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W TNESS REG STER

LI NDA HALL, Director

Di vision of |nsurance

Department of Comrunity & Econom c¢ Devel opnent ( DCED)

Juneau, Al aska

POSI TI ON STATEMENT: Characterized the tinelines in HB 540 as a
step backwards and requested tine to allow the division to work
on its proposal.

CRAI G NOOTTVEDT

Al aska National |nsurance Conpany

Seattl e, Washi ngton

POSI TI ON STATEMENT: Testified that he is anenable to Ms. Hall's
proposal for HB 540, but expressed the need to have tine to work
on a conprom se.

VERN JONES, Chief Procurenent O ficer

Di vision of Ceneral Services

Departnent of Adm nistration

Juneau, Al aska

POSI TI ON STATEMENT: Presented HB 545 and answered questi ons.
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LARRY MEYERS, Deputy Director

Tax Division

Departnent of Revenue

Anchor age, Al aska

POSI TI ON STATEMENT: Presented SB 102 on behal f of the governor.

DAVI D SANDEN, Manager

Hi dden Treasures, MBP

Juneau, Al aska

POSI TI ON STATEMENT: During discussion of SB 102, explained his
pr oposal .

BOB LOESCHER, President

Juneau Tlingit & Haida Community Council;

Advi sor, Al aska Native Brother G and Canp

Juneau, Al aska

POSI TI ON STATEMENT:  During discussion of SB 102, testified that
gaming is a matter for the state to address rather than | ocal
muni ci palities.

GEORGE WRI GHT, Pul | - Tab Qperat or

Juneau, Al aska

POSI TI ON STATEMENT:  During discussion of SB 102, disagreed with
t he proposed 15 percent tax and M. Sanden's proposal.

MAC MEI NERS

Juneau Gun d ub;

Juneau Ski C ub;

United Fi shernmen of Al aska

Juneau, Al aska

POSI TI ON STATEMENT:  During discussion of SB 102, suggested that
the pull-tab industry be allowed to flourish.

CLARK GRUENI NG, Lobbyi st

Cty & Borough of Juneau

Juneau, Al aska

POSI TI ON STATEMENT: During discussion of SB 102, testified to
the need for the state to be able to gather sone additional
revenue while allowing the nunicipalities that presently tax the
ability to preserve the rate of taxation they have.

GERALD DORSHER, Legislative Oficer
Vet erans of Foreign Wars (VFW
Departnent of Al aska

Juneau, Al aska
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POSI TI ON STATEMENT: Uged the committee to vote down HCS CSSB
102, Version U.

ALLYN YANI SH

C&A Distributors

Fai r banks, Al aska

POSI TI ON STATEMENT: Expressed concerns with SB 102.

LAYNE ST. JOHN

Yukon Quest International Sled Dog Race

Fai r banks, Al aska

POSI TI ON STATEMENT: Urged the commttee to kill SB 102.

DAVI D LAMBERT, Pull-Tab Operator

Fai r banks, Al aska

POSI TI ON STATEMENT: Testified that had SB 102 been in place
| ast year, he woul d've been out of business.

TJ ROCGERS

Downt own Bi ngo

Fai r banks, Al aska

POSI TI ON STATEMENT: Testified that SB 102 woul d take noney away
from the nonprofit organizations, which would in turn result in
| oss of their services to the communities.

FRED RI CHARDSON, Western District Comrmander

Aneri can Legion

(No address provi ded)

POSI TI ON STATEMENT: Urged the conmttee not to pass SB 102.

W LL KI NG

YMCA - Al aska, Arned Services

(No address provi ded)

POSI TI ON STATEMENT: Expressed concerns with SB 102 and offered
alternative sol utions.

ED MOEGLEI N

Al aska Non-profit Charitable O ganization

Kenai, Al aska

POSI TI ON STATEMENT: Testified in opposition to SB 102.

GEORCGE BRI GGS, Executive Director

Chanber of Commerce

City of Dillingham

D I'l'i ngham Al aska

POSI TI ON STATEMENT: Testified in opposition to SB 102.
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CELENA BROWN, Gam ng Manager

Seni or Center

City of Dillingham

D |I'li ngham Al aska

POSI TI ON  STATEMENT: Read a letter from Lauralee Mtchell,
Director, Senior Center, Gty of DIlingham

JOHN LANDERFELT

Laborers Local 341

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in opposition to SB 102.

LYNN REESE

Lynn's Pul |l - Tabs

Anchor age, Al aska

POSI TI ON  STATEMENT: Uged the committee not to pass SB 102
wi thout |looking for alternative resources wthin the gam ng
comunity.

JI M PEOT, GCeneral Manager

Whal er Casi no Supply

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in opposition to HCS CSSB 102
Ver si on U.

ACTI ON NARRATI VE

TAPE 04-41, SIDE A
Number 0001

CHAI R TOM ANDERSON cal | ed the House Labor and Conmerce Standing
Committee neeting to order at 3:28 p.m Represent ati ves
Anderson, Gatto, Dahlstrom Lynn, Rokeberg, Crawford, and
Quttenberg were present at the call to order.

HB 540- WORKERS' COVPENSATI ON | NSURANCE RATES

CHAI R ANDERSON announced that the first order of business would
be HOUSE BILL NO 540, "An Act relating to workers' conpensation
i nsurance rates; and providing for an effective date."”

Nunber 0057
LI NDA HALL, Director, Division of Insurance, Departnent of
Community & Econom c¢ Devel opnent (DCED), informed the commttee

that the tineline in the current legislation doesn't neet what
she believes "we should be doing for our consuners.” She opined
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that the tinelines are a step backwards in the rate approval

process. This year the division diligently tried to have rate
approvals in sufficient tine for enployers to access the inpacts
of rate changes. This year the division was able to provide

approximately two nonths advance notice. Under the scenario in
the current legislation, rate approval couldn't occur until
Decenber 1, which she didn't believe was sufficient notice for
enpl oyers to plan. Ms. Hall related that she doesn't intend to
stop the legislation. Although the process is fine, it needs to
work for all the stakehol ders.

M5. HALL infornmed the commttee that the division has a proposal
that nmaintains the spirit of HB 540 in that it allows the
heari ngs. However, the division's proposal does change the
timefranes. She requested that the commttee provide her the
time to work on the proposal so that with the sponsor and the
di vision can develop legislation that will work for everyone.

Number 0288

CRAI G NOOTTVEDT, Al aska National |nsurance Conpany, stated that
he is anenable to the proposal by Ms. Hall, although he has sone
concerns. He noted his agreenent that M. Hall's proposal
attenpts to neet the change in the system The hope is to have
a day to work on this with Ms. Hall in order to negotiate a

quality piece of |egislation.

CHAI R ANDERSON announced that HB 540 would be held over in order
for the parties to work on a conprom se.

HB 545- STATE REAL PROPERTY LEASE EXTENSI ONS

CHAI R ANDERSON announced that the next order of business would
be HOUSE BILL NO. 545, "An Act relating to the extension under
the State Procurenent Code of terns for |eases for real estate
and certain ternms for certain state contracts for goods and
services; and providing for an effective date.™

Number 0417

VERN JONES, Chief Procurenent Oficer, Division of GCeneral
Servi ces, Departnent of Adm nistration, explained that currently
the procurenment code allows the [division] to negotiate
extensions of office space |leases for up to 10 years in exchange
for rent reductions. This legislation would increase the
state's ability to negotiate such by changing the current
required threshold from a 10 to 15 percent reduction off the
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existing lease rate to a 5 percent reduction from the current
market rate for the area. M. Jones infornmed the commttee that
existing statutory restrictions on the negotiations have
hanpered [the division's] ability to negotiate |ease extensions
with the |essors. "The increase in the real estate market in
Al aska conmbined with the way we structure our |eases, often
makes a 15 percent reduction from existing rental rates
unattai nable,” he expl ai ned. Therefore, tying the reduced rate
to a percentage of the current market is a nore reasonable

approach that he believes will allow the negotiation of reduced
rates nore frequently while avoiding the |engthy and expensive
re- procurenent process. Such an approach will avoid the costs

and disruption of noving state offices and |arge nunbers of
stat e enpl oyees.

MR. JONES turned attention to a chart, which illustrated that
| ease costs consist of several elenents, including |essor
profit, ongoing |essor costs, and the upfront construction and
tenant inprovenent costs. He explained that the upfront

construction and tenant inprovenent costs are generally financed
and anortized over the initial firmtermperiod of a | ease. The
|l essor is afforded an opportunity to bid a different price
during the option periods of a |ease. Cenerally, there is a
dramatic decrease in prices after the initial firm period is
over. A rate below the already-reduced option year cost is
often unattainable [to the division] as opposed to a percentage
below a market rate, which many nore |lessors are willing to
negoti at e. M. Jones said that the nore often these submarket
rates can be negotiated and avoid the costs of re-procurenent
and noving expenses the nore the state saves. M. Jones
mentioned that HB 545 would also allow extensions for other
nonl ease contracts.

Nunmber 0652

REPRESENTATI VE ROKEBERG comment ed that the changes in the narket
have driven the need for sone nodification to this successful
pr ogram He inquired as to the nethodology that would be used
in order to establish the prevailing market rates.

MR JONES answered that in the large netropolitan area of

Anchorage there are independent third-party nmarket watch
services available. However, the difficulty is in regard to the
rural areas for which the bill isn't specific. M. Jones

related that the intent is to develop as many "conps" as
available in order to determ ne what the market would be in that

HOUSE L& C COW TTEE - 8- April 14, 2004



area. In sone cases, [the state] is the only Iessor in an area,
whi ch neans that [the state] may set the market.

REPRESENTATI VE ROKEBERG pointed out that 1in area such as
Anchorage one can utilize a broker's opinion of value (BOV) as

opposed to an appraisal done by a Ilicensed real estate
appraiser, which is the nore costly of the two. However, he
acknow edged that an appraisal by a Ilicensed real estate
apprai ser |lessens the ability for any m schief. Representati ve
Rokeberg said that he was concerned with regard to acconplishing
a baseline. A 5 percent reduction isn't a large margin, he
not ed. The existing statute is clear because there is a
baseline of the existing rental rate. However, he recognized

that the market conditions in an up market don't allow for
"those types of things typically” unless the landlord has the
"sunk"™ costs recovered or anortized <costs of the tenant

i nprovenent al |l owances. "Presumably, there would be an
incentive of an existing landlord to bargain for a reduced rate
if he has recovered those costs. Is that not the case

soneti nes,"” he asked.

MR. JONES confirmed that is the case sonetines. However, in a
mar ket such as the current one 15 percent below an existing rate
is often inpossible because [the division and the |essors] feel
the existing lawis too restrictive.

Nunmber 0868

REPRESENTATI VE ROKEBERG i nfornmed the commttee that part of the
reason for the aforenmentioned is the Little Davis-Bacon Act,
which requires any refitting to be done under the prevailing
wage | aws. Therefore, the costs to the landlord are increased
such that it's above the prevailing nmarket rate. Representative
Rokeberg asked whether the communications or "CAT 5" type wiring
requi renents have any inpact on the space acquisition costs.

MR. JONES acknow edged that [the comrunications requirenents]
are a substantial cost. However, he opined that it seens to be
turning into an industry standard.

REPRESENTATI VE ROKEBERG hi ghl i ght ed t hat recently t he
| egislature renewed its lease at the Anchorage Legislative
Information O fice. In that case, the legislature agreed to
capitalize and pay for the costs [for refitting]. He recalled
that the original performer for the bid was about $180, 000,
whi ch, after going out to bid, was lowered to about $125, 000.
The aforenentioned was nerely the cost for rewring.
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Representative Rokeberg reiterated his disconfort wth the way
in which the prevailing market rate is established when dynam cs
are present that provide the incunbent |andlord a significant
advant age.

MR. JONES, in response to Chair Anderson, said that he could
wor k on addressi ng Representati ve Rokeberg's concerns.

REPRESENTATI VE ROKEBERG turned attention to Section 1(a)(2) of
the | egislation. He questioned why the [state] would want to
extend a contract for goods or services up to a maxi num of five
years "if a mninmum cost savings of at least 5 percent can be
achieved on the price of goods or services established in the
contract." He further questioned why the aforenentioned would
be chosen rather than go out in the market and re-bid it.

MR. JONES specified that the [language in Section 1(a)(2)] was
included as an additional tool, and he didn't anticipate
wi despread use of it. M. Jones related that [the division] is
in the process of brainstormng with regard to devel opi ng ideas
to reduce the costs of goods and services as well as the |eases.
From a procurenment standpoint, the first option is always to go

out and obtain conpetition in the market place. The approach
under discussion would probably only be used when it is felt
that the open market would result in higher costs. M. Jones

said that since [the division] doesn't have experience in the
approach [laid out in Section 1(a)(2)], he could only relate
that the ability to negotiate leases will be used nuch nore
often than the ability to negotiate procurenent contracts.

REPRESENTATI VE ROKEBERG asked if the typical contract for goods
or services is five years for procurenent of nmaterials and
servi ces.

MR. JONES said that often there are long-term contracts for
itenms such as copiers and fax mnachines or office supplies.
However, those are shorter contracts and |less frequent than are
the | easing contracts.

REPRESENTATI VE ROKEBERG said that he did agree wth the
department with regard to the |ease premse. However, he
mai nt ai ned his concern with the other option that nust show only
a 5 percent cost savings because of the substantial opportunity
for m schief.

MR JONES said that it's not the intent to do mschief.
Furthernore, 5 percent was utilized as a reasonable starting
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point and [the division] isn't married to it. In fact, the
contract for goods or services is the |lesser part of this
| egi sl ati on. If the commttee is unconfortable with the 5
percent in Section 1(a)(2), the [division] is anenable to
i ncreasing the percentage or renoving it altogether.

Nunber 1216

REPRESENTATI VE ROKEBERG wth regard to the |leasing contract,
inquired as to reallocation costs and other costs that would be
i ncurr ed. He also asked if there are any exanples that
illustrate the 5 percent nmay have saved the [departnent] noney.

MR. JONES informed the commttee that noving costs are generally
estimated at $1 per foot. Tenant inprovenents and upfront
construction are generally substantial for a |arge-size |ease.
There are also telephone relocations and CAT-5 cables are
expensive. He said he could provide the commttee with specific
nunbers |ater. Furthernore, the disruption of a relocation is
difficult to quantify. He noted that there are other things,
such as the changes required for |etterhead, business cards, and
si gnage, that generate costs. Wth regard to the 5 percent, M.
Jones reiterated that it's just an idea and [the division] has
no particular plans for it. In virtually every aspect of the
business in Ceneral Services, the division has attenpted to
devel op ways to cut costs.

Number 1350

REPRESENTATI VE ROKEBERG noted that HB 545 has a House Judiciary
Standing Commttee referral. Although there are sonme savings to
be had wth this | egi sl ation, he requested that t he
adm nistration develop a tighter definition with regard to
establishing the prevailing market rates. He further requested
that the admnistration review the concept enbodied in Section
1(a)(2) in order to develop a better argument for its need.

MR. JONES said that he would have the aforenentioned done by
Fri day.

CHAI R ANDERSON announced that HB 545 woul d be hel d over.

SB 102- CHARI TABLE GAM NG REVENUE/ TAXES

CHAI R ANDERSON announced that the final order of business would
be CS FOR SENATE BILL NO 102(L&) am(efd fld), "An Act
increasing the amount of revenue received by the state from
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charitable gamng activities, and relating to taxes on pull-
tabs."

Nunber 1475

REPRESENTATI VE CRAWORD noved to adopt HCS CSSB 102, Version 23-
GS1131\ U, Luckhaupt, 4/5/04, as the working docunent. There
bei ng no objection, Version U was before the commttee.

Nunber 1492

LARRY WMEYERS, Deputy Drector, Tax Division, Department of
Revenue, provided the follow ng testinony:

The current bill proposes to increase the tax
collected on pull-tabs from 3 percent to 15 percent.
Pul | -tabs account for 77 percent of all |egalized
ganbling currently done in the state. In 2002, the
state collected $2.1 mllion in taxes on $60 nillion
of ideal net, which is gross sales less the prizes
paid out. After expenses, $25 nillion net proceeds
were available for distribution for qualified uses in
the state. Charitable gamng in Alaska is a heavily
regul ated industry. In order to stay in conpliance in

pul | -tabs, expenses cannot exceed 70 percent of gross
sales less prizes or, as it is known in the industry,
adj usted gross. The proposed tax increase is one of
t hose expenses. In order to stay within the 70
percent expense |limt and distribute the sanme anount
of net proceeds to qualified organizations, one of two
things or a conbinati on nust happen under the proposed
tax increase. One, the prize payout nust ... decrease
from the current average |level of 78 percent. O,
two, expenses nust be reduced.

The bill before you attenpts to help the qualified
organi zations who are currently paying local sales
taxes by prohibiting any sales tax. Currently, there
are 16 cities paying a sales tax on pull-tabs ranging
from 2.5 percent to 5 percent. Most notably, are
Juneau at 5 percent, Palmer at 3 percent, Nonme at 4
percent, Wasilla and Seward at 2.5 percent. Al told,

approximately 18 percent of gross pull-tab receipts
are subject to a sal es tax.
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MR. MEYERS, in response to Chair Anderson, said that he has seen
the newest version of the |egislation. Wth regard to
concurring with the grandfathering [provision], M. Myers said
that he just reviewed the legislation and would pass that on [to
t he governor].

Nunmber 1603

CHAIR ANDERSON related that under Version U, the state would
inpose a 15 percent tax on the ideal net proceeds from pull-
t abs. However, the state tax wouldn't apply to pull-tabs sold
in a municipality currently levying a use tax on pull-tabs.
Chair Anderson explained that the commttee nmust weigh the

inmpact of the proposed tax as well as [its inpact] in
conjunction with other pull-tab taxation and the position of
charities who don't want to be taxed. Version U is a partial
conpromise in that it helps nunicipalities by grandfathering
them in. Version U would allow only those nunicipalities
currently levying taxes [on pull-tabs] to tax on a gross receipt
basis or an ideal net basis. Therefore, pull-tab operations

woul d be taxed by either the state or one or nore grandfathered
muni ci palities.

REPRESENTATI VE GUTTENBERG asked if M. Myers has done an
anal ysis regarding what a 15 percent tax would do to the pull-
tab industry.

Nunmber 1699

MR. MEYERS answered that a 15 percent tax in a community that
already has a sales tax would be detrinental to the pull-tab
industry. Wth Juneau's 5 percent sales tax a $1, 000 gane would
amount to $50 in sales tax and the current tax of 3 percent
woul d armount to $6.60 on an average gane, which totals $56.60.
However, a business in Anchorage paying the sane gane under the
current 3 percent tax only pays the $6.60. Therefore, a
community such as Juneau is at about a $50 disadvantage. V.
Meyers said that under the 15 percent proposal there would be
sonme operations that couldn't make it, although he expected the
majority would be able to conply.

REPRESENTATI VE GUTTENBERG asked if any analysis has been done
with regard to the | oss of revenue to the nonprofits.

MR. MEYERS related that the goal with this [tax increase] is to

ensure that the charitable and nonprofit organizations aren't
the entities that absorb the increased tax. The hope is that
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the sanme anount of noney would continue to be distributed to the
community. Therefore, the [pull-tab industry] mnust get a better
handl e on the expenses or the prize payout would have to be
reduced. Currently, the average state payout 1is about 78
percent. The cal culations show that if the prize payout dropped
from 78 to 76 percent wth the sane anount of gamng, the
charities wouldn't | ose any noney.

Nunmber 1803

REPRESENTATI VE ROKEBERG asked if fiscal note Nunber 3 is
applicable to Version U.

MR. MEYERS said that the fiscal note will be inpacted by the
"grandfathering” that occurs in Version U. Under Version U, at
| east 18 percent of the current projected revenue wouldn't be
avai |l abl e.

REPRESENTATI VE ROKEBERG turned attention to the docunent
entitled, "SB 102 COVMPROM SE PULL TAB TAXATI ON PROPCSAL. " Upon
di scussion with the chair, it was indicated that the conprom se
pull -tab taxation proposal isn't part of Version U.

Number 1905

DAVI D SANDEN, Manager, Hi dden Treasures, MBP, remarked that if
the commttee decides to go with Version U, it wll have to
ensure that one <can't |aunder ganes. He explained that

currently one doesn't have to report by location, and therefore
ganes can be purchased in Anchorage and sold in Fairbanks. The
proposal is for one tax. "We think the 15 percent threshold is
fine," he related. M. Sanden informed the commttee that the
current ideal net in the state is $70,504,867 and with the 1
percent and other state fees the state currently receives about
$2, 585, 507. Under the governor's request for an additional $2

mllion, the tax would have to increase for 3 percent to 5.84
percent. Representative WIIlianms suggested a sliding tax, which
averaged 14 percent. However, M. Sanden expressed the need to

have one tax at 15 percent that would apply universally to every
comunity, then split the tax 50:50 with each nunicipality. The
af orenenti oned proposal would provide the state with $5, 287, 865
in conparison with the current take of $2,585, 507. M. Sanden
hi ghlighted the nunicipal share of taxation his proposal would
bring by region, which can be found on the bottom of the
docunent entitled, "SB 102 COWROM SE PULL TAB TAXATION
PROPCSAL. " Under M. Sanden's proposal the state would be a
W nner because it would receive double what it's receiving now.
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The local nunicipalities currently not taxing gamng are also
W nners. The permt holders would be a w nner because this
proposal creates a uniform taxation system However, a partia
| oser would be nmunicipalities that are currently taxing.
Al though nunicipalities that are currently taxing would [see a
reduction in their revenue flow, it would create sustainability
for the pull-tab industry in those communities. The | argest
| osers are the operators, gam ng managers, and gam ng
adm nistrators because nobst of the excess in the pull-tab
industry is the adm nistration

MR. SANDEN highlighted that his proposal is how ganbling is
taxed nationwide in that the states and the federal governnent
seize a portion of the ideal net, which is then distributed as
those entities see fit. In this case, M. Sanden is proposing a
50: 50 distribution. M. Sanden nentioned that currently the
state isn't taking care of addicted ganblers, the |oca
municipalities bear that burden. Therefore, M. Sanden said
that he believes every nunicipality should receive sonething
from ganbl i ng.

CHAI R ANDERSON t hanked M. Sanden for his hard work this session
and last and for comng forward in a proactive manner with a
sol uti on.

Nunmber 2066

REPRESENTATI VE ROKEBERG rel ated his understanding that a charity
in Juneau, for instance, can place it's "licenses or ability"
wWith premses in another municipality and generate revenues in
that other municipality which are returned to the charity in
Juneau.

MR. SANDEN confirnmed that the aforenentioned is possible and
does happen. However, Hi dden Treasures, MBP, which consists of
three nonprofits, only ganmes in Juneau, Al aska. Currently, the
state doesn't regul ate where one can or cannot gane. M. Sanden

related that his organization doesn't feel it would be
appropriate to game in another city and bring the proceeds back
to Juneau. In further response to Representative Rokeberg, M.

Sanden explained that if an organization perfornms gamng in a
town outside of Juneau, Juneau couldn't tax the gam ng because
it can only tax gamng in the municipality where it actually
occurs. Therefore, if one ganes in Anchorage, it would be tax-
free.

Number 2136
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REPRESENTATI VE GATTO surmsed that the nunicipal taxation by

region is proportional to the population. Therefore, he
questioned what would happen if a region such as Fairbanks
out | awed gam ng. In such a scenario, would Fairbanks stil

receive its 15 percent, he asked.

MR. SANDEN replied no, and clarified that his nunbers are based
on the Departnment of Revenue's nunbers. He further clarified
that these nunbers are based on a Senate Labor and Conmerce
Standing Committee interim report. That report specified that
the ideal net is $70 mllion and the state, with its 3 percent
tax, is receiving $2.1 nillion as well as a 1 percent net
proceeds fee that ambunts to $341,000, and permit |icenses bring
in $128, 800. He explained that he obtained the state's census
data and broke it out by region and nade the assunption that

each region ganbles per capita equivalently. Therefore, if
Fai rbanks outlawed ganbling, it wouldn't generate any revenue
and thus wouldn't receive any revenue. M . Sanden highli ghted

that under his proposal, one has to report where it's getting
its ganmes, and therefore when the state collects its tax, it
will know how many games are sold to each area. The
aforenentioned allows for the proportional split of the tax
revenue. He noted that for unorgani zed boroughs, for which the
state already "foots the bill for,” the state would receive the
entire proceeds.

Number 2225

BOB LOESCHER, President, Juneau Tlingit & Haida Community
Council; Advisor, Alaska Native Brother Gand Canp, inforned the
committee that he is representing sone of the clubs operated by
the Tlingit & Haida Conmunity Council and the Alaska Native
Br ot her hood. M. Loescher related that charitable gamng is a
state concern wth statutes and regulations, and therefore
shoul d be managed by the state. He said that the organi zations
he represents aren't in support of nunicipalities taxing
charitabl e gam ng. He acknow edged that Version U includes
| anguage specifying that comunities with a tax on charitable
gamng wuld be grandfathered in, which he viewed as
probl emati c. If the aforenentioned is done in Juneau, it would
anount to a 43 percent tax on charitable gam ng, which would
result in the organization he is representing imediately going
out of business. A conpromse could possibly allow the
grandfathering in of these communities with the caveat that the
tax couldn't be greater than that prescribed in the statute.
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Nunber 2312

MR. LOCESCHER turned to the 15 percent adjusted net tax, and
explained that it's collected at the tinme the box of pull-tabs
is purchased from the distributor. However, the |law applies
differently to operators, coops, and self-directed
or gani zati ons. Sel f-directed organi zations have to pay the tax
upfront, which, coupled with the tax collected at the tinme the
pul | -tabs are purchased, anmounts to a |ot of upfront noney.

TAPE 04-41, SIDE B

MR. LOCESCHER opined that if charitable gaming is taxed, the 15
percent is a bit too high. He suggested that 11 percent would
be a better range, although the sliding scale proposed by the
[ House] Finance Conmmittee is even nore favorable.

MR. LOESCHER, in response to Representative Rokeberg, explained
that the Gty & Borough of Juneau has a 5 percent tax on the
gross [receipts]. If that's converted to an equival ent adjusted
ideal net, that 5 percent is equivalent to about 28 percent.
Therefore, the 15 percent plus the 28 percent equivalent totals
43 percent.

Number 2309
GEORGE WRIGHT, Pull-Tab Operator, Operator 84, informed the

commttee that he games in Fairbanks, Anchorage, and Juneau. He
stated that he disagrees with the 15 percent tax based on the

sanme argunents as M. Loescher. |It's a large burden for sone of
the charities to raise 15 percent of the ideal net upfront. He
predicted that this proposed tax wll "kill off" many charities.
He, like M. Loescher, related that he liked the sliding scale

proposal of Representative WIIians. The adjusted gross shoul d
be the only thing that is taxed, he said. M. Wight opined
that the municipality shouldn't be able to tax if the state
does. M. Wight said that he didn't agree with M. Sanden's
proposal, which he viewed as too conpli cated.

MR WRIGHT infornmed the commttee that the pull-tabs are
purchased from a registered distributor and those ganes are
registered to the charities. Where those ganes are sold and
pl ayed is reported when the distributor files his or her report.
Therefore, he didn't believe there was a problem in regard to
know ng what ganmes are being sold in what |ocation. The tax in
Version Uwll hurt many charities. He noted that he works with
charities throughout the state. "The irony of this is gamng in
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| ocations |ike the other body was talking about. It's Ckay for
a villager to cone in for AFN [Al aska Federation of Natives] in
Anchorage and spend their noney, but it's not Ckay for them to
cone into Anchorage and raise noney for their kids to stay off
of drugs and play basketball, or hockey, or baseball. | don't
understand that," he said. M. Wight noted that the Al aska
Native Brotherhood has opposed the tax [on charitable gam ng]
for some tine. Al though [the Alaska Native Brotherhood] is
surviving the current tax, the additional 15 percent burden on
the adjusted gross is incorrectly calculated because it should
be paid at the end of the year when filing for permts.
Therefore, there could be a 3-4 percent tax when purchasing the
ganes and the 11 percent could be paid at the end of the year.

Nunber 2197

REPRESENTATI VE ROKEBERG questioned the difference between
backl oadi ng the tax paynment versus frontloading it.

MR. VWRI GHT specified that the difference is that by backl oading
the tax, one has the ability to actually sell the ganes and earn
t he noney.

REPRESENTATI VE ROKEBERG related his wunderstanding that these
pul | -tab organi zati ons have a revenue stream

MR, WRIGHT answered that in his 12 years of gam ng he hasn't
received any startup noney froma charity. He further said that
he didn't know of any charities that provide startup noney.

REPRESENTATI VE ROKEBERG i nquired as to the cost of a typical box
of pull-tabs.

MR WRIGHT infornmed the commttee that a popular pull-tab gane,
such as Blue Stars CrissCross, has about 2,500 tickets and wll
cost $78. The profit on such could be between $150-$300
dependi ng upon the version. Therefore, 15 percent of the $300
profit plus the price of the game results in upfront costs of
$110. The aforenentioned is a fairly large burden, especially
when one is purchasing 40 such ganmes to fill a shop. Smal |
organi zations with only a couple of bins of pull-tabs only run
3-4 boxes of ganes and it takes a long tinme to sell out those
ganes. Furthernore, one nust take into account dealer errors,
enpl oyee theft, and poor cash handling.

Nunber 2101
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MAC MEI NERS, Juneau Gun Cub; Juneau Ski dub; United Fishernen
of Al aska, informed the commttee that he has vendor
rel ati onships for his clubs. He suggested that the commttee
think of [pull-tab organizations] as small businesses and the
charities involved in these small businesses do so in order to

generate revenue. When excessive anmpbunts of taxes are placed
[on charitable organizations], they conme to the Ilegislature
requesting funds. "So, instead of taxing us out of proportion

why don't we let it flourish and why don't we all get a little
pi ece of the action," he suggested. He indicated that he would
like to pay [taxes] to only one [entity]. M. Miners said that
he has ganed throughout the state, nmainly outside of [Juneau]
because he makes nore noney el sewhere. He noted that the noney
he paid in taxes to Juneau outwei ghs the noney he makes in other
t owns. In fact, he suggested that he is probably one of the
| argest taxpayers in town. He related that he doesn't nmake a
| arge anount of noney [ hel ping these charities].

MR. MEINERS, in response to Chair Anderson, said that in regard
to M. Sanden's plan he could see the equitable split, although
he couldn't see so nuch of the ideal net go. If the state and
municipalities are going to split [the tax], then he suggested a
| ower ideal net.

CHAI R ANDERSON asked if M. Miners agreed that if the provision
specifying that the tax wouldn't be collected on pull-tabs
distributed and sold or used in a nmunicipality that is already
| evying a sales or use tax on themis necessary, it should have
a cap. Wth a cap, Chair Anderson surm sed that the state would
receive a |l esser anount while the cities would remain the sane.

MR. MEINERS said that he didn't view giving the state or the
municipality nore would really work. If the pull-tab industry
is to flourish and generate revenue, it nust be played in the
m ddle. He explained that pull-tabs flourish on honesty and the
good feeling about where the noney is going. He highlighted
that how the taxation and distribution occurs is in the
| egi sl ature's hands. However, for this to result in the folding
[of pull-tab establishments] and the [loss to the] charities [is
of concern].

Nunber 1903
CLARK GRUENI NG Lobbyist, Cty & Borough of Juneau, noted that
al though he didn't draft Version U he was involved with it.

The two communities that worked on the anmendnents to the
| egi sl ati on, now Version U were Nonme and Juneau. M. G uening
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enphasi zed that the 15 percent ideal net tax was included in the
| egislation as it cane over from the Senate, it isn't sonething
the cities requested. The concept of this legislation is to
protect the taxes the 12 nunicipalities already |levy on pull-
t abs. He noted that the commttee packet should include a
docunent prepared by the Alaska Minicipal League, whi ch
specifies who taxes pull-tabs. Version U elimnates the state
tax within those nunicipalities that already tax the pull-tabs.
Therefore, there wouldn't be any additional tax on top of the
proposed state tax.

MR. GRUENI NG noted that there is a small error. He al so noted
that the Nonme rate of taxation is 5 percent of gross. Version U

limts t hat taxati on, and t herefore "t hose t hat are
grandfathered in can't tax beyond that anount.” Addi tionally,
the state tax wouldn't be on top of it. M. Guening nentioned

that M. Sanden has done a lot of work on this matter. Although
the City & Borough of Juneau hasn't closed the door on review ng
its rate, given the fact that npbst state aide has been |ost
municipalities need all the revenue that can be obtained.
"There should be a way that both the state can gather sone
addi tional revenue and the municipalities that presently tax can
preserve that rate of taxation they have," he remarked.

Number 1754

REPRESENTATI VE ROKEBERG asked if Version U neans that the
municipalities assessing a tax on pull-tabs will be relieved of
any additional state tax burden.

MR. GRUENI NG related that he has been told that the actual rate
is about 21 percent of the ideal net, which generates $600, 000
for Juneau. Surprisingly, it's fairly high for mny rura
comunities as well.

REPRESENTATI VE ROKEBERG turned to the grandfather provision, and
surm sed that the current state tax is being paid [in Juneau].

MR. GRUENI NG replied yes. He directed attention to page 2 and
the deleted I|anguage on lines 1-3. The distributors are
currently collecting 3 percent of an anobunt equal to 3 percent
of gross receipts less the prizes awarded, which anmounts to
about $2 mllion. However, CSSB 102(L&C)am(efd fld) included a
tax on the ideal net, which results in an additional $10
mllion. The cities already collecting would be subtracted from
that $10 mllion, and therefore it would [under Version U
amount to $7-8 mllion additional revenues to the state. M.
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Gruenberg said that [the Cty & Borough of Juneau] has no
position on whether that's a fair rate of taxation for the
state.

Number 1652

REPRESENTATI VE ROKEBERG returned to M. Loescher's notion of a
cap in order to protect the charitable share. He asked if the
Cty & Borough of Juneau would have any thought on that
particul ar notion.

MR. CGRUENI NG suggested that the City & Borough of Juneau's view
would be that it's a |ocal decision. If the state is going to
greatly increase its taxation in this area, then it should take
into account the overall inpact. [Version U elimnates the
af orenenti oned effect in those nmunicipalities [that are already
taxi ng pull-tabs]. Whether it's too much for another area of
the state is for the legislature to decide.

REPRESENTATI VE ROKEBERG poi nted out that Juneau has a tax of 5
percent of the gross, which seens to be the only nunicipality
wi th that specific nunber.

MR. GRUENI NG i nforned the commttee that None now has the sane.

REPRESENTATI VE ROKEBERG pointed out that Version U specifies
that rate of taxes of gross receipts can't exceed 5 percent.
Therefore, he questioned whether all those below 5 percent wll
be able to raise their tax rates.

MR. GRUENI NG replied yes.

REPRESENTATI VE ROKEBERG conmented, "So, we give them a free
ride, a pass, and then encourage them to raise their taxes. I
don't get."

MR GRUENING clarified that he isn't advocating that the state
increase its present tax from 3 percent of the gross after

prizes to 15 percent of ideal net. Gven the list of those
municipalities that would be grandfathered in, "it's probably
going to be ... not nuch nore than you see on that total on the

list, which totals about $1.8 nmillion."

Number 1516
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REPRESENTATI VE LYNN comrented on the trenendous differences in
revenue rates and asked if there have been any calcul ati ons of
t he amount of revenue rai sed per capita.

CHAI R ANDERSON said that the commttee could try to obtain that
i nformation.

Nunmber 1436

GERALD DORSHER, Legislative Oficer, Veterans of Foreign Wirs
(VFW, Departnent of Al aska, began by informng the conmttee
that the VFW and Ladies Auxiliaries are listed as having 34
pull-tab permts. Last year, $270,966 was returned to the
comunities. Furthernore, 31,000 hours of community services
cane from the VFW and its famlies. This year, $329,484 has
al ready been returned to the communities from pull-tabs. The
additional tax enmbodied in SB 102 would be detrinental to the
process. M. Dorsher recalled earlier testinony that the Gty &
Borough of Juneau gives noney from its 5 percent to various
organi zations, however it's a very conplicated application
process. On the other hand, [the VFWand sim | ar organizations]
see a need and proceed with a donation. He urged the conmttee
to vote down HCS CSSB 102, Version U.

Number 1308

MR. LOESCHER noted that he may have been in error with regard to
the 5 percent conversion, which may actually be 21.5 percent.
If it is 21.5 percent and to that is added the 3 percent and the
1 percent of the state, it anobunts to between 26-28 percent.
Still, when the 15 percent is added it's a lot for a charity to
pay. M. Loescher expressed the need to keep in mnd equity
when naking broad public policy. Therefore, he reiterated that
charitable gamng is a matter of state concern and should be

managed and regulated by the state. If the <city 1is
grandfathered at 21 percent, it's still higher than what the
state mght have in whatever cones out of the |I|egislature.
Furthernore, the rates will vary across the state. The question
is in regard to equity and applicability of tax [|aw M.
Loescher related that he would | ean toward the notion that there
should be fair taxation on all charities across the state. | f
the <conmittee decides to go in the direction of the
gr andf at heri ng provi sion, t he muni cipalities shoul d be

grandf at hered but should not be allowed to tax in an anpunt
greater than the state taxes statew de. Therefore, the Cty &
Borough of Juneau would have to reduce its tax to 15 percent
under Version U
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CHAI R ANDERSON turned the gavel over to Vice Chair Gatto.

Nunber 1145

ALLYN YANI SH, C&A Distributors, highlighted that this proposed
tax is a 500 percent increase on the charities. Furt hernore

nonprofits wusing a vendor relationship wll experience a

decrease in net pull-tab incone ranging from 75-80 percent. M.
Yanish also highlighted that he didn't know of any other
industry in the state that has a taxed dollar anpunt that's
greater than the actual price of the product itself. M. Yanish
turned to the Departnment of Revenue statenent that the
difference can be nade up with a | ower payout ganme. He provided
the foll ow ng exanpl e:

One of the games popular ... in Southeast - based on
an industry standard in Alaska is about a ... 85
percent payout .... The ~current price from a
di stributor would be about $43 for the ... deal of the
gane. ... the net profit of the game is $320 and
currently the tax that that charity spends is $9.60.
The total price to the nonprofit ... would be $52.

But, then if you take the 70:30 split between the bar
or the vendor, which 70 percent goes to the nonprofit
group 30 percent goes to the bar, right now the net
pull-tab income for the nonprofit would be $171.22
basically. That's the price of the gane, the profit,
and the split. Under the ... change on SB 102, the
sane price on the gane, 15 percent tax on that gane
woul d be $48. So, right there is $5 nore, just on the
tax, than what the ganme is worth .... The total price
to the nonprofit would be $91.18 for about a 78
percent decrease in revenue. The net pull-tab inconme
for the nonprofit, then at the 15 percent, is $132.
Then to tax at the |ower payout - | got a gane here
that | did nunbers on - it has a 28 percent profit or
about a 72 percent payout and you woul d have about an
80 percent decrease in net revenue to the nonprofit.

Number 0984

REPRESENTATI VE GUTTENBERG turned to M. Yanish's calculation of
the decrease in revenue to the nonprofits of between 75 and 80
percent. He related his understanding that the admnistration
expects that loss to be absorbed by the adm nistration of these
ganes. He asked if M. Yanish could coment.
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MR. YANISH informed the conmittee that under the 15 percent on
the ideal net proposal, he ran an 85 percent payout gane and a
72 percent payout gane. According to his calculations, there
will be a higher decrease on the |ower payout. Pl ayers won't
pl ay because they won't be wnning, and therefore the ganes
won't be sold fast enough. He expressed the need to allow those
in the industry and those who know the industry to cone together
to devel op an equitabl e sol ution.

Nunmber 0872

LAYNE ST. JOHN, Yukon Quest International Sled Dog Race,
reconmended that the legislation be killed. However, if that's
not to be, then he suggested a nobre reasonable increase because
a 500 percent increase will be detrinental to every nonprofit in
the comunity. M. St. John turned to the issue of equity and
pointed out that under [Version U it seens that Juneau would
have no noney renmoved from its conmmunity while Fairbanks would

experience a loss of nearly $1 mllion. Therefore, those
permttees in those areas with a sales tax would actually take a
reduction "in what they're paying®" while the remaining
permttees would have to cover it with the increase. M. St

John said that this legislation takes directly from the
nonprofit's coffers. Furthernore, the people receiving the

services fromthe nonprofits | ose.
Number 0759

DAVI D LAMBERT, Pull-Tab Operator, infornmed the commttee that he
represents about 20 nonprofits. M. Lanbert specified that this
| egi slation would put him out of business and in excess of 20
nonprofits would [receive no funds]. There isn't roomfor a 12
percent profit in this business, he said. Based on |l ast year's
figures, the proposal in SB 102 would have placed his business
$168,000 in the hole. "Wat works in Juneau doesn't necessarily
work here,” he remarked. M. Lanbert echoed earlier remarks
t hat peopl e know edgeabl e about gam ng should be working on this
i ssue. He indicated support of the notion of a gamng
comm ssion, although he wasn't supportive of M. Sanden being on
it.

Nunber 0631
TJ ROGERS, Downtown Bingo, informed the commttee that Downtown

Bingo is a MBP representing three nonprofit permttees. He
pointed out that all of his permttees, as he inmagined is the
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case for all in the state, fall under one of the categories of
501(c) tax laws that are tax exenpt. However, he noted that the
federal governnent does tax [the pull-tab industry] mnimally.
Up to this point, M. Rogers said he thought the state was "in
line" with the aforenentioned and taxed the industry at a rate
[comm serate] wth its oversight responsibilities. The entire
notion of tax-exenpt nonprofits is due to the community service
they provide, which relieves the state and the federal
government of that burden. However, [this legislation] wll
take the noney right from the nonprofits and reduce their
ability to provide the services they currently provide.
Furthernore, he didn't believe the state would "pick up the tab"

for those |ost services. M. Rogers opined that the state
should only collect what is necessary to cover the costs for its
responsibilities and not try to fill the coffers of state

gover nnent .
Nunmber 0485

FRED RI CHARDSON, Western District Comrander, Anerican Legion,
informed the conmttee that he represents sonme 24 Anerican
Legion posts and sone 7,000 nenbers. Al t hough M. Richardson
recogni zed that the state is in a budget crunch, increasing the
gaming tax to 15 percent isn't the way to [address it]. He
expl ai ned that nost of the American Legion posts spread out the
gam ng. He related that his post sponsors high school basebal

prograns for coaches, Veterans in D stress, a local Boy Scout
troop, 4-H prograns, junior shooting prograns, et cetera. "
don't think any of the noney you wanted to take out and increase

gaming taxes will be used for these comunity projects, which
nmeans we should have to cut back or drop sone of these
wort hwhil e prograns,” he remarked. In conclusion, he urged the
commttee not to pass SB 102 because it wll hurt many people

and many needed commrunity prograns.
Number 0321

WLL KING YMCA - Alaska, Armed Services, inforned the comittee
that YMCA of Alaska is a 501(c)(3) nonprofit charitable
organi zati on, which provides progranms and services for mlitary
menbers and their famlies throughout the state. The
organi zation has a gamng permt and is currently self-directed.
Currently, the organization uses four vendors in Anchorage to
use pull-tabs as a source of revenue for the organization. M.
King expressed concern with SB 102 because it increases the
pull-tab tax by 500 percent. The additional expense would be
borne by the pull-tab permttee or charity, and furthernore the
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net proceeds would significantly decrease. M. King related the
standpoint of his organization as follows. Based on 2003
charitable gamng revenues, a 15 percent pull-tab tax would
amount to a $22,000 decrease in his organizations' ability to

provide programs and services. He noted that for his
organi zation, charitable gam ng represents about 10 percent of
the annual operating budget. There are other charities that

rely nmore heavily on gam ng revenues, he highlighted.

MR. KI NG expressed concern that only the pull-tab permttees are

bei ng taxed. Al though he didn't mnd being a part of the
solution for the state budget problens, he suggested that other
areas of the industry should be |ooked at as well. There is no

| anguage in this legislation or any other proposed |egislation
that would increase fees on pull-tab manufacturers, operators,
bingo raffles, or other lottery activities. "This bill sinply
applies to taxing permttees who vend pull-tabs and directly
takes noney out of the pocket of the nonprofit charitable
organi zations ganmng was designed to help,” he pointed out.
Therefore, he proposed returning "charitable" back to charitable
gam ng statutes by not penalizing an entity with a 500 percent
increase in taxes. M. King echoed earlier testinony that under
this legislation, the tax on the pull-tabs would amount to nore
than the cost of the pull-tab ganes.

[Vice Chair Gatto returned the gavel to Representative
Ander son. |

Number 0023

MR. KING pointed out that the original |egislation proposed by
the governor in SB 102 and HB 169 proposed a 5 percent tax,
whi ch has now grown to 15 percent.

TAPE 04-2, SIDE A

MR.  KING suggested that perhaps ganmng fee permts, which
currently range from $20-$100, could be increased. Simlarly,
per haps vendor permts, currently $50, could be increased. He
al so suggested that there could be an increase in permt or
| icense fees for the manufacturers, distributors, and operators.

Number 0119
ED MOEGLEIN, Al aska Non-profit Charitable Organization, inforned

the commttee that the aforenentioned organization is a nenber
of a local charitable organizations of the VFW the Anerican
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Legi on, and Vets Elks and Eagles. The aforenentioned
organi zations have united to protect the organizations' ability
to raise revenue for the organizations, nenbers, prograns, and
servi ces. He opined that collecting revenue for the state from
charitable gamng wuld be nore harnful to all Al aska
communities than could any funds to help the state's revenue
shortfalls. M. Meglein highlighted that the nenbers of the
comunity service organizations volunteer their own tine and
noney to support their communities, local charities, and people
who need support that isn't provided by any other agency. M.
Moeglein requested the commttee's support agai nst any
| egi slation that would take away any volunteer effort or revenue
from any [charitable organization]. In conclusion, M. Meglein
requested that the conmttee defeat SB 102 and all other
| egi slation that would be harnful to all volunteer efforts.

Nunber 0287
GEORCGE BRI GGS, Executive Director, Chanber of Commerce, City of

Dillingham opined that SB 102 doesn't do any gam ng associ ation
any good. M. Briggs noted that the Cty of D llingham has a

sales tax of 6 percent. Therefore, he assuned that under
[Version U the Gty of D Ilingham woul d be grandfathered in and
decrease its [rate of tax on gross receipts] to 5 percent. In
the aforenmenti oned scenario, he questioned how that woul d inpact
the 3 percent on ideal net. He asked if the 3 percent on ideal

net would be paid as well as the 5 or 6 percent sales tax.
CHAI R ANDERSON answered that he didn't believe so.

MR. BRIGGS related that even so, he isn't in favor of SB 102.
However, if there's going to be a tax, sonewhere between 3-6
percent of ideal net would be a good conprom se.

Number 0430

CELENA BROMWN, Gam ng Manager, Senior Center, Cty of Dillingham
read a letter from Lauralee Mtchell, Dy rector, Senior Center,
City of Dillingham as foll ows:

The City of Dillingham Senior Center is a nonprofit
or gani zati on. Seni ors in Dillingham and 32
surrounding villages and Bristol Bay benefit from our
services and prograns. The NTS grant that drives our
program was cut nore than $200,000 for FY 04. Qur
pull -tab operation has helped us supplenment a |arger
percentage of the nobst needed of services in Bristol
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Bay. O hers have been dropped. Qur association with
the City of Dillingham has many benefits in the form
of lower prices in gas, heating fuel, propane, and
freight. The city extends in-kind services to us in
the form of building naintenance, snow renoval

vehicl e maintenance, C per sonal servi ces, and
vol unt eers. The City of Dillingham takes an active
role in our programas well as prograns in the school.
And we would like to see themto continue to grow for
our seniors and the future of our children. The tax
that the city charges on pull-tabs goes into our

gener al fund, which is distributed to wvarious
departments to run our city, one of which is our
school district ... [with] a budget of $6.6 nmillion a

year and which the city provides $1.1 mllion from our
general fund.

M5. BROWN [speaking for herself] opined that she didn't believe
the commttee understood the inpact this l|egislation wuld have
on the smaller comunities. Wthout [charitable gam ng] many
seniors will have to go to the state and request noney.

Nunmber 0563

JOHN LANDERFELT, Laborers Local 341, began by relating Laborers
Local 341's opposition to SB 102. He explained that SB 102
would result in undue harmto an industry that provides Laborers
Local 341 with funds that it distributes to a |arge nunber of
charities. The charities include youth sport teans, educationa
charities, scholarships, and nmedical charities.

Nunmber 0626

LYNN REESE, Lynn's Pul |l - Tabs, Qperator 77, informed the
commttee that she contracts with the American Red Cross, the
Anmerican Lung Association, the Al zhei nmer Association, Blood bank
of Al aska, and Community Schools. "Quite sinply, SB 102 shuts
ny doors and throws nme and the aforenentioned out on the
street,"” she said. She opined that if SB 102 shuts her down, it
wll also cause other snall operators and prograns to close.
She noted her agreenent with the economics of this legislation
on the industry as presented by M. Yanish and M. Lanbert.

M5. REESE highlighted that currently bingo paper, a form of

charitable gam ng, isn't being taxed. She suggested that the
state could collect, in conservative ternms, approximtely $2
mllion. Unlike pull-tabs, a tax on bingo paper cold be passed
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on to the consuner for a nom nal cost. These taxes could be
collected at the distributor |evel. Ms. Reese said she would
happily prepare a witten proposal based on the 2002 Annual
Gam ng Report. M. Reese urged the commttee not to pass SB 102
wi thout |looking for alternative resources wthin the gam ng
comunity.

Number 0719

JIM PEOT, General WManager, Whaler Casino Supply, inforned the
commttee that he has been involved with charitable gamng for
over two years. M. Peot said that he is opposed to the current
form of the legislation, HCS CSSB 102, Version U. M. Peot
paraphrased from a Septenber 28, 2003, letter he drafted to
Senators Wl ken as follows:

This letter is initiated in opposition to the current
formof ... SB 102 ..., which raises the gamng tax
from3 to 15 percent of the ideal net profits. \Waler
Casino Supply is a distributor of pull-tabs and other
gam ng supplies throughout the state. Currently, our
business collects and pays the state departnment of

gaming ... up to $50,000 per nmonth of ganming tax.
This equates roughly to 14 to 20 percent of our
nonthly conpany gross sales. If the tax were

i ncreased 15 percent - that's a 500 percent increase -
we'd be collecting and paying to the state an
estimted 50 percent, and that's going to be anywhere
from $100-$200,000 per nonth of our nonthly gross
sales to the state. This proposed increase in the tax
will place the burden and liable of tax collection on
the distributors. [If this proposed bill passes in its
current form we can change our current business nodel
from being a premer supplier of pull-tabs and gam ng
supplies to primarily being tax collectors for the
state. And that's why providing gam ng supplies would
be our secondary business. I do not believe
distributors should primarily be in the business of
[ tax] collectors for the state while assumng
considerable financial risk. It should be the state's
responsibility to collect these nonies ....

MR. PEOT paraphrased a |ater paragraph in the aforenentioned
|l etter as follows:

| strongly believe that such a drastic tax increase
will have a profound effect on the state's gamng

HOUSE L& C COW TTEE -29- April 14, 2004



i ndustry. Raising the gamng tax 500 percent wll
nost likely result in the collapse of many charities
that participate in gamng as a source of revenue,
col l apse of nmany operators, and insolvency for many of

us distributors. ... it's unfair, there needs to be
sone . protection nmeasur es to pr ot ect t he
distributors for slow payers or no payers. That is

quite a tall order for the state to pass on to the
distributors, is to raise that tax up to 500 percent.
If we were to mss a few paynents, we really have no
recourse. Any of the charities are not bonded, the
operators are the only ones that are bonded and their
bond is not even applicable if they pay their

distributor. And what we have found in many cases is
that sone of these charities refuse to pay the state,
the state wll suspend their |icense. But there's

really no recourse for the distributors because we
can't really go after anything because what are you
going after. You're going after an entity that has no
assets and really has no tangible things connected to

it. ... 1If we were to pass this bill, and | just
think that we should re-look ... at the ampbunt of tax.
Do a study to see if that's the right thing and put in
sone "protectionary” measur es to pr ot ect t he
di stributors. Now al so speaki ng from the
distributor's point of view, 1'd say that we're kind

of at the hub of the industry. W see stuff com ng
from the manufacturers and we really have our

finger on the pulse because we ... deal wth al
different shapes, sizes ... of all the different
charities. And from the people |'ve spoke wth,
including Ms. Reese ..., she's pretty indicative

of a typical person. Now the big players, | would say
they will be able to absorb this new cost, but nmany of
these people that have high costs -- they're really
going to take a hit. And if the state is proposing to
raise this ... tax, going from $2 mllion up to $10
mllion, that $8 million is ... basically you're going

to be taxing the charities, that's who's going to be
paying for it.

CHAI R ANDERSON commented that he didn't enjoy taxing pull-tabs.
He further comented that the state needs an overall fiscal
plan, but he said he didn't believe this is the way to do it.
Moreover, this [legislation] won't solve [the state's fiscal]
pr obl em However, he expressed the desire for continued debate
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and dialogue on this natter. Chair Anderson infornmed the
commttee that there was a request to send SB 102 to the House
Labor and Commerce Standing Comrittee in order to have nore
testinmony and review the inpact this legislation wuld have on

muni ci palities. He said he felt that the aforenentioned has
been acconplished with the work [the commttee has done] wth
the nmunicipal |eague and the <cities that have testified.

Al though he felt that the cities have conme to sonewhat of an
agreenent with [Version U, he opined that the charities still
have a point wth regard to the Ilevel of taxation and

unf ai r ness. Therefore, he expressed the need to continue the
dialogue in the House Finance Commttee. He nentioned his
desire for the House Finance Comrittee to work wth the
charities to anmend the legislation to a reduced rate. He

concl uded by announcing his desire for the conmttee to nove the
| egi slation on [to the House Finance Comm ttee].

Number 1070

REPRESENTATI VE LYNN said that he wants to support the charities
and not kill themwth this tax. He expressed the need to act
with great caution. Representative Lynn expressed concern with
this attenpt to renmedy the state's fiscal situation wth
"pat chwor k" taxes. He stressed the need to have a long-term

fiscal plan that may include a tax and a reduction in spending.

REPRESENTATI VE LYNN informed the committee that every evening he
tries to contact five or so constituents and ask if they have
any questi ons, conpl ai nts, or concerns. Al t hough the
constituents address a host of issues, the conversation usually
boils down to the need to address the state's fiscal situation.
Representative Lynn opined that the legislature is debating this
small tax bites to small segnents of Al aska, while evading the
| ar ger i ssue. "I"'m very unconfortable with the way this thing
is going," he said.

Nunber 1224

REPRESENTATI VE CRAWORD stated that he is opposed to |egalized
ganbling, which he believes takes the noney from many and pl aces
in the hands of a few He further stated that he is opposed to
the state depending on ganbling noney. Recal ling the testinony
regarding how this legislation will hurt the charities and the
operators, Representative Crawford suggested that the only
entity this legislation helps is the coffers of the state. He
stressed that he didn't want the state to obtain nore noney from
ganbling. Furthernore, he said he didn't like grandfathering in
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muni ci palities because of the inequity it cases. Therefore, he
felt that the state would be better served with the status quo.

Nunber 1323

REPRESENTATI VE CRAWORD noved that the commttee table HCS CSSB
102, Version U  He requested a roll call vote.

CHAI R ANDERSON objected and directed attention to his earlier
statenments that this is the governor's legislation and the
di al ogue should continue in order to devel op an equitable plan.

A roll call vote was taken. Representatives Crawford,
GQuttenberg, Gatto, Dahlstrom and Lynn voted in favor of tabling
HCS CSSB 102, Version U Representati ve Anderson voted agai nst
it. Therefore, HCS CSSB 102, Version U, was tabled by a vote of
5-1.

ADJ QURNVENT
There being no further business before the commttee, the House

Labor and Commerce Standing Conmittee neeting was adjourned at
5:25 p.m
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