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The 28th Legislature passed legislation that requires
a creation of tw reports to be produced on the
potential |oss of foregone revenue known as "indirect
expenditures” and to provide a definition of the
indirect expenditures. The first report was produced
by the Departnent of Revenue (DOR). The second report
was produced by Legislative Finance building on the
report provided by DOR Each report reflects the
required information laid out in the |egislation.

Co- Chair Thonpson introduced the presenters for the day.

Al NDI RECT EXPENDI TURE REPORT DI SCUSSI ON RELATED TO CHAPTER
61, SLA 14

1:33: 37 PM

DAN STICKEL, ASSISTANT CH EF ECONOM ST, TAX DI VISIQN,
DEPARTMENT OF REVENUE, i nt roduced t he Power Poi nt
presentati on, "I ndirect Expenditure Report Di scussi on

Rel ated to Chapter 61, SLA 14."

M. Stickel revealed slide 2: "Note." He indicated that the
presentation focused on report methodology and substance,
not policy issues regarding specific indirect expenditures.

MACKENZI E MERRI LL, ECONOM ST |, TAX ECONOM C RESEARCH
GROUP, DEPARTMENT OF REVENUE, reviewed slide 3: "Overvi ew

| ndi rect Expenditure Report Legislation Overview

Bill provisions, DOR requirenents, Legislative Finance
Di vision requirenents

Process and nethodology for producing the DOR Indirect
Expendi t ure Report

Overview of the DOR Indirect Expenditure Report
Future Pl ans

Ms. Merrill discussed the legislation overview in slide 5:
"I'ndi rect Expenditure Report Legislation Overview:':

Passed in 2014 and signed on July 7, 2014
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The first DOR Indirect Expenditure Report was rel eased
the day after the bill was signed, July 8, 2014

Requires DOR to submit a report to the Legislature
biennially on July 1 detailing indirect expenditures
of all agencies in the State (AS 43. 05.095)

Requires the Legislative Finance Division to provide a
report to the Legislature on the indirect expenditures
of certain agencies before the start of Legislative
Session followi ng the rel ease of DOR s biennial report

Modi fies or inplenents sunset dates on certain non-oi
and gas tax credits

Ms. Merrill touched on the original legislation that
created the report. She noted that in statue the report was
due on July 1, 2014. However, the report was not released
until July 8, 2014, the day following the signing of the
bill. She pointed out that the report was published every
two years. The Legislative Finance Division (LFD was
required to provide an analysis of indirect expenditures of
speci fic agenci es subsequent to the report's rel ease.

1: 36: 45 PM
Ms. Merrill explained slide 6: "Indirect Expenditures
Def i ned":

I ndi rect expenditure: Any foregone revenue by the state
designed to encourage an activity to benefit the public
in the formof a credit, exenption, deduction, deferral,
di scount, exclusion, or other differential allowance.

As defined by AS 43.05.095(d):

A tax credit or other credit

An exenption, but does not include federal tax exenptions
adopted by reference in AS43. 20. 021

A di scount
A deduction, but does not include costs incurred in the

ordinary course of business that are deducted in the
calculation of a tax wunder this title or in the
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calculation of a royalty or net profit share paynment for
a | ease issued under AS 38

A differential all owance

Ms. Merrill provided the definition of an indirect
expenditure and reviewed its inportance. She noted that
many ot her states had tax expenditure reports. However, the
tax expenditures were typically tied directly to tax
systens. Alaska had many indirect expenditures that were
not directly linked to its tax system The Departnent of
Revenue's (DOR) report included nore variety and was rmuch
nore inclusive of expenditures outside of tax credits. She
cited the example of mlitary discounts on hunting and
fishing |icenses.

Ms. Merrill turned to slide 7: "DOR Indirect Expenditure
Report":

Rel eased July 8, 2014 by DCR

Based in part on the 2013 Legislative Research report,
| ndi rect Expenditures, Provisions in Al aska Law

Provides details on 251 indirect expenditures across
11 departnents and agencies, including 78 provisions
adm ni stered by DOR

A cooperative ef fort bet ween t he 10 ot her
partici pating agencies, coordi nated by DOR

Ms. Merrill commented that the departnent maintained sone
of the formatting from the 2013 Legislative Research
Report, a report that also provided sone ground work for
departnments that contributed to the DOR report. She
acknow edged the collaborative efforts of the report
contri butors.

Ms. Merrill reviewed slide 8 "Credit Sunset Dates":

The Indirect Expenditure Report |egislation nodified
sunset dates on certain credits:

Decenber 31, 2016 for the Wnn Brindle Schol arship tax
credit and the salnon utilization tax credit
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Decenber 31, 2018 for the film production credit and
t he education credit

Decenber 31, 2020 for the sal non product devel opnent

credit and the Community Devel opnment Quote (CDQ
credit

Ms. Merrill relayed that sunset dates allowed for a regular
review of tax credits which was a conmmon practice in other
states that generated simlar reports.

1: 39: 45 PM

V5. Merrill pointed to slide 10: "Met hodol ogy -
Internal [ y":

Internally:

Wrk began in April 2014 with a dedicated econom st
and dedicated tinme fromothers, including:

Audi t supervisors and staff

Accounting supervisors and staff

DORIT

O her Econom ¢ Research Group Staff

Departnent of Law
Ms. Merrill presented the process and nethodol ogy that DOR
used for conpleting the 2014 Indirect Expenditure Report.
She nentioned there was a dedicated economi st and tine
dedi cated by volunteers. She enphasized that Dan Stickel

had been very involved in reviewing drafts and helping to
coordinate with the Departnent of Law (DQL).

MVs. Merrill reported on slide 11: " Met hodol ogy -
External | y":
External |l y:

DOR nmet with other departnments and agencies and sent
out a survey for the report
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Each agency examned their operations to identify
i ndi rect expendi tures and report t he required
i nformation

Many departnents identified addi ti onal i ndirect
expenditures that needed to be added

Subm ssions from other departnents and agencies are
not i ndependently verified

Ms. Merrill explained that when DOR net wth the
departnments and agencies they laid out expectations. The
Department of Revenue also sent out a survey to solicit
information for the report. She reiterated that the
Legi sl ative Research Report helped to lay the ground work
allowing for the departnent to identify additional indirect
expenditures. The Departnment of Revenue hoped that, going
forward, departnents would inprove on identifying indirect
expenditures within their operations.

Ms. Merrill scrolled to slide 12: "Reported Information”

Each departnent was required to report the follow ng
i nformati on:

The nane of the indirect expenditure
A brief description

The statutory authority

The repeal date, if applicable

The intent of the legislature in enacting the statute
aut hori zing the indirect expenditure

The public purpose served by the indirect expenditure
The estimated revenue i npact of the indirect
expenditure for the previous five fiscal years
(excluding the fiscal year immedi ately preceding the
date the report is due)

The esti nat ed cost to adm ni ster t he i ndi rect
expenditure, if applicable
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The nunber of beneficiaries of t he i ndi rect
expendi ture

Ms. Merrill comented that the list was laid out in
statute. The Departnent of Revenue also asked agencies to
provi de the year in which each expenditure was enacted. She
observed that there were many enacted prior to statehood.

MVB. Merrill advanced to slide 13: "Revi ew and
Coordi nati on":

Bef ore rel ease, DOR net hodol ogy and report drafts were
revi ewed by:

Contri buting agenci es and departnents

Legi sl ative Finance Division

The O fice of Managenent and Budget

The Bill Sponsor’s staff
Ms. Merrill offered that DOR wanted to nmake sure al
parties involved understood the process and nethodol ogy.
Feedback was provided in the report to the extent possible

gi ven the conpressed tinefrane.

1: 43: 40 PM

Ms. Merrill explained slide 15: "Overview of DOR s Indirect
Expendi ture Report":

I ntroduction, discussing the purpose of the report,
what is included in the report, and an explanation
of the limtations of the report
The indirect expenditures are organi zed by:
Departments, al phabetically
Di vi si ons, al phabetically
G ouped by Program Nanme (if applicable)
Ms. Merrill discussed the contents of the report including
how the indirect expenditures were organized. She gave the

exanple of nmultiple progranms within the tax division of the
Depart ment of Revenue. -
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Ms. Merrill talked about slide 16: "Limtations of DOR s
I ndi rect Expenditure Report":

Due to the short tine constraints:

There is some mssing or unverified information
“Cost to Administer” is limted

The “Legislative Intent” section of many indirect
expendi tures was inconplete

In some cases “Nunber of Beneficiaries” required
additional work to ascertain the inpact of the
i ndi rect expenditure

More time was needed to carry out in-depth analysis

Ms. Merrill nentioned that |ooking forward DOR wanted to
establish a concrete definition of "cost to admnister' in
order to be consistent across departnents. She indicated
that the departnment would be neeting with stakeholders to
set a definition. She asserted that DOL was helpful in
trying to determne legislative intent. She reported that
DOR woul d be exam ning sone of the expenditure history. She
pointed out the need for additional time to be able to
conduct a nore in-depth exam nation. The next report was
due in July 2016 which would allow for the needed tine for
further analysis.

1: 46: 48 PM

Ms. Merrill slide 18: "Future Pl ans":

Reaching out to the University of Alaska and the
Al aska Railroad for inclusion in future reports

Reaching out to the Ofice of Mnagenent and Budget,

the Legislative Finance Division, and the Bill Sponsor
concerning the next Indirect Expenditure Report in
2016

Refining definitions of “Cost of Admnistration” and
“Legislative Intent” by working with stakehol ders

Integrating DOR Indirect Expenditure Report reporting
wi th the new Tax Revenue Managenent System
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Compiling feedback and suggestions which may be
incorporated into the next report in sumer 2016

Ms. Merrill infornmed the committee that DOR was |ooking to
include additional departnments and agencies in the next
report. She relayed that DOR would be conducting a dry run
of indirect expenditure reporting in the state's new tax
revenue nmanagenent system to ensure that any needed
information could be extracted from it. She stressed that
DOR wel coned any feedback or suggestions to nake the report
a useful and effective docunent.

Co-Chair Neuman asked M. Stickel for his view of the
recommendations nmade in the indirect expenditures report.
Specifically, he wanted M. Stickel's take on potential
econom c inpacts on Alaskan communities. M. Stickel asked
if Co-Chair Neunan was referring to the recomendations for
each indirect expenditure.

Co- Chair Neuman responded in the affirmative and referenced
M. Stickel's coments in the coment section of the
report. M. Stickel replied that DOR s report stated the
facts including a list of indirect expenditures and their
corresponding revenue inpacts. The Legislative Finance
Division analyzed sonme of the indirect expenditures and
made reconmendations to keep, nodify, or elimnate them

Co-Chair Neunman clarified that M. Stickel |ooked at the
expenditures then categorized them M. Stickel explained
that DOR had not nade any recomendations about the
i ndi rect expenditures.

1: 50: 49 PM

Representative Gut tenberg asked about unverified
information from agencies and departnents. He wondered if
M. Stickel would go back to verify information at a |ater
time. M. Merrill responded that DOR assuned they were
| ooking at the best infornmation possible. In future reports
DOR wanted to be a resource if a departnent was having
i ssues finding informati on or needed clarification.

Representative Guttenberg asked how unverified information

would be dealt with in the future. M. Stickel responded
that DOR would be looking at things Iike "cost to
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adm nister." He would nake sure that each of the agencies
was using the sanme for what they were reporting to DOR

1: 53: 03 PM

Vice-Chair Saddler asked if it would be easy to integrate
the Indirect Expenditure Report into the tax reporting
managenent system (TRVMS). M. Stickel responded that he
anticipated a straight forward integration. He pointed out
that the report requirenment |egislation passed while the
revenue managenent system project was al ready underway. He
al so stated that the reports had to be set up in the system
in order to generate information. The departnent would be
setting up reports in the upcom ng sunmer.

Vice-Chair Saddler understood that it was the first
indirect expenditure review required. He asked M. Stickel
to discuss the nobst surprising thing uncovered in the
process. M. Stickel responded that the nost interesting
item was the significant nunber of indirect expenditures
He acknow edged that there were many indirect expenditures.

Representative Edgnon asked if the Indirect Expenditure
Report had any role in reviewi ng state agency performance.
He continued that nmany prograns were not tied to a
particul ar departnment that might be able to be incorporated
into the review process in the future.

1:55:41 PM

BRODI E  ANDERSOQON, STAFF, REPRESENTATI VE STEVE THOVPSON,
began his presentation of the Legislative Finance Report
Overview and a summary of findings. He pointed to the
gol denrod book entitled, "Indirect Expenditure Report." He
read froma prepared statenent:

Li ke nentioned previously in the DOR presentations,
once an agency's report is finished it is provided to
the Legislature and the Legislative Finance Division

At the start of every new Legislature, every two
years, the Legislative Finance Division delivers a
report analyzing the Departnent of Revenue's indirect
expenditure report from the specific agencies to the
chair of the finance commttee in each house. The
first review was conpleted for 2015 for the 29th
Legi sl ature and included the foll ow ng:
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Department of Comerce, Conmunity, and Econom c
Devel opnent ,

Department of Fish and Gane,

Departnent of Health and Social Services
Departnment of Labor and Workforce Devel opnent,
Depart ment of Revenue

The next report wll conme out in 2017 for the 30th
Legi slature and that w Il include:

Al aska Court System

Department of Adm nistration

Departnment of Education and Early Devel opnment
Depart ment of Environnmental Conservation
Depart ment of Natural Resources

Depar t ment of Transportation and Publ i c
Facilities

Finally in 2019 for the 31st Legislature the report
will review

All remai ni ng agenci es

Subsequent reviews of each agency will occur every six
years from the previous review so the departnents
reviewed in the current year in the 2015 Indirect
Expendi ture Report wil | cycle for review by
Legislative Finance Division in 2021 for the 32nd
Legi sl ature.

The Legislative Finance Division Indirect Expenditure
Repor t is required to provi de t he fol |l ow ng
i nformati on and answer specific questions:

An estimate of the revenue foregone by the state
because of the indirect expenditure;
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An estimate of the nonetary benefit of the indirect
expenditure to the recipients of the benefit of the
i ndi rect expenditure;

A determ nation of whether the legislative intent of
t he expenditure is being net;

A recomendation as to whether each indirect
expenditure should be continued, nodi fi ed, or
term nated, and a basis for the recommendati on;

The expected effect on the econony of the state if
the state recommendation i s executed;

An explanation of the nethodology and assunptions
used in preparing the report.

The Legi sl ative Finance Division Report Summary:
The report’s introduction provides an explanation
of the nethodology and the assunptions used to

make the recommendati ons presented

On the second page of the introduction which is
not identified with page nunbers.

The actual indirect expenditure report begins on
page 3.

The Page | ayout for each indirect expenditure:

Above the divider line reflects the Departnent of
Revenue subm ssion of the indirect expenditure.

Below the line are answers to questions the
Legislative Finance Division 1is required to
provi de.

Legi slative Finance D vision's recomendations can be
grouped in the foll ow ng way:

Term nation the indirect expenditure
Reconsi deration the indirect expenditure

Revi ew the indirect expenditure
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Conti nue the indirect expenditure

The final recommendat i ons whi ch is not a
reconmendati on

I ndirect expenditure |isted mght not actually
be an indirect expenditure by the definition

O no recommendation due to recent |egislative
activities

2:00:44 PM

M . Anderson continued reading froma prepared statenent:

The report recommends a total of 17 termnations to
certain indirect expenditures:

Two in Commerce Community and Econom c Devel opnent
Smal | Loan Conpany Exenption
Citing it is obsolete and ineffective
Page 3
Property Tax Equival ency Paynent (Renters rebate)
Citing it is not neeting legislative intent

due to the lack of appropriations since 2000
so the program may be obsol ete

Page 9
Three term nation recomrendations are in Fish and
Gane
Al | of termnations are in the Commerci al

Fi sheries Entry Comm ssion.

Term nation recomended based on |ow usage and
smal | benefit.

The | argest share of term nation recommendations, a
total of 12, are found in the Departnment of Revenue
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The recomendations include oil & gas tax, state
royalty exploration «credits, corporate incone
tax, exenptions, fees, rates, and exclusions,
tobacco tax and discounts, notor fuel tax,
commercial vessel tax, and the tire tax.

It is difficult to assign a direct dollar amunt to
the potential savings since there is not a true
dollar-to-dollar translation between what the state
forgoes versus what the state might collect.

Pot ent i al loss of foregone revenue is $446
t housand.

Not including five unknown costs estinates
One indeterm nate

2: 03: 38 PM

M. Anderson further read froma prepared statenent:
One of the potential term nations, the cigarette tax -
tax stanp discount found on page 142 of the Indirect
Expenditure Report. Below is a sanple of portions of a
term nation:
Departnent of Revenue Subm ssion per AS 43.05. 095
(1) Description of Provision
G ves a discount of up to $50,000 as conpensation
for affixing stanps to packs of cigarettes.
(5) Legislative Intent
To provide a discount to conpensate taxpayers for
the cost of affixing stanps to each pack
Legi sl ative Finance Anal ysis per AS 24.20.235

(1) Estimate of Annual Foregone Revenue is about
$313, 192

(2) Estinmate of Annual Benefit to Recipients
$24, 092

(3) Legislative Intent Met: Yes’
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(4) Should it be Cont i nued, Modi fi ed or
Term nated? Recommend termnation. The cost of
affixing stanps to packs of cigarettes should be
considered a <cost of selling cigarettes in
Al aska.

M. Anderson continued reading froma prepared statenent:

Another group of potential termnations is early
filing discounts. The policy discussion mght be
whether or not the state continues to provide early
filing discounts versus a penalty for filing | ate.

The next block of recomendations cone under two
recommendat i ons; ei t her reconsi der or revi ew.
Reconsider is nore directed towards a critique of the
actual expenditure and the review is directed towards
the policy discussions and overall structure of where
the fee or indirect expenditure is |ocated.

Reconsi deration. The report recomends a total of 33
i ndi rect expenditures be reconsidered:

1) Fourteen are in Commerce Conmunity and Economc

Devel opnent :

a) Corporation filings and reporting reconmendations
found on pages 13 through 18. The recommendati on
was for reconsideration of the entire fee
structure to determne if Alaska's fee structure
is effective and conpetitive with other states.

b) Property tax exenption which has not been funded
si nce 1997.

2) There is one reconsideration for each of the
indirect expenditures found in the Departnent of
Fish and Gane and in the Departnent of Health and
Soci al Servi ces.

3) Departnent of Labor has four recomendations of
reconsi derati on.
a) Wirkers conpensation, Alaska Vocational Technica
Education Center (AVTEC), and Cccupational Safety
and Heal th Adm nistration (OSHA) prograrns.

4) There are 13 recommendations in the Departnent of
Revenue for reconsideration:
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a) Sone of the highlighted reconsiderations are
corporation i ncome t ax fee and structure
regarding their effectiveness.

b) The state’s notor fuel tax was reconmended for
reconsi derati on.

5) There are $42 nmillion of indirect expenditures that
were recommended for reconsideration.

Co- Chair Thonpson used the indirect expenditure report as a
tool. Once he saw so many of the corporation inconme tax
fees and filings he subnmitted a request to the Legislative
Research departnent to conduct a project that conpared
Al aska's corporate incone tax structure to other states' in
t he nati on.

2:07:56 PM

M. Brodie continued reporting froma prepared testinony:

Review. The report recomends a total of 24 indirect
expendi tures be revi ewed:

1) The bulk of the recomended reviews suggested

involve the Departnent of Fish and Gane |icensing

f ees:

a) Sone of the highlighted reconsiderations include
a corporation incone tax fee and the structure
regarding their effectiveness.

b) Insufficient funds to cover the annual operating
and capital costs

2) Total indirect expenditure that was recomended for
review is roughly $72 mllion.

Continuation. The report recomends a total of 37
i ndi rect expenditures be allowed to continue:

1) Many of the reason way they recommended conti nuation
is because they are currently neeting |egislative
intent and have a neasurable benefit to the
reci pi ents.

2) Required for compliance in federal law or a
necessary conponent of state operation
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No recommendation. The report has a total of 20
i ndi rect expenditures that have no recommendati on:

1) The majority of the no recomrendati ons are because
of recent legislative activity regarding that
expendi ture
a) Includes the majority of the G| & Gas Production

Tax

2) Many of the tax credits that had sunsets established
or changed through the legislation that created the
| ndi rect Expenditure report

M. Anderson continued reading froma prepared statenent:

Renoval from the Report. There are three indirect
expenditures that the Legislative Finance D vision
t hought did not fit the indirect expendi ture
definition.

No action. Two indirect expenditure either expired or
are slated to expire and require no action since they
are not being utilized.

Action needed. One Indirect expenditure wll need
passage of legislation to extend a sunset or the
credit will expire in 2016:

1) Wnn Bridle Schol arship listed on page 180.
What is next:

1) Major legislation to repeal sonme of the indirect
expenditures that are recommended for term nation.

2) Further legislative research to review tax rates,
exenptions, fees, discounts for effectiveness within
a certain departnment. In expectation a change in
policy through legislation or practices wthin
departnents can reduce sone of the indirect
expenditures that are costing nore than the
per cei ved benefit.

3) Discussions of the overall direction of state

indirect expenditure policy, potentially Ilimting
the creation of new indirect expenditures.
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4) Individual legislation to address specific indirect
expenditures |like the ~cigarette tax stanp or
property tax exenption.

Representative WIlson wondered if the term nations could be
dealt with in one piece of legislation. M. Anderson
responded that the decision would be up to the |egislature.
He commented that sone termnations would fit well into an
omi bus bill and others would not.

Representative WIlson was not |ooking for a policy. She did
not know if, for exanple, termnations wthin the
Department of Conmerce, Community and Econom ¢ Devel opnent
(DCCED) had to be kept separate from other agency related
term nations. She wondered if the cause for term nation had
anything to do with dividing termnations into different
pi eces of legislation. M. Anderson responded that he would
provi de additional information to the chair of the
conmittee.

2:12:56 PM

Co-Chair Neuman offered that he had worked on another
project in which he had requested LFD review fiscal notes
from the previous ten years. He believed that it was good
public policy to work with the departnments to see what | aws
could be renoved from the books. In the current fiscal
climate he wanted to closely exam ne which statutes were no
| onger needed but continued to add to the state's operating
costs.

Representative Gara joined the conmttee.

Represent ati ve Edgnon asked about reporting nechanisns for
the indirect expenditures and whether there were printed
copies. M. Anderson deferred the question to DOR and LFD

Representative Edgnon wondered about the fiscal inpact
associated with all of the paper transactions having to do
with indirect expenditures. He supposed there was sone
fiscal i npact having to do wth the related paper
transactions. M. Stickel confirmed that there were costs
connected to the paper transactions. He indicated that DOR
woul d be closely looking at admnistrative costs to be
included in the 2016 report.

2:15: 25 PM
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Represent ati ve Kawasaki asked about the estimate of revenue
foregone by the state because of indirect expenditures in
HB 306. He relayed that the bill did not have deductions
for costs that were incurred during the regular course of
taxation, mainly in the oil and gas tax section. He wanted
DOR to provide coments. Co-Chair Thonpson reported that
oil and gas were specifically left out of HB 306 and were
not part of the review

Representative Kawasaki asked if Co-Chair Thonpson was
referring to all oil and gas. M. Anderson responded that
there was an exclusion for all indirect expenditures
related to Title 38 of the Al aska Statutes, which included
the oil and gas credits and expenditures.

Representati ve Kawasaki asked if the anount deducted was a
significant nunber. M. Stickel indicated that when | ooking
at taxes there was the issue of which deductions were part
of determning the tax base versus credits and exenptions
against the tax base. He comented that DOR primarily
| ooked at credits, exenptions, and deductions that occurred
after the tax base was calculated. He referred to page 3 of
the departnent's summary, which addressed the definition of
the indirect expenditures in nore detail than in the
presentation. He also nentioned that there was a narrative
in the report that explained sonme of the decisions made by
t he departnent.

Representati ve Kawasaki relayed that he would review the
narrative.

2:18: 22 PM

Representative CQuttenberg referred to page 97 of the
| ndi r ect Expenditure Report under revenue where it
di scussed exploration incentive credits. He wondered why
the exploration incentive credit was not considered a
direct expenditure. He furthered that the exenption for oil
and gas was a direct expenditure. He restated his question.

Ms. Merrill responded wth the exanple of the exploration
incentive credit. She reported that the credit was foregone
revenue in the sense that the state was trying to
i ncentivize behavior wthout direct spending by the state.
For exanmple, the credit could be applied against tax
l[iability. The intent of the credit was to encourage

House Fi nance Conmmittee 19 02/10/15 1:31 P. M



geophysical work on state land so the state could manage
its lands nore effectively. The state was not directly
gi ving anyone noney but was reducing their tax liability.
She stated that based on the definition of an indirect
expenditure the credits were considered indirect.

Representative GQuttenberg remarked that the exploration
incentive credit had not been used since 1978 [NOTE: Per
page 97 of the Indirect Expenditure Report the credit was
enacted in 1978 and was |last wused a decade ago]. He
wondered if there was a way to conpare the use of the
exploration incentive credit to the use of the alternative
credit for exploration or if a conparison was already
avai lable. M. Stickel responded that the departnment was
not ready to discuss specific policy decisions during the
current presentation, but could follow up with a conparison
of the two different incentives.

Representative Guttenberg replied that he would discuss a
conparison with M. Stickel at another tine.

2:21: 30 PM

Representative Gara referred to page 122 of the Indirect
Expenditure Report. He commented that wunder the state's
corporate tax there was a varied tax rate depending on how
much profit was nmade. The tax rate remained low up to a
certain anmount of profit and increased above a certain
| evel of profit maxing out at approximately 9 percent for a
C corporation. If a business wanted to avoid taxes it could
becone an S corporation. Wen the state used to have an
income tax all the other businesses paid taxes through the
owner's personal inconme tax. Wen the state termnated the
incone tax all of the taxation of the other forns of
corporations di sappeared. He opined that all a business had
to do was become an S corporation to avoid paying taxes.
The report suggested that the S corporation exenption be
lifted. He felt the conmttee should consider lifting the
exenption for those businesses with a profit of $200
t housand or nore. He asked M. Stickel for his opinion
about the S corporation exenption.

Co- Chair Thonmpson comented that Florida was the only state
that taxed S corporations. Representative Gara furthered
that every state that had an incone tax received its
revenue through an incone tax.
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M. Anderson interjected that Representative Gara's
guestion was an indicator that the Indirect Expenditure
Report was successful in pointing out items such as the S
corporation exclusion to help make better policy decisions.
Representative Gara added that the termnation of the S
corporation exenption would affect him personally.

Representati ve Gara poi nt ed to anot her expendi ture
termnation, the reduced rate for capital gains, |isted on
page 124. He suggested that conpanies could turn a profit
into a capital gain through bookkeeping. The tax on incone
classified as a capital gain was 4.5 percent versus 9
percent on incone for an S corporation. He was not sure
about the particular effects of the termnation and
surm sed that the effect could be revenue neutral.

2:25: 06 PM

Representative Minoz referred to page 98 of the Indirect
Expenditure Report. She reported that the tax credits under
the Alaska’s Clear and Equitable Share (ACES) tax systemin
FY 13 equated to $772 nmillion. She asked whether the state
had further credits in FY 14. If so, she wanted to know the
anount. Al so, she asked for the dollar amount generated in
FY 14 from the new tax credits under SB 21 [Mire Al aska
Production Act (MAPA) passed in 2013]. She wanted to know
how the two credits conpared. M. Stickel responded that in
terms of the production tax credits in total for FY 14
there were $888 mllion in credits used against liability
and $593 nmillion purchased by the state. The total for FY
14 included both the qualified capital expenditure credits
as well as other production tax credits. He stated that he
woul d be happy to follow up with additional detail.

Representative Minoz responded that the information would
be hel pful. She also asked if the $593 million was used to
purchase the old credits under the previous ACES system
M. Stickel responded that the noney was primarily the
qualified capital expenditure credits and net operating
| oss credits.

Representative Minoz asked for a conparison of the two
credits and how they conpare under ACES versus MAPA. M.
Stickel comented that the department was producing a few
wor k products that could be provided to the commttee.
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Co- Chair Thonmpson directed M. Stickel to provide the
information to his office.

Representative Kawasaki referenced the qualified capital
expenditure credit. He indicated that it was a substantia
nunber and that it had grown nore than LFD had consi dered.
At the beginning of the current session LFD reported that
the number would decline due to SB 21. He commented that
the credit was primarily for investnent and nai ntenance for
the existing infrastructure. However, he purported that it
did not make any suggestions or reconmmendations to apply
the tax to Cook Inlet. He wanted to know what percentage of
each of the years was applied to Cook Inlet versus the
Nort h Sl ope.

M. Stickel responded that in terns of the credits used
against tax liability, it was applied primarily to the
North Slope. The credits purchased by the state were
di vi ded about equally between the North Sl ope and non-North
Sl ope areas. There would be nore detail in the information
he would provide to the commttee. He reiterated that the
departnment's report provided a list of credits for the
| egi sl ature to consi der.

Representative Kawasaki asked about the well | ease
expenditure credit and noted the specific reference to Cook
Inlet and the lack of public information. He was concerned
with being able to nmake a qualified decision as to whether
| egislative intent was net wi thout having access to all of
the facts. He wondered if DOR had access to the
information. If so, he wanted to know how it would be
conveyed to the | egislature.

M . Sti ckel responded that the departnent had sone
confidentiality restraints in reporting certain credits. He
suggested if there was a tax credit in which only one tax
payer took the credit, the departnent would have to hold
that information in confidence. He pointed out that DOR had
made an extensive effort to ensure that the maxi num |evel
of detail regarding the credits was provided to the
| egi sl ature. He reassured the conmttee that there would be
additional detail on sone of the credits provided beyond
what was in the Indirect Expenditure Report.

2: 30: 16 PM
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Representative Pruitt wondered how many people were
enployed by the state to admnister the tax credits. He
expressed his concerns about the related costs. M. Stickel
did not have the nunmber immediately at hand. He deferred to
M. Burnett.

JERRY BURNETT, DEPUTY COWM SSIONER, TREASURY DI VI SI ON,
DEPARTMENT OF REVENUE, reported that the departnment was in
the process of putting together the information for Co-
Chair Thonpson for the subconmittee. He indicated that the
informati on woul d be available within a week.

Representative Pruitt asked M. Burnett about the rel evance
of the report. He wanted to know if the departnent was
interested in taking the information that it gathered and
giving the legislature a starting point fromwhich to work.
He believed that tax credits were not tax cuts. He asked if
the department would be willing to lead the state on the
i ssue.

M. Burnett responded that the departnent had been having
several internal discussions on the subject and would be
getting back to the comittee. He furthered that the
departnment was not averse to providing sonme |eadership in
certain areas.

Representative Pruitt appreciated M. Burnett's comments.

Co- Chair Thonpson expressed his pleasure in seeing interest
in the legislation and the Indirect Expenditure Report. He
opined that the report would be a valuable reference. He
reviewed the schedule for the foll ow ng day.

#
ADJ OURNIVENT

2:34:05 PM

The neeting was adjourned at 2:34 p. m
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