M NUTES
SENATE FI NANCE COW TTEE
May 01, 2002
9:49 AM

TAPES

SFC-02 # 83, Side A
SFC 02 # 83, Side B

CALL TO ORDER

Co-Chair Pete Kelly convened the neeting at approximately 9:49 AM
PRESENT

Senat or Pete Kelly, Co-Chair
Senat or Dave Donl ey, Co-Chair
Senator Jerry Ward, Vice Chair
Senator Gary W/ ken

Senat or Al an Aust er man

Senat or Lyman Hof f man

Senat or Donal d O son

Senator Loren Leman

Al so Attending: LADD E SHAW Special Assistant, Ofice of Veteran
Affairs, Departnment of Mlitary and Veterans Affairs; PAT
CAROTHERS, Chair, Al aska Veterans Advisory Council; NEIL SLOTN CK,
Deputy Conm ssioner, Departnent of Revenue; JOHN JENKS, Chi ef
I nvestnent Officer, Treasury Division, Departnment of Revenue; LI NDA
SYLVESTER, Staff to Representative Pete Kott; MARY MARSHBURN,
Director, Division of Mdtor Vehicles, Departnent of Adm nistration;

Attendi ng via Tel econference: Of-net: KEN SHERWOOD, Al aska M|
and Feed Conpany; DENNIS GREEN, Omer, Green and Son; ROBERT THOM
Budget Feed and Farm Store; HERB SI MON, ROBERT WELLS, Director,
Division of Agriculture, Departnment of Natural Resources; From
Delta Junction: PETER FELLMAN, Staff to Representative John Harris;
PHI L KASPARI Cooperative Extension Service, University of Al aska-
Fai r banks

SUMVARY | NFORVATI ON

SB 353- AGRI CULT. PROG COCRDI NATOR/ ANl VAL FEED

The Conmittee heard testinony from industry representatives, the
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Department of Natural Resources and the University of Al aska. An
anendnent was adopted and the bill was held in Conmttee.

SB  54- ALASKA VETERANS ADVI SORY COUNCI L

The Conmittee heard testinmony fromthe Departnment of Mlitary and
Veterans Affairs and the Al aska Veterans Advisory Council. Two
anendnents were adopted and the bill nmoved from Commttee.

SB 267- ALASKA VETERANS' MEM ENDOWVENT FUND

The Committee heard fromthe Departnment of MIlitary and Veterans
Affairs and the Departnent of Revenue. The bill was held in
Conmittee.

HB 344-1 NCREASE DRI VER S LI CENSE/ PERM T FEES

The Conmittee heard from the sponsor and the Departnent of
Adm nistration. The bill noved from Committee.

SB 311- STATE TRUST FUND MONI ES
This bill was schedul ed but not heard.
#SB353

CS FOR SENATE BILL NO. 353( RES)

"An Act relating to the labeling of animl and poultry feeds
and to the agriculture program coordi nator; and providing for
an effective date.™

This was the second hearing for this bill in the Senate Finance
Conmittee.

Senator Ward noted Senator O son's intent to change the funding
source for this legislation fromgeneral funds to receipt supported
services funds.

Senator A son informed he has spoken to industry representatives to
get their input on this bill, as the |legislation would inpact them

KEN SHERWOOD, Alaska MIIl and Feed Conpany, testified via
tel econference from off-net site that he does not oppose this
| egi sl ati on because the conpany conplies with the | abeling | ans of
the State of Washington. He expressed he would like the
requirenents to be identical to federal regulations. He was
concerned that the language in the bill is “vague”.

SFC- 02 (2) 05/ 01/ 02



DENNI S GREEN, Owner, Green and Son, testified via tel econference
froman off-net site in Delta Junction about the activities of the
conpany. He stated he would prefer the |egislation not be enacted
at this tinme, as it would place a “strain” on those affected. He
understood a statute would be necessary at sone point, but
requested a del ay.

ROBERT THOM Budget Feed and Farm Store, testified via
tel econference froman off-net site in Palnmer that the conpany has
been producing feed in Al aska for 25 years. He stressed the need to
regulate feed inported into the State. He spoke of chem cal
additives used to “boost” the protein content of feed, which A aska
manuf acturers are currently unable to produce but this |egislation
woul d al | ow.

Senator (O son asked for clarification of whether the previous
wi t ness favored or opposed the |egislation.

M. Thomindi cated he supports the |egislation.

HERB SIMON testified via teleconference from an off-net site in
Nel china that he has been nmanufacturing and selling feed for 25
years. He opposed the bill because it requires "nmanpower increases
in the overall State structure", which he asserted is
“dianmetrically opposed” to an appropriate |egislative nandate. He
was unfamliar with the organic farm ng and weed control portions
of the bill. He asserted the feed manufacturing industries would be
unable to conply with the new statutes because of a lack of
infrastructure and the tine involved to obtain |aboratory results
on the exact protein content. He continued that Al aska has been
known as a “dunping ground” for outdated feed products and he
surm sed the protein content listed on product |abels would be
considerably |ess because the protein Ilevel reduces quickly,
especially if the product is not properly stored. He opposed the
i nposition of mandated standards that are inpossible to achieve.

PETER FELLMAN, Staff to Representative John Harris, testified via
tel econference from Delta Junction that although Al aska has a
“truth in labeling" law, there is insufficient manpower in the
Division of Agriculture to enforce it. This Ilegislation, he
stressed, would provide staff to inplenment the existing law. He
informed of the I|aboratories available to perform nutrition
testing. He remarked if feed is properly stored as instructed on
t he package, the nutrition |evel should be maintai ned. He spoke to
the lack of labeling requirenents in Al aska that are present in
every other state. He surmsed that if a manufacturer is producing
nutritional feed, there should be no problemw th conmplying with
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these provisions. He asserted that those feeding pets and farm
animal s have a right to know that the feed purchased is nutritious.

Senator Lenman asked if the witness agreed with the fiscal note that
a full tinme position is necessary to inplenent this statute or
whet her the duties could be shared with existing staff or a part
time staff.

M. Fellman told of the three duties this |egislation wuuld create
and agreed that one full-tine position is unnecessary for each
duty. However, he noted the conbination of the duties woul d anount
to the necessity of a full-tinme position.

Senat or Leman asked if one person could be found who is qualified
to performall three duties.

M. Fellman replied this is possible and enphasi zed that successfu

performance of the duties would require good organization and
attention to detail. He qualified sonme training would be required
to educate the enpl oyee about testing feed sanples and to becone a
organic certifier. He infornmed this training is not difficult.

Co-Chair Kelly referred to Section 5 of the bill relating to civi
liability that increases the anmount of the fines |evied. He asked
the purpose of changing this provision from regulatory to
statutory.

M. Fellman was unprepared to respond to this issue and offered to
research the matter.

PHI L KASPARI Cooperative Extension Service, University of Al aska-
Fai rbanks, testified via teleconference fromDelta Junction that he
is avail abl e to address questions relating to noxi ous weeds.

Co-Chair Kelly suggested Senator Lenman and Senator O son work with
Senator Green on revising the fiscal note.

Senat or Leman expressed his intent to review the workl oad of the
proposed position, as it did not appear to require full tine
attention.

Co-Chair Kelly indicated hesitation to change the fiscal note
W thout input from the bill's sponsor, Senator Geen, who was
absent fromthis neeting due to illness.

Senat or Leman addressed the anendnent he had offered at the prior

hearing for this bill, which was adopted and which changed the
ef fective date of the new position. He pointed out the adoption of
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regul ati ons does not conformto this change and that a correction
IS necessary.

AT EASE 10: 12 AM/ 10: 14 AM

Amendment  #1: This anmendnent provides that Section 7 of this
commttee substitute, which stipulates that this | egislation does
not apply to nmeat, fish or poultry, take effect July 1, 2002. This
amendnent al so inserts a new Section 14 to provide that Section 8,
AS 03.60.006. Agriculture program coordinator, of the conmttee
substitute take effect January 1, 2003.

Senator Lenman noved to rescind action taken at the previous hearing
to adopt this anendnent.

There was no objection and the action adopting this anmendnent was
RESCI NDED.

Senator Leman offered a notion to withdraw this anendnent.
The amendnent was W THDRAVWN wi t hout obj ection

Amendnent #2: This amendnent inserts a new Section 14 to provide
that Section 1 and Section 8 of the commttee substitute take
effect January 1, 2003. Section 1 relates to AS 03.05.010(a)(7)
establishing requirenents for the labeling of aninmal an poultry
feeds, and Section 8 adds a new section to AS 03.60: AS 03. 60. 006.
Agricul ture program coordi nator

Senat or Leman announced he woul d NOT OFFER t his amendnent.

Amendrent #3: This anmendnent provides that Sections 1 and 8 take
effect January 1, 2003.

Senator Lenman noved for adoption.

The amendnent was ADOPTED wi t hout obj ecti on.

Senator Wl ken referenced page 1, line 12 of the bill and asked if
farmed shellfish would qualify as a raw or processed aquiculture
product under the organic «certification provision of this
| egi sl ati on.

M. Kaspari understood that aquatic products are not included in
the provisions of this legislation and deferred to M. Wlls for
confirmation.

ROBERT WELLS, Director, Division of Agriculture, Departnent of
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Nat ural Resources, testified via teleconference fromoff-net site
in Palnmer that the Departnment of Environnental Conservation has
responsibility over the inspection of neat and seafood products. He
stressed this legislation only addresses |and-based, terrestrial
products, i.e. vegetables, etc.

Co-Chair Kelly ordered the bill HELD in Commttee.
AT EASE 10:18 AM/ 10:18 AM
#SB54

SENATE BI LL NO. 54
"An Act establishing the Al aska Veterans Advisory Council; and
providing for an effective date."

This was the first hearing for this bill in the Senate Finance
Commi ttee.

LADDIE SHAW Special Assistant, Ofice of Veteran Affairs,
Department of MIlitary and Veterans Affairs, testified this bil
establishes in statute, the Al aska Veterans' Advisory Council. He
noted this organi zati on was created under Admnistrative O der #164
in 1996.

M. Shaw explained this organization assists the Departnent in
identifying the needs and concerns of veterans in the State of
Al aska, their dependants and survivors, as well as identifying
met hods to better address those needs. He detailed the Council's
duties including making recomendations concerning veterans

priority service, needs, devel oping public and private partnerships
to nmeet those needs and providing coordination and infornmation
regardi ng veterans' benefits and services in the State.

M. Shaw stated that the Council consists of 20 nmenbers appointed
by the governor. He |isted that one or nore nenbers are affiliated
with a veterans' organization; one or nore nenbers represent a
St ate agency that nanages prograns affecting veterans; and one or
nore nmenbers of the general public "famliar wth veterans

i ssues". He enphasized that nenbers serve w thout conpensation
beyond per diem and travel expenses.

PAT CAROTHERS, Chair, Alaska Veterans Advisory Council, and
Li eut enant Col onel, US Marine Corps, Retired, testified in support
of establishing the Council in statue. He cautioned that a future

governor could "abolish”" this Council and that the efforts of the
past seven years undertaken on behal f of Al aska's veterans woul d be
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"just about down the tube" wth the exception of |egislation
al ready adopt ed.

Lt. Col. Carothers renmarked the Council operates on a statew de
basis and he described the process whereby "problens within the
veterans' community" are brought before service officers of the
veterans' organi zations and handled on an individual basis. He
noted the Council has representation in each veteran organi zation
and that each veteran organization has representation on the
Council. Therefore, he infornmed that many issues are presented to
the Council, and if it is determned that a problem affects nore
than the individual, the Council addresses the matter. He expl ai ned
the Council mnmekes recommendations and pointed out that nost of
t hese reconmendati ons have been inplenented by the appropriate
State agencies. He characterized this process as the Council
serving as "the eyes and ears of the Adm nistration” as well as the
Legi sl ature.

Lt. Col. Carothers asserted the $3,500 cost of this legislation is
mninmal. He informed that the Council holds three neetings
annual I y: one each in Anchorage and Juneau, plus one tel econference
nmeet i ng.

Lt. Col. Carothers stressed the inportance of an entity to
coordi nate veteran service organi zations to receive suggestions for
i nprovenent. He remarked, "A healthy veteran community is a good
asset for any legislator to have in his constituency."”

Lt. Col. Carothers stressed that the nmenbers of the Council would
be “very very disappointed” if this bill did not pass and the
Council were elimnated. He stated the Council is bi-partisan

assuring that he is "not in the Admnistration's club"” and that he
serves the veterans of Al aska, as do the other Council nenbers.

Senator WIken was concerned with the assertion that the new
governor would choose to elimnate the Council as it has been in
pl ace since 1996. He asked why the witness surmsed this would
occur.

Lt. Col. Carothers informed that Governor Wally Hickel had
abol i shed the Council when he took office.

Senator W1l ken commented that a 20-nenber Council appears |arge,
al t hough he did not object if the Council is able to operate with a
budget of $3,500. He commented that the Council could reduce its
menbership to ten seats and hold nore efficient neetings nore
frequently.

SFC- 02 (7) 05/ 01/ 02



Co-Chair Kelly suggested that the governor should appoint ten
menbers with the remai ning ten appointed by the | egislature.

Senator d son commended Lt. Col. Carothers and ot her nenbers of the
Council for their involvenent. He wanted to know the nunber of
veterans in Al aska.

Lt. Col. Carothers replied that 68,000 veterans reside in Al aska,
which is nore per capita than in any other state.

Senator O son asked the geographical distribution of veterans in
the State.

M. Shaw answered that approxi mately 43 percent of the veterans in
Al aska reside in Anchorage and the Mit-Su Valley; the second
| argest concentration is in Fairbanks, with the remaining 25 to 27
percent living el sewhere in the State.

Senator O son commented, "It sounds |like a very good bill M.
Chai rman. "

Co-Chair Kelly asked if the witnesses would object to anmending the
| egislation to provide that five Council nenbers are appoi nted by
the President of the Senate, five by the Speaker of the House and
ten by the governor.

Amendnent #1: This conceptual anmendnent provides that appoi nt nent
of the 20 Council nenbers shall be determined by the follow ng
entities: governor, ten seats; Senate |eadership, five seats; House
of Representatives |eadership, five seats. This anendnent also
provides this change takes effect as the Council nenbers' current
ternms expire.

Senat or Leman noved for adoption.

Senator Ward clarified this would not inpact current Counci
menber shi ps.

The amendnent was ADOPTED wi t hout obj ecti on.

Senat or Hof f man asked the percentage of rural nenbers serving on
t he Council.

M. Carothers responded that approxinmately one-third of the
menbership reside in Bethel, and other small comrunities.

Co-Chair Kelly thanked the w tnesses and those mnenbers of the
public for their service in conbat.
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Senat or Hof f man asked how t he appoi nt nent of the Council positions
woul d be rot at ed.

Co-Chair Kelly suggested the next vacancy could be filled by an
appoi ntee of the governor, the second vacancy by the Senate and the
third vacancy by the House of Representatives, wth the process
repeating in this manner for subsequent vacanci es.

Senat or Leman agreed to this process.

M. Shaw stated this nmethod is possible. He pointed out that
currently appointnments are made based on the recomendati ons of
| ocal veterans organizations. He assuned this process could
continue regardl ess of the appointing authority.

Co-Chair Kelly surm sed that the rotation of appointing authority
woul d assure fair consideration of the veteran organizations'
reconmendat i ons.

Co-Chair Kelly suggested the anendnent should be conceptual to
allow the drafter to conform the |anguage to the intent of the
Commi ttee.

Amendnent #2: This conceptual amendnent provides that the first
vacant seat would be filled by appointnent of the governor, the
second vacant seat would be filled by appointnment of the Senate
| eadership, the third vacant seat would be filled by appoi nt nent of
t he House of Representatives | eadership, and subsequent vacancies
woul d be filled in this rotating order.

Senat or Leman noved for adoption of this conceptual anendnent to
accommodate the Commttee's intent to provide fair distribution of
Counci | rnenber shi p.

There was no objection and the anendnment was ADOPTED.

Senator Ward offered a notion to "nove Senate Bill nunber 54
anmended out of Committee with individual reconmendations and the
acconpanyi ng note."

Wt hout objection, CS SB 54 (FIN) with acconpanyi ng $3,500 fi scal
note #2 fromthe Departnent of Mlitary and Veterans Affairs dated
2/ 9/ 02, MOVED from Conmmittee.

#SB267

SENATE BI LL NO. 267
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"An Act establishing the Al aska veterans' nenorial endownrent
fund and providing for credits against certain taxes for
contributions to that fund; relating to other tax credits for
certain contributions; and providing for an effective date."

This was the first hearing for this bill in the Senate Finance
Conmittee.

LADDIE SHAW Special Assistant, Ofice of Veteran Affairs,
Departnent of Mlitary and Veterans Affairs read a statenent into
the record as foll ows.

SB 267 sets up an endowrent fund to support the mnaintenance of
exi sting and construction of new nenorials, to Al aska veterans
and the mlitary. Today Al aska has over 70 nenorials to our
veterans. These tributes range fromsnall plaques to nenorials
| i ke Byers Lake. Funds to maintain these existing nmenorials
are few.

The bill before the Commttee would allow the Departnent of
Revenue to accept donations from the private sector of
| egi sl ative appropriations, to invest the funds to earn a real
rate of return of at least 5% and identify anmounts avail abl e
for appropriation each year.

The Departnment of Mlitary and Veterans Affairs, with the
assi stance of appropriate veterans' organi zations woul d grant
the appropriated funds to organizations that would nmaintain
the nmonuments or nenorials. If funds were available, new
menorial s or nmonunents coul d be constructed. Regul ati ons woul d
be pronul gated to describe this process.

In addition, the bill allows a tax credit to taxpayers that
choose to donate noney to the endownent fund. Credits woul d be
limted to 50% of the first $100,000 and 100% of the second
$100, 000. The tax credit mrrors the structure of the existing
education tax credit. A taxpayer's total credit under both of
these credits would be limted to $150, 000.

By providing a nechanism to take care of the existing
veterans' nenorials in Alaska and to building additional in
the future, this bill recognizes the contribution that
veterans and the mlitary have made to our state.

Co-Chair Kelly referenced | anguage in Sec. 4 on page 3, lines 21
t hrough 25, which reads as foll ows.
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Article 8. Al aska Veterans' Menorial Endowrent Fund.

Sec. 37.14.730. Use of the fund. (a) As soon as
practicable after July 1 of each year, the commi ssioner of
revenue shall determ ne the average nonth-end market val ue of
the fund for the inmediately preceding three fiscal years. The
conmm ssioner shall identify five percent of that amount as
avai lable for appropriation by the l|egislature for uses
described in (b) of this section...

Co-Chair Kelly asked if this would essentially create a "sinking
fund" in the event of a period of poor earnings on the investnent,
noting the requirenent that five-percent nust be appropri ated.

SFC 02 # 83, Side B 10:38 AM

NEI L SLOTNI CK, Deputy Comm ssioner, Departnent of Revenue, deferred
to M. Jenks to explain how this would be avoi ded.

JOHN JENKS, Chief Investnment O ficer, Treasury D vision, Departnent
of Revenue, assured that the "investnent features" of this
endownent are designed to ensure a "stable payout” over tineg,
despite fund performance. He noted the amount available for
appropriation is limted even in those years in which the fund
earnings are high. He furthered that this legislation also directs
t he Departnent of Revenue to nmanage the endownent in a nmanner that
provides a five-percent "real or inflation-adjusted return over
tinme."

Co-Chair Kelly posed a scenario whereby earnings in the first two
years of the fund' s existence are less than five percent and
surm sed that the corpus of the fund would inmrediately "erode"
under the provisions of this |egislation.

M. Jenks agreed the value of the fund woul d decline.

Co-Chair Kelly suggested anmending the bill to stipulate that an
appropriation would not be nmade using funds from this endowrent
before a year in which the endowrent has realized a five-percent
rate of return.

M. Jenks replied that such a provision is possible, but cautioned
it would defeat the purpose of establishing a |ink between the
l ong-terminvestnent policy i.e., the |long-term expected earnings,
and the payout of the fund. He acknow edged the corpus of the
endownent coul d be reduced in the first two years, but assured that
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| ong-term performance is the higher priority.

Co-Chair Kelly qualified his expertise on the matter is limted,
but wanted to ensure that the principal of the endowrent woul d not
be conpromsed. He informed this has occurred wth other
endowrent s.

M. Jenks reiterated that such action would be inconsistent with
t he i ntended managenent of the fund.

M. Slotnick clarified that the |language in the bill stipulates
that the funds would be identified and mnmade available for
appropriation. However, he stressed the | anguage does not require
that an appropriation actually be nade. He foresaw t he Depart nent
i ssuing an annual report on the condition of the fund, and the
| egi sl ature maki ng the determ nation as to whether an appropriation
IS appropriate in a given year.

Co-Chair Kelly indicated this is satisfactory.

Senat or WAard agreed.

Senator W/l ken referenced Sections 1, 2 and 3 of the bill and asked
if the tax credits proposed in this |legislation are conparable to

donations nmade to the University of Al aska.

M. Slotnick affirmed this legislation is nodeled after the
Uni versity of Al aska endownent program

Co-Chair Kelly noted the presence of students from Floyd Dryden
M ddl e School in Juneau who were attending the neeting as part of
the Cose Up Program He directed themto introduce thensel ves.

Senat or W1l ken asked about other tax credit prograns.

M. Slotnick responded two prograns are in existence, both relating
to the University of Al aska and postsecondary educati on.

Senator Wl ken noted this legislation would establish a third tax
credit program

Co-Chair Kelly directed attention to nmultiple statutory references
in the bill relating to "credits taken during the taxpayer's tax
year". He asked for el aboration.

M. Slotnick noted the "seven different tax types" for which a

contribution <credit would be eligible, pointing out that
"overl apping" credits is disallowed. He exanpled an oil and gas
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conpany providing a contribution and explained the credit could be
t aken agai nst the conpany's oil and gas property tax, oil and gas
severance tax, or oil and gas corporate incone tax in an anmount not
to exceed the maxinmum allowed $150,000. He listed fisheries
busi ness tax, fisheries |landing tax, |icense tax, insurance prem um
tax, and the three aforenentioned oil and gas taxes as the seven
tax types. He qualified that other tax types are ineligible for
this tax credit programincluding notor fuel tax and tobacco tax.

Co- Chair Donl ey questioned the 100 percent tax credit allowed for
t he second $100, 000 contribution and asked who nade the decision to
i ncl ude this provision.

M. Slotnick answered this legislation was drafted to nodel the
University of Al aska endowrent tax credit program

Co-Chair Donley wanted to know the "human being" who made the
public policy decision to provide the 100 percent tax credit.

M. Slotnick was unaware of who made the decision. He enphasized
the intent is to provide an incentive for a second $100, 000
contri bution.

Co-Chair Donley pointed out this would result in a "100 percent
| oss to the treasury” of those funds.

M. Slotnick explained the rational that the fist $100,000
contribution is only available for 50 percent tax credit.

Co-Chair Donley recalled the extensive debate on this issue at the
time the University of A aska endowrent program was established. He
expressed he did not support this structure in the University of
Al aska endowrent program and does not support it as proposed for
the veterans' nenorial fund. He stated this nethod does not benefit
the State's treasury and predicted that rather than the governnent
determ ning the best use of funds, conpani es woul d make donati ons
inlieu of paying taxes.

Co-Chair Donley disagreed with using the University of Al aska
endownent program as a nodel for this legislation. He cautioned
against “just blindly be copying mstakes of the past” wthout
debating the issue.

Senat or W1 ken suggested the fiscal note nust be corrected, as it
does not reflect the subsequent reduction of the credited donations
fromthe general fund.

Senat or Ward requested the Departnment of MIlitary and Veterans

SFC- 02 (13) 05/ 01/ 02



Affairs speak to the 100 percent tax credit for the second $100, 000
contri bution.

M. Shaw qualified his limted understanding of the tax credit
system He predicted that actual donation anpunts would be | ess
than $100,000, citing information indicating actual donations
average |less than $5,000. He stated this legislation includes a
$125,000 legislative appropriation to match the $125,000 the
Departnent has already coll ected.

Co-Chair Kelly ordered the bill HELD in Commttee.
#HB344

CS FOR HOUSE BILL NO. 344(STA)

"An Act increasing fees for driver's |icenses, instruction
permts, and identification cards; and providing for an
effective date.”

This was the first hearing for this bill in the Senate Finance
Conmittee.

LI NDA SYLVESTER, Staff to Representative Pete Kott, Chair of the
House Rules Conmittee, testified this bill was introduced at the
request of the Division of Mtor Vehicles. She informed this
| egi sl ati on would increase fees for noncommercial driver |icenses
from$15 to $20, and learner's pernits by $10, as well as increase
the fees for identification cards. She stated the bill would al so
enabl e the Division of Motor Vehicles to inplenent a conversion to
a digital license system noting the Division requests $500,000 to
inplenent the |IT conmponent to support the digital system She
assured this appropriation would be offset by fee increases, which
woul d generate between $750, 000 and $900, 000 per year.

Ms. Sylvester pointed out an inaccuracy in Section 1(a) on page 1,
lines 11 and 12, which reads as foll ows.

(3) Alaska is one of four remaining states that has
yet to convert from 1950s era technology to digital driver
| i censes and personal identification cards.

Ms. Sylvester informed that since this bill was introduced, the
other three states have nade the conversion and Al aska renai ns the
only state still operating with the outdated technol ogy.

Ms. Sylvester stressed that the current Pol aroid system which has
remai ned virtually unchanged since 1954, operates nmanually and is
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"uni quely susceptible"” to fraud. She assured that by updating the
technol ogy, the integrity of the nation's personal identification
system would be inproved. She spoke of discussions occurring
following the terrorismincidents of Septenber 11, 2001, regarding
the security of the identification system She stated that these
di scussions have resulted in an enphasis in strengthening the
states' systens. She enphasized that states have a responsibility
for the integrity of identification systens.

Ms. Sylvester stressed that obtaining a driver license signifies
nore than passage of a driving exam nation, given the reliance on
these docunents for identification for security and financial
reasons. She characterized Alaska's driver i censes and
identification chards as "breeder docunents”, explaining that once
in hand, airline tickets, passports, checking accounts, firearm
permts, credit cards, etc., could be parlayed. She remarked that
driver licenses are a key conponent of the theft identity
"“phenonenon, " which resulted in a loss of $7 billion the previous
year. She furthered that fraudul ent manufacturing and use of Al aska
identification cards for certain purchases by underage users is
anot her probl em

Ms. Sylvester detailed the sinple way to obtain a duplicate or
fraudulent driver |icense, and shared anecdotal stories. This
i ncluded a college student with an enlarged "picture"” of a driver
license in which a person could pose for a photograph standing in
front of a yellow curtain covering the photo section of the driver
i cense; the photograph of the person and the picture of the
| icense would then be | am nated, thus producing a realistic, but
fraudul ent driver license.

Ms. Sylvester also spoke to difficulties of Al aska residents in
utilizing their Alaska identification while traveling outside the
State, explaining that the identification is sonetines not accepted
because it "looks too hokey." She furthered that the Division is
unabl e to issue replacenent photo driver |icenses to Alaskans in
the event their identification is lost or stolen during travel
because the Division does not maintain photographs. She qualified
that identification that does not include a photo is avail able,
however, airline security and other venues often require photo
i dentification.

Ms. Sylvester noted that the State's current identification system
relies on Polaroid for equi pnent and supplies and informed that the
conpany filed for Chapter 11 bankruptcy protection in Cctober 2001
and that Chapter 7 bankruptcy protection is likely to follow She
stated that the conpany's identification systemhas since been sold
to a conpany that serves 37 other states with identification
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systens. She stated that replacenent caneras for the current system
are no |longer available and that filmwould be unavail able at the
end of the cal endar year as well.

Senator Ward asked if any states currently wutilize private
contractors to fully operate their driver | icense and
identification prograns using privately owned equi pnent.

MARY MARSHBURN, Director, D vision of Mdtor Vehicles, Departnent of
Adm ni stration was unaware of any states that contract for these
services. She told of "turnkey" systens avail abl e, but enphasized
these are primarily used for private security systens.

Senator Ward understood the state of Vernont mght utilize a
private contractor.

Ms. Marshburn was unsure.

Senator Ward wanted to research the matter of operations in Vernont
before nmaking a decision to support this |egislation.

Senat or Hof frman asked if the Division could acquire and install the
new equi pnent to be operational by the July 1, 2002 effective date
of this bill

Ms. Marshburn answered no, and expl ained the effective date applies
to the date the fees would be increased fees to garner the
necessary funding to begin process to begin the conversion process
to a digital system She infornmed 18 nonths would be required
before the new systemis operational.

Senat or Hof f man asked if |icenses would continue to be valid unti
the printed expiration date.

Ms. Marshburn affirned. She anticipated that nany people woul d
choose to renew before the expiration date given the greater
protection against fraud.

Senator Hoffrman asked if an additional fee would be inposed for
early renewal

Ms. Marshburn replied that the current fee for obtaining a
duplicate of an unexpired |icense would be | evied.

Senat or d son asked that anopunt.

Ms. Marshburn answered $10.
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Ms. Marshburn then explained the current Polaroid system which is
somewhat difficult to alter or replicate, although significantly
easier than a digital system She pointed out for Senator Leman’s
benefit that engineering students tend to be the nost inspired to
attenpt to alter or create fraudulent identification.

Ms. Marshburn described the digital |icense technol ogy that would
be used for production of licenses and identification as well as
for data storage. She infornmed the new | icenses and identifications
woul d not require subtraction of birth dates fromthe current year
to determne the age of the holder. She furthered that |icenses for
hol ders under the age of 21 would be oriented horizontally rather
than vertically to allow for ready recognition

Senator O son asked about the process to obtain a duplicate driver
license if the original is lost while traveling out of State.

Ms. Marshburn responded it is not possible to produce a duplicate
license if the holder is not present. She detailed the current
system of two photographs taken, with one placed on the face of the
license or identification and the other forwarded to the Depart nent
of Public Safety. She stated that in the event of a lost or stolen
| icense, the Division could research the driving history of the
hol der and verify that a valid driver |icense does exist for that
hol der then fax that information to the hol der. However, she noted
this does not verify that the holder of this docunent is the person
cl ai mred, as no photograph is included.

Senator Hoffman asked if it is possible to hold two |icenses. He
was told that possessing nore than one is punishable with a $25, 000
fine.

Ms. Marshburn was unaware of the fine system She shared that she
obtained a State of Al aska identification card to utilize while
traveling. She therefore is less likely to | ose her driver |icense.

Senat or Hof f man conment ed that $25,000 was a | arge anmount for such
an of f ense.

Senat or Leman supported the conversion to digital |icenses. He was
concerned about the ease of altering current |icenses. He was al so
concerned about the cost involved with such a conversion. However,
he agreed the fundi ng nechani sm proposed in this legislation is
accept abl e.

Senator Leman noted the Division had indicated to hima request to
anend | anguage contained in the intent section of the bill
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Ms. Marshburn remarked that the change should not be nade.

Senator Leman "noved to report commttee substitution House Bil
344 from Conmittee wth individual recomendations and the
acconpanying fiscal notes.”

Co- Chair Donley requested a "definitive witten answer" to Senator
Hof f man' s question about the possession of nore than one driver
| i cense.

Wthout objection CS HB 344 (STA) MOVED from Commttee wth
acconpanyi ng $500,000 fiscal note #1 from the Departnent of
Adm ni stration, dated 2/20/02.

#
ADJ QURNIVENT

Co-Chair Pete Kelly adjourned the neeting at 11:14 AM
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