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ACTI ON NARRATI VE

1:30: 03 PM

CHAIR M A COSTELLO called the Senate Labor and Commrerce Standing
Commttee neeting to order at 1:30 p.m Present at the call to
order were Senators Ellis, Gessel, Stevens, Myer, and Chair
Costel |l 0.

SB4001- OWNI BUS TAXES & CREDITS; M N NG LI CENSES

1: 30: 41 PM
CHAlI R COSTELLO announced the consi derati on of SB 4001

1:31:22 PM
RANDALL HOFFBECK, Commi ssioner, Departnent of Revenue (DOR),
i ntroduced hi nsel f.

1:31: 30 PM
KEN ALPER, Director, Tax D vision, Departnment of Revenue (DOR),
i ntroduced hi nsel f.

COWM SSI ONER HOFFBECK rem nded the committee that the governor
initially introduced a package of bills that were designed to
bring in new revenue, reduce expenses, and use the state's
financial assets in order to close the fiscal gap. The new
revenues were introduced as individual bills and for the speci al

session they were bundled as an omnibus tax bill. It is one of
the conponents that the governor has identified as essential to
close the fiscal gap by 2019. The bill incorporates: incone tax

(HB 250/ SB 134), the notor fuel tax (HB 249/ SB 132), tobacco tax
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(HB 304/SB 133), alcohol tax (HB 248/ SB 131), mining tax (HB
253/sB 137), fish tax (HB 251/SB 135), and narijuana tax
enforcenent (provisions of HB 337).

SB 4001 incorporates nuch of the commttee work that was done on
these bills during the regular session, but not necessarily the
provisions in opposition to the governor's position. This
commttee already heard the incone tax, tobacco tax, and al cohol
tax bills, although the tobacco tax is based on the House
version. Together, these bill wll raise about $350 mllion in
revenue.

COWM SSI ONER HOFFBECK reviewed the format of the presentation.

There will be two slides for each of the taxes. The first wll
tal k about what the bill does and how it differs from what was
heard during the regular session. The second slide will show how

much noney it raises and how it inpacts Al askans. He noted that
the electronic filing provisions are not included due to the
passage of HB 375.

1: 35: 00 PM

MR. ALPER discussed the proposed incone tax (AS 43.22). It
creates an individual income tax at 6 percent of the federal tax
liability. This is simlar to Alaska’s historic inconme tax that
was repealed in 1980. The fornmer tax peaked at 16 percent of
federal liability. It contains |anguage for wthholding by
enpl oyers, and taxes income earned in Alaska regardless of
residence state, as well as incone from partnerships and S
cor por at i ons.

The current bill renoves |anguage related to the taxation of
trusts and delays the effective date to January 2018. The
intention was to renove fishery crew shares from w t hhol di ng tax
requi renents, because they are contract enployees that receive
1099s. He noted that this provision was inadvertently omtted
from the current draft and should the bill progress they hope
the commttee would support renoving the fisheries wthholding
| anguage.

1:37:05 PM
CHAIR COSTELLO noted that Senator Mcciche had joined the
comm ttee.

MR. ALPER continued to explain that the new income tax wll
rai se about $100 mllion in FY2018 and the full $205 million in
FY2019. After 2019, the revenue will be tied to inflation and
income growth. About 20 percent to 30 percent of Al askans wl
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have no tax liability, which is less than initially anticipated.
The permanent fund dividend al so hel ps push people into at | east
a mniml tax bracket. There will be a very |low tax burden on
househol ds that earn |ess than $50,000 and nost households wil|
pay substantially less than 1 percent of incone. By absorbing
the federal tax code, this becones a progressive tax at the sanme
rate as the federal code. He highlighted that state inconme taxes
are deductible from federal incone tax for those Al askans who
itemze. Currently, 43 states have an incone tax, but only 41
tax all income. The other 2 states just tax capital gains.
Should the bill pass, Al aska would have the lowest tax rate in
the country.

1:41:20 PM

MR. ALPER di scussed the proposed notor fuel tax (AS 43.40). It
increases the current tax rates as follows: highway fue
increases from 8 cents to 16 cents per gallon; marine fuel
increases from 5 cents to 10 cents per gallon; aviation gas
increases from 4.7 cents to 7 cents per gallon; jet fuel
increases from 3.2 cents to 6.5 cents per gallon; and doubles
the credit for highway fuel used off road.

The key difference from the regular session bills is that the
aviation and jet fuel nunbers conform to CSHB 249(FIN). The
current draft does not incorporate the 2-year sunset proposed in
the Senate Transportation Conmmttee substitute; the notor fue
tax woul d be a permanent change.

1:43:09 PM
CHAI R COSTELLO wel conmed Representative Hughes, Representative
W son, and Senat or Hof f man.

MR. ALPER continued to explain that the notor fuel tax wll
rai se about $43 mllion per year, which is roughly double the
current collections. About $200,000 would be shared wth
muni ci pal airports.

The highway tax was increased to 8 cents per gallon in 1970
Al aska would still have the lowest tax rate in the nation after
the tax is doubled. He calculated that a person who drives
12,000 mles per year in a vehicle that gets 20 mles to the
gallon will pay an additional $48 in fuel taxes.

1:44:.28 PM

MR. ALPER discussed the proposed tobacco tax (AS 43.50). It
increases the existing tax rates. Cigarettes increase from 100
mlls to 150 mlls. The tax on a standard pack increases from
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$2.00 to $3.00. The tax rate on other tobacco products increases
from 75 percent of wholesale value to 100 percent. Electronic
snoki ng products, which currently are untaxed, will be taxed at
75 percent of whol esale value. The bill adds new definitions for
these products and cleans up the definition of “wholesale
price.”

This differs fromthe regular session bills in that it uses the
House bill as the starting point. The other major change is that
e-snoking products are carved out into a separate tax rather
than wth "other tobacco products.” This applies only to those
containing nicotine so there is an added | abeling requirenment to
identify those products.

1:47:10 PM

The tobacco tax is estimted to raise about $29 million per
year, which is roughly 50 percent above the current collections.
The revenue from e-cigarettes is indeterm nate. About $2 mllion
will go to the Tobacco Use Education and Cessati on Fund.

CHAI R COSTELLO wel coned Representative Oson to the neeting.
MR. ALPER said the tobacco tax will inpact Al askans by naking it

more expensive to snoke. Al aska would go fromthe 11'" to the 5th
hi ghest cigarette tax rate in the U S. The additional revenue

will help offset tobacco related health costs incurred by the
state. The bill also taxes the new e-snoking industry.
1:48:30 PM

MR. ALPER discussed the proposed alcohol tax (AS 43.60). It
doubles the current tax rates. Distilled spirits increase from
$12.80/gallon to $25.60/gallon; w ne increases from $2.50/gallon
to $5.00/gallon; beer and cider increases from $1.07/gallon to
$2. 14/ gal lon; and craft brewery taxes increase from $0.35/gallon
to $0.70/gallon. The increases corresponded to the dine a drink
portion, raising the rates from 10 cents to 20 cents. The fixed
$25, 000 bonding requirement becones variable, which is |ess
onerous for small taxpayers. These provisions are the same as

the bill heard during the regular session.

1:50: 33 PM

The alcohol tax is estimted to raise about $40 mllion/year,
roughly double the current collections. About $20 mllion goes

to the Alcohol and Oher Drug Abuse Treatnent and Prevention
Fund. This is a nmental health budget fund that is suppl enented
with substantial general fund noney that can be backed out if
desi red.
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This will affect Al askans by nmaking it nore expensive to drink.
Al aska already has the first or second highest alcohol tax rate
in the nation and this would push Alaska to the highest by a
substantial margin. The caveat is that only 33 states tax
al coholic beverages. The other 17 have state-owned |iquor stores
so the tax rate is built into the retail prices.

1:52: 45 PM

MR. ALPER di scussed the proposed marijuana tax (AS 43.61). This
pi ece has not been seen in the Senate. It is from a House bil
introduced by Representative LeDoux. It does not change the
$50/ ounce excise tax established by the 2014 initiative,
al t hough certain of the non-snokable portions of the plant wll
have a lower tax rate. It requires a surety bond of $5,000 for
taxpayers and enmpowers DOR to enforce the tax against a
marijuana retailer who is selling product that did not conme from
a |icensed, taxpaying cultivator. It also enpowers DOR to
enforce the tax penalty on illegal grow operations in excess of
the personal use |imt.

The bill incorporates all the provisions in CSHB 377(L&C) .

The marijuana tax will raise an indetermnate amount and wll
generate an indeterm nate anmount from enforcenent actions. The
intent is to namke it advantageous to be taxed, legal, and
regul ated and di sadvantageous to operate in the black market.
This wll indirectly increase revenue to the state from | egal

mari j uana sal es.

1:56:59 PM

MR. ALPER di scussed the proposed mning license tax (AS 43.65).
It increases the current top tax rate onnet profits greater than
$100, 000/ year from 7 percent to 9 percent. The tax holiday for
new mnes is reduced from 3.5 years to 2 vyears. The bil
prevents the mning exploration incentive credits from being
used to reduce royalties. The credits may only be used agai nst

the tax. A $50 annual license fee is also added for m ners.

The regular session bill sought to elimnate the tax holiday
entirely. This bill reduces it from 3.5 years to 2 years. The
exploration incentive credit was an anendnment from the House
Resources Conmittee and is incorporated in the current bill. The

estimated revenue is about $7 million/year, $25,000 of which
will conme fromthe |icense fees.
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This tax will inmpact a small nunber of taxpayers. In 2014, only
14 taxpayers had over $100,000 in taxable profits, neaning they
paid at the top bracket. The 5 large mnes in Al aska would pay
about 99 percent of this tax increase. The rest are either
pl acer mners who had a good year, or |andowners who coll ect
taxable mning royalties. The tax increase does not inpact “nom
and pop” miners, other than the $50 annual |icense fee.

2:01:15 PM

MR. ALPER discussed the proposed fisheries business tax (AS
43.75) and fisheries landing tax (AS 43.77). It increases by one
percentage point the current tax rates that are between 3
percent and 5 percent. The key is that the entire 1 percent
increnment is state general funds. There 1is robust revenue
sharing language in the existing fish statutes that say half
goes to the nunicipality where the fish is | anded and processed.
The first 1 percent of tax goes entirely to the state and the
remai ni ng anount continues to be shared 50/50. The bill also
renoves the $3,000 “cap” on the annual Commercial Fisheries
Entry Comm ssion (CFEC) entry permt fees. That increases the
fees for certain large and valuable fisheries. There are about
200 taxpayers, nostly nonresident, who would be paying
additional entry fees under this provision. Devel oping fisheries
are exenpted fromthe increase.

The regular session bills increased the rate for one devel opi ng
fishery category and the current bill exenpts all devel oping
fisheries. The current bill also adopts the entry permt fee
change that was added in the House Finance Conmitt ee.

This portion of the bill is estimated to raise $20 mllion/year;
$18 nmillion/year comes from the change in the raw fish and
| anding tax rates and about $2 nmillion/year is fromthe CFEC fee
change.

The price of fish is generally set by the commodity market so
there is no way for the market to absorb the fisheries tax
i ncrease. That neans that the processors will pay the tax and to
the extent possible, they will pass it on to the fisherman whose
fish they purchase. The fisherman indirectly pays the tax,
whereas the Tax Division identifies the processor as the
t axpayer

2:04: 49 PM

MR. ALPER reviewed the follow ng sectional analysis for SB 4001:
[Original punctuation provided.]
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Sec. 1. Renoves CFEC fee cap; part of fish tax

Sec. 2. Requires bond as condition of issuing a
marijuana cultivation |icense

Sec. 3-6 Conf orm ng | anguage SO t hat m ni ng
exploration incentive credits cannot be used against
mning royalties

Sec. 7. Adds a new chapter 22 in AS 43 for an
i ndi vi dual inconme tax

[43.22.010 Inposes an incone tax on both resident and
nonresi dent individuals. The tax is six percent of a
resident’s federal tax Iliability. The tax for a
nonresident is six percent of the portion of federal
tax liability that is froma source in the state.
[A3.22.020 Provides a credit to residents for taxes
paid to another state based on inconme earned in that
ot her state.

43. 22. 030 Provi des for annual returns to the
Department of Revenue with taxes due on the date the
federal tax return is due. The taxpayer nust provide a
copy of their IRS return. The departnent is authorized
to pay refunds of overpaid taxes.

43.22.040 Defines sources of income wthin Al aska that
are subject to the tax.

43.22.050 Provides for wthholding from wages and
salaries by enployers, wth those wthheld taxes
periodically remtted to the state.

42.22.060 Authorizes DOR to adm nister the tax.
42.22.190 Adds definitions for specific ternms used in
this section.

Sec. 8-9. Increases nmotor fuel tax rates for the four

fuel types
Sec. 10. Increases the notor fuel tax credit for off-
road use

Sec. 11. Conform ng | anguage to add el ectronic snoking
products to the current statute allowing the
departnment to share information with nunicipalities

(t obacco).
Sec. 12. Conform ng I|anguage to reference the new
definition of “electronic snoking product” in Section

23(t obacco).

Sec. 13. Increases the “additional tax |evy” on each
cigarette from62 mlls to 112 mlls (tobacco).

Sec. 14. Increases the tax on tobacco products other
than cigarettes from 75% of the wholesale price to
100% of the whol esal e pri ce.

Sec. 15. Adds a tax on electronic snoking products at
75% of the whol esale price (tobacco).
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Sec. 16. Conform ng | anguage to add el ectronic snoking
products to an existing statute referencing federal
tax exenptions (tobacco).

Sec. 17. Conform ng | anguage to add el ectronic snoking
products to the |icense requirenment (tobacco).

Sec. 18. Conform ng | anguage to add el ectronic snoking
products to the nonthly tax return (tobacco).

Sec. 19. Conform ng |anguage to add el ectroni c snoking
products to the procedures for issuing tax credits and
refunds (tobacco).

Sec. 20. Conform ng |anguage to add el ectroni c snoking
products to the requirement to keep conplete and
accurate records to support the tax return (tobacco).
Sec. 21. Adds language to clarify that a cessation
product, tobacco dependence product or nodified risk
t obacco product are excluded from the definition of a
t obacco product for purposes of taxation.

Sec. 22. Carifies the definition of "whol esale price”"
of a tobacco product or electronic snoking product as
the gross invoice price including all federal excise
taxes, less any trade discounts or other reductions.
Sec. 23. Adds the definition of "electronic snoking
product” (tobacco).

Sec. 24. Changes the per-gallon tax rates for the
three mmjor categories of alcoholic beverages: nalt
beverages and ciders from $1.07 to $2.14; wne and
ot her beverages with less than 21% al cohol content
from $2.50 to $5.00; and beverages with greater than
21% al cohol content (generally distilled spirits) from
$12.80 to $25. 60.

Sec. 25. Changes the per-gallon tax rate for the first
60,000 barrels sold in the state from small craft
breweries that neet the federal definition of a small
brewer, from $0.35 to $0.70 (al cohol).

Sec. 26. Changes the surety bond requirenent from
$25,000 to an anount determined by the departnent
(al cohol) .

Sec. 27. Carifies requirenents for nonthly filing of
mari j uana taxes.

Sec. 28. Adds $50/0z. tax penalty for nmarijuana
possession in excess of the amount of plants legally
aut horized. Establishes a bonding requirement for
marijuana cultivators. Establishes liability for a
marijuana retailer or manufacturer to pay the $50/o0z.
excise tax if they have product for which the taxes
have not been paid.
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Sec. 29. Reduces the 3 % year tax exenption for new
m ni ng operations after production begins to 2 years.
Sec. 30. Increases the highest tax rate from 7% to 9%
for net mning taxable incone in excess of $100, 000.
The other tax rates remain the sane. For net incone
over $100,000 the tax is $4,000 plus 9% of the anount
in excess of $100, 000.

Sec. 31. Establishes a mning license fee of $50 per
year, a license renewal fee of $50 per vyear, and
changes the due date for applications and renewals
fromMwy 1 to January 1.

Sec. 32. Increases three different tax rates wthin
the Fisheries Business Tax by one percent. The current
rates range fromthree to five percent.

Sec. 33. Increases tax rate wthin the Fisheries
Busi ness Tax for direct marketers from 3 to 4 percent.
Rate remains at 1 percent for developing fish species
sold by direct marketers.

Sec. 34. Conforms with electronic filing. Deletes the
requirenent for fisheries taxpayers to submt their
returns to the departnent in Juneau.

Sec. 35. Establishes that the revenue from the one
percent fisheries tax increase is deposited in the
general fund. The remaining revenue shall be shared
with rmunicipalities per the currently existing
formul a.

Sec. 36. Increases tax rate wthin the Fisheries
Landing Tax for fish species other than devel oping
fish species from 3 to 4 percent. Rate remains at 1
percent for developing fish species.

Sec. 37-38. Establishes that the revenue from the one
percent fisheries tax increase is deposited in the
general fund. The remaining revenue shall be shared
with nmunicipalities per the current fornula.

Sec. 39. Amends uncodified |anguage to include the
increase to the mll rate increase for cigarettes
(t obacco).

Sec. 40. Repeals statutes related to a forner tax
credit for political contributions that existed under
Al aska’s prior individual income tax which was
repeal ed in 1980.

Sec. 41. Applicability language related to the
effective dates of multiple tax changes in the bill.
Sec. 42. Applicability |language related to the bonding
requi r enent bef ore t he I ssuance of mari j uana
cultivation |licenses
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Sec. 43. Transition language related to the use of
m ning exploration credits against mning royalties.
Sec. 44, Transition | anguage rel at ed to t he
authorization to wite regulations. The authority
extends to DOR, DNR Fish & Gane, CFEC, and the
Mari juana Control Board (rnultiple).

Sec. 45. Al | ows mari j uana regul ati ons to be
retroactive to the day marijuana becane |egal under
the initiative, February 24, 2015.

Sec. 46- 47. Makes mari j uana statute changes
retroactive to 2/24/15.

Sec. 48. Del ayed effective date of January 1, 2018 for
i ncone tax.

Sec. 49. Imediate effective date for regulatory
sections (nultiple).

Sec. 50. Effective Date of July 1, 2016 for the rest

of the bill sections (nmultiple).
2:16: 45 PM
CHAI R COSTELLO commented that despite the conprehensive nature
of this tax bill, it only addresses 5 percent of the $4 billion

deficit. "Why bother?" she asked.

COWM SSI ONER HOFFBECK replied the governor's plan has a lot of
small pieces that add up to a substantial anmount in the end
This piece would address about $350 million in revenue and fits
with the notion of spreading the burden as many ways as
possible. He relayed that the largest piece is the Permanent
Fund Protection Act.

CHAI R COSTELLO asked if Al askans can expect taxes to skyrocket
if SB 4001 passes and the Permanent Fund Protection Act does
not .

COWMM SSI ONER HOFFBECK replied the governor's plan does not rely
on taxes alone to balance the budget. But Al aska does have to
devise a systematic way of using its substantial savings and the
income it generates to fund governnment services. The historic 85
percent to 90 percent of revenue from oil and gas is now 25
percent to 30 percent, so the Pernmanent Fund Protection Act and
t he earnings are needed as a substantial piece noving forward.

CHAI R COSTELLO asked if the governor can guarantee that incomne
taxes won't go up if his tax plan passes.

COWM SSI ONER HOFFBECK expl ai ned that the inconme tax was the | ast
piece in the governor’s overall plan; the 6 percent tax rate was
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established to generate the $200 mllion that was needed to
bring the plan into balance. There is no plan to inmediately
start ratcheting up the rate but there can be no guarantee that
the tax won't change in 5, 10, or 15 years. Every legislative
session is different and every |legislature faces different
fiscal situations.

CHAI R COSTELLO said what the likelihood is that SB 4001 wl
pass with each of the proposed tax pieces intact.

2:21:51 PM

COWM SSI ONER HOFFBECK said the idea of an omibus tax bill was
thoroughly debated before the i ndividual tax bills were
i ntroduced during the regular session. The consensus was that it
woul d be easier for people to work with the pieces individually
so that's what they did. But what happened was that the taxes
got scattered as they were referred to different commttees and
noved at different rates. That made sonme |egislators reluctant
to support a bill when they weren't sure about the status of the
others. For the Special Session, the decision was to bundle them
in a single package so people could deal with them as a whol e,
or break themout if they choose to do so.

CHAI R COSTELLO asked if he's found one |egislator who would
support the bill as currently witten.

COWMM SSI ONER HOFFBECK replied nobody is conmitting to anything
at this point, but he believes they'll eventually see that a
revenue package has to be part of the |ong-term sol ution.

CHAI R COSTELLO asked if he could identify a few of the taxes
t hat have support.

COWM SSI ONER HOFFBECK replied there was mxed response to the
taxes. The notor fuel tax seenmed to have nore support in the
Regul ar Session, there seened to be sonme support for the tobacco
tax, and the marijuana tax also noved forward. The taxes that
didn't nove very fast were the incone tax and the al cohol tax.
Both the mning tax and fish tax noved out of the first
conmittee of referral, but with a |ot of debate.

2:24. 42 PM

SENATOR G ESSEL observed that the incone tax is projected to
raise $100 mllion in FY2018 and $205 in FY2019 and the fisca
note asks for $500 thousand to inplement the tax the first year
and nore the next year. She asked what he anticipates the actual
income will be.
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MR ALPER clarified that $500 thousand is half of one percent of
$100 nillion, which is 1/200'" of the noney conming in. That
request is for the FY2017 capital budget and they wouldn't see
the $100 million income until FY2018. The $500 thousand is an
estimate for a contractor to develop an inplenentation plan for
an incone tax because there isn't in-house expertise. He rel ated
that an earlier version of the fiscal note for the income tax
bill asked for a $14 million capital appropriation. The staffing
plan at its full inplenentation was for about 60 new state
enpl oyees with an annual cost of $7-8 mllion per year. He
explained that those figures were based on a prelimnary
anal ysis of other states and discussions with the existing tax-
handling software vender. The delayed effective date wll
provi de an opportunity to find what the actual costs will be and
based on those findings they'll nmake another request in 2017.
The current fiscal note asks for a one-tine $500 thousand and
one enpl oyee, which is just 4 percent of the initial estimte.

SENATOR d ESSEL commented it's an indetermnate fiscal note for
an inconme tax and it will take an indeterm nate nunber of state
enpl oyees to inplenment the tax.

MR. ALPER agreed that’'s a fair statenent.

2:28: 05 PM
SENATOR MEYER expressed the desire to see sone nodeling and
guestioned what the bill would do to individuals and the fragile

econonies in comunities across the state.

COW SSI ONER HOFFBECK said DOR doesn’t have a lot of that type
of nodeling, but ISER did do a study on the inpact of the broad-
based taxes such as the income tax and sales tax. He commtted
in a future hearing to provide what they have and nake a

stat enent about what they think the outcome will be. He said the
notor fuel tax increase probably won't have a large inpact on
the individual taxpayer, but it wll be nore an issue for

airlines or the trucking industry. Both the airlines and
trucking industry sent letters of support but trucking has
pul l ed back recently, probably because the other taxes weren't
nmoving. He believes a lot of groups recognize that there is a
need for stability, but DOR doesn't have the data to say what
the direct economc inpact will be on an individual business.

SENATOR MEYER said that’s the problem with the omibus bill. He

recalled that the presentation Dr. Knapp gave indicated that a
sales tax was preferable to an incone tax, assumng there were
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certain exenptions. He also recalled that Dr. Knapp said doing
not hing would hurt the econony but doing everything would be
even nore damagi ng.

CHAI R COSTELLO recalled Dr. Knapp said doing nothing is equally
as bad as doing everything at the sane tine.

SENATOR MEYER asked if the admnistration had considered an
omi bus tax credit bill that would include oil and gas, m ning,
and fi sh.

COWMWM SSI ONER  HOFFBECK acknowl edged they didn't discuss an
omi bus tax credit bill. The governor did seriously consider a
sales tax, but the income tax seened to be a better balance
agai nst the reduction in the size of the permanent fund dividend
because of the progressive/regressive nature of the two taxes
The incone tax also captures income from S-corporations and
out si de i ncone.

He agreed that Dr. Knapp said that doing everything in one year
m ght be nore than the econony could handle, but he also said
people need to know what the plan is to finish the job. That
takes the wuncertainty out of the equation and that's what
busi ness owners want and need to nake investnent decisions.
"Even if all of this wasn't put into play imedi ately, people
need to know what the ultimate solution is so they can adjust
accordingly,” he said.

2: 36: 56 PM

MR. ALPER added that all the taxes, with the exception of the
incone tax, are changes to an existing process so there is no
need for additional staff. He said that inplenenting an incone
tax is a large new process and inplenenting a sales tax would be
as well. He advised that the least efficient would be to
i npl enent both a small sales tax and a small inconme tax, because
it would require two new bureaucracies instead of one.

SENATOR MEYER asked why fishing crew shares aren't subject to
the wi thhol ding tax requirenents.

MR. ALPER explained that fishing crew captains don't do the
other fornms of wthholding and therefore shouldn't be required
to do the Alaska inconme tax wi thholding. The crew nenbers woul d
still have to pay the tax, just not in advance.
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COWM SSI ONER HOFFBECK added that the reason is that fishing
crews are essentially contract enpl oyees, not sal ari ed
enpl oyees.

2:40: 35 PM
SENATOR MEYER asked if the consunmer would ultinmately pay the
fish tax.

MR, ALPER said fish is a comopdity so the processor can’'t
necessarily get that markup, but wIll recoup the noney by
reducing the price paid to the fishernman.

CHAI R COSTELLO pointed out that changing the tax rate from 4
percent to 5 percent is actually a 25 percent increase, not a 1
percent increase.

MR. ALPER relayed that the governor nade the sane observation
and slide 16 of the PowerPoint describes a 1 percentage point
i ncrease.

SENATOR STEVENS questioned why the old rational to share | anding
tax revenues with communities to offset their costs to support
the fisheries industry doesn't still apply.

MR. ALPER explained that the goal of this part of the package
was to raise an additional $15-%$20 mllion from the commerci al
fishing industry to nmmke it neutral to the state. |If that
revenue were to be split 50/50 with nunicipalities, a 2
percentage increase in the tax rate woul d be needed.

SENATOR STEVENS said he didn't |ike the answer but understands
t he expl anati on.

2:46: 14 PM

SENATOR G ESSEL noted that the Senate Resources Conmittee did
not receive the nodeling it requested during the hearing on the
mning tax bill. She asked what the effect would be on a new
mne to nove fromthe current 3.5 year tax holiday to a 2 year
tax holi day.

MR. ALPER replied DOR doesn’t have nodeling but the tax holiday
isn't the big piece of the benefit. The |arger conponent of
recouping costs is through the depletion allowance, which is
simlar to depreciation. Through this nmechanism devel opnent
costs are capitalized and applied against the profit over
multiple years. He added that DOR couldn't find any history
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showi ng where the 3.5 year tax holiday cane from and they heard
that not nmuch gets paid in the early years anyway.

He noted that the mning bill did nove from the House Resources
Commttee with a 3 year tax holiday. The current bill splits the
di fference.

SENATOR G ESSEL tal ked about the 14 taxpayers in the mning
i ndustry that had over $100,000 in taxable profits in 2014 and
guestioned what effect the changes in the mning tax would have
on a producing mne |ike Fort Knox.

MR. ALPER replied he can't speak to an individual taxpayer, but
the largest 5 mnes in the state each made far nore than
$100,000 in taxable profit in 2014. The total profit for those
14 taxpayers was nmore than $200 nmillion. Realistically, he said,
a conpany's profits will nove up and down nmuch faster related to
the price of gold than the 2 percentage point tax increase from
7 percent to 9 percent.

SENATOR G ESSEL surmised that DOR hadn’t calculated how this
m ght inpact the Donlin Mne that hasn’'t started up yet.

MR. ALPER replied Donlin isn't in the pipeline so it's not part
of the fiscal note. He opined that Alaska’s mning tax statutes
need an over haul .

2:52:17 PM

SENATOR G ESSEL offered to share the research paper on mning

tourism and commercial fishing that denonstrates that the state
generates far nore revenue from the mning industry than it
spends to regulate it. She also pointed out that the increases

in hunting, fishing, and trapping licenses will bring in nore
than the proposed mning tax. Those increases wll bring in an
additional $9 mllion and |everage about $25 mllion of federa
noney.

SENATOR STEVENS asked how much revenue wll be generated from
people who work in Alaska and live out of state. He al so asked
if Alaska receives noney from offshore fisheries.

MR. ALPER replied the state shares with nunicipalities severa
mllion dollars in landing taxes and Dutch Harbor is by far the
|argest line item That indicates that a lot of the offshore
fishery is passing through that port. Addressing out-of-state
i ncome, he estimated that about 10 percent to 15 percent of the
high income enployees in fisheries and oil conpanies are
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nonresidents. There are also Al askans that earn income both in
Alaska and elsewhere so a lot of the wrk related to
adm nistering the incone tax wll be about the fine point of
differentiating instate fromout-of-state incone.

COWM SSI ONER HOFFBECK added that fish that are caught wthin
Al aska's economic zone will be taxed, even if they're |landed in
Seattle.

SENATOR STEVENS asked if Al aska incone tax woul d be due when the
fish is caught in this economc zone and |anded in Seattle.

COWMWM SSI ONER  HOFFBECK replied that wuld be addressed in
regul ati ons, but he suspects that incone earned within Al aska's
econoni ¢ zone woul d be taxed.

SENATOR STEVENS asked about partnerships and S-corporations.

MR. ALPER explained that a nonresident that owns a partnership
that earns incone in Al aska would owe an increnent to Al aska,
based on their federal tax Iliability. S-corporations are
exenpted from the Al aska corporate inconme tax because the profit
is passed through in a Schedule K distribution to the owner and
the owner pays the tax on their personal incone tax. The key is
t he nexus of the incone.

2:59:49 PM

COW SSI ONER HOFFBECK clarified t hat Exxon, BP and
ConocoPhillips are publicly traded C corporations that pay
Al aska incone tax; conpanies that are not publicly traded are
exenpt from Al aska corporate incone tax.

SENATOR STEVENS cal cul ated that 10 percent to 15 percent of $100
mllion in FY2018 and $205 mllion in FY2019 anounts to $10-30
mllion.

MR. ALPER agreed with the cal cul ation.

CHAI R COSTELLO asked if he is aware that the federal governnent
is considering not allowing state inconme tax to be witten off.
If that is the case and SB 4001 were to pass, Alaska would be
the only state with an incone tax that is a percentage of the
federal tax liability, she said.

MR. ALPER replied he isn't aware of that consideration. Most

states tax use a percentage of gross incone, which for this bil
would be  about 1 percent of adjusted gross i ncorne.
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| mpl ementation would be different, however. The decision to go

with a percentage of federal tax |liability considered 1)
existing law, even though it needs nodernizing, and 2) it is
| ess conplicated. He acknowl edged that it would be nore

conparable to other states to go to a tax based on adjusted
gross i ncone.

CHAI R COSTELLO asked him to coment on the concern about tying
the tax to the federal rate, and the increase if that were to
occur.

MR. ALPER agreed it's a valid concern and added that he woul dn't
be surprised to see it structured differently should this fai
to pass.

CHAI R COSTELLO asked if the admnistration would be willing to
| ook at capturing the foregone revenue from tax exenptions
before | ooking at a new revenue sources.

MR. ALPER said absolutely; the admnistration would |ike very
much to clean up the tax code, especially on the corporate
i ncone tax side.

3: 06: 55 PM
SENATOR MEYER asked if he said that 15 percent of the incone tax
that would be collected is from out-of-state workers.

MR. ALPER answered yes; the total wage income of Alaskans is
about $22 billion and about $3 billion of that is earned by
nonr esi dent wor kers.

SENATOR MEYER asked if he said that about 90 percent of work to
collect an income tax is related to out-of-state workers.

MR. ALPER replied it's those workers and Al askans that derive
inconme from out-of-state sources that wuldn't be taxed in
Al aska.

SENATOR MEYER asked if the fiscal note on the incone tax
estimated that 50 new enpl oyees woul d be needed.

MR. ALPER replied the request was for 52 full tinme enpl oyees and
16 part tinme.

SENATOR MEYER cited the feedback that questions hiring 60 state

enpl oyees to take noney away from Al askans when anot her group of
enpl oyees is giving it back via the permanent fund divi dend.
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MR. ALPER replied the only answer is that it provides sone
degree of Dbalance; reducing everyone's dividend equally is
regressive and the progressive inconme tax balances that
somewhat .

SENATOR MEYER said he appreciates that but both the incone tax
and the dividend require a huge bureaucracy.

CHAI R COSTELLO requested any |long term econom ¢ nodeling that is
avai |l abl e. She suggested the public submt their comments to her
office and she would distribute them to the commttee nenbers
and the adm ni strati on.

[ SB 4001 was held in comittee.]
3:10: 06 PM
There being no further business to conme before the committee

Chair Costello adjourned the Senate Labor and Conmerce Standing
Comm ttee neeting at 3:10.
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