M NUTES
SENATE FI NANCE COW TTEE
March 24, 2004
9:04 AM

TAPES

SFC-04 # 55, Side A
SFC 04 # 55, Side B
SFC 04 # 56, Side A

CALL TO ORDER

Co-Chair Gary WI ken convened the nmeeting at approxinmately 9:04 AM
PRESENT

Senator Gary W/ ken, Co-Chair
Senat or Lyda Green, Co-Chair
Senat or Con Bunde, Vice Chair
Senat or Fred Dyson

Senator Ben Stevens

Senat or Lyman Hof f man

Al so Attendi ng: SENATOR BERT STEDVAN, | AN FISK, Staff to Senator
Bert Stednan; KATHY HANSEN, Executive Director, Southeast Al aska
Fishernen's Alliance; DICK COOSE, Staff to Senator Bert Stednman;
LUCKY SCHULTZ, Staff to Senator Fred Dyson; CHERYL FRASCA,
Director, Ofice of Managenent and Budget, Ofice of the Governor;
PHELAN STRAUBE, Staff to Senator Ben Stevens; KEVIN RI TCHI E,
Executive Director, Al aska Muinicipal League

Attending via Tel econference: From an Ofnet site: ROBIN WLSON,
Tax Division, Departnent of Revenue

SUMVARY | NFORMVATI ON

SB 286- DI RECT MARKETI NG FI SHERI ES BUSI NESS

The Conmittee heard fromthe sponsor and the industry. A conmttee
substitute was adopted and the bill reported from Commttee.

SB 328- NATI ONAL FOREST | NCOVE PROGRAM DCED REGS

The Committee heard from the sponsor, adopted one anmendnent and
held the bill in Commttee.
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SJR 3- CONST AM  APPROPRI ATI ON SPENDI NG LIM T

The Conmittee heard fromthe sponsor, the Ofice of Managenent and
Budget, adopted one anendnent, one anendnent was offered but
wi t hdrawn from consi deration, and the bill was held in Conmttee.

SB 366- STATE SALES TAX

The Conmittee heard fromthe sponsor, the Ofice of Managenent and
Budget, the Departnent of Revenue, and the Al aska Munici pal League.
A commttee substitute was adopted and the bill was held in
Commi ttee.

#sb286

CS FOR SENATE BILL NO. 286(L&0)

"An Act relating to direct marketing fisheries businesses, to
the fisheries business tax, and to liability for paynent of
taxes and assessnents on the sale or transfer of fishery
resources; and providing for an effective date.”

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

Co-Chair WIken explained that this |egislation would reduce "the
fisheries business tax rate for direct marketers fromfive to three
percent." A direct marketer is defined "as a fisherman who owns a
vessel of at |east 65-feet or |ess and catches, processes, and
sells both processed and unprocessed fish product” in or outside of
the State.

Senat or Bunde noved to adopt the Finance conmittee substitute,
Version 23-LS0738\Z as the worki ng docunent.

Co-Chair W/I ken objected for explanation.

SENATOR BERT STEDVAN, the bill's sponsor, explained that this
| egi sl ati on would affect the direct nmarketing business sector of
the fishing industry. The fisheries business, which was inpl enented
in 1913, is the oldest tax in Alaska. Currently, a three-percent
tax is assessed on the "the grounds price," which is the price paid
upon delivery of raw fish to the dock. The tax rate on fish sold to
a floating processor, "which is a large nobile processing facility"
is currently five-percent. This bill focuses on the group of
fishermen who no longer fit these "old" fisheries business tax
definitions, for, as the industry has devel oped, circunstances have
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changed and nore independent, small boat fishernen are conducti ng
their own processing and marketing. Unlike the large scale floating
processors, these business "are primarily Al askans resident
fi shermen who operate out of our ports, buy our fuel, and supplies”
and own property in the State.

Senator Stedman stated that this bill would correct current tax
inequities by charging these small direct marketing vessels a
t hree-percent rather than five-percent fisheries business tax. It
woul d al so alter the val ue upon which the direct marketers' tax is
based. Rather than the val ue being determ ned by the grounds price,
which is the floating processors' first point of sale, the direct
mar keters' "first point of sale is the second whol esal e or retai
price because these businesses are selling their fish to
super markets, restaurants,” or directly to the custoner. Therefore,
this bill would clarify "that direct marketers would be taxed on
the 'prevailing' ground price."

Senat or Stedman stated that, while sone fisheries are required to
pay taxes on a nonthly basis, this legislation wiuld specify that
all taxes due by direct market vessels would be due each Apri
first in order to allow them to take care "of their accounting
conprehensively at the end of the season.”

Senat or Stedman summari zed that this |legislation would "renove the
current disincentive in our tax systent by recognizing that the
direct marketing industry is providing quality fish products, is
respondi ng to marketing demands, and is taking nore responsibility
to ensure the success of their operation. He stated that passage of
this legislation would provide a level playing field to direct
marketers by providing tax fairness. He reiterated that the vessels
addressed in this legislation are |l ess than 65 feet in |ength.

| AN FISK, Staff to Senator Bert Stednman, inforned the Committee

that the Version "Z" differs fromthe previous bill version in that
it adds the word "unprocessed” into the definition of value in Sec.
5, page four, line five as follows.

(A) the market value of the fishery resource as determ ned by
the prevailing price paid to fishernen for the unprocessed
fishery resource of the sane kind and quality by fisheries
business in the sane region or narket areas where the fishery
resource was taken if

New Text Underlined [ DELETED TEXT BRACKETED

Co-Chair WI ken renoved his objection.
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There being no further objection, the Version "Z" commttee
substitute was ADOPTED as the working draft.

Co-Chair WIlken noted that the sponsor has provided a "Short
Definitions of Terns" handout [copy on file] that defines fishing
t er m nol ogi es.

Senator A son inquired to the reason that April first is specified
as the date the tax woul d be due. That date m ght place a hardship
on the fishing industry.

M. Fisk responded that, historically, the Fisheries Business Tax

has been due on April first, due to the fact that oftentines
"fishermen receive retroactive paynents over the course of the
winter." In an effort to make taxation filing easier, this

| egi sl ati on would consolidate a variety of taxes, including the
hat chery assessnent tax and the marketing tax, by making them
uniformy due at the sane tine.

Senat or O son asked what inpact would occur were the price of fish
to | ower and negate the retroactive paynents.

M. Fisk could not recall any situation wherein a fisherman was
required to pay back a conpany due to a reduction in price.

Senator O son asked the burden were no retroactive funds
forthcom ng during the winter nonths.

M. Fisk responded that absent any retroactive checks, the
fisherman woul d be required to pay based upon the price received at
the tinme of delivery.

KATHY HANSEN, Executive Director, Southeast Alaska Fishernen's
Al'liance, testified in support of the bill as it would address "a
tax clarity and tax fairness issue.” Noting that she had been a
participant in the devel opnment of this |egislation, she shared that
the bill is "a tightly woven conprom se" resulting from di scussi on
"between the industry, processors, and all the agencies that are
involved in direct marketing licensing."

Co-Chair WIken noted that Menbers' packets contain several letters
in support of the legislation, including one fromthe Alliance,
[copy on file] dated March 22, 2004.

Senator Stednman noted that the legislation was initiated and
furthered by the Sal non Task Force, which is conprised of fishernen
and processors. This issue has required attention for several
years.
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Co-Chair Green asked whether the legislation's new subsections
contain any further |anguage that should be addressed.

Senat or Stedman responded in the negative. He stated that work has
been conducted in regards to this issue for several years. Both the
fishing and processing industries support it.

Co-Chair Green asked whether the new | anguage in the bill would
di sadvant age any agency or group.

Senat or St edman responded no. The intent of the legislationis to
"conceptual | y enhance"” the State's val ue-added fisheries products,
assist the industry in their nodernization efforts and response to
mar ket condi ti ons, enhance the product price, and address sone tax
reporting issues. The hope is that these efforts would result in
i ncreased revenue to both the State and the industry.

Senator Dyson noved to report the bill from Commttee wth
i ndi vi dual recommendati ons and acconpanyi ng fiscal notes.

There being no objection, CS SB 286 (FIN was REPORTED from
Committee with indetermnate fiscal note #1 fromthe Departnent of
Revenue and zero fiscal note #2 from the Department of Fish and
Gane.

#sb328

SPONSOR SUBSTI TUTE FOR SENATE BI LL NO. 328

"An Act relating to the national forest income programin the
Departnent of Community and Econom ¢ Devel opnent and to the
authority of the departnment to adopt regulations; naking
conform ng anendnents; and providing for an effective date."”

This was the first hearing for this bill in the Senate Finance
Committee.
Co-Chair WIlken explained that this bill wuld provide the

Departnent of Community and Econom c Devel opnment with the necessary
authority to adopt regulations required "to inplenment a federa
program commonly know as National Forest Receipts.”

SENATOR BERT STEDVAN, the bill's sponsor, stated that this
| egislation would allow the State to align with federal changes to
the National Forest Receipts (NFR) program

DICK COCSE, Staff to Senator Stednan, read the SB 328 introduction
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statenent as foll ows.

Hi storically, the distribution of funds under the Nationa

Forest Receipts Program was authorized under a 1908 federal

|l aw (16 USC 500) where 25% of the annual inconme earned from
activities within a national forest was shared with the State
for distribution to boroughs, cities, and regional education
attendance areas |ocated within the national forest. Wth the
passage of the "Secure Rural Schools and Sel f-Determ nation
Act of 2000" (P.L. 106-393), National Forest Receipts paynents
to the State for fiscal years 2002 - 2007 will be based upon
the average of the three highest annual paynents nmade to the
State during the "eligibility period" of fiscal years 1987 -
2000.

Payments to the State under the Secure Rural Schools and
Community Self-Determ nation Act stabilized for the period
2002- 2007 rat her than fluctuate and significantly droppi ng due
mainly to the drastic reduction in national forest tinber
harvest the past several years. Distribution to the boroughs,
cities, and rural education attendance areas changed only in
that the federal act required that at |east 15% but no nore
than 20 % of each local entities paynent be spent on "speci al
projects” with the balance to be spent on the traditional
school s and roads categories. The special projects are defined
in the Federal act.

SB 328 allows the Departnent of Comunity and Economc
Devel opnent to prepare regulations to reflect the distribution
and accounting for the 15-20% special projects distributions
requi red by the Federal act.
Senat or Stedman remi nded that it would be beneficial to align the
State with federal forestry statutes, particularly were the NFR
recei pt programto continue into the future.
Co-Chair WI ken asked when the current NFR program woul d expire.

M. Coose responded that the current authorization is in effect
t hrough the year 2007.

Co-Chair WI ken asked whet her extendi ng the NFR program beyond t hat
date woul d require federal re-authorization

M. Coose affirned that it woul d.

Co-Chair G een understood therefore that the primary purpose of
this legislation is to conformto federal changes.
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Co-Chair WI ken understood that some of the statutory issues being
addressed occurred when the State conbined two departnents.

Senator Stedman clarified that the legislation is required due to
f ederal changes.

M. Coose explained that one of the federal regulations that
changed was the nmandate that 20-percent of the receipts be spent in
support of special projects. The Departnent nust receive
aut horization to rewite regulations in that regard. He al so noted
that the Departnent could further respond to Co-Chair WIlken's
coment regardi ng the departnents' consolidation issue.

Co-Chair Green asked for an exanple of what would constitute a
speci al project.

M . Coose explained that there are two kinds of special projects:
one being a local governnent or community project such as the
construction of a community shelter at Ward Lake in Ketchi kan or a
project to enhance search and rescue endeavors in Juneau, Sitka,
and Ketchikan as well as sone forestry service education projects.
He expressed that the projects are clearly defined in federal |aw

Amendnent #1: This anmendnent inserts new | anguage in Section 1,
page two, following |ine two, as follows.

(m In this section, "nunber of children in average daily
menber shi p" neans that the nunber of full-tinme equivalent
students enrolled and residing in the city school district or
regi onal education attendance area that receives a share of
the inconme from the public schools allocation of the fund
created in (b) of this section.

Co-Chair WIlken noved to adopt Anendnent #1 and objected for
expl anat i on.

Senat or Stedman explained that the forest service receipts are
shared based upon acreage. In addition to the major boroughs such
as the Gty & Borough of Sitka and the City and Borough of Juneau,
sonme of the unorgani zed communities are grouped together and then
the receipts are shared. Currently, however, sonme conmunities are
i ncludi ng correspondence study students in their calculations,
whi ch adversely weighs their school district over another.
Amendnent #1 "would |l evel the playing field" by elimnating this
di sparity.

Senator Dyson asked for further explanation regarding these
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correspondence school enroll nment cal cul ati ons.

Senator Stedman responded that one school in particular has
expanded its distance correspondence school enrollnment. This has
served to increase their average daily student count. This
anendnment woul d all ow only those students residing in and attendi ng
the community school to be factored into the equation. This would
correct this current inequity.

Co-Chair WIlken stated that the intent of the NFR was to assi st
i ndi vidual school districts in the operation of their schools by
utilizing a funding fornmula based upon "students actually in
seats.” As depicted in the Departnment of Education and Early
Devel opnent chart dated March 11, 2004 and titled "Correspondence
H story FY99- FYO5 Projected"” [copy on file] the community of Craig
had eight students enrolled in its correspondence program in FY
2000. 574 were enrolled in FY 2004. The NFR is being used to fund
t hose 574 correspondence students who do not physically participate
in the school district. The anendnent would serve to allocate the
NFR, as intended, based upon those students who are physically
present in the schools.

Senator Stedman stated that the communities that are enbedded in
the Tongass National Forest are unable to tax federal forest
service |lands, are unable "to expand into other resource based
areas or do econom c expansions to keep their popul ati on enpl oyed. "
He voiced appreciation for the efforts being exerted by Al aska's
Congr essi onal del egation in Washington to extend the NFR program

Senat or Dyson asked for confirmation that the City of Craig has a
correspondence school program

Senator Stedman affirned that the school has a substantial anpunt
of correspondence students.

Co-Chair WIlken referred Menbers to the aforenenti oned Depart nent
of Education and Early Devel opnent correspondence program chart.

Senat or Dyson asked whether the students enrolled in Craig's
correspondence programare fromCraig, are fromel sewhere, or are a
conbi nati on of bot h.

Senat or Stednan understood that the students are from around the
St at e.

Senat or Dyson asked for confirmation that the correspondence
program bei ng referenced could include students who live in Craig.
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Senator Stedman responded that the program is a conbination of
students both within and outside of Craig.

Senat or Dyson asked, therefore, whether the anmendnment woul d excl ude
students who reside in Craig but are enrolled in the correspondence
program from bei ng counted as part of the Craig school enroll nent.

Co-Chair W/I ken expressed that further information in this regard
nmust be acqui red.

Senat or St edman acknow edged.

Senat or Dyson decl ared that students who live in Craig but who are
enrolled in the correspondence program should be counted as Craig
school students.

Co-Chair Geen interjected that the anmendnent woul d not exclude in-
district correspondence students as it specifies that those who
enroll and reside in Craig would qualify.

Co-Chair W1l ken agreed that the anmendnent's | anguage does address
Senator Dyson's concern

Co-Chair WIken requested that a breakout of the in-district
students be specified in the chart.

Senat or A son asked how t he adoption of this anendnent woul d affect
the Craig School District. He opined that the anmendnment shoul d be
held until that information is avail able.

Co-Chair WIlken stated that the anendnent coul d be adopted prior to
recei pt of that information.

Senator O son asked whether this anmendnent would affect charter
school s.

Senat or Stedman stated that the answer woul d be forthcom ng.
Co-Chair Geen commented that charter school students who are
enrolled and reside in the school district would not be affected by
t he adoption of this anmendnent.

Senat or O son acknow edged.

Co-Chair Geen stated that the purpose of NFR is to provide

assistance to local comunities within the national forest based
upon residency.
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Senat or Hof fman asked whether any of the 574 students who are
enrolled in the Craig correspondence program were counted in the
recei pt of NFR dollars in any other district.

Senat or Stedman understood the question to be whether any of the
students are being "double counted” in that they m ght be counted
as being enrolled in both a correspondence program and in the
conmunity in which they reside. He assured that further information
in this regard woul d be forthcom ng.

Co-Chair Wl ken declared, "that if they are, they shouldn't be." He
suspected that this is not the case.

Senator Hoffnman therefore asked how the students who are not
residents of Craig would be accounted for were the anmendnent
adopt ed.

Co-Chair WIken understood that they would get State support
through the State Student Foundation Formula which is a separate
accounting. The NFR is additional funding to the State Foundati on
For mul a.
Co-Chair WIken renoved his objection to the Arendnent.
There being no further objection, Anendnent #1 was adopt ed.
Co-Chair WIlken ordered the bill to be HELD in Comm ttee.
#sjr3

CS FOR SENATE JO NT RESOLUTI ON NO. 3(JUD)

Proposi ng an anmendnent to the Constitution of the State of

Alaska relating to an appropriation limt and a spending
limt.
This was the fourth hearing for this bill in the Senate Finance
Conmittee.
Co-Chair WIlken stated that this legislation would allow a
Constitutional spending limt proposal to be placed on a Statew de
el ection ballot.
Amendrent #1: This anendnent del etes |anguage in Section 1, page
two, subsection (c)(3) and replaces it wth new |anguage as
fol | ows.

(3) of noney received by the State from a source other than
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the State or federal governnent that is restricted to a
specific use by the terns of a gift, grant, bequest, or

contract;
In addition, followng ";" in Section 1, subsection (c)(8) on page
two, line 21 the word "and" is deleted and a new paragraph is

inserted to read as foll ows.

(9) of noney for expenditure by a State agency to provide
services to another State agency that has also received an
appropriation of the sane noney; and

LUCKY SHULTZ, Staff to Senator Dyson, explained that in response to
Menbers' concerns regarding the appropriateness of |anguage in
Version 23-LS0296\B pertaining to the appropriation calcul ation
exenption "of donations, gift, and grants to the State for specific
pur poses," Amendnment #1 would replace that |anguage "with nore
appropriate | anguage" pertaining to the exenption of such statutory
designated program receipts as gifts, grants, bequests, and
specifically, contracts.

Senat or Dyson noved to adopt Anmendnent #1.
Co-Chair W/I ken objected for explanation.

CHERYL FRASCA, Director, Ofice of Managenent and Budget, O fice of
the Governor, clarified that this amendnment would align the bill's
| anguage with current State Statutes pertaining to statutory
desi gnat ed programrecei pts.

M. Schultz continued that the amendnent woul d al so incorporate a
new exenption into the bill in order to allow for an exchange of
i nteragency receipts in that one State agency could expend noney in
order to provide services to another State agency. This is not
addi tional inconme and should therefore be appropriately reflected.
The amendnent woul d al so address rei nbursabl e agreenents.

AT EASE 9:39 AM/ 9:39 AM

Senator Hoffman inquired as to the necessity of addressing the
i nt eragency recei pt | anguage, as, were the funds already included
in one department's budget, they would be incorporated into the
al l ocati on base.

Ms. Frasca responded that the anendnent woul d address the issue of
duplicated expenditures. She explained that when developing a
fiscal summary that conpares one year's budget to the next, there
is aline itemelenent through which to identify conponents that
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shoul d be backed out or would reduce duplicated expenditures that
had been appropriated tw ce. The proposed | anguage woul d serve "to
excl ude the duplication so they count only once under the Iimt."
Exanpl es woul d i ncl ude "hi ghway worki ng capital fund appropriations
to the Internal Services Fund for teleconmunications” as well as
i nt eragency receipts.

Co-Chair G een asked regarding a conponent of the Departnent of
Heal th and Soci al Services budget that would be affected by the
proposed statutory designated programreceipts | anguage.

Ms. Frasca responded that the anendnent would address the pro-
share/fair share conponent in the Departnent as these funds are
categorized as a contractual relationship between a health facility
t hr ough whi ch federal Medicaid funds are received and then returned
to the State. The anmendment woul d address this contractual issue.

Co-Chair G een asked whether "this inplies that it is a contract
with the State.”

Ms. Frasca clarified that it is a contractual agreenent between a
hospital and the State.

Co-Chair Green understood therefore that it is not a contractual
agreenent between the hospital and the federal governnent.

Ms. Frasca affirned that, when pertaining to the fair share/pro
share arrangenent, it is not.

Co-Chair W/I ken renoved his objection.
There being no further objection, Arendnent #1 was ADOPTED.

Amendnent #2: This anmendnent inserts new | anguage into Section 2,
subsection (d) on page three, line three follow ng the word "fund"
as follows.

if the balance in the fund is |less than $2,000, 000, 000. The
anount deposited into the budget reserve fund under this
subsection shall not exceed the amount that, when added to the
bal ance in the fund before the deposit, equals $2, 000, 000, 000.
After deposit is made under this subsection, any excess
general fund noney shall be deposited into a budget reserve
fund established by statute

Senat or Dyson noved to adopt Anmendnent #2.

Co-Chair W/I ken objected for explanation.
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Senat or Dyson explained that this anmendnent would address the
guestion of how to deal with excess funds were the noney avail abl e
for appropriation to exceed the Iimt. The original version of the

bill decried that the excess funds nust be deposited into the
Constitutional Budget Reserve (CBR). However, utilizing these funds
to rebuild the CBR to approximately a seven billion dollar |evel

has not been viewed as the "wisest public policy.” Therefore
rebuilding the CBR to sone acceptable or prudent |evel would serve
to strengthen the State's bond rating and provide flexibility with
which to respond "to foreseen and unforeseen fluctuations in

revenue."” This Amendnent would specify a CBR1limt of two billion
dollars. This would be one billion dollars beyond Governor Frank
Mur kowski's recommendation that a one billion dollar mninmm
bal ance be established. Additional revenue beyond the two billion

dollars would be deposited into the existing Statutory Budget
Reserve (SBR) fund. He voiced support for the anmendnent.

Co-Chair WIlken recalled that prior to the State's w thdraw ng
funds from the CBR beginning in 1994, noney from the SBR was
utilized between 1990 and 1994. The bal ance currently is the SBRis
m ni mal .

Senat or Dyson read Section 2, subsection (d), as it would read were
t he anendnent adopt ed.

(d) The amount of noney in the general fund available for
appropriation at the end of each fiscal year shall be
deposited in the budget reserve fund if the balance in the
fund is less than $2, 000, 000, 000. The anmount deposited into
t he budget reserve fund under this subsection shall not exceed
t he anount that, when added to the balance in the fund before
the deposit, equals $2,000,000,000. After deposit is nade
under this subsection, any excess general fund noney shall be
deposited into a budget reserve fund established by statute.

Co-Chair WI ken understood that adoption of the anmendnent would

limt the CBR balance to two billion dollars and anythi ng beyond
t hat anount woul d be deposited into the SBR He asked whether the
| anguage stating that, "any excess general fund noney shall be

deposited into a budget reserve fund established by statute" should
be anmended to clarify that this fund is the SBR

Ms. Frasca suggested that anmendnent | anguage specifying the general
fund also be deleted, as such things as excess Pernmanent Fund
earni ngs should al so be deposited into the budget reserve fund.

Senator B. Stevens noted that, in response to his question as to
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whet her the Permanent Fund Earnings Reserve Account was a
subaccount of the general fund or the Permanent Fund, the position
of the Departnent of Revenue's Conmi ssioner was that it was a
subaccount of the Permanent Fund. As a result of the Comm ssioner's
remar ks, he understood that those earnings would not avail able for
appropriation as a general fund subaccount. Therefore, the
Permanent Fund earnings reserve account wuld not be a
consideration in this bill

Ms. Frasca agreed that this would be the case "in terns of the
categori zation;" however, she stated that a future Legislature
could appropriate the balance of the Pernmanent Fund earnings
reserve account into the general fund.

Senator B. Stevens acknow edged. He noted that this |egislation
differs fromseparate earnings reserve account |egislation that he
has proposed, in that, by specifying that excess general funds
would fund the earnings reserve account, there is a different
fundi ng nechani sm

Co- Chair W1 ken suggested therefore that the general fund | anguage
in the amendnent remain as is with the option of revisiting it as
the bill progresses.

Senat or Dyson stated that anmending the |anguage to specifically
denote SBR is worthy of consideration.

Senat or Dyson asked Ms. Frasca whet her the | anguage specifying that
general fund noney woul d be avail able for appropriation should be
revisited.

Ms. Frasca asked that additional tine be provided before that
determnation is nade.

Senat or Dyson asked the Menbers and Ms. Frasca to reflect upon
whether two billion dollars is an appropriate CBRIimt.

Ms. Frasca requested that she be provided sufficient time to be
able to confer with the Departnent of Revenue in that regard.

SFC 04 # 55, Side B 09:51 AM

Senat or Bunde asked the rationale behind designating two billion
dollars as the CBR limt, particularly as the State typically
requires, annually, half a billion to provide for cash flow issues
aside fromsufficient funding with which to provide for such things
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as a downturn in revenue or a catastrophic event. In addition, the
fact that the State borrowed five billion dollars fromthe CBR and
has yet to fully reinburse that anount is an irritant.

Senat or Dyson voi ced appreciation for that concern. He al so voiced
appreciation for the efforts being exerted by Senator B. Stevens to
present legislation to reinburse the CBR

Senat or Dyson voi ced the understanding that the ability of the CBR
to reach a five billion balance was unanticipated, and that the
Governor's recommendation that a one billion dollar CBR limt be
speci fied as the account "floor" or level that nust not be breached
was the anmount required to maintain such things as the State's bond
rating. In addition, he referenced separate testinony pertaining to
| oan rates, inflation, the financial market and the inpact that
such things incur on the State's financial situation.

Senator B. Stevens expressed the hope that someday the Legislature
could face the problemof what to do with an excess bal ance in the
CBR He also stressed that reinbursing the CBRis "a constitutiona
obligation" and unless that issue were resolved, either by changi ng
the Constitution or by repaying the anount borrowed, the
establi shnent of a one billion dollar floor as recommended by the
Governor or a two billion dollar floor as suggested in this
amendnent would serve to prohibit that reinbursenent as future
Legi slators coul d appropriate excess funds el sewhere.

Senator Dyson clarified that rather than establishing a two billion
dollar floor, this anmendnent would establish that anmount as the
maxi mrum CBR "ceiling” or limt.

Senat or B. Stevens understood that this |imt would only apply to
t he anobunt of general fund contributions to the CBR

Senator Dyson clarified that the two billion dollar limt would
apply to total funds in the account regardless of where they
originated. He requested Menbers to contenplate whether a two
billion dollar balance in the CBR conbined with the noney that
m ght be deposited into the SBR woul d qualify as a rei nbursenent of
the noney the State has borrowed fromthe budget reserve.

Senator B. Stevens responded that tinme would be required to
appropriately consider the situation. However, he voiced disconfort
that the Legislature mght allocate funds in excess of the proposed
two billion dollar mark to other savings accounts rather than
repaying the entirety of the noney owed to the CBR This nmechani sm
could displace the State's debt obligation to the CBR
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Senat or Hof f man asked whet her this | anguage woul d serve to repea

t he CBR repaynent |anguage. This would be contrary to the origina

intent of Legislators who, acting upon a vote of the people

al l owed funds to be borrowed fromthe CBR with the understanding
that the noney would be repaid. He stated that, years ago, the
Legi sl ature, wi thout success, inquired of the Admnistration at the
tinme, as to whether settlenent noney the State received from oil
conpani es could be utilized to repay the CBR Therefore, he agreed
with Senator B. Stevens that the entire anount of noney that has
been borrowed from the CBR should be repaid. This bill, he
continued, in addition to establishing a spending limt, would al so
attenpt to amend, by establishing a spending cap, a vote of the
peopl e that specified that the CBR should be reinbursed.

Senator O son asked whether a mmjority vote of the Legislature
woul d be required in order to access funds fromthe SBR as opposed
to the three-quarter vote that is required to access the CBR

Co-Chair WIlken affirnmed that a majority vote could access the SBR

Senator Dyson, in response to Senator Hof fnman's concern, asked for
clarification regarding whether the adoption of this anmendnent
would elimnate the Constitutional requirenent that the CBR be
reinmbursed to the level it was at the time the Constitution was
anended to allow funds to be borrowed fromthe CBR

M. Schultz responded that the Version "B' conmttee substitute
contains | anguage that would repeal Article IX Section 17(d) of
the Constitutional budget |anguage that specifies that any
wi t hdrawal of funds fromthe CBR nust be repaid. Arendnent #2 woul d
add new | anguage to Section 17(d).

Senator Dyson therefore stated that it nust be clarified that were
the people of the State to approve | anguage as presented in this
| egi sl ation, the voters would be changi ng | anguage that they had
previ ously approved in this regard. He stated that, provided that
it is clearly communicated to the people of the State, Legislators
have the right to determ ne an appropriate CBR fund | evel. The real
di scussi on should be what is an appropriate |level for the CBR

Senator Hoffrman stated that the single subject rule should be
applied in this instance, as the |anguage contained in the
Amrendnent regarding a specified CBR level is a conpletely different
topic that should require a separate Constitutional amendnent aside
from the spending Iimt. Wile it does pertain to nmanaging the
State's funds, aligning it with a spending |imt mght be a
stretch.
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Senat or Bunde understood that the reason that a two billion dollar
limtation is being presented is to provide sufficient funding

above the CGovernor's one billion dollar "floor" recommendation that
supports the State's credit rating. Therefore, in addition to
mai ntaining a one billion dollar floor, $500,000,000 is required to

support cash flow issues throughout the vyear and another
$500, 000, 000 woul d be avail abl e to address cl austrophobi c events or

such things as financial market fluctuations and oil price
decl i nes.
Senat or Bunde stated that the position of maintaining a one billion

dollar floor to insure the State's credit rating has also been
guestioned as the State has other options through which to support
its bond ratings such as acquiring a line of credit from a
financial institution. The problemw th doing that, he professed,
is that it would incur additional debt service whereas naintaining
one billion dollar balance in the CBR would not cost the State
anything. It would also garner interest earnings even though
utilizing the CBR in this manner would tie up a lot of noney.
Knowi ng whi ch position to advance is a dil emm.

Co-Chair W I ken asked that Senator Dyson consider holding this
amendnent for further discussion.

Senat or Dyson agreed. He al so acknowl edged Senator Hoffrman's point
about the single subject rule and stated that further research in
that regard woul d be undert aken.

Senator Dyson stated that an anmendnent that would specify a four-
year termnation date on this proposal is being considered, with a
provision that it could be re-authorized.

Co-Chair W I ken asked what the fee mght be were the State to
arrange for a one billion or half a billion dollar Iine of credit
with a major financial institution. He considered this a viable
option and suggested that it mght be | ess expensive than the cost
associated with investing the CBR on a short-termrather than |ong-
term basis. Wth $28 billion in the bank, the fee for a line of
credit should be "relatively" reasonable. Perhaps an informnal
inquiry could be nade.

Ms. Frasca stated that information in this regard would be
forthcom ng.

Senator Dyson voiced uncertainty as to whether providing
$500, 000,000 to address such things as fluctuations in the
financial markets or the price of oil is sufficient. He asked M.
Frasca or the Departnent of Revenue to provide further information
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to the Commttee in this regard.
Senat or Dyson noved to withdraw the notion to adopt Amendnent #2.

There being no objection, Amendnent #2 was WTHDRAWN from
consi derati on.

Co-Chair Wl ken ordered the bill HELD in Conmmittee.
#sb366

SENATE BILL NO 366

"An Act relating to the levy and coll ection of sales and use
taxes, to the levy and collection of nunicipal sales and use
taxes, and to nunicipal sales and use taxes on alcoholic
beverages; and providing for an effective date.”

This was the first hearing for this bill in the Senate Finance
Conmittee.
Co-Chair WIlken stated that this bill, which is sponsored by the

Senate Finance Conmttee, would institute a statew de four-percent
sales tax on sales, |lease, rental, and use of tangible property and
services within the State.

Senator B. Stevens noved to adopt commttee substitute, Version 23-
LS1051\U as the worki ng docunent. He then objected to the notion in
order to explain the changes in the conmttee substitute.

Co-Chair WIlken noted that Kathryn Kurtz, Legislative Counsel,
Di vision of Legislative Legal and Research Services, has provided a
Version "U' Sectional Analysis [copy on file], dated March 24,
2004.

Senator B. Stevens stressed that this is a working docunent and as
such would continue to evolve over tinme. Changes in Version "U
include: the addition of three new sections to the Ilist of
limtations on the powers of Hone Rule nunicipalities to Section 5,
on page two, beginning on |line seven.

Co-Chair WIlken interjected that nunerous individuals have
indicated the desire to testify regarding this bill

Senator B. Stevens expressed the understanding that this would be a
Conmittee work session with the goal of devel oping a new comm ttee
substitute based upon Departnent and Menber input. Therefore, he
asked that the hearing be limted to Commttee di scussion.
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Co-Chair W1 ken apologized for not clarifying that this hearing
woul d be a work session, as it is the bill's first hearing and "a
foundati on on what we are tal ki ng about” nust be established. The
Version "U'" conmmttee substitute was distributed to the public with
t he understandi ng that public testinony would be taken at a | ater
dat e.

Senator B. Stevens explained that sonme of the changes incorporated
into the comnmttee substitute woul d address concerns presented by
State departnents, specifically the Departnent of Revenue. However,

not all of the concerns have been addressed, as this is a
continuing work in progress. In addition to changes in Section 5,
ot her changes include: |anguage in Section 12, page three, |ine 27,

that would allow nunicipalities to adjust their |ocal tax systemin
order to qualify for the one-percent return the State woul d rebate
to the municipality; language in Section 16, subsection (7) on page
five, line 29 would provide an exenption for goods for resale by
the mning and manufacturing industry was added because it was
i nadvertently omtted in the original commttee substitute; the
reference to a local bed tax, were it separate fromthe | ocal sales
tax, as specified under AS 29.45.700, in Section 16, subsection
Sec. 43.44.060. Relationship to municipal |evies. on page six, |line
29 would allowit to remain in place; |anguage in Section 16, Sec.
43. 44. 060, subsection (c) on page seven, beginning on |line 18 woul d
address the situation of two different taxation rates resulting
froma city within a borough by conbining the two rates and then
splitting the revenue rebated to that taxing regine proportionately
between the two entities.

Senat or Hoffrman asked for further information regarding how the
State's one-percent tax rebate wuld be split between a
muni ci pality and a borough.

Senat or B. Stevens responded that the one-percent rebate woul d be
di vided between the two entities depending on their individual tax
| evies. A five-percent tax on behalf of the local entities would be
collected were a nmunicipality to levy a two-percent tax and the
borough to levy a three-percent tax. One percent of the five
percent tax woul d be rebated and prorated proportionately between
t he two.

Senat or Hof f man understood therefore that the | anguage specifically
defines how the split would occur as opposed to it being an
optional situation.

Senator B. Stevens responded that this would be the guideline for
any community that that a dual city/nunicipality taxation system
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Senator B. Stevens explained that other changes in Version "U
i nclude | anguage in Section 16, Sec. 43.44.130. Authority to enter
streaniined sal es and use tax agreenent. on page nine, beginning on
line nine that "would permt the State to enter into a multi-state
sal es agreenents for catalog sales,” and, were any agreenent to
occur on the federal Congressional |evel regarding Internet sales,
this would allow the State to participate in that agreenent. In
addition, this | anguage would all ow the purchase of a |large ticket
itemthat is taxed in one of certain participating states to be
exenpt fromtaxation in Al aska. He noted that this would prevent
"dual taxation,”™ and he noted that these types of agreenents
currently exi st between sone states.

Senator B. Stevens further explained that sone i ssues not addressed
in this commttee substitute include whether or not to establish a
sales tax limtation; or whether or not to exenpt such things as
i ndustrial equipment that is used in devel opnment or exploration or
transportati on expenses as exanpled by taxing itens shipped on the
Al aska Railroad that woul d probably be taxed again when sold at the
retail level. He voiced support for exenpting both of these
conponents. Another issue not addressed is whether or not to
incorporate penalties for non-conpliance or non-enforcenent
| anguage.

Co-Chair WI ken asked whet her Version "U' addresses the entirety of
t he Departnment of Revenue concerns as detailed in the Departnent's
March 19, 2004 nenorandum [copy on file] signed by Deputy
Comm ssioner, Steve Porter, and addressed to Senator B. Stevens.

Senator B. Stevens responded that Version "U' addresses nost but
not all of the concerns. Efforts on how to address the remaining
concerns are continuing.

PHELAN STRAUBE, Staff to Senator Ben Stevens, inforned the
Commttee that efforts are continuing in regards to incorporating
into the bill, |anguage, as suggested by Senator Hoffrman, that
would allow a snmall business to withhold from submtting a tax
every 30 days as required, until such a time that the tax owed
anounted to a m ni num of $250.

Senator B. Stevens noted that another area requiring further
di scussion would pertain to a sixty dollar per transaction
limtation, specifically howit would affect existing |ocal revenue
streans. He al so noted that | anguage exenpting wages and interest
from taxation was also inadvertently omtted from the bill's
exenption |ist.
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Senat or Bunde asked whether the intent of the bill is tolimt the
collection of tax to only those entities holding a State business
| i cense as enforcing collection of the tax on such things as garage
sal es woul d be an adm ni strative ni ghtnare.

Senator B. Stevens responded that Section 16, subsection (6)(A) on

page five, beginning on lines 25 would exenpt the resale of
property if a purchaser resells the property, by itself or in
conbination with other property, "in the ordinary course of
busi ness. "

Senat or Hof f man stated that such things as garage sales could al so
be exenpted by | anguage in Section 16, subsection (3) on page five,
line 17 that woul d exenpt "occasional sales.”

Senator B. Stevens concurred.

Senat or Hof f man asked about his request to provide a senior citizen
sales tax exenption in the bill

Senator B. Stevens responded that while this issue was di scussed,
it was determined that the nunicipalities that currently exenpt
senior citizens fromtaxation could address this on the | ocal Ievel
by utilizing the one-percent rebate to assist seniors or by
providing thema tax credit.

Senat or Hof fman stated that he woul d support a senior citizen tax
exenption. For clarification, he pointed out that while one of his
requests was to exenpt diesel fuel utilized in the generation of
electricity, the language in Section 16, subsection (5) on page
five, line 22, that exenpts "the sale of natural gas, diesel fuel
heating oil, water, electricity, steam or refuse and garbage
collection service" would serve to exenpt diesel fuel in its
entirety. He voiced that his suggestion |imted the diesel fue
exenption whereas the | anguage as witten would serve to provide a
di sparity between gas users and di esel users.

Senat or B. Stevens acknow edged the comrent and stated that this
exenption woul d be revisited.

Senator Dyson opined that the endeavor to exenpt industrial
machi nery would be difficult as it would be a challenge to provide
this exenption to a specific industry such as the oil industry and
| arge construction projects but not consider exenpting such things
as commercial fisherman or fish processors.

Senator B. Stevens responded that this had been considered w thout
resol uti on. However, it should be noted that while the four percent
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tax mght apply to every purchase, there is a maxi mum $60 tax
limt. This "ceiling," which could be described as an invoi ce sal es
tax rather than an item zed sales tax, was included in the bill in
an attenpt to address this concern.

Senat or Dyson acknow edged t he expl anati on.

Senat or O son asked how the tax would be applied to harvesters of
products, be it either fishernmen harvesting fromthe sea or farnmers
harvesting potatoes who might sell their products either on a
whol esal e or retail basis.

M. Straube interjected that were a fisherman to purchase cans that
woul d be utilized in the process of his harvest, the purchase of
those cans would be exenpt from the sales tax. Manufacturing
conponents woul d al so be exenpt from taxati on under provisions of
this bill.

Senator B. Stevens continued that, the concept "is that any item
that is either sold or purchased in the process for total resale is
exenpt." A borough would have the ability to inplenent a | anded raw
fish tax, whereas the State would have the ability to tax the fina

product where that product sold in the State. This sales tax would
not apply to a product manufactured in the State but sold outside
of the State.

Co-Chair WI ken suggested that the word "sewer" be added to the
list of exenptions in the aforenentioned Section 16, subsection (5)
on page five, |line 22.

Senator B. Stevens agreed that sone of the activities specified in
that section mght not be owned by a nmunicipality.

Co-Chair Wlken affirmed that this is the case in the Gty of
Fai r banks.

Co-Chair W1 ken asked regarding the status of the bill's fisca
not es.

Senat or B. Stevens responded that the adoption of the Version "U
commttee substitute would provide the Departnent of Revenue with
significant information with which to develop a fiscal note.
However, he requested that developnent of the fiscal note be
del ayed until a new commttee substitute that enconpasses the itens
that were inadvertently omtted fromVersion "U' is devel oped.

Co-Chair WI ken suggested that a separate estinmate be devel oped
that woul d depict how nuch sales tax would be |ost were senior
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citizens exenpted.

Senat or Bunde asked the antici pated annual expense of adm nistering
the program as he was concerned that these expenses m ght outweigh
the revenue the tax woul d generate.

Senator B. Stevens understood that the Departnent has cal cul ated
t hose figures.

ROBIN WLSON, Tax Division, Departnent of Revenue, testified via
tel econference from an offnet site and stated that while the
Department would work with Senator B. Stevens to develop a fisca
note, it could not provide one at this tine as the Commttee has
sonme inportant decisions yet to make. The Version "U' conmttee
substitute has not been reviewed by the Departnent and | anguage
regardi ng such things as the tax limtation could conplicate the
devel opnent as it would affect costs. She assured however, that
once the exenption structure is clarified, a fiscal note would be
devel oped.

Senator B. Stevens wthdrew his objection to the commttee
substitute, with the understanding that a new commttee substitute
woul d be provided in short order.

There being no further objection, the Version "U comittee
substitute was ADOPTED as the worki ng docunent.

Co-Chair WI ken asked that the handout titled "State Sales Tax
| ssue Prinmer"” [copy on file], dated March 2004, that was devel oped
by the Al aska Muinicipal League (AM.) be expl ai ned.

KEVIN RI TCH E, Executive Director, Al aska Minicipal League, voiced
appreciation for the Conmmttee's endeavors to address the State's
fiscal dilenmma by considering a variety of revenue generating
options including a State sal es tax.

SFC 04 # 56, Side A 10:39 AM

M. Rtchie stated that the AML woul d be available to assist the
Committee in this endeavor. He noted that the intent of the "State
Sales Tax Issue Prinmer" is to examne sone of the inpacts that
would result were a State sales tax inplenented as well as to
acknowl edge that this State is different fromother states. Since
St at ehood, even when tines were tough, sales taxes have been
reserved to be a municipal tax, as it is recognized that many snall
comunities do not have any other viable option through which to
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generate revenue aside from property taxation. He also noted the
wi de costs of living variations in the differing regions of the
State is a consideration in this issue.

M. Ritchie noted that in response to questions pertaining to
revenue sources, AML would first recommend the use of the earnings
of the Permanent Fund and the adoption of the Percent of Market
Val ue (POW) Program

M. Rtchie declared that a "direct partnership" between
municipalities and the State nust be sought regarding the
devel oprment of the fiscal notes, as the exenption list provided in
the bill is "a huge issue" that would affect both the State and
municipalities' sales tax revenues. He noted that the Kenai
Peni nsul a Borough and the Gty and Borough of Juneau currently are
the |l argest sales tax collection organizations.

M. Ritchie concluded his remarks by stating that AML would be
avail able to answer questions regarding the Sales Tax Prinmer and
woul d wel cone participation in the continuing devel opnent of the
bill.

Co-Chair W1 ken voiced appreciation for AM's assistance, the
Primer, and the suggestion to develop a Sales Tax Exenption
Comm ssi on.

Senat or O son assuned that from"the negative approach” presented
in the Primer that AML has a negative view of the State Sal es Tax.
He asked whet her the exenption approach woul d be nore palatable to
municipalities were it to mrror exenptions currently in place at
the local I|evel.

M. Ritchie responded that each area of the State is different and
that difference is reflected in each area's specific exenptions.
Begi nni ng on page 16 of the Primer, there is a definition and an
overview of various conmunities' tax exenptions, and in short,
there are no comon or uniformtax exenptions. He also clarified
that this non-uniformty also pertains to the tax limtation as
some nunicipalities have a limt on a total invoice while others
m ght apply it to a single purchase.

Senator B. Stevens conplimented M. R tchie and AM. on the
information provided in the booklet. Continuing, he spoke to the
i ssue as depicted on page ten of the Priner in the section titled
"A State Sales Tax in Not Fair to Al askans" which bases its anti-
tax position on the fact that the price of goods in rural
communities is substantially higher than that of urban communiti es.
Wiile labeling this as a major policy call, he declared that he has
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"yet to rationalize within ny mnd" a justification as to why it is
acceptable on the local level to tax products to fund [ ocal
government but it is labeled "unfair"” for the State to tax those
sanme products. On the sanme subject, he noted that urban areas use
property taxes as a nechani smthrough which to fund governnent. He
noted that the State provides goods and services, including
education, "at a equal level" to all areas of the State be it urban
or rural.

Senat or Bunde opined that the information on this page intinates
that the proposed Sales Tax would be unfair due to the fact that
because the price of an object such as mlk is nore expensive in
one area of the State, the purchaser would be required to pay nore
tax. Continuing, he recalled testinony to the affect that, in one
areas of the State, a Permanent Fund D vidend check equates to
approxi mately 30-percent of the household inconme. Therefore, were
an income tax inplenented, that area of the State would be paying
little or no incone tax while another area of the State woul d be
payi ng substantially nore. He opi ned, however, that the incone tax
scenario is fairer than the sales tax scenario.

Senat or Hof f man, furthering Senator Bunde's comments, stated that
what is relevant in an incone tax scenario is that everyone in the
State is treated equally whether they are in an economcally
depressed area or not. The problemwith a State sales tax is that
the State would be receiving additional dollars from conmunities
where the price of things such as mlk is higher. This differs from
the local tax scenario in that everyone in the comunity would pay
the | ocal governnent the sane tax anpbunt. He stated that there is
fairness in a local sales tax as the individuals living within
t hose boundaries are treated equally. In conclusion, he agreed that
Rural areas would be treated unfairly were a Statew de sal es tax
i npl enent ed.

Senator B. Stevens proclained that these discussions would
conti nue; however, he argued that the State sales tax would be fair
because it would be applied equally in all parts of the State
regardless of the different pay scales, expenses, and other
anenities. A State sales tax would be the nost equitable thing that
could be applied across the State and furthernore, the areas that
are nore affluent, spend nore noney and therefore would contribute
nore noney.

Senat or Hoffrman declared that it would be fair to tax on a per
gallon basis rather than a price per gallon basis. Therefore
what ever one consunes, one pays for whether it be marine, aviation,
or notor fuel. He recognized this as being a fair taxation nethod
as opposed to the inequities presented by a State sal es tax based
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on price.

Senator O son noted that contrary to State prograns that provide
cost of living allowance considerations for the price of services
or enploynent, private business enpl oyees are not provided these
benefits.

Senator B. Stevens countered that private industry enpl oyees would
al so not have the option to not pay |ocal sales or property taxes
on such things as rent.

Senator B. Stevens stated that a new commttee substitute would be
forthcom ng.

Co-Chair W/l ken stated that an opportunity for public testinony on
this bill would be forthcom ng.

Co-Chair Wl ken ordered the bill HELD in Conmmittee.
#

ADJ QURNIVENT

Co-Chair Gary WI ken adjourned the neeting at 10:54 AM
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