M NUTES
SENATE FI NANCE COW TTEE
April 13, 2005
9:06 a.m

CALL TO ORDER

Co-Chair Green convened the neeting at approximately 9:06: 37 AM

PRESENT

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

Senat or Bert Stedman

Senat or Lyman Hof f man

Senat or Donny d son

Al so Attendi ng: SENATOR CHARLI E HUGE NS; SENATOR RALPH SEEKI NS;
DEBBI E GRUNDMANN, Staff to Senator Charlie Huggins; STEVE BOYD,
Al aska Chapter of National Electrical Contractors Association; ROB
BENTZ, Deputy Director, D vision of Sport Fish, Departnent of Fish
and Gane; GORDON GARCI A, Department of Fish and Gane; DOUG VI NCENT-
LANG Assistant Director, D vision of Sport Fish, Departnent of
Fi sh and Gane;

Attending via Tel econference: From an offnet [|ocation: MKE
WLLIAVS, Auditor, Tax D vision, Departnment of Revenue; From
Fai r banks: BUKI WRI GHT, General Manager, Aurora Energy

SUMVARY | NFORVATI ON

SJR 14- REPEAL FEDERAL ESTATE TAX

The Conmittee heard fromthe sponsor, the Departnment of Revenue and
a union representative. The resolution was reported from Commttee.

SB 147- SPORT FI SHI NG FACI LI TY REVENUE BONDS

The Commttee heard from the sponsor, the Departnent of Fish and
Gane and a power produci ng conpany. The bill was held in Conmttee.

SB 158- MUNI TAX ON STATE CONSTRUCTI ON CONTRACTS

The Conmttee heard from the sponsor, the City of Nonme, a

SFC- 05 (1) 04/ 13/ 05



subcontractor and a union representative. The bill was held in
Committee.

SB 16- POVNERS/ DUTI ES DOTPF/ TRANSPORTATI ON PLAN
This bill was schedul ed but not heard.

SB  70-CRI MES | NVOLVI NG CONTROLLED SUBSTANCES

This bill was schedul ed but not heard.
#SJIR14
9:07:16 AM

SENATE JO NT RESOLUTI ON NO. 14

Uging the United States Congress to anmend the tax code to
permanently repeal the federal estate and generati on-ski ppi ng
transfer tax.

This was the first hearing for this resolution in the Senate
Fi nance Commi ttee.

DEBBI E GRUNDMVANN, Staff for Senator Charlie Huggins, read testinony
into the record as follows.

Before you is Senate Joint Resolution 14 - Urging the United
States Congress to anmend the tax code to permanently repeal
the federal estate and generation-skipping transfer tax.

The estate of a deceased individual is required to pay a tax
to the federal governnment commonly known as the death tax.
This tax is on assets that have been previously taxed and then
requiring the survivors to pay taxes on those assets again
t hrough an inheritance tax. In 2005 the top tax is 47%wth a
1.5 mllion dollar exclusion.

This is a tax that is
1. Bad on economic growh - disincentive to start snal
or famly owned businesses, build a famly farmor ranch
with the goal of passing it on to your children.
2. May give little incentive to save and invest
3. This tax hurts famlies at a very fragile tine.

In 2001 Congress enacted bipartisan |egislation to phase out

and eventual ly repeal the death tax until 2010. Therefore in
2010 the estate tax is repeal ed; however, it springs back to
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life in 2011 at its old rate of up to 55 percent and at an
exenption level of only $1 mllion.

Presi dent Bush has included the permanent repeal of the estate
tax in his Fiscal Year 2006 budget proposal. Legislation has
al so been introduced this year in the US Senate and US House
to permanently repeal the estate tax. The US House is
scheduled to vote on permanent repeal of the estate tax
| egi sl ation this week.

Wth passage of this resolution we wll offer our support to
Congress to act this year ending this tax on work, savings,
job creation and the Anerican dream | encourage your support
of this legislation.

9: 09: 22 AM

SENATOR CHARI LE HUGE NS renmarked this resolution "falls into the
"right thing to do' category."

9:10:14 AM

Senator Stedman supported this resolution, although an estate tax
should be levied on multi-mllion dollar estates to "slow down the
concentration of wealth". He rem nded of the situation of the |ate
1800s and early 1900s when a few famlies owned a mgjority of the
wealth in the nation. This was the reason the estate tax was
i npl enented. He supported increasing the limt and abolishing the
tax for mddle incone and higher incone Al askans. He noted the
val ue of farnms, fishing permts, boats, snmall businesses and real
estate is significant; however a cap should be inposed and the tax
shoul d be inplenented for high value estates. herw se, the wealth
of the nation would again becone concentrated. Sonme extrenely
wealthy famlies, including the Bill Gates famly, have brought
this concern forward.

9:11:51 AM

Co-Chair Green asked if the extrenely wealthy famlies support
payi ng an estate tax.

9:11:55 AM

Senat or Stedman understood those families oppose the permanent
exenption of all residents because an estate of hundreds of
mllions of dollars or billions of dollars transferred from
generation to generation is a different issue than the inheritance
of a fam |y business or property. It is not good public policy to
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have a few people in control of the mjority of the country's
assets.

9:13: 00 AM

Co-Chair WIlken told of the difficulties in paying taxes on the
estates of his late parents. He nust carry life insurance to
prevent his heirs fromhaving to liquidate his assets to pay estate
taxes. He did not oppose estate taxes on significant estates, but
opposed the tax on mddl e class estates.

9:16: 10 AM

Co-Chair WIlken recalled a simlar resolution was before the State
Senate a few years prior, which did not pass because the question
was raised about the inpact of this repeal on the State genera
fund. No answer was provided at that tine. He again posed the
guesti on.

9:16: 31 AM

Ms. Grundmann responded that the permanent repeal of the estate tax
woul d have zero fiscal inpact on the State general fund.

9:16: 57 AM

MKE WLLIAMS, Auditor, Tax Division, Departnent of Revenue,
testified via teleconference froman offnet |ocation to affirmthat
the current federal structure provides that there would be no
fiscal inpact on the state of Al aska.

9:18: 13 AM

Senator Stedman noted the limted tinme allowable for heirs to
procure the funds necessary to pay the estate tax. Many famlies
are forced to sell off assets to raise noney for this tax.

9:19:10 AM

Senat or Huggi ns gave an exanple of the state of Nebraska, where his
wife was raised. A nunber of the small farns in that state have
been passed down to fam |y menbers over nmany generations. Often in
t hese instances, acreage nust be sold off to pay the estate tax and
the farm beconmes smaller. This is not conducive to successful
famly farm ng.

9:20:35 AM
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Senat or O son understood that taxes have been paid on investnents
and ot her earnings. However, he cautioned agai nst allow ng "super
nonopol i es” fromcontrolling the nation's wealth. He exanpled the
Carnegi e and Rockefeller famlies, which controlled the nation's
econony until estate taxes were created and other actions were
t aken.

9:21: 43 AM

Senat or Huggins remarked that those famlies have many attorneys
structuring their assets in such a manner as to avoid estate taxes.
The inmpact on these famlies is mninmal. The average American
fam|ies however are not protected.

9:23:10 AM

Senat or Dyson appreciated this resolution. The federal governnent
has enacted anti-trust legislation to prohibit nonopolies. He
opposed the concept that governnment should limt a famly's ability
to becone rich

9:24:11 AM
STEVE BOYD, Al aska Chapter of National Electrical Contractors
Associ ation, testified that this resolution represents the position

the union has held for many years. He told of the hardship of the
estate tax on second and third generati on-owned busi nesses.

9:25:21 AM

Co-Chair Geen pointed out that the US Congress is debating the
nmatter this week.

9:25:35 AM
Senat or Bunde supported the bill
9:25:54 AM

Co-Chair WIlken offered a notion to report SJR 14 from Conmittee
wi th individual recommendati ons and acconpanyi ng fiscal note.

Wt hout objection SIR 14 MOVED from Conmttee with zero fiscal note
#1 fromthe Departnment of Revenue.

AT EASE 9: 27: 03 AM 9: 31: 48 AM
#SB 158
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50 AM

9: 31:

Thi s
Comm

DEBB
into

SENATE BI LL NO. 158

"An Act prohibiting the inposition of nunicipal sales and use
t axes on state construction contracts and certain
subcontracts; and providing for an effective date."

was the first hearing for this bill in the Senate Finance
ttee.
E GRUNDMAN, Staff to Senator Charlie Huggins, read testinony

the record as foll ows.

During the course of business in the |last couple of years,
subcontractors in the construction industry, who work in sone
areas of the state have experience negative financial inpact
due to the inposition of |local sales taxes on State DOI/PT
funded projects.

These taxes have been assessed on the val ue of the subcontract
- we are not tal king about the

1. purchase of incidental naterials,

2. renting of equipnent,

3. purchasing food or |odging

Those itens would be taxed. Again, we are tal king about the
construction contract or subcontract.

1. The State cannot afford to have an increase in the cost of
construction projects due to the I evying of sales taxes on the
State construction contracts and subcontracts awarded directly
in connection with the project funded under the construction
contract.

2. While all nmunicipalities do not assess this sales tax, and
many mnuni ci palities DO have tax caps - the policy needs to be
consi stent statew de.

Exanple: In one instance, on a Nonme Airport Project, a
construction contract was awarded to Quality Asphalt Paving
(QAP). QAP and Dianond Electric entered into a subcontract
directly in connection with the project funded under the
construction contract. Dinond Electric was assessed a sal es
tax of over $20,000 on the value of their subcontract. This
tax was unexpected and not considered in their bid.
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SB 158 will prohibit the inposition of municipal sales and use
tax on State construction contracts and certai n subcontracts
and renedy the inequity that exists.

Co-Chair G een ordered the bill HELD in Commttee until later in
t he neeti ng.

#SB 147
9:34:26 AM

SENATE BI LL NO. 147

"An Act providing for a sport fishing facility surcharge on
sport fishing licenses; providing for the construction and
renovation of state sport fishing facilities and for other
projects beneficial to the sport fish resources of the state
as a public enterprise; and authorizing the issuance of
revenue bonds to finance those projects.”

This was the first hearing for this bill in the Senate Finance
Conmittee.
SENATOR RALPH SEEKI NS, sponsor of the bill, testified to the desire

to catch fish while sport fishing and the practice of stocking
wat er bodies with fish species for this purpose. Fornally, three
hat cheries supplied fish for sport fish activities; however, the
Clear Hatchery was closed and likely another would close soon.
Popul ation has increased in the Interior region, particularly with
the expansion of the mlitary bases. Sone areas of the State
primarily in Southcentral and Interior A aska, are facing a crisis
in providing the necessary biomass for sport fishing activities.

Senat or Seekins detailed the process of certain Fairbanks residents
to consider options to increase the biomass. The Aurora Energy
power plant is situated al ong the Chena R ver and di scharges heated
water into the river. This heat could be captured and utilized for
a hatchery. Interested parties began contacting State and federal
agenci es and US Senator Ted Stevens to request assistance. Senator
Stevens secured $10 million for the construction of a new hatchery
facility located in Fairbanks, near the power plant.

Senat or Seekins reported that no statewi de plan exists to address
sport fishing hatchery needs. The proposed Fairbanks facility woul d
have the capability of neeting statew de needs.

Senat or Seekins opined that the new facility would be "not cheap,
but affordable.” Federal funds and receipts from a revenue bond
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package would be wutilized. The bond would be repaid from a
"noderate fisheries enhancenent fee" added to the price of
recreational fishing licenses. The cost of the |icense would be
conparable to that of licenses in other states, especially given
the better assurance of a successful catch. He detailed the
consi deration of the proposed fee anbunt and stated that $8.50 per
| i cense woul d be adequate to repay the bond. Once the bond is paid,
the fee woul d be eli m nated.

Senat or Seekins stated this proposal should alleviate the current
shortages, sustain the need for 20 to 25 years, and be useful in
pl anning for the future. Before a new hatchery could be conpl et ed,
the biomass would be reduced and short-term inpacts would be
realized.

Senat or Seekins cautioned that taking no action would delay the
repl acenment of the biomass. He stressed the intent this program be
a "statewi de concept”. Other efforts to enhance sport fishing in
Sout heast Al aska are under review.

9:41:56 AM

Senat or Hof f man questioned the assertion that this is a statew de
probl em as shortages were not occurring in Southwestern Al aska and
the Bristol Bay area. He asked how this legislation would affect
resi dents of Southwestern Al aska.

9:42: 25 AM

Senat or Seekins replied that residents would have the ability to
stock | akes and areas in Southwestern Al aska. He understood this
area currently has "world class" fisheries; however, increased
demand on the resources would reduce the wild fish stocks.

9:43: 06 AM

Senat or Hof f man asked who woul d determ ne the allocati on of the new
fish.

9:43:17 AM

Senat or Seekins answered that the D vision of Sport Fish in the
Department of Fish and Ganme would adm nister the program The
Department is "very excited to be able to use enhancenent”
opportunities.

9:43: 39 AM
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ROB BENTZ, Deputy Director, D vision of Sport Fish, Departnent of
Fi sh and Gane, outlined the annual process of updating a five-year
stocking plan. This plan details the fish species allocated to
certain lakes and rivers. He told of the public process involving
|l ocal fish and gane advisory commttees and sport fishing
or gani zati ons.

9:44: 42 AM

Senat or Hof fman asked if the infrastructure for operation and
mai nt enance of the new facility and this programare in place. If
not, he asked whether funds for these efforts are included in this
| egi sl ati on.

9:45:10 AM

Senat or Seekins responded that funds for infrastructure are not
included in this bill. The bonds are intended for construction
costs only. He stated that funds for operation and nai ntenance "are
there". He spoke about the current practice in which hatchery fish
are flown into areas to be stocked.

9:45:49 AM

Senat or Hof fman pointed out that this |egislation would i npose an
addi tional $8.50 charge for all sport fishing licenses in the
State. The largest concentration of sport fishing activity occurs
in Southcentral Al aska and fishers in that area would contribute
the largest share to this endeavor. He wanted to understand what
benefit these fishers would receive.

9:46: 41 AM

Senat or Seeki ns responded that as demand i ncreases and enhancenent
i s needed, supplies would be nmade avail able. The mgjority of the
funds woul d be generated from nonresi dent |icenses, nobst of which
are sold in the Interior, Southcentral and Sout heastern Al aska. In
sonme respects, anglers in Southeast may not benefit as much from
this bond issue as they would from"sone of the other conmtnents
that we've made to be able to hel p them enhance their fisheries.”

9:47:35 AM
Senat or Hof f man requested a detail of the |ocations throughout the
State in which sport fishing licenses are utilized. This would

denonstrate who woul d be paying the additional fee and the benefits
t hey woul d recei ve.
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9:48: 14 AM

Senat or Seekins did not have the information. He opined that nost
Al askans consider the State as a "statew de organi zation", although
some woul d receive nore benefits than others.

9.48. 37 AM
Senat or Hof f man requested this information.
9.48:.47 AM

M. Bentz did not have a detail of |icense sales by region. Twenty-
five percent of sport fishing licenses are sold in Southeastern
Alaska and the nmgjority of +the licenses are sold in the
Sout hcentral region. Large areas of Southwestern Alaska are
designated as subsistence areas where rod and reel fishing is
prohi bited. Sport fishing licenses are not required to fish these
areas and many area residents do not purchase |icenses.
Nonresi dents would pay nost of the fees generated from this
enhancenent fee.

M. Bentz continued that this program would benefit areas that
currently are not stocked with fish. Approxinmately 20 percent of
the Sport Fish Dvision spending is done in stocked areas. Wen the
nunber of fish declines in a stocked area, those anglers begin
fishing other areas, i.e. areas with wild stocks. Mbst w | d stocks
are either fully allocated or an increased harvest would result in
stricter regulations.

9:51: 07 AM

Senator Hoffman requested information on sport fish |icense
pur chases del i neated by postal zip code.

9:51:29 AM
M. Bentz indicated he woul d provide the infornmation.
9:51:34 AM

Co-Chair WIken asked the percent of sport fish licenses are
nonr esi dent |icenses.

9:51: 54 AM

Senator Seekins listed the categories of |icense purchasers:
115,000 resident sport fishing, which contributes approximately $1
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mllion annually; 44,000 resident sport fishing and hunting; 6,000
sport fishing, hunting and trapping; 4,200 nonresident mlitary,
110, 000 nonresident one-day sport fishing, and etc. He cited the
fiscal note for additional information. Residents would pay
approximately $1.4 mllion and nonresidents woul d pay approximately
$5.1 mllion for this surcharge.

9:53:16 AM

Senat or Bunde recal |l ed research he conducted ei ght years prior on
the statew de distribution of residents who purchase hunting and
fishing licenses. He discovered that |ess than one percent of
residents living in unorganized areas purchased |icenses. He
t herefore concluded that this |egislation would not |ikely concern
those rural residents.

9:54:11 AM

Co-Chair WI ken cal cul ated that nonresident anglers would pay 82
percent of this bond obligation.

Senat or Seekins affirned.
9:54: 34 AM

Senat or Stedman surm sed the proposed rate structure burden woul d
"fall"™ on nonresident anglers.

Senat or Stedman understood that as nore visitors fish in certain
concentrated areas, such as near Fairbanks, wld stocks would
dimnish to a point that the area would be closed to fishing unti
rest ocki ng coul d done.

9:55: 35 AM

Senat or Seekins asserted this is already occurring, noting sone
areas are limted to catch and rel ease fishing.

9:55:44 AM

Senator Stednman expressed concern about the proposed hatchery
construction. He surmsed that a privately managed nonprofit agency
operating a hatchery would be nore viable than a State operated
system He asked about an analysis to determ ne whether
reactivation of a "non-utilized" or "under-utilized" hatchery
should be done with fish stock shipped to various |ocations as
necessary.
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9:56:51 AM

Senator Seekins told of a clear distinction between production for
sport fisheries and commercial fisheries that involve "turf wars”
and different constituencies served. The two should remain
separated for targeted narkets.

9: 58: 32 AM

M. Bentz was not involved in portions of analysis involving
underutilized hatcheries. There are nmajor differences between sport
fish hatcheries and private nonprofit hatcheries. Sport fisheries
hat cheri es nust retain brood stock to be raised on an annual basis,
which is not done in commercial fisheries hatcheries. Each species
must have separate waters with separate tenperatures, etc.

9:59:52 AM

Senator O son asked the origins of the brood stock for commerci al
fisheries.

9:59: 55 AM

M. Bentz replied that the brood stock is taken each year from
returning sal non.

10: 00: 05 AM

Senator Stedman assunmed the Departnent has contacted hatcheries
currently in operation on this matter and that none have expressed
interest in participating in this program

10: 00: 47 AM

Senat or Seekins did not consult with existing hatcheries. Central
| ocations were considered to neet the biomass denand. The
Departnent already has control of two sport fisheries hatcheries
and a municipal governnment is "eager"” to help provide property for
| ocation of a third hatchery facility.

10: 01:16 AM

Senat or Stedman remarked on the prudence of the Finance Conmttee
to secure a cost analysis on this project before tens of mllions
of dollars are spend. If the need is identified, the project should
commence, but not before research confirms this need.

10: 01: 48 AM

SFC- 05 (12) 04/ 13/ 05



Senat or Stedman expressed concerns about inplenentation of this
program He understood efforts to revitalize areas of Fairbanks
were planned and that this hatchery would be integrated into those
pl ans. He asked iif the proposed facility would be an
"industrialized fish growing plant”, or an "architectural conplex"”
that would attract visitors.

10: 02: 58 AM

Senat or Seekins had heard runors that the hatchery would be the
"Ki ngpin to devel opnent”. He produced a map [copy on provi ded] and
pointed to the | ocation of the proposed hatchery near Pioneer Park
and the Carlson Center. He detailed the municipality mayor's pl ans
for inproving and developing this area wth better access,
condom niuns, etc. The primary reason this |ocation was sel ected
was proximty to the Aurora Power Plant. The project has received a
commtment from the power conpany to provide hot water for a
m ni mum of 15 years.

Senat or Seekins stated the hatchery woul d have a visitor conponent
as well as an education conponent for the University of Al aska,
which would be constructed with federal funds. The facility is
meant to be a functioning building, although somewhat attractive.
The proposed hatchery is not the cornerstone to future devel opnent
of the area, but rather a functioning hatchery with good access.

10: 06: 30 AM

Senat or Stedman did not disagree with the concept of integrating
tourismw th the hatchery, although stressed the greater inportance
to integrate the hatchery activities with education. He asked for
further explanation of the heated water issue, noting that
hat cheries l|ocated in Southeast Alaska did not change water
t enper at ur es.

10: 07: 30 AM

Senat or Seekins responded that fish "grow faster” in warm water.

10: 07: 40 AM

Senator Stedman surm sed that hot water is therefore necessary for
hat chery activities.

10: 08: 01 AM

Senat or Seekins indicated the |ocation of the power plant along the
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Chena River on the aforenentioned map. The river water near the
power plant does not freeze in the winter, given the BTUs of the
wat er di scharged fromthe plant. The hatchery would utilize the hot
wat er ot herw se cycled back into the river, thus alleviating an
envi ronnment al issue.

10: 08: 56 _AM

Senat or Stedman assuned the comm tnent for the supply of hot water
was | ess than an actual guarantee.

10: 09: 11 AM

Senat or Seekins replied that Usibelli Coal Mne owns the power
pl ant and has given a 15-year commtnent.

10: 09: 28 AM

Senat or Stednman commented that, generally speaking, commtnents
should be tied to the life expectancy of the bonds and debt of
proj ects.

10: 09: 56 _AM

Senator Seekins distributed a letter from Aurora Energy, indicating
this commtnent [copy on file].

10: 10: 19 AM

BUKI WRI GHT, General Manager, Aurora Energy Conpany, testified via
tel econference from Fai rbanks about the process of utilizing water
fromthe Chena R ver to cool the plant systens. Some of the heat is
returned to the river, although the tenperature increase 1is
approxi mately 55 degrees and not significant. This excess heat is
not suitable for hot water heating systens, but would be suitable
for hatchery operations. The water would be nmade avail able to the
hat chery "alnost free". He clarified that Aurora Energy did not
intend to incur the costs of installing, operating or maintaining
the pipes. The hatchery would require additional heat for the
of fices and other public areas, which the conpany woul d supply at
t he usual assessed rate. That expense woul d be a noderate portion
of the total operating costs of the hatchery.

M. Wight reported that the power plant has been in operation nmany
years and would continue nuch |onger. The conpany has plans for
busi ness expansion. If this legislation is passed and the hatchery
is constructed, Aurora Energy intends to enter into a long-term
contract to provide the heated water. The mninum term of the
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contract would be 15 years, although the terns could be | onger.

10:14: 25 AM

Senat or Seekins reported this would result in an annual savings of
approxi mately $750, 000.

10: 14: 44 AM

Senat or Stedman understood that the residents of Fairbanks woul d
continue to require electricity and therefore the power plant woul d
| i kely continue to operate.

Senat or Stedman repeated that the Conmittee should undertake an
analysis of existing infrastructure to determne how these
facilities are inferior to a new facility.

10:15: 31 AM

Senat or Seekins responded that in communicating w th Departnent
representatives, he learned that the available infrastructure is
not adequate to produce the sport fishery stocks.

10:16: 15 AM

Co-Chair WI ken spoke to the timng of this project. Uilizing the
af orenenti oned map, he told of a major upgrade to a road system
near the proposed facility. The intent is to lay the water pipes
necessary for the hatchery operation at the tine the road is under
construction. This digging is planned for the wupcom ng sumrer
season. Therefore, this legislation should not be del ayed.

10:17:36 AM

GORDON GARCI A, Departnent of Fish and Gane, addressed the issue of
whet her existing hatcheries could perform this function. The
Departnent reviewed the conditions of other facilities and
determned that the conplexities of the different fish species
necessary for sport fishing activities require that a specific
hat chery be constructed. Conmercial fisheries hatcheries produce
andrononmous fish. However, in dispersing fish across the State,
water quality is inportant. The intent is to construct a "bullet
proof" facility to raise a range of fish species for planting in
over 400 | akes and rivers.

10: 19: 32 AM

Senator Stedman countered the witness' testinony differs from
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i nformati on he has received from hatchery operators.

Senat or Stedman wanted to know the architectural elenents of the
proposed Fairbanks hatchery. He understood the feasibility of
installing water pipes at a time when the road is under
construction. He did not support re-digging and re-paving of
streets. However, the matter is larger than the road construction
aspect.

10: 20: 51 AM

Senat or Seekins inforned that he has invested five years to this
project, starting before he becane a legislature. He worked with
the Departnment of Fish and Gane, the Fairbanks nunicipality and
user groups to develop a plan that did not "overstep" the "peoples'
noney" to produce biomass. He has never seen a project with greater
comunity support than this. People identify the need, especially
with an expanded mlitary presence. Those people spend tine
enj oyi ng outdoor activities. This proposal is intended to reach
the broadest nunber of people possible in the State with an
enhanced fisheries program The people who harvest the fish would
pay for the project. Further delay would ensure the demand woul d
not be net.

10: 23: 41 AM

Senator Hoffman commented he should probably support this
| egi sl ation because it would limt fishing pressure in rural
Al aska. The Anchorage hatchery is expected to cost $45 mllion and
generate approximately $6.4 mllion in fish, $4 mllion of that in
sal non and the proposed Fairbanks hatchery is expected cost $25
mllion and produce |ess than one-third of a mllion dollars. He
guestioned the econom cs. There is nothing "nystical or nagical”
about hatcheries. They utilize incubators and other equipnent.
Exi sting hatcheries should be considered. He requested additional
i nformation about retrofitting existing hatcheries versus
constructing new facilities.

10: 26: 32 AM

DOUG VI NCENT- LANG, Assistant Director, Division of Sport Fish,
Department of Fish and Gane, testified that hatcheries |ocated in
Sout heast Al aska could be used for stocking waters in Southeast,
but would not be viable for Southcentral and Interior Al aska.
Buil ding new facilities in Anchorage and Fairbanks woul d be nost
cost effective.

10: 27: 47 AM
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Senat or O son asked the field source of the power that would be
provided to the Fairbanks facility.

10: 27: 58 AM

M. Wight responded that coal fromthe Usibelli Mne is used to
fuel the power plant.

10: 28: 08 AM

Senat or O son asked the inpact to the power plant of a natural gas
supply provided to the comunity.

M. Wight replied that natural gas would likely be used for sone
uses such as space heat. However, switching fromcoal to natural
gas woul d not be econom cal for other power uses in the short term

10: 29: 33 AM

Senator O son asked how the hatchery woul d operate if the hot water
were not supplied fromthe power plant.

10: 29: 40 AM

Senat or Seeki ns responded that boil ers would be needed to heat the
wat er .

10: 29: 50 AM

Co-Chair WI ken asserted that "nobody is contenplating taking down
Chena five power", Fairbanks' nmajor power source.

10: 30: 11 AM

M. Wight affirmed and reported that Aurora Power has a |long-term
contract wwth Golden Valley Electric Association and provi des heat
to alnost every building located in downtown Fairbanks. Those
bui | di ngs have no ot her heat source nethod.

10: 30: 50 AM

Senat or O son asked about the ability to air transport fish fry
across the State.

10: 31: 06 AM

Senat or Seekins had seen it done in roadl ess areas.
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10: 31: 22 AM

Senator O son asked if successful air transport is possible to
| ocations in Western Al aska.

10: 31: 39 AM

M. Garcia replied that the Departnent has "fish flying down to a
science” and that it is possible to transport fish fry over
di stances. The issue is cost.

10: 32: 09 AM

M. Vincent-Lang reiterated that stocking of areas is determ ned
based on a five year stocking plan with a public process. If a need
is identified in a certain area, the public has the ability to
petition for inclusion in the plan.

10: 32: 56 AM

Senat or O son asked the plan in the event disease was to becone
ranpant in an area, possibly through the introduction of Canadi an
st ocks.

10: 33: 33 AM

M. Vincent-Lang responded that the Departnent could do nothing
about fish from Canada introducing diseases. The Departnent has
i nvasi ve species policies and efforts would be nade to prevent
di sease fromentering the systemor stop if fromspreading if it
di d occur. The Departnment stocking policy dictates that stock fish
are disease free and are raised fromlocal areas. For exanple, fish
woul d not be taken fromwaters in Sout heast Al aska and transferred
to Sout hwestern waters.

10: 34: 43 AM

Senat or Bunde shared that he has caught hatchery fish. If this bil
were before the Conmttee and proposed utilizing State general
funds to construct the new facilities, he would join in the

scrutiny and likely vote against its passage. However, this
| egi sl ation provides that the programwoul d be user paid. Al though
all who purchase a sport fishing license in Al aska would

contribute, the majority of residents who purchase a license |ive
al ong the Al aska Railbelt and woul d be direct beneficiaries.

10: 37: 29 AM
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Senat or Hof f man enphasi zed the intent that this program be user
paid. Wile general funds would not be utilized, he could not
identify the benefit to Western Al aska residents required to pay
the additional charge. He then asked the percentage of hatchery
Coho sal non that would be caught by commercial fishers who would
not pay this fee.

10: 38: 34 AM

Senat or Hof f man contended that sal non fromthe Anchorage hatchery
must go to sea then return to area rivers and streans. He
understood that the king salnmon would likely be caught by sport
fishers, but again asked the percentage of Coho sal non that woul d
be caught in commercial fisheries.

10: 39: 22 AM

M. Vincent-Lang responded that hatchery fish are tagged. |In past
surveys it has been determned that 85 to 90 percent of hatchery
sal non are caught by sport fishers, with the remai nder caught by
commerci al fishers.

10: 39: 57 AM

Senat or Hof fman concl uded that the catchers of 15 percent of the
hat chery fish are not paying anything to this program

10:40: 42 AM

Senat or Bunde clarified he is not necessarily against this bill.

10:41:18 AM

Senat or St edman announced intent to review the funding "nechani sm
further. He qualified that he does not oppose the concept of
hat chery sport fish activities and that part of the programis
| ocated in Senate District A which he represents.

Co-Chair Green ordered the bill HELD in Committee.

#SB158
10:42: 02 AM

SENATE BI LL NO. 158
"An Act prohibiting the inposition of nunicipal sales and use
t axes on state construction contracts and certain
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subcontracts; and providing for an effective date."

This bill was heard earlier in the neeting.

STEVE BOYD, Al aska Chapter of National Electrical Contractors
Association read his testinony into the record as foll ows.

W feel that the scope of the State projects logically |inks
the subcontractors to the general contractor and therefore
subcontract val ues shoul d be exenpt fromlocal taxes. Bids on
projects are generally solicited froma general contractor for
a total project including subcontractor work and the
coordination of their work thereof. Subcontractors can
therefore only work for the State via this "conduit”
established by the State and the general contractor and
| anguage that binds the subcontractor to the State as nuch
| i ke the general contractor is bound to the State.

It has conme to our attention that subcontractors have been
charged |l ocal sales taxes and in particular the Gty of None
assessed Dianond Electric ($20,000), Al aska Industrial
| nsul ation and Fireproofing($6,100), M dnight Sun Services,
Northland Tile, Arctic Striping and Prem er Construction on an
airport project in Nome, Wile ArTek from Soldotna was
assessed a tax of $1,800 by the City of Sand Point on an
ai rport project.

This is not just an electrical contractor issue, but one that
i npacts any subcontractor. For exanple a painting contractor...

Negative financial inpact to the State. For exanple a tax of
$20, 000 assessed on a subcontractor would probably result in a
mar k-up of, for discussion sake, of ten percent, or $22,000
included in the bid to the general contractor, which perhaps
mar ks up the value of the subcontract by ten percent, so the
State woul d see $24, 200 i ncrease in project cost.

As an industry association it is our goal to create a
consi stent and equitable practice statew de so everyone knows
the rules. This is why we are here today after evaluating the
steps the contractor took in seeking relief. W feel
clarification of the statute would be in the best interest of
the State and our industry.

10:45: 51 AM

Senator d son asked the anmpunt of the subcontract with D anpnd
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El ectric.
M. Boyd replied the anbunt was approxi mately $419, 000.

10:46: 26 AM

SENATOR HUGGA NS, sponsor of the bill told of three elenents
instigating this legislation. The first was the experience of
D anond El ectric and others in None. It was determned that State
agenci es had no established guidelines to address the taxation of
subcontractors in Alaskan communities. Secondly, this practice
created an "unstable, cloudy business environnent". Finally, the
practice "wasn't right." In talking wwth parties across the State,
this was agreed upon.

Senat or Huggins read an e-nail nessage addressed to the director of
the Al aska Muinicipal League denonstrating this was not "just a
comunity that stunmbled on an isolated practice"” and woul d expand
to other communities if allowed to continue. He noted that
identifying information is omtted.

"I think nost communities that use as their legal firm [nane
of firm, have a policy of <collecting sales tax from
subcontractors doing business in the community regardl ess of
t he fundi ng source.™

Senator Huggins restated the conmunication that comunities that
are clients of certain legal firnms would adopt this taxation and
the practice would spread.

10:48: 37 AM

Co- Chair Green asked the nunber of communities already involved.

Senator Huggins told of at |east three. Each comunity is a client
of the unnamed legal firm

10:48: 57 AM

Co-Chair Green asked if this practice continues whether it would
i npact the State capital budget.

Senat or Huggi ns answered "absol utely" and noted the State currently
has appropri ated approximately $500 nmillion for capital projects
and an assessnent of five percent for subcontract taxes added to
this anount woul d be "staggering”. He added that the taxation would
be assessed at the local sales tax rate, and the anount could be
hi gher .
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10: 49: 30 AM

Co-Chair Geen asked if the community that has chosen to do this
did so to offset the | oss of other funds.

10:49:42 AM

Senator Huggins replied that the rational varies.

10: 50: 02 AM

Senat or O son asserted that the Mirkowski Adm nistration supports
| ocal control and |ocal self-funding. The practice outlined in this
| egi sl ation has occurred for a nunber of years and cities have
established a history of such; he knew of other projects.

10: 51: 05 AM

Co-Chair Geen renmarked that the Conmttee should be aware of this
practice in drafting the annual capital budget.

10:51:13 AM

Senat or Huggins noted the difficulty in that the City of Nonme has
been very inconsistent in applying this local tax. This creates a
"sket chy business environnent."

10:51:41 AM

Senat or Bunde commented that he appreciated | ocal control. However
in sone areas, |ocal support is defined in "spending other peoples'
noney" in lieu of local contributions. He characterized this
practice as "double dipping” in that a community secures a State-
funded inprovenent, then attenpts to receive funding from that
proj ect.

10: 52: 43 AM

Senat or Hof f man conmented on the need for uniformty. This matter
was brought forward by a subcontractor unaware of the sales tax.
The practice of other comunities should be reviewed and a
determ nati on shoul d be nade whet her those communities assess a tax
on subcontractor activities or provide an exenption. Mny
contractors operate in small communities in which they are not
based. The comunity nust acconmpdate for these activities, for
exanpl e through the repair and mai ntenance of roads damaged by the
use of heavy equi pnent.
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10:54: 42 AM

Senator Huggins agreed that the issue is wuniformty. O her
comunities do not tax subcontractors.

10: 55: 06 AM

Co- Chair Green understood that subcontractor enpl oyees would pay a
sal es tax on goods purchased in the conmunity.

Senat or Huggi ns affirnmed.

10:55: 21 AM

DAVI D LANTZ, Omner and General Manager, Di anond Electric, testified
via teleconference from Anchorage, that hal fway through conpletion
of the project, the Gty of Nome notified the subcontractor of the
sales tax that would be | evied. The anmount of the tax was therefore
not included in the bid. This tax is a retail tax and the
subcontract was not a retail purchase. He attenpted to work with
the Cty to rectify the situation and also hired attorneys;
however, the conpany was eventually presented with a tax lien and
was forced to pay the tax. The tax and attorney fees total ed over
$30, 000. He noted the conpany and workers also paid sales tax on
groceries, housing, concrete and rental of equipnent. As a result,
t he conpany was doubl e-taxed on al nost 25 percent of the contract.

10: 58: 06 AM

Senator O son asked if the conpany purchased a permt or other
| icenses fromthe Gty.

M. Lantz answered the conpany did not.

10:58: 41 AM

DENI SE M CHELS, Mayor, City of None, testified via tel econference
from None in opposition to the bill. The City views this sales tax
as an option to generate |local revenue. The City increased its
sales tax to offset increased costs of insurance and other
expenses. Unlike other comunities, Nome does not have a | arge tax
base. Subcontractors wutilize City services, including roads,
anbul ances and police, who arrest workers acting unruly. This tax
is fair to the Cty of None. She inforned she is a contractor and
understands the need to ensure that all fees are known; this tax
shoul d not have been a surprise for Dianond El ectric.
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11: 01: 34 AM

Senat or Huggi ns spoke highly of Mayor M chels. Senator Huggins
explained that the Departnment of Transportation and Public
Facilities inposes an admnistration fee on capital projects
because it nust provide staff to oversee the project. The Gty of
None should benefit from the influx of subcontractors through
revenue generated from hotels, restaurants, etc.

Co-Chair Green ordered the bill HELD in Conmmittee.

#
ADJ QURNIVENT

Co- Chair Green adjourned the neeting at 11: 03 AM
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