M NUTES
SENATE FI NANCE COW TTEE
May 07, 2004
8: 44 AM

TAPES

SFC-04 # 110, Side A
SFC 04 # 110, Side B

CALL TO ORDER

Co-Chair Gary WI ken convened the neeting at approxinmately 8:44 AM
PRESENT

Senator Gary W1 ken, Co-Chair
Senat or Con Bunde, Vice Chair
Senat or Fred Dyson

Senator Ben Stevens

Senat or Lyman Hof f man

Senat or Donny d son

Al so Attendi ng: REPRESENTATI VE BUD FATE; JAMES ARMSTRONG, Staff to
Representative Bill WIllianms; TOVAS BOUTIN, Deputy Conm ssioner,
Depart ment of Revenue; GREG O CLARAY, Conmi ssioner, Departnent of
Labor and Wbrkforce Devel oprnent; JIMPOUND, Staff to Representative
Bud Fate; SUSAN BURKE, Attorney representing Magazi ne Publishers of
Anerica; SUE STANCLIFF, Staff to Representative Pete Kott; DEBBIE
BUW, Division of Finance, Departnent of Adm nistration; JOHN MNAI N,
Staff to Representative Pete Kott; PHELAN STRAUBE, Staff to Senator
Ben Stevens; VERN JONES, Chief Procurenent O ficer, Departnent of
Adm ni stration

Attending via Tel econference: From Ofnet Sites: PAT LADNER, Al aska
Aer ospace Devel opnent Corporation; LINDA WLSON, Deputy Director,
Publ i c Defender Agency, Department of Adm nistration; LINDA WLSQON,
Deputy Director, Alaska Public Defender Agency, Departnent of
Adm ni stration

SUMVARY | NFORMATI ON

HB 422- BUDGET RESERVE FUND | NVESTMENT

The Comm ttee heard fromthe sponsor, the Departnment of Revenue and
the bill was held for further consideration.
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HB 559- STEP PROGRAM CONTI NUANCE

The Conmittee heard from the Departnent of Labor and Workforce
Devel opnent and the bill was reported from Committee.

HB 15- SOLI Cl TATI ONS/ CONSUMER PROTECTI ON

The Commttee heard from the Sponsor, adopted one anendnent, and
reported the commttee substitute fromCommittee.

HB 494- ELECTRONI C PAYMENT FOR STATE BUSI NESS

The Commttee heard from the bill's sponsor, adopted three
anendnents, and reported the bill from Conm ttee.

HB 514- CH LD SUPPORT ENFORCEMENT/ CRI MES

The Commttee heard from the sponsor and the Public Defender
Agency. A committee substitute was adopted and reported from
Commi ttee.

SB 366- STATE SALES TAX

The Committee heard from the sponsor, adopted a commttee
substitute, and reported that bill from Committee.

HB 545- STATE REAL PROPERTY LEASE EXTENSI ONS

The Committee heard from the Departnent of Admnistration and
reported the bill from Conm ttee.

SB 308- DOVESTI C VI OLENCE PROTECTI VE ORDERS

This bill was schedul ed but not heard.

HB 56- UNFAI R TRADE PRACTI CES ATTY FEES/ COSTS
This bill was schedul ed but not heard.

HB 341- Dl VE FI SHERY MANAGEMENT ASSESSIVENT

This bill was schedul ed but not heard.

HB 342- DRI VI NG UNDER | NFLUENCE/ ALCOHOL OFFENSES

This bill was schedul ed but not heard.
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HB 425- SCHOOL FUNDS RELATED TO BQARDI NG SCHOCOLS
This bill was schedul ed but not heard.
HCR 32- AK | NFO | NFRASTRUCTURE POLI CY TASK FORCE
This bill was schedul ed but not heard.
#hb422
CS FOR HOUSE BILL NO. 422( STA)
"An Act repealing the special subaccount established in the

constitutional budget reserve fund; and providing for an
effective date.”

This was the first hearing for this bill in the Senate Finance
Conmittee.
Co-Chair WIken stated that this bill wuld repeal the

Constitutional Budget Reserve (CBR) subaccount and thereby allow
the Constitutional Budget Reserve (CBR) account balance, in its
entirety, "to be invested in fixed income securities." He stated
that CS HB 422(STA), Version 23-LS1527\S, and its acconpanying
fiscal note #1 from the Departnment of Revenue, is before the
Conmittee.

JAMES ARMSTRONG, Staff to Representative Bill WIllians, the bill's
sponsor, specified that this bill would repeal an act enacted in
the year 2000 that created a $400 m | lion subaccount within the CBR
Fund. This action, he continued would "col |l apse"” those funds back
into the primary CBR account. He stated that this subaccount "was
targeted to obtain a higher yield for the investnent strategy."”
Furthernore, he noted, that the Comm ssioner of the Departnent of
Revenue was instructed to assunme that the subaccount would not be
accessed for five years. He stated that this legislation is
requested by the Departnment of Revenue.

Senat or Dyson asked regarding the rate of return experienced by the
subaccount .

TOVAS BQUTIN, Deputy Conm ssioner, Departnent of Revenue, responded
that during the last three years, the subaccount achieved a 4.70
percent rate of return as conpared to the primary CBR account's
5.44 percent rate of return.

Senat or Dyson asked whether these are gross or net return rates.
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M. Boutin expressed that these returns "are gross of fees.”
However, he noted that the subaccount has an annual fixed
managenent fee anounting to $125,000. He stated that the CBR s
fixed i ncome accounts are nmanaged internally, at an annual "rul e of
thunb cost" of approximately three basis points.

Senat or Dyson declared that contrary to the goal of generating a
hi gher yield, the subaccount actually returned a | esser rate than
the primary CBR account.

M. Boutin opined that the timng of establishing the account
"couldn't have been poorer” in that it ventured into equities in
the spring of the year 2000.

Senat or Bunde conmuni cated that the reason that CBR Funds are not
positioned in "nore aggressive nmanagenent” is that access to the
funds nust be avail able on "a short-termbasis" in order to be used
to balance the State's budget. This, he asserted, was and conti nues
to be a concern regarding the establishnment of this subaccount. He
comuni cated that because a higher rate of risk acconpanies the
decision to achieve a higher rate of return, the investnent nust
remain invested in the financial nmarket over a long-termin order
to anortize the risk. He stated that this is contrary to being able
to access CBR funds as budgeting factors m ght require.

M. Boutin responded that that is "exactly the reason" the
Departnent of Revenue has requested this |egislation. He
distributed two handouts titled " Constitutional Budget Reserve"
and "Constitutional Budget Reserve Subaccount" [copies on file].

Senator B. Stevens reviewed the "Constitutional Budget Reserve
Subaccount” handout and asked whet her elimnating the subaccount at
this time would result in selling at a loss as opposed to
continuing the account until the |oss could be "recaptured.”

M. Boutin qualified that neither the Departnent of Revenue nor the
Legislature are "market tiners,"” and therefore, he reiterated that
this is the reason the Departnent of Revenue believes that "fixed
income is appropriate.” He noted that the Comm ssioner of the
Department of Revenue, as the fiduciary for this noney, could
invest it, limted by the prudent investor rule, for the highest
rate of return. He disclosed that the Departnment conducts quarterly
evaluations of the Fund's "targets" to determ ne the appropriate
i nvestnent strategy. He declared that because the CBR is currently
utilized as the State's "checking account,” the Departnent has
determ ned that long-terminvestnents are not the proper strategy
at this tine.
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Senator B. Stevens voiced that, "at this point," he does not
support this legislation, as he cal culated, that there would not be
"a significant draw' on the CBR, which currently anmounts to
approximately $1.5 billion, until June 30, 2005. He opined that
that a three-year and five-year "tinme horizon on an investnent
cycle is short-term"™ He stated that were the Legislature "forced
to liquidate the $420 mllion that was originally invested for a
| ong-term horizon, prematurely, we are destined to | ose noney." He
spoke against the legislation as he reiterated that the noney is
not required at this tine and should continue to be invested, as
established, in the long-term equity market investnment for a
m ni nrum of five years.

Co-Chair WIlken ordered the bill HELD in Committee for further
consi derati on.

#hb559

HOUSE BI LL NO 559 am
"An Act extending the termnation of the state training and
enpl oynent program and providing for an effective date.”

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

Co-Chair WIken noted that HB 559 am Version 23-LS1954\ A A, woul d
extend the State's enploynent training programuntil the year 2008.
He noted that a Departnent of Labor and Wbrkforce Devel opnent zero
fiscal note acconpanies the |egislation.

GREG O CLARAY, Conm ssioner, Departnent of Labor and Wbrkforce
Devel opnent, informed that this legislation would extend the
State's "successfully inplenented” State Training and Enpl oynent
Program (STEP) for unenpl oyed workers. He noted that approximately
18, 000 unenpl oyed workers "who were unable to be served by federal
or other prograns,” have received training through the program
since its inception. He urged the Commttee nenbers to support the
bill.

Senat or Dyson commented that the ultimte success of a training
programis not determ ned by the nunber of individuals who receive
training, but is rather determned by the nunber of those
i ndi vi dual s who obtai n enpl oynent.

Conmi ssioner O O aray comuni cated that nore than 90-percent of the

i ndi vi dual s who conpl eted the training obtained jobs as outlined in
a Workforce Investnment Systemreport [copy not provided] that was
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distributed to Legislators earlier in the year. He noted that the
success of this program supports Governor Frank Mirkowski's Al aska
H re program The specifics of that program he continued, are that
the person nust desire to work; the person must be a resident of
the State with the intention to remain in the State; and nust have
been previously enployed in a job that was covered by unenpl oynent
i nsurance. Continuing, he shared that the intent of this programis
to reduce the nunmber of people who are collecting unenpl oynent.

Senat or Bunde asked regarding the job market opportunities for
persons who conpl ete the training.

Comm ssioner O Caray responded that one conponent of the STEP
program was to evaluate the job market in order to determ ne what
jobs exist and to attenpt to establish "a pre-commtted job" prior
to training being conducted. He attested that this pre-commtnent
is a factor of the "nost successful” training prograns. He shared
that 4,500 new jobs were created by the State's econony in 2003,
and that the continued devel opnent of such things as the mning
i ndustry would provide sustainable enploynment, "which is the
ultimate goal ."

Senat or Bunde voi ced confort in knowing that the training provided
was appropriate to the job market.

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

There bei ng no objection, HB 559am was REPORTED from Commttee with
zero fiscal note #1, dated April 22, 2004 from the Departnent of
Labor and Wor kforce Devel opnent.

#hb15

SENATE CS FOR CS FOR HOUSE BILL NO 15(JUD)

"An Act relating to fair trade practices and consumner
protection, to telephone solicitations, to charitable
solicitations; 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 |legislation, sponsored by
Representative Bud Fate, "would establish specific guidelines for
tel emarketers operating in the State.” He noted that CS HB 15
(JUD), Version 23-LS0058\X and its acconpanying fiscal notes, is
before the Cormittee.
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REPRESENTATI VE BUD FATE, the bill's sponsor, stated that his staff
woul d present testinony on the bill

JIM POUND, Staff to Representative Bud Fate, explained that the
intent of this bill is to address the nunber of tel emarketing phone
calls that people receive during the evening dinner hour. He stated
that simlarly fashioned federal |egislation, referred to as the
Nat i onal No-Call List, has been devel oped, and that this bill has
been nodified to align with those federal regulations. One of those
nodi fications, he continued, would "allow the [State's] Depart nent
of Law to enforce the federal statutes"” and additionally "would
all ow Al askans to be able to have a local or in-State contact,"
rat her than a federal contact through which to file a conplaint.

Techni cal Amendnent #1: This anendnent del etes "exenption provi ded
by (a)(11)" and inserts "witten disclosure required by (a)(11)(B)"
in Section 22, subsection (b) on page ten, line seven. The anended
| anguage woul d read as foll ows.

(b) The witten disclosure required by (a)(11)(B) of this
section does not apply to a sale of a nagazi ne subscription by
a publisher or a publisher's agent operating under a witten
agreenent between a publisher and the agent

Co-Chair WIlken noved to adopt Anendnent #1 and objected for
di scussi on.

M. Pound stated that this technical amendnent is required to
correct a drafting error that occurred when an anmendnent pertaini ng
to publishers of magazine and periodical sales was incorporated
into the Senate Judiciary Commttee conmittee substitute. He noted

that the intent of the amendnment was to address the bill's witten
notice of cancellation requirenments regarding a transaction that
occurs with an existing custoner or were the billing, which is

routinely conducted with a credit card, to be acconpani ed by an 800
nunber reflected on the credit card charge on one's statenent. This
toll-free nunber, he continued, would enable an individual to
contract the vendor to discuss the charge. Therefore, he stated,
the adoption of this anendnent would address these witten
di scl osure requirements and correct the drafting error that m ght
serve to classify the sale of these itens as a fel ony under other
exi sting statutes.

SUSAN BURKE, Attorney representing Magazi ne Publishers of Anerica,
noted that collaborative efforts with the Consunmer Protection
Division of the Departnent of Law have resulted in acceptable
conprom ses. She agreed that this anendnment would correct a
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drafting error and that her client supports the amendnent.
Co-Chair WIlken withdrew his objection to Arendnent #1.
There being no further objection, Anendnent #1 was ADOPTED.

Co-Chair WIken asked for further information regarding the effects
of the bill

M. Pound explained that this legislation would "localize" this
issue and provide the State's Departnent of Law nore control
regarding telenmarketer issues. He stated that this bill would
require tel emarketers operating in the State to register wwth the
Departnment of Law, would all ow consuner conplaints to be addressed
at the State rather than federal |evel "which should be quicker and
alittle nore personal,” and would allow Al askans to register on
the National Do-Not-Call List. He noted that the establishnment of
the National Do-Not-Call List elimnated the need to establish an
Al askan Do-Not-Call registry.

Senat or Dyson asked whether non-profit agencies such as the
Sal vation Armmy or political canpaigns would be affected by this
| egi sl ati on.

M. Pound responded that this |egislation would not affect non-
profits or political entities.

Senator Dyson asked whether "significant issue” non-profit
organi zati ons woul d be affected.

M . Pound understood that those organi zati ons woul d be recogni zed
as a political entity.

Senat or Dyson questioned whet her non-profit fund-raising endeavors
woul d be al | owed.

M. Pound responded that all non-profits would be exenpt fromthis
| egi sl ati on.

Senat or Dyson asked for confirmation that this would include
political organizations.

M . Pound concurred.
Senator Dyson asked regarding "the common denom nator for the

exenption list" as referred to in Section 21 on page seven of the
bill.
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M. Pound explained that the exenption |anguage pertains to
registration and registration fees. He noted that the entities
specified in that section wuld be required to neet the
requi renents of the national Do-Not-Call Iist.

Senat or Dyson characterized the list of exenpted entities as "quite
extensive."

M. Pound noted that the section, which occurs in existing
regul ation, was originally included in the bill as the result of a
m nor Departnent of Law drafting change request. However, he noted
that this "exenption section" has evolved into one of the nost
contentious sections of the bill

Senat or Bunde noved to report the bill, as anended, from Commttee
wi t h individual recomrendati ons and acconpanyi ng fiscal notes.

There being no objections, SCS CS HB 15(FIN) was REPORTED from
Commttee with zero fiscal note #4, dated February 13, 2004 from
the Department of Community and Economi ¢ Devel opnent and zero
fiscal note #5, dated February 23, 2004 fromthe Departnent of Law

#hb494

CS FOR HOUSE BILL NO 494(FIN) am

"An Act relating to the nethods of disbursenent of noney by
the state, including enploynent conpensation, unenploynent
paynents, and permanent fund dividends, and to bank
i nvestnments and deposits by the state; and providing for an
effective date.”

This was the first hearing for this bill in the Senate Finance
Conmittee.
Co-Chair WIlken noted that this bill, CS HB 494 (FIN) am Version

23-LS1754\ U. A, sponsored by Representative Pete Kott, woul d nmandate
"that nonetary disbursenents can only be nade through an el ectronic
funds transfer or through an el ectronic paynent card unl ess doing
so woul d cause hardship to the recipient.” He noted that severa
anmendnents woul d be forthcom ng.

SUE STANCLIFF, Staff to Representative Pete Kott, noted that this
bill would alter the nethod through which the State di sburses funds
in order to reduce associated costs to State agencies and to
"inmprove service delivery to the public.” She infornmed that the
proposed el ectroni c paynent delivery that would utilize such things
as direct deposits would benefits the State, as it woul d reduce the
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hi gh cost of issuing paper checks. She infornmed, however, that such
el ectroni c paynent delivery would not be a viable paynent nethod
for "so-called cash custoners” who are those who do not have a bank
account or those who mght live in Bush areas of the State and not
have access to a bank or choose not to receive direct deposits.

Ms. Stancliff stated that, in addition to reducing the cost of
i ssui ng paper checks, "considerable" savings would result from not
having to deal with check fraud; not having to re-issue |ost or
stol en checks or address stale dated checks; reduced postage and
bank service fees; and reduced | abor costs. Furthernore, she stated
that the proposed process would benefit those who receive
el ectroni c paynents because it would elimnate check-cashing fees,
the paynment would be nade in a tinely, reliable manner, and the
check fraud liability would be reduced.

Ms. Stancliff pointed out that while 89-percent of the State's
payroll is direct deposited, only 1.5 percent of the 50,000 vendors
the State does business with currently utilize the electronic
paynent transfer nmethod. She pointed out that this is the area to
whi ch the maxi mum focus would be directed. She noted that the
State's child support and public assistance prograns are
i ncreasingly using electronic disbursenents.

Co-Chair W/l ken understood that the |egislation would allow the
State to utilize electronic funds transfers. He asked whether there
is a "conpliant” conponent associated with the |egislation.

Ms. Stancliff stated that rather than "conpliant” being the
appropriate word, the hope is that incorporation of this
| egi slation would encourage its use. She stated that the State
woul d not require soneone to choose this method of paynent, as that
woul d i npede on their right not to choose it. However, she noted
that an agreenent within the Western States Alliance does have a
conpliant conponent in regards to electronic benefit transfers.

Co-Chair WI ken voi ced being "shocked" that the State issues 96, 000
checks a nmonth. He asked how this |egislation would alter current
paynment regul ations.

Ms. Stancliff responded that it would insert a new section into
State's statutes that identify the methods of disbursenents that
the State shall use. She noted that, included in the new | anguage,
is language specifying that a person would not be required to
utilize electronic paynent. Therefore, she concluded, that while a
person could opt out of this paynent nethod, the |egislation would
specify that this be the "primary nethod" wutilized by State
depart nents.
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Co-Chair WIlken surmsed therefore that the legislation would
establish the nethod for disbursenment, which is currently "quiet"
in statute.

Ms. Stancliff concurred. She noted that the legislation also
updates the statute to "the electronic age" by replacing the word
"warrant” wi th "disbursenent” throughout.

DEBBI E BUWP, Division of Finance, Departnent of Admnistration
noted that she was available to answer questions.

Senator O son asked for further information regarding how the
| egi sl ati on woul d apply to people w thout a bank account.

Ms. Stancliff responded that this legislation would not require a
person living in a renote community with |imted banki ng options or
who el ect not to receive electronic paynents to do so. She stated
however, that the State could alternately save noney were these
people to receive paynent via an electronic or cash card, which is
simlar to a debit or credit card that could be used at their |oca
grocery store or post office.

Senat or O son asked for clarification regarding the fact that no
nore warrants woul d be issued.

Ms. Stancliff clarified that the | egislation wuld allow warrants
to be issued to people "if they have no other neans available to
t hem "

Senator (O son asked for further information regarding the
el ectroni c card.

Ms. Stancliff explained that in lieu of receiving a check in the
mail, funds in the form of cash cards could be utilized were
el ectroni c technol ogy available at an area's post office or grocery
store.

Arendment #1: This amendnent inserts a new section into the bill on
page two, line 23, after Section 3, as follows.

Sec. 4. AS 14.40.841 is anended to read:

Sec. 14.40.841 Al aska Aerospace Developnment Corporation
[ REVOLVING fund. (a) the Al aska Aerospace Devel opnent
Corporation {REVOLVI NG fund s established in the
corporation. The [ REVOLVING fund consists of appropriations
made to the [REVOLVING fund by the |legislature, and rents,
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fees, or other noney or assets transferred to the [ REVOLVI NG
fund by the corporation. Anounts deposited in the [ REVOLVI NG
fund may be pledged to the paynent of bonds of the corporation
or expended for the purpose of the corporation under AS
14. 40. 821 - 14.40.990.

(b) The corporation shall have custody of the fund, and
shal | be responsible for its managenent. The corporation is
the fiduciary of the fund under AS 37.10.071 and nmay invest
anounts in the fund in accordance with an investnent policy
adopted by the corporation. Notw thstanding AS 37.10.010 -
37.10.050, the corporation nmay make di sbursenents from the
fund in accordance with AS 37.25.050. Notw thstandi ng AS
37.05.130 - 37. 05. 140, the corporation shall report
di sbursenents from the fund annually in accordance with AS
14. 40.866(b)(1). An appropriation made to the fund by the
| egi slature shall be transferred fromthe state treasury to
the corporation for deposit in the fund.

In addition, Sec. 31 on page 11, line 12 is replaced with the
fol |l ow ng | anguage.

Sec. 32. Section 4 of this Act takes effect July 1, 2004.
Sections 1-3 and 5-31 of this Act take effect January 1, 2006.

Co-Chair WIken of fered Arendnment #1 and obj ected for explanation.

Co-Chair WIlken shared that the Al aska Aerospace Devel opnent
Cor poration (AADC), of which he is a Board nenber, has "struggl ed
with howto bring their accounting systemwhich is somewhat uni que
because of its launch custonmers” into the State's accounting
system

PAT LADNER, Executive Director, Alaska Aerospace Devel opnent
Corporation, testified via tel econference froman offnet site and
expl ained that the twelve year-old corporation, after struggling
"in the begi nning against |ong odds,"” has recently signed a five-
year mssile defense contract. He noted that in FY 03, the
Corporation: earned $3.7 nillion in revenue;, is expected to
generate $11 mllion in FY 04; and, "provided all schedul ed
| aunches occur," would be expected to generate $22.1 mllion in FY
05. He stressed that this "is noney brought into the State." This
anendnent, he explained, would allow the Corporation to be
responsive to its custonmer the federal governnent, and be
conpetitive with Vandenberg Air Force Base. He recounted that the
m ssile defense contract requires an accounting system that is
approved by the federal Defense Audit Agency (DAA), and he noted
that the Corporation's Axis Accounting System does not neet the
established criteria as it was initially designed to be a funds
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tracking systemfor the Legislature. Furthernore, he expl ai ned that
the current system segregates disbursenents into five categories:
| abor; travel; contractual; supplies; and equi pnent. However, he
continued, the national mssile contracts require a work breakdown
structure that consists of approximately 15 categories with sub-
category requirenents. He disclosed that because the current system
does not provide that ability, a "shadow node accounting systent
has been devel oped, which as subsequently been approved by the DAA
The continuation of the Axis System and the devel opnent of the
shadow system he disclosed, has resulted in a double accounting
system which has increased | abor costs that could not be recouped
under the contracts. Therefore, he stated that because the
Corporation receives no funding fromthe State, this scenario is
pl acing the Corporation in a non-conpetitive situation as these
overhead rates escal ate.

M. Ladner stated that this anendnent would serve to neke the
Corporation nore efficient and conpetitive by allowing the
i ncorporation of the separate accounting system He attested that
no other conponent of the operation such as annual audits and
reports would be affected. He further assured the Conmttee that
each contract would continue to require an annual DAA audit, a
| egislative audit, and a separate federal audit. He urged the
Comm ttee to support the amendnent.

Co-Chair Wl ken noted that further infornmation is attached to the
anmendnent .

Ms. Stancliff stated that the sponsor has no objection to the
anendnent .

Co-Chair W/I ken renoved his objection.

Senat or Bunde asked whether this anendnent would exclude the
Corporation froma Legislative Budget & Audit review.

M. Ladner responded that it would not.

There being no further objection, Anendnent #1 was ADOPTED.
Conceptual Amendnment #2: This anendnent replaces the word "person”
with the words "vendor or grantee” in Section 18, subsection (b)(4)

on page six, line 18. The new | anguage woul d read as foll ows.

(4) a vendor or grantee elects not to be paid by the
di sbursenent net hods;

Co-Chair WI ken noved to adopt Conceptual Amendnent #2.
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Ms. Stancliff explained that this |anguage is being proposed as
nost accounts are established with a vendor or a grantee rather
than with a person.

There being no objection, Arendnent #2 was ADOPTED.

Conceptual Amendnent #3: This anendnent del etes Sections 25 and 26
of the bill beginning on page nine, line 20 through line 31, which
read as follows.

Sec. 25. AS 44.99.205(a) is anended to read:

(a) A state agency may not place a picture of an el ected
state official on an application form [, A WARRANT,] or a
di rect deposit notice provided by the agency.

Sec. 26. AS 44.99.205(b) is anended to read:

(b) A state agency may not place a nessage on or with an
application form [, A WARRANT,] or a direct deposit notice
provi ded by the agency unl ess the nessage is

(1) from a state agency enployee who is not an
el ected state official; and

(2) required by |aw, necessary for the operation of
the docunent, related to seasonal health issues included in
flu shot remnders, or related to a programor activity of the
state agency.

Co-Chair WI ken noved to adopt Conceptual Anmendnent #3.

Ms. Stancliff explained that because this |egislation incorporates
t he di sbursenent requirenent into State statutes and because peopl e
could opt out of the electronic paynent nethod and continue to
receive a paper check or warrant, this |anguage is no |onger
required.

There bei ng no objection, Conceptual Anendnment #3 was ADOPTED.

Senat or Dyson noved to report the bill, as anended, from Commttee
wi th individual recomrendations and acconpanyi ng fiscal note.

There being no objection, SCS CS HB 494(FIN) was REPORTED from
Commttee with seven zero fiscal notes as follows: fiscal note #1,
dated March 19, 2004 from the Public Assistance Field Services,
Departnent of Health and Social Services; fiscal note #2, dated
March 19, 2004 fromthe Informati on Technol ogy Services, Departnent
of Health and Social Services; fiscal note #3, dated March 19, 2004
fromthe Adm nistrative Supports Services Division, Departnent of
Heal th and Social Services; fiscal note #4, dated March 16, 2004,
fromthe Unenpl oynent |nsurance Division, Departnent of Labor and
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Wor kf orce Devel opnent; fiscal note #5, dated March 16, 2004, from
the Enploynent Services, Departnent of Labor and Wrkforce
Devel opnent; fiscal note #6, dated March 19, 2004, from the
Department of Revenue; and fiscal note #7, dated March 16, 2004,
fromthe Departnent of Adm nistration

#hb514

SENATE CS FOR CS FOR HOUSE BILL NO 514(JUD)

"An Act relating to child support nodification and
enforcenment, to the establishnent of paternity by the child
support enforcenent agency, and to the crinmes of crimnal
nonsupport and aiding the nonpaynent of child support;
anending Rule 90.3, Alaska Rules of G vil Procedure; and
providing for an effective date."

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

Co-Chair WIlken stated that this "omi bus" |egislation is sponsored
by Representative Pete Kott and would result in six changes to the
Chil d Support Enforcenent D vision statutes.

Senat or Bunde noved to adopt SCS CS HB 514, Version 23-LS1639\ N as
t he wor ki ng docunent .

There being no objection, Version "N' was ADOPTED as the working
docunent .

JOHN MAIN, Staff to Representative Pete Kott, stated that the bil
woul d correct six itenms in the child support statutes, with the
first being that it would change "crim nal nonsupport,” which is
currently a msdeneanor, to a felony. He shared that there are
approxi mately 14,000 cases that exceed $20,000 in arrears or are in
excess of 24-nmonths in arrears on their child support paynents. He
shared that these cases anobunt to approximately $580 mllion. He
stated that that fact that a person mght be in arrears on a |arge
anount of child support does not necessarily nmake that person a
crimnal; however, he continued, this change would align the State
with 33 other states who categorize crimnal nonsupport as a
felony, primarily because a felony charge as opposed to a
m sdeneanor charge mandates that a person be on probation for ten
years with up to a five-year suspended sentence rather than an
i nformal probation of up to ten years with a suspended sentence of
up to one year. In addition, he stated that the statute of
limtations on a felony is ten years as opposed to five years for a
m sdeneanor
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M. Main noted that the Child Support Investigator Unit oversees a
m sdeneanor probationer, and that were this offense reclassified as
a felony, the probation would be overseen by the Departnent of
Corrections Probation O fice. He stressed that changing the charge
froma msdeneanor to a felony in cases where a |arge anount of
child support is owed would provide the Child Support Division with
"another tool to have to be able to collect higher anpunts.”

Senat or Dyson asked whether a person who m ght be convicted as a
felon for being in arrears on their child support would | ose their
right to vote and to bear arns.

M. Main affirmed that woul d be the case, were they convicted under
a Class C fel ony.

Senat or Dyson asked whet her those rights woul d be restored upon the
conpl etion of the sentence.

M. Main could not provide the answer to that question.

M. Main exanpled that: were soneone to steal oil valued at or in
excess of $500 froman oil conpany "through deception,” they could
be convicted of a dass C felony; were a person to conceal $500 of
nmer chandi se from for instance, JC Penney's, it woul d be consi dered
a Cass Cfelony; were an individual to defraud a creditor of $500
or nore that is a Cass C felony; or were an individual to stea

$500 or nore froma non-profit organization, that would be a d ass
C felony. He attested that w thholding child support froma child
"is like stealing noney fromtheir piggy bank" and yet, he noted, a
person w thhol ding child support paynents nust be at |east $20, 000
in arrears before they could be charged with a Cass C felony. He
noted that the State's Child Support Agency is currently nonitoring
twenty-four cases at this |evel.

M. Main stated that the second change proposed by this |egislation
woul d be to incorporate a Conspiracy Law through which people who
assi st people with avoiding child support paynents could al so be
charged with Cass C felony. He noted that the current m sdeneanor
charge for non-paynent of child support does not have a "conspiracy
| aw as conpanion to the actual crine."”

M. Min further noted that this legislation would address
differing jurisdictional court issues in order to clarify, through
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State statute, that the Courts have the statutory authority "across
t he board" through which approved paynent plans coul d be devel oped;
t hrough which a person could be required to seek work; and through
whi ch a person could be required to conplete and submt a Pernanent
Fund Di vidend application, if qualified.

M. Main voiced that another inportant conmponent of the |egislation
woul d be to provide the ability "to conprom se State debt through
settlenment."” He exanpled that this would allow individuals with a
| arge anobunt of child support in arrears to establish a paynent
pl an t hrough whi ch paynments woul d be paid over a period of tine. He
noted that were this to occur, sone of the debt could be forgiven.
This program he declared, would be imted to those situations in
which it was determned to be in "the best interest of the State
and the children."

M. Min explained that the legislation would also address a
situation in which there is "a victimof rape and incest"” who, as a
result, bears a child. He noted that State statute currently
prohibits the State Child Support Enforcenent Division (CSED) from
assi sting soneone in establishing paternity. However, he expl ai ned,
this legislation would allow the victimto request CSED assi stance
in establishing paternity and subsequently, were paternity
established, to assist themin "seeking a child support order." He
expl ai ned therefore, that while CSED "woul d not seek to establish
paternity on their own," they could do so, were this legislation
adopted, if asked to do so by a victimof rape or incest.

M. Main noted that the final change proposed in this |legislation
woul d be to change Al aska Statutes in order for State |laws to be
consi stent and conpliant with federal funding requirenents.

Senator Dyson voiced appreciation and support for the bill. He
asked whether the |egislation should address the "tinely change in
enf orcenment orders" issue.

M. Main understood the question to pertain "to adjustnents and
nodi fications of orders,” and he noted that while the issue was
raised, it is not addressed in this bill

Senat or Dyson asked whether this issue was not addressed because
"the solution does not require a Statute change, or because there
is no problem or is it a big enough issue" to be addressed
separately after the issues included in this legislation are
resol ved.

M. Main responded that in working with CSED in the devel opnent of
this legislation, that issue was not identified as needing to be

SFC- 04 (17) 05/ 07/ 04



addressed. However, he stated that it mght be an issue that should
be further discussed.

LI NDA WLSON, Deputy Director, Alaska Public Defender Agency,
Departnent of Administration, testified via tel econference from an
offnet site and raised concern in regards "to the | arge nunber of
peopl e who woul d be exposed to a felony prosecution,”" were this
| egi sl ati on enacted. She remnded that there are in excess of
14,000 "who owe nore than $20,000 in child support or have not nade
a paynent in 24-nonths."” She declared that prosecuting this nunber
of people under a felony would have an inpact on the operations of
t he Public Defender Agency (PDA).

Ms. W son pointed out that | anguage "narrowi ng the qualifications
of a Class C felony" were incorporated into Section 3(d) on page
two, line two of the SCS CS HB 514(JUD), Version 23-LS1639\E, by
the inclusion of the word "intentionally,"” in that a person could
be prosecuted with a Cass C felony were they to "intentionally
fail to provide the support.”

Ms. WIlson noted that the recent version of the bill incorporates
the word "know ngly" rather than the word "intentionally." She
stressed that use of the word "'intentionally' would serve to
narrow the exposure to a felony prosecution to really get at the
peopl e that are being targeted." She declared that, "it does not
take much to get behind in child support”™ and were the intent "to
get at the worst offenders, the ones who intentionally w thhold or
have the ability to pay and don't,"” then wusing "the word
"intentionally' would hopefully narrow the field from 14,000 to a
smal | er nunber of people.”

Ms. WIlson stated that other than the concern regarding "the | arge
nunber of people who could be prosecuted for a felony," the
Department is confortable with the remainder of the provisions
bei ng proposed.

Co-Chair WI ken asked whet her the commttee substitute, Version "N’
addresses the Department's concern.

M. Min noted that, to the contrary, the word "know ngly" is
incorporated into Version "N' at the recommendati on of the Cimna
Section of the Departnment of Law, as, he continued, the use of the
word "intentionally" was determned "to be al nost inpossible for
the Departnent to try these people and convict them" He stated
that in order to prosecute a person, the individual would have to
have been legally charged with the support of the child or ordered
to pay support through such things as a Court order; that the
person failed to provide the child support and that "the State nust
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prove w thout a reasonable doubt" that the person was aware that he
or she must pay child support and aware that they were not paying
it; and that the |lack of paynent was w thout |awful excuse.

Senat or Bunde recall ed that several years earlier, Legislators were
provided a |ist [copy not provided] of approximately 100
i ndi vi dual s who owned nore $100, 000 i n back child support. He noted
that the majority of those individuals resided in Rural Al aska, and
who, he opined, would be likely to require assistance from the
Public Defender Agency. He asked therefore, whether this
| egi sl ati on woul d have a "substantial inpact" on the PDA

M. Min replied that the procedure that nust be undertaken in
order to charge these people is such that only "the nost egregious
i ndi vi dual s" are investigated. He noted that in the last three
years, only 24 cases have been presented as the CSEA only has four
investigators, and only two of those address crimnal non-support.
He concurred with the information that sonme people owe upwards of
$50, 000 i n back child support, but noted that the biggest issue is
"ability to pay." Therefore, he concluded, the CSEA only pursues
t hose who have the ability to pay and who "have refused to pay." He
noted that the Department works with people who live in Rural
Al aska and people who have "very larges arrearages to be able to
get those reduced.™

Senat or Dyson noved to report the Finance commttee substitute from
Committee with individual recommendati ons and acconpanyi ng fi scal
not es.

There being no objection, SCS CS HB 514(FIN) was REPORTED from
Committee with indetermnate fiscal note #2, dated February 23,
2004 from the Court System indetermnate fiscal note #3, dated
February 22, 2004 fromthe Departnment of Law, zero fiscal note #4,
dated March 12, 2004 fromthe Division of Retirement and Benefits,
Departnent of Adm nistration; zero fiscal note #5, dated March 9,
2004 from the Division of R sk Mnagenent, Departnent of
Adm nistration; zero fiscal note #6, dated March 12, 2004 fromthe
Department of Public Safety; indetermnate fiscal note #9, dated
April 6, 2004 fromthe Departnent of Adm nistration; and a new zero
fiscal note, dated May 6, 2004 fromthe Departnment of Revenue.

#sb366

SENATE BILL NO 366

"An Act relating to the levy and collection 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.”
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This was the fifth hearing for this bill in the Senate Finance
Conmittee.

Co-Chair WIlken informed that this legislation addresses a State
sal es tax.

Senator B. Stevens noved to adopt CS SB 366, Version 23-LS1051\Z as
t he wor ki ng docunent .

There being no objection, the Version "Z" commttee substitute was
ADOPTED as the working docunent.

Senator B. Stevens explained that the commttee substitute
i ncorporates the follow ng changes: in Section 17, on page SsiX,
lines 17-21, |anguage is inserted that would allow comunities "to
| evy and col |l ect specific sales or excise taxes" on categories to
i nclude single events such as a car rentals and fish taxes. This
| anguage reads as foll ows.

Sec. 17. AS 29.45 is anended by adding a new section to read:

Sec. 29.45.655. Specific taxes on property and services.
Unl ess otherw se prohibited by law, a nunicipality may |evy
and collect specific sales or excise taxes on single
categories of tangible and intangi ble property or services,
such as bed taxes, car rental taxes, and fish taxes.

Senator B. Stevens pointed out that another change is incorporated
into the bill in Section 29 (c) on page ten, lines 14 and 15, as
fol |l ows.

(c) The rate of the sales tax is three percent of the sales
price. The rate of the use tax is three percent of the
pur chase price.

Senator B. Stevens also noted that new |anguage exenpting
comunities with a population of |less than 500 "from any of the
provisions included in this bill" is inserted in Section 29,
subsection 43.44.020 Exenptions. on page 12, lines 15 and 16, as
fol | ows.

(16) sales, leases, or rentals mde in a nunicipality or
uni ncorporated community with a popul ati on of |ess than 500.

Senator B. Stevens also noted that a new provision in added in

Section 29, Article 3. Admnistration of Tax., subsection 43.44.310
Rel ationship to nunicipal l|levies. on page 20, lines 10-13, that
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woul d all ow the Departnment of Revenue to contract with the |oca
municipality that currently have an existing tax office. This
| anguage reads as foll ows.

(d) The departnent shall have sole responsibility and
authority for the adm nistration of taxes |evied under this
chapter, AS 29.45.650, and 29.45.700. The departnent nmay
contract with a municipality to provide a field office for
that municipality 's geographic area of the state.

Senator B. Stevens comunicated that the commttee substitute would
establish a termnation date for the legislation to be effective as
of July 1, 2013, as denoted in Sec. 37 on page 26, lines 12 and 13.

Senator B. Stevens opined, "that this is a fiscal proposal that
woul d generate revenue." He noted that while the Departnent of
Revenue has not yet provided a fiscal note specific to this new
commttee substitute, it is estinmated that a three percent State
sales tax would generate approximately $250 million, with $166
mllion of that to be designated for the State and wth
approximately a $85 million return to communities. He identified
the exenption of conmunities with | ess than 500 residents as "the
| ar gest exenption provided to date.” He noted that this exenption
woul d exenpt 87 of the 164 incorporated comunities that currently
| evy taxes.

Senat or Bunde asked the rationale of exenpting communities of |ess
than 500, as, he attested, many of those conmunities rely on the
State for a nunber of services including education support.

Senator B. Stevens responded that the reason for the exenption is
that these communities "are the nost vulnerable.” He noted that the
tax that mght be collected in those comunities "is not worth the
fight."

PHELAN STRAUBE, Staff to Senator Ben Stevens, further noted that
nost of the comunities consisting of 500 residents or |ess "have
hi gh prices for goods" as previously pointed out by Senator Hoffman
and Senator O son; however, he continued, nost of the goods and
servi ces purchased by those communities' residents are from/l arger
communities such as Bethel, Fairbanks, and Anchorage, and
therefore, he attested, "the sales tax would still be collected.”

Senat or Bunde voi ced concern for "a counter-intuitive incentive" in
that conmmunities mght not grow in order to avoid the tax in the
future

Senator B. Stevens disclosed that there have been interesting
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di scussions in this regard. He stated that the original argunent
was that requiring small comunities to pay a five-percent tax
woul d force commerce outside of the State. He declared that now

that it is being proposed to exenpt those comunities, "the
di scussion has transfornmed into saying "oh, that's a good idea
because you still capture those peopl e because they spend all their

noney in Anchorage.or the local hubs in their regions anyway.'"
This argunent, he contended, indicates, "that they don't spend
noney outside of the State in the first place.”

Senator Bunde shared that sone small comunities with 1,000
citizens are decrying that placing a sales tax on top of their
| ocal sales tax woul d encourage citizens to conduct business with
comunities of |ess than 500 residents.

Senat or O son asked the cost incurred to the State to generate that
$250 million in gross sales tax revenue.

Senator B. Stevens stated that page two of the Departnent of
Revenue indeterm nate fiscal note, dated March 31, 2004 indicates
that an on-going operational expense of $5.9 nmillion would be
required to provide for 79 full-tine positions. He stated that this
is an estimate and does not account for the new provision that
would allow the State to contract with local nunicipalities to
provi de the service. He concluded that while the effort would cost
noney, it woul d generate noney.

Senat or Bunde agreed "that whatever the cost, there would be a net
gain to the State."

Senat or O son asked for verification that the proposed tax would
now be three percent rather than four percent.

Senator B. Stevens confirned that this commttee substitute would
reduce the tax rate fromfour percent to three percent as indicated
in Sec. 29, subsection (c) on page ten, lines 14 and 15.
Conti nui ng, he noted that the anobunt contributed to the community
or the Rate that "would be returned to the community” woul d renain
the sane, as specified in Section 29, Article 3. Admnistration of
Tax. Subsection (b) (1), (b) (2), (b) (3), and (b) (4) on page 19,
begi nning on line 23 through page 20, line 4 which read as foll ow.

(1) less than three percent, the departnent shall remt the
anount of the tax levied by the municipality;

(2) at least three percent but |ess than four percent, the
departnment shall remt the amount that would have been
collected in the nmunicipality if the sales and use tax had
been four percent;
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(3) at least four percent but less than five percent, the
departnment shall remt the amount that would have been
collected in the nunicipality if the sales and use |levy tax
had been five percent.

(4) five percent of nore, the departnent shall round up to the
next whol e nunber and remt the anobunt that would have been
collected in the nunicipality if the sales and use tax |evy
had been that whole nunber; for exanple, if a municipality
|l evied a sales and use tax at the rate of five percent, the
departnment shall remt the amount that would have been
col |l ected under a six percent |evy.

Senator B. Stevens stated that, "in reality, one-third of the
revenue collected by the State would be returned back to the
comunity."” He noted that those communities that do not collect a
sal es tax woul d not receive a percentage.

Senat or O son asked whet her exenptions mght apply to the rental
and sale of real estate as related to |language in Section 29,
subsection (d) on page ten, line 16 that reads as foll ows.

(d) The maximumtax on a single sale, |lease, or rental is $60.

Senator B. Stevens responded that the sale, rental, |ease, or
construction of real property are exenpt from the sales tax in
comunities of |ess than 500 residents.

Senat or Hof fman asked for further clarification of this matter by
asking in regards to the taxes on a five-year hone | ease agreenent.

Senator B. Stevens declared that it would be exenpt fromthe tax.

Senator Bunde noved to report the commttee substitute from
Commttee wth individual recommendati ons and acconpanyi ng
"pendi ng" fiscal note.

There being no objection, CS SB 366 (FIN) was REPORTED from
Commttee with an indetermnate fiscal note, dated May 7, 2004,
fromthe Departnent of Revenue.

#hb545
CS FOR HOUSE BILL NO 545(L&0C)
"An Act relating to tine extensions under the State

Procurenment Code for real property |eases; and providing for
an effective date."
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This was the first hearing for this bill in the Senate Finance
Conmittee.

Co-Chair WIlken stated that this bill, CS HB 545(L&C), Version 23-
GH2150\H, is sponsored by the House Rules Conm ttee by Request of
the Governor, and would allow a State agency to negotiate a | ease
agreenent for ten years provided that there be a mninmm cost
savi ngs of ten percent bel ow the market rental val ue.

VERN  JONES, Chi ef Pr ocur enent Oficer, Depar t ment of
Adm nistration, stated that the current State procurenent code
allows the State to negotiate extensions for real estate |eases for
up to ten years in exchange for rent reductions. He noted that this
bill "would increase the State's ability to negotiate |ease
extensions by changing the requiring threshold from a ten to
fifteen percent reduction off of the existing |ease rate, as the
current law requires, to a ten percent reduction fromthe current
market rate.” He stated that the current statutory regul ati ons have
negatively inpacted the Departnent's ability to negotiate |ease
extensions with landlords, as, he attested, the State's real estate
mar ket conbined with the way the State's |ease agreenents are
structured, often makes the 15 percent reduction fromthe current
| ease rates "unobtainable."

M. Jones stated "that tying the | ease rate to a percentage of the
current market rate would be a nore reasonabl e approach” that woul d
allow the State "to negotiate reduced rates nore frequently and
avoid the lengthy and expensive re-procurenent process, not to
mention the cost and disruption' of noving States offices and
enpl oyees.

M. Jones detailed the current | ease process, including inprovenent
options, and concluded that this bill wuld allow the State to
reduce its overall |easing expenses.

Co-Chair WI ken asked whether this legislation is a new approach or
is nodel ed after that of other states.

M. Jones responded that this legislation "is just nmaking a snall
adjustnment to a tool" that is already in place. He noted that other
states often exenpt real estate |eases fromtheir procurenent code
simlar to a business or brokerage nodel. He estimated that while
approximately half of the states have simlar | ease procedures to
the State, the proposed provision is unique.

Senator Dyson noved to report the bill from Conmittee wth
i ndi vi dual recommendati ons and acconpanyi ng fiscal notes.
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There being no objection, CS HB 545(L&C) was REPORTED from
Commttee with zero fiscal note #1, dated February 25, 2004 from
the Departnent of Adm nistration.

RECESS TO THE CALL OF THE CHAIR 10: 05 AM/ 5:11 PM
#

ADJ CQURNIVENT

Co-Chair Gary WI ken adjourned the neeting at 05:11 PM
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