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As part o f the Alaska Balanced Budget Plan I proposed to close Alaska's budget gap 
within the next 18 months, today I am transmitting a bill to re-impose a state income tax 
on individuals.

The current size o f our fiscal gap— the difference between annual revenues and 
expenditures— exceeds one billion dollars. Because o f our sizeable savings account, the 
Constitutional Budget Reserve (CBR), we have been able to fill this gap over the past 
several years. However, the CBR is currently projected to run dry in the next three years. 
Although we have cut the budget substantially over the past four years, and further cuts 
and efficiencies must take place, budget cuts alone will not solve a budget gap o f this 
proportion i f  basic state services to Alaskans are to be preserved.

One part o f the plan is to transfer S4 billion dollars from the Earnings Reserve Account o f 
the Permanent Fund to the CBR. This will generate approximately S550 million 
annually. However, this too will not close the gap. I believe an income tax is the fairest 
way to provide the additional $350 million dollars needed to balance our budget in the 
next 18 months.

Alaska’s tremendous natural resource wealth has allowed us to maintain the basic 
sendees o f state government for many years without significant contributions from the 
Alaskans who benefit from those services. We also have been able to return dividends 
from that wealth to Alaskans. But existing revenue sources simply will not sustain the 
basic services -- the schools, protection o f our children, contributions to local 
communities, and other basic health and safety programs -- on which Alaskans rely.
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A state individual income tax is one way to address at least a part o f the budget gap. 
Alaska is the only state that has neither a state personal income tax nor a statewide sales 
tax. I believe an income tax is one o f the fairest ways to raise revenue. It taxes people on 
their ability to pay and taxes people who work in Alaska, whether they live here or not. 
Non-residents can begin to contribute to the state-provided services they receive.

The tax set out in the attached bill begins with a simple percentage of the federal tax we 
pay. It then provides every Alaskan a credit, based on the Permanent Fund Dividend that 
person receives, as a way to compensate for the federal tax we pay on our dividends.
This feature o f the bill, because it provides a per-capita credit, protects families. Under 
the bill, a family o f four earning $60,000 would pay no tax.

I urge your prompt consideration o f this bill. You may not agree that the structure o f the 
proposed tax is the best, and I welcome your suggestions for alternatives. But we cannot 
afford to wait until all our reserves are expended. The Legislature must act this year to 
protect the future o f all Alaskans.

Sincerely,

T
Governor



Summary of public testim ony regarding the 
Governor’s budget bills: HB 89, 90, 91

3/3/99

Comments from the public were generally rational, well reasoned, 
and based on solid information.

MOST testifiers were against a state incom e tax. Some reasons 
given were, it is:

Too unfriendly,
Too discriminatory in general,
Too discriminatory against single people without children,
Unconstitutional, and
The budget needs more cutting first.

Three people favored a flat tax, and one suggested a residency 
credit.

SOME testifiers preferred a sales ta x , if taxing is necessary, 
because it:

Keeps the dollars in Alaska,
Is based on ALL peoples’ ability to spend,
Captures visitors’ dollars as well,
Taxes unorganized areas that should be paying their share, 
Taxes areas that currently don’t have a sales tax and should be 
paying their share.

But those opposed to a sales tax said it was too repressive.



Three people suggested that there should be a vote of the people 
before instituting any tax, and that it should have a sunset date 
(maybe two years), after which it would have to be voted on again.

It was pointed out several times that Alaska is the ONLY state in the 
United States that has NEITHER an income tax nor a sales tax.

Several people also noted that Alaska loses credibility with the other 
49 states when " i request federal funding, or talk of a fiscal problem, 
because not only do our citizens pay no taxes, we also collect a 
dividend for living here.

An interesting fact to note is that the amount paid out in Permanent 
Fund Dividends last year ($900 million) is nearly equal to the amount 
of our fiscal gap this year ($1.2 billion).

Four people testified they would rather give up their Permanent Fund 
Dividends than have a tax.

Several accountants gave facts and numbers to support their ideas. 
One accountant supplied us with very interesting figures showing 
what would happen if we capped the dividend at $850 (an arbitrary 
figure) and used the earnings reserve. Her testimony is attached, 
showing that, under the Governor’s proposed tax, some individuals 
would actually end up losing money by collecting the current PFD.

We heard several suggestions that the permanent fund earnings be 
used -  to close the gap, to pay for education, etc.

Only one person actually said she LIKED the Governor’s proposal, 
but several expressed appreciation for his putting something forth to 
consider. The spirit of cooperation between the Governor and the 
Legislator was also lauded.

Other miscellaneous suggestions were:

Use privatization as much as possible to srve money.
Decide what we need first, what the state nr^st provide.
Prioritize needed services first.
Don’t use budget reductions as a punitive tool.



Increase income (after reducing spending) with users’ fees.

Be aware that too many cuts in the wrong places can cripple 
the economy.

Be aware that government is not here to create the economy 
but to provide necessary services that result in jobs and 
economic development.



K E L L Y  L U D W I G  a p p e a r e d  b e f o r e  c n e  c o m m i t t e e .  S h e  s t a t e d ,  " I ' m  j u s t  

a n  a c c o u n t a n t ,  I ' m  n o t  a  C P A ,  I  h a v e  a n  a c c o u n t i n g  d e g r e e  f r o m  t h e  

U n i v e r s i t y  o f  A l a s k a - S o u t h e a s t  i n  J u n e a u ,  a n d  I ' v e  w o r k e d  w i t h  

t a x e s  f o r  t h e  l a s t  f e w  y e a r s  a n d  m y  c o n c e r n  c o m e s  d o w n  t o  a n  i n c o m e  

t a x  a n d  t h e  a f f e c t  t h a t  i t  h a s  w i t h  t h e  P F D  ( p e r m a n e n t  f u n d  

d i v i d e n d )  t o  m e  ( i n d i s c . )  g o i n g  t o  g i v e  u s  a  ? E D  o n  o n e  h a n d  a n d

t h e n  w e ' r e  g o i n g  t o  t u r n  a r o u n d  a n d  t a k e  i t  a w a y .  I  d i d  s o m e

p r e l i m i n a r y  f i g u r e s  b a s e d  o n  J o e  Q . - c i t i z e n  w h o  e a r n s  $ 4 0  t h o u s a n d  

a  y e a r  a s  a  s i n g l e  p e r s o n ,  h a s  n o  d e p e n d e n t s ,  d o e s n ' t  h a v e  a  b i g  

i n v e s t m e n t  p o r t f o l i o  -  a n d  i f  y o u  t a k e  t h a t  $ 4 0  t h o u s a n d  -  a n d  I  

u s e d  t h e  a m o u n t  o f  l a s t  y e a r ' s  p e r m a n e n t  f u n d  o f  $ 1 , 5 0 0 . 0 0 ,  I  

a p p l i e d  t h e  s t a n d a r d  d e d u c t i o n  -  h e  c a n  i t e m i z e  d e d u c t i o n s  a n d  h e  

c a n  o n l y  s u b t r a c t  f r o m  y o u r  f e d e r a l  i n c o m e  t a x  r e t u r n  -  s t a t e  t a x e s  

i f  y o u  i t e m i z e  d e d u c t i o n s ,  o t h e r w i s e  i t  a i l  f a l l s  u n d e r  t h e  

s t a n d a r d  d e d u c t i o n .  H e  g e t s  h i s  p e r s o n a l  e x e m p t i o n  f o r  h i m s e l f ,  

t h a n  c o m e s  d o w n  t o  a  t a x a b l e  i n c o m e  o f  $ 3 2 , 5 5 0 .  T h e  f e d e r a l  t a x  o n  

t h a t  i s  $ 5 ,  3 2 6 .  M o w  t h e  s t a t e  t a x  w o u l d  b e  3 1  p e r c e n t  o f  t h a t ,  

w h i c h  i s  $ 1 , 3 0 6  a n d  t h e  P F D  c r e d i t ,  w h i c h  w o u l d  b e  3 3  p e r c e n t  o f  

t h e  P F D  a m o u n t  a t  $ 1 , 5 0 0  i s  $ 4 9 5  ' w h i c h  m a k e s  t h e  s t a t e  t a x  $ 1 , 3 1 1 .  

I f  y o u  t a k e  t h e  P F D  a t  $ 1 , 5 0 0 ,  y o u  d e d u c t  t h e  s t a t e  t a x  o f  $ 1 , 3 1 1 ,  

y o u  g e t  $ 1 8 8 . 9 4 .  M o w  o y  a d d i n g  t h e  $ 1 , 5 0 0  i n t o  h i s  i n c o m e  t h a t  h e  

h a s  t o  p a y  t a x e s  o n ,  t h e  f e d e r a l  t a x  e f f e c t  i s  $ 2 4 5 ,  s o  i f  y o u

s u b t r a c t  a i l  t h a t  c u t ,  i t  e n d s  u p  c o s t i n g  t h a t  p e r s o n  $ 5 6 . 1 2  t o  c e t

t h e  P F D  a n d  p a y  t h e  s t a t e  t a x  o n  i t . "

M S .  L U D W I G  f u r t h e r  s t a t e d ,  " I f  w e  w e r e  t o  c a p  t h e  P F D  -  I ' m  j u s t  

p i c k i n g  a  f i g u r e  o f  $ 3 5 0 ,  a n d  w e  d o n ' t  h a v e  a  s t a t e  i n c o m e  t a x ,  

t h e n  t h a t  $ 8 5 0 ,  i n c l u d e d  i n  h i s  i n c o m e ,  c o s t s  h i m  i n  f e d e r a l  t a x e s  

$ 2 6 6 .  B u t  c h e  g a i n  o n  t h a t ,  t h a n  h e  g e e s ,  i s  $ 5 8 4 ,  w h i c h  m e a n s  

t h a t  f o r  e a c h  p e r s o n ,  t h a t ' s  $ 5 8 4  d r o p  i n t o  o u r  e c o n o m y  a n d  a  

$ 5 6 . 1 2  d e c r e a s e  b e c a u s e ,  n o t  t o  m e n t i o n  t h e  c o s t  o f  s e t t i n g  u p  t h e  

d e p a r t m e n t ,  a n d  w h i c h  w o u l d  b e  a  c o l l e c t i o n  d e p a r t m e n t  -  k i n d  o f  

l i k e  c h i l d  s u p p o r t  e n f o r c e m e n t  w h i c h  i s  s c a r y  t o  m e . I  k n o w  p e o p l e  

w a n t  t o  k e e p  t h e i r  P F D s ,  b u t  I  t h i n k  t h a t  m a y b e  c a p p i n g  t h e m  a n d  

t h e n  u s i n g  t h e  e a r n i n g s  r e s e r v e  a c c o u n t  f o r  t h e  u n r e a l i z e d  g a i n s  

a n d  t h a t  i s  a  b e t t e r  o p t i o n . "



Preference for 
Tax, Revenue 
inrrease .......

D R U O UN T O T A L

1. Opposes 15 3 14 31
any new tax;
all savings
through cuts
2. Tax, not 2 1 2 5
PFD cut/ leave
PFD alone

3. Sales tax 1 2 4 7
first (with
exemptions)

4. Income tax 2 1 1 4
first

5. Accepts tax 1 7 4 3 7 22
but deep cuts
first; keep tax
simple
6. No 3 2 5
INCOME tax

7. Lottery 1 1
8. Use CBR 2 1 1 4
first
9. Tax non­ 1 1
residents
10. Cap, cut 2 2 3 7
PFD check
first/only
11. Taxes OK; 2 1 2 5
supports Gov.
12. Sales tax 2 1 1 4
1“  PFD cut
2nd, income
tax la s t ...
13. If tax, 1 3 1 1 4 10
sales tax only
14. Opposes 1 I 1 4 7
Gov. p la n ...
15. “sin” taxes 1 1
only ...............
16. Develop 2 2
natural
resources
17. Tap PFD, 1 1
sales tax only
18. Protect 2 2
social services



A l a s k a  S t a t e  L e g i s l a t u r e

Please enter into the record my testimony to th e  L l  f  ^  I r ^
committee name

committee on ^  ^  ^  V  / ________ dated  zL z L jJ .  Z 5 -  .
bill/subject

y /  y  //wSigned: y'___£>t_
Testifier

Representing (Optional)

Address

P h o n e  N o .

9/86 Legislative Information Office



L a d y ’s  a n d  G e n t l e m e n  o f  t h e  C o m m i t t e e 2/20/99

We know that you all in Juneau are making hard decisions, some which will not be popular but 
necessary. We dread to think what this 1 Billion deficit would be like if the Republican Legislature 
hadn't been reducing the size and scope of State Government over the last several years! We'd 
dare say it would be more like 2 or 3 Billion!

As to the "tax" issue. We could swallow a State Income Tax if the following were followed. Any 
deviation would not get our support!:

1) A point is reached that everything our State Constitution says that the State Legislature is 
responsible for funding is done at the most effective level, but still in the red. We understand that 
there are programs out there that are not in the State Constitution. Delete those. That may be 
painful politically but it must be done.

2) We support the bill before the legislature on top executives pay decreases as per the law.

3) Privatization of State agencies as appropriate.

4) Forcing the Local DA’s, State Attorney General, and Federal Court systems through Project 
Exile funding, to prosecute Federal weapons and other charges so as too reduce our prison 
incarceration costs.

5) Performance based funding is law and strong enough evaluation to find the positives and 
negatives, with corrections in place. We note that this is back on the agenda and fully support it!

6) If all the above are done, and we are still in the red, with no sure date of in the black, i.e. at 
least 3 or 4 years out, then and only then start seriously considering an Income Tax. That said we 
could only support the following Income Tax parameters:

a. A advisory vote by the people for any Income Tax. We would encourage the 
legislature to consider the outcome of the vote a NO vote if less than 51% of registered voters 
turnout.

b. Flat tax across the board, no deductions, no loopholes and no State IRS like 
department. Money would go straight from the employees paycheck to the State Treasury. We 
would feel comfortable with a 2% Flat Tax for all Alaskans and people who earn money here but 
leave for the "Lower 48" to live.

c. Sun downing of the Income Tax with a re-vote by the people to either continue or 
stop. Would base this on projected earnings of the Tax, projected earning of business taxes, i.e. 
oil industry etc. This should be Sun downed no later than 4 years after implementation. During 
those years would like a cl mge to the Constitution that any and all votes dealing with a State 
Income tax must have at least a 51% voter turnout to be considered valid.



7) Clear and concise information to the general public on what, why, who and when prior to any 
vote. Just the facts, pro and con, not political statements. We realize this may be difficult but a 
neutral pro and con education of the public must be available for the voters to make a sound 
decision one way or the other. We would like to see this in both print and on TV and radio so as 
to saturate the State with the needed information.

( _  —
nchael and Sandra Coons

P.O. Box 4229 
Palmer, AK 99645 
(907)745-6779



A l a s k a  S t a t e  L e g i s l a t u r e

Please enter into the record my testimony to the V r y / c
committee name

committee on l ^ i l / ^ - d /  ^ /rX p C ffm ^ ff ic J a te d  —^  ~ ~ <̂>—
bill/subject

X  /ho  n o - /-  iaj r i ^ i \ n g  m e & z a c j - c  / p r o h e s p '  a ~ f
in C O rv r t .  h o \y  ' b y f  X 'm  p r  x A - e  c X c ,y  'X A / j
h $ 5  t><Z£r~i LAJn'-f^'-en. X  - /V e  /  ;*A  v ^ r y  uivn-foi)'r  -/-c> s i n j } ^
p e o p l e .  u j i ' - l h o m - f -  c h i l c J r e m .  X  <3rvi q  7 ^ y-ecj  ̂ o/  ̂ c p j o m c , ^  u j k t

h f l6  X A  e- z h o / c e ,  r o d 0'  ~bo h a v e ,  c h i  /d re *a  • ^
U^CPfK '  -F u ll 4-lm-C, c^rvoc/ l-eoid CC V t r y  pt~0 c/01 crh/ve, h ~ fc .

' i i ) C  o O O [ y  P i n / £ >  ' h a y  < d &  /£ ( J J y~/'/'•/’£'Ki - f ' h o \ ' h  S i n g l e ^

p-eop/'C co j v  w h  ch>/ )J re r~>  c o i l  I  h  d 've , ~ho p o i y  m o s d  o~P
r  j i -^d/\)£ d 'C iy . X  t  e~e !  4 X /< , / ^  V 6 r  y  J, / £ Cr-Cnn  - e n t l / n ^  • F  K-C,

\nr\ y  / 1 ~f~C 6>-iy / e ,

 y  m e  h ^ C X c J  / i - P i d d  e t  - p Q r v \ , ' ) y  o F

u j h o  w \{l \C&£ Lp 0 t ( J 0 0 .  O r  ) i ? £ i  U / i ' f l  r \ o d  h a v e ,  d u  p^^y
O i n y U A m q  a + . h d /  T-/ //v  ̂ ,-n
s W ^  < w  r e ^  P ie ,  U n e / / ^  y t ^ / i  ^dade, pom j i o « / J

h a v e ,  4 *0  f > Q - y - r ) '  ° t ^ ° i  3 1  V o  i s  ^  l / 4 4 - l e ,  & y c e s s / v e ;

Signed: k F v F ------------------------------------------------------
Testiftir

7
X  ;m  b - 6 m  cj p ^ n / s i ^ a  I'r' - fo r  m  v  / f f e  6 - / v /

L U b a F  r c o \ !  I

Representing (Optional)
f . f l .  l o x  c24W Po/ êr} &K d̂bdS~__
Address

f f l 7 -  7< /fe  - I q ZSLp_______________________________

Phone No.

9/86 Legislates Information Office



a J \ U ^ o u j h  X  h ) C - e  F f \ i'cl-eQ o -f  <x. X/ctb 4-01%.
J Y / n  j / j

S > b c \ b o  i  h  O o y v \  ^  

c  p e r m a n  & y - , b  - f u ^ d  p u r l ' s

X f  X  uu*r& co  chaioz, oF
r>b X )rY ' Q r > e r b  s n  , , p o t -
m im m ® * +u*J +o

b& y 1 t o  d? / ^ . y ^ i  
)

I n d ' O  6 0  h i g h e r  b & y  b r a l C e F  G ^ y o u a y  • f i n d  X  e n d

i y p  p C ty in ^  m o re , -F e d e r a l income^ bCtSi,.

X  * / i e /  s h a d e ,  s h a u / d  F r y  h a r d e r

i r> d ^ ir r  ho /nj  s^> C -fc\b -From bb-e, sFo^be buoyed' 'bherc’s
c\)ob Q~h F c \b  o u\4- bdrs-er-e,. MJ O s h o u l d  o\/so bciYL^

G ro 'ib e \r  ! oolC Cib c& sdcA'ie, &ot / es  b c \y  trS'ie/Cx cJ o p

c<y £>bc\be, inco^-c , dciy.  X e ,  V^&ve, G/ob ob boUrisds
b h c id  v is j 'F  0  u  r  sbo-de, e v e r y  y ^ G T .  bher-e, u ; o u / d

b o  otlob oF /rcoim-c, From ^d)c\'b.

ft)> -Ltw QilC'^cj j's bhot~b iF  bi\ere bo/6 bo

b e  « .  s W *  -bay( p / e « f e  ^ / ^ e .  ^ 0 l i i e  ^ ^  ^

cl/. iaJ-c

< 3 n /£  - y o u

{ c e r ^ y  h i o jc ls . W o r d



a d V M o u j h  X  1 , 'J C -o  b d - e ,  i ' d - e 4  o F  a  F / a d  d a %

l F  X u u e r &

I X ^ g n e r d ~  t / - '  , I
- r U n d

J lV C vn  CO c h d lO Z s  g F  g i v i n g  ^  y

^ 4 V ^ b s d ^ b o  m & o y v t O

b&  y  X  u jo la  i d .  bin e  p e r m a r e > n d  F u r  cb p u d s  rn -c .
in b o  G ' h i g h e r  d O l y  h r a l O e d  Q r y o u a y  ■ F r  d  X  e n d

iA p  p o i y i n m o r e  F e d e r a l  i n c o m e s  d a y .

X  - f e e /  b h - e ,  s d a 4 &  s h o u l d  F r y  h a r d e r

i r> b r i m m , n ^  d i e ,  F a d  F r o m  b i - o  s 4 a 4 e  h u d ^ c p .  F h -e rc  

c\)ob o F  Fc\b o u b  bfner-e. X  e, s h o u l d  a ls o  dc{)be_,
o irob h er loolO a d  os sdoi4c s a l e s  d ay. msb&oi eJ op
go s ia b c  incom e^  d a y .  X e ,  l^ avo d o b  o F  doUris4

b h a d  v i s j d  O u r  s b c i 4 c  e v e r y  y - e a r .  b h e r z ,  u j o l a  i d  

bo Ot I o b  o~f I r> c o tm-c, F r o  <ld <n.d.
fh) j U-M QSKmcy fs bho\d / F  bite re hoti> be

b e  a ,  s - b a - b c  - b a y ,  p l e a s e  p U a s e  » , a £ e .  r -b  V c ,
o i l / -  t / J e ,  b i

d o
p e - o p /O  .

O i n j C  - y o u !

( c e r n y  P o I d s . w o r d
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FINANCIAL PLANNING, LTD.
Polaris
. .  a Southeast Alaska Company

FEB I a fej 
Rep. Jeannette James

R E C E P .'F P  BY
Tel: 907-586-4975 

Fax: 907-586-4976 
Email: tfm@pclarislp.com

526 Main Street
Juneau. Alaska 99801

February 23, 1999

Representative Jeannette Janies 
Chairperson, State Affairs Committee 
State of Alaska House of Representatives 
State Capitol, Room 102 
Juneau, Alaska 99801-1182

Dear Madam Chair;

This past Saturday I took the opportunity to watch the televised proceedings of your 
House State Affairs Committee, and I’d like to add perhaps another perspective to the 
ongoing debate on the Governor’s recent proposals dealing with Alaska’s fiscal crisis.

Let me begin by commending the Governor and the members of the legislature for their 
willingness to tackle this difficult problem head on. Senator Daniel Patrick Moynihan of 
New York has often referred to Social Security as the ‘third rail’ of National politics -  
‘touch it and die!’ That seems equally true of the Permanent Fund in the context of 
Alaskan politics. You certainly have your work cut out for you.

As a recent transplant from Upstate New York, I don’t presume to tell you, the Governor 
or the long-term residents of this magnificent State how to deal with these delicate issues. 
But I do have considerable experience as a New York State taxpayer, and I thought 1 
would share with you some of the lessons New Yorkers have learned, and are still 
learning concerning these matters.

As you may know, New York is among the highest taxed states in the union. In recent 
memory, the State’s top income tax bracket has been as high as 10%. And it is precisely 
the issut of income tax brackets I would like to discuss.

There are many ways to evaluate the impact of an income tax, but I believe economists 
would tell us that the most significant impact relates to what they would refer to as 
‘marginal tax rates’, and what the rest of us might call ‘tax brackets’. The economist 
would tell us that a taxpayer makes financial and tax decisions 'at the margin’, since he 
views the income tax on the next dollar of income as being at least partially under his 
control. While the taxpayer can’t control the tax directly, he can determine if it is or is not 
worth pursuing that extra dollar of income in view of the extra tax burden. It was
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precisely this marginal tax rate issue which created severe economic problems in New 
York.

For many years the State of New York watched as businesses, professionals and skilled 
workers left in large numbers. The reasons were complex, but everyone seems and agree 
that one of the root causes of the problem was the income tax structure. On top of high 
Federal income tax rates, the State imposed its own taxes with marginal rates reaching as 
high as 10%, as I mentioned. Certain high-income residents paid State and Federal 
marginal income tax rates approaching half of each additional dollar earned. Many of 
these people felt that any effort to get ahead, to earn higher levels of income and thereby 
improve their personal quality of life, was futile in New York, so they left. To 
compound the problem, many of the taxpayers subject to these extreme marginal rates 
were business owners or high level executives, and when they left, their companies left 
with them. New York got a well-deserved reputation in the business community as a 
good place to avoid, in large part because of its personal income tax structure.

A number of years ago New York got the message, and has gradually reduced the 
maximum tax bracket from 10% to 6.85%. The problem is far from resolved, but the 
direction is clear. New York State politicians of all persuasions have become convinced 
that excessive marginal income tax rates don’t work. They cost the State more than 
they’re worth.

Viewed objectively, I cannot help but feel that Alaska is charging headlong down that 
same path. Because of the Permanent Fund credits, and the complex link between 
Alaska’s proposed income tax and the Federal income tax, it is somewhat difficult to get 
a tine picture of the marginal rates inherent in the proposed income tax legislation. But let 
me assure you they are high by any standards.

While attempting to avoid undue technical detail, I have prepared a simple schedule 
which shows the Federal and Alaskan marginal tax rates for three classes of taxpayers at 
various income levels. The schedule is attached as Exhibit A. (Assumptions used in 
preparing the schedule are disclosed, and should be reviewed carefully.)

Since the Alaskan income tax is calculated at 31% of the Federal tax (reduced by the PFD 
credit), the Alaska marginal tax rate is equal to the state rate multiplied by the progressive 
federal rate. The result is a progressive marginal state income tax rate. (Several 
individuals testifying before your committee on Saturday characterized the income tax 
proposal as a ‘flat’ tax -  it is not.)

Let’s assume, for example, an Alaskan resident pays a federal rate of 15%, and then pays 
31% of that amount to the State of Alaska (after applicable credits.) Assuming further 
that the individual takes the standard deduction on his Federal return, he pays a marginal 
State tax rate of 4.65% (i.e., 31% times 15% = 4.65%). For an individual in the 2.8% 
Federal bracket taking the standard deduction, the marginal State rate is 8.68% (i.e., 31% 
times 28% = 8.68%). Clearly, the marginal State tax rate is progressive and highly so.
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As mentioned, Exhibit A shows the effect of this progressive rate on different classes of 
taxpayers at different income levels. To further explain the information contained in 
Exhibit A, let me describe an example from that document. Look at the data on Exhibit 
A under the heading “Single, no dependents”. The table translates as follows:

• A single individual earning $17,600 per year, including her PFD, faces a marginal 
Alaska income tax rate of 4.65% on the next dollar of income received.

-  At and below $17,600 she pays no tax because of the PFD credit, but beyond 
income levels of $17,600, and up to $31,600, she pays 4.65% on each 
additional dollar of income she earns.

• At $31,600 annual income, the marginal Alaska income tax rate picks up substantially 
(this is because the Federal tax bracket jumps from 15% to 28%, and, of course, the 
State tax is based on the Federal tax).

-  On all income dollars above $31,600, up to a level of $66,700, the single 
Alaskan taxpayer pays State income tax of 8.68% on each additional dollar of 
income received.

• At $66,700, the single Alaskan’s marginal income tax rate goes up again as the 
Federal rate notches up from 28% to 31%. At this point our resident single Alaskan 
taxpayer is paying 9.61% of each additional dollar of income. Though I have not 
included them in the table, the upward progression continues for high-income 
taxpayers finding themselves in the 36% or 39.6% Federal tax brackets. .

Married and head of household taxpayers (single parents) are protected by the PFD credit 
on the downside, but once the credits have bee consumed, they have essentially the same 
marginal tax rate problem as the single taxpayer. For example, once a married taxpayer 
with two children exceeds income of $62,500 (an average of only $31,250 per spouse), 
she pays State income tax at a rate of 8.68% on each additional dollar earned by the 
couple.

Cle?rly, the tax bill as proposed focuses t»-.e brunt of the tax burden on higher income 
individuals (if, indeed, income at some of these levels can be viewed as high in today’s 
economy.) It is, of course, to be expected that those who can best afford to pay should 
pay proportionately more. But Alaskans should ask themselves at what point these 
highly taxed citizens will consider their marginal tax burden to be no more than legalized 
confiscation. And they should ask further at what point these folks might elect to leave 
rather than pay. This is exactly the problem that has faced New Yorkers for two decades 
or more.

In conclusion, I recognize that the problem is serious, the options are few, and every 
dollar not raised through income tax must come from somewhere else -  very likely from 
the Permanent Fund, which would prove unpopular, to put it mildly. But the damage
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done by an income tax viewed by at least part of the population as unfair and confiscatory 
would be very difficult to repair. Before you proceed, I strongly urge you to carefully 
study the case of New York and other states that have gone down that road and wish they 
hadn’t. Don’t make the same mistakes they did.

Thomas F. McBrien

cc: Representative John Coghill, Jr.
Representative Bill Hudson 
Representative Scott Ogan 
Representative Jim Whitaker 
Representative Beth Kerttula 
Representative Harold Smalley

Sincerely,
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E x h i b i t  A

Federal and State Marginal Income Tax Rates

Federal Marginal Marginal
Adjusted Federal Alaskan

Alaskan Taxpayer: Gross Income Tax Rate Tax Rate

Single, no dependents Over $17,600 15% 4.65%

Over $31,600 28% 8.68%

Over $66,700 31% 9.61%

Head of Household, 1 child Over $34,800 15% 4.65%

Over $44,700 28% 8.68%

Over $97,000 31% 9.61%

Married, two children Over $62,500 28% 8.68%

Over $117,500 31% 9.61%

ASSUM PTIONS:

1 .In the interest o f simplicity, certain complicating Federal tax issues have been ignored. For example, the standard deduction has been assumed for 
all taxpayers. U se o f itemized deductions would reduce State marginal tax rates fo r certain taxpayers. However, incorporation o f other Federal 
income tax issues such a s  Alternative Minimum Tax, progressive taxability o f social security benefits, phase-cut o f itemized deductions and personal 
exemptions, and various other AGI based adjustments and phase-outs could increase marginal tax rates for certain other taxpayers.

2. Children are assumed to be qualified dependents, and eligible for Federal Child Tax Credit, un less subject to AGI phase-out. Tax calculations 
include child’s  PFD , but AGI amounts shown exclude child's PFD . (i.e., AGI displayed is the income o f parent(s) or guardian(s) only.)

3 .1 9 9 8  Federal tax factors (standard deduction, personal exemption amount, tax rates, child credit, etc.) have been used for Federal tax calculations.

4. All Federal Adjusted G ross Income is assumed to be classified as 'Income From Sources In the State', and therefore taxable under the proposed
Alaska Income Tax statute.



REPRESENTATIVE ,

JEANNETTE JAMES
P.O. Box 56622 

North Polo, Alaska 99705 

(907) 408-1546 ii 

FAX (907) 488-4271

February 26, 1999

Mr. Thomas McBrien 
Polaris Financial Planning, Ltd. 
526 Main Street 
Juneau, AK 99801

Dear Mr. McBrien,
!' f' . i , ,Thank you for your excellent letter regarding our House State Affairs committee hearing

last Saturday. I really appreciate the thoughtful analysis your letter
) iAlso, thank you for appreciating that any decisions we make to ease Alaska’s financial 

dilemma will be unpopular with some segment of our citizens. You are right, we do have 
our work out out for us!
Paying attention to the mistakes other states have made is very good advice. I was 
going to fprward copies of your letter to the other State Affairs Committee members, but 
I notice you have already done so.
I hope you will continue monitoring our progress as we work our way through the budget 
process and that you will feel free to contact me with any other thoughts or ideas you 
might have on this difficult issue.

if) Sincerely,'

While In Juncnu

I Slate Capitol

Juneau, Alaska 

99801-1182 

| (907) 465-3743

FAX (907) 465-2381

| M ouse ( P f  ^ R e p r e s e n ta t iv e s
House District 34

J M a s k a  J f t a t e  ^ l e g i s l a t u r e  «

•J!•

Representative Jeannette James 
JJ/bc !



Total Impact on Typical Alaskan Household (Married, No Children)

Adjusted Gross Income
Federal Tax Liability (Based on Claiming Standard Deductions) 
Alaska Tax Liability 
Dividends Received
Potential Federal Tax Savings (If Itemizing Deductions) 
Alaskan Tax Net to Household

40k 60k 80k 100k 120k
$ (4,125) $ (7,795) $ (13,395) $ (18,995) $ (24,751)

- $ 2 7 9 - $ 1 ,4 1 6 - $ 3 ,1 5 2 - $ 4 ,8 8 8 - $ 6 ,6 7 3
$ 3 ,0 0 0 $ 3 ,0 0 0 $ 3 ,0 0 0 $ 3 ,0 0 0 $ 3 ,0 0 0

$ 4 2 $ 3 9 7 $ 8 8 3 $ 1 ,3 6 9 $ 2 ,0 6 9
$ 2 ,7 6 3 $ 1 ,9 8 0 $ 7 3 0 -$520 - $ 1 ,6 0 4

NOTES:

1) Tax assumes standard deductions are taken on federal tax form.

2) Assumes a hypothetical 51,500 Permanent Fund dividend.

3) The Alaska income lax is deductible lor computing federal taxable income if the taxpayer itemizes deductions.

Dopartmonl ol Rovonuo 
February 8,1999



E s t im a te d  E f fe c t o f  A la s k a  C re d i t  In c o m e  T ax

A laska C redit Incom e Tax
(31%  o f Federa l Tax Liability)

Adjusted Gross Irjome 40k 60k 80k 100k
Single $ 1,347 $ 3,083 $ 4,927 $ 6,849
Married, No Children $ 279 $ 1,416 $ 3,152 $ 4,888
Head of Household, 2 Children $ - $ 1,094 $ 2,830 $ 4,566
Married, 2 Children $ - $ - $ 1,684 $ 3,420

Net to H ouseho ld  (Pe rm anen t Fund D ividends le ss  Tax)
Adjusted Gross Income 40k 60k ’• 80k 100k
Single $ 153 $ (1,583) $ (3,427) $ (5,349)
Married, No Children $ 2,721 $ 1,584 $ (152) $ (1,888)
Head of Household, 2 Children $ 4,500 $ 3,406 $ 1,670 $ (66)
Married, 2 Children $ 6,000 $ 6,000 $ 4,316 $ 2,580

NOTES:

1) Tax assumes standard deductions are taken on federal tax form.

2) Assumes a hypothetical $1,500 Permanent Fund dividend.

3) The Alaska income tax is deductible for computing federal taxable income if the taxpayer itemizes deductions.

D epa rtm en t o f  R e v en u e  
F eb ru a ry  8 ,1 9 9 9
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Written Testimony on r r  91 Income Tax from:
Sric  Weathers 
Tmrd J u d ic ia l  D is t r ic t  
c/o P.O. Box 1791 
Cordova.. Alaska 
No Zip Code

nadam Chairi
The;,sta ts can only tax something they c r e a te .  They can n̂ >t 

tax "peotSle" because tr.ey d id not c re a te  them.
The £ ra ta  can tax co rpo ra tion s  and ind iv idu a ls  who wnH.-  ̂

•for s t a t e  and m un ic ipa lit ie s  because t h e i r  source or income was 
c rea ted  oy th e  the government.

The s t a t e  mav tax the permanent fund because i t  i s  s t a t e
owned and c rea ted .

! thing a tax w ill do i s  make mure government and' 
more government spending, and can only be paid by those who are
employed and/or benefit from t h a t  government.

An uncons ti tu t iona l tax on p r iv a te  business and "people" 
will g ene ra te  more tax consuming pub lic  se rv an ts  and welfare, 
i f  a tax  i s  to  be imposed, i t  must be apportioned. For examole 
i f  I pay i-100.00 evsrvcn© e l s e  will each pay t h e i r  $100.00.

wnen government taxes "We th e  reop le "  th e  government 
becomes tn e  master ar.a the "people" th e  s lav e s .

I*
Tr.c- IRS cannot tax a p r iv a te  persons j u s t  compensation 

without d e c e i t ,  ne i th e r  can tne s t a t e .
V  'I;

Remember th a t  tne "people" c rea ted  th e  Cons t i tu t io n  ana 
government fo r  the 'cszcla" and i t  is  th e  r ig h t  of th e  "nomio" 
to  a l t e r  or to  ahci ie.-. i t ,  and to  i n s t i t u t e  a new government i t  
tne government becomes rep re s s iv e ,

I s t ro n g iy  urge ycu not to  impose an uncon s ti tu t iona l 
ind iv idua l income tax . Thank you fo r  t h i s  oppo rtun ity  to



I
1
r u t f - 18-99 THU 10:01 AM LI01 FAX NO. 9074245462

W ritten Testimony or. rip Income Tex from:

Denny Kay Weatrssrs 
Thiro Ju d ic ia l  D is t r i c t  
C / e  P.O. Sex 1 7 9 1 
Cordava. Alaska 
No Zip Cods

4 4 A M -2 .  O ^ c -

r n / m l

Madam Cr.axr:
1!

The C ons ti tu t ion  or the United S ta te s  of America 
recogn ize s  two c la s se s  of ta x e s .

I fThe f4-rst one i s  tn e  "a in a c t "  tax au thorised  by Congress 
u nd e r . . .  !i ,

A r t i c le  l ;  Section 2. Clause 3i “Represen ta tives and 
d i r e c t  ta x e s  sha ll fce apportioned among the several s t a t e s  
which may be included w ith in t h i s  Union, according to  t h e i r  
r e s p e c t iv e  numbers. . . “ and,

n-*-}-’ -. 1 , Section 9, Clause 4: "No C ap ita t ion , or otner, 
c i r e c t  tax  snail be la id ,  un le ss  in proportion to  the cenEus or 
enumeration here in  cefor-e d i r e c te d  to  be taicim."

Tne second o^e is  "x n o irs c t"  ta x a t io n  authorized by 
Congress:u n d e r . ..

A r t i c le  i ,  Sac:ion a, Clause I :  "The Congress shall have 
oower to  lay and c o l le c t  ta x e s ,  d u t i e s ,  imposts and exc ises  to 
pay th e  dab ts ana provide f o r  th e  common defense and general 
wo lfa re  of th e  United S la te s :  but =11 d u t ie s ,  imposts and 
Rxcisss s h a l l  be uniform tnrcugncu t the United S ta te s . "

The, S ta te  of Alaska a lso  recogn izes  d i r e c t  I. in d i r e c t  
taxes it j5 be l ieve  tne S ta te  recogn izes "f ranch ise  taxes" tool'..

F ranch ise  tax : A n  annual tax  on the  p r iv i le g e  of doina ( 
e a s in e s s  In tr.e s t a te :  A tax en tn e  t’ranch ise  of a 
c o r p o r a t i o n . . . . "

AIT. th re e  c/ose of taxes  l i s t e d  above a re  con s t i tu t io n a l 
t a x e s . But HB 91 is  ne t a d i r e c t  tax  nor a in d i r e c t  tax and i t  
does no t f a l l  unae^ the f ra n ch is e  ta x .  What type cf tax is  
c o n t a . i n o . - :  in . ^B 917 ,
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Our gc-vernfnsnt in  A la sk a  seem s t o  w a n t t o  re w a rd  th e  
ur. 3 r  o cu c  1 1 vb and p e n a l i z e  t h s  p r o d u c e r .  P o l i t i c i a n s  h av e  been  
w r i t i n g  law s ce jsignod  t o  c o n f i s c a t e  t h e  f r u i t  o f  t h e  w orking 
o e o o ic s  i s j c ."  and u s e  t h o s e  c o n f i s c a t e d  d o l l a r s  t o  cuy  t h s  
v o te *  o f  i n s  u n p r o d u c t iv e • T h is  i s  w rong and  ,!we The P e o c 'e "  • 
a r e  r e a l i z i n g  i t .

Jus t rsmemoer, Ta* p ro te s t  is  our American p o l i t i c a l  
nencagety I t  was tan p ro te s to r s  who fdrmse our two g rea te s t 'f 
coc'-'.merits, tne Declaration of Independence and the  Constitu tion 
f o r  tn e  United S ta te s  of America. Our f i r e t  fou r preeloente 
ware no to r ious cs>; p ro te s to r s  wno were c r im in a ls  under tne i««* 
of England.

The Revolutionary war fought between 1775 to  1783 was fo r 
many reasons and th e  Declara tion of Independence l i s t s  tncss 
r e a so n s . . . . in te re s t in g ly  one of those reasons was and I Quote 
’■For vn»«pr<r*e taxes on us without our c o n sen t i "  is  i t  t in e  for 
another revolution?

I s trong ly  urge you not to Impose an uncon s ti tu t iona l 
ind iv idua l income t a x .

rtaaam Chair, p lease  could your committee answer my two 
que s t io n s  s ta ted  w ithin my testimony & do you have any 
ques t io n s  fo r  me.

Tnank you fo r  t h i s  opportun ity  to  t e s t i f y .
ii

y f



Alaska State House o f Representatives
S T A T E  A F F A I R S  C O M M I T T E E  

R e p r e s e n t a t i v e  J e a n n e t t e  J a m e s ,  C h a i r

Rm 102, Capitol Building, Juneau P h o n e  4 6 5 - 3 7 4 3 , F a x  4 6 5 -2 3 8 1

Members:
Rep. John Coghill, Vice-Chair 

Rep. Bill Hudson 
Rep. Beth Kerttula 
Rep. Scott Ogan 

Rep. Harold Smalley 
Rep. Jim Whitaker

DATE: February 24, 1999
TO: State Affairs Committee Members

FROM: Barbara Cotting, Committee Aide

RE: House Bills 89, 90, 91

Just in case you don’t have enough reading material, attached are 
copies of written testimony and letters received for the State Affairs 
Committee on the Governor’s proposed funding solutions.



FEB-20-99 SAT 11:46 All HATSU LIO FAX NO. 9073766180 P. 01

A l a s k a  S t a t e  L e g i s l a t u r e

Pies*-, ter into the record my testimony to the A o u i r ,  6 d a d t  o - f  O ffc u rS ^  H/'n 
, committee name

committee on
bill/subject

n o ' / '  p b ) i  n n e s s o t g - c  / o  p r o P e s P  & P
D n C O b v i ^  p o i y  ' (o l a - P  p } r ^  p r o P c s P ) P j  p 4 - > - e ,  u J g v  p P i s  p ) q ^

k ^ r .  ( u ; r / ^ n .  T  • A ’ e /  i P  a  v e r y  m x t / W  P 0  s i ' h j l

p e ° f l e , .  ^ , M e a d  cb U d r e n .  ~  cttv, a  VA y e a r  o l d  u J o m a r ,  , 4  

M '  t te s s s s S *  M e .  « « l l i i ^ c A o/'ce,h'ave, c h i l d r e n .  ^

uJ,0 (K. -F u l / ' j  4 - i m t ,  a r i d  l e a d  c l  v t r y  .  - d  c d t v t  l i f e
• ■■ ■ /  r

-Ac ooay Ml/i, day 0 tP ' ii M ad fog/*.
f & o y l t  u>/ o u d  c h ,  j d r e n  o u r ' / /  h a v e ,  d o  f a y  m O i d ^ o f

M y t  d a y .  X  - T e e l  M / i  , /  v e r /  d i i o r t m e o M n j .  T  i k e ,  

I ’m  b t m j .  p u m & l m c /  i n  i o m  - f o r  m y  I / f t  b d y ) ^ .

U j l a b  r e a l l y  m a i C e i  m e  m a d  / i  M a d  c t  o f

V  O l i o  m a U S  1* 0 , 0 0 0 .  o r  M i s  M , y  n  h a v ^  ^

a n y M / n q  a d .  M a d s  n o d  r , 3 h d .  T f  y o u  W  r 'n  M / i

i b a d e  a n d  n ; e * f >  M t ,  y o u  j h o , , / J

h a y e ^  po  y  <\y. X  o t / io  P n  ̂ l c  3  /  %  i s  1/pP l^  ^ y c e s s iv e ;
'' Signed; H u $ M A A /7 /? £ j4 '----------------------- L~------------

i Testifier

R epresenting (Optional)

f*- 0  • B o x  a i m  P a l m e r ;  iP Y ~  9 9 b P s ~
A ddress

d o  i -  ~ v a *  - i M / s i e

Phone No,
|

9/06 Legijt^tiv# informaoon Office
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Teleconference Notes

S ubject: T eleconference Notes
D ate: Mon, 22 Feb 1999 11:57:59 -0900 

F rom : Lori Backes <Lori_Backes@legis.state.ak.us>
O rgan iza tion : Alaska State Legislature

To: Interior Delegation Members <lhscllb+interior@legis.state.ak.us>

IN T E R IO R  D E L E G A T IO N  N O T ES 
^ 2 / 2 2 / 9 9  \

Reminder: We've got a teleconference Tuesday night @ 7 p.m., which will be broadcast on KUAC radio.

TfatTSaturday Teleconference with the State Affairs Committee sure stirred up the conversation on the 
budget! Callers to KT'AKRadio are opposed to any income tax and any dip into the permanent fund. 
Their prevaifTng opinion is to cut the budget more.

I will have an agenda for the teleconference to you later this afternoon, but it is certainly not too late to 
add something to it if you wish to discuss a particular subject!

Have a Great Day!
Lori

1 oi l 2/22 m  3
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Subject? T....*-

Dale: Mon, 2 2  Feb 1999 09:05:38 -0800 
From: Kirby Wheeler <kwhcclcr@ptialaska.net> 

To: Fairbank.s_LTO@legis.stdte.aJc.us

Dear R c p ra s o n ta t iv e :

Whenever a company has a l o s s  o f  incojuo they  t r y  t o  reduce o p e ra t io n s  
c o s t s  o r  raiGC the c o s t  o f  goods o r  s e rv ic e s  s o ld  to  make up the l o s s .  
When a fa m i ly  has a l o s s  o f  income o r  tho c o s t  o f  goods i s  r a i s e d  thoy 
have to  cu t jcxpensoa, Do they r e s o r t  t o  f r i e n d s  and ne ighbo rs  to  g ive  
thorn money to  s u rv iv e ?  I  th in k  n o t .
G o v e rn m e n t s o n  the  o th e r  hand, ta x  to  re c o v e r  from  poo r bu s ine ss  
d e c i s io n s ,  i t  i s  the s tanda rd  f o r  Americans to  want more and want 
somaona e l s e  to  pay f o r  the added s o r v i c e s ,  Not once in  my 57 y ea rs  have 
I  seen a member o f  the l e g i s l a t u r e  lo o k  a t  reduc ing  s e rv ic e s  when times 
a ro  tough. At the p re s en t  r a t e  tho in c ro aco s  i n  taxe s  a re  iliUUiiLAtk  ̂ WO 
w i l l  soon be spending moro on government than on ou r f am i ly .
Wc a re  a l r e u d y  taxed on most goods and s e rv ic e s  but i t  i s  h idden so Chat 
the pcop la  <^on't know the ta x  e x i s t s  (u se r  f e e s ) ,  I 'm  su re  t h a t  o th e r  
taxes e x i s t  'tha t I  d o n ' t  know about o r  see and r o u t i n e ly  pay .
A few hundmd voa rs  ago a group o f  p eop le  dec ided th a t  taxes were u n f a i r  
and r a i s ,—  Jt. .„„uin3t the government o f  the time to  c o r r e c t  the 
u n fa i r n e s s .  Many times th roughou t h i s t o r y  the  common peop le  ( c i t i z e n s )  
r e v o l t e d  a g a in s t  u n fa i r n e s s ;  i . e . ,  p r o h ib i t i o n ,  the Vietnam War, c i v i l  
r i g h t s ,  e t c .  That i s  j u s t  a few examples and I 'm  c on f id an t  t h a t  th e re  
a re  more. I t  may bo time aga in  Cor a r e o rg a n iz a t io n  o f  our s t r u c t u r a  to  
keep the p eop le  f r e e  and i n  c o n t r o l  and keep the government aware o f  Che 
needs o f  the p eop le  no t the  p eop le  aware o f  the needs o f  the  government.
I  ask you t o  r e t h in k  you r  p o s i t i o n  on taxes and us ing  tho permanent fund 
account t o  fund unnecessa ry  p r o je c t s  o r  s e r v i c e s .  We a re  g e t t in g  c lo s e r  
to  c i t i z e n  u n re s t  and c l o s e r  t o  somo o th e r  form  o f  government o th e r  than 
a R opub lic .  We want more freedom and le s s  government. More say i n  how 
ou r government i s  ope ra ted  and l e s 3  f e a r  o f  the government. I t  i s  time 
the government t ig h te n  i t ' s  b e l t  no t the c i t i z e n .

j:
: Not a Lemming,

K i r b y  Wheelcp ,
1604 Marika Rd. Apt. 12 
F a i rb an k s , Ak. 99709

2/23/9911:29 AM

mailto:kwhcclcr@ptialaska.net
mailto:Fairbank.s_LTO@legis.stdte.aJc.us
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Alaska Legislative Office, Fairbanks, Alaska 
Please send this to all Alaska Legislators:
Dear Alaskan Legislator:
I worked hard and paid my State and Federal Taxes for 40 years. I paid Alaska State 
Taxes before the big oil boom, Now I am retired on a small pension and my Social 
Security. The taxes are taking too much of my retirement Income, leaving me too little 
to live comfortably on. The Federal Government alone takes almost 30% In direct 
taxes, and I can't calculate how much In indirect taxes. It leaves too little for me to take 
care of my family, and me, In my old age,
I have never asked anything from the State or Federal Government In the way of 
Welfare or, Workmans Comp, or Unemployment. I have striven to be self -sufficient. I 
do accept the Longevity Bonus because it is available to all elderly Alaskans equally.
I would rafher give up the) Longevity Bonus Program than see you add more taxes.
Now I ask you, please do not add any more taxes on my Income, either direct )r 
indirect (gasoline tax).
I ask you to stop the Permanent Fund Dividend Program if you need more money to 
run the State Government. Just stop itl That will treat every Alaska resident equally. 
We s tr.' V Program that way, and we should end It that way. Equally. The 
Permanent Fund was intended to run the State Government when the oil ran low or 
ran out. The time is now. You should take the money and spend it as you will. It is 
State money.
My retirement is my money. Please do not take any more of that from me.
If you start a State Income Tax, it will require great cost and many State employees to 
administer. Whereas if you stop the Permanent Fund Dividend Program, it will save 
money and require fewer State employees than we now have.
In short, take mv Permanent Fund Dividend, but don’t take any more of mv retirement.
Thank yotsl,

•fl

Joe Nava 
469 NRA Lane 
Fairbanks, AK 99709

i
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Permanent Fund Dividend*, State Income T>i. and State Salta Tax. 
Permanent Fund:
I've lived in Alaska since 1977 - not as long as some, but longer than many, and, as I recall, 
when the Permanent Fund was first conceived, the purpose was to provide funds for the day 
when oil1 revenues fell off - so we could keep providing the citizens of Alaska necessary 
government services. That is, those services required for life, safetv n«H m»*nns, as 
opposedi'to "nice to have” services.

Somewhere along the way, though, the whole idea of the Permanent Fund got translated into 
a fund that’s purpose was solely to pay annual cash dividends to Alaskans. Now wc hear cries 
of “Don’t touch the Permanent Fund," and "Don’t touch my Permanent Fund Dividend, the 
State owes it to me.” Well, there's no such thing as a free lunch! If Alaskans want to 
continue to enjoy the standard of living they've become accustomed to over the last twenty 
year-, _L . ought to be willing to contribute to it.

•I
State Income Tax:

I don't niind paying taxes for state services that are needed by the citizenry. What I object 
to is thofcc who want everything for nothing, and wanting someone else to pay for it. I would 
support a FLAT state income tax - deductible from federal income tax, wife standard and 
dependent deductions, and a "credit" for state residency.

State Sales Tax:
I

I also support an across the board (food excepted) state sales. 1 think the legislature should 
tell communities who don't have a local sales tax that their portion of state funds will be 
reduced by whatever amount such a  tax could raise for them. Why should residents of 
communities who pay local tax to partially fund local services contribute to a statewide saks 
tax to fund similar services in boroughs and municipalities where there is NO sales tax?
Doesn't make sense to me. Does it to you? '•

In summary, and I’m sure you’ve heard this before, Alaska is the only state in fee Union that 
has neither a state income tax nor a stale sales tax. Wc basically pay our residents to live 
here. Arid, while we have S25 Billion Dollars in the bank, we cry “poor mouth.” The “lower 
48” states laugh at us. It’s about time the people of Alaska re-entered reality and recognized 
that they need to pay for government and the government services and programs they want.

•0. Greg Young 
'FOB 34337 
Juneau AK 99803 
907-789-3146 
907-739^3633 (Fax) 
asmlc@alaska.net

mailto:asmlc@alaska.net
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Febro»ry 20,1999, City of Fatrbenks

Representative Jeannette James, Chairperson 
House State AffWrs Committee 
Juneau, AK 99877

Dew Rip. James:

Below is tk> written copy ofmv testimony on HBBMOVl piv«n this aomlny at the Fairbanks LIO..
Thank you for hearing us today.

t have ̂ esn a citlien of Alaska since I was bom In Anchorage. I makt the distinction between being merely 
a resident and being a citizen. Residency nukes you eligible to receive certain benefits, and oltlrenshlp 
acknowledges ths responsibility that we all share to contribute to the needs of our society. That Is why J am 
testifying today.

I Support the Governor's leadership In advancing these idets. In so many instances in Alaika, our elected 
officials M  to lead the open discussion of options, while instead waiting for the other aide to blink, and that 
hurts all of us.

I support the effort to let the people vote on these Issues. Again, I see loo often a reluctance to let the 
publia vote, In fbet even attempts to block some limes from making It onto a ballot, snd I think that Is 
wrong,*
1 support the elimination of the Rermwent Fund program before we enact any state tax, and here Is
why;

1. Many people have come to view the PFD is an enllt/g/rw t, In the worst sense of a welfhrwype 
program. We see people moving to ihe stile with no Job and large fhmilles, just because we have 
she PFD (and no stste tax). And this Is the segment of the population that uses ths most other stott 
wrviccs * from Public Safoty to DH9S to Corrections,

2. If we tsx at the top and hand out PFDs at the bottom, we are providing an incentive tor this type 
of behavior to continue.

3. We are constantly talking about trying to reduce state government expenditures, and it seems to 
me that tite paperwork and staff costs to run tha PFD program should be reduced or eliminated 
before we create new com  via eteff/paperwork to collect taxes.

My overall view Is that we should at least cap end/or eliminate the Dividend before resorting to any tax, ir 
end wlrtn a tax is entered, I would like (o set a state sales tax, with certain basic needs, Ukb food and 
medicine purchases, not taxed.

I sdm itW  this may not be the best way to reach the seasonal or transient non-resident women in our state.
I would be happy to see this or other options on the ballot (or publicly debated, with real numbers) so that 
the chlxens of Alaska can choose What they feel is tlie best option.

Although reducing state spending is perhaps a discussion for another day, I *vill say that 1 do not support any 
ftirther reduction in real ra te urvicw or education spending, However, I do think we need to take a hard 
look at how to make the bssic bureaucrwiel of our Deperttnenle more flexible and responsive to change, ! 
urge the Legislature to avoid the practice of using budget reductions as a punitive tool. Again, wo need 
Iw.... r ....* that will work with the problem Departments to eot”* *hcir structure! problems, not mike 
their Jobs oven more difficult and hurt Ihe end users with farther

PEB—22-99 09:43 AM LEHR SIEGLER SERVICES 907 IS3S6BQ5I t
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1

Think you for this opportunity.

-EndofPibruuyJO, IWS> testimony-

After listening to other testimony and sitting down to write this, I want to add a lew more thoughts.

In ray flr«t few pwngrephi above, I mentioned leadership and public voting. Although I very strongly 
i  J' i * „ j should not let the public or the press keep our Commlsslonin and Department! from
prope«y executing their functions under the rules put In place by the Legislature, I am convinced that we 
would im  fkr fewer contentious ballot measures If the same Legislature or Comnlnioneri exercised 
leadership In promoting open discussion on the merits and drawbacks of various solutions, My view on 
elected officials has always been that they are our representatives, and should vote for us In a representative 
manner, or in a manner that in their considered opinion is at least in our best Interest. However, I think they 
also have an obligation to educate us about how and why they make their decisions. Many people will vote, 
but In between elections they will only oomplaht about the legislative process bssod on their own perspective 
of what would be beat for themselves. That is where the leadership comes In. If the Legislature debates 
behind dosed doors, rcfogss to advance options for discussion, or focuses on pointing out the weaknesses of 
the other sido's argument without offering tholr own solution, then wc will ice an increase In ballot measures 
from every Interest group on evety subject. People will vote, based on the moil recently appealing rhetoric, 
and that can result In a hamstrung Department • mandated by the state constitution or legislation to do the 
beet job It a n  using sound fed s/research, labeled In foe public eye as Ineffective, In reality understaffed or 
undcruipporicd by leadership, end In the and punltlvcly budgeted u  a message to dean up their act. It 
doci«'t|maitor ifwe aw talking about DFYS, ABF&G, the Troopers, or DOT. We need to work together 
to fold Wutioni to problems, support those solutions once they ore selected, give the Departments the tools 
they need to cany out those solutions, and lead the public dialog or otherwise educate the public on why 
that la foe best plan. And If the political willpower to make tough decisions St n o t .*. cutofthe 
way anti let tho people vote • on that specific iseue, if not on who should be there to make the decisions,

Rep. James, thank you for valuing my comments enough to uk  for then In wrhlng. I want to stress that 
none of the above is directed at any one person or party, but U equally applicable to a1!, (For examplo, the 
Legislature and the Governor could case the "crisis'* bit and discuss the budget only in lerms of a stable, 
long-range plan. And the publlo ooufd be better-educated on the fact that the Legislature choosti. every 
year, what to do with the vast majority of th# Pawsnsnt Fund's comings. This Is not a “crisis," this is a 
chc- » " a tough one, on how to manage the aflWrs of th# state,) There Is a great deal of dlsutli Action 
among voters today with all government, and the tlmi Is rip# to put politics aside and solve the current and 
foturc problems of Alaska.

Again, thank you for your tlm# and consideration,

I
Life-long Alaskan and citlan of Fairbanks

4k  .

cc: Interior Delegation •

Governor's Office

7 i
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Lady’s and Gentlemen of the Committee 2/20/99

We know that you all in Juneau arc making hard decisions, some which will not be popular but 
necessary. We dread to think what this 1 Billion deficit would be like if the Republican Legislature 
hadn't beetf reducing the size and scope of State Government over the last several years! We'd 
dare say it would be more like 2 or 3 Billion!

As to the "tax" issue. We could swallow a State Income Tax if the following were followed. Any 
deviation would not get our support!:

1) A point is reached that everything our State Constitution says that the State Legislature is 
responsible for funding is done at the most effective level, but still in the red. We understand that 
there ...., * e. ...us cut there that are not in the State Constitution. Delete those. That may be 
painful politically but it must be done,

2) Wc support the bill before the legislature on top executives pay decreases as per the law,
t

3) Privatization of State agencies as appropriate.

4) Forcing the Local DA’s, State Attorney General, and Federal Court systems through Project 
Kxile funding, to prosecute Federal weapons and other charges so as too reduce our prison 
incarceration costs.

5) Performance based funding is law and strong enough evaluation to find the positives and 
negatives, With corrections in place. We note that this is back on the agenda and fully support it!

6) If all the above are done, and wc are still in the red, with no sure bn.. ' i be black, i.e. at 
least 3 or 4 years out, then and only then start seriously considering an Income Tax. That said wc 
could only, support the following Income Tax parameters:

a. A advisory vote by the people for any Income Tax. We would encourage the 
lcgislature.to consider the outcome of the vote a NO vote if less than 51 % of registered voters 
l u r n o i  \

b. Flat tax across the board, no deductions, no loopholes and no State IRS like 
department. Money would go straight from the employees paycheck to the State Treasury. Wc 
would feel comfortable with a 2% Flat Tax for all Alaskans and people who earn money here but 
leave for the "Lower 48" to live.

c. Sun downing of the Income Tax with a re-vole by the people to either continue or 
stop. Would base this on projected earnings of the Tax, projected earning of business taxes, i.e. 
oil industry etc. This should be Sun downed no later than 4 years after implementation. During 
those years would like a change to the Constitution that any and all votes dealing with a State 
Income tax must have at least a 51% voter turnout to be considered valid.

'j i
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7) Clear and concise information to the general public on what, why, who and when prior to any 
vote. Just the facts, pro and con, not political statements. Wc realize this may be difficult but a 
neutral pro and con education o f  the public must be available for the voters to make a sound 
decision one way or the other. Wc would like to see this in both print and on TV and radio so as 
to saturate the State with the needed information.

P.O. Box 0229 
Palmer, AK 99645 
(907) 745r}6779

«
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D av id  K a r a lu n a t
P.O. Box 73893 R P f * P l ', c r '  RY
Fairbanks, AK 99707-3893 '  " '  "

FED 2 L
Feb ruary 2 0 , 1999 , C ity  o f  Fairbanks

. . ^ i m s
Representative Jeannette James, Chairperson
House State Affairs Committee
Juneau, A K  9 9 8 ? ?

Dear Rep. James:

Betm  is the written copy o f my testimony on HB8.9M/9Qj d m  (his m m tn z  aL She. Falrhantel KL  

Thank you for hearing us today.

I have been a citizen of Alaska since I was bom in Anchorage. 1 make the distinction between being merely
0 resident and being o citizen. Residency makes you eligible to receive certain benefits, and citizenship 
acknowledges the responsibility that we all share to contribute to the needs of our society. That Is why I am 
testifying today.

1 support the Governor’s leadership in advancing these ideas. In so many instances in Alaska, our elected 
officials foil to lead the open discussion o f options, whilo instead waiting for the other side to blink, and that 
hurts all of us.

I support the effort to let the people vote on these issues. Again, I see too often a reluctance to let the 
public vote, in foct even attempts to block some Issues ftom making It onto a ballot, and I think that is 
wrong.

I support the elimination of the Permanent Fund Dividend propram before we enact any state tax, and here is 
why:

1. Many people have come to view the PFD as an enlllkmenl. in the worst sense o f a wclflirc-typc 
program. We see people moving to the state with no job and large fomUies, just because we have 
ihe PFD (and no state tax). And this is the segment of the population that uses the most other state 
services - from Public Safety to DHSS to Corrections.

2. I f  wc tax at the top and hand out PFDs at the bottom, we are providing an incentive for this type 
o f behavior to continue.

3. We are constantly talking about trying to reduce state government expenditures, and it aeems to 
me that the paperwork and staff costs to run the PFD program should be reduced or eliminated 
before we create new costs via staff/paperwork to collect taxes.

My overall view is that wc should at least cap and/or eliminate the Dividend before resorting to any tax. If 
and when a tax is enacted, I would like to see a state sales tax, with certain basic needs, like food and 
medicine purchases, not taxed.

1 admit that this may not be the best way to reach the seasonal or transient non-resident workers in our state.
I would be happy to see this or other options on the ballot (or publicly debated, with real numbers) so that 
the citizens of Alaska can choose what they feel is the best option.

Although reducing state spending is perhaps a discussion for another day. I will say that I do not support any 
Anther rcducf'on in real state services or education spending. However, I do think we need to take a hard 
look at how to make the basic bureaucracies of our Department* more flexible and responsive to change. I 
urge the Legislature to avoid the practice of using budget reductions as a punitive tool. Again, we need 
leadership here that will work with the problem Deportment* to solve their structural problems, not make 
their Jobs even more difficult and hurt the end user* with further cut*.
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Thank you for this opportunity,

■End of Febwwy 20,1999 Testimony.

After listening to other testimony and sitting down to write this, I want to add a few more thoughts.

In my first few paragraphs above, I mentioned leadership and public voting. Although I very strongly 
believe that we should not let the public or the press keep our Commissioners and Departments from 
properly executing their functions under the rules put in place by the Legislature, I am convinced that we 
would see far fewer contentious ballot measures If the same Legislature or Commissioners exercised 
leadership In promoting open discussion on the merits and drawbacks of various solutions, My view on 
elected officials has always been that they are our representatives, and should vote for us In a representative 
manner, or in ft manner that in thoir considered opinion Is at least in our best interest. However, I think they 
also have an obligation to educate us about how and why they moke their decisions. Many people will vote, 
but in between elections they will only complain about the legislative process based on their own perspective 
of what would be best for themselves. That it where the leadership comes in, If  the Legislature debates 
behind closed doors, refbses to advance options for discussion, or focuses on pointing out the weaknesses of 
the other side’s argument without offering their own solution, then wc will see an increase in ballot measures 
from every Interest group on every subject. People will vote, based on the most recently appealing rhetoric, 
and that can result in a hamstrung Department - mandated by the state constitution or legislation to do the 
best job it can using sound facts/research, labeled In the public eye 89 Ineffective, in reality understaffed or 
undcrsupportcd by leadership, and in the end punitivcly budgeted as a message to dean up their act. It 
doesn’t matter if we are talking about DFYS, ADF&G, the Troopers, or DOT. We need to work together 
to find solutions to problems, support thoBe solutions once they are selected, give the Departments the tools 
they need to carry out those solutions, and lead the public dialog or otherwise educate the public on why 
that is the best plan. And if the political willpower to make tough decisions is not there, then get out of the 
way and let the people vote • on that specific issue, if not on who should be there to make the decisions,

Rep. James, thank you for valuing my comments enough to a9k for them in writing. I want to itrcss that 
none of the above is directed at any one person or party, but is equally applicable to all. (For example, the 
Legislature and the Governor could cease the “crisis" bit and discuss the budget only In terms of a stable, 
long-range plan. And the public could be better-educated on the fact that the Legislature chooses. every 
yecr, what to do with the vast majority of the Permanent Fund’s earnings. This is not a “crisis," this is a 
choice, albeit a tough one, on how to manage the affairs of the state.) There is a great deal of dissatisfaction 
among voters today with all government, and the time Is ripe to put politics aside and solve the current and 
future problems of Alaska.

Again, thank you fcr you' time and consideration.

L mviu Karajuney-
Life-long Alaskan and citizen of Fairbanks 

dk

cc: Interior Delegation 

Governor’s Office
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RONALD E. GREISEN. CPA. ABV 
KEVIN E. BRANSON. CPA 

i -. -ETOURNEAU. CPA

Representative Jeannette James, Chair 
House State Affairs Committee 
State Capitol, Room 102
Juneau, Alaska 99705 fc
Via Fax 1-907-465-2381 
Dear Representative James:
Thank you for the opportunity to submit my comments on HB-91. I understand fum watching 
the hearing on February 18W held by your committee that th ere  Is still some uncertainty about a 
need for an.Income tax. Please do not take these comments as an endorsement of an income 
tax.
My interest In the subject Is that of a CPA spending a great deal of time as a tax practitioner.
As a tax preparer and advisor I will be one of the people thrust into the position of having to 
understand, the details of the law if any income tax bill Is passed. In a system built on voluntary 
compliancei.it is the private sector tax preparers who bear much of the burden of enforcing tax 
laws. For this reason, we value clarity in any law, in addition to simplicity.
The views expressed In my testimony are mine as an Individual and not those of the firm that I 
am associated with.
In the following comments I am referring to the draft bill as Introduced on February 10,1999, 
and will use the line numbering in this draft of the bill.
1 prr. - as 43.20.009(b)(c) [ as shown on lines 1 & 2, and line 4 of page 3] uses the 

term T^ueral Income tax" as the starting point for the computation of the Alaska income 
tax. Unfortunately, I do not believe that "federal income tax" 19 a defined term in the 
Internal Revenue Code (IRC), which Alaska generally adopts by reference in its income 
tax scheme, see AS 43.20.021.
To clarify the base on which the Alaska tax will be computed, I suggest that the 
reference be to the federal income tax Imposed by 26 USC 1. This change would clarify 
the starting point for the computation of the tax.
I believe this change would clarify what Is apparently the Intent for the starting point of 
ihe tax as expressed on page 2 of the February 8,1999 document explaining the 
"Alaska Credit Individual Income Tax" draft 1-GB1057.A, when referring to Line 49 of 
1998'Form 1040.

* J
2. I note liiat the proposed bill, does not provide for an "education credit". As you are 

awanp corporations are allowed an "Income tax education credu”, ... t .3 43.20.014,

a p«oras(Or*AL corporation
1400 Wan Mrfijon BoutavCn* Suite 400 ■ Anenwoaa. AKMka 99S0J-loM • <P0T) 272-1571 , Focianuo CPOT) 277-34J9 a-mou mgOmocpa com



F E B - 1 9 -8 8  10:23AM . FROM-THOMAS, HEAD, A GREISEN 8072772039 T - 1 2 1  P . 03/12 F-730

Representative Jeannette James, Chair 
House State Affairs Committee 
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for contributions to Alaska public or private two or four year colleges or Universities.
Additionally a similar education credit is allowed against the following taxes:

Oil & Gas Property Tax - AS 43.56.018 
Minlhg License Tax - AS 43.56.018
Insurance Premium Tax / Title Insurance Premium Tax - AS 21.89.070 
Fisheries Business Tax - AS 43.75.018 
Fisheries Landing Tax - As 43.77.045
I believe that the possibility of reducing the income tax due l:>y a contribution to a college 
or University might be of interest to many Alaskans' striving to find ways to deal with the 
.— i-,.soa of providing educational opportunities close to home.

3. In reviewing proposed AS.43.20.030(h) [lines 16 & 17 on page 4] I was left wondering if 
the failure to pay the tax on the consolidated state return could give rise to a claim that a 
child could be treated as Joint and several liability for any unpaid tax. This question 
arises due to the structure of the consolidated state return?

4. As rrientloned by Don Rulien in his testimony, proposed AS.43.20.171 (a)(1) [line 16
page 7] provides for a state income tax withholding on "crew shares" a type of income 
which is not subject to withholding under current federal law. I believe that It will take 
substantial efforts to educate boat owners of this change should It be adopted. I note In 
passing that I do not believe that AS 43.20 contains a definition of the term "crew share" 
since this term is defined for federal tax purposes in 26 USC 3121 (b)(20) which is not 
inco(jporated by reference in the Alaska Statutes. j

5. The proposed deletion from the current text of AS 4 3 . 2 0 . 1 6 9 ”  n 0 zn page 7 
HB 91) has the potential to leave tax practitioners in a void. Alaska Is a young state that 
in the Interest of simplicity has chosen to piggy back it's Income tax system on the 
Internal Revenue Code, see AS 43.20.021 (a). Given the lack of regulations or other 
forms of specific written guidance from the Department of Revenue on many areas of 
the tax law, the ability to rely on applicable "administrative and judicial Interpretations of 
the federal law" Is of tremendous benefit to me as a CPA trying to act as a tax advisor, if 
tho"v,e "'■> soeclfic Alaska guidance. However, the proposed change deletes this 
potential source of Information without offering a replacement. The description of this 
provision contained on page 6 of draft 1-GB1057.A, understates the Importance of this 
provision of the current law.
For example adopting this language could mean that the department was not bound to 
consider the administrative interpretations of ths (RS issued In Rev. Rul. 77-102 and 
Rev, Rul 91-19, (copies attached) which help to define what h, and what Is not, a "crew 
share". Since HB-91 anticipates imposing withholding on "crew shares" the definition of 
this term will be of interest to all those trying to comply with the law. The proposed 
change to AS 43.20.160(c) may reduce the ability of an accountant or other tax advisor 
to understand what is meat by the term crew share, which will be essential if they are to 
explain the withholding requirements to their clients.

c
1
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i
Thank you once again for the opportunity to provide comments. As a practicing CPA I am quite 
Interested,In this and other tax legislation affecting Alaskans.
Should you have any questions, please contact me.

Very truly yours,
THOMAS,JHEAD & GREISEN

John'A. Latoumeau, CPA
c. Wilson L. Condon, Commissioner, Department of Revenue 

Larry E>jMeyers, Director, Income and Excise Audit Division
JAL:aeb
W :\A SC PA \H B 9 l.O N E
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Rev. Rui. V /- i02, 1977-1 CB 299 -  IRC Sec. 3121

Bov. R u l .  7 7 - 1 0 2 ,  1 977 -1  CB 299 —  IRC See. 3121
Sec. 3121 —  D e f i n i t i o n s  n l (A l s o  S ec t ion s  1402 , 3 4 0 1 . )
HEADNOTS:
F ish in g  b o a t  crow.
None o f  th e  s e rv ic e s  o f  the mate, eng in ee r , and cook o f  a f i s h in g  boat pa id  an 
amount in  a d d i t io n  t o  a sha re  o f  the ea ten , o r  crew members e n t i t l e d  t o  h o u r ly  
pay f o r  r e p a i r  o f  ne ts  and o th e r  in c id e n t a l  work while  the boa t i s  in  p o r t ,  
a re  excepted from  employment under s e c t io n  3 1 2 1 ( b ) (20 ) o f  the Code and a l l  o f  
t h e i r  remunera tion  f o r  the s e rv ic e s  i s  s u b je c t  t o  FICA and intome ta x  
w ith h o ld in g . Crew members o f  a f i s h i n g  b o a t ,  whose s e rv ic e s  a re  excepted from employment, a re  engaged i n  a t ra d e  o r  bu s ine ss  f o r  ao lf-emp loyment ta x  purposes.- ;

n l  lA le o  r e le a s e d  as News R e le a se  IR - 1 7 7 7 ,  da ted  March 2 1 ,  1977 .
Text:

Advice has been reques ted  whether, in  the  s i t u a t i o n s  de sc r ib ed  below, 
the: s e rv ic e s  pe rfo rmed by c e r t a in  i n d iv id u a ls  a re  excepted from 

_;jT.’.en tn under s e c t io n  3121 (b ) (20 ) o f  the F ed e ra l In su rance 
C o n t r ib u t io n s  Act and whether rem unera tion  f o r  th o se  s e rv ic e s  i s  
excepted from "wages" under s e c t io n  3 4 0 1 ( a ) (17 ) o f  the C o l l e c t i o n  o f  
Income Tax a t Source on Wages (ch ap te rs  21 and 24 r e s p e c t i v e ly ,  s u b t i t l e  
C, I n t e r n a l  Revenue Code o f  1 9 5 4 ) .  Both s e c t io n s  were added by s e c t io n  
1 20 7 (e )  o f  the Tax Reform Act o f  1976 [Pub. L . 9 4 -4 55 , 1976 -3  C .B . (V o l .  
I )  1 8 2 ) .
S e c t io n  3 1 2 1 ( b ) (20 ) o f  the  F ed e ra l In su rance  C o n t r ib u t io n s  Act p ro v id e s  
th a t  employment does n o t  in c lu d e :  s e rv ic e  pe rfo rmed by an in d iv id u a l  on
a boat engaged in  ca tch ing  f i s h  o r  o th e r  forms o f  aqu a t ic  animal l i f e  
under an arrangement w ith  the owner o r  o p e ra to r  o f  such boat pu rsuant to  
which—I
(A) such in d iv id u a l  does not re c e iv e  any cash remunera tion  (o th e r  than 
as p ro v id ed  in  subparagraph ( 8 ) ) ,
(B ) | |such in d iv id u a l  r e c e iv e s  a sha re  o f  the b o a t ’ s ( o r  the boa t3 ' in  the 
c a s i  o f  a f i s h in g  o p e ra t io n  in v o lv in g  more than one boa t ) ca tch  o f  f i s h  
o r  q th e r  forms o f  a qu a t ic  an imal l i f e  o r  a sha re  o f  1 : toads from 
t h e i s a l e  o f  such catch , and
(C) the  amount o f  such i n d i v i d u a l ' s  sha re  depends on the amount o f  the 
b o a t ' s  ( o r  the b o a ts '  i n  the case o f  a f i s h i n g  o p e ra t io n  in v o lv in g  more 
thai} one b oa t ) catch o f  f i s h  o r  o th e r  forms o f  a qu a t ic  animal l i f e ,  but 
o n ly  i f  the o p e ra t in g  crew o f  such boa t (o r  each boat from which the 
in d iv id u a l  r e c e iv e s  a sha re  in  the  case o f  a f i s h i n g  o p e ra t io n  in v o lv in g  
more th a t  one boa t ) i s  n o rm a l ly  made up o f  fower than 10 in d i v id u a ls .

IR S  R evenue R uling* nod P ro ced u res : C o p y rig h t 1999, R esearch  In s titu te  o f  A m erica  In c . 2/18/99 P * g * l
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•] *
S e c t io n  3401 (a ) (17 ) o f  the  Code p ro v id e s  th a t  wacrej;. nnrposes o f  
income ta x  w ithh o ld ing , does not in c lu d e  remunera t ion  y a id  f o r  s e rv ic e  
d e sc r ib ed  i n  s e c t io n  3 1 2 1 ( b ) ( 2 0 ) .

Rev. Rul. 77-102,1977-1 CB 299 -  IRC Sec. 3121

'  tion 1
The owner o f  a f i s h in g  boat employs a c ap ta in  and e ig h t  o th e r  crew 
members t o  p e r fo rm  s e rv ic e s  on the b o a t ,  which i s  engaged i n  catch ing 
f i s h .  The op e ra t in g  crew o f  the boa t i s  n o rm a l ly  made up o f  n ine 
i n d i v i d u a l s .  The arrangement p ro v id e s  th a t  th e  remunera tion  p a id  t o  
ea£h o f  th e  in d iv id u a ls  w i l l  be computed as f o l l o w s :  (1) out o f  the 
g ro s s  p roceeds from  the  s a le  o f  th e  ca tch  deduct ions a re  made f o r  
c e r t a i n  s p e c i f i e d  expenses such as i c e ,  f u e l ,  and a payment o f  ?25 each 
t o  the  mate, eng inee r , and cook ; (2 )  60 p e rcen t  o f  th e  remain ing 
proceeds (n e t  s to c k ) i s  d iv id e d  e q u a l l y  among the c ap ta in  and o th e r  crew 
members, and the remain ing 40 p e rc en t  i s  d iv id e d  between the cap ta in  and 
th e  owner. B e fo re  eacn voyage, th e  crew members a re  r e s p o n s ib le  f o r  
lo a d in g  su p p l ie s  and do ing o th e r  n ece ssa ry  work in  p o r t  i n  p re p a ra t io n  
f o r  th e  voyage . At th e  com p le t ion  o f  the  voyage, the  crew must remove 
and t r a n s p o r t  the catch  t o  the  p o in t  o f  s a le  and pe r fo rm  o th e r  
in c id e n t a l  d u t ie s  necessa ry  t o  le a v e  the  boat i n  the  safne c on d i t io n  as 
i t  :was b e fo r e  the voyage . These d u t i e s ,  which may in c lu d e  r e p a i r in g  
n e t s ,  c o n s t ru c t in g  new n e t s ,  and s p l i c i n g  c ab le ,  a re  nepi**rTT„.d w ithout 
a d d i t i o n a l  remunara tion .<P«g« 300>
Onder th e  arrangement i n  t h i s  s i t u a t i o n ,  the mate, eng inee r , and cook 
r e c e iv e  a payment o f  ?25 th a t  doe3 no t depend upon the  amount o f  the 
b o a t ' s  catch  o f  f i s h ,  and, th u s , th e  arrangement f a i l s  t o  meet the 
requ irem en ts  o f  s e c t io n  3 1 2 1 ( b ) ( 2 0 ) (C) o f  the F e d e ra l  In su rance 
C o n t r ib u t io n s  Act .
A cco rd in g ly ,  the s e rv ic e s  pe r fo rm ed by the mate, eng in ee r , and cook a re  
t.~ * . : :cepted from  employment under s e c t io n  3121 (b ) (20 ) o f  th *  Act and 
t h e i r  remunera tion  ( in c lu d in g  t h e i r  sha re  o f  th e  net s to ck ) i s  no t 
excepted frcm  wages, f o r  income t a x  w ith h o ld in g , under s e c t io n  
3 4 0 1 ( a ) (17 ) o f  the  Code.I
However, s e rv ic e s  pe r fo rm ed by the o th e r  s i x  crew members a re  excepted 
from  employment because th e y  do not r e c e iv e  any cash remunera tion  o th e r  
than a sha re  o f  the p roceeds from  th e  s a le  o f  th« catch , t h e i r  share 
depends on the  amount o f  the c a tch , and the  o p e ra t in g  crew o f  the boat 
n o rm a l ly  c o n s i s t s  o f  fewer than 10 i n d i v i d u a l s .  Because the  s e rv ic e s  o f  
the  s i x  crew members a re  excepted under s e c t io n  3 1 2 1 ( b ) ( 2 0 ) ,  
rem une ra tion  f o r  th ose  s e r v i c e s  i s  excepted from  wages, f o r  income ta x  
w ith h o ld in g , under s e c t io n  3 4 0 1 ( a ) (1 7 ) o f  the Code.
T h e /s e rv ic e s  pe r fo rm ed by th o se  s i x  crew members a re  in c lud ed  in  the 
te rm  " t ra d e  o r  bu s in e ss "  by s e c t io n  1 4 0 2 ( c ) ( 2 ) (F) o f  the, Se lf-Employment 
C o n t r ib u t io n s  Act o f  1954 . Th is  p r o v i s i o n  was a l s o  added by s e c t io n  
1 2 0^ (e ) o f  th e  Tax Reform Act o f  1976 . !

Rev. Rul. 77-102,1977-1 CB 299 -  IRC Sec. 3121

IR S  K tv e itu e  R a tin g s an d  Proc»dure* : C o p y rig h t 1999, R n e a r c h  In s ti tu te  o f  America Inc . 2/18/99 P»g«2
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Situation 2.

The f a c t s  a re  the same as in  S i tu a t io n  1 , except the  arrangement a ls o  
p ro v id e s  th a t  f o r  each voyage the c ap ta in  and o th e r  crew members, in  
a d d i t io n  t o  r e c e iv in g  c sha re  o f  the  ca tch , a re  e n t i t l e d  t o  r e c e iv e  x 
d o l l a r s  p e r  hour f o r  r e p a i r i n g  n e t s ,  c on s t ru c t in g  new n e ts ,  s p l i c in g  
c ab le ,  and doing o th e r  in c id e n t a l  work w h i le  i n  p o r t .
Under tha arrangement i n  S i tu a t io n  2 a l l  o f  the  crew members a re  
e n t i t l e d  t o  re c e iv e  cash rem unera tion  o th e r  than a sha rk  o f  the ca tch . 
A cco rd ing ly ,  none o f  t h e i r  s e rv ic e s  a re  excepted from  employment under 
s e c t io n  3 121 (b ) (20 ) o f  th e  F ed e ra l In su rance  Contr-1 —  ?_Ct and t h e i r  
rem une ra tion  i s  no t excepted from wages, f o r  income t a x  w ithho ld ing , 
under s e c t io n  3 4 0 1 ( a ) (1 7 ) o f  the  Code.

IR S  R evanue R ulings a n d  P r o c e d u re :  C o p y rig h t 1 9 9 9 ,R es«arch  In s titu te  o f  A m erica  Inc. 2/18/99 Page 3
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§3121 Definitions.
'i
i

, (20) £ irvice (other Than service described in paragraph (?) t . f: .-mad by an 
• individual on a boat engaged in catching fish or other forms o f  aquatic animal life 
under an arrangement with the owner or operator o f  such boat pursuant to which—

(A) such individual does not receive any cash remuneration other than as provided 
in subparagraph (B) and other than cash remuneration—

(i) which does not exceed $100 per trip;

(ii) which is contingent on a minimum catch; and

(iii) which is paid solely for additional dues (such as mate, engineer, or cook) 
for which additional cash remuneration is traditional in the industry,

(B) such individual receives a share o f the boat's (or the boats' in the case o f a 
fishing operation involving more than one boat) catch o ffish  or other forms or

i aquatic animal life or a  share o f  the proceeds from the sale o f  such catch, and

(C) the amount o f  such individual's share depends on the amount o f  the boat’s (or 
the boats' in the case o f a fishing operation involving more than one boat) catch of

I fish or other forms o f  aquatic animal life,

but only if  the operating crew o f such boat (or each boat from which the individual receives a 
share in the case o f a fishing operation involving more than one boat) is normally made up of 
fewer thanL:l 0 individuals; or

I

I

I

i
i

In te rn a l R evenue C ode: C o p y rig h t 1999, R esearch  In s titu te  o l  A m erica  Inc. 2/18/99
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t

Rev. Rul. 01-19,1991-1 CB 186 -  IRC Sec. 1402

Rev. R u i ;  9 1 - 1 9 ,  1931 -1  CB 186  —  IRC Sec. 1402 
Sec. 1402 —  D e f i n i t i o n s
26 CFR 1 . 1 4 0 2 ( a ) - l :  D e f i n i t i o n  o f  ne t e a rn in g s  from s e l f -  employment. (A lso
S ec t ion s  3121, 7805 ; 3 1 . 3 1 2 1 ( b ) ( 2 0 ) - 1 ,  3 0 1 .7 8 0 5 - 1 . )
HEADNOTE:

D e f i n i t i o n  o f  n e t  earning® f rom  se l f -em p lo ym en t .
1Amounts Pa id  t o  commercia l f i s h i n g  boat owners and o p e ra to r s  and crew members 

as compensation f o r  l o s s e s  s u f f e r e d  because o f  a l l e g e d  neg lig ence  a re  
i n c lu d ib le  i n  net ea rn ing s  from  se lf -em p lo ym en t f o r  pu rposes o f  the S e l f -
Employment C o n t r ib u t io  A ct , The S e rv ic e  w i l l  no t 1 0 1 .1.0 * ___' - v e r s i o n  in
K»nb*«y y, Commi*«±onor,76 T.C. 441 (1981).

Tex t :

Rev. Rul. 01-19,1991-1 CB 186 -  IRC Sec. 1402
ii1

ISSUE
Are. amounts r e c e iv ed  by f i s h i n g  boa t owners and o p e r a t o r s  and craw 
members under the c ircum stances  d e sc r ib ed  below in c lu d ed  in  t h e i r  net 
ea rn ing s  from  se lf -em p loym en t f o r  pu rposes o f  th e  Se lf-Employment 
C o n t r ib u t io n s  Act (SECA)?

Rev. Rul. 91-19,1991-1 CB 186 -  IRC Sec. 1402

FACTS
X, a c o rp o r a t io n ,  compensated c e r t a in  commercial f i s h i n g  boa t owners and 
o p e ra to r s  and crew members ( c o l l e c t i v e l y  r e f e r r e d  t o  as " f i s h e r s ” ) f o r  
l o s s e s  s u f f e r e d  du r ing  the  y e a r  because o f  X 's a l le g e d  neg lig en ce . The
lo s s e s  in c u r r e d  by th e  f i s h e r s  a ro s e  because they cu.  f i s h  due to
c e r t a in  a l l e g e d  n e g l ig e n t  a c t s  o f  X. P r i o r  to  X ’ s a l l e g e d  neg lig ence , 
which s u b s t a n t i a l l y  reduced o r  c om p le te ly  e l im in a te d  the  commercia l 
f i s h in g  op e ra t io n s  i n  th e  a re a ,  the  f i s h e r s  were s e l f - em p lo y e d  and 
engaged in  the t ra d e  o r  bu s in e ss  o f  f i s h i n g .  Most, o f  the  f i s h e r s  d id  
no t f i s h  du r ing  the  t a x a b le  y e a r  subsequent t o  X 's  a l l e g e d  nog lig ence , 
a lthough  some engaged in  f i s h i n g  in  u n a f fe c te d  waters du r ing  the y ea r .
Two c a t e g o r i e s  o f  f i s h e r s  made c la im s  t o  X: (1) boa t owners and
cp__ , r s  who h e ld  l im i t e d  e n t r y  p e rm its  t o  f i s h  (p e rm its  t h a t  a l low  the
h o ld e r  t o  f i s h  f o r  a s p e c i f i c  k ind  o f  f i s n  us ing a p a r t i c u l a r  mathod Cor

IR S  R evenue R uling] a n d  P ro ced u re s: C o p y rig h t 1999, R esearch  In s titu te  o f  A m erica  Inc. 2/18/99 Pagel
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I *a des igna ted  geograph ic a rea and p e r io d  o f  t im e ) ;  and (2 ) crew members 
who worked f o r  sha res  o f  the catch and o th e rw ise  meet the  requ iremen ts  
o f  s e c t io n s  3 1 2 1 ( b ; (20 ) and 1 4 0 2 ( c ) ( 2 ) ( F )  o f  th e  I n t e r n a l  Revenue Code.
To; a vo id  p r o t r a c t e d  l i t i g a t i o n ,  X e s t a b l i s h e d  a c la im 3 ' o f f i c e  and 
i n s t i t u t e d  a se t t lem en t p rocedu re . X r e q u i r e d  p r o o f  t h a t  the  f i s h e r s  
had r e c e iv ed  a c e r t a in  amount o f  income from  f i s h in g  in  p r i o r  y ea rs  and 
chat each was ready , w i l l i n g ,  and a b le  t o  f i s h  during the  t a x a b le  y e a r .

j -n the so  r e p re s e n ta t io n s ,  X compensated the  f i s h e r s  f o r  e s t im a ted  
lo s s e s .
The f i s h i n g  boa t owners and o p e ra to r s  a re  con s ide red  s e l f - em p lo y e d  f o r  
SECA pu rposes . In  a d d i t io n ,  crew members who do meet the requ iremen ts  
o f  s e c t io n s  3 1 2 1 ( b ) (20 ) and 1 4 0 2 ( c ) ( 2 ) ( F )  a re ,  f o r  pu rposes o f  th e  SECA 
o n ly ,  con s ide red  t o  be engaged in  a t ra d e  o r  b u s in e s s ,  and thus the 
e a rn in g s  o f  these  crew members a re  s u b je c t  t o  SECA ta x e s .

9072772B39 T-121 P.10/12 F-730

Rev. Rul. 91-19,1991-1 CB 186 -  IRC Sec. 1402

LAW AND ANALYSIS j

S e c t io n  1401 o f  the Code imposes taxes  on the  s e l f -  employment income o f  
e ve ry  i n d i v i d u a l .  S e c t ion  1402 (b ) d e f in e s  "se l f -em p loym en t income" as 
th e  net e a rn ing s  from se lf-emp loyment d e r iv ed  by an i n d i v i d u a l ,  w ith 
c e r t a in  l im i t a t i o n s .  S ec t ion  1402 (a ) d e f in e s  an i r ta * , 1 s "ne t
ea rn ing s  from  s e l f -  employment" as the  "g ro s s  income d e r iv ed  by an 
in d i v id u a l  from  any t ra d e  o r  bu s iness  c a r r i e d  on by such i n d i v i d u a l , "  
a l s o  w ith  c e r t a in  l im i t a t i o n s .

i .

Whether an in d i v id u a l  i s  c a r ry in g  on a t ra d e  o r  bu s iness  f o r  pu rposes o f  
s e c t io n  1402 o f  the Code i s  a qu e s t ion  o f  f a c t  t h a t  may depend on an 
a n a ly s i s  o f  th e  i n d i v i d u a l ' s  in t e n t  as determ ined from a l l  the  f a c t s  and 
c ircum stances . I t  i s  g e n e r a l l y  not e s s e n t i a l  t h a t  an in d i v id u a l  
— '_»..ciy be engaged in  the d ay - to -d a y  conduct o f  a t r a d e  o r  bu s iness in  
o rd b r  t o  be c a r r y in g  on a t ra d e  o r  b u s in e s s .  A ta xp ay e r  can s t i l l  be 
engaged i n  a t ra d e  o r  bus iness even i f  th e re  i s  a temporary  h ia tu s  in  
the. conduct o f  the  a c t i v i t i e s  o f  t h a t  t r a d e  o r  b u s in e s s .  See R e is ln g e r  
v. Comm issioner, 71 T .C . 568, 572 ( 1 9 7 9 ) ;  H&fc v . Comm issioner, 40 T .C .
2 , £ ( 1 9 6 3 ) ;  see a ls o  Rev. R u l .  7 5 -1 2 0 , 1975-1  C .B . 55 ( jo b  sea rch  c o s ts  
may: be d ed u c t ib le  t ra d e  o r  bus iness expense even i f  taxp aye r  i s  
t em p o ra r i ly  unemp loyed).
S im i l a r l y ,  whether a payment i s  d e r iv ed  from  a t ra d e  o r  bu s iness  c a r r i e d  
on by an in d iv id u a l  f o r  pu rposes o f  s e c t io n  1402 o f  th e  Code depends on 
whether, under a l l  the f a c t s  and c ircumstances , a nexus e x i s t s  between 
the!payment and the c a r r y in g  on o f  the  t ra d e  o r  b u s in e s s .  The Tax Court 
a r t i c u l a t e d  t h i s  "nexus" requirement i n  Newberry v. Comm issioner, 76 
T .C l 441, 444 ( 1 9 8 1 ) ,  where i t  obse rved t h a t ,  under s e c t io n  1402 .
(T ]h e re  must be a nexu3 between the income re c e iv ed  and 'a t r a d e  o r  
bu s ine ss  t h a t  i s ,  o r  was, a c t u a l l y  c a r r i e d  on . Put ano th e r  way, the 
c o n s t ru c t io n  o f  the s t a t u t e  can be g leaned by read ing  r l \* -^ le v a n t  
language a l l  in  on* b re a th :  the  income must be d e r iv e a  Irom  a t ra d e  o r  
bu s iness  c a r r i e d  on.
G e n e ra l l y ,  the  re q u i re d  nexus e x i s t s  i f  i t  i s  c l e a r  t h a t  a payment would 
no t ihave been made bu t f o r  an i n d i v i d u a l ' s  conduct o f  a t ra d e  o r

iR S  R evenue  R u lin g s a n d  P r o c e d u re :  C o p y rig h t 1999, R esearch  In s titu te  o f  A m erica  Inc . 2 /18/99 Page 2
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bu s in e s s .  The face  th a t  a payment r e p re s e n t s  compensation f o r  l o s t  
income o f  a t ra d e  o r  bus iness  r a t h e r  than income genera ted  d i r e c t l y  by 
chp d a y - to -d a y  conduct o f  the t ra d e  o r  bu s iness  i s  g e n e r a l l y  i r r e l e v a n t  
in 1* de te rm in ing whether t h i s  r e q u i r e d  nexus e x i s t s .  In  Rev. Ru l .  76 -500 , 
1976 -2  C .B , 254 , f o r  example, a fa rm e r  s u f f e r e d  an 5 9 ,0 0 0  crop lo s s  
r e s u l t i n g  from a d rough t . The fa rm e r  re c e iv e d  a.-. " V  ' : in  from the 
Farmers Home A dm in is t ra t io n ,  o f  which 5 5 ,0 0 0  o f  the p r i n c ip a l  was 
im med ia te ly  - ’•nce led . The revenue r u l i n g  conc ludes t h a t  the amount o f  
the cance ls . p o r t i o n  o f  the lo a n  r e p re s e n t s  a rep lacement o f  a p o r t io n  
o f ; t h e  fa rm e r 's  l o s t  p r o f i t s ,  and must be taken in t o  account in  
computing ne t ea rn ing s  from se l f -em p lo ym en t .  See a ls o  Rev. R u l .  60 -32 , 
1960 -1  C .B . 2 3 ;  N ot ice  87 -26 , 1987 -1  C .B . 470.I

App ly ing these  p r i n c i p l e s  t o  the  p re s en t  case , the  paynysnts made by X
• in c lud ed  in  the f i s h e r s '  ne t e a rn ing s  from  s e l f -  employment.

Even though the  f i s h e r s  were t e m p o r a r i l y  unab le  t o  f i s h  due t o  the 
a l l e g e d  n e g l ig e n t  a c ts  o f  X,  th e y  remained in  the  t ra d e  o r  bus iness  o f  
f i s h i n g .  The payments they  re c e iv e d ,  measured by h i s t o r i c a l  p r o f i t s ,  
were c ond i t io n ed  on t h i s  f a c t ,  and rep re s e n te d  income th a t  would have 
been d e r iv ed  by them from  the s e a s o n 's  c a tch . Thus, th e re  was a nexus 
between the  payments and t h e i r  c u r re n t  conduct o f  a t ra d e  o r  bu s ine ss .

•The S e rv ic e  does not agree w ith  th e  Tax C o u r t ' s  d e c is io n  in  Newberry t o  
th e  e x ten t  th a t  i t  i s  in c o n s i s t e n t  w ith  t h i s  a n a ly s i s .  S p e c i f i c a l l y ,  
w h i le  the  S e rv ic e  agrees with the  c o u r t ' s  sta tement t h a t ,  under se c t io n  
140.2 o f  th e  Code, th e re  must be a nexus between a payment and the 
c a r r y in g  on o f  a t ra d e  o r  bu s iness  in  o rd e r  f o r  the  payment t o  be 
c on s id e red  se lf -em p loym en t income, i t  does not agree w ith the c o u r t ' s  
c on c lu s io n  th a t  such a nexus cannot e x i s t  i f  an in d iv id u a l  i s  not 
c u r r e n t l y  engaged in  the d a y - to -d a y  conduct o f  th e  t ra d e  o r  bu s iness , 
e .g l . , i s  unemployed. In  Newberry, th e  <P*ge 188> p e t i t i o n e r  owned and 
ope ta ted  a g ro ce ry  s t o r e  th a t  was d e s t ro y e d  by f i r e ,  as a r e s u l t  o f  
whifch he was unab le  t o  ope ra te  th e  bu s in e s s  f o r  app rox im a te ly  seven 
months. During t h a t  t ime , he re c e iv e d  in su ran ce  pay.;«s..l- x o r  l o s t  
ea rn ing s  measured by h i s  h i s t o r i c a l  p r o f i t s .  The payments in  Newberry 
were made, no t because o f  a l i q u i d a t i o n  o f  the p e t i t i o n e r ' s  bus iness , 
buti r a t h e r  in  connec tion  with th e  p e t i t i o n e r ' s  c on t in u ing  conduct o f  the 
t ra d e  o r  bu s in e s s ,  even though he was t e m p o r a r i l y  unablsi t o  conduct 
d a y f t o -d a y  a f f a i r s  du r ing  the  s t o r e ' s  r e c o n s t ru c t i o n .

i

Rev. Ru,. / ,-* » , 1991-1 CB 186 -  IRC See. 1402

I
H O LD IN G
The amounts re c e iv ed  by tho  f i s h e r s  from  X a re  in c lu d ed  in  t h o i r  net 
ea rn ings  from  se lf -em p loym en t f o r  SECA pu rposes .

i
I f  an in d i v id u a l  r e c e iv ed  payments based on both the  i n d i v i d u a l ' s  p r i o r  
y e a f s '  se lf -em p loym en t f i s h in g  income (income su b je c t  t o  the SECA tax ) 
and :the i n d i v i d u a l ' s  p r i o r  y e a r s '  f i s h i n g  incoma as an employee (income 
su b je c t  t o  the  FICA t a x e s j , the above c on c lu s io n  a p p l i e s  o n ly  t o  the 
p o r t i o n  o f  the  payments re c e iv ed  t h a t  r e p re s e n t s  the  se lf-emp loymen t 
f i3H ing  income. The p o r t i o n  o f  th e  payments re c e iv ed  thac rep re sen ts  
f i s h in g  income as an employee, w h i le  i n c lu d i b l e  in  g ro s s  income, i s  not 
in c luded  i n  net ea rn ing s  from  se l f -em p loym en t and i s  not,wages f o r  
f e d d r a l  employment ta x  pu rposes .

IR S  Revenue Ru lings and P ro c e d u re : C opyright 1999, Research Institute o f  America Inc . 2 /1 8 # 9  Page 3
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ThC I n t e r n a l  Revenue S e rv ic e  w i l l  no t f o l l o w  the  d e c is io n  i n  Newberry. 
Under th e  r a t i o n a l e  o f  t h i s  revenue r u l i n g ,  amounts re c e iv ed  by a 
ta xp aye r  under f a c t s  s im i la r  t o  th o se  i n  Newberry would be in c luded  in  
ne t e a rn ing s  from  se lf -em p loym en t f o r  pu rposes o f  the Se lf-Employment C o n t r ib u t io n s  Act .

Rev. Rul. 91-19,1991-1 CB 186 -  IRC See. 1402

ii
effective date

Under th e  a u t h o r i t y  con ta ined  i n  s e c t io n  7805 (b ) o f  the 'Code , the  
h o ld in g  o f  t h i s  revenue r u l i n g  t h a t  th e  amounts r e c e iv ed  by the  f i s h e r s  
from  X a re  in c lu d ed  in  t h e i r  n e t  e a rn ing s  from  s e l f -  employment f o r  SECA 
purposes w i l l  be a p p l i e d  o n ly  t o  payments r e c e i . i -  yea rs
beg inn ing  a f t e r  December 31, 1 9 90 .  Th is s e c t io n  7 8 05 (b ) r e l i e f  i s  
l im i t e d  t o  s i t u a t i o n s  d e sc r ib ed  i n  th e  f a c t s  o f  t h i s  revenue r u l i n g .  In  
o th e r  s i t u a t i o n s ,  the  a n a ly s i s  and h o ld in g  in  t h i s  revenue r u l i n g  app ly  
f o r  a l l  t a x a b le  y e a r s .

f1

IRS ftev tn u e  R u lin g s n n d  P r o c e d u re :  C o p y rig h t 1399, R m t r c h  In s ti tu te  o f  A m erica  la c . 2/18/99 Page  4
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A l a s k a  P e r m a n e n t  F u n d  P r i n c i p a l

T h e  A l a s k a  P e r m a n e n t

F u n d  p r i n c i p a l  i s  p r o t e c t e d  $ 2 0

b y  t h e  A l a s k a  C o n s t i t u t i o n .

I h e  L e g i s l a t u r e  m a y  n o t  

s p e n d  i t .

T h e  p r i n c i p a l  c o n s i s t s  o f :

□ D ed ica ted  M in e ra l R oyalties
□ A pp rop ria ted  Inflation-Proofing 
13 O th e r A pp rop ria tion s

$15

$ 1 0

1. Dedicated mineral royalties;
2. Money the Legislature has 

appropriated to inflation-proof $5 
the principal; and

3. Other money the Legislature has 
appropriated into the principal, jjjQ

$6.4

$5.5I S lP I l

• 1

P r i n c i p a l  T o t a l  $ 1 8 .6  B i l l i o n
(as of 1/1/99)



Permanent Fund Income □ Realized Income
□ Unrealized Income

A l l  i n c o m e  f r o m  t h e  P e r m a n e n t  
F u n d ’s  i n v e s t m e n t s  i s  r e t a i n e d  b y  
t h e  F u n d  u n t i l  a p p r o p r i a t e d  b y  t h e  
L e g i s l a t u r e .

“ R e a l i z e d  I n c o m e , ”  w h i c h  i n c l u d e s  
i n t e r e s t ,  d i v i d e n d s  a n d  p r o f i t s  
r e s u l t i n g  f r o m  t h e  s a l e  o f  a s s e t s ,  i s  
u s e d  t o  c a l c u l a t e  t h e  a n n u a l  
P e r m a n e n t  F u n d  D i v i d e n d .

“ U n r e a l i z e d  I n c o m e ”  i s  t h e  m a r k e t  
v a l u e  o v e r  t h e  p u r c h a s e  p r i c e  o f  t h e  
a s s e t s  c u r r e n t l y  h e l d  b y  t h e  f u n d  
w h i c h  b e c o m e  r e a l i z e d  i n c o m e  o n l y  
w h e n  t h e  a s s e t  i s  s o l d .

T o t a l  I n c o m e  $ 6 .7  b i l l i o n
(as of 1/1/99)



Permanent Fund Investments
T h e  p r i n c i p a l  a n d  i n c o m e  o f  t h e  F u n d  a r e

□ R ea liz e d  G a in s  i n v e s t e d  t o g e t h e r  i n  a l l  a s s e t  c l a s s e s  Real E state 1 0 %
□ U n re a liz e d  G a in s  ® Bonds 42%
r-i n • • i ^  Stocks 48%□ P r in c ip a l

Total fund 1/1/99 = $25.3 billion



Annual Permanent Fund Dividend
H ow  is it calculated?

• Y o u  a d d  t h e  r e a l i z e d  

i n c o m e  f o r  t h e  l a s t  f i v e  

y e a r s .

• T a k e  1 0 . 5 %  o f  t h a t  t o t a l .

• T h a t  a m o u n t  o f  m o n e y  

( w i t h  s o m e  s m a l l  

a d j u s t m e n t s )  i s  d i v i d e d  

b y  t h e  e l i g i b l e  

a p p l i c a n t s .

Realized Incom e
F Y 9 4 $1,088.74 million
F Y 9 5 $1,001.80 million
F Y 9 6 $1,790.60 million
F Y 9 7 $2,035.43 million
F Y 9 8 $2,619.16 million

$8,535.73 million
m u l t i p l y  b y 0.105 = $896.25 million

t h e n  d i v i d e  b y  e l i g i b l e  a p p l i c a n t s  =  
19 98  d i v i d e n d  p e r  p e r s o n  =  $ 1 ,5 4 0 .8 8

Fact: Since inception, the AK Permanent Fund Dividend Program has paid 
out $14,777.55 in total to applicants who were eligible for every year the

program has existed.



Inflation-Proofin

H o w  i s  i n f l a t i o n - p r o o f i n g  d o n e ?

• D e t e r m i n e  t h e  %  c h a n g e  i n  

t h e  C P I  o v e r  t h e  l a s t  c a l e n d a r  

y e a r .

• M u l t i p l y  t h a t  r a t e  t i m e s  t h e  

p r i n c i p a l  v a l u e  o f  t h e  f u n d  a t  

t h e  n e x t  J u n e  3 0 .

• T r a n s f e r  t h i s  a m o u n t  f r o m  

e a r n i n g s  r e s e r v e  t o  p r i n c i p a l  

v i a  a n  a c c o u n t i n g  e n t r y .

• A s s e t s  d o  n o t  r e a l l y  m o v e .

• 1 . 5 4 %  =  c h a n g e  i n  C P I  

f o r  c a l e n d a r  y e a r  1 9 9 8 ;

• P r i n c i p a l  a t  J u n e  3 0  i s  

a p p r o x i m a t e l y  $ 1 8 .6  

b i l l i o n ;

• F u n d  p r i n c i p a l  v a l u e  o f  

$ 1 8 . 6  b i l l i o n  x  0 . 0 1 5 4  C P I  =  

$ 2 8 6  m i l l i o n ;

• $ 2 8 6  m i l l i o n  i s  

a p p r o p r i a t e d  t o  t h e  

p r i n c i p a l  b y  a n  a c c o u n t i n g  

t r a n s f e r  f r o m  e a r n i n g s

I r e s e r v e .







N o w  a n d  T h e n

($ m il l io n s )

Oil Revenue

1 9 9 ©  R e v e  

T o t a l :  $ 1 , 8

n u e

Oil Revenue

Non-Oil Corporate Incom tTax 

Sales/Use Taxes

O ther Natural R esou rce Taxes

Non-Oil Corporate Income Tax 

Sales/Use Taxes 

Other Natural R esou rce Taxes 

Licenses, Perm its, User Fees

Earnings, O ther Revenue

6 0 %

Licenses, Perm its, User Fees 

Earnings, O ther Revenue

Individual Income Tax

1 9 7 5  R e v e  n u e  

T o t a l :  $ 3 3 0 . 8



A l a s k a ’ s  P u b l i c  F i n a n c e s

E 3  N o n - O i l  R e v e n u e  

□  O i l  R e v e n u e

1 0 0 %

1975 1977  1979  1 98 1  1 9 8 3  1 9 8 5  1 98 7  1 9 8 9  1991 1 9 9 3  1 9 9 5  1 9 9 7
1 97 6  1 9 7 8  1 9 8 0  1 9 8 2  1 9 8 4  1 9 8 6  1 9 8 8  1 9 9 0  1 9 9 2  1 9 9 4  1 9 9 6  1 9 9 8
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A l a s k a ’s  P u b l ic  F in a n c e s

A la s k a  N o r t h  S lo p e  D e s t in a t io n  P r ic e
( $  p e r  b a r r e l )

1986  1988  1990  1992  1994  1996 1998  2 0 0 0  2 0 0 2
1987 1989  1991 1993 1995 1997 1999 2 0 0 1  2 0 0 3

• " A c t u a l  
“ “  P r o j e c t e d



A l a s k a ’s  P u b l i c  F i n a n c e s

1 9 9 9

P r o p e r t y  T a x

C o r p o r a t e  I n c o m e  T a x  

S e v e r a n c e  T a x

R o y a l t i e s

B o n u s e s  a n d  R e n t a l s

T o t a l  O i l  R e v e n u e

e v e n u e

C o r p o r a t e  I n c o m e  T a x

N a t u r a l  R e s o u r c e s  T a x

C h a r i t a b l e  G a m i n g  T a x

T o t a l  N o n - O i l

T o t a l  G F  R e v e n u e
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- A l a s k a ’ s  P u b l i c  F i n a n c e s
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BILL ANALYSIS
The bill is designed to implement a state income tax on individuals, trusts, and estates, 
using a simplified format keyed to the income tax liability reported on the federal income 
tax return. A family unit, such as parents and children, will file one return combining all 
tax that may be shown on any federal returns filed by the children. The tax is imposed at 
the rate of 31% of the federal tax. The federal tax is the tax after federal credits but 
before other taxes (currently line 49 on the 199S 1040 form) such as the alternative 
minimum tax.

A tax credit of 33% of the permanent fund dividend is allowed for each family member 
claimed as a dependent who receives a dividend in the tax year. The design is to make 
the benefit of the tax credit go as far as possible within the family unit. In addition, a 
10.2% tax credit is allowed on the amount of longevity bonus payments received in the 
tax year. This effectively removes the bonus payments from the federal tax and, 
correspondingly, the Alaska tax. The 10.2% is determined by multiplying a 31% state 
tax rate by an assumed 33% effective federal tax rate. Unlike the PFD credit, the 
longevity bonus credit is not designed to hold the recipient harmless from the effect of 
the federal income tax.

A 10.2Vo credit is also allowed for the amount of interest received on obligations of the 
United States. This credit only applies if the state is precluded by federal law from 
applying a state tax based upon a percentage of the federal tax, a portion of which is 
attributable to this type of interest.

Residents will compute the Alaska tax based upon 100% of the federal tax. However, 
residents arc allowed a credit for taxes paid to other states. Nonresidents are taxed on the 
percentage of the total tax attributable to Alaska income. The methodology used to 
compute the Alaska tax for nonresidents is the percentage of the total tax that Alaska 
income bears to total income.

Withholding is required on wage income. Withholding is also required in the typical 
crew share arrangement in the fishing industry.

A tax on individuals requires that trusts and estates also be subject to the income tax.
This is necessary for fairness and to avoid creating a potentially large tax loophole. The 
scheme for taxation of these entities essentially follows that for resident and nonresident 
individuals. An Alaska trust and estate is taxed by reference to the federal tax. with a 
credit allowed for taxes paid to other states, and all other trusts and estates are taxed only 
on a percentage of the total tax attributable to Alaska income.On balance, the tax scheme 
is inherently simple. A taxpayer can easily determine the tax without having to pay a
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CPA or attorney to prepare the return. This simplicity also means that it will be easier 
and less costly for the state to administer than other tax schemes.

A section by section analysis of the bill follows:

SECTION I -  FINDINGS AND PURPOSE
This section states the income tax is intended to be a revenue raising measure.

SECTION 2 -  TAXPAYER REQUIREMENTS IN CONSTITUTIONAL DISPUTES 
This section adds a new subsection to the taxpayer appeals provision. The bill provides 
that a taxpayer that intends to contest a tax on constitutional or preemption grounds must 
file a notice of protest with the return and pay the amount of the contested tax. A failure 
to file the notice with the return precludes a refund if the tax is subsequently determined 
to be unconstitutional. The notice begins the informal conference administrative appeal 
process but this procedure is terminated if the taxpayer subsequently files an action in 
superior court as provided by law. The provision is intended to provide early notice of, 
and expedited action on. constitutional claims, and to reduce the state exposure to refund 
claims.

SECTIONS 3 and 4 -  REFUND CLAIMS IN CONSTITUTIONAL DISPUTES 
In conformity with Section i that requires a notice of protest with the return as a refund 
condition, these sections amend the statutory refund provision to remove constitutional 
and preemption claims from the standard two and three year filing period. The notice of 
protest filed with the return is considered to be a timely refund claim. The sections 
further provide that a taxpayer may file an action with the superior court within 60 days 
of the notice of protest and avoid the administrative appeal process in an appropriate 
case.

SECTION 5 -  IMPOSITION OF TAX
This section imposes the income tax on resident individuals, nonresident and part-year 
resident individuals, and estates and trusts with income from sources in the state. The tax 
rate is 31 Sc of the federal income tax after federal credits and before other federal taxes.

Nonresident and part-year resident individuals first compute the tax as a resident would 
do by applying the 31% tax rate to the entire federal tax liability. The Alaska tax liability 
is then determined by multiplying that result by the percentage that Alaska source income 
bears to all income.
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SECTION 6 -  RETURNS REQUIRED
This section amends the current law that applies only to corporations to provide that 
individuals, trusts, estates, and partnerships are also required to file income tax returns 
within 30 days after the federal return is required to be filed. Partnership returns will be 
in the nature of information returns.

SECTION 7 -  AMENDED RETURNS REQUIRED FOR IRS ADJUSTMENTS 
This section provides that the department may require a copy of the federal return be filed 
with the state return. The department currently does not intend to require the filing of a 
copy of the federal return with resident individual returns.

This section also amends current law to provide an objective bright line rule for how to 
comply at the state level with adjustments to the federal income tax returns. An 
amended state return is required to be filed within 60 days after a federal amended return 
is filed, the date upon which a federal assessment is made, or the date upon which the 
taxpayer waives the restrictions on assessment. This is a generally a codification of a 
long-standing department interpretation of present law.

SECTION 8 -  CONSOLIDATED RETURNS BY FAMILY UNITS 
This section provides that a family unit shall file one consolidated income tax return. The 
family unit is defined as all resident individuals for w'hom a personal exemption is 
claimed. For example, parents may file a joint federal return and their cuildren may file 
separate federal returns. For Alaska tax purposes the federal tax shown on those filings 
would be combined on one state return for purposes of determining the Alaska tax.

The consolidated return requirement is achieved by aggregating all the federal tax shown 
on all federal returns filed by individuals in the family unit. All available state credits arc 
then aggregated as well and applied against the state tax.

SECTION 9 -  DEDUCTION FOB TAXES BASED ON NET INCOME 
This section is a housekeeping amendment to make clear that only corporations are not 
allowed to deduct any taxes based on or measured by net income. Under the simplified 
individual, trust and estate income tax scheme provided in the bill, taxes of this nature are 
characteristically deducted in arriving at the federal tax liability. This is not envisioned 
to be a specific modification requiring a recomputation of the federal tax pursuant to the 
bill.

SECTION 10 -  INCOME FROM SOURCES IN THE STATE DEFINED 
For purposes of better clarity, this section repeals and reenacts the provision that allocates 
by source the income of individuals, estates, and trusts. In addition, the section provides 
that all the income of a trust established under Alaska law and of an estate of an Alaska
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decedent is from an Alaska source. Income from other trusts and estates is considered to 
be from an Alaska source only to the extent it arises from a taxable or business situs in 
Alaska. The income distributed from an Alaska trust to a beneficiary for which the trust 
receives an income distribution deduction is considered to be Alaska source income to 
the beneficiary.

SECTION  11 -  STATE CREDITS ALLOWED AGAINST THE TAX 
This section contains the entire universe of state specific credits that are available to 
individuals, estates, and trusts under the income tax scheme. Except for the federal 
credits incorporated into state law by basing the Alaska tax on the federal tax liability 
after credits, no other state specific credits outside AS 43.20.046 are allowed and the 
credits are limited to the amount of tax liability for the taxable year in which the credits 
are generated with no carryback or carryforward to any other tax year.

A resident, and a trust established under state law and an estate of an Alaska decedent, is 
allowed a credit on taxes paid to another state or territory on income derived in that other 
jurisdiction. Since the tax on these persons is based on all their income, the credit 
prevents income from being taxed twice. The credit amount is the percentage of the 
computed Alaska tax that 'lie income derived in the other jurisdiction bears to all income, 
and it may not exceed tvj  actual tax paid to the other state or territory.

A credit of 33% of the amount of a permanent fund dividend is allowed for each 
exemption claimed on the federal return. The 33% credit amount is a rough 
approximation of the federal tax payable to the IRS on the dividend and the additional 
state tax resulting from piggybacking the state tax upon the federal tax. Each person for 
whom the exemption is claimed must receive the dividend in that tax year in order for the 
credit to apply to that exemption. This provision matches the credit with the family unit. 
For example, a dependent may file a separate federal return. However, the exemption for 
this individual is taken on the federal return of the person who supports the dependent 
rather than on the dependent's return. The credit provided in this section is taken on the 
consolidated return of the family unit. This allows for ease of administration and also 
provides a greater benefit to the family unit since the dependent likely is not in a 33% 
federal tax bracket.

10.2% of the amount of longevity bonus payments are allowed as a credit against the 
Alaska tax. The purpose of this credit is to remove from the federal tax the portion 
attributable to the inclusion of longevity bonus payments. A 33% federal marginal tax 
rate is used for this purpose. Multiplying the amount of the longevity bonus payments 
received by 33% equals the federal tax and then multiplying that amount by the Alaska 
tax rate of 31% is the amount of the Alaska tax that would otherwise be imposed on the
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longevity bonus payments. The 10.2% credit is thus the result of multiplying 33% by 
31%.

A similar credit is provided for the amount of interest received on obligations of the 
United States, but only to the extent required by federal law. Federal law precludes a 
state from taxing this income but it is unclear whether that prohibition applies to a 
situation where the Alaska tax is based upon a percentage of the federal tax. This credit 
will be unavailable if Alaska is not required by federal law to provide a credit of this 
nature.

SECTION  12 - ADMINISTRATION

This section is a housekeeping amendment to delete archaic and outdated provisions. 

SECTION  13 -  WITHHOLDING OF TAX ON W aG E S
This section requires that employers withhold the state income tax from wages paid to 
employees at a rate of withholding set by the department, and then to report and remit the 
tax. For purposes of withholding, a person who pays compensation to another in the 
form of a share of the income from a commercial Fishing activity must withhold the state 
income tax from the payment. These “crew share" arrangements are generally not 
subject to federal withholding but are necessary at the state level because many of the 
recipients are nonresidents. Withholding avoids some of the problems that otherwise 
would arise in trying to collect the tax from persons outside the state.

SECTION  14 - HOUSEKEEPING
This section merely makes a housekeeping amendment consistent with the amended 
return requirement provided in SECTION 7 of the bill.

SECTION 15 - DEFINITIONS
This section defines the terms “domicile", “individual”, “nonresident", and "resident".
For tax purposes, a resident is not defined as a resident under the Alaska permanent fund 
dividend program. An individual may be a resident for income tax purposes and not 
qualify for a permanent fund dividend.

SECTION  16 - SECTIONS REPEALED
This section repeals AS 43.20.012, which excludes individuals, trusts, and estates from 
income tax. AS 43.20.013, which is a suspended refundable credit provision, AS 
43.20.200(a). which deals with the review of returns that is covered in AS 43.05, and AS 
43.20.300. which has been outdated since 1975 when provisions of the Internal Revenue 
Code were incorporated through AS 43.20.021.
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SECTION  17 - REGULATION TRANSITION
This section allows the department to adopt regulations in 1999 to take effect on or after 
the bill effective date.

SECTION  IS -  PROVISIONS ARE SEVERABLE
This section provides that a provision held invalid is severable from the remaining 
unaffected provisions.

SECTION  19 -  IMMEDIATE EFFECTIVE DATE FOR REGULATIONS 
Provides that SECTION  17, which allows the department to adopt regulations in 1999. 
has an immediate effective date.

SECTION  20 -  BILL EFFECTIVE DATE
Establishes a January 1, 2000 effective date for the income tax on individuals, estates.



OPERATING EXPENDITURES
A separate unit of the Income and Excise Audit Division will be created to administer the 
taxation of income of individuals, estates, and trusts.

In general, the unit would be responsible for educating taxpayers about the tax, and 
receiving and processing tax returns and payments. The current Income and Excise Audit 
Division processes approximately 30.000 returns and reports for 16 programs. These 
programs are small in comparison to the processing of the 370,000 lax returns and 64,000 
employer quarterly reports expected each year under the new tax bill. The new unit 
would be more specialized with respect to high volume processing and enforcement. 
There are two systems necessary to implement the taxation of individuals, estates, and 
trusts:

/  individual, estate, and trust system 
/  employer withholding system

Staffing
The Individual Income Tax unit would include the following sections:

■ Taxpayer Service
■ Data Entry
■ Accounting & Cash Management
■ Compliance
• Appeals
■ Programming
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We would staff the unit with 41 permanent positions and 46 temporary positions. We 
would utilize the temporary positions for data entry, mail handling, and taxpayer service. 
Temporary personnel would work five months a year in data entry, or three months in 
mail handling and taxpayer service. We have planned two shifts a day to maximize client 
(taxpayer) service and to minimize equipment costs.

We calculated the staffing costs included in this fiscal note by patterning the new unit 
after the existing structure of the Income and Excise Audit Division with the addition of a 
Taxpayer Service Section and the augmentation of the Collection Section. We adjusted 
staffing for differences in the number of documents processed. We planned staffing 
utilizing the lowest staff grades possible.

We have checked the proposed staffing level for reasonableness by comparison to the 
states of Montana and North Dakota. We selected these states for comparability in 
population base and complexity of the income tax. We compared staffing requirements 
to the Permanent Fund Dividend Division for reasonableness and for the contingency that 
we would combine mail room and data entry operations to gain economies of scale.

We have planned staffing based on the first dates that particular staff is needed. For 
example, collection staffing would not be funded until FY 02, audit staffing funded in 
FY 01. One appeals position would be funded in FY 00 to draft regulations, policies, 
and procedures. The second appeals position would be funded in FY 02. as appealed 
cases increase.

CAPITAL EXPENDITURES
Start-up costs are difficult to quantify because the last state to build a new system was 
Connecticut in 1991. At the time, the best available technology was main-frame 
technology; their start-lip costs were $7.6 million in the first year of implementation of 
the tax. We would not choose a main-frame system because of its lack of flexibility. 
Most states are moving toward client-server technology. Wyoming has more recently 
studied (but not ultimately imposed) a personal income tax. Their start-up costs were 
estimated at $2.8 million, based on a client-server environment. This included imaging 
equipment (to store the document), but did not include Optical Character Recognition 
software, which would take the place of data-entry. These estimates were rough and were 
not detailed.

We estimate that the costs will be approximately $5.4 million spread out over the first 
three years of implementation. The Administrative Services Division based this estimate 
on the list of tasks to be performed by the system (see attached task list). Because we had 
such a short time frame to analyze costs and a true needs analysis was not performed,
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most experts would recommend a contingency allowance of 100-300 percent. These 
estimates do not include such a contingency allowance recognizing that budgets arc 
reviewed and can be corrected on an annual basis. The estimated cost is significantly 
affected by the short time-frame for implementation. Projects o f this magnitude, of such 
a critical nature, normally are designed, implemented, tested, and brought on-line in 18 
months.

REVENUE
The attached analysis details the revenue increase due to the imposition of the Alaska 
Credit Individual Income tax. We used 1996 Internal Revenue Service data, plus the 
federal tax based upon a 10% increase in Alaska Gross Income to account for non­
residents. In FY 00, we are estimating that the Alaska Credit Income Tax will result in 
175 million dollars of revenue. This is half o f the total annual revenue estimate of 350 
million dollars. Actual revenue might be larger or smaller depending on the timing of 
withholding, refunds and estimated payments. For FY 01-05, we are estimating an 
annual revenue of 350 million dollars. Clearly, this does not account for inflation, 
growth of real income, population increases or labor market effects. We did not include 
any of these factors to try and minimize the amount of uncertainty in our revenue model. 
Additionally, any iabor-supply effects will probably be counter balanced by income and 
population growth. Economists differ on the size of Iabor-supply effects but in a survey 
of the literature done by Heckman (1993), he found that elasticities are closer to zero 
than one. That is, the labor supply is not very responsive to changes in wages and 
income.
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System Tasks

The computer hardware and software (the system) are necessary to process income tax
returns, employer reports, and payments. We will use the system for the following tasks:

■ credit withholding payments to employer payors and individual taxpayer accounts

■ record employer quarterly reports including individual taxpayers to which the reports 
relate (names social security numbers, and amounts for each taxpayer.)

■ credit estimated tax payments and payments received with individual income tax 
returns

■ record individual income tax return information

■ cross-match employer withholding to withholding claimed by individual taxpayers

■ cross-match income tax filings with Internal Revenue Service data tapes to check
validity of tax returns filed and to identify non-filers

» link to Permanent Fund Division data to establish taxpayer name, address, and social 
security data-base and to identify income tax non-filers who did not file a federal 
income tax return

• cross-match employer quarterly report filings with Department of Labor to identify 
non-filers

« recorc and cross-match Form 1099-equivalent to identify non-filers

■ generate routine billings for tax, interest, and penalties due

■ generate subsequent demand letters in the event of non-payment

• generate liens and levies upon determination by enforcement personnel

• link to Permanent Fund Division data for validity check on deductions or credits with 
respect to the Permanent Fund Dividend.

■ provide access to taxpayers for electronic filing
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■ link to Child Support Enforcement Division for seizure of income tax refunds for 
application to delinquent child support obligations

■ link to Permanent Fund Dividend Division and possibly Child Support Division data 
to provide an opportunity for taxpayers to choose to apply available money toward 
their income tax
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Dy Fiscal Year
Sl.lllinq

Permanent Full Time

Icmpmuty

Deputy Dueclor adrn 
Aopeals--RA IV appeals
Appeals-RAIV appeals
RASI operations
RAS 1 exam
RA III exam
TE II exam
TE II exam
All Clk II exam
REO III colledion'rcls
UFO II colleclion/rols
ICS II collcclion/rcts
Ad Clk II collecliorVrels
TCSII cnIlcclion/S
REO III collodion's
REO 1 collccllurVS
Accl Tecli II collodion/S
Ad Clk II collcclrorVS
AP V programming
AP IV programming
AP II programming
TE II Ips
TE II Ips
Accl. Sup II accl/S rngl
Accl. Tech II accVS rngl
Accl. Tecli 1 accl/S rngl
Ad Clk II accl/S rngl
Ad Clk 1 accl/S rngl
Accl. Tech II data entry
Ad Clk II data enlry
Ad Mgr. adin
Ad Clk II adm
Subtotal peiniauenl positions

Ad Clk II 
TF II 
Ail Clk II

innil/blcs (accing) 
Ipr.
11. It;I n n l iy

I llll ip i ll l 'l l l

sudtotau- pnnsoMMiriDEPC'ionMT C01.TS 

All.I: Common aiea occupancy*
TOTAL COSTS

0%

annual cosls PERSONNEL DEPENDENT COSTS
excluding Personal Tolal annual

u Positions Range start dale payroll** Services costs FYOO FYOI FY 02 FY 03 FY0-1 FY 05
oquipmcnt opeialinq

1 2a Juigg 28.6 00 9 1157 7.5 115.7 115.7 115.7 115.7 115.7 115.7
1 20 Aug-99 17.6 67.7 05.3 7.5 7B.2 85.3 85.3 85.3 85.3 85.3
1 20 Aug-01 17.5 07.7 85.2 7.5 78.1 85.2 85.2 85.2
1 22 Aug-99 17.6 70.0 94.2 7.5 86.4 94.2 94.2 94.2 94 2 94.2
1 22 Jul-01 17 5 76.0 94.1 7.5 94.1 94.1 94.1 94.1
2 111 Jul-01 436 1186 162 2 15.0 102.2 162.2 162.2 162.2
2 12 Apr-00 27 0 B2.a 1100 15.0 27.5 1100 110.0 110.0 110.0 110.0
2 12 Jul-01 27 0 82 a 110 0 150 110.0 1100 110.0 110.0
1 B Apr-00 138 33.7 47 5 7.5 11.9 47.5 47.5 47.5 47.5 47.5
1 IB Jill 00 10.8 59 3 7B.1 7.5 70.1 70 1 78.1 78 1 78.1
1 10 Jul-01 18.3 52 8 71.1 7.5 71 1 71.1 71.1 71.1
1 12 Jul-Ill 138 112 55 0 7.5 55.0 55 0 55 0 55 0
1 B Jul-01 138 33.7 47 5 7.5 47 5 47.5 47.5 47.5

12 Jul-01 27.0 82.4 110 0 15.0 110.0 110.0 1100 IlOu
1 10 Jul 01 188 59 3 70 1 7.5 78 I 78.1 70.1 78.1
1 ia Jui-oi 138 a53 59 1 7 5 59.1 59.1 59 1 59 1

1-1 Jul-01 27 G 90.0 1182 150 1182 1182 1182 1182
1 B Jul 01 138 33.7 47 5 75 47.5 47.5 47 5 47 5
1 22 Sep-99 IB.8 706 95 4 7.5 79 5 95.4 95.-I 95.4 95.4 95 4
1 20 Sop-99 IBS 07.7 80S 7.5 72.1 86.5 BG 5 86.5 86.5 86 5
1 10 Sep-99 18.8 52 8 71.6 7.5 59.7 71.6 71 6 71.6 71.6 71.6
1 12 Sep-99 138 41.2 55 0 7.5 45.8 550 550 55 0 55.0 55.0

12 Jan-00 27.G 82 4 110.0 15.0 550 110 0 110.0 110.0 110.0 1100
1 IG Mar 00 13 8 52 8 00 0 7.5 222 066 600 666 666 60 6
1 1-1 Mar-00 138 45.3 59,1 7.5 19.7 59.1 59.1 59.1 59.1 59.1
1 12 Mar-00 13.8 41.2 55 0 7.5 183 55 0 55 0 55.0 550 55 0
1 8 Mar-00 136 337 •17 5 7.5 158 47.5 47.5 47.5 47.5 47 5
1 7 Mar-00 138 324 •16 2 7.5 15.4 40.2 4G.2 46 2 46.2 46 2
1 la Apr-00 138 45.3 59.1 7.5 14.8 59.1 59.1 50.1 59.1 59.1
a B Apr-00 55.2 131.8 190 0 30 0 47.5 190.0 190.0 190.0 190 0 190 0
i 15 Jul-90 13.8 493 63 1 7.5 63.1 63.1 63 1 63.1 63 1 63 1
1 0 Aug-99 138 33 7 47 5 7.5 43.5 47 5 47.5 47.5 47.5 475
at 811.3 1980 1 2621.4 307.5 092.1 1.583 4 2.614.3 2.621.4 2,621.4 2,621.4

a II 2/20-5/19 IS.I 33 6 48 7 150 48.7 40.7 48.7 •18.7 48.7
17 II 2/20-5/19 01 9 142 8 207 7 67 5 207.7 207 7 207.7 207 7 207 7

II 2/0i-0/30 M3 1 350 0 493 1 97 5 493.1 493 1 493 1 493 1 493 1
ait 223 1 520 4 749 6 itirin 749 5 7495 749 5 749 5 7-l'J 6

moo III/.5 120(1

117 801 a 2.000 5 3.370 9 4U7 5 1,072 1 2,520 4 3.483 0 3.370 9 3.370 9 3.370 9

8-1 G 04 6 84 G 8-1 0 BIG 8-16 84.0 84 6

949.0 2,500 5 3.455.5 487.5 1,156.7 2,605.0 3.SG8.4 3,455.5 3.455.5 3.4S5.5
Personnel annual slop incieasc assumed 
Implomenialmn Team 

Common aiea includes: taxpayer lobby, mailioom, cnnleicnco rontns, bio space
• includes travel, contini lu.ils, supplies, and space costs Conti,u.luals include   dun,nice, copier leaso, data base access charges, oulsule services, etc

r j e . l n l ' l . 1 0 f'i "II I l l ’l l '
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Appeals

2 Appeals Officers

|  RAS I

Depuly Direclor
| Ad. Mgr I

I Ad. Clk II

| R/jS I

operations programming | 1 compliance
data entry accing taxpayer collodion collection exam

S mql service gel S gel returns

permanent permanent Anchorage
1 Acct Tech II 1 Accl. Sup. II 1 AP V 1 REO III 1 REO III 2 RA III

•1 Ad Clk II i permanent
1 Accl. Tech II G temporary 1 AP IV 1 REO 1 1 REO II •1 TE II

temporary
25 Ad Clk II 1 Accl. Tech I Fairbanks 1 AP II 2 TCS II 1 TCS II 1 Ad Clk

1 Ad Clk II 1 permanent 1 Ad. Clk II 2 Acct. Tech II
G temporary

1 Ad Clk I 1 Ad Clk II
Juneau

temporary
4 Ad. Clk II 1 permanent

5 temporary

lol.il I rr 
permanent

temporary

temporary

total FTE's

21 * 3mo. = 

25 • 5 mo. =

*11.0
5.3

10.4

56.7

REO = Revenue Enforcement Ollicer (old class) 

ranges equal to Revenue Auditor class

TCS = Tax Collection Specialist (old class)

ranges equal lo Tax Examiner class

rjwclmrl?-6 2/H/00 ,| |3 PM
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1996 SOI Data % of Federal Income Tax

9
10 
11 
12
13
14

Target Renevue  
NR Business Income Tax Est. 
Model Target Revenue 
Rate on Fed Tax < $4,000 
PFD  (individual amount)
P FD  Credit (Y or N)

$
$
$

$

350.000.000

350.000.000 
none

1,5 JO

y

< « E n te r  the revenue you expect from Non-resident business income 

« <  none = flat

> » >  If 'Y ‘ enter » » >  % PFD  for credit 33.3%
16
17 AGI range (000) < $30 $30 < 50 $50 < 75 $75< 100 >=$100 Total

26
27 -ederal income tax 136,794,000 229,625,000 330,627,000 273,064,000 680,937,000 1,651,047,000
28 Est FIT on NR  wages 21,821,820 25,063,995 30,207,345 20,641,650 25,906,425 123,641,235
29
30 Alaska Tax Base 158,615,820 254,688,995 360,834,345 293,705,650 706,843,425 1,774,688,235
31
32
33

Amount over Bracket 

Tax Generated (Base x Rate) 49,048,331 78,756,773

360,834,345

111,579,805

293,705,650

90,821,785

706,843,425

218,575,235 548,781,929
34
35 PFD  Credit (40,844,430) (49,665,035) (46,477,726) (24,506,969) (20,959,769) (182,453,929)
36 Credit: taxes pd to other states (1,456,000) (3,132,000) (4,763,000) (3,324,000) (3,653,000) (16,328,000)
37
38
39 Revenue (Tax - Credits) 6,747,901 25,959,737 60,339,080 62,990,816 193,962,466 350,000,000
40
41 -la! Rate 31% 31% 31% 31% 31%

l:\Misc-Projects\Rev-Costs\led lax modal
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Revision Date/Time (Note if correction) __________
Title Alaska Credit Individual Income Tax

S T A T E  O F  A L A S K A
1999 L E G IS L A T IV E  S E S S IO N

F I S C A L  N O T E  B -  V e r s io n :  h b  9 1
(H) Publish Date: 2 / 1 0 / 9 9

Dept. Affected Revenue
' b r u

Component

Revenue Operations

Income and Excise Audit

Sponsor

Requester

Rules

Governor

Expenditures/Revenues

Component Serial No. 

(Thousands of Dollars)

113

Note: Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY 2005

Personal Services 
Travel 
Contractual 

Supplies 
Equipment 

Land & Structures 

Grants & Claims 
Miscellaneous

681.7 1,722.4 2.500.8 2,506.5 2,506.5 2,506.5

34.4 42.5 75.2 75.5 75.5 75.5

247.8 616.1 819.9 820.9 820.9 820.9

12.8 36.5 52.5 52.6 52.6 52.6

180.0 187.5 120.0

TOTAL OPERATING 1.156.7 2,605.0 3,568.4 3,455.5 3,455.5 3,455.5

CAPITAL EXPENDITURES" 1,942.0 2,217.0 1,226.0

CHANGE IN REVENUES ( ) 175,000.0 350,000.0 350,000.0 350,000.0 350,000.0 350,000.0

FUND SOURCE________________________    (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 

1037 GF/Mental Health 
Other (Specify Type)

3.098.7 4,822.0 4,794.4 3.455.5 3.455.5 3.455.5

TOTAL 3,098.7 4.822.0 4,794.4 3,455.5 3,455.5 3.455.5

Estimate of current year (FY99) cost: 

POSITIONS

0.0

Full-time 24 1 16

Part-time
Temporary 46 46 46 46 46

ANALYSIS: (See attached lorlurtheranalysis)

"  These estimates do not include a contingency allowance (see narrative).

Brett Fried Phone 465-3682

Date/Time February 8. 1999

Dale February 8. 1999
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Division 

Approved by 
Commissioner

Agency
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