
HOUSE BUSINESS AND INDUSTRY COMMITTEE 

Chairman, Rep. Jerry Metcalf, called the Business & Industry 
Committee to order on March 11, 1983, in Room 420 of the Capitol 
Building, Helena, Montana, at 9:00 a.m. All members were present. 

SENATE BILL 382 

SEN. STIMATZ, District 43, sponsor, opened by saying by law if 
anyone is a member of a group health insurance plan and his 
employment is terminated, the insurance company must offer him 
the option to convert with no medical requirement. What has 
been happening is people make the conversion and then their 
premiums go steadily up. One individual's policy went from $55.10 
to $302.50 per month. Another lady's went from $29.15 to $115.40. 
They pose a greater risk for the company but by increasing their 
premiums the company shucks the people off the roles. Some of 
these people have carried this insurance for many years. The 
costs should be spread over all the people being covered. The 
bill limits to 150% of the former group rate the premium that 
may be charged for an individual policy when a person converts 
from a group plan. They must be given at least a 45 day prior 
notice of any rate increase and the premium rate for an indiv­
idual policy may not be increased during the first six months 
of coverage after conversion. 

PROPONENTS: none 

OPPONENTS: 

ALAN CAIN, Montana Physician's Service: The problem this bill 
addresses has become major because of the large number of people 
unemployed recently. This does not apply to commercial insur­
ance companies which provide 50% of the health coverage in the 
state of Montana. This would be addressed to Blue Cross and 
Blue Shield. Adverse selection is the problem. Any time you 
get into a situation where you don't get a spread of risks you 
lose money. All companies have to offer conversion policies 
without evidence of good health. Because the young and healthy 
people don't take the policy, we get left with those with health 
problems. We lost $1 million last year on the conversion plan. 
We charge about 50% of what we actually payout on the plan. 
If you begin to limit the amount that is charged, you are forcing 
the other people who carry insurance to subsidize the unhealty 
ones. Commercial insurance companies should be faced with the 
same problems. There is a problem administering this. I have 
an amendment that Sen. Stimatz has agreed to. (Exhibit #1) 
With this we would not have such a wide variety of rates in the 
plan. We would not have as much opposition to this bill if 
this amendment is adopted. 

TOM HARRISON, Blue Cross: During the last three years of un­
employment, Blue Cross has lost almost all of it's reserves. 
There are administrative problems with this bill that will cost 
money. The amendment takes much of the administrative nightmare 
out of the bill by eliminating as many as 2,400 separate groups 
and pinning that 150% cap to one group. The medical costs in 
Montana are so high and we don't have any ability to control 
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the rising costs. We want our subscribers to get the best 
possible care they can. 

SEN. STIMATZ, in closing, said he agrees with the written 
amendment and urges the committee to adopt it. He said this 
is the first step but it gives a little additional help to 
someone who is layed off. 

QUESTIONS: 

REP. SCHULTZ: If a person goes from a group plan with good 
benefits and goes to a lower plan they still are required 
to take a medical examination. Randy Cline, Blue Cross: If 
someone goes without coverage initially and they subsequently 
decide they want health coverage, the normal situation is that 
they have some pending medical care and in order to spread the 
risk, we need to have that premium from the time that person 
was eligible for coverage. Otherwise, it results in higher 
premiums for the entire group because of the adverse selection 
that takes place. 
REP. FABREGA: Sen. Stimatz, why did you limit this bill and 
exclude commercial? Sen. Stimatz: The commercial people are 
taken care of in another section of the law. It could not 
have been done neatly in one bill. They do need some of the 
same treatment. 
REP. METCALF: Under subsection 3 when the policy is converted 
at the new rate of 150% of the old policy, the Senate put 
the amendment that there should not be increases for 6 months. 
That new rate should not go into effect for 6 months or no 
additional rate increases during the 6 months? Sen. Stimatz: 
No additional increases for the first 6 months. Tom Harrison: 
The 150% would be the immediate premium and no additional 
increase for 6 months. The individuals who are in the conver­
sion group are not raised on a selective basis. You might 
get another raise but it would be because the entire gr::>up 
went up. 
PAUL VERDON: 
Tom Harrison: 
50% increase. 
REP. METCALF: 
Rep. Pavlovich 

You talk about 150% raise - you only mean 50%? 
Correct. 100% of the existing premium and a 

Who will carry this bill on the House floor? 
volunteered. 

SENATE BILL 403 

SEN. NORMAN, District 47, sponsor, opened by saying the Health 
Department is charged with inspecting all food establishments, 
hotels, motels, rooming houses, tourist campgrounds, and trailer 
courts in the state. They depend on local health departments 
to do most of these inspections. They are reimbursed from the 
license fee the state receives. The fee has not been raised 
since 1976 and this will allow it to go from $20 to $30 per 
establishment. 
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PROPONENTS: 

VERN STOL[N,Bureau Chief, Dept. of Health: I oversee inspections 
through the 35 local health entities. In my budget there is an 
appropriation of $119,418 for the purpose of reimbursing local 
health departments for their participation in the inspection 
process. There are 7,500 licenses issued every year. We pro 
rate the amount to the health units on how many establishments 
there are in their area. The $10 increase on each license is 
much easier to administer on the state level. There will be 
amendments introduced by local health departments that will 
specify the amount of money coming in that will go back to them. 
They are not necessarily getting out what they put into the 
program. 

JOAN MILES, Lewis & Clark County Health Dept.: We have approx­
imately 360 licensed establishments that need to be inspected 
at least once a year. We have three inspectors and it takes 
25% of our time. We spend $43 to $44 per licensed establish­
ment. Right now, the license fee is $20 and we get back $11. 
We support the $10 increase. It still won't pay for itself 
but we will receive $25 instead of $11. The amendments we 
offer specifies that 85% of the fees collected be returned 
to the counties. (Exhibit #2) The Title should be amended too. 

OPPONENTS: none 

QUESTIONS: 

REP. LYBECK: Counties have a hard time even with the $25 
they get back. If it costs more to inspect, why shouldn't 
we get the full cost back? Shouldn't we get the full $45? 
Ms. Miles: $45 is our county. Mr. Stole: There is a great 
variation in what they estimate their costs at - some are as 
high as $130, some $90. 
REP. KADAS: This fee is the license fee not the inspection fee? 
Mr. Stole: It's to cover the costs of inspections, even if we 
go in 12 times. 
REP. METCALF: Is someone carrying this bill to the House? 
Rep. Hansen volunteered. 

SENATE BILL 325 

SEN. MANNING, District 18, sponsor, opened by saying this bill 
revises provisions of the Montana insurance law to include funds 
invested in certificates of deposit of Montana financial insti­
tutions as "Montana Securities" to allow an insurer who has 
half of his paid-in stock invested in Montana securities to 
deduct from premium tax Montana taxes already paid during the 
same year. With this bill, companies would invest their money 
in Montana and create more jobs within the state. (Exhibit #3) 
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PROPONENTS: 

NORMA SEIFFERT, Chief Deputy, Montana Insurance Department: 
We have thoroughly inspected the bill and the amendments and 
feel it is entirely acceptable. 

OPPONENTS: none 

QUESTIONS: 

REP. SCHULTZ: If it's only $9,500, how are you going to get 
more jobs out of it? Rep. Metcalf: Right now $400,000 is 
invested in a Minnesota firm and it would be invested in 
Montana. Your fiscal note will explain it. 

REP. METCALF: Who will carry this bill to the House? 
Rep. Fabrega volunteered. 

EXECUTIVE SESSION 

SENATE BILL 325 

REP. FABREGA: I move SENATE BILL 325 BE CONCURRED IN. 
QUESTION: The motion carried unanimously. 

SENATE BILL 382 

REP. PAVLOVICH: I move the amendment. 
QUESTION: Motion carried unanimously. 
REP. ELLISON: I move SENATE BILL 382 BE CONCURRED IN AS 
AMENDED. 
QUESTION: Motion carried unanimousily. 

SENATE BILL 403 

REP. SCHULTZ: I am against a flat fee because I think the 
ones that cause the most problems should pay the most. 
REP. HANSEN: I am on the Board of Sanitation. We tried 
to figure out some kind of individual inspection fee. I 
think we will probably corne back with a bill that will be 
so much for restaurants and so much for campgrounds. 
Missoula's cost $65 and they need the increase. 
REP. METCALF: There is not a fee in this state that is 
based on actual costs. 
REP. ELLISON: I move the amendments. 
QUESTION: Motion carried unanimously. 
REP. FAGG: I move SENATE BILL 403 BE CONCURRED IN AS AMENDED. 
QUESTION: The motion carried with Rep. Schultz voting no. 

SENATE BILL 392 

REP. FABREGA: I move SENATE BILL 392 BE CONCURRED IN. 
QUESTION: Motion carried with Rep. Schultz & Ellison voting no. ~ 

SENATE BILL 249 
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REP. FABREGA: It bothers me that the Dept. of Commerce should 
publish a standard rate when they don't have a publication 
that accurately reflects it. I would be much more comfortable 
saying New York prime. Everyone can read the Wall Street Journal. 
These are not. regulated 1enders ••. this is any private party. 
Mr. A1ke, Dept. of Commerce: They would be interested in the 
Federal Treasury rate, not the prime rate in New York. The 
Wall Street publishes every day the all-money rate. 
REP. FABREGA: I move we reconsider our action on SB 249 
because I don't think the Department should be bothered with 
these things. We can take the department out of it altogether. 
QUESTION: The motion carried unanimously. 
REP. METCALF: Who will enforce this? Mr. A1ke: The department 
doesn't enforce private parties. 
REP. METCALF: Paul Verdon and Rep. Fabrega will work out the 
amendments for the committee's consideration. 

The hearing adjourned at 10:00 a.m. 

L~r, Secretary 
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AMENDMENTS TO SB # 382 

Page 2, line 14 

Strike all of lines 14, 15 and 16. 

Insert: 

"the insurer's highest group rate for a policy with 
the same benefits as the conversion policy." 



PROPOSED AMENDMENTS TO SENATE BILL NO. 403: 

1. Title, line 9. 
Following: "MCA" 
Insert: "; AND PROVIDING FOR AN ACCOUNT WITHIN THE EARMARKED 

REVENUE FUND" 

2. Page 2, line 2. 
Following: "deposit" 
Strike: "receipts" 
Insert: "85% of the fees collected in the earmarked revenue fund 

to the credit of the local board inspection fund account 
created by [section 4], and the balance of the fees" 

3. Page 2, lines 8 and 9. 
Strike: line 8 in its entirety through "of" on line 9 
Insert: "It shall deposit 85% of the fees collected in the earmarked 

revenue fund to the credit of the local board inspection fund 
account created by [section 4], and the balance of the fees in" 

4. Page 2, line 14. 
Strike: "Fees collectedby the" 
Insert: "The'r-
Following: "shall" 
Strike: "be" 

5. Page 2, line 15. 
Strike: "deposited" 
Insert: "85% of the fees collected in the earmarked revenue fund to 

the credit of the local board inspection fund account created 
by [section 4], and the balance of the fees" 

6. Page 2. 
Following: line 15 
I~sert: "NEW SECTION. Section 4. Account established. There is 

within the earmarked revenue fund a local board inspection fund 
account. 

Section 5. Section 50-50-305, MCA, is amended to read: 
150-50-305. Department to pay local board for inspections. 

(1) Before June 30 of each year, the department shall pay to 
a local board of health, as established under 50-2-104, 50-2-106, 
or 50-2-107, an amount from any-~enera±-fttna-a~~re~f~a~~en-~e 
~he-depa~ement the local board inspection fund account created 
by [section 4] which is for the purpose of inspecting estab­
lishments licensed under this chapter; provided, however, that 
there is a functioning local board of health and that the 
local board of health, local health officers, and sanitarians 
assist in the enforcement of the provisions of this chapter 
and the rules adopted under it. ~ 

(2) The funds received by the local board of health shall 
be deposited with the appropriate local fiscal authority and 
shall be in addition to the funds appropriated under 50-2-108 
through 50-2-114. 1 



Section 6. Section 50-51-303, MCA, is amended to read: 
'50-51-303. Department to pay local board for in­

spections. (1) Before June 30 of each year, the department 
shall pay to a local board of health, as established under 
50-2-104, 50-2-106, or 50-2-107, an amount from a~y-~e~e~al 
£tl~~-app~e~~~a~~efi-~e-~fte-~e~a~effle~~ the local board inspec­
tion fund created by [section 4J which is for the purpose of 
inspecting establishments licensed under this chapter; provided, 
however, that there is a functioning local board of health I 
and the local board of health, local health officers, and 
sanitarians assist in the enforcement of the provisions of 
this chapter and the rules adopted under it. 

(2) The funds received by the local board 
be deposited with the appropriate local fiscal 
shall be in addition to the funds appropriated 
through 50-2-114.' 

of health shall 
authority and 
under 50-2-108 

i 
Section 7. Section 50-52-302, MCA, is amended to read: 

'50-52-302. Department to pay local board for inspection. 
(1) Before June 30 of each year, the department shall 

pay to a local board of health, as established under 50-2-104, 
50-2-106, or 50-2-107, an amount from afty-~efie~a~-£~~a-a~~=e­
~~±a~~efi-ee-~fte-ee~a~~fflefie the local board inspection fund 
created by [section 4J which is for the purpose of inspecting 
establishments licensed under this chapter; provided, however, 
that there is a functioning local board of health and that 
the local board of health, local health officers, and sani­
tarians assist in the enforcement of the provisions of this 
chapter and the rules adopted under it. 

(2) The funds received by the local board of health 
shall be deposited with the appropriate local fiscal authority 
and shall be in addition to the funds appropriated under 
50-2-108 through 50-2-114. ," 
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February 15, 1983 

OFFICE OF 

E. Y. "SO~NY" Ol\IHOLT 
STATE AUDITOR 

COMMISSION!R OF INSURANCE 
SECURITIES COMMISSIONER 
CENTRAL PAYROLL SYSTEM 

HELENA.~loNTANA 59604 

TO: SEHATOR DICK MA.'mING, District 18 

FROH: TERRY MEAGHER 

RE: SE. 325 - to expand the definition of "HOHTAi~A SECURITIES" 
by amending Sec. 33-2-705(3-b), HCA 

This memo is in response to your request for further information on the effect 
of this legislation. 

Currently the definition of "Nontana Securities" includes only the following: 

1. General obligations of the State of Hontana. 
2. General obligations of Hontana political subdivisions. 
3. Mortgage loans secured by a first lien upon real estate located in }IT. 
4. Real estate located in Hontana mmed by the insurer. 

On p.4, lines 12 through 15, SB 325 proposes to add onel.additional item to the 
above four items currently defined, as follow's: 

5. Certificates of deposit invested in a bank or building and loan assoc­
iation located in Montana and whose deposits are insured by an agency of 
the United States. 

This definition of "Hontana Securities" is tied to the payment of premium taxes in the 
Insurance Code. Section 33-2-705, MCA provides for two alternative methods of cal­
culating premium taxes due from insurance companies. Both methods include a refer­
ence to "Montana Securities". Domestic insurers (one incorporated under the laws of 
Uontana) may choose either method that may be more beneficial and foreign insurers 
(one incorporated under the laws of another state) are subject only to Sec. 33-2-705 
(2-b-ii), MGA. 

The first method (only available to domestics) provides for a decreasing premium tax 
rate as the percentage of total investment in "Montana Securities" increases. 

THE INSURANCE AND SECURITIES DEPARTMENTS WERE CREATED FOR THE PROTECTION OF 



Page 2 
Senator Dick lianning 
"MOUTANA SECURITIES" 

The second method provides that if an insurer has an amount not less than 50% of its 
paid-in-capital invested in "Hontana Securities" then it is allowed to deduct (as a 
tax credit) \vhatever tax it may have already paid to the State of Hontana and its 
political subdivisions fro~ the premium tax otherwise due for that year. The only 
other type of tax that an insurer is subject to for this purpose is the tax on real 
and tangible personal property located in this state. 

It seems that the underlying reasoning behind all of the above law as it currently 
stands is to encourage insurers to invest their funds within Montana or to Make funds 
available for Montana residents to invest therein by giving theM a tax break incen­
tive. It would seem that to include certificates of deposit issued by financial 
institutions located within Montana \vould be consistent H'ith the prior reasoning. 
This would help create a healthier climate for insurers to operate which in turn im­
proves I1ontana's economy by creating jous, and increasing the funds available for 
investments in Hontana Securities. Encouraging the insurance industry may be more 
desirable than others because it doesn't polute or cause other environmental problems. 

In my opinion, the proposed legislation would only decrease annual general fund revenue 
collections by approximately $9,500. After reviewing last year's tax records, SB 325 
should only affect one company ~"hich has to be a domestic insurer. They currently are 
so small that it takes a major portion of their assets to meet the custodial deposit 
requirements in another section of the Insurance Code. Those requirements are must more 

t 
• 

J 

1 
i 

conservative regarding types of securities eligible for deposit. These include cash ~ 
!il or certificates of deposit and U.S. or State bonds. It does not include mortgages or i 

real estate. If the definition of "Montana Securities" was expanded to include "Hontana 
Certificates of Deposit," then this small do~estic could meet the eligibility require­
ments of both the deposit section and the tax section to allow them at least some of 
the tax break. 

There are eight domestics in Hontana. The t\"ro largest pay no premium tax due to the \1 
tax credit offset provision. The domestic that could be affected by S.B. 325 now pays • 
the largest amount of premium tax ($51,959 for 1981) of any domestic. They currently 
have $400,000 in C.D.'s on deposit with the Insurance Department. If these were eli­
gible under the definition of "}fontana Securities", this company's tax rate would be I 
2~~~ instead of 2-3/4%. That ~ of 1% difference times $1,889,420 taxable premium. equals .. 
the $9,447 reduction in annual general fund reve~ue collections. 

I 
TIle tax treatment used by all eight domestic insurers is as follows: • 

5 company -
1 company -
1 company -
1 company -

tax credit offset provision 
reduced tax rate provision 
reinsures only and not taxable 
not eligible for any tax incentive 
(this is the company used in the above 
example that would benefit from SB. 325 and 
now pays $51,959 per year at the full 2-3/4~ rate). 

I. I 

I 

I 
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----~~--------------------------------------------------------

STATE OF r.1OrrrMJA 
'JQ- n-> 

REQ~.iF:ST ,';Q •. , 5 - ~~;) . --- .. -------- ..... 

~.r.· 

'-

FISCAL NOTE 

Form 8{)·/5 --------_ .. _---
In compliance with a written reque~t recei~ed __ .. L_G.L .. s R '52 ,--- . 
for ___ .. '/ - ._Q .. ___ . pursuant to' Title 5, C!la;"H 4, Pdrt 2 of tbe jI,jOrltJfld Cod" Ai1not"~'!d P.1CAI. 

is r: 'hy 

, Background inform<.ltion used in deve!op:ng this Fisc]! Note is a'/Ji;.;Gie from the Office of E3udS':t and Pro:;r3r.l Pi3nrllng. to members 

@wof the Legislature upon reqlwsr, . 

. -------------------------------------
DESCRIPTION OF PROPOSED LEGISLATION: .. 
Senate Bill 325 revises the definition of "Montana Securities" to 
include funds invested in ce~tificates of deposits in Montana 

.. financial institutions fo~ the pur-poses of computing th(': premium tax 
on insurers. 

-

... 

Assm·1PTION5 : 

1. Assume that 1 domestic insurer would move its $400,000 ce~tificate 
from Minnesota to Montana. 

2 •. Assume that no foreign insurers would make any move of deposits. 

General F,md 
Net Decrease in Revenue 

COt-lHENTS : 

FY 84 

1-9 r 500~ 

$9,500 

FY 85 ---
19.,500 L 
$9,500 

The di fferential could increase sl ightly bu!: vlOuld not cause a net 
smaller income in ensuing years • 

Passage of this act should have a beneficial effect on the home area 
of the insurer. 

BUDGET DIRECTOE 

Office of nudget Dncl Progr;Jm Planning 

Datt': ._. -----_._._--
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