s e  may b e  non-prof i t .  b u t  i n  
a l a r g e r  s e n s e  t h e r e  is  a  s u b s t a n t i a l  d i f f e r e n c e .  

Rep. Huennekens - you mean i n  t h e  l a r g e r  s e n s e  t h e y  a r e  making a  p r o f i t ?  Mr. 
LaBar s a i d  i n  t h e  l a r g e r  s e n s e  t h e r e  i s  a  s u b s t a n t i a l  d i f f e r e n c e  between t h e  way 
t h e s e  two companies d o  b u s i n e s s .  Rep. Huennekens - But n o t  i n  t h e  m a t t e r  of 
making a  p r o f i t ?  M r .  LaBar s a i d  whether o r  n o t  t h e y  make a p r o f i t ,  you shou ld  
look  a t  t h e  a d m i n i s t r a t i v e  c o s t s .  That i s  t h e  way of look ing  a t  whether o r  
n o t  t h e y  make a  p r o f i t  because  i f  a  company, f o r  example, i n v e s t s  40% of i t s  
income d o l l a r s  i n  a d m i n i s t r a t i o n  c o s t s  compared w i t h  one t h a t  i n v e s t s  10% - 
f r a n k l y ,  h e  s a i d  he d i d n ' t  have t h e  s t a t i s t i c s  on mutual  companies and t h a t  
may n o t  be  a f a i r  compar i s ion ,  b u t  h e  u n d e r s t a n d s  t h e r e  i s  a s u b s t a n t i a l l y  
l a r g e r  a d m i n i s t r a t i v e  c o s t  f o r  t h o s e  companies - h e  would say  t h a t  t h e  d i f -  
f e r e n c e  i n  whether  t h e y  a r e  n o n - p r o f i t  i s  q u e s t i o n a b l e ,  because  i t  c o s t s  more 
t o  o p e r a t e  t h o s e  companies t h a n  i t  does  f o r  companies l i k e  h e a l t h  s e r v i c e s  
o r g a n i z a t i o n s .  

Rep.  Huennekens - M r .  Meagher, o f f  t h e  top  of your head would you s a y  t h a t  t h e r e  
i s  a  g r e a t  d i f f e r e n c e  i n  t h e  a d m i n i s t r a t i v e  c o s t  between a  mutual  company and 
a  n o n - p r o f i t  company? M r .  Meagher s a i d  he  r e a l l y  d i d n ' t  t h i n k  so .  

Rep. Fabrega - M r .  Donovan, you mentioned your o p e r a t i o n  c o s t  i s  about  10 o r  
11% and l o o k i n g  over  your l a s t  y e a r ' s  r e p o r t  t o  t h e  Commissioner, i t  looks  
more l i k e  11 1 / 2 %  on t h a t  - t h e  p r i v a t e  s e c t o r  is  c o n s i d e r a b l y  h i g h e r .  Is 
i t  more t h a n  2 3 / 4 %  h i g h e r ?  M r .  Donovan s a i d  t h e y  w i l l  f u r n i s h  t h e  committee 
w i t h  a n  a n n u a l  s t u d y  w i t h  a  c h a r t  which l is ts  income and expenses  of l a r g e r  
companies. It i s  h i g h e r .  Rep. Fabrega - s o  a c t u a l l y ,  t h e  2 3 / 4 %  i s  be ing  
passed on t o  t h e  u s e r s  of t h e  s e r v i c e ?  M r .  Donovan assumed so .  

Rep. R e i c h e r t  - Rep. Fabrega,  r e l a t i n g  t o  tes t imony given by V i r g i l  M i l l e r ,  
I b e l i e v e  M r .  M i l l e r  s a i d  Blue Cross had a r e s e r v e  of $5.6 m i l l i o n  and t h a t  
approx imate ly  h a l f  of t h a t  o r  $2.8 m i l l i o n  is  i n v e s t e d  i n  C D ' s  i n  Montana 
banks,  i f  HB 646 p a s s e s ,  would t h a t  money b e  e l i g i b l e  f o r  314% t a x  because  
i t  i s  i n v e s t e d  i n  Montana? Rep. Fabrega s a i d  t h a t  would be  h i s  unders tand ing .  
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Rep. R e i c h e r t  wondered how t h e  Blue Cross and Blue S h i e l d  would f e e l  about  t h e  
3 / 4 %  i f  t h e  money i n v e s t e d  i n  Montana would a p p l y  t o  a l l  i n s u r a n c e .  She asked 
M r .  M i l l e r  i f  t h e i r  f e e l i n g s  would be q u i t e  a s  s t r o n g  a s  t h e y  a r e  abou t  HB 873. 
M r .  M i l l e r  s a i d  they  would be a t  l e a s t  2% l e s s .  H e  had n o t  s t u d i e d  HB 646 
because  he  d i d  n o t  r e a l i z e  he  would be asked q u e s t i o n s  concerning i t .  They 
t r y  t o  keep t h e i r  inves tments  i n  Montana. We a r e  Montanans. 

Rep. R e i c h e r t  asked someone i n  t h e  back of t h e  room i f  they  had a  q u e s t i o n .  
They o f f e r e d  some l i g h t  on t h e  q u e s t i o n  of p r o f i t  - t h e y  d i d  n o t  u s e  a 1 1  t h e  
money p a i d  t o  them - t h e y  made a p r o f i t  l a s t  y e a r ,  however, t h e y  would n o t  
a s k  f o r  any i n c r e a s e  because  of i n f l a t i o n .  

Rep. Dozier  - I have a  q u e s t i o n  a long  t h a t  same l i n e  because  I g o t  q u i t e  a 
few c a l l s  - one of t h e  b i g  p o i n t s  t h a t  was brought  o u t  t o  m e  i s  t h a t  i n  t h e  
l a s t  4  y e a r s  some of t h e s e  peop le  have had t h e i r  r a t e s  go up 250 t o  300%. 
Did t h e  c o s t  of medica l  c a r e  go up t h a t  much o r  can someone e x p l a i n  why t h e s e  
c o s t s  went up t h a t  f a s t ?  Does anyone want t o  answer t h a t  q u e s t i o n ?  

M r .  Donovan exp la ined  t h e r e  may be a  group t h a t  had a 300% l o s s ,  s o  t h e  r a t e  
might have gone up - i t  went up 10-12% on an  i n d i v i d u a l .  On a  s p e c i a l l y  r a t e d  
group,  i t  could  have gone up 250-300%. The r a t e  depends on t h e  kind of usage  
they  have had.  Medicare supp lementa l  i n s u r a n c e  i s  a  d i f f e r e n t  breed of c a t .  
The f e d e r a l  government h a s  reduced b e n e f i t s  on about  9 c l a s s i f i c a t i o n s .  The 
h e a l t h  i n s u r a n c e  companies f i l l  i n  t h e  amount t h e  government i s  no l o n g e r  
c o v e r i n g ,  and t h u s  have t o  raise t h e i r  rate. 

We have t a l k e d  h e r e  today abou t  r e s e r v e s  a s  compared t o  inves tments .  Investments  
is  l a r g e r  than  r e s e r v e s  because  t h e r e  i s  p r o v i s i o n  f o r  emergencies which r u n s  
abou t  $4  m i l l i o n .  T h i s  i s n ' t  money t h a t  we a r e  going t o  have t o  come up w i t h  
i n  30-60 days .  Other  inves tment  i s  approx imate ly  $13 m i l l i o n .  Have $4 m i l l i o n  
a l s o  i n  C D s  i n  v a r i o u s  banks.  Blue Cross has  some C D s  i n  Montana and some 
o u t s i d e  t h e  s t a t e .  Always t r y  t o  g e t  t h e  h i g h e s t  i n t e r e s t  r a t e .  

Rep. Huennekens - Would l i k e  t o  a d d r e s s  a  q u e s t i o n  t o  b o t h  Blue Cross  and Blue 
S h i e l d .  It h a s  been a matter of governmental  p o l i c y  f o r  some rime t o  a d d r e s s  
t h e  problem of r e t i r e d  s e n i o r  c i t i z e n s ,  p a r t i c u l a r l y  t h o s e  w i t h  f i x e d  o r  lower 
income, by p r o v i d i n g  a  s p e c i a l  r e l i e f  p rocedure .  For example, r e d u c t i o n  of 
p r o p e r t y  t a x e s  on homes and r e c r e a t i o n a l  v e h i c l e s ,  and i n  t h e  p r i v a t e  s e c t o r  
we have reduced r a t e s  on p r e s c r i p t i o n s ,  e t c .  

One b i g  problem t h a t  has  been brought  t o  l i g h t  i n  connec t ion  w i t h  t h i s  p a r t i c u -  
l a r  b i l l ,  and t h a t  i s  w i t h  r e t i r e d  s e n i o r  c i t i z e n s .  Would i t  be  u t t e r l y  o f f e n s -  
i v e  t o  t h e  Blues  t o  make a  p r o v i s i o n  f o r  r e t i r e d  s e n i o r  c i t i z e n s  of lower income 
t h a t  would e l i m i n a t e  t h e  burden of t h i s  2 314% t a x  t o  them and s o l v e  a t  l e a s t  a 
p a r t  of t h e  problem t h a t  h a s  been r a i s e d  h e r e  today? Can someone answer t h i s  
q u e s t  i o n ?  

M r .  LaBar s a i d  he d i d n ' t  t h i n k  t h e r e  would be any o b j e c t i o n  t o  such  a  deduc t ion .  
But because  of t h e  n a t u r e  of t h e  h e a l t h  c a r e  s e r v i c e s ,  we do n o t  f e e l  t h a t  t h i s  
i s  a t a x  t h a t  should  be imposed on any of t h e i r  members. They do a s  goo a  job  
a s  p o s s i b l e  f o r  a l l  of t h e  peop le  who are p a r t  of t h e i r  p l a n .  Sen ior  c i t i z e n s  
a r e  a  v e r y  impor tan t  p a r t  of our program. 

Rep. Huennekens - M r .  H a r r i s o n ,  would you c a r e  t o  answer t o  t h i s  b e t t e r  t o  t h e  
Blues ,  s p e c i f i c a l l y  r e f e r r i n g  t o  t h e  s e n i o r  c i t i z e n s  and t h e i r  problems? I 



4 0 
3 / 2 / 7 9  
Page 10 

would l i k e  t o  h e a r  your answer.  M r .  Har r i son  s a i d  he d i d  n o t  t h i n k  t h a t  t h e r e  
would be  any concern  from them s p e c i f i c a l l y  a s  t o  a  p a r t i c u l a r  group;  however, 
our  concern  might  w e l l  b e  whether  o r  n o t  by c r e a t i n g  t h i s  s p e c i a l  c a t e g o r y  o r  
whatever  you want t o  c a l l  i t ,  t h a t  t h e r e  might  b e  some a n t i t r u s t ,  even c r i m i n a l  
problems,  t h a t  we cou ld  g e t  i n t o  by c r e a t i n g  something t h a t  c o u l d n ' t  be  j u s t i f i e d  
a c r o s s  t h e  board ,  u n l e s s  p o s s i b l y  i t  i s  l e g a l .  Rep. Huennekens reminded him 
t h a t  t h e  q u e s t i o n  was whether  i t  was o f f e n s i v e .  H e  t h e n  answered No. 

Rep. Huennekens - Would you t h i n k  t h a t  you have a  problem d i f f e r e n t  t h a n  t h a t  
of t h e  p h a r m a c i s t s  who p r o v i d e  a t  lower c o s t  t o  t h e  s e n i o r  c i t i z e n s ?  M r .  
H a r r i s o n  s a i d  h e  j u s t  d i d n ' t  know t h e  answer t o  t h a t  q u e s t i o n .  

Rep. Fabrega s a i d  o b v i o u s l y  t h e  committee h a s  t o  look a t  bo th  HB 873 and 465 - 
would t h e r e  b e  any o b j e c t i o n  from t h e  Blues  on d o i n g  away w i t h  t h e  premium t a x  
on p r i v a t e  p r o v i d e r s ,  and i f  s o ,  how would i t  a f f e c t  you? M r .  Donovan s a i d  
t h e y  would have no o b j e c t i o n .  

Rep. B u r n e t t  - M r .  LaBar, on Blue S h i e l d ,  you s a i d  t h e  t o t a l  r e s e r v e s  were 
appox imate ly  $5.6 m i l l i o n  and your  p o r t f o l i o  i s  abou t  $8.7 m i l l i o n ?  (Tape 
d i d  n o t  r e c o r d  h i s  answer . )  

Kep, Vinger  - I have a  q u e s t i o n  f o r  M r .  M i l l e r  o r  M r .  Meagher. You mentioned 
6 o r  8 o t h e r  s t a t e s  a r e  now t a x i n g  Blues.  Do you know who t h e s e  s t a t e s  a r e  
and i f  s o ,  what p e r c e n t a g e  i s  b e i n g  t a x e d ,  do  you have any i d e a ?  Rep. Huennekens 
asked i f  M r .  Meagher would know. M r .  Meagher s a i d  they  had j u s t  done a  s t u d y  
and t h e  main two v a r i a n c e s  t h e y  found would be i n  Alaska and t h e  S t a t e  of 
Alabama. They t a k e  t h e  t o t a l  income i n  f e e s  c o l l e c t e d  and d e d u c t  t h e  c l a i m s  
p a i d ,  then  t a x  a t  a  r a t e  of 6% on t h a t  u n d e r w r i t i n g  c o s t .  Another s t a t e  i s  
d o i n g  i t  s i m i l a r l y  a s  t o  r a t e  and t a x ,  e t c .  Montana and most o t h e r  s t a t e s  
a s  w e l l  a s  Utah t a x  a t  2 1 / 4 %  of n e t  premiums r e c e i v e d .  That  b e i n g  t o t a l  g r o s s  
premiums r e c e i v e d  l e s s  r e f u n d s ,  and t h e n  c a l c u l a t e  a t  r a t e  s e t .  Those a r e  t h e  
two main r e t u r n s  we g o t .  

Rep. Fagg - We heard from Blue S h i e l d  a s  t o  what t h e i r  a d m i n i s t r a t i v e  c o s t s  
a r e ,  what a r e  Blue Cross  a d m i n i s t r a t i v e  c o s t s ?  M r .  M i l l e r  s a i d  t h e i r  adminis-  
t r a t i v e  c o s t s  r u n  between 10  and 11%. Rep. Fagg - y e s ,  b u t  what does  t h a t  r u n  
i n  d o l l a r s ?  M r .  M i l l e r  s a i d  t h e y  handled rough ly  $30 m i l l i o n  t h e  p a s t  y e a r .  
T h e i r  a d m i n i s t r a t i v e  c o s t s  would be  a  l i t t l e  over  $3 m i l l i o n .  Rep. Fagg - 
what i s  t h e  t o p  s a l a r y  pa id  by Blue Cross? M r .  M i l l e r  s a i d  i n  e x c e s s  of 
$50,000 - one pe r son  i s  i n  e x c e s s .  

Rep. Huennekens - Mr. Meagher, I have s e e n  t h e  l i s t  f o r  a s  many a s  30 o r  40 
d i f f e r e n t  h e a l t h  p l a n s  t h a t  v a r y  i n  f e e s  f o r  t h e  same s e r v i c e s  - do you have 
any o p i n i o n  on t h e  r e l a t i v e  c o s t s  f o r  s i m i l a r  s e r v i c e s  between t h e  Blues  and 
p r i v a t e  i n s u r a n c e  companies whether  mutual  o r  s t o c k ?  M r .  Meagher s a i d  h e  was 
n o t  s u r e  whether  h e  unders tood  t h e  q u e s t i o n .  Rep. Huennekens r e p e a t e d  - 
whether  o r  n o t  t h e  same b e n e f i t s  a r e  p rov ided  f o r  t h e  same premium? M r .  
Meagher s a i d  he  r e a l l y  d i d n ' t  know how t o  answer t h a t  q u e s t i o n .  Rep. Huennekens - 
t h e n  you would say  t h a t  t h e r e  r e a l l y  i s n ' t  a l l  t h a t  much d i f f e r e n c e  d e s p i t e  t h e  
2 3 / 4 % ?  

The chairman s a i d  i f  t h e r e  a r e  no  f u r t h e r  q u e s t i o n s  from t h e  committee,  t h e  
h e a r i n g  on HB 873 would be c l o s e d .  He thanked a l l  f o r  a t t e n d i n g .  

Hearing ad journed  t o  u s u a l  room 434 i n  C a p i t o l  Bu i ld ing  t o  h e a r  o t h e r  scheduled 
b i l l s .  
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Rep. B u r n e t t ,  D i s t r i c t  #71,  L u t h e r ,  MT, sponsor ,  expl-ained HB 830 is  a  b i l l  
t h a t  would t r a n s f e r  a l l  p r o p e r t y  t o  a  s u r v i v i n g  spouse  wi thou t  any i n h e r i t a n c e  
tax. It p r o v i d e s  f o r  a  15-year d e f e r r a l  of any t a x  due because  of t r a n s f e r  of 

p r o p e r t y  t o  a  c h i l d  and a l l o w i n g  a  c r e d i t  f o r  t h e  number of 
HOUSE BILL y e a r s  t h e  farm o r  b u s i n e s s  i s  owned by t h e  c h i l d .  

830 Rep. B u r n e t t  t h i n k s  a  w i f e ' s  name should b e  inc luded  on any 
p r o p e r t y  and why a  man does  n o t  do t h i s ,  h e  cannot  unders tand .  

Bkcause of t h i s ,  t h i s  law would r e c o g n i z e  a  w i f e  had r i g h t s .  T h i s  r e c o g n i t i o n  
h a s  n o t  been made p r e v i o u s l y  and he  t h i n k s  i t  h a s  been a  most u n f a i r  t a x .  Also 
a son o r  daughte r  h a s  t o  buy back any l a n d  o r  b u s i n e s s  when i t  is  i n h e r i t e d  and 
many t imes  t h e  farm h a s  t o  be s o l d  t o  pay i n h e r i t a n c e  t a x e s .  

T h i s  b i l l  i s  based on a  15-year pe r iod  a l lowance  t h a t  t h e  p r o p e r t y  must be  kep t  
a s  a  farm o r  ranch  i n  o r d e r  t o  have t h e  b e n e f i t  of i n h e r i t a n c e  t a x  d e f e r r a l .  
Otherwise ,  t h e  p r o p o r t i o n a t e  amount of t a x  due must be  pa id  when p r o p e r t y  is  
s o l d .  

Mons Te igen ,  Montana Stockgrowers  A s s o c i a t i o n ,  s a i d  SR 508 would i n s e r t  f e d e r a l  
language i n t o  s t a t e  s t a t u t e s  t o  accompany t h i s .  He would l i k e  t h e  committee t o  
remember t h a t  t h e r e  is  o t h e r  l e g i s l a t i o n  coming and would hope t h a t  when t h e y  
a l l  g e t  a c r o s s  t h e  two houses ,  you can work something o u t  t h a t  would be  of 
b e n e f i t  t o  fa rmers  and r a n c h e r s  and s m a l l  businessmen. T h i s  a f f e c t s  s m a l l  
businessmen j u s t  a s  w e l l  a s  i t  a f f e c t s  f a rmers  and r a n c h e r s  i n  p r e s e r v i n g  t h e  
fami ly  farm. The b e s t  way is t o  have some c o r r e c t i v e  i n  t h e  i n h e r i t a n c e  f i e l d  
t o  keep f a m i l i e s o n  t h e  farms. It would b e  b e t t e r  t o  keep peop le  on t h e  farms 
through t h i s  way t h a n  through any o t h e r  way. 

Tom S t o h l ,  a d m i n i s t r a t o r  of t h e  I n h e r i t a n c e  Tax D i v i s i o n ,  of t h e  Department of 
Revenue, does  n o t  oppose HB 830 a t  t h i s  t ime.  There  i s  a S e n a t e  B i l l  508 t h a t  
w i l l  p robab ly  come over  from t h e  Sena te .  The committee should b e  aware of 
HB 510. He recommends a t  t h i s  t ime HB 830 b e  h e l d  f o r  f i n a l  a c t i o n  u n t i l  a l l  
b i l l s  a r e  b e f o r e  t h e  committee t o  d e c i d e  i f  any one i s  b e t t e r  t h a n  a l l  t h r e e .  

There  were no opponents .  

R e p .  B u r n e t t  c l o s e d  s a y i n g  h e  f e e l s  t h e  committee needs  t o  have a l l  b i l l s  
b e f o r e  them and c o r r e l a t e  t o  come o u t  w i t h  one b i l l .  H e  i n d i c a t e d  when he  
had i t  r e s e a r c h e d  t h a t  a l l  b i l l s  should  be  pu t  i n t o  one a t  t h a t  t ime.  Do 
need t o  p a s s  some b i l l .  

R e p .  Edward L i e n ,  D i s t r i c t  #49,  McCone County, sponsor  of HB 814, exp la ined  
t h i s  b i l l  would a b o l i s h  t h e  Montana i n h e r i t a n c e  and e s t a t e  t a x  f o r  d e c e d e n t s  
who d i e  a f t e r  December 31,  1978. Th is  b i l l  i s  t h e  most s e v e r e  a s  f a r  a s  

revenue from t h i s  t y p e  of t a x  i s  concerned.  
HOUSE BILL 

An amendment t o  change December 31, 1978 t o  December 31,  
814 1980, and t o  change January  1, 1979 t o  January  1, 1981  

was o f f e r e d  by Rep. L ien .  T h i s  b i l l  e l i m i n a t e s  unpopular  
and unsavory way of fund ing  \he g e n e r a l  fund.  T r e a t s  everyone e q u i t a b l y .  
There  would be  no i n h e r i t a n c e 7 f f  t h e  b i l l  p r e v a i l s .  It  would reduce  s t a t e  
revenue $ 6  m i l l i o n  p e r  y e a r  - $12 m i l l i o n  i n  t h e  biennium. 

A r e  t r y i n g  t o  g e t  Montana comple te ly  o u t  of t h i s  t a x ,  It w i l l  t a k e  e f f e c t  
a f t e r  December 31, 1980 and t h e n  w i l l  be  1 8  months a f t e r  t h a t  b e f o r e  t h e  
e f f e c t s  t a k e s  p l a c e  and t h e  s t a t e  f e e l s  t h e  e f f e c t s .  
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Sharon P e t e r s o n ,  r e p r e s e n t i n g  WIFE, W.F.U.N.F.O., Farm Bureau, Grange, Montana 
C a t t l e m e n ' s  A s s o c i a t i o n ,  Helena,  which have about. 80,000 members who a r e  Montana 
c i t i z e n s ,  asked f o r  passage  of HB 814. 

L u c i l l e  Anderson, speak ing  f o r  1800 Montana Cowbelles,  f e e l  Montana i n h e r i t a n c e  
t a x  laws a r e  unnecessa ry  and u n f a i r .  See  h e r  tesimony a t t a c h e d .  

Nora Hanson and Howard Hanson, Big Timber, a r e  f a m i l y  ranch  owners and are i n  
s u p p o r t  of HB 814. They e x p l a i n  t h e i r  s e n t i m e n t s  r e g a r d i n g  i n h e r i t a n c e  t a x e s  
on a t t a c h e d  t es t imony .  

Gene S p i l d e ,  Big Timber, t h i n k s  t h i s  i s  a  b i l l  t h a t  is  long overdue.  

S t e v e  Doher ty ,  Northern P l a i n s  Resource Committee, i s  concerned about  t h e  
e f f e c t s  of t h i s  s u b j e c t ,  HB 814 and on HB 830. He t h i n k s  i t  is  t ime  t h o s e  
t a x e s  were c a r e f u l l y  looked a t .  P r e s s u r e s  a r e  ha rd  enough and i f  we want t o  
keep l a n d  i n  ~ o n t a n a n k  hands and o p e r a t e d  by Montanans, h e  t h i n k s  it is  t ime  
t o  do something about  i t .  

A l i c e  F r y s l i e ,  Montana C a t t l e m e n ' s  A s s o c i a t i o n ,  Helena,  s u p p o r t s  HB 814. See 
t es t imony  a t t a c h e d .  Other  proponents  a r e  l i s t e d  on a t t a c h e d  v i s i t o r s '  r e g i s t e r .  

B i l l  G r o f f ,  S p e c i a l  L e g i s l a t i v e  Adviser  f o r  t h e  Department of Revenue, t o l d  t h e  
committee t h e y  s e t  t h e  p o l i c y .  There  a r e  some e r r o r s  i n  t h i s  p i e c e  of l e g i s l a -  
t i o n .  L i f e  i n s u r a n c e  p o l i c i e s  a r e  s t i l l  inc luded  i n  t h e  t a x .  Some t h i n g s  on 
t h e  t r a n s f e r  of t h e  p r o p e r t y  t h a t  have t o  be  cons idered  on t h i s .  He would l i k e  
t o  work w i t h  a  subcommittee on t h i s  s i n c e  t h e r e  a r e  some e r r o r s  i n  t h e  b i l l .  

Tom S t o h l ,  a d m i n i s t r a t o r  of I n h e r i t a n c e  D i v i s i o n ,  DoR, a g r e e s  w i t h  M r .  G r o f f .  
There  is  one problem - t h e  Montana e s t a t e  t a x .  There  seems t o  be  a  g r e a t  d e a l  
of confus ion .  The Montana e s t a t e  t a x  does  n o t h i n g  more t h a n  t o  p i c k  up t h e  
f e d e r a l  c r e d i t  on 706. The maximum c r e d i t  i f  you do n o t  pay t h e  S t a t e  of 
Montana on a  $ 2  m i l l i o n  e s t a t e  w i l l  n o t  b e  saved - i t  w i l l  go t o  t h e  f e d e r a l  
government because  of a  d e d u c t i b l e  a l lowance.  

Rep. L ien  c l o s e d  say ing  HB 814 was d r a f t e d  a s  a  r e p e a l e r ,  b u t  i t  r a n  i n t o  
problems. W i l l  have t o  be f i n e  tuned.  T h i s  h a s  been a n  a b s o l u t e  bonanza f o r  
l i f e  i n s u r a n c e  companies. Thinks  t h e  t a x  should be  e q u i t a b l e  on a l l  forms of 
b u s i n e s s .  

Questi 'ons - 
Rep. B e r t e l s o n  asked M r .  S t o h l i f t h e  e s t a t e  t a x  were d e l e t e d  from t h i s  b i l l  
we would c o n t i n u e  t o  pay t h e  same t a x .  It would j u s t  b e  going t o  Montana n o t  
t h e  f e d e r a l  government. M r .  Groff  s a i d  abou t  $ 2  m i l l i o n ,  i n  excess  of $1.5 m i l -  
i o n ,  b u t  n o t  exceeding $ 2  m i l l i o n  would be  t a k e n  o u t  of Montana's  funds  and 
g iven  t o  Washington. I f  you have n o t  p a i d  t h e  S t a t e  of Montana t h a t  amount, 
t h e y  remove t h a t  c r e d i t  and you have t o  pay it t o  t h e  government. 

Rep. Fabrega s a i d  t h e  c r e d i t  f o r  s t a t e  d e a t h  t a x e s  - f i r s t  o f  a l l  t h e r e  is  a 
$30,000 u n i f i e d  c r e d i t  a p p l i e d  a g a i n s t  t h e  t a x  and t h e n  as i t  becomes t a x a b l e  
(on a  f e d e r a l  schedu le  - is  c h a r t e d  by f e d e r a l  government) it  comes i n t o  be ing  
w i t h  no s u r v i v i n g  spouse p robab ly  a t  $400,000; w i t h  a spouse,  probably  a t  
$800,000. 

Rep. Johnson asked M r .  S t o h l  i f ,  under HB 830, o n l y  t h e  amount t h a t  exceeded 
t h e  c r e d i t  cou ld  be  d e f e r r e d .  He s a i d  t h e  Montana s t a t e  t a x  r e q u i r e s -  t h a t  
t h a t  amount be  pa id  w i t h i n  t h a t  t ime .  
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Rep. Vinger:  I f  an i n d i v i d u a l  owns a  house i n  town, t h e  man p a s s e s  away and 
t h e  w i f e  p a s s e s  away - can  t h a t  c h i l d  i n h e r i t  t h a t  house  f r e e  even i f  s h e  
l i v e s  a t  c o l l e g e ?  J u s t  f o l l o w s  t h e  l i n e  of deceden t .  

EXECUTIVE SESSION 

HOUSE BILL 524 - T h i s  b i l l  d e a l s  w i t h  t h e  problem of f e d e r a l  law r e g a r d i n g  
r a i l r o a d  t a x a t i o n ,  M r .  J i m  Kenaley,  Regional  Tax Manager f o r  t h e  B u r l i n g t o n  
Nor thern ,  ~ i l l i n ~ s .  Needed m a t e r i a l  from t h e  depar tment  and r a i l r o a d s  as t o  
t h e  r e s u l t s  when a p p l i e d  t o  t h e  f e d e r a l  preempt law. L e t  r a i l r o a d  go ahead o r  
l e t  r a i l r o a d  f o l l o w  i s  t h e  q u e s t i o n .  He tu rned  t h i s  over  t o  Rep. Dass inger  f o r  
q u e s t i o n s .  

Rep. Dass inger  moved t h a t  HB 524 DO PASS. A one page s y n o p s i s  of 1978 B N ' s  
o v e r a l l  i n d i c a t o r s  was handed o u t ,  T h i s  goes  i n t o  t h e  t a x a t i o n  of BN. 

Rep. Huennekens s a i d  h e  would p r e f e r  a f i v e - y e a r  a v e r a g e  t o  s e e  i f  t h e y  were 
a b l e  t o  keep t h a t  s t a b i l i t y .  Could t h e  depar tment  change t h a t  formula and end 
up w i t h  t h e  s a m e  f i g u r e s  a t  t h e  bottom? We a r e  t a l k i n g  about  t h e  t r a n s p o r t a -  
t i o n  of BN i n  t h i s  b i l l .  I f  t h e  r a i l r o a d s  g e t  a  c l a s s i f i c a t i o n  b reak ,  would we 
have t o  do i t  f o r  a l l  u t i l i t i e s ?  

M r .  Delano s a i d  he  had worked up a  s h e e t  on BN t a k e n  from t h e  I n t e r s t a t e  
Commerce Commission r e p o r t  showing t h e i r  r a t e  of r e t u r n  on t h e  t r a n s p o r t a t i o n  
p r o p e r t y ,  I f  t h e i r  r a t e  of r e t u r n  goes  down, t h e n  t h e i r  r a t e  should  come down. 

Rep. Nordtvedt  mentioned t h e  manager ' s  a n a l y s i s  v a l u e  shows a  book v a l u e  of 
$ 1 . 3  b i l l i o n .  What k i n d s  of o p e r a t i o n  a r e  inc luded  i n  t h o s e  f i g u r e s ?  800,000 
a c r e s  w i t h  t imber  on it t h a t  i s  producing o i l  and g a s  i s  owned by BN. Would be 
look ing  a t  t h e s e  r a t h e r  t h a n  t h e  t r a n s p o r t a t i o n  p o r t i o n  of i t .  He wanted t o  
d i v o r c e  and have two o p e r a t i o n s  f i g u r e s .  Resources  e n a b l e  them t o  borrow money 
on c a p i t a l  improvements f o r  t h e  r a i l r o a d .  S u b s i d i e s  c a r r y  t h e  r a i l r o a d .  

M r .  Kenaley s a i d  t h e  conc lus ion  of v a l u e  is t h e  t o t a l  of t h e  t h r e e  above 
i n d i c a t o r s  and i s  weighted.  Rep. Nordtvedt  t h i n k s  t h e  c o s t  i n d i c a t o r  i s  a poor 
i n d i c a t o r .  M r .  Kenaley s a i d  i n  v a l u i n g  u s i n g  u t i l i t i e s ,  you u s e  t h e  work i n  
p r o g r e s s  f i g u r e s .  

Rep. Vinger asked i f  t h e  r a i l r o a d s  do any shor t - t e rm f i n a n c i n g .  M r .  Delano 
to1.d him t h e y  have a  $60 m i l l i o n  r e v o l v i n g  fund provided f o r  t h i s .  60C of t h e  
c o a l  c a r  f l e e t  i s  owned by t h e  p r i v a t e  f a c i l i t i e s  t h a t  they  s e r v e .  Rep. Vinger 
asked i f  t h e  r a t e  of r e t u r n  i s  your a b i l i t y  t o  repay  your borrowed c a p i t a l ?  M r .  
Kenaley s a i d  you a r e  g e t t i n g  i n t o  a n o t h e r  a r e a  when r e f e r r i n g  t o  r a t e  of r e t u r n  
on inves tment  . 
R a i l r o a d s  a r e  being d ivorced  from t h e  o r i g i n a l  i n t e n t  - when given l and  g r a n t s ,  
t h o s e  g r a n t s  were an  i n c e n t i v e  t o  t u r n  them over  t o  t h e  homesteader a s  an incen-  
t i v e ,  and now they  g e t  t h e i r  main income from t h e s e  g r a n t e d  l a n d s  - coming from 
t i m b e r l a n d s .  It seems t h e s e  should be  c o n s i d e r e d  a s  a  f a c t o r  i n  t h e  t o t a l  
income, t o t a l  revenue of t h e  r a i l r o a d  should be inc luded .  

Yr. Mantz, DoR, s a i d  v a l u e s  on c e r t a i n  o p e r a t i n g  p r o p e r t i e s  a r e  n o t  cons idered  
a t  a l . 1 ,  

Rep. Fabrega mentioned a t  t h e  t ime  t h e  l and  g r a n t s  were g i v e n ,  they  were  f o r  
b u i l d i n g  t h e  road and w i t h o u t  o t h e r  l and  f i g u r e s  of revenue would a lmost  be  i n  
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t h e  shape  of t h e  Milwaukee. The d e p r e c i a t i o n  investment  of $2,588,899 - does  
t h a t  a g r e e  w i t h  t h e  DoR? 

Rep. R e i c h e r t  asked i f  i t  would be  f e a s i b l e  t o  have a  t r a n s p o r t a t i o n  d i v i s i o n  
and a  r e s o u r c e  d i v i s i o n .  Couldn ' t  do what Pennsy lvan ia  r a i l r o a d  d i d  could  they?  
M r .  Mantz s a i d  t h e  depar tment  h a n d l e s  t a x e s  f o r  b o t h  s i d e s .  No, i t  s h o u l d n ' t  
happen t o  u s  u n l e s s  t h e  peop le  who own t h e  company would t u r n  u s  around.  

Rep. Wil l iams s a i d  t h e  bottom f i g u r e  of 2.25% r a t e  of r e t u r n  on t h e  t r a n s p o r t a -  
t i o n  d i v i s i o n  shown on t h e  a t t a c h e d  s h e e t ,  E x h i b i t  #1 ,  a p p l i e s  o n l y  t o  t h a t  
d i v i s i o n ;  what would be  t h e  f i g u r e  under a  combined percen tage?  Regard less  of 
t h e  v a l u e  of t h e  t r a n s p o r t a t i o n  d i v i s i o n ,  what i s  t h e  t o t a l  BN o p e r a t i o n  f o r  
1977? M r .  Kenaley s a i d  would probably  be  abou t  5%. 

Rep. Huennekens asked i f  t h e  r a i l r o a d  would o b j e c t  i f  HB 524 should p a s s  and 
i f  t h e y  a r e  a s s e s s e d  a t  12% r a t e  t o  be  e q u i t a b l e  w i t h  o t h e r  u t i l i t i e s ,  and i f  
t h e  v a l u a t i o n  i s  f i x e d  s o  t h e i r  income is  about  t h e  same a t  t h e  p r e s e n t .  Would 
t h i s  a l l e v i a t e  any l a w s u i t  p o s s i b i l i t i e s .  

M r .  Kenaley s a i d  c l a s s i f i c a t i o n  cou ld  b e  i n  t h a t  c l a s s ,  b u t  l e a v e  o f f  t h e  second 
p o r t i o n .  He asked i f  i t  were p o s s i b l e  t o  rev iew and change somewhat your  ap- 
proach s o  t h a t  t h e  y i e l d  would remain about  t h e  same. Otherwise  t h e r e  might 
be grounds f o r  a p p e a l  p r o c e s s .  

M r .  Burr s a i d  t h e  f e d e r a l  law i s n ' t  r e a l l y  t o  h e l p  r a i l r o a d s  - it  is  t o  p r e v e n t  
s t a t e s  from t a x i n g  them i n e q u i t a b l y .  He d o e s n ' t  t h i n k  HB 524 would do a n y t h i n g  - 
t a k e s  from 1 6  t o  12%, o r  wha tever ,  and d o e s n ' t  a f f e c t  assessment .  If looked a t ,  
commercial p r o p e r t y  i s  be ing  a p p r a i s e d  a t  50% of market v a l u e .  I f  market v a l u e  
i s  used ,  would s t i l l  want 55% of f a c e  v a l u e  and then  2% i n  t h e  nex t  b r a c k e t .  
There  i s  some q u e s t i o n  a s  t o  whether  a  s t a t e  can have a  c l a s s i f i c a t i o n  system. 
Doesn ' t  t h i n k  t h i s  i s  a  good ground f o r  a  c a s e  a t  t h e  p r e s e n t  t ime.  Montana i s  
one t h a t  i s  probab ly  l i a b l e  t o  a  t a x  c o u r t  c a s e .  S e c t i o n  306 s a y s  c a n ' t  d i s -  
c r i m i n a t e  a g a i n s t  r a i l r o a d s  i s  an  in f r ingement  a g a i n s t  s t a t e s ' r i g h t s  t o  t a x .  
Have t o  p rove  we w i l l  n o t  be  look ing  a t  t h e  d e p r e c i a t e d  c o s t  and t h i n g s  l i k e  
t h a t  where we t a k e  a commercial p r o p e r t y  and a s s e s s  i t  on d e p r e c i a t e d  c o s t .  
Assessment of 1 . 3  i s  j u s t  about  h a l f  of c o s t .  A l o t  of f a c t s  have t o  b e  
e s t a b l i s h e d  b e f o r e  a r a - s e c a n  be t r i e d .  E l i m i n a t e s  d i s c r i m i n a t i o n  t h a t  i s  found 
i n  o t h e r  s t a t e s .  When look ing  a t  commercial and i n d u s t r i a l  p r o p e r t y ,  w e  a r e  
l o o k i n g  a t  p r o p e r t y  t h a t  does  n o t  se l l  on t h e  open market .  U t i l i t i e s  d o n ' t  
s e l l  e i t h e r ,  and u s e  t h e  same method of e v a l u a t i o n ,  which i s  a t  100%. I f  t h e  
c o u r t  dec ided  a g a i n s t  t h e  s t a t e ,  they  wouldn ' t  j u s t  p u t  them i n  an  8.5% c l a s s  - 
t h e y  might t e l l  u s  t o  t a k e  t h e  $1.3  b i l l i o n  and t a k e  55% of t h a t .  Doesn ' t  
r e a l l y  d e a l  w i t h  t h e  assessment  of p r o p e r t y .  

Rep. Huennekens s a i d  s t a t e m e n t s  a t  t h e  h e a r i n g s  s a i d  21  s t a t e s  were be ing  i n  a  
d i s c r i m i n a t o r y  pos2 t ion .  

Rep. R e i c h e r t  mentioned t h e r e  i s  a  q u e s t i o n  of whether  r a i l r o a d s  should be i n  
a  c l a s s  by themselves ,  

Rep, Dass inger  s a i d  i f  t h e  r a i l r o a d s  won a  c a s e ,  t h e  o t h e r  p r o p e r t y  i n  t h a t  
same s t a t u t o r y  c l a s s i f i c a t i o n  would be i n  t h e  same p o s i t i o n .  

Rep. Nordtvedt asked M r .  Burr i f  r ep lacements  c o s t s  d e p r e c i a t e d  i s  t h e  b a s i s  
f o r  t a x  on m a i n s t r e e t  hardware  s t o r e s .  



4 0 
3/2/79 
Page 1 5  

Rep. Fabrega exp la ined  r e g a r d i n g  t h e  replacement  c o s t  d e p r e c i a t e d ,  I f  pu t  a t  
8.55%, you could  simply t a k e  55% of t h a t  $2,206+ m i l l i o n  and t h a t  would b e  
more d e f e n s i b l e  t h a n  t h e  u n i t a r y  method of a s s e s s i n g  on income. Replacement 
of r a i l r o a d  would n o t  be  a s  i t  i s  now. When does  v a l u e  on u n i t  v a l u e  i n c l u d e  
l a n d ,  e t c . ?  Even i f  t h e  c l a s s i f i c a t i o n  system were t h e  problem, t h e i r  composi te  
would be  d i f f e r e n t  than  8 .55.  Would be a s s e s s i n g  locomot ives ,  r ight-of-way, 
e t c . ,  i n  each c l a s s  i n  which t h a t  t y p e  of p r o p e r t y  i s  a s s e s s e d .  

B i l l  Groff  s a i d  most s t a t e s  a r e  u s i n g  a s i m i l a r  sys tem t h a t  Montana is .  

A g r e a t  many r a i l r o a d s  a r e  n o t  l and  g r a n t  r a i l r o a d s ,  Rep. Dass inger  mentioned. 
The i n t e n t  of t h e  l a n d  g r a n t s  was t h a t  i t  be  s o l d  t o  homesteaders .  

Meeting adjourned a t  12:OO noon. 

REP. HERB HUENNEKENS, Chairman 




