MINUTES

MONTANA SENATE
52nd LEGISLATURE - REGULAR SESSION

COMMITTEE ON BUSINESS & INDUSTRY"

Call to Order: By Chairman J.D. Lynch, on April 12, 1991, at
8:00 a.m.

ROLL CALL

Members Present:

J.D. Lynch, Chairman (D)

John Jr. Kennedy, Vice Chairman (D)
Betty Bruski (D)

Eve Franklin (D)

Delwyn Gage (R)

Thomas Hager (R)

Jerry Noble (R)

Gene Thayer (R)

Bob Williams (D)

Members Excused: None
Staff Present: Bart Campbell (Legislative Council).

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

Announcements/Discussion: None

HEARING ON HOU.L.. BILL 995

Presentation and Opening Statement by Sponsor:

Representative Hal Harper, sponsor of the bill, stated that
this bill will save the businesses paying into the old fund about
one hundred and seventeen million, it will save businesses paying
into the new fund about seventy nine million.

‘Proponents' Testimony:

Scott Seacat, 3 legislative auditor, stated that his office
is neither a proponent or an opponent to the bill. He speaks on
the bill for information purposes only. He submitted a
spreadsheet of an analysis of the bill in terms of taking the
existing worker's compensation program, a loan from the reserves
of the new fund, and loaning them to the old fund (See Exhibit
1). ‘

Dave Lewis, executive director of the state board of
investments, stated at the present time, they have two pots of
money, the new fund and the old fund. We are loaning the reserve
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to the new fund from the old fund at a fixed interest rate of
seven and a half percent. This bill will allow the board of
investments, given the constraints that they have, number one,
the payroll tax of point zero two eight, and the need to make the
payments that it would allow them to go out and get:a cheaper
source of money. They could sell bonds to repay the loans to the
new fund. It puts the new fund in better shape, because they
don't have to use those reserves to pay off the old claims. They
are able to build the reserves, and invest at a higher interest
rate, and hopefully keep the worker's compensation rates down.
This bill is simply a strategy to come up with a cheaper source
of money in using the reserves of the new fund.

Jim Tutweiler, representing the Montana chamber of commerce,
stated that there are some advantages for bonding. A year ago,
there was a lot of uncertainty and lack of confidence in what the
size of the liability was. There was a feeling of uncertainty to
commit one's self to a long term in debt if you don't know what
‘you are paying for. Since that time, with actuarial work, they
have a good idea on what the size and the nature of the in debt
is. HB 995 makes good financial sense at this time, using the
lower rate. They can contribute to the help of the reserves that
they claim. By allowing the revenue that they have now and
allowing the premiums to be invested at nine percent instead of
seven percent they stand ahead about eighty million dollars at
the end of the program. The language of the bill contains
language that allows additional outside income, should it become
available.

George Wood, executive secretary of the Montana's self
insurer's association, stated that they rise in support of this
piece of legislation for many of the reasons that Mr. Tutweiler
mentioned. He has one concern, that the proceeds of the bonds
that are going to be sold, be used only to repay the state fund.
He has some concerns about whether or not any diversion might be
allowed under bonding. He suggested that the committee and the
legislature provide a statement of intent that says this is what

it is going to be used for. It will repay those loans, and repay
the unpaid claims.

Opponents' Testimony:

None

Questions From Committee Members:

Senator Williams asked Representative Harper to comment on
what Mr. Wood proposed.

Representative Harper stated that he sees no reason to amend
this bill, it has already received a two thirds vote for a
bonding bill. Nobody has offered any amendments.

Senator Lynch stated that he would rather not amend the
bill, if it is made perfectly clear that this is where the money
will go. He asked if they have to state that any further.

George Wood stated that he didn't think so. He doesn't want
anymore amendments. He would like the committee to indicate in
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their minutes that this is what the bill says, and that is what
it is intended for.

Closing by Sponsor:

Representative Harper closed.

EXECUTIVE ACTION ON HOUSE BILL 995

Motion:

Senator Williams moved to concur in HB 995.

Discussion:

None

Amendments, Discussion, and Votes:

None

Recommendation and Vote:

The motion by Senator Williams to concur in HB 995 passed
unanimously. Senator Mazurek will carry the bill to the floor.

ADJOURNMENT

Adjournment At: 8:45 a.m.

(7&)

'3.D. LYNGH, Chaifman

/gd e (/}» D&J;<j Loy

DARA ANDERSON, Secretary

JDL/dia
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SENATE BUSINESS & INDUSTRY
EXBIT NO___~

DATE_ 5// 0/ "7;,,/,

TO: SCOTT SEACAT, LEGISIATIVE AUDITOR DS
s N0 TS

FROM: JOHN FINE, AUDIT SENIOR

RE: STATE COMPENSATION MUTUAL INSURANCE FUND
SAVINGS ASSOCIATED WITH FUNDING PRE JULY 1, 1990
CLAIMS WITH 6.75% TAX FREE BONDS VS. FUNDING WITH®
7.5% LOANS FROM THE NEW FUND

DATE: JANUARY 29, 1991 91L-34

The attached spreadsheets show the costs associated with financing
the pre- July 1, 1990 claims liability of the State Fund.

1) Attachment 1 calculates the costs of financing the claims
liability with 7.5% loans from the assets of the new State
Fund established by louse Bill 2.

2) Attachment 2 calculates the costs of financing the claims
liability with 6.75% tax exempt bonds. The scenario assumes
the bonds will be sold at the end of fiscal year 1991-92. The
loans from the New Fund will be repaid at the time the bonds
are sold. We do not include the repayment in the calculated
debt service cost so as not to count this item twice.

In both attachments, we assumed a payroll tax of .28% and a growth
in covered payroll of 5% per year. The table below compares certain
cost categories between the two scenarios.

ATTACHMENT 1 ATTACHMENT 2

LLOAN FINANCED BOND FINANCED
Projected debt service $554,256,785 $693,821,960
less refinanced loans 80,106,160
Net debt service cost $554,256,785 $613,715,800
Payroll Tax $760,246,277 $643,320,539
Payroll Tax Duration 28 years 25.5 years

Attachment 3 shows $79,255,157 in increased interest earnings for
the State Compensation Mutual Insurance Fund if the State Fund
finances the Pre-July 1, 1990 claims 1liability with bonds rather
than with loans. The increase results from investing the New Fund
assets at a 9% market rate of return rather than at the 7.5% rate
set for loans by law.

Debt service reserves and issuance costs may necessitate bond sales
beyond the amount needed to cash flow the project of 10% and 2%
respectively. Amounts required for reserves and costs can be
provided from sources other than bond proceeds as set by issuer.

Attachment 2 covers issuance costs and debt service reserves in the
amount of bonds sold.
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SBNATE STANDING COMMITTEFR REPORT

Page 1 of 1
April 12, 1991

MR. PRESIDENT:

We, your committee on Busginegs and Industry havihg had under
consideration House Rill No. 995 (third reading copy as amended--
blue), respectfully report that Houge Bill No. 995 he concurred

in. ”
e i
i ! ) ‘ /’

- Signed: [Q }\j . \.}) j/}/t,(, L

géﬂh "J.D." Lynch, Chairman
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