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ACTI ON NARRATI VE

TAPE 02-11, SIDE A
Number 0001

COCHAIR CARL MORGAN called the House Comunity and Regional
Affairs Standing Conmttee neeting to order at 8:10 a.m

Representatives Mirgan, Meyer, Halcro, Scalzi, and Guess were
present at the call to order. Representati ves Mirkowski and
Kerttula arrived as the neeting was in progress. Co- Chair

Morgan i ntroduced C ose-Up students who were in attendance.

HB 296- MUNI Cl PAL MERGER AND CONSCLI DATI ON

CO CHAI R MORGAN announced that the first order of business would
be HOUSE BILL NO 296, "An Act relating to nergers and
consolidations of nmunicipalities.”

Nunber 0097
REPRESENTATI VE JI M WHI TAKER, Al aska State Legislature, testified

as the sponsor of HB 296. This legislation deals with the nost
basic tenet of denocracy, self-determ nation. Representati ve
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Wi taker informed the committee that a |large community can, by
virtue of a vote, determne that a snmaller comunity should
beconme part of the larger community, no matter the decision of
the smaller community. "This particular bill would correct that
affront to denocracy and self-determ nation,” he expl ai ned.

REPRESENTATI VE WHI TAKER explained that Section 1 of HB 296
nmerely cleans up existing statute. The current statute allows
an indefinite anmount of time for signatures to be collected in
order to place a consolidation effort before the voters.
Signatures nay be collected over a period of time, five to ten
years, and sonme of those signatures may be from people who no
|l onger live in the area, yet those signatures would still count.
This legislation would change that by requiring that signatures
for such be collected in a period of one year.

Nunmber 0368

REPRESENTATI VE WHI TAKER turned to Section 2 of HB 296. To
uphold the basic tenet of self-determination, that is community
self-determnation, it is unacceptable that a larger conmunity
sinply absorbs an existing governnental entity. Representati ve
Whitaker clarified that this discussion isn't about annexation

This legislation addresses the situation in which an existing
city is absorbed by a borough, for exanple, and a consolidated
government is fornmed. This happens even when a majority of the
smaller entity preferred [not to be absorbed by the |larger
governmental entity]. Therefore, the smaller community's right
to self-determ nati on has been taken away.

REPRESENTATI VE SCALZI recalled the request, during the Homer
annexation, that snaller second class cities becone involved in
t he dial ogue during an annexation. Therefore, he requested that
Represent ati ve Wi taker draw the distinction.

REPRESENTATI VE WHI TAKER reiterated that annexation is a separate
subj ect and doesn't apply to consolidation or unification, which
this bill addresses. He deferred to Tam Cook, Legislative Lega
Servi ces, regarding the specific distinctions.

Nunmber 0596

REPRESENTATI VE GQUESS inquired as to whether [HB 296] w il result
in the problem of one [local government] providing services to
another [local governnment] which could create an incentive for
voters [ of t he smal | er comruni ty] to not vot e for
[ consolidation/unification].
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REPRESENTATI VE WH TAKER agreed that could be a possibility.
However, he enphasized the need to not, in the search for
expedi ency and efficiency, trunp a basic tenet such as self-
determ nation. Representative Witaker, in further response to
Representative Guess, said he wasn't aware of any cases |ike
Representati ve GQuess had descri bed.

REPRESENTATI VE GUESS requested that Representative Witaker
revi ew Section 3.

Nunber 0729

REPRESENTATI VE WHI TAKER requested that Section 3 be deleted
because that section [posed a problem for the Local Boundary
Conmi ssions (LBC)], and it wasn't a battle he felt could be won.

CO CHAIR MEYER asked that Representative Whitaker elaborate as
to why he felt that he wouldn't win the battle with the LBC over
Section 3.

REPRESENTATI VE WHI TAKER remarked that [this battle] isn't worth
fighting over. The LBC had significant objections to [Section
3] in relation to the it's ability to conduct their business.
Representative Witaker said that he didn't want HB 296 to
becone a review of the LBC and its powers.

REPRESENTATI VE SCALZI request ed clarification of t he
relationship of annexation of a second class city to a larger
city such as in the Honer annexation. How does [HB 296] differ
from[the Homer situation], he asked.

Nunmber 0986

TAMARA COOK, Director, Legal and Research Services D vision,
Legislative Affairs Agency, Alaska State Legislature, stated
that the Honer situation is different in several regards. She
explained that there are two ways in which to acconplish [|ocal
boundary changes. ©One way to acconplish a |ocal boundary change
is by proposal by the LBC subject to legislative oversight. The
second way is through local option. |In the Honer situation, the
first method, proposal by the LBC subject to legislative
oversight, was utilized. However, Article X, Section 12 of the
Al aska State Constitution does allow for |ocal option boundary
changes. The |ast sentence of Article X, Section 12, says, "The
comm ssion or board, subject to law, nay establish procedures
wher eby boundaries may be adjusted by local action.” Therefore,
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the statute being anmended in HB 296 is a local action statute
that has nothing to do wth the LBCs authority over
consol i dati on.

M5. COOK also pointed out that there are procedures for
annexation that are separate from those for consolidation

Representative Scalzi is correct in that there could be a
situation in which annexation involves including one city into
another city, although those issues are sonewhat different. The
statutes [enconpassed in HB 296] deal with nerger and
consolidation, which always involve nunicipalities that join
t oget her. [ Mergers and consolidations] never involve |and that
is unincorporated or borough land, which was the case in the
Honer situation. Literally, nerger and consolidati on neans that
two nmunicipalities come together to form a single nunicipality.

Ms. Cook explained, "This particular provision is the |ocal
option merger and consolidation statute. The Local Boundary
Comm ssion could still, if it chose to get involved in a merger
or consolidation, submt a proposal and do the route that we saw
in Honmer." Therefore, the constitution specifies that the
| egi sl ature can pass |laws that deal with the procedure for |ocal
option changes. The LBC does get involved in that it reviews
| ocal option nerger and consolidation petitions. Ms. Cook

pointed out that if the local option route is taken, a vote is
t aken. That [vote] is required by statute. Therefore, HB 296
places two nore procedures into the already established
statutory framework.

Nunber 1201

M5. COOK explained that Section 1 of HB 296 changes |[statute]
such that only a year is allowed to collect signatures for a
merger and consolidation petition. [Section 2] changes the vote
requi renent that currently exists for nerger and consolidation
[ petitions]. Currently, all the people that would be included
in the new proposed nunicipality vote and are counted in order
to determne passage [of the nerger/consolidation]. The
significant change in Section 2 is that the votes of the areas
will be tabulated separately, which M. Cook viewed as a
| egi sl ative policy choice.

CO- CHAIR MEYER inquired as to whether there is a problem with
the current nethod of doing nergers and consolidations.

M5. COOK said that she wasn't famliar with any facts on that
matt er.

HOUSE CRA COW TTEE - 6- February 28, 2002



Nunber 1344

DAN BOCKHORST, Staff, Local Boundary Comm ssion; Departnent of

Community & Economc Devel opnent ( DCED) , testified via
t el econf erence. M. Bockhorst noted that the LBC hasn't yet
formally considered HB 296. However, he noted that he has
di scussed HB 296 with the LBC Chairman, Kevin Waring, who agrees
with the views he will state today. 1In regard to Section 1, M.
Bockhorst said that the departnent considers it to be reasonabl e
and thus endorses it. In regard to Section 2, M. Bockhorst

concurred with Ms. Cook's comments that Section 2 is a policy
deci si on. He pointed out that Article X, Sections 3 and 7, of
the Alaska State Constitution inpose the duty on the |egislature

to determine which nunicipal governnments wll be nerged and
consol i dat ed. Therefore, the departnent views Section 2 as a
l egitimate public policy pr oposal deservi ng serious

consi derati on.
Number 1470

MR. BOCKHORST noted that the current law provides for an
areawi de vote. That | aw has been in place since 1972, and was
reenacted in 1985 when Title 29 was conprehensively rewitten

He turned to the policy debate on the nerits of providing a
requi renent for separate votes in each nmunicipal governnent.
The Al aska Suprene Court has held that the constitutional policy

of mnimzing the nunber of [|ocal governnent units - as
established in Article X  Section 1, of the Alaska State
Constitution - is served when city and borough governnents do
j oi n. Therefore, the nore difficult it is to merge or

consolidate, the less the aforenentioned constitutional policy
i's served.

MR. BOCKHORST infornmed the commttee that in 1991 the
| egi slature created an ad hoc task force on governnental roles,
which was intended to address efficiencies and effectiveness.
That ad hoc commttee presented its report to the legislature in

1992. Anmong the conclusions of the ad hoc committee was that
nmerger, consolidation, and unification of city governnents and
borough governnments should be encouraged, when possible, in
order to achieve nore efficient and cost-effective service
delivery. Since HB 296 wuld require a vote of each
municipality, it wuld - to varying degrees - raise the bar for
muni cipal nergers and consolidations. However, Section 2

woul dn't have created particularly extreme situations in the
recent proposals before the LBC The recent proposals before
the comm ssion have been such that a single city governnent and
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a single borough governnent have proposed consolidation. In all
cases, the ~city governnents have enconpassed a substanti al
portion of the borough population -- ranging from approxi mately
40 percent to 75 percent of the population of the total borough.
The LBC has dealt with proposals for the consolidation of the
followng: the City of Haines and the Haines Borough, the Cty
of Ketchikan and the Ketchi kan Gateway Borough, and the Gty of
Fai r banks and the Fairbanks North Star Borough. However, slight
changes in those proposals could have resulted in Section 2 of

HB 296 making it nore difficult to nerge or consolidate. For
exanpl e, the Ketchikan Gateway Borough consists of the City of
Ketchikan and the Cty of Saxman. If Section 2 had been in

place and had the Gty of Saxman been included in the Ketchikan
consolidation proposal, voter approval from each of the three
muni ci pal governnments effected would have been required.
Because of the characteristics of the Cty of Saxman, such a
situation would have allowed 2-3 percent of the voters to block
a consolidation, even if the remaining voters had endorsed the
consol i dati on.

Nunber 1723

VR. BOCKHORST turned to Representative Scalzi's coment
regarding the nmerger/consolidation of the Cty of Homer and the

Cty of Kachemak. This is a situation in which the provisions
of HB 296 mght make it nore difficult to consolidate the
af orenenti oned |ocal governnments, if the |ocal option process
was used. Under current law, the consolidation of the Gty of
Honmer and the City of Kachemak would require a majority of the
total votes cast. Requiring separate voter approval could

result in a situation in which roughly 4 percent of the total
nunber of votes cast in that proposal could prevent the
consolidation. However, he stressed that there are alternatives
such as a proposal for legislative review annexation of the Cty

of Kachemak to the Cty of Homer. In the past there have been
instances in which city governnents have been consolidated or
merged through annexation. For exanple, the Gty of Port

Chi | koot was annexed to the City of Haines in 1970. An extrene
exanple of a situation in which the separate vote requirenent
could inpact the outcome of consolidation is with the Gty of
Kupreanof, which joins the City of Petersburg. The Gty of
Kupr eanof receives services fromthe City of Petersburg. |If the
separate voter approval requirenent was in place, |ess than one-
half of one percent of the total voters could preclude
consolidation of the Gty of Kupreanof and the Cty of
Pet er sbur g. However, the consolidation, in effect, could occur
through a | egislative review annexati on.
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REPRESENTATI VE HALCRO related his wunderstanding that in a
situation in which one conmunity provides services to another
comunity, a small nunber of voters in the snmaller city could
bl ock a consolidation or nerger. However, if the case is strong
enough, the city providing the services could propose its claim
to the LBC through the annexation process.

VR, BOCKHORST answered yes. In further response to
Representative Halcro, M. Bockhorst agreed that in the nost
egregi ous cases, when a consolidation is being refused for all
the wong reasons, there is a safety net [in the legislative
revi ew annexation].

Nunber 1926

PETE ROBERTS, President, GCitizens Concerned About Annexation,
testified via tel econference. M. Roberts announced support of
HB 296 [in order to nmaintain] self-determnation and | ocal
control . He pointed out that [the U S ] legal system includes
many built-in provisions to thwart a large majority fromrolling
over a snmaller mnority. M. Roberts said he feels Section 2 is

appropri ate. He pointed out that Article I, Section 2, of the
Al aska State Constitution says, "All political power is inherent
in the people.™ M. Roberts expressed the need to review

boundary changes by decree. There needs to be due process.
Number 2122

COCHAIR MEYER noted that his earlier question regarding
exanples of this problem had been answered through the exanples
specified by M. Bockhorst and through the information in the
comm ttee packet regardi ng the Fairbanks North Star Borough.

CO CHAIR MORGAN, in response to Representative Hal cro, announced
that there is a fiscal note.

REPRESENTATI VE GUESS pointed out that the size of the fisca
note woul d depend upon who is in charge of the election.

REPRESENTATI VE WHI TAKER, in response to Co-Chair Meyer, answered
that HB 296 is not an unfunded nmandat e.

CO-CHAIR MEYER indicated that under HB 296 cities would be
required to do nore work.
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REPRESENTATI VE WHI TAKER replied no, and explained that there
would be one election with separate counts [for the separate
| ocal governnents]. He acknow edged that such mght take an
hour nore of work.

REPRESENTATI VE GUESS asked if it was Representative Witaker's
belief that this change should occur so that one-half of one
percent could actually bl ock a nerger

REPRESENTATI VE WHI TAKER r epl i ed:

It is not ny intent to allow any obstructionist
effort; it is ny intent to continue to provide the
right to self-determ nation. As a result of that,
there may be circunstances and situations wherein one-
hal f of one percent may be viewed by the other ninety-
nine point five percent as being obstructionist.
However, the rights of that one-half of one percent
have been mai nt ai ned.

Nunber 2270

REPRESENTATI VE GUESS noved that the commttee anend HB 296 by
del eting Section 3. There being no objection, Section 3 was
del et ed.

Nunber 2303

REPRESENTATI VE SCALZI noved to report HB 296 as anended out of
commttee with individual recomendations and the acconpanying
zero fiscal note. There being no objection, CSHB 296( CRA) was
reported from the House Community and Regional Affairs Standing
Committee.

The commttee took a brief at-ease from8:43 a.m to 8:45 a.m

HB 355- MOBI LE TELECOVMUNI CATI ONS TAX

CO CHAI R MEYER announced that the next order of business before
the commttee would be HOUSE BILL NO 355, "An Act relating to
t he taxation of nobi | e t el ecommuni cati ons services by
municipalities; and providing for an effective date.”

REPRESENTATI VE GUESS announced that she had a conflict of
interest wwth HB 355 due to her enpl oynent.
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REPRESENTATI VES SCALZI and KERTTULA obj ect ed and t hus
Representative Guess was required to participate.

Nunber 2345

AMY ERICKSON, Staff to Representative Miurkowski, Alaska State
Legi slature, testified on behalf of the sponsor, the House Labor
& Commerce Standing Committee. M. Erickson said:

House Bill 355 conforns Al aska statutes to the federal
Mobi | e Tel ecommuni cations [Sourcing] Act to allow for
the appropriate taxes and fees on wreless services in
Al aska. State and local governnments tax nobile
tel econmuni cation services in a variety of ways.
Because of the nmobility of wreless equipnent,
determining which state and l|ocal taxes apply to a

wireless call is conplicated. The process of
determ ning where a transaction is taxable is comonly
referred to as "sourcing.” In order to create a nore

uni form system for taxing w rel ess tel econmunications,
Congr ess passed t he Mobi | e Tel ecomruni cati ons
[ Sourcing] Act, the crafting of which was a joint
effort between industry, state and local, and tax
officials. This was enacted in 2000.

States have until August 1st of this year to conform
to the federal act. |If [Alaska] fails to conformas a
state, we'll be unable to inpose taxes on nost calls
made outside of where the custoner’s primry use
occurs —that's called "roam ng."

| mpl enentation of HB 355 creates the concept that the
custoner has a "primary place of use.”™ That is, the
residential or business street address where the
custoner uses the nobile service, which determnes
which jurisdiction has the right to tax the wreless

cal l. Additionally, the bill prevents nultiple
taxation, achieves admnistrative sinplicity and cost
savings in the billing process, and avoids expensive
audi t litigation when mul tiple states claim

jurisdiction to tax the sane call.
M5. ERICKSON informed the commttee that wuntil this norning

there was no known controversy with HB 355 and thus she urged
the commttee's support.
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REPRESENTATI VE MJRKOABKI noted that the fiscal note was not
received until |ast evening.

Nunber 2514

DAN  YOUMANS, Director, Ext er nal Affairs, AT&T Wreless,
reiterated that HB 355 woul d place Alaska in conpliance with the
Mobi | e Tel ecomruni cati ons Sourcing Act, which was the result of
a collaborative effort between the wreless industry and a
nunber of organizations, including the National Governor's
Associ ation, the National Conference of State Legislatures, the
federal tax adm nistrators, the Milti-State Tax Conm ssion, and
the National League of Cities. M. Youmans informed the
commttee that HB 355 is supported by both AT&T Wreless and
ACS. As nentioned, the federal law is intended to sinplify how

taxes are collected and remtted by wreless carriers. Thi s
[federal |aw] was necessary because the existing |aw speaking to
fixed t el ecommuni cati ons didn't clearly specify whi ch

jurisdiction should be allowed to tax revenues from wreless
phones. Additionally, the federal act specified changes in how

W reless services were sold. Today, wreless calls are no
| onger sold on a call-by-call, mnute-by-mnute basis. New rate
pl ans now include buckets of air tine, which generally provide
better deals to custonmers of wreless service. However, these

pl ans have nade the assessnent of |ocal taxes very difficult.
For exanple, a rate plan may include 300 mnutes of air tine, a
bucket of mnutes, and may cost $29.99 and also come with 1,000

free [mnutes] for nights and weekends. Therefore, assessing
taxes on these calls that are nmade from different nmunicipalities
becomes extrenely conpl ex. For exanple, what if the custoner

doesn't use all the mnutes in a nonth or what if the custoner
uses all of the mnutes and buys additional mnutes at a higher
rate.

MR.  YOUMANS pointed out that the Mbile Telecommunications
Sourcing Act has greatly sinplified this process by allow ng the
jurisdiction of a custonmer's prinmary place of use to tax all the
charges all the nonth no matter where the custoner made the

calls in the United States. In HB 355, the primary place of use
is defined as the custoner's residential street address or
primary business address. Ther ef or e, i f a customer's

residential street address is in the Cty of Seward, the only
jurisdiction that could apply taxes would be Seward, no matter
where the customer uses his/her wreless phone. M. Youmans
informed the commttee that on a state-by-state basis he has
found this proposal to be revenue-neutral.
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Nunber 2712

MR. YOUMANS sunmari zed by saying that the bill has the foll ow ng
three benefits. First, HB 355 greatly sinplifies the wreless

carriers’ admnistration of Jlocal taxes and jurisdictional
audits for such taxes. Second, HB 355 helps consuners by
clarifying which taxes apply to their bills. Wthout this

clarification a consuner could be in a position in which
multiple jurisdictions attenpt to charge that custoner for

t axes. Third, HB 355 ensures that taxes are collected on all
appropriate revenue of wreless users whose resident or primry
business address is in their jurisdiction. M.  Younans

concluded by requesting that the effective date be changed from
July 1, 2002, to August 1, 2002, which is when the federal |aw
officially goes into effect.

Nunber 2755

REPRESENTATI VE MJURKOWSKI  turned to the fiscal note and its
anal ysi s. The analysis of the fiscal note points out that
al t hough the |anguage of HB 355 is sonewhat patterned after the
federal act, it isn't verbatim and so "sone differences may
produce unintended consequences." Therefore, the fiscal note
r econmends adoption  of the federal act by r ef er ence.

Representative Miurkowski inquired as to how HB 355 differs from
the federal act.

MR. YOUVANS remarked that he was concerned to hear that the
Departnent of Revenue has sone issues wth HB 355 because he
wor ked closely with the departnment on this |egislation.

Number 2839

DARRELL BELL, Director of Taxes, AT&T Wreless, testified via
t el econf erence. M. Bell infornmed the commttee that he did
nost of the drafting, in conjunction with the Departnent of
Revenue. G eat pains were taken to reword the bill to exactly
follow the federal bill. Therefore, he, too, was surprised.

However, M. Bell announced that he didn't oppose incorporating
the entire act by reference because there was never any intent
to differ fromwhat the federal act achieves.

REPRESENTATI VE MJURKOWSKI  pointed out that the fiscal note
analysis also nentions that HB 355 is restricted to the
muni ci pal taxes in Al aska. Therefore, the Departnent of Revenue
recommends changing HB 355 so that it applies to state as wel
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as nunicipal taxes. She inquired as to [M. Bell's] thoughts on
t hat .

MR. BELL said that recomendation would be fine. He said that
the only state tax he was aware of was the Universal Service

Fund tax. However, he wasn't aware of that tax during the
drafting of HB 355 and thus the legislation was drafted to deal
with the borough and city issues. M. Bell enphasized the

preference of changing HB 355 so that it applies to state as
wel | as muni ci pal taxes.

COCHAIR MEYER inquired as to what the Tel ephone Cooperative
G oss Receipts Tax is that is nentioned in the fiscal note
anal ysi s. [ There was indication that this question could be
answered by the departnment during their testinony.]

Number 2944

REPRESENTATI VE KERTTULA turned to the new section, AS 29.45. 780,
and inquired as to whether those custoner procedures differ from
how one deals with the tel ephone bill.

MR. BELL explained that [HB 355] requires that the carrier
respond to the custonmer wthin 60 days [once there is a
conplaint] regarding the taxes on the bill. This is the first
step for the customer in obtaining a correction of an error.

REPRESENTATI VE KERTTULA asked if this has to be done in witing
for tel ephone Iines or can one call the carrier.

MR. BELL said he guessed that under HB 355 one could just call.
TAPE 02-11, SIDE B

REPRESENTATI VE KERTTULA pointed out that the |anguage says, "If
a customer believes that an amount of tax, charge, or fee or an
assignment of place of primary wuse or taxing jurisdiction
included on a billing is erroneous, the custoner shall notify
t he hone service provider in witing."

Number 3003

REPRESENTATI VE GUESS inquired as to whether [HB 355] i ncludes
nobi |l e data as wel|.

MR BELL replied, "Yes, to the extent nobile data is taxable."
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REPRESENTATI VE GUESS al so inquired as to who is in charge of the
dat abase.

MR. BELL explained that the state can choose to do nothing in
regard to a database, and therefore the carriers would continue
to use a nine-digit zip code approach. If the state chooses to
do a database, it has to be done by the state or an entity wth
which all the cities and boroughs agree. That database woul d be
used to correctly assign custoners to their jurisdiction.

REPRESENTATI VE GUESS surm sed then that HB 355 doesn't force the
state to have an active role in creating a database.

MR. BELL agreed. If the state chooses to provide a database,
the carrier nmust use that database if it desires to be held
harm ess in how custoners are assigned jurisdictions. M. Bell

suspected that many states wouldn't do a database in the hopes
that the two or three vendors [in their state] would becone
provi ders of these databases and thus the state would endorse
the database if it likes it.

Nunmber 2872

REPRESENTATI VE GUESS pointed out that HB 355 refers to the
primary business street address but doesn't refer to the primary
residential address. Therefore, she inquired as to why
"primary" wasn't specified for the residential address while it
was for the business address.

MR. BELL recalled that the League of Cities wanted a primary
busi ness address so that the custoner couldn't shop around for
the lowest rate of all his/her business |locations. He said, "W
were trying to focus in on what they call 'gam ng' on com ng up
with a service address that would be the point of taxation.” He
explained that there was a conpromse in the specifications of
the primary area of use.

REPRESENTATI VE GUESS inquired as to whether the custoner bears
any obligation to notify his/her service provider that the
custoner will be tenporarily noving their residential address,
al though the primary residential address hasn't changed.

MR. BELL replied no, and explained that the prinmary place of use
has to be one which is reflected in the custoner's call activity
across the board. [This] attenpts to nove away fromidentifying
the |l ocation of every call.
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MR, YOUVANS interjected that [the primary place of use] has to
be within the carrier's service area. Therefore, if the
secondary residence isn't in the carrier's service area, then
that woul dn't be considered the custoner's primary place of use.

REPRESENTATI VE GUESS said that she understood that there was a
conprom se, but she feels it seens sloppy to not [require] the
primary residence address. She said she didn't want to be in a
situation in which Juneau, as well as Anchorage, thinks it can
tax her during the four nonths she is in Juneau.

MR. BELL remarked that [the carriers] don't want to be in a
situation of tracking the custonmer's activity and change [the
primary place of use] every couple of nonths.

Nunmber 2696

REPRESENTATI VE MURKOWSKI asked what woul d happen if Alaska fails
to come into conpliance with the federal act.

MR.  YOUMANS explained that the problem would relate to the
authority a local jurisdiction would have in Al aska to charge
taxes on calls made out of that jurisdiction. For exanple, when
a custonmer who lives in Seward uses his wreless phone in
Seattle, [Seward] wouldn't be able to collect the taxes it was
owed for those calls made in Seattle because the municipality
woul dn't have the authority to tax outside of its jurisdiction.

MR. BELL pointed out that the federal act takes away the right
to tax custoners traveling into an area whose prinmary place of
use is outside of the state. If Alaska doesn't cone into
conpliance with the federal act, then the aforenentioned revenue
streamfromroamng will be |ost.

REPRESENTATI VE GUESS questi oned whether not specifying a primry
residential address could be setting up a situation in which
Juneau would decide that it should receive sonme of the tax
revenue fromthose who nove to Juneau [for part of the year].

MR, BELL said that if one uses their phone primarily in Juneau
then an audit would be required in order to change the primry
pl ace of use to Juneau.

MR. YOUMANS interjected that the determ nation would cone from
an audit.
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REPRESENTATI VE GQUESS questi oned, " Agai n, tell me why we
shoul dn't change this to primary residential."

MR. YOUVANS commented that perhaps it's sonething that shoul d be

revi ewed. He echoed earlier comrents that the |anguage was a
conprom se so that [a custoner] isn't linked to one address in
recognition of people noving around a bit. If there was a

guestion, then the customer would show their phone records to
from where the primary calls are nmade [in order to determ nej
the primary place of use.

REPRESENTATI VE GUESS remarked that it seens to place quite a
burden on the customer.

REPRESENTATI VE MURKOWBKI poi nted out that Al aska probably has a
greater population of folks that are nobile. She noted that she
uses her cell phone nore in Juneau than she does in Anchorage.

MR. YOUMANS offered to review this issue.

MR, BELL related his belief that changing the |anguage to the
primary residential address would probably follow what 1is
[currently] being done nore closely. Therefore, "we" probably
woul dn't argue with that change, although one state - Alaska -
woul d have a little different wording.

Number 2425

CHUCK HARLAMERT, Juneau Section Chief, Tax Division, Departnent
of Revenue, began by apologizing for the late arrival of the
fiscal note. He echoed earlier comments that the departnent had
wor ked closely with M. Bell and M. Youmans over the |ast year.
The departnent reviewed the first draft of HB 355 and suggested
changes, which were carried through. He noted that he spoke
with M. Bell and M. Youmans |ast Septenber and gave them the
i npression that the departnent was satisfied, which it was at
the tine. Upon further accurulation of information from
[simlar] legislation being brought forward in other states, the
fiscal note was devel oped. The suggestions of the fiscal note
are mnor technically. M. Harlanert said that the [departnent]
believes that the bill is a great idea.

MR. HARLAMERT turned to the suggestion of adopting the federa

act by reference. He explained, "So the extent that our |aw
does not change to match the federal law, we lose the ability to
tax -- we only get the tax where they overlap. Qur basic thene

is to stay on par with the federal law, as closely as possible.
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The idea is that it's revenue-neutral for everybody." He

reiterated the belief that HB 355 is a good bill, and he said he
hoped it would go through. M. Harlamert turned to the problens
the departnent had with the bill, which he viewed as rather
t echni cal . Some of the mnor differences between the bill [and
the federal law] can't be explained by the departnent because
the departnent doesn't have expertise in this industry. He
pointed out, "If you build in the potential for our |[|aw
deviating from the federal Iaw, vyou, by nature, |imt our
ability to tax this activity. It just doesn't nmake any sense,
in my opinion, to do that. We should, as closely as possible,

mmc the federal |aw "

MR. HARLAMERT, in response to Co-Chair Meyer, explained that the
Tel ephone Cooperative G oss Receipts Tax is a state tax on |oca
t el ephone cooperatives and it's in lieu of any other state tax.
This tax is shared directly with the communities in which the
t el ephone cooperative operates. This tax was nentioned only to
illustrate why one would want to include state taxes in HB 355.
M. Harlanert said that [the departnent] can't neasure the
anmount of the Tel ephone Cooperative Goss Receipts Tax that

could be attributable to nobile services. Most of the
cooperatives have a taxable subsidiary that handle nobile
servi ces. M. Harlamert stated that it's not really a critica

i ssue to the departnent.

CO- CHAIR MEYER noted that he would |like to know the financial
inpact to the state if this bill passes because that would
determne whether HB 355 needs to go to the House Finance
Committee.

Nunber 2131

REPRESENTATI VE MURKOWSKI expressed her frustration W th
receiving the fiscal note |late. She asked if M. Harlanert
could provide an exanple of the unintended consequences
mentioned in the analysis of the fiscal note.

MR. HARLAMERT said that he couldn't be specific because he isn't
conpetent to discuss the underlying industry. He said he could
only provide the observation that federal |aw overrides the
state law and the state can't step beyond the sourcing
provisions granted by the federal law. Therefore, any deviation
from the federal law limts [the state] and thus has the
potential to generate an unintended difference between what the
state law allows the state to tax and the federal law allows the
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state to tax. The best scenario is to match the [federal] |aw
as closely as possible.

REPRESENTATI VE MURKOWSKI expressed her hope that the commttee
would be willing to hold HB 355 in order that the departnent

could neet with M. Bell and M. Youmans and anyone else
i nt erest ed. She related her understanding that the departnent
needs the expertise of the industry. She al so expressed her

hope that this could be worked out in order to have a strong
zero fiscal note.

MR. HARLAMERT pointed out that even with the adoption of the
federal law verbatim the risk of it becomng outdated would
remain. Therefore, adopting the federal |aw by reference is the
sinplest way to automatically build into Al aska' s system any
changes that occur to the federal |aw

Nunber 1912

REPRESENTATIVE GUESS related  her under st andi ng that t he
departnent would like for HB 355 to include state taxes and tie
the bill to federal |aw She asked if the tie to the federal
governnment would take into consideration prepaid tel ephones and
ot her things coming in the wireless industry.

MR. HARLAMERT clarified that the latter change, tying our law to

the federal law, would nake the other suggestion, including
state taxes, irrelevant. The federal law applies to state and
muni ci pal taxation. In further response to Representative

Guess, M. Harlanmert agreed that his opinion is that this
| egi sl ation needs to be tied to the federal |aw

MR. YOUVANS noted that he would be happy to work wth the
departnent on [adopting the federal |aw by reference].

MR. BELL added that the route being suggested is the route that
[the industry] wanted to go in the first place. He inforned the
commttee that in nmany states when this route has been
attenpted, the state has pointed out that there are certain
restrictions on drafting the statutes and thus the federal act
couldn't be adopted by reference. He thought that was the case
in Al aska and was why all the work on HB 355 happened. However,
"if we can do it by reference, we'll do it by reference," he
sai d.

Nunber 1774
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REPRESENTATI VE KERTTULA related her belief that it can be done
in statute, but the regulations would be a different nmatter.
One of the difficulties with regulations is that you don't know
what wll happen, and furthernore agencies only have certain
aut horities. She said she feels that there is a little nore
latitude with the statutes.

MR. YOUMANS clarified that he didn't nean [adopting the federa
| aw] by regul ation but rather by reference.

MR. BELL interjected that there is no desire to have this done
by regul ati on.

CO CHAI R MEYER announced that HB 355 woul d be hel d.
ADJ QURNVENT
There being no further business before the commttee, the House

Community and Regional Affairs Standing Commttee neeting was
adj ourned at 9:28 a.m
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