


greatest capacity for revenue gains from infla-
tion, and local governments can expect few di-
rect benefits from inflation as very few lo-
calities utilize a graduated income tax.

The concentration of resources at the state
and federal levels could, depending on the
policies adopted for the use of those funds, in-
crease the reliance of local governments on
federal and state financial assistance and cause
more decisionmaking power to flow to those
levels of government along with the money. In-
dexing helps preserve the existing program
mix among the levels of government and
should help check any deterioration of state
and local autonomy.

In summary, while indexing the personal in-
come tax for inflation is not a panacea for all
the concerns of American taxpayers, it can be a
reasoned, effective first step toward mitigating
the burdens imposed by inflation and quieting
some of the current discontent among the
electorate. The case for indexation is based on
several sound economic and policy arguments.

—It removes the automatic, hidden tax in-
creases that would otherwise result from
the interaction of inflation and a pro-
gressive income tax.

—It prevents arhitrary distortions of the
legislated distribution of the tax burden
and provides significant tax relief, par-
ticularly to those at the lower and upper
ends of the income range.

—It improves the ability of the voters to hold
elected officials accountable for their taxing
and spending decisions.

—It helps slow the rate of growth in gov-
ernment and preserves the current bal-
ance of resources between the public and
private sector.

—It sustains the current intergovernmental
fiscal balance and impedes the flow of
resources and decisionmaking to higher
levels of government.
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Experience with Indexing

THE STATES

In response to persistently high inflation rates
and taxpayers' calls for fiscal relief, six states
have enacted measures to index their personal
income taxes in the last two years. Arizona,
California, and Colorado passed indexing bills
In 107s; they were followed by lowa, Min-
nesota, and Wisconsin in 1979.”An indexing
measure also 8assed the Montana L egislature,
but was vetoed by the Governor. These states
demonstrate a number of ways in which in-
dexing can be accomplished. Table V compares
the_ma|or characteristics of the six state In-
deme aws. ,

. Only three of the statutes are comprehensive
indexation measures in the sense that they pro-
vide for annually adjusting the three primary
fixed-dollar features' of the personal income
tax—the income brackets, personal exemp-
tions, and standard deduction. Even then, dif-
ferences amon? them in the, index used to make
the adjustment and limitations on_the amount
of the adjustment mean that the inflation tax
will not be fully eliminated.

The Minnesota indexing measure was passed
as part of a $715 million tax reform and relief
package and provides that the personal credits
(the counterpart of personal exemptions in
most states), maximum standard deduction,
and maximum exclusion level for the low in-
come allowance will be 'ndexed by the annual
percentage change in the Minneapolis-St. Paul



California

Personal credits, standard
deduction, income
brackets, and low income
credit.

Brackets indexed by
change in state CPI from
June to June minus 3% in
1978-79 and full change in
CPl in 1980-81; other
features indexed by full
CPI change.

Brackets indexed effective
1978 tax year; other

features indexed beginning
1979 tax year. All indexed

Tede
CHARACTERISTICS OF

Colorado

Personal exemption,
standard deduction, and
income brackets.

Set annually by the general
assembly based on various
price data.

1978 tax year and
permanently thereafter.

permanently.

Arizona

FEATURES Personal exemption,

INDEXED standard deduction, and
property tax and renter’s
credit.

INDEX USED Percent change in Phoenix
area CPI from second
quarter 1977 to second
quarter of tax year.

EFFECTIVE 1978 and 1979 tax years

DATE only.

LEGAL Chapter 211, Arizona Laws

CITATION  of 1978 and S.B. 1145 as

passed by 1979 legislature.

SOURCE: ACIR staff compilation.

Metropolitan CPI beginning in 1981. The in-
come brackets will be indexed effective with
the 1979 tax year, but by only 85% of the
change in the CPI.

California is implementing its 1978 indexa-
tion measure in two steps, and the 1979 legis-
lature has amended the original law. Under the
original measure, the income tax brackets were
indexed, effective in 1978, by the change in the
state CPI minus three percentage points, and
beginning with 1979, the personal credits,
standard deduction, and low income credits
will be adjusted annually by the full change in
the state CPI. Under the 1979 amendments, the
tax brackets will also be indexed for tax years
1980 and 1981 by the change in the state CPI
without the 3% deduction.

The Colorado law also indexes the brackets,
personal exemptions, and standard deduction,
but provides that the General Assembly shall
set the annual inflation factor by which they

Chapter 569, California
Laws of 1978 and A.B. 276
as passed by 1979
legislature.

Chapter 105, Colorado
Laws of 1978.

are adjusted, rather than specifying in law that
a particular index be used. The factor is to be
based on the "best statistics available" regard-
ing price changes in the previous year and was
set at 6,0% for 1978 and 7.0% for 1979. The in-
dexing law specifies that if the assembly fails
to establish a new inflation factor by May 1,
each year, the department of revenue is to as-
sume it is 6.0% and make the necessary ad-
justments in the tax tables. .

Two states with partial indexation—W iscon-
sin and lowa—Ilimit the inflation adjustment to
the income brackets and leave the exemptions
and deductions unchanged. The Waisconsin
law, passed as part of $940 million tax reform
package, calls for indexation of the income
brackets by the percentage change in the U.S.
CPI up to a maximum of 10% in any one year.
The act is effective with the 1980 tax year.

The 1979 lowa law is the most restrictive.
Not only does it pertain to just the income
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STATE INDEXING LAWS

lowa Minnesota

Income brackets and
maximum annuity
excludable from taxable
income.

Percent change in U.S. CPI
for previous calendar year
divided by 4 for 1979 and
divided by 2 for 1980.

deduction, income

allowance.

Personal credits, standard

Brackets indexed by 85% of
the percent change in
Minneapolis-St. Paul CPI
from August to August:

Wisconsin
Income brackets.

brackets, and low income

Percent change in U.S. CPI
from June to June, not to
exceed 10% in asingle
year.

other features indexed by

full CPI change.

1979 and 1980 tax years
only if the June 30 general
fund balance exceeds $60
million in each year.
permanently.

S.F. 494 as passed by 1979

legislature. 1979 legislature.

brackets, but it is effective for the 1979 and
1980 tax years only, and the amount of the in-
flation adjustment is quite limited. The infla-
tion factor applied to the brackets for 1979 is
one-fourth of the percentage change in the U.S.
CPI during calendar year 1978 (approximately
2.0-2.25%); for 1980, the factor is one-half of
the change in the CPI during 1979. The maxi-
mum federal retirement annuity excludable
from taxable income will also be indexed by
this factor, The law provides, however, that in-
dexing shall not take effect unless the unobli-
gated general fund cash balance, as certified by
the state comptroller, exceeds $60 million each
year. An interim legislative committee will
examine expanding this limited indexation to
other parts of the income tax and extending it
beyond 1980.

As originally enacted, the Arizona indexa-
tion law was effective for only the 1978 tax
year; it was extended for an additional year by

Brackets indexed effective
1979 tax year; other

features indexed beginning
1981 tax year. All indexed

H.F. 1495 as passed by

1980 tax year and
permanently thereafter.

Chapter 1, Wisconsin Laws
of 1979.

the 1979 legislature. Under the act, the per-
sonal exemption, standard deduction, and
property tax and renters' credits, but not the
income brackets, are indexed annually by the
percentage change in the Phoenix area CPI,
10% in 1978. A special legislative session on
tax reform, scheduled for the fall of 1979, will
address making indexation a permanent feature
of the state tax code, and one state official has
stated that because of the tax relief it provides,
he has "no doubt" that indexing will be made
permanent.19

The vetoed Montana legislation would have
indexed the personal exemptions, standard de-
duction, and income brackets by the annual
change in the U.S. CPI. 1., his veto message,
Governor Thomas Judge listed several objec-
tions to the bill including the fact that the rev-
enue effects would be substantially more than
contemplated because of a separate enactment
increasing the personal exemption level. He
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also felt that indexing would make the tax
structure more complicated, and since the
measure would not have become fully effective
until 1981, he considered it best that Montana
learn from the experience of other states now
implementing indexing laws and reconsider it
at the next legislative session. The legislature's
Revenue Oversight Committee will, as it did in
1978, study the feasibility of indexing, in-
cluding the tax on such items as capital gains,
interest expense, and business income.

The effect of these laws on tax burdens and
state revenues, of course, varies from state to
state depending on the progressivity of the tax
structure and the proportion of state revenues
derived from the personal income tax. The
states fall in the high or medium progessivity
category used in Figure Il (p. 12) with the ex-
ception of lowa which is in the low progres-
sivity category. The six states, with the excep-
tion of Arizona, also exhibit a high or medium
degree of reliance on personal income tax rev-
enues. Personal income tax receipts accounted
for 16.4% of Arizona tax revenue in 1977 and
approximately 30% to 40% of total tax revenue
in the other five states.

In general terms, then, it can be expected that
the impact of indexation on tax burdens and
revenues in these six states will be slightly
higher than it would be in the "average" state.
In addition, low income taxpayers in Min-
nesota can expect to receive asubstantial share
of the benefits of indexation because of the
drop in progressivity from the high to low
progressivity category as income increases in
that state. (See Figure Ill, p. 14)

Some specific estimates are also available.
The Colorado Department of Revenue projects
that its comprehensive indexation measure,
with a 6% inflation factor, will reduce state in-
come tax revenues approximately 8.7% or $28.3
million in 1979. This amounts to individual tax
reductions ranging from 13.8% for taxpayers
with incomes below $5,000 to 1.0% for those
with greater than $100,000 incomes.2L

A somewhat smaller relative effect is ex-
pected in California which relies less exten-
sively on the personal income tax. The Califor-
nia Franchise Tax Board projects areduction in
income tax revenues of approximately $40 to
$50 million for each 1.0% increase in the CPI in
excess of 3.0%. For 1979, revenues are esti-
mated to be about $273 million, or 4.6%, less

than they would be without indexing, based on
a projected change in the state CPI from June
1978 to June 1979 of 8.6% (somewhat less than
the probable change in the U.S. CPI because of
the effect of Proposition 13).2

The Arizona Department of Revenue esti-
mates that each percentage point increase in its
inflation factor will reduce tax liability in 1979
by approximately $1.2 million and that with
10% inflation, the tax reduction on a joint re-
turn will range from $2 to $128. 8 With a 10.1%
indexing factor in 1978, personal income tax
receipts totalled approximately $220 million,
some $10.8 million or 4.7% less than they
would have been without indexing.24

In Wisconsin, where only the inrome brac-
kets are indexed, the legislative fiscal office
estimates that with 7% inflation, individual tax
burdens will be reduced approximately $39
million. The maximum savings for an indi-
vidual taxpayer is estimated at $47.%5 Indi-
vidual income tax collections were $1.3 billion
in 1978.

Thirteen other state legislatures considered
indexing bills in 1979—Georgia, Illinois, Kan-
sas, Kentucky, Maine, Missouri, North Caro-
lina, North Dakota, Ohio. Oklahoma, Oregon,
South Carolina, and Utah. Most proposals
would have indexed the income brackets, per-
sonal exemption, and standard deduction by
the change in a state, local, or U.S. Consumer
Price Index. The Maine and Utah bills, similar
to the Colorado statute enacted last year, had
the legislature setting the inflation factor based
on price index data from executive agencies.

THE CANADIAN INDEXING SYSTEM

While indexing is relatively new in the U.S.,
a number of foreign countries have indexed
their personal income taxes for several years,
including Australia, Denmark, the Netherlands,
Brazil, Chile, and Canada. The Canadian ex-
perience bears some examination because its
tax structure is much like that in this country.

The Canadian indexing law was adopted in
1974 primarily in response to asudden surgr in
inflation which, after averaging about 1% to 2%
throughout the 1960s, hit 9.1% in 1973. Under
the law, the personal exemption and the tax
brackets are adjusted annually by the rate of
inflation as measured by the change in the
Canadian Consumer Price Index for the 12



months ending September 30, prior to the tax
year. A child tax credit enacted in 1978 will
also be indexed beginning in 1979. The actual
inflation factor was 6.6% in 1974, 10.1% in
1975, 11.3% in 1976, 8.6% in 1977, 7.0% in
1978, and 9.0% in 1979, for a compound effect
amounting to a 65.8% increase in the brackets
and exemption in the first six years. Specif-
ically, indexing has increased the personal
exemption allowance for a taxpayer with a de-
pendent spouse and two children from $3,700
in 1974 to $6,070 for 1979. The maximum tax
rate bracket has increased from $60,000 to
$99,480 in 1979.%5

Indexing has provided substantial tax relief
to Canadian citizens. The department of fi-
nance estimates that indexing will reduce the
1979 federal tax burden by $1.2 billion, and the
total reduction from indexing alone is over $6
billion since 1974. Moreover, the relief goes
largely to low and middle income taxpayers;
over 70% of the tax reductions have gone to
taxpayers with incomes in the $15,000-$25,000
range.Z/

What is the effect of indexation on govern-
ment revenues in Canada? The $1.2 billion re-
duction in 1979 amounts to approximately
8.0% of the projected $14.9 billion in indi-
vidual federal income tax collections and less
than 3% of total federal revenue projections of
$40.5 billion.B Similar revenue reductions can
be expected at the provincial level because,
with the exception of Quebec, all provincial in-
come taxes are expressed as a percentage of
federal tax liability. Through 1978, federal rev-
enues have still increased at a 9.0% annual rate
since the introduction of indexing, and provin-
cial revenues have grown at an even faster
clip—some 14.2% per year from their 1973
levels.®

In addition, both the national government
and the provinces have pursued an expan-
sionist fiscal policy through further discretion-
ary income tax cuts in the years since the per-
sonal income tax was indexed.3 Part of this
expansionism, however, was financed through
a growing federal government deficit which
reached a level of roughly $10 billion in 1978,
approximately one-third of which is attributed
to the effects of an economic slowdown.3L

While there are no immediate signs of fiscal
stress, there is some concern that the provincial
governments may experience some fiscal

problems in the future if inflation is not re-
duced substantially to limit the upward pres-
sures on government costs and ease the impact
of indexing. Nonetheless, it is felt that index-
ing has become an important and accepted
feature of the Canadian tax system, and to
abandon it now would be politically quite un-
popular.® The long-run potential for fiscal
trouble at the provincial level is not directly
applicable to the United States. Unlike the
Canadian provinces, only three states (Ne-
braska, Rhode Island, and Vermont) base their
state income tax on a fixed percentage of fed-
eral tax liability.

FEDERAL INDEXING PROPOSALS

A variety of proposals to index the U.S. fed-
eral income tax have been presented to Con-
gress since the first indexing bill was intro-
duced by Sen. James Buckley (NY) in 1974. In-
dexing bills have reached various stages of the
legislative process, but none has yet gained the
approval of both houses. The most significant
actions transpired in 1978.

Late in the year, the House of Representatives
approved, by a 249 to 167 vote, an amendment
to the Revenue Act of 1978 that would have in-
dexed the basis for computing capital gains ef-
fective in 1981. The measure was, however,
deleted by the House-Senate conference com-
mittee that put together the final tax package.
Additionally, a bill to index the personal in-
come tax brackets introduced by Rep. Willis
Gradison (OH), along with over 100 co-spon-
sors, failed to reach the floor on a close vote in
the House Ways and Means Committee.

On the Senate side, the Subcommittee on
Taxation and Debt of the Finance Committee
held hearings in April 1978, on S. 2738, intro-
duced by Sen. Robert Dole (KS). This meas-
ure was more far reaching than most indexing
proposals; it would have indexed the personal
exemptions, tax brackets, and some other parts
of the individual income tax, as well as parts of
the estate and gift taxes and the capital gains
tax. A version of the bill missed adoption in the
full committee by two votes.

Interest in indexing has not waned in the
96th Congress. Rep. Gradison and Sen. Dole
have gathered over 120 co-sponsors on their
“Tax Indexing Act of 1979" (H.R. 365 and S.



12). The bills would index the personal ex-
emptions and the income brackets by the an-
nual change in the U.S. Consumer Price Index.
They are awaiting hearings in the House Ways
and Means Committee and Senate Finance
Committee. Other bills to index the personal
income tax have also been introduced in the
96th Congress (e.g., S. 211 by Sen. Hcrt (CO))
and indexing is part of a tax stimulus package
recently introduced by Repub’'can congres-
sional leaders and a major tax reduction pro-
gram introduced by Sen. William Roth (DE)
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iIndexation: Challenge and Response

J. he concept of automatically adjusting per-
sonal income taxes for inflation ,r>es not meet
with approval in all quarters, me purpose of
this section is to highlight the major arguments
made against indexation and to offer a rebuttal
to those challenges.

PERIODIC_TAX CUTS
SHOULD BE PREFERRED

Challenge: Periodic, ad hoc tax reductions are a
superior means of controlling the effects of in-
flation on individual tax burdens. Previous
Congressional tax cuts have, in the aggregate,
more than offset inflation-induced tax in-
creases for the last two decades, and Congress
has used these opportunities to make the tax
system more progressive.

Response: While Congressional tax cuts have
kept federal income tax receipts at 9.0% to
10.5% of personal income since 1960, viewing
only the total tax burden overstates the record
of Congress in compensating for the inflation
tax. An analysis of historical tax liabilities by
The Brookings Institution in 1975 revealed that
the burden on taxpayers with $25,000 to
$200,000 incomes had increased from 1960 to
1975 despite several tax cuts and that these in-
come groups would have been better off had
Congress indexed the 1960 tax code rather than
enacting periodic tax reductions.33

The analysis also found that the stable total
tax burden was due primarily to the large 1964
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tax cut and that Congress had not kept up with
the inflation tax from 1964-75.34 Moreover,
the average tax burden is estimated to have in-
creased from 1975-783% indicating further
slippage on the part of Congress. In addition,
ACIR’s analysis shows nearly all real tax re-
ductions from the Revenue Act of 1978 will be
eliminated by 10% inflation in 1979. These de-
velopments point up both the difficulty of
offsetting the tax effects of high inflation rates
through periodic tax cuts and the uncertainty
the public faces in relying on discretionary
Congressional actions for relief from the infla-
tion tax.

Regardless of whether Congress can or does
offset the inflation tax, indexing holds an im-
mense advantage for the taxpayer over the cur-
rent system of discretionary tax reductions be-
cause it is an automatic, annual adjustment for
the inflation tax. It removes the uncertainty
taxpayers face when Congress seems disposed
to use the inflation windfall for other purposes
and balances tax cuts against the perceived
need for restraint or stimulus in the economy.
It insures that taxpayers will not suffer asilent
increase in their tax burdens while Congress
debates how to use the windfall revenues. With
indexing, Congress will be forced to rely on
real economic growth, deficit financing, or
raising taxes to keep revenues increasing faster
than inflation. Its ability to enact tax cuts with
the inflation tax revenue will also be curbed. In
short, indexing forces policymakers to address
income tax issues in amanner for which they
can clearly be held accountable by the public.

A similar measure of accountability will be
imposed on state legislatures by the adoption
of indexing at the state level. Indexing will
eliminate the flexibility of legislatures to use
inflation tax revenues for other purposes and
improve the ability of citizens to focus respon-
sibility for their state tax bills.

Indexing will not, however, eliminate the
ability or the need for Congress and state
legislatures to enact ad hoc tax cuts and make
other adjustments in the tax code. Real income
growth will still be taxed more than pro-
portionately to its growth rate, and if the goal is
to keep income tax revenues at a stable per-
centage of personal income, additional tax re-
ductions will be necessary with indexing.
Through these actions, such tax policy goals as
redistributing income, stimulating savings, or

promoting economic expansion can still be
achieved.

In the final analysis, the issue of indexation
is more political than economic. That is, the
guestion is primarily whether the increased
real tax burden from inflation is eliminated
automatically through indexing or whether
taxpayers must continue to rely on ad hoc
legislative actions for relief. The reduced flexi-
bility and increased accountability imposed by
indexing will, no doubt, make political life
more difficult, as noted by Nobel Prize winning
economist, Milton Friedman:

These reforms [tax indexation, among
others] deserve wide support. They
would reduce the harm done by infla-
tion and would ease the withdrawal
pains from reducing inflation. They
would also lower the revenue that the
government gets from inflation and
hence the government’s incentive to
engage in inflation. This is at one and
the same time a major argument in
their behalf and the chief obstacle to
their enactment.36

In a representative democracy that rests on
the ability of the public to hold elected officials
accountable for their decisions, however, re-
moving the unlegislated inflation tax through
indexing seems a necessary reform.

LOSS OF FEDERAL REVENUE

Challenge: Indexation will reduce federal rev-
enues substantially. This will limit the ability
of government to respond to emerging public
problems, impede the balancing of the federal
budget, and in all likelihood, reduce the flow
of aid to states and localities.

Response: Indexation will not cause federal
revenues to decline in absolute terms, but will
only slow the rate of growth in federal receipts.
If one assumes that the responsiveness of the
federal income tax is such that a 10% increase
in income creates a 15% growth in tax collec-
tions (i.e., the income tax has an elasticity of
1.5), it can be said that indexing will reduce
the nominal growth rate from inflation by
one-third. Federal revenues will still increase
in real terms along with real increases personal



income. If, as the Congressional Budget Office
projects, real economic growth totals 14.3%
from 1979-82,37 income tax receipts will in-
crease, in real terms, by 21.5% over that period
in addition to increases just proportionate to
inflation. In other words, indexing will not
keep federal revenues from increasing; it only
eliminates the windfall revenue bonuses now
received from inflation.

The major difference indexing makes in the
taxing-spending equation is the increased ac-
countability imposed on elected officials. Con-
gress will not be able to continue enacting tax
cuts and still increase spending levels with the
frequency and magnitude that it has in recent
years. If increased revenues are necessary to
balance the budget or implement new pro-
grams, Congress may be forced to raise taxes
rather than relying on the unlegislated infla-
tion tax for fiscal flexibility. The political con-
straints posed by tax increases, however, make
it likely that federal policymakers will first
consider their spending decisions more care-
fully in an effort to make federal revenues
stretch further.

Because indexation will introduce a new
measure of fiscal discipline in the budgetary
process, the nearly 500 federal aid programs
will be forced to operate in a more competith e
environment. Indexing, however, would be
only one of several factors that have caused
federal assistance to states and localities to
crest in recent years.38 These constraints may
encourage Congress to consolidate related
categorical grants and give state and local gov-
ernments greater flexibility but fewer dollars, c
position some state and local policymakers are
willing to accept. These belt-tightening de-
velopments should work in the right direction
—toward abetter allocation of federal resources
and a healthier intergovernmental system.
There is, however, no economic link between
indexing and federal aid levels that would lead
to an automatic reduction in the aid.

If the revenue effects of indexing are consid-
ered too onerous in the short run, it could be
phased in over a period of time, or some form
of partial indexing adopted. Those states and
foreign countries that have enacted indexing
measures offer a range of ways a limited or
phased indexation could be structured.39 Par-
tial indexing schemes will not, however, ac-
complish the goal of keeping taxpayers with a

constant real income in the same relative tax
position despite ongoing inflation, and the im-
pact of limited indexation on different taxpayer
groups will vary substantially depending on
the system chosen. The better situation seems
to be to phase in full indexation over a rela-
tively short period of time.

STATE AND LOCAL FISCAL STRESS

Challenge: The reduced fiscal flexibility from
indexing state income taxes could cause a
greater reliance at the state and local level on
more regressive property and sales taxes. States
cannot resort tc deficit financing for operating
purposes as the federal government can, and
they may be forced to enact sales and use tax
increases or cutback on programs such as aid to
local governments and state-financed property
tax relief to meet growing expenditure needs.

Response: As at the national level, indexing
state income taxes will not cause an absolute
reduction in state revenues. Income tax receipts
will still increase more than proportionately to
the rate of real growth in personal income and
at a rate just equal to inflation for increases in
income related to inflation. The ACIR estimates
that if all states were to adopt indexing, income
tax collections would still rise at an average
annual rate of 13% from 1977-81, a decrease of
only 25 percentage points from the yearly
growth in actual state income tax collections
between 1971 and 1975—a period in which
several states enacted substantial income tax
increases.'*0

The impact of indexation on state revenues
will, of course, vary among the states. It seems
noteworthy, though, that the revenue effects in
the six states that have adopted indexing are
likely to be greater than in the majority of states
because with few exceptions, their reliance on
income tax revenues and the progressivity of
their tax structures is above the national aver-
age. (See Figure Il, p. 12.) Despite this, index-
ing has not prevented these states from pro-
viding additional state and local tax relief. In-
dexing was adopted as part of major income
and property tax relief measures in Arizona,
Minnesota, lowa, and Wisconsin. California’s
indexation law was enacted the same year that
most surplus state revenues were used to re-



place local property tax collections lost as are-
sult of Proposition 13,

In addition, these six states have major prop-
erty tax circuit-breaker programs financed
through the income tax. A circuit-breaker is a
property tax relief mechanism wherein prop-
erty tax payments in excess of a specified per-
centage of household income are rebated to the
taxpayer through an income tax refund or
credit.4l In 1977, circuit-breaker programs in
the six states with indexing accounted for over
30% ($295.7 million) of the total property tax
relief provided through the 29 state circuit-
breaker programs.& Either these states feel in-
dexing will not impair these programs, or they
consider the merits of indexing to outweigh the
reduced revenue flexibility.

States would not automatically be forced to
raise existing sales and property taxes if addi-
tional revenues were needed subsequent to the
adoption of indexing. They could use such an
occasion to examine the overall state-local fis-
cal structure as well as make a careful evalua-
tion of existing expenditure programs to pro-
vide additional funds. Alternative local rev-
enue sources, user fees, and a thorough review
of the income tax structure including such
items as the range of the income brackets, the
rate structure, and the deductibility of federal
income taxes would appear to be candidates for
review. If tax increases were necessary, it
seems that a public education program on tax
reductions and the benefits of indexing would
help offset the political liabilities associated
with tax hikes.

ECONOMIC STABILIZATION POLICY

Challenge: Indexation will add a degree of in-
stability to the U.S. economy by eliminating
the “automatic stabilizer” effect of the gradu-
ated income tax. An unindexeu progressive tax
helps restrain inflation by restricting consumer
spending during an expansionary or inflation-
ary period, and similarly, promotes an in-
crease in consumer purchasing during a
recession.

Response: Several recent studies have found
that indexing will have a negligible impact on
tho stablizing attributes of the income tax, and
some have concluded that an unindexed tax
may, under certain economic conditions, have

a destablizing effect which indexing would
moderate. Indexing may not affect the stabiliz-
ing capacity of the income tax because the in-
creased tax collections to keep the economy
from overheating during an expansion result
from both increases in production and in-
creases in prices (inflation). Recent research
suggests that most of the increased tax receipts
during an expansion come from production,
and thus, indexation, which eliminates only
the increased taxes from inflation, will have
little effect on economic stability during an
expansion.

This was the. conclusion of James Pierce and
Jared Enzler in their analysis of the U.S. econ-
omy under three type; jfexpansionary changes
if the income tax were indexed. Although they
tried to accentuate the potential impacts of in-
dexing, their conclusion was unequivocal:

There is simply no evidence that in-
dexing the tax system would be harm-
ful to economic stability. ... In light of
the undesirable effects that inflation
has on the tax system, it would appear
from our results that indexing should
be adopted.43

Similar results were achieved by two Cana-
dian economists in an analysis of the issue in
that country. They found that prices did not
begin to increase until nearly a year after the
expansionary change and concluded that
nearly all the built-in stability of the income
tax was attributable to its responsiveness to
changes in production rather than inflation.44

In addition, Dr. Thomas Dernburg, in a study
for the Joint Economic Committee of the Con-
gress, found that under certain circumstances,
the nonindexed graduated tax may be a “de-
stabilizer” and that indexing may, in fact, add
stability in such cases.45 His conclusion is
based on the premise that during periods of in-
flation caused by cutbacks in supply—such as
OPEC oil price increases and poor food
harvests—prices and nominal income will in-
crease as they would in periods of excess de-
mand, but real income and real output will de-
cline. This means that without indexation, in-
c<me tax collections will be increasing at a
time when money should be going into the
economy to stimulate production. Unless other
policies are adopted, this can lead to an eco-



nomic downturn with further production losses
and increased unemployment even though in-
flation remains high—a set of circumstances
sometimes called “stagflation.” Dernburg
found that, in fact, this did happen during the
1974 recession when both inflation and unem-
ployment were at very high levels. He con-
cluded that by reducing federal tax collections
"indexed taxes would have moderated the col-
lapse in 1974.” %6

A study of the effect of indexing in Canada in
1974 produced the same conclusion:

The additional fiscal drag (increased
tax collections) which inflation would
have generated ... without indexation
would have been sufficient to plunge
the economy into recession in early
1975 unless offset by discretionary fis-
cal changes.47

With the recent recurrence of economic con-
ditions very similar to 1974—a projected eco-
nomic recession while inflation remains high
in the wake of the June 1979 OPEC oil price
increases—it seems an appropriate time for the
Congress to consider indexation. Indexing
might help moderate any recession, and there
is little evidence suggesting that it would add
instability to the economy under other eco-
nomic conditions.

EFFECT ON WAGE DEMANDS

Challenge: Indexation will make it advanta-
geous for labor unions with cost-of-living es-
calators in their contracts to push for greater
wage increases in an effort to push up the rate
of inflation. The combination of cost-of-living
raises and indexing will make unions the
beneficiaries of inflation and weaken any de-
sire to bring the rate of inflation down.

Response: On the contrary, there is areason to
believe that indexing will have the opposite
effect—that by preserving after-tax purchasing
power, indexing may lead to more moderate
wage demands and actually help control infla-
tion.

It seems reasonable that indexation will help
lessen wage demands because its purpose is to
preserve a taxpayer’s after-tax purchasing
power. To the worker what really matters is

take home pay rather than gross income be-
cause this is the money actually at the worker's
disposal to spend as he or she wishes. Under an
unindexed tax structure where taxes increase
more than proportionately to wage gains, the
worker and union must push for a higher pre-
tax income to achieve a given level of net in-
come. In fact, they must push for a wage gain
greater than inflation to keep after-tax pur-
chasing power from being reduced by the in-
flation tax. Thus, higher income taxes can lead
to higher wage demands. With an indexed tax
structure, the after-tax income goal can be
achieved with a smaller increase in pre-tax in-
cone meaning that the effect of union wage
demands on inflation should be reduced with
indexation.

The recent decision of the Australian gov-
ernment to index the income tax was prompted
in no small measure by the demands of labor
unions for this remedial action to preserve after-
tax purchasing power. There is also evidence
in European countries that after-tax income is
becoming the bargaining goal of the labor
unions. In Austria and Finland, income tax
cuts have actually been negotiated by the gov-
ernment and unions as part of their wage dis-
cussions, and unions have begun expressing
their wage targets on an after-tax basis in Ger-
many and the Netherlands.48

While there is less collaboration between
unions and the government in this country, it
seems plausible that the foreign experience
should, in at least some respects, be applicable
to the U.S., particularly as the government at-
tempts to gain compliance with its wage-price
guidelines and becomes more involved in labor
negotiations. Certainly, unions must consider
the effect of higher taxes in their wage negotia-
tions.

Professor Dernburg in his study stated that
the tax-wage interaction was a problem which
should not be "underestimated” in the U.S. He
found, from reviewing the history of wage in-
creases after the 1964 tax cut and after the im-
position of the tax surcharge in 1968, that
higher income taxes may, indeed, stimulate
higher wage demands—and lower taxes ac-
complish the reverse. As he put it:

This is, after all, quite reasonable. To
the worker what counts is his net in-
come after tax ... and he may very rea-
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sonably view a tax reduction as a sub-
stitute for a wage increase and vice
versa.®

Dernburg went on to point out that continu-
ation of the higher taxes begetting higher
wages cycle could act much the same as an
OPEC oil price increase or an “exogenous sup-
ply shock” and lead to a period of stagflation
with declining production and increasing in-
flation unless other policies were adopted. He
concluded that indexing the income tax should
help reduce wage demands and control infla-
tion.®

COMPLEXITY AND INEQUITIES

Challenge: Indexation of the personal income
tax will add further complexity to an already
complicated tax system. It will also lead to
gross inequities because it does not address the
effect of inflation on property income.

Response: Indexing the personal income tax is
not a complex process, and it will not make it
more difficult for individual taxpayers to com-
plete their tax forms. It simply requires the tax
collection agency to compute an adjustment
factor based on the rate of inflation as meas-
ured by the change in an established price
index, such as the U.S. Consumer Price Index,
and multiply the indexed parts of the tax code
by the adjustment factor. If, for example, the
inflation rate is 10%, the upper and lower
boundaries of each income bracket and the per-
sonal exemption allowance would be multi-
plied by 1.10, and all other tax computations
would proceed normally.

The inflation factor is generally based on the
CPI change for a 12-month period ending prior
to the completion of the tax year (e.g., June 30)
which allows the tax agency sufficient time to
refigure the tax tables and have the tax forms
printed so that the taxpayers need not make
any additional computations. To recompute the
withholding tables in effect throughout the tax
year will uquire the tax agency to estimate the
inflation factor before the end of the applicable
12-month period which could result in over or
under withholding depending on the accuracy
of the forecasted inflation rate. While this ob-
viously entails some additional administrative
steps and costs for the tax agency, it is not un-
like any other legislative changes in the tax law

made during the tax year.

The second part of this argument is correct in
the sense that indexing the income brackets
and personal exemptions, as is advocated here,
does not eliminate the effect of inflation on
items such as capital gains and business in-
come.SL The effect of inflation on property in-
come involves a complex set of economic,
political, and tax accounting arguments about
such topics as the measurement of income from
capital, the treatment of debt payments during
inflation, and the depreciation of capital assets.
No consensus exists on how inflation affects
these types of income, and they are excluded
from the Commission’s earlier deliberations
and this report as areas in need of further
research.

This should not, however, detract from the
importance and merits of indexing the personal
income tax brackets and exemptions which
would eliminate the inflation tax on wage and
salary income. As a practical matter, this in-
dexing would solve most of the problem as
wages and salaries accounted for 83.5% of the
federal personal income tax base in 1976. To
deny the benefits of indexing to the majority of
American taxpayers because an inflation ad-
justment for property income cannot be per-
fected brings to mind the adage that "the coun-
sel of perfection is the counsel of delay.”

Indexing the personal exemptions and in-
come brackets might serve as afirst step toward
attempting the more complex reforms needed
for property income. At least, it should allow
Congress to devote more attention to grappling
with the issue.

YlELDlN&SWI—WI_Eolle:LATlON

Challenge: By protecting taxpayers from the
inflaticn tax, indexation builds inflation into
our economic system and weakens the derire of
both the citizens and government to bring it
under control. Evidence for this exists in those
countries that have indexed their tax codes: in-
flation continues to be a major problem, par-
ticularly in Latin America where 100% or more
annual inflation is not uncommon.

Response: This challenge rests not so much on
economic theory about inflationary cycles as it



does on certain perceptions about the Ameri-
can public and its governmental institutions. In
effect, opponents of indexing are saying that as
long as the public is assured it will not fall
further behind inflation solely because of an
increase in its tax liability, it will no longer
consider inflation a problem and will learn to
live with it. This seems unconvincing.

While it is true that indexation will enable
the taxpayer whose pre-tax income increases at
the rate of inflation to maintain his after-tax
purchasing power and standard of living, in-
dexing does nothing to assure that the taxpayer
will receive the wage increase necessary to
keep up with inflation in the first instance. If
the taxpayer does not receive asalary increase
sufficient to offset inflation, his purchasing
power and standard of living will still decline
even with indexing; all indexing does in such a
case is adjust his tax burden to prevent him
from losing even more ground to inflation. To
contend that indexing insures the taxpayer
against a loss of purchasing power is to credit
it with more than it can do.

As syndicated columnist George F. Will
stated:

It is preposterous to say ... that in-
dexing will cause people to become
apathetic about inflation. People who
suffer from inflation a dozen times a
day, at every cash register, will not
sink into complacency about inflation
just because it no longer injures them
in their capacity as federal taxpayers.32

Furthermore, this challenge treats indexing
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Sunley, Emil M., and Joseph A. Pechman,
"Inflation Adjustment for the Individual
Income Tax,” in Henry J. Aaron, ed., Infla-
tion and the Income Tax, Washington, DC,
The Brookings Institution, 197*5 pp.
153-71.

Examines effect of tax reductions from
1960-75 on individual tax liabilities and
effects of indexing on federal revenues.
Finds that, in the aggregate, tax cuts have
offset the effect of inflation, but with a dif-
ferent distribution among income groups
than would have been the case with index-

ing.

30.

31.

32.

33.

Trasente, Neal G., "Income Tax Index-
ing—¢Early Experience,” paper presented to
National Association of Tax Adminis-
trators, Madison, WI, June 1979, 10 pp.

Examines first-year experience with in-
dexing in Arizona including estimate of the
impact on state revenues and tax savings
among income groups.

U.S. Advisory Commission on Inter-
governmental Relations, Inflation and Fed-
eral and State Income Taxes, A-63, Wash-
ington, DC, U.S. Government Printing Of-
fice, 1976, 88 pp.

Analyzes impact of inflation and indexa-
tion on federal and state individual income
tax burdens and revenues, and examines
the intergovernmental issues involved in
indexing. Recommends that federal and
state governments index their personal in-
come taxes, and until such time as indexa-
tion is accomplished, that the amount of
inflation-induced federal and state per-
sonal income tax increases be estimated
and publicized each year.

U.S. Congress, Senate, Committee on Fi-
nance, Subcommittee on Taxation and Debt
Management Generally, Indexation of Cer-
tain Provisions of the Tax Laws, Hearings
before the ... on S. 2738, Washington, DC,
U.S. Government Printing Office, 1978, 160
pp.

Hearings on legislation to index the per-
sonal income tax, estate and gift tax, and
the asset basis for computing capital gains.
Contains testimony from Congressional
supporters and testimony of U.S. Treasury
Department in opposition to the bill.

Von Furstenberg, George, M., "Individual
Income Taxation and Inflation,” National
Tax Journal, Vol. XXVIII, No. 1, Columbus.
OH, National Tax Association, March 1975,
pp. 117-25.

Measures average tax rates for several real
income classes for period 1965-72. Finds
that Congressional tax cuts during the
period offset the inflation-induced tax in-
creases only for the lowest income groups.

. Will, George F., "A Cure for Income ‘Tax-

flation’,” The Washington Post, August 16,
1979, p. A-21.

Concise summary of the case for index-
ing.



An ACIR Legislative Guide to
State-Local Financial Management
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The |n|t|al phase of the prolect involved
drafting and revising 19 pieces of model legis-
lation governing a broad range of financial
management topics. The bills are based on a
wealth of ACIR policy recommendations and
existing state statutes in the financial manage-
ment field and are intended as a useful refer-
ence for state and local officials interested in
improving state-local financial management.
The model bills fall roughly into three cate-
gories—increased accountability; improving
administration and oversight procedures; and
removing unnecessary shackles on state and
local fiscal operations—and cover areas rang-
ing from indexation of the state individual in-
come tax to preventing and controlling local
financial emergencies.

In addition, the ACIR is now providing tech-
nical assistance to states in the areas covered
by the 19 model bills. The types of assistance
available include providing drafting assistance
to tailor legislation to specific needs, providing




consultants for one or two days of in-depth
technical aid, conducting “in-state” seminars,
meeting with legislators from several states to
discuss specific areas of mutual concern, and
providing background research reports and
copies of statutes on which the bills are based.

The project is funded by a grant from the
U.S. Department of Housing and Urban De-
velopment, as part of its Local Financial Man-
agement Capacity Sharing Program, and is op-
erated in conjunction with the National Gover-
nors' Association and the National Conference
of State Legislatures. For more information on
the project or copies of the 19 model bills,
please contact ACIR, Policy Implementation,
[l11-20th Street, NW, Washington, DC 20575.

The model bills in the ACIR financial man-
agement legislative package include:

INCREASED ACCOUNTABILITY

Full Disclosure of Property Tax Increases
(Truth in Taxation). Establishes a procedure for
local legislative bodies to set the property tax
rate each year to produce the same amount of
revenue as the previous year with optional al-
lowances for new construction or a specified
percentage of revenue growth. In order to raise
the rate, the proposed increase must be adver-
tised and a public hearing held.

Indexation of the State Individual Income Tax.
Requires annual adjustment of the personal
exemptions, low income allowances, maximum
limit of the standard deduction, per capita
credits, and tax rate brackets by the rate of in-
flation to prevent the automatic, real tax in-
creases that would otherwise result from
inflation-related gains in income. Requires the
Governor to highlight in the budget the indi-
vidual income tax revenues attributable to in-
flation for the prior year, current year, and up-
coming year. The text of this bill follows these
summaries.

State Mandates. Provides that costs imposed on
local governments by state mandates for new
programs, increased service levels, and im-
proved personnel or retirement benefits will be
reimbursed, wholly or in part, by the state.
Also provides for a catalog of state mandates
and a procedure for filing, reviewing, and ap-
pealing reimbursement applications.

Legislative Notes on the Fiscal Impact of State
Legislative Actions on Local Governments. Re-
quires all proposed legislation and administra-
tive rules affecting local governments to con-
tain a realistic estimate of the effect on local
government expenditures and revenues of im-
plementing or complying with the proposed
action.

State Compensation to Local Governments for
State-Owned Property. Provides for an inventory
of state-owned property and compensation to
local governments for the tax exempt property
under one of three mechanisms: service
charges for improved property: tax equivalency
for undeveloped land holdings; and shared
revenue from revenue-producing property.

State Budgeting and Appropriation of Federal
Monies Received by the State. Requires state
agencies to notify the state budget officer or
appropriate legislative committee chairperson
prior to applying for federal monies and pro-
hibits state agencies from expending federal
money unless it is appropriated by the legisla-
ture. Because of varying state budgetary prac-
tices, a variety of exemptions and options is
provided as are statutory and constitutional
language allowing the legislature to delegate
the appropriation authority to a special com-
mittee to act when the legislature is not in
session.

Citizen Participation in the Budget Process.
Requires public notice and hearing on the
adoption of the local budget and provides that
the full budget is to be made available for in-
spection after its adoption.

IMPgO INISTRATI ND
VERSI OCEDU

State Aid Administration. Provides for the
codification, review, and periodic evaluation of
all programs of state aid to local governments.
State aid formulas are to be reviewed annually

and the performance of all programs is to be re-
viewed periodically.

Establishment of a Consolidated State-Admin-
istered Pension System. Creates a consolidated
statewide retirement system to supersede
existing state and local programs. Provides al-
ternative procedures for supersession and



armless benefit rights for existing em-
s absorbed into the new system.

Standards, Review and Assistance Re-

,ing Local Retirement Systems. Establishes

ansion review commission to provide tech-

.cal assistance to local retirement systems and

/o study and analyze existing programs and

/proposed changes in benefits. Requires

periodic actuarial valuations of existing sys-

tems and estimates of the cost of all proposed
changes.

Preventing and Controlling Local Financial
Emergencies, Prescribes the conditions under
which a financial emergency shall be declared.
Establishes a board to review and supervise the
financial management of the affected locality
and requires the adoption of a plan for restor-
ing fiscal soundness.

Pooled Insurance. Establishes a voluntary, co-
operative risk management program for state
and local governments and authorizes local
governments to form joint cooperative insur-
ance programs.

Public Deposits and Investment of Idle Funds.
Provides for state assistance to local govern-
ments in the management of their funds and
prescribes qualified investments for local
funds. Establishes a state-administered pool for
investing idle local government funds on a
voluntary basis.

State Supervision and Assistance in Regard to
Local Debt Issuances. Authorizes a state agency
to set standards governing the issuance of debt
instruments by local governments and to pro-
vide technical and other assistance in the mar-
keting and management of local debt.

State Regulation of Local Accounting, Auditing
and Financial Reporting. Requires local gov-

ernments to comply with generally accepted
principles of governmental accounting, to issue
an annual financial report in accordance with
such principles, and to have an annual audit of
financial operations performed. Establishes a
commission to promulgate accounting and au-
diting standards and provide technical assis-
tance in complying with the standards. Provides
for a three-year transition period.

Intergovernmental Cooperation in Tax Ad-
ministration. Provides for the exchange of tax
records among states, the federal government,
and local governments for tax enforcement
purposes and authorizes state officials to re-
quire proof of payment of local taxes prior to
the issuance of automobile and liquor licenses
and papers of incorporation.

REMOVING UNNECESSARY
STATE AN[?HL%%&LESO RNMENTS

Removal of Constitutional Restrictions on State
Borrowing. Allows states to incur debt for any
public purpose. The debt is to be secured by
the full faith and credit of the state.

State Constitutional Restrictions on Local Bor-
rowing Powers. Removes details regarding local
government borrowing powers from the state
constitution and authorizes the legislature to
establish local debt policy through the normal
legislative process.

Repeal of Constitutional Restrictions on Local
Taxing Powers. Removes details regarding
local taxing powers from the state constitution
and authorizes the legislature to establish local
tax policy through the normal legislative pro-
cess.
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holds harmless benefit rights for existing em-
ployees absorbed into the new system.

State Standards, Review and Assistance Re-
garding Local Retirement Systems. Establishes
a pension review commission to provide tech-
nical assistance to local retirement systems and
to study and analyze existing programs and
proposed changes in benefits. Requires
periodic actuarial valuations of existing sys-
tems and estimates of the cost of all proposed
changes.

Preventing and Controlling Local Financial
Emergencies. Prescribes the conditions under
which a financial emergency shall be declared.
Establishes a board to review and supervise the
financial management of the affected locality
and requires the adoption of a plan for restor-
ing fiscal soundness.

Pooled Insurance. Establishes a voluntary, co-
operative risk management program for state
and local governments and authorizes local
governments to form joint cooperative insur-
ance programs.

Public Deposits and Investment of Idle Funds.
Provides for state assistance to local govern-
ments in the management of their funds and
prescribes qualified investments for local
funds. Establishes a state-administered pool for
investing idle local government funds on a
voluntary basis.

State Supervision and Assistance in Regard to
Local Debt Issuances. Authorizes a state agency
to set standards governing the issuance of debt
instruments by local governments and to pro-
vide technical and other assistance in the mar-
keting and management of local debt.

State Regulation of Local Accounting, Auditing
and Financial Reporting. Requires local gov-

ernments to comply with generally accepted
principles of governmental accounting, to issue
an annual financial report in accordance with
such principles, and to have an annual audit of
financial operations performed. Establishes a
commission to promulgate accounting and au-
diting standards and provide technical assis-
tance in complying with the standards. Provides
for a three-year transition period.

Intergovernmental Cooperation in Tax Ad-
ministration. Provides for the exchange of tax
records among states, the federal government,
and local governments for tax enforcement
purposes and authorizes state officials to re-
quire proof of payment of local taxes prior to
the issuance of automobile and liquor licenses
and papers of incorporation.

REMOVING _UNNECESSARY
STATE AN L%CC&[LC?O RNMENTS

Removal of Constitutional Restrictions on State
Borrowing. Allows states to incur debt for any
public purpose. The debt is to be secured by
the full faith and credit of the state.

State Constitutional Restrictions on Local Bor-
rowing Powers. Removes details regarding local
government borrowing powers from the state
constitution and authorizes the legislature to
establish local debt policy through the normal
legislative process.

Repeal of Constitutional Restrictions on Local
Taxing Powers. Removes details regarding
local taxing powers from the state constitution
and authorizes the legislature to establish local
tax policy through the normal legislative pro-
cess.
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Individual

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
personal income tax increase be calculated and pub-
licized for each tax year. The Commission further
recommended that the stales give early 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 prompted this recom-
mendation:

Fiscal Accountability. Indexation is needed to
insure that higher effective income tax rates arc
the product of overt legislative action rather
than the automatic consequence of inflation.

Tax EQuity. The maintenance of tax equity
requires that increases in tax liability be based
on real rather than normal income. Inflation is

“Derived from ACIR,
taxes. A-63, Washingion, DC, U.S. Government Printing Office,
November 1976. Sec also suggested state legislation ruii visciosure

of the Effect of Kate and Base Changes on l.oea! Revenue.

Inflation anti Federal and State Income

Indexation

Il ncome

1

of the State

T a x 1

especially hard on low-income families and all
families with many dependents because it erodes
the value of personal exemptions, the low-
income allowance, the maximum Ilimit of the
standard deduction and per capita credits.

Public Sector Growth. without
there is a bias in favor of an expanded public
sector because inflation automatically pushes
taxpayers into higher tax brackets with the
consequent unlegislatcd increase in governmen-
tal revenues.

indexation,

Current Inflation Rotes. The significance of the
above considerations takes on increased impor-
tance in these times when inflation is well above
historic rates.

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 deduc-
tions by an inflation factor defined as the ratio of the
U.S. Department of Labor Consumer Price Index
(CPI1) for the tax year to the CPI for the previous
year. Because the U.S. Department of Labor does 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
lllinois General Assembly, and on indexation provi-



sions of the Canadian income tax act. enacted in 1973,
and the Colorado income tax act (H.B. 1194) enacted
in April 1978.

Section | 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.

1-2
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Suggested Legislation

[AN ACT TO REQUIRE DISCLOSURE OF
THE INFLATIONARY IMPACT ON
INDIVIDUAL INCOME TAX REVENUE
AND TO PROVIDE FOR ANNUAL ADJUSTMENT OF

KEY PERSONAL INCOME TAX ELEMENTS
FOR INFLATION]

(Be it enacted, etc.)

SECTION 1. Short Title. This act may be cited as the “[S7ate]iIncome TaxlIndexation Act."

SecTioN 2. Findings and Purpose.

(a) The [Iegislature] finds that inflation erodes the value of personalexemptions, deductions, and
tax credits in the [state] individual income tax structure and distorts fiscal equity among taxpayers. The
flegislature] finds, further, that inflation-induced increases in individual income tax revenues result in
annual collections that exceed the amounts anticipated by legislative actions establishing ratﬁs,
exemptions, deductions, and other features of the [state] individual income tax.

(b) It is the purpose of this act to correct these situations by:

(1) requiring that the Governor prepare an annual estimate of the impact of inflation
on individual income tax collections; and
(2) requiring that certain elements of the individual income tax structure be adjusted in
accordance with annual increases in the Consumer Price Index.

SECTION 3. Definitions. As used in this act:

(@) “Inflation factor" means the ratio of the Consumer Price Index for the 12-month period
ending [June 30] [September 30] of the current tax year to the Consumer Price Index for the
immediately preceding tax year, rounded to the nearest one-thousandth.

(b) “Consumer Price Index” means the average over a 12-month period of the Consumer
Price Index published monthly by the Bureau of Labor Statistics, U.S. Department of Labor [as
adjusted by the [State statistical or economic development agency]].

secTioN 4. Annual [Biennial] Estimate of Inflationary Impact on Individual Income Tax
Revenues. The Governor shall include in the [annual] [biennial] executive budget an estimate for the
previous year, the current year and the following [budgeted] year of the amount of actual or anticipated
revenue from the individual income tax that can be reasonably attributed to inflation. These estimates
shall be highlighted in the budget message, [the economic message, and the state of the state address]
and included prominently in press releases relating to the budget.

SECTION 5 Adjustmentsfor Inflation.



17
18

(@) The [state statistical agency] [state economic development agency] shallannually by [July 15
[October 15 prepare and promulgate an inflation factor for the tax year for use by the [stale
department of revenue] in making the adjustments required in subsection (b) of this section. In
preparing the inflation factor, the [state statistical agency][state economic development agency] shall.
using the best statistical techniques compatible with those used by the U.S. Department of Labor in
preparing the monthly Consumer Price Index, adjust the Consumer Price Index to conform most nearly
to the situation that exists in this state.

(b) Sections [refer to sections of the state individual income tax law relating to tax rate brackets,
personal exemptions, per capita credits, and minimum and maximum standard deductions] arc amended
by adding to the end of each the following new subsection:

“(insert codification) Upon promulgation of the inflation factor under Section 5(@)of this act. the
[head of the department of revenue] shall multiply each dollar amount set forth in this section, as
adjusted under this subsection in the immediately preceding tax year, by the inflation factor. If the
inflation factor for the current tax year is les than [1.000] [1.030] [oilier], no further adjustment shall
e made and the [exemption, brackets, deductions, etc.] shall be as determined for the immediaely
preceding tax year.1

SECTION 6. Separability. [Insert separability clause.]

SECTION 7. Effective Date. [Insert effective date.]

"Tiie dollar amount lo which Ihc inflation factor i applied in each year is the dollar amour; determined in the preceding tax year
through the use of the inflation factor.

«U.S. GOVERNMENT PRINTING OFFICE : 1900 G630-525/715
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W hat is ACIR?

The Advisory Commission on Intergovernmental Re-
lations (ACIR) was created by the Congress in 1959 to
monitor the operation o the American federal sys-
tem and to recommend improvements. ACIR is a per-
manent national bipartisan body representing (he ex-
ecutive and legislative branches of Federal, state, and
local government and the public.

The Commission is composed ol 26 members-nine
representing the Federal government, 14 representing
state and local government, and three representing
the public. The President appoints 20-three CPrlvate
citizens and three Federal executive officials directly
and four governors, three state legislators, four may-
ors, and three elected county officials from slates
nominated by the National Governors' Conference,
the Council of State Governments, the Nationai
League of Cities/U.S. Conference of Mayors, and the
National Association of Counties. The three Senators
are chosen by the President of the Senate and the
three Congressmen by the Speaker of the Flouse.

Each Commission member serves atwo year term and
may be reappointed.

As acontinuing body, the Commission approaches its
work by addressing itself to specific issue? and prob-
lems, the resolution of which would produce im-
proved cooperation among the levels of government
and more effective functioning of the federal system.
In addition to dealing with the all important functional
and structural relationships among the various gov-
ernments, the Commission has also extensively stud-
ied critical stresses currently being placed on tradi-
tional governmental taxing practices. One of the long
range efforts of the Commission has been to seek ways
to improve Federal, state, and local governmental tax-
ing practices and policies to achieve equitable alloca-
tion of resources, increased efficiency in collection
and administration, and reduced compliance burdens
upon the? taxpayers.

Studies undertaken by the Commission have dealt
with subjects as diverse as transportation and as spe-
cific as state taxation of out-of-state depositories; .is
wide ranging as substate regionalism to tne more spe-
cialized issue of local revenue diversification. In select-
ing items lor the work program, the Commission con-
siders the relative importance and urgency of the
roblem, its manageability from the point of view of
inances and staff available to ACIR and the extent to
which the Commission can make a fruitful contribu-
tion toward the solution of the problem.

After selecting specific intergovernmental issue's for
investigation, ACIR follows a multistop procedure that
assures review and comment by representatives of all
points of view, all affected levels of government, tech-
nical experts, and interested groups. 1he Commission
then donates each issue and formulates its policy po-
sition. Commission findings and recommendations
are published and draft bills and executive orders de-
veloped to assist in implementing ACIR polic ies.
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Juneau, AK 90801

Dear Serator Sedkett:
NATE BILL ND. 256

Saate B 266'Yan Act relating o indexing of the State inoore
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THE LEGISLATURE OF THE STATE OF ALASKA
ELEVENTH LEGISLATURE

FISCAL NOTE
on No.  Senate Bill No, 266

?W%OJXUUAC relat to indexing of the State—imtome ta
Requestedq)y %ena e ?Zlnance C%mmlttee Date ) 4126179

1. FISCAL DETAIL
Agency Affected Revenue

Program Category Affected Fiscal Services
BRU, Program, or Subprogram(s) Affected Audit Division
(Note: Ifmore than one budget component isaffected, separate line-item amounts and funding for each

component in the analysis section.)
EXPENDITURES (Thousands of Dollars)

ERSONAL SERVICES YR g%g) gf?l FAY%% %? @é?
5 6 .

g]O P
| T
G

TOTAL 383 393 432 474 521

FUNDING  (Thousands of Dollars)

PEBERAL FOlls B33 42 44 sl
OTH

ER (Specify Fund Source)

Wi, IR

1. ANALYSIS (See Fiscal Note Preparation Instructions, Section Il1)

See attached memorandum to R. D. Stevenson dated 4/26/79.

IV: .DATE April 26, 1979 KEEKWEDBDopartmpnt—of Rr-yp.nup..—Audi-t-Division
Oglglnalz Eglslatlve I\Fance PHONE  465-212.1) e A

rlnq Sponsor ”Eﬂ t?_eglslator Named) |

33-001 (Rev. 12/78)
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STATE
of ALASKA B f a
O: T R. D. Stevenson DNE April 26,1979
Special Assistant
Department of Revenue filerQ
TELEPHONENO:
from: n. David Ziemer sbject: Senate Bill No. 266

Acting Director
Audit Division

This bill, which is identical to House Bill No. 464, provides

for a method of indexing State income taxes by an inflation
factor. The bill provides that the tax rates, standard deduc—
tions, personal exemptions and tax credits be adjusted annually

by an inflation factor of either 110 percent or other amount as
set by the Legislative Budget and Audit Committee. This bill will
have a marked effect on both the revenue of the State and the
operations of the Department of Revenue. Before discussing these
effects, one technical clarification needs to be made.

Throughout, the bill calls for an inflation factor of either

the amount set by the Budget and Audit Committee or 110 percent,
and specifies that that factor should be applied to the rates,
deductions and credits for the next tax year. Section 2 of the
bill at AS 43.20.025(d) says, "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 percent™. The word, "that"™ should be replaced
with the words, the next. This will provide absolute clarity

as to which years the bill is referring to.

We estimate, using the 110 percent inflation factor, that the
loss of revenue will be approximately $14,500,000 in the first
year. This estimate is based on 1977 tax returns and is merely
10 percent of the total individual collections for that year. A
more sophisticated estimate is being prepared by the Research
section and should be available soon.

Analysis

While this bill seems like a simple, straightforward act, there
are many ramifications due mainly to the complexity of individual
income tax administration.

The Department of Revenue is opposed to this bill and finds
fault with it for the following reasons:

1. Assuming the default inflation factor of 110 percent, the
State Treasury would suffer a loss of approximately $14,500,000.
This estimate 1is based on the tax statistics for 1977. \We
are, however, aware that this loss would be offset to some
unknown extent by the general growth in the total tax base
caused by inflation of wages, etc.



D. Stevenson April 26, 1979

The bill provides for the annual inflation rate to be
applied to three different levels in the determination
of final tax due:

A.  The minimum deduction and the personal exemption
deduction, both of which are deductions from adjusted
gross income.

B. The tax rate brackets, used to determine tax from
taxable income.

C. Tax credits, which are offsets to tax determined from
rate schedules and are nonrefundable.

It should be noted that by allowing the annual inflation
factor to be applied concurrently to all three levels, that
the total effect will in all cases be a tax benefit greater
than the inflation factor determined by the Legislative Budget
and Audit Committee. If the goal of this legislation is to
offset the effect of inflation, as measured by the rate they
determine, then the total tax benefit should be equivalent to

the annual inflation factor. In connection with this, two
things should be noted concerning the application to tax
credits. First, the bill references the "tax credits” allowed

in AS 43.20.036 - 43.20.039. This reference encompasses three
sections.

AS 43.20.036 1is basically a prohibition section. It lists
the federal credits which either are not allowed in the
calculation of Alaska income tax due, or which are limited
in application.

AS 43.20.033 defines the Residential Fuel Credit as five
percent of residential fuel expenses paid during the tax

year. There is no maximum ceiling on this credit. Because
the credit is based on current dollars spent, if the cost of
fuel inflates during the year, the credit will already reflect
this rise. To further increase the credit by an artificially
determined factor would be needless and redundant.

AS 43.20.039 defines the Residential Fuel Conservation Credit
as ten percent of the qualifying expenses subject to a
maximum of $200 or $100 if married filing separately. Except
for the ceiling imposed, the same reasoning applied to

AS 43.20.038 applies.

Under the current statute construction, the personal exemption
deduction allowed in computing Alaska taxable income is tied
to the federal personal exemption deduction. For example,
when the federal deduction went to $1,000 in 1979, the Alaska
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deduction rose also. The minimum deduction allowed by

AS 43.20.031(a)(@) is to be "equivalent in amount to the zero
bracket amount defined in Sec. 63(d) of the InternaleRevenue
Code™. If the provisions of this act are adopted in their
entirety, it is obvious that from the first year on,

neither the personal exemption deduction nor the minimum
deduction 1is going to remotely resemble its federal counter—
part. In the case of the minimum deduction, | believe this
would call for rewriting AS 43.20.031(a)(4) to incorporate
the inflation factor.

Since the ultimate result of this act will be to establish

a unique tax rate schedule, personal exemption deduction,
minimum deduction, and tax credit level for each succeeding
tax year, a desirable uniformity is going to be lost. In

a time when we are striving to make it possible for the
average taxpayer to prepare his/her own return, we would

make it more complicated to do so. Especially in the instance
of amended returns, multiple year filings, and income averag-—
ing schedules, it will be increasingly more difficult for

the average taxpayer to prepare his own return. This aspect
of the act will undoubtedly have an adverse affect on our
Taxpayer Assistance Program.

Approximately 28 percent of all filings are from part-year/
nonresidents. Since the annual inflation factor reflects

the inflation experience of Alaska, it would give a perhaps
undue additional tax benefit to this segment of the population,
since they presumably spend a healthy portion of their 1incomes
in some other state.

Assuming the rate adopted on October 15 applies to the next
tax year, the Department of Revenue will need to calculate
a new withholding rate for the coming year, to be effective
January 1 of the next tax year.

In the somewhat unlikely event that the economy takes a
turnaround and the inflationary spiral reverses, we would
face a rising tax situation (e.g. an inflation factor of .85).

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

1. In Section 2 of the bill, AS 43.20.025(b) as proposed,
provides for adjustment by multiplication by the annual
inflation factor for the previous taxable years so the
application of the annual inflation factor will be
cumulative. First, it should be made clear that this is
not retroactive in the first year, 1.e., the factor for
the first year of application becomes the base. Secondly,
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it should be pointed out that by multiplying by previous
years®™ factors (e.g. 110% x 108% = 118.80%), the factor
becomes compounded, not cumulative. ITf it were to be
cumulative, the above example would result in a second-
year factor of 118%.

2. In Section 2 of the bill, AS 43.20.025(d) should read
as follows:

"(@) 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 the taxable year beginning after December 31 of that
year is 110 percent.”

Recommendations:

The goal of compensating taxpayers for inflation is admirable
and, in fact, an increasing necessity. However, it could be
accomplished much more easily. Let each legislative session
adopt a new set of tax tables to be effective on January 1 of
the following year. These could be adopted from Budget and
Audit Committee recommendations and could compensate only for
inflation rather than overcompensation as in the proposed bill.
This would have the additional advantage of preserving unto the
Legislature its previously sacred duty of setting tax rates.

Budget Impact

Forms costs and preparation would not be significantly impacted

as long as the lead time specified in the bill was preserved.

We would, however, anticipate that enough confusion about
constantly changing rates, deductions and credits would exist to
seriously impact our taxpayer assistance function. We expect

that due to the added confusion caused by changing tax rates and
deductions, our assistance requests will increase 25 to 30 percent
over this year. This estimate is based on knowledge of the kinds
of gquestions most frequently asked and the vast number of requests
we received last year during the "zero bracket confusion™. We
estimate that one full time and two five month seasonal Tax Examiner
positions will be required. These, together with requisite equip—
ment commodities and travel Tfunds, will cost $38,300 the first year.
See the attached Fiscal Note for details.



BY KELLY, DANKWCRTH, HAGKAEY,
1 [N THE SENATE STIMSON AND SUNER

2 SENATE BILL NO. 256
3 IN THE LEGISLATURE OF THE STATE OF ALASKA
HEVENTH LEGISLATURE — FIRST SESSION
A BILL
r an Act entitled:  "An Act relating o indexing of the state 1ncoe &xX?
ad providing for an effective date."
T IT BNACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
9 *Section L AS 24.20.201(a) s areded by adding a new paragraoh to
D red
1 © determire, before Octaoer 15 of each year, an arnal
P inflation fector for the taxable year begining after Decarer 31 of that
13 year for use by the Department of Revernue In meking the adjustments o
1 the Alaska ret 1incore tax required uder AS 43.20.025. In meking this
15 determination the comittee dall use those statistics which In 1ts
Judgrent best reflect the megnituce of inflation in Alaska, including
17 but not limited t© the mothly consurer priice index prepared by the
18 Bureau of Labor Statistics, United States Department of Labor ad the
19 camodity Indexes prepared by Dow Jones ad Campany and published in tte
D Vall Street Jourmal.
A *Sc. 2 AS 432 i1s ameded by adding a new section t© reed:
2 Sc. 43.20.05. INOOVE TAX INNEXING. @ For each tax year the
department shall nultiply the amual inflation factor determined by the
24 Legislative Budget and Audit Comirttee under AS 24.20.201(@)(8) for that
25 year, by te
O tx rate bradets =t aut In AS 43.20.011(@) -(©:;
27 @ the minimum deduction (&S 43.20.031(@)(4®));
28 A the parsoal eepao; ad
@ tre tax adits allored In AS 43.20.036 - 43.20.030.
"1 B 266
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O The calaulation mece uder @ of this section sall be
adjusted by multiplication by tre amual inflation factor for the pre-
vioss taxable years so0 that the goplication of tre amual inflation
factor vill be aunulative.

© The resulting dollar amoutts rouded to the nearest ae dollar
are the tax rate bradkets, minimum deduction, credits ad persomal
exanption for the next tax year ad gall be incorporated Into the
iIncore tax foms ad instructions of the departrent.

@ If tre Legislative Budet ad Audit Comittee hes ot
determined an arual Inflation factor before October 15 of a tax year,
the amual Inflation factor for that tax year is 110 per cent.

*Sc. 3 AS 43.20.025 enacted by ssc. 2 of this Act gplies to all tax
s begiming after Decanber 31, 19/8.
* S, 4. This Act takes effect inmediately in acoordance with AS (01.10.-

"(©)-



Introduced: 4/16/79
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BY KELY, DANAWORTH, HAGKNEY,

1 IN THE SBH\ATE STIMON AND SUMNER
2 SNATE BILL NO. 266

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 HEVENTH LEGISLATURE - FIRST SESSION

5 A BILL

6 For an Act entitled: "An Act relating to Indexing of the state 1ncoe tax;

7 ad providing for an effective date."

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

9 *Section L. AS 24.20.201(a) i1s arended by adding a new paragrggh t

D reed:

1 ® determire, before October 15 of each year, an amual

% inflation fector for the taxable year begining after Decarber 31 of that
13 year for us by the Department of Revene In meking the adjustments t©
1 the Aladka net 1Inooe tax required uder AS 43.20.025. In meking this
15 determination the comittee dall use those statistics which iIn Iits

16 Judgrent best reflect the megnituce of inflation in Alada, including

17 but not Timited t© the monthly consurer price Index prepared by the

18 Bureau of Labor Statistics, United States Department of Labor ad the
19 comodity indexes prepared by Dowv Jones and Carpany and published In the
D Wall Strest Jourmal.

A *Sc. 2 AS 43.20 i1s amrended by adding a new section to reed:

2 Sc. 43.20.05. INOOVE TAX INDEXING. @ For each tax year the
2 department shall nultiply the anual inflation factor determined by the
24 Legislative Budget ad Audirt Comittee under AS 24.20.201(a)(8) for tat
25 year, by tre

(D txrae bradets sst aut In AS 43.20.011(@) - ©:;

27 @ the mininum deduction (&S 43.20.031(@)(4));

28 ® te parsoal ea@ption; ad

@ te tax aedits alloved In AS 43.20.036 - 43.20.039.
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O Thre calaulation mece uder @ of this section sall ke
adjusted by multiplication by tre amual inflation factor for the pre-
vious taxable years 0 that the goplication of tre amual inflation
factor will ke anulative.

© The resulting dollar amunts rouded to the nearest ae dollar
are the tax rate bradets, mininum deduction, credits ad persomal
e@anption for the next tax year ad dall be incorporated Into the
incoe tax forms ad instructions of the department.

© If tre Legislative Buoget ad Audit Comititee hes ot
determined an anual Inflation factor before October 15 of a tax year,

il the anal Inflation factor for that tax year i1s 110 per cent.

P *Sc. 3 AS 43.20.05 enacted by sec. 2 of this Act goplies to all tax
1 ers begiming after Decarber 31, 19/8.

1 *Sc. 4 This Act takes effect imediately iIn accordance with AS 01.10.-
15 TA(O)-
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jitate ‘Jlegtslatare

Senate
Commiiiee on din&nce Radv
State Capitol
G Bords Juneau, Alaska 99811

April 11, 1979

MEMORANDUM

TO: John C. Sackett, Chairman
Sanate Finance Committee

FROM: v<<WpHogan, Director
X/Legislative Finance Division

SUBJECT: State Highway Improvements

Rather than adopt the $18 million stop-gap two year
road improvement program proposed by the Governor in
HB 396, 1| have enclosed for your review a draft of a
$100 million general obligation bond bill for im—
provements to federal primary highway routes through—
out the state. The appropriations by region are based
on the existing mileage of federal aid primary routes
within each highway region (see table enclosed).

Justification for the $100 million issue is found in
the enclosed excerpt from a U.S. Department of Trans—
portation report to the Congress submitted in August
1978. That report based on a 1977 condition survey
substantiated a $46.5 million requirement for road im—
provements along those routes principally used during
the period of pipeline construction. Allowing for 10%
inflation in construction costs per year and for cover—
age of routes not damaged by pipeline traffic (making
the bill "statewide™) the $100 million figure would
seem to be reasonable.



FEDERAL AID PRIMARY ROUTES
BY DOT REGION

Miles
Miles %
Central Region
Sterling Highway 139, .38
Kenai Spur Road 14,.00
Seward Highway 119,.31
Parks Highway 128,.92
Glenn Highway 107,.15
508, .76 31.6
Interior Region
Parks Highway 191,.75
Alaska Hwy. (Inc. 95.32 Richard 296, .50
Richardson Highway (Less 95.32) 64,.04
Tok Cutoff 32,.52
584..81 36.3
Southeast Region
Glacier/Douglas Hwy. (Include Thane Rd) 13,.83
Haines Highway 44,40
Skagway/Carcross Road 15..05
73..28 4.6
Western Region
Nome-Taylor Road 71..13
Airport Road 1..32
72,45 4.5
South Central Region
Glen Highway 69.,99
Richardson Highway 207.,70
Tok Cutoff 92.,40
370.,09 23.0

1609. 39



Introduced: A/20/79
Referred: Finance

I IN THE SENATE BY SACKETT
2 SENATE BILL NO. 271

3 IN THE LEGISLATURE OF THE STATE OF ALAKA

HEVENTH LEGISLATURE - FIRST ESSION-

(= A BILL
a For an Act entatled: "'An Act providing for the i1ssuance of gereral dbliga-
/ tion bonds In the amount of $100,000,000 for the pur-
H pose of paying the aost of federal aid primary higway
9 Imrovementsjy ad providing for an effective cate.'’

D BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALAKA:

1 * Section 1. For the purpose of paying the aost of federal aid primary
P higway mmprovemants, general dbligation bods of the state in the principal
13 amount of not more then $100,000,000 shall be 1ssued ad sold.  The full

M faith, credit ad resources of the state are pledged o the payment of the
s principal of ad interest ad rederption premiun, If ay, on these baoks.
D These bords dall be 1ssued udker the provisios of AS 37.15 as those provi-
T sios reed at the time of issuance.

B *Sc. 2 @ If te 1ssulace of these bods 1s authorized by the quali-
» Tied voters of the state, a special fud of tre state 1 be ko as the

20 1980 Federal Aid Primary Highway Inprovement Fud™ shall be established, to
which sall ke aedited the proceeds of the sale of the bods described In
,» SC. 1 of this Act exogpt for the accrued Interest ad premiuns. The amounit
s OF $100,000,000 s gopropriated from the 1980 Federal Ald Primary Higway
 Inprovement Fud' t© the Department of Trangportation ad Public Fecilities.
Notwrthstanding the provisios of AS 24.30.037, the prooseds of these bods
. are gopropriated to the folloving adninistrative regios In the anoutts set
7 aut after each, ad the govermor shall allocate each regional gopropriation
s 10 eligible federal aid primary higway routes besed yoon an assessment by
. e Department of Transportation ad Public Fecilities of required roed

SB 271

71

25



1 improvements:

Central region $31,600,000

Interior region 36,300,000
Southeast region 4.600.000
Westem region 4.500.000
Southcentral  regiion 23,000,000

GO Puwblication by tre lieuterent govermor of the allocations mece In
@ of this section is sufficiett to mest the requirements of AS 15.15.040.

*Sc. 3 I the issuance of these bods s authorized by the qualified
voters of tre state, the amount of $350,000 or as much of that amout as IS
foud necessary Is gopropriated fran the gaeral fud of the state o the
state bod comittee t© carry aut the provisians of this Act ad to pay
epasss 1Incidatt to the sale ad issuance of the bods authorized In this
Act. The amuits expended fran the gopropriation authorized by this section
dall be reinbursed t© the gereral fud fran the proceeds of the sale of tre
bods authorized by this Act

*Sc. 4. The amount withdrann fran the public fecility plaming fud for
the purpose of advance plamning for the Inmprovements fineanced uder this Act
dall ke reinbursed o the fud fran the proceeds of the sale of bods autho-
rized by this Act.

* Sac. 5. The question whether the bods authorized iIn this Act are o be
issled sall ke sumitted © the qualified voters of tte state at the rext
cereral election ad sall read substantially as follons:

Proposition
State Gereral Obligation Federal Aid Primary
Highway Inprovement Bads $100,000,000
Sall tre State of Alaska 1sse 1ts gereral doligation bods
in the principal amount of not nore then $100,000,000 for the
purpose of paying the aost of nprovements o federal aid
-2- SB 271



primary higweys?
Bods Yes [1]
Bods N [
*Sec. 6. This Act takes effect imediately in accordance with AS (1.10.

070(C).-
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Senate
Committee on 3in2m.ce Pouch V
State Capitol
Official Business Juneau, Alaska 99811

April 11, 1979

MEMORANDUM

TO: John C. Sackett, Chairman
Sanafce Finance Committee

FRoMm:  /yfirF Hogan, Director
jegislative Finance Division

SUBJECT: State Highway Improvements

Rather than adopt the.$18 million stop-gap two year
road improvement program proposed by the Governor in
HB 396, I have enclosed for your review a draft of a
$100 million general obligation bond bill for im—
provements to federal primary highway routes through—
out the state. The appropriations by region are based
on the existing mileage of federal aid primary routes
within each highway region (see table enclosed).

Justification for the $100 million 1issue is found in
the enclosed excerpt from a U.S. Department of Trans—
portation report to the Congress submitted in August
1978. That report based on a 1977 condition survey
substantiated a $46.5 million requirement for road im—
provements along those routes principally used during
the period of pipeline construction. Allowing for 10%
inflation in construction costs per year and for cover-
age of routes not damaged by pipeline traffic (making
the bill "statewide™) the $100 million figure would
seem to be reasonable.



FEDERAL AID PRIMARY ROUTES
BY DOT REGION

Miles
Central Region
Sterling Highway 139.38
Kenai Sp \I Road 14.00
Seward Highway 119.31
Parks Highway 128.92
Glenn Highway 107.15

508.76
Interior Region
Parks Highway 191.75
Alaska Hwy. (Inc.95.32Richardson Hwy) 296.50
Richardson Highway (Less 95.32) 64.04
Tok Cutoff 32.52

584.81

Southeast Region

Glacier/Douglas Hwy. (Include Thane Rd) 13.83

Haines Highway 44 _40
Skagway/Carcross Road 15.05
73.28

Western Region

Nome-Taylor Road 71.13
Airport Road 1.32
72.45

South Central Region

Glen Highway 69.99
Richardson Highway 207.70
Tok Cutoff 92.40

370.09

1609.39

Miles
%

31.6

36.3

4.6

23.0
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ALASKA ROADS STLDY

Introduction

This is the final report on the Department of Transportation®s study of
the damage to Alaska highways caused by heavy truck traffic associated
with the construction of the trans-Alaska oil pipeline. The %tudy was
conducted in accordance with Section 151 of the Federal-Aid Highway Act
of 1976. The report presents the Department®s final conclusions
concerning the costs and responsibility for repair of the damaged

highways.

For the purpose of this final report, March 7, 1978, 1is considered as
the date of completion of pipeline construction. This date coincides

with the restoration of Pump Station No. 8 to continuous operation.

An initial report of study findings was sent to the Congress on
November 11, 1976. A copy is attached to this report as Appendix B.
New information which became available after transmittal of the initial
report is contained in the Addendum to Initial Report attached to this

report as Appendix A.

Initial Findings

The initial report found that there was no commitment or responsibility
on the part of the Federal Government for repair of the damaged highways.
The total cost of repairing the damaged highways was determined to be
$65.5 million, of which $40.0 million was found which could be
attr_buted to pipeline construction traffic. The repair costs were
determined on the basis of restoring the damaged surfaces to current

structural pavement standards used in Alaska.



Final Conclusions

Subsequent to the initial report, a condition survey of Alaska highways
was conducted by the State in 1977. Data from the 1977 survey shows
the total estimated cost of repair to be $46.5 million of which

$22.5 million can be attributed to the pipeline construction traffic.
This decrease in repair costs from the 1976 estimate is the result of
State construction and maintenance efforts in repairing the damaged
highways. While the mileage of damaged highways did not appreciably
change, the nature of the damage was less serious because of improvements
made by the State. The costs to repair the damaged highways will
continue to decrease as the State continues its construction and

maintenance efforts since the pipeline construction has been completed.

The Congress, in passing the trans-Alaska Pipeline Authorization Act
(PL 93-153), did not indicate a willingness-or intent that the Federal
Government assume any financial responsibility for the work or any related

costs attributable to the work.

The State of Alaska recognized in their comments on the environmental
impact statement prior to construction of the pipeline, that highway
damage would occur and increase costs of highway maintenance and
construction but that ". . . the benefits to be derived from the
development in terms of long range revenues available to construct,
reconstruct and maintain highways would far outweigh such temporary

excesses."



Revenues being received by the State of Alaska from development of
the North Slope oil resources have increased the State®s General Fund
balance from $406.8 million in T975 to an estimated $755.7 million

in 1977.

The State has made significant accomplishments in reducing the
magnitude of the costs to repair the highways damaged by pipeline
construction traffic with existing funds. The occurrance of the
damage and the costs of repair were anticipated and acceptable to the
State prior to pipeline construction considering the benefits to be
received from completion of the pipeline. Expectations as expressed

in the State"s comments on the environmental impact statement with
regards to costs versus benefits are being realized. There 1is no moral
burden or legal commitment on the part of the Federal Government to
assume the costs of repairing Alaska highways damaged by pipeline

construction traffic.
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COMMITTEE REPORT

SENATE
FURTHER: None
4/20/79
Date:
Mr. President:
The Committee on FINANCE has had SB 271

providing for issuance of general obligation bonds in amount of $100,000,000
for cost of federal aid primary highway improvements

under consideration and (a majority of the committee) (the committee)
reports it back with the following recommendations:

[ 1 do pass [ 1 do not pass

[ 1 do pass with attached amendments(s)

[ ] same title
[ 1 replace with CS for [ J new title

and recommends

[ 1 AND attaches a "Letter of Intent” [ 1 New Fiscal Note

[ 1 reports it back without recommendation

[ 1 referred to the Committee

MEMBERS SIGNING . MEMBERS HAVING

DO PASS OTHER RECOMMENDATIONS:
CHAIRMAN

S 60 (Rev. 12/78)
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Introduced: 4/20/79
Referred: Finance

IN THE SENATE BY SACKETT
SENATE BILL NO. 271
IN THE LEGISLATURE OF THE STATE OF ALASKA
ELEVENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act providing for the .issuance of general obliga—
tion bonds in the amount of $100,000,000 for the pur—
pose of paying the coot of federeil aid primary highway
improvements; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. For the purpose of paying the cost of federal aid primary
highway improvements, general obligation bonds of the state in the principal
amount of not more than $100,000,000 shall be issued and sold. The full
faith, credit and resources of the state are pledged to the payment of the
principal of and interest and redemption premium, if any, on these bonds.
These bonds shall be issued under the provisions of AS 37.15 a;?those provi—
sions read at the time of 1issuance.

* Sec. 2. (a) If the issuance of these bonds is authorized by the quali—
fied voters of the state, a special fund of the state to be known as tha
"1930 Federal Aid Primary Highway Improvement Fund"™ shall be established, to
which shall be credited the proceeds of the sale of the bonds described in
sec. 1 of this Act except for the accrued interest and premiums. The amount
of $100,000,000 is appropriated from the "1980 Federal Aid Primary Highway
Improvement Fund"” to the Department of Transportation and Public Facilities.
Notwithstanding the provisions of AH 24.30.037, the proceeds of these bonds
are appropriated to the following administrative regions in the amounts set

out after each, and the governor shall allocate each regional appropriation
to eligible federal aid primary highway routes based upon an assessment by

the Department of Transportation and PublicFacilities ofrequired road

CGMAATVEE COPY s
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improvements:

Central region $31,600,000
Interior region 36,300,000
Southeasc rcgion 4,600,000
liesearn, region 4,500,000
Southcentral region 33,000,000

(b) Publication by the lieutenant governor of the allocations made 1in
(a) of this section is sufficient to meet the requirements of AS 15.15.040.

* Sec. 3. IfT the issuance of these bonds 1is authorized by the qualified
voters of the state, the amount of $3.50,000 or as much of that amount as is
found necessary ic appropriated from the general fund ox the state to the
state bond committee to carry out the provisions of this Act and to pay
expenses incident to the sale and issuance of the bonds authorized 1in this
Act. The amounts expended from the appropriation authorized by this section
shall be reimbursed to the general fund from the proceeds of the sale of the
bonds authorised by this Act.

* See. 4. The amount withdrawn from the public facility planning fund for
the purpose of advance planning for the improvements financed under this Act
shall be reimbursed to the fund from the proceeds of the sale of bonds autho-—
rized by this Act.

* Sec. 5. The question whether the bonds authorized in this Act arc to be
issued shall be submitted to the qualified voters of the state at the next
general election and shall read substantially as follows:

Proposition
State General Obligation Federal Aid Primary
Highway Improvement Bonds $100,000,000
Shall the State of Alaska issue its general obligation bonds
In the principal amount of not more than $100,000,000 for the

purpose of paying the cost of improvements to federal aid

-2-
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* Sec.

070(c).

prii.iary highways?
Bonds
Bonds

6. Tills Act takes effect:

Yes
No

immediately

[]
[ 3

in accordance with AS 01.10,



ALASKA STATE LEGISLATURE

ELEV]Ei;|ilegislature  1TRS1 __ Session

SENATE NO.
gy SACIVLIT

"An Act providing for the issu—
ance of general obligation bonds
in the amount of $100,000,000
for the purpose of paying the
cost of federal aid primary
highway improvements; and pro—
viding for an effective date.”

Introduced in the Senate 19-----A

4

HISTORY IN THE SENATE

1979

20

Read first time and referred

to_Committee on
Finance

Reported back with
recommendation that

Read second time and

Read third time and

PASS Effective Date
Yeas Yeas
Nays Nays
Absent Absent
Excused Excused

Reconsideration

PASS Effective Date
Yeas Yeas
Nays Nays
Absent Absent
Excused Excused

Reported correctly engrossed
Signed by President
Sent to House
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(Alaska J&taie ~™egtslaturB

Senate
Committee on Sinznce Radhv
State Capitol
Official Business Juneau, Alaska 99811

April 11, 1979

MEMORANDUM

TO: John C. Sackett, Chairman
Sanafce Finance Committee

FROM: ~nJyfHogan, Director
//Legislative Finance Division

SUBJECT: State Highway Improvements

Rather than adopt the $18 million stop-gap two year
road improvement program proposed by the Governor 1in
HB 396, | have enclosed for your review a draft of a
$100 million general obligation bond bill for im—
provements to federal primary highway routes through—
out the state. The appropriations by region are based
on the existing mileage of federal aid primary routes
within each highway region (see table enclosed).

Justification for the $100 million issue is found 1in
the enclosed excerpt from a U.S. Department of Trans—
portation report to the Congress submitted in August
1978. That report based on a 1977 condition survey
substantiated a $46.5 million requirement for road im—
provements along those routes principally used during
the period of pipeline construction. Allowing for 10%
inflation in construction costs per year and for cover—
age of routes not damaged by pipeline traffic (making
the bill "statewide") the $100 million figure would
seem to be reasonable.



FEDERAL AID PRIMARY ROUTES
BY DOT REGION

Miles

Miles %

Central Region
*

Sterling Highway 139.38
Kenai Spur Road 14.00
Seward Highway 119.31
Parks Highway 128.92
Glenn Highway 107.15

508.76 31.6
Interior Region
Parks Highway 191.75
Alaska Hwy. (Inc. 95.32 Richardson Hwy) 296.50
Richardson Highway (Less 95.32) 64.04
Tok Cutoff 32.52

584.81 36.3
Southeast Region
Glacier/Douglas Hwy. (Include Thane Rd) 13.83
Haines Highway 44 .40
Skagway/Carcross Road 15.05

73.28 4.6
Western Region
Nome-Taylor Road 71.13
Airport Road 1.32
72.45 4.5

South Central Region
Glen Highway 69.99
Richardson Highway 207.70
Tok Cutoff 92.40

370.09 23.0

1609.39



Introduced: 4/20/79
Referred: Finance

1 1IN THE SE\ATE BY SAKETT
2 SEVATE BILL NO. 271
n IN THE LEGISLATURE OF THE STATE OF ALASKA
HEVENTH LEGISLATURE - FIRST SESSION
A BILL
n For anAct entitled: "An Act providing for the issuance of gereral doliga-
/ tiobods in the amount of $100,000,000 for the pur-

h pose of paying the aost of federal aid primary highway
9 Inmprovements; ad providing for an effective date."

s BEIT BENACTED BY THE LEGISLATURE OFTHE STATE OF ALAKA:

1 * Section 1. For the purpose of paying the aost of federal aid primary
2 highway improements,gereral doligation bods of tre state In the principal
13 amountof not more then $100,000,000 sall ke issuied ad sold. Tre full

m farth, credit ad resources of tre state are pledged to tre payment of tre
19 principal of ad interest ad redenption premium, Ifay, on these bods.

o These bodssall be 1ssued uder the provisiasof AS 37.15 as those provi-
7 SIos reecat thetime of Issuance.

B *Sc. 2 @ If tre 1ssuace of these bods s authorized by the quali-
g fied voters of the state, a special fud of the state t© be kown as te

;0 1980 Federal Ald Primary Higway Inprovemait Fud' shall ke established, t©
7L Which sall ke caedited the proceeds of tre sale of the bads described In
;; SC. 1 of this Act exoept for the accrued Interest ad premiuns. The amount
2i of $100,000,000 is gopropriated fran the 1980 Federal Aid Primary Higway
2 Inprovement Fund” o the Department of Trangportation ad Public Fecilities.
,s Notwithstanding the provisions of AS 24.30.037, the prooseds of these bonds
o are gopropriated o the folloving adninistrative regions in the amoutts set
., aut after edh, ad tte govermor dall allocate each regiomal gopropriation
0 1O eligible federal aid primary higway routes based yoon an assessrent by
17 the Department of Transportation and Public Fecilities of required roed

-1- SB 271



improvements:

Central region $31,600,000

Interior region 36,300,000
Southeast region 4.600.000
\\esterm region 4.500.000
1 Southoentral region 23,000,000

i O Pulication by tre lieutenant govermor of the allocations mece In
ti(a) of this section Is sufficiett to mest the requirements of AS 15.15.040.
I *Sc. 3 I tre issuance of these bos s authorized by the qualified
bjwoters of tre state, the anount of $350,000 or as much of that amount as s
i jfourd necessary is appropriated from the gereral fud of the state o the
1 1 state bord comiittee 1o carry aut the provisians of this  jt ad © pay
n: epenses Incicent o the sale ad issuance of the bods authorized In this
it'I,Act- The amouts epaded  fran the gopropriation authorized by this section
K dallle reinbursed to  thegereral fud fron tte proceeds of the sale of the
iblbonds authorized by this Act.
wi *Sc. 4. The amoutt withdrawn fran the public fecility plaming fud for
hj the purpose of advanoeplaming for the nprovements financed uder this Act
n; sallle reinbursed o the fud fran the proceeds of tre sale of bonds autho-
D 'rized by this Act.
2LJ *Sc. 5 The question whether the bonds authorized in this Act are o be
vi jissied sall be sumitted to tre qualified voters of the state at the rext
2 “gereral election ad sall read substantially as follons:
21 Proposition
3B State Gereral Obligation Federal Aid Primary
D Highway Inprovemert Bods $100,000,000
4 Sall tre State of Alaska isse its gereral dbligation bods
28 in the principal amount of not more then $100,000,000 for tte
21 purpose of paying the aost of Inprovements o federal aid

-2~ B 271



primary highways?
Bonds Yes [ 1]
Fods N t]
* . 6. This Act takes effect immediately In acoordance with AS 01.10.

070(0)-

-3- SB 271



April 1, 1980

ANALYSIS OF CS FOR SB 275: An Act relating to the payment
of judgments or claims by insurance companies

AS 21.89.030 provides that insurance companies doing business
in the state must pay judgments and settle claims with
negotiable bank checks.

The amendment would permit a claim up to $1,000 for loss or
damage to property to be settled with a bank draft.

Claims can be settled more promptly with a draft issued by

an agent. A check would have to be authorized prior to 1issue-
a procedure which normally results in a delay. (A draft

issued by an agent is not actually paid until it. has been
accepted by the company but unless it were refused by the com—
pany the claimant would not be affected.)

NOTE: The request for the bill originated in the State Division
of Insurance. Its purpose 1is to permit claims to be paid

quicker. Insurance Agents seem to favor the change. (Information
secured from Mr. Frank Lee, Senate Commerce Committee Aide.)



COMMITTEE REPORT

SENATE
FURTHER: None
3/19/80 Date:
Mr. President:
The Committee on finance has had SB 275

payment of judgments or claims by insurance companies

under

consideration and (a majority of the committee) (the committee)

reports it back with the following recommendations:

[ 1 do pass [ ] donot pass
[ 1 do pass with attached amendments(s)
L ] same title
[ 1] replace with CS for [ J new title
and recommends
[ 1 AND attaches a "Letter of Intent"” [ 1 New Fiscal Note
[ 1 reports it back without recommendation
[ 1 referred to the Committee
MEMBERS SIGNING MEMBERS HAVING
DO PASS OTHER RECOMMENDATIONS:
CHAIRMAN
S 60 (Rev. 12/78)



COMMITTEE REPORT

SENATE

4/23/79
Date: N J N0
Mr. President:

The Committee on COMMERCE _has had SB 275

payment of judgments or claims by insurance companies

under consideration and (a majority of the committee) (the committee)
reports it back with the following recommendations:

do pass [ ] do not pass

do pass with attached amendments{s)

[ -Ts ame title
replace with CS for S <3 Vo [ J new title

and recommends
[ 1 AND attaches a "Letteer”of Intent"” [ 1 New Fiscal Note
[ 1] reports it back without recommendation
[ 1 referred to the Commi ttee

MEMBERS SIGNING MEMBERS HAVING
DO PASS n / OTHER RECOMMENDATIONS

/CAC

S 60 (Rev. 12/78)
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Original sponsor: Commerce Committee Offered: 3/19/80

by Request Referred: Finance

IK THE SENATE BY THE COMMERCE COMMITTEE
CS FOR SENATE BILL NO. 275
IN THE LEGISLATURE OF THE STATE OF ALASKA
ELEVENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to the payment of judgments or claims
by insurance companies."”

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 21.89.030 is amended to read:
Sec. 21.89.030. PAYMENT. Mo insurance company doing business in
this state may pay a judgment or settlement of a claim in this state for
a loss incurred in this state with an instrument other than a negotiable
bank check payable on demand and bearing even date with the date of
writing except that a claim up to $1,000 for loss or damage to property

may be settled with a bank draft.

CSSB 275

conmitiee 00y



Introduced: 4/23/79
Referred: Commerce and
Finance

1 BY THE COMMERCE COMMITTEE

IN THE SENATE EY REQUEST
2 SENATE BILL NO. 275
3 IN THE LEGISLATURE OF THE STATE OF ALASKA
4 ELEVENTH LEGISLATURE - FIRST SESSION
° A BILL
6 For an Act entitled: "An Act relating to the payment of judgments or claims

! by insurance companies."”

8 BE IT ENACTED BY THE LEGISLATURE CF THE STATE OF ALASKA:
9 * Section 1. AS 21.89.030 is amended to read:

10 Sec. 21.89.030. PAYMENT. No insurance company doing business in
this state may pay a judgment or settlement of a claim in this state for
© a loss incurred in this state with an instrument other than a negotiable

13 draft or bank check payable on demand and bearing even date with the

G date of writing.
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Introduced: 4/23/79
Referred: Commerce and
Finance

BY THE COWERCE COVWITTEE
REQUEST

1IN THE SENATE EY

2 SENATE BILL ND. 275

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 B EVENTH LEGISLATURE - FIRST SESSION

5 A BILL

6 For an Act entitled: "An Act relating to tre paymenit of judgrents or clains
7 by Insurance carmpanies.”

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

9 *Section L AS 21.89.030 s areded to reed:

10 Sec. 21.89.030. PAWENT. No insurance compan'' doing business in
1 this state may pay a judgrent or settlement of a claim In this state for
i, a loss Inaurred In this state with an instrurent other then a negotiable
13 draft or bark dedk payable on derad ad bearing even date with the

1 date of writing.

(ee]

17

18

19

[

23

24

25

27

78

-1- SB 275



Original sponsor: Commerce Committee Offered: 3/19/80
by Request Referred: Finance

IN THE SENATE By THE COWERCE COWITTEE
CS KR SH\ATE BILL NO. Z/5
IN THE LEGISLATURE OF THE STATE COF ALASKA
HEVENTH LEGISLATURE - SEOOND SESSION
A BILL
For an Act entitled: "An Act relating to the payment of judgrents or clains
by insurance companies.”
BE IT BENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
*Section 1. AS 21.89.030 is amaded to reed:
Sec. 21.89.030.  PAWENT. No insurance aonpary doing business in
this state may pay a judgrent or settlement of a claim in this state for
a loss inaurred in this state with an Instrunent other then a negotigble
bank dheck payable on dererd ad bearing even date *.ith the date of
writing exogpt that a claim Yo to $1,000 for loss or darege O property
may le settled with a bark draft.

-1- CSSB 275



AMENDMENT

COMMERCE COMMITTEE
Offered 1in the SENATE: By :

To: SENATE BILL No. _2+tl

HOUSE BILL No.

Page: Line: 12.

Rephrase from line 12 as follows:

a loss incurred in this state with an instrument other than

a negotiable bank check payable on demand and bearing even date
with the date of writing except that fire and physical damage
insurance claims up to $1,000 may be settled with drafts.



/?£>c/ly

SB-275
Testimony by the Division of Insurance
Before the Senate Commerce Committee
February 5, 1980

AS 21.89.030 was added to the Insurance Code in 1968 in an attempt to
cure a problem which existed at that time. The intent, as expressed
in the House Journal for February 17, 1968, read as follows:

This bill seeks to prevent the delay, inconvenience, Tfinancial loss
and frustration experienced by insurance claimants when payment by

the insurance company is made in the form of an instrument not readily
exchangeable for cash. The intent is to prohibit the use of what is
caranonly called a "sight draft,” still used by some insurance com—
panies, which requires an additional "acceptance™ by the company
before actual payment is made.

After passage of the bill, the Director of Insurance discussed it with

Ted Stevens, who, at the time, was a member of the Alaska Legislature.

Ted Stevens stated that the purpose of the bill was twofold. The pur—
pose was:

1. to force insurance companies to maintain bank accounts in this
state; and
2. to eliminate delay in clearing drafts.

These purposes have not necessarily been accomplished. Insurance com—

panies have not been forced to maintain accounts in Alaska. The concerns
of the Legislature in 1968 have still not been corrected. While the use
of drafts have been, for the most part, discontinued, delays still occur.

When the bill was adopted, there was confusion as to the meaning of a
"negotiable bank check payable on demand." The Director requested an
opinion from the attorney general which concluded that the term "bank
check™ 1is identical to the term "check™ and does not imply that a check
is to be treated as either a cashier®s check or a certified check.

The concerns expressed in the 1968 Letter of Intent related to payment
of a claim with an instrument not readily exchangeable for cash. The
truth of the matter is that checks are not always readily exchangeable
for cash. A bank may be willing to accept a check only for collection,
which means that the check must first clear the bank on which it was
drawn before it was cashed. |If the check is drawn on a northwest bank,
it is sent to the Federal Reserve Clearinghouse in Seattle, in which
case, the claimant must wait at least a week before he can receive
cash. This situtation has been marginally improved by the use of a
mini clearinghouse in Anchorage to clear local items in about 48 hours.



EXHIBITS

Request for Attorney General®s Opinion - April 26, 1968.

Attorney General®s Opinion - June 24, 1968.

House Journal page 246 - Letter of Intent - February 17, 1968.
Definition and characteristics of checks - Excerpts from "The Law
of Bank Checks"™ by Henry J. Bailey - Fourth Edition - 1969.
Definitions from "The Encyclopedia of Banking and Finance" by Munn
and Garcia - Seventh Edition - 1973.

A. Bank Draft - page 76.

B. Cashier"s Check - page 173.

C. Certified Check - pages 179-180.

D. Check - page 182.

E. Draft - pages 282-283.

F. Federal Reserve Check Collection System - pages 343-345.

G. Negotiable - page 626.

H. Negotiable Instruments - page 627.



SB-275
Testimony by the Division of Insurance
Before the Senate Commerce Committee
February 5, 1980

AS 21.89.030 v/as added to the Insurance Code in 1968 in an attempt to
cure a problem which existed at that time. The intent, as expressed
inthe House Journal for February 17, 1968, read as follows:

This bill seeks to prevent the delay, inconvenience, financial loss
and frustration experienced by insurance claimants when payment by

the insurance company is made in the form of an instrument not readily
exchangeable for cash. The intent is to prohibit the use of what is
commonly called a "sightdraft,” still used by some insurance com—
panies, which requires an additional "acceptance"™ by the company
before actual payment is made.

After passage of the bill, the Director of Insurance discussed it with
Ted Stevens, who, atthe time, was a member of the Alaska Legislature.

Ted Stevens stated that the purpose of the bill was twofold. The pur—
pose V/as:

1. to force insurance companies to maintain bank accounts in this
state; and
2. to eliminate delay in clearing drafts.
These purposes have not necessarily been accomplished. [Insurance com—

panies have not been forced to maintain accounts in Alaska. The concerns
of the Legislature in 1968 have still not been corrected. While the use
of drafts have been, for the most part, discontinued, delays still occur.

When the bill was adopted, there vw/as confusion as to the meaning of a
"negotiable bank check payable on demand.” The Director requested an
opinion from the attorney general which concluded that the term "bank
check"™ 1is identical to the term "check™ and does not imply that a check
is to be treated as either a cashier®"s check or a certified check.

The concerns expressed in the 1968 Letter of Intent related to payment
of a claim with an instrument not readily exchangeable for cash. The
truth of the matter is that checks are not alv/ays readily exchangeable
for cash. A bank may be willing to accept a check only for collection,
which means that the check must first clear the bank on which it was
drawn before it was cashed. If the check is drawn on a northwest bank,
it is sent to the Federal Reserve Clearinghouse in Seattle, in which
case, the claimant must wait at least a week before he can receive
cash. This situtation has been marginally improved by the use of a
mini clearinghouse in Anchorage to clear local itens in about 48 hours.



If the check 1is drawn on an eastern bank, the clearing process generally
takes three or more v/eeks. This, of course, 1is not acceptable and any
move back to a draft will not necessarily improve the situation.

One reason that an insurer might wish to use a draft in this State is be—
cause the company will often give draft authority to an agent or adjuster
to settle smaller claims such as any claims under $500 or $1,000.

These are almost always "sight drafts" requiring approval by the company
before any cash is made available. The wording of the statute, even

with the inclusion of the proposed change, would appear to bar such

an instrument in view of the presence of the words, "payable upon

demand."

It is our opinion that a draft used in small claims may actually speed
the payment process and may tend to reduce claims cost. Accordingly,
we recommend that AS 21.89.030 be amended by adding a sentence which
would read:

A"Except that fire and physical damage loss up to $1 ,000 may be
settled with a draft.

This amendment v/ould require checks on all claims and judgements for
other than fire and physical damage loss under $1,000 to be continued
to be settled by check. We would be opposed to draft authority for
large claims since these are generally settled by the company or its
adjuster and draft authority would give them a second look and an
opportunity to change their minds resulting in claims delay.



EXHIBITS

Request for Attorney General®s Opinion - April 26, 1968.

Attorney General®s Opinion - June 24, 1968.

House Journal page 246 - Letter of Intent - February 17, 1968.
Definition and characteristics of checks - Excerpts from "The Law
of Bank Checks"™ by Henry J. Bailey - Fourth Edition - 1969.
Definitions from "The Encyclopedia of Banking and Finance" by Munn
and Garcia - Seventh Edition - 1973.

A. Bank Draft - page 76.

B. Cashier®"s Check - page 173.

C. Certified Check - pages 179-180.

D. Check - page 182.

E. Draft - pages 282-283.

F. Federal Reserve Check Collection System - pages 343-345.

G. Negotiable - page 626.

H. Negotiable Instruments - page 627.



FORM SA- IB
125.5M 9/67

M EMORANUDUWM State of Alaska
DEPARTIVENT OF COMVERCE

TO: T OFFICE OF ATTORNEY GENERAL
G. Kent BEowards
Deputy Attorney General

DATE 5 April 26, 1968

from : w. Fritz susJecTt. HOUSE BILL 365
Director of Insurance "Negotiable Bank Check Payable On Demard

We are reouesting your opinion on House Bill 365 that passed
both the House and the Senate and has been signed by the
Govermnor. A copy of the Bill is attached hereto for your in-
Fformation.

f t
We are specifically reouesting your interpretation of the
term "'negotiable .hank check payable on demand.” The use ofF
the word "bank” in the Bill needs clarification. The original
Bill as submitted called for payment by Cashier’'s Check or
Certified Check

It is specifically remiested that a determination be nmade as

1o whether the words '"'negotiable bank check payable aon denmand
means a check issued by a bank in the form of either a Cashier’'s
Check or some other instrument made by the bank

Please rush your opinion as | must notify all of the insurance
companies immediately.

Enclosures - 2
VWWHJhc
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M EMORGANTDUM State of Alaska 361
TO: r
Department of Commerce

FROM:

Division of Insurance
House Bill No. 365

SUBIEeT: "Negotiable Bank Check
goti
iitKent ngardsl Payable on Demand"
orney bLenera Our File No. COM-129

By: Vernon L. Snow
Assistant Attorney General

Reference is made to your memorandum dated April 26,
1968, requesting our opinion as to the meaning of the term
"negotiable bank check payable on demand™ used in House Bill
No. 365.

You state that the original bill read "Cashier > check
or certified check™. The Legislature amended the wording of
the bill to read "negotiable bank check payable on demand".

Enclosed herewith is a xerox copy of Black"s Law
Dictionary covering the definition of "bank cneck™ and "checks".
You will note that the dictionary states under "bank check" "See

"check®". The definition of "check™ 1in that dictionary does not
lend much help in determining the meaning of the term "negotiable
bank check". However, it is noted that the following statement

vis made regarding "check™ and "draft":

"The term “check®, within the ordinary meaning
of that term includes ~“draft®, the only distinction
being that in a draft the drawer is a bank, while
in the ordinary check the drawer is an individual.
Leach v. Mechanics®" Sav. Bank, 202 lowa 899, 211 NW
506, 508, 50 A.L.R. 388."

Bank check is defined In 11 Am. Jur. 2d., Bills and
Notes, 817, p. ~7, as follows:

"The term "bank check®™ means nothing more than

"checklldt merely designates a check which is drawn

on a bank and thus is generally tautological, although

It may be used to distinguish checks for money from

such .things as baggage checks, or from some travelers”

checks which are not always drawn on a bank."

(Emphasis added) P .

In 10 C.J.S., Billsand Notes, 85, p. ~09, the following
reference 1is made to a"bank check™": ey e -



