ALASKA STATE LEG SLATURE
SENATE TRANSPORTATI ON STANDI NG COW TTEE
February 3, 2011
1: 01 p. m

VEVMBERS PRESENT
Senat or Joe Thonmas, Vice Chair
Senat or Denni s Egan
Senat or Linda Menard
Senat or Charlie Huggins
MEMBERS ABSENT
Senat or Al bert Kookesh, Chair
COW TTEE CALENDAR
SENATE BI LL NO 41
"An Act suspending the nmotor fuel tax; and providing for an
effective date.”

- HEARD AND HELD
PREVI QUS COW TTEE ACTI ON
Bl LL: SB 41

SHORT TI TLE: SUSPENDI NG MOTOR FUEL TAX
SPONSCR(s) : RULES BY REQUEST OF THE GOVERNOR

01/ 19/ 11 (S) READ THE FI RST TIME - REFERRALS
01/19/ 11 (S) TRA, L&C, FIN
02/ 03/ 11 (S) TRA AT 1:00 PM BUTROVI CH 205

W TNESS REG STER

MARC LUl KEN, Conmi ssi oner

Department of Transportation and Public Facilities

Anchor age, AK

PCSI TI ON  STATEMENT: Presented SB 41 on behalf of the
adm ni strati on.

JOHANNA BALES, Deputy Director
Tax Divi sion

Depart nent of Revenue

Anchor age, AK

SENATE TRA COW TTEE -1- February 3, 2011



PCSI TI ON STATEMENT: Provi ded supporting information related to
SB 41.
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Anchor age, AK
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ACTI ON NARRATI VE

1:01: 15 PM

VICE CHAIR JOE THOVAS called the Senate Transportation Standing
Committee neeting to order at 1:01 p.m Senators Egan, Huggins,
and Thormas were present at the call to order. Senator Menard
arrived soon thereafter

SB 41- SUSPENDI NG MOTOR FUEL TAX

1: 01: 42 PM
VI CE CHAI R THOMAS announced the consi derati on of SB 41.

1:02:17 PM
MARC LU KEN, Comm ssioner, Departnment of Transportation and
Public Facilities (DOTPF), introduced SB 41 as foll ows:

Tax suspension is one of the efforts the governor is
putting forward to inprove the economic health of
Al askans. Suspension of the notor fuel tax wll
provide immediate tax relief to every citizen in every
community across our state. The actual anmount of noney
saved wll vary depending on the type of fuel
purchased, but nobst consuners should save up to 8
cents per gallon when fueling their vehicle, boat or
pl ane.

Many Al askan communities deal with the highest energy
costs in the nation. Relieving the burden of notor
fuel tax is one step in this admnistration's effort
to inprove Alaskan's daily living expenses. Suspending
the notor fuel tax provides a tenporary reduction in
the cost of notor fuel. Efforts are being introduced
to provide long-term solutions to our high energy
costs.

Some may wonder how suspending the notor fuel tax wll
i npact Al aska's federal funding for transportation. In
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fact, a state notor fuel tax has no direct link to
federal dollars. Therefore, suspending the notor fuel

tax wll have no inpact on Al aska's federal highway or
ai rport f undi ng. Addi tionally, Al askans fund
significantly nore for transportation than S

collected in the state and federal fuel tax revenues.

In FY 12, $328.5 nmllion is set aside for the
Department of Transportation and Public Facilities
operating budget, and another $117 nmillion wll
suppl enent the capital budget from general fund
dollars. That's 11.5 tinmes nore than is collected in
not or fuel tax.

Federal fuel tax also paid at the punp contributes to
the federal highway trust fund. These funds are then
redistributed back to the states via fornulas set
forth in federal bills related to highways and airport
i nprovenent. Those fornulas have nothing to do wth
whet her a state collects a separate notor fuel tax as
there is no federal governnment requirenment for states
to collect a gas tax to support transportation.

M ght Congress retaliate against Al aska for suspending
the nmotor fuel tax? It's unlikely. There are severa
exanples of states that have suspended their notor
fuel tax just prior to the nost recent federal surface
transportation bill. SAFETEA-LU went into effect in
2005. Those states actually saw an increase in their
federal highway aid.

Addi tionally, some nmay be concerned about how
suspending the notor fuel tax mght inpact the
Department of Transportation and Public Facilities'
operating and capital budgets. There may be fear
losing this revenue nmay equate to a respective

decrenent in our budget. Wll let me talk about the
capital budget first. Seventy-six percent of our
capital budget cones from federal receipts. | just
addressed that i ssue. The remaining twenty-four

percent cones from state general funds and other
sources like the international airport system receipts
and bonds, AIDEA dividend funds, and highway working
capital funds for our state equipnent fleet.

The general funds in the capital budget conme from the
same source that funds 56 percent of our operating
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budget - the general fund. And that is what it is - a
general fund. [There is] no direct link to the tax
revenue taken in by the state notor fuel tax and the
Department of Transportation's budget. Therefore, one
cannot make a link between notor tax fuel revenue and
our budget. The suspension of the notor fuel tax in
2008 did not inpact DOT's budget then and suspendi ng
it nowwll not inpact our budget in 2012.

Suspension of the notor fuel tax wll significantly
i npact Alaska's econony. It wll certainly benefit
many of our largest industries. Alaska's |argest

private enployer, the fishing industry, wll benefit
significantly from the suspension. United Fishernen of
Al aska indicated that a suspension of the tax in 2008
would likely provide some benefit to thousands of
commercial fishernmen statew de. Trucking and aviation
i ndustries and the consunmers that buy the goods that

those entities deliver wll also profit. In fact,
we've received letters of support from the Al aska Ar
Carriers Association indicating economc benefits

suspension of the gas tax would have on hundreds of
our rural comer ci al air carriers. Additionally,
Alaska Airlines has indicated they wll provide a
| etter of support for this effort.

Bottom line, there is no conpelling need to collect a
notor fuel tax at this tinme. Wile suspension of the
tax will benefit every Alaskan in every conmunity,
while some may gain nore than others, it wll be
meani ngful for all as we put this noney back into
Al askan' s pockets.

1: 07: 43 PM

JOHANNA BALES, Deputy Director, Tax D vision, Departnent of
Revenue (DOR), stated agreenent wth the conm ssioner that
Al aska's federal highway dollars are not affected if the tax is

suspended. However, she said, the state is still required to
report to the federal governnment the anount of gasoline it uses
for highways. The bill includes a requirenment that retailers and
distributors nust continue to report their sales. This ensures
that there will be no inpact on highway funding. Suspension of
the tax will help all Al askans including Bush conmunities that

pay a 5 cent tax on fuel used in water craft and off hi ghway use
rather than the 8 cent tax for highway use.

1: 08: 50 PM
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SENATOR HUGA NS conmented that his constituents have high
expectations of this new comm ssioner and he's told them that
he's pleased with the potential he's seen.

1:10: 04 PM

ED SN FFEN, Assi st ant Attorney Ceneral, G vil Di vi si on,
Department of Law (DOL), stated that he is responsible for
enforcing Al aska's consumer protection and antitrust statutes
and in that capacity he's conducted a few retail gas pricing
investigations. He inforned the commttee that when the tax was
suspended in 2008, DOL nonitored retail markets in Fairbanks,
Anchorage, and Juneau and they noticed an inmediate positive
i mpact on consuners. Prices generally dropped by 8 cents per
gal l on. However, because of market forces it wasn't possible to
noni t or whet her or not that anobunt was added back into the price
of fuel over tine

MR. SNIFFEN reported that this week DOL talked to four gas
station retailers in Fairbanks and eight in Anchorage regarding
the potential inpact of suspending the notor fuel tax, and a
majority indicated that it would result in an imediate 8
cent/gal savings to consuners. He noted that a couple of
i ndependent retailers said that to remain conpetitive they drop
their fuel prices when signs down the street indicate a price

drop. "We believe that the suspension does have a positive
i mpact on consuners ... and we would encourage support of the
bill," he concl uded.

1:12: 25 PM

VI CE CHAI R THOVAS asked if he gl eaned any unexpected information
fromthose retailers.

MR. SNI FFEN said one retailer commented that if he had paid tax
on the fuel currently in his tank he wouldn't drop the price
until all that fuel had been sold unless he was conpelled to do
so to remmin conpetitive. Wile there my be pockets of
i ndependent retailers who may not be swayed initially, he opined
that in conpetitive markets they would have to follow suit.

VICE CHAIR THOMAS said that gas prices in Fairbanks are fairly
stable, but his recollection is that when the tax was suspended
in 2008 the reduction in price was short-lived. He observed that
price seens to be a function of conpetition, but when |arge
retailers like Safeway and Samis C ub give gas discounts rel ated
to purchases in their grocery stores it does have an inpact on
smal | independent retailers.
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VI CE CHAI R THOVAS highlighted the followi ng potential savings to
CONSUIEers:

e Driving 30,000 nmles per year in a vehicle that gets 15 npg
would result in an annual savings of $160 per year or $13
per nonth.

e Driving 30,000 mles per year in a vehicle that gets 25 npg
woul d result in an annual savings of $96 per year or $8 per
nont h.

VICE CHAIR THOVAS noted that KABATA has said that the toll for
crossing the bridge would be $5 each way and that would figure
into sone driver's cal cul ati ons.

He asked for an explanation of how the aviation fuel tax flows
into small communities and contributes the operation of snall
ai rports.

1:16:57 PM
SENATOR MENARD j oi ned the neeting.

M5. BALES explained that 60 percent of the revenue the state
collects from aviation fuel tax goes to nunicipally-owed or
operated airports. This anmounts to about $140,000 per year. The
governor has indicated he supports an appropriation from the
general fund to offset that loss in revenue sharing funds due to
suspension of the fuel tax. The appropriation would be based on
t he continued mandatory reporting as set forth in the bill.

VICE CHAIR THOVAS asked if there is any other revenue sharing
associated with the notor fuel tax.

M5. BALES answered no; the balance is deposited directly into
t he general fund.

VICE CHAIR THOVAS asked for a break-down of the highway,
aviation, and marine tax that's coll ected.

MS. BALES provided the following information for 2010:

e H ghway fuel tax is 8 cents/gal and the state collected
$23.4 mllion.

e Marine fuel tax is 5 cents/gal and the state received $2
mllion.

e Aviation fuel tax is 4.7 cents/gal and the state received
$2.9 mllion in 2010.

« Jet fuel tax is 3.2 cents/gal and the state received about
$337, 000.
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MS. BALES clarified that the 2010 nunbers include two nonths of
the previous fuel tax suspension. GCenerally, $30 mllion is
collected in highway-use tax every year. Responding to a
guestion she added that every vehicle that is Ilicensed for
hi ghway use is subject to the tax and the tax rates are based on
use, not type of fuel

1: 21: 01 PM
SENATOR HUGGE NS asked her to state for the record that hone-
heating fuel falls into a different category.

M5. BALES confirned that home-heating fuel is exenpt from both
the state and federal tax.

VI CE CHAI R THOVAS asked the source of the data she's citing.

MS. BALES replied she is referencing the DOR annual report. She
offered to provide copies to the nmenbers.

SENATOR MENARD asked how many other states have suspended the
fuel tax and if they've had to offset the lost revenue wth
anot her form of tax.

M5. BALES replied nost states have dedicated highway funds, but
she's aware of two other states that have suspended the tax.
Wiile she has no supporting data, she said she assunes they
woul d have had to take noney from their general fund to offset
the I oss in revenue.

SENATOR MENARD asked if the federal governnment will be rel uctant
to send noney to Alaska if it suspends the fuel tax.

MS. BALES explained that federal highway funding is in no way
based the notor fuel tax. However, every dealer that sells fuel
and typically collects the fuel tax would still be required to
report monthly to the Departnment of Revenue (DOR) the anount of
nmotor fuel that it sold. In turn, DOR reports the total to the
Federal H ghway Adm nistration.

1:23: 49 PM
SENATOR MENARD questioned how this would be perceived 1in
Congr ess.

COM SSI ONER LU KEN pointed out that the state still pays a
f eder al not or fuel t ax, which goes into the surface
transportation fund and is redistributed to all states. He
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reiterated that there is no link between the state fuel tax
that's collected and whether or not the state receives federal
funds for highways.

SENATOR MENARD asked if DOTPF is doing any public awareness to
correct this m sperception.

COWM SSI ONER LU KEN replied that's a good i dea.

M5. BALES added that everyone that buys fuel in the state pays
the 18.9 cent/gal federal fuel tax. Based on a formula, federa
hi ghways returns noney to the state to use for transportation
proj ects.

VICE CHAIR THOVAS said it'd be helpful to look at the forrmula if
it's not too conplicated.

M5. BALES explained that every state reports the nunber of
gallons of gasoline for highway use that's sold each nonth.
Federal funds are allocated based on whatever percentage of the
total the particular state collects. For exanple, if the Al aska
collects one-fiftieth of the total, the federal governnent woul d
allocate to Alaska one-fiftieth of the total highway taxes
col | ected.

SENATOR MENARD continued to express reservations about the
negati ve perception this m ght create.

1:28:58 PM

VICE CHAIR THOVAS said he and at least one in the Al aska
del egati on have that sane concern. He asked Ms. Bales to repeat
how much tax that was collected in each category.

M5. BALES restated that the 2010 nunbers included two nonths of
t he previous tax suspension and provided the foll ow ng:

e Hi ghway fuel tax collected was $23 mllion and would have

been approximately $30 million had the tax been collected
for a full 12 nonths.
e« Marine fuel tax collected was $2 mllion and would have

been approximately $2.5 mllion had the tax been collected
for a full 12 nonths.

e Jet fuel tax collected was $3 mllion and would have been
approximately $3.5 million had the tax been collected for a
full 12 nonths.

e Aviation fuel tax collected was $337, 000.
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On average she said DOR collects about $40 nmillion each year

when the tax is in full effect. Addressing the issue of
perception she said she wunderstands the <concern, but it's
inmportant to understand that the state wll continue to fund

hi ghway projects using general fund noney. It's just that it
wi Il cone from other sources.

VICE CHAIR THOVAS comented it would cone from the oil industry
since that's where 90 percent of the state's revenue cones from
Finding no further questions, he announced he would hold SB 41
in conmttee.

1:31:45 PM

There being no further business to conme before the commttee
Vice Chair Thomas adjourned the Senate Transportation Standing
Conmttee nmeeting at 1:31 p. m
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