
MINUTES 

MONTANA SENATE 
51st LEGISLATURE - REGULAR SESSION 

COMMITTEE ON TAXATION 

Call to Order: By Senator Bob Brown, Chairman, on Tuesday, 
March 7, 1989, at 8:00 a.m. 

ROLL CALL 

Members Present: Senator Brown, Senator Hager, Senator 
Norman, Senator Eck, Senator Bishop, Senator Halligan, 
Senator Walker, Senator Harp, Senator Gage, Senator 
Mazurek, Senator Crippen 

Members Excused: Senator Severson 

Members Absent: None 

Staff Present: Jill Rohyans, Committee Secretary 
Jeff Martin, Legislative Council 

Announcements/Discussion: None 

HEARING ON SENATE BILL 445 

Presentation and Opening Statement by Sponsor: 

Senator Mazurek, District 23, sponsor, said for the last 
year he had served on the Obstetrical Services 
Availability Advisory Council which had been appointed 
by Governor Schwinden in response to concerns regarding 
declining obstetrical services in the state, 
particularly in rural areas. The committee was 
comprised of representatives of hospitals, insurance, 
health organizations, doctors, nurses, and the public. 
The committee found the loss of OB services in rural 
areas is widespread and worsening. It is affecting 
urban areas as well. Contributing factors are 
skyrocketing malpractice insurance rates, tort related 
problems, and inadequate medicaid reimbursement. The 
access to care issue is also significant. Senator 
Mazurek indicated that 28% of all births in the state 
are paid for by medicaid. Given the problems already 
existent in medicaid funding, the problem is very large 
and being an entitlement program, the state pays 
regardless of the amount budgeted for the program. 
Under federal regulations the eligibility levels are 
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increasing. In Montana the eligibility level is 75% of 
the poverty level, however, the federal level is 
increasing to 100% and by 1990 it will be 150%. The 
reimbursement from medicaid to providers does not even 
come close to covering the per delivery cost of 
malpractice insurance. Therefore, doctors are getting 
out of obstetrics and turning away medicaid eligible 
patients because they cannot even cover the cost of 
insurance let alone be reimbursed for services 
rendered. A doctor has to deliver 50 babies annually 
just to break even. 

In response, the committee has recommended raising the 
medicaid reimbursement level to a minimum $1000 which 
is approximately the break even point for malpractice 
insurance, and raising the eligibility level. The bill 
would levy a 5 cent tax per pack of cigarettes, an 
increase from 16 to 21 cents, and other tobacco 
products would be raised from 12 1/2% to 25%. The 
money would be loosely earmarked to the general fund 
for use in medicaid reimbursement. The correlation 
between smoking and low birthweight babies and 
treatment costs is well documented leading to the 
natural selection of the funding source. California, 
by voter referendum, increased its cigarette tax by 25 
cents a pack earmarking all the proceeds (totalling 
$600-$700 million) for health care programs. Senator 
Mazurek said Wyoming's tax is 7 cents per pack, North 
Dakota - 27 cents, South Dakota - 23 cents, Idaho - 18 
cents, Washington - 31 cents, Colorado - 20 cents, and 
Utah - 23 cents. 

Senator Mazurek pointed out that for every $3.00 the 
state spends on medicaid, the federal government will 
match with slightly over $7.00. The medicaid program 
needs the money as they are coming in for supplemental 
approp~iations this year again. Not only will this 
help with the medicaid problem, it will help make 
services available to mothers, it will help encourage 
doctors to stay in the obstetrical business in rural 
areas, and to continue to serve medicaid patients. 

List of Testifying Proponents and What Group they Represent: 

Dr. Karen Landers, Montana Council for Maternal and 
Child Health 

Dr. Van Kirke Nelson, Obstetrician, Kalispell 
Dr. Robert M. St.John, Montana Medical Association 
Kay Foster, Montana Obstetrical Services Availability 

Advisory Council 
Jim Ahrens, President, Montana Hospital Association 
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Brenda Nordlund, Montana Women's Lobby 

List of Testifying Opponents and What Group They Represent: 

Jerome Anderson, Tobacco Institute 
Gene Phillips, Smokeless Tobacco Council 
Dennis Winters, Montana Market Development Company 
Torn Maddox, Tobacco and Candy Distributors 
Steve Buckner, Service Distributing Incorporated 
John Delano, Phillip Morris 
Roger Tippy, R. J. Reynolds Tobacco Company 

Testimony: 

Proponents: 

Dr. Karen Landers, Helena pediatrician, representing the 
Montana Council on Maternal and Child Health, presented 
her testimony in support of the bill (Exhibit #1). 
She also presented a copy of the report of 
recommendations from the Obstetrical Services 
Availability Council to the committee (Exhibit #2). 

Dr. Van Kirke Nelson, obstetrician from Kalispell, presented 
his testimony in support of the bill (Exhibit #3). 

Dr. Robert M. St.John, Montana Medical Association, 
presented his testimony in support of the bill (Exhibit 
#4). 

Kay Foster, Chairman, Obstetrical Services Availability 
Advisory Council, presented her testimony in'support of 
the bill (Exhibit #5). 

Jim Ahrens, President, Montana Hospital Association, said 
the problem is access to health care in Montana. Of 
the membership of 55 hospital, 15 no longer deliver 
babies and others totalling 39 hospitals are saying 
they will no longer deliver babies for a variety of 
reasons. He said increased funding will definitely 
help. Travel is difficult for prospective parents and 
availability of service is a constant worry for those 
in rural areas. He said there is a clear link between 
use of tobacco products and prenatal and neonatal 
health. He felt the funding was appropriate and urged 
the committee to support the bill. 

Brenda Nordlund, Montana Women's Lobby, supported the 
previous testimony and stressed the importance of 
comprehensive and available prenatal care. 

Opponents: 
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Jerome Anderson, Tobacco Institute, presented his testimony 
in opposition to the bill (Exhibit #6). 

Gene Phillips, Smokeless Tobacco Council, said he endorsed 
Mr. Anderson's testimony. He said there is a sales tax 
revolt in this state and a 25 cent a pack tax is 
nothing but a sales tax. He said there is certainly no 
correlation between the use of smokeless tobacco and 
prenatal or neonatal problems. He urged the committee 
to kill the bill or at least remove the smokeless 
tobacco products from being subject to the tax. 

Dennis Winters, Partner, Montana Market Development Company, 
presented his testimony in opposition to the bill 
(Exhibit #7). 

Tom Maddox, Montana Association of Tobacco and Candy 
Distributors, Inc., presented his testimony in 
opposition to the bill (Exhibit #8). 

Steve Buckner, Service Distributing, Inc.) presented his 
testimony in opposition to the bill (Exhibit #9). 

John Delano, representing Phillip Morris, said tobacco 
product sales are declining and a tax on those products 
will not produce a very stable source of income. He 
said this is not a fair tax and compared it to the tax 
ori tea that prompted the Boston Tea Party. He asked 
the committee to look unfavorably on the bill. 

Roger Tippy, R. J. Reynolds Tobacco Company, agreed with the 
previous testimony and warned the committee against the 
possibility of other groups corning in for medicaid add­
ons in the future. 

Questions From Committee Members: 

Senator Crippen asked how the long range building fund will 
be affected if tobacco product sales are on the decline 
now and are projected to be even less in the future. 

Senator Mazurek said he had not looked at that question in 
depth, however, there is not much capital construction 
going on at this point. He felt the coal tax trust 
fund is the best place to find money for infrastructure 
building if the long range building program is in 
financial trouble. He pointed out the principal reason 
for the decline in cigarette sales is a health concern 
rather than the tax. 
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Senator Mazurek closed by saying the correlation between 
smoking and problems in the prenatal and neonatal 
health care area. He said it is time to use the tax 
for the purpose it is directly related to and let the 
industry help pay the cost. 

HEARING ON SENATE BILL 423 

Presentation and Opening Statement by Sponsor: 

Senator Brown, District 2, sponsor, said the bill is being 
introduced by request of the Governor. It requires 
quarterly estimated payments by all taxpayers subject 
to corporate license or income tax who have annual 
state tax liabilities in excess of $5000. The bill 
applies to corporations and bank corporations doing 
business in Montana. He pointed out the schedule of 
payments on pages 3, 4, and 5 of the bill. Present law 
provides for estimates to be paid on April 15, however, 
most corporations commonly get a six month extension. 
The bill effectively accelerates the payment schedule 
so that it corresponds to the periods in which the 
income is actually earned. Presently, the payment is 
made anywhere from 4 1/2 to 10 1/2 months later 
depending on whether an extension is sought. The bill 
has been written to conform to existing federal law. 

The penalty provision is 20% of the underpayment for 
each installment. The fiscal note indicates the bill 
would generate about $22.5 million in the biennium. 
$13.5 million would to the school foundation program, 
$2 million to the sinking fund, and $1.75 million to 
local governments. 

List of Testifying Proponents and What Group they Represent: 

Ken Nordtvedt, Director, Department of Revenue 
Tom Harrison, Montana Society of Public Accountants 
Dennis Burr, Montana Taxpayers Association 
John Lahr, Montana Power 
Gene Phillips, Pacific Power and Light 
Torn Biledeau, Montana Education Association 
Tom McGree, U. S. West 
Leo Berry, Burlington Northern 
John Alke, Montana Dakota Utilities 
Greg Groepper, Office of Public Instruction 
Tom Ebzery, NERCO 
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List of Testifying Opponents and What Group They Represent: 

None 

Testimony: 

Ken Nordtvedt, Director, Department of Revenue, pointed out 
because of the $5000 threshold, 92% of all corporations 
in Montana would be exempt from having to comply with 
the quarterly tax payment. Most corporations are quite 
small. The other 8% of the corporations who would be 
affected account for 85% of the money collected under 
the corporate license tax. 

Mr. Nordtvedt suggested amending the penalty provision 
to 20% per annum which would convert it to an interest 
penalty proportional to how long and how much the 
quarterly payments are underpaid. 

Mr. Nordtvedt pointed out SB 423 is one half of the tax 
package for balancing the budget this biennium. He 
said personal income tax collections are currently 
estimated to be $46 million higher than was originally 
thought. That additional revenue would seem to make a 
case for fewer one time funding mechanisms. However, 
because budget recommendations are not always followed, 
these bill (SB 423 and 424) are one time funding 
sources to help balance the budget by the end of the 
session. 

Tom Harrison, representing the Montana Society of Public 
Accountants, addressed only the amendment page 5, line 
13: "per annum". The CPA's are concerned that this is 
keyed from the previous year's tax payment. 

Due to a lack of time, the remainder of the proponents 
introduced themselves and expressed support for the 
bill without offering further testimony. 

Questions From Committee Members: None 

Closing by Sponsor: Senator Brown closed. 
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HEARING ON SENATE BILL 424 

Presentation and Opening Statement by Sponsor: 

Senator Brown, District 2, sponsor, said the bill has been 
introduced at the request of the Governor. He said it 
is similar to SB 423 in that it brings another section 
of the Montana tax code into compliance with the 
federal tax payment policy and procedures. It also 
results in acceleration of payments which will increase 
revenue on a one time basis. The bill provides for the 
quarterly payment of estimated tax for certain 
taxpayers and provides a penalty for underpayment. He 
noted the fiscal note shows a fiscal impact of $37 
million with $16 million going to the general fund, 
$8.5 million to the foundation program, $2.5 million to 
the sinking fund. He noted it is somewhat more 
expensive to administer, $250,000, due to the 
additional processing of 90,000 more tax documents. 
Senator Brown noted this proposal was first proposed by 
the Governor's Council on Management that was created 
by Governor Schwinden in 1981. 

List of Testifying Proponents and What Group they Represent: 

Ken Nordtvedt, Director, Department of Revenue 
Jeff Miller, Department of Revenue 
Dennis Burr, Montana Taxpayers Association 
Mike Holland, Legislative Chairman, Montana Society of 

CPAs. 
Greg Groepper, Office of Public Instruction 
Tom Biledeau, Montana Education Association 

List of Testifying Opponents and What Group They Represent: 

Tom Hopgood, Montana Association of Realtors 

Testimony: 

Ken Nordtvedt, Director, Department of Revenue, said this is 
a companion bill to SB 423 which together would raise a 
one time revenue boost of $48 million to balance the 
budget for this biennium. He pointed out that the vast 
majority of wage earners whose income is subject to 
withholding will not be subject to the provisions of 
this bill. Taxpayers involved in agriculture will also 
be exempt from the provisions of the bill as they are 
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on the federal level. The bill accelerates only 10% -
11% of the income tax collections as it is targeted 
toward the larger taxpayer who earns the bulk of his 
income from investments rather than the salary based 
taxpayer whose income is subject to withholding. 
Originally, the plan was to couple Montana law to 
federal law by rule, but it was felt it was much 
cleaner to do it by statute and the amendments being 
proposed would put it into statute. 

Jeff Miller, Department of Revenue, presented the proposed 
amendments and statement of intent which tie Montana 
law very specifically to federal requirements (Exhibit 
10). Substantive amendments include #7 which 
establishes the installments, #13 which provides the 
calculation explanation for the installments, #18 
introduces the penalty and interest provision, #19-#24 
provide for the exceptions to the penalty provisions. 
The exceptions are basically for certain levels of 
payments that will qualify as sufficient to avoid 
penalty, but also there is provision for a transitional 
one year period for people who are just newly retired 
or had a circumstance develop where their income is 
suddenly not subject to withholding. 

Dennis Burr, Montana Taxpayers Association, said the 
impact of the bill is about equivalent to a 10% 
surcharge on personal income tax for one year. 
this is a superior alternative to the surcharge 
expressed support for the bill. 

fiscal 

He said 
and 

Mike Holland, Legislative Chairman, Montana Society of CPAs, 
expressed support for the bill with the amendments. 
He pointed out that at the federal level a penalty is 
paid which is computed like interest, but only one 
penalty is paid, not both. He felt this bill should 
reflect that same procedure. 

Greg Groepper, Office of Public Instruction, said they 
support this bill as being another piece of the puzzle 
in overall tax reform. He suggested there be some 
coordinating language between SB 423 and SB 424 as 
there are some provisions which do not treat taxpayers 
in the same manner. As an example interest rates vary, 
and there is a minimum tax on individuals, but not on 
corporations. He also noted thresholds between 
corporations and individuals vary from $5000 to $400. 

Tom Biledeau, Montana Education Association, expressed 
support for the bill for the previously mentioned 
reasons. 
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Tom Hopgood, Montana Association of Realtors, said the bill 
is not a tax increase but rather a revenue enhancement 
device. He said someone has to pay for this and if a 
loophole is closed in one place, it invariably opens in 
another and causes an increased financial burden for 
others. 

Questions From Committee Members: 

Senator Gage questioned the threshold levels. 

Director Nordtvedt explained the threshold as it is set now 
allowed collection of 85% of the potential revenue by 
concentrating on the top 8% by size of the 
corporations. By lowering the thresholds, there would 
be very rapidly diminishing returns. 

Senator Crippen said this is a one time fix and if passed it 
will be gone forever. He said he understood the 
Governor and the Department had taken a stand against 
the sales tax and adopted a stand against increasing 
expenditures ..•• 

Director Nordtvedt responded he had said they would 
skeptically view any tax that would raise more revenue 
than we need to meet our present obligations and that 
basically increases the spending authority levels of 
the state. Secondly, they think that any major tax 
change proposed to the people should be accompanied by 
their chance to vote on the constitutional spending 
limitations. He said they took no position on any 
particular tax that was discussed. 

Senator Crippen said with the one time funding mechanism, we 
will be in the same shape two years from now and then 
what will we do. 

Director Nordtvedt said we have an ongoing revenue shortfall 
from ongoing expenditures. That was identified as $30 
million a year with paying for the compensation for 
personal property tax reductions. However, he said, 
they have just revised the ongoing level of personal 
income tax collections by about $23 million a year. 
That narrows the gap considerably depending on 
expenditure levels. By next session it could be 
completely eliminated by economic growth. Getting to 
the $10 million level is within the uncertainty level 
of all revenue estimations. If the economy stays weak 
and expenditures go higher than the recommended budget 
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of January, there will be an ongoing gap and the next 
legislative session will need to have a new ongoing 
revenue source. He said he recommends not imposing it 
on the people before it is needed and so they are 
trying to get through this biennium with a temporary 
funding source. 

Senator Crippen said his concern was that we are heading 
toward a surtax down the line not withstanding a sales 
tax. 

Closing by Sponsor: Senator Brown closed. 

ADJOURNMENT 

Adjournment At: 10:00 a.m. 

BB/jdr 

MIN307A. jdr 

SENATOR BOB BROWN, Chairman 
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Support SB 445 Tobacco Tax for OB Reimbursement 

Name: Karen Landers, MD Pediatrician from Helena 

Representing: Montana Council for Maternal and Child Health 

The Montana Council for Maternal and Child Health represents 

hundreds of health care professionals serving Montanans across 

the state. Because their primary goal is the provision of 

quality health care for Montana mothers and children, the Council 

supports SB 445 providing an increase in tobacco tax that will 

generate funds for Medicaid reimbursement of obstetrical 

providers and prenatal case management (MIAMI PROJECT). 

In March of 1988. former Governor Schwinden appointed the 

Obstetrical Services Availability Advisory Council to examine the 

causes of the decline in the number of obstetrical providers in 

state especially in rural locations. and make recon~endations for 

short and long term measures to alleviate this serious health 

problem. As of January of 1988. the Council reported that 18 of 

Montana's 56 counties were without obstetrical services. A more 

recent survey of the state completed in December of 1988, reveals 

that 26 counties are now without obstetrical services. 1 (See 

Map) 

As the number of available obstetrical providers in the 

state declines, it becomes increaSingly difficult for the low 

income woman to obtain the care that is needed to deliver a 

healthy baby. In Montana. women with 12 or more medical visits 

during pregnancy have a low birthweight rate of 4%. Women with 2 

or fewer visits have a low birthweight rate of 11>'6:·7'~ The low 
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bil'thYleight baby weighs leSS than 5.~ pounds at birth and has a 

much greater chance of dying before reaching age one year. An 

average of 120 infants die in Montana every year and low 

birthweight is present in about one-half of those infants. 

These infants are very costly to care for and some very low 

birthweight babies go on to have lifelong disabilities. In 1986, 

there were 3031 Medicaid babies born in Montana. Their medical 

costs for the first year of life totaled about $5.4 million. 

Eighty-three of the 3031 babies cost $2.7 million or one-half of 

the total expenditure. Over half of these infants (55.4%) were 

low birthYleight. 3 

Quality prenatal care which is obtained early in pregnancy, 

has been identified as the most effective way to prevent infant 

deaths and low birthweight.4 In addition. a case management 

approach to help loYl income high risk women access the health 

care system has been shown to work very well. An example is the 

'Access Links program in Missoula where the low birthweight rate 

decreased by half during the two years of its operation. 

However, physician partiCipation in this program has been 

declining with poor Medicaid reimbursement in the face of 

spiraling liability insurance premiums. 

The Obstetrical Services Availability Advisory Council in 

examining this statewide problem of access to care for pregnant 

women has recommended that Medicaid reimbursement for 

obstetrical providers be increased to $IOOO/delivery (80% of 

insurance industry's allowance for a normal delivery) as a short 

term measure to enable providers in rural areas to continue to 



deljver babies. The current level of reimbursement is about 

$670. The Counci I also recormnended expansion of 

outreach and education in prenatal care to areas where providers 

deliver such care. To offset the costs of these 

recommendations, a tobacco tax increase to be matche.d 70/30 by 

federal funds was proposed. There is evidence that pregnant 

women who use tobacco products are at increased risk for 

pregnancy problems. including low birthweight. 5 

The number of high cost Medicaid infants will continue to 

rise as available quality prenatal care declines. as will infant 

deaths and long term disabilities. I urge your careful 

consideration of and do pass recommendation on SB 445. 

References 

:t 

• q. 

Montana Academy of Family Physicians Survey. December. 1988. 

Montana DHES. Bureau of Records and Statistics 

High Cost Medicaid Infant Study. Dept. of SRS. January. 1989. 

National Commission to Prevent Infant Mortality, J..ugust, 1988 . 

California Obstetrical Access Project. Decenilier. 1982. 

Recommendations of Medicaid/MCH Advisory Group (TAG) to 
National Commission to Prevent Infant Mortality. May, 1988. 

Capital Ideas. National Governor's Association. August, 1988. 

Institute of Medicine. Preventing Low Birthweight. 1985. 
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OBSTETRICAL SERVICES AVAILABILITY ADVISORY COUNCIL 

REPORT OF RECOMMENDATIONS 
Submitted to the Honorable Ted Schwinden 

Governor of Montana 

October 1988 
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TED SCHWINDEN, GOVERNOR 1424 9TH AVENUE 

-" STATE OF MONTANA-' ____ d 

(406) 444·3494 HEl.ENA, MONTANA 59620·00101 

November 2, 1988 

The Honorable Ted Schwinden 
Governor of Montana 
State Capitol 
Helena, MT 59620 

Dear Governor Schwinden: 

On behalf of the Obstetrical Services Availability Advisory 
Council, which was created by Executive Order No. 6-88, I 
am pleased to present to you the council's "Report of 
Recommendations" regarding the loss of obstetrical care in 
Montana. 

Many groups and individuals presented information and 
viewpoints to the council. The council is appreciative of 
their contributions, which were essential to the recommendation 
process. 

The council hopes that you and other policymakers will find these 
recon~endations helpful. 

Sincerely, 

~~s~~~~ 
Chairperson 

rO 
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OBSTETRICAL SERVICES AVAILABILITY ADVISORY COUNCIL 

Medical Profession: 

Dr. John T. Molloy 
Great Falls, MT 

Dr. Jimmie L. Ashcraft 
Sidney, MT 

Legal Profession: 

Leo Berry 
Helena, MT 

Insurance Industry: 

Leonard Kaufman 
Billings, MT 

Legislature: 

Sen. Joseph P. Mazurek (D) 
He 1 ena, ~1T 

Rep. John R. Mercer (R) 
Polson, MT 

Pub 1 i c Nembers: 

Kay Foster (Chairperson) 
8i 11 ings, MT 

Jean Bowman 
Helena, NT 

Staff: 

Dr. Van Kirke Nelson 
Kalispell, MT 

Kyle N. Hopstad 
Hospital Administrator 
Glasgow, MT 

Karl J. Englund 
Missoula, MT 

Charles Butler, Jr. 
Helena, MT 

Sen. H.W. Hammond (R) 
Malta, MT 

Rep. Ted Schye (D) 
Glasgow, MT 

Marietta Cross, RN 
Mis sou 1 a, ~1T 

Office of Research & Information Services 
Montana Department of Commerce 



OBSTETRICAL SERVICES AVAILABILITY ADVISORY COUNCIL 
Report of Recommendations 

Background 

SENATE TAXATION 
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DATE ~)zl$i . 
Bill NO. ,511 '115 

The Obstetrical Services Availability Advisory Council was appointed on 
March 11, 1988, by Governor Schwinden. The appointment of the Council was the 
result of a recomillendation by the Insurance Subcolllmittee of the Governor's 
Council on Econo"lic Development, which had been studying the obstetrical 
malpractice insurance crisis in Montana at the request of the Governor and 
the Montana Medical Association in antiCipation of the possible convening of 
a special session of the Legislature. Finding that th~ complexity of factors 
involved in the obstetrical care crisis were beyond the scope of a brief 
special session, the subcolllmittee recommended the formation of a broader based 
council whose charge would be to study in depth the factors contributing to 
the crisis. 

The Obstetrical Services Availability Advisory Council has 15 members, 
representing the medical and legal professions, the insurance industry, the 
legislature, and the public. 

The PURPOSE of the Council is to: 

(a) Examine the extent, causes and effects of the loss of obstetrical 
care in Montana; 

(b) Analyze possible short-term solutions, including but 1I0t limited to 
increased medicaid reimbursement and direct payments for a pOr'tion of 
malpractice premiums related to obstetrical care; 

(c) Analyze potential long-term solutions, including but not limited 
to those proposed by the tvlontana Medical Association and the State 
Auditor; and 

(d) Recolllmend, on or before September 30, 1988, preferred short-terlll and 
long-term solutions for submission to the 51st Legislalure. 

The Council considers the loss of adequate obstetricnl services frolll 
competent providers and the loss of access to such services in Montana a 
crisis. 

The extent of the crlS1S is widespread and worsening, especially in rural 
areas; but urban areas are impacted as well. 

The causes of the crisis include the well-publicized problem of 
skyrocketing malpractice insurance rates, a variety of tort-related 
issues, and inadequate medicaid reimbursement rates. 

4 



sn4 t·TE It,XATIUN 

EXH'BIT NO ~ ~: I 
The effects of the crisis are many, but combined, can t9@T~esc;{~1If!41 
los s of adequate obs tet ri ca 1 serv ices from competent p!lmlli He.cs and J os 5 S.b'i ~ 
of access to such services in Montana, especially in rural areas. . 

Among the worst effects are a possible increase in the number of low 
birthweight babies, the factor most closely associated with infant lic 

lIIortality, and an increase in the human costs and economic costs of 
babies born at risk. 
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OBSTETRICAL SERVICES AVAILABILITY ADVISORY COUNCIL 
Report of Recollllllend"t ions 

BACKGROUND DATA AND RECOMMENDATIONS 

BACKGROUtm DATA 

SENATE TAXATION 
EXHiBIT NO. ,,,,z p (,.:. 
DATE- 317/51 .. ~ , 

BIll NO. SL3 7' '1!5 

The Obstetrical Services Availability Advisory Council lIIet five 
times between April 1988, and September 1988. In addition to contributing 
information from their own areas of professional expertise, Council members 
solicited viewpoints and information regarding access to obstetrical services 
in ~lontana and in the nation from concerned individuals and interest groups. 

In the interest of the conciseness of its report of recommendations, 
the Council has declined to reiterate comprehensively in tllis document 
the information, data, and arguments and critiques regarding each of the 
components of the issue of access to obstetrical services. Readers seeking 
such information are directed to the bibliography of documents and resources. 
It is sufficient to present selected information and data to illustrate 
briefly some of the factors that drive the crisis in loss of obstetrical 
services in Montana. 

The number of doctors delivering babies in Montana is declining. 

1986 
1987 
1988 

1986 
1987 
1988 

Falilily Practitioners 
II tI 

II II 

Obstetricians 
" 
" 

160 
120 
87 

(na) 
42 
37 

(Source: Nontana Academy of Family Physicians; Montl1lla HedicJl 
Association) 

In January 1988, eighteen of Montana's fifty-six counties were without 
obstetrical services. Another nineteen counties were anticipating 
losing obstetrical services "SOOIl." 

(Source: Montana Academy of Family Physicians) 

In 1982, there were 14,538 births in Montana; in 1987, 12,239 births. 
Twenty-eight percent of Montana babies are Medicaid babies. By 1990, 
the national Catastrophic Coverage health plan will raise Medicaid 
eligibility to 100 percent of poverty level, and the percentage of 
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Medicaid babies will increase in Montana. BIll NO s.8 ,/'/5 
(Source: Nuntana Dept. of Health & Environmental Sciences; Montana 
Dept. of Social & Rehabilitation Services) 

Physicians' average global charges in Montana: 

Normal deliveries -
1986 ........... $ 778.00 
1987 .......... 932.00 
1988 ......... 1,150.00 

Caesarean Section -
1986 · ...... $1,098.00 
1987 · ...... 1,296.00 
1988 · ....... .1,542.00 

Nationwide, the physicians' average global charge is $1,436.00 in 1988. 

Blue Cross and Blue Shield of Montana's maximum reimbursement to 
physicians in 1988 for a normal delivery is $1,175.00. This represents 
the 90th percentile of all charges submitted in calendar year 1987 by 
Montana physicians who deliver babies. 

~1edicaid reimbursement to physicians in FY88 was $619.00, and in FY89 is 
$662.00 for a norlllal delivery. 

(Source: Montana Blue CrOSS/Blue Shield; Montana Departlllent of Social & 
Rehabilitation Services) 

Companies providing malpractice insurance to Montana family 
practitioners who deliver babies in 1988: 

St. Paul .............. 26 doctors . ................ 29.0% of total 
ICA 10 " 11.5% " " ...................... . ......... 
UMIA 26 " 29.8% " " ................. . ............ 
Doctors' Co. 17 II 19.5% II " ......... . ........... 
Truck Ins. 8 " 9.2% " " ............. .. ............ 

Total: 87 " 

Companies providing malpractice insurance to Montana obstetricians in 
1988: 

St. Paul ............... 0 doctors 
ICA 0 " ......................... 
UMIA 5 " 13.5% of total . . . . . . . . .. .. . . .. .. ........... 
Doctors' Co. 32 II 86.5% II " . . .. .. . . .............. 

lota 1 : 37 " 
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BILL No.----',_X5"""--"~-"X=--S~_ 
Premiums for malpractice insurance for family practitioners: 

1987 1988 

ICA $12,392 $13,011 (no C-section, no high 
risk) 

St. Pau 1 (na) $25,000 (with C-section) 
UMIA $12,646 $21,475 " 
Doctors' Co. $19,011 $20,962 " 

Premiums for malpractice insurance for obstetricians (Caesarean section 
included) in 1988: 

St. Pau 1 
ICA 
Doctors' Co. 

$66,939 
$44,971 
$39,039 

In 1973, under the "occurrence" type insurance, family practitioners 
with obstetrical coverage AND WITH TAIL coverage paid $1,981, and 
obstetricians paid $3,247. 

In 1988, under the "claims made" type insurance, family practitioners 
with obstetrical coverage and with NO TAIL coverage paid approximately 
$25,000, and obstetricians paid $39,841. 

It is likely that, under the current system, malpractice insurance 
premiums will continue to increase 10 percent to 20 percent, or Illore. 

Doctors who deliver babies pay the same premiulll (tmount regardless of 
the number of de I i veri es annua 11 y. 1 tis est i lIIated tha t d doc tor mus t 
deliver 50 babies annually in order to "break even" with respect to 
malpractice insurance premiums. 

The majority of rural (i .e., population under 10,000) fami ly 
practitioners deliver less than the number of babies sufficient to cover 
their liability insurance costs. 

In 1986, 83 of the 3,400 Medicaid babies born in Montana each cost over 
$10,000 during the first year of life. 

(Source: t·1ontana Dept. of Social & RehabilitJtion Services) 
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"The 1 i fet illle costs of cari ng for a low bi rthwei ght baby C'an reach -569'~.s I 
$400,000. The costs of prenatal care -- care that lIIight prevent the low . 
birthweight'condition in the first place -- can be as little as $400." 

(Source: National Commission to Prevent Infant ~10rtality, "Death Before I 
Life: the Tragedy of Infant Mortality," p.9) 

RECOMt4ENDA T IONS 

Having carefully considered the broad spectrum of information, data, and 
viewpoints, the members of tbe Council determined that the loss of adequate 
obstetrical services from competent providers and the loss of access to such 
services in Montana is a complex crisis having no single perfect solut;on. 
Efforts to ameliorate the crisis must be broadbased and sustained, and 
responsibilities for those efforts must be assumed immediately by state and 
local government, professional organizations, and the private sector. 

Therefore, the Council recommends to the Governor of Montana, the 
fo 11 owi ng short-term measures that can be taken to encourage phys i c i ans 
to Inaintain their obstetrical practices, and long-term measures to address 
problems of insurance availability and affordability and to improve Montana's 
medical/legal climate. 

Short-term Measures 

Regarding Increasing Medicaid Reimbursements -

Raise the level of Medicaid reimbursement to doctors who deliver babies 
to $1,000, which is a "break even" amount for doctors deliveriny babies, 
and which is approximately 80 percent of the insurance industry's 
allowance for a nonnal delivery. It is expected that this increase will 
encourage doctors conSidering leaving the practice not to do so, although 
it is not anticipated that doctors who have stopped delivering babies 
will begin delivering them again. 

Adopt presumptive eligibility for pregnant women and expedite 
applications for Medicaid assistance so that early, effective prenatal 
care is available to Medicaid clients. Further. reimbursement by 
Medicaid to providers for any services rendered must be guaranteed. 

I 
I 

Extend Medicaid eligibility coverage for pregnant women to 150 percent of iii 
the poverty level. {In 1990, by Federal mandate, t~edicaid programs will • 
include the population at 100 percent of poverty level.} 

Expand Medicaid's outreach/education/application programs for prenatal 
and infant care to sites where health providers deliver care, such as 
state and local health department clinics, hospital clinics, etc. 
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Regarding Funding Medicaid - BILL NO, s..o ~jt).5 

In seeking a source of funding for increased Medicaid reimbursements for 
obstetrical services, the Council recognizes the strains on the state 
budget. 

There is considerable evidence that a significant number of Medicaid 
mothers with complicated pregnancies, which often result in the birth of 
babies whose 'health and development are at risk, use tobacco products. 

Because of the correlation between problem pregnancies, tobacco use, 
and infants born at risk, the Council recommends that the best potential 
source of increased funding for Medicaid reimbursements for obstetrical 
services is a tax increase on tobacco products to be matched 70/30 by 
federal funds. 

Long-term Measures 

Regarding Reducing Medical Malpractice Insurance Costs -

Other 

The Council recognizes the 50th Legislature's tort reform efforts, and 
believes that those efforts will have a long-term beneficial impact on 
medical liability insurance premiums. The Council makes these further 
recommendations. 

Consider legislation that reduces medical liability insurance prellliums 
for doctors who deliver babies. Of the proposals before the Council, 
the Montana Medical Association proposal published/dated June 1988. 
warrants careful consideration by the Legislature. The Montana Medical 
Association proposal seeks: (1) actuarial soundness; (2) provlslons 
for injury prevention in birth-related cases; and (3) provisions for 
eliminating the uncertainties of the current tort and insurance system. 
The Infant Compensation Plan, proposed by the Office of the State 
Auditor, is too narrow in scope, does not adequately address the variety 
of needs, does not solve the problem on a short-term or long-ter'lll basis, 
and is not viable in the form presented to the Council. 

Consider alternative methods of medical malpractice liability insurance 
rate-sett i ng. 

Amend current law relating to discretionary periodic payment of future 
damages of $100,000 or more and make such periociic payments mandCltory in 
obstetrical cases. 

The Council recognizes that some small communities have devised creative, 
short-term solutions to encourage physicians who deliver babies to remain 
in those small cOllllllunities, including paying a portion of the doctors' 
liability insurance premiums and making the doctors employees of the 
community hospitals. The Council applauds those efforts and urges other 
sma 11 communities to do the same. The Counci 1 recolllmends cooperat ion 
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EXH'E!1 NO ~!fl 'P il, , 
and financial assistance in the form of matching @r.'I1iHS 61 l~alls from UH~. 
Legislature, private insurance carriers and other~IL.LiRO.the short tellll,"""'to 
keep physicians delivering babies in small COllllllunltles. 5L3 ijt(6 

. . 
The Council supports and commends existing maternal/child health programs 
whose goals are the prevention of low birthweight babies and early access 
to medical care. 

The Council supports and commends the reform recommended by the Montana 
Medical Association limiting the liability of doctors who participate in 
peer review. 

The Council supports and commends the intentions of the Nontana Medical 
Association to study the topic of state examination and certification of 
physicians practicing in Montana. 

The Council reco~"ends that there be full disclosure to patients of the 
risks, particularly in rural areas, regarding the availability of and 
access to obstetrical services. 

The Council extends its appreciation to all the organizations and 
individuals who contributed to the considerations of the Council, and 
especially to the Montana Medical Association and to Gerald (Gary) Neely. 
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I" iJ<alispell Ob-Gyn Associates, P .C. 

l 
l 'AN KIRKE NELSON, M.D. 
LJHN L. HEINE, M.D. 
ELLIS M. SOWELL, M.D. 

~. lPLOM"TS OF THE "MERICAN 
• LLEGE OF OBSTETRICS "NO 

ECOLOGY 

!" L Dear Senator Mazurek: 

( ( 

OBSTETRICS GYNECOLOGY INFERTILITY BILL NO ,Sd 9,/5 

March 6, 1989 

Today in Montana, one third of Montana's family practitioners have given up the practice 
1 of obstetrics, and access to care in many rural communities is becoming severely 
~limited. The reason for decreasing access to care is two fold. One, the high cost of 

liability insurance; and two, inadequate compensation from Medicaid for obstetrical 
services provided the medically indigent. As the cost of providing the service becomes 

. greater than the compensation for that service, the physician will terminate provision 
• of the service. 

The impact of that decreased access to care on patients, their families, communities, 
• and their hospitals, is obvious if the patient has to drive to another community for 

services • 

.. Representative Addy has introduced House Bill 11699 the "Patient Assured Compensation 
Fund", which hopefully will be passed to give relief from increasing liability premiums. 

Inadequate compensation by Medicaid for phYSician obstetrical services rendered is a 
.. major limitation to access to care. In 1987, there were 11,924 deliveries in Montana of 

which 3427 were Medicaid recipients, or approximately 29%. The majority of these, 2378, 
were unwed mothers, who accounted for the majority of the 673 low birth weight babies 

.. born in Montana (1987)--and at considerable cost to the Dept. of Social and 
Rehabilitative Services • 

.. You as a legislator have a major responsibility this year in providing for Medicaid 
funding. Presently, Montana eligibility for Medicaid recipients has been established at 
approximately 47% of the federal poverty level. Congress has mandated under OBRA that 
states raise by July 1, 1989 their qualifying levels to 75% of the federal poverty 

.. level, and by July 1, 1990 to 100% of federal poverty level. In Montana this 
translates, so far as obstetrical patients are concerned, to approximately 500 new 
mothers each year that will qualify as Medicaid recipients, bringing the total to 

.. approximately 4400 eligible recipients in 1990. 

... 
On your existing budget, you would have no choice but to reduce compensation for 
services, further limiting access to care • 

Senator Mazurek's Senate Bill 11445 is a means of funding and financing future Medicaid 
services without impacting the state general fund--in fact it will probably lessen the 

.. impact. Passage of Senate Bill 11445 would yield an additional $3,841,696.00 through a 
tobacco sales tax. The fact that these funds would be utilized for provision of care to 
the medically indigent would make those dollars eligible for a federal match, $7 for 

... every $3 raised, or approximately $l2,80~,000 that the state of Montana does not now 
have • 

... 
210 Sunny View Lane· Kalispell, Montana 59901 Telephone 406· 752·5252 
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Page Two 
March 6, 1989 
Re: Heu~e Bill #699 Senate Bill 11445 

SENATE TAXAnON 
EXHIBIT No._-=-:;;;::3:.---­
DATE '>1/Z/31 
BILL NO .56 'lfS 

It is appropriate for this source of revenue, from sale of cigarettes and tobacco 
products, to be used in this manner. The majority of all Medicaid obstetrical patients 
smoke 1 to 2 packs of cigarettes daily. The medical evidence is irrefutable that the 
use of tobacco in pregnancy increases prematurity, with low birth weight babies, and 
adverse fetal outcome, and at great cost to the Medicaid budget. 

Adequate compensation and decreasing the eligibility requirements for services rendered 
to the Medicaid obstetrical patient will increase accessibility to care, as physicians 
will be able to continue the practice of obstetrics and the provision of that care in 
rural areas--guaranteeing earlier patient access to care in their first trimester of 
pregnancy, with improved fetal outcome and decreased costs for premature care. Federal 
statistics support the fact that for every dollar spent in accessing care to the first 
trimester of pregnancy, that $3 will be saved for care of the premature infant. 

Presently in Montana, the neonatal death rate (fetal death rate in the first 28 days of 
life) is 4.6 per thousand deliveries---the lowest in the nation, second only to Nevada. 
This is an enviable record and one for which Montana should be proud. Certainly its 
physicians are proud. But do we maintain this enviable position if access is being 
limited. 

The cost of providing obstetrical care to an obstetrical patient in Montana, including 
the cost of liability insurance and office overhead is approximately $1000, with 
compensation from Medicaid $662, essentially unchanged since 1982. 

Montana physicians who continue to provide obstetrical care will provide that care 
whether or not they are compensated adequately or inadequately, to the private pay and 
Medicaid patient alike. It will be a rare physician who will discontinue seeing the 
Medicaid recipient, closing his practice to only those who can afford his services. Very 
honestly most physicians need every dollar of revenue from obstetrics that they can get 
to pay for their obstetrical liability insurance and office overhead. If that cost 
exceeds revenue, service to all is terminated, not just the Medicaid patient. 

The physicians in Montana providing obstetrical services support this bill and request 

YO~~~d~ 
Van Kirke Nelson, M.D. 
Past President Montana Medical Association 
Member--Governor Schwinden's Obstetrical Services 
Availability Advisory Council 
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Jilt tw ~ 9@'2' 
Medicaid Coverage for Low-Income Pregnant Women and C ~ dren: ~ 

. A State-by-5tate View 
~ 

(September 1988) 
*'" I 
i\'! 

Omnibus Budget ReconcUlatfon Act of 1986 OBRA '87 Highest Income EUgibUfty 
&l 
I 

Expanded 
Financial .~" 

L~ 

Expanded FinancIal ColJCrage ContInuous Couerage Pre!} Women I _____ _4' __ 

Eligibility Greater &. / nfa ilLs: Children Older 
Pregnant C/llldrcn Asset for than 100% oj % qf than One: ~ 
Women Older Test Pregnant Presumptive Federal Federal Federal 

State and /rifanlS Ihan One Walued Women Eligibility POLlen!J POlJert!l POLlerty~ ~ 

~ 

Alabama Yes No Yes Yes Yes No 100 15.4 i 
Alaska Yes No No No No No 100 77.4 
Artzona Yes Yes Yes Yes No No 100 51.7(100) 
Ark .. msas Yes Yes No Yes Yes No 100 33.3(1001 f"'~ 

California Yes No No No No No IM5 106.5 i Colorado No No No No No No 54.3 54.3 
ConnL"Clicut Yes No Yes Yes No No 100 91.4 
Delaware Yes No Yes Yes No No 100 40.0 :1,1 

DISl. Columbia Yes Yes Yes Yes No No 100 62.61100) I FlOrida Yes Ycs Yes Yes Yes Yes IB5 46.:1 (100) 
Georgia Yes Yes Yes No Yes No 100 44.1 (1001 
HawaII Yes No Yes Yes Yes No 100 53.3 
Idaho Yes No Yes No No No 6H 39.2 ,. 
Illinois Yes No Yes Yes Yes No 100 59.1 

'~ 

Indiana Yes No Yes Yes Yes No 50 33.0 I 
Iowa Yes Yes No No No Yc:s 150 65.5 (100) 
Kansas Yes Yes Yes No No No 100 59.4(100) 
Kentucky Yes Yes No Yes No Yes 125 34.51100) " 

i>. 
Louisiana Yes Ycs Yes Yes Yes No 100 33.3 (1001 * Maine Y"s Yes Yes Yes No Yt::; lli5 72.0 (1001 I 
Maryland Y,'s No Yes Yt:s Yes No 100 S:l.tI 
Massachusc:lIs Yl:S Yes Yes Yes Yt's Y&:S 1.,5 b-UJ (100) 

~ 
Michigan Yes Yes Yes Yes No Yes 1.,5 til:l.6 (1001 ~; 

Minnesota Y"s Yes Yes Yes Nu Yes ItI:, 01.5/l001 I Mississippi Yes Yes No Yes No Yes Itl5 ·17.4 (100) 
Missouri Yes Yes No Yes No No 1U0 ~.0(100) 
Montana No No Nu No Nu No 52.1 52.1 ~ 
Nebr..lska Yes Ycs Yes Yes Yes Nu 100 58.1 1100) ',-' 

2i 
Nevada No Nu No No No No 36.8 36.B I 
New Hampshire No No No No No No 60.3 m.3 
New Jerst',Y Yes Yes Yes Yes Yes No 100 69.!J (100) 
New Mc.1(lco \'cs Yt·s No Yes Yes No 100 33.3(1001 i Nl'wYork No Yes No No No No 8U H8 
North Carolina Yes Yes Yes Yes Yes No 100 45.21100) 
Nurth OakoL ... No No No No No No 56.1 58.6 
Ohio Y,'s No Yes Yes No No 100 39.0 
Oldahoma Yes Yes Yes Yes Nu No 100 40.01100) 
Oregon Yes Yes Yes Yes No No 1U0 68.311001 
Pennsylvania Yes Yes Yes No Yes No 100 5-1.H 11001 
Rhode Island Yes Yes Yes Yes No Yes l/.i5 81.7 (100) 
South Carolina Y"lI No Yt:s Yell No No 100 50.0 ~ South Dakota Yes Nu Yes Yes No No 100 31.7 I Tennessl.-c Yes Yes Yes Yes No No 100 45.5(100) 
Texas Yt"s Yes No Yes Yes No 100 31.611001 
Uwh Yes Yes Yes Yes Yes No 100 69.411001 
Vt"rmonl Yes Yes No Yes No Yes 185 76.51100) , 
VirginIa Yes No Yes Yes Nu No 100 100 ~ 
Washington Yes Yes No Yes No No 90 71.6 (901 j 
West Virginia Yes Y,'s Yes Yes No Yes 150 37.4 (100) 
Wisconsin Yest Nu No No Yes YL'S 120· 83.5 
Wyolllln~ Y"s Nu Yes Yes No No 100 46.5 

45 29 33 37 18 12 

• 100'X. st,lIe funded. 
3 Parenthetical flgurt's rc'prescnl Income ell~lblllty levels for newly covered young children. E.lch stale can scllhe lop age limit 
(betw,-cn ages one and elghtllhat It will cover. . 



;&#&£t:f;!#u~hl;·k.·~\.~~~7j~~,~~:~~.~it~5.'i!::.·~·~:~~;~;'~);~·,2~~~~>-.:/ .~; '~;~(."" ~:,' ... #~. .' : ..... : ,.~.~~:~::.::.~.~; ~':. ,,,'r):l~.~;>:~ 
;i ~/.f;/,.I(tffi:!JJf.f!'~tJ'j-;.- .. '" •• II ...... ·;l,,·.!yl+Kl:f.:..',-· ":-'.~~rY·I, ',1~1. r.'· St"IATE l~AftOtt :'*"'''A.'' 551S">::,;!jt, 
~~:~~ ); :·:i1r~;.;;'~~;" .~.;~~'-t~ r.:;. ~ ~ ;<,~,; ~~!~ ::~i~~" ~.' ,:. ; ...... '.' .. ' . '~ .:... ":' . ,..... 3 , ... ! ':n.~ S~)b· ... '_..' ~~i:~ 
··.r."tfr1!':f:~..(~; .. ~ -'~~i~·t)'-':"";'tf"':-.":/f;',:,",,!".-,,·:'.r::.;"~"''j:.v~":..J': .. - Table of R~·f~N~,~; .. , 'P. Y .. :Y"!!'I' o''' "':'.-~." 
I "rr ... ,.j-,'1~":.~ .... - ...... ""'.~~ •• ~.~ -;lo_"",", '!)" ~"., .. ~ .,' , ':" ...... ",,- (" 'I( '. J '/.rrl ..... '. ''','e,rl '.' '("'·l~·"~':'l~··"'·"'··'" -.... - ...... .: .' • • .... -. \ ~ L_:J "'_ . ", 

.. ' . " . '. , . • The iollowin~ :lrc rate:. ~lf st:lte ci~:lPc~U-f:lx~~ ,Scr ~lCl' :,f lW~l\ty 

1'\' . '~ " 

"" ~, ~; . ~ 
: '-.""" 

.. '~,. " 

, .'-

,. 

rettc:s exclusive of any local~t:lxes. for rlm\.:tiJl!U)sec the fo)1g",ili .. serm: 
m:lries. ." ~ 11 f:5 

State Rate State Rate 
Alabama .... 0. 0 .00 ••• o •• 0 • • •• 16.5¢ !-.lontana. .,........ . •...••.. 
.'.Iaska .... 0 ••••••• 0. ........... 16t :'\ebrasn ." ................. . 
Arizona, " ...... '" 15¢ :'\e\"ada .. , .... , ..........•... , 
Arkansu •••••••••••. ....••••• 21, A :'\ew Hampshire ............ .. 
California .0' •••••••••••••••••• ~:lT :'\ew Jersey .................. . 
Colorado ...................... 20t New Mexico ..... .. ...... .. 
lonnccticut ............. 2tlC ~C\\' York ...... , ........... , 
nebware .. . .. .. . . . .. .. 14¢ Xorlh Carolina •.............. , 
lJi!'trict of Columbia .......... I it :'\orth Dakota ................ . 
Flurida .. . . . . . • . . . . . . . . • . . . . . . 2~C Ohio . . ..•.......•............ 
Geor"ia ."...................... Ilt Oklahoma . . ................. . 
Hawaii .• , ..........•......... ~1I1i;" Ore~on ...•..•..•..•..... 
Idaho ," ....................•. ,. 18¢ l'ellnsy!Y:;nia .............. ' .. 
Illinois ......... . ............. 20, Rhode r~l;lt1l1 .. 
Indiana .. . .. ' .......•.... , .... 15.SC Suuth L.ft .iina ............. . 
Iowa ......•..........•...•.... .l4¢' South UakoC1 .........•.••... 
Kansas ........••.......••..... 24t Tennessee .................... , . 
Kentucky ....••.. . . . • . . . . . . . . . . JC' Texas. . • . . . . . . . . • . . . . . • .. . ..• 
Loui~iana ...•..•........•..... 1(1l Utah. . .. , ............•.....• 
Maine .,... . . . . . . . . . . . . . . . . . . .. 28C Vermont ..................... , . 
l.!aryland ...••..........•..... IJt· Vir~illia. . ..•. ... .. ........ .. 
Massachusetts ................. 26t' Washin~o~ ." .......•.....•... 
~fichigan .......... ............ 25C West \i Irglnla ................ . 
~Iinncsota ................ '" 3Rt Wisconsin .................. .. 
Mississippi .. ...•. . . . .... . . . . .. 18¢' Wyuminc... . . .. . . .. .,.... .. 
Missouri ...................... 13, 

[The nut pace is 5521.) 

'10_: Rat. ~II~ to 3lf on J"I), 1. 198!1. 
• HnwlIlI: 4~ nf "'/lnl('5'1I. prl<"e. 
• :'ollsslsslppt: It th. f.d.ral elgar.U. tall II 

rfduc:~. th. state rau ""1\1 be Increased by the 
amnunt of the fe<Jual tax reduc:tlon. 

• :-;"w J\'I"lO('Y: The Ih:ur" lnclud~"S a lurtll" 
It'\· ... d at the S:1Ole p,'!"e:ntlls:e u Ihe s.lles ta~ 
nntl '''''rd lin "\'t'ras:e whroluNle prtl't. 

• Trnncsaee: An additional O.OSt sx-r paclc 
ree Is Imposed on d.alers or dlstrltluturs. 

• Ktnlucky: Plus a ,_001 tall ueh pac:kall! ot 
cl::arttt.l. 

I !'tndo: The tax Is ndu~d t" 1~ per pac:k. 
errel', h·t Jlln. 1. 1989 • 

• :'olasallchuun.: Th. tax rnte I~ 1"~N'asC!d b~ 
Dny nmcunt by .... ·/ltc:h the f('(lerol e:.cis. ta" on 
ellarelttS Is less than 8 mil II. 

Slate Tn Gllide 

"UtAh: The tax rat. will be Inc:ruHd by 11'11 
'''m<!' am .. unt as an)' amnunl of reduction In th. 
r"""r:11 ".,C:lse la" nn cl,:ureurs. 

" :'o11\r"IAnd: Th., Ux I~ Incrt'M''I1 hy the Ynll! 
IImllunt II~ an~' fulu .... ,,"Iuetlnn below '.'1 lIt'r 
thnUI:1n" cl,""n'''" In the rrdt'ral r\t'I.e In. 011 

cl~3rtU.s (k.pul.d Jllnu"r~ 1. 1~.1 
" \Vlsco:>.ln: .\n :1d:1lt1nnlll la" nf 16t J!"r 

,."rk nr I\\'t'n'~' rlS:"r.UU Is Imposed minus tht: 
rederal ,ll:1lr("ue tn ... 

TobIe of Rotes 
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Cigarette Tax 

Rate: 

Amount 
of 

Revenue: 

TOBACCO TAXES 
fACT SHEET 

1982-83 12¢ per pack 
1984-88 16¢ per pack 

FY 82 
FY 83 
FY 84 
FY 85 
FY 86 
FY 87 
FY 88 

$11,233.044 
$10,580,701 
$11,929,453 
$12,984,626 
$12,469,883 
$12,157,915 
$11 ,430 ,657 

- 5.8% 
+12.7% 
+ 8.8% 
- 4.0% 
- 2.5% 
- 6.0% 

SENATE TAXATION ..... :.?:..~ 
EXH!BIT NO. 3 ~ .2 ";'. 
DATE ,.)/z/6i '4 

BIll NO. . Sc1 WSI 

Disposition (16-11-119 M.C.A.): 79.75% long-range building fund 
in the debt service fund 

20.25% long-range building program 
fund in the capital projects fund 

*Minus the expense of collecting all the 
taxes levied, imposed, and assessed. 

Tobacco Products Tax (Ex.: smokeless tobacco, chewing tobacco). 

Rate: 

Amount 
of 

Revenue: 

12.5% of the wholesale price to the wholesaler, except proaucts 
as may be shipped from Montana and destined for retail sale and 
consumption outside the State of Montana. 

FY 82 $519,448 
FY 83 $581,203 +11. 9% 
FY 84 $692,897 +19.2% 
FY 85 $650,793 - 6.0% 
FY 86 $669,932 - 2.9% 
FY 87 $720,332 + 7.5% 
FY 88 $773,440 + 7.3% 

Disposition (16-11-206 M.C.A.): 5% defrayment for collection and 
administrative expense. 

95% long-range building fund is 
the debt service fund. 

FY - Fiscal Year July 1 - June 30 (Example: July 1, 1987 -
June 30, 1988 - FY 88) 

NOTE: Prepared by Toni Jensen, Rocky ~ountain Tobacco Free Challenge, 
Montana Department of Health and Environmental Sciences. 

Source: Montana uepartment of Revenue 

TJ/vg-037a 
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Advisory council seeks cure . 
for state's obstetrical care crisis 
'Who's delivering the babies in rural Montana? 

Increasingly, the answer is nobody. It's not 
news that Montana is facing an obstetrical care 
crisis. Since 1986 the number of family prac­
titioners delivering babies in the state has 
dropped nearly in half, from 160 in 1986 to only 

. tIl in 1988. 

The number of ostetricians delivering babies has 
decreased too, from 42 in 1987 to :rl in 1988. The 
numbers tell a grim story. Nearly one quarter 
of Montana's 56 counties were without obs­
tetrical care in' 1988. Another 19 counties are 
expected to lose such service in the near future. 

Why? 

According to an advisory council appointed by 
Gov. Ted Schwinden to analyze the problem and 
present possible solutions there are three rea­
sons for the loss of obstetrical services. 

"Skyrocketing malpractice insurance rates. a 
variety of tort-related issues and inadequate 
Medicaid reimbursement rates," were the 
causes listed in the board's Nov. 2 report to 
Schwinden. 

What -can be done to ease the situation? 

The l~member council wasted little time in 
.getting down to the business of answering that 
question. 'Shart-term and long-term measures to 
encourage physiCians to maintain their obs­
tetrical practices, to ease the insurance avail­
ablity problem and to improve t~e medical/legal 
climate were suggested in the report. 

The Montana Medical Association will present a 
bill to the 51st Legislature that will restructure 
the way obstetrical services are paid for, cut-

ting insurance premiums by nearly 40 percent, 
according to Brian Zins, executive director of 
the MMA. The council endorsed that proposal 
and rejected a proposal by the Office of the 
State Auditor as being "too narrow in scope.­
.. (it).does not solve the problem on a short-term 
or long-term basis," the report stated. 

The state medical association's proposal, on the 
other hand, would provide quick and lasting 
relief for the obstetrical insurance crisis. 

"All we want to do is let the physcians practice 
medicine and provide services to the citizens of 
Montana," Zins said. The MMA's bill would do 
that by making obstetrical insurance affordable 
for the state's family practioners and obs­
tetricians. 

Medicaid also drew the council's attention. Sev­
eral changes in that program could ease the 
situation, according to the council's report. 
Among the suggested changes were raiSing the 
level of Medicaid reimbursement to doctors who 
deliver babies to $1,000 - the "break-even" 
amount for the doctor, extending the program:s 
eligibility cov~rage for pregnant women and 
expanding the prenatal and infant care educa­
tion programs. 

Those changes will cost money. The council 
suggested paying for the expanded Medi~aid 
services with a tax increase on tobacco products 
to be matched by federal funds. The funding 
issue merits further study. 

We join the Montana Medical Association in 
commending Schwinden and the board for their 
prompt and studied response to the medical 
insurance crisis. The Legislalure must act in a 
similar fashion. 
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A brief of the recommendations of the Obstetrical Services Availability Advisory Council was 

delivered to Governor Schwinden on September 30. The full report will be prepared by mid-October. 

BACKGROUND 

The Obstetrical Services Availability Advisory Council was appointed on March 11, 1988, by Governor 
Scwinden. The appointment of the Council was the result of a recommendation by the Insurance 
Subcommittee of the Governor's Council on Economic Development. The Insurance Subcommittee had 

.. been studying the obstetrical malpractice insurance crisis in Montana. Finding that the complexity of the 
situation made the crisis appear almost overwhelming, the subcommittee recommended the formation 
of a council whose charge would be to study in depth the factors contributing to the crisis . .. 

.. 

.. 

.. 

.. 

The Obstetrical Services Availability Advisory Council has 15 members, representing the medical and 
legal profession, the insurance industry, the legislature, and the public. 

The PURPOSE of the Council is to: 

(a) Examine the extent, causes and effects of the loss of obstetrical care in Montana; 

(b) Analyze possible short-term solutions, including but not limited to increased Medicaid 
reimbursement and, direct payments for a portion of malpractice premiums related to 
obstetrical care; 

(c) Analyze potential long-term solutions, including but not limited to those proposed by the 
Montana Medical Association and the State Auditor; and 

(d) Recommend, on or before September 30, 1988, preferred short·term and long-term 
solutions for submission to the 51st Legislature. 

The loss of access to obstetrical services in Montana is considered a crisis. The extent of the crisis is 
widespread and worsening, especially in rural areas; but urban areas are impacted as well. The causes of 
the crisis include the well-publicized problem of skyrocketing malpractice insurance rates, a variety of 
tort-related issues, and inadequate Medicaid reimbursement rates. The effects of the crisis are many, but 
combined, can be described as the loss of access to obstetrical care in Montana, especially in rural areas. 
Among the worst effects are a possible increase in the infant mortality rate, and the human costs and 
economic costs of maloccurrence, or bad outcome. 

COUNCIL RECOMMENDATIONS 

Having studied a variety of information, data, and viewpoints the members of the Obstetrical Services 
A vailability Advisory Council determined that the loss of access to obstetrical services in Montana is a 

- crisis, and that responsibilities for seeking solutions to the crisis must be assumed by state and local 
government, individual communities and organizations, and the private sector. Therefore, the Council 
recommends to the Governor of Montana, the following: -
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• Raise the level of Medicaid reimbursement to $1,000 which is approximately 80% of the industry 
average, and a "break even" figure for doctors delivering babies. 

• Adopt presumptive eligibility for early, effective prenatal care for Medicaid clients. 

• Expand outreach/education programs in prenatal and infant care. 

• Increase medicaid coverage to 150% of the poverty level for prenatal care. 

Regarding Funding Medicaid -

• In seeking a source of funding for increased Medicaid reimbursements the Council recognizes the 
strains on the state budget. 

• A significant number of medicaid mothers with complicated pregnancies (bad outcomes) use tobacco 
products. 

• Because of the correlation between problem pregnancies and tobacco use, the Council recommends 
that the best potential source of increased funding is a tobacco taxation increase to be matched 70/30 
by federal funds. 

Regarding Medical Malpractice Insurance Costs -

• Introduce legislation that immediately reduces medical liability insurance premiums for doctors that 
deliver babies. The alternative must be actuarially sound. with provisions for injury prevention in 
birth·related cases, and with provisions for eliminating the uncertainties of the current tort and 
insurance system. The proposal of the Montana Medical Association, published/dated June, 1988, 
seeks to secure the above provisions, and deserves careful consideration by the Legislature. The Infant 
Compensation Plan, proposed by the Office of the State Auditor, is too narrow in scope, and does not 
adequately address the needs, does not solve the problem on a short·term or long-term basis, and is not 
viable. 

• Ammend current law relating to periodic payment of future damages of $100,000 or more and make 
periodic payments mandatory in obstetrical cases. 

• The Council supports some of the reforms recommended by the Montana Medical Association, 
including limiting the liability of doctors who participate in peer review. 

Other -

• Consider alternative methods of insurance rate-setting. 

• Disclose fully the risks to patients in rural areas as to the availability of and access to obstetrical 
services. 

• Support the intentions of the Montana Medical Association to examine the topic of state examination 
and certification of physicians practicing in Montana. 

• Support exisiting maternaljchild health programs whose goals are the prevention of low birthweight 
babies and early access to medical care. 

• The Council recognizes that some small communities have devised creative, short-term solutions to 
encourage physicians who deliver babies to remain in those small communities, including, among 
others, paying a portion of the doctors liability insurance premiums, making the doctors employees of 
the community hospitals. The Council applauds those efforts and urges small communities, with the 
cooperation and financial assistance in the form of matching grants or loans from the legislature, 
private insurance carriers and others, to continue those efforts in the short·term to keep physicians 
delivering babies in those small communities_ 
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Governor Schwinden 

Cost Containment Council 

DISCUSSION PAPER NO.9 

Issue: Which, if any, alternative ways of financing Indigent Care could 
produce cost savings? 

The term "indigent care" refers to health care provided to people who are 
unable to pay for it. The reasons for this inability to pay are numerous: 
income below the poverty line; "medical indigency", in which income is below 
the poverty line after medical expenses are deducted; lack of medical insurance; 
insufficient insurance; catastrophic medical expenses. Society dictates that 
medical care must be provided for these people; medical care costs money -- the 
problem is determining the source of that money and any potential for cost 
savings. 

Discussion: 

Cost containment efforts must be approached cautiously where indigent 
care is concerned. Cutting back on services, or requiring use of unregulated 
alternative services, may result in development of more serious ailments. Any 
short-term savings could be swallowed up by long-term expenses. Cutting back 
on funding doesn't make the costs go away, although it will make them appear 
in someone else's pocket. 

Montana has a fairly liberal indigent care policy. Medicaid, a 
tax-supported system, is available for qualified indigent and medically indigent; 
Medicaid reimbursement falls short of actual costs, however. Health care 
providers are left with a residue of expenses which must be covered somehow, 
usually by shifting costs to patients able to pay. 

State and county medical assistance is available for qualifed persons who 
do not meet Medicaid requirements. For those unable to qualify for any other 
form of assistance, the hospital will still provide care and forgive all or part of 
the charges. For Montana hospitals, this means that fr9m 4.2% to 6% of net 
patient revenue is uncompensated, with the higher ratios occurring in 
financially distressed rural hospitals. Again, these costs must be paid 
somewhere and are shifted to self-paying consumers and third-party payers as 
a "sick tax. II 

The costs of providing indigent care, then, are borne in three ways: 
through taxation for Medicaid, state and county programs; through higher 
insurance premiums, deductibles and co-insurance payments necessitated by 
factoring in the "sick tax;" and through direct payment of the "sick tax" by 
self-paying patients. The costs must be paid, but is this the most equitable 
way to do it? I t is the able-to-pay hospital user who bears the brunt of 
subsidizing the indigent. 

The method of funding indigent care is one ;5sue; cost containment is 
another. I s there a way to provide care for these people without creating a 
"two-tiered" system which provides one level of care for the indigent and 
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another, higher-quality level for the able-to-pay? A Robert Wood Johnson 
foundation study (1982) showed that uninsured people were more likely to have 
a serious illness in the family that had caused major financial problems and were 
more likely to perceive themselves to be in poor health, yet were also more 
likely not to have seen a physician in the preceding 12 month period, to have 
postponed needed health care, and not to have a regular source of health care. 
The result is that preventative care is largely non-existent. Without a primary 
care physician, people frequently rely on an expensive hospital emergency room 
for treatment and prescription drugs. Children fail to receive well-child 
services; pregnant women do not get adequate pre-natal care and are more 
likely to deliver low-birth-weight babies. When these people finally seek 
medical care, they are more likely to need expensive inpatient care for 
untreated problems. Added to this are other health hazards associated with 
poverty; poor nutrition, environmental hazards, alcohol and drug abuse, 
domestic violence, crime, stress. Any attempt at reducing indigent care costs 
should consider and address the unique causes for high costs among this 
population. 

Financing Options: 

1. Recognize the existence and consequences of cost shifting, but 
continue to use it to finance indigent care. 

2. Finance indigent care through taxes (general revenue, special 
purpose, health care provider taxes, health insurance taxes, etc.). 

3. Institute an all-payer rate control system; perhaps a diagnosis-related 
grouping reimbursement system, with discounts for Medicare, 
Medicaid, and possibly large third party payers. 

Cost Containment Options; 

1. Compute public health department costs for preventative services. 
Contract with providers to provide pre-natal, neo-natal, well child 
services, etc. 

2. Promote availability of Medicaid-covered pre-natal care. Educate 
providers, eligible families, secondary school students on need for, 
and availability of, services. . 

3. Establish a health maintenance organization for indigent care and 
require membership of all eligible people. 

Staff Discussion; 

The Council must decide whether it wants to deal with the issue of how to 
most equitably fund indigent care, how best to reduce indigent care costs, or 
both. This is a complex issue, involving also long-term care concerns, rural 
hospitals, alternative delivery systems, alcohol and drugs and health promotion 
issues. Careful study is needed to make all the pieces of this puzzle fit 
together. 
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Work Session Participants: Anthony Well ever (Montana Hospital Association), 
Don Allen (Consultant), Mike Pichette (Governor1s Office), J. Dale Taliaferro 
(Health Planning and Resource Development Bureau), Lowell Uda (Medicaid 
Services), Steve Waldron (Mental Health Services, Inc., Helena), Gordon Morris 
(Montana Association of Counties), Charles Briggs (State Aging Coordinator) . 

.. Comments: Tom Ryan, Council Member: 

.. 

.. 

.. 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

IIFinancing options: Institute an all-payer rate control 
system - a DRG reimbursement system. Discounts would lead to a 
pass on (of costs) of sorts. Mandated charges would be my 
recommendation . 

Passing a sick tax would be one approach but it would not do 
anything for health cost containment. Competition has not been in 
evidence. It can only become a workable system when more of 
those capable of training are trained. II 
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GOVERNOR SCHWINOEN -----

I am pleased to present the formal report of the findings and 
recommendations of the OSAAC. 

For 6 months the Council worked to determine the extent and causes 
of the loss of adequate OB care in the state and, particularly, 
in its rural areas; The findings document that there are currently 
87 Family Practitioners delivering babies in Montana (down from 
160 in 1986) and 37 Obstetricians serving pregnant women, most 
of whom are concentrated in urban areas. 

The facts simply stated are: 

*Rural populations have declined while medical liability rates 
for all physicians have risen. 

*A physician delivering 20 babies in a small town pays the same 
liability premium as a similarly rated doctor in a larger area 
with 100-200 maternity patients a year. 

*Most doctors who continue to offer OB services in sparsely 
populated areas do so because it is one of the more enjoyable 
parts of their practice and a very necessary service in the 
community. Payment for care seldon1covers even the cost of 
liability insurance. 

WE FEEL that in the short term these doctors must be commended 
and encouraged to continue this service. The economies of 
these small towns and the future of their hospitals are greatly 
impacted by the loss of OB care. For this reason, as well as 
the overriding social concern for healthy mothers and healthy 
babies, the State of Montana has an obligation to become involved 
in assuring an adequate level of care. 

Our recommendations are NOT easy answers ••• there appears no 
"quick fix". 

Formal proposals were presented to us and ~ddressed. The Infant 
Compensation Fund proposed by the State Auditor appeared too narrow 
in scope and not to truly address the needs on either a short 
term or long term basis. 

The lengthy Montana Medical Association proposal. and particularly 
certain portions relating to peer review, disclosure of risk and 

• 
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mandatory periodic payment of future damages, merits consideration 
by the Legislature. Questions continue regarding the constitution­
ality of some provisions of the plan and the documentation of its 
actuarial soundness. These prevented the Council from endorsing 
the concept In it~report. 

THE BEST SHORT TERM AND LONG TERM SOLUTION WE HAVE FOUND IS IN 
THE LOWERING OF THE NUMBER OF HIGH RISK PREGNANCIES THROUGH 
MATERNAL EDUCATION AND ACCESSIBLE PRENATAL CARE. 

Montana's medicaid reimbursement rates are among the nation's 
lowest. The process of qualifying is lengthy and cumbersome. 
As a result, mothers-at-risk frequently receive little or late 
prenatal care and physicians are reluctant to treat them because 
of the high risk of "bad outcomes" and low level of reimburse­
ment. 

We recommend: 

*Raising the level of Medicaid reimbursement from $662 to $1000 
for a normal delivery. 
*Adoption of presumptive eligibility to insure early care. 
*Extension of coverage to those at 150% of poverty level. 
*And, most especially, expansion of education and outreach pro­
grams for prenatal and infant care. 

These only highlight our findings. We offer to work with you and 
the next Legislature toward their implementation. 

Thank you. 

, , 
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STATEMENT OF THE TOBACCO INSTITUTE IN OPPOSITION TO SENATE BILL 
445 

Mr. Chairman and Members of the Committee: 

My name is Jerome Anderson. I am an attorney with offices 

in Helena, Montana. I am a registered lobbyist for the Tobacco 

Institute and represent that group here today in opposition to 

senate Bill 445. 

The Tobacco Institute represents the tobacco industry 

generally before legislative bodies and governmental entities. 

It is funded by companies who produce and distribute various 

types of tobacco products in the united states. 

Before we get on to the specifics of our opposition to 

senate Bill 445, perhaps it would be well to discuss the history 

and present use of the cigarette tax. 

Montana's first cigarette tax was passed by the legislature 

in 1947. It was applied to cigarettes as a means of paying off 

bonds that were issued to finance the World War II Veterans 

Bonus. When those bonds were paid off, the tax was then used to 

finance the Korean War Veterans' Bonus. After further increases 

in the cigarette tax, and after the Veterans' Bonds were paid 

off, proceeds from the tax were earmarked for the state building 

program and today, the money is generally used for debt service. 

According to the Legislative Fiscal Analyst's Office, 

approximately 21% of the proceeds from the cigarette tax go into 

the Capitol Project's cash account and 79% go into the Long-Range 
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maintenance whic is 

paid for directly in cash. The 79% that goes to the Building 

Program Fund is, along with moneys from the personal income tax 

and from the corporate license tax, used for debt retirement for 

the Long-Range Building Program. It is a contradiction that 

cigarette tax and other tobacco products' tax revenues have been 

used to finance the construction of buildings within which the 

use of cigarettes and other tobacco products is either severely 

restricted or banned entirely. 

The last cigarette tax increase occurred in 1983. The 

moneys from that increase were used principally to finance a 

"greenhouse" at MSU at Bozeman. That was a 33%, 4 cent per pack, 

increase, and, consistently since that time, the tax paid sales 

of cigarettes in Montana have decreased. As a result, the 

revenues from those sales have severely decreased. The highest 

level of annual sales of cigarettes in Montana occurred in 1982, 

when 97.1 million tax paid sales of packages of cigarettes 

occurred. By fiscal year 1988, sales were down by 25.2% to 72.6 

million packs during that year. This decline in sales is nearly 

three times greater than the decline in national cigarette sales 

for the same period. We believe that the Montana tax increase, 

coupled with the increase in the federal tax in 1985, has had a 

significant affect on tax paid sales which has resulted in 

sUbstantial reductions in revenues to the state. The present tax 

on a package of twenty cigarettes in Montana is 16 cents state 

tax, and 16 cents federal tax, for a total of 32 cents per 

2 
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the weighted average price of a package of cigarettes before 

taxes. 

There are a number of bills now introduced calling for 

cigarette and other tobacco product tax increases. House Bill 

266 calls for a one cent per pack increase in tax and House Bill 

202 asks for a five cent per pack increase. House Bill 494 calls 

for doubling the other tobacco products tax from 12 1/2% to 25% 

of the wholesale price. We have truly become a target for all to 

shoot at. House Bill 266 and House Bill 494 have been tabled in 

the House Taxation committee. House Bill 202 calling for a 5 

cent increase and this bill, senate Bill 445, also calling for a 

5 cent increase, are still to be acted upon in committee. 

When a specific rate of tax reaches a saturation level, any 

increase in that tax becomes counterproductive. The level of 

saturation has been reached in Montana. Any further increase 

which tends to increase the rate of reduction of taxed sales of 

cigarettes could severely harm the amounts available for 

reduction of the present Long-Range Building debt structure and 

for moneys for the Capitol projects' cash account. We urge the 

Committee to carefully scrutinize the effects of proposed tax 

increases on the continuing capability of the provision of 

adequate moneys from this tax to take care of existing 

obligations in connection with the Long-Range Building Program 

which obligations are ongoing and which will continue for a 

number of years. 

3 
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As to S ena te Bi 11 445, the moneys to be der i 'fi1t.~ Nlfrom t'he 513911 
five cent per pack increase on a package of twenty cigarettes and 

from doubling the tax on other tobacco products is go directly to 

the General Fund for the purpose of increasing the Medicaid 

reimbursement for obstetrical services performed by physicians. 

The amount to be raised is approximately 3.7 million dollars- in 

fiscal year 1990 and 3.8 million dollars in fiscal year 1991. 

The medical fraternity is certainly assaulting this legislature 

with money requests for bail-out programs for doctors. In each 

case, the doctors want someone else to pay the bill. For 

instance, House Bill 699 is a bill introduced on behalf of the 

Montana Medical Association and Montana's obstetricians. That 

bill provides for the establishment of a fund to be used as a 

sort of malpractice fund to payoff malpractice claims against 

obstetricians. It is intended, as we understand it, to replace 

the need for malpractice insurance. Guess how that obligation is 

paid for. By a tax on all casualty insurance premiums. You may 

I 
I 
;I 
I 

I 
think that the insurance companies will assume that tax. If you I 
do, you don't think correctly. That tax, obviously, would be 

passed on to you and I who pay for car insurance, home liability, 

and fire insurance, and many other forms of casualty insurance 

coverage. In the case of this bill, the consumer again is hit 

wi th the tax increase. Remember, cigarettes don't pay taxes--

people do. If the doctors want payment for obstetrical care from 

some tax revenue source, let them tax themselves and tax their 

own facilities--hospitals, et al. When lawyers in this state 

needed a program to alleviate malpractice insurance costs, they 

4 
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arrange for someone else to pay the bill. Montana's lawyers put 

together their own program--at their own expense. That's what 

the doctors should do here. Pregnancy and tobacco products 

certainly seem to be unrelated. Tobacco products don't cause 

pregnancies. Why then should tobacco products pay for them. But 

the medical profession, the Lung Association, the Cancer Society, 

and the rest, call for the tax based on some social principal 

that makes it right and equitable to punish tobacco users by 

loading unfair and extreme sales taxes upon them. Yet the same 

action and attitude is not exhibited against the, by far, leading 

cause of death in the United States--Cardiovascular and heart 

disease--strokes and heart attacks. 

Where is a provision for a tax on meat and meat products, or 

on meat packers, leading sources of fats and cholesterol to pay 

for Medicaid obstetrical costs? 

Where is the provision for a tax on automobiles, leading 

sources of air pollution allegedly associated with lung cancer 

and respiratory problems to pay for Medicaid obstetrical costs? 

Where is the provision for a tax on dairy products which 

contain cholesterol to pay for Medicaid obstetrical costs? 

Where is the tax on timber harvests which produce the wood 

burned in homes and fireplaces which, in turn, severely impact 

the pristine air of Montana, in turn, causing alleged respiratory 

inflammations? Where is such a tax to pay Medicaid obstetrical 

costs? 

5 
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Where is the tax on other like products like aSb~~~~S, ~Mhil,t)4 

allegedly do physical harm to some members of the public? Why 

are not those products paying their fair share, if one there is? 

Those taxes are not being asked for because it would be 

unfair to tax those products individually just as it is unfair to 

select the cigarette and other tobacco products' taxes as the 

sole targets for this money. 

But even beyond the unfairness of this bill is the 

contradiction exhibited by this bill as compared to the members 

of the medical fraternity who support it. The contradiction 

exhibited by this bill that is the most difficult to justify, is 

the position that all of the medical and health sponsors of this 

legislation have placed themselves in. They come before this 

Committee and rail against tobacco products, trying to scare you 

into passing this legislation, making dire statements and 

predictions as to the mortality of a significant portion of our 

population. Yet they want to rely on revenues from these 

products to increase their average annual earnings. They are 

saying to you that they believe that the use of the products is 

extremely harmful to your health. Yet, on the other hand, they 

certainly want the products sold in great quantities so that the 

obstetricians get paid for their services. There is a word 

describing such contradictory activity on the part of 

individuals. I hesitate to use it here. It sounds much like the 

name of the oath that the members of the medical profession swear 

to when they become doctors. 

6 
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Higher and higher cigarette taxes in Montana hj~0~\r) ~e"jfi~)97 .~ 

in an ever-increasing rate of untaxed sales in this state. In 

1985, a study conducted by the Federal Advisory Commission on 

Intergovernmental Relations found that 17.2% of Montana's tobacco 

sales were untaxed sales on Indian reservations. We have reason 

to believe that that rate has increased to the level of 

approximately 21%. We have the highest percentage of such sales 

in the nat ion. In addition, people from Montana purchase 

cigarettes and other tobacco products from locations in wyoming 

as well as from federal installations in Montana where the tax 

may not be collected. Untaxed sales of tobacco products in this 

state are exacerbated by tax increases. 

We truly believe enough is enough. There has been enough 

discrimination, enough harassment, enough control, enough 

legislation, enough censorship, and enough taxation with regard 

to the use of tobacco products in the united states and in 

Montana. A national poll conducted in the latter part of 1988 

showed that most Americans do not support an increase in the 

cigarette excise tax. In fact, 53% said that they believe that 

excise taxes--amounting to about one-third of the price of a pack 

of cigarettes--should stay the same (38%) or be significantly 

reduced (15%). People in the united states have apparently not 

lost their sense of fair play and are now realizing that the rate 

of tax is about all that the traffic will bear. 

The average income of a doctor in the United States is in 

excess of $130,000 per year. We ask you to bear this in mind 

when you vote on this bill which is designed to not only protect 
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existing fees but to increase the fee 

obstetricians. Why should the obstetricians only bite 30% of the 

population for payment of their fees? If the use of the proposed 

funding is for the common good in Montana, then let's all pay the 

bill. 

If the obstetricians feel that Medicaid reimbursement 

requires additional funding, let them go to the Appropriations 

committee and get it like everyone else does. We urge you to 

protect the existing debt retirement funding structure and vote 

"Do Not Pass" on this bill. 

Respectfully submitted, 

~~. 
Jerome Anderson 
Representing the Tobacco Institute 
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11)bacco in Montana !~~~ ~T£.;~W_n-,,~~., __ ' ~~_:~_ ... ~.,..~ '.~ 
D.c.-iT. . .317J! 1 .. ~.' 

.. 
Rooted in History 

T LewIs ana Clark expeaition crossed tne Contl-
'ert Divloe n"ar oresent-day Butte In August 1805 
:,~me ia:~-to-face 'N!tn 60 mcunted warriors. The 
. 'Olorers r~:::r:eo for :ooacco a"d a Olpe to commu­

., c'~ the'r ceaceful !nt"ntlons aetore smoKing. l.~WIS 
::r( ,n hiS :C'~rf"\al the ind:ans sat!n a CIrcle and pt.;lled 
')If lill=ir mcccasins. a customnd!Catlng , a sacred 
)oligatlon 0: Sincerity' 

.. 
Plting Taxes to Benefit 
All Montanans 

ltlonally and In most states. tobacco IS more neav­
'Iyl.xed tnan any consumer oroduct In fiscal year 
1 'JFJ7. more tnan $9.7 billion In excise taxes on c:ga­
-ettes and otner (ooacco oroducts was pumoea into 
'e· (al. state and local ceiters This tax money nelps 
:;c: tor e'/ervtn!ng from vccatlonal training to PUOIIC 
~,es 

,n fiscal 1987. t~.e U S i-easury received 16 cents 
for .. very oaCK of cigarettes sold In Montana. The state 
cc :cted anotner 16 cents In excise tax per pacK. 

... ontana also Imooses excises on other tobacco 
oroducts In fiscal 1987 tnese netted tne state 
i720.332 

-

-
-

The Tobacco Institute 
1 5446 Bel-Red Road 
SUite 360 
Redmond, WA 98052 
206/885-7111 

Fur traders and orospectors followeo and snortly 
tnere were ready marKets for [ooacco goods at tne first 
traoing posts and settlements 

Althougn Americas first commercial crop is not 
grown In Montana. ousy wholesale and retail tobacco 
operations In the state nave long been dynamiC eco­
nomiC forces. 

Growing Through the Economy 
of the Big Sky Country 

A study oy Chase Econometrics, puollshed in 1985 . 
examined the contrioutlon of tobacco In 1983 to tne 
national economy and the eCO:1omes of 50 states 

One Chase finding demonstrates the magn:tude of 
the golden leaf's effect on the state s economy. An esti­
mated 1 6 cercent of all Montana s orlvate sector JOOS 
are relatea '0 to::Jacco That 5 ['1e eO'J:vaient of O'le ''1 

every 62 ,ODS 01 ali ~'nds 
,Almost a third of theSe 100S are d!'ectly relatea to 

tobacco InCustry aCtivity The rest result from multplier 
or ripple effects as tooacco worKers. thelf emoioyers 

2.'1a essen.t'a. I sUPol!ers speno OOllarvpr )'trf l:.0 3e'­
'/,ees SI'othe~'ndlJstrieS n',~~cffi~YS!~-S 
support aaoltlO:1al laOS that generate omer,nccmes a~c 
spending flows. 

,cor instance. C~ase traced the effect of tObacco 
worKer spenaing on demand for the baSICS. sucn as 
Musing. cars. food and clothing. whose consumotiO'1 
n IUr'1 leads to a ::Jroad range of demands for ''1:er­
mediate gOOdS Chase found Montana. 44th state ,n 
pooulation. d:sorooortionately high among states :'1 

induced effects on employment in mining. prlmar'lv O:i 
and natural gas. :n agr:culture. In constructio'1 and '1 

wholesale and retail trade. In lust tne four sec:ers 
tooacco emoioyee doilars suoported 2.111 laDS. ,y,t'1 
more than 531.1 nnilion In wages and benefits ine 
"ducea effect In ail sectors was 3.317 jobs ana more 

t'1an 553 7 .,.,'1110'1 i'1 comoensation 
,'1 all. tooaceo sa'es and the emoloyee oavc,nee,s 

of !ooaeeo cO~:Ja'l'es ana !he'r sucollers gene'a::':: 
or SlJoponea 4.929 JOOS and some S78 9 rn 'I o~ ~ 

,'lCOnnes !n Montana ,'1 1983. The JOO figure's eo'_a' 
to more lnan naif tne entire pooulation of Miles ~:v 

Cigarette Tax 
Facts FY 1988 

1983 Tobacco Employment and Income Contributions 
to the Economy of Montana 

Federal tax 
State tax 
Total taxes per oacK 

Cigarette Sales & Taxes 
FY 1987 

Packs sold 76.700.000 
State tax net 

collection $11.999.000 
Federal tax 

collection $12.272.000 
Weighted avg. pnce 

per oack 11S.3¢ 
Taxes as percent of avg. 

pnce before taxes 38% 

Industry & Suppliers 

Wholesaling 
Jobs 
Income 

Retailinglvenaing 
Jobs 
Income 

Tobacco Industry 
Suppliers 
Jobs 
Income 

Induced by 
Employee Spending 
Jobs 
Income 

163 
53.518.830 

-OQ 
0 __ 

57692.970 

751 
514.023.700 

3,317 
$53.653.400 

Total Tobacco­
related Effects 
Jobs 
Income 

4.929 
578.888.SCC 

All JOO numoers reoresent full-Iu,.,e eowvale'" 
ef'T1010vment as calcUiatea cv Cnase EC010· 
rYlP.triCS The concect tends to uncerSlale !n~ 
numCer ot oersons emOlovea oecause sorre 
~ooacco emotovmenr IS seasonal "eOUIf:"c 
cart·tlme workers Manv Incflv,OUalS In O'strrou· 
lion ano retailing are also Involvea wltn oroa· 
ucts omer than locaceQ. 

All tax aata are for Ine "lear enOlno June 30 
1987 exceot averaqe retail once. taxes as a 
cereent at ore-tax averaqe retail once ana :ne 
sales lax rate. wnlC~ are as at Naverr:oer 1 
1987 

Sources: Ch3se Econometflcs The Economic Imoac! at the Tobacco 
!"dustrv en Ine unltea States Eccnomv In 1'383. 150 Monument Roae. 
8ala C ... .,wvQ PA t<)004 

;r~ rooacco institute The Tax Buraen on Tooacco. Val 22.1987 1875 
! Slreet NW Wasnlnatan. DC 2C006 

4uqust t986 
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March 6, 1989 

TO: Senate Taxation Committee 

FROM: Dennis E. Winters, Partner 
Montana Market Development Company 

RE: Senate Bill #445 

Mr. Chairman and Members of the Committee 

SENATE TAXATION . '-. ... ~t#.-/ 
E~HfBIT NO. 7 P 11-'-f 
D\rr:~_ ~!zg9 'c~ 

2t un ,Sc) ~/l/C; 

My name is Dennis Winters. I am a partner in Montana Market 
Development, the only firm in Montana that makes its living on 
the improvement of Montana's economic conditions. We have 
worked with clients in Montana's urban and rural areas: with 
Butte/Silver Bow on economic development strategic planning; and 
with the Department of Natural Resources and Conservation to 
create ways in which rural areas can deal with some of the 
negative conditions affecting the survival of their towns. 

I. Why Excise Taxes 

The problem with earmarking of funds, especially in so-called 
"sin tax" areas is that people feel there is no negative trade 
off when a tax is placed upon cigarettes, liquor, beer, or even 
gasoline. 

Many people will say, we are only 33rd in the nation in the 
application of cigarette tax or beer tax or whatever. 

All of these arguments seem logical only when the current 
economic context of Montana is not taken into account. 

I. Montana is rapidly fulfilling the prophecy of becoming the 
nEmpty Quarter n economically in the US. 

II. Bulk Commodities •••• 

III. Manufacturing .•• 

Results: 

IV. Decline in Agriculture, Lumber, Minerals (except for recent 
boomlet) 

V. Decline in population, change in age of population 

VI. Decline in personal income 

VII. Decline in taxable income, decline in land values 

MONTANA MARKET DEVELOPMENT COMPANY 
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When you fook at the so-called "Sin Products," we see a decline 
in sales: 

- Cigarette sales will decline by 6 million packs, or 9% 

- Liquor sales will decline by 14% 

- Beer consumption will increase by only 900,000 barrels 

- Wine sales will decline by 400,000 liters. 

At the same time, we see a growing dependence on establishments 
that sell products that are getting hit with excise taxes. 

What does all this mean? 

1. Many of our rural towns have dwindled to the very 
places that depend on beer, wine, Cigarette Sales1 

2. We are 47th in growth in personal income1 that means 
this 5 cents tax will hit Montana harder than all 
States but two ••• 

According to Citizens for Tax Justice: 

"Tobacco taxes comprise .5% of the income from the 
lowest quintal of Montana residents, while only .1% 
from the highest. The 500% difference between poor and 
rich distinguishes this as one of the most regressive 
taxes in the u.S. In other words, in Montana, tobacco 
taxes take 5 times the amount in income from poor 
people as from the rich." 

In 1986, alone, the State collected over 25.9 million 
in cigarette taxes--that's equal to over 1/2 of 
expenditures in Health Programs in the State. 

3. Our changing demography is already showing strong 
negative impacts on these products and on the 
businesses that retail and wholesale them. We will 
retard the job growth in these two sectors if we 
continue to attack the sales base - especially in light 
of the severe drop in personal income. 

~'~itr\I\ll Governor's Revenue Estimating Council 1988 

MONTANA MARKET DEVELOPMENT COMPANY 
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so ••• THERE IS A TRADE-OFF; A VOTE FOR THIS BILL OR THE HOUSE 
BILL THAT INTENDS TO DO THE SAME THING WILL BE VOTING FOR A 
DECLINE OF THE RETAIL AND WHOLESALE SECTOR AND, AT THE SAME TIME, 
WILL BE PENALIZING THE PEOPLE IN MONTANA WHO ARE POOR BECAUSE OF 
MACRO-ECONOMIC CHANGES OUT OF THEIR CONTROL. 

THE STATE DOES NEED MORE FOR MEDICARE AND MORE FOR VETERANS­
BUT, WE MUST FIND A WAY THAT DOESN'T HURT THE SMALL TOWNS, LOW 
INCOME PEOPLE AND ONE OF THE FEW GROWING INDUSTRIES WE HAVE. 

Wine, beer, cigarette sales are significant component of 
wholesale/retail trade. 

Sales of these products are declining, or at best remaining 
relatively stagnant. 

Increased prices contribute to declining sales, since wine, beer 
and cigarette products are price inelastic. 

MONTANA MARKET DEVELOPMENT COMPANY 
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Why Excise Taxes? 

• They are "Hidden Taxes" 
People often don't know they're paying them as they buy their 
gas, purchase tires, buy a beer, make a long distance call 

• They are nPainlessll 

People won't mind paying a few penr».s with- eacft, purchase 

• They are !ISin Taxesll or IILuxury Taxesll 

They discourage consumption of ubad- things Re,. dgaI·ettes 
or alcoholic beverages; they're things we can live wilhout,. _. 
air travel or 'ong distance calls; they're things we can 
substitute, like taking a bus instead of driving our cars 
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EXHiolT NO. 7 '=1" ~ . 
?/7!r!,·t l)f\TE __ ..:..~ ..... _~_....,;L.t..!:.;;;;C>~L __ 

Bil L NO. .5/1 ~ 1i$­

Expagsio.a o.f W&rlid Trade in Agricultural Commodities 
Duriag 198Q.'s Has Been Concentrated in High-Value Products 

...................................................................................................................... 

S15: EiZ. 

m( _p •.. l _M 3&Uk 

~~------~------~------~------~------~------~------~i 
72 74 76 78 80 s: 86 

Calendar Years 

Growth in \\-'orld Trade Greatest in Processed Products 

Procnsed Products 26 

Feedmiffs 

- LO 

~(c.flliu} - 0.9 

Animals 11: Produc:s - 0.8 

Vegerabit Oils - 0.8 

Pulses • 0.2 

... . ---
--~ ., -- -I o 1 

.., 

.At..,. AMInI Growth r98{\-B6 (Million MT) 

Desk Refe~nce G~ - 9 
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Nonmetro Manufacturing-Dependent Ccun!ies 

Although manufacturing has shiftec away 7icm tre Ncrtheast 
and Midwest during the last two decaces. the Micwes~ still 
accounts for a third of manufacturina-·:ecencent C8U nties. .... . 

-
1 ~ I 

Tne 678 nonr.1etro manufacturing-dependent cour~tjes are ~hcse wrere 
manufac!uring contributed at least 30 percent to ear:ilrigs in j 979. 

, 
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Net Miaraticn tTTect, 1870-1 S87 
v 

i 

t57C-7g:a -

l 
1 
"1 
i 
I 

l:€:s -j 

i 
lir:s -

198C-i987 

~------------------~. 
-72.900 

-1S.;CC I 
, ... ~ ....... 

-" ___ w'. -

"C: .~. I _, 1:/' --, ........ 
.. - .... cc -:~.w : 

- -=0 "cr- -w .w .., • 

•• "'P c:J1'('t 
.l':'_~~ 

I 
I 
i 
I 

i 

i 
~, ------.----.----~------.--.----------------.--~ 

~" ... "' .... Q _, I'.) 1'1 
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Scurcss: U.S. EL~ecu of the Census, MT 
Census & Econc;"ic Information Ce~fer 
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Grul'"'\; r:J~ . -- ~ -, 1980-2000 

1980 

2000 

i. l::.C:= 
~============~ 

o : 00.000 200,000 

- '- - -..- = \. .:. ............ _ ,...;0::: _ 1 __ • ..,) 
-.-. . " ---: 5- ~ 7 Yec~s -'-' 

2E2.000 

::e.c::c 

300,00 

18-24 Years 

~:: Yec~s & Older 

I: ,­
:! ......... ___ . • . .-J • 3ure:::u of the Census 

Fig u re ..;.... . 
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SEKATE TAXATlON .. ".~-':,:~ 

EXHIBIT NO Z f' I~ 
D\ TL_ 3,1Z1£? 
(.Li ~\O S/j ~.f:7 I 

Counties' tax breakdo·wn i 
HELENA (AP) Here is a 

:~urity-by-county list of changes 
n taxaoie vaiua!icns from 1987 to 
1988. The first numcer is - the 
:!iange in conar value and the 
second numcer shows the differ­
en cs as a percent. The thirc:: 
number shows the percent change 
~Tom 1986 to 1988. 
C;tiy $ Clf!. 87-38 86-a8 

~ke-
:. ='.vls-C!rk 
T •• 
J...~cer:)· 

:'::~coln 
:tlc~one 
~ladisOD 
~!eagi'le!" 
~Iine!'3l 
~nssoWa 
)lI"ssTcbeU 
~k 

Beaverhead 
Big'H<>m 
plaine . 
Broadwa.ter 

-$180,666 -1~ 
-$8.5 million -7.50 

?eL."'Ole'J.m 
+O.OS Phillips: , . .::: -

1 

~arbon 
r~--Q'" ":"-.............. 

C·"CU·~-::'· ... .. .... _ ... 

-~.5 mill. -i.6= 
-$2.20,652 -1.9-

. ~~... "'1' ~w.L.~ roll wn 

-3:.9 r::ill:cn 

S .. 3 ..•. 
~".1 .... -~. . ............... c ... -7.5 

-~ ... ~-' ?ondera: 
-2S~5 Powdr Rivr 

-2.4 Powe!1 

• 0 .. -. " . .... .... -
-!...;..~ 

-~.J 

- . :...:CSeve!.: 
~:se!:t;d 

pee!" Locge -$:02,3.57 -Z.': ...0.:" Sllve!" Bow 
Fallon +S5.3 mill:on +8.6 ~.:" St:ilwate!" 

'~tE-=-e:.:l!'~i'~t!S!::t-___ ---:-:.lI!$OO::.c" '"\oLol ...... 54..c= .. .9 ____ ..;;;;-3 ...... :!'--.---:-:;.w5:...;.3.l-S W~! G rss 
F:at."lead -S5i 6, S94 415 -i.5 Te~cn 
J all .~. -001 ;.. a!'1.n -...,.1 millif:m. -1.& ';.3-.lr e 
·arfie!d -$470,081 -6..5 -3O.S Trea.c::ure 
.. lacier +~L8 million +6.0 -29.4 Valley 
.. olden Vlv 'T ~1;.eatJand r ..... :....::::.!.~!.L..~:...-_--...::.:ILi.I.tAuJ..t.W'"--__ ~""----=:.I..oI...~ ~'C" •• : '00' ~ 

pra.Tlite -$713,274 -9.3 + 13.l'" ~ 
Ir..'l. ".1'11 .: -21.0 v ... ellowstn r. -~.3 million -12.8 _ 

·Je!fe'f" ... _~on + •.• C:Q"~o +23 "i6~ Total 
. 
i 

I 
I , 
\. 

~--'-~ . """,.:,-.(. '-.y . 
, ; ! . i. ~ i . 

• r;'68'O 920 
.~ ":l;.Q. 
~ . ..., .." 

·.~CM 
-S;~.963 

_7 0 -. 
_i 0 .. 

.~ 0 '11' "1 ~ -~ ..... ml Ion • .:. __ 
-S49'i,625 -5..5 

_~ 4~ O~... -1.7 
~~ ._4 

-S'223 .. 7'00 -2.3 
-S833,139 -9.7' 

. -11.3: rm.j.libiem 
-$.1.1,78& 

-1.1 
-"-" 'J.t.#-

-$, ':'550 -1.2 
+ $544...34l ..;-~ :;. 

+3188.574 +0.5 
-~.m -].2-. ~~"""'AI . -..,. 
~~ .. J~'" ~~._ 

-$1. i rmillion -13. j 
-S623.003 -12.5 

-s:..;4 . .: .. ~ - ~.= =.:illen ...... -- . . ..,.w 

. '" _. . _.OJ 
..... ). ~.~1: I -

-)J.I .... ~on -:.~ 

~ ~~"r.r .. _~ ",,4 ~_.,. -,-. I~ -.-

-~2A 
'" -_.-. " - ' •• oJ 

_'0 , --. 
.... 0.: 
... 4 "\ _ '..,. -4 w .... _ .... '" _.-. <l _ .... 

• '" --.-
~= ,. 

-""",.:) 

~ SO-=..5 =11 Q ..;. ~ ~.1 ..;. = ,0 

I 

I 
I 
I 

• ,.., • ., . ......... • w. 

+ S":78.487 + 4.3 + ';.8 I 
~n~ .,,,... ~_~, - 1'\ 
-~,~ -!'- -;).:: 
... ., millie - 0 16· .... 
~~-;- milli~~ :3:S :30:~ I 
-$7 24,.958 :14.1 -17.1 
-~.9 million -!!:~ -31.2 I 
-3418.94.9 -;).-' -1.5 

+$:.5 million +17.5 -Zi.O I 
-$17.2 million -7 . .5 -5. j 

-s!a.s milDcn -2.9 -15.8 
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m· .. 3t:S:~SS ~S':')$L:SHME~S !~ ~r.~ 
~7 :~US~7 :CR 1985, 1~e5 ~~ l~Si 

M!:S:NG 
CONSTRt:C"'::ON 
M>..'1U?";.c:"..m:~ 
TR,;\NS? , ~MM. , 

E!.EC. , c;;.s 
':'P.AD~: WS~ II R'!'!.. 
F:~~a,IN~ 

& REA!. ES7A~ 
sz~V!as 

"'NONC:.ASS!F:AJ3LE 
ES':'AELISHME~S 

70 

206 

201 
1103 

184 
l084 

293 

;.0% 
1.8% 

14.0% 
5.4% 

... ceo: ___ 'oJ 

90 
51 

4:9 
20: 

5.3% 202 
2.9.:% 112.4 

4.9% 179 
2.8.6% 1017 

7.7% 249 

% 

1.4% 
11.8% 

5.7% 

:987 

9'6-
60 

388 
193 

5.7% 178 
~l.a% 952 

5.1% 159 
28.8% 1133 

7.1% 262 

o. 
-.~ 

z. S··!; 
1. a% 

11.3% 
~.6% 

5.2% 
21." 

4.6% 
JJ.I% 

7.7% 
-------------------------------------------------------------
STAT:: TOTAL 3785 100.0% 3531 100.0% 3421 100.0% 
-------------------------------------------------------------
·T~E NEW aus=mss TALLY DOES INC:"UCE SUCCESSORS TO AC':'!VE 
i\C~OUNTS (AN ZSTAaI.!SHr.:D BUS!NESS W-rTH A NE"W OWNE·R). 

,. SOME NEW EN'!.'S'RPltI5ZS DC NOT IDEN'rnY ~. :SU~ESS: ACTJ:Vl:TY 
WHEN REG!~lUNG W!:m TEE UNEMPI.O?lIfBNT INStnUrnCl:.. PROGRAM. 
EVENTUALl.V 7JmSE BUSINESSES AU P'L}tCR!)' tm'Omr 1{ PROPER' 
INDUSTRY CODE. -" 

-~----------------------------------------------------------------------------~ 
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Excise Taxes are Regressive Taxes 

Regressive taxes take more money out of the pockets of 
people who have lower incomes. 

Progressive taxes take money out of your pocket in 
proportion to what you earn. 

ACCORI)tNG TO THE CONGRESSIONAL BUDGET OFFICE,. 
A FAun.V EARNING $5,000 A YEAR OR LESS PAYS AN 
EFFEC1'JVE TAX RATE 15 TIMES GREATER THAN A FAMILY 
EARNING S50!OOO - ON FEDERAL EXCISE TAXES ALONE. 



WITNESS STATtMENT 

NAME Thomas W. (Tom) Maddox SENATE 445 __ ---------___________ BILL NO. 

ADDRESS P. O. Box 1 2 3, Helena MT 59624 DATE 03/07/89 

WHOM DO YOU REPRESENT? The Montana ASSOCiation of Tobacco and Candy 

Distr~ pZ<::? AMEND SUPPORT 

PLEASE LEAVE PREPARED STATEMENT WITH SECRETARY. 

Comments: 

Page: 

1 

2 

3 
4 
4 

5 

7 
8 
9 

10 
11 

12 
13 
14 

14 

15 

INDEX TO WITNESS' STATEMENT 

Subjects: 

Montana Association of Tobacco and Candy Distributors Inc. 
identification, description. Position: Opposed to SB445 

Chart showing sales of Montana - taxed cigarettes have plunged 
to an all-time low. Figures from Department of Revenue 

History of tobacco in Montana Territory and State - Economic 
impact. Tobacco taxpayers benefit all Montanans. 
Tobacco Employment and Income contributions to Economy of Montana 

Montana is a poor "target" for taxing cigarettes and other tobacco. 

Each one cent of tax yielding a smaller return for state. 

Comments on fiscal note re: noncigarette tobacco tax 
Comments on fiscal note re: cigarette tax; social impact adverse 
Breakdown on cost components of noncigarette tobacco products 
Cigarettes and impact on lower income people 

How pregnant woman may qualify for prenatal, delivery, postnatal care 
How is $175 million program for qualified persons funded? 
More on administrative detail. 

Opponents' position: ALL TAXPAYERS should continue funding 
- NOT just the minority who enjoy tobacco products. 

Cartoon, edited for application to current adverse business legislation 

Printed testimony attached for reference. 



SENATE TAXATION 

EXHIBIT NO. g \'5 I 
DATE. ,-~!z,/6f 
B.LL NO... >6 tj*,~ 

This statement is presented on behalf of a n association founded in 1949. 

Members are Montana family-owned small, independent businesses. 

They and their employees comprise a lifeline of essential products to retail 

stores in some 200 communities. Members of the Montana Association of 

the Montana Association of Tobacco and Candy Distributors are licensed by the 

state of Montana. They are cnarged with PREPA YING the state and federal 

taxes on cigarettes and other tobacco products before delivery to retail stores 

and vendors. These small businessmen and women are important 

partners with the state in the tobacco business. The state of course, as the 

"managing partner," enjoys ~ far the greatest benefit in dollars. The state 

I 
I 
I 
I 
I 
I 
I 
I 
.:·.'1 
I 

gets as much as $2 carton of cigarettes, and the wholesaler perhaps one-fourth· I 
as much. However, we understand that the state's overhead is greater. 

Seriously, the state recognized the importance of wholesalers in a formal way. 

In the preamble of codes, ( 16 -10-102 ) it states in part that the state shall 

(quote) "stabilize the sale of cigarettes and maximize and protect the state 

revenues from this source. " 

I 
I 
I 

Our purpose here is to oppose SB445. When you have weighed the testim0nl 

we hope that a majority will vote that SB445 DO NOT PA SSe 

---./- -

I 
I 
I 
I 
I 
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SENATE TAXATION 
EXHIBIT NO_ ,{ p.::> 
DATE.. ,3/? J("tJ 
8'U NO_ sed /;/~5= 

T 0 B Ace 0 I N M 0 N TAN A 

looted ln Hi.tory 

The Lewi. and Clark expedition cro.led the Continental Divide 
near pre •• ~t-day Butt. in Auau.t 1805 and came faceMeo-face 
with 60 mounted warrior.. The explor.r. r.ached for tobacco 
and· & pipe to communicate thetr peaceful intention.. Before 
.mokina, Lewi. wrote 1n hi. journal, the Indian •• at in a 
clrcl. and pulled off their moccaslnl, a cu.tom indic.tina "a 
.acred oblla.tion of .l~cerity". 

Fur trad'.r. and prospector. followed and .hortly th.re w.r. 
ready markets for tobacco loodl at the first tradina po.t. 
and ',ettlement •• 

AlthouSh America'. first commercial crop 1. not grown 1n 
Montana, bu.y whole·sale and r.tail tobacco operation. in the 
Itate have lonl been dynamic economic forcl'. 

Crovlna Tbroulh the Economy 
of the Bl, Sky Country 

A .tudy by Cha.e Econometric., publiahed in 1985. examined 
the contribution of tobacco in 1983 to the national .conomy 
,and the eCDnomle. of SO .tate •• 

One Chaae findlnl demon.tratea the masnitude of the aolden 
leaf'. effect on the .tat.'. econollY. An .'timated 1.6 
percent of all Montana'. prlvate .ector job. are related to 
tobacco. That'~ the equivalent of one in every 62 job. of 
all kind •• 

Almoet a third of these job. are directly related to tobacco 
induatryactivity. The're.t r •• ult from the multiplier or 
ripple effect al tobacco work.r., theil" employer. and 
.I.ential aupplier. Ipend th.ir dollar. for ,oodl and 
.ervlce. of other induatriea. Th •• e tobacco dollar. thu. 
lupport additional job. that a.nerate other income. and 
.pendina flows -- because Montanan. enjoy America'. tobaceo. 

For in.tancl. Cha.e traced the effect ot tobacco worker 
.pendlna on demand for the balic., lueh a. hou.in,. earl, 
food and clothin" who.e con.umptlon in turn leade to a broad 
rani. of demand. for intermed1ate lood.. Chale found 
Montana, 44th .tate in population, dtlproportionately hiah 
amon, .tate. in induced effect, on employment in minina, 
primarily oil and natural ,.a, in aaricultur., in 
con.tructlon and in wholeaale and retall trade. In ju.t the 
four •• ctora, tobacco employee dollar. lupported 2,111 job., 
with more than $31.1 million in wa,e' and b.nefits. The 

-- 3--
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induced effect in all .ectors was 3,317 job. and more than 
$~3.656 million in compensation. 

In all, tobacco lale. and the paychecks of tobacco compani.s 
and their lupplier. generated or .upported 4,929 job. and 
.~e $78.9 million in income. in Montana in 1983. The job 
fl,ure il equal to more than half the entire poulation of 
Kll •• City. 

Pa11nl ~as •• to Benefit 
All. Montanan. 

Nationally and 1n mOlt atate,. tobacco ia more heavily taxed 
than any consumer product. In filcal year 1987, more than. 
$9.7 billion in excise taxes on c1ia=~tte. and other tobacco 
products wa. pumped into federal, Itate and local coffer •• 
Thi. tax money help. pay for everyth1na from vocational 
trainln& to public librarte •• 

In fiscal 1987. the U.S. Trealury received 16 cents for every 
pack of cigarettes told in Montana. The atate collect.d 
another 16 cents in excite tax per pack. 

Montana allo impoles exciset on other tobacco products. In 
fi.cal 1987 the •• netted the state $720,332. 

ellarette Tax Facti FY 1987 

Federal tax ••••••••••••••••••.•••••••• , ••••••• 
Sta.te tax . .................................... . 
Total taxes per pack •.••••••••••••••••••••••• 

1983 Tobacco Employment and Income Contribution. 
to the Economy of Montana 

Indu.try & Supplier. 

Whole. a11n l 
Jo b. . ......•............................. I ••• 

Income ..•... I •••••••••••••••••••••••••••••••• 

letall1na/vendlna 
Job. . ....................... , .............•.. 
tnco~. . •••••••••••••••••.•....••••••••••••••• 

Tobacco Indultry Supplier. 

163 
$3.518.830 

699 
$7.692,970 

Job. ......••••••••••.••.......••••••••••••••• 751 
tnc01le ••••••••••••••••••••••••••••••••••••••• $14,023,700 

~ Induced by Employee Spend1na 
.I Job.. • • • • . • • • • • . . . . • • • • • • • • • • • • • • . . • . • • • • • • • • 3 t 31 7 

Income ••••••••••••••••••••••••••••••••••••••• $53.653,400 
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Total Tobacco-related Effect. 
Job. ••••••••••••••••••••••••••••••••••••••••• 4,929 
Income ••••••••••••••••••••••••••••••••••••••• $78,888,500 

Cigarette Sale. & Taxel FY 1987 

Pack •• old ••••••••••••••••••••••••••••••••••• 76,700,000 
State tax net collectlon ••••••••••••••••••••• $11.999,000 
Federal tax collection ••••••••••••••••••••••• $12.272.000 
Weiihted ava. price per pack ••••••••••••••••• 115.3' 
Taxel al percent of ava. price before taxa. •• 381 -
Sourc •• : 
Chale Econometricl: The Economic Impact of the Tobacco 
lnauatry on the Un~t.d State. Economy in 1983. 150 
Monument load. Bala Cynwyd, PA 19004. 

The Tobacco Institute: The Tax Burden on Tobacco, Vol. 
22, 1§A1. 1875 I Street NW, Wa.hlnaton. DC 20006. 

All Job numberl represent full-time equivalent employment a. 
calculated by Cha.e Econometrics. The concept tenda to 
understate the number of person. employed becaul. lome 
tobacco employment 1. lealonal, requirlnl part-time worker •• 
Many individual. in distribution and rata111n, are al.o 
involved with products other than tobacco. 

All tax data are for the year ending June 30, 1987, except 
average retail price. taxes a. a percent of pre.tax average 
retail price and the sale. tax rate, which are a. of 
November 1, 1987. 

The Tobacco Institute 
Ma1 1988 



SENATE TAXATION 
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Tobacco and Candy Distributors Bill No._5..;.;::;....6~9f'--'5 .... -_ 

1777 LeGrande Cannon Blvd" PO, Box 123, Helena, MT 59624 Telephone (406) 442-1582 

Continuing testimony on Senate Bill 4 4 5 

Tum ",1addo\. 
Ewcuthe Director 

Senate Bill 445 proposes to increase the state tax on cigarettes 31. 23 per cent. 

It proposes to increase state tax on other tobacco products 100 per cent. 

For cigarettes, if enacted, it would mean a 90 per cent state tax increase within 

six years. In that time, federal cigarette tax has increased 100 per cent. 

THIS IS A PREDATORY SA LES TAX. Webster says a PREDATOR DESTROYS. 

By exhorbitant taxing, some anti-tobacco people seek to destroy an industry. 

This is a predatory tax - for Montana state revenues, for Montana businesses, 

directly and indirectly concerned, for their employees and for their families. 

In 1988 Montana's governor pledged for a tobacco-free Montana. In this 

legislature, one bill is advancing to enactment to allow all indoor public places 

to be 100 per cent smoke-free. Another bill would make schools tobacco-free. 

Other bills propose even greater tax on cigarette sales. And the impact of 

still another would virtually dry up Montana business of providing cigarettes, 

other tobacco products, and collateral products to Montana's seven Indian 

reservations. Every session since '72, more and more restrictions have been enacted. 

Are these predatory tactics working? 

Just look at the chart and figures on sales and even the fiscal note on 445. 

SALES OF STATE-TAXED CIGARETTES FELL TO AN ALL TIME WW 

IN 1988. The sales of 71.4 million packs fell below even the sales of the 

first year of taxing. The first tax was 2 cents. SB445 proposes a state tax more 

than 2000 per cent of that fir st tax. 

_____ b---



SENATE TAXATION"'.:.f.:~ 
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DATE.. ,3/7,/<;9 
WE OPPOSE SB445 BECA USE IT PROPOSES TO TAX MORE IAQhU!:)DMORE OF S/1,27 

LESS AND LESS. Here's one example: 

In 1982, state tax was 12 cents a pack. One cent of tax netted $941,667. 

In 1987, tax was increased to 16 cents. One cent of tax netted $749,937. 

I 
I 

MORE TAX - 33.3 PER CENT MORE TAX. LOSS OF RETURN OF $1.9 MILLION 
on one cent of tax. It's actually worse than that. An econometric study would shot 
an even greater effective loss resulting from increasing the tax; a loss of state 
purchasing power in the time frame, higher labor costs, on and on. 

It's getting wor see A few year s ago the state cash register was ringing in more 

than $1 million a month in tobacco revenues; for '84, '85 and '86. For the latest 

month - February cigarette revenues feU to one of the LOWEST IN YEARS, to 

about $600,000. 

MONTANA'S LOSS IN THIS AREA IS FAR BElOW THE NATIONAL TREND. 

It is clear that, in view of our state's dependence upon tobacco revenue 

for repayment of great indebtedness for having grossly overbuilt the state's 

I 
I 

I 
physical plant, MONTANA SHOULD NOT DEPEND ON TOBA ceo FOR MORE I 
TAX REVENUE. It isn't there. It's clear the state has injured badly, if not 

killed, the golden goose of the mid-century. Earmarking tobacco for uses, 

other than building debt, is NOT the right thing to do. 

..___1---

I 
I 
I 
I 
I 
I 
I 
I 



S B 445 NON CIGARETTE TOBA ceo TAX FISCAL NOTE 

The fiscal note tells us that if you'll double the tax on tobacco products, you'll 

net double the revenue. That just does NOT happen. Consumers resist increased 
Sm;"TE TAXPJlON 

sales taxes, selective or general. If this legislature imposes E11f:81PRtJ.al salesg'tax f'b 
on top of this one, sales will be further depressed. DATE 3/ 71St 

BIll NO. S /3 L /'1~ 
We would be happy to accept the projection of nearly 10 per cent increase for 

next year over our '87 volume, but hard facts make that projection unbelievable, 

If the legislature imposes a 100 per cent tax increase and a general sales tax, 

a projection of more than a 10 or 20 per cent drop in sales would be more believable. 

Some of the fiscal notes we have studied in this session reminds me of 

employees who tried to pad their expense accounts. Some got away with it. 

Fiscal notes tend to reflect the hopes of some of those who are pro-tax 

or are looking for more pay. Fiscal notes are tools, susceptible of being used 

to "sell" more taxes. 

Not to be overlooked are federal taxes on noncigarette tobacco products. 

In 1987 the federal government collected $63. 5 million on other tobacco products. 
In 19EB the federal government increased taxes on pipe smoking tobacco, effective 
January 1, 1989. Now some members of congress are recommending further 
federal tax increases. 

With declining sales, federal and state governments' double taxing is 

trying to get more and more from less and less. 

Note: "Other tobacco products" include pipe smoking tobacco, cigars, chewing 
tobacco (Beechnut, or Redman etc.), dry snuff and moist tobacco (Copenhagen, 
Kodiak, Skoal etc. ) 



S B 445 HE: CIGARETTES FISCAL NOTE 
(See separate sheet for other tobacco products) 

S B 445 proposes an increase in cigarette taxes of 31.23 %. This equates 

to 21 cents a pack of 20 cigarettes, or to 27 cents a pack of 25 cigarettes. 

The state computes the minimum legal cost for cigarettes at whol~ 4fAKAflathil. 

I 
I 

~HIBIT NO. g R" 
The basis for state computations is the carton, reflecting most sales. ? /7 $9 I 

DATE· - - -
r~ 9~a: SB445 proposes to increase the carton cost for a major brand lIIu$l.AlIL.i!j~5l-...;,ii:2~'~~---_IIiJ-~ 

This compares to the present cost computed at. . . .. -- 12". 38 I;: 

An increase of 1. 17 

There is a national downward trend in cigarette sales of 2 per cent. 

For Montana sales of taxed cigarettes are trending downward at a greater rate. 

The Montana trend is appearing in the year to year statistics on annual per capita 

consumption of cigarettes. For 1987, this figure was 91.7 packs a person average. 

This is below the national average of 120 packs. 

In projecting revenue, we are certain a tax increase will reduce sales. 

Proponents - the anti-smokers among them - tell you this doesn't happen. 

But the record shows that it does, and this makes them happy. 

If SB426 is enacted it will allow designation of an entire indoor public place. 

This would increase the momentum of Montana's downward trend. 

If HB346 is enacted it will allow schools to be tobacco-free. This will 

further depress use of both cigarettes and other tobacco products. 

Every session since the early 1970s, there have been bills to restrict smoking 

in Montana. In 1988 the governor pledged to make Montana '''tobacco-free.'' 

If you are looking for a growing, reliable source of state revenue to 

cope with Montana's growing costs of government, education and indebtedness, 

cigarettes and other tobacco products may not be the source to exploit. 

If you want to destroy a segment of Montana bUSiness, then a predatory tax 

may be what you want. Webster says a predator destroys. By exhorbitant taxing, 

some persons would destroy a business in striving for a tobacco-free Montana. 

----
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COST ANALYSIS IF ENA CTED RE: OTHER TOBACCO~rm'C'IS oli d9 
(See separate sheet on cIgarettes) c i ~~. 

SB445 

BtU NO... YJ (It? 
Note: There is no legal minimum nor maximum cost of noncigarette tobacco products, 

Basic manufacturers' costs to wholesale distributors are constant. However, at 
retail, there may be as many variable prices as there are outlets. For cigarettes 
there is a legal minimum cost. Actual costs may vary from the legal low s, which 
range from 62 cents per pack for one generiC to $1. 24, to the much higher cost 
posted in the Capitol basement cafe. 

HERE'S A BREAKDOWN / COMPARISON OF THE PRESENT VERSUS SB445: 
TAX 12-1/2%: TAX 25%: 

A manufacture's cost for one roll of moist tobacco 
including federal tax (see Note *1 below) $ 10. 70 $ 10. 70 

Montana tax ~ 1. 34 -t2. 68 
BasiC cost to wholesale distributor currently 12.04 
" " "I' " if SB445 enacted 
A wholesaler determines his markup to cover costs of operations. 
If this is 15 per cent, this equates to $1.8 L Wholesale cost 13.85 
If SB455 is enacted and markup 15% ($2.01) 

At retail, each retailer's markup may reflect differing costs 
of operations, with many variables. For most highly competi­
tive products, marketing pressure tends to keep retail pricing 
fairly standard, geared to the minimum allowable. 

With 10 "cans" to one roll, costs of a single can to consumers 
for retailer s with a 15% markup now is $2. 08 
If SB445 is enacted 

Under present law, single can buyers pay 
Under SB445, single can buyers would pay 

15.93 

1.60 

13. 38 

15. 39 

17.70 

1.77 

Under SB445 a consumer would pay for one can of moist tobacco: 17 cent more 
Under SB445 a consumer would pay for a tube or roll $1.77 more 

Note *1: The 101st co~ress currently is considering a bill 
to double the federal tobacco tax on noncigarette products. 

The foregoi~ relates to moist tobacco, Copenhagen being highly recognized; 
some call it "snoose." However, SB445 also covers all noncigarette tobacco 
products, such as pipe tobacco, chewing tobacco, cigars. 

Separate statistics are availablefor the asking on chewing tobacco, such as Beechnut, 
Redman etc. The computation on chewing tobacco. Retailers are prone to \B e a 
20% markup, due in part to the considerably less volume sold. For like reasoning, 
many- retailers may use a 25% markup. For comparison, 25% is used below: 

Currently a package of Beechnut or Redman sells at $ 1.49 
Under SB445, using comparable markup, the consumer would pay $ 1. 65 

16 cents more 
State-licensed wholesale distributors in areas borderi~ other 
states complain that wholesale suppliers from the Dakotas and 
Washington state and some out-of-state owned wholesale 
distributors are (1) not paying the state tax, and/or (2) not 
complying with regulations and law requiri~ prepayment of Montana tax, and showing 
nreoavment on the face of invoices; result~ in substantiallo~ses to state and licensee 



S B 4 4 5 PROCESS 
-- / I­

INV<JLVED RE: DISBURSEMENTS I 
Applicant: 

Pregnant woman 
applies with county 
Welfare office, to 
become eligible for 
assistance. She is 
given an identification 
number. 

Woman selects doctor 
of her choice. 

Woman receives 
doctor's services 

Consultec Inc. : Doctor: 

Obstetrician 
signs agreement 
to accept "going" 
fee. He is given 
a "provider 
number" 

Doctor provides 
prenatal care; 
delivery; 
postnatal care 

DATE 

BI~ rift s. 5/5 9:_~ 
coordinates the 
program as the I: 

responsible state 
agency. 

I 
S. R. S. obtains I:> 

general funds ; 
from the legislature 
as "seed" for I'" 

greater funds 
from counterpart 

-----~ 
Doctor submits 
bill to Consultec 
Inc. 

federal agency. 1\ 

This developes > 

Consultec Inc. 
2100 Last Chance 
Gulch, Helena, 
checks billing, 
doctor provider 
number, woman's 

$175 million a 
year. 

I 
I 
I eligibility number, 

and informs S. R. S. 
payment in order. 

S. R. S. receives I 
Consultec Inc. OK; 

.......------
~ 

Consultec Inc. 
wants more 
money 

Doctor is paid by state. 

Currently payment is 
from General Fund.... - ~ 
Doctors want more 
money 

instructs state I 
auditor to pay 
doctor. 

~ 
S. R. S. wants 
more money 

LEGISLATURE NOW HAS SB 4 4 5, REQUESTING MORE MON 

--- FROM SALES OF CIGARETTES AND OTHER TOBA CCO ITE 

CIGARETTE TAX AND OTHER TOBACCO PRODUCTS TAX TODj 

IS EA RMA RK ED / COMMITTED TO LONGRA NGE BUILDING. 

QUESTION: SHOULD CURRENT TAX SOURCE BE DIVERTED? I 



S B 445 RELATING TO FUNDING SOCIAL 

I asked many persons about the Montana - federal 

pregnant women who qualify. Most had no knowledge of it. I went to the Lewis 

and Clark County welfare office and learned how women apply and become eligible 

for prenatal care, delivery and postnatal care. Sources there were not informed as 

to other working details. I called on the S R S in the Capitol area. From this, 

I developed a schematic sheet showing the flow of how this program works. A copy 

is in your packet. 

Now the money comes in part from the general fund; with even more from 

the counterpart federal agency. Altogether, rm told it is a $175 million (m) 

annual program. All the money COMES FROM ALL TAXPAYERS AT THIS TIME. 

All taxpayers share the load. The program is positive. It helps some of those who 

need help. What is being done is commendable - on the whole. (I do question 

one aspect; outside contracting with a for-profit middle corporation. ) 

The process - paying doctors, paying the "go-between" private agency, county, 

and state Medicaid people -- apparently wants more money. We believe that, if 

doctors, the monitoring agency, government employees want more money, and their 

cause is just, ALL TAXPAYERS SHOULD CONTINUE TO HELP PAY. 

WE DO NOT BELIEVE THE PROPOSED SOURCE OF REVENUE-TOBACCO-

IS A PROPER SOURCE. OUR REASONS INCLUDE TOBA ceo REVENUE IS 

ALREADY COMMITTED TO THE STATE BUILDING DEBT. THE FUTURE 

OF THIS WORTHY CAUSE JUSTIFIES CONTINUING FUNDING FROM GENERAL 

FUND APPROPRIATIONS; OR POSSIBLY BEING STREAMLINED TO LOWER 

COSTS. 

____ /3 ,.--
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R E: SB 4 4 5 -- HOW DOES IT WORK 

f)\TE 31<Lgf 
~i NO. ,.56 ~~ " 

A DMINISTRATlVE LY 

A young woman is pregnant She needs help - counseling and financial help. 
How does she get help? 

She goes to her county's welfa re office. She is qualified as eligible for medicaid, 
and provided an eligibility card with an identification number. She may select any 
doctor who has signed an agreement to charge government-prescribed fees. Each 
such physician has a provider number. The woman may receive prenatal care, the 
delivery service and postnatal care. 

The doctor submits his provider. number and itemized billing to CONSULTEC 
INC., 2100 North Last Chance Gulch, Helena, Montana (442-1837). The state's 
Social am Rehabilitation Services Department (SRS) has contracted with this 
corporation to process such claims. Certified claims go to SRS for ordering 
payment to the participati~ doctor, by the state auditor's office. 

There are two sides to the question: Should an independent company act as 
a middleman or jobber for welfare services and payment processi~? Or should 
the process be handled within the SRS and related state agencies? 

COSTS ARE CURRENTLY STATED AS $175 MILLION 

A YEA R. HOW IS A LL THIS FUNDED? 

Federal taxpayers and state taxpayers pay the bottom line - P L U S the 
expense of "overhead" and handling tax monies. 

A reliable SRS source provided the $175 million figure for one year's cost. 

For 1990 the federal government would pay 71. 19 per cent of the costs; the 
state of Montana 28.81 per cent. For 1991: 71. 28 per cent and 28. 72. In other 
words the Montana state taxpayers pay the state share of about 28 or 29 cents, 
to recover the federal taxes Montanans pay to the extent of about 71 or 72 cents, 
to develop one dollar, and this happens at the rate of $175 million a year. 

Apparently, the introduction of SB445 reflects anticipated greater expenses 
to continue - or perhaps expand - this commendable program. 

HOWEVER, THE PROGRAM SHOULD BE FUNDED NOW AND IN THE 
FUTURE BY ALL TAXPAYERS. IT SHOULD NOT BE FUNDED BY A 
MINORITY OF MONTANANS BY INCREASING THE BURDEN OF A 
SELECTIVE SALES TAX. NOT BY A TAX WHICH IS CONCEDED BY ALL 

INFORMED PERSONS TO BE THE MOST REGRESSIVE, UNFAIR TAX OF ALL. 

The basic program is a responsibility of ALL society - NOT to be 
. imposed upon a minority - perhaps 29 per cent, who purchase cigarettes, or 

who enjoy other tobacco prod ucts. 
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LIVINGSTON 
P.O. Box 1280 
803 ~. 10th 
Livingston. MT 59047 
(406) 222-2200 

Senator Bob BrowTI 
Capital Station 
Helena, Mt. 59620 

Senator Brow'Tl, 

Service Distributing, 

CANDY. CIGARS. CIGARETTES 

SENATE TAXATION .. ".~~,~~) C{ 
a ".-
f ~ EXHIBIT NO. P' _ .~ 

DUE \1/7/Jl"~ 
~\n .5!) '/zl5 

BOZEMAN 
P.O. Box 1887 

109 E. :'lendenhall 
Bozeman. T\IT 59715 

(406) 586-9183 
?vIT WATS 1-800-221-0508 

I am one-of the owners of our family owned business in Bozeman. There 

are 29 employees of Service Distributing including myself, and over one-half 

of our sales and profits are from cigarettes and tobacco products. During 

the last five years we have diversified our product assortment greatly and 

will continue to do so, but cigarettes and tobacco remain an integral part 

of our business and hundreds of other businesses throughout the state. 

With every increase in tax on cigarettes and tobacco products, the amount 

sold in Hontana has historically gone do,·.n. Tne result has been a lesser 

return per cent of ta'C for the state. Tnis decrease in sales 1"]ould be 

devastating to our business and many other businesses. It would definitely 

result in lost jobs for o'J.r employees. 

Senate Bill 445 proposes to tax: cigarettes ar,d other tobacco products to 

pay doctors 7:1ore l.'IOney for pre:;atal cart:' c: pregnant ':7or.:en 'v;ho qualify for 

medicaid and for delivery of their babies. 'lhis co~€nda':Jle program is 

presently being f~~ded from the general f~~d with all of the ta'Cpayers 

sharing the load. The progral1 benefits all of the taxpayers in Hontana, and 

it should continue to be fu.'1ded by all of us. It should not be funded by the 

small minority of smokers in this state ~TIO are typically in the lower 

economic classes and can least afford it. 

If this program does require more money, it should continue to receive 

it through the general fund and not through special earmarked legislation. 

Please vote AGAINST SB445 for the benefit of our state. 

Sincerely, 

JtL 8~~ v 
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PLEASE LEAVE ANY PREPARED STATEMENTS WITH THE CO~ITTEE SECRETARY. 
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EXHIBIT HO_ ..... ("""/)_ .... p--..· _, 
DATE \ 3/%s;l 

ESTIMATED TAX BILL NO. \SA~7 

PRESENT LAW - Section 15-30-241 MeA 

1. The present law requires every individual except farmers, 
ranchers, and stockmen to declare and pay an estimated tax 
if his net income is not subject to withholding. 
There is no threshold amount under the present law. 

2. Two declarations a year are required by the present law. The 
first is due on or before April 15 of the taxable year and 
the second is due on or before October 15 of the taxable 
year. 

3. Extensions of time for filing can be granted by the 
department but can be no longer than six months. 

4. Under present law an individual 
dec1arat ion of est ima ted tax is 
penalties. 

who 
not 

fails to 
subject 

file a 
to any 

5. Since there are no penalties to enforce the present law, 
estimated taxes are filed on a voluntary basis. 

PROPOSED LAW 

1. The proposed bill requires every individual except farmers, 
ranchers and stockmen who have a tax liability of more than 
$400.00 after subtracting out any withholding and credits to 
file estimated tax payments. 

2. Four declarations a year are required and conform to the 
federal quarterly filing dates (April 15, June 15, September 
15 of the taxable year and January 15 of the following 
taxable year). A provision for fiscal year taxpayers allows 
for quarterly estimated payments beginning after the fiscal 
year begins. 

3. The payment is required to be either 1) 100% 
individuals prior year tax liability or 2) 90% 
individuals current year estimated tax. 

of 
of 

the 
the 



SENATE TAXATION .. <.:;;;8 
.. ' . .,..,.. 

EXHIBIT NO. Ja P t' 
DATE >3,/2&9 :1 

EilLl NO, . >,7/1 r'L5 

4. Penalties are provided for in the proposed bill for not 
filing and the underpayment of the quarterly estimate taxes. 
A penalty of 10% of the underpayment with a minimum of $5.00 
per installment and interest at 9% per annum is proposed. 
The calculation of the underpayment and period of time for 
interest is tied to the federal provisions. 

5. Part-year residents, newly retired and disabled individuals 
are excluded from having to file estimated payments. 



Amendment to SB 424 

1. Page 1, line 13 
Following: "Declaration" 
Insert: "and payment" 

2. Page 1, line 14 
Following: "stockmen" 

BILL NO 

LC 1702/01 

Insert: "as defined at section 6654 (i) (2) of the Internal 
Revenue Code of 1986, as amended," 

3. Page 1, line 21 
Following: "estimated" 
Strike: "current year" 

4. Page I, line 21 
Following: "tax," 
Str ike: "lessany wi thholding and credi tB," 
Insert: "as calculated in 15-30-241 (2) (2) or (b)," 

5. Page 1, line 24 
Following: "the" 
Strike: "individual" 
Insert: "estimated tax" 

6. Page 1, line 24 
Following: "shall" 
Insert: "be either" 

, 
7. Page 1, line 25 
Following: "(a)" 
Insert: "100 per cent of the individual's prior year Montana 
income tax. If married filing jointly the joint income tax 
liability must be declared. Or, 

(b) 90 per cent of the individual's current year 
Montana income tax estimated as follows: 

( i ) " 

8. Page 2, line 2 
Following: "for the" 
Insert: "current" 

9. Page 2, line 2 
Following: "year" 
Strike: "and" 
Insert: "i (ii)" 



10. Page 2, line 4 
Strike: "(b)" 
Insert: "(iii)" 

11. Page 2, line 6 
Following: "entitled" 
Strike: ": and" 
Insert: "." 

12. Page 2, line 8 
Strike: "(C)" 
Insert: "(3) Every individual required to declare his estimated 
tax must" 
Renumber subsequent subsections 

13. Page 2, line 13 
Following: "due" 
Insert: ", calculated as directed in either 15-30-241(2) (a) or 
(b) , " 

14. Page 4, line 15 
Following: "tax" 
Ins e r t : " and pen a 1 t Y and in t ere s t for un d e r pa ym e n t 0 f 
installment" 

15. Page 5, line 18 
Strike: "Quarterly" 
Insert: "For calendar year taxpayers, quarterly" 

16. Page 5, line 19 
Following: "of the" 
St r ike: II subsequent" 

17. Page 7, Line 3 
Following: "fails to" 
S t r ike: " pa y the t a x II 
Insert: "do so" 

18. Page 7, Line 4 
Following: IIsubject to" 
Strike: "penalty and interest as provided in [section 3]" 
Insert: "a penalty of 10% of the underpayment, but not less 
than $5 per installment, and interest at the rate of 9% per year. 
To calculate the amount of the underpayment and the period of 
time for interest to be paid the provisions of subsections 6654 
(b) (1), (2) and (3) of the Internal Revenue Code of 1986, as 
amended, apply. 

(6) Except as provided in [section 3] the penalty and 
interest for underpayment of estimated tax must be added to the 



, ,.. 

tax due under 15-30-103. 11 

19. Page 7, line 13 
Following: "Section 3. 11 
Insert: "Exception to assessment of ll 

20. Page 7, line 14 
Following: 11(1) II 
Strike: IIAn underpayment of tax results when the total of the 
estimated tax installments provided for in 15-30-242 is smaller 
than the lesser of the following: 1I 
Insert: IIA taxpayer is subject to the penalty and interest 
provided for in [section 2] only if the amount of an installment 
paid, if any, is less than: 1I 

21. Page 7, line 18 
Following: lI(a)1I 
Insert: "25% of ll 

22. Page 7, line 19 
Following: lI(b)1I 
Insert: "25% of ll 

23. Page 7, line 21 
Strike: Line 21 through 24. 

24. Page 7, line 25 
Strike: 11(3)11 
Insert: II (2) (a) No penal ty shall be imposed under section (1) 
with respect to any underpayment for newly retired or disabled 
individuals. 
(i) By newly retired or disabled individuals is meant taxpayers 
who became disabled or who retired after having attained age 62 
in the taxable year for which estimated payments were required to 
be made or in the taxable year preceding such taxable year. 
(b) No penalty or interest shall be imposed under section 1 with 
respect to any underpayment to the extent the Director of the 
Department of Revenue determines that by reason of casual ty, 
disaster or other unusual ci rcumstance the imposi tion of such 
addition to tax would be against equity and good conscience. 1I 
Renumber subsequent subsections 

25. Page 8, Line 1 
Following: IItax li 

Strike: 11.11 
Insert: II, except as provided in 15-30-149(4).11 



STATEMENT OF INTENT 

SENATE TflXATION '~'c; 

EXHi81T NO. 10. ~. (e, . 
DATE. ,.117/&'9 ·'k 

Bill NO. 51) f(lz ... ' ~~ 

A statement of intent is required for this bill because the 

department of revenue is granted authority to adopt rules for the 

administration and enforcement of the quarterly estimation of 

Montana individual income taxes. The legislature intends that 

the rules adopted by the department correspond as closely as 

possible with rules adopted by the Internal Revenue Service for 

the quarterly estimation of federal income taxes. The rules 

adopted by the department should, at a minimum, address the 

following: 

(1) the definition of estimated tax; 

(2) procedures for determining which taxpayers, including 

part-year nonresident taxpayers, are required to pay estimated 

individual income taxes; 

(3) procedures and installment schedules for the payment of 

estimated taxes, including short period returns; 

(4) reporting form and required information from the 

taxpayer when filing an estimated tax payment; 

(5) procedure for the payment of estimated taxes in 

advance; 

(6) procedure for amending an estimated tax declaration; 

(7) payment of penalties and interest for failure to pay 

estimated tax when due; 
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