M NUTES
SENATE FI NANCE COW TTEE
April 20, 2005
9:06 a.m

CALL TO ORDER

Co- Chair Green convened the neeting at approximately 9:06 am
PRESENT

Senat or Lyda Green, Co-Chair
Senator Gary W/ ken, Co-Chair
Senat or Con Bunde, Vice Chair
Senat or Fred Dyson

Senat or Donny O son

Senat or Lyman Hof f man
Senat or Bert Stedman

Al so Attending: There were no additional participants.

Attending via Tel econference: There were no teleconference
partici pants.

SUMVARY | NFORVATI ON

SB 112- TAX ON REAA RESI DENTS

The Commttee adopted a substitute and one of two anendnments

offered. The bill was reported from Conm ttee.
#SB112
9:07: 00 AM

CS FOR SENATE BILL NO. 112(CRA)

"An Act inposing a tax on residents of regional educational
attendance areas and relating to permanent fund dividend
applications; and providing for an effective date.”

This was the third hearing for this bill in the Senate Finance
Conmittee.

W thout objection CS SB 112, 24-LS0505\X, which was offered at the
previ ous hearing, was ADOPTED as a wor ki ng docunent.
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9:07:15 AM

Anendnent #1: This anmendnment adds | anguage to subsection (2)(B) of
Sec. 43.45.011. Tax Inposed., of Chapter 45. Regional Attendance
Area Tax., established in Section 4 of the conmttee substitute.
The anmended subsection on page 2, following line 16 reads as
fol |l ows.

(B) is enployed during the tax year in a
regi onal educational attendance area for 10 consecutive
wor ki ng days or a normal pay period, whichever is |ess,
or for nmore than 20 cunul ative wor ki ng days.

Senat or Bunde noved for adoption.
Co-Chair Green objected for an expl anati on.

Senat or Bunde expl ained that this amendnent provides a definition
of "enpl oyed".

9: 08: 03 AM

Senat or Hof f man asked the anmpbunt of the tax an individual woul d be
responsi bl e for paying under this definition.

9:08:19 AM

Senat or Bunde replied that the paynent schedul e provides "half the
tax or ten percent, whichever is |less.”

9: 08: 40 AM

Senat or O son expressed concern about the issue of residents versus
nonresi dents. He asked if this legislation or the anendnent woul d
i npose the tax on nonresident workers.

9:09:11 AM

Senat or Bunde replied that anyone who works in a Regi onal Education
Attendance Area (REAA) and has not paid a tax to support schools in
anot her Al aska jurisdiction would be subject to the tax. Therefore,
nonr esi dent workers woul d be subject to the tax.

9:09:38 AM

Senator O son read the | anguage as providing that only residents
woul d be subject to the tax. However, the sponsor indicated intent
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t hat nonresi dents would pay the tax.
9:09:46 AM

Co-Chair Geen clarified that a resident paying a school -supporting
tax in another area of the State woul d be exenpt fromthis proposed
t ax.

9:10: 25 AM
Co-Chair Green renoved her objection and the amendnent was ADOPTED.
9:10:30 AM

Anendnent #2: This anmendnment changes the title of the bill to read
"An Act inposing an education tax on enpl oynent; and providing for
an effective date.™

Thi s anmendnent al so deletes all |anguage of the bill, Sections 1
through 5, and inserts new | anguage to read as foll ows.

Section. 1. AS 43 is anended by adding a new chapter to read:
Chapter 45. Education Tax.

Sec. 43.45.011. Tax inposed. There is inposed a tax of
$100 a year on each individual 19 years of age or ol der who
does not own real property in the state subject to tax by a
municipality and who, during the entire tax year, receives
conpensation greater than $5,000 in the state.

(b) For purposes of this section, "conpensation" includes
wages, salaries, commssions, tips, and any other form of
remunerati on paid for personal services.

(c) The tax inposed under this section does not apply to
conpensati on exenpt fromthe tax under federal |aw.

Sec. 43.45.021. Collection of tax. (a) An enployer shall
deduct and withhold $50 of the tax fromthe enpl oyee's salary
or other conpensation on each of the first two regular
payrolls after the enpl oyee's total conpensation paid by the
enpl oyer during the tax year has exceeded $5,000. An enpl oyer
shall file a return on a formprescribed by the departnment and
send the tax withheld to the departnent on or before the
fifteenth day of the nmonth following the nonth in which the
tax was withheld fromthe enpl oyee.

(b) A deduction of the tax may not be made in the salary
or other conpensation of an individual who provides proof to
t he enpl oyer that

(1) the tax inposed under AS 43.45.011 for that tax
year has al ready been withheld by another enpl oyer;
(2) the individual was not 19 years of age or ol der
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for the entire tax year; or
(3) the individual owns real property in the state
subject to tax by a municipality.

(c) An individual who has not had the full tax w thheld
by an enpl oyer nust file a return on a form prescribed by the
departnment and remt the tax due under this section, if any,
by June 30 of the tax year.

Sec. 43.45.031. Liability of enployer. An enployer who
pays conpensation is liable for the tax required to be
wi thheld from an enployee under this section unless the
enpl oyer can denonstrate that the enployer relied on proof
provi ded by the enpl oyee that

(1) the tax inposed under AS 43.45.011 had al ready
been wi t hhel d by anot her enpl oyer;

(2) the individual was not 19 years of age or ol der
for the entire year; or

(3) the individual owns real property in the state
subject to tax by a municipality.

Sec. 43.45.041. Disposition of tax proceeds. (a) The tax
collected by the department wunder AS 43.45.021 shall be
deposited into the general fund and accounted for separately.

(b) The legislature may appropriate the estimated anmounts
to be collected and separately accounted for under (a) of this
section for education.

(c) The deposit required and appropriation authorized by
this section are not intended to create a dedication in
violation of art. 11X sec. 7, Constitution of the State of
Al aska.

Sec. 43.45.051. Definition. In this chapter, "tax year"
neans the period beginning July 1 and ending on June 30 of the
foll om ng cal endar year.

Sec. 2. This Act takes effect July 1, 2005.
Senat or O son noved for adoption.
Senat or Bunde obj ect ed.

Senator O son outlined the amendnent, noting the individuals
subject to the tax would have an inconme of over $5,000 during the
tax year. This is to allow coll ege students and ot her young peopl e
"trying to get started on their economc feet"” an opportunity to do
so. He pointed out this anendnent provides for an education tax
rat her than an enploynent tax. He understood that funds could not
be desi gnat ed.

Senator O son cited a spreadsheet titled "Al aska Resident and
Nonr esi dent Workers and Wages, 2002 and 2003" prepared by the
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Departnent of Labor and Wrkforce Devel opnent [copy on file],
| isting over 68,000 nonresident workers. The total earnings of
t hese nonresident workers is over $1.1 billion. He intended to
i nclude those workers in the assessnent of this tax. This woul d be
fairer and would exenpt those who pay property taxes, as those
taxes are appropriated for education.

Senator O son this anendnent is "in the spirit" of the bill
sponsor's goal

9:12:59 AM

Senat or Bunde spoke in opposition of the amendnent. The bill as
witten would require that nonresidents pay the education tax as
well as others residing in an REAA. The anmount of the tax could be
debat ed endl essly, but is suggested by the Departnent of Revenue at
approximately $400 to $500 per individual. One objective of this
bill is balance and fairness. Property owners likely pay two to
four tinmes the amount of this proposed tax, although that tax is
used for other governnent services in addition to education.
Therefore the proposed anmount is not onerous. He pointed out that a
fam |y of four receives approxinmately $5,000 each year from the
State. He encouraged nenbers to maintain the original |anguage of
the conmittee substitute.

9:14:44 AM

Senator O son admtted the sponsor has good points, and Senator
A son agreed with the goals. However, he pointed out the wages and
average enploynent of residents of the REAA districts is |low He
exanpled the residents of the Bering Straits REAA earned a total
wage of $31 mllion with an average nonthly enploynent of 1,686
i ndividuals. He calculated that the average famly of five would
have an inconme of $18,566, which is below the federal poverty
| evel . Therefore half of the enployed individuals would not be
subject to this tax.

9:16:16 AM

Senat or Bunde noted the nmain opposition to this legislation is
focused on the anmount of the proposed tax. He offered to renove the
federal poverty guideline exenptions and "all ow everyone to pay."

He surm sed, however, this is not the intent of the anendnment
sponsor.

Aroll call was taken on the notion.

I N FAVOR: Senat or Stedman, Senator Bunde, Senator Dyson, Co-Chair
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W | ken, Co-Chair G een

OPPCSED: Senat or Hof f man, Senator O son

The notion FAILED (2-5)

The anmendnent FAILED to be adopted.

9:17:14 AM

Senat or Bunde offered a notion to report CS SB 112, 24-LS0505\X, as
anended from Conmttee wth individual recommendations and
forthcom ng fiscal note.

9:17:35 AM

Senator Hof fman noted that the | egislative intent | anguage of the
commttee substitute had yet to be addressed. He asked if the
intent is that all the tax revenues be used as an additional
resource for the REAAs.

9:18:12 AM

Senat or Bunde replied that the intent is to use the revenues as
addi tional funding, and not to supplant existing funding.

Senat or Hof fman asked for clarification.

Senat or Bunde stated this revenue would add to the total education
f undi ng.

9:18:26 AM

Senat or Hof f man asked how this would pertain to any new funding
allocated to all school districts, as was currently under
consideration by the legislature. He asked if the tax revenues
woul d be appropriated "above and beyond" those revenue sources.
9:18:51 AM

Senat or Bunde expressed his intent that the funds generated from
this tax woul d be additional noneys and woul d not suppl ant existing
or future funding.

9:19: 08 AM

Senator Dyson shared that certain information influenced himto
support this bill. He learned that the average incone of a famly
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residing in rural areas of the State conpared to the anount of
income of urban famlies is simlar. He asked for those figures.

9:19: 55 AM
Senat or Bunde did not have the information before him
9: 20: 05 AM

Co-Chair WIken stated the average annual wage in Fairbanks as
ei ther $24,000 or $26,000. Sone communities in unorgani zed areas
have | ower average annual wages, but others have simlar average
wages and sonme have higher average wages. He listed the average
annual wages of Tok as $26,000, Copper River as $35,000, Lower
Kuskokwi m as $29, 000 and Greely as $36,400. The residents of Geely
"refuse to pay for their school s".

9:21:38 AM
Senat or Dyson asked the average income in the Anchorage Bow area.
9:21:44 AM

Co-Chair WI ken was unsure, but recalled it was simlar to that of
t he Fairbanks area.

9:21:57 AM
Senator Dyson reiterated this information inpacted him
9:22:04 AM

Senat or Hof fman asserted that the average wage of those who work
must be reviewed. He told of rural communities that have limted
job opportunities: with only a few positions for teacher, one
janitor, one Village Public Safety Oficer (VPSO and a store
clerk. He offered to take Menbers to villages to show how only one-
hal f of the residents have a job.

9:23: 40 AM

Co-Chair Green asked if this was the direction Senator Hoffnan
wanted this discussion to proceed.

9:23:49 AM

Senator Hoffman |isted villages he would take nenbers to visit,
i ncl udi ng Eek and Newt ok.
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9:24: 01 AM

Co-Chair Geen noted that each job Senator Hoffnman nentioned as
available in rural communities is governnment funded or provides a
government service. She asserted, "There is a point at which that
no | onger, as far as |I'mconcerned, is a viable excuse."

9:24:29 AM

Senat or Bunde enphasized the intent is not to show conpassi on or be
cruel. He had "great passion” for people w thout the resources to
pay this tax and did not expect themto pay the tax. This is the
reason this legislation exenpts individuals who's earnings are
bel ow the federal poverty |level. However, those individuals wth
adequat e i nconme should contribute.

Senator Bunde told of a conversation with a teacher who clained to
have chosen to live in Al aska because she and her husband woul d not
have to pay taxes. She threatened to | eave the State if required to
pay this tax. Senator Bunde understood the argunent that rura
teachers would be difficult to attract and retain; but he pointed
out that nost teachers fromurban comunities have not relocated to
rural areas sinply to avoid taxes.

9:26: 35 AM

Co-Chair WIken agreed with Senator Hoffman's conments but remnarked
that for four years an attenpt has been ongoing to have those
peopl e who are able, help financially support their |ocal schools.
There are areas of the State that are unable to contribute in this
manner and the sponsor of this bill has acknow edged such. However,
t hose people "who have run fromtheir responsibility have shifted
the burden now to everybody." This has resulted in the need for
essentially a "flat incone tax". Past efforts have been made to
provi de that those who could "help thensel ves" do so, to allowthe
State to instead provide adequate funding to those areas of the
State that do not have the capacity to contribute. The intent is
that in one or two generations, those communities would then have
the ability to "generate wealth”. It is unfortunate that this
"broad brush" nmethod is necessary, but it is the only option
because "there are people who won't recognize fact” and | ower
incone communities suffer. Residents of the Delta-Geely area,
d ennal | en, Gustavus and Denali could afford to contribute to the
cost of local education, yet "they refuse to do so". This
| egi sl ati on woul d denonstrate to these people "that they have sone
responsibility and they should carry it."
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9:28:50 AM

Senator Bunde clarified this legislation provides for a tax on
residents and those who are enployed; and is not an incone tax.

9:29:11 AM

Senator Hoffman remarked that however described, this would be a
tax for education. He addressed Co-Chair WIken coments, saying
the broad brush of attenpting to fund education by form ng anot her
| ayer of governnment "just didn't cut it". Many other factors
besi des education are involved in borough organization. Al aska
Nati ves support the |east anount of governnent, preferring to "take
care of thenselves" and live a subsistence lifestyle on non-
econom ¢ nmeans. Sone communities are struggling with their | ocal
governments and the State is providing |less financial assistance.
Native villages are becom ng nore reliant on federal "powers", as
the federal governnment recognizes the self-reliant tribal status.
Form ng anot her | ayer of governnent is "the wong way to go". This
| egi slation may be the only alternative before the Conmttee, but
woul d not be viable. He did not have the solution, but stressed
this proposal is not it.

9:32:19 AM

Senat or Bunde stated that a nunber of Tok area residents support
this bill because it provides an alternative to the formation of a
bor ough. These residents agree they should support their schools,
but do not want another |ayer of government. This |egislation would
acconplish that.

9: 33: 03 AM

Senat or Dyson recalled that when he first entered the |egislature
ei ght years prior, he determned his nost valuable contribution
woul d be to devise a way for rural and small conmunities to form
self governnment to deal with their economc neans and cultura

identity. For three years he attenpted to pass legislation to
provide for a nmethod for comunities to establish a form of
governnment that reflected their values. Three governnents cover
sone areas of the State: State, Indian Reorganization Act (I RA) and
tribal governments. These entities <could organize a |ocal

gover nnment appropriate for the community.

9:34:52 AM

Co-Chair WIken informed Senator Hoffman of di scussions occurring
regarding "bringing Title 29 and trying to marry it up with federal
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funding as we know it today." It is predicted that "the ship of
noney that sails from Washington [D.C.] to Alaska is going to get
smaller and smaller” in subsequent generations. The people in | ow
i ncone comunities would be inpacted negatively first. It would be
possible to form a regional governnment w thout creating another
| ayer of governnment. Meanwhile, it has been a standard response
expl aining why "people don't want to acknow edge their persona

responsibilities.”

9:36: 37 AM

Senator O son distributed a handout listing data froma Depart nent
of Labor and Workforce Devel opnent Enpl oynent and Earni ngs Report
of 2003 [copy on file]. The average annual incone of $35,614, for
the Fairbanks area is significantly higher than Co-Chair WI ken had
cited.

9:37:19 AM

Senator O son understood this legislation is an attenpt to achieve
nore "common ground" between those who could afford to contri bute
to education expenses. However, he predicted this would increase
t he divide between econom c groups. Individuals who own property
woul d be exenpted fromthis tax, regardless of their ability to
pay, while workers who do not own property would be required to
contri bute.

9:38:01 AM

Co-Chair Green respectfully disagreed.

9:38:05 AM

Senator Hoffman infornmed that he had collaborated with forner
Senator Richard Schultz on this issue. Senator Hoffnman indicated he
woul d contact him and draft an amendnment to this legislation to
provi de that the |egislature would not inplenent nandatory borough
formation wi thout voter approval. Senator Hoffman predi cted Menbers
woul d support this amendnent if "that is their intent."

9:39:11 AM

Co-Chair WI ken responded, "Not inny lifetime."

9:39: 20 AM

Senator Stedman told of the communities within Senate district A
whi ch he represents. The najor comunities are within boroughs and
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the md-sized comunities of Wangell and Petersburg are in
unor gani zed boroughs, although, those residents contribute to | ocal
education funding. The district also includes the conmunities of
Thorne Bay, Port Al exander, Pelican, Coffnan Cove and ot her snal

communities that are in unorgani zed boroughs. Port Al exander and
Pelican are "in econom c zones that don't appear to be all that
vital". However, the econony of communities on Prince of Wiles
Island is growing, if at a slower pace. These comunities are
unor gani zed al though they appear to have the ability to help pay
and fund education. Forcing these comunities into a borough is
premature "probably by at |east a decade if not |onger." Therefore,
this legislation wuld serve as a "bridge" between |ocal
contributions for education funding and eventual borough formation
for those <conmunities in the district. He predicted this
| egi slation would "tend to sl ow down" borough creation. He expected
those residents to "be nore hesitant” to forma borough once a head
tax were inposed. In sone |ocations the head tax would be
significantly | ess expensive than the inposition of a property tax.

9:41: 39 AM

Senat or Bunde conmented that this |egislation has been a catal yst
for discussion on public policy. However, the intent is "raising
noney for schools”. He reiterated that people who do not have noney
woul d not be expected to pay; those who do have noney should be
expected to pay. The estimted annual anobunt of the tax at $400
woul d purchase 400 cups of coffee. He concluded this was not "too
much to ask"™ individuals to contribute to education funding.

Senat or Hoffman indicated objection to the notion to report the
bill from Commttee.

A roll call was taken on the notion to report the bill from
Conmittee.

I N FAVOR: Senat or Dyson, Senator Stednan, Senator Bunde, Co-Chair
W ken, Co-Chair G een

OPPCSED: Senat or Hof f man, Senator d son
The notion PASSED (5-2)

CS SB 112 (FIN MOVED from Commttee with a forthcomng fiscal note
fromthe Departnent of Revenue in the amount of $527, 700.

#
9:43:14 AM
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Senat or St edman announced that SB 141 was reported fromthe House
State Affairs Cormittee on a vote of 5-2. Substantive anmendnents
were nmade to the bill; however, its passage fromthat commttee is
"clearly a step in the right direction.” The bill is schedul ed for
hearings in the House Finance Conm ttee and woul d receive thorough
review at that tine.

ADJ CQURNIVENT

Co-Chair Green adjourned the neeting at 9:44:18 AM
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