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Is it really fair; lagical, or economically sound to give 184,000 children checks for $931.00 each
while taxing treir parents twee or wee omos that amount? This is no way to secure tihe happiness of
the people. You aro going t tax Mom and Oad just to give the Kids a dwdond check. Itused to be the
responsodity of the pvents to give their cbkiren an aiowance. Today wo are teibng tho children tret
from now on they shouldn't bug Mom and Dad about an allononce ¢ just talk to your legislator.  In most
cases, with both parents working and considering a hgh percentage of smgie parens working in Alaska,
therewin be no net gain from the dividend checks, because the taxes witf be higher than the Ovidends.

Let s compare taxkig the working class to gwe $3,000 to everyone over 85. ts it really far (and
ol what govermment purpose) to tax a single parent who is barely making ends meet, wttfe giving a bonus
1o retted persons who. in more than 25% cf cases, ha,a larger mcomes. The average per capta income
for Alaska in 1990 was $28,187.00. Al persons over 65 receive a bonus pkrs the* permanent fund
dwdend check. The bonus amounts t©$63,000,000 for21.000 people, whch ifconthued. wo-Jd come from
63.000 workerswho are taxed at least $1,000 each A* working people rrafcng more than $15,000 woUU
be taxed + whch woutt in many cases go to someone who 0 drawming a hgher mcome in retremenL OF
the 21.000 senior otzens who. as of Ma*ch 1.1991. were recevrg $3,000 each; $.000 had incomes of
$30,000 or more, itwmAJ take 15.000 taxpayers, at $i .000 each, pa: to pay $15,000,000 for tfts group
whose incomes already exceed tne average Alaskan's annual wage Thisam am tospaing fron the
havens togwe to rose who have enough. Those who a*e oroposng ns unuKred tax on me pecp'e
who ood for their bread (so others can eat r* must rtafcze me burden they are piaong on me peep* who
can lesst ord! VYneo legislators impose an unnecesw/ ta» on the sates otzens. we r**t hundreds
of thousands of peept. Ths is espeotfy true when we try to regulate human behawor (force chanty),
snce some eowson remseivts the ndtortwtofi o~ personal income.

Some legsators reason c d be re purpose of government to eouakze tcomomc power Can the
workng people of Aawa carry the rotated birttn of govermment spenpng to support tho e*$. *es of a
a ge nonworkng segment of v  stale who demand not o*y unnecessary serwees. but m aocton.

enormous amour™> of cold cash to eevaa thee buyng power? | fnd no reason why we mutt concern
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oursolvos with the redistribution ot the working people's personal income while we continue to give out
hundreds ot milliors ot dollars 1o every citizen who does nothing toeam it

Now the question is. '"How many nonworkers can the workers support?® Wo have to know
where tie lire ot rotusal to support stops inour system. Maybe it runs util itbecomes impaossible (or the
workers to handle the job any longer or when they see they can have a higher income by not working.
Are we approaching the breaking point? Here are some ot the figures lor people who help increase tte
costs ol govermment, but for obvious reasons contribute little to pay those costs: 179.939 under the age
ol 19; 25.000 college students in Alaska at Wi-urne equivalency; 22,095 seniors over the age ol 55.34 ot
whom have no tax lidality, 2.350 inmates in the state correction system; 17.300 average per year
unemployed ¢ a total ot 229.384 indrvxJuas receiving permanent fund dwdend checks (excluding felons
who arc now inefagtte). In essence, this results in ttre empoyed worlkers ol Alaska being forced to pay lar
almost 230.000 d.vdend checks dstrbuted tomdvduaS who are not wortong

Taj/IQr* wortjng<imandpang r* rtvm;jt* » rw norwartIng*rgmmc ol apop/awn
il tr»»cni ion orw&isoni tow jMcimrton puwetv Kowy.

An interesting sde note to Ifcs issue is that under the permanent fund dividend program *hoto
harmless* provisions, the state wii pay 524 mOon in federal mcome taxes on behalf of certain low
income PFD reopents toens«/e trat theyw i not be taxed, because they exceed the* lowincome bmts
and thereby become loe-'gb'e lor feceral govermment programs they are currently covered under. An
adtacnal 55 nfion plus a a seated by D# stave to pay ledrai taxes under the hadJd ham'ess btneSt tor
reopens of the tongewty bonus, who woufd become <ne $P e lor programs such as medcad wth the
odttona! meome. Each of the 158.003 taxpayers woud have to pay St20 to pay ths tax of the *poor*.

Of come, these hod harmless pronsons are jus: two tax elempcon benets avowed to certan
groups of peopt Another wewknown safe jxs-dy« the payment of 53 mfion r property taxes to
mjncpakoes on behald of tenor ct:r.t How obout the state paying 80% ot monthly rents lor
thousands who dam povtrr b(A the mcome hom tte s» e d not courted

Too many of my coleagues a*e rawing al over each oder tobe canowed as me patron sa*t

and savior of the permanent tjnd dvoend program

s/n/ta i N



W hat Art The Personal Income Tax Rates?

Many legislator* faJto see mat me income tax they repose will sake **a> any dvktend me
wo&ng<dass and me rch menwy j # receive. The re* at formme Depanmen: a! Revenue designed
from H8 1$< and proposed by members of me House Democrats m :9€S wo/e have been sen: tc each
taxpayer, making itdear by teing the taxpayer to subtract the dvdend credit fron their tax Lab ty.
The Depatment a'so estmates a rebate to the state of Si6.6 mfoon from the dvcencs. Thus tamies
earning more than $25,000 for s<ng't taxpayers or $40,000 for joint statement, wl be dep’rved of me
mcome of thelr chudren's dividend chec*s Famx es («ndy&ng children) who keep me* tnccme be’o*
S12,000 ayea' wtB recede a tfta’Ocaton of ttadend decks.

Emobonai Bogans a*e useful for rabwvng pecpe 1 a cause, but slogans a*e no susstitute for
thought Take, for insance. V# mm: have an income tax to make the norwtsrfem worker pay for
wprtung inme state* The Department of Revenue, m a hypomeoca case, anayzed mat a $300 rtfion
mncome tax vcens'O woud ony bnngm St7 mi«n from cutestate workers. Does stmake sense, men.
o tax Cursives S283 m.; on pst toget Si7 m*on? Resoem workerswoud pay 95% of me tax. *h.e
out-d-suit's woutd pay 5%.

Anomer raoorae far paying state income axes « mat may can pe cec-cted from you* feora

tax Because we have no state ncome tax $66 m*on says w.m me feoera government earn yea*
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(out of $399 million in federal taxes paid by Alaskans). This is termed the ‘federal tax leakage* In
other words, ifwe had a state income trx, 22 cents out of every dollar in income tax paid to the IPS
would stay in the state. Does it make sense 10 tax the working class $316 million to save the $86
milbon? Fthisis the case, then the sam j logic should apply to otter leakages 1o the federal government
Why not slop giving out permanent fund dividends and save trat $100 million leakage? Is this not a
reasonable tradeoff? And who will berefit” « me working people. With the PFD check increasing each
year, the federal tax leakage will dramatic™l increase.

I cannot reaty blame the Juneau representatives for pushing a state income tax because the
program itselfwould employ, ata minimum. 92 new people with a payrofl of at least $4.1 mibon ($50,000
for me average empfoyee including berefits), plus an enormous startup cost with new machinery and
office space required. At the same time, we wii stii be employing 92 full-time equivalent employees 1o
g:* autme dvoend checks.

CQurrently, state employees and teacher across the state are comparing or threa*r«ng to go
on sr<ke fora 3% 4% pay increase. However, many of them aso say they support an income tar |
am bemtiered by mar ratora zaton Don't they reaize that an income tax is atso a redixton in the*
wages? Do they not reaze that government workers a-c .eachrs far and above receve a higher
sa'4 7 man me average private worker and would pay a hgher percentage of taxes As everyone has
shared equally m me wea'm of Alaska mrough the PFD checks, so everyone should aw be wong to
shaft tqua’fym me dss through a redutton inme PFD vHt\ an mcore tax working peope a*e beng
forced to take too great a porton of me burden in repaong me Pit revenues

Others who advocate recmposmg me state income tax say peope were more -terested in
government when mty pad taxes The s reay gthCxng at stw . and 4 not borme out by me fects
Figures show a Aaska mat me pub’cs partcpato- in government, a terms of percentages of peope
wno vtted. has risen tree me end of me ncome tax in 1950 | fnd me pnvaa sector even more
nested today in potectrg mer pocxetdooks *#  me government

We shoud consider re tax rtvoti faer gong on al over me raton Take a hnt fran me state

orUcmgan. where me peop* recaied five De-ora: state senators who voted toncntu mer income

smi/es is me. tirrv martin



taxes, and replaced them with consorvativo Republicans. | wouldn't be surprised to frd a ot of requests
for recall procedures in this state, to be used on those who pass any bl fora new income tax or see a kt
of new faces after the November 3,1992 election in the state legislature.

No otter state allons a simple nmgjority of tie legislature 1o increase taxes on the citizens. A
number of states, by their constitution or state laws, require a 2/3 or 3/4 mgjority, and one state even
requires 4/5 of each house before a new tax increase can become effective. \Voter approval is required
in more than haH the slates, while hero in Alaska, the people are den ed this opportunity. The citizens of
Alaska, in 1983. were even denied the right to petition through the inftiative process for the right to vote
or. taxaton.

It borders on tyranny if our curvent legislature would invoke a new tax on the citizens, the
majority of whom they do not represent.  Itcertaind would be an affiratt t© the principles of a repute if
such acton were implemented.

Wo in Alaska have a gotten ggportunity to avott the mistake numerous states and Congress
have made by preventing the state from engaging m inftatonary detot spend ng, and forong taxaton on
our chittren and aur chdan's chwen « taxaton theyw.i be paying uot the death of democracy.

On the other hand, what a u*que legacy we can establish m Alaska, perhaps for the other
states to emw/ate. where future generators ¢ every chid borm in A'laska « can hope to grow up to er\oy
no state taxation B'essed may be the young Alaska's for they $ha« rot interit state debt. Once they
start provtthg for themsoves. b*ng independent. seS retart Alaskan breatfmmne™*. they can be sure the
state «ri not take a bg s&ce of it A rew*come tax* re worst type of captai pumhmenj we coPd
impose on the future geneatons. especay when re state is coiectimg more taxes ran is absolutely
necessity. This may be consttered tegafczed rtbbry. R« sad rat re income a* has made more tars
out of the American people than any ortr insttuwn. Alaska does not need to ado to r s temptation

Once a new tai « put nito taw. re*# woid be nu fenc to now hgh future -egsaves coud rase
4. Alatkara used to pay an ad&tora 16% torre ax of re* itera tax tothe sate. Nor would
mere be any fcr< on the gromth of sate government as some suggest You oonT tee re federal

govenvrent decrease as people pay a m . nor od the sate government decrease when an income tat
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was imposed. The new tax is a threat to every individual's personal ond family well-being. The stale
does not need the extra revenue. The legislature was not created to devour the savings ol 1he widows,

nor the income of the single parent who struggles to provide for the needs of her or his children

BLESSED BE A STATE WITHOUT INCOME TAXI!!



REIMPOSING THE PERSONAL INCOME TAX

Tostimony of BP Exploration (Alaska) Inc.
to the House State Affairs Commltto
on HB 525

By Thomas K. Williams
Director, Government & Public Affairs

April 13. 1992

Mr. Chairman. Members of the Committee Good morning My name is Tom
Williams and | am Director of Government and Public Affairs for BP Exploration
(Alaska) Inc. My testimony today will share with you some thoughts about lhe
personal income tax and its potential for being pad of a solution to the larger issue
ol balancing state spending and revenues as oil production declines.

Some of you may recall that | was Commissioner of Revenue when the
personal income tax was repealed in 1980. and it may bo useful to recall what
happened then. State Representatrve D>Ck Randolph had been spearheading an
initiative petition to "repeal* the personal income tax. Actually, since the state
constitution does not allow initiatives to repeal taxes, tha "Randolph Initiative* would
have amended the tax rates SO as to reduce the tax to insignificance. As an
alternative to the Randolph Imuauve. Governor Hammond end the Legislature
chose not to repeal the tax. but to reduce tton the basis of how long an individual
taxpayer had been an Alaska resident. Non-res*dems and those who had resided
here lor less than a year paid the fun amount ol tax. One-year residents paid two-
thirds of what they otherwiso would have paid, two-year residents paid only one*
third And those who had resided here for threo years or longer would pay no tax at
an. This approach was not unlike the one in the ongmal Permanent Fund Dividend
program enacted oi the same time, undor w h o each Alaska resident would have
receded a dividend ot $50 foreach M year of residency smco Statehood, up toa
maximum of $1,000

Both ihe dividend program and the residoncy based phase-oul of tho income
uu wero challenged in court in a sot coned Zobei v Wiliams winch was Wed Apni
28. 1980 |was named as the defendant m tho case because, as Commissioner of
Revenue. | was response for odmmistonng both the dividends and the income



lax. On June 27,1980 the state Superior Court struck down both programs as
unconstitutional. The Alaska Supreme Court granted an expedited appeal, and on
Soptember 4, 1980 itissued an order affirming the Superior Court's ruling that the
residency-based income tax is unconstitutional The Supreme Court's opinion
explaining its decision was issued September 19.

On Soptembor 4, 1980 ¢ lhe same day that the Alaska Supreme Court
issued its order striking down the residency-based income tax * Governor
Hammond called a Special Session of tho Legislature to convene on September
22nd. Acting in only three days, tho Legislature passed a law repealing the
personal income tax altogether, rejecting suggestions lo suspend the tax for a
period of time such as ten years. Governor Hammono signed the legislation into
law on September 24, 1980 ¢« the same day the Special Session adjourned.

At the time, tho repeal of the personal income tax was criticized for three
different reasons. First, the cntics warned that repealing the tax would cut off the
citizens of Alaska from any sense of paying for the state governmental services they
receive. With no cost to themselves, the public's appetite for such services would
surely grow, according to tho critics, and politicians would feed that appetite by
pushing for more and more servicos and larger government. Second, the cntics
pointed oul that repealing the income tax would throw out the one effective means
Alaska had of taxing non-resident transients coming here to make lots of money
from state resources like fish, and then going back home Outside without having
made any contnbution to Alaska Third, the critics noted that, without the porsonal
income tax or some similarly broad state tax. economic development would not end
up paying for the legitimate demands for more schools, roads, etc. that such growih
wodd generate While development and diversification of the economy were seen
as desirable, evon essential for the state when itgot to tho down side of the
’Prudhoe curve’ of dil production, ihe cntics cautioned that repealing the income tax
would mako the state government even more dependent on petroleum revenues
because all The other seciors of the economy would be failing to pay their own way.

From the perspective of today, it looks like the cntcs of tax ropeal were nght.
The size and cost of government have steadily increased despite repeated efforts
by present and past Administrations and Legislatures to reverse the trend. Out*
siders continue to exploit our resources and economy without paying for it And.
paradox cad!/. the growth of lhe non-petroleum sectors of Alaska s economy has put
the state deeper in the hole in terms of dependency on petroleum revenues

However, just because the warnings 12 years ago about repealing the
personal income tax were correct, itdoes not necessarily follow that Alaska should
re-impose the income tax now. Re-impos<tion of the tax s one of several options
that Alaska could choose, separately or in combination, to deal with its looming
budgetary problems |would like to review bnefty those options and then suggest to
you a process fordeod»ng what to do.

One option. which the House in particular has been considering this year, is
user fees. In one sense user foes are the fairest approach to raising revenues
because only those who use particular government servces pay for those services
However, there are somo drawbacks to user foes First, for many government

&



programs user fees would be inappropriate, counterproductive or even absurd. [t
would make littde sense, for example, to have user tees to cover the costs ol
processing applications for need-based welfare assistance. Second, user lees aro
regressive in the sense that they are the same regardless of how easy or hard itis
lor the user to afford them. Third, there could be legal problems with user fees for
certain kinds of services, particularly if the "service* is something that the state has
imposed as a requirement on its citizens.

A second option is to raise taxes. Among the options here the income tax is
attractive because itcan readily be a progressive tax - in other words, those who
can better afford to pay more do so because the rate goes up the higher thoir tax
bracket is. Another possibility is a state sales tax. In its pure form this is a regress-
ive tax, but some degree of progressive can be created by exempting certain
essentials like food or medicine from the tax. A third possibility is some type of
value-added tax or a tax on gross receipts, but this is both regressive and infla
tionary since itcauses pnces for goods and services to nse.

A third option is to reduce spending. This is never an easy task politically,
but in Alaska 'rttS doubly difficult because half of the state operating budget is spent
on formula programs. A third of tho operating budget goes to municipalities and
school districts. For those local areas with a fully developed, cash-based economy,
those grant programs serve to roduce the amount of local taxes that otherwise
would havo to be paid. And for those areas where traditional non-cash lifestyles
continue, these programs make the differenco between having local services and
going without.

A fourth option is to use income of the Permanent Fund. Historically, this is
what the Permanent Fund was established for~ to be an endowment to hoip with
the costs of government after the oil runs out. This is why the Permanent Fund
amendment to the constitution says the income is to be deposited into the General
Fund unless otherwise provided by law. The idea of dividends didnl become law
until four years later, in 1980. when Governor Hammond saw dividends as a way to
create a strong public constituency to defend the Permanent Fund and preserve it
for the future His idea certainly worked since now there is such a strong constitu-
ency for the Fund that proposing to tap the income from itmay be tantamount to
asking for tar and feathers.

To reach a solution to the impending budget cnsis. itis no: necessary that the
Legislature and the Governor "jump off the cfifT together, instead, itis necessary to
educate the public and. through repeated feedback with them, develop consensus
‘bout what should be done. The efforts we are seeing this year are brave and
commendable, but they soem to bo tackling the problem backwards from how the

public wants itdo be done

While you obviously have your own independent means of assessing public
sentiment, our sense is that the public wants state spending to be cut before there
are any significant new taxes, user tees or other measures to buti up the revenue
sxJe of the state budget In a sense this ts unrealistic because only half of what the
state ts spending goes to the "bureaucracy" that the public wants cut: the rest goes
directfy to the public or local government through the formula gram programs It



state spending is to be cut significantly, there will have to be cuts in formula
spending, which in tum wMi mean either that local programs are cut or eliminated, or
that ocal taxes will incre, »sii to compensate for the reduction in support coming from
the state. This dimension of the budget problem is not well understood by the
public ¢« in faci itdoes not seem to be well understood even by local school and
municipal officials since so many of them have come to Juneau this year asking for
increases Iin state grants and are not content with just the status quo. Clearly a
program to inform Alaskans about the true nature of the spending problem needs to
be undertaken.

At the same time the public is being educated about the formula grant
programs and how state spending cuts have to affed local government services,
there needs to be public discussion about what parts of the 'bureaucracy' should
continue and what parts need togo. So far the discussion has always been about
where to cut the oudget. This is an extremely difficult way to frame the discussion
because every program has its constituency to defend it and with almost every cut
there will be real people who wili be hurt or suffer as a result

We believe the discussion will bo more fruitful if ** instead of asking 'Where
should we cut?" - you were asking people 'What are the most important things that
government is doing foryou?" Asking people this question does not threaten their
own pet programs, and hence they will not enter the discussion on the defensive.
At the end of the process there will be a ranking of all the things the state is
spending money on, and then itwill be a straightforward matter of funding those
programs with the highest priority first and continuing down through lower and
lower pnonty programs until there is no more money loft to spend. The remaining
programs would then be discontinued or repealed.

This process will require a long discussion becauso itwill have to be repeat-
ed several times with progressively finer levels of detail. twill require political
leaders to give their voters feedback about the consensus that is emerging about
which programs are most important. If. for example, education comes out with the
highest pnonty. itdoes not mean an education monolith goes to the head of the line
to receive funding in the budget. The next round of community discussion could
ask. for example, what parts of the present educational system are most important -~
vocational training, school sports, after-hours use of school facilities by the public,
programs for the gifted, programs for the disabled, and so on. Or the second round
of discussion could focus on which goals of the present education system are most
important, so that programs best advancing the most important goals would have
the highest pnonty. A third round of scussion could then identify the programs that
are best at advancing the most important goals

By such a process of d<ak>gue with the public, feedback on the results of that
dialogue and further rounds of dialogue and feedback, each community can
develop a consensus about wh<h areas of stato spending should havo tho highest
pnonty. ttsm the Legislature that these local perspectives can then be fused into a
statewide perspective. Each legislator should defend the priorities of her or his own
(fcstrict and in the end those programs with the b'oadest consonsus supporting
them wui get the votes to bo funded and the unimportant ones wool



Once tho public has participated in tho exercise of cutting the budget and
real cuts have been made, they will be ready to discuss what revenue-
enhancements, ifany, they want to have in order to sustain the most important
services that havo been identified. A similar process of community dialogue and
feedback will help form a second round of consensus about which revenue-
generating options should be used.

The challenges of establishing a transition between today’s spending and
tomorrow's means are great. This is true for the oil industry as well as tho state. We
are striving for new ways of doing our business smarter, more effectively with fower
people, by forming creative problem-solving partnerships with our contractors and
suppliers, by continually challenging what we are doing ourselves to see ifsome-
one else can do itas well or better for less cost, and by companng notes with our
partners in the fields to identify and implement the best and most effective operating
practices. While this is difficult and often painful for us. we have no choice but to

respond to the decline in production.

The state, no less than industry, most address the realities imposed by
declining ail production. We can share with you our successes and failures in our
responses, to the extent they may be holpful in deciding what government should
do. Our employees can share ¢ indeed, we encourage their participation - in the
community dialogues that must be held to determine which government services
have the highest and best value. Itwill be a difficult and time-consuming process
that all Alaskans must go through, and itwill not be completed by this year's
elections. Indeed itis a process that should be ongoing. But we must devote the
time and energy to this process and make itwork, for itis scarcely an exaggeration
to say that the future course of our stale depends on the results.

Thank you for this to appear today and address the Committee.
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DIVISION OF LEGAL SERVICES

LEGISLATIVE AFFAIRS AGENCY
STATE OF ALASKA

1907) 465- U67 tw 465 2410

KIX (907) 465-2029 240 Mam Street, Stale 500
Mat! Stop J)O0I Juneau, Alaika 99601-2101
MEMORANDUM April 1, 1992
SUBJECT: House Bill 525, rcimposing individual income lax (Work Order

No. 7LS 2075D)

TO: Representative Gene Kuhina, Chair
House Stale Affairs Committee
ATTN: Annie Damilio

FROM: Juck Chen
Legislative

House Bill 525 would reimposc the individual income lax. If enacted in the form
introduced, the hill would take effect Junuary 1, 1993, and apply to income received
on and after that date.

You have asked whether the measure may be enacted (i.c. become Law with or
without m%nature of the governor or by override of a governor's veto) with a
provision that the measure’s operative provisions would be indc.ritcly suspended.

In my opinion, the legislature may pass a bill that, within it, contains a provision for
the indefinite suspension or deIaY of the operation of the measure's substantive
provisions, U and the passage of the measure containing a suspension provision

_L Toaccomplish suspension. asa trifling mailer, ibe Inuhldujt income Luc* should
(}I]) be impwed and. al 1he same lime. (2) be suSpended. @ with 1be prmitto*s that makes
the Yawpc«mon sobject 10 repeal by law. To that cod. secttoo 180t ibe current bit! should
be eliminated aod (be following o¢w materia! substituted
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’ Representative Gene Kubina
April 1, 1992
Page 2

would probably survive any challenge undtr a key constitutional provision generally
setting limitations on the legislature's authority to tax.

Suspension of a stututc is defined as the temporary displacement of a valid
legislative enactment by the execution of a later statute which is to prevail ..
Sutherland, Statutory Construction, 1A, see. 23.30. Suspension contemplates the
revival of the act that has been superseded. That revival may occur through u variety
of mechanisms including the legislature's passage of a measure that suspends the
operation of a suspending act. U.S. ex rcl Levev v. Stockslacer. 129 Ui>. 470, 32
LEd. 785, 9 S.Ct. 382 (1889) (joint resolution of Congress suspending an earlier
Congressional Act providing relief for certain heirs "until the further order of
con ress"glven its intended effect?. 8££ also King v. Sununu. 490 A.2d 796, 799-800
ﬁ[N. . 1985); Strand v. Village of Watson. 72 N.W.2d 609 (Minn. 1955), at 614.
hough typically .i legislature forestalls the coming into effect of a new law through
use of a delayed effective date clause, | have found nothing that would preclude, and
cannot think of any good reason that would preclude, putting into the legislation that
enacts. a provision directing the suspension or delay of the measure's operative
Provisions.

A provision suspending the operative Provisions_of a revived individual income tax
should not be found to contravene article IX, section | of the Alai <a constitution, the
provision harring suspension of the legislature's authority to levy and collect taxes:

TAXING POWER. The power of taxation shall never be
surrendersd.  This power shall not he suspended or contracted away,
except os provided In this article. »

(Emphasis added.) Alaska's courts have not been called qun to determine whether
this provision would prevent the indefinite suspension of the operative provisions of

#. urtimicd)
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ihc income lax in (he manner contemplated by the committee. The very brief
deliberation* on this provision during Ihc Constitutional Convention arc nol
dispositive. &

Decisions in other jurisdiction may be helpful lo an understanding of ihc purpose of
the language of this section.

The former Montana constitution, dating from the end of Use last century, contained
a provision facially similar to Alasku’s but limited in its effect to tnxation of

corporations:

relinquished or suspcrnlcd. and all corporations in this state, or doing
business therein, shall be subject to taxation ... on real and personal
property owned by them and not by this constitution exempted from

taxation.

Ariiclc 12, scclion 7, Montana Constitution 0f 1889. In a challenge to n statute
imposing an income lax. but exempting corporations from the levy, the Montana
Supreme Court, in MilL* *, State Board of Equalization. 33 I».2d 563 (Mont. 1931),
related this history:

|V jalkJ statutes exempting property, rights, or franchises, if made for
a valuable consideration received by the Legislature which cnacicd
such statutes, ate within the rules 0f decision specifying the description
of contracts entitled to protection from modification or repeal under

» Itbd mx rt*J ike record ot the AJjftha ComitlutkMUI Cuavrelioa bc.'pful lutb>
Minute* of ibe CouutiuikNu] CamsiltM , #t fufe 2MD. tkb cukiifc ijtpcurv
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the (impairment of contract) guaranty of the Federal Constitution.
Such was the holding of the Supreme Court of the United States prior
to the adoplion of (the Montana) constitution, in Union Pass. R. Co.
v. Philadelphia. 101 US.528,532,25 LEd. 912 ((1880)), wherein itwas
said: "Stipulations in n statute of ii Slate, exempting certain property,
rights, or franchises from taxation, or engaging that the same shall be
trued only at a ccriain rate, if made for a valuable consideration
received by the State whose legislature enacted the stipulation, is a
contract, and as such comes within the rules of decision specifying the
description of contracts entitled lo protection from modification or
repeal under the tenth section of the first article of the Constitution.”

lhcjniinifciLDuipMejtLthc piuhibnion against the relinquishment or
suspension of the power of taxation was to present the creation of
tutwiaiiom under piovBMm uf lay UKJnhLiiUM .mil
rorramtiofl-or-corporations was either iclmmihhcd durum the
existence of the corporationoumpcndcdioui definite period of time.

33 1*.2d, at 566 (emphasis added). Constitutions0f a great number of western states-
egenerally those adm itted to the union after the Civil War~contain similar provisions,
fly the middle of the 20ih century, the language of these provisions had been revised
and broadened, with reference to "relinquishment” and "surrender of the taxation
power no longer limited to corporations. In its revised and expanded context, the
concept and language were abo urged on many states that were contemplating
constitutional reform. In the context of the Model State Constitution prepared and
presented by the National Municipal League, the language abo was successfully urged
on Alaskans during ihc 1955*56 Constitutional Convention.

Similar provisions in other state constitutions have generally been construed in light
0t the impairment of contract clause atcd by the Montana court. Generally, courts
are reluctant to conclude that particular legislation amounts tn a surrender or
suspension of the taxing authority in the absence of evidence of the legislatures
making an irrcpcatabic grant of exemption. Where the legislature chooses not lo
impose a tax or where it retain: the power to Increase or ileacase taxes, the courts
have determined that the kgx& turc hasicumed fullcontrol over the taxingauthority
of the jurndictjofi. Ztetkr v. Witherspoon. 4V N.W.2J 318.32HIMich. 1951); Grucn
v. Tax Cotnnusuon. 211 P.2d 651 (W ash. 1949) (where The legislature did not in any
way relinquish or yield its right to impose a tax." there t» no surrender of the power
to tax). The form of the measure you have described lo me and that | have prepared
would seem tn fit both requirements: the legislature a opting to put into place a
mechanism to levy and collect a tax on individual income, has chmcn not to burden
tndniduab with that levy at this time, has not comm itted to a delay for a set period,
and. tn ihc law cstablnhmg the suspension, has explicitly reserved the right of a future
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legislature to net by law to remove the suspension, thereby imposing the individual
income tax levy.

The provisions postponing the taking effect of the operations of Ihc levy do not, to
my mind, constitute a 'suspension” of the taxing authority outside of article IX. tn
its Grucn decision, the Washington Supreme Court defined "suspension" as
"temporarily inactive or inopcrativc~fhat is, held in abeyance.” Grucn. at 680.
Suspension of the tax is precisely the situation that is what ' .ontcmplatcd in this
committee substitute. However, suspension of the operative provisions of the
proposed income tax b not the equivalent of the legislature's surrendering its
authority to levy or its placing in abeyance its authority to levy and collect a fax.
Indeed, the language lam suggesting in the footnote makes clear that the legislature
contemplates a future imposition of Ihc lax and declares that suspension of the
individual income fax provisions may be set aside by law.

I trust this is sufficient for your purposes.

JOC:gc
92-26fvglc

Enclosure



FISCAL NOTE

STATE OF ALASKA BILLNO._JB_5221
1992 LEGISLATIVE SESSION

jsion _Pit*; ch 20,1 Department Affected:!
THU: " Tax atlon o Into®* ‘and IndJjdlitoal. bru:JliienueltoirA Uons.

.............. A 1-C Conponent:

Sponsor: _ Rto. Koponen
Requestor: COMPONENT SERIAL 1P.

1] 113 |

EXPENDITURES/REVENUES: (Thousands of Dollars®
.OPERATING _ FT.93 _F1 94 _ HL95 FT 96 IT 9/ FT 98
PERSONAL SERVICES
TRAVEL
CONTRACTUAL

SUPPLIES
EOQUIPHEMT

I/NOS A STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING

I CAPITAL m» i

qt* seee v ooy ceee

1 REVENUE
»UND SOURCE

LHWUHI manumui mi «Vj;a - e e s e .
GENERAL fTUNO
FEDERAL FUNDS
OTHER
FUND SOURCE
TOTAL

coeee e X ttlt » eee ceee

FULL-TIME

PART-TIME
TEMPORARY .

Cstlnate of current year inpact:

AXAItSIS:

SEC ATTACHED

Prepared By: rant. Phone: 4671300-

Division: -JIICCD>Qyi22-
Ay 1

Approved by ConnUiloner: Darrel J. RtmlnAel------

Agency: Decartitnt.of.AiYfnut Date:

Uf lte 1 ouictn. Om i«r» on. a>Ik

fIKAL tort AM) tXPUKATICtt



3-23-92

Darrel J. Roxwinkol, Containsionor
Department of Rovonuo
State of Alaska

Dear Conniesloner Roxvinkol:

| havo boon oskod about tho possibility of doing an
individual incono tax analysis for tho State of Alaska and
what ouch a venture would ontail.

This 1o an oxtroaoly coaplox BrOJOCt requiring detailed
analysis in order for any oeablanco of accuracy to ho.
achiovod and to bo able to answer tho ayriad of questions
associatod with such a pro_ioct. Tho "quick and dirty
approach" doos not work with this typo of analysis Sisply
bocauso of tho coaploxity of soso of tho quost.ions involved,

tax codo itoolf, and interrelated revenue ispacts.

| assume if tho analysis io to bo pursued tho decision

makers want tho boot intonation available in order to oaks
informed Jrudﬁnonto not only for budgotary considerations but
becauso of tho oconoalc ispacts on varioUs incoso class ,
groups within tho stato. Also, if tho state is to onco again
Isplesont such a prograa, tho adninistoring agency needs tho

boot information available.

uch a task, wo

In view of past oxporionco in undertaking su
iffering basic

suc
havo inevitably boon asked about not only dif
tax structures such as a progressive verses a flat versos
something akin to being linked or piggybacked to the federal
systoa but about characteristics and prograns peculiar to
the state of Alaska. Por oxanplo, should local sales taxes
be deductible, should the permanent fund dividend ba
excluded or Included for taxation, should tho longevity
bonus and other prograns be taxable, should the federal Cost
of Living Allowance (COLA) be included or
taxable incoae, etc. and Mtat are tha |
not doing these things. | havo found, var As ¢
tax b ill makes its way through the legislative process it is
subject to tha amendment process and Individual requests
requiring us to be re5ﬁon3|ve in Prowdlng good intonation.
The determination of the type of tax structure and the
associated revenue ispacts as well as answen to the
questions asked b?/ decisions aakers about pr,ograns. in Alaska
requires the development of a _basic model with built in data
information described below. The Deﬁartment of Revenue at
one time constructed such a model which could be programmed
to answer the questions of decision makers.

excluded as
acts of domgi 0r
ariably, that as a

0
a
in
is
d



Tha last individual incoao tax modal vaa davalopad by tha
Department of Ravanuo in 1906. Subaaquont analysis was based
on that particular aodel. Tha aodal no longer exists and so
tho following is a brlof outline of what ia required to
conotruct a tax aodel for the state of Alaska.

1% The Federal im tiPti-oertalnincltg taxpiyors_InAlasKa.
The information is broken down by type of refurn “(i.e.
oint, aarriod filing separately, single etc.), incoae class
levels, type of incoae (1.e. dividends, wages 6 salaries,
interest, capital gains, pensions, etc.), along with other
crucial data such as exceptions and deductions, all of which
la necessary in teras Qf_qlvh13 Qna_a data bafle_and the
Incoae profile for tax pavers In the state of ATaska™ Tho
stato has a contract with tho IRS to obtain these tapes and
we currently have soae in house but rigid confidentiality
procedures end conditions aust be followed bhefore the tapes
%anJEo ugodtfor this tmpo %f %nalysw.t rdsvelonod |
copputér program nas 10 Ne Separate Syelopo 0 run
azzeﬂn»:t_ |«_IROp_*aq3_«!> to corr«S|_<_? :rors ’Xt >¥ ran data.
The féderal” tapes include returm intonation froa o
states, keying errors, and other probleas that eust
corrected.

) still a different coaputer Prooraa amt be develoaed tQ
eflect the,record lav out of the IM jaPes l.e.a_praqria Ii
[fIflry , to read or sap the various fields yithin _6IULJBO

roeraa Itself. Once this procedure is coapletod, Tone can
hen cosh the various programs so that the data is roadable
r understood. o
) An econoaetrlc aodel profiling the state of Alaska In
oraa of possible future eooa—4* ™ ~Arfos wnmt be
developed or existing aodels usod. The econoaic paraaeters
used focus in on population, non agricultural esployaont,
personal incoae and other factors which then enables one to
‘Barry" this data with that of the 1R5 tapes. Tho IRS tapes
revolve around historical information only and as such via
;n%egratlng the econoaetrlc modeling we can project into the
uture.
S&LUkaUHrMUM_aUgfeﬂUAM XUA-t.WLj:adi* if, for
ekxaaple, we adopt-conventional tax concePts cr certain
traits akin to the federal systea re?ardess of whether or
not we develop a tax that attaches Itself to tho federal
systea, staff aust consider such iteas as inflation
indexing, deductions, tax credits, perconal exemptions
capital gains, and other elesents all of which mlght?
{

ther
he

O—™ o

~ =0 O

e
phased in at different points of tlae over a period of
several yeers. Zf e piggyback approach wore adopted, this
phaaing in prooess certainly would be the case. The
equations have to be built for this process and Incorporated
into the nodeling effort. In any event tho ele&ents of tax
code Itself aust be understood.



The offorto of the past in _copstructing tho modeling
procedures _involved throa full timo econom|sts thorou
familiar with tax codo, and a programer with SAS. and
abilities. The project |tself from start to finish and WI'[
urces inmediatoly available including R ?rams
e, tapes, and porsonnol, took six months to complete
t answers could be provided. Even so, the team
agree ﬂ

b at refinements and improvomonts were needed to
ena

e modeling effort to bo totally satisfactory.
If you havo any questions, fool freo to call.
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Kon Products Company

_ﬁan[xnm. D
Ancnofoge, Afcnko
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e Affairs Committee
te Legislature
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ska 99811
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Doar Comaittoo Members:

Koncor is a long-time, Alaskan ownped and operated business that
generates both Tevenues and jobs for a substantial number of our
State's rural residents, _You are preparing to consider HB 525 that
would impose a graduated income tax on individuals in Alaska.

urge you not to~allow this bill to pass out of your committee,

How can tho Ie?|slature in ?ood conscience even considor taX|n% the
gubllc while stoadfastly rofusino to halt the economic drain that tho
urgeonln% and bloatod State bureaucracy places on the budget? Why

net look Tor ways that the state can cooporato with - and even
oncourago - businesses that will generate new jobs that pay a living
wago to” Alaskans instead of maintaining and increasing tho site and
funding appetite of tho govornmont?

athor than pass an income tax, or any other fore of revenue package

i1l serve to Increase the present bureaucracy, you would far

servo the public Interest by cutt|nq the overall otato budget
r

R
that w
bettor ser
back to roflect anticipated revenués from the present sources
S

incerely,

J/seph F. Wchrran |11
Governmental Relations Forester



Atk-Itoragc *SlargflhrNorth
ChnmIH'r of Commerce

Testimony On HB 525
Presented By Ernie Hall, Chairman
Anchorage Chamber of Commerce

April 13. 1992

Representative Kubcnn and Members of the House State Affairs
Committee:

| appreciate the Invitation to testify before your committee as
Chairman of the Anchorage Chamber of Commerce and as a long time

Alaska businessperson.

The Chamber is aware of the fiscal %ap and declining oil revenues. We
have made it a priority of the Chamber to raise public awareness of the
fiscal gap and we have passed n resolution that speaks to the Issue.

We will provide a copy of this resolution with a written ropy of this
testimony.

Hie Chamber has also drafted a resolution opposing new taxes, fees,
tolls or revenue enhancements this year.

Tins is not to say we do not believe that new taxes, fees, tolls or
revenue enhancements should not be enacted. The Chamber believes
that a hand aid approach to taxes IS not the answer.

The Legislature must look at the entire picture. Knowin% the sourrcs
of revenues and the areas where ruts can ix* made, fvstnolish a plan for
dealing with the declines. A sequenced process must Ix* established
IX'fore taxation In enacted.

437 | M»rO. «est 340. Kmthmng*. M¥*a. **901-2345 <*07i 272-2401
»*eek*x 1*19



page 2 Anchorage Chamber of Commerce

How can the State continue with cntttlmimtH such as the Permanent
Fund and enact new taxes or Increase taxes on the business
community?

Hie Chamber Iwllevcs this Is not the appropriate time for a state
Income tiix or any new taxes. Alaskans must be shown that there IS a
need for taxes after government has restructured spending priorities
and established operational efficiencies at all levels of government.

We must see government acting In a responsible manner Ix*forc new
taxes arc acceptable.

‘Hie Anchorage Chamber has said they will supfmrt those Legislators
who make the difficult choices and make the cuts as long as those cuts
arc done In a fair and equitable manner.

As a businessman | cut hack and make changes and adjustments If |
know that there Is going to be a declining economy. | don't continue
spending at the same level until ! go out of business. Sure. I look for
revenue enhancements and aggressively market, hut not without a plan
or strategy. |also look at the capacity of my business and the pcoplr
Involved and plan accordingly.

| look for stability to continue to do business and live in Alaska. If the
State of Alaska cannot Provide a stable tax environment both on a
business and personal level it will drive business away and discourage
companies from doing business in Alaska.

Funding a slate personal income tux may be an answer, hut not this
year. We have this year lo reduce, prioritize, evaluate and plan. If the
,olar_l Includes new taxes there will Ik*rational bark-up and reasoning
Jrhiud it making It much more acceptable to those on the paying end.

Thank you for allowing me the opportunity to testify.



Anclmrjigv *StaroflhrN orth
ChmnlKT of Commerce

Anchorage Chamber of Commerce
Resolution 2*92
Recommendations On Tltc Fiscal Cap

Whereas (lie SiHe of Alaska faces an excess of cxpcditurcs over projected revenues

(Fiscal (tap), having a serious effect on funding for state government and;

Whereas there exists an opportunity to reduce die Initial impact of the shortfall
(Fiscal Gap) and provide time to formulate long term solutions by immediately
restructuring spending priorities and assuring operational efficiencies at all levels of state

government and, _ _ _
Witcreas the long term solutions sliould conform to state government spending for

strictly defined traditional basic services (education, basic transportation, public health and
safety).

‘fhercforc lie it resolved; o o _
1. All functions of state and municipal government and school districts should lie

examined to eliminate waste, inefficiencies, duplications and excesses.

The State Ix”islaturc should work with the Governor, municipalities and school
districts to prioritize and reduce sPending to adefined level (fixed monetary figure)
limited to traditional and efficiently
operated basic government services (education, basic transportation, public health

and safety).

3. Required funding for a streamlined and efficient government should be derived
annually from realistic cummt revenue sources with minimum use of reserve funds
and provide for a balanced state budget

no

4, The state should aggressively seek supplemental revenue sources (e.g. in-kind
contributions of assets in joint venture development cctivitics with the private
sector, encourage greater prudent economic development through a stable
regulatory and taxation environment, user fees, privatization).

5. F.valuatc entitlement programs tn cstalvlish priorities for capping or elimination

Passed by tho Anchorage Chamber ot Commerce BoanJ of Directors on March 6. 1992
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Anchorage Chamber of Commerce
Reaolutlon 92*1
Creating Public Awarcncsi Of The Fiscal Gap

eas |hr nchorage Chambegr mmerc tors. and
et R T e

Whereas thg %eneral pubpc | (eds to be aware of the budget crisis and
create a public pressure o solut|ons an

nereas the] |s| Iors ne d t0 I|st |r consﬂtuents n finding
30 ut|on% umg pro ot 3|c SBIVICES of
ransporta on e uca lon, pub eal an safety.

Now, therefore the ncgora ham rofC m e e resolves Ig
crea awaenesan |c on the

8HSIS an 5a|
rou |s ub|c |no |ecesx] anmaﬂ an
owu et erso rand C dpinion messages by the
oard of Directors an amber ers

E %sed b Ehe @ horage Chambero Commerce Hoard of Directors
ebruary’2
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CITY OF FAIRBANKS

Office of City Maxor
410 CUSHMAN STREET

FAIRBANKS. ALASKA 9970U683
907-459-6772

April 10, 1992

Tho Honorable Eugene Kubina
House ot Representative
State of Alaska

P. 0. Box V

Juneau, AK 99811

Dear Representative Kubina:

| aa in receipt of your lettor of April 2, 1992 and
apologise for ay delay in respondln? and any inconvenience this
delay sag have caused.” Tho reaoon for ay delay is both personal
and ‘professional. z have had life-threatening illnesses in cy(
lastly which have prevented an earlier response as veil as critica
city business vnicn has required sy isseaiato attention.

You nave asked ry opinion and input or. KS 525 - relating
tc state Ir.coee Tax on Personal Incoaa. 1 have nixed feelings
regarding this issue because: 1) | havo observed over a period cf
five years that the State han increasingly raised fees ans
workforce while tho City has steadily decreaSed our workforce and
services, jeopardising ~the health, “wealth, and wolfare of our
citiser.st and 2) 1 feel that a state mcose tax on incone would be
benoficiel IX, and only if. the stete were tc allocate a certain
percontago of those revenues ** t>" anicipalitles end/or boroughs
who are In such desperate T.

1 do not advocate no/ support an overvholnmg tax burden
placod on any individual with too aany bureaucratic hands reaching
into tha pocket of tho average ir.coee citizen, takln? without ary
return to that individual. ~ While X could and would support an
mcose tax which is reasonable and would be shered locally, Xcould
not and will not support an income tax that puta an undue financial
burdon on the individual;, piecing sore monies in the State coffers,
whil'"* local services decline, because of leek of funding,
thhr_elgtenlng tho safety. health and wolfaro of ovary nan, woman and
child.



. | do bolieve the KB 525 has nerit but only with tho
Duniclpallty r,haring that incone on a par capita basis, It io tint
that tha Stato recognizes that in this tine of aconoiaic crisis, va
need to share the financial burden and do what ir. expedient and in
tho hest interests of the public a6 a whole.

_ Again, | redgret ay inability at this tiao to testify to
this aattor and would request that 1f this sub!_ect coaos up at
another tiae or if | can provide further information, please feel

free to contact ae.
with kindoet regards, | aa

Sincerely,
CITY Of FAIRBANKS

Wayng”S. Nelson
Mayor

xc. Fairbanks City Council



/

Municipality P.0. BOX 106650

ANCHORAGE. ALASKA 96519-6650

Of (007) 343*4431
FAX 258-5210

Anchorage TAENK

OFFIC6 OF THI MAYOR

April 13, 1992

The Honorablo Cano Kubina . _
Chairaan, Houoa Stata Affairo Consittao
Alaaka Stata Lagialatura

Junaau, AX

Daar Rapraaantativa Kubina:

Mayor Fink baa aakad =a to oxpraaa hia opposition to any
laglalation incroaaing tha financial burdan on Alaakana.

Ka haa aakad that a copyr,of hia articla printad in tha April 11
laaua of tha Anchoraga Tiaoa ba includad which fairly axpraaaao
hia foaling on tha aubjact.

vary truly youra,

Hanry §. Pratt,
Cxecutiva Aaalatant

Attachsant
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V oters do

1/1"ct* to gtv* on* proo of acfoc* to th*

* tt would b* not to rtu*« Uan or

(m CtMity, th* Uf-tUtur* and th* gw m r

bar* a iub*t*ntt*: taik in b*Undn* nut

y*ar'» budget Th* orv; cardinal tin weuld b*
totnoraM tju»* or f**«to baiano* it

Th* public. wfcrthor tn Anchor***, Alaaka.
*rth* United State*. 6CM not »*nt addsbMtal
‘aim or * imputed by gov*mm*nt Th*

Alfc U eUa-v *«ysnr — bv* wtttan th* morv
that jw currmUj' ran*.

In Aiataa. that oould m«an continue the
nonrt *p«v(bn* by *p»r,dji* money out of
th* rurpiu* account* that w* haw*. or tt aoukt
moan eumnf aaoatir® anxw . ora mutur* of
th*two.

It appeared. a month » n that th* Lap*!*
fir* and th* admtnir.rcuen had d*cd*d to
rut <200 million to IMO million from th*
mair.ter.anc* W**| budget and to um 1dOO
sdLon to MCO milhon of aosw of th* nw»m
account™

Howtvrr, ctx* th* Wfiilator* itartad to
ptRkulariac that <200 stHun cut they wort
noiaacaraocaMrtocvt Wh*n tn*y found cut
that thoa* fend* of cute wood rwuk ir « *uh
suntial nduetea of wntw and a ribvtan
dal ftdjrtfcn tn Ote>pranoal th*ybopn to
1* cold foot II£* fcrnr* *adtno*u«dUM*
tad tKr*aa*d &*a began to mow*

Ipartth*hghInOT that thtra » CC a»>
ite oenactfca m thi* cat* a* to th* approocr.
h* public d**im on «ute flacal matt*.**
"h*r» haa ba«n no vet* far rvfcxfeKt ef

*m. sxrwtMd laaa* ardor iaar fa**. or th*
xAussatean of a tmMMDO* rx n ; umrjf
mplat fcadi 2oiao h*faf*» that then Mar
ay rgts er wror* oorm t anrwr otn*r than
te caeca aaccid b» *ar. tha ira.ortty cf th*

E
RI :

hotwantmore

ANCHORAGE TIMES
L 11, 1992

Tom Fink

L

Th* primary prvorum on th* Ucaalatm j
fNMin from »p*c*J inter**! grouw that
"an*, to occtinu* thotr program* | do hop*,
howvw. thatth* apiiicn r*ct*ruj* Ihc un-
dcrtymg etutjd* throughout Alaaha and th*
axx&n U tncrMucd tauo or fomrr.
MCNU0ad

Tn* only uorptica ia that anu tax atu-
tuda, I Uur.v. u that th* puhbe would b* wt*.
so p*>. 0 Dorxy »rrt dodleoted to a pur
ym that tha pubU appro** 1do babno tb*
public yaquld appro*, far exams.*. i u i «
osttr m ,Fth* Eﬁen’\yW( dticated to tho
rroJdaforeananamx cfrod*

By mycouri the* at* ci*r 2) propond tv
crravM tn uxai ponding befcr* tb* I/ f . u
tur* Tb* argumentpnan Ir athat a partxc
uixr tax hamt bocr. raiaid fara fV . numb*
of )« » Orthat ** r*cbantaf m i ttar.
k o * other atate Or that *«u r*>* to lay off
«x* *usr trECpon ililH "C uutwam th*

taxes

introduced

Pressure on the legislators is
from special interest groups that
want to continue their programs.
I hope that legislators recognize
the underlying attitude through-
out Alaska and the country is
against increased taxes.

Another argument that do**nk fly te th*
or* that ** dont pay enough tax** Mo on*
claim* that w* indaidual™ arv ovartawd com-
porati«*V- Howrm. th* burdtn It cn tho**
who ward to t-Krtaa* u m to abowth* pubk
why & should per mar* Th* pubbeu n prm
mtsBwtn it airoKlIr *wsn{ too rnueK

In addiUcr. to lack ef « cdcmiuuj to tn
crtoo* U iit. the* Mansthcr rwwen sot to tn
emu* tat** O x orcnory u Ur Sue. healthv.
Itktmoo* tn ujmo er fa** ar* not oanducar* u>
a prppter <conomy. Of oeui**. laytng eff poopA
ti net conducsn to o better tCaneasy «ttb«r

I hrLct* that th* pufebc rmLy wort* r>-
tntmar.t lo b* <4r"r«*dL but not tn a *hoek
inf Bscnnrr | *rold inline that th* UfteU
tor* cut out icme pnervra and mijo* Mate
rwrvocntl but by astrtur. I dor”tt: th*
teCtelater* um whatever omcust ofiurphB
aaoty » ttq”rtd

Th* went thing th* LtfteUsur* ceuld dc
toda* N rate* tau* or tmpco* Um m bru cf

r*ni»ni Trxrcrwnywy
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If | wore to give on* place of advice to tha legislators, it
would ba not to ralaa taxaa or fees. Clearly, tha legislature
and the Covarnor have a aubatantial task in balancing naxt year's
budget. Tha only cardinal air. would bha to increase taxaa or fees

to balance it.

Tha public, whether in Anchorage, Alaska, or the United States,
does not want additional taxaa or fees ispoaed by governaent.
The public is clearly saying—live within tho coney that you
currently have.

In Alaeka, that could rsan continue the current spending by
spending soney out of the surplus accounts that we havo, or it

could sear, cutting existing services, or a eixture of the two.

Zt appeared, a aor.th ago, that tho legislature and the idainia-
tration had decided to cut S200 to $300 aillion froa the
aaintenance level budget and to use (500 to $600 allllon of soce
of the reserve accounts. However, once the legislators started
to particularlx* that $200 slilion cut, they were no longer so
eager to cut. When they found out that those kinds of cuts would
result in a substantial reduction of services AND a substantial
reduction in state personnel, they began to get cold feet. Bills

for new and increased taxes and increased fees began to cove.



| grant tha lagialatora that thara la no abaoluta conaanaua in
thia atata aa to tha approaoh tha public daalraa on atata fiscal
sattara. Thara haa baan no vota for reduction of aarvice»r
incraaaad taxaa and/or ueer fess, or tha continuation of a
saintananoa budgst using aurplua funds. Z alao baliava that
thara ian't any right or wrong or correct anavar other than tha
choice ehould ba what tha oajority of tha people want,

Tha prinary preaaure on the lagialatora la preaaura froa apaclal
intaraat groups that want to continue their prograns. Zdo hope,
however, that the lagialatora recognise the underlying attitude
throughout Alaska and tha country agair.at incraaaad taxes or
governaent feea. The only exception in that anti-tax attitude,
Z beiiove, ia that tha public would be willing to pay if soney
were dedicated to a purpoae that tha public approvaa. | do
believe the public would approve, for axasple, a tax on sotor
fuel If the aoney vara dedicated to the rebuilding or construc-
tion of roads.

9y sy count, thnre are over 20 proposed increases in taxes
pending before tha legislature. The argument generally it that
a particular tax hasn't bean raised for e good nvaber of years.
Or tnat we're charging leas than sons ether atata. Or that va'll
have to lay off ao»e etata troopers unless we incresae tha tax,
ate.



Another argucant that doasn't fly it tha ona that va don't pay
anough taxaa. Ho ona clalsa that va Individuala ara ovartaxad
coaparatlvaly. Hovavtr, tha burdan la on thosa who want to
incraaaa taxaa to ahov tha public vhy it should pay sora. Tha
public says govarnsant la alraady wasting too auch.

Zn addition to lack of a conaanaus to incraaaa taxaa, thara ia
anothar ration not to incraaaa taxaa. Our aconosy ia far froa
haaithy. Jncraaaas m taxas or faas ara not conduclva to a
papplar aconosy. Of couraa, laying off paopla ia not conduciva
to a tattar aconosy aithar,

Z baliava that tha public raally wanta govarnsant to ba dovn-
aitad. but not in a shocking ttanr.ar. Z would suggaat that tha
lagialatora cut out aosa programs and raduca atata paraonnai, but
by attrition. X do auggaat tha lagialatora usa vhatavar asour.t
of surplus sor.ay is ragutrad.

Tha worst thing tha lagialaturs could do today is raiaa taxas or

irposa faaa in Ilau of taxas.



Skip Bilhartz
O 1* 100MD
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April 10.1992

The Honorable Gene Kubina

Alaska Stale Houso ol Representatives
Stoio Cap lol. Room 102

Juneau. AK 99801-1182

Dear Representative Kubina:

Thank you lor your lottor ol April 2. 1992. requesting my
personal thoughls on House Bin SZS-Re'ai'no lo Slate
income Tint on Personal Income Clearly. Ihe declining
slate revenue picturo resulting from both lower oil prices
and lower production levels is ol considerable concorn to
all Alaskans. Developing and implementing sound plans
now lor dealing with tho state's curront and projected ‘fiscal
gap* is ol critical importance. | app'-aud your eflorts in this
regard

Sound planning requires that realistic assumptions be
made in assessing the future sizo ol the fiscal gap. Current
oil pnees are low and world oil ro&erves are ot record levels
in an mcroasmgty competitive Internationa, marketplace.
With resoect to Norm Slope production, ml rales will
continue to oectmo. Even though massive investments in
Norm Slope projects arc scheduled, suer, as me Gas
Handling Expansion *GHX-2 Project.* these presets will
only lessen the rate of doc&ne.

Successful oil oxpioraiion can further mitigate production
decona but only over tho long term. The kketihooa oi
anomo' ascovery the size of Prudhoe Bay is very, very
remote More fekoty. perhaps over the next few yoars. are
one or two considerably smaller discovtnes. such as me
Pomt Mcintyre oitiietd Nevertheless. o> exploration is
extremely leveraging to both the state and me industry for
me potential of longer-term revenues. The stato has
onormcu* powor here to either discourage exploration
efforts by addtng costs to the industry, or to encourage

ti i: * OOtfr -dOrirO 21. 91 **



Tha Honorable O ne Kubina
April 10. 1992
Page 2

oxpiorotlon through now loosing imtiativos and siroamlinod
permitting management.

To solve tho '’ fiscal gap* problem. | bobovo a combination of
sovoral measures will i>kely be necessary-boih on tho
expenditure reduction eldo ond on the revenue
onhancemont sido. On tho oxpendituro reduction side, ihe
Administration and the Legislature need to develop a
consensus as to what is tho appropriate and sustainable
lovel of services that the state should provide in this new
economic climate. Such a costed and prioritized list of
services could be reality tested on a per capita basis
against corresponding sorvicos provided by other states.
Broad entitlemont programs not common olsowhere will
likely omorgo for dobato on tho dosirabibty ot converting
such programs to a ’'noeds* basis. On the revenuo
enhancement side, the reinstitution of a personal income
tax is certainly one measure that needs to be debated.
Anothor such moasuro might be utilizing tho Permanent
Fund earnings that are now used for inflation proofing, for
state operating budget purposes.

Options such os those and others havo been articulated
won in the six ISER (Institute of Soda! and Economic
Rosoarch) reports prepared between 1989 and 1991 at tho
University ol Alaska. | have taker, the liberty of enclosing
ISER Report No. 6. Apnl 1991. which does a good job of
outlining tour options for redudng the fiscal gap oy $500
million. Included m me paper s consideration of a state
personal income tax. As presented, such a tax could
generate revenues in the neighborhood of $200 million
annually. White itis unpleasant to consxtor tho pro&pcct of
rotumng to such a tax. it may won bo a preferred option
over me nomination of stato programs mat are focused
upon and critical to tho welfibomg of our less advantaged
citizens.

| be eve -t is both timely and appropnato for your Stato
Affairs Commmoo to bo dobating moasuros mat can hoip
resot/t the state's fiscal problems fencourage a thoughtful



The Honorable Gene Kubina
April 10. 1992
Pago 3

and collaborative, bipartisan discussion at your hearing on
Apnl 13. | approciato your oiler to attond tho hearing In
person or by toloconloronco. but regret that | will not bo nblo
to partidpato.

As you can woli imagine, my company aij0 is diligontly
continuing to work tho similar issues ol cost minimization
and revenue onhancomont-from production optimization.
This will help us sustain our oxpioration program. | know
how challenging and difficult working such issues are-and
how painful It can bo to take essential actions such as we
took with our reduction In force program last Suptomber,
and as others in the oil industry oro taking now.

Thank you for soliciting my thoughts, and | w>sh you
success in your effons

Sincoroly.

H. L. ’Skip* Bilhartz

'J 12 4?7 33419 «4dC?irO nt. 01



ISER

FISC AL
Institute of Social and Economic Research

POLICY

PAPERS
University of Alaake Anchorage

Who Will Pay For Balancing the Budget?

Alaskans wJJ pagmore and_ﬁetk u from state govern*
mem In the 1990s Dot how will the burden of spending
cuts and tax increases Cal on ncherand poorer and urban
and rural households? That dependson which pohaes state
officials chcoe

Alaska faoes begand Rowing budper defiats because
the petroleum revenues thet mostly paU forkxc govern
mem tn the 196Cs are steadily shrinking When those
defiais uta sun u unaenxn. ba lowworld od pricesr t
erasing the budget surplus sate o&cvaf* had expected as
a resvitof e M.ddfe Lastwar- (Set page 16.)

Whenever budget deftctu sun. rare officials vall
face tough choac™*— how much tocut spendtngand how
much 1o raise taxes, which programs tocut; whether to
use Permanent Fund earming*. and many others Those
choices *vJI affes all Alaska households, bus not th the
sane way

Thu paper how different taxing and spend-
ing poLces could affect afferent kinds of households
Asa measureoi thoseeSecs we oomme rriacve lasses tr
dasoobic household tncome

Budget dehcu will oi course have etter eifces cn
hocsehoCda Some nctaeholdswill be hun a lotmore than
others by brood economic loams and reduced goverm*
ment aemoea. Alaskanswho lose ihcryobswiSoiMoudy
sufferbigger loots thin w« desenbe

Bin rdaitvt household income tosau a good mea-
sure cfthe equity of vinous focal polices. We esnmax
lours tn dispasable household income by companr.g
how vinous hical pwUcea reduce suit trasfer pay-
mems and tnnuse nice and local taxes

Figure | provides ocnpecive by comparing seroots
recttvtdand staten d leal uses ped by a fasrty typical
Alaska household as 1979 and 1989 (All numbersarem
1989 dollars, to remove the effects of tafiasioei) House*
holds gereral)- get more tnnfcic of serooea than tl«y psy

thvx 2 andlocal taxes, because businesses and the fede-
ral government help pay government costs But tn Alaska
tn the 1980s services grew, taxes dropped, and the suu
govemnment began ﬁaymg Permanent Fund dividends
As the figure shows, a couple with one child and a
median income in 1979 would have received about su
timesas much us sure services as U pad in state and local
ums By 1999.the SEJOtX household wuh amcdtantncenc
would havccoilcoed 17 tunesasmuchtn ftmuncnt Fund
dividends and stale ser.uts as u pxd tn just local taxes
(Nomajorsue taxesexisted tn 1999) ,
So wuhin 10 yean. Alaska households were fOfing
60 peitem more from the v x ¢ and paying 40 peraent feu
m taxes We re not su&csemg wiu: the rdiaoeuhip be*
twten value reccntd and taxes paid oughtiobe. WeYc;us:
Rotnnngoutthat today Alaskans, re g ric a ofincome, pav
ole or nothmg lor suite and local gowTtment—beoRije
themam nomaw m at taxesand Fermincn: Fund dm-
dends begmdy exceed.x ii uxcs

_fi?uft 1 How lluch Does e
Typical Housenod Receive and Pay?

mnwowww

OfM M tint9mm
OtaindVfcraSitvm

Mfcurtfucs'uata:

Thau thesutfi thasme* of 1Stk Fiscal Pohcy Papcocxsfwgm um t n m M rnr.ua aid fprdbtgw t wn d

thepcptn u /Xw tteeur*h*sd su« gjfadbend

AluitemonAcfaai atfistn Akths'i/uturr JVflrihonre

Alagdr* MB. Mas IFfM* Linds (0oak a d seou GcLbmuh Montut dDcitfoux prepared thep x * u i

7hf una u financed by a Frau/inn ARCO Alufca
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Bui what wiB happen when the Uidgei ju begins to
bfl? We canu n n the equity of potnttal fiscal poboes
by looking at theti-comparanve effects on wealthier and
pouter regions of Alaska, orx their comparative eflecu
vitwealthierand poorer households within any region

To analyte how different fiscal polioea could affect
diversehouseholds— bothactoasandwwhin reports— we
developed specific sample households and broad house™
holdaverages We then analyzed how vanous fisal pol*
ces would allea disposable household Incomes of the
sanmple households and of Alaska households on avenge
(Dispasable income tsdefined on page 3.)

The bang page describes our sample households,
which arc similar tomany actual Alaska households. The
averagesshownin figurti throughout the rest of chispaper
illustrate how different fisal poboes would afka Alaska
households, ifevery household pad the same amount th
sjutesand coQeaed the same amount tihtrarsit payments
They provide baselines forcomparison

We eummc relative household income lossesunder
vanous measures designed 1o Ad a $300 million budget
dcter.We useda$300 RUlkongap because that'sttemag-
nitude of dshiat likely to open sometime inthenext S t
years. We wanted toJlusrrxe the kinds ofbudget balanc
ing measures trat will be necessary ththe relatively near
future The sue of the gap. and the measures needed tofill
u, WCl increase over time. The gap could be tmtoe as Ure
by the stan of the next century. depending on world cti
pnees and otter beers (Sec page 163

We assess relative losses tn disposable household
rxcne under indtvkhal tans and under (our fiscal
packages that tnvancus ways com-
sure budget auts, taxmctates and
use of Permanent Fund eemmgl to
fill a S50C nulhon budge: pp We
abocamtae whetterdfferatleads
cf houaehcids would lose mere by
gnmgupthcr PermanentFuad
deads or by pa>mg new taxes

Wtarout advxaang pamodar
choices wttned tocovera raxecf
0pooos cpcn to pcbeymakrra We
abo rttognue tret I policymaker™
mb a deradcdioimplementanam
colons— ike changing tre Ferma
ncnt Fund 6»idend pecgram (or
thtanec— theyd 5m have tomake

sucutoey changes
Figure 2 acts tte cage for aur

analysis of household income ]-I
wWeX* by shewing how much our

five sample households and Alaska households on ave

rage aurventlycoflea in state trarsfer payments and sub-
sidies and how much they pay th state and local taxes

(Trarsfer payments and subsidies received by sample
households are speafied on trebdng page Major tras

farsincluded thcalaulatias of theavenges are the state
portionof publicauuuncc progransand the Permanent
Fund Dividend. Power Cost Equalization, and Longevny
Bonus prograns)

Thrree of the households— the single person and the
families with median and higher income*— coOea jua
Permanent Fund dividends, which make up between 3
and 7 percent of theirincomes. They pay between 3 and
4 peroant of tretrincomes thstate and local taxes

The single parent'slowincome qualifiesher forday
are assistance and other subadtcs in addition to Per-
manent Fund dividends, she depends on those pay-
ments and subsidies fora third of her income and pays
about 2 peroant in taxes The retired couple qualifies
(or Longevity Bonus payments and Permanent Fund
dividends, which nuke up nearly 20 percent of tis
income, and ts exempt from property uxcs. (That
exemptionwas chxted so that older Alaskans on fixed
incomes could afford touay tntheirhomes as property
values increased.)

Pages4 and 3 show(btnbunvc eCeos onhouseholds
of imposing cate sales, income, and property taxes and
chmuumng the Permanent Fund dividend. Pages 6
through 13 deaenbe the four fi*od package* and show
thendtsinbuOve effectson disposable household income
The ok pages offerconchaaru.

Flgurt 2. Payments To and Taxes From Alaska Houwnotds, 1069
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Tabic 1. Profilesof Sample Households

Sample Households Our fke sample householdsaredoer.bed thdstail below We cliose themtnpan
because each is similar to many auiul Alaska households The overviews of households make u plain thet
households tndifferent circurstances. orx  different pheses thtretr lifegycles, hast very different tax burdens
threlaicntoincome When we referto Inccir.e anywhere ththis paper, we meandjpoub I c income— whitch ts
total income, including subsidies and imputed rat, minus income taxes and Social Security taes.

Somplo Housoholdt Annu»l Incomo Annual
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Figure 3. Relative Effects of Raising Taxes

— A—* jpa e
Sales Tax ($216 million In Revenues)

Assumptions: Six percnt stare sales ux; food and
most servioss excluded. Local tales taxes would be th
addition to the cate tax

General: Propcrr.cn of income paid as sales tax is
determined by how much of a households spending
Ison taxed uems Households wuh large ncn-uxed sus*
Aiks orhigh houang costs would pay proportionately
less, whille households wuh more dacrtectury spending
would pay more.

Percentage of INCOME: Because te stale tax bese
excludes many types of spending, theclleaivc ux rate for
ihe avtrag: household would be about 2.2 percent of
annual income. The single parent would pay rdawely
hale because much ofherincome isinsubsuliesthes must

Spent cn ror., uxed itars.

quoruJ Difference®: Ruat frmuesties retyreavily
uo subs”encc (non<ash income) would pay lesstntales
taxes tFitte value of the; noncash income (subsistence
food and imputed rent) were uvduded ththetr-disposable
income However. they*might pay a largerponton of char

[ LRIEENER -

Income Tax ($210 million In Revenues)

Assumptions: Adpuud gross DCOBK taxed a: 32
percent i r the sm S30.CXX) and 3.6 percent above tret
Perpersonexemp r oo $3,000. Tax tailsofthemedian-
and thretufref-txcme (amliesam ne: cl the redactiontn
feckral indent ux thaetwould resul; trtnLeduccng suit
taxes on iedenl rr.ums

General: Tnc income tax s joruorured to tax higher
incomes ata hgher rxe. but acTual payncrus depend co
dedusens.amountofnon-uxable ccome. and ub&thes
thistlkenth rcrtaee income but rtr.'. taxed

Percmtage aflncome. AvirragraossttoAlaskahouse:
holdswould be about 2 6 prroerucfannual income The
sr.g'e pa*emard tie tensed couple would pay lees then
a*rap. beause ttetrincome*n  belowttemedun and
pottersaretvxtaxed The angle personwould payabout
the same percartage as the medun and higher thoome
IsmLa ovtr. though hu income itmuch low Thx’s
because tre Unulses have more exemptions *td can
ticstLe deducuons (indudtng sate taxes) on theu (edeal
naome tai returrs, while the angle pcnoo canV

Rcpuoal Differences: Rural incomes artgencaly
lover then urban, ao many rural households would pay

State Sales Tax

(Percantapa of Annual | ncodl\/l]
Average: 22%

I Hm Uy»«« Ma<Cem Km «

money income thsales taxes because a high
money spent tson taxable eems.

State Income Tax

(Parcantags of

-j ?2 er 00m m tlItiQ » .



and Eliminating Permanent Fund Dividends

i ni [
Property Tax

Auumptiotu: Stale property ux of 20 mills. wuh
Ixil propertyuxes (froanat 1V89 kvitb) deductible. The
cHeaivt stateuxnteuthedilkrence between theexisting
kol rate and 20 mtlU Households ttet do nor own
prcpeny pay tnduectly through increased rent

General: The 6gurtsshowporaittal additional prop*
cty ux totAnchorage households, whichwe arcusingas
abenchmark Fgureswould differforevery communuy.
Current local property ux ratesvat) considerably across
regions, thismeasure wouldegualixe milll rjxssuicw.de

Percentage of Incoae: Average aost to Anchorage
householdswould be about0. 6 peroent. The sngie person
would bear a relatively high bvnlcen. because e lives th
anapartment thai tsmore valusble thenaveragewhile his
income tshelonaverage Thosewho liveinmobile homes,
by contrast, would pay a kx less Alaskans over 66 are
exempt firom propeny tax

Regional Differences: A im which now have tre
lonest local property taxeswould see the bitgges: increase
underacombined suie and lacal ux of20 mills. Suva. {or
trsrance. could see property taxes thpie. Many ntral aress

Eliminate Permanent Fund Dividend

Awviuoptioav Permanent Fund dividend program
cbmsmud.

General: Ex*. runr.gthetfovtcerdwouldcos Larter,
sowtr-ocsme imv.Us abiggersmarecfincome, smae eecr-
member cfFewer)y*household tspad equaly

Percentage of Income: On average households
would lose6 persem cfincome. The nngie parertwould
lose rearly >x ¢ the avenge, bemuse her household
would lose thyee dividends svd herincome a low. The
firgftpersonwould lose lessthenaverage, because he hes
s modcrare income and lases only one dtvtdend The
higher meccne familywould also Icse less then averace,
even though they pvt up bur dividends, because treir
income u so much higrer then aerage

Regional Difference*: Rural households on the
*nok tend to be ftgger and to have smaller incomej
than urban households— so tn gereral rural income
losses would be larger

e d

(5120 million In Revenues)

State Property Tax, Anchorago
(Percent! pe of Annual hcomt)

0.™%

L )

*1ii
Sxv.

XWVEZ*Ch>

cuntritly have no lacal prope nytax so theincreasewould
be large— but offssttingthat increasewould be thegerer-
ally lonervalue of rural property.

Vit
(%439 million in Revenues)

Eliminate Dividend
{Pticmttptoi Annual Incoma)
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Fiscal Package 1.CutBudgetAcross-the-Board « Fiscal Package 1. Cut

AssUMrnoss:  State general hind spending of 52.5 hillion {tn 1990 dollars) _
Fiscal gap (the difference between current spending and expected revenues from exisung
souiccs) of $300 million (tn 1990 dollars) N
No new state taxes, cut mast spending aaoswhe*ho*rd; leave Permanent Fund dividend
program iruae _ _ _
Local government make up half the cuts in state aid through increased local taxes

Dfinurnos: This package illustrates the approach of balancing the bud?et by cutting all kinds of spending equally.
[twould close a 5300 million gap ennrely through deep budget cuts acrossall operating and capital ﬁrograms, witha few
exceﬁtlons The figure below shows howa $300 million gapwould be filled under this approach. The percentagesat the
left show how much of the gap would be filled by each category of curs. The percentages at the nght show how much
each >pe of spending Would be cut. or how much staie and local uxcs would be increased

Aj.y, | HrtucrtPsyRwrtitoM MduaJt-I Papvt pvlégvr* at arrow 2% - > (-13%)
= 150 mSeft | Permanent Fixd dooms inocrj'v*)
Quts 011*1 by Inctvivd ,To or+talola» m su* ad o flruttgai?* and aenxf*
o 154 tourhus-sissnbm (4 SY%tuts ad oSw2 by *21%oca tmt)
*Si%0c- Cos whiats * <= NetcP{ by [CTaaW| tea) Man
(159 r$.5 rit ’(4$%»u{|atd) |
I<

| i — i Q im (-
| Cva mAprcl\?/ OpMVg tipnm Cunn laber. X1KH. and so8o>ccia (-17%4

(10%9! CmmC oa Ssn50?-i$o nicn (17%)

Broad Economic and swyicl Enters: Cuts cfthis magnitude would cos: the economy tens of thousands of
j:0s and millions cf dollara of inccme. as described in F\xd PeticyPapa 0.5, State and loo! serviceswould be reduced

The aus would be rtficced tn (tap lake fewer newschoolsand other Pubbc (aoUnes; poorer msntenance of exisong
reads, school, and other pubbc btaldngr. higher local taxer, larger class suer, leu pclrr and fire prixecuon: fewer
regtsna! offices for >U:c agencies. and slower responses from sure and lool agences

HsumdHoiviholo Ejtects: Ihe hcusehcudupoubfe incomeloues wedua-ustn Uxigfucdpadia™a crejux Jx
result ¢Jtrxrtucd taxti ruhrr hed Ux mrresses tn response Uausin u&ead ornewaxt tcxa) crA rtduud inatr
transfer paxmeas. 7he”ctacflos:pfrrmentienvaarrno(rg/kaed buemtlossesamorg hcuttkdatfaulcujckt

would be much h tfir

DeepanwMhe- Mart cutsweukl take themos; from households that reiy more on transfer pxymenacr subsuio—poo:
wottang E irr s, older peaple, and man)- rural rtcdents. for instance. Households wvh higher incomes would lose less,
because they dent rely as much on uxe piymema-and the only new taxesthey'd havt to pay would be any tncnascs
inlocal taxes that mumapaliaei and boroughs imposed to make up for reduced suie fed

Notr Ckru.". uxfpra efcyrraam tyevi” er prjutud frvn 0.0 b *e Dvtwtr  ptydotur*ctontoprinloki&ur,

U Iz * 0UK U7™iro 26. 01 *«



Budget Across-the-Board

Measurlng Household Income Losses: B@l(NVV\EanaS ComparatlveeffeCtSO F|Sca| Pa:kﬁrﬁlonour
d

e Fiscal Package 1. Cut Budget Across-the-

househalds andl on Alaska rouserots on average. Thefigure IMMECliately bl Sposadle inoorme
householdswouldlosemr reducedtransfer andlncreased Iocoltaxes rearenostatetaxmcreaseSL ncker
this packa s}at Igure octhebotiomofthepage 1wouldchangetranster holds
reoelvean eadllocal taxes they pay; ﬂesecanbecorrparedvmmtheemstlngbalanceof andtaxes shown
onpageZ

Relative Housoiold Income L osses:

Alaska households on avenge would lose about
one percent of thetr incomes as a ttsul: of re-
duced transfer paymetus and tnagased taxes.
Ibe rented couple and the sanpe patent would
lose much more, because Longevity bonus
payments and day care subsidies would be cut
sharply. The other households would lose less
than average— because they receive only Per-
manent Fund dividends (which wouldn't be
cut under this package), and they would pay
jus: local tax increases,

Payments and Taxes: All households
except the single person would still receive
considerably more in state payments than
they pay tn state and local taxes However,
the retired couple gad the single parent would
each lose close to LZ percent of theu transfer
payments 7nc smgle person would end up
pavtng mere than he receives because he gets
only one dividend

Ruaiine HOt/®wxd L osses Bv RejQOm

SNot shown) Households in rural regions are
reguencylarge and f)oorerthan uihin house-

holds. Sothey typiaily recent more mtransfer
payments—and therefore stand to ose more
under deep cuts tn transfer paymerus. Rural
cocur.uruacs also generally receive hlgher per
captu sure payments foreducaoon and general
government So irural governmems chose to
make uP atleas; a penwn of cuts tnstate aid by
rat&ng focal taxes, households m rural regions

Relative Loss of Household Income
42%

m k'ouM Sum
i-ULaxTu*

Average: 12%
SET

Sr*j« Prior, SCq* 9*ttci Bet’X Cod* toon* iron*

Payments To and Taxes From Alaska Households

23 tXtNnni

|katt jtt Tim
SIM

would have to make UB propor.ior.xely more thin urban households. Exceptions would be households m communities

with virtually no tar

ases, which don't have the capacity to pay much tax. and communities with essrerr.dy Urge

cor mercul tax bases CLke the North Slope Borough) which take much of the tax burden off households

d d
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Assumptions:  State genereg_fund spending of S2.5 billion (in 1990 dollars) o
Fisal gap (difference between current spending and expected revenues from existing sources)
of $200 million (in 1990 dollars' o
No new state taxes; greserve capital budget; dctp cuts in aid to local governments and schools
and across-the-poard cuts in other operating expenses, ap Permanent Fund dividends at
1990 expenditure L)er recipient _ o
Local governments make up halfihe cuts *n state aid throuih increased local taxes

D escription: This package illustrates the approach of maintaining ca”'ul sp» iding and puuir.gmore of the burden
of government cperatmg costs on local governments. Itwould leaveapiui raiding rnua and make acroskhe-bcani
cutsin most operating expenses, but with deeper cuts tn aid to muniapalitk tand schools It would alsoap Permanent
Fund dividends at the 1990 level and shift the savings to the General Fund. The figure below shows how this approach
would fill a $500 million fiscal gap. The percentages at the left of ihe figure show how much of the pp would be filled
by each category of cut. The percentages at the right show how much each type of state spending would be cut or now
much state and local taxes would be increased.

- Pvninen: FiXtf dvdrcs—$7$ moon (-17%)
Rr<verd Piym*«» Jo IrxJrrWuHSs-
tm) §kn

sl or«t miicn (4
ciavoiltitrixirasod _ J00flsccnohalcevavi  qrdtomxopaites lid sdvxs
m) local 1jfrs—S107m.zico (l5&ttaaadon*  «Mkbarm )
AOOXri, Cc3inSum M - NottfMliyrcrwdiQQitaias
8Ic2nttcn GiA ™ u M)

(37%) | GetslnAgancsylmm Lioensn- Cuar. laser, ccxax* arcuro> sxs (-ly.)
oion

Broad Economic and Service Em cis: Deep CXS tn the cperanr.g budget could cost the economy tens of
thousandsd):b» and millions of dollars tn thoome, asdexrbed in Fisol flaky AperNot 5. Government services would
bebxay rtdxei but local programs would be hx espcculiy hard.

Broad Housfmold Em crs: Household income losses dbcused tr. choc packages art.put losses rmlonj/roni
reduced transferpaymenuarJ fnam d taves draherlocal tax increases tn nesjxr.se toaits X stateod or newstatetoxa).
See rtfxiuJ areefrect cfreduced sensed Losses <mtrg household that tostjobs would he much larger,

Households that itiy most on trmsiei payments wouldlose the most under tha p_ackage— poor households, households
wtth oldtT pecpe. at.d man% rural households Theap on Permanent Fund dividends would cost ail households some
income, but begger. poorer households would be hurt mem. Households would hive to pay lugher local taxes to hdp
cihet sharp cut*tnad to schools and local governmems

Sttrau paged
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Preserve Capital Budget -

Fiscal Package 2. Preserve Capital Budget

Measuring Household Lncome Losses: Belwwc asses. comparativeefiects cfHiscal 20N OursanHE
housenoloss and on Alos>ta households on average. Thefigure Immediately below shows per losses tn qlispou
household inoome, hose numbers show proportional losses among dliffererittends cfhouseholds. Thefigure at the otiom
0f the page shows how Fisca 2 would change state paynents households reeive and state and local taxes they
pay. These numbers canbe compared Wath the oaicng payments and taxes shown cmpage 2

Roaiive Household Lncome Losses:

Alaska houssholds on aVEfage would lose 2.2
peroent of thelr toorres under this package,
mottlyin roduoedtrarsfer-payments. Thesingle
motherand the restedcouplewould losemuch
more, because day caresubsdxs and Longer.ry
Bonuses would t< cut

Payments and Taxes: Three of the five
households would soil receive more than they
paid, but the retired couple And the sry'c
mother would both lose dose to 13 percent of
thetr transfers because of cuts m day care sub*
suites and Lcngevuy Bonuses and a cap on
dtvuiends The stne personwould pay almost
twice as much tn sure and local taxes as he
would recn\e under the capped dividend pm*
gram, and the higher inccme family would pay
siighdy mere than they receive.

Relutve Holsokxd Losso By Rraav:

"Not showT." Com pi ranve regiaral household
losses under this package weuld be sartiarto
those dejcr.beo under Package 1. exapc :hx
inallnmpons bothe an thitnnrie: paymentsand
N -rases r. loal taxeswaruidbe larger Tha: s
because dividends would be capped under this
package, and lacal govermment aid would be
cautmom Aress the have verybnaed local ux
capacuy would lose tte not services, snce
:hey couldn’trase local Uvrs :0 nuke up |Ot
CUU insure aid. espmaHy cdxaoon aid.

Relative Loss of Household Income

52%

C3 Pirwe
" MO Y

o

o=
Vr:

16%
Average: 22%
ITTV

Payments To and Tauts Prom Alaska Households

ITOO 0On

fT
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Fiscal Package 3. Impose Ability to Pay =« Fiscal Package 3. Impose

Assumitions: State gereral fund spending at $2 3 billion (in 1990 daiiats)
Fscal gap (difference between aurrant spending and expected revenues fromexisting sources)
of $300 million (tn 1990 dollars)
Impose state income and property taxes; base some trarsfer programs on need, make up
remaining deficit through across »hevboatd cuis us gperating and capital spending
Local governments nuke up hall tre cuts m state aid through increased local taxes

DtSCTurnON: Thb package illustratesan approach tha: would close the gap through a number of measures based on
AIasksns’athity topay anewsure tnocer-etax apropertyux Outwouldequalize propeny tax rxes statewide, and changes
thet would tmpose need cfttera on ihc Longevity Bonus program and tre POWE! Cost Eqaltration program (We
rocogmrre thet such changeswould requirestatutorychanges) Permanent Fund dividendswould be kefttnua The figure
belowSNOWS hew thisapproachwould SI' a $300 million Sscal gap. TV perectusges it the kh showhow much of tre
gapeach category ofcut would fill The perotmages at the r.ght show how much each type of spendingwould be autor
how much state and local taxeswould be incressed

Wn >4 A From s Sw Unjrri>Gem*w Meo-fcC niion (5011
i IM Po*r CettGM toto* v nlen (+30%*
* in} N Ot¥nox* S¥pr*-4"* nper (%1
Pmnrt fve Dvome*x tamp)

>
\
VEE Flrri | 1snlivii A"?9eili.oaipm*nr I . Wu*!N._.;r«sr
rr™ lji 11Snli'ni i i
oM frvxisrqiiM
Toc*ro**r *aa«n

W MxnMltiatiiR-UIHIw
im i laetrCkatn U P i~  Ntcrvitty reWWC 0S atH | K
v @r M(ftﬁ;c Ccanaxr xrctcjt V I "N

(Wi RbnUsu Sarov-»4m*» 1

Broad Economic and SIxmcc Ejttcts: Economic Losses would be snalkr under tics package iron under
packages | and 2. because sarespenzrg cju would be sraller, but tax increasesalsoco* theeconomy some )obsand
income (setfjcafftfuy papr Nb 3) Los*ofgovermment seroceswould be ocdyabcuta thirdas larptunder-thuspackage.

Broad Hoi scmoid Ejttcts: Kcuiehoid interme Llcsesdjtuaed thrfcaepxhagn sn/ju the raui: of reduced
(rsm/erpsyneret and tncrtaud u x a (cAer local ux INCreeses« rnptneu amsinuau ad ornéwv nc uxa). Sot
*tflected art (feat af reduced semca. fncane losses among those houehcUs thetlcst; xs h«iLJbemuchhtfrr

Cfder Alaskanswuhmoderate or highertncomes sand tolose ttremo™ underapobcy thattsssl copvuy Bonuspiymena
ioneed Some runi householdswould IcKtheurub*<Uabrckancbdl™* iftte Poner Co* EquAatsooPropim were

‘ied to need, how many would be affeacd would depend on whr moome lestl was destrocrd asneedy Slodeme and
higher income households would pay more lIhar. average uiocome taxes.

W > J
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Ability to Pay =<« Fiscal Package 3. Impose Ability to Pa)

Mlamtun%H oIsIhoId Lscomz lossts: BeI(WV\eaueuO|eeffecLsch|scaIPad<a%e3mcun
andonAlai on average. Pie figure mredmtelybelowsfm&rcentage Ues Inda
Income, |I|ustrat|n [0 ort|ona| 105565 AMONg ousehotcs.” THefiGUIe at e bottom Of tre page
Package J would Cenge state payments 0 receive and state andlocal taxes theypay. The
compared with the existing payments and taxes snown 0N A0E 2

RnxiiM Holsdiold Incomz Ltnsrs:

Alaska householdswould lax onaverageabout Relative Loss of Household
4 percent of their incomes under this package, 16.4%

mostly asa resutt ofnewsu:e uues The recred

couple would lox four urr.es that much, be*

cause wt assume their tncome level would

make them inefcbc forLongevity Bonus pay*

mraitsbased on need The sxgje personwould

pay higrer thenaverage income uua beaux Avxiq#: 3.9%

he hasno dependents and because newoidd be
unable to reduce the impact on his ux btQby
deducting state uua from his fedeaC retum

44% 44%

Pa”ievts AND T AXIS: Households thetire

able 1o pay—<he strgfo person, the median firglPWM* *%¢  wr tvme0JiM Mrnbeo™
income (amdy. and the htgrerincome family—

would pay more then they receve unde; this

package The angle person would pay thyee

times as much as ne receives, oeausc he col* Paymenu To and Taxes From AlasXi
teas criy one Permanent Fund dnsdend (and

he 1asesMOre of thratdividend tofeceral u xa

than any ocher household) But the higher

income family would also pay subsunnaiiy

(JC percent; more thanuocUecu The retired

ccupiewould lose 73 perba: ofsiec payments

m ijuy LocgcvwBora PXYITXNU Thecngie

pirrruj trasfers paymrrrs would train

mostly tmaa

R mm t Hex-utkid Leases By Rxckrc

iNcc shown; OF tcune average hcuxhceld ux

bis would be higher thx3 rrgscrsunder tha A
package, beaux 8 adds new cues But tte

rcjmt new ixx burden would tl meet on

urtxr rtporu. whi”i gererallyhave higherncerr.cs Howew. xutnentnedindMdual haaxhoidix
thatmakes thebxgt ' lercnae— eurx households thus have highincomeswould abo pay reixittdjrhigh
been urban and rural- tret aurrertly hnt lovmillm a beaux tretrcommensal ux beses arc tar
tnertasa than aress where cxanrg propeny ulxs arc higher

r.a M Il 'OS COU9 wUCKXif



Fiscal Package 4, Eliminate Permanent Fund Dividends <« Fiscal

Assimtjions  State gereral fund spendinga 52 5 hillion (in 1990 dollars)
Hscal gap (difference between aurrant spending and expected revenue™ fromexisting source™)
of 5500 million (in 1990 do;lan)
NO NeW kate taxes
Ebmtute Permanent Fund dividend program make up balance of gap through
acros™*thchboard cuts thopennng and capital spending
Local govemmenu make up half(he cuts in sute aid through increased focal taves.

D rsaurn O f*: This package illustratesan approach thaetwould requite nertherdeep budget cut™ not new uues because
Uwould SI most ofd 5500 million gap with Permanent Fund eanimg*. The Permanent Fund dividend progranwould
be eliminatedand ttemoney shiScd tothegereral fund (Thu changewould reguirestatutorychanges) The figurebelow
shows how thisapproach would SC a$500 milliongap withihe percertages on the Etshowing howmuch of the gap
would be ailedwith Permanent Fund taming! and otiersources, and the figures on the nght showinghow much each
type of spending would be cut or hewmuch u x x and local urnswould be increased

Dnm» Pmmm Pure

Otte lard*du*-S 7nSon (-2%

Tocm* cno-fw? Otcvy» Isaw Us e pviocairws a-0 Ve
— naatcSr.ty >%%0|tlijump

—w Nete®atOrrcrriM aatsum (*1%)
-W 't.srujw xnana mesoov Ccoa, %l

Broad Economic and Suoigl Enters: Thu package would ukc saveral hurd-td mdhon dciors fran pnwte
nr-dimd aiogevemmer.: causmgin*ofprvaa andtnxme. Butshebroad recencnuc kossesunder-thispackage

would be k m ihaa under deep budget cuts, bexac govermment spendmg tends toc x x x most jobs than household
spendmg, (Set fjcdl FttVrpsprr So. 3.) Comrrar*nt xravea could be mamicncd a; dose tothcr ClTent lewels.

Broad HOtiOKMn Ijncn: Hm A sU xxtme b aa dbcuwd in thesepar-agrsart just die resuttcj reduced
I amfcr ar.itncrtauJuxa F.-VrIXJux tnertaa anresponsetocuts iINS&Urodor Nnewi v u uxa). Set
rrraul crttfcas Ofm L u i srmas. Incomebs»ono” those households thatbstjci* wouldbehig y .

Effectscfthu”alJoge are armghifcrward big#: householdswuh smaller incomes would losea bigger percentage
ofincome iFhcrruatnt Fund dividends witrc ehnunased. becntse each member of every household coUcai equal
dnidend payment*

Sit Uall.ftp t
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Package 4. Eliminate Permanent Fund Dividends ¢ Fiscal Package 4

Miascmng HoiiHHOLolvcOMt Ix»sr$: Ikbw*taututktdiUTibia*tfcttiefFiHal Pafatc45 nnr cample
hoitthdds and on Alatha Keuickctit on enrage. Thefoirt immeduttly Mew ikon pencmtofe leuei in dupuioto
heuuhstd income, thou numbtn the* which fonch cfhouuhcMt a and tolouthe moft under thu peuhaft 7hefigure
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Table 2. Who Will Pi*V. tQ Fib ii4|$SOD Million Fiscal Gap?
i »Pp

Annual Income Losses ol Sample Households
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{Dollars and Porcont of DlaDosable Income)
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Summaryand Conclusions
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awCOeuptoea”clikaatctatemuncwhJtocmhna-
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reed:cbes «m c<howdfirtn: rxuturrafka doSercni
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thcutsniyu vie looked j: laur ecerbtrjetorj of
nur.it) (ortLr.j s feol pp cf : X>muboo—<hc
mjparjde of pp the cups goer. so ne wxhm te
nos fewvtn As the Spares oq pap 4. rake dear,
whenever thep p cans awtilpowevernm*.. itqumaj
meetand moretoif | The fool picfcaps tnthes paper
Jir seended to show hew 6 Uetrx lends of uses sr.J
buffs c m and use of ftnrjnerc Fund eantn~ would
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mfttooweusc thendeepetcuu orbfher uses wouldbe
rrouttd to tt e hut ihe rasove cfleas on households
would be crulir towhit wt dcaenbt
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Wc'tt not sdvoatmg the cocr.iwuncrsj t our faur
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lends 0 ! chesers transfers have— gnd to make e dear
thx wrut they choose €X1{ makeafbtg dseretcc {0
Alaska hsusehkds

The task above ammanae™ the decane tnpvrr .-
mere spcadmf and tie relent letsoi household tascr. t
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cf para arcdear frontre table and (men car aaatau

+ Thetegr abudget Alaskansch»t tor.gr.;ra. tre
stoet theyw*J have topay. The uruuavtd tpesioruarc
howmuch sure iperdrvf Alaskan wxx. andhowo x h
(heysmwé&nftopiy.

+ The lessstatecflscabask Alaskans topay, tremom
tovimmcraserttcawtfdedme Hundreds ofnalboatof
dotdsrstn budpr cuawouldcose tre r eap household
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¢ Elimlnaitnf Permanert Fund dividends and ihif*
mu the money t gareral govemmen; (pending would
oost ALu\j houiehclda the mow income but would
recuirettresmallestcutstngovernmentxrv.as— beaux
the dividend money alone would reatly fill a S500
million budget deficit

+ The mort suteoffioal balance thebudget through
«ro»*the board (pendng CUU, tte ten a will dittctly
Jflcc the thcomea ol mow Alaska hcuxholds— but the
moec u wC cow poor and elderly household* That's
beaux mow Households don't receive the trarsfer pay*
menu and subsidies poorer and older households relyon
and which would be reduced under acrosfrtithboard

budget auts

+ Kouacholds on average would toe lex tncomc tf
the state balm ed as budget by raticg taxes ratter then
by dnr.iropng Permanent hind dividend* That's trvt
beaux buenasc* would pay a par. of new taxes, while
households would bear tte enart con of tag dM»
dend payments

+ Smaller, more alCuen: Inlks and no* cnglc
Alaskans would probably prefer:o xe Pennaacrx Pund
dividends tliminaud ocher than pay major new taxes—
because theywould hirelylo* Imindnidcnds thanthey
would pay thnew taxes

+ Urge, poor heuxheids could b x xr.era ones
mart thin sraller. weilihe; households tFPtminer-
Fund dmdcndl w«rt etcnexed. Among our somp.t
rvausehotdi. toroxmoe. thestnge pararawsh r«o cfcl*
irtnccuidt a 10 percent of hertacoene. ascompared
with about « perctr:t lor the higher tncomc iarmly of
four Cbvtciss.Vthe difference would be rvtn biggertor
larger low*tncomt households Mint larger; poorer
iamttt* luretn rural aress

« CucJif e Lnjntv 5cn*t programacroxoe-
boatdwould taxe some mcarae (roeadl Alufeans rax;
whde bo*rg the prcgram on nerd wouud take tie rare
bxnts awav itoen soeae but pnxesc the ptymens ofthax
w*h tar income* Out sample rented couple, (or tr*
stance. has an income near ttre Aadmap mtdun far
thocecvtr63 Undooxifuficrsato»*eSlOaAoa.
they would to* ctex to 6 percent of tretr susae.
obrtoaily tar-mcome hcuxhofciawould b x meet U
thesuit s»td inesane HO mutatby stag Heltie
antra rtcpxra tnedgptk. our rested couple would
b x 15 perueraof thesrincome— iut older Alaskansw*h
lonerk x ¢ ¢ n wouldau3 recent trebcnua ttaa

* I(propcnytaxc.wereequalixedsuewideOhrough
a state property tax), ttfidents of area* with low local
property taxes rcfefive to thdr ux haxs would pay the
biggest increases Areas trat already have higher prop
erty taxes, and aress ttat have bulc or no taxhue. would
tee mote limited increases (1 proper,y Ux races were
equahatd statewide. thetwould notcqualue thecruirtux
burden, since sales taxesvary by communiyj

*U loal govermments make up 1 lesst pan of
reduced tuce aid through increased local taxej. then
rural coca would have tomake up the mo*. Thats be-
caux cunent perospua axe payments foreducation xvi
gereral govermment art higrer tn rural aress.

* SigbudgctcutswouldhiitnaxncsofrunJAlaslans
tn gereal harder than incomes of urban residents, be-
aux they rear* more trasfer payments and subsidies

Today Alaskans—whetther poor, thttemsddk. orx
the top— pay btde or nothmg fartux and local scvoo.
beaux there art no mgjor suet taxes and Ptrmasen:
Fod dr**Jonds exceed becal taxes formo* households
The divuknd program makes annual cuh payments :0
virmusfly dll Alaskans, and the longtvsy Bonus program
makes monthly paymcrui to Atoskaas ontr65. sogradkaa
ofincome Thox prograns wet dcstped to dara«rah
tndMdtola t u a t then u n odwealthdot tsnowfedng.

M**.y needy brakes and rider people hive come to
depend or. thox tcarafertrecans, althoughtheywere
notstandee asaad programs indeodmg how tobalance
the budget, lanmakers need to axudcr the dependence
ihex programshate b u n d

And therartmany ahe?uiues cfespsrytuu ofsau
vill have 1o faCE aathey dea. wgfc budget defats W e\t
seen be rxanoe. thatdeepbudgnc m would flhtndcs
or.ihax pooetshouaehouCsandR”xsth* dependms>*
on m tthftd&c* A*hxh subnbes should te state
mxrsuui than eracfdedr-ng transa’

The eqjxy of garment prices ddht ccnorm
Alaskans much ta tre kst decade, beaux od wealth
mesra them » » pfesey tor sJ and mdmduai CM—
dadn™hatt tocany ibe burden of succ gomtsan: But
now liwmakrrawt3 have tom 3* tough docjxxu about
whowt3pvyto:Alaskasgr>«nssncn:Aihr 1990*
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Projected Fiscal Gap at FY1W1 Budget Laval
Showing Contribution Fron QOil Price Spike

We ve heini j lot laaly about (he Mriy ore of (he
m u sm n «windfall aawcitfedw thtte MMkbe Foa war
The bea cunera tr:lotmatton rjf/ou the vrvdiaQ wu.
be moth mailer (han pmvwuity anoopaeed. andwill be
a& topnrtdc arcahur. aptrj; dedfting revenues far
nor*djncneyear (gaphaskiabra).
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NB S5 - the facts for aoe stable sugpart for education & safety

WILL DO
1) Secure revenues ranging frost $250.0 - 400.0 mill ionl

2) Provide stable support by avoiding international event* isipacts
3) Allow rocoupsiont of ostinatod 301 of costl front U.S. crodit
4) Require only people holding a job need to pay
5) Catch nonresident workors to contribute to sorvices receive
6) Be oconoaical to collect, 9714 of revonues available4 for needs
7) Save cstinated 4000 jobs lost froa less oil coney by year 2000*
8) Execute recognized need for state Incone tax facemattachccntsjr
9) Avoids burden on seasonally onployod or unemployed
10) Allow us to assusto direct responsibility for sorvico costs
11) Hot pass on as nuch tax burdon to local coaounitios6
WILL MOT:
a) provide all noodod revonues for tho nueerous state services
b) burdon unemployed or thoso coaaittod to exclusive subsistence
c) bo so now, or unfaailiar, as to be untried’
d) inpact your withholding for an ostiaatcd 18 conths*
(525facts.410)

‘Tostiaony Revenue Coanissionor to Houso Stato Affairs
Cosaittee, on 3/30/92.

‘institute of Social &Econoeic Research(ISER), No. ,

*ISER, Alaska's Dependence On State Spending. No.5, October
1990.p.11*

‘Tostiaony Rovenuo Coaaissionor. 3/30/92

*ISER, Report No.5, October, 1990

‘ISER, Tho Alaska Fiscal Cap. Mo.l, August, 1989, p.4
fISER, Alaska's Potential Tax Revenues. No0.3, February 1990

Revenue Coaaissionor tostiaony, 3/30/92
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TO: MOUSE STATE AFFAIRS COMMITTEE

RE: A solution for rovonuo stabilization - HD 525
Data: 3/30/92 , D B
From: Jnmoo E. ffif.hor', 633 Harris St., Juneau, Alaska

Aftor listening tc/ tho rocont Saturday's (3/21) tostimon;
budget cutting options, | was promptod to suggest using HD 52
revenue stabilization. 1 propooa that HD 525 is essontial for
revenuos that provide critical foundations for education, a
and treatment.

However, | recommend adding a Section |1 finding to HD 525, st
that enactment of a stato income tax would provide stable rev
for such essential governmental actions. That finding could
basis for full futuro appropriations, and not indicative
attempt to dedicate funding.

While proposals for usor foes havo appeal, tho cos
administration and an increaso in buroaucracy would probably r
both attractiveness of tho option and not rovenuos.

Although other noasures, ac realigning Federal spending fi
focus on military apparatus to a focus on infrastructure and s
service needs, are possible, tho subject natter of HD 525 is w
the imnodiate scopo of the responsibility of this House.

As a resident with decades of fooling responsible for tho comm
of Alaska, | urge enactment of HD 525, or its concopt in
legislation.

Tho Legislature finds that stability of rovonuo support for
education, safety and troatnont structures of Alaska cor
attontion to unutilized rovonuo sourcos available to prosorv*
thooo vital public systoas in accordance with conotitut:
mandates for protecting tho welfaro of all Alaskans. Th
reasonable rovonuo sourco for underpinning such vital structur
tho stato is tho resourco commonly roforrod to as tho "stato ir
tax." That tho rovenuos froa such incoao tax, as may bo ona<
should bo directod in thoir ontiroty to provido funding suppor
the oducational, safety and troataont syotoas of the rtato.

(If a bill can't be enacted, could a roforondua resolution pu'
qguestion on tho 1992 genoral oloction ballot to proapt debat*
possible consonsus?)
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March 30. 1902

Position Paper

HB 525 * Relating to the taxation of income and to
individual tax credits

Tho Alaska Municipal Loaguo supports tho concopt of HB 525 *Ratating to tho taxation of
incomo and to individual tax credits. This hill would reinstituto tho statevwade personal
income tax and provido for a broadening of tho tax baso to support ossontial governmental
services in Alaska. Prior to tho big ‘oil boont* of tho mid-1970s, individual AJaskans and
non residonts working in tho stato paid a personal incomo tax. Since tho statutory
authority for that tax was ropoaied in 1975. legislation is nocessary to reestablish a
personal incomo tax as ono way of onhandng revenue to the stoto govornmont. The
Municipal Loaguo supports HB 525. which is intended to do this.

Tho Loaguo has supportod roenaclmont of income tax legislation sinco 1990 in recognition
of tho nood to begin to roplace declining ail rovenuos and to roquiro thoso who work within
tho stato but do not livo here to shore in supporting govornmont sorvtcos. whether they bo
onhandng tho fishorios. protecting public safety, educating Alaska's children, providing
health caro, or constructing docks, harbors, and roads. Tho 1992 Alaska Municipal League
Policy Sratoment includes the folloning statomont:  *Tho Loaguo supports legislation to
roinstate tho stato incomo tax to allowfor maximum capturo of rovonuo from non-rosident
ompJoyoos working within Alaska™ (Part 1.1.7).

Under tho provisions of HB 525, both rosidents and non rosidonls would be required to
hdp support Alaska's stato govornmont by paying tax on incomo earned within Alaska

This would provide additional rovonuo resources for tho stato treasury at a time when
revenues from the oil industry (which has supported Gb percent of tho stato budget in

recent years) aro declining

The Leaguo supports tho concept of HB 525

MQS2Sp0a 330

ottmeNononoieooueof Onviono me Nomoro Asocoxor>oHCoM e



TO: HOUSE STATE AFFAIRS COMMITTEE

RE: A UOUION for revonuo stabilization - HD 525
Date: 3/30/92. , 4* =3}~ _
From: Jamoo E. Kighur® 633 Harris St., Juneau, Alaska

After listening tq tho rocont Saturday's (3/21) tostimony, on
budget cutting options, | was prompted to suggest using HD 525 for

revenue stabilization. | proposo that HD 525 i1a ossgntigl for stato
revenues, that provido critical foundations for &i[ﬁ]m Saflety
al rea e

However, | recommend adding a Section I1finding to HD 525, stating
that onactmont of a stato income tax would provido stable revenues
for ouch essential governmental actions. That finding could be a
basis for full future appropriations, and not indicative of an
attompt to dedicate funding.

Hhilo proposals for user fees havo appoal, tho cost of
administration and an incroano in bureaucracy would probably rcduco
both attractiveness of tho option and not revenues.

Although other measures, as realigning Federal spending from a
focus on military apparatus to a focus on infrastructure and social
service needs, are possible, tho subject nattor of HD 525 is within
tho immediate scope of the responsibility of this House.

As a rosident with decades of fooling responsible for tho community
of Alaska, | urge onactmont of HD 525, or its concopt in other

legislation.

Tho Legislature finds that stability of rovonuo support for tho
oducation, safety and troatmont structures of Alaska compels
attontion to unutilized revonuo sourcos available to prosorvo tho
these wvital public oyotoas in accordance with constitutional
mandates for protecting tho welfare of all Alaskans. That a
reasonable revonuo sourco for underpaying such vital structures of
the stato is tho rosourco commonly roferred to as the "state incomo
tax." That the rovenuos from such incomo tax, as may be onactod,
should bo directod in their ontiroty to provide funding support for
the oducational, safety and treatment systoss of the state.

(If a bill can't be enacted, could a referendum resolution put tho
question on the 1992 general election ballot to proapt debate and

possible consensus?)



April 13, 1992

Labor and Conaerco Conalttoo

Moshers: Hops. Choirr.an David Finkolatoln, Vico-Cholrran Pat
Parnell, Batty Brucknan, Dove Donley, Ivan lIvan, Robin Taylor, and
Ji» Zavackl.

Dear Labor and Cosmorcc CoastltaA Ker.berr.:

Picanf. do npt support Houoo Bills 523 and 325 which increase taxes
Iro Alaska's oconory io tanuoua at best. A tax of thaoo

t a

Tqrrb will do nothing but crush tho fragile recovery of current
business owners ond create additional dis-Inccntivos for any new
businesses considering Alaska os a placo to do buslnass.

Much noro can bo dono to roduco Stato Covornoont slzo, vasto, and
corpctitlon with tho privote sector beforo any new taxes ora

ncodod.

Again, please do not support Houoo Bills 523 and 525.

Sincoroly, *
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March 18, 1992

Tho Honorable Hillo Koponen
Alaska Stato Legislature

Stato Capitol Building, Pm. 503
Juneau, AK 99801

Dear Representative Koponen:

| received your memorandum of March 12, 1992, expressing your
concerns with tho status of fiscal notes on legislation which you
have introduced and which affect tho Department of Revenue.

In regard to IID 522 which deals with a Real Estate Conveyance
Tax, this bill has not been scheduled for a hearing. HD 523,
Business License Tax, has been scheduled for a hearing in Labor 4
Commerce Committee and we have begun work on a fiscal note. HD
r?24,_Limited Entry Permit Transfer Tax, is not scheduled for a
earing.

The Department of Revenue has roviewed your proposed
legislation relating to the taxation of personal Income, House Dill
525. As would bo oxpocted in legislation dealing with this complex
area of law, the implications and meanings of the sections of this
bill are complex and interrelated. Tho department has determined
that preparation of a fiscal note taking into account all the
provisions of the proposed legislation would requiro approximately
300 hours of effort to calculate revonues and cost. W are simply
not in a position to devote staff effort of this magnitude in a
short time period.

1 have attached a fiscal note for legislation dealing with
personal income tax which the legislature considered in 1967. When
reviewing this material it should be remembered that the
legislation as well as the current state demographics are
significantly different as would be the resultant calculations. In
1987, when the last calculation was done, the cost estimate to
operate the program by the Department of Revenue was 51,345,000.
Cost in today's dollars would be approximately $1,715,000.
Revenues to tho state would total between $250 and $400 million.
As your legislation moves through the process, the Department of
Revenue will devote time to the effort of arriving at a fiscal note
that teasonably accommodates all of the bill's provisions.



It is my understanding that tho effort to develop a fiscal note
in 1987 requirod approximately six months of Department of Rovonuo
staff time to proparo tho cost and rovonuo analysis. Dasod on o>r
currant staffing, tho majority of this time would now resu.’t in
reducod audit offorts and thorefore reduced rovenuos. The effort
in 1987 was reviewed by Legislative Finance Division and a copy of
their April 21, 1987 analysis is attached.

1 apologise for any misunderstanding of our efforts thot may
have occurred and oncourago you to contact this office when
concerns arise in tho future.

Sincerely,

Darrel_ J. Roxwinkel
commissioner

cc: Max Model, Chief-of-Staff, Office of the Governor
Raul Fuhs, Legislative Liaison, Office of the Governor
Larry £. Myers, Director Income 4 Excise Audit Division
Rod Mourant, Special Assistant to the Commissioner
Representative Davidson
Representative Finklostein
Representative Kubina
Representative Mackio
House Finance Committee
Senate Finance Committee

Enclosure

DJR:rrm
92-065



Aeodt »t.t. capitoi ~ Alaska State Legislature

Junoau, ak 9980i-iie2 Representative Ntilo Koponen

XX XXX XMW XXXXXXXX llotiM, D/ tiict 21 119 N Cushman. Suit* 207

Fairbanks, Alaska 99701

(907) 466*4992 1907)4668172

MEMORANDUM

TO: Tamara Brandt Cook, Director
Division of Legal Services
legislative Affairs ,

FROM Representative Niilo
DATE: March 18, 1992
RE: Fiscal Notes

Attached is a copy or the Information sent to no by Commissioner
Designate Rexvinkel in response to ay request for fiscal notes on
House Bills 522, 523, 524 and 525. As you could guess, this
material does not cone close to satisfying ny wishes. Does this
information meet either the letter or the intent of AS 24.08.035?

What remedies are available to ne in ny quest for reliable fiscal
information?



Alaska State Legislature

Representative_Ni_iIo Koponen
Pouch V House District 21 119 N. Cushman. Suite 207
Juneau, Alaska 99611 Fairbanks. Alaska 99701
*007»465*4992 ‘90?1 456*6172

KA

TO: Representative Gene Kubina
fROM: Representative Hiilo Kopone

DATES April 1, 1992

-"”DAIaska public is becoming aware of the reality of the fiscal
problem we have been dealing with. While we still get Public
Opinion Messages opposing any taxes, more and nore people are
becoming aware that our budget cutting has increased local taxes
and the Outside fishing interests, construction companies and

asonal workers profit from Alaskan resources, but gontribute

tie t%y for the services we provide for them. | put into
law, HD —State Income Tax on Personal income — would gather
the long overdue monies from Outsiders using our public provisions
without paying taxes.
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Position Paper

HB 525 - Relating to the taxation of income and to
individual tax credits
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Alaska State Legislature

R epresentative N iilo Koponen

Pouch V Houso District 21 119 N. Cushman, Suite 207
Juneau, Alnska 99811 Fairbanks, Alaska 99701
(907) 465-4992 (907)4568172
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House

State

Affairs

Representative Gene

DATE: April 13, 1992

h /[ f

Committee
Kubina, Chair

PLACE: Capitol Rooa 102

liH 325 -

SUBJECT OF MEETING:

R elation to State Incoae Tax on
I'crnonal Incoae
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House State Affairs Committee

Representative Gene Kubina, Chair SUBJECT OF MEETING:
DATE: PLACE:
DO YOU WANT WHAT SUBJECT/
NAME REPRESENTING BUSINESS/PERSONAL MAR IHG ADDRESS ZIP (I1) PHONE (W) PHONE TO TESTIFY? WHICHB it?
Y N
Y N
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Y N
Y N
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Y N
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House State Affairs Committee

Representative Gene Kubina, Chair SUBJECT OF NEETING:
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CITY OF FAIRBANKS
Office of dity Mayor

«110 CUSHMAN STREET
FAIRBANKS. ALASKA 997014883
9074f»90772

April 10 19P
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OPINION

Without income tax, Alaskans must face the Year ofthe Big Knife
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