
MINUTES 

MONTANA SENATE 
52nd LEGISLATURE - REGULAR SESSION 

COMMITTEE ON TAXATION 

Call to Order: By Senator Mike Halligan, Chairman, on March 5, 
1991, at 8:00 a.m. 

ROLL CALL 

Members Present: 
Mike Halligan, Chairman (D) 
Dorothy Eck, Vice Chairman (D) 
Robert Brown (R) 
Steve Doherty (D) 
Delwyn Gage (R) 
John Harp (R) 
Francis Koehnke (D) 
Gene Thayer (R) 
Thomas Towe (D) 
Van Valkenburg (D) 
Bill Yellowtail (D) 

Members Excused: None 

Staff Present: Jeff Martin (Legislative Council). 

Please Note: These are summary minutes. Testimony and 
discussion are paraphrased and condensed. 

Announcements/Discussion: 

Senator Gage said he had met with members of the Blackfeet 
Tribe during the legislative break. They currently tax oil and 
gas on the reservation which amounts to a double taxation and has 
the effect of discouraging any exploration, leasing, or new 
drilling on the reservation. Senator Gage said the only 
alternative left is to request a committee bill which would 
specify that the tax on oil and gas on the reservation could be 
no higher than the state tax. The state and the tribe would then 
have to work out a method of sharing the revenue. This bill 
would apply only to wells drilled after January 1 or July 1, 
1991, so that current production revenues would not be impacted. 

Senator Yellowtail moved to request drafting of a committee 
bill which would deal with taxing of oil and gas on reservations 
as per Senator Gage's suggestions. 

The motion CARRIED unanimously. 
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HEARING ON SENATE BILL 353 

Presentation and Opening Statement by Sponsor: 

Senator Tom Towe, District 46, sponsor, said the bill 
increases the tax on cigarettes and smokeless tobacco products. 
A package of cigarettes would increase by 25 cents, from 18 cents 
to 43 cents, and smokeless tobacco products would increase from 
12.5% to 25% of the wholesale price. The long range debt service 
fund and capital building projects would receive one cent of the 
increased revenue, 'the university system would receive 17 cents, 
and 7 cents would be deposited into an account for tobacco 
research and prevention. The total anticipated revenue would be 
$20.6 million for the university system and $7.6 million for 
research. The bill includes a referendum provision and would 
become effective July 1, 1993. 

The public voted down a cigarette tax issue, 1115, in 1990 and 
Senator Towe felt they should have the opportunity to vote on it 
again rather than having the legislature arbitrarily impose the 
tax. He felt 1115 was defeated because opponents said it would 
create a new bureaucracy. This bill supports the university 
system and creates a research fund which would be administered by 
the Science and Technology Council. Senator Towe felt the 
administration of the fund would require, at most, one additional 
FTE as it would be operated on an application and grant basis. 

Senator Towe presented material indicating Montana's 
university system is ranked last of 117 university systems in the 
nation (Exhibit #1). He presented further information to the 
committee members on cigarette tax rates in other states 
(Exhibits #2 and #3) as well as rates on smokeless tobacco 
products (Exhibit #4). Senator Towe pointed out that even with 
the increase, Montana cigarette taxes will still be less than the 
national average for smokeless tobacco products. 

This bill is a matter of public health rather than a revenue 
measure Senator Towe noted. Referring to Exhibits #5 and #6, 
Senator Towe quoted many statistics which show there are more 
deaths in Montana from smoking than from any other cause. Based 
on national statistics, 1350 - 1600 people a years will die in 
Montana from tobacco related illnesses. Nationally, more people 
die from smoking than from all other causes combined~ Ev~ry 
year, more people die from smoking than the total number of 
casualties in World War II. He presented a letter from the 
Deaconess Research Institute in Billings in support of the bill 
(Exhibit #7). Senator Towe noted the impact on children from 
secondary smoke is a great danger and can impair lung function by 
up to 10%. The average smoker in Montana spends $780 per year on 
tobacco products. 
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Senator Towe said if the bill passes, cigarette consumption 
will drop somewhat. Teenagers would feel a major financial 
impact. He estimated there would be 7000 fewer smokers by 2003 
if the bill is adopted. He reiterated the bill is intended to 
reduce smoking which is the significant impact of the bill. The 
revenue which will be raised is secondary in comparison. 

Proponents' Testimony: 

David Toppen, Board of Regents and Chief Academic Officer of 
the University System, said the university system is in dire 
straits and it is going to take dire measures to rescue it. The 
faculty/student ratio is soaring, faculty members are leaving, 
and there are no replacement monies available. He said three 
premier programs are very close to losing accreditation: 
engineering at Montana Tech, pharmacy at the University of 
Montana, and education at Eastern Montana College. He pointed 
out innovative programs, as well as academic programs, are being 
lost due to lack of matching money. Math education and 
engineering research projects which are critical to all levels of 
education in Montana and are funded by the National Science 
Foundation and NASA are in serious danger of being lost. He said 
this may not be the best way to fund education, but it is a 
source of money that cannot be ignored given the desperate 
situation faced by the university system. He urged the committee 
to support the bill. 

Steve Huntington, Deaconess Research Institute, Billings, 
said revenue from the bill would fund smoking research and could 
be used as matching money for grants from the Department of 
Health and the Cancer Society. He said the Institute is creating 
a national presence in gerontology research related to smoking. 
He asked the committee to give the bill very serious 
consideration. 

Paulette Kohman, Montana Council on Maternal and Child 
Health, said her organization was one of the major sponsors of 
1115. She said the enormous sum of money that the tobacco 
industry poured into the state changed public opinion drastically 
and ultimately defeated the initiative. A poll conducted in the 
summer of 1990 indicated the public was in favor of the 
initiative but following the tobacco industry expenditure of 
$1.47 million in out-of-state money the public opinion was 
changed. By contrast, the Montana groups promoting the 
initiative had a budget of $40,000. She said this bill addresses 
the weaknesses in IllS and spends the revenue on the university 
system and health research. It does not create a new 
bureaucracy. Ms. Kohman said opposition to the bill is not based 
on personal or state good. Big business is taking money out of 
Montana through sales of its products and contributing to the bad 
health of the citizens in the process. 
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Jerome Anderson, Tobacco Institute, presented his testimony 
in opposition to the bill (Exhibit #8). 

Robert Vandevere, concerned citizen, said he has paid 
cigarette taxes for 47 years. He supported the university system 
by sending his granddaughter to college. He said he is 
increasingly concerned and dismayed over the attempts to balance 
the budget by increasing alcohol and cigarette taxes. 

Gene Phillips, Smokeless Tobacco Council, said 25% of 
smokeless tobacco is used by people with yearly incomes of 
$15,000 or less and another 25% by those with incomes of $25,000 
or less. Therefore, under the provisions of this bill, the 
largest tax burden would be on the lowest income sector of the 
economy. He said the university system should be supported by 
everyone in the state, not those on the lower end of the economic 
scale. 

Dennis Winters, Phillip Morris and the Montana Committee 
Against Regressive Taxation, presented testimony in opposition to 
the bill (Exhibit #9) . 

. Mark Staples, Montana Tobacco and Candy Distributors, said 
his group is proof that not all opposition to the bill is from 
out-of-state big businesses. He said these Montana businesses 
provide jobs and pay taxes that support health services and 
education in the state and further taxing them to support the 
university system would be akin to "selling the horse to buy the 
saddle". 

Steve Buckner, Service Distributing of Bozeman and President 
of the Montana Tobacco and Candy Distributors, said his industry 
has been taxed increasingly over the past two years and sales 
have decreased as a result. He said he is concerned about the 
university system as he is an active alumnus. However, he felt 
it is not wise to base funding for the system on the a declining 
industry. 

Mike Parker, President, Pennington's of Great Falls, Shelby 
and Havre, ~aid the issue is about balance. It is not a good 
idea to balance the state budget on the back of a single industry 
and, further, it certainly is not good for the health of the 
university system. 

David Baker, Billings Storage and Wholesale, Billings, said 
this bill will mean a loss of jobs and business in the state. We 
are in a soft economy and this is not a growth industry. He 
noted this would also impact the trucking industry and could have 
a ripple effect on other sectors of the economy. He said the 
state needs to fund education. It should not be funded by a 
selective sales tax. 
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Mike Scheer, Pennington's, Director of Marketing and Sales, 
said tobacco products account for 60\ of his sales. His 
customers are concerned about this bill and have related those 
concerns to him. He said the industry is already adversely 
effected by the tax free cigarette sales on the military base and 
by additional taxes imposed during the last session. 

Sandy 
provisions 
business. 
taxing one 

Bergsing, Service Distributing, Livingston, said the 
of this bill would eliminate 18% of his company's 
He said the university system cannot be funded by 
business. 

Scott LeProwse, D and R Vending, Inc., Bozeman, said the 
bill would cause great hardship for his business as the vending 
equipment he operates would have to have major changes to 
accommodate the new price. His overhead costs would run him out 
of business. 

Ed Buckner, President, Service Distributing, said if he 
loses a significant part of his cigarette business, he will need 
to raise prices in other areas. The bill will end up costing 
everyone more. 

Questions From Committee Members: 

Senator Yellowtail asked Mr. Anderson if he agreed there is 
a relationship between cigarette smoking and lung cancer. Mr. 
Anderson replied that he is not a doctor and he could not answer 
the question. 

Senator Doherty asked Mr. Baker if he would support 
increased property taxes to fund the university system rather 
than the selective sales tax. Mr. Baker said he would favor an 
increase in taxes, but not by a selective sales tax. Responding 
to the same question, Mr. Buckner said his personal opinion is 
that he would support an income tax rather than a property tax. 

Closing by Sponsor: 

Senator Towe closed by saying the statistics he presented 
were taken from the Surgeon General Koop's report on smoking. He 
said 1350 deaths are a very significant number in a state with 
the population base of Montana. He said the bill was drafted 
specifically to protect the long range building program based on 
either the dollar amount or percentage, whichever is greater. 
He noted other states are increasing cigarette taxes and 
investing a significant amount of money in research. The 
increases in this bill are lower than most other states. He said 
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the taxes will eventually reach this level and they need to be 
instituted now to solve the pressing needs in the university 
system. The tobacco industry is the only industry which 
advertises and encourages people to buy a product that is 
guaranteed to cause their death. 

HEARING ON HOUSE BILL 39 

Presentation and Opening Statement by Sponsor: 

Representative Peck, District 15, sponsor, said the bill is 
simply adds "motor vehicles" to the items which can be exempted 
from tax by a cooperative association or nonprofit corporation 
that furnishes potable water to its members or customers for uses 
other than irrigation. He submitted a letter from Dave Jones, 
President, Hill County Water District, which further explains the 
purpose of the bill (Exhibit #10). 

Proponents' Testimony: 

There were no proponents. 

Opponents' Testimony: 

There were no opponents. 

Questions From Committee Members: 

There were no questions. 

Closing by Sponsor: 

Representative Peck closed. 
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EXECUTIVE ACTION ON HOUSE BILL 39 

Recommendation and Vote: 

Senator Yellowtail moved HB 39 Be Concurred In. 

The motion CARRIED unanimously. 

ADJOURNMENT 

Adjournment At: 9:45 a.m. 

MH/jdr 
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Many people have the impression that 
the filcuity in our system receive more than 
enough in salary and benefits. MAS feels it is 
necessary to put an end to this misconception. 

Faculty salaries rank dead last on the 
national level. Salaries nre also considerably 
below the regional average and the averages of 
their peer institutions. In 1987-88. faculty sala­
ries for Montana institutions averaged $29.684 
compared with the national average of$37 .903. 

This is a very disturbing situation for us. 
Low f:\culty salaries cause great difficulty in 
retaining and attracting quality educators . 

Accreditation teams are continually em­
phasizing that programs are in steady decline 
because the level of faculty salaries make it 
impossible for the programs to remain region-
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ally, much less nationally competitive. 
We are alarmed at the finuings of the 

Montana Education Commission for lligher 
Education in the Nineties and Deyoml. In their 
final report, the commission points to the fact 
that " .. .faculty salaries in Montana are in a 
chasm." The scenario painted by this grim 
reality is even more disturbing. 

Many of our faculty are either reaching 
retirement age, or are seeking career opportllni­
ties in other states. These vacancies can only 
attract new, inexperienced professors who !\pend 
a few years getting the experience they nced 
and then migrate to other states who can orrcr 
them much more. 

This scenario is plagued by implications 

totally uIH\ccept;\ble for anyone hoping to receive 
a quality education. 

We dcserve an education provided by ex­
pcrienced and talcnted professors. F1II1hermore, our 
professors dcserve a level of support and commit­
ment far above what they are receiving. 

The only way to assure that students of 
tomorrow witt be provided a quality education is to 
invest in our professors a level of support and 
commitment necessary to attract and retain them in 
Montana classrooms. 
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-40% of Wholesale Price 

STATE CIGARETTE EXCISE TAXES 

(cents per pack) 
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STATE 
AL 
AI< 
AZ 
AR 
CA 
CO 
CT 
DE 
DC 
FL 
GA 
HI 
ID 
IL 
IN 
IA 
KS 
KY 
LA 
HE 
HD 
riA 
HI 
MN 
MS 

'Chewing 
Snuff: 

S' P '.lE Ti'.XATlON·.'I:'" 
EXIliBIT fm._,....I../-I-. __ _ 

DATE ' ~l 91 ~c:' ;~. 
STATE SMOKELESS TOBACCO EXCISE TAMS. Bill NO. r 2 /).:J.:..J .:..J' 

CHEWING TOBACCO AND SNUFF 

TAX 
Tax based on weight' 
257. of wholesale price 
$.02/ounce 
167. of manuf. inv. price 
41.76% of wholesale price 
20X of manuf. price 
NONE 
157. of wholesale price 
NONE 
257. of wholesale price 
NONE I' 

40X of wholesale price 
3si of wholesale price 
NONE 
157. of wholesale price 
197. of wholesale sales price 
10% of wholesale price 
NONE 
NONE 
45% of wholesale price 
NONE 
257. of wholesale price 
NONE 
35% of wholesale price 
157. of manuf. list price 

STATE 
MO 
MT 
NE 
NV 
NH 
NJ 
NM 
NY 
NC 
ND 
on 
OK 
OR 
PA 
RI 
SC 
SD 
TN 
TX 
UT 
VT 
VA 
WA 
WV 
WI 
WY 

TAX 
NONE 
12.5% of wholesale price 
157. of purchase price 
307. of wholesale price 
NONE 
247. of wholesale price' 
257. of wholesale price 
1S7. of wholesale price 
NONE 
207. of wholesale price 
NONE 
307. of wholesale price 
3SX of wholesale price 
NONE 
NONE 
57. of manuf. price 
NONE 
6% of wholesale price 
37.13% of manuf. price' 
35% of manuf. sales price 
20X of distributor price 
NONE 
6/..9% of wholesale price 
NONE 
207. of wholesale price 
NONE 

Tobacco: 3/4 cents/ounce or fraction thereof. 
(a) 5/8 ounces or less, ~ cent; 
(b) Over 5/8 ounce not exceeding 1 5/8 ounces, 1 cent; 
(c) Over 1 5/8 ounces, not exceeding 2lt ounces, 2 cents; 
(d) Over 2lt ounces, not exceeding 3 ounces; 2lt cents; 
(e) Over 3 ounces, not exceeding 5 ounces (cans, packages, 

gullets), 3 cents; 
(f) Over 3 ounces, not exceeding S ounces (glasses, tumblers, 

bottles), 3~ cents; 
(g) Over 5 ounces. not exceeding 6 ounces, 4 cents; 
(h) One cent additional tax for each ounce or fraction thereof over 

6 ounces. 

'Effective July 1, 1990 

-----~------------------------------------------------ -----------------------
SOURCE: 

State Departments of Revenue. Bureaus of Tobacco and Miscellaneous Taxes. 

SEPTEMl\ER 
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TOBACCO USE 
t\ m.lior report of Ihe Surgeon GI'Ilt'r.11 w\'t'nn~ 25 

yNr~ of progress since Ihe Sur~elln Gelll'ral\ Rt'purt 
in lQ(,~ wa~ imu!d in J.,nuMY NIIQ The hi~hli~h'~ Ilf 
Ihl' rerml include! Pn!valencl! ,lIf !\mokin~ hJS dt'cre.l~t'd 
t",m olin in 1%5 10 2en in NM7, flt'twt't'n NM .Hili 

JQM~, ,'rrroximalely 'hree~(IUMler!' Ilf .1 milliun 
~nl\lkin~·related deaths wen! .","illell"r r(l~tp\lllt'd .15 
.\ re~1I11 of deci~ionstll (Iuit '\m(lkill~ Ilr nlll to ~IMt, 
5muking rales .He hi~her .llmm~ VI.ICk~, vlllt',((lII,1f 
workt'rs, and It'ss'l'ducatt'd pt'\lrlt' th.1I1 in Ihl' \"'t'mn 
pllrul.ll1on, Smoking I!I resplln~Ivle for morl' Ih.1I1 \lnt'. 
(It six tll'aths in the United SI.llt'!!, Smoking rl'm.lin~ 
Ihe sinllie most important prevI!nl.lbll! (.lUse of dt'alh 
in our societv. 

fla~etl {In updated dala frum Cancer Prt'Vt'ntion Sludy 
II, Iht' report eslimatn that smoking is relatt'd to .\QO,OOO 
dt'.lths each year. . 

In IQR7, it was estimated Ihat oI5'{. (If "n .Idllll!' who 
l'ver smoked have quit. However, chiMlen lesprd"ilv 
~irl!'1 arl! startin~ to smoke at earlier ,'y,rs, Among 
smokers born since 1935., morl! than 80'k !'lolItt'd 
smoking before age 21. ' 

The American Cancer Soclelv estimates that cigiHt'lIe 
smoking ill respon!!ible for 85% of lunll cancer ca~rs 
. Im(lng men and 75~ amung women-avout II]~ 
overall, 

The higher cancer rates lor men It·fI.-ct 111011 facl thaI 
in the past. more men than womt'n smoked, and ~nlllkt'tI 
more heavily. In recent years, however, the gap betwl'l'n 
numben of men and women smoking has bt'en 

'narrowed. 
Smoking also has been impllcaled in (ancer~ of Ihe 

mouth, pharyn)!, larynll. esophagus. pancrl'ilS, utrrinl' 
cervi)!, and bladder. Smoking accounts for about )O~ 
of all cancer deaths. 15 a major cau~e of heart dl5ea~e. 
and is linked to condition!! ran~ing from colds and 
gastric ulcers to chronic bronchitis. emphysema, and 
cerebrovascular dlsea~e .. 

A September 1985 study by the US Congress Office 
of Tl'chnol~y As~essment estimates the cost of smok· 
ing to the economy from 538 billion to 595 billion with 
" middle estimate of $65 billion. This amollnts to 52.17 
'in lost productivity and the Ireatment of smoking. 
related diseases for each pack of cigarettes sold. 

A Decline in Smoking 
From 1976 to 1987, adult mall' smokers (20 Yl'ars and 

olderl dropped from 42" of the population to 31'1., while 
wom!'n ~mokers decrellsed from 32" to 27%, according 
to the National Center for Health Statistic!!, OVl'ral~ 
the percentage of adult smokers in the population has 
droPPl'd to 29%. 

Pl'r capita ci~arette consumption among adults has 
fallen-from 4,141 in 1974 to 2.936 In 19119-rent'ctin~ 
a ~rowing number of exsmoken. This is the lowl'st pl'r 
capita consumption since 1942. From 1965 to 19117, the 
proportion of adult male exsmokers (20 years and older) 
in the total US population increased from 20'. to 29%, 
'while fl'male ell smokers rOlle from 8% to 17%. 

A survey supported by the Nationallnstitutl' on Drug 
Abuse indicated that the percentage of high school 
seniors (aged 17 and 18) who smoked cigarettes daily 
decrl'asl'd from 29% In 1976 to 18% In 19118. 

It is now estimated-Irom past national survl'ys and 
data from the Cancer PreVt'ntion Study It-that in the 
US today there are about 40 million e)!cigarette smokers 
and about 49 million smokers. 

At the same time. however. the aVl'rage ~moker 
appears to be smoking more heavily. The proportion 
of adult male smokers (20 years and older) consuming 
25 or more cigarettes per day increased from 3O.7?'. 
10 32% between 1976 and 1985. and female smokers 
from 19'11. to 21". 

A 'une 1989 tobacco report of the US Derllrtml'nt 
of Agriculture estimlltl'!l US cig/nette output from ,uly 
198810 'une 1989 at 685 billion. down 3% from the period 

smATE TAXATION ,':, :";~;G.~: 
n:IIlBIT NO. 0 " .. ' ".', 

PREVENTl(jroC . t/0IV~ : c.z' " 3.r. ~ )~. 
Julv 19117 to 'une t911,!. figures fro'Ml~~esl}'\ ,hn,' '..2 U 'JJ . 
th~t542 billion cigdrl'tles were consuml!d in 1989, duwn 
from 563 billion In 1<1118, IIowt'ver, US tlgall!tle expt1rts 
have increaseli lJO';; since 19115. .i; 
Nicotine Addiction ' ' 

The Surgeon Genl'ral rl'leased a r(lport on nicotine 
addiction in May 1988. The rl'port poInts out that all 
tobacco products contain substantial. 'mount~ of nic· 
otine. Nicotine Is absorbl'd readily from tobacco smoke 
in the lungs and from smokeles!' tobacco in Ihe mouth 
or nose, and is rapidly dislributed throughout the body, 
The conclu!lIons wl're: I 
II cigarettes and othl'r form~ of toba(co are add~ct~ng: 
21 nicotine Is thl' drug in tobacco that causes addIctIon: 
and 3) the pharm:lcologic and behavioral rrocessl'S that 
dl'tl'rmine tobllccO .Iddiction are similar to tho!lt' Ih"t 
determine addiction to drugs such as hl'roin and 
cocaine. 
Involuntary Smoldng Hazard, '. 

There are haurds for nonsmoken who breathe the 
smoke of olhl'rs' cigarettes, Several Scit'ntific studil'!!, 
including a recent study by Ihe Am!'rlcan Cancer 
Society. have found an increased ri~k of lung cancer 
among nonsmoking wives of cigarette smokers . 
Although some studies have not ~hown an efft'ct, 
evidence contlnut'!I to grow indicating that involuntary 
smoking ill a hillard, 

Two major rl'vlew!' in 19116 by the Surgl'on General 
and the National Academy of Science!! state that 
involuntary smoking is ",. health haurd. Another NAS 
rl'port. also published in 19116. states that the amount 
of !lmoke inhaled on airplane trip!' constitutes a hazard, 
particularly to airline personnel, and recommended that 
cig;ueUe smoking on Ilrlines be banned. 

The Society's Cancer Prevention Study tI. involving 
more Ihan one million Americans. will Include II catfful 
asses~ment of cancer risk and other disuses among 
smokers and involuntary smokers, :' 

Smokeless Tobacco 
There has bel'n a recl'nt resurgence in the use of 

an forms of smokeless tobacco-plug. leaf. and snuff­
hut the greatest cause lor concern centerS on the 
increased use of "dipping !lnuff." In this practice, 
tobacco that has bet'n processed into a coarse. moist 
powder is placed between the cheek and ,gum. an~ 
nicotine, along with a number of other carcinogens, IS 
absorbed through the oral tissue. "Dipping snuff" Is 
a highly addictivl' habit. one that exposes the body 
to !l'vels of nicotine equal to those of cigarettes. A 19116 
rl'port of thl' Advisory Committee to the Surgeon 
Gl'neral. outlining the hl'lIth consequences of !lm~kel~~s 
tobacco use, concluded that there is strong SCIentifIC 
evidence that the use of snuff causes cancer In humans. 
particularly cancl'r of the oral cavity. Oral cancer C?ccurs 
seVt'r,,1 timl's more frequently among snuff dlpp~rs 
compared with non·tobacco users. Ind the excess fI!lk 
of cancer of the cheek and gum may reach nearly fifty. 
fold among long.tl'rm !muff users. Smokell'!!!! tobacco 
is becoming a problem large in scope; the report found 
that In 1985 smokeless tobacco WIS used by lit least 
12 million people in the United States. and half of the~e 
wl're regu\;tr users. The use of smokeless tobacco IS 
increasing among male adolescents and young male 
adults. .~ 

Industrial Hazank I 

Industrial workers are especially susceptible 10 lung 
diseases due to the combined effects of cigarette 
smoking and exposure to toxic Industrial substances. 
such II!! fumes from rubber and chlorine. and dust from 
cotton and coal. Exposure to asbestos In combination 
with cigarette smoking increlSes In Individual's lung 
cancer risk nearly 60 times. 



SEW\TE TAXATION 

DcaCOIICSS IXlIIBIT NO. 7 1 

Of\TE __ --<f"'7'-/~~;57/,-IL.J.I_·_,·1 
Rescarcll 111Stitlltc, Inc .. A .~/---:;, 

allt"Q '-)4.2) d 

January 2, 1991 
Senator Thomas E. Towe 

. P.O. Box 30457 
Billings, MT 59107 

I \';1("1I~-" l "111' 

l :,,' '" 11 .. 1 i. '" 

Dear Senator Towe: 

Thank you very much for you letter of December 19. We definitely have 
some thoughts on this matter and appreciate the opportunity to share them 
with you. : 

First, it is important for the Legislature to understand that the concept of 
having tobacco produClc; pay for some of the damage they cause is an 
established precedent. Nebraska, Minnesota, Utah, Indiana and 
California already have in place tobacco product taxes, ranging from one 
cent per pack to 25 cents per pack. Depending on the state, some or all the 
revenue from this tax is used to support research on the health problems that 
use of these products cause, either directly or indirectly. In Nebraska, for 
example, an additional one cent per pack tax was recently imposed. All the 
revenue from that tax goes to support research on tobacco induced diseases. 
In California, 75% of the 25 cent tax, or 18.75 cents per pack, is devoted to 

, support research on tobacco induced diseases. 

Second, we need not fool ourselves into thinking that the cost of these 
health problems is inconsequential. Figures from the Office of Smoking 
and Health of the Public Health Service indicate that the cost of using 
tobacco products is $52 BILLION per year in terms of increased health 
care cost, etc. 11mt cost amounts to $221 per man, woman and child per 
year. (It should be noted that these figures do not include consequential 
costs sllch as the value of property lost to fires caused by the careless 
handling of cigarettes.) 

Although once thought to be largely unaffected, we now know that non­
users are not safe either. A recent study published, in the prestigiolls New 
Ellglalld }olll"llal of Medicille suggests that the continuing increase in the 
incidence of lung cancer in non-smoking women is likely the result of 
exposure to passive or "second hand" smoke, primarily in the work place. 

2)20 Ii,h Slfl'l" \\bl 
~lIilC B-1 
Hillin!!<. t-1"I1'a"a Cj')ll'l 

Hm t-1. Juri.1. I'h,Il./~it'n' irk Dircctor 
H"I,t'l1 K. Snilb. M.LJ./MI·llical LJircclor 
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Current figures from the American Cancer Society suggest that 3800 lung 
cancer deaths per year are caused by exposure to passive smoke. 

We are not just talking about the' obviolls risks of using tobacco products. 
Studies have been published in well refereed, peer reviewed, national and 
international scientific jOllrnals clearly indicating that tobacco usage plays a 
major role in the development of a number of neoplastic diseases including 
lung, oral, laryngeal, e~;ophageal, pharyngeal, pancreatic, uterine, cervical 
and bladder cancer, cerebral vascular disease (including stroke), 
cardiovascular disease and peripheral vascular disease (including Raynaud's 
disease). In addition, tobacco use has been associated with bronchospastic 
disease of children in households with smoking parents. Tobacco use ~s 

, also an established factor in a number of connective tissue abnormalities 
including premature aging of the skin, impaired fracture healing, 
osteoporosis, and increased risk of intervertebral disc disease. Recent 
studies also suggest that tobacco use is linked to chronic lower back pain. 

TIlird, it should be emphasized that in their advertising campaigns the 
tobacco companies encourage young people to adopt one of the most 
addictive types of behavior known to medicine. Clearly, development of 
this type of addictive behavior, at an early age, increases the risk of 
developing other addictive behaviors later in life, including alcohol and 
chemical abuse. 

The Legislature must understand that this measure;s not designed just to 
, raise revenue and in the process target the tobacco industry as a convenient 
vehicle. Rather, we are trying to recover from those people who choose to 
smoke, more of the costs that society mllst bear as a result of their choice. 
While this proposal is a step in the proper direction, it is also clear that a 7.5 
cent per pack tax is in no way going to generate $176,800,000 per year, 
which, on a per capita basis, is Montana's share of the total $52 
BILLION tobacco use is costing. 

Once the Legislature understands these points, there may be some 
. discussion as to how l11uch the tax should be; there should be no doubt that 

the tax is needed and appropriate. 

We believe that these funds can best be administered through the Montana 
Science and Technology Alliance. A panel of Montana scientists can be 
assembled at minimal cost, to develop the guidelines for the program to be 



,; . 

followed by the Alliance in administering this program. We would suggest 
that a peer review system, mllch like that lIsed by the American Cancer 
Society or the National Science Poundation, be established. A group of 
respected scientists can be selected to review proposals for scientific merit. 
At least two of those experts would be assigned to review each application. 
Since the reviews would be conducted by mail, review expense would be 
minimal. Once the applications are assigned a score indicating their 
scientific merit, ( nonnal1y 100 indicating the best application and 500 
indicating a disapproval) the Alliance would fund these proposals in 
ascending numerical score order at the budget level recommended by the 
peer reviewers until available funds are exhausted or all the meritorious 
projects are paid. 

In our opinion, projects should be approved for periods of up to three years 
with funds distributed on a quarterly basis. We would suggest that annual 
progress and expenditure reports be required as a condition of each award. 

We certainty support your concept that only research that has direct 
relevance to the consequences ,of using tobacco products be funded from 
this source. We urge that this point be retained no matter what level of 

. additional taxation on tobacco products is ultimately agreed to. 

We hope that you find these comments helpful. We will be ple3!;ed to 
provide you any additional factual material that we can on the effects and 
costs of the use of tobacco products. 

~~~~ ,.-...,...c;.. ... _~inCCreIY YOU~~>~ ... 
~~------ r -'~fd I~! 

John M. Jurist, lh. D. Rotkrt . Snider, M.D. 
Scientific Director . Medica Director 



~OMMENTS IN 

Sales Taxes on Cigaret..tes--Eng_Q_ther TOQaccQ Products are a Rapidl,y 
Diminishing Revenue Source 

Sales of cigarettes in Montana peaked in 1902 when tax-paid 
cigarette sales totalled 97.1 million packs. Since then, tax-paid 
sales of cigarettes have dropped to 69.5 million packs in 1990-­
a 29 percent decrease. This drop has occurred over an eight-year 
period, during which the federal tax was doubled from 8 to 1G¢ per 
package and the state tax was increased in two increments (in 1983 
and then again in 1989) from 12¢ to 18¢ per pack. The u.S. 
Congress has recently again increased the ciqnrette tax by 4¢ a 
package this year and another 4¢ a package next year, for a total 
of 8¢ per pa~k. 

The graph attached to these comments dramatizes this drop in 
sales. 'l'he drop has been continuous. We bel ieve it has been 
accelerated by the increases in the sales taxes on cigarettes-­
the federal tax doubling in 1983 and the Montana tax being 
increased in 1983 and 1909. The federal tax was a 100 percent 
increase in 1983 and the Montana tax hns been increased 33-1/3 
percent, both since 1980. '1'he latest federal tax increase 
totalling 8¢ per pack of cigarettes will place the federal tax at 
24¢ per pack. 

Senate Bill 353 seeks to increase the state cigarette sales 
tax from 18¢ to 43¢ per pack--a 25¢ or 140 percent increase. Taxes 
on other tobacco products would be doubled--from 12-1/2 percent to 
25 percent of their wholesale price. 

Any increase in these selective sales taxes would further 
accelerate decreases in tnxed sales of the products. This will 
result in substantial reductions in the tax revenues which are 
allocated toward the payment of obligations occurred by the Long­
Range Building Program. 

Present Revenues from Sale~ Taxes on Ci~Jet..t..~$-End~~hey T~Q~cco 
Products are Dedicated to tl]e LO)J_g..=J~al.lqUlui19 in9 Program FIJJ19"!'" 

Presently, all monies collected from the cigarette tax are 
deposited in the Long-Range Building Program Fund. Approximately 
70 percent of the money is then allocated for debt service and 
approximately 30 percent of the funds are allocated to the capital 
Projects Fund. All money collected from the tax on other tobacco 
products is deposited in the Long-Range Building Program Debt 
Service Fund. 

Essentially, the collections go for debt reduction and 
maintenance costs, all associated with the Long-Range Building 
Program. 



In 1989 the cigarette tax was increased by 2¢ per package to 
provide funds for the construction of a veterans' nursing home to 
be located in Glendive. Those monies have not yet been expended. 
The project is awaiting matching federal funds. Legislation is now 
pending before this legislature to preserve this money for this 
purpose and to continue earmarking the 2¢ to insure funding for 
maintenance and other costs at the facility. 

Senate Bill 353 seeks to preserve the amounts of revenue now 
going into the building program fund by allocating a sUfficient 
percentage of the proposed collections to maintain the level of 
payments to that account. The amount going to that account, 
however, will be reduced by the amount of reduction in taxed sales 
of tobacco products that will be experienced because of the tax 
increases. 

We believe that the volume of taxed sales of cigarettes could 
drop by as much as 18 percent during the first year of imposition 
of the tax as a result of the increase. We base this estimate upon 
experience elsewhere. In California, for instance, during the 
first year after its sales tax on cigarettes was increased on 
January 1, 1909, from 10¢ to 35¢ per pack (a similar 25¢ per pack 
increase), taxed sales of cigarettes plunged by a significant 13.0 
percent. We would expect a greater decrease in Montana because of 
the resulting higher tax rate established by Senate Bill 353 and 
because of the capability of purchasing untaxed cigarettes on 
Indian reservations and in Wyoming and Idaho, where the tax rate 
would be less. According to a 1905 study by the Advisory Council, 
on 'Intergovernmental Relations, tax exempt cigarette sales on 
Montana's Indian reservations represented 17.4% of all cigarette 
sales in the state--tops in the nation. 

Clearly, revenues dedicated to the Long-Range Building Program 
would be substantially reduced as a result of the tax increase 
proposed in Senate Bill 353. 

A Comparison of Senate Bill 353 and Initiative 115 r- , -----
We all know that Montanans do not favor tax increases. We 

know that Montanans do not favor selective sales taxes. 

The most recent opportunity that Montanans have had to 
demonstrate their dislike of selective sales tax increases was in 
the last General Election. Initiative 115, which sought to impose 
the same tax increases as are contained in Senate Bill 353, was 
defeated by 59 percent of the electorate. Voters in 54 of 
Montana's 56 counties voted it down. The election results are 
attached to this statement. 
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Senate Bill 353 imposes the same selective sales tax increases 
called for in Initiative 115. 

Initiative 115 provided that the increased revenues called for 
in that measure would be set aside and deposited in a tobacco 
eduction and preventive health care fund. 

Senate Bill 353 proposes that 70 percent of the new revenue 
increases be put in the general fund for appropriation to the 
University System and 30 percent of the new monies be allocated to 
a tobacco education and health care fund. 

According to the fiscRl note prepared for Senate Bill 353 
(assuming no decrease in sales), $7,676,556 per biennium would be 
put in the new tobacco edu~ation and health care fund. 

This is more than budget requests from 
appropriations for the Department of Health and 
Sciences for the coming biennium. 

general fund 
Environmentlll 

The sponsor claims that there will be no increase in 
bureaucracy as the result of the establishment of the fund and 
expenditures of the monies contained therein. We cannot imagine 
a $7.6 million budget without a department to oversee its use. 
Senate Bill 353 does not specify how the funds in the new account 
are to be used nor whether the money will be distributed through 
an existing agency or whether a new agency will be established. 
In either event, it is clear that there will be new bureaucracy 
required in connection with the use of the money. 

The most incongruous thing about the proposal set forth in 
Senate Bill 353 is that it proposes to use revenues gained from the 
sale of tobacco products to cause a total termination of sales of 
the products. 

The bill is totally 
the collection of the 
program's long-term debt 
the University System. 

destructive of the principal purposes of 
tax revenue--payment of the building 

and, if Senate Bill 353 passes, funds for 

I 

The bill calls for a referendum 
Montanans have already spoken at the 
Another referendum is unnecessary and 
Montana's election resources. 

on the tax proposal. 
last General Election. 
would be wasteful· of 

The Tobacco Products Selective Sales Taxes are Discriminatory 

Certain supporters of Senate Bill 353 are principally 
interested in the bill because of its provision that monies be 
directed toward the University System. In this regard, the bill 
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sets aside a segment of Montana's population for special treatment­
-the payment of a discriminatory sales tax. 

There is no logical basis for selecting a third of Montana's 
adult population and requiring them to ante up money for an 
obligation that is really the obligation of al~ of the taxpayers 
of this state. 

Senate Bill 353 establishes a Tobacco Education and Preventive 
Heal th Care Account. In doing so, however, the bill does not 
delineate the way the monies deposited in the account are to be 
used. The only suggestion of the monies intended use is contained 
in the title of the account. However, we don't perceive any dearth 
of educational materials in Montana regarding tobacco. Such 
materials are certainly in abundant supply in this state. 
Television and radio public service announcements regarding tobacco 
continue to bombard all of us. There is absolutely no need 
demonstrated for the establishment of such an ilccount in this 
state. 

If further monies are deemed necessary for education or 
research regarding tobacco or any other product, such monies 
certainly should be available through the facilities of the 
American Cancer Society, the American Lung Association, and the 
American Heart Association, to name a few. These three 
organizations had, in 1988 (latest figures available), a combined 
net worth of $1,080,900,000. 

These three organizations had a combined income of 
$656,600,000 in 1988. The commitment to research of funds donated 
to these three organizations on an annual basis by the American 
public is relatively penurious. The prime beneficiaries of all 
this money are managers and staffs. The Cancer Society allocated 
only 25 percent of its income to research. The Heart Association 
only 30 percent--and in the last ten years the American Lung 
Association has allocated only 3.2 percent of its income to 
research. I 

. $7.5 million would be a mere pittance to these organizations. 
Truly, there is plenty of money available for education and 
research in this state if the "Big Three" charitable organizations 
would only kick loose with it and donate it here in Montana. 

Summary 

1. Montanans have rejected this tax in the past election. There 
is no need for another referendum. 
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2. The proposed tax increase would severely reduce the revenues 
now available to the Long-Range Building Program Fund. 

3. The tax is self-defeating--the tax increase would cause sharp 
reductions in taxed sales and thus in revenues. 

4. The cigarette and other tobacco products taxes are selective 
sales taxes and increases in them would simply exacerbate 
their discriminatory nature. 

Jerome Anderson 
The Tobacco Institute 

John Delano 
Philip Morris, Ltd. 

Gene Phillips 
The Smokeless Tobacco Council 
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Mark staples 
Montana Assn. of Tobacco 
and Candy Distributors 

Roger Tippy 
R.J. Reynolds Tobacco Co. 
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MEMO TO MONTANA HOUSE TAXATION COMMITTE£XWG:r r:~. __ -1../ ....... ·QL-· --­

FROM HILL COUNTY WATER DISTRIC'r - DAVE JONES P~~lIDENT 3/5,BI 
DATE - JANUARY 15, 1991 BILL NO Hd) '21 

SUBJECT: Amendment of Section l5-6-20l(1)(m), MCA, to exempt 
motor vehicles owned by cooperative associations or 
nonprofit corporations organized to furnish potable 
water to its members or customers for uses other than 
the irrigation of agr icul tural land .. 

The Hill County Water District recently purchased two small 
pickups for our managers to us« in servicing our waterlines and 
dealing with customers. We supply water to approximately seven 
hundred fifty customers in areas from west of Havre to Joplin, 
Montana~ We have been organized since 1965 and operate under the 
county water district laws established by Section 7-13-2201 
through 2351 of the Montana Code Annotated. 

When we sought a license for our two motor vehicles, we were 
initially advised by our county treasurer that he didn't think 
they were taxable because they were owned by Hill County Water 
District, which is a rural water district created by statutory 
procedures. He then checked with the Motor Vehicle Division in 
Deer Lodge and was advised that we would have to pay to license 
the vehicles. We then did that at the same costs any other 
private taxpayer would pay. 

As we considered that earlier amendments to Section 
l5-6-20l(1)(m), MCA, had exempted our land, fixtures, buildings 
and improvements from taxation, we believed that motor vehicles 
should also be exempt. We are totally publicly supported by the 
fees which we charge our customers for the water which they 
receive. All of our authority is derived from Montana law and we 
even have the ability to place a tax against property with 
consent of the county commissioners if our fees do not generate 
sufficient funds to pay the bonded indebtedness of our system. 

Information is that other rural water districts are not being 
charged to license their motor vehicles. That is probably 
because their local treasurers believe, as ours initially did, 
that they were exempt as a publicly supported water system. In 
order to make the law uniform throughout the ~tate and eliminate 
any question, this change would be appropriate. There are not a 
great number of motor vehicles owned by groups who would qualify 
under this exemption and since most of them do not appear to be 
paying taxes at this time anyway, the exemption should not have a 
significant fiscal impact. 

Thank you very much for your considerations of these 
comments. 
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