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March 18* 1975

The Honorable John. Huber
Alaska State Senate
State Capitol

Juneau, Alaska 99801

Dear Senator Huber:

It ia Dy understanding that you 3rc interested in developing a data base for
the study of state corporate incone taxe3. Tor your information, 1I1CR 73 which
passed last year provided for such a study. In response to that I sent a letter
dated March 13, 1974 to Jay Hogan and a memorandum dated December 9, 1974 to
Randolph Derry outlining the proposed weans of capturing the necessary data in
computer-readable form for such a study to take place. I will only emphasise
here that a computerised data base io absolutely essential before any compre—
hensive study of the corporate income tax structure can be made. Von vrill note
that the amount of money rec;nested between the two memorandums decreased, fnis
ic due to two factors: 1) the installation within the Department of hevenue

of some Singer 1500 data capturing devices and 2) the implcmentetionof the
Federal CiiTA program for unemployed individuals Zfereby we can get the personal
services of individuals paid for by Federal funds.

I still think that an on-going cost of $18,000 to $20,000 per year is certainly
reasonable in view of the potential impact of having this data in a computerised
form for more detailed analysis by our own staff as well as cconomi.ts from the
University of Alaska or staff analys®"s from the Legislature. In order to get
the program off tiie ground an appropriation of about $10,000 for the current
fiscal year would allot/ us r:0 consnonce the programming work necessary arid an
appropriation in FY 1976 of about $20,000 would complete that programming and

allow us to capture all corporate data for the last three years. An inter—
agency agreement between us and the "Legislative Council could also be used to pro-—
vide the necessary funds. |In fact, it was our uneeratending that this is the way

tho matter would be handled and therefore we did not seek an appropriation in
our normal operating budget.

am enclosing copies of my memorandum to Mr. Derry and my letter to Mr. liogan
of last year which | believe include all the pertinent information. 1 would be
happy to discuss this matter v/ith you, your staff and your fellow legislators
at your convenience.
Best: regards,

Frederick P. Boctsch, C.F.A.
Deputy Commisnloner, Taxation

Dr. Charles L. Schroth
Research Supervisor
Department or Revenue



March 18, 1975

The Honorable Steve Cowper

Alaska State House of Representatives
State Capitol

Juneau, Alaska 99801

Dear Mr. Couper:

It is ray understanding that yon are interested in developing a data base for
the study of state cornorate income ta::e3. For your information, 1ICR 78 which
passed last year provided for ouch a study. In response to that | sent a letter
dated March 13, 1974 to Jay Hogan and a memorandum dated December 9, 1974 to
Randolph Kerry outlining the proposed means of capturing the necessary data 1in
computer-readable form lor such a study to take place. I will only emphasize
here that a computerized data base is absolutely essential before any compre—
hensive study of the corporate income tax structure can be made. You \ri.ll note
that the amount of money requested between the two memorandums decreased, inls
is due to two factors: 1) the installation within the Department of Revenue
of some Singer 1500 data capturing devices and 2) the implementation of the
Federal CETA program for unemployed individuals whereby ue can get the personal
cervlceo of individuals paid for by Federal funds .

I still think that an on-going cost of $18,000 to $20,000 per year is certainly
reasonable in view of the potential impact of having tills data in a computerized
form for more detailed analysis by our own staff as well as economists from the
University of Alaska or staff analyists from the Legislature. In order to get
the program off the ground an appropriation of about $10,000 for the current
fiscal year would allow us to commence the programing work necessary and on
appropriation in FY 1970 of about $20,000 would complete that programming and

allow U3 to capture all corporate data for the last three years. An inter—
agency agreement between us .and the Legislative Council could also bo u3ed to pro-—
vide the necessary funds. In fact, it was our understanding that thin is the way

the matter would he handled and therefore we did not seek an appropriation in
our normal operating budget.

I am enclosing copies of my memornndusn to Mr. Berry nnd my letter to Mr. Hogan
of last year which | believe include all the pertinent information. I would be
happy to discuss this matter with you, your staff and your fellow legislators
at your convenience.

Best regards,

Frederick P. Boetsoh, C.P.A.
Deputy Coinmisuioner, Taxation
cc: Dr. Charles L. Schroth
Research Supervisor
Department of Revenue
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MEMORANDUM

TO:

FROM:

n

State of Alaska

Randolph Berry date: December 9, 1974
Reviser of Statutes
Legislative Affairs Agency FILE NO:

State Capitol, Room 111
TELEPHONE NO:

Frederick P. Boetsch subject: Corporate Income Tax Study
Director
Audit Division

We had previously discussed and agreed that the corporate income tax
atudy could be done in-housc and that it would be more desireable to
do it that way than to hire a consultant since this type of study re—
quires an on-going program of data gathering, analysis, and review.
Tiie data gathering function 1is, of course, fundamental to any type

of intelligent rnalysio of income tax or any other tax, its revenue
producing capabilities, and its incidence on the taxpayers upon whom
it is aoscGsed. There are a number of questions that should be asked
on a continuing basis every year nnd over a period of years. It would
also be desireable to be able to pose hypothetical questions regarding
the elimination or modification of certain tax provisions.

We propose that an initial data capture be made from existing corporation
tax returns which would provide us with 7211 of the major categories

of information that would be needed to answer many types of questions
that have been or could be asked about the Alaska Corporation Net Income
Tax. While there are some initial 3tart up costs to provide the basic
format and programming for capturing this data, on-going expenses would
be, "re feel, rather minimal.

The data to be captured would consist of all of the information on the
Alaska Corporation Income Tax Return, page two, which indicates identifying
data, type of filing and the calculation of the tax on lines one through
eighteen. The data indicated on the apportionment schedule, page 3 items
one through five, columns A, 1ii, and A divided by B and page one of the
Federal form 1120, lines one through 28, which is included as a part of
filing of the Alaska Corporation and Income Tax Return. Capturing this
data on computer tape would give us the ability to answer most of the
questions to be asked about the corporations such as the amount of tax
paid by industry, tho amount of depreciation of depletion allowance by
Industry or by zip code, the total sales, the amount or income apportioned
to Alaska for iiultiGtatc corporations doing nu3ineac in the State, etc.

The initial cost of setting up the data capturing and analysis would run
about $25,000, this is for data capturing devices, tapes, IBM computer time
and programmers. Approximately $7,000 of that amount is devoted to progrnm-
ning, most of which would be for the Initial set up. On an on-going basis,
like cost of maintaining the system and continuing the data capture device
would run about $18,000 to $20,000 a year. Obviously, this is a very minor
cost coiuuaxed with the real necessity to have accurate information

upon which to make decisions regarding possible tax law changes which

could have the effect of several millions of dollars on the State treasury.
Without good data It is difficult, if r.ot impossible, to make intelligent
decioiono and rational choices among various tax alternatives.
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RAndolph Berry -2- December 9, 1974

I hope that: this program would be the pilot program for an effort to
subject all of our tax progranr, to this type of analysis based on compreh
hcnsive and accurate inforuation.

FPb/bjn
cc: Charleo Schroth

Research Analyst
Excise Tax Division



Jay Hogan, Director

Division of Legislative
Finance

Room 425, State Capitol

Pouch W

Juneau, AK. 99801

Dear lItre ITogan:

You have asked for comments on n proponed ntudy of the corporate income
tax structure and estimates of the coat of conducting such a study which
would be incurred by the Department of Revenue as a result of it3
participation in the study.

First, | think that the idea of conducting such a study is excellent.

As you know, our corporate and individual income taxes arc tied into

the federal tax structure. The theory behind such tie-in in to minimise
the administrative problems involved in administering the tax act by
relying on federal regulations, rulings, administrative decisions and
court cases. In theory, this is a fine system. However, in practice,
we often find that the tax policies pursued by Congress at the national
level are sometimes incorjistent with or, in fact, even detrimental to
policies which should be followed by the State. This in particularly
true in the case of Alaska where we find an under-developed resource-based
economy In contrast to the highly sophisticated, technological manu-
facturing and distributing economy of the United States a3 a whqle. It
iS not cuprising then, since taxes are often used by Congress a fiscal
and social tool, to find that the policies pursued by Congress when using
this tool do not follow policies desirable for the State,

It is the responsibility of the State, therefore, to review such a system
on a regular basis and to ascertain, where changes have taken place in the
Federal Fax Code, whether those changes are desirable from the State's
viewpoint. Furthermore, where economic conditions v.'thin tho State have
changed, it is also necessary to review the federal tax policies to see
if they are consistent with the changes in the State's economy and with
tho goals of the State. In itself, this seems to me a sufficient basis
for an on-going analysis of the State's economy in relationship to the
tax structure in order to make intelligent, positive decisions about
whether the system 13 in fact meeting the goals nnd objectives of State
policy. I think that the corporate income tax area is probably a good
place to start since, according to our figures, compliance in thl3 area
io probably more of a problem than in many of our other to: types.



Jay Hogan, Director -2- Mnirch 13, 1974

As | understand the proposal, people from our department nnd your
department would work together with a legislative committee to perform

the basic study nnd analysis of the existing system and mane recommendations
on how it should be changed. These proposals would be the subject then

of public hearings to be held around the State where un could, at that

time, receive input from the public in general and from particular interested
groups, ouch as the chambers of commerce and other businessmen. This
approach, | think, is a good one since there is n great deal of dis-
illusionment among the general public on the fairness of our taxing

systems. Particular notarietv has recently been paid to the large
corporations and wealthy individuals who, in the mind of the public,

aren't paying their fair share of the tax. Although it may be difficult

to distill come of the complexities of the income tax system to a point

where they can be publicly debated and discussed, | think this attempt

should be made and that the public should be brought into the discussion

nt an early stage and as fully as possible. By receiving all of this

input and coming up with some, kind of legislation which has in it contributions
from each of these sources, wo have | think the best opportunity to

develop a corporate structure that w ill be publicly acceptable and will

accomplish the revenue raising nnd equity objectives that we might have.

At the outset, of course, we should realize that there are certain restraints

on our ability to tax corporate net income. | won't go into all the
technicaljities at this point, since | believe that that should bo the
subject initial meetings on this ntudy. Suffice it to say that there

is federal overriding legislation which places linitation.s on a state'’s
Jurisdictional reach to impose a corporate income tax and there is
legiclatlan pending in Congress at this time which would go further in the
area of taxation of interstate businesses. Furthermore, the Multistate
Tax Compact, of which we arc aamember, and which seeks to develop a
uniform means of taxation by cooperative effort amount the states, is
being cued by the United States Steel Corporation and others in the Federal
court in the Southern District of hew York. The plaintives seek to have
the Commission disbanded on the grounds that it constitutes a compact

in violation of tiie provisions of the U.S. Constitution which requires
that compacts among states be approved by Congress. At thin point in

tine, Congress has not acted at all in thin area. Our attorney believes
that the non-action of Congress implies consent since many agreements

do exist betv en and among states that have not had Congress's o fficial
blessing. In these instances, and in our particular case, the compacts

do not usurp any authority of Congress or pretend to. At any time Congress
could override any of these compacts or agreements by taking positive
action on it. However, we arc in the situation now where we have to
defend ourselves in thi3 lawsuit.

The cost of the proponed study from the Department of Revenue's standpoint
is, X think, relatively minor. Ue do have a research analyst in the
Department nt the present time who has been doing a great deal of work in
putting together various types of data bases and in doing some analytical
work for us in various areas. Ho is in the process now of hiring an
nGsistant to help him in netting up the analytical framework. The next



Jay Hop,an, Director -3- March 13, 1974

thing we need to do, is develop a data base, on Corporate Income Tax
returns by pulling off a great deal of information from the. returns.

Due to the many different ways in which returns are filelJ with 113, it is
really impossible for us to merely send a return to a key punch operator
and expect her to accurately abstract the correct information. Further-
more, sone of these corporate returns are hundreds of pages long. Therefore,
the returns themselves must be analysed and the pertinent data abstracted
by individuals who are familar with the corporate tax returns. We envision
at this tine, that that information could be abstracted and placed on

some sort of data coding sheets which would then he keypunched and entered
into a data processing system. In order to give us a reasonable data
base, it would nrobably be necessary to abstract this information from

all of our returns for tho last three years. Thin would involve the
detailed analysis of sone ten thousand corporate returns and the
abstraction of pertinent data onto the coding sheets. | estimate that

it would take four people about four months to pull off all of this
information. I think that this work could he bandied by clerical personnel
on a temporary basis if they 'were under proper supervision. Personal
Services costs therefore would run about twelve thousand dollars for these,
people. In addition, we would need funds for systems analysis work to set
up the data processing system for capturing and recording the data and
analyzing it in a meaningful manner. Also we would need programming work
and keypunch. After consulting with our research analyst, we have decided
that such work would probably involve no more than $25,0DD to $30,000 in
Contractual Sen/ices funds to do the necessary analysis, programming,
keypunch, computer tine, etc. Therefore, | think vie can safely place

the cost to the Department of Revenue of this program at between $37,000
nnd $42,000.

Once we have all of the pertinent data, entered into the computer file nnd
the ability to analyze this data in several different ways, ve can proceed
to see what the effects of various changes in the corporate tax lav; might
be in terms of the revenues produced and the. distribution of the tax
burden. | know that there are economists at the University of Alaska and
| believe in the Department of Economic Development who would not only be
very helpful to us in this endeavor, but who are probably eager to get
into such a data base nnd subject it to various analytical tools t! at they
have at their command. It is conciovahle that such information could be
run through existing economic models of the Ptatc of Alaska in order to
determine the effects of a changing corporate tax structure on the economy
and on State revenues. | think that these avenues of research should be
explored in the formative stages of this study.

/
As | stated earlier, this study should nrobably be viewed as a pilot study.
While 1t In certainly involved ii; an area that is very critical in terms of
overall state tax policy and revenues, there is no doubt in riy mind that
other tax areas need to be studied in a similar manner. Certainly the -
individual income tax which is also tied to the. federal code, the gross
business tax, tho fish taxes, the school tax, the whole range of excise
taxes and no forth should be reviewed on an ongoing basis. This study
could certainly be very beneficial to the state in setting up a research



Jay llo™an. Director March 13, 1974

methodology hv which wc can conduct such ongoing studies of our state
tax structure nnd develop a taxing system that is responsive to the
changes in our economy and our.society.

| very greatly appreciate the interest that the legislature has shown
in this project nnd will be very' happy to contribute to its success in

any way that | can.

Best regarda,

Frederick P. Boetsch, CPA
Director
Audit Division

FPB:j f



Referred: Finance

BY THE RULES COMMITTEE BY
REQUEST OF THE SPECIAL COMMITTEE
IN THE SENATE ON TAXATION AND REVENUE
SENATE BILL NO. 30!
IN THE LEGISLATURE OF THE STATE OF ALASKA
NINTH LEGISLATURE - FIRST SESSION
A BILL
For ?r. Act entitled: "An Act making a special appropriation to the Depart-
ment of Revenue, computerized corporate income tax
data base; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. The sum of mm$30,000 is appropriated from the general fund to'
the Department of Revenue to establish and implement a computerized corporate
income tax data base to provide information for analysis and study by the
legislature, the University of Alaska, and the department.

*Sec. 2. The unexpended and unobligated portion of this appropriation
lapses into the general fund June 30, 1976.

* Sec. 3. This Act takes effect immediately in accordance with AS 01.10.-

070(c).

SB 30!
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3Y THE RULES COMMITTEE BY
REQUEST OF THE SPECIAL COMMITTEE
IN THE SENATE ON TAXATION AND REVENUE
SENATE BILL NO. 30*4
IN THE LEGISLATURE OF THE STATE OF ALASKA
NINTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act making a special appropriation to the Depart-
ment of Revenue, computerized corporate income tax
data base; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. The sum of $30,000 is appropriated from the general fund to
the Department of Revenue to establish and implement a computerised corporate
income tax data base to provide information for analysis and study by the
legislature, the University of Alaska, and the department.

* Sec. 2. The unexpended and unobligated portion of this appropriation
lapses into the general fund June 30, 1976.

* Sec. 3- This Act takes effect immediately in accordance with AS 01.10.-

070(c).

-1- 5B 30A



Introduced: 3/24/75
Referred: Finance

BY THE RULES COMMITTEE BY
REQUEST OF THE SPECIAL COMMITTEE

[11 THE SENATE ON TAXATION AND REVENUE
2 SENATE BILL NO. 304
3 IN THE LEGISLATURE OF THE STATE OF ALASKA
J NINTH LEGISLATURE - FIRST SESSION
S A BILL
6 For an Act entitled: "An Act making a special appropriation to the Depart-
7 ment of Revenue, computerised corporate income tax
8 data base; and providing for an effective date."

9 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
0 * Section 1. The sum of $30,000 is appropriated from the general fund to
It the Department of Revenue to establish and implement a computerised corporate

© income tax data base to provide Information for analysis and study by the

13 legislature, the University of Alaska, and the department.
14 * Sec. 2. The unexpended and unobligated portion of this appropriation
15 lapses into the general fund June 30, 1976.

16 s Sec. 3. This Act takes effect immediately in accordance with AS 01.10.-

070(c).
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Introduced: 3/2 M/715
Referred: Finance

BY THE RULES COMMITTEE BY
REQUEST OF THE SPECIAL COMMITTEE

IN THE SENATE ON TAXATION AMD REVENUE
SENATE BILL NO. 30*1
IN THE LEGISLATURE OF THE STATE OF ALASKA
NINTH LEGISLATURE - FIRST SESSION
A BILL

For an Act entitled: "An Act making a special appropriation to tne Depart-

ment of Revenue, computerised corporate income tax

data base; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. The sum of $30,000 is appropriated from the general fund to
the Department of Revenue to establish and implement a computerised corporate
income tax data base to provide information for analysis and study by the
legislature, the University of Alaska, and the department.

* Sec. 2. The unexpended and unobligated portion of this appropriation
lapses into the general fund June 30, 1976.

* Sec. 3. This Act takes effect immediately In accordance with AS 01.10.-

070(c).
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