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

Co-Chair Foster reviewed the agenda for the day. He first
wanted to address the fiscal note from the Tax D vision of
the Departnent of Revenue (DOR). The conponent nunber
associated with the fiscal note was 2476. He invited Deputy
Comm ssioner Burnett to the table. M. Al per and M. Spanos
fromthe Tax Division were avail able online.

#hb115
HOUSE BI LL NO. 115

"An Act relating to the permanent fund dividend;
relating to the appropriation of certain amounts of
t he 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

Co-Chair Foster invited M. Al per to introduce hinself.
[ There was no response].

1: 35: 33 PM
AT EASE

1: 36: 30 PM
RECONVENED

Co-Chair Foster invited M. Hansen from Representative
Seaton's office to the table.

Representative WIlson referred to page 4, lines 16-17,
which indicated that 15 percent of an individual's total
federal incone tax would be due or $25, which ever was

greater. There would be a $25 charge for individuals who
did not have a tax liability so that everyone in the state
was contributing. However, she thought the fiscal note
inplied the tax had only to do with a person's federal
inconme tax liability.
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TANEEKA HANSEN, STAFF, REPRESENTATIVE PAUL SEATON, drew
attention to Page 5, subsection C. She read fromthe bill:

An individual who, under federal law, is not required
to file a federal individual inconme tax return is
exenpt fromthe tax due under this chapter.

Ms. Hansen clarified that if an individual was not required
to file, they would not be required to pay the $25 m ni mum
t ax.

Vice-Chair Gara nentioned that there was a class of people
required to file who did not end up paying anything. He
asked about the cutoff for a single person. M. Hansen
believed nenbers had a one-page docunment in their files
that contained the information. She recalled that if a
person's inconme was below $10,300 they would not have to
file. For an individual making above that amount but who
did not have a federal tax liability, their tax liability
woul d depend on the nunber of their dependents and other
exenptions. They would |ikely pay a m nimumtax.

JERRY BURNETT, DEPUTY COW SSIONER, TREASURY DI VI SI ON,
DEPARTMENT OF REVENUE, addressed the fiscal note for DOR,
Taxation and Treasury Tax Division, Ofice of Minagenent
and Budget conponent nunber 2476. He started out with the
suppl enment al request on Page 1. It was a capital
suppl emental request for $14 nillion to extend and add a
new nodule to the tax revenue managenment system It was
funding that was needed as soon as possible. The
suppl enental anount of $250,000 was needed for witing
regul ations. The FY 18 appropriation was for 10 full-tine
and 8 part-time positions. The division would not be fully
staffed in FY 18 because of not receiving tax returns until
later in the year. However, set up was needed. In FY 19,
the division would have 35 full-time and 15 part-tine
positions. At full inplenmentation by FY 20 the division
woul d enploy 45 full-tinme and 15 part-time positions. The
part-tinme staff would handle all of the paper applications.
The departnent was assuming that the online and paper
applications would match the percentages associated wth
the Permanent Fund Dividend (PFD) program (83 percent
online, and 17 percent on paper). He relayed that in 1979
or 1980, the last tinme the state had an inconme tax, the
state actually enployed nore staff than what was being
suggested. It was very difficult to go back in the records
to determ ne an exact anmount, but he thought it was over
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100 staff due to the structure. At the tine, the state did
not have a Tax Division or the Permanent Fund D vision.
There was an enforcenent division and an audit division. He
reported there were 62 people within the Administrative
Services Division that handled accounting and collections.
The structure was different at the tinme and difficult to
conpare with today's.

M. Burnett highlighted the revenue assunption and the
increase in undesignated general fund (UGF) revenue from

t he Permanent Fund portion of the bill and the incone tax.
In FY 19 and FY 20, wth full i npl enentation, he
antici pated revenues of about $2.3 billion. For exanple, in
FY 20, he anticipated $1.697 billion of non-UG (converted
to UG) and $648 million fromthe incone tax portion of the
bill.

1:42:59 PM

KEN ALPER, DI RECTOR, TAX DI VISION, DEPARTMENT OF REVENUE
(via teleconference) introduced hinself. He relayed that a
portion of the noney from the PF, called new noney, showed
up and was subtracted from non-UG-. The bottom line tota

was the incremental revenue from the incone tax. There was
a detail on the income tax on page 2 of the handout. It
showed that about $3 mllion would conme from the $25
mnimumtax. [M. Al per's testinony becane inaudible].

Co-Chair Seaton interrupted M. Al per because he was too
difficult to hear due to a poor connection. M. Burnett
relayed the coments from M. Al per. Approximtely $3
mllion of the total income tax revenue would come fromthe
$25 amount. The charts that showed the totals were on the
second page of the fiscal note. It showed the incone tax
revenue and ot her.

Representative WIson nentioned a hypothetical scenario
with a single parent. She wondered if the parent would be
assessed a $25 tax. M. Burnett thought Representative
Wl son was correct. He woul d doubl e check.

1: 46: 08 PM

BRANDON  S. SPANGCS, DEPUTY DI RECTOR, TAX DI VISION
DEPARTMENT COF REVENUE (via teleconference), stated the
Representative WIlson was correct. He added that if a
single nother made wunder the threshold in gross incone
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before any deductions (last year the threshold was $10, 300
gross incone), she would not be required to file a federa
return. Therefore, under the draft |anguage, she would not
be required to file an Alaska incone tax return or pay the
$25 m ni num t ax.

Representative WIson asked if the sane applied to a
col | ege student. She wondered if it all depended on incone.
M. Spanos responded, "As long as there was no filing
requirenent.” He clarified that for a student it depended
on whether they nmet other requirements such as age and
other things. If they were filing as a single person and
have a gross incone of $10,300 or less, they would have no
filing requirenment. The state would know what the person
filed with the IRS assuming they were honest in their
reporting. Representative WIson hoped they were honest.

Representative Kawasaki referred to page 4 of the fisca
note which tal ked about 400,000 tax returns. He asked if
the 400,000 returns included the total nunber of returns
from residents and non-residents. M. Burnett responded
affirmatively. Representative Kawasaki t hought t he
department's figure for nanually processed applications,
based on the PFD Division online filings, was |ow. He
t hought there would be several applicants that were not
part of the online system M. Burnett conmented that it
was difficult to tell because the program would be
different. In his person experience, he filed out-of-state
tax returns online.

M. Spanos told of receiving the information fromthe State
of Vernont because it had a simlar population base as
Al aska. The estimate of 400,000 included residents and non-
residents. Regarding the online filing requirenent, there
was a sinple nethodology through the IRS called nodernized
electronic filing. Anyone that filed their return with the
| RS coul d piggyback that and the state would accept it in
t he noderni zed electronic filling format. Anyone using the
standard TurboTax, or a simlar program could select to
file electronically with the state. They could also |ogin
to the state's revenue online system

1: 50: 30 PM

Representative Pruitt wondered about a person being able to
wite off their state incone tax on their federal inconme
tax. He thought the challenge would be for the individua
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to determne their state incone tax based on their federal
income tax since it could not be conpleted w thout know ng
the amount of their state incone tax anount. He asked how
they would make the wite-off calculation. M. Spanos
pointed out the circular logic. He suggested that a person
woul d report to the IRS on a cash basis. They woul d include
what was wthheld from their W2 as their state tax
ltability. If a person received a refund or ended up paying
nore tax they would receive another form from the state
whi ch woul d be reported on the follow ng year's tax return.

Representative Pruitt asked if he would be able to wite
off the state inconme tax he paid for 2015 on his 2016
taxes. M. Spanos responded in the negative. He explained
that the wite-off would equal what a person paid from
their wthholding in calendar year 2016. For exanple, if a
person made quarterly estinmated paynents and had witten
checks to the state, those ambunts would get reported on
their federal return. If a person had w thholdings from
t heir paycheck, they would report that amount to the IRS as
their state tax. He noted that the majority of folks end up
getting a refund and paying |less that what they reported to
the IRS. The following year they would report what was
withheld less the refund that they received for the
previous year. The timng difference would be made up in
the foll owi ng year.

Representative Pruitt returned to the discussion about
staffing. In the previous year, the departnment reported
needing an additional 60 positions. He thought the nunber
of additional positions remained the sane with the current
| egislation. He asked for the departnment's justification.
M. Burnett was famliar with both of the fiscal notes. He
responded that the need had nore to do with the nunber of
filings rather than their conplexity. The audit staff would
be concerned wth the conplexity of the filings. The
department mght require putting nore enphasis at the audit
staff level. In ternms of actually doing the day-to-day
work, much of it was automated. The sole function for many
of the positions would be scanning and docunenting the
filings. The system would match things up. Over time, the
departnment mght need nore or less in terns of the nunber
of positions but currently provided its best estinate.

1:55: 52 PM
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Co-Chair Seaton clarified that the previous years' bill, HB
365 [Legislation introduced in 2016 - Short Title: | NCOVE
TAX; PERVANENT FUND TAX CREDI T}, had a 15 percent and 10
percent capital gains conponent to the bill. He indicated
that the current bill had the same conponents.

Representative Pruitt continued that there was an effort to
nove people towards online filing in conjunction with the
PFD filling. Since the state was establishing a system
presently, he wondered if there was anything prohibiting
the state from starting off wth the expectation of
e-filing or online filing to streamine and save costs. M.
Burnett noted that in the previous year the |egislature had
passed a bill that required all of the state's taxes to be
presunptively filed electronically. The difference in the
current bill was that it would affect many individuals. He
t hought the question should be directed to the sponsor of
the bill rather than DOR The Departnent of Revenue woul d
prefer to have PFD applications and any taxes presunptively
done online, as it saved tinme, effort, and noney. It was
not possible or practical for everyone to do that.
Adm ni stratively speaking, electronic filing nmade sense.

Representative Thonpson referred to page 2 of the fisca
note. He noted there was a FY 17 Permanent Fund earnings
Percent of Market Value (POW) of $1.446 billion. He
wondered if it was a retroactive FY 17 Pernmanent Fund draw.
If so, he asked if the noney would be deposited into the
Constitutional Budget Reserve (CBR) or elsewhere. M.
Burnett deferred to M. Alper. [M. Al per tried to respond

but was i naudi bl e]. M. Bur net t answered that t he
governor's budget for the current year assumed a draw in FY
17. The bill was <consistent wth the Dbudget under

consi der ati on.

2:00: 01 PM

Representative Thonmpson was still confused with FY 17. M.
Burnett responded that the budget, as introduced, had a
draw from the Permanent Fund in FY 17 with the presunption
that it would reconstitute a portion of the CBR It would
reduce the draw fromthe CBR fund for FY 17. Representative
Thonpson renai ned perplexed. He wondered if both the FY 17
draw of $1.446 billion and the FY 18 draw of $1.527 billion
would be drawn from the Permanent Fund in FY 18. M.
Burnett responded that the effective date would allow a
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portion to be drawn in FY 17 and another portion to be
drawn in FY 18.

Representative Thonpson asked if the retroactive draw woul d
reduce the amount taken out of the CBR in FY 17. M.
Burnett responded that Representative Thonpson would be
correct, assumng there were not expenditures nade by the
| egislature in FY 17.

Co-Chair Seaton asked if there were further questions. He
asked M. Burnett if he was going to present the other DOR
fiscal notes. M. Burnett was happy to do so. He referred
to the fiscal note, OVB conponent 2310, by the Al aska
Per manent Fund Corporation (APFC). The fiscal note was zero
assumng there were no changes in the managenent of the
Permanent Fund as a result of the bill. The analysis spoke
to the annual draw which was shown in the Tax D vision's
fiscal note, rather than APFC s fiscal note. It showed that
the corporation did not expect any managerial changes in
their operations budget as a result of the bill.

Representative W/l son indicated that when APFC cane before
the commttee, they inforned nenbers there would be an
i npact depending on the size of the draw. There were other
things that could inpact it including market performance.
Si nce government was turning to use the Permanent Fund, the
corporation would potentially invest differently. She
referred to page 2 of the note which contained |anguage
that relayed the difficulty of being able to forecast
whether the asset allocation for the earnings reserve
account (ERA) would be inpacted to a degree that would
affect investnent nanager fees. It was clear to her, based
on the comrents made by Angela Rodell of APFC, that if the
| egislature started using the reserves for governnent,
i nvestnment practices would be inpacted. She thought the
information should be part of the fiscal note. M. Burnett
stated that Ms. Rodell approved the fiscal note conpleted
by her staff. She noted that if there was a change, it
woul d be a reduction in managenent fees as opposed to an
increase. The fiscal note showed a zero fiscal inpact and
assunmed that there would be a positive budgetary i npact
rather than a negative one.

2: 04: 53 PM

Representative WIson wondered where the |egislature would
see the potential negative inpact if APFC was not investing
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at its current |evels. She conpared a change in investnent
practices to a person's retirement stage. The Al aska
Per manent Fund Corporation would scale back on high-risk
investments and not yield as high of investnment returns.
She wondered where such a change was reflected in the
fiscal note. M. Burnett answered that it would not be
reflected in a fiscal note. M. Rodell spoke to the
commttee and discussed the possibility, depending on the
POW structure and how future markets behaved, of an inpact
on returns. It was not clear what the inpact would be. The
bill did not define a certain anmount of noney that would be
put aside and kept liquid, it was sinply a draw, unlike the
CBR. The Constitution Budget Reserve had to be kept liquid
because it had to be readily available. It would not
necessarily change the overall investnent perfornmance of
the fund. It had the potential to change if there was a
series of bad markets and the ERA was drawn down. It was
not somet hi ng anyone woul d expect or predict.

Representative WIson remarked that was not she had heard.
She reported Ms. Rodell had enphasized that if the state
were to start taking out noney and changing the reason for
t he Permanent Fund, it would have an inpact. It was unclear
of the negative inpact. She was concerned because APFC
reported that it wuld definitely begin to invest
differently. She wanted additional clarity. Co-Chair Seaton
responded that the commttee could bring Ms. Rodell back to
answer nenbers' questions. H's interpretation was that if
the state drew down too nuch of a POW, which was the
reason for keeping 4 tinmes the annual draw, there would not
be a change in structure. There would be plenty of
liquidity. If the state took too |arge of a percentage, the
corporation would be forced to change its investnent
strategy to maintain liquidity. As long as the ERA was kept
at healthy level, there would not be a problem He agreed
with bringing Ms. Rodell back to answer questions, as the
conmittee was not in a rush. He wanted to avoid
specul ati on.

Representative WIson agreed. She reenphasized hearing Ms.
Rodel | tal king about |ooking to invest in the sane fashion
in a fund that would keep growing as a savings no one would
rely on except for the dividend. If the state was going to
be using it for governnent, the investors would invest
differently. She hoped her question could be answered.

2:10: 32 PM
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Representative CQuttenberg was wunder the inpression that,
what ever the nmanagenent style, one group managing the
Per manent Fund would be told to do "X' instead of "Y."
However, the particular conponent only dealt wth outside
managenent fees rather than the result of an investnent
style. He thought it could inpact how the state managed the
fund and the investnent manager fees. He argued that it was
not possible to tell what affect it would have. It was
outside of the Permanent Fund to pay for nanagenent fees.
He wondered if he was correct. M. Burnett responded that
the fiscal note was for managenent fees paid for by APFC to
noney managers for the Permanent Fund. The changes in the
bill were mniml conpared to other changes that were in
t he budget such as adding investnment officers, or changes
in market value of the fund due to nmarket experience. The
bill was not what woul d cause a change in their budget.

M. Burnett reviewed the fiscal note by DOR Taxation and
Treasury, Permanent Fund Dividend Division, with OB
conponent nunber 981. The fiscal inpact for ongoing
operations was zero. However, there was and $8, 000
program ng charge at the very beginning due to changes in
the application. The workload and operations of the
Per manent Fund Di vidend Division would not change.

Representative Pruitt gave his interpretation which he
t hought was the sanme as M. Burnett's.

2:14: 16 PM

M. Burnett thought it was a very sinplified way of | ooking
at it. \Wien a person applied for their PFD, they would be
able to specify that a portion of it could be used to make
their tax paynent. It would be an estimted anmount. For
some people, the anmpbunt mght equal their entire dividend
and for others, only a portion of it. Co-Chair Seaton added
that there m ght be a checked box to specify that a person
woul d not owe anynore.

M. Burnett had reviewed the fiscal notes from DOR There
were also fiscal notes by the Departnent of Corrections
(DOC) and by the Departnent of Admnistration (DOA). He
could speak to the fiscal note by DOA. The fiscal note had
to do wth the Ofice of Admnistrative Hearings. The
departnment was estimating hearing costs in the anount of
$174,000 in the first year and staying in the $170, 000
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range in the out vyears. The Ofice of Administrative
Hearings had |ooked at other states with personal incone
taxes to estinmate hearing costs. Appeals were anticipated,
as sone people believed the state did not treat them well
in the collection of their taxes. The fiscal note reflected
general funds. He nentioned the possibility of substituting
a fiscal note in interagency receipts and putting the
general funds in DOR s fiscal note. The anpbunt had to cone
fromone place or the other.

Representative WIson nentioned those individuals that did
not live in the state, especially if they had a joint
return where sone assets were in Alaska and sone were in
anot her state such as Washington. She asked if appeals cane
from folks with joint returns or from Al askan residents.
M. Burnett was not positive where the appeals would cone
from He described the appeal process. The first appeal
woul d be handled within DOR If it was not satisfied there,
it would go to the Ofice of Admi nistrative hearings, then
to court. He suggested that a person could suspect that
there would be appeals by people, whether they had incone
earned in the State of Alaska or attributed to the State of
Al aska. However, there were a nunber of other reasons. He
cited an exanpl e.

Representative WIson asked about a scenario with a couple
where one person worked in Alaska and the other did not.
She asked about the person earning inconme in the state and
whet her they would only claimtheir job incone from Al aska.
She relayed that nost of their assets, |ike a checking
account, mght be in Washington state, for exanple. M.
Burnett deferred to M. Spanos.

2:18: 54 PM

M. Spanos wondered if Representative WIson was asking
whet her an enployee who worked only on the North Sl ope,
lived in Washington, and had inconme from investnents and
other sources would only be paying incone tax on the
portion from the North Sl ope. Representative WIson
responded in the affirmative. M. Spanos indicated she was
correct. If inconme nade working on the North Slope was the
only source of income they made in the state, they would
only be paying tax in Al aska on the North Sl ope incone.

Representative WIson asked about a resident wth a
business outside of the state. She wondered if that
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busi ness would only be taxed by the other state. M. Spanos
responded that it depended on whether the other state had
an incone tax and the incone tax was as nuch or greater
than in Alaska. If so, the income would presumably be taxed
in the other state. The business would get a credit.
However, if the business was in a state with no incone tax,
then it would be taxed entirely in Alaska due to the
person's residency in Al aska.

Representative W/Ison suggested that if she had investnent
properties, such as rentals, in other states as long as the
states had an inconme tax, she would be able to apply her
credits to her Alaska filing. M. Spanos relayed that for
the investnent inconme, as long as it was taxed by that
state, a person would receive a credit against taxes paid
in Al aska.

Vice-Chair Gara asked how the interstate tax conpact
worked. It was easy to understand that with a state incone
tax, a person would be taxed on their Al aska incone. There

were two parts of the bill's definition of Al aska incone:
one for individuals who earned their wages in Al aska and
one for Dbusinesses. |Issues arose when a person had a

business in another state, such as Arizona. It would be
different if a person did not pay Arizona taxes versus if
they did pay Arizona taxes. He thought the interstate tax
conpact canme into play in certain circunstances. M. Spanos
could not speak to whether it was based on the interstate
tax conpact. There was sonme general |anguage provided by
the Milti-State Tax Commission to help with interstate
taxes. It was based on fairly apportioning incone to where
it was earned to avoid double taxation. A tax could be
found wunconstitutional iif it did not fairly apportion
income or apply incone to its source.

Vice-Chair Gara thought the nulti-state issue was that
there were constitutional Ilimtations. The states that
participated found a way to avoid double taxation by
adopting simlar rules. He asked if he was correct about
the idea behind the tax conpact. M. Spanos believed Vice-
Chair Gara was referring to corporate taxes. He referred to
unified taxation between states which was the pre-factor
formula that the state had for corporate taxes. The fornul a
i ncluded property, payroll, and sales. He continued that if
every state had the exact sane statute, the inconme would be
fairly apportioned anong the states. It had been sone tine
ago that the Milti-State Tax Conmm ssion had suggested such
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| anguage. Alaska had incorporated the |anguage word-for-
word into Alaska's statute (AS 43.19). However, nobst states
have changed it slightly so that if a person had a business
in all 50 states, they mght be taxed on their incone nore
than once. The courts have | ooked at whether it was fair if
state tax was applied in all 50 states.

2:24: 39 PM

Vice-Chair Gara interrupted M. Spanos. He was not trying
to use M. Spanos' time on his own bill. On the bill before
the conmttee, he wondered about a business outside of
Al aska that sold products in Al aska. He wondered how the
tax would be applied. M. Spanos asked Vice-Chair Gara to
clarify his question. Co-Chair Seaton asked Vice-Chair Gara
to limt his questions to the topic of individual income
t ax.

Vice-Chair Gara wondered about an individual (Not a C
corporation) who owned a business in Arizona and lived in
Arizona but sold products in Alaska. He asked if the incone
tax would apply to them M. Spanos restated the question.
Vice-Chair Gara was tal king about a business that operated
via the mail and had no presence in Alaska. M. Spanos
responded that generally, for corporations, the US Suprene
Court found that conpanies would not have a taxable nexus
in Alaska wi thout a physical presence. He thought the sane
would apply to S corporations, partnerships, and sole
proprietorships. Generally, an income tax would not apply
unl ess a business had an enployee in Al aska receiving and
di spersing goods, an office in Alaska, or a sales person
that traveled to Al aska occasionally to nake sales calls.
These conditions would create a physical presence nexus and
trigger Alaska to apportion part of the business' incone.
Most states did not tax only sales. He thought the sane
woul d apply to individual incone taxes.

Representative Pruitt spoke to the fiscal notes and the
Ofice of Admnistrative Hearings. He spoke to tax auditors
and the need by 2020. He asked how many |IRS tax auditors
were in Alaska. M. Burnett did not know. M. Spanos did
not know.

Representative Pruitt asked about the need for auditors.
M. Spanos replied it would depend on several factors. He
recently spoke to the House Finance subconmttee about
corporate incone tax auditors. He had stated that if the
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department had nore resources, it could potentially raise
nore revenue. He thought the sanme would apply to individual
income tax. Cenerally, nost states had discovered that by
adding additional auditors, nobre revenue was generated.
Most people tried to avoid or evade paying taxes. People
tended to be nore diligent about reporting all of their
i ncome when additional auditing was taking place.

2: 30: 00 PM

Representati ve Pruitt referred to t he Ofice of
Adm ni strative Hearings' request for one full-time auditor.
He noted that in the seventies Alaska' s incone tax
accounted for about 20 percent of the workload for 3
revenue appeals officers. Since that tine, the state has
increased by 84 percent. He asked if the state would
eventually need another admnistrative judge. He wondered
if one position was sufficient, as the state had grown
substantially. M. Spanos answered that the individual
incone tax cases in other states were nostly resolved or
settled at the first stage of the appeal, which in Al aska
was handled by DOR The Ofice of Adm nistrative Hearings
i ndi cated the one position would be sufficient for now The
conplexity of cases would influence hiring. He suggested
that nost cases were easily resolved through an infornal
conference. |f individuals were appealing that they did not
have a taxable nexus, the appeal process would be nore
conplicated and require going up further in the appeal
process.

2:32: 01 PM

Ms. Hansen was avail abl e for questions.

Representative Pruitt thought it would be interesting to
hear from the Board of Public Accountants. He suggested
asking the board for a nane of soneone to talk to about
sonme of the conplexities and potential challenges with the
bill. He nentioned the focus had been on the inconme tax
portion of the bill rather than on the Permanent Fund. He
opi ned that for many people, changes to the Permanent Fund
would have a larger inpact. He hoped to hear from an
out si de econom st about the inpact individuals. He thought
the macro side of things had been explored. However, he
wanted to know what a mddle-class individual should
expect. He wanted to better understand how things would
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trickle dowmn. He asked if the comrittee would be hearing a
di fferent perspective.

Co-Chair Foster thought the commttee could work wth
Representative Pruitt in finding an individual or
organi zation to cone before the commttee. He invited Co-
Chair Seaton to conment.

Co-Chair Seaton responded that they had heard testinony
from the Institute of Social and Economc Research and
Nort hern Econom cs and other people who had done reviews
| ooking at inpacts to the econony. He did not have anyone
lined up to speak to the inpacts of individuals. He offered
that 41 other states had incone taxes wth neighboring
states with inconme taxes. The conplexities of in-state and
out-of-state income taxes and filing returns in multiple
states was a very commobn process across the United States.
There were only 7 states that did not have an incone tax.
He was not sure who he would invite to testify but would
appreci ate any suggesti ons.

2:37:12 PM

Representative WIlson asked if there was any incone
excluded fromthe bill. M. Hansen responded that the bil
was based on federal tax liability. Therefore, anything

taxed at the federal level would be taxed at the state
level with the exception of things states were not allowed
to tax. For exanple, inconme from federal bonds was an
exenption in the bill.

Representative WIson asked if a sole proprietorship would
be taxed differently froma limted liability corporation.
The inconme from her sole proprietorship was reported on her
federal income tax filing. She would be taxed at 15
percent. If she were a different entity she would not be
taxed at the sanme level. She asked if she was accurate. M.
Hansen believed she was correct but deferred to M. Spanos.
M. Spanos responded that S corporations and partnerships
had pass through income, neaning that the inconme was not
taxed at the partnership or S corporation level. Rather, it
was reported down to the individual owners or sharehol ders.
They reported that information on their federal Form 1040
and paid taxes on it federally. It would be included as
i ncone.
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Representative WIson asked if an individual and a sole
proprietor would be taxed in the sane way. She asked if
there was a difference. M. Spanos answered that a sole
proprietor would fill out a Schedule C form show ng incone
and business deductions. A business partnership would file
Form 1065 and would report it to the individual. Inconme and
deductions would be reported proportionate to a partner's
per cent age of owner shi p. The rul es could becone
conplicated. If a partner owned 50 percent of a business,
they would report 50 percent of the incone and take 50
percent of the deductions on their individual inconme tax
return.

Representative WIson wondered if a study had been done
showi ng that businesses would |eave Al aska because of a
sweeter deal in another state that did not have an incone
tax. She asked if there was any data or a map show ng who
woul d be paying inconme taxes. She thought the sanme people
who were already paying property taxes and sales taxes
woul d be paying incone taxes. She wanted to know who would
be paying incone taxes and other taxes in different areas
of the state. She did not want the sanme people being taxed
over and over again.

2:42: 14 PM

Co-Chair Foster wondered if there was anyone wanting to
address Representative WIson's question.

Representative WIson was not expecting that soneone would
be able to draw her a map quickly. She wanted to have a
better under st andi ng. She nment i oned heari ng about
hi gh-i ncone and |owincome folks but thought all of the
bills targeted m ddl e-incone people. She did not believe it
was anyone's intention to target one specific group of
peopl e. She thought a map woul d be hel pful.

Co-Chair Foster asked if there was anyone willing to | ook
into it and get back to the commttee. Representative
Kawasaki informed the commttee that there was a report

sponsored by the Rasnmussen foundation that canme out in late
April 2016. It discussed exactly what Representative WI son
had brought up. It used a generic incone tax nodel along
with a PFD testing regressively. There were docunents
specific to Alaska and specific to certain types of taxes.
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Co- Chair Seaton pointed out that there were no other incone
taxes in Alaska. He noted that no local jurisdictions had
inconme taxes. The proportion of inconme tax that would be
pai d was based on a person's incone and |ocation. |If people
wor ked on the North Slope and were high-income individuals,
they would be paying on their incone. There were no other
state taxes except the fuel tax. The taxes at |ocal
jurisdictions that had been voted on to pay for special
services were different from taxes paid to the state
treasury to provide infrastructure in Al aska. He thought it
was inportant to distinguish state taxes from |ocal taxes
and not refer to them as doubl e taxes.

Representative WIlson did not believe it was the intent of
any nmenber to overburden any one group. She agreed that not
all taxes were state taxes. However, they were all taxes on
Al aska residents. She thought it was inportant not to |ose
sight of the burdens being placed on Al askans. Although
some taxes were not inposed by the state, they still had a
significant effect on Al askans.

2:46: 19 PM

Representative G enn echoed Representative Pruitt's desire
for a nore detailed breakdown regarding individual tax
payers. He noted he had sent out the tax matrix docunent to
sone of his constituents. It was a good matrix which
included single, married, and married with children. The
chart was a good starting place. He wanted to see
addi ti onal det ai | and echoed Representative Pruitt's
proposal to get nore information.

Representative Tilton had a technical question on taxation.
She relayed that when a person filed their taxes they could
take a deduction of their state income tax. From her
under st andi ng, though, a person could not deduct a state
income tax and a sales tax at the sanme time. The person
woul d be paying a tax on the sales tax. She wondered if she
was correct. M. Spanos clarified that Representative
Tilton was saying that the federal governnment did not allow
a person to deduct both an incone tax and a sales tax. He
t hought she wanted to know if they would be paying tax on a
sales tax. He asked her if he had understood her question
correctly.

Representative Tilton suggested that a person would be
paying a tax on a tax that had already been paid. M.
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Spanos responded that the deduction for sales tax was a
line item deduction on the federal form which allowed a
person to receive a benefit for taxes paid to the state.
The inconme tax and the sales tax were not quite the sane.
There had been conplaints from states that inposed a sales
tax but not an inconme tax about not receiving the sane
benefit as other states with an inconme tax. It was simlar
to congress applying the allowance per deduction against
sales tax. |f soneone clainmed the inconme tax because it was
a choice, a person could claim their inconme tax or sales

tax, whichever was nost beneficial to the individual. |If
soneone were to choose to claimtheir incone tax because it
was nore beneficial, they would not be really [losing

anyt hing and woul d not be paying the incone tax tw ce.

Representative Tilton agreed that they would not be paying
an inconme tax twi ce. However, their incone could be higher
because they would not have the deduction. M. Spanos
responded, "Correct." They would have to choose to deduct
either their state income tax or the local sales tax.
Representative Tilton also wanted to know nore about hoe
the bill would affect private sector jobs and the state's
econony overall .

Vi ce-Chair Gara referred to Representative WIlson's
guestion about whether conpanies would cone to or |eave
Alaska if the state inposed an inconme tax. He suggested
that every business in the world would be in the 9 states
that did not have an inconme tax right now if it was a
conpany's goal to locate to a place with the |owest incone
tax. He nentioned that Alaska had the fourth |owest incone
tax in the nation. He requested that M. Spanos address his
poi nt s.

2:51: 27 PM

Representative Pruitt referred to a question he had asked a
prior day. He had heard the answer but was not confortable
with it. He had asked about 401K plans and the elderly. He
noted 10 percent would be added to capital gains. He could
not understand the answer that was provided. The idea was
that a person could offset their taxes until later. Many
peopl e operated under the understanding that Al aska did not
have an incone tax and they planned on retiring in the
state. He wanted to confirm that the state would be
i nposi ng an additional 10 percent capital gains tax on top
of the federal capital gains tax of 28 percent. He wondered
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if he was correct about the ramfications for a senior
drawing from their 401K. He wondered how such a policy
woul d i npact Al aska's senior population which was currently
growi ng. Ms. Hansen responded that she was in the mdst of
putting together a |Ilist of how the different pension
di sbursenents were counted. Some wuld be counted as
capital gains and sone would not. She would be able to nore
cl eanly answer his question once she conpleted the I|ist.

Representative Pruitt asked for nore information to be
provided. M. Spanos added that nost 401K plans were taxed
as ordinary incone at the same incone rate as a paycheck.
Co- Chair Seaton added that the purpose of the capital gains
tax was to approximate the taxation on capital gains as if
it were ordinary incone. There were sone calculation
difficulties in the bill currently, which he was |ooking at
correcting. The idea was for all inconme to be taxed about
equally. He would get back to nenbers wth further
clarification.

Vice-Chair Gara also had concerns about capital gains. In
the bill he thought that the 10 percent tax only applied to
| ong-term capi tal gains.

Co-Chair Seaton wanted to let people know that in response
to public testinony, testinmony by representatives from
APFC, and some of the nodeling of the bill, the co-chairs
were posing sone anendnents to the sections that related to
the POW draw on the ERA. As soon as the anendnents were
finalized, they would be put forward for conmttee review
and consideration. It could happen by the end of the week
as long as the anendnents were drafted in time to give
menbers 24 hours to review them before they cane before the
commttee. It would not be the final round of anendnents.

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

Co- Chair Foster reviewed the agenda for the foll ow ng day.

#
ADJ QURNVENT

2:56: 32 PM

The neeting was adjourned at 2:56 p. m
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