1: 04: 53 PM

CALL TO ORDER

Co-Chair Foster
to order at 1:0
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Representative
Representati ve

VEMBERS ABSENT

None

ALSO PRESENT

HOUSE FI NANCE COW TTEE
FOURTH SPECI AL SESSI ON
Novenber 8, 2017
1:04 p. m

called the House Finance Conmittee neeting
4 p.m

Neal Foster, Co-Chair
Paul Seaton, Co-Chair
Les Gara, Vice-Chair
Jason G enn

David Guttenberg
Scott Kawasaki

Dan Otiz

Lance Pruitt

St eve Thonpson

Cathy Tilton

Tamm e W1 son

Ken Alper, Director, Tax Division, Departnment of Revenue;
Brandon S. Spanos, Deputy Director, Tax Di vi si on,
Depar t ment of Revenue; Representative Dave Talerico;
Represent ati ve Andy Josephson; Representative Geran Tarr.
SUMVARY
HB 4001 EMPLOYMENT TAX
HB 4001 was HEARD and HELD in conmttee for
further consideration.
Co- Chair Foster addressed the neeting agenda.
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#hb4001
HOUSE BI LL NO. 4001

"An Act inposing a tax on wages and net earnings from
sel f-enploynent; relating to the admnistration and
enforcenment of the wages and net earnings from self-
enpl oynment tax; and providing for an effective date."

1: 05: 46 PM

KEN ALPER, DI RECTOR, TAX DI VISION, DEPARTMENT OF REVENUE
(DOR), addressed a PowerPoint presentation titled "Capped
Payroll Tax - Responses to Questions; HB 4001 by Governor
Wal ker" dated Novenber 8, 2017 (copy on file). He was
present primarily to answer questions that arose during his
presentation w th Conm ssioner Sheldon Fisher on Cctober
26. He referenced the revenue forecast Conm ssioner Fisher
had presented with DOR chief econonmist Dan Stickel. He
noted that DOR had responded to committee questions from
that neeting with a letter addressed to the conmttee co-
chairs dated Novenber 2 (copy on file).

M. Al per began on slide 2 with a table of contents. He
pl anned to address questions pertaining to |abor force,
relative inpact and progressive-regressive issues, the
conbination of state and nunicipal taxes and where the
state ranked nationally, and technical questions on profit
distribution and tax inplenentation. He anticipated he
woul d be joined by his colleague who could answer techni cal
guesti ons.

1: 08: 17 PM

M. Alper nmoved to slide 4 related to the letter dated
Novenber 2, 2017, which answered four questions. He
addressed the oil and gas tax credit appropriation formula
(10 or 15 percent; $175 mllion for FY 19) and rel ayed that
based on statute the nobst recent spring revenue forecast
applied, which was the nost recent official price forecast
prior to the passage of the budget. He referenced the
transition of notor fuel tax from unrestricted general fund
(UG) to designated general fund (DG). He detailed that
the issue first reached the committee's attention the
previous session with the admnistration's notor fuel tax
bill, which had not yet passed. He furthered that the
Legi slative Finance Division (LFD) had decided it may be a
nore appropriate use of the fund given existing statutory
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| anguage and the way it was used; therefore, LFD had nmade
an internal determnation it wuld be considered DG
regardl ess of what happened with any new revenue bills. The
O fice of Mnagenent and Budget, DOR, and LFD were all in
agreenment that going forward the notor fuel tax should be
consi dered DGF

M. A per spoke to the third question pertaining to
negative revenue fromthe oil and gas corporate incone tax.
He explained that it primarily came from the tinme |ag
bet ween estimated tax paynents. He stated that the tax year
was a calendar year for the tax. In 2015 conpanies were
paying estimted taxes after the first, second, and third
quarter of 2015, but by the tine they paid their taxes and
trued up, it was the end of cal endar year 2016 (Cctober was
t he paynent due date). He furthered that FY 17 was when any
refunds for overpaynents of 2015 taxes woul d have been paid
back. He expounded that because there were relatively high
estimated paynents in 2014 and 2015 (based on the |ower
prices not working their way through the system yet), DOR
ended up payi ng back substantial refunds.

M. Al per specified that additionally, Legislative Audit
had determ ned that certain additional revenue comng in
that went to the General Fund, should have been considered
Constitutional Budget Reserve (CBR) revenue - it had been
the result of an audit or admnistrative proceeding.
Subsequently, an internal transfer had been made from the
CGeneral Fund to the CBR, which had shown up in the year it
was made (FY 17) as negative General Fund revenue, although
practically speaking it was revenue neutral.

M. Al per continued to address slide 4. The table showed
how negative revenue bal ances had occurred in FY 16 and FY
17. The fourth question related to the inpact of $1 on the
price of oil. At current oil prices in the $40s, $50s, and
$60s per barrel range, $1 in the price of oil was roughly
$30 million UG- over the course of one year. For exanple,
if the price was $10 higher than anticipated, it was
possible to estimate building $300 mllion into thoughts on
the state's projected deficit.

1:11: 49 PM

Co-Chair Foster recognized Representatives Dave Talerico
and Andy Josephson in the audience.
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Representative Pruitt asked if the $30 mllion was tax and
royalty revenue. He asked for detail.

M. Al per responded that the $30 mllion was all

unrestricted revenue - it included production tax and the
unrestricted portion of oil and gas royalties (the half to
three-quarters not dedicated to the Permanent Fund); if

Per manent Fund noney was added back in, the nunber would be
$35 mllion to $37 mllion. He noted that portion bel onged
to the corpus of the Permanent Fund and was not spendabl e.

Representative Quttenberg stated that the $1 rise in price
did not account for fluctuations, md-year, or partial
year. He believed it was as if the prices went up $1 on

January 1 and renmined there until Decenber 31. He asked
for verification that the scenario represented a sinplistic
approach to illustrate the inpact.

M. Al per answered in the affirmative. The scenario assuned
the $1 shift for the entire year. At the |ower price range,
it assumed the production tax change was based on the 4
percent gross mninmum tax. At higher prices it becane nore
conplicated - once producers were able to get into the net
profit structure, the nunber would increase closer to $80
mllion per $1 at higher oil prices. The department of
revenue produced a docunent after every forecast show ng
the detail that it could provide to the commttee.

1:14: 01 PM

Co-Chair Seaton spoke to question 1 on slide 4. He read an
excerpt from the answer to question 1 in DOR s Novenber 2
letter to the conmttee:

However, the statute is not entirely clear whether the
10 or 15 percent should be applied to tax before or
after application of credits. The alternate nechanism
calculating the percentage after application of

credits, woul d result in smal | er annua
appropri ations. Based on t he prelimnary fal
forecast, the $175 mllion for tax credits would be

reduced to about $46 mllion.
Co-Chair Seaton asked if there was any further |egal

clarification on the subject. He wondered if there were two
al ternative nechani sns that were vi abl e.
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M. Al per answered that DOR had not asked for a fornal
| egal opinion. The issue had not been gernmane until the
current year. The way the departnment had interpreted the
statutory | anguage going back to the FY 16 budget cycle -
when the state first contenplated using the funding fornmula
as opposed to the previous open-ended |anguage - statute
specified 10 or 15 percent of the amount received from AS
43.55.011. He elaborated it was the production tax - 35
percent of the net calculation. The departnent interpreted
it to mean the tax calculation without any of the credits
(including credits against liabilities, primarily the per
barrel sliding scale credit under AS 43.55.024(j)). Based
on the statute it was a larger nunber the state was taking
15 percent of, which accounted for the $30 nmillion in the
FY 17 appropriation, the $77 mllion FY 18 appropriation,
and the $175 mllion forecast. If the amunt was tied to
the anount received from AS 43.55.011, neaning accounting
for the subtraction of the credits, it wuld be the smaller
nunber .

M. Al per continued that the per barrel credit had been
very low for the past couple of years due to the |ower
price in oil. The difference between the two cal cul ations
may have been $10 million. Now suddenly, if the alternative
calculation was used - neaning use of the anmount received
after the subtraction - the 15 percent cal culation derived
at $46 mllion. The appropriation |anguage was a guideline
to the legislature and the legislature would ultimtely
appropriate what it felt was suitable in next year's
budget. The departnent's intention was to point out there
was another interpretation to the |anguage.

1:17: 03 PM

M. A per noved to slide 6 that included a line graph
showing FY 10 to FY 18 state revenue and expenditures
(without the Permanent Fund Dividend (PFD)). The slide
denonstrated how Ceneral Fund revenues had declined
beginning with the peak in FY 12 and how expenditures had
declined to react to the decrease in revenue. He detailed
that al though expenditures had dropped 44 percent from the
peak in FY 13, the revenue decline of 80 percent had led to
the structural deficit going forward. The situation was the
reason for the proposed revenue bill. The expectation was
the bulk of the deficit would be nmet by sonme form of
Per manent Fund restructuring and HB 4001 would be the | ast
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pi ece towards reaching a structurally sustainable bal anced
budget in future years.

M. Al per addressed what the bill would do on slide 7. The
bill included a 1.5 percent flat rate tax on wages and
sel f-enploynent incone; it was a subset of what people
generally think of as income. He elaborated that the bil
did not tax investnents, retirenment incone, dividends,
interest, and other related itens. The tax would be paid by
individuals earning income in Alaska and did not
di stingui sh between resident and nonresident. He noted that
if a household contained nore than one working person, each
woul d pay separately. He specified that individuals with a
job would generally not file - enployers would take the 1.5
percent from paychecks just as federal social security
taxes were w thheld. The paynent would be remtted [to the
st at e] directly from the enployer, which would be
sufficient for DOR The departnent would only receive
direct individual filings from self-enployed people.

M. Alper continued to explain the bill on slide 7. A cap
had been added to the tax to the greater of $2,200 adjusted
for inflation or twice the previous year's PFD, whichever
is greater. He detailed that at slightly over $147,000 a
1.5 percent tax equaled $2,200. At lower inconme levels it
would be a 1.5 percent tax and at higher inconmes it would
be the capped tax - the cap woul d inpact about 5 percent of
earners. The foregone revenue resulting from the cap was
around $10 mllion to $20 mllion. He explained that the
$320 million bill would becone $330 million or $340 nillion
if the cap were noved and the sanme basic structure was
mai nt ai ned.

1: 20: 09 PM

Vi ce-Chair Gara spoke to sonme of his concerns that the bill
woul d tax m ddle and | ower income individuals as opposed to
weal t hier people who had a lower tax rate. He addressed

that the bill did not tax investnent incone. He referenced
statenents by Warren Buffett that because he nade his noney
off investnents he paid a lower tax rate than his

secretary. Vice-Chair Gara remarked that investnent incone
typically pertained to rmuch wealthier people who received
di vidends and capital gains. He thought it was a second
area wealthier people were being treated nore favorably
than |ower and middle-incone people. He asked about the
reasoni ng behi nd the deci sions.
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M. Al per responded that the federal incone tax rate on
capital gains was |lower than the incone tax rate on general
incone - this accounted for M. Buffett's observation he
was paying at a lower rate than his secretary. M. Al per
noted that in his presentation two weeks earlier he had
di scussed sone of the adm nistration's thinking behind the
cap. He detailed the cap was a way of distinguishing the
tax from a true incone tax. The person who was highly
productive and earned a significant anount of noney was not
penal i zed for their additional incone. He detailed it was
part of the pushback from the Senate that was strongly
opposed to an incone tax. The bill's structure (although
based on wages) fell short of being a true incone tax due
to the cap. He agreed that by elinmnating capital gains and
simlar unearned incone, it tended to nmake the tax |ower on
t he hi gher incone individuals.

M. Al per continued that he would address an upcom ng slide
showi ng the effective tax rates on different incone |evels.
A simlar analysis of a true income tax was nuch nore

progressive - there was a higher take at higher rates -
|argely because of the inclusion of capital gains. The
bill's tax structure was nore flat - the 1.5 percent held

across the board and effective rates fell at high levels in
part due to the exclusion of unearned income and in part
due to the cap.

Vice-Chair Gara understood the bill structure was an effort
to bring nenbers of the Senate on board. He stated that
under federal |aw Warren Buffett would pay a |lower tax rate
and under HB 4001 he would pay no tax. Vice-Chair Gara
disputed the idea that wealthier people were nore
productive. He noted that nurses and |aborers were just as
productive as soneone meking a | arge incone.

1:23: 59 PM

M. Al per answered there was a philosophy held by many that
an inconme tax was fundanentally wong, and they nmay prefer

taxing on consunption. A full incone tax took its highest
anount from people who earned the nobst. He explained the
bill represented a conpronise because it did not appear

possible to pass such a tax and because the adm nistration
strongly believed a viable revenue neasure was necessary to
ensure the operation of a viable governnent into the
future
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Vi ce-Chair Gara understood. He explained he was not pushing
an income tax and was also aimng for sonmething the
| egi sl ature coul d agree on.

Representative Otiz asked if |lifting the tax cap or
including capital gains in the tax would nean retiree
pensi ons woul d al so have to be included in the tax.

M. A per answered that the bill could be witten in any
way. He detailed that the bill language could limt the
inclusion to capital gains, interest, retirenent, or
di vidends. He noted that the PFD was not incone under the
bill and would not be taxed; if the broad category of

di vidends was included, it would nean the inclusion of the
PFD. He was reluctant to nention the Institute on Taxation
and Economic Policy (ITEP) based on a reaction by
Representative Pruitt a couple of weeks earlier. The
organi zati on conducted state |evel analysis nationw de and
had done sonme work for the commttee; it had a series of
charts showing the effective tax rates and a conparison
between income tax, sales tax, and a head tax. The
organi zation had also done an analysis of a head tax wth
the inclusion of capital gains that was mldly progressive.
He knew nenbers of the conmttee had contenplated simlar
structures. The administration's overarching preference was
for the agreenent on a fiscal solution in the current
speci al session.

1:26: 50 PM

Representative Otiz asked how nuch additional revenue
woul d be generated if capital gains were included in the
bill.

M. Al per answered that he did not know the nunber, but he
guessed another $50 mllion or so w thout the inclusion of
a cap. He noted the information was available in the nodel.
He nentioned how it fell out in scale to the other incone

factors and that it was |imted to a relatively small
subset of the population. He furthered that if a cap was
mai nt ai ned, nost people living off capital gains would
still pay at the $2,200 and there may not be a substantia

anount of additional revenue generated.
Representative WIson asked about an analysis regarding a

single nother of three working at a mninmm wage job who
the state had already taken over $4,000 from due to the cut
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to the PFD. She believed under the scenario the tax would
be an incone tax if it was the only noney the famly had
com ng in.

M. Alper answered it was a tax on incone but did not neet
the strict definition of incone tax because it only taxed
certain portions of incone. He agreed that under the
scenari o provided by Representative WIson the tax would be
1.5 percent of the individual's incone. He stated that
reasonabl e people disagreed on how to characterize the
reduction in the PFD

Representative WIlson reasoned that a cut to the PFD was a
loss to the individual's inconme. She stated it was possible
to argue about term nology, but the tax still resulted in a
loss in incone. She reasoned it was an inconme tax under the
scenari o she had provided. She noted it was the sane in a
m ddl e-class famly that had no other incone put away. She
asked how the admnistration justified the percentage an
i ndi vidual would pay to governnent conpared to a person
maki ng $100, 000 who had been able to put money into |RAs
and other savings. She stated the |oss would be much |ess
for higher wage earners. She wondered why the bill would
hit the |lower and m ddl e-class individuals at a nuch higher
| evel

1: 29: 44 PM

M. Al per explained that the bill had evolved from the
school head tax bills. The old school head tax that had
been in place since territorial times through the late
1970s was a flat rate of the first check earned and it had
gone towards the school system There had been a couple of
different variants on the bill brought forward in the past
couple of years as a potential revenue neasure. He
el aborated that Representative Matt C aman had introduced a
bill in the House and Senator Click Bishop's bill in the
Senate had been used in nmany ways as the nodel for HB 4001.
He detailed that the definitions in those bills included
wages and sel f-enpl oynment incone, neaning it was a payrol
tax versus an incone tax. The purpose was to "scoop a
little bit" fromregular labor - it was a sinpler bill and
did not go as deep into the econony. Senator Bishop's bil
had a series of stair steps. He elaborated that one incone
bracket paid $100, the next income l|level paid $200, with a
cap at $500.
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M. Al per continued that the issue with the stair step was
what happened at the transition where a very high nmargina
tax rate occurred. By changing it from a stair step to a
flat percentage, the net effect was the sane, but the weird
transitions when people stepped from one bracket to another
were elimnated. The next decision was how big to make the
tax. He estimated that the percentage would be closer to

0.25 to 0.5 percent because Senator Bishop's bill would
have raised $70 nmillion, whereas Representative Caman's
bill would be closer to 3 percent because it had raised
over $500 million. The administration had selected $300
mllion as a revenue target, which required a 1.5 percent
tax. He reiterated that the foundation of the bill cane
fromthe school head tax bill, not the inconme tax bill.

Representative WIlson replied that she did not care where
the bill structure came from She was concerned about
hitting lower and mddle-class households harder. She
stated it was necessary to factor the PFD cut into the
equation because it inpacted inconme going into residents'
househol ds. She understood the logic of a flat rate because
it was easier; however, teenagers would pay, whereas,
people living off other revenue would pay nothing. She
spoke about individuals trying to get off welfare and
stated they would be hit harder. She thought there had to
have been sonething in the nodeling that nmade the
adm nistration okay with hitting the | ower and m ddl e-cl ass
harder. She was trying to determne where the phil osophy
came from

M. Al per answered that the bill was viewed in a vacuum and
not as conmbined with changes to the PFD. As a standal one
bill, it was truly a flat tax to 95 percent of the
popul ation - everyone would pay the sane 1.5 percent. For

the nost part the people in that 95 percent, probably wth
the exception of retired people (retirenent income was
exenpted), everyone would pay the sanme piece of their
income. The regressivity kicked in at the higher end. He
continued that if soneone was aimng to neld a tax with a
PFD reduction in a way that |evelized the inpact across the
board, a progressive incone tax exenpting sonme of the
| onest i1 ncone people would be the cleanest nethod. He noted
that the bill passed by the House had roughly acconplished
that - it had exenpted the first $20,000 in incone and had
stepped up to a higher rate. As an overlay with PFD cuts it
had cone out fairly close to a flat conbined tax inpact.
The bill had not been acceptable to the legislature at
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|arge. The administration was not trying to reopen that
debate. The <current bill contained a flat tax as a
standalone item that seenmed to be a reasonable solution.
The alternative - a sales tax worked in the other direction
and had an even greater inpact on the |owest incone people
and less inpact on the higher income people. The current

bill's inpact fell somewhere in between an incone and a
sal es tax.
1:34:35 PM

Representative WIson believed M. Al per had nade her
argunent. She was concerned the admnistration was | ooking
at the concept in a vacuum She noted that Anchorage was
increasing its gas tax and had a different property tax
| evel than other areas of the state. She noted that sone
parts of the state had no tax because they were not in a
bor ough. She believed that when the state began | ooking at
options in a vacuum it would hit people hard during a
recession. She wondered if the inpact could nean sone
peopl e would determne it was not worth going to work at a
m ni num wage job. She understood that the other option had
not passed the legislature. She thought perhaps the
phi |l osophy was to try the current bill because nothing el se
had worked. She remarked that Al aska was the |owest taxing
state, but only when talking about certain taxes; it did
not account for other taxes and the high cost of [|iving.
She had grave concerns over inpacts the bill would have
She remarked on a coment by Pat Pitney [Director, Ofice
of Managenent and Budget, Ofice of the Governor] that the
admnistration was only | ooking at increases to the budget,
not decreases.

M. Alper shared that later in the presentation there were
a nunber of slides pertaining to municipal taxation |evels.
He communi cated that the issue had arisen in his previous
presentation to the comrittee. He believed seeing Al aska's
city taxes layered with state taxes conpared to other
states was il lum nating.

Representative Tilton referenced M. Alper's testinony that
it was possible to include other nodules in the tax
i ncluding capital gains, investnent income, and other. She
t hought there was an associated cost of increasing
governnent. She asked for an estinmate.
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M. Al per answered that the fiscal note to HB 115, which
had passed the House in My had included about 60
additional staff, which may have been on the |ow side. He
noted that DOR may have needed a bit nore staff for a
conplicated statewi de inconme tax. The current bill included
40 staff in the fiscal note and he believed the estimate
was on the high side because nost of the population would
not have to file. The paperwrk l|oad was dramatically
reduced because enployers would file on behalf of their
enpl oyees. He estinmated the departnment could probably nmake
due with 30 additional staff. If the conplexity of the tax
increased to sonmething nore like an incone tax, DOR would
need additional staff somewhere in between.

M. Alper identified the cap as the biggest variable - if
no one was paying nore than $2,000 there was not nuch
utility in having an entire team of auditors at the
individual level to ensure everyone was paying the right
anount (the role of the auditors tended to be to go after
the larger nunbers). If the tax contained no cap it would
result in high payers, which would add nore people to the
mx (it would also add nore revenue). The cost to the
adm nistration represented a tiny fraction of the revenue
that would come in. Hiring 40 new state workers and the
cost to build new software would be 2.5 percent of the
bill's revenue.

1:38:28 PM

M. Al per turned to slide 8 and continued to provide a bill
summary. The bill was projected to bring in about $320
mllion in revenue; approximtely 15 percent of the revenue
woul d conme from nonresidents (people working in Al aska who
earn wages or wth self-enploynent incone in Alaska). In
the case of wage earners, the tax would be remtted by
enployers just like resident wage earners. For self-

enpl oyed individuals there was a state equivalent of the
federal 1099 form (contract enploynent fornm) that enployers
woul d be required to send to the state, so it was aware of
who was earning noney. He elaborated that it may require a
bi t of effort chasing small busi ness  owners, but
eventually, the departnent believed it would get everyone
on the tax rolls.

M. Alper furthered that the bill would require a $10

mllion one-tinme cost to procure software, programmi ng, and
basic startup needs of admnistering a new tax. The
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projected operating cost was $5.2 mllion for 40 new
enpl oyees; DOR hoped to do the work with fewer than 40 new
enpl oyees, which would drop the cost of running the tax to
about $4 mllion per year. He reiterated his earlier
testinmony that about 2.5 percent of projected revenue woul d
go to admnistration over the six-years in the fiscal note
peri od.

Co-Chair Seaton asked if the departnent anticipated that
identification of self-enployed wuld be by business
licenses - anyone with a business |license would receive an
inquiry.

BRANDON  S. SPANGCS, DEPUTY DI RECTOR, TAX DI VI SI ON
DEPARTMENT OF REVENUE, answered there were a couple of
different nethods to identify who was self-enployed. One
woul d be a business license and the other was the Interna
Revenue Service (IRS). He detailed that the IRS would share
information with the state and the departnment would have
the ability to see who had filed with self-enploynent
i ncome under an Al aska address. Nonresidents working part
of their business in Alaska would be nore difficult - the
state could get the information if they had a business
license, but iif someone was doing business in Al aska
without a license it becane nore difficult. Typically, in
ot her states people called to deternmne if soneone had paid
a tax. The state could not respond to the question, but it
could look into the question.

M. Al per noved to slide 10 pertaining to |abor force and
popul ation. He reported that based on information provided
by the Departnment of Labor and W rkforce Devel opnent
(DLVWD), the state had not suffered a population decline.
The state's population growh had been very snmall at |ess
than 1 percent over the past four years. As of July 2016,
the estimated popul ation was slightly under 740,000 people.
He shared that 2017 nunbers would be available in January
[2018]. Currently, DLW forecasted nodest growh through
2045. There had only been three years since statehood with
negative population growh, after the conpletion of the
pi peline when nunmerous tenporary mgratory |aborers |left
the state. Another decline had been in the 1980s during the
large oil price decline. Nonresident wages were about 16
percent - the nunber was updated from the 15 percent figure
used by the admnistration pertaining to the bill. He
explained it was also necessary to subtract people wth
Al askan addresses who earn all their income out of state.
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M. A per continued to address slide 10. The tota
statewide job loss was 11,600 (3.2 percent) through
Sept enber 2017. He reported that the nunber of people
enployed by the state as of the previous nonth was down
2,800 fromthe peak (12 percent reduction).

1: 43: 32 PM

Representative WIson extrapolated that 2,800 governnent
enpl oyees had been lost and the private sector had | ost
8, 800.

M. Al per saw no reason the nunbers reported on the slide
should not be additive. He agreed that her summation seened
correct.

Vice-Chair Gara stated that the conmittee had received
information from DLWD three nonths earlier that over the
| ast two years the state had |lost closer to 14,000 private
and public-sector jobs. He asked if a difference in tine
periods accounted for the difference in the nunbers.

M. Al per answered that DOR had not been able to identify
the source of the 13,000 nunber. He reported that the
nunbers had been relatively steady in the past several
months. The 11,600 was the nobst current job [|oss nunber
from DLVD.

M. Al per turned to slide 12 titled "I TEP anal yzed nmultiple
tax options that each would raise $500 mllion." The slide
included a chart from an April 2017 |ITEP report. He noted
that the 1.5 percent tax was the baseline. He remarked the
seven bars did not represent equal quadrants of the
popul ation; the first four bars were the incone |evel
quintiles (zero to $20,000, $20,000 to $40,000, $40,000 to
$60, 000, and $60,000 to $80,000). The top 20 percent of the
anal ysis broke up into three subgroups ($81,000 to $95, 000,
$96, 000 to $99,000, and $100,000). The portion of the bar
above the crosshatch showed what the share of inconme would
be without a cap, whereas the crosshatch accounted for the
cap. The people in the top two levels would be paying |ess
t han what they woul d have without a cap.

M. Alper explained that to get into the top 5 percent of

househol d incone in Al aska, incone was about $210, 000. The
anal ysis assuned 1.5 working people per joint filer in a
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household and kept the incone around the $140,000 cutoff
point for the cap. There was a partial drawback of the
group's effective tax rate from 1.5 to around 1 percent
There were some individuals earning nore than $365, 000 and
over $1 mllion - the rate would be variable depending on
how high their inconme |evel was, but the effective tax rate
dropped down sonme. He focused on the bottom 95 percent of
incone earners where there was relative flatness to mild
progressivity (1.2 percent effective tax rate for the
| onest earners to a 1.8 percent tax rate at the 80 to 95
percentile of people). The ITEP analysis tried to conme up
with $500 mllion tax schenes for Al aska, which was where
the 2.43 percent payroll tax figure had cone from (slide
12). He noted that the 2.43 percent tax was arbitrary, and
it would be an wunusual Ilegislative solution to pick a
nunber that precise.

1:47:22 PM

Vice-Chair Gara asked if the bars on slide 12 only showed
payroll tax income. He wondered if the regressivity on
benefit to the wealthier sector be higher if their
i nvestment inconme (that was not being taxed) was count ed.

M. Al per answered that the chart presuned what Vice-Chair
Gara had stated. He detailed that because it was a wage tax
and the higher income people tended to have nore unearned
incone, it was the reason the 1.5 percent and 0.7 percent
bars were included on the chart. He furthered it was a wage
tax on all incone; if it was 2.4 percent of all incone and
three-quarters of a person's incone was unearned, it would
be about one-quarter of the rate. He furthered it was where
the 0.7 percent bar cane from and the cap reduced the bar
further.

Representative Quttenberg pointed out that the |ITEP report
was from April 2017. However, the nbst recent analytica
data on DLMD s website was from 2015. He observed there was
a lag on information regarding job | oss and ot her.

M. Alper believed the DLVWD enpl oynent nunbers were only a
couple of nonths old. The departnent received nunbers at
| east quarterly from enployers through the enploynent
security tax. He was uncertain about the departnent’'s other
dat a sources.
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Representative CQuttenberg responded that DLW could have
nore current nunbers, but the recent information was not on
the departnent's website. He stated that the nonresident
workforce in the oil and gas industry was at an all tine
hi gh of 36.4 percent, which represented over $700 million
in lost incone to the state. There was no nore recent data
on the specific webpage.

M. Al per responded that since the peak the industry had
| ost about 5,000 jobs in Al aska. He referred to
Representative WIlson's nmention of a loss of 8,800 private
sector jobs. He explained that the 5,000 jobs did not
represent two-thirds of the 8,800 because many of those
5,000 were nonresidents who were no |onger comng to Al aska
to work. He continued that because of the industry's high
nonr esi dent workforce, the inpact of its job |osses on the
state tended to be a bit overstated.

Representative QGuttenberg stated that one of his concerns
was about who was getting laid off in terns of Al askans or
nonresi dents. He stated that unfortunately it appeared that
Al askans were getting laid off at a higher rate. He
reasoned it could just reflect subcontractors because there
was not a breakdown between the three mmjor communities
(North Slope, Kenai, and Valdez). As far as he could tel
there was a disparity on who was getting laid off and it
was not working in the favor of Al askans.

1:51:17 PM

M. Al per advanced to slide 14 and showed a bar chart of
the conparable tax burden by state. The chart showed st ate-
| evel taxation (all taxes paid by individuals to a state
i ncluding sales and incone taxes, |icense fees, etcetera).
The yellow portion of the bars titled "select sales taxes”
represented taxes on notor fuel, alcoholic beverages, and
other related items. The black portion of Alaska' s bar
represented the $320 million from the proposed capped
payroll tax in HB 4001. He directed attention to New
Hanpshire were outliers conpared to the rest of the county
in terms of their low taxes. Florida was the third | owest
state, but its taxes were quite a bit higher than those in
Al aska and New Hanpshire. The proposed tax would bring
Al aska' s taxes above New Hanpshire.

M. A per noved to slide 15 and addressed a bar chart
showi ng the conparable nunicipal tax burden. He referenced
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guestions about 1|ocal governnment taxation being high in
Al aska. The light blue segnment of the bars represented
property tax, which did not typically exist at the state-
level. The slide factored in property taxes, sales taxes

license fees, and other. He pointed to Al aska' s position on
the chart - the average Al askan was paying $2,300 in
muni ci pal taxes; the bulk was property tax. New Hanpshire
had higher nmunicipal taxes and appeared farther to the
right on the chart. He detailed that New Hanpshire managed
to survive with a relatively snall state governnent because
they had relatively large | ocal governnents.

M. Al per pointed out that in Al aska about $600 per capita
of the $2,300 was not really an individual tax, it was the
oil and gas property tax collected by the state and shared
with municipalities (approximately $450 million). He
continued that it was an oil and gas industry tax, which
was nhot really paid by locals, but it was difficult to
parse it out from the dataset of municipal property taxes.
O her oil and gas states had sonething simlar, but not to
the scale of the tax in Alaska. |f approxinmately $600 per
capita cane out of the property tax, Al aska's mnunicipal tax
burden would put Al aska closer to the nmddle of the states
(indicated with a green arrow on the chart).

M. Al per agreed that Alaskan had a substantial property
tax burden, which was higher due to higher property val ues
and inconmes, but it was not out of scale with the rest of
the country. He comunicated that nmuch of the data used for
the chart had cone from the District of Colunbia that had
t he highest |ocal governnent taxes in the country (shown on
the far right of the chart).

Representative WI|son addressed the oil and gas property
conponent on slide 15. As an exanple, she stated if a
person had a property tax of 13 mlls that 7 mlls went to
the state. She asked when the statute had |ast been
considered as a possibility for revenue. She wondered if
there was another oil and gas property [tax] pertaining to
the North Slope (outside the value of the pipeline).

M. Al per answered that the idea of sharing the oil and gas
property tax with the local governnment at their own mll
rate was part of the oil and gas property statute (AS
43.56); it was nore or |ess unchanged since the 1970s,
al though there were issues regarding the tax cap and
treatment of debt that nodified things - there had been a
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few mnor changes nade to the statute. He continued that
Trans- Alaska Pipeline System (TAPS) assessments were
considered in court for mnmany years; there had been a
settlement a year or two back where the state, producers,
and | ocal governments had determ ned TAPS would be worth $8
billion for property tax purposes. He added that it was a
five-year settlenent, nmeaning the state would not have to
revisit the issue for sone time. The total property tax
portfolio was around $28 billion (the mpjority of the
additional $20 billion was in the North Slope Borough and
i ncluded pads, wells, rigs, warehouses, trucks, and other;
ot her locations included were Kenai and Val dez). The state
received a full 20 mlls for portions of TAPS that ran
t hrough unorgani zed boroughs. The North Slope property tax
rate for its own property was 18 mlls - 90 percent of the
collected taxes in North Slope were shared wth the
borough. He continued that over $300 million per year went
to the North Slope Borough for its share of the oil and gas
property tax. He noted that all those factors distorted the
dat aset on slide 15.

Representative WIson asked if DOR had considered whether
the nethod in statute since the 1970s was still the fair
way to split the taxes. She asked if the departnent had
considered looking at the issue as it was considering
vari ous revenue options.

M. A per replied it was not up to DOR to decide. The
department's job was to collect and adm nister the taxes

He furthered that if the legislature or the governor wanted
to revisit the sharing of oil and gas property taxes it
woul d be a big conversation that would require significant
work. He noted there would be sone vested interests wth
strong opinions on the matter.

Representative WIson appreciated that the subject was
adm ni strative and not for DOR

M. Al per added that the oil and gas property tax that went
to the different jurisdictions was public know edge and was
published annually in the DOR Revenue Sources Book. He
detailed the tax was 20 mlls and $560 mllion was
collected (2 percent); about $120 mllion was kept by the
state and $440 nillion was divided between the various
muni ci palities.

1: 58: 36 PM
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M. Al per noved to slide 16 and addressed the state and
| ocal conparable tax burden. The purple arrow to the
pointing to the far left on the chart represented Al aska
as-is and the second purple arrow to the right of the first
showed Alaska with $320 million revenue from the proposed
capped payroll tax. Wth conbined state and nunici pal taxes
Al abama and Tennessee both paid |ower taxes than Al aska,
which noved to the tenth |owest state. He el aborated that
if the $440 mllion oil and gas property tax was backed
out, the state would be the lowest to the fourth |owest
taxed state (Al abama, Tennessee, and Florida would be the
lowest). He stated it was difficult to determ ne exactly
how nmuch discount should be taken for the oil and gas
property tax. He pointed out that New Hanpshire was
slightly below the national average with conbined state and
| ocal taxes; its higher municipal taxes put the state close
to the average taxation |evel.

Representative CQuttenberg discussed that other states had
counties, but Alaska did not. He remarked that Al aska's
constitutional convention had outlawed counties in the
state. He spoke to adding the Permanent Fund to the
conbined state and |ocal tax burdens. He renmarked that no
other state had a simlar fund, which made the conparison
difficult. He remarked that adding the Permanent Fund woul d
significantly change the picture. He understood it was not
a tax burden, but it was a benefit to living in Al aska, as
were the state's tax | evels and services provided.

2:01: 39 PM

M. Aper clarified that the term local included county-
type governnent (slides 15 and 16). He did not know the
reasoning behind the decision to use the word "borough"
rather than "county" or what the differences were between
Al aska's boroughs, and counties in other states. He
addressed the PFD and reasoned that on one hand it was
possible to say that all Al askans were receiving an $1, 000
di vidend, which could be considered a negative tax. He
explained that the inclusion of the PFD would put Al aska
dramatically bel ow other states. OQhers argued that the PFD
was not a negative tax, but entitlenment or underlying
income for residents and any reduction to the PFD should be
considered a tax that should nmake Alaska's tax bar
increase. The admnistration was not accepting either
scenario and was sinply saying a tax was a tax and the PFD
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was a calculation the people received - there was no
"supposed to" it just is what it is, which was a decision
the courts had made several nonths back as well.

Representati ve GQutt enberg r esponded t hat t he
characterization of the PFD as an entitlenent was strongly
debatable. He nade further remarks about the historic
nature of the conversations. He reiterated that no other
state had a simlar fund.

Vice-Chair Gara considered individual tax burdens in
Al aska. He stated that the oil and gas property tax was not
paid by individuals, but largely by businesses. He asked
about a scenario that put Alaska's taxes at the lowest in
the nation (where the oil and gas property tax was not
i ncl uded) .

M. Al per answered that the light blue segnent of the bars
on slide 15 represented property tax. The chart did not
di stingui sh between comercial and residential. Utimtely
everything was paid by an individual, but the chart
included office buildings and all property tax; only sone
fraction of the anpbunt was borne by individuals and the
state did not have the data to carve out the information.
In addition to the underlying increase to the property tax
from conmercial property, cane the increase in Al aska from
a | arge amount of commercial property that was out of scale
with the state's population base and other economc
activity (oil and gas property tax).

M. Al per noved to slide 16 and directed attention to the
left purple arrow pointing at Alaska current law. He
explained if the oil and gas portion of the property tax
was backed out of the light blue segnent of the bar, Al aska
would be the lowest taxing state. The right purple arrow
showed Al aska current law with HB 4001 | ayered on top. The
right green arrow reflected Al aska current law with the oi
and gas property tax backed out and the new wage tax
| ayered on top. The difference between the two green arrows
was the addition of the $320 mllion tax.

2:06: 14 PM

Co-Chair Seaton spoke to the difference between the purple
and green arrows on slide 16. He asked why there was no
bl ack segnment (HB 4001 estimted payroll tax) on either of
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the bars reflecting Alaska's taxes wthout oil and gas
property tax.

M. Al per clarified there was no bar for Al aska w thout the
property tax. The green arrows were pointing in between
existing bars. He furthered that a bar would need to be
added to the left of Al abama (reflecting how Al aska woul d
| ook with the property tax correction) and a bar in between
Florida and South Carolina (reflecting how Alaska would
ook with the property tax collection and the addition of
t he new tax).

M. Aper noved to slide 17 and addressed a state
conpari son of the conbined tax burden based on the | argest
cities per state. He reported that Anchorage was different
than 107 other comunities in the state because it had no
sales tax. Wien considering the state and |ocal conbined
tax burden, Anchorage was the |owest taxed jurisdiction in
the country. He noted that there was not a material anount
of oil and gas property tax collected in Anchorage;
therefore, no adjustments or corrections were necessary.
When considering property taxes, vehicle registration fees,
and ot her, t he aver age Anchor age resi dent pai d
approximately $1,800 in state and local tax burden - |ess
than the largest cities in all other states. Bridgeport,
Connecticut had the |argest taxes at about $7,000, followed
by NewarKk, New Jersey, and Detroit, M chi gan. The
conparison used a cohort of the largest cities in al
states. Wth the HB 4001 proposal, Anchorage would nove to
the second |owest rank and Cheyenne, Woni ng woul d becone
the | owest taxed city on the list. He pointed out that the
chart used a $50, 000 i nconme anal ysi s.

M. Al per noved to slide 18 reflecting an average incone of
$100, 000. Anchorage remmined the |owest taxed city when
conpared to the peer group of states. He pointed to the red
bars to the right of the slide representing state incone
taxes, which tended to bring taxes up significantly. The
dark blue portion of the bars reflected state and | ocal
sales taxes - there was no sales tax in Anchorage. He
expl ained that adding a 1.5 percent wage tax on househol ds
with $100,000 inconme would nove Anchorage to the third
| onest taxed city (Cheyenne, Woning, and Sioux Falls,
Sout h Dakota woul d rank | owest and second | owest).

2:09: 24 PM
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Representative WIlson remarked that Anchorage al so had nore
af fordabl e energy than nost of the state. She wondered how
a community like Dillingham that had property and sales
taxes would fit within the overall picture. She thought
nost of the other communities in Alaska would be nuch
hi gher up on the scale.

M. A per returned to slide 15 to answer the question.
There was a presunption of the weighted average sal es tax,
which was 1.7 percent in Alaska. He clarified that no one
was actually paying 1.7 percent - the nunber was an
average. He suggested that if Anchorage was renoved from
the m x, the nunber on the chart would be higher across the
board. He explained that the dark blue portion of the bar
reflecting property tax would get bigger. Consequently, the
non- Anchorage areas would probably be higher t han
Anchor age.

Representative WIson thought the nunbers would also be
skewed because there were parts of the state wthout
property or sales taxes. She wondered if the charts only
factored in organized areas in the state. Alternatively,
she wondered if the data included the entire state.

M. Al per answered that the charts included the total
aggregate tax collected divided by the total population.
Individuals living in untaxed areas would bring down the
aver age.

2:11: 31 PM

Representative WIson thought the graph was not hel pful
because she believed areas wthout taxation should be
excluded (those areas represented a large portion of
Al aska). Additionally, wusing Anchorage skewed the nunbers
because there were other areas with sales and property tax
(e.g. North Pole) with higher energy costs. She asked to
get a better idea what the chart would look like with the
removal of Anchorage and areas that did not have any taxes.
She thought it would be a nore accurate portrayal of what
t he residents woul d pay.

M. Al per responded that her suggestion would take quite a
bit of effort to parse the information out at the nunicipa
| evel . He explained that Representative WIson was talKking
about two different things. He elaborated that Fairbanks
and Dillingham (high energy costs notw thstanding) were
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organi zed nunicipalities paying property taxes, which fell
into the cal culations. Although people in unorganized areas
W thout property taxes may cover a substantial part of the
map, they accounted for about 10 percent of the state's
popul ation. He furthered that 90 percent of Alaskans had
the type of taxation of those living in urban areas. He
acknowl edged the 10 percent may skew things a bit, but it
was not a game breaker

Representative WIlson recalled a former classnmate who never
understood that three or four zeros brought down an average
significantly. She stated thought that conbining areas
wi t hout taxation and Anchorage with its |low taxation made
it nmore difficult. She did not like the chart that tried to
nmake it appear the state would not be taxing nuch. She
bel i eved the conponents she was pointing out nmade the chart
al nost irrel evant.

M. Al per responded that Al aska was different in many ways.
He believed the state's Congressional delegation struggled
to explain to peers what was different about Alaska. He
noted challenges of logistics and higher energy costs. He
added that Al aska also had higher inconmes. There was only
so much that could be corrected for and every state had its
own unusual features. The best the departnment could do was
come up with averages and caveat them to the best of its
ability. He continued that Al askans did pay |ower taxes
than people in other locations; the state had been able to
rely on the oil industry to cover the vast nmjority of
governnent operations for four decades and it would not be
possible into the future. He furthered that the price of
oi | no longer supported the state's population and
governmental needs. He continued that layering a tax on
residents would hurt, but it would not be the destroyer of
the econony as one may think, because Alaska was nostly
bel ow average on the scale conpared to other states. He
underscored that no one wanted to tax for the sake of
taxing; the goal was adding a tax in order to provide
essential services to Al askans.

2:15:50 PM

Representati ve W | son spoke to t he i mportance of
| egi sl ators having the nost accurate information to go hone
with because the issue was about how the tax would inpact
Al askans. She stated the issue was not only about taxation.
She spoke to the option of reducing government - the state
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had a popul ation of slightly over 700,000 with a governnment
| arger than nost other states. She stated that even with a
tax, the current governnent was too big to support. She
wanted to stick to what the charts did or did not show in
order for people to have a better understandi ng of whether
the information was reflective of the area they live in.

Representative Thonpson realized the biggest population
section of the state was the Railbelt. He asked if it was
fair to say that wupwards of 80 percent of the taxes
coll ected on HB 4001 would conme fromthe Rail belt.

M. Al per replied that he believed so, but he did not have
the data on hand. Roughly 80 percent of the state's
popul ation was located in the Railbelt region; therefore,
roughly 80 percent of the taxes would cone fromthat area.

Vice-Chair Gara renmarked that the state was rearranging the
chairs on the Titanic as it sank. He remarked that the
governor had been public that he saw the state sinking. He
remar ked that the governor had not proposed the bill for
fun. He furthered that after $3.5 billion in cuts, there
was evidence that continued cuts would deepen the
recession. He referenced the $2.5 billion budget gap and
expl ai ned the governor was trying to right the state and
prevent a deeper recession. He asked if his remarks were
fair. He reasoned the governor was not being illogical
about his proposal, even if the legislature did not agree
wi th himon everyt hing.

M. Alper believed there was a consistent nessage from the
adm ni stration and LFD about the facts. The budget had been
reduced, revenue had declined, the state had deficits, and
savings were declining. There was an expectation that
government would continue to do certain things; nore could
al ways be cut, but the easy cuts were gone. He reasoned it
was a worthwhile conversation to find a way to bring in
anot her couple hundred mllion dollars. He remarked that
finding another $1 billion wuld mke Alaska a very
different state and one that he specul ated nost |egislators
woul d not want to admi nister.

M. Al per continued and spoke to the goal of reducing the
deficit as nuch as possible with the materials at hand,
followed by |ooking to the Permanent Fund. He stated that
the fund was a wonderful asset and was a centerpiece of the
state's ability to live a successful future if the fund was
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treated right. He spoke to the inportance of using the fund
sustainably, wsely, and wthin its own limtations -
meaning there was a finite amount that could be taken out
per year. The comrittee had nore or |less agreed to that
nunber. There was also the factor of the appropriate split
of the amount between the government and the people in the

form of the PFD, which there was still debate over. After
all of those actions were taken a gap in the hundreds of
mllions of dollars would still exist. He referenced M.
Pitney's testinony from the prior day of $600 million to

$900 nmillion. He explained that the gap could be addressed
in three or four ways: 1) cuts (which may or nay not be
possible), 2) the inplenentation of a new tax (such as HB
4001), 3) the elimnation of the PFD (which he did not
beli eve was advisable), or 4) extra noney could be spent
from the Permanent Fund annually in addition to the
sust ai nabl e anmount (which could lead to catastrophic |ong-
t erm out cones) .

M. Al per communicated it was the admnistration's position
that a small tax covering part of the deficit and cuts were
probably the best way forward. The nost inportant thing was
to stay within the boundaries of a sustainable draw from
t he Permanent Fund. He furthered that the fund woul d nost
likely not have the ability to balance the budget on its
own conbined with existing revenues in years to cone;
t herefore, another option was necessary. The bill was about
t hat additional option.

2:21: 07 PM

M. Al per asked his colleague to address the renaining
sl i des.

M. Spanos addressed slide 20 pertaining to partnership
di stri butions:

* This bill would tax a partner’s distributive share of
the partnership’ s net taxable incone

» Does not matter whether or not a partnership actually
pays a partner a distribution

e Partner share is reported to himher on Schedule K-1
of federal Form 1065

e |f both spouses are partners, they will each receive a
separate Sch. K-1 reporting their individual share -
there is no such thing as a joint K-1
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e If they file jointly, K-1s would be conbined on their
federal Form 1040

» Federal 1040 is not used to prepare a state tax return

under this bill. Each spouse would use their
individual Sch. K-1 to prepare their separate state
returns

M. Spanos el aborated on the slide. He referenced a prior
guestion by Co-Chair Seaton asking how a married couple who
were partners in a partnership reporting income on a 1040
would report the information to the state. He explained
that each individual would receive a Schedule K-1; there
was no such thing as a joint Schedul e K-1.

2:23: 17 PM

Co-Chair Seaton stated that distributions from partnerships
woul d be taxed under the bill. He asked if a distribution
froma sub S corporation would be the sane.

M. Spanos replied that the distributive share would be
taxed under the bill, but the actual distribution would
have been taxed already; there would be no additional tax
on the distribution. He explained that the distributive
share reported on the K-1 would be taxed under the bill
There was no change for S corporations, which under current
| aw were exenpt from corporate tax. He el aborated there was
no individual tax, which would normally be taxed as
passt hrough incone in another state with i ncone tax.

Co- Chair Seaton asked for verification that there would be
tax on the distributive share of a profit from an S
cor porati on.

M. Spanos replied that the distributive share of a
partnership would be taxed because partnerships fell under

self-enployed inconme wunder the bill's definition. S
corporations were a corporation just like a C corporation
and were not taxed under the bill because they were not

defined as sel f-enpl oynent incone.

Co-Chair Seaton asked for verification that it was nerely a
matter of definition of a distributive share that was or
could be in the bill.

M. Spanos answered that the definition used in the bill
cane from the Internal Revenue Code where partnership
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income was defined as self-enploynment income. Oanership in
an S corporation was viewed as investnment - the owner was
viewed as an investor, not a partner in a corporation;
therefore, the distributive share did not flow to the
investor the same way as a partnership distributive share.
The bill could be rewitten to include S corporation
passt hrough incone, but it would be a bit nore conplicat ed.

2:26: 14 PM

Vice-Chair Gara shared that he was a part owner of a snall
LLC. He explained that what was actually distributed was
not all of the conpany's profits (the mnagenent decided
what to distribute). He asked if the distributive share
woul d be a person's share of the profits whether they were
di stributed or not.

M. Spanos answered in the affirmative. He el aborated that
the distributive share was the portion of the incone
representing a person's ownership in the partnership or LLC
and their portion of expenses.

Vice-Chair Gara asked if his LLC decided it wanted to avoid
taxes by not distributing the conpanies profits and it
distributed zero, there would still be a distributive share
even wi thout a distribution.

M . Spanos agreed.

Co- Chai r Seaton asked if LLCs would be taxed as
partnerships. M. Spanos stated it depended how an entity
chose to be taxed federally. For federal tax purposes an
LLC could choose to be taxed as an S corporation or a
part nershi p. If an entity <chose to be taxed as a
partnership federally, the partners would receive a K-1;
however, if it chose to be taxed as an S corporation they
woul d not.

Co-Chair Seaton asked if the bill's definition that would
tax LLCs as partnershi ps was problematic or prohibitive.

M. Spanos answered that the question would be about how a
di stributive share would be cal cul ated because a K-1 would
not be received. He reiterated his earlier statenent that
taxing an S corporation could be done in the bill, but it
woul d be nore conpli cat ed.
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Co-Chair Seaton did not want to create holes with the bill.
He asked if the bill could specify that an S corporation
coul d choose whether its incone would be taxed as corporate
incone tax under the state or wunder a distributive share
part ner shi p. Under either scenario it would nean S
corporations would fall into one of the state's tax systens
and woul d be taxed in Al aska |ike C corporations.

2:29:49 PM

M. Spanos answered that the bill could be structured that
way, but if an LLC chose to be taxed as a partnership for
state purposes, yet it was taxed as an S corporation for
federal purposes, it would be very conplicated to determ ne
how much the entity would owe because it would not receive
a K-1. He noted that it would be possible to specify that
an S corporation would be taxed as a C corporation, which
would be sinple because the |anguage was already in
statute. He furthered that S corporations were already
required to file with the state as a corporation, but
currently they were exenpt froma tax.

Co- Chair Seaton asked whether there was anything preventing
an S corporation from generating a K-1 form for the state
(whether it was submtted to the federal governnent or not)
if the corporation wanted to be taxed under the provision
in the bill

M. Spanos answered that nothing would prevent them but
the tax structure for an S corporation was different. He
was sure a CPA could figure out how to prepare docunents as
if the entity was an S corporation and as if it were a
partnership. He explained that federal returns were audited
by the IRS, which DOR relied on for broader coverage. He
el aborated that if an entity was preparing its own
docunents, DOR would need in-house experts for partnership
K-1 preparation, which was doabl e, but nore conplicated.

2:31: 47 PM

M. Al per addressed the PFD tax status and voluntarily
donating their PFD on slide 21:

 From a federal tax perspective, what matters is if
sonmeone i s issued a PFD

e Al recipients get a 1099 which is also sent to the
| RS
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 PFD is a dividend (Sch. B) for federal tax purposes.
Di vidends are taxed at filer’s regular tax rate

e For federal purposes, if soneone doesn’'t want to be
taxed on their PFD, they would need to not file for
(or receive) it

e Alternatively, sonmeone could nmake a tax deductible
charitable donation to the state of their PFD

e However, that would only nmake a taxable difference if
they itemzed their deductions (Sch. A) on their
federal tax return

e Plausible work-around, establishing a GF designation
for the share of the state population that does not
apply for a PFD

* No way to “donate” an individual’'s dividend without it
first being received and consi dered taxable incone

M. Al per elaborated on the slide. He explained that if a
person chose to donate their PFD and wanted to receive a
tax deduction for the donation, the person had to actually
receive their PFD (it would have to be income and a
deduction). He stated that did not want to accept their
di vidend they could choose not to apply. The departnent had
consi dered possi bl e workarounds where if a person chose not
to apply it would trigger a donation to the state. The
cl osest the departnent had cone was to take the nunber of
Al askans who applied for their PFD and the nunber who did
not apply; the department could set aside a revenue flow
for individuals who did not apply, but there would be no
donation associated with the action. It would nerely be a
mechani sm to account for individuals who chose not to apply
or were not eligible. The dividend was classified as
Schedule B and was federally taxable at the regular rate

The donations of dividends were deductible, but only if
itemzed. He noted that approximately 30 percent of
Al askans item zed.

2:33:21 PM

Representative Otiz asked if the state established a
wor karound, the state would have information about who
qualified for a dividend versus who actually applied.
Al ternatively, he wondered if M. Al per was talking about
basing the calculation on a total nunmber of Al askans who
may or may not qualify.
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M. Al per answered that eligibility determ nations were a
key issue. There was no way to involve donations or wite-
offs without going through an eligibility determ nation, so
sonmeone knew they were getting sonething before they gave
it away (at that point it would be incone). For individuals
who did not apply, the concept he had nentioned would be a
bl anket calculation of the rest of the population. The
presentation listed Alaska's population at slightly below
740,000 and approximtely 670,000 applied for the dividend
in the current year. He believed about 20,000 had been
disqualified, but it was a separate issue. about 70,000
Al askans did not apply for one reason or another. He
specul at ed at reasons.

Representative Otiz asked if the inpact of a workaround
woul d potentially nean a higher dividend for other people.
He reasoned that the higher dividend would go away if the
wor karound was appl i ed.

M. Al per replied that it depended on the starting point.
He explained the current dividend distribution process -
the legislature made an appropriation, which in the past
had been a lunp sum He noted that the past year was
unusual because it had been a reverse engineered |unp sum

to equal $1,000. He used $1 billion as an exanple anmount
going into the fund. Currently the nunber was divided by
the nunber of eligible applicants. If the non-applicants

were built in to the calculation it would reduce dividends
because it would be divided by a | ower nunber and a portion
would be carved out to go into the appropriation. He
clarified he was not providing a policy proposal, but a
theoretical exercise. Alternatively, an anount could be
appropriated to dividends and in addition there would be a
separate nunber based on individuals who did not apply that
could be appropriated to the GCGeneral Fund on a pro-rata
| evel

2:37:19 PM

Representative Tilton stated that if a person did not apply
for their dividend it inpacted other things |like a person's
eligibility for fishing licenses and other. She believed
there was an array of issues the state would need to figure
out how to deal with

M. Al per answered that eligibility for the PFD was seen as
de facto proof of Alaska residency for certain things |ike
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fishing licenses; however, he did not believe the |ack of
recei ving a di vi dend was necessarily pr oof of
ineligibility. He was certain a person could go to the
Departnment of Fish and Gane with their nortgage statenent,
electric bill, driver's license, or other in order to prove
residency. The PFD was one of many nechanisns to prove
resi dency.

Representative Quttenberg stated that he went through the
conversation annually wth a couple of ©people. The
i ndividuals were |ifelong Al askans and had received the PFD
every year they were eligible, but they no |onger wanted to
receive it. Instead, they did not want to have to apply for
it and wanted the noney to either stay in the General Fund
or the principal of the Permanent Fund, or to donate it to
a school or the borough. He observed that the issue was
difficult for many Al askans and the problem was unique to
the state. He believed keepi ng things sinple worked.

M. Al per imagined another theoretical workaround where a
resi dent checked a box specifying they were electing not to
apply for the PFD and they would like to donate it to the
CGeneral Fund or school district. He explained that it would
still be necessary to prove the individual's eligibility.
He questioned how the IRS would treat the situation if the
eligibility process was bypassed and an individual was
given a de facto dividend (a share of the total). He
guessed that the IRS would need to consider it incone,
nmeani ng the benefit the Alaskan was trying to gain from not
receiving the dividend would be lost. He highlighted a
scenario of a person who itemzed and was in the top
bracket (39 percent). |If the person received a $1,000
di vidend, the donation of the dividend would save the
individual only at a 40 percent rate and would end up even
at best and probably owing a bit of tax on the difference.

2:41:20 PM

M. Al per was happy to address additional questions.

Co-Chair Seaton renmarked there had been discussion on
paraneters of the cap, looking at S corporation or
partnership distributions. Another issue that had been
menti oned was the prospect of not increasing the actual
rate, but if the voters approved a bond issue, there could
be an automatic mechanism to anortize the repaynent of the
bonds through a tenporary increase in the tax in the bill
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If there was a general obligation bond it would nmean the
| egislature was not sitting there trying to determ ne what
cuts to make or other options to pay for the anortized
paynents. He wondered whether the issue had been considered
by the adm nistration. He asked if the «calculation
authority for a tenporary increase could be put in DOR s
| ap.

M. Al per answered that he had spoken with the state's debt
manager Deven Mt chel | [ Executive Di rector, Al aska
Muni ci pal Bond Bank Authority, Departnent of Revenue], but
he did not have a legal opinion on the subject, so he was
unable to say anything concrete. He answered that the
scenario was plausible; it would involve delegating a rate-
setting authority to DOR He furthered the nethod was seen
at the nunicipal |evel frequently. He provided exanples. He
furthered that voters would approve the authorization and
DOR would have the ability to set the rate higher and
change the wthholding tables in subsequent years. There
was nothing to make it inherently inpossible; it was a bit
conplicated and no one else was using the nethod. He noted
that Juneau had a sales tax that voters approved every
several years, which supported a specific list of capita
projects. Deferring "this sort of thing" to voter approva
in order to change the tax rate was not unheard of. If the
proposal becane real, DOR would reach out to the Departnent
of Law to ensure there were no hol es.

M. A per relayed that DOR was already trying to conme up
with language if there was the desire by the commttee to
include an anendnent in the bill. Practically speaking it
would not work well within the cap; it should be included
outside the cap. He explained it was much harder to predict
who was and was not going to be paying at that nunber and
it was hard to predict the revenue. He sunmarized that the
departnment could try to make it work, but it did not have
enough information at present to specify how it would be
done.

2:45:24 PM

Co-Chair Seaton stated that another idea floating around
was a rebate or exenption for income below the federal
governnent's $10,300 or other. He asked if it would be
difficult for the departnent to issue a refund if a person
had paid the 1.5 percent tax but was below the federal
government incone |evel.
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M. Al per answered there were a couple of different ways to
do it. He detailed that to not tax the first "x" dollars of
income was nore difficult because especially at |ower
income |levels many people had nultiple jobs throughout the
year and they ended up "tripping over the mninmum and the
state would have to go after the individuals to pay taxes.
Adm nistratively, it would be nuch easier to pay a flat
rebate to people who cone below a certain incone |evel
although it would have unfairness right at the edge. He
expl ai ned that the individual making $100 than the cutoff
woul d not receive a rebate, while the person making bel ow
the cutoff would; it would nmean the creation of a stairstep
in the tax rate. Alternatively, if a rebate of $150 was
given to everyone off the first $10,000, it would be the
sinplest admnistratively, but it would be expensive.

2:47:38 PM

M. Spanos agreed that it could be done. The nmjor concern
that nost states had with refunds was fraud, especially
with some of the |larger data breaches (if soneone stole a
person's information they could file for a refund claim
under that person's nane). There was an admnistrative
burden on verifying the person was who they clained to be
before the refund was sent. He explained the nethod was
sinpler than putting the burden on an enployer to verify
soneone had already paid the tax sonewhere else or that
they were below a given inconme level. He furthered that it
could be done and DOR could give enployers the ability to
regi ster enployees its system but it would put the burden
on the enployer. The departnent believed that having the
taxpayer file directly with it and having a refund sent was
manageabl e.

Co- Chair Seaton asked about the fiscal note. He wondered if
the intention was to have a capital and operating fiscal
note if the bill passed.

M. A per answered that if the bill passed during the
current special session and there was no acconpanying
appropriation, the state did not need to start spending the
nmoney in the next few nonths. The departnment could wait for
t he next budget cycle or ideally a supplenental budget that
would pass early in the comng regular session. For
operating and staff needs the departnment would reach out to
a contractor for was in the hundreds of thousands of
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dollars. The departnment would find a way to locate the
funds el sewhere and would then backfill it later in the
year. He addressed a capital appropriation and explained
the contractor would take tine to gear up for it anyway -
as long as the contractor knew the state would have the
nmoney in the com ng year, there should not be a problem

2:50: 05 PM

Vice-Chair Gara surmsed the itenms under discussion were
feasible. He reasoned that other states and the federal
government exenpted certain anounts of incone. He spoke to
the concept of stair stepping and provided a scenario where
the state wanted to exenpt the first $20,000 of income or
to exenpt anyone earning $20,000 or |ess. He supposed a
person could specify they wanted less withheld on their
enpl oyer withholding form and if they underestinated they
could pay the tax at the end of the year. He asked for
verification that it was all feasible.

M. Spanos replied that it was feasible. He noted that an
i ssue when contenplating the nmethod was that an individua

with nultiple jobs that would easily exceed the line could
not pay the tax; if the individual was a nonresident it was
nearly inpossible to track it down and get the noney back

For residents, the state had a dataset showing the person
was a resident and it should receive W2 fornms from
enpl oyers, which would allow DOR to determne the
i ndi vi dual exceeded the limt and to send them a bill or
ask them to file a return. He spoke to the expense of
chasing down filers and sendi ng out paper docunents. From a
wage tax perspective, it was not typically a voluntary
conpliance issue because the tax was w thheld from wages.

However, with self-enployed individuals it was a voluntary
return that needed to be filed. Wat Vice-Chair Gara was
proposing was that an individual not neeting the incone
| evel would have to file their owm return if they exceeded
the specified incone level. The departnment suspected that
under the scenario many people would not file and DOR woul d
have to seek out individuals.

Vice-Chair Gara assunmed there were other states that
exenpted income for |ower inconme people. He asked for the
issue to be kept in mnd because it was a concern for sone.

M. Al per answered that the bill that the House had passed
[the prior session] had exenpted incone below a given
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|l evel. He confirned that the concept was not unusual. Sone
form of a standard deduction was standard operating
procedure in inconme taxes. The key was it exenpted
everyone, which could be built into the w thholding tables
and standard formulas. He furthered that if the state
wanted to exenpt the first $20,000, close to one-third of
all the income fell off the tax roll; therefore, if the
state wanted to raise the sane noney proposed by the bil
it would nmean raising the rates. Nonetheless, it would be
easy to inplenent. However, exenpting those earning |ess
t han $20, 000 becane nore conplicated; a cleaner way to do
it would be by refund rather than by a tax.

Vice-Chair Gara asked if admnistering the refund process
woul d be feasible for DOR

M. A per answered that the key issue was fraud. Wen
dealing with potentially hundreds of t housands  of
transacti ons, nmany systens automated the process. There had
been a problem wi th Russian hackers applying for refunds on
behal f of thousands of citizens and getting electronic wire
transfers in the hundreds of thousands to mllions of
doll ars before anyone caught what was happening because
everything was automated. He explained that was they type
of thing the state needed to protect itself from

Representative WIson asked when anendnents on the bill
woul d be due.

Co-Chair Seaton replied that a date had not vyet been
det er m ned.

Representative WIson remarked that she did not want to
overl oad Legi sl ative Legal Services.

Co-Chair Seaton stated that it would be helpful for
cormittee nenbers to bring the ideas forward for
di scussion. At present they were still considering which
i deas were feasible and what there was agreenment on.

HB 4001 was HEARD and HELD in committee for further
consi derati on.

Co-Chair Seaton addressed the schedule for the follow ng
day.

#
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ADJ OURNVENT

2:56: 13 PM

The neeting was adjourned at 2:56 p. m
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