MINUTES

MONTANA HOUSE OF REPRESENTATIVES
52nd LEGISLATURE - REGULAR SESSION

SUBCOMMITTEE ON INSTITUTIONS & CULTURAL EDUCATION

Call to Order: By WM. "RED" MENAHAN, on January 21, 1991, at
8:00 A.M.

ROLL CALL

Members Present:
Rep. Wm. "Red" Menahan, Chairman (D)
Sen. Gary Aklestad (R)
Sen. Tom Beck (R)
Rep. Dorothy Cody (D)
Rep. Chuck Swysgood (R)
Sen. Eleanor Vaughn (D)

Members Excused: Sen. Manning

staff Present: Sandra Whitney, Senior Fiscal Analyst (LFA)
Mary LaFond, Budget Analyst (OBPP)
Mary Lou Schmitz, Secretary

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

CORRECTIONS DIVISION
EXECUTIVE BUDGET MODIFICATIONS

Dan Russell, Administrator, Corrections Division, explained
funding issues and modified requests. Montana State Prison was
funded for 1086 inmates this fiscal year and at the end of last
fiscal year they already had 1097 adult daily population. The
first population modified is for $80,858 each year of the
biennium. That brings them up to an emergency capacity of 1135,
an increase of 48.25 inmate days of variable cost each day at
$4.59 per day.

REP. CODY asked if population modified means the increased
population needs. Mr. Russell said there are fixed costs and
variable costs and both vary with the number of inmates.

Mr. Russell said the next modified addresses the Rothe Dorm
reception overflow, and Unit D. The Department is working on
strategy to include the community programs to be funded for
intensive supervision, additional pre-release center beds and
house arrest. It also requires temporary and emergency measures
at Montana State Prison to keep Rothe Dorm open for a period of
time. Cost for staffing for additional capacity is $570,878 FY
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92 and $800,791 FY 93.

REP. CODY asked what is a "teacher grade". Mr. Russell said
different pay plans and classifications for teachers.

Mr. Russell said the next modified is the Montana State Prison
chemical dependency program. This is an intensive outpatient
program and includes a need each year of the Biennium for 4.0 FTE
at $108,355 FY 92 and $104,262 FY 93. Mr. Russell said 85 to 90%
of the inmates in the prison suffer from C D problems which they
had at the time they committed the crime and still have.

Mr. Russell said the last modified is the Targeted Case Managers
and there are two in each year of the Biennium. The first year
will cost $65,871 and second year $55,830. There are about 200
inmates now on "waiver" status and are parole eligible even
though they have waived their parole. There are about 400
inmates on "annual review" status. The Targeted Case Managers
help determine the needs of these people.

SEN. VAUGHN asked when the Case Managers work with people to
develop programs if there is any way to correlate with the
community programs available. Mr. Russell said they work closely
with community probation and parole officers.

REP. CODY asked if the Targeted Case Managers are in place now.
Mr. Russell said two people were hired last year but were funded
with operating expenses. REP. CODY asked who uses the vehicle,
and Mr. Russell said Case Managers take inmates into the
community for employment interviews. REP. CODY asked how this
is handled. Mr. Russell said they use the motor pool at the
Montana State Prison but there are so few vehicles available for
that purpose.

REP. MENAHAN asked if the Department has community arrangements
for a paroled inmate who needs a c d treatment program. Mr.
Russell said parolees have several conditions placed on them.
Some relate to the completion of c d treatment, mental health or
cther treatment programs. They do not have specific slots set
aside in any community. They have a relationship with the local
mental health centers and c d programs to make referrals.

MONTANA STATE PRISON BUDGET

Ms. Whitney explained there is a difference between the executive
and LFA budgets in the allocation of the HPI contract and a
decision will have to be made by the subcommittee whether to
approve current level or increased negotiated rates. There is a
significant amount of base differences which are essentially
offset by inflation differences. Exhibit 1

Ms. Whitney said the insurance and bonds are determined by the
Department of Administration. The Budget Office and LFA included
the same numbers in their respective budgets. However, because
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the subcommittee will be using executive in some cases and LFA in
others, a motion is needed to approve including these numbers
regardless which base is used because they were not allocated the
same. Exhibit 2

Ms. Whitney said the executive budget is proposing that the
modified request for chemical dependency also be funded with
earmarked alcohol tax. Based on the revenue analysis done by the
LFA office, the worksheet shows if LFA current level is approved,
all of the executive modifications to be funded with earmarked
alcohol tax are approved, and three secretaries in operations are
approved and funded by earmarked alcohol tax, the balance at the
end of FY 93 will $79,000. The Department said that balance
needs to be approximately $300,000 to maintain proper cash flow.
The choices are whether to fund with alcohol tax or General Fund.
Exhibit 3

Ms. Whitney said the third technical issue is the allocation of
HPI contract and whether to approve current level or include
increases in the contract. Exhibit 4

REP. CODY referred to Exhibit 4, Table 3, and asked if the
$92,655 is what was actually spent. Ms. Whitney said the
Department informed her this figure needs to be in the budget
based on current level. It is a different allocation than Table
2 and more closely reflects the service actually received. The
totals are the same in Table 2 and Table 3, just the allocations
are different.

REP. SWYSGOOD referred to the varied cost figures, Exhibit 4, and
asked why the subcommittee could not appropriate a sum to the
contract and let the Department dispense it to all of the
programs. Mr. Chisholm said it was established that way but the
Department is trying to reflect within the operational budget of
each participating institution what their direct costs are
relative to this contract.

Jim cCurrie, Administrator, Management Services Division, gave an
overview of the HPI Health Care Services Status Report. Exhibit
5.

SEN. VAUGHN asked if pharmacists are hired on a contract basis.
Mr. currie said HPI pays the pharmacists the going rate. SEN.
AKLESTAD asked why the cost of drugs is rising as indicated from
his report since nationwide investigations show drug companies
have been overcharging. Mr. Currie said the drug prices in the
first two years were stable but are rising this year due to
inflation.

Jack McCormick, Warden, Montana State Prison, said the cost of
some drugs, especially generic, has greatly reduced but the use
of specific, newer innovative drugs that psychiatrists order have
boosted the cost. REP. CODY asked how many people in the
institutions are being treated for AIDS. Mr. Russell said there
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are two people in Montana State Prison being treated but does not
know of any being treated in other institutions. Mr. McCormick
said the cost of treating AIDS patients is extremely expensive.

CANTEEN

Ms. Whitney reviewed the worksheet, Exhibit 1, current level
differences under personal services and operating expenses. All
funding is with Canteen funds, not General Fund. REP. SWYSGOOD
asked if the inmates operate the canteen and Ms. Whitney said
yes. Mr. Russell said there are two civilian supervisors who are
paid from the General Fund portion of the operating budget.

RANCH AND DAIRY

Ms. Whitney reviewed the worksheet, Exhibit 1, current level
differences under personal services and operating expenses. The
funding is Proprietary funds. Ron Paige, Montana State Prison
Ranch Supervisor, spoke briefly about the concerns. REP. CODY
asked if this budget reflects the increase in cow prices over the
last year. Mr. Paige said the projected prices are based on
experience the last two years. REP. SWYSGOOD referred to the
Long Range Building presentation and two buildings constructed
out of funds generated from the Ranch account and asked if that
authority is contained in this budget. Mr. Russell said the
Department needs the authority and it would be represented in the
Long Range Building Bill. The figures are $272,000 for the
Vocational Industries Building and $29,888 for the barn loan.

The total Ranch Fund is about $920,000 and operating expenses
come out of that.

INDUSTRIES REVOLVING ACCOUNT

Ms. Whitney reviewed the current level differences for personal
services and operating expenses. The issue is how much authority
does the subcommittee want to allow out of the proprietary funds.
There is no General Fund involved. Ross Swanson, Montana State
Prison, said the Prison Industries budget is based on a level
rrojection of an increase in sales each fiscal year so the budget
projected FY 92 and FY 93 is an increase over FY 90 actual and
over what is anticipated for this year.

Mr. Chisholm, said the Central Office is not given carte blanche
spending authority but should have the recommended levels
according to the executive budget because it anticipates a level
of business at the Ranch and Industries programs.

Ms. Whitney referred to the Language in the appropriations bill
for the 1991 biennium. Within the Industries Operations, the
Department may submit budget amendments to hire 1.0 FTE marketing
representative, 2.0 FTE shop supervisors, and 1.0 FTE prison
industries procurement coordinator if funding is available.

REP. SWYSGOOD asked if this option was exercised. Ms. Whitney
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said the Department did ask for an additicnal .25 FTE. Mr,
Swanson said he asked for a budget amendment for 1.0 FTE for a
marketing person. They had the same language in the vocational
training program and asked for a .25 FTE to fund a horticulturist

for the fiscal year.
PRISON INDUSTRIES TRAINING

Ms. Whitney said the only major difference in this program is the
equipment. Current level is based on historical actual
expenditures and executive is based on FY 91 appropriation. She
reviewed other issues of the budget worksheet Exhibit 1.

LICENSE PLATE FACTORY

Ms. Whitney reviewed the issues and current level differences in
the budget worksheet, Exhibit 1. In FY 90 the expenditures were
lower than anticipated. The agency anticipates a 3-month
inventory of aluminum at FY 91 year end, and it anticipates plate
production at an average of FY 86-FY 90 plate production. If
these two projections are correct, appropriaticns equal to actual
FY 90 production will be sufficient to maintain the 3-month
inventory expected at the end of FY 91. This is a General Fund
program. Mr. Chisholm said the General Fund operation has not
been the case in prior bienniums. The earmarked revenue
generated from the sale of plates went into a highway vehicle tax
account out of which spending authority was granted to the
Montana State Prison to operate the license plate factory. This
biennium is under a general fund appropriation for the first
time.

Todd Turner, Field Representative, Montana Federation of State
Employees, discussed increasing the number of FTE for vacation
relief. He introduced Jerry Guthrie and Paul Chericho, Montana
State Prison employees, who explained the under staffing problems
for guards at the Prison.

ADJOURNMENT

Adjournment: 11:15 A.M.

[

byio AN a W~
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TV WM. P"RED™ MENAHAN, Chair

MARY /L.OU SCHMITZ ,oSecretary
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HOUSE OF REPRESENTATIVES

INSTITUTIONS AND CULTURAL EDUCATION SUBCOMMITTEE

ROLL CALL DATE /- 3/- 7/
NAME PRESENT ABSENT EXCUSED
REP. WM."RED" MENAHAN, CHAIRMAN .

SEN. DICK MANNING, VICE-CHAIRMAN ‘ —

REP. DOROTHY CODY

SEN. ELEANOR VAUGHN

REP. CHUCK SWYSGOOD

i
v
SEN. GARY AKLESTAD v
SEN. TOM BECK 4
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ALLOCATION OF INSURANCE AND BONDS REGARDLESS OF BASE CHOSEN

Directors Office
Management Services

Board of Pardons
Corrections Administration
Community Corrections
Montana State Prison
Women'’s Correctional Center
Swan River

Veteran’s Home

Mental Health Admin.
Montana State Hospital
Center for the Aged
Chemical Dep. Admin.

MT Developmental Center
Eastmont

Total

FY 92

$2,760
$7,556
$4,928
$37,456
$22,009
$66,272
$6,291
$33,687
$7,213
$1,779
$105,105
$6,994
$2,604
$40,295
$6,040

$350,989

,‘“4

FY 93

52,917
$8,054
$5,199
$39,530
$22,009
$71,735
$6,291
$33, 687
$7,642
$1,838
$111,821
$7,448
$2,761
$42,465
$6,377

$369,774



\123\REGSES\64C1\REV2034 . WK1
FUND ANALYSIS AND CAPACITY WORKSHEET

Accounting Entity 2034
Accounting Entity Name - Alcoholism Treatment Rehab.

Fy /88 Fy 789 FY /90 FY 91 FY /92 FY 793
Beginning Balance $400,549 $443,725 $506,212 $590,287 $335,758 $200,637
Revenues
1. Beer Tax $696,980 $697,738 $704,417 $702,000 $707,000 $711,000
2. Wine Tax $466,831 $433,651 $421,895 $420,000 $409,000 $399,000
3. Cost Recovery $107,445 $110,912 $93,326 $93,326 $93,326 $93,326
4. Liquor License $2,177,071 $2,220,355 $2,218,058 $2,252,000 $2,337,000 $2,330,000
5. Transfer Wine Tax $17,859 $15,467 $12,021 $0 $0 $0

Total Funds Available $3,466,186 $3,478,123 $3,449,717 $3,467,326 $3,546,326 $3,533,326

Disbursements .

1. Transfers Out $3,432,344 $3,384,829

2. Central & Chem. Dep. Operations $324,6%94 $337,741 $351,921 $335,315
3. Galen Chem. Dependency $1,641,672 $1,689,791 $1,173,703 $1,178,171
4. MSH Support Operations ' $556,443  $563,515
5. Dist. to Counties N $1,122,592 $1,090,000 $1,090,000 $1,090,000
6. State Prison $50,514 $55,390 $55,3%90 $55,390
7. Swan River $27,941 $29,137 $29,137 $29,137
8. PHS/MVS +€26,350 $31,910 $27,000 $27,000
9. Justice - Drug Testing $192,6% $197,599 $221,844 $204,443
10.Corrections Mods $176,009 $171,783

Total Disbursements $3,432,344 $3,384,829 $3,386,457 $3,431,568 $3,481,447 $3,654,754

Adjustments
1. Misc. $1 $2 $0
2. PY Rev. $9,072 ($32,455) $18,453
3. PY Ded. $261 $1,646 $2,162 ($290,287)
Total Adjustments $9,334 ($30,807) $20,815  ($290,287) $0 $0

Ending Balance $443,725 $506,212 $590,287 $335,758 $200,637 $79,209
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compecitive salary levels offered by the state and because of the increased
level of expertise and state of the art automation nffered by & national
company . The department also anticipated some eventual savings in relative
drug costs due to the opurchasing power of a national £firm and the
umplementation of a deparctment wide standardized formulary.

As with any large and complex transition, the conversion to a privately
operated pharmaceutical services program did not occur over night. The
program is. however, now fully operational and 1is providing excellent
services. The contract with HPI Health Care Services Inc. expired on November
0, 1990, and was renegotiated for an additional three year ceriod.

Cost of Administration:

At the onset of this private pharmaceutical services operation, the
management fee was set at $364,8&58, or $137.382 higher than the state was
paving in personal services for pharmacy perscnnel. Over the last three vears,
and for the aext three vears, that management fee has and will increase.
However. the increases are less than those reported in the Consumer Price
Tndex (CPI}. While the management fee increased by ten percent over the two
vear period (88/89 and 89/90), the CPI increased at the rate of over eighteen
percent for the same period. The renegotiated contract. covering the period
of December 1. 1990 throuzh November 30, 1993, calls for a twelve percent
increase in the management fee for the first year of the contract (8451,380)
and five percent each year for the remaining two years. This represents an
average increase of seven percent each vear, while the current CPI rate for
similar services 1is running at nine percent each vear. The department
continues to feel the management fee is reasonable given the increased level
of services provided, and that all federal and state licensure standards are
being met. not to mention the fact that the increase is substantially less
than the rate of increase reported by the CPI for the same period.

Cost of Drugs:

One of the primary reasons the department pursued a contractual
arrangement with a private corporation to provide pharmaceutical services was
to obtain the benefit of its expertise and purchasing power. The State of
Montana, did not have the necessary expertise or purchasing volume to acquire
its pharmaceuticals at the best price available. As a result, the state was
consistently experiencing double digit inflation in its drug costs.

During the first year (87/88) of the contract the average unit cost of
the drugs purchased from HPI increased by only .41% (four tenths of one
percent). The CPI for the same period for similar services reported
inflationary increases at around 6.2%.

The second vear (88/89) of the contract with HPI, the average unit cost
of the drugs purchased from HPI increased by 2.87%, while the departments'
total expenditures for drugs increased by only .60% (six tenths of one
percent). The implementation of standard policies and formularies enabled the
department to minimize overall increases in drug prices. The CPI for the same
period for similar services reported inflationary increases at 9.6%

The third year (89/90) of the contract with HPI. the average unit cost
of drugs purchased from HPI have increased by 11.73%. while the departments'
total expenditures for drugs have increased by 18.61%. A major factor in the
Aanarrmente’ averall exbenditure increase has been the implementation of the



Ex. 5 1/21/91
InStTt SubCOmm

loziril prosram at Monmtana State Hospital. Wwhen this wvery =xpensive program
1s adjusted <ut ¢f the overall =xpenditures. zhe increase is 1..71%.

Over the three vear period of the <ontract. the epartment has

experienced an average intflationarv increase of 5% each vear in its unit «rug

COSTS. Juring tie <same Deriod che averasge annual increase for similar
services as reported by the CPL was 3.4%.

Cost of Staff Versus Contract Service:

In 1987. the State of Montana was not competitive with the private
secror in the salarv levels it was paving Pharmacists and Pharmacy Directors.
The department was. therefore, unable to recruit and retain Pharmacists when
staff turnover occurred. and those Pharmacists who were on staff were seeking
oth2r =mplovment. Due to these shortages, rthe department was not able ©o
cperate  guality sharmacy  prograwms. In some  cases. certificaticon was
rhreatened due ¢ deficiencies in those prougrams. Contracting with a1 private
venaor resolved both issues. HFI is able to offer competitive salarv levels,
and 1s able to ~mpiov the necessarv Pharmacists to enasure 2 aualitv and
certiZiable pharmacy program.

Pharmacists are paid at Grade l4 and Grade 13 on the State pay matrix.
In FY91l. those grade levels would equate to a salary level of $10.038 per hour
for Pharmacists., and $10.877 per hour for Pharmacy Directors. The current
private sector salary rate for Pharmacists is $18.53 per hour. while the
current private sector salary rate for Pharmacy Rirectors is $20.75 per hour.

As stated earlier, when the contract with HPI Healthcare. Inc. was
negotiated in 1987, the department anticipated it would be higher than the
amount included in the personal services budget for pharmacy operations. It
was, [n fact 8137,3882 higher. This increase was incurred due to the non-
competitive salarv levels built into the departments’' personal services
budgets (up to $6.00/hour belcw market level), ana because the department was
receiving a broader range orf services than was available when operating its
QWL programs. The disparitv between salary levels offered bv the private
sector verses those offered by the state has increased. It, therefore, would
be reasonable to assume that the management fee for HPI would be higher than
the budgeted amount for personal services for the pharmacy program if it were
state operated. However, due to the shortage of Pharmacists and the non-
competitive salary levels offered by the state, it is not reasonable to assume
we could emplovy the number of Pharmacists necessary to operate a certifiable
and high quality program.

Quality and Quantity of Service:

The department is now benefiting from a fully operational high quality
and completely certifiable pharmaceutical program. The program is not only
subject to review from state and federal survey teams, but also must submit to
a very sophisticated internal quality assurance program. HPI has been able to
respond verv effectively to service fluctuations mandated by population
increases as well as to emergency situations such as the recent Hepatitis
nutbreak at the Montana Developmental Center. The new contract has been
structured in such a manner as to allow the pharmaceutical program to expand
or ccntract as the service demand requires,

The ultimate goal of the pharmaceutical services program operated by HPI
f= ms mwnivdida A hiabh Anvalityvy and certifiable oracram rhatr will cafelyv and
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efficrently meec the needs of the patieats and phvsicians. This program 15
ichieviang that goal.
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