HOUSE FI NANCE COWM TTEE
February 25, 2004
1:.45 P. M

TAPE HFC 04 — 30, Side A
TAPE HFC 04 - 30, Side B

CALL TO ORDER

Co-Chair WIllianms called the House Finance Commttee neeting
to order at 1:45 P. M

VEMBERS PRESENT

Representative John Harris, Co-Chair
Representative Bill WIlIlianms, Co-Chair
Representative Kevin Meyer, Vice-Chair
Representative Eric Croft

Representati ve Hugh Fate
Representative Ri chard Foster
Representative M ke Hawker

Represent ati ve Reggi e Joul e
Representative Carl Mses
Representative Bill Stoltze

VEMBERS ABSENT

Representative M ke Chenaul t

ALSO PRESENT

Representati ve Pet e Kot t, Speaker of t he House;
Representative Harry Crawford; Sue Stancliff, Staff to
Representati ve Pet e Kot t; Tom  Wight, St af f to
Representative Bill WIIlianms; Mchael Barnhill, Assistant
At t or ney Gener al , Commerci al / Fai r Busi ness Secti on,
Departnent  of Law; Darwi n Bi wer, Cabar et Hot el and
Restaurant Retailers; Mke Barnhill, Assistant Attorney
General, Commercial/Fair Business Section, Departnent of
Law.

PRESENT VI A TELECONFERENCE

G eg Peterson, Allied Charities, Ketchikan; Larry Myers,
Deputy Director, Tax Division, Departnent of Revenue; Dave
Lanbert, Fairbanks; Greg Petersen, Allied Charities;

Dal e Fox, Executive Director, Cabaret Hotel and Restaurant
Retailers (CHARR); Gary Superman, (CHARR), N kiski; Ed
Moegl ei n, Al aska Nonprofit Charitable Organization (ANCO,
Sol dotna; George Wight, Volunteer ANB on Legislative
Comm ttee.

SUMVARY
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HIR 20 Proposi ng anendnents to the Constitution of the
State of Alaska repealing the prohibition on
dedi cat ed funds.

CS HIR 20(JUD) was REPORTED out of Conmittee with
one fiscal note and individual recommendati ons.

HB 503 An Act relating to the tobacco product Master
Settl enment Agr eenent ; and providing for an
effective date.

HB 503 was REPORTED out of Commttee with a "do
pass" recommendation and with a zero fiscal note.

HB 509 An Act relating to establishing the Al aska Gam ng
Comm ssi on.

HB 509 was heard and HELD in Commttee for further
consi der ati on.

HB 375 An Act maki ng appropriations for the operating and
| oan program expenses of state governnent, for
certain prograns, and to capitalize funds; making
appropriations under art. I X, sec. 17(c),
Constitution of the State of Al aska; and providing
for an effective date.

HB 375 was heard and HELD in Commttee for further
consi derati on.

HB 377 An Act maki ng appropriations for the operating and
capital expenses  of the state's integrated
conprehensi ve nental health program and providing
for an effective date.

HB 377 was heard and HELD in Commttee for further
consi derati on.

#HIR20
HOUSE JO NT RESOLUTI ON NO. 20

Proposi ng anendnents to the Constitution of the
State of Alaska repealing the prohibition on
dedi cat ed funds.

Co-Chair Harris MWED to report CS HIR 20(JUD) out of
Commttee wth the acconpanying fiscal note and wth
i ndi vi dual recommendati ons.

Representative Fate OBJECTED to state that there were
questions raised that had not been answered in the
commttee. He expected that his questions would be answered
during the House floor debate, but said he would have
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preferred the commttee forum for further discussion of the
neasure. Representative Fate W THDREW hi s OBJECTI ON

There bei ng NO OBJECTION, CS HIR 20(JUD) was REPORTED out of
Commttee wth the acconpanying fiscal note and wth
i ndi vi dual recommendati ons.

#HB509
HOUSE BI LL NO. 509

An Act relating to establishing the Al aska Gam ng
Comm ssi on.

Co-Chair Harris MOVED to ADOPT the Wrk Draft for HB 509,
23-LS1768\ S.

SUE STANCLI FF, STAFF TO REPRESENTATI VE PETE KOTT, expl ained
that HB 509 establishes the Alaska Gam ng Comm ssion. It is
intended to establish regulatory oversight of all fornms of
gamng in Alaska, including current forns and future forns
that may be authorized by the I|egislature under AS 05.15.
Gam ng currently includes bingo, lotteries, raffles, pull-
tabs, pull-tab gam ng, and fishing derbies. The oversight
presently rests in the Tax D vision of the Departnent of
Revenue.

The bill includes protections for |legalized gam ng. M.
Stancliff discussed the bill’s provisions relating to the
conmi ssi on. She explained that the comm ssion may not

adm ni ster charitable gam ng or any other gam ng unless the
activity 1is authorized and enacted into law by the
| egi sl ature.

Ms. Stancliff explained the changes in the work draft
Version S fromthe Labor & Conmerce Conmittee Substitute.
Version S renoves the requirenent that two nenbers of the
comm ssion are involved in charitable gamng and hold
permts under AS 05. 15.

The Labor & Commerce CS changed the structure of the
comm ssion by reducing the nunber from 4 to 3 of the 7
menbers with the sanme political affiliation, nonaffiliation,
or party. Version S renoved “nonaffiliation” [page 2, |ine
12]. Version S retains the appointnent of one nenber from
each of the four judicial districts. One nenber nust have
| aw enforcenent experience and one nust be a certified
public accountant in Version S.

Co-Chair Harris asked for clarification of the nenbership
requirenent. M. Stancliff was not able to answer how
“experience in l|law enforcenent,” was interpreted by the
drafter.
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In response to a question by Co-Chair Harris, M. Stancliff
expl ained the nenbership could include, for exanple, one
menber who is nonpartisan, undeclared, Libertarian or
Republ i can Moder at e.

Ms. Stancliff stated that the staggering of ternms isn't
defined in the bill because it is defined in AS 39.05. 055,
Subsection 5.

Ms. Stancliff continued discussing changes in Version S. On
page 4, lines 16-17, the |anguage enphasizes that any new
gam ng nmust be authorized by the |egislature.

Ms. Stancliff noted a change to the original bill prior to
its hearing in House Labor & Commerce. Language on Page 7,
line 4 was renoved that stated an officer or enployee of the
O fice of the Governor could not purchase a gam ng product,
receive a gamng prize or participate in a gamng activity.

Ms. Stancliff referred to Anendnment 1, which reads:
Page 4, line 31:

Del ete “and ot her enpl oyees of the conm ssion are”
I nsert “is”

Page 8, line 25,through page 9, line 4:
Delete all material and insert:
“*Sec. 7. AS 39.25.110 is anended by adding a new
paragraph to read:
(40) the executive director of the
Al aska Gam ng Conmm ssion.”

Ms. Stancliff explained that the first change woul d nove the
charitabl e gam ng adm ni strative enpl oyees in the Departnent
of Revenue over to the Comm ssion. The seven positions are
state enployees w thout exenpt status. The sponsor was
asked to renove the |language from statute and retain the
status of those enployees, nmaking only the director’s an
exenpt position. She cited a nunber of conmm ssions with
exenpt enpl oyees.

Co-Chair Harris MOVED to ADOPT Anendnent 1.
Representative Croft OBJECTED for purposes of discussion,
asking for clarification of the first change on page 4, line

31. Ms. Stancliff explained it’s a technical change.
Representative Croft W THDREW hi s OBJECTI ON

There bei ng NO OBJECTI ON, Amendnent 1 was adopt ed.
In response to a question by Representative Meyer, M.

Stancliff explained that the correct fiscal note version is
a net zero. The first fiscal note was indeterm nate, but
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the fiscal note dated 2/24/04 nore accurately reflects the
costs. The conm ssioners are not paid but their travel and
per di em expenses are estimted, as well as expenses rel ated
to the director, at $616 thousand under Personal Services.

Vi ce-Chair Meyer questioned the creation of a new
comm ssion. Ms. Stancliff explained that charitable gam ng
has grown since 1996 when the division was transferred to
the Departnent of Revenue. This legislation |ooks ahead at
needed regul ati on of expanded gam ng activities.

Vi ce-Chair Meyer asked about current gamng. M. Stancliff
noted that 23 pieces of legislation affecting charitable
gam ng have passed since the Eighteenth Legi sl ature.

In response to a question by Vice-Chair Meyer, M. Stancliff
affirmed that DOR would nove to the new commi ssion, wth
zero cost.

Vice-Chair Myer asked the pay range of the executive
director. Ms. Stancliff could not answer specifically, but
indicated that it would be in line with salaries of other
conmi ssion directors.

In response to a question by Representative Stoltze M.
Stancliff advised that generating revenues is not a mgjor
responsibility of the commssion, but it would analyze
gamng in other states and nmeke recommendations relating to
new revenue sour ces.

Representative Stoltze asked the paraneters of nulti-state
gam ng on page 4, line 12 of the bill. M. Stancliff stated
that nulti-state gaming would only occur if authorized by
the | egislature.

Representative Stoltze asked if the |anguage under Gam ng
Activities on page 6 would authorize on-line gam ng. Ms.
Stancliff answered that it’s one of the sections the sponsor
changed because the Labor & Commerce version contained
anbi guous | anguage. The |anguage, “in the state,” nade it
unclear if gam ng could be done on-line. The new | anguage
addresses on-line gam ng, which is not authorized.

In response to a question by Representative Stoltze, M.
Stancliff affirnmed that the new | anguage on page 2, |ine 3,
prohibits persons with a liquor |license, including bar-
owners, fromparticipating in gam ng.

Co-Chair Harris asked how many other states have |egalized
gamng for profit. Ms. Stancliff responded 47, excluding
Ut ah, Hawaii, and Al aska.

Co-Chair Harris asked if this legislation is nodeled after
that of other states. Ms. Stancliff affirmed, the bill is
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nodel ed after 1daho and Col orado gam ng statutes, which are
nore in line with Alaska’'s direction, and these states have
rectified their m st akes.

Co-Chair Harris asked if the conm ssion would be allowed to
i npose taxation levels on gam ng. Ms. Stancliff replied
that the legislature would have to authorize taxation, but
the comm ssion may reconmend it.

Co-Chair Harris questioned if the legislature authorizes

full casino ganbling, would the commssion or the
| egi sl ature recomend and set taxation |levels. Ms. Stancliff
replied that this bill would give the comm ssion authority

to do what is needed to regulate gam ng, but taxation would
be addressed separately.

Through discussion, Representative Hawker noted that his
question about enforcenent is answered on page 3, |line 25,
whi ch states that the authority of the comm ssioner is to
enforce the charitable gam ng | aws.

Representative Fate asked if the “Statenent of (Odds” on page
7 is “boilerplate” |anguage taken from other statutes. Ms.
Stancliff affirmed. She pointed out that nothing is
aut hori zed under AS 05. 18. 350.

Co-Chair Harris asked if the fiscal note dated 2/23/04
showi ng $548 thousand from program receipts is derived from
operators of charitable gamng. Ms. Stancliff affirmed, and
di scussed the shift from the Departnment of Revenue,
commrenting that $616 thousand reflects the departnment’s
personal services.

GREG PETERSON, ALLIED CHARI TI ES, KETCH KAN, VIA
TELECONFERENCE, expressed that the current | aws are working
fine and he feels that the intent of this bill is only to

i ntroduce video poker nachines.

DAVE LAMBERT, VIA TELECONFERENCE, FAI RBANKS, expressed
concern over the change in comm ssion nmenbership in the work
draft, stating that there should be people in the industry
involved in the neetings and decision-nmaking process. He
di scussed nul ti-state gam ng.

ED MOEGLEIN, ALASKA NONPRCOFIT CHARI TABLE ORGANI ZATI ON
(ANCO), VI A TELECONFERENCE, SOLDOTNA, listed all the groups
that his organization represents, and indicated that the
ANCO would like to neet with legislative commttees to be
i nvol ved with current and future gam ng | egi sl ation.

GARY SUPERMAN, CABARET HOTEL and RESTAURANT RETAILERS
(CHARR), VI A TELECONFERENCE, NI KI SKI, expressed support for
the legislature’s shift to look at gamng in the state. He
noted that HB 240 did not nove through the process | ast
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year. He said that passage of this bill would bring a
rational scrutiny of gamng, and would identify a revenue
streamif gam ng were expanded.

TAPE HFC 04 - 30, Side B

M. Superman continued his testinony. He agreed with a
previous testifier that people involved in gam ng should be
a part of the comm ssion.

In response to a question by Representative Stoltze, M.
Superman clarified that he hopes the |legislature is af f or ded
a W der perspective on gani ng.

DALE FOX, EXECUTIVE DI RECTOR, CHARR, VIA TELECONFERENCE,
spoke in support of creating a commssion in a legitimte
body to establish oversight in the sanme way that other
states have addressed gam ng. He expressed that it seens
|l ogical to make a cohesive package out of the many bills
t hat address gam ng.

DARW N Bl VER, CHARR, JUNEAU, expressed that CHARR is totally
in favor of HB 509 that would create the comm ssion. He
recommended | ooking first at consolidating pull-tabs, bingo,
and raffles, and the $300 mllion in total reported sales.
He noted the current ten bills on gam ng. The CHARR regards
HB 509 as a housekeeping bill, not a pro-ganbling bill. He
concluded, “run it |like a business” and ensure strict
enf orcenent .

In response to a question by Representative Hawker, M.
Biwer stated that CHARR feels the comm ssion should include
menbers of the industry to deal with the practicalities.

REPRESENTATI VE HARRY CRAWORD asked whether the bill would
fix the gam ng system or nmeke the shift to new gamng. M.
Biwar replied that CHARR feels that the gamng industry is
not well run. Representative Crawford asked for instances of
the state or charities not receiving their share. M. Biwar
replied that there 1is no accurate reporting wthout
enf or cenent .

Representative Crawford followed up by asking if those
organi zations in violation would be issued licenses for
el ectroni c video machi nes. M. Biwar pointed out that the
conmm ssi on woul d make that deci sion.

GEORGE WRI GHT, VOLUNTEER, ALASKA NATIVE BROTHERHOOD ( ANB)
LEG SLATI VE COW TTEE, spoke in favor of the comm ssion. He
felt that the fiscal note is too Iow, but he supported the
idea of the commssion if it has a bal anced representation
and the | egislature makes the decisions on new gam ng.
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SPEAKER KOTT comrented that the bill is irrelevant to the
expansion of gamng activities. He addressed the issue of
taxation. The Comm ssion woul d nmake recommendations if there
were options available throughout the State. Currently, the
Governor has legislation regarding the pull-tabs. Both the
vol untary unpai d nenbers on the conm ssion and the provision
of the quarterly reports would benefit the state. The
accounting of annual revenues currently does not exist. He
added that currently there are not many problens in the
pull-tab and bingo industries. The legislation is a
framework to oversee the industry and to control current and
potential activities. The nunmber of nenbers on the
comm ssion should be left to the discretion of the
commttee. Qther states do not have industry nenbers.

Co-Chair Harris thought it would be a good idea to have at
| east one or two nmenbers with industry experience, and asked
if the Speaker had a personal position on that concern.
Speaker Kott deferred that consideration to the conmttee.
He agreed that there should be sone industry representation
but he questioned how the determ nation would be nade. He
did not want to see industry dom nate the menbership.

Co-Chair WIllians noted that HB 509 would be HELD in
commttee for further consideration.

#HB503
HOUSE BILL NO._ 503

An  Act relating to the tobacco product Master
Settlenment Agreenment; and providing for an effective
dat e.

CO CHAIR HARRI'S, SPONSOR, briefly introduced HB 503. The
bill addresses the Master Settlenent Agreenment (MSA) with
t he tobacco industry and woul d close a current | oophole with
the non-participating tobacco manufacturers and place noney
into an escrow account held by the state.

TOM WRI GHT, STAFF TO REPRESENTATI VE JOHN HARRI S, expl ai ned
that the legislation was suggested by the Nationa
Associ ation of Attorneys Ceneral. The statutory change woul d
ensure that the non-participating manufacturers (NPMs) in
the MSA place in escrow approximately 1.5 cents per
cigarette sold in the state, rather than an allocabl e share.
Al aska’s all ocable share nationwide is .34% Currently, the
NPMs are able to take out of escrow any anount that exceeds
its allocable share, which in sonme states nay be a

significant anount. M. Wight comented that the bil
sections are confusing. He explained that Section 1 is the
“heart” of the bill, and Section 2 and Section 3 contain

conditional |anguage in the event that either Section 1 or
Section 2 is found to be unconstitutional.
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Co-Chair Harris asked for an explanation of the Master
Settl ement Agreenent and the | oophol e.

M KE BARNHI LL, ASSI STANT ATTORNEY GENERAL, COMVERCI AL/ FAIR
BUSI NESS SECTI ON, DEPARTMENT OF LAW provided background on
the Master Settlenent Agreenent (MSA). In 1997 nost of the
states sued the four principal tobacco manufacturers and the
litigation was settled in 1998 under the MSA Under the
agreenent, all manufacturers that have signed onto it pay a
certain anount of noney on every cigarette sold and the
noney is distributed on an annual basis to all the states
that participated in the MSA It has generated about $100
mllion in revenue for the state of Al aska.

M. Barnhill explained that sone manufacturers were not
going to participate in the MSA, which created an “unl eve
playing field”. The participating nenbers raise the price
of their cigarettes by the amount they estimate they' Il need
to contribute to the MSA revenues, while the non-
participating nenbers don't raise their price. Thi s

undermi nes the MSA because the non-participating nenbers can
capture market share by undercutting. The MSA proposed that
all participating states would enact legislation to |eve
the economc playing field and require all non-participating
manuf acturers to deposit nobney into an escrow account. The
noney is cal culated on an annual basis, at about 2 cents per
cigarette this year. The anount is designed to reflect what
the non-participating nenbers would have paid in the MSA
All the manufacturers in the participating states either pay
into an escrow account or the MSA revenues that are
approximately the same anount of noney per cigarette.

M. Barnhill explained the circunstances in which the non-
participating manufacturers (NPMs) can request that noney be
rel eased from escrow

* |If the state sues the NPM recovers a judgnent and that
manuf acturer is judgnent-proof, the noney can be clained
fromthe escrow account; or

* |If nore is paid into a state’s escrow account than the
NPM woul d have paid as a participating manufacturer under
the MBA; or

* |f the noney has been sitting in the escrow account for
twenty-five years.

M. Barnhill noted the spreadsheet in the packets, “NPM
Escrow Rel ease Cal cul ati ons for hypot het i cal non
participating manufacturer Cheap Snokes, Inc.” (copy on

file.) The spreadsheet indicates that under current |aw,
the market advantage has shifted to the non-participating
manuf acturer who pays |ess than a penny per cigarette. This
is the | oophole that HB 503 is trying to sol ve.
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Representative Croft thought that the anmount would keep
sliding. There would be nore sales by NPMs and a big Al aska
mar ket share that would grow. M. Barnhill acknow edged
that was correct. He stated that the good news for Al aska
is that the State ranks last in the country in terns of the
size of the NPM nmarket. Al askans snoke brand cigarettes.

M. Bar nhi | | noted that specialty non- parti ci pating
manuf acturers cater to price because a percentage of the
mar ket buys the | owest cost cigarettes that are avail able.

In response to a question by Representative Croft, M.
Barnhil|l advised that taxing has no constitutional problens.
There have been proposals for a tax credit schenme; however,
the departnent tends to follow the National Association of
Attorneys General on these proposals, and strives for
uniformty wth other states.

Representative Croft thought that the sinplest solution
woul d involve raising the price to ten cents per cigarette,
giving everyone a credit for MSA participation, and | eveling
the price. M. Barnhill acknow edged that there have been
simlar proposals and stated that he did not know the
speci fic problens.

Representative Croft noted that he was attenpting to
understand the details of the bill

In response to a coment by Co-Chair Harris, M. Barnhil
stated that there is no direct financial inpact to the state
as a result of the Ilegislation. However, an indirect
financial inpact resulted from inplenmentation of the NMSA
that raised cigarette prices and provided the NPM narket
advantage. He added that it will have an indirect effect on
the state revenues when the market share of NPMs increases
on an aggregate basis.

In response to a question by Co-Chair Harris, M. Barnhil
affirmed that the NPMs and the MSA participants pay the sane
tax to the state of Al aska.

Co-Chair Harris asked about taxing the non-participating
menbers nore than the participants. M. Barnhill thought it
m ght cause equal protection problens. He offered to foll ow
up regardi ng the query.

Representative Croft noted his support for the bill

Representative Croft referred to M. Barnhill’s spreadsheet
and the hypothetical escrow of $20 thousand, asking how the
state could continue to escrow that anmount when the MSA
woul d bring about $6800. M. Barnhill explained that the
anopunt is placed into escrow for 25 years unless a |awsuit
or judgnent is filed, or the manufacturer is eligible for a
rel ease. There are a variety of adjustnents under the MSA
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that can be inplenented against a state. Alaska is obligated
to diligently enforce state law relating to NPMs and the
departnment has filed several lawsuits to force nonconpliant
NPMs to deposit noney into escrow.

M. Barnhill comented that there is not an economc
incentive for the State of Alaska to file suit against a
NPM The total escrow account is less than $100 thousand
dol l ars spread between 30 manufacturers. The NPM market is
small so the corresponding escrow deposit requirenent is
small. The state has only sued the big manufacturers as the
princi pal cause of alleged harm

Representative Croft questioned the legality of holding $20
t housand in escrow when the NPM only owes the state $6800.
M. Barnhill advised that the state does not keep the noney;
rather, the NPM opens an escrow account in their own nane
and makes deposits. Commonly an NPM with nationw de sales
deposits noney into segregated sub-accounts for each of the
states. Alaska is a potential beneficiary of that noney.

In response to a question by Representative Croft, M.
Barnhill explained the three options of the contingency
| anguage:

* Section 1 would require the NPM to pay the MSA anount
into escrow with no release, putting it on equal par wth
the participating nenber. In M. Barnhill’s opinion, the
| egal drafters have been very cautious in the event the
states are sued and that provision is found to be
unconstitutional .

* Section tw elimnates any ability of the NPMs to
request a release from escrow. The escrow anpbunt is only
released after 25 years or to pay the state’'s |awsuit or
j udgnent .

* Section three reverts back to current law if Sections 1
and 2 are found to be wunconstitutional. M. Barnhill
reiterated that it is cautious drafting.

M. Barnhill explained for Representative Croft how the NPM
sliding scale has the ultimate effect of undermning the
IVBA.

Representative Hawker asked if this legislation ties into

the MSA issues of last session. M. Barnhill replied that
conpl enent ary | egi sl ation was desi gned to hei ght en
enforcement of Alaska’s NPM statute. To prevent non-
conpliance, a law was passed requiring all sellers of

cigarettes in the state to register with the Departnent of
Revenue.
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Co-Chair Harris asked if the tobacco tax could be added to
this bill. M. Wight advised that the title would need to
be expanded.

Representative Foster MOWED to report HB 503 out of
Commttee with individual recommendations and a zero fiscal
note. There being NO OBJECTION, it was so ordered.

#HB375
HOUSE BILL NO._ 375

An Act nmaki ng appropriations for the operating and
| oan program expenses of state governnent, for
certain prograns, and to capitalize funds; making
appropriations under art. I X sec. 17(c),
Constitution of the State of Al aska; and providing
for an effective date."

Representative Foster MWED to ADOPT HB 375 wth the
acconpanyi ng subcomrittee reports. There bei ng NO OBJECTI ON,
it was so ordered.

#HB377
HOUSE BI LL NO. 377

An Act nmaki ng appropriations for the operating and
capital expenses  of the state's integrated
conprehensi ve nental health program and providing
for an effective date.

Representative Foster MWED to ADOPT HB 377 wth the
acconpanyi ng subcomrttee reports. There being no objection,
it was so ordered.

#

ADJ QURNVENT

The neeting was adjourned at 3:22 P. M

House Fi nance Committee 12 02/ 25/ 04 1: 45 PM



