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POSI TI ON  STATEMENT: Testified on behalf of the sponsor
regardi ng HIR 35.

ACTI ON NARRATI VE

TAPE 02-3, SIDE A
Nunmber 0001

CHAIR JOHN COGHI LL called the House State Affairs Standing
Commttee neeting to order at 8:03 a.m Representati ves Fate,
Crawford, Hayes, and Coghill were present at the call to order
Representatives Janmes, Stevens, and WIson arrived as the
meeting was in progress.

HIR 35- REPEAL ESTATE TAX

Nunmber 0063

CHAI R COGHI LL announced that the only business would be HOUSE
JONT RESOLUTION NO. 35, Relating to urging the United States
Congress to amend the tax code to permanently repeal the death
t ax.

Number 0102

HEATH HILYARD, Staff to Representative Jeannette Janes, Al aska
State Legislature, presented HIR 35 on behalf of Representative
Janmes, sponsor. He conpared HIR 35 to HIR 34 - which was
introduced by Representative Coghill during the Twenty-First
Al aska Legislative Session - as being simlar in wording and
nearly identical in intent. He explained the main reason [the
sponsor] had chosen to revisit the issue was that in 2002,
Presi dent Bush signed into law a tax-relief Act that included a
tenporary repeal of the so-called death tax that would "sunset™
in 2010.

MR. HI LYARD forewarned the commttee that his scope of know edge
on federal tax policy was limted, but said he had received a
"crash course” while researching [HIR 35]. He stated his belief
that there is anple evidence to support the repeal of the death
tax and, therefore, to support [HIR 35].

Number 0189

MR. HI LYARD offered the foll ow ng:
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As indicated in the sponsor statenment, not only does
the death tax disproportionately tax severa
denographic groups, it also does not justify its own
exi stence froma fiscal perspective.

In the sanme study cited in the sponsor statenent,
using very sophisticated econonetric nodels, analysts
believe that had the tax been repealed in 1996, the
nation’s econony would have yielded an average of $11

billion in additional output, created an average of
[ 145,000] new jobs, and personal income would have
increased by an average of $8 billion over the
foll owing nine years. The overall increase in the
nati onal econony would have created enough additiona
revenue to conpensate for that ... which had been

generated by the tax.

MR. HI LYARD noted that he had recently received a statenent of
support for HIR 35, included in the conmttee packet, from the
Nat i onal Federation of |ndependent Business [NFIB], Al aska. He
read fromthat statenent as foll ows:

In addition to the tax itself, thousands of small
busi nesses are inpacted each year by expensive fees

paid to attorneys, accountants, and life insurers
necessary to ... prepare for an eventual death tax
[debt].

MR. H LYARD welconed questions from the House State Affairs
St andi ng Conmi ttee.

Nunber 0322

REPRESENTATI VE FATE asked M. Hilyard to define the difference
bet ween death tax and estate tax.

MR. HI LYARD responded that his understanding was that the death
tax and estate tax, although not identical, are part of the sane

tax Act under federal |aw He explained that the death tax
would tax the earnings of inheritors with respect to the total
value of the estate. Regarding the determ nation of value and

anount of tax applied, M. Hlyard noted there are "sonmewhat
conplicated nodels.™

Nunmber 0389
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CHAIR COGH LL stated his wunderstanding that the death tax
enconpasses the estate tax.

Nunber 0420

REPRESENTATI VE FATE said [he supported HIR 35]; however, he
asked if the nonmenclature was proper. He suggested that the
term "death tax" connotes that there is one tax - it's singular.
He noted that there are "several w nding roads" when considering
estate taxes, which are not sinple. He stated that he hoped
that [the resolution] does not connote that a death tax is a
sinple thing. He expressed his concern that the |anguage of the
resol ution could be m sinterpreted.

Nunmber 0493

MR. HI LYARD told Representative Fate that he believed the fornal
title of the federal Act relating to [the death tax] could be
found [on page 1, lines 4-5 of HIR 35], which reads in part:
"the federal estate and generation-skipping transfer tax".

Nunmber 0517
REPRESENTATI VE FATE renminded M. Hilyard that the federa
| egislation "would not enconpass it if it was pieceneal." He

conti nued as foll ows:

It did not address the whole broad spectrum of

i nheritance taxes. It only just chewed away at a
little bit. And there was sonme cause for sone concern
about the lack of all-enconpassing taxes, as a matter
of fact, in that. So, we cannot conpare what the
| egislation was at the federal level with what this
says.
Nunber 0556
REPRESENTATI VE JAMES agreed that estate tax is a conplicated
issue. If it should "go away," as the resolution proposes, many
ot her changes would have to be nmde, particularly in regard to
capital gains, she added. She nentioned all-enconpassing

deci sions and renoving unfair tax. She continued:

Probably, if people were to, as an exanple, inherit
sone property, the way it is currently, they inherit
the property at the fair market value at the tine of
t he death. And that's where the recipient pays no
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taxes, but the tax is paid from the estate. I f that

were to change, then ... the anobunt that you would
receive, you would have to get it at the base val ue
not the fair market value. So, at sone tine in the

future when that property was sold for nore noney,
soneone woul d be paying taxes on that capital gain.

| don't think that we have any intent to do away with
maki ng sone capital gains not taxable at all and
ot hers taxable, because that wouldn't be fair. People
understand what fairness is. So, it's assuned that
when they do this that they'll nake all the other
adjustnents that they have nmade, in order to tax this
entity, as opposed to taxing the people who are the
reci pients - that those changes will be nade.

And Representative Fate is absolutely correct. Every
single tax we have on the books, and in a particular
case, if we were to say here, repeal the incone tax,
how entangled that would be to fill out that whole
bundl e of changes over the years. And yet there's an
awful lot of other adjustnents that have to be nade to
make it fair and equitable over tine. | don't think
there's any intent to not have people pay taxes on
capi tal gains. | think the issue is: do you need to
sell it to pay the taxes when the death occurs. And
sonetimes that destroys famly businesses, and | don't
think that's fair.

Nunber 0752

REPRESENTATI VE WLSON referred to [lines 1-2] of the resolution
which read, in part, "to pernmanently repeal the death tax." She
said that appeared to be "pretty enconpassing.” She enphasized
the inportance of supporting [HIR 35], because the popul ation
that s adversely affected by [the death tax] includes
mnorities and snall businesses in Al aska. Representati ve

Wl son added that the [m sconception] is that [the resolution]
woul d solely help rich people.

Number 0827

REPRESENTATI VE CRAWCRD asked M. Hilyard at what point the
death tax "kicks in." He asked whether it is the total
valuation or the net valuation. He added, "As far as | know,

it's the assets mnus the liabilities.™"
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Nunmber 0876

MR. HI LYARD answered that regarding the point at which it "kicks
in," he understood it ranged between $10,000 and $100, 000. He
stated his suspicion that those nunbers were "accelerators" in
terms of the total tax rate. He suggested Representative Janes
woul d have nore know edge of the matter. Wth respect to tota
val uation, he said the other standard tended to be fair market
val ue. He surm sed that fair market value would be determ ned
by conbining assets and liabilities to derive the total val ue.

Number 0949

REPRESENTATI VE JAMES nentioned the accel erated val ue of property
and rising "past the estate-tax |evel." She remarked that she
had not done a generation-skipping tax return for approximtely
15 years. Because she has not done consulting recently,
Representative Janmes said she was not certain of the "level";
however, she said it was fornmerly at $600, 000. She said nmany
people were considered rich who were not actually wealthy,
because of the assets which they had accunul ated. Honest eads

and property val ues have accel erated so nmuch over the years, she
noted, that there would be considerably nore people in Al aska
now versus in the past who would be subject to generation-
ski pping tax, wthout the bequeather nmaking arrangenents prior
to their deaths to transfer their property by allowable,
nont axabl e net hods. She concl uded:

| don't know what that answer is, but regardless of
what the answer is, | believe that it grossly,
negatively affects an awful lot of famlies when
they' ve been able to accunulate valued property that
has a | ot of capital gains on it over the years.

Nunber 1071

MR. HILYARD repeated that he could not answer what the current
standards are. He said one key piece of legislation currently
before Congress is S. 275, the Estate Tax Elimnation Act of
2001. He noted that this bill proposes to repeal all federal
death taxes imediately, to exenpt approximately $3 mllion in
famly assets from capital gains taxation, and to tax
intergenerational wealth transfers above [this anmount] and cap
that at about 20 percent.

Nunber 1145
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CHAIR COGHI LL conmmented that he did not know when [Anericans]
got to the place where they thought the governnent had the first

claim on their inheritance. He enphasized his appreciation of
the resolution. Though the [House State Affairs Standing
Comm ttee] would not be settling the actual dollar amount, Chair
Coghill expressed the need for the commttee to send the

resolution to Congress to encourage its nenbers to consider how
much of people's life inheritance should be taken fromthem

Nunber 1205

REPRESENTATI VE CRAWFCORD nentioned that Congress had debated this
i ssue and had decided that "if two parents die, the first $1.2

mllionis for free." He said he was not certain to what anount
that may have been raised. He stated his opinion that an
i nheritance of nore than $1.2 mllion, whether it was stocks and
bonds or real estate, should still be considered inconeg;
therefore, it was unfair to tax those with inconmes from regul ar
enpl oynent, but not tax those who inherit nore than $1.2 mllion
[in assets]. He said, "It seens to ne like a real unfair tax

break for sonebody to get so nmuch noney at one point and not
have to pay a tax on it."

Nurmber 1334
REPRESENTATI VE JAMES responded as fol | ows:

What they're capitalizing here is the tw tines
[ $] 600, 000, which is the threshold as to when you even

have to file a generation-skipping tax ... return.
And like | said, it's been awhile since | have done
it. ... If you get $1.2 mllion worth of property, if

it's cash, that's one thing; but if it is property,
there's a basis in that property. And the only reason
it is in this estate is because they have never sold
it.

The whole issue of capital gains is a real debatable
issue as to when you're forced to sell what you have,
to be able to pay your taxes. And so, | honestly
believe that in the end result, ... they probably wll
transfer this $600,000 worth of property to the
vari ous, di fferent beneficiaries, and t he
beneficiaries will put it on their books at the basis,
not the val ue.
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That's the ... issue. ... If there's no tax on it,
then it conmes to you at the basis. If you have a
pi ece of property that the basis of it is $250,000 and
it's now worth $700 million and you inherit this piece
of property, it's going to be worth $250,000 to you

And if you sell it, you're going to have to pay taxes
on the value of it - you, because now you're the one
that's earning that capital gain. | don't believe

there's any intent in doing away wth the inheritance
tax, doing away with allowi ng people to enlarge their
estate. ... And when they liquidate it, it gets taxed,
not before. And what ... the problem is wth
inheritance tax is it's taxed the mnute the person
dies and so, therefore, no one gets the opportunity to
have that property at its basis, instead of at the ...
accel erated price.

Nunber 1469

REPRESENTATI VE FATE clarified that the issue was inheritance

not gifting to soneone outside the imediate famly. He cited
the exanple of parents who do not have a large cash flow, but do
have property, bequeathing that property to their offspring. At
the tinme of the parents' death, he continued, that property is
taxed to the extent that their inheritors can't pay the taxes
and | ose the property. He added, "Wy even have the incentive
to produce all your Ilife, if you can't pass it on to your
children.™

Nunmber 1555

REPRESENTATI VE CRAWFORD cited an exanple of a personal friend
who had inherited stocks and bonds from her parents - an estate
val ued at approximately $10 mllion. The first $1.2 mllion was
tax-free, but she'd had to pay tax on the stocks and bonds
exceedi ng that anount. Representative Crawford asked if that
sort of incone would be exenpt or included under this plan.

Number 1595

REPRESENTATI VE JAMES responded that the provision is part of the
inheritance tax - the federal estate and generation-skipping
transfer tax. If that law is taken off the books, she said,
then those issues will have to be addressed separately in |aws,
because this exenption would not still exist, since it is part

of the federal estate tax. Representative Janes stated that she
did not believe that [Congress] would transfer |arge anmounts of
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property to persons at the fair market value at the date of
death, if the estate tax is abolished. Conversely, [the
property] would be transferred at the basis - or cost - of it,
and when [the inheritor] liquidates [the property], tax wll be
due on the incone.

Nunmber 1673

CHAIR COGHI LL credited Representative Janes for neking an
excel | ent point. He issued a rem nder that the property in the
af orenenti oned exanple had already been taxed through [the
benefactor's] lifetinme, so the governnent had already received
its share of any capital gain "all the way down the road
anyway." He reiterated Representative Janes's conment that the
property would be taxed when liquidated, and he added that
therefore the governnent would be receiving its share. He

clarified the point was to ask if, at the termnation of the
bequeather's life, the asset could be transferred w thout the
government's getting nore than the inheritors.

Nunber 1710

REPRESENTATI VE  CRAWORD expressed the need for further
clarification. He referred to his previous exanple and pointed
out that, to his know edge, the stock had never been taxed,
ot her than dividends; none of the gain had ever been taxed, from
the tinme that his friend' s parents bought the stock until the
time she inherited it from them Her parents had given her
gifts of $10,000 for each birthday to "transfer that, so that
they could beat sone of those taxes at death," he said; however,
there was still a considerable anpbunt of taxable noney left at
the tinme of their deaths.

Nunber 1759

REPRESENTATI VE JAMES stated that the provisions of giving
$10,000 a year tax-free and getting the $1.2 mllion exenpt
woul d no longer exist if the federal estate tax and generation-
ski pping transfer taxes were abolished. She continued:

What happens, then, is the sane as if anybody would
give you anything today: Your famly transferred this
property to you, which is worth $1 mllion, or

whatever, and it never has been sold. They transfer
it to you before they die, and you take it at the
basi s. In other words, if they had $250,000 in it,

you take it. The tax is not paid until that property
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is liquidated, and then the capital gains is

recogni zed by whoever is selling it. That's part of
the estate tax that we're talking about, is the
unfairness that's in the estate tax. If the estate
tax goes away, we'll be having the sane provision as
if |1 gave you sonething today. If | gave you
sonething today and it was an inheritance type or
whatever, |'d have to pay the tax. If 1 gave you
sonething that was worth $10,000, that | only had
$2,000 init, and if | give that to you today, | have

to pay the tax inmmediately on the difference between
the two and the ten. You don't have to pay anything
because it's a gift to you.

. If you take the estate tax away, if | want to give
you sonething that is $10,000 worth and | only have
[$2,000] in it, the only thing | can do is wll you
that at the $2,000 value at some tine in the future.
And you liquidate that - then you'll have to pay the
taxes Dbecause you're the one that's getting the
benefit fromselling the property.

Al'l those other little things are kind of |ike the
i ncome tax, where we have sonething, and then we have
to fix this, and this, and this. My personal belief
is that that tax goes away, all of those things get
[ put back] into perspective, and there is no rea
wi ndfall for people wthout the taxes having been paid
on the ... accel erated capital gains on these
properties. That's ny personal opinion.

Number 1876
REPRESENTATI VE FATE, as one exanple of how conplex this subject

is, admtted he didn't have an understanding of how far spousa
exenptions extend. He stated that w thout an expert present to

testify, it was beyond his capability to nake a decision. He
acknow edged Representative Janes's former experience in the tax
field. Representative Fate expressed his suspicion that the
commttee was saying things that were not quite correct. He
said HIR 35 was a "plain bill to correct sonme inequities,"” and

he supported it.
Nunmber 1984

REPRESENTATIVE WLSON indicated a need for clarification of
t er m nol ogy. For exanpl e, she nentioned "basis" as a
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potentially unfamliar term She said whether it's land or
stocks and bonds that are inherited, it is worth nothing in
terms of cash to the person who inherited it, until it is sold.
Representative WIson concurred with Representative Janes that
the point of sale is when the inheritor is taxed. She stated
her understanding that if an inheritance tax is levied at the
point of inheritance, often the inheritor is forced to sell the
i nheritance to get the noney [to pay the tax].

Number 2063
REPRESENTATI VE CRAWFORD surm sed t hat accordi ng to

Representative Janes's previous exanple, if his aforenentioned
friend never sold the stock that she inherited and passed it on

to her children, there still would not have been a transfer of
weal t h. He said, "Maybe she doesn't feel like she's gotten
weal th, because she hasn't spent it all yet, but she sure seens
richer than ne. And it certainly seenms to ne that inconme is
i ncome. " He said before he would give the resolution his
approval, he would like to know if land and businesses were

being treated separately from cash and stocks and bonds.
Nunber 2129

REPRESENTATI VE FATE noved to report HIR 35 out of commttee with
i ndi vidual recommendations and the acconpanying zero fiscal
not e.

REPRESENTATI VE HAYES asked M. H lyard what the vote in Congress
was.

MR. HILYARD clarified that Representative Hayes was inquiring
about the tenporary appeal. He said he did not know the final
vote; however, at the tinme of the analysis which he studied, it
was his belief that [congressional] HR 330 was wdely
supported, with 149 cosponsors.

[ An objection was stated to the notion.]

Number 2185

A roll call vote was taken. Representatives Fate, Hayes, Janes,
Stevens, WIlson, and Coghill voted for noving HIR 35 from
comittee. Representati ve Crawford vot ed agai nst it.

Therefore, HIR 35 was npved out of the House State Affairs
Standing Conmttee by a vote of 6-1.
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CHAIR COGHI LL stated his intent to cosponsor the resolution.

REPRESENTATI VE FATE indicated the sane. [HIR 35 was noved out
of commttee.]

ADJ OQURNVENT
Nunber 2290
There being no further business before the commttee, the House

State Affairs Standing Conmittee neeting was adjourned at 8:40
a. m
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