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FISCAL NOTE ANALYSIS

Analysis 

Bill Language:
This bill would allow Alaska corporations that are required to report income from long-term contracts using the 

percentage of com pletion method, to calculate the additional tax due, on this income, using the current federal 

interest rates, instead of the current Alaska interest rates. Alaska's interest rate is significantly higher than the 

cu rre n t federal rate and this bill would result in a tax savings to those companies that have income from long-term  

contracts. This bill w ould primarily affect those corporations engaged in the construction business.

Revenues:
Th e re  is a provision w ithin the Internal Revenue Code that requires corporations to use the percentage of completion 

m e th o d  to report income from  long-term  contracts. As part of this requirement, corporations must calculate interest 

on the difference between actual income received and estimated income reported. The interest is then included as 

an additional tax or a reduction in tax (if the estimated income is higher than actual income) on their corporate tax 

re turn . Since Alaska adopts the Internal Revenue Code, this provision is applicable to Alaska corporate income 

taxpayers as well. How ever, Alaska law requires that we substitute Alaska's interest rate in place of the federal 
interest rate. O ver the past 22 years, Alaska's interest rate has been significantly higher than the federal interest 

rate. Currently, Alaska's interest rate is 11% and the federal interest rate under 26 U.S.C. 460 (Internal Revenue 

Code) is only 2%. This provision proposes to change Alaska's law and allow the use of the lower federal interest rate 
w h e n  calculating this additional tax due.

Th e re  are some corporations in Alaska that are subject to this provision. However, since we do not currently have an 

au to m ated system from  which we can pull this specific information, it is difficult for us to determ ine the full fiscal 

im pact o f this provision. However, the division conducted a manual review of tax returns filed by approxim ately 100 

construction companies for calendar years 2010 and 2011. Based on this review, the division discovered that m ore 

than 5 0 %  of these companies filed S Corporation tax returns and, therefore, were exempt from  Alaska corporate 

incom e tax. Of the remaining corporations, the division found that only a few had ever reported additional income 
tax due to  the federal provision described above. Of those that had reported additional tax, the division found the 

difference in the tax due calculated using Alaska's interest rate and calculated using the federal corporate interest 

rate was less than $50,000 in the last tw o calendar years. Although it is possible that there are other corporations 

subject to  this provision that were not identified during the manual review, we believe that the effect of this bill on 

Alaska's corporate incom e tax revenues will be minimal.

Expenditures:
Th e  departm ent can im plem ent the provisions of this bill using existing resources.

ST A T E  OF ALASKA BILL NO. SB 83
2013 LEGISLATIVE SESSION

(R e v is e d  11/5/12 O M B ) Page 2 of 2
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IN THE LEGISLATURE OF THE STATE OF ALASKA 
TWENTY-EIGHTH LEGISLATURE - FIRST SESSION

BY TH E SENATE FINANCE CO M M ITTEE

Offered:
Referred:

Sponsor(s): SENATOR M ICCICH E

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to the corporation income tax; relating to the computation of interest 

under the look-back method applicable to long-term contracts in the Internal Revenue 

Code; and providing for an effective date."

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

* Section 1. AS 43.20.021 is amended by adding a new subsection to read:
(j) For purposes of calculating interest under the look-back method in 26 

U.S.C. 460 (Internal Revenue Code), the rate of interest shall be as provided in that 
section.

* Sec. 2. The uncodified law of the State of Alaska is amended by adding a new section to 
read:

RETROACTIVITY. Section 1 of this Act is retroactive to January 1, 2013.
* Sec. 3. This Act takes effect immediately under AS 01.10.070(c).

C S  F O R  S E N A T E  B I L L  N O . 8 3 (F IN )
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ALASKA STATE LEGISLATURE
S e n a to r  P e te r  A .  M ic c ic h e

S t a te  C a p i t o l ,  R o o m  125  
J u n e a u ,  A K  9 9 8 0 1 -1 1 8 2  
(9 0 7 )  4 6 5 -2 8 2 8  F a x  4 6 5 -4 7 7 9

MEMORANDUM
Date: March 20, 2013
To: Senator Kevin Meyer

Senator Pete Kelly
Co-Chairs, Senate Finance Committee 

From: Senator Peter Micciche 
RE: SB 83 Hearing Request
Please schedule the following resolution for a hearing in the Senate Resources Committee:

Attached is the backup information.
SB 83, Version A 
Sponsor Statement
Excerpt of Title 26 Internal Revenue Code
"Interest on Underpayments and Overpayments of Federal Taxes”

The Senate Finance Committee is the first committee of referral and therefore the bill does not have 
a fiscal note yet.
If you have any questions or need additional information, please contact Mindy Rowland in my 
office at 465-4989.

SB 83-INTEREST ON CORPORATION INCOME TAX



A l a s k a  S t a t e  L e g is l a t u r e
SESSION ADDRESS-.
Alaska State Capitol, Rm. 125 
Juneau, Alaska 99801-1182 
Phone: (907) 465-2828 
Fax: (907) 465-4779 
Toll Free: (800) 964-57 33

INTERIM ADDRESSES: 
145 Main St. Loop *226 

Keaai, AK 99611 
Phone: (907) 283-7996

270 W. Pioneer Ave. 
Homer, AK 99603 

Phone: (907) 235-0690

S e n a t o r  P e t e r  A .  M i c c i c h e
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Sponsor Statement 
SB 83-INTEREST ON CORPORATION INCOME TAX

Under AS 43.05.225, the State of Alaska is required to charge contractors undertaking long-term 
projects an interest rate on all delinquent taxes of 5 points above the current annual rate charged by 
tanks for advances or 11%, whichever is greater. Due to low interest rates, the rate in effect has 
been 11% for a number of years.

The application of this delinquent tax penalty to the construction industry has created a negative 

impact, due to the way contractors are required to account for long-term contracts by the IRS and 
Generally Accepted Accounting Principles (GAAP).

Many of our larger construction projects in Alaska are multi-year projects. They are accounted for 
as long-term contracts and are required to use a percentage of completion reporting method. 
Specifically, contractors calculate the estimated profit of a project that is completed within a single 
tax year and pay the tax on the estimated profit. This process is detailed in Title 26, Section 460 of 
the IRS Code.

Although contractors do their best to estimate project costs and potential profits at the beginning of 
a project, as the project progresses and the risks are reduced, estimated profits can rise. At the end 

of a project when the actual profit is known, contractors are required to file look-back taxes and 
either pay on the increased profit or receive a refund on any overpayment. It is common practice 
within the construction business is to estimate conservatively and thus have additional taxes to pay 

when "looking back." These payments under long-term contracts should be considered amended 

tax returns not delinquent payments subject to such severe penalty.

Under the same IRS code which requires long-term contracts to be based upon a percentage of 
completion method, interest rates are established for both overpayments and underpayments. 
Overpayments and underpayments are assessed an interest rate of the Federal short-term rate plus 

2 percent if under $10,000, and plus .5 percent if over $10,000.

For the purposes of paying state corporate income taxes, this bill applies the interest rates 
established under 26 U.S.C. 460 on all long-term contracts covered by 26 U.S.C. 460. This is 
accomplished by adding a new subsection to AS 43.20.021, the Department of Revenue's statutes 

governing the adoption of IRS code by reference.
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F i r s t  N a t i o n a l  B a n k

A l a s k A

Senator Peter Micciche 
State Capitol Room 125 
Juneau AK, 99801
RE: Senate Bill 83
Dear Senator Micciche,
I work for First National Bank Alaska, a community bank which has served Alaskans for over 90 years with a 
legacy of helping build strong families, homes and businesses in our great state. As a commercial loan officer, I 
work with general contractors of all sizes who play major roles in our local construction industry. With respects 
to Senate Bill 83 regarding the issue of interest charged on look back taxes, I believe conformance to Federal 
standards would be appropriate.
When we provide financing to contractors, whether it is for working capital or major capital expenditures, we 
rely on a lot of information to help us make a credit decision. We look at a contractor’s performance over time, 
competency of management, bonding capacity, quality of financial information and financial strength of the 
business and its owners. A bank line of credit to fund payroll or a term loan to purchase equipment for a project 
can be an essential part of a contractor’s success in completing projects on time and within budget.
With respects to financial information, CPA Prepared financial statements rely on many assumptions and 
estimates in accordance with Generally Accepted Accounting Principles. In my experience, responsible 
contractors will be conservative in their estimates of profits on uncompleted jobs. The bank encourages 
conservative estimates in order to avoid downward swings in profitability from one year to the next because 
actual financial performance below estimates could have a negative on the bank’s willingness to provide future 
financing. There would be a very high likelihood that it would also negatively impact a contractor’s bonding 
capacity which the bank relies on in many cases when providing financing.
From my perspective, the difference in profitability can be attributed to conservative estimates that are in the 
best interest of contractors and the current rate of interest charged by the State on look back taxes feels more 
like a penalty against responsible contractors.
In closing, I would like to thank and applaud you for your support of Senate Bill 83 with respects to the interest 
rate charged on look back taxes and feel alignment with the Federal rate charged is more appropriate.
Respectfully,

Stacy Tomuro 
Vice President
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I n t e r e s t  o n  U n d e r p a y m e n t s  a n d  O v e r p a y m e n t s  

o f  F e d e r a l  T a x e s

(C urrent through M arch 2013)

Interest on underpayments of federal tax must accrue interest, compounded daily, at rates published 
quarterly by the Internal Revenue Service in accordance with section 6621 of die Internal Revenue 
Code. (See Rev. Proc. 95*17,1995-1 C.B. 556, for rules on how to calculate compounded interest.)

The rates for the most recent twelve calendar quarters are as follows:

Rates for Underpayments and Overpayments of Tax

Calendar
Quarter Underpayments Noncorporate

Overpayments
Corporate

Overpayments
Large Corp. 

Overpayments
Large Corp. 

Underpayments
A —. T™. OA1 A AtkJ .......  40/ ......... - .......-jM/--  - -nJJHOTivTu ....... '.. 7̂%“ l.JYO 070
Jul-Sep2010 4% 4% 3% 1.5% 6%
Oct-Dec 2010 4% 4% 3% 1.5% 6%
Jan-Mar 2011 3% 3% 2% 0.5% 5%
Apr-Jun 2011 4% 4% 3% 1.5% 6%
Jul-Sep 2011 4% 4% 3% 1.5% 6%
Oct-Dec 2011 3% 3% 2% 0.5% 5%
Jan-Mar 2012 3% 3% 2% 0:5% 5%
Apr-Jun 2012 3% 3% 2% 0.5% 5%
Jul-Sep 2012 3% 3% 2% 0.5% 5%
Oct-Dec 2012 3% 3% 2% 0.5% 5%
Jan-Mar 2013 3% 3% 2% 0.5% 5%

As can be seen from the above table, the interest rate that applies to overpayments of tax by individuals 
(and other noncorporate taxpayers) is die same rate that applies to underpayments of tax.

For corporations, the interest rate on overpayments of $10,000 or less is 1 point less than the rate for 
underpayments, and the interest rate on the portion of die overpayment in excess of $10,000 (i.e., "large" 
overpayments) is 2.5 points less than the rate on underpayments. Corporations also pay interest that is 2 
Doints hieher for "laree coroorate underoavments" C.e.. undemavments of more than $100.0001.



The underpayment interest rates that have applied since 1987 are shown below.

Rates for Underpayments

Year
First

Quarter
Second
Quarter

Third
Quarter

Fourth
Quarter

1987 9% 9% 9% 10%
1988 11% 10% 10% 11%
1989 11% 12% 12% 11%
1990 11% 11% 11% 11%
1991 11% 10% 10% 10%
1992 9% 8% 8% 7%
1993 7% 7% 7% 7%
1994 7% 7% 8% 9%
1995 9% 10% 9% 9%
1996 9% 8% 9% 9%
1997 9% 9% 9% 9%
1998 9% 8% 8% 8%
1999 7% 8% 8% 8%
2000 8% 9% 9% —..—

2001 9% 8% 7% 7%
2002 6% 6% 6% 6%
2003 5% 5% 5% 4%
|2004 4% 5% 4% 5%
|2005 5% 6% 6% 7%
2006 7% 7% 8% 8%
2007 8% 8% 8% 8%
2008 7% 6% 5% 6%
2009 5% 4% 4% 4%
2010 4% 4% 4% 4%
2011 3% 4% 4% 3%
2012 3% 3% 3% 3%
2013 3%

The Pennsylvania Estate and Trust Cvbrarv
Daniel B. Evans. Attorney at Law
P.O. Box 27370
Philadelphia, PA 19118
Telephone: (866) 348-4250
Email: dan@evans-legal .com
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reopeot to which the taxpayer has made the 
election.
(3) Period to which election applies

An election under this section shall be effec­
tive for the taxable year for whioh It 1b made 
and for all subsequent taxable years, unless 
the taxpayer secures the consent of the Sec­
retary to the revocation of such election.
(4) Treatment as method of accounting 

Except to the extent Inconsistent with the
pro visions of this seotlon, for purposes of this 
subtitle, the computation of taxable Income 
under an election made under this seotlon 
shall be treated as a method of accounting.

(d) 8-year spread o f transitional adjustments for

In applying section 481(c) with respect to any 
election under this section which applies to 
magazines, the period for taking Into account 
any decrease In taxable Income resulting from 
the application of section 481(a)(3) shall be the 
taxable year for which the election is made and 
the 4 succeeding taxable years.
(e) Suspense account for paperbacks and records

(1) In general
In the case of any election under this seotlon 

whioh applies to paperbacks or records, in lieu 
of applying section 481, the taxpayer shall es­
tablish a suspense account for the trade or 
business for the taxable year for which the 
election Is made.
(2}TnOUl openi**

The opening balance of the aocount de­
scribed In paragraph (1) for the Urst taxable 
year to which the election applies shall be the 
largest dollar amount of returned merchandise 
which would have been taken into account 
under this section for any of the 3 Imme­
diately preceding taxable years if this section 
bad applied to such preceding 3 taxable years. 
This paragraph and paragraph (3) shall be ap­
plied by taking into aocount only amounts at­
tributable to the trade or business for which 
such account Is established.
(8) Adjustments in suspense account 

At the close of each taxable year the sus­
pense aocount shall be—

(A ) reduced the excess (If any) of—
(I) the opening balance of the suspense 

account for the taxable year, over
(II) the amount excluded from gross in­

come for the taxable year under subsection 
(a ), or
(B ) increased (but not in excess of the ini­

tial opening balance) by the excess (If any) 
of—•

(I) the amount excluded from gross In­
come for the taxable year under subsection
(a), over

(II) the opening balanoe of the account 
for the taxable year.

(4) Gross Income adjustments
(A) Redaction! excluded from gross income 

In the case of any reduction under para­
graph (3XA) in the acoount for the taxable

year, an amount equal to such reduction 
shall be excluded from gross Income for such 
taxable year.
CB) Increases added to gross Income

In the case of any increase under para­
graph (3)(B) in the account for the taxable 
year, an amount equal to such increase shall 
be included in gross income for such taxable 
year.

If the initial opening balance exceeds the dol­
lar amount of returned merchandise whioh 
would have been taken Into aocount under 
subsection (a) for the taxable year preceding 
the first taxable year for whioh the election Is 
effective if  this section had applied to each 
preceding taxable year, then an amount equal 
to the amount of such excess Shall be included 
In gross inoome for such first taxable year.
(S) Subchapter C transactions 

The application of this subsection with re­
spect to a taxpayer which Is a party to any 
transaction with respect to which there la 
nonrecognition of gain or loss to any party to 
the transaction by reason of subchapter C 
shall be determined under regulations pre­
scribed by the Secretary.

(Added Pub. L . 85-000, title Iff, 1373(a), Nov. 6, 
1978, 83 Stat. 2880.)

E f t s c h v b  D a t e

Section 373(o) of Pub. L. 99-600 provided that: "The 
amendments made hr this eectlon Im m Mm  tM«
UOBJ shall apply to taxafito years beginning alter Sep­
tember 90,1979. ”

I480L Special roles for long-term oontraots
(a) Requirement that percentage of oompietian 

method bo used
In the ease of any long-term contract, the tax­

able Inoome from such contract shall he deter­
mined under the percentage of completion meth­
od (as modified by subsection (b)).
(b) Percentage o f completion method

(X) Requirement* o f percentage of completion

Except as provided In paragraph (3). In the 
case of any long-term contract with respect to 
whioh the percentage of completion method la 
used—

(A ) the percentage of completion shall be 
determined by oomparlng costs allocated to 
the contract under subsection (c) and In­
curred before the close of the taxable year 
with the estimated total contract costs, and

(B ) upon completion of the contract (or, 
with respect to any amount properly taken 
into account after completion o f the con­
tract, when such amount Is so properly 
taken Into account), the taxpayer shall pay 
(or shall be entitled to receive) interest com­
puted under the look-back method of para­
graph (2).

In the oase of any long-term contract with re­
spect to which the percentage of completion 
method la used, except for purposes of apply­
ing the look-back method of paragraph (3), 
any Income under the contract (to the extent
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not previously Includible in gross income) 
shall be Included In gross income for the tax­
able year following the taxable year in which 
the contract was completed. For purposes of 
subtitle F (other than sections 6654 and 6655), 
any Interest required to be paid by the tax­
payer under subparagraph (B ) shall be treated 
as an increase In the tax imposed by this chap­
ter for the taxable year in which the contract 
is completed (or, in the case of Interest pay­
able with reapeot to any amount properly 
taken Into account after completion of the 
contract, for the taxable year tn which the 
amount is so property taken into account).
(3) Look-back method 

The Interest computed under the look-back 
method of this paragraph eh all be determined 
by—

(A ) first* allocating income under the con­
tract among taxable years before the year in 
which the contract is completed on the baste 
of the actual contract price and costs in­
stead of the estimated contract price and 
costs,

(B ) second, determining (solely for pur­
poses o f computing such Interest) the over­
payment or underpayment of tax for each 
taxable year referred to in subparagraph (A ) 
which would result solely from the applica­
tion of subparagraph (A ), and

(O  then using the adjusted overpayment 
rate (as defined in paragraph Cl)), com­
pounded dally, on the overpayment or under­
payment determined under anhnaragranh-
(B).

For purposes of the preceding sentence, any 
amount properly taken into account after 
completion of the oontraot shall be taken into 
account by discounting (using the Federal 
mid-term rate determined under section 
1274(d) as of the time such amount was prop­
erly taken into account) such amount to its 
value as of the completion of the contract. 
The taxpayer may elect with respect to any 
contract to have the preceding sentence not 
apply to such contract.
(S) Special rules

(A ) Simplified method of cost allocation
In the case of any long-term contract, the 

Secretary may prescribe a simplified proce­
dure for allocation o f costs to euoh oontraot 
in lieu of the method of allocation under 
eubeeotlon (o).
(B ) look-back method not to apply to certain 

contracts
Paragraph (l)(8 ) shall not apply to any 

contract—
(1) the gross price of which (as of the

completion of the contract) does not ex­
ceed the lesser of—

(I) 61.000,000. or
(H) 1 percent of the average annual 

gross receipts of the taxpayer for the 3 
taxable years preceding the taxable year 
in which the contract was completed, 
and

1 So la orlttaal. Prabotly aboold bo fbllond by > oomra*.

(ii) whioh is completed within 2 years of 
the contract commencement date.

For purposes of this subparagraph, rules 
similar to the rules of subsections (e)(2) and
(f)(3) shall apply.

(4) Simplified look-back method for pass-thru 
entitles

(A ) In general 
In the case of a pass-thru entity—

(I) the look-baok method of paragraph (2) 
shall be applied at the entity level,

(II) in determining overpayments and un­
derpayments for purposes of applying 
paragraph (2)(B>—

(I) any increase in the income under 
the oontraot for any taxable year by rea­
son of the allocation under paragraph 
(2XA) shall be treated as giving rise to 
an underpayment determined by apply­
ing the highest rate for such year to 
such increase, and

(II) any decrease in such Income for 
any taxable year by reason of such allo­
cation shall be treated as giving rise to 
an overpayment determined by applying 
the highest rate for such year to euoh de­
crease, and
(ill) any Interest required to be paid by 

the taxpayer under paragraph (2) shall be 
paid by such entity (and any interest enti­
tled to be received by the taxpayer under 
paragraph (2) shall be paid to euoh entity). 

tB) Exceptions ‘ ’ ~ ~
CO Closely held pass-thru entities 

This paragraph shall not apply to any 
olosely held pass-thru entity.
(ii) Foreign contracts 

This paragraph shall not apply to any 
contract unless substantially all of the in­
come from such contract 1b from sources 
in the United States.

(C) Other definitions 
For purposes of this paragraph—
(1) Highest rats 

The term “highest rate” means—
(D the highest rate of tax specified in 

section 11, or
(II) if at all times during the year in­

volved more than 50 percent of the inter­
ests in the entity are held by individuals 
directly or through 1 or more other pass- 
thru entities, the highest rate of tax 
speollled in section 1.

01) Pass-thru entity
The term “paes-thru entity” means 

any—
(I) partnership,
(II) 8 corporation, or
(H I) trust.

(Ul) Closely held pass-thru entity 
The term “closely held pass-thru entity” 

means any pass-thru entity if, at any time 
during any taxable year for which there Is 
Income under the oontraot, 50 percent or 
more (by value) of the beneficial interests



in each entity are held (directly or indi­
rectly) by or for S or fewer persons. For 
purposes of the preceding sentence, roles 
sim ilar to the constructive ownership 
roles o f section 1663(e) shall apply.

(6) Election to use 10-percent method
(A) General rule

In the case of any long-term contract with 
respect to which an election under this para­
graph is in effect, the 10-percent method 
shall apply In determining the taxable In­
come from such contract.
(B) 10-percent method

For purposes of this paragraph—-
(1) In general 

The 10-percent method is the percentage 
of completion method, modified so that 
any Item which would otherwise be taken 
into account in computing taxable income 
with respect to a contract for any taxable 
year before the 10-percent year is taken 
into account in the 10-percent year.
(il) 10-peroent year 

The term “10-peroent year” means the 
1st taxable year as of the close of which at 
least 10 percent of the estimated total con­
tract costs have been Incurred.

(O  Election 
An election under this paragraph shall 

apply to a ll long-term contracts of the tax­
payer which are entered Into during the tax-

y * . -  fw wfrinh the nlw.Mm  moAtc-mr
any subsequent taxable year.
(D ) Coordination with other provisions

(i) Simplified method of coot allocation 
This paragraph shall not apply to any

taxpayer which uses a simplified procedure 
for allocation of costs under paragraph 
(3XA).
(ii) Look-back method

The 10-percent method shall he taken 
into account for purposes o f applying the 
look-hack method of paragraph (2) to any 
taxpayer making an election under this 
paragraph.

(6) Election to have look-back method not 
apply in do minimis cases

(A) Amounts taken into account alter com­
pletion of contract

Paragraph (1)(B) shall not apply with re­
spect to any taxable year (beginning after 
the taxable year in which the contract is 
completed) If—

(1) the cumulative taxable Income (or 
loss) under the contract as of the close of 
such taxable year, la within 

(ii) 10 percent o f the oumulatlvs took- 
back taxable inoome (or loss) under the 
contract as of the close or the most recent 
taxable year to which paragraph (1XB) ap­
plied (or would have applied but for sub­
paragraph (B )).

(B) De minimis discrepancies
Paragraph (1XB) shall not apply in any 

case to which It would otherwise apply if—

P a g e  1899

(i) the cumulative taxable Income (or 
loss) under the contract as of the olose of 
each prior oontract year. Is within 

(il) 10 percent of the oumnlatlve look- 
back Income (or loss) under the contract 
as of the close of such prior oontract year. 

(O  Definitions 
For purposes of this paragraph—
(I) Contract year 

Hie term “contract year” means any
taxable year for which income is taken 
into account under the oontract.
(II) Look-back income or loss 

The look-back income (or loss) is the
amount which would be the taxable in­
come (or loss) under the contract if the al­
location method set forth in paragraph 
(2XA) ware used in determining taxable In­
oome.
(Hi) Discounting not applicable 

Hie amounts taken Into aocount after 
the completion of the contract shall he de­
termined without regard to any discount­
ing under the 2nd sentence of paragraph 
(3).

(D ) Contracts to which paragraph applies 
This paragraph shall only apply if the tax­

payer makes an election under this subpara­
graph. Unless revoked with the ooneent of 
the Secretary, such an election shall apply 
to all long-term contracts completed during 
the taxable year for which election <■ 
or dm lag  any subsequent taxable year.

(7) Adjusted overpayment rata
(A) In general

The adjusted overpayment rate for any in­
terest accrual period is the overpayment 
rate In effect under section 6831 for the cal­
endar quarter In which such Interest accrual 
period begins.
(B) Interest accrual period

For purposes of subparagraph (A ), the term 
“Interest accrual period” means the period—

(I) beginning on the day after the return 
due date for any taxable year of the tax­
payer, and

(II) ending on the return due date for the 
following taxable year.

For purposes of the preceding sentence, the 
term “return due date” means the date pre­
scribed for filing the return of the tax Im­
posed by this chapter (determined without 
regard to extensions).

(e) Allocation of costs to contract
(1) Direct and certain indirect costs 

In the case of a long-term contract, all costs 
(Including reeearob and experimental costs) 
whloh directly benefit, or are incurred by rea­
son of. the long-term oontract activities of the 
taxpayer shall be allocated to such contract In 
the same manner as costs are allocated to ex­
tended period long-term contracts under sec­
tion 461 and the regulations thereunder.
(3) Costs identified under cost-plus and certain 

Federal contracts 
In the case of a  oost-plus long-term contract 

or a Federal long-term contract, any cost not
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(BA 8tat. 464. as amended, which la olaaalfled generally 
to chapter 23 (43301 et aeq.> of thia title. For complete 
olMslflcaUon of this Act to the Code, see eecUoo 3311 
of thle title and Tablet.

A m en d m en ts

2001—Sobsec. (o). Pub. L. 107-18, «E32(»X12). 601. tem­
porarily struck out “section 2011(c) (relating to refunds 
doe to credit for State taxes),” after “tee”. Bee Effec­
tive and Termination Dates of 2001 Amendment note 
below.

1660—Subaeo. (o). Act Jane 29,16S6, Inserted reference 
to seotlon 8421 of this title.

Act Apr. 2, 1956, Inserted reference to section 6420 of 
this title.

Effective and Tbruination dates or aooi 
Amendment

Amendment by Pub. L. 107-16 applicable to estates of 
decedents dying, and generatlaji-eklppliig transfers, 
after Dec. 31, 2004. see section 832(d) of Pub. Ia 107-18. 
ast out aa a not* under section 2011 of this title.

Amendment by Pub. L. 107-10 inapplicable to estates 
of decedents dying, gifts made, or generation skipping 
transfers, after Deo. 81. 2012. and the Internal Revenue 
Oode of 1086 to be applied and administered to inch es­
tates, gifts, and transfers ss If such amendment had 
never been enacted, see seotlon 901 of Pub. L. 107-16. set 
out as a note under section 1 of this title.

E r n c m i  D a n  o r  1086 a m en d m en t

Amendment by act June 29. 1968, effective June 29, 
1968, see section 211 of act June 29. 1988, set out as an 
Effective Date note onder section 4011 of tide title.

Subehapter C DMwiihiatlcn of Interest Rate;
Compounding of Interest

6621. Determination of rate of interest.
6822. Internet compounded dally.

amendments

1982-Pub. Ii. 97-248, title HI. |344<bX3XA>, Sep*. 3, 
1902, 06 8tat. 638, Inserted “j Compounding of Interest" 
alter “Bate" In heading Dor eubobapter C.

Pub. 1>. tn-248. title m. 1344(b)(2). Sept. 3. 1062. 96 
Stat. 636, added Item 6622.

16621. Determination of rate o f interest
(a) General role

(1) Overpayment rate
The overpayment rate established under this 

seotlon shall be the sum of—
(A ) the Federal short-term rate deter­

mined under subsection (b), plus
(B ) 3 percentage points (3 percentage 

points in the case of a corporation).
To the extent that an overpayment of tax by 
a corporation for any taxable period (os de­
fined in anbseotlon (c)(3), applied by substitut­
ing “overpayment” for “underpayment”) ex­
ceeds 310,000, subparagraph (B ) shall be applied 
by substituting “0.5 percentage point” for “2 
percentage points” .
(2) Underpayment rate

The underpayment rate established under 
this section shall be the sum of—

(A ) the Federal short-term rate deter­
mined under aubeeotlon (b), plus

(B) 3 percentage points,
(b) Federal short-term rate 

For purposes o f this section—

O) General rule
The Secretary shall determine the Federal 

short-term rate for the first month in each 
calendar quarter.
(2) Period during which rate applies

(A) In genera]
Except as provided in subparagraph (B), 

the Federal short-term rate determined 
under paragraph (1) for any month shall 
apply during the first calendar quarter be­
ginning after such month.
(B) Special rule for individual estimated tax 

In determining the addition to tax under
section 6654 for failure to pay estimated tax 
for any taxable year, the Federal short-term 
rate whioh applies during the 3rd month fol­
lowing such taxable year shall also apply 
during the first 15 days of the 4th month fol­
lowing such taxable year.

(3) Federal shortterm rate
The Federal short-term rate for any month 

shall be the Federal short-term rate deter­
mined during such month by the Secretary In 
accordance with seotlon 1274(d). Any such rate 
Shall be rounded to the nearest tall percent 
(or. If a multiple of % of 1 percent, such rate 
shall be Inoreased to the next highest tall per­
cent).

(c) Increase ha underpayment rate for large cor­
porate underpayments

(1) In general________________ ________________ _
For purposes of determining the amount of

Interest payable under section 6601 on any 
large corporate underpayment for periods 
after the applicable date, paragraph (2) of sub­
section (a ) shall be applied by substituting “6 
percentage points” for “8 percentage points”.
(2) Applicable date

For purposes of this subsection—
(A ) In general

The applicable date is the 30th day after 
the earlier of—

(I) the date on which the 1st letter of 
proposed deficiency which allows the tax­
payer an opportunity for administrative 
review In the Internal Revenue Service Of­
fice of Appeals Is sent, or

(II) the date on which the deficiency no­
tice under section 6212 Is sent.

The preceding sentence shall be applied 
without regard to any such letter or notice 
which Is withdrawn by the Secretary.
(B) Special rules

(i) Nondefioieocy procedures 
In the case of any underpayment of any 

tax Imposed by this title to which the defi­
ciency procedures do not apply, subpara­
graph (A ) shall be applied by taking Into 
account any letter or notice provided by 
the Secretary which notifies tbs taxpayer 
of the assessment or proposed assessment 
of the tax.
(11) Exception where amounts paid In tall

For purposes of subparagraph (A), a lev  
ter or notice shall be disregarded If, during
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IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-EIGHTH LEGISLATURE - FIRST SESSION

B Y  SENATOR M ICCICH E

Introduced: 3/20/13 
Referred: Finance

A BILL 
FOR AN ACT ENTITLED 

"An Act relating to the corporation income tax; and relating to the computation of 
interest under the look-back method applicable to long-term contracts in the Internal 
Revenue Code."

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

* Section 1. AS 43.20.021 is amended by adding a new subsection to read:

(j) For purposes of calculating interest under the look-back method in 26 

U.S.C. 460 (Internal Revenue Code), the rate of interest shall be as provided in that 

section.

* Sec. 2. The uncodified law of the State of Alaska is amended by adding a new section to 

read:

APPLICABILITY. The rate of interest provided for in AS 43.20.021 (j), enacted by 

sec. 1 of this Act, applies on and after the effective date of this Act.

S E N A T E  B I L L  N O .  8 3

S B 0 0 8 3 A -1-
N ew  T e x t  U n d e r l i n e d  [DELETED TEXT BRACKETED]
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U D E L H O V E N
Oilfield System  Services, Incorporated

March 27, 2013

Senator Peter Micciche 
State Capitol Room 125 
Juneau, Alaska 99501

Dear Senator Micciche

I am writing to you with deep concern in general with our legislators in Juneau. It concerns me to see so 
many laws, rules and statutes on the books that are simply put not good for the State and not business 
friendly. Thank you for sponsoring Senate Bill 83 and attempting to rectify one of the problem areas.

Alaska statute sets the rate for look-back interest at the same rate as if the taxes were delinquent. This 
look-back rate charged to us by the State of Alaska is far in excess of the federal rate. The rate imposed 
by the State of Alaska on look-back taxes is usurious at 11 percent, when even unsecured bank loans are 
available for much less. I ask you: Is that our goal to collect more interest from good contractors trying 
to do the right thing than the federal government does?

We as "C" Corps follow GAAP and are required to report income on a percentage of completion method. 
Often, projects will continue for extended periods of time. Generally we would report conservatively 
and correctly. At times, if we are lucky, we do a little better than originally planned. Many times we do 
not do as well.

There is no way we are able to know the actual outcome of a project that would extend over the end of 
the year with 100% accuracy. The only way to avoid the penalty imposed by the State's look-back 
interest rate would be to overestimate profits and give the State tax dollars that may or may not be due 
far in advance. Although the state would owe us interest at the same 11 percent, this practice would 
take funds away from the company for extended periods of time that could be used to start new 
projects, create jobs, and make purchases, etc which is what the State really needs. Also, our bonding 
companies and bankers would not be happy to see such poor performance as our estimated profits 
faded away at the end of the job.

We adamantly support Senate Bill 83 which will bring the rates down to match the federal rates and 
thank you for your efforts in bringing this bill forward.

184 East 53 rd  Ave.
Anchorage, A laska 99518-1222 
Fax (907) 522-2541 
Phone (907) 344-1577

Controller

An A laskan Corporation North D istrict South D istrict
Established 1970 P.O. Box 340103 P.O. Box 8349

Prudhoe Bay, AK 99734 N ikiski, A K  99635
(907) 659-8093 (907) 776-5185



3201 C Street, Suite 601 
Anchorage, AK 99503 
Tel: (907) 563-4425A PROFESSIONAL CORPORATION
Fax: (907) 561-0563 
www.fmstrandcpas.com

Certified Public Accountants
Serving clients throughout 
Alaska since 1973.

March 27, 2013

Senator Peter Micciche 
State Capitol, Room 125 
Juneau, Alaska 99801

Re: Senate Bill No. 83 House Bill No. 185

Dear Senator Micciche:

F. M. Strand & Associates, P.C. is an Anchorage-based CPA firm serving many 
Alaskan general contractors. We request your support for Senate Bill No. 83, 
which would bring the Alaska interest rate used for the computation of interest 
under the look-back method applicable to long-term contracts in line with the 
federal interest rate used in that calculation.

Look-back interest is not income tax. It is the interest on a hypothetical under or 
over payment of income tax using actual cost rather than estimates for recognition 
of income from long-term contracts reported with the percentage of completion 
method. It can be owed to the State or be due from the State, depending on the 
accuracy of the estimates the contractor used.

Currently, the Alaska interest rate is 11 percent. Federal law sets interest rates for 
look-back purposes based on the Federal short-term rate. The Federal rate reflects 
current economic conditions more accurately and is updated quarterly.

Thus, we believe the interest rate used by the State of Alaska for the look-back 
interest computations should be lowered to match the Federal rates. Please 
support Senate Bill No. 83.

Very truly yours.

F. M. STRAND & ASSOCIATES, P.C.

FMS:cb
G:\DATA\Client\FMS\Corresp\2013\2013-AK Leg Itr-fms.docx

http://www.fmstrandcpas.com
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March 27, 2013

Senator Peter Micciche 
State Capitol Room 125 
Juneau, Alaska 99801

Dear Senator Micciche

Davis Constructors & Engineers, Inc. is strongly in support of Senate Bill 83 and 
appreciates your efforts to address the issue of look-back interest rates charged by the 
State of Alaska. We employ hundreds of Alaskans, construct government and private 
buildings in this great state and are proud to direct a portion of our profits to charitable 
causes that assist members of the communities we work in.

The State of Alaska assesses interest on look-back taxes due from construction 
contractors on long-term contracts at the delinquent tax rate, set by statute with a floor of 
11 percent. The problem is that these taxes due are not “delinquent”, but are the result 
of a successful contractor performing well on a project that bridges multiple years.

Large contractors are required to use the percentage of completion method to account 
for taxable contract income. Taxes are paid based on income calculated using 
estimated gross profits until the project is complete. If the estimated gross profit 
increases over the life of the job, the taxes due for prior periods are recalculated and 
paid with interest.

Good business practices dictate that contractors are conservative in their initial 
estimates of long-term projects. As you might imagine, there are many uncertainties in 
the beginning stages of a project and good contractors will include contingencies for the 
unexpected. As the project progresses and risks are managed, the gross profit often 
goes up and that is something that shareholders, banks and bonding companies like to 
see.

The federal government charges a look-back tax interest rate that fluctuates with the 
current state of the economy and is subject to change each quarter. The current federal 
interest rate assessed on look-back taxes is substantially lower than the state’s 11 
percent and reflects the fact that contractors pay taxes based on estimates. When 
actual amounts are known and paid, a reasonable interest rate is paid to the federal 
government to account for the fact that they’re paid in later years.

740 Bonanza Avenue • Anchorage, Alaska 99518 
Phone (907) 562-2336 Fax (907) 561-3620  

www.davisconstructors.com

Senate Bill 83 will tie Alaska look-back tax interest rates to the federal rates and help to 
level the playing field for C Corporation construction contractors in Alaska. We choose 
to pay state income tax and should not be penalized for having sound business 
practices. Thanl^you for your support of

Joshua M. Pepperd 
President

General * Commercial • Design Build * Construction Management

http://www.davisconstructors.com


29 64  Commercial Drive (9 0 7 )2 5 8 -2 4 2 5  Fax:(907) 278-8018
Anchorage. AK 99501

G E N E R A L  C O N T R A C T O R S _________________ _____________________________

March 26, 2013

Alaska State Legislature 
State Capitol 
Juneau, Alaska 99801

Dear Legislator:

K-C Corporation is an Alaskan contractor who has been active in the construction field for the 
past 27 years. We are what is known as a C type corporation and as such account for our long 
term contracts under the percentage of completion method of accounting as required by the 
IRS. We estimate our profits at the beginning of each contract and on completion of the first 
year of work we project what we will earn for that period and pay taxes based on these 
figures. Upon completion of the contract we frequently find our profits are greater than 
expected and end up paying additional taxes on the earnings plus what is known as "look 
back interest" on these earnings. We have no problem with this.

Our problem comes when we see the great variance in the rate or means used by the Internal 
Revenue Service to determine "look back Interest" charges versus the fixed rate of (11%) 
charged by the State of Alaska. We would like to see this changed in the state statute to 
reflect what the IRS has established as a basis for calculating their rates. This is the purpose 
of Senate Bill 83 which we feel reflects a much fairer basis for establishing the rate. Please 
support Senate Bill 83.

Sincerely
K-C CORPORATION



A S S O C I A T E D  G E N E R A L  C O N T R A C T O R S  o f  A L A S K A

8005 Schoon Street • Anchorage, Alaska 99518 
Telephone (907) 561-5354 • Fax (907) 562-6118

3750 Bonita Street • Fairbanks, Alaska 99706 
Telephone (907) 452-1809 • Fax (907) 456-8599

S enator P eter Micciche 

S tate  Capitol Building, Room 125 

Juneau, AK 99801

M arch 27, 2013

RE: SB 83

On b eha lf o f th e  Associated General Contractors o f Alaska, a construction industry trade  

association o f 660  construction industry business m em bers, w e  heartily support SB 83.

As an advocate fo r our m em bers and th e  Alaska construction industry, w e  look for ways 

to  help contractors and o th er construction related  businesses stay com petitive and to  

stay in business. Helping to  im prove laws on th e  books is just one o f th e  ways w e do that. 
SB 83  is an excellent exam ple o f such an im provem ent.

W ith o u t getting  into th e  com plexities o f look-back taxes, changing th e  interest charged 

on taxes due is a b enefit to  those contractors w ho  choose to be C-corporations and pay 

state corporate  incom e tax. W hile  11% in terest rate set in statute m ay have been a 

reasonable rate over th irty  years ago w hen it was put in statute, th a t rate today is 

considered usurious. M aking  it consistent w ith  th e  IRS rate and standards is fair.

I wish this legislation was a benefit to  a large num ber o f contractors, but the  truth  is, it 
probably benefits less than tw o  dozen. The b enefit m ay be to  relatively  few , but th e  

b enefit to  th em  is big. It helps even the  playing field  betw een th em  and the ir com petitors  

w h o  are not C-corps and do not pay state corporate  income taxes.

This is good legislation and needs to  m ove fo rw ard . Thank you fo r sponsoring SB 83.

Sincerely,

io m  MacKinnon  

Executive D irector
Associated General Contractors o f Alaska



C O N S O L I D A T E D  E N T E R P R IS E S ,  I N C .
633 E, 81ST AVENUE • ANCHORAGE, ALASKA 99518-3145 

TELEPHONE (907) 344-4567 • FAX (907) 349-6390

March 27, 2013

Senator Peter Micciche 
State Capitol Room 125 
Juneau, Alaska 99801

Re: Senate Bill No. 83

Dear Senator Micciche:

Consolidated Enterprises was incorporated as a general contractor in the State of Alaska in 1974. Since 
that time we have employed many great people and pride ourselves on the successful completion of 
thousands of projects throughout our great State.

We believe that one of the many reasons we have maintained a strong, successful Company is that our 
approach has always been a conservative one. As a contractor we account for our long term projects 
under the percentage o f completion method. This approach is extremely appealing to both our bonding 
company and our bank. Being conservative on our gross profits in one fiscal year, carries forward into 
the new fiscal year with gross profit gains that the readers of our financial statements desire.

As you are aware, the State of Alaska is currently charging 11% look back interest for taxes due on gross 
profit gains! The federal government is currently charging 2% interest for increases or decreases in tax 
of $10,000 or less and are charging .5% interest if the increase or decrease in tax exceeds $10,000. 
Additionally, the State does not currently make a distinction between the IRS required process of 
estimating taxes based upon the contractor's best knowledge and a tax payer who does not make a 
timely filing.

In our current economic climate, The State of Alaska's level of interest is extremely high. It has 
significant financial impact on our Company and most importantly negatively affects the conservative 
guideline that makes for a successful, profitable Company.

Therefore, our company respectfully requests that you pass Senate Bill No. 83. We believe this bill is 
fair, promotes conservative estimates and does not penalize corporations that are complying with all tax 
requirements.

Thank you for your time in this matter and if you should require any additional information, please do 
not hesitate to contact us.

Sincerely,
CONSOLIDATED ENTERPRISES, IN C

x i #
Destry Lind 
Vice-President
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Sen ato r Peter M icciche 
State  Capito l Room  125 
Juneau A K , 99801

RE: SB 83

Dear S e n a to r M icciche,

As a su re ty  bond b ro ker who w orks with m any of the la rgest and m ost active general 
contractors in A la sk a , and  who represents ail of the m ajo r su reties active ly w ritin g  bonds in 
A laska, I  deal w ith the issue embodied in S B  83 on a regu lar basis. The issue o f interest on 
look back ta xe s  d ea ls with one of the core e lem ents of the su rety underw riting process -  
reliable, co n sisten t and  con servative  accounting.

Privately held co n tracto rs who are required to post bonds on projects rely on CPA -prepared  
financial state m en ts to provide a credible third party confirm ation of a con tractor's financial 
perform ance. A co n tracto r's perform ance is a sse sse d  over tim e, and due to the 
uncertainties inherent in contracting, nam ely the con stant re-pricing from p ro ject to project 
due to b idding and the inab ility  to fix costs due to d ifferences in su p pliers, sub contractors, 
project locations and o th er general conditions, determ ination of profitability on an y one 
project before com pletion is by definition an estim ate.

Every resp o n sib le  contracto r will be con servative  in these estim ates, and th eir su rety 
d em an ds it, s in ce  the con tractor who underperform s expectations is a con tractor who will 
not get the full su p p o rt of th eir surety. Bonding is the lifeblood of m any con tractors, and the 
penalty o f u nd erp erform ance, that is not getting all the bonding that is needed, is sim ply 
too great.

S in ce  the d ifference in profitability is gen erally  due to legitim ately con servative  estim ating, 
the interest on look b a ck  ta xe s  should be considered a s  a tool to true up, not penalize. The 
State  o f A la ska  w ould do well to conform  to the Federal G overnm ent on th is issu e.

R espectfu lly ,

Principal, C onstruction  Practice Group Leader

A Partner Of
Bellevue 2233 112th Ave. N.E. Bellevue, WA 98004 tel 425-709-3600  tel 80 0-45 7-0 220  fax 4 2 5 -70 9 -7 460  
A nchorage 3800 Centerpoint Drive, Suite 601 Anchorage, AK 99503 tel 9 0 7 -56 2 -2 225  fax 907-561-2504

w w w .ps flnc .co m  Calif. Lie. #0155652 Assurtx

http://www.psflnc.com


THOMAS, HEAD &  GREISEN.pc Kevin E. Branson, CPA 
John A. Letourneau, CPA 
Debra K. Mason, CPA/CFF, CFE 

C E R T I F I E D  P U B L I C  A C C O U N T A N T S  Erich R. Lamlrand, CPA
Cindy L Hulquist, CPA
Ronald E. Greisen, CPA7ABV/CFF

March 27, 2013 '

Senator Peter Micciche 
State Capitol Room 125 
Juneau, AK 99801

RE: HB 83

Dear Senator Micciche:

I am writing to you today to encourage you to support Senate Bill 83. Contractors that have elected to 
be C Corporations pay state corporate taxes. The IRS code has a provision to determine "look back" 
interest charges, but the Alaska state law of a fixed rate of 11% supersedes the IRS code. This 11% rate 
penalizes C Corporations as the current rates are far below 11%. We would like Alaska to adopt the IRS 
rate under 26 U.S.C. 460 for "look back" interest charges. The federal rate is variable as it fluctuates 
with the current state of the economy.

Senate Bill 83 promotes conservative estimates and would not penalize C Corporations in the State of 
Alaska that are complying with all tax requirements governing long-term contracts.

Please support HB 83.

VeryTruly Yours,

Kevin E. Branson, CPA
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March 27, 2013

Senator Peter Micciche 
State Capitol Room 125 
Juneau, AK 99801

RE: HB 83

Dear Senator Micciche:

I am writing to you today to encourage you to support Senate Bill 83. Contractors that have elected to 
be C Corporations pay state corporate taxes. The IRS code has a provision to determine "look back" 
interest charges, but the Alaska state law of a fixed rate of 11% supersedes the IRS code. This 11% rate 
penalizes C Corporations as the current rates are far below 11%. We would like Alaska to adopt the IRS
rate under 26 U.S.C. 460 for "look back" interest charges. The federal rate is variable as it fluctuates
with the current state of the economy.

Senate Bill 83 promotes conservative estimates and would not penalize C Corporations in the State of 
Alaska that are complying with all tax requirements governing long-term contracts.

Please support HB 83.

Very Truly Yours,

Debra K. Mason, CPA/CFF, CFE
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