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Co- Chair Thonpson di scussed the neeting agenda.

#hb4001
HOUSE BI LL NO. 4001

"An Act relating to taxation, including establishing
an individual income tax; relating to the marijuana
tax and bonding requirenments for marijuana cultivation
facilities; relating to the exploration incentive
credit; increasing the notor fuel tax; increasing the
taxes on cigarettes and tobacco products; taxing
el ectronic snoking products; adding a definition of
‘el ectronic snoking product' and requiring |abeling of
an electronic snoking product; increasing the excise
tax on alcoholic beverages; relating to exenptions
fromthe mning license tax; renoving the m nimum and
maxi mum restrictions on the annual base fee for the
rei ssuance or renewal of an entry permt or an

interimuse permt; increasing the mning |icense tax
rate; relating to mning |icense application, renewal,
and fees; increasing the fisheries business tax and

fishery resource landing tax; relating to refunds to
| ocal governnments; and providing for an effective
date."

8:39:04 AM

RANDALL HOFFBECK, COW SSI ONER, DEPARTMENT OF REVENUE
provi ded opening statenments about the legislation. He
di scussed the governor's introduction of a conprehensive
package to reform the governnent's current fiscal
situation, whi ch i ncl uded new revenue, reduced
expenditures, and use of financial assets to balance the
budget and close the $4 billion gap. He believed that over
the course of the session it becone clear $4 billion was a
very |large nunber and closing the gap was a very difficult
task. He detailed the House Finance Conmittee had already
dealt with two of the l|arge conponents including the oi
and gas tax credit reform [HB 247] and the budget. Two
maj or conponents were renmining that would conme before the
commttee during the current special session including the
Per manent Fund Protection Act [HB 245] and the omi bus tax
bill currently before the cormittee [HB 4001].

Comm ssioner Hoffbeck relayed the commttee had already

seen sone of the bill conponents including those related to
m ning, fishing, nmotor fuel, and incone taxes; the alcoho

House Fi nance Conmmittee 2 05/ 24/ 16 8:38 A M



and tobacco taxes had not vyet been considered by the
commttee. Additionally, a marijuana enforcenent conponent
had been added to the bill, which was a portion of
Representative Gabrielle LeDoux's HB 337. The revenue
package included in HB 4001 would raise approximtely $350
mllion per year by FY 19 and would be a substantial
portion of the effort to close the fiscal gap. The bil
conmbi ned previous tax bills before the legislature [during
regul ar session] including inconme tax (HB 250 and SB 134),
notor fuel tax (HB 249 and SB 132), tobacco tax (HB 304 and
SB 133), alcohol tax (HB 248 and SB 131), mning tax (HB
253 and SB 137), fish tax (HB 251 and SB 135), and
marijuana tax enforcenment (HB 333). For the nost part HB
4001 incorporated work that had already been done during
session; nost of the commttee adjustnments had been
included within the bill.

Comm ssioner Hoffbeck addressed the structure of the
presentation titled "New Sustainable Al aska Plan: Pulling
Together to Build CQur Future; Governor's Special Session

Omi bus Tax Bill HB 4001" dated May 24, 2016 (copy on
file); there were two pages for each of the bill conponents
including what the bill did and how it differed from

| egi sl ation heard during regular session and how nuch noney
it raised and how it inpacted individual Alaskans. The
original bills had included a conponent for electronic
filing, which had been taken care of with the passage of HB
375 [related to the filing of electronic tax returns and
reports]; therefore, it had been stripped out of the
vari ous conmponents of HB 4001.

8:42:36 AM

KEN ALPER, DI RECTOR, TAX DIVISION, DEPARTMENT OF REVENUE,
addressed slide 5 related to incone tax. He relayed he
woul d discuss the items in the sequence they appeared in

the bill. The income tax statute would be a new AS 43.22
for individual inconme tax tied to 6 percent of the federa
tax liability. He explained it was very simlar to a

previous income tax in Alaska that had |asted for severa
decades and had been repealed in 1980. The forner rate had

peaked as high as 16 percent of the federal liability (6
percent was slightly nore than one-third of the forner
tax). The bill language provided for wthholding by
enpl oyers that would send noney to the state (effectively
equivalent to a W2 forn). The bill would enable the state
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to tax inconme out of state residents, partnerships, and S
cor por at i ons.

M. Alper highlighted how the incone tax section differed
from the regular session bill. He relayed it cleaned up
| anguage related to the taxation of trusts. He el aborated
that Alaska was sonething of a trust haven and the
admnistration did not want to harm noney residing in
Al aska for trust purposes. He noted the departnent had just
heard the bill did not renove fishery crew shares from the
wi t hhol ding tax requirenents; however, the intent was to
remove the language in the w thholding section of the bill.
He explained that fishery crew tended to be contractors as
opposed to wage enployees and it would be burdensone on the
captain to have to do wthholding taxes for non-wage
enpl oyees. Individuals with no taxes wthheld would have a
hi gher tax liability at the end of the year, which would
have to be dealt with on the enforcenent side. The nost
i nportant change was the delay of the effective date to
January 2018 from the initial January 2017 date. He
detailed the <change nmade a big difference for the
Department of Revenue (DOR) because it would provide the
department with time to gain some outside expertise, |learn
about building an inconme tax from scratch, and renoved nuch
of the inplenentation cost out of the fiscal note. The
department did not currently have a conplete sense on the
cost it would take to inplenment the incone tax; it intended
on reporting back to the legislature in the com ng January
on the actual cost including a staffing plan and software
needs. The project was large and the departnent did not
want to base the inplenentation on a partially constructed
i dea on cost.

M. Al per noved to slide 6 and addressed the fiscal aspects

of the incone tax. The bill had originally been projected
as $200 mllion and was a $205 nmillion bill based on
inflation by the time the full value would be reached in FY
19. The revenue was only $100 million in FY 18 because the

state would begin collecting wthholding taxes in January
2018; therefore, by June 30, effectively half a year's
worth of taxes would have been w thheld. The first full
year the tax would be in effect was FY 19. After FY 19
revenue numnbers woul d increase slightly every year based on
inflation and the expectation of incone grow h.

M. Al per relayed the tax would only be paid by people who
owe the federal governnent noney. The departnent estinated
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that between 20 to 30 percent of Al askans had zero federa

liability and would therefore have zero state liability.

The percentage was a bit lower than the national average -
typically about 40 percent of households paid no federal

income tax. He detailed part of the reason the state had a
| oner nunber was due to the Permanent Fund D vidend, which
provided a base inconme for Alaskans and pushed sone
individuals up into a tax bracket they may not otherw se
fall into. The tax was sonewhat progressive, neaning the
effective rate increased the higher a person fell on the
income scale. There was a very low or no tax burden on
househol ds maki ng | ess than $50, 000 per year. He el aborated
nost househol ds woul d pay substantially |ess than 1 percent
of their inconme and no one would be over the 1 percent
threshold wuntil they earned over $100,000 in household
incone. He specified state incone taxes were deductible
from federal incone tax; therefore, individuals who item ze
(generally honeowners with a nortgage) would have the
ability to deduct their state inconme tax and save from
their federal incone tax at the nmarginal tax rate
(typically 25 percent); sone of the noney would be com ng
out the federal governnent's pocket. There were 43 states
that currently had an incone tax.

8:47: 59 AM

M. Alper turned to slide 7 related to the notor fuel tax
(AS 43.40). He relayed the subject had previously been
heard by the House Finance Committee after going through
t he House Transportation Comm ttee during regular session
He highlighted the various tax changes:

What it Does

* Increases current tax rates

e Hi ghway Fuel: 8 cents to 16 cents

e Marine Fuel: 5 cents to 10 cents

e Aviation Gas: 4.7 cents to 7 cents

e Jet Fuel: 3.2 cents to 6.5 cents

* Doubles the credit for highway fuel used off-road

M. Al per relayed there was a current credit of $0.06 for
hi ghway fuel wused off-road, generally clained by mning
operators or people purchasing |large anmounts of fuel for
use off the road system The credit was applied to the
$0.08 cent tax, bringing it down to $0.02. He explained
that because highway fuel tax would double wunder the
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legislation to $0.16, the credit was doubled to $0.12,
whi ch woul d nmean an increase to $0. 04.

M. Al per addressed how the notor fuel tax differed from
the regular session bill on slide 7. He explained the
admnistration had wused |anguage from a House Finance
Commttee substitute for HB 249, which reduced proposed
increases on aviation and jet fuel. Additionally, the bil
did not incorporate a two-year sunset that had been
included in the House Transportation Committee bill [HB
249]. The sunset had been built into FY 18 wth the
expectation the issue would be revisited based on the price
of oil at the tinme. The current bill would inplenent a
per manent tax increase.

8:49: 40 AM

M. Al per addressed slide 8 and relayed that the notor fue
tax would generate about $43 million per year. The tax
woul d roughly double the current notor fuel collections. He
detail ed that about $200,000 would be shared with mnuni ci pal
airports. He elaborated it related to standard statutory
formulas on aviation fuel <collected from areas wth
muni ci pal airports and included a revenue sharing
conponent. He relayed the last tinme the highway fuel
increased had been in 1970. He referred to a renmark by
Deputy Conm ssioner Jerry Burnett that he could fill his
car for $3.00 in 1970. He specified the state would stil
have one of the lowest tax rates in the country if it were
doubled to $0.16. He explained that a typical person
driving 12,000 mles per year in a vehicle getting 20 mles
per gallon, would pay an additional $48 in tax.

8:51: 00 AM

M. Al per addressed tobacco tax (AS 43.50) on slide 9. The
cigarette tax was neasured in mlls (one-tenth of one
cent); the current tax was 100 mlls between two different
taxes with two slightly different funding destinations,
which for all intents and purposes was a single tax of 100
mlls per cigarette. The bill would increase the tax to 150
mlls or $0.15 per cigarette or from $2.00 to $3.00 per
pack. He referred to the tax stanp sold by the State of
Al aska, which was placed on every pack of cigarettes sold.
He detailed a new series of stanps would be generated and
woul d be sold for $3.00 instead of $2.00; it was considered
a pre-paid tax in some ways. Oher tobacco products were

House Fi nance Conmmittee 6 05/ 24/ 16 8:38 A M



taxed at a percentage of the wholesale value; the bill
woul d increase the tax rate from 75 percent to 100 percent
of total sale value. Electronic snoking products fell under
a new industry also known as the "vape" industry. He
el aborated the industry was becomng quite sophisticated
and there were several full-time vape shops in the
Anchorage area; the product was currently untaxed. The
product was nmade of generally tobacco derivatives and
typically contained nicotine. The bill expanded tobacco
definitions in order to tax the new products; however,
because the products were currently not taxed the
adm nistration felt it was appropriate to establish a | ower
tax rate of 75 percent.

M. Al per elaborated the tobacco sections of the bill were
t he | ongest because there were nunerous definition changes
invol ved with el ectronic snoking products. There was al so a
definition cleanup for wholesale price in order to clarify
sonme issues which had arisen in sone tax audits within the
excise tax group related to tobacco taxes. He addressed how
the sections differed from the regular session bill. He
explained it was the only one of the governor's bills wth
distinctly different |anguage introduced to the House and
Senate at the beginning of session. He explained the Senate
bill had been introduced at the beginning of session and
sone corrections had been nade before the House bill had
been introduced a week or so later related to the
definition of electronic snoking products. The House bil
had been wused as the starting point for the current
sections in HB 4001 and definitions had been cleaned up
based on work done in the Senate. He detailed the bill
would only tax electronic snoking products that contained
nicotine. He furthered that people used vape technol ogy for
non-ni coti ne purposes, which the bill would not tax;
however, it added a |abeling requirenent - products had to
show whet her or not they contained nicotine.

M. Al per discussed how nmuch the tobacco tax would raise
about $29 nillion per vyear (slide 10). The tax would
decline a little bit every year due the forecast projecting
a decreasing nunmber of snokers in Alaska over the next
several years. He added the decline was not anticipated to
be trenmendous, but the projected revenue for later years
was closer to $27 mllion. The revenue represented about a
50 percent increase above current tobacco tax collections.
The fiscal note was indeterm nate because revenue from
electronic cigarettes was currently unknown, which was in
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part why the departnent felt the need to include the
product wunder the tobacco unbrella. The departnent could
only guess at the actual revenue that could cone in because
it did not know how nuch the product was out there. About
$2 mllion of the new revenue would go to the Tobacco Use
Educati on and Cessation Fund, which represented a statutory
percentage of the m |l rate tax on cigarettes.

8:54:45 AM

M. Alper continued to address slide 10 and addressed how
the tobacco tax would inpact Al askans. The bill did nmake it
nore expensive to snoke; $1.00 per pack at a pack per day
woul d be an increase of $365 per year. The state currently
had the 11th highest cigarette tax and would nmove to 5th
place with the increase. He noted the nunbers were a bit
m sl eadi ng because there were nunerous local cigarette
taxes all over the country including sonme cities wthin
Al aska. For exanple, Juneau had an additional cigarette tax
of at least $2.00. The state had substantial healthcare
costs through the Departnment of Health and Social Services
(DHSS) related to tobacco illness, which the increase would
help offset. He detailed the state's chief nedical officer
had testified in the previous conmttee about the issues.
The bill would add a tax for the first time to the new vape
i ndustry.

M. Alper noved on to discuss alcohol tax (AS 43.60) on
slide 11. He detailed the alcohol tax had not received
significant hearings apart from in the House Labor and
Commerce Committee. The bill would double current tax
rates:

e Distilled Spirits: $12.80/gallon to $25.60
e Wne: $2.50/gallon to $5.00
« Beer and Cider: $1.07/gallon to $2.14

M. A per explained the nunbers were not random He
explained that the last tine the alcohol tax had been
increased in 2002 the decision had been made to tie the tax
to $0.10 per drink. He elaborated that 1 gallon was 128
ounces, 1 ounce was about a standard shot of [|iquor;
therefore, a tax of $12.80/gallon or $0.10 per drink was
established. Likewi se, 1 gallon of wine based on a 5 ounce
pour would be $2.50 and $1.07 per gallon for beer was the
equi val ent of $0.10 for a 12 ounce beer. The craft brewery
rate was tied to the federal definition of a small craft
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brewery - not just breweries in-state, which would be
unconstitutional - it also included small breweries from
outside Alaska. The first 60,000 barrels per year from a
craft brewery would have a tax of one-third of the full
rate: $0.35/gallon increasing to $0.70. The bill created
sonething of an advantage for the industry; the spread
between |arger and small breweries becane |arger when the
taxes were doubled. The tax would increases the cost of a
drink from $0.10 to $0.20. He explained the bill would
change the requirenent tax payers had to pay a as a
security bonding paynment to DOR from $25,000 to variable
based on the departnent's decision about what would be the
best nunber for the individual taxpayer. He noted that many
t axpayers were quite small and the $25,000 was sonmewhat
onerous; Wwhereas, sone taxpayers were quite large and
$25,000 may not be an adequate incentive for them to

continue paying their taxes. The bill contained no
differences between the one introduced during regular
session. He reiterated the prior bill had not received many
heari ngs.

M. Al per addressed the increased alcohol tax would raise
approximately $40 mllion per year (slide 12). He drew
attention to a table on the back page of the fiscal note
showi ng the 2017 revenue from al cohol would be $4 million

He corrected the amount was actually $40 mllion, which
would add $36 million to the bottom line total in FY 17.
The tax increase roughly doubled current collections. About
$20 mllion would go to the Alcohol and O her Drug Abuse
Treatnment and Prevention Fund. He elaborated the fund was
included in the nental health budget and funded nany DHSS
prograns. He added that the funds were supplenented by a
| arge nunber of GF. He noted it did not nean the state
needed to be putting $20 nillion nore into the prograns;
the G- could be backed out in the budget nmaki ng process.

M. Al per addressed how the bill would inpact Al askans. He
relayed it would nmake it nore expensive to drink. The tax
could equal $0.10 per drink or could be built into the
whol esale price and could lead to a larger increase than
the typical price of a drink. The state had anong the
hi ghest alcohol taxes in the country at present and the
increase would nmke Alaska nunber one by a substantial
margi n, which he was certain the al cohol industry would be
qui ck to point out.

House Fi nance Conmmittee 9 05/ 24/ 16 8:38 A M



M. Al per noved to slide 13 related to narijuana tax (AS
43.61) and relayed the bill would not increase the specific
tax. The bill i ncluded some provisions from a bill
Representative LeDoux had submitted during the regular
session, which had conme out of the House Labor and Commerce
Committee. He did not believe the bill had been heard by
t he House Finance Conmittee. The 2014 nmarijuana initiative
had established a $50 per ounce rate; through the
regul atory process a lower rate had been established for
t he non-snokabl e portions (i.e. the concentrates industry).
The bill would requires a surety bond of $5,000 for
taxpayers (i.e. the growers). The requirenment was slightly
atypical anong the departnent's surety bonds because it
gave the option for the growers to provide the noney in
cash rather than an insurance plan because there was sone
concern the marijuana taxpayers would not be able to access
traditional banking services and woul d therefore be working
in a cash econony. The primary goal was to give certain
enforcenment powers to DOR that it had for sonme other taxes.

M. Al per explained the bill would enpower DOR to enforce
the tax against a marijuana retailer who is selling product
that did not cone from a |icensed/taxpaying cultivator.
Additionally, the bill would enpower DOR to enforce a tax
penalty on illegal grow operations in excess of the
personal use limt. He noted the limt had been six, but HB
75 had increased the [imt to 12. He referred to a recent
arrest of a grower in Honmer with 1,000 plants and rel ayed
that 988 of the plants were illegal, which could be a
felony. However, an alternative enforcenent nechani sm that
woul d be nuch easier to collect would be to include a tax
penalty on that marijuana. For exanple, the state could
charge $50 an ounce for the illegal plants; it would be a
civil fine and in the case of the Homer grow ng operation
it would have -equated to approximately $250,000. He
furthered it would hopefully act as a deterrent from |arge
illegal grow operations.

9:02:11 AM

Representative WIlson clarified that the nunmber of plants
had not been increased. She stated that the limt had been
6 plants per person and HB 75 had changed it to 12 per
househol d regardl ess of the nunmber of individuals living in
the hone. She reasoned effectively the nunber had been
| onered because previously if there were three adults
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residing in a honme they could have had 18 plants, but now
they could only have 12.

M. A per replied in the affirmative. He relayed the bil
contained no difference in the marijuana sections from the
bill that came out of the House Labor and Conmerce
Conmittee several weeks back.

M. A per noved to slide 14 and relayed the revenue from
the marijuana tax was indetermnate. He detailed that any
noney raised by the changes would be through enforcenent
actions, which were inpossible to predict. Utimtely the
adm nistration's goal was to make it as advantageous as
possible to be a legal and |icensed business and
di sadvantageous to remain in the black market. He equated
the current situation to 1934 when al cohol prohibition had
just been repealed. The bill would indirectly increase
revenue to the state fromlegal marijuana.

M. A per turned to slide 15 related to mning license tax
(AS 43.65), which had been included in a bill with severa
small taxes previously considered by the House Finance
Commttee. The bill would increases the current top tax
rate on net profits greater than $100,000 per year from 7
percent to 9 percent. The bill would reduce the production
tax holiday for new nmines from 3.5 years to 2 years. The
bill would prevent the mning exploration incentive credits
from being used to reduce royalties, limting to just the
tax (the change had originally been incorporated in the
House Resources Committee). He explained the credits were
not cashable and were rolled forward for use against taxes.
He elaborated the state was only the land owner for a

couple of the large mnes in Alaska. The bill would add a
$50 annual license fee for mners. He noted that mners
were exenpted from needing a business |icense, which was

also $50. He furthered that because miners already had
mning licenses there was no reason to make people get a
second |icense.

M. Al per addressed how the bill differed from the regul ar
session bill. The original bill sought elimnation of the
tax holiday; the 2-year tax holiday was a conprom se
proposal. Additionally the exploration incentive credits

and royalty change made in House Resources Conmittee had
been incorporated. The 2 percent increase at current
commodity prices (the industry was closely tied to the
gl obal price of gold and zinc) would bring in about $7
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mllion per year (about $25,000 of the total would result
from the $50 license fee). He addressed how the increase
woul d i npact Al askans. He relayed the typical "nom and pop"
m ner would not feel an inpact apart from the $50 fee. He
shared that in 2014 there were only 14 taxpayers earning
over $100,000 in taxable profits and were the only ones who
woul d be inpacted by the tax increase. Qut of the 14, there
were only about 5 large mnes in the state. He specified
there were smaller mners who had a particularly good and
earned over $100,000; only the anpbunt above $100, 000 woul d
be subject to the tax. He relayed that if soneone owned
land |leased by a mine and the mine paid the |andowner a
private royalty, the royalties were current subject to a
mning license tax; therefore, several of the $100, 000
t axpayers were not actually mners, but were | andowners who
were paid royalties by a mner.

9:06:42 AM

M. Al per turned to slide 17 and addressed the fisheries
business tax (AS 43.75) and the fisheries landing tax (AS
43.77). He highlighted that the business tax applied
primarily to processors and the landing tax applied nostly
to federal fisheries. The bill would increase the current
tax rates by one percentage point. The rates were currently
between 3 percent and 5 percent depending on status (i.e

onshor e, of f shor e, canneri es, shor e- based, etcetera).
Currently the fisheries +taxes were shared wth the
muni ci pal governnent 50/50. Under the bill, the first 1

percent of the increased tax would go 100 percent to the
state and the rest would be shared 50/50, effectively
holding the nunicipalities harmess. He noted that the tax
i ncrease would not be shared with the nunicipalities.

M. Al per explained the bill would renove the $3,000 cap on
annual Commercial Fisheries Entry Conm ssion (CFEC) entry
permt fees. The elimnation of the cap would increase the
permt fee for certain |large boat owners (a couple hundred
| arge boat owners who were alnost entirely non-resident).
The developing fisheries designated annually by the
Department of Fish and Ganme were exenpted from the
increase. He discussed how the sections differed from the

regul ar session bill. The original bill had increased the
rate for one of the developing fisheries, which had been
removed in the current bill. Additionally, the entry permt
fee had not been included in the original bill, but had

been added in commttee. He believed it may have been in
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other legislation, but he had not found the source
docunent .

M. Al per highlighted the increases would bring in about
$18 million from the tax change and about $2 million from
the CFEC fee change. He addressed how the sections would
i npact Al askans. He relayed the price of fish was generally

set by the comodity nmarket; the nmarket would not
necessarily absorb the tax increase. He elaborated that
although the tax would be paid by processors, it was

typically backed out of paynents made to harvesters. So in
effect, the fisherman woul d pay the tax.

9:09: 33 AM

Representative Gara addressed the state's $4 billion-plus
deficit. He noted that the governor's revenue proposal did
not reach $4 billion. He discussed that there were

opponents of each of the wvarious taxes; therefore he
thought it seenmed to be a recipe for failure to put all of
the taxes in one bill. He asked why it was the strategy
that the adm nistration had chosen.

Conmi ssi oner Hof fbeck answered that there had been nuch
di scussi on about whether to offer the bills separately or
combined during regular session. The admnistration had
wei ghed whether conmbining them or l|eaving the taxes in
separate bills would give people to give people the ability
to vote for something they did not necessarily |ike because
they were potentially alright wth the other five
conponents of the bill versus a situation where people
woul d not vote for the bill. The adm nistration had offered
the taxes in separate bills during regular session, but the
bills had not noved forward. Therefore, the admnistration
had el ected to introduce the taxes in an omibus bill where
it was easier to see all of the conponents in one place at
one time. One of the mmjor pushbacks the adm nistration had
received was there had not been a large desire to work on
an individual tax bill separate fromother tax bills.

9:12: 47 AM

Representative Gara expounded on his prior question. He
remar ked that when nunerous popular bills were conmbined it
was a nmethod for increasing votes; however, conbining
nunmerous bills that people did not |love, resulted in fewer
votes. Based on conversations he had with other |egislators
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he surm sed the bill was alnbost guaranteed to fail because

peopl e disliked various conponents of the bill. He asked
the adm nistration to rethink the strategy. He spoke to the
income tax conponent. He believed the admnistration

testified it had chosen an inconme tax that was the | owest
in the country. He elaborated the incone tax would raise
close to $200 nmillion or one-twentieth of the state's $4
billion deficit. He reasoned that the public would say the
adm nistration was inposing the tax at present and would
increase it in the future. He believed there was sone |ogic
behind that |I|ine of thinking. He wondered why the
adm ni stration chose not to propose sonmething nore simlar
to the state's former inconme tax or a proposal offered by
Representative Paul Seaton earlier in the regular session
which would raise nore noney. He continued the current
proposal only applied to people naking capital gains
i ncone. He equated the individuals who woul d be inpacted by
the tax to the Warren Buffets of the state; he added there
were few individuals in that category in Al aska. He
concluded the inconme tax would be less than 1 or 2 percent
on a person's 15 percent capital gains tax.

M. Al per answered that no one wanted to add an incone tax
just to add an incone tax; there was no strong desire to
tax the Al askan people. The incone tax had been the |ast
conponent added to the governor's revenue plan the previous
fall. The size had been chosen based on what was needed to
bal ance the state's budget. The adm nistration had | ooked
at the other conponents including what the change to the
Per manent Fund would do, all of the smaller taxes, the oi

and gas tax credit reform and the expected and additiona
budget cuts and without the income tax the plan had been
$200 million short by FY 19. Therefore, the |ast conponent
chosen was the incone tax, which was as small as it needed

to be in order to balance the budget. Until it becane clear
which bills passed or did not pass by the current
| egislature, it was not possible to calculate what the

income tax rate may need to be. At present, the nunber had
been selected in order to balance the budget assum ng the
passage of the other conponents.

Representative Gara countered that the adm nistration knew
its Permanent Fund Protection Plan had been replaced by a
plan that raised |less noney. He stated that if HB 4001
passed he would have to be honest with the public that
people would pressure a second incone tax increase. He
reasoned the last thing people wanted was to be taxed
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twice. He referred to the current $4 billion deficit and
di scussed that any version of the passed oil and gas credit
bills brought in zero revenue in FY 17 or FY 18.

Co- Chair Thonpson asked to the conmmttee to stick to the
current bill.

Representative Gara continued that the oil and gas tax
credit bill brought in no revenue and the proposed incone
tax brought in no revenue for two years. He wondered why it
was a good i dea.

M. Alper answered that the incone tax was new. The
adm nistration could quadruple the other taxes if the
| egi sl ature desired and absorb it into the existing staff.
The dollar part was not the difficult part. However, the
state did not have the infrastructure, people, or equipnent
to handle the income tax; it was necessary to procure the
items and the state needed to learn how to inplenent the
income tax from people who know about the issue. He
furthered developing the infrastructure would take tine; it
was not that the administration did not want the noney at
present to balance the current budget, but the state was
physically incapable of beginning to collect an incone tax
at present. The decision had been nmade to delay for a year.
He continued that it was currently My and the thought of
having the infrastructure in place by January 2017 was
chal l enging. He reasoned the work would be done better if
implenented in FY 18. Additionally, the admnistration
would do a better job asking for the resources if it cane
back in January with expertise about what it would take. He
remarked the legislature had seen a fiscal note a few
nont hs ago specifying $14 nmillion and 60 new enpl oyees were
needed. He believed the estimte was probably about right,
but the admi nistration honestly did not know, it would take
real noney to inplenent an incone tax. He would rather be
accurate than need to ask for funding tw ce.

Representative Gara asked for verification that it would be
the lowest incone tax in the nation. Additionally, he asked
how nuch revenue the incone tax would raise if it was
i nposed at the level of the state's fornmer incone tax.

9:18:41 AM

M. Al per answered in the affirmative. He el aborated that 2
states had a tax on capital gains (not a true incone tax).
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Qut of the 41 other states with an income tax, Al aska woul d
have the lowest if the 6 percent tax was inplenented. He
relayed Representative Seaton's HB 182 during the 2015
session, had included Alaska's former incone tax of 16
percent conbined with a capital gains conponent and would
have generated $650 million in revenue per year.

Vice-Chair Saddler asked if the admnistration believed
conbi ni ng seven taxes together would rmake the bill nore or
less likely to pass.

Conmi ssi oner Hof f beck answer ed t hat based on t he

adm nistration's lack of success passing the  bills
i ndividually, he surmsed conbining the taxes together in
one bill it was probably not less likely the bills would

pass. He detail ed sone people had been willing to vote for
a package if they liked six out of the seven taxes. He
continued that others would have preferred to vote against
an individual tax and hope that the rest of the legislators
would pass it. He believed it was "six to one, half dozen
to another” as far as the best way to get the taxes
through. He believed the option to take the bills apart
again was still within the legislature's purview even in a
speci al session. However, the adm nistration thought it was
inmportant for all of the bills to be in one place at one
time. He elaborated that addressing the taxes separately
had been one of the biggest criticisnms the admnistration
had received during regular session - people had vocalized

they were not willing to nove a bill until the other bills
were also available to nove. He added that |egislators had
vocalized they did not want to nove a bill they did not

support only to see other bills they supported not meke it.
Vi ce-Chair Saddler surm sed that based on advice by sone
| egislators, the admnistration believed it was nore likely
to see the taxes passed in a conbi ned package.

Conmmi ssi oner Hof fbeck that the decision had not been based

on advice by legislators. He elaborated that sone
| egislators believed individual bills were better and
ot hers thought an omibus bill was better.

Vice-Chair Saddler asked if the administration believed it
was nore or less likely for the taxes to pass as a conbi ned
package. He recognized different legislators had different
views on the issue.
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Comm ssi oner Hof fbeck believed it was nore likely some form

of a bill would pass as a package because the taxes were
now all in play in the sanme |ocation for everyone to dea
with.

Vice-Chair Saddler surnmsed the admnistration believed it
was nore likely some elenments would pass, but not others.
He asked which elenents the adm nistration believed would
pass.

Conmi ssioner Hoffbeck answered that the governor had
included all of the taxes because they were each inportant.
He chose to avoid placing odds on which taxes would pass
ver sus not.

Vice-Chair Saddler remarked on Comm ssioner Hoffbeck's
statenent that sonme |egislators thought the taxes would al
pass and others did not. He referred to the grounds that
some of the taxes may pass. He was trying to determne if
the admnistration believed it was nore likely to get the
t axes passed in the current conbined form

Comm ssi oner Hof fbeck answered that the governor wanted to
see all of the proposed taxes passed; the idea was for al
of the taxes to pass.

Vi ce-Chair Saddl er asked if the governor told anyone in the
| egislature that he planned to call a special session on
bills such as the one before the commttee regardless of
what legislators had passed during regular session.
Comm ssi oner Hof fbeck asked Vice-Chair Saddler to repeat
the question. Vice-Chair Saddler conplied and restated his
guesti on.

Conmi ssi oner Hoffbeck answered not that he knew of. He
believed the governor's statenent all along was that he
would look at what passed and if the nunbers had been
sufficient to bring the budget in line he was willing for
sonme things to not be part of the package as long as the
nunbers wor ked.

Vice-Chair Saddler asked if the answer was a "no."

Comm ssioner Hoffbeck replied that as far as he knew the
governor had not told anyone that.

House Fi nance Committee 17 05/ 24/ 16 8:38 A M



Vi ce-Chair Saddl er asked if Conm ssioner Hoffbeck would be
in a position to know Comm ssioner Hoffbeck replied he
bel i eved he woul d know.

Co- Chair Thonpson asked about the tobacco tax stanp. He
noted the tax had been included in HB 155 related to
indirect expenditures and had required the industry to
pl ace the stanp on packages. Currently the state paid over
$300,000 to have the stanp put on cigarette packages. He
reasoned the work should be done by the industry. He noted
it was not addressed in the current bill, but he believed
the i ssue needed to be addressed in the future.

M. Al per answered that he did not know whether HB 155 had
passed during regul ar session.

Co-Chair Thonpson replied that the bill did not pass; it
had been hung up in Senate Rul es.

M. Al per explained how tax was paid on cigarettes. He
rel ayed the whol esal er purchased stanps from the State of
Al aska, which the state bought in bulk. The stanps were
valued at $2.00 apiece and were kept in a safe.
Subsequently, it was the whol esalers' responsibility to get
their noney back by sticking the stanps to the cigarette
pack and selling the pack. In years back a tax credit had
been proposed for the physical act of applying the stickers
to help defray the costs of sone advanced sticker applying
equi pnent that had been purchased a few decades ago. He
expl ained that HB 155 would have elimnated the credit. He
furthered it was the whol esalers' responsibility to put the
stanps on the cigarettes and they continued to do so. He
explained with HB 155, they had tried to elimnate any
advant age or payback for the act of placing the stickers on
t he packages. He explained that the equi pnment should have
all been paid for at present; it was an old piece of
| egi sl ation.

9: 25: 26 AM

Representative Gattis referred to about the craft brewery
conponent of the alcohol tax. She was uncertain what a
craft brewery was. She wondered if the craft brewery
conponent pertained to craft distilleries and w neri es.

M. Al per answered that the federal definition of craft
brewery was broader than one may think and related to
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facilities producing "sonething like less than 2 mllion
barrels per vyear."™ A nost all conpanies other than the
largest 10 or fewer in the country fit wthin the
definition. The state's statute specified that from the
qual i fying breweries, 60,000 barrels per year were taxed at
the lower rate. He did not know whether there were distinct
federal definitions for craft wineries or distilleries. He
relayed sonething could certainly be wrked into the
statute for a lower tax rate on craft distilleries, which
was a growing industry; the topic had not been included in
the conversation in 2002 when the legislature had | ast
addressed the al coholic beverage tax. He was certain craft
distilleries would appreciate it. He clarified that the
state would not have the ability to only carve out Al askan
distilleries; it would open the door for a lower tax rate
for craft distilleries for products nade out-of-state as
wel | .

Co-Chair Thonpson asked how many breweries qualified for
the credit. M. Al per deferred to his coll eague.

BRANDON  S. SPANGCS, DEPUTY DI RECTOR, TAX DI VI SI ON,
DEPARTMENT OF REVENUE (via teleconference), answered that
there were only three of the nmajor brewers that did not
qualify under the federal definition of a craft brewer.
Therefore, nmany of the applicants (not all breweries
submtted an application) received the credit.

Representative Gattis asked how many in-state and out-of-
state breweries applied for the credit. She was asking the
guestion from the standpoint of |ooking out for Al askan
distilleries and breweries. She referred to M. Alper's
testinmony that the state could not offer the credit to in-
state busi nesses only.

M. Alper replied that there were 20 in-state breweries
that qualified for the credit. He noted M. Spanos may have
detail on the nunber of out-of-state applicants. He
provi ded an exanple of an out-of-state brewery such as Red
Hook, which sold through a distributor in Alaska. He
clarified the distributor was the taxpayer. The state was
not able to parse out the individual products going through
the distributors; therefore, it was hard to say how nany
products were receiving the credit. He explained there was
beer sold directly, which was easy to parse out and
i ncluded nostly | ocal businesses; and the beer sold through
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a war ehouse distributor, which was a much |arger vol une of
beer receiving the craft brewery exenption.

Representative Gattis noted that there were a few Al askan
distilleries and she wanted to explore the idea of
including a credit for craft distilleries.

Representative WIson asked for «clarification on the
state's actual deficit. She noted the commttee Kkept

hearing the state's deficit was over $4 billion, but it was
her understanding that figure was actually the amunt of
the state's budget. She reasoned the state still had
revenue. She detailed the budget was approximtely $4.3
billion and the state had approximately $1.3 billion in
revenue at present, which left approxinmately $3 billion to
fill. She asked for the accuracy of her estimates.

M. Al per answered that the original $4.3 billion budget
did not include the oil and gas tax credits that were in
the governor's original budget; therefore, the revenue was
about $700 nmllion short pertaining to the specific
conponent. He wunderstood the conference commttee was
funding a portion of the amount wi th another funding source
through a Constitutional Budget Reserve (CBR) appropriation
from the previous year. Presum ng that nothing changed and
t he operating budget passed as is, the G- portion would be

$4.3 billion and the deficit would realistically be about
$3 billion. He agreed her assessnment was correct; however
there were still a few missing pieces before "we get to the

finish line."

9:31:17 AM

Representative WIson countered that the pieces were not
m ssing and everyone knew they were there. She believed the
real question was how the legislature may or may not pay
them She wanted to be clear about the state's actual
deficit. She stressed that the deficit was definitely not
the entire budget. She had heard statenents repeatedly nade
that the state's deficit was over $4 billion; however, it
was really $3 billion at present that the legislature
needed to fund with a conbination of its savings account
and i ncentives/enhancenents.

M. Al per responded that the prior year budget (FY 16) was

closer to $5 billion. There had been cuts and conponents
that had yet to be funded. Based on Representative WIson's
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reasoning, the anticipated deficit was down to about $3
billion for FY 17.

Vi ce-Chair Saddler noted that some of the bill's conponents
had been heard earlier in the regular session. He recalled
the admnistration had relayed the only analysis the
adm ni stration had done on the inpacts of the taxes on the
econony was consultation with its own departnments. He asked
if the admnistration had contracted for any analysis
outside its own departnments in the past several nonths.

Comm ssi oner Hof fbeck answered that the only new piece of
information introduced, which dealt with the incone tax
nore than anything else was the Institute of Social and
Econom ¢ Research (I SER) study. The study had | ooked at the
i npacts of various inconme and sales taxes and the various
cuts that needed to be nade.

Vi ce-Chair Saddler asked if Conm ssioner Hoffbeck believed
it was inportant to understand what the inpact of the taxes
woul d be on the state's econony. Alternatively, he asked if
the only criteria was how nmuch noney the taxes woul d rai se.

Conmi ssi oner Hof fbeck answered that the admnistration's
concern was the state's large deficit. He elaborated that
everything they did to close the deficit would have an
i npact. He reasoned the sane statenment could be made for
every cut that had been made in ternms of how it would
impact the state's econony. The adnministration recognized
that difficult decisions needed to be made and that the
changes would have inpacts. The departnent had worked to
highlight the relative size of the state's tax conpared to
other taxing jurisdictions. He furthered that other places
had taxes to fund governnents and their economes thrive
He believed the assunption that any tax increase would
devastate the econony was probably an overstatenent. He
agreed there would be inpacts and the adm nistration could
not specify at present what the inpacts would be. He
believed a fairly mpjor study could be conducted and the
precise inmpacts would still be unknown and how they would
conpare to doing nothing to address the deficit, which
would have to be dealt with one way or another. The
guestion was whether to do it at present or |ater when the
i npacts woul d be even greater

9:35:13 AM
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Vi ce-Chair Saddl er remarked the adm nistration acknow edged
there would be inpacts, but he saw no evidence the
admnistration tried to assess what the inpacts would be.
He addressed the legislative process for conpi | i ng
information including speaking to the admnistration and
talking to the public about what the inpact may be. He
reiterated the departnment testified that it had not studied
the inpacts other than how nuch noney the taxes would
raise.

Conmi ssioner Hoffbeck replied with an exanple related to
the nmotor fuel tax of $0.08 per gallon. He noted the price
for gas in Anchorage had increased by $0.35 in the past few
nont hs. He questioned whether the $0.08 per gallon increase
would have a greater inpact than the $0.35 per gallon
increase going to refineries. Some of the taxes would be
absorbed wthin the normal volatility of the markets.
General statenents could be nade, but the adm nistration
did not have information showi ng the exact econom c inpact
of the various conponents.

Vi ce-Chair Saddler countered "or even generally."

Representative Gara wanted a bal anced fiscal plan. However,
he believed individuals with the | east anmount of noney were
being hit hard, while wealthy individuals were not
i npacted. He | ooked at the income tax, which was basically
1 or 2 percent. He added the Permanent Fund D vidend was
about 20 percent of the inconme for people in the |owest 50
per cent of wage bracket s. He wonder ed why t he
admnistration had not considered a corporate tax for
conpani es maki ng over $250,000 per year. He remarked that
over 6,000 Alaska corporations paid no corporate tax
because they were not C corporations. He continued that
the conpanies would pay a tax of about 2 percent if the
income tax passed; however, the state's corporate tax was
about 9.5 percent.

Commi ssi oner Hof f beck answered that the governor's decision
on the incone tax was to spread the burden of the economc
i ssues across the broader econony. The admnistration had
| ooked at a specific corporate incone tax to include S
corporations and limted liability conpanies (LLC), but it
was nore conplicated. He detailed the revenues in those
cases flowed to the individual; therefore, it was not an
easy piece of legislation. He furthered that nmany LLCs were
not big lucrative businesses; nmany were nom and pop
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busi nesses that were just getting by. He explained that the
income really equated to personal inconme than a corporate
incone in many cases. He added there were sone very |arge
conmpani es as wel | .

9:39: 05 AM

Representative Gara replied that he had proposed a
corporate tax bill for conpanies making over $250,000 per
year. He reasoned it was not overly challenging to apply a
corporate tax to profitable businesses. He asked a separate
guestion related to craft breweries. He surm sed the |owest
income tax had been proposed, but the adm nistration was
al so proposing the highest alcohol tax in the nation. He
supported the growing craft brewery industry and he had no
problem with taxing the group at a lower rate. He reasoned
that locally owned restaurants were locally owned as well.
He wondered why the decision had been nade to nake a
distinction between l|locally owned craft breweries but not
restaurants selling alcohol. He declared a conflict of
interest related to his restaurant in Anchorage. He nade
remar ks about the specific restaurant. He reasoned there
were famlies who owned |ocal restaurants and he wondered
why the state would treat the businesses differently.

M. Al per answered that the restaurant owner would be
payi ng individual incone tax under the plan. To the extent
the al cohol tax would inpact restaurants it would increase
the cost restaurants paid to a supplier, which restaurants
would have the ability to pass on to custoners. The
busi ness owner was inpacted by the income tax. He addressed
the idea of an s-corporation specific tax or partnership
specific tax and conceded it could be done, but the
deci sion had been nade that the broadest way to reach the
entire population was to inplenent an inconme tax. He
detailed an incone tax was inherently progressive, neaning
it had a higher percentage of income for the higher incone
ear ners. He continued it would offset the inherent
regressiveness of anything changing the nature of the
Per manent Fund Dividend, which disproportionately hit the
| onest incone households. To get to a true balance it would
probably take a higher 1incone tax to have an equal
percentage of incone participation across the different
i ncone | evel s.

HB 4001 was HEARD and HELD in committee for further
consi derati on.
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Co- Chair Thonpson relayed that the afternoon neeting was
canceled. He recessed the neeting to a call of the chair
[ Note: the neeting never reconvened].

#
ADJ OURNIVENT

9:42: 43 AM

The neeting was adjourned at 9:42 a.m

House Fi nance Committee 24 05/ 24/ 16 8:38 A M



