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TANEEKA HANSEN, St af f

Representative Paul Seaton

Al aska State Legislature

Juneau, Al aska

PCOSI TI ON STATEMENT: Presented the sectional analysis for HB 115.

ACTI ON NARRATI VE

9:03: 31 AM

CHAIR M A COSTELLO call ed the Senate Labor and Comrerce Standing
Commttee neeting to order at 9:03 a.m Present at the call to
order were Senators Gardner, Meyer, Stevens, Hughes, and Chair
Costello. She said that during the econom c hearings throughout
the session the conmittee |learned that Al aska is experiencing a
recession and extensive job |osses. Economsts who presented
information to the commttee asked the legislature to help
provide sone certainty for noving forward. Using that
presentation as a basis, the committee started asking what
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i npact each bill that was introduced would have on the state’'s
econony.

HB 115-1 NCOVE TAX; PFD PAYMENT/ CREDI T,

9: 05: 08 AM

CHAI R COSTELLO announced the consideration of HB 115. She stated
that the intent is to hear the introduction, walk through a
sectional analysis, and hold the bill for further consideration.
Public testinony will be heard during the 6:00 p.m neeting.
[CSHB 115(FINyam(efd fld) was before the committee.]

9: 05: 48 AM

REPRESENTATI VE PAUL SEATON, Al aska State Legislature, sponsor of
HB 115, explained that the bill creates a broad-based tax that
is based on the adjusted gross inconme of residents and
nonresi dents. The revenue that is collected will flow into the
Public Education Fund to fund the base student allocation (BSA)
and pupil transportation. There is a $4,000 exenption for each
resident filer and their dependents. Permanent fund inconme is
al so excluded from taxation. The tax brackets provide that each
t axpayer pays the sane tax rate on the first $50,000 of their
adjusted gross incone. Inconme from Sub S Corporations and
partnerships is reported on the partner’s or owner’s individua
return.

Wthholding for the school tax would begin January 1, 2019 and
the first return would be due in April 2020.

9:08: 04 AM
REPRESENTATI VE SEATON stated that a broad-based tax is the |ast
piece of a conplete fiscal plan that will provide a stable and

sustai nabl e future. Uncertainty is bad for both the econony and
Al aska’s schools, but forward funding education elimnates sone
of that wuncertainty. Adding a new revenue source also protects
schools from uncertainty because diversifying revenues reduces
volatility. Alaska has already experienced the growh and
contractions that come fromrelying too heavily on one source of
income. Drawing from nmultiple sources will help snooth the ups
and downs.

The Education Funding Act is inportant for a fair and bal anced
pl an. He pointed out that all fiscal pl ans before the
| egislature this session require sone use of the Permanent Fund
Ear ni ngs Reserve Fund and a reduction in the dividend. He noted
that the latter is regressive and hurts the |owest-incone
Al askans nost. He opined that the school tax in HB 115 is the
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best broad-based tax to balance the reduction in the dividend.
The sales tax option is also regressive and hits the | owest-
i ncone Al askans twi ce. For exanple, a general sales tax would

raise $500 mllion in revenue and Alaskans in the bottom 20
percent of income would feel a 2.2 percent inpact on their
overall income while the top 15 percent would contribute 0.9

percent and the top 1 percent would contribute just 0.4 percent.

REPRESENTATI VE SEATON posited that connecting Al askans directly
with state services through a broad-based tax will increase the
awar eness and participation in how state governnent revenues are
used. A broad-based tax also directly connects the state wth
econom c growh. There is currently no incentive for the state
to encourage economc or population growmh. One thousand new
j obs neans nore students in the schools, nore people driving on
t he roads, and nore commopn state services. Wthout a broad-based
tax, the state receives no revenue to help pay for the services
needed for those additional people. That is a disincentive for
economc growth, he said. If the state is connected to growth
through a Dbroad-based revenue source, the state wll be
incentivized to make choices that grow the econony. Most
inmportantly, plans wi thout a broad-based tax |eaves a deficit of
$500 mllion to be filled at some future tinme from new revenues,
drastic budget cuts, or spending down our savings. Leaving this
sort of wuncertainty in place puts at risk the savings and
services we would be preserving for future generations.

9:12: 09 AM

REPRESENTATI VE SEATON spoke to the question of why the tax is
based on the adjusted gross inconme. He pointed out that 29 other
states use this as a starting point and Al aska did too from 1975
t hrough 1980. Using a percentage of the federal tax liability as
the starting point seened like a good idea initially, but it is
too volatile. Using the adjusted gross as the starting point
avoids automatically adopting all the federal «credits and
deductions and allows Alaska to make those choices for itself
Al so, all sources of incone are treated equally in conputing the
adjusted gross inconme. This includes capital gains and wages.
Cal cul ating nonresident taxable incone is sinpler under adjusted
gross inconme than under federal tax liability. This approach is
Al aska specific. Specifically, the permanent fund dividend and
Al aska  nmuni ci pal bonds are exenpt from taxation. Most
importantly, it is the purview of the legislature to define what
is and is not taxable. That authority cannot be del egated to the
admnistration. He said nmuch of HB 115 is technical details
telling the admnistration how to create regulations wthout
i Mposi ng taxes.
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REPRESENTATI VE SEATON di scussed the history of tax in Al aska
par aphrasing the foll ow ng docunent:

Before oil started flow ng, Al askans were accustoned
to participating in their state econony through a
structured tax program The inconme and school taxes
created stability for basic prograns - education,
heal th, public safety, infrastructure, and nore.

® School tax inplenmented in 1949 during territorial days;

® Aaska Territorial Legislature also passed incone tax
in 1949 (in 11 days);

® Al askans paid both taxes from 1949-1980;

® In 1975 the income tax had changed from 16 percent of
federal tax liability to a tax with brackets from 3 to
14. 5 percent;

® Alaska income tax provided 40 percent of all state
revenue.

9:18: 38 AM

REPRESENTATI VE SEATON stated that based on an effective date of
January 1, 2019, the Departnent of Revenue estimates that the
Education Funding Act will raise $341 nmillion in FY2019 and $687
mllion in FY2020. Once the tax is fully inplenented,

approximately $80 nmillion will be collected from nonresidents
who work in Alaska. DOR estimates that admnistering the tax
will cost between 1 percent and 1.5 percent of the total revenue
rai sed

He said the Education Funding Act is intended to be part of a
| arger fiscal plan that includes restructuring the permanent
fund earnings and changing the cal cul ation of the pernmanent fund
dividend. Individuals and famlies in the |owest 20 percent of
the income range will feel the reduction in the dividend the
nost, because it makes up a larger percentage of their incone.
Those in the higher income range wll <contribute a slightly
hi gher percentage through the school tax, but will see a smaller
i mpact through the change to the dividend. The higher incone
brackets will also see a larger offset in their federal tax
liability. He directed attention to the chart on page 7 that
illustrates that the |owest 20 percent of filers will feel about
the same inpact to their total incone as the top 1 percent when
the Education Funding Act is conbined with HCS SB 26, the

SENATE L&C COW TTEE - 6- April 25, 2017



restructured PFD. Individuals in the |owest incone brackets wll
be inpacted nore in the first few years because the dividend

will change first, and the full year of incone tax won't be paid
until 2020.
92155

REPRESENTATI VE SEATON highlighted that Alaska is the only state
that doesn’t have sone form of broad-based tax to support core
state services. It is ranked 50 in state and |ocal tax burden,
but 10 in per capita inconme. Forty-one states have a statew de
income tax and two have an inconme tax on interest and dividend
income. The school tax in HB 115 would be the fourth | owest
anmount of tax revenue collected as a portion of total persona

i ncome. Al aska would rank 30 in the per capita revenue coll ected
through this tax. The three states with lower tax rates than HB
115 proposes all have statewi de sales taxes. North Dakota has a
5 percent state sales tax and a total state and |ocal tax of
6.78 percent. Arizona has a 5.6 percent state sales tax and a
total state and local tax of 8.25 percent. Louisiana has a 5.0
percent state sales tax and a total state and |ocal tax of 9.98
percent. Alaska’s average local sales tax is 1.76 percent. O
the 6 other states with no incone tax, all have a statew de
sales tax. He rem nded nenbers that a sales tax is regressive
and woul d disproportionately affect conmmunities with a higher
cost structure.

He said it’s difficult to quickly and accurately conpare incone
t axes between states because of the differences in deductions,
tax brackets, and credits. Sonme states al so have incone taxes at
the local level. He directed attention to page 10 that shows
that Hawaii does not adjust brackets for inflation, OGChio has
additional income taxes at the local level that average 2.25
percent, Montana allows deductions for sone federal taxes, and
Kentucky does not adjust brackets for inflation but has
additional income taxes at the local Ilevel that average 2
percent. He disputed the claimthat the tax brackets proposed in
HB 115 are the 12'" highest marginal tax rate in the country. It
ignores the fact that nost states apply the top marginal rate
after the first $10,000-3%50,000. Thus, nore people are paying
the highest rate on a majority of their income leading to a
hi gher effective tax rate.

REPRESENTATI VE SEATON offered nore information on how different
states create their brackets. Twenty-nine states use the federal
adjusted gross, 14 states automatically adjust their brackets
for inflation, 10 states double the bracket for joint filers
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and 9 states increase but don't double joint filing. Nine states
have a flat tax that applies to all taxable incone between 3
percent and 5.5 percent. Mst states start their tax brackets at
zero and 30 states have a standard deduction. The proposed
school tax in HB 115 does not have a standard deduction, but the
first $10,300 is exenpt and there is also a personal exenption
Four states have a tax benefit recapture that results in certain
hi gh-i ncone taxpayers paying the top marginal rate on all their
i ncone. HB 115 has no such proposal.

9: 30: 24 AM

REPRESENTATI VE SEATON reported that Al aska Departnent of Labor
and Workforce Developnent (DOLWD) 2015 statistics show that
nonresi dents conprised 21.3 percent of the total workforce and
earned 16 percent of the total wages in the state. That neans
$2.7 billion in wages left the state that year. That doesn't
include incone from self-enployed individuals and non-wage
i ndustries such as conmercial fishing. DOR estimtes that
nonresidents wll contribute about $80 nmillion of the $687
mllion in revenue that is collected in FY2020.

He directed attention to a chart from Northern Econom cs that
shows the projected job | osses under three budget scenarios. He
said the state has already |ost jobs and any choice that is made
to address the deficit wll contribute to future job |osses
before state enploynent is forecast to recover. The question is
how rmuch. According to the analysis from Northern Economics, a
cut to the permanent fund dividend or inplenenting a broad-based
tax would have sinmlar effects on the enploynment forecast.
However, cutting the budget an additional $1 billion will have a
far greater effect, even with the full projected dividend.
Cutting the budget instead of using the dividend or a broad-
based tax to fill the deficit would result in the loss of an
addi ti onal 10,000 jobs before enploynent is projected to
stabilize.

9:32: 25 AM

REPRESENTATI VE SEATON di spl ayed the chart on page 13 that shows
the inpact of different cuts on Al aska’s workforce. He said that
according to the Institute of Social and Econom c Research
(I SER), every $100,000 million of deficit reduction wll have
the following inpact on jobs: initiating an incone tax wll
result in the loss of 450-800 jobs; cutting the dividend wll
result in the loss of 558-892 jobs; cutting the budget wll
result in the loss of 980-1260 jobs; and cutting the state
wor kforce will result in the loss of 1,400-1,600 jobs. The |ISER
report also indicates that 3 private sector jobs wll be |ost

SENATE L&C COW TTEE - 8- April 25, 2017



for every 2 state enployees that lose their job due to budget
cuts.

He noted that the incone |osses are simlar for each of the
choi ces.

9:33:47 AM

REPRESENTATI VE SEATON di spl ayed the IRS form 1040 on page 14 to
illustrate how the Alaska tax would be calculated. Filers start
with the adjusted gross incone on |ine 37, deduct the $4,000 per
person personal exenption, and enter the adjustnents for taxable
i ncome or nontaxabl e rmuni ci pal bonds on |ines 8a and 8b.

REPRESENTATI VE SEATON concl uded his presentation enphasizing the
i nportance of adopting a conplete fiscal plan this year, because
failing to do so creates uncertainty. Until Al aska shows it has
a bal anced and sustainable budget, credit rating agencies nmay
continue to downgrade the state’'s standing. The intended
i npl enentation date of HB 115 is January 1, 2019, which provides
tinme for other parts of the fiscal plan to be put in place. “W
cannot afford to wait one nore year.”

9: 36: 40 AM
CHAI R COSTELLO asked Ms. Hansen to wal k through the sectiona
anal ysis for HB 115.

9:33: 14 AM

TANEEKA HANSEN, Staff, Representative Paul Seaton, Alaska State
Legi slature, spoke to the follow ng sectional analysis for CSHB
115:

Section 1 (page 1, line 7) — Carifies that this Act
may be known as the Education Fundi ng Act.

Section 2 (page 1, line 10) - Legislative intent
| anguage outlining what inconme |evel for an individual
or a couple is considered exenpt fromthis incone tax.

Section 3 (page 2, line 8 — AS 43.05.045(a) clarifies
that there is a penalty if a state return is not filed
el ectronically. However, individual filers are exenpt
fromthis penalty as noted later in AS 43.22.075(i)

— (see page 19, line 25).

Section 4 (page 2, line 18) — Creates the Individua
| ncome Tax within AS 43. 22
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Sec. 43.22.010 (page 2, line 20) - Inposes a
progressive inconme tax on residents and nonresidents
on their taxable inconme. Taxable incone, defined |ater

in this chapter, is based on federal adjusted gross
income wth some state specific nodifications.
Residents are taxed on all taxable inconme, while
nonresi dent individuals will be taxed on inconme from a

source within the state.

Subsection (b) outlines the inconme tax brackets for an
i ndi vi dual .

Subsection (c) outlines the incone tax brackets for
two individuals who file jointly; those who are
eligible to file a joint federal incone tax return are
eligible to file jointly in the state. Under
subsection (d) and (e), those that are eligible to
file a joint return federally but do not do so are
directed howto file on the state |evel.

Subsection (f) describes how two individuals who filed
a joint federal return but who are not both residents
of Alaska shall file with the state. They may choose
to file separately, as nonresidents, under the tax
brackets described in (b) of this section, or they may
elect to file jointly under the brackets in (c) but
only if both choose to be taxed as residents.

Sec. 43.22.015 (page 4, line 4) — Describes how a
nonresident individual wll determne their Al aska
state incone tax due. Their tax is determ ned on al
of their taxable incone, using the brackets in
43.22.010(b). That tax is then reduced by a ratio
based on how much of the nonresident’s taxable incone
is from a source within the state. [Nonresidents who
choose to file jointly are not eligible to use this
allocation of income, and are instead considered as
resi dents. ]

9:39:56 AM
Sec. 43.22.020 (page 4, line 20) -Defines the tax on
trusts and estates. Trusts are taxed at the sane rates
as an individual wunder the income tax brackets in
43.22.010(b), except that the first $10,300 is not
exenpt as it is for an individual. Nonresident trusts
are taxed on Alaska source incone. Alaska Native
Settlenment trusts receive alternative federal t ax
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treatment and are taxed at 2.5% by this state incone
tax. Trusts that are not taxed federally, including
uni on pension trusts and charity trusts, are not taxed
under this chapter. Disability trusts are al so exenpt
fromstate taxation

Sec. 43.22.025 (page 5, line 31) — Provides a credit
to residents for taxes paid to another state based on
incone earned in that other state (ensuring a resident
is not taxed twice on the sanme incone). A credit for
incone taxes paid in another state cannot reduce the
tax due to Al aska bel ow what it would have been if the
out-of-state income was never included in the
calculation of the tax due. This neans that regardl ess
of the anpunt of income tax the resident paid in other
states, the credit cannot reduce the anmount of incone
tax due to Alaska below what the resident individua
would owe on just the income that is not taxed by
ot her states.

9:45: 34 AM

Sec. 43.22.030 (page 7, line 12) - Defines the incone
that is considered taxable incone under this chapter.
This is based on the federal adjusted gross incone
with a few specific itens added and subtracted.
Specific to Alaska, this section allows a per person
exenption of $4000 and also allows the permanent fund
dividend to be deducted from state tax. Al aska
muni ci pal bonds will also not be taxed.

Itens added into federal adjusted gross incone
include: interest and incone from state and nunicipa
bonds and certain United States bonds which are not
taxed by the federal governnent but which are taxable
by the states; deductions from federal adjusted gross
income for Alaska incone taxes (normally deducted
after adjusted gross incone); gain from a trade of
i ke-kind properties which is not federally recognized
or taken as a gain; incone from an inconplete non-
grantor trust; and any deductions allowed to federal
adjusted gross income which relate to incone that is
not being taxed under this chapter, i ncl udi ng
deductions for |osses on Al aska nunicipal bonds.

Itens subtracted from federal adjusted gross incone

include: interest or incone from federal bonds which
are not legally taxable by the states; refunds for
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overpaynment of an income tax; expenses that are not
deducted from federal adjusted gross incone but that
relate to income taxed under this chapter; a gain from
a trade of Ilike-kind properties that is federally
recognized as a gain; gains on Alaska mnunicipal bonds
which are not taxed under this chapter; nonresident

pensi on i ncome under 4 U S C 114, mlitary
conpensation for nonresidents; and the permanent fund
di vi dend

9:47.: 04 AM

M5. HANSEN noted there is a small typo in this section. The

subsections weren’'t all renunbered after an anendnent was

adopted on the House floor. She clarified that it 1is
subsection (c) that deals with the personal exenption

Subsection (b) allows an exenption of $4000 per
individual clained as an exenption on the federal
income tax forms. For non-residents the exenption is
$4000 per individual claimed times the fraction used
to determine the non-resident’s taxes due.

Subsection (c) states that expenses not used in the
tax year they were incurred nmay not be carried back to
previous year returns, and may only be carried forward
for a total of five years.

Sec 43.22.035 (page 10, line 8) - Describes how incone
from a partnership or an s-corporation shall be
adjusted based the additions and subtractions of
taxabl e i nconme under 43.22.030. Subsection (c) states
that if partnership income is allocated wth the
specific purpose of evading taxes, that allocation
shal | be di sregarded.

9:50: 23 AM
Sec. 43.22.040 (page 11, Iline 1) - Describes how
income froma trust or estate shall be adjusted based
on the additions and subtractions of taxable incone
under 43.22.030. Taxable incone is reduced by the
anount distributed to the beneficiaries, in accordance
with US C 661. The Departnent of Revenue may
determne in regulation how the adjustnments to incone
will be allocated between the trust or estate and the
beneficiary of that trust or estate. Subsection (b)
states that if incone or loss is distributed with the
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specific purpose of evading taxes, that distribution
shal | be di sregarded.

Sec. 43.22.045 (page 11, line 15) -ldentifies itens of
income that are considered as being derived from or
connected with a source in the state. This is the incone
on which nonresidents will be taxed.

Sec. 43.22.050 (page 15, line 26) — Directs the
Department of Revenue to create regul ations determning
what is considered inconme froma source in the state for
busi ness conduct ed by a nonr esi dent i ndi vi dual
partnership, or s-corporation. The regulations nust be
consistent with AS 43.19, the nultistate conpact. This
provision will allow the departnment to create regul ations
to allocate what income is taxable wunder this chapter
when an out of state business is conducting business both
in and out of state.

Sec. 43.22.055 (page 16, |ine 12) - Directs the
departnment to create regulations to detail what incone
from a nonresident trust or estate is considered
derived from or connected with a source within the
state. These regul ations shall be consistent with AS
43.22.045, which identifies 1incone from a source
within the state.

Sec. 43.22.060 (page 16, line 30) — Provides that the
taxable incone for a part-year resident, trust, or
estate shall be the sum of all taxable incone
associated wth the part of the vyear that the
individual or entity was a resident of Al aska and the
income froma source in the state for the part of the
year that the individual or entity was not a resident
of the state.

Sec. 43.22.065 (page 17, line 12) — In the case of a
personal service corporation forned to evade taxes,
the departnent nmay allocate the incone between the
personal service corporation and the enployee-owners
if necessary to accurately reflect the source of the
i ncone.

9:54:16 AM
Sec. 43.22.070 (page 18, line 9) - States that a
t axpayer’s taxable year and nethod of accounting for
the state income tax shall be the sane as for the
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taxpayer’s federal incone tax. The departnent shal
adopt regul ations addressing situations where a
t axpayer changes nethods of accounting. [For nost
i ndividuals, the taxable year is the calendar year.
However, entities such as partnerships that file an
i ndi vidual incone tax return may use a fiscal year in
place of a calendar year, and nay have different
nmet hods of accounting for their incone.]

Sec. 43.22.075 (page 18, line 18) - Establishes how
taxpayers wll submt tax returns and nake paynents
for the individual income tax. It clarifies that this
tax is due and payable to the departnent at the sane
time and in the same manner as the tax payable to the
US |IRS for federal taxes. The section also outlines
procedures in case there are changes to the taxpayer’s
federal incone tax return. Any overpaynents wll be
rei nbursed by the departnment out of the general fund.
As noted above, (i) exenpts an individual from the
penal ty for not filing their i ncome t ax
el ectronically. However, a person paid to file returns
is not exenpt, and nust file electronically.

Sec. 43.22.080 (page 19, line 31) - Establishes how
taxes will be wthheld by enployers making paynment of
wages or salaries. The enployer shall deduct and

wi thhold the armount of tax, remt the tax to the
departnent, and provide a witten statenment to the
enpl oyee by January 31 of the succeeding year show ng
t he anobunt deducted and other necessary information,
simlar to the federal W2. The Departnent of Revenue
shall publish the rate of wi thholding required by this
section.

Sec. 43.22.085 (page 20, line 24) — Partnerships that
are required to file an annual return wth the federal
government shall also file a partnership return with
the Departnent of Revenue, and shall w thhold incone
tax from a nonresident partner. Publically traded
partnerships are not required to wthhold.

Sec. 43.22.090 (page 21, line 13) — Allows a resident
the option to apply sone or all of their PFD as a
refundabl e tax paynment to their upcom ng state incone
tax due, less any garnishnment, |evy, donations to Pick
Click Gve or college funds, etc., as allowed under
ot her sections of statute. For exanple, a person nmay
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apply some or all of their 2018 PFD to their 2018

taxes due. If a person’s Refundable Tax paynment of
their dividend is nore than the anmount of their state
income tax due, any renmining anmount @ will be

reinbursed to the person as a tax refund, after the
person has filed their state incone taxes.

9:59: 14 AM
Sec. 43.22.095 (page 21, line 23) - Authorizes the
departnment to create all necessary fornms and adopt
regul ati ons to i npl enent this t ax, i ncl udi ng

regulations for online filing and online paynent and
prepaynment of taxes due, and fornms for item zing
deductions. This section allows the departnent to
adopt Internal Revenue Code regulations, as long as
they do not conflict with this chapter.

Subsection (b) clarifies that transactions or paynments
between related parties nust have a reason other than
the purpose of Ilowering taxes. The departnent may
determ ne and adjust the tax due on such a paynent as
necessary.

Subsection (d) directs the departnment to adjust the
tax brackets and the personal exenption every two
years, based on the Anchorage rate of inflation

Subsection (e) allows that the |egislature nmay deposit
the estimated incone collected under this chapter into
t he public education fund.

Sec. 43.22.100 (page 22, line 31) - allows the
provisions of the Internal Revenue Code that are
mentioned in this chapter to be considered as if they
are fully set out and defined in the chapter itself,
unl ess the provision is inconsistent with the chapter.
Allows the departnment to adopt by reference certain
| RS penalties for violations of this chapter.

Sec. 43.22.110 (page 23, line 15) — Allows certain tax
information to be released to a banking institution
for the purpose of verifying a direct deposit of an
i ncone tax refund.

Sec. 43.22.150 (page 23, line 19) — Defines terms used

in this chapter. Key ternms include ‘domciled
‘resident’, and ‘resident trust’'. Resident is defined
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as an individual who: lives in the state for the
entire calendar year; receives an Alaska pernmanent
fund dividend; or receives a tax benefit such as a
property tax exenption only available to a resident
i ndi vi dual .

Section 5 (page 26, line 28) — AS 43.23 is anended by
adding a new section which directs the Permnent Fund
Division in the Departnent of Revenue to create a
place on the PFD application where an applicant may
apply sonme or all of their PFD to their upcom ng state
i ncome tax due.

Section 6 (page 27, Iline 2) - AS 43.05.085, AS
43. 20.012(b), and AS 43.20.013, a former tax credit
for politi cal contributions that exi sted under

Al aska’s prior individual inconme tax which ended in
1980, are repealed on January 1, 2019.

10: 04: 20 AM
Section 7 (page 27, line 3) - Carifies that the state
income tax created under section 4 of this act only
goes into effect starting on January 1, 2019, and wl|
not be applied to any inconme earned prior to that
dat e.

Section 8 (page 27, line 7) — Authorizes the
Depar t ment of Revenue to adopt regulations to
i npl enent the act, but not before the effective date
of the law i npl enented by the regul ation.

10: 05: 14 AM
CHAI R COSTELLO thanked Representative Seaton and Ms. Hansen
and asked nenbers if they had questions.

SENATOR GARDNER asked Representative Seaton for a copy of his
openi ng comrents.

REPRESENTATI VE SEATON agreed to provide it to the chair for
di stribution.

10: 05: 57 AM

SENATOR GARDNER sai d she assunes that his statenent that the
first $50,000 of incone would be taxed at the sane rate neans
the adjusted gross incone after the deductions.
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REPRESENTATI VE SEATON said yes. The point is that everyone in
the sane bracket is taxed at the sane rate. He added that
it’s a conplex bill but not a conplex calculation. Mch of
the bill gives detailed instructions to the Departnent of
Revenue on inpl ementing regul ati ons.

SENATOR GARDNER referenced page 7 of the presentation and
guestioned the $300 reduction to the permanent fund divi dend.

REPRESENTATI VE SEATON clarified that is an estimate for 2023.
Modeled in a tax year 2016 econony, the dividend payout is
estimated to be $1,700. The difference between that nunber
and the dividend this year is $300.

M5. HANSEN added that the packet has the full report fromthe
Institute on Taxation and Economc Policy that shows a
greater change between next year and 2023. Over tine,
however, the difference is reduced, and the 2023 estimate is
$1, 700.

SENATOR GARDNER asked if any states collect tax on incone
earned in another state. For exanple, could her husband s
nonresi dent business partner pay incone tax on the Al aska
earnings to both Al aska and his hone state?

REPRESENTATI VE SEATON explained that the Interstate Conpact
allows a credit when incone is taxed in both states so there
isn’t a double paynent.

10: 13: 20 AM
SENATOR STEVENS asked how nuch it would cost to manage the
tax systemw th 120 enpl oyees.

REPRESENTATI VE SEATON clarified that there would be 60
enpl oyees, not 120. The initial inplenentation cost is $14
mllion and DOR estinmates that total admnistrative costs
will be 1 percent to 1.5 percent. Starting with the adjusted
gross incone that is reported on the federal 1040 form is
financially advantageous to the state because the Internal
Revenue Service audits those nunbers.

SENATOR STEVENS asked if it's reasonable to assume that 60
enpl oyees can administer the tax system when Montana enpl oys
155 peopl e for that purpose.

M5. HANSEN suggested that DOR could speak to the question in
detail this afternoon, but her wunderstanding is that that
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Montana’s entire tax division enploys 155 people. Al aska
al ready has an established tax division and DOR estinmates it
will only need an additional 60 people to admnister the
i ncone tax.

SENATOR STEVENS referenced Section 7 and asked if retirenent
i ncone will be taxed.

M5. HANSEN explained that retirement, Social Security, and
pension incone that is reported and taxed at the federal
level will be taxed on the state |evel.

REPRESENTATI VE SEATON added that pension and annuity incone
is entered in box 16(a) of the federal 1040 form and the

taxable amount is reported on line 16(b). Social Security
benefits are entered in box 20a and the taxable anmount is
entered on line 20b. Those ambunts are part of the

cal cul ation of adjusted gross incone on the federal |evel, so
they aren’t reported separately on the state form

SENATOR MEYER said he agrees with Senator Stevens that 60
peopl e probably wouldn’'t be enough to admnister an incone
tax. He pointed out that the state is six or seven years
behind on the audits for the nore conplicated oil and gas
t axes.

He asked why it isn't preferable to sinply pay a state tax
based on a percentage of the federal tax.

REPRESENTATI VE SEATON said his office |ooked at that approach
initially, but it is nore conplicated and potentially nore
vol atile. Years ago, nany states, Al aska included, based
their state tax on the federal tax due but none do that now.
Now nost states use adjusted gross incone as the starting
point for calculating the state tax.

SENATOR MEYER commented, “lIt’s a shane we can’t do sonething

sinple like just a certain percent. | think accountants are
going to love your incone tax bill Dbecause we’'re going to
have to hire nore accountants.” He recalled that the
governor’s incone tax bill l|ast year—which was a percentage
of the federal tax—was estimated to generate about $400
mllion, whereas HB 115 is estimated to collect about $700
mllion. He said the largest fear his constituents have is
that the incone tax will continue to rise.

SENATOR MEYER conti nued:
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As you know, in the Senate we don’t believe we need
$700 million with the PFD restructured—Senate Bill 26—
at $2 billion, and approximately $300 nmillion in cuts,

you're at 2.3 and your deficit’'s 2.7 so under your

incone tax proposal we’'d be collecting approximtely
$300 mllion nore than we need. | think that’'s a
concern of people too. Are we going to now suddenly go
back to our old habits of spending nore noney?
Wereas, again, in the Senate we like that little bit

of deficit, whether it’s $300 million or $500 nmillion.

It keeps the pressure on us to keep spending down.

When you’'ve got $4 billion in your CBR [Constitutional

Budget Reserve] you can get away with that for quite
some tinme and maybe hold off on an inconme tax, hold
off on taking noney from our constituents as long as

possi ble, because it does have an inpact to our

constituents and to the econony.

| think that’'s why we're having difficulty with an
i ncome t ax pr oposal and, frankly, it's very
inefficient. W’'re going to give people, under your
proposal, a dividend of $1,200 and then take it back
via an inconme tax. | have so nmany constituents say,
‘Look, if you need nore noney just reduce the dividend
down to $800° rather than hiring another 60, 70, 80
state enployees to <collect the tax from working
Al askans.

| don’t know if there’s a question in there. It’s nore
a philosophical difference we have in the need for an
i ncone tax.

He asked to hear the sponsor’s response.

REPRESENTATI VE SEATON clarified that the governor’s incone
tax was $200 mllion; it was calculated to fill a specific
hole in the budget that wasn't filled by the nine other
targeted taxes. Doing just an incone tax instead of targeting
i ndi vidual industries spreads the burden w der. He pointed
out that it costs the same to administer a $650 million tax
as a $200 mllion tax, so collecting the smaller tax is |ess
efficient. He reiterated that this tax is not conplicated; it
starts with the federal adjusted gross inconme so nost of the
cal cul ations are already done. He again directed attention to
the tax calculator on the majority website that quickly tells
your tax. TurboTax and other tax software also automatically
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calcul ates state taxes, he said. Individuals who have incone
reported on a federal form 1099 would need to send a copy of
that 1099 to the state.

SENATOR MEYER maintained that it wouldn’'t be the sane as the
federal inconme tax. For exanple, he said, the PFD isn’t taxed
at the state level, but it is at the federal |evel

REPRESENTATI VE SEATON clarified that the calculator on the
House and Senate majority websites automatically renoves the
PFD and the $4, 000 personal exenption.

SENATOR HUGHES asked how many Al askans would pay this state
i ncome t ax.

M5. HANSEN said that in tax year 2014 about 500,000 single
and joint returns were filed, but some of those had no tax
liability due to the child tax credit and the earned incone
credit. She opined that nost of the filers that would be
required to file under the state incone tax would pay a small
portion.

SENATOR HUGHES offered her understanding that approximtely
330,000 returns are filed and that not all the joint returns
have two incones. She maintained that it’s a msnoner to call
this a broad-based tax if fewer than 400,000 returns are
filed. She asked i f t he cal cul ati ons account for
out m gration, because ot her states have experi enced
popul ation |l oss when an incone tax was inplenented. That’'s a
concern because the ratio of workers to nonworkers would
beconme skewed, she said.

10: 31: 45 AM

REPRESENTATI VE SEATON said the calculations in the fiscal
note were done by the Departnent of Revenue (DOR). He pointed
out that just six states don’'t have a state inconme tax, and
all other jurisdictions have a higher tax burden than what HB
115 proposes.

SENATOR HUGHES responded that things like cost of living are
al so factored into the decision to nove.

She asked if he’'d |ooked at the economic inpact that HB 115

will have on small businesses. “They’'re the backbone of our
communities so |’ mconcerned about that,” she said.

SENATE L&C COW TTEE - 20- April 25, 2017



REPRESENTATI VE SEATON said they ve |ooked at studies from
| SER, Northern Economcs, and others that say that this is
the lowest job loss option to close the deficit. Also, the
packets <contain the report released yesterday from the
Institute on Taxation and Economc Policy titled *Conparing
the Distributional Inpact of Revenue Options in Alaska.” He
said a lot of people have the idea that they' Il pay state
taxes starting with dollar one, but that’s not accurate. A
single person will start paying after approximtely the first
$15, 300 and a couple filing jointly will have a tax exenption
for the first $31,000. He reiterated that people who use the
tax calculator on the majority websites realize that the tax
burden isn't as large as they imgined. However, he said,
people in the mllion or multimllion dollar inconme bracket
will have a higher tax burden. He encouraged nenbers to read
the report, describing it as good information on how to
generate $500 mllion to reduce the deficit. It finds that
low and mddle-incone famlies would be better off under a
progressive personal income tax than any other option
exam ned in the report.

10: 37: 30 AM
SENATOR HUGHES said her concern is that nost people are in
that mddle inconme, so the tax will hit a lot of people. She

then questioned why a single adult with an adjusted gross of
$75,000 and two dependents pays nore than a couple filing
jointly with the same adjusted gross and sane nunber of
dependent s.

REPRESENTATI VE SEATON said it’'s set up on the individual
basis, so there is no advantage to filing jointly. In that
scenario the single return has three famly nenbers and the
joint return has four famly nenbers. The single return has
one |less $4,000 exenption and one |ess $1,250 PFD exclusion
so the inconme bracket is higher.

SENATOR HUGHES expressed concern about single parents paying
nor e.

CHAI R COSTELLO held HB 115 in committee.

10: 39: 15 AM

There being no further business to cone before the conmittee,
Chair Costello adjourned the Senate Labor and Commerce
Standing Commttee neeting at 10:39 a.m
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