M NUTES

MONTANA SENATE
57th LEG SLATURE - SPECI AL SESSI ON
COWM TTEE ON FI NANCE

Call to Order: By CHAIR BOB KEENAN, on August 7, 2002 at 9:00
A M, in Room 172 Capitol.

ROLL CALL

Menbers Present:
Sen. Bob Keenan, Chair (R)

Sen. Tom A. Beck (R

Sen. Chris Christiaens (D)
Sen. John Cobb (R

Sen. WlliamCrisnore (R
Sen. Greg Jergeson (D)
Sen. Royal Johnson (R
Sen. Bea McCarthy (D)

Sen. Arnie Mhl (R

Sen. Linda Nel son (D)

Sen. Debbi e Shea (D)

Sen. Corey Stapleton (R)
Sen. Bill Tash (R

Sen. Jon Tester (D)

Sen. M gnon Waterman (D)
Sen. Jack Wells, Vice Chair (R
Sen. Tom Zook (R)

Menbers Excused: None.
Menbers Absent: Sen. Ken Mller (R)

Staff Present: Prudence Gldroy, Commttee Secretary
Jon Moe, Legislative Branch

Pl ease Note: These are summary mnutes. Testinony and
di scussi on are paraphrased and condensed.

Comm ttee Busi ness Summary:
Hearing(s) & Date(s) Posted: SB 19, 8/5/2002; HB 1,
8/ 5/ 2002; HB 5, 8/5/2002; HB
7, 8/5/2002; HB 8, 8/5/2002;
HB 12, 8/5/2002; HB 6,
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8/5/2002; HB 9, 8/5/2002; HB
10, 8/5/2002;

Executive Action: HB 1, 8/5/2002; HB 9,
8/5/2002; HB 7, 8/5/2002; HB
12, 8/5/2002; HB 6, 8/5/2002;

HEARI NG ON SB 19

Sponsor: SEN. STEVE DOHERTY, SD 24, Geat Falls
Pr oponent s: Jerry Driscoll, MI AFL-CI O

Li nda McCul | ough, State Superintendent of Public
I nstruction

Darrell Rude, Executive Director of the Schoo
Admi ni strators of Montana

SEN. VI CKI COCClI ARELLA, SD 32, M ssoul a

SEN. SAM KI TZENBERG, SD 48, d asgow

Steve Cettel, Superintendent of the School for the
Deaf and Blind

Bruce Messinger, Superintendent of Schools, Hel ena

SEN. EVE FRANKLIN SD 21, Geat Falls

Dave Tweeter, Mntana Rural Schools Association

Eric Feaver, MEA-MFT

Bob Vogel, Mntana School Board Associ ation

Jack Copps, Executive Director for the Mntana
Qual ity Education Coalition

Qpponent s: Carl Swanson, President, Mntana State Fund
Roger Mcd enn, Executive Director of the
| ndependent | nsurance Agents Associ ation of MI
Jacquel i ne Lenmark, American |Insurance Associ ation
Ri | ey Johnson, National Federation of |ndependent
Busi nesses

Openi ng St at emrent by Sponsor:

SEN. STEVE DOHERTY, SD 24, Geat Falls, presented his bill as a
part of the solution to budget woes. Wen the issue of the
speci al session cane up, he said, soneone "offered up" sone
excess funds in the State Wirker's Conp O d Fund. He noted that
"of fering up" sonething denotes that one has ownership. He felt
the noney in the worker's conp fund was mainly there because of
enpl oyees and enpl oyers, taxpayers in Mntana, who paid to take
care of the Ad Fund Liability. He felt it right that, as

pol i cymakers, the |egislature should determ ne how t he noney
woul d be spent. He described the June 14 Economic Affairs
nmeeting in Hel ena when the President of the State Fund, M.
Swanson, said that the agency mght be willing to forgo
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approximately $17 mllion in |lost interest paynents to the state
of Montana. |In return they wanted quid pro quo. The state

budget director was there and supported the proposed | egislation.
He said that during the 1989 session,$20 mllion was |oaned to
the State Fund for the A d Fund Liability and on which no
interest was paid. In light of the | oom ng budget cuts and
trying to keep the percentage of reductions as | ow as possible he
approached M. Swanson and the State Fund Board to ask if they
woul d be receptive to paying back sone of the interest on the $20
mllion. As aresult, the State Fund suggested taking the excess
nmoney that currently flows fromthe O d Fund into the new fund
after the actuary determnes the liability rate and have that
excess above the contingency flowinto the general fund. He
noted that the State Fund sent out press rel eases and quoted that
"the Montana State Fund | egislation has the prinmary objective of
revising existing | aw so that excess funds above the anount
needed for adequate funding of A d Fund clains would be reverted
to the general fund. The proposed |egislation provides that
excess funds over adequate funding of A d Fund clains wll
transfer annually to the general fund instead of the Mntana
State Fund as provided in current |law estinmated at $8.5 million
in FY 2003 and additional anounts into the future.” SEN. DOHERTY
expl ai ned how the legislation fit into the call for the session--
the legislation had the primary objective of revising existing

| aw so that excess funds above the anmount needed for adequate
funding of old fund clainms would be reverted to the general fund.
He asserted that care would be taken so workers conp rates would
not increase because of the changes. He further quoted State
Funds proposed legislation--"Currently all other insurance
conpani es operating in Montana pay the premumtax. Qur proposal
woul d make state fund simlar to other carriers in this regard.
W estimate that the cost to businesses insured would increase by
2.75%" (It would increase if they paid the premumtax into the
general fund.) "Nothing else in the proposal should result in
increased rates.” SEN. DOHERTY decl ared that the noney was paid
for by taxpayers (workers). An extraordinary tax that was hotly
debat ed and passed through a denocratically controlled Senate put
a tax on workers for the first tine. He felt that Montana

t axpayers, workers, and small businesses | ooked to the

| egi sl ature on how that woul d be spent. He contended it was the
appropriate thing to do and that there were no deals (quid pro
quo). He said they took a | ook at the noney and found it to be
excess and woul d decide how it would be part of the solution.

Pr oponents' Testi nony:

Jerry Driscoll, MI AFL-CI O testified that the old payroll tax
started in 1987 and assessed only agai nst enpl oyers (as 3/10 of
1% of total payroll) was to subsidize rates. On the |ast night
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of the 1987 special session, $20 million of general fund was put
it into the workers conp system He said it wasn't very popul ar
but had to happen or else the rates were going to go up
drastically. Wen the fund was separated into old and new fund,
the A d Fund gave the New Fund $12 million to start up. It
wasn't near what they needed, but it was all they had. No
interest was ever paid on the $20 million. They did pay back
$160 million of premumto the A d Fund but over the tine the tax
went down to 2/8 of 1% and they bonded it. In the bill it said
the tax woul d never be raised wthout a 3/5 vote in the

| egislature. [In 1993 when the tax was raised, that section was
repealed. The tax was raised to 1/ 2% on enployers and 2/ 10 on
enpl oyees. $350 million in taxpayers noney has gone into the
systemover that tinme. |In the bill that passed in 1995, they
coul d not renove the payroll tax until the old fund had enough
money to pay off all clains plus 10% The 10% was put in there
because Wirker's Conp had a poor history of estimating how much

clains were going to cost. In 1985, when the issue was first
studi ed by a group of 18 peopl e appointed by then Gov. Schw nden.
The actuary said there was a $29 nillion problem One nonth

|ater, there was a $130 million problem They were $400 mllion
in the hole. He declared the fund was now stabl e and cont ended
it was tax noney, not premumdollars. He advised the State Fund
woul d say they put $160 nmillion of premumdollars into the
system But$350 million of tax dollars since 1987 have gone into
the system After the actuary says there is enough noney to pay
all clainms plus 10% the excess should go to the general fund or
educati on, he held.

Li nda McCul | ough, State Superintendent of Public Instruction,

voi ced her support for SB 19. She indicated that as a fornmer

| egi sl ator, she was well aware of the constitutional mandate to
bal ance the budget and that it was the overriding purpose of the
speci al session. She said it had been her practice to work with
the legislature to identify funding sources for education budgets
that she strongly supported. On July 25th she testified before
t he House Appropriations Commttee in opposition to the then
proposed $10.7 million in cuts to K-12 schools. She reported to
the commttee that schools, before the proposed cuts, were

al ready receiving nearly $14 mllion less in state support than
they did in the previous biennium because of declining

enroll ments. She al so pointed out that OPI working in
cooperation with the Governor's office had identified $7.2
mllion in school budgeted fund reversions and reductions in the
first round of cuts. She felt it was her responsibility to
identify a funding source to offset the cuts she was proposing.
She suggested the commttee look in surplus funds currently
existing in the Wrker's Conpensation account. Last session at

| east $18 million was identified in these accounts. The new fund
was started with a $20 million interest free loan. SB 19 would
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acconplish her goal. She advised not Iimting options to one
solution. She also supported the transfer of surplus funds in
the last legislature. Wen Wrker's Conp was in crisis, they
received an interest free loan fromthe state general fund to
begin the new fund. Now that the state budget was in crisis the
surplus funds should be used as part of the solution. She
recalled that at the |ast session the proposal was net with heavy
opposition fromthe Wrker's Conp D vision who clainmed the funds
didn't exist and that the proposal woul d cause serious damage to
the fund. She noted that several nonths ago M. Swanson offered
t hose very funds to the budget office in return for privatizing
his agency. Apparently the funds do exist, she decl ared.
Privatizing the agency is a separate issue and not related to the
exi stence of the surplus funds. The 2003 | egislature can

t houghtful ly consider the privatization issue. In the neantine,
the funds are available to help the special session avoid further
damagi ng cuts to Montana schools. EXH BI T(fcs03a01)

Darrell Rude, Executive Director of the School Adm nistrators of
Mont ana, noted his career as an educator and adm nistrator and
urged support for SB 19 on behal f of educators and children.
Budgets and plans were set for the school year. Children and
teachers need nodern technology. He cited testing, standards and
accountability issues and he asked for support for the bill.

SEN. VI CKI COCClI ARELLA, SD 32, M ssoula, related the history of

t he night when then SEN. LYNCH and SEN. PIPIN CH threatened to
throw then REP. DRI SCOLL out the wi ndow for the proposal and the
passage of the AOd Fund Liability Tax on enpl oyees. She said she
wi t nessed those nenbers of the House try so hard to find a
solution to save the State Fund fromthe disastrous political
history it had and protect businesses fromhigh rates. She
recalled it was an enotional tine and a tough tinme for everyone

i nvolved. They worked hard to find a solution. She said it was
time now for State Fund to help. She stressed that it was

t axpayers dollars. She said the bill that was withdrawn fromthe
speci al session needs serious consideration in the regular
session, but that the noney should be used nowin tine of crisis.

SEN. SAM KI TZENBERG, SD 48, d asgow, declared that there were
still "goldm nes in Montana" and that one was being tal ked about
today. He recalled a neeting the previous fall, when it was
suggested to himthat if you want to raise a | arge anount of
noney in the State of Montana for a health pool or whatever,

t hi nk about the Worker's Conp fund. That was why he had
introduced SB 5. He had hoped to raise $80 nmillion to restore

t he noney that the Governor had already cut and the cuts that
were being | ooked at. He said there was no need to make any cuts
during the special session and that there were solutions and
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funds out there. He expressed support for SB 19 and call ed
attention to the fiscal note on HB 5.

Steve Cettel, Superintendent of the School for the Deaf and
Blind, Geat Falls stood in support of SB 19. He said the

| egislation was critical to maintain an education program and
avoid | ayoffs. $110,000 was cut fromtheir budget for the next
school year. He noted they were a 24 hour residential school and
that nost of their noney went into personal services. The school
serves deaf and blind children who cannot be educated in the
regul ar school system and 270 children receive services through
their outreach program The $57,000 earmarked in the bill was
critical to be able to get through the next school year. He
encour aged support for the bill.

{Tape : 1; Side : B}

CHAI RVAN BOB KEENAN, stated there was $874,000 in the

Tel ecommuni cati ons Handi capped account that could be used to
"make them whole". He felt that would be entirely consi stent
with the school's m ssion and what the tax was for.

Bruce Messinger, Superintendent of Schools, Helena, stood in
support of SB 19. Trustees found because of declining
enrol Il ment, that even with the 1.8% increase in state funding for

Hel ena Public Schools, there would need to be a $1.1 million
reduction in expenditures in order to satisfy a cost of living
adj ustment they nade for their enployees, he testified. |n order

to make that reduction they needed to have their flex funds whol e
and the local option to support that, as well as the tinber

funds. If sonme or all of those funds were |ost, the board of
trustees would need to go back and neke reductions of $1.5 to
$1.6 million in overall expenditures. Staff had al ready been
reduced and there would be additional reduction of staff and
expenditures. The use of flex funds and tinber funds were used
to pay teachers, buy textbooks, clean schools, buy conputers,
connect to the internet, he said. |If those funds were |ost those
services would be either delayed or taken away. |If the funds
were | ost for good, even further reductions would have to be
made.

SEN. EVE FRANKLIN SD 21, Geat Falls, recalled 1993. She
remenbered that her caucus held tenuous control over its nmenbers
at that tinme and renenbered then majority | eader SEN. GREG
JERGESON convi nci ng enough nmenbers of the caucus to inpose the
tax on workers which was not something supported in the caucus at
that time, but the need was there to bail out Wrker's Conp. The
majority party had to nake sone decisions and do sone things it
didn't want to do along wth Republican caucus nenbers. She said
this m ght be one of those times of crisis and she urged the
measur e be passed.
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Dave Tweeter, Mntana Rural Schools Association, declared 70 to
80% of rural schools budgets were being used for salaries and
teachers were | eaving by the droves. He cited a report that
showed 800 to 1200 teachers |eaving and the cunul ative effect was
of concern. Many districts would gladly make up for the
shortfall locally, he asserted, but can't do that because of the
current budget system He said that schools have an incredible
responsibility to children and that not nany busi nesses have the
caps and restrictions that schools have. He urged consideration
of SB 19 as a neans of sal vagi ng the Montana school system and
the children they serve.

Eri c Feaver, NMEA-MFT, rose in support of the bill. He supported
the fix for the School for the Deaf and Blind and warned there
woul d be a cost even if those kids had to go sonewhere el se for
their education. The Board of Public Education had a
constitutional obligation to generally supervise the schools and
were responsi ble for school accreditation, teacher certification
and teacher preparation and witing the rules of operation, he
informed the commttee and that they can barely afford to neet to
do what they are constitutionally obligated to do. They are the
system of accountability appointed by the Governor that serve the
schools. He warned that HB 4, which would divert funds fromthe
ti mber cut that was neant for school technology to the general

fund, was unconstitutional. He contended that the flex fund was
a new idea that the 2001 | egislature said was a prom se about how
schools were going to be funded. It was to give themlots of

opportunity to devel op new prograns and | evy against it. About
17 nostly small school districts did | evy against it by huge
majorities of voters in their districts. SB 19 would restore
those nonies. He said there was a failsafe in the bill and there
was an opportunity to appropriate our own taxpayer noney in a
time of great need.

Bob Vogel, Montana School Board Association, strongly supported
SB 19 and saw it as a great way to ease the pain of budget
cutting and hel p bal ance the state budget.

Jack Copps, Executive Director for the Montana Quality Education
Coalition, said the coalition represented a | arge nunber of

school districts across the state that enroll the majority of
students in the state. Their purpose was to ensure that there
was adequate funding for public education as guaranteed by
Article X of the Constitution. The cuts are seen as further
reduction in adequacy |levels of funding in the state.

Hi storically, the share of noney that is being put into education
in the state is at a very low |level--maybe at the | owest level in
the history of the state, he held. He was positive it was at the
| onest level in the last fifty years. He contended that the
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surplus was a | ogical source of revenue and urged the conmmttee
to look at it as a solution to avoid reducing the funding to
education in the state.

Opponents' Testi nony:

Carl Swanson, President, Mntana State Fund, asserted that the
State Fund insures over 25,000 businesses in the State of

Mont ana. He opposed the bill due to what he believed was an
ownership interest of those businesses that have been insured
with the Montana State Fund. He acknow edged the chall engi ng
budgeti ng decisions to be nmade. He did not oppose the nerits of
fundi ng educati on and ot her inportant needs but the way of going
about it and the timng. He said they have a bill that would
provide for simlar funding in the regular session that would

al so have inpact on FY 03. He recalled the Wrker's Conp crisis
in the 1980s was brought about by the A d Fund not being
structured to run efficiently and effectively as an insurance
conpany and al so because of political rate suppression. Montana
State Fund at various tinmes tried to get adequate rates. An
unfunded liability was built up over a decade. |n 1987 a payrol
tax was placed on enployers and was extended to enpl oyees in
1993. In the May 1990 special session, the old State Fund was

di ssol ved, and the unfunded liability was taken over as a state
debt. The funding for the A d Fund, the clains prior to July 1
or 1990, was comng fromthe AOd Fund liability tax. A new State
Fund was created to be funded entirely by prem uns paid by

busi nesses. By |law, the new Montana State Fund coul d not declare
any dividends so long as there was an old State Fund liability.
So any dividends that the Board declared had to go to the AQd
Fund. The Board decl ared several dividends that went to the Ad
Fund totaling approximately $166 mllion. He believed that there
was an ownership interest because of the $166 million and because
Mont ana State Fund policy holders were paying the Od Fund
Liability Tax. The $166 million ended the Od Fund Liability Tax
many years earlier than it would have ended. In the 1997

| egi sl ative session SB 67 passed. The bill provided that if
there was an excess in any year above what was needed to fund the
liability and the costs of managing the clains plus a contingency
of 10% the excess would cone back to the new fund which woul d
likely be released in the formof dividends to custonmers. He

cl ai mred enpl oyers paid approxi mtely 51% of the A d Fund
liability and additionally they paid the $166 mllion He felt
there should be a return on investnent for policy holders. He
said the bill they would have in the regul ar session woul d

provi de for any excess dollars to be transferred back to the
general fund instead of the provision that currently exists in SB
67. He believed their custoners return on investnent would be a
strengt hened Montana State Fund and | anguage that protects mnuch
nmore strongly the financial standing of the new State Fund. It
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would allow it to operate nore efficiently and effectively nuch
i ke other state funds. Regarding the bill that would be
proposed in the regular session, he said they withdrew the bill
because they were infornmed that it woul d unnecessarily extend the
speci al session. They felt they needed tinme to give the bil

full consideration it deserved. He concluded that their
opposition to the bill was based not on its being equitable to
their policy holders in consideration for their $166 mllion.
They believed it was not the proper tinme to be discussing the
issue and that their bill in the regular session wuld provide a
simlar diversion in excess funds to the general fund while
strengthening the Montana State Fund for the | ong-term benefit of
Mont ana busi nesses.

Roger Mcd enn, Executive Director of the Independent |nsurance
Agents Associ ation of Montana, felt the bill set a dangerous
precedent and a return to the politicalization of the process.
There was a fear that these funds would be raided every tine
there was a problem He felt that as long as there were open
clainms, the funds should not be raided.

{Tape : 2; Side : A}

Jacquel i ne Lenmark, Anerican | nsurance Associ ation opposed the
bill. She noted the association m ght not oppose the concept in
the regul ar session. She had represented the association in
every regul ar and special session since 1987 and had been

i nvolved in the problem of Wrker's Conpensation since that tine.
She said it was the AIA's position that the |egislature should
not make a decision of this inport relying solely upon the
representations of the State Fund. There should be an

i ndependent verification. The Al A al so opposed earmarking the
funds. The associ ation would support a neasure in the regul ar
session if there were an i ndependent exam nation of State Fund.
They woul d have to know what sort of business formthe State Fund
m ght take and how t he Conmm ssioner of |Insurance m ght eval uate
t he business form She said there nust be an assurance of

conti nued, adequate and equal regulation if it is to change its
form of business and assurance regardi ng the excess. The fund
has operated in the past under a different set of financial

consi derations and requirenents. An independent decision needs
to be nade that it would be sol vent under a new regul atory
schene. The protection of the consuner is critical. The Al A
along with the State Fund and the Self-lnsurers Association

wor ked hard since 1991 to stabilize the State Fund. The State
Fund is a critical conmponent to the stability of the three way
Wor ker' s Conpensation systemin Montana. Under its current

| eadership, the State Fund has becone a reliable, stable source
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of insurance that fulfills a very inportant insurance function
for the state. She urged a do not pass recommendati on.

Ri | ey Johnson, National Federation of |ndependent Busi nesses,
conveyed his opposition to the bill. He noted that the average
menbers of the federation were small enployers, insured by the
State Fund, and would be hurt if anything happened to the fund.
The i ssue was grave to policy holders, he held, and the decision
shoul d not be nade in a special session. He felt the issue had
not had sufficient study and should be passed on to the regul ar
sessi on.

Questions from Commttee Menbers and Responses:

SEN. LI NDA NELSON asked M. Swanson about his belief that the
noney bel onged to the businesses that paid into it (the fund.
She pointed out the bill, that would have been considered in the
speci al session and will be considered in the regul ar session,
woul d give up this noney. She wondered why the noney didn't

bel ong to the businesses that paid into it then.

M. Swanson replied that all businesses in Montana, as well as
enpl oyees at one tinme, were all paying the Add Fund Liability
tax. In addition, only those policy holders that were insured
with the Montana State Fund gave $166 million to the O d Fund
(about 30% of what the A d Fund liability was). In 1997 the

| egi sl ature recogni zed that was uni que and ended the OFT tax many
years earlier. SB 67 provided that at the end of any year the
excess beyond what the actuary decided plus a 10% conti ngency
woul d conme back to the New Fund. This would likely be, in part,
in the formof dividends going back to custoners. He believed
that was uni que and an additional ownership interest. He felt
policy hol ders should be given sonething in return for giving up
any future excess. His position was to protect the financial
stability and service going forward. A non-state agency State
Fund woul d operate nore efficiently and effectively, he held. It
woul d be structured simlarly to a nunber of other State Funds in
other states. He felt that would be a return on investnent for
their custonmers and protect the long termviability of the State
Fund.

SEN. NELSON remarked they were willing to give it up but wanted
sonet hi ng back

M. Swanson replied that policy holders should get sonething in
return and they already were fromthe provisions of SB 67. They
woul d propose giving that up in return for a return on investnent
for their custoners, long termviability, and further renoval
fromthe political process.
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SEN. NELSON i nqui red about the nunber of open clainms. M.
Swanson replied there were approximately 1500 in the A d Fund
(clainms prior to July of 1990) which would likely go on for
perhaps 30 to 35 years.

SEN. ROYAL JOHNSQN, inquired about the total anmount of dollars
those clains were actuarially.

M. Swanson contended that in June the outside actuary estinmated
approximately $105 mllion for the claimbenefit liability and
the costs of managi ng those cl ai ns.

SEN. JOHNSON asked if the cost of nanaging those clains currently
was about $1.2 mllion.

M. Swanson believed the anbunt to be approxi mately $1.25 maxi mum
per any one year.

SEN. JOHNSON asked about the current total reserve funds of the
a d Fund.

M. Swanson stated that assets were approximately $126 mllion.

SEN. CHRI' S CHRI STI AENS wondered if the bill that woul d be
proposed in the next session has nerit, why he thought it was the
noney that nade what they were proposing in the 2003 session
doabl e.

M. Swanson answered that it may be doable on its own, but it
certainly would provide sone consideration as part of a package
including the transfer. He noted there were other provisions in
the bill for a premumtax, an additional annual revenue to the
state. He thought the bill mght stand on its own and pass but

t he prospects of passing would be greater with the tranfer. As
part of their bill, they could explain to policy holders that

t hey gave the noney up because it would strengthen the State Fund
long term It would make them nore efficient and effective as an
organi zation. He could justify their bill to the policy hol ders.
He nmentioned that the liability was on a di scounted basis of
approximately 5.5%

SEN. CHRI STI AENS was interested in what the A d Fund reserves
were--%$126 mllion with adm nistration of about $1.2 on an annual
basis. His opinion was that those in businesses were al so
famlies who had children in the school systens. He had a
problemw th the disconnect that businesses aren't people and
don't have enpl oyees who woul d benefit in this noney going out to
| ocal schools and school kids across the state.
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M. Swanson did not dispute that point but declared the bill that
they were proposing in the regular session would divert any
excess funds to the general fund where those needs coul d be
served. He believed his policy holders, who paid $166 mllion
dol | ars, should have sonething in return--a nore efficient and
effective State Fund that would hold rates down and operate nuch
like state funds in other states.

SEN. BEA McCARTHY advi sed that insurance conpani es that had
opposed the bill were worried about both the solvency and the
continuancy of the fund. She noted that in the materials
provided to legislators by the agency in the interim there were
listings of the bonuses that had been provided in the |ast few
years. The Board of Directors had very generously given bonuses
in the last few years to quite a few enpl oyees. She asked about
the total yearly enpl oyee bonuses in the current year.

M. Swanson expl ained he didn't have the figure as the year was
not concluded yet. SEN. MCARTHY asked about |ast year and M.
Swanson said he would prefer giving the information in witing
but ventured that approxi mtely 5% of salaries were paid out.
There was a gain sharing programfor all enployees simlar to
prograns in the industry and for this year they paid out
approximately 5% of salaries for all enployees as an incentive,
not a bonus.

SEN. McCARTHY sai d she understood that and knew how their bonus
program wor ked, but advised that in the reports which the agency
had provided legislators in the last few years, they had item zed
bonuses the Board of Directors had authorized. She requested a
figure on that. M. Swanson agreed to have staff provide that.

SEN. JOHN COBB asked about the bill passing onits own if the
nmoney was taken now.

M. Swanson admitted it could pass on its own but thought the
prospects woul d be reduced.

SEN. COBB noted M. Swanson was | ooking at his policy holders and
the conmittee was | ooking at the ending fund bal ance and a $200
to $300 mllion cut next session. He said he understood what M.
Swanson was doi ng but questioned why policy hol ders woul d be
upset now and not in three or four nonths. He asked if the
amount woul d be about $8 million the first year.

M. Swanson speculated it could be nore or | ess as determ ned by
the outside actuary. He felt it could be nore.
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SEN. COBB said it was terrible to take the noney now but it would
be taken next tine anyway if State Fund's bill passed and if the
Governor wanted the bill passed it would pass. He said he was
just trying to fund ending fund bal ance. He infornmed SEN
DOHERTY that since there would be a $300 million shortfall in the
next session, he thought the Senate should start filling the
endi ng fund bal ance now. Maybe fix a fewlittle cuts, fix sone
of what the House did on sone of the weird things fromthe day
before and then sinply just fill up the ending fund bal ance up.
There woul d be no way next session to raise or cut that nuch
noney. He advised that very little ought to go to education but
that the bills should just start putting the noney in the ending
fund bal ance and build it up for the weck next session. He did
not want to wait until next session. He felt the Senate had the
responsibility to start fixing the problemnow. He warned he
woul d be maki ng that notion.

SEN. TOM BECK poi nted out that one of the things decided in the
rules conmmttee was that a fiscal note would be required for
bills and asked if one had been requested.

SEN. DCHERTY advi sed he had not requested one but woul d be happy
to do so. He advised he had worked frominformation provi ded by
the O fice of Budget and Program Pl anni ng.

SEN. BECK said he would like to have the fiscal note. He pointed
out the House restored a ot of the cuts in K-12 and that would
make a major difference in the bill.

SEN. DOHERTY said it was his understanding the restorations were
contingent on the passage of SB 19. The House wanted to restore
t he education funding cuts with this particular pot of noney. He
said he understood SEN. COBB' s point and, regardi ng earmarKking,
he i magi ned SEN. LORENTS GROSFI ELD woul d get his dander up. He
believed with the education funding cuts, that there would be a
reduction of nmoney in the flex fund. Wth reduction of noney
fromthe technol ogy account, his constituents were worried about
having to raise |local property taxes. One way to avoid that was
to find a way to fix the education funding cuts. That was why he

didit inthe bill. He thought it should be dedicated to
education to avoid increased property taxes. He understood DPHHS
and woul d have another bill to help out there.

{Tape : 2; Side : B}

SEN. TOM ZOOK asked if SEN. DOHERTY was there in 1993 and if he
remenbered when 72% of the state budget was earmarked and
statutorily appropriated. The legislature was limted as to
where to make the reductions. He said he would oppose the bil
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just on account of the earmarking. He diputed the remarks nade
about the | owest |evel of funding ever. He asked what was
appropriated out of the general fund for education in the | ast
sessi on.

SEN. DOHERTY said he couldn't renenber but had a feeling SEN
ZOOK was about to tell him

SEN. ZOOK pointed out that in the sunmary book it said that
because of declining enrollnents that "if the | egislature would
have done nothing to increase state aid to schools that the state
woul d have saved $21.5 million but instead they appropriated
$36.8 nmillion increase for schools.”" He felt the |egislature had
done their part in that regard. Wen those kinds of statenents
were made and never chall enged he hated to et themgo by, he
said. Since 1995 the funding | evel for schools was $901 million
and today it is $2.3 billion, he stated. He felt they had

i ncreased state funding for schools but said he wasn't saying it
was enough. Over the years, he felt the | egislature had been
abused by saying they hadn't done their part. He contended that
usi ng percentages was m sl eadi ng.

SEN. GREG JERGESON noted that every bill introduced had to
coincide with the call for the session and the bill was clearly
within the Governor's call to reduce the general fund deficit and
that it was clearly a noney bill wth a clear need for a fiscal
note. He wondered why the fiscal notes weren't automatically
generated in that case and why it was suggested that sonehow t he
sponsor two days later had to generate the fiscal note. He
wonder ed why that was not done in the first place.

SEN. BECK agreed but thought a fiscal note was needed. He said
he would talk to the budget director. He assuned that the Wrk
Conmp Division would have to conme up with a fiscal note. He
wanted a fiscal note before any action was taken on the bill.

SEN. JERGESON noted part of the difference in the funding |evel
of schools occurred fromthe fact that the school equalization
was de-earmarked. In many respects it was all the same pot of
nmoney, he said.

SEN. ZOOK advi sed he had nmeant $1.3 billion, not $2.3 billion.
The total increase over those tinmes was $98.6 mllion of general
fund i ncrease.

SEN. M GNON WATERMAN requested that before taking action on the
bill, she would like to have a |isting of the current reductions
to the school funds as they now stood in HB 2. She said sone had
been restored.
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SEN. JON TESTER said he renenbered that the Od Fund Liability
tax was a surcharge on inconme tax earmarked towards naking the
A d Fund Liability whole.

SEN. DOHERTY affirnmed that it was a surcharge on every paycheck

SEN. TESTER said for people |like himwho paid those taxes yearly,
there was a tax liability at the end of the year on his incone
tax. In fact what occurred in the 1993 session was an incone tax
i ncrease that was earmarked to take care of the A d Fund
Liability.

SEN. DCHERTY agr eed.

SEN. TESTER reasoned that there was an incone tax increase to
take care of the $500 million liability. He asked M. Swanson if
he agreed that there was excess noney of around $20 million. He
stated that every state agency, and he believed Wrk Conp was
one, had stepped up to the plate and made 10% cuts and some even
| arger. He asked what justification they had in saying no.

M. Swanson advised that was the type of thinking that created
the dd Fund in the first place--politics. He said they were
runni ng an i nsurance conpany. Good busi ness deci sions were being
made. He acknow edged that taxpayers paid the Ad Fund Liability
tax and that it was a deduction on every single paycheck. He

poi nted out that on top of that businesses in this state that
were insured with the State Fund paid an extra, unique $166
mllion.

SEN. TESTER sai d he appreci ated that and agreed and appreci at ed
M. Swanson's ability as the CEO of State Fund to maintain the
sol vency because that was critical. He said he was not | ooking
to come back and "raid" any nore, and the fact was that Wrk Conp
was not an independent insurance agency. He argued that we
weren't going back to 1993. He felt that if the idea was good in
the general session it should pass whether the noney was there or
not .

Cl osi ng by Sponsor:

SEN. DOHERTY cl osed on the bill. He reasoned that if was okay to
take the noney in January but not in August, he failed to see the
logic. He pointed out that if M. Swanson did not want to go

back to the politicalization of the State Fund, that "You give ne
privatization and | give you $8 nillion bucks" was a proposed

deal. They wanted sonething in return. He naintained they would
get sonmething in return--an investnent in education. There would
be a workforce that would be able to add nunbers together and get

020807FCS_Sntl. wpd



SENATE COWM TTEE ON FI NANCE
August 7, 2002
PAGE 16 of 55

two and two equals four. They will have folks able to read
instructions and act on them He professed SB 19 was not an
irresponsible bill. If it was, the State Fund fol ks woul d not
have brought forward offering up the excess funds. The | anguage
of the bill was taken directly fromthe operative parts of their
bill such as having an actuary determ ne the anount of nobney that
woul d pay the 1554 clains. Once the actuary determ ned that
l[tability, the determ nation would be nade if there was excess.
The bill was not a cooked up in the mddle of the night schenme to
go raid the Wirkers Conp Fund. He reported there would be no
danger of an unfunded liability. He pointed out that if the
world falls in with the Ad Fund clains that the state woul d be
obligated to conme back in under their bill. He understood that
the State Fund wanted to get a return on their investnent. The
return is the investnent nade in education. He felt that was
where the noney needed to go and part of the solution in the
speci al session.

HEARI NG ON HB 1

Sponsor : REP. DAVE LEW S, HD 55, Hel ena
Pr oponent s: None.
Qoponent s: None.

Openi ng St at enent by Sponsor:

REP. DAVE LEW S, HD 55, Hel ena, advised that HB 1 would pay the
expenses for the session. The cost estinmates were based on what
it costs to run a 12 day session, including salaries for 12 days
for legislators, per diemfor 14 days, and printing and
duplicating costs for the legislative branch. |[If the session
finished earlier, the I eftover funds would revert to the general
fund.

Pr oponents' Testi nony: None.

Opponents' Testi nony: None.

Questions from Conmi ttee Menbers and Responses:

SEN. CHRI STI AENS asked if it covered just the per diemand the 12
days of the session, how were the pre-session costs being paid.

REP. LEWS noted it did cover the pre-session costs of conmttees

that met, sponsors of bills that cane into commttees and
majority and mnority staff as well.
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SEN. McCARTHY inquired if the bill covered the pre-session costs
of the Legislative staff.

REP. LEWS affirmed that it covered all the additional staff
costs for the pre-session and the session as well.

SEN. JOHNSON suggested taki ng executive action.

Cl osi ng by Sponsor:

REP. LEWS closed on the bill.

EXECUTI VE ACTION ON HB 1

Motion/ Vote: SEN. JOHNSON npved that HB 1 BE CONCURRED | N
Mbtion carried 18-0.

HEARI NG ON HB 5

Sponsor : REP. DAVE LEW S, HD 55, Hel ena
Proponents: None
Qoponent s: None

Openi ng St at emrent by Sponsor:

REP. DAVE LEW S, HD 55, Hel ena, explained that HB 5 was one of
t he pi eces of the Governor's budget bal anci ng package that was
subm tted through the House Appropriations Conmttee. The

obj ective was to recover fromthe Departnent of Transportation
the general fund that was set up to be transferred into the
departnment in this bienniumto of fset what was thought to be a
revenue loss in HB 24. It turned out that the Departnent of
Transportation did not have an appreci able revenue |loss and in
fact their fund bal ance was much | arger than had been
anticipated. The bill would recover the general fund transfer
for a total in 2003 of $2.8 mllion and struck the $2.8 general
fund transfer in 2002. There was also a reduction of $1.2
mllion in research and comrercialization grants fromthe
Departnent of Commerce. He recalled that was about $4.8 million
per year which would be reduced in 2003 by an additional $1.2
mllion. He noted the Governor had al ready taken $485, 000 out.

Pr oponents' Testi nony: None.

Opponents' Testi nony: None.

Questions from Conmi ttee Menbers and Responses:
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SEN. COBB asked about the fiscal note | anguage that the DOT woul d
receive a general fund transfer in FY 2004 of $2.9 mllion and
whet her that was original |aw

REP. LEWS advised that was in the original law. The new

bi enni um woul d not be affected at this point. As part of the
Governor's budget there was al so an additional fund transfer of
$8.2 million fromthe fuel tax account to pay for driver's
licenses. That was included in HB 22 which was tabled in
commttee. The only effect on the H ghway Transportation account
included in this bill would be in the recovery of the general
fund that was included in HB 124 originally.

SEN. COBB asked if that was $7 m 1 on.

REP. LEWS said the totals were $2.8 for FY 2003 and the 2002
transfer was about the sane anount--so a little over $5.6
mllion.

SEN. COBB asked if it was correct they could not use that noney
this year.

REP. LEWS replied they were fully matched this year with the
federal transportation departmnent.

SEN. COBB asked if it would cause a gas tax price increase 2 or 3
years from now.

REP. LEW S muai nt ai ned that was why the additional transfer of
$8.2 million was tabl ed because of concern of noving closer to a
gas tax increase. He felt a gas tax increase would not be due in
the foreseeable future; not until 2007 would there be an issue.
That woul d depend on the size of the next federal highway
program

SEN. COBB asked if HB 22 was part of the Governor's package and
if they were short that noney now too.

REP. LEW S answered yes.

Cl osi ng by Sponsor:

REP. LEWS closed on the bill.

HEARI NG ON HB 7

Sponsor : REP. DAVE LEW S, HD 55, Hel ena
Pr oponent s: None
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Qoponent s: None

| nformati onal Testi nony:

Kat hy Fabi ano, O fice of Public Instruction

Openi ng St at emrent by Sponsor:

REP. DAVE LEWS, HD 55, Helena, explained that HB 7 was a | ot
nore conplex. There were no dollars involved in HB 7 but the
fiscal note contained a potential liability that woul d be
avoided. It showed on the fiscal note that if the bill was not
passed there would be a $46 mllion liability booked to the
general fund. He advised that part of SB 495 involved a | oan
fromthe coal trust fund to a sub-fund of the general fund so the
nmoney coul d be used for the support of public schools. The

| egi sl ative fiscal analyst and the auditor's office
recommendati on was to set up a new dedi cated revenue fund for
school revenues and book the loan to that fund. He advised there
were sone technical anmendnents to the bill

{Tape : 3; Side : A}

Curt Nichols, Ofice of Budget and Program Pl anni ng, inforned the
commttee that when the bill was put together they rolled
together the 40 mls and the 55 mls that were dedicated to
school s and the guarantee account which was the ol d school
interest and inconme account and the changes made by SB 495. In
subsequent di scussions with the Legislative Fiscal D vision and
the Ofice of Public Instruction, it was found that in order to
acconplish getting the $46 million charge to the general fund
off, all they needed to do was to nove the guarantee account to
state special and out of the sub fund to the general fund. Wen
the 55 and 40 m| levies were rolled in a problemwas created.

In order to keep track of funding for schools during a

| egi sl ative session, appropriations and revenue estimates woul d
have to be adjusted every tinme a property tax bill was passed and
so the 55 and 40 mls would be taken out of the dedicated school
revenue account. That was what the proposed anmendnents woul d do.
The nane of the fund woul d be changed to guarantee fund.

Pr oponents' Testi nony:

M. Nichols advised the budget office and the Governor's office
supported the bill. It would clarify the guarantee account and
avoids a $46 mllion charge to the general fund.

CHAI RMAN KEENAN advi sed that with amendnents a new fi scal note
woul d be needed.

020807FCS_Sntl. wpd



SENATE COWM TTEE ON FI NANCE
August 7, 2002
PAGE 20 of 55

Opponents' Testi nony: None.

Questions from Commttee Menbers and Responses:

SEN. JOHNSON asked if the payback for the situation would be the
exact sane payback as before. The understanding was that the
payback was going to conme fromtwo different sources. Mney
flowed into the coal trust and was allocated to this and the
second way was the hope that the stock market woul d take care of
the $46 mllion.

M. Ni chols noted the financial arrangenments in the guarantee
fund in SB 495 woul d be unchanged. Al it would do would nove
t he guarantee fund froma sub fund of the general fund to the
state special revenue fund. Al the fiscal effects related to
that would stay the sane.

SEN. JOHNSON hel d that the revenues fromnatural resources m ght
be down a little bit as well as the stock market.

M. Ni chols advised he had not "done the stock market thing yet".

| nformati onal Testi nony:

Kat hy Fabi ano, O fice of Public Instruction, advised they had

wor ked closely with the budget office on the bill and agreed with
t he proposed anmendnents. She noted the bill did conplicate the
accounting for paynents to schools but said that those who work
wi th school finance were used to conplicated. They felt it was a
good bill.

Cl osi ng by Sponsor:

REP. LEWS closed on the bill. It would get part-way back to
havi ng earmarked accounts for public school support. He said the
bill was a necessary fix.

HEARI NG ON HB 8

Sponsor: REP. DAVE LEW S, HD 55, Hel ena

Pr oponent s: Arni e Fishbaugh, Director, Mntana Arts Counci l
Stewart Doggett, Montana | nnkeepers Associ ation

Opponent s: None

Openi ng St at enent by Sponsor:
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REP. DAVE LEW S, HD 55, Hel ena, advised that HB 8 was a Budget
and Program Planning bill and part of the original budget
package. The bill would replace general fund with bed tax fund
for the funding for cultural and aesthetic grants. He said many
of the projects would generate tourismand were an appropriate
use for tourismdollars.

Pr oponents' Testi nony:

Arni e Fi shbaugh, Director, Mintana Arts Council, testified that
the Arts Council adm nisters the program and were a proponent of
the bill.

Stewart Doggett, Montana | nnkeepers Associ ation, supported HB 8.
They understood that bed tax reserve funds that had accunul at ed
in the Departnment of Comrerce would be used on a one-tinme basis
to solve sonme of the budget problens in the state. He hoped it
woul d be on a one-tine basis as the industry was in flux right
now.

Opponents' Testi nony: None.

| nformati onal Testi nony: None.

Questions from Conmi ttee Menbers and Responses:

SEN. WATERMAN asked for clarification regarding funding that was
removed on the House floor to sonme of the programs |ike the
Hi storical Society.

REP. LEW S said the amendnent on the House floor that reduced the
| odgi ng tax funding for various prograns was separate fromthat
in the bill.

Cl osi ng by Sponsor:

REP. LEWS closed on the bill. He was pleased that the industry
stepped forward and agreed that this was an appropriate use of
their funds.

Mbt i on/ Vot e: SEN. JOHNSON noved that HB 8 BE CONCURRED | N
Mbtion carried 18-0.

-recess-
-reconvene-

HEARI NG ON HB 12
Sponsor: REP. DAVE KASTEN, HD 99, Brockway
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Pr oponent s: None
Qoponent s: Eri ¢ Feaver, NEA- MFT

Openi ng St at enent by Sponsor:

REP. DAVE KASTEN, HD 99, Brockway, advised HB 12 woul d generate
approximately $1.4 mllion general fund through a state-w de
hiring freeze with each approving authority determining critical
exenptions. He stated that on August 1, Governor Martz issued an
executive order inplenenting a hiring freeze on executive branch
agencies that reported to her. On August 2, the Ofice of Budget
and Program Pl anning i ssued procedures to inplenent the freeze.
The procedure excluded the elected officials, the Mntana
University System the State Fund, PRS and the Teacher's
Retirement. Upon passage and approval of HB 12, these procedures
woul d cover the offices of elected officials, REP. KASTEN
advised. In addition, the Legislative and Judicial branches of
government woul d be included through their own approving
authorities. The University system woul d be exenpt.

Pr oponents' Testinobny: None.

Opponents' Testi nony:

Eri c Feaver, MEA-MFT, representing about 3000 state enpl oyees and
all the organized faculty in the University system rose to
oppose the bill. He felt it was a real harnful bill. He didn't
know how public enpl oyees could be expected to provide quality
prograns and services and how clients should expect to receive
them shoul d the enpl oynent freeze pass. He argued he didn't know
the difference between essential and non-essential enployees nor
was he sure how approving authorities would either. The people
provi ding the work woul d not be happy. He maintained there was
anot her way to get out of the special session and it was called

i ncreased taxes and there were bills to do that as well as SB 19
whi ch woul d hel p the education industry.

| nformati onal Testi nony: None.

Questions from Conmi ttee Menbers and Responses:

SEN. JOHN COBB asked about the $1.4 million in savings and which
agency that would cone out of. He wondered if it was an
estimate. He questioned the validity of the nunber.

Jane Hamman, O fice of Budget and Program Pl anni ng, recounted

that they | ooked at the 485 currently vacant positions and
exenpted certain sel ected ones such as sone of the nurses and
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corrections officers and did a cal cul ati on using what they
t hought woul d be saved over the course of the year.

SEN. COBB inquired if that would include all agencies, including
DPHHS. Ms. Hamman said that was correct. SEN. COBB noted they
al ready had 6% vacancy savi ngs and wondered if they were being
double cut. There was already a hiring freeze on them They had
to cut their budget to fund shortfalls. He was curious about
doubl e counti ng.

Ms. Hamman advi sed they were | ooking at taking 25% of a vacant
position on a nonthly basis. That would be set aside and frozen
in the sane way as the Governor's reductions were frozen at the
begi nning of the year. Then they would do an application and if
it were determ ned that position needed to be filled, then that
anount woul d be returned to the agency and if not it would be
left in personal services. Because HB 2 |ocks up personal
services, it could not be used el sewhere and then would be a
reversion.

SEN. COBB reasoned that DPHHS already had a hiring freeze so a
hiring freeze was being put on top of that hiring freeze.

Ms. Hamman asserted that a few agencies had initiated a hiring
freeze on their own earlier, but the purpose of the bill was to
nmove the hiring freeze statewi de, allow ng | ooking at every
position in the workforce, and to begin to prepare the budgets
for the next biennium

SEN. COBB asked if there were a |list of vacancies in each agency
so he could find out where the $1.4 million was because hal f of
t he vacant positions were in DPHHS which already had a hiring
freeze. He felt the nunber was bogus.

Ms. Hanman expl ained the |list would be changing fromweek to week
and nonth to nonth as people transfer and positions becone
vacant. They were not saying that on any |list today, they could
count $1.4 nmillion, but over the course of FY 2003 that woul d be
saved.

SEN. COBB reasoned this was not a real bill or real fisca
anounts. Wth the hiring freeze already in place, the bill was
not needed.

Ms. Hamman decl ared that none of the elected officials were
covered by the CGovernor's executive order for the judicial and
| egi sl ative branches. Wthout the bill, those fol ks would not
have a hiring freeze.
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SEN. COBB asked if they would approve their own hiring freeze and
nmoney woul d be taken out of their budgets.

Ms. Hamman stated they assuned that a proportion of the vacant
positions would not be filled and the proportion of that not
required for termnation pay or other vacancy savings

requi renents already in place would revert. The fiscal note was
counting a projection of the reversion for FY 2003 as a result of
t he vacant positions.

SEN. COBB asked if the House took out 1 or 2% vacancy savings in
action the previous day.

Ms. Hamman reported the House took a 1% across-the-board general
fund cut.

SEN. COBB nui nt ai ned he was concerned about doubl e counting and
the inmpact to DPHHS. They already had a hiring freeze and were
using the nmoney to fund shortfalls in human services and ot her
areas and with another hiring freeze on top of that, they would
have to go find extra noney.

Ms. Harmman did not believe that was the case. She felt there
were ot her problens regarding DPHHS that still had to be
addr essed.

SEN. COBB inquired if the 485 current positions were non-critical
or if they were all the current vacant positions.

Ms. Hamman stated those were all the vacant positions at the
nmonment they did the snapshot. The plan would be to update that
on a weekly basis and they would work with the agencies nonthly
on the anount.

SEN. COBB reiterated that they doubl e counted human servi ces.

SEN. GREG JERCESON i nqui red whether they were adjusting their
reversion estimte downward because they were grabbing all the
savi ngs that otherw se would occur with the reversions.

Ms. Hammon noted she had not been in the commttee that had been
wor ki ng on the revenue estimates so was not famliar wth what
t hey had been doing with the reversion estinmate.

SEN. JERGESON asked if she agreed that reversions were reduced
when those kinds of cuts were nade in those budgets. There woul d
be nothing there to revert. M. Hammobn agreed. She noted that
personal services were |ocked up by the provision in HB 2 so that
it could not be spent for any other categories. |If there were
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vacant positions there still would be reversions in personal
servi ces.

SEN. JERGESON asked about the change in the ending fund bal ance
of $5.6 mllion that suddenly cane to |ight the day before and
whet her that was because reversions were | owered or where the
difference came from M. Hammon said she had not been in the
nmeeti ngs about that and could not answer.

SEN. DEBBI E SHEA wondered if state enployees that were paid with
federal funds were included as well. M. Hamon said it would

i nclude all enpl oyees because it was the easiest and nost
efficient way to inplenment the hiring freeze in the HR system
They coul d | ook at the requests under federal funds to approve
the hiring of those folks if it was 100% federal funds. Many
people in state governnent were split funded and the split-
fundi ng changes sonetinmes fromweek to week. The only way to be
assured of being able to get ahold of the general fund was to do
the freeze statewide. Then if sonmeone were 100% federal ly funded
or if the funding was federal fund and state special to be able
to approve those positions. SEN SHEA was concerned with job
servi ces throughout the state which were 100% federal ly funded.
She reasoned that those positions were critical when nore and
nore people were going to be out of work and to be handi ng back
federal noney at this stage was ridicul ous. M. Hamon noted
that firefighters and prison guards were i medi atel y exenpt ed.

If there were jobs in job service that were 100% federal, they
woul d be approved. There was no intent to not spend federal
funds which were needed in our econony nore than ever. SEN. SHEA
asked about the procedure to get on the list. M. Hammobn stated
there was a formand that all the centralized services

adm ni strators had been inforned as well as agency directors and
all those involved in hiring in state personnel in all state
agencies by e-mail and the formcan be e-nmail ed back.

CHAI RVAN BOB KEENAN i nqui red about the six vacant auditor
positions in DOR and wondered if they were part of the freeze.
Ms. Hanmon noted that they currently would be and they woul d be
considering a request fromthe director of the agency for an
exenpti on.

SEN. COBB asked if the bill passed and the |egislature wanted to
fund sonme auditors and collection people in HB 2, would the bil
override that funding. M. Hamon clarified it would be an
indication of legislative intent. SEN COBB said that in HB 2,
benefit noney in DPHHS coul d be noved into personal services. He
was concerned that with a double cut, that benefits would be cut.
Ms. Hammon agreed that they didn't want that to happen. SEN
COBB asked if the legislature could revise the fiscal note down.
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Ms. Hammon advi sed di scussing the issue with Any G ssano. SEN
COBB advi sed he would talk to staff about revising the anmount.

{Tape : 3; Side : B}

SEN. WATERMAN expressed concern that DPHHS had al ready done a

hiring freeze to neet the other budget cuts. If they were hit
with an additional hiring freeze any positions |left open would be
used to neet the requirenents of the bill and they woul d be

forced to nake deeper cuts in other areas. She suggested
elimnating the non-critical services rather than elimnate the
person who performnmed the non-critical services. She remarked
that in DPHHS, casel oads were going up, there were | ess people
but we were not asking themto do less work. |If state governnent
was doing non-critical services, it would be appropriate to tel

t he taxpayers of Mntana that those services could no | onger be
provi ded rat her than water down the services and provide them six
weeks | ater

REP. KASTEN asserted that couldn't be figured out in a special
session and there needed to be flexibility for departnents. He
noted that in the | ast session an additional 488.73 FTEsS were
added. The district court transfer was 250 of those, but 238
other FTEs were added. He felt sone of those were non-critical
and the issue would conme up in January.

SEN. WATERMAN stated that a special session was the tine to do
that and that other states had gone back and elim nated services,
not just the staff. Qher states that were neeting in special
session were telling their taxpayers that they were not going to
performa service or only once a quarter or four days a week
instead of five. She felt they needed to tell Mntanan's they
had made tough decisions, not just cut the budget--actually
reduced services that Montana's had asked be provided. O herw se
it was a disservice to the enpl oyees.

SEN. JERGESON asked if the FTE's were strictly general fund FTEs
or all the FTEs that cane with the increase in federal funds.

REP. KASTEN decl ared that was all added by legislative action in
2001 in HB 2.

SEN. JERCGESON asked if that was all FTEs no matter what the
fundi ng source.

REP. KASTEN answered yes and that approximately 250 were with the
transfer of the district courts.
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SEN. McCARTHY asked about postponing the district court
assunption, begun the previous nonth, for two years and how nuch
di fference that would make with the bill

REP. KASTEN referred the question to staff.

Ms. Hamman contended it would not affect the bill at all. The
district court enployees were not included in the initial
vacanci es. They did not make any assunptions about what the
Suprene Court woul d decide was critical and non-critical.

SEN. COBB noted that it was the first tinme he had ever seen a
bill regarding FTEs. The legislature usually just funded
personal services and doesn't w pe out or add FTEs. He wondered
about the legality of the bill in telling agencies to do hiring
freezes in this way.

Ms. Hamman expressed the belief that the bill was legal and it
was just a hiring freeze. They would not be elimnating FTEs

t hat had been authorized previously but saying the position could
not be filled at this point in time due to the fiscal
circunstances of the state.

SEN. COBB suggested i nstead of doing a snapshot, to go further
and say that would be the personal services for the next budget.
Ms. Hamman advi sed that woul d take an amendnent in Title 17 under
t he provisions of devel oping the budget. However, it was only
fair to say given the revenue projections, that those positions
hel d vacant would be the first ones on the list and would require
a negative decision package in the Governor's budget as a
recommendation to the next session of the |egislature that they
be renoved. SEN. COBB reasoned that basically if they were
vacant, they would get rid of the positions. M. Hammobn advi sed
t hey coul d be recommended for renoval.

Cl osi ng by Sponsor:

REP. KASTEN cl osed on the bill. He advised the bill included the
Secretary of State, the State Auditor's office, OPI, and the
Attorney Ceneral that the Governor's freeze did not include.
-recess-

-reconvene 1:30 p. m -

HEARI NG ON HB 6

Sponsor : REP. SYLVI A BOOKOUT- REI NECKE, HD 71, Al berton
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Pr oponent s: None
Qoponent s: None

Openi ng St at enent by Sponsor:

REP. SYLVI A BOOKOUT- REI NECKE, HD 71, Al berton, opened on HB 6,
stating that the bill came about because she was on the Board of
Crinme Control. The last legislature transferred the juvenile
probation systemto the Departnent of Corrections and forgot to
transfer $800,000. The bill would change the state vehicle

m | eage al |l owance to 18 cents per mle.

Pr oponents' Testi nony: None.

Opponents' Testi nony: None.

| nformati onal Testi nbny: None.

Questions from Conmi ttee Menbers and Responses:

SEN. CHRI STI AENS asked about the nunber of vehicles in the state
pool and how nuch was bei ng spent for purchasing and/or |eases in
a fiscal year.

David Galt, Director, Departnent of Transportation, advised there
were 800 vehicles in the state notor pool of which 600 were

| eased and 200 were on-call vehicles. He did not provide the
budget anmount but noted it was an internal fund subsidized by
rates charged to those vehicl es.

SEN. CHRI STI AENS asked that the figures be provided.

SEN. JERGESON inquired if a legislator would be required to take
a notor pool car if there was a notor pool car hal fway between
their hone and desti nati on.

REP. REI NECKE held that would be problematic and that if there
was a notor pool car where the legislator |ived, they would be
rei mbur sed

SEN. JERGESON asked about state enployees living in a |ocation
where there was not a notor pool car avail able even t hough where
t hey worked a notor pool car would be available. If they were
going in the opposite direction fromthe place they worked and
lived in the opposite direction and a notor pool car were
avai |l abl e, would they have to backtrack to take the notor pool
vehi cl e, he inquired.
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REP. REI NECKE expl ai ned that would be up to the supervisor. The
not or pool car could be taken the night before. |In fact, she
stated, what was happening under the prior |eadership in the
Department of Correction enpl oyees were only asking supervisors
for permssion to drive a notor car and automatically drove their
per sonal car.

SEN. WATERMAN asked if 100% of the 50% of enployees in the fisca
note woul d use notor pool cars.

Ms. Hamman declared the figures were conpiled by the Legislative
Auditor's office. The budget office reviewed those and | ooked at
the distribution of notor pool cars across the state and ot her

st at e-owned vehicles and took half of the original estimnate.

SEN. WATERMAN noted that there was a problemreali zing
projections and asked if there were enough notor pool cars in
Hel ena for everyone who would be traveling or would m | eage end
up being paid anyway.

M. Galt believed there were. |[|f demand was high, there was an
overflow contract with the rental agency. They had yet to not
provi de cars when needed but he was not certain about the future.

SEN. WATERMAN asked if there were an additional charge not
reflected in the fiscal note if additional rental cars were
needed.

M. Galt replied that would be internalized in the internal fund
and reflected in the rates in the next session.

SEN. WATERMAN asked if an increase in rates mght be forced next
sessi on.

M. Galt acknow edged those rates would go up.

SEN. JACK WELLS, citing his 30 years experience in the Air Force,
comented on the m suse of governnent vehicles and asked about
requi renents for proper use. He favored asking all state

enpl oyees to be frugal and attentive to basic requirenents.

M. Galt thought those rules cane out of the Departnent of
Adm nistration. He said all conplaints about the m suse of state
vehi cl es were taken and regi stered.

SEN. JERGESON asked if the 25%travel reduction still existed in
HB 2 and what portion of the savings in the bill were anticipated
to be acconplished by that reduction and wondered if a savings
was bei ng doubl e- count ed.
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Jon Mbe, Legislative Fiscal Division, asserted they would be two
separate anendnents. The 25% reducti on was reduci ng the anpunt
of travel. Those that do travel would be subject to the change.

SEN. JERGESON held that in order to reduce expenditures to neet
the 25% reducti on, agencies would probably inpose the restriction
on enpl oyees and the sane dollar would be counted as savi ngs.
There were two different strategies for getting to it. Rather
than getting into "Arthur Anderson” accounting it should be
clarified that the savings were real and not duplicated.

M. Mwe asked if the costs that were used as the base were actual
costs from 2002.

Ms. Hanmon affirmed the costs used by the auditor's office were
personal car m | eage.

{Tape : 4; Side : A}

SEN. JERGESON wanted to be sure that the savings were accounted
for properly because HB 2 contained a 25% reduction in dollars
for travel and supplies. As a manager |ooks at neeting that
reduction in their agency, it mght be one of the strategies that
t hey woul d enploy. To count on the fiscal note on the general
fund bal ance sheet woul d be a double counting of the savings.

Ms. Hammon advi sed the reductions in travel had certainly

af fected what was happening with the bill. Agencies would just
have to manage their travel even nore carefully than they were
before. She felt there would be sone adj ustnents.

SEN. BECK advised the fiscal note was signed on July 22 before
t he gl obal anmendnent for the 25% travel was taken out. He felt
t he savings woul d be 25% | ess and that the figure would be
difficult to get and m ght be overesti mat ed.

SEN. ZOOX stated the budget office only used 50%to start with of
what the auditor was offering so there would probably be a
cushion. He felt the figures were probably about as good as they
m ght get.

SEN. JERGESON held the figures could be accurate as to the

savi ngs that could be generated but they were probably savings
that were generated by the 25% reduction. He felt the savings
were al ready i nbedded in the 25% reduction and shoul d not be
counted on the status sheet. People would be told to use a notor
pool car when available or if the bill passed to only collect the
rei mbursenent for a notor pool car when they used their personal
car.
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SEN. TESTER asked if the $400, 000 included all state travel. Ms.
Hanmon answered yes. SEN. TESTER understood that a certain
anount of travel was paid by state and federal special revenues
so the $400, 000 wasn't necessarily saving to the general fund.
It would be savings to overall travel and the state speci al
travel and federal special travel would have to be taken out to
get the general fund savings.

Ms. Hammon indicated the fiscal note had $400, 000 for the general
fund and $800, 000 for all.

SEN. ZOXX advi sed that 25% of the $830, 000 general fund for FY
2001 woul d | eave $621, 000. The savings estimate was $400, 000 so
t here woul d be sone cushi on.

CHAI RVAN KEENAN advi sed that the cut was nmade to reduce the
budget but a departnent could take noney from sonewhere else if
they had to travel. HB 6 would be notivational to | ower the cost
of travel

SEN. McCARTHY expressed her concern about doubl e counting.
SEN. JOHNSON agr eed.
REP. REI NECKE said it was only general fund noney.

SEN. JOHNSON said his question was not just that it was general
fund nmoney but that it was also included in HB 2 Section A--the
sane type of bill that reduced travel. That bill was also for
$1.3 mllion.

REP. REI NECKE agreed that was true.

SEN. JOHNSON questioned whether the bill duplicated what was in
HB 2.

REP. REI NECKE di sagreed saying HB 2 reduced the anmount of travel
and the dollar anobunt by 25% HB 6 dealt with how they get paid
for their travel. It would be up to the director and supervi sor
how to save the noney. |If he could save the 25% with HB 6, he
woul d be ahead.

SEN. JOHNSON asked why use non-general fund revenues--why woul d
this apply to state special and federal revenues.

REP. REI NECKE did not believe it did--that it was only general
fund noney.
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M. Galt explained that if sonmeone fromthe Departnent of
Transportation used their car and was paid travel it would be

al l ocated out of special revenue. |f that person was working on
a project, it would be charged to the federal project, so there
woul d be federal revenue involved. The total on the fiscal note
represented all funds. It was broken out be general fund revenue
and all other revenue. There was sone inpact to all funds
because of the revenue source that the agency that was paying the
enpl oyee was funded by.

SEN. JOHNSON asked if there was another section of HB 2 that
m ght al so be incl uded.

M. Galt thought that perhaps there was a snmall anmount of revenue
overstated because of the 25% reduction. The 25% reducti on was
all travel which included neals, |odging, car mleage, air mles,
per di em accounts and travel accounts. HB 6 was just talking
about cars. |If car mleage was broken out as a percent of al
travel and reduced that it would not be even $100, 000 as
suggested by SEN. BECK and REP. REI NECKE

SEN. JERGESON advi sed he commuted 45 mles 5 days a week. He
could cal cul ate what that cost himon a weekly basis. If he
decided for his own famly budget to reduce the cost of his
travel by 20% he m ght tel ecoormute one day a week, or get a
different vehicle with better gas m | eage. Those would be
strategies toward achieving his goal of reducing his travel costs
in his fam|ly budget. He held the bill would provide a strategy
to meet the goal to reduce travel expenditures by 25%in HB 2.

To put both on the status sheet woul d be doubl e counting.

SEN. WATERMAN asked if there was any increase in cost to the
not or pool reflected in the budget for the increased gas and
mai nt enance of the cars if nore vehicles were in circulation.

Ms. Hammon replied the fiscal note reflected the anticipated
savings as a result of this strategy being applied as a matter of
substantive law. The notor pool is driven by the rates and fol ks
woul d pay for the mleage that they drive. That would include

t he gas.

SEN. WATERMAN advi sed that taxpayer dollars would pay for that
sonmewhere and that was not reflected in the fiscal note.

Ms. Hammon stated that the agencies would devel op their travel
budget based on the budget that they have com ng out of this
session and the nunber of mles they need to drive to do their
j obs. The notor pool would be a part of that.
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Cl osi ng by Sponsor:

REP. REI NECKE cl osed on the bill. She said the fiscal note was
based on figures from 2001 and the first three nonths of 2002.
She still thought the bill was a good idea. Wen HB 2 was
finalized the noney would not be counted twice. It would stil
gi ve nmanagers a strategy to save the 25%

HEARI NG ON HB 9

Sponsor: REP. STAN FI SHER, HD 75, Bigfork
Pr oponent s: None
Qoponent s: None

Openi ng St at enent by Sponsor:

REP. STAN FI SHER, HD 79, Bigfork, advised HB 9 would address the
general fund shortfall with the use of funds fromthe Resource

| ndemmity Trust Fund, the Reclamation Devel opnent G ant Program
and the Orphan Share. The reductions in the RIT fund would be
taken in part fromthe weed eradication programin the Departnent
of Agriculture in the anount of $200,000. They had planned to

t ake $500, 000 but took $300,000 and rei nbursed the Conservation
District for the weed control. HB 9 with amendnents woul d enabl e
the transfer of $1 million fromthe RIT fund to the Recl amation
and Devel opnent Grant Program This $1 mllion wuld be used as
a funding source to offset the general fund reduction in HB 2.
Since the RIT is a trust fund, funds could not be appropriated
fromit, so the funds needed to be transferred to the Reclamation
and Devel opnent Grant Programin order to achieve the proper
funding. The bill would al so reduce the oil and gas and m neral
m ne tax revenues to the Reclamati on and Devel opnent G ant
Program by $1.17 million. It would further reduce the RIT
interest in the future fisheries program by $150, 000 with
reductions to continue through 2005. The O phan Share Fund
cont ai ned about $300 million of which $1 mllion would be
deposited in the general fund. The bill was a shifting of funds
Wi thin the budget in order to reclaimthe funds into the general
fund.

Pr oponents' Testi nony: None.

Opponents' Testi nony: None.

Questions from Conmi ttee Menbers and Responses:
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SEN. CHRI STI AENS asked if sonme of the nunbers on the fiscal note
were different due to action in the House.

REP. FISHER said that was correct. Oiginally the bill would

t ake $500, 000 from funds designated to the Agriculture Departnent
for weed control. That was reduced to $200, 000 in Appropriations
Committee and the $300, 000 was gi ven back to the Conservation
Districts for weed control

SEN. CHRI STI AENS asked if that was added to the Ag weed
eradication area. REP. FISHER said it went to the Conservation
Districts. SEN CHRISTIAENS restated that instead of $300,000 it
woul d now | eave Ag $200,00 and REP. FI SHER said that was correct
and that was the only other change.

SEN. BECK asked if the bill originally elimnated $500, 000 from
the RIT to the weed program and was changed to | eave $300, 000 in
t hat weed program

REP. FI SHER said that they took $200,000 that would have gone to
t he Departrment of Agriculture and then $300, 000 was transferred
to the Conservation Districts.

SEN. BECK stated there was $300,000 left in the Departnent of
Agriculture for weed control REP. FISHER said that was correct.
SEN. BECK said that $200,000 went to the Conservation Districts
because there was anot her $250, 000 pul | ed out somepl ace el se.
REP. FI SHER sai d he understood that to be true.

SEN. McCARTHY asked John Tubbs, Departnent of Natural Resources
and Conservation, to clarify where the noney cane from and where
it ended up.

M. Tubbs indicated that the issue of the $500,000 and the
changes to HB 2 and HB 10 would get interjected into this. The
programwas originally cut by $500,000 as reconmended by the
Executive. | n appropriations they changed that with anmendnents
and the cut that they took to the weed program was $200, 000.

They restored $300,000 to fund the weed programin the Departnment
of Agriculture. The Conservation District issues were in HB 10.

SEN. BECK asked where the $200, 000 went and M. Tubbs said it
went into the general fund. The $200, 000 goes to Reclanation and
Devel opment grants and there was an offset in the general fund.
They transferred general fund appropriations to utilize those
revenues.

SEN. BECK asked if they were utilizing the $200,000 in grants but
of fsetting general fund noney by doing it. M. Tubbs said they
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were using it to run operations in the Departnent. It was
actually a two step process--nove the noney into the Recl amation
and Devel opnment grant and take the appropriations out of HB 6
state special to get the savings.

SEN. NELSON asked about the hit to Eastern Mntana because there
was not nuch federal | and.

Ral ph Peck, Director, Department of Agriculture, advised they did
receive some funding fromthe U S. Forest Service for $800, 000.
There were requirenents that there be 10%tree cover and
proximty to sone federal inpacted land. To mtigate the inpact,
t he $300, 000 woul d be divided by 56 and all ocated back to
counties for the Conservation Districts.

Cl osi ng by Sponsor:

SEN. FI SHER cl osed on the bill.

EXECUTI VE ACTION ON HB 9

Motion: SEN JOHNSON noved that HB 9 BE CONCURRED I N

Di scussi on:

SEN. BECK advi sed that $200, 000 woul d be going back to the
general fund. The original request by the Governor's office was
for $500,000 to go back to the general fund.

Mbtion: SEN. BECK noved that HB 9 BE AMENDED TO RESTORE THE
AMOUNT TO THE ORI G NAL AMOUNT OF $500, 000.

SEN. CRI SMORE asked for clarification. SEN BECK said that noney
woul d conme back out of the general fund in HB 10 to fund the
Conservation Districts.

Gary Hanmel, Legislative Fiscal Division, explained that there was
goi ng to be $500,000 fromthe excess RIT trust balance. HB 9
struck the |l anguage to transfer that funding out of the excess
trust bal ance. The anmendnment to HB 9 put $300, 000 back into the
weed district. What renmai ned was $700, 000 that was going to be
transferred fromthe excess funding in the R T bal ance out of the
trust and into the DNRC. A funding switch occurred in HB 2 to
repl eni sh the general fund in the anmount of $700,000. $300, 000
remained in the weed district.

SEN. BECK asked if he wanted to get the $1 million back there.

Even though it would be done in HB 9, it would still have to be
adjusted in HB 2, he stated.
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M. Hanel said that was correct--HB 9 woul d have to be amended
and then HB 2.

SEN. COBB asked where the anendnment would go in the bill.
{Tape : 4; Side : B}

M. Hanel advised that on the | ast page of HB 9 there was sone
| anguage struck and that would have to be changed from $300, 000
to O.

SEN. CHRI STI AENS decl ared that the noney was allocated in the

| ast session and canme fromthe noney that was going to be in
excess once the RIT was capped at $100 mllion. It was on that
basis that those other prograns were funded in anticipation that
t he $500, 000 was going to be avail able for weed eradication.
Long Range Buil ding woul d have prioritized which prograns got
funded first. He wondered where the weed district would have
been in the priorities.

Ms. Hammond advi sed weeds was first on the priority list, but
when the Departnent of Agriculture received the additional
federal funding, the budget office consulted with them about
maki ng an adj ust nent.

They had planned to take $500, 000 but took $300, 000 and
rei nbursed the Conservation District for the weed control

SEN. McCARTHY asked if any federal matching funds woul d be | ost
with the renoval of the noney.

Ms. Hammond answered no.

SEN. WATERMAN conment ed that she woul d support SEN. BECK' s
anendnent. Al though she thought weeds were a serious problem it
was a priority that would have to be reduced.

Vote: Mdtion TO AMEND HB 9 carried unani nously.

Motion/Vote: SEN. JOHNSON noved that HB 9 BE CONCURRED I N AS
AMENDED. Mbtion carried 16-2 with Jergeson and Nel son voting no.

EXECUTI VE ACTION ON HB 7

Di scussi on:

SEN. CHRI STI AENS, questioned the anendnment, asked if the anount
of noney fromtinber sales was equal to what has been generated
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in the past and in the previous full session or was it a new
nunber .

Val enci a Lane, Legislative Services, explained that Amendnent #17
was an anmendnent to the coordination instruction found in HB 4.
HB 4 contained a coordination instruction to HB 7. Watever HB 4
did, it had a second section in it that said if HB 7 passes, the
anmendnent nmade in the bill would change the nanme of the fund.

The amendnents change the nane of the fund in HB 7. She advi sed
the commttee not to concern thenselves right now wi th Amendnent
#17 as it was only a technical amendnent to nmake the two bills
wor k t oget her.

Mbtion/ Vote: SEN. VELLS noved that HB 7 BE CONCURRED I N and
AVENDVENTS TO HB 7 BE ADOPTED

SEN. BECK asked if HB 4 should be brought back fromthe Senate
Taxation Commttee and di scussed before acting on HB 7. M. Lane
advi sed they could nove HB 7. She said they were tied through
the coordination instruction but were separate concepts. It

i nvol ved a name change of an account. She said HB 4 was very
controversi al

Vote: Mtion that HB 7 BE CONCURRED | N and AMENDVENTS BE ADOPTED
carried unani nously.

Motion/Vote: SEN. WELLS noved that HB 7 BE CONCURRED I N AS
AMENDED. Mbtion carried unani nously.

EXECUTI VE ACTION ON HB 12

Motion: SEN ZOOK noved that HB 12 BE CONCURRED | N.

Di scussi on:

SEN. COBB stated that HB 12 was a hiring freeze on agencies the
Governor did not control budget-w se and they woul d now have to
go through the Governor to get any FTEs they woul d have gotten
before under their own hiring freeze. He asked if the Departnent
of Justice would have to get perm ssion to hire anybody.

M. Moe expl ained there was an approving authority for the
di fferent groups.

SEN. COBB noted the fiscal note could not be changed so he woul d
just go into HB 2 and reduce the anount.

SEN. NELSON asked about the concern over the double hit on DPHHS
and wondered if anybody got an answer on that.
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SEN. COBB advi sed they had a hiring freeze that would go into

ef fect August 15 and felt it was a double count. He would nmake a
nmotion in HB 2 to reduce it. He said he would not vote for the
bill anyway.

SEN. ZOX felt that was not a real concern because the budget

di rector would be the approving authority for DPHHS and if they
had needs to hire nore people it would be approved if they could
convince the budget director of that. There was tine to
determ ne whether there was a double count, he held.

SEN. COBB war ned agai nst counting on extra noney that was already
count ed.

SEN. WATERMAN stated that when the issue of the 25%travel was
passed in Appropriations, she asked Gail G ay, DPHHS, about the
effect and she indicated that they had already frozen positions
and that they had already elimnated travel and supplies based on
sonme of the other cuts to the agency. She anticipated that any
vacant position would be counted against HB 12. The depart nent
woul d then have to go find their savings they thought they would
have through vacancy savings in another area and woul d have to
make deeper cuts in other areas because HB 12 woul d count the
savings that they were going to count. She reiterated that it
was di si ngenuous on the part of legislators to tell people they
are going to provide nore services to a greater caseload with

| ess enpl oyees. She held that the | egislature should be reducing
services--drivers license and wel fare offices could be open only
4 or 4 1/2 days a week--services should be reduced, especially if
they were "non-critical" enployees. That would nean the service
was non-critical. Those "non-critical" services should be
suspended for the rest of the bienniumand she felt it wong to
not do that hand in hand with the bill.

SEN. COBB asked if vacant positions were already being used to
fund existing positions (in DPHHS) and if double counting was
i nvol ved.

Gail Gray advised that because there were vacancy savings from
the last |egislature and because they had 6 institutions, that
they had to take a greater vacancy savings from non-institutional
staff. They instituted a hiring freeze in January and took it
off in July. It was reinstituted in Cctober when Medicaid costs
went up. Even before |egislative action, they had put back on a
hiring freeze effective August 15th. There were 200 vacancies in
her departnment with the only exceptions being those federally
required.
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SEN. COBB asked if the vacancies were there to fund existing
personnel and if they had al ready used the noney or if it had
been taken away.

Ms. Gray advised the vacancies were used for vacancy savings and

al so funding the Medicaid prograns in Addictive Mental D sorders

or Policies and Services. That was part of their mtigation plan
and they had been taken.

CHAI RMAN KEENAN asked if there had been sone stabilization in the
casel oad in Medicai d.

Ms. Gray indicated there had been stabilization in Medicaid for

the last two nonths. It was not in all areas, but one that was
particul arly expensive was disability and the increase had gone
down. It had al so happened in TANF and nursing hones and

institutional prograns had continued to be reduced.

SEN. WATERMAN asked if the decrease was in the growmh rate or an
actual decline in casel oad.

Ms. Gray advised that in July there was a reduction

Vote: Motion that HB 12 BE CONCURRED IN carried 10-8 with
Christiaens, Cobb, Jergeson, MCarthy, Nelson, Shea, Tester, and
WAt er man voting aye.

EXECUTI VE ACTION ON HB 6

Mbtion/ Vote: SEN. VELLS noved that HB 6 BE CONCURRED IN. Mtion
carried unani nously.

{Tape : 5; Side : A}

HEARI NG ON HB 10

Sponsor: JOE BALYEAT, HD 32, Gallatin Valley
Pr oponent s: None
Qoponent s: Gene Vucovi ch, Executive Director Mntana Rura

Devel opnent Partners

WIlly Duffield, President, Montana Association of
O1, Gas and Coal Counties

Bob Gl bert, Assistant Director, Mntana
Association of Gl, Gas and Coal Counties

Lois Fitzpatrick, Mntana Library Association

Jeff Ganble, President, Mintana State University
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Br ooks Dal ey, Executive Director, Mntana Farners
Uni on

Ji m Davi dson, Mont ana Economi ¢ Devel opnent
Associ ation

D ck King, President, Mssoula Area Economc
Devel opnent Cor poration

Richard Om Montana G aingrower's Associ ation

El i sha Bradshaw, Executive Director of Gallatin
Devel opnent Cor poration

Evan Barrett, Executive Director Butte Economc
Devel opnent

Mar k Si noni ch, Director, Departnent of Commerce

Mel Dyvert, Manufacturing and Extension Center

Openi ng St at emrent by Sponsor:

JOE BALYEAT, HD 32, Gallatin Valley, explained the bill would
revise the allocation of the coal severance tax, oil and gas
production taxes and netal mines tax increasing the portion

all ocated to the general fund and decreaseing the allocation to
certain capitol projects. It would de-earmark several mllion
dollars. In its original formthe bill made no permanent
elimnations of any allocations but sone of the anendnents in the
House Appropriations Cormmttee woul d nake sone permanent changes
in statute. He cited the need to prioritize. The reallocations
were estimates. The bill would not affect the allocation to the
permanent coal trust fund. The bill would change the percentages
going to other entities and projects including | ong range
bui l di ng projects that cane in under budget or projects that

woul dn't happen this biennium He further detailed the other
prograns that would be affected. He wanted to focus on
situations that would not affect the truly needy and expl ai ned
the current budget constraints.

SEN. COBB requested copies of the |list detailing the specific
cuts.

EXHI BI T(f cs03a02)

EXHI BI T(f cs03a03)

Pr oponents' Testi nony: None.

Qpponent s’ Testinobny: Gene Vucovich, Executive Director Mntana
Rural Devel opnent Partners, supported working on locally

concei ved i deas and opposed HB 10 because in previous |egislative
sessions a partnership was fornmed between the state of Montana
and several entities working on econom c devel opnent. It was
under st ood and expected by everyone including the adm nistration
and the | egislature that econom c devel opnent was a |long term
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process. He felt econom c devel opnent takes place on the | ocal

| evel and the majority of conmmunities are snall rural
communities. He urged restoring the statutory appropriations to
t he Forei gn Trade Assistance, the Manufacturing Extension
Service, the Business Retention and Recruitnent and nost
urgently, the Certified Coormunities. |If that could not be done
he urged rejecting HB 10 in its entirety.

WIlly Duffield, President, Montana Association of Gl, Gas and
Coal Counties, opposed the reduction on the Coal Board.
Communities directly affected by the coal industry apply to the
Board for grants that help build the infrastructure and help
build the industry that pays the taxes. He noted HB 11 had been
resurrected in the House and hoped the comm ttee woul d consi der
that as a big enough contribution fromthe coal counties.

Bob Gl bert, Assistant Director, Mntana Association of G, Gas
and Coal Counties, was opposed to the section of the bill dealing
with |ocal inpacts of $435,000--a 50% reduction that goes to
those counties directly inpacted by the industries. GCting the
reductions to counties that had al ready been nmade, he thought it
unfair to ask counties to bal ance the state budget. He asked the
committee to find a way to reduce the reduction. He asked that
nore of the coal noney fromcoal country where people live with
the industry every day and export many tax dollars to Helena to
pay for state governnment be given back to them

Lois Fitzpatrick, Mntana Library Association, advised that
public libraries share in the interest of the coal severance tax
funds. The reduction to libraries would be 50% or $140,000 a
year. The noney would be used for a variety of services.

EXHI Bl T(f cs03a04) She revi ewed where sone of the cuts woul d be
made and stressed the inpact to the Montana State Library. She
asked the reduction be reduced.

Jeff Ganble, President, Mntana State University, agreed that
expendi tures needed to be reduced but unintended consequences
coul d occur such as the $200, 000 reduction for the Mntana
Manuf act uri ng Extension Center. The reduction would cause the
forfeit of $500,000 in federal matching noney.

Br ooks Dal ey, Executive Director, Mntana Farmnmers Union
addressed the inpact on the G owh Through Agricul ture Program of
$500, 000 in HB 10 and anot her $193, 000 in coal severance tax
noney. Since its inception, there had been $6 mllion invested
with a return of $27 mllion annually to the rural comuniti es.
He cited an exanple of a successful and profitable agricultural
busi ness that got their start through the program
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{Tape : 5; Side : B}

Ji m Davi dson, Montana Econom ¢ Devel opnment Associ ati on, opposed
the portions of HB 10 that cut the funds for prograns that grow
t he Montana econony. The prograns | everage outside dollars and
he asked for a no vote and the continued support of the prograns.

| nformati onal Testi nony:

D ck King, President, M ssoula Area Econom c Devel opnent

Cor poration, had worked for 23 years in the econonm c devel opnent
field. He described two econom c success stories--the G and
Hotel in Fort Benton and Pyram d Lunber in Seel ey Lake that
utilized | ocal devel opnent organi zations. New jobs were created
that generate inconme tax revenue. The Certified Communities
Program assi sts | ocal devel opnent organi zations. The state
provi des sone funding that is matched with | ocal governnent
funding and private sector funding.

Opponents' Testi nony:

Richard O'm Mntana G ai ngrower's Associ ation, expressed support
of the G owth through Agriculture programand raised the issue of
fairness since the program had al ready taken a $500, 000 cut out
of general fund transfers and with the additional cut it would
anount to about 40% of the funding of the program The program
was inportant to producers and there were few sources by which
producers could add value to what they were doing. This program
was one of those sources. There were always nore applicants to
the programthan dollars avail abl e.

El i sha Bradshaw, Executive Director of Gallatin Devel opnent

Cor poration, advised her organization was primarily funded by
private sector dollars but utilized two state prograns-- Snal

Busi ness Devel opnment Centers and Certified Conmunities. She
opposed the anmendnent that took away the funding for those and
vari ous other prograns. She underscored the inportance of
Certified Communities funding and noted that state dollars were
mat ched one to one with | ocal dollars. She provided exanpl es of
busi nesses that had been devel oped.

Evan Barrett, Executive Director Butte Econom c Devel opnent,
addressed sone specifics in the bill. He asserted that the bil
was nore acceptabl e before being anended in the House. He stated
t hat economic growth and devel opnent were not consuners of state
revenue, they were generators of state revenue through incone,
property and corporate incone tax. Support needed to be |ong
term and consistent. He acknow edged the inportance of education
and social services and the need for econom c devel opnent to
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support them He cited the Vision 2005, the Research and
Commerci alization effort, the Jobs and | nconme Program which put
in place the small business devel opnment centers, the Mntana
Manuf acturi ng Extension Centers support, the Small Busi ness

| nnovati on Research support, the Certified Communities Support,
sone foreign trade support, and business recruitnment support at
the state | evel to augnment what was bei ng done at the | ocal

level. 1In 1999 the Suprene Court said the funding nechani smfor
t hose prograns was flawed and at the | ast special session in 2000
t hose prograns were enacted again. 1In 2001, the Ofice of

Econom ¢ Opportunity was created. He felt the purpose of the
current special session was to make it through to the next
regul ar session, not to make policy changes that adversely
affected things. To nmake cuts in econom c devel opnent doesn't
pass the |augh test, he maintained. The original cuts fromthe
Governor were sone cuts in Gowth Through Agriculture and cuts in
Certified Communities. The House took away the statutory
appropriation for the Small Busi ness I nnovation Program the
Smal | Busi ness Devel opnent Centers, Foreign Trade, Business
Recruitnment, and the Manufacturing Extension Service in
committee. On the floor of the House, they restored the Snal

Busi ness Devel opment Center and the Smal |l Busi ness | nnovation
Programwi th the statutory appropriation to go through three nore
years. He asked the commttee to, at mninum restore the
original bill and elimnate those policy changes that were made.
He encouraged restoring part of sonme of the other cuts that were
made. He urged adding five years to the statutory appropriations
in the next session.

| nformati onal Testi nony:

Mark Sinmonich, Director, Departnment of Commerce, testified that
he appeared in the House as a proponent. Sone of the proposed
cuts in the original bill were his proposals, he inforned the
commttee. Choices had to nade to correct the budget deficit.

He clarified the "KAUFMAN Anmendnent”. The Departnent of Conmerce
offered up the Certified Communities programfor one fiscal year.
It woul d save $425,000 for FY 2003. It would have left the
statutory appropriation in place for FY 2004 and 2005. The
statutory appropriation was set to sunset in FY 2005. The
departnment nmade the deci sion based on | ooking at all the prograns
in the departnment. The additional cuts nade in the "KAUFMAN
Amendnent " struck the entire anount of noney that had been nmade
avai |l abl e for econom c devel opnent through HB 2 through the
regul ar session and took it out of the statutory appropriation
entirely. It would strike $300,000 for the trade program and
either the foreign office in Kumanoto or Taipai would close. A
pol i cy decision would have to be made there. The $350, 000 for
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the Governor's office was al so stripped entirely. Certified
Communities did not have matching dollars, so that was one he
| ooked at to cut whereas other prograns did have matchi ng funds.

Mel Dyvert, Manufacturing and Extension Center, presented witten
informati on on manufacturing in the state. EXH Bl T(fcs03a05) He
noted that there were about 30,000 manufacturing enpl oyees in the
state of Montana each maki ng approxi mately $30,000 a year (nore

t han the average of $23,000). There were 2059 manufacturers
producing $5 billion worth of goods every year. MEC played a key
role in making sonme financial nodels for Pyram d Lunber to get
the lending institutions to agree to the financing of equi pnent.
About 80% of the conpani es have fewer than 20 enpl oyees and about
50% have fewer than four

Dave G bson, State's Chief Business Ofice, advised he was
avai |l abl e for questions.

Questions from Commttee Menbers and Responses:

{Tape : 6; Side : A}

SEN. McCARTHY requested clarification regarding the Mntana
Manuf act uri ng Extension Center--asking if $500, 000 was | ost,
mght it be recouped in the future or was it a permanent |oss of
all funding on that program

Andy Pool e, Departnent of Commerce, answered that the $200, 000
that the state provides to the Manufacturing Extension Center
mat ches about $480,000 in federal funding. |If the $200, 000 was
| ost, he wasn't sure it could be replaced after FY 2003.

SEN. McCARTHY asked about an upcom ng visit fromone of the
sister states.

M. Pool e acknowl edged that Governor Shiotani was to be here
toward the end of the nonth.

SEN. McCARTHY expressed concern

M. Dyver explained that if the $200, 000 were |ost, $100, 000
woul d be lost inmmediately and services would be cut in half. The
program woul d be gone in about 8 nonths and the federal match

| ost.

SEN. TESTER i nqui red about the $644, 000 bei ng taken out of the
Long Range Buil ding Cash program He asked if the noney was
currently being used for anything other than deferred naintenance
proj ects.
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Tom O Connel |, State Architect, advised the noney was basically
used for deferred nmaintenance, |ife safety, hazardous material,
and those kinds of projects. He had | ooked at yhe projects
identified in the bill at the request of the budget office and
identified those he thought the least likely projects to inpact
or projects under construction that had heal thy contingenci es.

SEN. TESTER asked about where the deferred mai ntenance stood
currently as far as liabilities were overall for all state
bui | di ngs.

M. O CONNELL advi sed he expected to have sonewhere around $150
to $200 mllion in requests fromvarious state agencies. The
cash available to take care of those agencies was going to be
around $4 mllion.

SEN. TESTER asked what nonies the G owh Through Ag program had
to work with before the cuts were brought up.

M. Peck advised the program had about $1.25 million statutory
appropriation comng into the special session. They had funding
fromthe Coal Tax funds which were cut in half. 1In the tota
department for marketing there was about anot her $60, 000.

SEN. TESTER asked how many Ag busi nesses applied for those funds
in a bienniumand how many were granted.

M. Peck stated that |ess than 50% of applicant's received
funding. They denied funding to 56% and approved funding for
44%

SEN. NELSON asked about the "KAUFMAN Anendnent” and what
transpired in the House.

REP. BALYEAT replied that the anendnents proposed by REP. KAUFMAN
wer e proposed during executive action. It was his position that
whet her or not he agreed wth the anendnents, the conmttee
approved those anendnments. On the floor of the House, with the
deficit grow ng every day, the anendnents that were offered on
the floor of the House to restore sone of the cuts were in sone
cases successful and restored the $125,000 for the Small Business
Devel opnent Centers and the $50,000 for the Snmall Business

| nnovati ve Research Program Sonme of the other things that were
targeted in the "KAUFMAN Anendnents"” were proposed to be restored
and failed in the process of trying to balance the budget. He
was fairly certain that sone no attenpt was made to restore sone
of the anendnents on the House floor and perhaps sone on the
House side trusted in the wi sdomof the Senate to fix portions of
the bill.

020807FCS_Sntl. wpd



SENATE COWM TTEE ON FI NANCE
August 7, 2002
PAGE 46 of 55

SEN. CHRI STI AENS asked about permanent reductions in distribution
and where they were in the bill.

REP. BALYEAT clarified that in its amended formthere were no

per manent changes in the long termcash flow of the coa

severance taxes and other taxes. The changes in percentages were
only tenporary. The only things that were permanent in HB 2 were
statutory appropriations that were part of the "KAUFMAN
Amendnent" dealing with sone of the econom c devel opnent

prograns. He did not believe there would be any permanent
changes in the allocation of the revenue stream

SEN. CHRI STI AENS asked about |ibrary funding and al so Fish,
Wldlife and Parks. He had information that the interest
earnings would be lost on a |onger term basis.

REP. BALYEAT advi sed that was correct and was addressed in the
fiscal note. Even though there were no permanent changes in the
fl ow of the revenue stream by reason of the fact that the noney
was diverted for a fiscal year fromthese trust funds neans that
t hey woul d have a | ower bal ance and therefore earn | ower
interest. He added that |ower interest would be earned in al
funds due to the fact that they were being all drawn down to neet
t he budget shortfall. The consolation was that interest rates
were down so | ow anyway it would not nake ruch difference.

SEN. JERGESON asked how to restore noney to Gowh to Agriculture
inthe bill with the coal tax allocation.

Todd Younkin, Legislative Fiscal Division, advised that what
woul d be done would be the same as when REP. WTT added sone
noney back into the Conservation Districts. He said he would
take a l ook at the original allocation and within HB 10 the 3rd
par agr aph second line would have to be altered with the goal of
getting enough revenues into the state special revenue account to
provide themwi th the revenue streamto spend it. Subsequently
in HB 2, special revenue would have to be added to the Departnent
of Agriculture to allow themto spend those revenues out of the
coal severance tax shared state special revenue account.

SEN. JERGESON asked if the sane nunber would have to be adjusted
if they were interested in dealing with the issues about the coal
counties local inpacts and |ibrary services.

M. Younkin said that would be correct and that with any program
that was receiving funding out of that coal severance tax shared
state special revenue account, the percentage would have to be
altered to get the revenues into that shared state speci al
account and subsequently would have to give the programthe
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i ncreased authority within HB 2. (page 1, line 26 where it says
5% ) Once a dollar anmount to be restored was determ ned he could
calculate a percentage to go in the final draft of the bill.

SEN. JERGESON asked when the 8.36% was reduced in the introduced
bill to 4.18% and the reductions were cal cul ated where did the
reducti ons show up to any of these prograns listed in the shared
account .

M. Younkin said he did not cal culate the original amunts, but
as the Governor's proposal came through the reductions occurred
in HB 2. There were state special revenue appropriations that
were reduced. You can reduce the appropriations and not change
t he anbunt of the revenue going into the shared state speci al
account. To get any benefit fromthose reduced appropriations
back to the general fund the allocation going into that shared
account woul d have to reduced.

SEN. JERGESON asked if they raised the 5% up to 7% that would
have to be specifically allocated in HB 2 in sone manner. M.
Younkin said that would be correct.

Cl osi ng by Sponsor:

REP. BALYEAT closed on the bill. Prograns may have received
spendi ng i ncreases previously and now were being cut back but in
sone cases the cuts went beyond just reducing the increases. He
was gl ad the opponents were present for the hearing because he
felt it unfair that they were not there when anendnents were nmade
i n House Appropriations Commttee. He expressed bei ng sonmewhat
conflicted regarding sone of the cuts. He cited a study that
showed a strong negative correl ati on between al nost al

gover nnment spendi ng and econom ¢ growh. He pointed out that
state governnent spendi ng was growi ng at a phenonenal pace as

w tnessed by the 22% increase in the all funds budget in the | ast
bi ennium He quoted that there was "no scientifically done
studi es which showed any statistically significant relationship
bet ween governnent spendi ng on econom ¢ devel opnent and econom c
grow h." He addressed sone of the objections to the cuts. He
cited a study regarding the |lack of success of economc

devel opnent progranms. He urged the conmttee to resist restoring
pet progranms and to deci de which prograns were |less critical and
affected the fewest citizens. Many governnent | oan prograns were
unsuccessful due to defaulted loans. |[If |oan prograns were
successful they would be self-sustainable and not require ongoing
funding. He felt the private sector could do better at granting
| oans. State governnment had been allowed to get far too big to
be supported by a stagnating private sector during the recession.
{Tape : 6; Side : B} Based on 2001 figures, there were only
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ei ght states that exceeded the state of Montana in the nunber of
per capita state enployees. The total reduction to the all funds
bi enni um budget with all the cuts would be only $1.2% after a 22%
increase. He believed the reason the cuts were so painful to the
truly needy in the state was due to the "shirking phenonena.” He
believed HB 10 was an "anti-shirking device" to direct those cuts
to those areas that are least hurtful to the truly needy and to
the | east nunber of citizens. Wth a nmgjor change in econonic
condition there needed to be a change in state governnment. He
suggested getting beyond the point of trying to preserve pet
projects while cutting others. He urged passage of the bill wth
as few changes as possi bl e.

SEN. BECK felt it appropriate for an anendnment to elimnate the
" KAUFMAN Anmendnent ™.

Ms. Lane advised that would sinply be reinstating on page 2 |lines
22-29.

SEN. BECK al so wanted to reinstate the cuts fromREP. WTT' S
amendnent .

SEN. TESTER asked if that would reinstate the cut on Conservation
Districts.

SEN. BECK felt everyone would have to take a little lick in the
bill. He said the original cut was $330, 000.

SEN. TESTER advi sed the anendnent |eft $50,000 cut and put
$280, 000 back in.

SEN. BECK said he wanted to go back to the $330, 000.

SEN. TESTER wanted an opportunity to get input fromthe
conservation districts when that happened.

SEN. WATERMAN r equest ed an anmendnent to restore 1/2 of the cut to
the state |ibrary.

SEN. JERGESON requested an anmendnent to restore the G owh
Through Agriculture allocation fromthe joint account and half of
the cut to the Coal Board for the inpacted coal counties.

SEN. COBB t hought only anounts were necessary for the anmendnents
to save staff tine.

SEN. TESTER asked about the inpact of the $330,000 cuts on
Conservation Districts.
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Sarah Carl son, Executive Director of the Mntana Association of
Conservation Districts, said she appreciated the problens with

t he budget and the |ikelihood that everyone would have to take a
hit. She noted that conservation districts had been around for
60 years and were about as cheap as you could get. They
understood the need to cut back in lean times. The $330,000 cut
fromthe shared coal account was half of the noney that they get
and it went into activities |ike Montana Salinity Control, a
grant program for producers to take care of erosion problens and
nore. She felt the $50,000 cut to be nore appropriate and that
$330, 000 woul d be a serious problemfor the districts.

SEN. WATERMAN asked what the percentage was of the noney fromthe
coal tax to the conservation districts of all the noney they get
fromthe state.

Ms. Carlson estimated that to be about 1/3 of what they get
overall. Conservation Districts were statutorily required to
engage in issuing 310 permits. She submitted that if that
responsibility were taken back fromthem the state would not be
able to do it as cheaply anywhere el se.

SEN. TASH asked if 319 noney (water quality studies) would be
af f ect ed.

Ms. Carlson said she could get that information, but that there
were two sources of noney going out to Conservation Districts.
The 319 activity was partly paid for by general fund and partly
by the shared coal account noney.

SEN. BECK advi sed he was not doing his anmendnment lightly. He
said he was an Ag man hinself and had al ways supported Ag
progranms. He understood that the conservation districts had
increased in their share of state funding al nbst 200% in the |ast
four years. He said there were new federal prograns com ng down
and wondered if there were any adm nistrative costs being

i ncluded with those progranms and whet her they could get any

adm ni strative noney out of those prograns.

Ms. Carlson answered that in the House Appropriations Cormittee
there was sone di scussion about the anobunt of noney districts had
been getting froma certain point back in time. From 1996 until
now t here had been a doubling of funding. That had been with
additional responsibilities requested of districts. The new
Federal FarmBill had a | ot of nobney for conservation prograns.

It was unclear if the districts were going to get any assistance
fromthe feds in hel ping that get out on the ground. She said
she wouldn't count on it.
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SEN. BECK asked if they would have to get rid of any FTEs if the
cut were inplenented.

Ms. Carlson didn't know, but knew that Conservation Districts
nostly had only one person that worked for them Their budgets
were often | ess than $10,000 a year. To say the $50, 000 cut
woul d only be $1000 per district--for sone $1000 woul d be quite a
bit. The FY 2003 contracts had been halted as a result and there
were adm ni strators working for Conservation Districts who had to
| essen their hours and decrease their activity because they
depended on that adm nistrative noney. They probably woul d not

el i m nate anyone but woul d probably pull back on their hours.

She added that Conservation Districts understood that there was a
real problemand they were willing to step up but she inplored
the committee that $330,000 was excessive. They would be willing
to work with SEN. BECK on a nunber that would be | ess excessive.

Ms. Lane advised that on HB 9, page 15, line 18 there was $1000
transferred to the general fund and an additional transfer of
$999, 000 i f noney was available. She said the commttee had

al ready acted on HB 9 and had adopted SEN. BECK S anendnent and
had al ready acted on the bill. There was a technical anmendnent
that was needed. The title on line 8 and 9 did not accurately
reflect page 15. The title needed to be anended to refl ect page
15. She expl ai ned the anendnment. EXH BI T(fcs03a06)

Mbtion: SEN. KEENAN noved to reconsider HB 9 and the notion
passed unani nously.

Motion/Vote: SEN. NELSON noved that AMENDMVENT TO HB 19 BE
ADOPTED. Mbtion carried unani nously.

Motion/Vote: SEN. NELSON noved that HB 9 BE CONCURRED | N AS
AMENDED. Mbtion carried 16-2 with Jergeson and Nel son voting no.

Recess: 4:40 P. M

Reconvene: 6:00 P. M

{Tape : 7; Side : A}

CHAI RVAN KEENAN announced that the commttee woul d get organi zed
for HB 2 and possi bly di scuss sone gl obal anmendnents.

Taryn Purdy, Legislative Fiscal Division, explained the "HB 2
Narrative Special Session 2002" and answered questions fromthe
commttee. EXH BI T(fcs03a07)

CHAl RMAN KEENAN asked about the current status of HB 11
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Terry Johnson, Legislative Fiscal Division, that HB 11 was taken
off the table in House Taxation and anmended. The inpact was
estimated at $1.197 gain to the general fund. It was passed out
of House Taxati on.

CHAI RVAN KEENAN said if the commttee woul d agreed, that the best
way woul d be to go section by section. They would not close
sections but would try to stay wthin each section.

SEN. COBB asked that if, doing it section by section, when he
moved noney from A to B woul d he nake the notion one tine.

CHAI RVAN KEENAN answered yes. He said they wouldn't have strict
guardrails but they would try to stay organi zed.

M . Johnson expl ai ned the General Fund Status Sheet and answered
guestions by the commttee. EXH BI T(fcs03a08)

SEN. BECK di scussed the supplementals of $5 mllion already
included in the executive budget for forest fires. He advised
they didn't usually didn't budget it that way especially on
forest fires. He asked for their figure on forest fires.

M. Johnson answered that the LFD recomendati ons of $17.4
mllion included the $5.58 million but in addition they were
building in an estimated 2003 fire season of $7.3 mllion. In
addition to that there was a supplenmental for DPHHS of $3.9
mllion.

SEN. BECK noted that it was hard for himto want to put the
forest fire supplenental in the budget. Mst generally, he
stated, they nmade a determination of the fire supplenental during
the regular session. He felt they had to be aware of that w ggle
roomin the budget.

Cl ayton Schenck, Legislative Fiscal Analyst, clarified that they
wer e not budgeting for supplenentals on the status sheet and
neither was the executive. The intent was to show t hose so they
woul d know the projected deficit based on the information
avai l able. The executive allowed in their plan that noney should
be set aside for the feed bill and for supplenentals. It wasn't
intended to tell the legislature they needed to budget for those;
it was informational

CHAI RVAN KEENAN asked if there was a point between now and

January when there would be a trigger for the executive to
i npl ement up to 10% cuts again and asked if that could happen.
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M. Schenck said it was a reason to | eave the bal ance at the
statutory mninum |Inplenenting the trigger nechani smwas
totally up to the executive and their projections.

SEN. ZOOK asked why suppl enentals were included that had never
been included before. He said they all knew there would be

suppl emental s when they conme back and that it didn't seem | ogi cal
to do so. He said the executive had shown that they'd nade a
real effort not to have | arge supplenentals. He thought it
distorted the total picture.

SEN. JERGESON stated that he wasn't sure its been |ogical over

all these years not to take into account supplenentals. He felt
t hey had been operating on sonme glorious fiction on fire

suppl enentals for a long tinme and not budgeting for fires because
they couldn't estimate what they mght cost. He raised the
guestion again of double counting of savings on several bills
they had heard in commttee. He requested that O ayton and Terry
| ook at HB 6 regarding state vehicle mleage all owance and
showi ng a $400, 000 savings. Already in HB 2 there had been the
direction to the agencies to reduce their travel budgets by 25%
There was a dollar anmount established in HB 2 for travel. How

t hey achi eve that savings was up to agencies by reducing the
nunmber of trips. HB 6 would pay people a | ower m | eage all owance
in certain circunstances. That is all mechanics in how they
achieve their 25% savings. He stated the converse was al so true.
He felt the staff was m ssing a circunstance where there was
doubl e counting. He also cited the state hiring freeze which was
al so nechani cs for achi eving vacancy savings and that there had
been sone doubl e savings counted that did not exist and that
woul d scew t he ending fund bal ance by $1.8 mllion. He advised

| ooking at that very closely. {Tape : 7; Side : B}

SEN. WATERMAN expressed a concern that because the Governor's
cuts were not reflected in appropriations it would lead to a

hi gher trigger anbunt. She asked if they included the $3.5 cuts
and if they took that noney out of the appropriation bill, then
what woul d be the anmount of the trigger.

M. Schenck advised the bottom|ine would be the sane because

t hey had already included the $23 nmillion above in the begi nning
bal ance. |If they are taken out of HB 2, they would be renoved
above. They were accounted for, they just weren't part of

| egi sl ative action.

SEN. WATERMAN asked about affecting the trigger if they were in
or out of HB 2.
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M. Schenck said that was correct but the trigger would shift
somewhat when they were done because they woul d have a | ower
general fund appropriation |evel and the trigger was based upon a
percentage of the total appropriation. It was true that the
trigger would go down by $1 million or so after they were done
with legislative action.

SEN. WATERMAN asked i f they have not included the $3.5 mllion in
cuts in HB 2 then wouldn't the trigger be higher when they went
home. If they were included in HB 2 there would be | ess noney
appropriated and the trigger would be | owered. She knew t hey
were accounted for on the bal ance sheet but it would be [ower if
the cuts were reflected in HB 2.

M. Johnson said that was correct because the $23 m | lion would
not be reflected in HB 2 where the 1% and 2% was applied for
determ nation of the trigger and the appropriate ending fund
bal ance. To the extent that the $23 million was not built into
HB 2, the trigger would actually be higher.

SEN. WATERMAN wonder ed how nuch hi gher.

M . Johnson advised it would be a small nunber--1%of $23 mllion
woul d be $230, 000.

SEN. JOHNSON asked if you take the nunber $37.642 million, the
current fiscal condition with | egislative action and assum ng the
| egi sl ature decided that was the nunber they would use, would
that would include the $27.1 endi ng fund bal ance.

M. Johnson affirmed that the $37.6 mllion is the ending fund
bal ance.

SEN. JOHNSON said that would be roughly $8 mllion higher than
necessary if they accepted the budget the way it was today.

M. Johnson said that was correct if they did not plan on costs
for any 2003 session costs or 2003 suppl enent al s.

SEN. JERGESON asked how the nmotor vehicle division switch applied
to $37.64. He recounted that was part of the Governor's fund
transfers and had failed in commttee. He wondered what the

i mpact of that was and if there was $8 million | ess already.

M. Johnson said that was the case. If the conmttee were to go

back and fund the notor vehicle division out of the general fund,
the $37.6 would drop by the $8.3 mllion.
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SEN. COBB asked if the difference in the $37.27 mllion and the
triggering mechanismwas 1 or 2% $10 nmillion sounded |like a |ot
of noney, but was it pretty insignificant.

M. Johnson allowed that the fund bal ance trigger was 2% of the
bi enni al appropriations. That's the 1%

SEN. COBB stated that $10 million nore would be cutting it close.
M. Johnson affirmed that 1% of $10 million was $100, 000.

CHAI RVAN KEENAN advi sed the comm ttee regarding SEN. JERGESON S
coments on the travel.

Chuck Swysgood, O fice of Budget and Program Pl anni ng, advi sed
that if the conmttee used the figures of the Budget Ofice,
there woul d be | ess of an ending fund balance. |If they used

LFD s figures and went for the $12 mllion difference there would
be a hi gher ending fund bal ance. H's perspective was with the

t hi ngs that had happened to date to alter their plan--when they
started yesterday they had a $20 million ending fund bal ance.
Then he added on all the things presented to you as their plan
and that would be $20.79 nillion ending fund bal ance. The
trigger was $27.28 million. He was short $6.49 nmllion. He

i ndi cated that his process started out with the $20.79 mllion
and roughly added $11.1 million contingent on passage of bills
and came up with a little over $31 mllion ending fund bal ance.

$8 mllion was |ost bringing himback to $23 mlIlion, he said.
There were 5 or 6 bills that they woul d probably support that

woul d generate revenue. |f they put the $8 million back in they
woul d go hone with about a $33 million ending fund bal ance
conpared with the LFD' s $37 or $38 mllion. He noted a

di fference of a difference of about $12 mllion.

SEN. COBB asked if that would be taking all the House cuts to get
to the $33 mllion.

M. Swysgood asserted that if they took what the House did and
assuming it all happened they'd have $31 nmillion; with the $8
mllion lost it would be $23 mllion.

SEN. COBB asked if the $8 million was put back in along with a
few revenue bills it would be $38 mllion.

M. Swysgood affirnmed that would get where they needed to go.

Recess 6:44 p. m
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SEN. BOB KEENAN, Chair

PRUDENCE G LDROY, Secretary

BK/ PG

EXHI BI T(f cs03aad)
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