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HOUSE B I L L  NO.  4 6 0  

I N  THE L E G IS L A T U R E  OF THE ST ATE OF ALASKA 

ELEVENTH L E G IS L A T U R E  -  F I R S T  S E S S I O N  

A B I L L

F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  t o  r e v o l v i n g  l o a n  f u n d s  a d m i n i s t e r e d

b y  t h e  D e p a r t m e n t  o f  C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t j  

a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . "

BE I T  ENACTED BY THE L E G I S L A T U R E  OF THE STATE OF ALASKA:

*  S e c t i o n  1 .  AS 1 6 . 1 0 . 3 2 0 ( a ) ( 3 )  i s  r e p e a l e d  a n d  r e - e n a c t e d  t o  r e a d :

( 3 )  s h a l l  b e a r  i n t e r e s t  a t  a  r a t e  s e t  b y  t h e  d e p a r t m e n t  

w i t h i n  o n e - f o u r t h  o f  o n e  p e r  c e n t  o f  t h e  c u r r e n t  F e d e r a l  N a t i o n a l  

M o r t g a g e  A s s o c i a t i o n  a v e r a g e  y i e l d  f o r  c o n v e n t i o n a l  h o m e  m o r t g a g e s  ; t h e  

d e p a r t m e n t  s h a l l  r e d u c e  t h e  i n t e r e s t  r a t e  t o  t h e  b o r r o w e r s  a s  e s t a ­

b l i s h e d  u n d e r  t h i s  p a r a g r a p h  i f  t h e  l e g i s l a t u r e  a p p r o p r i a t e s  m o n e y  a s  a  

s u b s i d y :  t h e  r a t e  m a y  n o t  b e  r e d u c e d  b e l o w  t h e  l e v e l  w h i c h ,  w h e n  a d d e d  

t o  t h e  s u b s i d y ,  w i l l  b e  s u f f i c i e n t  t o  p r o v i d e  a  r e t u r n  t o  t h e  f u n d  e q u a l  

t o  t h a t  w h i c h  w o u l d  h a v e  b e e n  e a r n e d  u n d e r  t h i s  p a r a g r a p h  i n  t h e  a b s e n c e  

o f  t h e  l e g i s l a t i v e  s u b s i d y ;

*  S e c .  2 .  AS 1 6 . 1 0 . 3 2 0 ( c ) ( 4 )  i s  r e p e a l e d  a n d  r e - e n a c t e d  t o  r e a d :

( 4 )  s h a l l  b e a r  i n t e r e s t  a t  a  r a t e  s e t  b y  t h e  d e p a r t m e n t  

w i t h i n  o n e - f o u r t h  o f  o n e  p e r  c e n t  o f  t h e  c u r r e n t  F e d e r a l  N a t i o n a l  

M o r t g a g e  A s s o c i a t i o n  a v e r a g e  y i e l d  f o r  c o n v e n t i o n a l  h o m e  m o r t g a g e s ;  d  

d e p a r t m e n t  s h a l l  r e d u c e  t h e  i n t e r e s t  r a t e  t o  t h e  b o r r o w e r s  a s  e s t a ­

b l i s h e d  u n d e r  t h i s  p a r a g r a p h  i f  t h e  l e g i s  L a t u r e  a p p r o p r i a t e s  m o n e y  a s  a  

s u b s i d y ;  t h e  r a t e  m a y  n o t  b e  r e d u c e d  b e l o w  t h e  l e v e l  w h i c h ,  w h e n  a d d e d  

t o  t h e  s u b s i d y ,  w i l l  b e  s u f f i c i e n t  t o  p r o v i d e  a  r e t u r n  t o  t h e  f u n d  e q u a l  

t o  t h a t  w h i c h  w o u l d  h a v e  b e e n  e a r n e d  u n d e r  t h i s  p a r a g r a p h  i n  t h e  a b s e n c e  

o f  t h e  l e g i s l a t i v e  s u b s i d y ;
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w i t h i n  o n e - f o u r t h  o f  o n e  p e r  c e n t  o f  t h e  c u r r e n t  F e d e r a l  N a t i o n a  

M o r t g a g e  A s s o c i a t i o n  a v e r a g e  y i e l d  f o r  c o n v e n t i o n a l  h o m e  m o r t g a g e s ; t h e  

d e p a r t m e n t  s h a l l  r e d u c e  t h e  i n t e r e s t  r a t e  t o  t h e  b o r r o w e r s  a s  e s t a ­

b l i s h e d  u n d e r  t h i s  p a r a g r a p h  i f  t h e  l e g i s l a t u r e  a p p r o p r i a t e s  m o n e y  a s  a  

s u b s i d y j  t h e  r a t e  m a y  n o t  b e  r e d u c e d  b e l o w  t h e  l e v e l  w h i c h ,  w h e n  a d d e d  

t o  t h e  s u b s i d y ,  w i l l  b e  s u f f i c i e n t  t o  p r o v i d e  a  r e t u r n  t o  t h e  f u n d  e q u a l  

t o  t h a t  w h i c h  w o u l d  h a v e  b e e n  e a r n e d  u n d e r  t h i s  p a r a g r a p h  i n  t h e  a b s e n c e  

o f  t h e  l e g i s l a t i v e  s u b s i d y ;

*  S e c .  4 .  AS 1 6 . 1 0 . 3 3 0 ( b )  i s  a m e n d e d  t o  r e a d ;

( b )  T h e  c o m m i s s i o n e r  o f  c o m m e r c e  a n d  e c o n o m i c  d e v e l o p m e n t  m a y  s e l l  

o r  t r a n s f e r  a t  p a r  v a l u e  t o  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  m o r t g a g e s ,  

b o n d s  a n d  n o t e s  h e l d  b y  t h e  D e p a r t m e n t  o f  C o m m e r c e  a n d  E c o n o m i c  

D e v e l o p m e n t  a s  s e c u r i t y  f o r  l o a n s  m a d e  u n d e r  t h i s  c h a p t e r .  H o w e v e r ,  t h e  

c o m m i s s i o n e r  o f  c o m m e r c e  a n d  e c o n o m i c  d e v e l o p m e n t  m a y  n o t  t r a n s f e r  a n  

i n t e r e s t  i n  a  v e s s e l  d o c u m e n t e d  u n d e r  t h e  l a w s  o f  t h e  U n i t e d  S t a t e s  t o  

t h e  D e p a r t m e n t  o f  R e v e n u e ,  e x c e p t  a s  p e r m i t t e d  b y  t h e  S h i p  M o r t g a g e  A c t  

o f  1 9 2 0  ( 4 6  U . S . C .  s e c s .  9 1 1  -  9 8 4 ;  4 1  S t a t .  1 0 0 0 ) ,  a s  a m e n d e d ,  a n d  t h e  

S h i p p i n g  A c t  o f  1 9 1 6  ( 4 6  U . S . C .  s e c s .  8 0 1  -  8 4 2 ;  3 9  S t a t .  7 2 8 ) ,  a s  

a m e n d e d ,  s o  l o n g  a s  t h o s e  t w o  A c t s  r e m a i n  a m b i g u o u s  w i t h  r e s p e c t  t o  

w h e t h e r  o r  n o t  a  s t a t e  o r  s t a t e  a g e n c y  q u a l i f i e s  a s  a  c i t i z e n  o f  t h e  

U n i t e d  S t a t e s  f o r  p u r p o s e s  o f  t h o s e  t w o  A c t s .  [THE DEPARTMENT OF 

REVENUE,  FOR THE F I S C A L  YEAR ENDING JUNE  3 0 ,  1 9 7 6 ,  SHALL PURCHASE ALL 

THE MORTGAGES,  BONDS AND NOTES OFFERED UN TI L  THE CURRENT P R I N C I P A L  

AMOUNT OF ALL THE MORTGAGES,  BONDS AND NOTES PURCHASED AND HELD BY THE 

DEPARTMENT OF REVENUE EQUALS $ 7 , 0 0 0 , 0 0 0 .  THE DEPARTMENT OF REVENUE,  FOR 

THE F I S C A L  YEAR ENDING JU N E  3 0 ,  1 9 7 7 ,  SHALL PURCHASE ALL THE MORTGAGES,  

BONDS AND NOTES OF FERED U N T I L  THE CURRENT P R I N C I P A L  AMOUNT OF  ALL THE
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MORTGAGES,  BONDS AND NOTES PURCHASED AND HELD BY THE DEPARTMENT OF 

REVENUE EQUALS $ 9 , 0 0 0 , 0 0 0 . ]  T h e  [AFTER JUN E 3 0 ,  1 9 7 7 ,  T H E ]  D e p a r t m e n t  

o f  R e v e n u e  m a y  [ S H A L L ]  p u r c h a s e  [A L L ]  t h e  m o r t g a g e s ,  b o n d s  a n d  n o t e s  

o f f e r e d .

*  S e c .  5 .  AS 1 6 . 1 0 . 5 1 0 ( 6 )  i s  r e p e a l e d  a n d  r e - e n a c t e d  t o  r e a d :

( 6 )  e s t a b l i s h  t h e  r a t e  o f  i n t e r e s t  f o r  l o a n s  w i t h i n  o n e -  

f o u r t h  o f  o n e  p e r  c e n t  o f  t h e  c u r r e n t  F e d e r a l  N a t i o n a l  M o r t g a g e  A s s o c i a ­

t i o n  a v e r a g e  y i e l d  f o r  c o n v e n t i o n a l  h o m e  m o r t g a g e s ;  t h e  c o m m i s s i o n e r  

s h a l l  r e d u c e  t h e  i n t e r e s t  r a t e  t o  t h e  b o r r o w e r s  a s  e s t a b l i s h e d  u n d e r  

t h i s  p a r a g r a p h  i f  t h e  l e g i s l a t u r e  a p p r o p r i a t e s  m o n e y  a s  a  s u b s i d y ;  t h e  

r a t e  m a y  n o t  b e  r e d u c e d  b e l o w  t h e  l e v e l  w h i c h ,  w h e n  a d d e d  t o  t h e  s u b ­

s i d y ,  w i l l  b e  s u f f i c i e n t  t o  p r o v i d e  a  r e t u ^ ”  t o  t h e  f u n d  e q u a l  t o  t h a t  

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

l e g i s l a t i v e  s u b s i d y ;

*  S e c .  6 .  AS 1 6 . 1 0 . 5 5 0  i s  a m e n d e d  t o  r e a d :

S e c .  1 6 . 1 0 . 5 5 0 .  SALE OR TRANSFER OF MORTGAGES AND N O T E S .  [ ( a ) ]

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

l o a n s  m a d e  u n d e r  t h i s  c h a p t e r .  T h e  D e p a r t m e n t  o f  R e v e n u e  m a y  [S H A L L ]  

p u r c h a s e  [A L L ]  t h e  m o r t g a g e s  a n d  n o t e s  o f f e r e d  [ U N T I L  THE CURRENT 

P R I N C I P A L  AMOUNT OF  ALL THE MORTGAGES AND NOTES PURCHASED AND HELD BY 

THAT DEPARTMENT EQUALS $ 2 0 0 , 0 0 0 , 0 0 0 ] .

*  S e c .  / .  AS 4 4 . 3 3 . 2 5 5 ( b )  i s  r e p e a l e d  a n d  r e - e n a c t e d  t o  r e a d :

( b )  T h e  i n t e r e s t  r a t e  s h a l l  b e  s e t  b y  t h e  d e p a r t m e n t  w i t h i n  o n e - f  

o u r t h  o f  o n e  p e r  c e n t  o f  t h e  c u r r e n t  F e d e r a l  N a t i o n a l  M o r t g a g e  A s s o c i a ­

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

s h a l l  r e d u c e  t h e  i n t e r e s t  r a t e  t o  t h e  b o r r o w e r s  a s  e s t a b l i s h e d  u n d e r  

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

r a t e  m a y  n o t  b e  r e d u c e d  b e l o w  t h e  l e v e l  w h i c h ,  w h e n  a d d e d  t o  t h e  s u b -
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sidy, w i l l  be s u f f i c i e n t  to p r o v i d e  a r e t u r n  to the f u n d  e q u a l  to t h a t  

w h i c h  w o u l d  h a v e  b e e n  e a r n e d  u n d e r  t his s u b s e c t i o n  in th e  a b s e n c e  o f  the 

l e g i s l a t i v e  s u b sidy.

Sec. 8. AS 4 4 . 3 3 . 2 7 0 ( b )  is a m e n d e d  to read:

(b) T h e  c o m m i s s i o n e r  o f  c o m m e r c e  a n d  e c o n o m i c  d e v e l o p m e n t  m a y  s ell 

or t r a n s f e r  at p a r  v a l u e  to t h e  D e p a r t m e n t  o f  R e v e n u e  th e  m o r t g a g e s  an d 

n o t e b  h e l d  b y  the d e p a r t m e n t  as s e c u r i t y  for loans m a d e  u n d e r  t h i s  

c h a p te r .  T h e  D e p a r t m e n t  o f  R e v e n u e  m a y  [SHALL] p u r c h a s e  t h e  m o r t g a g e s  

a n d  notes o f f e r e d  [U N T I L  T H E  C U R R E N T  P R I N C I P A L  A M O U N T  O F  A L L  M O R T G A G E S  

A N D  N O T E S  P U R C H A S E D  A N D  H E L D  B Y  T H E  D E P A R T M E N T  O F  R E V E N U E  E Q U A L S  

$ 1 , 0 0 0 , 0 0 0 ] .

Sec. 9. AS 4 4 . 3 3 . 3 5 0 ( b )  is r e p e a l e d  a n d  r e - e n a c t e d  to read:

(b) T h e  i n t e r e s t  r a t e  s h a l l  be set b y  the d e p a r t m e n t  w i t h i n  o ne- 

f o u r t h  of one p e r  c e n t  of  the c u r r e n t  F e d e r a l  N a t i o n a l  M o r t g a g e  A s s o­

c i a t i o n  a v e r a g e  y i e l d  for c o n v e n t i o n a l  h o m e  m o r t g a g e s .  T h e  d e p a r t m e n t  

s h a l l  r e d u c e  th e  i n t e r e s t  r a t e  to the b o r r o w e r s  as e s t a b l i s h e d  u n d e r  

this s u b s e c t i o n  if th e  l e g i s l a t u r e  a p p r o p r i a t e s  m o n e y  as a s u b s i d y .  T h e  

r a t e  m a y  not be r e d u c e d  b e l o w  the level w h i c h ,  w h e n  a d d e d  to th e s u b­

sidy, will be s u f f i c i e n t  to p r o v i d e  a r e t u r n  to the f u n d  e q u a l  to t hat 

w h i c h  w o u l d  h a v e  b e e n  e a r n e d  u n d e r  t his s u b s e c t i o n  in the a b s e n c e  o f  the 

l e g i s l a t i v e  subsidy.

Sec. 10. AS 4 5 . 8 6 . 0 2 0 ( a )  is a m e n d e d  to read:

(a) L oa n s  f r o m’ the f u n d  s h a l l  be f o r  a t e r m  no t  to e x c e e d  50 

years, and the r a t e  o f  i n t e r e s t  s h a l l  be s e t  b y  the d e p a r t m e n t  w i t h i n  

o n e - f o u r t h  of o ne  p e r  c e n t  of the F e d e r a l  N a t i o n a l  M o r t g a g e  A s s o c i a t i o n  

a v e r a g e  y i e l d  for c o n v e n t i o n a l  h o m e  m o r t g a g e s . Th e  d e p a r t m e n t  s h a l l  

r e d u c e  the i n t e r e s t  r a t e  to the b o r r o w e r s  as e s t a b l i s h e d  u n d e r  t his s u b­

s e c t i o n  if the l e g i s l a t u r e  a p p r o p r i a t e s  m o n e y  as a s u b s i d y .  T h e  r a t e  

m a y  no t  be r e d u c e d  b e l o w  th e level wh i ch ,  w h e n  a d d e d  to t h e  s u b s i d y ,



w i l l  b e  s u f f i c i e n t  to p r o v i d e  a r e t u r n  to t h e  f u n d  e q u a l  to t h a t  w h i c h  

w o u l d  h a v e  b e e n  e a r n e d  u n d e r  this s u b s e c t i o n  in the a b s e n c e  o f  th e  

l e g i s l a t i v e  s u b s i d y [NOT L E S S  T H A N  T H R E E  N O R  M O R E  T H A N  F I V E  P E R  C E N T  A 

YEA R O N  T H E  U N P A I D  B A L A N C E ] . T h e  r e p a y m e n t  s c h e d u l e  s h a l l  b e  as d e t e r­

m i n e d  b y  th e  d e p a r t m e n t .  R e p a y m e n t  o f  a l o a n  s h a l l  c o m m e n c e  at th e  d a t e  

of c o m m e r c i a l  o p e r a t i o n  o f  the p r o j e c t  or 1 0  y e a r s  f r o m  t h e  d a t e  the 

l o a n  is g r a n t e d ,  w h i c h e v e r  is soon er .

* Sec. 11. AS 4 5 . 8 8 . 0 3 0 ( e )  is r e p e a l e d  a nd  r e - e n a c t e d  to read:

(e) T h e  i n t e r e s t  r a t e  s h a l l  be s e t  b y  the d e p a r t m e n t  w i t h i n  one- 

f o u r t h  of one  p e r  c e n t  of tl.j :urrent F e d e r a l  N a t i o n a l  M o r t g a g e  A s s o­

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

s hall r e d u c e  the i n t e r e s t  r a t e  to the  b o r r o w e r s  as e s t a b l i s h e d  u n d e r  

this s u b s e c t i o n  if t h e  l e g i s l a t u r e  a p p r o p r i a t e s  m o n e y  as a s u b s i d y .  T h e  

rate m a y  n o t be r e d u c e d  b e l o w  the level which, w h e n  a d d e d  to the s u b­

sidy, w i l l  be s u f f i c i e n t  to p r o v i d e  a r e t u r n  to th e  f u n d e q u a l  to that 

w h i c h  w o u l d  h a v e  b e e n  e a r n e d  u n d e r  this s u b s e c t i o n  in the a b s e n c e  of the 

l e g i s l a t i v e  su b s i d y .

* Sec. 12. A S  4 5 . 8 8 . 0 4 0 ( b )  is a m e n d e d  to read:

(b) T h e  c o m m i s s i o n e r  m a y  sell or t r a n s f e r  at pa r  v a l u e  to the  

D e p a r t m e n t  o f  R e v e n u e  t h e  m o r t g a g e s  a n d  n o t e s  h e l d  b y  the D e p a r t m e n t  of 

C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t  as s e c u r i t y  for loans m a d e  u n d e r  this 

c h a p t e r .  T h e  D e p a r t m e n t  o f  R e v e n u e  m a y  [SHALL] p u r c h a s e  t h e  [ALL O F  

T HESE] m o r t g a g e s  a n d  n o t e s  o f f e r e d  [, A L L O W I N G  T H E  D E P A R T M E N T  O F  

C O M M E R C E  A N D  E C O N O M I C  D E V E L O P M E N T  A O N E - H A L F  O F  O N E  P E R  C E N T  S E R V I C E  

FEE].

* Sec. 13. AS 4 5 . 9 0 . 0 3 0 ( c )  is r e p e a l e d  and  r e - e n a c t e d  to read:

(c) T h e  i n t e r e s t  r a t e  s h a l l  be set b y  the d e p a r t m e n t  w i t h i n  one- 

f o u r t h  of o n e  pe r  c e n t  of the c u r r e n t  F e d e r a l  N a t i o n a l  M o r t g a g e  A s s o c i a­

tion a v e r a g e  y i e l d  f o r  c o n v e n t i o n a l  h o m e  m o r t g a g e s .  T h e  d e p a r t m e n t
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s h a l l  r e d u c e  the i n t e r e s t  i ^ t e  to th e  b o r r o w e r s  as e s t a b l i s h e d  u n d e r  

this s u b s e c t i o n  if th e  l e g i s l a t u r e  a p p r o p r i a t e s  m o n e y  as a s u b s i d y .  T h e  

r a t e  m a y  n o t  b e  r e d u c e d  b e l o w  the l ev e l  w h i c h ,  w h e n  a d d e d  to t h e  s u b­

sidy, wi l l  be s u f f i c i e n t  to p r o v i d e  a r e t u r n  to the f u n d  e q u a l  to tha t  

w h i c h  w o u l d  h a v e  b e e n  e a r n e d  u n d e r  this s u b s e c t i o n  in the a b s e n c e  of t h e  

l e g i s l a t i v e  s u b s i dy .

* Sec. 14. A S  4 5 . 9 0 . 0 4 0 ( b )  is a m e n d e d  to read:

(b) T h e  c o m m i s s i o n e r  of c o m m e r c e  a n d  e c o n o m i c  d e v e l o p m e n t  m a y  s el l  

o r  t r a n s f e r  at p a r  v a l u e  t o  th e  D e p a r t m e n t  o f  R e v e n u e  t h e m o r t g a g e s  a n d  

n o t e s  h e l d  b y  t h e  D e p a r t m e n t  of C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t  as 

s e c u r i t y  fo r  l oans m a d e  u n d e r  thi s  c h a p t e r .  T h e  D e p a r t m e n t  of R e v e n u e  

m a y  [SHALL] p u r c h a s e  t h e  m o r t g a g e s  and n o t e s  o f f e r e d.

* Sec. 15. AS 4 5 . 9 5 . 0 2 0 ( a )  is a m e n d e d  to read:

(a) T h e  c o m m i s s i o n e r  shall, u n d e r  r e g u l a t i o n s  a n d  p o l i c i e s  a d o p t e d

b y  him, m a k e  s m a l l  b u s i n e s s  loans to a c q u i r e ,  f i n a n c e  or r e f i n a n c e  or 

e q u i p  b u s i n e s s e s ,  i n c l u d i n g  f a r m i n g  e q u i p m e n t ,  m i n i n g  a n d  fi s h i n g ,  no t  

e x c e e d i n g  $ 3 0 0 , 0 0 0 .  T h e  l o a n s  s h a l l  b e  s e c u r e d  b y  a c c e p t a b l e  c o l l a t e r a l  

a n d  m a y  n o t  e x c e e d  75 p e r  c e n t  of th e  a p p r a i s e d  v a l u e  o f  the c o l l a t e r a l  

o f f e r e d  as s e c u r i t y .  T h e  r a t e  of i n t e r e s t  s h a l l  be set b y  th e  d e p a r t­

me n t  w i t h i n  o n e - f o u r t h  of o n e  p e r  c en t  o f  th e  c u r r e n t  F e d e r a l  N a t i o n a l  

M o r t g a g e  A s s o c i a t i o n  a v e r a g e  y i e l d  for c o n v e n t i o n a l  h o m e  m o r t g a g e s .  T h e  

d e p a r t m e n t  s h a l l  r e d u c e  th e  i n t e r e s t  r a t e  to the b o r r o w e r s  as e s t a­

b l i s h e d  u n d e r  this s u b s e c t i o n  if the l e g i s l a t u r e  a p p r o p r i a t e s  m o n e y  as 

a s u b s i d y.  T h e  r a t e  m a y  n o t  be r e d u c e d  b e l o w  the level whi c h,  w h e n  

a d d e d  to th e  s ub s i d y ,  w i l l  be s u f f i c i e n t  to p r o v i d e  a r e t u r n  to th e  

f u n d  e q u a l  to t hat w h i c h  w o u l d  h a v e  b e e n  e a r n e d  u n d e r  this s u b s e c t i o n  

i n  the a b s e n c e  of  the l e g i s l a t i v e  s u b s i d y  [MAY N O T  E X C E E D  E I G H T  P E R  C E N T  

A  Y E A R  O N  T H E  U N P A I D  B A L A N C E ] .

* Sec. 16. A S  4 5 . 9 5 . 0 4 0 ( b )  is a m e n d e d  to read:

-6- H B  460
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(b) T h e  c o m m i s s i o n e r  m a y  s e l l  or t r a n s f e r  at  p a r  v a l u e  to the 

D e p a r t m e n t  of R e v e n u e  t h e  m o r t g a g e s  an d  n o t e s  h e l d  b y  t h e  D e p a r t m e n t  o f  

C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t  as s e c u r i t y  for  loans m a d e  u n d e r  this 

c h a p t e r .  T h e  D e p a r t m e n t  of R e v e n u e  m a y  [SHALL] p u r c h a s e  th e [ALL O F  

TH E SE ]  m o r t g a g e s  a n d  n o t e s  o f f e r e d  [, A L L O W I N G  T H E  D E P A R T M E N T  O F  

C O M M E R C E  A N D  E C O N O M I C  D E V E L O P M E N T  A  O N E - H A L F  O F  O N E  P E R  C E N T  S E R V I C E  

FEE].

* Sec. 17. AS 4 5 . 9 8 . 0 4 0 ( 4 )  is r e p e a l e d  a n d  r e - e n a c t e d  to read:

(4) t h e  i n t e r e s t  r a t e  s h a l l  b e  set b y  th e  d e p a r t m e n t  w i t h i n  

o n e - f o u r t h  o f  o n e  p e r  c e n t  o f  t h e  c u r r e n t  F e d e r a l  N a t i o n a l  M o r t g a g e  

A s s o c i a t i o n  a v e r a g e  y i e l d  fo r  c o n v e n t i o n a l  h o m e  m o r t g a g e s ;  t h e  d e p a r t­

m e n t  shall r e d u c e  t h e  i n t e r e s t  r a t e  to the b o r r o w e r s  as e s t a b l i s h e d  

u n d e r  this p a r a g r a p h  if t h e  l e g i s l a t u r e  a p p r o p r i a t e s  m o n e y  as a s u b s i d y ;  

th e  rate m a y  no t b e  r e d u c e d  b e l o w  t h e  l e v el  wh i ch ,  w h e n  a d d e d  to the 

s u b s id y ,  w i l l  be s u f f i c i e n t  to p r o v i d e  a r e t u r n  to the f u n d  e q u a l  to 

th a t  w h i c h  w o u l d  h a v e  b e e n  e a r n e d  u n d e r  thi s  p a r a g r a p h  in the a b s e n c e  of  

the l e g i s l a t i v e  s u b s i d y ;

* Sec. 18. T h i s  A c t  t akes e f f e c t  i m m e d i a t e l y  in a c c o r d a n c e  w i t h  AS 01.10.

0 7 0 ( c ) .

-7- HB 460
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IN THE HOUSE BY METCALFE

m  HOUSE BILL NO. 460 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

ELEVENTH LEGISLATURE - FIRST SESSION

A BILL

For an Act entitled: "An Act relating to revolving loan funds administered

by the Department of Commerce and Economic Development; 

and providing for an effective date."

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

* Section 1. AS 16.10.320(a)(3) is repealed and re-enacted to read:

(3? shall bear interest at a rate set by the department 

within one-fourth of one per cent of the current Federal National 

Mortgage Association average yield for conventional home mortgages; the 

department shall reduce the interest rate to the borrowers as esta­

blished under this paragraph if the legislature appropriates money as a 

subsidy; the rate may not be reduced below the level which, when added 

to the subsidy, will be sufficient to provide a return to the fund equal 

to that which would have been earned under this paragraph in the absence 

of the legislative subsidy;

* Sec. 2. AS 16.10.320(c)(4) is repealed and re-enacted to read:

(4) shall bear interest at a rate set by the department 

within one-fourth of one per cent of the current Federal National 

Mortgage Association average yield for conventional home mortgages; the 

department shall reduce the interest rate to the borrowers as esta­

blished under this paragraph if the legislature appropriates money as a 

subsidy; the rate may not be reduced below the level which, when added 

to the subsidy, will be sufficient to provide a return to the fund equal 

to that which would have been earned under this paragraph in the absence 

of the legislative subsidy;
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* Sec. 3. AS 16.10.320(e)(4) is repealed and re-enacted to readx

(4) shall bear interest at a rate set by the department 

within one-fourth of one per cent of the current Federal National 

Mortgage Association average yield for conventional home mortgages; the 

department shall reduce the interest rate to the borrowers as esta­

blished under this paragraph if the legislature appropriates money as a 

subsidy; the rate may not be reduced below the level which, when added 

to the subsidy, will be sufficient to provide a return to the fund equal 

to that which would have been earned under this paragraph in the absence 

of the legislative subsidy;

* Sec. 4. AS 16.10.330(b) is amended to read:

(b) The commissioner of commerce and economic development may sell 

or transfer at par value to the Department of Revenue the mortgages, 

bonds and notes held by the Department of Commerce and Economic 

Development as security for loans made under this chapter. However, the 

commissioner of commerce and economic development may not transfer an 

interest in a vessel documented under the lav/s of the United States to 

the Department of Revenue, except as permitted by the Ship Mortgage Act 

of 1920 (46 U.S.C. secs. 911 - 984; 41 Stat. 1000), as amended, and the 

Shipping Act of 1916 (46 U.S.C. secs. 801 - 842; 39 Stat. 728), as 

amended, so long as those two Acts remain ambiguous with respect to 

whether or not a state or state agency qualifies as a citizen of the 

United States for purposes of those two Acts. [THE DEPARTMENT OF 

REVENUE, FOR THE FISCAL YEAR ENDING JURE 30, 1976, SHALL PURCHASE ALL 

THE MORTGAGES, BONDS AND NOTES OFFERED UNTIL THE CURRENT PRINCIPAL 

AMOUNT OF ALL THE MORTGAGES, BONDS AND NOTES PURCHASED AND HELD BY THE 

DEPARTMENT OF REVENUE EQUALS $7,000,000. THE DEPARTMENT OF REVENUE, FOR 

THE FISCAL YEAR ENDING JUNE 30, 1977, SHAuL PURCHASE ALL THE MORTGAGES, 

BONDS AND NOTES OFFERED UNTIL THE CURRENT PRINCIPAL AMOUNT OF ALL THE

- 2 -COMMITTEE COPY



V- '• |  ' .

MORTGAGES, BONDS AND NOTES PURCHASED AND HELD BY THE DEPARTMENT OF
*' ,* . S ' ’ • . - ‘ • ' ’ ' . • ■ ' . r t I

REVENUE EQUALS $9,000,000.] The [AFTER JUNE 30, 1977, THE] Department 

of Revenue may [SHALL] purchase [ALL] the mortgages, bonds and notes 

offered.

* Sec. 5. AS 16.10.510(6) is repealed and re-enacted to read:

(6) establish the rate of interest for loans within one-

fourth of one per cent of the current Federal National Mortgage Associa­

tion average yield for conventional home mortgages; the commissioner 

shall reduce the interest rate to the borrowers as established undi.r 

this paragraph if the legislature appropriates money as a subsidy; the 

rate may not be reduced below the level which, when added to the sub­

sidy, will be sufficient to provide a return to the fund equal to that 

which would have been earned under this paragraph in the absence of the 

legislative subsidy;

* Sec. 6. AS 16.10.550 is amended to read;

Sec. 16.10.550. SALE OR TRANSFER OF MORTGAGES AND NOTES. [(a)]

The commissioner may sell or transfer at par value to the Department cf 

Revenue the mortgages and notes held by the department as security for 

loans made under this chapter. The Department of Revenue may [SHALL] 

purchase [ALL] the mortgages and notes offered [UNTIL THE CURRENT 

PRINCIPAL AMOUNT OF ALL THE MORTGAGES AND NOTES PURCHASED AND HELD BY 

THAT DEPARTMENT EQUALS $200,000,000].

* Sec. 7. AS 44.33.255(b) is repealed and re-enacted to read:

(b) The interest rate shall be set by the department within one-f

ourth of one per cent of the current Federal National Mortgage Associa­

tion average yield for conventional home mortgages. The department 

shall reduce the interest rate to the borrowers as established under 

this subsection if the legislature appropriates money as a subsidy. The 

rate may not be reduced below the level which, when added to the sub-

COM M ITTEE COPY
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sidy, xd.ll be sufficient to provide a return to the fund equal to that 

which would have been earned under this subsection in the absence of the 

legislative subsidy.

* Sec. 8. AS 44.33.270(b) is amended to read:

(b) The commissioner of commerce and economic development may sell 

or transfer at par value to the Department of Revenue the mortgages and 

notes held by the department as security for loans made under this 

chapter. The Department of Revenue may [SHALL] purchase the mortgages 

and notes offered [UNTIL THE CURRENT PRINCIPAL AMOUNT OF ALL MORTGAGES 

AND NOTES PURCHASED AND HELD BY THE DEPARTMENT OF REVENUE EQUALS 

$ 1 , 0 0 0 , 0 0 0 ] .

* Sec. 9. AS 44.33 A50(b) is repealed and re-enacted to read:

(b) The Interest rate shall be set by the department within one- 

fourth of one per cent of the current Federal National Mortgage Asso­

ciation average yield for conventional home mortgages. The department 

shall reduce the interest rate to the borrowers as established under 

this subsection if the legislature appropriates money as a subsidy. The 

rate may not be reduced below the level xchich, when added to the sub­

sidy, will be sufficient to provide a return to the fund equal to that 

which x/ould have been earned under this subsection in the absence of the 

legislative subsidy.

* See. 10. AS 45.86.020(a) is amended to read:

(a) Loans from the fund shall be for a term not to exceed 50 

years, and the rate of interest shall be set by the department within 

one-fourth of one per cent of the Federal National Mortgage Association 

average yield for conventional home mortgages. The department shall 

reduce the interest rate to the borrowers as established under this sub-

section if the legislature appropriates money as a subsidy. The rate 

may not be reduced below the level which, when added to the subsidy,
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will be sufficient to provide a return to the fund equal to that which 

would have been earned under this subsection in the absence of the 

legislative subsidy [NOT LESS THAN THREE NOR MORE THAI? FIVE PER CENT A 

YEAR ON THE UNPAID BALANCE]. The repayment schedule shall be as deter­

mined by the department. Repayment of a loan shall commence at the date 

of commercial operation of the project or 10 years from the date the 

loan is granted, whichever is sooner.

* Sec. 11. AS 45.38.030(e) ^s repealed and re-enacted to read:

(e) The interest rate shall be set by the department within one- 

fourth of one per cent of the current Federal National Mortgage Asso­

ciation average yield for conventional home mortgages. The department 

shall reduce the interest rate to the borrowers as established itndcr 

this subsection if the legislature appropriates money as a subsidy. The 

rate may not be reduced below the level which, when added to the sub­

sidy, will be sufficient to provide a return to the fund equal to that 

xjhich would have been earned under this subsection in the absence of the 

legislative subsidy.

* See. 12. AS 45.83.040(b) is amended to read:

(b) The commissioner may soil or transfer at par value to the 

Department of Revenue the mortgages and notes held by the Department of 

Commerce and Economic Development, as security for loans made under this 

chapter. The Department of Revenue may [SHALL] ptirchase the [ALL OF 

THESE] mortgages and notes offered [, ALLOTTING THE DEPARTMENT OF 

COMMERCE AND ECONOMIC DEVELOPMENT A ONE-HALF OF ONE PER CENT SERVICE 

FEE].

* Sec. 13. AS 45.90.030(c) is repealed and re-enacted to read:

(c) The interest rate shall be set by the department within one- 

fourth of one per cent of the current Federal National Mortgage Associa­

tion average yield for conventional home mortgages. The department
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shall reduce the interest rate to the borrowers as established under 

this subsection if the legislature appropriates money as a subsidy. The 

rate may not be reduced below the level which, when added to the sub­

sidy, will be sufficient to provide a return to the fund equal to that 

which would have been earned under this subsection in the absence of the 

legislative subsidy.

* Sec. 14. AS 45.90.040(b) is amended to read:

(b) The commissioner of commerce and economic development may sell 

or transfer at par value to the Department of Revenue the mortgages and 

notes held by the Department of Commerce and Economic Development as 

security for loans made under this chapter. The Department of Revenue 

may [SHALL] purchase the mortgages and notes offered.

* Sec. 15. AS 45.95.020(a) is amended to read:

(a) The commissioner shall, under regulations and policies adopted 

by bin, make small business loans to acquire, finance or refinance or 

equip businesses, including farming equipment, mining and fishing, not 

'receding $300,000. The loans shall be secured by acceptable collateral 

and may not exceed 75 per cent of the appraised value of the collateral 

offered as security. The rate of interest shall be set by the depart­

ment within one-fourth of one per cent of the current Federal National 

Mortgage Association average yield for conventional home mortgages. The 

department shall reduce the interest rate to the borrowers as esta­

blished under this subsection if the legislature appropriates money as 

a subsidy. The rate may not be reduced below the level which, when 

added to the subsidy. v;ill be sufficient to provide a return to the 

^und equal to that which would have been earned under this subsection 

in the absence of the legislative subsidy [MAY HOT EXCEED EIGHT PER CENT 

A YEAR ON THE UNPAID BALANCE],

* Sec. ' r . AS 45.95.040(b) is amended to read:

C O M M ITTEE  C O P Y
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(b) The commissioner may sell or transfer at par value to the 

Department of Revenue the mortgages and notes held by the Department of 

Commerce and Economic Development as security for loans made under this 

chapter. The Department of Revenue may [SHALL] purchase the [ALL OF 

THESE] mortgages and notes offered [, ALLOWING THE DEPARTMENT OF 

COMMERCE AND ECONOMIC DEVELOPMENT A ONE-HALF OF ONE PER CENT SERVICE 

FEE].

* Sec. 17. AS 45.98.040(4) Is repealed and re-enacted to read;

(4) the interest rate shall be set by the department within 

one-fourth of one per cent of the current Federal National Mortgage 

Association average yield for conventional home mortgages} the depart­

ment: shall reduce the interest rate to the borrowers as established 

under this paragraph if the legislature appropriates money as a subsidy; 

the rate may not be reduced below the level which, when added to the 

subsidy, will be sufficient to provide a return to the fund equal to 

thac which would have been earned under this paragraph in the absence of 

the legislative subsidy;

* Sec. 18. This Act takes effect immediately in accordance with AS 01.10.

070(c).
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F u n d i n g  I n f o r m a t i o n ;
G e n e r a l  Fund: $ 1 4 5 , 0 0 0 , 0 0 0

I n t r o d u c e d :  4 / 1 6 / 7 9
R e f e r r e d : F i n a n c e

O t h e r  F u n d s : 

I N  T H E  H O U S E

-0-
$ 1 4 5 , 0 0 0 , 0 0 0

RY  M E T C A L F E  

H O U S E  BILL NO. 4 6 1  

I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

E L E V E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N  

A  B I L L

For a n  Ac t  e n t i t l e d :  " A n  A c t  m a k i n g  s p e c i a l  a p p r o p r i a t i o n s  to the D e p a r t­

m e n t  of C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t  to p r o v i d e  

m o n e y  fo r  t h e  r e v o l v i n g  loa n  f u n d s ; and p r o v i d i n g  fo r  

a n  e f f e c t i v e  d a t e . "

BE IT E N A C T E D  BY T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  ALASKA:

* S e c t i o n  1. T h e  a m o u n t  n e c e s s a r y  to r e p u r c h a s e  f r o m  the D e p a r t m e n t  of 

R e v e n u e  all c o m m e r c i a l  f i s h i n g  loans, m o r t g a g e s ,  notes, a n d  o t h e r  i n s t r u m e n t s  

of s e c u r i t y  p u r c h a s e d  b y  that d e p a r t m e n t  f r o m  the D e p a r t m e n t  o f  C o m m e r c e

a n d  E c o n o m i c  D e v e l o p m e n t  is a p p r o p r i a t e d  f r o m  the g e n e r a l  f u n d  to the D e p a r t­

m e n t  of C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t ,  c o m m e r c i a l  f i s h i n g  r e v o l v i n g  

l o a n  f u n d  (AS 1 6 . 1 0 . 3 4 0 ) ,  for the p u r p o s e  o f  m a k i n g  that r e p u r c h a s e .

* Sec. 2. T h e  a m o u n t  n e c e s s a r y  to r e p u r c h a s e  f r o m  the D e p a r t m e n t  of 

R e v e n u e  all f i s h e r i e s  e n h a n c e m e n t  loans, m o r t g a g e s ,  notes, a n d  o t h e r  i n s t r u­

me n t s  of s e c u r i t y  p u r c h a s e d  b y  that d e p a r t m e n t  f r o m  the D e p a r t m e n t  of 

C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t  is a p p r o p r i a t e d  f r o m  the g e n e r a l  fun d  to 

the D e p a r t m e n t  of C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t ,  f i s h e r i e s  e n h a n c e m e n t  

r e v o l v i n g  l o a n  f u n d  (AS 1 6 . 1 0 . 5 0 5 ) , for the p u r p o s e  of m a k i n g  that r e p u r­

chase.

* Sec. 3. T h e  a m o u n t  n e c e s s a r y  to r e p u r c h a s e  f r o m  the D e p a r t m e n t  of 

R e v e n u e  all c h i l d  c a r e  f a c i l i t y  loans, m o r t g a g e s ,  notes, a n d  o t h e r  i n s t r u­

me n t s  of  s e c u r i t y  p u r c h a s e d  b y  that d e p a r t m e n t  f r o m  the D e p a r t m e n t  of 

C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t  is a p p r o p r i a t e d  f r o m  the g e n e r a l  fund to 

the D e p a r t m e n t  of C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t ,  c h i l d  c a r e  f a c i l i t y  

r e v o l v i n g  l oan fund  (AS 4 4 . 3 3 . 2 4 0 ) ,  for the p u r p o s e  of m a k i n g  that r e p u r -
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* Sec. 4'. T h e  a m o u n t  n e c e s s a r y  to r e p u r c h a s e  f r o m  the D e p a r t m e n t  of 

R e v e n u e  al l  w a t e r  r e s o u r c e s  loans, m o r t g a g e s ,  not e s ,  a n d  o t h e r  i n s t r u m e n t s  of 

s e c u r i t y  p u r c h a s e d  b y  t h a t  d e p a r t m e n t  f r o m  t h e  D e p a r t m e n t  of C o m m e r c e  a n d  

E c o n o m i c  D e v e l o p m e n t  is a p p r o p r i a t e d  f r o m  the g e n e r a l  f u n d  to the D e p a r t m e n t  

o f  C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t ,  w a t e r  r e s o u r c e s  r e v o l v i n g  l o a n  f u n d  (AS 

4 5 . 8 6 . 0 1 0 ) ,  f o r  t h e  p u r p o . e  o f  m a k i n g  tha t  r e p u r c h a s e .

* Sec. 5. T h e  a m o u n t  n e c e s s a r y  to r e p u r c h a s e  f r o m  the D e p a r t m e n t  of 

R e v e n u e  all t o u r i s m  loans, m o r t g a g e s ,  notes, a n d  o t h e r  i n s t r u m e n t s  of s e c u­

r i t y  p u r c h a s e d  b y  tha t  d e p a r t m e n t  f r o m  the D e p a r t m e n t  o f  C o m m e r c e  a n d  E c o n o­

m i c  D e v e l o p m e n t  is a p p r o p r i a t e d  f r o m  the g e n e r a l  f u n d  to th e  D e p a r t m e n t  o f  

C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t ,  t o u r i s m  r e v o l v i n g  f u n d  (AS 4 5 . 9 0 . 0 1 0 ) ,  for 

the p u r p o s e  o f  m a k i n g  t h a t  r e p u r c h a s e .

* Sec. 6. T h e  a m o u n t  n e c e s s a r y  to r e p u r c h a s e  f r o m  t h e  D e p a r t m e n t  of 

R e v e n u e  all s m a l l  b u s i n e s s  loans, m o r t g a g e s ,  notes, a n d  o t h e r  i n s t r u m e n t s  of 

s e c u r i t y  p u r c h a s e d  b y  t hat d e p a r t m e n t  f r o m  the D e p a r t m e n t  of C o m m e r c e  a n d 

E c o n o m i c  D e v e l o p m e n t  is a p p r o p r i a t e d  f r o m  the g e n e r a l  f u n d  to the D e p a r t m e n t  

o f  C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t ,  small b u s i n e s s  r e v o l v i n g  loa n  f und (AS 

4 5 . 9 5 . 0 6 0 ) ,  for the p u r p o s e  of m a k i n g  that r e p u r c h a s e .

* Sec. 7. T h e  a m o u n t  n e c e s s a r y  to r e p u r c h a s e  f r o m  the D e p a r t m e n t  of 

R e v e n u e  all h i s t o r i c a l  d i s t r i c t  loans, m o r t g a g e s ,  no te s ,  a n d  o t h e r  i n s t r u­

m e n t s  of s e c u r i t y  p u r c h a s e d  b y  that d e p a r t m e n t  f r o m  the D e p a r t m e n t  o f  C o m­

m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t  is a p p r o p r i a t e d  f r o m  the g e n e r a l  f und to the 

D e p a r t m e n t  of C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t ,  h i s t o r i c a l  d i s t r i c t  r e­

vo l v i n g  loan f u n d  (AS 4 5 . 9 8 . 0 1 0 ) ,  f o r the p u r p o s e  o f  m a k i n g  tha t  r e p u r c h a s e .

* Sec. 8. T h e  s u m  of $ 1 5 , 0 0 0 , 0 0 0  is a p p r o p r i a t e d  f r o m  the g e n e r a l  f u n d  to

th e  c o m m e r c i a l  f i s h i n g  r e v o l v i n g  loan f u n d  e s t a b l i s h e d  in t h e  D e p a r t m e n t  o f  

C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t  b y  AS 1 6 . 1 0 . 3 4 0.

* Sec. 9. T h e  s u m  o f  $ 4 , 0 0 0 , 0 0 0  is a p p r o p r i a t e d  f r o m  the g e n e r a l  fun d
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to t h e  f i s h e r i e s  e n h a n c e m e n t  r e v o l v i n g  l o a n  f u n d  e s t a b l i s h e d  i n  the D e p a r t­

me n t  of C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t  b y  A S  1 6 . 1 0 . 5 0 5 .  •

* Sec. 10. T h e  s u m  of $ 6 , 0 0 0 , 0 0 0  is a p p r o p r i a t e d  f r o m  the g e n e r a l  f u n d  to 

the t o u r i s m  r e v o l v i n g  f u n d  e s t a b l i s h e d  i n  th e  D e p a r t m e n t  o f  C o m m e r c e  a n d  

E c o n o m i c  D e v e l o p m e n t  b y  A S  4 5 . 9 0 . 0 1 0 .

* Sec. 11. T h e  s u m  o f  $ 2 0 , 0 0 0 , 0 0 0  is a p p r o p r i a t e d  f r o m  the g e n e r a l  f u n d  

to the s m a l l  b u s i n e s s  r e v o l v i n g  l oan f u n d  e s t a b l i s h e d  in t h e  D e p a r t m e n t  o f

C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t  b y  AS 4 5 . 9 5 . 0 6 0 .

* Sec. 12. A P P L I C A T I O N .  S e c t i o n s  1 - 7 of t h i s  A c t  a p p l y  t o  all loans, 

m o r t g a g e s ,  n o te s ,  a n d  o t h e r  i n s t r u m e n t s  o f  s e c u r i t y  p u r c h a s e d  b y  the D e p a r t -  

ent of R e v e n u e  f r o m  t h e  D e p a r t m e n t  o f  C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t  

d u r i n g  the  p e r i o d  b e t w e e n  the c r e a t i o n  of the r e s p e c t i v e  r e v o l v i n g  loan f u n d

a n d  the e f f e c t i v e  d a t e  o f  this Act.

* Sec. 13. T h i s  A c t t a k e s  e f f e c t  J u l y  1, 1979.
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C O M M I T T E E  R E P O R T

"An Act making special appropriations to the Department of Commerce and 
Economic Development to provide money for the revolving loan funds; 
eff. date."

u n d e r  c o n s i d e r a t i o n  a n d  (a m a j o r i t y  of t h e  c o m m i t t e e )  (the c o m m i t t e e )  
r e p o r t s  it b a c k  w i t h  the f o l l o w i n g  r e c o m m e n d a t i o n s :

do p a s s  [ ] do n o t  p a s s

do pa s s  w i t h  a t t a c h e d  a m e n d m e n t s (s )

r e p l a c e  w i t h  CS for

a n d  r e c o m m e n d s

FURTHER:

D a t e :

h a s  h a d HB 461

[ ] sa m e  t i t l e
f ] n e w  t i t l e

A N D  a t t a c h e s  a " L e t t e r  o f  I n t e n t "  [ ] N e w  F i s c a l  No t e

r e p o r t s  it b a c k  w i t h o u t  r e c o m m e n d a t i o n

r e f e r r e d  to the  C o m m i t t e e

M E M B E R S  H A V I N G  
O T H E R  R E C O M M E N D A T I O N S

CHAIRMAN

H 60 (Rev. 12/78)



Funding Information: Introduced- 4/16/79
General Fund:--- 5155.000,000 Referred: Finance
Other Funds: -0-

$145,000,000

IN THE HOUSE BY METCALFE

HOUSE BILL NO. 461 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

ELEVENTH LEGISLATURE - FIRST SESSION

A BILL

For an Act entitled: "An Act caking sp. cial appropriations to the Depart­

ment of Commerce and Economic Development to provide 

money for the revolving loan funds; and providing for 

an effective date."

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

* Section 1. The amount necessary to repurchase from the Department of 

Revenue all commercial fishing loans, mortgages, notes, and other instruments 

of security purchased by that department from the Department of Commerce

and Economic Development is appropriated from the general fund to the Depart­

ment of Commerce and Economic Development, commercial fishing revolving 

loan fund (AS 16.10.340), for the purpose of making that repurchase.

* Sec. 2. The amount necessary to repurchase from the Department of 

Revenue all fisheries enhancement loans, mortgages, notes, and other instru­

ments of security purchased by that department from the Department of 

Commerce and Economic Development is appropriated from the general fund to 

the Department of Commerce and Economic Development, fisheries enhancement 

rr /olving loan fund (AS 16.10.505), for t.he purpose of making that repur­

chase.

* Sec. 3. The amount necessary to repurchase from the Department of 

Revenue all child care facility loans, mortgages, notes, and other instru­

ments of security purchased by that department from the Department of 

Commerce and Economic Development is appropriated from the general fund to 

the Department of Commerce and Economic Development, child care facility 

revolving loan fund (AS 44.33.240), for the purpose of making that repur-

COMMITTEE COPY -1- HB A61
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chase.

* Sec. 4. The amount necessary to repurchase from the Department of

.. i .
Revenue all water resources loans, mortgages, notes, and other Instruments of 

security purchased by that department from the Department of Commerce and 

Economic Development is appropriated from the. general fund to the Department 

of Commerce and Economic Development, water resources revolving loan fund (AS

45.86.010), fcr the purpose of making that repurchase.

* Sec. 5. The amount necessary to repurchase from the Department of 

Revenue all tourism loans, mortgages, notes, and other instruments of secu­

rity purchased by that department from the Department of Commerce and Econo­

mic Development is appropriated from the general fund to the Department of 

Commerce and Economic Development, tourism revolving fund (AS 45.90.010), for 

the purpose of making that repurchase.

* Sec. 6. The amount necessary to repurchase from the Department of 

Revenue all small business loans, mortgages, notes, and other instruments of 

security purchased by that department from the Department of Commerce and 

Economic Development is appropriated from the general fund to the Department 

of Commerce and Economic Development, small business revolving loan fund (AS

45.95.060), for the purpose of making that repurchase.

* Sec. 7. The amount necessary to repurchase from the Department of 

Revenue all historical district loans, mortgages, notes, and other instru­

ments of security purchased by that department from the Department of Com­

merce and Economic Development is appropriated from the general fund to the 

Department of Commerce and Economic Development, historical district re­

volving loan fund (AS 45.93.010), for the purpose of making that repurchase.

* Sec. 3. The sum of $15,000,000 is appropriated from the general fund to 

the commercial fishing revolving loan fund established in the Department of 

Commerce and Economic Development by AS 16.10.340.

* Sec. 9. The sum of $4,000,000 is appropriated from the general fund

- 2 -COM M ITTEE COPY
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to the fisheries enhancement revolving loan fund established in the Depart­

ment of Commerce and Economic Development by AS 16.10.505.

*  Sec. 10. The sum of $6,000,000 is appropriated from the general fund to 

the tourism revolving fund established in the Department of Commerce and 

Economic Development by AS 45.90.010.

* Sec. 11. The sum of $20,000,000 is appropriated from the general fund

to the small business revolving loan fund established in the Department of

Commerce and Economic Development by AS 45.95.060.

* Sec. 12. APPLICATION. Sections 1 - 7 of this Act apply to all loans, 

mortgages, notes, and other instruments of security purchased by the Depart- 

ent of Revenue from the Department of Commerce and Economic Development 

during the period between the creation of the respective revolving loan fund 

and the effective date of this Act.

* Sec. 13. This Act takes effect July 1, 1979.

COM M ITTEE COPY - 3 -
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THE LEGISLATURE OF THE STATE OF ALASKA
ELEVENTH LEGISLATURE

FISCAL NOTE

I. REQUEST
Bill/Resolution No. House Rill Nn. MlA_______________________________________
Title_____________ An Act relating t-.o indexing of the state inminp.tay
Requested by_______ House Finance rommi htsp______________Date— 4/26/7.9— —

II. FISCAL D E T A I L
Agency Affected____________________R e v e n u e ____________

Program Category Affected__________ F i s c a l  S e r v i c e s
Budget Request Unit(s) Affected A u d i t  D i v i s i o n

EXPENDITURES (Thousands of Dollars)

FY 79 FY 80 FY 81 FY 82 FY 83 FY 84

100 PERSONAL SERVICES 34.3 37.7 41.4 45.5 50.0
200 TRAVEL 1.0 1.1 1.2 1.3 1.4
300 CONTRACTUAL '

400 COMMODITIES .5 .5 .6 .6 .7
500 EOUIPMENT 2.5
600 LAND & STRUCTURES
700 GRANTS. CLAIMS. ETC.

TOTAL 38.3 39.3 43.2 47.4 52.1

FUNDING (Thousands of Dollars)

GENERAL FUND 38,.3 . 39.3 43.2 47.4 52.1
FEDERAL FUNDS
OTHER (Specify)

POSITIONS

FULL TIME 1 1 1 1 1
PART TIME 2 2 2 2 2
TEMPORARY

III. ANALYSIS (See Fiscal Note Preparation Instructions, Section III)

S e e  a t t a c h e d  m e m o r a n d u m  t o  R .  D .  S t e v e n s o n  d a t e d  4 / 2 6 / 7 S .

33-001 (Rev. 10/70)



-STATE
.of A L A S K A

t o .. r

FROM:

R .  D .  S t e v e n s o n  date; A p r i l  2 6 ,  1 9 7 9

S p e c i a l  A s s i s t a n t

D e p a r t m e n t  o f  R e v e n u e  fileno:

TELEPHONE NO:
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A u d i t  D i v i s i o n

T h i s  b i ll, w h i c h  is i d e n t i c a l  to S e n a t e  B i l l  No. 2 6 6 ,  p r o v i d e s  
f o r  a m e t h o d  o f  i n d e x i n g  S t a t e  i n c o m e  t a x e s  b y  a n  i n f l a t i o n  
factor. T h e  b i l l  p r o v i d e s  t h a t  t h e  t a x  r a t e s ,  s t a n d a r d  d e d u c­
tio n s ,  p e r s o n a l  e x e m p t i o n s  a n d  t a x  c r e d i t s  b e  a d j u s t e d  a n n u a l l y  
b y  ar. i n f l a t i o n  f a c t o r  of  e i t h e r  1 1 0  p e r c e n t  or o t h e r  a m o u n t  as 
s e t  b y  t h e  L e g i s l a t i v e  B u d g e t  a n d  A u d i t  C o m m i t t e e .  T h i s  b i l l  w i l l  
h a v e  a m a r k e d  e f f e c t  o n  b o t h  t h e  r e v e n u e  o f  t h e  S t a t e  a n d  the 
o p e r a t i o n s  o f  t h e  D e p a r t m e n t  o f  R e v e n u e .  B e f o r e  d i s c u s s i n g  t h e s e  
e f f e c t s ,  o n e  t e c h n i c a l  c l a r i f i c a t i o n  n e e d s  t o  be  m ade.

T h r o u g h o u t ,  t h e  b i l l  c a l l s  f o r  a n  i n f l a t i o n  f a c t o r  o f  e i t h e r  

t h e  a m o u n t  s e t  b y  t h e  B u d g e t  a n d  A u d i t  C o m m i t t e e  o r  1 1 0  p e r c e n t ,  

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

d e d u c t i o n s  a n d  c r e d i t s  f o r  t h e  n e x t  t a x  y e a r .  S e c t i o n  2 o f  t h e  

b i l l  a t  A S  4 3 . 2 0 . 0 2 5 ( d )  s a y s ,  " I f  t h e  L e g i s l a t i v e  B u d g e t  a n d  A u d i t  

C o m m i t t e e  h a s  n o t  d e t e r m i n e d  a n  a n n u a l  i n f l a t i o n  f a c t o r  b e f o r e  

O c t o b e r  15  o f  a  t a x  y e a r ,  t h e  a n n u a l  i n f l a t i o n  f a c t o r  f o r  t h a t  

t a x  y e a r  i s  110  p e r c e n t " .  T h e  w o r d ,  " t h a t "  s h o u l d  b e  r e p l a c e d  

w i t h  t h e  w o r d s ,  t h e  n e x t .  T h i s  w i l l  p r o v i d e  a b s o l u t e  c l a r i t y  

a s  t o  w h i c h  y e a r s  t h e  b i l l  i s  r e f e r r i n g  t o .

W e  e s t i m a t e ,  u s i n g  t h e  1 1 0  p e r c e n t  i n f l a t i o n  f a c t o r ,  t h a t  t h e  

l o s s  o f  r e v e n u e  w i l l  b e  a p p r o x i m a t e l y  $ 1 4 , 5 0 0 , 0 0 0  i n  t h e  f i r s t  

y e a r .  T h i s  e s t i m a t e  i s  b a s e d  o n  1 9 7 7  t a x  r e t u r n s  a n d  i s  m e r e l y  

10  p e r c e n t  o f  t h e  t o t a l  i n d i v i d u a l  c o l l e c t i o n s  f o r  t h a t  y e a r .  A  

m o r e  s o p h i s t i c a t e d  e s t i m a t e  i s  b e i n g  p r e p a r e d  b y  t h e  R e s e a r c h  

s e c t i o n  a n d  s h o u l d  b e  a v a i l a b l e  s o o n .

A n a l y s i s

W h i l e  t h i s  b i l l  s e e m s  li k e  a s i m p l e ,  s t r a i g h t f o r w a r d  act, t h e r e  
a r e  m a n y  r a m i f i c a t i o n s  d u e  m a i n l y  t o  t h e  c o m p l e x i t y  o f  i n d i v i d u a l  
i n c o m e  t a x  a d m i n i s t r a t i o n .

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

f a u l t  w i t h  i t  f o r  t h e  f o l l o w i n g  r e a s o n s :

1 .  A s s u m i n g  t h e  d e f a u l t  i n f l a t i o n  f a c t o r  o f  11 0  p e r c e n t ,  t h e

S t  - t i e  T r e a s u r y  w o u l d  s u f f e r  a  l o s s  o f  a p p r o x i m a t e l y  $ 1 4 , 5 0 0 , 0 0 0  
T  s  e s t i m a t e  i s  b a s e d  o n  t h e  t a x  s t a t i s t i c s  f o r  1 9 7 7 .  W e  

a i e ,  h o w e v e r ,  a w a r e  t h a t  t h i s  l o s s  w o u l d  b e  o f f s e t  t o  s o m e  

u n k n o w n  e x t e n t  b y  t h e  g e n e r a l  g r o w t h  i n  t h e  t o t a l  t a x  b a s e  

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

a p p l i e d  t o  t h r e e  d i f f e r e n t  l e v e l s  i n  t h e  d e t e r m i n a t i o n  

o f  f i n a l  t a x  d u e :

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

d e d u c t i o n ,  b o t h  o f  w h i c h  a r e  d e d u c t i o n s  f r o m  a d j u s t e d  

g r o s s  i n c o m e .

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

t a x a b l e  i n c o m e .

C .  T a x  c r e d i t s ,  w h i c h  a r e  o f f s e t s  t o  t a x  d e t e r m i n e d  f r o m  

r a t e  s c h e d u l e s  a n d  a r e  n o n r e f u n d a b l e .

I t  s h o u l d  b e  n o t e d  t h a t  b y  a l l o w i n g  t h e  a n n u a l  i n f l a t i o n  

f a c t o r  t o  b e  a p p l i e d  c o n c u r r e n t l y  t o  a l l  t h r e e  l e v e l s ,  t h a t  

t h e  t o t a l  e f f e c t  w i l l  i n  a l l  c a s e s  b e  a  t a x  b e n e f i t  g r e a t e r  

t h a n  t h e  i n f l a t i o n  f a c t o r  d e t e r m i n e d  b y  t h e  L e g i s l a t i v e  B u d g e t  

a n d  A u d i t  C o m m i t t e e .  I f  t h e  g o a l  o f  t h i s  l e g i s l a t i o n  i s  t o  

o f f s e t  t h e  e f f e c t  o f  i n f l a t i o n ,  a s  m e a s u r e d  b y  t h e  r a t e  t h e y  

d e t e r m i n e ,  t h e n  t h e  t o t a l  t a x  b e n e f i t  s h o u l d  b e  e q u i v a l e n t  t o  

t h e  a n n u a l  i n f l a t i o n  f a c t o r .  I n  c o n n e c t i o n  w i t h  t h i s ,  t w o  

t h i n g s  s h o u l d  b e  n o t e d  c o n c e r n i n g  t h e  a p p l i c a t i o n  t o  t a x  

c r e d i t s .  F i r s t ,  t h e  b i l l  r e f e r e n c e s  t h e  " t a x  c r e d i t s "  a l l o w e d  

i n  A S  4 3 . 2 0 . 0 3 6  -  4 3 . 2 0 . 0 3 9 .  T h i s  r e f e r e n c e  e n c o m p a s s e s  t h r e e  

s e c t i o n s .

A S  4 3 . 2 0 . 0 3 6  i s  b a s i c a l l y  a  p r o h i b i t i o n  s e c t i o n .  I t  l i s t s  

t h e  f e d e r a l  c r e d i t s  w h i c h  e i t h e r  a r e  n o t  a l l o w e d  i n  t h e  

c a l c u l a t i o n  o f  A l a s k a  i n c o m e  t a x  d u e ,  o r  w h i c h  a r e  l i m i t e d  

i n  a p p l i c a t i o n .

A S  4 3 . 2 0 . 0 3 8  d e f i n e s  t h e  R e s i d e n t i a l  F u e l  C r e d i t  a s  f i v e  

p e r c e n t  o f  r e s i d e n t i a l  f u e l  e x p e n s e s  p a i d  d u r i n g  t h e  t a x  

y e a r .  T h e r e  i s  n o  m a x i m u m  c e i l i n g  o n  t h i s  c r e d i t .  B e c a u s e  

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

f u e l  i n f l a t e s  d u r i n g  t h e  y e a r ,  t h e  c r e d i t  w i l l  a l r e a d y  r e f l e c t  

t h i s  r i s e .  T o  f u r t h e r  i n c r e a s e  t h e  c r e d i t  b y  a n  a r t i f i c i a l l y  

d e t e r m i n e d  f a c t o r  w o u l d  b e  n e e d l e s s  - ' . n d  r e d u n d a n t .

A S  4 3 . 2 0 . 0 3 9  d e f i n e s  t h e  R e s i d e n t i a l  F u e l  C o n s e r v a t i o n  C r e d i t  

a s  t e n  p e r c e n t  o f  t h e  q u a l i f y i n g  e x p e n s e s  s u b j e c t  t o  a  

m a x i m u m  o f  $ 2 0 0  o r  $ 1 0 0  i f  m a r r i e d  f i l i n g  s e p a r a t e l y .  E x c e p t  

f o r  t h e  c e i l i n g  i m p o s e d ,  t h e  s a m e  r e a s o n i n g  a p p l i e d  t o  

A S  4 3 . 2 0 . 0 3 8  a p p l i e s .

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

d e d u c t i o n  a l l o w e d  i n  c o m p u t i n g  A l a s k a  t a x a b l e  i n c o m e  i s  t i e d  

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

w h e n  t h e  f e d e r a l  d e d u c t i o n  w e n t  t o  $ 1 , 0 0 0  i n  1 9 7 9 ,  t h e  A l a s k a
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d e d u c t i o n  r o s e  a l s o .  T h e  m i n i m u m  d e d u c t i o n  a l l o w e d  b y  

A S  4 3 . 2 0 . 0 3 1 ( a ) ( 4 )  i s  t o  b e  " e q u i v a l e n t  i n  a m o u n t  t o  t h e  z e r o  

b r a c k e t  a m o u n t  d e f i n e d  i n  S e c .  6 3 ( d )  o f  t h e  I n t e r n a l  R e v e n u e  

C o d e " .  I f  t h e  p r o v i s i o n s  o f  t h i s  a c t  a r e  a d o p t e d  i n  t h e i r  

e n t i r e t y ,  i t  i s  o b v i o u s  t h a t  f r o m  t h e  f i r s t  y e a r  o n ,  

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

d e d u c t i o n  i s  g o i n g  t o  r e m o t e l y  r e s e m b l e  i t s  f e d e r a l  c o u n t e r ­

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

w o u l d  c a l l  f o r  r e w r i t i n g  A S  4 3 . 2 0 . 0 3 1  ( a )  ( 4 )  t o  i n c o r p o r a t e  

t h e  i n f l a t i o n  f a c t o r .

S i n c e  t h e  u l t i m a t e  r e s u l t  o f  t h i s  a c t  w i l l  b e  t o  e s t a b l i s h  

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

m i n i m u r  d e d u c t i o n ,  a n d  t a x  c r e d i t  l e v e l  f o r  e a c h  s u c c e e d i n g  

t a x  y e a r ,  a  d e s i r a b l e  u n i f o r m i t y  i s  g o i n g  t o  b e  l o s t .  I n  

a  t i m e  w h e n  w e  a r e  s t r i v i n g  t o  m a k e  i t  p o s s i b l e  f o r  t h e  

a v e r a g e  t a x p a y e r  t o  p r e p a r e  h i s / h e r  o w n  r e t u r n ,  w e  w o u l d  

m a k e  i t  m o r e  c o m p l i c a t e d  t o  d o  s o .  E s p e c i a l l y  i n  t h e  i n s t a n c e  

o f  a m e n d e d  r e t u r n s ,  m u l t i p l e  y e a r  f i l i n g s ,  a n d  i n c o m e  a v e r a g ­

i n g  s c h e d u l e s ,  i t  w i l l  b e  i n c r e a s i n g l y  m o r e  d i f f i c u l t  f o r  

t h e  a v e r a g e  t a x p a y e r  t o  p r e p a r e  h i s  o w n  r e t u r n .  T h i s  a s p e c t  

o f  t h e  a c t  w i l l  u n d o u b t e d l y  h a v e  a n  a d v e r s e  a f f e c t  o n  o u r  

T a x p a y e r  A s s i s t a n c e  P r o g r a m .

A p p r o x i m a t e l y  28  p e r c e n t  o f  a l l  f i l i n g s  a r e  f r o m  p a r t - y e a r /  

n o n r e s i d e n t s .  S i n c e  t h e  a n n u a l  i n f l a t i o n  f a c t o r  r e f l e c t s  

t h e  i n f l a t i o n  e x p e r i e n c e  o f  A l a s k a ,  i t  w o u l d  g i v e  a  p e r h a p s  

u n d u e  a d d i t i o n a l  t a x  b e n e f i t  t o  t h i s  s e g m e n t  o f  t h e  p o p u l a t i o n  

s i n c e  t h e y  p r e s u m a b l y  s p e n d  a  h e a l t h y  p o r t i o n  o f  t h e i r  i n c o m e s  

i n  s o m e  o t h e r  s t a t e .

A s s u m i n g  t h e  r a t e  a d o p t e d  o n  O c t o b e r  15  a p p l i e s  t o  t h e  n e x t  

t a x  y e a r ,  t h e  D e p a r t m e n t  o f  R e v e n u e  w i l l  n e e d  t o  c a l c u l a t e  

a  n e w  w i t h h o l d i n g  r a t e  f o r  t h e  c o m i n g  y e a r ,  t o  b e  e f f e c t i v e  

J a n u a r y  1  o f  t h e  n e x t  t a x  y e a r .

I n  t h e  s o m e w h a t  u n l i k e l y  e v e n t  t h a t  t h e  e c o n o m y  t a k e s  a  

t u r n a r o u n d  a n d  t h e  i n f l a t i o n a r y  s p i r a l  r e v e r s e s ,  w e  w o u l d  

f a c e  a  r i s i n g  t a x  s i t u a t i o n  ( e . g .  a n  i n f l a t i o n  f a c t o r  o f  . 8 5 ) .

In addition to the above comments, there are a couple of 
technical errors/oversights in the bill, noted below.

1 .  I n  S e c t i o n  2 o f  t h e  b i l l ,  A S  4 3 . 2 0 . 0 2 5 ( b )  a s  p r o p o s e d ,  

p r o v i d e s  f o r  a d j u s t m e n t  b y  m u l t i p l i c a t i o n  b y  t h e  a n n u a l  

i n f l a t i o n  f a c t o r  f o r  t h e  p r e v i o u s  t a x a b l e  y e a r s  s o  t h e  

a p p l i c a t i o n  o f  t h e  a n n u a l  i n f l a t i o n  f a c t o r  w i l l  b e  

c u m u l a t i v e .  F i r s t ,  i t  s h o u l d  b e  m a d e  c l e a r  t h a t  t h i s  i s  

n o t  r e t r o a c t i v e  i n  t h e  f i r s t  y e a r ,  i . e . ,  t h e  f a c t o r  f o r  

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

y e a r s '  f a c t o r s  ( e . g .  1 1 0 % x  1 0 8 % =  1 1 8 . 8 0 % ) ,  t h e  f a c t o r  

b e c o m e s  c o m p o u n d e d ,  n o t  c u m u l a t i v e .  I f  i t  w e r e  t o  b e  

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

y e a r  f a c t o r  o f  1 1 8 % .

2 .  I n  S e c t i o n  2  o f  t h e  b i l l ,  A S  4 3 . 2 0 . 0 2 5 ( d )  s h o u l d  r e a d  

a s  f o l l o w s :

" ( d )  I f  t h e  L e g i s l a t i v e  B u d g e t  a n d  A u d i t  C o m m i t t e e  h a s  

n o t  d e t e r m i n e d  a n  a n n u a l  i n f l a t i o n  f a c t o r  b e f o r e  

O c t o b e r  15  o f  a  t a x  y e a r ,  t h e  a n n u a l  i n f l a t i o n  f a c t o r  

f o r  t h e  t a x a b l e  y e a r  b e g i n n i n g  a f t e r  D e c e m b e r  31  o f  t h a t  

y e a r  i s  1 1 0  p e r c e n t . "

R e c o m m e n d a t i o n s :

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

a n d ,  i n  f a c t ,  a n  i n c r e a s i n g  n e c e s s i t y .  H o w e v e r ,  i t  c o u l d  b e  

a c c o m p l i s h e d  m u c h  m o r e  e a s i l y .  L e t  e a c h  l e g i s l a t i v e  s e s s i o n  

a d o p t  a  n e w  s e t  o f  t a x  t a b l e s  t o  b e  e f f e c t i v e  o n  J a n u a r y  1  o f  

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

A u d i t  C o m m i t t e e  r e c o m m e n d a t i o n s  a n d  c o u l d  c o m p e n s a t e  o n l y  f o r  

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

T h i s  w o u l d  h a v e  t h e  a d d i t i o n a l  a d v a n t a g e  o f  p r e s e r v i n g  u n t o  the 
L e g i s l a t u r e  i t s  p r e v i o u s l y  s a c r e d  d u t y  o f  s e t t i n g  t a x  rates.

B u d g e t  I m p a c t

F o r m s  c o s t s  a n d  p r e p a r a t i o n  w o u l d  n o t  b e  s i g n i f i c a n t l y  i m p a c t e d  

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

W e  w o u l d ,  h o w e v e r ,  a n t i c i p a t e  t h a t  e n o u g h  c o n f u s i o n  a b o u t  

c o n s t a n t l y  c h a n g i n g  r a t e s ,  d e d u c t i o n s  a n d  c r e d i t s  w o u l d  e x i s t  t o  

s e r i o u s l y  i m p a c t  o u r  t a x p a y e r  a s s i s t a n c e  f u n c t i o n .  W e  e x p e c t  

t h a t  d u e  t o  t h e  a d d e d  c o n f u s i o n  c a u s e d  b y  c h a n g i n g  t a x  r a t e s  a n d  

d e d u c t i o n s ,  o u r  a s s i s t a n c e  r e q u e s t s  w i l l  i n c r e a s e  25  t o  30  p e r c e n t  

o v e r  t h i s  y e a r .  T h i s  e s t i m a t e  i s  b a s e d  o n  k n o w l e d g e  o f  t h e  k i n d s  

o f  q u e s t i o n s  m o s t  f r e q u e n t l y  a s k e d  a n d  t h e  v a s t  n u m b e r  o f  r e q u e s t s  

w e  r e c e i v e d  l a s t  y e a r  d u r i n g  t h e  " z e r o  b r a c k e t  c o n f u s i o n " .  W e  

e s t i m a t e  t h a t  o n e  f u l l  t i m e  a n d  t w o  f i v e  m o n t h  s e a s o n a l  T a x  E x a m i n e r  

p o s i t i o n s  w i l l  b e  r e q u i r e d .  T h e s e ,  t o g e t h e r  w i t h  r e q u i s i t e  e q u i p ­

m e n t  c o m m o d i t i e s  a n d  t r a v e l  f u n d s ,  w i l l  c o s t  $ 3 8 , 3 0 0  t h e  f i r s t  y e a r .  

S e e  t h e  a t t a c h e d  F i s c a l  N o t e  f o r  d e t a i l s .
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T 0 :  p  R .  D .  S t e v e n s o n  date: A p r i l  2 6 ,  1 9 7 9

S p e c i a l  A s s i s t a n t

D e p a r t m e n t  o f  R e v e n u e  f i i e n o ;

TELEPHONE NO.-

f r o m - N * D ^ v i d  Z i e m e r  subject: H o u s e  B i l l  N o .  464
A c t i n g  D i r e c t o r  

A u d i t  D i v i s i o n

T h i s  b i l l ,  w h i c h  i s  i d e n t i c a l  t o  S e n a t e  B i l l  N o .  2 6 6 ,  p r o v i d e s  

f o r  a  m e t h o d  o f  i n d e x i n g  S t a t e  i n c o m e  t a x e s  b y  a n  i n f l a t i o n  

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

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

b y  a n  i n f l a t i o n  f a c t o r  o f  e i t h e r  1 1 0  p e r c e n t  o r  o t h e r  a m o u n t  a s  

s e t  b y  t h e  L e g i s l a t i v e  B u d g e t  a n d  A u d i t  C o m m i t t e e .  T h i s  b i l l  w i l l  

h a v e  a  m a r k e d  e f f e c t  o n  b o t h  t h e  r e v e n u e  o f  t h e  S t a t e  a n d  t h e  

o p e r a t i o n s  o f  t h e  D e p a r t m e n t  o f  R e v e n u e .  B e f o r e  d i s c u s s i n g  t h e s e  

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

T h r o u g h o u t ,  t h e  b i l l  c a l l s  i o r  a n  i n f l a t i o n  f a c t o r  o f  e i t h e r  

t h e  a m o u n t  s e t  b y  t h e  B u d g e t  a n d  A u d i t  C o m m i t t e e  o r  1 1 0  p e r c e n t ,  

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

d e d u c t i o n s  a n d  c r e d i t s  f o r  t h e  n e x t  t a x  y e a r .  S e c t i o n  2 o f  t h e

b i l l  a t  A S  4 3 . 2 0 . 0 2 5 ( d )  s a y s ,  " I f  t h e  L e g i s l a t i v e  B u d g e t  a n d  A u d i t

C o m m i t t e e  h a s  n o t  d e t e r m i n e d  a n  a n n u a l  i n f l a t i o n  f a c t o r  b e f o r e  

O c t o b e r  15  o f  a  t a x  y e a r ,  t h e  a n n u a l  i n f l a t i o n  f a c t o r  f o r  t h a t  

t a x  y e a r  i s  11 0  p e r c e n t " .  T h e  w o r d ,  " t h a t "  s h o u l d  b e  r e p l a c e d  

w i t h  t h e  w o r d s ,  t h e  n e x t .  T h i s  w i l l  p r o v i d e  a b s o l u t e  c l a r i t y  

a s  t o  w h i c h  y e a r s  t h e  b i l l  i s  r e f e r r i n g  t o .

V7e  e s t i m a t e ,  u s i n g  t h e  1 1 0  p e r c e n t  i n f l a t i o n  f a c t o r ,  t h a t  t h e  

l o s s  o f  r e v e n u e  w i l l  b e  a p p r o x i m a t e l y  $ 1 4 , 5 0 0 , 0 0 0  i n  t h e  f i r s t

y e a r .  T h i s  e s t i m a t e  i s  b a s e d  o n  1 9 7 7  t a x  r e t u r n s  a n d  i s  m e r e l y

10  p e r c e n t  o f  t h e  t o t a l  i n d i v i d u a l  c o l l e c t i o n s  f o r  t h a t  y e a r .  A  

m o r e  s o p h i s t i c a t e d  e s t i m a t e  i s  b e i n g  p r e p a r e d  b y  t h e  R e s e a r c h  

s e c t i o n  a n d  s h o u l d  b e  a v a i l a b l e  s o o n .

A n a l y s i s

W h i l e  t h i s  b i l l  s e e m s  l i k e  a  s i m p l e ,  s t r a i g h t f o r w a r d  a c t ,  t h e r e  

a r e  m a n y  r a m i f i c a t i o n s  d u e  m a i n l y  t o  t h e  c o m p l e x i t y  o f  i n d i v i d u a l  

i n c o m e  t a x  a d m i n i s t r a t i o n .

T h e  D e p a r t m e n t  o f  R e v e n u e  I e j  o p p o s e d  t o  t h i s  b i l l  a n d  f i n d s  

f a u l t  w i t h  i t  f o r  t h e  f o l l o w i n g  r e a s o n s :

1 .  A s s u m i n g  t h e  d e f a u l t  i n f l a t i o n  f a c t o r  o f  110  p e r c e n t ,  t h e

S t a t e  T r e a s u r y  w o u l d  s u f f e r  a  l o s s  o f  a p p r o x i m a t e l y  $ 1 4 , 5 0 0 , 0 0 0 .  

T h i s  e s t i m a t e  i s  b a s e d  o n  t h e  t a x  s t a t i s t i c s  f o r  1 9 7 7 .  W e  

a r e ,  h o w e v e r ,  a w a r e  t h a t  t h i s  l o s s  w o u l d  b e  o f f s e t  t o  s o m e  

u n k n o w n  e x t e n t  b y  t h e  g e n e r a l  g r o w t h  i n  t h e  t o t a l  t a x  b a s e  

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

a p p l i e d  t o  t h r e e  d i f f e r e n t  l e v e l s  i n  t h e  d e t e r m i n a t i o n  

o f  f i n a l  t a x  d u e :

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

d e d u c t i o n ,  b o t h  o f  w h i c h  a r e  d e d u c t i o n s  f r o m  a d j u s t e d  

g r o s s  i n c o m e .

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

t a x a b l e  i n c o m e .

C .  T a x  c r e d i t s ,  w h i c h  a r e  o f f s e t s  t o  t a x  d e t e r m i n e d  f r o m  

r a t e  s c h e d u l e s  a n d  a r e  n o n r e f u n d a b l e .

I t  s h o u l d  b e  n o t e d  t h a t  b y  a l l o w i n g  t h e  a n n u a l  i n f l a t i o n  

f a c t o r  t o  b e  a p p l i e d  c o n c u r r e n t l y  t o  a l l  t h r e e  l e v e l s ,  t h a t  

t h e  t o t a l  e f f e c t  w i l l  i n  a l l  c a s e s  b e  a  t a x  b e n e f i t  g r e a t e r  

t h a n  t h e  i n f l a t i o n  f a c t o r  d e t e r m i n e d  b y  t h e  L e g i s l a t i v e  B u d g e t  

a n d  A u d i t  C o m m i t t e e .  I f  t h e  g o a l  o f  t h i s  l e g i s l a t i o n  i s  t o  

o f f s e t  t h e  e f f e c t  o f  i n f l a t i o n ,  a s  m e a s u r e d  b y  t h e  r a t e  t h e y  

d e t e r m i n e ,  t h e n  t h e  t o t a l  t a x  b e n e f i t  s h o u l d  b e  e q u i v a l e n t  t o  

t h e  a n n u a l  i n f l a t i o n  f a c t o r .  I n  c o n n e c t i o n  w i t h  t h i s ,  t w o  

t h i n g s  s h o u l d  b e  n o t e d  c o n c e r n i n g  t h e  a p p l i c a t i o n  t o  t a x  

c r e d i t s .  F i r s t ,  t h e  b i l l  r e f e r e n c e s  t h e  " t a x  c r e d i t s "  a l l o w e d  

i n  A S  4 3 . 2 0 . 0 3 6  -  4 3 . 2 0 . 0 3 9 .  T h i s  r e f e r e n c e  e n c o m p a s s e s  t h r e e  

s e c t i o n s .

A S  4 3 . 2 0 . 0 3 6  i s  b a s i c a l l y  a  p r o h i b i t i o n  s e c t i o n .  I t  l i s t s  

t h e  f e d e r a l  c r e d i t s  w h i c h  e i t h e r  a r e  n o t  a l l o w e d  i n  t h e  

c a l c u l a t i o n  o f  A l a s k a  i n c o m e  t a x  d u e ,  o r  w h i c h  a r e  l i m i t e d  

i n  a p p l i c a t i o n .

A S  4 3 , 2 0 . 0 3 8  d e f i n e s  t h e  R e s i d e n t i a l  F u e l  C r e d i t  a s  f i v e  

p e r c e n t  o f  r e s i d e n t i a l  f u e l  e x p e n s e s  p a i d  d u r i n g  t h e  t a x  

y e a r .  T h e r e  i s  n o  m a x i m u m  c e i l i n g  o n  t h i s  c r e d i t .  B e c a u s e  

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

f u e l  i n f l a t e s  d u r i n g  t h e  y e a r ,  t h e  c r e d i t  w i l l  a l r e a d y  r e f l e c t  

t h i s  r i s e .  T o  f u r t h e r  i n c r e a s e  t h e  c r e d i t  b y  a n  a r t i f i c i a l l y  

d e t e r m i n e d  f a c t o r  w o u l d  b e  n e e d l e s s  a n d  r e d u n d a n t .

A S  4 3 . 2 0 . 0 3 9  d e f i n e s  t h e  R e s i d e n t i a l  F u e l  C o n s e r v a t i o n  C r e d i t  

a s  t e n  p e r c e n t  o f  t h e  q u a l i f y i n g  e x p e n s e s  s u b j e c t  t o  a  

m a x i m u m  o f  $ 2 0 0  o r  $ 1 0 0  i f  m a r r i e d  f i l i n g  s e p a r a t e l y .  E x c e p t  

f o r  t h e  c e i l i n g  i m p o s e d ,  t h e  s a m e  r e a s o n i n g  a p p l i e d  t o  

A S  4 3 . 2 0 . 0 3 8  a p p l i e s .

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

d e d u c t i o n  a l l o w e d  i n  c o m p u t i n g  A l a s k a  t a x a b l e  i n c o m e  i s  t i e d  

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

w h e n  t h e  f e d e r a l  d e d u c t i o n  w e n t  t o  $ 1 , 0 0 0  i n  1 9 7 9 ,  t h e  A l a s k a
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d e d u c t i o n  r o s e  a l s o .  T h e  m i n i m u m  d e d u c t i o n  a l l o w e d  b y  

A S  4 3 . 2 0 . 0 3 1 ( a ) ( 4 )  i s  t o  b e  " e q u i v a l e n t  i n  a m o u n t  t o  t h e  z e r o  

b r a c k e t  a m o u n t  d e f i n e d  i n  S e c .  6 3 ( d )  o f  t h e  I n t e r n a l  R e v e n u e  

C o d e " .  I f  t h e  p r o v i s i o n s  o f  t h i s  a c t  a r e  a d o p t e d  i n  t h e i r  

e n t i r e t y ,  i t  i s  o b v i o u s  t h a t  f r o m  t h e  f i r s t  y e a r  o n ,  

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

d e d u c t i o n  i s  g o i n g  t o  r e m o t e l y  r e s e m b l e  i t s  f e d e r a l  c o u n t e r ­

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

w o u l d  c a l l  f o r  r e w r i t i n g  A S  4 3 . 2 0 . 0 3 1 ( a ) ( 4 )  t o  i n c o r p o r a t e  

t h e  i n f l a t i o n  f a c t o r .

4 .  S i n c e  t h e  u l t i m a t e  r e s u l t  o f  t h i s  a c t  w i l l  b e  t o  e s t a b l i s h  

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

m i n i m u m  d e d u c t i o n ,  a n d  t a x  c r e d i t  l e v e l  f o r  e a c h  s u c c e e d i n g  

t a x  y e a r ,  a  d e s i r a b l e  u n i f o r m i t y  i s  g o i n g  t o  b e  l o s t .  I n

a  t i m e  w h e n  w e  a r e  s t r i v i n g  t o  m a k e  i t  p o s s i b l e  f o r  t h e  

a v e r a g e  t a x p a y e r  t o  p r e p a r e  h i s / h e r  o w n  r e t u r n ,  w e  w o u l d  

m a k e  i t  m o r e  c o m p l i c a t e d  t o  d o  s o .  E s p e c i a l l y  i n  t h e  i n s t a n c e  

o f  a m e n d e d  r e t u r n s ,  m u l t i p l e  y e a r  f i l i n g s ,  a n d  i n c o m e  a v e r a g ­

i n g  s c h e d u l e s ,  i t  w i l l  b e  i n c r e a s i n g l y  m o r e  d i f f i c u l t  f o r  

t h e  a v e r a g e  t a x p a y e r  t o  p r e p a r e  h i s  o w n  r e t u r n .  T h i s  a s p e c t  

o f  t h e  a c t  w i l l  u n d o u b t e d l y  h a v e  a n  a d v e r s e  a f f e c t  o n  o u r  

T a x p a y e r  A s s i s t a n c e  P r o g r a m .

5 .  A p p r o x i m a t e l y  28  p e r c e n t  o f  a l l  f i l i n g s  a r e  f r o m  p a r t - y e a r /  

n o n r e s i d e n t s .  S i n c e  t h e  a n n u a l  i n f l a t i o n  f a c t o r  r e f l e c t s  

t h e  i n f l a t i o n  e x p e r i e n c e  o f  A l a s k a ,  i t  w o u l d  g i v e  a  p e r h a p s  

u n d u e  a d d i t i o n a l  t a x  b e n e f i t  t o  t h i s  s e g m e n t  o f  t h e  p o p u l a t i o n ,  

s i n c e  t h e y  p r e s u m a b l y  s p e n d  a  h e a l t h y  p o r t i o n  o f  t h e i r  i n c o m e s  

i n  s o m e  o t h e r  s c a t e .

C .  A s s u m i n g  t h e  r a t e  t i d o p t e d  o n  O c t o b e r  15  a p p l i e s  t o  t h e  n e x t  

t a x  y e a r ,  t h e  D e p a r t m e n t  o f  R e v e n u e  w i l l  n e e d  t o  c a l c u l a t e  

a  n e w  w i t h h o l d i n g  r a t e  f o r  t h e  c o m i n g  y e a r ,  t o  b e  e f f e c t i v e  

J a n u a r y  1  o f  t h e  n e x t  t a x  y e a r .

7 .  I n  t h e  s o m e w h a t  u n l i k e l y  e v e n t  t h a t  t h e  e c o n o m y  t a k e s  a  

t u r n a r o u n d  a n d  t h e  i n f l a t i o n a r y  s p i r a l  r e v e r s e s ,  w e  w o u l d  

f a c e  a  r i s i n g  t a x  s i t u a t i o n  ( e . g .  a n  i n f l a t i o n  f a c t o r  o f  . 8 5 ) .

8 .  I n  a d d i t i o n  t o  t h e  a b o v e  c o m m e n t s ,  t h e r e  a r e  a  c o u p l e  o f  

t e c h n i c a l  e r r o r s / o v e r s i g h t s  i n  t h e  b i l l ,  n o t e d  b e l o w .

1 .  I n  S e c t i o n  2 o f  t h e  b i l l ,  A S  4 3 . 2 0 . 0 2 5 ( b )  a s  p r o p o s e d ,  

p r o v i d e s  f o r  a d j u s t m e n t  b y  m u l t i p l i c a t i o n  b y  t h e  a n n u a l  

i n f l a t i o n  f a c t o r  f o r  t h e  p r e v i o u s  t a x a b l e  y e a r s  s o  t h e  

a p p l i c a t i o n  o f  t h e  a n n u a l  i n f l a t i o n  f a c t o r  w i l l  b e  

c u m u l a t i v e .  F i r s t ,  i t  s h o u l d  b e  m a d e  c l e a r  t h a t  t h i s  i s  

n o t  r e t r o a c t i v e  i n  t h e  f i r s t  y e a r ,  i . e . ,  t h e  f a c t o r  f o r  

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

y e a r s '  f a c t o r s  ( e . g .  1 1 0 ?; x  1 0 8 % =  1 1 8 . 8 0 % ) ,  t h e  f a c t o r  

b e c o m e s  c o m p o u n d e d ,  n o t  c u m u l a t i v e .  I f  i t  w e r e  t o  b e  

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

y e a r  f a c t o r  o f  1 1 8 % .

2 .  I n  S e c t i o n  2  o f  t h e  b i l l ,  A S  4 3 . 2 0 . 0 2 5 ( d )  s h o u l d  r e a d  

a s  f o l l o w s :

11 ( d )  I f  t h e  L e g i s l a t i v e  B u d g e t  a n d  A u d i t  C o m m i t t e e  h a s  

n o t  d e t e r m i n e d  a n  a n n u a l  i n f l a t i o n  f a c t o r  b e f o r e  

O c t o b e r  1 5  o f  a  t a x  y e a r ,  t h e  a n n u a l  i n f l a t i o n  f a c t o r  

f o r  t h e  t a x a b l e  y e a r  b e g i n n i n g  a f t e r  D e c e m b e r  31  o f  t h a t  

y e a r  i s  1 1 0  p e r c e n t . "

R e c o m m e n d a t i o n s :

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

a n d ,  i n  f a c t ,  a n  i n c r e a s i n g  n e c e s s i t y .  H o w e v e r ,  i t  c o u l d  b e  

a c c o m p l i s h e d  m u c h  m o r e  e a s i l y .  L e t  e a c h  l e g i s l a t i v e  s e s s i o n  

a d o p t  a  n e w  s e t  o f  t a x  t a b l e s  t o  b e  e f f e c t i v e  o n  J a n u a r y  1  o f  

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

A u d i t  C o m m i t t e e  r e c o m m e n d a t x o n s  a n d  c o u l d  c o m p e n s a t e  o n l y  f o r  

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

T h i s  w o u l d  h a v e  t h e  a d d i t i o n a l  a d v a n t a g e  o f  p r e s e r v i n g  u n t o  t h e  

L e g i s l a t u r e  i t s  p r e v i o u s l y  s a c r e d  d u t y  o f  s e t t i n g  t a x  r a t e s .

B u d g e t  I m p a c t

F o r m s  c o s t s  a n d  p r e p a r a t i o n  w o u l d  n o t  b e  s i g n i f i c a n t l y  i m p a c t e d  

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

W e  w o u l d ,  h o w e v e r ,  a n t i c i p a t e  t h a t  e n o u g h  c o n f u s i o n  a b o u t  

c o n s t a n t l y  c h a n g i n g  r a t e s ,  d e d u c t i o n s  a n d  c r e d i t s  w o u l d  e x i s t  t o  

s e r i o u s l y  i m p a c t  o u r  t a x p a y e r  a s s i s t a n c e  f u n c t i o n .  W e  e x p e c t  

t h a t  d u e  t o  t h e  a d d e d  c o n f u s i o n  c a u s e d  b y  c h a n g i n g  t a x  r a t e s  a n d  

d e d u c t i o n s ,  o u r  a s s i s t a n c e  r e q u e s t s  w i l l  i n c r e a s e  25  t o  30  p e r c e n t  

o v e r  t h i s  y e a r .  T h i s  e s t i m a t e  i s  b a s e d  o n  k n o w l e d g e  o f  t h e  k i n d s  

o f  q u e s t i o n s  m o s t  f r e q u e n t l y  a s k e d  a n d  t h e  v a s t  n u m b e r  o f  r e q u e s t s  

w e  r e c e i v e d  l a s t  y e a r  d u r i n g  t h e  " z e r o  b r a c k e t  c o n f u s i o n " .  W e  

e s t i m a t e  t h a t  o n e  f u l l  t i m e  a n d  t w o  f i v e  m o n t h  s e a s o n a l  T a x  E x a m i n e r  

p o s i t i o n s  w i l l  b e  r e q u i r e d .  T h e s e ,  t o g e t h e r  w i t h  r e q u i s i t e  e q u i p ­

m e n t  c o m m o d i t i e s  a n d  t r a v e l  f u n d s ,  w i l l  c o s t  ? 3 8 , 3 0 0  t h e  f i r s t  y e a r .  

S e e  t h e  a t t a c h e d  F i s c a l  N o t e  f o r  d e t a i l s .
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B Y  A N D E R S O N ,B A R N E S ,C O T T E N , 
F R E E M A N ,H A L F O R D ,H A U G E N ,H A Y E S , 
M C K I N N O N ,M A R T I N ,M U N S O N , 
O S T E R B A C K ,R O G E R S ,S C H A E F F E R ,

IN T H E  H O U S E  Z H A R O F F  A N D  G A R D I N E R

H O U S E  B I L L  NO. 4 6 4  •* . .

I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

E L E V E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N  

A B I L L

Foi a n  Act  e n t i t l e d :  " A n  Act r e l a t i n g  Lo i n d e x i n g  of t he  s t a t e  i n c o m e  taxj

a n d  p r o v i d i n g  for a n  e f f e c t i v e  d a t e . "

BE IT E N A C T E D  BY T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  ALASKA:

* S e c t i o n  1. AS 2 4 . 2 0 . 2 0 1 ( a )  is a m e n d e d  b y  a d d i n g  a n e w  p a r a g r a p h  to 

read:

(8) d e t e r m i n e ,  b e f o r e  O c t o b e r  15 o f  e a c h  y ear, an an n u a l  

i n f l a t i o n  f a c t o r  for the t a x a b l e  y e a r  b e g i n i n g  a f t e r  D e c e m b e r  31 of tha t  

y e a r  f o r  u se  b y  t h e  D e p a r t m e n t  of R e v e n u e  in m a k i n g  the a d j u s t m e n t s  to 

th e  A l a s k a  n e t  i n c o m e  t a x  r e q u i r e d  u n d e r  AS 4 3 . 2 0 . 0 2 5 .  In m a k i n g  this 

d e t e r m i n a t i o n  the c o m m i t t e e  s h a l l  u s e  t h o se  s t a t i s t i c s  w h i c h  in its 

judgment: b e s t  r e f l e c t  the m a g n i t u d e  of i n f l a t i o n  i n  Alas k a , i n c l u d i n g  

bu t  n o t  l i m i t e d  to the m o n t h l y  c o n s u m e r  p r i c e  i n d e x  p r e p a r e d  b y  the 

B u r e a u  o f  L a b o r  S t a t i s t i c s ,  U n i t e d  S t a t e s  D e p a r t m e n t  of L a b o r  a n d  the 

c o m m o d i t y  i n d e x e s  p r e p a r e d  by Dov; J o n e s  a n d  C o m p a n y  a n d  p u b l i s h e d  in the 

W a l l  S t r e e t  J o u r n a l .

* See. 2. AS 4 3 . 2 0  is a m e n d e d  b y  a d d i n g  a n e w  s e c t i o n  to read:

Sec. 4 3 . 2 0 . 0 2 5 .  I N C O M E  T A X  I N D E X I N G .  (a) F o r  eac h  t a x  y e a r  the

d e p a r t m e n t  s h a l l  m u l t i p l y  the a n n u a l  i n f l a t i o n  f a c t o r  d e t e r m i n e d  b y  the 

L e g i s l a t i v e  B u d g e t  a n d  A u d i t  C o m m i t t e e  u r d c r  AS 2 4 . 2 0 . 2 0 1 ( a ) ( 8 )  for t hat 

y ear, b y  the

(1) t a x  r a t e  b r a c k e t s  se t  out in AS 4 3 . 2 0 . 0 1 1 ( a )  - (c);

(2) the m i n i m u m  d e d u c t i o n  (AS 4 3 . 2 0 . 0 3 1 ( a ) ( 4 ) ) i

(3) t h e  p e r s o n a l  e x e m p t i o n ;  a n d

(4) the tax c r e d i t s  a l l o w e d  i n  AS 4 3 . 2 0 . 0 3 6  - 4 3 . 2 0 . 0 3 9 .

Introduced: A/17/79
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(b) T h e  c a l c u l a t i o n  m a d e  u n d e r  (a) o f  t h i s  s e c t i o n  s h a l l  be 

a d j u s t e d  b y  m u l t i p l i c a t i o n  b y  the  a n n u a l  i n f l a t i o n  f a c t o r  f o r  the p r e­

vi o u s  t a x a b l e  y e a r s  so tha t th e  a p p l i c a t i o n  of  the an n u a l  i n f l a t i o n  

f a c t o r  w i l l  be c u m u l a t i v e .

(c) T h e  r e s u l t i n g  d o l l a r  a m o u n t s  r o u n d e d  to t h e  n e a r e s t  one d o l l a r  

a r e  the tax r a t e  b r a c k e t s ,  m i n i m u m  d e d u c t i o n ,  c r e d i t s  and  p e r s o n a l  

e x e m p t i o n  f o r  the n e x t  t a x  y e a r  a n d  s h a l l  be i n c o r p o r a t e d  int o  the 

i n c o m e  t a x  f o r m s  a n d  i n s t r u c t i o n s  of the d e p a r t m e n t .

(d) If t h e  L e g i s l a t i v e  B u d g e t  a n d A u d i t  C o m m i t t e e  h a s  not 

d e t e r m i n e d  an a n n u a l  i n f l a t i o n  f a c t o r  b e f o r e  O c t o b e r  15 of a ta x  year, 

th e  a n n u a l  i n f l a t i o n  f a c t o r  f o r  t h a t  t a x  y e a r  is 1 1 0  p e r cent.

* Sec. 3. AS 4 3 . 2 0 . 0 2 5  e n a c t e d  b y  sec. 2 of t h i s  Act a p p l i e s  to all t a x  

y e a r s b e g i n n i n g  a f t e r  D e c e m b e r  31, 1978.

* Sec. 4. T h i s  Act. t a k e s  e f f e c t  i m m e d i a t e l y  in a c c o r d a n c e  w i t h  AS 0 1 . 1 0 . -
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B Y  A N D E R S O N , B A R N E S , C O T T E N , 

F R E E M A N , H A L F O R D , H A U G E N , H A Y E S , 

M C K I N N O N , M A R T I N , M U N S O N , 

O S T E R B A C K , R O G E R S , S C H A E F F E R ,

IN T H E  H O U S E  Z H A R O F F  A N D  G A R D I N E R

H O U S E  B IL L  NO. 46 4

I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A

E L E V E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N

A  BILL

For a n  Act e n t i t l e d :  "A n  Act r e l a t i n g  to i n d e x i n g  o f  the s t a t e  i n c o m e  tax;

a n d  p r o v i d i n g  for a n  e f f e c t i v e  d a t e . "

BE IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  OF  ALASKA:

* S e c t i o n  1. AS 2 4 . 2 0 . 2 0 1 ( a )  is a m e n d e d  b y  a d d i n g  a n e w  p a r a g r a p h  to 

r e a d :

(8) d e t e r m i n e ,  b e f o r e  O c t o b e r  15 o f  ea c h  year, a n  a n n u a l  

i n f l a t i o n  f a c t o r  for the t a x a b l e  yea r  b e g i n i n g  a f t e r  D e c e m b e r  31 of t ha t  

y e a r  for us e  b y  the D e p a r t m e n t  of R e v e n u e  in m a k i n g  the a d j u s t m e n t s  to 

the A l a s k a  ne t  i n c o m e  t a x  r e q u i r e d  u n d e r  AS 4 3 . 2 0 . 0 2 5 .  In m a k i n g  this 

d e t e r m i n a t i o n  t h e  c o m m i t t e e  s hall u s e  t h o s e  s t a t i s t i c s  w h i c h  in its 

j u d g m e n t  b e s t  r e f l e c t  the m a g n i t u d e  of i n f l a t i o n  in A l a s k a ,  i n c l u d i n g  

but no t  l i m i t e d  to the m o n t h l y  c o n s u m e r  p r i c e  i n d e x  p r e p a r e d  b y  the 

B u r e a u  o f  L a b o r  S t a t i s t i c s ,  U n i t e d  S t a t e s  D e p a r t m e n t  o f  L a b o r  a n d  the 

c o m m o d i t y  i n d e x e s  p r e p a r e d  by D o w  J o n e s  a n d  C o m p a n y  a n d  p u b l i s h e d  in the 

W a l l  S t r e e t  J o u r n a l .

* Sec. 2. AS 4 3 . 2 0  is a m e n d e d  b y  a d d i n g  a n e w  s e c t i o n  to read:

Sec. 4 3 . 2 0 . 0 2 5 .  I N C O M E  T A X  IND E X I N G .  (a) For e a c h  t ax  y e a r  the

d e p a r t m e n t  s h a l l  m u l t i p l y  the a n nu a l  i n f l a t i o n  f a c t o r  d e t e r m i n e d  b y  the 

L e g i s l a t i v e  B u d g e t  a n d  A u d i t  C o m m i t t e e  u n d e r  AS 2 4 . 2 0 . 2 0 1 ( a ) ( 8 )  for t hat 

year, b y  the

(1) t a x  r a t e  b r a c k e t s  set out in AS 4 3 . 2 0 . 0 1 1 ( a )  - (c);

(2) the m i n i m u m  d e d u c t i o n  (AS 4 3 . 2 0 . 0 3 1 ( a ) ( 4 ) ) ;

(3) the p e r s o n a l  e x e m p t i o n ;  a n d

(4) the tax c r e d i t s  a l l o w e d  i n  AS 4 3 . 2 0 . 0 3 6  - 4 3 . 2 0 . 0 3 9 .
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(b) T h e  c a l c u l a t i o n  m a d e  u n d e r  (a) o f  this s e c t i o n  s h a l l  be 

a d j u s t e d  b y  m u l t i p l i c a t i o n  b y  the a n n u a l  i n f l a t i o n  f a c t o r  fo r  the p r e­

vi o u s  ta x a b l e  y ears so that the a p p l i c a t i o n  o f  the a n n u a l  i n f l a t i o n  

f a c t o r  w i l l  be c u m u l a t i v e .

(c) T h e  r e s u l t i n g  d o l l a r  a m o u n t s  r o u n d e d  to the n e a r e s t  one d o l l a r  

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

e x e m p t i o n  for the n ex t  ta x  y e a r  a n d  s h a l l  be i n c o r p o r a t e d  i n t o  the 

i n c o m e  tax f o r m s a n d  i n s t r u c t i o n s  of the d e p a r t m e n t .

(d) If the L e g i s l a t i v e  B u d g e t  a n d  A u d i t  C o m m i t t e e  h a s  not  

d e t e r m i n e d  a n  an n u a l  i n f l a t i o n  fa c t o r  b e f o r e  O c t o b e r  15 of a t a x  year, 

th e  a n n u a l  i n f l a t i o n  f a c t o r  f o r  chat t a x  y e a r  is 11 0  p e r  cent.

* Sec. 3. AS 4 3 . 2 0 . 0 2 5  e n a c t e d  b y  sec. 2 of this  Ac t  a p p l i e s  to all ta x  

y e a r s  b e g i n n i n g  a f t e r  D e c e m b e r  31, 1978.

* Sec. 4. Thi s  Act t akes e f f e c t  i m m e d i a t e l y  in a c c o r d a n c e  w i t h  AS 0 1 . 1 0 . -  

0 7 0 ( c ) .
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Introduced: 4/17/79
Referred: Finance

• • •

B Y  A N D E R S O N , B A R N E S , C O T T E N ,  
F R E E M A N ,H A L F O R D ,H A U G E N ,H A Y E S , 
M C K I N N O N ,M A R T I N ,M U N S O N , 
O S T E R B A C K ,R O G E R S ,S C H A E F F E R ,

IN T H E  H O U S E  Z H A R O F F  A N D  G A R D I N E R

H O U S E  B IL L  NO. 4 6 4  

I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

E L E V E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N  

A B I L L

For a n  Act e n t i t l e d :  " A n  Act r e l a t i n g  to i n d e x i n g  of the s t a t e  i n c o m e  tax;

a n d  p r o v i d i n g  for a n  e f f e c t i v e  d a t e . "

BE IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  ALASKA:

* S e c t i o n  1. AS 2 4 . 2 0 . 2 0 1 ( a )  is a m e n d e d  b y  a d d i n g  a n e w  p a r a g r a p h  to 

read:

(8) d e t e r m i n e ,  b e f o r e  O c t o b e r  15 o f  e a c h  year, a n  a n n u a l  

i n f l a t i o n  f a c t o r  for the t a x a b l e  y e a r  b e g i n i n g  a f t e r  D e c e m b e r  31 of t h a t  

y e a r  for u s e  b y  the D e p a r t m e n t  of R e v e n u e  i n  m a k i n g  the a d j u s t m e n t s  to 

th e  A l a s k a  n e t  i n c o m e  ta x  r e q u i r e d  u n d e r  AS 4 3 . 2 0 . 0 2 5 .  In m a k i n g  t his 

d e t e r m i n a t i o n  the c o m m i t t e e  s ha l l  u s e  t h o s e  s t a t i s t i c s  w h i c h  in its 

j u d g m e n t  b e s t  r e f l e c t  the m a g n i t u d e  of i n f l a t i o n  in A l a s k a,  i n c l u d i n g  

but not  l i m i t e d  to t h e  m o n t h l y  c o n s u m e r  p r i c e  i n d e x  p r e p a r e d  b y  the 

B u r e a u  o f  L a b o r  S t a t i s t i c s ,  U n i t e d  S t a t e s  D e p a r t m e n t  o f  L a b o r  a n d  the 

c o m m o d i t y  i n d e x e s  p r e p a r e d  b y  D o w  J o n e s  a n d  C o m p a n y  a n d  p u b l i s h e d  in t h e  

W a l l  S t r e e t  J o u r n a l .

* Sec. 2. A S  4 3 . 2 0  is a m e n d e d  b y  a d d i n g  a n e w  s e c t i o n  to read:

Sec. 4 3 . 2 0 . 0 2 5 .  I N C O M E  T A X  I N D EX I N G .  (a) For e a c h  t a x  y e a r  the

d e p a r t m e n t  s h al l  m u l t i p l y  the a n n u a l  i n f l a t i o n  f a c t o r  d e t e r m i n e d  b y  the 

L e g i s l a t i v e  B u d g e t  a n d  A u d i t  C o m m i t t e e  u n d e r  AS 2 4 . 2 0 . 2 0 1 ( a ) ( 8 )  f o r  tha t  

y e a r , b y  the

(1) t a x  r a t e  b r a c k e t s  set ou t  in AS 4 3 . 2 0 . 0 1 1 ( a )  - (c);

(2) the m i n i m u m  d e d u c t i o n  (AS 4 3 . 2 0 . 0 3 1 ( a ) ( 4 ) ) ;

(3) the p e r s o n a l  e x e m p t i o n ;  an d

(4) the t a x  c r e d i t s  a l l o w e d  i n  AS 4 3 . 2 0 . 0 3 6  - 4 3 . 2 0 . 0 3 9 .
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(b) T h e  c a l c u l a t i o n  m a d e  u n d e r  (a) of t h i s  s e c t i o n  s h a l l  be 

a d j u s t e d  b y  m u l t i p l i c a t i o n  b y  the a n n u a l  i n f l a t i o n  f a c t o r  for th e p r e­

vi o u s  t a x a b l e  y e a r s  so t h a t  t h e  a p p l i c a t i o n  o f  the a n n u a l  i n f l a t i o n  

f a c t o r  w i l l  be c u m u l a t i v e .

(c) T h e  r e s u l t i n g  d o l l a r  a m o u n t s  r o u n d e d  to t h e  n e a r e s t  o n e  d o l l a r  

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

e x e m p t i o n  fo r  the n e x t  t a x  y e a r  a n d  s h a l l  be i n c o r p o r a t e d  into  the 

i n c o m e  t a x  f o r m s  a n d  i n s t r u c t i o n s  of the d e p a r t m e n t .

(d) If the L e g i s l a t i v e  B u d g e t  a n d  A u d i t  C o m m i t t e e  h a s  not 

d e t e r m i n e d  a n  a n n u a l  i n f l a t i o n  f a c t o r  b e f o r e  O c t o b e r  15 o f  a t a x  year, 

t h e  a n n u a l  i n f l a t i o n  f a c t o r  fo r  that t a x  y e a r  is 1 1 0  p e r  cent.

* Sec. 3. AS 4 3 . 2 0 . 0 2 5  e n a c t e d  b y  sec. 2 o f  thi s  Act a p p l i e s  to all t a x  

y e a r s  b e g i n n i n g  a f t e r  D e c e m b e r  31, 1978.

* Sec. 4. T hi s  Act t a k e s  e f f e c t  i m m e d i a t e l y  i n  a c c o r d a n c e  w i t h  AS 0 1 . 1 0 . -  

0 7 0 ( c ) .
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(11)

C O M M I T T E E  R E P O R T

H O U S E

FURTHER:

A p r i l  17, 1 9 7 9  

Mr. S p e a k e r :

T h e  C o m m i t t e e  on F I N A N C E

D a t e

has had H B  4 6 4

" A n  A c t  r e l a t i n g  t o  i n d e x i n g  o f  t h e  s t a t e  i n c o m e  tax; eff. d a t e . "

u n d e r  c o n s i d e r a t i o n  a n d  (a m a j o r i t y  o f  t h e  c o m m i t t e e )  (the c o m m i t t e e )  

r e p o r t s  it b a c k  w i t h  the f o l l o w i n g  r e c o m m e n d a t i o n s :

[ 1 

[ ] 

[ ]

[ ] 

[ ] 

[ ]

do p a s s  [ ] do n o t  pa s s

do pa s s  w i t h  a t t a c h e d  a m e n d m e n t s (s )

r e p l a c e  w i t h  CS f o r ____________________________________

and r e c o m m e n d s

[ ] s a m e  t i t l e
[ ] n e w  t i t l e

A N D  a t t a c h e s  a " L e t t e r  of I n t e n t "  [ ] N e w  F i s c a l  N o t e

r e p o r t s  it b a c k  w i t h o u t  r e c o m m e n d a t i o n

r e f e r r e d  to the C o m m i t t e e

M E M B E R S  S I G N I N G  
DO P A S S

M E M B E R S  H A V I N G  
O T H E R  R E C O M M E N D A T I O N S :

H 60 (Rev. 12/78)

CHAIRMAN
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Introduced: 4/17/79
Referred: Finance

BY ANDERSON,BARNES,COTTEN, 
FREEMAN, HALRJRD., HAUGEN, HAYES, 
MCKINNON,MARTIN,MUNSON, 
OSTERBACK,ROGERS,SCHAEFFER, 
ZUAROFF AND GARDINERIK THE HOUSE

HOUSE BILL NO. 404 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

ELEVENTH LEGISLATURE - FIRST SESSION 

A BILL

For an Act entitled: "An Act relating to indexing of the state income taxj

and providing for an effective date."

Bi. IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 24.20.201(a) is amended by adding a new paragraph to 

read:

(8) determine, before October 15 of each year, an annual 

inflation factor for the taxable year begining after December 31 of that 

year for use by the Department of Revenue in caking the adjustments to 

the Alaska net income tax required under AS 43.2C.025. In making this 

determination the committee shall use those statistics which in its 

judgment beat reflect the magnitude of inflation in Alaska, Including 

but not limited to the monthly concurer price index prepored by the 

Bureau cf Labor Statistics, United States Department of Labor and the 

commodity indexes prepared by Dow Jones and Company and published in the 

hall Street Journal.

* Sec. 2. AS 43.20 is amended by adding a new section to read:

See. 43.20.025. INCOME TAX INDEXING, (a) For each tcx year the

department shall multiply the annual inflation factor determined by the 

Legislative Budget and Audit Committee under AS 24.20.2Cl(a)(8) for that 

7ear, ’y the

(1) tax rate brackets set out in AS 43.20.011(a) - (c)j

(2) the Siinijr.un deduction (AS 43.20.031(a) (4)) j

(3) the personal exemption1 and

(4) the tax credits allowed in AS 43.20.036 - 43.20.039.

% -1- HB 464
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(b) The calculation pade under (a) of thin section shall be
•• : * . . . * . "*•* • * ‘ • * V ‘ - V*

:4' ' • 1 • \ •* . s • '
adjusted by isul tipi i cat ion b y  the annual inflation factor for the pro- 

vioue taxable years so that the application of the annual inflation 

factor will be cumulative.

(c) The resulting dollar amounts rounded to the nearest one dollar 

are the tax rate brackets, minimum deduction, credits and personal 

exemption for the next tax year and shall be incorporated into the 

income tax fores and instructions of the department.

(d) If the Legislative Budget and Audit Committee has not 

determined an annual inflation factor before October 15 of a tax year, 

the annual inflation factor for that tax year is 110 per cent.

* Sec. 3. AS 43.20.025 enacted by sec. 2 of this Act applies to all tax 

years beginning after December 31, 1978.

* Sec. 4. This Act takes effect immediately in accordance with AS 01.10.- 

070(c).
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MEMORANDUM

TO: 

FROM: 

DATE: 

RE: 2

SCR 30 (Directing the Legislative Affairs Agency 
to study indexing the Alaska state personal income tax system) 
calls for a. study on indexing the Alaska state income tax 
in order to protect the taxpayer against higher taxes caused 
by inflation. Three articles on indexing state and federal 
income taxes are enclosed. These articles and summaries 
are an example of the material currently available on indexing 
such taxes to neutralize the effect of inflation. Rathex* than 
having a full-blown study of indexing, the committee might 
prefer to direct Legislative Finance to perform an interim 
review of various state tax indexation lav/s with a summary 
to be presented to the next session of the legislature.

drJaLe Finance Committee Members 

J j ^ ' - H o g a n  

April 16, 1979 

SCR 30 and SB 266

*

Y



4 . 1 0 8  I n d e x a t i o n  o f  t h e  S t a t e  t' 

I n d i v i d u a l  I n c o m e  T a x 1

{ s

especially hard on low-incomc families and all 
families with many dependents because it erodes 
the value of personal exemptions, the low- 
income allowance, the maximum limit of the 
standard deduction and per capita credits.

Public Sector Growth. Without indexation, 
there is a bias in favor of an expanded public 
sector because inflation automatically pushes 
taxpayers into higher tax brackets with the 
consequent unlcgislated increase in governmen­
tal revenues.

Current Inflation Rates. The significance of the 
above considerations takes on increased impor­
tance in these times when inflation is well above 
historic rates.

Inflation interacts with any progressive individual 
income tax to generate increases in tax revenue more 
than proportionate to the rate of inflation. These 
increases occur with practically no public debate or 
disclosure of the fact. Therefore, the Advisory Com­
mission on Intergovernmental Relations recom­
mended, in the interest of complete public informa­
tion, that the amount of the inflation-induced, state 
persona! income tax increase be calculated and pub­
licized for each tax year. The Commission further 
recommended that the states give catly and favorable 
consideration to indexation— the annual adjustment 
of the personal exemptions, the low-incomc allo­
wance, the maximum limit of the standard deduction, 
any per capita credits, and the tax rate brackets— of 
the state individual income tax by the rate of increase 
in the general price level.
Four major considerations p omptcd this recom­

mendation:

Fiscal Accountability. Indexation is needed to 
insure that higher effective income tax rates are 
the product of evert legislative action rather 
than the automatic consequence of.inflation.

Tax Equity. The maintenance of tax equity 
requires that increases in lax liability be based 
on real rather than normal income. Inflation is

'Derived from AC1R. Inflation and Federal and State Income 
Taxes, A-63. Washington. DC, U.S. Government Printing Office, 
November 1976. Sec also suggested state legislation Full l)i\closure 
of the F.ffect of Rate and Fuse Changes on Ijocal Revenue.

The suggested legislation that follows requires the 
Governor to estimate and publicize the impact of 
inflation on individual income tax revenues. It also 
requires the annual adjustment of tax rate brackets, 
personal exemptions, credits, and standard dcduc- 
tions by an inflation factor defined as the ratio of the 
U.S. Department of Labor Consumer Price Index 
(CPI) for the tax year-to the CPI for the previous 
year. Because the U.S.' Department of Labor docs not 
develop a separate CPI for each state, a state may 
wish to modify the national, regional, and metropoli­
tan area indices to fit its own situation.
The legislation was drawn in part from bills intro­

duced (but not enacted) in the U.S. Congress and the 
Illinois General Assembly, and on indexation provi-



* v- ,vV*v*-crj 
t -  . - -ii,-.!-;.

n

sions of the Canadian income tax act, enacted in 1973, 
and the Colorado income tax act (11.B. 1194) cnai ted 
in April 1978.

Section I states the title of the act.
Section 2 is a statement of findings and purpose of 

the act.
Section 3 defines key terms.
Section 4 requires the Governor to prepare and

publicize an estimate of the inflationary impact on 
individual income tax revenue.

Section 5 provides for indexation of rate brackets, 
personal exemptions and credits, and maximum and 
minimum standard deductions by the rate of infla­
tion.

Sections 6 and 7 are separability and effective date 
clauses, respectively.
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• *1 ..r . . Suggested Legislation . .. ■.... j-

' . [ A N  A C T  T O  R E Q U I R E  D I S C L O S U R E  O F

T H E  I N F L A T I O N A R Y  I M P A C T  O N  

• ; * ' I N D I V I D U A L  I N C O M E  T A X  R E V E N U E

A N D  T O  P R O V I D E  F O R  A N N U A L  A D J U S T M E N T  O F  

K E Y  P E R S O N A L  I N C O M E  T A X  E L E M E N T S  

r - t ~ .  • r . F O R  I N F L A T I O N ]  •. . ^

* * '• . . -j
•' t  (Be if enacted, etc.) '  y "  '  •

1 SECTION 1. Short Title. This act may be cited as the ‘ ‘[State] Income Tax Indexation Act.”

2 SECTION 2. Findings and Purpose. • *.

3 (a) The [/cg/s/arwrej finds that inflation erodes the value of personal exemptions, deductions, and

4 fax credits in the [state] individual income tax structure and distorts focal equity among taxpayers. The

5 [legislature] finds, further, that inflation-induced increases in individual income tax revenues result in 

£> annual collections that exceed the amounts anticipated by legislative actions establishing rates,

7 exemptions, deductions, and other features of the [stale] individual income tax.

6 (b) It is the purpose of this act to correct these situations by: . ; •' 1 • •

9 (I) requiring that the Governor prepare an annual estimate of the impact of inflation

10 on individual income tax collections; and • • .....

11 (2) requiring that certain elements of the individual income tax structure be adjusted in

12 accordance with annual increases in the Consumer I’ricc Index.

13 SECTION 3. Definitions. As used in this act:
14 (a) “Inflation factor" means the ratio of the Consumer Price Index for the 12-month period

15 ending [June 30] [September 30] of the current tax year to. the Consumer Price Index for the

16 immediately preceding tax year, rounded to the nearest one-thousandth.

17 (b) “Consumer Price Index" means the average ovet a 12-month period of the Consumer 

16 Price Index published monthly by the Bureau of Labor Statistics, U.S. Department of Labor [as

19 adjusted by the [state statistical or economic development agency]].

20 SECTION 4. Annual [Biennial] F.stimate of Inflationary Impact on Individual Income Tax

21 Revenues. The Governor shall include in the [annual] [biennial] executive budget an estimate for the

22 previous year, lb.- current year and the following [budgeted] year of the amount of actual or anticipated

23 revenue from the individual income tax that can he reasonably attributed to inflation. These estimates

24 shall be highlighted in the budget message, [the economic message, and the state of the state address]

25 and included prominently in press releases relating.to the budget.

.26 SECTION 5. Adjustments for Inflation.



1 (a) The [slate statistical agency] [state economic development agency] shall annually by [July 15]

2 [October 15] prepare and promulgate an inflation factor for the tax year for use by the [stale

3 department of revenue] in making the adjustments required in subsccti .. (b) of this section. In

4//preparing the inflation factor, the [state statistical agcncy][state economic development agency] shall,

' ,5 "  using the best statistical techniques compatible with those used by the U.S. Department of Labor in

6 preparing the monthly Consumer Price Index, adjust the Consumer Price Index to conform most nearly

7 to the situation that exists in this state. • ./••',

8 (b) Sections [refer to sections of the state individual income tax law relating to tax rate brackets,

9 personal exemptions, per capita credits, and minimum and maximum standard deductions] are amended

10 by adding to the end of each the following new subsection: * . . ;

11 “(insert codification) Upon promulgation of the inflation factor under Section 5(a) of this act, the

12'• . [head of the department of revenue] shall multiply each dollar amount set forth in this section, as

13 adjusted under this subsection in the immediately preceding tax year, by the inflation factor. If the

14 inflation factor for the current tax year is less than [1.000] [1.030] [other], no further adjustment shall

15 be made and the [exemption, brackets, deductions, etc.] shall be as determined for the immediaely

16 preceding tax year.1 • * . • •

17 SECTION 6. Separability. [Insert separability clause.]

18 SECTION 7. Effective Date. [Insert effective date,]

•The dollar amount to which the inflation factor is applied in tacit year is the dollar amount determined in the preceding tax year

through the use of the inflation factor.
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I n d e x a t i o n  o f  C a n a d a ’s  

I n d i v i d u a l  I n c o m e  T a x  S y s t e m

By C. F. Steiss
I have been asked to provide a few observations on 

Canada's reaction to what I might refer to as the 
“silent tax increase." Perhaps I should begin with a 
word about .-'h3t I mean by this phraseology.

Generally speaking, inflation causes taxable 
income to increase more rapidly than total real 
income, since taxable income is a calculated amount 
after allowing for certain exclusions and deductions. 
While some exclusions and deductions may increase 
at a rate commensurate with inflation, others, and 
notably the basic personal exemptions which account 
for almost 80 percent of all exemptions and 
deductions in Canada from individual income, do 
not. Consequently, in a period of inflation, taxable 
incomes rise more rapidly than the inflation rate, 
because of the static nature of the quantum of those 
exemptions. Thus we have one element of the silent 
tax increase.

A second element is the progressive rate structure. 
An increase in the effective average rate with 
unchanged real taxable income yields higher real 
taxes. The only obvious way of avoiding this is to 
index the brackets. Assuming a taxpayer’s various 
deductible expenses rise at an ii-flation rate, indexing 
of the brackets should generally mean that real tax 
liabilities will rise only where total income is rising 
more rapidly than the inflation rate. Where total 
income is rising less rapidly than that rate, real 
liabilities will actually fall.

On the evening of February 14, 1973, the then 
Minister of Finaiicc, The Honourable John Turner,

proposed the introduction to the Canadian tax 
system of a “major innovation in tax philosophy and 
practice." In commenting on this proposal, the 
Minister expressed concern in respect of the rampant 
inflation phenomena in Canada and the impact such 
inflation has on a tax system based on a progressive 
rate schedule. The proposal, as presented, was 
subsequently implemented into law with effect from 
1974. Many, myself included, regard this change to 
Canada’s income tax laws as one of the two most 
important structural changes to the Canadian income 
tax system since World War II, the other being the 
taxation of capital gains and the many other

This? ,'ssua' Irr Brief

•Since 1374, Canada has applied Indexa­
tion to its individual Income, tax system; 
adjusting most kinds of exemptions and thi* 
marginal tax rato brackets by an annually 
computed Inflation factor.

Mr. Steiss discusses.the philosophy and. 
circumstances loading to the introduction of 
the Index. UIo it  system, and glve3 examples 
of its effects today. Ha sees probloms ahead, 
especially for the provinces, unless In­
flationary rates subside, and questions 
whether logical extension of Indexation to 
capital gains and various deductions would 
bo feasible.
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substantive changes implemented by the I97l tax 
reform bill.

Implementation of the proposal introduced the 
following basic system of indexation of Canada's 
individual tax system:

(a) The annual determination of a so-called 
“inflation factor” based upon the increase in 
Canada’s Consumer Price Index in a defined 
immediately preceding 12-month period.

(b) Application of this inflation factor to the various 
principal exemptions available to individual 
taxpayers in Canada. Such principal exemptions 
prior to indexing (in 1973) included a S1.600 
single status exemption, a 53,000 marital status 
exemption and individual dependency exemp­
tions of upwards to S550 per dependent.

(c) Application of the inflation factor to the 
marginal tax rate bracks,..; of the Canadian 
individual taxpayer.

The technical definition of the cumulative inflation 
factor is: the ratio of the Consumer Price Index for 
the year ending September 30 of the relevant previous 
year divided by the Consumer Price Index for the 
year ending September 30. 1972. From a practical 
point of view, the Minister announces the increase 
annually, soon after the September CPI statistic is 
available. The inflation factor is pragmatically 
expressed in terms of an annual adjustment to the 
prevailing exemption levels and tax rate brackets of 
the prior year.

For example, the legislative adjustment in respect 
of the 1978 personal exemptions and rate brackets 
was announced in October of 1977, and was 
determined by dividing the average CPI for the 12

C a rl F . S te ir r .  I s  a  p a rtn e r In- 
th u  firm  o f  P r lso  W f.ta n io u 3a - 
ft C o :,  T o ro n to ; a p o sit io n -  to- 

h o  v .'c s  a p p o in ted . In 
H o  h a s  b e a n  

so c ia te d  v/ith tho  firm- 
c ln c o  1G G 3, and h a s  so rv o d . 
a s  a m e m b e r o f I t s  tax

tho  fa cu lty  o f tho U n iv e rsity  o f  T o ro n to , and  la a 
f re q u e n t  le c tu re r  at tax se m in a r s  and  c o n fe re n ­
c e s .  H e  i s  tha a u thor o f  n u m e ro u s  a r t ic le s  on  
ta xa tio n .

T h i s  R o v lew  I s  b a se d  o n  M r . S t e i s 3 's  
p re se n ta tio n  at a T e x  Found a tion  se m in a r  on  
In te g ra tio n  and In d exa tio n , h e ld  In W a sh in g to n , 
D .C . o n  M a rch  30, 1 9 7 8 .

months ended September 30, 1977 by the
corresponding average for the preceding 12-month 
period ended September 30, 1976. Expressed in 
percentage terms, the major personal income tax 
exemptions and the tax bracket limits for 1978 were 
raised by 7.2 percent zs compared with those that 
prevailed for 1977.

Why September 30?Thc selection of September as 
the extreme of each 12-month averaging period was 
based on the factual circumstance that .the month of 
September was simply the last possibh month in a 
year that could be reflected in the calculation while 
still allowing the government time to print and 
distribute the withholding tax tables on a timely basis 
for the following taxation year, the year for which the 
calculation is relevant.

Why a 12-month averaging period? The intent of 
the government was to extend the period so as to 
minimize the impact of unusual events or 
circumstances which might initiate an undue 
influence on the calculation of an inflation factor 
based on a shorter period.

Somo Effects c f  Indexation
Interestingly enough, the law itself docs not con­

template a reduction in exemptions and/or a 
narrowing of the marginal tax rate brackets. Indeed, 
where the inflation factor for a particular year is less 
than that of the preceding year, the preceding year's 
factor will be deemed to be operative: In other words, 
the exemptions and tax rate brackets will not be 
reduced from that of the preceding year. I mention 
this point merely for your general interest since, with 
the rates of inflation to date in Canada, the matter 
has certainly not been in issue from the time the 
scheme was first introduced.

The inflation factor applied to the marginal rate 
brackets and exemptions has broadened the brackets 
and increased the exemptions on an annual basis by 
some 6.6 percent for 1S74, 10.1 percent for 1975, 11.3 
percent for 1976, 8.6 percent for 1977 and 7 percent 
for 1978. By 1978. the cotnpour.d effect of indexing 
since its inception amounts to a hefty 52.1 percent. 
Introduction of indexing in 1974 meant the dropping 
of some 171,000 taxpayers from the tax rolls and 
another 225,000 in 1975, after which the government 
stopped counting. Estimated cumulative Federal 
government revenues lost through indexing through 
1978 are some S4 billion.

Let’s take a look at the rates. In the abs- r.cc of 
indexing, our top marginal rate would cut m at
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taxable income of S60.000. I hasten to add that that 
top rate is dependent upon the province of residence 
of the taxpayer and may vary from a low of 
approximately 60 percent to a high of around 68 
percent. For 1978. and strictly as a result of indexing, 
the top marginal rate does not cut in until taxable 
income of some '9 1,260 is reached.

What about the exemptions? The married taxpayer 
with a wholly dependent spouse and two dependent 
children would, in the absence of indexing, qualify 
for exemptions of some S3.600. Application of 
indexing to these exemptions entitles him to 
deductions of some S5.480 in 1978. A single 
pensioner would have about S4.000 in 1978 
exemptions versus S2.600 without indexing.

Indexing represented a major shift in historical 
attitudes in Canada as to inflation and taxes. Perhaps 
one of the most extensive studies of any developed 
tax system was that of the Carter Royal Commission 
on Taxation. That Commission spent some four 
years of intensive study of all aspects of our thcn- 
cxisting tax structure and issued its massive 2,7GO- 
page. fivc-volumc report, in 1966. The Commission 
considered the merits of indexing and concluded that 
“the tax structure should generally not be adjusted 
automatically to take into account changes in the 
general icvel of prices. To develop a tax system that 
taxed only increases in ‘real’ purchasing power would 
irreparably damage the built-in stability of the 
system".

Why the change in attitude?

Obviously, a part of the change must be explained 
by the tremendous rates of inflation wc have 
experienced since the inid-1960’s and the significant 
pressures this has placed on government and 
government thinking. Indeed, in introducing their 
remarks and negative conclusions with respect to 
indexing a tax system, the Carter Commission made 
the following statement: “Assuming that the 
Consumer Price Index continues to rise at an average 
rate of 1.5 percent to 2 percent a year, what could and 
should be done?"

The fact that the level of inflation from 1952 
through 1965 averaged only about 1.4 percent a year 
and reached its highest level of 3.2 percent only in 
1957 may have contributed to their conclusion that 
indexing was not of paramount importance. After 
T965 the rate of inflation escalated significantlly, 
reaching 4.S percent in 1972 and 9.1 percent in 1973, 
when indexing was introduced. Furthermore, 
inflation has simply galloped along since that date.

Expressed in terms of 1971 equals 100, Canada's 
Consumer Price Index factor at the end of January, 
1978, was 167.8.

Prior to the introduction of indexing to Canada’s 
income tax lav/s in 1974, personal income taxes were 
taking a higher and higher proportion of the real 
incomes of Canadians. Each year, the real value of 
personal exemptions was becoming less and less, and 
more and more Canadians were finding themselves 
thrust into higher tax brackets without a 
compensating increase in their real income. The 
impact was there in the late !960’s, but I would think 
it fair to say that the majority of Canadian taxpayers 
were unaware of this “silent but annual tax increase." 
With the advent of rampant inflation in the early 
I970’s, there were signs in Canada that the silence of 
the increase was being disturbed, and that Canadian 
taxpayers were becoming more and more aware of 
the interaction of inflation and taxes. Indeed, many 
were clearly beginning to recognize that inflation 
itself was a form of taxation, that the government was 
obtaining a rising share cf personal income 
coincident with inflation, and that such an increase 
was being achieved in the absence of distasteful overt 
increases in nominal tax rates.

Where Benefits Are Greatest
Anyone concerned with basic social policy has to 

be concerned about the impact of inflation. As you 
rise up the income scale, Canada’s higher tax 
brackets widen considerably, and increasingly 
insulate taxpayers from ravages of inflation on real 
tax rates. In other words, the tax increases resulting 
from inflation are highest not at incomes where the 
marginal rates arc highest, but rather at those income 
levels where marginal tax rates increase most rapidly, 
thereby placing the burden more squarely on middle 
and low income earners.

What taxpayer has benefited the greatest from 
indexing? Notwithstanding my comments a moment 
ago about the 560,000 marginal rate taxpayer, this is 
not the taxpayer category which has benefited the 
most. A computer simulation model study recently 
conducted indicated that the taxpayer witli assessed 
income ir. the SI5,000 range enjoys the mo: t 
significant percentage savings from indexing. Indeed, 
about 27 percent of the total tax savings enjoyed from 
indexing belongs to this taxpayer category. The next 
greatest saving goes to income ranges of from S15,000 
lo S20.000. Taxpayers with assessed income from
SI0,000 to S25.000 account for dose to 70 percent of
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the total Federal tax savings enjoyed through 
indexing of the Canadian tax system.

What about revenue lost through indexing? There 
is no doubt that indexing “COSTS"! For the 1978 
taxation year, Federal tax reductions for taxpayers at 
all income levels will total some S850 million as a 
result of application of the inflation factor applicable 
for that year, or roughly 6 percent of budgetary 
revenues. All of the provinces of Canada other than 
Quebec have tax collection agreements with the 
Federal government in respect of individual income 
taxes. Those provinces also of course experience 
reduction in revenues through indexing. In very early 
estimates prepared by the Province of Ontario, it was 
estimated that by 1980 the indexing revenue loss to 
the Federal government would range from about 13 
percent at sustained 5 percent inflation to about 24 
percent at sustained S percent inflation. Reduction in 
Ontario revenues indicated the same pattern. There is 
no doubt that indexing significantly reduces the rate 
of growth of direct personal tax revenues over the 
long term unless such reductions arc offset by explicit 
increases in tax rate. Some would say, and I would 
agree, that out of this observation flows a still further 
advantage of indexing: Namely, indexing increases 
parliamentary and/or taxpayer/voter control over 
tax rates.

Outlook for the Future
-y

Will indexing in Canada survive? Costs of govern­
ment arc rising rapidly while tax revenues and the 
real wealth of the nation on which they are based arc 
somewhat stalled. To continue indexing may 
continue to increase an existing budgetary deficit, 
and to raise taxes in isolation is not only politically 
unpopular but is also inconceivable with the fragile 
Canadian economy of today. One thought is that the 
government may be tempted to case its predicament 
by changing the method of calculation of the magic 
inflation factor to produce a smaller factor, but this 
itself would be unpopular and could become a matter 
of substantive controversy.

While the reduction in revenue growth potential of 
the personal income tax can perhaps be absorbed in

the case of the Federal government for some years 
because of its surplus financial capacity, in :e case of 
the provinces a substantial deterioration takes place 
in their long-run financing position. Pressure signs 
arc starting to show, and the matter could become a 
significant issue in the next while. Perhaps the chief 
hope of the government is that inflationary rates will 
abate and the impaci of indexing diminish.

Has the government of Canada accepted indexing 
as a logical and indeed necessary part of the 
Canadian tax system? The answer must be a qualified 
no! -Certainly extension of indexing to exemptions 
and the personal tax rate schedule was a major 
innovation. But, if one accepts the principle of 
indexing, is there not some logic to extension of its 
application to most statutory deductions and 
absolute dollar income inclusions under our Income 
Tax Act? For example, the Canadian Income Tax Act 
prescribes various deductions to retirement plans 
including, as an illustration, a maximum deduction to 
a pension plan. The quantum of this deduction has 
increased-over the past several years but such increase 
has not been tied to indexing. In 1971 the government 
recognized that employees may have expenses and 
allowed an arbitrary maximum deduction of SI 50 in 
recognition of employment expenses. In 1977 the 
Minister of Finance recognized that inflation had 
eroded, the value of that deduction and arbitrarily 
increased it to S250 for 1977 and subsequent years. 
While the increase was welcome, one wonders why in 
1973 the indexing scheme was not applied to this and 
many other deductions under the Income Tax Act. 
Another outstanding example must be capital gains. 
The only response of the Canadian government to 
date with respect to the impact inflation has on 
people's savings has been arbitrary deductions of
SI,000 of investment income, and certain private 
pension income. Again, indexing has been ignored.

Accordingly, the equity argument in favour of 
inf. lion-proofing the personal tax rate structure has 
not been fully accepted or reflected. Only time will 
tell, but I advance my own cautious opinion that for 
the time being, “They've Gone About As Far As 
They Can Go!"



Letting inflation pnsh you. into the 
5 0 %  bracket is an honor you'd probably 
rather skip. Here’s h o w  to decline it.

i y  J e r r y  E d g c rio n

flation. In the years since 1965, while 
inflation has more than doubled prices, 
the brackets that determine what per­
centage tax you will pay have remained 
at the ievels shown in the box on the op­
posite page. This means if you get pay 
raiser, intended to keep you even with 
inflation—which represent no increase 
at all in real buying power—your high­
er income continually raises your tax 
rate. In the end, your take-home income 
falls behind inflation. If Congress made 
no changes in the Jaw, inflation at 6 ■ O/o 
would push a family making S25.000 a

year now into the 50% bracket by the 
c? i 1990s.

fhe way to stop such tax increas- 
. on steady or even declining purchas­
ing power is a system called indexing, 
already being used in Canada. As the 
cost of living goes up, indexing raises 
the dollar limits of die tax brackets and 
also the exemptions and standard de­
ductions that a taxpayer gets to sub­
tract from his gross income in 
computing his taxable income. With 
indexing, a citizen whose income 
keeps.up with inflation still has a high-

j y>.ense and dank is the underbrush 
iLJ* of die Internal Revenue Code, 
and hideous monsters lurk there. The 
one that Jimmy Carter particularly 
detests is the Loathsome Luncheon 
Loop-holer (cf the .three-martini spe­
cies); Carter and others also ihudder at 
the Exotic Shelter Digger. But the beast 
that preys most on middle-income tax­
payers is the less fabled Stealthy Brack­
et Creeper.

The Creeper hides out in the fine 
print of tax schedules, and he's espe­
cially vicious because he feeds on in­

i t o ;

i l t J f L W t O J  ©  R A i S S S i  
y  c o s t o f  u v iw ©  ( ' o y s Q o e e z -  
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• c r  tax b ill each yea r, but the p ercen t­
age he pays to the governm ent re m a in s 
constant. .

T h e  co n seq u en ce s can be s t r ik in g . 
Im agine two fa m ilie s  o f fo u r w h o se  in ­
com es ju st  kept up  w ith the U .S . in ­
flation rate by r i s in g  36%  from  5 18 .0 0 0  
in  19 7 3  to 524.500 in  19 7 7 . D u rin g  that 
period the incom e ta xe s o f the f ir st  fam ­
i ly  jumped 54% . w h ile  those of the se c ­
ond ciim bed on ly  14 % . E xp la na tio n : the 
f ir st  fam ily  liv e s in  the U .S ., the se co n d  
in  Canada. H it b y  bracket creep , the 
A m erica n s fe ll behind  in  b u y in g  pow- 

- • e r ; coddled by in d e x in g  (p lu s som e tax 
cu ts) , the Canadians in crea sed  th e ir 
real incom e.

U .S. federal tax c o lle c t io n s  from  in ­
d iv idua ls now r ise  about 16 %  tor ev ery  

‘ 10 %  of in crea se  in  persona l in co m e . In
states w ith  p rog re ssive  state in co m e 
taxes, su ch  as N ew  Y ork  and C a lifo r­
n ia . in fla tion-increased  incom e m e a n s, 
a b igger state tax b ite  as v/ell. T h e  re ­
su lt . say s C ongressm an  W il l i s  D. Gra- 
d iso n  Jr ., a Repub lican  from  O h io , i s  
that “governm ent h a s a vested in te re st  
in  m a inta in ing in fla tion  s in c e  p resent 
law perm its a w ind fa ll tax bonus d ur­
in g  an inflationary p erio d ."

G rad ison has attracted m ore than

B r a c k e t  c r e e p

T in ’s  tab le sh o w s the tax brackets, 
e ffe c t iv e ly  unchanged s in c e  19 6 5 , 
that apply to m icid le-incom c m ar­
r ied  co u p le s f il in g  jo in t  re tu rn s. 
N ote that the percentage in c re a se s 
in  tax ra te s ’ p n iy  not to the w hole 
taxab le  sa la ry  bu '  o n ly  to the m ar­
g in a l part o f it  conta ined w ith in  the 
b ra ck e t  N everthe le ss, a s inflation- 
fattened sa la r ie s creep  up from  one 
b ra cket to a nother, the ever-h igher 
percen ta ges ra ise  ta xes at a rate 
greater than the sa la ry  ga in .

T A X A B L E  I 7 V C O M E  M A R G I N A L
m t  ~X £T TAX KATE

sn,2oi-sis,2oo
515.201-SI9,200 

SIS, 201-523, 230
523.201-327,290
327.201-532,200 

S31,2531-535,200
535.201-339,200
530.201-3-53,200
3 4 3 .2 0 1- 5 - 17 ,2 0 0

547.201-555,200

20%

32%

30%

35%  -
/ n w
‘iA.y

45%

48%

50% •

80 co-sponsors fo r  a b il l  that w ou ld  in ­
dex federal in d iv id u a l in co m e ta x e s for 
in fla tion . In d e x in g  p roponents do not 
su gg est that th e ir  b ill w ill pa ss t h is  year, 
but in cre a sin g  co m p la in ts f ro m c o n sr it -  
uents about ta xes have generated m ore 
co n gressio n a l in te re st  in  in d e x in g  than 
ever before. P ast support has com e 
la rge ly  from  R e p u b lica n s; t h is  year 
there are sam e D em ocra tic co - sp o n so rs 
a s w ell. “ In d e x in g  i s  an idea w ho se  tim e 
i s  co m ing ," sa y s  G ra d ison .

One reason i s  that ta xp a yers -will 
beg in  to fa il even further" b eh ind  as 
h ig h e r Soc ia l S e cu r ity  ta xe ; take e ffe c t  
E co n o m ist D e n n is  Jacobe o f the U .S . 
League of S a v in g s A sso c ia t io n s  figu re s 
that m idd le-inccm e fa m ilie s w il l  need 

. an annual wage in crea se  o f about 10%  
to keep pace, a fter taxes, w ith  in fla tio n  
o f 6 ,5% .

Canada began in d e x in g  p ersona l 
in com e taxes in  19 7 4 . E a ch  O ctober the 
Canadian Departm ent of F in a n ce  deter­
m in e s the in cre a se  in co n su m e r p r ice s 
fo r the previous 1 2  m onth s and then 
ra ise s  tax b rackets, d ed u ction s and e x­
em ptions by the sam e percentage, in  
tim e to is su e  new  tax tab les in  Ja n u ­
a ry . A s  a re su it, i f  your in co m e r i s e s  in  
tandem with in fla tion , you  stay in  the

co n tin u e d
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same bracket as the year before. Ca­
nadians on fixed incomes pay lower and 
lower taxes each year.

T h e  past few  years o f tax in d e x in g  
in  Canada have com e aga in st a back­
drop of hard t im e s. U nem ploym ent and 
in fla tion  both have been around 9%  re­
ce n t ly . T h e  Canadian d o lla r, tra d ition­
a lly  w orth s l ig h t ly  m ore than it s  
A m erica n  counterp a rt dropped to a low  
o f around 8 7  A m erican  c e n t s  ea rly  Uu's 
yea r, though it  lia s  r ise n  s lig h t ly  s in c e . 
“ T h e  governm ent quite d e liberate ly  
adopted an expansionary  p o licy , but too 
m uch exp a n sio n  w ai a llo w ed ," sa y s  
eco n o m ist Jo h n  B o sso n s o f the In st itu te  
fo r  P o licy  A n a ly s is  at the U n iv e rs ity  o f 
To ro n to ; “ Tha t helped b u ild  in  future 
in fla t io n ."  B u t  adds B o sso n s : “ You 
ca n ’t sa y  tire cu rren t la rge d e fic it s are 
the fault o f in d ex ing . T h e  governm ent 
knew  the effects o f in d e x in g  before they 
cu t taxes fu rth e r."

In d ex in g p ro p o n en ts argue that Ca­
nadian sp en d in g  m ight be even h ig h e r 
than it i s — and the governm ent d e fic it 
therefore even larger and m ore in fla ­
tionary— if  in d ex in g  hadn't d isc ip lin e d  
the governm ent to expect low er reve­
n u e s because o f in d ex ing . S a y s Jo h n  R . 
A lla n , v ice p resident 01 the U n iv e rs ity  
o f W in d so r and a form er ch ie f  tax an­
a ly st of the Canadian Departm ent of 
F in a n ce : “ Governm ent o ffic ia ls  now  are 
sa y in g , ‘ I f  we want to b r in g  in  a new 
program , we’l l  have to find so m eth in g  
e lse  that can be sa crif ice d .’ ”

W f in t  l i r e  s k e p t i c s  s a y

. On balance Canada appears to have 
benefited from tax in d ex in g , out som e 
sk e p tic s  in  W ashington c ite  both eco ­
n o m ic  and po litica l a rgum ents w hy in ­
d ictin g  i s  not needed o r w ould not 
v/ork in  the U .S . Hero are three o f the 
o b je ctio n s m ost often ra ised  and re­
sp o n se s from  in d exing  prop onents:
► P eriod ic tax cu ts have kept taxpayers 
rou g h ly  abreast of in fla tion  even w ith­
out in d ex in g . T a x  brackets and tax 
ra le s have not been changed su b sta n ­
t ia lly  s in c e  19 6 5 . B u t  a s Senator R u s­
s e ll  Long p o in ts out in  the in terv iew  in  
the box at r ig h t  C o n g re ss ha s reduced 
ta xes by a variety of d ev ice s, in c lu d in g -  
cred iL s deducted from  the taxer, owed 
and in cre a se s in  standard ded uction s 
and personal exem ptions. S in c r  19G 5, 
how ever, o n ly  low -incom e taxpayers 
(m aking le s s  th ru  the inrla tion-ad ju st­
ed equivalent of S10 .000 to 3 12 ,0 30  in  
19 7 5 )  have had enough la x  redu ctions 
to o ffset in fla tion .
►  C o n g re ss has more co n tro l over the 
econom y w ith die present sy ste m . In

T A X  R E F O R M  continued
p ra ctice , th is  m ea ns that in fla tion  keeps 
b oo st in g  tax revenues and C o n g re ss 
then d e c id e s w hether to g ive som e of 
th is  m oney back in  tax cu ts .

L e g is la to r s w ho deal w ith  tax 
b i l l s ,  su ch  as Sena tor L o n g , w orry that 
w ithout the in fla tio n  b onus in  tax 
c o lle c t io n s . C o n g re ss  m ig h t face the po­
lit ic a lly  dreadful p rospect o f vo ting  to 
ra ise  ta xes. A n d  so m e le g is la to rs con­
tend that in d e x in g  would lim it  their 
a b ility  to m ake ch a n ges in  the su b ­
sta n ce  o f the tax law, su c h  as cu ts to 
st im u la te  the econom y.

W illia m  F e lln e r , a m em ber o f the 
C o u n c il o f E co n o m ic  A d v ise r s  under 
P re sid e n ts N ixo n  and F o rd , argues that 

- in d e x in g  would s im p ly  prevent Con­
g re ss  from  co n fu sin g  fundam ental tax 
law ch a n ges w ith  ad ju stm ents fo r in ­
fla tion . Sa y s F e lln e r , "W ith  in d ex ing . 
C o n g re ss  would at lea st have to be hon- 
r s t  w hen it ra ised  ta x e s."  rather than 
le t in fla tion  sn e a J: them up. A  co ro l­
la ry  e co n o m ic argum ent, fo r in d ex in g  
i s  that it  would hejp so ften  re ce ssio n s. 
T h e  se n io r  e co n o m ist o f the co n g re s­
s io n a l Jo in t  E co n o m ic  Com m ittee has 
ca lcu lated  that the U .S . re ce ssio n  of 
] 97-1-75 would have been le s s  severe  if  
in d e x in g  had been in  effect to low er 
ta xe s and stim u la te  the econom y.
»- In d e x in g  m ight make in fla tion  w orse. 
Large federal d e fic it s encourage infla­
tio n . and in d e x in g  cou iti in crea se  the 
d e fic it  by cu tt in g  back on reven ues. In ­
d ex in g  prop onents con ced e  that defic its 
probably would go up at least tempo­
ra rily . B ut they argue that grow ing  def­
ic it s  would provide a strong  po litica l 
in ce n t iv e  to cut federa l sp en d in g , s in ce  
w ithout the in fla tion  b onus the o riiy  :d- 
tcm a tive would be to ra ise  taxes. In ­
d e x in g  m ight a lso  help  fight in fla tion , 
it s  b ackers argue. I f  u n io n s knew  that 
w o rk e rs’ tax ra tes w ould not go up with 
each pay in cre a se , they m ight m oder­
ate wage dem ands.

T h e  in d e x in g  p roposa ls c ircu la tin g  
in  W ash ing ton  d on 't apply to b u sin e ss  
ta xes, because o f the co m p le x it ie s of 
q u e st io n s su ch  a s how  to com pute de­
precia tion  on equipm ent where, infla­
tion  ha s greatly  in crea sed  the co st  of 
rep la cem en t But one b u s in e ss  tax k- 
su e , the treatm ent of capita l gr n s, af­
fe cts m any ind iv id u a l taxpayers too. 
Capital ga in s could  a lso  be indexed , 
e lim in a tin g  yet another so u rce  of tax 
u n fa irn e ss caused by in fla tion .

C o n sid e r the p ligh t of attorney 
Jo h n  Sh effie ld , w ho bought a house in 
L o s  A n g e le s in  19 - 19 fo r 57.000. Though  
Sheffie ld  recently  war, offered 570,000 
fo r the hou se , he co n te n d s that he can­

not afford to se l l  it because of h ig h  enp- 
ital-gains ta xes. Even though m ost of 
that S63.000 in cre a se  in  value sim p ly  
reflects in fla tion  s in ce  19 4 2 , Sheffie ld  
would s t i l l  be taxed on ha lf the gain.
And s in c e  Sheffie ld  a lready o w n s a se c ­
ond house that he now  liv e s in , ho 
couldn't defer the tax b y in v e st in g  in a 
new hou se .

W ith  in d e x in g , a capita l a sse t ’s  va l­
ue would bo increa sed  each year by the 
rate o f in fla tio n ; capita l-ga ins taxes 
would take effect o n ly  after the in fla­
tion in crea se . In d e x in g  cnpira l g a in s i s  
no: be ing  a ctiv e ly  con sid ered  in  W ash- |
inir.on now . But C ongressm an  W illia m  :
Steiger, a W isco n sin  R ep u b lica n , has 
persuaded a m a jority  on the W a y s and 
Means C om m ittee to support an am end­
ment to cut m axim um  cap ita l-ga in s 
tax ra tes back to 2 5 % — re sto rin g  the 
situation that ex isted  in  the 19 6 0 s.
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Public fears afoul rising inflation have 
dominated the debate over tax legislation 
this year. Warnings that too large a cut 
and an increased federal deficit could 
flush up inflation led President Carter 
last month to scale his proposed S2-1.5 
■billion tcx cut beck to S19.-1 billion. A 
vexed issue has been whether to cut bach 
the unpopular increases scheduled for 
Social Security taxes next year. But in 
mid-May the House Ways and Means 
Committee, reversing a previous ivte. re­
jected any such reduction. Any tax rut 
therefore seems sure to conic rut of in­
come taxes.

On taxation issues—whether this 
year's tax rats or more basic changes 
such as indexing—the opinion that counts 
most in Washington is probably the.t cf 
Democratic Senator Russell B. Long of 
Louisiana, chairman of the Senate 
Finance Committee. A senator for almost 
30 yeais and veteran of many a legis­
lative battle <over taxes. Senator Long, 
59. has been described as "the B-.rysh- 
Ttikoo of senatorial p-olitics" because of 
his cgility end control, lie toiled to 
M o re y  recently about current tax issues. 
Excerpts:

Senator, you've opposed indexing the 
income tax for inflation. Whet is your 
basic objection?

In d ex in g  d ie  tax would mean that 
e v e n ' year w hen  you have inflation, 
governm ent revenues would go up 
m uch le s s  than they do now . T h e n , in ­
stead of rev iew in g  the situation  and vot­
in g  fo r a tax cu t, a s we are doing, you’rl 
find  that the co st  o f governm ent would

be g o in g  up w ith  in fla tion  and you'd 
be co n sta n tly  u n d er p re ssu re  to n in e  
taxes, i t 's  a lot ea sie r to reduce taxes 
than it i s  to ra ise  taxes.

So you prefer to let inflation push, up peo­
ple's tax bills?

In  o rd er to keep d ie  governm ent 
so lv e n t, i t ' s  e a sie r  to do it  w ith  the ex­
is t in g  sy ste m  than it  i s  w ith  in d ex in g . 
W hat we do each tim e in tia tion  h a s o c­
cu rred  i s  to take a look at how  each tax­
payer f in d s h im se lf  a te r  in fla tio n  and 
a d ju st ta xes to take thar in to  account. 
So  we do reduce taxes, and we try  to 
do it  in  a w ay that w ill be ju st  and fa ir 
to a ll co n cern ed .

One complaint is that people in the 
middle-irxomc range have nut kept up 
with inflation because tax ruts have been 
aimed chiefly at tcr.oer-income people.

I  th in k  that ta xe s are too h ig h . Fo r 
the upper-m idd le-incoine b ra ckets and 
the upper b ra ckets, they are tar too 
h ig h . But a s long  a s the C o n g re ss i s  o f 
a mood to put m ore taxes on  the upper- 
m iddle- and high-bracket taxpa yers in 
o rder to reduce the taxes o f those who 
fa ll in  the low er end  ci d ie sca le , it w on 't 
m atter w hat sy ste m  you adopt, in d e x­
in g  o r so m e th in g  e lse .

Some congressmen argue that a large 
tax cut would generate, more revenue, a s 
it did after the Kennedy tax cut of 195-1. 
What's your view of that?

You ca n ’t bo su re  in  advance ju st  
how  a ny ta x cu t w il l  work. Y o u  have to 
re ly  on so m e o n e 's e stim a te s. But I'v e

fe lt th2t in  som e areas, su ch  a s the in ­
vestment tax cred it , the st im u la t iv e  e f­
fect was so  good for d ie  econom y that 
it  really co st  u s noth ing , in fact made 
u s money.

You apparently don't believe that a tax 
cut new might be inflationary?

I f  it re su lt s  in  m ore in vestm ent, 
particu larly m ore production o f en e rg y , 
then it w il l  not be it ila t io n a ry . In  
m y judgment, the re su lt  w ill be m ore 
investm ent. • ^

.*<• *
Many members of Congrcsl still want to 
ait back on the Social Security payroll 
tax. Hear do you feel about that?

It ’s  sort o f a d ist in ct io n  w ithout a 
difference. We can  reduce the in co m e 
tax by as m uch a s we want to reduce it 
in  order to o ffset the in crea se  in  S o c ia l 
Secu rity  tax o r to more- than o ffse t it.

The Prrsidcr.t r.cs proposed a number 
of reforms that will eliminate deductions. 
Do you think any reforms will ba cou­
pled with the tax cut?

I  think som e o f d iem  w ill. But if  
we look at the h isto ry  o f tax reform  
b il ls ,  diey a lso  have to em a il m ajor tax 
reductions. T i i i s  happens because there 
i s  far more resentm ent am ong those  
w ho pay more taxes as the re su lt  o f a 
tux refonn b ill than there i s  appreci­
ation among those who ate go ing  to pay- 
le s s  taxes. W hen you take up a m ajor 
tax b ill, first one item  and then anoth­
e r s t ir s  resentm ent. A  tax re fo n n  b ill 
w h ich  does not w ork  out to be an o v er­
a ll tax reduction cannot becom e law.

In fluentia l D em o cra ts oppose Ste iger's 
proposal, but he may win some com ­
prom ise  c o n c e s s io n s— perhaps an in ­
crea se  in  the am ount o f ca p fu l lo sse s 
that can be used to reduce taxable 
incom e.

C u t  f i r s t ,  i n d e x  In t e r

C o ng re ssm en , e sp ec ia lly  Republi­
ca n s. ate tu s s lin g  vuth the depressing  
effect of h igh taxes and bracket creep 
on cco n u in ic  grow th and investm ent. 
Som e proponents of indexing , such as 
Senator W illia m  Roth of Delaware and 
Buualo-arca C ong ressm an  Jack  Kemp, 
believe that tax ra te s shou ld  be cut sub­
sta n tia lly  f ir st , then indexed to keep in ­
flation from w ip in g  out tho cu ts. Kcrnp 
and Roth are sp o n so rin g  a b ill to cut 
personal tax ra tes w ith in  each bracket 
by nearly one-th ird , in  addition to re­
d u c in g  corporate ta xes. Kem p lik e s to

note that 3 ft c r  a s im ila r  cu t proposed 
by P re sid en t Jo h n  F . K enn ed y  and e n ­
acted in  LS64. eco n o m ic grow th v/as so  
stro n g  that federal tax c o lle c t io n s  in ­
creased  ra ther than decreased  in the 
next few yea rs.

T a j.e s  at the cu rren t ra te s d isco u r­
age people from  v/ork and in ve stm ent, 
Kem p and R oth  contend . ’ ’People th in k  
on the m a rg in ,"  sa y s  K crn p , a rgu ing , 
that taxpayers are w ell aware how  
m uch of d ie  e a rn in g s from  an extra  
h o u r 's  o r day’s  work wiM go to the gov­
ernm ent. A n  exam ple i s  C h a rle s R . Fro- 
se u s. a telephone repairm an from  
B a Jt lv rin sv illc , N .Y . Pri tuts sa y s  he 
ar.d h is  fe llo w  w ork ers know that w hen 
they w ork m ore than 12  h o u rs over­
tim e. paycli ’ :k  deduction s from  feder­
al and state  incom e taxes and S o c ia l 
S e cu r ity  v /iil start to total *!7 f5 . ’’So  I 
ju st  cu t it o ff at 12  h o u rs,’" h e  sa y s . " I t

isn 't  worfit it  to w ork any m ore ." T h e  
Kemp-PvOth argum ent w ill be a m a jor 
Republican plank th is  fa ll and in 19S0 .

"Support for in d e x in g  i s  g o in g  to 
ba d irectly  proportional to the rate o f in ­
fla tion ,” predicts B arber B. Conable J r . ,  
ra nk ing  Republican c n  the H ouse W a y s 
and Means Com m ittee, w ho backs the 
proposal. P o ssib ly , C o n g re ss w ill com e 
to se c  le ss politica l m ileage in  boasting  
o f tax cuts id a sk ep tica l population 
aware that inflation has a lready pu shed  
up taxes. A s fo rm er New Y ork  Sena tor 
Ja n ie s  Buckley, a long- tim e supp orter 
o f indexing , told a recent Senate hear­
in g : “ There i s  no tax t eform  that i s  in u re  

' important to achieve, ea sie r to a ccom ­
p lish  and fa irer in  it s  im pact than in ­
com e tax indexa tion .”  If  C o n g re ss  
b eg in s to th ink like, that, the S tea lthy 
Bracket Creeper cou ld  Leconte an e n ­
dangered s jie c ie s . en d
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C h a p t e r  [

o f l a t i o n  a n d  t h e  I n d i v i d u a l  I n c o m e

T a x  I n t r o d u c t i o n  t o  t h e  

s s  y e s — F i  n  d  I n p s  a n  di

R  ©  c  ©  nro m  e  n  d  a l s o  n  s

I N T R O D U C T I O N

The United States is currently experiencing its 
most prolonged, severe inflation in the last quarter 
century. Indeed, since 1972, the Consumer Price 
Index (CPI) has risen by an average of 9.6 percent 
annually— a clear departure from the historically 
mild 2-3 percent for the U.S. since 1950. Moreover, 
talcs of inflation well above the historical average 
arc expected to continue, at least for the next five or 
six years. Doth the Congressional Budget Office 
(CBO) and the President project an increase in the 
Gross National Product (GNP) implicit price de­
flator of somewhat over 6 percent in 1977 and an 
average annual increase of 5-6 percent over the 
period J377-81.

'j here are several undesirable economic effects of 
such a sustained, high rale of increase in the general 
price level. One of the most important of these ef­
fects, and one which is gaining an increasing amount 
of attention from economists and policymakers at all 
levels of government, is the distorting effect on the 
personal tax burden which results from the interplay 
of inflation and any progressive individual income 
tax.’

When most of the current U.S. Internal Revenue 
Code provisions were enacted, inflation was not a 
serious problem. As a result, most major tax code 
provisions arc specified in nominal dollar 
amounts —e.g., lax bracket boundaries, exclusions, 
exemptions, the standard deduction maximum, the 
Jow-income allowance, and various other deductions 
or credits, such as the child care expense deduction
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and the per capita credit in 1975. Inflation, however, 
decreases the real value of these exemptions, deduc­
tions, and credits that arc specified in fixed dollar 
amounts, causing taxable income to rise more 
rapidly than total income. In addition, since the tax 
rate brackets are slated in fixed dollar incomes, the 
increase in taxable income— regardless of whether 
there is an increase in real income— is subject to 
taxation at higher marginal rates.2 It is the impact of 
inflation on individual income taxes because of these 
problems that is considered in this report.

IMPACT OF INFLATION ON INCOME TAXES
Inflation interacts with a progressive individual 

income tax to distort real tax buidens in two ways. 
First, iT a taxpayer’s nominal (money) income in­
creases, the share of income paid as tax rises even 
though thcic may be no increase— or even a 
decline— in real income or purchasing power. Sec­
ond, the response of the tax structure to changing 
real income is asymmetric: if nominal income is con­
stant so that real income falls by the inflation rate, 
income taxes do not fall to reflect this taxpayer’s 
decline in purchasing power. In short, inflation 
causes individual income tax burdens for any given 
real income to increase.

The effects of an assumed 6 percent inflation on 
both Federal and stale income taxes for famil'es with 
differing money income changes are demonstrated in 
Table 1-1. One sees that if a family’s income in­
creases sufficiently to just offset the increase in 
prices, income taxes claim a larger share of that 
constant real inepme— generating a decrease in dis­
posable real income. Similarly, if this family receives 
no increase in money income, real income declines 
by 6 percent, but this family’s income tax liability 
does not fall to reflect this fact. Finally, even if the 
family manages again in income more than enough lo 
offset the inflation, income taxes rise in response to 
the growth of nominal income rather than real in­
come and thus erode the real income gain.

SCOPE OF THE STUDY
This study focuses on the increases in real indi­

vidual income tax liabilities that result from tho re­
duction in the real value of tax exemptions, deduc­
tions, credits, and rate brackets due iq inflation. It is 
important to note that there are several other issues 
regarding the effects of inflation and income growth 
on individual income taxes that arc not included in 
this report. 'v

It is an inherent trait of any progressive tax, a 
trait which has been historically recognized and

Tsh!a 1-1
INDIVIDUAL. INCOME TAXES FOR VARIOUS CHANGES IN FAMILY INCOME, 

ACTUAL AND INDEXED 1S75 TAX LAWS

Percent

F E D E R A L  S T A T E 1
Actual 1975 I a w  Indexed 11)75 L a w  Actual 1975 L a w  Indexed 1975 L a w

Kumlnaf Growth of Income Effective Income Effective Income Effective Income Effective
Income Income T a x’ finlc Tax’ dele Tax’ Rate Te x’ nnte.

1975
Families A. B, 

and C  $12,000 $1009 9.00% — $305 2.5-1%

197G— After 
C percent 
Inflation

Family A 12,000 0 1089 9.0C $1018 0.40% 305 2.54 $204 2.37%

Family B 12,72.0 C % . 1201 9.4-1 1155 •9.00 341 2.68 323 2.54

Family C 13,4-10 12 1321 9.03 1205 9 41 379 2.02 359 2.C7

•New York
•'(.'.arriod cooplo with two ct'T'Onttiiiits, fit income is vovjos and salaries of one spouse, join! return dairting the standard deduction. 
’Calculated as |I.Ot) x 1075 tax on (nominal income)]_

Source: ACIH stall.
1,00



applauded, that lax revenues will increase more than 
proportionately to increases in income. This concept 
of “revenue elasticity" has been supported both be­
cause it provides revenue to governments to meet 
rising demand for public services and because it en­
hances the built-in, macroeconomic, stabilizing in­
fluence of the tax. Any progressive individual in­
come lax will provide greater percentage revenue 
increases than income increases regardless of 
whether the rise in incomes occurs as the result of 
real increases in output or from intlation.

REAL VERSUS INFLATION GROWTH

There arc several important reasons why the elas­
ticity of income taxes with respect to real growth 
must be differentiated from the clastic response of 
revenue to inflation-induced increases in income.

First, real economic growth in the U.S. is a con­
tinuing, long-term feature that has been anticipated. 
Thus, income tax elasticity with respect to that real 
growth must also be an expected impact of the use of 
progressive income taxes. However, we have al­
ready noted that the inflation rates of the last several 
years have few parallels in U.S. economic history, 
leading to tho plausible interpretation that substan­
tial real income tax growth due to inflation was not 
explicitly intended.

Second, there is a fundamental difference be­
tween inflation-induced and real growth-induced in­
come tax elasticity, tit least from the viewpoint of 
taxpayers. With real increases in income, taxpayers 
have greater after-tax purchasing power— they arc 
wealthier— and tints adjust tlicir consumption de­
mands, including the demand for public services. If 
the desire lor public services also tlscs more than 
proportionately to an increase in leal income, as is 
likely for al least some public services, then revenue 
elasticity provides the funds to satisfy these de­
mands. However, when income changes occur 
simultaneously with general price-level increases, 
taxpayers arc not necessarily made any “better” 
off— and, in fact, after-tax real income may decline. 
In short, income taxes and the giowth of tax 
liabilities under an “ability-to-pay" concept must 
respond to real purchasing power and not nominal 
incomes.
Therefore, for any progressive indjvidual income 

tax, the elasticity of revenue with respect to both real 
income growth and inflation is greater than one. The 
concern in this report— and the object of 
indexation— is the component of income tax growth 
that occurs because of inflation and is more than

proportionate to the increase in the price level. While 
it is possible to make a case for income taxes of 
unitary elasticity with respect to all income growth, 
the response of income taxes to inflation is in large 
measure a new issue due to the current, historically 
high rates of inflation. Accordingly, this study 
examines (1) the impact of inflation in increasing real 
income tax burdens irrespective of the amount of 
real economic growth and (2) indexation as a 
mechanism to set automatically the elasticity of in­
come taxes with respect to inflation equal to one 
(without altering income tax elasticity with respect 
to real income growth).

P R O P E R T Y  I N C O M E

The scope of this report is further limited to only a 
portion of the inflation impact on individual income 
taxes. Specifically, we exclude the issues of the 
proper definition of property income. Of particular 
importance are capital gains and interest income.

First, a capital gain (or loss) for income tax pur­
poses is defined to be the difference between the 
purchase and sales price of an asset. If the general 
price level has increased during the period the asset 
is held, only a portion— if any— or the gain in value of 
the asset is real. Therefore, taxpayers incur an in­
crease in taxable income from the capital gain greater 
than the increase in the real value of the asset.

Second, depending upon the degree lo which an 
inflation is anticipated by lenders and borrowers of 
money, nominal interest rates adjust to correct for 
inflation. Thus, if the inflation is fully anticipated, 
lenders may receive and borrowers pay an interest 
rate that can be thought of in two parts: real interest 
representing the return or cost of the loan and an 
interest adjustment for inflation which serves to just 
maintain the real value of the loan (the principal).
This inflation response of interest rates would 

pose no problem if interest income were not taxable 
and interest payments were not tax deductible. 
However, since interest income is taxable, lenders 
must pay tax on die inflation adjustment component 
c-f interest which reduces the real after-lax rale of 
return. In fact, since the inflation component of an 
interest payment is designed lo keep the teal value of 
the principal intact, taxation of that interest income 
can be thought of as a tax on capital. For borrowers 
who can deduct interest payments, deduction ol the 
inflation interest component means he or she pays a 
lower real rate of interest than intended (the real 
market rate). Deduction of the inflation component 
of interest can in fact reduce the borrower’s repay-



merit below the original amount bor rowed.
These problems arise irrespective of the degree of 

progrcssivity of the tax; in fact these problems exist 
even iTthe tax were proportional or regressive. Con­
sequently, these issues are not solved by indexation 
of exemptions, credits, the standard deduction, and 
tax rate brackets. The inflation effect on the tax 
treatment of capital gains, interest, and debt arises 
not only because the tax structure may lead lo an 
inflation-induced increase in t;• ', but also because 
the definition of income does not allow for the impact 
of inflation. Of course, even if the definition of these 
types of income were corrected, the structure effects 
with a progr essive income lax remain.
This report is concerned only with the increase in 

effective income tax rates that occurs because of the 
interaction of inflation with the structure of the in­
come tax and not with the definition of properly 
income. This limitation ran be made because of the 
very different and separatenature of these inflation- 
incomc tax issues. First, the property income issue 
exists not only for the. individual income tax, but also 
for the corporate income tax. As such, it can better 
be examined as an integral part of broader discus­
sions regarding revisions in accounting standards 
and practices. Second, from a policy standpoint, the 
adjustment of the tax structure for inflation can be 
proper ly viewed as a prerequisite to the issue of the 
definition of income since the lax structure, problems 
impact on ;*!i income. Third, as a practical matter, 
the inflation impact and correction we arc examining 
in this report relates to wages and salaries— a com­
ponent which accounts for the bulk (83.5%) of the 
Federal tax base— Adjusted Gross Income (AG1). 
In contrast, interest income was 3.7 percent and 
sales of capital assets 2.3 percent of AGI.3
Accordingly, the remaining sections of this chap­

ter highlight the implications of only the tax structure 
problems in an inflationary period and the advan­
tages and disadvantages of indexing personal exemp­
tions, major fixcd-dollar deductions and the tax rate 
brackets of progressive individual income taxes.

POLICY IMPLICATIONS
Clearly, one effect of (lie interaction of inflation 

and a progressive income tax is to increase the real 
income tax burdens of taxpayers. Moreover, since 
both inflation and its income tax effects do not im­
pinge equally on all taxpayers, the legislated dis­
tribution of income lax burdens is altered. Because 
inflation generates increases in individual income 'ax 
liabilities, inflation also provides an automatic in­

crease in income tax revenue to any government 
using a progressive income tax.

Although these automatic, real revenue increases 
generated by inflation arc only potential gains (i.e., 
they can be eliminated by enacting tax reductions), 
one school of thought argues that they bias the politi­
cal process in favor of a larger public sector than 
otherwise would be legislated. This can occur for 
either or hot li of two reasons: (1) individuals may not 
perceive this automatic increase in taxes from infla­
tion because it docs not result from lengthy and 
detailed public debate of the type tb‘I . surrounds 
legislated tax changes, and/or (2) indis .luals canriot 
easily pinpoint a particular public official who is a 
source of the tax increase upon whom they can im­
pose a political penalty for the tax hike.

In addition, the inflation-personal income tax in­
teraction will affect intergovernmental fiscal rela­
tions since it will impact differentially on the various 
levels of government. Thus, the level of government 
for which these automatic tax increases arc larger 
can be favored by inflation. Alternatively, any move 
to force legislative action or accountability for these 
real tax increases might cause greater fiscal stress at 
one level of government than another. F.ach of tiicse 
issues— -the inflation and income tax effects on indi­
vidual taxes, and the fairness of the system on 
public revenues, public sector growth, and inter­
governmental fiscal relations— is considered in sub­
sequent chapters of this report.

PO LieY ALTER NATIVES
INDEXATION

Recognizing that inflation does have the effect of 
increasing real individual income tax burdens, marry 
individuals have suggested, and some governments 
have implemented, a procedure to index progressive 
individual income taxes lo eliminate automatic tax 
increases due lo inflation. The procedure is to adjust 
rate brackets, poison:-.! exemptions, deductions, and 
credits for.changcs in the general price level." These 
adjustments mitigate tire effects of inflation that arc 
generated through lhe income tax structure. While 
Tull indexation would thus maintain a constant real 
individual income tax burden on a constant real in­
come, this type, of indexing, while only partial, is a 
step in Ilia* direction. From the point of view of a 
government, “foi an indexed (individual income tax) 
system, the elasticity of revenues with respect lo 
price inflation is one."*

Again referring to Table 1-1, one can see how
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indexation of the individual income tax would affect 
tax liabilities. Under an indexed system, those 
families whose income pains just offset inflation 
'would incur no change in effective lax rate. How­
ever, it is also important to note that the nominal 
amount of income tax paid by such families docs 
increase; taxes increase by tiie inflation rate and thus 
continue as a constant share of income. Similarly, 
those families whose income gains outpace inflation 
would experience a smaller increase in income tax 
liabilities with indexation than under current law, 
although the effective income tax rate now would 
rise in response lo the gain in real income. Finally, 
those families who experience no increase in nomi­
nal income would have both the lax liability and the 
effective rate reduced by indexation. In that way, the 
decline in real disposable, income for such families 
would be reduced.

It should be recognized that some features of indi­
vidual income taxes arc already, in effect, indexed. 
All deductions, exemptions, and credits that are 
measured in current dollars (such as the itemized 
deductions) or as a percentage of income (such as the 
standard deduction below the maximum) are au­
tomatically adjusted for inflation by their definition.

A number of other countries have adopted income 
tax indexation, including France, the Netherlands, 
and Canada. Since indexation was introduced in 
Canada in 1974, the rate biaekets and personal 
exemptions have been adjusted upward annually by 
the previous year’s inflation rate. Because, the Cana­
dian experience is perhaps most relevant to the U.S., 
it is considered in detail in Chapter VI.

DISCLOSURE OF THE "INFLATION TAX"

While recognizing that inflation impacts on the 
individual income lax, some individuals would not 
go so far as lo advocate indexation. Rather, viewing 
the. problem as a misconception or lack of informa­
tion about tax increases, they propose that the 
amount of the increase in t eal taxes due lo inflation 
be calculated and be publicly disclosed annually. 
Whether this adjustment to the status e/ito would be 
sufficient to cause elimination of the inflation tax is 
not known.
One should recognize that either indexation or 

public disclosure— to the extent that they eliminate 
the. inflation tax and that ii is not restored by legisla­
tive action— would have effects on other economic 
variables. Specifically, one must determine the po­
tential effects ofirulexation on the automatic stabiliz­
ing impact of the Federal personal income tax, on the

value of Federal deductibility cf state-local taxes, 
and on the impact of state deductibility of Federal 
income tax liahility.These issues, too, arc examined 
in the course of our consideration of the process of 
indexing individual income taxes.

SUMMARY OF FINDINGSA
O F  T H E  REPORT-

Several findings relevant to public policy delibera­
tions can be derived from this report. Before sum­
marizing these, however, two import mt points must 
be emphasized. First, the issue of in.' .ation-induced. 
progressive personal income tax increases deals with 
the rise in effective income tax rates due to a tax 
increase in nominal dollars. Personal income tax 
increases in nominal dollars which cither are just 
proportionate to inflation and/or which result from 
real income growth arc not of concern in this report. 
Second, the benefits end costs of personal income 
tax indexation arc directly related lo the rate of infla­
tion. Thus, one’s view of the desirability (or unde­
sirability) of indexation depends in large part on the 
inflation rate.
The major findings of this report are as follows:

FISCAL ACCO UI iTARIUTY

o Inflation internets with an. progressive indi­
vidual income tax to generate inn eases in tax 
revenue more than proportionate to tli ? rate of  
inflation. These increases occur with practi­
cally no public debate or disclosure of the fact. 
Although progressive income taxes also 
exhibit elasticity with respect to real income 
growth, that property is inherent in a progres­
sive tax and can be considered intended. Since 
recent inflation rates and those projected for 
the immediate future arc well above the histor­
ical average, the automatic increase in aggre ­
gate, effective, personal income tax rates due 
to inflation is a significantly new and different 
issue.

TAX EQUITY

o A mo up the different taxpayers, the inflation 
induced increases' in personal income taxes 
without legislated tax cats are arbitrary. They 
depend on differences among taxpayers as to 
family size, level of gross income, type of in­
come received, and the degree to which the 
various dollar limitations in the lax code affect 
tax liabilities.

5
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© Inflation is especially hard on low-income 
families andallfamilies with many dependents 
because it erodes the value of personal ex­
emptions, the low-income allowance, the 
maximum limit of the standard deduction and 
per capita credits. After one year of 7 percent 
inflation, the value (in constant dollars) of a 
$750 personal exemption falls to $701, the 
$1,600 low income allowance falls to $1.-195, 
the $2,600 maximum standard deduction for 
married persons falls to $2,430. The income tax 
impact of the decline in the real value of per­
sonal exemptions increases with family size. 
The relative increase in tax liability because of 
the effect of inflation on al) these variables will 
be greater for lower income, taxpayers (with the 
exception that those with very low income may 
still owe no tax even after inflation erodes the 
value of these tax features).

© On the average, increases in tax liabilities due 
to the inflation erosion of income tax brackets 
will he greater for taxpayers in the upper in­
come range where brackets are narrow and the 
rise in tax rates he tween brackets is fastest. 
For the Federal personal income tax, this oc­
curs in the $28,000 to $200,000 income range.

o The middlc-incomc taxpayers, those with in­
come between 1,10,000 and SIS ,000, incur the 
smallest decline in real, after-lax pm chasing 
power due to the injlation-income tax in­
ter/day. This occurs because the exemption- 
credjl-deduction effect diminishes in impor­
tance faster than the bracket effect grows in 
importance,

© On balance, the four major tax cuts enacted 
since I960 have introduced a greater element 
of /uogressivity into the in'omc lax structure 
than would have been the case under an in­
dexed system. This inference can he drawn 
from the fact that classes of taxpayers below 
$25,000generally have lower 1975 effective tax 
rates than they would have had if the I960 law 
had been indexed and no other changes had 
been made. Taxpayers with incomes above 
$200,000tilso had lower 1975 effective tax rates 
than they would have had under an indexed 
system.

o Doth the magnitude and the differential im­
pacts of the inflation-induced individual tax

increases, ir, i e absence of indexation and 
enacted tax curs, can be substantial. For 
example, after live years ol'7 percent inflation, 
the inflation-induced tax increase in the fifth 
year is $352 for an average family wit h constant 
real income cf $6,000, S602 fora teal income of 
$15,000. and SI,743 for a real income of 
$30,000. From another viewpoint, the de­
creases in real disposable income over this 
five-year period for families with these real in­
comes arc: S6.000 income— a .$449 or 7.4 per­
cent decrease in disposal leornc, $15,000 
income— a $420 or a 3.1 percent decrease, and 
$30,000 income— a SI,235 or 4.9 percent de­
cline. y . .

PUBLIC SECTOn GROWTH

© Assuming annual 6 percent inflation, annual 6 
percent real income growth, and no discretion­
ary lax code changes from 1976 on:

c© The inflation-induced real increase (thoI is 
the increase which would be more than pro­
portionate to inflation) in federal personal 
income taxtrvenne would be about S6 billion 

• in 197'/ (3.7 Tr of income taxes) and about S50 
billion in 19X0 (14.4% of income taxes). ’1 lie.se 
are the amounts of the automatic increase in 
income taxes that would be eliminated by lax 
indexation.

©o The inflation-induced teal increase in per­
sonal income tax revenue for u hypothetical 
“ average state'' Iunder the above assump­
tions and assuming a state personal income 
tax elasticity equalling 1.65) would be about 
S15 million or 3 percent of income tax after 
one year and about S140 million or 14 percent 
of income lax after five years. Again, these 
are the amounts of the automatic increase in 
income tax that would be eliminated by tax 
indexation. Any given stale’s situation will 
, vary from this piojcction depending on its 
. income tax elasticity, the nominal .amount of 
income lax revenue, and the state's reliance 
oh the income tax in its total revenue picture.

© Since few lore,I governments utilize progres­
sive .personal income taxes, the inflation im­
port is not significant ol the local level. Impor­
tant exceptions to this generality arc: local 
jurisdictions in Maryland where the local indi­
vidual income tax is a percent of (he state in­

6



c o m e  l a x ;  N e w  Y o r k  C i t y  w h i c h  l i a s  a  p r o ­
g r e s s i v e  i n d i v i d u a l  i n c o m e  t a x  a n d  a l l o w s  p e r ­
s o n a l  e x e m p t i o n s  s p e c i f i e d  i n  f i x e d  d o l l a r s ;  a n d  
t h e  D i s t r i c t  o f  C o l u m b i a  w h i c h  h a s  a  p r o g r e s ­
s i v e  i n d i v i d u a l  i n c o m e  t a x .

o  / / j  the past, at the Federal level, discretionary 
tax cats have more than offset the automatic, 

inflation-induced real increase of personal in­

come taxes. I n d e e d ,  t h e  f o u r  m a j o r  F e d e r a l  
i n c o m e  t a x  c u t s  s i n c e  I 9 6 0 — j u s t i f i e d  l a r g e l y  
f o r  e c o n o m i c  s t a b i l i z a t i o n  p u r p o s e s — r e s u l t e d  
i n  l o w e r  i n c o m e  t a x e s  in  1 9 7 5  t h a n  w o u l d  h a v e  
e x i s t e d  h a d  i n d e x a t i o n  b e e n  a d o p t e d  in  I 9 6 0  
w i t h  n o  s u b s e q u e n t  t a x  c h a n g e s .  H o w e v e r ,  
t h e s e  F e d e r a l  l a x  c u t s  h a v e  n o t  f u l l y  e l i m i n a t e d  
t h e  e f f e c t s  o f  i n f l a t i o n  o n  a g g r e g a t e  i n c o m e  
t a x e s  s i n c e  1 9 6 5 .

e  Most stales have not ait their income tax rates 

so os to reduce the inflation impact on their 

revenues. F r o m  1 9 6 6  t o  1 9 7 3 ,  s t a l e  d i s c r e t i o n ­
a r y  a c t i o n  in  t h e  a g g i c g a t e  s e r v e d  t o  i n c r e a s e  
i n c o m e  t a x e s  b e y o n d  t h e  i m p a c t  o f  i n c o m e  
g r o w t h  a n d  i n f l a t i o n .  S i n c e  1 9 7 3 ,  m o s t  s l a t e s  
h a v e  n o t  r a i s e d  t h e i r  t a l e s  b u t  h a v e  r e l i e d  o n  
i n f l a t i o n ' s  i m p a c t  o n  t h e i r  r e v e n u e  l o  m a i n t a i n  
t h e i r  p u b l i c  . s e r v i c e  l e v e l s .

c  Us iiip the economic projection of the Congres­

sional budget Office— average annual total 

income growth of 10 pen cut including about a 

6 pci cent average annual inflation rate— the 

average annual increases in aggregate state 

income tax ievenin' will he about, id percent 

from 1977 lo IVSO with indexation; am! about 

16.5 percent without indexation. I n  c o n t r a s t ,  
a c t u a l  a g g r e g a t e  s t a l e  i n d i v i d u a l  i n c o m e  t a x  
r e v e n u e  i n c t c a s e d  a t  a n  a v e r a g e  a n n u a !  l a t e  o f  
a b o u t  1 5 .5  p e r c e n t  f r o m  1971 t o  1 9 7 5 .

i r J T C r i G O V E R N M E M T A L  F I S C A L  
E F F E C T S

W i t h o u t  I n d e x a t i o n

I n  t h e  a b s e n c e  o f  i n d e x a t i o n ,  t h e  i n t e r a c t i o n  o f  
s u b s t a n t i a l  i n f l a t i o n  w i t h  p r o g r e s s i v e  i n c o m e  l a x c  . is  
l i k e l y  t o  p t o d u c c  t h e  f o l l o w i n g  i n t e r g o v e r n m e n t a l  
f i s c a l  e f f e c t s :

ft

a Of the revenue systems of the three levels of 

government, the Federal sector lias the

greatest capacity lo automatically realize the

■ revenues which accrue as injlation generates 

nominal increases on various tax hoses, ' f l i c  
F e d e r a l  g o v e r n m e n t  m a k e s  r e l a t i v e l y  i n t e n s i v e  
u s e  o f  t h e  p r o g r e s s i v e  p e r s o n a l  i n c o m e  t a x ,  
F e d e r a l  c o l l e c t i o n s  a c c o u n t  f o r  a b o u t  8 5  p e r ­
c e n t  o f  a l l  i n d i v i d u a l  i n c o m e  t a x e s .

® State governments hove the second greatest 
ability lo realize inflation-generated tax rev­

enues. S l a t e s  r e l y  m o r e  h e a v i l y  o n  p r o g r e s s i v e  
p e r s o n a l  i n c o m e  t a x a t i o n  t h a n  d o  l o c a l  j u r i s d i c ­
t i o n s .

o O n  the cx;tenditurc side, local governments 

tend to be more "inflation prone"  than the 
other sectors (Federal, state, private) if the 

economy. L o c a l  g o v e r n m e n t  s e r v i c e s  arc .  r e l a ­
t i v e l y  m o s t  l a b o r  i n t e n s i v e  ( e . g . ,  t e a c h i n g ,  
h e a l t h ) .

o  The capability of the Federal government to 

continue its past (1900-75) record of returning 

the “inflation tax" revenues in the form of 
enacted tax reductions will continue for the 

foreseeable future unless Congress decides to 

underwrite a major new initiative such as a 

national health plan. A l t h o u g h  t h i s  c a p a b i l i t y  
i s  a  f u n c t i o n  o f  n a t i o n a l  e c o n o m i c  s t a b i l i t y  a n d  
t h e  p o l i t i c a l  a l i g n m e n t ,  b o t h  o f  w h i c h  c a n  be. 
d i f f i c u l t  t o  p i e d i c t ,  C B O  p r o j e c t i o n s  n e v e r t h e ­
l e s s  i n d i c a t e  t h a t  d u r i n g  t h e  n e x t  f i v e  y e a r s  t h e  
F e d e r a l  g o v e r n m e n t  w i l l  h a v e  t h e  f i s c a l  c a p a c ­
i t y  t o  e n a c t  l a x  r e d u c t i o n s  a n d  s t i l l  r e d u c e  t h e  
s i z e  o f  i t s  b u d g e t  d e f i c i t  in  t h e  a b s e n c e  o f  m a j o r  
n e w  e x p e n d i t u r e  c o m m i t m e n t s .

o The 16 states which permit their residents to 

deduct their Federal income tax liability in 

computing the state income tax will experi­

ence, daring an inflation, o lower growth of 

revenues tium would otherwise occur. A s  i n f l a ­
t i o n  i n d u c e s  F e d e r a l  p e r s o n a l  i n c o m e  t a x  i n ­
c r e a s e s  t h a t  a r e  p r o p o r t i o n a t e l y  g r e a t e r  t h a n  
i n f l a t i o n ,  t h e s e  h i g h e r  l i a b i l i t i e s  w i l l  e i o d e  
t h e s e  s t a t e s ’ i n c o m e  t a x  b a s e .

® Suites which "piggyback" their state intome 
tax on the Fcdeial income tax (stole lax liabil­

ity is computed as a set percentage of Federal 

liability) are likely to find a roller-coaster efjei t 

on their income tax revenues. T h e i t  t a x  e o l l c c -



t i o n s  w i l l  a u t o m a t i c a l l y  r i s e  w i t h  i n f l a t i o n  d u e  
t o  t h e  i n f l a t i o n  r e s p o n s i v e n e s s  o f  t h e  F e d e r a l  
i n c o m e  l a x .  I f  C o n g r e s s  f o l l o w s  p a s t  p r a c t i c e ,  
h o w e v e r ,  ( a s  i s  p l a u s i b l e )  a n d  e n a c t s  t a x  c u t s  
t o  o f f s e t  t h e  i n f l a t i o n - g e n e r a t e d ,  r e a l  i n c o m e  
t a x  i n c r e a s e s ,  t h e  p i g g y b a c k  s t a t e s  w i l l  e x p e r i ­
e n c e  d e c l i n e s  in  t h e i r  t a x  r e v e n u e s  ( f o r a  g i v e n  
t a x  r a t e ) .  A t  t h e  v e r y  l e a s t ,  t h e  “ p i g g y b a c k "  
s t a t e s  w i l l  e x p e r i e n c e  u n c e r t a i n t y  o f  r e v e n u e s  
w i t h  i n f l a t i o n .

o Mo:. I sidle and local neverntncnis will he in too 

weal, a Jiscal position to enact tax reductions 

during the next few years. S t a t e  a n d  l o c a l  g o v ­
e r n m e n t s  d o  n o t ,  i n  g e n e r a l ,  h a v e  h i g h l y  
i n f l a t i o n - r e s p o n s i v e  l a x  s t r u c t u r e s .  S o m e  s t a t e  
g o v e r n m e n t s  a n d  m a n y  l o c a l  g o v e r n m e n t s  
h a v e  b e e n  f o r c e d  t o  r e s t r i c t  o r  e v e n  r e d u c e  t h e  
q u a l i t y  a n d  s c o p e  o f  t h e i r  s e r v i c e s  i n  t h e  l a s t  
f e w  y e a r s .  U n l i k e  t h e  F e d e r a l  g o v e r n m e n t ,  
t h e y  c a n n o t  e n g a g e  i n  e x t e n d e d  d e f i c i t  f i n a n c ­
i n g  t o  In  i d g c  t h e i r  c u r r e n t  c x p e n d i l t i r c - i  e v e n u e  
g a p .  A c c o r d i n g l y ,  in  t h e  n e x t  t w o - t h r e e  y e a r s ,  
n e w  s l a t e  a n d  l o c a l  e x p e n d i t u r e s  m a y  b e  
n e e d e d  j u s t  t o  m a i n t a i n  p a s t  ( e . g . ,  1 9 7 2 )  p r o ­
g r a m  s c i  v i c e  l e w i s .

c- The inflation-personal income lax interaction 

will slightly reduce the net resident burden of 

stole and load loses. 'I h i s  i n t e r e s t i n g  a n d  b e n ­
e f i c i a l  t w i s t  f o r  s t a t e - l o c a l  j u r i s d i c t i o n s  r e s u l t s  
f r o m  t h e  f a c t  t h a t  t h e  m a j o r  s t a t e  a n d  l o c a l  
t a x e s  a te .  d e d u c t i b l e ,  w h e n  a  t a x p a y e r  i t e m i z e s  
d e d u c t i o n s  o n  l a s  o r  h e r  F e d e r a l  i n c o m e  t a x .  
T h e  r e d u c e d  “ c u s t ”  o f  s t a i r - l o c a l  t a x e s  t h u s  
o c c u r s  a s  i n f l a t i o n  p u s h e s  t a x p a y e r s  i n t o  
h i g h e r  F e d e r a l  t a x  t ;  l e  b r a c k e t s  a n d ,  a s  a  r e ­
s u l t ,  i n c r e a s e s  t h e  d o l l a r  v a l u e  o f  t h e  s t a t e - l o c a l  
t a x  d e d u c t i o n .

VViflt F c t l c i . ' d  I n d e x a t i o n

W i t h  t h e  i n d e x a t i o n  o f  t h e  F e d e r a l  i n d i v i d u a l  i n ­
c o m e  l a x ,  t h e  f o l l o w i n g  i n l e r g o v e i o m e n t a l  e f f e c t s  
a r e  l i k e l y  l o  o c c u r :

o  The T'ederal government would t xgcricncc re­

duced Jlcxihiiity in the enactment of income tax 

cats. T h e  “ r e d u c e d  f l e x i b i l i t y ”  i s  l i k e l y  l o  a f ­
f e c t  b o t h  t h e  f r e q u e n c y  a n d  t h e  a m o u n t  o f  t a x  
c u t s  d u r i n g  t h e  n e x t  f e w  y e a r s .

<• Depending on the > ei/mremcnts of stabilization 

policy, the ledetal government might be

forced periodically to enact discretionary tax 

increases in the abs ence of the built-in, “in­

flation tax’’ increases which now occur. T h i s  
d o e s  n o t  n e c e s s a r i l y  m e a n  t h a t ,  o n  n e t ,  F e d e r a l  
t a x e s  w i l l  b e  h i g h e r  o v e r  t i m e — o n l y  t h a t  
p e r i o d i c  t a x  i n c r e a s e s  w h i c h  w o u l d  h e  n e c e s ­
s a r y  w o u l d  r e s u l t  f r o m  d i s c r e t i o n a r y  C o n g r e s ­
s i o n a l  a c t i o n .

o  State and local governments would find that 
tlicir residents experience a rise in the net bur­

den of stale-local taxes relative to what other­

wise would occur been use of the reduction in 

the dollar value of the state-local tux deduction 

on the Federal income tax return. F e d e r a l  t a x  
i n d e x a t i o n  w o u l d  p e r m i t  t a x p a y e r s  w i t h  c o n ­
s t a n t  r e a l  i n c o m e s  t o  a v o i d  b e i n g  m o v e d  i n t o  
h i g h e r  t a x  r a t e  b r a c k e t s  w h e r e  t h e  d o l l a r  v a l u e  
o f  t h e  s t a l e - l o c a l  t a x  d e d u c t i o n  o n  t h e  F e d e r a l  
t a x  r e t u r n  is s l i g h t l y  i n c r e a s e d .

°  States which permit the deductibility of Fed­
eral tax liability against their state income 

taxes would experience o slight increase in the 

revenue productivity of their taxes as Federal 

tax liabilities have the automatic “inflation 

tax' ’• component eliminated.

c i'iggybnch income tax states would, just as the 

Federal government, lose the revenues once 

generated by the “inflation tax.'' F e d e r a l  i n ­
d e x a t i o n  m ig h t  r e d u c e  t o  s o m e  e x t e n t ,  t h e  
f i s c a l  u n c e r t a i n l y  t h e s e  s t a t e s  n o w  e x p e r i e n c e ,  
a s  a  c o n s e q u e n c e  o f  t h e  p o s s i b l e  p c i  i n d i e  C o n ­
g r e s s i o n a l  i e d u c t i o n s  in  t h e  F e d e r a l  p e r s o n a l  
i n c o m e  t a x .

f d a ' o  k x l c w . f i y n  (In A d d i t i o n  

l o  t o e .  F o c l c r c J )

I f  t h e  s t a t e s  a s  w e l l  a s  t h e  F e d e r a l  g o v e r n m e n t  
i n d e x  t h e  i m l i v i d t  ’ i n c o m e  t a x ,  t h e  f o l l o w i n g  f i s c a l  
e f f e c t s  a r e  l i k e l y  to  o c c u r :

(« in general, state income tax indexation could 

be expected to increase stale-local Jiscal ten­

sions. b e c a u s e  s t a t e  g o v e r n m e n t s  h a v e  l i m i t  d  
a b i l i t y  t o  i n c u r  d e f i c i t s  t o  f i n a n c e  c u t  t e n t  
c x p e n d i t u r c - r c v e n u e  g a p s  a n d  b e c a u s e  t i n  ii 
l o n g - r u n  b u d g e t  s i t u a t i o n  is at best one of bal­
ance or slight surplus, i n d e x a t i o n  a t  t h e  s l a t e  
l e v e l  w o u l d  m e a n  e i t h e r  r e d u c t i o n  in  t h e  r a t e  o f  
e x p e n d i t u r e  g r o w t h  a n d / o r  t h e  l i k e l i h o o d  o f
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m o r e  t a x  i n c r e a s e s  t i t a n  w o u l d  b e  t h e  c a s e  in  
t l i c  a b s e n c e  o f  i n d e x a t i o n .

o The degree of fiscal stress due to indexation 

would vary among states depending on the ex­

tent to which they rely on progressive personal 

income taxation. In general, jurisdictions 

which have a high reliance on the personal, 

income tax would experience the most fiscal 

strain due to indexation. B u t  s o m e  s t a l e s  w h i c h  
h a v e  r a p i d l y  g r o \ V i n g e c o n o m i c  b a s e s  ( e . g . ,  t h e  
“ e n e r g y  r i c h "  s t a t e s )  m a y  w e l l  b e  a b l e  t o  a f ­
f o r d  i n d e x a t i o n  a n d  s t i l l  b e  a b l e  t o  i n c r e a s e  t h e  
s c o p e  a n d  q u a l i t y  o f  t h e i r  p u b l i c  s e r v i c e s  o r  c u t  
t a x e s .

o To the extent (hat indexation would reduce the 

fiscal flexibility of certain slates, local gov­

ernments in these stales wouldttlso experience 

financial strain if the slates become more re­

luctant lo increase stale to local aid (e.g., for 

property tax relief) n n d l o r  take over certain 

local fiscal I expansibilities (c.g., schoolJ i i u i n c -  

ing). O v e r  t h e  l a s t  7 0  y e a r s ,  s t a t e  a i d  a s  a  p e r ­
c e n t  o f  l o c a l  g e n e r a l  r e v e n u e  h a s  r i s e n  f r o m  '12 
t o  6 9  p c i  c e n t .

O T H E R  I N D E X A T I O N  I S S U E D

c  Indexation is not likely lo alter the built-in, 

economic stabilizing influence of the Federal 

individual income taw T h e  r e s p o n s e  o f  i n c o m e  
t a x e s  t o  c h a n g e s  in  t e a l  n a t i o n a l  i n c o m e  w o u l d  
r e m a i n  u n d e r  i n d e x a t i o n .  A n y  i n d e x a t i o n  i m ­
p a c t  o n  t h e  b u i l t - i n  s t a b i l i z e r  w o u l d  d e p e n d  
s o m e w h a t  o n  h o w  t h e  i n d e x  is  d e t e r m i n e d .

o If unions or individuals luugirn for wage levels 

high enough to maintain reid after-tax pur­

chasing fiowcr, then indexation would reduce 

pressure for wage increases. I n d e e d ,  t h e  s e ­
v e r e  i n f l a t i o n  ( a b o u t  15';,'. p e r  y e a r )  in  A u s t r a l i a  
h a s  p r o m p t e d  t h e  l a b o r  u n i o n s  in  t h a t  c o u n t r y  
t o  “ b a r g a i n "  f o r  t e a l  w a g e  i n c r e a s e s  b y  u r g i n g  
i n c o m e  l a x  i n d e x a t i o n  a s  a  m e a n s  t o  p r o t e c t  
a u t o m a t i c a l l y  a t  l e a s t  p a r t  o f  w a g e  p a i n s  
n e g o t i a t e d  a t  t h e  b a r g a i n i n g  t a b l e .

FOnniCirf EXPERIENCE
o  Several other countries have already adopted 

some form oj indexing their individual income 

tax. T h e s e  c o u n t r i e s  i n c l u d e  C a n a d a ,  t h e

N e t h e r l a n d s ,  F r a n c e ,  L u x e m b o u r g ,  
m a r k ,  I s r a e l ,  B r a z i l ,  a n d  C h i l e .

Den-

** Canada uses a partial tax indexation scheme 

similar lo llie type discussal in this report. 

U n d e r  t h e  C a n a d i a n  a p p r o a c h ,  w h i c h  t o o l ;  e f ­
f e c t  i n  197*1, t h e  p e r s o n a l  e x e m p t i o n s  a n d  t h e  
t a x  r a t e  b r a c k e t s  a t e  a d j u s t e d  u p w a r d  a n n u a l l y  
b y  t h e  r a t e  o f  c h a n g e  in t h e  C o n s u m e r  P r i c e  
I n d e x  f o r  t h e  y e a r  e n d i n g  in  t h e  p r e v i o u s  S e p  
t c m b c r .  A s  a  r e s u l t ,  t h e  C a n a d i a n s  h a v e  a d ­
j u s t e d  t h e s e  t w o  f e a t u r e s  b y  6 . 6  p e r c e n t  f o r  
1 9 7 4 , 1 0 . 1  p e r c e n t  f o r  1 9 7 5 ,  a n d  l y  1 1 .3  p e r c e n t  
f o r  1 9 7 6 .  /,*

I*

FEDERAL RECOMMENDATIONS
I n  t h e  l i g h t  o f  t h e  f o r e g o i n g  f i n d i n g s ,  t h e  C o m m i s ­

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

F U L L  D I S C L O S U R E  A N D  A N N U A L  I N D E X A T I O N  
O F  T H E  F E D E R A L  I N D I V I D U A L  I N C O M E  T A X

T h e  C o m m i s s i o n  r e c o g n i z e s  t h a t  i n f l a t i o n  i n d u c e s  
i n c r e a s e s  in  r e a l  i n c o m e  t a x  r e v e n u e  a n d  i n t r o d u c e s  
d i s t o r t i o n s  in  i n t e r p e r s o n a l  t a x  e q u i t y .  T h e .  C o m m i s ­
s i o n  i s  p e r s u a d e d  t h a t  t a x p a y e r s  m a y  n o t  r e a d i l y  
p e r c e i v e  t h e  a u t o m a t i c ,  r e a l  t a x  i n c r e a s e  t h a t  o c c u r s  
f r o m  t h e  i n f l a t i o n - p e r s o n a l  i n c o m e  l a x  i n t e r p l a y .  
T h e r e f o r e ,  t h e  C o m m i s s i o n  r e c u r , i n t e n d s ,  in  t h e  in -  
f c r e s t  o f  c o m p l e t e  p u b l i c  i n f o r m a t i o n ,  t h a t  t h e  a m o u n t  
o f  t h e  i n t l a t i o t i - i n r h i e e r l ,  F e d e r a l  r e a l  p e r s o n a l  i n c o m e  
t a x  i n c r e a s e  b e  c a l c u l a t e d  a n d  p u b l i c i z e d  f u r  e a c h  t a x  
y e a r .

W h i l e  a  fu l l  d i s c l o s u r e  p o l i c y  is  a  d e s i r a b l e  f i r s t  
s t e p ,  t h e  C o m m i s s i o n  a l s o  b e l i e v e s  t h a t  e f f e c t i v e ,  
p e r s o n a l  i n c o m e  t a x  r a t e s  s h o u l d  o n l y  b e  i n c r e a s e d  
b y  o v e n  C o n g r e s s i o n a l  a c t i o n  a n d  s h o u l d  n o t  b e  a n  
n u t :  r n a t i c  c o n s e q u e n c e  o f  i n f l a t i o n .  T h e r e f o r e ,  t h e  
C o m m i s s i o n  ( m l l i e r  r e c o m m e n d s  t h a t  t h e  C o n g i e s s  
g iv e  e a r l y  a n d  f a w n  a b l e  c o n s i d e r a t i o n  t o  i n d e x a ­
t i o n — t h e  a n n u a l  a d j u s t m e n t  o f  t h e  p e r s o n a l  e x t  m p -  
t io n .s ,  t b e  l o w - i n c o m e a l l o w a n c e ,  t h e  m a x i m u m  l i m i t  o f  
( h e  s t a n d a r d  d e d u c t i o n ,  a n y  p e r  c a p i t a  c r e d i t s ,  a n d  t h e  
(•ax r a t e  b r a c k e t s  o f l l i e  F e d e r a l  i m l h i d u e . l  i n c o m e  f a x  
b y  t h e  r a t e  o f  i n c r e a s e  i n  t h e  g e n e r a l  p r i c e  l e v e l . -

F i v e  m a j o r  c o n s i d e r a t i o n s  p r o m p t e d  t h e  A d v i ­

*Mr. Cannon abstained feint (lie vole on this reconiitieint.iliun.
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s o r y  C o m m i s s i o n  t o  r e c o m m e n d  t h a t  t l i c  C o n g r e s s  
i n d e x  t h e  F e d e r a l  i n d i v i d u a l  i n c o m e  t a x . *

Fiscal Accountability: I n d e x a t i o n  i s  n e e d e d  t o  
i n s u r e  t h a t  h i g h e r ,  e f f e c t i v e  i n c o m e  t a x  r a l e s  a r e  
t h e  p r o d u c t  o f  o v e r t  l e g i s l a t i v e  a c t i o n  r a t h e r  t h a n  
f l i c  a u t o m a t i c  c o n s e q u e n c e  o f  i n f l a t i o n .

Tax Equity; T h e  m a i n t e n a n c e  o f  t a x  e q u i t y  r e ­
q u i r e s  t h a t  i n c r e a s e s  i n  t a x  l i a b i l i t y  b e  b a s e d  o n  
real r a t h e r  t h a n  nominal i n c o m e .

Public Sector Growth: W i t h o u t  i n d e x a t i o n ,  th e r e ,  
i s  a  b i a s  i n  f a v o r  o f  a n  e x p a n d e d  p u b l i c  s e c t o r  
b e c a u s e  i n f l a t i o n  a u t o m a t i c a l l y  p u s h e s  t a x p a y e r s  
i n t o  h i g h e r  t a x  b r a c k e t s  w i t h  t h e  c o n s e q u e n t  im -  
l e g i s l a l e d  i n c r e a s e  in  g o v e r n m e n t a l  r e v e n u e s .

Fiscal Imbalance: I n  t h e  a b s e n c e  o f  i n d e x a t i o n ,  
i n f l a t i o n  a g g r a v a t e s  i n t e r g o v e r n m e n t a l  f i s c a l  i m ­
b a l a n c e .  b e c a u s e  t h e  F e d e r a l  g o v e r n m e n t  i s  t h e  
p r i m a r y  c o l l e c t o r  o f  t h e  “ i n f l a t i o n  t a x . ”

Current Inflation Rales: T h e  s i g n i f i c a n c e  o f  t h e  
a b o v e  c o n s i d e r a t i o n s  t a k e s  o n  i n c r e a s e d  i m p o r ­
t a n c e  i n  t h e s e  t i m e s  w h e n  i n f l a t i o n  i s  w e l l  a b o v e  
h i s t o r i c  r a t e s .

STATE RECOMMENDATIONS
T h e  p o l i c y  i m p l i c a t i o n s  o f  s t a t e  i n c o m e  l a x  i n ­

d e x a t i o n  d i f f e r  f r o m  t h e  F e d e r a l  in  t w o  i m p o r t a n t  
r e s p e c t s .  F i r s t ,  s t a t e  g o v e r n m e n t s  f a c e  b u d g e t a r y  
c o n s t r a i n t s  a n d  e c o n o m i c  p r e s s u r e s  w h i c h  a r e  f u n ­
d a m e n t a l l y  c l i f f c i e n l  f r o m  t h e  n a t i o n a l  g o v e r n m e n t  
( e . g . ,  l i m i t s  011 d e f i c i t  f i n a n c i n g ,  s p e c i a l  v u l n e r a b i l i t y  
o f  e x p e n d i t u r e s  t o  i n f l a t i o n ) .

S e c o n d ,  s t a t e m e n t s  a b o u t  t h e  e f f e c t s  o f  i n d e x a ­
t i o n  o n  s t a l e  i n c o m e  t a x e s  a r c  l e s s  s u b j e c t  t o  
g e n e r a l i z a t i o n  d u e  t o  t h e  f a c t  t h a t  t h e r e  a r e  3 'J  d i f f e r ­
e n t  b r o a d - b a s e d ,  s t a t e  i n c o m e  t a x e s  w i t h  v a r y i n g  
d e g r e e s  o f  . p i o g r e s s i v i t y  a m i  r e l a t i v e  q u a n t i t a t i v e  
i m p o r t a n c e .

F U L L  D I S C L O S U R E  A N D  A N N U A L  I N D E X A T I O N  
O F  S T A T E  I N D I V I D U A L  IN C O L T ; T A X

T h e  C o m m i s s i o n  r e c o g n i z e s  t h a t  i n f l a t i o n  i n d u c e s  
i n c r e a s e s  in  r e a l  i n c o m e  t a x  r e v e n u e  a n d  i n t r o d u c e s  
d i s t o r t i o n s  in  i n t c r p c i  s o n a l  t a x  e q u i t y .  T h e  C o m m i s ­
s i o n  i s  p e r s u a d e d  t h a t  t a x p a y e r s  m a y  n o t  r e a d i l y

*Tl.c (irt» an.I cun aijnimcitUilinii foi the Commission's policy 

rvcmnmi'ml.ilnms mi indexation i, picsrnli’il in detail in Appen­
dix I!.

p e r c e i v e  t h e  a u t o m a t i c ,  r e a l  t a x  i n c r e a s e  t h a t  o c c u r s  
f r o m  t h e  i n f l a t i o n - p e r s o n a l  i n c o m e  t a x  i n t e r p l a y .  
T h e r e f o r e ,  t h e  C o m m i s s i o n  r e c o m m e n d s ,  in  t h e  i n ­
t e r e s t  o f  c o m p l e t e  p u b l i c  i n f o r m a t i o n ,  t h a t  g o v e r n o r s  
h a v e  sin  e s t i m a t e  m a d e  o f  t h e  a m o n n t  o f  t h e  i n t l a t i o n -  
i n d u m l  s t a t e  p e r s o n a l  i n c o m e  t a x  i n c r e a s e  a n d  p u b ­
l i c i z e  t h e  e s t i m a t e  f o r  e a c h  f a x  y e a r .

W h i l e  a  f u l l  d i s c l o s u r e  p o l i c y  i s  a  d e s i r a b l e  f i r s t  
s t e p ,  t h e  C o m m i s s i o n  a l s o  b e l i e v e s  t h a t  e f f e c t i v e  
p e r s o n a l  i n c o m e  l a x  r a t e s  s h o u l d  b e  i n c r e a s e d  o n l y  
b y  o v e r t  s t a t e  l e g i s l a t i v e  a c t i o n  a n  " s h o u l d  n o t  b e a n  
a u t o m a t i c  c o n s e q u e n c e  o f  i n f l a t i o n . - T h e  C o m m i s s i o n  
r e c o m m e n d s ,  t h e r e f o r e ,  t h a t  a l l  s t a t e s  g iv e  e a r l y  a n d  
f a v o r a b l e  c o n s i d e r a t i o n  t o  m u t u a l  i n d e x a t i o n  o f  
e x e m p t i o n s ,  d e d u c t i o n s ,  p e r  c a p i t a  t a x  c r e d i t s ,  a n d  t a x  
r a t e  b r a c k e t s .  T h e  C o m m i s s i o n  b e l i e v e s  t h a t  t h e  n e e d  
f o r  t h i s  r e m e d i a l  a c t i o n  i s  e s p e c i a l l y  a p p a r e n t  f o r  
t h o s e  s la te . ' ;  t h a t  c o m b i n e  n  h i g h l y  p r o g i e s s i v c ,  i n c o m e  
t a x  r a t e  s t r u c t u r e  w i t h  h e a v y  r e l i a n c e  o n  t h e  t a x .

T h e  s a m e  m a j o r  c o n s i d e r a t i o n s — f i s c a l  a c c o u n t ­
a b i l i t y ,  l a x  e q u i t y ,  p u b l i c  s e c t o r  g r o w t h — - t h a t  
p r o m p t e d  t h e  A d v i s o r y  C o m m i s s i o n  t o  r e c o m m e n d  
t h e  i n d e x a t i o n  o f  t h e  F e d e r a l  i n c o m e  t a x  a l s o  s u p ­
p o r t  i n d e x a t i o n  o f  t h e  s t a l e  p e r s o n a l  i n c o m e  t a x .

O v e r  t h e  l a s t  15 o r  2 0  y e a r s ,  m a n y  s t a t e s  h a v e  
m o v e d  s t r o n g l y  lo m a k e  b a l a n c e d  u s e  o f  v a r i o u s  
1 c v e n u e  s o u r c e s  i w l o d i n g  p a i t i c u k n l y  t h e  p e r s o n a l  
i n c o m e  t a x .  T h i r j y - n i n c  s t a t e s  n o w  u s e  p r o g r e s s i v e  
i n d i v i d u a l  i n c o m e  t a x e s  t h a t  p r o v i d e ,  o n  a v e r a g e ,  a  
s u b s t a n t i a l  p o r t i o n  o f  o w n - s o u i v c  s t a t e  r e v e n u e .  A s  
a  r e s u l t ,  s t a t e  r e v e n u e  s y s t e m s  n o w  g e n e r a l l y  e n j o y  
h i g h e r -  e l a s t i c i t y — t h a t  i s  s t r o n g ,c i  g r o w l i i  r e ­
s p o n s i v e n e s s — (h::n e v e r  b e f o r e .  T h e r e  is  l i t t l e  
d o u b t  t h a t  t h e  i n f l a t i o n - i n d u c e d  l e a l  i n c r e a s e s  in  i n ­
c o m e  t a x  r e v e n u e  e n c o u r a g e d  t h e  s t a t e s  t o  m a k e  
g r e a t e r  u s e  o f i n c o m e  t a x e s .  N o w  t h a t  t h e s e  p r o g r e s ­
s i v e ,  s t a l e  p e r s o n a l  i n c o m e  t a x e s  a r e  e s t a b l i s h e d ,  
h o w e v e r ,  f u r t h e r  a u t o m a t i c  r e a l  i n c r e a s e s  due to 
inflation s h o u l d  r.ot b e  t o l e r a t e d .

W i t h  i n d e x a t i o n ,  t h e  d i s t o r t i o n s  in  i n t e r p e r s o n a l  
t a x  e q u i t y  t h a t  a r c  i n t r o d u c e d  b y  i n f l a t i o n  i n t e r a c t i n g  
w i t h  p r o g r e s s i v e  s t a t e  i n c o m e  t a x e s  w o u l d  b e  l a r g e l y  
e l i m i n a t e d .  F u r t h e r m o r e ,  s u i t e s  w o u l d  s t i l l  e n j o y  
s u b s t a n t i a l , i n c o m e  t u x  e l a s t i c i t y  f r o m  t h e  i n c o m e  
l a x  r e s p o n s e ,  t o  rea l  e c o n o m i c  g r o w t h .  I n d e e d ,  t h e  
e v i d e n c e  s u g g e s t s  t h a t ,  w i t h  i n d e x a t i o n ,  a g g r e g a t e  
s t a l e  p e r s o n a l  i n c o m e  l a x  c o l l e c t i o n s  c a n  i n c r e a s e  
o v e r  t h e  n e x t  f o u r  y e a r s  a t  a b o u t  13 p e r c e n t  a n n u a l l y .  
T h i s  i s  o n l y  2 . 5  p e r c e n t a g e  p o i n t s  l e s s  t h a n  t h e  a c t u a l  
a n n u a !  r e v e n u e  g r o w t h  b e t w e e n  1971 a n d  1 9 7 5 — a  
p c i i o d  o f  s i g n i f i c a n t  l e g i s l a t i v e  a c t i o n  t o  r a i s e  t a x e s .
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A l t h o u g h  s t a l e  i n d i v i d u a l  i n c o m e  t a x  c o l l e c t i o n s  
a p p r o x i m a t e  o n l y  2 0  p e r c e n t  o f  F e d e r a l  c o l l e c t i o n s  
f r o m  t h i s  s o u r c e ,  t h i s  a v e r a g e  o b s c u r e s  t h e  h e a v y  
r e l i a n c e  c e r t a i n  s t a t e s  m a k e  o f  t h i s  l a x  i n s t r u m e n t .  
W h i l e  O h i o  a n d  L o u i s i a n a  i n c o m e  t a x  y i e l d s  a r c  o n l y  
a b o u t  7  p e r c e n t  o f  t h e  F e d e r a l ,  M i n n e s o t a  a n d  W i s -

Footnotos
’Progressive Iieic refers to the shaic of income paid as tax. A n  
individual income tax may he progressive even if the tate struc­
ture is proportion;:!; exemptions, deductions, and credits can 
cause the effective lax rate to increase with income.
’liven if a taxpayer i-. not forced into a higher bracket, a larger 
pioportion of Itis income is subject lo taxation at the highest 
marginal rate applicable.

’Internal Revenue Service, S t a t i s t i c s  o f  I n c o m e — 1971. Indi­

vidual Income Tax P.cttnns, Washington, 15.CL, 1973.

4The choice of the pioper index to reflect changes in the general

c o n s i n  i n c o m e  l a x  y i e l d s  a r e  41  a n d  3 8  p e r c e n t ,  r e ­
s p e c t i v e l y ,  o f  F e d e r a l  c o l l e c t i o n s .  Jn  s t a t e s  w h e r e  a  
h i g h l y  p r o g r e s s i v e  r a t e  s t r u c t u r e  i s  c o m b i n e d  w i t h  
h e a v y  r e l i a n c e  o n  t h e  i n c o m e  t a x ,  t h e  i m p a c t  o f  
i n f l a t i o n  o n  t h e  s t a t e ' s  i n c o m e  t a x  c o l l e c t i o n s  c a n  b e  
s u b s t a n t i a l .

price level for income tax adjustment purposes is not a trivial 
question. While m a n y  nations have opted lo use their equivalent 
of the Consumer Price Index (CPI), this is not universal and m a y  
not be best. O n e  desires to adjust lor changes in the g e n e r a l  price 
level and not for ch-.ntvs in the relative prices of different goods 
only. S o m e  Imv, ..d that a better index for tax indexation iso. 
national income senator because rational income conics close to 
the income lax base. For more on this issue, sec l-dsvard F. 
Denison, “Price Series for Indexation of the Income 'lax Sys- 
tcm," paper presented at the Conference of Inflation anil the 
Income Tax System. 'I he Itrooliinjs Institution. October 1975. 

’J. K. Alien’, 13. A. Dodge. S. N. Poddar, “Indexing the Personal 
Income Tax: A  Federal Perspective,” C t t i w t l i u n  T u x  J o u r n a l ,  
July-August 197-1, p. ,V>J.
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A p r i l  3 0 ,  197 9

T h e  H o n o ra b le  R u s s  M e e k in s  
C h a irm a n , H o u se  F in a n c e  C o m m itte e  
A la s k a  S t a t e  L e g i s l a t u r e  
P o u c h  V
J u n e a u , A K  9 9 8 1 1  

D e a r  M r , M e e k in s :

HOUSE B I L L  4 7 1

H o u se  B i l l  4 7 1 , an  A c t  r e l a t i n g  to  r e s i d e n t  h i r e  t a x  c r e d i t ,  w as  in t r o d u c e d  
i n  t h e  H o u se  on A p r i l  1 9 ,  1 97 9  and  w a s  r e f e r r e d  to  t h e  H o u se  F in a n c e  
C o m m itte e .

F o r  th e  c o n s i d e r a t io n  o f  t h e  H o u se  F in a n c e  C o m m itte e , I  am e n c lo s in g  a  
c o p y  o f  a  F i s c a l  N o te  p r e p a re d  b y  M r . N . D a v id  Z ie m e r ,  C h i e f ,  A u d i t  
S e r v i c e s ,  D e p a r tm e n t  o f  R e v e n u e , c o n c e r n in g  th e  p ro p o s e d  l e g i s l a t i o n .

S i n c e r e l y ,

-

R .  D . S t e v e n s o n  
S p e c i a l  A s s i s t a n t

E n c lo s u r e

c c :  Thom as K .  W i l l i a m s ,  C o m m is s io n e r
D e p a rtm e n t  o f  R e v e n u e

G a ry  L .  J e n k i n s ,  D i r e c t o r  
A u d i t  D i v i s i o n  
D e p a rtm e n t  o f  R e ve n u e

N . D a v id  Z ie m e r ,  C h ie f  
A u d i t  S e r v i c e s  
D e p a r tm e n t  o f  R e ve n u e

04-D2LH



THE LEGISLATURE OF THE STATE OF ALASKA
ELEVENTH LEGISLATURE

FISCAL NOTE

I. REQUEST
Bill/Resolution No. House B i l l  No. 471__________________________________
Title____________An A c t  r e l a t i n g  t o  r e s i d e n t  h i r e  t a x  c r e d i t ______
Requested by_____ House F i n a n c e  C omm it t e e________________ Date 4/26/79

II. FISCAL DETAIL
Agency Affected_______________ Revenue
Program Category Affected________F i s c a l  S e r v i c e s
Budget Request Unit(s) Affected A u d i t  D i v i s i o n

EXPENDITURES (Thousands of Dollars)

FY 79 FY 80 FY 81 FY 82 FY 83 FY 84
100 PERSONAL SERVICES 32.5 35.7 39.2 43.1 47.4
000 TRAVEL

'J
J o o CONTRACTUAL

400 COMMODITIES 3.0 3.0 3.0 3.0 3.0
500 EOUIPMENT 2.0
600 LAND & STRUCTURES
700 GRANTS C  MMS, i VC.

TOTAL • 37.5 38.7 42.2 46.1 50.4

FUNDING (Thousands of Dollars)

GENERAL FUND 37.5 38.7 42.2 46.1 50.4
FEDERAL FUNDS
OTHER (Specify)

POSITIONS

FULL TIME 1 1 1 1 1
PART TIME (Seasona l) 1 1 1 1 . 1
TEMPORARY

111. ANALYSIS (See Fiscal Note Preparation Instructions, Section III)

See a t t a c h e d  memorandum t o  R. D. S t e v e n s o n  d a t e d  4/26/79.

cc: Budget and Management
Prime Sponsor (First Legislator Named)

33-001 (Rev. 10/70)



02-001B IRev. 10/76)

STATE 
, 'o f  ALASKA

TO; r  R. D. S t e v e n s o n
S p e c i a l  A s s i s t a n t  
D ep a r tm en t  o f  Revenue

date: A p r i l  26, 1979

FILE NO:

TELEPHONE NO:

from: N. D a v i d  Z iem e r subject: House B i l l  No. 471
A c t i n g  D i r e c t o r  
A u d i t  D i v i s i o n

House B i l l  No. 471 w o u ld  amend t h e  S t a t e  In com e  Tax S t a t u t e s  
t o  a l l o w  a t a x  c r e d i t  f o r  wages p a i d  t o  A l a s k a n  r e s i d e n t  
em p lo y e e s .  The o n l y  b u s i n e s s  o p e r a t i o n s  w h i c h  w o u ld  be 
e l i g i b l e  f o r  t h e  c r e d i t  w o u ld  be t h o s e  i n  e x t r a c t i o n  o f  n a t u r a l  
r e s o u r c e s .  The b i l l  im poses  s e v e r a l  q u a l i f i c a t i o n s  and r e s t r i c ­
t i o n s  on t h e  c r e d i t  and l i m i t s  i t  t o  t h o s e  b u s i n e s s e s  w h i c h  em p lo y  
a t  l e a s t  75% A la s k a n s .  The D e p a r tm en t  o f  R e venue  opposes  t h i s  
b i l l  as one more d e v i a t i o n  f r om  t h e  I n t e r n a l  R: enue  Code w h i c h  
t e n d s  t o  c o m p l i c a t e  o u r  ta : .  l a w s .

We e s t im a t e  t h a t  t h e  a n n u a l  r e v e n u e  l o s s  t o  t h e  S t a t e  w ou ld  
be $7,418,159. I t  s h o u l d  be s t r e s s e d  t h a t  t h i s  i s  a v e r y  ro u gh  
gu e s s  and t h a t  we r e l i e d  on much e s t im a t e d  i n f o r m a t i o n  i n  
c om p u t i n g  t h e  amoun t .  T h i s  e s t im a t e  assumes t h a t  n a t u r a l  
r e s o u r c e  b u s i n e s s e s  i n c l u d e  o i l  and  gas e x t r a c t i o n ,  f i s h i n g ,  
l o g g i n g ,  and m i l  i n g .

Passage o f  t h i s  b i l l  w o u ld  r e q u i r e  t h e  d e p a r tm e n t  t o  add one 
f u l l  t im e  Tax E x am in e r  and  one  s e a s o n a l  Tax E x am in e r  t o  p r o c e s s  
t h e  c r e d i t  a p p l i c a t i o n s .  T h e s e  p o s i t i o n s ,  t o g e t h e r  w i t h  r e l a t e d  
e q u i p m e n t ,  w o u ld  c o s t  $37,500 d u r i n g  t h e  f i r s t  y e a r .  See t h e  
a t t a c h e d  F i s c a l  No te  f o r  d e t a i l s  o f  t h e s e  am oun t s .
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Introduced: 4/19/79
Referred: Finance

B Y  M E T C A L F E , A N D ER SO N .B A R N ES , 
B E IR N E , B E T T IS W O R T H , C A R N EY , 
C O T T E N .H A Y E S .H U R L B E R T ,M A R T IN ,

IN  TH E HOUSE MONTGOMERY AND ROGERS

HOUSE B I L L  NO. 4 7 1

IN  TH E L E G IS L A T U R E  OF TH E S T A T E  O F A LA SKA

ELEV EN TH  L E G IS L A T U R E  -  F IR S T  S E S S IO N  

A B I L L

F o r  a n  A c t  e n t i t l e d :  "A n  A c t  r e l a t i n g  to  r e s i d e n t  h i r e  t a x  c r e d i t :  an d

p r o v id i n g  f o r  a n  e f f e c t i v e  d a t e . "

BE I T  ENACTED BY  TH E  L E G IS L A T U R E  OF TH E S T A T E  OF A L A S K A :

*  S e c t i o n  1 .  AS 43  i s  am ended b y  a d d in g  a  new  c h a p t e r  t o  r e a d :

CH APTER 2 7 . R E S ID E N T  H IR E  TA X  C R E D IT .

S e c .  4 3 .2 7 .0 1 0 .  TA X  C R E D IT  A U TH O R IZ ED . An e l i g i b l e  e x t r a c t i v e  

b u s in e s s  lo c a t e d  i n  t h e  s t a t e  i s  e n t i t l e d  to  a  t a x  c r e d i t  n o t  to  e x c e e d  

f i v e  p e r  c e n t  o f  t h e  w a g e s  p a id  t o  e m p lo y e e s  o f  t h a t  b u s i n e s s .  T h e  t a x

c r e d i t  may be a p p l i e d  t o  p a y m e n t o f  a n y  t a x  due to  t h e  s t a t e  a s  a  r e s u l t

o f  t h e  s p e c i f i c  b u s in e s s  f o r  w h ic h  t h e  t a x  c r e d i t  i s  g r a n t e d .  T h e  com ­

m is s io n e r  o f  r e v e n u e  s h a l l  a n n u a l l y  d e t e r m in e  t h e  am o unt o f  t a x  c r e d i t  

f o r  w h ic h  a  b u s in e s s  i s  e l i g i b l e  an d  s h a l l  n o t i f y  t h e  e l i g i b l e  b u s in e s s  

o f  t h e  am o unt o f  t h e  t a x  c r e d i t  b e f o r e  M a rc h  1 o f  t h e  y e a r  f o l l o w i n g  t h e  

y e a r  i n  w h ic h  t h e  t a x  c r e d i t  w as e a r n e d .  T h e  u n u s e d  p o r t io n  o f  a  t a x  

c r e d i t  a u t h o r i z e d  b y  t h i s  c h a p t e r  i s  f o r f e i t e d  o n  D e ce m b e r 31 o f  t h e  

y e a r  f o l l o w in g  th e  y e a r  i n  w h ic h  th e  c r e d i t  w as e a r n e d .  I f  a  t a x  f o r  

w h ic h  c r e d i t  i s  g iv e n  u n d e r  t h i s  c h a p t e r  p ro d u c e s  r e v e n u e  s h a r e d  b y  a  

l o c a l  g o v e rn m e n t , t h e  s t a t e  s h a l l  p a y  t o  a n  a f f e c t e d  l o c a l  g o v e rn m e n t  

th e  am o unt o f  r e v e n u e  i t  w o u ld  r e c e i v e  h a d  t h e  t a x  c r e d i t  n o t  b e e n  

g i v e n .

S e c .  4 3 .2 7 .0 2 0 .  A P P L IC A T IO N  FOR C R E D IT . A p p l i c a t i o n  f o r  a  t a x  

c r e d i t  u n d e r  t h i s  c h a p t e r  s h a l l  be  made i n  a  m a n n e r p r e s c r ib e d  b y  t h e  

d e p a r t m e n t .

S e c .  4 3 .2 7 .0 3 0 .  D ETERM IN A TIO N  OF C R E D IT . ( a )  T h e  am o unt o f  t h e

- 1 -  HB 4 71



t a x  c r e d i t  t o  w h ic h  a n  e l i g i b l e  e x t r a c t i v e  b u s in e s s  i s  e n t i t l e d  i s  

d e t e r m in e d  a s  f o l l o w s :

( 1 )  T h e  m axim um  t a x  c r e d i t  i s  d e t e r m in e d  b y  m u l t i p l y i n g  t h e  

t o t a l  w a g e s  p a id  t o  A la s k a  r e s i d e n t s  w hc w o rk  f o r  t h e  b u s in e s s  i n  A la s k a  

i n  n o n s u p e r v i s o r y  p o s i t i o n s  b y  f i v e  p e r  c e n t .

( 2 )  F o r  e a c h  o n e  p e r  c e n t  i n  e x c e s s  o f  75 p e r  c e n t  a n d  n o t  

o v e r  90 p e r  c e n t  o f  t h e  t o t a l  w o rk  f o r c e  o f  t h e  b u s in e s s  w h ic h  i s  com ­

p o se d  o f  A la s k a  r e s i d e n t s  who w o rk  f o r  t h e  b u s in e s s  i n  A la s k a  i n  n o n ­

s u p e r v i s o r y  p o s i t i o n s ,  t h e  b u s in e s s  i s  e n t i t l e d  t o  s i x  a n d  t w o - t h i r d s  

p e r  c e n t  o f  t h e  m axim um  t a x  c r e d i t .

( b )  I f  a n  e l i g i b l e  e x t r a c t i v e  b u s in e s s  o p e r a t e s  b o th  i n s i d e  th e  

s t a t e  an d  o u t s id e  t h e  s t a t e ,  t h e  o p e r a t io n s  i n  t h e  s t a t e  s h a l l  b e  s e g r e ­

g a te d  fro m  t h e  o p e r a t io n s  o u t s id e  t h e  s t a t e  f o r  p u r p o s e s  o f  d e t e r m in a -  

t i o i  o f  th e  t a x  c r e d i t .

S e c .  4 3 .2 7 . 0 4 0 .  D E F IN IT IO N S . I n  t h i s  c h a p t e r ,

( 1 )  " d e p a r t m e n t "  m eans t h e  D e p a r tm e n t  o f  R e v e n u e ;

( 2 )  " e l i g i b l e  e x t r a c t i v e  b u s in e s s "  m eans a  b u s in e s s  w h ic h  

p r o c e s s e s ,  s e v e r s ,  h a r v e s t s ,  e x t r a c t s  o r  t r a n s p o r t s  a  n a t u r a l  r e s o u r c e  

o f  th e  s t a t e  an d  w h o se  t o t a l  w o rk  f o r c e  i n  A la s k a  i n c lu d e s  75 p e r  c e n t  

o r  m ore A la s k a  r e s i d e n t s  i n  n o n s u p e r v i s o r y  p o s i t i o n s ;

( 3 )  " n o n s u p e r v i s o r y "  m eans e m p lo y e e s  n o t  e m p lo y e d  i n  an  

e x e c u t i v e ,  a d m i n i s t r a t i v e  o r  p r o f e s s i o n a l  c a p a c i t y ;

( 4 )  " r e s i d e n t "  m eans a  p e r s o n  who m a in t a in s  a p la c e  o f  r e s i ­

d e n c e  i n  t h e  s t a t e  an d  sh o w s b y  a l l  a t t e n d in g  c i r c u m s t a n c e s  t h a t  h i s  

i n t e n t  i s  to  m ake A l a s k a  h i s  p e rm a n e n t  r e s i d e n c e .

*  S e c .  2 .  T h i s  A c t  t a k e s  e f f e c t  im m e d ia t e ly  i n  a c c o r d a n c e  w i t h  AS 0 1 . 1 0 . -  

0 7 0 ( c ) .
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Introduced: 4/17/79
Referred: Finance

IN THE HOUSE BY TH E COMMERCE COM M ITTEE

HOUSE B I L L  NO. 4 65

IN  TH E L E G IS L A T U R E  OF TH E S T A T E  OF A LA SKA

ELEV EN TH  L E G IS L A T U R E  -  F IR S T  S E S S IO N  

A B I L L

F o r  a n  A c t  e n t i t l e d :  "A n  A c t  c o n t in u in g  th e  e x i s t e n c e  o f  t h e  B o a rd  o f

P h a rm a c y  an d  a m e n d in g  t h e  la w s  r e g u l a t i n g  t h e  p r a c t i c e

o f  p h a rm a c y ; a n d  p r o v id in g  f o r  a n  e f f e c t i v e  d a t e . "

B E  I T  ENACTED BY TH E L E G IS L A T U R E  OF TH E S T A T E  OF A LA S K A :

*  S e c t i o n  1 .  AS 0 8 . 0 3 . 0 1 0 ( c )  i s  am ended b y  a d d in g  a  new  s u b s e c t io n  t o  

r e a d :

( f )  T h e  f o l l o w i n g  b o a rd  h a s  t h e  t e r m in a t io n  d a te  p r o v id e d  b y  t h i s  

s u b s e c t i o n :  B o a rd  o f  P h a rm a c y  (A S  0 8 .8 0 .0 1 0 )  —  J u n e  3 0 ,  1 9 8 3 .

*  S e c .  2 .  AS 0 8 .8 0 .0 1 0  i s  am ended to  r e a d :

S e c .  0 8 .8 0 .0 1 0 .  CREA TIO N  AND M EM BERSHIP OF BOARD OF PHARM ACY.

T h e r e  i s  c r e a t e d  th e  B o a rd  o f  P h a rm a c y , com p osed  o f  s e v e n  m e m b e rs , f o u r  

[ F I V E ]  o f  whom s h a l l  b e  p h a r m a c is t s  l i c e n s e d  i n  t h e  s t a t e  who h a v e  b e e n  

a c t i v e l y  e n g a g e d  i n  t h e  p r a c t i c e  o f  p h a rm a c y  i n  t h e  s t a t e  f o r  a  p e r io d  

o f  t h r e e  y e a r s  im m e d ia t e ly  p r e c e d in g  t h e i r  a p p o in t m e n t .  T h r e e  [TWO] 

s h a l l  b e  p e r s o n s  w i t h  no d i r e c t  f i n a n c i a l  i n t e r e s t  i n  t h e  h e a l t h  c a r e  

i n d u s t r y .  W h e n e ve r p o s s i b l e ,  t h e  b o a rd  s h a l l  i n c lu d e  a t  l e a s t  o n e  

m em ber f ro m  e a c h  j u d i c i a l  d i s t r i c t .

*  S e c .  3 .  AS 0 8 .8 0 .0 2 0  i s  am ended t o  r e a d :

S e c .  0 8 .8 0 .0 2 0 .  TERM OF O F F IC E . M em bers o f  th e  b o a rd  a r e

a p p o in t e d  b y  t h e  g o v e r n o r ,  an d  c o n f i r m e d  b y  t h e  l e g i s l a t u r e  i n  j o i n t  

s e s s i o n ,  f o r  s t a g g e r e d  [O V E R LA P P IN G ] t e rm s  o f  f o u r  [ F I V E ]  y e a r s ,  o r  

u n t i l  t h e i r  s u c c e s s o r s  a r e  a p p o in t e d  an d  q u a l i f i e d .  T h e  t e rm s  o f  t h e  

p u b l i c  m em bers s h  i l l  b e  s t a g g e r e d  so  t h a t  t h e y  do n o t  [NO] e x p i r e  a t  t h e  

sam e t im e .  An a p p o in t m e n t  t o  f i l l  a  v a c a n c y  i s  f o r  t h e  u n e x p i r e d  t e r m .
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T h e  te rm  o f  o f f i c e  b e g in s  on A p r i l  1 o f  e a c h  y e a r .

*  S e c .  A . AS 0 8 .8 0  i s  am ended b y  a d d in g  a  new  s e c t i o n  t o  r e a d :

S e c .  0 8 .8 0 .0 2 5 .  L IM IT A T IO N  ON TERM  OF S E R V IC E . A b o a rd  mem ber may

n o t  s e r v e  m ore th a n  two c o n s e c u t i v e  t e r m s .  T im e  s e r v e d  i n  f i l l i n g  a n

u n e x p i r e d  v a c a n c y  o f  tw o  y e a r s  o r  l e s s  i s  n o t  c o n s id e r e d  a  t e r r a .

*  S e c .  5 .  AS 0 8 .0 3 .0 1 0 ( c )  i s  am ended t o  r e a d :

( c )  Upon t e r m in a t io n ,  e a c h  b o a rd  l i s t e d  i n  [ ( a )  AND (b )  O F ] t h i s

s e c t io n  s h a l l  c o n t in u e  i n  e x i s t e n c e  u n t i l  J u n e  3 0  o f  t h e  n e x t  s u c c e e d in g  

y e a r  f o r  t h e  p u rp o s e  o f  c o n c lu d in g  i t s  a f f a i r s .  D u r in g  t h i s  p e r io d ,  

t e r m in a t io n  d o e s  n o t  r e d u c e  o r  o t h e r w is e  l i m i t  t h e  p o w e rs  o r  a u t h o r i t y

o f  e a c h  b o a r d . One y e a r  a f t e r  t h e  d a t e  o f  t e r m i n a t i o n ,  a  b o a rd  n o t

c o n t in u e d  s h a l l  c e a s e  a l l  a c t i v i t i e s .

*  S e c .  6 .  An in c u m b e n t  member d o e s  n o t  lo s e  m e m b e rsh ip  on th e  b o a rd  

b e c a u s e  o f  t h e  r e a l l o c a t i o n  o f  th e  m e m b e rsh ip  e n a c t e d  b y  s e c .  2 o r  s e c .  3 o f

t h i s  A c t  b u t  a p p o in tm e n ts  a f t e r  t h e  e f f e c t i v e  d a te  o f  t h i s  A c t  m u st be c o n s i s ­

t e n t  w i t h  AS 0 8 .8 0 .0 2 5 .

*  S e c .  7 .  AS 0 8 . 0 3 . 0 1 0 ( a ) ( 7 )  i s  r e p e a le d .

*  S e c .  8 . T h i s  A c t  t a k e s  e f f e c t  im m e d ia t e ly  i n  a c c o r d a n c e  w i t h  AS 0 1 . 1 0 . -

0 7 0 ( c ) .
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IN THE HOUSE BY THE COMMERCE COMMITTEE

465HOUSE B ILL  NO.

IN  THE LEGISLATURE OF THE STATE OF ALASKA 

ELEVENTH LEGISLATURE - F IRST SESSION

A B ILL

For an Act e n t i t l e d :  "An Act c o n t i n u i n g  t h e  e x i s t e n c e  o f  t h e  Board o f

Pharmacy and amend ing  t h e  laws r e g u l a t i n g  t h e  p r a c t i c e  

o f  p ha rmacy ;  and p r o v i d i n g  f o r  an  e f f e c t i v e  d a t e . "

BE I T  ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* S e c t i o n  1. AS 08.03.010(c) i s  amended by a d d i n g  a new s u b s e c t i o n  t o

r e a d :

( f)  The f o l l o w i n g  boa rd  has t h e  t e r m i n a t i o n  d a t e  p r o v i d e d  by t h i s  

s u b s e c t i o n :  Board o f  Pharmacy (AS 08.80.010) — June 30, 1983.

* S e c .  2. AS 08.80.010 i s  amended t o  r e a d :

S e c .  08.80.010. CREATION AND MEMBERSHIP OF BOARD OF PHARMACY.

T h e r e  i s  c r e a t e d  t h e  Board o f  Pha rmacy ,  composed o f  s e v e n  members , f o u r  

[F IVE ]  o f  whom s h a l l  be p h a rm a c i s t s  l i c e n s e d  i n  t h e  s t a t e  who h a v e  been  

a c t i v e l y  engaged i n  t h e  p r a c t i c e  o f  pharmacy i n  t h e  s t a t e  f o r  a p e r i o d  

o f  t h r e e  y ea rs  im m e d i a t e l y  p r e c e d i n g  t h e i r  a p p o i n tm e n t ,  l i t r e e  [TWO] 

s h a l l  be  p e r s o n s  w i t h  no d i r e c t  f i n a n c i a l  i n t e r e s t  i n  t h e  h e a l t h  c a r e  

i n d u s t r y .  Whenever p o s s i b l e ,  t h e  boa rd  s h a l l  i n c l u d e  a t  l e a s t  one  

member from each  j u d i c i a l  d i s t r i c t .

*  S e c .  3. AS 08.80.020 i s  amended t o  r e a d :

S e c .  08.80.020. TERM OF O FF IC E .  Members c f  t h e  b oa rd  a r e  

a p p o i n t e d  by  t h e  g o v e r n o r ,  and c o n f i rm e d  by t h e  l e g i s l a t u r e  i n  j o i n t  

s e s s i o n ,  f o r  s t a g g e r e d  [OVERLAPPING] te rms o f  f o u r  [F IVE]  y e a r s ,  o r  

u n t i l  t h e i r  s u c c e s s o r s  a r e  a p p o i n t e d  and q u a l i f i e d .  The te rms o f  t h e  
p u b l i c  members s h a l l  be s t a g g e r e d  so t h a t  t h e y  do n o t  [NO] e x p i r e  a t  t h e

same t im e .  An a p p o in tm e n t  t o  f i l l  a v a c a n c y  i s  f o r  t h e  u n e x p i r e d  t e rm .
.. HB 465
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The te rm  o

*  S e c .  4. AS

S e c .  08.80.025. L IM ITAT ION  ON TERM OF SERV ICE . A b o a rd  member may 

n o t  s e r v e  more t h a n  two c o n s e c u t i v e  t e rm s .  T ime s e r v e d  i n  f i l l i n g  an 

u n e x p i r e d  v a c a n c y  o f  two y e a r s  o r  l e s s  i s  n o t  c o n s i d e r e d  a te rm .

*  S e c .  5. AS 08.03.010(c) i s  amended t o  r e a d :

(c) Upon t e r m i n a t i o n ,  e a c h  boa rd  l i s t e d  i n  [(a) AND (b) OF] t h i s

s e c t i o n  s h a l l  c o n t i n u e  i n  e x i s t e n c e  u n t i l  June 30 o f  t h e  n e x t  s u c c e e d i n g  

y e a r  f o r  t h e  p u rpo s e  o f  c o n c l u d i n g  i t s  a f f a i r s .  D u r i n g  t h i s  p e r i o d ,  

t e r m i n a t i o n  does n o t  r e d u c e  o r  o t h e rw i s e  l i m i t  t h e  powers o r  a u t h o r i t y

o f  e a ch  b o a r d .  One y e a r  a f t e r  t h e  d a te  o f  t e r m i n a t i o n ,  a boa rd  n o t

c o n t i n u e d  s h a l l  c e a s e  a l l  a c t i v i t i e s .

*  S e c .  5. An i n c um b e n t  member does n o t  l o s e  membersh ip  on t h e  b oa rd  

b e c a u s e  o f  t h e  r e a l l o c a t i o n  o f  t h e  membersh ip  e n a c t e d  by  s e c .  2 o r  s e c .  3 o f

t h i s  Ac t h u t  a p p o in tm e n t s  a f t e r  t h e  e f f e c t i v e  d a te  o f  t h i s  Act must be c o n s i s ­

t e n t  w i t h  AS 08.80.025.

*  S e c .  7. AS 08.03.010(a)(7) i s  r e p e a l e d .

* S e c .  8. T h i s  Act takes  e f f e c t  im m e d i a t e l y  i n  a c c o r d a n c e  w i t h  AS 01.10.-

070(c).
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