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POSI TI ON  STATEMENT: Ofered information about incone tax
| egi sl ation and tax types.

ACTI ON NARRATI VE

CHAI R BRUCE WEYHRAUCH cal | ed the House Special Conmittee on VWys

and Means neeting to order at 8:31:22 AM Represent ati ves
Weyhrauch, W/Ison, Seaton, and Mdses were present at the call to
or der. Represent ati ves Rokeberg, Sanuels, and G uenberg arrived

as the nmeeting was in progress.
OVERSI GHT HEARI NG PERSONAL | NCOVE TAX
8:31:35 AM

CHAIR WEYHRAUCH relayed that today's neeting would be an
overview on alternative inconme tax neasures. After the state
began receiving noney from the oil pipeline, during the early
1980's, the state inconme tax was repealed by Governor Jay
Hammond. Since then the fiscal gap has becone nobre acute and
bot h Represent ati ves W son and Moses have i ntroduced
legislation to reinstitute an inconme tax. The af orenenti oned
| egislation proposed different nmethodologies for obtaining
revenue. He added that the commttee should deliberate the
different income tax scenarios in order to determne the
inmplications on the long-termfiscal picture.

CHAIR WEYHRAUCH turned to The New York Tinmes, March 4, 2005
article entitled, "Fed's Chief Gves Consunption Tax Cautious
Backi ng", which reports that Al an G eenspan, the Federal Reserve
chairman, is endorsing a structural change in the nation's tax
system from an incone tax to a consunption tax. A consunption
tax in lieu of an income tax would pronote savings and tax only
for consunption and not on incone. He related his belief that
the fore nentioned dialogue taking place at the national |eve
is [applicable] to the changes taking place at the state |evel.

8:34: 07 AM

REPRESENTATI VE WLSON related that the possibility of a federa
sal es tax concerns her.

CHAI R WEYHRAUCH replied that the federal sales tax is basically
the aforenentioned consunption tax and he related his belief
that the nation could be "a long way from that" considering the
current dial ogue about social security policies.
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The comm ttee took an at-ease from8:35:24 AMto 8:36:10 AM

8:36:16 AM

CHAI R WEYRAUCH said the Departnment of Revenue has analyzed the
potential fiscal inpacts of the aforenentioned |egislation.

8:37:36 AM

DAN DI CKINSON, Director, Tax Division, Departnent of Revenue,
related that the departnment would be explaining the follow ng
i ssues: how to measure various sectors of the econony and their
relative contribution; the tax contribution versus the relative
contribution to the overall econony of the state; t he
inmplications of the bills introduced during the Twenty-Third
Legi sl ature, House Bill 470 and House Bill 321; and a conparison
of the aforenentioned bills wth the original inconme tax
| egi sl ation.

8:38: 53 AM

CHAI R VEYRAUCH asked if the Departnent of Revenue woul d explain
t he af orenmentioned | egi sl ati on.

8:38:57 AM

M CHAEL WLLI AVS, Auditor, Departnent of Revenue, turned to the
conparison chart entitled, "Projected Inconme Tax Revenue
Conpari son of 3 Proposal s" which details revenue generated under
the prior incone tax law, House Bill 470, and House Bill 321
Due to the ranp-up provisions in House Bill 470 and House Bil
321, for conparison purposes it was necessary to estimte the
value based on the total annual revenue beyond a third year.
According to the chart, if prior law were still in place there
woul d be over $758 million in personal incone taxes.

MR, WLLIAMS, in response to Chair Wyhrauch, replied that the
acronym "AG@" stands for "adjusted gross incone." He rel ayed
that the chart shows the total aggregate revenue from each gross
i ncome class which categorizes the incones between the |owest,
those incomes |ess than $20,000, and the highest, incomes over
$200, 000. The aggregate revenue from each percentile of incone
mrrors the information received by the Internal Revenue Service
(IRS), which is helpful for conparison purposes, he noted. He
reiterated that if the prior inconme tax law were still in place
it would generate $758 mllion. He added that if House Bill 470
had been adopted it would have generated $107 nmillion, and if
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House Bill 321 had been adopted it would have generated $300
mllion. The House Bill 470 property tax credit provision
conplicates an accurate projection for the wvarious incone
percentiles, he rel at ed.

CHAI R WVEYHRAUCH asked if the figures on the right of the chart
were gross revenue and do not account for the state's overhead.

MR, WLLIAVMS answered that was correct. He relayed that the
chart aggregates beyond the forth year of enactnment because
House Bill 470 has a ranp-up provision which effects revenue
potenti al . For instance, the first year expected revenue woul d
be $19 mllion, and the second year would be $55 mllion.

8:43: 48 AM

REPRESENTATI VE W LSON asked what the inplications of House Bil
321 woul d be without the $20,000 cap.

MR. WLLIAMS replied that the chart projections don't include
that cap because of data limtations. However, due to the tax
liability cap of $20,000 for a single person and $30,000 for
married filing jointly, there will be revenue |oss; presunmably
for inconmes over $1 nmillion because the maxinum tax liability
will only be $30,000 to the state.

REPRESENTATIVE WLSON related that the cap was a committee
substitute (CS) proposed after people offered testinony. She
asked what the case would be w thout the added CS provi sions.

MR. WLLIAMS reiterated that the $300 nillion projection doesn't
take into account the cap.

8.45: 29 AM

MR  WLLIAMS turned to the <chart entitled, "Conparative
Anal ysis", which analyzes "what if scenarios" about the
af orenenti oned i nconme taxes. The first colum provides exanpl es
of different tax scenarios [i.e. incone, hone owner, narital

status, ect.], which assess the incone tax schenmes between the
federal tax liability and the effective rate of their Al aska tax
di vi ded. He noted that the "what if scenarios" shows how the
bills could inpact any fam |ly's deductions, credits, and various
rates set.

8:47:27 AM
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CHAI R WEYRAUCH asked if House Bill 321 proposed a link to the
constitutional budget reserve (CBR)

MR WLLIAVS replied that his copy of House Bill 321 doesn't
include any link to the CBR

REPRESENTATI VE ROKEBERG commented that Chair Wyhrauch was
referring to a "trigger nechanism"” but he cannot recall if it
was anended in the aforenentioned bill.

8:48: 17 AM

MR. WLLIAVS, in response to Representative Seaton, related his
belief that dual inconme families with a nortgage of $150, 000 or
$225, 000 don't pay incone tax under House Bill 470. House Bil
470 has a property tax credit provision, which assunes that the
individuals living in a city or a borough have a property tax;
therefore, they have already paid sufficient property tax such
that it would "wi pe out” any Al aska inconme tax liability.

8:49:12 AM

REPRESENTATI VE W LSON asked what percentage of Al askans fal
into the aforenentioned i ncone percentiles.

MR. WLLIAMS relayed that is difficult to answer. According to
the U S. Census Bureau, honme ownership in Alaska is roughly 67
percent. However, there is no correlation regarding how the
data is distributed on the income scale, he added. In further
response to Representative WIson, M. WlIllians said the
property tax credit provision is very substantial in House Bil
470.

8:50: 07 AM

REPRESENTATI VE ROKEBERG relayed that he is interested in the
"particulars" of the aforenmentioned legislation but not the
backgr ound.

CHAI R WEYHRAUCH replied that the legislation will be analyzed,
but first the comrittee needs a general overview on the
i nplications.

8:50: 28 AM

REPRESENTATI VE SEATON asked if the aforenentioned exenptions in
House Bill 470 were anonali es.
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REPRESENTATI VE ROKEBERG answered the exenptions aren't anonalies
and that is why the conmttee needs to discuss each bill.

8:50:46 AM

MR, WLLIAMS, in response to Representative Sanuels, explained
that those individuals who can item ze deductions on their
federal incone tax returns can include the state incone tax as a
deduct i on. Al though there is no capability to accurately
reflect the aforenmentioned offset provisions, it wouldn't be a
significant inpact of revenue under the proposed | egislation.

8:51: 53 AM

REPRESENTATI VE SAMUELS asked how nmuch a dual incone famly wth
$150, 000 nortgage woul d pay out - of - pocket.

MR. WLLIAMS relayed the aforenentioned exanple under the prior
Al aska |aw would generate an inconme tax of $2,269 and if they
were able to item ze deductions 15 percent would save $340 on
their federal taxes.

REPRESENTATI VE ROKEBERG pointed out that the aforenentioned
doesn't take into account the alternative mninumtax (AMI). He
remarked that in 2004 there will be a sales tax offset for the
first time in Alaska in decades, and one of the previous
concerns regarding the sales tax is it did not have the offset
whereas the income tax did; it is yet to be seen how the new
provi sion under federal law allows for a sales tax offset.

8:53: 57 AM

MR. WLLIAMS highlighted that the "self tax deduction"” is only
allowed for residents living in cities wthin boroughs that
inpose a local sales tax. For instance, the residents of

Anchorage or Fairbanks do not benefit from that provision,
unl ess they have receipts detailing sales taxes paid el sewhere
in Al aska.

MR. DI CKINSON added that if the state were to pass a statew de
tax, under federal law it would go under the "normal table." He
related his belief that Representative Rokeberg was pointing out
that a state's choice between inconme and sales tax doesn't
equalize in ternms of its relationship wth the federal
deductibility.
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8:54:57 AM

MR. DICKINSON, in response to Representative Sanuels, specified
that as a general rule any self-enployed or pass-through entity
would be included in the $758 mnmllion projection for the
previ ous incone tax |aw. In further response to Representative
Sanmuels, M. Dickinson added that although limted liability
conpanies (LLCs) in its current structure were not wdely used
vehicles in 1977, LLCs would be just taxed once at the owner
| evel

8:56: 13 AM

REPRESENTATI VE ROKEBERG asked if the commttee will discuss the
i npact of taxation for the adjusted gross sales via Al aska gross
products.

MR DICKINSON replied that the departnent wll address that
after the conparison of the three income tax bills.

8:56:52 AM

MR DICKINSON, in response to Chair Wyhrauch, replied that
there was no presentation prepared that conpared the background
of the three income taxes other than from the revenue
per specti ve.

8:58: 22 AM
BRETT FRIED, Economi st |V, Departnent of Revenue, turned to the

pie chart entitled, "General Fund Revenue by Tax Type I ncluding
Ol and Gas", which shows that FY 04 general fund (GF) tax

revenue totaled $1.2 billion of which 82 percent is oil and gas
and the remaining 18 percent is non oil and gas totaling $240
mllion. He turned to the second pie chart entitled, "G Tax
Revenue Excluding G| and Gas" which excludes the 82 percent of
oil and gas and details the non oil and gas revenues of 18
per cent .

9: 00: 05 AM

MR. FRIED, in response to Representative Seaton, said the pie
chart entitled, "Alaska Goss State Product” doesn't include oi
and gas, which he plans to explain later. M. Fried continued
with detailing the non oil and gas revenues, which includes the
foll owi ng tax types:
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Tax Types: Anmount : Per cent age of
G

i nsurance $49 20 percent

prem um mllion

fisheries * 19 percent

not or f uel $41 17 percent
mllion

cor poration $40 17 percent

gener al million

al cohol $33 14 percent
mllion

t obacco $16 7 percent
mllion

[ * anmobunt unst at ed]
9:01: 26 AM

REPRESENTATI VE ROKEBERG pointed out that the pie chart shows 1
percent for mning, and asked if the mning portion includes the
real and personal property taxes paid to organi zed boroughs.

MR. FRIED replied that the chart only includes the G- taxes
therefore, it excludes the local sales taxes, property taxes,

and restricted revenues. In further response to Representative
Rokeberg, M. Fried related that fish tax is G- revenue as are
the aforenentioned share tax revenues. In contrast, the schoo

fund is a dedicated fund that excludes any |ocal sal es tax.
9:02:39 AM

REPRESENTATI VE ROKEBERG opined that the Red Dog mne's tax
contribution to the Northwest Arctic Borough cannot be truly
represented by 1 percent. He recalled that the |egislature has
made policy calls for investnent credits for mning incentives.
He said he is interesting to see the gross governnent take
versus the state G- take.

CHAI R VEYRAUCH comented that the fish tax doesn't go to the GF
but instead it's re-appropriated to specific purposes.

9:03: 32 AM

REPRESENTATI VE ROKEBERG related that he is interested "to see
who was paying what freight." He added that the oil and gas
conponent on the real property tax for the North Slope Borough

Fai r banks, and Valdez are significant, "so it should be apples
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and oranges anyway." In response to Chair Wyhrauch
Representati ve Rokeberg clarified it's "apples and oranges"” when
conparing the sources of funds with the tax burdens placed on
the different industries.

9:04: 11 AM

REPRESENTATI VE SEATON remarked that the fish tax includes the
raw fish taxes <collected, which is shared back to the
communities where the revenue was generated, but it excludes the
severance taxes charged by boroughs |ike Kodiak which has a 7.5
percent severance tax on all fish products | anded. Therefore
the total burden for each industry would be hel pful to see.

MR DICKINSON related that |[the division] would take that
assignnent, although those diagrans wll be open to varying
i nterpretations.

MR. FRIED added that "other revenue sources" such as |icensing,
permts, fines, forfeitures, and charges for services are not
i ncl uded because they are difficult to break down.

CHAI R WEYHRAUCH asked if there was a ballpark estimate on the
ot her revenue sources.

MR. FRIED replied not at this tinme.

MR DI CKINSON added that the taxes in the G- anount to $300
mllion, and reiterated that other categories are nore conplex
to define.

MR FRIED reiterated that the other <categories deal wth
restricted revenues |ike the Al aska Departnment of Fish and Gane
permts, which total $20 mllion, or the tobacco settlenent
revenue. To help highlight his point he turned to the pie chart
entitled, "Alaska Goss State Product,"” detailing the gross
econoni ¢ nmeasure of output in the econony.

9:07:56 AM

REPRESENTATI VE W LSON recalled that fisheries wanted to be taxed
in order to fund the cuts to the Al aska Departnent of Fish and
Gane. She then turned to the aforenmentioned chart and asked for
an explanation on the yellow portion entitled, "lnsurance
Prem um"”
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MR FRIED related that the vyellow portion represents the
i nsurance premum tax that insurance conpanies pay in lieu of
corporate incone taxes or other state taxes.

CHAIR WEYHRAUCH, for clarification purposes, asked if the

insurance tax is based on the premuns paid by individuals and
entities.

MR. FRIED replied yes.

9:09: 55 AM

REPRESENTATI VE  GRUENBERG relayed that the conmttee is
interested in the various sources of revenue, including sub-
categories that detail all the fines, royalties, exenptions, and
credits. He said that he 1is specifically interested in

university tax credits on a yearly basis, and how those vary
over time versus the maturity of other devel oping credits.

MR. DICKINSON related that the Departnent of Revenue does a
credits and operations report required by statute which sets out

all credits taken. The Revenue Sources Book lists all the
governmental fund revenues, such as taxes and charges for
servi ces, which accounts for $4 billion. He reiterated that how
the line is drawmm regarding what to account for nakes the

exercise "nore or |less useful and nore or less difficult."

REPRESENTATI VE GRUENBERG reiterated t hat gat hering t he
af orenenti oned i nformati on woul d be hel pful for the conmttee.

9:13: 27 AM

CHAI R VEYHRAUCH said that he would note the conmittee's requests
for information.

REPRESENTATI VE ROKEBERG offered that it mght be helpful if
Representative Gruenberg put his request in witing.

REPRESENTATI VE GRUENBERG clarified that he nmde a general
request to have all the information put into a formfor all the
commttee nenbers, [specifically for] university tax credits.

REPRESENTATI VE ROKEBERG noted that the requested information is
already in the Revenue Source Book. He noted that the 20
percent insurance prem um tax generates $49 mllion, which is a
| arger portion than the general corporate taxes. Representative
Rokeberg asked if the $9-12 million in nutual fund type fees
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from the Division of Banking and Securities was still a source
of income.

MR. FRIED replied that the aforenentioned revenue is aggregated
with "supported services" wunder charges for services in the
sources book. In further response to Representative Rokeberg,
M. Fried said the aforenentioned is not included in the chart
because it's a charge for services and not tax revenue.

9:16:14 AM

REPRESENTATI VE SEATON related that he is concerned that the
i nsurance prem um tax accounts for a large portion of the [GF].
He asked if a conparison on the insurance prem umtax versus the
corporation general tax was avail abl e.

MR. DICKINSON replied that nost states have gone to this
nmet hodol ogy because the nature of insurance conpany income is
hard to track. In further response to Representative Seaton,
M. Dickinson reiterated that the insurance premum tax was in
lieu of a corporate tax.

9:18: 13 AM

REPRESENTATI VE GRUENBERG asked if sone states are |ooking at
other ways to tax "banks and financial institutions" through a
general corporate tax.

MR. DICKINSON related his belief that sone states deal wth
financial institutions in different neasures than the typical
gross incone; however, he related the need to do nore research
bef ore conmenting on specifics.

REPRESENTATI VE GRUENBERG said he was very interested in know ng
nore about that.

MR. DI CKINSON rel ated that he has taken note of the assignnment.

REPRESENTATI VE CGRUENBERG asked if other state's industries,
because of sophisticated technology, are getting away from the
general corporate tax and are examning alternative ways of
taxing specific industries that nay be nore realistic.

MR. DI CKINSON offered that he would rather not specul ate before
obtaining nore information, however, he noted that in Al aska
tel ephone and electric cooperatives are exenpted from incone
taxes and pay a fee calculated on its econom c output. He
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highlighted that the pie chart entitled, "General Fund Tax
Revenue Excluding GOl and Gas" details an electrical and
t el ephone cooperative portion of 2 percent. In further response
to Representative Guenberg, M. Dickinson reiterated that the
departnment would try to obtain nore information

9:21: 07 AM

REPRESENTATI VE SEATON cl arified "that answer was good enough for
rre. "

9:21:26 AM

REPRESENTATI VE SAMUELS surm sed that if an entity |ike Wal Mart
| ost noney nationally, it wouldn't pay tax in Al aska despite the
success of the store.

MR. DI CKINSON said correct because WalMart's inconme is based on
its national [revenue accrual].

MR. WLLIAMS cautioned about wusing such analogies because
separate accounting issues are open to manipulation, as are
ot her met hods of accounti ng.

9:22:19 AM

CHAI R VEYHRAUCH asked whether the issue of the mning tax burden
has been fully addressed.

9:22:46 AM

REPRESENTATI VE ROKEBERG said the [legislature] needs to
understand shared revenue tax policies, and the inpact of the
governnment's take. He renmarked that the [legislature] should be
sensitive to changing tax policies including encroaching on
sales tax areas, which in turn inpacts the governnment because
it's partly dependant upon these industries.

MR. DICKINSON noted that the next step in the aforenentioned
anal ysis would be to account for the services the [industries]
receive from the governnent and how to differentiate those
services by industries, which "isn't necessarily a transparent
set of nunbers to calculate.”

9:23: 36 AM
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REPRESENTATI VE SAMJELS asked, for clarification purposes, if S
corps, private practices, or LLCs pay no taxes at all.

MR. DI CKINSON rel ated that when an LLC files a federal return it
has the option of creating a "pass through,” which pays no taxes
in certain cases, and the owners receive their due share of the
income to pay taxes when appropriate. In further response to
Representative Sanuels, M. Dickinson said that under the
current law S Corporations are taxed the sanme as C Corporations

| f [House Bill 321 and House Bill 470] had been inplenented, it
woul d generate $30 million.

9:25:13 AM

MR. DICKINSON, in response to Representative G uenberg, replied
that S corporations taxes pass through to the owners. In the
state of Alaska those owners pay federal tax but no incone
taxes, however, in other states owners are subject to both the
federal and incone taxes.

REPRESENTATI VE CGRUENBERG asked if the $30 nmillion was "really
lost to the state.”

MR DICKINSON reiterated that the calculations are based on
taxing at the entity level; not taxing both the pass through and
personal incone tax because that would conbine the federal
i ncome tax and state incone tax.

9:26: 45 AM

MR FRIED returned to the pie chart entitled, "Al aska & oss
State Product” and said the data was from the Bureau of Econom c
Anal ysi s, whi ch uses t he Nort h Aneri can i ndustri al
classification system nethodology for government entities to
classify industries, earnings for enploynent, and the gross

state product. The mning portion is "broken out" into the
foll owing conponents: oil and gas extraction is 16 percent,
support activities and mning excluding oil and gas is 2
per cent . The aforenentioned body classifies the follow ng
industries accordingly: the oil and gas extraction under
"M ni ng" is also categorized under " Manuf act uri ng” and

"Transportation"; fish is under "Agriculture, forestry, fishing,
and hunting” and only includes fish harvesting; and seafood
processing would be under "Manufacturing”, of which 1 percent
woul d be the seafood processing. He concluded that the tourism
industry is especially hard to break out because of all the
di fferent aspects tourism enconpasses.
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9:29:44 AM

MR. FRIED, in response to Representative Rokeberg, said that in
2002, according to the U'S. Departnent of Commerce, Alaska's

gross state product was $29.7 billion.

9: 30: 08 AM

REPRESENTATI VE ROKEBERG said "It's kind of interesting to see
the mning versus the seafood and fishing conponent ... It's
kind of shocking in a way. Is this because of offshore
processing ... or added value isn't working here, or what?"
9:30: 35 AM

REPRESENTATI VE SEATON replied that the mning, 21 percent,
i ncluded oil. He asked if 2 percent of that portion includes
m ner al s.

MR FRIED clarified that 2 percent was mning except oil and
gas; the oil and gas part only includes the oil and gas
extraction conponent which is 16 percent. The remaining 3
percent is from the support activities, which also includes oil
and gas support activities, he added.

9:31: 33 AM

MR DICKINSON relayed that the Ilines used to define the
industries may not be exactly what the commttee asked for, but
the graphs show the data with which the Departnment of Revenue
was allowed to work. The next step would be to define the
project and areas nore precisely. He added that the departnent
[doesn't have] the ability or resources to allow this research

or the statutory authority to conduct this conservatism or
sensitive information. Therefore, it uses the data avail able
and it may not line up with the categories the conmittees think
of as being the primary ones that should be conpar ed.

9:32: 46 AM

REPRESENTATI VE ROKEBERG asked if the aforenentioned pie chart
i ncl uded "nmedi cal provider"” under "Services 20% .

MR. FRIED replied that is correct.

9:33: 01 AM
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REPRESENTATI VE ROKEBERG pointed to the chart entitled, "Al aska
Gross State Product", which details real estate accounts for 9
percent of the gross product; he opined that real estate
accounts for at least half of the gross product of oil and gas.

9:33:19 AM

CHAIR VEYHRAUCH said the commttee should briefly discuss the
income tax legislation. He related his understandi ng that House
Bill 470 was concerned with people comng into the state, such
as those working in fisheries and oil and gas, and contri buting
to | ocal governnent.

9:34: 15 AM
REPRESENTATI VE MOSES sai d:
That's correct, the chances of a non resident worker

having property tax credit wuld be quite renote and
if [they] did invest in the state [they] would be

entitled to that credit. There's another catch to
that, areas of the state that do not have property
taxes would not get any credits either. [ The]

original intent was to get sonething on the table and
the percentage of tax could be adjusted according to
whatever [the legislature] wanted to raise. [ Are]
fishermen are considered independent businessnen or
abor? In the settlenments they get a 1099 and there's
no taxes w thheld. Il would expect they would be
classified as independent busi nessnen.

9: 35: 34 AM

REPRESENTATI VE SEATON relayed that wunder the previous tax,
fisherman who received a 1099 filed as a business under state
law and wote a 14 percent check for their federal taxes. He
remarked that the state shouldn't set up a tax for "just the
enpl oyed" and fishernen should pay the sane taxes as any other
busi nessnen.

9: 36: 28 AM
REPRESENTATI VE ROKEBERG sai d:

| have never been a great fan of witing checks to
governnment's taxes, |ike nost of [the] constituents
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and the citizens of state, so | preface the renmark |

am about to nmake .... I want to conplinent
Representative Mses, | have always been intrigued
with this concept that he brought forward a nunber of
years ago. It has the beauty of being nore of like a

rifle approach to those elenents of the working public
in our state that [don't] nmke a contribution, that is
nore specifically the out-of-state workers and the
unor gani zed borough. Because by allowng a real
property tax credit against your liability those
peopl e who own property - and a matter of fact, ... |
have a legal opinion that says not just residential
property, but it would be any owner of property that
paid property taxes in the state of Al aska would have
to be allowed to have the credit for equal protection
in the constitution provisions - but ... it has that
el emrent that has been one of the |eading argunents for
some type of a broad-based type tax because there was
people in our l|labor force comng to the state and not
making a contribution; and this would also |ower the

burden on everybody ... this is drafted on the
original draft; there has never been a lot of work on
the bill, that shows those holes in mddle inconme ...

The principle of the exenption ... is sonmething that

should be considered in any future tax schene in
Alaska and it could be applied to any of the other
bills ....

9:39:18 AM

REPRESENTATIVE WLSON said that nmany people who don't own
property still pay [property tax] indirectly because |andlords
pass their expenses on to renters.

REPRESENTATI VE SAMUJELS added that if you don't have a [property
tax] exenption, the cost for rent wll increase because costs
al ways pass through to renters.

9:40: 53 AM
CHAI R WEYRAUCH asked if House Bill 321 tied into the value of
the constitutional budget reserve (CBR) regarding when that

proposed i ncome tax would "kick in."

9:41:18 AM
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REPRESENTATI VE WLSON said she couldn't recall if the CBR was
incorporated into House Bill 321. However, she highlighted that
the proposed tax included requirnents by which a warning about
taxation was printed on commercial fishing |license applications.
The aforenmentioned requirenent is found in Section 1 of House
Bill 321, which specifies that notice be printed on the
comer ci al fishing license warning that the Ilicensee is
obligated to pay Al aska state income tax and federal incone tax.
Section 2, inposes an incone tax of 3 percent of a person's

federal taxable incone or $100, which ever is greater. She
added that provision is incorporated to ensure everyone paid
something and the low inconme base is covered. Section 3 is a
conform ng anendnent to a corporate income tax. Section 4

requi red taxpayers to file returns and remt their taxes the
sane day the federal return was due and those that owed a $100
could have the tax deducted from the permanent fund, if they so
wi shed. She added that non residents whose only incone fromthe
state is from a trust or corporation could opt to wi thhold the

taxes and file their returns. The tax liability is capped at
$20,000 for single individuals and $30,000 for married filing
jointly. She reiterated that the legislation was trying to
appease everyone and it resulted in a floor of $100 and a
ceiling not to exceed $30, 000. The legislation also tried to
incorporate the education tax and it set an enployee age limt
of 19. Furthernore, there was a provision that allowed

enpl oyers to withhold sonme of that tax.
9:45: 02 AM

MR. DICKINSON related that |ast session Representative WIson
i ntroduced another tax bill that included the CBR

9:45: 32 AM

MR. WLLIAMS, in response to Chair Wyhrauch, relayed that the
graph entitled, "Projected Income Tax Revenue" has asterisks
across the House Bill 470 row, because it's difficult to produce
a distributional analysis of the revenue generated from each
class of incone. He explained that the nethodology used an

aggregate approach for the total revenue because it had to
assunme the rate of home ownership and who would be eligible for

those credits. In further response to Chair Wyhrauch, M.
WIllianms said $107 million was the estinmated total gross incone
fromthe taxes inplenented under House Bill 470.

9:47:13 AM
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MR. DI CKINSON recalled that Representative WIlson's |egislation
for the billion-dollar CBR floor and suspension of the tax when
it was greater than $2.5 billion was House Bill 236.

CHAI R WEYHRAUCH noted that the questions regarding the |ega
technicalities of using the CBR and the permanent fund earnings
to fill the fiscal gap have yet to be been received.

9:48: 16 AM

REPRESENTATI VE ROKEBERG turned to the "2002 Revenue Source Book"
anal ysis on inconme tax, detailing the revenue of the [origina
i ncome tax]. He asked if the reason the spreadsheet shows $750
mllion adjusting for inflation to $660 mllion is because of
nom nal versus inflated dollars.

MR. WLLIAMS said that is correct, the old |aw unchanged woul d
be [$750 million] but if the brackets had been adjusted for
inflation then it would be $660 nillion. He related his belief
that the old Iaw wouldn't survive intact to the present because
there would have been a tax revolt such that the brackets would
have been sinplified and the personal inconme nore than Ilikely
would have regressed to a nore national average, which is
roughly 6 or 7 percent of federal taxable incone generating an

estimated  $300-$350 nillion. In further response to
Representative Rokeberg, M. WIllians reiterated that the $750
mllion is a true representation if the old law were in place

and remai ned unchanged.
9:50: 52 AM

MR WLLIAMS, in response to Representative Rokeberg, replied
that the "Tax Division Annual Report" Appendix B includes a
chart showi ng the personal incone tax rate of the various states
in the nation, which range from 5-6 percent based on the federal
t axabl e incone. He added that the effective rate of the old
incone tax, if it had remmined intact, would have nmade Al aska
t he highest taxing state in the nation.

9:52: 44 AM

MR WLLIAMS, in response to Chair Wyhrauch, said the old
i ncone tax woul d generate $660 mllion and oil and gas taxes are
about $2 billion. In further response to Chair Wyhrauch, he

said in conparison the old |Iaw would generate approxi mately one
guarter of what oil and gas generates.
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9:53: 23 AM

REPRESENTATI VE ROKEBERG commented that it's inportant to pursue
the last line of questioning because it's inportant to consider
[incone taxes] in a national context and address "whether the
state can afford itself." The conmmttee needs to |look at the
potential anticipated revenue streans and assess what can be
relied on for the future, he opined. For instance, the
af orenenti oned $750 mllion would not be a potential tax revenue
stream because it woul d cause a "mutiny."

CHAI R WVEYHRAUCH added it woul d cause an outfl ow of industry.

REPRESENTATI VE ROKEBERG added that the inpacts on the econony
woul d be devastati ng.

ADJ OURNMENT
9:54: 28 AM
There being no further business before the commttee, the House

Special Committee on Ways and Means neeting was adjourned at
9:54 a. m
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