MINUTES OF THE MEETING OF THE APPROPRIATIONS SUB-COMMITTEE ON
ELECTED OFFICIALS AND HIGHWAYS
February 11, 1983 (Tape 66, Side B,

Tape 67 and 68)

The Appropriations Sub-committee on Elected Officials and Highways
met at 7:00 a.m. on February 11, 1983 in Room 437 with Chairman
Quilici presiding. The following members were present:

Chairman Quilici Senator Dover
Rep. Connelly Senator Keating
Rep. Lory Senator Van Valkenburg

Senator Stimatz
Also present: Cliff Roessner, LFA, and Doug Booker, OBPP.

WORK SESSION

Governor's Office

Security

The Department of Administration came up with a minimum recom-
mendation on Security outlined on pages 1, 2 and 3 of Exhibit 1.
Dave Wanzenried was asked to go over the budget with the committee.
He referred to page 2. He said during the 1981 Legislature, there
were two appropriations made; one to the Department of Administra-
tion in the amount of $60,000 and an appropriation of $36,000

for two fiscal years to the Governor's Office for a total appropri-
ation of $132,000. The total expenses were $80,471 with a balance
of $51,529 that was not expended. The following page gives a
detailed listing of expenses. This is broken down into two
categories—--"hardware and equipment" and "personal services."

Page 1 of the handout is a summary of what our request will be

for the upcoming biennium. Recognizing that the secret service™
and a number of other firms have identified that we have major
security problems for the Governor and the Capitol security com-
plex and balancing that against the economic situation, we find
ourselves in a tight budget and scarce dollars at a time when

we are trying to supply heat for the elderly, eye glasses, den-
tures, and the rest. We feel that this offers about the best
compromise possible between those two apparent needs. We would
ask for one additional FTE to be assigned to the Department of
Administration and then three categories of additional Capitol
improvements: One for the Air Corps which would establish a peri-
meter security system there much like the one that exists at the
residence (not quite as elaborate) but one for the hangar that
would prevent entry into the building and have a system tied in

to the Police Department like the one at the Executive Residence.
Mansion security, as you recall, there is no smoke, gas, or

fire detection system in the house. This is a rough estimate
based on the best numbers we have available.
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Capitol Security Improvements would be security improvements,
primarily in the Governor's Office area, and that would include
emergency lighting and the other items that were listed in the
secret service report. $1,000 for training for security for

one additional FTE and the current FTE. The total requested
expenses would be $71,876.- The new dollars to fund this pro-
posal would be in the neighborhood of $20,000. This does

not address the major problem of security for the Capitol Buil-
ding. The Department of Administration has done a great deal

of work on a minimum level of updating service and security
available to the Capitol and the Capitol Complex. The Governor
would recommend, for this biennium, because the situation is as
tight as it is, that we forego that and try to improve the level
of services we have available with the resources that we have
and come back next Legislature and see if we can strike a better
compromise between the scarcity of dollars and the need for addi-
tional security.

Chairman Quilici met with Dave Wanzenried and Morris Brusett

and they had a rough draft of a bill for executive security

in the whole Capitol complex with a budget which would be

about $800,000. It would make a good security system. At times
like this, I can see why the Governor isn't going with it.

The Governor said our priorities are people. We don't have
enough dollars to take care of the people so we had better for-
get the politicians and the capitol complex for a while.

Senator Dover MOVED that we give them $71, 876 for security
which includes one new FTE to be appropriated to the Department
of Administration.

Dave Wanzenried recommended that the money be appropriated to
the Department of Administration for their over-all security.
The $24,146 should be a biennial appropriation.

Question was called and the MOTION carried.

Morris Brusett said in terms of our Capitol Building and renova-
tion, we have given the list of the physical changes that should
be made to the architect and we are going to try and accomplish
some of that during Capitol renovation within our current budget.
Based on our estimate, it would be about $75,000 to make some
changes to improve the security in the building over and beyond
what we have here. It would be done by the 1985 session, if

we get it off the ground.

General Services

Mr. Roessner said we still have to settle the FTE issue; there is
a circular saw they requested more information on; we also have
some amounts for those contracted carpenters to pull out of the
budget.



Minutes of the Meeting of the Appropriations Sub-committee on
Elected Officials and Highways, February 11, 1983, Page 3

Chairman Quilici asked Doug Booker if he got a figure on the saw?
Mr. Booker went to check on the saw that is listed for $1,500.

When we looked it up, the 10" saw was $1,900 and the saw we

had requested was $2,400. Mr. Roessner stated this is a commercial
heavy-duty saw., The OBPP allowed a figure of $1,400.

Senator Dover MOVED that we appropriate $1,500 for the saw.
The motion was voted on and carried.

Mr. Booker inquired as to how much we paid the carpenter for
contracting the services before he became an employee. We must
pull that out of the base. Mr. Morgan stated that the amounts

we paid these carpenters were charged to "Repair and Maintenance"
categories instead of "Contracted Services". During the base
year, we paid those people $23,871. Mr. Roessner said the figure
for FY84 is $26,821 and $28,431 for FY85.

Senator Dover AMENDED his previous MOTION of "Repair and Maintenance"
by subtracting $26,821 for FY84 and $28,431 for FY85 from the OBPP
figure. :

Mr. Roessner said that according to the figures that were just
approved, "Repairs and Maintenance” will be $157,662 in FY84

and $192,727 for FY85. Mr. Booker said that the main increase
for FY85 is the Justice Building. It is on warranty for almost
all of 1984 and so we didn't put anyting in for that. In FY85"
it goes off, and so we put money in to handle repair-maintenance
contracts.

Mr. Booker said the way they intended to run this budget is to have
an ending fund balance at the end of the year--enough to carry -

the program over for 45 days. With the committee's concurrence,

we could say--up to a certain level, another $50,000 could be

left in that balance to pay for the mechanical contract instead

of putting it in the bill so the contractor might know how much

to bid on it. Allow them to pay the difference out of the cash
balance at year end. Mr. Brusett asked if they wanted to line

item it? He said it seemed like you have to provide for anticipated
-increases and leave it in lump sum. Competitive bids would keep

it down low. We have six bidders. If we think there is a $50,000
increase, just put it in there. We would go out on competitive

bid and the low bidder takes it. As long as we don't line item

it, he didn't think it would be flagged. It is a total budget.

We tell them what it was last time; here are the number of buildings;
you bid it. If it is too much, we reject them all. Chairman
Quilici inquired if you always have to take the lowest bid.

Mr. Brusett replied the bid would go to the lowest qualified

bidder. We have to make an estimate on what is reasonable.
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Rep. Lory made a MOTION that $50,000 be put in to "Contracted
Services" to provide for the mechanical contract bid.

Senator Keating asked if--on these bids that the contractors
submit, are they subject to the Bacon-Davis Act that they have

to pay the prevailing rate in the area? Mr. Blanton said that
is true on all contracts.

Senator Dover asked if the bid came in and it did not use this
$50,000, then what happens to that $50,000. Mr. Bursett stated
that it stays in your cash reserve. Senator Dover asked what
keeps it from being used. Mr. Brusett replied that you could

line item every item there. That is something you have to decide.

I am assuming you are giving it the minimal budget. We try to
work within that. If we don't need it in total, then we wouldn't
use it and it stays as a cash balance which is then considered
when we come in next time and what we have to add to it. But
the agencies have been charged, that is true. It would be on

a square-footage rate so the agencies would be charged; it would
come back in; if we don't need it, it sits there and builds up.
The next time, instead of having a 45-day reserve, you have a
55-day so we will reduce our appropriations--bring the reserve
down to what we think is an acceptable limit. On the other
hand, if it is $550,000 instead of $500,000, I have to make

them eat it someplace else. That's the way it works and that is
why I hesitate to have you line item because these are estimates
and we have to try and live within a total and keep it down.

The MOTION was voted on and carried with Senator Keating voting
Ilnoll .

Senator Dover MOVED that the General Services program be accep-—-
ted as amended.

Mr. Roessner said the FTE issue was not settled because we were

waiting to see what was going to happen with the security proposal.

A sheet was handed out previously showing the difference between
Mr. Booker's budget and our budget and the total difference after
the grounds keepers were transferred to Fish, Wildlife and Parks,

were three FTE's. The LFA budget had deleted a maintenance worker

also and a painter that had been authorized in 1983 by the last
Legislature and he RECOMMENDED that those be added back to the
LFA budget. He RECOMMENDED that the Administrative Officer be
added back also. That position was deleted in error. They
thought they were deleting the Administrative Officer that had
- been assigned to the Governor's Office because they wanted to
put that position in the Governor's Office and reflect the cost

there. That Administrative Officer is being paid through General
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Services for that position. The only position that is being
contested here is the carpenter's position., The Budget Office
has deleted two security guards and transferred them to the
Historical Society. We have deleted one security officer because
of vacancies and a justification sheet was passed around for

one security guard. The issue before you is whether or not

to add the carpenter, to add the security officer back to our
budget and approve the transfer of two security guards to the
Historical Society.

Senator Keating asked how many carpenters do you have? Mr. Blanton
replied that at this time they have two carpenters. Senator
Keating asked - including the one he wants to cut? Mr. Blanton
said that the one he is speaking of is one of those two.

Mr. Brusett said that the reason it was vacant was that they had
contracted services and then converted them. That is why you
took out of the base what they paid through contracted services.
They found out that was "illegal" so they had to be converted to
FTE's. That was the reason for the vacancy savings in those
positions. We didn't fill them until we were in the session.

Chairman Quilici asked what is the total FTE's for the LFA.
Mr. Roessner said if you make all of those changes, then you
-come up to the OBPP figures - 49 FTE's.

Senator Dover asked if that would take two security guards to
the Historical Society. Mr. Roessner replied it did. All

you have to do is delete them from this budget and let the His-
torical Society decide what they are going to do.

Senator Dover made a MOTION that two security guards be deleted-
from this budget and give them 49 FTE's. Motion carried.

Senator Dover made a MOTION that the General Services budget be
passed as amended. The motion was voted on and carried.

Social and Rehabilitation Services Building Ammortization and Major
Maintenance Account (Exhibit 2)

This is a program within the Department of Administration. Mr. Mor-
gan explained this program is a vehicle whereby the Department of
SRS pays a mortgage payment to the Board of Investments plus 40
cents a square foot of their building to a fund that is held in

, reserve to make major repairs to their building. This fund

has been going along for several years and has built up to $50,000
in 1982. A boiler repair was done along with some repair to

the entry way which came to $44,000. We add $19,000 to the

fund each year which is 40 cents a square foot for their building.
It is just held in reserve.

Senator Van Valkenburg--you said that is where the money comes
from. We are talking General Fund money that I assume is in
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SRS's budget that is being paid to the Department of Administra- ?é
tion. In the Department of Administration, it is revolving account,
money? : 5

Mr. Morgan replied that is correct. He corrected his statement—-lt
is a debt service type fund. It is a combination debt service-- :
capitol projects. Mr. Brusett said he was not sure it was
called General Fund. Don't they do that so they can allocate it
out to all their federal programs?

Senator Dover stated that the heating system that they have in
this building is the same they have in Fish and Game. It isn't
working at Fish and Game; it doesn't work on this other one.
Phil Hauck is the one that is responsible for watching these
things and it is just costing us money. We have already spent

$30,000 to get it fixed and it was only built in 1976. We ought "
to be checking those things out more instead of letting those ol
engineers experiment. They have the air conditioning and the
heat and they work against each other. i
Senator Stimatz said the boiler fund always used to be a slush i?
fund. -

b
Mr. Morgan said this has all been budgeted and it has always ‘ﬁ%

been budgeted at $196,204. A portion of that is a debt-service
payment that flows from SRS to Department of Administration to 7
Board of Investments to Teachers' Retirement. This is done becauseg
the federal government has some kind of a rule to charge the
building so they charge this to their rent rate. The balance of P
the fund which is 40 cents a square foot or $19,132 flows into the
fund from SRS and stays in our Building Fund. If there is no ~
major maintenance needed for this particular $19,132, it adds
itself to cash continually. And when there is an emergency,
generally, it is for the $19,132 and we have to come in for

a budget amendment to spend the money. Repair of the furnace
and the entry came to $50,000 and we spent the fund down. It
is now replenishing itself and waiting for another major repair
job.

Senator Dover asked what does rent have to do with Teachers'
Retirement? Rep. Lory replied that they hold the bonds.

Senator Keating asked why was there a difference between the
LFA and the OBPP? y

Mr. Roessner stated that the analyst who worked this budget
didn't think that the amount had to be appropriated but I dis-

agree with that. That is why it wasn't worked into our budget to
start with. '
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Senator Dover made a MOTION that the Committee accept $19,132
spending authority for each fiscal year. The motion carried.
HEARINGS

DEPARTMENT OF REVENUE

Research and Information (Exhibit 3)

Ellen Feaver said that the Research and Information Division

has three distinct functions: (1) the Research Bureau has

five people wnho do all the fiscal notes that relate to taxes--either
increases or decreases. They also do the fiscal notes that
relate to other functions of the department. This occupies

three to four months of their time. The balance of the time

is spent in doing research preparing for economic issues, revenue
forecasting, and that kind of research we need to keep up with
"in order to advise the Budget Office and the Governor's Office

on revenues. We do our independent revenue forecast from the
Budget Office so that we have two sets of heads locking at the
economy and what might happen.- Our approach to revenue forecas-
ting is entirely different from the Budget Office and then we sit
down and try to reconcile it. These people also do research
related to our rules.

(Tape 67, Side A)

We have a Systems Development Bureau. Twelve people support about
55 active data processing systems. We rely heavily on data proces-
sing--particularly on income tax and liguor and in the other
functions that we do that involve large amounts of money and lots
of transactions, i.e., withholding taxes. These people spend

a lot of time making these systems run and modifying them for
changes in the statues or changes in reaction tc audit needs, i.e.,
income tax. Ten vears ago we had twelve people supporting ten or
eleven systems; today we have twelve people supporting fifty-five
systems. Although twelve pecple might sound like quite a few,

it is really not very many when thev are spread over the whole spec-
trum.

In addition to the twelve, you recommended last session if

we wanted to hire more data processing people to support
"Liquor" that we hire those people from the "Liquer Revolving
Fund". So we did. We have three FTE's that are data proces-
sing people supported from the Liquor Revolving Fund. They
do nothing but work on Liquor Systems and they are supervised
by our data processing people. In total there are 15 people
in that area.

The largest part of this division is the Operations Bureau where
there are 25.5 FTE's. These are the data entry people who are so
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critical to our organization. There are nineteen people out of
the twenty-five involved in data entry including the supervisor.
We have four people who are involved in operating our computers.
We have two mini-computers, 8100's; one of them supports our
word processing system and the other does a large share of the
liquor processing. When we did a cost analysis as to whether

or not we should go that way using mini-computers in our depart-
ment or go entirely with the big computer in the Department of
Administration, Wwe talked to the people in the Department of
Administration, showed cost analysis and cost justification.

In the long run it was determined it would be less expensive to
use mini-computers. They said time on the big main frame was

so expensive and they had plenty of usage. They had no problem
with our doing what we could on the mini-computer. We can't run
big systems like the income tax file on our mini-computer but
there are lots of pre-processing and editing and efficient uses
of the mini-computer as opposed to the big machine.

&

;%

Senator Dover asked if we had a breakdown of the time that is
allocated--keeping track of the warehouse or keeping track of
the stores?

Mrs. Feaver replied--keeping track of our inventory so that is
warehouse--and sales. One of the thingswe have been developing

is a point of sales system but that is just one of the data
processing applications. Most of the data processing applications
we currently have we would continue to have if we operated at a
wholesale level because they just say how much you sold and what
you need to buy. Wehave an on-going pilot program with a point-of-
sales system similar to what they have in some of the grocery store
In Super Save, they have the UPC markings on your products

and you just lay them over a mechanism that is embedded in the ~
counter. In our liquor stores, we have a wand so that we have
instant inventory update. One of the reasons we have been
interested in piloting this program and, if possible, expanding

it to the stores, is to keep a better handle on our inventory.
Right now, we don't know what our sales were for quite a lengthy
period. We don't know when we are overstocked. But with com-
puterized cash registers and in talking to our computer in Helena
on a daily basis, we can keep our inventory investment at a mini-
mum. That application we would not have if we were not in the
retail business.

| T
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The other people that we have in this division are administrative
people, secretaries, and we have two people involved in word-proces-
sing support. When we went to our department-wide word processing
system, every division ended up with a terminal but in some divisiong
we knew that there would be overflow work. For instance, in my 13
office, in legal and in the Court Tax Division, there is frequent-

ly too much work being done for one operator at one terminal

to handle. So we decided that we needed a central place in order
that overflow work could go to the people within Research and
Information. We formerly had this kind of thing when we had mag
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cards. The people who had extra typing in their division could

take it to the individuals who were doing overflow typing. Add

the administrative people and the word-processing people and you
come up with 49,5 FTE's.

In looking at the difference between the LFA's budget and the OBPP
budget, there is a 1.5 difference in data entry positions. During
the late fall, we wind down in data entry to very few staff on a
customary year. This time of year, the room is full of data
processing people because we have not only our quarterly withholding
returns, but we have quarterly motor fuel returns, the ligquor sales
and data input and then we have the income tax. We have a very
heavy workload through July, August and September. We have aggre-
gate positions and, fortunately, there are a lot of people who

are trained to do data entry. So you can staff up when you have
the work and lay off when the work load is down. We definitely
need the 1.5 positions for the entry in this program.

Supplies and Materials

The difference here between the LFA and the OBPP budget is caused
because of computer paper. During the last biennium and for

this budget cycle, computer paper was charged to us as part of
our computer charge:. - During the biennium, the Department of
Administration started charging for paper separately which was
no problem but that meant that we underspent our "Contracted
Services" budget and overspent our "Supplies" budget. The

Fiscal Analyst said that since we overspent our "supplies" bud-
get, they should cut out that amount. It is just a difference

in line items. There was no change in operation but the $16,000
was for computer paper. If you compare the 2100 line and the
2200 line, the total from the budget for 83 and the OBPP budget-
for 85 is not too different and the 84 budget for Contracted
Services is significantly lower than the 83. That shows that

we were counting on paying for paper in 2100. We didn't. We paid
for it in 2200.

Travel

Mrs. Feaver: Our concern there is with our data processing staff
going back to training. Even if we hired people in the first place
who were accurate in their field, they don't have to stay around
very long until they need more training or updating. Very little
data processing training is available in the State of Montana.

We can go together with other agencies and bring people in to

do training for a group here rather than all of us going to Salt
Lake. We have done some of that but there are occasions when
people need to go someplace else to get their specialized training.
That is what the difference is between the LFA and OBPP. Training
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is a difference in "travel" and "other expenses”". Some of the i
travel difference is field work. Since we have over 200 loca-
tions outside of Helena, many of those locations have data
processing needs. For instance, our liquor stores--if we are

going to put in POS outside of Helena (computer cash registers), 1
then our data processing people are going to have to travel to

those stores. Likewise, they have to travel to appraisal offices |
to see what the operation is so that they understand how to write i
a computer program that will work in the field. Another kind of
travel that our people did this last biennium was in dealing
with litigation--both with the railroads and the 34% figures.

We did a lot of research on what was going on in the counties. b
We did statistical samples in a number of counties to show the .
ratio of appraised values today versus selling prices. We also :
did statistical samples where we reappraised houses. We went out
and looked at and compared measurements, the description of a
house as we saw it, as to what was on the record, to see what

kind of a job we had done in prior years. We found lots of
problems with what had been done last cycle. This required travel
by many of these data processing and research people.

—
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Rent and Equipment

The largest item--you have to look at rent and equipment purchases
together. Our budget for 1983 for Rent was $163,000 and that -y
goes down to a requested $73,000 for 1984. On the other hand,

our equipment was $3,000 and it goes up to $33,000. If you look §
at those together, the explanation of that is that we did a cost ‘
benefits analysis of rent versus buy; and, basically, what we

are talking about is our data entry devices. They used to be
keypunch machines but are much more sophisticated now. We deter-
mined that if we purchased those data entry machines, there would %
be significant dollar savings to the state. That is what our

budget requests. One type of data entry device would cost us E
$15,000 a year on a purchase contract. The rental cost would [
be $29,000. Another device--the purchase price would be $6,600
per year and the rental price would be $7,800. We signed purchase
contracts. They all have escape clauses so that if you don't

fund our continuing to purchase, we can go back to rent. If we
don't buy, we have to rent or we don't process income tax returns.

Senator Keating.asked from whom do we rent them? *
Mrs. Feaver stated they were all IBM equipment.

Senator Keating asked if we are buying from IBM.

Mrs. Feaver replied that we were.

Senator Dover inquired why the renting was higher than the buying? s
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Mrs. Feaver replied that if we rent them, we can-turn them back.
The parent company runs that risk. 1In our situation, we know
that every year we are going to have income taxes. It makes
sense, in our perspective, to buy.

Senator Keating asked what data processing machines are used for?

Mrs. Feaver stated that the bulk of this is data entry machines
or keypunch machines.

Senator Keating inquired what kind of data--data for what? Mrs.
Feaver said income taxes. Everybody's income tax return is
keypunched and put on a computer file (375,000 income tax returns
a year). All the corporation tax returns--same way (about 35,000
tax returns a year). Everybody's residential property description
(probably at least as many as there are income tax returns).
Monthly, we key the sales for all the liquor stores and all the
purchases for all our liquor stores by store and by product so . ---
that we can monitor purchasing and products. In motor fuels

we have quarterly reports that are entered in data entry and the
refunds are also entered.: In miscellaneous tax, we have appli-
cations; but there we are not dealing with huge numbers of tax-
payers. We have some degreé of automation with our severance
taxes. In our child support enforcement system, every child
support payment that is made by the absent parent goes through
data entry. Regarding withholding taxes, we get quarterly reports
from employers which are entered in the data entry system.

Senator Keating asked if we know what percentage of use the liquor
store has in this whole package.

Mrs. Feaver replied that of the 18.5 data entry people, about -
two of those are liquor. If we are in there at a wholesale
level, or a retail level, we would still have that.

Senator Keating said that when you are dealing with income taxes,
you have limited numbers. When you are dealing with inventories
and liquor stores, you have unlimited numbers. Mrs. Feaver stated
that the liquor data entry people are under this appropriation so
they are not under the unappropriated status.

Senator Keating said that what we are talking about is equipment

and I am trying to- determine the percentage of use of equipment

for a particular portion of your data. Mrs. Feaver said that

in this division, the funding has been a mix of liquor funding

and General Fund funding and we assume that you would wish to
continue that again. Last session, we agreed there was no relation-
ship between the funding from liquor and the service level.

Senator Keating stated he was trying to determined how much use of
this equipment is attributed to liquor and how much is attributed
to other tax.
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Mrs. Feaver said that about two of the data-entry machines would
be liquor, on an average. Liquor also uses our mini-computer
quite extensively. As I.recall, liquor money bought that computer..
They use Systems Development Services and they use Research -
Bureau Services. In the funding of this division, if you choose i
to go with the historical funding that I apportioned, it looks
like it is about a 25-75 split. I would want to have the same
understanding with you that that doesn't necessarily mean that's
the amount of service that liquor is going to get. Historically,
the service provided in this particular division has been fairly
close to the 25% funding; but in the past biennium we have not
maintained detailed records because we had the agreement last
time that funding and service didn't have an absolute relation- L
ship. On the other hand, if you want us to keep those kinds of %

records, we need to know that. Liquor money is General Fund
money.

Modified Requests (Exhibit 3, page 3)

The first request is for four additional data entry people to do
the residential property data entry. During this past biennium,
we were developing software that would process residential reap-
praisal data. Our approach has been that we didn't want to do
anything too fancy. We wanted to be sure we did something that
we could get done before the deadline--that would work--that wouldﬁi
be cost effective. The approach we took was to have residential
property appraisers fill out forms that could then be used, key- ;
punched here in Helena and the multiplication--how much is a fire—%
place worth--how much is wood siding or brick worth--look that

up in a table and multiply it out and send the results back to .
the appraisers so the appraisers could look at the result from -
a replacement cost basis and compare it to the home that he just W
looked at and see if there were any adjustments that

needed to be made. Generally our approach to residential reap-
praisal is through a replacement cost basis using January 1, 1982
replacement costs. The computer is doing very extensive clerical
functions but it is doing it much less expensively than a number
of people could do it. Because we have so many houses to do, we
have not been doing this job in the past. We need more data
entry people to simply keypunch the forms. Having four data
entry people do this is far more efficient than having people

in 56 counties doing this by hand.

Senator Dover asked if they had several years ago a computer-type
of setup that. they could use to evaluate these houses? Mrs.

Feaver said that it never worked. In the early 1970's the state
contracted with TAFF, Incorporated and they spent several million
dollars trying to use a sophisticated system that used regression
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analysis to value houses in Montana. The approach there was to
say houses are selling for this much; replacement cost is this much;
and then on a computerized basis to make adjustments to market
value. The whole concept behind that design was bogus because
we live in such a sparsely populated place that you cannot get
statiscally wvalid results from the sales in Montana. There are
just too few in a community. You can't value residential prop-
erty in Montana that way because we are too small. You can do
it in a county in urban Washington or Oregon. Not only was the
concept no good but they never came up with workable software
so it was wasted money. When we started reappraisal this time,
we started over.

There is a $50,000 request to upgrade our current computer facili-
ties to do the preprocessing of the residential property data

so that we don't have to do that preprocessing with the big
computer. We calculated that if we were to pay for use on the
main computer, it would cost us $75,000 per year versus the $50,000
that we are asking for here. If we go ahead and purchase the
minicomputer to do this job, it will save $25,000 per year.
(Exhibit 3, page 4)

Representative Lory asked if that was another 8100. Mrs. Feaver
replied that it was.

Senator Stimatz asked if the Department of Administration recom-
mended that you go ahead and do this?

Mrs. Feaver replied ves.

Representative Lory asked what this $50,000 would do - purchase
another 8100? -

Mrs. Feaver replied that it would.

Senator Dover asked Mrs. Feaver if she had worked this through the
Budget Office of the Department of Administration?

Mrs. Feaver said that before you can buy any new equipment, you

have to have the approval of the person in the Budget Office

before you can even pursue the purchase. We got that. But

also because I was concerned about the Department of Administration's
attitude about this, I thought this would be a savings to the

state. Department of Administration said we shouldn't be having
applications like this on the main computer.

The system has changed substantially in the past few years so that
you can get a fairly heavy-duty minicomputer to do quite a job

for you. It won't run an income tax file but it can do a lot

of things less expensively than the huge system that is in the
basement.
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Representative Lory asked how much additional memory do you have
to put on this for your reappraisal? Mrs. Feaver referred the
question to Roger Linnell who said this would update the equip-
ment from an 8130 to an 8140 which increases the capacity by
about 75%, :

Chairman Quilici asked if the numbers are quotes you have on the
8140.

Mrs. Feaver replied that they are.

Mrs. Feaver stated that on page 5 of Exhibit 3, we have a modest
request but one which we think is very important. We have all this%?
machinery and we need somebody there to run the machinery longer
than an eight-hour day. This is a request for .5 of a position

for a computer operator to run our equipment longer during a B
day. §

Senator Stimatz asked what you would do with the person the
other half of the day.

Mr. Linnell said that we would simply hire a .5 FTE person working
an evening shift--probably 5-9 or 6-10 shift. 2

Senator Keating asked if this is a $20,000 job.

Senator Keating asked what grade this would be?
Mrs. Feaver replied that it'would be a Grade 12. -

Mrs. Feaver said that the salary is about $17,000. %
Senator Dover asked why do you need more supplies and materials g
and subtract the services if he is carrying out a process that -
has to continue to be done. Why would you attach it to him.

Mr. Linnell said we are anticipating that this person would
provide the extra services, contracting services, primarily the
charges to interact with the main frame downstairs. When you con-
nect with them additional time and additional money, material is ii
increased. '

Senator Dover said this is costing us $1,000 a year extra because
we work him overtime. Mrs. Feaver said it is work that wouldn't
be done if we didn't run the machines longer.

Seantor Stimatz asked what is done with all the information?

Mrs. Feaver stated: We provide the legislators a lot of informatic .
We monitor income tax returns; we audit people; we compare tax. t?
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returns filed in Montana with those filed from Montana with the
IRS; we go after people with delinquent taxes; we monitor our
llquor inventory., In every one of our programs, we have computerized
systems. We have 1,000 employees and 200 offices besides Helena;
and all of them need information to do their jobs well. We

also have to provide information to taxpayers. When they call up
and ask the reason for the delay of their refund, we have to

be able to find out if we received the return and where the refund
stands. If they filed their withholding tax, they call back

and say, "You just sent me a letter saying I didn't file my with-
holding tax return" or "You didn't get my payment"-- we have to

be able to provide them a fairly ready response.

‘Budget Modification

Mrs. Feaver said that page 6 of Exhibit 3 is a modification that
says that we will be able. to continue to pay for the software

that runs the word processing system. We have done a cost benefit
analysis. Because we have eliminated five positions in our bud-
get request after implementation of the word processing system,
those five positions over a five-year period more than pay for

all the cost of our word processing equipment and software. This
is part of that software that is paid for by the deletion of

the positions.

Senator Van Valkenburg asked if we could take a few minutes and
talk about the word processing situation. According to the LFA
writeup, the purchase of the word processing equipment was outside
the scope of what we authorized in the last session and the

money was apparently taken from either Rent or Vacancy Savings.
Mrs. Feaver was asked to f£ill him in. -
Mrs. Feaver said that during the past fiscal year, we probably
spent six to nine months studying what we should do in word
processing, if anything. By the time we were approaching the

end of the fiscal year, our managers were excited about the whole
concept. They were trying to save money in their budgets so

we could do this. I would have liked to have had every division
pay for its own terminal on what we thought was going to be a
rateable portion of the central computer costs and the central
software costs. Some divisions had disproportionate amounts of
money left over and others had completely spent their budget.

Senator Van Valkenburg said you apparently have seen the cost
benefit analysis on this and have been convinced that it is

cost effective. We didn't get to participate because the decision
was made during the biennium rather than in the appropriations
process. It looks to me that we are saying, "Here is $30,000

just for. software modification that needs to be made to the word



Minutes of the Meeting of the Appropriations Sub-committee on
Elected 0Officials and Highways, February 11, 1983, Page 16

processing equipment. I don't know where these five FTE's were
eliminated from the budget because from what I can see, we have
a current level FTE request. Then we are talking about adding
FTE's for other purposes.

Mrs. Feaver said that this particular software request--this is
the annual rent on the software word processing. This cost

and also the other costs that I have been mentioning to you in
various budgets were considered in the cost justification. We
are not asking for typewriters anymore. The contract I have with
our division administrators is when we get this system fully
implemented, which probably won't be for another year, we have
many applications going but it takes a lot of use and training
and then designing your own applications before you implement it.
It will be next fiscal year before we will be receiving the

full benefit. We have taken two FTE's from Income Tax; .5 from
Research and Information; 1 FTE in Motor Fuels, 1 FTE in Legal,
1 FTE in the Liquor Division.

(Tape 67, Side B)

Chairman Quilici stated that you are deleting 5.5 FTE's over a
five-year period.

Mrs. Feaver said they are gone in this budget request. We more
than recoup in Salary Savings all of the software and equipment
costs. We are asking for decreased FTE's so instead of 49.5 in
this division, we ask for 49.

Senator Dover said you ask for 49 and yet in reviewing your
request, you ask for four in one place and .5 in another.

Mrs. Feaver said they are for different purposes.
Senator Dover said the other thing--we are paying five years that
we would normally budget out for FTE's, we are going to have to

pay that whole bill right now.

Mrs. Feaver said no. We purchased terminals and the central com-

puter support. We have already bought most of the equipment--about
$250,000. But annually we are going to have to pay for maintenance

contracts on the terminals just as we would maintenance contracts
on the IBM typewriters. And, annually, we are going to have the
rental fee on the software that runs the word processors.

Senator Dover asked how much more does that cost than the payments
you would have on typewriters? It seems like that software
maintenance is quite an item. You are hooked into this.

oz Pl

[~ <
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Mrs. Feaver said if you look at one-half of a Grade 12 person,
one-half of a person costs $11,000 so this software is 1-1/2
people's worth. One and one-half persons is the annual cost
of the software. We have cut 5.5 for the eguipment.

Senator Keating said you are giving up 5.5 FTE's so that the

salary savings will justify the payment for the eguipment but
then you are putting on 4.5 more FTE's. You are adding more

costs to the system.

Mrs. Feaver said we are requesting people to do keypunching
for property tax.

Senator Keating said he understood what they are doing. It
is just more money.

Mrs. Feaver said if we are going to continue to collect taxes
in Montana, we are going to have to pay more money to do the
job because there are more and more people who don't want to
pay taxes and there are more taxpayers.

Senator Keatlng said what we are doing is spending more tax
money to raise the taxes to spend more tax money.

Mrs. Feaver said that what we are doing is funding an administra-
tion program so that we can share the tax burden equitably among
each other. You determine who is going to pay taxes and what the
law is going to be but I have to say that all of you in this room
have paid your fair share and I have to have the tools to do that
if we are going to maintain creditibility in the system.

Chairman Quilici said we make the tax laws. You just interpret -
the tax laws and collect the taxes to the best of your.ability
and whatever equipment we give you is how you are going to col-
lect those taxes.

Mrs. Feaver said the return on the investment is phencomenal.

For every dollar we put into the administration of the property
tax, we get something like $100 back in taxes. For every dol-
lar that you put into the income tax system, you get $30-40

back. In corporation tax, the ratio is higher. What I am really
concerned about is that everybody pays his fair share and if we
don't have the money to administer the programs, then that is not
going to be the case.

Senator Stimatz said you are saying you need this data processing
and that would enable you to do your job more efficiently and at
no greater and even lesser cost than if you stayed with the FTE's.

Mrs. Feaver said that is correct. We would maintain at the lesser
cost.
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Senator Stimatz asked if we have the 34% problem under control.
Is it part of your effort on reappraisal to keep this from hap-
pening again?

Mrs. Feaver stated that is correct.

Mrs, Feaver stated that in a reappraisal, for us to avoid another
34% hike situation, we have to go out there and look at every
home and get a reasonable value on the homes and on the commer- ,
cial property. If we don't get the resources to complete the %%
job on time, we will be back in massive litigation.

and the last time homes were appriased was in the 1960's? & i-dts
Mrs. Feaver said the values for homes were 1972 and 1976 values
for commercial. :?

Senator Keating asked if the home appraisal was as of 1-1-82 .gi

Senator Keating said that is a ten-year period. So all of the
homes are going to have a higher value. Will the tax rates
stay the same? _

Mrs. Feaver said that is up to you. We will be coming back
to you next session, assuming that we get the job done, and i
saying, "Here is what reappraisal has done to the agricultural il
values, commercial property and residential property, etc." If
you want to change the tax rates, the taxable percentages, that
is up to you next session. You will have an opportunity to

do that before the tax bills are calculated. They are not calcu-
lated until the following summer.

Chairman Quilici asked when property values decline in a depressed
area, does the value of the houses decline? There are a lot of
houses in our community that a year ago could have sold for $50,000
and now, I don't think you could give them away. Do you take that g
into consideration?

Mrs. Feaver said that Montana's residential property tax system
is on a cyclical basis. We put a value on once every cycle and
that is it, unless the taxpayer appeals. The taxpayer can appeal
their value this year in your community and if the County Tax
Appeal Board agrees that the appraised ivalue is too high for

that house, the County Tax Appeal Board will lower it.

i &

Senator Keating said it would be the appraised value as of the
given date--not the current date. The Appeals Board can't change
the date of appraisal, right?

Mrs. Feaver said that is right but they can change your assessed
value this year.
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Senator Keating stated they could change it but only on the basis
of the appraisal as of 1-1-82.

Mrs. Feaver said they can decide that based upon your community's
economic conditions and what houses are selling for today, that
that appraisal back then is no longer valid and can lower it

for that reason. '

Mrs. Feaver said that the final modification request (Exhibit 3,
page 7) is for two people to assist us in developing needed addi-
tional software. We are in a great deal of need. Because of

our reorganization and more aggressive administration program on
our natural resource taxes, we need to get some decent computer
systems. Natural Resource taxpayers report to us the same figures
for a variety of taxes--net proceeds taxes, severance taxes,
RIPT--various kinds of things. If we could, with a computer,

see that they are reporting the same date on every tax return,

we could do a much better job of administering those taxes.

If we had better computerized systems for our Natural Resource
taxes, we could also use those systems to select companies for
audit where they are reporting things that seem out of line

with what we would expect.

Just in the income tax system alone, we have 19,000 delinguent
taxpayers who owe us $8 million. I can't get management reports
at this time via the computer to show us what we are doing on
our Accounts Receivable. Neither can our administrator. We

are doing a very poor job because of poor management information,
of monitoring our efforts. and collecting amounts that are owed
the state. We need to rewrite our Accounts Receivable system

so that management can monitor our work there. -

Probably the most visible system that we need some major over-
hauling on is our Withholding Tax System in the Income Tax Division.
Our employers in our state are accustomed to being able to call
companies like Montana Power and say, "What was my meter reading?"”
"What was my last payment?" "Whatwas my last charge?" and

Montana Power people can pull up on a screen your account history
and they have processing updates, probably nightly. What you

paid yesterday shows on your account. Employers call us and they
expect us to be able to tell them the same thing. Our processing
is far behind. It is hard for employers to understand when they
call us and say, "I think my account is messed up. Didn't you
receive this payment?" We say, "Call us back in two or three months
and we can tell you." It makes employers angry because they expect
us to be in the 1980's along with them. We are a large company

and we are expected to have large sophisticated systems.
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We are having increased problems with employers not paying us
withholding taxes that they have withheld from their employees.
It is their employee's money that is owed the state. Increasingly,ﬁg
employers withhold who are in financial trouble. If we don't 2
have decent systems, those people can be down the road before v
we ever find out they didn't pay their employees' money. Then
their employees get in a jam because we never got the withholding
money. We go after the employer rather than the employee but it
ends up being a very unhappy situation for a lot of people. We
need decent systems to be able to monitor the withholding. These
two individuals, we believe, would be able to do the development

in the biennium for these major systems that I have Jjust described.

Senator Keating asked if this was not the kind of thing you could
contract with Systems Development in the Department of Administra-
tion.

Mrs. Feaver said we probably could but it would cost more. They
have a per hour charge that includes their overhead, etc. Putting
two employees on our staff who could carry these things through

for years to come will result in a better payoff. i%
Senator Keating asked if they were at maximum load.

2
Mrs. Feaver replied she did not know. “%

Representative Lory asked what grade these positions would be.
Mrs. Feaver replied they would be a Grade 15 and a Grade 16.
There was some discussion as to what to do with the $50,000 dis-

cussed on page 137 (page 40 of Exhibit 3) which was the changing
of the computer from 8130 to 8140.

Legal Division (Exhibit 5)

Mrs. Feaver said in this division we have a variety of functions i
of programs. Included in this portion of the division is our legaly
work, our welfare fraud investigation, our Medicaid Fraud Inves-
tigation, and our liquor investigation program. We have six
offices outside of Helena for this division and we have investi-
gators stationed at each of these locations. We have one legal
administrator, twelve people in the investigations function,
(eight investigators, two administrative people and two support %
people who do typing and the accounting); four attorneys, one w
paralegal who does research, rules and bankruptcies, two sup-
port people in the Legal Bureau, four people in Medicaid Fraud
(an attorney, an auditor, an investigator and a support person)
and ‘a-.5 administrative aide. This is the other half of the sup-
port person that is in my office. We have twenty-five right now .
with 24.5 requested for '84. Regarding "operating Expenses", durind!
the last session when you were considering our budget, you knew -
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and we talked about how the Medicaid Fraud Program was going to
change the funding level from the federal government. They were
going to go from a 70-30 to a 75-25 basis and you considered that
when you took care of our budget for the past biennium. We have
four people in Medicaid Fraud and that is the minimum program
requirement that the federal government will allow. If we have
less, the threat is that we lose our Medicaid money from the
federal government which would be a monumental consequence. But
what the fiscal analyst did, and I don't understand this, they
didn't realize we had already talked last session about the federal
government pulling back their percentage share funding. What
this $12,000 is, is the additional General Fund money that the
Medicaid Fraud program requires.

Chairman Quilici said they would look at that. before they go into
Executive Action. Mr. Roessner stated that the amounts of $12,000
and $57,000 represent the Medicaid Fraud funding issue of the
General Fund. The federal government is going from a 90-10 split
to a 75-25 split. Our budget maintains that program at the cur-
rent level general fund for 1982. It doesn't increase it to the
75-25 split and that is -what that $12,000 figure is. It is a
funding issue.

Mrs. Feaver said she did not disagree that it used to be 90-10
but last session, you made it 75-25; because we knew about this
last session and it was a budget issue last time. Right now,
our funding for that program is fine. It looks like the budget
analyst didn't realize that you had considered it last session.

Mr. Roessner said that the analyst did not know the 75-25 split.

Ms. May said  that if you look at the OBPP General Fund, it is less
than the LFA. The difference seems to be in other funds.

Supplies and Materials

Mrs. Feaver said in the line item of "supplies and materials",

the difference is primarily gasoline for investigators as a result
of requiring more visits to licensees. We investigate to see

that people who are purveying liquor in our state, i.e.,

a service station that sells off-premise beer and wine, (a grocery
store does the same, or a bar) are selling Montana tax products;
we see that they have fire exits; we see that they have a safe
facility and are not endangering the public health; we see that
they are not serving to minors; we see that they are not serving
after hours; and that, in general, they are complying with the
laws of the state. The other line item in our "Supplies and
Materials" is our law books. We have to have annual updates to
those. Our attorneys need to have the tools of their trade
readily available to them.
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In the "travel" line item, as you can see, our '83 budget was
higher than our request for '84 but in the "travel" item, the
money is for investigators to pay their per diem and their lodging
to do the inspection for liquor, primarily. Our investigators

are all-purpose investigators.

1
"

Senator Dover asked if we are in the area of individuals that
investigate gold mines?

Mrs. Feaver said that our net proceeds auditors would be the

people who would go there. In order to tax the gold that is being
removed from the mine and the state, they have to station people
at the mine. When you hear our corporation tax and natural
resource budget request, you will realize why we don't do that.

Senator Keating said they are a licensed corporation and they file %
an annual report and you can usually find out from their annual ;
report the amount of gold that they take out.

Rep. Lory asked if the travel was all in-state. i%

Mrs. Feaver said that their attorneys have attended some out-of-state
seminars. Their corporation tax attorney goes to the Multi-state %
Tax Commission meetings and seminars. We do have some out—of—staﬁ&ﬁ
travel, primarily for training; but all of our investigators
work is in-state. Medicaid Fraud is required also to go to
out-of-state meetings for all the Medicaid Fraud people. All
the federal people get to make out-of-state trips.

Equipment

Mrs. Feaver stated that included in the LFA's budget is a new
car for eight field investigators but there is no office equip-
ment for the various field offices.

(Tape 68, Side A)

She stated that the Council.on Management recommended regarding
the Welfare Fraud Bureau that three additional investigators
should be hired. (Exhibit 6) 1In the Welfare Fraud area, it is
easy to recoup more than your costs are. One of the statistics
portrayed was that we had 173% workload. We currently have a
three-year backlog of welfare fraud cases. Because of the
deterrence effect of this program, you can't look at your absolute
collections versus what you are spending. You have to assume
there 1is some payoff.

Senator Van Valkenburg asked if the Council on Management people
considered the added costs to the judicial system by having these
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Additional investigators churn up more work for judges, public
defenders, the prison, etc, Mrs. Feaver said that was not

included in their calculations. Senator Van Valkenburg asked
who the Council on Management people were who were looking at
this, : ‘

Jon Meredith stated their names were Mr. Bruce Simon, who is
with a department store in Billings, and Mr. Rick Thomas, an
analyst who was, at that time, employed by Montana Power Company,
neither one of whom had anything to do with the legal system.

Child Support Enforcement Program (Exhibit 7)

Mrs. Feaver said this program is more a social service program
than it is a revenue collection function, although in recent
years, both the federal government and our state have been emphasizing
that the program needs to return more than the cost. Last session,
the Executive Budget included a proposal that if the program
made $1.05 for every dollar spent, that in the second year of
the biennium, they could add four investigators. The funding
split last session was 75-25 (25% General Fund money). October
1, 1983, the federal government went to 70-30. In effect, we
couldn't add the four investigators, even though you had given
us the authority to and we made- a good bit more than the $1.05
because we did not have enough General Fund money to make up
that 5% federal funding cut for most of this fiscal year. You
gave us the four investigators. The Executive budget has in it
a recommendation that the program continue at the current level
FTE's which includes the four investigators that the program
earned by their return investment for 43. If you choose to
staff the program at the 42 FTE level, that means that you will
be putting in 20% increase in General Fund money--5% increase

in the total program. The program collects child support money
from absent parents who have a child support obligation for the
child. The primary emphasis of the program is to collect from
the absent parent where the mother and the children were forced
to go on welfare. This is a federally encouraged program and
one of the ways they encourage the states to have the program is
by giving you more of a return on your original investment.

The secondary purpose of the program and one that is required

by the federal government is that we also go after child support

from people who aren't on welfare. For that, we charge a fee

for the collections that we make. In addition to that, one of

the purposes of the program is to establish paternity so that we

help establish the child support obligation in the first

- place. Offices are established in Billings, Great Falls,
Missoula, Butte and smaller offices in Miles City and Helena.
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There is also a county child support project in Kalispell that is
funded through this program.

Senator Keating asked if it is only federal welfare or federal
aid to dependent children that is recovered or is there some
state money that is also involved.

Jon Meredith said the current funding for AFDC is approximately
60% federal and 40% state. We recover all of those monies
through the child support collections. We pay back the federal
government something less than their 60% contribution. They

let us retain more than 40% as an incentive to stay in the pro-
gram.

Representative Connelly said she had had a lot of complaints
from people (women) who are not getting their child support
because of unemployment.

Mrs. Feaver said the case load here is phenomenal and as the
economy has gotten worse, the case load has increased. The
emphasis of the program is to go for a return on the invest-
ment so then go after those individuals who are most likely to
be able to pay and that ends up leaving a lot of mothers on
welfare.

Chairman Quilici asked if a father has moved to Florida and
has a good job, do you pursue the possibility of getting child
support from him.

Mrs. Feaver said you can only expect limited effectiveness-just
like it is very hard to collect income tax from someone who lives
out of state. ' -

She stated looking at the differences between the LFA's recom-
mendation and the OBPP budget request, the salary difference

is the four investigators that were added contingent upon their
making $1.05 return on the General Fund investment last session.
The "Contracted Services" difference is the cost of paternity
determination which is in the range of $400-500.

Mrs. Feaver continued that in the "communications" area, it
appears that the LFA does not take into account the outside-of-
Helena telephone costs. I believe the difference of $6,000
between the LFA and the OBPP is because we have these branch
offices outside of Helena where the telephones are more
expensive.

Rent

In the "rent" budget, we did not include in our budget request
last session, a substantial portion of the rent costs for this.
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program so we ended up having to pay the rent out of other funds.
Again, the difference in the "rent" category is for building

rent based on actual costs of these various offices that we are
in. In the "other expense" category, the difference is for train-
ing costs. One of the problems that we have in this program is
the accounting. We have to account for the people who are on
AFDC and those who are not. Every collection that we get has to
be split with the federal government and whoever paid the welfare
in the first place. Or if the person was not on welfare, we have
to have an accounting system to make sure that the money is going
to get back to the father. The accounting is rather complex

and the computerized accounting system that we have right now
does not work. We are requesting $40,000--30% of that would be
General Fund money--to redesign the accounting system.

Income Tax Division (Exhibits 8 and 9)

Mrs. Feaver said the Income Tax Division is one of the largest
divisions in the department. We have 69.15 FTE's and that

is what we are requesting for FY84 and 2.5 fewer for FY85. The
difference in FY 84 between the OBPP budget and the LFA's budget
is for an aggregate position which is a tax season aggregate
position.

In the "Contracted Services" area, the difference in our budget
request and the LFA is for computer charges, about $5,000,
and access to the computer.

Another thing we have in the income tax processing is an alphabetical
listing of taxpayers on microfilm. If you want to know if some-
body filed a tax return or they called in and said, "I have lost

the copies of my last three tax returns", you can go and look up
their name, fgure out if you every got their tax return and where

it is.

One of the things that the Council on Management was impressed
by was how $160 million a year is collected by 69 people. The
employers, through the employer withholding, are a very large
part of why this is such a cost-effective program for the state.
The Income Tax Division has a separate division for withholding
and there are separations for the technical aspects of dealing
with the income tax and for all of the administrative services
that support the income tax property systems.

In the "Supplies and Materials" area, the difference here is
attributable to the LFA saying that we spent more than was in
our operating plan in 1982; therefore, we should be cut back.
In 1982, actual materials costs were $28,568 and I would main-
tain to you that our requests for FY 84-85 is not unreasonable.
We have to have supplies to make the system work.

Chairman Quilici asked where she would pick up the other $7,000.
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Ken Morrison said tht it came out of "Contracted Services".

In Communications, the difference between the OBPP and the

LFA is $44,289 in postage and the remainder is local telephone
charges that will be more expensive than the Helena system.

The $44,000 in postage is attributable to the new federal require-
ment that said we must start sending out 1099's or information
returns to everyone who receives a state tax refund. That is

a completely new requirement that is going to cost us about $80, 000
a year--printing the forms and mailing them out (Exhibit 8,

page 3).

The next item of concern is "travel". The reduction, from a
request in the LFA's budget, is attributable to out-of-state
field examinations of non-resident returns.

She said they have sixteen income tax people in their audit
and examining staff. In the withholding area in 1982, they had
six people.

In the "Other Expense" category, the difference between their
request and the LFA's budget is training. 1In the income tax

area, training is a very important aspect of being able to do
their job better.

(Tape 68, Side B)

The other major difference in their budget request and the LFA's
recommendation is in the "equipment" area. They relate to an
additional terminal which would tie into their conputerized files
and an integrated filing system for filing their hundreds of -
thousands of income tax returns.

Ken Morrison said the integrated filing system that Mrs. Feaver
is referring to is a filing system for their Withholding Section.
In dealing with 25,000 employers each quarter, they are required B
to file an annual reconciliation statement. We get 125,000 plus :%
returns in our Withholding Section each year. Being a small

staff, we have a need to have access to records frequently.

Right now, we have to go to six different locations to put togethera
a year's worth of data on an employer. We want to consolidate

those records into a single efficient filing system. As with-
holding brings in a large portion of the income tax dollars, it
is very important to have access to data that they have and be
able to react to that data. We are looking at an open-shelf
filing system with numerical identification of the file using
employer identification numbers, color codes, etc., that will
give us easy access.

Senator Keating stated that the recommendations are to do away T%
with the Withholding Bureau and merge it with something .
else.
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Mrs. Feaver said that Management Council recommended that we com-
bine the Withholding Bureau with one of the other bureaus in

the Income Tax Division. What they said in their recommendation,
"Get your withholding records and your processing up-to-date

so it is all running smoothly." Mid 1985 is when we anticipate
we will be able to do that. There was some discussion as to the
function of the Withholding Bureau.

Mr. Morrison stated that the filing system they are talking about
is $15,000. The other part is the computer terminal.

On page 8 of Exhibit 8, Mrs. Feaver said we are asking for 6.5
FTE's to do improved compliance both to go after people who are
not filing income tax returns at all and also to go after the
employers who, in many cases, are withholding money from their
employees and keeping it themselves. The benefits of these 6.5
FTE's which, in adding all the expenses, are $120,000 in the

first year and a decreased amount in the second year because

of equipment already being purchased. We believe that this $120,000
in the first year and the continuing cost of those people will pay
back $1.3 million annually. The return on investments is excel-
lent.

The more we enforce compliance for all the citizens, the more the
tax burden is shared by all the people; and, invariably, the
honest taxpayer should have a reduced tax burden because you are
picking up the fair share of those who would otherwise cheat.

We would assign 4.5 FTE's to withholding tax work where we are
having growing compliance problems. Two of the FTE's would
concentrate on the income tax compliance work.

One of the areas in the income tax compliance work that is very’
aggravating is dealing with the tax protestor--the person who
sends in a form and writes, "I can't complete this because it
violates my fifth amendment rights." The next tactic is to cause
the state to spend phenomenal amounts of money dealing with the
appeals process. We write them a notice; we estimate their tax;
then, they go through the administrative appeals process.

One of the things they tried to 4o during the biennium was to

get together with Workmens' Compensation and with Unemployment
Insurance so that a joint audit program could be started. Instead
of having three sets of auditors golook at employer's payroll
records to see that all three of those tax responsiblities were
being handled properly, resources would be pooled and the work
would be done as one. The real problem with that is that they
don't have any resources.

Discussion was held regarding people who are violating the law by
not paying their taxes.
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Senator Keating suggested that the department get some press
coverage regarding collecting a percentage of taxes which are
delingquent. If you could find a selective court case that you
could win, you could get some publicity that way.

Senator Van Valkenburg asked Mrs. Feaver if she had anyone in

her department that does public relations work--press relations,
etc.

Mrs. Feaver said no.

Senator Van Valkenburg said as Senator Keating is saying--if
you develop a public attitude that this is not something you
can get away with, the cost benefit of that may be enormous.
There are people you can hire who know how to deal with the
Associated Press, the Great Falls Tribune, and the Billings
Gazette who can get reporters, editors, and television people
that say, "The Department of Revenue really doesn't have a bad
idea here."

Mrs. Feaver said she thought it was a good idea. She didn't
foresee that there would be a very positive response from a
group of legislators in comparison to where they could show
an absolute dollar return.

Senator Van Valkenburg suggested we get Paula Walker to talk
with Mrs. Feaver regarding a public relations person as to the
type of person we would need for that position.

Senator Van Valkenburg asked Ms. May 1if all of the modifications
that are being proposed are built into the Executive budget. -

Ms. May replied they were.

Senator Van Valkenburg asked what about the forecasted revenue
collections. Are those built into the Executive's total revenue
expectations?

Ms. May replied yes. Mrs. Feaver said that when they sat down
to go through their budget requests initially, the people in
the Budget Office asked, "why these costs? We are going to add
the revenue also. All of these revenues are in the Executive
revenue forecasts, If you don't decide to fund the cost modi-
fications needed, reduce the revenue estimates."

Mrs. Feaver, on page 148 of Exhibit 8, said they were requesting
two people in the collections area. Collections people man a
phone all day long, calling people up--arranging payment; bugging
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people as to why they haven't paid and acting as collectors, just
like private collection agencies would do. Two collectors who
would cost us $43,000 a year and would collect an additional

$1 million in income taxes. At the end of September, we had
17,000 outstanding accounts worth $8 million.

On page 150, we have a request for redesign of the present
withholding tax data processing system. The system reports are
out of date; there is a high error rate; our corrections via the
system we have now take up to six days and it is a very
inefficient system. In modernizing this system, we will be

able to use our people better and collect an additional $200,000
a year.

On page 151, we are requesting 1.5 FTE's to do field audits in
withholding to visit the employers. Businesses that move into
our state for a short time have payrolls in the state and then
move out. We have a lot of difficulty getting those people to
withhold our state tax on employees and remit it to us.

(Page 10 of Exhibit 8)

We have a request for the redesign of our accounts receivable
system. The $17,000 is for the cost that would be incurred

in the Income Tax Division for the development of those pro-
grams. If we had a better reporting system for the Accounts
Receivable, we would increase our collections; management would
be able to set priorities better; we will be able to print tax
statements automatically with our computerized systems and pro-
vide information for auditors.

(Page 11 of Exhibit 8) -

This is the only recommendation in our modified requests that

was not recommended by the Council on Management. One of the
things that is very important for taxpayer compliance and also to
assist the citizens of our state who have a difficult time coping
with individual income tax, just filling out forms, is to provide
some level of taxpayer assistance. With 1.5 FTE's to provide tax-
payer assistance, we would employ these people on an aggregate
basis during the three months tax-filing season. We would station
these people in four different locations and two people would

be circuit riders, primarily to travel the eastern part of the
state. In addition, we would increase our toll-free lines to
Helena so that people would be able to call in, ask questions

and get help over the phone. At the same time, we are requesting
staff so that we can clamp down on cheaters and tax avoiders, we
are going to be providing help for Montanans.

The meeting was adjourned at 11:30 a.m.

JO)é QUE¥TICI, Chairman




Exhibit 1

ADDITIONAL AMOUNTS TO BE BUDGETED FOR SECURITY, FY 84-85

Additional Personnel

FTE
Salary (Grade 14)
Benefits

Total Personal Services
Airport Security¥*
Mansion Security
Capitol Security Improvements
Additional Training for Personnel
Subtotal, Non-Personnel
TOTAL
BALANCE IN 82-83 BIENNIUM

"NEW MONEY'' NECESSARY

2-11-83

FY 85 Bienn.

1.00 1.00
$20,099
3,720
23,8619

$23,819 $71,876
51,529
$20,347

*Airport security would benefit entire ''red hangar'' which belongs to the

Highway Department.

**Suggest a biennial appropriation.



STATUS OF 1982-83
APPROPRIATIONS FOR SECURITY

Appropriations

FY 82 Department of Administration
FY 82 Governor's Office
FY 83 Governor's Office

Total Appropriations

Expenses
FY 82 Department of Administration
FY 82 Governor's Office
FY 83 Governor's Office (Estimated)

Total Expenses

Estimated June 30, 1983, Balance
of Funds Appropriated for Security

$60,000
36,000

36,000

39,762
13,209

27,500

$132,000

80,471

$ 51,529



DETAIL OF EXPENDITURES
SECURITY APPROPRIATION

Department of Administration

Consultant Fees Big Sky Security
Burns Integrated
Total
Security Hardware Allen Electric
A & L Company
Consel Electric
Western Security
Motorola
General Electric
Total

Miscellaneous

Total Expenditures, Department of Administration

Governor's Office, FY 82

Reimburse Department of Administration:

Salaries
Benefits
Travel
Overhead
Total

Governor's Office, FY 83 (Estimated)

Reimburse Department of Administration:

Salaries
Benefits
Travel
Overhead
Total

$ 323

30,161

1,723

1,090.

1,773.85

$ 9,746,
2,103.

158

$20,376.

k,279.

362.
2,481,

.00
4,000.

00

.65
199.
110.
.00

25
22

00

70
34

.01

80

1,200.

73
12
16

99

$ 4,323.00

35,057.97

380.95
$39,761.92

$13,208.85

$27,500.00



f T o2eL‘6L-

! TTo2eL6L-

T 2EL'6L-

- ‘T o2tL‘elL-

- T 6£8°9¢ 126764

T nes‘ole H68°012

T 698°992- 598992~
68 Ad S8 Ad 68 Ad
*LWD-9ns ‘4410 2R

ATNO S3DI1AY3S T3A3T IN3IYYND

£8-TT-¢
Z ITqTUXd
OEhh 39Vd

2eL‘61L
2eL’61

2eL sl
2eL’sl
2eL 6L

68 Ad
44490

¢ S1NIWKWOOD

‘ ‘T 2gL6L- 2eL’sl WYHO0Hd TVIOL
e T 2EL6L- 2¢eL‘6lL 3D01AY3S 1934Q SNI101INg SYS S004HO
¢ ‘T 2eLC6L- 2EL‘61 WVHO0Yd TVIOL
‘ T 2EL'6L- 2EL 61 J3A37 viOoL
T 119fsg £08°24 o 2cLe6lL IONYNIINIVH % HIVdIY  00L2
‘ T 1667861 166861 IN3Y¥ 0042
‘ ‘T o09L°Ls2- 09L°162~ SASNIIXI ONI1VU3IdO 0002
h8 Ad 8 Ad 8 Ad h8 Ad NOI1d 149530 30/3v
*1WO-4ans *4410 vil 4480 :
00000 : OY1NOD
NiW VI B L1HOWV 90718 S¥S 22 1 WYYO0ud
NOILLVHISINIWAY 40 AINIWLYVYLIA 1OL9 : AIJNIOV
133HSHHOM 1390GN8 --- T0YLINOD/WVYHOOUd /ADNIOV G2/62/91 ¢ Wil
WILSAS 139ang 3A11LNO3AX3 £8/80/10 ¢ 31va
ONINNVId WVH90Hd ® 139an8 410 301440 001YS83 14043y
s B
N w -



. squauxedad 9yl UT SwWOISAS mcammmooum paoMm pue Axjuld Bieq 3o uotzexado

m>auowmww syy 031 Teriusssa st juswdrnbs pajisenbda ey

T T T 868°L9- ché‘goz’t
e to.wN Ltezene
R 1 8LE 598
T T 86819~ Sh6‘g02°1
T - 698 et~ 00§
T T eseral- 00§

T T L6701~ gch‘e02 -
T sie‘e- £L6°S
e gy ooz
I XtV oL LL
T T 9n‘e- 26€ ‘N
———e— 6991 gsh st
T oglefLt- £88‘8
T oLelLt Lho‘gL
T T 260°sg- 185°h00°tL
T T onhfL- 009 St
T T izgnhL- 20921t
T T 1gefee- 681949
R [ 06" Ly

S8 Al G0 Ad S8 Ad
*1WO-4ns *441Q vil

ATNO S3D1AY3S 13A37T LN3QUND

€8-T1-¢
€ ITqTUX™

v

1(58)688°2T$ PUR (¥8)86T‘ces PPY - ~ °~  3usudInba g
szcomumm m:HEEmumoum poT3TTenb urtejutew o3 Hururerl x03 (S8)8T6°TS PuUe (¥8)666'CS PPY - sosuadxdg ILYl0
A Buturex3 o3 pP3leTax [oAeA} I0F ($8)L9¥ ‘TS PUu® (p8)8ZE’TS PPY - 19aR1L °€
soanyTpuadxe oseq gg Ad UTelUTRW O3 (S8)ELT’LTS PuUe (¥8)¥6Z°9T$ PPY - STeTId3eW 3 soTlddns g
Iedk Yoed muoumummo AIjus w3ep I037 "I °L°d 00°C PPY -~ S90TAISg TeUOSIdd °T
) jebpng ¥aAT 03 sobury) popusSumodsdy :SANSSI
ghiycoLz2 T Y A 1S 622°L6L‘L  056° omm Lgepipg! WYUOOHd IVIOL
oLy LLe e e R Y LT £10‘one LeL’ ‘zes Sos bl g ‘ NOISIALIG xoao_.. $0090
££8°266 e Rm...o:- 912‘Ls8 £12°896 Teh'zey, GNN4 TV¥3N3D 00Li0
gnhioL2t T T T L2L7€6- 622°L61°L .056°062°L (fpiE] WVHOOUd V1OL
68E'¢€L I 1 T I ¥ 00§ 869°¢e.  ooo'g 13A37 Tviol
68€ ‘€L T 86t 006 869°€e  ox's 1N3Wd1ND3  OOLE,
GlE‘ntE T L6sfie- NE6O6L - LEETLZ 906 T3AIT VLol
168°g T 666'e- 8£9G LE9'8  ien's S3ISN3IIX3 ¥IHIO 0082
gon‘oz T e L5261 82£'6L  os0el JONVNILINIVW B HIV43¥ 00L2
1£6°8L T 8194 Lh9‘09  G2E'EL  fecieay . IN3¥ 0062
658°9 T eeee- sLz'n €099 XY, 3AVYL  00h2
98L 11 o S.m_..; Zhg L 996°6 eze'l SNO!1VDINNWWOD oom,m.
961°92 T nezf9L- 2ge‘e 9,902 seoly STIVIYILVYW ®B S317ddNS 0022
n92°19 T 16en e6LnL 96L69  ogrisy S301AY3S G310VUINOD 00LZ
6L9°200°L T 9er'ee- S6L°500°L  126°4h0“L _I&,_& I3A37 OvioL h
. 080Lh T oun't- . 009°6h. 0hO" LY . JONVUASNI I1IV3H 0061
g2z L2t T ofoefse- sg6ott Lht ‘92l gy '99) SL143N30 33A0JWI  OONL |
911898 T eentee- 162648 onL‘tl8 ghs'isy S31YVIVS 0011
006 T 060t 06°Lh 00°6n oS'ph ~ (314) INITVAINDI WML TN T0000
U A ng Ad .o W8 Al ne Al N8 Ad e8 bt NO11d1Y¥2S10 3o/3v
dJyo ULEL *Jiia Vil 4410 ° yabpwng
: 00000 : T0¥INOD
OISIAIQ NOIIVWYOINI % HO¥V3ISIY €0 ! WVuN0ud
INNIAJY 40, INIWLYVIIA 108G ¢  ADNIOV
133USHYOM 1390NT ==~ "T0HINOD/WVUDOUd/ADNIOY ‘ ’ G2/62/91 ¢ aMil
WI1SAS 130004 '3A110DIX] N Y £€g8/80/10 : nva = o
duodiin !

84G€ 30Vd

ONINNVI4 WVUOOUd % 1300NH 110 301440 -

»

001usa3



1.

2.

3.

4,

5.

Personal Serv
Amount -
Reason -

Explanation of Current Level Issues

ices

2 FTE for data entyy operators each year

During FY'82 two data entry FTE were changed from
single FTE positions to aggregate (99000) FTE posi-
tions. This was done to more easily track movement
through the data entry series. These were author-
ized Research and Information Division positions and
were not moved into the division from other areas.

Supplies and Materials

Amount -
Reason -

Travel
Amount -~
Reason -

Other Expense
Amount -
Reason -

Equipment
Amount -
Reason -

$16,294 (84) and $17,273 (85)

The Computer Services Division (CSD) of the Depart-
ment of Administration changed their billing method
for computer paper during FY1982. This change
shifted the cost from contracted services (it was
part of the computer charges) to supplies and mate-
rials (we now buy our paper outright). TIn FY'82 we
"overexpended" our supplies and materials budget by
$17,972 while at the same time we "under expended"
our contracted services by $26,305. The LFA did
reduce our contracted services but did not add it
back into supplies and materials.

$2,328 (84 and $2,467 (85)

Travel in FY'82 was primarily used for training of
programmer/analysts and systems analysts. Because
well trained d. p. professionals are difficult to
find and this technical field is constantly chang-
ing, training is the only way to maintain an effec-
tive and efficient staff. Because of the remoteness
of Montana, out-of-state travel is often required to
get needed training.

s

$2,999 (84) and $2,918 (85)

This category is directly related to (3) travel.
Registration fees and tuition for the above men-
tioned training make up the bulk of these expenses.

$33,198 (84) and $12,889 (85)

During the 82-83 biennium the Research and Informa-
tion Division entered into several agreements to
purchase data processing equipment which had previ-
ously been rented or leased. Because of this deci-
sion, the division will reduce the cost of keeping
this equipment by approximately $20,000 in FY'85 and
by nearly $34,000 each year thereafter. The LFA did
reduce our rent category by $42,000 but did not put
anything back into the equipment category.
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Exhibit 4
2-11-83

O Miscellaneous Tax - Administers the state inheritance tax program,
processing approximately 5,000 requests annually. Cigarette, store
license, telephone company and other tax programs are managed
as well.

These four divisions are successfully fulfilling assigned goals. However,
responsibilities in the understaffed Income Tax Division are not aligned
properly. Inadequate penalty rates are applied. The Natural Resource and
Corporation Tax Division’s efficiency is reduced because available natu-
ral resource data must be manually retrieved. In addition, a complicated
organizational structure and excessive supervision hinder operations in
the Miscellaneous Tax Division.

Recommendations @ Increase Income Tax Division staffing.

Because work loads in several sections exceed staff capabilities, opportu-
nities to maximize revenue collections are missed. To reverse this trend,
10 positions — two in the compliance section of the Examining Bureau;
two in the collection section of the Administrative Services Bureau; and
six in the audit section of the Withholding Bureau — should be added im-
mediately. Implementation will cost approximately $211,000 annually.
However, improved efficiency will increase yearly tax collection income
by an estimated $2-million.

315. Eliminate the Withholding Bureau in the Income Tax Division.

Currently, Withholding Bureau activities are concentrated on installing a
computerized system and removing a case backlog. When both goals
are achieved, the work load will diminish significantly. At that time,
. the Withholding Bureau should be eliminated. The Examining Section
should be added to the Examining Bureau, but accounts receivable and
general accounting activities should be transferred to the Administrative
Services Bureau. Implementation will align related functions, stimulate
cooperation, and eliminate one bureau chief position for an annual sav-
ing of $33,000.

316. Expand the estimated tax payment requirements.

Currently, Montana law requires self-employed taxpayers to file an esti-
mated tax return but the law excludes farmers and ranchers. Furthermore,
penalties are not assessed against those who do not pay. This encourages
taxpayers to delay payments until the required filing date. Therefore, the
farmer and rancher exemption should be abolished and a penalty estab-
lished for failure to pay estimated taxes. Implementation will increase
timely payments and improve cash flow, generating an additional $1.5-
million in annual income.

317. Adopt the federal overdue tax interest rate.

Currently, the interest rate charged on overdue taxes is 9%. This encour-
ages taxpayers to withhold payments because they can earn more by in-
vesting funds in high interest bearing instruments. The rate charged by the
federal Internal Revenue Service is more realistic and provides an incen-
tive to pay on time. Thus, legislation should be enacted to automatically
adopt the current federal rate. Implementation will conservatively in-
crease annual income by $550,000.
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DISCUSSION OF ISSUES

Control: 00041 Legal and Investigation

FTE - During the last several years a department paralegal position
has become more and more necessary. Magnitude of caselocad has been
such that a research assistant and draft opinion writer (much like
those in private firms) can provide enough relief for attorneys to
spend more productive hours in actual document preparation, negotia—
tion and litigation. Bankruptcy files and administrative rule proce-
dures have also achieved such importance and reached such proportions
they need constant attention. The paralegal position was determined

to be a priority position in the summer of 1982.

The Welfare Fraud Investigations program requires a full time secre-
tary (it should be noted the investigations program was required to

give up an FTE last biennium).

Contracted Services - In addition to normal contracted services (1li-

quor testing, finger print identification, medical expert testimony,
hand writing analysis) the division wishes to take advantage of the
Westlaw computerized research tool available in the Supreme Court Law
ﬂibrary. Eventually this rapid search capability could save a consid-

erable amount of money (primarily book expenditures).

Supplies and Materials - In order to maintain the required level of

liquor regulatory activity and continue with welfare fraud investiga-
tions throughout the entire fiscal year the requested amount of gaso-
lire funds is needed. For the past two years the investigations
program has had to curtail necessary activity in May and June because
the supplies and material budget was in danger of being overspent.
Lav book set additions are becoming more frequent and more expensive.
In order to maintain library currency the legal bureau requires fund-

ing for law books.



Legal and Investigation --
(Continued)

Travel - As the investigations program now has a full compliment cof
investigators and is trying to maintain at least a minimum level of

services, the travel funds requested are needed.

Rent - It is understood by the division, rent amounts for this cost

center will be reconciled.

Repair and Maintenance - In order to maintain the new IBM word pro-

cessing equipment (3732 terminal, 5210 printer) the funding level

requested is necessary.

Equipment - The amount recommended by the LFA is not sufficient to
meet the cost of replacement or new vehicles (trade-in values are

nominal) and the need for even modest office equipment replacement.

Legal/Medicaid Fraud Funding - The issue in this area becomes the very
existence of the Medicaid Fraud Control Burcau (not just current level
funding).A Federal regulation sets a minimum personnel requirement for
establishing and maintaining a state unit. The four person bureau in
Montana just meets the minimum requirement and the amcunt recommended

by the LFA will not fund such a group. (See attachment A).

Overall Funding - Based on FY 82 the funding ratios for FY 84 and FY

85 should be approximately as follows:

01100 General Fund 48.2%

03048 Federal - Child Support 5.1

03051 Federal - Welfare Fraud 7.5 )
03053 Federal - Medicaid Fraud 11.8

06005 Liquor 27.4

100.0%



Attachment A

JUSTIFICATION FOR CONTINUED FUNDING OF THE
MEDICAID FRAUD CONMTROL BUREAU

'The Montana Medicaid Fraud Control Burcau was established in late 1979
as a result of federal legislation providing for the creation and
funding of state medicaid fraud units. Under federal and state laws
the Bureau investigates alleged instances of fraud committed by medi-
caid providers (nursing homes, pharmacies, doctors, dentists, psy-
chologists, etc.), prepares files for prosecution, and in most cases
prosecutes the offenders.

Funding: During its first three years of cperation the Bureau was 907%
federally funded and the state contribution was 10%. Federal partici-
pation after three years was originally scheduled to drop to 50%, the
same level as for other medicaid administrative expenses. However, in
1980 Congress determined state medicaid fraud units important enough
to justify an increase in the permanent federal funding level to 757%.
This funding level for the Montana Bureau commenced January 1, 1983
and the 25% state match for the second half of the 1983 fiscal year
was provided in the 1982-83 biennium budget.

Federally Mandated Personnel Requirements: Minimum personnel require-
ments for medicaid fraud units are specified in federal law.  The
Bureau is presently operating with the minimum staff required; i.e.
one attorney, one investigator, and one auditor, with one secretary to
serve the three of them. The budget proposed by the l.egislative Fis-—
cal Analyst would eliminate essential staff, result in federal decer-
tification of the Bureau, and cause the loss of the approximately
$90,000 as federal funding for the Bureau. Maintenance of the

required number of personnel and level of operations is dependent upon

funding of the Bureau at least in the amount proposed in the Gover-
nor's budget. v '

Bureau Performance: - Investigations by the Bureau have resulted in six
criminal convictions. Additionally in 1982 the Bureau documented
$77,234 in overpayments to providers and to date $44,571 has been
recovered. In 1981 the Bureau documented $88,690 in overpayments to
providers, of which $77,669 was recovered. Thus, total overpayment
identified by the Bureau for the two yecar period was $165,924, while
Montaqa's portion of Bureau funding for the period was $22,000.

The Bureau has not attempted to estimate the deterrent effect of its
prosecutions and investigations.

- e
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Continued Need for the Bureau: The investigation and prosecution of
medicaid fraud requires detailed knowledge and ckill in the investiga-
tion of complex and secretive schemes for defrauding the medicaid
program. In recommending federal funding of state medicaid fraud
control units, the Commerce Committee of the United States House of
Representatives stated:

"The conmittee wishes to emphasize the need for the empicy-
ment of highly skilled auditors, attorneys, and investigators
specially trained in the area of medicaid fraud. The commit-
tee has received substantial evidence of the complex schemes
employed by those engaging in fraudulent activities and notes
that the only way such practices can be effectively addressed
is by utilizing persons specially skilled in uncovering these
activities." '

Virtually no prosecutions of medicaid provider fraud took place until
specialized state medicaid fraud units were established. 1In 1980,
when Congress increased the permanent federal funding level to 75%,
the House Commerce Committee again emphasized the need for special-
ized, dedicated medicaid fraud control units.

Montana medicaid expenditures for fiscal 1983 are currently estimated
at $80 million dollars. It is popularly estimated that fraud and
abuse in medicaid programs account for 10-25% of total medicaid expen-
ditures. While there is good reason to doubt these high estimates '
apply in Montana, even a substantially lesser rate of fraud and abuse
still means significant amounts of state and federal medicaid doliars
are lost by the Montana program every year.

Present Operations: Given the experience and. knowledge gained in the

past three years the Bureau anticipates making even larger contribu-
tions in future years. -The caseload is determined by referrals from
other state and federally agencies and the Bureau is aggressively .
promoting closer cooperation and coordination with those agencies in
order to foster increased and earlier detection of.potential fraud.
Included in those efforts are investigations coordinated with the FBI
and with other federal and state agencies. At present the Bureau is
investigating annually that number of cases having enough dollar
potential for recovering overpayments equal to or greater than the
Bureau's total budget. ‘
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AlLtachment B

DEPARTMENT OF REVENUE
WELFARE FRAUD UNIT

PROGRAM ACTIVITY REPORT

The Department of Revenue Welfare Fraud Program provides support ser-
vice for the Department of Social and Rehabilitative Services. The
Department of Revenue, when requested, investigates allegations of

welfare fraud. This activity is performed in compliance with Section
53-2-501, MCA.

At the present time the Welfare Fraud Unit is comprised of a unict
supervisor, a secretary, and the equivalent of two additional investi-
gators. The investigative function 1s assigned on a percentage of
available time to the investigative field staff which is comprised of
eight investigators located in six regional offices. With the budget
available these investigators devote 207 of their total work hours to
welfare fraud. This activity has been very successful in terms of
overall accomplishment, but when considered with the magnitude of the
problem not enough investigative time is available to handle welfare
fraud in Montana. Over a two year period the Department investigated
449 cases of which 127 were filed with county attorneys and an addi-
tional 55 involved voluntary repayments. The collections arranged
through this effort amounted to $237,484.40 plus an additional $76,867
currently pending with county attorneys for a total figure of
$314,353.00 (see attached).

Wexgare fraud in Montana has increased dramatically in the last twe.

““yeéars. The number of cases requiring investigation went from 53 in
1979 to 247 in 1981. With this type of increase in caseload and no
additions to staff, the backlog is rapidly building. The backlog as
of June 30, 1982 was 336 cases of potential fraud. Over the two year
period from July 1, 1980 to June 30, 1982 the average dollar return
per case referred was $700.00. The projected loss to the state wel-
fare program would be $235,200.00 in cases that cannot be investigated
at current staffing levels. For these reasons the Department is ask-
ing for the three additional FTE's and the funding necessary to pro-
vide adequate operation of the program. The Welfare Fraud Unit has
been quite cost effective over the past two years and will continue to
be just as cost effective with additional stafr.

The following infermation is a program overview for a period from July
1, 1980 to June 30, 1982.

cw



Program Budget for Period 7-1-80 to 6-30-82

FY81 $126,670
FY82 103,849
Total Budget $230,519

Funds Identified in Fraud and Overpayment Cases
from 7-1-80 to 6-30-82 '

Collections arranged through

County Attorney actions ‘ $181,466.73
Voluntary repayméﬁt 56,017.67
Casesvfiled with County Attorneys . ' | - 76,867.00

Total $314,353.40

Ratio of Fraud Identified and Filed to Program Budget

Cases filed Cost of program , Return

. $314,353.40 . .8230,519 - "1.36

Total Cases Involving Fraud from 7-1-80 to 6-30-82
FRLL W ieml DU SAELT YL Taa, AT st

P : Cieenl 8 . ! E A ST T B
“: County :Attorney Action .. - .. . ¥

Successful prosecution with restitution . .67
Successful prosecution without restitution 5
Deferred prosecution with restitution 17
- Repayment.arranged for . ... .. . oD
Unsuccessful prosecution .. . .. oo ool o
.o-Voluntary repayment . . e o 55
Currently filed with County Attorney Offices . 32

Total 182
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- DEPARTMENT OF REVENUE
WELTFARE FRAUD UNIT
SUMMARY OF 1INVESTIGATION ACTIVITY
July 1, 1980 to June 30, 1982

BACKLOG OF CASES AS OF JULY 1, 1980 360

NEW CASES RECEIVED DURING REPORTING PERIOD 425

CASES CLOSED DURING FRAUD PERIOD* .. . .. 449
BACKLOG OF CASES AS OF JUﬁé 30, 1982' 336
TOTAL CASES AVAILABLE EOR INVESTIGATION 785
*METHODS OF CLOSINGC CASES
CASES WITH RECOVERY ARRANGED BY:
CLOSURE THROUGH COUNTY ATTORNEY ACTION 127
CLOSURE WITH VOLUNTARY REPAYMENT AGREEMENT _55
TOTAL CASES WITH RECOVERY 182
CASES CLOSED WITHOUT PROSECUTION OR
RECOVERY BY REASON OF: -
INSUFFICIENT EVIDENCE TO PROVE FRAUD 129
OUT OF JURISDICTION . . 26
. IR -:.-:_; RERAE e S e e i el i St
‘REFERRED IN ERROR , _ 22
RETURNED TO S.R.S}'FOR CIVIL ACTION 20
OTHER | _70
TOfAL CASES CLOSED WITHOUT RECOVERY - 267

TOTAL CASES CLOSED

|
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Recommendations

Exhibit 6
2~11-83

Department of Revenue

Fiscal 1982 Budget: $120.8-million, including $900,000 in federal
funds.
Positions Authorized: 1,010.
Positions Filled: 917.
Chief Operating Officer: Director.
Reporting Structure: The director reports to the Governor and supervises
nine divisions.

N

The Department of Revenue administers tax programs, operates the
state’s liquor enterprise, assesses property, and investigates welfare fraud.
The director supervises two deputies and the administrators of two major
divisions — Liquor and Property Assessment. The deputy directors over-
see activities in seven other divisions. One is in charge of the four tax di-
visions — Income Tax; Natural Resource and Corporation Tax; Motor
Fuels; and Miscellaneous Tax. The second deputy supervises the follow-
ing three staff divisions:

O Research and Information - Develops and supporis departineni-wide
data processing systems needs.

0 Legal and Enforcement - Investigates welfare and Medicaid fraud, en-
forces child support obligations, and provides legal services.

O Centralized Services - Manages accounting, personnel, payroll and
other required support functions.

These three divisions are discussed here while Liquor and Property As-
sessment are addressed in subsequent reports. Another section entitled
Operations discusses the four tax divisions.

The department’s support service agencies are well run and generally effi-
cient. However, enforcement activities are hampered by heavy case
backlogs. Also, no cost/benefit analyses are conducted to justify data
processing system proposals.

295. Initiate cost/benefit analyses on proposed systems developments.

The department does not have a formal system for evaluating the cost/
benefit of new systems development or enhancements. Therefore, au-
thorizations are made and priorities established without sufficient
information.

To ensure optimum effectiveness, the department should require a cost/
benctit analysis for each proposal. Betore approval, the net program sav-
ing should be compared to alternative investments. Implementation will
improve planning and give priority status to high return proposals.

@ Increase the investigative staff in the Welfare Fraud Bureau.

The number of required investigations in the Legal and Enforcement Divi-
sion’s Welfare Fraud Bureau is increasing. Many cases are backlogged,

119



allowing inefficient use of state funds to continue. To solve this prob-
lem, three additional investigators should be hired at an estimated annual
cost of $90,000. However, the increased annual income to be attained
will be about $135,000 since each investigator normally saves $1.50 for
each support dollar. Furthermore, fear of discovery diminishes the num-
ber of improper claims.

Since increased staffing will discourage criminal activity, a 2% reduction
in the welfare cost will be anticipated. Prevention of potential fraud could
save $2.2-million annually but is not claimed. Therefore, a vigorous im-
plementation effort is encouraged.

297. Restructure the Child Support Enforcement Bureau.

This bureau in the Legal and Enforcement Division locates absent parents
and enforces legal obligations for financial support. The federal govern-
ment pays approximately 75% of the cost of this service in exchange for a
share of collections. Despite federal support, the program is not cost ef-
fective. Of the 12,000 cases on file, only about 1,500 are paying support
on a regular basis.

To maintain services and reduce expenses, the following measures should
be implemented:

0 Combine program services and support payment activides into one
Administration Unit, eliminating five positions.

0 Reduce staffing in each of the four field offices to one investigator and
one administrative assistant. Field offices would report to a new In-
vestigation Unit headed by an attorney. Consolidation will eliminate
an additional 17 positions.

O Purge the files of inactive and closed cases, then concentrate on an
estimated 4,000 cases offering a higher success probability.

0 Cancel plans for a statewide case management data base. The pres-
ent system can handle projected needs after proposed changes.

Elimination of 22 positions will reduce office space requirements and
operating expenses, particularly data processing, travel and vehicle costs.
Revenue losses of approximately $28,000 of state and $67,000 of federal
monies, or 10% of total collections, will result. However, the saving in
salaries and operating expenses will total $129,000 for the state and
$389,000 for the federal government.

Liqut)r Division

The Liquor Division controls retail beer, wine and liquor sales throughout
the state. It operates a network of 75 state-owned retail outlets with 219
authorized employees including 27 current vacancies. The administrator
supervises an additional 40 employees engaged in controlling 73 private-
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DISCUSSION OF ISSUES

Control: 00042 Legal - Child Support Enforcement
FTIE - The current FTE authorization for the CSEB is 43 and not 39 as
has been indicated by the LFA report. The LFA was aware of the 1981
legislative contingency authorization and has granted at least tacit
approval of the additional positions in subsequent meetings. Even
though the bureau has been forced to operate 6-7 positions (overall)
below full staffing due to the federal funding cutback in October,
1682, several of the four investigator positions have for the sake of
efficient operation already been filled as vacancies occurred

elsevhere.

Contracted Services - The requested amount of funding is also neces—

sary in this area. With full staffing, paternity testing and paterni-
ty establishment will be possible again. WNot only will this aspect of
child support be reemphasized because it is desirable but because the
federal auditors demand more activity in the area. The program is not
in total compliance with federal regulation if only cosmetic attempts

at paternity establishment are being made.

Communications - Evidently the LFA has not taken into account the fact

a majority of phone contacts initiated by the bureau occur outside
Helena. With four regional and two satellite offices in other than
the Helena area, the smaller inflationary increase attributed to cen-

tral office (because of a change in service) will not apply.
Rent - The inflationary increase suggested by the LFA in this line
item is not adequate even without comnsidering full staffing office

requirements and newly executed rental agreements.

Other Expenses - Training is vitally necessary in the child support

enforcement field due to the constant state of flux in federal regula-
tion. Public assistance rules (federal and state) are revised quar-
terly and sometimes even monthly or weekly. Without update training

errors occur, efficiency and therefore return drops, and the risk of

penalty or decertification becomes greater.

Funding - It should be noted CSEB federal/state funding percentages

are currently 70/30 and should be projected as such for the coming

biennium.
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Attaclment C

s - FY 80 thru 82
~ Montana Child Support Enforcement
5801 - 0405 '
Total Costs And Net Collections

FY 80 ¥y 81 TY 82 7% Increase
Total Total Total or Decrease
Quarter Cost Cost Cost FY 80 ~ FY 82
lst 172,407.00 183,338.00 197,495.00
2nd 290,311.00 386,499.00 252,241.00
3rd 266,411.00 248,383.00 295,550.00
4th 305,421.00 331,839.00 322,700.00
FY 1,037,550.00 1,150,059.00+- 1,067,986.00 ~
: FY 827 cost increase over FY 80 = 2.93%
FY 82% cost decrease over FY 81 = 7.147

~

FY 80 FY 81 FY 82 7 Increase
AFDC NET AFDC Net "~ AFDC NET or Decrease
Quarter Retained Retained Retained FY 80 - FY 82
1st 180,183.00 184,620.G60 244 ,283.00
2nd 190,872.00 213,786.00 242,461.00
3rd $223,438.00 247,871.00 "260,481.00
4th 220,424,00 274,798.C0 381,638.00
FY 814,917.00 921,075.00 1,128.863.00
FY 81% distribution increase over FY 80 = 13.03%
FY 82% distribution increase over FY 81 = 22.567
FY 82% distribution increase over FY 80 = 38.52%

Combined Total Effectiﬁeness b
-+ -Ratio Return % Cost

AN

L FY 80

- FY 82

<" County SWT90 T sREe80 0 0 1,06
;ﬂc}State.“ Yoo S N ol W ol s F O RV S e I oF SRR AV EIPRE .
'f'~ Federal
' "Montana General =+ TR e '
Fund Effectiveness

G.F. Return FY 80 FY 81 FYy 82

% G.F. Cost 1.01 1.09 1.34

add NADC fees

add incentives

Fces charged for service
and deposited in the gen-
eral fund when credited.
"Convert this ratio to
1.41.

$;.59



'

ucmssoov {STRUTWAS] SUTT-UO mcaumuwmo JO 350D X9A02 O3 (G8)L6T‘STIS Pue (¥8)6TI9°F IS PpPY -
vdT Aq pejloTep uotritsod N AS[O 8OTIFO I03 Hmmm yoeo

\|:||:||
e
e —
e
e
e —
e
)

e
e
e
e
i
e
i
e
e
e
e
—
TRy
‘1WD-8NS

sobaeys suoydaladl uo UOTIBRTIUT @mmmwuuc* I03F pue G86T pue $86T FJO Azenuep uft
mumammxma mcmpcoz Tle 03 uIn3sl UOTIBRUIOIUT ue JO mcﬁﬁams I03 (S8)OVT‘VSS Pue (¥8)TET’‘8¥S PPY -
-oseq gg Xd UO poseq Hurizeiado JO 3500 TRWAOU I9A0D O3 (S8)8LYVES PU® (¥8)997’€$ PPY -

g£02‘sh-
£02‘6h-

g£02‘6h-
086°¢
086°S

H00°1 6=
£62'n-
HeE‘L
€~

G06 ‘-
2LL‘oL~
ont ‘G-
gL't~
L6L'GL~

128 °6€,
ohh L
8£6°2
ghh‘Ge
06t

S8 Ad
- 3410

£EG6666°1L
£€6°666°1L

€E6666°1L
00511
00511t

6h8 166
2eh’n
8696
119°2
ELE 66
208 L1
90¢ ‘92t -
6g2'62
99¢ ‘2ne

et ‘9G6E 1L
nz2h ‘69
lzri9t
£€0°621L 1
61L°99

S8 Ad
vid

- TLE 29V
i

ATNO SIDIAU3S T3IA3T LN3IWUND

£8-T1T~¢
8 ITATUXH :

.

suIn3jax judpysAI-UOU
JO SUOT3BUTWEX® PTOTJ 93©35-JO-INO XOF Spungy m@aboum 03 (S8)ZLL'OTS PUe (¥8)zTS’0TS PPV - S 19ARIL  °G§

SUOTIBDTUNUUOD °F
sTeTtaxazey] 3 sorTddng *¢

butjurad pue uor3lONIA3SIP

S9OTAISS pPajdeijuc) -2
S9OTAI®S TRUOSIB T
$5dNSSI

‘d°L°d4 00°T PPY -
J9bpnd vJdT1 OL Sobuey) popusumodsy

9EL'n00'Z T g9g nii-  9£L‘026°L  669‘nE0‘Z “Wv¥ooud WVIOL
L9EL' 00’2 T T T 957 htL- 9£1026°L  669°nE0‘2 LT hEF ] GNNJ IVYINID 00L10
0£L°000°2 T T g9ghLi-  9EL‘026°L mmww:mo.mmz*mmvz<zoomm,J<»oh
026°S T o0ssLe- 65601 60688 @S€ o/ T3IAIT VLOL
0266 e 066f12- 65670t 605788 o.5€ 0f IN3WdINDI 00LE
£68°289 ——ee— ggzieg-. 298166 L19°€€9 .E«ﬂm 13A31 ..&o»
caL'g T e9stn- T Theutn esL's oStz " s3SNIdX3 ¥IHIO 0082
HLe'g |||J||mg|| oLl "hs16 whe’'L »%m.¢‘ " JONVNIINIVH B m_<mux ooL2
089°2 T q_- Teniz’ iz ELRY) : $31117110 0092
818°€9 |||.|ww«|| om: 2= 19668 6in‘gs. TrR'TS IN3¥ (0062
nLG ‘82 e Nmm oL- ‘ghnLL o622  T5@' 9/ . q3AVHL 0042
9nn ‘08l T pmp gh- . 0L6°tLLL LoL‘091 - S9€ bEI SNOILVOINAWWOD - 00£2
geL ee I mwm €- 216712 gLL'os.  THT 17 SIVIYILVH % S3171ddNS 0022
£96°26¢ e 619°nL- - 066°22€ 60915  £62'0AE  S3DIAYIS GILOVMINOD 0012
£OE°9LE L T gern- - Gueiee’l  £267298’1 gaofbed 13N vioL
486°€9 e 096- heh ‘69 ngee‘99 - - 30NVYNSN =p4<u= 0051
691°'8S1L e ow_ €= 918765t 296291 . .\o$;mud SLI43INI8 IIA0TIWI  0OHL
06678607t T T 219- Grofegt’t reofeet’t hua\amcv4 S3LYVIVS  00L1L
69°99 T 001~ 61789 G1°69 $1°69 (311) INITIVAINDI 3W1L 1INE 0000
G0 A4 he A4 © N8 Ad ng Ad e - NO11d 19530 . -30/3v
ddyo *1HO-8NS 4310 ZR| 4490 - . :
A . 00000 : TTOMINOD
XV1 JWOONI 90 D WVHOOUd
“3INNIAIY 40 IN3WIUVAIA 1086 :  ADNIOV

' ..(:.. gy ©leyve
huu:wxzoz 1300Ng <=~ Jo:h200\2<:domm\>ozuo<
WILSAS 130404 JA1INIIXT

OHITNNVIS WVUO0NUd 2 Ladanyd 10 3013140

Y N n _

a Y = -

62/62/91 3wt

£0/80/10 ' 31va
001USE3 1¥043Y
SN

N . P Y



Ny jgAedl w4l
‘anuanay/1so0)

TR Y

¢ecs ol

85E€0LY

quswdrnbe jusweoe[dax X0 ST adueleq

oy3 ‘{Teurtwaal burssoooad paom pue WIISAS O[TF peierbsjur ue
spniouT T[TM saanyTpusdxd xofeW ?(58)086°GS PU®R (§8)0SS‘LZS PPY
bututexy osfordwe 103 Spraoad O3 (S8)€6Z‘VS PuR (¥8)89S5‘V$- PPY

quswdtnba -y
sosuadxy I94yaQ ‘9

ipanuIluo)
. 90
UOTSTATd XBJ SWwodul



INCOME TAX DIVISION
Y84 and I'Y85 Budgets .

Reasons for opposing funding reductions proposed by the
Legislative Fiscal Analyst

1. The proposed deletion of position no. 90002 will leave the
division short of temporary employees for processing tax
returns. Attachment #1 clearly shows that the division used
all of the funding for position no. 90002 in FY 82. Employees
hiredin this position were paid (in error) from position no.
90600 which as a consequence was overexpended. Because of
this clerical oversight, LFA has mistakenly assumed position
no. 90002 is not needed.

2. The division must receive requested funding for printing,
document destruction and on-line terminals to be able to
fulfill statutory requirements. Without sufficient funds
the division will be unable to destroy confidential tax
records, properly collect and record taxes or access compu-
terized tax records. On-line terminals are used to respond
to questions from taxpayers about their refunds and flllng
problems, and to research tax files for audits.

3. To operate at FY82 levels the division will need all re-
quested funding for materials and supplies.  Without the
funding, return processing and auditing can not be main-
tained at FY82 levels. Reductions in processing and audit
will cause a decrease in tax collections.

4. If Montana is to be in compliance with the new federal laws
for reporting state tax refunds, the division must receive
funds for the postage needed to mail the required reports.
Should funds not be provided, the department will be in the
position of ignoring federal laws ~ a position that will
probably result in legal action against the state by the
federal government.

5. To cut out-of-state audit travel is to cut revenues from
nonresident taxpayers. During the 1st half of FY83, the
division assessed $783,000 in additional taxes to nonresi-
dents as a result of out-of-state audits; a revenue/cost
ratio of $39 to $1, and a revenue/travel cost ratio of
$158 to $1.

6. The division believes the reasonable request of $90 per
: employee for training would provide future benefits of in-
creased product1v1ty

7. 1If the division is to realize the full potential from its
employees, they must be supported with functional, up-to-
date equipment. A detail list of anticipated equipment
needs was developed and is preferable to the arbltrary
amount used by LFA.

1
i
i



The major equipment request of $15,000 for a withholding
tax filing system will permit additional tax assessments.

The additional tax assessments should more than pay for the
cost of the system.

Although the analyst has failed to recognize requested modifica-
tions for taxpayer assistance, accounts receivable system,
line withholding system, and payroll examination,
portant programs which should be funded.

on-
they are im-
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Justlflcatlon for Including Modified Level Serv1ces in the Income
Tax Division Budget for FY84 and FYS85. e

The FY84 and FY85 budgét proposal for the income tax program in-

cludes six modifications to current level services. The Governor's

Council on Management recommended five of those modifications as
ways of improving the Income Tax Program. The sixth modification
was not addressed by the council since it is a public service

project which was outside the scope of the council's evaluation..

The proposed modifications will improve programs for the examina-
tion of tax records, compliance with state tax laws and collection
of accounts receivables. Each of these programs is necessary in

working toward the goal of equity among all taxpayers.

Because these modifications will result in tax revenues many
times greater than the cost of the programs, these proposals

could be viewed as revenue producing programs (within the exiét—

ing tax structure) The programs will pay their own way and also,

provide additional revenue to the general fund and the public
schools equalization fund.

SEE ATTACHED GRAPH: Shows cost to revenue projections

~
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