Call to Order:
A M,

M NUTES

MONTANA HOUSE OF REPRESENTATI VES
57th LEG SLATURE - SPECI AL SESSI ON

COWM TTEE ON TAXATI ON

in Room 137 Capitol.

ROLL CALL

Menmbers Present:

Rep.
Rep.
Rep.
Rep.
Rep.
Rep.
Rep.
Rep.
Rep.
Rep.
Rep.
Rep.
Rep.
Rep.
Rep.
Rep.
Rep.
Rep.
Rep.

Bob Story, Chair (R
Ron Erickson, Vice Chair (D)

Roger Sonerville, Vice Chair (R)

Joan Andersen (R
Keith Bal es (R

Joe Bal yeat (R
Gary Branae (D)
Eileen J. Carney (D)
Larry Cyr (D)

Rick Dale (R

Ronal d Devlin (R
John Esp (R

Gary Forrester (D)
Dani el Fuchs (R)
Verdel | Jackson (R
Jesse Lasl ovich (D)
Butch Waddill (R)
Karl Waitschies (R
David E. Wanzenried (D)

Menbers Excused: Rep. Trudi Schm dt (D)

Menmbers Absent: None.

Staff Present: Jeff Martin, Legislative Branch

Pl ease Not e:

By CHAI R BOB STORY, on August 8, 2002 at 8:00

Pam Schi ndl er, Commttee Secretary

These are sunmary m nutes.

Testi nony and

di scussi on are paraphrased and condensed.

Comm tt ee Busi ness Summary:

Hearing(s) & Date(s) Posted:
Executive Action: HB19, Tabled

HB23, HB19, 8/01/2002
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HEARI NG ON HB23

Sponsor :
Rep. Waddill-HD 62-Fl orence, Mbntana

"An act reducing the shortfall in General fund revenue by
increasing the cigarette tax from 18 cents to 68 cents on a pack
of cigarettes and depositing the anount fromthe increase in the
tax in the state General Fund. Increasing the tax on tobacco
products from 12.5%to 50% .

Rai ses the tax on tobacco from 18 cents to 68 cents.
Tobacco products 15% Page 2 line 17,20,22 % s have been

adj usted to sane anount of funding for Veteran's Hones, Buil ding
Funds, etc. Page 3, line 4 12.5% 15% t obacco products. W also
have amendnents. Facts: Montana tax on cigarettes is 18 cents.
12th lTowest in U S. 3rd lowest in US. wth excise tax. Only
Kentucky, North Carolina, and Virginia are |lower. Last increase
1993. Burden of cost is on everyone el se but snokers. Health
care costs $216M Medicaid $52M costs, $490/ per househol d cost.
$247M on work force costs. Those who snoke shoul d bear the
costs.

{Tape : 1; Side : A, Approx. Time Counter : 0 - 81}

Pr oponent s:

Dr. Shepherd- Physician, Anerican Cancer Society, Mntana Tobacco
Use Counci

Task Force studied issues (24 citizens fromaround state).
Tobacco taxes: 30% of all cancers are caused by tobacco snoke,
120, 000 heart disease tobacco rel ated, enphysema, chronic
bronchitis, premature babies, mscarriages and so forth. Per
pack costs would have to be per pack $7.00. $3.50 per pack | ost
productivity. Snokers live 14 years |ess than non-snokers.

Heal th care costs per pack $3.50. For every 10%rai se in tobacco
products tax, sales go down 4% New York City just raised city

t ax-was 8cents now $1.50 per pack. Revenues for NYC $2.5Mto
over $12M 50%drop in sales. Drop in sales is less than the
increase. 68 cents is so far short-still not paying health care.
Wn for governnment and win for health care. Tax on poor-it is
true, poor disproportionately represented anong snokers-the
greatest tax on the poor is the addictive quality of cigarettes
to which they are lured to as children by the tobacco industry.
That very addiction which inpoverishes them not the tax.
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Eri n McGowan- Anmeri can Cancer Society, Anmerican Heart
Assoc., Aneri can Lung Assoc. of the Northern Rockies Protect
Mont ana Ki ds. org

Any increase in the tobacco tax will be good. Research -10 cents
reduces youth snoking rates decline 6.5% Protect Mintana Kids.
org supports $1.50 increase in tobacco tax. |f that tax was

i nstated $80M woul d be raised. 30% decline in youth snoking.
16, 200 yout hs alive today woul d not becone snokers. $289M
resulting in long termhealth care savings. Wn/wn situation.

Vernon Bertel sson- Montana Senior Citizens Association

We are the ones who see our fellow senior citizens wal ki ng around
wi th oxygen tanks. WMajor problemwe face in Montana. Youth is
easily led by tobacco co's. Raise taxes-use decreases. Do you
vote to protect the health of Montanans's or do you vote to
protect the health of the tobacco conpani es.

Aiff Christian-Anmerican Heart Associ ation

Heart di sease is the nunber one killer of Mntanans's. #1
prevent abl e cause of heart disease is snoking. Anerican Heart
Assoc. does not receive noney from any government source. Never
has, never will. Tax increase vs. user fees. Serious problem
with tobacco in our nation. $52M spent on health costs in

Mont ana. $52M on Medicaid then lets get $52Min user fees.

"Twi nki e Defense"-tobacco today, food tonorrow. Twi nkies aren't
addi ctive, they don't have nicotine nor ammnia. Market
conditions will adjust. People need to eat healthier. There is
a question about buying cigarettes off the internet; nost people
buy 1 pack at a tinme. Smuggling? Oher states around Mntana
have hi gher taxes than Montana. Least able to pay? Maybe if we
i ncrease the tobacco user fees, maybe we'll see a reduction in
snoking. | ask for Parody.

Eri c Feaver- MEA/ MFT

Al ready heard the cost benefit on why we shoul d raise taxes.
Primary argunent is "we need the noney, NOW. Re: dangerous cuts
t hat have been made in education, human services, etc. 17-18
states have increased their cigarette taxes. Increase in taxes
may i nvoke better health practices.

D rk Paul sen- Anmeri can Lung Associ ation of the Northern Rockies
I n support of any raise in tax. Should start at $1.50. Tobacco
conpanies are not afraid to raise the cost of their products.

{Tape : 1; Side : A, Approx. Time Counter : 81 - 435}
{Tape : 1; Side : B; Approx. Tinme Counter : 0}
Qpponent s:
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Jerone Anderson-Attorney, R J. Reynol ds
24 states have killed increase in cigarette taxes. RJ Reynol ds
was not invol ved, was NOT convicted of snuggling in Canada.
According to our calculations that is a 375% i ncrease. People
who pay that tax are in the |ower inconme bracket. Montanan's pay
18 cents a pack and 39cents to federal governnent. 1998 Nati onal
agreenent with tobacco conpani es conpensates for tobacco costs.
Mont ana over 25 years will receive $832M plus or $33M a year
Formul a put in place that cuts down the annual paynments wth any
decrease in the use of the product. 1999-25% of Mntanan's used
the product, 2002-19% use the product. Sp paynents were reduced
by $26M Tax paynent from federal governnent-$12M Total $30M
to General Fund. This bill diverts 40%to a trust fund.
Cigarette's return to Montana $38M or 38 cents a pack. 72.6% of
snokers make $l ess than 35K a year, over 50% nake over 25K a
year. 1/5 of constituents will pay this. Raising the cost over
$500 per year and settlement paynents plus the individual cost of
a pack of cigarettes to the consumer. Money fromthe 68 cent tax
go from $38M per year, to $84M per year. Fiscal Note-use of
cigarettes will go down therefore will go down also fromthe
settlenent. Taxes paid in other states: Mntana 46th in |ist of
sal aries, other states higher, easier to pay additional taxes.
EXHI Bl T(t ah04a0

1)

EXHI BI T(t ah04a0
2)

EXHI BI T(t ah04a0
3)

(See above Ex. 1, 2 and 3 for detailed summary of M. Anderson,
al so see Tape 1 for detailed sumary)

This is "Social Engineering”. This product is legal; next the

taxes will go to food, then liquor, etc. GCeneral Fund deficit

shoul d not be on | ow incone people.

Steve Wade- Attorney, Phillip Mrris
Tax increases: incentive for other sources to get product. Push
consuner to cheaper products; who do not participate in the
"Settlenent” group. Burden on small segnent of population. Loss
of jobs: 450-668 enpl oyees. State of Montana will |oose $11Min
i ncone tax revenue. Social Engineering should not be part of tax
base. 45% of nobney spent on pack of cigarettes goes to
government. Snuggling-very real problem

EXHI Bl T(t ah04a0
4)
Mar k Baker- Attorney, U. S. Tobacco- Skoal, Copenhagen
HB 23 increases the OIP from 12% to 50% on whol esal e pri ces.
1993- 2001 tax: 52% per can of snokel ess tobacco. Collected
$1.19M 2. 08M Rate increase to 50% whol esale prices. If Rate were
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enacted to $1.29 per can. $3.00 cigar tax is 37.5 cents to
$1.50 per cigar

EXHI Bl T(t ah04a0
5)
Cigar prices? Consuners for snokel ess tobacco-Adult nale,
out door workers. Loggers, mners, farners, ranchers. Shifts
pur chaser from prem um brand to cheaper brand. Current tax on OIP
products is 12.5% WMay force purchasers to cross state lines to
pur chase products. Thereby reducing revenue fromtobacco products
t axes.

Mar k St apl es- Attorney, Mntana Wol esal ers

They distribute tobacco products. Since 1993, to address the
costs related to tobacco use, $800B settlenent was reached.
Montana wi Il receive hundreds of mllions fromit. Sruggling and
the Internet? It is areality. 18th |owest tax on tobacco, the
problemis we're 46th in | owest wages. |[Is this where we want our
society to go? Bad choices-we attenpt to tax.

{Tape : 1; Side : B; Approx. Time Counter : 0 - 477}
{Tape : 2; Side : A, Approx. Tinme Counter : 0}

Mary Whittinghill-Mntana Taxpayers Associ ation

Montana relies heavily on "selection sales taxes". 295%i ncrease
wi th smuggling when cigarette taxes are raised. $1B is what
states | oose in taxes due to smuggling. 454%in cross boarder
pur chases.

| nformati onal Testi nony:

None EXH Bl T(t a
h04a06)

Questions from Commttee Menbers and Responses:

Rep. Carney to Dr. Shepherd - Are tobacco conpanies still allowed
to add addictive substances to products? Dr. Shepherd -No | aws;
FDA does not have authority. Rep. Carney to Shepherd -Any idea
what goes in to nmake addictive? Dr. Shepherd -N cotine, Amoni a.
Rep. Carney to Shepherd -Consequences from i nhaling ammonia? Dr.
Shepherd -Lung damage. Rep. Carney to Wiittinghill -1 pay $465
in health insurance prem uns each nonth; that's a 40% i ncrease.
Ms. Whittinghill -Increases in nedical insurance prem uns due to
uni nsured people. Rep. Carney to Whittinghill -Decreasing the
costs of governnment? |If we could decrease the anmount of

snmoker's, would that not decrease the costs of health care? M.
Whittinghill -Significant increase in taxes pronote people to use
the "black market". Rep. Erickson to Shepherd -Kids snoking
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| ess? Wth price increase? Dr. Shepherd -California did a study
in 1990's decided to use increase in taxes to pay for a canpaign
to reduce tobacco use. They watched cross-border sales closely.
5% of total sales was the result. 50%of that was legitimte
purchases. Lots of ways to neasure use, part of that is

pur chases. Many other ways to nmeasure. Re: snuff- | prefer to
call it "spit tobacco". 30-35%users are high school nmales. One
of largest uses in the U S. Rep. Erickson to Shepherd -"Spit
Tobacco"-health effects in general-better or worse. You don't
get lung cancer fromspit tobacco, but you get oral, tongue,

t hroat and cancer of the stomach fromspit tobacco. Overal
cancer rates are not as high as cigarettes.

Rep. Carney to Christian -1nsurance has gone up 40% i ncrease.
Most of that is to pay for snoking, please coment. M.
Christian -Paying a significant cost for snokers can't pay for
their owm health. Rep. Carney to Christian -Low i ncome people
snoke nmore? Wiay? M. Christian -Lack of education.

Rep. Bal es to Shepherd -Do you have figures conparing Native
Anmeri cans snoking to rest of population? Dr. Shepherd -20% of
Mont anan' s snoke, snoking rate on the reservation is 40-50% Rep.
Bal es to Shepherd -Exenption of taxes on reservations? Quota
systenf? Dr. Shepherd - not famliar with all the rules on a
sovereignty. Rep. Bales to Shepherd -Shouldn't that take place;
this meeting with Native Anericans, previous to raising the
taxes? Dr. Shepherd -Not the case; smuggling issue is over
rated. Rep. Bales to Shepherd -Quota? Dr. Shepherd -Packs per

I ndian; if exceeds that anount, they have to pay taxes.

Rep. Esp to Shepherd -Loss of productivity? 14 years less? Dr.
Shepherd -Yes, that's correct; CDC arrived at nunbers. Rep. Esp
to Shepherd -How ol d were the people? Dr. Shepherd -They t ook
averages. Rep. Esp to Shepherd -Background information? Dr.
Shepherd -Yes, | will get that to you. Rep. Esp to Baker -Less
tax revenue on the page regarding OIP products. Please explain
M. Baker -OTP products are taxed at a "adval oren"(?) tax. Rep
Esp to Baker -Value brand vs. prem um brand. Flight from prem um
to val ue brands? You're not saying that Montana woul d receive

| ess tax revenue due to changing from prem um brands to val ue
brands? M. Baker -No.

Rep. Bal yeat to Shepherd -Has a problemw th "forced governnent
taxation" to influence social behavior. Get clear facts; CDC
study-reflect the cost to society, packs of cigarettes would have
to be $7. Any calculations as to reduced costs to society as to
t he savings of social security? Delicate question. Dr. Shepherd
- CDC did not nake any off-setting adjustnments. | would consider
such a question beyond the pale, frankly, nore than just call ous,
| would consider it obscene. WII get copy of study to you.
Whol e economi cs issue: are you happy that the costs of nedicaid
are due to tobacco use? Fairness issue.
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Rep. Bal es to Shepherd -Miin causes of snoker rel ated deaths are:
cancer, heart disease, enphysema. What are the causes of deaths
for non-snokers? Dr. Shepherd -Heart disease. 20%of all heart
di seases occur pre-maturely due to snoking. Lung cancer is 90%
caused by tobacco. 10% caused by radon, and a fraction that is
caused by asbestos. So, virtually all lung cancers are snoking
related. 120K to 140K |l ung cancer deaths a year, so about 100K
are easily attributable to tobacco. Enphysenma-98% of enphysenma
cases are caused by tobacco. Cancer of the bl adder-95% caused by
tobacco. Total costs: 20% of all deaths are premature deaths
caused by tobacco. Rep. Bales to Shepherd -Cost-heart disease
vs. cancer by soneone's death. Dr. Shepherd -Depends on how

qui ckly sonmeone dies. Lung cancer cost between $50- 70K per case.

{Tape : 2; Side : A, Approx. Time Counter : 0 - 468}
{Tape : 2; Side : B; Approx. Tinme Counter : 0}

Rep. Bales to Shepherd -W all die of sonething. Appears to cost
nore due to snmoking. Does it cost nore to die due to being a
snoker? Dr. Shepherd - There's not that nmuch difference in the
cost of dying, it's a question of when you die. 1Issue is

premat ure deaths, which are a loss to society.

Cl osi ng by Sponsor:

Rep. Waddill- Recent survey states 68% of Mntanan's support this
tax increase on tobacco. That nunber is a greater nunber that
what el ected our governor, and what got our president into

of fice. W should put the burden of deficit on the backs of the
snmokers; if we didn't have snokers, re: costs, we wouldn't be
here today. W wouldn't have this deficit. Wuld accept
amendnent for Veteran's honmes and Buil ding Fund to protect.
Tobacco is the | eadi ng cause of preventabl e deaths in Mntana.
Montanan's will spend $260Mto treat tobacco rel ated disease,

i ncl udi ng $15M covered by state Medi cai d.

HEARI NG ON HB19

Sponsor :
Rep. Waddill-HD 62-Fl orence, Mbntana

"An act reducing the shortfall in General Fund revenue by
reduci ng the sal ary of Executive Branch officials for the
remai nder of the current fiscal year and reducing | egislator
sal aries in succeedi ng sessions.

020808TAH_HniL. wpd



HOUSE COWMM TTEE ON TAXATI ON
August 8, 2002
PAGE 8 of 11
Reduces sal aries of elected officials. Page 1-list of effected.

Essentially, our bases are on a rolling basis. Taught in the
USMC, to "l ead by exanple".

Pr oponent s:
None

Qoponent s:
None

| nformati onal Testi nony:

None

Questions from Commttee Menbers and Responses:

Rep. Carney to Rep. Wadill-Survey-we elected officials get the
average of that, am|l correct? Rep. Waddill-Yes. Rep. Carney
to Waddi | I - Thi s woul d change because they would automatically
have to stay at where they are? Rep. Waddill-That is correct.
Rep. Jackson to Rep. Waddill-Miin argunment against this is going
to be that we have to get good, staff, hold good staff, or

el ected officials. How can we counter that argunent? Rep.

Waddi I I -1f we weren't in a budget deficit, I wouldn't have this
bill.

Rep. Balyeat to Rep. Waddill-For legislator's, it delays us a
year in time. And will this go on in tine? Rep. Waddill-1"'"m not

exactly sure. This was ny intent. Rep. Balyeat to Jeff Martin -
Is this just a tenporary thing? M. Mrtin-Tenporary, convening
in 2003. There is a kind of disconnect between the |anguage and
the applicability date. Rep. Waddill-That was not ny intent;
woul d be amenabl e to anendnents. Rep. Balyeat-Now to the el ected
officials, that appears to be tenporary? Rep. Waddill-That is
what | understand. Rep. Balyeat to Rep. Waddill-What %of cut is
for elected officials. Rep. Waddill-1 can' tell you, that is on
the Fiscal Note. Ranges up to 18% on the elected officials.

Rep. Bales to Rep. Waddill-W have not cut any of the salaries of
enpl oyees in the state governnment? Rep. Waddill-No. Rep. Bales
to Rep. Waddill-So we're cutting the salaries of elected
officials but not enployees, what is that rationale? Rep.
Waddi I | -Moral responsibility.

Rep. Esp to Rep. Waddill-Are raises automatic? W voted these
raises in? Rep. Waddill-Elected officials are autonati c.

020808TAH_HniL. wpd
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Cl osi ng by Sponsor:

Rep. Waddill- You've heard all | have to say, | leave it in your
hands.

EXECUTI VE ACTI ON ON HB19

Mbti on: REP. WADDI LL npved that HB19 DO PASS.
REP. WADDI LL HAS ANMENDVENTS:
Di scussi on:

Rep. Forrester-Clarification needed.

Rep. Waddill-May | make a "conceptual amendnment” regarding this
upcom ng session, not follow ng ones.

Jeff Martin, staffer-Clarify: Wwuld this be for the whole

bi enni unf? Yes.

Rep. Erickson-We are in the 2003 biennium Jeff Martin -1 nmeant
2003 session. It would end 12/31/04.

Rep. Story- | don't see any wong with the bill the way it is.
Just backs up the process into the next biennium Double junp
next year.

Vote: Mbdtion that HB19 BE AMENDED passed unani nously.
Motion: REP. WADDI LL noved that HB19 DO PASS AS AMENDED
Di scussi on:

Rep. Balyeat-1 will vote for this. | don't believe in the power
of the mpjority to take away the power of the mnority.

Rep. Forrester-LFD cuts so far; include salaries. How nmuch?

Rep. Wanzenrid-They did a voluntary 2.8% cut. How nmuch total ed?
Karen Burger-LFD- 3.5%cuts in June, anpbunts to $650K out of a
total budget of $16M right now around $10M

Jeff Martin-Clarify termnation date applies only to the

| egi sl ative salaries not the executive branch.

Rep. Bal es-Voted agai nst the bill when reducing our salari es.

El ected officials ran for a conmtnent that was already there for
salaries. Sanme thing would be to be contract with the enpl oyees.
Rep. Carney-Counties thought they were going to get a certain
anount of noney; we cut them services thought a certain anount
of noney; we cut themetc.
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Rep. Waddill-There would be lay offs in sone state agencies.
Prom sed thema job

Rep. Story-We nmade a m stake in 1995 when we went to the "roll -
in" average, good deal for a short period of tine.

Motion/Vote: REP. WADDI LL noved that HB19 DO PASS AS AMENDED
Motion failed 9-11 with Andersen, Bales, Branae, Cyr, Dale,
Devlin, Erickson, Esp, Schmdt, Story, and Wi tschies voting nay.

Motion/ Vote: REP. STORY noved that HB19 BE TABLED. Mbotion PASSED
unani nousl y.

{Tape : 2; Side : B; Approx. Tinme Counter : 250 - 507}
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ADJ OURNVENT

REP. BOB STORY, Chair

PAM SCHI NDLER, Secretary
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