SENATE FI NANCE COWM TTEE
March 28, 2013
9:05 a. m

9: 05: 58 AM

CALL TO ORDER

Vice-Chair Fairclough called the Senate Finance Committee
nmeeting to order at 9:05 a.m

VEMBERS PRESENT

Senat or Kevin Meyer, Co-Chair

Senat or Anna Fai rcl ough, Vice-Chair
Senator Cick Bishop

Senat or M ke Dunl eavy

Senat or Lyman Hof f man

Senat or Donny O son

VEMBERS ABSENT

Senat or Pete Kelly, Co-Chair

ALSO PRESENT

Christine Marasigan, Staff, Senator Kevin Myer; Senator
Peter M cciche, Sponsor; Idonna Peiper Nelson, CFO and
Partner, Principle Davis Constructors and Engineers Inc.;
Tim Lankin, Staff, Senator Gary Stevens; Any Lujan,
Executive Director, Al aska Association of School Business
Oficials; Bruce Johnson, Executive Director, Al aska
Council of School Adm nistrators..

PRESENT VI A TELECONFERENCE

John Macki nnon, Executive Director, Associated GCeneral
Contractors of Al aska, Anchor age; Deena Par ano,
Superintendent, WMat-Su Borough School District, ©Mat-Su;
Luke Fulp, Chief Business Oficer, WMt-Su Borough School
District, Mt-Su; Dave Jones, Assistant Superintendent,
Kenai Peni nsul a Borough School District, Kenai..

SUMVARY

SB 22 CRI MES; VICTIMS;, CH LD ABUSE AND NEGLECT



SB 57

SB 83

[ Secr
of th

#sb22

CSSB 22(FIN) was REPORTED out of commttee with a
"do pass" recomrendation and with a previously
publ i shed zero fiscal not e: FN7( DHS) , a
previously published indetermnate fiscal note:
FN5(ADM), a previously published zero fiscal
note: FN2(DPS), an indeterm nate fiscal note from
the Department of Administration, an zero fiscal
note fromthe Departnment of Law, an indeterm nate
fiscal note from the Departnent of Corrections, a
zero fiscal note from the Departnment of Public
Safety, and an indetermnate fiscal note fromthe
Al aska Court System

LI TERACY, PUPIL TRANSP, TEACHER NOTI CES

SB 57 was HEARD and HELD in commttee for further
consi derati on.

| NTEREST ON CORPORATI ON | NCOVE TAX
SB 83 was REPORTED out of Conmittee with a "do
pass"” recomrendation and with a new indeterm nate

fiscal note fromthe Departnment of Revenue.

etary Note: The audio was unrecoverable from the start
e nmeeting at 9:05:58 until the AT EASE at 9:08:51.]

SENATE BILL NO. 22

Senat

"An Act relating to the commencenment of actions for
felony sex trafficking and felony human trafficking;
relating to the crinme of sexual assault; relating to
the crime of unlawful contact; relating to forfeiture
for certain crines involving prostitution; relating to
the time in which to commence certain prosecutions;
relating to release for violation of a condition of
rel ease in connection with a crine involving donestic
vi ol ence; relating to i nterception of private
comuni cations for certain sex trafficking or human
trafficking offenses; relating to use of evidence of
sexual conduct concerning victins of certain crines;
relating to procedures for granting imunity to a
witness in a crimnal pr oceedi ng; relating to
consideration at sentencing of the effect of a crine
on the wvictim relating to the time to nake an
application for credit for tinme served in detention in
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a treatment program or while in other custody;
relating to suspending inposition of sentence for sex
trafficking; relating to consecutive sentences for
convi ctions of certain crines i nvol vi ng child
por nography or indecent materials to mnors; relating
to the referral of sexual felonies to a three-judge
panel; relating to the definition of 'sexual felony'
for sentencing and probation for conviction of certain
crinmes; relating to the definition of "sex offense"
regarding sex offender registration; relating to
protective orders for stalking and sexual assault and
for a crine involving donestic violence; relating to
the definition of ‘'victim counseling centers' for
di scl osure of certain comunications concerning sexual
assault or domestic violence;, relating to violent
crinmes conpensation; relating to certain information
in retention election of judges concerning sentencing
of persons convicted of f el oni es; relating to
rem ssion of sentences for certain sexual felony
offenders; relating to the subpoena power of the
attorney general in cases involving the use of an
Internet service account; relating to reasonable
efforts in child-in-need-of-aid cases involving sexual
abuse or sex offender registration; relating to
mandatory reporting by athletic coaches of child abuse
or neglect; naking conform ng anmendnents; anmending
Rules 16, 32.1(b)(1), and 32.2(a), Al aska Rules of
Crimnal Procedure, Rule 404(b), Al aska Rules of
Evi dence, and Rule 216, Alaska Rules of Appellate
Procedure; and providing for an effective date."

Senator Bishop MOWWED to ADOPT the proposed conmttee
substitute for SB 22, Wrk Draft 28-GS1587\P (Strabaugh,
3/ 25/ 13) as a working docunent.

Vi ce-Chair Faircl ough OBJECTED for the purpose of
di scussi on.

CHRI STI NE MARASI GAN, STAFF, SENATOR KEVI N MEYER, expl ai ned
the changes in the new conmittee substitute (CS). She
reported that on page 19, lines 4 to 5 beginning with “or,”
and ending in “duties,” and lines 22 to 31, and all of
Section 37 were deleted from the previous version. In
addition, on page 20, line 2 the words "or volunteer"” was
removed. She noted that the changes were nmade in
consultation with the Departnent of Law.
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Vi ce-Chair Fairclough WTHDREW her OBJECTION. There being
NO further OBJECTION, Wrk Draft 28-GS1587\ P was ADOPTED

Senator Bishop MOWED to REPORT CSSB 22(FIN out of
commttee wth i ndi vi dual reconmendat i ons and t he
acconpanying fiscal notes. There being NO OBJECTIQN, it was
so ordered.

CSSB 22(FIN) was REPORTED out of commttee with a "do pass”
recommendation and with a previously published zero fiscal
note FN7 (DHS), a previously published indeterm nate fiscal
note FN5 (ADM, a previously published zero fiscal note FN2
(DPS), a new indeterminate fiscal note from the Departnent
of Admnistration, a new zero fiscal note from the
Departnment of Law, a new indeterninate fiscal note fromthe
Department of Corrections, a new zero fiscal note from the
Departnent of Public Safety, and a new indeterm nate fisca
note fromthe Al aska Court System

9:08: 51 AM
AT EASE

9:12: 52 AM
RECONVENED

Vice-Chair Fairclough comented that there were sone
technical difficulties with the neeting's audio feed and
that the wearlier portion of the neeting had not been
recorded. She reported that the comrittee substitute for SB
22, Wrk Draft 28-GS1587\P had been adopted and noved from
comm ttee.

#sbh83
SENATE BI LL NO 83

"An Act relating to the corporation incone tax; and
relating to the conputation of interest wunder the
| ook-back nethod applicable to long-term contracts in
the Internal Revenue Code."

9:14: 08 AM

Senator Bishop MOWED to ADOPT the proposed conmttee
substitute for SB 83, Wrk Draft 28-LS0634\U (Bull ock,
3/27/13) as a working docunent. There being NO OBJECTI ON
it was so ordered.
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CHRI STI NE MARASI GAN, STAFF, SENATOR KEVIN MEYER, discussed
the change in the CS. She noted that on page 1, line 11 the
retroactive effective date was changed to January 1, 2013.

SENATOR PETER M CCICHE, SPONSOR, read from a prepared
statenent. He explained the legislation. He communicated
that in addition to its focus on corporate inconme tax, the
bill was about fairness and sinplicity. He detailed that
currently for state and federal corporate inconme tax
pur poses contractors undertaking large nulti-year projects
such as highways, schools, and universities were required
to estimate their total profit on a project and to pay
income tax on the portion of the project conpleted in a
given tax year. He stated that it was inpossible to predict
in the first year of the project what the actual cost or
profit would be. Upon conpletion of the project and once
the profit anmpbunt had been determ ned, the contractor filed
| ook-back taxes (an anended return). A contractor either
owed additional taxes or received a refund based on whether
the profit had been over or under estimated; interest was
owed on the additional taxes due.

Senat or M cciche relayed that although the Internal Revenue
Service (IRS) code had a specific provision for over and
under paynents of estimated taxes for the multi-year
projects, existing state laws considered the paynents
delinquent and applied an 11 percent interest rate. The
state made no distinction between its system of estimating
taxes based on a contractor's best know edge and a tax
payer who did not nmake a timely filing. He believed there
should be a distinction between a tax penalty on deli nquent
taxes and an anmended return. Conversely, the bill would tie
the interest rate to a recognized index as opposed to the
11 percent interest currently paid by the state and
contractors in the current outdated system

Senator M cciche expounded that the bill corrected the
interest issue, sinplified the process for contractors, and
adopted the IRS bulletin rates for |ook-back taxes on |ong-
term projects allowing contractors and the state to use the
sanme interest pay schedules for state taxes as the federa
system Currently the interest rate was 2 percent for under
paynents when the profit had been underestimated and over
paynments when the state owed noney in the amount of $10, 000
or less; interest was currently levied at 0.5 percent on
amounts greater than $10,000. The rate fluctuated and was
publ i shed quarterly. The CS specified the tax policy bullet
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would be in effect for the 2013 calendar tax year. He
communi cated that the bill would primarily inpact Al aska C
corporation contractors, | enders, and surety bonding
conpanies; it would ultimately allow for greater cash flow
that would be reinvested in Alaska's comunities. He
pointed to several letters of support (copy on file) from
gener al contractors, t he Associ ation of Cener al
Contractors, bankers, public accountants, surety or bonding
brokers, and other. He opined that the |egislation was
beneficial for the state, private sector businesses, and
Al askans and it was an issue of fairness.

Senator O son asked whet her there was any opposition to the
bill. Senator M cciche was not aware of anyone who opposed
t he noderni zation of the state's interest rates.

Senator O son inquired about the adm nistration's position.
Senat or M cci che responded that he could not speak for the
adm ni stration, but believed the Departnent of Revenue
(DOR) was in support of the bill.

9:19:30 AM

Vi ce- Chair Fairclough OPENED public testinony.

| DONNA PEI PER NELSON, CFO AND PARTNER, PRINCIPLE DAVIS
CONSTRUCTORS AND ENG NEERS I NC., spoke in support of SB 83.
She believed that the issue was not previously addressed
due to the conplexity of the issue. She stated that the
interest rate was assessed on a tax that was difficult for
the taxpayer to understand or was even aware of. She
explained that a large contractor was defined by the
federal government as a contractor bringing in $10 nillion
or nore per year in revenue; nost contractors fell into
that category. Wen a contractor began a fixed-fee |ob,
they did not know exactly how profitable it would be; risk
was reduced as the project progressed and nore became known
about exact costs. Typically contractors started out wth
conservative cost estimates; each year the contractor's
current estimate was applied to the amount of revenue they
had and taxes were paid on the total anount.

Ms. Nelson comunicated that the legislation would allow
contractors to pay taxes retroactively once actual costs
were known. The objective was to make everyone "whole." She
detailed that if a contractor was not conservative in the
early years of a project they would |ose the respect of
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their banker, bonding conpany, shareholders, and others
involved in the project. She furthered that because taxes
were paid and incone was reported based on estinmates, it
was crucial that estimtes were conservative and that a
gain was shown by the project's end. She stated that a good
contractor would always have | ook-back taxes and an ethica
contractor always paid taxes owed on tinme. She stressed
that Davis Constructors was never delinquent in its tax
paynents. She opined that the high interest rate intended
to deter conpanies from nmaking |ate tax paynents was fairly
i nsul ting.

Ms. Nelson continued to discuss the conmpany's work and its
contribution to the state. She conveyed that any additional
profits that would result from decreased interest on | ook-
back taxes would flow back into the business. She discussed
that federal rates charged on | ook-back taxes were designed
to recognize that the factor was out of the contractors'
control. Under the circunstance, the federal governnent
al l oned businesses to pay the sane interest rate that it
paid a tax payer who had overpaid taxes. She relayed that
an unethical contractor could technically make interest
nmoney from the federal and state governnents by
overestimating its ultimate profits.

9:28:11 AM

JOHN  MACKI NNON, EXECUTI VE DI RECTOR, ASSCCI ATED GENERAL
CONTRACTORS OF ALASKA, ANCHORAGE (via teleconference),
spoke in support of SB 83. He enphasized that the bill
would bring the interest rate on the taxes due in-line with
current rates and would fluctuate with the federal rate,
whi ch could change quarterly. The bill would separate the
| ook-back provision and interest on the taxes from other
sections of the code that were considered delinquent taxes.
He stressed that the taxes due were a result of an anended
return and were not delinquent. He believed the bill hel ped
| evel the playing field for C corporations and other types
of corporations.

Vi ce-Chair Fairclough CLOSED public testinony.

Vice-Chair Fairclough addressed the indetermnate zero
fiscal note from DOR. She pointed to the analysis on page 2
of the fiscal note, which point out, which indicated that
approximately 50 percent of the <corporations in Al aska
woul d qualify. Changes in revenues were indeterm nate.
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Co-Chair Meyer supported the Ilegislation. He MOWED to
REPORT CSSB 83(FIN) out of conmttee wth individual
recommendations and the acconpanying fiscal note. There
bei ng NO OBJECTIQN, it was so ordered.

CSSB 83(FIN) was REPORTED out of conmittee with a "do pass”
recommendation and with a new indetermnate fiscal note
fromthe Departnent of Revenue.

9:31: 57 AM
AT EASE

9:36:17 AM
RECONVENED

#sb57
SENATE BILL NO. 57

"An Act relating to parental involvenent in education;
adjusting pupil transportation funding; amending the
time required for enployers to give tenured teachers
notification of their nonretention; and providing for
an effective date."

TIM LAWKIN, STAFF, SENATOR GARY STEVENS, spoke to the

legislation. He related that the bill acconplished three
objectives. The first objective contained in Section 1 of
the legislation encouraged increased parental involvenent

in developing children's reading skills. Under the state's
direction, the school districts would publish information
regarding the inportance of parental i nvol venent in
devel oping reading skills in kindergarten through third
grade. The second section and objective of the bill
involved pupil transportation. The |legislation realigned
the funding for pupil transportation by annually matching
the Consuner Price Index (CPlI) for Anchorage. He expl ai ned
that the school districts contracted with transportation
providers. The contracts contained a 3 percent adjustnent
for inflation according to the Anchorage CPI. Currently,
the state provided a 1.5 percent annual adjustnent for
pupil transportation funding for the next two years. Mbst
districts were forced to subsidize pupil transportation
costs at the expense of education prograns. He indicated
that the third objective found in Section 3 was referred to
as the "pink slip"” section. He pointed out t hat
historically March 16 was established as an arbitrary date
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to provide notification of layoff or retention. Section 3
noved the notification date forward to May 15th when school
districts funding |levels were known. He added that Section
4  of the legislation repealed the —current pupi
transportation funding provisions. Lastly, Section 5
allowed existing contracts with teachers and faculty to
expire before the legislation took effect.

Senator Hoffrman inquired why the bill used Anchorage as the
CPlI base and wondered whether there were other indexes for
hi gher costs areas. M. Lankin related that other indexes
existed but that using the Anchorage CPI was a "policy
call."” Senator Hoffman thought that it would be fair to
consider a higher index for Fairbanks and other high index
areas of the state.

Senator Bishop inquired about the difference in the CPI
bet ween Fairbanks and Anchorage. M. Lankin offered to
provi de the information.

Co-Chair Meyer cited Section 3 and inquired whether the
provision only applied to tenured teachers. M. Lankin
confirmed that Section 3 only applied to tenured teachers.
He added that subsection (b) of the statute referred to
non-tenured teachers which required notification by the end
of the school year.

Co-Chair Meyer wondered why the bill was structured with
two separate notification dates. M. Lankin replied that
notification was a policy decision which was established
many years ago.

Vi ce-Chair Fairclough speculated that due to the nature of
tenure, a tenured position deserved as nuch |ayoff
notification as possible.

Senator O son remarked that the March 15th date offered as
much notification as possible, which was nore helpful to a
person facing a layoff. Vice-Chair Fairclough ascertained
that the pink slips were issued before the budget cycle for
the state was conpleted and the school districts funding
| evel s were known.

M. Lankin concurred. He added that unnecessarily issuing
pink slips caused teacher stress that could affect the
cl assroom He voiced that it was a matter of fairness and
t ransparency.
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Senator Dunl eavy commented that things were done backward
fromthe school districts' point of view He noted that the
districts were legally conpelled to enter into contracts
before budgets were known. He believed the change placed
the notifications in line with the budget process.

9:44: 50 AM

Co-Chair Meyer relayed that he had heard coments on
Section 2 of the bill on both sides of the issue. |ndexing
was not a typical budget practice and mght set an
unwel cone precedent. The alternative of dealing with pupil
transportation increases each year was also not ideal. He
preferred supporting the |egislation.

M. Lankin communicated that the issue was a policy
guestion. He pointed out that the cost was real. He
deferred to school district financial officers for further
di scussi on.

Senator Hoffrman believed that in this particular case, the
addi ti onal expenses would "dimnish" classroom funding and
was the core of the argunent.

Vi ce- Chair Faircl ough OPENED public testinony.

AMY LUJAN, EXECUTI VE DI RECTOR, ALASKA ASSCCI ATI ON OF SCHOOL
BUSI NESS OFFI Cl ALS, spoke in favor of SB 57. She offered
that the Anchorage CPI was the standard for contracts,
recommended by the Departnent of Education and Early
Devel opnent (DEED) statewi de. Contracts in Fairbanks and
even None use the Anchorage CPI. The costs were real and
i ncreasing. Authorizing the Anchorage CPlI budget increase
keeps pace with the actual cost. She discussed Section 3
and agreed with the coments of Senator Dunleavy. She
nmenti oned the unnecessary stress caused by issuance of the
premature notification and keeping the pink slips in line
with the state and nuni ci pal budget processes.

Senator A son inquired whether it would be fairer to use a
higher CPI. M. Lujan remnded the commttee that the
contracts were based on the Anchorage CPI and was the
st andar d.

Senator O son suggested noving the notification date up to
May 1, which corresponds to the boroughs budgets. M. Lujan
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observed that the dates vary according to the borough and
opi ned that May 15 m ght be a safer date.

DEENA  PARAMO, SUPERI NTENDENT, MAT-SU BOROUGH  SCHOOL
DI STRICT, MAT-SU (via teleconference), spoke in support of
SB 57. She referenced increased parental involvenent and
related that tools and resources nmade available to parents
enriched education. She restated that all school district's
contracts were based on the Anchorage CPI. She shared that
when school districts budgets were developed "global big
pi cture thinking" was balanced wth financial realities.
She believed that the current factor of 1.5 percent was not
sufficient to fully support pupil transportation costs. She
based that assessnent on the Anchorage CPl's 2.6 percent
five-year aver age. The f undi ng shortfall reduced
instruction funding. She stated that the Matanuska-Susitna
borough school district was preparing to subsidize
transportation funding wth its general fund at $1.5
mllion in FY 2014 with inpacts to classroom instruction
funding. The anmount was the equivalent to 15 teacher
positions. The bill reduced the shortfall by approximtely
$500 t housand.

M. Paramb turned to non-retention notification. She
related that wunder the year to year funding structure
enacted (HB 273) by the state in 2008, funding |levels were
not known before statutorily mandated tinelines required
contract renewal and non-retention notification. She
relayed the WMatanuska-Susitna Borough School District's
support of the notification date change and furthered that
the contract dates should be changed as well. The
Mat anuska- Susi t na Borough School District thought that the
timeline was a "prudent and responsible fiscal policy." She
thanked the commttee and wurged for support of the
| egi sl ati on.

9: 56: 08 AM
Senator Hoffman inquired how Mat-Su derived the $1.5
mllion figure which contrasted with the DEED fiscal note
FN2 (EED).

LUKE FULP, CHH EF BUSINESS OFFI CER, MAT-SU BOROUGH SCHOOL
DI STRICT, MAT-SU (via teleconference), replied that he was
not certain how the fiscal note was developed. He stated
that the borough devel oped the budget using the CPlI five-
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year average of 2.6 percent in relation to the 1.5 percent
increase instituted in SB 182 |ast year.

DAVE JONES, ASSI STANT  SUPERI NTENDENT, Kenai Peni nsul a
BOROUGH SCHOOL DI STRICT, KENAI (via teleconference),
testified in support of SB 57. He concurred with all of the
previ ous testinony. He added that DEED s standardization of
school district contracts to the Anchorage CPI was an
attenpt to rein in costs and attract nore contractors. The
increase to the Anchorage CPI in SB 57 helped stabilize
transportation funding; not at the expense of education
funding. He discussed the notification issue. He related
that the current system |left teachers to wonder whether
they had a job and the district in the situation that they
will find another job and not be available if their jobs
wer e retal ned.

Senat or Dunleavy conmented that the My 15th date was
mnimal in light of the possibility that the legislature
could end in special session on any given year.

BRUCE JOHNSON, EXECUTI VE DI RECTOR, ALASKA COUNCI L OF SCHOOL
ADM NI STRATORS, supported the legislation. He shared that
school districts took 1lying off teachers and schoo

district enployees seriously. He agreed with M. Jones and
did not want to |ose teachers who sought and gai ned other
enpl oynment due to premature notification. Rural districts
commonly issued contracts to staff in February, especially
in schools wth high turnover in order to develop
recruitnment strategies for the next year. Mst of the
teachers were issued contracts well before the My 15th
deadline. He appreciated the flexibility of the |ater date
and believed it was nore advantageous to have a stable
enpl oynent force.

Vi ce- Chair Faircl ough CLOSED public testinony.

SB 57 was HEARD and HELD in conmmittee for further
consi derati on.

10: 05: 35 AM
#
ADJ OURNIVENT

The neeting was adjourned at 10:05 a. m
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