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Analysis

Background Information

Currently, C-corporations doing business in the State of Alaska are subject to corporate income tax (CIT) under Alaska
Statutes (AS) 43.19 and 43.20. This bill would make modifications to AS 43.19 and 43.20, which is essentially doing two
things: First, the bill would make changes to the Multistate Tax Compact language adopted in AS 43.19 to add updated
compact terms regarding apportionable income and market-based sourcing for sales, now termed "receipts." Currently,
CIT taxpayers source their sales based on where the costs are incurred. This first change would source the sales of out-of-
state corporations to Alaska instead of the lower 48 where the costs are incurred, which would increase the amount of
taxable income in Alaska. Second, the bill would create an apportionment method for "highly digitized businesses" based
on a single factor, the sales factor. The bill includes a specific threshold that a taxpayer must meet to be considered as
engaged in a "highly digitized business." This second change would raise the apportionment factor for out-of-state
corporations which would increase their taxable income in Alaska.

The effective date of the proposed legislation is January 1, 2026. The bill provides authority for the department to adopt
regulations to implement and interpret the provisions of this bill.

Revenue Impact
The revenue impact of this bill is indeterminate because there are many unknowns. However, the department estimates
that the bill could generate total revenues to the state from $25 million to $65 million annually at full implementation.

As can be seen from the broad range of possible revenues, there is a high degree of uncertainty about how a shift to
market-based sourcing and applying a single receipts factor to "highly digitized businesses" will impact revenue. There is
also uncertainty about what companies will fall into the definition of "highly digitized business." Therefore, the
department analyzed Securities and Exchange Commission ("SEC") public U.S. income data and applied a simple Alaska
households vs. U.S. households scaling factor to estimate how much income would be apportioned to Alaska. The
department then applied the 9.4 percent tax rate to the Alaska-scaled income to come up with a revenue impact range.

Implementation Cost

The initial fast-track need will be for the department to adopt regulations by January 1, 2026, and to update its Tax
Revenue Management System (TRMS) and Revenue Online (ROL) system which allows a taxpayer to file a return online.
The department will also need to update its corporate income tax forms and integrate those with national accounting and
tax software vendors in order to update programs they use to prepare their Alaska CIT tax returns.

The department would use existing resources to make the necessary changes. The department expects to also engage in a
robust taxpayer outreach and compliance program to ensure taxpayers understand and comply with their filing
requirements. This additional workload requires the department to hire one new lead Tax Auditor 4 position and one new
Tax Auditor 2 position. The department will have additional travel costs for training, outreach, and audit purposes,
services costs for statewide and department-wide core service and overhead costs, initial IT equipment, and ongoing
business supply needs.
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