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ACTI ON NARRATI VE

CHAI R BRUCE WEYHRAUCH cal |l ed the House Special Conmttee on \Ways

and Means neeting to order at 8:33:47 AM Represent ati ves
Weyhrauch, W I1son, Guenberg, and Seaton were present at the
call to order. Representati ve Rokeberg arrived as the neeting

was in progress.

The commttee took an at-ease from 8:34: 08 AMto 8:38: 00 AM

HB 143 - POLI CY ON GENERAL FUND REVENUE SHORTFALL

8:38:57 AM

CHAI R VEYHRAUCH [ announced that the only order of business would
be HOUSE BILL NO 143, "An Act relating to the policy of the
state regarding the source of funding used to cover a shortfal
in general fund revenue."] He expl ai ned:

HB 143 would essentially set as policy for the State
of Alaska that if there were any budget shortfalls,
if there was a gap between what the state receives
as revenue and what the state ... spends, that the gap
would be filled with permanent fund earnings and the
constitutional budget reserve in equal anmounts.

CHAI R WEYHRAUCH cont i nued:

| had not planned to take any action on that bill

today, but what | did want to ask the commttee
menbers ... if there was any other testinony that

the commttee would like to hear on that bill or any
other information related to that bill, and I wll set
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that up for next week. ... | would like to get a sense
of what the conmttee wuld like to do before we do
anything nore with that bill. Generally what | wanted
to do is get a bill like HB 143 which would fill any
gap with constitutional budget reserve and pernanent
fund earnings, and have that 1in conjunction wth
potential new revenue sources |like taxes. And so what
the rest of this commttee's work is going to do is
either be spent on bills right now before the
commttee are constitutional anendnents, or a review
of taxes. And that gets us to the last part of this
agenda, and that is oversight hearings on long-term

fiscal plan. ... Wlat | had indicated to the nedia
that | would be doing was be introducing what | had
called an omibus tax bill. And it took roughly four
weeks in working with Legislative Affairs on that
bill, and it took that long for Ilots of reasons.
Nunmber one, | sinple had to make policy choices on ny
own about what taxes we wanted to include in that
bill. ... Wien I finally got a bill back, it was such
a large bill that | saw it mght fall fromits own
wei ght .
8:41:14 AM

CHAI R WEYHRAUCH cont i nued:

In addition, because the omibus tax bill that | had
prepared was roughly the size of a phone book, it
would be a trenmendous use of potential paper and
expenses for no reason. And so what | had instead
decided to do is use the opportunity and ... the
organi zational abilities of our legal drafters that
had gat hered together the whole range of taxes that we

presently have as a state and ... that we could adopt
as a state in one form And sinply have hearings then
on each conponent on this omibus tax bill, and

approach it as an oversight on potential tax revenues
and draft measures before the conmttee and before the
public so that we knew what we were discussing. And I
think that way it mght be nuch nore wieldy to nove
out pieces of a tax package out of the commttee. In
addition, what | wanted to do was have, for the
benefit of the conmttee and the benefit of the
public, at |east the [House Special Commttee on Ways
and Means] wuld be able to say wth ... full
credibility that we had everything on the table
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W still will have every single potential tax that now
is present in the state or could be inplenented in the
state, such as an incone tax, an education tax, [and]

a sales tax on the table for discussion. It just
won't be in the formof an omi bus bill package.
8:.43: 02 AM

REPRESENTATI VE GRUENBERG commented that he would like a copy of
the [draft omibus tax bill] so that he can "see the best

thinking so far as well as anything else you have. | think your
idea's great. But |I'd like to see all the work that's been put
in."

CHAI R VEYHRAUCH r esponded that the prelimnary questions have to
do with the organi zational aspect of how to do the review for
the tax policies.

REPRESENTATI VE ROKEBERG stated that he agreed wth Chair
Weyhrauch' s anal ysis and approach. He renmarked that it m ght be
hel pful for the commttee to review past work on tax issues. He
referred to past work on an education tax and a sal es tax.

8:46:17 AM

REPRESENTATI VE SEATON comrented that he thought that [this plan]
woul d be a valuable way to bring all the issues to the table.

REPRESENTATI VE W LSON stated that she thought it was a good way

to do [deal with tax issues]. She said, "It's a systematic way
to look at it ... wthout enotion because it's not a bill before
us." She commented that it's inportant that all parts of the

state be affected simlarly.
8.47. 54 AM
REPRESENTATI VE ROKEBERG sai d:

One good part of the exercise is to help educate the
public about the actual potential incone streans that
could be derived from any different types of revenue-
enhancing neasures. And | find it very striking right
now, particularly in the context of our budget-
building process this year wth the recomended
increases in the budget, [and] ... the inpact of the
PERS [Public Enmpl oyees’ Reti renent System TRS
[ Teachers' Retirenment Systen] situation on the budget,
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which | view as alnost like a $300 million plus

structural junp shift in our baseline and our budget.
| think this commttee in the past has had

testinony that the historic income tax we've had

bef ore would generate maybe $300-500 million, and

if we continue increasing our spending at the rate

that we are now projecting, there is no way we can pay

for ourselves a decade or two down the road. ... Even
if we were to inplenent every tax under the sun, we
couldn't bal ance the budget. So there's got to be a

recognition of what those things can generate, how
they fit into an entire |ong-range fiscal plan...

8:49:43 AM

CHAIR WEYHRAUCH reiterated that he had drafted the bill on his
own W thout discussing any of it with anyone in the |egislature

until it was finished; when he finally got a hard copy of it, he
realized what it would nean to introduce a bill as opposed to
having a segnented hearing approach. He remarked that this was
the first tinme that the commttee had discussed this topic. In

addition, he conmmented that it became very clear to himthat if
there was a [budgetary] gap and the legislature wanted to use
permanent fund earnings and the constitutional budget reserve in
equal portions, [the state] would still run out of noney. He
sai d:

People have said to nme [that] we need a long-term
fiscal plan wi thout defining what that neans. ... Wat
it means to that individual is: "Raise taxes, as |ong
as taxes are on sonebody else; cut a program as |ong
as the program is sonebody else's; and continue to
give nme nmy permanent fund dividend check and make sure
it grows." And that sinply is inconsistent wth
reality of the state.

8:52:18 AM

CHAIR WEYHRAUCH pointed out that the next House Specia

Commttee on Ways and Means announcenent to cone out on the
House floor should have a list of the days the comrittee wll
hear specific hearings on specific taxes and revenue mneasures.
He said that the types of taxes that are included are: sales

education, cruise ship, corporate inconme, oil and gas, mning
(non-o0il and gas revenue sources), incone, and fish and gane
(including wldlife conservation fees and view ng fees).
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8:53: 09 AM

REPRESENTATI VE SEATON renarked that there have been polls
show ng that sonme people are willing to pay an incone tax.

CHAI R WEYHRAUCH agreed that people have voiced wllingness to
pay taxes. However, he said, there is a concern that one
busi ness m ght be segregated out from the rest of the business
comunity, then they're less willing to support a conponent of a
fiscal plan if they feel that they are bearing the brunt of it.
He comented that the oil industries and the cruise ship
conpani es have both indicated that [they feel they are being
singled out to pay additional taxes.] He stated that [this
feelingl] is dimnished sonewhat if people feel they are
receiving fair treatnment, where a place at the table to discuss
the tax and the revenue systemis fairly applied.

8:55: 27 AM

REPRESENTATI VE SEATON reiterated that his district is willing to
pay taxes. He asked that soneone prepare a chart show ng the
econonm ¢ value of the different industries in Alaska and the tax
contribution those industries make to the state. This way, he
said, the commttee can determne if there is a fair application
of taxes across the state.

REPRESENTATI VE W LSON pointed out that, though this is a state
governnment, sonetinmes they have to think |ike a business, which
must ook into the future to determne if it can continue on the
same course. She noted that the state has a nunber of expenses

that it has no control over, including Medicaid expenses,
retiring baby-boonmers, and the rising price of fuel and
i nsur ance. She expressed concern about whether the state can

even sustain current prograns.
8:59: 28 AM
CHAI R WVEYHRAUCH sai d:

| want to apologize to the commttee and to the public
for not setting forth an aggressive agenda

initially. ... One thing that has influenced ny ...
approach on this whole taxation policy is, nunber one,
the state has what's called [a] windfall. And people
have been playing wth this notion that we have a
wi ndfall because the anmobunt that has budgeted for
expenses has been exceeded by the anobunt we've
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received as revenue fromhigh oil prices. And because
of that there has been a perception that we don't need

to act because ... we're awash in cash that we can
spend. But nothing so far that |'ve heard in any
hearing so far or on any issue has ... put the lie to
that, because we are ... still in a structural problem
that we haven't been able to address on a long-term
basi s. And notwi thstanding noney that we have this

year, sinply discussing how we fund education and the
increase in the base student allocation over the |ong
termis an inpossible task because we're not going to
have that spi ke forever.

9: 00: 44 AM
CHAI R WEYHRAUCH cont i nued:

And the other thing that has chilled ... ny setting a
nore aggressive agenda on consideration of additional
taxes or tax policy discussion is the notion that
sonehow we mght have to aggressively start dealing
wi th stranded gas act kinds of concepts, which has not
happened. And I'm a little bit discouraged that it

hasn't and ... | need frankly nore information on what
the status of those negotiations are and how fast or
slow things are going to nobve in that. Because

there's a lot of assunptions built into the public
sentinent that we don't really need to act because we
have ANWR [Arctic National WIdlife Refuge] comng
online, and we have stranded gas and we could be awash
in cash and gas from that. But I don't think that's
the reality | see shaping up in the near term

9:01: 35 AM
CHAI R WEYHRAUCH

The other thing that has shaped ny feelings on this is
that the House of Representatives has always

act ed. We've adopted fiscal plan and we've adopted
POW [percent of market value] approach to managenent
of the permanent fund. W've dealt wth bal anced
budget anendnents, and | do not want to be part of an
entity that doesn't work and doesn't act. I"m here
for tw years ... and | feel there's an inportant

belief that the public put us here to do sonething
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And |I'm not going to sit here anynore and not do
sonet hi ng about it.

CHAIR WEYHRAUCH commented that he agreed with Representatives
G uenberg and Rokeberg that the |egislature should have a fisca
pl an.

9:02: 27 AM

REPRESENTATI VE GRUENBERG remarked that he agreed wth these
cooments and that he would like to spend tinme beconmng nore
know edgeabl e in taxation and fiscal planning.

CHAI R WEYHRAUCH responded that [the commttee] has to educate
t hensel ves as well as the public while providing a "substantive
basis for the kinds of legislative neasures we nmay want to put
forward [to] additional comrmittees that nove out of this one as
part of a fix to the structural problem we have with a failure
of recurring expenses to neet recurring revenues."

9:04: 57 AM

REPRESENTATI VE  SEATON expressed concern that HB 143 was
basically making the House Special Commttee on Ways and Means

go away until 2013. He said, "I don't think that our tax system
in this state is fair. | don't think that we have equality
anong industries, and | don't think we should be |ooking at
tying our hands." He recommended that part of line 9 be

el i m nat ed.

CHAI R VWEYHRAUCH reiterated that he did not intend to take action
on HB 143, but would take anendnents on the bill and deal wth
it at a future hearing.

REPRESENTATI VE SEATON stated that his anendnent would be to
renove the line "before the enactnent of a new tax"” on line 9.

REPRESENTATI VE WLSON said that she agreed with Representative
Seat on because of the need for the conmttee to thoroughly study
the issues first.

9:07:12 AM

REPRESENTATI VE ROKEBERG r enar ked:

| would like to ... get a legal opinion as to the
effect of a statutory policy statenent and its inpact

HOUSE WM COW TTEE - 8- February 25, 2005



on future C | egi sl atures and therefore the
enforceability of enacting such as this. ... | believe
that this statute is frankly neaningless, and in the
mai n, dimnishes |legislative constitutionally invested
powers. ... | don't believe there's anyway | could
ever support [HB 143].

REPRESENTATI VE GRUENBERG conmented that he also had problens
with the bill

9:09: 10 AM

REPRESENTATI VE SEATON referred to a handout from a previous
commttee neeting entitled, "House Bill 143: A Policy on General
Fund Revenue Shortfall." He said:

W need to realize that on page 10 where it's show ng
ERA [ Earni ngs Reserve  Account] draw and CBR
[ Constitutional Budget Reserve] draw, and that line is
the sane rate as our constitutional ... anmendnent that
we passed last tine ... [which] was that we woul dn't
be able to increase spending above 2 percent. And
that is the line that is incorporated in ... the
constitutional spending limt. ... This line is
incorporating the nmaximum rate that we could' ve
contributed at, wunder our constitutional limt.

And when we reference these charts we have to realize
that this ... was projected at what the House said
woul d be the maximum that we could spend, other than

using a supermgjority and other things.

CHAI R VEYHRAUCH comrented that a |lot of assunptions were nmade to
nake the charts.

9:10: 41 AM

REPRESENTATI VE SEATON replied that when [the charts] go out to
the public, the public m ght not understand the assunptions that
have been nade. He pointed out that the chart says that the
base is inflated by 2 percent, but "we have to realize that that
2 percent was what we incorporated in a constitutional
anendnent, so you cannot go beyond this."

9:11:11 AM

REPRESENTATI VE ROKEBERG stated that |ast year's House Special
Commttee on Ways and Means was working on a project regarding
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| onger range expenditure projections because the Departnent of
Revenue had historically published their future projections on a
flat ine basis for expenditures, which [the committee] believed
was incorrect. He said:

| think that we've been vindicated in that work and

the commttee should continue on that work as
perhaps even a high priority to try to get sone type
of a projection of realistically |ooking at what those
demands are going to be for expenditures in future
years. It seens clear, now that the revelations
around TRS/ PERS, and the becom ng-cl earer problens
under Medicaid and Social Services budgets, nmake 2
percent, particularly in the near term way under
esti mat es.

9:12: 30 AM

REPRESENTATI VE GRUENBERG conmented that he thought POW and
constitutional anendnents are wthin the jurisdiction of the
House Special Commttee on Ways and Means. He said:

Wen the POW constitutional anmendnent was under
di scussion, | voted against it. But | do support the
idea, at least for consideration as a statutory POW,
which doesn't get into the corpus of the permnent
fund. And | would like to know ... if a statutory
POW piece of legislation were introduced, whether the
Chair would be willing to consider that within this
commttee's jurisdiction.

REPRESENTATI VE ROKEBERG raised for a point of order. He said,
"I don't think it's a very fair question."

9:14:10 AM
CHAI R WEYHRAUCH r esponded:

| didn't want to encunber the [POW] resolution wth
yet another conmttee, which would have nade it four

or five conmttees. ... The statutory POW, 1've
already been working with legislative legal ... on
[an] approach to do that. It's not a sinple task.

There are sinply policy issues that have to be
addressed and | haven't conme to resolution on that,
but ... when | get sonmething a little bit further

HOUSE WM COW TTEE -10- February 25, 2005



along, | was going to introduce a commttee bill as a
statutory form of [POW].

9: 15: 03 AM

CHAI R WEYHRAUCH asked for questions from the press. There were
none. [HB 143 was hel d over.]

9:15: 25 AM

CHAI R WEYHRAUCH said that the conmittee will discuss incone tax
at the next neeting, and later will discuss the ELF (economc
limting factor).

REPRESENTATI VE W LSON asked if Chair Wyhrauch will provide the
commttee nenbers with information, or i f each menber
individually should try to find information.

CHAI R WEYHRAUCH responded that for the income tax discussion,
they will wuse the sanme information the commttee used for
di scussion | ast year.

REPRESENTATI VE SEATON asked whether the conmttee woul d be using
| ast year's bill from Representative W son or from
Represent ati ve Moses.

CHAI R WVEYHRAUCH cl arified that the commttee would be using the
bill from Representative Mses.

REPRESENTATI VE SEATON commrented that it would be advantageous to
have both of the bills for discussion.

REPRESENTATI VE ROKEBERG remarked that it mght be helpful to the
commttee nenbers if information about the historical Al askan
tax system was included as part of the commttee background
package.

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

Special Commttee on Ways and Means neeting was adjourned at
9:17: 32 AM
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