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EXECUTIVE SUMMARY

o Alaskafaces a budget gap exceeding $4 billion, due largely to the state's heavy reliance on declining oil tax and
royalty revenues. Lawmakers recently enacted large cuts to the state's budget and are now exploring a variety

of revenue-raising measures to help the state regain its fiscal footing,

e  Gov. Bill Walker has proposed an ambitious package of reforms in his "New Sustainable Alaska Plan." Among
the proposed changes are scaling back the Permanent Fund dividend distributed to Alaskans each year,
reinstating a personal income tax for the first time in 35 years, and increasing existing taxes on various items

and industries.

e  While each component of the New Sustainable Alaska Plan would have varying implications for Alaskans at
different income levels, the overall package would disproportionately impact low-income families and would
ask relatively little of high-income Alaskans. If the plan had been in effect in 2015, ITEP estimates that the
poorest 20 percent of Alaska households would have seen their incomes decline by 9.6 percent. Middle-
income families, by contrast, would have seen their incomes decline by 3.9 percent while the top 20 percent of

Alaska households would have seen an average decline ranging from 1.3 to 2.0 percent.

e Itisnot possible to reliably forecast Alaska’s Permanent Fund dividends, or the precise impact that the
governor's plan would have on those dividends, in the years ahead. If the dividend reduction brought about
by the plan is smaller than 20185 data suggest, the impact on Alaskans could decline substantially, though the
overall regressivity of the plan would remain intact. Under one such scenario examined in this report, low-
income Alaskans could anticipate a decline in their incomes of 5.5 percent while middle-income families
would face a 2.4 percent decline and high-income families would face declines ranging from 1.2 to 1.5

Percent.

e Atits core, the New Sustainable Alaska Plan is regressive because its single largest component is a reduction in
the Permanent Fund dividend—a flat dollar payment that most Alaskans receive each year but that, relatively
speaking, is a far more important source of income for those families of limited means. At the same time, the
progressive personal income tax that Gov. Walker has described as being designed to "oftset” this regressivity
is extremely modest. If that tax were to take effect, Alaska would have by far the smallest state income tax in
the nation—equal to just 0.5 percent of total state personal income. A tax of this size is not capable of

counterbalancing the regressive nature of sizeable reductions to the dividend.
®  The distributional impact of the New Sustainable Alaska Plan could be significantly improved if it were
rebalanced to derive more of its revenue from the personal income tax and less from reductions in the

dividend. This report illustrates that point with three alternative personal income tax structures. The first,
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introduced by Rep. Paul Seaton in 20185, would implement a tax equal to 15 percent of federal liability plus an
additional surcharge of 10 percent of long-term capital gains income. The second would simply double the
governor's proposed income tax from 6 percent to 12 percent of federal tax liability. And the third would be
levied at a flat rate of 6.4 percent on the portion of income above $100,000 for single taxpayers and above
$200,000 for married couples. Any of these options would, at a minimum, reduce the regressivity of the
governor's proposal. In the case of Rep. Seaton’s plan, implementing an income tax of this size and scaling
back the governor’s proposed reduction to the dividend would actually result in a roughly proportional

impact throughout most of the income distribution.
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INTRODUCTION

Alaskans are faced with a stark fiscal reality. Following the discovery of oil in the 1960s and 1970s, state lawmakers
repealed their personal income tax and began funding government primarily through oil tax and royalty revenues.

For decades, oil revenues filled roughly 90 percent of the state's general fund.'

For years, this allowed Alaska to provide education, infrastructure, and other public services to its citizens at a
relatively low direct cost to most taxpayers. More recently, however, declining oil production and the plummeting
price of oil have impacted the state’s undiversified revenue structure in a major way. Today the state faces a budget
gap exceeding $4 billion and revenues are expected to cover just 25 percent of the state’s costs, despite major cuts

in spending enacted last year.”

Now lawmakers must decide whether to further cut spending, draw down the state’s reserves, reduce the
Permanent Fund dividend, or enact revenue-raising measures to narrow the state's budget gap. Given the
magnitude of the problem, it is unlikely that any one of these options, taken on its own, will be enough to remedy

the state’s fiscal situation in the long-run.

Instead, a comprehensive plan will require a combination of policy changes, likely including reforms to the state’s
tax structure as well as its system of distributing Permanent Fund dividends. Before undertaking those types of
reforms, however, lawmakers should carefully consider the potentially disparate impacts that various tax and
dividend changes can have on Alaskans of difterent income levels. While two potential policy changes may appear
similar in terms of their aggregate revenue impact, the reality is that those two options could have very different
implications for low- versus middle- versus high-income Alaskans. This report attempts to contribute to a better
understanding of these issues by analyzing key components of the revenue options in Gov. Walker's New
Sustainable Alaska Plan, as well as potential modifications to that plan that could improve its distributional

impact.

! Knapp, Gunnar. “Resource Revenues and Fiscal Sustainability,” Economic Development Journal, Spring (2015): Vol. 14, No. 2.
http://www.iser.uaa.alaska.edu Pubhcatlons 201 S—ResourceRevenuesAndFlscalSustamablht df

State of Alaska, Department of Revenue, Press Release. * Prehmlnary Spring 2016 Forecast Adjusts Revenue to Reflect Lower Oil Prices,” March 21,

2016, No. 16-002, Juneau, AK http://dor.alaska.gov/Portals/5/16-

0029%20Preliminary%20Spring%202016%20Forecast%20Adjusts%20Revenue%20to%20Reflect%20Lower%20Qil%20Prices.pdf?ver=2016-03-

21-090111-370
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REVENUES IN THE NEW SUSTAINABLE ALASKA PLAN

Gov. Walker and his administration have put forth the ambitious "New Sustainable Alaska Plan" to deal with the
state's fiscal challenges. In addition to cutting state spending, the plan would raise a significant amount of revenue
by levying a personal income tax for the first time in 35 years, raising taxes on various products and industries, and
reducing and reworking the way in which the Alaska Permanent Fund dividend is structured. Specifically, the plan

would:

e Restructure and reduce the Permanent Fund dividend to roughly $1,000 per person (compared to
$2,072in 2015);

e Implementa personal income tax levied at 6 percent of federal tax liability;

e  Scale back tax credits for oil and gas companies;

e Increase motor fuel taxes by 8 cents per gallon for highway fuels, 6.8 cents for jet fuel, 5.3 cents for other
aviation fuel, and S cents for marine fuel;

e Increase taxes on alcoholic beverages by doubling the current per gallon rates for liquor ($12.80 to
$25.60), wine ($2.50 to $5.00), and beer, malt beverages and cider ($1.07 to $2.14);

e Increase taxes on cigarettes by $1 per pack and other tobacco products by 25 percent of the wholesale
price;

e Increase taxes on the fisheries industry by 1 percentage point;

e Increase the commercial vessel passenger excise tax; and

e Increase the top bracket of the mining license tax by 2 percentage points.

Figure 1 shows the relative importance of the revenue measures listed above in Fiscal Year 2019, under the
assumption that the dividend would be reduced by $1,072 per person.’ The dividend reduction is the largest
component of the governor’s proposed new revenues, but the complicated nature of the restructuring also makes
itamong the most difficult to forecast.* A reduction of $1,072 per person is based on the 2015 dividend value of
$2,072 and the administration's explanation that "the proposal sets a 2016 transitional dividend at $1000; but
dividends are expected to remain in the $1000 range going forward based on current estimates of future royalty
revenues.” Under this assumption, the governor's plan raises a total of over $1.13 billion in new revenues per year

with nearly two-thirds of that, or $700 million, coming from the reduction in the dividend.

3 These revenue figures are based on official fiscal notes prepared by the Alaska Department of Revenue. The plan, as proposed, would initially

begin generating revenue in FY17, but the revenue figures presented here are for FY19 because the income tax and oil and gas credit reforms have

transitional revenue impacts in the early years that are not representative of their long-term impact.

* The single largest infusion of revenue into the state’s general fund would actually come from an annual transfer from the Permanent Fund, but this

discussion focuses only on those revenue measures with immediate, direct impacts on Alaska households.
3 The State of Alaska, Governor Bill Walker. New Sustainable Alaska Plan: Pulling Together to Build Our Future, December 9,2015.
http:

ov.alaska.gov/Walker media/documents/sustainable-alaska/the-new-sustainable-alaska-plan_narrative-overview.pdf
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Figure 1: Revenues in Gov. Walker's "New Sustainable Alaska Plan" in FY2019
Assuming dividend reduction of 51,072 per person

m Permanent Fund Dividend Reduction
® Personal Income Tax
Motor Fuel Taxes

m Alcohol Taxes
m (igarette / Other Tobacco Taxes
Cruise Ship / Fisheries / Mining License Taxes

m 0il and Gas Tax Credit Reform (tax increases only)

Source: Instituteon Taxation and Economic Policy (ITEP) analysis of 2016 fiscal notes prepared by the Alaska Department of Revenue and other sources.
Excludes portion of oil and gas tax credit reform categorized as spending cuts.

It is unclear, however, whether future dividends would continue to be paid out at the relatively high level of $2,072
per person in the absence of the governor's proposed reforms. Over the last ten years, dividends have averaged
$1,532 per person after adjusting for inflation. If that average holds in the years ahead, then a reduction in the
dividend to $1,000 would be roughly half that just described—$532 rather than $1,072 per person. Figure 2
shows how the relative makeup of the governor's proposed revenues would change under this assumption.
Specifically, if the divided reduction to $1,000 per person is calculated against a baseline dividend of $1,532, the
revenue raised via the dividend reduction falls from $700 million to $350 million, and from 63 percent to 46
percent of the total package. The overall revenue potential of the package falls as well, from $1.13 billion to $770

million.

Assumptions about the dividend’s size in the years ahead are important in gauging where the New Sustainable
Alaska Plan would derive its revenues. But under most reasonable assumptions, it is clear that the dividend
reduction would remain the largest revenue component in the package, followed next by the reinstatement of the
state’s personal income tax. In order for the dividend reduction to lose its place as the largest revenue source in the
package, the annual reduction per person would have to fall below roughly $310 (in 2015, for example, this would
have meant reducing the dividend from $2,072 to $1,762).¢

8 This calculation assumes that there will be 659,895 dividend recipients in FY2019. Reducing the dividend by $310 for each of those recipients
would retain $204.6 million in revenue for the state—slightly less than the Alaska Department of Revenue's $20S million revenue estimate for an
income tax equal to six percent of federal tax liability in FY2019.
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Figure 2: Revenues in Gov. Walker's "New Sustainable Alaska Plan" in FY2019
Assuming dividend reduction of $532 per person

m Permanent Fund Dividend Reduction

m Personal Income Tax

Motor Fuel Taxes

m Alcohol Taxes

m Cigarette / Other Tobacco Taxes

Cruise Ship / Fisheries / Mining License Taxes

m il and Gas Tax Credit Reform (tax increases only)

Source: Institute on Taxation and Economic Policy (ITEP) analysis of 2016 fiscal notes prepared by the Alaska Department of Revenue and other sources.
Excludes portion of oil and gas tax credit reform categorized as spending cuts.

DISTRIBUTIONAL BREAKDOWN OF THE NEW SUSTAINABLE ALASKA PLAN

In order to fully understand the impact of the revenue options contained in the New Sustainable Alaska Plan, it is
important to examine the effects that the plan would have on Alaska residents at different income levels. To
accomplish this task ITEP used its microsimulation tax model (described in Appendix E) to analyze most of the
tax and dividend changes described in the previous section. Analyses of the mining license tax, fisheries industry
taxes, commercial vessels tax, and oil and gas tax credits were not included due either to data limitations or, in the
case of the commercial vessels tax, the limited direct impact that this tax would have on Alaska residents.
Nonetheless, as is suggested in Figures 1 and 2, the following analyses include roughly 90 percent of the revenues

contained in the New Sustainable Alaska Plan.
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New Sustainable Alaska Plan, Scenario 1: Assuming a reduction of $1,072 per person in the
Permanent Fund dividend

Figure 3 shows that the New Sustainable Alaska Plan, ifimplemented in 2015, would have a sharply regressive

impact overall. In other words, low- and middle-income Alaskans would face a much steeper drop in their

incomes than high-income Alaskans. Specifically, the poorest 20 percent of Alaska households would see their

after-tax incomes fall by 9.6 percent. Middle-income families, by contrast, would face a decline of 3.9 percent and

the wealthiest 20 percent of Alaska households would see declines averaging between 1.3 and 2.0 percent of their

incomes. All of these are net of the “federal offset” eftect, meaning that they include the federal tax cuts that most

Alaska households could expect to receive if their Permanent Fund dividends are reduced, and/or if they begin to

deduct Alaska personal income tax payments on their federal tax returns.”

12.0%
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Source: Institute on Taxation and Economic Policy, April 2016

Figure 3: Impact of Gov. Walker's New Sustainable Alaska Plan
Scenario 1: Assuming dividend reduction of $1,072 per person (from $2,072 to $1,000)

Initial income loss offset by federal tax reduction
W Reduce Permanent Fund dividend by $1,072
| Personal income tax of 6% of federal liability
9.6% W Tobacco tax increase
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W Motor fuel tax increase
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7 Further discussion of the federal offset effect is available at:
Institute on Taxation and Economic Policy (ITEP). How State Tax Changes Affect Your Federal Taxes: A Primer on the ‘Federal Offset.” August 1, 2011.
_reports/2011/08/how-state-tax-changes-affect-your-federal-taxes-a-primer-on-the-federal-oftset.ph

http://itep.org/ite
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This sharply regressive impact is a result of three primary factors: the large magnitude of the reduction to the
Permanent Fund dividend, the increases in excise taxes on tobacco, alcohol and motor fuel, and the modest nature

of the proposed personal income tax.

As explained above, the single largest component of the New Sustainable Alaska Plan is a reduction in the
Permanent Fund dividend. If the plan had been in effect in 2015, the dividend would have been reduced by
$1,072 per person (from $2,072 to $1,000). While all eligible Alaskans receive the same flat dollar amount from
the dividend, the income that dividend represents is far more important, relatively speaking, for families of limited

means.®

To its credit, the Walker Administration has acknowledged the potential fairness problems associated with
reducing the dividend and has stated that a personal income tax was included in the New Sustainable Alaska Plan
in part because “its progressive nature was seen as a way to help offset any regressive effects a potential reduced
dividend payout might bring.” Unfortunately, offsetting the regressivity of a dividend reduction of this size is a

daunting task that the governor’s modest personal income tax proposal cannot accomplish.

Levying a state income tax equal to 6 percent of federal tax liability would ofter Alaska a relatively progressive, and
administratively simple, source of revenue. As detailed in Appendix C, such a tax would amount to roughly 1.3
percent of income for high-income families, compared to of just 0.1 to 0.4 percent for low- and middle-income
families.'” But when viewed alongside a dividend reduction that would reduce low-income families’ incomes by 9

percent or more, the effects of this income tax proposal are extremely modest.

Figure 4: Personal Income Tax (PIT) at 6% of Federal Tax Liability Would be Alaska is one of just nine states that
Smallest In the Nation lacks a broad-based personal

Rank (out of 41 State PIT as a Share of income tax—the most significant

states with PIT) Personal Income . i
= — — progressive revenue option

ississippi 7%

39 Louisiana 1.4% available to the states.! While the
40 Arizona 1.4% governor’s plan would change this
41 North Dakota 1.2% ) )
42 Alaska (as proposed by Gov. Walker) 0.5% fact, it would also leave Alaska Wlth’

Source: Institute on Taxation and Economic Policy (ITEP) analysis of 2014 data from the Census Bureau, Bureau by far’ the SmaHeSt P ersonal ncome

of Economic Analysis, and Alaska Department of Revenue. taxin the country. Atax equal to6

% Further discussion and analysis of the regressive nature of cuts to the Permanent Fund dividend is available at: Knapp, Gunnar, Mouhcine
Guettabi and Matthew Berman. Economic Impacts of Alaska Fiscal Options (Draft Report), University of Alaska Anchorage: Institute of Social and
Economic Research, March 11,2016. http://www.iser.uaa.alaska.edu/Publications /2016 03 11-EconomicImpactsOfAKFiscalOptions-
DraftReportpdf (PDF)

? The State of Alaska, Governor Bill Walker. The New Sustainable Alaska Plan: Frequently Asked Questions.

http:

' Note that these figures actually overstate final tax liability, particularly for high-income families, since many Alaskans would receive federal tax

ov.alaska.gov/Walker media/documents/sustainable-alaska/new-sustainable-alaska-plan-fags.pdf

cuts once they begin to deduct state income tax payments on their federal tax returns.
" New Hampshire and Tennessee have narrow income taxes on certain types of investment income that are not included in this analysis.
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percent of federal income tax liability would collect an amount equal to just 0.5 percent of personal income—Iless

than half the amount of the smallest state income tax in existence today, in similarly resource-rich North Dakota.'*

New Sustainable Alaska Plan, Scenario 2: Assuming a reduction of $532 per person in the Permanent
Fund dividend

The above analysis was performed in a 2015 model economy, meaning that Alaska residents were assumed to
receive an annual dividend of $2,072 per person. That analysis may not be a reliable representation of reality in the
years ahead if current law dividend payouts difter significantly from that $2,072 value. In Figure S, the New
Sustainable Alaska Plan is analyzed against a modified baseline where, absent any policy change, Alaska residents
could expect to receive a dividend more typical of what they have received over the last decade: approximately

$1,532 per person, after adjusting for inflation.

In this second scenario, capping the dividend at $1,000 per person results in a $532 drop, rather than the full
$1,072 drop explored in the previous analysis. Even with this more modest dividend reduction, however, the
overall package remains regressive. Figure S demonstrates that while low-income families would face a 5.5 percent
decline in their incomes, middle-income families would face a decline of less than half that amount—or 2.4

percent—while high-income families would face declines ranging from 1.2 to 1.5 percent.

"2 This figure is calculated by comparing state personal income tax revenues (or in Alaska’s case, proposed tax revenues) against the Bureau of
Economic Analysis’ (BEA) measure of state personal income. If the calculation was instead based on Federal Adjusted Gross Income as reported
by the Internal Revenue Service (IRS), the figure would rise to 0.8 percent. Under either method, Alaska’s proposed income tax would remain the
smallest in the nation by far.
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Figure 5: Impact of Gov. Walker's New Sustainable Alaska Plan
Scenario 2: Assuming dividend reduction of $532 per person (from $1,532 to $1,000)
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Source: Institute on Taxation and Economic Policy, April 2016

DISTRIBUTIONAL BREAKDOWN OF POSSIBLE MODIFICATIONS TO THE NEW
SUSTAINABLE ALASKA PLAN

The New Sustainable Alaska Plan includes a bold package of revenue measures, but the plan has a starkly uneven
impact on Alaska households at different income levels. Specifically, the plan asks far more of low- and middle-

income families than it does from wealthier families that are better able to absorb a reduction in their incomes.

One way to remedy this shortcoming would be to rebalance the plan so that it generates more of its revenue
through progressive personal income taxes, and less of its revenue from regressive cuts to the Permanent Fund
dividend. This type of restructuring could pave the way for a fiscal solution that better serves Alaskans of all

income levels.

The following discussion outlines three possible approaches along these lines while remaining within the broad
framework laid out in the New Sustainable Alaska Plan. By raising, and in some cases restructuring, the income tax

contained within the plan, all three options raise roughly the same overall level of revenue as the New Sustainable
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Alaska Plan while requiring smaller cuts to the Permanent Fund dividend (the dividend would be capped at levels
ranging from $1,100 to $1,700 depending on the specific option examined). All three plans also retain the same

tobacco, alcohol, and motor fuel tax increases contained in the governor’s plan.

Figure 6: Comparison of New Sustainable Alaska Plan and Possible Modifications
Plans raise roughly equal amounts of revenue; modified options raise more from income tax and less from dividend reductions

12.0%
m New Sustainable Alaska Plan (Figure 3)
10.0%
| Plan with 6.4% Tax on Incomes Over $100k Single / $200k Married (Figure 10)
m New Sustainable Alaska Plan if Income Tax is Doubled (Figure 9)
8.0% ® Plan Combining Elements Proposed by Gov. Walker and Rep. Seaton (Figure 7)
v
£
(=}
£
%S 6.0%
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S
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Source: Institute on Taxation and Economic Policy, April 2016 Income GrOUP

Figure 6 provides a side-by-side comparison of the New Sustainable Alaska Plan and each of the three modified

options described in the following sections.

Option 1: Replace Personal Income Tax with Proposal Introduced by Rep. Seaton and Cap Dividend at
$1,700 (reduction of $372in 2015)

In 2015, state Rep. Paul Seaton introduced House Bill 182, which would establish an income tax equal to 15
percent of federal tax liability and would levy an additional 10 percent tax on long-term capital gains income. The
portion of HB182 linked to federal tax liability is essentially the same as Gov. Walker’s income tax proposal, except
that its rate is 2.5 times higher.

Coupling Alaska’s income tax to federal tax liability would afford the state a progressive and relatively easily to

administer source of revenue. But linking the fate of the state’s income tax so closely to federal tax law also has
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downsides. Perhaps the most notable problem with this approach is that almost any tax break enacted by

Congress would eftectively be mimicked by Alaska’s tax structure as well.

One such break is the preferential treatment that the federal government affords to capital gains income—profits
from the sale of assets such as stocks, bonds, and real estate. The top federal tax rate for capital gains income is
currently set at just 20 percent, or roughly half the top rate applied to ordinary earned income. Since most capital
gains income is collected by high-income taxpayers, this preferential treatment of investment income is strikingly
regressive and grants wealthy investors favorable treatment not afforded to wage earners and those with other
sources of income. Rep. Seaton’s proposal attempts to partially negate this regressive impact by levyinga 10

percent tax on capital gains income in addition to its broader 15 percent surcharge on federal tax liability.

Retaining Gov. Walker’s proposed excise tax increases while swapping out his income tax for the one proposed by
Rep. Seaton would allow for a much more modest reduction in the Permanent Fund dividend while still
generating roughly the same level of revenue overall. Figure 7 analyzes a scenario in which these tax changes were
paired with a cap on the dividend of $1,700—meaning that the 2015 dividend would have been reduced by $372
fromits 2015 level of $2,072.

Under this scenario, the poorest 20 percent of Alaskans would see their after-tax incomes fall by roughly 4.1
percent. Throughout most of the rest of the income distribution, however, the plan ranges from proportional to
progressive in nature. Middle-income families could expect an impact equal to 2.6 percent of their income, while
the wealthiest twenty percent of taxpayers would see tax and dividend changes between 2.4 and 3.2 percent of

their incomes.
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Figure 7: Impact of Elements of Plans Proposed by Gov. Walker and Rep. Seaton
Assuming dividend reduction of $372 per person (from 52,072 to $1,700)
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Source: Institute on Taxation and Economic Policy, April 2016

Relative to the New Sustainable Alaska Plan, this package of changes would have a smaller impact across the
bottom 80 percent of Alaska families and would only have a larger impact on the top 5 percent of earners. For the
remaining 15 percent that earn between $133,000 and $235,000 per year, this movement toward a heavier
reliance on income taxes and a lower reliance on dividend reductions would leave their net impact essentially

unchanged on average.

This dramatic shift in distribution relative to the New Sustainable Alaska Plan hinges on the additional revenue,
and progressivity, offered by Rep. Seaton’s proposed income tax. Figure 7 shows that while most Alaskans would
face alarger income tax bill under Rep. Seaton’s proposal, the largest increases would be at the top of the income

distribution.
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Figure 8: Comparison of Personal Income Tax Options
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Source: Institute on Taxation and Economic Policy, April 2016

More detail on this package of changes, and on a similar package of changes calculated against the same

alternative baseline used in Figure 4, are available in Appendices B and C.

Option 2: Double Gov. Walker's Personal Income Tax to 12 Percent and Cap Dividend at $1,300
(reduction of $772 in 2015)

Given that much of the regressivity in the New Sustainable Alaska Plan comes from its sparing use of the income
tax as a source of revenue, one obvious reform option is to simply increase the tax rate proposed by Gov. Walker

and to use the additional revenue to pare back the reduction in the dividend.

Figure 8 examines this type of reform in a situation where the personal income tax rate is doubled to 12 percent of
federal liability (instead of 6 percent) and the dividend is capped at $1,300 (instead of $1,000). Under this
proposal, Alaska would still have the smallest personal income tax in the nation and the overall distribution of the
plan would remain regressive, though somewhat less so than in the original version of the New Sustainable Alaska
Plan. Specifically, the poorest 20 percent of Alaskans would see their incomes decline by 7.3 percent (instead of

9.6 percent under the original proposal), while middle-income Alaskans would see a decline of 3.5 percent
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(instead of 3.9 percent), and the wealthiest 20 percent would face tax increase and dividend reductions ranging

from 2.1 to 2.4 percent of their income (as opposed to 1.3 to 2.0 percent).

Figure 9: Impact of New Sustainable Alaska Plan if Income Tax is Doubled
Assuming dividend reduction of $772 per person (from $2,072 to $1,300)
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With this type of restructuring, the bottom 60 percent of Alaska taxpayers would be made better off relative to the
New Sustainable Alaska Plan while the top 20 percent would pay slightly more (averaging 0.4 to 0.8 percent of
their income). For the fourth quintile, a group earning between $76,000 and $133,000 per year, this movement

toward a heavier reliance on income taxes and a lower reliance on dividend reductions would have almost no net

impact on average.

More detail on this package of changes, and on a similar package of changes calculated against the same

alternative baseline used in Figure 4, are available in Appendices B and C.
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Option 3: Replace Personal Income Tax with a 6.4% Flat Tax on FAGI over $100,000 ($200,000
married) and Cap Dividend at $1,100 (reduction of $972 in 2015)

Rather than coupling Alaska’s income tax to federal tax liability, lawmakers could also consider implementing a
state income tax tied to federal adjusted gross income (FAGI). Coupling to FAGI affords some of the same
simplicity gains as coupling to federal tax liability, with the added benefit that the state would not be forced to
inherit all of the same tax breaks, such as itemized deductions, that are made available at the federal level. This
approach involves an additional step, however, in that for such a tax to be progressive, Alaska lawmakers would
need to implement exemptions and/or graduated tax brackets that reduce taxes for lower- and middle-income

families while raising them for higher-income families.

As a third alternative modification to the New Sustainable Alaska Plan, ITEP explored a scenario in which the
state would apply a 6.4 percent tax rate to all FAGI over $100,000 for single childless filers, over $150,000 for
heads of household, and over $200,000 for married couples. This 6.4 percent rate is equal to the average state’s
top marginal tax rate in 2016." As a result of the large exemptions involved, less than 1 in 10 Alaska households

would owe any income tax under this proposal.

This type of income tax would raise slightly more than the Governor’s proposal and would therefore allow for a
somewhat scaled back reduction to the dividend (capped at $1,100 instead of $1,000). Under this package of
changes, the poorest 20 percent of Alaskans would face a decline in their incomes of 8.6 percent, the middle 20
percent of Alaska families would face a 3.2 percent decline, and the wealthiest 20 percent would face declines

ranging from 1.4 and 3.0 percent of their income.

Since only a small fraction of Alaska households would be paying state income taxes under this scenario, the vast
majority of Alaska residents would find themselves better oft than under the New Sustainable Alaska Plan. In
comparing the data presented in Figures 3 and 9, we find that the bottom 95 percent of the income distribution
would be better off, while the top S percent would pay somewhat more (facing increases of 0.4 to 1.7 percent of

their income).

B ITEP analysis of various sources.
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Figure 10: Combined Impact of Various Alaska Revenue Options
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Source: Institute on Taxation and Economic Policy, April 2016 Income G roup

More detail on this package of changes, and on a similar package of changes calculated against the same

alternative baseline used in Figure 4, are available in Appendices B and C.

CONCLUSION

Gov. Walker's New Sustainable Alaska Plan includes a bold package of revenue measures that could significantly
improve the state’s fiscal standing. Unfortunately, however, the plan has a starkly uneven impact on Alaska
households at different income levels. This is due largely to its heavy reliance on reductions to the Permanent
Fund dividend, as well as the fact that the personal income tax designed to offset that regressivity is extremely
modest. The distributional impact of the New Sustainable Alaska Plan could be significantly improved if it were

rebalanced to derive more of its revenue from the personal income tax and less from reductions in the dividend.
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Appendix A: Change in Distributional Impact Under Potential
Modifications to the New Sustainable Alaska Plan

Figure 11: Change In Impact from Incorporating Rep. Seaton's Proposed PIT into the New

Sustainable Alaska Plan and Scaling Back Dividend Reduction
Comparison of distributions presented in Figures 3and 7
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Figure 12: Change in Impact from Doubling the PIT in the New Sustainable Alaska Plan and

Scaling Back Dividend Reduction
Comparison of distributions presented in Figures 3 and 9
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Figure 13: Change in Impact from Replacing PIT in the New Sustainable Alaska Plan with a Flat
Tax of 6.4% on Incomes over $100k/$200k and Scaling Back Dividend Reduction

Comparison of distributions presented in Figures 3and 10
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Appendix B: Revenue Plan Overviews

Combined Impact of Scenario 1 Plans
All Alaska residents, 2015 income levels
2015 Income Group Lowest20% Second20% Middle20% Fourth20% Next15%  Next4% Top 1%
Income| LessThan | $25000— | $44000- | $76,000— | $133,000— | $235000— | $495,000—
Range|  $25,000 $44,000 $76,000 $133,000 | $235000 | $495000 | OrMore [RELCLETITTIN L HEINEN QU HE I (130

Average Incomein Group|  $17,000 | $34000 | $62000 | $104000 | $170000 | $301,000 | $1,514,000 GRS Change  Offset%  Change

Combined Impact (State and Federal)

Impact of Gov. Walker's New Sustainable Alaska Plan, Scenario 1

Tax Increases and Dividend Reductions as % of Income 9.6% 4.4% 3.9% 2.7% 2.0% 1.5% 1.3%
Average $ Impact of Tax and Dividend Changes|  $ 1,585 $1,506 $2,402 $2,771 $3,436 $4,477 $19,141 +967,700,000 | -146,600,000 15% +821,000,000
Share of Net State/Federal Impact 12% 12% 19% 22% 20% 7% 8%
Option 1, Scenario 1: Combination of Elements of Plans Proposed by Gov. Walker and Rep. Seato!
Tax Increases and Dividend Reductions as % of Income 4.1% 2.5% 2.6% 23% 2.4% 2.6% 32%
Average $ Impact of Tax and Dividend Changes $681 $ 845 $1,577 $2,374 $ 4,007 $7,827 $49,105 | +955,600,000 |-148,400,000 16% +807,200,000
Share of Net State/Federal Impact| 5% 7% 12% 19% 24% 13% 20%
Option 2, Scenario 1: Impact of New Sustainable Alaska Plan if | is Doubled and Dividend Reducti d Back
Tax Increases and Dividend Reductions as % of Income 7.3% 3.6% 3.5% 2.7% 2.4% 2.1% 2.1%
Average $ Impact of Tax and Dividend Changes|  $ 1,203 $1,249 $2,126 $2,764 $4,022 $6,362 $31,404 |+1,006,500,000 | -153,700,000 15% +852,800,000
Share of Net State/Federal Impact| 8% 10% 16% 21% 23% 10% 12%
Option 3, Scenario 1: Impact of Revenue Options, Including Personal Income Tax of 6.4% on FAGI over $100k Single/200k Married
Tax Increases and Dividend Reductions as % of Income 8.6% 3.8% 3.2% 2.0% 1.4% 1.9% 3.0%
Average $ Impact of Tax and Dividend Changes|  $ 1,429 $1,298 $1,972 $2,121 $2,468 $5,700 $45,077 | +952,600,000 [-171,200,000 18% [+781,400,000
Share of Net State/Federal Impact 11% 1% 16% 17% 15% 9% 19%

NOTE: Does not include impact of increases in taxes on commercial vessels, fisheries industry, or mining. Also does not include the impact of oil and gas tax credit changes.
SOURCE: Institute on Taxation and Economic Policy, April 2016

Combined Impact of Scenario 2 Plans
All Alaska residents, 2015 income levels, modified to assume baseline dividend of $1,532 instead of $2,072

2015 Income Group Lowest20% Second20% Middle 20% Fourth20% Next15%  Next4% Top 1%
Income| LessThan | $25,000— | $43,000- | $75000— | $132,000— | $235,000— | $493,000—
Range|  $25,000 $43,000 §75000 | $132,000 | $235,000 | $493,000 | OrMore [RELGRUTITNE I REV SN C IR L) ¢

Average IncomeinGroup|  $16,000 | $34000 | $60,000 | $103000 | $169000 | $300,000 | $1,513,000 S Chiang=puy RCitsetéc) pChange

Combined Impact (State and Federal)

Impact of Gov. Walker's New Sustainable Alaska Plan, Scenario

Tax Increases and Dividend Reductions as % of Income: 5.5% 2.8% 2.4% 1.7% 15% 1.2% 1.2%
Average $ Impact of Tax and Dividend Changes, $885 $954 $1,441 $1,784 $2,457 $3,608 $18,178 | +637,500,000 | -84,500,000 13% | +553,000,000
Share of Net State/Federal Impact| 10% 11% 17% 20% 22% 8% 11%
Option 1, Scenario 2: Combination of Ele
Tax Increases and Dividend Reductions as % of Income 1.1% 1.2% 1.5% 1.7% 2.0% 2.4% 3.2%
Average $ Impact of Tax and Dividend Changes $170 $ 406 $ 896 $1,716 $3316 $7,188 $ 48,368 +721,300,000 |-105,100,000 15% +616,100,000
Share of Net State/Federal Impact| 2% 4% 9% 18% 26% 15% 26%
Option 2, Scenario 2: Impact of New Sustainable Alaska Plan if | i and Dividend Reduction is Scaled Back
Tax Increases and Dividend Reductions as % of Income: 3.0% 1.8% 1.9% 1.7% 1.8% 1.8% 2.0%
Average $ Impact of Tax and Dividend Changes, $477 $ 647 $1,150 $1,789 $3,036 $5471 $30414 | +670,700,000 | -91,600,000 14% | +579,200,000
Share of Net State/Federal Impact| 5% 7% 13% 20% 26% 12% 17%
Option 3, Scenario 2: Impact of Revenue Options, Including Personal Inco .4% on FAGI over $100k Single/200k Married
Tax Increases and Dividend Reductions as % of Income 4.5% 22% 1.7% 1.1% 0.9% 1.6% 2.9%
Average $ Impact of Tax and Dividend Changes $718 $730 $1,001 $1,111 $ 1467 $4,810 $ 44,087 +616,800,000 | -109,100,000 18% +507,700,000
Share of Net State/Federal Impact| 9% 9% 13% 14% 14% 12% 28%

NOTE: Does not include impact of increases in taxes on commercial vessels, fisheries industry, or mining. Also does not include the impact of oil and gas tax credit changes.
SOURCE: Institute on Taxation and Economic Policy, April 2016
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Appendix C: Detailed Results

2015 Income Group Lowest 20% Second20% Middle 20% Fourth 20%

Income
Range

Impact of Gov. Walker's New Sustainable Alaska Plan, Scenario 1
All Alaska residents, 2015 income levels

Less Than
$25,000

$25,000—
$44,000

$44,000 -
§76,000

$76,000 -
$133,000

Next 15%
$133,000-
$235,000

Next 4%
$235,000 -
$495,000

Top 1%

$495,000 —

Or More

StateRevenue  FederalTax  Federal Net Tax

Change Change Offset % Change

Average Income in Group|  $17,000 $34,000 $62,000 $104,000 | $170,000 $301,000 | $1,514,000
Combined Impact (State and Federal)
Tax Increases and Dividend Reductions as % of Income 9.6% 4.4% 3.9% 2.7% 2.0% 1.5% 1.3%
Average $ Impact of Tax and Dividend Changes|  $ 1,585 $1,506 $ 2,402 $2,771 $3,436 $4,477 $19,141 +967,700,000 | -146,600,000 15% +821,000,000
Share of Net State/Federal Impact| 12% 12% 19% 22% 20% 7% 8%

State Components

Reduce Permanent Fund dividend by $1,072 (from $2,072 to $1,000)

Dividend Reduction as a % of Income 9.1% 4.4% 3.6% 2.3% 1.5% 0.8% 0.2%
Average $ Impact of Dividend Reduction|  $ 1,509 $1,527 $2,225 $2421 $2,600 $2,546 $3,151 +666,600,000
Share of In-State Impact 14% 16% 21% 23% 19% 5% 2%
Personal income tax: 6 percent of federal liability
Tax Change as % of Income 0.1% 0.3% 0.4% 0.6% 0.8% 0.9% 1.3%
Average Tax Change $21 $93 $259 $ 600 $1313 $2,791 $20,127 +227,000,000
Share of In-State Tax Change 1% 3% 7% 17% 28% 16% 29%
% Subject to Income Tax| 52% 54% 73% 92% 98% 95% 99%
Additional Detail
| Total % Subject to Income Tax] 73% I

Excise tax increases (tobacco, alcohol, an

motor fuel) -- for breakdown see Appendix D

Tax Change as % of Income 0.8% 0.5% 0.4% 0.3% 0.2% 0.1% 0.0%
Average Tax Change $128 $179 $252 $ 265 $312 $333 $ 449
Share of In-State Tax Change 10% 16% 22% 23% 20% 6% 2%

+110,800,000

Federal Components

Federal income tax decrease (offset effect)
Tax Change as % of Income

-0.4%

-0.9%

-0.5%

-0.5%

-0.5%

-0.4%

-03%

Average Tax Change

$-73

$-293

$-334

$-514

$-789

$-1,193

$-4,586

Share of Tax Change

3%

14%

14%

23%

26%

11%

10%

N/A -146,600,000

NOTE: Does not include impact of increases in taxes on commercial vessels, fisheries industry, or mining. Also does not include the impact of il and gas tax credit changes.
SOURCE: Institute on Taxation and Economic Policy, April 2016
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Option 1, Scenario 1: Combination of Elements of Plans Proposed by Gov. Walker and Rep. Seaton

All Alaska residents, 2015 income levels

2015 Income Group Lowest 20% Second20% Middle20% Fourth20% Next15%  Next4% Top 1%
Income| Less Than $25,000 — $44,000 — $76,000— | $133,000— | $235,000— | $495,000 -
Range|  $25,000 $44,000 $76,000 | 133,000 | $235000 | $495000 | OrMore [REEICUTTIITINELHEIRE UL )
0
Average IncomeinGroup|  $17000 | $34000 | $62,000 | $104000 | $170000 | $301000 | §1,514,000 RGN Change  Offset% |  Change
Combined Impact (State and Federal)
Tax Increases and Dividend Reductions as % of Income 4.1% 2.5% 2.6% 2.3% 2.4% 2.6% 3.2%
Average $ Impact of Tax and Dividend Changes| $ 681 $ 845 $1,577 $2,374 $ 4,007 $7,827 $49,105 +955,600,000 | -148,400,000 16% +807,200,000
Share of Net State/Federal Impact 5% 7% 12% 19% 24% 13% 20%

State Components

Reduce Permanent Fund dividend by $372 (from $2,072 to $1,700)

Dividend Reduction as a % of Income 3.2% 1.5% 1.3% 0.8% 0.5% 0.3% 0.1%
Average $ Impact of Dividend Reduction| $523 $529 $772 $839 $902 $883 $1,093 +231,200,000
Share of In-State Impact 14% 16% 21% 23% 19% 5% 2%
Personal income tax at 15% of federal; 10% capital gains surcharge
Tax Change as % of Income 0.3% 0.7% 1.1% 1.5% 2.0% 2.6% 44%
Average Tax Change $58 $243 $695 $1,588 $3,463 $7,872 $66,516 +650,400,000
Share of In-State Tax Change 1% 3% 7% 16% 26% 16% 33%
% Subject to Income Tax 52% 54% 9% 95% 98% 95% 99%

Additional Detail

Total % Subject to Income Taxl

74%

Excise tax increases (tobacco, alcohol, and motor fuel) -- for bre

kdown see Appendix D

Tax Change as % of Income 0.8% 0.5% 0.4% 0.3% 0.2% 0.1% 0.0%
Average Tax Change $128 $179 $252 $ 265 $312 $333 $ 449
Share of In-State Tax Change 10% 16% 22% 23% 20% 6% 2%

+110,800,000

Federal Components

Federal income tax decrease (offset effec

Tax Change as % of Income|  -0.2% -0.3% -0.2% -0.3% -0.4% -0.4% -1.3%
Average Tax Change $-28 $-108 $-141 $-318 $-670 $-1,262 $-18,953
Share of Tax Change 1% 5% 6% 14% 22% 11% 42%

N/A -148,400,000

NOTE: Does not include impact of increases in taxes on commercial vessels, fisheries industry, or mining. Also does not include the impact of oil and gas tax credit changes.
SOURCE: Institute on Taxation and Economic Policy, April 2016
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Option 2, Scenario 1: Impact of New Sustainable Alaska Plan if Income Tax is Doubled and Dividend Reduction is Scaled Back
All Alaska residents, 2015 income levels
2015 Income Group Lowest20% Second20% Middle 20% Fourth20% Next15%  Next4% Top 1%

Income| LessThan $25,000 — $44,000— | $76,000— | $133,000— | $235,000— | $495,000—
Range|  $25,000 $44,000 $76,000 | $133,000 | $235000 | $495000 | OrMore [SIELCHGET TN EIEIRE QU ET RN LIE ¢
9
Average Income in Group|  $17,000 | $34000 | 62000 | $104000 | $170,000 | $301,000 | §7,514000 S Change  Offset%  Change
Combined Impact (State and Federal)
Tax Increases and Dividend Reductions as % of Income 7.3% 3.6% 3.5% 2.7% 2.4% 2.1% 2.1%
Average $ Impact of Tax and Dividend Changes| ~ $ 1,203 $1,249 $2,126 $2,764 $4,022 $ 6,362 $ 31,404 +1,006,500,000 |-153,700,000 15% +852,800,000
Share of Net State/Federal Impact 8% 10% 16% 21% 23% 10% 12%
State Components
Reduce Permanent Fund dividend by $772 (from $2,072 to $1,300)
Dividend Reduction as a % of Income 6.6% 3.2% 2.6% 1.7% 1.1% 0.6% 0.1%
Average $ Impact of Dividend Reduction|  $ 1,086 $1,099 $1,602 $1,743 $1,872 $1,833 $2,269 +480,000,000
Share of In-State Impact| 14% 16% 21% 23% 19% 5% 2%
Personal income tax of 12% of federal liability
Tax Change as % of Income! 0.3% 0.5% 0.9% 1.2% 1.5% 1.8% 2.6%
Average Tax Change $43 $188 $ 525 $ 1,206 $2,625 $5,561 $ 39,506 +452,500,000
Share of In-State Tax Change 1% 3% 7% 17% 28% 16% 28%
% Subject to Income Tax| 52% 54% 78% 95% 98% 95% 99%

Additional Detail
Total % Subject toIncome Tax] 74% I

Excise tax increases (tobacco, alcohol, and motor fuel) -- for breakdown see Appendix D
Tax Change as % of Income 0.8% 0.5% 0.4% 0.3% 0.2% 0.1% 0.0%
Average Tax Change $128 $179 $ 252 $ 265 $312 $333 $ 449 +110,800,000
Share of In-State Tax Change 10% 16% 22% 23% 20% 6% 2%

Federal Components

Federal income tax decrease (offset effect)

Tax Change as % of Income|  -0.3% -0.6% -0.4% -04% -0.5% -0.5% -0.7%
Average Tax Change $-55 $-218 $-254 $ -449 $-788 $-1,365 $-10,820 N/A -153,700,000
Share of Tax Change 2% 10% 11% 19% 25% 11% 23%

NOTE: Does not include impact of increases in taxes on commercial vessels, fisheries industry, or mining. Also does not include the impact of oil and gas tax credit changes.
SOURCE: Institute on Taxation and Economic Policy, April 2016
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Next15%  Next4%

Option 3, Scenario 1: Impact of Revenue Options, Including Personal Income Tax of 6.4% on FAGI over $100k Single/200k Married
All Alaska residents, 2015 income levels
2015 Income Group Lowest 20% Second20% Middle 20% Fourth 20%

Top 1%

Income| LessThan | $25000— | $44,000— | $76,000— | $133,000— | $235,000— | $495,000—
Range|  $25,000 $44,000 $76,000 | $133,000 | $235000 | 495000 | OrMore RSEICHTTL TR Lc N SR 1 I IR L £
Average Income inGroup|  $17,000 | $34000 | $62000 | $104000 | $170,000 | $301,000 | $1,514000 S Change  Offset% — Change
Combined Impact (State and Federal)
Tax Increases and Dividend Reductions as % of Income! 8.6% 3.8% 3.2% 2.0% 1.4% 1.9% 3.0%
Average $ Impact of Tax and Dividend Changes $ 1,429 $1,298 $1,972 $2,121 $ 2,468 $5,700 $ 45,077 +952,600,000 -171,200,000 18% +781,400,000
Share of Net State/Federal Impact 11% 11% 16% 17% 15% 9% 19%

State Components

Reduce Permanent Fund dividend by $972 (from $2,072 to $1,100)

Dividend Reduction as a % of Income

8.3%

4.0%

3.3%

2.1%

14%

0.8%

0.2%

Average $ Impact of Dividend Reduction

$1,368

$1,384

$2,018

$2,195

$2357

$2,309

$2,857

Share of In-State Impact

14%

16%

21%

23%

19%

5%

2%

+604,400,000

Personal income tax of 6.4% on FAGI over $100k/$15 d of household / married)

0k/$200k (single / he

Tax Change as % of Income 0.1% 0.2% 1.4% 3.9%
Average Tax Change — — — $ 88 $397 $4,320 $59,520

Share of In-State Tax Change 0% 0% 0% 2% 7% 20% 71%

% Subject to Income Tax 0% 0% 0% 12% 19% 85% 96%

+274,200,000

Additional Detail

Total % Subject to Income Tax]

9% |

Excise tax increases (tobacco, alcohol, and motor fuel) -- for breakdown see Appendix D
Tax Change as % of Income 0.8% 0.5% 0.4% 0.3% 0.2% 0.1% 0.0%
Average Tax Change $128 $179 $252 $ 265 $312 $333 $ 449
Share of In-State Tax Change 10% 16% 22% 23% 20% 6% 2%

+110,800,000

Federal Components

Federal income tax decrease (offset effec

Tax Change as % of Income|  -0.4% -0.8% -0.5% -0.4% -0.4% -0.4% -1.2%
Average Tax Change $-67 $-266 $-298 $-426 $-599 $-1,262 $-17,749 N/A -171,200,000
Share of Tax Change 2% 11% 11% 16% 17% 10% 34%

NOTE: Does not include impact of increases in taxes on commercial vessels, fisheries industry, or mining. Also does not include the impact of oil and gas tax credit changes.
SOURCE: Institute on Taxation and Economic Policy, April 2016
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Next 4%

Impact of Gov. Walker's New Sustainable Alaska Plan, Scenario 2
All Alaska residents, 2015 income levels, modified to assume baseline dividend of $1,532 instead of $2,072
2015 Income Group Lowest20% Second20% Middle 20% Fourth20% Next15%

Top 1%

Income| LessThan $25,000— $43,000 — $75,000— | $132,000— [ $235,000— | $493,000—
Range|  $25,000 $43,000 $75000 | $132,000 | $235000 | $493,000 | OrMore [EELGLGIITINTLCINE QUL HC I 0
9
Average Income inGroup|  $16,000 | $34000 | $60,000 | $103000 | $169,000 | $300,000 | $1,513,000 (G Qg | Wi | @
Combined Impact (State and Federal)
Tax Increases and Dividend Reductions as % of Income 5.5% 2.8% 2.4% 1.7% 1.5% 1.2% 1.2%
Average $ Impact of Tax and Dividend Changes $ 885 $954 $ 1,441 $1,784 $ 2,457 $ 3,608 $18,178 +637,500,000 -84,500,000 13% +553,000,000
Share of Net State/Federal Impact 10% 1% 17% 20% 22% 8% 11%
State Components
Reduce Permanent Fund dividend by $532 (from $1,532 to $1,000)
Dividend Reduction as a % of Income: 4.9% 2.4% 1.8% 1.1% 0.8% 0.4% 0.1%
Average $ Impact of Dividend Reduction $790 $822 $1,101 $1,178 $1,278 $1,286 $1,590 +336,500,000
Share of In-State Impact 14% 16% 21% 22% 19% 5% 2%
Personal income tax: 6 percent of federal liability
Tax Change as % of Income 0.1% 0.3% 0.4% 0.6% 0.8% 0.9% 1.3%
Average Tax Change $16 $86 $ 252 $608 $1,314 $2,791 $20,127 +227,000,000
Share of In-State Tax Change 0% 2% 7% 17% 28% 16% 29%
% Subject to Income Tax 2% 9% 25% 61% 131% 279% 2013%
Additional Detail
| Total % Subject to Income Tax] 70%

Combined excise taxes (tobacco, alcohol, motor fuel)

Tax Change as % of Income 0.8% 0.6% 0.4% 0.3% 0.2% 0.1% 0.0%
Average Tax Change $127 $186 $248 $268 $307 $333 $449
Share of In-State Tax Change 10% 16% 22% 23% 20% 6% 2%

+110,800,000

Federal Components

Federal income tax decrease (offset effec

Tax Change as % of Income|  -0.3% -0.4% -0.3% -0.3% -0.3% -0.3% -0.3%
Average Tax Change $-48 $-140 $-161 $-271 $-442 $-802 $-3,989
Share of Tax Change 3% 11% 12% 20% 26% 12% 15%

N/A -84,500,000

NOTE: Does not include impact of increases in taxes on commercial vessels, fisheries industry, or mining. Also does not include the impact of oil and gas tax credit changes.
SOURCE: Institute on Taxation and Economic Policy, April 2016
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Next 15%

Option 1, Scenario 2: Combination of Elements of Plans Proposed by Gov. Walker and Rep. Seaton
All Alaska residents, 2015 income levels, modified to assume baseline dividend of $1,532 instead of $2,072
2015 Income Group Lowest 20% Second20% Middle 20% Fourth 20%

Next 4%

Top 1%

Income| LessThan $25,000— | $43,000— | $75000- | $132,000— | $235000— | $493,000—
Range|  $25,000 $43,000 $75,000 $132,000 $235,000 $493,000 Or More State Revenue ~ FederalTax  Federal Net Tax
Average Incomein Group|  $16,000 | $34000 | $60,000 | $103,000 | $169,000 | $300000 | $1,513,000 G Changely JOffset?o) aChange
Combined Impact (State and Federal)
Tax Increases and Dividend Reductions as % of Income: 1.1% 1.2% 1.5% 1.7% 2.0% 2.4% 3.2%
Average $ Impact of Tax and Dividend Changes' $170 $ 406 $896 $1,716 $3316 $7,188 $ 48,368 +721,300,000 |-105,100,000 15% +616,100,000
Share of Net State/Federal Impact 2% 4% 9% 18% 26% 15% 26%

State Components

Dividend Reduction as a % of Income

No reduction in Permanent Fund dividend

Average $ Impact of Dividend Reduction!

Share of In-State Impact|

Personal income tax at 15% of federal; 10% capital gains surcharge
Tax Change as % of Income 0.3% 0.7% 1.1% 1.6% 2.0% 2.6% 4.4%
Average Tax Change $43 $224 $669 $1,595 $3,442 $7,845 $66452 +647,200,000
Share of In-State Tax Change 0% 2% 7% 16% 26% 16% 33%
% Subject to Income Tax| 45% 61% 78% 95% 98% 95% 99%
Additional Detail
| Total % Subject to Income Tax] 74%

Combined excise taxes (tobacco, alcohol,

Tax Change as % of Income 0.8% 0.6% 0.4% 0.3% 0.2% 0.1% 0.0%
Average Tax Change $127 $186 $248 $268 $307 $333 $ 449 +110,800,000
Share of In-State Tax Change| 10% 16% 22% 23% 20% 6% 2%

Federal Components

Federal income tax decrease (offset effect)

Tax Change as % of Income|  -0.0% -0.0% -0.0% -0.1% -0.3% -0.3% -1.2%
Average Tax Change $ -0 $-4 $-20 $-147 $-433 $-991 $-18,534 N/A -105,100,000
Share of Tax Change 0% 0% 1% 9% 20% 12% 57%

NOTE: Does not include impact of increases in taxes on commercial vessels, fisheries industry, or mining. Also does not include the impact of oil and gas tax credit changes.
SOURCE: Institute on Taxation and Economic Policy, April 2016
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Option 2, Scenario 2: Impact of New Sustainable Alaska Plan if Income Tax is Doubled and Dividend Reduction is Scaled Back
All Alaska residents, 2015 income levels, modified to assume baseline dividend of $1,532 instead of $2,072
2015 Income Group Lowest20% Second20% Middle 20% Fourth20% Next15%  Next4% Top 1%

Income| LessThan $25,000 — $43,000— | $75000— | $132,000- | $235,000- | $493,000-
Range| 25,000 $43,000 $75,000 | $132,000 | $235000 | $493,000 | OrMore [SIELCHGTTTLINNEICEIRE SN ITET RSN LE ¢
9
Average Income in Group|  $16,000 | $34000 | $60,000 | $103,000 | $169,000 | $300000 | §7,513000 [ Change  Offset%  Change
Combined Impact (State and Federal)
Tax Increases and Dividend Reductions as % of Income 3.0% 1.8% 1.9% 1.7% 1.8% 1.8% 2.0%
Average $ Impact of Tax and Dividend Changes $477 $647 $1,150 $1,789 $3,036 $5471 $30414 +670,700,000 | -91,600,000 14% |+579,200,000
Share of Net State/Federal Impact 5% 7% 13% 20% 26% 12% 17%
State Components
Reduce Permanent Fund dividend by $232 (from $1,532 to $1,300)
Dividend Reduction as a % of Income 2.1% 1.0% 0.8% 0.5% 0.3% 0.2% 0.0%
Average $ Impact of Dividend Reduction $339 $352 $472 $505 $548 $551 $ 682 +144,200,000
Share of In-State Impact| 14% 16% 21% 22% 19% 5% 2%
Personal income tax of 12% of federal liability
Tax Change as % of Income 0.2% 0.5% 0.8% 1.2% 1.6% 1.8% 2.6%
Average Tax Change $33 $175 $511 $1,223 $2,627 $5,561 $ 39,506 +452,500,000
Share of In-State Tax Change 0% 3% 7% 17% 28% 16% 28%
% Subject to Income Tax| 45% 61% 78% 95% 98% 95% 99%

Additional Detail
Total % Subject toIncome Tax] 74% I

Combined excise taxes (tobacco, alcohol,

Tax Change as % of Income 0.8% 0.6% 0.4% 0.3% 0.2% 0.1% 0.0%
Average Tax Change $127 $186 $ 248 $268 $ 307 $333 $ 449 +110,800,000
Share of In-State Tax Change 10% 16% 22% 23% 20% 6% 2%

Federal Components

Federal income tax decrease (offset effect)

Tax Change as % of Income|  -0.1% -0.2% -0.1% -0.2% -0.3% -0.3% -0.7%
Average Tax Change $-22 $-66 $-81 $-207 $ -445 $-974 $-10,223 N/A -91,600,000
Share of Tax Change 1% 5% 6% 14% 24% 14% 36%

NOTE: Does not include impact of increases in taxes on commercial vessels, fisheries industry, or mining. Also does not include the impact of oil and gas tax credit changes.
SOURCE: Institute on Taxation and Economic Policy, April 2016
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Option 3, Scenario 2: Impact of Revenue Options, Including Personal Income Tax of 6.4% on FAGI over $100k Single/200k Married

All Alaska residents, 2015 income levels, modified to assume baseline dividend of $1,532 instead of $2,072

2015 Income Group Lowest20% Second20% Middle 20% Fourth20% Next15%  Next4% Top 1%
Income| LessThan | $25000— | $43,000- | $75,000- | $132,000- [ $235,000~- | $493,000-
Range|  $25,000 $43,000 $75,000 $132,000 | $235000 | $493,000 | OrMore [ESELCLIATIUTIN LTEINE QU LT I A E) S
Average Income in Group|  $16,000 |  $34000 | $60,000 | $103,000 | $169000 | $300,000 | $1,513,000 [AEE Changeluy (Offsete) piangs
Combined Impact (State and Federal)
Tax Increases and Dividend Reductions as % of Income! 4.5% 2.2% 1.7% 1.1% 0.9% 1.6% 2.9%
Average $ Impact of Tax and Dividend Changes $718 $730 $ 1,001 $1,111 $1,467 $4,810 $ 44,087 +616,800,000 -109,100,000 18% +507,700,000
Share of Net State/Federal Impact 9% 9% 13% 14% 14% 12% 28%

State Components

Reduce Permanent Fund dividend by $432 (from $1,532 to $1,100)

+268,600,000

Dividend Reduction as a % of Income: 3.9% 2.0% 1.5% 0.9% 0.6% 0.3% 0.1%
Average $ Impact of Dividend Reduction $631 $ 656 $879 $941 $1,021 $1,026 $1,270
Share of In-State Impact 14% 16% 21% 22% 19% 5% 2%

Personal income tax of 6.4% on FAGI over $100k/$15! of household / married)

0k/$200k (single / head

+274,200,000

Tax Change as % of Income 0.1% 0.2% 1.4% 3.9%
Average Tax Change — — — $84 $397 $4,321 $59,520

Share of In-State Tax Change 0% 0% 0% 2% 7% 20% 71%

% Subject to Income Tax| 0% 0% 0% 1% 19% 84% 96%

Additional Detail

Total % Subject to Income Taxl

Combined excise taxes (tobacco, alcohol,

+110,800,000

Tax Change as % of Income; 0.8% 0.6% 0.4% 0.3% 0.2% 0.1% 0.0%
Average Tax Change $127 $186 $248 $268 $307 $333 $449
Share of In-State Tax Change 10% 16% 22% 23% 20% 6% 2%

Federal Components

Federal income tax decrease (offset effe

Tax Change as % of Income[  -0.2% -0.3% -0.2% -0.2% -0.2% -0.3% -1.1%
Average Tax Change $-40 $-112 $-126 $-182 $-258 $-870 $-17.152 N/A -109,100,000
Share of Tax Change 2% 7% 7% 11% 12% 10% 51%

NOTE: Does not include impact of increases in taxes on commercial vessels, fisheries industry, or mining. Also does not include the impact of oil and gas tax credit changes.
SOURCE: Institute on Taxation and Economic Policy, April 2016

Institute on Taxation and Economic Policy 30



Appendix D: Excise Tax Detail

Impact of Excise Tax Changes Under Scenario 1 Plans
All' Alaska residents, 2015 income levels

2015 Income Group Lowest20% Second20% Middle 20% Fourth 20%

Next 15%

Next 4% Top 1%

Income| LessThan $25,000 — $44,000 — $76,000— | $133,000— | $235,000— | $495,000—
Range|  $25,000 $44,000 $76,000 $133,000 $235,000 $495,000 Or More State Revenue Change
Average Income in Group|  $ 17,000 $34,000 $ 62,000 $104,000 $170,000 $301,000 | $1,514,000

Combined Impact of Excise Tax Changes

Tobacco, alcohol, and motor fuel

Tax Change as % of Income

0.8%

0.5%

0.4%

0.3%

0.2%

0.1% 0.0%

Average Tax Change

$128

$179

$252

$265

$312

$333 $ 449 +110,800,000

Share of In-State Tax Change

10%

16%

22%

23%

20%

6% 2%

Excise Tax Components

Tobacco tax increase: $1 per pack increase on cigarettes; 25 percentage point incre

se on wholesale price of other tobacco products

Tax Change as % of Income 0.3% 0.2% 0.1% 0.1% 0.0% 0.0% 0.0%
Average Tax Change $57 $58 $74 $68 $83 $70 $78 +26,700,000
Share of In-State Tax Change 16% 18% 22% 20% 18% 4% 1%
Alcohol tax increase: doubling the current per gallon rates
Tax Change as % of Income 0.3% 0.2% 0.2% 0.1% 0.1% 0.0% 0.0%
Average Tax Change $48 $77 $111 $114 $135 $150 $179 +38,700,000

Share of In-State Tax Change

9%

16%

2%

Motor fuel tax increase: 8 cents per gallc
Tax Change as % of Income

iation fuel, 5 cents for marine fuel
0.0%

Average Tax Change

$192 +45,400,000

Share of In-State Tax Change

3%

SOURCE: Institute on Taxation and Economic Policy, April 2016
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Impact of Excise Tax Changes Under Scenario 2 Plans

Al Alaska residents, 2015 income levels, modified to assume baseline dividend of $1,532 instead of $2,072

2015 Income Group Lowest20% Second20% Middle 20% Fourth 20%

Next 15%

Next 4%

Income| LessThan $25,000 — $43,000 — $75,000— | $132,000— | $235,000— | $493,000—
Range|  $25,000 $43,000 $75,000 $132,000 $235,000 $493,000 Or More State Revenue Change
Average Income in Group|  $ 16,000 $34,000 $ 60,000 $103,000 $169,000 $300,000 | $1,513,000

Combined Impact of Excise Tax Changes

Tobacco, alcohol, and motor fuel

Tax Change as % of Income 0.8% 0.6% 0.4% 0.3% 0.2% 0.1% 0.0%
Average Tax Change $127 $186 $248 $268 $307 $333 $ 449 +110,800,000
Share of In-State Tax Change 10% 16% 22% 23% 20% 6% 2%

Excise Tax Components

Tobacco tax increase: $1 per pack increase on cigarettes; 25 percentage point incre

se on wholesale price of other tobacco products

Tax Change as % of Income 0.4% 0.2% 0.1% 0.1% 0.0% 0.0% 0.0%
Average Tax Change $57 $ 60 $73 $69 $81 $70 $78 +26,700,000
Share of In-State Tax Change 16% 18% 22% 20% 18% 4% 1%
Alcohol tax increase: doubling the current per gallon rates
Tax Change as % of Income 0.3% 0.2% 0.2% 0.1% 0.1% 0.0% 0.0%
Average Tax Change $48 $79 $109 $115 $132 $ 150 $179 +38,700,000
Share of In-State Tax Change 9% 16% 22% 23% 21% 6% 2%

Motor fuel tax increase: 8 cents per gallon for highway fuels, 6. .3 cents for other aviation fuel, 5 cents for marine fuel
Tax Change as % of Income 0.1% 0.1% 0.1% 0.1% 0.1% 0.0% 0.0%
Average Tax Change $23 $46 $ 66 $84 $93 $114 $192 +45,400,000
Share of In-State Tax Change 7% 15% 21% 26% 22% 7% 3%

NOTE: Assumes no change in consumption resulting from reduction in Permanent Fund dividend.

SOURCE: Institute on Taxation and Economic Policy, April 2016
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Appendix E: The ITEP Model

The Institute on Taxation & Economic Policy has engaged in research on tax issues since 1980, with a focus on
the distributional consequences of both current law and proposed changes. ITEP’s research has often been used
by other private groups in their work, and ITEP is frequently consulted by government estimators in performing
their official analyses. Since 1994, ITEP has built a microsimulation model of the tax systems of the U.S.

government and of all 50 states and the District of Columbia.

Microsimulation Model

The ITEP model is a tool for calculating revenue yield and incidence, by income group, of federal, state, and local
taxes. It calculates revenue yield for current tax law and proposed amendments to current law. Separate incidence

analyses can be done for categories of taxpayers specified by marital status, the presence of children and age.

In computing its estimates, the ITEP model relies on one of the largest databases of tax returns and supplementary
data in existence, encompassing close to three quarters of a million records. To forecast revenues and incidence,

the model relies on government or other widely respected economic projections.

The ITEP model’s federal tax calculations are very similar to those produced by the congressional Joint
Committee on Taxation, the U.S. Treasury Department and the Congressional Budget Office (although each of
these four models differs in varying degrees as to how the results are presented). The ITEP model, however, adds

state-by-state estimating capabilities not found in those government models.
Below is an outline of each area of the ITEP model and what its capabilities are:

The Personal Income Tax Model analyzes the revenue and incidence of current federal and state personal

income taxes and amendment options including changes in:

e Rates, including special rates on capital gains,

e Inclusion or exclusion of various types of income,

e Inclusion or exclusion of all federal and state adjustments,

e Exemption amounts and a broad variety of exemption types and, if relevant, phase-out methods,
e Standard deduction amounts and a broad variety of standard deduction types and phase-outs,

e Itemized deductions and deduction phase-outs, and

e  Credits, such as earned-income and child-care credits.
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The Consumption Tax Model analyzes the revenue yield and incidence of current sales and excise taxes. It also
has the capacity to analyze the revenue and incidence implications of a broad range of base and rate changes in
general sales taxes, special sales taxes, gasoline excise taxes, and tobacco excise taxes. There are more than 250 base
items available to amend in the model, reflecting, for example, sales tax base differences among states and most

possible changes that might occur.

The Property Tax Model analyzes revenue yield and incidence of current state and local property taxes. It can
also analyze the revenue and incidence impacts of statewide policy changes in property tax, including the effect of

circuit breakers, homestead exemptions, and rate and assessment caps.

The Corporate Income Tax Model analyzes revenue yield and incidence of current corporate income tax law,

possible rate changes and certain base changes.

Local taxes: The model can analyze the statewide revenue and incidence of aggregate local taxes (not, however,

broken down by individual localities).

Data Sources

The ITEP model is a “microsimulation model.” That is, it works on a very large stratified sample of tax returns and
other data, aged to the year being analyzed. This is the same kind of tax model used by the U.S. Treasury
Department, the congressional Joint Committee on Taxation and the Congressional Budget Office. The ITEP

model uses the following micro-data sets and aggregate data:

Micro-Data Sets: IRS 1988 Individual Public Use Tax File, Level III Sample; IRS Individual Public Use Tax Files;

Current Population Survey; Consumer Expenditure Survey; U.S. Census; American Community Survey.

Partial List of Aggregated Data Sources: Miscellaneous IRS data; Congressional Budget Office and Joint
Committee on Taxation forecasts 5 other economic data (Moody’s Economy.com, Commerce Department,
WEFA); state tax department data; data on overall levels of consumption for specific goods (Commerce
Department, Census of Services); state specific consumption and consumption tax data (Census data,
Government Finances, data from state revenue departments); state specific property tax data (Govt. Finances,
data from state revenue departments.); American Housing Survey; Census of Population Housing; and other

sources.
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