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W TNESS REG STER

RANDY HOFFBECK, Commi ssi oner

Depart ment of Revenue (DOR)

Anchor age, Al aska

POSI TI ON STATEMENT:  Expl ai ned t he conponents of SB 132.

JERRY BURNETT, Deputy Comnri ssi oner

Depart ment of Revenue (DOR)

Anchor age, Al aska

PCSI TI ON STATEMENT: Expl ai ned how the fuel tax in SB 132 would
wor K.

STEVE HATTER, Deputy Comm ssi oner

Departnment of Transportation and Public Facilities (DOTPF)
Juneau, Al aska

PCSI TI ON STATEMENT: Conmmented on SB 132.

ACTI ON NARRATI VE

1: 02: 34 PM

CHAIR PETER M CCICHE called the Senate Transportation Standing
Commttee neeting to order at 1:02 p.m Present at the call to
order were Senators Dunleavy, Stedman, Bishop, Egan and Chair
M cci che.

SB 132- ELECTRONI C TAX RETURNS & MOTOR FUEL TAX

1: 03: 49 PM
CHAI R M CCl CHE announced consi deration of SB 132.

1: 04: 56 PM

RANDY HOFFBECK, Conmi ssioner, Departnment of Revenue (DOR),
Anchorage, Al aska, explained that SB 132 is one of three
conponents of the new Sustainable Alaska Plan. One of the
conponents is the Alaska Permanent Fund Protection Act that
creates the nodel of using investnent earnings of the Permanent
Fund as well as repurposing the royalty revenues and production
tax in order to <create a sustainable draw for funding
governnent. That draw along with existing taxes |eaves the state
about $1 billion short of a balanced budget. So, the governor
proposed a series of cuts in the budget docunent and a series of
bills on new revenues of which SB 132 is one.
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COWMWM SSI ONER HOFFBECK said SB 132 is just standard tax policy
and contains no restructuring. It is sinply an adjustnent in the
rate on an existing tax.

1:06: 29 PM
SENATOR DUNLEAVY asked what they are protecting the Permanent
Fund from

COWM SSI ONER HOFFBECK answered the issue is if nothing is done
within four years the state's savings will be depleted and it
will essentially be in a position of enploying either very
draconian cuts to the governnment services or considering a
constitutional anmendnent to spend from the <corpus of the
Per manent Fund. The idea here is to nake changes now instead of
later in order to preserve the Permanent Fund and its dividend
program

1: 07: 58 PM

JERRY BURNETT, Deputy Comm ssioner, Departnment of Revenue (DOR),
Juneau, Al aska, explained that notor fuel taxes in Al aska began
in 1945. Tax rates have increased over tinme, but the structure
has remai ned unchanged. The last increase for highway taxes was
in 1970, marine taxes in 1977, and aviation fuel taxes in 1994.
That neans the notor fuel tax has been 8 cents per gallon since
1970. In 1970 he bought gas for 30 cents a gallon and the
m ni mum wage was $1. 60/ hr.

1:10: 02 PM
He related that the notor fuel tax was suspended from Septenber
1, 2008 to August 31, 2009 when the state brought in nore noney

fromoil in one nonth than it is bringing in this entire year,
and in 2015, HB 158 added a .95 cent surcharge on notor fuels
and other refined fuels for the Spill Prevention and Response
Fund.

He said that this proposal increases all tax rates.

CHAIR MCCICHE interrupted him to renmenber the struggle in
addi ng | ess than a penny to the tax.

MR. BURNETT said he renenbered. He went on to explain that the
hi ghway fuel tax will be increased from 8 cents to 16 cents a
gallon, the marine tax from 5 cents to 10 cents a gallon, jet
fuel from 3.2 cents to 10 cents a gallon, and aviation gas from
4.7 cents to 10 cents per gallon; the off-road use credit is
changed from6 cents to 12 cents.
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CHAIR M CClI CHE pointed out that the off-road tax rate going from
2 cents to 4 cents is still being doubl ed.

MR. BURNETT said that was correct. He explained that the bil
requires the taxpayer to file electronically and provides for an
exenption process in certain cases.

SENATOR BISHOP asked the penalty for not filing tinely
el ectronically.

MR. BURNETT answered that he would get that information. He
added that Al aska's fuel taxes are anong the lowest in the U S
Hi ghway fuel is the lowest; jet fuel is the 35th |owest; and
aviation gas 24th. Under this bill Al aska taxes would still be
bel ow the national average for highway taxes (20.17 cents) and
slightly above the national average for jet and aviation fuels.
He didn't have conprehensive data for other states' narine fue
t axes, but nost don't have a marine fuel tax.

1:13: 23 PM

One of the inpacts of this nmeasure is that gas prices will go up
a little bit, because the increase will be passed on to the
consuner. The aviation taxes wll be available to fund

certificated urban and rural airports. An increase in aviation
fuel taxes was requested by the Aviation Advisory Commttee as
preferable to | anding fee increases at state owned airports.

1:13:52 PM
SENATOR BI SHOP asked who the Advisory Conmittee nenbers are.

MR. BURNETT said Deputy Comm ssioner Hatter from the Departnent
of Transportation and Public Facilities (DOTPF) could answer
t hat questi on.

1:14:20 PM

STEVE HATTER, Deputy Conmm ssioner, Departnent of Transportation
and Public Facilities (DOTPF), answered that the Airport
Advi sory Board has a cross section of aviation stakeholders - a
certain carrier representation, rural representation, urban
representation - who are all appointed by the governor.

CHAIR MCCICHE asked if a sales tax in the future would be
stacked or would fuel be exenpted.

MR. BURNETT answered that the admnistration hadn't proposed
having a statewide sales tax. It would be a policy decision. He
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t hought sone cities exenpted notor fuel tax from sales taxes,
al t hough Juneau doesn't.

CHAIR MCCICHE said it is not exenpted in the Kenai Peninsula
where he is from He said the notor fuel tax is on the quantity,
but the sales tax is on the value. So, the sales tax fluctuates
with the price of refined products and a fuel tax is stationary.

SENATOR DUNLEAVY asked if dedication of funds to aviation has
any constitutional issues.

MR. BURNETT answered that the Constitution provides that no tax
or license can be dedicated to a specific purpose unless it was
prior to statehood or required for participation in a federal
program The Federal Aviation Authority (FAA) regulations for
other grant nonies the state receives require that all income
received on airports gets spent on airports. So, it is not
subject to the dedication clause. The tax on aviation gas, while
it goes into the General Fund, an anount equal to that has to be
spent at airports. Airports that are nunicipally owned - Juneau,
Kenai, Wasilla/Palnmer - have shared tax back from the state in
the budget bill every year. This year it's about $160,000. This
woul d increase it to about $200, 000.

1: 18: 26 PM
SENATOR DUNLEAVY asked the estimated overall cost to adm nister
this tax.

MR. BURNETT answered that raising the fuel tax rates would
require no additional ongoing operating cost, but it would cost
$50, 000 - 100,000 to reset the system He enphasized again that
no structures to the tax system are being changed by this
neasur e.

CHAIR M CCICHE asked if distributors would fill out a simlar
formto what they do now

MR. BURNETT said the fornms would have to be changed, but nothing
beyond that upfront cost. He said that increasing the tax rate
woul d nore than double tax collections by $49 mllion per year
(based on fall 2015 revenue forecast) w th about $200, 000 being
shared back to nmunicipally owned airports. The rest goes to the
General Fund and is allocated in special accounts for road,
water, transport and aviation facilities.

1: 20: 23 PM
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The estinmate does not account for possible changes in fuel
demand or stock piling, but it is thought that the increase is
small enough to not have much effect. Personally, he related
that he typically drives 20,000 mles a year and at 20 mles per
gallon he uses 1,000 gallons of fuel, so this would account for
anot her $80 nore in tax.

1:22:18 PM
SENATOR BI SHOP asked if overseas flights have sone type of
exenpti on.

MR. BURNETT answered yes. Al jet fuel sold for international
commerce is tax exenpt. It is the largest amount of jet fuel
sol d.

1:22:38 PM

He said inplenmentation of the tax would require changing the tax
revenue nmanagenent online system that is already set up for
el ectronic returns; the forns would have to be changed for a
cost of about $50,000. There are no additional admnistrative
costs afterwards.

CHAIR M CClI CHE conmented that this is a user fee; if you don't
purchase the product you don't pay the fee. It wll inpact
busi nesses nore than individuals. But in tax philosophy,
i ndi vi dual s support taxes that are sort of returned back to the
systens that use them There is no guarantee in this case; it's
just a General Fund (GF) deposit other than the mnor portion
that goes to airports. He asked what returns would be seen other
than in GF expenditures?

MR. BURNETT answered that nbst states dedicate their notor fuel
taxes to highway maintenance. Hi storically, Al aska spends nore
on highway maintenance; currently it is spending a great deal
nore than people are paying in user fees. So, people can be
assured that the effect of this is that there may be enough
nmoney to offset what would otherwi se be reductions in highway
mai nt enance. While this tax is not dedicated, it is identified
in the system and can be conpared to how nmuch is being spent on
hi ghways.

CHAIR MCCICHE remarked that clearly the best value Al aska gets
fromthe feds is the highway nmatch of 90/10. So, this increase
m ght make nmore GF dollars available for federal match to keep
its highways in better condition.
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SENATOR BISHOP said if this passes, Al askans would capture somne
traveling public (60,000 notor homes and fifth wheel canpers)
from Qutside and sone marine craft that cone up.

1:26: 38 PM

MR. BURNETT responded that clearly anyone who uses the highways
and buys fuel in Alaska will be contributing to the state's
budget .

CHAIR MCCICHE said that a Tax Foundation Publication conpares
the tax burden - broad based and specific taxes - in each state.
He renenbered that Al aska pays $500 per year, essentially in
broad based state taxes, which he assunmed includes notor fuel
t axes.

MR BURNETT answered that it does.

SENATOR M CCl CHE wondered how that shakes out if this were the
only tax to pass this year. Wuld this add $80 to the $500 of
tax burden? Is this a small chunk of the gap?

MR. BURNETT said Alaskans would still be 25 percent of the
average. The only state that conpetes with Alaska is New
Hanpshi re.

SENATOR STEDWVAN related that unlike all other states, Al aska is
the only one to own the subsurface rights, so conparing our fue

tax, incone tax or any other mechanisnms for state revenues gets
distorted. One needs to recognize that the citizens of the state
own a very valuable asset, and that needs to be factored in in
wal ki ng through these tax cal cul ations. Each individual can draw
their own conclusions on how they want to add that in. Alaska is
very different, because it was structured that way at statehood.

1:30: 12 PM
MR. BURNETT provided a sectional analysis of the bill.

Sec. 1 adds $25 or a 1 percent tax penalty for failure to file
el ectronically unless an exenption is received.

Sec. 2 requires electronic submssion of tax returns, |icense
applications, and other docunents submtted to the DOR It
changes AS 43.05 and will apply to all tax types adm ni stered by
the departnment. It provides a process to request an exenption if
t he taxpayer doesn't have the technology or capability to do so.
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Sec. 3 changes the per gallon tax rates for dealers for all
categories of notor fuel: gasohol is changed from 8 cents to 16
cents, marine fuel from 5 cents to 10 cents, aviation gasoline
from 4.7 cents to 10 cents and jet fuel from 3.2 cents to 10
cents.

Sec. 4 changes per gallon tax rates for users of all categories
of notor fuel to the sanme nunbers.

1:32:21 PM
Sec. 5 changes the notor fuel refund rate for off-road use when
the tax has been paid from6 cents to 12 cents.

Sec. 6 is conformng applicability |anguage clarifying that the
tax increases apply to motor fuels sold after the effective
date. The welectronic filing requirenent applies to returns
submtted after the effective date.

Sec. 7 is transitional |language allowing for regulations to
i npl enent the changes.

Sec. 8 is an immediate effective date for the transitional
regul atory | anguage, and

Sec. 9 is an effective date of July 1, 2016, for the rest of the
bill including the tax rate changes.

CHAIR MCCICHE said the vast majority of refined product tax is
doubl ed, but he wanted to know the rational e behind doubling the
avi ation tax and adding 6 cents.

MR. BURNETT said all revenues from aviation fuels have to be
paid to the airport and this is an alternative to |anding fees
at airports that the users preferred. He said this is slightly
nore than tripling the rate.

CHAIR M CCICHE asked for the value of the last 3.2 cents per
gal | on.

MR. BURNETT said that would anpunt to $13 mllion fromjet fue
and $1 nmillion from aviation gas. He said the cost to the
airports is going to be the sane one way or the other. The board
preferred paying taxes rather than increasing | anding fees.

1: 35: 47 PM

MR. HATTER added that FAA certificated airports, referred to as
jet service airports, in general are quite expensive to run, the
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reason being high FAA standards and regular inspections.
Ofsetting that with landing fees is a huge challenge, and
aviation industry stakeholders through the Aviation Advisory
Board asked to raise taxes instead.

CHAIR MCCICHE said the fiscal gap is a new reality for Al aska
and he woul d be I ooking for users of state services to reduce or
elimnate their subsidies. He asked if this conmes close to
filling the airport subsidy gap.

MR. HATTER answered that the gap would still be substantial, but
this is a step in the right direction.

SENATOR EGAN said he thought a lot of rural airports had no
| andi ng fee.

MR HATTER answered that Anchor age and Fai r banks are
international airports, which are set up under a different
statute. The rest of the airports are owned by the Al aska
Department of Transportation and Public Facilities (DOTPF) and
have | andi ng fees.

CHAIR M CCICHE said one their interests last year was to try and
reduce that anmount of subsidy through landing fees, but it net
with significant resistance.

SENATOR EGAN sai d Juneau charges a |landing fee, so that would be

nmore than doubled by paying the jet fuel increase, although
Juneau, Kenai and Merrill Field would get that noney.
1:40: 20 PM

SENATOR STEDVAN teanmed up wth Senator Egan's questions and
asked about the Sitka and Ketchi kan airport structures relative
to Juneau, for general background.

CHAIR M CClI CHE responded that the rural carriers were the nost
resistant. He wanted to know if these increases would cover
enough of the gap. In polling he had seen support for a broad
based effect that doesn't focus on individual user groups.

SENATOR STEDMAN said he was not interested in bidding up tax
bills to raise any nore revenue than were already presented to
the legislature. He threw in Wangell and Petersburg airports
with his previous conments.

CHAIR MCCICHE said it's clear that no one is excited about any
tax bills.
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1:42: 37 PM

SENATOR BISHOP said he likes building roads and flying in
ai rplanes and he also likes keeping people working in his |oca
rural communities, and if this bill gets any traction he already
had an anmendnment ready. Construction dollars have a way to spin
off six tinmes to a community and build nore wealth. So, he kind
of likes the bill.

CHAIR MCCICHE said he spent his career reducing taxes where
ever possible, but A aska has a new reality. Fairness and
bal ance in the distribution of the burden is the best that can
be done if the current fiscal gap continues.

SENATOR BI SHOP added that cars get nore mles per gallon today
versus 30 years ago and the federal governnment is setting new
CAFE standards for nileage by 2025. That asphalt doesn't know
the difference whether that car is getting 10 npg or 45 npg. The
asphalt wears out at the sane rate, and at sone point this is a
user fee and worthy of a good | ook.

CHAIR M CCl CHE kept public testinony on SB 132 open and held it
for further work.

1:46:11 PM
ADJ OURNVENT

CHAIR M CCICHE adjourned the Senate Transportation Conmmttee
neeting at 1:46 p. m
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