HOUSE FI NANCE COWM TTEE
March 20, 2002
2: 04 PM

TAPE HFC 02 — 56, Side A
TAPE HFC 02 - 56, Side B
TAPE HFC 02 - 57, Side A

CALL TO ORDER

Co-Chair WIllianms called the House Finance Commttee neeting
to order at 2:04 PM

VEMBERS PRESENT

Representative El don Miul der, Co-Chair
Representative Bill WIlIlianms, Co-Chair
Representati ve Con Bunde, Vice-Chair
Representative Eric Croft
Representati ve John Davi es
Representative Ri chard Foster
Representative John Harris
Representative Bill Hudson
Representati ve Ken Lancaster
Representative Carl Mses
Representative Ji m Wit aker

VEMBERS ABSENT

None
ALSO PRESENT

Representative Lisa Mirkowski; Representative Peggy WI son;
Representative Ethan Berkow tz; Representative Charles
Chenault; Representative Peggy WIson; Representative Fred
Dyson; Mke Tibbles, Staff, Representative WIIlians; Bob
Weinstein, Chair, Southeast Conference of Myors; Patti
Swenson, Staff, Vice-Chair Bunde; Bill Rolfzen, State
Revenue Sharing, Departnent of Comunity and Economc
Devel opnent; Kevin Ritchie, Al aska Minicipal League; Tim
Benintendi, Staff, Representative Carl Moses.

PRESENT VI A TELECONFERENCE

SUMVARY

HB 20 An Act relating to state aid to municipalities and
certain other recipients, and for the village
public safety officer pr ogr am relating to
muni ci pal dividends; relating to the public safety
foundati on program and providing for an effective
dat e.
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HB 20 was heard and HELD in Commttee for further
consi derati on.

HB 303 An Act relating to the levy and collection of a
sales tax; and providing for an effective date.

HB 303 was appointed to a subcommttee existing
of : Mul der, chair, Witaker, and Mbses.

#hb303

HOUSE BI LL NO. 303

"An Act relating to the levy and collection of a sales
tax; and providing for an effective date."

Representati ve Witaker, sponsor, spoke in support of HB
303, relating to the levy and collection of a sales tax. He
pointed out that a mpjority of states in the Union have
state and nunicipal sales taxes and disagreed that a sales
tax would be a regressive tax. He maintained that under an
incone tax a small percentage would pay 100 percent of the
tax. Every person that purchases non-exenpt itens in Al aska
woul d contribute to the cost of governance and the provision
of services through a sales tax. He addressed concerns
rai sed by the Adm nistration:

The Departnent of Revenue believes the only way for a
state sales tax to operate efficiently, and to avoid
pl aci ng undue burdens on businesses would be for the
state to take over collection and adm nistration of al
muni ci pal sal es taxes in Al aska.

Representative Witaker disagreed with the above statenent
and felt that it should be a matter of nunicipal choice. The
bill allows municipalities to make the determ nati on.

Al t hough this | egi sl ation al | ows i ndi vi dual
municipalities to opt in and have the state collect
their local sales and use tax, it nakes no provision
for municipal taxes outside of the general sales tax,
such as hotel bed tax, rental car tax, fish taxes and
retail alcohol tax. Is it the intent of the |legislature
that the state should also take over those nunicipa
t axes?

Representative Witaker clarified that it is not the intent
of the legislature that the state take over municipal taxes.

The bill should contain sone provisions governing joint
enforcenent and col |l ection of nunicipal and state sal es
taxes. What if a community is dissatisfied with the
state’'s enforcenent and audits efforts allocated to the
muni ci pal sal es tax?
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Representative Witaker nmintained that |ocal enforcenent
i ssues should be the concern of local nunicipalities. If a
municipality is not satisfied with the way the state is
collecting the municipal tax it can be addressed through
their agreement with the state. Minicipalities can opt to
collect their own taxes.

The | anguage in Section 1, Lines 10 and 11, requiring
that a nunicipal sales tax nust be “consistent with AS
43.44” should refer to all of Title 43 in order to
include all admnistrative provisions including rates
of penalty and interest.

Represent ati ve Wi taker noted that he had not been aware of
the issue but that it was not insurnmountable. Title 43
refers to provisions for permanent fund dividends, oil and
gas production taxes and coi n-operated devices.

The “reasonable fee” provision for what the state may
charge municipalities for collecting the sales tax
coul d becone a point of dispute.

Representative Whitaker agreed and stressed that disputes
are worked out through negotiation.

The legislation should better define services and the
point of taxation for services, is it where is the
service is perforned, or the location of the individual

or business ordering the service? The bill also needs
to provide rules for services delivered in interstate
conmer ce.

Representative Whitaker pointed out that the |egislation
addresses a retail sales tax, which would be |evied where
the product or service is delivered. If the service is
provided within the state of Alaska it is consuned there and
wll be taxed (assuming it is allowable under federal |aw).
This relates to Internet and other nail order sales.

What about services between related parties? Do we want
to tax services provided by BP PLC to BP Exploration
Al aska?

Representative \Witaker clarified that tax on tax services
provided by BP PLC to BP Exploration Al aska are exenpted.

Al t hough the legislation allows the state to adm nister
and collect a municipal use tax, there is no provision
for a state use tax. This encourages inporting products
into the state to avoid the sales tax on goods
purchased i n Al aska.

Representative \Witaker pointed out that the Departnent of
Revenue has indicated that it is nearly inpossible to
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enforce a use tax on itenms other than autonobiles. The
| egi sl ati on does not attenpt to create an unenforceabl e tax.
He understood that there would be sone | eakage.

If the legislature wants to include a state use tax in
this bill, it would nmake sense to anend state law to
require the paynent of the use tax on notor vehicles
purchased outside Al aska. This would serve to elimnate
the price advantage out-of-state car and truck dealers
m ght have over Alaska businesses that would be
required to collect the sales tax.

Representative Witaker reiterated that the bill does not
create a use tax and added that the maxinmum all owabl e sal es
tax on a single itemis $60 dollars. He did not think it
woul d be worthwhile to go out of state for purchases.

Every state that inposes a statew de sales tax al so has
a use tax. In general, a use tax is a tax on the
initial use, storage or consunption of tangible
personal property in the state. Enforcing use taxes is
difficult, particularly with the growh of Internet
sales. Most states are addressing this and other sales
and use tax issues by passing versions of a Mdel Sales
and Use Tax Act.

Representative Whitaker agreed that it is difficult to
enforce a use tax. There is no provision for a use tax in
the | egislation.

The legislation |lacks definitions needed for the
adm nistration of the tax. For exanple: Wat is neant
by "educational services” in the legislation’s list of
t ax- exenpt pur chases and services: Coll ege and
university tuition?

Representative Wi taker affirned that coll ege and university
tuition would be exenpt.

Any class offered by any business or self-proclained
school , regardl ess of accreditation, religious
affiliation or venue?

Representative Witaker responded in the negative. C asses
would need to be offered by an entity recognized by the
state as a school. He expected that the departnent woul d use
good judgnent in inplenenting the law and that the
| egi slation would be able to deal with any problens that
ari se.

Wul d tutoring be exenpt?
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Representati ve \Witaker observed that this is an area where
there mght be sone |eakage. He noted that educational
conput er software woul d not be exenpt.

Petrol eum products would be exenpt under t he
| egi sl ation, but does that include aspirin, Vaseline,
products made of carbon fiber and other petroleum or
car bon- based products?

Representative Wiitaker noted that the intent of the
exenption is to affect natural resource devel opnent,
processi ng and refining.

I's a commercial operation, such as a salnmon bake at an
old mne site, considered an “historic site” for tax-
exenpt status under the |egislation?

Representative \Witaker observed that food for consunption
and souvenir sales are not exenpt but admssion to
historical sites would be, as determned by a appropriate
hi storical register.

Are club dues taxable?
Representative Wi taker affirmed that club dues are taxable.

Under this legislation, Grl Scout cookies would be
taxable, as would any other sale by a nonprofit
organi zation for fund-raising purposes.

Representative Witaker agreed that sales of Grl Scout
cooki es woul d be taxable.

Representative \Witaker quoted Bill Wod, President of the
University of Alaska: “It doesn’'t matter how much you pay,
as long as you pay. The poorest person in the town or
village has to understand that their governnent belongs to
themand if they don't invest init, it no |onger belongs to
them it belongs to those that have nade the investnent.”

It’s also possible that under this legislation the
state would have collected sales tax on the sale of
Arco’s assets to Phillips.

Representative Witaker agreed; they would have paid $60
dol | ars.

Is the sales tax on a vehicle |ease due up front, or
strung out based on the stream of | ease paynents?

Representative \Witaker concluded that the sales tax would

be applied on the total |ease contract and would be applied
up front: $60 dollars.
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Representative \Witaker noted that barters are not subject
to sales tax because it would be inpractical.

Representative Witaker explained that the |egislation
doesn’t understand concerns regarding resale. He noted that
whol esal e exenptions apply if the resale is to occur outside
the state. Packagi ng woul d not be exenpt.

Representati ve \Witaker observed that if you purchase a new
hone in the state of Al aska you woul d pay $60 doll ars.

If a lawyer submits interimbills under $2,000 each for
a large, ongoing case, would all of the bills be fully
taxabl e under this |egislation

Representative Whitaker observed that the total single
purchase rule woul d apply: $60 dollars. The same woul d apply
to furniture and | arge appliance purchases.

The Departnent of Revenue noted in its fiscal note that
busi nesses nati onwi de and other states are working hard to
Wi n nationw de adoption of a Streamined Sales and Use Tax
Agreenent. Representative Witaker stated that Al aska should
be part of the Uniform Milti-state Tax Agreenent, but
observed that there is nothing to be part of at the present
time. He acknow edged that there would be problens in
regards to uniformty, which would have to be dealt with if
Al aska becones part of the agreenent. He acknow edged t hat
it could affect nunicipalities in the future.

Representati ve Wi taker continued his response to remarks by
the Adm nistration

There is no authority under this legislation for the
departnent to use sanpling in its audits of taxpayers.
Sanpling would make the audit process easier for the
departnment and the taxpayer.

Representative \Witaker agreed that the authority for
sanpling should be given.

There is no requirenment for sellers to register wth
the state. Wthout such a provision, the state woul d be
unable to track businesses responsible to collect and
remt the sales tax —snmking it easier for businesses,
particularly at-home or part-tinme businesses to avoid
t he tax.

Representative Whitaker observed that the state currently
licenses retail businesses; the business license is a
registration. This could be incorporated into enforcenent of
a sal es tax.
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Representative Whitaker pointed out that the |egislation
uses the Departnent of Revenue's estinates.

Co-Chair WIllians appointed HB 303 to a subcommttee
exi sting of: Ml der, chair, Whitaker, and Moses.

Representative John Davies requested that the subcommttee
clarify assunptions and cal cul ati ons regardi ng the anount of
revenues, which would be raised and who would pay the tax:
resi dent versus non-resident.

Representative Croft asked the subconmttee to |ook at
whether nunicipalities wwuld have to have identical
exenptions. Representative Wlitaker noted that if the
municipality enters into negotiation with the state to
collect the tax then it would have to conply with the
state’s rules. If nunicipalities do not opt in they could
operate under an additional set of rules.

HB 303 was heard and HELD in Committee for further
consi derati on.

#hb20

HOUSE Bl LL NO. 20

"An Act relating to state aid to nmunicipalities and
certain other recipients, and for the village public
safety of ficer pr ogr am relating to muni ci pa
dividends; relating to the public safety foundation
program and providing for an effective date."

M KE TI BBLES, STAFF, REPRESENTATIVE W LLI AMS summari zed t hat
proposed conmttee substitute: work draft 22-LS0008\J,
2/ 22/ 02 was adopted. The commttee substitute established a
$100 dollar per capita transfer to the Minicipal D vidend
Fund. The legislature would be allowed to appropriate noney
from the Fund to Municipal Assistance, Safe Communities,
Capital Matching Grants and Community Jails. The $100 dol | ar
per capita would total $60 nmillion dollars.

M. Tibbles referred to the fiscal note. There is $10
mllion dollars nore in the Minicipal D vidend Fund than
woul d have been appropriated in the next year's budget. The
muni ci pal assi stance would be divided into two prograns: Tax
Resource Equalization and Minicipal Services. The Minicipa

Services programis derived on a fornula in statute, which
is derived from the nunber of public and ice road mles,
health facilities, hospitals and volunteer fire departnents
in unincorporated communities. It has a statutory m ninmm

whi ch would not be fully funded. There would be a pro rata
reduction on each community as it stands.

M. Tibbles noted that the Tax Resource Equalization program

generates noney based on the anount that each community
taxes itself in relation to property values and popul ati on.
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M. Ti bbl es discussed the Revenue Sharing for Safe
Communities program He noted that there were revenues |eft
fromthe G oss Business Receipts programin 1979. The noney
is allocated on a per capita |evel.

Representative Croft asked the FY02 anmount. He thought that
revenue sharing and the Safe Conmunities programtotal ed $30
mllion dollars. Co-Chair Milder explained that capital-
mat ching grants would be funded at $15.0 million dollars,

which is slightly nore than FY02. The Community Jails
program woul d be funded at $5 nillion dollars. He explained
that nunici pal assistance and the Safe Communities program
conprises approximately $30 nmillion dollars; plus $15
mllion for the Capital Matching Gants program and $5
mllion dollars for the Coormunity Jails program[for a tota

of $50 million dollars]. This $50 mllion dollars is being
replaced with $60 mllion dollars. The additional $10
mllion would go to municipal assistance, The Tax Resource
Equal i zati on program and the Safe Comunities program Local

communities would benefit by an additional $10 mnmllion
dol | ars.

M. Tibbles explained that revenue sharing has Dbeen
allocated over the last 22 years: tw-thirds to tax
equal i zation and one-third split to nmunicipal services. The
depart nent has i ndicated that the revenue sharing
appropriation would follow the sanme pattern unless the
| egi sl ature indicates otherw se.

Representative Davies noted that the [additional] $10
mllion dollars would be distributed through the tax fund in
the Revenue Sharing program M. Tibbles clarified that if
the funding was split between revenue sharing and safe
comunities that the portion to revenue sharing would be
split one-third/two-thirds, but not the portion to safe
communi ties.

BOB WEI NSTEI N, MAYOR, KETCH KAN AND CHAI R SOQUTHEAST
CONFERENCE OF MAYORS spoke in support of the legislation. He
stressed that the services are critical to cities |arge and
small throughout the state. He noted that funding was
elimnated in the operating budget. He asked that unrel ated
itens be placed in other |egislation.

Vi ce-Chair Bunde observed that the bill would significantly
change the use of permanent fund earnings. He asked mayors
to communicate the need to do so with their constituents.

Representative Lancaster asked if the Conference of Mayors
woul d oppose an education anendnment. M. Winstein responded
that he woul d support an anmendnent if the anmendnent did not
dilute assistance to nmunicipalities.
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Represent ati ve Wi taker MOVED to ADOPT Anmendnent 1:

Page I, line I|:
Del ete “rmuni ci pal dividends”
Insert “dividends for nunicipalities and education”

Page | line 4:
Del ete “Muni ci pal dividend fund”
Insert “Dividend fund for nunicipalities and education”

Page 1, line 5:

Del ete “munici pal dividend fund consisting of nunicipa
di vi dends”

Insert “dividend fund for nmunicipalities and education
consi sting of dividends”

Page 1, line 7:
Del ete “muni ci pal dividend”

Page 1, line 11
Delete “for”
Page 1, following line 11

| nsert

“(1) to the University of Alaska to fund an increase in
the total anmount of appropriations for the university
when conpared to the total anount of appropriations to
the university for fiscal year 2002,

(2) to the Departnent of Education and Early
Devel opnent for paynent as |earning opportunity grants
to school districts based on the school district’s
average daily nenbership to pay for instructiona

prograns intended to inprove student perfornmance; an
amount equal to $115 for each district adjusted ADM as
defined in AS 14.17.990 for the imrediately preceding
fiscal year may be appropriated under this paragraph;”

Renunber the foll ow ng paragraphs accordingly.

Page 1, line 12, before “capital ”:
I nsert “for”

Page 1, line 13, before “paynents”:
I nsert “for”

Page 2 ,line 2:
Del ete “muni ci pal”

Page 2, line3:
Del et e “muni ci pal dividend fund”
Insert “dividend fund for nunicipalities and education”

Page 2, line 4:
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Del ete “muni ci pal”

Page 2, line 5:
Del ete “$100”
| nsert” $160”

Co-Chairs Miulder and WIlianms OBJECTED for the purpose of
di scussi on.

Represent ati ve Wi taker explained that Amendnent 1 woul d set
aside $25 million dollars for K-12 education and $10 million
dollars for the University of Al aska. He maintained that the
anendnent would establish a placeholder for K-12 and
University of Al aska education funding.

Representative John Davies noted that the anmount distributed
from the Earnings Reserve Fund would be changed from “100"
dollars to “$160" dollars per capita and questioned if this
anmount woul d  cover the $35 nillion dollar total.
Represent ati ve Wi taker affirned.

Co-Chair Miulder clarified that provision (2) of the
amendnment would anobunt to $25 mllion dollars. Funding for
the University would be approximately $10 million dollars.
Representati ve Wi taker stressed the inportance of these two
increnents to the state of Al aska.

Representative Harris observed that HB 20 is approximtely
$10 mllion dollars nore than the FYO02 budget w thout the
anmendnent. The amendnent would add another $25 nillion
dollars for K-12 education and $10 mllion dollars for the
university resulting in a total increase of $45 mllion
dollars in new noney.

Representative Croft acknow edged the good of the nunicipa
di vidend program and additional funding for education, but
questioned if they would add up to a pl an.

Representative Whitaker reiterated that adoption of the
amendnent would provide a placeholder in a plan for
education and university spendi ng.

Vi ce- Chair Bunde thought that the anendnment would cloud the
muni ci pal dividend question and spoke in support of
addressing the issue in another bill

TAPE HFC 02 - 56, Side B
Vi ce- Chai r Bunde observed that where other states have added
anot her funding streamthat there is often a no net gain to

education. He argued that the anmendnent would not create new
noney.
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Representative Harris referred to section 2 and questioned
if it were a one-tine arrangenent. Representative Witaker
affirmed that it would be a one-tine opportunity grant.

Representative Harris expressed concern that the general
fund obligation woul d not be reduce.

Representative John Davies questioned if the $160 dollar
draw was only for FY03. He thought that it would be an
increnent to the base.

Vice-Chair Bunde pointed out that the bill increases
spendi ng. The anmendnent woul d increase spending in the FY03
budget. He stressed the need to |imt state spending before
asking for revenue neasures.

Representative Carl Mses stated that the original intent of
the legislation was to provide for nunicipal assistance at a
$150 per capita, for a total of $180 nillion dollars to
municipalities. He pointed out that different nunicipalities
have different needs. A rural area may not prioritize snow
removal . He maintained that communities could spend on the
| ocal |evel.

Co- Chair Ml der acknow edged that he was synpathetic toward
the areas addressed but spoke against the anendnent. He
mai ntained that the focus should be toward closing the
fiscal gap. He asserted that the anendnent would provide
i nconsi stency and conf usi on.

Representative Lancaster observed that the anendnent is an
attenpt to inflation proof education.

Representative Harris noted that he supports education and
woul d support the anendnent. He hoped that if the anmendnent
passed that it would becone part of a plan to close the gap.

Representative Croft didn't believe that the anmendnent woul d
advance the plan or address the |arger issue.

Representative John Davies MOVED to AMEND Anendnent 1. page
1, line 21 after “an” insert "$11 mllion dollars”; and on
line 22 after "university" insert ";" and delete “when
conpared to the total anount of appropriations to the
university for fiscal year 2002.” He expressed concern that
the anendnent would not be effective if other funds were
avai |l abl e.

Representative Witaker did not objection to the anendnent.
There being NO OBJECTION, it was so ordered.

Co-Chair WIlians expressed concern with the increase in

spending. He noted that the anmendnent would be tied to the
Per manent Fund and people would say: "There they go they’ ve
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got their nose under the tent.” He observed that it is only
a small portion of the revenue plan and cautioned against
trying to save all Al aska.

Aroll call vote was taken on the notion to adopt Amendnent
1.

IN FAVOR: Davies, Harris, Lancaster, Witaker
OPPOSED: Bunde, Croft, Fost er, Hudson, Mbses, Mul der,
WIIlians

The MOTI ON FAI LED (4-7).
Vi ce- Chair Bunde MOVED to ADOPT Anendnent 2:
Section 1. AS 29.05.180(a) is anmended to read:

(a) To defray the cost of transition to city to
for governnent operations, each city incorporated after
June 30, 2002, [DECEMBER 31, 1985] is entitled to [AN]
organi zation grants [GRANT OF $50,000 FOR THE FIRST
FULL OR PARTIAL FISCAL YEAR] after incorporation as
fol | ows:

(1) $100,000 for the city's first full or partial
fiscal;

(2) $50,000 for the city's second fiscal year;
and (3) 25,000 for the city's third fiscal year.

* Sec. 2. AS 29.05.180(b) is anmended to read:

(b) To defray the cost of reclassification, each
second «class city in the unorganized borough
i ncorporated before January 1, 1986, that reclassifies
as a first class city or adopts a hone rule charter
after June 30, 2002, [DECEMBER 31, 1985] is entitled to
[ AN] organization grants [GRANT EQUAL TO $50,000 FOR
THE FIRST FULL OR PARTIAL FISCAL YEAR| after
reclassification as foll ows:

(1) $200,000 for the city's first full or partial
fiscal year;

(2) $100,000 for the city's second fiscal year;

(3) $50,000 for the city's third fiscal year.

Co-Chair WIIlianms OBJECTED. Vice-Chair Bunde expl ai ned that
the anendnent would address a "catch 22" that exists in
Al aska. There are areas of the state that aren't able to
make a local contribution to their services because they
have no taxes. The do not have taxes because they are not
organi zed. He maintained that these areas do not want to
organi ze because they don't want to pay taxes. The anendnent
woul d provide "a carrot rather than a stick." The anmendnent
would provide noney to unorganized areas to encourage
organi zation. There is an indetermnate fiscal note. The
anendnent would not require an increase in the current
budget, but would have the potential of increasing future
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budgets, which could be reduced by a reduced demand on state
suppl i ed services.

Co-Chair WIIlianms acknow edged the problens wth unorgani zed
comunities. He pointed out that it takes resources to run a
comunity w thout taxes.

Co-Chair Mul der stated that he would support the anmendnent.
He observed that the city of Talkeetna is in discussions
regarding organization and felt that the anendnent woul d
encourage them to do so. He did not know if it would be a
| arge enough enticenent to small communities, but thought
that it would help larger communities to get over the first
hur dl e.

Represent ati ve Wit aker questioned how nuch it would cost if
Tal keetna becanme a city and received funding under the
| egi sl ati on.

Vi ce-Chair Bunde estimated that Tal keetna woul d receive $175
t housand doll ars spread over a 3 year period in dimnishing
anmounts to assist them in the initial organization: $100
$50 and $25 thousand dollars. He observed that current
statutes contain encouragenent for city and boroughs to
conbine in a $600 thousand dollar stipend over a three-year
period. The amendnent would duplicate what exists for city
and boroughs for unorgani zed areas. The anendnent woul d not
requi re organi zation

Representative Carl Mses stated that he supported the idea
but pointed out that there has been a history of cutting
revenue sharing. He questioned what would happen when the
state takes away all of the benefits for incorporation.
Sales taxes are the only revenue sources but the state is
noving into that area. He did not want to tie the amendnent
to the |egislation.

Vi ce-Chair Bunde stressed that the anendnent is an attenpt
to help communities. If the anmendnent passes it would
provi de assurance that there would be a constant revenue
stream

Representative Hudson clarified that the anendnent 1is
discretionary and that it wwuld be provided on a
di scretionary basis to organize as part of an organized
ar ea.

Vi ce- Chair Bunde pointed out that with the adoption of HB 20
t hey woul d have an additional incentive toward organization.

Representative Lancaster asked if [communities that organize

under the anendnent] would be required to perform any
services. Vice-Chair Bunde responded that there would be
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required services under existing statute, such as fire
pr ot ection.

PATTI SWVENSON, STAFF, VICE-CHAIR BUNDE explained that the
amendnment would only increase the limts of the existing
statute. Statutory requirenents would remain the sane.

A roll call vote was taken on the notion to adopt Amendnent
2.

IN FAVOR: Davies, Foster, Harris, Hudson, Lancaster, Bunde,
Mul der
OPPQOSED: Croft, Mbses, VWhitaker, WIIlians

The MOTI ON PASSED (7-4).
Amendnment 3 was W THDRAWA.

Representative John Davies MOVED to ADOPT Anmendnent 4. He
expl ained that the anendnent would tie HB 20 to passage of
HB 225. The intent is to tie HB 20 to enactnent of a
[fiscal] plan

Representative Carl Mses spoke against tying HB 20 to any
other legislation and pointed out that there is no way to
know what HB 225 woul d | ook Ii ke.

Representative Croft spoke in support of the anendnent and
stressed the need for a plan. He pointed out that his
support of HB 20 is conditioned on a plan.

Co-Chair WIIlianms spoke agai nst the amendnent.

Represent ati ve Hudson poi nted out that 11 votes on the other
side could untie the binding of any |egislation. He thought
that the concept and intent was to build toward a fisca
plan and show the nexus between taxes and the use of the
earni ngs of the Pernmanent Fund.

Representative John Davies observed that the other body is
i ndependent and enphasized that the House should not
condition their action on what the other body would do. He
stressed the need for a plan.

Representative Croft stated that he would work to explain,
to his constituent's, actions taken to raise revenues if
there is a plan. He stressed that the future is not
guaranteed wi thout a plan. The concept is safer as part of a
plan. He maintained that it would be harder for the Senate
or the Governor to ignore or veto a plan than one
i ndependent conponent.

Representative Lancaster questioned if tying the |egislation
would interfere wwth the single subject |aw. Representative
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John Davies clarified that it would not interfere with the
singl e subject |aw

Vi ce-Chair Bunde gave the analogy of one leg of a three-
| egged stool: use of earnings reserve funds, a new broad-
based revenue and assurance for the public that the
| egi sl ature cannot spend the noney faster than it can be
taken away.

A roll call vote was taken on the notion to adopt Amendnent
4,

I N FAVOR: Hudson, Lancaster, Bunde, Croft, Davies
OPPQOSED: Foster, Harris, Mses, \Witaker, Miulder, WIIlians

The MOTI ON FAI LED (5-6).

Representative John Davies MOWED to ADOPT Anendnent 5. He
noted that the anmendnent woul d increase the anmount w t hdrawn
fromthe earnings reserve of the Permanent Fund in order to
include funding to nunicipalities for the senior property
tax exenption. This is currently an unfunded nmandate, which
is being funded by municipalities. This would free up | ocal
property taxes for other uses.

Co-Chair WIIlianms spoke against the anendnent and enphasi zed
the need to keep spending down. Representative John Davies
argued that it would not increase spending and pointed out
that the noney is already being spent. The burden would be
shifted.

Aroll call vote was taken on the noti on Anendment 5.

I N FAVOR: Mbses, Davi es
OPPOSED: Bunde, Davies, Foster, Harris, Hudson, Lancaster,
VWhi taker, WIIlians, Ml der

The MOTI ON FAI LED (2-9).
TAPE HFC 02 - 57, Side A
Representati ve Lancaster MOVED to ADOPT Anmendnent 6(new).

TI' M BENI NTENDI, STAFF, REPRESENTATIVE CARL MOSES, expl ai ned
that the anmendnent would extend an entitlenent benefit to
unor gani zed communities that are within boroughs; a benefit
currently enjoyed by those outside of boroughs. It would not
increase costs to the state because the funding would cone
from within the program Sixty-five conmunities would be
added to the pool of those eligible. Al unincorporated
comunities would be eligible for a mnimm entitlenent
under the revenue sharing program
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Representative Lancaster noted that his intent would be for
the noney to flow through a borough to the community.

Co-Chair Mulder clarified that the comunities do not
currently receive funding through nunicipal assistance or
the Safe Communities program The Al aska Muinicipal League
supports the anendnent. He questioned why the change was not
made previously and noted that the pool would be diluted by
approximately $1.6 million dollars.

M. Benintendi thought that the inpact would be closer to
$300 thousand dollars. He observed that 65 - 70 conmmunities
woul d be affected.

Co- Chair Mul der questioned if capital-matching grants would
be affected.

Bl LL ROLFZEN, STATE REVENUE SHARI NG DEPARTMENT OF COVMUNI TY
AND ECONOM C DEVELOPMENT explained that funding for
uni ncorporated communities would cone out of the Minicipa

Servi ces Account wthin the Revenue Sharing program This is
the sane account that pays for road naintenance and health
facilities; there is no mnimal entitlenment. The statute
says that each unincorporated community should receive $25
t housand dollars, but this fluctuates with the appropriation
|l evel. Based on this year’s funding each unincorporated
community would receive $3,681 dollars per comunity. He
estimated that, wth the qualifier in section 2, only 20 or
30 communities would qualify. He noted that they would have
to be eligible for the Capital Mitching Gant program to
recei ve $25 thousand dollars per comrmunity.

Co-Chair Mul der concluded that the total draw woul d be about
$1 million dollars.

KEVIN RI TCH E, ALASKA MJNI CI PAL LEAGUE, JUNEAU expl ained
that the Al aska Minicipal League has not taken an officia
position on the issue.

Representati ve Hudson questioned if any of the elenents are
covered in the existing operating budget. Co-Chair Ml der
clarified that the elenents were not in the operating
budget. Representative Hudson observed that funding would
conme out of the assets of the Permanent Fund.

Representative Witaker questioned if the $59 mllion dollar
appropriation would be increased by a mllion dollars. Co-
Chair Ml der explained that the total amount would not
change; funding would be reduced to the communities. He
pointed out that the anendnent would send an inconsistent
nmessage.

A roll call vote was taken on the notion to adopt Amendnent
6.
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I N FAVOR: Lancaster, Mbses, Davies
OPPOSED: Hudson, Whitaker, Bunde, Croft, Davies, Foster,
Harris, Miulder, WIIlians

The MOTI ON FAI LED (3-8).

Representative Hudson MOVED to ADOPT Anendnent 7. Co-Chair
Mul der and Co-Chair WIIlianms OBJECTED. Representative Hudson
expl ained that the anendnent would reestablish the
distribution of the Permanent Fund to a percent of nmarket
val ue and establish a 5 percent payout, which would insure
annual inflation proofing of the Permanent Fund at 3
percent. The anendnent would statutorily fix a distribution
stream of the five percent payout at: 50 percent pernmanent
fund di vidends and 50 percent general fund. The CGeneral Fund
woul d receive 50 percent mnus the payout established in HB
20. He maintained that the anendnment would provide a good
distribution of the assets of the Permanent Fund across two
boundari es. The dividend would continue to find strength and
woul d be difficult to nodify w thout public notice.

Represent ati ve Hudson spoke in support of the payout. There
would be a 7% distribution of the earnings of the total
mar ket value of the Permanent Fund [in FY03], which would
provide $900 mllion dollars toward the deficit and $900
mllion dollars to the dividend. There would be no change to
the dividend in 2002. In 2003, under the 7 percent payout,
the permanent fund dividend would be approximately $30
dollars less than the status quo. He acknow edged that the
amendnment would affect the Permanent Fund dividend, but
stressed that dividends would be elimnated if the state
continues to drain the Constitutional Budget Reserve.

Representative Hudson noted that he introduced |egislation
to respond to the constant draw upon the Constitutional
Budget Reserve, which is currently at $2.2 billion dollars.
He maintained that the Constitutional Budget Reserve would
be conme the cash cow for the general fund and result in the
elimnation of the Permanent Fund dividend. The anendnent
woul d nodify the title.

Representative Hudson observed that the anendnent adds the
mar ket value concept with a fixed distribution and fixed
sharing, an accomodation of the nunicipal dividend and
makes a significant effort toward filling the revenue gap
and preventing the need for onerous taxes or the elimnation
of the dividend. He urged the Conmittee to pass Amendnent
7.

Co-Chair WIllians noted that |I|egislative I|egal counsel
indicated that there could be a constitutional challenge
under the “single subject” provision if the amendnent were
adopt ed.
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Representative Carl Moses noted that he opposed the
anendnent. He thought it should be a bill in and of itself.

Co-Chair Milder noted that he supported the intent of the
amendnent but stressed the need for another vehicle. He
offered to work on the concept and thought it was inportant
to the overall [revenue] package.

Representative John Davies clarified that the adoption of
Vi ce-Chair Bunde' s amendnent woul d not Create a
constitutional problemunder the "single subject” provision.

Representative Hudson stated that he would W THDRAW
Amendnent 7 due to |egal concerns and noted that he would

work toward another vehicle. There being NO QIBECTIQN, it

was so ordered.

HB 20 was heard and HELD in Commttee for further
consi derati on.

#

ADJ QURNIVENT

The neeting was adjourned at 4:22 PM
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