
MINUTES OF THE MEETING OF THE APPROPRIATIONS SUBCOMMITTEE ON 
ELECTED OFFICIALS AND HIGHWAYS 
February 15, 1983 (Tape 73, 74 and 75, Side A) 

The Appropriations Subcommittee on Elected Officials and 
Highways met at 7 a.m. on February 15, 1983 in Room 437 
with Chairman Quilici presiding. The following members 
were present: 

Chairman Quilici 
Rep. Connelly 
Rep. Lory 

Senator Dover 
Senator Keating 
Senator Van Valkenburg 
Senator Stimatz 

Also present: Cliff Roessner,LFA and Doub Booker, OBPP. 

WORK SESSION 

DEPARTMENT OF ADMINISTRATION 

Publications and Graphics (Exhibit 2) 

Sen. Dover made a MOTION that the committee approve in 
equipment $200,000 in FY84 and $170,000 in FY85. Mr. Breiby 
explained the four new items they have in their budget for 
the upcoming biennium were a Davidson 502, a Standard Board 
collator, a Norfin TC6 collator, and a Xerox 8200. Sen. 
Keating questioned why they needed the 502 when they had the 
702. Mr. Breiby explained that what they needed was an 
increase in efficiency. They would like to be able to 
develop the capability of running IBM cards, envelopes, etc., 
on the 1250, thereby eliminating the 2650. Then replace 
the 1250 with a more efficient, more cost-effective method 
as far as paper is concerned: the 502. He stated that the 
2650, as it stands right now, is virtually unusable. Dis
cussion on the collators on the equipment list. (Exhibit 1) 
The total cost of the Davidson 502 is about $25,000. When 
asked if he felt the rates would be affected that they 
charge agencies, Mr. Breiby stated he didn't feel it would 
affect these at all because of the increased efficiency 
that would be attained. This would offset the cost of the 
equipment. 

Chairman Quilici pointed out that the OBPP budget had $158,634 
for FY84 and $161,463 for FY85. This included some contin
uing contracts. He was curious how much of this was contin
uing contracts. Mr. Breiby stated he believed these figures 
had been readjusted. He believed the total figure they 
were looking at was $231,477 in FY84 and $188,759 in FY85, 
and except for the $52,000 in new equipment, the remainder 
of this is existing equipment. 
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Hr. Rick Morgan then explained all the submissions to the 
OBPP was existing contract. 

Sen. Van Valkenburg then made a SUBSTITUTE MOTION to approve 
$231,477 in FY84 and $188,759 in FY85. This is the full 
amount they have requested for equipment in this category. 

Sen. Dover stated he would like to change this and take off 
$17,612 each year, so he made a SUBSTITUTE MOTION on the 
motion pending. 

Sen. Keating then noted for the committee that this amounts 
to $62,000 worth of interest that they would be looking at 
in a two-year period. He also wanted to know if Sen. Van 
Valkenburg's motion includes the four new pieces of equip
ment, and was told it did and he wanted the committee to 
realize they would be committing an additional third payment 
on this beyond the biennium. 

Mr. Breiby then stated that in discussion with Mr. Morgan, 
it was their understanding that the $231,000 would not 
include the new equipment. 

Sen. Dover then withdrew his motion. 

Sen. Van Valkenburg then asked what the total would be with 
the new equipment. Mr. Booker stated it would be $51,642 on 
the leased equipment, which would bring the total to some 
$280,000. 

Sen. Dover then made a SUBSTITUTE MOTION that $35,230 per 
year be added to the $231,477 and $188,759. This would get 
the Davidson and two collators. The totals would be $266,707 
for FY84 and $223,989 for FY85. Motion carried with Sen. 
Keating and Rep. Connelly voting "no." 

Sen. Dover made a MOTION that the duplicating be passed as 
amended. Motion carried with Sen. Keating voting No." 

Workers Compensation Judges (Exhibit 3) 

Chairman Quilici noted on personal services that they request 
a hearings examiner and a legal secretary. 

Sen. Dover MOVED to give the agency the nine FTE's. Motion 
carried. 
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In operating expenses the difference is due to the two 
additional FTE's. 

Sen. Van Valkenburg then .HOVED approval of the operating ex
penses under the OBPP. Motion carried. 

Discussion of the word processor requested. Mr. Reardon stated 
that it was intended to speed up the turnover problem they 
have at the present time. Chairman Quilici suggested that 
Cliff Roessner and Doug Booker come up with a set price for 
the word processors, so the equipment will be decided upon 
at another meeting. 

Sen. Dover then MOVED to pass the workman's compensation 
judge budget as amended with the exclusion of equipment to 
be considered later. Motion carried. 

Mr. Roessner stated the workman's compensation judge is cur
rently renting private space in Helena. In the LFA budget 
they had included the square footage rate for 1983 hoping 
they could get the workers' compensation court into state
owned space. By approving the executive budget it gives 
them a budget that allows them to continue in privately-owned 
space. They would like the committee to discuss and perhaps 
get the intent that the workers' compensation court get out 
and seek state-owned space at a cheaper rate. Mr. Reardon 
stated that they had no objection to moving into state-owned 
space. The lease agreement that they are currently under 
was signed by his predecessor in 1979, and it does not ex
pire until January of 1984, at which time he would have no 
objection to moving into state-owned space, assuming adequate 
space is available. Sen. Van Valkenburg stated that he had 
asked Mr. Brusett to take a look at the plans for the workers' 
compensation space to see if there would be a potential for 
space there. He feels that it would be convenient for a lot 
of people if it were to be located there. 

Personnel Division (23) (Exhibit 4) 

Mr. Roessner stated that the difference in the FTE's between 
the LFA and OBPP is one attorney who was in this office 
that the LFA transferred to Insurance and Legal under the 
legal pool concept. This position was general-funded within 
personnel, and they recommended that it be part of the re
volving fund within legal and insurance where they bill out 
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their services to the various agencies or departments that 
they serve. 

The other FTE is a combination of two .5 positions that were 
vacant in FY82, and the LFA deleted these. These have currently 
been combined into a single position, and is filled by the 
person who handles the PPP system for personnel. He pointed 
out that the duties of the PPP system were transferred from 
the Governor's Office to personnel, but that neither the 
position nor the money were transferred along with that 
responsibility. That position and the money still remain 
within the Governor's office. 

Dennis Taylor explained that the personnel division, during 
the last biennium, had developmental money for bringing all 
phases of the personnel and control part to PPP. Mr. Booker 
explained the other part of the .5 FTE to make one, came from 
the accounting division. 

Mr. Taylor explained that the grade 15 lawyer handles all 
matters of litigation in district court for the board of 
personnel appeals, works on classification appeals, etc. 
They feel if they move to a purchase of service contract 
that theix costs will double. On a breakdown of this 
attorney's time, they found that 80% is devoted to direct 
support of the division's activities as a whole, and 20% in 
support of personnel matters of the administration. 

Sen. Dover MOVED to approve the 31 FTE's. Motion carried. 

In operating expenses there is a discrepancy. Mr. Roessner 
noted that on the personnel expenses original budget request 
they had deleted all of their data processing costs. There 
are $21,000 of ongoing costs that they need to support this 
division, and this came in on a later budget request which 
apparently did not reach the LFA. He recommended that the 
$21,000 be added back in for both years. This would make it 
$30,957 for FY84 and $36,498 for FY85. Mr. Roessner stated 
that they are also asking for $926 and $982 in FY84 and FY85 
for the administrative register. He would also recommend 
that these costs be added in. 

There is $1,461 for the Governor's committee on employment 
of the handicapped, $5,000 for the eligibility technician 
lawsuit and $6,000 for consultant fees for the classification 
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enhancement project. None of these are included in the LFA 
budget, primarily because these are added services or pro
grams the LFA felt the committee should discuss. Discussion. 

(Begin Tape B, Side B) 

Mr. Roessner pointed out to the committee that they went 
with the low figure for these legal fees, and he felt it 
was important for the committee to know the impact of this 
if the ruling goes against the state, or if it is not settled. 

Sen. Van Valkenburg MOVED the OBPP requested figures for 
contracted services, and within this line item, $5,000 in 
FY84 for the eligibility technician lawsuit costs. 

Mr. Roessner stated that in approving this figure, they have 
approved the $1,461 for the Governor's Committee on Employ
ment of the Handicapped. He stated that this is a program 
that is currently ongoing in the administration. It is a 
program that was given to the division without funds in 
1982 by the Governor's office. Also within this motion is 
the $6,000 consulting fees. 

Chairman Quilici stated he had no trouble with the money 
in here for the handicapped, but he did have a bit of a 
problem with the $6,000 for consulting fees in FY84. 

Sen. Dover made a SUBSTITUTE ~10TION to take $6,000 out in 
FY84. Motion carried, with Sen. Van Valkenburg voting "no." 

In supplies and materials there is a $5,545 difference. Mr. 
Roessner stated that most of this difference is supplies 
and materials for the PPP system, and for the Governor's 
Committee on Employment of the Handicapped. 

Rep. Lory MOVED the OBPP for supplies and materials. 

The difference in communications was a request for an increase 
in messenger service and mailing. 

Rep. Lory RESTATED his MOTION was the OBPP in operating 
expenses. Motion carried. 

Sen. Dover MOVED the personnel budget as amended. Motion 
carried. 
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Personnel Program 

Group Benefits (Exhibit 5) 

Sen. Dover MOVED the four FTE's be approved. Motion 
carried. Mr. Roessner stated the difference in contracted 
services is the health promotion program. In prior years 
this has been a program which has been carried on by the in
surance carrier. But since the state is primarily self-insured 
now, the insurance carrier is not going to conduct this any 
longer, and the division is requesting authority to continue 
to help fund the program. The two issues are whether the 
program should be continued over and above the current level, 
and also as to the funding of the program, ,vhether it should 
come out of general fund or out of the group benefits fund. 

$6,000 of the difference is in the health promotion program, 
and the other $1,500 is the incentive award program which 
was the subject of a bill, and that bill has passed. 

Sen. Dover then made a MOTION to approve the OBPP level for 
operating expenses. Discussion. 

Dennis Taylor stated that in the first year of the last bi
ennium, Blue Cross provided $30,000 for this program, and last 
year they provided a second $30,000. In addition, they had 
a $9,000 authorization out of the group benefits fund. They 
have been pleased with the response they have had to date, 
and would like to continue the program. 

Sen. Keating stated he felt these are things people should 
be doing on their own, and he doesn't see why we have to pay 
tax money to print booklets and put up posters, etc. 

The motion carried with Sen. Keating and Chairman Quilici 
voting "no." 

Sen. Dover MOVED to approve the group benefits budget as 
amended. Motion carried. Sen. Keating and Chairman Quilici 
voted "no." 

Training (Exhibit 6) 

Chairman Quilici noted there is a $12,000 difference in con
tracted services in this program. Mr. Roessner stated that 
the entire issue is the expansion of this budget over and 
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above current level. This program was initially started with 
federal funds, and the agency is now requesting an expanded 
program with general fund. It is the LFA's belief that it 
should have come in as a modified, and that is why they did 
not include the two FTE in current level, nor the expanded 
contracted services contract to have professionals come in 
and help with the training. 

Sen. Van Valkenburg explained the real hope with this program 
was to be able to train supervisory people, managerial types, 
and to provide them with some of the skills they don't 
normally get in the course of coming up through the ranks, 
to learn budget preparation, to learn use of SYBUS, to learn 
some personnel skills, etc. This was identified as a real 
need throughout state government. He felt in the long run 
this would be very beneficial to the state. 

Rep. Lory MOVED the approval of the OBPP budget and the FTE. 
Motion carried. Sen. Keating, Sen. Stimatz and ChaJrman 
Quilici voted "no." 

DEPARTMENT OF REVENUE 

Liquor Division (Exhibit 7) 

Ms. Ellen Feaver first explained to the committee the 1983 
financial report for the Liquor Enterprise Revolving Fund. 
In the merchandise inventory one can see that in their stores 
they had almost $7 million in inventory, and in the warehouse 
$4 million. This was a major concern of hers, and when 
Howard Heffelfinger came on board in 1982, one of their no. 
1 goals was to address the overinvestment of the inventory 
they had in their warehouse. One of the historical causes 
for excessive inventory was the wine going into grocery 
stores. The state was caught with inventory that would have 
been inadequate if they had been the only supplier of wine. 
Their goal, then, was to lower their inventories and to 
flush the system of the wines that were about to spoil. In 
the past, it was never one of management's objectives to 
pay any attention to the amounts that were in inventory. 

In the statement of operations one can see that their gross 
sales in 1981 were about $53 million, and in 1982 $55 million. 
There was a gross income of $23 million, and the number one 
operating expense is the salaries of the store employees. 
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On page 5 under support services they have identified what 
the actual costs of the support services were as compared 
to those costs which were allocated through the legal and 
appropriation process. As one can see, the merchandising part 
of the liquor division incurred about $440,000, and in 
licensing about $330,000, for a total of about $768,000. 
Compare this to the allocation costs of about $500,000. This 
is the difference between the compliance basis of reporting 
and generally accepted accounting principles. 

The next primary difference starts on page 6 with the licensing 
operations. In their financial statements and in the revolving 
fund they get credit for and count all of the merchandising 
income, but they don't get credit for any of the licensing 
income. The licensing generates about a million-and-a-half 
dollars a year, and none of this goes into the revolving fund. 
So, in the financial statement you will see no revenue from 
licensing. But you will see all the costs. So, you cannot 
get an accurate view of the revenues and the costs of run-
ning the two programs in the division. This is the way the 
accounting system has been set up always as far as Ms. Feaver ~ 

knew. 

They estimate that the licensing program really costs about 
a half-million dollars. On a legal compliance basis, the 
licensing program made 1.1 million dollars, and they believe 
it is around $1 million. 

Discussion. 

She then referred the committee to page 12 of the report 
which shows how the expenses were allocated. Pages 14 and 
15 show the reports of sales by the individual stores. 
Pages 16 and~17 show the sales by county. Page 23 is a 
comparative schedule of tax revenues which shows all of the 
taxes from beer, wine and spirits that they collect as a state. 
Page 24 shows the source and distribution of all liquor 
revenues by fund. 

(Begin Tape 74, Side A) 

Ms. Feaver stated also that one of the primary reasons why 
the profits went down was due in part to employees getting 
substantial pay increases last session, and that the spirits 
industry nationwide is very depressed. The country is going 
towards wine-drinking, and in Montana, beer is the number one 
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seller. Discussion on the procedures for obtaining licenses 
for liquor stores. 

(Exhibit 8) 

Mr. Howard Heffelfinger, Administrator of the Liquor Divi
sion, told the committee that in 1979 the Legislature ini
tiated a new budget concept for the Liquor Division in 
recognition of the fact that it occupied a somewhat unique 
position among state agencies as an enterprise operation that 
produced income for the state government. The theory was 
that a so-called open-ended or non-appropriated budget would 
allow the division more flexibility to operate as an enter
prise. The condition was that the division, in return for the 
added flexibility provided for by such funding, would return 
a specific amount of net profit. For the 1983 biennium, the 
appropriations language specified that the division would 
deposit not less than $13 million of liquor profits, and the 
profits would not be less than 15% of net sales. I~ was 
also specified that operational expenses would not exceed 
15% of net sales. It should be noted that for the 1981 
biennium, the division made $11.8 in bona fide profits and 
sales. The balance of that deposit requirement was apparent
ly made by temporary inventory reductions, and borrowing from 
other funds. 

Thus, for the current biennium, the appropriations language 
was made more specific to link profits to actual net sales. 
The double criteria of a $13 million minimum profit, coupled 
with a 15% of net sales requirement, was included on a theory 
that if sales increased to the point that the 15% dollar amount 
exceeded the $13 minimum, the Legislature wanted whatever 
was more. At this point in time, because of declining sales, 
the 15% amount is almost the same as the specified minimum. 

He added that the state is going to fall short of assuming both 
trends continue, and their best estimate, considering trends, 
is that they will be able to turn a profit of about $10,767,000 
for a shortfall of about $2,233,000. The reason for the 
shortfall is clear. Although the Legislature can mandate 
profit amounts, they cannot mandate consumption. They hope 
that in the future, as economic conditions improve, that 
their sales are going to return to previous levels. There
fore, they are asking again for the same type of open-ended 
budget gran ted during the previous bvo bienni urns, and hope 
that, as business conditions improve, they will again have 
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the adaptability to take advantage of such changes and maxi
mize their efficiency. 

He also emphasized that the legislative auditors, in the 
performance audit performed on the division in December, 
pointed out that, while other control states have an unlimited 
appropriation to purchase merchandise and pay freight costs 
but have fixed appropriations to operate administrative 
functions, warehouses and stores, they could not point out 
one other state that mandated a given profit level. HB 40 
removing this mandate has been passed and signed by the 
Governor, but this will continue to be an issue under this 
type of funding request. 

The auditors concluded by stating that:-a p\r'eferable method 
would be to require the division to return a reasonable, 
fixed percentage of sales to the general fund. 

He stated it was understandable that legislators are concerned 
about the concept of an open-ended budget, because it appears 
that you are giving an agency a blank check to spend whatever. 
Keeping this in mind, he then reviewed what they are trying to 
do by reducing costs in overhead under this type of funding 
arrangement. He then referred the committee to the Exhibit 
A of Exhibit 8, which shows the personnel comparisons. He 
pointed where they can make reductions in personnel,.they 
have done so to the point where you can see their decline in 
sales. Out of their 72 state stores, 27, or 38%, are one
person stores. 

Exhibit B, agency conversion, shows that in_the past four years 
the division has converted about 40 stores to agency status. 
By eliminating overhead for such marginally profitable stores, 
and paying a 10% commission to an agent instead, they have 
increased profits from such outlets by about $100,000 a year. 
They have a few additional marginal stores that should be con
verted, but in not doing so, they have followed the criteria 
laid down by the appropriations sUbcommittee last year that 
they convert in an "orderly" manner. This means that they 
go by criteria, that if a store manager retires or a lease 
expires, then make a decision at that point as to whether to 
convert it or not. 

Exhibit C is inventory reductions, and points out that reducing 
inventory has assumed the highest management priori ties for 
the division during the past year. Inventories have been 
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reduced by about 25%, and this effort is continuing. This 
represents a savings at retail of about $3.8 million. The 
remaining graphs in his presentation were self-explanatory. 

Under the open-ended funding request for the next biennium, 
keeping in mind what the Legislative Auditor has recommended, 
they would feel that about 12.5% of net sales would consti
tute a fair and reasonable profit goal. 

The division has been required to operate within an expendi
ture limitation of 15% of net sales. At the end of FY82 the 
division has expended 14.3% of net sales, and at the end of 
December '82 the division expenses amounted to 12.1% of net 
sales. So they are still well within that expense limitation. 
They are going to be higher than the 12.71% because they 
have gone through their high volume sales months. In the 
remaining slow months the expenses will catch up to them. 

However, based on two primary assumptions, they are going to 
request an increase in the expenditure limit for the next 
biennium. The assumptions are that if sales continue to 
decline at present trends, and if inflation causes expenses 
to increase at the rate of approximately 8% per year. The 
OBPP is a little bit in excess of this, and he is sure they 
can beat this by reducing expenses as they have in the past 
year. 

He added that assuming what is happening now continues, it 
appears that this amount is what they will have to have in 
order to continue operations as they have now at current 
level. 

Discussion of future costs to the stores. Mr. Heffelfinger 
stated that there were areas he felt they could make reductions 
in the stores. He added that they are functioning now under 
a negotiated wage contract under the present biennium which 
calls for an average annual increase of 13%. He added that 
he did not negotiate this contract. They are in the process 
of negotiating another contract for the following biennium, and 
he stated he would do the very best he could to negotiate a 
fair contract for the state. Sen. Keating added that the 
salaries are already fixed, and the only thing they could 
negotiate was less of an increase and 2/3rds of the operating 
expenses are in salaries, and he wondered if the stores de
clined in business, if they would be able to layoff employ
ees. Mr. Heffelfinger stated this was a good question, and 
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was something they have to seek policy direction from the 
committee about. He added that they have laid off people 
in those stores to the point where they are ground down as 
tight as they can go now in terms of eliminating actual staff. 
Anything they do over and above what has been done will have 
to affect service levels. They could make additional savings 
if they close stores or reduce hours of stores. He added 
they have cut down on help in the warehouses. 

Ms. Feaver stated that one of the things that could be done 
to minimize personnel costs is to assign licensees to particu
lar stores. 

In discussion Exhibit B of Exhibit 8 was discussed (the bar 
grap~). ,Mr. Heffelfinger stated that the 70 agency stores 
which constitute almost half of their stores, do barely 
10% of the total business. (A state store is a bona fide 
store where they lease the premises, pay the overhead, and 
have state employees; an agency is where they have an agent 
who sells their products for a 10% commission on those gross 
sales. Most of the time they are in conjunction with another 
existing business.) 

Ms. Feaver stated again that this is one of the policy de
cisions they would like the committee to decide, of whether 
they would like them to stick with this policy of converting 
agencies, or do they want to make these cost analyses quar
terly, monthly or whatever. In conclusion, Mr. Heffelfinger 
stated whatever the expense limitation should be, the division 
requests permission to install a point of sale computerized 
cash register system in 10 of their larger state stores. 
The estimated cost is$280,000, but he feels they could probab
ly come in under this, however. This assumes that in every 
one of those stores they install three cash registers and 
a manager's terminal. Some stores could probably suffice 
with two registers to cut down on the cost. 

An explanation of the POS program is contained in the back 
of Exhibit 8. Ms. Feaver stated that the primary reason 
for this type of equipment is to be able to minimize their 
investment inventory. This is the most cost-effective mechanism 
that they have found to ensure that they maintain a minimum 
balance of inventory in the stores, and still operate the 
stores well. 

(Begin Tape 74, Side B) 
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The division agrees that overinvesting in inventory has been 
a very big problem and one they are interested in managing 
better. In response to a question from Rep. Lory concerning 
the savings if this equipment is installed, Mr. Heffelfinger 
stated there would be some operating costs that would be 
more than offset by the savings. By the time the installation 
is completed, the central files here in Helena will have been 
changed to accommodate this system. 

Sen. Keating felt they should try to 'get an estimate on the 
costs of the lines to tie in this system. 

Mr. Heffelfinger stated that the Legislative Auditors en
dorsed the concept of POS throughout their report, and they 
recognized that the accounting system they have now in the 
stores is grossly inadequate. 

Chairman Quilici asked Ms. Feaver that in the event that 
they installed this POS program at a cost of approximately 
$728,000, if they would still intend to come up with a profit 
of around $10 million. She replied that right now all they have 
in mind are the top ten stores at a cost of $260,000. 

Ms. Feaver then gave the committee a list of policy issues 
which they encouraged the committee to address. (See Exhibit 9) 
Mr. Heffelfinger then went through the issues on the exhibit. 
The first seven he explained were self-explanatory, but the 
crucial issue here is what should the primary mission of the 
division be? The auditors indicated that it was very apparent 
to them that some of the turmoil that the division had gone 
through in the past year has been because they are just not 
sure what the Legislature wants them to be doing. They 
have three primary objectives of the liquor operation, which 
is profitability, control and service. In some ways, these 
goals are mutually inconsistent. 

The primary purpose of sbate control is to control a product 
which is very volatile. There has been quite a bit of support 
for a system of state control. There has been a lot of dif
ficulty over the past year because they were trying to 
comply with the mandate to operate as a business, and maximize 
profit, which runs head on into the philosophy of control of 
this type of product. The philosophy of state control is not 
to aggressively merchandise beverage alcohol. It is basically 
to meet a natural, unstimulated demand for it, and then acquire 
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what profits you can as a result of this. In trying to com
ply with the profit mandate, they have tried to raise prices, 
tried to close some stores, and have done some other things 
which have created tremendous political opposition. He 
says that someone has to tell them what they can and cannot 
do. They will run the division according to what policy 
they are given. 

Sen. Van Valkenburg stated that from the legislator's point 
of view, the Liquor Division got pretty much all it asked for 
last time from the committee. 

Discussion of advertising for sales of liquor. 

The hearing was closed on the liquor division. 

WORK SESSION 

DEPARTMENT OF ADMINISTRATION 

Stat~ T~x Appeals Board (Exhibit 10) 

Mr. Roessner stated that he had revised figures on personal 
services for the LFA. For 1984 the figures should be $174,496. 
There are 5.5 FTE's. 

Sen. Dover MOVED the 5.5 FTE's for this budget. Motion 
carried. 

Sen. Van Valkenburg MOVED that the cornrnitteeinclude other 
compensation in the personal services budget at $32,700, 
which is the figure we adjusted in the LFA budget for per 
diem for the county tax appeals board members at the $25 
rate. 

Chairman Quilici asked for clarification if he was taking 
the OBPP figure of $41,624, and was told it was the $32,700 
figure. Mr. Booker stated the difference between the LFA and 
the OBPP was for the additional per diem for board members 
for traveling, in addition to current level. This amounts 
to $8,924, which is basically to handle the backlog that has 
been building up. 

Motion carried. 

The difference in contracted services is a request for addi
tional hearings officers and related expenses for court 
reporters. Mr. Booker added that this additional was for 
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the volume that the state tax appeals board foresees in 
FY84 and FY85 to handle backlog in cases. 

Sen. Keating noted that the letter of explanation shows a 
request for $70,000 in FY84 for contracted services, and 
yet there is a difference of $61,000 between the LFA and the 
OBPP. Mr. Roessner stated that the $70,574 figure on the 
explanation sheet includes that $8,924 in per diem. Basically 
it should have said $8,924 for per diem, and $61,650 for con
tracted services. 

Sen. Van Valkenburg asked if there was any other policy 
approach that could be taken to clear up the backlog. He 
was told the backlog is the manual disparity issue, and it 
has been an ongoing thing since 1978. There isn't much 
that they can do with the backlog until the Supreme Court 
does something. They will not spend the money if it is 
not needed, but there is no way to tell what is going to come 
out of the Supreme Court. 

Sen. Van Valkenburg MOVED that the committee line item 
within this budget $70,574 in FT84 and $45,000 in FY85 spe
cifically for contracted services and per diem for the board 
to handle the potential increased workload relating to 
these manual disparity cases. (So this money is not really 
available for any other purpose, but is there in the event 
the tax appeals board ends up having to hear those cases.) 
702 

(Begin Tape 75, Side A) 

Mr. Booker wanted to emphasize to make sure this is track
able, so they can delineate between cases that would come 
under the line item versus the other budgets. Chairman 
Quilici stated that he thought one could put an emphasis on 
tracking it. These are essentially the 34% cases. 

For clarification Mr. Bob Raundal stated that in appraising 
commercial buildings, including condos, they are appraised 
out of what they call the Marshall Valuation Manual. They 
set the values as of 1976, then all residences are appraised 
out of a manual the department has put together which was 
made up of 1971 values. With inflation factors between 
these years, they have determined that it was a 34% discre
pancy, and they are both in the same legislative class. It 
has been in the courts every sinr.e. He also added that the 
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Department of Revenue gave a 12% reduction statewide on all 
commercial buildings whether they were under appeal or 
otherwise in an effort to get the thing settled. 

Question being called for, the motion carried. 

Sen. Keating then made a HOTION to approve the OBPP budget 
for the balance of the operating expenses and equipment. 

Mr. Booker stated that the committee discussed this equip
ment the other day, and this was the copy machinei whether 
we wanted to go this route or go to the photocopier pool, 
to P & G. M~. Rick Morgan stated he got the figures from 
P & G, and they found they can get another machine for 
$3,000, and they had put an item in there for $5,200, and 
he hadn't done much research on it beforehand. Sen. Keating 
then CORRECTED his ~10TION to read $3,000 for equipment. 
Motion carried. 

Sen. Keating then MOVED the budget as amended. Motion carried. 

PERS (Exhibit 11) 

Mr. Roessner stated within personal services, the board is 
requesting that $600 be added for per diem for board 
members over and above what is currently reflected in the 
budget. Sen. Van Valkenburg asked if the Governor's Council 
on Management made any recommendations on this, and was told 
that the primary recommendation was the prospect of consoli
dating the systems, the PERS and the teachers. 

Sen. Van Valkenburg made a MOTION to approve 22.25 FTE's, 
and an additional $600 in other compensation to the OBPP 
budget for personal services. ($600 is travel for board 
members.) Motion carried. 

Chairman Quilici noted the discrepancy in contracted services 
in data processing, attorney fees, cases in political sub
divisions, etc. Mr. Roessner stated the reauest includes 
$25,000 in FY84 for data processing services to redesign 
the social security system, and he believed this was due 
to recent changes in the social security law. 

The division stated that they were required to go from quarter
ly depositing with the federal government to monthly deposit
ing with the federal government, and their current system is 
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based on quarterly reporting. Annual reporting has also become 
a social security mandate. They are currently using their 
field auditor to supplement their office staff of three. 

Mr. Roessner then stated that he did not work on this budget 
originally, and he would have added this amount in for the 
data processing if he had worked the budget. The only thing 
he would consider nebulous was the attorney fees. Discussion. 
Rep. Lory MOVED the OBPP budget for operating expenses. Mr. 
Larry Nachtsheim explained that since 1955 they are the ad
ministrator of the federal-state social security agreement. 
Prior to 1979 they used to send the money to the federal 
government on a quarterly basis, and invested it on a short
term rate. Chairman Quilici RESTATED that the motion before 
the committee was to accept the OBPP budget for operating 
expenses, and that it included the equipment. Motion carried. 

Rep. Lory MOVED the PERS budget as amended. ~10tion carried. 

Teachers Retirement (Exhibit 12) 

Under other compensation in the LFA budget, $1,125 for other 
compensation for the board's per diem was left out, and this 
should be added back in. 

Sen. Keating MOVED the 10.58 FTE's and the $1,125 other com
pensation for FY84 and FY85. Question being called for, 
the motion carried. 

Chairman Quilici noted there was an $8,000 difference in 
contracted services. These are actuarial costs for legal 
fees and court costs. It was noted that on the actuarial 
costs, these were on a current contract basis. Their current 
valuation runs $8,750. In addition, they require about 40 
additional hours of actuarial services each year at $75 per 
hour. So this would be an additional $3,000 on top of the 
$8,750 that would be required for the valuation. In FY85 
they would just need the $3,000 in actuarial fees because they 
don't have a valuation every year. Sen. Keating made a 
MOTION to approve the OBPP budget for operating expenses. 
Motion carried. 

Sen. Dover MOVED that the committee approve $2,288 in FY84 
and $10,000 in FY85. Motion carried. 

!l-1r. Bob Johnson told the cornrni ttee that the last legislative 
session granted them authority for $140,000, which was an 
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estimate at that time. Since that time, the estimate has 
gone up to $320,000. They are searching for ways to do this 
cheaper, and if they can't, they may be forced to go to a new 
system. If they don't get the $181,000, they will be stuck 
with the old system that is nine years old, and that really 
doesn't provide a good service to members or provide the 
necessary accounting controls they have to have. Their 
operation is funded by the interest earnings on the employer 
contributions received. 

Rep. Lory MOVED the $181,300 line itemed for computers. 

Sen. Keating asked if they had gone to a private systems 
development operation if they felt they might have gotten 
a better price. Mr. Johnson stated they are looking at that 
possibility at the moment, and they haven't been too fortunate 
thus far. He also stated that the State of Oregon recently 
did a survey of 40 Public Retirement Systems along with 
private systems, and they have yet to find a system outside 
that would meet their needs. He stated he had discussed this 
with systems development, and they had talked with people ~ 
in Washington. They have spent $5.5 million in developing 
a computer system for the retirement systems, and are now 
back to scratch. The retirement system administrators have 
been fired over it. The State of New Hampshire spent $358,000 
in developing a new system, so they are finding out that this 
is a cost that is perhaps not too excessive after all. 

They feel, too, it is high, and they would like to do it 
cheaper. They have been assured by the board that $320,000 
would be sufficient to complete the study, and implement the 
program. Chairman Quilici asked that it be noted that they 
concluded that $320,000 plus would be sufficient to take care 
of this program in the appropriations bill. 

Rep. Lory RESTATED his MOTION to include the $181,830 for 
FY84 and $27,500 for FY85 for system maintenance. Motion 
carried. 

It was noted that the interest earnings on employers' con
tributions amounted to 10.23% per year. They collect on 
employers' contributions around $18 million per year. 

Sen. Keating MOVED the budget as amended. Motion carried. 
Chairman Quilici stated at the close of the meeting that 
there really should be a committee bill or resolution 
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concerning the fact that every agency requesting word proces
sors and computer services, the FTE's haven't reflected the 
cuts. 

The meeting was adjourned at 11:10 a.m. 
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· . 
DEPARTMENT OF ADMINISTRATION 
WORKERS I COMPENSATION JUDGE 

Budget Issues 

1) The executive budget includes a modified request for two 
FTEls (hearing examiner and legal secretary). These employees 
are nec~ssary for the court to render decisions on its in
creased caseload in a timely manner (S46,837 in 1984 and 
$46,728 in 1985). 

2) The addition of FTEls results in a corresponding increase 
in operation expenses. The executive budget includes a 
request for these costs: 

Communications 
Travel 
Equipment 

Total 

FY 84 

$1,555 
3,193 
1,245 

$5,993 

FY 85 

$869 
3,385 

725 
$4,979 

3) Correct negative expenditure category (contracted services) 
created by Fiscal Analyst budget for 1982 supplemental 
appropriation previously removed from base by OBPP ($7,742 
in 1984 and $8,208 in 1985). 

4) The executive budget includes a request for $14,000 in 1984 
for word processing equipment. Also included are repair and 
maintenance costs for the word processor ($878 in 1984 and 
$931 in 1985). The equipment is necessary to allow the court 
to handle the growing volume of correspondence, preliminary 
motions, and pre-trial conference records. 

5) The executive budget includes requests for out-of-state travel 
($2,950 in both 1984 and 1985) and registration fees ($1,355 
in 1984 and $1,439 in 1985) to reflect the cost of mandatory 
legal education. 

6) The executive budget request includes an increase in building 
rent ($7,088 in 1984 and $7,220 in 1985) to reflect the true 
cost of rent if no space is available in state owned space 
after the current lease expires in January, 1984. 

7) Vacancy savings of 2.15% has been recommended by the Fiscal 
Analyst in their budget. The total cost based on our executive 
budget request would be $5,054 in 1984 and $5,080 in 1985. 
This results in a .25 FTE reduction during each year of the 
biennium. 



~
!
 

• ...
--

PA
G

E 
43

1 
R

EP
O

R
T 

E
B

SR
10

0 
O

,..
,IE

 
: 

0
1

/0
8

/6
3

 
1 

I M
E 

: 
1

6
/2

5
/2

5
 

A
G

EN
CY

 
PI

W
G

R
A

H
 

C
O

N
TR

O
L 

61
01

 
23

 
0

0
0

2
3

 

O
fP

A
R

TM
fN

T 
OF

 
A

O
M

fN
IS

IH
A

II
O

N
 

P[
R

SO
N

N
EL

 
PR

OG
RA

M
 

, 
F~

 
l'
rW
C;
HM
.~
 

1'1
 A

rW
 I

 N
(;

 
(/J;

! )
 

0
1

 I
 I

 c
r 

or
 
,~\I

.li~
: 11

ll)
()

(;
1

 ~t
 ~;,~

~(\~
 7

 WO
H

kS
IH

 I
 r

 
u~

n?
--

-f
0-

t1
 

G
i[ 

I 
X

H
, 

"
"
"
 

_ 
_ 

.j
 

. 
. 

,,
,,

,,
C

V
 /I

' "
O

(;
R

,,
, /

 L
O

N
 

tl
l I

;;
 '6

 J,
 HH

I 
N

 I 
"V

" 
S

( R
V

 I 
C

 [S
 

O
N

LY
 

P[
R

SO
N

N
IL

 

01
11

'1
' 

A
E

/O
E

 
D

E
SC

R
IP

T
IO

N
 

FY
 8

3 
1 

Y
 

n
il

 

0
0

0
0

 •• 
fU

L
L

 
TI

M
E 

E
Q

U
IV

A
L

E
N

f 
(F

T
E

) 
32

.5
8 

3 
1 

. n
o 

1
1

0
0

 
SA

L
A

R
IE

S 
72

8,
 2

6t
)I

I?
 ~

n(
, 

13
00

 
O

TH
ER

 
C

O
M

PE
N

SA
TI

O
N

 
1,

00
0 

1
, 

')
0

0
 

11
10

0 
EM

PL
O

V
Er

 
B

E
N

E
FI

T
S 

14
6,

47
2 

9
4

,1
")

6
 

15
00

 
H

EA
LT

 H
 

I N
SU

R
A

tlC
r 

('
9

, 
n

o
 

1
8

0
0

 

10
TA

L 
LE

V
EL

 
87

5,
73

47
(,1

i,O
??

 

?1
0

0
 

C
O

N
TR

A
C

TE
O

 
SE

R
V

IC
E

S 
18

9,
25

1 
11
4/
~)
1'
J 

;'>
;>

00
 

S
U

P
P

L
IE

S
 

&
 M

A
TE

R
IA

l 
S 

28
,5

95
 

;'
/,

:'
1

6
 

2
3

0
0

 
C

O
M

M
U

N
IC

A
TI

O
N

S 
25

,0
79

 
1 t

" 
1 

1 
()

 

2
4

0
0

 
T

R
A

V
E

l 
23

,9
77

 
1

')
, 
(,

/I
t'

 

?
~
O
O
 

RE
N

T 
32

,0
36

 
) 
f
)
.
 
tJ

;)
tj

 

2
7

0
0

 
R

E
PA

IR
 

&
 M

A
IN

fE
N

A
N

cr
 

3,
54

8 
" 

, I
II

 c)
 

2
6

0
0

 
O

TH
ER

 
E

X
PE

N
SE

S 
11

,0
50

 
1

1
1

,'
,/

1
0

 

T
O

IA
L

 
LE

V
EL

 3
1~
:9
~~
 

1 r
,l

l,
 '
if

. 
I 

31
00

 
T

ot
al

 
Pr

og
ra

m
 

1
,1

9
, 

9
;'

;'
 , 

Y
II

9 

£1
11

00
 

G
EN

ER
A

L 
FU

N
D

 
1,

18
7,

22
8 

9
1

1
1

,H
l1

 

0
2

0
4

3
 

H
ER

 I
 T

 
SY

ST
fM

 
C

0U
ll(

; 
i 
L

 
3,

04
2 

I,
 f 

II
?

 

TO
TA

L 
PR

O
G

RA
M

 
9(

'?,
<)

1I
<)

 

1)/
 1

90
,2

70
 

&v
r" 

I 
I 

A
 

" 
FY

 
8

11
'
 

I)
 I

II
. 

lI
lo

 6 
I 

'I
' 

fl
l'
 

~
 

-?
 I'
 \

10
 

S
U

B
-e

N
 J

 •
 

I 
Y

 
8

1 1
 

, 
.
~
-
-
-
-
, -

--
" ..

. 

6
0

6
,0

1
6

 
-'

l(
i,

 ,,
<

)0
 

_ 
I 
~ ')1

1
0

 '
11

("
...

 r-'
-' 

. 
-,

 --
-.-

--
8

7
,5

9
2

 

2
7

,8
1 1

0 

9
1 H

) 

(2
?
, 

)/
1

1
) 

~
I
 

/1
4

" 

~
'
;
<
r
N
 

;0
. 
~~
( 

<' 
1 

, 
fi

ll
 

11
1,

 II
 <)

11
 

1
6

,'
)/

(,
 

3
')

,I
H

I'
, 

11
,7

;:
'8

 

1 
()

, 
(l

II
R

 

1
1

3
,3

',
9

 

R
V

),
 i

o
 7

 

R
 3

2
 ,1

1
1 1

'.>
 

3
,;

>
";

>
 

R
3

'J
,l

O
l 

-
("

 
(,

h
ll
 

-1
,4

;'
0

 

')1
1(

1 

-1
1

5
, 

(,
 (

I,
 

6
3

 
-:

ll
l,

(,
1

8
 

-
~J

 ,
 
~)

 '
t~
) 

~
1
,
(
"
(
'
 

W
II

, 

-1
,1, 

-
11

11
 

-
') 

J;
' 

-
I
ll
,
 (

,O
il

 

-1
I1

,?
I\

:'
 

-t
1(

, 
3 

1;
> 

,I 
, 

/ 
-
(
1

1
)
 

-I
I 

I 
,;>

R
;'>

 

.. 
-
. -_ ...

. -
-,

--
--

.'
 -

--
,--

-_
. -

.. _-
--

-
-
, -

-
-

, -
--

-

'-
--

-'
 .

. 
---

-,
 -

_
. 

-
, -

..
 -

, 
-

._-

, 
-..

. 

_._
--

'-

--
. ----

-
, -

--

~
.
-
-
-
'
-
-
-
-

._
-,

--
--

-

()
II

 P
I'

 
I '

,-
1\

 ')
 

3 
1 

,(
1

)
 

O
w

, 
0

(,
('

 

1 
, 

'J
tl

O
 

<)
<)

,I}
')I

) 

?<
),

1
1

.1
1

 

1
(,

6
,3

 (
()

 

31
1,

 ;>
11

11
 

?
'J

. 
]1

1
1

) 

1
/1

,1
;(

,,
! 

1
(,

,'
):

\0
 

3
'i

, 
(I

I'
, 

'J
,I

(,
/\

 

I
I
,?

 1
11

 

1'
)'

),
 1

 () 
'] 

<);
.> 

1 
,I

IR
')

 

<)
 1

 I,
 ?

<J
 1

 

II
, 

19
1 ,

 

9;
'>

 1
 ,
II

Il
',

 

(!j
)1

-[:
'J

J 
~!

-v
 ~
 

'Ii
 ~

 '6
 

d 

/ 
6

-7
 

,/
 

Pe
r·t

. 
~U

'3
-~

n I 
;2

 /.
 "

,.
 ;
:t
~t
. 

"
4

 b
~
 

.5f~
JO 
t3
~:
J-
/)
 

/ 

?
/
7
~
7
 

c 

{
/
 

O
. ~/

 c
.~~

-;;
ff4

...
<I.

.t-
'cI

(;,
,~-

#-e
;. 

, 
-'

7
d

J
 
I 
~
?
j
 

v 
.' 

~,-
/ 

J 
/'

 f,A
-

/
' 

.J.
-, 

.;
 

/ 

/
.
/
 r
/
 

F
-;

:?
 0

' 

LF
A

 
rv

 8
'.>

 

2
9

.0
0

 

6
0

3
,7

0
2

 

8
8

,9
1

9
 

2
7

,8
'1

0
 

91
)0

 

7
2

1
,3

6
1

 

l-
7

;1
r7

8
 

7
£

'f
fT

 
n

,9
6

9
 

1
6

,6
4

9
 

1
9

, 
10

4 

J6
,0

3
5

 

'.>
,0

05
 

1
0

,6
4

9
 

1
2

7
,9

0
9

 

8
1 1

9
,2

7
0

 

8
1
~
5
,
8
1
3
 

3
,4

5
7

 

8
4

9
,2

7
0

 

-;
:;

:?
4

/7
7

 

01
 F

F
. 

FY
 

8
5

 

-2
.0

0
 

-3
6

,3
6

4
 

-1
,5

0
0

 

-6
, 

13
1 

-1
,9

2
0

 

9
0

0
 

-1
1

5
,0

1
5

 

-1
8

,7
4

2
 

-6
,3

6
0

 

-1
,6

1
4

 

2
,1

7
4

 

-1
,7

1
0

 

-1
6

3
 

-5
6

5
 

-2
7

,2
0

0
 

-7
2

,2
1

5
 

-7
1

,4
7

8
 

-7
3

7
 

-7
2

,2
1

5
 

SU
B

-C
M

T
. 

FY
 

8
5

 

--
-,

_
.,

--

-
'-

-
'-

-

-
'-

-
'-

-
-
'-

-
'-

-

-
'-

-
'-

-

-
'-

-
'-

-

-
'-

-
'-

-

-
'-

-
'-

-

-
'-

-
'-

-
-
'-

-
'-

-

-
'-

-
'-

-
-
,
-
-
,
-
-

-
'-

-
'-

-

-
'-

-
'-

-
_

.'
-
-
'-

-

-
'-

-
'-

-

-
~
-
.
-
-
'
-
-

-
'-

-
'-

-

-
'-

-
'-

-

1
\.

)(
1

) 
.....

.... 
~
 

....
.. 

:;y
 

11
1 

1-"
 

.....
.... 

0
' 

co
 1

-" 
w

rt
 

~
 



DEPARTMENT OF ADMINISTRATION 
PERSONNEL 

Budget Issues 

1) The executive budget includes $1,500 other compensation (in 
each year of biennium) for per diem for the Merit System 
Council. The fiscal analyst omitted these costs. 

2) The executive budget retains 2 FTEs (attorney, test specialist 
(.50), personnel specialist (.50)). These positions are currently 
filled and are necessary for the operation of the division. 

3) The executive budget includes contracted services for the following 
categories: 

4 ) 

5) 

6 ) 

7 ) 

8) 

9) 

Data processing costs 
Governor's Committee on 

Employment of the Handi
capped (GCEH) 

Administrative Register 
Eligibility Technician Lawsuit 
Consultant fees for classifi-

cation enhancement project 
Totals 

'84 
$21,""000 

1,461 
926 

5,000 

6,000 
$34,387 

'85 
$2T":'"000 

1,549 
982 

$23,531 
9. 1- }q 'I ~ 3;. 5'] ( 

The remaining difference in '85 is the inclusion of $5,000 by 
the fiscal analyst for data processing costs for labor negoti
ations. This cost is included in the executive budget in the sched
ule above. 

The executive budget includes costs for printing and other supplies 
and materials ($5,545 in '84 and $6,380 in 185). 

The executive budget includes costs for messenger service and to 
provide communications for GCEH ($1,315 in 184 and $1,394 in 185). 

The fiscal analyst budget provides travel funds necessary for 
GCEH and the Classification Enhancement Project. 

The executive budget includes repair and maintenance expenses for 
the r~erit System Council ($112 in 184 and $119 in 185). 

The executive budget includes funds for necessary training to pre
pare staff to assist agency managers in personnel decisions ($562 
in 184 and $596 in 185). 

Vacancy savings of 3.5% has been recommended by the fiscal analyst. 
The total cost based on our executive budaet submission would be 
$26,881 in 184 and $26,823 in 185. This translates into a 1.10 
FTE reduction during each year of the biennium. 
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Sm.f>1ARY OF PRESfNI'ATION 

I In 1979 the Legislature initiated a new "open-ended", or non
appropriated budget for the Liquor Division in recognition of 
its status as an enterprise operation. 

II For the 1983 biennium, the appropriations language s:pecified 
that the Division deposit not less than $13 million, that 
profi ts not be less than 15 percent of net sales, and that 
o:perational expenses not exceed 15 percent of net sales. 

A. Tne double criteria of a specified minirm..ID1 amount along 
with 15 :percent of net sales was established so that if 
sales increased to the extent that 15 :percent exceeded 
the minimum the Legislature sought whichever was rrore. 

B. Because of declining sales, 15 :percent of net sales has 
becare alrrost the same figure as the specified rninlinum. 
Based upon sales trends through December, 1982, by the 
end of the current biennium 15 percent of net liquor sales 
is estimated to be $13,019,225. 

c. House Bill 40, eliminating the current profit mandate, was 
passed by the Legislature and signed into la\v by the Gov
ernor on February 4, 1983. 

III Had the profit mandate remained in effect, the Division would 
have fallen short of the $13 million minimum by approximately 
$2,233,000. Based upon sales trends through December, 1982, it 
is estimated that the Division should be able to return a profit 
of approxmiately $10,767,000 to the general fund. 

The reason for the shortfall above is declining sales during the 
current econanic downturn. As of December, 1982, gross liquor 
sales were davn .87 :percent from the same period last year. In 
the past, gross sales have increased between four and eight per
cent every year, so that any decline represents a net decrease 
of about that amount. Unit, (bottle), sales have declined 4.88 
:percent. 

V Legislative auditors, in the :performance audit recently conducted 
on the Division and released in Decerrber, stated that a preferable 
method to a mandated profit amount would be to require the Division 
to return a reasonable, fixed percentage of sales to t~e general 
fund. 



VI The Division requests a smiliar open-ended budget for the 
next biennium. Hopefully, as the econcmy improves and 
sales retllD1 to previous levels such a funding arrange
rrent will allow the Division rrore flexibility to adapt to 
such changes and maximize its efficiency as a business. 

VII The first three graphs indicate savj ngs which have been 
attained recently under open-ended funding. 

A. Exhibit A. Persormel Comparisons; FY 1978 to 1983. 

B. Exhibit B. Conparison: Total Number of State Liquor 
Stores and Agencies. 

C. Exhibit C. Inventory Reductions by Units; May
December, 1981-1982. 

VIII The following graphs jndicate various expenditure and 
incorre arrounts for the Division. 

A. Exhibit D. Total r:t.erchandising Operation Expense -
Dollar Breakdown; FY 1982. 

B. Exhibj t E. Total Stores' Expense-Dollar Breakdo\Vl1; 
FY 1982. 

c. Exhibi t F. Gross Sales Dollar Di sburserrent; 
FY 1982. 

IX Under open-ended funding for the next biermium, and apply
ing the reconmendati on of the legislative auditors, the 
Division feels that 12.5 percent of net sales would con
stitute a fair and reasonable profit goal. For the current 
biermium, the Division estimates that the net profit arrount 
will be 12.4 percent of net sales, (Gross sales minus dis
counts and taxes); 9.76 percent of gross sales, and 9.9 per
cent of adjusted gross sales, (minus discounts only) . 

X As indicated previously, the Division has also been re
quired to operate ,vithin an expenditure limitation of 15 
percent of net sales. At the end of the Fiscal Year 1982 
the Divi.sion had expended 14.43 percent of net sales. As 
of December, 1982, the Division's expenses arrounted to 
12.71 percent of net sales, and thus re:rrained within the 
expense limitation. 



XI Based upon two prirrary assumptions, the Division requests an 
increase in its expenditure limit for the next bienni um. At 
current expense trends, the Division should finish the present 
fiscal year with expenses at approxirrately 14.4 percent of net 
sales. Thus, it appears that the Divjsion will be about $246,438 
below the expenditure limit. However, if sales continue to de
cline at the present trend, and if inflation will cause expenses 
to increase at the rate of eight percent per year as projected 
by the Budget Office, the current limi.tation probably ,vill not 
suffice. 

A. Using the two assumptions above, net sales are estimated 
to be $42,807,800 and $42,435,372 for fiscal years 1984 
and 1985 respectively. Operating expenses are estimated 
to be $7,269,565 and $7,851,130 for fiscal years 1984 
and 1985 respectively. These expenses exclude allocable 
expenses to other Depart:Irent of Revenue Divisions as 
specified in a letter from Representative Earl Lory dated 
Harch 30, 1981, included at the back of this report. 
Thus, operating expenses are estirrated to be 16.98 percent 
and 18.5 percent for fjscal years 1984 and 1985 respec-
ti vely . The average for the biennium vX)uld therefore be 
17.7 percent. 

B. If sales should return to any amJunt approximati ng prior 
levels, and ir ... flati.on continues to abate, the Division will 
rrake every effort to remain as close to the present fifteen 
percent limitation as possible. 

XII In either of the sj tuations referred to in subparagraphs A or 
B of paragraph XI, the Division seeks to install a point-of
sale, cOIrputerized cash register system in ten of the largest 
state stores. The estimated cost of installation will be ap
proximately $280,000. An explanation of the POS program is 
explained at the back of this report. 
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1981 

!--lay 2,022,912 

Jlli1e 2,060,210 

July 2,062,565 

August 2,100,725 

Septerrber 2,149,909 

October 2,146,349 

November 2,270,143 

Decerrber 2,125,349 

EXHIBIT C 

llNENTORY REDUCTION 
(By units) 

1982 

2,032,264 

2,032,605 

1,932,322 

1,865,539 

1,763,091 

1,602,372 

1,707,549 

1,599,640 

Difference 

+ 9352 

( 27,605) 

(130,243) 

(235,186) 

(386,818) 

(543,977) 

(562,294) 

(525,709) 

Average retail sale price per lli1it as of December 31, 1982: $7.08. 

Net reduction in lli1its as of Decaroer, 1982: 

525,709 x $7.08 = $3,722,020 inventory reduction. 

Percent Olange 

+ .05 

- 1.3 

- 6.3 

-11.2 

-18.0 

-25.4 

-24.7 

-24.8 



* 

EXHIBIT D 

'IDI'AL t-1EROlANDISrnG OPERATION EXPENSE 

[bUar BreakdCM'l 

Fiscal Year 1982 

Salaries & Benefits 

50.45¢ 

Contracted 
Services 

11.48<;: 

*Administrative 
Expense 

20.29¢ 

Rent 

10.96c;: 

AdminJAtJz.a.t.tve. Expe.n6e. inuudu PWtc./tct6ing BWte.au, 
WaJte.lwlMe. BWte.au, Suppa,'tt Vivi.6iol'l.6' CO.6t, StoJtU' 
BWte.au AdminJAtJtation, and po,'Ltton 06 UquoJt Vivi
.6io n AdminJA t/ta.,tto n. 

.40C 

Travel .06<;: 

Utilities 2.05¢ 

___ ~~_ Repairs .56¢ 
~ Other Exp .. 45¢ 
~ Breakage & 
~ Shortage 1.03¢ 
. LDeprec. 1. 71¢ 



EXHIBIT D 

FroM PRE 1982 SBAS AND ANNUAL REPORT 

$ 206,838 80% Administration 

134,702 Purchasing 

314,460 Warehouse 

335,515 Stores Bureau 

314,959 Other Division 

$1,306,474 Administrative Cost 

Salaries and Benefits $3,248,170 50.45 

Contracted Services 739,315 11.48 

Supplies 25,908 .40 

Corrmunication 35,691 .56 

Travel 3,566 .06 

Rent 705,882 10.96 

Utilities 132,259 2.05 
. 

Repairs 36,047 .56 

Other Expenses 29,223 .45 

Breakage/Shortages 66,191 1.03 

Depreciation 110,142 1. 71 

Administrative ExFenses 1,306,474 20.29 

$6,438,868 100.00 



EXHIBIT E 

REl'AIL STORES EXPEbISE 

Dollar Breakdown 

Fiscal Year 1982 

Supplies .17c 

A Communication 

/ / Travel .53<;: 
/ / 

, // 

, It ~/ 

Contracted 
Services 

15.25<;: 

.~ 

Rent 

13.23¢ 

Salaries and Benefits 

64.39<;: 

Salaries and Benefits 
Contracted Services 
Supplies 
Communication 
Travel 
Rent 
Utilities 
Repairs 
Other Expenses 
Breakage and Shortage 

3,450,102 
816,945 

9,059 
73,281 
28,322 

709,182 
132,246 

42,660 
29,789 
66,191 

5,357,777 

L 37¢ 

Utilities 2.47¢ 

P-epairs .79¢ 
Other Exp. .56¢ 
Breakage & 
Shortage 1. 24¢ 



EXHIBIT F 

GR)SS SALES DOILAR DISBURSEMENT 

1982 Fiscal Year 

Cost of Goods 

56.16% 

Gross Sales 

Discount 
Cost of Goods 
Expenses 
Profit and Tax Income 

r 

Expenses 

11.63% 

Profi t and Tax 
Income 

30.50% 

Discount 1. 73~~ 

55,356,063 

960,241 
31,088,377 
6,438,869 

16,882,142 

1. 73% 
56.16% 
11. 63% 
30.50% 



POINT-oP-SALE PROG!W1 

Pilot Store Program 

Cost to date: 

$10,450 - lease amount for equipment 
36,000 - prograrrr.ring costs 
4,700 - personal computer (manager's terminal) 

19,000 - processjng and compiling costs 

$70,150 

If the cash registers are purchased, much of the lease anDunt 
indicated above will apply towards the purchase price. An ad
di tional $14,000 will be necessary to purchase the madu nes. 
The machines can be used to replace older cash registers in the 
system which are alrrost depreciated out, although the forrrer 
will obviously not be used up to full capacity. The program, 
the personal corrputer, and much of the processing costs, (as 
markup to the value of the program), may be sold and their cost 
recovered if POS is not implemented. 

The pilot program, in the opinion of the Research and Infor
mation Division, has been successful. All of the essential 
functions of the system are perfonning as expected and store 
personnel are pleased with the equipment. A one-ti:rre inventory 
reduction of 37 percent has been attained. This represents a 
retail value of rrerchandise in excess of $71,000. The cost of 
hardware for the project, (the proper amount to use since this 
will constitute nost of the cost of installing the system in ad
ditional stores), was less than $20,000. 

Cost Benefit 

Installing POS in grade twelve stores: 

Arrount of inventory taken out of grade twelve stores to 
date: 158,138 units x $7.08 per unit = $1,119,617. A re
turn on invest:Irent of this anDunt at 12 percent yields 
$134,354 the first year. 

Installation costs in 10 stores at $26,000 per system is $260,000. 

(Note: Grade twelve stores do 37 percent of the Division's 
business) • 



Installing POS in grades twelve and eleven stores: 

AIrount of inventory taken out of grades tvlelve and eleven 
stores to date: 332,206 units x $7.08 per unit = $2,281,218. 
A return on invesbrent of this arrount at 12 percent yields 
$273,746 the first year. 

Installation costs in 28 stores at $26,000 per system is S728, 000. 

(Note: Grades 12 and 11 stores do 63 percent of the Di visi on I s 
business) . 

It is understood t..~at POS has not been responsible for the sig
nificant store inventory reductions which occurred in 1982. This 
was a manual effort which the Division initiated on a one-time 
basis because of the dinensions of the problem. However, the 
Division does not possess a managemmt reporting system \vhich can 
rronitor inventories to insure that they remain at acceptably low 
levels. Implementation of POS will guarantee that savings accrued 
by the one-tiIre reduction program will continue, and assuredly bring 
about additional inventory reductions as well. 

In addition, an electronic PaS system will, arrong other t.hings, 
maintain perpetual inventories in every store, provide a neans for 
forecasting store orders, eliminate rronthly inventory counts, allow 
faster checkout by scanning all universal product bar-coded items, 
automatically update price and brand changes via downloading from 
the central processor, elbninate numerous forms and paperwork, rron
itor sales activity by time of day allowing for better staff util
ization, maintain a central dishonored check file, and generally 
irrprove overall timeliness of infonration reporting for better man
agenent and decision making. 

The recent performance audit of the Division endorsed the concept 
of POS throughout the report. Recorrrrendation #13 called for revisi ng 
the Liquor Infonnation Managenent System, (LIMS), of which POS is an 
integral part, "imrediately". 

For all of the above reasons the Division requests that the expend-
i ture limitation for the 1985 biennium specifically include an 
allowance for implementing POS in the grade twelve stores at min.inn:nn. 
Installing the system to that extent will resolve alrrost forty per
cent of the current rranagerrent infonnation problem. This wi 11 en
tail an expenditure of approximately $280,000. As previously indi
cated, the system wi 11 pay for itself many times over very quickly. 



R('j'lr('~cnt3tive Earl C LOry' 
II'lI15l' I )I~tr 11.1 No, 99 

'. 
Commillccs: 
I\pproprr,lllons, 
Education 4795 MIlicI Creek Ad, 

Missoula. Montana 59801 

.... - .. -

'''" .. 
" ,: . .: ..... 

"'._ • o· •• 

Barch 30, 1981 

Ms. Ellen Feaver. Director 
Department of Revenue 
Hitchell Building " 
Helena, Non t;llla 59()20 

Dear Hs. Feaver: 
... : . 

This letter documents certain agreements rcached between the appro-' 
prjnt{r~s subcommittee revi~~ing the department's budget and you during 
recent budget hearings. 

-, 

1. Liquor Revolving Funds arc to be appropriated to fund, in part. 
the Research <lml Information Division, the Audit <lnd Accounting 
Divis ion and the' Investigation Division. This funding is not 
related to ~ervic~s to be provided. ' 

2. Data Entry costs will be paid by all non-general funded programs, 
except the Liquor Division. Such costs paid by these programs 
\"ill reduce the Research and Information Division's spending' 
authority on a dollar [or dollar basis. 

~ ..... _: ... ...:.':_. _._ .. a ..... _a~ ...... _~a;~.: ... !4"·"·'~.;:/ i~ .. :"T;'""'-'!'iJi"i'''' a(:·~·\..J·~.·.;.I.: ..... _ w ..... _ 

During the ·subcommitt~e·'hcarings-·\.Je a'greed' tfia~ that the Liquor 
Division would he charged for costs of services provided by the 
Research and Information Division. Due to the appropriation 
language changes m:ldE' jn the full :lppropri;)tion committee, this 
agrcC'ml!ot is no .1ol'lgcr ilppropriaLc or app1 i.cahle. 

4. Th<:.' 15% 1 i1)l~t-ill~!p'.~Qsc..§..12.!'._iliLl.~..2.!:...JII.s..L£b.:ll1d i s i~'lJLc?l)$..DU-i2IL 
dpes n2.LJ .. l~1..iWl.Jll.!?l!..!:_~'Ll,t,§_e..iJ2-f.\}.p-<Lg.J;.~:L- These 

--_ .. ' 'amounts tot<11'$521,912 in FY 1981-82' and $515,713 in FY 1982-83., 

': . ~ . 

" 

~ ;:.: 
! .. . , , 

. . '. . ., 
: .... ~ ," ; .. . .~ ~ .: 
. ". ~'f •• 

1,' . 

.. ' .. ; ': .... , 
... .' .. 

".: .'~'." 
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Sin/~el;'; '~ . 

~L.-.--- Ot~ , 

Re'p'res~mtativ,~ Ear L~.,:, 
eha i rman " 
Appropriation Subcommittee, 
Elected Officials 
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, .... '- .. " .. ; 

: .. -' . . .' . ..... ' 
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exhibit 9 
2/15/83 

The Liquor Division seeks clarification and direction on the 
following policy questions concerning the operation: 

1. Should the Division continue to run marginally profitable stores 
until a lease expires or a store manager retires? This was the 
criteria established last session by the appropriations subcommit
tee. (See 1982 Legislative Performance Audit recamnendation #7). 

2. Should the Division close marginally profitable agency stores? 

3. Should the Division continue to extend store hours in atterrpting 
to obtain additional sales? 

4. Should the Division be pennitted to advertise, particularly for 
its table wines which are consistently cheaper than those carried 
by the private sector? 

5. Should the Division require licensees to purchase only from assigned 
state liquor stores in larger cities? (See 1982 Legislative Performance 
Audit recOI'llIEl1dation #5). 

6. Should the Division raise the markup on low-priced, marginally 
profitable products? (See 1982 Legislative Performance Audit 
recorrrcendation #9) • 

7. Should the Division proceed with the Point-of-Sale program? (See 
1982 Legislative Performance Audit, pages 19, 20, 34, 35, and 37, 
and recontrendations #3, #4, #13, and #15). 

8. What should be the primary mission of the Liquor Division? (See 
1982 legislative Performance Audit recamrendation #17). 

The state liquor enterprise was established following repeal of 
Prohibition, along with seventeen other control states, primarily to 
effect control over the distribution, sale, and consumption of beverage 
alcohol. In control states, 23 percent less liquor is consurred per 
capi ta, while 15 percent rrore per capita revenue is raised from alcohol, 
than in open states. The latter is obviously due to the fact that since 
liquor enterprises in control jurisdictions are owned by the state's 
citizens, all revenues derived from such operations are returned to pub
lic coffers rather than private hands. The philosophy of control states 
has generally been to concentrate, by definition, on control, with profit 
as' a secondary notive. The r-Dntana Liquor Division is the only control 
state entity to have had a profit mandate llnposed upon it, (see 1982 
legislative Perfm:mance Audit, page 42). 

Control states have primarily attempted to acconodate a natural, 
unstimulated demand for beverage alcohol, but not to aggressively ~rch
andise it. However, the requirerrent to retunl a specific anount of profit 
has caused the M:mtana Liquor Division to engage in competitive ~handis
ing practices in order to actively increase sales and profits. This, in 
tunl, has irritated m:my private sector licensees. MJreover, efforts to 
increase prices, close marginally profitable stores, and engage in other 
actions designed to produce mandated profit anounts have ~t with strong 



political opposition. 

The Division's profit mandate has been eliminated for the current 
biermium by passage of House Bill 40. However, the question of clarifi
cation of mission remains. I):)es the Legislature want the Liquor Division 
to enphasize profit, control, or service in the carning biennium? As stated 
in the 1982 Legislative Perfonnance Audit report, "The Legislature is 
similar to a board of directors for a private finn. As such, the Legis
lature needs to give clear direction to the Division on how it wants the 
liquor nerchandising system operated ••• Othenvise, the Division will not 
have direction about what the Legislature wants done, and therefore may 
not be as efficient and effective as possible." 



· . 
II DEPARTMENT OF REVENUE -, 

TED SCHWINDEN. GOVERNOR MITCHELL BUILDING 

---~NEOFMON~NA---------

February 11, 1983 

MEMORANDUM 

TO: Ellen Feaver, 
Director 

~ 
FROM: Don Bentson, Administrator~ 

Centralized Services Divi~ 

Subject: Legislative Subcommittee Request 

HELENA. MONTANA 59620 

During the subcommittee hearing on the Centralized Services Division a 

question arose as to the portion of the requested travel increase that 

related to liquor auditing. The requested increase is $2,039 (84) and 

$2,115 (85) one-third of which would be for liquor audit purposes or 

$680 (84) and $705 (85). 

"AN EOUAL OPPORTUNITY EMPLOYER" 



· . 
DEPARTMENT OF REVENUE 

SUMMARY OF BUDGET MODIFICATION REQUESTS 
FISCAL YEARS 1984 AND 1985 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

11. 

12. 

13. 

14. 

15. 

16. 

Modification (Reference) 

Four data entry operators to 
enter reappraisal data. (31) 
Upgrade computer to manipulate 
reappraisal data "in-house". (32) 
Computer operator for second 
shift. (33) 
Word processing equipment and 
opera tor. (34) 
Two Programmers for development 
projects. (36) 
Development and operation costs for 
Child Support Enforcement AIR. (401) 
Three investigators for liquor 
control and welfare fraud. (402) 
6.5 F.T.E. to increase withholding 
and compliance efforts. (61) 
Two F.T.E. to increase collection 
efforts. (62) 
Development and operating costs 
for redesigned tax withholding 
system. (63) 
1.5 F.T.E. to increase field audits 
for withholding. (64) 
Development and operating costs for 
improvement of AIR system. (65) 
1.5 F.T.E. and costs for taxpayer 
assistance during income tax season 
(66) 
Development and operating costs for 
Natural Resources and Corporation 
data base system. (71) 
(a) Two auditors to implement a 

mineral royalty audit. 
(b) One Clerk to assist auditors. 
Replace 23 appraisers vehicles. 
(801) 
Twenty three additional appraisal 
staff. (802) 

17. Computer Costs for reappraisal 
data. (803) 

18. Additional agricultural and 
industrial appraisers. (804) 

19. Funds to participate in county 
computerization of tax bills. (806) 

l 
TOTALS 

1984 

Cost 

$ 55,600 

50,000 

11 ,211 

29,746 

64,077 

40,000 

83,653 

119,398 

42,973 

30,707 

32,202 

17,000 

38,828 

93,178 

145,600 

356,839 

89,888 

90,132 

211 ,813 

$1,602,845 

Estimated 
Revenue 
Produced 

$ 

1,300,000 

1,000,000 

200,000 

200,000 

1,200,000 

$3,900,000 

1985 

Cost 

$ 54,709 

52,500 

11,246 

31,531 

64,331 

74,961 

109,593 

42,171 

28,000 

31,366 

16,000 

33,133 

112,397 

348,732 

95,281 

88,281 

$1,194,232 

,'l, 

Estimat:1 
Revenue 
Produced I 
$ 

J 
J ..... !! 

'" 

::::::::, 
~ 

200,~ 

200,00(9 

1,200,001 

i 
I 

$3,900,0~ 



j' ; l~umparat1ve Report ot Uperations 
'" {" .. :-; (.- ,-' /J II L _." ... 

• _. t" • 

FYE PRIOR YR. 
December 12-31-82 12-31-81 

1982 TO DATE TO DATE ---
Sales Units 1,080,644 4,362,031 4,585,902 

Total Sales $7,597,432 $30,900,490 $31,170,809 
Less Discount 110,J79 495,741 527,480 

Adjusted Gross Sales $7,487,253 $30,404,749 $30,643,329 

Cost of Sales 4,303,820 $17,393,861 $17,522,147 

Gross Profits $3,183,433 $13,010,888 $13,121,182 

Operating Expenses: 
Store Expense 

Personal Services $ 269,560 U $ 1,597,390 $ 1,506,331 
Contracted Services 64,077 349,994 320,866 
Supplies 982 8,479 13,150 
Comm. -Trans. 55,057 312,223 306,529 
Travel 0 88 2,589 
Rent 60,861 !1 425,087 403,571 
Utilities 12,017 45,977 41,951 
Repairs 290 15,262 10,065 
Other Expenses 473 6,846 17,201 
Breakage-Shortage 8,685 35,270 34,933 

Admin Central Office Expense 121,941 628,331 526,786 

Other Div Expense Allocation 52,205 313,230 256,416 

Total Operating Expenses $ 646,148 $ 3,738,177 $3,440,388 

Total Revenues $2,537,285 $ 9,272,711 $9,680,794 

Taxes 1,476,813 $ 6,062,486 $6,095,192 

NET PROFIT 1,060,472 $ 3,210,225 $3,585,602 

1/ Includes payroll expenditures through December 10, 1982. 
2/ Includes the follm"ing month's rent as rent is paid one month in advance. 

LIQUOR EXPENSES* LIQUOR PROFITS LIQUOR NET SALES** 

AMOUNT $3,093,748 $3,210,225 $24,342,263 

PERCENTAGE 12.71% 13 .19% 100.00% 

* Liquor expenses are adjusted for overs (shorts), other division expenditures 
allocations and freight to stores costs. 

**Liquor net sales are total sales less discounts and all taxes. 

:::)t SOURCE OF INFORMATION IN THIS REPORT 

% INCREASE 
(DECREASE) 
FROM PRIOR 'i 

(4.88%) 

(0.87%) 
(6.02%) 
(0.78%) 

(0.84%) 

8.66% 

(4.22%) 

(10.47%) 

All sales unit information and dollar information through gross profits, and the taxes 
are derived from the liquor inventory system. The remainder of the expense items are 
from the Statewide Budget and Accounting System (SEAS) and are as charged in SBAS except 
for other division ('xpenc1i tures which nrc hudgeted :1mounts al1oc:1ted eq\wlly to each 
month of the year and shortagt'i; wId ell are (). J J hX of .1djusted gross snl es (h:1s('(1 on a 
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DEPARTMENT OF ADMINISTRATION 

State Tax Appeals Board 

Budoet Issues 

1) The executive budget includes a modified per diem request of $8,92~ 
The board anticipates that its case10ad of property tax cases will 
increase substantially in the next two years. 

2) House Bill 286 was introduced to increase compensation of county 
tax appeal board members. If this bill is approved, additional 
general funds of $26,160 will be needed in each year of the 
biennium. Currently, neither the executive or fiscal analyst 
budgets include this amount. 

3) The executive budget includes modified requests for contracted 
services ($70,574 in 184 and $45,000 in 185). These funds are 
necessary to handle both the backlog of present cases and the 
anticipated increase in workload in the next two years. 

4) Vacancy savings of 1% has been recommended by the fiscal analyst. 
The total cost based on our executive budget request (excluding 
per diem) would be $1,411 in 184 and $1,408 in 185. This trans
lates into a .06 FTE reduction in each year of the biennium. 
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DEPARTMENT OF ADMINISTRATION 

Public Employees' Retirement Division 

Budqet Issues 

1) The LFA budget does not include $25,000 in FY84 and $15,000 
in FY85 for data processing services to study and redesign 
the Social Security Program. 

2 ) $ 4 6 3 s h 0 u 1 d be inc 1 u d e din F Y 8 4 and F Y 8 5 tor e f 1 e c t n e w __ i n sur a n c e 
and bond rates. 

3) Additional attorney's fees and court costs amount to $13,283 in FY84 
and $14,080 in FY85. 

4) fhe-LFA budget has not included $14,192 in FY84 to cover the cost of 
a word processor. 
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DEPARTHENT OF ADMINISTRATION 

Teachers' Retirement Division 

Budget Issues 

1) $1,125 in FY84 and PY8S respectively should be added to the 
LFA budget for per diem for board members to attend board 
meetings and other related system business. 

2) Because of increased actuarial costs and additional legal 
fees and court costs, $8,335 in FY84 and $6,298 in PY8S 
needs to be considered in the LFA budget. 

3) $3,601 should be considered in FY8S to cover the costs of 
handbooks of information. 

4) $760 in FY84 and FY8S respectively is needed to cover travel 
to attend retirement seminars. 

5) $10,000 in FY8S has been excluded from the LFA budget for 
the purchase of a word processor. 

6) A savings of 3% has been recommended by the Fiscal Analyst 
in this budget. The total cost based on our executive bud
get submission would be $6,330 in FY84 and $6,339 in FY8S. 
This translates into less than one-half FTE reduction during 
each year of the bienniQm. 
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