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REPRESENTATI VE ALAN AUSTERVAN

Al aska State Legislature

Juneau, Al aska

PCOSI TI ON STATEMENT: Presented a brief synopsis of HB 301 as
prime sponsor.

ASTRI D LI EVANO, Staff, Representative Al an Austerman

Al aska State Legislature

POSI TI ON  STATEMENT: Presented HB 301 on behalf of the prine
sponsor.
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POSI TI ON STATEMENT: Testified during the discussion of HB 301.
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POSI TI ON STATEMENT: Presented HB 300 on behalf of the Al aska
Court System

ACTI ON NARRATI VE
3:20: 51 PM

CHAIR KURT OLSON called the House Labor and Commerce Standing
Commttee nmeeting to order at 3:20 p.m Representatives Mller,
Saddl er, Thonpson, and O son were present at the call to order.
Representatives Holnes, Chenault, and Johnson arrived as the
nmeeti ng was in progress.

HB 301- SUNSET OF BOATI NG REGULATI ON

3:21:16 PM

CHAI R OLSON announced that the first order of business would be
HOUSE BILL NO 301, "An Act anending the termnation date of
certain statutes relating to the use, operation, and regulation
of boats, a uniform state waterway marking system and civil
l[iability for boat owners; providing for an effective date by
anendi ng the effective date of secs. 3, 5, 7, 9, 11, 14, 16, 18,
20, 23, 26, and 27, ch. 28, SLA 2000, as anended; and providing
for an effective date."

3:21:56 PM

REPRESENTATI VE ALAN AUSTERMAN, Al aska State Legislature, stated
that he served in the legislature when the initial boating
safety bill sponsored by fornmer Representative Bill Hudson
passed the legislature. He offered his belief that this program
has saved |ives.

3:22:58 PM
ASTRID LIEVANO Staff, Representative Alan Austerman, stated

that the purpose of HB 301 is to repeal the sunset dates of the
Statewide Borating Safety and Education Program which wll

termnate on July 1, 2013. She explained that funding is
provided by the U S. Coast Guard. In 2000, the state becane
eligible for funding wth passage of the Alaska Boating Safety
Act . When the program was established the 21st Legislature

cautiously added two sunset dates. The first repealed the act
in the event that the state did not receive the anticipated
federal funds; and the second sunsetted the program by date.
Since then, the legislature has voted three tines to extend the
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program t hereby recognizing its nerits. The program has been in
effect for 12 years, during which time recreational boaters have
becone better educated and safer and recreational fatalities are
in a downward trend.

M5. LIEVANO explained that fatalities have dropped by 22.1
percent and at |east 22 Al askan children have survived water
energency thanks, in part, to a Kids Don't Float program which
di spenses |life jacket |oaners. The U S. Coast Guard life jacket
wear rate studies also show increases in life jacket use. The
Al aska Boating Safety Program is funded entirely by fees on
users, with a portion of funding derived from the Sportfish
Restoration and Boating Trust Fund, and the balance is derived
from State of Al aska boat registration receipts.

3:25: 00 PM

MS. LIEVANO reported the federal funding grant for FY 2012 was
$913,385 and the state funding through the Division of Motor
Vehicles (DW) has consistently been $200, 000. She offered her
belief that Al aska's investnent for boating safety is small when
conpared to the lives saved in Al aska.

3:25:32 PM

REPRESENTATIVE M A COSTELLO Al aska State Legislature, asked
whether this is the program that provides life jackets at Sand
Lake.

M5. LI EVANO answer ed yes.

CHAIR OLSON reported life jackets are also used on the Kena
Ri ver and he has heard they have a positive inpact.

3:26:26 PM

REPRESENTATI VE JOHNSON said he supports this bill 100 percent
and noted the programis very worthwhile.

3:26: 50 PM
REPRESENTATI VE CHENAULT indicated the <costs in 2005 were
$478, 000, but in 2006 the costs increased to $787,000, and now

t he program costs are $1,400,000. He questioned the increase in
program costs.
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MS. LI EVANO asked for clarification on whether he was referring
to the overall costs or why the federal funds have increased.

REPRESENTATI VE CHENAULT related that it appears the costs have
stayed constant through the DW, but the federal funding has
nearly doubl ed since 2005.

M5. LIEVANO agreed the U S. Coast CGuard's funding for boating
safety fundi ng has increased.

3:28:18 PM

REPRESENTATI VE SADDLER said he hoped Jeff Johnson would be
staying on as the DNR officer for the program He stated he has
had an opportunity to work with him and M. Johnson brings a
weal th of institutional know edge and energy to the program He
commented that he hopes the boating safety program w | continue
and M. Johnson also continues as staff for this program He
asked for clarification on any new functions or areas would be
performed with the expansion of the program

REPRESENTATI VE AUSTERVMAN acknow edged that the program has
expanded and he was wunsure what is planned; however the
Department of Natural Resources could respond.

3:30: 08 PM

JEFF JOHNSON, Boating Law Admnistrator, Ofice of Boating
Safety, Division of Parks & Qutdoor Recreation, Departnent of
Nat ural Resources (DNR), in response to a question, stated that
this programis enphasis is on changing behavior and providing
education in the school s.

REPRESENTATI VE SADDLER asked whether this agency cooperates with
ot her agenci es.

MR. JOHNSON answered that many other prograns were in effect at
the tinme their program was developed, including U S. Coast
GQuard, and the Kids Don't Float Program The Ofice of Boating
Safety's focus has been on changing behavior, in particular,
adult male behavior. Their other focus has been to educate
future boaters through the school prograns. He pointed out one
challenge for injury prevention is to reach rural Al askans. He
said that the division saw opportunities to help and the goal is
to maximze funds through cooperation and take the term
"partnershi p" seriously.
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REPRESENTATI VE SADDLER asked if this program is wunique to
Al aska.

MR. JOHNSON answered no, that 56 states and territories have

state boating prograns in effect. In 1987, Al aska was the only
state without a program even though its fatality rate has been
nore than 20 times the national average. He pointed out one
benefit of comng into the scene late that Al aska has been able
to benefit from other prograns. He said is proud of the

effectiveness of the small nunber of prograns in Al aska and that
Al aska is maki ng progress.

3:33:49 PM

REPRESENTATI VE CHENAULT wondered whether the program wll
continue to receive federal funding or if the funding wll be
reduced.

MR. JOHNSON answered that the funding for the program conmes from
the Sport Fish Restoration and Boating Trust Fund, which is part
of the H ghway Trust Fund, but it is a user-pay user-benefit
system Thus much of the revenue is derived from fuel taxes
attributable to recreational power boats and excise taxes on
sport fishing equipnent. It was designed as a user-pay user-
benefi t system which is wdely supported by boating
organi zati ons around the country. He acknow edged that he could
not predict what the Congress will do in terns of any budget
cuts; however, he did offer his belief that this program has a
| ot of support. He said it is a direct benefit to users paying
into it and is perceived that way nationally. Additionally, the
program is a very small program as conpared to many other
prograns. He related his understanding that the program has a
proven track record. He offered his belief the way to survive
budget cuts is to prove the job being done is a good job. He
al so said he thinks staff is doing a good job.

3:35:33 PM

BEN ELLIS, Director, Division of Parks and CQutdoor Recreation

Department of Natural Resources (DNR), agreed that funding is a
concern; however, he anticipates the federal transportation
funding bill wll go through and the program will be safe for
the present tine.

3:36: 20 PM
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REPRESENTATI VE CHENAULT agreed the program is a good program
He pointed out that although the mlitary also does a good | ob,
it has undergone funding issues. Additionally, even the
educational system is subject to budget cuts. He offered his
support the Boating Safety Program but he cautioned that the
federal governnment is making cuts.

3:37:47 PM

CHRI' S OSOABKI, Menber, Al aska Boating Safety Advisory Council,
stated that the council neets twice a year with DNR to eval uate
the success of the prograns. He said he is famliar wth
Al aska's waterways since he has lived in Al aska since 1970 and
his famly has a honestead that can only be accessed by the
river system He viewed this program as one designed to help

develop safe habits to ensure people survive. He has
participated as a volunteer and has observed how this program
wor ks. He characterized this program as a good program and it

woul d be worthwhile to focus on neeting the program s goals and
not have to worry about funding.

3:39: 23 PM

CHAIR OLSON asked whether any funding is being used to drown-
proof infants. He recalled that very young infants can be
taught to develop a reflex action, such that they can roll over
in the water and keep their head out so they can breathe. He
related that he has had personal experience with a famly nenber
who fell off a sailboat and survived due to the specific drown-
proof training.

MR, OSONBKI related his wunderstanding that discussions have
focused on floatation devices, but have not proceeded with this
type of training. The programis training has been limted to
instilling the value of wearing floatation devices and dangers
of cold water. He offered to bring this idea back to the group.

REPRESENTATI VE JOHNSON wel coned his constituent. He
characterized himas a "good guy."

3:41: 28 PM
REPRESENTATI VE SADDLER raised the issue of funding the program
in the event federal funding was dim nished. He asked if the

Al aska's boating registration fees are the same or higher than
in other states.
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MR. OSOWNBKI offered his belief that they were in line with other
state's fees.

REPRESENTATI VE SADDLER questioned the anmount of fees raised from
boat registration fees.

MR JOHNSON answered $570,000 is derived from boat registration

receipts. He said the fee for boat registrations is one
devel oped by the U S. Coast GCuard. He explained that the
Congressional budget office requires federal agencies nmnust
charge no nore than the cost of the boat registration. The
figure represents the cost to register boats in 1998 and so the
sane fee is still in place. He was unsure, but thought that

Al aska's boating registration fees are likely anong the | owest
in the nation.

MR. ELLIS stated that this bill relates to the sunset of the
state requirenent; however, he agreed that the state nust
consi der developing a safety net in the event that the federa
funding is cut so this inportant program can continue. He
menti oned that swi nmng doesn't always help people survive due
to the cold water in Al aska.

3:44:13 PM

REPRESENTATI VE SADDLER recalled the figure of $578,000 and asked
whet her this is what Al aska receives or generates in fees.

MR. JOHNSON answered that the DW collects $578,000 annually
from boating registration fees. He related that the program
receives a portion of the fees collected and the DW uses a
portion to cover its adm nistrative costs.

CHAIR COLSON, after first determining no one else wished to
testify, closed public testinony on HB 301.

3:45: 08 PM

REPRESENTATI VE JOHNSON noved to report HB 301 out of commttee
with individual recomendations and the acconpanying fiscal
not e. There being no objection, HB 301 was reported from the
House Labor and Commerce Standing Commttee.

3:45: 44 PM

The commttee took an at-ease from3:45 p.m to 3:48 p. m
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HB 252- 1 NCOVE TAX EXEMPTI ON

3:48: 41 PM

CHAI R OLSON announced that the next order of business would be
HOUSE BILL NO 252, "An Act exenpting certain small businesses
from the corporate incone tax; and providing for an effective
date. "

3:48: 51 PM

REPRESENTATI VE M A COSTELLO, Al aska State Legislature, explained
that HB 252 would exenpt certain "qualified snall businesses”
with aggregate assets of $50 million or less from the state's
corporate inconme tax. The industries that would qualify
dovetail with the federal C Corporations identified in section
1202 of the Internal Revenue Code (IRC). These corporations are
defined as ones using 80 percent or nore of their assets in the
active conduct of their businesses. The types of conpanies the
bill is designed to encourage include intellectual property,
software industry, and innovation. The reason the state is
trying to attract the C Corporations is because they have the
ability to attract unlimted investors. The federal |egislation
allows for investors to be exenpt from capital gains tax if they
keep the funds in the conpany for at least five years. Al aska
has found that many conpanies avoid filing as a C Corporation to
avoid the fifth highest corporate tax in the country, or 9.4

per cent rate on $90,000 in earnings. I nst ead, t hese
corporations have been filing as S Corporations, which has
l[imted investors. This bill ains to attract industries to

Al aska that are not currently here and to attract the investnent
that conmes with those startups.

3:51: 25 PM

REPRESENTATI VE JOHNSON made a notion to adopt Anmendnent 1
| abel ed 27-LS1085\M 2, Nauman, 2/17/12, which read, as foll ows:

Page 1, lines 10 - 11

Delete "that is actively engaged in a qualified
trade or business”

Insert "and that neets the active business
requirenent in 26 U S . C. 1202(e) as that subsection
read on January 1, 2012"

Page 1, line 14:
Del ete "AS 46. 20. 012"
| nsert "AS 43. 20. 012"
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Page 2, lines 5 - 15:
Delete all material.

Renunber the foll ow ng paragraph accordingly.

Page 2, following line 18:
I nsert a new paragraph to read:
"(1) " Al aska cor poration” means a
corporation that has been incorporated in the state or
is authorized to do business in the state;"

Page 2, lines 19 - 20:

Delete "(1) "aggregate gross assets,"” "parent-
subsi di ary controll ed group, " "qualified snal
busi ness," and "qualified trade or business""

Insert "(2) "parent-subsidiary controlled group”
and "qualified small business""

Page 2, line 21:
Delete ";"
| nsert "."

Page 2, lines 22 - 27:

Delete all material and insert:

"* Sec. 3. AS 43.20.012 is repealed and reenacted
to read:

Sec. 43.20.012. Limtation on application of
chapter; credits. The tax inposed by this chapter does
not apply to individuals or to fiduciaries. However,
an individual may file a return under this chapter to
receive a tax credit under AS 43.20.013.

* Sec. 4. Sections 1 and 2 of this Act take effect
July 1, 2012.

* Sec. 5. Section 3 of this Act takes effect
July 1, 2023."

CHAI R OLSON obj ected for the purpose of discussion.
3:51:52 PM

REPRESENTATI VE COSTELLO expl ained that page 1 lines 1-4 of the
Amendrent 1 woul d incorporate subsection (e) of Internal Revenue
Code (IRC) section 1202 that requires at |east 80 percent of a
qual i fyi ng business' assets nust be used in the active conduct
of the business. The next change on page 1, lines 6-8 corrects
a typographical error. She then referred to page 1, lines 10-
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11, which would renpbve the requirenent t hat qual i fyi ng
busi nesses file a report docunenting their eligibility for the
exenpti on.

3:52:14 PM

REPRESENTATI VE HOLMES rel ated her understanding that this change
is being made since the corporation has previously filed the
information with the federal governnment and this would be
duplicative.

REPRESENTATI VE COSTELLO agr eed.
3:52:23 PM

REPRESENTATI VE COSTELLO referred to page 1, lines 15-18, which
renoves the requirenent t hat a qualifying business be
headquartered in Alaska to avoid potential violations of the
Equal Protection and Interstate Commerce Cause of the U S.
Consti tution. The bill originally required the business to be
headquartered in Alaska, but that provision was changed to
require the work be conducted in Al aska. The next changes woul d
delete definitions no longer used in the statute and corrects

t he punctuati on. Finally, a sunset provision was added to the
bill so the program would sunset July 1, 2023.

3:53:21 PM

CHAIR OLSON renoved his objection. There being no father

obj ection, Amendnent 1 was adopt ed.
3:53:55 PM

JOSH WALTON, Staff, Representative Ma Costello, Alaska State
Legislature, stated that HB 252 would provide state corporate
tax exenptions for qualifying small businesses as the termis
defined in IRC code section 1202. That section is neant to
encourage investnment, in particular, venture capital investnent
targeted at startup conpanies involved in research and
devel opnent, innovation, intellectual property, and software
devel opnment. These are the sorts of conpanies that represent a
very fast grow ng sector. He offered that if the state w shes
to diversify its econony, one way is to branch out into sectors
that will grow quickly. Thus this bill would help to diversify
Al aska' s econony. Al though this bill offers an exenption it is
an exenption that will not |ast forever. In order to qualify
for an exenption under |IRC Section 1202 a conpany nust have |ess
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than $50 million in aggregate gross assets. Additionally, 80
percent or nmore of its assets nust be used in the active conduct
of the business, which he related as a significant hurdle to
over corme. However, special provisions in the tax code allow
research costs, startup costs, and experinentation costs to be
counted toward the 80 percent, which helps these conpanies
engaged in those activities crest that bar a little easier. He
suggested that in practice Section 1202 has been used nost
effectively to encourage investnent in conpanies that tend to be
nore innovative or research-based ones.

3:57:16 PM

MR. WALTON pointed out that a nunmber of industries are excl uded.
The sponsor has received anecdotal information, such that
venture capitalists seek vehicles in which to invest. Very few

opportunities exist since the high-growth conpany nust be a C
Corporation, which is the only corporate class structure that is
not a pass-through corporation, but one that maintains its own
corporate incone tax liability. As the sponsor previously
menti oned, the state has the fifth highest corporate tax rate in
the U S He stated that entrepreneurs in Alaska desiring to
start an innovative driven conpany will |ook to states such as
Montana since its corporate taxes are much | ower. He expl ai ned
that the conpanies tend to be highly nobile, wth few
geographi cal constraints. Thus the state has an opportunity to
attract these businesses to Alaska, except for the high tax
rates.

3:59: 09 PM

REPRESENTATI VE SADDLER asked for the types of industries that
are exenpt under the I RC Section 1202.

MR. WALTON related that currently there are not many exanples of
conpanies in Alaska, but nationwi de the conpanies tend to be
technol ogy based conpanies such as bio-tech, i nformation
services, conmputer networking, software, and a w de variety of
conpani es seeking to devel op new products.

4:00: 36 PM

REPRESENTATI VE SADDLER asked whether the types of conpanies the
state is trying to attract would be conpanies such as Hew ett
Packard or Apple were startup conpanies thirty years ago.

MR. WALTON answer ed yes.
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4:00:48 PM

MR. WALTON said that it nay seem unusual that this issue is a
problem in Al aska since other types of corporate structures such
as the limted liability corporations (LLC) or S corporations,
whi ch are pass-through entities exist. He offered that start up
activity occurs in businesses using those structures; however,
the problemis that severe limtations exist on who can invest.
He explained that the anount of capital that can be raised is
limted. Therefore, if a conpany seeks to be the next Google or
Appl e, they nust have the ability to raise a Iot of capital very
quickly and to do so require lots of sharehol ders. He pointed
out that S Corporations are limted to 100 sharehol ders with one
class of stock and other conpanies cannot invest in the
cor poration. He concluded that a corporation nmust be a C
Corporation in order for a venture capital firmto invest in the
company. He hesitated to suggest that Alaska is less than a
wel coming place for entrepreneurs, because it is welcomng;
however, Alaska's tax structure is not particularly friendly to
t hose conpanies that want to grow qui ckly and becone publically-
traded conpani es. He characterized this bill as one that would
create a nursery for conpanies that wll eventually outgrow
their exenptions and becone taxpayers.

4:02: 37 PM

REPRESENTATI VE M LLER asked whether a small conpany which has
not incorporated could qualify under the bill.

MR, WALTON answered that this exenption relates only to C
Cor por at i ons.

REPRESENTATI VE M LLER asked whether a preponderance of work
woul d be perforned in Al aska under the bill.

MR WALTON answered that a C Corporation's corporate tax
liability depends on the business activities perforned in
Al aska. If a corporation carries out all of their activities
and neets the overall criteria for the exenption, then all of
their activities wuld be exenpted. He explained that
originally the bill required conpanies to be headquartered in
Al aska, but the Departnent of Law advised that doing so violated
the Interstate Comrerce Clause and Equal Protection C auses of
the U S. Constitution so those provisions were renoved. Thus a
1202 C Corporation headquartered anywhere would be eligible for
activities in Al aska.
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4:04: 33 PM

CHAIR OLSON recalled that in the past six years the conmttee
has had bills simlar to this with the comonality that Al aska
has been working to be conpetitive with other states that
currently have advantages over Al aska. He inquired as to
whet her he was aware of any other states beyond Montana that
Al aska has conpeting with who would be affected by this bill.

MR. WALTON did not recall who is on bottomof the list in terns
of incone tax. He recalled that this would be the only program
in the country of this type. In response to Chair dson, he
agreed that Al aska would be considered innovative. Al aska would
nove from being the fifth | east encouragi ng environnent to being
tied for first place if not outright becomng first place in the
nati on.

4:06: 29 PM

TYLER ARNOLD, Founder, Tyler Systens; Chief Executive Oficer,
SinplySocial, 1Inc., stated that SinplySocial, Inc. provides
soci al nmedia services. He explained that he is a 19-year old
entrepreneur born and raised in Anchorage, Al aska. He stated
that he was 16 years old when he started his first information
technol ogy conpany, Tyler Systens, which won the SBA young
entrepreneur of the year award in 2011. H's current startup,
Si nplySocial, Inc. brings together a global teamall a part of a
1202 C Corporation founded in Alaska. The C Corporation status
allows his company to be nore attractive to investors and is
geared towards international business. It allows the conpany to
be a high growth conpany. They may be global, but act |ocal
He suggested that Al aska has one of the highest corporate incone
tax rates in the country. This bill, HB 252, would renove the
burden but would strengthen the global conpetitiveness. He said
he is currently in Romania working with the team until we all
come to Alaska in April to launch our project publically the end
of April. He hoped to show the global co-founders that Al aska
pl ays to our advantage and is an easy place for startups to cal
hore. He thanked the conmttee. In response to a question
about the good reception, he answered that he is using Skype.

4:08: 38 PM

REPRESENTATI VE SADDLER asked if he had considered going to
anypl ace else in the nation for either of his businesses.
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MR. ARNOLD answered no. When they founded their conpany | ast
Cctober, the founders understood Alaska could be one of the
first to consider the IRC Section 1202 exenption. He rel ated
that the legislators and venture capitalists in Silicon Valley
were not considering the exenption. He explained that they did
not |look at any other states due to the exciting prospects of
this bill. In response to a question, M. Arnold advised that
Romania is 11 hours ahead of Alaska's tinme zone.

4:09:56 PM

JOHNATHAN BI TTNER, Director, Business and Econonic Devel opnent;
Anchorage Econom ¢ Devel opnment Corporation (AEDC) expressed

support for HB 252. The conpany does a lot of |local and
national outreach to generate support for Anchorage and Al aska
as a place to do business and to incorporate a business. The

conpetition is very fierce anong other states who are working to
provide incentives to attenpt to attract businesses. Anchor age
is a good place to do business, but tools like HB 252 are
crucial in terns of placing Alaska at the forefront. He
reiterated AEDC s support for the bill.

ALLAN R JOHNSTON, Chief Encouragenment O ficer, Team Network,
Inc. stated that he has been with Wdbush Securities Inc. for 35
years and regional manager for nost of that tine. He said that
he is now transitioning into his encore career. He has raised
three children in Alaska. He offered that his focus has been to
assist youth in creating and focusing on jobs in Al aska. He has
been involved in the Al aska Business Plan, which is a
conpetitive and cooperative effort between the University of
Al aska (UAA), Alaska Pacific University (APU), and University of

Al aska Fairbanks (UAF). The focus has been to break barriers
and work collectively, to help students think globally, and to
hei ghten their aspirations of what they can acconplish. He

hel ps them identify problens and be part of the solution in
Al aska instead of wusing a business nodel devel oped outside
Al aska. He has observed the opportunities and quality of |iving
in Alaska. He has also viewed HB 252 as a vehicle and neans to
attract people who |ove outdoors an opportunity to nove their
smal | conpanies, children, and fanmlies to Alaska - a state that
has a quality of |Ilife second to none. This bill has
specifically been geared to use a C Corporation instead of an
LLC or S Corporation.

MR, JOHNSTON offered his belief that HB 252 is also geared for

those seeking national and international mar kets  whose
conpetitor is not just across the street. This gets back to the
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whol e idea of raising aspirations of what can happen in Al aska.
He recalled Irv Long, who designed the thermal tubes on the
Trans- Al aska Pipeline System (TAPS). He nentioned that two-
thirds of the wellspring drills in Vernont siphoning and heat
tubes and many of the initial patents were filed by people
i ncl udi ng Joe Bal ash. He al so pointed out Ed Cdinton, Dow and-
Bach, Inc., with respect to his wirk on control valves. He
enphasi zed that Al aska should have been exporting intellectual
property for years. He offered his belief that HB 252 could

help bring national and international interest due to its
quality of life and as a state that is also focused on nationa
and international opportunities. He shared that he is very

passi onate about this and recognizes HB 252 as a tool, noting
several tools are being devel oped. He hoped Al aska could train
people to use these tools. He said he is so inpressed wth
Jonathan Bittner's startup for software conpanies, noting that
32 peopl e representing Si X startup sof tware conpani es
characterized the startup process as the nobst exciting process.
He expressed excitenent over what has been happening in in
Alaska in the past year. He offered his belief that HB 252
could help create a phenonenal opportunity for Alaska at little
to no cost or perhaps even a negative cost.

4:16:15 PM

CHAIR COLSON, after first determining no one else wshed to
testify, closed public testinony on HB 252.

REPRESENTATI VE JOHNSON noved to report HB 252, as anended out of
conmmttee with individual recomendations and the acconpanying
fiscal notes. There being no objection, CSHB 252(L&C) was
reported fromthe House Labor & Comrerce Standing Commttee.

HB 300- GEOGRAPHI C COLA FOR JUSTI CES AND JUDCES

4:20:13 PM

CHAI R OLSON announced that the final order of business would be
HOUSE BILL NO 300, "An Act relating to geographic cost-of-
living salary adjustnents for justices of the suprene court and
j udges of the superior and district courts; and providing for an
effective date."

4:20: 37 PM

DOUG WOOLI VER, Deputy Admnistrative Director, Admnistrative
Staff, Ofice of the Admnistrative Director, Al aska Court
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System stated that this bill was introduced by the House Rul es
Commttee at the request of the Al aska Suprenme Court. This bil

woul d update the geographic pay differentials that apply to
judges' salaries to bring them in line with the sane fornul as
that apply to other state enployees. Under current |[|aw
enpl oyees in the executive branch and those in the judicial
branch who are not judges receive a geographic differential
which is applied to their salary based on a fornula that
calculates a cost-of-living in various comunities where they

live. A geographic differential can vary from 6.3 percent in
Sitka to 36.92 percent in Kotzebue, Barrow, and None. He
poi nted out two caps on the geographic differential that judges
receive limts any increase to less than five percent of a
geographic differential for a limt on the total of $7,000 on a
Superior Court judge's salary. This does not offset actual
costs of living in nost rural conmmunities. He conpared the

$7,000 to approxinmately $30,000 to $35,000 in geographic
differential other state enployees may receive. The |egislature
has recogni zed geographic differential as a nmeans to conpensate
individuals living in rural Al aska who face staggering costs.
He enphasized the point of a geographic differential is to
adjust salaries statewide on an equal basis. He referred to a
McDowel | study that showed the cost of living was 60 percent
hi gher in Kotzebue than in Anchorage.

4:23: 07 PM

MR, WOOLIVER pointed out that judges in Anchorage receive
substantially nore in salaries than judges receive in Kotzebue.

The first geographic differential bill passed the legislature in
1966 and geographic differentials have existed since then. He
characterized this bill as the right thing to do for enployees

and for judges. Rural judges should be treated adequately. He
illustrated one problem in rural Alaska has been to attract

sufficient applicants to serve, in particular, in conmunities
such as Bethel. Currently, a Superior Court judge position is
vacant . The Alaska Judicial Council did not receive enough
names the first tine it solicited applicants so it is starting
over to find sufficient, qualified applicants. However, this
issue is not just an issue for Bethel. In 2013, Ben Esch, who
has served as Superior Court judge in None for 17 years wll
retire. He is the |longest serving judge in None's history. I n
2014, M ke Jeffrey will retire. He has been the |ongest serving
Superior Court judge in our state's history. He stressed the
inmportance of finding qualified commtted applicants. He

poi nted out numerous hurdles exist to attract people to live in
rural Al aska, and one barrier has been a lack of any realistic
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geographic differential since rural judges |ose out conpared to

urban areas. The geographic differential does not apply to
judicial retirement since a judge's retirenment is based only on
base salary. This bill is limted to geographic differential.

4. 25:53 PM

REPRESENTATI VE SADDLER asked whether it is problemto recruit or
retain judges in rural Al aska.

MR. WOOLI VER explained that it hasn't been a problem to retain
judges but it has been difficult to attract them He further
expl ained that the npbst recent vacancy in Bethel, the Judicial
Council did not receive enough applicants to send two nanmes of

gualified candidates to the governor. He was wunsure if this
bill has had an effect in attracting candidates, but the
Judicial Council has received substantially nore applicants

during the second solicitation.
4.:27:20 PM

REPRESENTATI VE SADDLER understood the chronol ogi cal cap, but he
asked for the length of tine a judge nust serve to qualify for a
state retirement.

MR. WOOLIVER offered his belief that it takes five years to
obtain vesting, but judges are fully vested at 15 years, and
Al aska's Constitution does require retirenment at age 70.

4:27:48 PM

REPRESENTATI VE SADDLER referred to the committee nenbers' bill
packet with the geographic differential. He questioned why
Anchorage is not listed and asked if it is zero.

MR, WOOLI VER answer ed yes.

REPRESENTATI VE SADDLER offered his belief that Fairbanks is not
treated well in ternms of cost-of-1living. He inquired as to
whet her the rates are indexed to the inflation rate.

MR.  WOCLI VER answered no. He explained that the chart in
menbers' packets is somewhat conplicated. The section shows
Fai rbanks at 15.2 percent, which is the non-covered geographic
differential. He offered that is the statutory rate that
applies to menbers of the executive branch who are not covered
by collective bargai ning agreenents. That rate hasn't changed
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in years, he said. He pointed out that the three percent anount
listed two columms over on the chart represents the nost recent
union negotiated contracts that adopted per the 2008 MDowel l
study figures.

4:29:18 PM

REPRESENTATI VE M LLER inquired as to how many judges would be
affected by the bill.

MR. WOOLI VER answered that 23 Superior Court judges and 11
District Court judges would be affected for a total of 34
positions.

CHAIR OLSON anticipated a potential anmendnent to the bill would
be forthcom ng.

[ HB 300 was hel d over.]

4:31: 07 PM

ADJ QURNIVENT

There being no further business before the commttee, the House

Labor and Commerce Standing Commttee neeting was adjourned at
4:31 p. m
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