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HB 10 - Reinstatement of Personal Income Tax

HB 10 would reimpose a state income tax on individuals and fiduciaries (estates and 
trusts), last in effect in Alaska in 1980. This measure could be considered a valid component of a 
long-range fiscal plan, and produce income in excess of $200 million. Its cost of administration 
has been estimated at nearly $3 million. The 1995 Long Range Financial Planning Commission 
recommended an income tax by 2002, as well as other taxes, and the use of Permanent Fund 
income.

There are no issues of constitutionality in bringing back the state income tax. This 
measure certainly responds to the need for additional state income, given that we continue deficit 
spending, and it has appeal to those who believe non-resident workers should pay a fa ir share of 
their burden here. It would not extend to any Native Corporation not currently paying a corporate 
state income tax.

The core of the bill reinstitutes the individual income tax in Tax Year 2002, makes it a 
percentage of a taxpayer’s federal income tax liability, sets up a graduated scale of taxation in the 
first three years, provides requirements for completing filing and employer responsibilities, makes 
provisions for amended filings, and identifies those credits made available to the taxpayer.

The major tax credit of interest to Alaskans would be the tax credit authorized for real 
and personal property taxes paid to a municipality in this state.

B ill S ec tion  1: Adds to AS 43.20.011, a provision for taxation of income of every resident, non­
resident, and part-year resident individual, and fiduciary of the state. It apportions the tax liability 
of a non-resident, part-year resident, or fiduciary, as that percentage of their federal income tax 
liability that is their taxable income from sources within Alaska only.

In Tax Year 2002 (from December 31, 2001 through December 31, 2002), HB 20 sets a 
level of federal income tax liability at $20,000 as the bar below which, state income tax liability 
would be 5% of that liability, and above which, state income tax liability would be 10%.
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In Tax Year 2003 (from December 31, 2002 through December 31, 2003), the bill chan­
ges the rates as follows: When federal income tax liability is less than $20,000, the rate would go 
up to 10%, and when it is greater than $20,000, the rate would go up to 15%.

Finally, in Tax Year 2004 and beyond, the state income tax rates become 15% and 20% 
respectively, for federal income tax liabilities either below or above the $20,000 level.

This section further requires the use of one's federal filing status as that which would be 
used in determining the state income tax liability.

B ill S e c t io n  2 : Directs individuals and fiduciaries to file state income tax returns with the Depart­
ment of Revenue, the same as corporations and others required to file under 26 U.S.C., the In­
ternal Revenue Code. Provides fo r allowable credits and payments against the state tax liability.

Bill S e c t io n  3 : Makes the state income tax liability due and payable at the same time and in the 
same manner as one's federal income tax liability.

Bill S e c t io n  4 : Requires the taxpayer to file with the state tax return, a copy of one's federal tax 
return for the same tax year. It also provides for the filing of an amended return within sixty-days 
following a final determination of the taxpayer's federal tax liability if such should be in question.

Bill S e c t io n  5: Adds a new section to AS 43.20 that determines income sources within the state, 
which would be used in calculating the tax liabilities of non-residents, part-year resident, or fidu­
ciaries. For purposes of calculating taxable income attributable to sources from within the state, 
this section also provides that deductions and adjustments are allowed only to the extent they are 
connected with income that arises from sources within the state.

B ill S e c t io n  6 : Adds salaries or wages, and estate or trust income, to the list of income sources 
considered as being from within the state.

Bill S e c t io n  7: Provides for the Multistate Tax Compact, AS 43.19, as the authority in deter­
mining what income is taxable from entities which do business both partly inside and partly out­
side of the state.

Bill S e c t io n  8 : Establishes credits against the state income tax liability, beginning with the 
amount of payroll tax withheld. It further establishes a credit for resident and part-year resident 
taxpayers for income taxes imposed by other U.S. states or territories, on income that is ilso 
subject to tax in Alaska. This credit, though, is limited to the proportion of the tax calculated un­
der Alaska statute that relates to the percentage the taxable income from the other jurisdiction 
bears to the taxpayer's total taxable income. The credit may not exceed actual taxes pnid to the 
other jurisdiction.

A significant tax credit authorized under this bill allows a tax deduction for real and personal 
property taxes paid to a municipality in this state.

Bill S e c t io n  9 : Provides for corporate taxpayers to allocate and apportion their net income as 
provided in the Multistate Tax Compact, on income taxable both inside and outsice the state, or 
on income from other sources both inside and outside Alaska.

Bill S e c t io n  1 0 : Establishes tax collection procedures, including deduction and withholding 
features, and instructions to employers regarding tax payments and o’her information due the



state. This section also describes the employer reporting responsibilities to the employee, an­
nually by January 31” , or thirty days after termination, of wages/compensation, and withholding/ 
deductions. Employer penalties are also referenced as those in AS 43.05.220 (d).

This section also establishes the authority for governmental entities to deduct and withhold from 
employees, as well as return deductions and withholdings to those officers of the entities appro­
priately designated to perform these functions. The terms "employee," "employer," and "wages," 
are defined by the Internal Revenue Code under 26 U.S.C.

Bill Section 11: Imposes the same time limitations on the assessment and collection of taxes by 
the state, and the same exceptions, as is found in the Internal Revenue Code, 26 U.S.C. 6501- 
6503. When additional tax is due from changes made to a federal income tax return, the period 
of lim itation begins from the date that one files an amended return. If no amended return is filed, 
the additional tax due may be assessed at any time.

Bill Section 12: Defines the terms "bank," "corporation," "fiduciary," "fiscal year," ’individual," 
'Internal Revenue Code," "resident," "non-resident," "part-year resident," "person," "taxable year," 
"taxpayer," and "trade or business."

Bill Section 13: Identifies necessary repealers.

HB 1 0 / Rp. Carl E. Moses (staff: tim ben in tend i/6591) 3-15-01
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M E M O R A N D U M

DATE: March 12,2001

TO: Rp. John Coghill, Chairman 
House State Affairs Committee

FROM : Rp. Carl E. M oses
House District 40

SU BJ: Request for Hearing - HB 10

I would like to request a committee hearing on HB 10, the bill to reimpose 
a state income tax. This measure would affect individuals and fiduciaries (trusts 
and estates). At it's core, HB 10 would reinstitute the income tax as a percent of 
one's federal income tax liability, would involve employer withholding, and would 
offer credits for certain taxpayers, chief of which is a credit for real and personal 
property taxes paid to municipalities within the state.

A  reinstated personal income tax would generate revenues of at least 
$200 million per year. Support material is attached.

A  committee hearing at your earliest convenience will make a positive 
contribution to the public d iscussion regarding a long-range fiscal plan. If there 
are any questions, p lease contact me, or Tim Benintendi of my office. Thank 
you.
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HB 10 - Reinstatement of Personal Income Tax

HB 10 would reimpose a state income tax on individuals and fiduciaries (estates and 
trusts), last in effect in Alaska in 1980. This measure could bo considered a valid component of a 
long-range fiscal plan, and produce income in excess of $200 million. Its cost of administration 
has been estimated at nearly $?  million. The 1995 Long Range Financial Planning Commission 
recommended an income tax by 2002, as well as other taxes, and the use of Permanent Fund 
income.

There are no issues of constitutionality in bringing back the state income tax. This 
measure certainly responds to the need for additional state income, given that we continue deficit 
spending, and it has appeal to those who believe non-resident workers should pay a fair share of 
their burden here. It would not extend to any Native Corporation not currently paying a corporate 
state income tax.

The core of the bill reinstitutes the individual income tax in Tax Year 20QJ?, makes it a 
percentage of a taxpayer's federal income tax liability, sets up a graduated scale of taxation in the 
first three years, provides requirements for completing filing and employer responsibilities, makes 
provisions for amended filings, and identifies those credits made available to the taxpayer.

The major tax credit of interest to Alaskans would be the tax credit authorized for real 
and personal property taxes paid to a municipality in this state.

B ill S ection  1: Adds to AS 43.20.011, a provision for taxation of income of every resident, non­
resident, and part-year resident individual, and fiduciary of the state. It apportions the tax liability 
of a non-resident, part-year resident, or fiduciary, as that percentage of their federal income tax 
liability that is their taxable income from sources within Alaska only.

In Tax Year 200$ (from December 31, 2001 through December 31, 2002), HB 20 sets a 
level of federal income tax liability at $20,000 as the bar below which, state income tax liability 
would be 5% of that liability, and above which, state income tax liability would be 10%.
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In Tax Year 2003 (from December 31, 2002 through December 31, 2003), the bill chan­
ges the rates as follows: When federal income tax liability is less than $20,000, the rate would go, 
ur to 10%, and when it is greater than $20,000, the rate would go up to 15%.

Finally, in Tax Year 2004 and beyond, the state income tax rates become 15% and 20% 
respectively, for federal income tax liabilities either below or above the $20,000 level.

This section further requires the use of one's federal filing status as that which would be 
used in determining the state income tax liability.

B ill S ection  2: Directs individuals and fiduciaries to file state income tax returns with the Depart­
ment of Revenue, the same as corporations and others required to file under 26 U.S.C., the In­
ternal Revenue Code. Provides for allowable credits and payments aga.nst the state tax liability.

B ill S ection  3: Makes the state income tax liability due and payable at the same time and in the 
same manner as one's federal income tax liability.

B ill S ection  4: Requires the taxpayer to file with the state tax return, a copy of one’s federal tax 
return for the same tax year. It also provides for the filing of an amended return within sixty-days 
following a final determination of the taxpayer’s federal tax liability if such should be in question.

B ill S ection  5: Adds a new section to AS 43.20 that determines income sources within the state, 
which would be used in calculating the tax liabilities of non-residents, part-year resident, or fidu­
ciaries. For purposes of calculating taxable income attributable to sources from within the state, 
this section also provides that deductions and adjustments are allowed only to the extent they are 
connected with income that arises from sources within the state.

B ill S ection  6: Adds salaries or wages, and estate or trust income, to the list of income sources 
considered as being from within the state.

B ill S ection  7: Provides for the Multistate Tax Compact, AS 43.19, as the authority in deter­
mining what income is taxable from entities which do business both partly inside and partly out­
side of the state.

B ill S ection  8: Establishes credits against the state income tax liability, beginning with the 
amount of payroll tax withheld. It further establishes a credit for resident and part-year resident 
taxpayers for income taxes imposed by other U.S. states or territories, on income that is also 
subject to tax in Alaska. This credit, though, is limited to the proportion of the tax calculated un­
der Alaska statute that relates to the percentage the taxable income from the other jurisdiction 
bears to the taxpayer's total taxable income. The credit may not exceed actual taxes paid to the 
other jurisdiction.

A significant tax credit authorized under this bill allows a tax deduction for real and personal 
property taxes paid to a municipality in this state.

B ill Section  9: Provides for corporate taxpayers to allocate and apportion their net income as 
provided in the Multistate Tax Compact, on income taxable both inside and outside the state, or 
on income from other sources both inside and outside Alaska.

B ill Section  10: Establishes tax collection procedures, including deduction and withholding 
features, and instructions to employers regarding tax payments and other information due the



state. This section also describes the employer reporting responsibilities to the employee, an­
nually by January 3 T 1, or thirty days after termination, of wages/compensation, and withholding/ 
deductions. Employer penalties are also referenced as those in AS 43.05.220 (d).

This section also establishes the authority for governmental entities to deduct and withhold from 
employees, as well as return deductions and withholdings to those officers of the entities appro­
priately designated to perform these functions. The terms "employee," "employer," and "wages,"
are defined by the Internal Revenue Code under 26 U.S.C.

B ill Section  11: Imposes the same time limitations on the assessment and collection of taxes by 
the state, and the same exceptions, as is found in the Internal Revenue Code, 26 U.S.C. 6501- 
6503. When additional tax is due from changes made to a federal income tax return, the period 
of limitation begins from the date that one files an amended return. If no amended return is filed,
the is additional tax due may be assessed at any time.

B ill Section  12: Defines the terms "bank," "corporation," "fiduciary," "fiscal year," ’individual," 
'Internal Revenue Code," "resident," "non-resident," "part-year resident," "person," "taxable yeai," 
"taxpayer," and "trade or business."

B ill Section 13: Identifies necessary repealers.

HB 10 /  Rp. Carl E. Moses (staff: tim ben intendi/6591) 3-15-01
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ALASKA STATE LEG ISLA TU RE 
HOUSE OF R EPRESEN TA TIV ES 

RESEARCH AGENCY

A p r i l  6, 1989

TO: House Finance Fiscal P o l i c y  Subcommittee

FROM: Gretchen Reiser fe jL-L-te.'t
L e g i s l a t i v e  Analyst/

RE: A l a s k a ' s  Personal Income Tax: H i s t o r y ,  S t ruc tu re  and Po l i c y  Considera
t i o n s
Research Request 89.253

You asked t h i s  agency to prepare a summary o f  the h i s to r y ,  s t ruc tu re  and p o l i c y  
c o n s id e ra t io n s  regarding A laska 's  personal income tax. This memorandum draws 
upon the l e g i s l a t i v e  h is tory  o f  the A laska Net Income Tax Act (AS 43.20), 
f i s c a l  re co rd s  o f  the Department o f  Revenue, personal income data from U.S. 
Bureau o f  Economic Analys is ,  Governor 's  O f f i c e  (D iv i s io n  o f  Po l i c y )  ana ly s i s ,  
as wel l  as severa l publ icat ions cover ing s ta te  income taxes nationwide. The 
f i r s t  s e c t io n  descr ibes the h i s t o r y  and s t r u c tu r e  o f  A la ska 's  ind iv idua l  income 
tax.  Recent l e g i s l a t i v e  proposals  regard ing  the personal income tax are 
d iscussed in  the second sect ion.  The t h i r d  sec t ion  b r i e f l y  cons iders s ta te  
income taxes  nationwide, and the f i n a l  s e c t io n  examines the major p o l i c y  
con s id e ra t ion s  o f  an income tax.

O. Box Y. Slate Capitol 
Juneau. Alaxka 99KII -.1100 

Mail Slop 3100 
(907) 4AJ.J99I

MEMORANDUM

HISTORY AND STRUCTURE OF ALASKA'S PERSONAL INCOME TAX

Fol lowing severa l  years o f  p o l i t i c a l  b a t t l e s ,  the Alaska Leg is la tu re  
e s tab l i shed  a net income tax in 1949 as p a r t  o f  an ove ra l l  change in  the 
t e r r i t o r i a l  tax  system. The tax was l e v ie d  on a l l  res ident  and nonres ident 
i n d i v id u a l s  and f id u c ia r ie s  (and a lso  co rpo ra t ion s  operating in Alaska) at a 
tax rate  o f  ten percent of the ta xpaye r ' s  fede ra l  income tax l i a b i l i t y .  Given 
i t s  c lo se  c o r r e l a t i o n  to the federa l  tax,  A l a s k a ' s  income tax was qu i te  simple 

ea-sy to  r nT-lect;--rempl^ye^s^w4 î#reTd==Lett—por ten t of  the amuuift being- 
withheld f o r  federa l income taxes .  The A laska  tax withstood an immediate 
chal lenge o f  i t s  c o n s t i t u t i o n a l i t y  fA laska Steamship Co v. Mul lanev. 12 A laska 
594, 180 F.2d 805 (1950)]. In a dd i t io n ,  the cou r t  cons idered the s t a t e ' s  tax, 
with i t s  r e l i a n c e  on the federa l graduated tax ra te s ,  to be grounded in a 
reasonable p o l i c y  since the tax was s t r u c tu re d  according to a taxpayer 's  
a b i l i t y  to  pay.

•^History o f  A laska 's  income tax presented in Department of  Revenue v. 
Gibson, 544 P . 2d 852, 1975.



House Fiance Fiscal Policy Subcommittee
April G, 1989
Page 2

Between 1949 and 1961, A laska 's  personal income tax rate  g radua l ly  increased 
from ten to 16 percent of a taxpayer 's  federa l income tax l i a b i l i t y .  Other 
changes requ i red  federal employees to pay s ta te  tax on c o s t - o f - l i v i n g  
al lowances and l im i t e d  nonres idents ' exemptions, c r e d i t s  and deductions. The 
s im p l i f i e d  method of  determining s tate  income tax worked wel l  during a period 
when fede ra l  tax changes mostly involved increases in tax ra te s .  Fol lowing the 
reduc t ion  in  federa l income tax rates in 1963, however, the l e g i s l a t u r e  
grappled w ith  a s ta te  tax s t ruc tu re  which would operate independently o f  the 
fede ra l  system. In 1965, the l e g i s l a t u r e  modif ied the tax s tatu te  so that  a 
ta xpaye r ' s  s ta te  tax payment remained at 16 percent o f  the federa l income tax 
l i a b i l i t y  M i  at the federal tax rates in e f f e c t  on December 31, 1963, p r i o r  
to federa l  tax reform. A 1964 l e g i s l a t i v e  report  noted that  nonresident 
taxpayers u sua l l y  had a d i s p o r t io n a te l y  h igher income tax l i a b i l i t y  than 
r e s id en t s  because they were denied the standard ten percent deduction and could 
c la im  ori ly those deductions d i r e c t l y  connected with income from A laska 
sources.

In 1975, the l e g i s l a t u r e  revamped the A laska income tax and es tab l i shed  a 
graduated tax  ra te  s t ruc tu re  independent o f  federa l income tax ra te s .  A 
taxpaye r 's  taxab le  income, as defined under the Internal Revenue Code, was 
modif ied by var ious longstanding add i t ions ,  exemptions and c r e d i t s  to determine 
A laska taxab le  income, which was then subject  to a progress ive  rate  o f  3.0  to 
14.5 percent.  The 1975 tax law expanded cons iderab ly  the sect ion  governing 
nonres ident taxab le  income fo r  i n d iv id u a l s  and par tnersh ips  ( in c lud ing  a 
p ro v i s io n  which allowed the standard federa l deduction according to the po r t ion  
o f  a taxpaye r 's  t o t a l  adjusted gross income der ived from Alaska sources).

The revenue e f f e c t  o f  the overhaul was not dramatic; the s i g n i f i c a n t  increases  
in s ta te  ind iv idua l  income tax  revenues in f i s c a l  years 1975 - 1977 p r im a r i l y  
r e f l e c t  the dramatic  r i s e  in  to ta l  s ta te  personal income (and in d iv id u a l  
taxab le  income) during cons t ruc t ion  o f  the TransAlaska P ip e l in e  System 
(TAPS). Table 1 summarizes in format ion on s ta te  in d iv id u a l  income taxes paid 
f o r  the 1977 - 1979 tax years.

2Alaska L e g i s l a t i v e  Counc i l ,  "Taxes in A la s ka , "  November 1954, p. 8.

Steve K e t t e l , d i r e c t o r ,  Income and Exc ise  Tax D iv i s i o n ,  Department o f  
Revenue, personal communication, March 16, 1989.
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Pol icy Subcommi ttee

1977 1978 1979

190,988 177,572 188,780

$13,844 $13,377 $12,686

$/uG $572 $494

18.4% 12.2% 10.9%

5.1% 4.3% 3.9%

TABLE 1
ALASKA INDIVIDUAL INCOME TAX INFORMATION: 1977 - 1979

Number o f  Taxpaytvr

Avg. Taxable Income

Avg. Tax Paid

Percent Tax Paid by 
Nonresidents

E f f e c t i v e  Tax Rate

Source: 1977, 1978 and 1979 Ind iv idua l  Income Tax reports  prepared by the 
Research Sect ion,  A laska Department o f  Revenue, and May 6, 1987 
memorandum ("Income tax Incidence on Nonresidents")  from John Hansen 
and Gregg Erickson to Commissioner Hugh Malone.

A la ska 's  personal income tax was repealed in  1980. During the regu la r  sess ion,  
the 1980 l e g i s l a t u r e  modif ied AS 43.20 to provide a p a r t i a l  to to ta l  exemption 
from s ta te  income tax fo r  i n d iv id u a l s ,  depending upon the number o f  p r i o r  years 
the taxpayer had f i l e d  a s ta te  tax re tu rn  (Ch 22 SLA 1980). In ea r ly  September 
1980, the A laska Supreme Court ru led  that the res ident  lo nge v i t y  exemptions 
v io la te d  the equal p ro tect ion  c lause  o f  the A laska C on s t i tu t io n .  A spec ia l  
sess ion was c a l l e d  and the l e g i s l a t u r e  repealed the personal income tax on 
in d iv id u a l s  and f i d u c i a r i e s ,  r e t r o a c t i v e  to January 1, 1980 (Ch 1 SSSLA 1980). 
In add i t ion ,  the l e g i s l a t u r e  appropr ia ted about $186 m i l l i o n  to the Department 
o f  Revenue f o r  refund of  income taxes paid by in d i v i d u a l s  and f i d u c i a r i e s  
during both the 1979 and 1980 tax years .

Table 2 summarizes s ta te  revenue from the ind iv idua l  income tax fo r  the period 
FY 59 - FY 80. Income tax revenue increased d ram a t i c a l l y  beginning in  FY 75 
and peaked in  FY 77 at $210 m i l l i o n .  Table 2 a lso  prov ides the annual s ta te  
personal income, which is  broadly de f ined to inc lude  a l l  income rece ived  from

s income tax revenue i s  then presented as a percentage o f  s ta te  personal 
order to portray the h i s t o r i c a l  ta x  e f f o r t  ( i . e . ,  the percent of

state  
income in
to ta l  income paid to the state  in income taxes) .  The tax e f f o r t  ranged between 
1.6 percent (FY 59 - FY 61) and 4.6 percent (FY 77). The dramatic increase 
in tax e f f o r t  beginning in FY 75 g ene ra l l y  r e f l e c t s  h igher  taxab le  incomes 
(during the TAPS cons t ru c t ion ) ,  which were sub ject  to h igher  tax r a te s  under 
the graduated tax system. By FY 79, the tax e f f o r t  had dec l ined  to 2.4 
percent, which was a lso  the average tax e f f o r t  over the 22-year pe r iod .
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(Millions of D o lla rs)

TABLE 2

FT 60

Inccme Tax Revenue a t  Percent of ...............
Unrestr ic ted  

Revenue

S ta te  Income Totol State Total S tate Total S tate
Fiscal Year Tax Revenue Personal Income Personal Income Tax Revenue

1959 *8.1 *506.6 1.6X
1960 8.9 542.4 1.6
1961 10.4 630.9 1.6
1962 12.2 626.3 1.9
1963 13 654.1 2.0
1964 13.9 711.3 2.0

1965 16.2 799.7 2.0
1966 19.2 866.3 2.2
1967 22.7 935.3 2.4
1968 22.6 1,029.0 2.2
1969 25.2 1,119.1 2.3

1970 32.4 1,373 .9 2.4
1971 35.5 1,543.7 2.3
1972 39.1 1,679.1 2.3 43.8%
1973 43.4 1,827.0 2.4 45.1
1974 49.2 2,148.3 2.3 44.8

1975 86.9 2,650.4 3.3 46.8
1976 146.2 3,780.0 3 .9 25.2
1977 210.4 4,559.6 4.6 28.0
1978 145.7 4,701.2 3.1 27.1
1979 117.2 4,790.8 2.4 14.6
1960 100.5 5,020.9 2.0 7.1

Note:

17.8%
20.8
19.3

26.1
20.6
24.1
19.0
10.3 
4.0

The f i s c a l  year tax revenue data corresponds to taxes paid  for the p r io r  calendar y ea r 's  income. 
For example, FY 80 tax revenue corresponds to individual taxable income and to ta l  s ta te  
personal income in  1979.

Sources: 1977 • 1979 Individual Income Tax reports  and Revenue Sources (January  1986) prepared by the 
Research Section, Alaska Department of Revenue, and s t a t e  personal income data from the 
Bureau of Economic Analysis ,  U.S. Department of Conmerce.

Prepared by th e  House R esearch Agency, A pril 1989 (89 .253).
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Table 2 a l s o  presents information f o r  the 1970s which in d ica te s  the importance 
o f  income tax  receipts  r e l a t i v e  to to ta l  s ta te  tax revenue and un res t r i c ted  
revenue a v a i l a b l e  for state spending. During the period FY 72 - FY 75, income 
tax r e c e i p t s  represented near ly  h a l f  o f  the s t a t e ' s  tota l tax revenue. As o i l  
and gas rese rves ,  property, and severance tax revenue expanded beginning in FY 
76, the in d i v i d u a l  income tax dec l in ed  in importance to roughly  one-quarter  of 
the s t a t e ' s  tax revenue. In FY 72 - FY 74 and again in FY 78 ( a f t e r  the high 
income tax  years  during the TAPS con s t ru c t io n ) ,  the state i n d iv id u a l  income tax 
brought in  roughly  18 to 21 percent o f  the s t a t e ' s  un re s t r i c ted  revenues.

RECENT LEGISLATIVE PROPOSALS TO REIMPOSE THE PERSONAL INCOME TAX

Since 1985, several reso lu t ions  have been introduced opposing an income tax or 
propos ing a cons t i tu t iona l  amendment to requ ire  voter  approval or a two-th i rds  
m a jo r i t y  vote in each house p r i o r  to re impos i t ion .  In 1986, the l e g i s l a t u r e  
e s tab l i sh ed  the Jo in t  Special Committee on State Tax Po l i c y  which was to submit 
a repo r t  to the leg is la tu re  tha t  "addresses the meri ts of  and makes recommenda­
t ion s  concern ing a long-term, broad-based and s tab le  tax p o l i c y  to minimize 
taxes and f o s t e r  economic growth."  The committee compiled a s e r i e s  of 
repo r ts  on the merits of s p e c i f i c  taxes,  inc lud ing  s tud ies  on the ind iv idua l  
income tax prepared by the Department o f  Revenue and the I n s t i t u t e  o f  Socia l 
and Economic Research in 1986 and 1987. Nevertheless, the committee's f in a l  
repor t  (January 1988) did not p resent  conc lus ions as a r e s u l t  o f  a l l  these 
s tud ie s  or make recommendations regard ing s ta te  tax p o l i c y  and the r o l e  an 
i n d iv id u a l  income tax might p lay .

In 1987, Governor Cowper introduced in d iv id ua l  income tax  l e g i s l a t i o n  (House 
B i l l  154) which underwent cons ide rab le  pub l i c  s c ru t iny  but d ied in the House 
Rules Committee. The proposed s ta te  income tax was piggybacked on the federa l 
tax - -a s  under the former Alaska income tax repealed in 1980. The tax base was 
broadened through adjustments to fede ra l  gross income and l im i t a t i o n s  on the 
number o f  al lowable  deductions ( i . e . ,  alimony paid, i n t e r e s t  from U.S. 
o b l i g a t i o n s ,  penalty for ea r ly  w i thdrawals  from savings accounts, and Permanent 
Fund d iv id ends ) .  The DOR est imated tha t  f a i l u r e  to a l low  the deduction o f  
mortgage i n t e r e s t  would increase taxab le  income in  1988 by about $600 m i l l i o n .  
A personal exemption of $3,000 per dependent was subtracted from adjusted gross 
income tn a r r ive .  at-laxabl-e-i-ncome^—
rate  schedule (with sever?! ta x  r a te s  to a maximum of 14.5 pe rcent) ,  Governor 
Cowper proposed a two-t iered s t r u c tu r e  o f  3.2 and 5.7 percent.  Higher taxab le  
income b racke ts - -a t  thresholds between $25,000 and $50,000 depending upon a 
taxpayer 's  f i l i n g  statur--would be taxed at the higher ra te .  At the t ime, the 
DOR est imated that the income tax ,  under HB 154, would r a i s e  about $250 m i l l i o n  
annua l ly .  A subsequent DOR es t imate  fo r  the Governor's income ta x - -w i th  
Permanent Fund dividends t a x a b le - - y i e l d e d  about $265 m i l l i o n .

4 Senate Concurrent Reso lu t ion  42; the committee in c luded  three senators,  
three representa t ives ,  two execu t ive  branch members and th ree  pub l i c  members.
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An Ind iv idua l  Income tax b i l l  (HB 252; sponsored by Representat ive  Koponen) was 
r e c e n t l y  in t roduced  in  the 1989 Leg is la tu re  (attached).  As w ith the Governor's 
1987 proposa l ,  HB 252 would piggyback a two-t ie red ,  graduated s ta te  income tax 
(a t  3.2 and 5.7 percent) onto the federal tax, beginning with the federal 
d e f i n i t i o n  o f  gross income. However, the current  tax b i l l  incorporates  several 
new fea tu res :

Permanent Fund div idends are not a l lowab le  deductions and would be 
taxab le  (as they are under the federa l  tax law);

Personal exemptions appl ied aga inst  a ta xpaye r ' s  adjusted gross 
income to a r r i v e  at taxable income are the g rea te r  o f  1) the 
exemptions al lowed under federal taxes [ i . e . ,  1.1,950 per dependent 
in  1988] or 2) an amount o f  income equal to 100 percent o f  the 
fede ra l  poverty  income gu ide l ines  a p p l i c a b le  to the number o f  
exemptions claimed;

Tax C r e d i t s  are al lowed fo r  motor v e h i c l e  r e g i s t r a t i o n  tax,  sales  
and use tax,  and property tax le v ied  by a m u n i c ip a l i t y .  A r e n t e r ' s  
c r e d i t  (not to  exceed 20 percent o f  the annual rent) i s  also 
a l lowed; and

Longev i ty  bonuses would no longer be exempt from s tate  taxes,  as 
i s  c u r r e n t l y  the case under AS 47.45 .120(a) .

The f i s c a l  note i s  not a v a i l a b le  yet fo r  HB 252, but i t  appears l i k e l y  that the 
la r g e r  personal exemption f o r  a l l  taxpayers (based on fede ra l  poverty income 
gu ide l ine s )  and the c r e d i t s  f o r  municipal taxes would s i g n i f i c a n t l y  reduce 
prev ious income tax  revenue est imates.  Munic ipa l s a le s  tax  revenues in  1988 
equaled about S55 mi l 1i o n - - o f  which most i s  pa id by A laskans ,  and in 1987. DOR 
est imated that  a p roper ty  tax deduction would reduce p ro jec ted  taxab le  income 
in 1988 by $100 m i l l i o n .  A c en t ra l i z e d  est imate  o f  mun ic ipa l  motor veh ic le  
r e g i s t r a t i o n  tax revenue i s  not a v a i lab le  from the Department o f  Community and 
Regional A f f a i r s  (DCRA). On the other hand, the tax l i a b i l i t y  generated by 
the Alaska l o n g e v i t y  bonus would ra i se  c o l l e c t i o n s  by about $2 m i l l i o n  
annual ly .  A lso ,  the DOR est imated in 1987 th a t  t a x in g  Permanent Fund 
d iv idends would r a i s e  ,beJ:vv££n-S8-afld-4J^^ i444-m^a==ajiidjzt±i
revenue.

pr
The 1989 fede ra l  poverty  income gu id e l i n e s  are as fo l lows:  $7,480

( fam i ly  of  one); $10,030 (two); 512,580 ( th ree) ;  $15,130 ( f o u r ) ;  $17580 ( f i v e ) ;  
$20,230 ( s i x ) ;  $22,780 (seven); $25,330 ( e ig h t ) ;  p lus  $2,550 per add i t iona l  
person.

This est imate  assumes that  the average A laska  s e n io r  would have taxab le  
income f a l l i n g  under the lower 3.2 percent r a te .  An annual bonus o f  $3,000 
would y i e l d  $95 in  taxes per sen io r ,  or about $1.6 m i l l i o n  f o r  17,000 sen io rs .
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Although he has not introduced an ind iv idua l  income tax b i l l  t h i s  year, 
Governor Cowper inc luded a s ta te  income tax in the conceptual framework o f  h is  
f i v e - y e a r  f i s c a l  plan and 20-year pro jec t ion as part o f  h i s  State o f  the State 
address in January.  A rough est imate of about $217 m i l l i o n  from a graduated 
income t a x - - g e n e r a l l y  s im i l a r  to the Governor's 1987 proposal but with lower 
tax r a t e s - - i s  ind ica ted  fo r  FY 92, fo l low ing implementation o f  the tax on 
January 1, 1991. According to Gregg Erickson o f  the O f f i c e  o f  Management and 
Budget, t h i s  income tax e f f o r t  would be equal to about 1.9 percent o f  the 
pro jec ted  s ta te  personal income at that time.

COMPARISON WITH OTHER STATES

A laska i s  one o f  seven s tates  which do not have an in d iv id u a l  income tax.  
F l o r i d a ,  Nevada, South Dakota, Texas, Washington, and Wyoming are the others.  
Two other  s ta te s  tax only in te re s t  and d iv idend income (New Hampshire and 
Tennessee). Nationwide, the ind iv idua l  income tax provided about 31 percent 
o f  s ta te  tax  revenue in  1987. In FY 78--the l a s t  year ( p r i o r  to the runup 
in  severance and petroleum corporate income taxes) f o r  which we have comparable 
f i g u r e s - - A l a s k a ' s  in d iv idua l  income tax rece ip ts  represented aboui. 27 percent 
o f  the s t a t e ' s  t o t a l  tax revenue (Table 2).

Since 1986, there has been cons iderab le  a c t i v i t y  and major reforms in state  
in d iv id u a l  income tax laws across the country as a r e s u l t  o f  1) the federa l 
tax reforms o f  1986, 2) major tax s tud ies  in more than h a l f  o f  s ta tes  s ince the 
e a r ly  1980s, and 3) economic changes and the d e s i r e  f o r  an income tax s t ruc tu re  
which i s  compet i t ive  with neighbor ing s ta tes .  Furthermore, a December 1988 
Nat ional Conference o f  State L e g i s la tu re s '  survey in d ic a te s  that  income taxes 
would be among the top three issues fac ing 21 s ta te  l e g i s l a t u r e s  in 1989.

In genera l,  s ta tes  have become more progress ive  in  t h e i r  income tax s t ruc tu re  
because most conformed with the progress ive changes in the federa l tax law-- 
p a r t i c u l a r l y  the broadening o f  the tax base at h igher income le v e l s .  A lso ,  
many s ta tes  ra i sed  personal exemptions and/or standard deductions,  which 
prov ides g rea te r  r e l i e f  fo r  taxpayers with r e l a t i v e l y  low incomes. However, 
i t  i s  d i f f i c u l t ,  i f  not mis lead ing,  to  compare a po ten t ia l  income tax  ra te  
s t ru c tu re  in  A laska with those o f  other s ta te s  because income brackets ,  
jdedric-t-von -̂r f̂ixempt-Tons^^and^or^d^ts^vary^'nTieT y - frum sLd tu -Lcf t rarer

7 State Government Tax C o l le c t io n s  in 1987. Bureau o f  the Census, 
Government Finances Se r ie s  GF-87-1, March 1988, Table 6.

8 S. Gold (ed),  "The Unf in ished Agenda f o r  S tate  Tax Reform. National  
Conference o f  S tate  L eg i s la tu re s ,  1988, pp. 14 - 21.

^"Leading Fiscal Issues in 1989 Legislative Sessions," National
Conferences of State Legislatures, December 1988.
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POLICY CONSIDERATIONS OF A STATE INCOME TAX 

Equ i ty

The i n d i v i d u a l  income tax is  genera l ly  cons idered the f a i r e s t  tax. The tax 
burden f a l l s  p r im a r i l y  on the ind iv idua l  and there i s  l e s s  opportun ity  f o r  
s h i f t i n g  the inc idence  of taxat ion  compared w ith  corporate income or business 
taxes where tax burdens can be sh i f t ed  backward onto workers or forward onto 
consumers. Income taxes t y p i c a l l y  incorpora te  graduated tax ra tes  based on t i  .. 
a b i l i t y  to  pay p r i n c i p l e - - i n d i v i d u a l s  pay according to t h e i r  le ve l  o f  income.

A p rog re s s iv e  income tax takes a h igher percentage o f  high incomes than o f  low
ones. The p r o g r e s s i v i t y  of  an in d iv id u a l  income tax depends upon a number o f
f a c to r s ,  in c lu d in g

1) the type o f  income taxed and the degree o f  p r e f e re n t i a l  treatment 
o f  d i f f e r e n t  categor ies  o f  income - e l im ina t ion  o f  the spec ia l
treatment of  cap i ta l  gains under the federal  1986 tax reform i s
regarded as a progress ive change in  the income tax;

2) the tax ra te  s t ruc tu re  ( i . e . ,  the number and spacing o f  income 
brackets and the spread in tax ra te s  from lowest to  highest income 
bracket)  in general, fewer income brackets and a smal le r  spread 
in the tax rates r e su l t s  in  le s s  p ro g re s s i v i t y ;

3) the amount of standard deduct ions and personal exemptions - 
in c reas ing  these helps reduce the tax burden o f  lower income 
taxpayers to a grea te r  extent than h igher income taxpayers; and

4) the type and amount o f  tax c r e d i t s  - convert ing deduct ions to tax 
c r e d i t s  places h igher and lower income taxpayers on an equal 
fo o t ing .

Since HB 252 begins with the federa l gross  income d e f i n i t i o n ,  i t  would 
in corpora te  some o f  the progressive changes o f  the recent federa l  tax reform. 
The tw o - t ie red ,  graduated rate  s t r u c tu re  proposed in  HB 252 i s  moderately 
p rog ress ive ,  but the prov is ion  f o r  la rge  personal exemptions would have a
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A po r t ion  o f  the proposed s ta te  income tax burden would be "exported" because 
some o f  the tax would be paid by nonres idents .  The O f f i c e  o f  Management and 
Budget (OMB) estimated in 1987 that at l e a s t  ten percent o f  the tax revenue 
would come from nonresidents ( in c lud ing  f i l e r s  who worked in s t a t e  only  part  o f  
the y e a r ) .

S im p l i c i t y  and Economic E f f i c i e n c y

A broad-based tax system, with few deductions and l im i t e d  p re f e re n t i a l  
treatment o f  income, is  the s imp les t  form of income tax f o r  government tu 
adm in is te r  and ind iv idua ls  to pay. From an adm in is t ra t ive  v iewpoint,  the 
m a jo r i t y  o f  d isputes under the former s ta te  income tax were re la ted  to itemized 
deduct ions .  The Internal Revenue Serv ice  a lso  focuses a great deal o f  time on 
deductions and tax c red i t s  s ince  these are the primary areas o f  abuse. 
However, in  comparison with other  taxes--such as a sa les tax- -an  income tax i s  
a d m in i s t r a t i v e l y  much more complex. A 1987 f i s c a l  note est imated that  about 
65 new DOR employees would be necessary to admin is ter  a s ta te  income l a x ;  about 
60 DOR s t a f f  worked on the income tax p r i o r  to i t s  repeal in  1980.

L im i t ing  the complexi ty  of the income tax i s  p o l i t i c a l l y  respons ib le  because 
i t  c l a r i f i e s  who shoulders the tax burden. A tax which broad ly  incorpora tes  
a l l  types o f  cash income--and a l lows fo r  few exceptions or spec ia l  treatments- 
-would l i k e l y  r e s u l t  in lower tax ra tes  i f  a p a r t i c u l a r  l e v e l  o f  revenue i s  
targeted.  Although v i r t u a l l y  any form of  taxa t ion  a f f e c t s  i n d i v i d u a l s '  
dec is ion s  regarding work, sav ings, education, or consumption, a broad-based tax 
with low ra tes  i s  genera l ly  cons idered to be le ss  d i s t o r t i n g .  With low ra te s ,  
personal,  i n d i v i d u a l ,  business, and investment dec is ions  are l i k e l y  to be 
p r im a r i l y  based on economic r a the r  than tax avoidance cons ide ra t ion s .  
S im i l a r l y ,  a tax system which a l lows few deduct ions would l i m i t  the in cen t iv e  
e f f e c t s ,  such as may occur when the deduction o f  medical expenses induce 
i n d iv id u a l s  to spend more on medical se rv ice s  than they otherwise would.

1 0 "Percent o f  State Income Tax "Exported" ,"  Memorandum from Gregg 
Er ickson,  sen io r  economist, to David Ramsure, press sec re ta ry  to the Governor, 
May 4, 1987.

i;LSteve K e tte l, personal communication, March 16, 1989.



House Fiance Fiscal Policy Subcommittee
April 6, 1989
Page 10

Intergovernmental E f fe c ts

Payment o f  s ta te  income taxes has been est imated to  reduce A laskans ' federa l 
tax  payments by an amount equ iva lent  to  about 20 percent o f  t h e i r  s ta te  income 
tax  l i a b i l i t y .  This o f f s e t  o f  federa l taxes would occur on ly  f o r  taxpayers who 
i tem ize  deductions on t h e i r  federa l tax r e t u r n s - - t y p i c a l l y  higher income 
taxpayers.  Th is  federal  tax o f f s e t ,  coupled with the above-mentioned taxes 
c o l l e c t e d  from nonres idents, ind ica tes  that roughly 30 percent o f  the s ta te  
income tax burden would be "exported" out o f  s ta te .

The in c lu s i o n  o f  municipal property, sa les ,  and v eh ic le  r e g i s t r a t i o n  tax 
c r e d i t s  would have a s i g n i f i c a n t  e f f e c t  on the c a p a b i l i t y  o f  the s ta te  to 
generate revenue under the income tax proposed in  H8 252. The annual revenue 
expected from the s ta te  income tax would be somewhat unpred ic tab le  because each 
t ime a lo c a l  government ra ised  i t s  taxes,  s ta te  revenue would dec l in e  by a 
roughly  corresponding amount. The tax c r e d i t s  would be popular  among A la s k a ' s  
communities because they provide a d i r e c t  d o l l a r - f o r - d o l l a r  in cen t ive  f o r  lo ca l  
governments to increase property and sa les  taxes; l o c a l  taxpayers would recover 
t h e i r  lo c a l  tax payment through reduct ions in s ta te  income taxes.  However, 
c r e d i t s  f o r  l o c a l  taxes would be al lowed only  up to  the amount o f  s ta te  income 
taxes owed, i . e . ,  taxpayers could not rece ive  a refund from the s ta te .

From the taxpayers ' p e r s p e c t i v e - - p a r t i c u l a r l y  those with h igher income who 
would be able to f u l l y  c r e d i t  loca l  taxes aga inst  t h e i r  tax 1 i a b i 1i t y - - i t  makes 
l i t t l e  d i f f e re n ce  to whom one pays the tax b i l l .  In e i t h e r  case,  an 
i n d i v i d u a l ' s  d isposab le  income would be reduced. I t  cou ld  be argued tha t  a 
s ta te  income tax system which incorpora tes  t h i s  lo ca l  tax  c r e d i t  p ro v i s ion  
would in  fa c t  encourage taxa t ion  at the lo ca l  l e v e l  where taxpayers not only  
have g rea te r  d i r e c t  in f luence  over the expenditure  o f  tax revenue, but could 
a lso  keep the tax d o l l a r s  c i r c u l a t i n g  in  the reg iona l  economy. On the other 
hand, i n d iv id u a l s  l i v i n g  in areas with low tax ra tes  o r  lack ing  lo ca l  
t a x e s - - p a r t i c u l a r l y  in the unorganized borough--would pay more of  t h e i r  tax 
d o l l a r s  to  the s ta te  where they would have le s s  con t ro l  over where and how the 
tax d o l l a r s  were spent. Another f a c t o r  to cons ider  i s  tha t the lo ca l  
government response to the in cen t ive  embodied in  the tax c r e d i t s  would a lso  
a f f e c t  the d i s t r i b u t i o n  o f  s ta te  a id under the Pub l i c  School Foundation and 
Revenue Sharing programs (which have a l o c a l  tax  e f f o r t  measure b u i l t  i nto 
-th e i r —formulas 1 -  —  --------------------

In summary, the design o f  a s ta te  income tax i s  not n e c e s s a r i l y  a s t r a i g h t f o r ­
ward task .  Po l i c y  makers have to cons ider  severa l f a c to r s  as they e s t a b l i s h  
the tax system in  order to achieve the des i red  le v e l  o f  p r o g r e s s i v i t y  and 
ta rge t  the intended b e n e f i c i a r i e s  o f  va r ious  e x c lu s ion s ,  deduct ions,  exemptions 
and c r e d i t s .  I have attempted to b r i e f l y  d is cuss  the p o l i c y  issues which 
commonly a r i s e  regarding income taxes as wel l  as some is sues  ra ised  by HB 252.

Please contact us i f  you would l ike  further information.



Dr. Cari S. Benson, PhD 
1551 Farmers Loop 

Fairbanks, Alaska 99709 
10 December 2000

Senator Gary Wilken 
1851 Fox Ave,
Fairbanks, Alaska 99701

Dear Gary,

Thanks far your letter of 28 November 2000, in which you asked for information on a long-range 
fiscal plan that makes sense. Here are my responses to your three questions:

1. What is your definition of a long-range fiscal plan?
A long-range fiscal plan provides renewable sources of funding for essential 
services of state government

2. What is the ultimate goaI(s) of a long-range fiscal plan?
The ultimate goal is to provide stability for both operating and capital budgets. It is 
not in the best interest of the state to have its funding of state functions tied to the 
price of a single commodity.

(a) Operating Budget
Alaska’s operating budget has been cut to dangerous levels. As I stated in 
my campaign: “If a foreign power had done to Alaska what our Legislative
LeadershipJias done, we would considcritanact of
(b) Capital Budget:
Alaska’s workforce and contractors depend on stability in the state capital 
budget from year to year in order to maintain competence and qualify. The 
state has many pressing needs and it has the labor available to deal with 
them. But when the amount of work to be done in a given year exceeds 
local capability, we bring in too many workers from outside. On the other 
hand in a lean year we let projects go unfunded, lay off local workers and, 
by deferring maintenance, cause costs to increase.

3. What components should be included in a long-; ge fiscal plan?
An essential component is to reinstate the state income tax. I realize that some 
Republicans are opposed to this in a "knee-jerk” way but I respectfully request that 
it be considered as a key ingredient in a long-range fiscal plan.

I have outlined an argument for reinstating the state income tax at a simple percentage of the federal 
tax, as it was before. Although Republican leaders have said absolutely no to reinstating our 
income tax, it cannot be removed from the table before we analyze toe condition of toe state’s 
budget Everything should be considered and the income tax could play an important part of the 
long-range plan which we obviously need.

The first step is to analyze the pros and cons of an income tax as opposed to a state sales tax.

A  state-wide sales tax would be hardest on rural areas and poor people; costs are already higher in 
rural areas. Decisions on sales taxes should be left to local governments, along with property 
taxes. Some communities already have sales tax and the mix of sales tax and property tax is best 
left to local communities. This was essentially decided when toe state-wide property tax was voted 
down. A state-wide sales tax will not be considered further hero. At the state level an income tax 
is more appropriate for several reasons.
Let us consider the problem in more detail:



1. It was stated that it makes no sense for the legislature to send out a dividend and then take it 
back with the income tax. But this statement makes no sense; the amount of the dividend is far 
greater than the amount to be raised by a tax. Last year the Dividend was $1,200million and the 
expected tax revenue is estimated at about $300 million, that is only one quarter of the Dividend. 
Also, an income tax would not come only from the unearned money of toe Dividend alone but 
from all °f the $10 billion in wages and salaries earned m Alaska by residents and non-residents.

2. People for whom the Dividend means the most would pay the least in income tax, many would 
pay only a few hundred dollars.

3. People for whom the Dividend meann the least would pay the most in income tax, but:
(a) their dividend would pay most or all of it, and
(b) what they pay would be deductible from their Federal income tax; this would keep more 
Alaskan money in Alaska, which is the state they say they love.

4. About ten percent of Alaska’s $10 billion in total wages and salaries is earned by non-residents 
($930 million in 1999). This money is taken out of Alaska by non-residents who make no 
contribution to paying for state services. An income tax on this would contribute about 30 million 
dollars to our state’s general fund. Even in a wealthy state like Alaska this is significant.

5. The income tax would give us a base o4‘ about $300 million from which to operate. If we 
matched it two- for-one with money from the earnings reserve account we would basically eliminate 
our “budget gap." This money would be from what some refer to the "surplus earnings," i.e., the 
annual earnings in excess of what is needed for dividends and inflation proofing. By tying it to the 
amount raised by the income tax we would put a limit on it which some people feel is important.

6 . Finally, the income tax could help reinvigorate the concept of citizenship in Alaska. People 
have no stake in the state government now because they do not contribute to it. Instead, they wait 
for an annual check from the state and have begun to look on it as an entitlement We aro attracting 
people to move here because we have no taxes and we give away free money. Although the 
dividend program is unique in the United States, it can be enhanced by combining it with our 
income tax so that people can again say: "I am a citizen and a tax payer.”

The income tax should be looked at and thought about It needs more than a knee-jerk reaction. In 
1948Alaska set up the territorial income tax and became a proud Territory with resources available 
to serve its citizens. Before that it was essentially at the control of outside interests, primarily 
fishing and mining run from New York and Seattle. Today anotuer industry dominates Alaska and 
we need to exercise the same degree of independence now that we did in 1948. I will be glad to 
discuss this with you further.

Dr. Carl S. Benson, PhD
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L a k e  a n d  P e n i n s u l a  B o r o u g h
P.O. Box 495 

K ing Salmon, A laska 99613
Telephone: (907)246-3421 

Fax:(907 )246 -6602

February 16,2001

Representative Carl Moses 
State Capital Building 
Room 500 / Mail Stop 3100 
Juneau, AK 99801-1182

SUBJECT: State Income Tax

Dear Carl:

I am writing to let you know’ that the Lake and Peninsula Borough fully supports your 
efforts to institute a State Income Tax. The Borough Assembly considered this question 
at length during its regular meeting on January 16,2001. At that time, the Assembly 
voted unanimously to endorse an income tax. It also instructed me to inform the 
Legislature, the Governor, and the general public of the position it has taken. Although 

' the members expressed reservations about recommending new taxes, they all agreed that 
this step was necessary to insure long term social and economic stability.

The Assembly voted to support an income tax for a number of reasons which include:

1. It believes that a long range fiscal plan for the State would be prudent and urges the 
Legislature and the Administration to work together to adopt one. The reality is that 
revenue enhancement and diversification must to be part of this plan. Long term 
financial stability is necessary if we are going to insure that that our economy 
continues to grow and that .our residents receive the basic public services necessary 
for the quality of life they deserve. Our Assembly members were bom and raised in 
Alaska and they intend to stay here. They care deeply about how our schools, public 
facilities, infrastructure, and economy will look 2 0  years from now.

2. An income tax is preferable to a general sales tax because it is less regressive and it 
does not impinge upon the traditional taxing authority of municipalities.

3. An income tax is the best vehicle to enable workers that are employed here but reside 
outside to make a contribution to infrastructure and basio public services in Alaska,

4. An income tax could be structured so that taxes paid can be deducted from one’s 
Federal income tax obligation. This would insure that the new tax has a minimal 
impact upon Alaskans.

Chlgnlk Bay ♦ Chlgnlk Lagoon ■ Chlgnlk Lake • EoegiK • Igluglg • ISamna ■ Ivanof Bay ■ Kokhanok •  lovolock 
N*whflii»n • Nondfllion •  Podra Bav • Perryvilio •  Pilot Point •  Pope Vannoy * Pott Alewonh • Port HeWon • Uyastilk
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In closing, the Borough appreciates your efforts the past few years to institute a State 
' Income Tax. We recognize that this has been a lonely effort and that the environment in 

Juneau has not been conducive to reasonable debate and forward thinking. However, we 
believe you should be commended for the leadership you have shown and or having the 
courage to “get out in front” on this politically difficult issue. Please let us know if there 
is anything the Borough can do to assist you in this effort.

Sincerelv.

^waltWrede.
. Borough Manager

c.

Governor Tony Knowles
House and Senate Finance Committees
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B r o a d - b a s e d  T a x e s

Alaska has an extraordinarily narrow tax base centered on the oil and gas industry. In FY 2000 
three tax and royalty payers were responsible for more than 75 percent of the money spent from 
the General Fund.

Given the effect on state revenue from the eventual decline in North Slope oil production and the 
volatility of oil prices, instituting a personal income tax ora statewide sales tax often surfaces as a 
potential solution for stabilizing state revenues. Some key concepts to consider in choosing a 
broad-based tax are summarized below.

• Revenue -  How much revenue does the tax generate?
® Exportabslity -  How much tax do nonresidents pay?
« Fairness -  How fair is the tax?
• Economic Effects -  How would the tax change economic behavior?
• Administrative Cost -  How much dees tax administration cost?
• Changes in Technology -  How would this tax change in the future?

Revenue

Income Tax
How much revenue would a tax generate? The answer to this question really depends on the tax
base and the rate structure. Most individuals who work in Alaska already file an U.S. income tax
return, thus the most cost-effective income tax base would probably come from that return, using 
one of three options: (I) adjusted gross income, (2) federal taxable income, or (3) federal tax 
liability before federal credits.

The table below represents the income tax rates (expressed as a percentage) necessary to 
generate the indicated revenue amount.

Income Tax Rates Needed to Reach 
Revenue Projections

$ Million Percent Percent Percent

Adjusted Federal Federal
Revenue Gross Income Taxable Incom e Tax L ia b ility

250 2.1 2.9 13.7
300 2.5 3.4 16.3
350 2.9 4.0 18.9
400 3.3 4.5 21.4
450 3.7 5.0 24.0
500 4.1 5.6 26.6



Sales Tax
Although most everyone is familiar with the sales part of a “sales and use" tax, most Alaskans are 
probably not familiar with the “use" part. What it means is that if a state has a sales and use tax 
and, for example, a resident buys a car in another state, the resident is liable for the use tax (gener­
ally the same rate as the sales tax) when the car comes across the state line. The idea is to protect
the state (and its businesses) from losing revenue to sales in other states.

The amount of public revenue that a sales and use tax would generate is the product of the size of 
the sales tax base and rate. The size of the sales tax base depends on ( I ) the size and structure of 
the economy; (2) the specific goods and services included in the base; and (3) the type and size of 
credits or deductions.

The best four sources of information for estimating the revenue that could be derived from an 
Alaska sales tax are:

( 1) Data from the 9S Alaska cities and boroughs that currently impose sales taxes. This 
comprises about one-third of Alaska’s population.
(2) Data on sales tax revenues from other states similar in size to Alaska.
(3) Data from the U.S. Economic Census for Alaska.
(4) Data from the Consumer Expenditure Survey for Anchorage.

From the four data sources, we conclude that at a rate of I percent Alaska statewide sales tax with 
almost no exemptions would generate roughly $100 million in public revenue a year. However, as is 
commonly done in other states and in Alaska communities with sales taxes, exempting food and 
medicine from the Alaska sales tax base would reduce the annual income to the state to roughly 
$70 million per 1 percent tax rate.

Exportability

Exportability is the extent to which a state can shift its lax burden to out-of-state residents, either 
through directly charging nonresidents or through deductibility against the federal income tax. The 
amount of tax nonresidents pay depends on the amount of income nonresidents earn in the state, or 
in the case of sales taxes the goods and services that nonresidents purchase here.

Income Tax
The easiest way to export a tax is through deduction against federal tax liability. There is no deduc­
tion for state or municipal sales taxes; only income taxes are deductible. A deduction, or offset, 
means part of the tax revenue remains in state instead of going to Washington D.C. We estimate 
that Alaskans, on average, would recover about 15 percent of the cost of a state income tax by 
deducting it from their federal tax bills. For example, if a state income tax generated $300 million,
$45 million would come from the deductibility of the state income tax against federal income taxes 
and $255 million would come from the pockets of Alaskans.

Taxing nonresidents also would help relieve the tax burden on Alaskans. The Bureau of Economic 
Analysis at the U.S. Department of Commerce estimates the nonresident income produced in each 
state. It’s an estimate of the annual income that nonresidents earn in Alaska, minus income that 
Alaska residents earn in other states. The 1998 figure was $813 million, or. approximately 6 percent 
of total 1998 earnings in Alaska.

16 A laska D epartm ent of F .-venue, Tax Division
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The Alaska Department of Labor provides another source of data on nonresident income in its 
annual report on nonresident wages. According to the department, the total nonresident earnings 
for 1998 were $930 million — about 10 percent of total wages paid in the state. There are two 
reasons why this number is larger than the U.S. Department of Commerce number. First, the state 
classifies more workers as nonresidents. The Alaska Department of Labor strictly defines a 
nonresident worker as someone who did not receive a Permanent Fund Dividend that year or apply 
for it the following year. Second, the Department of Labor number does not address income 
earned by Alaska residents in other states.

Regardless whether you use the state or federal estimate of nonresident income in Alaska, it’s 
likely that a personal income tax of $300 million a year would generate less than $30 million a year 
from nonresidents working in Alaska.

Sales Tax
In a recent study, the McDowell Group, an Alaska economic consulting company, estimated that 
nonresident visitors spent $949 million in Alaska in 1998. Rounding that off to $ I billion a year in 
visitor spending, a I percent statewide sales tax would generate about $10 million from sales to 
nonresidents. That assumes no exemptions for food or medical care, and makes no allowance for 
sales exempt under federal law such as airline tickets.

Fairness

income Tax and Sales Tax
The concept of fairness in taxes is subjective, as the term evokes a host of philosophical and 
political considerations in addition to the economic ones. Essentially, a majority of the state’s 
residents must perceive any tax system as fair if it is to work well. An unfair tax structure gener­
ally reduces support for public expenditure and reduces compliance with the tax system.

Tax equity can be looked at in two ways: ability-to-pay and benefits received. The benefit principle 
rests on the premise that taxpayers should pay tax in proportion to the value of the public-service 
benefits they receive On the other hand, the abdily-to-pay principle follows from the belief that 
taxes should be assessed in terms of some measure of an individual's capacity to pay. Taxes are 
usually described as progressive, regressive or proportional. If the tax, as a percentage of income, 
rises as a person’s income rises, it is labeled as progressive. If the tax, its a percentage of income, 
rises as income falls, the tax is considered regressive. A tax that stays the same is deemed as 
proportional.

Supporters of an income tax say it is progressive, in that it generally assigns a higher tax rate to 
higher-income households.

Opponents of a sales tax say it is regressive because low-ineome households spend a greater 
proportion of their income on essential purchases than do higher-income households. Supporters of 
a sales tax say it is fair in that it taxes everyone at the same rate.

   "  -------



Economic Effects

Income Tax and Sales Tax
Economists classify a tax as “efficient" when it has little or no effect on economic behavior. For 
example, sales taxes are inefficient when they influence consumer buying decisions or manufac­
turers’ production decisions.

The size of the tax rate may also influence economic behavior. A personal income tax certainly 
could influence a person’s economic decisions by lowering take-home pay, thereby affecting 
spending and working decisions. The amount of a sales tax also can make a difference in spending 
decisions. For example, a person who normally buys goods locally may continue to do so at a low 
sales tax rate. However, a high tax rate may cause the person to purchase the same product on 
the Internet or by mail order. In addition to changing the behavior of the individual, the Alaska 
economy suffers because the expenditure is made out-of-state and the money does not circulate in 
the local economy.

One measure of the stability of a tax is how state revenue changes as personal income changes. 
Studies show that as income changes, sales tax revenues change less than income tax revenues."' 
That is, in general, sales tax revenues decrease less in a recession than income tax revenues. 
Conversely, sales tax revenues increase less in a period of growth than income tax revenue.

Low Administrative, Enforcement and Compliance Cost

Desirable features of any tax system are low administrative, enforcement and compliance costs. 
These features imply that the tax system should attempt to minimize both individual and business 
compliance costs (including record keeping costs and fees paid to professional tax preparers), as 
well as the government’s cost of administering, monitoring and enforcing the tax system.

Based on other states’ experiences, we believe Alaska’s cost of collecting either a sales or an 
income tax could be as low as I percent of total state revenue from the tax, depending on how the 
tax is structured.

Income Tax
Typically, the compliance cost to an individual fora state personal income tax is relatively minimal 
when the state tax is based on federal definitions of taxable ineome.The state tax return generally 
is simple lo complete after federal taxable income and taxes are calculated.

Businesses will incur some additional compliance costs. For the personal income tax, the added 
costs are mostly associated with bookkeeping foremployee tax withholding.

Sales Tax
Individuals have no sales tax compliance cost; the burden falls on businesses to collect the tax, 
keep the books end send the money to the tax office. Businesses will incur costs for labor, point- 
of-sale equipment and software and record keeping.

"Stale Fiscal Issues and Risks a( the Sian o f a New Century." by Donald J. Iloyd, Nelson A. Rockefeller Insitutc o f Government. 
Albany. New York; June 2000.

A laska D epartm ent of R evenue, Tax Division
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Private costs for collecting and remitting sales tax are generally higher for small- and medium- 
sized businesses. In Washington, the cost to businesses to collect and remit sales tax was 6.47 
percent of total sales tax collections for small, 3.35 percent for medium and 0.97 percent for large 
retailers.'21 Many states allow businesses to retain a small percentage of the sales tax collections to 
at least partially cover the costs of the tax collection service.

Changes in Technology

Sales Tax
Use of the Internet directly affects a state’s ability to collect sales tax revenues. Taxing sales over 
the Internet would lead to higher cost to businesses of complying with almost 7,500 state and local 
sales tax jurisdictions. In response, state governments have joined together to propose streamlining 
existing sales taxes. The key features of these proposals include uniform definitions, simplified 
exemptions, simplified rates, state administration of local sales taxes, uniform auditing and states 
assuming a greater responsibility for implementing the system.

P e t r o l e u m  F i s c a l  S y s t e m

The C urrent System

There are four major components of the fiscal system for oil and gas:

• Ad Valorem Property Tax — A 20 mill levy on all petroleum production and transporta­
tion equipment.
• Severance (Production) Tax — A tax on production of up to 15 percent of value.
• Royalty — An ownership interest of an average 12.5 percent of production value.
• Corporate Income Tax — An income tax on oil and gas corporation net income of 9.4 
percent.

A discussion of each of these taxes can be found in Section IV, Oil Revenue, beginning on 
Page 39,

Adequacy of the C urrent Svsteni

There are at least two criteria for evaluating the adequacy of a fiscal system:

• The share of the (pre-tax) profits from oil and gas activity in the state that the state 
receives.
• Whether the system encourages or discourages investment in the state.

“ Retailers* Cosl ol' Colluding and Remitting Sales Tax." by Mary Welsh and Frederiek C . Kiga, Washington Slate Department 
ol' Revenue. Olympia. Washington: December I99H.
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A key parameter for examining the presence of these properties is the degree of progrcssivity of 
I '-  fiscal system.

P r o p o r t i o n a l .  P r o g r e s s i v e  a n d  R e g r e s s i v e  F i s c a l  S y s t e m s

A proportional fiscal system is one in which the state's take is proportional to the profitability of the 
project. A system where the state’s share of profits increases as profits increase is progressive. A 
system where the state’s share of the profits increases as profits decrease (and decrease as 
profits increase) is called regressive.

Regressive systems create investment risk. Because the state’s take is high m low prices, the risk 
to the investor of either high costs or low prices is exacerbated. Regressive systems also result in 
low government takes at high prices.

Alaska’s petroleum fiscal system is regressive. The state’s share as a percentage of the profits 
drops at higher prices. For instance, in FY 1999 when the wellhead price for North Slope oil 
averaged just $8.50 per barrel, we estimate the state’s share to be about 45 percent of the pre-tax 
profit (assuming $3 per barrel in upstream operating and depreciation costs). In 2000, the wellhead 
price averaged $19 a barrel and we estimate the state’s share of the pre-tax profit at a little more 
than 30 percent.

Alaska’s share of the profits at low prices is higher than many other oil-producing nations earn at 
comparable prices, but when prices are high is lower than most other governments earn.

The chart below illustrates Alaska's regressive fiscal system compared to what progressive and 
proportional systems might look e.

Regressive, Progressive and Proportional 
Fiscal Systems

“ ^ “ Alaska Fiscal Tnko As Porconlago o f Oil Price 
" ••P ro p o r t io n a l Tax System 
“ "♦"•Progressive Tax Systom

20 Alaska Department of Revenue, Tax D ivision



H B  1  M o v e  L e g i s l a t u r e  t o  A n c h o r a g e  F i s c a l  N o t e  C a l c u l a t i o n

FY 98 FY 99 FY 00
% Change Anchorage CPiU 1.5% 1.2% 1.2%

A dm in is tra tio n 81.7 74.7 74.7
Com m erce 105.1 105.1 105.1
C o rre c tio n s 59.9 59.9 59.9
E duca tion 92.7 92.7 92.7
E nv ironm en ta l C onse rva tio n 86.7 89.3 92.0
F ish and Game 205.7 208.2 210.7
G ove rno r
Health & S oc ia l S e rv ices

755.0 610.2 616.3

Labo r 55.4 58.2 61.1
Law 318.7 258.7 258.7
M ilita ry  and Ve te rans A ffa irs 8.0 8.0 8.0
Natu ra l R esou rces - “ *
P ub lic  S a fe ty  To ta l 70.7 70.7 70.7
Revenue 145.4 151.2 157.3
T ra n spo rta tio n  and P ub lic  F ac ilit ie s 86.9 90.7 94.6

Tota l E xecu tive  B ranch 2,071.9 1,877.6 1,901.8

FY 01 FY 02 FY 03 FY 04 FY 05 FY 06 FY 07
1.5% 1.5% 2.0% 2.0% 2.5% 2.5% 2.5%

74.7 91.0 85.3 85.3 85.3
105.1 117.1 117.1 117.1 117.1
59.9 66.7 66.7 66.7 66.7
92.7 103.3 103.3 103.3 103.3
94.7 96.6 99.0 101.5 104.0

213.8 229.2 234.9 240.8 246.8
623.7 841.2 696.9 714.3 732.2

395.4 395.4 395.4 395.4
64.1 61.7 63.3 64.9 66.5

258.7 355.1 295.4 295.4 295.4
8.0 8.7 8.7 8.7 8.7

70.7 78.8 80.7 80.7 80.7
163.5 162.0 166.1 170.2 174.5
98.8 96.8 99.2 101.7 104.3

1,928.4 2,703.7 2,512.1 2,546.1 2,581.0

Revised by OMB/BP 3/16/01 
Page 2 o f 2



Alaska State Legislature

Please en ter in to  the record  m y testim ony  to the  H O U S E  S T A T E  A F F A IR S
committee name

C om m ittee on HB 10 /  Incom e T ax Bill 
bill # /  subject

Signed: L aw ren ce  D. M eshkin  and  M arie  H. H olley
Testifier

Ourselves
Representing (optional)

950 N. Balsam Circle, Wasilla, AK. 99654-5552
Address

(907) 357-7515,
Phone number

March 22, 2002

We very strongly disagree with the graduated income tax plan as a way to pay the expenses of this state.

Many American, due to its inequality and unfairness, hate the graduated (or so-called “progressive”) income 
tax. It has been the subject of intense debate at the national and state level.

We feel that the graduated income tax treats citizens unequally and is blatantly unfair, discriminatory and 
immoral. Immoral because taxes are private property (money) taken by the state through the use of force and 
used for other people’s benefit. The taxpayer may not use most of the services he is forced to pay for. It would 
be immoral if I went to my neighbor’s house and forced him to pay for my child’s shoes. I would be branded a 
thief. This is exactly similar to what it done with much of government services.

This proposed state tax would give the burden of paying the majority of the state’s expenses to only the 
wealthiest of its citizens and also to those who are not its citizens. The rest of Alaskans would pay little or none 
of this tax. The citizens who paid little or none of this tax may even use more government services than those 
who paid for it would.

Citizens who paid little or no tax would not work to keep government expenses under control because they 
wouldn’t have to pay for it. They may even use government services more wastefully and freely because



someone else is paying the bill. They could vote for more government services that they didn’t have to pay for. 
It could be sort of like having all of your married kids living at home eating all of the food, leaving the lights on 
and having the furnace turned up high since they weren’t paying the bill.

The national income tax used lo be unconstitutional because it was a direct tax. Then the constitution was 
changed. When first introduced, the income tax was very low until it finally grew into the nightmare that it is 
today.

Another objection I have to this tax is that it would also tax a non-resident, who does not live here and would 
use none of the state services to the degree that he is forced to pay for them. Some people like to think that there 
is a pile of unearned wealth sitting somewhere and that it is the job of the state to distribi"^ it to those it sees fit. 
They feel that a non-resident is somehow collecting unearned wealth for himself in some immoral manner.
They feel that he is taking a job away from an Alaskan and that he had belter pay for that “privilege”. Jobs (nor 
wealth) are not created by the state to be handed out to the politically favored. In a free country, they are created 
by private industry, which enters into voluntary exchanges of goods and services with free individuals (workers 
and consumers). Alaska used to force people to have resident cards in the past (as if this were the former USSR) 
to be able to work here until it was ruled to be unconstitutional. This residency card sentiment remains strong 
and some people feel that an income tax is a way to get non-residents to pay for these supposed wrongs against 
the state that he is committing by working here.

I like this quote from the recently departed philosopher, Robert Nozick: "Taxation of earnings from labor is on a 
par with forced labor".

Here an observation made by Frederic Bastiat, a 19th century French philosopher-economist: A man who 
produces while others dispose of his product is a slave. That's the essence of slavery: one person forcibly used 
to serve the purposes of others. See the following web link 
h(tp://www.icwishworldreview.coin/cols/williams091599.asp

Here is a statement from Walter Williams (Walter E. Williams is the John M. Olin Distinguished Professor of 
Economics at George Mason University): Plunder is when people forcibly take the property of another. It's 
legalized plunder when people use government to do the same thing. Or, as Bastiat put it, "The state is the great 
fiction by which everybody tries to live at the expense of everyone else." See the following web link: 
hltp://www.worldnetdailv.com/news/artiue.asi:)?ARTICLE 1D=23576

Alan Keys (2000 presidential candidate) said: “Any income tax is tax-slavery”
See web link: http://www.issues2000.or<r/More Alan Kcves Tax Reform.htm

The following is a quote from a scholarly work by Christopher Stuart Young called "Death o f tlw 1040: 
Replacing the Federal Income Tax."
"As government increased its role in financing social programs, income taxes became heavier and heavier, and 
the inherent nature of our progressive income-tax system became apparent: it was a tool for forced 
redistribution of wealth by the state.
"Perhaps not many Americans today recognize redistribution of wealth by the state as a major goal of 
communism. Karl Marx and Friedrich Engels, authors of The Communist Manifesto in 1848, would be pleased 
to see that we have come to tolerate and even embrace one of their major tenets designed lo lacili'ate the 
conversion of an 'advanced' free-markct nation to communism.
"Tenet No.2 of The Communist Manifesto calls explicitly for 'a heavy progressive or graduated income tax.'
"Is it any wonder that we experience injustice and confusing complexity as we strive lo adapt this communistic 
method of taxation, a progressive income tax, to what we uphold as sacred-a free society and a free economy 
that enjoys the creative and productive motivations of free enterprise?”
See these following 2 web links: 
http://www.nccs.net/store/ncwsletter/mar96nl.html

http://www.icwishworldreview.coin/cols/williams091599.asp
http://www.worldnetdailv.com/news/artiue.asi:)?ARTICLE
http://www.issues2000.or%3cr/More
http://www.nccs.net/store/ncwsletter/mar96nl.html


Go to this web link for The Communist Manifesto and dc  ̂search for progressive or graduated income tax: 
http://csf.colorado.edu/nsn/marx/Archive/1848-CM/cm.lttml

o In Alaska we spend around $ 12,000 for every man women and child in Alaska. Hawaii spends around 
$5,000 for every man, woman and child and this is considered high. We have a small population with the 
budget of some small countries.

• Cut slate spending and implement a constitutional cap for our out of control spending. Shrink the 
government bureaucracy and waste that has been created from all of the past (now dwindling) oil wealth.

• Sell state land and assets starting with the Alaska Railroad (governments should not be involved in what 
should be a private concern in a free country),

• Return to only constitutionally mandated government services. If our constitution rewards some citizens at 
the expense of others, then change it at some future date.

• Privatize where it is at all possible. Go to users’ fee based system where it can be done.
• The fuel tax for the road system is just one example that is sort of a user’s fee program. People then pay for

what they use (the road system) by their own free will and choice. This fuel tax should be only used for the 
road system and nothing else. The fuel tax should be marked on the fuel pump like the price of gas so that it
is not hidden. There should be no hidden taxes. We should know the price we pay for government to keep it 
under control. People should be fully aware of any taxes they pay just like for private goods and services.

• Don’t create a system of legalized plunder with an income tax to force some people to pay for other 
people’s consumption of government services.

• We can do better in cutting spending than what has been done. We must do this because it is the right and 
moral thing to do.

• Taxation is a moral issue because it involves the use of force (by government) upon people who have not 
threatened or harmed other people.

• Passing an income tax would be wrong and immoral for some of the reasons we have listed above. It matters 
not that other states and the federal government have an income tax. Being in the majority does not make- 
the majority right. Not all laws are right nor necessarily moral just because they are legal. Slavery used to be 
legal in our national past.

We respectfully ask you to please vote no on any income tax proposal.

Thank you for your time and efforts.

Lawrence D. Meshkin 
Marie H. Meshkin 
950 N. Balsam Circle 
Wasilla, AK 99654-5552 
907-357-7515 
meshkin@hotmail.com
mahollev@hotmail.coni

http://csf.colorado.edu/nsn/marx/Archive/1848-CM/cm.lttml
mailto:meshkin@hotmail.com
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C S  F O R  H O U S E  B I L L  N O .  10( )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWENTY-SECOND LEGISLATURE - SECOND SESSION

BY

O ffe red :
R eferred :

Sponsor(s): R E P R E S E N T A T IV E  M O SES

A  B I L L  

F O R  A N  A C T  E N T I T L E D

"A n  Act relating to the taxation of income."

B E  IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

* Section 1. AS 43.20.011 is amended by adding new subsections to read:

(g) For each taxable year or fractional part o f a taxable year after 

December 31, 2002, there is imposed a tax upon the taxable income o f every resident, 

nonresident, and part-year resident individual and fiduciary o f  the state. The tax 

imposed by this subsection is determined as a percentage o f the taxpayer's entire 

federal income tax liability, except that the tax on a nonresident or part-year resident 

individual or fiduciary is the tax determined as a percentage o f  the taxpayer's eitire 

federal income tax liability multiplied by a fraction the numerator o f which is the 

taxpayer's taxable income from sources in the state and the denominator of which is 

the taxpayer's taxable income from all sources. The tax is determined as follows: 

if  the taxpayer's entire federal then the tax, as a percentage

income tax liability is: o f the taxpayer's entire federal

income tax liability, is:

WORK D R A F T  WORK D R A F T  WORK D R A F T
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not more than $20,000 15 percent

over $20,000 20 percent.

(h) An individual shall determine the tax under (g) o f this section using the 

same filing status as used on the individual's federal income tax return.

* See. 2. AS 43.20.030(a) is amended to read:

(a) An individual, fiduciary, [IF A] corporation, or [A] partnership that has a 

corporation as a partner, that is subject to the tax imposed in AS 43.20.011 and is 

required to make a return under the provisions o f 26 U.S.C. ( [THE] Internal Revenue 

Code), [IT] shall file with the department [, WITHIN 30 DAYS AFTER THE 

FEDERAL RETURN IS REQUIRED TO BE FILED,] a return setting out

(1) the amount o f tax iue under this chapter, less allowable credits 

and paym ents claimed against the tax; and

(2) other information for the purpose o f carrying out the provisions o f 

this chapter that the department requires

* Sec. 3. AS 43.20.030(c) is amended to read:

(c) The [NOTWITHSTANDING (a) OF THIS SECTION, THE] total amount 

o f tax imposed by this chapter is due and payable to the department at the same time 

and in the same manner as the tax payable to the United States Internal Revenue 

Service.

* Sec. 4. AS 43.20.030(d) is amended to read:

(d) A taxpayer [, UPON REQUEST BY THE DEPARTMENT,] shall file 

w ith the  re tu rn  [FURNISH TO THE DEPARTMENT] a [TRUE AND] correct copy 

o f the taxpayer’s tax return [WHICH THE TAXPAYER HAS] filed with the United 

States Internal Revenue Service for the taxable y e a r. Every taxpayer shall file an 

am ended re tu rn  with the departm ent, and rem it any additional tax and in terest 

due, [NOTIFY THE DEPARTMENT IN WRITING OF ANY ALTERATION IN, 

OR MODIFICATION OF, THE TAXPAYER'S FEDERAL INCOME TAX RETURN 

AND OF A RECOMPUTATION OF TAX OR DETERMINATION OF 

DEFICIENCY, WHETHER WITH OR WITHOUT ASSESSMENT. A FULL 

STATEMENT OF THE FACTS MUST ACCOMPANY THIS NOTICE. THE 

NOTICE SHALL BE FILED] within 60 days after the final determination o f the

C SH B  10( ) -2-
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taxpayer’s federal tux liability [MODIFICATION, RECOMPUTATION OR 

DEFICIENCY, AND THE TAXPAYER SHALL PAY THE ADDITIONAL TAX OR 

PENALTY UNDER THIS CHAPTER]. For purposes o f  this section, a final 

determination means [SHALL MEAN] the time that an amended federal return is 

filed or the date a federal [A NOTICE OF DEFICIENCY OR AN] assessment is 

m a d e  [MAILED TO THE TAXPAYER BY THE INTERNAL REVENUE 

SERVICE, EXCEPT THAT IN NO EVENT WILL THERE BE A FINAL 

DETERMINATION FOR PURPOSES OF THIS SECTION UNTIL THE 

TAXPAYER HAS EXHAUSTED RIGHTS OF APPEAL UNDER FEDERAL 

LAW].

* Sec. 5. AS 43.20 is amended by adding a new section to read:

Sec. 43.20.032. Tax calculation for nonresidents and part-year residents 

and fiduciaries, (a) In computing the tax under AS 43.20.011(g) o f  a nonresident or 

a part-year resident individual, or a fiduciary, the part of the taxpayer's taxable income 

attributable to sources in the state is determined under AS 43.20.040.

(b) In computing the taxpayer's taxable income attributable to sources in the 

state for a nonresident or a part-year resident individual, or a fiduciary, deductions and 

adjustments are allowed only to the extent that they are connected with income that 

arises from sources in the state or property having a situs for taxation in the state.

* Sec. 6. AS 43.20.040(b) is amended to read:

(b) In this section, income is from a source having a taxable or business situs 

in the state if  it is derived from

(1) owning or operating business facilities or property in the state;

(2) conducting business, farming, or fishing operations in the state;

(3) [REPEALED

(4)] a partnership th a t [WHICH] transacts business in the state;

(4) [(5)] a corporation that [WHICH] transacts business in the state 

and that [WHICH] has elected to file federal returns under 26 U.S.C. 1361 - 1379 

(Subtitle A, Ch. IS, Internal Revenue Code) [SUBCHAPTER S OF THE 

INTERNAL REVENUE CODE];

£5) [(6) REPEALED
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(7)] engaging in any other activity from which income is received, 

realized,, or derived in the states

(6) w orking for salary o r wages in the state;

(7) an estate o r trust deriving income from  sources in the s ta te .

* Sec. 7. AS 43.20.040 is amended by adding a new subsection to read:

(d) With regard to the tax under AS 43.20.011(g), if  a business, trade, or 

profession, other than the rendering of purely personal services, is carried on partly 

inside and partly outside the state, the income from sources in the state is determined 

under AS 43.19 (Multistate Tax Compact).

* Sec. 8. AS 43.20 is amended by adding a new section to read:

Sec. 43.20.062. C redits against tax. (a) The amounts deducted and withheld 

as taxes under this chapter during a calendar year are allowed as credits to the taxpay> r 

against the tax imposed by this chapter.

(b) A resident oi pait-year resident is allowed as a credit against the tax 

otherwise due under this chapter the amount o f income tax imposed on the taxpayer 

for the taxable year by another state or territory o f the United States on income derived 

from sources in the other state or territory that is also subject to tax under this chapter. 

However, the credit allowed in this subsection is limited to that proportion o f the tax 

computed under this chapter that the taxable income from the other state or territory 

bears to total taxable income, and the credit may not exceed the actual tax paid to the 

other state or territory.

(c) An individual or fiduciary is allowed as a credit againsi the tax otherwise 

due under this chapter the amount of any real and personal property taxes paid by the 

individual or the fiduciary to a municipality in this state under AS 29.45.

* Sec. 9. AS 43.20.065 is amended 1o read:

Sec. 43.20.065. Allocation and apportionm ent. A corpora te  taxpayer who 

has income from business activity that is taxable both inside and outside the state or 

income from other sources both inside and outside the state shall allocate and 

apportion net income as provided in AS 43.19 (Multistate Tax Compact), or as 

provided by this chapter.

* Sec. 10. AS 43.20 is amended by adding a new section to read:

CSHB 10( ) -4-
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Sec. 43.20.171. Collection of income at source, (a) Every employer making 

payment o f wages or salaries after December 31, 2002, shall deduct and withhold an 

amount o f tax computed in a manner to approximate the amount o f  tax due on those 

wages under this chapter for that year. The employer shall remit withheld taxes to the 

department, together with a return or report prescribed by die department, at the time 

or times required by the department by regulation. The department shall publish the 

rate o f withholding required by this section. Every employer making a deduction and 

a withholding shall furnish to the employee no later than January 31 o f the succeeding 

year, or within 30 days after termination o f employment, whichever is earlier, a 

written statement on a form prescribed by the department showing

(1) the name and taxpayer identification number o f  the employer;

(2) the name ano social security number o f the employee;

(3) the total amount o f wages and other compensation; and

(4) the total amouni deducted and withheld as tax.

(b) Every employer making payments o f wages or salaries earned in the state, 

regardless o f the place where the payment is made,

(1) is liable for the payment o f the tax required to be deducted and 

withheld under this section and is not liable to an indh idual for the amount o f the 

payment; and

(2) shall make return o f and pay to the department the amount o f  tax 

levied that the employer is required to deduct and withhold under this chapter.

(c) An employer who fails to comply with this section is subject to the 

penalties set out in AS 43.05.220(d).

(d) If the employer is the United States or the state or a political subdivision of 

the state, or an agency or instrumentality o f one or more of those entities, the return of 

the amount deducted and withheld on wages or salaries may be made by an officer o f 

the employer having control o f the payment o f the wages or salaries or who is 

appropriately designated for that purpose.

(e) In this section, "employee," "employer," and "wages" have the meanings 

given to them under 26 U.S.C. (Internal Revenue Code).

* Sec. 11. AS 43.20.200(b) is amended to read:
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(b) The same period o f limitation upon the assessment and collection of taxes 

imposed under fhis chapter and the same exceptions to it shall apply as provided in 26 

U.S.C. 6501 - 6503 (Internal Revenue Code). In the case o f additional tax due by 

reason o f a modification, recomputation, or determination o f deficiency in a taxpayer's 

federal income tax return, the period o f limitation on assessment commences from the 

date that the am ended re tu rn  [NOTICE] required in AS 43.20.030(d) is filed, anda if  

no am ended re tu rn  [NOTICE] is fileda the tax may be assessed at any time.

* Sec. 12. AS 43.20.340 is amended to read:

Sec. 43.20.340. Definitions. In this chaptera

(1) "bank" means a financial institution including a national banking

association;

(2) "corporation" includes an association, joint-stock company, and an 

insurance company;

(3) "fiduc ia ry"  means an estate, trust, guard ian , trustee, -xecutor, 

adm in istra to r, receiver, conservator, or a person acting in a fiduciary capacity 

for ano ther or for the estate of a deceased person; [REPEALED]

(4) "fiscal year" means an accounting period o f  12 months ending on 

the last day o f a month other than December;

(5) " ind iv idual"  means a n a tu ra l person, m arried  o r unm arried , 

adu lt o r m inor, w ho is subject to the obligation to nay an incom e tax under 26 

U.S.C. (In ternal R evenue Code) ["INCLUDES" AND "INCLUDING" WHEN 

USED IN A DEFINITION DO NOT EXCLUDE OTHER THINGS OTHERWISE 

WITHIN THE MEANING OF THE WORD DEFINED];

(6) "Internal Revenue Code" means the Internal Revenue Code of the 

United States (26 U.S.C.) as the code exists now or as hereafter amended, as the code 

and amendments apply to the normal taxes and surtax on net incomes, which 

amendments are operative for the purposes o f this chapter as o f the time they became 

operative or will become operative under federal law;

(7) "nonresiden t"  means an individual who is not a  resident or 

part-year resident;

(8) "part-year resident" means an individual who becomes a resident

C S H B  10( ) -6-
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or loses the status of a resident [ENTERS OR LEAVES THE STATE] during the 

taxable year [AND WHO HAS RESIDED OR WAS DOMICILED IN THE STATE 

FOR A PERIOD OF LESS THAN 12 MONTHS DURING THE TAXABLE YEAR];

(9) [(8)] "person" means an individual, a trust, an [OR] estate, a [OR] 

partnership, or a corporation:

(10) "residen t"  has the m eaning aiven to the term  "sta te  resident" 

in AS 43.23.095:

(11) [(9)] "taxable year" means the calendar year or the fiscal year 

ending during the calendar year upon the basis o f which the net income is computed 

under this chapter; "taxable year" includes, in the case of a return made for a fractional 

part o f  a year under this chapter, the period for which the return is made;

(12) [(10)] "taxpayer" means a person subject to a tax imposed by this

chapter;

(13) [(11)] "trade or business" includes the engaging in or carrying on 

o f  a trade, business, profession, vocation, employment, and rendition o f services or 

commercial activity and includes the performance o f the function o f a public office.

* Sec. 13. AS 43.05.085; AS 43.20.012,43.20.013, and AS 47.45.120(a) are repealed.
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