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HOUSE BI LL NO. 271

"An  Act |l evying and providing for the collection and
adm nistration of an excise tax on passenger vehicle rentals;
and providing for an effective date.”
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HOUSE JO NT RESCLUTI ON NO. 9
Proposi ng anmendnents to the Constitution of the State of Al aska
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HOUSE JO NT RESOLUTI ON NO. 26

Proposi ng anmendnents to the Constitution of the State of Al aska
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proofing the Al aska permanent fund by establishing a percent of
mar ket val ue spending limt.
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ACTI ON NARRATI VE

TAPE 03-13, SIDE A
Number 0001

CO CHAI R WHI TAKER cal | ed the House Special Conmittee on Ways and
Means neeting to order at 7:10 a.m Represent ati ves Wit aker
Hawker, Heinze, Kohring, WIson, and Mses were present at the
call to order. Represent ati ves Weyhrauch and G uenberg arrived
as the neeting was in progress. Representati ves Gatto, Seaton
Qgg, and Sanuel s were al so in attendance.

HB 271- PASSENGER VEH CLE RENTAL TAX
Nunber 0125

CO CHAIR WHI TAKER announced that the first order of business
woul d be HOUSE BILL NO 271, "An Act levying and providing for
the collection and administration of an excise tax on passenger
vehicle rentals; and providing for an effective date."

Number 0152

CO CHAI R HAWKER noved to adopt the proposed committee substitute
for HB 271, Version 23-LS0936\S, Kurtz, 4/23/03, as the working
docunent . There being no objection, Version S was before the
comittee.

CO CHAI R HAWKER expl ai ned that the proposed commttee substitute
was drafted in response to public testinony by industry nenbers
during yesterday's hearing. The proposed committee substitute
has been constructed with the cooperation of the nenbers of the
commttee and the bill's sponsor [Representative Kott]. Thi s
version expands the definition of vehicles subject to the excise
tax to include recreational vehicles as well as passenger
vehicles. The rate on passenger vehicles has been reduced to 10
percent from the previous bill's 15 percent |evel because |oca
taxes and access fees created too much of a burden on the
i ndustry. The 10 percent [excise tax] is nore in line wth
nati onal standards, he commented. The tax on recreational notor
vehicles [RVs] is established at 3 percent with the
understanding that RVs will rent on a dollar-per-day basis 3 to
5 tinmes as nuch as an average passenger vehicle. This keeps the
tax levies in a proportional perspective, he said. Co- Chai r
Hawker told the nmenbers that the conmttee substitute also has
adm ni strative provisions that specify that the regulations for
the admnistration of this tax shall be determned by the
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[ Departnment of Revenue]. Nothing in this bill in any way
prohibits the | essors of the vehicles from collecting the excise
tax fromthe consuners.

Number 0421

CO CHAIR HAWKER told the nenbers that he is confortable with the
bill with respect to the way it fits into the general revenue
system where funds are not dedi cated, and where revenues cone in
from many sources such as oil and gas revenue excise taxes or
fees for registration of notor vehicles. The general revenue
system has not been |ooked at for nmany years, and is no |onger
consistent with what has beconme generally accepted across the
country in funding of state governnments, he comented. Co-Chair
Hawker explained that excise taxes on vehicles is a comon

mechani sm and this bill is consistent with what has been found
to be a proven conponent of the general revenue system
nat i onw de. He told the nenbers he believes [this tax] fits

into a conprehensive fiscal structure for the state of Al aska
t hat nakes sense and is appropriate at this tine.

Number 0541

REPRESENTATI VE W LSON asked what the estimated revenues for this
[ exci se tax] woul d be.

COCHAIR HAWKER replied that the fiscal note on the first

version of HB 271 showed approximately $7.5 mllion [in
revenue]. He pointed out that fiscal note was predicated on al

vehi cl es, including recreational vehicles, being taxed at the 15
percent |evel. A fiscal note reflecting the changes in the
committee substitute is not yet available; however, he said he
believes there will be a proportional reduction in relation to

t he tax base.

CO-CHAIR VWH TAKER added that he estimates the fiscal note wll
be around $7 mllion. A revised fiscal note for this comittee
substitute will be provided to the comrttee soon.

Nunmber 0639

REPRESENTATI VE SEATON commented that he believes the reduced
rate on RVs makes sense especially since individuals renting RVs
are not only getting a vehicle, but accomobdations or | odging.
He said the conmttee talked about the applicability of a
muni ci pal tax on vehicles or a bed tax that could be instituted
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by a municipality. He stated he believes there should be
clarification in the bill on this point.

CO CHAIR HAWKER responded that bed taxes are wusually justified
as a neans to pronote econom c devel opnent and tourism as well
as a neans of accommpbdating the costs that nunicipalities incur
as a result of having tourists in their mdst. He pointed out
that from the standpoint of additional burden on the community,
the notor vehicle renter also pays taxes through notor fuel
taxes and dunping fees that are associated with RvVs. He told
the nenbers he does not see the need to equate the [excise tax]
to a bed tax or apply it in addition to a bed tax. That woul d
be very difficult to do, he comrented. Co-Chair Hawker said he
does not see this excise tax as a conflict with a bed tax
inposed by comrunities since they are two different tax
structures.

REPRESENTATI VE SEATON explained that he is only interested in
clarifying the | anguage as to whether [a bed tax] is acceptable
or not acceptable [with a RV rental] because he believes the
guestion wll come up.

COCHAIR WH TAKER noted for the record, that Representatives
Weyhrauch and Samuel s had joi ned the neeting.

Nunmber 0909

CO CHAI R HAWKER proposed a technical anendnent to Version S as
fol |l ows:

On page 2, line 15
After the words "passenger vehicle"
Insert the words "or recreational vehicle"

CO CHAI R HAWKER pointed out that this change is inportant since
there has been a separation in definitions of passenger vehicles
and recreational vehicles in the bill. There being no
obj ection, the technical anmendnent was adopt ed.

The commttee took an at-ease from7:18 a.m to 7:22 a.m
Nunmber 1048
REPRESENTATI VE HEINZE noved to report CSHB 271, Version 23-

LS0936\S, Kurtz, 4/23/03, out of conmttee wth individual
recommendati ons and t he acconpanying fiscal notes.
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Nunber 1123

REPRESENTATI VE KOHRI NG objected and said he is not convinced
that a tax of this nature is sonething that will be beneficia
to the econony. Representati ve Kohring explained that he has
not heard a conpelling argunment as to why this tax is needed
other than the fact that it is another revenue source. He
recalled comments that the industry needs to contribute to the
state in terns of what it consunes in the wear and tear on roads
and public facilities; however, he said he has not heard that
this industry has been a detrinent to the infrastructure.
Representative Kohring added that the industry does pay gas
t axes, business license fees, vehicle registration fees, airport
taxes, and other [taxes and fees] of that nature. He said he
believes the industry has already nmade a sizeable contribution
to the state. Representative Kohring sumrarized his coments by
saying that he does not believe this is a prudent action at a
time when encouraging economc developnent in the state and
encouragi ng small businesses, which are the backbone of a good
strong econony, is essential.

Nunmber 1326

A roll call vote was taken. Represent ati ves Mses, G uenberg,
Wl son, Wyhrauch, Heinze, Whitaker, and Hawker voted in favor
of reporting CSHB 271, Ver si on S, from comm ttee.
Representative Kohring voted against it. Therefore, CSHB
271(WM was reported out of the House Special Conmttee on Ways
and Means by a vote of 7-1.

HIR 9- CONST AM APPROPRI ATI ON/ SPENDI NG LIM T

Number 1420

CO- CHAIR WHI TAKER announced that the next order of Dbusiness
woul d be HOUSE JO NT RESOLUTION NO. 9, Proposing anmendnents to
the Constitution of the State of Alaska relating to an
appropriation imt and a spending limt.

CO- CHAI R WH TAKER determ ned that no one in the room or on-line
wanted to testify.

COCHAIR WH TAKER noted for the record that Representative
G uenberg had joi ned the neeting.

Nunber 1444
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COCHAIR HAWKER comrented that since the commttee |ast
discussed HIR 9, he has had nany conversations about the

structure of the resolution. He said that if this resolution
results in a constitutional anendment, it wll be one of the
| egi slature's nost significant acconplishnents. The [ Al aska]

Constitution is truly the backbone of the way the state
oper at es. The budget is how the governnent satisfies the needs
and priorities of the people of Al aska.

CO CHAI R HAWKER poi nted out that the original version of HIR 9
was particularly restrictive. It provided a flat basis for al

future appropriations with no escal ating provision. Each year,
the legislature could raise the anmbunt spent over the base year
by 2 percent with a three-quarters vote of the legislature. But
then, the next year the legislature would have to go back to the

base line and perhaps could increase it 2 percent that year.
Under the [original] HIR 9 the legislature could have a 2
percent increase over a base year. The base year would be the

current budget, which would be in effect for the next 10 years.
Gven the inflationary pressures and the desire for economc
gromh, the original resolution mght be too constrictive to
mai ntai n a budget, even at the current |evel.

Number 1710

CO CHAIR HAWKER added that he will not offer specific changes
today, but that he and others have considered various neans of
making HIR 9 nore flexible as it caps expenditures. He
suggested the commttee consider sone increnents such as: 1
percent increase with a sinple majority vote, an additional 2
percent with a two-thirds vote, and perhaps an another 2 percent
increase with a three-quarters vote, for a potential total
increase of five percent. A three-quarters vote is a huge
hurdl e, he acknow edged. The stair step concept would retain a
very rigid commtnment to the people to control expenditures, but
it would allow for a reasonable growh of governnent,
particularly in response to things the legislature does not
al ways control. For exanple, the education budget is formla
driven, and the |egislature does not have the ability to cut 15
percent across the board. That would not be good policy, he
st at ed. There are other fornula progranms, such as Medicaid,
that the legislature wants to constrain, but it is a billion
dollars, and the state has no control over it. He concluded his
comments by encouraging the commttee to add flexibility to HIR
9 or whatever nechanismis used.

Number 1910
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CO CHAIR WHI TAKER noted there will be public testinmny on HIR 9
tomorrow and next week. Wth the support of the majority of the
menbers, he said he intends to nove HIR 9 out of commttee next
week. He invited interested people to bring their concerns and
comrents forward.

Nunmber 2006

REPRESENTATI VE GRUENBERG stated that for governnent to function
there nmust be sufficient flexibility in a spending limt; he
said legislators cannot begin to know what will happen [in the
future].

[HIR 9 was held in commttee.]

HIR 26- CONST. AM PF APROPGCS/ | NFLATI ON- PROOFI NG
Nunber 2110

CO- CHAIR WH TAKER announced that the final order of business
woul d be HOUSE JO NT RESOLUTION NO 26, Proposing anmendnents 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.

Nunber 2118

ARLI SS STURGULEWBKI, Trustee, University of Alaska Foundati on,
congratul ated the legislature on having established the House
Special Commttee on Ways and Means. She told the nenbers that
she is very supportive of the constitutional anmendnent [HIR 26].
There are a nunber of reasons she believes this is inportant,
she said, but the nost inportant is that it offers stability in
year-to-year anounts that are available [for appropriation].
This constitutional anmendnment would provide sone stability in
pl anni ng, she said.

M5. STURGULEWSKI expl ained that she serves as a trustee on the
University of Al aska Foundation which was fornmed primrily for
schol arshi ps for students. She explained that [the University
of Al aska Foundation] uses nethods simlar to that proposed by
this constitutional anmendnent as do |arge endowrent foundations
across the country; this nethod is a very standard approach.

M5. STURGULEWSKI told the nenbers that when she was in the

| egi slature she carried the bill which inflation proofed the
[ Permanent] Fund principal, not the earnings reserves. She said
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that this constitutional anendnment would pull together both.
Over tinme the markets do go up and down and this would assure a
steady, real rate of return for the fund and that w Il protect
it. M. Sturgul ewski sunmarized her comments by saying that she
believes this is an excellent nethod of protecting the fund, and
she will personally commt herself to working to pass this
constitutional amendnent.

Nunber 2411

MARY  GRI SWOLD, testified in support of t he pr oposed
constitutional anendnent [HIR 26]. She read the follow ng
testinmony into the record:

I am an enthusiastic supporter of a 5 POW payout
because it constitutionally inflation-proofs the
entire permanent fund. Ri ght now, only the principa
is inflation-proofed, and that is done by statute, not
through the constitution, and only after the dividend
programis funded.

The second reason | support 5 POW is that it sets a
spending limt. Under the current distribution
nmet hodol ogy, the legislature mnay appropriate the
entire earnings reserve account. Five POW forces us

to resist the tenptation to appropriate too nmuch noney
when the fund is flush, vyet nmkes distributions
avai lable in | ean years.

Number 2550

Third, an annual payout based on narket value is
conpatible with the fund' s diversified portfolio that
is managed, in conformance to industry standards, for
| ong-term value over short-term gain. The current
di stribution nethod, based on inconme, was appropriate
20 years ago when the fund was invested primarily in
bonds. A 5 percent payout is generally recognized by
| arge fund nanagers as the highest sustainable payout,
beyond which the real value of the fund would di m nish
over time. This straightforward approach protects the
value of the fund and provides a limted, predictable,
and sustai nabl e revenue stream

The permanent fund trustees conbined the fund's

principal and inconme in one pot of noney to make 5
POW work effectively. Segregating the principal
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interferes wth value-managenent goals by exerting
pressure to produce short-termincone for dividends or
ot her di stributions during peri ods of poor
per f or mance. Segregating the principal also tenpts
the legislature to provide for a greater than 5
percent payout when the earnings reserve account 1is
flush, as in HIR 1. This is just what POW is
designed to avoi d.

How the | egi sl ature chooses to divide the payout is an
i nportant question. The APFC [Al aska Permanent Fund
Corporation] takes no position on the use of the
payout . Five POW 1is a managenent tool, not a
distribution plan. However, the two are intrinsically
| i nked. The use of the payout should not be set in
the constitution because this is an appropriation
i ssue better | ef t to the legislative process.
However, the statutes relating to permanent fund
incone and inconme distribution nust be anmended to
conformto 5 POW. | urge you to preserve the current
di vidend formula when you change these statutes. Five
POW is too valuable to the permanent fund to risk
voter rejection by threatening their dividend checks.

Number 2670

For nodeling purposes, we assunme an 8 percent total
return, 3 percent inflation, and 5 percent real
return. Under existing statutes, 50 percent of the
income available for distribution, or 4 percent, goes
to the dividend program Inflation proofing then
takes 3 percent, leaving 1 percent for the other
| egi sl ative appropriation, which has never been

touched. For this distribution to work under POW, 80
percent of the 5 percent payout nust be allocated to
the dividend program to provide the sane 4 percent.
Inflation-proofing of 3 percent has already been
accounted for by establishing a 5 percent payout
limt, leaving 20 percent of the payout for other
| egi sl ative appropriation, which is the sane as the 1
percent under the existing distribution statutes.
Fifty percent of the noney available for distribution
after inflation proofing cannot provide the sane
anount for dividends as 50 percent of the noney
avai l abl e for distribution before inflation-proofing.
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It is time to nove forward on a fiscal plan. Thi s
constitutional anmendnment conbined with a change to the
statutes securing 80 percent of the annual payout for

dividends is critical first step. Pl ease pronote a
conprehensi ve package the voters will accept. It is a
three-way w n. The permanent fund gets a better
managenent f ramewor Kk, t he | egi sl ature gets a

predi ctabl e revenue stream and the people keep their
dividend fornmula. [original punctuation provided]

Nunmber 2747

REPRESENTATI VE GRUENBERG asked Ms. Giswold whom she represents,
and if she would provide the nenbers with a witten copy of her
testi nony.

M5. GRISWOLD stated that she is representing only herself. A
copy of her witten testinony has been provided to the
conmittee.

Nunber 2819

EDWARD MARTIN, SR, testified in opposition to HIR 26. He told
the nenbers that he believes [HIR 26] is a poor way to manage
the fund. The state legislature has a very large financial
managenent problem and so does the Permanent Fund Corporation
Board of Trustees, he said. They have to use the "so-called"
prudent man rule. They have invested 99 percent of the fund
outside of our borders which has produced about [$6 billion].
The sad part [of this policy] is that the [trustees] are
continuing the same policy [of investing outside Al aska] while
recormmending this l|egislation which takes nore from the people
of Al aska and |lets governnment have nore to waste. He asked the
nmenbers to renenber that the noney has no value to Al aska
citizens without its use. He told the nenbers that there wll
be a heavy political price paid when the citizen rule is applied
at the ballot box. This legislation does not benefit the
citizens of Alaska, only special interests, and the people are
not buying it, he warned.

Number 3112

JAMES PRICE, testified in opposition to HIR 26. He told the
menbers he believes that this resolution brings the state one
step closer to using the dividend earnings and perhaps the
principal to fund the operation of state governnent. M. Price
said that he thinks the legislature should find a solution to
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the deficient problem before changing any provisions of the

Per manent Fund. He said he would |like to see the dividend
program  off t he tabl e W th respect to | egi sl ative
appropriations. He said he does not believe this legislation
will solve the problem but wll perpetuate it. M. Price

summari zed his coments by saying he opposes HIR 26 and the
appropriation of any of the earnings for the funding of state
gover nnent .

Number 3309

LAURIE CHURCHI LL, testified in opposition HIR 26. She told the
menbers that she does not believe there should be a change in
the [Alaska] Constitution without a vote of the people. She
said she believes there is a serious spending problem with a
bl oated budget and it needs to be cut drastically. Ms.
Churchill noted that many of the legislators who are serving
made canpaign promses to their constituents that they would
| eave the PFD [ Permanent Fund di vi dend] al one. Thi s
[resolution] is a violation of the constituents' trust.

Number 3429

CO- CHAIR WHI TAKER clarified that what is being discussed is a
proposed constitutional anendnent [HIR 26] which, if passed by
the legislature, would require a vote of the people in 2004.

Number 3450

PETRI A FALKENBERG, testified in opposition to HIR 26. She told
the menbers that she is opposed to the resolution because nost
candi dates elected in 2002 prom sed not to touch the Permnent
Fund. She asked if the nmenbers were listening to the 83 percent
of Al askan voters. Ms. Fal kenberg said she believes that the
maj or problem lies with overspendi ng. She said she does not
beli eve the Permanent Fund should be a source of funding to run
t he governnent. She said she opposes the |egislature's comng
t hrough the back door to rob the PFD with bills of this nature.

Nunmber 3633

REPRESENTATIVE WLSON explained to those individuals who
testified and those who are listening that the nenbers have been
advised that it is possible that the PFD could disappear at
various times; however, with this resolution in place it would
be a nore stable and nore assured dividend for the people of the
state.
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CO CHAI R WHI TAKER announced that there will be public testinony
taken tonorrow, Tuesday, and Wednesday on HIJIR 9 and HIR 26.

[HHR 9 and HIR 26 were held over.]
ADJ OQURNVENT
There being no further business before the commttee, the House

Special Commttee on Ways and Means neeting was adjourned at
7:50 a.m
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