MINUTES OF THE MEETING OF THE APPROPRIATIONS SUB-COMMITTEE
ON ELECTED OFFICIALS AND HIGHWAYS )
February 14, 1983 (Tape 70, Side B, 71, 72)

The meeting of the Appropriations Sub-committee on Elected
Officials and Highways was called to order by Chairman Joe
Quilici on February 14, 1983 at 8 a.m. in Room 437 of the
Capitol Building.

Members Present: Chairman Quilici Senator Dover
Rep, Connelly Senator Keating
Rep. Lory - Senator Van Valkenburg
Senator Stimatz

Others Present: Doug Booker and
Jan Dee May, OBPP
Cliff Roessner, LFA
HEARINGS

DEPARTMENT OF REVENUE

Miscellaneous Tax Division (Exhibit 1)

Ellen Feaver said the initial differences between the Executive
budget request and the LFA's recommendation is the elimination of
a .65 clerical position. This position is necessary to help keep
filing up-to-date. At many times of the year, the backlog of
clerical work--filing, etc., gets overwhelming for people who work
in taxes.

In the "Contracted Services" area, the difference of $653 is due
to printing so many different forms. We will not be able to col-
lect the taxes adequately if we don't print forms and keep them
up-to-date.

Senator Keating asked why the LFA on Page 187, 18.85 FTE's were
requested and on another sheet, only 13 FTE's were required in
FY82. (Exhibit 2)

Mrs. Feaver said that in both the Executive and the LFA budgets,
they went ahead and prepared the budget on a comparable basis
after all our reorganizations were done. The Inheritance Tax
used to be a separate division. It had nine people in it. We
started out with 13.85; transferred in Inheritance Tax nine and
transferred out four to the Natural Resources and Corporation
Tax Division along with those resource taxes. Then, there was
an additional reduction of an accounting clerk of .2 so that is
where we ended up with the 18.65. In this division we also take
care of the Abandoned Property statutes and that has been some
interest to the Finance Committee in the past year.
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In the "Communications™ area, approximately $900 and $1,000 are
the differences. That concerns us because of postage cost.
There are many different forms that need to be mailed and taxes
will not be collected if the forms cannot be mailed.

Regarding the "Travel” budget, the base year for travel did not
reflect the need. We went ahead and put into our request, travel
that would allow our people to go out and do the kinds of audit
work that is necessary to administer the taxes. We are also
interested in doing some work on abandoned property. The "travel"
is the difference as it relates to in-state audits.

d

In the "Repair and Maintenance" area, we need the $339 for mainte-
nance on our word processor. ’

In "other expenses", we would like to have the $90 per person
for training.

In the "Equipment" area, there are a number of different taxes %
in this area and one person has done the filing, typing, and the
taxpayer contact. There is very little room for job enrichment or
for career laddering. We are requesting some additional word
processing equipment (Exhibit 3) to help automate some of the work
that we do in this division so that there would be a way to 1
stratify the tasks that have to be done in the division, so that ‘gﬁ
e

we could have clerical jobs, technicians jobs, and more sophisticat
jobs in a career ladder for people. We are also in need of a

car. As you can see on page three of Exhibit 1, we currently

have a car that gets eight miles to the gallon and was severely
damanged in the hailstorm. Also, in the division, we have antique
office furniture. The people in the division would feel a lot
better about their jobs and would do their jobs better if their-
office environment were a little more attractive.

In the funding, there is a problem. We collected in the past ?
year $15,500 from the cigarette enforcment account. TIf we have
funding from an earmarked fund and you collect less than your
appropriation, that means that your budget is cut because you

can only spend what you collect in an earmarked account. We would
maintain that the LFA's recommendation of $20,000 from the funding
of this account is not reasonable or realistic. That amount

of money hasn't been collected from this source for many years,

if ever. The average for the past three or four years has been
$16,000 or $17,000.

Senator Keating asked if the Indian reservation cigarette sales is ?
cutting into your fund very much.

Mrs. Feaver stated that this is a licensing fund and Indians aren't
licensed to sell or tax cigarettes. That is not an issue here.
As far as the tax collections go, yes. Untaxed cigarettes are
being sold on the reservation and have been for some time. This
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is .a problem but it is not a very easy one to deal with. A

more major problem is untaxed liquor that is being sold on the
reservation because the dollars can mount up much faster. In
taking a look as to what we could do in all these tax enforce-
ment areas on the reservation, during the past year we went

up and met with the Black feet Indians and have had other meetings
with other tribal people in the past. The Blackfeet is where

the liquor is a problem. I met with the local law enforcement
officials on the reservation; agreed that we would try to work
through them; we would report complaints to them and they said
they would take action and make certain that the law is com-

plied with. We have written letters; we have provided information;
we have gotten written responses but as far as I can tell, no
action. The next step--if we are not successful in dealing with
the tribal law enforcement people--will be to try to work through
the BIA officials. Eventually, if we continue to go in an admin-
istrative and legal route, we could end up in court over untaxed
products being sold on the reservation.

Senator Keating asked what is the nature of the problem? When you
say "compliance", what are you talking about? Mrs. Feaver said

we have no enforcement authority on the reservation. At this point,
Indians can get untaxed cigarettes and sell them to both Indians
and non-Indians. They can get untaxed booze and beer--we believe
they are getting it from the State of Washington--a tribal source--
and they are selling that on the reservation. They are also

selling it in unlicensed facilities. They don't have a tribal
ordinance and so that is illegal according to federal law.

Senator Keating_said it is illegal for the citizens to buy it
on the reservation and consume it off the reservation, isn't it?

Mrs. Feaver said it was and also for non-Indians. So the routes
we have are legal routes or confrontation routes. We could post
investigators and law enforcement people at the borders and inter-
cept people coming off the reservation with untaxed products.

Senator Keating said the BIA is actually withdrawing its authority
and permitting the tribal councils to be more autonomous and
the councils are pushing for autonomy.

Mrs. Feaver said it is hard to have patience working through those
routeg;'bgt on the other hand, I think we can be subject to a lot
of criticism if we don't even try the legal enforcement routes.
Chairman Quilici asked Mrs. Feaver to go over "Equipment" again.

Mrs. Feaver said we have a lot of little taxes that involve many
taxpayers. We have a number of small taxes where the list of
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taxpayers 1s quite extensive. Either manually or using a central N

computer, we prepare mailing lists and mail our forms. One of
the things we could do with the word processor, instead of using
an expensive computer device or manually typing labels, we could ‘
put our mailing lists in word processing equipment and automatical-
ly produce more personalized but less expensive mailings to all i
of the people who are taxpayers. We could also keep track of
receipts for payment of licenses with word processing.

Chairman Quilici asked how much is colleted from contractors
license fees?

Mrs. Feaver said they collect $185,000 which goes to the General - ‘
Fund.

Motor Fuels Tax (Exhibit 5) {

Mrs. Feaver said one of the things that happened this biennium ,
in Motor Fuels that was quite a challenge was dealing with the 5
growing production in the use of gasohol. 1In the statutes, we

had a lot to deal with trying to get the statues revised.. Once :
we started administering the gasohol program, we figured out ‘
that we didn't do as good a job as we might have because in the '
administration of the tax, there was no requirement for the gasohol
producers to report to us and for us to monitor the gasohol ,
production and distribution so that we could see that the subsidy '«
was being taken appropriately and that the in-state requirement
alcohol production was being complied with. The gasohol subsidy
is only allowable for alcohol produced in Montana. One of the
things that happened during the past year was that our gasohol
plants could not keep up with the demand for gasohol in the state
and so there were gas stations that were selling it like hotcakes
and couldn't get it from the supplier. One of the things that ~ |
happened is alcohol started being imported from outside the state.
That couldn't get the subsidy and so we had to collect the tax.

We drafted a bill that would try to put in the statues our admin- <
istrative requirements but what we were able to do--they agreed
to do the reporting that we thought we needed to administer the
tax adequately. That took a good deal of time and put greater
demands on our staff. The way it is administered--we collect
the tax from them and then we agreed to turn around and refund |
it to them so that we would end up reporting an adequate compliance
mechanism. They wouldn't be out the tax money for that period.

Another thing that was exciting during this biennium was to make
sure that we were collecting the motor fuels tax in the eastern
part of the state for on-road usage. We had a lot of o0il field
people who were claiming that they had all off-road usage and the
law put the burden on the taxpayer to keep records to show that
they have on-road usage or off-road usage. A lot of the people
who were here for a very short period of time in our state

were interested in paying the minimum amount of tax. So we
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had a number of confrontations and controversies with oil people
in the eastern part of the state.

We do have auditors in this program. One of the functions of the
auditors has been to go out-of-state and audit the records for
proper administration of the motor fuels tax. In the past when

we have gone out of state, we have charged the people we were
auditing for the audit. This has created some real problems for
staff. You can imagine if you were paying the bill to get audited
to see how much more taxes you owed, you wouldn't welcome the
people and you would hurry them up as much as possible and,

in the end, you wouldn't want to pay the bill. Legislation

has now been passed that says that no longer do we have to operate
under those working conditions. The General Fund or the earmarked
Revenue Fund will pay for our out-of-state audits. This has been
close to $14,000 a year.

We are very concerned about the difference in the OBPP and the
LFA's personnel requirement. There is a 1.5 difference in FTE's
in the first year of the biennium and a .5 FTE in the second
year of the biennium. We would agree that we could eliminate
one position in the second year of the biennium because of the
efficiency that could be achieved in the word processing. But
we will not be able to achieve those efficiencies in 1984.

With the additional work with the gasohol, we maintain that
even though we may not have fullyutliized that .5 position in
the past, we have plenty of work for that person to do for the
future.

There is legislation pending that could cause us to deal with a
significantly greater number of people in this area--the gas -
wholesalers. We are fortunate in having an efficient administra-
tive structure for the gasoline and diesel tax--particulary, the
gasoline.

Mr. Norris said we take about $38 million on the gasoline side and
with two people, it costs about $35,000 to $38,000. It costs

us about the same amount for two people to administer the Refund
Act on that side. House Bill 290 increases the distributor tax.
The purpose of that tax is that at the present time, the taxes
collected on the front end by the supplier who supplies the whole-
salers—-~-they have their money tied up for 40-50 days, and if this
continues to go through and is signed by the Governor, the whole-
saler in the State of Montana will also be treated as a distributor
and you will have problems administering. I think it is a worthy
cause to keep the money and keep these people in business.

Anytime you increase the number of taxpayers, you also increase
profits. How the number of licenses will be issued and how many,
we couldn't predict it right now. There is a possibility of about
200 becoming licensed. We now have 70.
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Mrs. Feaver asked how many people it takes to administer the
diesel.

Mr. Norris said 22.5,

Mrs. Feaver inquired how much diesel has to be collected?
Mr. Norris replied about $12 million.

Mrs. Feaver said that shows you the difference in cost.

Mrs. Feaver said that shows you the difference in cost. Mr.
Norris said the diesel act is a problem all over the United States
because in most of the United States, the Act is written the same ag
we collected on and used. When they use the highways, we col- o
lect the tax. At the present time, we have 10,000 truckers licensed
with us and about 500 dealers in the State of Montana licensed.
Those people all have to be audited continuously. He explained

that the Gasoline Act is what we call a license tax. Anyone

who wants to do business in the State of Montana is licensed

as a distributor. The Diesel Act is what we call a use tax. If
you use the highways of Montana, you pay for the fuel. An
interstate trucker can travel across Montana without buying any
fuel in the State of Montana because of the supply tanks of today. |
We take the number of miles that that truck travels for a quarter; ‘w§
they report to us the total number of miles they travel for a
quarter; the number of miles traveled in Montana and the average
miles per gallon they get. We go back in and take the average
number of miles per gallon; back in for the total number of
gallons of fuel they used in Montana whether it is purchased in
Montana or not and apply the tax to that. If they don't do it
properly, that is the point an audit is requested. When we do
out-of-state audits, we try to line up a number of audits in a
certain area to audit. Chairman Quilici asked if that was a
federal law. Mr. Norris said no; that was a state law. The user
reports to us every quarter; a Montana fuel déaler that puts fuel
in the supply tank of a vehicle reports to us monthly and remits
the tax.

Mrs. Feaver said that 22 people raise $12 million; four people
raise $40,000 in refunds. This is a very interesting program
because the diesel and the gasoline and the cost for administration
is so disproportionate. On the diesel it illustrates collecting
the gasoline tax the same way that we do the diesel--that is

from the gas station. The tax is essentially prepaid before it
goes into the car, The turn around that most gas stations have

is less than a week so their tax prepayment is really not tied ”
up all that long but you can look at the two different programs %
and see the difference in cost of administration if you collect

from the gas station versus collecting right now from our 70 o
licensed distributors for the gas tax. : ‘g
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Rep. Lory said we probably couldn't use the same system on the
diesel because you have these interstate truckers that don't
buy any in the state. Wouldn't we have trouble if we had the
same kind of gasoline tax on the distributor?

Mr. Norris said you would have to leave the section of the
interstate act the same. But the problem with that is if you tax
diesel the same as you tax gasoline--on the front-end to collect
that tax--then allow a refund. You would have a number of people
using heating oil that would have to keep their records and

do the reporting and then ask for a refund at a later date.

And I don't think it would work.

Mrs. Feaver said she would like to talk about the primary
differences between the OBPP and the LFA's budget are the travel,
primarily out-of-state audits. In "Other Expenses", that money
is primarily for training.

We also for the first time have included in the budget rent to
pay the Liquor Division for the Warehouse. In the past, the
Motor Fuels Division had not been paying any rent. They pay

for their own maintenance of the building but have not paid rent.
We propose that the Motor Fuels Division pay rent and that would
be that much less rent that the Liquor Division has to pay.

Chairman Quilici inquired regarding additional funds for training.

Mrs. Feaver said most of the jobs (collecting the diesel fuel

and the gasoline tax) are very routine and clerical. The tradi-
tion of the division has been to promote from within and whenever
a clerk becomes a supervisor, it is logical to assume that that
person might need some help in learning how to be a supervisor.-

Senator Dover said we need to set some priorities and if this
training is important, we have to cut some place else.

Chairman Quilici asked Mrs. Feaver if the inflation factor
was 6%.

Ms. JanDee May said it was a complex combination of what rent

to move over., It was determined what the square footage amount
in the Mitchell Building was that the Liquor Division would have
to pay--that was times the square footage rate that the Budget
Office had. That amount was reduced by the amount that Norris
already pays for buildings and grounds maintenance costs that

he would normally not have incurred.

Mr. Roessner asked how the accounting was done for "Travel”
in the past?
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Mrs. Feaver said expenditure abatement.

Mr. Norris stated for Senator Dover's benefit for the calendar
year there was 10,172,000 gasohol sold in the State of Montana
during 1982. In order to sell and market gasohol and make the

two plants that we have today profitable, they are subsidized to
the extent of state - 7 cents and federal government sibsidizes

at 4 cents a gallon. So there is an eleven cents subsidy that the
people who are marketing gasohol are supposed to be receiving

in order to make gasohol competitive with gasoline. All the
stations are tested for the 10% compliance by the Weights and
Measures about once a month.

Senator Keating asked how many cents a gallon does the producer
get?

Mr. Norris said $1.95 to $2.00 f.o.b. plant with the 11 cents sub-
sidy kicking back to the people that are selling it in order

to make it competitive. If it wasn't for the tax break you, as

a consumer, would be paying 11 cents more for the gasohol. .

Corporation Tax

Mrs. Feaver said that on page 344 of the Executive Budget are some
tables that show the number of audit assessments done in the last
three years and audit collections made. On page 345, it shows

the number of auditors for the last three years at ten per year
and it shows the return per dollars spent and the return for
auditor. As you can see, in the last two years each auditor

in this division has returned over $500,000 in collections.

Mr. Don Hoffman, Natural Resource auditor, said one of the things
he has looked at during the last year or so in conjunction with
their involvement with the federal royalty audit program is field
inspection. The federal royalty audit program is a matter of
auditing the data available and any inspection would have to be
done by technical people who understand how it is to be drawn

out of the ground, how it is to be stored in the tank and how it
is to be gauged and metered. If we go into other areas such as
mining, we would have to have some people who would be technically
trained in how things are extracted from ores or concentrates
which I am not sure with the seven or eight people we will end

up with that we would be able to do that. House Bill 629

which passed last session which required producers to have
assays done would certainly help. We have not gotten into tax
years 1980 and 81, We should be able to do some quantity checks
between what is coming out of the mine and what they reported
through concentrates, etc., verifying through the assays the
quantities of refined product or the ultimate tax product to

see if those are corresponding at all.

Senator Dover asked if they had anyone out there to check on gold
and sapphires. They can take out thousands and thousands of
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dollars; it will never be on record; you will never be able
to audit; it's gone. And the same thing is true with this
~gold isn't it?

Mr. Hoffman said that could possibly happen. If we had someone
there for a week, the operation would discontinue its illegal
activity for that week. It would mean keeping someone at every
mine 365 days of the year.

Senator Dover stated that if someone could drop in at random,
you could pick up some discrepancies quickly. The gold can be
put in a high concentrate and developed out of Montana. Because
of that, there is a tax loophole that we are not collecting as
much as we find in Montana.

Mr. Hoffman said that is where House Bill 629 would come in because
the law requires that that product, that concentrate, be assayed
prior to it leaving the state.

Senator Dover asked if the Landusky operation is being checked.

Mr. Hoffman stated that because it hasn't come into their parti-
cular cycle of how they audit, they haven't checked that mine.
That is not to say they haven't checked other mining operations.
We are constantly reviewing the Anaconda mine and other types

of miscellaneous mine operations.

Senator Keating asked if he had any suspicions that concentrate
was being sent out of the state.

Mr. Hoffman said he had nothing to base those suspicions on.
Senator Keating followed up saying you are allowed out-of-state-
audits so that you can go to the headquarters of that organiza-
tion and audit their entire bookkeeping to determine--they have
to report to their stockholders if they are making money or not
making money, cost of operation versus the sale of the product.
They are trying to make a profit to generate value in their
stock. Surely, some place in their books they are saying how
much revenue they are taking in and there has to be some sort
of a cross check between the concentrates they are sending

out of the state and what their sales are. Is there shadow
bookkeeping in those organizations?

Mr. Hoffman said that in the normal course of an audit, we would
discover discrepancies because in an operation like this, we

try to visit the mine site and look at the records there if

the company will allow it. It is adifficult problem. Where

the product is moving within the company, you don't have the same
type of transaction as you do in oil where it is usually bought by
a third party and you have a document trail. We can certainly
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do additional checks in an operation like this if there are sus- ‘?é
picions that they are moving products and not reporting them

for tax purposes such as reviewing it at the mine and reviewing

it with records to make sure that they cross check. Senator Keatin%
said you are two years down the road. They could be doing this
for two years before you are even able to start.

Mr. Hoffman stated they have between 4,000 and 5,000 returns
that deal with all the natural resources in Montana including
0il and gas. To this point in time, we have only had seven

people that were involved with that program--time and staff
did not allow.

Mrs. Feaver said thatout of the top ten Montana gas producers, %
only three have ever been audited. We are just beginning to

get into this natural resource tax auditing area. %
Senator Dover said he felt additional data should be generated

and the matter should be dug into much further, subpoening records,
or whatever it takes. 8

Mr. Hoffman said, regarding the gold, it is going to Handy and
Harmon which is a gold and silver brokerage firm in California. 3
Mrs. Feaver said that in reorganizing the natural resource tax -
audit function, we have run into statute of limitations problems.
In some of the natural resource areas, we may be limited in going
back for two years. With seven people and 4,000 to 5,000 returns
annually, there are some real problems getting the kind of coverage
we need. In the short time we have had under this new organiza- ;
tional structure and trying to be aggressive with our audit program]
we have found a very significant amount of underreporting both

in the royalty auditing (we have put in about $22,000 and we found s

$225,000 underreporting in the State of Montana) and the other
different kinds of ventures we have worked with. So far we have
done 17 audit assessments. Our natural resource taxes bring us
about $250 million of that. From March 1 to December 31, just
from office audits, we have made assessments of $125 million.

We have done 17 field audits since this reorganization. The amount
assessed under those 17 audits is over $6 million. 8

Senator Keating said if they are underreporting--that means they

are not paying the proper amount of royalty. I am trying to under-
stand whether this is an interpretation of rules or if it is ?
an error in the division order opinion or division of production--

just how do you arrive at $225,000 underpayment through your
office.

Mr. Hoffman said the $225,000 that Mrs. Feaver spoke to is a direct P
result of a joint audit program between the state and federal s
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government as a result of the Wind River problem down in Wyoming.
That brought to light through a report called the Linnhauser
report which came out of the Commission on Fiscal Accountability
of the Nation's Energy Resources which said that there was
underreporting of royalties across the board all over the
country. On April 1 of last year, we signed a joint-audit agree-
ment with the federal government to go in and review the royal-
ties being paid the State of Montana off of federal lands. The
things that we are finding there are total nonreporting of
quantities being moved off of the lease; there was a situation
where the federal government would move the oil in kind to a
smaller refinery to keep the refinery moving and the operator

of the lease will report the quantity and no value will be repor-
ted until the refinery reports it. These RIK contracts will sus-
pend and the original operator won't pick it up. That was a
direct result of $136,000 worth of billing that went out last
month alone. Bookkeeping-accounting type errors both by the com-
panies and also by the federal government--many of the problems
are bogged down in the bureaucracy.

Senator Keating said he wanted to know about underpaying or under-
reporting acutal landowners roaylties. Is it because of book-
keeping errors that the royalties--the feds have a 12.5% royalty
on their leases--are they not getting the full 12.5% royalty

from the production because of bookeeping errors or because of
fraud?

Mr. Hoffman said it is possible that it is both.

Mrs. Feaver said that 10 to 15% of all the returns filed in the
resource production tax contain errors that we can find in our
office. That is what has given rise to the $125,000 worth of
office audit returns. In 100% of the cases of field audits, we
have found what we believe to be errors in the filing of produc-
tion taxes.

Senator Keating asked where is the net proceeds department.
Mrs. Feaver said we combine the administration of all the resources.

Senator Keating said he is involved with the independent book-
keepers and accountants who handle the independent oil and gas
people's books. We are having a terrible problem with the net
proceeds calculations because there is no firm determination of
what is a deductible and what isn't a deductible in calculating
the net proceeds tax on gas and oil. There was a group from the
Northern Association who went to the Department of Revenue to
try to get some specific rules so they knew what they were working
with. There is talk that there are people whose offices out of
state operate properties in the state and are not allowed any
kind of proportionate office deduction or travel deduction for
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operating those properites in the state, Why can't we come to

some definite guidelines or definite exemptions spelled out in '
the rules so that the individuals can have a firm understanding

of what is going on. Every audit costs the operator more money

for one reason or another and they even argue that on the form |
you allow an exemption for one item and then in the audit, you

deny the exemption because that particular item is not exempt.
These are the complaints I am getting from a dozen or more. It's
causing a real hardship on the operators because they don't know
what the tax is going to be until five months after the last

day of the year's production. There is a 15-month lag from the

day of first runs to the time that they know what the tax is going
to be. On top of that, these audits come along, and the things
they think are exemptions are, all of a sudden, not exemptions é
and it is costing them additional money. I'm hearing the word
"harrassment" from these people and I would like to know why

we can't have a firm set of specifics that are allowed as deduc-
tibles and go from there.

Mr. Hoffman said one of the problems with the whole area has been
the total lack of attention on our part as the Department of
Revenue. These things have not been audited and, therefore, <
no interpretations of how things are actually happening out in

the field ever came about--either through rule drafting, court
interpretation. These things were never reviewed by the depart- <
ment up until three or four years ago. Here they have gone

along for 40 years and they have been doing these things--then we
come along and say, "Now you can't do it." Clearly we feel we

are following what the statute says. We are taking every step

we can to minimize the inconsistencies to which you were speaking.
We asked the particular group that you spoke of from the northern
part of the state to provide us data as to some specific incon--
sistencies and we would try to address them. One of the deductions
that appears to be a major problem is an individual that is direc-
tly involved with the working of the well. To me, "directly
involved with the working of a well"” means that he is getting
involved with the direct operation of the well; and some of the
people are interpreting that to mean some guy who hasn't been

out in the well for six months. We haven't found an Appeals

Board who has disagreed with that and that has been appealed to

the State Tax Appeals Board,

Senator Keating said the Superintendent may not go out on the

lease because he is an engineer and he sits in the office.

He gets the pumper's report. The pumper is the guy that is on

the lease but the Superintendent is hired by the company spending
his time that that well operates efficiently and properly and he
looks at the reports and makes recommendations for sand frac

(sp) or diesel frac (sp) or reduction in strokes or squeezing of
the choke. He never even gets out there to see it because he is
studying it from the reports in his office. He is disallowed %
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because he never goes on the lease. Yet he is spending half of
his time operating the lease. These are the inconsistencies that
we are talking about.

Mr. Hoffman said the problem we get into is the verification of

what these particular individuals are doing. Many of the indivi-
duals that are involved with this are involved in many other business
ventures and should they be allowed the deduction for their other
business ventures as though they were a full-time superintendent.

Mrs. Feaver continued to discuss the LFA budget figures. She

said the first line of major concern to them was in the Contracted
Service area. There are two primary differences in the budgets.
One is about $5,500 of data processing costs. That is a request
that we have because we intend to have data processing systems
operating for a full year where in the base year, we did not.

We also envision additional applications of our natural resource
data processing systems. We intend to use data processing more
since we have the combined administration of the various natural
resource taxes. The $2,200 difference is in printing. Currently,
our printing costs are such that the $2,200 is needed to match
current level. Every time you meet and change tax laws, we have
to print whole new sets of forms. Whenever we discover there

are things unclear in our forms, we have to print new forms. The
major difference in the operating expenses is in Travel. As you
know in the past, our corporation tax auditors have been aggres-
sive. They have had full travel schedules and have done a lot

of out-of-state travel. In comparison, the natural resource area
has not had the same level of travel and aggressive audit program
that we have had in the corporation tax area. This amount

of money brings the audit travel up so that the natural resource
auditors will have the same amount of travel money as the corpora-
tion tax auditors. With this, we will be able to have full travel
schedules; we will not be forced to keep our auditors in the office
because we can't afford to go and do an audit. (page 4 of Exhibit 6)

Mrs. Feaver said everytime you wish to fund some of these differences
where we have attached revenue estimates to them, I think you can
add them to your revenue estimates.

The other difference that they are concerned about is in Repair
and Maintenance. That difference applies to their word proces-
sing equipment--they have a printer and a terminal that they need
to maintain.

Council on Management's recommendation to increase Natural Resources
and Corporation Tax Division's auditor staff was discussed (Exhi-

bit 7). A modified level request is for three individuals to add

to our Corporation Tax and Natural Resource Program. Not only

are we requesting those three individuals but support expenditures
for them. Without this modification, we will not be able to continue
our royalty auditing effort, primarily, because that was a program
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that was not contemplated by the Legislature in the past. During
our startup period in that effort, we had about 11-1 payoff. I
believe that that payoff will become higher as we had some high
start-up costs. Our objective is to see that the laws are admin-
istered in an equitable fashion--that the honest guy doesn't get
hurt for paying his fair share.

@i

We are also requesting in this modified level request new computer

applications for assistance in auditing our natural resources (page
5 of Exhibit 6).

Senator Dover asked if we should have some skilled personnel who
are qualified to check the mines out. You talk about the books
and the discrepancies there. There could also be a discrepancy
in the material not getting on the books for the value that it
really is. You don't have to have legislation to do that. You
can set up perscnnel right here on this committee to do that.

Senator Keating asked are the o0il and gas auditors capable of doing
mineral audits?

Mr. Hoffman said they have all sorts of cross training. One of

the things from an administrative point of view that we might 3
like to do down the road is to concentrate training in different ‘wg
areas--mining vs. oilvs. gas.

Senator Lory asked if you are talking about a technical man going
out and checking mines, you are going to have mine inspectors
having a different function than the auditors? You had better
set that up under the Bureau of Mines--not under the auditors'
division.

Senator Dover said the Revenue Department referring to the sap-
phires, you need to see how much is being carpetbagged out to
Japan without us getting any money out of it.

WORK SESSION

DEPARTMENT OF ADMINISTRATION

Publications and Grahics (Exhibit 8)

Others present: Morris Brusett boug Booker
Dave Ashley Cliff Roessner
Rick Morgan

§

Chairman Quilici said the one bone of contention on this committee
was the implementation during the interim of the quadex. I thought ¥
it was one like the Davidson that we allocated the funds for in the

1981 session.
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(7. B 7.5)

Mr. Don Breiby said the system they had with the Underwriter 7500
had very limited capabilities. When we came up to last session,

we didn't know what our production was going to be and how many
people were going to utilize our services. Shortly after the
session, we recognized that we were getting busier and busier;

our girls operating the equipment had put in over 300 hours of
overtime; and we knew we had to do something to increase our
productivity in order to turn the work around much quicker. We
opted for the Quadex system because to duplicate what we already
had would double the cost of what we had. We were paying approx-
imately $1,200 per month for the 7500; to go for the Quadex would
increase the cost to $1,900 per month. If we had purchased another
7500, it would have gone up to $2,400 per month. We entered into

a lease program--the contract is cancellable if funds are not
appropriated in this sessionor others. We entered into a five-year
program simply because we felt our rates would go up too much if

we did not go to a period beyond three years. This piece of
equipment is modular. We can add to or subtract from; change
modify; whatever the state's needs are. I passed out a sheet
pointing out some of the cost savings of the Quadex system.

Chairman Quilici directed the committee to the budget discussing
six FTE's.

Senator Dover made the MOTION that six FTE's be approved. The
MOTION was voted on and carried.

Chairman Quilici said the main difference in Operating Expenses
concerned Goods Purchased for Resale and Rent.

(71 B (11)

Senator Dover said the Goods for Resale was included in the LFA
but was not picked up the OBPP,.

Mr. Roessner said that within the Rent category, you have the rent
of the 705.

Don Breiby said the Quadex system is within that rent category
as well as the Office space,

Cliff Roessner asked if he wanted the figure of $23,256 in there?
Part of the difference is that the OBPP figure is inflated.

Don Breiby said that is what they arrived at.

Cliff Roessner said part of the difference is in the building
rent but part of the difference is in the rent for the Quadex.
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Representative Lory asked if the Quadex was inflated or was it
a set price?

Don Breiby said it is a set price. It inadvertently got inflated.
Senator Dover asked on the rent if they needed the $33,539?

Cliff Roessner said he had the difference in the machines for
$2I8740

Don Breiby said he didn't know if the figures had gotten mixed up
. between them and the Budget Office. They said what they were
requesting was the $1,900 per month for the lease of the Quadex
equipment and whatever our actual building rent will work out.

Senator Dover made a MOTION to accept the Operating Expenses of
the LFA except for Rent - $1,900 for the Quadex plus whatever
rent is negotiated ($23,256 per year).

Senator Van Valkenburg asked why there was such a drop in Goods
Purchased for Resale between FY83 and FY84 from $248 down. to
$le62.

Don Breiby said when they first started they had primarily two
categories of goods Purchased for Resale--one in which they
actually go out and buy raw material and create a product out

of it and sell that and the other is where they would go out and
buy a printed product from the vendor utilizing a purchase order
cut in the division's name and then turn around and sell that to
an agency. This is done because we might do a part of the job
in-house and then we would turn around and bid the rest of it.
Making it a little bit easier on the customer, we would just send
them one bill. We have cut back on doing that so it won't inflate
a large budget for them. What we are doing now is cutting the
purchase in the agency name.

Senator Van Valkenburg asked if we can expect that there is going
to be no significant increase during the biennium of the figure
that you are asking for in Goods for Resale. You are not

going to come in by budget amendment and increase that to $250,000.

Don Breiby gaid their best projections given them the budget
figure they are going with. We are a service organization. We
are dependent and rely heavily on what the agencies' needs are.
To the best of my knowlege, we do not intend to up that figure

at all. There is the possibility that the particular handling of
a job or series of jobs could cause that figure to rise but I
don't anticipate that at this time.

Senator Keating asked if they have any kind of a margin of
profit in handling those things?
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Don Breiby said that for just bidding out a job and awarding a
contract, the division does not charge anything. In fact, the
individual who is making the decisions, his services are not
charged for unless he spends a great deal of time assisting the
agency in writing specifications, hand-carrying jobs to vendors,
working out the actual coordination itself--if he does that sort
of a thing, then there is a per hour billed amount but we do

not tack on a percentage rate on the job.

(71 B (18))

Senator Keating asked if the Goods Purchased for Resale is just
a turnover of money?

Don Breinby said a portion of them are--other than the raw materials
that we buy such as typesetting film, drafting paper, film for

the camera, etc. In referring to Mr. Bloomenthal's recommenda-

tion that we do some studying in the typesetting field to see

which direction we should be going with it, we feel very comfor-
table that we are going in the right direction. I would be the
first to admit that the division does not have all the expertise

in the world and there are individuals out there who know more

about communication, interfacing and the actual production of

things like the codes and session laws, etc.

Rep. Lory asked if anything had been done with Mr. Bloomenthal's
recommendation that you bring a man in--on staff.

Don Breiby said that in private discussions with Mr. Bloomenthal--
he is looking at not so much a type-set operator but a programmer.
We are utilizing 60% of the functions on the typesetting right
now. We need additional programming done to the system. In -
order to hire somebody with that line of expertise, you would have
to pay him a lot of money. The need for that is shorter term.

We could put somebody on contract, get the job done and then
proceed with having the operators do their job. If needs develop
again four or five years down the road, you could recontract

with someone at that point in time.

Senator Lory asked if you couldn't contract that out?
Don Breiby said that would be his preference,

Senator Keating asked if the typesetting you are talking aboutis in
this Graphic Arts Bureau.

pon Breiby clarified by asking for a contracted service? It is
on the Quadex.

The MOTION was voted on and carried with Senator Keating voting no.
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(71 B (23))

Senator Dover said we have a question here on Graphics--the way
the revenue isg distributed.

Mr. Roessner said last session directed the Publications and Graphics
the Graphlc Arts and Duplication Bureau to maintain separate g
accounting entities. What the OBPP and the agency had requested

here is that they be allowed to combine these two operations into
a single accounting entity. For the same purposes, they requested
three separate entities in Computer Services Division be combined
into one and that facilitates their cash flow problems that Graphic
Arts seems to have on occasion. In our writeup, we noted that
both of these divisions had net operating losses for the fiscal
year 1982 and they were carried through the year due to a fund
balance that had been built up in prior years.

Senator Van Valkenburg asked if that was what they were supposed
to do when they had a fund balance build up?

They are supposed to reduce that fund balance.

Mr. Roessner said we try to within the next biennium to use that
fund balance without their having to raise the rates.

Rep. Lory asked if they can utilize the cash flow and still
trace it?

Mr. Roessner said we could that within the accounting system and

we can also request the department to file monthly financial
statements with our office. B
Senator Dover asked Mr. Roessner if he would feel as comfortable
with this one as he would the computer. Do they have a handle

on that as well as Mike Trevor does. Mr. Roessner said that filing
a financial report with them, they can do an analysis of it.

Senator Dover MOVED that we put this in the one fund with the
same boiler plate that we did with Mike Trevor on the computer
situation.

(71 B (25))

Representative Lory said we didn't put a boiler plate in, did we?
They made an agreement they would give monthly statements.

Senator Dover said he thought we put some in there--the part that
we did not put in there was they would have to show their full
financial statement. We did put in there that there would

very definitely have to be a distinct accounting of the two dif-
ferent ones. The thing they could do is be able to use the funds
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from one to another to keep their cash flow. But there was sup-
posed to be distinct accounting between the two.

(71 B (25.5))

Representative Lory said the question he was raising that you
didn't need to put that in the boiler plate. We could still
get the same result, couldn't we?

Mr. Roessner said he thought it was the intent of the Committee
on record that if that is what they want to happen, I am sure
the department will follow it.

Senator Dover said he thought we did that with Mike Trevor.

We are making a departure here and it could be a dangerous one.
Trevor is concerned about this. We have one that is just not
making it and they are using the other accounts to hold it up and
there 1s no accounting to show that that is what is happening.
That is why we wanted to make sure that there was a final

account that the fiscal analyst can follow through and see

that it is being done right.

Senator Dover said that his MOTION is that they go ahead and run
this fund as one fund and they do, in fact, boiler plate--there
will definitely be an accounting of the two different funds,
making sure it is the same as the computer fund statement.

Senator Keating stated his concern was that in their zeal to
provide services and do something good, that the intent is to

make this thing grow. This is one place that government shouldn't
grow because it is printing a lot of worthless reports that bureau
chiefs think they ought to have and this department is just there
as a service to them. The more orders they get, the more they
feel they have to expand and Mr. Bloomenthal frightens me when he
says we have to have these automatic overnight things and get

with the state of the art. Bloomenthal's and the approach of

the bureau is that this graphic arts thing has to grow. The
Quadex is only being used 40-50% of capacity. We are paying
$2,000 rent on it, The implication is that if we want to get

our money's worth, we have to increase the use. To increase

the use, we have to go into systems development and plug into
other people's areas of information in order to feed into this
system. All I can hear and see through all of this is that this
is going to grow and I don't think it should grow. 1It's a bad
place to start growing because if you make the service available,
people are going to spend money to use it and, I think, unneces-
sarily so. I think there ought to be some sort of restrictions
and we need to have some tracking on the thing to know what is hap-
pening. If they are allowed to combine these two things for
accounting purposes, we will never know if they lose money.
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Chairman Quilici said you don't blame one division for something
that is happening. If we want to do something, we would cut the
budget of these other agencies that are questioning these services
and they would have to determine if that service was needed or
not. Look at these other budgets and ask how much do they have
for printing, etc. They say if there has to be cuts, where do
want to make those cuts. That is what we should be doing in

our budgets.

e

| =

The MOTION was voted on and carried with Senator Keating voting
no.

Senator Dover MOVED that the budget for Graphic Arts be passed
as amended.

The MOTION was voted on and carried with Senator Keating voting
no.

Cliff Roessner was asked to go over the FTE's on Duplicating.
He said that in FY84 the LFA budget reflects two less FTE's
than does the OBPP budget. Those two positions are purchasing
agents that were transferred to this division by the director
from the Purchasing Division in FY82. They are General Funded 3
positions. We left them out of the budget until there was a ey
determination of the proper role of the purchasing agents in
regards to purchasing materials for the agencies within this p
division. There has been some contention that there is a conflict @
of interest that employees within the division are determining
whether the job should be in-house or should go out-of-house.
They would like to raise the issue that 1if these employees are
retained, they should be part of the revolving fund instead of -
General Fund and let the agencies that use their services pay
for those services. Senator Van Valkenburg asked Morris Brusett %

why these people ought to be General Funded instead of Revolving
Fund. Mr. Brusett said that all of their Purchasing is General
Funded. We allocate out Purchasing costs in our indirect cost
overhead to federal programs. This is no different from other
Purchasing except they specialize in printing. We moved it down
here because we thought we could do a better job. If these are
Revolving Fund, you would have to go back and make all of Purcha51né
Revolving Fund; then we could charge agencies some fee.

We recoup in two ways: (1) we have an indirect cost overhead
that we allocate to all federal programs and (2) all interest
earning from their money goes to the General Fund. These are
no different than our whole Purchasing Division. If you wanted
to turn it all over to Revolving Fund, we could do that and set
some type of a fee to recover costs.

i
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Rep. Lory asked Mr. Brusett why they couldn't be left in the Pur-
chasing Division. They are physically moved down there but their
responsibility is back in Purchasing. Why don't you keep them

in the Purchasing Division, Department of Administration, and
physically put them in the Duplicating Department?

Mr. Brusett stated that we could do that. We could leave them a
part of the Purchasing Division where they would be General Funded.
Their work would be here and they should report to the Division
Administrator here. If you have them located in another division,
they have split lines of authority.

Senator Dover asked if that wasn't part of the problem. We have
the fox watching the chickens.

Mr. Bursett stated that the idea was not to compete with our division
with private printers. That is not the issue. The issue is that

we have a certain level of service and if we can do it cheaper in-
house, we do it based upon this level of service. This person is

to make a decision--can we do it in-house at a lower cost or

do we send it out. What are our capabilities?

Rep. Lory said the only question he raised is that is the only
General Fund in this whole operation. It seems to me it would be
simpler to leave it out, but, administratively, the purchasing
agents shouldn't be in your division. Mr. Brusett said we could
budget them in the Purchasing Division as long as you understood
that we feel they should be allocated here functioning effectively.

Rep. Lory asked how they would react to that?
(72a (1)) B

Don Breiby said he didn't see that as a real problem. He concurred
with what Mr. Brusett said. We make the decision based on the
expertise of a lot of individuals in the division, not just the
purchasing agents. In fact, more than anyting, the purchasing
agents are the specification writers and the paper processors.

I don't think the people themselves would have any problem

being located on paper within the Purchasing Division. Were all
the printing function here, my personal preference would be to leave
them that way. Senator Keating asked if someone was doing this
now? Mr. Brusett stated we have the two individuals we moved

from the Purchasing Division down here who are funded from the
General Fund.

(72 A (1.5))

Don Breiby stated that Susan Lane is the Purchasing Agent and
Shelly Liu 1s a purchasing clerk, assigned to Publications and
Graphics.
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Senator Keating asked if they were part of the 18 that are on here?

Chairman Quilici said they were part of the 20. 2

Senator Van Valkenburg asked Morris Brusett how he came to the
conclusion that two FTE's in Purchasing were devoting their full
time to purchasing of printing services?

Mr. Brusett said they had their management analyst do a study
of that, preparing a report, and based upon their analysis,

that was their decision. The two FTE's were emphasizing
printing.

Senator Van Valkenburg said his inclination was to say that these
people should all be on a Revolving Fund. That is going to cause
a pinch for everybody in state government if we put that all on
Revolving Fund. It seems logical to me for two reasons: (1) we
are getting very specific about the purchasing function. It

is not a general purchasing function. It is a purchasing func-
tion for one area of service in state government. In that kind
of instance, it seems appropriate to me that those who use that
specific item--those who are more inclined to crank out paper,
reports, etc.--should then pay for it as opposed to those who 5
do not. (2) if it costs those who crank out more paper a little
more than the others and they don't get anything more added to
their particular budgets, maybe they will be a little more judicious,
in making those decisions that they want to crank out more
material.

(72 A (4))

Senator Dover stated that these two individuals are not just working
in behalf of what printing is going to go out but they are set-

ting up what printing there is. From that--determining what
printing will go out and what printing will be done in shop.

items that go out primarily.
(72 A (4.25))

Don Breiby said that the two people that we are talking about are
working on the material that is going out. There are some duties
shared. Our purchasing clerk is a back-up telephone operator.

We also have individuals who are in the Revolving Fund who are
supporting the General Fund functions. I think the Revolving
Fund supports the General Fund much greater than the reverse.

The primary problem I have with Senator Van Valkenburg's thoughts
is that the agency reception that I would get to charge them for B
cutting a purchase order—-we did an estimation based on the number ‘g

Mr. Brusett said they are writing the specifications for those ?

7
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of purchase orders that we cut and the total budget of the pur-
chasing agents. Each purchasing order that we processed would
cost the agency about $62, That is a cost we would have to
tack on to the cost of going outside for a job. That somewhat
sways those borderline jobs--do they stay in or go out-of-house.
With the Purchasing agency virtually operating for free for the
agencies, the agencies are going to come back and say "Why

are you charging me for the job? The Purchasing Division doesn't
charge me to buy anything." I think that is going to create
some credibility problems.

Chairman Quilici said we might have to say the sub-committee asked
us to do this and blame it on to us. I am inclined to see it all
in a Revolving Fund. It is cost effective. If you are a service
organization, be a service organization. Senator Van Valkenburg
said that if you do go that route, you are less likely to take
your printing to outside printers because the cost of doing that
will be added on and will make it more cost effective to stay
in-house than to go outside.

Senator Dover made the MOTION to accept the 20 FTE's--two of them
will be General Fund and 18 will be Revolving Fund. The MOTION
was voted on and carried.

Chairman Quilici directed thelr attention to Operating Expenses.
(72 A (6.5)

Cliff Roessner said that in the first three categories, Contrac-

ted Services, Supplies and Materials and Communications were pulled
out by the LFA that represent operating costs for those two employees
you just put back. }

Senator Keating asked if we should go with the OBPP. Cliff Roessner
answered yes.

Senator Van Valkenburg asked what about the other expenses?

Representative Lory asked what was the difference in the rent?
Is that on equipment?

Rick Morgan said when we originally submitted our budget documenta-
tion, I included the major rent figure in here for photo copier
leases that we have. That cost was $63,990. In our initial
hearing, we put before the committee the actual list of photo
copiers we now have leased as of January. The total is $178,640
for FY84 and $186,632 for FY85. This comes from a variety of
reasons in that Publications and Graphics operates the photocopy
pool and agencies will come to them and ask to be included in the
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pool; will recycle a machine, put up another machine and put it
- on lease. 1In July we had so many machines on lease and we have
had new models added since then. We need $178,640 for the cur- %
rent machines we have leased plus building rent which totals $210, 2
for FY84 and $221,590 for FY85.

(72A (10)

Senator Keating asked if the photocopying is charged back? You
have offsetting income for that, don't you? Mr. Morgan replied
that is correct. He stated that the Repair and Maintenance
difference--we made a budget submission for $20,000 to rebuild
two of the presses and the Budget Office inflated that in both
FY84 and FY85. Rick Morgan said they actually need $105,510 in
FY84 and $94,639 (LFA) in FYS85.

Senator Dover asked about Other Expenses?

Mr. Morgan stated we have had problems with our photocopiers.

In an effort to upgrade our accounting system to realize how we
finance such things, we budgeted all the macines that we have on
what is known as "Lease-Purchase" installment contract. We
attempted to budget the interest expense as "Other Expenses" and
the principal payment was "Equipment Costs". We placed before
the committee, with the addition of the new Justice Building, a
variety of photocopiers that were converted from lease to this
installment-type arrangement. We bill all these back. We have "
38 pieces of equipment on installment contract. These are three-ye®
contracts. The interest on those is $32,097 for FY84 and $27,529
for FY85. %

‘Qwﬁ

(72 A (11.5))

Senator Dover asked if that is what you need instead of the
OBPP or the LFA?

Doug Booker stated the figures of $33,612 for FY84 and $23,192
for FY85.

Mr. Roessner said he had $29,132 for FY85,
Senator Dover asked about the resale?

Mr. Morgan said the Goods Purchased for Resale, according to con-
tract arangement, will he part of the job out for bid and we will
do part of the in-house. This is basically the pass-through cost
in the Duplicating Bureau. In our system, we picked up the amount
that we spent in 1982. Mr. Roessner's system did not pick it up .

and that is the difference --$108 and $118.
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Senator Daover made the MOTION that in Operating Expenses

we take the OBPP for Contracted Services, Supplies and Materials,
Communications and Goods Purchased for Resale; we take LFA for
Travel, Rent FY84 $210,226, Repair and Maintenance $105,510

and for Other Expenses, $33,612. In FY85 the same ones for

OBPP - Rent, $221,590; Repair and Maintenance, take the LFA
figure; for Other Expenses, take $29,132.

(72 A (15))

Doug Booker asked what you had down for Goods Purchased for
FY85.

Senator Dover replied $503,249.
Doug Booker replied he had $499,432.

Senator Dover MOVED that these figures be accepted for FY84 -
$499,750 and for FY85 - $499,432.

Mr. Morgan stated that the equipment costs for FY84 is $231,477

and FY85 $188,759. At issue, we have requested from the committee
approval to purchase four additional pieces of equipment--one 1is
the Davidson 502. It is a replacement for one of our other presses.
We requested a standard 30 bin collator, a Norphin collator and

a Xerox 8200 finisher. Those items total principal and interest-
wise--$52,642 each year.

There was some discussion regarding the equipment we have. The
Davidson press that was seen upstairs was the one that was being
fed off the roll. The 502 that we are looking at is the same
machine but a little smaller. It only runs on 8 1/2 x 11 or -
8 1/2 x 14 sheet. 1Its efficiency in paper savings is anywhere
from 12-25% and it is printing both sides of the sheet simultane-
ously rather than making two passes through the press.

Chairman Quilici asked if this machine could be used in lieu of
the machine that is nine years old.

(72 A (17))

Don Breiby said those two pieces of equipment are both nine years
old and those are primarily for our "quick and dirty" work. That
is the work that we have to get in and get out very rapidly.

It is designed for that kind of an operation, Right behind

the Davidson and the little AM 12500 was an AM 2650, That piece
of equipment right now is eight or nine years old. We use it
primarily for printing envelopes and IBM cards and smaller things.
It takes a lot of time to reset the whole press to a different
sized product.
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What we would like to do is sell or trade that piece of equipment;
utilize the 1250 that was alongside the Davidson for doing that
type of work, and replace the 1250 with the 502.

Chairman Quilici asked how much would the Davidson cost? Don
Breiby said the total price runs in the vicinity of $25,000

if we were to purchase it outright. Rep. Lory stated that the

cost annually was $7,134. Chairman Quilici said we would have

two Davidsons--one would be a smaller version to take the 8 1/2 x 11
and 8 1/2 x 14 paper.

(72 A (19.75))

Don Breiby said that all the pieces of equipment that he is reques-
ting, this o6ne and the standard collator are probably the two

most important. We will actually be able to see cost savings in
productivity of the operators. When we got the Davidson 702, that
operator was operating on the tandems that you saw. His
productivity increased 83%. At present, the paper we are buying

is about 13% cheaper than what we are buying cut sheets for. If

I had another machine in there, that means larger (sounds like
horders) in the rolls which will give me higher percentage

savings on paper.

Chairman Quilici said except for "Equipment", maybe we could take
the budget as is and discuss the "Equipment" tomorrow morning.

Rep. Lory made a MOTION to approve the budget as amended except
for Equipment.

The MOTION was voted on and carried.

The meeting adjourned at 12:10 p.m.

Chairman
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| MEONANDUM
; T Chairman Duilici, Joint Subcommittec on H"c V Officials and dignways
j
i FZ34: Laurie Tkanger, Purcihasing Division
: Jeff Brandt, Computer Services Divi PR
5 V){k N/
i R¥: Purcaasing Division Data Processing Budget
5 T. CSh Estimate: HMaxinum usage
! Computer Services Division (CSD) staif have rev.cwed data processi:: costs for
tiie Purchasing Division's word and Jata processing svstems., CSD is veluctant
¥ to estimate a minimum systeuns usage. Taeir best cost estimate for maximun
y systems usage is:

: FY84 FYS5
3 $69,933 $71,958

1 1L, LYA Dstimate: Minimum usage

i Legislative Fiscal Analyst (LFA) budcet was based on -inimum usage estimate
f' provided October, 1982, by Purchasing Division based on CS5) cost estimates.
: LFA figurve is:

| FY84 FY35
; $56,548 $59,939

Other contracted services
Purchasing Division has other contracted service cos for insurance and bonds
i printing and duplicating and records storap>, These are:

2

1

b Y84 Fv3s
i $22,926 $24,253
£l IV, Susmary:

LFaA CSD
Fi84 FY84

L¥YA  CSD
FY85 rY85

2100 Contracted Services

et Sulll. o o o raieir
TR ST
P

Data Processing | 56,543 69,9338 59,939 71,958
Other 22,926 22,926 24,253 24,253

sl

Potal: $§79,474 $§92,864

>
<L TETT

$84,192  $96,211

The Purchasing Division staff have no expericnce in estimating this kiud of cosr,
Coumputer Services Division will not speculate on a lower figure,

T

TN . 2

ce:  Cliff Roessuer o
Douy Looker
Rick organ
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(Summary
Reference)

(1)
(2)

(3a)
(1)
(4)
(5)

(3¢)

(3¢)
(3¢)
(4)
(6)

(2)
(7N
(8)

(9)
(9)

DEPARTMENT OF REVENUE

CHANGES FROM FY 82 APPROPRIATION ACT TO
FY 84 EXECUTIVE BUDGET REQUEST

DIRECTORS OFFICE

FY 82
Deputy Director Position added
Administrative Assistant split w/Legal
FY 84

AUDIT & ACCOUNTING (Centralized Services)

FY 82
From Operations Division
Personnel Officer Position to Directors Office
Duplicating Machine Operator Position to Legal
Personnel Assistant Position Reduced

FY 84

RECOVERY SERVICES

FY 82
To Legal & Enforcement
FY 84

LEGAL (Legal & Enforcement)

FY 82
From Recovery Services
From Investigations
Paralegal position added
Child Support Investigations added per
Appropriation Act Agreement
Administrative Assistant From Directors Office
Lawyer position transferred to Property Tax
Clerical position reduction per Appropriation
Act

FY 84

INCOME TAX

No Change

CORPORATION TAX (Natural Resource &

Corporation Tax)

FY 82
From Miscellaneous Tax
From Property Tax

FY 84

B~ = B3

28.
14
(1
(1
(

40

39.
(39.

12.
39.
13.
1.
4,
(1.

(1.

17.

4,
5.

.E.
.00

.00

.50)
.50

60

.52
.00)
.00)
.25)
.27

00
00)

—0-

00
00
00
00

00
50
00)

00)
50

67.

15

69.

00
00
00
00

26.



(7)
(9)

(3d)
(9)
(10)

(3a)
(3b)

(3¢)

(3d)

(3b)
(11)

PROPERTY TAX
FY 82
Lawyer From Legal

To Natural Resources & Corporation Tax
FY 84

MISCELLANEOUS TAX

FY 82
From Inheritance Tax
To Natural Resources & Corporation Tax

Reduce Accounting Clerk
FY 84

MOTOR FUELS TAX
No Change

OPERATIONS

FY 82
To Centralized Services

To Research & Information
FY 84

INVESTIGATIONS

FY 82
To Legal & Enforcement
FY 84

INHERITANCE TAX
FY 82

To Miscellaneous Tax
FY 84

RESEARCH & INFORMATION

FY 82
From Operations

Reduction of Administrative Aide position
FY 84

F.T.

1.
(5.

13.

9
(4.
(

16.
(14.
(2.

13.

9.
9.

47.
2.
(.

E.
40

444,

00
00)
40

440,

85

.00

00)

.20)
18.

65

50

26.

52
52)
00)

—0-

00
00)

(13.
—0-

00

00)

50
00
50)
00

49.



SUMMARY OF CHANGES

FY 82 Total - Appropriated

(1)
(2)

(3)

(4)
(5)
(6)

(7)
(8)
(9

(10)
(11)

FY 84

FY 85

Establish Deputy Director

Administrative Asgistant in Directors Office
shared with Legal

Reorganization to improve line of communication:

(a) Operations Division merged with Audit &
Accounting Division to form Centralized
Services Division.

(b) Word processing staff moved from Operations
Division into Research & Information

(c) Recovery Services and Investigations Division
merged with the Legal Division.

Establish paralegal position to improve efficiency and
effectiveness of attorneys.

Reduction due to moving outgoing mail services to
Department of Administration.

Child Support Investigations added based on Appropri-
ations Act provision that if profit exceeded cost in
FY 82 by 5% 4 investigators could be added in FY 83.
Profit exceeded cost by 42%.

Attorney position moved from the Legal Division to
the Property Tax Division to improve communications
and responsiveness

1981 Legislature provided for this reduction upon
recommending consolidation of Legal & Investigations
Divisions,

Consolidation of Natural Resources taxes within

the Corporation Tax Division.

Cost reduction measure

Reduction from installation of Word Processing
System.

(Further reductions scheduled in FY 85 are:

Motor Fuels - 1.00 F.T.E., Liquor - 1.00 F.T.E.,
Legal - 1.00 F.T.E., Income Tax - 2.00 F.T.E.)
Total - Executive Budget Request

Requested F.T.E. Total in Executive Budget

739.92

( .25)

4.00

(1.00)

(.20)

(.50)

741.97_

737.47
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Detailed Word Processing Application Survey
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FXECUTIVE OVERVIEW

In the fall of 1981, Department of Revenue Director, Ellen Feaver,
established a work processing task force. The task force was
responsible for the following:

~ Assess current word-processing functions in the Department
of Revenue,

— Determine current and future needs for word processing.

- Investigate alternatives for word processing as they relate
to equipment and management philosophy.

- Recommend word processing hardware, software, and manage-
ment direction,

To accomplish the above tasks, the task force performed the fol-
lowing steps:

- Compiled a "History of Word Processing in the Department of
Revenue'". (See Section I)

— Conducted a preliminary needs assessment of word processing
the the Department of Revenue and investigated word process-
ing alternatives which were available on the marketplace.
(See Section II & IV)

-~ Conducted a detailed word processing application survey in
five divisions to determine possible benefits of word pro-
cessing. (See Section III) T

- Contacted current - users of word processing systems to
determine performance of installed systems. (See Section V)
- Completed a Cost/Benefit Analysis of proposed system. (See
Section VI)

As a result of this work, the task force makes the following rec-
ommendations:

— The Department of Revenue should purchase an IBM 8140/DOSF
word processing system. (Section IV, Option 1D)
- Word processing operators will be physically distributed
throughout the department. They will remain employees of
each division.
- The Research and Information Division will be designated as
the central authority for word processing. This responsibil-
jtv will include coordinating volicies, procedures, and stan-
dards for the entire department,
- The Research and Information Division should maintain a
small staff of word processing operators who will perform the
following functions:
- Provide training for all Department of Revenue word
processing operators.
- Provide assistance in selection of new word processing
operators.
- Provide workload management, i.e., shift work from one
division to another to handle exceptional workloads.



HISTORY OF- WORD PROCESSING IN THE DEPARTMENT OI' REVENUE

July 1, 1973, when the State Board of Equalization became the State
Department of Revenue, the Word Processing Center came into existence.
Two Mag Card IT typewriters were leased from TBM. July 1, 1973 through
July 1, 1981 Word Processing functioned under the Cperations Division
of the Department of Revenue. The Word Processing Section supported
approximately 12 divisions during this period of time.

In 1977 the Director's Office decided all composer work would also be
processed by the Word Processing Section. They transferred the com-
poser typewriter over to the Operations Division. One of the word
processors received instruction on how to operate the composer and
from then on was responsible not only for her assigned Mag Card work
but also all composer work for the Department.

In 1979 the Operatiohs Division purchased a Mag Card Composer type-
writer from the Department of Justice. One of the Mag Card type-
writers was transferred over to the Research and Information Division.

July 1, 1981 the Word Processing Section of the Operations Division
was merged with the Research and Information Division.

Over the past eight years, few complaints have been expressed aside
from the inability of the Word Processing Section to keep up with the
workload. The Department of Revenue has consisted of 12 to 14 divi-
sions over the past eight years and the Word Processing Section,
consisting of only 2.00 full-time FTE, has been the sole centralized
support.

Dufing this period, word processing capability has been acquired by
other divisions presumably because centralized word processing has
been too limited in resources to give the necessary level of support.
Since this parallel effort-'was developed without regard to department-
wide needs only immediate problems were addressed. This resulted in
acquisition of the following types of equipment: _— S

IBM Mag Card II Typewriters
IBM Memory Typewriters

IBM Selectric Typewriters
Adler Memory Typewriter

CPT Word Processing Station
IBM 3277 CRT ATMS III Terminal
IBM 0S/6 Office System 6

Where some of the above products are by themselves viable word pro-
cessing alternatives, taken together they represent a collection of
uncoordinated, and largelv incompatible solutions. This results in
the serious degradation of the efficiency potential of virtually all
these devices. Even if hardware incompatibility were not the prbblem
it is, lack of standardized procedures and the nonexistence of cross '
training on various hardware types would present a serious roadblock
to efficient word processing applications.




II.

PRELIMINARY STUDY - TALL 1981 -

Barly in the fall of 1981, a word processing nceds assessment was
performéd. This amounted to a more or less preliminary study to
determine who the heavy users were for later follow up, what equipment
appeared to be indicated and so on.

At the conclusion of that effort several alternatives were presented
to the word processing committee ranging from single station stand-
alone units to sophisticated multi-station systems capable of serving
all the needs of the department for the foreseeable future. The
following is a brief resume' of the possible solutions discussed.

Standalone, single station hardware such as:

IBM Office System 6
CPT ) .
IBM Display Writer

These units offer word processing capability but no communications
ability, no interface to data processing files, no keyboarding ability
while printing documents, no ability to quickly respond to calls for
assistance from other divisions durlng slack times.

WOrd processing ‘station clusters such as:

Display Writer
Wang Writer
Info Writer

These units, while providing multi-cperator utilization, have essen-

.tlally the same drawbacks mentioned above.

Multi-stations shared storage, separate processors:
~ IBM 5520 Administrative System
This unit does allow terminals to be spread'soméwhat, however the

extent of the spread is limited by cabling requirements. The IBM 5520
also requires additional processors to be installed for each six term-

" inals to be added. There is a limitation of 18 terminals on the IBM

5520 which is less than the anticipated requirements of the Department

" of Revenue. The IBM 5520 system also requires a central operator to

oversee the cehtral‘processor and handle control printing operations.

Multi-station shared storage, shared processor:

IBM 8100 DOSF .
Honeywell DPS-6
Wang VS




These units offer the same benefits as the shared storage separate
processoré system above to a greater deqree. The IBM 8100 DOSF systeh
_also features a 150,000 word spelling dictionary and the capability

" for a large user-supplied dictionary of specialized terms and names.
Other enhanced software functions are made possible by a more pbwer—
ful, less specialized central processor. These systems are also less
restrictive in the area of distributing user terminals. The IBM 8100
DOSF system can accommodate enough terminals to satisfy the anti-
cipated needs of the Department of Revenue.

Central text/word processing facility:
* ATMS III - CRT Terminals

This system can accomplish many of the word processing functions
needed by the Department of Revenue. However, the capabilities of
ATMS III are oriented more towards text and document handling than 7
towards word processing (letters, memos, electronic mail, etc). ATMS
IITI also requires lengthy training for an operator to use the spec-
ialized commands. The time required to print and obtain finished work
-and the high cost of user connect time and storage space are also blg
disadvantages to a central text/word processing facility.

A combination of the above solutions:

Most of the combinations discussed possessed the limitations of the
least capable/most limited part of the combinations. . Problems were
_also foreseen in the areas of communication between parts of the
combinations and in lack of departmentwide standardization. This lack
of standardization would prohibit or greatly limit cooperation and
resource sharing between the divisions.

The philosophy that seems to best fit the needs of the Department of
Revenue is a combination of centralized and decentralized word pro-
cessing personnel. Those divisions having enough requirements to
justify a full-time operator would have their own operators and
terminals. A central word processing section in the Research and
Information Division would provide services for those divisions lack-
ing that justification, provide overflow capability, and would serve
as a central scheduling and work flow coordinating agency. This
philosophy and the multi-station shared storage, shared processor
concept was endorsed by the committee. :

-3-
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III. DETAILED WORD PROCESSING APPLICATION SURVEY

In order to more accurately define the extent of the currently ex-
isting word processing workload, a survey was conducted which gathered
data from appropriate employees in the following divisions.

Respondents
Income Tax .9
Research and Information -3
- Legal and Enforcement 4.6
Liquor 7
Director's Office 4 1
Total Respondents : 24.6

The individuals surveyed did not necessarily represent all the typing,
or word processing, applications within their respective divisions.
Several divisions were not surveyed at all as they were known to
represent less significant concentrations of word processing appli-
cations. The divisions that were not surveyed are:

Centralized Services :
Natural Resources and Corporation License Tax
Miscellaneous Tax

Motor Fuels Tax

Property Assessment

Exclusion from the survey does not mean that word processing appli-

cations do not exist. As an example, Research and Information cur-

. rently does word processing jobs for Centralized Services Division
equal to at least one full- tlme FTE.

The data, once gathered, was edited via follow-up interviews with
-respondents where necessary and then processed via computer to tab-
ulate data into understandable form. The survey embraced a time
beriod of five working days or one full week for each person. The
following is a summary of the information gained.

384 Non-typing hours o 43%
- 505 Hours spent typing 57%
889 Total hours spanned in survey 100%

Breakdown of Typing Hours by Activity Categories

33% Repetitive typing

20% Forms typing

44% One-page letters or memos

12% Revision of previously typed documents
59% Rush work

(As can be seen, overlap exists in the above categories, e.g., revi-
sions of draft work can also be high priority or rush jobs.)



Breakdown(df Non-Typing !lours by Activities

*10% 88.5 hours maintaining ]1st° and Miling
¥ 43 32 hours copying

11% 100.5 hours telephone work

*18% 162 hours other duties

* The areas marked will be greatly diminished by word processing
equipment. For example, when manually updating alphabetized lists it
is necessary to completely retype the lists when inserting or deleting
names. Using word processing equipment and techniques, entries can be
added or deleted very simply, essentially in one operation with the
equipment handling all data shuffling automatically.

In the area of copying, copies are automatically produced by the word
processing equipment and need not be handled manually through a photo-
copier. Copies thus produced are of much higher gquality alsoc. These
are not intended to be all inclusive, only examples of how word pro-
cessing can reduce non-typing tasks.

It is estimated that approximately 18% of non-typing hours in the
survey could be eliminated through word processing equipment and

techniques.

By contrast, telephone work cannot be lessened by word processing
equipment and procedures.

Conclusions Based Upon Survey Results

Present System:

v .

The present'syStem utilizes between 18 and 25 FTE disregarding those

areas which were not surveyed. No attempt will be made at this writ-

ing to define specifically the needs of this segment beyond the
knowledge that the total load from these areas is con51derably less
than the surveyed group.

Proposed System:

The computer analysis of the data gathered in our survey indicates
that 14 FTE's utilizing "state of the art" word processing equipment
would accomplish the work load addressed.

Net Savings:

Savings in FTE would accrue to the department in the following range:

TypithPositions ' 4-10 Grade 8
" Non-Typing Positions 1 Grade 7

v,



From the range above it is reasonable to anticipate a savings of live
typing Ft1's and .5 non-typing. The Tollowing savings in dollars
would result.

5 Grade 8, step 3 typing positions © $64,300.00
.5 Grade 7, step 3 non-typing positions __5,990.00
70,290.00

Benefits at 23% : - _16,167.00
Total Personal Services ' $86,457.00

Operating Expenses: desks, equipment,
supplies, telephones, buildings, etc.
. @ 20% of personal services 17,291.00
Total anticipated savings available -
" through FTE positions and related costs $103,748.00

-6~
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V. PERFORMANCE EVALUATION OF 8100 DOSF WORD PROCESSING SYSTEMS IN EXIST-
1nNG INSTALLATIONS

1.

‘vision. Response time while performing system-related chores -

An on-site inspection was conducted March 23, 1982 of equipment
and facilities operated by the Associated Grocers in Seattle.
They utilize a system comprised of an IBM 8140 B6l, 19 operator
CRT terminals and four printers. They differ from our environ-
ment primarily in the fact that they do no communicating with
their data processing center. Therefore, they are unable to gain
any advantage from accessing and using data already in existence
within'data'processing. They also have no need to reach any

~remote locations as their entire operation is at one location.

Associated Grocers has been very happy with the service they are
getting from: their equipment configuration but have learned that N
the necessary backup is very time consuming when utilizing disk-
ettes as the storage medium.

Evans Products Incorporated of Portland, Oregon is using two IBM
8100's for word processing needs via DOSF. 1In a telephone call
April 8, 1982 performance of their system was discussed at length.
The two 8100's that they use each handle the word processing
needs for a physical location some six miles apart. The systems
in use are configured somewhat similar to what we are envisioning
and they have additional equipment resources on order. This
application, unlike the one at Associated Grocers, is using the
host computer facilities via the software package "DISOSS" for
access to existing data processing files.

In addition to conventional word processing application, they are
doing a considerable amount of electronic filing and retrieval
and are also utilizing the system for electronic mail. Response
time of the equipment is excellent for operator commands while
performing keyboarding functions such as original input or re-

such as opening and closing files before and after use, com- |
munications with host, etc., is slightly slower but still com-
pares favorably to manual manipulation of diskettes, mag cards,
etc. in more conventional word processing eguipment.

Unqualified satisfaction was expressed in the system by manage-

- ment. They also feel that greater potential still exists that

they are still discovering.
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COST/BENEFIT ANALYSIS

Recognizing the need existing within the Department of Revenue for a
standardized approach to word processing needs, a proposal is being made to
replace existing equipment with an advanced system which will very ade-

quately fill our needs cost effectively. This comparison will demonstrate
that effectiveness.

Cost comparison is cumulatlve over a five-year period and covers the fol—
lowing areas:

Personal Services

Equipment Cost

Computer Related Costs on CSD Computexr
Supplies and Expendables

Training and Convexrsion

Personal Services - General:

The figures used relate only to the divisions which were involved in the
survey of word processing needs done early this year. Recognizing that the
department has needs that are not addressed within the scope of the survey,
it is also true that those divisions surveyed do represent the greatest
word processing workload department-wide. Once the system is implemented
to handle the workload presently identified, it will be relatively easy to
adjust resources to handle the remaining areas. The survey determined that
24,6 FTE were currently utilized in accomplishing the identified workload.
Due to efficiencies inherent in equipment and the employment of common
techniques, a saving of between four and ten FTE will result., Conserva-
tively, 5.5 FTE is the anticipated level of savings to be gained. The
average payroll classification grade represented in the survey is 7.8.

Therefore, grade 8, step 4 in the pay matrix is what FTE savings are based
on. :

Equipment Costs - General:

Existing configuration of equipment for those divisions covered in the
survey is as follows:

5 Magnetic Card Selectric II
6 Memory Typewriters
12 Correcting Selectrics

1 CPT Word Processing Station

The mag cards and CPT were each assumed to each have a daily volume of 125
pages consisting of 2,000 characters each.

Memory typewriters were assumed to output 40 pages per day at 2,000 char-
acters per page.

Correcting Selectrics were assumed a 30-page volume at 2,000 characters.
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Because the existing equipment includes many older machines, a replacement
OL 50+ was assuwed over the Ifive-vzar nperiod.

Maintenance costs and equipment. replacement costs were assumed to increase

by 7% each year after the first for both existing and proposed systems.

Software costs are a factor only with the new equipment and are shown
accordingly.

Word Processing Related Computer Costs - CSD Computer:

Computer costs contribute to word processing costs in providing name/ad-
dress information as well as computations, variable data, etc. for in-~
clusion in typed documents.. With the existing system these costs represent
the computer generation of lists from which word processing operatoxs
manually transcribe data. In the proposed system like costs will be gen-
erated through electronic transfer of data although somewhat diminished in
cost volume. It is also anticipated that whatever diminished costs occur
through electronic interface an approximately equal offset will occur in

‘'system interface overhead. This assumption is made even though current

users (Evans Products of Portland, Oregon) have said central computer
overhead costs related to software are 1n51gn1f1cant

Currently ATMS is utilized for certain word processing applications and
will be replaced by the proposed system. However, since a mandate exists
to transmit ARM documents to the Secretary of State via ATMS, a residual
cost of 20% of present costs is assumed. '

Current FY82 costs for the divisions surveyed have been projected to fiscal
year end 1982 and are then the basis for the five-year period adjusted

based on the assumptions discussed above.

Supplies and Expendables:

Costs for the existing system and the nproposed system include ribbhong,
diskettes, mag cards, and daisy wheels, as appropriate, reduced to a cost
per page. .Differences in utilization rates have been considered as appli-
cable. Cost per page is then expanded based on expected output per day
from each device involved. Paper use would be essentially the same for
both systems and is not considered. The same number of pages annually have
been projected for both systems.

Training and Conversion Effort:

No attempt has been made to quantify this area as it is extremely difficult
to assess accurately. Training in the existing system is a constant in-
volving training in many different areas. Because of the several different
devices in use alone, cross training of operators is a problem. The prob-
lem is magnified when due to sickness and inadequate training redundancy,

.information existing within a device cannot be accessed. In the current

mode of operation operators must be cross trained to handle at least five
different types of equipment.




Text processor language is another area requiring a great deal of training
in the present environment. Currently at least four different sets of
‘command languages exist for which cross training must exist.

The proposed system, due to standard equipment, formats procedures, cap-
abilities, etc. will greatly reduce the problems of cross training nec-
essary. Central coordination will also exist so that backups will always
exist, even though all individuals from a locale may be unavailable.
Central coordination will also allow easy transfer of human resources
between divisions in emergency situations.

Conversion will require effort and commitment but central staff will be

trained and will in turn assist the user divisions in the conversion and
training period.

.



Current System

24 FTE
315,264.00 FYS83
327,864.00 FY84
340,968.00 FY85
354,600.00 FY86
368,784.00 FY87

1,707,480.00
375,645.00

2,083,125.00

Total savings

services = $389,242.00

A. Existing

Annual
Number Maintenance Cost
Mag Card Selectric II 5 870.00 4,350 7,580 37,900.00
Memory Typewriter 552.00 3,312 3,900 23,400.00
Correcting Selectric IT 12 60.00 720 879 10,548.00
CPT 1 1,260.00 1,260 11,452 11,452.00
24
Total Annual Cost 9,642 8345300.00
Replacement Factor = 50% Over Five Years = $8,330 annual TN
Inflation Replacement Maintenance Total
FY83 0 8,330.00 9,642.00 17,972.00
FY84 4% 8,663.00 10,028.00 18,891.00
FY85 47 9,010.00 10,429.00 19,439.00
TI36 L 9,370.00 10,846.00 20,216.00
FY87 47 9,745.00 11,280.00 21,025.00

1 G8.4
1 G8.4
1 G8.4 FTE
1 G8.4
1 G8.4

1. PERSONAL SERVICES

FTE =
FTE

It

FTE
FTE

Plus Benefits @ 22%

Total Personal Services

(cost)

over

13,136.00
13,136.00 +
13,661.00 +
14,207.00 + 4%
14,775.00 +

47
4%

47

2. EQUIPMENT

Proposed System
18.5 FTE

315,264.00
252,728.00
262,829.00
273,337.00
284,271.00

1,388,429.00
305,454.00

1,693,883.00

five~year life of equipment for personal

97,343.00



B. Proposed

FY83 Central Facility
Workstation Equipment
Total FY83
FY84 Workstation Equipment
Software and Mainten-
ance from FY83 + 47
Total FY84

FY85 Inflation 4%

FY86 Inflation 4%
FY87 Inflation 4%

Total Five-Year

Equipment Licensed

Purchase Software Maintenance Total

92,196.00 28,164.00 5,160.00 125,520.00

63,066.00 6,912.00 69,978.00

155,262.00 28,164.00 12,072.00 195,498.00

67,748.00 7,104.00 74,852.00
29,290.00 12,555.00 41,845.00
29,290.00 19,659.00 116,697.00
30,461.00 20,449.00  50,906.00
31,679.00 21,263.00 52,942.00
32,946.00 22,113.00 55,059.00

Cost of Acquisition and Maintenance - Proposed 471,102.00

Total Five-Year Cost of Maintenance - Existing 97,343.00
Net Five-Year Savings (Cost) of Equipment (373,759.00)
3. RELATED COSTS - CSD COMPUTER
Existing Proposed*
System System
FY83 Batch Processing 5,617.00 5,617.00
FY83 Text Processing 9,327.00 1,865.00
FY84 Batch Processing 5,617.00 5,617.00
FY84 Text Processing (FY83 + 4%) 9,700.00 795.00
FY85 Batch Processing 5,617.00 5,617.00
FY85 Text Processing (FY84 + 4%) 10,088.00 450.00
FY86 Batch Processing 5,617.00 5,617.00
FY86 Text Processing (FY85 + 4%) 10,492.00 205.00
FY87 Batch Processing 5,617.00 5,617.00
FYS7 Text Processing (FY86 + 4%) 10,912.00 95.00
78,604.00 31,495.00
Net Five-Year Savings (Cost) of
CSD Computer 47,109.00

*Note: Because of less dependency on the CSD computer for text processing,

the proposed system cost decrease over the five year period.



4, SUPPLIES AND EXPENDABLES

Existing Proposed
System Costs Per Page for 302,400 Pages Svstem
16,984.00 FYR3 7,711.00
17,663.00 FY84 + 47 8,019.00
18,369.00 FY85 + 4% 8,340.00
19,104.00 FY86 + 4% 8,674.00
19,868.00 FY87 + 4% 9,021.00
91,988.00 41,765.00

Five-Year Cost for Existing System 91,988.00
Five-Year Cost for Proposed System 41,765.00
Saving (Cost) of Supplies and Expendables 50,223.00
SUMMARY
Current Proposed

1. Personal Services 2,083,125.00 1,693,883.00

2. Equipment 97,343.00 471,102.00

3. Related Costs -~ CSD Computer 78,604.00 31,495.00

4, Supplies And Expendables 91,988.00 41,765.00

2,351,060.00 2,238,245.00
Total Five-Year Cost - Existing 2,351,060.00
Total Five-Year Cost - Proposed 2,238,245.00
Total Five-Year Savings (Cost) 112,815.00
NOTE:

This savings, through FTE and other factors, is derived from the con-
siderations identified in the survey of only five divisions, while the
proposed word processing equipment will be deployed department-wide
benefiting all divisions. We believe when  fully implemented

department-wide the savings could be at least 507 greater or
$£169,223.50,
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MISCELLANEOUS TAX DIVISIQN

Discussion of Budget Issues

1. PERSONAL SERVICES ~ The .65 FTE is essential to the operation of the
Division as this employee prepares inheritance tax documents for micro-
filming, accomplishes the microfilming, types freight line company license
tax receipts, files contract award reports, files gross receipts with~
holding reports and reviews files to remove documents older than the
required holding period. Without this employee we would have to use a
Grade 11 or Grade 12 auditor to accomplish these tasks which would be an
extremely poor and inefficient use of professional employees. It would
also drastically reduce the audit assessments which the auditors would be

~ able to issue,

2, CONTRACTED SERVICES -~ PRINTING - This division is very sensitive to
printing costs because we have 17 different taxes and licenses each one of
which requires at least two and same a&s many as eight cr nine printed
forms. Reducing the annual printing appropriation by 3$653.00 represents
nearly 107 of the total amount. This makes no sense at all since without
the forms taxpayers camnot file their reports and pay the taxes they are
required by law to pay. .

3. COMUNICATINS = POSTAGE - The same comments apply to postage require-
ments as mentioned above for printing, We have many, many different forms .
that must be mailed, Where the forms are mailed to individual taxpayers
they are sent first class, Without proper forms taxpayers cannot pay
their taxes or obtain required licenses, Our forms are not available at
banks or post offices. : '

is TRAVEL - The travel costs per auditor in ithis division are among the
lowest in state government. This is accomplished by each auditor being
frugal in selecting lodging accommodations and in performing two-week

trips rather than one-week trips when the distance is over 250 miles,

A reduction of $2,3Ll out of a $15,833 request represents 15% of the travel
funds needed. A cut of $2,3L) in travel funds will represent at least

a $23,40,00 reduction in total audit assessments,

Se REPATR AND MAINTENANCE - Maintenance agreements on word processing
equipment is the only sensible procedure to follow. Without a mainte-
nance agreemenl or some repair funds any breakdown would result in the
equipment being left idle for many months.

6, OTHER EXPENSES ~ Training funds of $90.00 per employee are & bare
minimm of the amounts which are necessary to sharpen technical and
administrative skills and to maintain present productivity levels,

7o EQUIPMENT PURCHASE - Word processing equipment is presently in use
in  the Department of Revenue. Purchase of the equipment requested
will allow for the full utilization of present equipment and allow the
division to automate some manual systems that are cumbersome and very
labor (employee) intensive to maintain, The purchase of an automobile
is critical due to the fact that the automobile to be replaced gets
about 8 miles per gallon and sustained severe hail damage in June of
1982, In addition we are requesting $2,500,00 to replace some antique
office furniture that is 20 to 25 years old,



8, FUNIDING - Funding from the Cigarettc ERA should not be more than
$17,000.,00 since only $16,900.00 was collected last fiscal year, Funding

of a larger amount merely represents a reduction in the division's budget.

-2-
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MOTOR FUELS DIVISION
DISCUSSION OF ISSUES

Issues:

1. Personal Services

One full-time position was cut by the LFA because the position
remained vacant during FY 82 and another position was cut to one-half
time due to vacancy.

The full-time position is still vacant to insure meeting a 4.0% vacan-
cy savings applied to the FY 83 budget. This position will remain
vacant for the remainder of FY 83 but it is anticipated that the posi-
tion will be necessary in FY 84 as a result of pending legislation in
the form of HB290, that allows gas wholesalers to be licensed as gas
distributors, which will have a significant effect on the number of
returns filed. 1In FY 85 this position can be given up due to expected
savings from implementing a word processing system during FY 84.

The other position that remained vacant for a portion of FY 82 has
been filled to handle the workload related to the gasohol subsidy
program and assist with normal processing of fuel returns. If this
position is not funded there would be a delay in the processing of
gasohol refund returns which are presently given priority treatment.

2. Travel

Pursuant to section 15-70-324 M.C.A., licensed gasoline distributors,
special fuel users, and special fuel dealers not maintaining records
in this state, shall agree to pay a reimbursement subsistence and
travel costs, at the time the records are audited, to the taxpayers
place of business.

This provision creates harassment and i1l will for the auditor at the
time the costs are presented. The additional costs to the Department
will improve the Department's image with the taxpayer and likewise
improve taxpayer cooperation.

This request goes hand-in-hand with legislation presented this session
to repeal the requirement for taxpayer reimbursement of costs. (HB 66)

3. Other Expenses - Training

The Department is implementing a training plan to improve an employees
ability to perform his job and improve work attitudes and therefore
increase productivity., 'To implement such a plan will require the
funding requested.

7™
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DEPARTMENT OF REVENUE

TED SCHWINDEN. GOVERNOR MITCHELL BUILDING

%

| —— STATE OF MONTANA ‘

HELENA MONTANA 59620

Travel

Account 2401-2419 - One of the principal reasons for the reorganization
was to enhance the audit activities relating to natural resource taxes.
Our budget request as supported by the Office of Budget and Programming,
enables the planned increase in auditor utilization.

Historically, the audit activities associated with the taxes transferred
into the Natural Resource & Corporation Tax Division have been under-
funded and underutilized. The underfunding is clearly demonstrated by
reviewing FY 81, which was prior to the reorganization. $3,775.00 per
auditor was spent on audit travel during this year in the Miscellaneous
and Property Tax Divisions, while Corporation Tax spent $5,466.00 per
auditor for audit travel. Also, the under utilization can be demon-
strated by reviewing the statistics for the Corporation Tax Bureau which
travelled an auditor 10.75 weeks in the field while the Division average
was 8.57 weeks per auditor.

Finally, it is important to point out that our ability to collect taxes

under our voluntary system of tax compliance is both directly and in- /
directly related to our ability to travel for purposes of audit. At N
this point the $46,489.00 and $47,766.00 proposed Legislative Fiscal

Analysts reduction to our budgets for travel represent pure variable

costs. Statistics will show failure to provide this funding would have

an opportunity cost to the state of in excess of $1.5 million. If

‘historical data can be used as an accurate indicator of future expecta-

tions, we could be faced with having to forego the opportunity for a

return in excess of $30.00 in tax for every $1.00 of travel money spent.
Therefore, we request that funding for Division travel be restored to

the level recommended bv the Office of Budaet and Proaram Planning.

Contracted Services

-~ (Printing)
Accounting 2110 - The requested increase is due to both an increased
number of tax filings and the need to continually update the forms to
conform with current tax laws. During FY 83, we have already incurred
charges of $6,960.00 for printing and have received estimates that an
additional $500.00 will be required to cover current printing needs.
“therefore, our actual printing costs for FY 83 will be approximately
$7,500.00. That is only $111.00 below cur requested amount.

- (Data Processing Services)
Account 2103 - The majority of the adjustment to this account is to
cover the increased costs of a fully implemented Natural Gas Severance
Tax System and to begin modifications to an 0il Producers Severance Tax Q

System. With these two systems fully operational, we can anticipate
several benefits:

AN EQUAL OPPORTUNITY EMPLOYER™



(1) Increased taxpayer compliance with filing requirements.

(2) Insure reporting consistency between taxes. For example, the
value of production shown on the 0il Producers Severance Tax
return would be the same as that shown on the net proceeds
return.

(3) Ability to selectively review pricing on o0il and gas produc-
tion to determine whether certain companies may be signifi-
cantly under-reporting the value of production.

(4) Provide for a more timely issuance of refunds to counties.

It is estimated that the above items should generate approximately
$132,000.00 in either additional revenue or cost in savings for the

state/year.

Repairs & Maintenance - $1,172(84) $1,242(85)

Our office has currently installed and is using word processing equip-
ment. These amounts are required to maintain that system.

)
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@ Increase the Natural Resources and Corporation Tax Division’s

~" auditor staff.

This division conducts on-site tax audits of multi-state corporations at
their home offices. Each auditor identifies between $600,000 and $1.5-
million in underpayments annually. However, a lack of staff prevents an-
nual audits of all candidates. To increase collections, two additional natu-
ral resource tax auditors and one corporate tax auditor should be hired.
Annual salary and travel costs are estimated at $82,000. However, these
staff members will produce a minimum of $1.8-million in additional an-
nual income.

319. Reorganize the Miscellaneous Tax Division.

Supervision in this division is unnecessarily fragmented for a staff of 17.
The administrator oversees technical operations while the assistant moni-
tors personnel activities. To streamline operations and emphasize pro-
grams, the assistant administrator’s duties should be transferred to the ad-
ministrator and the assistant’s position eliminated. An additional bureau

- should also be created so that one manages inheritance taxes while the

second would administer remaining miscellaneous tax programs. No fi-
nancial benefit is claimed because the cost of a new bureau chief would
be offset by the saving realized by eliminating a position.

320. Increase cigarette license fees.

Cigarette license regulatory fees established in 1969 are inadequate. Cur-
rently, owners with one to nine points of sale are charged $5 while $50 is
assessed for 10 or more locations. The license fee should be increased to
a uniform rate of $8 per machine to recover operating costs. Implementa-
tion will conservatively generate an additional $8,000 in annual income.

Department of Commerce

Fiscal 1982 Budget: $35-million, including $14.8-million in federal
funds.
Positions Authorized: 172.
Positions Filled: 161.
Chief Operating Officer: Director.
Reporting Structure: The director reports to the Governor and supervises
five divisions plus the Financial Bureau.

The Department of Commerce promotes and controfs economic growth
by assisting and regulating business development, managing community
assistance programs, and issuing professional and occupational licenses.
It is responsible for transportation and aeronautics as well. Organization-
ally, five divisions report to the director, who also chairs the State Bank-
ing Board. The following divisions are covered here while the Aeronau-
tics Division and Financial Bureau are included as separate sections:

O Business and Professional Licensing - Regulates and licenses busi-
nesses through Bureaus for Professional and Occupational Licensing,

\
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