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

Co- Chair Foster addressed the neeting agenda.

#hb115
HOUSE BI LL NO. 115

"An Act relating to the permanent fund dividend;
relating to the appropriation of certain anmounts 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 disbursenent; repealing tax credits
applied against the tax on individuals wunder the
Al aska Net Incone Tax Act; and providing for an
effective date."

1: 07: 04 PM

Co- Chai r Foster shared that the followng speaker,
Prof essor Richard Ponp, had been hired by the Departnent of
Revenue (DOR) to craft the technical elenents of a tax
based on adjusted gross incone. The professor had been
hired by the adm nistration based on his expertise on the
subject and his contract was for a draft bill. He had not
been hired to act as a consultant to the adm nistration or
the co-chairs of the House Finance Commttee. He el aborated
that Professor Ponp had assisted in |anguage interpretation
and ensuring the | anguage was accurate. He relayed that the
bill before the commttee was not Professor Ponp's or the
adm nistration's bill; it incorporated nmany  of hi s
technical elenents but policy decisions had been nade in
the co-chairs' offices and the bill had been redrafted by
Legislative Legal Services. He furthered that policy
decisions such as the tax rates and the allowable
deducti ons had been deci ded upon by the co-chairs' office.

RI CHARD POWP, PROFESSOR OF LAW UNIVERSITY OF CONNECTI CUT
SCHOOL COF LAW provided detail about his professional
background. He relayed that the opinions he would share
during the neeting were his own and not affiliated with any
organi zation. He shared he had a consulting practice and
had worked wth Al aska on a fairly large case, involving
the Tesoro Corporation, that had gone all the way to the
Al aska Suprenme Court. He was happy to report the state had
won. He also represented other states and sone of the
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Fortune 500 such as Netflix, AT&T, Toys-R-Us, GE, GM CBS
and ot her.

M. Ponmp noted that he had provided a summary of the rolls

of trusts ["lIrrevocable Trusts" (copy on file)]. He
detailed that the trust section had probably been the nost
difficult part of the draft legislation, in part because

there had been a very conscious attenpt to protect Al aska's
trust industry. He specified that in 1997 Al aska was one of
the first states to start to make its trust laws attractive
to nonresidents. Unfortunately, since that tinme, Al aska had
lost its first-to-market advantage because nany states had
junped on the bandwagon, including Delaware in 1997. He
understood the inportance of protecting Alaska's trust
i ndustry, which he believed the bill did. A multitude of
other states offered high net worth taxpayers a chance to
establish trusts and they would not be taxed in those
states. He explained the situation was part of the backdrop
the legislation had to take into account and deal with. He
furthered that unfortunately it was a race to the bottom
because once one state provided an attractive environnment
for the formation of trusts, other states junped in, which
had resulted in nunmerous conpeting states offering
essentially zero tax on trusts.

M. Ponp detailed that the legislation divided trusts into
two groups: resident trusts and nonresident trusts. He
rel ayed that t rust accounting was anong the nost
conplicated of anything dealt with in the bill; it was the
province of a fairly small group of specialists - he did
not include hinself in the category. He continued that it
was an opaque and sophisticated area of the law. He had a
group of Wall Street practitioners who had been advising
himon the topic - he had learned it was very difficult to
get ahead of the practitioners who were at the cutting edge
and represented powerful, wealthy famlies. He continued
they had the very latest in tax avoidance techniques and
the draft tended to deal with the subject, but there were
no promses in the particular area of the law that the
ganmes being played were known. He was famliar with all of
the ganmes played pertaining to other areas of the draft
| egi sl ation. He expounded that in the trust area, it was
very difficult to feel confortable that everything being
done was understood. He explained that sonetines it was
necessary to draft wth a broad brush to bring nunerous
things into the tax net and shut down a significant anount
of the ganme pl ayi ng.
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1:14: 42 PM

Co-Chair Seaton relayed that the conmttee would al so hear
froma trust attorney later on in the neeting. He referred
to a docunent provided by M. Ponp ["Short Summary of rules
on trusts in existing version L of HB 115" (copy on file)]
that noted investnent inconme would not be considered Al aska
source inconme and cited AS 43.22.045(a)(9). He stated that
if there was no Al aska source incone at the start of the
trust for a nonresident it was fine; however, Al aska trust
| aw required sone anount of noney to be held in an Al askan
bank. He asked if interest paid on the noney in the Al askan
bank make the noney Al aska source inconme and potentially
make the entire trust Al aska sourced or taxable.

M. Ponp replied that he did not believe so. He read from
AS 43.22.045(a) (9):

.dividends, interest, paynents received under an
annuity, gains, other intangible incone received from
or attributable to, intangible personal property,
including stock, bonds, notes, bank deposits, or
annuities, if the intangible personal property is
enpl oyed in a business, trade, profession, occupation,
or enploynment carried on in the state;

M. Ponp elaborated that the latter part of the cited
statute was a reference to the nonresident beneficiary and
not soneone else's business like a trust conpany. He
explained that the prudent question was whether a
nonresi dent beneficiary receiving investnent income would
be considered enployed in a business, trade, profession,
occupation, or enploynent carried on in the state by the
nonresi dent. He believed the answer was probably no. The
provi si on was i ndependent of where the corpus is (where the
st ocks, bonds, or cash nay be located). He stated that had
not been nmade a factor under the draft legislation. He
summarized that it would sinmply be whether "this had
anything to do with" a nonresident's business or trade in
Al aska. He was sure that in the overwhelmng nunber of
cases the answer would be no. He concluded that it would
not be Al aska source incone and the nonresident beneficiary
woul d not be taxed on the specific itens.
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Representative WIson asked about a scenario where a
resident and nonresident each had a trust in Alaska wth
the exact sane hol dings. She asked if the exception would
result in the taxing of residents while nonresidents would
not be taxed.

M. Ponp replied that the general structure of the draft
followed the general structure of +the incone tax. He
detailed that in general, nonresidents were taxed only on
Al aska source i ncone, whi ch was a constitutiona
constraint. A resident of Al aska was taxed on their entire
income, which was a pattern followed by every other state
with a personal income tax. The answer was yes, a
nonresident could be taxed only on Alaska source incone -
it was the state's only jurisdictional hook with respect to
that person. He used hinself as an exanple and explained
that Al aska had no jurisdictional hook over him unless the
income he had received was attributable to Al aska source
income. The draft cast a very broad approach as to what
constituted Al aska source incone. The draft |[|egislation
cast a broad net in reaching nonresidents - it reached the
constitutional limt of what a state could do. He relayed
that a nonresident could never be taxed on their entire
income; it had to have sonme link with Alaska to be
constitutional. He specified it was a bifurcation in the
jurisdictional reach between residents and nonresidents.
The rules on the trust mrrored the concept - resident
trusts were taxable on all of their adjusted gross incone
and it did not matter whether the income was from an Al aska
source or not. Nonresident trusts were taxed only on their
Al aska source incone, just |I|ike nonresident individuals
were taxed only on their Al aska source incone.

Representative WIson thought the system would encourage
other states to bring their trusts to Al aska, but would
encourage Al askans to go to states like Nevada in order to
receive the same kind of breaks Alaska would be giving
nonresi dent trust beneficiaries in Al aska.

1:21: 41 PM

M. Ponp replied the point was astute. He explained that
all states had to worry about their residents setting up a
trust in another location (e.g. Al aska, Nevada, Delaware,
and other). He addressed what could be done about the
issue. He explained that if it was a grantor trust - trusts
came in different sizes and shapes - it was really not
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taxed as a trust. He specified that the grantor was the
person who was taxed and who set up the trust. He continued
that if the trust was revocable (as many were), it would be
a grantor trust and the grantor would be taxed on the
current inconme of the trust. He elaborated that the trust
did not exist in a sense - the incone passed through to the
grantor. In that sense, if an Al aska resident set up a
grantor trust in another state, the Al aska resident would
pick up the income fromthe trust and it would be taxable
to the resident. Any tinme there was a grantor trust, the
problem identified by Representative WIson went away.
There were good tax reasons for grantor trusts because in
the past couple of years the rate structure on non-grantor
trusts was very conpressed - the top bracket was reached at
a very low amunt of income. At inconme of $12,000 or
$13,000 a person was already at the 39.6 percent bracket
when it canme to the federal tax rate. He stressed that the
rate was very high

M. Ponp continued that many grantors did not want to set
up a trust if they did not have to, that would accumul ate
income and be taxed at the high rate. He elaborated that
then the 3.8 percent Medicare tax was added on net
i nvestnment inconme. Wereas, if it was set up as a grantor
trust, the income would flow through to the Al aska resident
grantor and for federal purposes they would receive the
benefit of a much |ower marginal tax rate. There were very
good tax reasons why a grantor trust from a federa
perspective was to be preferred. The state benefitted
because the incone flowed through to the grantor and woul d
be taxed along with the rest of the grantor's incone. For a
fairly large nunber of trusts, the problem would go away.
The problem pertained only to the non-grantor trusts. He
acknowl edged the non-grantor trusts could be very |arge -
sonme people believed the non-grantor trusts were |arger
than grantor trusts, but he believed it was hard to
generali ze.

1: 26: 25 PM

Representative WIson asked if the bill contained anything
that needed to be altered due to a negative inpact a
provi sion would have on a certain group of people (e.g. S
corporations, LLCs, and/or individuals).

M. Ponp replied that broadly speaking he would not have
worried about an inflation adjustnent. The state was in a
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uni que position of having a dividend from the Permanent
Fund, which was worth nuch nore than the persona
exenptions in the bill. He would probably not have bothered
with personal exenptions, given that an adjustnent for
famly size could be done through the distribution fromthe
Per manent Fund. He was aware that the dividend was | ower
than it had been in the past and that if oil and gas
remained at |ow prices the dividend would probably not be
as generous as it once had been. He spoke to economc
consequences and noted that everyone worried about the
effect of taxation on econom c devel opnment. He rel ayed t hat
states such as Kansas had elimnated its income tax wth
the hope that it would stinmulate the econony and nore than
pay for itself in the long-term However, the concept did
not seemto work at the state |level where rates were nuch
| ower than at the federal |evel. The hope was it would work
at the federal I|evel because it seened Congress would do
somet hing about lowering rates with the goal of stinulating
econom ¢ devel opnent.

M. Ponp continued that sonmeone could say that the bill
taxed wages, which it obviously did. An argunent could be
made that it would discourage people from working. He did
not believe there was any enpirical evidence for the
proposition. When it cane to the issues, he wanted to see
the data. There were nunerous anecdotes floating around,
sonme of which were self-serving and others were ideol ogica
in nature. He just wanted to see the evidence and data. He
had seen no data that would suggest that the bill would
have negative effects on the Al aska econony. He stated that
t he di scussi on became even nor e conpl i cat ed when
considering what negative effects would occur if the noney
was not available to spend on infrastructure and schools.
He furthered that taxes did not go into a black hole;
therefore, it would be necessary to finance governnent
services. He questioned what inpact cuts to governnent
services would have. He asked if it would attract young
entrepreneurs the state nay be hoping to attract. He
continued that it was difficult to speculate "on any of
this." He comrunicated that in the drafting of the bill he
had wanted conmttee nenbers to see everything. He believed
it was much easier for the commttee to go through the bill
and renove itens than to |eave itens out to begin with. The
bill was broad and did not contain anything he thought
shoul d not be there.
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Co-Chair Foster noted they were comng to the end of M.
Ponmp' s speaking tine.

Representative WIlson referred to M. Ponp's explanation
that people were taxed at the tinme a trust was paid out.
She wondered about the purpose of addressing trusts in the
legislation if it went to the individual income tax when
pai d out.

M. Ponp answered that there was a level of tax on the
trust as it earned income that was not paid out. He
detailed that it was not desirable to have a trust used as
a mechanismto park their inconme and receive the benefit of
deferral without there being a current tax. Wen the trust
was paid out, double taxation was elimnated - the federa
rules were clear there would be one level of taxation. He
continued that if it was not taxed at the trust level, it
basically equated to a tax-free pocket book.

Representative WIlson did not think that nade any sense.
She stated that even if noney was being nade within the

trust, if the trust was taxed based on how much noney it
made and then again when it was paid out, it was double
t axation.

1:33:31 PM

M. Ponp responded that Representative WIson would be
correct "if that were so." The federal rules were such that
there was no double taxation. To the extent the trust had
been taxed on inconme it distributed, there was no second
| evel of tax on the recipient.

Representative Wl son recounted that she had heard M. Ponp
state that nmoney in the trust would be taxed before any
distribution was nade (on capital gains, interest, and
other) and at sone point once distributions began, the
i ndi vi dual woul d be taxed.

M. Ponp answered that the individual would not be taxed if
the noney had already been taxed at the trust |evel.

Co-Chair Seaton clarified that a grantor trust was taxed to
the individual person. Wereas the nonresident or resident
trust was paid by the trust and when a distribution was
made it was not taxed again. There were two different
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trusts that were taxed in different ways. He conpared it to
a sub-S corporation and a ¢ corporation.

1: 35: 28 PM

BETHANN CHAPMAN, TRUST ATTORNEY, FAULKNER BANFI ELD, JUNEAU
provi ded brief detail about her professional career.

TANEEKA HANSEN, STAFF, REPRESENTATIVE PAUL SEATON, agreed
with M. Ponmp's testinony that there was no double
taxation. She explained that if a trust accunulated incone
and paid nothing out in the year it was accunul ated, the
income was taxed by the trust; it was not taxed a second
time when the individual eventually received the incone.
She detailed that just like with wages, the [tax] w thheld
was recorded and was not paid a second tinme. If the trust
had incone distributed straight to beneficiaries, the trust
received a deduction for any income distributed and the
trust was not taxed on the income. The rules were clear and
set up so the trust was taxed or the beneficiary was taxed.

Representative WIlson did not understand the answer. She
believed they were speaking about different types of trusts
that worked differently. She asked for further explanation.

1: 37: 57 PM

Ms. Chapnan spoke to fundanmental tax |law related to trusts.
There were several types of trusts "we use." Sone were
revocabl e, neaning the person establishing the trust, the
grantor, was the beneficiary and could revoke the trust.
She detailed that revocable trusts were also called grantor
trusts under the Internal Revenue Code, neaning they were
conpletely disregarded for all income tax purposes (they
filed no separate tax returns - they could file
informational returns, but generally did not) and all of
the incone was taxed to the individual. The Al askan that
set that type of trust up, was the taxpayer under both
federal law and under the legislation. The other type of
trust wused were irrevocable and involved a grantor
transferring assets into the trust wthout reserving the
right to revoke it. Those types of trusts were used
frequently for the protection of <children, to establish
educational accounts for people wth disabilities, and
other. Under the Internal Revenue Code, the irrevocable
trusts could be grantor trusts (even though the grantor had
given away the noney, they were still the taxpayer). There
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were many reasons that was done. She referred to M. Ponp's
di scussi on about conpressed rates and the federal incone
tax code, which was one of the reasons a parent may set up
a trust and pay the tax annually.

Ms. Chapman discussed the other type of irrevocable trust
called a non-grantor irrevocable trust. A person gave away
noney, but was no longer considered the taxpayer;
therefore, the trust wuld be the taxpayer for al
pur poses. She continued that those types of non-grantor
trusts may or nmay not pay incone tax under the federal
code, depending on the structure. One of the types of
trusts was called a sinple trust that acted as the taxpayer
(they were non-grantor trusts) and all of the incone had to
be distributed out to the beneficiary annually. She
detailed that the trust filed a tax return and took a
deduction for the distribution paid out and the beneficiary
receiving the noney paid the tax.

Ms. Chapman relayed that other types of trusts were terned
conpl ex non-grantor trusts. She detailed that there nay be

an accunulation of incone that my or nmay not be
distributed (e.g. the income could be distributed by the
trustee to one of three children). If there was no

di stribution of income or capital gains, the trust filed
the tax return, which was taxed at the trust rates. If a
distribution was nade, wusually the ordinary income and
sonetinmes the capital gains would cone out to the
beneficiary on a K-1 (just like a K-1 used for pass through
entities, LLCs, partnerships, and S corporations) and the
beneficiary would pay the tax. There would not be double
taxation. She referred to an exanple where the tax was paid
at the trust level and no distribution was made until four
years |ater. She detailed that under the scenario, anything
that was current inconme would be part of the distribution
to the beneficiary and would be taxed to the beneficiary.
Anything that had already been taxed was added to
principal, which was not taxed. The trust accounting rules
were designed to ensure there would not be a tax at both
| evel s.

1:42: 29 PM

Representative WIson asked if the bill cont ai ned
provisions that would discourage residents from doing an
estate or any other trust.
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Ms. Chapman answered it was an inconme tax bill. She did not
believe it would discourage people from doing the sanme type
of planning. She reasoned that parents would still want to
protect their children. She affirnmed that how sonething
would be taxed would be considered. There would be
consi deration about whether to nmake nore grantor trusts or
just have the tax pay it. She addressed what was typically
done to mnimze tax. She referred to an anendnent that
woul d make the scenario nuch sinpler for people doing trust
pl anning. Wien there were higher tax rates at the trust
level, it discouraged the accunulation of income, which
sonetinmes occurred on the federal level. If tax rates were
simlar, Alaska would not be discouraging people from
saving the noney for their <children for the future.
Additionally, people in Al aska would not be put in a
situation where they may have to make distributions just to
mnimze inconme taxes. She did not believe the bill would
di scourage Al askans from doi ng what they had been doing all
al ong.

Vice-Chair Gara asked if M. Chapman was famliar wth
speci al needs trusts. Ms. Chapman replied "very famliar."

Vice-Chair Gara provided a brief description of a specia
needs trust. He discussed that a person with a disability
may need a trust for their living expenses including a
special vehicle, a ranp, nedicine, and living expenses. He
asked for verification his description of a special needs
trust was accurate.

Ms. Chapman replied that his description was accurate, but
she saw an anendnent in the packet that was not quite
accurate. She explained that special needs trusts that were
established under federal and state law for people wth
disabilities to keep public assistance were funded with the
individual's own noney. She detailed that perhaps the
i ndi vidual had received an inheritance or a settlement from
a car accident. She furthered that those types of trusts
could only be used for supplenental needs such as a van or
ranp to a house. However, under social security rules the
funds could not be wused for housing, mnedical care that
woul d be provided by Medicaid, and food. The other type of
trust used was known as a third-party trust or supplenenta

needs trust. She used an exanple of a grandparent wanting

to leave a small inheritance to a child with special needs.
The grandparent would create a trust that would benefit the
child - those trusts were not known as special needs
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trusts, but as discretionary trusts. Her only concern [with
the anmendnent] was with references to being used for food
and shelter - wunder social security rules, special needs
trusts could not be used in that manner.

1: 46: 16 PM

Vice-Chair Gara relayed that M. Chapman was referring to
his Amendnent 18. He stated the anendnent was defined nore
broadly where the trust my also include a disabled
person's need for housing. The intention of the anmendnent
was to address situations where a trustee had lost their
soci al security incomne and wanted to lose their
eligibility, the funds in the trust wuld still be
nont axable as long as used for those things. If a person
wanted to keep their social security they would draft it
narromy, but if they did not mnd losing their social
security, the anmendnent would give the individual the
option to have trust funds tax free. He asked if there was
a problemw th the proposal.

Ms. Chapman replied no and believed it was a wonderful
i dea.

~AVENDVENTS

1: 47:19 PM

Co-Chair Seaton MOVED to ADOPT Amendnent 11, 30-LS0125\L.31
(Nauman, 3/30/17) (copy on file):

Page 11, |ine 21:
Del ete "and"
Page 11, line 24, follow ng "chapter;":

I nsert "and

(F) incone of an inconplete gift nongrantor trust to
whi ch a taxpayer transferred property, |ess deductions
of the trust, if

(i) the income and deductions of the trust would

be taken into account in conputing the taxpayer's
federal taxable incone if the trust in its entirety
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was treated as a grantor trust wunder the Internal
Revenue Code;

(ii) the trust is a resident trust;

(ti1) the trust does not qualify as a grantor trust
under U.S.C. 671 -679 (Internal Revenue Code); and

(tv) the grantor's transfer of assets to the trust is
treated as an inconplete gift under 26 U S C 2511
(I'nternal Revenue Code);"

Representative Wl son OBJECTED.

Ms. Hansen explained that the anmendnment would add incone
back into federal adjusted gross incone for consideration

She detailed it pertained to an inconplete non-grantor
trust. The |anguage had originally come from M. Ponp and
she had conversations earlier in the day with sone trust
conpanies and a trust attorney. The specific trust was
conplicated and would enable a person to create a trust
that for tax purposes was considered a non-grantor trust -
a trust that did not cone back into a person's incone. She
continued that it was inconplete, nmeaning a person did not
pay the federal gift tax and still retained certain powers
of choosing who, how, and when distributions were mnade.
There would probably not be many Alaskans choosing the
particular trust given its conplexity. She relayed that New
York had already taken action [simlar to the anmendnent] to
clarify that in the specific trust where the grantor
mai nt ai ned some control over the incone, the inconme should
be considered in the individual's return just like in a
normal grantor trust.

1: 49: 38 PM

Representative Pruitt asked if the amendnment provided an
exenption to the adjusted gross incone category.

Ms. Hansen answered that the incone would be added back
into adjusted gross income. On the federal level, the
specific trust [inconplete non-grantor trust] was not
considered a grantor trust. The amendnent would designate
t hat for the state |evel and in the particular
ci rcunstance, the trust would be considered a grantor trust
and it would be included in adjusted gross incone.
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Representative Pruitt thought the whol e purpose of adjusted
gross inconme was to nake the scenario nmuch nore sinple than
it was about to becone. He asked why they were considering
reversing courses.

Ms. Hansen replied that the chances the item would be
necessary were very slim and nost residents would not be
inpacted by the provision. She noted that subsequent
amendnents would |lower the tax rate brackets on trusts in
general. The anmendnment sponsor was supportive of that
change because of the many non-grantor trusts that should
not be taxed at a 7 percent rate. She explained it was the
one exanple where very high inconme individuals may
potentially nove their assets. One of the prinmary purposes
of the specific trust was for state incone tax avoi dance.

Representative Pruitt asked why they were including the
provision if they did not expect it to be used.

Co-Chair Seaton replied that the goal was to establish an
income tax wthout nunmerous | oophol es. The specific
| oophole had been seen in other states; therefore, the
anmendnent woul d ensure the specific |oophole could not be
used in Alaska. The amendnent was a preventative neasure

Del aware inconplete non-grantor trusts never got conpleted,
but due to tax avoidance, a person had noney that did not
get taxed. The anendnent established that if a person set
up one of the specific trusts in Alaska, it would be
treated as the individual's own income as if it was a
conpl eted grantor trust.

1: 52: 40 PM

Representative Pruitt stated there had been a novenent from
the initial 15 percent to the adjusted gross inconme. He
believed the intent was to make things as sinple as
possible. He referred to line 37 of the 1040 form [ adj usted
gross inconme line on U S. Individual Incone tax Return form
(copy on file)]. He added there were not supposed to be any
deductions afterwards. He thought the anmendment seened |ike
the start of carving out holes seen as | oophol es above and
below the adjusted gross incone lines. He asked if there
had been a departure fromtrying to keep things sinple. He
believed they were trying to nmake their own system that was
| oosely based on the federal systemand it would be subject
to change in the future based on whether or not it could
bring in nore noney to pay for state governnent.
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Co-Chair Seaton responded that trusts were very conplex
subjects. He detailed it was a way in sone cases to avoid
tax. If the legislature did not want to include |oophol es,
it should nmake what was and was not allowable as clear as
possi bl e. The anendnent attenpted to take the experience of
ot her states and make sure people knew they could not use
the inconplete trust as a tax | oophole in Al aska.

Representative WIson asked for verification the anmendnent
dealt only with resident trusts.

Ms. Hansen answered that wunder the anendnent the incone
woul d conme back to the individual resident for taxation

Representative WIlson pointed out that (F)(ii) of the
amendnent specified that it pertained to resident trusts
that were currently not federally taxed.

Ms. Hansen replied that if it was a nonresident trust,
there would not be a way for the state to tax the
i ndi vi dual because the noney would be going back into the
nonresident's inconme. Therefore, the anendnent could only
apply to a resident.

Representative WIson thought the provision would encourage
Al askans to go to states |ike Nevada because the trust was
not federally taxed, but would be taxed in Al aska. She
reasoned that if a person noved the trust to Nevada they
woul d not have federal or state taxes.

1:56: 17 PM

Ms. Hansen answered that the trust would still be taxable
because the incone would be added back into the resident's
adjusted gross inconme. She enphasized that the anendnent
was a preventative measure. The trusts would likely not be
seen in Al aska.

Representative WIlson wanted to understand the issue. She
was trying to determine if the provision would encourage
i ndi vidual s to have the trusts in another state.

Ms. Hansen responded that it my be possible for an
individual to establish the particular type of trust in
anot her state, but all of the income used to establish the
trust would need to be from a source outside of Al aska.
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Additionally, any trustees and corpus of the trust would
have to be out-of-state.

Representative W/Ison thought sone of the anendnents woul d
be hard to vote on. She had spent nobst of the weekend
trying to research what the anendnents would do. She did
not have the expertise on the issues and had received
conflicting answers about what the anendnents would do and
how they would inpact Al askans. She continued that if they
were really tal king about incone comng out of a trust, S
corporation, or an LLC, she believed tax would be recouped
based on the existing system She did not understand why
they were discussing trusts at all when the issue was about
i ncome t ax.

1:59: 09 PM

Vice-Chair Gara supported the amendnent. He spoke to the
di scussion that the amendnent was conplex. He stated that
on the federal tax form [1040] it was necessary to make
every calculation already prior to getting to the adjusted
gross incone. Under the bill a person would use the sane
nunber they had already calculated on their federal tax,
which was not conplex. The issue in the anendnent was
whet her the |egislature wanted soneone to avoid tax if they
had a |arge anount of noney. He did not believe a goal of
the bill should be to let the wealthiest people hide their
nmoney from taxation

Representative WIlson did not understand how a person woul d
be able to hide their noney. She reasoned that when noney
was taken out, there would be a charge. She asked how
soneone could be hiding their noney. Additionally, if the
person was hiding their noney in Al aska, she asked if there
was any other avenue for the person to do the sane thing
somewher e el se.

Ms. Chapman clarified that they were not talking about
hi di ng noney. The issue was about proper tax planning. She
stated that Representative WIson was correct in stating
that in alnost all instances the state would receive tax
because sone assets would be distributed out of the trust.
The topic addressed by the amendnent was an extrenely
narrow subset of irrevocable trusts that were taxed as
separate entities for federal tax purposes. She believed
the anendnent ainmed to address wealthy Al askans taking
noney from Al aska and noving it to another state w thout an
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income tax. If the funds were not distributed, Al aska would
receive no tax, whereas, if noney was distributed, Al aska
woul d receive the tax. The anendnent pertained to trusts
established by residents in another jurisdiction that did
not meke distributions from and did not pay state incone
tax. She noted there were sonme rulings from the IRS, but

she believed whether the trusts worked or not was still in
debate. The anmendnment was trying to specify that the
i ndi vidual would still have to pay tax on the trust in

Al aska even if no distribution was nade.

2:02:11 PM

Representative WIlson surmsed it was about whether a
person paid at present or later. She believed Al aska would
ultimately receive the tax. She stated that the amendnent
would nean the trust would be taxed at present versus
waiting four or five years when it was paid out. She
continued that the noney would ultinmately be taxed. She did
not believe anyone was hi di ng noney anywhere.

Ms. Hansen replied that the beneficiaries of the trusts may
not be Al askans. She continued that it was a very specific
type of trust - the Al askan who created the trust was not
the beneficiary, but they maintained control over the noney
in the way they did not in many of the other non-grantor
types of trusts. The individual was not avoiding the tax on
a federal level. She clarified that it pertained to
planning within the tax law. On the federal |evel there was
no tax avoidance, it was just one way the individual had
been able to disassociate that inconme with their state of
residency and therefore avoid the state incone tax.

Representative WIson thought it was inportant to be
careful when referring to tax avoidance and surm sed that
if an individual was breaking the law the IRS would step
in. She wondered how the state would know what a trust
earned. She continued that the trust may not be | ocated in
Al aska. She surm sed that because beneficiaries nmay not be
Al askan residents, the state wanted to nake sure to get its
share before the noney was distributed. She believed the
enforcement system sounded like a nightmare. She wondered
how nmany people the state would need to hire to ook into
the trusts in other states to determne how to tax
i ndi viduals. She opined that it was very far reaching in
conparison with waiting until a distribution was nade [to
receive the tax].
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2:05: 05 PM

Co- Chair Seaton believed that telling people that the issue
was not |egal would probably solve the problem if people
understood it was illegal to have a trust that was never
conpl eted, where the individual still controlled the noney.
He elaborated that the issue was conplex and involved
attorneys and <could involve tax court. The anendnent
i ncluded | anguage to ensure a tax | oophole was not created,
a loophole that had been found in other states and
responded to.

Vice-Chair Gara spoke to his understanding of the concept.
He surm sed that the federal governnent did not tax unti
the distribution occurred - it did not matter what state a
person noved to because they were still subject to federa
tax. He continued that states had a different issue -
states were trying to avoid a situation where soneone did
not distribute the trust incone and then in a year they
wanted to distribute the incone they noved to a state with
no tax. He asked if his understanding was accur at e.

Ms. Hansen responded that the federal governnment did tax
trusts that accunmulate incone. She agreed that it did not
matter to the federal governnent what state of residency a
trust was established in - the governnent would receive the
sanme share out of the trust no matter what. She continued
that it did matter to the state whether or not the resident
was able to nove the asset out-of-state through a trust
She noted the subsequent anmendnents were sinpler.

Representati ve Wl son MAI NTAI NED her OBJECTI ON
Aroll call vote was taken on the noti on.

IN FAVOR Otiz, Gara, Grenn, Stutes, Foster, Seaton
OPPCSED: Pruitt, Thompson, Tilton, WIson

The MOTI ON PASSED (6/4). There being NO further OBJECTI ON
Amendnent 11 was ADOPTED.

2:08: 20 PM

Co- Chair Seaton MOVED to ADOPT Amendnent 12, 30-LS0125\L. 32
(Nauman, 3/30/17) (copy on file):
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Page 26, line 18, follow ng "Il aw,
| nsert "or"
Page 26, line 27, through page 27, |line 4:
Delete all material .

Representative WIson OBJECTED

Ms. Hansen explained that the amendnent would adjust the
definition of resident trust to ensure the bill did not
overreach and capture nonr esi dent trusts currently
adm nistered in Al aska. The anendnent sponsor did not want
to interfere with the trust industry. She explained that if
nonresi dent trusts were taxed as resident trusts they would
nove to another state. The original bill draft included a
definition that was too broad. The anendnent would delete
items C, D, and E, which stated [version L]:

(C a trust consisting of property that is or will be
di sposed of or adm nistered under state |aw

(D) a trust with a fiduciary or beneficiary other than

a beneficiary whose interest in the trust IS
contingent, that is a resident of the state, and the
laws of the state will govern the admnistration of

the trust; the residence of a corporate fiduciary
neans the principal pl ace where the corporation
transacts the admnistration of the trust; or

(E) a trust that is admnistered primarily in the
state and governed by the | aws of the state.

Ms. Hansen elaborated that currently wunder the trust
industry Alaska's trust law required that part of the
corpus of the trust be held in-state in order for it to be
covered by Alaska trust laws. She explained it was a
benefit to Alaska's comunities and banking industry
because it allowed them to have noney deposited in |oca
banks that would not otherw se be there (the nobney was not
from an Al askan source). The deletion of the itens would
nore closely align Alaska with some other definitions of
resident trusts such as New York, and would allow the trust
i ndustry to conti nue.
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Representative Wlson did not want to be |i ke New York. She
was concerned that the anendnent would create two cl asses
of trusts: resident trusts and nonresident trusts. She
believed it would nmake it enticing for nonresidents to cone
to the state to establish trusts because the state was not
going to tax them at the same rate as residents. She
continued that it would force Alaskans to go to another
state to get the same benefit. She thought it was wong in
every way. She was supportive of the trust industry in
Al aska, but providing nore advantage to nonresidents did
not make sense to her. She asked if the anendnents had been
added to amendnments the comrittee had heard the previous
week.

Co- Chair Foster believed everything was in order.

Ms. Hansen replied that the bill before the commttee had
been wupdated to reflect the anmendnents that had been
adopted in the past (to bill version E). The bill was a new

version (version L).

Co-Chair Seaton relayed there had been significant concern
about the trust industry established in Alaska. The
anendnent ainmed to ensure the trust industry was not
inpacted and could be mamintained in Alaska as it was
previously. He explained that M. Ponp had a different
phi | osophy, which was to tax everything that was
constitutional to tax, including nonresident trusts. The
co-chairs felt it had been too broad. He detailed that the
commttee had heard during public testinony that people
wanted to make sure the trust industry, including the
nonresi dent trust industry, was allowed to go forward as it
had been.

2:13:31 PM

Representative Wl son MAI NTAI NED her OBJECTI ON.

Aroll call vote was taken on the notion.

I N FAVOR. Thonpson, Gara, Genn, Stutes, Otiz, Seaton
Fost er

OPPCSED: Pruitt, Tilton, WIson

The MOTI ON PASSED (7/3). There being NO further OBJECTI ON
Amendnent 12 was ADOPTED
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2:14:13 PM

Co- Chair Seaton MOVED to ADOPT Amendnent 13, 30-LS0125\L. 46
(Nauman, 4/3/17) (copy on file):

Page 9, following line 27:

I nsert a new subsection to read:

"(d) A trust that is exenpt from federal inconme tax
because of its purpose or activities is not subject to
tax under this chapter.™

Representative Wl son OBJECTED.

Ms. Hansen explained that the anmendnent added clarifying
| anguage that a trust exenpt from federal inconme tax due to
its purpose or activities, was not subject to tax. She
relayed that it had already been true because the trust
woul d only be taxed on taxable income, which was based on
federally adjusted gross incone. Those types of trusts
woul d not have been in that incone. She used a charitable
remai nder trust as an exanple. She deferred to M. Chapman
for additional exanples.

Representative WIson asked about the types of trusts that
appl i ed.

Ms. Chapnan answered that it would also include retirenent
trusts. For exanple, a 401k with a private enployer had
associated qualified trusts and was not subject to federa
i ncome tax under Section 401(a).

Representative WIson asked about union trusts. M. Chapman
deferred to Ms. Hansen

Ms. Hansen answered that unions had a type of trust called
Taft-Hartley, which was a type of pension trust that was
exenpt federally. Additionally, some of the union nedica
trusts were al so exenpt.

Representative WIson asked why the trusts had been
included if the bill would not tax federally taxed trusts.

Ms. Hansen answered that the anendnent included clarifying

| anguage only. If sonmeone was reading through the bill
section related to tax on trusts they would be able to know
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the bill would not levy a tax on trusts exenpt on a federal
| evel .

2:17: 05 PM

Representative Pruitt stated that Amendnent 11 had tried to
get as nmuch noney as possible by elimnating |oopholes. He
commented that the current anmendnent (Anendnent 13) would
gi ve sone people a pass [from taxes]. He asked why the bill
went after nore noney in one case and gave people a pass in
anot her case.

Vice-Chair Gara explained it was a policy call not to tax
trusts that currently had an existing no-tax policy. He
would listen to an anendnent to the anmendnent to add taxes
that were not in the bill, but he would probably oppose it.

Ms. Hansen referenced the committee's earlier discussion
about inconplete non-grantor trusts and relayed that those
distributions would have been federally taxed at sone
point; therefore, those trusts did not fit into the
category of trusts that were tax exenpt for their purpose
or activities.

Representative WI|son asked if any of the trusts related to
the current amendnment would be taxed when they nade
di stri butions.

Ms. Chapman replied that charitable trust distributions
were made to charities and were never taxed; however, a
charitable remainder trust could have interest or incone
distributions to individuals, which would be taxed. She
explained that if she set up a charitable remainder trust
where she had the right to receive the incone for her life
and when she passed away the remai nder went to charity, it
was an exenpt trust under federal |aw, but she would be
taxed on the incone because she was an individual. Anything
that went to a charitable organization that was exenpt
under [Internal Revenue Code Section] 501, would never be
subject to tax at the federal |evel

Representative WIson asked if it was known how nuch nore
noney would conme into the state if the amendnment fail ed.
Al ternatively, she wondered how nmuch the state would |ose
in incone if the anendnent passed.
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Ms. Hansen answered that the bill was not currently taxing
the specific trusts, the | anguage was nerely clarifying.

Representative Wl son W THDREW her OBJECTI ON
There bei ng NO OBJECTI ON, Amendnent 13 was ADOPTED

2:20: 08 PM

Vice-Chair Gara asked to roll Amendnment 17, 30-LS0125\L. 37
(Nauman, 3/31/17) (copy on file) to the bottom of the I|ist.
He thought the subject may be addressed by a different
anmendnent .

Page 13, followi ng line 26:
| nsert a new subsection to read:

"(b) For purposes of this section, the departnent
shall treat the undistributed and distributed incone
of a trust as incone."

Rel etter the followi ng subsection accordingly.

MVs. Hansen clarified that the sponsor's office had
di scussion earlier in the day with a trust taxation expert.
Part of the purpose was to avoid people creating multiple
trusts just to take advantage of |ower tax brackets. On the
federal level rule 26 US. Code 643(f) specified that if
the grantor and beneficiaries were substantially the sanme
person, the trusts were considered the sane trust for tax
pur poses. She believed the intent was already captured in
the bill because the state tax would be based on the
federally adjusted gross incone and the bill specified the
trust inconme should be considered as it was for federal
pur poses.

Vice-Chair Gara stated that the intent in the anendnent was
not to have a flat 7 percent tax, but for the tax to be
based on the tax brackets based on the anobunt of incone. He
asked for wverification the intent would be acconplished
sonewher e el se.

Ms. Hansen replied that it was the topic of a future
amendnent .
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Vice-Chair Gara asked to roll the anmendnent to the bottom
of the list and did not believe it would be needed.

There being NO OBJECTION, Anendnent 17 was rolled to the
bottom of the |ist.

2:22:23 PM

Vice-Chair Gara MOVED to ADOPT Anmendnent 18, 30-LS0125\L. 41
(Nauman, 3/31/17) (copy on file):

Page 9, following line 27:
| nsert a new subsection to read:

"(d) A special needs trust or other trust established
to provide solely for the housing, |iving expenses, or
nmedi cal care of a disabled beneficiary is not subject
to tax under this chapter. In this subsection

(1) "disabled beneficiary" neans a person who has
a physical or nental disability or a physical or
nmental inpairment, as defined in AS 18. 80. 300;

(2) "special needs trust" has the meaning given in AS
13. 36. 215(b) . "

Representative WIson OBJECTED

Vice-Chair Gara explained the amendnent. He relayed that in
a nunber of circunstances people with disabilities had a
special needs trust created. For exanple, if a person
suffered a terrible brain injury and needed a lift to get
in a van, special equipnent to get inside their hone in
order to live independently, nedical care, |iving expenses,
and recreational equipnent. Trusts were created where the
noney could only be used for those things - nedical related
living expenses. He detailed that disability was defined
under Al aska Statute 18.80.300 and pertained to a nental or
physi cal disability. The intention of the amendnment was to
not tax the income from those trusts. The individuals were
dealing with very difficult life situations as it is and
the noney was only spent on things related to the difficult
life situation

Representative WIson asked about the definition. She
assuned the amendnent pertained to AS 18.80.300 (14) and
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(15). She noted that subsection (14) included a definition
of physical and nental disability. She read from the
definition "a physi cal or ment al i mpai r ment t hat
substantially limts a person's najor life activity, only
as a result of the attitudes of others toward the
inpairnment; or none of the inpairnents defined in this
par agraph but being treated by others as having such an
inmpairment..." She did not believe the anmendnent sponsor
was addressing that portion of the definition. She believed
the anmendnent should be nore specific on whether it
pertained to an actual disability or that sonmeone was
treating themlike they had a disability.

Vice-Chair Gara replied that the [|anguage nentioned by
Representative WIlson would result in very mnor costs. He
believed it was doubtful someone would create a trust for a
perceived disability; however, if they did, it would be
fine with him He noted it was not very nuch noney and he
could not inmagine there being a $1 million trust to address
the small issue. He surmsed it would probably be a matter
of thousands of dollars. He was confortable |eaving that
portion of the definition in the amendnent.

2:25:49 PM

Representative W/ son she believed an individual could not
necessarily have what would generally be considered a
disability, but still fit wunder the definition and be
allowed to set up a trust for housing and |iving expenses.

Vice-Chair Gara stated that if Representative WIson wanted
to cone back with a clean definition to address the portion
of the disability she did not think needed to be addressed,
he would be happy to adjust the |anguage. However, on the
fly, the kind of disability mentioned by Representative
Wl son would not involve very nuch noney. It was a policy
call. He could go along with the concern if Representative
Wl son had an adjustment to the |anguage. He believed the
nore inportant thing was to not tax the trusts. He was
happy to work with his colleague if she had a refinenent to
make.

Representative W/l son suggested limting Arendnent 18 to AS
18.80.300 14(a) "a physical or nmental inpairnment that
substantially limts a person's major life activity..." She
believed the subsection included the disabilities Vice-
Chair Gara was referring to. She furthered that individuals
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needi ng extra assistance would be the ones setting up the
trust and utilizing them She did not believe the other
definitions fit the anmendnent sponsor's description

Vice-Chair Gara stated that he also wanted to include a
condition that may require the use of a prosthesis and
speci al equi pnent for mobi lity. He explained that
Representative WIson's proposed |anguage would delete
that. He was happy to work on a nore narrow definition, but
he did not want to exclude individuals who needed help
because they had lost a linb or other.

Representative WIson agreed and stated that subsections
(A) and (D) would fit Vice-Chair Gara's description. She
MOVED to AVMEND Anmendnent 18 to limt the definition to AS
18.80.300 (14)(A) and (D).

Vi ce-Chair Gara had no objection to the proposed anendnent.

There bei ng NO OBJECTI ON, Amendnent 18 was anended.

2:29:41 PM

Representative Pruitt asked if a special needs trust needed
to be established as a special needs trust.

Ms. Chapnman replied that the definition of 13.36.215(b) was
limted to first-party trusts, which were special needs
trusts neeting social security rules. The trusts were
established under very specific rules. She believed the
amendnent al so covered other trusts that nmay be broader for
individuals with disabilities.

Representative Pruitt used a trust established for a senior
as an exanple. He asked whether a senior who fit within the
rul es under discussion would automatically fall wunder the
category. Alternatively, he wondered if the trust had to
initially be set up in a nmanner specifying it would be tax
exenpt or if the trust could becone tax exenpt if the
i ndi vi dual found thenselves fitting wthin 18.80.300
(14) (A or (D).

Ms. Chapman answered it would depend on how the trust was
witten. Typically if an attorney was drafting the trust
for sonmeone with a disability, they would include all of
the limtations. Sonetines trusts were drafted nore
broadly, but they may include a provision specifying that
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if the events were to occur to the individual beneficiary
the definition would be limted at that time. She relayed
it would depend on how the trust was drafted, but generally
they were always set up with the goal of being special
needs trusts or trusts with disabilities.

2:31:35 PM

Representative Pruitt asked if the trust could be anended
For exanple, if an individual becane disabled after a
certain period of drawing from a trust, he wondered if the
trust could be anended.

Ms. Chapman answered that the trusts under discussion were
irrevocable and the individual establishing the trust
generally did not have the authority to make anendnents.
However, wunder Al aska law there was the ability to go to
court to obtain amendnents to trusts if it an anmendment
would be in the best interest of the Dbeneficiary.
Additionally, there was a provision that granted trustees
in certain circunstances the ability to anend trusts,
particularly to create special needs trusts. The definition
referenced under 13.36.215(b) was relating to that type of
trustee powers. The goal had been to draft the trust |aws
to be very useful to help people with disabilities.

Vice-Chair Gara stated that a special needs trust was
created by a specific class of people. There could also be
a trust that did the sanme thing to help sonmeone with a
disability that was not called a special needs trust. The
goal was regardless of who created the trust, if it was a
special needs trust, it should be tax free. He asked for
verification that special needs trusts were, by definition,
only those trusts created by a certain class of people.

Ms. Chapman replied in the affirmative. The definition of
speci al needs trust was for people who need to conply with
the social security rules to continue to receive their
social security and also for Medicaid purposes. The
definition in the anmendment would be broader. She added
that other types of trusts that were not special needs
trusts were used, as narrowy defined under federal |aw,
for people with disabilities.

Vice-Chair Gara asked who had to create the trust for it to
be a special needs trust.
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Ms. Chapman replied that she did not have the definition
statute in front of her, but she believed the provision was
referring to first-party trusts, which neant it was the
i ndi vi dual . Up until recently the trust had to be
established by the court, a parent, or a grandparent, but
federal law had just recently changed to make them easier
to establish.

Representative WIson asked for wverification that an
i ndi vidual would not have the ability to take their
irrevocable trust and call it a special needs trust. She
surm sed that under the amendnent the trust would have to
be established as a special needs trust.

Ms. Chaprman clarified that the individual could call the
trust a special needs trust. She detailed it was a nane
that had been used as a shorthand for the specific type of
trust. She continued that the trusts were established with
names "like that,” but it may not conply with the socia
security rules. The trust would just not be qualified under
social security. An individual could call a trust anything
they wanted to. She detailed that special needs trusts were
very restrictive under federal |aw. She concluded that it
was okay if a trust did not conply with the federal rules,
but they were done for different purposes.

2:35:28 PM

Representative W/ son thought there was sonething called a
speci al needs trust, which was the reason she was anenabl e
to the anmendnent and why she wanted to ensure the
definition was accurate. However, she now believed that if
a person said the trust was special needs and did not want
to pay state incone tax, the individual would have to fil
out paperwork or sone proof to show they fell wunder the
statutory definition of disabled. She asked if it would
have to take place to abide by the anendnent.

Ms. Chapman replied that the way she understood the
anendnent was that if she had established a trust for a
di sabl ed beneficiary that net the requirenents, the trust
woul d be exenpt.

Representative WIson asked if it was the intent of the
amendnent. Her understanding of the anendnent was to make
sure the state took care of individuals with a disability.
She stated that she had m stakenly believed that a special
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needs trust was an actual type of trust. She now understood
it was nerely termnology. She wanted to ensure the
anendnent would not result in significant regulation so
that "something has to be proven that they fall underneath
this."”

Vice-Chair Gara cited line 3 of the amendnent that
speci fied a special needs trust or other trust that did the
sane thing. He explained that the special needs trust had
to be created by the beneficiary. He also wanted the sane
kind of trusts created by a third party to be covered. He
did not care who created the trust, but he did care that
the noney was used for soneone with a disability for their

living expenses, including recreational expenses, dignity
expenses related to the disability, a lift for a van, and
all itens related to a person's living because of their
di sability.
2:38: 06 PM

Representative WIson WTHDREW her OBJECTION. There being
NO further OBJECTI ON, Anendnent 18 was ADOPTED as anended.

2:38:26 PM

Co- Chair Seaton MOVED to ADOPT Amendment 24, 30-LSO125\L. 48
(Nauman, 4/3/17) (copy on file):

Page 9, lines 11 - 13:

Delete "A seven percent tax is inposed for each
taxabl e year or portion of taxable year on the taxable
income of a resident or nonresident trust or estate.”
Insert "A tax is inposed for each taxable vyear or
portion of a taxable year on the taxable inconme of a
resident or nonresident trust or estate. Except as
provided in (b) of this section, the tax under this
section for a trust or estate is determned as

foll ows:

If the taxable incone is Then the tax is

Less than $50, 000 2.5 percent of the
amount in excess of
$0

$50, 000 but |ess than $100, 000 $1, 250 plus 4

percent of the
anount in excess of
$50, 000
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$100, 000 but | ess than $200, 000 $3,250 plus 5
percent of the
anount in excess of
$100, 000

$200, 000 but |ess than $250, 000 $8, 250 plus 6
percent of the
anount in excess of
$200, 000

$250, 000 or nore $11, 250 plus 7
percent of the
anount in excess of
$250, 000.

(b)"

Page 9, line 15, follow ng "Code).":
2l nsert "(c)"

Rel etter the followi ng subsections accordingly.
Page 9, line 24:
Delete "(b)(1D)"
Insert "(d)(1)"

Representative Wl son OBJECTED.

Ms. Hansen explained that the intent of the amendnent was
to delete the existing flat 7 percent tax currently on
trusts and insert the sane tax and apply the sane tax
brackets that were applied to an individual. The one change
was that the 2.5 percent tax began on dollar one instead of
t he $10, 300 tax provided to an individual.

Representative Wl son requested an "at ease.”

2:39: 39 PM
AT EASE

2:40:18 PM
RECONVENED

Representative Wl son W THDREW her OBJECTI ON

Vice-Chair Gara stated that there had originally been a 7
percent tax on trust income. The amendnent specified that
tax on trust inconme was based on the inconme tax schedule in
the bill. He elaborated that |ower anobunts of trust incone
were taxed at a lower rate and higher anmounts of trust
inconme were taxed at a higher rate.
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There being NO further OBJECTI ON, Amrendnent 24 was ADOPTED.

2:41:20 PM

Co-Chair Seaton MOVED to ADOPT Anmendnent 1, 30-LSOL25\L.4
(Nauman, 3/27/17) (copy on file):

Page 8, lines 6 - 17:

Delete all material and insert:

"I'f the taxable incone is Then the tax is

Less than $20, 600 $0

$20, 600 but | ess than $100, 000 2.5 percent of the
anmount in excess of
$20, 600

$100, 000 but less than $200, 000 $1,985 plus 4
percent of the
anount in excess of
$100, 000

$200, 000 but |ess than $400, 000 $5,985 plus 5
percent of the
anount in excess of
$200, 000

$400, 000 but Il ess than $500, 000 $15,985 plus 6
per cent of the
anount in excess of
$400, 000

$500, 000 or nore $21, 985 plus 7
percent of the
anount in excess
of $500, 000. "

Representative Pruitt OBJECTED.

Ms. Hansen explained that the amendnent would correct an
error in the brackets, which was noted when the conmttee
substitute had been introduced. The anmendment corrected tax
brackets for individuals filing jointly. The intention had
been that the mninmum (the amount below which the tax was
zero) should have been a sinple doubling of the m ninmm for
the individual tax brackets. The anmount on the individua
tax brackets had been $10,300; however, the bottom anount
in the conmmttee substitute for the joint brackets was

House Fi nance Conmmittee 31 04/03/17 1:05 P. M



$22,600. The amendnent would anend the brackets for joint
filers so that the taxable incone began at $20,600 (double
the starting anmount for individuals).

2:42: 29 PM

Representative Pruitt did not support the amendnent. He
rel ayed that he was okay with the error that gave $50 extra
dollars to married seniors making $30,000. He believed the
m stake would be a gain for those individuals. He had
recently heard froma senior who had only $127 per nonth to
spare after all of their expenses were paid. He the
amendment woul d nmean taking $4 out of that person's $127.

Vice-Chair Gara renmarked that there would also be a $4, 000
deduction per person. For a couple it would be $28, 600
before they were taxed. On top of that there would be two
Per manent Fund Di vi dends (PFD), which would bring the total
to over $31,000 before being taxed. He noted it would be
t he subject of another anmendnent |ater on. The person wth
$1, 000 rmonthly income woul d not pay tax under the bill.

Representative Pruitt replied that he was well aware of the
information relayed by Vice-Chair Gara. He stated the
comittee had heard $30,000 the previous week and the
amendnent |lowered the anount $2,000 before including
di vidends. He stated it was a $50 change to some seni ors.
Representative Pruitt MAI NTAINED his OBJECTI ON.

Aroll call vote was taken on the notion.

IN FAVOR Gara, Grenn, Stutes, Otiz, Foster, Seaton
OPPCSED: Thonpson, Tilton, WIlson, Pruitt

The MOTI ON PASSED (6/4).
There being NO further OBJECTI ON, Anmendnent 1 was ADOPTED

2:45:20 PM

Co-Chair Seaton MOVED to ADOPT Anmendnent 2, 30-LS0125\L.5
(Nauman, 3/27/17) (copy on file):

Page 21, lines 22 - 24:

House Fi nance Conmmittee 32 04/03/17 1:05 P. M



Del ete "Regulations adopted under this section
shal | require a per son payi ng an i ndependent
contractor to wthhold a portion of the anount
paid to the independent contractor."”

Representative G enn OBJECTED for discussion.

Ms. Hansen explained the anendnent. She relayed that the
current commttee substitute required the departnent to
establish regulations for wthholding on anobunts paid to
i ndependent contractors. It had |ater been determ ned that
nost states did not do so. The one state that did had
determined that about 40 percent of the independent
contractors received a refund. The adm nistrative burden of
t he provision woul d be higher than any potential revenue.

Representative G enn W THDREW hi s OBJECTI ON
There being NO further OBJECTI ON, Anmendnent 2 WAS ADOPTED

Co-Chair Seaton MOVED to ADOPT Anmendnent 3, 30-LS0125\L.6
(Nauman, 3/28/17) (copy on file):

Page 23, following Iine 28:
| nsert a new section to read:

"Sec. 43.22.100. | nf or mati on released to a
banking institution. Notwithstanding AS 43.05. 230,
information on an individual incone tax return may be
rel eased to a banking institution to verify the direct
deposit of an income tax refund or correct an error in
t hat deposit."”

Representati ve Wl son OBJECTED.

Ms. Hansen explained that the anmendnment would insert a
section that had been included in the original version of
the bill. The section was admnistrative and allowed the
release of information on a tax return to a banking
institution for them to verify the direct deposit of the
refund or an error in the refund.

Representative WIson asked for verification that if she

did not want the government in her banking account she
could el ect to not have an automatic deposit.
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Ms. Hansen answered in the affirmative.
Representative Wl son W THDREW her OBJECTI ON
There being NO further OBJECTI ON, Anmendnent 3 was ADOPTED

2:47:49 PM

Co-Chair Seaton MOVED to ADOPT Anendnent 4, 30-LS0125\L.9
(Nauman, 3/29/17) (copy on file). [Note: due to the length
of the anendnent it has not been included here. See copy on
file for details.]

Representative Wl son OBJECTED for discussion.

Ms. Hansen explained that the amendnent would make five
changes, nobst of which were technical |anguage changes and
rel at ed to adm ni stration and t ax conpl i ance for
partnerships and S corporations. There was one change

pertaining to trusts. She referred to page 9, line 26, item
(C of the legislation - there had been a drafting error
between the original bill and the conmttee substitute.

Under 43.22.020 the tax on trust, item (C) was intended to
say that if a trust was considered a nonresident trust and
a trustee was a nonresident banking corporation, which was
acquired by a resident banking corporation, the banking
corporation would remain a nonresident trust for the
pur poses  of the situation. She detailed that t he
acqui sition of the nonresident banking corporation was not
sonmething the other trustees or the beneficiary would have
any control over.

Ms. Hansen continued expl aining the amendnent. She directed
attention to page 12, lines 27 and 28 of the bill, which
described taxable incone from a partnership or an S
corporation. The anendnment nmade a technical correction.
Currently the section read "a partner's or shareholder's
distributive share,” but it was nore accurate to say "a
partner's distributive share and a shareholder's pro rata
share."” She noved to Section 43.22.050 on page 18 where the
anendnent would insert a new subsection (B). The section
was neant to deal with business conducted in Al aska by a
nonresident individual or a state, trust, or business. If
busi ness was conducted by a nonresident business, the
incone distributed to individuals needed to be allocated
based on the nultistate conpact. The |anguage was already
included, but there was currently no reference in AS
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43.22.050 to S corporations or partnerships, which needed
to be included.

Ms. Hansen addressed the next change proposed in the
anmendnent. She turned to page 19, following line 16, where
a new section would be inserted that dealt with personal
service and S corporations formed or used to evade incone
tax. The language was very simlar to existing federal
income tax statute |anguage - several other states also had
simlar |language. States that did not have the | anguage had
found a significant anmount of state incone tax avoidance.
Techni cal detail information had been provided by M. Ponp,
but it had not been included in the original conmttee
substitute in order to take tinme to sufficiently understand
the provision. She noted that renunbering occurred
t hroughout the anendnent. The final change appeared on page
22, line 4 - the section related to wthholding by
partnerships for nonresident partners. The following line
was inserted: "The departnent shall adopt regulations that
allow a partnership subject to wthholding under this
section to file a conposite return.” She explained that a
conposite return was used in nmany states and allowed a
nonresi dent partner to specify that their only income from
a state was inconme from the partnership. The individual
certified the wthholding anount was accurate and
subsequently did not have to personally file an inconme tax
return for that specific state.

2:53:44 PM

Representative WI|son asked if a person wth a nonresident
trust could not use an Al aska-owned bank. She noted that
they were talking about that if a nonresident financial
institution was bought out by a resident institution, the
state would not charge the nonresident. She asked about a
scenari o where the bank was an Al aska bank to start wth.

Ms. Hansen answered that the intention of the exception was
not for nonresident trusts, it was for a trust established
by a resident. The definition of resident trust is a trust
established based on property that belonged to a resident
of the state. She addressed the exenption in the section
related to taxing on trusts and explained that if the trust
was outside of the state, trustees were all nonresidents,
and there was no inconme or gains from the trust connected
with the state, Alaska did not have constitutiona
authority to tax the trust. The exenption was not about a
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nonresi dent trust placing noney in an Al askan bank or non-
Al askan bank. It pertained to the specific situation under
AS 43.22.020 (B) in which a trust created by a resident was
not taxable by the state.

Representative WIlson countered that the |anguage read that
"a nonresident trustee remains a nonresident trustee even
if that banking corporation is |later acquired by a resident
banki ng corporation.” She asked if a trust started in a
resi dent banki ng corporation would be taxed differently.

Ms. Hansen replied in the affirmative. She detailed that if
a resident trust had an Alaskan banking corporation
trustee, it would not qualify for the exenption under
[ 43.22.020] (B); therefore, they would be taxed.

Representative WIson was trying to figure out what the
banki ng corporation had to do with the issue. She asked for
verification that they were specifically talking about the
type of banking corporation the trust was started in.

Ms. Hansen answered that it was not about the banking
corporation that held the nopney, it was about whether a
banki ng corporation was a trustee in the trust. She did not
know if for exanple the Peak Trust Conpany was considered a
banki ng corporation or not. The specific section would
apply if a conpany was considered a banking corporation and
al so acted as a trustee. She clarified that a trust conpany
or trust using a local bank such as Northrim Bank, did not
automatically nmake the bank a trustee. The topic only
pertained to a banking corporation acting as a trustee on
behal f of a specific trust.

2:57:45 PM

Representative WIlson was trying to ensure the anmendnent
woul d not black-ball any resident banking corporation. She
did not want to give an unfair advantage to a different
type of banking corporation.

Ms. Hansen did not believe it would be the case, because
Representative WIlson was speaking about a trustee that was
a nonresident banking corporation at the time the banking
corporation becane a trustee. Once a banking corporation
was considered a nonresident trustee, their status would
not change.
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Representative WIlson read from AS 43.22.050 that dealt
wi th "business conducted in the state by a nonresident and
directs the departnment to regulate what is considered
income from a source within the state." She asked why the
departnment would be witing regulation on incone from a
source within the state. She believed it should be witten
within the bill so that soneone would be able to read the
provi sion and know what income from a source within the
state actually neant.

Ms. Hansen answered that the section also specified that
"regul ations adopted under this subsection nust be
consistent with AS 43.19 and AS 43.22.045." She expl ai ned
that AS 43.22.045 fell within the bill and defined incone
from a source within a state. If an entity had business
inside and outside the state, it was necessary to adjust
for the multistate conpact. The section specified that the
state would take the rules on state source incone |laid out
in AS 43.22.045 and the nultistate conpact rules and would
make sure they worked together wthin the state's
regul ati ons.

2:59:49 PM

Representative WIlson referred to the provision where the
department would set out regulation for partnerships
required to withhold inconme on a nonresident partner. She
asked about the reasoning for the | anguage.

Ms. Hansen responded that there were two circunstances the
situation my occur. The first was in the case of a
conposite return where a nonresident partner may choose to
have the partnership withhold for their benefit so they did
not have to file an individual incone tax return. Second,
the partnerships were already filing a Chapter K
information return with DOR She believed it was fairly
cormon practice for the partnerships to wthhold on
nonr esi dent i ncone.

Representative WIlson was fine with having a report, but
she noted that many tines when departnents were asked to
set nore reqgulation, the regulation did not quite fit the
| egislature's intent. She stated that she would not have a
problem if the anmendnent only pertained to how taxpayers
would be recording the information and sending in their
returns.
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Representative Pruitt spoke to the portion of the anmendnent
pertaining to tax avoi dance. He understood the intent, but
he referred to subsection (B) where avoidance or evasion
was defi ned. He was trying to understand how the
term nol ogy appropriately defined avoidance. He asked how
to determne accurately that a taxpayer was actually
avoi di ng t ax.

Ms. Hansen replied that the |anguage was very simlar to
| anguage in federal incone tax rules. She believed there
were well-defined rules already guiding the subject - the
anendnent used the sane | anguage.

Representative Pruitt asked for verification that the
particul ar section would be defined through regulation.

Ms. Hansen responded that definitions could not be set
forth in regulations, which was the reason for the
i nclusion of subsection (B) that defined the avoidance or
evasion of inconme tax. The way to inplenent the definition
woul d be set forward by regul ati on.

3:03: 33 PM

Representati ve Wl son MAI NTAI NED her OBJECTI ON

Aroll call vote was taken on the noti on.

IN FAVOR. Gara, Genn, Stutes, Otiz, Pruitt, Thonpson,
Seat on, Foster

OPPCSED: Tilton, WI son

The MOTI ON PASSED (8/2). There being NO further OBJECTI ON
Amendnent 4 was ADOPTED

3:04:12 PM
AT EASE

3:24: 43 PM
RECONVENED

Co- Chair Foster noted that the commttee would be noving to
Amendrent  19.

Representative Thonpson MOVED to ADOPT Anendnent 19, 30-
LS0125\ L. 15 (Nauman, 3/28/17) (copy on file):
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Page 4, line 17:
Del ete "a new subsection”

| nsert "new subsecti ons"
Page 4, following |ine 26:

| nsert a new subsection to read:

"(c) In accordance wth AS 37.13.145(b)(2), and
subject to appropriation, 33 percent of the anount
avai lable for distribution under (b) of this section
shall be reserved for dividends. The remainder of the
amount calculated to be available for distribution
under (b) of this section shall be reduced by the
di fference between the anount calculated under (1)
of this subsection and the anmount wunder (2) of this
subsection if the anmount calculated under (1) of this
subsection exceeds the anpbunt under (2) of this
subsecti on:

(1) the total anmount of oi | and gas
producti on t axes under AS 43.55.011 - 43.55.180,
m ner al | ease rentals, royalties, royalty sale

proceeds, net profit shares wunder AS 38.05.180(f)
and (g), and federal nmineral revenue sharing paynents
and bonuses received by the state from nmineral |eases
that are deposited into the general fund in the
current fiscal year;

(2) the sum of $1, 200, 000, 000."
Vi ce-Chair Gara OBJECTED

Representati ve Thonpson explained that the anmendnent with a
prepared statenent:

Amendnent 19 sets a draw limt, it's the mechanism
that imts withdrawals from the Permanent Fund when
oil revenues increase or recover, or production goes
up. It's designated to address oil price volatility.
The draw limt is triggered when production taxes and
unrestricted royalties reach $1.2  billion. Once
triggered the anount calculated by the percent of
mar ket value fornmula and the anmount w thdrawn from the
Permanent Fund is reduced by $1.00 for every $1.00 of
oil production tax and royalties that exceed $1.2
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billion. This anendnment mrrors the provisions that
the governor's HB 61 and SB 36 have in them This is
t he nechani sm that addresses oil price volatility. The
draw limt is one of the adm nistration's nobst nust-
haves, but the draw |imt provides guidance for saving
money during times of flush oil revenue. Wthout the
draw |imt we would take the full percent of narket
val ue draw even though oil revenues were sufficient to
cover state spending. If low oil revenue prices are
the reason that we are using the Permanent Fund today,
why would we continue to take from the fund if oil
revenues increase or recover? The draw limt is a
commtnment to not use today's crisis as an excuse to
raid the fund when it isn't needed. Just |ike a nornmal
person would nmanage their noney, this is the plan for
suppl ementing our paychecks wth savings when our
paychecks are low, but |eaving noney in our savings
when our income recovers. Leaving noney or earnings in
the fund when other revenues cover state costs wll
allow the Permanent Fund to grow. A larger fund neans
we w Il have |arger Permanent Fund Dividends. A |arger
fund neans we will have | arger percent of market val ue
contributions to the Ceneral Fund, which means there
will be nore noney for education and capital projects,
and snmaller deficits in later years.

Representative Thonpson relayed that the anendnent would
protect the state's future and would grow the fund for
future generations.

3:28:17 PM

Vice-Chair Gara OBJECTED and noted the <commttee had
previously voted on the topic and had deleted it from the

bill. He stressed that at oil prices of $75 per barrel the
state would not be flush. He agreed that if the state was
able to save, it should. He discussed the $1 billion in

deferred namintenance for the University of Al aska al one. He
continued that the cost continued to increase because the
mai nt enance continued to be deferred. He did not want to
continue to spend noney on things that were wasteful and
that was in the eye of the beholder. In the past he had
opposed unaffordabl e nmegaprojects and he would continue to
oppose projects such as the Susitna dam and the Knik Arm
Bridge. He remarked that at sone point there were basic
things that needed to be done. He referenced the Seward
H ghway as an exanple and discussed +the need for
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nodi fication to reduce the nunber of highway deaths.
Addi tionally, there were dangerous r oads north of
Anchorage. He believed the nunber $75 per barrel was
arbitrary. He would consider proposals like the one in the

amendnent , but he did not support speci fying that
additional oil revenue at prices between $75 and $100 per
barr el could not be wused for things |I|ike deferred

mai nt enance or road construction. He had heard people say
the concept would be unenforceable, but he did not want to
put sonmething in statute that was not enforceable.

Co-Chair Seaton spoke in support of the anmendnent. He
explained that when the anendnent had initially been
proposed, nore nodeling and information had been needed.
Since that tinme there had been nodeling from the
adm nistration showing the cap lowered volatility and
depletion of the reserve and nmade sure the potential
failure rate was lowered to less than 1 percent. He added
that nodeling from the Legislative Finance Division also
showed the sane results that the action would nake things
much nore stable over tinme.

3:31:40 PM

Representative Pruitt spoke in support of the amendnent. He
believed the amendnent was a key piece of ensuring the
long-term stability of the Permanent Fund. The anendnent
woul d nean the failure rate would be mninmal in conparison.
He clarified that the anmendnment woul d not reduce the amount
of oil and gas revenues available, it would reduce the
Permanent Fund wutilization; it was a dollar-for-dollar
exchange of oil noney for what would have been spent from
Permanent Fund noney. He reiterated that the amendnent
woul d ensure the strength of the Permanent Fund, which he
bel i eved was one of the nobst inportant things that could be
done.

Vice-Chair Gara referred to discussion about the failure
rate. He stated that with the anendnment there was a failure
rate of approximately 1 percent and without it the failure
rate was approximately 2 percent over 25 years. He believed
the difference was negligible. He did not want anyone to
believe the bill as witten provided any great danger of
failure. He reasoned that under any circunstance the
| egi sl ature would act if something terrible happened in the
stock market.
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3:33:24 PM

Co-Chair Seaton asked to hear about the failure rate from
the conmi ssioner of DOR He believed the failure rate was
closer to 8 percent w thout the provision.

RANDALL HOFFBECK, COWM SSI| ONER, DEPARTMENT OF REVENUE
confirmed that the failure rate without the draw limt was
8.17 percent.

Co-Chair Seaton asked what the failure rate was with the
draw I imt. Conm ssioner Hoffbeck answered 0.83 percent.

Representative WIson asked if there were negative
consequences  of passing the anendnent. Comm ssi oner
Hof f beck replied in the negative and elaborated that the
adm ni stration supported the anmendnent.

Representative WIson asked why. Comm ssioner Hoffbeck
responded that the only reason there was consideration of
usi ng Pernmanent Fund earnings was due to current |ow oil
and gas tax and royalty revenues. I|If revenues returned, it
would no |onger nake sense to continue to also spend
Per manent Fund earnings at that point. The anmendnent would
provide a systematic process for turning off the use of the
earni ngs reserve when it was no | onger necessary.

3:35:17 PM

Representative WIson equated it to a check and balance
solution to keep state spending in control. Conmnm ssioner
Hof f beck replied in the affirmative.

Vice-Chair Gara referred to a table from the Legislative
Fi nance Division that showed a cunulative failure rate of
2.4 percent over 24 years.

Comm ssioner Hoffbeck replied that the nodel Vice-Chair
Gara was referencing pertained to SB 26.

Vice-Chair Gara stated that the current bill had additiona
revenue fromincone tax (that was not included in SB 26).

Comm ssi oner Hoffbeck replied that when the admnistration

tal ked about a fiscal plan it assuned that all plans would
achieve the full closure of the deficit. Al of the plans
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without a structural change to close the deficit had
failure rates of 50 to 80 percent.

3:36:25 PM

Vice-Chair Gara asked what the total UG- avail abl e under HB
115 would be if the limt kicked in at the $1.2 billion.
Conmmi ssi oner Hof fbeck did not have the nunber on hand.

Vice-Chair Gara asked if anyone on the committee knew. He
repeated the question.

Representati ve Thonpson responded that DOR s probabilistic
nmodel anticipated that the three affected revenues would

provide about $3 billion per year based on a percent of
mar ket value of $2 billion in baseline revenue totaling
around $1 billion of the production taxes and royalties. He
stated it would bring the three revenues up to the $3
billion; the trigger had been noved to $1.2 billion as a

conprom se

Vice-Chair Gara wanted to know how nuch UG would be
avai lable if the amendnment passed.

Representative Thonpson replied $3 billion with the percent
of market val ue and the ot her revenues.

Conmi ssi oner Hof fbeck added that the UG- at oil of $75 per
barrel (about where the trigger would take effect) was
about $3.8 billion to $3.9 billion.

Vice-Chair Gara stressed that school funding had not gone
up in years; it was $30 million less than it had been three
years earlier. He enphasized that people were tal king about
a $70 mllion cut to school funding. He elaborated that
Anchorage was discussing laying off 99 teachers w thout the
cut - potentially another 200 teachers and staff would be
lost. He detailed there were not enough prosecutors;
therefore, crimnals were walking out on the street. He
nmenti oned other deficiencies such as a lack in troopers,
declines in University funding, and insufficient funding
for energy projects. He believed the anendnment instituted
an artificial nmechanism He referenced an explanation that
the provision would not have to be followed because it was
not constitutionally mandated, which he did not find to be
a good reason to pass the anendnent. He did not know what
would need to be spent five years in the future. He
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surmsed it was a difference in philosophy on whether or
not the legislature should try to address the public's
needs annually or whether it should be done with a formula
"five years before you know what's going to happen.™

3:40: 32 PM

Comm ssioner Hoffbeck clarified that it only included the
three categories of inconme - unrestricted other funds (from
taxes and other fees), oil and gas revenue, and the
Per manent Fund draw. The total did not include any other
new revenues that may be passed. It provided about $600
mllion in headroom over the current budget prior to
ki cki ng in.

Representative WIson asked for verification it would not
include any reforns (e.g. Medicaid reform or other) that
may save noney. Conm ssioner Hoffbeck responded that any
nmonies saved wth reductions in expenditures could be
reappropriated soneplace else; it did really inpact the
cal cul ati on. Cuts to one area nade noney available
el sewhere because the anmendnent would not restrict use of
t he funds.

Representative WI son supported t he amendnent . She
coomented that the anmendnment pertained to just one
conponent of the calculation. She continued that they were
going into the Permanent Fund for the first tinme. She
continued that the state was in the situation partly due to
some of the choices the legislature did not want to make in
terms of where to decrease governnent. She furthered they
had also been making smarter choices on |egislation that
had been passed that would bring savings. She addressed the
statenent that the state would not have sufficient funds to
fix existing infrastructure. She hoped changes woul d bring
a smarter and nore efficient governnment that nmay not
require as much funding. She stated the public had been
very clear that it was nervous about how the nobney was
spent. She believed the anmendnent would act as a check and
bal ance. She spoke to an increase in resource devel opnent,
corporate taxes, busi ness |i censi ng, and ot her. She
stressed the anendnent would not result in a lack of noney
to fund inportant itens.

Representative Thonpson pointed out that when oil prices or

production were high, other revenues increased. He cited
corporate inconme tax and investnent revenue and other as
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exanples. He stated that the aforenentioned revenues were
not inpacted by the draw limt. He reasoned there was nore
nmoney to spend even with the dollar-for-dollar offset.

3:44: 04 PM

Representative Pruitt added that if nore oil was produced

nore royalties were going into the Permanent Fund, neaning
there would be nore noney to nmake noney off of and a |arger
opportunity for percent of narket value dollars to be
avai lable. It allowed for growh in several places.

Vi ce-Chair Gara MAI NTAI NED hi s OBJECTI ON

Aroll call vote was taken on the notion.

IN FAVOR: WIlson, Genn, Stutes, Otiz, Pruitt, Thonpson,
Tilton, Foster, Seaton

OPPCSED: Gar a

The MOTI ON PASSED (9/1). There being NO further OBJECTI ON
Amendnent 19 was ADOPTED

3:45:12 PM

Co- Chair Seaton MOVED to ADOPT Anendment 5, 30-LS0125\L.17
(Nauman, 3/29/17) (copy on file):

Page 7, line 6:

Del ete "AS 43.22.070(h)"
I nsert "AS 43.22.070(i)"
Page 19, lines 26 - 27:

Delete "A person required to pay tax wunder this
chapter™

I nsert "A taxpayer"
Page 19, followi ng Iine 30:
| nsert a new subsection to read:

"(b) The departnent shall determ ne and publ i sh
the federal adjusted gross inconme below which an
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individual is not required to file a tax return
under this section.”

Rel etter the followi ng subsections accordingly.
Representative Wl son OBJECTED for discussion.

Ms. Hansen explained that the amendnent would make two
adm ni strative changes in Section 43. 22. 070 (the
adm nistrative section of the bill). First, the anendnent
clarified the |anguage around who was required to file a
return with the departnment. The section currently read "a
person required to pay tax under this chapter is required
to file a return wth the departnent” and the anendnent
woul d change the |anguage to "a taxpayer is required..."
She detailed that a taxpayer was anyone subject to the
chapter whether or not they actually have a tax due. She
characterized the original |anguage as anbiguous because
there were sone individuals who would not have a tax due.
Second, the anmendnent would add subsection (b), which read
"the departnent shall determne and publish the federal
adjusted gross incone |level below which an individua
is not required to file a tax return under this
section.” The language was simlar to what was published

and updated annually at the federal level. The federal
| anguage specified that a person making |ess than $10, 350
in gross incone was not required to file - due to their

personal deduction and exenption they did not have a tax
liability. The amendnent woul d give the departnent the sane
authority to publish the table to prevent people wth
$1,000 in incone fromfiling.

Representative WIlson referred to the anendnent explanation
that it would also allow the departnent to outline when a
dependent could file on their parents' return. She asked
where it was included in the amendnent.

Ms. Hansen replied that she had |earned from speaking with
DOR that an individual would cover an individual and could
also be interpreted to cover a dependent. On the federal
| evel a dependent was able to file under their parents’
return when they had |ess than the anount required for the
federal tax level ($10,000 earned incone or $1,000 of
unearned incone). Under the legislation, if the individua
did not have a tax due they could be filed under their
parents' return
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3:48: 36 PM

Representative W/ son understood the concept of including a
m ni mum so people knew when they did not have to file.
However, she did not believe it related to whether a person
could claima child as a dependent on their taxes. She did
not believe the anendnent pertained to when a dependent
could be filed on a parent's return. She surm sed that the
amendnent only related to whether a dependent had to file
on their own because of their incone anount.

Ms. Hansen answered in the affirmati ve.
Representative WIson summarized that the anmendnent nerely
established a mnimum on who had to file, no matter their

age.

Representative WIson WTHDREW her OBJECTION. There being
NO further OBJECTI ON, Anendnent 5 was ADOPTED

3:49: 32 PM

Co- Chair Seaton MOVED to ADOPT Anendment 6, 30-LS0125\L. 18
(Nauman, 3/29/17) (copy on file):

Page 11, following line 14:
| nsert new subpar agraphs to read:

"(B) a Joss on the sale or exchange of an obligation
i ssued by or on behal f of

(1) the state;
(i1i) a nmunicipality of the state; or

(tii) a public instrumentality, public authority, or
public corporation created under state |aw,

(CO a Joss from the sale or exchange of shares

in a unit investnent trust if the 1oss is
attributable to an obligation i ssued by or on
behal f of

(1) the state;

(it) a municipality of the state; or
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(tii) a public instrunmentality, public authority, or
public corporation created under state |law"

Rel etter the foll ow ng subparagraphs accordingly.
Page 12, followi ng |ine 6:
I nsert a new subparagraph to read:

"(G a gain fromthe sale or exchange of an obligation
i ssued by or on behal f of

(1) the state;
(iit) a municipality of the state; or

(tii) a public instrunmentality, public authority, or
public corporation created under state |aw"

Rel etter the foll owi ng subparagraphs accordingly. 6
Page 23, |ine 14:
Del ete "AS 43.22.030(a)(2)(H"
Insert "AS 43.22.030(a)(2){1)"
Representative Wl son OBJECTED.

Ms. Hansen explained the anendnent clarified the definition
of taxable income under the legislation. The bill already
added nost nunicipal obligations into federal adjusted
gross incone; the itenms were not taxed by the federal
government in nost cases, but were taxed by the majority of
states. In the definition under AS 43.22.030 (i)(A) it
stated "interest on obligations of another state, a
political subdi vi si on of anot her state, a public
instrunmentality of another state, or the local authority of
anot her state." The |anguage was due to existing case |aw
that a state was allowed to tax obligations issued by other
states, but exenpt obligations issued by that state. In the
| anguage in (i)(a) the bill was al ready exenpting nunici pal
obligations from Al aska or bonds issued by the state or
muni ci palities of Alaska. The amendnent helped to clarify
that. There were a few cases where Al aska bonds were taxed
at the federal level. She furthered that because Al aska
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muni ci pal bonds were exenpted in (i)(a), the |anguage
needed to clarify that in the rare case the federal
governnment taxed Al aska nunicipal bonds, the state would
nmake adjustnments. She detailed that a |oss would be added
in for an Al aska nunici pal bond that may have been taken as
a deduction from federal gross incone and subtracting any
gains from Al aska nunicipal bonds or state bonds that may
have been taxed at the federal |evel.

Representative WIson asked for wverification that if a
person had an Al aska bond, it would be a deduction at the
state level (just like with the PFD) if it was in the
person's federal adjusted gross inconme, regardless of
whether it nmade noney or had to be clained on federal
t axes.

Ms. Hansen answered that any gains included in a person's
federal adjusted gross inconme would not be taxed by the
st at e.

Representative WIson asked for verification it was a non-
starter if a person had to file federally. M. Hansen
replied in the affirmative.

Representative WIson WTHDREW her OBJECTION. There being
NO further OBJECTION, Anendnment 6 was ADOPTED.

3:52: 52 PM
AT EASE

3:53:21 PM
RECONVENED

Co- Chair Seaton MOVED to ADOPT Anendnment 7, 30-LS0125\L.19
(Nauman, 3/29/17) (copy on file). [Note: due to the length
of the anendnent it has not been included here. See copy on
file for details.]

Representative Wl son OBJECTED.

MVs. Hansen explained that the anendnment rmade eight
clarifying changes relating to tax rates and taxable
income. The primary intention was to increase the clarity
of the language. The first was a change to AS 43.22.010
where the tax and tax brackets were laid out. She referred
to existing |anguage "derived or connected with a source in
the state of a nonresident,” which could be interpreted as
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saying the state that the nonresident is connected to. The
| anguage was changed to nmake it clear the provision was
tal king about incone that was derived or connected to
Al aska. Pages 8 and 9 the title of AS 43.22.015 currently
read "allocation of individual incone." The amendnent would
change the titled to read nore accurately as "cal cul ation
of tax on a nonresident individual." The section addressed
the factor wused to calculate tax owed by nonresident
individuals. Currently the factor was basically all of an
individual's taxable incone was the denom nator of the
calculation and any of the taxable income from a source
within Alaska was the nunmerator. The result was applied
against the individual's taxes. The anendnent «clarified
that the nunmerator was the nonresident individual's taxable
incomne and added the |language "under 43.22.045," the
| ocation where incone from a source within the state was
defi ned.

MVs. Hansen noved to page 11 related to allowable
deductions. The anendnent would add the words "directly or
indirectly" to read "incone that is related directly or
indirectly to incone taxable under the state and incone
exenpt under the federal Internal Revenue Code." The goa
was to align with established tax | aw.

3:56:28 PM

Ms. Hansen referred to page 12, line 10 of the legislation
where the anendnent «clarified the trust would not be
eligible for the per person exenption; the exenption was
i ntended for people and not entities. She turned to page 15
where state source inconme was defined for income from a
source wthin the state for nonresidents. The current
| anguage was unclear and inplied that the activity itens
listed (including conpensation and salary or wages for
personal services rendered for enploynent training;, site
i nspection; research and developnent; and farmng or
fishing within the state) were considered ancillary or
connected to out-of-state activities. The amendnent would
reorder the current l|language to clarify that the activities
were consi dered taxable within the state.

Representative WIlson pointed to page 11, line 23 that the
anmendnent would change to read "adjusted gross incone that
is directly or indirectly related to incone." She asked for
an exanple of indirect.
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Ms. Hansen believed indirect would include interest incone.
She did not receive exact exanples; the proposed |anguage
mat ched | anguage of existing tax laws in other states. She
deferred to DOR for further detail.

Representative WIson was concerned about how far reaching
i ndirect inconme was.

BRANDON  S. SPANGCS, DEPUTY DI RECTOR, TAX DI VI SI ON,
DEPARTMENT OF REVENUE (via teleconference), answered that
indirect income could have nultiple mnmeanings. In the
busi ness comunity indirect inconme could be non-business
income (incone earned outside the nornal course of
business). Additionally, indirect income could be from
securities or other itens that were not normally part of an
individual's wages. He cited winning a gane of chance or
lottery, which would not be a normal course of a person's
busi ness i ncone.

4:00:47 PM

Representative W/I|son stated she could understand how the
scenarios in M. Spanos' description would be considered
indirect for a business; however, she did not believe the
exanples would be indirect for an individual. For exanple,
she wondered if she would have to pay income tax on
earnings fromwi nning the lottery in another state.

M. Spanos replied that if a person was an Al aska resident
and won the lottery in another state, the portion of the
W nnings that were taxable federally would flow through the
i ndi vidual's adjusted gross income and would be taxable in
Al aska.

Representative WIson asked how the scenario was classified
as indirect. She asked if anything outside of wages was
counted as indirect.

M. Spanos replied that it could be. Indirect income was
defined as incone that was not directly earned through sone
activity an individual was engaged in. He cited interest on
a bank account as an exanpl e.

Co-Chair Foster recognized Representative Jonathan Kreiss-
Tonkins in the room
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Representative Thonpson stated his understanding that if a
person won the lottery in California they would be taxed
personal inconme tax the State of California and the federa
government would tax the winnings as well. He asked for
verification the individual wuld also have to pay taxes in
Al aska.

M. Spanos believed that in the specific exanple the
California tax would be  higher and therefore the
individual's credit would be up to the Iimt of what they
woul d have paid in Alaska. The individual would not be
double taxed. If the individual won the lottery in a state
wi thout an incone tax, they would pay the full tax in
Al aska. Wereas, if the individual won the lottery in a
state with a smaller incone tax, the individual would get
credit for the anmount of tax paid in that state and woul d
pay any difference in Al aska.

Representative WIson WTHDREW her OBJECTION. There being
NO further OBJECTION, Anmendnent 7 was ADOPTED.

4:03:13 PM

Co-Chair Seaton MOVED to ADOPT Anmendnent 8, 30-LS0125\L.23
(Nauman, 3/30/17) (copy on file):

Page 22, following |ine 4:
| nsert a new subsection to read:

"(c) Wthholding under this section is not required by
a partnership that

(1D is a publicly traded partnership, as defined in
26 U.S.C. 7704(b) (Internal Revenue Code); and

(2) files with the departnment an annual information

return reporting t he narne, addr ess, t axpayer
identification nunber, and other information requested
by the departnent concer ni ng each uni t hol der
whose di stributive share of partnership incone,

regardl ess of source, is nore than $1, 000."
Representati ve Wl son OBJECTED.

MVs. Hansen explained the anmendnent addressed public
testinmony that publicly traded partnerships should not be
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required to withhold for their nonresident partners because
they could change hands so quickly. The anendnent would
provide an exenption for wthholding requirenents on
partnerships that a publicly traded partnership would not
be required to w thhol d.

Representative WIson appreciated the anendnent, but
observed it sounded like a report would be required from
the conpanies. She how hard it would be for conpanies to
pull the information together. She noted it would include
any source exceeding $1,000. She asked if the anmendnent
pertained to a list that had to include individuals living
in-state versus out-of-state. She asked what the report
ent ai | ed.

Ms. Hansen responded that in terns of in-state versus out-
of - st at e, it was listed as each unit holder whose
distributive share of the partnership income was nore than
$1, 000. She believed it was very simlar to K-1 information
return that was already filed. She referenced testinony by
a Tesoro representative who had cited lowa as an exanple
that also required the information return. She believed
conpanies were likely filing a simlar return with the
federal governnment. She did not believe it would be
bur densone.

Representative W/Ison asked if they knew for a fact that
conpanies filed the sane report with the federal
gover nnent .

Ms. Hansen replied that she knew with certainty that the
report was required in lowa. She knew that partnerships
were required to file a K-1 return. She believed the
information required for both reports would be very
simlar. She noted that DOR would be the entity responsible
for crafting the actual return a conmpany would be required
to file.

Representative WIson WTHDREW her OBJECTION. There being
NO further OBJECTI ON, Amendnent 8 was ADOPTED,

4:05:54 PM

Co- Chair Seaton MOVED to ADOPT Anendnment 9, 30-LS0125\L.25
(Nauman, 3/30/17) (copy on file). [Note: due to the length
of the anendnent it has not been included here. See copy on
file for details.]

House Fi nance Conmmittee 53 04/03/17 1:05 P. M



Representati ve Wl son OBJECTED.

Ms. Hansen explained the anendnent. She referred to
sections of the bill pertaining to the allocation of incone
(e.g. distributive shares from a business wth incone
allocated to partners). The anmendnent would renove the
current phrase "inconme or a gain, loss, or deduction,” and
would replace it with "an item of incone, gain, |oss, or
deduction.” The phrasing was established across all states
and was wused for allocations, especially related to
partnership shares. The amendrment woul d meke things easier
for interpretation by businesses and the courts if
necessary.

Representative Pruitt referred to the |anguage change from
incone to item He asked if the language referred to the
benefits that could cone with being an S corporation. He
detailed there were certain tines where a sharehol der or
director of an S corporation nmay use a conmpany car or
receive benefits or "perks." He asked if the anendnent was
trying to get at that specific situation. He furthered that
it reached beyond the salary a person would receive shown
on an individual's W2 form

Ms. Hansen replied that she did not believe so. She
explained that the bill wused federally adjusted gross
incone and only took things that showed up as federally
taxable inconme. She addressed the need to adjust for
federal bonds, which the state could not tax, versus
muni ci pal bonds, which the state could tax. For exanple, if
a partnership owed a nunicipal or federal bond that was
part of the income source, the incone or deduction needed
to be adjusted based on how the item (the bond) had been
al |l ocated anong the partnerships on the federal |evel. She
deferred to DOR for further detail.

4:08:55 PM

M. Spanos shared that he had not been involved in the
specific |anguage change. He viewed item of incone and
income as synonynous. He noted that the Internal Revenue
Code used the language "item of inconme" frequently, which
was perhaps why other states were using the sane | anguage.

Ms. Hansen expanded upon the reason for the change. Wen
drafting | egi sl ati on, Legi sl ative Legal Servi ces
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Legislative tried to be as concise as possible. In the
current situation, it was not necessary to use "itenf
because the inconme, gain, loss, or deduction were the
itens. However, the specific |language in the anendnent was
clearly established |anguage used throughout the federal
and state tax codes.

Representative WIson WTHDREW her OBJECTION. There being
NO further OBJECTION, Amendnent 9 was ADOPTED.

4:10: 27 PM
AT EASE

4:11: 34 PM
RECONVENED

Co- Chair Seaton MOVED to ADOPT Amendnment 10, 30-LS0125\L. 35
(Nauman, 3/31/17) (copy on file):

Page 19, line 31, followng "(b)"

Insert "A person required to file a return under this
chapter shall file the return on a formor in a formt
prescri bed by the departnent. The return is due to the
departnment at the sane tinme and in the sane manner,
i ncl udi ng extensions, as the taxpayer's federal incone
tax return to the United States Internal Revenue
Service."

Page 20, |ine 27

Del ete "A taxpayer"”
I nsert "An individual™

Page 20, |ine 29:

Del ete "t axpayers"
I nsert "individual s"

Page 20, followi ng Iine 29:
I nsert a new subsection to read:
"(1) The depart nent shal | adopt regulations that

set out requirenments for a spouse, upon request, to
be partially or fully relieved from joint and severa
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liability resulting fromthe | 9 joint filing of a
tax return.”

Page 23, following line 22:

"(b) Sections 26 U S.C. 6654, 6662, 6664, 6694, 6695,
6700 - 6702, 6707, 6713, 7201, 7202, 7206, 7207, 7216,
7407, and 7408 (Internal Revenue Code), as those
sections read on January 1, 2017, are adopted by
reference as a part of this chapter.”

Rel etter the followi ng subsection accordingly.
Page 23, line 24, following "(a)"
I nsert "and (b)"

Representative Wl son OBJECTED for discussion.

Ms. Hansen explained that the anmendnent was adm nistrative
and had been nentioned by M. Spanos earlier in the
nmeeting. The anmendnent clarified that the tax return was
due to DOR at the sane tine the federal tax returns were
due, including any extensions the federal governnent may
offer. The current section "070" in the bill specified that
the tax was due at the same tine as federal tax, but it did
not specify when the return was due. She pointed to page
20, lines 27 and 29 clarified that individual was exenpt
from electronic filing. She explained that previously the
| anguage had used the word "taxpayer," which could apply to
partnerships wthholding on behalf of their nonresident
partners. Al | cor porations wer e required to file
electronically, although there were waivers they could
obtain. The anendnent would add a subsection on page 20
outlining that the departnent shall adopt regul ations that
set out requirenents for a spouse to be partially or fully
relieved from liability from the tax under the specific
chapter. She detailed that normally when a couple filed
jointly both spouses were considered liable for the tax,
but there were certain circunstances where spouses could
apply to be held separately |iable.

Ms. Hansen directed attention to page 23 to Section
43.22.095 where definitions from the Internal Revenue Code
were adopted as if they were referenced in the chapter.
Sonme of the penalties used by the Internal Revenue Code
woul d also be adopted. She referred to penalties for the
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failure to report transactions, failure to collect or pay
tax, understatenent by a tax preparer, and failing to
pr event a tax preparer from -engaging in unlaw ul
activities. The anmendnent would adopt a |ist of penalties
by reference.

4:15:21 PM

Representative WIlson remarked that for alnobst every state
an individual was liable for what their spouse did and
typically both individuals were required to sign a tax
return. She wondered why they would alleviate the

responsi bility.

Ms. Hansen answered that in npbst cases it would still be
required. She deferred to M. Spanos for additional detail.

M. Spanos answered that other states had the type of
al l omance as well. The specific situation related to a case
where an individual had commtted fraud and their spouse
was unaware of the fraud. Under the scenario, the innocent
spouse would not be liable for the penalty in additiona
taxes inposed. The individual could apply and would have to
prove to DOR or the court that they had no know edge of the
fraud.

Representative WIson believed a person should not sign
sonething they did not believe was accurate. She asked how
sormeone woul d prove they did not know sonet hi ng.

M. Spanos responded that because Alaska did not have
i ndi vidual income tax the issue had not been dealt with in
Al aska previously. He provided an exanple of a husband who
owned a business partnership that was commtting fraud.
Under the scenario the incone doubled on the individual
income tax return. He explained that the wife had signed
the return, but she would have had no know edge of the
fraud taking place. Mst states had a provision allowing a
person to prove what they would need to provide in order to
prove they had no know edge of the fraud. He would need to
speak with other states in order to wite the regulation if
t he anendnent passed.

Representative W/Ilson asked if the federal governnent had
t he provi sion.

4:17: 36 PM
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M . Spanos believed so, but he did not know for certain.

Representative WIlson surmsed it would be very hard for a
person to prove they did not know sonething. She detailed
that when an individual signed their income tax return they
were verifying the information was correct to the best of
their know edge. She thought the anendnment | anguage woul d
mean a person would not have to file a significant anount
of information in order to be relieved fromthe liability.
She asked iif there was soneone available from the
Departnment of Law (DOL) who would be responsible for the
provi sion. She thought it could be expensive.

Co- Chair Foster relayed there was no one avail able from DOL
at present.

Representative WIson could not agree wth the portion
wi thout knowng the cost and whether it could even be
utilized. She would be surprised to learn the federal
government had simlar | oophol es.

Co-Chair Seaton clarified there instances of joint filers
where one spouse was a resident and the other was a
nonresident. He explained that an individual could be
conducting business in Alaska and the spouse could file
jointly in another state. He surmsed that wunder the
exanpl e a spouse may not have know edge of what had taken
pl ace. There were provisions specifying that all of the tax
was counted as resident tax - there was not tax avoi dance.
There may be a non-working spouse who was a nonresident
There could be a reasonable situation where one spouse
could claim they had nothing to do with the situation. It
had been one of the problems with the previous bill version
related to joint filers (one of whom was a resident and the
other was a nonresident). He stated that wth adjusted
gross incone the issue had been sonewhat sol ved.

Representative WIlson appreciated the coments, but
underscored that the spouse [with no know edge of the
fraud] would still be required to sign. She spoke to her

personal experience with tax filing. She continued that
even with one person in-state and the other out-of-state,
she surmsed DOR would still require both individuals to
sign. She did not know what the cost would end up being if
the issue went to court. She wondered what information the
state would require for a person to prove they were not
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liable. She stated that in nobst cases the nore people who
were responsible for paying increased the Ilikelihood the
tax woul d get paid.

4:22:28 PM

Representative Wl son MAI NTAI NED her OBJECTI ON.

Aroll call vote was taken on the notion.

IN FAVOR. Grenn, Stutes, Otiz, Pruitt, Thonpson, Foster,
Seat on

OPPCSED: Tilton, WI son

Vi ce-Chair Gara was absent fromthe vote.

The MOTI ON PASSED (7/2). There being NO further OBJECTI ON
Amendnent 10 was ADOPTED.

4:23:16 PM

Representative Otiz MWED to ADOPT Anendnent 14, 30-
LS0125\ L. 29 (Nauman, 3/30/17) (copy on file):

Page 12, line 7:
Del ete "and"

Page 12, line 10, following the second occurrence of
"indi vi dual "

| nsert"”; and

() 50 percent of nunicipal property taxes paid in
the taxable year on the residence in the state of an
i ndi vidual; the deduction under this subparagraph
may not be taken for nmore than one residence
for each tax return”

Representative Pruitt OBJECTED.

Representative Otiz explained that the anendnent would
allow an individual to deduct up to 50 percent of their
| ocal property taxes paid for an Al askan residence. The
deduction would be limted to one residence per return
filed. He explained that the concept was fairly sinple and
spoke to the idea of giving credit to people who were
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currently paying property taxes. He detailed there was a
2.65 mll assigned to property taxes that went directly to
support state education costs. The anendnent woul d
effectively acknowl edge that and give credit to the
i ndi vidual s paying that particular tax. The deduction would
be put against the federal adjusted gross incone line (like
the personal inconme exenption of $4,000 and the PFD
deduction); the anmendnment would enable the individual to
add 50 percent of their property tax bill before getting to
t he Al aska adj usted gross incone.

Representative Pruitt clarified that did not object to the
anendnent, but he planned to offer an anendnment to the
amendnent, which was currently bei ng phot ocopi ed.

Co-Chair Foster asked for clarification on the anendnent.
He referred to Representative Otiz's explanation that the
deduction would be included above the adjusted gross incone
line. He <calculated that if a person had a $4,000
exenption, a $1,000 deduction for the PFD, and a $1, 000
property tax deduction. He asked for verification that if
t he individual earned $50,000, their adjusted gross incone
woul d be $44, 000.

Representative Otiz agreed. He added that commttee
nmenbers had received a copy of an email from M. Spanos who
had done an analysis of the anmendnent's inpact. The
amendnent would reduce the amount of inconme taken by an
i ncone tax by about $6.3 million. He believed the projected
revenue from an incone tax was about $65 million, which the
anmendnent woul d reduce by about $6.3 mllion.

Representative WIson remarked that renters paid property
taxes. She el aborated that any good |andlord would ensure
that the costs were included in the rent. She detailed that
sone states gave credit for renters. She rem nded the
committee that individuals who may not be able to afford to
buy a home were still paying. She believed the amendnent
would pick one group over another, which she found
concer ni ng.

4:27:27 PM

Representati ve Grenn echoed Representative WIson's concern
and was trying to determne how to draft an anmendnent to
provide a deduction to renters. He used a 10 percent
deduction fromrenters' income per year as an exanple.
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Representative Tilton asked if the definition of residence
was included. She noted that the anendnent specified a
deduction could not be taken from nore than one residence
and she believed the sponsor was speaking to a residence
inside and outside the state. She asked if it was possible
to have nore than one residence in the state.

Representative Otiz cited the specific anendnent | anguage:
"50 percent of nmunicipal property taxes paid in the taxable
year on the residence in the state of an individual; the
deduction under this subparagraph rmy not be taken
for nmore than one residence for each tax return.” He
clarified that if a person had two residences in Al aska
t hey woul d not be able to take a second deducti on.

Representative Tilton asked for «clarification that an
i ndi vidual would select the residence that would bring the
nost beneficial deduction.

Representative Otiz agreed.

4:29:34 PM
AT EASE

4:41: 08 PM
RECONVENED

Representative Pruitt MOWED to ADOPT Anendnent 1 to
Amendnent 14.

Co-Chair Seaton OBJECTED for discussion.

Representative Pruitt explained that the anendnent to
Amendrment 14 would exenpt inconme received from the U S.
government as retirenent pay for a retired nenber of the
Arnmed Services of the U S. and National Guard of any state.
The anmendment acknow edged appreciation of the US.
mlitary personnel and would include in the opportunity
from renoving it from an individual's adjusted gross
i ncone.

Co- Chair Seaton asked for verification that "sone of this"
was al ready exenpt above adjusted gross incone.

Representative Pruitt responded that sone of the retirenent
was exenpt, but a portion was consi dered incone.
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M. Spanos believed sone retirement incone was already
excluded from adjusted gross incone, but he did not have
the specifics. He offered to get back to the commttee.

Co-Chair Seaton objected to the anendnent to Anmendnent 14
because a portion of the retirement incone for Arned
Services were already excluded under adjusted gross incone.
He spoke to the anpbunt determ ned by the federal governnent
for mlitary menbers for deduction. He imagined there was a
wor ksheet an individual went through and the outcone
depended on the person's level of income. He surmised it
would all be calculated prior to getting to adjusted gross
i ncone.

4:44: 00 PM
AT EASE

4:44: 54 PM
RECONVENED

Representative Otiz was not opposed to the idea of the
amendnment to Anmendnent 14; however, he believed the issue
was separate and that there should be a separate anendnent.

Representative WIson disagreed. She underscored that the
door had been opened on things to be included and things to
be excluded. She believed there had been testinony on the
topic - the commttee had heard from mlitary and seniors
about their income. She stated that young mlitary menbers
did not nmake high pay - many were on food stanps and ot her
support. She believed if the conmttee was going to
consider an exenption for one group it needed to consider
all groups. She thought the mlitary was inportant to the
state. She also did not believe enough could be done for
servi ce nenbers

4:46: 48 PM

Vice-Chair Gara recognized there were mlitary nenbers that
did not nake much in the way of a pension. He referred to
his colleague's statement that some mlitary nenbers were
on food stanps. He elaborated that the bill did not tax,
with the PFD, incone below roughly $15,500 [for an
individual] and $31,000 for a joint filer. Additionally,
$4,000 was tax free per dependent. He thought the food
stanp issue was addressed. He asked what portion of pension
i ncome was al ready excluded fromtaxation.
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M. Spanos responded that he had access to the information
online and it appeared that mlitary retirenment pay, based
on age or length of service, was considered taxable incone
for federal purposes. However, disability retirenment pay
and veterans benefits were fully excluded from taxable
i ncome.

Aroll call vote was taken on the notion.

IN FAVOR. Grenn, Stutes, Otiz, Pruitt, Thonpson, Tilton,
W1 son, Gara, Foster

OPPCSED: Seat on

The MOTION PASSED (9/1). There being NO OBJECTION
Amendnent 1 to Amendnent 14 was ADOPTED

4:50: 09 PM
AT EASE

4:50: 24 PM
RECONVENED

Representative Pruitt MOVED to ADOPT Anendnent 2 Amendnent
14.

Representative Wl son OBJECTED.

Representative Pruitt explained that the anendnent to
Amendnent 14 woul d exenpt social security benefits [from an
income tax]. He discussed the large and grow ng popul ation
of seniors in Alaska. He had been told by the Al aska
Council on Aging that Alaska had the fastest grow ng
popul ation of retired individuals per capita. The anmendnent
woul d recognize that an inconme tax would put an undue
burden on some of the state's seniors.

Representative WIlson wanted to anend the anendnent. She
stated there were many individuals who received pensions,
but did not receive social security benefits due to the
kind of job they had. She opined that if the exenption was
given to sonme seniors it should be given to all seniors.
She suggested addi ng "and pensions" to the anendnent.

Representative Pruitt did not have a problem with the
suggesti on.
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4:52:14 PM
AT EASE

4:53:49 PM
RECONVENED

Co-Chair Foster noted the commttee would take a break. He
asked Representative Pruitt to wthdraw his proposed
Amrendnent 2 to Anendnent 14 and bring back a witten
anendnent after the break.

Representative Pruitt WTHDREW Anendnent 2 to Anendnent 14
with the intent to address the issue |ater.

4:54: 45 PM
RECESSED

6:29: 30 PM
RECONVENED

Representative Otiz W THDREW Anendnent 14.

Representative Otiz WTHDREW Anendnent 15, 30-LS0125\L. 29
(Nauman, 3/30/17) (copy on file).

6: 30: 06 PM

Vice-Chair Gara MOVED to ADOPT Anmendnent 16, 30-LS0125\L. 27
(Nauman, 3/30/17) (copy on file). [Note: due to the length
of the anendnent it has not been included here. See copy on
file for details.]

Representative Wl son OBJECTED.

Vice-Chair Gara explained that he had worked with DOR on
t he anendnent | anguage. He stated that sonmetines a bill was
difficult to read and he believed people had the
m si npression they would start getting taxed at $10,000 of
salary or pension, which was inaccurate. The anendnent
i ncluded | egislative intent |anguage that incone as defined
under the bill up to $14,300 for an individual and up to
$28,600 for joint filers was not subject to the incone tax.
He added that a $4,000 personal deduction was included. He
MOVED to AMEND Anmendnent 16 for clarity. He noted he had
run the anmended | anguage by M. Spanos for accuracy:

Page 1, line 6:
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After “individual”, insert: , plus incone from
Per manent Fund Di vi dends, ”

Page 1, line 9:
After *“dependents”, insert *, plus incone from
Per manent Fund Di vi dends,”

Page 1, Lines 13 and 14:

DELETE
“(4) in addition to the deductions described in this
section, the permanent fund dividend wll not be

subj ect to the incone tax under AS 43.22.”
Renunber all remaining sections accordingly.
Representati ve Wl son OBJECTED.

Vice-Chair Gara explained that the anmendnment to Anendnent
16 woul d nove the concept in paragraph 4 into subsections 1
and 2. He read the anendnent |anguage. In addition to
deductions described in his original anmendment explanation,
the PFD would not be subject to the incone tax. The intent
was to include clear |anguage at the beginning of the bil
what inconme would not be taxed by the bill.

Representative WIson WTHDREW her OBJECTION. There being
NO OBJECTI ON, Amendnent 1 to Amendnment 16 was ADOPTED

Representative WIson understood Anendnent 16 pertained to
| egislative intent. She asked for verification the brackets
in the bill were changed, but the ambunts were not.

Vice-Chair Gara replied that it was accurate at present,
but if the brackets in the bill and the inconme |evels and
deductions were changed, the amendnent |anguage woul d need
to be rewitten.

Representative WIson thought there was sonme inflation
proofing in the bill and wondered if that would change any
of the amendnent's legislative intent.

Vice-Chair Gara responded that the inflation proofing in
the future would nmake | ess incone taxable - there would be
a higher income |imt. The intent would becone part of the
uncodified law and would not show up in statute. He
detailed that |legislative intent could not change the
wording of the bill. The legislative intent would not have
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an inpact when the schedule was taken over by DOR to
inflation proof the anmount of income that was not taxable.

6:34: 50 PM

Representative WIson asked for verification that the
anendnent | anguage would just be for people to follow the
issue along in the bill. She surmsed that if the bill
passed and becane |aw any legislative intent would not be
i ncluded in statute.

Vice-Chair Gara replied that uncodified |aw did not show up
in statute books, but it could be found if soneone was
| ooking for intent. The bill was clear that the nontaxable
i ncome portion would increase with increases in inflation
He reasoned that if desired it would be possible to include
| anguage specifying that the anmobunts in subsections 1 and 2
would be inflation proofed per the legislation. The
amendnment would not show up in statute and woul d not change
t he neaning of the bill.

Representative WIson WTHDREW her OBJECTION. There being
NO further OBJECTI ON, Anendnent 16 was ADOPTED as anended.

6: 36: 22 PM

Representative Pruitt MOWED to ADOPT Anendnent 18.5, 30-
LS0125\ L. 33 (Nauman, 3/31/17) (copy on file):

Page 1, lines 4- 8:

Delete "relating to the taxation of incone of
i ndi vidual s, partners, shareholders in S corporations,
trusts, and estates; relating to a paynent against the
i ndi vidual income tax from the permanent fund divi dend

di sbur senent; repealing tax credits applied against
the tax on individuals under the Al aska Net Incone Tax
Act ;"

Page 7, line 5, through page 27, |ine 14:

Del ete all material .
Renunber the followi ng bill sections accordingly.

Page 29, lines 6- 11:

Delete all material.
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Renunber the followi ng bill sections accordingly.
Page 29, |ine 13:

Delete all material.

Renunber the follow ng bill sections accordingly.
Page 29, lines 25 - 28:

Delete all material.

Renunber the followi ng bill sections accordingly.
Page 29, line 31, through page 30, line 3:

Delete all material.

Page 30, line 4:

Delete "(b)"

Insert "TRANSI TI ON: REGULATI ONS. "

Page 30, |ine 10:

Del ete "sec. 24" in both places

I nsert "sec. 20" in both places 14
Page 30, |ine 12:

Del ete "24, 26, and 27"
| nsert "20, 21, and 22"
Page 30, 1ine 15:
Delete all material.

Renunber the followi ng bill sections accordingly. 23
Page 30, |ine 18:

Del ete "sees. 28 - 32"
| nsert "sees. 23- 26"

Co- Chair Seat on OBJECTED.

House Fi nance Conmmittee 67 04/03/17 1:05 P. M



Representative Pruitt explained the anendnent would renove
the incone tax portion of the bill.

Co- Chair Seat on MAI NTAI NED hi s OBJECTI ON.
Aroll call vote was taken on the notion.

IN FAVOR: Pruitt, Thonpson, Tilton, WIson
OPPCSED: Gara, Grenn, Stutes, Otiz, Seaton, Foster

The MOTI ON FAI LED (4/6).

6: 37: 57 PM

Co-Chair Seaton MOVED to ADOPT Amendnent 20, 30-LS0125\L.12
(Nauman, 3/28/17) (copy on file):

Page 1, lines 2- 3:

Delete "relating to the mnagenent of the budget
reserve fund;"

Page 3, lines 10- 18:

Delete all material.

Renunber the followi ng bill sections accordingly.
Page 4, line 27:

Del ete "sec. 8"
| nsert "sec. 7"

Page 6, line 13:

Del ete "sec. 12"
| nsert "sec. 11"

Page 29, |ine 27:

Del ete "sec. 17
| nsert "sec. 16"

Page 29, |ine 28:

Delete "sec. 17"
| nsert "sec. 16"
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Page 30, |ine 10:

Del ete "sec. 24" in both places
Insert "sec. 23" in both places

Page 30, |ine 12:

Delete "24, 26, and 27"
| nsert "23, 25, and 26"

Page 30, |ine 15:

Del ete "Sections 16, 17, 20, 22, and 25"
| nsert "Sections 15, 16, 19, 21, and 24"

Page 30, |ine 16:

Del ete "Section 9"
| nsert "Section 8"

Page 30, line 17:

Del ete "Section 13"
| nsert "Section 12"

Page 30, |ine 18:

Del ete "sees. 28 - 32"
| nsert "sees. 27 - 31"

Representati ve Wl son OBJECTED.

Co-Chair Seaton explained that the anmendnment would delete
the following |anguage "relating to the nmnagenent of the
budget reserve fund." He specified that Legislative Legal
Services and DOL had expressed that the |anguage caused
si ngl e subj ect concern.

Representative WIlson stated that the bill already included
two different subjects: the Permanent Fund and an incone
tax. She believed that at a tinme when the state was | ooking
for any way to nake extra noney off of its noney, it seened
the state would want to take advantage of the item the
amendnent woul d del ete.
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Representative Pruitt agreed that the bill was already
violating the single subject rule with its inclusion of the
Permanent Fund and the inconme tax. He did not understand
why the bill could include those subjects but not |anguage
pertaining to managing the noney in the budget reserve. He
stressed that if the commttee was going to renmove the
budget reserve |anguage for that reason, it should also
apply the single subject rule to the entire bill
O herwi se, he believed the state woul d get sued.

Representati ve Wl son MAI NTAI NED her OBJECTI ON
Aroll call vote was taken on the noti on.

IN FAVORR Gara, Grenn, Stutes, Otiz, Seaton, Foster
OPPOSED: Pruitt, Thompson, Tilton, WIson

The MOTI ON PASSED (6/4). There being NO further OBJECTI ON
Amendnent 20 was ADOPTED

6:40: 39 PM

Co- Chair Seaton MOVED to ADOPT Amendnent 21, 30-LS0125\L.11
(Nauman, 3/28/17) (copy on file):

Page 1, lines 1 - 2:

Delete "relating to the Alaska permanent fund;
relating to the procurenent by the Al aska Pernmanent
Fund Corporation;™

Page 2, line 1, through page 3, line 2:

Del ete all material .

Renunber the follow ng bill sections accordingly.

Page 4, line 27:

Del ete "sec. 8"
| nsert "sec. 6"

Page 6, line 13:

Del ete "sec. 12"
Insert "sec. 10"
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Page 29, |ine 27:

Delete "sec. 17"
| nsert "sec. 15"

Page 29, |ine 28:

Delete "sec. 17"
| nsert "sec. 15"

Page 29, |ine 31:
Delete "(a)"

Page 30, lines 4 - 7:
Delete all material .
Page 30, |ine 10:

Del ete "sec. 24" in both places
Insert "sec. 22" in both places

Page 30, |ine 12:

Del ete "24, 26, and 27"
| nsert "22, 24, and 25"

Page 30, |ine 14:
Delete all material.

Renunber the follow ng bill sections accordingly.
Page 30, |ine 15:

Del ete "Sections 16, 17, 20, 22, and 25"
| nsert "Sections 14, 15, 18, 20, and 23"

Page 30, |ine 16:

Del ete "Section 9"
| nsert "Section 7"

Page 30, line 17:

Del ete "Section 13"
| nsert "Section 11"
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Page 30, |ine 18:

Del ete "sees. 28- 32"
| nsert "sees. 26 - 29"

Representative Wl son OBJECTED.

Co- Chair Seaton explained that the anmendnent would delete a
provision that violated the single subject rule. He
detailed that the bill related to revenues for the state
and the bill related to a procurenment process by the
Per manent Fund, which was quite different.

Representative Pruitt asked if DOL had been asked about its
thoughts on the single subject rule before the provision
had been added. He stated that the bill was already in
violation of the single subject rule. He elaborated that
the legislation would use sonme of the noney the Al aska
Per manent Fund Corporation (APFC) had w sely been nmanagi ng
for the state and would not give the corporation the tools
to manage it appropriately. He continued that APFC had said
it needed the | anguage the anendnment woul d del ete, which he
noted had been included in a bill the previous year and
there had been no concerns at that time. He believed there
was a double standard going on. He asked what Legislative
Legal Services had said about the whole bill. He believed
the agency had specified that the whole bill violated the
si ngl e subject rule.

6:42: 35 PM

Representative WIlson wanted to see the |egal opinion. She
did not recall receiving a legal opinion related to the
previ ous anendnment or the current one. She stated that the
commttee had voted "on it" the previous week and she had
never received a call from Legislative Legal Services. She
could not imagine the agency would not want to ensure the
commttee "stayed on the straight and narrow' pertaining to

the |egislation. It was her understanding that if
|l egislation violated the single subject rule it could
result in the entire bill getting thrown out. She thought

all commttee nenbers would want to be very careful wth
the single subject rule. She stated that the |anguage the

amendnents woul d renove had just been put into the bill and
woul d have violated the rule, conpromsing the entire bill.
She commented on the broadness of the bill title and noted
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that during her tenure in the legislature it had been
possible to "pretty nuch stick anything in as long as it's
got sonething in comon." She stated that the bill was
going after people's hard earned nobney. She reasoned that
t he |anguage the anendnent would renove would save nobney
and result in nore noney going to the people if it remained

in the bill. She wunderscored that the |anguage did no
damage and gave APFC - that had shown it knew how to invest
nmoney - the ability to do its job better and nore

efficiently. She stated that including the |anguage was
smart. She reasoned that when efficiency could be increased
and nore noney could be nmde on existing funds, the
| egi sl ature should be doing everything it could to nmake
t hat happen.

Vice-Chair Gara stated that he would support the concept in
a way that could be done constitutionally. He continued
that legislators had all sworn to uphold the constitution
He opined that people had been very 1loose wth the
constitutional provision on the single subject rule in past
years. He relayed that he had taken significant "heat" for
trying to follow what he believed was the constitutiona
role. He stressed that the legislature knew from | ega
menos that if something was inserted in legislation that
violated the constitutional provision it could potentially

nmake the entire bill unconstitutional and the |egislature
would not find out until a court ruling. He stated that he
would love to include a foster care bill in the current

| egislation, but that was not possible because it would
violate the single subject rule. He referred to statenments
made that including the Permanent Fund and an incone tax in
one bill was an issue he would also consider. He stated
they were both revenue bills, but he would want to be
convinced there was no single subject problem - so far he
had been convinced there was not. \Wereas, the |anguage the
amendnent woul d renpbve seened to violate the constitutiona
provi si on. He would support the subject in other
| egi sl ati on.

Co-Chair Seaton discussed that the bill was a state revenue
restructuring act. The provision that Amendnent 21 would
del ete had been added to the bill as an amendnent. He did

not know whether the nmker of the anendnent obtained a
legal neno stating it would be a violation of the single
subject rule. He elaborated that when constructing a bill
it was common to receive nenos from Legislative Legal
Services advising of a problem He relayed that an incone
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tax and the Permanent Fund restructuring both fell under
the topic of the state revenue restructuring act. He
furthered that a procurenent process by APFC was outside of
revenue restructuring - it was a nmanageri al nethod.

Representative Pruitt asked if there was a |egal opinion
specifying the bill did not violate the single subject
rul e.

Co-Chair Seaton replied he had no legal opinion stating
t hat t he bill as i ntroduced (the state revenue
restructuring act) violated the single subject rule.

6: 48: 06 PM

Representative WIlson read from a legal opinion on the
single subject rule dated April 16, 2016:

Al that is necessary is that the act should enbrace
sone one general subject; and by this is neant,
nmerely, that all matters treated of should fall under
sonme one general idea, be so connected with or related
to each other, either logically or in popular
understanding, as to be parts of, or germane to, one
general subject.

Representative WIson stated "tal king about the Permanent
Fund, this talks about the Permanent Fund - | would say
that that would definitely pass the one subject rule."”

Co-Chair Seaton explained the bill before the commttee was
a state revenue restructuring act and a procurenent process
did not deal with revenue. The procurenment process was an
internal revenue process by APFC and fell outside of the
revenue restructuring topic.

Representative Pruitt MAI NTAI NED t he OBJECTI ON
Aroll call vote was taken on the notion.

IN FAVOR Gara, Grenn, Stutes, Otiz, Foster, Seaton
OPPCSED: Thonpson, Tilton, WIlson, Pruitt

The MOTI ON PASSED (6/4). There being NO further OBJECTI ON
Amendnment 21 was ADOPTED.

6:49: 54 PM
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Vice-Chair Gara W THDREW Amendnent 21.5, 30-LS0125\L. 38
(Nauman, 3/31/17) (copy on file). He relayed that the
anendnent had been witten before the spending cap had been
passed by the commttee. The spending cap left no earnings
reserve noney available to put into a larger dividend,
t herefore, the amendnent no | onger worked.

6: 50: 31 PM

Representative Pruitt WTHDREW Amendnent 22, 30-LS0125\L. 34
(Nauman, 3/31/17) (copy on file).

Representative WIson MOVED to ADOPT Anendnent 23, 30-
LS0125\ L. 20 (Nauman, 3/31/17) (copy on file). [Note: due to
the length of the anendnent it has not been included here.
See copy on file for details.]

Co- Chair Seat on OBJECTED

Representative WIson explained that the anendnent would
sunset the bill three years after the effective date of the
Per manent Fund Act. She elaborated that a separate sunset
woul d be established for the incone tax because it would
take longer [to take effect]. The sunset would not shut
dowmn the program but it would force the legislature to
reeval uate the issue. She reasoned that oil prices could be
different at that tinme and there may be additional revenue
resour ces.

6:51:11 PM

Co-Chair Seaton asked for verification the anendnment
pertained to 50 percent of all mneral |eases offered.

Representative WIson explained that whenever a sunset
occurred it reverted [statute] back to its previous state
[prior to the passage of legislation] if the sunset was not
extended. |If the Ilegislature determined to extend the
sunset, the bill would remain the sane.

Co- Chair Seaton opposed the anmendnent. He relayed that the
| egi sl ature was | ooking for a long-term conprehensive, and
sustai nable fiscal plan. The anmendnent would nean that
woul d not occur. Wthout know ng what would happen in the
future, the provision would require expensive audits to try
to go forward in nerely two years [fromthe present].
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Representative WIson provided wap up. She underscored
that the anmendnent would include a three-year sunset
provision. She stressed that it was not automatic and
nothing in the building was automatic. She stated the
anendnent would force the legislature to determ ne whether
the bill was working. She reasoned the sunset could be
extended at any tine for as many years as the |egislature
chose. She believed the provision communicated to the
public that the state may not be in the current fiscal
crisis forever. The anendnment would convey that the
| egi sl ature would take another |look at the issue in three
years' tinme. She enphasized that the anendnent did not stop
the anything from happening. She believed the anendnent
would tell the public that the |legislature was doing
nunmerous things to make governnment smarter and to do what
it could so state resources woul d be devel oped nore easily.

Representative WIlson reiterated that the anmendnment would
force the legislature to review the bill; it would not
automatically go away, it would nerely be reconsidered. She
stated that in three years oil may be at $80 to $100 per
barrel, mning my be going well, and there nay be other
i ndustries that were not currently in Al aska. She stated
that at that tinme the legislature may decide that the gap
no |l onger needed to be filled by the provisions in the bill
because it had been filled by doing other things. She
believed everyone around the conmttee table wanted to
bring in revenue in other ways besides just taxing
Al askans. She stated that the amendnent would send a
nmessage to the public that the legislature was willing to
|l ook at the issue again in three years. She reasoned that
if the state still needed the revenue at that tinme, it
woul d be possible to renpbve the sunset or extend it. She
continued it would allow the legislature to determ ne
whet her the appropriate anobunt of noney had been used from
the Permanent Fund and whether the state ended up wth
uni nt ended consequences from the incone tax. She explained
that the sunset provision would take effect three years
after the effective dates of the bill; therefore, because
the income tax would not start for another year, the sunset
woul d occur three years after that tine. She believed the
sunset was the least the legislature could do for the
publi c.

Co- Chair Seat on MAI NTAI NED hi s OBJECTI ON.
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Aroll call vote was taken on the noti on.

IN FAVOR: Tilton, WIlson, Pruitt, Thonpson
OPPCSED: Gara, Grenn, Stutes, Otiz, Seaton, Foster

The MOTI ON FAI LED (4/6).

Vice-Chair Gara WTHDREW Anendnent 17, 30-LS0125\ L. 37
(Nauman, 3/31/17) (copy on file). He believed the contents
had been addressed by anot her anendnent.

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

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

#
ADJ OURNVENT

6:57: 06 PM

The neeting was adjourned at 6:57 p. m
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