HOUSE FI NANCE COW TTEE
March 30, 2017
1:38 p. m

1: 38: 24 PM

CALL TO ORDER

Co-Chair Foster called the House Finance Commttee neeting
to order at 1:38 p.m

VEMBERS PRESENT

Representati ve Neal Foster, Co-Chair
Representati ve Paul Seaton, Co-Chair
Representative Les Gara, Vice-Chair
Representative Jason G enn
Representative Scott Kawasaki
Representative Dan Otiz
Representative Lance Pruitt
Representative Steve Thonpson
Representative Cathy Tilton
Representative Tanm e WI son

VEMBERS ABSENT

Representative David Guttenberg

ALSO PRESENT

Ken Al per, Director, Tax Division, Departnment of Revenue;
Brandon S Spanos, Deputy Director, Tax Di vi si on,
Department of Revenue; April W I kerson, Director, Division
of Admnistrative Services, Departnent of Corrections;

Randal I  Hof f beck, Comm ssioner, Departnment of Revenue;
Kristin Kr anendonk, Staff, Representati ve Harri et
Drumond; Ben Brown, Chair, Alaska State Council on the
Arts.

PRESENT VI A TELECONFERENCE

Kat e Hudson, Executive Director, Vi ol ent Crinmes
Conpensation Board, Juneau; Alice Bioff, Kawerak, Inc.,
None; Andrea Nobl e-Pel ant, Executive Director, Alaska State
Council on the Arts, Eagle River.

SUMVARY
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HB 115 | NCOVE TAX; PFD CREDI T; PERM FUND | NCOME

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

HB 137 ST. COUNCIL ON THE ARTS: PUBLI C CORP

HB 137 was HEARD and HELD in conmmttee for
further consideration.

Co- Chair Foster addressed the neeting agenda. He indicated
that the discussion focused around the Departnent of
Revenue (DOR) fiscal notes for HB 115.

#hb115
HOUSE BILL NO. 115

"An Act relating to the permanent fund dividend;
relating to the appropriation of certain anmounts of
the earnings reserve account; relating to the taxation

of income of individuals; relating to a paynent
against the individual inconme tax from the pernmanent
fund dividend disbursenment; repealing tax credits

applied against the tax on individuals wunder the
Al aska Net Incone Tax Act; and providing for an
effective date.”

1: 39: 23 PM

Representative WIlson discovered that a consultant had been
hired by the admnistration to work on tax issues. She
stated that the individual had been hired through an
$85, 000 contract. She wondered whether the committee would
have the opportunity to hear testinony from the consultant
i n-person. She voiced the departnent's lack of know edge
regarding trusts.

1:41: 01 PM
AT EASE

1: 43: 26 PM
RECONVENED

Co-Chair Foster asked the administration to address the
guesti on.
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KEN ALPER, DI RECTOR, TAX DI VISIQON, DEPARTMENT OF REVENUE,
provi ded background information about the consultant. He
informed the conmttee that Professor Rick Ponp's role with
the administration related to the devel opnent of an incone
tax bill. He relayed that Prof. Ponp was an attorney and a
professor at the University of Connecticut. He explained
that during the prior session the governor had offered a
simlar income tax bill. He learned through the process,
that the income tax |anguage used in the governor's bill
was obsolete and needed updating. He delineated that DOR

pl aced a request for approval of a 2017 incone tax bill to
the governor's office "long before” it was determ ned
whether the bill would be introduced. He wanted to update
the language in the bill regarding using adjusted gross
income rather than a share of federal liability. He shared
that issues had arisen related to using federal liability
such as, its elimnation in every other state and the

difficulty to apportion incone between resident and non-
resident anmong others. The Departnment of Law (DOL) alerted
DOR that it did not have the in-house expertise to draft
t he updated | anguage. He subsequently issued a RFP (request
for proposal) that was awarded to Prof. Ponp in the anount

of $85 thousand to draft an income tax bill. He qualified
that during the process, the governor had not approved
introduction of the bill. Wen DOR |earned that the House

Finance Conmittee was introducing its own incone tax bil
DOR offered the |anguage on the "structure" of the tax and
technical language to the commttee. He clarified that
Prof. Ponp contributed the tax structure and technical
| anguage but the tax tables, personal exenption, and anount
of revenue was directed by the Co-Chairs of House Finance
in the commttee substitute (CS) version. He comunicated
that Prof. Ponp conpleted the contract but would be
available to testify although he was not a trust expert. He
clarified that he was an expert on state and |ocal
taxation. The question on how trusts were taxed was
"technical and conplex." He believed it would be beneficial
to the commttee to hear how the bill was structured in
regards to trusts but did not know whether Prof. Ponp was
t he appropriate person.

Representative Pruitt asked where the noney had conme from
to pay for the contract. M. Alper replied that the noney
had come from the Tax Division's general fund (GF) budget
due to the hiring freeze. Representative Pruitt asked
whether the division followed the nornmal pr ocur enent
process and why Prof. Ponp was chosen. M. Al per delineated
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that the noney was transferred through an RSA to DOL who
"headed up the contract”™ due to its |legal procurenent
expertise through a typical RFP process. He did not know
the specific criteria DOL enployed. Representative Pruitt
asked whether the governor had intended to introduce incone
tax legislation if one had not been offered by the
| egislature. M. A per replied that the issue was |eft
undecided and his goal was to be prepared with a "good"
bill containing attention to technical details that could
be inplenmented and was enforceable. He did not know the
governor's intention regarding introducing an incone tax
bill.

1:49: 31 PM

Representative Pruitt spoke to the $85 thousand contract.
He believed that the cost was too high to spend on
something that my or my not have action taken. He
wondered how often DOR engaged in simlar contracts for
things that mght not conme to fruition and what the costs
were. M. Alper did not have any specific exanple under his
two years as tax director. He noted that the contract was
the only outside contract the division funded. The division
di scussed the need for "better incone tax |anguage" and the
contract seened to be a "reasonable investnent." He
enphasi zed that the departnment was not in the habit of
spendi ng noney on things that was not necessary. The tax
| anguage contained in last year's bill was inconplete and
based on the repealed tax in 1979.

Vice-Chair Gara did not want mnmenbers to think that M.
Al per attenpted to conceal the information regarding the
contract. He shared that prior to session he asked M.
Al per whether the governor planned to introduce inconme tax
| egi sl ation. He enphasized that M. Alper had been
conpletely forthright about the contract. He asked whether
M. Al per would have provided the information about the
contract to other nenbers of the commttee if they had the
sanme conversation. M. Al per answered in the affirmative
and furthered that he spoke to "many people” prior to
session and it was well known that an outside contractor
was hel ping the division with tax | anguage. Vice-Chair Gara
announced that he was a proponent of the state devel oping
its own inconme tax rates because using a percentage of
federal incone tax prohibited the state from exenpting the
Permanent Fund Dividends (PFD). He inquired whether an
exenption for the PFD was allowable if the state adopted a
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percentage of federal incone tax as a foundation for its
income tax. M. Alper replied that the bill could be
witten however the legislature desired and that included a
deduction. He recognized that an inconme tax tied to federal
l[iability was vulnerable to changes in the federal tax
code. He deduced that if federal taxes were |owered,
Al aska's revenue from the i nconme t ax woul d be
simul taneously |l owered. A tax based on gross incone created
a nore dependable and predictable revenue stream Vice-
Chair Gara had not spoken to Prof. Ponp. He concluded
through his own analysis that a tax systemtied to federa
liability created instability due to probable changes in
the tax code and felt that nmany others canme to the sane
conclusion wthout the help of an outside consultant.

1: 53: 50 PM

M. Alper agreed that a consultant was not needed to
recommend the type of tax; however, the bill was extrenely
t echni cal . He reiterated that DOL did not have the
expertise and requested outside council. He knew that the

state hired outside council for a variety of reason, nostly
for litigation but also for consulting reasons.

Representative WIlson clarified that she had asked about
the consultant because she wanted answers that the
commttee had not yet received and believed her job was to
find the answers and had no other notive for the request.
She asked when the contract ended. M. Alper did not know
if there was a specific end date or whether Prof. Ponp had
been paid; the deliverable was the draft bill he produced
and he "deserved to be paid." Representative WIson agreed
that Prof. Ponp should have been paid for his work. She
asked when the "deliverable had been delivered." M. Al per
replied that an early draft was received in Decenber and a
final draft had been delivered in January. He comruni cated
that DOL used the draft to wite a final bill version and
the bill was received by DOR in the later part of January.
Representative WIson spoke to the cost of the contract.
She spoke to deductions and exenptions that would be given
to residents versus non-residents and heard from previous
testinmony that taxing them differently was prohibited. She
asked whether Prof. Ponp had any information on how a
residential versus non-resident tax would be treated. M.
Al per explained that the technically conplex provisions in
an income tax bill was properly apportioning in-state
versus out-of-state income and Prof. Ponp devised tightly
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defined language that allowed the duality. He specified
that a few provisions in the bill favored a resident over a
non-resident. The $4 thousand personal exenpti on was
essentially prorated for a non-resident and was only able
to exenpt the portion of incone earned in Alaska. He
exenplified an individual non-resident with a seasonal
business in Alaska earning $50 thousand and anot her
business in a different state earning $200 thousand
totaling $250,000 in inconme. The tax payer would pay incone
tax from the $250 thousand bracket but only 20 percent of
the tax, since only 20 percent of total inconme was earned
in the state. He noted that the pro rata was a small
benefit but was a way to favor the Al askan over the non-
resi dent.

1: 59: 01 PM

Representative WIson was unconfortable that the conmmttee
menbers had been asked to provide anendnments by the
followng day. She did not have the expertise to wite an
anendnent. She hoped that Prof. Ponp would be able to
answer sone of the menber's questions. She did not want the
bill to have consequences in the future that were
uni ntended. Co-Chair Foster noted that the commttee would
take an "at ease" later in the neeting to determ ne when it
coul d hear from Prof. Ponp.

Representative Pruitt asserted that expert help for answers
to questions was previously requested. He expressed concern
that Prof. Ponp was not nentioned to the commttee before.
He was frustrated by the issue. He thought sonme tinme may
have been wasted by not retaining Prof. Ponp to testify and
answer questions before the conmttee.

Co- Chai r Seaton recounted that trust attorneys had
testified and expressed concern about problematic |anguage
in the bill. The co-chairs were taking the concerns into
account. He was working with the attorneys on getting
answers as best as possible and wuld put forward

anmendnent s. He pr esuned Representati ve Pruitt and
Representative WIlson were also speaking to trust attorneys
to get opinions about the bill's |anguage. He maintained

that inquiry was part of the comrittee process and the
reason the trust attorneys were invited to testify to
answer all of the commttee nenber's questions.

2:04: 13 PM
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Representative Pruitt appreciated the response; however, he
remarked that M. Al per had just stated there was no one in
Alaska wth the expertise on trusts. He reiterated his
frustration that the person who wote aspects of the bil
was not available to testify before the commttee.

Vice-Chair Gara knew the conmments were not neant as
accusations but the "rhetoric" bothered him He wanted to
clarify the record. He stated that the suggestion that
Prof. Ponp "wrote the bill was patently untrue.” He rel ayed
that legislators were not "helpless”" when dealing wth
| egislation and could undertake their own research and
utilize resources. He noted his own personal attenpts to
find answers for the trust issues.

Representative Pruitt clarified that he was not making
accusati ons.

2:07: 01 PM

M. Al per noved on to address the fiscal notes. He noted
that four were from DOR. He turned to the new DOR fi scal
note allocated to the tax division showing incone tax
revenues only. The fiscal note reported that the state
woul d rai se over $700 nmillion each year. He delineated that
the first full year of incone tax collected was FY 20. The
income tax provisions in the bill had an effective date of
January 1, 2019. The first wthhol dings from paychecks was
subsequent to January 2019; hence, the figure for FY 2019
represented half a year's worth of revenue. The first
actual tax filings would not happen until April 15, 2020

M. Al per explained the capital costs reported in the
fiscal note analysis of $14 nillion; 2 percent of one
year's anount of projected revenues. The division would
enbark on four short term projects if +the |I|egislation
passed. A very "aggressive, | engt hy, and extensive"
regulations witing project was necessary to clean up
details and address specifics and "gray areas." He expected
that outside contractors would be required. A database
would need to be built in order to collect and adm nister
the tax costing approximately $10 million. He highlighted
that DOR recently conpleted a $25 mllion contract to
rebuild the tax managenent system He noted that the
results were very successful; the departnent expected to
enpl oy the sane contractor for the incone tax database. The
departnment would provide outreach to the public about the
tax and how it was structured. Finally, the division would
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also need to hire new staff to admnister the tax. The
division estimated that about 60 individuals were required
to admnister the tax by the tinme it was fully inplenmented
in FY 2020. He delineated that the departnent currently
operated 25 tax progranms. The l|argest was the corporate
incone tax that had 18 thousand tax payers; npbst were S
corporations filing zero tax returns. The inconme tax would
add 400 thousand Al askan households as "custoners" to the
di vision's custoner base. The division would need auditors,
t echni cal expertise, appeal s of ficers, programmers,
accounting technicians, and supervisors. The fiscal note
contained a table listing the staff needs on page 4. The
ranp up would be gradual. He included four staff in the FY
18 budget for a |eadership team supervisor, technical
expert, progranmer, and regul ations staff.

2:13: 16 PM

M. Al per shared the cost of the staff was a little over
$6.4 mllion per year plus the associated costs of
personnel. He reported that currently the division had 110
enpl oyees and an incone tax would increase the staff and
costs half again as nuch as current expenses. He renarked
that inplenenting the tax took substantial effort, but the
departnment was up for the challenge. M. Al per continued
that the analysis on pages 2 through 4 described the
specific provisions in the bill such as tax brackets and
wi thholding in "plain English." He cited the two tables
contained in the analysis: one summarized the revenue and
t he other summarized the anticipated staffing needs.

Representative W/Ison asked whether any analysis had been
done on the cost to businesses to fill out the paperwork

M. Alper deferred the question to his colleague. He
remar ked that businesses were already doing the work at the
federal level and felt that the state's forns did not
create an extra burden.

2:16: 12 PM

BRANDON  S. SPANGCS, DEPUTY DI RECTOR, TAX DI VI SI ON,
DEPARTMENT OF REVENUE, expected that the |argest cost to
busi nesses was related to the wthholding tax that was
specific to the state. The other fornms required would be

t he same forns t he RS received, therefore the
admnistration did not anticipate additional <costs to
busi nesses for ot her forns. Representative W son
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ascertai ned that businesses needed to purchase sone type of
programming in order to conply. She pointed to the $14
mllion cost for the state and assuned the tax would add
costs to businesses too. M. Alper answered that nost snall
business typically used a commercially avail able conputer
program |ike Quick Books that automatically downloaded a
state's updated tax tables. He offered that the division
woul d ensure the national accounting software prograns
internalized the Alaska's tax tables. A Dbusiness owner
would be able to rely on a program to wi thhold the incone
tax from their enployees and the business could send their
monthly reports and checks.

Representative WIson contended that there would be costs
to businesses and wanted to determine the amount. She
listed S corporations, trusts, estates, and individual tax
payers and wanted a breakdown of the anmount of revenue that
woul d be generated from each group. She requested better
analysis of where the funds would be comng from She
wondered whether certain groups would be "hit" nore than
others. M. Alper clarified that "all of the revenue would
be coming from individuals." He voiced that earnings from
the various entities she |isted were passed through to the
owners who filed as an individual tax payer. He indicated
that the tax division was not aware of the source of the
income but obtained information on the conplete set of IRS
(Internal Revenue Service) data for the population of
Al aska, the various incone |levels, and how many types (e.g.
filing jointly) of filers there were. The IRS did not break
out the type of incone. He reiterated that the tax was
specifically for individuals and the various sorts of
i ncome they earn

2:20: 54 PM

Co-Chair Seaton clarified that the CS included another
category of non-grantor resident trusts that would file a
distribution if one was retained. Gants or trusts were
also attributed to the individual.

Representative W/Ison asked whether any analysis had been
done related to the loss of jobs in the private sector in
the last 2 prior years. M. Al per answered that the incone
tax was nodel ed using a conplete set of calendar year 2014
| RS data. The 2015 data had recently becone avail able and
the nodel would be updated. The division was working on
breaking down the tax liability in fifths. He explained
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that the nodel was straight forward and was based on types
of filer and the various incone |levels. The calculation
then used the tax tables and nmade certain estimtes on
averages, added up the data to determne the total revenue
i npact. Representative WIson stated she understood how to
do taxes. She noted that the information was based on data
from 2014. She believed that the economc inmpact from | ow
oil prices inpacted the econony and job |losses in 2016. She
surm sed that the fiscal notes did not reflect the current
| evel of unenploynent. She believed the commttee received
informati on based on older data and was not accurate. She
advised integrating DOL statistics on enploynment data into
the forecasted revenue projections for a better estinmate
than what was included in the fiscal notes. M. Al per
stressed that it was not possible to know exactly what the
nunbers were in the future and the figures reflected in
2020 were forecasted.

M. Spanos relayed that the division's economsts were
listening during the previous neetings to Representative
Wl son's questions and confirnmed that the fiscal notes did
factor in the Departnment of Labor and Workforce Devel opment
(DAL) statistics for the current years, but not
specifically job losses on the North Slope. However, the
DOL data did include job losses in the entire state. He
elucidated that the econonmists determned that the total
job loss figure was a better indicator on what the total
revenue was versus just |l ooking at the North Sl ope nunbers.

Representative Thonpson stated that the fiscal not e
anal ysis was based on Montana's tax agency to determ ne the
nunber of new staff that would be necessary in Al aska. He
asked how the state could do the work with half as many
staff as Montana had. He wondered who would be auditing the
conpanies to ensure they properly wthheld taxes. He
guestioned the enpl oynent nunbers of 60 staff by 2020.

2:27:31 PM

M. Alper replied that the question was fair. He explained
the rationale used to calculate the fiscal note. He
indi cated that the departnent had rounded down a bit due to
the fact that Montana had a specific departnent built
around administering an incone tax. Alaska' s tax division
was enbedded in a departnent that already enployed
admnistrative, |IT (information technology), accounting,
and etc. staff. He presuned the increase could be added on
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top of a "pretty robust franework™ of enployees that
already existed within the tax division and the division
could admnister the tax for less. He deenmed that the
i nformati on about the nunber of staff precisely necessary
was not yet known and was inpossible to determne
accurately before any tax was collected. He conmmunicated
that the costs enbedded in the bill divided by the
antici pated revenue equaled about 1.5 percent of expected
revenue. He opined that 1.5 percent on startup costs and
staffing "was a pretty good overhead" figure.

Representative Thonpson referred to specialized tax
accounting software that would need to be reprogranmed. He
asked whether tax accountants and tax preparers were
consulted about the costs to reprogram their software to
acconmodate a state inconme tax. M. Spanos replied that the
adm nistration had not specifically reached out to those
conpani es. He knew that many of the accounting firns used
either proprietary software or customzed off the shelf
software that would need to be reprogramed. The depart nent
understood there would be a cost for the software but
anticipated a new stream of revenue for tax accountants due
to the tax. He shared the concern about admnistering an
income tax w thout enough staff. He consulted with Vernont
that had a simlar population to Al aska; Vernont officials
t hought the nunber was too high. He delineated that Vernont
had a nore conplicated tax structure than the one proposed
and their tax officials recommended that fewer than 60
enpl oyees were necessary to administer Al aska's incone tax.
He envisioned hiring a base staff along with sonme outside
expertise to guide the division until it was fully staffed.
Representative Thonpson asked how nuch nore noney it would
cost an individual to have their taxes prepared. He
stressed that a |arge nunber of people had their taxes done
by a Certified Public Accountant (CPA) or accounting firm
M. Spanos replied that off-the-shelf systens cost about
the sane in many states. An additional $10 to $20
el ectronic filing fee was typically added on or enbedded in
the cost of the software for state's that prohibited the
filing fee. He remarked that business accounting typically
costs nore than individual tax preparation.

2:33: 07 PM

Representative Pruitt asked about the staffing needs listed
on the fiscal note. He referenced the nobney spent on the
contractor utilized from DOR vacanci es. He wondered whet her
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t he funding request was "above and beyond" the savings from
the vacancy rates and other additional funding. M. Al per
responded that the vacancy rates were "relatively high" in
the current year due to the partial hiring freeze, which
slowed the recruitnent process. The contract cost $85
t housand and the tax division's budget was $15 million. The
division was losing 8 positions in the FY 18 budget. The
staffing request included all new positions. He hoped that
current DOR enployees losing their current positions were
able to fill sone of the 60 new positions. He spoke to the
benefits of experienced workers. He pointed to page 4 of
the fiscal note that contained a chart of necessary
positions and drew attention to inmaging operators and
office assistants. He explained that the positions were
hal f-year positions that scanned paper tax returns and did
data entry. The fiscal note assuned that 80 percent to 85
percent of Alaskans filed electronically. Representative
Pruitt inquired whether any additional noney |left over in
FY 19 would be returned to GF or used for other things in
the division. M. Al per responded that he was prudent by
nature and woul d | apse noney back into the general fund.

2:37:12 PM

Vice-Chair Gara related, in response to the previous
di scussion, that according to the Institute of Taxation and
Economic Policy (ITEP) from a March 24, 2017 neno (copy on
file) approximately 40 percent of Alaska' s |owest wage
earners would pay roughly half of one percent of their
total income and the top 1 percent would pay about 3
percent of their income under the CS version of the
| egi sl ati on.

Representative WIson enphasized that she requested nunbers
rat her than percentages.

M. A per continued to address the fiscal notes. He
reviewed the new Al aska Pernmanent Fund Corporation (APFC)
zero fiscal note allocated to its Investnent Mnagenent
Fees. He noted that the bill would not affect its
investnment policy therefore the fee structure would remain
the same. M. Alper explained that the new PFD fiscal note
reported the amount for dividends in FY 18 under the bil

in the amount of $833 mllion. He reported that the
legislation altered the existing dividend calculation. In
FY 18 and FY 19, a certain percentage of the Earnings
Reserve Account (ERA) would be drawn and one-third would be
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dedicated to dividend distribution. Al ternatively, a
m ni mum di vi dend anpbunt was set at $1250 if the cal cul ation
was bel ow that amount. Subsequently, beginning in 2020, the
draw was reduced to a percent of market val ue (POW).

Representati ve W son poi nt ed to t he PFD f unds
appropriations listed on the fiscal note. She noted the
$881 million in FY 19 and the drop to $874 in FY 20 and
began to increase in the out-years. She wondered why the
anount fluctuated. M. Al per was uncertain why the drop off
occurred and deferred the question.

2:42: 27 PM

Co-Chair Seaton referred to the chart on the second page
The percent of market value draw dropped from 5.25 percent
to 5 percent in FY 20. The drop also reflected that a ful

year of incone tax was not expected until FY 21.

Representative WIson asked why there was such a large
disparity from FY 20 to FY 21. M. Alper replied that the
state anticipated average earnings on the Pernmanent Fund of
6.95 percent per year. The larger figure represented the
i nherent growth or the "underlying real growh of the
fund." Additionally, a POW "allowed for self-inflation
proofing of the fund" along with the royalties from oil
production. Representative WIson thought that the stock
mar ket would be performng well for several years and
expected different "average" figures. M. Al per explained
that the legislation provided a |arger dividend than what
was included in the governor's budget. The fiscal note
shows an additional $181 nillion appropriation over the
$652 mllion included in the governor's request to total
$833 nmillion. The $652 mllion included in the Governor's
budget covered a dividend of $1000. The $181 nmillion in the
"FY18 Appropriation Requested”" colum is the additional
anount needed to cover a dividend of $1,250 as proposed by
this | egislation.

2:45:35 PM

M. Al per noved to the new fiscal note from Permanent Fund
ERA Appropriations allocated to the General Fund. He
offered that the fiscal note reflected the 5.25 percent
POW anmount decreasing to 5 percent in FY 20. In FY 18 the
amount was $2.526 billion and reflected the full draw from
the ERA The anount was split between two-thirds
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appropriated to G- and one-third appropriated to the PFD.
The amount remaining for GF was $181 nillion. He noted the
smal | decrease when the POW dipped to 5 percent in FY 20
to $2.650 billion from $2.669 billion in FY 2019

Representative WI|son asked how the nunber would conpare if
the bill used a "fifty/fifty" split for the conplete draw
fromthe ERA in FY 19 and only realized earnings were taken
out. M. Alper answered that he knew of two different 50/50
bills. The bill utilizing a POW was the exact sanme nunber
but with a different split. He expounded that he did not
remenber the nunber for the one tied to using 50 percent of
the "historic |ookback of statutory net earnings." He
offered to provide the information upon Representative
Wl son's request.

2:49: 36 PM

M. Al per addressed the new Various (for fiscal notes only)
fiscal note allocated to Al Branches. He pointed to the
analysis relating to the transfer of "Qher" funds to GF
and noted the $54.9 mllion figure in FY 18 and $62.2
mllion in FY 19. He explained that the bill contained a
provision that changed certain deposits from mnera

royalty from new oil to the corpus of the PF. The fiscal

note reflected the reduction of royalty deposits to the
permanent fund to the constitutionally nmandated 25 percent
with the remainder deposited into G-. The provision neant
that an additional $55 mllion in additional G- revenue the
foll owing year, which would grow to $75.3 mllion by FY 23.

He noved to the new Departnment of Admnistration fiscal

note allocated to the Ofice of Admnistrative Hearings
(OAH) that handled tax appeals. He reported that the
al l ocation was a duplication of funding fromthe DOR fisca

note. The fiscal note changed the funding source from
general funds to interagency receipts. He elucidated that
the OAH would attain jurisdiction over appeals from the
final tax division's informal appeals process as well as
other disputes relating to the new tax. The OAH esti mated
that additional staff was necessary. He enphasized that the
cost was covered in the Tax Division's fiscal note and DOA
woul d send DOR an interagency bill for its services.

Representative Wlson referred to page 2 of the fiscal note
anal ysis and posed a question regarding trusts. She stated
that a trust was "alnost I|ike a person;" assets and
"property and everything else" conprised a trust "entity."
She ascertained that if the trust made noney in the state,
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regardl ess of where the trustee lived, the trust would be
taxed under the bill. She asked whether she was correct
M. Al per responded that it was his understanding that if
the earnings were derived from an Al askan source they woul d
be taxed.

M. Spanos agreed with M. Al per's answer.

Co-Chair Seaton clarified that "grantor trusts,” which
involved a person as the beneficiary, passed all assets to
an individual and were taxed as an individual. The only
t hi ng under di scussion was non-grantor trusts.

Representative WIson opined that any noney renoved from
the trust should be taxed versus taxing any earnings the
trust made. She referenced the 400,000 new tax payers and
i nqui red about the origin of the nunber. M. Al per answered
that the figure was the estimte of the nunber of
househol ds in the state.

2:55:34 PM

Representative WIson asked for a breakdown of the nunber
of out-of-state households represented in the 400,000. M.
Spanos replied that an estimated 13 percent of the filers
woul d be non-resident. M. Al per detailed that the nunber
of Al askans filing federal taxes were 128,000 joint filers,
184 thousand single filers, 37 thousand head of household
filers and 9 thousand "other" filers adding up to 358, 000
income tax filers in Alaska. He furthered that non-
residents were added to total 400,000. He acknow edged t hat
the figure was a rough estimate, but believed it was
"reasonable.” Representative WIson asked how many of the
42,000 out-of-state were seasonal workers or enployed full-
time by the state. M. Alper deferred the answer to DOL
data. Representative WIson deduced that not all of the
358,000 Al askan taxpayers worked full-tinme. M. Al per
clarified that the tax filers from the 358 000 data he
cited identified t hensel ves as Al aska residents

Representative WIson surmised that trusts, estates, and
all S corporations was not included in the 400,000 nunber.
M. Al per agreed with the statenent.

Vice-Chair Gara voiced that it would be desirable to "tax
as many out-of-state individuals as possible" wthin the
constraints of statute. He asked whether a person from
anot her state would pay taxes on a trust nanaged in Al aska.
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M. Spanos answered that the bill carved out an exenption.
He deened that the intent of the original drafter was to
capture incone from trusts to the constitutional limts
that included the corpus of the trust. Assets that would
not be taxed were ones managed from Al aska but were trading
in another state. He added that the anount of the trust's
corpus that was managed from an Al askan bank would be
t axed.

3:01: 06 PM

Representati ve Thonpson asked how educational savings from
PFDs were factored in to the incone tax. M. Spanos thought
that it mght be taxed if the account was part of a non-
grantor trust, but an educational savings account was
"potentially exenpt." Representative Thonpson spoke to
putting half of the PFD into the college savings account
and wondered what was taxed. M. Alper replied that if half
of the dividend was deposited into the educational account
then the anount of the dividend would be cut in half.

Representative WIlson surmsed that the interest nmade off
of an educational savings account woul d be taxed as soon as
a child was ready to go to school and the sane woul d happen
when it was renoved from a trust. M. Spanos replied that
whet her the interest was taxed depended on whether it was
taxable at the federal |evel. Therefore, if it was subject
to a federal tax it would be taxed in Alaska and if a
distribution was made from a non-grantor trust, the trust
recei ved a deducti on.

Vice-Chair Gara stated that the dividend was not taxed
under the bill, therefore if a dividend was placed into a
trust, the dividend anobunt would not be taxed. He asked
whet her his statenent was accurate. M. Spanos replied in
the affirmative. He nentioned that only the interest earned
on the dividend woul d be taxed.

Representative Pruitt remarked that the discussion bounced
between two different topics, 529 accounts and trusts,
which were separate and strayed away from the original
guestion. He hoped to obtain a correct answer.

M. Alper turned to the new zero DOA fiscal note allocated
to the Violent Crinmes Conpensation Board (VCCB). He
delineated that the VCCB currently received an annual
appropriation from the dividend fund based in part by the
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nunber of individuals who were ineligible to receive a
permanent fund dividend because they were incarcerated
f el ons.

3:07:16 PM

KATE HUDSON, EXECUTI VE Dl RECTOR, VI OLENT CRI MES
COMPENSATI ON BOARD, JUNEAU (via teleconference), spoke to
the zero fiscal note. She explained that the board received
the dividend appropriation calculated annually from the
Ofice of Mnagenent and Budget (OVB) and the renaining
portion went to the Departnment of Corrections (DOC). She
understood the current funding nethod would continue and
any shortfall due to lowering the PFD payout would be
covered through DOC using GF. She voiced that the board's
state funding was entirely derived from the crimnal fund
and did not receive any G~

Vice-Chair Gara asked whether the zero fiscal note was not
affected by the anount of the dividend and would remain
zero. Ms. Hudson answered in the affirmative. The board's
budget had been flat for the past couple of years and may
take a reduction in the current year.

M. Al per addressed the new fiscal note from DOC all ocated
to Physical Health Care. He deferred to the departnent for
t he expl anati on.

APRI L W LKERSON, DI RECTOR, DIVISION OF ADM NI STRATI VE
SERVI CES, DEPARTMENT OF CORRECTIONS, explicated that PFD
Crimnal Funds were a portion of the funds that supported
t he physical healthcare conponent within the departnent.
The funds were cal cul ated based on the nunber of ineligible
applicants who would not receive a PFD due to a felony
conviction and incarceration. The departnent anticipated
fund changes in FY 18 due to the reduction in the FY 16
PFD. The crimnal funds allocated were reduced by $9.1
mllion and were proposed from another fund source; the
Al aska Capital Inconme Fund.

3:12:35 PM

Vice-Chair Gara did not wunderstand the fiscal note. He
noted that if the bill passed, the dividend in the current
year woul d be | arger than the past year. He wondered why an
i ncrease was necessary. M. WIkerson responded that the
cal cul ation was a based on the previous fiscal year and the
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anount allocated was a year behind. She offered that the FY
18 budget was based on the $1,022 PFD that was reduced from
$2,072 and reduced the PFD amount available by $9.1
mllion. She furthered that an increase in the PFD to $1250
anticipated in FY 19 reflected an increase into the
crimnal fund by $2.8 nmllion and reduced the anount
necessary to $6.289 mllion that would carry over to FY 20.
She added that the PFD was anticipated to increase further
in FY 21 by $1.3 mllion and further reducing the Al aska
Capital Fund request to $4.95 nillion and in FY 22. She
anticipated close to a $400 thousand increase in the PFD
and $410 thousand in FY 23 and FY 25.

Representative WIson asked whether the Al aska Capital Fund
source had been the sane in past years. M. WIkerson
replied in the negative. She stated that in previous years
the departnent had used G-. Representative WIson asked
about the purpose of noving the noney from one fund to
another when it was not the original purpose of the fund

Ms. Wl kerson did not know the answer and woul d provide the
answer for why the funding source was changed when she
investigated the issue. Representative WIson was concerned
that if the funding remained in the 1171 fund source code
it counted as an undesignated general fund (UG) spend. She
added that if the funding changed to the 1197 fund source
code for the Alaska Capital Fund the appropriation appeared
as designated general fund (DG) but was still being
utilized for the original pur pose; heal t hcar e. V5.
Wl kerson replied in the affirmative. Representative WI son
t hought that the funding source change "l ooked |like a shel

gane." She thought that the fiscal note |ooked like a
reduction in UG but state noney was still being spent.
3:16: 13 PM

Representative Pruitt asked whether the state filed for
PFD's for felons in order to obtain the nobney. M.
Wl kerson replied that typically DOC, the Departnent of
Public Safety and the Permanent Fund Dividend Division
collaborated and identified the nunber of incarcerated
individuals who were ineligible. Representative Pruitt
beli eved there was about $91 million in the Al aska Capita
Fund account and asked how nuch was appropriated to the
fund in the current fiscal year. Ms. WIkerson replied that
she did not know. Representative Pruitt stated that
typically the fund had been used for capital projects. He
wondered why the decision was nade to cover the shortfal
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with the fund. He stated that it appeared that Capital fund
funding source was utilized instead of UG to avoid
"growng the budget.” He disagreed with wusing Capital
Budget funds since the Capital budget was drastically
reduced. Ms. Wl kerson replied that she was not the person
to speak to the decision. She would have to provide the
answer to the commttee at a later date. Representative
Pruitt understood why the administration did not want the
funds to be classified as UG, but warned that the
appropriation significantly reduced available capital
budget f unds.

3:19: 23 PM

Representati ve Thonpson not ed t hat in regards to
incarcerated individuals PFD s, sone of the funding was for
a prisoner's health care and a portion of the funds were
appropriated to the Violent Crinmes Conpensation Board. He
asked whether there was a fornula that specified how nuch
went to each use. Ms. WI kerson answered that the nunber of
ineligible individuals identified was calculated based on
the anmount of the PFD to determne the anount avail able.
She noted that $1.4 mllion was appropriated to the VCCB.
Representative Thonpson thought he had recently heard that
the VCCB board's fund presently contai ned $20 nillion.

Ms. Hudson clarified that the VCCB fund did not contain $20
mllion. Representative Thonpson remarked that he did not
have any direct know edge of the actual anount.

Co-Chair Seaton offered that the $9.103.6 million had been
included in the governor's budget from the Al aska Capital
Fund source. He indicated that during the operating budget
process he had requested that commttee nenbers | ook for G-
instead of UG- and nmke conparisons in order to avoid
"crossovers"” when working on the budget. He conmented that
following G- in the budget included both sources of funds
and elimnated any confusions or problens wth fund
sources. He relayed that the item would be taken up in
conference commttee on the operating budget item because
the Senate funded the itemthrough UG-

Representative WIson understood that the PFD Crimnal Fund
was included under GF and the Alaska Capital Fund was in
the "other" fund category and was not considered UG- or
DG, which made it appear that G- was decreased in the
budget, "when in reality it was a fund switch."
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Representative Pruitt agreed wth Co-Chair Seaton and
di sagreed with the focus on UG during the prior fiscal
year. He rem nded the commttee that nuch of the noney in
the Alaska Capital Fund was "swept" into the fund through
reappropriation noney by the Senate a "couple years ago".
He spoke to the sustainability of drawing the crimnal fund
anount out of the account wthout knowing how nuch was
added every year

3:24:10 PM

M. Al per relayed that the sweep of the funds into the
Al aska Capital Fund was an unusual circunstance. He
indicated that typically each year noney was deposited and
expended in the sane year. He referred to the Anerada Hess
[awsuit from the 1990s and instructed the commttee that
much of the revenue deposited into the fund was from the
Anmerada Hess lawsuit. He explained that the judgenent from
a dispute over royalties stipulated that a portion of
Per manent Fund earnings were excluded from the dividend

calculation in the anmobunt of approximately $23 mllion per
year. The Al aska Capital Fund received a total of roughly
$40 mllion per year with additional earnings from other

state funds.

Co- Chair Seaton asked for the administration's position on
the bill.

RANDALL HOFFBECK, COW SSI ONER, DEPARTMENT OF REVENUE
voi ced that the adm nistration believed a draw limt was an
i nportant conponent to include in the bill and that a 5.25
percent draw was sustainable over tinme wthout the
reduction to 5 percent. The adm nistration disagreed with
the increase to a $1,200 dividend and deened that the
i ncrease placed additional burden on the budget that would
have to be achieved with cuts; the adm nistration was nore
confortable with a $1, 000 PFD

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

#hb137
HOUSE BI LL NO. 137

"An Act redesignating the Alaska State Council on the
Arts as a public corporation and governnental
instrunentality of the state; defining the powers and

House Fi nance Conmmittee 20 03/30/17 1:38 P. M



duties of the Al aska State Council on the Arts;
providing exenptions from certain statutes for the
Al aska State Council on the Arts; making conformng
anmendnents; and providing for an effective date."

3:27:59 PM

KRI STI N KRANENDONK, STAFF, REPRESENTATI VE HARRI ET DRUMMOND,
read from prepared renarks.

House Bill 137 quasi-privatizes the Al aska State
Council on the Arts (ASCA) by restructuring it as a
public corporation in order to help the ASCA to
continue its work with self-enployed Al askan artists
and art businesses during these challenging fiscal
times. This new status will allow the ASCA to increase
its ability to leverage funds from non-governnental
contributors and better adapt to the shifting economc
future

This bill adds Alaska State Council on the Arts
enpl oyees to exenpt enployee status. Currently the
ASCA has 4 full tine enployees, and Rep Drunmond’ s
office reached out to those enployees and they were
all supportive of this change. This section nmakes
t hose enpl oyees exenpt fromthe State Personnel Act.

The bill adds artists’ subm ssion nmade in response to
an inquiry initiated by the ASCA to the list of
records that are exenpt from public inspection. This
does not include artists awarded a comm ssi on however.

The bill adds appropriate board nenber |anguage needed
to create “trustees” since the corporation wll be
governed by a board of trustees. And it replaces
| anguage that entitles trustees to be reinbursed for
travel expenses at the sane rate as nenbers of other
state boards.

HB137 also adds “literary arts” as a field represented
within the board and repl aces “educational” objectives
wth “strategic” objections as it relates to the
councils ability to enter into contracts.

O her changes include exenption from the State

Procurenent Code, while still providing for formal,
appropriate pr ocur enent pr ot ocol s for ASCA.
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Restructuring will keep ASCA s operating budget under
t he Executive Budget Act for openness and
transparency. Transition |anguage wll allow ASCA' s
advisory conmittees, and the public process wll
remain in place as ASCA adm nisters grants, prograns,
and servi ces.

Finally there is transition |language in the bill that
will also allow Council nenbers to remain on the board
until their termis over and allow current enployees

to remain on staff.

The effective date for this legislation is July 1,
2017.

The State Council on the Arts wants to ensure that it
is in a position to expand its inmportant work to serve
all Al askans. Private funders across the nation are
increasingly approaching ASCA to offer support.
Carefully considered restructuring efforts have the
pot enti al to allow the Council to advance the
opportunity to grow the devel opnent base, as well as
reduce its reliance on State funds.

HB137 wll inprove the ability of the Council to
| everage non-state funding and represents a real
opportunity to realign ASCA to better perform in the
envi ronnment which exists in Al aska today.

3:32: 13 PM

BEN BROWN, CHAI R, ALASKA STATE COUNCIL ON THE ARTS, agreed
with Ms. Kranendonk's remarks. He el aborated that the bil
represented over a year's efforts by all of the nmenbers of
the council and staff, and partners at Rasnussen Foundati on
and other foundation partners. He believed the |egislation
was carefully crafted.

Co- Chair Foster OPENED public testinony.

ALICE BIOFF, KAWERAK, INC., NOVE (via teleconference),
spoke in support of the legislation. She read from a
prepared statenent:

Dear Honorable Committee Chair and Conm ttee nenbers,

My nanme is Alice Bioff, resident of None, Al aska,
currently enployed at Kawerak, Inc. and an Al aska
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State Council on the Arts (ASCA) council nmenber. Thank
you all for the opportunity to testify in support of
HB137. | amtestifying today in ny capacity as an ASCA
council menber. |1 am a tribal nenber of the Native
Village of Koyuk, and grew up there and in Nome. M
famly and | have lived in None for the |last 17 years.
For nmuch of that time, | have been enployed by
Kawer ak, I nc., t he r egi onal Nati ve non-profit
consortium of tribes for the Bering Strait region, as
a Busi ness Pl anni ng Speci ali st.

Through our work here at Kawerak, | am honored and
privileged to work with artist entrepreneurs wthin
our comruni ti es. W provi de di rect techni ca

assistance offering tools and resources to assist
artists continue their work so that they can sustain
t hensel ves, their famlies and their comunities. It

is through this work that | have seen firsthand how
inmportant it is for these artists who Ilive in
communi ties wth very few resour ces and

infrastructure, to grow their Dbusinesses through
opportunities such as those that beconme available
t hrough ASCA and ot hers.

Artist Entrepreneurs are econom c devel opnent drivers
in their comunities and the Alaska State Council on
the Arts supports these communities through their work
and advocacy. Wth their partnerships, resources and
progr ans, we see a  bright future and growth
opportunity to support all artists across the State.

Through the restructuring initiative, we see ASCA
services continued and strengthened to support the
artists through inproved ability to react to funding
opportunities and  better represent, support and
advance the artists by offering the tools and services
needed to strengthen an already existing and inportant
econony. This is critical to strengthening and
sustaining our rural communities in this fiscally
chal I enging tine.

HB137 stream ines the process ASCA will use to present
opportunities to artists all over Al aska, including
those artists we have worked with for years here in
the Bering Strait region. From ny perspective, this
will be a great benefit for all artists including
those in rural Al aska.
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3:36: 09 PM

ANDREA  NOBLE- PELANT, EXECUTI VE DI RECTOR, ALASKA STATE
COUNCIL ON THE ARTS, EAGE RIVER (via teleconference),
testified in support of the legislation. She shared that
she was a council nenber for 11 years. She offered that the
council's purpose was to support and advance Al aska's
creative industries and its cultural infrastructure. She
believed a thriving arts community created a ripple effect
around the state and connected the popul ation. The counci

was in existence for 51 years and was ready for
organi zati onal change. She noted that Alaska' s creative
industries was growing due to targeted public and private
investnment in the state's cultural infrastructure over the
past 10 years, experiencing rapid growh in grants
prograns, and public private partnerships. The counci

worked on national and international |evels on projects,

initiatives, and policies through arts organizations. In
addition, the council provided professional devel opnment
t hroughout the state. She comented that the bill enabled
the council's staff to nanage projects in a timely manner
and I ncreased its wor k across sectors such as
transportation, heal t hcar e, econonic  devel opnent, and

tourism She nentioned that the council's mssion evolved
to "expand access to arts experiences;" art as a process
versus art as a product. The council's progranms reached
mlitary service nenbers for treatnment of PTSD (Post
Traumatic Stress Disorder) and incarcerated individuals
learning how to create art for post-release success. The
council assisted teachers who wanted to live and teach in
rural communities and provided <children and youth
opportunities to learn through arts and culture. She
related that HB 137 allowed the council to be responsive in
i npl enmenting projects that affected its performance and the
ability to seek and secure private funding. She enphasized
that the council worked with partners and all of the
revenues from the funders was funneled back into Al askan
communities in the formof grants, prograns, and resources.

3:40: 08 PM

Ms. Nobl e-Pelant provided the list of partners including
the Rasnussen Foundation, the Alaska Arts and Culture
Foundati on, Atwood Foundation, National Endowrent for the
Arts, Margaret A Cargill Philanthropy, the SER Foundation

SeaAl aska Heritage Institute, Alaska Humanities Forum

House Fi nance Conmmittee 24 03/30/17 1:38 P. M



Western States Arts Federation, and the Anerican for the
Arts.

Co- Chair Foster CLOSED public testinony.

Representative WIson asked about required matching funds.
She asked for evidence on whether matching funds had to be
G-. M. Brown answered in the affirmative and enphasized
that the provision was laid out in federal code. He terned
it as "black letter law." He relayed that the state of
Kanas elimnated their state match and ultimately | ost
their entire federal grant. He reported that the council
di scussed ways to increase its earned inconme that qualified
as a state match. He exenplified a license plate bill from
the previous session that included a provision for the arts
license plates. The council currently had a design contest
for Alaskans to design license plates and then sell them
al though he did not anticipate a |arge revenue stream from
the venture. However, it was an exanple of program receipts
that can offset the state matching funds. He naintained
that private match noney wll not work. Representative
W son had asked the question because she thought that sone
additional federal dollars were available that the state
was not receiving. M. Brown replied that the partnership
agreenent was for a three-year period and the anmount was
determined by the National Endownent for the Arts. |In
addition, the council sought nerit-based conpetitive funds.
He specified that prograns |ike Poetry Qut Loud and
Creative Forces did not require matching funds. He assured
the conmmttee that the council had done very well in
attaining funding of all types and that the council "would
never | eave a federal dollar on the table."

3:44: 47 PM

Representative Pruitt asked whether the council was able to
utilize private funds to receive nore federal funds. M.
Brown responded that over half of the council's budget was
derived from private foundation noney and the rest was
state appropriation and NEA match. Any private nobney was
used over and above the funding to support its m ssion.

Representati ve Kawasaki asked whether the council was at
the maxi num federal match. M. Brown answered that the
council was at "the right anount."” He elucidated that sone
states appropriated nore than necessary. Representative
Kawasaki asked for verification that the bill would not
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jeopardize any of the National Endowrent for the Arts
match. M. Brown replied that the funds were not in
jeopardy and assured the commttee that he confirned the
matter with the NEA.

Representati ve Kawasaki asked whether it was typical or
necessary for states to have a council or conmttee to
receive NEA funding. M. Brown answered in the affirmative.
He elaborated that the state had to have some sort of
council containing public nmenbers and within the |arger
mandate, states did it differently. Al aska would be the
first state with a quasi-private corporation. He reported
that other states were watching Alaska with interest in
adopting the idea. He thought that the bill could set a
positive exanple for the rest of country.

HB 137 was HEARD and HELD in commttee for further
consi derati on.

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

#
ADJ OURNVENT

3:49: 05 PM

The neeting was adjourned at 3:49 p. m
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