SENATE FI NANCE COWM TTEE
April 8, 2015
1:36 p.m

1: 36: 44 PM

CALL TO ORDER

Co-Chair MacKinnon called the Senate Finance Committee
nmeeting to order at 1:36 p.m

VEMBERS PRESENT

Senat or Anna MacKi nnon, Co- Chair
Senat or Pete Kelly, Co-Chair
Senator Peter M cciche, Vice-Chair
Senator dick Bishop

Senat or M ke Dunl eavy

Senat or Lyman Hof f man

Senat or Donny d son

VEMBERS ABSENT

None

ALSO PRESENT

CGerman Baquero, Legislative Intern, Senator John Coghill;

Lori W ng- Hei er, Di rector, Di vi si on of | nsur ance,
Department of Commerce, Community and Econom c Devel opnent,
Juneau; Senator Bill Stoltze, Sponsor; Jerry Burnett,
Deputy Conmi ssioner, Treasury Division, Department  of
Revenue.

SUMVARY

SB 15 LI FE | NSURANCE PCLI CY PREM UM TAX

SSSB 15 was REPORTED out of conmmttee with a "do
pass" recomendation and wth one previously
publ i shed zero fiscal note: FN1 (CED).

SB 26 BUDGET: CAPI TAL
SB 26 was SCHEDULED but not HEARD.

SB 39 REPEAL FI LM PRODUCTI ON TAX CREDI T



CSSB 39 (L&C) was REPORTED out of committee with
a "do pass" recomendation and with a previously
publ i shed indeterm nate fiscal note: FN1 (REV)

#sb15
SENATE BI LL NO 15

"An Act relating to the tax on policy year premuns
for life insurance policies; relating to single and
group life insurance policies; and relating to other
types of insurance policies that insure the life of
one or nore individuals."

1: 37: 34 PM

GERVAN BAQUERO, LEQ SLATIVE | NTERN, SENATOR JOHN COGHI LL,
presented SB 15. He explained that the bill was a tax cut
on the premuns for life insurance policies. He pointed out
that in Section 1, the rate of tax on policies over
$100, 000 woul d be changed from 0.1 percent to 0.08 percent.
He explained that the other feature of the |egislation was
an applicability date set for Decenber 31st, 2015. He
furthered that the bill was developed in conjunction wth
menbers of the insurance industry and the trust industry in
Al aska as an effort to maintain the conpetitive edge the
state had in the insurance market across the United States.
He nentioned the state of South Dakota, which currently
taxed policies over $100,000 at 0.08 percent. He asserted
that the legislation was a neans of attracting future life
insurance policies to be held in the state, thereby
bringi ng nore revenue to the state.

1: 40: 03 PM

LORI W NG HEI ER, DI RECTOR, DI VI SI ON OF | NSURANCE,
DEPARTMENT OF COVMERCE, COVMUNI TY AND ECONOM C DEVELOPMENT,
JUNEAU, affirnmed that SSSB 15 woul d reduce the prem um tax
on life insurance premuns over $100,000. She disclosed
that the industry believed that the legislation would
increase the revenues paid to the state by making insurance
in Al aska nore conpetitive as conpared to other states. She
coomented that the state of South Dakota had passed a
simlar piece of legislation in 2010; thereby increasing
the nunber of conpanies witing life insurance from 29 to
32 and increasing premuns from $97 mllion to $120 million
in four years.
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Co- Chair MacKi nnon stated that she was not convinced of the
merit of the legislation, and asked M. Wng-Heier to
justify the lowering of premium tax rates. M. Wng-Heier
related that the state was attenpting to be conpetitive
wth two other states (South Dakota and Connecticut) that
had also lowered their tax rates on premuns. She heard
from brokers that such a change would nake Al aska an
attractive market for setting up trusts and financing for
retirements for residents as well as those outside of the
st ate.

Senator Dunleavy asked if M. Wng-Heier anticipated the
potential for job creation in the industry as a result of
the legislation. Ms. Wng-Heier anticipated an increase in
individuals hired in the insurance industry.

1:43: 25 PM

Co- Chair MacKi nnon asked Senator Dunleavy to address the
fiscal note.

Senat or Dunl eavy discussed the bill's fiscal note, which
had zero fiscal inpact, and read fromthe narrative section
(copy on file):

SB15 would reduce the prem um taxes collected by the
Division on individual insurance policies with a
witten premum exceeding $100,000.00 from 0.1% to
0.08% The reduction in tax is expected to increase
conpetition, potentially resulting in additional
policies issued in the state.

The reduction in tax is expected to have a negligible
fiscal inpact on the Dvision, as the anmount of
premumthat is subject to this tax is very small. The
potential increase as a result of additional prem um
sales is expected to negate any reduction in revenues,
if not increase the tax revenues beyond what they
previ ously.

1: 44: 30 PM

Senator Dunleavy MOVED to REPORT SSSB 15 out of conmttee
with individual recommendations and the acconpanying fiscal
note. There being NO OBJECTION, it was so ordered.

Senat e Fi nance Comm tt ee 3 04/08/15 1:36 P. M



SSSB 15 was REPORTED out of conmittee with a "do pass”
recommendation and wth one previously published zero
fiscal note: FN1 (CED).

1:44: 49 PM
AT EASE

1:47:15 PM
RECONVENED

#sb39
SENATE BI LL NO. 39

"An Act repealing the film production tax credit;
providing for an effective date by repealing the
effective dates of secs. 31 - 33, ch. 51, SLA 2012

and providing for an effective date."

1:47:25 PM

SENATOR BILL STOLTZE, SPONSOR, stated that SB 39 would
repeal the film subsidy (tax credit) program currently
operated by the state. He thought the program had
benefitted certain groups of Al askans and certain
communi ties, but had serious concerns regarding the return
on investnent. He conmented that there were many ways to
stinulate the econony nore effectively, and thought it was
i nperative for t he state to use its noney on
constitutionally nandated itens such as education, basic
transportation and public safety infrastructure, prison
systemreformation, public health, and retirenent systens.

Senator dson related that he had questions for the
Depart ment of Revenue (DOR) regarding the bill.

Senator (O son noted that the film tax credit affected
people in his region, and asked if the governor had
suspended the program

JERRY BURNETT, DEPUTY COW SSIONER, TREASURY DI VISION

DEPARTMENT COF REVENUE, replied that in the governor's
budget for FY 16, there were no funds to operate the film
tax credit program He furthered that under the budget as
passed by the House and Senate, the state would cease
operating the program on July 1, 2016. Suspension of the
program would result in the layoff of three existing
enpl oyees. He furthered that there were approximtely $38
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mllion potential Iliability in tax credits outstanding,
whi ch woul d be paid regardless of the passage of the bill.
He specified that there was another $172 mllion of
authorization possible if the bill did not pass and the
program conti nued.

1:53:34 PM

Senator O son asked if DOR was still accepting applications
for the program M. Burnett stated that the program was in
effect through June 30, 2015; it was still possible to

subnmit an application, but approval was unlikely.

Senator O son asked about the I|ikelihood of an additional
application being approved. M. Burnett thought the chance
of an application being approved was close to zero,
considering the fiscal situation.

Senator O son pointed out that the program had a sunset
date of 2018 and wondered if the legislation to suspend the
program was a noot point. M. Burnett did not consider the
bill a nmoot point, and thought that the legislation nmade a
clear point to the industry that the program was decisively
ended rather than nerely suspended.

Senat or A son comented on the prior state incone tax, and
suggested that if past |egislative bodies had suspended the
income tax wth a trigger point to reinstate the tax, it
woul d have saved the committee a considerable anobunt of
work. He wondered if such an idea could be applicable to
the film tax credit program M. Burnett was not able to
specul ate on the subject.

1: 56: 23 PM

Senator Bishop asked if there had been filnms schedul ed for
production in Alaska that had since changed plans after
hearing of the legislation. M. Burnett had not heard of
any filnms that had done so.

1: 56: 56 PM
AT EASE

1:57:46 PM
RECONVENED
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Co- Chair MacKi nnon asked M. Burnett if he could discuss
the remai ni ng bal ance of the funds that were set aside for
the program M. Burnett stated that the program was
authorized with a $200 mllion cap. He specified that the
funds were processed as a direct reduction in tax liability
to conpanies rather than being an appropriation, with a
film conpany receiving a tax credit certificate which they
would in turn sell to a corporate taxpayer. He surm sed
that of the $200 million cap, there was $172 nillion
remai ning in the authorization should the program conti nue.

1: 59: 00 PM

Senator Dunl eavy asked if DOR had a position on the bill.
M. Burnett relayed that the departnent had not taken a
formal position on the bill, but considered that the
| egislation would provide clarity. He continued that DOR
did not intend to operate the program regardl ess of the
outconme of the bill.

Senator Dunleavy asked if M. Burnett if he could clarify
the difference between a tax credit and a subsidy. M.
Burnett explained that a tax credit was a reduction in tax
liability that would cone out before revenues were
recei ved, whereas a subsidy to a program was generally an
appropriated anount of noney available to pay a conpany for
doing something. He clarified that the conpanies naking
films were not generally Al aska taxpayers, so the state was
essentially just reducing its revenue.

Senat or Dunl eavy asked if the program behaved as a true tax
credit rather than a subsidy. M. Burnett stated that the
program behaved as a tax credit from the state's
per specti ve.

Senator Dunleavy asked for M. Burnett to describe the
original purpose of the program M. Burnett stated that
his understanding was that it was intended to build a new
i ndustry in Al aska.

2:01:45 PM

Senat or Dunleavy discussed the fiscal note, which had
indetermnate fiscal inpact, and read from the analysis
section (copy on file):

Expendi tures:

Senat e Fi nance Comm tt ee 6 04/08/15 1:36 P. M



The original film credit program was established in
2008 with a sunset provision of June 30, 2013. The
aggregate anmount of film credits available to be
aut hori zed during the original 50year period was $100
mllion. Chapter 51, SLA 12, extended the film program
10 years to June 30, 2023 and increased the aggregate
amount of film credits allowed to be awarded to $300
mllion. Three positions were <created in the
Depart ment of Revenue to adm nister the program

The Governor's FY 2016 Amended Budget renoves funding
for the three positions which currently adm nister the
Film Ofice in the Departnent of Revenue, at a savings
of $346. 7. The Depart ment will absorb t he
responsibilities of the Film Ofice into the Excise
Tax Goup within the Tax Division. As a result of the
funding changes in the Governor's budget, the repeal
of the film production tax credit would result in no
addi ti onal changes to personal service since the three
positions currently admnistering the program would be
elimnated from the departnent's budget beginning in

FY 2016. This bill provides that any tax credits
preapproved prior to July 1, 2015 would still be
al l oned under previous law. The departnment will need

to process tax credits that were preapproved and which
have 2 years to subnmit a final application and an
additional year for the state to challenge the
validity of the tax credit. W anticipate these
remai ning functions of the film office that are not
repealed by this bill can be inplenented in the Tax
Division using this existing staff and resources.

Senator Dunleavy noved to report the bill from committee.
[ Note: The incorrect bill nunber was inadvertently referred
to during the notion. Senator Dunleavy restated the notion
at 2:06 p.m See below for detail].

2:03: 53 PM
AT EASE

2:06:17 PM
RECONVENED

Senat or Dunl eavy corrected hinmself and MOVED to REPORT CSSB
39 (L&C) out of conmmttee with individual reconmendations
and the acconpanying fiscal note. There being NO OBJECTI ON,
it was so ordered.
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CSSB 39 (L&) was REPORTED out of commttee with a "do
pass" recomendation and wth a previously published
indeterminate fiscal note: FNL (REV)

#
ADJ OQURNIVENT
2:07: 38 PM

The neeting was adjourned at 2:07 p. m
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