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Co- Chair Foster reviewed the agenda for the day. He rel ayed
that only a brief walk-through of HB 115 would be heard. He
invited the testifiers to the table.

#hb115
HOUSE BI LL NO. 115

"An Act relating to the permanent fund dividend,
relating to the appropriation of certain anmounts of
the earnings reserve account; relating to the taxation
of income of individuals; relating to a paynent
agai nst the individual income tax from the pernanent
fund dividend disbursenment; repealing tax credits
applied against the tax on individuals wunder the
Alaska Net Incone Tax Act; and providing for an
effective date.”

1:35:11 PM

TANEEKA HANSEN, STAFF, REPRESENTATIVE PAUL SEATON, read
froma prepared statenent:

The goal of HB 115, the State Revenue Restructuring

Act, is to create a balanced, stable, and sustainable
approach to resolving our state’'s deficit, for now and
for future Al askans. A stable fiscal plan requires

mul ti pl e approaches and should be addressed this year
because our reserve account is running |ow.

For over 30 years the state has relied alnost
exclusively on volatile resource revenues. This has
led to years where the state budget has been high,
with large capital budgets <creating infrastructure
t hroughout the state. But it has also led to years
where the budget has contracted quickly to try to
mat ch reduced revenue streans, leaving little noney to
mai ntain our existing infrastructure or for our state
needs.

State governnment does not function efficiently or
effectively with so much volatility. Volatility in
state governnent is also unhealthy for the econony.
As we heard from M. King on Friday, businesses do not
feel confortable investing in the state when they do
not know what the state will look |ike next year, or
the year after that. W have heard from business

House Fi nance Committee 2 02/13/17 1:33 P. M



| eaders throughout the state that uncertainty is
freezing their investnent decisions.

W also see the effect of volatility on the state's
credit rating. Even though the State of Al aska has
nore assets then nost other states, all three credit
rating agencies downgraded the state’s credit rating
| ast year. Wthout a fiscal plan they are likely to
downgrade us again this year, because w thout a stable
and sustainable plan there is no way for the rating
agencies to predict what the state’'s finances wll
| ook like in future years.

To provide business |eaders and rating agencies wth
the confidence they need to invest in Al aska, we need
a fiscal plan that will stabilize state revenues and
w Il be sustainable into the future. The plan nust be
a conprehensive solution, not a partial one, or the
econony wll <continue to struggle wth questions of
uncertainty and the legislature will be back in the
same situation next year.

How does HB 115 create a stable plan?

The State Revenue Restructuring Act reduces volatility
in the state budget by diversifying our revenue
sources from one single source, oil, to many. HB 115
will utilize earnings fromthe Permanent Fund based on
4. 75% of the market value. The fund is invested in a
di verse portfolio, protecting it from fluctuations in
value of one investnent type or another. As was
denonstrated |ast week by David Teal, a draw based on
a percent of market value of the fund is the nopst
stabl e option.

In addition, the State Revenue Restructuring Act
inplenments a nodest incone tax which wll further
di versify state revenues and pr ot ect agai nst
fluctuations in any one source.

How does HB 115 create a sustai nabl e approach?

The intent is to craft a fiscal franmework that wll
not drain value from our savings but wll instead
preserve those assets, so they continue to provide for
future Al askans. A sustainable draw on the Pernmanent
Fund earnings wll allow the fund to grow and to
continue to maintain the sanme value for future Al askan
as it has for us today. Draw rates that are too high
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1: 40:

could risk the future value of the fund if they are
drawi ng above the rate of inflation.

How does HB 115 create a bal anced approach?

This bill asks every Al askan and non-resident worker
to contribute to the core state services that we all
utilize, while recognizing that some are nore capable
of contributing t han ot hers. The necessary
restructuring of the permanent fund earnings and of
the dividend, which is paid from those sanme earnings,
will inpact every Al askan but does not touch the non-
resi dent workers. However, rural Alaskans and |ow
i ncome Al askans, especially those with famlies, wll
feel this inpact the deepest. A progressive incone
tax, based on 15% of the federal tax liability or the

anount you pay to the federal governnment, wll offset
this inpact by collecting revenues from non-residents
and those with higher incomes. It wll also collect

incone from those non-resident workers who use our
state services while they are here but take their

noney earner here out of state. The inconme tax
includes a $25 mninum tax that will be paid by al
filers, ensuring t hat nost Al askans will be

contributing to this revenue source.

The State Revenue Restructuring Act is the foundation
for a fiscal plan that is balanced, sustainable,
st abl e, and conprehensive to help renove the
uncertainty that is freezing business investnment and
credit ratings in the state currently.

28 PM

JANE
secti

Pl ERSON, STAFF, REPRESENTATIVE NEAL FOSTER, read the
onal analysis for HB 115:

Section 1 (page 1, line 7) - darifies that all
conponents of this bill are part of a conprehensive
revenue act.

---Appropriations fromthe Earnings Reserve Account---

Section 2 (page 1, line 10) — Anmends AS 37.13. 140, net
income of the Permanent Fund, to renove “incone
avai l able for distribution” and adds “market value” to
section title.
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Section 3 (page 2, line 9) — Adds a new subsection (b)
to AS 37.13.140 determ ning the anount available for
distribution each year from the earnings reserve
account, equal to 4.75 percent of market value of the
entire fund. Defines how the average narket value of
the fund is cal cul at ed.

Section 4 (page 2, line 19) — States that 33 percent
of the anount available for distribution under AS
37.13.140 may be directed to the dividend fund and 67
percent to the general fund.

Section 5 (page 2, line 27) — Amends AS 37.13.145(d),
relating to the Anerada Hess settlenent, to clarify
that income from that settlenment may not be used for
di stribution. Addi tionally, removes references to
subsection (c), relating to inflation proofing, which
is repealed by this act.

Section 6 (page 3, line 6) — Provides that noney from
the earnings reserve may be transferred to the
principal of the permanent fund for purposes of
inflation proofing the fund when the value of the
earnings reserve account is four tinmes the annual
amount cal cul ated under AS 37.13.140(Db).

Section 7 (page 3, line 11) - Includes the unexpended
bal ance of the Alaska Permanent Fund Corporation’s
budget in the calculation of the fund s market val ue;
this budget balance is already calculated as a part of
the net inconme of the fund under current |aw

Section 8 (page 3, line 18) — Carifies that incone
fromnmental health trust fund, which is managed by the
Al aska Pernmanent Fund Corporation, is not included in
t he market value of the Permanent fund.

Section 9 (page 3, line 22) — Asserts that the incone
of the nental health trust fund shall continue to be
calculated as before, in the sane manner as the net
i ncone of the entire fund.

---Start of Incone Tax section---

Section 10 (page 3, line 29) — AS 43.05.045(a) states
that there is a penalty if a state income formis not
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filed electronically but that individuals are exenpt
under AS 43.22.020 (f).

Section 11 (page 4, line 8) — Creates the Individua

| nconme Tax within AS 43.

Subsection: Sec. 43.22.010 (page 4, line 10) — Inposes
an incone tax and a long-term capital gains tax on
residents, as well as nonresidents with incone from
within the state. The tax is equal to 15% of the
taxpayer’'s total federal incone tax due or $25.00,

whatever s greater. Long term capital gains are
additionally taxed at the |lesser of 10% or the federal
tax rate difference between earned incone and capital
gains. Currently capital gains are taxed by the
federal government at a |lower rate than earned incone.

Subsection: Sec. 43.22.020 (page 5, line 14) -
Est abl i shes how a taxpayer will submt the tax return
for the individual incone tax. It clarifies that this
tax is due and payable to the departnent at the sane
time and in the sanme manner as the tax payable to the
U S IRS for federal taxes.

Subsection: Sec. 43.22.030 (page 6, line 17) — Defines
income from sources in the state for the purpose of

the tax. Note - the Internal Revenue Service
definition for incone is adopted in a |ater section.
Subsection: Sec. 43.22.035 (page 7, line 12) -

Provides a credit to residents for taxes paid to
another state based on incone earned in that other
state, ensuring a resident is not taxed twice on the
same i ncone.

Subsection: Sec. 43.22.040 (page 7, line 27) — States
a person may choose to apply sonme or all of their PFD
as a refundable tax paynent to their wupcoming state
income tax due (see Sec. 12). Any rennining dividend

after the paynent wll be refunded to the dividend
appl i cant.

Subsecti on: Sec. 43.22.050 (page 8, line 6) -
Est abl i shes how taxes wll be wthheld by enployers

maki ng paynent of wages or salaries, or a person
paying crew shares, simlar to the way in which
enpl oyers wi thhold federal incone taxes.
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Subsection: Sec. 43.22.055 (page 9, line 4) — Allows a
person’s inconme tax information to be shared with a
banking institution to verify direct deposit of

ref unds.
Subsecti on: Sec. 43.22.060 (page 9, line 7) -
Aut horizes the departnment to create all necessary

forms and adopt regulations to inplenment this tax.

Subsection: Sec. 43.22.190 (page 9, Iline 17) -
Provides definitions of terns used in this section,
including the definition of resident for the purpose
of this tax.

---End of |Incone Tax section ---

Section 12 (page 10, line 9) — Directs the Pernanent
Fund Division to create a place on the PFD application
where an applicant may choose to apply sonme or all of
their PFD to their upcom ng state inconme tax due.

Section 13 (page 10, line 15) — Repeals AS
37.13.145(c) inflation proofing of the permanent fund.
Al so, repeals sections relating to a fornmer tax credit
for politi cal contributions that exi sted under
Al aska’s prior individual income tax which was
repeal ed in 1980.

Section 14 (page 10, line 16) Carifies that the state
income tax created under section 11 of this act only
goes into effect starting on January 1, 2018 and w |
not be applied to any inconme earned prior to that
dat e.

Section 15 (page 10, Iline 20) - Authorizes the
Depar t ment of Revenue to adopt regulations to
i npl enent the act.

Section 16 (page 10, line 25) — If sections 2 through
9 take effect after June 30th of 2017, sections 2
through 9 are retroactive to June 30th, 2017. The
appropriation from the earnings reserve described in
sections 2 through 4 will be applicable in fiscal year
2017.

Section 17 (page 10, line 29) - Sections 1 through 9,
relating to the earnings reserve account and the
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permanent fund, and sections 15 and 16, take effect
i mredi ately.

Section 18 (page 10, line 31) — The effective date of
the act, except those noted in Section 17 above, is
January 1, 2018.

1:48: 45 PM

Vice-Chair Gara nentioned that when he first read the bil
the capital gains tax was 10 percent. Looking through the
sectional he thought the tax appeared nore conplicated. He
asked if the issue could be addressed.

Co- Chair Foster acknow edged that Representative Pruitt had
joined the neeting.

Ms. Pierson did not know t he answer.

Ms. Hansen responded that 10 percent would be the maxi num
tax on capital gains. The tax could change if the federa

governnment changed the differential between the capital

gains rate on long term capital gains currently. If the
federal governnment increased the rate in the future, the
state's rate woul d decrease.

Vice-Chair Gara asked if the rate was 10 percent for short-
termand |long-termcapital gains based on existing |aw

Ms. Hansen answered, "long-termcapital gains."

Vice-Chair Gara asked if there was a provision on short
term capital gains.

Ms. Hansen responded in the negative. She indicated that
short term capital gains under federal law are currently
taxed at the sane rate as other incone.

Co- Chair Foster invited Ms. Hansen to begin her Power Poi nt.

Ms. Hansen introduced the PowerPoint Presentation: "State
Revenue Restructuring Act HB 115" (copy on file). She
turned to slide 2: "Fiscal Foundation."” She reported that
Al aska was currently undergoi ng sone econom c contractions.
She suggested that how big the recession ended up being
woul d depend, in part, on the approach the legislature
decided to take to address the deficit. She argued that a
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di versified approach would help mnimze the inmpact on any
one group of Alaskans and should help provide for a
snoot her transition for the econony as a whol e.

Ms. Hansen advanced to slide 3: "Four Pillar Plan." She
indicated that the legislation being considered in the
House contained four key pillars to a diversified plan. The
first pillar was a structured use of the Permanent Fund
(PF) earnings reserve account (ERA), the state's single
| argest asset. The second pillar was new revenue from a
br oad- based tax, which would allow everyone to contribute
to the services Alaska was utilizing. The third pillar was
protecting and naintaining a Permanent Fund Dividend (PFD)
for Alaskans wthin the restructuring of the ERA. The
fourth pillar was smart budget cuts while nmintaining
functioning core services. Smart budget cuts could include
reductions to some of the state's liabilities such as the
oil and gas liability that the state currently had.

Ms. Hansen continued to slide 4: "Four Pillar Plan." She
expl ained that not all the conponents would be addressed in
one piece of legislation. However, in the State Revenue
Restructuring Act would consider a structured use of the
ERA, new revenue from a broad-based tax, and a protected
structure for the dividend.

Ms. Hansen turned to slide 5;: "HB 115: Pernmanent Fund
Ear ni ngs":

4. 75%  Per manent Fund POW. Inflation proofing
contingent on surplus.

e 1/3 of POW to pay dividends. $1100 and growi ng over
years, with payouts nore stable than current
cal cul ati on.

e 2/3 of POW directed to the General Fund. $1.5 billion
in FY18 growing to $2 billion in FY25.

* Residents nmay choose to apply their PFD to their
upcom ng state incone tax due as a Refundable Tax
Paynment. Any anount |eft over after paying taxes wll
be refunded by the Tax Division.

Ms. Hansen detailed that the changes that were nade to the

use of the PF earnings canme down to 4 points. First, there
would be an annual draw based on 4.75 percent of the
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Permanent Fund's full wvalue. Inflation proofing of the
principle of the fund would be contingent on surpluses in
the ERA. The current annual transfer from the ERA to the
principle for inflation proofing was being replaced. In
years when the balance of the ERA exceeded 4 tines the
Percent of Market Value (POW) draw calculated for the
general fund in the dividend, the excess in the ERA would
be transferred to the principle. She continued that of the
4.75 percent that was available for distribution, one-third
or 33 percent would be transferred directly to the dividend
fund for the PFD. Two-thirds or 66 percent of the draw from
the ERA would be deposited into the general fund (GF). The
final conmponent of the bill relating to the PF earnings was
that Al askan residents could choose to apply their PFDs
agai nst their state incone taxes due. The option would be
entirely voluntary and would appear as a check box on the
di vi dend application.

1: 53: 35 PM

Ms. Hansen addressed the question of how an incone tax
woul d be inplenmented on slide 6: "lIncome Tax." She reported
that the nunbers on the slide were based on 2015 estinmates
fromthe Departnent of Revenue (DOR). She had just received
updated fiscal notes but had not had the chance to update
the slide in tinme. The incone tax would be 15 percent of
federal liability due. The anmount would be listed on |ine
56 of the federal 1040 form which would equal the adjusted
gross income mnus standard deductions and rmany conmon
exenptions and credits but wuld not include the self-
enpl oynent tax and sone other nore specialized taxes that
were generally considered beyond the traditional idea of
income. It also excluded things |ike federal bonds which
states were not supposed to tax. She suggested that how it
woul d transl ate exactly would be created through regul ation
by DOR It would also not include the earned incone tax
credit which cane after federal taxes were due.

Ms. Hansen continued that not everyone would have a tax
liability. However, everyone who filed a federal incone tax
form would at least pay a mninum tax of $25. The $25
mnimum tax was not included in the 2015 estimtes. The
fiscal note reflected an anmpbunt of about $2 million in the
first year of inplementation. Additionally, the incone tax
woul d include a 10 percent tax on long-term capital gains.
As discussed previously, the federal government currently
taxed long-term capital gains differently than it taxed
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short-term capital gains or other fornms of incone. For the
| onest tax brackets, long-term capital gains were not taxed
at all. For tax brackets where other incones were taxed
bet ween 25 and 35 percent, the federal government currently
taxed long-term capital gains at 15 percent. By adding an
additional 10 percent Alaska tax on long-term capital
gains, the differential between other incones and |ong-term
capital gains would be equalized. She reported that in the
bill there was a calculation such that, if the federal
government were to tax long-terns capital gains close to an
amount of what other inconme was taxed at, Alaska's tax rate
on long-term capital gains would adjust accordingly.

Representative Pruitt asked if she was saying the tax was a
25 percent tax (15 plus 10). Alternatively, he wondered if
she was suggesting that the tax would be 10 percent of the
gai ns.

Ms. Hansen explained that capital gains were reported on
federal taxes. The capital gains would be 15 percent of
federal tax liability. However, the capital gains that was
reported on the federal tax liability would be taxed at
bet ween zero and 15 percent conpared to other incone which
was taxed at a higher rate. There would also be a 10
percent tax specifically on the taxable incone from | ong-
term capital gains. She relayed that for sonebody who had
|l ong-term capital gains who was paying taxes in Al aska,
they would be paying what would be equal to the sane tax
rate they were paying on other incone.

Representative Pruitt asked how it would inpact 401 K plans
and retirees. That was a long-term capital gain. He
wondered if a 10 percent tax would be required or if there
would be an exenption. V5. Hansen deferred to the
Departnment of Revenue (DOR). She was aware that sone
retirement inconme had different taxing rules at the federal
| evel, which neant that the way it was taxed at the state
| evel would al so be different.

Co-Chair Foster nentioned that soneone from DOR was online.
Representative Pruitt would leave it up to the chair. Co-
Chair Foster would circle back to the issue | ater

1: 58: 48 PM

Representative WIson asked if the state would only be
i nposing an additional tax on long-term capital gains but
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not on short-term capital gains. M. Hansen responded
affirmatively. Representative WIson wondered if the tax
only applied to residents. M. Hansen replied that the
calculation would also apply to any incone earned wthin
t he state.

Representative WIlson asked if it would only apply to real
estate rather than stocks and bonds. M. Hansen relayed
that stocks and bonds fell in the definition for potential
income earned wthin the state. She referred to AS
43.22.030 which defined income from sources in the state
for the purposes of non-residents. It included incone from
stocks, bonds, notes, bank deposits, and other intangible
personal property having a taxable or business interest in
the state.

Representative WIson indicated she had done taxes for a
long time and she was under the inpression that if a person
had | ong-term or short-term capital gains it would apply in
the state they resided in as opposed to the state a person
worked in. She asked if the concept was taken from anot her
state. She provided an exanple to her question. She asked
for clarity. Ms. Hansen believed, because it was on incone
from a source in the state, it would have to be stocks or
bonds considered a source in the state. She thought M.
Spanos mght be able to speak nore directly to how it was
differentiated. The person would not be taxed on all of
their long-termcapital gains.

Representative WIson was unsure of her next question. She
remar ked that she did not know what, besides real estate,
woul d have long-term capital gains. M. Hansen reiterated
that the definition for the different incones that were
considered from a source in the state was on page 6,
subsections 4 and 5. She deferred to M. Spanos to provide
exanpl es of stocks and bonds that m ght be fromthe state.

2:01:47 PM

BRANDON S, SPANGCS, DEPUTY DI RECTOR, TAX DI VI SI ON,
DEPARTMENT OF REVENUE, thought the question was about what
| ong-term capital gains would be applied to Al aska other
than real property.

Representative WIson understood that the tax would apply

to a resident. She wanted an exanple of a capital gain
within Al aska that applied to an out-of-state resident.
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M. Spanos indicated that real estate was a good exanple. A
non-resident who owned real estate in the state, held it
for investnent purposes for nore than a year, and sold it
at a gain would be liable for a long-term capital gain tax.
The person would owe long-term capital gain rates on the
federal tax return. If the bill were to pass, that person
woul d al so owe the long-term capital gain rate to Alaska in
addition to the 15 percent already taxed at the federal
level. O her incone sources could include trusts. If a
person had incone earned through a trust in Al aska that was
incorporated in the state and the funds were held in the
state, it would be considered a |ong-term capital gain.

Representative WIson asked if the reverse applied. As an
Al aska resident owning property outside of the state, she
wondered if she would have to pay state taxes on that
property even if it was out of state.

M. Spanos replied that a resident of the state whose
assets were not in Alaska - as long as they were not taxed
by another state - would be taxed in Alaska. The bill had a
credit for taxes paid in other states. For exanple, if a
person had income for a rental in another state that was
taxed by the other state, they could get a credit for it in
Al aska and would not pay the tax twice. If it was a |ong-
term capital gain, the circunstance would be simlar. |If
the other state had a higher tax than Al aska, a person
woul d receive a tax credit up to the anmount they woul d have
paid in Alaska. If the rate was |lower, then that person
woul d pay the difference to the state.

Representative Wl son thought what was being proposed was a
nightmare. She was wunfamliar wth the trust market in
Al aska but was aware that it brought in a significant
anount of revenue. She surm sed that the proposed tax could
have a huge negative affect in the form of investors going
el sewhere. She wanted to nmake sure the conmttee heard from
soneone who was know edgeabl e about the trust market, the
resulting revenue, and the potential repercussions fromthe
capital gains portion of the proposed | egislation.

Ms. Hansen responded that when the sponsor was drafting the
section being discussed there had originally been sone
references to trusts which had since been renoved. She
woul d followup with M. Spanos to see if the Departnent of
Revenue was interpreting it differently, or if it was based
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on previous income tax versions in previous years where the
| anguage had been i ncl uded.

2:06:19 PM

Representative Quttenberg indicated that a previous
presenter had suggested that the state not tie taxes to the
federal taxes in case of unintended consequences for the
state. He nentioned the estimate for inconme tax and
refundable PFD tax paynments. He thought the committee was
broaching the questions about the nechanics of how things
worked and what the state was taxing or not taxing. He
suggested having a one-pager on definitions and sonething
other than estimates for clarification.

Co- Chair Foster would get the information to nmenbers.

Vice-Chair Gara agreed that the state had to raise revenue.
He asked if his thinking was correct that 15 percent of
federal tax liability was equal to 15/100 of the federa
tax. Ms. Hansen replied that he was correct and added t hat
in the back of the docunents there was an estinmated incone
tax. It showed the differing inconme |evels, the associated
taxes, and the state tax paynent of 15 percent which
equal ed between .1 percent to 3 percent of gross incone.

Vice-Chair Gara relayed that some people had m sinterpreted
the legislation to reflect a 15 percent tax on incone,
whi ch was not accurate. He elaborated that a person would
take their federal tax rate, for exanple, 25 percent. He
continued that 15 percent of 25 percent was 3.75 percent.
If a person was in a 25 percent tax bracket under the
federal tax rate, under the proposed legislation, 15
percent of a person's federal tax liability would be about
a 3.75 percent rate for that bracket. He asked if he was
correct. Ms. Hansen thought that it sounded correct. She
woul d have to have the numbers in front of her to confirm
hi s mat h.

Co-Chair Seaton pointed to the tax tables provided in
menbers' packets [HB 115: Estimates for Incone Tax and PFD
Ref undabl e Tax Paynent: Estimted Federal and State |ncone
Tax for Year 2016] (copy on file). He pointed to the bottom
2 lines of page 1 that reflected the federal tax as a
percent of gross incone and the Al aska tax as a percent of
gross incone. He read the exanple of $800,000 incone
[listed on page 9 under single with 2 children filing as
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head of household]. At $800,000 a person would incur a
federal tax of 32.38 percent and an Al aska state tax of
4.86 percent, 15 percent of the federal tax rate. He read
anot her exanple fromthe tables.

2:10: 29 PM

Vice-Chair Gara reenphasized that the tax was 15 percent of
the federal tax rate. For exanple, 15 percent of a 25
percent federal tax was a 3.75 percent tax. He did not want
peopl e wal king around saying that the bill was inposing a
15 percent tax.

Vice-Chair Gara relayed there was a question about trusts.

He suggested that the treasury industry was odd in Al aska

He was unsure of the nunber of attorneys and bankers it
benefitted. He understood that the state could only tax
Al aska incone. He provided an exanple of a client from New
York Cty with all their investnents in publicly traded
stocks on the New York Stock Exchange not being taxed.

However, their attorney and/or banker in Alaska would be
maki ng incone in Alaska off that trust and would be taxed

He thought the state would only be able to tax Al aska
i ncone and i ncone made in Al aska.

Representative WIson disagreed that the tax system was as
sinple as the previous speaker stated. She suggested there
were several steps to getting to gross wages. Soneone who
did not have as many deductions would have a hi gher federal
tax liability. Two people earning the sane wages m ght pay
a very different inconme tax anmount. M. Hansen responded
that it was based on federal tax liability. If a person was

paying a different federal tax liability she would be
correct.
Representative WIlson reiterated the differences in

deductions. She asked about a side-by-side conparison of
two different famlies wth differing deductions. She
t hought the conparison would show a very differing tax
liability to the state.

Co-Chair Foster added that tonorrow there would be an
opportunity to ask additional questions. There would also
be additional people from the departnents that could answer
gquesti ons.

2:15: 26 PM
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Representative Pruitt had heard earlier that if there was
income derived from another state it would be taxed.
However, from what Vice-Chair Gara nentioned that the state
would not be able to tax incone nmade in another state. He
wanted clarification. M. Hansen indicated that for a non-
resident, the only thing that could be taxed was incone
from the state. For an Alaskan resident all 1incone was
taxabl e, but they had credit against anything that had been
taxed in another state. She believed there were only 6
other states that did not have income taxes but had sales
t axes i nstead.

Co-Chair Seaton tried to provide additional clarification.

Representative Wl son asked if a person received credit for
the amount paid to the other state, or was a calculation
needed. She provided an exanple and asked if she understood
correctly. Co-Chair Seaton responded that if a state did
not have an incone tax there would not be any credit. If
the state had an incone tax, there could be a credit for
the amount up to the anpunt that would have been charged on
the income from Al aska. He provided an exanple. If a person
was from California, which had a 13 percent gross tax, then
that person would not be able to subtract nmore tax from
their Al aska earnings. That person would still have to pay
15 percent of the federal tax liability on the noney earned
in Al aska.

Representative WIson provided an exanple pertaining to
M ssouri. Co-Chair Seaton would get DOR to provide an
expl anation. M. Hansen added that an explanation could
al so be found on page 7.

Vice-Chair Gara indicated that the taxable inconme was
di scussed on pages 6 and 7 of the bill. He relayed that if
a person was an out-of-state worker who cane to Al aska,
paid nothing in Al aska, and took noney out of the state
they woul d pay taxes on the noney they earned in the state.
They would not be able to take everything out of the state.
The credit portion was described in .035 which only applied
to residents of the State of Al aska. A person would be pay
incone tax on all their income earned in the state. CQut-of-
state workers would have to begin contributing to the state
that they worked in and then left. An Al aska resident that
paid incone taxes for incone earned in that other state,
woul d receive a credit to avoid bei ng doubl e taxed.
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2:21:01 PM

Ms. Hansen continued her review of slide 6. She indicated
that the slide was based on estimates from 2015. She had
just received an updated fiscal note which did not break
out the inconme in the same manner as the previous estimnate.
She could not directly update the anount estinmated to be

comng from non-residents. However, in 2015 over 90,000
non-residents worked in the state taking nore than $2.7
billion in wages out of state. The incone tax would be

i npl enented starting January 1, 2018. For the first year
the state, which functioned on a fiscal year, would only
see half of the revenue. The estimate for that period in
the new fiscal note was $321 mllion versus the
approxi mated $300 million reflected on the slide.

Ms. Hansen scrolled to the flow chart on slide 7: "Current
Per manent Fund System " The slide showed the existing flow
into and out of the Permanent Fund. Currently 25 to 30
percent of oil royalties went into the PF and the rest of
the royalties went into the general fund. The earnings on
the investnments canme out of the principle and went into the
ERA which could be spent by any |egislative appropriation

Hi storically the l|legislature had not chosen to appropriate
from that fund except for the dividend and for inflation
proofi ng. The option existed. She highlighted the
distributable inconme out of the ERA, which was currently
how the dividend was paid. The cal culation was based on 21
percent of the 5-year average of the net inconme of the
fund. The net inconme of the fund did not include unrealized
gains or |osses. As was denonstrated by M. Teal in the
previ ous week, it could be highly variable. For instance,
there could be a year of negative realized earnings, which
was why divi dends had fluctuated between $700 and $2200.

Ms. Hansen reviewed the flow chart on slide 8 "HB 115 -
State Revenue Restructuring Act.” Under the bill there
woul d be an additional cash flow from an incone tax. The
anount woul d be 15 percent of federal inconme tax due and 10
percent of long-term capital gains which would go directly
into the general fund.

Ms. Hansen reviewed slide 9: "HB 115 - State Revenue
Restructuring Act." She reported that additionally the bil

made changes to how the earnings from the Pernmanent Fund
that cane out of the ERA were considered available for
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distribution. Previously, the calculation was based on the
5-year average - 21 percent of the statutory net incone.
under the bill the amount would be calculated based on a
Percent of Market Value (POW) of the entire fund, which
woul d al so be averaged over 5 or 6 years. Instead of being
based on only the earnings (net incone), it would be based
on the whol e value of the fund - a nore stable cal cul ation

Ms. Hansen expounded that two-thirds of the draw that would
conme out of the earnings reserve, the structured draw of
4.75 percent, would go into the general fund. The anount
would be approximately $1.5 billion in FY 18 and $1.59
billion in FY 19 according to LFD nunbers. According to the
Departnent of Revenue's estimate on its fiscal note, the
amount was closer to $1.6 billion in FY 19. The Legislative
Fi nance Division and DOR had slightly different assunptions
regarding the earnings over the follow ng couple of years.
On Wednesday they would be avail able to answer questions on
t he subj ect.

Ms. Hansen stated that the other third of the 4.75 percent
POW draw would be sent directly to the dividend fund,
whi ch was where the current draw from the earnings reserve
went. The nonies would not be going through the general
fund but would be going straight into the dividend fund for
calculating the current year's dividend. The value of the
draw would be $762 million for FY 18 with an estinated
di vi dend of $1100.

2:26: 16 PM

Ms. Hansen turned to slide 10: "HB 115 - State Revenue
Restructuring Act." She reported that the slide |ooked at
how the change affected the dividend distributed to
Al askans. Once the draw from the earnings reserve was
placed into the dividend fund, it would be conputed in the
same way it was presently cal cul ated. Residents would still
have the option of donating to Pick-COick-Gve or would
have the added option of using their dividend as a paynent
against their state incone tax due. If residents chose to
apply their dividend to their state taxes owed, once they
filed their taxes, they would receive any remainder of
their dividend as a refund. If they did not select that
option, they would receive the dividend as they had every
year .
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Representative Pruitt wanted to better wunderstand the
| ogi stics of how the system would work. He wondered about
t he burden on the individual and the burden on the state to
manage the system He thought it sounded conpl ex.

Ms. Hansen responded that DOR would be better able to
explain the technical details. Her understanding was that
it would not be conplicated or burdensone for the state
There was already an option for wthholding quarterly
paynents and prepaynents. The dividend would be an
addi ti onal pre-paynent option that DOR would be holding in
the tax filer's account, the same as they would for any of
the paynent options already. Once a person filed their tax
return, they would know whether they owed noney or if they
could expect a return, just Ilike filing a federal tax
return. She deferred to M. Spanos about how w thhol di ngs
wor ked. However, she believed a person could set the rate
of wi thhol ding. Regarding the dividend anobunt bei ng changed
by the legislature, the intention of the proposed structure
was to make the anmount of funds going into the general fund
stable. Stability would renmove sone of the need for the
| egislature to reconsider the dividend. She indicated that
the hope was that the format would protect the dividend by
creating a stable source of revenue for state governnent.
Utimately, the legislature had the power of appropriation
and could not bind future |egislatures.

Representative Pruitt provided an exanple. He wondered if
the state had to change the way in which people filed for
the PFD. He asked how the system would work. M. Hansen
asked if Representative Pruitt was referring to using the
di vidend agai nst the paynent. Representative Pruitt
responded affirmatively.

Ms. Hansen answered that it would be an option for each
individual filer to use their dividend against their tax

liability. It would not have any direct inpact on their
enpl oyer unless the enployee made the choice to change
their wi thholding rate. Her conversations wth the

Per manent Fund Division indicated that there would not be a
need to change the way individuals filed. M. Spanos could
speak to how noney would be transferred bet ween
departments. Typically, a person applied for their dividend
by the end of March and filed their taxes in April. The
dividend was calculated in Cctober. If a person did not
choose to apply their dividend against their taxes, they
woul d receive the full dividend in October. If a person
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chose to apply it against their taxes, the anount woul d be
transferred to DOR in COctober and nmarked as a pre-paynent
for taxes filed the following April.

Representative Pruitt thought it was conpl ex.

Co-Chair Foster asked if M. Spanos would like to address
the question. M. Spanos answered that the paynent woul d be
i ke any other paynent. For instance, if soneone were to
select on their PFD application that they wanted a portion
of their dividend to be used for a tax paynent, the
departnment would expect it to be simlar to any other
scenario where soneone nmade a pre-paynent or quarterly
paynment. It was wunlikely that sonmeone getting a refund
would want to nmeke a paynent to the tax division. The
di vision would piggyback the W4 Form There would be tax
payables for enployers to wthhold. The departnent would
not be releasing any information to enployers on pre-
paynents. It would be up to the enployer to sinply put the
data into the system and to allow the withholding to take
pl ace.

2:35:29 PM

Representative Tilton asked if the state would place a lien
on a person's future dividends if they had a tax liability
greater than what they had paid in paynments and contri buted
in PFD noni es by checking the box on their application. M.
Spanos replied that the division would handle the issue in
the same way it handled other outstanding tax payer
bal ances. If there was a liability after a tax return was
filed, the person would receive a bill in the mil. It
woul d have the paynment information on it including the
interest and penalty fees. If a tax payer did not nmake
paynents, the division would go into collections with them
The division had an agreement with the PF Division to
wi t hhold paynents when an individual owed tax. O her
nmet hods used by the division were |evying bank accounts and
pl acing |liens on properties.

Co- Chair Foster suggested that w thout know ng the anount
of the PFD until the Fall, it would be difficult for an
i ndividual to deternmine the exact anount they owed in taxes
to the state. He suspected the nunber of the discrepancy
woul d not likely be large, but filers would incur penalties
and interest if there was a shortfall. He asked if he was
correct. M. Spanos asked for clarification. Co-Chair
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Foster reiterated his question. He wondered if he had the
timeline correct.

M. Spanos replied that the PFD application would be at the
beginning of the year between January and WMrch. For
instance, if he filed for his PFD in March 2017 his tax
return would not be due wuntil April 2018. The PFD
announcenent would be in Cctober 2017. If he selected to
make a paynent from his PFD, it would be in Cctober 2017
that the paynment would be transferred from the Pernmanent
Fund Division to the Tax Division. He would file his tax
returns between January - April 2018 and woul d know exactly
how nmuch was transferred and whether he owed nore or was
recei ving a refund.

Ms. Hansen noved to slide 11: "HB Proposal: Total Estinmated
Revenue to General Fund FY18 -Half Year of Incone Tax." The
slide showed the estimated revenue to the general fund
whi ch was based on the nunbers before she received the new
fiscal notes. Using the new fiscal note, the inconme tax
revenue would reflect $321 mllion in FY 18. The total
revenue going into the general fund would be $1.84 billion.
There woul d be $762 million going straight to the dividend.

2:40: 47 PM

Ms. Hansen advanced to slide 12: "HB Proposal: Total
Esti mated Revenue to General Fund FY19 — First Full Year of
| ncone Tax." She reported that in FY 19, which would be the
first full fiscal year of the incone tax, the estimate on
the new fiscal note was slightly lower. She would have to
ask M. Spanos to speak to the changes in the departnent's
cal cul ations between the years. The new fiscal note
reflected income tax revenues to be $640 mllion in FY 19
The draw was cal culated as slightly higher at $1.6 billion
in FY 19. The total revenue to the general fund was $2.2
billion with an additional $797 mllion going straight to
t he dividend rather than com ng out of the general fund.

Ms. Hansen noved to slide 13: "Wat kind of Al aska do we
want to live in?" She suggested that, to answer the
gquestion about why the state needed to take action on a
conprehensive plan, another question had to be answered
first. What kind of Alaska did people want to live in? She

reasoned that finding out the standard of living and the
services that Alaskans thought nade the state worth
investing in could help legislators wunderstand how
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conprehensive of a solution the state needed this year and
for the future.

Ms. Hansen continued to slide 14: "State Spending." She
noted a pole run by the Senate Majority of and responded to
by over 7028 participants revealed that 49.9 percent of
Al askans believed state spending was about right or too |ow
conpared to with those that believed state spending was too
hi gh. She added that nore Al askans then in past years were
saying that they wanted to keep the |level of state services
that they had currently.

Ms. Hansen discussed slide 15: "Incone Tax." She reported
that out of the sanme poll conducted by the Senate Mjority
when asked whether they could support a state inconme tax,
54.6 percent of participants indicated they strongly or
sonewhat strongly supported the idea. The nunber was an
i ncrease of nore than 6 percent over the previous year.

Ms. Hansen reviewed the graph on slide 16: "2017-2026
Enpl oyment  Forecast under Three Budget Scenarios.” In
| ooking at a plan to address the state's fiscal situation
it was inportant to consider how the |egislature' s choices
would affect the state. The majority of Al askans had
i ndicated that they supported the current |evel of spending
or that they believed that spending was too low. All the
choi ces nmade would have an effect on the econony including
changing the dividend or inplenenting a broad-based tax.
However, if the |legislature chose not to inplenment a
conprehensive fiscal plan and instead continued with major
budget cuts as the main approach, the predicted effect on
enpl oynment woul d be nore severe than other choices.

Vice-Chair Gara was looking at M. King's presentation
which had 3 lines. The first was a line with a conbi ned PFD
and incone tax plan simlar to the one on the slide. It
stopped job losses in 2017. Another line reflected only the
PFD w thout inconme tax, which showed greater job |osses.
The third line was one wth cuts only. It showed the
| argest job |osses, approximately 25,000 jobs, that would
persi st mdway through the 2020s.

Ms. Hansen responded that the slide was from M. King's
presentation; it was his presentation to the Senate Labor
and Commerce Conmittee. The slide did have 3 lines, but the
dividend line and the broad-based tax |ine were essentially
on top of each other.
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Vice-Chair Gara suggested that the difference was that the
top line was an incone tax or a restructuring. Wereas, he
had a third line that he provided to House Finance that had
a conbined restructuring and incone tax, which had the
| east job |osses. He noted that he was speaking of page 19
of M. King's presentation froman earlier neeting.

2:45: 30 PM

Representative WIson asked where the inpact on the private
sector was shown. She noted the ongoing discussions about
oil taxes. She noted the industry reporting several job
| osses in the previous year. She wondered where she could
find the information on the graph. M. Hansen asked if
Representative WIlson was referring to the discussion on
oil and gas taxes. Representative WIlson clarified that she
was talking about job losses in the private sector. She
wondered where the private sector job |losses resulting from
low oil prices would fall on the graph. She nentioned other
i ndustries such as m ning.

Ms. Hansen spoke to slide 16, which was |ooking at the
enpl oynment forecast for the entire state. She believed the
slide included the losses to the private sector, rather
than just looking at state jobs. It was |ooking at |obs
t hroughout the state. She highlighted that the |osses that
have already occurred where the lines conbined in 2015 and
2016. The deviation was the expected forecast effect on
enpl oynent for the different choices. If she was speaking
to the revenue inpacts having to do wth non-residents,
there were not as nmany non-residents working in the oil
sector which could be why DOR had slightly revised their
estimations for the incone tax, but she would differ to M.
Spanos to speak to the point.

Representative Wl son comented that the jobs were not | ost
because the PFD s were reduced, because of a broad-based
tax, or because the |egislature was cutting the budget. The
j obs were lost due to the change in the price of oil.

Vice-Chair Gara referred to slide 19 of M. Kings
presentation ["Forecasting Al aska s Economy: 2017-2026" by
Nort hern Economics] (copy on file). M. King's point was in
alignment with what Institute of Social and Economc
Research (ISER) had reported in the previous year. Every
$100 mllion in budget cuts cost about 1000 to 1500 private
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and public-sector jobs. According to M. King, Al aska was
down 20,000 private-sector and public-sector jobs with $1
billion reductions in the budget. If a plan was inpl enented
along the lines of those on the slide, job |osses would be
st emmed.

2:49: 29 PM

Co-Chair Seaton indicated that the lines on slide 16 were
going down from a high enploynment in 2015 of about 465, 000
jobs. The reduction in the lines down to 2017 to about
425, 000 equated to about 20,000 jobs that were both public
and private jobs and reflected actual nunbers. The
| egi slature was | ooking at neking decisions about how to go
forward. Both a reduced PFD and the inplenentation of a
broad-based tax had the same effect of preventing job
| osses. However, if the state only cut the budget, the
state would be faced with |osing another 25,000 nore jobs
between 2017 and 2020. The |legislation being considered
woul d include a PFD reduction and a broad-based tax as well
as a restructuring of the Permanent Fund for a sustainable
dr aw.

Ms. Hansen noted that the boxes on the chart were added
because the lines were difficult to distinguish. She
t hought the labels were msleading because the chart did
not reflect the effect on the econony under the different
scenari 0s.

Representati ve W son suggest ed t hat by conbi ni ng
industries, private and public, It was difficult to
determ ne what was contributing to an upswi ng. She supposed
that an upswing mght be due to keeping governnent strong,
which would result in nore jobs in the public sector. She
thought the Ilines should be divided. She wondered if
private sector jobs would increase or if public sector jobs
woul d increase if taxes were inposed or PFD s were cut. She
wondered what types of jobs would continue. She posed a
qguestion about a private sector econony versus a government
driven econony. M. Hansen replied that the question would
be a good followup question for M. King. She noted that
the slide showed job enployed in the thousands. She did not
believe that wunder either scenario the state would be
hiring 10,000 extra state enployees. Sone of the jobs would
be lost from the private sector and not just from the
state.
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Ms. Hansen detailed the budget scenario on slide 17: "A
$3.2 Billion Budget Scenario:" She explained that the slide
showed a different perspective of what choosing $100
billion in budget cuts versus a plan that would help
stabilize the state's revenues. There would be potential
cost shifts to the comunities. The slide was taken from
OWB's presentation at the beginning of the vyear. The
scenario was hypothetical. They spread $100 billion budget
cut scenario out anong the different communities based the
anount of state funds that were currently sent to
communities through education and other services provided
by the state. It also showed the burden on comunities to
continue to provide the services they had.

2:53:46 PM

Ms. Hansen scrolled to the Legislative Finance Division
slide 18: "Real Per Capita Unrestricted General Fund
Revenue/ Budget History (2015 Dollars Per Person)." She
noted the reliance on volatile resource revenues resulting
i n expansions and contractions in the state budget based on
a revenue factor outside of the state's control. It neant
that in years when the state's private econony was
shrinking due to decreased oil and gas investnent, as was
currently the case, it could not help to provide a safe
glide path for the econony. The only option was to try to
mat ch the greatly reduced resource revenue by cutting jobs
and the budget, which, in turn, would have a multiplier
effect on the state econony. She concluded that to avoid
the volatile state budget and econony, the intention of the
state revenue restructuring act was to provide a nore
stable source of revenue avoiding fluctuations and
contractions. The slide showed that per capita and adjusted
for inflation the state budget had already been reduced to
some of its |owest |evels.

Ms. Hansen asked nenbers to consider why it would be
valuable for the State of Al aska to have a stable source of
revenue instead of a volatile one. One of the reasons was
t he sheer anmount of infrastructure the state built up over
the previous 30-40 vyears when it had noney. |If the
| egi slature chose to cut the budget drastically to neet the
state's expected resource revenue, the first place the cuts
woul d be taken from would be the capital budget. She opined
that the state would likely see a growng list of deferred
mai nt enance. The university had deferred rmaintenance
nearing $1 billion. There was a significant anount of
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di ffered mai ntenance of roads, and DOT had its own way of
prioritizing how the roads would be repaired and in what
order. She indicated that if the state wanted to maintain
some of its core services and core infrastructure, a stable
revenue would be required for the state to budget in sone
of those deferred mai ntenance costs.

HB 115 was HEARD and HELD in commttee for further
consi derati on.

Co-Chair Foster noted the agenda for the foll ow ng neeting.

#
ADJ QURNVENT

2:57: 10 PM

The neeting was adjourned at 2:57 p. m
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