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ACTI ON NARRATI VE
1: 08: 08 PM

CHAIR PEGGY WLSON called the House Transportation Standing
Commttee neeting to order at 1:08 p.m Representatives Gattis,
Fei ge, |saacson, Lynn, and P. WIson were present at the call to
order. Representative Kreiss-Tonkins arrived as the neeting was
i n progress.
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HB 314- PASSENGER VEH CLE RENTAL TAX

1: 08: 46 PM

CHAIR P. WLSON announced that the only order of business would
be HOUSE BILL NO 314, "An Act relating to the application of
t he passenger vehicle rental tax; and providing for an effective
date."

1: 09: 05 PM

JANE PI ERSON, Staff, Representative Steve Thonpson, Al aska State
Legislature, stated that in 2003 the |egislature passed original
a rental vehicle tax intended to raise revenue fromtourists who
used and inpacted the state’'s road system For the first nine
years of the rental vehicle tax, the Departnment of Revenue (DOR)
did not apply the tax to Al askan conpani es engaged in the |ong-
term | easing of heavy vehicles to other Al askan businesses. I n
2013; however, the DOR began to attenpt to collect the rental
vehicle tax from Al askan busi nesses, who rent vehicles through
long-term |eases wth other Al askan businesses, nostly of
heavi er vehicles, but not to tourists. Moreover, instead of
announci ng the department's new position and applying the policy
prospectively, DOR has sought to apply the rental vehicle tax
retroactively to 2004. She asserted that it is unreasonable to
require businesses to pay a 10 percent rental vehicle tax on all
their leases for the past nine years given that fees were not
collected from clients. This may bankrupt some snall Al aska
busi nesses, she sai d.

M5. PIERSON stated that the original bill, House Bill 271,
passed in the 23rd |egislature. At the tinme, the sponsor
statenent indicated that the passenger vehicle rental tax was
aimed at passenger or recreational vehicles rented by tourists
due to the extra wear and tear that rental vehicles put on state
r oads. Additionally, the tax would help to fund tourism The
sponsor statenent concluded that the new passenger vehicle tax
would bring in noney to assist with funding road maintenance
ensuring that those who benefit from state services would
contribute to support those services. Unfortunately the passage
of House Bill 271 had sonme unexpected consequences and this
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section of |law was anmended several tines to further define its

i ntent. For exanple, in 2004 a bill was passed to exclude taxi
cabs from the aforenentioned tax; and in 2006, the statutes were
amended to exenpt rental trucks. At that tinme the bill sponsor

stated that the tax applies nore specifically to the intended
target of visitors renting passenger vehicles and recreationa
vehi cl es.

1:11: 39 PM

M5. PIERSON offered her belief this tax does not apply to the
uni ntended target of Al aska businesses and citizens who rely on
truck rentals for the continued flow of conmerce and novenent of
househol d goods. This sane statement can be applied to HB 314
with the long-term | easing of vehicles to businesses. In 2013
the legislature again amended the passenger vehicle rental tax
to exclude notorcycles.

M5. PIERSON stated that once again, with HB 314, the intent of
t he passenger vehicle rental tax is back before the |egislature.
Specifically, HB 314 wll acconplish four things. First, it
woul d reduce the |ease term exenption from 90 days to 30 days.
Second, it would reduce from 8,500 to 6,500 gross vehicle weight
so that Al aska businesses engaged in commercial rentals are not
being taxed, noting these vehicles are typically the half-ton

and three-quarter ton trucks. Third, this bill would clarify
that this exenption applies to the transport of any goods,
whet her for comrercial or private uses. Lastly, HB 314 would

make these changes retroactive to 2004 to reflect the origina

intent of the legislature that the vehicle rental tax is limted
to short-term vehicle rentals to tourists and not to Al aska
busi nesses renting to other Al aska businesses. This bill is
needed since the Departnment of Revenue (DOR) is attenpting to
collect nine years of back taxes, interest, and penalties from
many Al askan conpani es who were never intended to be assessed in
the first place; however, due to DOR s application, these
busi nesses are now required to pay this tax. She asked for
menbers' support for HB 314.

1: 13: 46 PM

HOUSE TRA COW TTEE -4- February 25, 2014



REPRESENTATI VE GATTI S acknow edged how onerous it nust be to go
back to 2004 to collect the tax. First, she said she was
horrified that the state would do so. Secondly, she wondered if
anything else pertaining to the passenger vehicle tax is
out st andi ng.

M5. PI ERSON said the sponsor shares her concern about collecting
taxes back to 2004. She offered her belief this change wll
take the passenger vehicle rental tax back to relate only to
rental cars.

1:15: 07 PM

REPRESENTATI VE GATTI S asked whether the bill sponsor is aware of
anything else at this tine.

MR Pl ERSON answer ed no.
1: 15: 41 PM

CHAIR P. WLSON asked for an explanation of the situation on the
vehicle rental taxes.

JOHANNA BALES, Deputy Director, Tax Division, Anchorage Ofice,
Department of Revenue (DOR), respectfully disagreed wth the
bill sponsor that this is a new interpretation by the DOR
Since the inception of the vehicle rental tax the DOR has
conducted conpliance activities each year since 2004. Thi s
consists of | ooking for conpanies not conplying; for exanple, by
exam ning business license records and telephone directories.
Additionally, the DOR responds to conplaints from other
busi nesses that are paying a specific tax, but believe that
their conpetitors are not paying the tax. She reviewed the
| egislative history, noting that at the tinme the initial bil

passed the |egislature acknow edged that about 20 percent of
Al askans woul d pay the tax. She reiterated this is not a new
position by the departnment and any actions taken have been
conpliance actions. Even though some conpanies' activities were
not discovered earlier does not nean the departnent has changed
its policies. For instance, with other tax programs in 2006-
2007, the departnent discovered a significant nunber of mners
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were not paying their mning |icense tax and the departnment did
a large conpliance project to bring them into conpliance. She
indicated that the DOR will work wth conpanies and generally
don't go back a full ten years, but attenpt to collect the |ast
five years of revenue.

1:18: 28 PM

CHAIR P. WLSON asked for clarification on the process taken by
the departnment once it discovered the out of conpliance
busi nesses. She further asked whether the departnent had sent
letters or a bill to businesses.

M5. BALES answered that the departnent identifies conpanies may
be conducting taxable activity. For exanple, the DOR sends
letters to |et businesses know that basically they are "on our
radar” and the DOR wants to open dialogue to discuss whether the

business is subject to the tax. Once the DOR determ nes the
busi ness should be responsible to pay the tax, the departnent
will work with the conpany to obtain the reports and collect
back taxes. Additionally, the DOR will often waive penalties,
as per an agreenment with the attorney general's office since the
main goal is to gain conpliance. The DOR does not send out
bills imrediately and the departnent typically wll try to

contact the parties three tinmes before other avenues are
pursued, she said.

1:19: 57 PM

CHAIR P. WLSON asked for further clarification on the specific
actions taken on this the back taxes. She asked why the DOR is
attenpting to collect nine years instead of five years of back

passenger vehicle rental taxes.

M5. BALES suggested that the committee mght be wandering into

confidential taxpayer information. She indicated that she is
trying to provide an overview Certainly, sone taxpayers
conpletely ignore the DOR, however, when conplaints continue to
be filed the departnent wll consider other neans to bring

t axpayers into conpliance.
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1:21: 05 PM

REPRESENTATI VE GATTIS assuned that the DOR has access to the
business license and the departnent |ikely has a pretty good
idea of who is renting rental cars. She specifically asked
whether the DOR did send notifications to rental car agencies
aski ng them specific questions requesting docunentation.

M5. BALES answered yes; the departnent sent notices to every
busi ness that indicated vehicle rentals; however, sone do not
list vehicle rentals on their business license so unless the
departnment receives a conplaint, the DOR would not know of the
activity. She reiterated that the departnent did send letters
and forns to the businesses. |In further response to a question

she agreed that the DOR sent letters and forms since 2004 as new
busi nesses appear in the business |icensing data.

1: 22: 54 PM

CHAIR P. WLSON asked whether the conpanies receive letters
every year. More specifically, she asked for the timng of how
the DOR sends its three notifications.

MS. BALES responded that the DOR sends out a letter to a new
business; that the DOR checks the business |icense database
annually and send letters stating their responsibilities under
t he | aw

CHAIR P. WLSON asked for further clarification. She understood
new busi nesses are sent letters of inquiry and they will respond
yes or no; if no, she asked whether the DOR will follow up with
additional inquiry.

M5. BALES answered yes; that is correct. |In sonme instances the
busi nesses wi Il not respond. Sonetinmes, the information does
not seem entirely correct, particularly if the departnent has
recei ved conplaints. Thus, the DOR may ask for additional

information to nmake a determ nation on whether the party should
col l ect the tax.

1: 24: 34 PM
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REPRESENTATI VE | SAACSON recalled nunici pal collections he

previously was involved in at the Cty of North Pole. He
understood that the departnent tries to give businesses the
benefit of the doubt. He asked whether the departnent's
authority was specific enough so that all conpanies pay the
t axes. He further asked how the department avoids having to
enforce | apses by taxpayers and having multi-year gaps | eading
to large penalties. He wondered whether the Departnent of Law

is used to enforce delinquent taxpayers.

M5. BALES responded that if potential taxpayers ignore or
provi de skeptical information, the DOR has internal crimnal
investigators that conduct investigations. Secondly, the DOR
proactively sent letters in 2003 since the effective date of the
vehicle rental tax went into effect January 1, 2004 to all known
vehicle rental conpanies and the DOR s procedure is to attenpt
to update the process each year. Sonetinmes the departnent
cannot do so since it may be involved in other activities but
must follow through on every conplaint. She said she has two
jobs as tax admnistrator. First, she nust protect state
revenues. Second, her job is also to ensure that the tax
prograns are fairly admnistered by the departnment so al
taxpayers are treated fairly by the departnent.

1: 28: 31 PM

REPRESENTATI VE | SAACSON asked how conpanies report, whether it
is handwitten or electronically and how often the activity
occurs.

M5. BALES answered that the departnent has a form businesses are
required to conplete and submt quarterly. At the end of the
first quarter, which runs January 1 to March 31, the business is
required to file a return and remt the tax collected from the
consuner by April 30 [for the first quarter.] She stated that
the DOR has forns and instructions on the departnment's website.
Additionally, taxpayers can also file the vehicle rental tax
el ectronically. In fact, all taxpayers can file on-line, she
sai d.
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1:29: 41 PM

REPRESENTATI VE | SAACSON asked for the percentage of the renta
conpanies that are not conpliant and how nuch has not been
collected. He clarified that the bill would essentially provide
a clean | edger and prior taxes would be forgiven.

M5. BALES answered that this bill would forgive the tax for
anyone would did not remt the tax since the tax would not exi st
for specific types of rentals. It would require the departnent

to refund taxes to the ultinmate taxpayer for taxes collected
during the prior ten years, which would be a hefty undertaking.
Unl i ke other taxes, such as an inconme tax which is levied on the
corporation, this tax is on the end consuner, simlar to a sales
tax, so the department would need to refund to every individua
who rented a car during that tinmefrane if the rentals are exenpt
under the bill.

1: 31: 43 PM

CHAIR P. WLSON asked to have the specific tax form faxed or e-
mai | ed.

M5. BALES offered to e-nmnil the form since it is a faster
pr ocess.

1:32: 51 PM

REPRESENTATI VE GATTI S acknow edged that sonme taxpayers did not
pay and her question on how onerous it mght be to return the
funds was just answered.

1: 33: 14 PM

REPRESENTATI VE FEIGE said a record exists that identifies who

paid the passenger vehicle rental tax. He asked whether the
department had any way to tell if the tax was initially
collected for the nine years. He referred to the sponsor

statenent which seened to indicate little effort was made early
on to collect the tax. He wondered whether businesses did not
realize the tax applied to them and subsequently did not coll ect
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the tax or if the parties in question collected the tax fromthe
vehicle rentals but did not remt the tax and kept the funds.

M5. BALES answered that during the investigations the departnent
has found both instances occurred. Sonme rental car conpanies
have collected the tax and sinply not remtted the tax. Some
conpanies did not collect the funds; however, the statutes
indicate they are required to collect the tax. O her conpani es
did not collect the tax; however, the statutes require the
busi nesses to collect the tax. The mgjority of the conpanies
were ones that received letters and consequently were aware of
their responsibility but sinply did not do so. Some conpani es
hol d business licenses that were not specific enough to identify
them as car rental businesses. She wunderstood the effect of
collecting the tax is difficult for the conpanies although the
department nust be fair across the board in its efforts to
col |l ect the taxes.

1: 35: 46 PM

JON COCK, Chief Financial Oficer, Airport Equipnent Rentals,
Inc. (AER) stated AER is a local business that enploys
approximately 125 people with locations in Deadhorse, Fairbanks,
Delta Junction, Anchorage, and Kenai. The conpany is the John
Deere construction equipnment dealer for Alaska and is the
| argest equi pment rental conpany in Alaska that offers a variety
of manufacturers in addition to John Deere. Primarily, as part
of its ~custonmer service, the conpany offers pickup truck
rentals, to producers and Al aska contractors operating on the
North Slope with nbst rentals ranging from several nonths to
years in duration. Again, the AER s primary |line of business is
equi prent rental and out of 5,000 rentals, approximtely 150 are
for trucks. He was aware of the history since the AER owned the
nat i onal Alanb car rent al concession at the Fairbanks
International Airport through My 2013. Addi tionally, he
previously worked at a car dealership that also had car renta
oper at i ons. He characterized hinself as a "reforned car dealer
which is how many of you know nme."™ He said he has history with
this tax dating back to 2003. He recalled the sponsor's
statenment highlighted that the original intent of the tax was to
tax short-term rentals to tourists with a nunber of exenptions
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granted to relieve unintended consequences of the initial |aw
He referred to recent retroactive reinterpretation of the taxes,
with respect to the long-term rentals of pickup trucks between
Al askan businesses, primarily on the North Slope, which is
contrary to the legislative intent. H s conmpany continues to
pay the rental tax, but was nade aware of the recent
devel opnents from AER s conpetitors. He enphasi zed that he has
the utnost respect for Ms. Bales and the DOR s enpl oyees, who
are trying to do their jobs and protect the state's interest.
However, he expressed concern with sonme interpretations. | f
this bill does not pass it will adversely affect several Al askan
conpani es, who may have to declare bankruptcy. The truck rental
business is a low margin truck business, and for nothing else
for selfish reasons, AER doesn't want to see its conpetitors put
out of business since AER m ght have to buy nore pickup trucks.

1: 39: 27 PM

MR. COX said that one of the reasons for the delay is that the
rental vehicle is a secondary |ine of business for sone
conpani es, which are primarily construction conpanies or
equi pnent rental conpanies. He expressed concern with severa
provi si ons. Leases over 90 days are currently exenpt from the
tax and many conpanies wll extend their |eases for several
addi ti onal nmonths beyond the initial term The DOR' s
interpretation is that any extension is considered nonth-to-
month taxable rentals. For exanple, a conpany may have a two-
year rental with a six nmonth contract, in which the DOR woul d
tax the additional 18 nonths. The departnment apparently is
acknowl edging that its position is contrary to the |egislative
intent since it has recently issued regulations to address this
pr obl em He related his understanding that other businesses is
that the departnent has attenpted to seek back taxes to 2004.
The statutes currently exenpt trucks with a gross vehicle weight
over 8,500 pounds used to transport personal property. This was
meant to apply to U Haul vehicles; however, personal property is
not defined for purposes of this section. The conpany pays
personal property taxes in three municipal jurisdictions. Each
jurisdiction would not only define the truck as personal
property, but any contents. Accordingly, he would assert that
trucks over 8,500 pounds are already exenpt from the tax. The
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bill would lower the GBBW from 8,500 to 6,500 pounds to ensure
that half ton, three-quarter ton and one ton trucks are
i ncl uded. Again, these trucks are rented from one Al askan
business to the next. Specifically with respect to North Slope
rentals, AS 43.52.099 (2) defines a passenger vehicle as a notor
vehicle that is driven on a highway or a public right-of-way.
Many | egislators nmay be aware, that once on the haul road the
North Slope road system is a private road nmintained by the
producers. In fact, producers sonetinmes ask AER to "chip in
equi pnent and fuel to help maintain the road system Agai n, he
asserted that any rentals on the North Slope should be exenpt
from this tax. This bill would clarify the original intent of
the legislature, which is clearly not to tax Al aska businesses
renting to other businesses so retroactive application 1is
appropriate. He asked nenbers to support HB 314.

1:42: 33 PM

REPRESENTATI VE | SAACSON asked about retroactivity. The fiscal
note says the unintended consequence would result in $793, 000
for several years in a row However, if the bill didn't pass
sonme businesses will need to file bankruptcy. He asked whet her
it would be fair that these businesses did not pay the tax while
ot her business had been subjected to collecting the tax. He
indicated creating a level playing field wuld nean the state
woul d need to cover $1.5 mllion.

MR. COCOK answered his conpany has likely paid nore. He pointed
out that to the extent the DOR intends to retroactively collect
the tax; that the businesses can no |onger collect the tax from
the rental custoners so these businesses would need to pay from
their cash flow He understood the departnent does not have a
record of the specific individual who paid the tax. The renta

car conpani es and equi pnent | easing conpani es have know edge of
t he i ndividual s. He did not find any incentive for his conpany
to determine who to refund the tax dating back for ten years,

especially since the conpany's retention policy is limted to
six years. Unl ess the individual consuners apply for the
refund, from a practical standpoint, it seens like the fisca

note m ght be high. He reiterated that his conpany would have
zero financial interest in enbarking on such an effort.
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1: 45: 32 PM

CHAIR P. WLSON remarked it was the first tinme she has heard a
conpany that wanted to have conpetitors.

REPRESENTATI VE GATTI S thought about refunds and the businesses
that nade an effort to collect the vehicle rental taxes and keep
i nf or med. She wondered whether it was possible to reward the
busi nesses that did remt the taxes.

1: 46: 42 PM

CHAIR P. WLSON asked whether M. Cook received any letters from
t he DOR

MR COOX said that he paid the tax and continued to pay the tax
since his conpany had the Alanb concession. Wil e he had not
been contacted by DOR, he was privy to several letters sent in
Novenber 2013, and the earliest he was aware of any equipnent
conpany being contacted was in 2010, which is based on the

letters he has personally seen. In response to Representative
Gattis in terms of rewarding businesses, he rem nded nenbers
that the consunmer was the end user. He offered his belief that

the only tinme a business could profit would be if the business
collected the tax fromthe consuner, but did not remt it to the
depart nment.

1:48: 14 PM
CHAIR P. WLSON if paid tax and rented the vehicle to the next
conpany, whether that would nmean paying the vehicle rental tax

tw ce.

MR. COOK di sagr eed. He explained he would collect the tax and
remt to departnent.

1:48: 46 PM

TOM PELLEGROM Area Manager, Peak Qlfield Service Conpany,
stated Peak G lfield Service Conmpany currently enploys close to
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500 people on the Kenai Peninsul a. He received an e-mail from

his conpetitors. He offered his belief that this is an
opportunity to clean up sone old legislation that wll help the
i ndustry. He appreciated the commttee taking tinme to review
t his.

CHAIR P. WLSON asked whether his conpany has collected and paid
the vehicle rental taxes.

MR, COOK explained that the conpany received a notice about a
year ago. H s conpany rents itens from cranes to |awn nowers.
He rents a small incidental fleet of pickup trucks that fall
under this classification. He said it would be tough to go back
nine years and unravel an F-150 pickup that mght have been
rented in 2005 to soneone. He thinks the bill is doing the
right thing and it will be good for the industry and he hates to
see people "go under" over sone pickup trucks.

1: 50: 34 PM

RANDY JOHNSON, Omer, Tyler Rental stated he is a 33-year
resident of Ketchikan and his conmpany has been in business for
over 25 years and operates from five locations in Southeast
Al aska. He currently enploys 58 Al askans. Tyler Rental's core
business is focused on tool and equipnent to construction,
tinmber, and mning industries. Al though the majority of the
busi ness consists of construction equipnent Tyler Rental rents
half ton and larger pickups to support contractors needs
t hroughout Sout heast Al aska. A percentage of their rentals are
for renote m ning operations such as Kensington Mne, not on the
state highway system Tyler Rental recently becane aware of the
vehicle rental tax from another Al aska based equipnent rental
company. From ny know edge Tyler Rental has never received
notice of the tax since its inception in 2004. The conpany has
not collected the vehicle rental taxes fromits custoners.

MR. JOHNSON said that now that his conpany is aware of the tax
he is in the process of submtting records for calendar year
2013 to the DOR along with the estimated paynent for FY 2013 in
a good faith effort to conply with the regulations. He said
that he will pay the tax under protest on the basis that his
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conpany was never informed of the tax requirenent. He said this
| ack of notice substantiates his support for the retroactivity
clause in the bill. Most if not all rental car conpanies did
receive notice and he surmsed that is accurate. However,
assuned that the reason Tyler Rental never received notification
is that the state did not initially intend to apply the tax to
the circunstances or the state did not understand the equi pnent
rental activity handled by his conpany. He could see where the
oversight nmay have occurred. He investigated the |legislative
history and intent and believes the legislature did not intend
to apply this tax to his type of rental activity. Additionally,
the majority of Tyler Rental's business is to provide equi pnent
and pickup rentals to other Alaska businesses and i ndividuals.
He understood the primary intent behind the tax was to recoup
visitor dollars for the use of state roads. He thanked nenbers
for the opportunity to testify and go on record to support
enactnment of HB 314 in its current form

1:54: 21 PM

REPRESENTATI VE FEI GE asked how he kept track of where the
vehi cl es were oper at ed.

MR. JOHNSON answered that he wouldn't always know. He expl ai ned
that if his conmpany rented to a contractor working at Kensington
or Geens Creek mne that the vehicles would be delivered to the
barge for transport to the mne. Typically, those are long-term
rentals ranging from a few nonths to up to a year or |onger.
The vehicles wuld then be returned to Tyler Rent al .
Additionally, the conpany rents to contractors. For exanpl e,
Tyler Rental rents inspector pickups to the general contractor
who provides the vehicles to a state inspector for application
on a public highway; however, any charges would be passed
through to the state by the contractor and it would add to cost
of construction. He viewed the type of vehicle rental Tyler
Rental is involved in is nore geared toward construction rel ated
and heavi er industry use.

1: 56: 52 PM
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REPRESENTATI VE LYNN stated that he and Chair P. WIlson served in
the legislature in 2004. He offered his belief the purpose of
the tax was to capture tourist dollars.

CHAIR P. WLSON agr eed.

REPRESENTATI VE | SAACSON said his question was previously
answer ed.

1: 57: 29 PM

SAM BRI CE, President, Brice, Inc., stated that Brice Inc. is a
50-year-old Al aska conpany that has been owned by the Calista
Cor poration since 2010. One conpany is Brice Conpanies, which
primarily rents heavy equipnment along with sone pickups on the

North Sl ope. If not being rented to producers and service
conpani es, the conpany uses the pickups on projects in rural
Al aska. He stated that Brice Inc. is a 100 percent Al aska
busi ness. The conmpany was not aware of the tax or the
applicability of the tax until he received a letter in Novenber
2013. He said his conmpany has rented equipnent and vehicles
since 2010 and are in the process of searching records to remt
the vehicle rental taxes. He agreed with the previous conments

by M. Cook and M. Johnson, which applies to his conpany as
wel | .

1:59: 13 PM

CHAIR P. WLSON asked for the nunmber of enployees enployed by
hi s conmpany

MR. BRI CE answered he has a baseline of 60 enployees and during
t he season is upwards of 200 enpl oyees.

CHAIR P. WLSON asked whet her he charged the tax.
MR. BRI CE answered no; that he was not aware of the tax so this
would be retroactive paynent since he has not collected the

vehicle rental tax.

1:59: 57 PM
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CHAIR P. W LSON asked whet her he had any idea of the anpunt due.

MR. BRICE answered that it would be about $31,000 going back to
2010.

2:00: 45 PM

RYAN PETERKIN, Co-Owner, Mg Tec Al aska, said he is a fourth

generation Al askan and his conpany was founded in 2008. Hi s
great-grandfather worked on the Alaska railroad in 1916. He
| ater operated a dairy, but sold his dairy to Mtanuska Maid.
He hoped the famly business wll continue. He currently

operates an equi pment rental business and renting pickups trucks
is a byproduct of the business, simlar to other equipnent
operators that testified today. He enploys over 75 enployees
with an average annual salary of $77,000 per year and over $6

mllion of labor inconme in the Alaska econony. Hi s busi ness
operates in two |ocations: one |located in Deadhorse, and the
other in Kenai. About 90 percent of his incone is derived from

oil and gas producers and 10 percent from construction. He said
that he does not rent to the general public or to anyone w thout
a commercial insurance policy. He offered his support for HB
314. He first |earned about the bill on Novenber 6, 2013. An
armed enforcement officer and investigator visit his Deadhorse
facility. He did not receive a letter prior to Novenber 6th.
The investigator was checking to see if the conmpany was charging
rental taxes on rentals less than 90 days. He left explicit
instructions to contact an auditor in Anchorage. He
subsequently set up a conference call with his chief financial
officer to figure out what the tax was about and how it could be
i npl enent ed. They found the DOR s website to be confusing and
difficult to figure out how to inplenent legitimte tracking.
Again, nost of the conpanies that rent vehicles are mjor oil
conpani es and although the rentals are not l|ong-term rentals,
they are multi-year contracts. The producers bring trucks in
and out as needed. The conpany builds in naintained and non-
mai ntained rates so the actual rental is difficult to determ ne.
Al though it is inpossible to track with a hundred percent
accuracy, he is in the process of attenpting to do so. He has
been working with the DOR He faces resistance from custoners
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who have never heard of this tax. He has master service
agreenents with his custonmers in Kenai and the North Slope.
This has created conpetitive advantages for conpetitor since no
one wants to pay an additional 10 percent for vehicle rentals.
Thus he has | ost business. He discussed this with DOR and at
one point the departnment was going to send a letter to advise
sonme of the oil and gas conpanies. He reiterated that none of
his conpetitors knew about the tax. He offered his belief that
he did not receive a letter prior to Novenber 6, 2013. He said,
"W were blindsided on Novenber 6th ...."

2: 06: 19 PM

CHAIR P. WLSON asked whether he has figured out the total
anmount .

MR. PETERKIN said he was wunsure, but the arrears wll be
substantial. He has filed his first quarter return and remtted
approxi mately $8,000 for first quarter.

2: 06: 45 PM

REPRESENTATI VE GATTIS asked whether the busi ness i cense
indicates rental in the nane of the business.

MR. PETERKI N answer ed yes.
2:07:12 PM

REPRESENTATI VE GATTIS referred to the business |icense codes and
asked whether his conmpany indicates it is a rental business.

MR. PETERKI N said he was uncertain about the code.

2:07: 38 PM

REPRESENTATI VE GATTIS indicated that she fills out the business
license code and rents heavy equi pnent and airpl anes. Al t hough
her business isn't subject to the tax, she can't inmagine going

back five or six years to remt back taxes if she were asked to
do so. She would like to ask the DOR for specific docunentation
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and whether they sent his conpany a letter every year. She
said, "lI'm sorry. l"m just feeling like it could happen to ne.
|"mfeeling your pain."

2:08: 58 PM

MR. PETERKIN was certain he has never received a letter. He
also did not believe nost of his conpetitors had. He recently
received a certified letter in md-Novenber 2013. He said that
making this retroactive will be detrinmental to his business and
he would need to seek financial aid to do. He characterized
this as a hit on an uncollected tax which is assessed on the
gross rental, noting it would exceed any profit. He did not

think the tax is justifiable since it was not intended to be
assessed on Al askan busi nesses doi ng business with other Al askan
busi nesses.

2:10: 15 PM

REPRESENTATI VE | SAACSON said that either the state didn't intend
to tax this category or it didn't understand this segnent of the
busi ness. He said his business doesn't rent to the general
publi c.

MR. PETERKI N answer ed yes.

REPRESENTATI VE | SAACSON rel ated his understanding that this tax
is intended for passenger vehicle rental tax and is not intended

for comrercial . He wondered why M. Peterkin is receiving the
letter. He also said, "I feel your pain in that regard.” He
asked whet her he rents passenger vehicles intended for

conmer ci al use.

MR. PETERKIN answered that is correct. He only rents pickup
trucks to commerci al vehi cl e [ conpani es] and never to
i ndi vi dual s.

2:12: 06 PM

REPRESENTATI VE | SAACSON referred to page 2, of the instructions
for the DOR form entitled "Al aska Vehicle Rental Tax Quarterly
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Return." He read, "Passenger vehicle nmeans a notor vehicle
(self-propelled, but not by animal or human power) that is
driven or noved on a highway or other public right-of-way in the
st ate. Passenger vehicles do not include comrercial vehicles

energency or fire equipnent, ...." He said he is baffled by
this predi canent.

2:12:29 PM

REPRESENTATI VE FEI GE asked for clarification on the nature of
t he busi ness. He understood that he has nmster service
agr eenent s.

MR. PETERKI N answer ed yes.

REPRESENTATIVE FEIGE related his wunderstanding that Mg Tec
Al aska has a contract with a conpany to provide a vehicle for a
period of tinme. It doesn't have to be the sane vehicle but his
conpany is on contract to provide a pickup. Individual pickups
may conme and go as their servicing needs vary, but the contract
covers providing the vehicles, typically greater than 90 days.

MR. PETERKI N answer ed yes.

2:13: 30 PM

CHAIR P. WLSON asked for clarification fromthe DOR
2:13: 50 PM

M5. BALES asked to make a couple of clarifying points. She
explained that tax admnistration is not the nost kindly |ooked
upon professions; however, the DOR does its best to identify
those affected by any new taxes or changes. She acknow edged
that the parties who testified nost likely did not receive
letters since the departnent did not identify heavy equipnent
busi nesses as those who rent vehicles that nmeet the definition

of a passenger vehicle in the [|aw Once the DOR discovered
this, it didn't represent "a new interpretation by the
departnent.” She said she was pretty enphatic about this and

the DOR would have sent letters in 2004 to the heavy equipnent
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oper at ors. Most of those types of conpanies were discovered
t hrough conpl ai nts. In 2004, at the tinme the letters were sent
to vehicle rental conpanies the departnent also issued public
noti ces. She acknow edged that a certain anount of
responsibility is placed on potential taxpayers to be cogni zant
of things that mght affect their businesses. She referred to
the definition of a conmmercial vehicle. The statute is clear in
not or vehicle statutes that the vehicle is greater than 26, 000
pounds. She reiterated the definition of comrercial vehicle is
clear and although the testinony indicates the vehicles were
used for commercial use, the use doesn't fall wunder comerci al
vehi cl e use per statute.

2:17:28 PM

CHAIR P. WLSON understood that the departnment nust carry out
the laws the legislature enacts; however, she asked whether the

DOR is aware of anything in statute that is "kind of
ridicul ous.™ She enphasized that the |egislature doesn't want
to burden businesses. She said, "If business doesn't make any
noney there are no |obs. W all know that." Thus, the

| egi sl ature doesn't want to nmake matters worse for businesses in
this state. She asked Ms. Bales to notify the legislature if
anything in the statutes is anbiguous so people don't have to
guess if the law applies to them

2:18: 45 PM

CHRI STOPHER SLOTTEE, Attorney, Atkinson, Conway, and Gagnon,
stated that he represents A d Harbor Native Corporation who has
a 51 percent interest in Delta Leasing, which is an equipnent
| easi ng conpany. He said he did not have anything to add to the
t esti nony.

2:19: 35 PM
REPRESENTATI VE GATTI S asked whet her ad Har bor Nati ve

Corporation and Delta leasing was sent a letter from the DOR
with respect to the vehicle rental tax.
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MR. SLOTTER answered that he represents dAd Harbor Native
Corporation who owns Delta Leasing, but he doesn't represent the
| easi ng conpany.

2:20: 16 PM

CHAIR P. WLSON asked whether he has any suggestions as to
whether this bill is adequate.

MR. SLOTTER answered that the bill seens adequate. The main
issue that he saw was that the original statute in 2003 exenpts
any rentals in excess of 90 days; however the DOR adopted a
regul ation that excluded rentals in excess of 90 days but the
departnment didn't count renewals or |ease extensions to count as
part of the 90 days. He related a scenario in which a conpany
rented a vehicle on a six-nonth | ease then the |ease reverted to
a nonth-to-nonth |ease. Under the DOR regul ations, the vehicle

so after six nonths the vehicle is still taxable even if the
truck was rented for two years and never returned. He found
this to be the biggest problem Notably the DOR has a

regul ation project that revises this; however, the enforcenent
actions rely on the old regulation to assess taxes back to 2004,
even though the departnent appears to realize a problem exists
with the regul ation.

2:22: 01 PM

REPRESENTATI VE | SAACSON said he nentioned oil conpanies rented
nonth-to-nonth after the six-nonth | ease. He asked whet her
vehi cl es rented out-of-state woul d not be charged the tax.

MR. SLOTTER answer ed perhaps. He offered his belief that if the
truck was rented for a total of two years, which is greater than
90 days, that the vehicle shouldn't be taxable. He related his
understanding that oil conpanies |like nonth-to-nmonth rentals for
the flexibility.

2:23:17 PM

CHAIR P. WLSQON, after first determning no one else wished to
testify, closed public testinony on HB 314.
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2:23: 37 PM

REPRESENTATIVE FEIGE noted a nunber of 1issues were raised.

First, it would address retroactive refunds to original
custoners who paid the tax and the tax was passed through [as
required on page 3 lines 2-5]. He found the retroactivity to be
probl ematic on refunds since sone conpanies don't keep records
beyond six years. Thus, it seened that this is sonewhat
probl emati c. Second, with respect to the taxes collected or

that should have been collected, a burden of proof should be on
the DOR that the conpanies knew they needed to collect the tax.
Qovi ously, a substantial anmount of m sunderstandi ng has occurred

and it appears as though the original intent of the bill was
primarily directed at taxing tourism operations rather than
equi pnent | easi ng operations. He found that certified letter
seens to be adequate proof. He said the bill doesn't address
the nmaster services agreenents that are comon industrial
contracts. He suggested that the bill should address this or

excl ude the companies who rent in excess of 30 days.

REPRESENTATI VE FEIGE referred to page 1, line 12, " ... that is
driven or noved on a highway or other public right-of-way in the
state ...." He suggested this could nean noving the vehicle the
pl ace where the vehicle will be used, whether it is at a mne
site or other site used off the highway system He said that if
a person drove the vehicle along the highway system it would be
subject to the tax, which doesn't appear to be the intent of the
t ax. Finally, he also provided the sponsor with a conceptua
anmendnent and he hoped the sponsor could create a conmttee
substitute for the commttee to consider.

2:28: 02 PM

REPRESENTATI VE GATTIS rather than provide exenptions and to
consider how to address the tax by clearly indicating the
targeted group, which are basically the car rental conpanies
since the true intentions of the statute was to assess tourists
to help pay for road use. She found the comercial vehicle
rental conpani es as bei ng uni nt ended consequences.
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2:29: 03 PM

CHAIR P. WLSON indicated sone recreational vehicles are tourism
related and the conmttee may wi sh to consider notor hones.

M5. PIERSON answered that the state inposes a three percent
rental tax on notor hones.

2:29:57 PM

REPRESENTATI VE GATTIS recalled the departnent anticipated that
20 percent of its revenues were intended to apply to Al aska
residents; however, she thought residents could be exenpted.

CHAIR P. WLSON said she could envision everyone attenpting to
avoi d the tax.

[ HB 314 was hel d over.]
2:32:20 PM

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

Transportation Standing Commttee neeting was adjourned at 2:32
p. m
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