HOUSE FI NANCE COWM TTEE
April 06, 2004
2:08 P. M

TAPE HFC 04 — 77, Side A
TAPE HFC 04 - 77, Side B
TAPE HFC 04 - 78, Side A

CALL TO ORDER

Co-Chair WIllianms called the House Finance Commttee neeting
to order at 2:08 P.M

VEMBERS PRESENT

Representative John Harris, Co-Chair
Representative Bill WIlIlianms, Co-Chair
Representative M ke Chenaul t
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 Kevin Meyer, Vice-Chair

ALSO PRESENT

Representati ve Max G uenberg; Pet e Eckl und, Staff,
Representative Bill WIlians; Vanessa Tondi ni, Staff,
Representative Lesil MQ@iire; Doug Woliver, Adm nistrative
Attorney, Alaska Court System Cheryl Frasca, Director,
D vision of Managenent & Budget, Ofice of the Governor;
Bruce Tangeman, Legislative Analyst, Legislative Finance
Di vi si on

PRESENT VI A TELECONFERENCE

none

SUMVARY

HB 227 An Act increasing the jurisdictional limt for
small clainms and for magistrates from $7,500 to
$10,000; increasing the jurisdictional limt of
district courts in certain civil cases from

$50,000 to $75,000; and amending Rule 11(a)(4),
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Alaska District Court Rules of Civil Procedure,
relating to service of process for small clains.

CS HB 227 (JUD) was reported out of Commttee with
a “do pass” recommendation and with indeterm nate
note #1 by the Al aska Court System

HB 298 An Act relating to t he di stribution of
appropriations from the Alaska permanent fund
under art. 1X, sec. 15(b), Constitution of the
State of Al aska, and maki ng conform ng anendnents;
and providing for an effective date.

CS HB 298 (FIN) was reported out of Commttee with
a “no recommendation” and wth a new zero note by
the Departnent of Revenue and zero note #1 by the
Departnent of Revenue.

HIR 9 Proposi ng anendnents to the Constitution of the
State of Alaska relating to an appropriation limt
and a spending limt.

CS HHR 9 (FIN FAILED to MOVE out of Committee.

HIR 26 Proposi ng anendnents to the Constitution of the
State of Alaska relating to and I|imting
appropriations from and inflation proofing the
Al aska permanent fund by establishing a percent of
mar ket val ue spending limt.

CS HIR 26 (FIN) was reported out of Commttee with
“individual recommendations” and with a new zero
note by the Ofice of the Governor and zero note
#2 by the Departnent of Revenue.

SB 289 An Act extending the termnation date of the
speci al education service agency; and providing
for an effective date.

SB 289 RESCINDED Commttee action in adopting a
Letter of Intent. SB 289 was reported out of
Committee on April 5, 2004.

#SB289
SENATE BILL NO._ 289

An Act extending the termnation date of the special
education service agency,; and providing for an
effective date.

Representative Stoltze MOVED to RESCIND Conmittee action

taken in adopting a Letter of Intent for SB 289. There
bei ng NO OBJECTI QN, action was RESCI NDED.
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Representative Stoltze MOWED to WTHDRAW the Letter of
Intent. There being NO OBJECTION, the letter was w t hdrawn.

Co-Chair WIllianms stated that the House Finance Commttee
respectively requests that the Legislative Budget and Audit
Commttee (LBA) authorize the Division of Legislative Audit
to conduct a performance audit of the Special Education

Service Agency. The audit should wutilize the sunset
criteria established in AS 44.66.0500 for evaluating the
agency’s performance. Additionally, the audit should

neasure the progress made by the agency to the
recoonmendations nmade in the nobst recent sunset review
(Audit Control No. 05-20026-04). The audit should be
conpl eted and available to the Legislature by January 2008.

The Comm ttee RESCINDED action taken on SB 289 in adopting
the Letter of Intent. SB 289 was reported out of Conmttee
on April 5, 2004.

#HIR26
HOUSE JO NT RESOLUTI ON NO. 26

Proposi ng anendnents to the Constitution of the State
of Alaska relating to and limting appropriations from
and inflation proofing the Al aska permanent fund by
establishing a percent of market value spending limt.

Co-Chair Harris MOED to WTHDRAW the previous MOTION to
MOVE adoption of Anmendnent #3, #23-LS1006\V, Cook, 3/22/04.
There being NO OBJECTION, the notion was w t hdrawn.

Co-Chair Harris MWED to ADOPT work draft version #23-
LS1006\ Z, Cook, 4/6/04, as the version of the bill before
the Comm tt ee.

Representative Croft comrented that version “Z” would be a
“pure percent of market value (POW) forni of the bill.
There being NO OBJECTION, it was adopted.

PETE  ECKLUND, STAFF, REPRESENENTATI VE  BILL W LLI AVS,
expl ai ned the changes nmade to the work draft version. He
noted that it would be classified as a pure POW bill and
woul d place all the Permanent Fund into one fund. There
woul d be no distinction between the Earnings Reserve Account
and the principle. The bill would appropriate 5% of that
anount annually for whatever purposes the Legislature
desires. M. Ecklund noted the one difference added to Page
2, Line 10, Paragraph (b), a transition section. The
| anguage in that section clarifies that if the POW
anendnent is adopted in 2004, the POW nechani sm woul d not
cone into effect until the FY 2006 budget.

Co-Chair Harris observed that the proposed version of the
bill would do nothing to protect the principle in the
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Constitution nor would it constitutionally authorize a
di vi dend. It would only provide 5% regardless. M.
Ecklund said that was correct and that there would be no
di stinction between principle and earnings reserve.

Representative Foster MOVED to report CS HIR 26 (FIN) out of
Committee wth individual recommendations and wth the
acconpanyi ng fiscal notes.

Representati ve Hawker OBJECTED, noting a letter in the file
from the Permanent Fund Corporation. (Copy on File). The
letter notes wthdrawing their request for additional
authority for the out reach concepts. He believed it would
zero out the fiscal note. Co-Chair WIlians agreed.
Represent ati ve Hawker W THDREW hi s OBJECTI ON

Representative Fate voiced concern that the bill would erode
the ability of the Legislature to raise and allocate funds.
He recomended the bill receive full debate on the House
Fl oor .

Representative Foster noted that the MOTION to MOVE the bill
from Coonmttee also included the two zero notes from the
Departnent of Revenue and the Ofice of the Lt. Governor
There being NO further OBJECTION, it was so ordered.

CS HIR 26 (FIN was reported out of Conmttee wth
“indi vidual recommendations” and with a new zero note by the
Ofice of the Governor and zero note #2 by the Departnent of
Revenue.

#HB298
HOUSE BILL NO._ 298

An Act relating to the distribution of appropriations
from the Al aska permanent fund under art. [|X sec.
15(b), Constitution of the State of Al aska, and making
conform ng anmendnents; and providing for an effective
dat e.

Co-Chair Harris MOVED to ADOPT work draft #23-LS1075\C,
Cook, 4/6/04, as the version of the bill before the
Comm ttee. There being NO OBJECTIQON, it was adopt ed.

PETE ECKLUND, STAFF, REPRESENTATI VE BI LL W LLI AMS, expl ai ned
changes nmade to work draft version “V'. Page 3, Section 3,
| anguage provides a 5-year rolling average and insures that
the Legislature will not eat into the principle and will not
renmove nore fromthe Permanent Fund real rate of return. He
poi nted out that Page 3, Line 6, had been anended adding the

| anguage: “The first 10 of the 11 fiscal years”. That
techni cal change was nmade to insure that the year-end data
woul d add an additional fiscal year. |In that way, by using

the 11 years, the Legislature would be able to | ook back and
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take the 10-years in order to have the conplete data for
using as a conparison.

He pointed out that on Page 3, Line 19, the Conmmttee had
previously adopted an anendnent indicating that not nore
than 50% be al |l ocated for public education and that |anguage
was left in the draft. Page 5, Line 18, Paragraph 2,
provides notification |anguage. The permanent fund check
stub indicates that *“X' anpbunt of the check goes toward
inflation proofing by the Legislature. If the Percent of
Mar ket Value is adopted, there will no | onger be a principle
to inflation proof, only the fund. The | anguage was changed
to read:

(2) Di sclose the anount of each dividend
attributable to [Ilncone earned by the
Per manent Fund from deposits to that fund
requi red under art.lX, sec. 15. Constitution
of the State of Al aska.”

Co-Chair Harris stated for the record that he nmintains the
percentage should be 60% for dividends and 40% to be used
for education rather than the proposed 50/50 split. He said
that he was not offering that as an anendnent but wanted the
record to indicate his intent.

Representative Hawker concurred wth Co-Chair Harris,
stating that he | ooked forward to continuing the debate. He
added, consideration should be made to the possibility of
muni ci pal revenue shari ng.

Representative Foster MOVED to report CS HB 298 (FIN) out of
Committee wth individual recommendations and wth the
acconpanying fiscal notes. There being NO OBJECTION, it was
so ordered.

CS HB 298 (FIN) was reported out of Commttee with “no
recommendation” and with a new zero note by the Departnent
of Revenue and zero note #1 by the Departnent of Revenue.

#HIR9
HOUSE JO NT RESOLUTI ON NO. 9

Proposi ng anendnents to the Constitution of the State
of Alaska relating to an appropriation limt and a
spending limt.

Co-Chair Harris MWED to ADOPT work draft #23-LS0435\J,
Cook, 4/6/04, as the version of the |egislation before the
Comm ttee. There being NO OBJECTIQN, it was so ordered.

PETE ECKLUND, STAFF, REPRESENTATIVE BILL WLLIAMS, expl ai ned

t he changes made fromthe “E” version, to the “J” version of
the bill. Page 1, Line 6, changes the first section of the
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bill to reflect the nunbers used to calculate either growh
in the spending Iimt or negative nunbers in the percentage
change to the cost of living or population. The spendi ng
cap could increase or decrease. The | anguage provides
clarification regarding the spending limt and if it depends
on those factors.

Representati ve Croft questi oned usi ng t he | anguage
“increased or decreased by the | esser of”. He asked if it
were a negative nunber, would the nunber still be used. M.
Ecklund responded that “lesser of” refers to either
cal culations under (1) or (2). Representative Croft
clarified that if the calculation under #1 produced a
decrease by 1% and #2 decreased by 2% the |esser 2% would
be applied. M. Ecklund agreed.

M. Ecklund noted that |anguage on Page 2, Line 17,
incorporates a <change taken at the Commttee table,
providing an appropriation for permanent fund for State
resi dents. Page 2, Line 21, Subparagraph 4, adds new
| anguage: “An appropriation to a separate fund or account in
the general fund from which expenditures may not be nade
W t hout an additional appropriation from that separate fund

or account”. The | anguage would take care of duplicated
funds such as the Marine H ghway funds and it would not
count the appropriations comng out of the fund. It would

not doubl e count an appropriation.

Representative Croft asked why they were not being counted
as they are spent on the actual votes. M. Eckl und
corrected his previous statenent, noting that they would be
counted going into the fund not com ng out of the fund. The
intent is that the expenditures are only counted once.

M. Ecklund continued, Page 2, Line 31, (9), |anguage which
clarifies that a State agency can RSA funds between either
agencies or within the sanme agency and that they are not
counted tw ce. Page 3, Line 13, added (14): “ An
appropriation of dedicated funds”. There are six or seven
dedi cated funds that have been in existence since before the
State Constitution was adopted. They would be excluded from
the spending limt. He listed those funds:

. Fi sh and Gane Fund

. School Fund

. Cigarette tax

. Second I njury Fund Reserve Account
. Fi shernen’ s Fund

. Publ i ¢ School Fund

. Fi shernen’s Fund | ncone
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Co-Chair Harris questioned how nmuch had been deposited into
t hose accounts. M. Ecklund advised that the balance in
t hose accounts was $72 million dollars.

Representative Stoltze inquired if Legislative Legal had
approved that | anguage. M. Ecklund responded that he had
not specifically asked about that |anguage but that they had
reviewed it and did not “raise a red flag” on the issue.

CHERYL FRASCA, DI RECTOR, DIVISION OF MANAGEMENT & BUDGET,
OFFI CE OF THE GOVERNOR, understood that the dedi cated funds
have existed since the tine the Constitution was drafted and
had been *grandfat hered” in.

M. Ecklund referenced the change nade to Page 3, Lines 23 &
24.

BRUCE TANGEMAN, LEQ SLATIVE ANALYST, LEG SLATIVE FI NANCE
Dl VI SI ON, explained the change. He pointed out that since
we are in the mdst of the FYO4 budget and buil ding the FYO5
budget, in order to know nore precisely what FY0O6 is going
to be, 3.3% was incorporated into the base of FY04 and 3.4,
the base for FYO05. The nunbers are sufficiently high to
allow for whatever may happen. The theory is to allow
“enough headrooni for FYO06.

Representative Stoltze comented that the nunbers were
“conservatively liberal”. He asked Ms. Frasca what other
funds beside the general funds had been included in the
| arger nunber. M. Frasca responded that the total run was
$2.9 billion dollars and would include all the other funds,
providing a nunber of where the State is presently. M.
Tangenan added that those are general funds and other non-
duplicated funds such as the Al aska Marine H ghway.

M. Ecklund concluded his testinony and pointed out the
handouts provided by Legislative Finance Division, which
describe how the spending limt and spending base works.
(Copy on File). M. Tangeman noted that the handout
hi ghli ghts how FYO6 was cal cul ated and shows what has been
i ncorporated into the FYO6 budget.

Representative Croft inquired the difference between the

t hree-year average growh and the three-year growh. M.
Tangeman explained that the average growmh would be 4% a
year . Unfortunately, that would be applied to a base year

average three years ago, providing a 4% increase over the
anount appropriated three years ago. That would work out to
be 1.3% a year, carry forward. If there is accunulative
growh, it would be 4%+ 4% + 4% = 12% and woul d be applied
to the base year of three years ago. That should allow a
nore realistic growh rate.
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M. Ecklund pointed out that the blue line on the chart
reflects that nunber. The |anguage is very tightly witten.
There is an anendnent that wll change the manner in which
gromh is calculated. The |anguage addresses the ceiling so
that future legislatures do not have to appropriate up to
the ceiling. Gven the three-year rolling base could affect
it, if less than the ceiling was appropri at ed.

Co-Chair WIllianms interjected that there are anendnents that
will change the bill. He added that he had been working
with the sponsor of the bill. Co-Chair WIIians requested
that M. Ecklund continue with the overview.

M. Ecklund referenced Page 1, Line 4, Section 1, which
clarifies that if the spending limt were passed, it would
repeal the current spending limt on the books. Page 1,
Line 6, the appropriation limt, should not exceed the
earliest three of the four fiscal years preceding that
fiscal year and increased or decreased by the |lesser of. He
stated that the average of the fiscal years would be used as
t he base. Page 1, Line 10, 50% of the sum of the annual
rate of change and the cost of living for three cal endar
years woul d adjust the base. For FY 06, the cal endar years
2001, 2002, & 2003, would average out the rate of change and
cost of living and then take 1/2 of that average. That
nunmber woul d be added to the percentage equal to the percent
rate of change. In a calendar year, one would take the
average, by 1/2 and then adjust the base by that anount.

Page 2, Line 1, (2), explains that the average rate of
change in personal incone of State residents for three
cal endar years preceding the cal endar year during which the
i medi ate preceding fiscal year began. The cal cul at ed
adjustnment of cost of living and State popul ation cannot
exceed the rate of change in personal incone. | f persona
incomes are declining or flat, the base cannot be adjusted
up even if the cost of living is rising. The ceiling would
be the State incone for residents.

Page 2, Line 5, Section © is the accidence section. |If for
sone reason the Legislature needed to exceed the determ ned
spending limt, they could do that by 2% if they got a 2/3
vote in both bodies. If they needed to exceed that anount
by 4% they would need a 3/4 vote in each body. The
Legi sl ature could address that through a separate piece of

| egi sl ati on. M. Ecklund advised that accidence of the
limt nust be an exception, not the rule. It would not be
built into the base for follow ng years.

Page 2, Line 15, lists itens outside the spending limt.
Paragraph 1, the appropriation to the Al aska Permanent Fund,
cannot fall wunder the spending limt. M. Ecklund |isted

all the cal cul ati ons made under (a) and (c) of that section.
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#(1) through #(15), Page 2, Lines 15-31 and Page 3, Lines 1-
14.

M. Ecklund continued, Page 3, Line 15, Section 2, adding a
new Section #30, providing the transition | anguage. He read
the |anguage on Page 3, Lines 17-22. The | egislation
inserts (1) fiscal year 2004 equals $3, 300,000, 000; and (2)
fiscal year 2005 equals $3, 400,000, 000. Section (b), Line
25 clarifies that if the voters pass the anmendnent, it woul d
reappear on the ballot in 2010.

Co-Chair Harris referenced Page 2, Line 5, © and asked if
it could exceed the amount that would be calculated with the
increase by no nore than 2% if there was a 2/3 majority vote
of both bodies and 3/4 vote for a 4% increase. He inquired
if there was any provision that would allow the Legislature
to exceed the 4% in case of sone event other than a natural
di saster. M. Ecklund enphasized that it is a hard cap, 4%
and cannot exceed what the spending limt is.

Co-Chair Harris commented that there should be an option for
a super majority to have ability to spend above and beyond
the constitutional limt. He asked what would happen if
nore noney had to be spent because sone event occurring
requiring the State to spend above that amount. M. Ecklund
replied that as currently witten, 4% is the maxi num that
can exceed, absent a natural disaster.

Co-Chair Harris did not think that was good public policy.
He admtted that it should be difficult to access but noted
that sonetinmes there are “tough” choices that nust be nade
by the elected officials. He recomended that there be sone
sort of “escape” valve.

Representative Stoltze admtted that the legislation
attenpted to address all concerns wthout creating too many
| oophol es.

Co-Chair Harris asked if it would nmake sense to indicate a
conprom se of a 3% increase with 2/3 vote and if a 3/4 vote
occurs, then the legislation could address very inportant
needs. Representative Stoltze pointed out that there could
be a special election for voter approval if that should
happen.

TAPE HFC 04 - 77, Side B

Representati ve Hawker comented that it is inportant to not
constrain future legislatures but to keep the Ilegislation
effective. There IS no | anguage to accommodate
extraordinary circunstances. He recommended an additiona
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provi sion as an identification of extraordi nary
ci rcunst ances.

Representative Fate comented that m ght cause problens for
an el ectorate passage. Co-Chair WIlians pointed out that
| egi sl ati on provides a new spending cap. The current cap is
not wor Ki ng.

Representative Chenault referenced itens #5 & #6, asking if
a project could be bonded. If the State intended to be a
part of the gas l|line project, could the State then use
Rai | road bonds or general obligation (GO bonds. He thought
that would work w thout addition of the new | anguage. Co-
Chair WIIlians agreed.

Representative Croft noted that the capital had not been
excluded. M. Ecklund acknow edged that was correct.

Representative Croft referenced the chart, asking if the
bl ue average growth line, represents the State at this tine.
M. Eckl und acknow edged that line was the current
representation.

Representative Croft pointed out that the manner in, which
t he | anguage was previously witten would have limted it to
a 2/ 3% growt h. It could stabilize there when inflation is
i ncreasing 3% every year. M. Ecklund reiterated that the
current version is tightly witten.

Representative Croft asked what kind of public policy sense
does that nake. M. Ecklund advised that there is an
anmendnent, addressing that concern. Representative Croft
stressed that capping it at 2% or 3% does not work as costs
continue to grow. He thought that each scenario would
guarantees that every year, the State will be getting behind
a point or two.

Co-Chair Harris MOVED to ADOPT anended Anendnent #8, #23-
LS0435\J.1, Cook, 4/6/04. (Copy on File).

M. Ecklund explained that the amendnent woul d average $110
mllion dollars per year potential growh to the spending
cap.

Representati ve Hawker questioned if the nunbers listed were
annual nunbers or the average of the previous three years.
M . Tangeman responded that they were based on the nunbers
from the preceding three years. Representati ve Hawker
enphasi zed that the chart only represents “nodeling” and
that it would only be 3% per year inflation. He comment ed
that the average of 3% per year would be nine, the sane as
popul ation growh. The fornmula is interpreted as averagi ng
the two changes together. He believed that the anendnent
woul d nove the State in the right direction.
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There bei ng NO OBJECTI ON, Anendnent #8 was adopt ed.

Representative Croft reiterated that wth the proposed
scenario, each year the State will be noving 1% further
behi nd on public service spending. The charts al ways nake
the future | ook even and snooth and the past appears jagged.
He asked if the changes to personal incone would be used in
cal cul ating the spreadsheets. M. Tangeman expl ained that
personal incone had not been included in the graph and that
it 1s higher than the percentages currently being anal yzed.
He added that assunes 3% with 1% growh and if the nunbers
decrease, the limt could decrease. Representative Croft
pointed out that information provided would be the maxi num
of what could be allowed at the 3% 1% scenario. He
inquired if the nunbers were available from 15 years noving
backward on inflation, population and personal incone
changes. M. Tangeman said they are. Representative Croft
questioned why 15 years was not bei ng used.

Representative Croft MOVED to ADOPT Anendnent #4. (Copy on
File). Representative Stoltze OBJECTED

Representative Croft explained that the anendnent would
renove the spending cap concept and replaces it with a tax
cap. It would be a tax prohibition. An incone or sales tax
could not be added wthout a vote of the people. He
questioned why governnent should be restricted in such
things as building new schools, stressing that governnent
should be restricted in its ability to tax. He observed
that if he had capped his personal expenses right out of
col |l ege that would have “tied his hands” when his enpl oynent
i nproved. There should be a bal ance between revenues and
expendi t ures.

Representative Stoltze spoke against the anmendnent, stating
that it provides a wde deviation from the growh of
possi bl e t axes.

Represent ati ve Hawker acknow edged that the anendnent nakes
sense. The power to appropriate should be |imted to the
revenue avail abl e. He stated that he would support the
anendnent if it were revised deleting reference to persona
incone or sales tax and instead was to prohibit “a tax”
without a vote of the people. He questioned if the
anendnent coul d acconplish Representative Croft’s goal.

Representative Joul e pointed out that there is no | ong-range
fiscal plan. He spoke against the inplenentation of a
personal incone or sales tax, however, nentioned that if one
were needed, it is the obligation of the Legislature to nmake
t hat deci si on.
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Representative Croft stated that he would support an
anendnent to prohibit a tax on individual Al askans. He felt

that a spending cap was poor public policy. He recounted
that nmenbers have indicated support that it could be
necessary to ensure the use of the Permanent Fund. He

argued against tying the hands of future |egislatures.
Representative Croft maintained that the power to tax should
be taken before the power to appropriate.

Representative Stoltze stated that his notivation is not
tied to the to Percent of Market Val ue or other issues.

Representative Hawker stressed that there is no quid pro
quo. He nmaintained that the issue is the basis of
credibility in the eyes of the public. He felt that
| egi sl ators make the best decision that they can based on
the facts before them He observed that the Legislature
| acks a certain anmount of credibility before the public and
that the legislation would be a referendum by the public.
He thought that the public perception is that the
Legi slature wants to go “on a wld spending spree” and
viewed the legislation as a cooling off bill. The bill
provides State voters “confort” while |egislators are making
spendi ng deci sions. The sunset provision is critical to the
bill. He did not think that the bill should be
characterized as binding future |egislatures.

Aroll call vote was taken on the notion.

I N FAVOR: Croft, Chenault, Mbses
OPPQOSED: Stoltze, Fat e, Fost er, Hawker , WIIlians,
Harris

Represent ati ves Meyer and Joul e were absent fromthe vote.
The MOTI ON FAI LED (3-8).

Representative Croft advised that Anendnents #5, #6 and #7
had been incorporated into the conmttee substitute
presently before the Commttee.

Representative Stoltze MOVED to report CS HIR 9 (FIN) out of
Commttee wth individual recommendations and wth the
acconpanying fiscal notes. Representative Croft OBJECTED.
Aroll call vote was taken on the notion.

I N FAVOR: Chenaul t, Hawker, Stoltze, Harris, WIIlians
OPPQOSED: Croft, Fate, Foster, Mbses

Representative Joule and Vice Chair Meyer were not present
for the vote.

The MOTI ON FAI LED (5-4).
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HIR 9 was HELD in Conm tt ee.

#HB227

HOUSE BILL NO 227
An Act increasing the jurisdictional Iimt for small
clains and for mgistrates from $7,500 to $10, 000;
increasing the jurisdictional limt of district courts

in certain civil cases from $50,000 to $75,000; and
anending Rule 11(a)(4), Al aska District Court Rules of
Civil Procedure, relating to service of process for
smal | cl ai ns.

VANESSA TONDI NI,  STAFF, REPRESENTATI VE LESIL MCGU RE
advised that the jurisdictional limt for district courts
was last raised in 1990 when the Legislature raised the
limt from $35,000 to $50,000 dollars. By raising the
jurisdictional limt from $50,000 to $100,000, HB 227 will
allow for increases in inflation and provide increased
flexibility for litigants regarding whether to file in
district court or superior court.

Ms. Tondini added that the jurisdictional limt on small
clains court and magistrate court was last raised in 1997
when the Legislature raised the linmt from $5,000 to $7, 500
dol | ars. Small clainms court offers many advantages over
district court to private litigants, including |ess fornal
di scovery requirenents, reduced filing fees, and relaxed
evidentiary rules. The bill would increase the limt to
$10, 000 dollars. She added that the bill would al so renove
prohi bitions against the district court hearing clains for

fal se I npri sonnent, | i bel, sl ander, and mal i ci ous
prosecuti on. The restrictions were adopted shortly after
st at ehood. District court judges are well qualified and

there is no reason to prohibit themfrom hearing these types
of cases.

Ms. Tondini concluded that the bill would expand snall
claims jurisdiction over out-of-state defendants. Under
current law, small clainms actions against out-of-state

def endants may only be brought under the |andl ord-tenant act
or under AS 09.05.020, which authorizes service of process
agai nst owners or operators of notor vehicles involved in an

accident in the State. The bill would authorize snall
claims jurisdiction over out-of-state defendants under
traditional |ong-arm principles. The expanded |ong-arm
jurisdiction is limted to district court j udges.

Magi strates would continue to be limted by the standards
set forth in current |aw

REPRESENTATI VE MAX GRUENBERG of fered to answer questions of
the Commttee.
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Co-Chair Harris asked what the benefits of the |egislation
woul d be. Representative Gruenberg replied that it would
becone nore sinple and faster than district court.

. Section 1 increases the jurisdictional limt of
district courts from $50, 000 to $100, 000 dol | ars.

. Sections 2 increases the jurisdictional limts of
the small clains court from $7,500 to $10,000
dol | ars.

. Section 3 extends the jurisdiction of the district

court to include clainms for false inprisonnent,
| i bel, slander and nalicious prosecution.

. Section 4 increases the jurisdictional anount for
clainms heard by nmagi strates from $7,500 to $10, 000
dol | ars.

. Section 5 precludes magi strates from hearing cases
br ought under t he expanded smal | cl ai s
jurisdiction over out-of-state defendants provided
for in Section 6 of the bill. Magi strates woul d
continue to be able to hear clains against out-of-
state defendants only under the |andlord-tenant
act or in accordance with the AS 09.05.20 relating
to service of process on nonresident owner or
operator of notor vehicle.

. Section 6 anends District Court Rule 11(a) to
allow suits in snmall clains court against out-of-
state defendants under traditional | ong-arm
jurisdictional authority.

. Section 7 provides that Sections 5 and 6 of the
bill only take effect if the court rule changes in
Section 6 of the bill receive the two-thirds

majority vote of each house required by art. 1V,
sec. 15 of the Al aska Constitution.

Representative Hawker asked if to date, there had been a
conpel l'i ng argunent agai nst the | egislation.

TAPE HFC 04 - 78, Side A

DOUG WOOLI VER, ADM NI STRATI VE ATTORNEY, ALASKA COURT SYSTEM
stated that the Court is neutral on the bill. There are
potential down sides in nmeking the proposed changes. The
bill is consistent with the Courts overall philosophy.
Section 1 raises the juristical [imt of district court to
$100,000 dollars, which the court does not object to.
Sections 2 & 4 raise from $7,500 dollars to $10, 000 doll ars,
the jurisdictional |limt for small clains courts. Judges
are split if that is a good idea or not. The concerns are
if that change is necessary, it is a lot of noney to have at
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stake and that nost people cannot avail thenselves of that
anmount .

M. Woliver continued, another category of conplaint of a
nore serious nature is claine up to $10,000 dollars are
consistent with the purpose of small clainms court. The
purpose in general is to nove many small clains nore quickly
t hr ough. He pointed out that the higher the claim anount,
the nore tenaciously the cases are fought, which could be a
potential downside. Also, related to that, the sane things
that nake it easier to sooth sonebody in the small clains
court, can nake it easier to loose in that arena. It would
be a trade off between speed, efficiency and due process.
Sever al judges are concerned that with the higher
jurisdictional limt, the nore Ilikely it is that the
unsophi sticated defendants are going to | oose. It is true
that they have the option for nore formal district court
action. Many people do not understand the distinctions or
the benefits between the two types of courts.

Regarding the limt of $10,000 dollars, he advised that nost
judges and magi strates are confortable noving to that |evel,
however, it needs to be understood that defendants can | oose
out in the process. The other significant change deals with
nore out-of-state defendants in the small <clains court.
That does not create new problens but it would be noving
into a nore informal process. Qut -of -state defendants are
frequently nore tinme consum ng.

M. Woliver reiterated that the Alaska Court System is
neutral on the bill. He pointed out that nore and nore
peopl e are comng to court w thout attorneys.

Co-Chair Harris referenced the intermnent fiscal note from
the Al aska Court System M. Woliver clarified that the
Al aska Court System does not know the inpact. Small clains
courts are easier, faster and cheaper for litigants but not

necessarily for the Court System There could be nore court

effort involved. Co-Chair Harris did not think the fiscal

i npact woul d be nuch.

Representative Stoltze thought that increasing the anmpbunt to
$10,000 dollars would increase caseloads and that there
woul d be nore court action. M. Wooliver pointed out that
the last two tines that the jurisdiction rate was raised for
small clains, the courts did not see a spike in those files.

Representative Fate comented on danage recovery and
probl ens associated wth that in the lower jurisdiction
courts. M. Woliver was not aware of the connection
between those two factors. He acknow edged it would be
interesting to see if there was a correlation between the
anount in small court and recovery percentages.
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Representative Fate believed that recovery could becone
probl emati ¢ and thought it could be predicated on the anpunt
at stake.

In response to Representative Fate, Representative G uenberg

advised that all the bill does is to clarify that the
decision can be brought to either snall <clains court,
district and/or superior court. The judgnment wll remain
t he sane.

Representative Croft pointed out that small clains court are
generally handled wi thout |awers and the situation is nore

rel axed. Lawyer fees can get high quickly. If the anount
di scussed was under $7,500 dollars, the person previously,
could stay in the small claim court venue. Smal | clains

court is the sinplified place for people to go wthout
having to hire an attorney.

Representative Foster MOVED to report CS HB 227 (JUD) out of
Committee wth individual recommendations and wth the
acconpanyi ng fiscal note.

CS HB 227 (JUD) was reported out of Conmttee with a “do
pass” recommendation and with indetermi nate note #1 by the
Al aska Court System

#

ADJ QURNVENT

The neeting was adjourned at 4:02 P. M
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