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The H o n o ra b le  Jo e  Hayes 
A la s k a  House o f  R e p r e s e n t a t i v e s  
Pouch  V
Ju n e au ,  AK 99811

D ea r R e p r e s e n t a t i v e  H a y e s :

Under th e  a u t h o r i t y  o f  a r t .  I l l ,  s e c .  18 , o f  th e  A la s k a  
C o n s t i t u t i o n ,  I  am t r a n s m i t t i n g  a b i l l  t o  amend AS 43, th e  
Revenue and T a x a t io n  Code , by r e p e a l i n g  AS 4 3 .2 0 .0 3 1 (d )  
and AS 4 3 . 7 0 . 0 3 0 ( b ) .

T h is  b i l l  r e p e a l s  AS 4 3 . 2 0 . 0 3 1 ( d ) ,  w h ic h  exempts banks and 
s a v in g s  and lo a n  a s s o c i a t i o n s  from  t a x a t i o n  unde r 
AS 4 3 . 2 0 ,  th e  c o r p o r a t e  incom e t a x  c h a p t e r .  I t  a l s o  r e ­
p e a l s  AS 4 3 . 7 0 . 0 3 0 ( b ) ,  w h ic h  t a x e s  b a n k s ,  t r u s t  com pan ie s ,  
and s a v in g s  and lo a n  a s s o c i a t i o n s  u nd e r  AS 4 3 . 7 0 ,  th e  
B u s in e s s  L i c e n s e  A c t .

C u r r e n t l y ,  banks and s a v in g s  and lo a n  a s s o c i a t i o n s  a re  
s p e c i f i c a l l y  exempted from  th e  c o r p o r a t e  incom e t a x  under 
AS 43 .20  because  o f  f e d e r a l  r e s t r i c t i o n s  w h ich  r e q u i r e d  
s t a t e s  t o  t a x  n a t i o n a l  banks  and s a v in g s  and lo a n  a s s o ­
c i a t i o n s  s e p a r a t e l y  from  o t h e r  c o r p o r a t i o n s .  Those f e d e r ­
a l  r e s t r i c t i o n s  no lo n g e r  e x i s t .  T h e r e f o r e ,  we may now 
t a x  banks  unde r AS 43 .20  a lo n g  w i t h  a l l  o t h e r  c o r p o r a t e  
t a x p a y e r s ,  and t h a t  i s  w hat t h i s  b i l l  w i l l  a c c o m p l is h .

S i n c e r e l y ,

B i ______________
G ove rno r
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L e g i s l a t i v e  S p o n s o r  

R e q u e s t o r

O f f i c e  of M a n a g e m e n t  and B u d g e t  

I m p a c t e d  A g e n c y ( i e s )
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C u r r e n t l y  b a n k s  are r e q u i r e d  to f i l e  r e t u r n s  and pay tax u n d e r  
a s t a t u t e  s e p a r a t e  fr o m  a l l  o t h e r  c o r p o r a t i o n s  (AS 43.70).
T h i s  r e s u l t s  in s i g n i f i c  ,nt a d m i n i s t r a t i v e  and legal p r o b l e m s .  
T h e  D e p a r t m e n t  of R e v e n u e  t h e r e f o r e  r e c o m m e n d s  that b a nks be 
t a x e d  u n d e r  the s a m e  i n c o m e  t a x  s t a t u t e s  as o t h e r  c o r p o r a t i o n s  
(AS 4 3 . 2 0 ) .

A l t h o u g h  s t a t e  and m u n i c i p a l  i n t e r e s t  is c u r r e n t l y  t a x a b l e  
u n d e r  A S  4 3 . 7 0  and w o u l d  n o t  be s u b j e c t  to tax u n d e r  AS 43.20. 
w e  e s t i m a t e  t h a t  r e q u i r i n g  b a n k s  to f i l e  u n d e r  AS  4 3 .20 r a t h e r  
t h a n  A S  4 3 . 7 0  w i l l  r e s u l t  in no loss of r e v e n u e  to the State. 
T h e  D e p a r t m e n t ' s  p o s i t i o n  is th a t  u n d e r  IRC sec. 265(2), w h i c h  
is a d o p t e d  by r e f e r e n c e  in A S  4 3 . 2 0 . 0 2 1 ( a ) ,  no d e d u c t i o n  is 
a l l o w e d  for e x p e n s e s  a n d  i n t e r e s t  i n c u r r e d  or c o n t i n u e d  to 
p u r c h a s e  or c a r r y  o b l i g a t i o n s  the i n t e r e s t  on w h i c h  is e x e m p t  
f r o m  tax. T h i s  i n c l u d e s  not o n l y  e x p e n s e s  and i n t e r e s t  r e l a t e d  
to tax e x e m p t  s t a t e  and m u n i c i p a l  i n t e r e s t  income, but a l s o  
e x p e n s e s  a n d  i n t e r e s t  r e l a t e d  to tax e x e m p t  U.S. i n t e r e s t  
i n c o m e .  T h e r e f o r e ,  the t o t a l  a m o u n t  of n o n d e d u c t i b l e  e x p e n s e s  
u n d e r  A S  4 3 . 2 0  w i l l  be c l o s e  to the a m o u n t  of n o n t a x a b l e  income.
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S t a t e  o f  A l a s k a
O F F I C E  O F  T H E  G O V E R N O R  

J U N K A U

M a r c h  21, 1904

The H o n o r a b l e  Joe Hayes 
A l a s k a  H ouse  of R e p r e s e n t a t i v e s  
P o u c h  V
Juneau, A K  99811

D e a r  R e p r e s e n t a t i v e  Hayes:

Under the authority o f  arc. Ill, sec. 18, of the A l a s k a  
Consti t u t i o n ,  I am t r a n s m i t t i n g  a b i l l  to amend AS 43, the 
Re v e n u e  and Taxation Code, by r e p e a l i n g  AS 43.20.031(d) 
and AS 4 3 . 7 0 . 0 3 0 (b).

This bill repeals AS 43.20.031(d), w h i c h  exempts ban ks and 
savings and loan a s s o c i a t i o n s  from taxation u n d e r  
AS 4 3.20, the corporat e income tax chapter. It also r e­
peals AS 43.70.030(b), w h i c h  taxes banks, t rust companies, 
and savings and loan a s s o c i a t i o n s  u n d e r  AS 43.70, the 
Bu s in ess License Act.

Currently, banks and savings and loan associations are 
s p e c i f i c a l l y  exempted from the c o r p o r a t e  income tax u n d e r  
AS 43.20 because of federal r e s t r i c t i o n s  which r e q u i r e d  
states to tax nation al banks and saving s and loan a s s o­
ciations separately from o t h e r  corporat ions. Those f e d e r­
al restri c t i o n s  no lo nger exist. Therefore, we m a y  now 
tax bank3 under AS 43.20 along w i t h  all other c o r p o r a t e  
taxpayers, and that is w h a t  this bill w i l l  accomplish.

Sincerely,

Bill S h e f f i e l d / ' 
Governor
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| 600 LANDS & STRUCTURES 1 - 1 - 1 1 1 1 -

| 700 GRANTS, CLAIMS 1 - 1 - 1 1 - 1 1 -

1 800 MI SC EL LA NEO US 1 - 1 - 1 - 1
f
1 I -

1 TO TA L OPERA TI NG 1 - 1 - 1 1 1 [ -

1 CAPITAL 1 - 1 - 1 1 1 1 -
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C u r r e n t l y  b a n k s  a r e  r e q u i r e d  t o  f i l e  r e t u r n s  a n d  p a y  t a x  u n d e r  

a s t a t u t e  s e p a r a t e  f r o m  a l l  o t h e r  c o r p o r a t i o n s  ( A S  4 3 . 7 0 ) .

T h i s  r e s u l t s  i n  s i g n i f i c a n t  a d m i n i s t r a t i v e  a n d  l e g a l  p r o b l e m s .  

T h e  D e p a r t m e n t  o f  R e v e n u e  t h e r e f o r e  r e c o m m e n d s  t h a t  b a n k s  b e  

t a x e d  u n d e r  t h e  s a m e  i n c o m e  t a x  s t a t u t e s  a s  o t h e r  c o r p o r a t i o n s  

( A S  4 3 . 2 0 ) .

A l t h o u g h  s t a t e  a n d  m u n i c i p a l  i n t e r e s t  is  c u r r e n t l y  t a x a b l e  
u n d e r  A S  4 3 . 7 0  a n d  w o u l d  n o t  b e  s u b j e c t  t o  t a x  u n d e r  A S  4 3 . 2 0 ,  

w e  e s t i m a t e  t h a t  r e q u i r i n g  b a n k s  t o  f i l e  u n d e r  A S  4 3 . 2 0  r a t h e r  

t h a n  A S  4 3 . 7 0  w i l l  r e s u l t  i n  n o  l o s s  o f  r e v e n u e  t o  t h e  S t a t e .

T h e  D e p a r t m e n t ' s  p o s i t i o n  i s  t h a t  u n d e r  I R C  s e c .  2 6 5 ( 2 ) ,  w h i c h  

is  a d o p t e d  b y  r e f e r e n c e  i n  A S  /| 3 . 2 0 . 0 2 1 ( a ), n o  d e d u c t i o n  is 

a l l o w e d  f o r  e x p e n s e s  a n d  i n t e r e s t  i n c u r r e d  o r  c o n t i n u e d  t o  
p u r c h a s e  o r  c a r r y  o b l i g a t i o n s  t h e  i n t e r e s t  o n  w h i c h  is e x e m p t  
f r o m  t a x .  T h i s  i n c l u d e s  n o t  o n l y  e x p e n s e s  a n d  i n t e r e s t  r e l a t e d  

t o  t a x  e x e m p t  s t a t e  a n d  m u n i c i p a l  i n t e r e s t  i n c o m e ,  b u t  a l s o  

e x p e n s e s  a n d  i n t e r e s t  r e l a t e d  t o  t a x  e x e m p t  U . S .  i n t e r e s t  

i n c o m e .  T h e r e f o r e ,  t h e  t o t a l  a m o u n t  o f  n o n d e d u c t i b l e  e x p e n s e s  

u n d e r  A S  4 3 . 2 0  w i l l  b e  c l o s e  t o  t h e  a m o u n t  o f  n o n t a x a b l a  i n c o m e .
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