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[ NOTE: The followi ng presentation contains content relating
to SB 12. The bill was not in the conmttee's possession. ]

Co-Chair Seaton indicated that the agenda would cover the
concepts in the governor's fiscal package. He had asked his
staff to put together a presentation on enploynent and
sel f-enpl oynent tax and how that coul d generate revenue.

APRESENTATI ON: CONCEPTS and REVENUE | MPACTS OF EMPLOYMENT
and SELF- EMPLOYMENT TAX

1: 35: 24 PM

Co-Chair Seaton recognized Representatives Dan Saddler,
Matt C aman, and Andy Josephson.

#sb12

SENATE BILL NO. 12
"An Act inposing a limted educational facilities,
mai nt enance, and construction tax on net earnings from
sel f - enpl oynent and wages; relating to t he

adm nistration and enforcenent of the educational
facilities, nmaintenance, and construction tax; and
providing for an effective date."

1: 35: 49 PM

ARNCLD LI EBELT, STAFF, REPRESENTATI VE ~ PAUL  SEATON,
expl ai ned he had been asked to put together a presentation
of the concepts enbedded in SB 12, which had been part of
the governor's request. In the current neeting, the
intention was to look at the fiscal inpacts of SB 12,
thought to <create $100 million in additional annua
revenue.

Vice-Chair Gara clarified the legislation had been put
forward by Senator Cick Bishop

M. Liebelt replied in the affirmative.

1:37:11 PM

M. Liebelt provided a PowerPoint presentation titled
"Concepts and Revenue Inpacts of Enploynent and Self
Enpl oynment Tax" dated June 12, 2017 (copy on file).
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M. Liebelt began by reviewing slide 3 titled "SB 12 -
Enpl oynment Tax for Educational Facilities":

"An Act inposing a limted educational facilities,
mai nt enance, and construction tax on net earnings from
sel f - enpl oynent and wages; relating to t he

adm nistration and enforcenent of the educational
facilities, nmaintenance, and construction tax; and
providing for an effective date."

e The bill as witten does the follow ng:

* Inmposes a tax on wages and net earnings from self-
enpl oyment (payroll tax)

e Estinmated to generate $60 nillion annually, with $5
mllion fromnon-residents

* Intent is to designate the funds to the Educationa
Facilities, Miintenance and Construction Fund (AS
37. 05. 560)

e Creates tax brackets with corresponding flat tax
(not percentages)

e Applies to residents and non-residents with incone
froma source in the state

e Does not apply to capital gains, investnent incone,
retirenment or other unearned incone

M. Liebelt clarified he was just |ooking at the framework
of the bill as it was currently witten.

Co-chair Seaton recognized Representative Louise Stutes in
t he audi ence.

Representative WIson asked about how much noney was in the
Educational Facilities, Mintenance and Construction Fund

M. Liebelt did not know the anpunt but the anount
avai |l abl e for appropriation was zero.

1: 38: 54 PM

Representative WIson asked how nuch was taken out of the
fund for those projects each year. M. Liebelt did not know
t he answer to her question.

Representative WIson requested that Co-Chair Seaton's
staff get that information for the commttee.
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Vi ce-Chair Gara asked about which forns of incone would be
counted. He surm sed that incone from stocks would not be
counted. M. Liebelt answered in the affirmti ve.

Vice-Chair Gara asked about S corporation income from
profits. M. Liebelt thought it would depend on how that
i ncone woul d be defi ned.

1: 40: 02 PM

TANEEKA HANSEN, STAFF, REPRESENTATI VE PAUL SEATON,

responded that SB 12 had been witten using the Interna

Revenue Service (IRS) definitions of net earnings from
self-enploynent. There was sone nention of partnership
income and sone partners were S corporations but there were
a lot of specific exenptions for that type of incone. It
was difficult to fully answer the question w thout closer
anal ysi s.

Co-Chair Seaton rem nded nenbers the hearing was not on
SB 12, but on the concepts therein.

Representati ve Thonpson comrented that he had been an owner
of a corporation. He spoke of a bonus check, rather than a
di vidend paynent as a stockholder, which was included in
the W2 tax form He remarked there were a |ot of grey
ar eas.

1:41: 48 PM

M. Liebelt addressed a graph on slide 4 titled "Ilnpact of
Tax in Alaska Senate Bill 12." He pointed to the blue
table, which showed the tax that would be owed based on
income. The far left of the graph showed the percentage of
i npact on one’'s incone, from 0.0 percent to 0.6 percent

Anyone nmking less than $20,000 per year would pay $50.
Anyone earni ng between $20,000 and $50,000 would pay $100.
Anyone earning $50,000 to $100,000 would pay $200. Those
earning $100,000 to $500,000 would pay $300, and those
earning over $500,000 would pay $500. He pointed to the
table showi ng the percentage of inpact on wages, salaries
and self-enploynment inconme. The high inpact was at 0.5
percent. He noted the increnents listed at the bottom of
the graph. He pointed to spikes at $20,000, $50, 000,
$100,000 and $500, 000. Addi tional ly, someone earning
$99, 000 then crosses over into the threshold of $100, 000,

House Fi nance Conmmittee 4 06/12/17 1:33 P. M



they would go from paying from $200 to $300. The inpact at
the $20,000 to $30,000 level would be greater than for
those at the $100,000 level. 1In general, it was a
regressive tax as it would have a higher inpact at the
| ower end than at the higher end of incone.

1: 44: 07 PM

Representative WIlson referred to wages and incone. She
wondered if everyone would be paying at |east $50. She
wondered if the Pernmanent Fund Dividend (PFD) was
consi dered taxabl e i ncone.

M. Liebelt responded that the PFD would not be considered
earned inconme. The taxable income in the legislation was
only concerned with wages or incone from self-enpl oynent.

Representative WIson asked about those receiving dividends
from corporations. She asked whether any of those would be
consi dered earned incone.

Ms. Hansen responded that publicly traded corporations
woul d not be included. The IRS [Internal Revenue Service]
definition did nmention partnership distributions, but it

contai ned several exenptions. It was her understand was
that the IRS was attenpting to narrow the definition to
include specifically self-enploynent. It was a nore

detail ed answer than she could provide presently.

1:46: 32 PM

Representative WIson asked where mlitary personnel would
fall in the graph. M. Liebelt did not have the data on
hand.

Representative Otiz referred to slide 3. He asked about
the proportion of revenue com ng from nonresidents conpared
to a House bill passed earlier in the session.

M. Liebelt thought the percentage was simlar.

Co-Chair Seaton clarified that nobst nonresidents would be
earning wages. Essentially the proportionality would be
conpar abl e.
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Vice-Chair Gara conmented that the wealthiest would pay the
| onest per incone versus the |owest earners woul d be paying
the highest tax. M. Liebelt answered in the affirmative.
Vice-Chair Gara would want to see that factor changed.

1: 49: 28 PM

M. Liebelt reported that the sponsor had put forward the
bill in order to have sonme options for broad-based taxes.
He noted that there could be different brackets |ooking to
make things nore equitable. The anobunt of tax in those
brackets could be changed. There were nmany ways the
| egislation could be sliced and diced. The |egislation was
devised in order to address a specific fund.

1: 51: 03 PM

Co-Chair Seaton received a question from Representative
Saddler in the audience. They had asked if the I|egislation
could be repealed it through a referendum He responded
that every action by the legislature could be addressed in
a referendum He reported that Representative Justin Parish
and Representative Ceran Tarr were in the audience. He
added that the bill could be changed within the commttee.
H s office had not calculated the conparison. The anal ysis
had been carried out by Institute on Taxation and Econom c
Policy (ITEP) ["Conparing the Distributional Inpact of
Revenue Options in Al aska" by Carl Davis and A dan Russel
Davi s, dated April 2017 (copy on file)].

1: 52: 50 PM

Representative WIlson wondered what the group was
conpari ng.

Co-Chair Seaton indicated that a nunber of tax structures
had been conpared, including a self-enploynment tax and a
flat tax mechanism It was based on the sane set of
criteria. He reiterated that SB 12 was one way an
enpl oynment tax could be structured.

1:54:19 PM

Vice-Chair Gara thought it was obvious that the |egislature
was “stuck on high center” on the issue of generating
revenue.
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1: 54: 54 PM

M. Liebelt highlighted a bar graph on slide 5 also titled
"I nmpact of Tax in Al aska Senate Bill 12." He explained that
the slide was looking at the inpact of a tax on various
i ncome brackets. The inconme range included inpacts at the
| onest 20 percent, and so on. There was no limt on the
right side. Everything above $115,000 was broken down to
between $115,000 and $228,000, between $228,000 and
$556, 000, and above $566,000. This was done for conparative
pur poses. The |owest 40 percent earners were inpacted at a
hi gher | evel than those at the higher end of the spectrum

1:56: 37 PM

Representative WIson thought it wuld be helpful to
include the dividend on the graph which would have an
impact only on residents. She wanted to see how | opsided it
became if the $1,000 decrease in the PFD was included. She
thought it was inportant to conpare apples-to-apples by
including what was on the table. She wanted to know the
total inpact of each range.

Co-Chair Seaton commented that the ITEP report did show the
i mpact on each range. It had it for the Pernmanent Fund
reduction. That chart had been distributed and could be put
on top of the current chart to show the inpact. The | ower
i ncome ranges showed a great effect on their incone. He
referred to her query about mlitary personnel and pointed
to the $40,000 to $73,000 in the m ddle range under SB 12.

Representative WIson was asking in order for the public to
under st and.

Co-Chair Seaton noted the ITEP report from April was on the
| egislative website. He noted it did not contain SB 12, but
di d address the other tax proposals.

1: 59: 52 PM

Ms. Hansen clarified | TEP had anal yzed how nuch noney woul d
come from nonresidents but the chart showi ng inpact only
spoke to Alaska residents. Showing both categories would
greatly distort the chart.
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Representative WIson conmented that when tal king about the
out-of-state workers, it was inportant to recognize that
the PFD did not affect those taxpayers.

2:01: 13 PM

M. Liebelt discussed options for increasing revenue on
slide 6:

1. Increase the nunber of brackets and tax rate per
br acket

2. Change fromflat tax rate to percentage

3. Include earnings from capital gains and other
i nvest nent incone

M. Liebelt elaborated on sone of the concepts from the
bill that could be inplenented. He pointed to the small
table in blue. If there was a 2.43 percent rate on wages
and sel f-enpl oynent earnings, it would generate about $500
mllion per year. At 1.82 percent, it would generate about
$375 nmillion, and at 3.65 percent it would generate about
$750 million per year. It was inportant to note that the
rate was not progressive and would inpact everyone at the
same percentage anobunt. It only applied to sources of
incone wthin the state, for both residents and
nonr esi dent s.

Representative Otiz asked if it was a flat tax. M.
Liebelt answered as long as it was understood that it only
applied to wages from sel f-enpl oynent.

2:03: 27 PM

M. Liebelt reviewed a graph on slide 7 titled "Figure 14:
Conmparing the Inpact of a Payroll Tax to an Income Tax in
Al aska." He reported that 95 percent of wage earners would
be inpacted to a greater extent by a payroll tax than by a
personal income tax. He pointed to the mddle bar. An
income tax inpacted the mddle class nore than others.

2:04:59 PM

M. Liebelt addressed a graph on slide 8 also titled
"Figure 14: Conparing the Inpact of a Payroll Tax to an
Inconme Tax in Alaska." He reported that the slide included
payrol |l tax, investnent gains, and capital gains as well as
ot her unearned incone. Once the payroll and investnent tax
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rate was applied to the personal incone tax, the inpact
levelled out. There was an inpact at 1.2 percent for the
| onest 20 percent tax bracket, up to 1.3 percent, to 1.7
percent and 1.6 percent in the mddle ranges, then to 1.5
percent and 1.4 percent at the highest tax bracket.

2:06: 04 PM

Co-Chair Seaton reported that the tax rate dropped from
2.43 percent [flat tax shown in the payroll tax scenario in
figure 14] to 2.1 percent [flat tax shown in the
payrol |l /investnent tax scenario in figure 15] as the flat
tax between slides [figures] 14 and 15 [slides 7 and 8]. He
stated it broadened across incone - it was not what had
been included in the governor's bill. He noted the
scenarios reflected an effort to make things nore equitable
anong various groups. This lead to a flat tax across all
i ncones.

Representative W/Ison asked about using $2,200 per person
as a dividend paynment. She asked whether people would get
noney back [from the reduced dividend in the previous year
t hrough gubernatorial action].

2:07: 21 PM

Ms. Hansen replied that for the ITEP report each revenue
generating option had been examned separately. The
analysis had used the projected dividend paynent, rather
than rely on the unknown anount of paynents to be
det er m ned.

Co-Chair Seaton added that the report was based on the
statutory rate dividend of $2,200.

Representative WIson thought the actual versus the
statutory dividend anount would inpact the bars in the
gr aph.

Ms. Hansen responded that the tax amount would appear on
slide 8. The bar from the reduction of the dividend bar
onto the bar from tax and the conbined effect would be
shown how much income would change if there were a tax and
there was a reduction in the dividend anount.

2:10: 08 PM
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Representative WIson nentioned the PFD would be taxed in
HB 115.

Vice-chair Gara corrected that a PFD tax was not in the
| egi sl ati on.

Ms. Hansen replied in the previous slide regarding tax on
wages and sel f-enploynment inconme, it would not affect the
bars at all. In the present slide, there would be sone
ef fect depending on how the bill was witten.

Vice-Chair Gara asked M. Hansen to speak to the

di sproportional inmpact on lower incone taxpayers from a
reduction in dividend paynents, and how that conpared to
Senator Cick Bishop’s bill [SB 12] and to the Senate

proposal for a $1, 000 dividend.

Ms. Hansen responded that each would have to be equalized
to conpare them and it would be too abstract to present
orally.

Co-Chair Seaton reported that Figure 15 was based on the
| TEP report which kept al | anal yses conparable in
generating $500 million. He commented that the conmmttee
was |looking at the conparisons rather than specific
nunbers. He thanked Representative WIson for her enphasis
on the inpact of taxes on taxpayers. He nentioned the
difficulty in determning the range of incomes within the
state. The information on the slide showed the inpact on
different segnments of the population. He encouraged people
to examne the report on the website. The report was only
20 pages long and contained information on how different
econonm ¢ segnents of the popul ati on were inpacted.

2:14:46 PM

Representative GQuttenberg nentioned that in SB 12 there are
five brackets. Mst of the analysis in the presentation
contai ned seven brackets. He wondered how many brackets
were in the IRS codes to get up to $500, 000 i ncone.

Co-Chair Seaton clarified that the brackets shown were
| ooking at segnments of the Alaska econony rather than
taxes. He specified that they were flat taxes and not
brackets at all.
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Representative Quttenberg recognized that there were many
ways the cal culations were arrived at. He wondered how many
brackets were invol ved.

Ms. Hansen offered that from nmenory she believed the IRS
had eight or nine brackets. Many states had many nore than
that. She spoke of unenpl oynent insurance that cut off at a
certain income. At the federal level there were layers in
curves and steps, and at state levels they differed.

Co- Chair Seaton rem nded nenbers that not all of the incone
was taxed and that the inpact on the |ower incone |evels
woul d be higher if there were a $1,000 or $2,000 dividend
and not the proposed changes at present.

2:19: 34 PM

M. Liebelt concluded with slide 9 pertaining to options
avai l able to close the state's budget gap:

There are many options available to close the state's
budget fiscal gap using a broad based tax. Each option
will inpact famlies at different incone levels in
very different ways.

Exanpl es:

* Personal | nconme  Tax: More  progressive. Hi gher
paynents from hi gher incone famlies

e Sales Tax: Mire regressive. Inpacts |ower inconme

famlies to a greater extent.

* Reduction to PFD: Mst regressive. Geatest inpact
to | ower incone, |east inpact to highest incone

e Payroll Tax: Inpacts mddle class nore than the
| onest or highest incone brackets.

e Payroll and Investnent Incone Tax: Mst equitable
across inconme brackets. WIIl inpact |ower incone

earners nore on their inconme, and higher incone
earners nore on their investnents

Co-chair Seaton reiterated that the concepts wthin the
bill were what was bei ng exam ned.

Vice-Chair Gara asked what it would take to wite another
bill containing sone of the concepts in the presentation.

Co- Chair Seaton thought it was possible.
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2:21:40 PM

KEN ALPER, DI RECTOR, TAX DI VISIQON, DEPARTMENT OF REVENUE,
responded that if the desire was to draft a bill simlar to
SB 12 but which would reflect sonme of the concepts in the
presentation, it would not be a big lift for either the
Department of Law or Legislative Legal Services. The
concern regarding SB 12 was in the need to wite the
necessary regulations in order to inplenment the bill.

Representative Gara asked whether Scorporation owners’
income would count under the definitions of the bill, or
whet her it would continue to be exenpt.

M. Alper relayed he thought those categories would not be
included in the bill as witten.

2:24:.28 PM

Representative Ortiz stated he did not like to talk about
taxes. He asked whether, based on current information on
the stock market and on oil prices and production, the

state could adjourn the current session with the prospect
of a fiscal plan w thout adding revenue.

RANDALL HOFFBECK, COWM SSI ONER, DEPARTMENT OF REVENUE
responded that follow ng examnation it was concl uded that,
if all conponents were perfect, as in high oil prices and
production, perfect stock activity, there could be a
bal anced plan within four or five years wthout adding
revenue. However, if things happened in a nore consistent
fashion, there would be a $300, 000 shortfall.

Representative Otiz asked if PERS [Public Enployees’
Retirement Systen] and TRS [Teachers' Retirenent System
and oil tax credit obligations were included. Comr ssioner
Hof f beck responded in the negati ve.

2:27:01 PM

Representative WIson spoke to self-enploynent and asked
whet her the item appeared on the table in form C of the tax
form

Conmmi ssi oner Hof fbeck deferred to Ms. Hansen.
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Ms. Hansen was still getting famliarized with the net
earni ngs deductions. There were several deductions and she
t hought it would likely be that |ine.

Representative WIlson filed self-enploynent taxes and knew
what it |ooked |ike. She spoke to 20 deductions. She got
taxed on her incone to offset putting noney into social
security. It would be a very different calculation if she
were an enployee. Those people who were self-enployed may
pay |ess, but there were deductions to be calculated as
wel | .

2:29: 05 PM

Co-Chair Seaton drew Representative WIlson's attention to
slide 3. He pointed to net earnings on self-enploynent.
Those woul d be after a subtraction of business costs.

Representative W I1son thanked Co-Chair Seaton for making
her point. As an enployee she would not be able to deduct
certain things, but as a self-enployed taxpayer, she coul d.

Co-Chair Seaton stressed that the |egislature was | ooking
at the information at a high level and the bill structure
was  not f or med. He thanked M. Li ebel t for t he
present ati on.

Co- Chair Seaton recessed the neeting to a call of the chair
[ Note: the neeting never reconvened].

#
ADJ OURNVENT

2:30: 56 PM

The neeting was adjourned at 2:30 p. m
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