HOUSE FI NANCE COWM TTEE
March 25, 2002
9:27 A M

TAPE HFC 02 — 64, Side A
TAPE HFC 02 - 64, Side B
TAPE HFC 02 - 65, Side A

CALL TO ORDER

Co-Chair WIllianms called the House Finance Commttee neeting
to order at 9:27 A M

VEMBERS PRESENT

Representative Bill WIlIlianms, Co-Chair
Representati ve El don Miul der, 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 Gary Stevens; Representative Lisa Mirkowski;
Representati ve Peggy W son; Denny Dewitt, Staff,
Represent ative El don Ml der

SUMVARY
HB 229

HB 303

HB 304

An Act i1nposing a tax on enploynent; and providing
for an effective date.

HB 229 failed to nove out of Committee.

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

CS HB 303 (FIN) was reported out of Commttee with
a “do not pass” recomendation and with a new
fiscal note by the Departnent of Revenue.

An Act relating to disposition of income of the
permanent fund; and providing for an effective
dat e.

House Fi nance Committee 1 03/ 25/ 02 9: 27 AM



CS HB 304 (FIN) was reported out of Commttee with
a “do pass” recommendation and a new fiscal note
by the Departnent of Revenue.

#HB304
HOUSE BILL NO._ 304

An Act relating to disposition of incone of the
permanent fund; and providing for an effective date.

Co-Chair Ml der MOVED to RESCIND previous action taken on
noving CS HB 304 (FIN from Conmmttee. There being NO
OBJECTI O\, action was rescinded.

Co- Chair Mul der advised that an anmendnment was bei ng drafted.
He stated that the anendnent for next year, FY03, would
limt the draw on the permanent fund. The anendnent woul d
provide for taking |anguage from HB 304 and del ayi ng action
for one year, which would provide a FY0O3 earnings reserve
draw i n the anbunt of $300 million dollars.

Representative Davies questioned what the “delay for one
year” neant.

Co-Chair Mul der explained that the FY02 dividend would be
paid from 2003 earni ngs. He wanted to understand that the
mechani cs were correct before he wal ked through the change.

Representative Croft inquired if the percentage anount
di scussed at the previous neeting woul d be changed.

Co-Chair Mul der thought that there could be an anmendnent,
whi ch woul d address percent ages.

Representative Hudson asked if the State would be sticking
with the 7% 6% 5% and then starting it a year |ater.

Co-Chair Milder replied that was correct and that the draw
would be $300 million dollars. It would be consistent to
have $300 million dollars cone from the Pernmanent Fund
Earnings. That was a decision made by the Majority caucus.

HB 304 was HELD in Commttee for further consideration.

RECESS: 9:30 A M
RECONVENED 10:15 A M
#HB229

HOUSE BI LL NO._ 229

An Act inposing a tax on enploynent; and providing for
an effective date.
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Co-Chair Ml der MOVED to ADOPT work draft, #22-LS0842\CQ,
Kurtz, 3/23/02, as the version of the bill before the
Committee.

Co-Chair WIllians stated that the cruise ship head tax had
been renoved from the proposed version. He insisted that
was the only change nmade to the draft.

CS HB 229 (FIN was HELD in Committee for further
consi derati on.

RECESS: 10:17 A M
RECONVENED: 10: 23 A M
#HB303

HOUSE BI LL NO._ 303

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

Co- Chair Mul der MOVED to ADOPT Amendnent #1, #22-LS1206\W 1,
Kurtz, 3/25/01. Representative Lancaster OBJECTED for the
pur pose of discussion.

Co- Chair Ml der explained that Amendnent #1 was a trigger

mechani sm on sal es tax. If the applicable tax rate was 3%
as of Septenmber 30" of the previous year and the Capital

Budget Reserve (CBR) is less than $2 billion dollars, it

woul d change the amount to 2% |If the CBR were between $2
and $2.5 billion dollars, then the tax would be 1% if the
CBR were between $2.5 and $3 billion dollars, the percentage
woul d be zero. Co- Chair Mul der assured nenbers that the
trigger nechanism would provide the Alaskan public that

shoul d there be higher oil prices, tax would decrease.

Representative Lancaster inquired if Amendnent #1 this year
woul d be tied to the Earnings Reserve Account.

Co- Chair Mul der responded that there are many noving parts,
which need to be tied. There is a potential trigger drafted
in Anmendnent #3, which ties it to the price of oil. He
noted that tying it to the price of oil would not address
the production of oil and estimted that the shock absorber
would tie it to the CBR

Represent ati ve Hudson acknow edged that woul d be the correct
tie because t he gover nnment has a constitutiona
responsibility to pay any draws from the CBR Any new
infusion of revenue has to go to the CBR If the oil
prices or production increased, or new oil was struck, al
the new revenue would pile up into the general fund and at
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the end of the year would sweep back over into paying the
CBR. He noted his support that process.

Representative Davies argued that the problem wth that
concept is that the permanent fund would continue to be
depleted. He stated that the only revenue neasure woul d be
the earnings from the permanent fund and that acceptance of
the trigger should be a simlar draw from the pernmanent
fund.

Representative Croft objected because the total anmount woul d
be taken out from the permanent fund. He noted that Ex-
Governor Jay Hammond recommended that there should be a pure
di vidend tax bracket. Representative Croft suggested that
Al aska should rest sonmewhere between those two concepts.
The entire taxation picture should now be addressed. The
proposal would take out the only tax Al aska has left,
removing it fromthe permanent fund earnings. There nust be
a broad-based tax and there should be a reestablished
connection with econom c devel opnent. Econom ¢ devel opnent
al one woul d do not hi ng for t he State coffers.
Representative Croft objected to any tax triggers.

Representati ve Hudson agreed with Representative Croft. He
thought if possible #4, Line 16, should be elimnated:
“Zero if, on Septenber 30 of the previous year, the unedited
bal ance in the budget reserve fund created by art.|X
sec. 17, Constitution of the State of Al aska, was nore than
$3, 000, 000, 000.” Making that change woul d nean that the tax
woul d never be less than 1% however, it could be graduated
down. Leaving it at 1% would nake forever-conbined
col l ection requirenents.

Represent ati ve Hudson recommended renovi ng Section #4.

Co-Chair Ml der recommended that action would require
del eting | anguage in Section #3, Line 15: “But not nore than
$3, 000, 000, 000; or”.

Representative Hudson noted that then conceptually, there
woul d never be |ess than 1% which would al ways keep the tax
enf or ced.

Co-Chair Milder restated the anmendnent. Representati ve
Whi t aker OBJECTED in order to read it through

Recogni zing that the work draft had not yet been adopted,
Co- Chair Mul der W THDREW hi s MOTI ON to adopt Amendnent #1.

Co-Chair Miul der MOVED to ADOPT the work draft #22-LS1206\W
Kurtz, 3/23/02, as the version of the bill before the
Comm ttee. Representative Davies OBJECTED for purposes of
di scussi on.
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Co-Chair Mul der explained that the technical anmendnents had
been incorporated into the work draft and that nothing had
been included which was not previously di scussed, except for
the "small vendor"™ clause. Everything else had been
proposed by the Departnent of Revenue.

DENNY DEW TT, STAFF, REPRESENTATI VE ELDON MULDER, |isted the
changes nade to the work draft.

. Page 2, Line 26, extensive discussion of the
boroughs ability to | evy "special" taxes.

Representative Lancaster questioned if the cities would
collect and retain that tax.

M. DeWtt replied that the intent was to |eave those
activities as they are today.

Representative Croft referenced Sections 6 & 7, and asked if
a borough could levy a general tax and then a special tax.
He thought that they could claimany special exenptions such
as utilities and then claimagain that sal es tax.

M. DeWtt advised that they would have to enact a speci al
sales tax relative to that specific item They could
collect it thenselves. He added that another exanple would
be a bed tax, which would be a special tax.

Representative Croft understood that there will be the sane
taxes and exenptions across the State. The way that the
| anguage is witten, particularly in Section 7, there is a
potential for a “patchwork” of taxes and exenptions.

Co-Chair Mil der agreed that there will be a tax patchwork
however, the exenptions would be uniform

Representative Croft discussed that the exenptions could be
renoved by the special taxes.

M. DeWtt acknowl edged that there is the potential for

doing that for the exenption. An additional tax such as
al cohol would be allowed over the general sales tax in a
comunity. He restated that if there was a general sales
tax, there could be a special tax on alcohol. In reference

to the general broad-based sales tax, the State would
collect it and it would be uniform across the State. The
municipality buying into it would have the sane exenptions
on the broad-based sales tax that the State would have. It
woul d al so reserve the opportunity for the community to add
and collect their own special taxes.
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Representative Croft asked if al cohol was a “special” issue.
He advised that the State has always prohibited the
comunities fromdoing that.

M. DeWtt interjected that Juneau currently has a specia
al cohol tax.

Representative Davies inquired if current |anguage would
allow cities to enact special taxes.

M. DeWtt clarified that it would allow cities to enact
special taxes for places that have the authorization under
Title 29 and that they would continue to be able to do that.

Co-Chair Mul der thought that there was confusion and that
the bill would retain the cities and boroughs ability to do
what they are now doing even with the inplenentation of the
proposed bil |l

Representative Davies asked why Section 7 referred only to
“boroughs” and not cities.

M. DeWtt understood that to be a drafting decision and
that it would acconplish the sane thing.

M. DeWtt discussed the changes nade to the draft:

. Section 8 - the power of the |evy.

. Section 9 begins the wuse tax, dropping
| anguage on Line 24, "in the State". He
added that Sections (b) & (c) had been
r ewor ded. Section 2 was reworked on Line 15

to include transportation and goods that are
used in connection with or would becone an

i ngredient.

. Added in Section 7, “brokerage firnms and
i nterested earned or paid”.

. Added a technical correction in sub-Section

(8), Page 6, Line 10, “sales and purchases by
governnental entities”.

. Ref erenced Page 8, collection of sales taxes,
addi ng | anguage to Line 7: “However, a seller
that collects less than $1,000 in tax in a
cal endar quarter may remt the tax within 30
days following the |ast day of the cal endar
quarter in which the tax was collected.”

. Added “taxi cab” to sub-Section (d) on Page
8, Line 18.
. On Li ne 25, regar di ng t he exenption

certificate now indicates that the Departnent
shoul d provide an exenption certificate for
both buyers and sellers.
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. In Sections (a) & (b), language was added as
recommended by the Departnent.

Representative Hudson referenced Page 8, Line 7, comenting
that the change would indicate froma nonthly to a cal endar
quarter; it would also address the small vendor as |ong as
they collect Iess than $1,000 dollars in a cal endar quarter.

Co-Chair Ml der MOVED to ADOPT the commttee substitute,
#22-1L.S1206\W  Kurt z, 3/ 23/ 02, as the docunent bef ore
Comm ttee nenbers. There being NO OBJECTION, it was
adopt ed.

Co-Chair Mil der noted a |anguage change in Anendnent #1,
del eting |language from Line 15 follow ng “$2,500, 000, 000;”
t hough Line 18. Co-Chair Ml der MOVED to ADOPT the changed
Amendnent #1. Representative Croft OBJECTED

Representative Croft stated that when the collection goes
down to 1% the amount collected would only be $100 million
dollars. He advised that woul d never reach the anticipated
50/ 50. That nunber noves further from any parity between
what is taken from the permanent fund earnings and what is
t axed back.

Representative Croft noted that nost of the proposals that
the Fiscal Policy Council started wth recognized sonme of
the | essons learned in 1999:

. By starting wth substantial taxes; and
. Narrowing it to 1, now noving it to %

He stressed that a tax rate nmust be established for the
appropri ate econony.

A roll call vote was taken on the notion to adopt Amendnent
#1.

I N FAVOR: Foster, Harris, Hudson, Lancaster, Whitaker,
Bunde, WIIlians, Ml der
OPPCOSED: Davi es, Moses, Croft

The MOTI ON PASSED (8- 3).

Co-Chair Ml der advised that Anendnent 3, #22-LS1206\W 3,
Kurtz, 3/25/02, would no |longer apply as it was triggered to
the price of oil. Amendnent 2, #22-LS1206\W 2, Kurtz,
3/ 25/ 02, would make the sales tax a seasonal sal es tax. He
stated that Amendnment 2 would not be offered at this tinme.

RECESS: 10: 55 A M
RECONVENED: 1:55 P. M
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Co-Chair Milder reiterated that he would not be offering
Amendnent 2.

Representative Croft spoke to the seasonal sales tax
provi si on.

Co- Chai r WIIlians i nterrupted, requesting t hat t he
di scussi on be kept to the anmendnents before the Conmttee.

Representative Davies stated that the list of exenptions
shoul d include unprepared foods. He MOED to ADOPT that as
a conceptual anendnent. Co-Chair Ml der OBJECTED.

Representative Davies stressed that the proposed sales tax

di sproportionably affects the |ower incone person. I n
particular, that tax wll inpact their necessities as
opposed to discretionary expenditures. One of the nost

i nportant expenditures is food. He proposed that unprepared
f oods be exenpt.

Representative Croft advised that 36 states have a sal es tax
and of those, 29 exenpt food. Only 9 states tax food at the
sane rate without other mtigating nmeasures. Representative
Croft voiced support to exenpt food. He pointed out that
taxing food is a regressive sales tax and could be
interpreted as targeting the poor.

Represent ati ve Lancaster spoke agai nst addi ng any additional
exenpti ons. He stressed that the boroughs are already
al l oned so many exenptions that the State will end up where
they started.

Representati ve Witaker spoke against the anendnent. He
poi nted out that Page 5(b) exenpts food coupons and stanps.
He cl ained that allowance woul d provide an exenption for the
| east fortunate Al askans by exenpting them from paying tax
on food.

Representative Croft acknow edged that those on welfare
woul d be exenpted, but enphasized that the working poor
woul d not be exenpted. He referenced the graph provided by
the Legislative Finance Division. [Copy on File].

Representative Davies reiterated that the enclosed | anguage
woul d i npact the working poor. The nature of the |anguage
i's aggressive to the poor people of the State.

Co-Chair Mulder clarified for the record that the sal es tax
collected for the State would be 3% not 5.6%

Representative Whitaker countered and asked what would
happen if the proposed sales tax were as high as the

House Fi nance Committee 8 03/ 25/ 02 9: 27 AM



proposed i ncone tax. He pointed out that the proposed sal es
tax was a lower rate. Wiile the percentage of inconme m ght
be higher, the dollars involved are sonmewhat m ninal.

Representative Hudson asked further clarification of what
"unprepared foods" are.

TAPE HFC 02 - 64, Side B

Representative Davies replied that mlk would be included in
t he exenpti on.

Vi ce- Chair Bunde spoke against the anmendnent. He stressed
how conplicated it would be for the sales clerks. He added
that all Alaskans need to have ownership of the State
governnment and that by paying taxes, it would then be fair.

Representative Croft stated that with a sales tax of 3% the
poor Al askans would be paying 2% of their incone and rich
Al askans woul d be paying less than 1% He referenced the
handout , Chart #2, which nore clearly defines the
di fferences. He stressed that the nunbers provided by the
Division of Legislative Finance indicates a definite
di sproportionate inpact on poor Al askans.

Representative Whitaker asked what that percentage neant.
He believed that the real nunbers indicate how nmuch the
wor ki ng poor would be charged with a State incone tax. He
stated that those in the upper incone brackets would be
payi ng nore. Represent ati ve Witaker noted that he quoted
from a statenent provided by the Departnent of Revenue.
[Copy on File]. He discredited the argunent that the
proposed tax was a regressive tax effort.

Co-Chair WIIlians requested that the discussion be kept to
t he amendnent .

Representative Davies advised that his “principle concern”
is regarding whether the proposed tax would be regressive.
The sales tax is disproportionate to those with |ess incone
as conpared to those with nore income. The proposed sales
tax has the property of taxing the people with relatively
| ess income, a higher percentage of their inconme. That, by
definition is regressive. He stressed that is the neaning

of “regressive’. He offered the anendnent because sal es tax
is regressive and it wll inpact people’'s ability to buy
f ood.

Representative Croft clainmed that the key point is that the
anendnent addresses the regressive nature of the proposed
tax and that unprepared food is the key point. He stressed
that the argunment proposed by Representative Witaker is
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wrong. The nunber he proposes to use, the sales tax would
rai se sonmewhere around $250 million dollars as conpared to
an income tax that would raise $360 mllion dollars. The
statistics do not tell an accurate story. Also, there is a
Depart nent of Revenue pr oposal , whi ch anal yzes it
differently, indicating that the nunbers cannot be conpar ed.
There is a hole, which needs to be filled, and the question
is about howto fill it nost fairly.

Aroll call vote was taken on the notion.

I N FAVOR: Croft, Davies, Harris, Hudson, Mbses
OPPCOSED: Foster, Lancaster, Whitaker, Bunde, WMl der,
WIIlians

The MOTI ON FAI LED (5-6).

Representative Croft MOVED to ADOPT Anmendnent 2, which would
add an exenption that would nmake the tax, a seasonal sales
tax. Vice-Chair Bunde OBJECTED.

Representative Croft explained that many Al askans have the
inpression that the fiscal gap could be solved with a
seasonal sales tax. He admtted that the seasonal sales tax
would nost likely not be able to fill the gap, but nore
inportantly, the seasonal nature of the tax does not have
all the consequences that people assune. He added that nmany
constituents have discussed the option as a possible renedy
to the State’ s dil emma.

Vi ce-Chair Bunde testified in opposition to the anendnent.
He stated that the anendnent perpetuates the notion that
soneone else can pay for the services of this State. He
clainmed that is a mythical concept.

Aroll call vote was taken on the notion.

I N FAVOR: Mbses, Croft, Ml der
OPPCOSED: Davi es, Foster, Harris, Hudson, Lancaster,
Whi t aker, Bunde, WIIians

The MOTI ON FAI LED (3-8).

Co-Chair Miulder MOVED to REPORT CS HB 303 (FIN) out of
Committee wth individual recomendations and wth the
acconpanying fiscal note. Representative Davies OBJECTED.

Representative Croft stated that the legislation would be
paired with a reduction to the permanent fund. He noted
that the proposed legislation is regressive and not fair.
The Committee has rejected anmendnents that would nake the
| egi sl ati on nore progressive. He added that it would pre-
enpt other communities that have a sales tax, and that would
provi de an additional burden. The legislation will hurt
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poor Al askans and Al askan communities that already have a
sal es tax.

Representative Davies echoed the comments made by
Representative Croft. He enphasized that the draw on the
permanent fund paired wth the legislation makes it
extrenely regressive. The revenue that would be generated
is too small and that nore revenue wll need to be
determ ned. He spoke in support of a broad-based tax.

Representative Whitaker comented that the two proposals
before the Cormittee are for either a 3% sales tax or a 4%
incone tax. He believed these were valid conparisons. The
| east fortunate Al askans will pay no tax on |ife essentials.

The nore wealthy Alaskans wll pay nine tines nore than the
| east fortunate. He agreed that it is not the perfect tax
because every person in the State will pay. The perfect tax

is the one where soneone el se pays. He stressed that the
| east fortunate will be protected and that the proposed
| egislation is “fair”.

Co-Chair Ml der spoke in favor of noving the bill from
Comm ttee. He added that the proposed |egislation would
work well with the permanent fund proposal. He clainmed that

his basic objection to having a permanent fund dividend and
an income tax would be that the dividend would then becone a
wel fare paynent. Wth inplenenting a sales tax provision

everyone pays. He clained that the nore a person nakes, the
nore they spend. The very nature of that denonstrates that
the wealthy will be paying nore.

Co- Chair Mul der comrented that the State would be surprised
at the amount received from the seasonal sales tax. He
thought that a sales tax could stand the "public nuster”.
He added that a sales tax has nore public support than an
i nconme tax.

Representati ve Lancast er supported t he coment s of
Represent ati ve Wit aker. He indicated his concern with the
exenption process. He noted that he would support the bil
so that the debate could occur on the House Fl oor.

Representative Davies rejected Co-Chair Milder’s statenent
that the dividend has becone a welfare paynent. He stressed
that the paynent of the dividend is related to an ownership
that Al askans have to the State s resources. Few Al askans
do much to deserve the dividend. He thought that it was
fair since all Alaskans own that resource that the dividend
is distributed equally.

He disagreed with comments nmade by Co-Chair Ml der that
there is nore acceptance for a sales tax versus an incone
t ax. He clarified that statenent entered into the category
of a “big lie” and that nost public’s communication to the
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| egislator’s office has proven that. Mre people have cone
to the conclusion that an incone tax would be a better way
to go for Al aska over a sales tax. The inpact of a sales
tax will be dramatic on the nunicipalities.

Vice-Chair Bunde noted that his constituents do not want
t axes, however, they would prefer a sales tax to an incone
t ax. He explained how the proposal would reduce the
di vidend; next year, the dividend would remain the sane and
then in the future, the dividend woul d change.

Co- Chair Ml der commented on the resale exenption and that
the intent of that exenption was not to hurt businesses
whi ch have *“value added” in the State of Al aska. The
conponents that go into a finished product would not be
t axed.

Representative Davies asked if that would include sales
outside the State of Al aska such as logs and fish.

Co- Chair Mul der understood that they woul d be taxed.

Representative Lancaster disagreed with Co-Chair Mil der. He
stated that neither woul d be taxed.

Representative Davies clarified that it is not a question of
whet her the retail occurs within the State.

Aroll call vote was taken on the notion.

I N FAVOR: Harris, Hudson, Lancaster, Whitaker, Bunde,
WIlians, Ml der
OPPCOSED: Foster, Davies, Mses, Croft

The MOTI ON PASSED (7-4).

CS HB 303 (FIN) was reported out of Commttee with a “do not
pass” recomendation and wth a new fiscal note by
Departnent of Revenue.

#HB304
HOUSE BILL NO 304

An Act relating to disposition of incone of the
permanent fund; and providing for an effective date.

Co-Chair Mul der MOVED to ADOPT the work draft, #22-LS1207\ B,
Cook, 3/ 25/ 02. Representative Davies OBJECTED for
di scussi on purposes.

Representative Davies inquired the changes nade to the work
draft.
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Co-Chair WIllianms outlined the changes that had been made to
the draft:

. Delay effective date for changing to POW
until June 29, 2003.
. Intend to transfer $300 mllion dollars from

the earnings reserve to the general fund in
2002 (for the FYO3 budget).

. Language referring to the dividend as being
$1540 this Cctober, since the State will be
| eaving the current fornmula in effect unti
next year. He enphasized that nothing would
change with this year’s dividend.

Representative Croft observed that the changes woul d del ay
it for a year and the 7% would then be in effect. He asked
if it would change the percent of distribution from 45% to
55% m x- gover nnent .

Co-Chair Mul der restated the MOTION to ADOPT the work draft
"B" as the working docunent before the Commttee. Co-Chair
Wl lianms OBJECTED.

Representative Lancaster observed that the rate of return
had been changed from 7.95% to 8.25% He noted information
|isted on the spreadsheets. [Copies on File].

D scussion followed anongst Conmttee nenbers regarding
i nformati on contained on the spreadsheet.

Co-Chair WIllians stated that the payout 7.65% would be
del ayed starting in FYO4.

Representative Davies commented on the delay and how that
woul d affect the Capital Budget Reserve (CBR). One of the
tests used was determ ni ng what would be left in the CBR and
what the inpact would be.

Representative Hudson commented that this is a work in
pr ogr ess. The Commttee had passed the sales tax, which
woul d generate $250 million dollars. Taking that into
consideration and the $300 mIlion proposed dollars fromthe
| egi slation, the State would be about $250 mllion dollars
short. He commented that with all the pieces of |egislation
passed, the State would be down to a $300 million dollar
draw rather than $750 million dollar draw.

Co-Chair WIllians WTHDREW his OBJECTION to adopting the

work draft. There being NO further OBJECTION, the work
draft was adopt ed.
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Representati ve Hudson MOVED to report CS HB 304 (FIN) out of
Committee wth individual recommendations and wth the
acconpanying fiscal note. Representative Croft OBJECTED.

Representative Croft indicated his concern that there is not
a spreadsheet available regarding how it would affect the
CBR and reiterated his concern with how the legislation wll
af fect poor Al askans.

Co-Chair WIllianms noted that the bill previously passed had
a pay out of 7.65% which was agreed to by the Permanent

Fund Cor porati on. He clained, with that amount, there is
enough remaining in the general fund to not have to deal
with taxes of any Kkind. He reiterated that he did not

support any taxation and believed that the proposed sol ution
woul d be appropriate.

Co-Chair WIllians stated that the manner in which the
original bill was witten, there was $258 nmillion dollars in
FYO5 to cover the capital projects. He added that those
projects would be cut back. The State should not be taxed
economcally when the State is depressed. He recommended
keeping the original nunbers. He clainmed that it is not
right to tax the people of the State when there exists a
di vi dend. Co-Chair WIIlians enphasized that Al aska is the

| argest, socialist State in the world. Al aska shoul d be
able to manage it finances. He urged that the bill not be
passed.

Co- Chair Mul der provided the idea of the legislation and the
spreadsheet. Wth CS HB 304 (FIN) and if HB 303 and HB 229
were to be put in place, the estinmated $300 nmillion from HB
304 and $150 nillion dollars additional tax revenues, the
net amount would total $450 mllion dollars. O fsetting
that is the fact that the oil revenue spring forecast for
FYO3, if spending is held in line, the oil market is now
heal thier, the State would be considering a draw estimate of
about $750 mllion dollars absent any new revenues. The
$750 million mnus the $450 mllion dollars woul d be about a
$300 million dollar draw from the CBR The bal ance in the
CBR woul d be in excess of $2 billion dollars.

Representative Davies clained that the only way that is a
"heal thy" outlook for the CBR is if people are willing to

consider that the State will not be able to do anything in
the future to address infrastructure concerns.

TAPE HFC 02 - 65, Side A

Representative Davies stated that is not a "rosy" picture
for the State of Al aska.
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Co-Chair Mulder stated that was only a “capsule” view of
where the State would be at the conclusion of FY03. There
wll be a 2% growh allotnent, and wth the percent of
mar ket value (POW) provisions related to permanent fund
earnings, as well as the additional revenue generated from
State tax dollars, those anpbunts would go a long way to
filling that gap.

Co-Chair Mil der asked if a spreadsheet would be needed to
nove the bill from Conmttee.

Representative Croft replied that it was not needed as he
assuned that there were enough votes to nove the bill from
Committee. He indicated for the record that he did not want
t he proposal to nove forward.

Representative \Witaker asked about the infrastructure
devel opnment in the capital budget.

Co-Chair Mul der responded that in relation to HB 304 and

because it has been delayed for a year, there will be no
effect on the upcom ng capital budget. He clained that in
the future, there would be a $250 nillion dollar stream
noving toward infrastructure devel opnent. He added that

there would be capital to provide nore than an adequate
stream for school construction, mai nt enance and road
construction.

Representative Whitaker asked if for FY03, the capital
budget woul d be sonewhere in the range of $100-$150 nillion
dol | ars.

Co-Chair WlIlliams noted that the capital budget would be
$114 mllion dollars, which would be rolled to $193 nmillion
dollars. He thought that it would be a 50/50 split.

Representative Witaker asked if it were a fair concl usion
that given the adoption of HB 304, there would be a
significant growh in the capital budget this year for the
State of Al aska.

Representative Davies asked if that growh woul d be general
fund dol | ars.

Aroll call vote was taken on the notion.

I N FAVOR: Foster, Harris, Hudson, Lancaster, Whitaker,
Bunde, Mul der
OPPCOSED: WIllians, Davies, Mses, Croft

The MOTI ON PASSED ( 6-4).
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CS HB 304 (FIN was reported out of Committee with a “do
pass” recomendati on and a new fiscal note by the Departnent
of Revenue.

#HB229
HOUSE BILL NO._ 229

An Act inposing a tax on enploynent; and providing for
an effective date.

Representative Croft noted the three anmendnents contained in

the nenber’s packets. He thought that it would nmake nore
sense to nove anendnment |abeled #3 first, as Anendnents 1
and 2 nmake technical changes to the incone tax. | f

Amendnent 3 passes, it would not nake sense to submt the
ot her two anendnents.

Co-Chair WIllians indicated that all the anmendnents shoul d
be discussed. He welconed the anendnents proposed by
Representative Croft.

Representative Croft MOVED and spoke to Amendnment #1, S22-
LS0842\O. 1, Kurtz, 3/25/02. He noted that his anendnent
woul d meke technical changes to the incone tax. Co- Chair
Wl lianms OBJECTED for the purpose of discussion.

Representative Croft explained that the anendnent would
provi de the necessary technical changes. He indicated that
he had worked with Larry Persily from the Departnent of
Revenue to hel p address those technical concerns.

Co-Chair WIIlianms W THDREW his OBJECTI ON. There being NO
OBJECTI ON, Anmendnent 1 was adopt ed.

Representative Croft MOWED to ADOPT Anendnent 2, #22-
LS0842\ O. 2, Kurtz, 3/25/02. Co-Chair WIIlianms OBJECTED.

Representative Croft explained that the anendnent would
remove the "trigger" provision. He stated that the clearer
t he | anguage, the better it will be.

Co- Chair Ml der voiced his OBJECTI O\ He stated that he
liked the trigger nechanism and that it would provide
Al askans sone | evel of assurance that if the State does not
need the nmoney, and if there is nore revenue from a higher
price of oil or nore production, then Al askans would not
need to be taxed.

Representative Lancaster asked if item #3 had been renoved.

Co-Chair Mil der responded that the 1% had been left in the
bill.
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Co- Chair Mul der spoke against renoving the trigger nechanism
in the bill. He believed that the State should have never
gotten rid of the tax so that the nechanics would be in
pl ace. He clainmed that was what the trigger nmechani smwould
do. He assuned that Al askans would be frustrated if that
did not occur. Co-Chair Mil der believed that there would be
a nove to repeal any incone tax.

Representative Croft W THDREW Anmendnent 2.

Represent ati ve Wi taker W THDREW Anmendnent 3.

Representati ve Hudson MOVED to report CS HB 229 (FIN) out of
Committee wth individual recommendations and wth the
acconpanyi ng fiscal note. Co-Chair WIIlianms OBJECTED.

Aroll call vote was taken on the notion.

I N FAVOR: Hudson, Lancaster, Mdses, Croft, Davies
OPPCOSED: Wi t aker, Bunde, Fost er, Harri s, Mul der ,
WIIlians

The MOTI ON FAI LED (5-6).

CS HB 229 (FIN) FAILED to nove out of Conmttee.
#

ADJ QURNVENT

The neeting was adjourned at 3:29 P.M
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