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HB 115 was HEARD and HELD in committee for
further consideration.

1: 34:19 PM

Co- Chair Foster discussed the neeting agenda.

#hb115
HOUSE BI LL NO. 115

"An Act relating to the permanent fund dividend,
relating to the appropriation of certain amounts 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 under the
Alaska Net Incone Tax Act; and providing for an
effective date.”

1: 35: 04 PM

JOHN HUTCHI NS, ATTORNEY, DEPARTMENT OF LAW introduced
hi msel f and was avail able for questions.

Represent ati ve Kawasaki renarked that nenbers of the other
body had commented on the single subject rule and whether
it applied to HB 115. He asked for coments from the
Department of Law (DQL).

M. Hutchins answered that the test in the single subject
rule was not about whether it was possible to have two

anal ytically distinct subjects covered by the sanme bill; it
was clear from existing Alaska case law that it was not
true. For exanple, in GCellert [v. State of Alaska], the
court had |ooked at a bill that would conbine small boat

harbors in coastal cities and flood control projects in
Fai rbanks. He furthered that Fairbanks was not close to the
coast, which nmde it easy to say the tw subjects were
separate. However, the court had determined it was a single

subject related to navigation and water control. The
pertinent question was whether there was a subject that
woul d cover everything in the bill and whether it was too

broad. He was confident HB 115 would pass scrutiny under
that test for a variety of reasons.
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M. Hutchins detailed that the purpose of the single
subject rule was to prevent tactical use of the conmttee
structure. The court had specified that one of the primry
things the rule was trying to avoid was conbining a
multitude of different constituencies to pass |egislation
that otherwi se could not pass on its own. He surmsed that

the bill could perhaps be analytically divided into a
Per manent Fund conponent and an incone tax conponent, but
the reason for including both in one bill was not because

neither would pass on its own. He continued that when
consi dering each conponent separately, neither option was a
popul ar neasure that would pull a weaker bill along. He
detailed that both conponents were mllstones that could be
used to sink a neasure rather than the other way around,
therefore, he surmsed there was limted concern in that
ar ea.

M. Hutchins stated that nore inportantly, the conponents
were both part of a solution to one problem and were
interrelated - action taken on one of the conponents woul d
inmpact the desirability of what could be done with the
other, while reaching the same revenue requirenent. He
believed it nade sense to tal k about, debate, and consider
anendnents to the two conponents sinultaneously in the sane

bill because they were both aimed at fixing the budget
problem For that reason, he would be stunned if a court
decided the bill did not neet the single subject rule. He

did not believe the issues could be efficiently considered
wi t hout being considered at the sanme tine.

1: 39: 55 PM

ANGELA RODELL, EXECUTIVE DI RECTOR, ALASKA PERMANENT FUND
CORPORATI ON, introduced herself and was available for
guesti ons.

Co-Chair Seaton stated the bill had a 4.75 percent market
value draw from the Permanent Fund. He asked if the draw
woul d place the fund at risk of depletion.

Ms. Rodell answered it was inportant for the legislature to
know that the Alaska Permanent Fund Corporation (APFC
board of trustees did not want APFC to take a position on
the bill in terns of the appropriate draw anount. She
el aborated that APFC recognized it would be a give and take
and that the legislature would ultimately decide on what
was best for the state. She detailed that APFC would
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respond accordingly. The 4.75 percent draw would generate a
certain anount of noney for the state budget, which the
corporation would deliver if directed.

Co-Chair Seaton stated that the only other section of the
bill pertaining to the Permanent Fund was a distribution
draw (33 percent to the Distribution Fund for the Pernmanent
Fund Dividend and 67 percent to the General Fund). He asked
if it was an obstacle for APFC to calculate and distribute
the draw to two different funds.

Ms. Rodell answered in the negative. She believed in
practice APFC would remt one transfer of cash to the
Departnent of Revenue (DOR). She detailed that DOR would
then allocate the funds between the two accounts, which
were under its managenent. A portion would be transferred
into the dividend fund and 67 percent would be transferred
to unrestricted general fund (UGF) accounts.

1: 43: 25 PM

Representative CQuttenberg stated there were various flow
charts showing how the Pernmanent Fund worked at present
versus ot her proposals that had arisen over tine. He stated
it was not |like going to a percent of market value (POW) -
it was not all one lunp sum of cash (it involved various
pots of noney). He asked how simlar investing the Permanent
Fund based on POW would be to the structure in HB 115 - to
maxi m ze the return

Ms. Rodell answered it was inportant to recognize APFC s
mandate to protect the fund principal and to nmaxim ze
income. She noted the objectives could be conpeting because
in order to maximze growh there was a tendency to take
nmore risk, but taking nore risk could jeopardize the
protection of principle. The corporation had worked hard to
create a diverse asset allocation that balanced the two
conpeting requirenents. She furthered that when considering
the provisions in HB 115, APFC was focused on that the draw
was equal to 4.75 percent of the market value and what type
of liquidity it would require each fiscal year. She detail ed
t hat because it was five of the six previous years there
woul d be dollar anobunt certainty on the draw anount. In
other words, the current statutory process for transferring
noney for the dividend was based on an estimted anount of
the statutory net income for the fiscal year currently in
progress. The corporation was noving that uncertainty from
the cal culation and | ooking at the previous five years. The
benefit to the legislature would be knowing with certainty
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(at the start of session) what one of its revenue streans
woul d be for the upcom ng fiscal year

Ms. Rodell continued that in terns of nmanaging the
investnments, currently APFC did not foresee a needed change
to the asset allocation and investnent managenent. The
chal l enge would be as progranms matured, whether the asset
al l ocation of the [Permanent Fund] Earni ngs Reserve Account
(ERA) needed to be adjusted into a different asset
allocation that nore fully recognized the inability of that
account to take on the risk the corpus currently endured
She underscored that the ERA could not afford to |ose at
al | .

1: 47: 04 PM

Representati ve GQuttenberg recal |l ed voti ng for a
constitutional amendnment proposed by forner Governor Frank
Mur kowski related to POW. He remarked there had been
numer ous conversations and presentations over the years on
endownents and how they worked around the world. He
remarked that it was not unique in the world, but it was
unique for Alaska. He spoke to establishing a fixed draw
from the Permanent Fund. He asked if other nations did a
fixed rate draw or a percentage of what was nmade on an
annual basis or in five of the past six years. He asked
what the usual definition was for how much noney was taken
off a sovereign fund. He added that perhaps there would be
i nflation proofing, but perhaps there would not be.

Ms. Rodell addressed one of the inportant distinctions
between the constitutional anmendnment in 2003 or 2004 and
what other sovereign wealth funds were able to do. She
detailed that Alaska's constitutional anmendnent required
all incone go to the General Fund. She explained it was
creating the machinations at present because the way
traditional POW processes work was to look at the fund
value and take a percentage of the market value, which
becanme the spend; additionally, there was no reference to
realized and unrealized earnings or inconme (it was based
fully on the value). The APFC board of trustees had
enthusiastically supported the <constitutional anendnent
because it cleaned up all the income |anguage and nade it
clear that APFC would transfer a set percentage annually.
It had neant the fund had no longer had to worry about
inflation proofing or inconme, because the noney was all in
one big pot.
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Ms. Rodell referred to the current requirenment for incomne
to go to the General Fund. The corporation was trying to
make something work within the |anguage it was required to
operate under. She referenced other sovereign wealth funds
and endowrents and shared that she had recently seen a
survey show ng that the average payout on endownents was
4.2 to 4.3 percent in 2016. She rem nded the conmittee that
those endownents were able to take it wthout regard to
what actual incone was because all the inconme was swept
back into the fund and invested. Currently in Alaska the
incone was flow ng into another account that was avail able
to be appropriated in its entirety regardless of the rules
that were in place and the legislature was deciding how
much it wanted to spend on an annual basis.

Ms. Rodel | continued that when discussing inflation
proofing, it was very inportant to recognize that because
all the incone flowed into the ERA, none of the gain or
income generated by the corpus got reinvested into the
corpus wthout the inflation proofing nechanism For
exanple, ten years back APFC had purchased an office
building - the ERA bought a pro rata share of every
investment the fund held - under a four to one ratio, the
office had been $50 mllion ($40 million from the corpus
and $10 million from the ERA). She continued that the
i nvestnent was sold in 2017 and was valued at $100 mllion;
the $50 mllion gain went into the ERA and the $10 million
the ERA invested into the office building went back into
the ERA. Al the corpus received was the original $40
mllion investnent. She explained that if the $60 million
was needed for other purposes and it could not be
reinvested for anot her 10 years into a long-term
investnent, all that would be available to put back into
real estate was the original $40 mllion, but at present
office buildings cost $100 nmillion. She elucidated it was
how APFC was |osing investnent power and why inflation
proofing was so inportant. She underscored the need to
di stingui sh between what the ERA could do and what the
corpus could do. The accounts were very different: the
corpus could not be spent, but the ERA coul d.

1: 52: 59 PM

Representative WIlson asked if there was a nmechani sm that
woul d enable APFC to alert the legislature if a POW was
determined to be too high. She asked if a nechanism coul d
be put in place to indicate if the corporation nmay be
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endangered, my not have the ability to invest as it
want ed, or may not adequately protect the Permanent Fund.

V5. Rodel | replied it was possible to include the
safeguards into legislation. She referred to separate
legislation (HB 61), which included a provision for a
| ookback to occur every three years. She believed the

| egislature would be alerted well before the three-year
mark, based on her experience reviewng various reserve
levels annually with the |egislature. However, it would be

nice to codify it in the legislation to force a | ookback to
check on whet her things were working out as anti ci pat ed.

Representative W/Ison asked for verification the bill did
not currently have the provision. Ms. Rodell replied in the
affirmati ve.

Representative Pruitt stated that one thing he had not seen
in any of the bills in the current year was providing APFC
with the tools to nmanage what it had. He cited procurenent
changes as an exanple. He remarked that the |egislature was
putting nore weight on APFC and he wondered if the
corporation believed sonme changes to give it the ability to
hire and manage the fund were still needed. He asked why
the corporation felt the itens were good to have.

1: 55: 29 PM

Ms. Rodell answered that the previous year the corporation
had asked for an exception to the state procurenent that
had not been included in one of the bill version's
procurenent |anguage. She noted it was an inportant tool

Currently the APFC was not exenpt from state procurenent

while other agencies such as the Al aska Housing Finance
Corporation (AHFC) and the Alaska Retirement Managenent
Board (ARMB) were. For exanple, if the corporation wanted
to hire an expert consultant for a private -equity
engi neering idea, the corporation would have to go through
the state's procurement process to hire the engineering
consultant. Oten investnents did not have the six to
eight-week lead tinme to allow for procurenent, getting the
individual up to speed, and get the work done; it
potentially neant a 12-week delay, which would result in
| ost opportunity. The corporation was seeking relief that
its other partners like ARMB had. The corporation was
seeking the ability to manage nore quickly and be nore
flexible in its response. None of the bills currently
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accounted for the requested change. She would love to see
the detail added to a bill or to a standalone bill.

1:57:43 PM

Representative Pruitt believed Ms. Rodell's testinony was
that the ERA needed to be managed differently than it had
been managed in the past. He was trying to understand how
the need for increased liquidity inpacted the corporation's
goal. He asked if the corporation's goal renained at 6.95
percent for the fund overall if the bill passed with the
4. 25 percent draw.

Ms. Rodell replied it was a chall enging question to answer.
Part of it was the tension surrounding the corporation's
desire for the legislature to do business as usual and to
continue to manage the fund as it always had. The APFC
board target return was 5 percent plus CPlI [Consuner Price
I ndex]; the 6.95 percent was a forecast generated by [fund
consultant] Callan Associates based on the fund' s asset
all ocation. She elaborated it was the nedian forecast -
there was a 50 percent likelihood of achieving better
returns and a 50 percent |ikelihood of achieving bel ow that
result. She explained that instead of |eaving the ERA al one
and nerely taking its statutory net incone calculation to
pay out dividends, the fund was being considered for a
budget stabilization fund. She was concerned that even
t hough the POW was sustainable, the corporation had a
fiduciary responsibility to be prudent and responsible.
Hypot hetically, if all that was left in the ERA (after the

budget passed in the current year) was $5 billion and the
4.75 percent, 5.25 percent, or 6 percent draw cane with the
expectation $3 billion would be needed for FY 19, she would
want to invest the $5 billion the same way the corporation
woul d have at present, knowing that it could not afford to
| ose; a mininmumof $3 billion was needed.

Ms. Rodell continued that it was challenging to answer

t hese types of questions because if there was a severe down
mar ket (e.g. down 24 percent as in 2008) and there was an
excess of $2.5 billion in losses. She asked what the
response would be if she cane to the legislature in January
of 2018 and reported that the noney had all been | ost
because the market was off. At a mninum she wanted
recognition that if the corporation was going to invest the
way it always had, there needed to be awareness that the
ERA woul d | ose sone years. She el aborated that if the state
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could not afford the loss, perhaps the solution was
sonething different than or a mtigation of was under
di scussion. It was a recognition that the return was not
6.95 percent on the ERA or a recognhition that there were
ot her mechanisns that could be discussed. She recognized
the challenge facing the state and the need for using the
fund. She did not want the legislators to msinterpret her
statenments to not touch the fund.

2:02:46 PM

Vice-Chair Gara stated regardless of the percentage
selected (e.g. 4, 4.5, 5.25 percent) if there were poor
consecutive market years and the l|egislature inplenented a
statutory POW, he surm sed the state would probably be in
trouble and the issue would have to be dealt with at that
tine.

Ms. Rodell believed it was fair to say.

Vi ce- Chai r Gara remarked that no one believed a
constitutional anmendment was likely;, if there was majority
support to do sonething wth the ERA it would be
statutory. He assuned t he | egi sl ature woul d act
appropriately if there were numerous consecutive poor
mar ket years and no POW fornul as worked because there were
no earnings renmaining. Separately, he referred to prior
testinmony by David Teal, Director, Legislative Finance
Division related to a 4.25 or a 5.25 percent POW of five
of the past six years, which M. Teal found reasonable
provided that if there were nultiple negative stock market
years sonmething different would need to be done. He asked
if Ms. Rodell could agree.

Ms. Rodell believed all the nunbers spoken about in the
current neeting were in the real mof reasonabl eness.

Vice-Chair Gara noted that Ms. Rodell had been very clear
that at sonme point she would like to see inflation proofing
return, which had been absent in the past tw years. He
observed that the state's budget was still strapped. He
asked if she would feel nore confortable if there was an
inflation proofing mechani smput in place.

Ms. Rodell replied in the affirmative. The only way for

future generations of Alaskans to get the sane type of
benefits the population was currently receiving off the
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fund, was for the Permanent Fund corpus to retain its
i nvestnment power; it would be dimnished without inflation
pr oofi ng.

Vice-Chair Gara believed the nobst confortable part of
inflation proofing would be if sonmeone put a substanti al
anount of noney into the fund principal. He thought it was
t he nost confortable scenario for the corporation

Ms. Rodell replied the nobst confortable place to be was
somewhere in the waterfall, preferably at the top - to take
a bit each year. If the legislature opted to allocate a

lump sum to the fund, she questioned whether the state
would track what inflation proofing would have been in
2016, 2017, and other years where a noratorium was taken

She stated the nethod was a possibility wthout know ng
what inflation in those future years woul d be.

2:07: 11 PM

Vice-Chair Gara provided a scenario where there was a
formula specified that would cap the anobunt taken out of
the ERA and the account grew. He asked if the scenario
woul d provide APFC sone confort even in the absence of
annual inflation proofing.

Ms. Rodell replied in the negative because the ERA could be
spent for any purpose at any tine. She used Vice-Chair
Gara's scenario with the addition of a catastrophic event
that led to a bad budget gap year, which neant the draw
from the ERA needed to be larger than 4.5 to 5.25 percent.
She spoke to flexibility given to the ERA and expl ained
that part of the nice thing about inflation proofing was
that the funds went back into the corpus and kept the
corpus value growing. She elaborated that it would avoid
the current debate of determining what the ERA should be
spent for.

Vice-Chair Gara asked if a hard cap on what could be spent
fromthe ERA woul d cause Ms. Rodell sone confort.

Ms. Rodell replied "no."

2:09: 20 PM

Representative Thonpson surmsed the current bill did not
include anything to address revenue volatility of revenue,
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yet it appeared the governor's plan included sone itens
t hat addressed the issue. He asked if he was accurate.

V5. Rodel | believed conparing the two bills was
chal | engi ng, because the HB 115 included the income tax
conponents, which led to a different revenue outcone than

the governor's bill in ternms of volatility. She stated the
Per manent Fund needed to not be the only answer to the
budget deficit, because it would have volatility in

outcone. She did not know how nuch volatility in outcone
the legislature was willing to take.

Representative Otiz referred Ms. Rodell's response to an
earlier question that she was not confortable supporting
one plan over another. Utinately, the l|egislature would
have to decide on one type of plan versus another or on no
plan at all. He asked if it was safe to assune that
investment return fluctuation was the biggest threat to the
success of any plan. He asked if that was true.

Ms. Rodell replied in the affirmative. She clarified that
they did not necessarily need to be talking about a
scenario where the nmarket was down 20 percent (i.e. events
that occurred once every 20 years). She was referring to a
scenario where the fund returned 1 percent per year for a
variety of reasons and fixed incone rates were |ow She
cited the volatile 2015 stock narket as an exanple. The
concern was not about nultiple years of |osses, but about
years with very low returns, which prevented the generation
of significant 1incone. A recognition of the potential
impact was inportant. She relayed the state faced
significant wvolatility in revenue sources through oi
commodity prices. There would continue to be volatility in
revenue, although it would probably be snoother than it had
been in the past, due to the five-year average and other
t hi ngs.

Representative Otiz set the volatility aside. He asked
otherwise if it was as sinple as looking at the difference
between the various plans regarding the POW draw and
weighing it as a tradeoff where the |ower the POW draw,
the lower the revenue for the G-. He asked if it was that

si npl e.
Ms. Rodell answered in the affirmative.

2:14:14 PM
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Representative Pruitt addressed the topic of inflation and
noted it had not been done for the fund over the past
couple of years. He believed the current bill and severa
bills aimed at dealing with the issue with the four tines
anopunt that spilled over. He surmsed it could create a
situation where the corpus was not maintained at the needed
| evel going forward. He referred to the current bill where
two-thirds would go to governnment and one-third would go to
the dividend. He asked if a form of inflation should be
i ncluded. He asked how to design it if so. He wondered if
it would nerely follow the CPI.

Ms. Rodell responded that HB 115 and HB 61 were helpful in
that they both provided a nechanism of inflation proofing.
She clarified that the calculation of four tinmes had no
relationship to inflation or what would have been deposited
had the existing statutory remained in place, but it
created a recognition that sone noney should flow back into
the corpus. She believed sonme ways to look at it related to
the definition of statutory net incone. She knew that HB
115 had elimnated "available for distribution" and had
changed it to "market value." The legislature could choose
to put it into a waterfall or in the definition of
statutory net income subtract an anmount out - statutory net
income by definition, would be the anmpunt available for
distribution that was deposited into the ERA. There were
probably a couple of formats. It was inportant the bills
contenplated inflation proofing and did not do away with it
all together. She believed it was hard when | anguage was
repealed to reinstate it. She recognized that the bill did
contain a nmechanism albeit it was not perfect. The perfect
scenario would be sonething higher up that was automatic
each year

2:17: 50 PM

Representative Pruitt asked what if part of the issue was
merely changing definitions. For exanple, perhaps the
definition of income was changed. He cited M. Rodell's
earlier building exanple where $40 mllion ten years after
the investnment had been nmade should be valued at "x," so
that the incone renmaining within the principal becane
what ever woul d have been adjusted. He asked if definition
mechani sns coul d be used.
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V5. Rodel | deferred the question as it related to
constitutional law interpretations and the definition of
i ncone. The Permanent Fund had been in place 40 years and
there had been a series of attorney general interpretations
over the years and different kinds of investnments had been
added to the fund. She was hesitant to fully respond, but
she could follow up with his office on what options may be.

Co- Chair Seaton spoke to the four tinmes the draw renaining
and waterfall that would be designated for inflation
proofing. He stated the nodeling took effect, but not
annually. He |ooked at balancing the draw and inflation
proofing. He asked if M. Rodell was referring to a
scenari o where the draw was increased to 5 percent and 0. 25
percent was dedicated to inflation proofing.

Ms. Rodell answered in the affirmati ve.

2:20: 28 PM

Vice-Chair Gara renmarked that having the current statute
specifying inflation proofing was nice; however, the
legislature did not follow it the past tw years. He
surmsed that one of the bigger threats to inflation
proofing was the failure for the state to have a way out of
the fiscal crisis. He asked M. Rodell if she believed
letting the fiscal «crisis continue was a threat to
inflation proofing.

Ms. Rodell answered that her job was to protect the corpus
of the fund.

Vice-Chair Gara asked for verification the fund had not
been inflation proofed for two years. M. Rodell answered
in the affirmti ve.

Vi ce-Chair Gara understood that APFC could not get involved
in politics. He referred to an earlier question by
Representative Thonpson related to the various bills. He
recalled that Ms. Rodell had testified that since the bil
was not only reliant on Permanent Fund revenue to fund
public services, but it also had another elenent to produce
revenue it gave her nore confort. He wondered if he had
m scharacterized her statenent.

Ms. Rodell replied that she had been trying to point out
that the bills were not an apples-to-oranges [apples]
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conpari son because there was other incone [in HB 115],
whi ch may have danpening effects that other bills did not
have because of the conbination nature of the bill. As
opposed to pulling two bills together naking it a plan.

Vice-Chair Gara asked if M. Rodell was using the term
"danpening effects” to nean |ess pressure on the Pernmanent
Fund if there was extra revenue comng in besides revenue
fromthe Permanent Fund.

Ms. Rodell answered in the affirmative.

2:23: 04 PM

CARL DAVIS, RESEARCH DI RECTOR, |NSTITUTE ON TAXATI ON AND
ECONOM C POLICY (I TEP), WASHI NGTON DC (via tel econference),
introduced hinself. He relayed that ITEP was a nonprofit
and nonpartisan research group based in Washi ngton, D.C

Co-Chair Seaton asked if M. Davis had experience wth
Al aska's taxes and fiscal situation.

M. Davis replied in the affirmative. He detailed that |ITEP
had done two reports on Alaska's fiscal situation the
previous year. The first report had |ooked at a variety of
di fferent packages for raising revenue to help close the
budget gap. The institute nmaintained a mcrosinmulation tax
nodel, which was simlar to a nodel nmintained at the
federal level by the Congressional Budget Ofice and the
Joint Commttee on Taxation. A nunber of states maintained
the nodels as well. The nodel contained information on
t axpayers' incones, consunption habits, property owned, how
much gasoline they purchased, etcetera. Wen there was a
proposal to change state tax law, ITEP could run it through
the nodel to determine how it wuld inpact a state's
popul ation. The organization had the nodel for all 50
states and the country. The nodel could analyze changes in
the dividend, the creation of an inconme or sales tax,
gasoline tax changes, and other. The nobdel could produce
revenue figures, simlar to the information included in the
fiscal note by DOR

M. Davis continued that |ITEP could also break down the
revenue by inconme level to show whether a tax would fall
primarily on mddle, high, or lowincone famlies. The
focus of ITEP's reports thus far had been largely on
changing the dividend and the potential of enacting an

House Fi nance Committee 14 02/ 14/ 17 1:34 P. M



income tax and how the two mmy bal ance. The organization
recogni zed that Al aska was facing a fiscal challenge that
would not be fixed with only one solution. The solution
woul d likely involve a package of changes; how that package
was conprised had very different inpacts in terns of the
distribution. For exanple, if the package relied nore
heavily on scaling back the dividend, it may inpact |ow
income famlies nore heavily. Wereas, a package relying
nmore on incone tax could hit higher inconme famlies nore. A
mx of the two may end up with a nore proportioned result
where simlar shares of incone were paid by individuals at
different income |evels.

2:26: 58 PM

Co- Chair Seaton asked what kind of workload and timng on a
work product looking at the provisions in the bill. He
asked if the entity could do the work in a reasonable
timefrane.

M. Davis answered in the affirmative. The organi zati on was
intending to do an analysis on the bill in the next severa
weeks. He relayed that ITEP liked to take its time and
ensure it accurately captured all the nuances. He had taken
a prelimnary look at the incone tax in the bill and
offered to report on how it stacked up nationally.

Co- Chair Foster agreed.

M. Davis reported that it was tricky conparing incone
taxes across states because every state had different
exenptions, deductions, and different rates. The sinplest
way to neasure was to |ook at the size of the overall tax
relative to a state's econony. The organi zation had found
that relative to Al askans' personal incone, the tax would
collect about 1.5 percent of the state's personal incone.
He advised the conmttee that the rate would vary by incone
| evel . For exanple, a very |lowincone earner paying the $25
m ni mum tax could be paying a rate significantly below 1.5
percent, whereas, the rate could be higher than 1.5 percent
for higher-incone earners. Overall, the tax was equal to
about 1.5 percent of Alaska personal inconme. Relative to
other states, the proposed tax would be the fourth | owest
br oad- based personal inconme tax in the nation. Currently,
the country's |lowest personal income tax was in North
Dakota, which was the second npbst energy dependent state
State's wth significant energy revenues <could raise
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revenues in nontraditional ways. North Dakota also had a 5
percent sales tax, which also helped explain why it had a
such a low inconme tax. Additionally, Arizona and Loui siana
had smaller incone taxes than the tax proposed in HB 115

Arizona got by on levying the 11th highest sales tax rate
in the country and Louisiana recently took the top spot in
sales tax, which averaged at 10 percent when state and
| ocal taxes were conbined. He concluded that states wth
incone taxes smaller than the tax proposed in HB 115, was
generally because of significant energy revenues or sales
tax revenues.

2:30:13 PM

Co-Chair Seaton requested to receive the information in
witing.

Co-Chair Foster agreed to follow wup to ensure the
i nformation was received.

Vice-Chair Gara provided a scenario where states taxed at a
percentage of the federal incone tax rate. He noted states
did not currently use this nethod. He asked if it was
possible to determne where the bill ranked w th other
states with income tax in terns of what percentage of the
federal tax rate states were charging.

M. Davis responded that the bill topped out slightly bel ow
6 percent on ordinary income, which took 15 percent of the
top federal tax rate of 39.6 percent. He stated it was
below the national nedian and average in terns of a top
income tax rate of 6.4 percent. He continued that it was
possible to take a look by incone level to see how it
stacked up on a nore fine-grained |evel.

2:32: 28 PM

Vice-Chair Gara relayed it would be useful to know what
percentage of the federal tax rate the proposed tax would
charge and how it stacked up to what percentage of the
federal tax rate other states charged. He understood that
ot her states taxed differently and had i ndi vi dual
percentages as opposed to taxing a percentage of federal
taxes. He was interested in the average percentage of
federal taxes charged by other states.

M. Davis replied he could provide the information.
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Vi ce-Chair Gara asked how many tax brackets existed in the
federal tax code.

M. Davis reported there were seven federal brackets. He
noted that occasionally the issue was brought up in the
context of sinplicity and whether having nore brackets was
conplicated. He explained that nost taxpayers did not
noti ce how many brackets existed; there was a table at the
end of the tax booklet that reported a tax anobunt based on
the individual's taxable inconme. The nunber of brackets
needed to be thought through carefully, but the average
t axpayer did not generally notice.

Vice-Chair Gara stated that there could be a proposal to
tax a certain percentage of the federal tax. For exanple,
the proposal could pick 15 percent of the federal tax to
tax each bracket. If one of the tax brackets was 20 percent
and the state taxed 15 percent of the anmount, the tax would
be 3 percent. He reasoned that under the scenario the state
woul d have a set nunber in statute if federal taxes went up
and down. He asked if M. Davis could provide the seven tax
bracket s.

M. Davis answered in the affirmative. He believed the
approach was reasonable in terns of | essening the
vul nerability of the tax to whatever changes may be passed
by Congress. It was necessary to think through how federa
tax credits cane into play. If there was interest in
keeping a linkage to federal tax liability, but limting
the extent it would swng wth whatever federal changes
were enacted, sone states used use fixed date conformty.
He detailed that the nethod neant not automatically
coupling to whatever the Internal Revenue Code happened to
be at a given point in tine. The nmethod neant coupling to a
version of federal law. For exanple, it would be possible
to specify that Alaska's inconme tax was based upon federa
| aw as of January 1, 2017. He explained that the date could
be wupdated from tine-to-time if the federal governnent
enacted tax changes, but when Al aska was debating whether
to update the date, it would have information at its
di sposal showi ng what Congress had enacted and what would
occur if the date was wupdated to January 1, 2018 when
federal taxes may be significantly |ower.

2:37:10 PM
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Representative QQuttenberg was interested in hearing M.
Davis's perspective on conparing apples-to-apples. He
explained that it could be difficult analyzing things when
they were so different in Al aska conpared to other states

For exanple, when conparing tax liability, Al aska had the
Per manent Fund. He noted that other places had sal es taxes
that could have a cap (e.g. there could be the sane cap on
tax for a new or old car). He continued that there were
deductions and other calculations for inconme tax. He asked
how accurate could a conparison could be between Al aska and
ot her states.

M. Davis responded that it was conplicated because every
taxpayer's financial situation was different. For exanple,
if there were two individuals with identical incones, but
one owned a larger honme or had a hone in a nore expensive
area, that individual would pay significantly nore property
tax. Additionally, if one individual's buying habits were
different they could pay significantly nore sales tax.
Wiere an individual's incone was derived could make a
di fference, given that social security incone had a partial
or full exenption. Hypothetical exanples could illustrate
how i ndi vidual s were inpacted at different |evels.

M. Davis addressed how individuals were inpacted by a
different mx of policy options. He detailed if a $500
mllion revenue package was constructed in the form of a
sales or incone tax, the University of Al aska had done a
study showing that nobst residents would end up paying
significantly Jless under the income tax option. He
expl ai ned that an incone tax could raise nore revenue from
individuals wth very large incones and the incone
collected from low, mddle, and even upper mddle-incone
taxpayers were significantly |lower. He added that sonething
li ke the Permanent Fund Dividend, being unique to Al aska,
conplicated conparisons across states. The organization
tried to be mndful about those things, but it was
difficult to generalize too nuch because it depended on
each taxpayer's specific financial situation.

2:41: 09 PM

Representative Pruitt asked who M. Davis was and he
wondered why he was selected to testify. He asked if |ITEP
had worked on tax policy for the Al aska Legislature in the
past .
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M. Davis reported that the organization did research in 50
states; ITEP was a small and could sonetines be spread a
bit thin. The previous year it had done a report supported
by the Rasnmussen Foundation that had been published online.
The organization was funded by foundations including the
Annie E. Casey Foundation and Ford Foundation (the Iist of

donors was avai |l abl e on t he | TEP website). The
organi zation's work was largely pro bono; it used the tax
nmodel to help fill informational voids at the state |evel

At the federal Ilevel there were already numerous groups

doing distributional and revenue analyses of tax policy
changes. The capacity within governnent to do the anal yses
varied from state-to-state. The conpany frequently hel ped
to fill in the gaps.

Representative Pruitt referred to an informational sheet on
the ITEP organization in nenbers' packets (copy on file).
He read fromthe conpany's m ssion statenent:

| TEP is conmtted to fair and sustainable tax |aws
that protect |ower income Anericans from aggressive
policies while generating revenues adequate to serve
the public interest. ITEP's tinely, accessible, and
accurate analysis for advocacy groups and public
servants who share that conmm tnent.

Representative Pruitt observed that the mission statenent
did not include a conversation related to the inpact on the
private sector or the econony as a whole. He asked what
role those things played in | TEP' s nodel i ng.

M. Davis stayed that there was a debate on dynam c scoring
and whether tax policy changes should be analyzed in the
light of what broader ripple inpacts the changes woul d have
on the econony. It was a straighter forward nmatter to
consider how a tax proposal would inpact the current
econony. Wen starting to try to determne inpacts on the
br oader econony, the question becane nuch nore conpli cated,
particularly at the state level. He elaborated that at the
state level, states were generally not able to run a
deficit for a sustained anount of tinme; any change in tax
policy would generally lead to a change in spending policy
as well. There were states with analysts that would attenpt
to analyze the economc inpact of a change in tax policy.
He explained it was not possible to answer the question
unl ess what the change in tax policy would fund was also
anal yzed. He detailed if the noney was spent on
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i nfrastructure, t here wer e nmeasur abl e i npact s of
infrastructure spending as well. There were |onger-term
| ess neasurabl e i npacts of education spending.

2:45: 50 PM

M. Davis continued that the economc analysis of tax
policy became much nore speculative. He furthered there
were limted things states could do in terns of their tax
policy to inpact their econom es. Evidence from states that
had recently changed their personal income tax rates showed
that about half of themdid better after the change and the
other half did worse. He explained it was hard to tease out
the effect of the tax policy change because there were so
many ot her t hi ngs happeni ng (e.qg. a decline in
manufacturing, an influx in revenue due to nice weather,
and other). He concluded the econom c inpacts were not as
easily neasured as the distributional inpacts.

Representative Pruitt surm sed the organization focused on
what it took to fill the gap and the levers a state could
nove to limt the inpact on certain populations. He asked
for verification that the economc analysis was for the
| egi slature to determ ne separately.

M. Davis agreed. He added that the organization did not
make statenments or judgenents about the appropriate |eve
of taxes, which was outside its purview. Once it had been
decided that a certain anount of revenue needed to be
rai sed, ITEP could help fill in gaps about what it neant to
raise it in various ways. He believed the econom c inpact
it was much nore speculative and was not sonething that
could usefully be nodeled with economc nodels at the state
| evel .

2:48: 18 PM

Representative Genn asked which state nobst recently
i npl emented an inconme tax. He knew M chigan had i npl enent ed
an inconme tax a few years back. He asked about the
environment in which the tax had been inplenented and
whet her | TEP had done any associated reports the commttee
coul d review.

M. Davis replied Connecticut had enacted an incone tax in

1991 and had expanded what had been a tax on investnent
income. New Jersey had inplenmented had inplenented an
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income tax in the 1970s. Generally, the states that had
enacted incone taxes had been a facing budget gap. He
continued that income tax tended to be enacted during
tougher tinmes. He had recently seen an analysis about the
11 states that had nost recently enacted incone taxes. He
believed the source of the study was Arthur Laffer. He
noted that M. Laffer was known for the Laffer Curve - the
idea that certain types of tax cuts could produce such
expl osive economc growh that they ultimately pay for
t hensel ves.

M. Davis believed the look at the 11 states could have
been useful if it had been for a random zed experinent of
states spread out acr oss t he country t hat wer e

denographically or economcally diverse. However, all 11
states had been concentrated in the Md-Wst, Appalachia,
and the North East - many states that could be

characterized as the Rust Belt including M chigan, West
Virginia, Chio, Pennsyl vania, and Indiana. There was
history of states that had recently enacted incone taxes

but it was difficult to tease out the effects of tax policy
changes on the econony versus other bigger picture things
that had already been going on wth nmanufacturing or
westward m gration.

2:51:12 PM

Co-Chair Seaton asked if M. Davis was famliar with any
other states with a mninumtax |like the one included in HB
115. He detailed the bill had a $25 nminimum tax for any
filer.

M. Davis answered the nethod of a mninum tax was nore
commonly seen in corporate incone taxes (e.g. $100, $250
or $500). He did not believe any state had a m ni nrum under
t he personal inconme tax. Many states allowed their incone
taxes to go negative through refundable credits (e.qg.
earned incone tax credit, which was offered in 26 states).
He noted that nost of the taxes were refundable, but not
all. Alaska was a unique state with the Permanent Fund
D vidend, which nay take sone of the interest in refundable
tax credits off the table. He shared that lahoma and
Hawaii had no m ninmum tax and offered refundable credits to
offset things |ike its sales tax on groceries. He
reiterated that the mninmum tax at the state |evel was
primarily confined to the corporate incone tax.
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2:52:46 PM

Co-Chair Seaton believed the tax in the bill was sinple. He

detailed it was 15 percent of |ine 56 plus 10 percent on
[ine 13. He was trying to determine if they did not use the
bill's current method and went to generating each of the
exenpti ons, deduct i ons, tax brackets, and what t he

per cent ages would be for the tax brackets. He asked if |TEP
had followed incone tax debates in other states. He asked
if the generation of the exenption and deduction and
percent for tax brackets was |ong and conplex conpared to
the tax nethod in HB 115.

M. Davis responded it had been so long since a state had
enacted an incone tax, but some had changed brackets in
nore recent years. Miuch of the negotiation tended to happen
behind cl osed doors and there were many tradeoffs involved
if a bracket was changed by one anount, an exenption was
changed by another, and the sales tax base was also
changed. There were nunerous noving pieces. At the sane
time there were other states |ike Al abama, Virginia, and
West Virginia that enacted brackets and personal exenptions
decades ago, which they did not appear to have revisited in
subsequent years. In sonme cases, it was a problem because
they had witten their bracket and exenption anmounts in
flat dollar terms. Bracket creep could occur, where flat
dollar anbunts were not updated for inflation and
eventually the personal exenption was so small in real
dollars it becane neaningless and everyone becane subject
to the top incone tax rate.

M. Davis continued that $5,000 decades earlier may have
been a significant bracket, whereas currently, it was
al nost a token bracket. It was a fact under any tax and may
be wtnessed even nore under sales tax in ternms of
negotiating over exenptions. State sales tax bases tended
to be incredibly narrow, not just carveouts for things |ike
groceries or prescription drugs. He cited exenptions for
broad types of personal services |like haircuts and
massages, business services |ike accounting or |egal fees,
and industry specific exenptions. There would always be
significant wangling over which exenptions should be
created or closed for any type of broad-based tax.

2:56: 19 PM
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Vice-Chair Gara asked if any states took the federal
taxable income line and cane up with their own tax rate
within each bracket to avoid fighting over exenptions and
deducti ons.

M. Davis replied in the affirmative. The states that
started with federal taxable income and applied their own
brackets were Colorado, M nnesota, North Dakota, South
Carolina, and Vernont. He noted the states typically
offered their own tax credits as well. The nethod nade the
fornms significantly shorter and sinple. States would often
couple to federal adjusted gross incone. He agreed that
coupling to federal taxable income would make sinplify
things - it canme prepackaged with a personal exenption,
standard deduction, and set of item zed deducti ons.

Vice-Chair Gara referred to a taxable and adjustable gross
lines. He knew there were several different lines for
i ncone on the incone tax form but he did not renenber what
they were. He asked about the differences. He wondered if
it was taxable inconme and adjustable gross incone.

M. Davis answered the two lines were adjusted gross
i ncome, which was a fairly conprehensive neasure of incone,
although it included certain adjustnments for things |ike

sel f-enpl oynment taxes or noving expenses. There were a
handful of adjustnments. Adjusted gross incone was a broad
measure of incone. An individual could subtract up to
$4,000 per famly nenber. A taxpayer could also subtract
either the standard deduction or honmeowner property taxes
and nortgage interest. Oher itens that could be subtracted
were charitable donations, state incone tax, and sales
taxes (in states wthout incone tax). The taxable incone
definition was |ower down the form and tended to be a
smaller anpbunt for nost people because by the tine a
t axpayer reached that point, exenptions and deductions had
been subtract ed.

2:59: 36 PM

Representative WIlson asked if M. Davis knew the m ninum
earni ng anmount before a person had to file.

M. Davis answered in 2016 the mninum was earning |eve
was $10,350 for a single taxpayer and $20,700 for a married
couple. There was also the head of household filing status
- a single person taking care of children did not have to
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file unless they earned over $13,350 per vyear. Many
t axpayers nmay choose to file anyway to claim tax credits
(e.g. child tax credit or earned incone tax credit).

Representative WIson had thought the anobunt was nuch
| ower. She thought it was $400 or $500 of interest or
income that a person had to file and that they got it al
back. She asked for verification that a single person did
not have to file wunless they brought in a mninmm of
$13,000 in incone.

M. Davis affirmed. He believed the nunber was built from
taking the personal exenption - nobody was taxed on the
first $4,000 of income. Under the standard deduction,
nobody was taxed on the next $6,000 or so. The exenption
and deduction conbined created a filing threshold.

3:01:31 PM

Co-Chair Seaton clarified that M. Davis was talking about
earned inconme. There was also a threshold of $1,050 for
unearned income; if a person received nore than $1,050 from
unearned inconme they qualified to file.

Representative WIson asked for verification that if the
di vidend was $1, 100, everyone in Al aska would be required
to file.

Co-Chair Seat on answer ed, "ei t her t hat or children
receiving that can be filed on their parents' form"

KEN ALPER, DI RECTOR, TAX DIVISION, DEPARTMENT OF REVENUE,
addressed the conmttee. He could not speak authoritatively
to the federal tax code. He asked for a repeat of the
guesti ons.

Co- Chai r Seaton referred to Representative WIlson's
guestion about what it took to be required to file a
federal tax form

M. Alper did not know with any certainty. He shared that
is famly's taxes were prepared by an accountant. He had
three children and even when the dividend had exceeded
$2,000 a couple of years back, they had been able to file
as part of his famly return.
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Representative WIlson stated that the commttee had been
told that a person was not required to file under certain
circunstances. She referenced the $13,000 threshold cited
by M. Davis. She surmised that if the $13,000 was correct,
the only people the $25 mininmum would apply to was people
receiving earned inconme. She asked if her understandi ng was
correct.

M. A per replied that the $25 minimm tax would be per
filer and anyone required to file the tax return (anyone
earning incone in the state) would pay $25 if the fornula
sent them to zero. Mnors wth no inconme, who were
dependents on soneone else's return, would be part of that
person's tax cal cul ation.

Co-Chair Seaton pointed to the tax tables in nenbers

packets titled "HB 115: Estimates for Incone Tax and PFD
Ref undabl e Tax Paynent; Estinmated Federal and State |ncone
Tax for Year 2016" (copy on file). He pointed to a scenario
on the third page of a married couple with four children -
there was a $25 mininmum tax at $20,000 up to $70,000. O her
people who were single with no children never reached the
$25 mninmum and paid at $20,000. A single person with two
children would pay the mninmm through $40,000 (shown on
the third to the |ast page); at $50,000 an individual would
pay $243 for the Al askan income tax. He stated that how a
person filed was dependent on whether they were married,
single, or had children.

Representative WIlson surmsed that a person earning
$19,999 would not pay tax because the mnimum was $20, 000.
She thought it had sounded |ike everyone would have to pay
the $25 at whatever |evel - she guessed it was $30,000 for
a married couple with no children. However, she noted that
M. Davis had testified that a person could chose to file -
the m ni mum was $13,000 for a single individual and $20, 000
for a married couple - because they nmy have |ow enough
incone to receive earned inconme back. She stated that if a
person was not eligible for earned incone because they
earned slightly over a certain anount, they would not file
or give anything. She thought there could be two people
making simlar incone and one person may file while the
ot her may not. She expounded that the individual filing was
only doing so to get sone incone back into the househol d,
but the bill would nean they woul d be charged $25.

3:07:37 PM
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Co-Chair Seaton clarified the handout did not reflect the
conplete tax table - it only represented rel evant incones.
He explained that if soneone filed and earned $13,000, the
federal tax as a percent of gross incone was 0.00. If a
married couple with no children earned $20,000, they would
not pay any federal tax, but they would pay a $25 m ni mum
tax to the state. He continued that the couple had not
reached enough income to pay nore than the $25 - as soon as
i ncone reached $30, 000, the taxpayer would pay $140.

Representative WIson thought there could be a situation
where a child would have to pay $25 as well, depending on
how much their interest or other incone they nmay receive.

Co-Chair Seaton replied in the affirmative.

Vice-Chair Gara asked if the $25 mninmum tax applied to
every adult wthout a federal tax liability.

Co-Chair Seaton replied in the negative. He clarified the
mnimum $25 tax applied to every required filer. He
detail ed that taxpayers earning $30,000 would pay $140 in
tax, but they did not pay $25 in addition to that anount.
He clarified that $25 was the mininmum tax people would
contri bute.

3:09: 54 PM

Vice-Chair Gara expressed confusion about who the $25
mnimum tax applied to. He asked if the tax would apply
only to individuals required to file, but who did not pay a
tax. Alternatively, he asked if it applied to people
earning below the required filing |evel.

M. A per referred to page 5 of the legislation and read

"an individual required to nake a return under the Internal
Revenue Code shall also file with the departnent a return.”
He clarified the I|anguage applied to individuals filing
with the federal governnment for any reason. He renarked
that the exanples provided by the co-chair the previous day
were a bit stylized because every famly's circunmstances
were different (sone taxpayers would itemze). At around
$20, 000 a person would have sone federal tax liability; if
a person had sone federal tax liability that calcul ation
woul d govern. He continued that if a taxpayer had numerous
children with many deductions, even if a person was at a
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hi gher incone (the tax calculation nmay bring themto zero),
the bill ensured that the person would pay a mini num of $25
to the state.

Vice-Chair Gara was trying to understand at what m ninum
i ncome a person would not have to pay the $25.

M. Al per answered that a person filing taxes had to pay
the $25. He explained that "pretty nuch everyone" would
have to pay. He believed it was $25 per househol d.

3:11: 56 PM

Vice-Chair Gara was trying to understand the $25 m ni num
He did not understand the federal rules on who had to file
when they did not owe a tax liability. He continued there

were different categories of people - those who did not
have to file, those who had to file even though they had no
federal tax liability, and those who had a federal tax

ltability and had to file.
M. Al per deferred to a colleague.

Vice-Chair Gara asked who would pay the $25 m ni mum tax. He
asked if everyone wuld pay or if it only applied to
i ndividuals at a certain incone |evel.

M. Alper answered that sonme fraction of taxpayers filed
their federal tax and owed zero; the nunber changed from
year-to-year and varied wdely throughout the country.
Based on the best available data, DOR presuned that about
25 percent of the taxpayers in Al aska owed zero federal tax
for one reason or another (i.e. earned inconme tax credits,
the nunmber of individuals in a household, and |ower
inconme). For its fiscal note, the departnent had presuned
about 100,000 taxpayers out of 400,000 households would be
at the zero federal rate. Per the statutory rate of 15
percent, those taxpayers would owe zero; individuals ow ng
zero federal taxes would pay $25 in state tax.

Vice-Chair Gara expressed confusion about filers who did
not pay. He asked if an adult would be required to pay the
$25 tax if their only incone was a $1,020 Permanent Fund
Di vi dend.
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M. Al per believed Vice-Chair Gara was trying to determ ne
who had to file with the federal governnment at all. He
deferred the question to a coll eague.

BRANDON  S. SPANGCS, DEPUTY DI RECTOR, TAX DI VI SI ON
DEPARTMENT OF REVENUE (via teleconference), answered the
federal mnimum for individuals required to file was
$10, 300 gross income for individuals under the age of 65.
An individual who was not a dependent and received an
$1, 100 dividend would not have a filing requirenment if that
was their only form of income because it was under the
$10,300 threshold. Dependents earning over $10,050 of
unearned inconme were required to file their own tax return
or usually with their parents. Individuals under the age of
65 filing as head of household who earned |ess $13, 250 had
no federal filing requirenents. Under HB 115, individuals
would not have to file if there was no federal filing
requi renent. Many people chose to file even if they earned
| ess than $10,000 because they had w thhol dings and could
get a refund.

3:16: 47 PM

M. Al per added that an individual naking |ess than $10, 000
may not have to file, but could chose to file if they had
wi t hhol ding they wanted back. Also, if the individual had
dependents who also had to file, it may be easier for the
entire household to file together. He clarified that even
if they did not need to file because of the individual's
income threshold, they may need to because of a child's
i ncone threshold due to the PFD

Co-Chair Seaton provided a scenario of an adult head of
household w th dependents receiving the PFD. He asked if
each nenber of the household would have to pay the $25.

M. Al per answered that if a child was filing an individua
return separately, they may individually be susceptible to
the $25 tax. However, if the household filed together there
woul d be a single $25 tax.

Representative WIson asked for clarification. She surm sed
that a person would not be subject to the $25 tax if they
did not have to file, but decided to file because they had
children and coul d recei ve earned i ncone back.
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M. Al per believed the individual would be subject to the
$25 tax. He thought that filing the Al aska tax return would
trigger the $25 m ni num

Representative WIson disputed the statenment. She noted
that M. Al per had pointed out that a person was subject to
the $25 tax if they were required to file an inconme tax
return. However, those earning below a certain inconme were
not required to file, but could choose to do so because it
would be financially beneficial. Under the scenario, she
questioned how the state could nake them pay the $25.

M. Alper responded that if a person chose to file the
federal return, they would be required to file the Al aska
return. He believed the benefit received would have to be
reduced by the $25.

Co-Chair Seaton relayed it was a good reason for conmttee
di scussion. He wanted to nake sure the intent was clear.

3:20: 04 PM

M. Al per explained if the bill became |law, DOR wanted to
ensure the regulations were witten in accordance with the
| egi slature's intent.

Representative WIlson stated that the $25 was based on how
many returns a household gave. She provided a scenario
where a household included three adult children with their
children as well. She asked for wverification that the
household would only be charged one $25 tax if they filed
as a househol d.

Co-Chair Seaton believed it was the way the bill was
currently witten.

Representative WIlson was not objecting, but just wanted to
under st and.

TANEEKA HANSEN, STAFF, REPRESENTATIVE PAUL SEATON, replied
that the ability for a dependent to file wunder the
household - if they had unearned incone such as the PFD -
required the dependent to be under the age of 19. Adult
children living in a parent's household would be required
to file for their own PFD

3:22:12 PM
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Representative WIson relayed she was not referring to
unearned incone. She understood that earned incone could
only cone from a parent who had children in the househol d
based on their inconme; however, they could still have
others living in the household who were maki ng sone noney,
but not enough noney to file. She explained that when her
children had been in college they had still been her
dependents. Although they had earned sone incone, it had
not net the filing threshold. She was trying to ensure that
the $25 fee was not based on how nmany adults lived in a
househol d.

Ms. Hansen replied there was a requirenent to file for
unearned incone for a dependent iif the wunearned incone
exceeded $1,050. Children could be clainmed by a parent, but
only if they were under the age of 19. An adult receiving a
dividend living in their parents' house would need to file
for the dividend. Any child under the age of 19 could be
clainmed on their parents' return.

Representative Thonpson noted the bill did not address the
volatility of revenue. He believed the governor's plan
woul d. He asked for detail.

M. Al per answered HB 115 had a relatively stable annual
draw from the Pernmanent Fund earnings towards the Genera

Fund as well as another that flowed directly to the
di vi dend. The governor's bill - the Permanent Fund
Protection Act - had a slightly higher draw at 5.25

percent. There was a claw back feature where if GF oi
revenue from the production tax and royalty grew above a
certain anount, there was a dollar-for-dollar pull back of
the PF draw, equal to the anmount of the oil noney above the
$1.2 billion t hr eshol d. |t pr ot ect ed agai nst t he
circunstance in where the event of a big boom in oil
revenue an increase in PF noney could overheat governnent
or cause an unsustai nable runup in expenditures. \Wen |ong-
term nodeling was done it included high and | ow years and
there could be a slightly higher annual draw at 5.25
percent with the expectation that at some point in the next
25 years there would be a few years where the full anopunt
was not taken due to the volatility provision; the average
draw woul d remain at a sustai nabl e nunber.

3:25:33 PM
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Representative Pruitt conmented that he had heard no
di scussion about mlitary personnel |iving out-of-state
receiving a PFD. He asked if the bill would nean the state
woul d have to chase the individuals for the $25.

M. Alper answered that certain types of mlitary wages
were exenpt from the inconme tax. There were a nunber of
rules unique to service personnel and the federal incone
tax. One of the weaknesses was a lack of expertise on
i ndi vidual inconme taxes at DOR, given that Alaska had not
had an inconme tax in 35 years. The departnment would need to
| earn nore about the subject. He hoped the state would not
expend significant resources chasing after people |iving
out of state; however, people living out of state should
not be claimng a dividend.

Representative Pruitt noted that the state had allowed
provisions for mlitary personnel intending on coni ng back
to Alaska. He believed they needed to be very clear about
how they respect mlitary personnel living in Al aska those
that planned on living in Alaska. He noted the fiscal note
addressed 100,000 taxpayers paying the $25 mninmm tax
rate. He spoke to a withholding and estinated it was $1 per
pay period (twice a nonth). He asked about the cost to the
state in admnistering the $25 for 100,000 taxpayers. He
asked how the departnment would ensure the state was
receiving the $25 and what woul d happen for nonpaynent.

M. Al per answered the individuals would have to file
because they were filing a federal tax return. | f
i ndividuals were not filing wwth the state, but were filing
with the IRS, the state would go after them for failure to
file. He continued that if an individual filed, but failed
to send the $25, it was sonething the state would have to
address. There were a nunber of small dollar people ow ng
noney in taxes, which was not the highest priority. He did
not know if the anpbunt owed could be attached to a person's
PFD, but he thought it was likely. He spoke to the cost of
adm nistering the tax and remarked there was significant
paper involved. The fiscal note indicated that as many
people as possible would file electronically. However, a
$25 check required no fewer resources than required to
produce a $2,500 check; there would still be substantial
data entry.

Representative Pruitt referred to a bill introduced by the
governor the previous year with a 6.25 percent. He recalled
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an estimate from DOR of around 60 people. He believed the
fiscal note for HB 115 was simlar. He asked if the
estimate was still the sane.

M. Aper replied in the affirmative. The departnent was
estimating roughly the sanme additional staff increnment to
adm nister and be prepared to deal with 400,000 income tax
returns on an annual basis.

3:29:26 PM

Representative Pruitt stated HB 115 was very different; it
was not a flat 6.25 percent of a federal tax, which was
sinple - information from federal taxes could be paired.
Whereas, HB 115 had other noving nechanisms connected to
whet her an individual decided to check the box for the
di vidend and/or had paid the $25. He asked staffing would
still be 60 people or if the Permanent Fund Dividend
Division would also need additional people. He reasoned
nmore people would be needed because he thought the work
under HB 115 woul d be a bit nore burdensone.

M. Al per answered that he could only speak to the Tax
Division. He believed the Permanent Fund Dividend D vision
had its own fiscal note, but he did not believe there was
additional staffing needed. The math of the 15 percent tax
versus the 6 percent tax proposed by the governor the prior
year (the 10 percent capital gains tax). He stated that the
arithnmetic was largely done by conputers. The biggest
burden from a staffing point of view would relate to a
mul tistate individual; ensuring the person with inconme in
and outside of Alaska was paying the appropriate share to
the state. The underlying conplexity of the tax fornmula was
secondary to that.

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

3:31:18 PM

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

#
ADJ QURNVENT

3:31: 54 PM
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The neeting was adjourned at 3:31 p.m
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