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1:32: 20 PM

CHAIR M A COSTELLO call ed the Senate Labor and Comrerce Standing
Commttee neeting to order at 1:32 p.m Present at the call to
order were Senators Gardner, Stevens, Hughes, and Chair
Costell 0. Senator Meyer arrived soon thereafter

HB 115-1 NCOVE TAX; PFD PAYMENT/ CREDI T,

1:32: 59 PM

CHAIR COSTELLO announced the consideration of HB 115. She
advi sed that she asked the Departnent of Revenue to focus their
presentation on three areas: 1) how the inconme tax would be
i mpl enented, 2) the fiscal notes associated with the tax, and 3)
t he revenue projections.

She wel coned Senator G essel and Conmi ssi oner Hof f beck

1:34: 32 PM

KEN ALPER, Director, Tax Division, Departnent of Revenue,
Juneau, delivered a PowerPoint titled “New Sustainable Al aska
Plan Pulling Together to Build Qur Future.” He advised that
earlier today the Chair asked himto start with a brief synopsis
of the origin of the language in the bill and DORs role in
devel opi ng that | anguage.

He explained that the inconme tax bills last year were tied to
federal liability, but, as other states have recognized, that
approach has structural problenms. Wen DOR started to prepare
bills for this session, he asked the Departnent of Law (DCOL) to
shift the basis to adjusted gross incone. Because there was no
internal expertise, DOL contracted with Professor Punp, an
expert on state and local taxation from the University of
Connecticut. For a contract fee of $85,000, he delivered a draft
income tax bill based on adjusted gross incone. Wen the
governor chose not to introduce an income bill this session, DOR
asked Representative Seaton and the House Finance Conmittee if
they wanted to use this technical |anguage in their bill. They
chose to incorporate it. He described HB 115 as a hybrid that
marri es the House Finance Comrittee’s tax tables, revenue goals,
and ideas about exenptions with the technical |anguage that
Prof essor Punp devel oped on how to tax based on adjusted gross
i ncone.

1:37: 03 PM
SENATOR MEYER j oi ned the comm ttee.
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1:37:16 PM

MR ALPER said the bill

proposes a bracketed tax on Al aska

taxabl e inconme. Speaking to the following charts, he explained

that the nunmbers in the
both the $4, 000 i ndi vi dual

colums represent incone before
deduction and the $1, 250 baseline PFD

exenption. A filer who has an adjusted gross of $10,300 would
have zero state tax liability. A filer who has an adjusted gross
of $10,300 - $50,000 would pay 2.5 percent of the anount over

$10, 300. Therefore, an

$50, 000 would pay 2.5 percent

liability steps up for

individual with an adjusted gross of
of $39, 700 or $992.50. The tax
each bracket wuntil the individual who

earns nore than $250,000 pays $10,992.50 plus 7 percent of the
amount over $250,000. The brackets are doubled for joint filers,
but the tax rates remain the sane.

Single Filer or Non-Resident

| ncone
Bel ow $10, 300
$10, 300 - $50, 000
$50, 000 - $100, 000
$100, 000 - $200, 000
$200, 000 - $250, 000
$250, 000 or nore

Joint Filer |Incone

Bel ow $20, 600
$20, 600 - $100, 000
$100, 000 - $200, 000
$200, 000 - $400, 000
$400, 000 - $500, 000

$500, 000 or nore

MR ALPER referenced Senator

Tax

$0

2.5 % of anpbunt over $10, 300
$992.50 + 4% of anpbunt over
$50, 000

$2,992.50 + 5% of anount over
$100, 000

$7992.50 + 6% of anpbunt over
$200, 000

$10,992.50 + 7% of anount over
$250, 000

Tax

$0
2.5 % of anmount over $20, 600
$1985 + 4% of anmpbunt over

$100, 000
$5,985 + 5% of anobunt over
$200, 000
$15,985 + 6% of anount over
$400, 000

$21,985 + 76% of anount over
$500, 000

Hughes’ question from this norning

and described the “marriage bonus” enbedded in the bill. A
single filer who marries soneone w thout an incone wll pay a

lower tax as a joint filer.

He described the three goals of the

marriage triangle for inconme taxes: 1) the tax rate rises as

income levels rise; 2) prevent
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3) the stay-at-home-spouse penalty or bonus. Mathematically it’s
only possible to acconplish two of the three goals and HB 115
does so. It is a progressive tax and there is no stay-at-hone-
spouse penalty.

1:40: 42 PM
MR. ALPER discussed the revenue inpact of HB 115 outlined on
slide 3. DOR estimates that $341 mllion will be collected from

wi thholding in the second half of FY2019. This assunes an
effective date of January 1, 2019, although the bill passed the
House with a failed effective date. Tax returns wll not be
filed until April 2020.

DOR estimates, based on nodeling using aggregated federal incone
data for Alaska residents, that $687 mllion in revenue will be
collected in FY2020.

CHAI R COSTELLO asked how he cane up with those estinates because
she doesn’'t believe it’s possible to know how much wll be
raised until the tax is instituted.

MR. ALPER said DOR has |IRS aggregate information on Al aska
filers from 2014. DOR therefore knows how nmany joint filers
there were in Al aska, how many had incomes of $50,000 -
$100,000, and the total taxes they paid to the federa
government. “At that |evel of granularity, we could break it out
to the expectation of how people will be filing this state tax
and make certain assunptions, and get reasonably accurate
information.” Adjustnents have been made to the baseline data to
account for known changes such as high unenploynment and |ayoffs
in certain sectors. Normal inflation and econom c background
grow h are al so added to the estimate.

CHAI R COSTELLO opined that 2014 is quite a | ookback considering
the significant job losses and recession the econony has
undergone in the last year. The public should know that these
are guesses as much as anything because the information isn’t
current. “W’re in uncharted territory,” she said.

MR. ALPER argued that there is surprising stability in the
underlying inconme figures and that adjustnments can be nade for
changes in both the enploynent rate and wages.

CHAI R COSTELLO asked if nonresident workers are figured into the
esti mat e.
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MR. ALPER said there is considerable data on the nunber of
nonresi dent workers and where they fit on the incone scale. He
explained the basic math and advised that the nost accurate
estimate in the first year is that $84 mnmllion wll be
nonr esi dent incone taxes.

CHAI R COSTELLO said the sponsor’s statenent that it wll take
Al askans about a minute to figure out their state tax liability
is probably not the case.

1:46:41 PM

MR. ALPER said nore and nore taxpayers use tax software or a
prof essional to prepare their return. The state tax is typically
a one button add on, which takes just seconds to run the
calculation. The tables on slide 2 are simlarly sinple and easy
to use. It gets conplicated for the nmulti-state filer, but those
are the nore conplex taxpayers that tend to already have
prof essi onal assistance with their taxes.

SENATOR HUGHES asked if the adjustnents to the 2014 data account
for: 1) the 4,000 higher wage jobs lost in the oil and gas
industry, and 2) outm gration that has happened in other states
that instituted an incone tax.

MR. ALPER confirnmed that oil industry adjustnents have been
incorporated into the baseline data, and that the bill accounts
for future population. It does so by assumng a percentage of
underlying growh and the drag factor that’s created when taxes
rise.

1:49: 29 PM

SENATOR HUGHES asked if the admnistration did an econonc
analysis of how Professor Ponp’s proposal would inpact the
econony, particularly small businesses.

MR. ALPER said several different analyses of the potential
i npacts on the econony have been done in the last year and the
conmmittee will be hearing from those entities. Professor Ponp
was told that the income tax was to raise X dollars. H's
specific expertise was to provide |language to ensure that
everyone was accounted for and that people couldn’'t avoid taxes
by noving their noney around and hiding it through different
shel |l transactions. The fact that this is a $680 mllion bill is
a decision that was nade in the House, not by Professor Ponp and
hi s | anguage.

1:51: 59 PM
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SENATOR HUGHES asked if any nodeling was done to see how small
busi nesses would be affected by the proposed inconme tax. She
shared that a lot of small businesses and S Corporations have
voi ced concern with the bill and she is |ikew se concerned.

MR. ALPER said he appreciates the concern, but the |atest study
fromthe Institute on Taxation and Economic Policy (ITEP) shows
that mddle incone people pay |less under this type of tax than
under a sales tax that raises the sane anmount of noney. He
rem nded nmenbers that the proposed tax is tied to adjusted gross
incone in total. The things that feed into [line 37 on IRS form
1040] include wages, S Corporation distributions, partnership
income, sole proprietor income, and retirement inconme that is
taxable. This m x of these business and wage inconmes provides an
Al aska-specific data set.

CHAI R COSTELLO wel coned Representative Dan Saddl er.
She asked M. Al per to continue the presentation.

1:53: 51 PM

MR. ALPER referenced the revenue summary on slide 3 and advised
that DOR s fiscal note shows revenue increasing to a little over
$700 mllion in FY2023. He said that slides 4-6 use federal data
and extrapolate it to Alaska-specific nunbers. The chart on

slide 4 shows how the 230,000 returns fall into the incone chart
after adjusting for the $4,000 personal deduction. |Individuals
maki ng | ess than $50,000 will have an average tax liability of

$407. The average taxpayer making $50, 000-$100,000 will have an
average tax liability of just less than $1,800. He noted that
t he $60, 000-$70,000 income range is the crossover point where
the tax exceeds the PFD. By conparison, the 110 single resident
taxpayers with over $1 mllion in income would pay the state an
average of a little nore than $152,000. After further analysis
DOR estimates that 35-40 percent of the total tax receipts wll
cone from househol ds earning nore than $250, 000/ year.

CHAI R COSTELLO asked if taxpayers would be required to indicate
in advance that they want to pay sone of their tax liability
with their dividend.

MR. ALPER replied there is a calendar issue because the
di vi dends cone out in Cctober and taxes are due in April of the
next year. Individuals would need to pre-pledge before they
receive their dividend.

1: 57: 36 PM
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SENATOR HUGHES asked if 230,106 is the total nunber of non-joint
returns.

MR. ALPER sai d yes.

SENATOR HUGHES said this doesn't reflect the sponsor’s statenent
this norning that about 500, 000 Al askans woul d be payi ng.

1:58: 34 PM

MR. ALPER directed attention to slide 5 that shows that another
[ 128, 220] returns will be filed by joint filers. The total of
single and joint returns is just less than 360,000 tax returns.
The joint returns do not reflect the second adult. That would
bring the total to about 490,000 filers and then the children
woul d be added. The expectation is that nearly every Al askan
will file a tax return, although a portion will have zero tax
liability.

He said the question asked this norning is best addressed by
| ooking at the zero brackets in the charts on slides 4 and 5.
About 88,000 returns—er 20-22 percent of taxpayers—will have
zero tax liability. Keeping that nunber as |ow as possible was
part of the reason for basing the tax on the adjusted gross

income. He noted that the original version of this bill had a
m nimum tax |evel where everyone would have paid at |east $25.
“These are inportant conversations,” he said, “because it’s

wi dely understood that a broad-based tax neans everyone should
participate in the cost of governnent.”

CHAI R COSTELLO rem nded Senator Hughes that the commttee heard
this nmorning that no state in the nation calculates its incone
tax as a percentage of the federal tax. It’'s not only
unpredi ctable but the federal government may stop allowng a
deduction for state tax. The point was well nade, she said.

SENATOR HUGHES cal cul ated t hat about 400, 000 woul d pay.

MR. ALPER said there are about 400,000 adults in the state and
roughly 20 percent of the filers will pay zero tax.

2:02: 29 PM

SENATOR MEYER recalled that he told Senator Gardner that 35-40
percent of the tax receipts would come fromfilers with incones
of $200, 000 and hi gher.

MR. ALPER clarified that he said $250, 000 and hi gher.
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SENATOR MEYER cal cul ated that 60-65 percent of the tax receipts
woul d conme fromincones bel ow $250, 000.

MR. ALPER agreed with the calculation. He further calcul ated
that 60 percent of 400,000 filers represents 240,000 househol ds
that in aggregate would pay about $400 million. He said those
non-weal thy Al askans would pay a substantial tax but still
smaller than the overall average. He posited that nost mllion-
dollar income earners who pay $150,000 to the state item ze.
They are paying federal income tax at the 40 percent margi na
tax rate, so the $150,000 they're paying the state only costs
t hem $90, 000; $60,000 will conme off their federal taxes.

SENATOR MEYER asked if the inplication is that people who nake
$250, 000 and above are wealthy and people neking less than
$250, 000 are not weal t hy.

MR. ALPER said no; DOR was asked to do this analysis using
$250,000 as a threshold in another context in another bill. He
described Representative Canen’s tax bill that has a naximm
tax of $8,000 for filers making nore than $250,000. That bil
tracked HB 115 up to the $250,000 level, but it brought in |ess
revenue fromthe higher income individuals.

SENATOR HUGHES adnmitted that she was stuck on the nunber of
payers. She reviewed her calculations and concluded that
“there’s a considerable nunber of adults who would not be

payi ng.”

2:06: 53 PM

MR. ALPER said the graphs on slides 4 and 5 indicate that
360, 000 taxpayers represent about 490,000 adults, and that 80
percent of those adults wll pay sonething to the state. He
couldn’t say how many adults pay nothing because they are bel ow
an inconme threshold or sone other reason

2:07: 27 PM

CHAI R COSTELLO asked him to walk through (for the individuals
listening online) the nunber of returns for each incone |evel
shown on slide 5.

MR. ALPER stated that the 17,071 joint filers who nmake | ess than
$20, 600 woul d have zero tax liability. The 62,208 households in
t he $20, 600-$100, 000 i ncone range have a 2.5 nmarginal tax rate;
the average tax liability per return is $971. The 37,127
households in the $100,000-%$200,000 incone range have a 4
percent marginal tax rate; the average tax liability per return
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is $3,608. The 8,032 households in the $200, 000- $400, 000 i ncone
range have a 5 percent marginal tax; the average tax liability
per return is $9,853. The 2,031 households in the $400, 000-
$500, 000 incone range have a 6 percent marginal tax; the average
tax liability per return is $18,862. The 1,230 households in the
$500, 000- $1, 000, 000 income range have a 7 percent marginal tax;
the average tax liability per return is $36,096. The 520
households in the $1,000,000 and over incone range have a 7
percent marginal tax; the average tax liability per return is
$145, 933.

He said it’s inmportant to note that the bracket that has the
hi ghest nunber of joint filers does not generate the highest
anount of revenue. The 62,208 joint filers in the second bracket
generate just $60 mllion. The filers in $100,000-%$200, 000
bracket generate the nobst revenue at $134 nmillion. The joint
filers in the $1 mllion plus bracket generate $76 mllion, or
roughly 11 percent of the total inconme tax. Conmbined with single
filers in the $1 mllion plus bracket brings the total revenue
to $93 million or 14 percent of the total revenue.

2:12:11 PM

SENATOR STEVENS said his concern is that there may be a tipping
point at which tine people living on a fixed incone nmay begin to
| eave when they retire. That’'s what they did in the 1970s. He
asked M. Al per to reflect.

MR. ALPER opined that the higher cost of |iving and higher
income |evels balance out, and wherever retirees nove is likely
to be a higher tax jurisdiction. Washington state, for exanple,
doesn’t have an incone tax but the state sales tax is 10
percent. Another factor is that not all retirenment inconme is
taxed. For example, a lower inconme senior won't see nuch of
their Social Security reflected in their adjusted gross incone.
“Very little of the fixed incone of seniors—+f they truly are
| oner incone/fixed income—+s going to actually be taxable. Quite
likely, that’s where a ot of the zero filers are going to cone
into this equation,” he said.

CHAI R COSTELLO asked how seniors living in assisted |iving hones
who pay $5, 000-%$7,000 nmonthly will be affected by HB 115. “Are
you aware of that or do you think we' Il hear this evening during
public testinony?”

MR. ALPER said he |ooks forward to hearing testinony about that,
but people who are paying those fees out of pocket aren't
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exceedingly low inconme. Also, anyone |living in subsidized
housi ng woul dn’t pay tax on that subsidy.

CHAI R COSTELLO asked M. Al per to continue the presentation

2:15:57 PM

MR. ALPER turned to slide 6 that lays out the calculation to
reach the estimated $673 nillion in revenue generated by the
income tax. The total joint and single return tax liability
before the PFD deduction and residency adjustnments is $652
mllion. Subtract the $30 million PFD deduction to arrive at
$622 mllion. Subtract the $34 mllion of Al aska resident incone
earned in other states and add the $84 million of nonresident
incone earned in Alaska to arrive at $673 mllion, which is a
2017 nunber. The nopdeling adjustnent brings the total to $687
for FY2020.

2:17: 33 PM
MR. ALPER turned to inplenentation of the tax on slide 8.

CHAI R COSTELLO said she would first like himto describe the tax
division as it exists now what it will look like should HB 115
pass.

MR. ALPER explained that the tax division currently has 110
aut hori zed positions, about 10 of which are vacant. Roughly two-
thirds of those are in the Anchorage office and the other third
are in Juneau. The division has a three-person managenent team
a director, a deputy director, and an operations manager who
oversees the back-office operations. He said a large portion of
the need associated with the bill is new back-office positions
in IT and accounting. The hope is to get 80 percent of the
expected 400,000 filers to do so electronically, but that stil

| eaves 80,000 paper forms. This neans that a substantial new
team would be required to open those envelopes and scan the
docunents into the system

He listed the 25 different tax progranms the division currently
adm nisters. Each group has its own structure, but generally
there is a supervisor as well as several auditors and
technicians. He sunmarized, “You have auditors and technicians
and supervisors and then the back-office fol ks.”

MR. ALPER said the 60 people the bill anticipates needing wl|
i nclude a supervisor, 20 sone auditors, 10 or nore technicians,
and as nmany as 15 back-office/data handlers. A handful of
speci al project specialists will also be needed to work with the
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supervisor. They are higher range positions for experienced
prof essionals. Another IT position and an office assistant wl|
al so likely be added.

2:22:26 PM

SENATOR STEVENS asked what the difference is that would cause
Montana to need roughly twice as many people as Alaska to
adm nister its incone tax.

MR. ALPER expl ai ned that Al aska already has a tax division and
doesn’t need to double up on many of the existing positions. If
the need for 60 additional positions is inaccurate, that will be
cl ear when the inplenentation contractor is hired. Mre to the
point, he said, is that the entire cost to inplenent is 1.5
percent of the revenue and the ongoing adm nistration costs are
way |less than 2 percent. He said he recognizes that this is a
maj or step that elicits strong feelings, but the inplenentation
and adm nistration costs shouldn’'t be the deciding factor to
have an incone tax.

CHAI R COSTELLO asked him to discuss the need to pronulgate
regul ations. She specifically asked about the potential need to
wite regulations around the section of the bill that talks
about m stakes and the assunption that the departnment is right
and the taxpayer wong, and the potential need to hire an
adm nistrative |aw judge. She noted that Neil Slotnick with the
Department of Adm nistration (DOA) was available to explain the
DA fiscal note.

2:26: 57 PM

MR. ALPER said that when he discussed staffing earlier in the
presentation he neglected to nention that DOR has a five-person
appeals team and they would need to add a couple of these
positions to handle potential inconme tax appeals. He explained
that the first step in the appeals process is before that
internal appeals team The next step in an appeal is before an
adm nistrative law judge in DOA's Ofice of Admnistrative
Heari ngs. He explained that DOR s fiscal note includes
approxi mately $200,000/year to pay for the services of an
adm nistrative law judge, and DOA's fiscal note requests
i nteragency receipt authority to bill DOR for that service. He
opined that the technical |anguage in the bill that assunes the
state is in the right is boilerplate income tax |anguage.

MR. ALPER said there is no question that the bill will nmandate a

large, multi-part regulatory package. However, the fact that it
has 27 pages of technical |anguage wll make that easier. It
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doesn’t leave a lot of judgnment to the regulation witer. “This
bill provides extraordinarily precise direction as far as what
should be in those regulations and how we should be interpreting
t hese various provisions.”

CHAI R COSTELLO said the sponsor went into that this norning.

MR. ALPER said M. Hansen from the sponsor’s office is an
extraordinary resource and deserves a trenendous anount of
credit for the bill being where it is today.

SENATOR HUGHES referenced Senator Steven's concern and expressed
doubt that the incone tax could be inplenmented and adm nistered
with just 60 additional people.

MR. ALPER suggested Deputy Conm ssioner could provide a fresh
per specti ve.

2:30: 50 PM

JERRY BURNETT, Deputy Comm ssioner, Ofice of the Conm ssioner
Department of Revenue (DOR), explained that sone of the work
associated wth the incone tax wll be spread to DORs
Adm ni strative Services Division, existing enployees in the Tax
Division, and the Departnent of Admnistration. Al so, the Tax
D vision has becone nore efficient as technology has advanced
He opined that it is not an unreasonable assunption that 60
enpl oyees will be sufficient. “W have many ways of addressing
t he probl em you re concerned about.”

CHAIR COSTELLO asked if there were further questions about
i npl ementation of HB 115.

SENATOR STEVENS said you very clearly heard Senator Meyer talk
about what the Senate does and does not support to address the
budget gap. He Ilisted reducing the Permanent Fund Dividend,
establishing a percent of nmarket value (POW), cuts to four
maj or areas, the use of the Constitutional Budget Reserve (CBR)
and oil tax credits. He asked if it is his position that the
only way to bal ance the budget is to institute an incone tax.

MR. ALPER said it doesn’'t matter what he thinks, but he agrees
with the Governor that we need a conplete plan. It’s not wise to
build in a structural deficit that’s in the multiple hundreds of
mllions of dollars per year, he said. The problem wth basing
the solution on the permanent fund w thout sonme other feature is
that it leads to four choices: 1) you cut the budget by a
certain anount each year; 2) you're forced to try to raise a tax
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qui ckly; 3) you spend from the Constitutional Budget Reserve; or
4) you take nore out of the Permanent Fund Earnings Reserve.
Choice 4 presents the biggest danger, he said. The Permanent
Fund has very strict rules for managing it that need to be
respect ed. Changing them is a generationally significant
decision for Al askans. “Building in a structural deficit m ght
be making a system where it’s too easy to fail.” That's why we
need a conpl ete package, he said.

CHAI R COSTELLO asked if he is speaking on behalf of the governor
or hinself.

MR. ALPER said he was speaking on behalf of hinself. He was
paraphrasing the Governor and Commi ssioner to an extent, but
woul dn’t say that is their policy wthout checking with them
first.

2:37:49 PM

SENATOR MEYER said it’s hard to explain to constituents why it’s
not nore efficient to cut the size of the dividend. He opined
that it’s inefficient to give noney in the form of the dividend
and then take it back in the formof an incone tax.

MR. ALPER said that's accurate for the $50,000-%$60, 000 m ddl e-

income earner. They wll probably pay an income tax that is
equi valent to the dividend. A |lower incone person will pay |ess
and get the sane dividend and the $1 nillion plus inconme person

will pay over $100,000 in taxes and get the $1,000 dividend
back. He agreed with the sponsor’s statement that there is an
i nherent equity to the incone tax.

SENATOR MEYER said fairness is a matter of interpretation. He
posited that mddle-income people, those earning |ess than
$250, 000, will pay the bulk of this tax.

CHAIR COSTELLO thanked the presenters and held HB 115 in
conmittee.

2:42: 22 PM

There being no further business to conme before the committee
Chair Costello adjourned the Senate Labor and Comrerce Standing
Comm ttee neeting at 2:42 p.m
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