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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 3 1 % of the federal tax. The federal tax is the tax after federal credits but 
before other taxes (currently line 49 on the 1998 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 10.2% credit is also allowed for the amount o f 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 are 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 oth^r trusts and estates are taxed only 
on a percentage of the total tax attri mutable 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 1 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% 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 DRS 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 whom a personal exemption is 
claimed. For example, parents may file a joint federal return and their children may file 
separate federal returns. For Alaska tax purposes the federal tax shown on those filings 
would be combined on one state ieturn for purposes o f 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 are 
then aggregated as well and applied against the state tax.

SECTION 9 -  DEDUCTION FOR 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 fN THE STATE DEFINED 
For purposes of belter 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 the income derived in the other jui diction bears to all income, 
and it may not exceed the actual tax paid to the other state oi 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

3 1 3  U 7
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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 WAGES
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 tc mother in the 
form of a share of the income from a commercial Fishing activity must w.mhold 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 t ix  from persons outside the state.

SECTION 14 - HOUSEKEEPING
This section merely makes a housekeeping amendment consistent with the amended 
return requirement provided in SECTION 1 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 18 -  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
EstabFshes a January 1, 2000 effective date for the income tax on individuals, est'.tes.

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 tax 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, estr 'S, 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

S I 3  ^ 7
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We would staff the unit with 41 permanent positions and 46 temporary positions. We 
would utilize the temporar, 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.

'  • ■ • 4 r \

CAPITAL EXPENDITURES
Start-up costs are di Jcult to quantify because the last state to build a new system was 
Connecticut in 1991. At the time, ihe best available technology was main-frame 
technology; their start-up costs were S7.6 million in the first year of implementation ot 
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 $3.8 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,

L 7
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most experts would recommend a contingency allov/ance of 100-300 percent. These 
estimates do not include such a contingency allowance recognizing that budgets are 
reviewed and can be corrected on an annual basis. The estimated cost is significantly 
affected by the short time-frame for implementation. Projects of 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 of the total annual revenue estimate o f 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 labor-supply effects will probably be counter balanced by income and 
population growth. Economists differ on the size of labor-supply effects but in a survey 
of the literature done by Heckman (1993),  he found that elastic ities 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 repons 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

■ record and cross-match Form 1099-equivalent to identify non-filers 

“ generate routine billings for tax, interest, and penalties d :e

■ 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

L i
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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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Alaska Administration Cosis Using Estimated Slatting Requirements (in thousands)

Gy Fiscal Year annual cosis
excluding

____________________ Stalling___________________ * Positions Range start dale payroll"

Permanent Full Time
Deputy Director a dm 1 24 Jul-99 28.8
Appoals-RA IV appeals t 20 Aug-99 17.6
Appeals-RA IV appeals 1 20 Aug-01 17.5
RASI operations 1 22 Aug-99 17.6
RASI exam 1 22 Jtil-01 17.5
RA III exam 2 18 Jul-01 43.6
TEII exam 2 12 Apr-00 27.6
TEII exam 2 12 Jul-01 27.6
Ad Clk II exam 1 8 Apr-00 13.8
REO III collecliorVrcls 1 18 Jul-00 18.8
REOII collecllon/rols 1 16 Jul-Ot 183
TCSII collacllon/rels t 12 Jul-01 13.8
Ad Clk II collocilon/rets t 8 Jul-01 13.8
TCS II collodioiVS 2 12 Jul-Ot 27.6
REO III collodion/S 1 18 Jul-Ot 18.6
REO 1 collection/} 1 14 Jul-01 13.8
Acct. Tech II collection/} 2 14 Jul-01 27.6
Ad Clk II collodion/} 1 8 Jul-01 13 8
AP V programming 1 22 Sep-99 188
AP IV programming 1 20 Sep-99 16.8
AP II programming 1 16 Sep-99 IBS
TE II Ips 1 12 Sep-99 13.8
TE II Ips 2 12 Jan-00 27.6
Acct. Sup. II accl/S mgt 1 16 Mar-00 13.8
Acct. Tech II accl/} mgt 1 14 Mar-00 13.8
Acd.Tech 1 accl/S mgt 1 12 Mar-00 13.8
Ad Clk II accl/S mgt 1 a Mar-C1’ 13.8
Ad Clk 1 iccl/S mgt t 7 Mar-00 13.8
Accl. Tech II dale entry 1 14 Apr-00 13.8
Ad Clk II data entry 4 8 Apr-00 55.2
Ad Mgr. adm 1 15 Jul-99 13.8
Ad Clk II a dm 1 8 Aug-99 13.8
Subtotal permanent positions 41 611.3

_______________________PERSONNEL DEPENDENT COSTS
Po.sonal Total annual

rvicos costs FYOO FY 01 FY 02 FY 03 FY 04 FY 05

oquipmonl oporal;nij

66.9 115.7 7.S 115.7 115.7 115.7 115.7 115.7 115 7
67.7 65.3 7.5 78.2 85.3 05.3 85.3 85 3 85 3
67.7 85.2 7.5 78.1 d5.2 85.2 85 2
76.6 94.2 7.5 86.4 94.2 94.2 04.2 94.2 94 2
76.6 94.1 7.5 94.1 94.1 94.1 94.1

118.6 162.2 15.0 162.2 162.2 102.2 162 2
82.4 110.0 15.0 27.5 110.0 110.0 110.0 110.0 110.0
82.4 110.0 15.0 110.0 1100 110 0 110 0
33.7 47.5 7.5 11.9 47.5 47.5 47.5 47.5 47,5
59.3 78 1 7.5 78.1 78.1 78.1 78.1 78 1
52.8 71.1 7.5 71.1 71.1 71.1 71.1
41.2 55.0 7.5 55.0 55.0 550 55 0
33.7 47.5 7.5 47.5 47.5 47.5 47.5
62.4 110 0 15.0 110.0 110.0 110.0 110 0
593 78.1 7.5 78.1 78.1 78.1 78.1
45.3 59.1 7.5 59.1 59.1 59.1 59 1
90.6 118 2 15.0 118 2 118 2 118.2 1182
33.7 47.5 7.5 47.5 47.5 47.5 47 5
766 95.4 7.5 79.5 95.4 95 4 954 954 95 4
67.7 86.5 7.5 72.1 86.5 86.5 865 865 865
52.8 71.6 7.5 59.7 71.6 71.6 71.6 71 G 71.6
41.2 55.0 7.5 45.8 55.0 55 0 55.0 550 550
82.4 110.0 15.0 55.0 110.0 110.0 110.0 1100 110 0
52.8 6G 6 7.5 22.2 66.6 66.6 66.6 66.6 66.G
45.3 59.1 7.5 19.7 59.1 59.1 59.1 59.1 59.1
41.2 55.0 7.5 18.3 55 0 55.0 55.0 55.0 550
33.7 47 5 7.5 15.8 47,5 47.5 47.5 47.5 47 5
32.4 462 7.5 15.4 462 46.2 462 46 2 46 2
45.3 59 1 7.5 14.8 59.1 59.1 59.1 59 1 59 1

134.8 1900 30.0 47.5 1900 19C.0 1900 1900 1900
49.3 63.1 7.5 63.1 63.1 63 1 63.1 63.1 63 1
33 7 47.5 7.5 435 47 5 47.5 47.5 47.5 47.5

1980.1 2621.4 307.5 892.1 1,583.4 2,614.3 2.G21.-1 2,621.4 2.621 4

Temporary
Ad Clk II rnait/liles (acctng) 
TE II Ips 
Ad Clk II dalaonlty

4
17
25

a
e
8

2/20-5/19
2/20-5/19
2/01-G/30

15.1
64.9

143.1

33 6 
142.8 
350 0

48 7 
207.7 
493 1

15.0
67.5
97.5

48.7
207.7
493.1

48 7 
207.7 
493.1

42.7
207,7
493.1

48.7
207.7
493.1

48 7 
207.7 
493 1

46 223.1 526.4 749.5 180 0 749.5 749 5 7495 749 5 749 5
Equipment iao.o 187.5 120 0

SUBTOTAL-PERSONNEL-DEPENDENT COSTS 87 864.4 2.50G5 3.370 9 487.5 1.072.1 2,520.4 3,483.8 3.370 9 3.3709 3.370 9

Add: Common area occupancy1 84.6 84 6 04 6 84 6 8-16 84.6 64 6 Ml 6

TOTAL COSTS 949.0 2,500.5 3,455.5 407.5 1.156.7 2.605.0 3.568.4 3,455.5 3,455.5 3,455 5

0% Personnel annual step increase assumed
Irnplomonlalion Team 

* Common aroa includes: taxpayer lobby, mailronm, conlrrcnco rooms, lilo space 
Includes travel, contractuals, supplies, and space cosis. Conliactuals include irainlen.ncc. copier lease, data base access charges, oulside services, etc

s
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Appeals

2 Appeals Officers

RASI

Depuly Director
~jAd. Mgr I

|Ad. Clk II

I ^ s l .)
i operations programming compliance

data entry acclng taxpayer collection collection exam
$ mgt service g e ts got returns

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

4 Ad Clk II 1 permanent
1 Accl.Tochll 6 temporary 1 APIV 1 REO 1 1 REO II 4 TE II

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

1 Ad Clk II 1 permanont 1 Ad. Clk II 2 Acct. Tech II
6 temporary

1 Ad Clk 1 1 Ad Clk II
Juneau

temporary
4 Ad. Clk II 1 permanent

5 temporary

total FTE's 
pormanenl

temporary

lemporary

lolal FTE's

\

21 • 3 mo. = 

25 * 5 mo. =

41.0

5.3

10.4

56.7

REO = Revenue Enforcement Officer (old class) 

ranges equal lo Revenue Auditor class

TCS = Tax Collection Specialist (old class)

ranges equal lo Tax Examiner class

r jw c h o r t2 -6  2 / 8 / 9 9  4:13 PM



2/8/99 4:12 P M

A B c D E F G
1
2
3
4
5
6
7
8

Alaska Credit Individual Income Tax 
Dralt 1-GB1057.A 
February 8 , 1999 
Page 14 of 14

1996 SOI Data % of Federal Income Tax

9
1 0  
11 
1 2
13
14

T a rg e t  R en ev u e
NR Business Income Tax Est. 
Model Target Revenue 
Rate on Fed Tax < $4,000 
PFD (individual amount)
PFD Credit (Y or N)

$
$
$

$

350.000.000

350.000.000 
n o n e

1,500
y

«<Enter the revenue you expect from 

« <  none = flat 

» »  If ’Y’ enter > » »

Non-resident business income 

%  PFD for credit 33.3%
16
17 AGI range (000) <$30 $30 < 50 $50 < 75 $75 <100 > = $ 1 0 0 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) (24,500,969) (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 Flat Rate 31% 31% 31% 31% 31%

l:\Misc-Projecls\Rev-Costs\fed tax model



Tony Knowles
GO VERNOR

P O Box HOOO! 
Juneau Alaska 99811-0001 

(907) 465-3500 
Fax (9071 465-3532

S t a t e  o f  A l a s k a
OFFICE OF THE GOVERNOR

Juneau

FuDruary 9, 1999

The Honorable Drue Pearce 
Senate President 
Alaska State Legislature 
State Capitol 
Juneau, A K  99801-1182

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 w e 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 $4 billion dollars from the Earnings Reserve Account o f  
the Permanent Fund to the CBR. This will generate approximately $550 million 
annually. However, this too w ill 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.

A laska’s tremendous natural resource wealth has allowed us to maintain the basic 
services o f  state government for many years without significant contributions from the 
Alaskans w ho 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 
com m unities, and other basic health and safety programs ~  on which Alaskans rely.
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A  state individual incom e tax is one w ay to address at least a part o f  the budget gap. 
A laska is the only state that has neither a state personal incom e tax nor a statew ide sales 
tax. I believe an incom e tax ir one o f  the fairest w ays to raise revenue. It taxes people on 
their ab ility  to pay and taxes people w ho w ork  in A laska, w hether they live here or not. 
N on-residen ts can begin to contribute to  the state-provided services they receive.

T he tax  set out in the attached bill begins w ith a sim ple percentage o f  the federal tax  w e 
pay. It then provides every A laskan a credit, based on the Perm anent Fund D ividend that 
person  receives, as a w ay to com pensate for the federal tax we pay on our dividends.
This feature o f  the bill, because it provides a per-cap ita  credit, protects fam ilies. U nder 
the bill, a  fam ily o f  four earning $60,000 w ould  pay no tax.

1 urge your prom pt consideration o f  this bill. You m ay not agree that the structure o f  the 
proposed tax is the best, and I w elcom e your suggestions for alternatives. B ut w e cannot 
afford to w ait until all our reserves are expended. T he Legislature m ust act this year to 
protect the future o f  all A laskans.

Sincerely,
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Respond To Questions
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Do you wish to testify? Yes No

Subject/Bill No:

Phone:________
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_Respond To Questions

NAME:
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NAME:
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