HOUSE FI NANCE COW TTEE
April 1, 2005
1:44 p.m

CALL TO ORDER

Vice-Chair Stoltze called the House Finance Committee
neeting to order at 1:44:43 PM

VEMBERS PRESENT

Representative M ke Chenault, Co-Chair
Representative Kevin Meyer, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representative Eric Croft
Representative Ri chard Foster
Representati ve M ke Hawker
Representative Jim Holm

Represent ati ve Reggi e Joul e
Representative M ke Kelly
Representative Carl Mses

Representati ve Bruce Weyhrauch

VEMBERS ABSENT

None
ALSO PRESENT

Representative Paul Seaton; Eddy Jeans, Director, Education
Support Servi ces, Depart nent of Education and Early
Devel opnent; Bernie Sorenson, Assistant Superintendent,
Juneau School District; Representative Gabrielle LeDoux;
Representative Bill Thomas

PRESENT VI A TELECONFERENCE

Buck Lauki t us, Presi dent, Nort h Pacific Fi sherman’ s
Associ ation, Honer; Al an Parks, Honmer; Dean Baugh, Finance
Director, Honer; FErika Tritremmel, Akutan; Gary Henning,
City Mnager, King Cove; Jeff Currier, Manager, Lake &
Peni nsul a Borough; Chris H adick, Manager, Unal aska; Dennis
Wat son, Mayor, Craig; Shirley Marquardt, Myor, Unal aska;
Don Strand, Finance Director, Lake & Peninsula Borough;
Al nee Kni azi owski , Comm ssi oner, Unal aska,; Val ery
McCandl ess, Mayor , W angel | ; Julie Decker, Executi ve
Director, Southeast Fishery Association (SARDFA), Wangell

SUMVARY

HB 66 "An Act meking appropriations for the operating
and capital expenses of the state's integrated
conprehensi ve nental health program and providing
for an effective date."
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HB 67

HB 25

SSHB 20

HB 131

HB 132

CSHB 66 (FIN) was REPORTED out of Committee with a
"do pass" reconmendati on.

"An Act nmaking appropriations for the operating
and | oan program expenses of state governnent, for
certain prograns, and to capitalize funds; making
appropriations under art. I X, sec. 17(c),
Constitution of the State of Alaska, from the
constitutional budget reserve fund; and providing
for an effective date.™

CSHB 67 (FIN) was REPORTED out of Committee with a
"do pass" reconmendati on.

"An Act relating to the sharing of fisheries
business tax revenue wth nunicipalities; and
providing for an effective date."

HB 25 was heard and HELD in Commttee for further
consideration. A subcommttee was established.

“An Act relating to a separate appropriation bill
for operating expenses for primary and secondary
public education and establishing a date by which
the bill nust be transmtted to the governor each
year; relating to notice of nonretention for
tenured teachers; and providing for an effective
date."

CSSSHB 20 (EDU) was REPORTED out of Commttee with
a “no recomrendati on” recomrendati on.

"An Act increasing the crimnal classification of
theft of an access device and of obtaining an
access device or identification docunents by
f raudul ent nmeans; i ncreasi ng t he crimna
classification for certain cases of fraudul ent use
of an access device; and providing for an
effective date."

HB 131 was postponed until Mrch 4.

"An Act relating to sentencing for certain crines
commtted against the elderly; and providing for
an effective date."

HB 132 was postponed until Mrch 4.

1:46: 27 PM

At ease.

1: 48: 30 PM
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Co- Chair Meyer brought the neeting back to order.
HOUSE Bl LL NO. 25

"An Act relating to the sharing of fisheries business tax
revenue with nunicipalities; and providing for an
effective date."

REPRESENTATI VE PAUL SEATON, sponsor, explained that HB 25
addresses recent changes in fisheries. The “Raw Fish Tax”,
or the Fisheries Business Tax was designed so that the state
woul d share 50 percent of fisheries business tax revenue
collected on processed fishery resources wth the
municipality where the resources were processed. I n
addi tion, muni ci palities that denonstrate significant
effects from fisheries business activities are eligible to
share in 50 percent of the state’'s fisheries business tax
revenue remaining after the state shares the tax revenue
with those nunicipalities. All of the fish used to be
processed in Al aska, but with the enphasis on “higher val ue
products” many of the fish are shipped out unprocessed and
none of the tax is returned to the conmmunity.

Representative Seaton continued to explain that of the fish
that are processed outside of any mnunicipal boundaries, half
of the tax revenue goes to the Departnent of Comrerce and
Econom ¢ Devel opnent (DCCED) and half goes to the general
fund. The departnent distributes its share anong fishing
communities in Alaska based on pounds of fish processed in
14 different Fisheries Managenent Areas. The percent that
goes to each Fisheries Managenent Area is split between the
comunities.

Representative Seaton related that HB 25 provides that when
products are landed in the municipality and then exported
fromthe state, the port of |anding would get back the share
of the Raw Fi sh Tax.

The new CS creates a hol d-harm ess paynment for cities with a
popul ati on of 500 or |ess and boroughs with a popul ation of
3,000 or |Iless. The new CS also has a provision where 40
percent of the tax would continue to be distributed under
the old revenue sharing program however, when nunici pal
revenue sharing is established at the mnimal |evel of
$20,000 per community, then that provision no |onger
applies.

1:53: 47 PM

Co-Chair Meyer stated the conmttee's intent to hold off on
adopting the CS today.
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Representative Joule asked if there are winners and |osers
because of this bill. Representati ve Seaton replied that
there are. He naned the communities that generate the tax
and export wunprocessed fish: Northern Southeast, Southern
Sout heast, Prince WIIliam Sound, South Central Al aska, Upper
Cook Inlet, and Kodi ak. The distribution of the tax is
based on poundage of processed fish and is found nostly out
West because of the l|arge Pollock and Cod fleets. He terned
those communities “galiners”. Unal aska, Representative
Moses’ district would be a “loser” in the bill because of
the large poundage that is processed there, which is the
main factor in the distribution fornula. DCCED spreads 50
percent of the tax based on a per share or per municipality
basis, and the other 50 percent goes on a popul ation basis.
It is based on the fisheries managenent regi on and wherever
the |l arge volume of product is.

1: 56: 53 PM

Representative Joule asked if that is what the fiscal note
analysis from the Departnent of Revenue is show ng.
Representative Seaton said yes. The fiscal note shows the

percentages obtained now and for future inpacts. He
expl ai ned why he could not provide exact figures, only broad
area figures. He gave exanples of communities that are
| osi ng revenue due to the exporting of unprocessed fish.
2:01:16 PM

Vice-Chair Stoltze inquired if this is nodel |egislation for
eval uating other resources. He voiced concern about the
policy direction. Represent ati ve Seaton explained that the
policy has already been established in Al aska. The

extracted value of the product is taxed 3 percent. Half of
gross 3 percent tax is shared back to the communities that
are generating the revenue in order to help support the

i nfrastructure. He explained the problens due to the
definition of “processed” fish. H gher value products are
encouraged, which leads to a reverse incentive. If the

product is processed, the community gets half of the tax; if
the product is shipped out unprocessed, the tax is lost.
Representative Seaton suggested that this tax policy could
apply to mning and other resources as well.

Vice-Chair Stoltze inquired if this policy could be extended
to the infrastructure for the oil industry and in other
ar eas. Representative Seaton related it to other taxes,
such as oil taxes, on an offset sharing basis.

Co-Chair Meyer asked which areas would be adversely
affected. Representative Seaton repeated the list of areas
that woul d benefit and not benefit by the bill

2: 06: 26 PM
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In response to a question by Representative Kelly,
Representative Seaton explained how processing fish has
changed in the last five years toward the higher value
product. The tax structure was based on sharing the revenue
back to where the fish was processed. The category of
exported, unprocessed fish has increased and the tax does
not return to the communities because the fish |eaves the
state unprocessed.

Representative Moses related that with Salnon in Bristol Bay
up to 5 percent is applied to the value of the ticket. He
referred to a list of 28 communities that charge a |oca
fish tax, in addition to what the state charges, which
varies from1l to 4 percent tax. He pointed out that 17 of
these comunities are in his district. He asked if it would
be fair if the wwnners in this bill inplenented a | ocal fish
tax, rather than take away from other comuniti es.

2:10: 45 PM

Representative Seaton replied that many of those communities
al ready have a local fish tax. The state tax gives back to
the comunities 50 percent of the raw fish tax. Now it is
being distributed to other communities based on poundage of

fish produced there. It is going froma high value product,
not getting 3 percent, and being distributed to places that
have a large volune of |ow value product. He expl ai ned

again the revenue sharing process. He related that the bil
targets fish | anded and exported fromthe state unprocessed.

Representative Moses asked if Homer has a local fish tax.
Representative Seaton said yes. He inquired if that gives
Homer an unfair advant age in t he mar ket pl ace.
Representative Seaton replied that is I|ike saying since
Anchorage does not have a sales tax, they have an unfair
advantage in the marketplace. He repeated an expl anation of

the state fish tax. He restated the problens the bil
addr esses.

2:16:28 PM

Representative Mdses maintained that cities without a fish
tax have an advantage on the market. Representative Seaton
spoke about encouraging high value fisheries products, but
noted that the tax structure has not Kkept up. He opi ned

that the Legislature did not intend the tax share to be
|l ost. He repeated the intent of the bill

2:18: 29 PM

Representati ve Wyhrauch conpared this discussion to past
sal es tax discussions. He asked if there is a way to dea
with the local sales tax issue in the context of the fish

House Fi nance Committee 5 04/01/05 1:44 P. M



tax issue. Representative Seaton replied that he does not
think it is quite the sanme. He explained the raw fish tax,
and maintained that it is not related to sales or property
tax. He enphasized that the bill addresses a new segnent of
fish only, and returns revenues to the original conmunities.

Representative Wyhrauch posed a scenario where snaller

vessel s process roe on board, sell it to a scow that’s not
in a port, and the scow processes the product. He wondered
if the state receives tax on that product. Representati ve
Seaton said the fish tax applies to that scenario, as well.
The 50 percent still goes through the Department of
Community and Economc Developnent and is distributed
t hroughout those regions. This bill does not change that
situation.

Co-Chair Meyer asked why the bill did not go to the House
Resources Commttee and the House Fisheries Commttee.
Representative Seaton replied that it is a tax distribution
i ssue. Co-Chair Meyer pointed out that the bill has a zero
fiscal note.

2:23: 35 PM

Represent ati ve Foster asked about the affects of the bill on
Nonme and Western Al aska. Representative Seaton i ndicated
that the bill would have no effect on those areas because it
is based on the total count of product processed in an area.

2:24: 53 PM

BUCK  LAUKI TUS, PRESI DENT, NORTH PACIFIC FI SHERVAN S
ASSCClI ATI ON, (via tel econference) spoke in support of HB 25.

He enphasized that this bill nodernizes and corrects a
poorly constructed tax statute. He opined that Draft C is
the best vehicle for this purpose. He related that if a

comunity invests in fisheries infrastructure, it should
share in a direct, proportional manner, the tax that is
generated. He gave exanples of how fishers all over the
state woul d benefit fromthis bill. He terned it a fairness
and equity issue.

2:28:19 PM

ALAN PARKS, HOMER, (via teleconference) testified in support
of HB 25. He spoke of the effects of the Icicle Fire and
the reduction in city taxes. He spoke in support of Version
C.

DEAN BAUGH, FINANCE DI RECTOR, HOVER, (via teleconference)
testified in support of HB 25. He spoke in support of
Version C. and the original bill, as well as the hold-
har m ess cl ause and the sunset provision.
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Vice-Chair Stoltze asked if Homer receives any benefits in
the form of fees from fishing. M. Baugh noted that a fee
is charged for the use of the dock and cranes.

ERI KA TRI TREMVEL, AKUTAN, (via teleconference) related that
the fish tax was established to pay for the inpacts of the
fishing industry to the cities. Akutan has no state-owned
infrastructure. She spoke agai nst HB 25.

GARY HENNI NG CITY MANACER, KING COVE, (via teleconference)
spoke in opposition to HB 25 due to potential revenue | oss
of $30, 000 caused by the bill. He related that 75 percent
of annual revenue conmes fromfisheries in the North Pacific
and the Bering Sea. He shared nethods taken when revenues
to King Cove decreased. He spoke of the disadvantages of
not being on a road system

2:37: 50 PM

JEFF CURRI ER, MANAGER, LAKE & PENI NSULA BOROUGH, (via
tel econference) agreed with M. Henning' s testinony. He
spoke of the inpacts from fishing on the community and the
| ack of cost offset by the tax. He opined that the tax
would take away from sone conmunities. He suggested
changing the definition of processed fish.

2:41: 34 PM

DON STRAND, FI NANCE DI RECTOR, LAKE & PENI NSULA BOROUGH, (via
tel econference) testified in opposition to HB 25. He
coormented that this is a processing tax, and if no
processing is being done, a community should not be subject
to the tax. He suggested that the entire bill has been re-
witten. He listed various cities that have fish taxes that
are trying to conpete with cities that have no tax.

2:43:56 PM
Al MEE KNI AZI OABKI COW SSI ONER, UNALASKA, (via
tel econference) spoke in opposition to HB 25. She not ed

that the intent of the original tax structure was to support
communities through revenue sharing to help mtigate the

i npact of processing and fisheries. Unal aska does have a
raw fish tax. It does experience a trenendous inpact by the
fishing industry. She spoke in favor of redefining

processi ng.

2:48: 18 PM

DENNI S WATSON, MAYOR, CRAIG (via teleconference) testified
in opposition to HB 25. He pointed out that the shared

fisheries business tax bill from the 90's was a result of
Craig’'s proposal. He read the original bill analysis and
summari zed that the bill does not allow for sharing the tax
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with other comunities. He maintained that HB addresses
i npact nonies, not revenue sharing nonies.

2:51:46 PM

SHI RLEY MARQUARDT, MAYOR, UNALASKA, (via teleconference)
agreed with Ainee Kniaziowski’s testinony in opposition to
the bill. She discussed the volatility of the market and
the major differences in Alaska fishing communities, and
cautioned against legislation that attenpts to “cherry pick”
an ever-changing area and narket. She asked why the bill
did not pass through the fishery committee. She stressed
that the smaller communities have to be protected.

2:56: 39 PM

VALERY MCCANDLESS, MAYOR, WRANGELL, (via teleconference)
requested that conmttee nmenbers |ook through a new “lens”,
not that of “wnners and |osers”. She stated that the
proposed bill is a raw fish tax bill. She provided a brief
hi story on the process of the fish tax. Wangell pays a 7%
sales tax and receives no noney back from the tax on fresh

fish products. She gave an exanple of two hypothetical
communities, one that receives noney from the tax, and one
that doesn’'t. Wangell needs to be able to obtain noney

fromthis raw fish tax, but because of an interpretation,
those nonies are going to those comunities that do the bul k
of the processing thenselves. It is based on a fornula
regardi ng poundage cost. She nentioned fuel taxes in the
context of the fish tax. She voiced distress that noney was
going out to the Aleutian Chain and spoke in favor of the
bill.

JULI E DECKER, EXECUTI VE DI RECTOR, SOQUTHEAST FI SHERY
ASSCClI ATI ON ( SARDFA), WRANGELL, (via teleconference) voiced

support for the |egislation. She questioned the decision
that unprocessed fish is treated as processed. She
mai ntai ned that the original bill was clear and plain. She

provi ded an exanple that occurred in Ketchikan regarding the
raw fish tax. Anot her aspect is that the market place is
demandi ng nore product. She feared that the problem would
gr ow. She opined that the noney has been *“hijacked” from
her community. Ms. Decker voiced support for a sunset on
the hol d harm ess cl ause.

3:07:15 PM

Co-Chair Meyer placed HB 25 into a Subcommttee consisting
of nmenbers: Representati ve Hawker , Chai r, and
Represent ati ves Weyhrauch and Moses.

Representative Seaton responded to the coment about fund

al l ocation, and repeated that the bill only allocates funds
generated within a nunicipality into that municipality.
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Representative Kelly noted that the difficulty with the

|l egislation is that it sets up wnners and |osers. He
war ned about the zero sum situation and the hold harnm ess
concer ns. Representati ve Seaton agreed. He thought that

there woul d be nore problens down the road with the increase
in fisheries.

HB 25 was heard and HELD in Commttee for further
consideration. A subcommttee was established.

AT EASE: 3:13: 33 PM
RECONVENE: 3:26: 32 PM

HOUSE BILL NO. 66

"An Act making appropriations for the operating and
capital expenses of t he state's i ntegrated
conprehensi ve nental health program and providing for
an effective date.™

Co- Chair Chenault brought the neeting back to order. He
hi ghlighted the issues related to the nental health budget.

Representative Croft asked if the nental health board has
submtted a letter to the commttee about the budget. Co-
Chair Chenault said he has not seen any.

3:28: 58 PM

Co-Chair Meyer noved to report CSHB 66 (FIN) out of
Committee with individual reconmendations. There being NO
OBJECTIQN, it was so ordered.

CSHB 66 (FIN) was REPORTED out of Committee with a "do pass”
reconmendat i on.

3:29:32 PM

HOUSE BILL NO. 67

"An Act meking appropriations for the operating
and | oan program expenses of state governnent, for
certain prograns, and to capitalize funds; making
appropriations under art. I X sec. 17(c),
Constitution of the State of Alaska, from the
constitutional budget reserve fund; and providing
for an effective date."

Co- Chair Chenault nentioned that the issues in HB 67 have
been di scussed in subcommttee. He related that this budget
is a $271,492,000 increase over the FY 05 plan. He |isted
increases in various areas. He thanked all commttee
menbers for their hard work. He concluded that this budget
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goes a long way to address the needs of the citizens of
Al askans.

Vi ce-Chair Stoltze thanked Bruce Tangeman for hi s
assi st ance.

3:36:01 PM

Representative Joule opined that progress has been made in
devel oping this budget, but some issues still need to be
addr essed. Though oil projections may spike and the state
does well, inpacts on communities nmay be harnful. There are
currently 9 communities that no longer function well, 17

Wi th serious debt issues, and 39 that have term nated key
services. He enphasized that the state needs to step up to
the plate and provide assistance. He related that matching
grants allow conmunities to inprove. He expressed a belief
that if teen alcohol prevention prograns are funded, noney
can be saved in other areas. He encouraged the House of
Representatives to consider pro-active action.

3:41:46 PM

Representative Croft noted that the budget has nothing for
K-12 education, and the fast track bill wth funds for
education is being “held hostage”. The increase for the
university is 5 percent, the anount for nunicipalities is
nothing, and there is nothing for PERS and TRS. He

enphasi zed that the overall operating budget increases 13.7
percent, yet does not fund education. He voiced serious
concerns about nunicipalities and educati on.

3:44:17 PM

Co-Chair Chenault said he does not believe that the
comm ttee approved the | anguage that the other body has used
in their education bill, HB 1. The conference commttee
shoul d address that concern.

3:45: 06 PM

Co-Chair Meyer MWED to report CSHB 67 (FIN) out of
Committee with individual reconmendations. There being NO
OBJECTIQN, it was so ordered.

CSHB 67 (FIN) was REPORTED out of Committee with a "do pass”
reconmendat i on.

3:46: 07 PM

SPONSOR SUBSTI TUTE FOR HOUSE BILL NO._ 20

"An Act relating to a separate appropriation bill for
operating expenses for primary and secondary public
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education and establishing a date by which the bill
must be transmitted to the governor each year; relating
to notice of nonretention for tenured teachers; and
providing for an effective date."

Representati ve Paul Seaton expl ained that SSHB 20 requires a

separate appropriation bill for operating expenses for
primary and secondary public education. The purpose of the
bill is to get early funding for education. The governor
woul d submt an education bill, which the |egislature would

pass out by March 5. This would inprove teacher noral e when
pink slips have to be sent out because the school district
does not know their budget ahead of tine. It would be
limted to the operating budget.

Co-Chair Meyer noted that Amendnent 1 has been w t hdrawn.
3:50: 55 PM

Representative Hawker indicated that the bill bifurcates the
budget process and nmay violate a fundanental constitutional
principle regarding dedicated funds. The bill creates a
situation where education is funded first.

Representative Seaton related that |egislative legal found
no constitutional problens with the bill. It only sets up a
procedure and tries to do what the House did this year; get
early funding.

Representative Hawker maintained that it violates the
constitution. He opined that the |egislature has the option
to deal with this issue in another way. He said he is
| ooking for substance in the bill. Representative Seaton
replied that the legislature does this quite a bit. He gave
exanples of the Al aska Seafood Marketing Association and
Aquacul ture Associ ations where taxes are collected with the
intent to rebate. In those instances, a procedure is set up
simlar to that in the bill.

3:55: 50 PM

Represent ati ve Hawker agreed in principle.

Representative Joule noted that each funding increase has
cone at the very end of the session.

Representative Seaton stressed that the prevailing argunent
is adequate funding versus early funding. He enphasi zed
that education has becone a priority. He pointed out the
nunber of letters from school districts in support of this
| egi sl ati on.

3:59: 56 PM

House Fi nance Committee 11 04/01/05 1:44 P. M



Representative Kelly acknowl edged the inportance of the
issue and questioned if simlar legislation has been
di scussed in previous |egislatures.

Representative Seaton recalled that HB 19 was discussed in
the 23 Legislature. Previously, many school boards felt
they had a better chance of receiving increased funding by
comng before the legislature at the end of the session.
Many school boards have concluded that early funding is
preferred.

Representati ve Kel ly expressed concern t hat t he
Legi sl ature’s hands not be tied.

4:03: 50 PM

EDDY JEANS, DI RECTOR, EDUCATI ON SUPPORT SERVI CES, DEPARTMENT
OF EDUCATI ON AND EARLY DEVELOPMENT, testified in support of
the | egislation.

Co-Chair Meyer wondered if education would receive nore
funding by holding out to the end of the legislative
sessi on.

M. Jeans observed that the increase to the foundation
formul a nust conme through the student base allocation, which
occurs through statute. He acknowl edged the problens
associated with notification of tenured teachers and the

purchase of supplies. He cautioned school districts from
buil ding budgets beyond the anmount allocated through
statute. Local school districts are required by law to

submit their budgets to local nunicipalities by May 1%.
Representative Foster MOVED to report CSSSHB 20 (EDU) out of

Commttee with the acconpanying fiscal note. There being NO
OBJECTION, it was so ordered.

CSSSHB 20 (EDU) was REPORTED out of Committee with a “no
recommendati on” reconmmendati on.

Co-Chair Meyer announced that HB 131 and HB 132 would be
post poned until March 4.

ADJ QURNVENT

The neeting was adjourned at 4:08 PM
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