COMMITTEETE REPORT

SENATE
teferred: J./1;>/76
Mr.President: Date
The Committee on m naavft has had
Alaska He E li.so"ae Vr-x Act
under cons iderat on. A Majority of the members of the Committee

() recommends t DO PASS

( ) recommends t DO NOT PASS

() recommends t DO PASS WITH ATTACHED AMENDMENT (S)

( ) recommends it BE REPLACED WITH CS FOR AND THAT

CS FOR DO PASS

() "and" recommends it BE kEFERRED TO THE
COMMITTEE

() reports it back WITHOUT RECOMMENDATION

() "other"

Members signing the Majority report:

Members NOT concurring in the Majority report:

recommends:

recommends:

recommends:

recommends:

recommend s :



BY THE RULES COMMITTEE BY
IN THE SENATE REQUEST OF THE GOVERNOR

COMMITTEE SUBSTITUTE FOR SENATE BILL NO. 510 (FINANCE)
IN THE LEGISLATURE OF THE STATE OF ALASKA
NINTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to the Alaska Net Income Tax
Act; and providing for an effective date."”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 43.20.931(a) 1is amended by adding new paragraphs
tc read:
(3) the exemption of interest on certain government
obligations under sec. 103 of the Internal Revenue Code (26
U.S.C. sec. 103) shall be allowed except that the interest on
obligations of other states and the political subdivisions of
those other states are noc exemp4® from the tax imposed by this
chapter.
* Sec. 2. AS 43.20.021(a) is amended to read:
(a) Subtitle F and chapter 1 of subtitle A of the 1954
Internal Revenue Code, Public Lav; 83-591, as amended, are
adopted by reference as a part of this chapter, except that
those provisions of the Internal Revenue Code adopted after
December 31, 1975 which change or modify exemptions from tax
or credits against tax are not adopted by reference as a part
of this chapter until the second January 1 following their
effective date under Federal lawL"-f* These portions of the
Internal Revenue Code have full force and effect under this
chapter unless excepted to or modified by other provisions

of this chapter.



* Sec. 3. AS 43.20.021 1is amended by adding new subsections
to read:

(e) For the purposes of calculating the maximum tax on
earned income provided for in the provisions of Internal Revenue
Code sec. 1348, the rate is_9.5 per cent for individuals.

1

@) For the purposes of calculating the minimum tax on
tax preferences provided for in Internal Revenue Code
secs. 56 - 58, the rate 1is 1.6 per cent for individuals and
1.8 per cent for corporations.

* Sec. 4. The maximum tax on earned 1income provided for 1in the
provisions of Internal Revenue Code sec. 1348 shall apply to taxable
years beginning after December 31, 1970. For income earned or
received after December 31, 1970 and before January 1, 1975, Internal
Revenue Code sec. 1348 shall be applicable in determining, for pur—
poses of AS 43.20.010 as in effect at that time, the total income
tax that would be payable under federal income tax for computation
of the Alaska net income tax.

* Sec. 5. AS 43.20.031(c) 1is amended to read:

(c) In computing the tax under this chapter, the taxpayer
is not entitled to deduct (FROM THE ADJUSTED GROSS INCOME STATE
INCOME TAXES) any taxes based on or measured by net income.

* Sec. 6. Sections 1 and 2 of this Act are retroactive to
January 1, 1976.

* Sec. 7. Sections 3 and 5 of this Act are retroactive to
January 1, 1<=.J and appl/Lrs to income earned or received after
December 31, 1974 .

* Sec. 8. This Act takes effect immediately 1in accordance with

AS 01.10.070(c).
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02-0010 (REV, 08-73)

MEMORANDUM

TO0. Senator Bill Ray
Chairman, House Finance Committee
State of Alaska FILE NO:

TELEPHONE NO:

FROM:G?ry L. Jeng SUBJECT Add ition
Director i
Audit Divisf

During a recent hearing on SB 510, | requested the committee to consider
including in the bill as an additional section, an amendment to

AS *43.20 which would clarify a wording error in HB 212 which was enacted
last year. The requested change that | gave to the committee was in a
very poor format, for which |1 apologize. The draft language should have
read:

*Sec. # AS 143.20.031 (¢) 1is amended to read:

(©) In computing the tax under this chapter, the taxpayer
Is not entitled to deduct [FROM THE ADJUSTED GROSS INCOME STATE
INCOME TAXES] any taxes based on or measured by net income.

If possible, it would be advantageous t have the above amendment effective
January 1, 1975 so as to preclude any confusion on the part of taxpayers as to
whether this is a change in the law which would be interpreted differently
than the current language. Our interpretation will be the same, the

amendment 1is merely to clarify the language, primarily for multi-state
taxpayers.

If you have any further questions regarding this amendment or HB 510,
feel free to contact me.

GLJ:1c

cc: R. D. Stevenson
Frederick P. Boetsch



Original sponsor: Rules Committee
by request of the Governor

IN THE SENATE BY THE FINANCE COMMITTEE
CS FOR SENATE BILL NO. 510
IN THE LEGISLATURE OF THE STATE OF ALASKA
NINTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to the Alaska Net Income Tax Act; and
providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS <13.20.031f*0 is amended by adding a new paragraph to readﬁ
(3) the exc usion from gross income of Interest on certain
government obligations under sec. 103 3f the Internal Revenue Code (26

I
U.o.o. sec. lur® ue cu.l0nbu exec it that thr* Interest on obligations

of the District of Columbia, other staes, territories, and possessions !
of the United States, and the political subdivisions of those other
states, territories and possessions of the United States are not exempt
from the tax imposed by this chapter.
* Sec. 2. AS <13.20.021(a) Is amended to read:
(a) Subtitle F and chapter 1 of subtitle A of the 195*1 Internal
Revenue Code, Public Law 83-591, as amended, are adopted by referenceas
a part of this chapter, except that these provisions of the Internal
Revenue Code adopted after December 31 1975 which change or modify ex—
emptions ""rom tax or credits against tr x are not adopted by referenceas
a part of this chapter until the seconc January 1 following the effec—
tive date of the federal law. These pcrtions of the Internal Revenue
Code have full force and effect under this chapter unless excepted to
or modified by other provisions of this chapter.
* Sec. 3. AS <13.20.021 is amended by adding new subsections to read:
(e) For the purpose of calculating the maximum tax rate on earned
Income as provided for in sec. 13<I8 of the Internal Revenue Code (26

-1- . CSSB 510



U.S.C. sec. 13*18), the rate is 9.5 per cent for individuals.
() For the purpose of calculating the minimum tax on tax prefer—
ences provided for in secs. 56-58 of the Internal Revenue Code (26
U.S.C. secs. 56-58), the rate is 16 per cent for individuals and 18 per
cent for corporations of the applicable minimum federal tax rate.
* Sec. 4. AS 43.20.031(b)(2) 1is repealed and re-enacted to read:
(2) pensions and annuities received from qualified plan
approved under Bees. 401-415 of the Internal Revenue Code (26 U.S.C.
secs. 401-415) as amended;
0 Sec. 5. AS 43.20.031(c) 1is amended to read:
(c) In computing the tax under this chapter, the taxpayer is not
entitled to Geauct any taxes pasect on or rn&asurc-d by net Income Li'HUM
THE ADJUSTED GROSS 111001® STATE INCOHE TAXES].
* Sec. 6. Sections 1, 2 and 4 of this Act are retroactive to January 1,
1976.
K Sec. 7- Sections 3 and 5 "sf this Act are retroactive to January 1, 1975!
and apply to Income earned or received after December 31, 1974.
* Sec. 8. This Act takes effect immediately in accordance with AS 01.10.-

070(c).-

CSSB 510 _2- 1



' MEMORANDUM State of Alaska

to:

from:

Senate Finance Committee date: April 7, 1976
Alaska State Legislature
State Capitol Building FILE NO:

TELEPHONE NO:

Gary L. Jen subject: Proposed Amended SB 510
Di rector
Audit Divis

In response to your request, attached is a schedule of the amount of tax
billed for.1972, 1973 and 197~ because of our disallowance of the maximum
tax rate. As you can see the total tax billed was $252,500 plus interest
of $26,500. If Section A of the proposed amendment to SB 510 were enacted,
then this amount of tax would have to be refunded.

I would suggest a further change in the bill in light of the committee®s
expressed concern of keeping our rates, whenever possible, at a consistent
percentage of the federal. I suggest Section 3(f) be modified to

read "the rate is 16 percent for individual and 18 percent for corporations
of the current federal minimum tax rate.” This way if Congress raises

the federal minimum tax rate, our rate would automatically follow along with
that change.
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TO:

from:

State of Alaska

Senate Finance Conmittee DATE: April 7, 1976
Alaska State Legislature
State Capitol Building FILE NO:

TELEPHONE NO:

Gary L. Jen subject: Proposed Amended SB 510
Di rector
Audit Divis

In response to your reques ttached 1is a schedule of the amount of tax
billed for 1972, 1973 and because of our disallowance of the maximum
tax rate. As you can see the total tax billed was $252,500 plus interest
of $26,500. If Section * of the proposed amendment to SB 510 were enacted,
then this amount of tax would have to be refunded.

I would suggest a further change in the bill in light of the committee®s
expressed concern of keeping our rates, whenever possible, at a consistent
percentage of the federal. 1 suggest Section 3(F) modified to

read "the rate is 16 percent for individual and 18 percent for corporations
of the current federal minimum tax rate.” This way Iif Congress raises

the federal minimum tax rate, our rate would automatically follow along with
that change.

GLJ:Lc
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AS 73.20.031(c) 1is amended to read:

(¢) In computing the tax under this chapter, the taxpayer is not entitled to

deduct [from the adjusted gross incomef”~ny taxes based on or measured by net income
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IN THE SENATE

Introduced: 1/15/76

Referred:

Finance

BY THE RULES COMMITTEE BY

REQUEST OF THE GOVERNOR

SENATE BILL NO. 510

IN THE LEGISLATURE OF THE STATE OF ALASKA

For an Act entitled:

NINTH LEGISLATURE - SECOND SESSION

“An Act relat ng to the Alaska Net Income Tax Act;

A BILL

providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

# Section 1. AS

to read:

®3)

or exchange of certain property under secs.

of the Internal

*43.20.031(a)

the benefits of nonrecognition of gain on the sale

Revenue Code (26 U.S.C. secs.

is amended by adding new paragraphs

1031, 1033 and 103*4

1031, 1033 and
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* Sec. 2. AS *3.20.021(a)
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of the Internal
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-1-
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SB 510

and
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under this chapter unless excepted to or modified by other provisions
of this chapter.

Sec. 3* AS 43.20.021 is amended by adding a new subsection to

(e) For purposes of calculating the minimum tax on tax
preferences under sec. 56 of the Internal Revenue Code (26 U.S.C.
sec. 56), the rate is five per cent.

Sec. 4. This Act is retroactive to January 1, 1976.

Sec.5. This Act takes effect immediately in accordance with AS

01.10.070(c).



1AM 15 107ft

The Honorable Chancy Croft
President of the Senate
Alaska State Legislature
Juneau, Alaska 99311

Dear Mr. President:

In accordance with AS 24.30.060(b) and the Uniform Rules
of the Alaska State Legislature, | am transmitting a bill
relating to the Alaska income tax.

The bill, in section 1, would amend current rules regarding
nonrecognition of gains on certain sales and exchanges.

For Alaska income tax purposes, an individual 1is allowed,
through the incorporation of sec. 1034 of the Internal
Revenue Code, to defer the gain on the sale of a principal
residence if the taxpayer purchases a new residence at a
price which exceeds the sales price of the old residence.
The amount of the gain deferred results in a downward
adjustment of the basis of the new residence and the gain
will ultimately be taxable when the new residence is c"lIn
in the future. If a taxpayer moves out of the StalL.- a-. .
defers the gain on the sale of his residence in Alaska, iv
is unlikely that he will subsequently report the deferred
gain at some time in the future when he sells the now
residence outside the State. Therefore, the bill which I am
submitting will limit the deferral of gains to situations
where a new residence is purchased within the State.

Also for Alaska income tax purposes, a taxpayer 1is, through
the incorporation of sec. 1031 of the Internal Revenue Code,
able to defer the gain on the exchange of property held for
use in a trade or business or for investment if the property
is exchanged for property of a like kind. In addition, a
taxpayer may, through the incorporation of sec. 1033 of

the Internal Revenue Code, defer the gain on property which
is involuntarily converted into other property similar 1in
use because of theft or condemnation. In both situations
the deferral of the gain results in an adjustment 1in the
basis of the new property acquired and the gain may ulti—
mately be taxable when the new property 1is sold in the
future. IfT the new propu”ty acquired 1is outside the State
it is again unlikely thalL cie taxpayer will subsequently
report the gain to Alaska when he sells the property outside
the State. Accordingly, this bill will remedy the enforce—
ment problem on the reporting of gains in these situations.



The bill also limits the tax exemption for interest on
government obligations to only those obligations of the
State and the political subdivisions of the State. This
change would still retain the added State tax incentive
for investment in bonds of the State and municipalities
of this State without subsidizing the investment in bonds
of other states and the municipalities of other states.
There appears to be no reason to provide a State tax in-—
centive for investment in the bonds of other states and
municipalities of other states.

Section 2 of the bill amends AS 43.20.021 which currently
incorporates the provisions of the Internal Revenue Code
into AS 43.20 automatically. The bill provides that the
legislature would have to specifically approve changes

in federal tax exemptions and credits before they would
become effective for Alaska income tax purposes. It is
important that changes in the federal income tax structure
which have major State revenue impact like tax exemptions
and credits be evaluated by the legislature before they
are made applicable in our State tax system.

In addition, section 3 of the bill sets ix specific State
tax rate for the federal minimum tax on tax preferences.
Presently, the State incorporates the full federal tax
rate of 10 per cent on tax preference items without any
adjustment. The bill would set a specific rate for AJaskn
income tax purposes comparable to that of other states.

Sincerely,

Jay S. Hammond
Governor*
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IN THE SENATE

Introduced: 1/15/76
Referred: Finance

BY THE RULES COMMITTEE

SENATE BILL NO. 510
IN THE LEGISLATURE OF THE STATE OF ALASKA
NINTH LEGISLATURE - SECOND SESSION

A BILL

For an Act entitled: "An Act relating to the Alaska Net Income Tax Act;

providing for an effective date."”

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS *13.20.031(a) 1is amended by adding new paragraphs

to read:

(3) the benefits of nonrecognition of gain on the sale
or exchange of certain property under secs. 1031, 1033 and 103**
of the Internal Revenue Code (26 U.S.C. secs. 1031, 1033 and
103*0 are allowed only to taxpayers who purchase or exchange the
property within the state.

(4) the exemption of interest on certain government
obligations under sec. 103 of the Internal Revenue Code (26
U.S.C. sec. 103) shall be allowed except that the interest on
obligations of other states and the political subdivisions of
those other states are not exempt from the tax imposed by this
chapter.

Sec. 2. AS *13.20.021(a) is amended to read:

(a) Subtitle F and chapter 1 of subtitle A of the 195*1
Internal Revenue Code, Public Law 83-591, as amended, are adopted
by reference as a part of this chapter, except that those provisions
of the Internal Revenue Code adopted after December 31. 1975
which change or modify exemptions from tax or credits against tax
are not adopted by reference as a part of this chapter. These

portions of the Internal Revenue Code have full force and effect

-1- SB 510

REQUEST OF THE GOVERNOR

BY

and
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