
MINUTES 

MONTANA HOUSE OF REPRESENTATIVES 
51st LEGISLATURE - REGULAR SESSION 

SUBCOMMITTEE ON JOINT REVENUE ESTIMATING 

Call to Order: By Chairman Bob Ream, on February 1st 1989, at 
5:05 p.m. 

ROLL CALL 

Members Present: All 

Members Excused: none 

Members Absent: none 

Staff Present: Dave Bohyer, Legislative Council, Maureen Cleary, 
Committee Secretary 

Announcements/Discussion: Chairman Ream distributed a worksheet 
to all Committee members to use to add appropriate figures 
that the Committee will vote on. Chairman Ream announced 
that Mr. Terry Johnson is now officially working for the 
House Democrats, noting that he has asked Mr. Johnson to 
continue to come to the meetings, and that Republicans and 
Senators are welcome to ask questions of Mr. Johnson. Mr. 
Johnson noted that he represented the Governors Revenue 
Estimating Advisory Council (REAC) in presenting "Executive" 
figures listed on exhibits. 

Mr. Phil Brooks/State Economist Office: noted to the Committee 
upon review of Exhibit ,2 (See Exhibit '2), that his 
recommendation would be to concentrate on total population. 
Noting that the Census Bureau figures are very close to the 
Legislative Fiscal Analyst (LFA) figures, he recommended for 
the lower of the figures for the years 1988 through 1991. He 
made specific recommendations for the Committee to adopt in 
several areas, noting that the basis of his recommendations 
were adopted from a national consulting firm. 

QUESTIONS FROM THE COMMITTEE: 

Rep. Driscoll: asked why Mr. Brooks felt that the population 
would go up, based on his recommendations. Mr. Brooks 
commented that the fact that jobs have been recovering for 
about two years, and the population's response to those jobs 
if growth will continue to grow at a f~irly slow rate, that 
is the assumption. 

Sen. Gage: asked in making the projections, does Wharton 
Econometrics go regional or nationwide. Mr. Brooks noted 
that the assumptions are conducted state-by-state and 
county-by-county. The company has all 50 states to deal 
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with and that might be a limitation, noting that they do not 
spend too much time fine-tuning the figures. 

Sen. Eck: asked if Mr. Brooks had an idea of what the executive 
and LFA base their figures on, because they are so much 
higher than yours. Mr. Brooks noted that he did not know 
how they computed their figures. 

Mr. Terry Johnson/REAC: commented to the Committee that at the 
time the REAC met, the estimate for the total population of 
804,000 was not available. The most recent numbers that we 
had was 809,000 for 1987. When the forecast was formulated 
the thought was that the population was going to increase 
for that year. 

Ms. Judith Curtis-Waldron/LFA: When we made our forecast for 
1988, we didn't have the actual estimate that we have now. 
We had the figures for part of the year. Employment showed 
little growth and education enrollment figures which 
adjusted the population were lower than for the years of 
actual future years. 

Mr. Brooks: Within the normal margin of error, you see that the 
figures reflect this. You need to choose a particular 
number. I offer reasonable numbers. 

Rep. Ream: Your estimates on total population were slightly 
lower, would that follow on the other categories. Mr. 
Brooks: Yes, I did look at that. The figures are very 
close. Some of the figures are uncertain. I do look at the 
same forecasts as others. Mr. Johnson: I don't think that 
it is as important to come up with a specific number, the 
key item is that you want to consider, is what direction 
that you feel the population is going. 

Mr. Jim Penner/Chief Investment, Board of Investments: (See 
Exhibit #1) Explained in general terms what the Board goes 
through in order to achieve an estimate if a return on 
investments. 

Sen. Brown: To what do you attribute the drop. Mr. Penner: We 
see that the economy is slowing down. Sen. Brown: What is 
the rate of inflation now. Mr. Penner: 4.6% for 1988. 
Sen. Brown: Long-term rates. Mr. Penner: 4.6% for 1988, 
9% for 1990 and 8.5% for 1991. What we see is a peaking in 
economic growth, some distortions, because of the drought. 
We think the economy is slowing; beyond that the rates will 
come down. I have been looking for long-term rates to go 
higher, but not a lot. 

Rep. Ellison: What are the short term interest rates for 1991. 
Mr. Penner: 6.75% 

Rep. Patterson: Do you think that the federal government's 
inability to manage the debt will have some affect on 
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interest rates. Mr. Penner: I think that we could look at 
that variable, but there is so much more that influences 
that figure. We have become much more of an international 
world. Because of the debt level, interest rates cannot go 
dramatically higher because the impact would be very 
negative. That acts as a break on interest rates because we 
just cannot afford to have that happen. The Gross National 
Product figures, 2% 1989, 1990 1.2% and 1991 2.2%, are slow 
growth rate numbers and are consistent with the interest 
rate, which may both be wrong. The 1989 treasury bill rate, 
-if you are using that number to project income and earnings 
from the treasurers fund, our goal is to yield about 3/4% 
above the treasury bills. 

Sen. Gage: In regard to the inflation rate, speaking in terms of 
the CPI, if your GNP estimates are so much lower than the 
CPI figures, and your GNP percentage estimates are so much 
lower than the CPI estimates, are you saying that there are 
much bigger factors involved at much lower rate of increase 
in establishing the GNP increase as compared to the CPI 
calculation? Mr. Penner: Growth will be slow. That is 
what the numbers say. Inflation will be held in line. 

Ms. Waldron: We gave the Committee a differential that you would 
add to your forecast T-Bill rate to get a STIP rate (Short­
term Investment Pool). Is there something that you need to 
add to the T-Bill rate to get to a rate where there is the 
cash balance? Mr. Penner: The treasury fund currently is 
predominately in STIP, exclusively, some of the instruments 
that are in the US Treasury are notes which were put in 
there to enhance the yield at the time of purchase. We may 
do this again, if we foresee rates going down. We may take 
a portion of that treasury fund and put it into an 18 month 
or 24 month treasury note. That depends on a couple of 
things. One is how much cash there is, a viable alternative 
and that information is provided to us by the Office of 
Budget, in terms of their demand for money. It doesn't make 
sense to put it out for 18 or 24 months, when we have to 
have that money 2 months later to do that. On the other 
hand, by extending a portion of it out beyond a year we can 
potentially enhance the yields. Ms. Waldron: The average 
maturity of the treasury fund is greater than the maturity 
of STIP, although for that reason it has a little higher 
yield. Do you think that will continue? Mr. Penner: The 
permanent coal trust fund is invested in 30-year 
instruments, about 8% is in treasury notes, most of it is in 
corporate bonds. A "triple A" corporate bond would yield 20 
to 30 base points more. This is a historical low. Our 
average portfolio quality is probably strong A or weak AA, 
and that differential in today's market is probably 70 to 75 
base points or 3/4 of one percent. There again, that is a 
historical low. Things are getting really compressed and it 
doesn't pay you much additional to go out and buy an Exxon 
bond verses buying a US Treasury Bond. 
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Ms. Curtis-Waldron reviewed Exhibit #2 with the Committee. (See 
Exhibit #2). 

QUESTIONS FROM THE COMMITTEE: 

Sen. Gage: It is indicated that on short-term interest rates that 
they are up about 1/2%. Is the LFA thinking about doing 
that? Ms. Waldron: We will have to look at other 
forecasts. Our assumption is that the average maturity is 
about 3 months. That is what it was in 1988. It is now up 
to about 10 months. Because of long term sec~rities in 
there, the rate has been pushed up even higher. 

Mr. Johnson reviewed the REAC figures listed on Exhibit #2. (See 
Exhibit #2) 

Sen. Harp: By law we cannot get carried away with things because 
of the federal Tax Reform Act. Mr. Johnson: I think there 
used to be a limit on the dollar amounts of the tax and 
revenue anticipation that you could actually issue and I 
think that was a limit of $50 million; that limit is no 
longer in existence. There is some federal criteria that 
allow you to only issue a certain dollar amount of notes. 

Rep. Ream: The investible balance, $204.4 million and $205.5 
million; does the Executive figure include the $30 million? 
Mr. Johnson: No. Rep. Ream: If we added $30 million to 
each year would it be approaching closer to what the LFA 
has? Mr. Johnson: That would be correct, but the problem 
with that is that you cannot go out and issue $30 million 
dollars at the beginning of the year and invest that $30 
million for the full year. Federal law does not allow you 
to do that. The maximum term that you can issue is for a 6-
month period. If your deficit is going to be enlarged, 
which it traditionally is, then you have to back up 6 months 
from that point and that is when you can issue the $30 
million in short-term notes. 

Sen. Harp: So we are broke in March. Mr. Johnson: Usually that 
is the case. 

Rep. Ream: The $51 million and $62 million in TRANS (Tax and 
Revenue Anticipation Notes), are included in your investable 
balance? Ms. Waldron: Yes. Rep. Ream: A problem then, 
what is your figure dependent on? Ms. Waldron: We are 
looking at spending the cash balances down, to a very low 
level to justify issuing the TRANS. 

Sen. Gage: You indicated that the REAC adopt the rates on the 
short-term and long-term, that they are high. On what basis 
did they do this? Mr. Johnson: The rationale behind 
reducing the rates, to give you some insight, Nancy 
Nicholson is one of the members of the Revenue Estimating 
Advisory Council, and she works for D. A. Davidson. She had 
a lot of influence in the area of interest rates. In terms 
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of interest rates in October, they were seeing interest 
rates starting to creep up at that point. And they felt 
that interest rates were going to continue to go higher. 
Then what they foresaw was actually a weak economy and the 
possibility of the loosening up of money supply to make sure 
the economy would grow. So that is one of the reasons that 
they felt the interest rates were actually going to come 
back down. 

Sen. Eck: You mentioned something about Wharton's, about short 
term interest rates but we don't have much here. Mr. 
Johnson: That is correct, what Wharton does is that they 
forecast a whole series of different interest rates for 90-
day T-Bills, 2-year, etc., so they don't give you just one 
specific forecast, so we made a recommendation to the REAC, 
we took a summation and came up with the average of short­
term rates. 

MOTION: 

Sen. Gage moved to adopt the CPI figures: 1990, 4.7% 
Sen. Harp moved to adopt CPI figures: 1991, 3.65% 

Discussions followed 'between Sen. Gage, Ms. Waldron, Mr. Penner, 
Sen. Eck, about the figures with emphasis on calendar year 
versus fiscal year amounts. 

VOTE WAS TAKEN WITH ALL IN FAVOR OF ADOPTING THE ABOVE FIGURES. 
REFER TO TABLE #6 FOR DETAIL. 

Rep. Driscoll moved to adopt 8.0% for the short-term interest 
rate for years 90-91. 

VOTE WAS TAKEN WITH ALL IN FAVOR OF ADOPTING THE ABOVE FIGURES. 
REFER TO TABLE #6 FOR DETAIL. 

Rep. Driscoll moved to adopt 10.0% for years 1990 and 1991. 

VOTE WAS TAKEN WITH 7 AYE, AND 2 NAY (HARP, ELLISON), OF 
ADOPTING THE ABOVE FIGURES. SEE TABLE #6. 

Sen. Walker moved to adopt a CPI rate of 4.7% for 1989. 

VOTE WAS TAKEN WITH ALL IN FAVOR OF ADOPTING THE ABOVE FIGURES. 
SEE TABLE #6 FOR DETAIL. 

Rep. Patterson moved 8.0% for short-term interest rate for 1989, 
Rep. Patterson changed his motion to 8~5%. 

VOTE WAS TAKEN WITH ALL IN FAVOR OF ADOPTING THE ABOVE FIGURES. 
SEE TABLE #6 FOR DETAIL. 

Rep. Driscoll moved to adopt 9.75% for 1989 for long-term 
interest rates. 
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VOTE WAS TAKEN WITH ALL IN FAVOR OF ADOPTING THE ABOVE FIGURES. 
SEE TABLE #6 FOR DETAIL. 

Sen. Harp moved to adopt the following figures for the projected 
population growth figures: 1988/ 804,000, 1989/809,000, 
1990/ 815,000 and 1991/ 819,000. Rep. Patterson seconded 
the motion. 

VOTE WAS TAKEN WITH ALL IN FAVOR OF ADOPTING THE ABOVE FIGURES. 
SEE TABLE #6 FOR DETAIL. 

ADJOURNMENT 

Adjournment At: 6:25 p.m. 

REP. BOB REAM, Chairman 

BR/mc 
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DAT_E.._~Z,l%.1 out l.2.,rQ=---. 
HB-__ ~.u.::..:::a.:...!\.III!t.~:.._ 

A COMPARISON OF GENERAL FUND REVENUE FORECASTS 

Over fiscal years 1989 through 1991, the Office of the Legislative Fiscal 
Analyst forecasts general fund revenue will toW $9.3 million more than the 
executive budget in spite of the executive inclusion of $20 million of revenue 
enhancement. The majority of the difference occurs in fiscal 1989. Executive 
estimates for fiscal 1990 and 1991 are based ~n an accounting change which only 
lists the federal share of medicaid reimbursements to state institutions as general 
fund revenue. For comparability, Table 2 in this report makes the same. 
adjustment for the LFA estimate. 

For fiscal 1989, the LFA anticipates general fund revenue of $389,.4 million 
which is. $12.1 million more than the executive forecast of $377.3 million.' Table 1 

. shows the fiscal 1989 difference by revenue category. 

Table 1 
Current Law General Fund Revenue Comparison 

Fiscal Year 1989 
(Thousands) 

Category LFA Executive Difference 

Individual Income Tax $143,762 $141,114 $ 2,648 
Corpora tion License Tax 29,654 28,694 960 
Coal Severance Tax 9,137 8,918 219 
on Severance Tax 12,943 13,536 (593) 
Interest on Investments 17,315 14,324 2,991 
Bond Transfer 39,636 38,444 1,192 
Coal Trust Interest Income 39,574 39,002 572 
Insurance Tax 21,625 21,371 254 
Public Institutions Reimbursement 16,255 16,090 165 
Liquor Profits 3,524 3,623 (99) 
Liquor Excise Tax 5,188 4,998 190 
Inheritance Tax 10,514 8,727 1,787 
Metal Mines Tax 4,242 3,691 551 
Electrical Energy Tax 3,632 3,389 243 
Drivers' License Fees 790 804 (14) 
Telephone License Fees 3,560 3,656 (96) 
Beer License Tax 1,228 1,242 (14) 
Natural Gas Severance Tax 1,055 1,143 (88) 
Freight Line Tax 1,184 1,181 3 
Wine Tax 833 901 (68) 
Other Revenue Sources 23.797 22.509 1.288 

Total ~~§~!~~~ ~~~~!~~~ ~~~!~~~= 

The largest differences are in indhridual income tax and interest on invest­
ments. Because the forecasting models are dissimilar, it is difficult to isolate the 

I reasons for the LFA income tax forecast's being $2~6 million, or 1.9 percent, 
higher. A likely explanation is that the executive assumes growth in per capita 
Montana personal income of 2.7 percent in 1988, while the LF A forecast of per 

-38-
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capita non-farm labor income is based on 3.0 percent growth. i The LFA forecast 
of interest on investments is $3.0 million above the executive, due to both a 
larger balance· available for investment and a higher interest rate. The larger 
balance is primarily the result of higher LFA fiscal 1989 revenue forecasts for the 
general fund. While the executive assumes interest earned on the balance will 
average 7.50 percent, the LFA uses an average of 8.18 percent. During most of 
1988, short-term interest rates have been on an upward,>'trend and were in the 
8.0 to 8.5 percent range in December. For fiscal 1989, the total LF A general 
fund revenue forecast is 3.2 percent higher than the executive. 

For the 1991 biennium, the LFA for.ecast is $2.8 million, or 0.4 percent, 
lower than the executive forecast with proposed revenue adjustments. Table 2 
which follows shows the 1991 biennium difference by revenue category and fiscal 
year. Again, forecasts of interest on investments contribute to the difference. 
Due to both larger invested balances and higher interest rates, the LFA 
anticipates $3.1 million more in interest on investments than the executive. The 
higher balances available for investment are the result of the LF A assumption that 
sales of tax and revenue anticipation notes (TRANS) add $51 million and $62 
million to average balances in fiscal years 1990 and 1991, respectively. In 
contrast, the executive budget includes the sale of $30 million of TRANS each 
year. While the executive uses an average interest rate of 7.30 percent for fiscal 
1990 and 6.95 percent for fiscal 1991, the LFA anticipates interest rates of 7.95 
percent and 7.14 percent in fiscal years 1990 and 1991, respectively. The rates 
in our forecast are based on Wharton Econometrics' forecasts of short term 
in terest rates. 
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. . The executive current law forecast of coal trust Interest to -the general fund 
is $3.5 million less than the LFA forecast for the 1991 biennium. These differ­
ences are explained by higher coal tax estimates and interest projections in the 
LFA forecast. For fiscal 1990, the LFA estimate of the coal tax deposit to the 
permanent trust is $26.7 million, or $0.3 million greater than the executive esti­
mate of $26.4 million. For fiscal 1991, the LFA estimate of the coal tax deposit is 
$24.1 million,· or $1.3 million higher than the executive estimate. 

Interest rate projections applied by the executive and LFA on fiscal 1990 and 
1991 deposits to the trust fund are shown In Table 3. 

Table 3 
Comparison of LFA and Executive Interest Rate Projections 

1991 Biennium 

Fiscal 
1990 

Long-term Interest Rate 
LFA 11.46% 
Executive 8.88 

Difference 2.58% 

Short-term Invesbnent Pool Rate 
LFA 7.95% 
Executive 7.30 

Difference =2:~~~ 

Fiscal 
1991 

10.43% 
8.75 

1.68% 

7.10% 
6.95 

=2=l§~ 

The LFA interest rate projections are consistently higher than the executive 
projections. The effect of these higher interest rate projections is compounded 
over time, so that the difference between the executive and LF A forecasts of coal 
trust interest to the general fund grows from $1.3 million in fiscal 1990 to $2.2 
million in fiscal 1991. 

In making the forecast of public institutions reimbursement, the LFA current 
level forecast assumes continuation of the current practice in budgeting for 
medicaid. Specifically, the state's general fund match to federal medicaid pay­
ments is included in the Department of Social and Rehabilitation Service's budget 
and is received, with the federal portion, as revenue by eligible state institu­
tions. Following this procedure results in approximately $17 million of total 
reimbursement annually. Eighty-seven percent of this total is medicaid. In the 
executive budget, the state's general fund match is assumed to be supplied by 
the individual institutions through documenting sufficient general fund expendi­
tures on caring for medicaid residents. If institutions were to follow this proce­
dure, both general fund revenue and expenditures would be reduced by similar 
amounts, approximately $8 million over the 1991 biennium. 

( 

The executive b"udget contains several proposed adjustments which increase ( 
its revenue forecast over current law. Included In these is the proposal to 
appropriate all coal trust interest to the general fund in the 1991 biennium with 
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the exception of the approximately $100,000 per year needed for the loan loss 
reserve in the Montana in-state investment fund. The executive budget estimates 
that this proposal will increase general fund revenue by $5,946,000 in fiscal 1990 
and $6,229,000 in fiscal 1991. Also included in the executive budget is a 
proposal to enhance collection efforts in the Department of Revenue which is 
expected to produce $2.3 million of additional revenue over the 1991 biennium, 
while several other smaller changes are anticipated to generate $2.1 million of 
revenue above its current law forecast. .~' -
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OFFICE OF THE LEGISLATIVE FISCAL ANALYST 

A Comparison of Economic Assumptions 
"Z.\Ol.\ ~ 

CY TOTAL POPULATION 
Executive 

Percent Change 

LFA 
Percent 'Change 

<If' -. 

U.S. Census Bureau 

CY POPULATION 16 AND OLDER 
Executive 

Percent Change 

CY POPULATION 18 TO 24 
Executive 

Percent Change 

CY CONSUMER PRICE INDEX (CPI) 
Executive 

Percent Change 

LFA 
Percent Change 

Wharton Econometrics 1L89 Forecast 
Percent Change 

FY SHORT-TERM INTEREST RATE 
Executive 

LFA 

FY LONG-TERM INTEREST RATE 
Executive 

LFA 

Wharton Econometrics 1/89 Forecast 
(Moody Baa Seasoned Bond Rate) 

CY PRIME INTEREST RATE 
Executive 

Wharton Econometrics 1/89 Forecast 

1988 1989 1990 1991 

812,000 816,000 821,000 826,000 
0.5% 0.5% 0.6% 0.6% 

805,000 811,000 819,000 827,000 
-0.5% 0.7% 1.0% 1.0% 

804,000 

613,000 616,000 621,000 625,000 
~ 0.5% 0.8% 0.6% 

81,000 

4.14% 

4.1% 

. 4.1% 

78,000 
-3.7% 

4.65% 

4.7% 

5.1% 

7.50% 

8.18% 

9.57% 

11.45% 

11.22% 

75,000 
-3.8% 

4.85% 

4.7% 

5.2% 

7.30% 

7.95% 

8.88% 

11.46% 

11.26% 

72,000 
-4.0% 

5.32% 

5.1% 

5.4% 

6.95% 

7.14% 

8.75% 

10.43% 

10.78% 

9.44% 11.24% 9.94% 8.90% 

9.32% 10.96% 10.50% 10.50% 

FY TREASURY CASH AVERAGE BALANCE (MILLIONS) 

Executive 

LFA 

FY TRANS ISSUE (MILLIONS) 
Executive* 

LFA 

$222.374 $190.993 $204.377 $205.489 

$211.647 $244.214 $240.573 

$56.000 $0.000 $0.000 $0.000 
$0.000 $51.000 $62.000 

* Revenue adjustments include the sale of $30 million of TRANS in each FY1990 and 19~ 




