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ACTI ON NARRATI VE

1:32: 13 PM

CHAIR M A COSTELLO call ed the Senate Labor and Comrerce Standing
Commttee neeting to order at 1:32 p.m Present at the call to
order were Senators Gardner, Stevens, Meyer, Hughes, and Chair
Costello. Senator G essel was also in attendance.

HB 115- 1 NCOVE TAX; PED PAYMENT/ CREDI T

CHAI R COSTELLO announced the consideration of HB 115. She asked
M. Mllsap to start his presentation by telling the commttee
about the Mercatus Center.

1: 34: 00 PM

ADAM M LLSAP, PhD, Mercatus Center, George Mason University,
Arlington, Virginia, stated that the Mercatus Center is a
uni versity-based research center whose nmission is to bridge the
gap between acadenic ideas and policy by sharing research wth
policymakers. He said he couldn’'t give details about funding
because the research center is entirely separate, but the donor
policy is on the website. It includes contact nanes and nunbers
if anyone is interested in nore information.

1:35: 14 PM

MR. MLLSAP read the followng testinony into the record:
Chai r man Costel | o, Vi ce Chai r man Hughes, and
di stingui shed nenbers of the Senate Labor and Commerce
Conmi ttee:

Thank you for accepting ny testinony on creating an
alternative source of revenue in Alaska and on the
features of economcally sound tax policy. My nane is
Adam MIllsap, and | am a research fellow at the
Mercatus Center at George Mason University, where |
study state and local public policy. As Alaska's
| egi sl ature considers alternative revenue sources, ny
message today is that tax policy that is economcally
efficient and pronptes econonmic growh has two
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important features: 1) low rates and 2) a broad tax
base with few exenptions or deductions.?

TAX REFORM | N ALASKA

The nost common  sources  of revenue for state
governnents are the incone tax and the sales tax.
Al aska has neither of these, instead relying on taxes,
rents, and royalties tied to the extraction of oil and
gas for nmuch of its revenue. The price and production
of these comodities fluctuates for a variety of
supply and denmand reasons, and Alaska s reliance on
them as a source of revenue results in sonme of that
volatility being transferred to the state’'s revenue
stream

In recent years Alaska has experienced significant
budget deficits, which has generated a search for nore
stable alternative sources of revenue. An incone tax,
a sales tax, or a conbination of the two is capabl e of
providing that revenue. However, the efficacy and
efficiency of any tax depends on the way it is
structured. For a tax to generate revenue efficiently,
it should consist of |owrates and a broad base.

In conbination, these features reduce the nunber of
tax-related distortions to the econony and maxim ze
the anmount of resources left in the hands of
t axpayers, while still raising adequate revenue for
government functions. They also reduce conpliance
costs, which are the costs associated with obeying the
| aw. Reducing the nunber of deductions and exenptions
saves tine and effort required to ensure conpliance.

A sinple tax code also nmeans less effort needs to be
expended nonitoring year-to-year changes in brackets
and allowable deductions and exenptions. Finally, a
broad tax base is generally less variable over tineg,
which makes it easier for policymkers to forecast
revenue during the budgeting process.?

STRUCTURE | NCOVE TAX TO AVA D DI STORTI ONS

As nentioned previously, two commobn state taxes are
the inconme tax and the sales tax. Incone taxes distort
peopl e’s choices of how nuch to work by reducing the
benefits of work. Low marginal incone tax rates reduce
this distortion. Limting deductions and exenptions
also allows rates to be |lower by broadening the tax
base.

Nunerous income tax brackets increase the conplexity
of the tax code and deter additional work near each

SENATE L&C COW TTEE - 5- April 27, 2017



bracket threshold, since any additional incone is
subject to a higher tax rate than previous incone. The
nore brackets there are, the nore often workers
confront changes in the incentive to work. Reducing
t he nunber of brackets encourages nore work across the
income distribution. Some progressivity in the tax
code may be desirable, but it should be achieved with
as few brackets as possible.

States have inplenented incone taxes at different
times, and there is evidence that states experience
sl ower per capita incone gromh follow ng the adoption
of an income tax.® This is consistent wth other
studies that find that states with higher incone tax
rates experience slower per capita inconme growh.?
There is also evidence that geople mgrate in order to
reduce their tax liability.”> Thus the creation of an
income tax may harm Al aska’s econony bY reduci ng the
incentive to work and by inducing people to emgrate
fromthe state.

However, the potential costs to economc growh from
the inplenentation of an income tax nust be weighed
against the <costs of <chronic budget deficits and
spending cuts. For exanple, sonme studies find that
government spending on education, public health, and
infrastructure can counteract the disincentive effects
of greater taxation and actually inprove economc
grow h.® And since people and businesses are forward

| ooki ng, large and frequent budget deficits will cause
them to expect future tax increases and will create
uncertainty about the state’s economc and fiscal
future.

The net effect on Alaska’'s econonmy wll ultimtely

depend on the structure of the incone tax, the state’s
spendi ng decisions, and whether an incone tax can
assure residents, i nvestors, and firns that the
state’s finances are sound.

Many states have reformed their income tax codes
recently, and these reforns provide sone guidance for
Al aska.’ Reforms in Utah and North Carolina broadened
their incone tax bases by elimnating various credits,
exenptions, and deductions and replaced their systens
of tax brackets with one flat rate. These changes
elimnated distortions in the tax code and inproved
the efficiency of each state’s incone tax. Al aska can
elimnate the need for future reform by inplenenting
an inconme tax with simlar features fromthe start.
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STRUCTURE SALES TAX TO LIMT DI STORTI ONS AND
REGRESSI VENESS

In addition to the inconme tax, a sales tax is a common
way for governnent to raise revenue. A sales tax is a
tax on consunption, so it discourages consunption and
encourages saving. Mre saving mnmeans nore investnent
and ultimately nore economc growth. Conversely, the
income tax’s main flaw is that it discourages work and
savi ng. This is why nmany economsts prefer a
conpr ehensi ve consunption tax over an incone tax as a
means of generating revenue.

However, a sales tax also has drawbacks, the primry
one being that in its nost comon and basic formit is
regressive. Since |ower-incone people spend a |arger
portion of their incone than higher-incone people, a
sales tax inposes a relatively larger burden on those
with lower inconmes. This undesirable feature can be
mtigated by applying the sales tax to a broad base
that includes both goods and services. Taxing services
is also inportant since unlike in the past, nost
consuner spending today is on services rather than
goods.

Applying a sales tax to all final goods and services
allows the rate to be lower to achieve a given revenue
target, which reduces the burden on all consumers.® A
broad base can also reduce the tax’s regressiveness,
since higher-inconme people spend a larger share of
their income on services than |ower-income people.® |f
only goods are taxed, a sizeable amount of consuner
spendi ng, especially by higher-incone people, will be
unfairly exenpt fromtaxation

Product -specific sales taxes, comonly referred to as
“sin taxes,” are especially egregious since they are
routinely applied to goods disproportionately consuned
by | ower-inconme people. The Iimted scope of sin taxes
creates large welfare |osses as consuners expend tine
and effort seeking out tax-free alternatives.!® They
also invite |obbying from various interests, both for
and against the taxes, which wastes resources in a
process called rent-seeking.! Product-specific or
i ndustry-specific sales taxes should be avoided for
t hese reasons.

MAKE THE TAX CODE MORE EQUI TABLE

Equity is another inportant feature of tax policy that
could be inproved in Al aska. Horizontal -equity is
achi eved when taxpayers who earn the sanme incone face
the sanme tax burden. In Alaska, revenue is primarily
raised through the oil and gas industry. In fiscal
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year 2016, oil and gas revenue accounted for 72
percent of the state’s general fund wunrestricted
revenue. 2

Since all taxes are ultinmately paid by people, taxes
on the oil and gas industry are paid by sone
conmbination of its workers, owners, and custoners.
This nmeans that workers and investors in this industry
bear nore of the tax burden in the form of |ower wages
and dividends than simlar people in other industries,
whi ch violates the principle of horizontal equity.

Moreover, the benefit principle of taxation states
that those receiving the benefits of governnment goods
and services should contribute to their provision.
While Alaska does |levy sone user fees, product-
specific sales taxes, and a corporate incone tax,
these taxes generate significantly |ess revenue than
the taxes on the oil and gas industry. To the extent
that Al aska's state governnment is providing goods and
services that benefit each resident, each resident
should contribute to their cost. A broad-based incone
or sales tax would be nore equitable, and it would
better satisfy the benefit principle of taxation than
the current system since it would nore evenly
di stribute the cost of governnent.

CONCLUSI ON

Efficient and effective tax policy should consist of
low rates that are applied to broad bases. Toget her,
low rates and a broad base reduce distortions,
decrease conpliance costs and ensure that the tax
burden is shared equitably by all taxpayers.

Finally, it is inportant to note that the creation of
an incone tax, sales tax, or both should not be viewed
as a panacea. Such taxes can provide a relatively
stable source of additional revenue, but it is also
important for state governments and their citizenry to
live within their neans. Governnent spending in Al aska
as a percentage of total state personal income was 31
percent in 2015, nearly two and a half times the
nati onal average of 13 percent.® Mintaining such a
hi gh | evel of spending relative to income would |ikely
require nore than a nodest tax increase, and higher
tax rates increase the I|ikelihood that an inconme or
sales tax will have a negative net effect on Alaska's
econony. For this reason, efforts to balance Al aska’s
budget should consider both revenue increases and
spendi ng cuts.
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Thank you for inviting nme to speak with you today

about tax policy in Alaska. | look forward to
answering any questions you nay have concerning ny
testi nony.

1 Adam MIllsap and QOivia Gonzalez, “State and Local Tax Policy,” Economic
Per spectives, Mercatus Center at George Mason University, January 2016.

2
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1:44:34 PM
SENATOR STEVENS asked himto el aborate on the statenent that sin
taxes apply disproportionately to | ower-incone people.

MR. M LLSAP explained that sin taxes are generally applied as a
way of deterring behavior, not as a neans of generating revenue.
They apply to things |ike tobacco products, alcohol, and junk
food and a higher proportion of |ower-income people tend to
consune of these products.

SENATOR STEVENS di sagreed with the prem se but declined to ask
addi ti onal questi ons.
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SENATOR GARDNER comrented that while it'’s true that sone
segnents of society may drink a lot nore beer, higher-incone
peopl e probably pay nore for the al cohol they drink.

She referenced the statement that taxes on the oil and gas
industry are paid by sonme conbination of the workers, owners,
and custoners. In Alaska, taxes on the oil industry cones froma

variety of sources, including severance or production tax. That
can be thought of as the sales price for the resource that
Alaskans own in comon. She asked if that changes the
cal cul ation of horizontal equity.

MR. MLLSAP replied there mght be a slight difference, but it’s
not so large that the people involved in the industry are
beari ng a higher portion of the tax burden.

1:49: 14 PM
SENATOR MEYER asked if it’s logical to think that initiating an
income tax will cause people to nove where the cost of living is

| oner, even though they may have to pay incone tax or sales tax
or both in that new | ocati on.

MR MLLSAP said it’s perfectly reasonable to think that sone

people may be living in Al aska because it is a lower tax
environment, and any decision the |egislature makes to increase
revenue is going to change that calculus. It nay provide an

additional reason to mgrate to another state.

SENATOR MEYER referenced the statenents that states experience
sl ower per capita growh after inplenenting an income tax, and
that people mgrate to reduce their tax liability.

MR. M LLSAP confirnmed that was part of his testinony.

1:52: 36 PM

SENATOR HUGHES asked if the introduction of an incone tax
coupled with the high cost of Iliving in Alaska would likely
result in higher outm gration conpared to other states.

MR. M LLSAP opined that the introduction of an inconme tax would
change sonme people’ s decision nmaking, but whether the nunbers
are higher or lower than any other state that introduces such a
tax woul d depend, in part, on the tax rate. The nagnitude of the
outmgration is an enpirical question that can only be eval uated
ex-post, he said, but putting the noney to productive services
such as inproving education, public health, or worthwhile
infrastructure that hel ps the econony could be an offset.
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SENATOR HUGHES referenced his testinony that 2015 governnent
spending in Alaska was 31 percent of total state personal
income, and the suggestion that the state should consider both
revenue increases and spending cuts. She asked if other states
had faced a simlar situation and questioned whether any
reducti ons would be nade if an income tax was introduced first.

MR MLLSAP said he would advise doing them simultaneously
because the additional revenue could readily be spent wthout
addressing spending. That is what happened when Connecti cut
i npl enented an individual income tax in the early 1990s.
Spending cuts were not made at the sane tine that the tax was
i npl enented, and that state is currently dealing with both
budget and pensi on issues.

SENATOR HUGHES asked if it wouldn't be better to neke cuts
first.

MR. MLLSAP said he assunes the budget process would have cuts
and new revenue done sonewhat in tandem He cautioned against
rai sing revenue first and del ayi ng spendi ng cuts.

1:59:13 PM

SENATOR GARDNER asked him to conpare the scenarios of taking
definitive action to raise revenue through new taxes versus not
doing so, given Alaska s specific situation. That includes: an
operating budget that has been cut by 26 percent in recent
years; a credit rating that is dropping and at risk of dropping
further; a wel | - denonstr at ed reluctance of i ndustry,
i ndi viduals, and small businesses to nmake investnents due to a
lack of confidence in the fiscal future; a struggling
university; no community college systemin a society where nore
and nore people need to have nore than a high school education

and school districts that are laying off hundreds of teachers
and increasing class sizes.

MR. MLLSAP said it’s an excellent point because both revenue
and spending needs to be considered. Cutting core governnent
services that people have cone to expect is not the best way to
make Al aska a good place to live and do business. If there is
very little roomfor significant cuts, the revenue side needs to
be shored up. He said this is ultinmately a question for Al aska
t axpayers, but he does believe that running huge budget deficits
is a concern. People who are considering noving to or doing
business in Alaska are going to take this into consideration.

SENATE L&C COW TTEE -11- April 27, 2017



2:02: 39 PM
CHAI R COSTELLO asked how the introduction of an incone tax would
af fect the unenploynent rate and the cost of living in Al aska.

MR. MLLSAP said an inconme tax will certainly reduce people’'s
di sposabl e inconme. However, it’s a valid concern that the nopst
recent enploynent figures indicate that jobs are either |eaving
the state or not being created as fast as they' re destroyed. He
advi sed that npbst states that inplenent an inconme tax do so
during an econom c boom Alaska would be somewhat unique if it
were to inplenent a tax when the econony is struggling. If the
decision is to inplenent an incone tax, he suggested
policymakers remain flexible and willing to go back and nake
changes i f necessary.

CHAI R COSTELLO asked if it's good or bad timng to inplenment an
incone tax while the econony is in a recession.

MR. MLLSAP replied the timng is not optiml because it would
pull noney out of the economnmy. Nevertheless, Alaska nust deal
with the budget deficit and its hand mght be forced. He
reiterated his advice to policynmakers to remain flexible.

CHAIR COSTELLO asked how HB 115 would affect seniors and
mlitary famlies.

MR. MLLSAP asked if she is asking if retirenment income should
not be taxed.

CHAIR COSTELLO said that's correct. The bill has a standard
deduction for each individual, but it has no other deducti ons.

MR. MLLSAP said that’s the nost efficient thing to do from an
econom ¢ standpoint. A broader base keeps the rates as |low as
possible and is the least distortive. He advised to keep the
current design with few deductions and exenptions and apply the
tax rate to all incone earned in the state.

CHAI R COSTELLO asked if S corporations and small busi nesses w |
be i npacted by the current tax proposal.

MR. MLLSAP said they should be affected |ike everyone else. A
smal | business owner who files under the personal incone tax
shoul d pay the rate.

CHAI R COSTELLO asked if other states that are struggling wth
budget deficits have savings |ike Al aska has.
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MR. MLLSAP said some states have rainy-day funds and he isn't
opposed to using themto help wth budget deficits, but Al aska's
budget deficits are nore a structural problem based on the oi
market. 1t’s reasonable to pull noney from savings when it’'s
needed, but in Alaska’'s case that's not a substitution for
structural reform

2:10: 00 PM

SENATOR STEVENS asked for an explanation of the statenent that
an income tax may harm the econony by reducing the incentive to
work. He said it seems that an incone tax would increase the
i ncentive to work.

MR, MLLSAP answered with an explanation of the substitution

effect. In the context of an incone tax, it’s an economc
understanding that an individual will replace working a little
nore with taking some leisure — not working. There is also an
incone effect. In the context of an incone tax, that’s the

econom ¢ understanding that the tax mnakes an individual feel
poorer and it induces them to work nore. The question is which
effect dom nates. Wen economsts look at the entire econony
they see that the substitution effect tends to domnate the
income effect. The reason at the macro level is that not only
can people choose to work a little bit less, but they can also
choose not to work at all. For exanple, a second earner in a
home may choose to work if there isn't an incone tax, but when
the incone tax is inplenmented they may choose not to work.

2:12: 37 PM
SENATOR HUGHES asked if initiating an income tax right now m ght
deepen and prol ong the recession.

MR. M LLSAP said economists don’t generally think that
initiating an incone tax wll help to get out of a recession,
but it mght not hurt given Alaska s existing deficit and the
potential magnitude of spending cuts that might have to occur
wi t hout an additional revenue stream

SENATOR HUGHES asked if he had reviewed HB 115 and his thoughts
on the tax brackets that are proposed.

MR MLLSAP said he reviewed the bill and believes it’s
inefficient to have five brackets in such a short range.

2:15:48 PM
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SENATOR HUGHES asked if a sales tax would be |less regressive if
groceries were excl uded.

MR. M LLSAP said yes.

SENATOR HUGHES highlighted the unique situation in many Al aska
vill age where groceries are very expensive.

2:17:26 PM
SENATOR GARDNER asked if instituting an income tax and
initiating | arge budget cuts inpact enpl oynent rates equally.

MR. MLLSAP said it’s hard to tell which would be worse, but it
comes down to what is cut. Mssive spending cuts that elimnate
core services and delay infrastructure mai ntenance probably have
a simlar inpact to inplenenting an inconme tax on enpl oynent.

SENATOR GARDNER asked, other than cutting taxes, what the state
could do to stinulate the econony in the current recession and
do away with uncertainty.

MR. M LLSAP said recessions often need to run their course, but
it mght help if the state could lend certainty to outside
investors whether that’s bondhol ders or people thinking about
novi ng to Al aska or busi nesses thinking about opening in Al aska.
He warned that trying too hard to pull out of a recession can
make things worse down the road.

2:21:32 PM

SENATOR GARDNER asked if he’'s aware that the state has cut its
operating budget by 26 percent and has been operating wth
essentially no capital budget for the last several years. That
has inpacted a | ot of enployees, particularly in the trades.

She asked if there have been any studies about how peopl e weigh
the non-financial factors when they determ ne where to live. An
income tax will hurt, but Alaskans place a |ot of value on clean
air and water, hunting and fishing, and w de-open spaces.

MR MLLSAP agreed that sonme people wll stay in Al aska
regardless of an income tax. It has things they can't get
anywhere else. The people who would | eave are those who are on
the margin. They noved to Alaska for a reason when there was no
income tax and instituting one changes their decision making
enough that it makes sense to go sonmewhere el se. He acknow edged
that Alaska could be unique, and a tax would have a snaller
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effect on the decision to |eave. Neverthel ess, sone people wll
| eave.

2:24: 15 PM

CHAI R COSTELLO asked him to comment on the inpact of President
Trunp’s recent tax proposal that renoves the deduction for state
t axes.

MR. MLLSAP said the deduction is only available to people who
itemze, and he didn't know how nmany Alaskans that m ght
include. He also wondered about the chance of that proposal
getting through the process.

2:26: 03 PM
CHAI R COSTELLO t hanked M. M1 sap

2:26: 32 PM
At ease

2:30: 23 PM
CHAIR COSTELLO reconvened the neeting and welconmed M.
Bl att machr.

2:30:47 PM

MATT BLATTMACHR, Vice President and Trust Oficer, Peak Trust
Conmpany, Anchorage, said he is “nore or less” representing the
trust and estate planning industry in Alaska. He informed the
commttee that in 1997 the |egislature passed the Al aska Trust
Act. This nmade Alaska the first state in the nation to allow
self-settled trusts and perpetual trusts. Since then, the
| egi sl ature has passed additional |laws that has kept Al aska at
the forefront of the industry. The industry has been so
successful that many other states have tried to conpete for this
busi ness. The state has benefited greatly over the years and it
generates neaningful tax revenue. The insurance tax currently
brings over $7 mllion into the general fund each year.

He related that the goal of the presentation is to highlight the
benefits of the trust industry to the state and to offer
evidence that to maintain the industry, sone provisions in HB
115 need to be reexam ned.

MR. BLATTMACHR explained that trusts are generally used by
average Al askans for famly and estate planning. He advised that
t he considerabl e discussion about the taxation of trusts during
the bill hearings is just a mnor piece in the overall scope of
trusts. He explained that trusts are wusually taxed in one of
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three ways: to the grantor, to the beneficiary, or to the trust
itself. The grantor (trust creator) is taxed if they retain
sufficient interest. Many trusts are taxed this way because of
the benefits associated wth grantor trust st at us. The
beneficiary is taxed to the extent that he or she receives
distributions of income from the trust. The trust itself 1is
taxed if incone is retained by the trust and it is not a grantor
trust.

2:35:48 PM
MR. BLATTMACHR said there are many different types of trusts
but they can be broadly divided into revocable and irrevocable

trusts. Revocable trusts are essentially a will substitute that
has no tax advantages whatsoever. The incone is taxed to the
i ndividual that creates the trust. Irrevocable trusts create

separate and distinct entities. Taxation depends on whether the
trust has grantor status, whether there have been distributions,
and under HB 115 whether it would qualify as a resident or
nonresi dent trust for state incone taxes.

2:36:41 PM

He reiterated that a trust can be considered a grantor if the
person who created the trust retains certain interests. This
includes: the grantor is a beneficiary, their spouse is a
benefi ci ary, they have the power to control benefi ci al
enjoynent, the trust has reversionary interests that can cone
back to the grantor, or if the income fromthe trust can be used
for the benefit of the grantor. |If the grantor retains
sufficient control, he or she is taxed on the trust incone.

Irrevocable trusts can be grantor or non-grantor. Both are
broken out for resident and nonresident for state tax purposes.
He related that prior discussions on HB 115 centered on
irrevocable trusts, particularly non-grantor resi dent and
nonresi dent trusts where the inconme is accumul ated. For grantor
trusts, inconme is taxed to the grantor. Non-grantor trusts are
those where the trust is its own taxpaying entity. Income wll
be taxed to the beneficiary, to the extent that inconme is
distributed. It will be taxed to the trust when the incone is
retained. If the income is split between the beneficiary and the
trust, each pays the appropriate share of the tax. He reported
that all conpetitive states in this industry try to tax resident
trusts if there is a state income tax. Nonresident trusts are
not taxed because doing so wuld elimnate any nonresident
busi ness.
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MR. BLATTMACHR revi ewed several scenarios, all of which assune
no Al aska incone. The first scenario is an Al aska resident who
creates a grantor trust. Wwether income is accunulated or
distributed, it flows through to the grantor’s Form 1040. |If
there is a state incone tax, the state would always collect the
proper tax on that trust. The second scenario is a grantor trust
created by a nonresident. Regardless of whether the inconme is
accunul ated or distributed, it is taxed to the nonresident. He
advised that in this scenario Al aska should not attenpt to

collect tax on the inconme from the trust. Doing so is
potentially unconstitutional, especially if there isn't any
Al aska-source incone, and it would likely kill Alaska s trust
i ndustry.

Scenario three is non-grantor trust created by nonresidents. |f
income is accumul ated, the trust would pay its own federal tax.
If the incone is distributed to an Al askan beneficiary, it would
be included in the beneficiary's taxable incone and the state
woul d collect the state incone tax. If the inconme is distributed
to a nonresident beneficiary, they would not pay Al aska inconme
tax. He reiterated that this assunmes that there is no Al aska-
source incone. Scenario four is a non-grantor trust by an Al aska
resident. Under HB 115 resident beneficiaries would be subject
to the state incone tax if there was a distribution, but
nonr esi dents woul d not.

2:41: 50 PM

MR. BLATTMACHR stated that that if HB 115 were to pass, Al askans
who establish non-grantor trusts with resident and nonresident
beneficiaries would be encouraged to do their trust planning in
another state. He said it’s a policy call as to whether Al aska
is open for trust business for just nonresidents.

He turned to the federal tax rates on trusts stating that
f eder al taxes discourage incone retention and encourage
distributions fromthe trust. Trusts have the sane tax brackets
as individuals, but they' re conpressed. For exanple, individuals
reach the maxinmum 43.4 percent tax bracket, including the
Medi care surtax, at $415,050 for single filers and $466, 950 for
married joint filers. A trust reaches the maxi mum 43.4 percent
tax bracket at $12,400 of income. If HB 115 were to pass, the
state would collect its tax on inconme distributed to an Al aska
resident. Therefore, trustees will only retain incone in trusts
if there is a conpelling reason to do so. Such exanples are a
beneficiary who should not receive distributions because he or
she has substance abuse problens, and a special needs trusts
where not all the inconme is consuned and needs to be retained.
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MR. BLATTMACHR advi sed that HB 115 prevents DING trusts. This is
a planning strategy that is used by high inconme individuals who
live in states that have very high state inconme taxes. The
purpose is to avoid taxes on accunulated incone. He reiterated
the warning that if HB 115 were to pass, residents would use
another state to create a non-grantor trust.

2:47. 43 PM
MR. BLATTMACHR said regardless of the decision on what to do
about taxation on resident non-grantor trusts, the trust
i ndustry feels some anmendnents should be nmade if Alaska is to
remain conpetitive. He listed the following: [HB 115 adds a new
chapter 22 to AS 43.]
e Trusts shoul d receive t he $10, 300 exenpti on t hat
i ndi vi dual s receive.
« |f Alaska foregoes an inconme tax regine, Sec. 43.22.020(c)
shoul d make an affirmative statenent that nonresident trust
and estates are not subject to Al aska incone tax.

e Sec. 43.22.040(a) references 26 U S. Code 8 651 and it
shoul d al so reference 26 U S. Code § 661

e Sec. 43.22.150(1) provides a definition of domcile. It
says an individual mght be considered a resident if their
dental and nedical services are provided in the state. He
opined that this mght discourage forner residents from
returning to Alaska to get these services from their
established dentist or doctor. He acknow edged this isn't
trust rel ated.

e Sec. 43.22.150(19) defines a resident trust. This should
include a definition as to when a transfer to a trust is
deened to have been nmade.

e Sec. 43.22.150(19) should make an affirmative statenent
that if a nonresident transfers property to an Al aska
trust, it is deemed a nonresident trust.

MR. BLATTMACHR highlighted that the definition of a resident
trust in HB 115 nmay discourage Al askans from planning in Al aska.
For exanple, if a resident created a trust for children residing
in Mntana and Texas, the accunulated incone from the trust
woul d be subject to Al aska incone tax.

2:51:55 PM
CHAI R COSTELLO asked how many trusts are registered in Al aska.

MR. BLATTMACHR said his institution has created about 2,600
different trusts, and that is just a small representation of the
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nunber of trusts that have been created in Al aska. Not every
i ndi vidual needs the services of a professional trustee and
practitioners estimate that they create as nmany as one in four
trusts or as few as one in eight.

CHAI R COSTELLO asked how HB 115, as witten, would affect his
busi ness.

MR. BLATTMACHR said the bill is okay as witten, but it’s not
great. The problem relates to the public perception. Al aska
started the “new age” trust industry 20 years ago and it’s
regarded as the gold standard. If HB 115 were to pass as
currently witten, Al aska would no |longer hold that distinction

He opined that significant business would be lost due to the
public perception. It doesn’t help the industry nove forward.

CHAIR COSTELLO found no further guesti ons, t hanked M.
Bl att machr, and held HB 115 in conmittee.

2:55:28 PM

There being no further business to conme before the commttee
Chair Costello adjourned the Senate Labor and Conmerce Standing
Commttee nmeeting at 2:55 p. m
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