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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 
m ix 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 d iscontent 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.



T h e  E x p e r i e n c e  w i t h  I n d e x i n g

T H E  S T A T E S

I n  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 1978; they were fo llowed by Iowa, M in­
nesota, and Wisconsin in 1979. An indexing 
measure also passed the Montana Legislature, 
but was vetoed by the Governor. These states 
demonstrate a number of ways in which in­
dexing can be accomplished. Table V compares 
the major characteristics o f the six state in­
dexing laws.

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 o f the personal income 
tax— the income brackets, personal exemp­
tions, and standard deduction. Even then, dif­
ferences among them in the index used to make 
the adjustment and limitations on the amount 
of the adjustment mean that the inflation tax 
w ill not be fu lly eliminated.

The Minnesota indexing measure was passed 
as part of a $715 m illion 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 w ill be 'ndexed by the annual 
percentage change in the Minneapolis-St. Paul
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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
C ITA TIO N  of 1978 and S.B. 1145 as

passed by 1979 legislature.

California

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

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

Brackets indexed effective
1978 tax year; other 
features indexed beginning
1979 tax year. A ll indexed 
permanently.

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

C H A R A C T E R I S T I C S  O F  

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.

Chapter 105, Colorado 
Laws of 1978.

SOURCE: ACIR staff com pilation .

Metropolitan CPI beginning in 1981. The in ­
come brackets w ill 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 m inus three percentage points, and 
beginning w ith  1979, the personal credits, 
standard deduction, and low income credits 
w ill be adjusted annually by the full change in 
the state CPI. Under the 1979 amendments, the 
tax brackets w ill 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

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—Wiscon­
sin  and Iowa—lim it the inflation adjustment to 
the income brackets and leave the exemptions 
and deductions unchanged. The W isconsin 
law, passed as part of $940 m illion 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 Iowa law is the most restrictive. 
Not only does it pertain to just the income
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S T A T E  I N D E X I N G  L A W S

Iowa
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.

Minnesota
Personal credits, standard 
deduction, income 
brackets, and low income 
allowance.

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

Wisconsin 

Income brackets.

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

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

Brackets indexed effective 
1979 tax year; other 
features indexed beginning 
1981 tax year. A ll indexed 
permanently.

S.F. 494 as passed by 1979 H.F. 1495 as passed by 
legislature. 1979 legislature.

1980 tax year and 
permanently thereafter.

Chapter 1, Wisconsin Laws 
of 1979.
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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 w ill 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 m illion each 
year. An interim  legislative committee w ill 
examine expanding th is 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

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, w ill 
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 w ill 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. I., h is 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



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 w ill, 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 I I  (p. 12) with the ex­
ception of Iowa which is in the low progres­
sivity category. The six states, w ith 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.20

In  general terms, then, it can be expected that 
the impact of indexation on tax burdens and 
revenues in these six states w ill be slightly 
higher than it would be in the "average" state. 
In  addition, low income taxpayers in  M in ­
nesota can expect to receive a substantial 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 III, p. 14.)

Some specific estimates are also available. 
The Colorado Department of Revenue projects 
that its  comprehensive indexation measure, 
w ith a 6% inflation factor, w ill reduce state in ­
come tax revenues approximately 8.7% or $28.3 
m illion in 1979. T h is  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.21

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 a reduction in 
income tax revenues of approximately $40 to 
$50 m illion for each 1.0% increase in the CPI in 
excess of 3.0%. For 1979, revenues are esti­
mated to be about $273 m illion , 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).22

The Arizona Department of Revenue esti­
mates that each percentage point increase in its 
inflation factor w ill reduce tax liability in  1979 
by approximately $1.2 m illio n  and that with 
10% inflation, the tax reduction on a joint re­
turn w ill range from $2 to $128.23 With a 10.1% 
indexing factor in  1978, personal income tax 
receipts totalled approximately $220 m illion , 
some $10.8 m ill io n  or 4.7% less than they 
would have been w ithout indexing.24

In  W isconsin, where only the inrome brac­
kets are indexed, the legislative fiscal office 
estimates that w ith 7% inflation, individual tax 
burdens w ill be reduced approximately $39 
m illio n . The maximum savings for an ind i­
vidual taxpayer is estimated at $47.25 Ind i­
vidual income tax collections were $1.3 billion 
in  1978.

Thirteen other state legislatures considered 
indexing bills in  1979—Georgia, Illino is, Kan­
sas, Kentucky, Maine, M issouri, 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 th is country.

The Canadian indexing law was adopted in 
1974 primarily in response to a sudden 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 w ith 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  1979.26

Indexing has provided substantial tax relief 
to Canadian citizens. The department of fi­
nance estimates that indexing w ill reduce the 
1979 federal tax burden by $1.2 b illion, and the 
total reduction from indexing alone is over $6 
b illion 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.27

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 b illion in  ind i­
vidual federal income tax collections and less 
than 3% of total federal revenue projections of 
$40.5 b illion.28 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 
c lip —some 14.2% per year from their 1973 
levels.29

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.30 Part of th is 
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.31

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

problems in  the future if inflation is not re­
duced substantially to lim it 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 u n ­
popular.32 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. W illis 
Gradison (OH), along w ith 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). T h is  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 b ills 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 stim u lus 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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indexation: Challenge and Response

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

P ER IO D IC  TAX CUTS  
SHOULD  BE PREFERRED

Challenge: Periodic, ad hoc tax reductions are a 
superior means of controlling the effects of in ­
flation on ind ividua l tax burdens. Previous 
Congressional tax cuts have, in the aggregate, 
more than offset infla tion-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 w ith  $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



tax cut and that Congress had not kept up with 
the infla tion tax from 1964-75.34 Moreover, 
the average tax burden is estimated to have in ­
creased from 19 7 5-7 835 indicating further 
slippage on the part of Congress. In  addition, 
AC IR’s analysis shows nearly all real tax re­
ductions from the Revenue Act of 1978 w ill be 
eliminated by 10% inflation in  1979. These de­
velopments point up both the d ifficu lty 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 

28 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 stim ulus in  the economy. 
It insures that taxpayers w ill not suffer a silent 
increase in  their tax burdens while Congress 
debates how to use the windfall revenues. With 
indexing, Congress w ill be forced to rely on 
real econom ic growth, deficit financing, or 
raising taxes to keep revenues increasing faster 
than inflation. Its ability to enact tax cuts with 
the inflation tax revenue w ill also be curbed. In 
short, indexing forces policymakers to address 
income tax issues in  a manner for which they 
can clearly be held accountable by the public.

A s im ila r  m easu re  o f  a cco u n tab il i ty  w i l l  be 
im p o sed  on  s tate  leg is la tu re s  by the a d o p t io n  
o f  in d e x in g  at the  s ta te  le v e l .  In d ex in g  w i l l  
e l im in ate  the f le x ib i l i ty  o f  leg is la tu re s  to use  
in f la t io n  tax  rev en u es  for  o th er  p u rp o se s  and 
im p ro v e  the ab i l i ty  o f  c it iz en s  to focu s  r e sp o n ­
s ib i l i ty  for  th e ir  s ta te  tax b il ls .

Indexing w ill 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 w ill s t i l l  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 w ill be necessary w ith  indexing. 
Through these actions, such tax policy goals as 
redistributing income, stimulating savings, or

p r o m o t in g  e c o n o m ic  e x p a n s io n  c a n  s t i l l  be 
a ch iev ed .

In the f in a l  a n a ly s is ,  the i s s u e  o f  in d ex a t io n  
is  more p o l i t ic a l  than econ om ic . That i s ,  the 
q u e s t io n  i s  p r im a r i ly  w h e th e r  th e  in c r e a s e d  
rea l tax  b u rd en  from  in f la t io n  i s  e l im in a te d  
a u t o m a t i c a l l y  th r o u g h  in d e x in g  o r  w h e th e r  
t a x p a y e r s  m u st  c o n t in u e  to  r e ly  o n  ad  h o c  
leg is la t iv e  a c t io n s  for  re l ie f .  The red u ced  f le x i ­
b i l i ty  and in creased  a cco u n tab il i ty  im p o sed  by 
in d e x in g  w i l l ,  n o  d o u b t ,  m ak e  p o l i t i c a l  l i fe  
m ore d i f f icu lt ,  a s  noted  by  N obel Prize w in n in g  
eco n o m ist ,  M ilton  Friedm an:

T hese  reform s [tax  in d exa tion ,  am ong 
o th e r s ]  d e s e r v e  w id e  s u p p o r t .  T h ey  
w o u ld  red u ce  the harm don e  by in f la ­
t ion  and w o u ld  e a s e  th e  w ith d ra w a l  
p a in s  from  r e d u c in g  in f la t io n .  T hey  
w o u ld  a lso  low er  the reven u e  that the 
g o v e r n m e n t  g e t s  f ro m  in f l a t i o n  an d  
h en ce  the  g o v e r n m e n t ’s in c e n t iv e  to 
en g ag e  in  in f la t io n .  This i s  at on e  and 
the  s am e  t im e  a m a jo r  a rg u m e n t  in  
th e ir  b e h a l f  and the  c h ie f  o b s tac le  to 
th e ir  en actm en t.36

In a rep re sen ta t iv e  d em o cracy  that res ts  on 
the  ab i l ity  o f  the p u b l ic  to h o ld  e lec ted  o f f ic ia l s  
a c c o u n ta b le  fo r  th e ir  d e c is io n s ,  h o w e v er ,  r e ­
m oving  the u n le g is la ted  in f la t io n  tax  through 
in d ex in g  seem s  a n ecessa ry  reform.

LOSS OF FEDERAL REVENUE
Challenge: Ind exation  w il l  red u ce  fed era l  rev ­
en u es  su b stan t ia l ly .  T his  w i l l  l im it the ab il ity  
o f  govern m en t to resp on d  to em erg ing  p u b lic  
problem s, im p ed e  the b a lan c in g  o f  the fed era l  
b udget, and in a l l  l ik e l ih o o d , red u ce  the f lo w  
o f  a id  to s ta tes  and lo ca l i t ie s .

Response: I n d ex a t io n  w i l l  n o t  c a u s e  f e d e r a l  
r ev en u es  to  d e c l in e  in ab so lu te  term s, but w il l  
on ly  s lo w  the rate  o f  grow th  in fed era l  rece ip ts .  
If one  a s su m e s  that the  r e sp o n s iv e n e ss  o f  the 
fed era l in com e tax is  su ch  that a 10 %  in crease  
in  in com e creates  a  15% grow th  in tax  c o l le c ­
t ion s  (i.e., the in com e tax has  an e la s t ic i ty  o f  
1.5), i t  can  be sa id  that in d ex in g  w i l l  red u ce  
th e  n o m in a l  g row th  r a t e  from inflation by  
one-third. F ederal reven u es  w i l l  s t i l l  in crease  
in real term s a lo n g  w ith  rea l in c re a se s  person a l



income. If, as the Congressional Budget Office 
projects, real economic growth totals 14.3% 
from 19 7 9-82,37 income tax receipts w ill in ­
crease, in real terms, by 21.5% over that period 
in  addition to increases just proportionate to 
inflation. In  other words, indexing w ill not 
keep federal revenues from increasing; it only 
eliminates the windfall revenue bonuses now 
received from inflation.

The m ajor d i f fe ren ce  in d ex in g  m akes  in  the 
tax in g -sp en d in g  equ ation  is  the in c re a se d  a c ­
co u n tab il i ty  im p o se d  on  e lec ted  o f f ic ia l s .  Con­
gress  w i l l  not be  ab le  to  con tin u e  en actin g  tax 
cuts an d  s t i l l  in c re a se  sp e n d in g  lev e ls  w ith  the 
f req u en cy  and m ag n itu d e  that it h as  in  recent 
y ears .  If  in c re a se d  r e v e n u e s  are  n e c e s sa ry  to 
b a l a n c e  th e  b u d g e t  o r  im p le m e n t  n e w  p r o ­
gram s, C ongress  m ay  be forced  to  ra ise  taxes  
rather than  r e ly in g  on  the u n le g is la ted  in f la ­
tion tax  for f i s c a l  f lex ib i l i ty .  The p o l i t ic a l  c o n ­
s tra in ts  p osed  by  tax in c rea se s ,  h o w ev er ,  m ake 
it  l i k e ly  that f e d e r a l  p o l i c y m a k e r s  w i l l  f i r s t  
c o n s id e r  th e ir  s p e n d in g  d e c is io n s  m ore c are ­
f u l ly  in  an  e f fo r t  to  m ak e  f e d e r a l  r e v e n u e s  
s tre tch  further.

Because indexation w ill introduce a new 
measure of fiscal discipline in the budgetary 
process, the nearly 500 federal aid programs 
w ill 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 
w illing  to accept. These belt-tightening de­
velopments should work in  the right direction 
—toward a better 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  rev en u e  e f fec ts  o f  in d e x in g  are  c o n s id ­
ered too o n ero u s  in  the short run, it co u ld  be 
p h ased  in  over  a  p er iod  o f  time, or  som e form  
o f  p art ia l  in d ex in g  ad op ted .  T hose s ta tes  and 
fo re ign  c o u n tr ie s  that h av e  en acted  in d ex in g  
m ea su re s  o f fe r  a r an g e  o f  w a y s  a l im ite d  or  
p h ased  in d e x a t io n  co u ld  be s tru c tu red .39 Par­
tia l  in d e x in g  sch e m es  w i l l  not, h o w ev er ,  a c ­
co m p lish  the g o a l  o f  k eep in g  taxp ayers  w ith  a

con stan t  rea l  in com e in  the sam e re la t iv e  tax 
p o s i t io n  d esp ite  on g o in g  in f la t io n ,  and the im ­
pact o f  l im ited  in d e x a t io n  o n  d if fe ren t  tax p ay er  
g ro u p s  w i l l  v a ry  s u b s ta n t ia l ly  d e p e n d in g  on 
the system  c h o sen . The better  s itu a t io n  see m s  
to be to p h ase  in  fu l l  in d ex a t io n  o v er  a r e la ­
t iv e ly  sh ort  p e r io d  o f  time.

STATE AND LOCAL FISCAL STRESS

Challenge: The red u ced  f is c a l  f le x ib i l i ty  from  
in d e x in g  s t a t e  in c o m e  t a x e s  c o u ld  c a u s e  a 
greater  r e l ian ce  at the state  an d  lo ca l  lev e l  on 
m ore  r eg re s s iv e  p ro p erty  and s a le s  taxes .  S tates  
can not resort  tc  d e f ic i t  f in an c in g  fo r  o p era t in g  
p u rp o se s  as  the fed era l  g o v ern m en t  can , an d  
they  m ay be fo rced  to en act  s a le s  an d  u se  tax  
in creases  or  cu tb ack  on  program s su ch  as  a id  to 
loca l  g overn m en ts  and s ta te- f in an ced  p ro p erty  
tax r e l ie f  to m eet g ro w in g  e x p en d itu re  n eed s .

Response: A s at the n a t io n a l  lev e l ,  in d e x in g  
state  in co m e  taxes  w il l  not cau se  an  ab so lu te  
red u ct ion  in s tate  rev en u es .  Incom e tax rece ip ts  
w i l l  s t il l  in c re a se  m ore  than p ro p o r t io n ate ly  to 
the rate o f  rea l  g row th  in  p e r so n a l  in com e and 
at a rate  just eq u a l  to in f la t io n  fo r  in c re a se s  in 
in com e re la ted  to  in f la t io n .  The ACIR est im ates  
that i f  a ll  s ta te s  w ere  to ad o p t  in d ex in g ,  in co m e  
tax  c o l le c t io n s  w o u ld  s t i l l  r i s e  at an a v era g e  
an n u a l  rate  o f  13% from  1977-81, a d e c re a se  o f  
o n ly  2.5 p e r c e n t a g e  p o in t s  f ro m  th e  y e a r ly  
grow th  in  actu al  s tate  in co m e  tax c o l le c t io n s  
b e tw e en  1971 a n d  1975— a p e r io d  in  w h ic h  
sev e ra l  s ta te s  en acted  su b s tan t ia l  in co m e  tax  
increases.'*0

The im p act  o f  in d ex a t io n  on  state  rev en u es  
w il l ,  o f  cou rse ,  vary  am on g  the  s tates .  It s ee m s  
notew orth y , thou gh , that the r ev e n u e  e f fec ts  in  
the s ix  s ta tes  that h ave  ad o p ted  in d ex in g  are  
l ike ly  to be grea ter  than in  the m ajor ity  o f  s ta tes  
b ecau se  w ith  few  ex ce p t io n s ,  th e ir  r e l ian ce  on 
in com e tax rev en u es  and the  p ro g re ss iv ity  o f  
their  tax  s tru c tu res  is  a b o v e  the  nationa l a v e r ­
age. (See Figure II, p. 12 .)  D espite  th is ,  in d e x ­
ing h a s  not p rev en ted  th e se  s ta te s  from  p r o ­
v id in g  a d d it io n a l  s tate  and lo c a l  tax re l ie f .  In­
d e x in g  w as  a d o p ted  as part  o f  m ajor in co m e  
and p ro p erty  tax  r e l i e f  m ea su re s  in  A r iz o n a ,  
M in n eso ta ,  Iowa, an d  W isco n s in .  C a l i fo r n ia ’s 
in d ex a t io n  law  w a s  en acted  the sam e  year  that 
m ost su rp lu s  s tate  rev en u es  w ere  used  to re ­



place local property tax collections lost as a re­
su lt 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.41 In 1977, circuit-breaker programs in 
the six states w ith indexing accounted for over 
30% ($295.7 m illion) of the total property tax 
relief provided through the 29 state circuit- 
breaker programs.42 Either these states feel in ­
dexing w ill not impair these programs, or they 
consider the merits of indexing to outweigh the 
reduced revenue flexibility.

S tates  w o u ld  not a u to m atica l ly  be fo rced  to 
ra ise  ex is t in g  sa le s  and p roperty  taxes  i f  a d d i ­
t ion a l  reven u es  were n eed ed  subseq uen t to  the 
a d o p t io n  o f  in d ex in g .  They co u ld  u se  such  an 
o cca s io n  to exam in e  the overa l l  s ta te- loca l  f i s ­
cal structure  a s  w ell  a s  m ake a care fu l  e v a lu a ­
tion  o f  ex is t in g  exp en d itu re  p rogram s to p r o ­
v id e  a d d i t io n a l  fu n d s .  A lte rn a t iv e  lo ca l  r e v ­
en u e  so u rce s ,  u ser  fee s ,  and a thorough rev ie w  
o f  the  in c o m e  tax  s t ru c tu r e  in c lu d in g  su c h  
item s as the range o f  the in com e brackets ,  the 
rate  structure , and the d ed u ct ib i l i ty  o f  fed era l  
in com e taxes  w ou ld  ap p ear  to be c an d id a te s  for 
r e v i e w .  If ta x  i n c r e a s e s  w e r e  n e c e s s a r y ,  it 
seem s that a pu blic  ed u c a t io n  program  on tax 
red u ct ion s  and the ben e fits  o f  in d ex in g  w ou ld  
h e lp  o f fse t  the  p o l i t ic a l  l i a b i l i t i e s  a s s o c ia te d  
w ith  tax h ikes .

ECONOMIC STABILIZATION POLICY

Challenge: Indexation  w ill  ad d  a  d egree  o f  in ­
s tab i l i ty  to the U.S. eco n o m y  by e l im in a t in g  
the “ au tom atic  s ta b i l iz e r ” e f fec t  o f  the g ra d u ­
ated incom e tax. An u n in d exeu  p ro g re ss iv e  tax 
h e lp s  restra in  in f la t io n  by res tr ic t in g  co n su m er  
sp en d in g  during an exp an sion ary  or in f la t ion ­
a ry  p e r io d ,  a n d  s im i la r ly ,  p r o m o t e s  an  i n ­
c r e a s e  in  c o n s u m e r  p u r c h a s i n g  d u r i n g  a 
recess ion .

Response: S everal recent s tu d ie s  have  found  
that in d ex in g  w il l  have  a n eg lig ib le  im pact on 
tho s tab liz in g  attr ibutes  o f  the in com e tax, and  
so m e  h av e  c o n c lu d e d  that an  u n in d ex e d  tax  
m ay, under  cer ta in  eco n o m ic  co n d it io n s ,  have

a d e s t a b l i z in g  e f f e c t  w h ic h  in d e x in g  w o u ld  
moderate. Indexing m ay not a ffect  the s tab il iz ­
ing capacity  o f  the incom e tax becau se  the in­
c rea sed  tax  c o l le c t io n s  to  k ee p  the  e c o n o m y  
from o v erh ea t in g  d u r in g  an e x p a n s io n  resu lt  
f ro m  b o th  i n c r e a s e s  in  p r o d u c t i o n  a n d  i n ­
c re a se s  in  p r ic e s  ( in f la t io n ) .  R ecent re s e a rc h  
su gg ests  that m ost o f  the in c re a se d  tax  rece ip ts  
d u r in g  an  e x p a n s io n  c o m e  fro m  p ro d u c t io n ,  
and thu s, in d e x a t io n ,  w h ic h  e l im in a te s  o n ly  
the in c re a se d  tax e s  from  in f la t io n ,  w i l l  h av e  
l i t t le  e f fe c t  on e c o n o m ic  s t a b i l i t y  d u r in g  an  
ex p an sion .

T his w as  the. c o n c lu s io n  o f  Jam es P ierce  and 
Jared Enzler in th e ir  a n a ly s i s  o f  the U.S. e c o n ­
om y u n d er  three type; j f  e x p a n s io n a r y  ch an ges  
i f  the in co m e  tax w ere  in d e x e d . A lth o u gh  they  
tried to accen tu a te  the p o ten t ia l  im p ac ts  o f  in ­
d ex in g ,  th e ir  c o n c lu s io n  w as  u n e q u iv o c a l :

There is  s im p ly  no  e v id e n c e  that i n ­
d ex in g  the tax sy stem  w o u ld  be harm ­
ful to eco n o m ic  s tab il i ty .  . . .  In l igh t  o f  
the  u n d e s i r a b le  e f fe c t s  th a t  in f la t io n  
has  on the tax sy stem , it w o u ld  ap p e a r  
from our resu lts  that in d e x in g  sh o u ld  
be a d o p t e d .43

S im ilar  r e su lts  w ere  a ch ie v e d  by tw o C ana­
d ian  eco n o m ists  in  an a n a ly s i s  o f  the i s su e  in 
that cou n try . They fou n d  that p r ic e s  d id  not 
beg in  to in c rea se  until  n ea r ly  a y ear  a fte r  the 
e x p a n s i o n a r y  c h a n g e  a n d  c o n c l u d e d  th a t  
n early  a ll  the bu ilt- in  s tab i l i ty  o f  the incom e 
tax w as  a t t r ib u ta b le  to  its  r e s p o n s iv e n e s s  to 
ch an ges  in p ro d u c t io n  rather than  in f la t io n .44

In a d d it io n ,  Dr. T hom as Dernburg, in a s tu d y  
for the Joint E conom ic  C om m ittee  o f  the C on­
gress ,  fou n d  that u n d er  ce r ta in  c ircu m stan ces ,  
the n o n in d ex ed  g rad u ated  tax  m ay  be a “ de- 
s tab i l iz e r "  and that in d e x in g  m ay , in fact ,  add  
s t a b i l i t y  in  su ch  c a s e s . 45 H is  c o n c lu s i o n  is  
based  on the p rem ise  that d u rin g  p e r io d s  o f  in ­
f la t ion  c au sed  by cu tb ack s  in  s u p p ly — such  as  
OPEC o i l  p r i c e  i n c r e a s e s  a n d  p o o r  f o o d  
h arv es ts— p r ice s  and n om in al  in com e w i l l  in ­
c rease  as  th ey  w o u ld  in p e r io d s  o f  e x ce s s  d e ­
m and, but rea l  in com e an d  real ou tp ut w i l l  d e ­
c line . This m ean s  that w ith ou t in d ex a t io n , in- 
c< m e tax  c o l l e c t io n s  w i l l  be  in c r e a s in g  at a 
t im e  w h e n  m o n e y  s h o u ld  be g o in g  in to  the  
eco n o m y  to s t im u la te  p ro d u c t io n .  U n less  o ther  
p o l ic ie s  a re  ad o p ted ,  th is  c an  lea d  to an e c o ­



nomic downturn w ith further production losses 
and increased unemployment even though in ­
flation remains high—a set of circumstances 
sometimes called “ stagfla tion.” Dernburg 
found that, in  fact, th is 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. ”46

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 w ill 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 w ill make un io n s the 
beneficiaries of inflation and weaken any de­
sire to bring the rate of inflation down.

Response: On the contrary, there is a reason to 
believe that indexing w ill 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 w ill 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 th is 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. Thu s, 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 un ion 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- 31 
tax purchasing power. There is also evidence 
in European countries that after-tax income is 
becoming the bargaining goal of the labor 
un ions. 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 un ions 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  th is 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 w ith 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.

P ro fessor  Dernburg in  h is  s tu d y  s ta ted  that 
the tax-w age  in terac t ion  w as  a prob lem  w h ich  
sh o u ld  not be " u n d e re s t im a te d ”  in the U.S. He 
fou n d , from  rev ie w in g  th e  h is to ry  o f  w ag e  i n ­
c re a se s  a fter  the 1964 tax  cut an d  a fter  the im ­
p o s i t i o n  o f  th e  ta x  s u r c h a r g e  in  1968, th a t  
h ig h e r  in c o m e  ta x e s  m ay ,  in d e e d ,  s t im u la te  
h ig h e r  w a g e  d e m a n d s — an d  l o w e r  t a x e s  a c ­
co m p lish  the reverse .  A s  h e  pu t it:

This is ,  a fter  a ll ,  qu ite  rea so n ab le .  To 
the  w orker  w h at  cou n ts  is  h is  net  in ­
com e a fte r  tax . . .  and  he m ay  v ery  rea-



sonably view a tax reduction as a sub­
stitute for a wage increase and vice 
versa.49

Dernburg went on to point out that continu­
ation of the higher taxes begetting higher 
wages cycle could act m uch the same as an 
OPEC oil price increase or an “exogenous sup­
ply shock” and lead to a period of stagflation 
w ith 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.50

COMPLEXITY AND INEQUITIES
Challenge: Indexation of the personal income 
tax w ill add further complexity to an already 
complicated tax system. It w ill 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 w ill 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 multip ly the indexed parts of the tax code 
by the adjustment factor. If, for example, the 
infla tion rate is 10%, the upper and lower 
boundaries of each income bracket and the per­
sonal exemption allowance would be m u lt i­
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 w ill 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 th is 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 th is 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.51 The effect of inflation on property in ­
come invo lves a complex set of econom ic, 
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 Com m ission ’s earlier deliberations 
and th is  report as areas in  need of further 
research.

T h is  should not, however, detract from the 
importance and merits of indexing the personal 
income tax brackets and exemptions w h ich  
would eliminate the inflation tax on wage and 
salary income. As a practical matter, th is 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 a first 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.

YIELDING TO THE INFLATION 
PSYCHOLOGY

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 th is 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: T h is  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 w ill not fall 
further behind inflation solely because of an 
increase in its tax liability, it w ill no longer 
consider inflation a problem and w ill learn to 
live w ith it. T h is  seems unconvincing.

While it is true that indexation w ill enable 
the taxpayer whose pre-tax income increases at 
the rate of inflation to maintain h is after-tax 
purchasing power and standard of living, in ­
dexing does nothing to assure that the taxpayer 
w ill receive the wage increase necessary to 
keep up with inflation in  the first instance. If 
the taxpayer does not receive a salary increase 
sufficient to offset inflation, h is purchasing 
power and standard of living w ill still decline 
even w ith indexing; all indexing does in such a 
case is adjust h is 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 w ith more than it can do.

As syndicated co lu m n is t George F. Will 
stated:

It is  preposterous to say . . . that in ­
dexing w ill cause people to become 
apathetic about inflation. People who 
suffer from inflation a dozen times a 
day, at every cash register, w ill not 
s ink  into complacency about inflation 
just because it no longer injures them 
in  their capacity as federal taxpayers.52

Furthermore, this challenge treats indexing
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The Tim e is Now

Indexation of the federal and state personal 
income taxes is neither a panacea for all the 
perceived ills besetting the American public 
nor a cure for inflation itself. To some, it will 
seem weak medicine in the struggle for less 
government; others will view it as an overreac­
tion that undermines the ability of government 
to effectively meet the needs of the people. 
Neither is an apt characterization. Seen in light 
of its purposes and limitations, indexing is, as 
stated at the outset, a reasoned and effective re­
sponse to the political pressures of the tax­
payers’ revolt and the economic burdens im­
posed by inflation.

Indexation simply requires the government 
to play fair with the taxpayers. It prevents the 
public from continually losing ground to infla­
tion solely because of the way the tax structure 
is set in law, and it eliminates the windfall 
bonus the government now receives from in­
flation. It shines the spotlight of political ac­
countability on elected officials and forces 
them to publicly confront the taxing and 
spending issues of the day in a manner for 
which they can clearly be held responsible by 
the voters. In so doing, indexation would go far 
in easing the impact of inflation and restoring 
citizen confidence in our representative system 
of government. The time seems ripe for its 
adoption.
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An A CIR  Legislative Guide to 
State-Local Financial Management

T h e  Advisory Commission on Intergov- 
ernmental Relations has long been concerned 
with the problems state and local governments 
have in organizing their financial management 
systems, especially when these efforts are 
hampered by outdated, unduly restrictive, or 
nonexistent state legislation. Recognizing the 
need for timely assistance in this area, the 
ACIR, in January 1978, embarked upon a proj­
ect to encourage state initiatives in local finan­
cial management capacity building.

The in itia l phase of the project 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 b ills 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



c o n s u lt a n t s  fo r  o n e  or tw o  d a y s  o f  in -d ep th  
tech n ica l  a id , co n d u ct in g  “ in-s ta te"  sem in ars ,  
m eetin g  w ith  leg is la to r s  from  severa l  s ta te s  to 
d i s c u s s  s p e c i f ic  a rea s  o f  m utual co n cern ,  and 
p r o v id in g  b a c k g r o u n d  r e s e a r c h  r e p o r t s  a n d  
c o p ie s  o f  s ta tu tes  on w h ich  the b i l l s  a re  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 b ills , 
please contact ACIR, Policy Implementation, 
lll l-2 0 th  Street, NW, Washington, DC 20575.

The m od e l b i l l s  in  the ACIR f in an c ia l  m an ­
agem en t le g i s la t iv e  p ackag e  inc lu de:

INCREASED ACCOUNTABILITY

F u ll  D i s c l o s u r e  of Property Tax I n c r e a s e s  
(Truth in  Taxation). Establishes  a p ro ced u re  for  
loca l  le g i s la t iv e  b o d ie s  to set  the p ro p erty  tax 
rate e ac h  y ear  to  p rod u ce  the  sam e am ou n t o f  
rev en u e  as the p rev io u s  year  w ith  o p t io n a l  a l ­
lo w an c e s  fo r  n ew  con stru c tion  or a s p e c i f ie d  
p ercen tag e  o f  rev en u e  grow th. In o rd er  to ra ise  
the rate , the  p ro p o sed  in crease  m ust be a d v e r ­
tised  an d  a p u b l ic  h ear in g  held .

Indexation of the State Individual Income Tax. 
R eq u ire s  a n n u a l  a d ju s tm e n t  o f  the  p e r s o n a l  
e x em p tio n s ,  lo w  in com e a l lo w a n c es ,  m axim um  
lim it  o f  th e  s t a n d a r d  d e d u c t io n ,  p e r  c a p i t a  
c red its ,  and  tax  rate  brackets  by the rate  o f  in ­
f la t io n  to p re v en t  the  au to m atic ,  rea l  tax  in ­
c r e a s e s  t h a t  w o u l d  o t h e r w i s e  r e s u l t  f r o m  
in f la t ion -re la ted  g a in s  in incom e. Requires the 
G overnor to h ig h l ig h t  in  the budget the in d i­
v id u a l  in co m e  tax  reven u es  attr ib utab le  to  in ­
f la t ion  fo r  the  p r io r  year, current year , and u p ­
co m in g  year .  The text o f  th is  bill f o l lo w s  these  
su m m aries .

S tate  M a n d a te s .  P rov ides  that co sts  im p osed  on 
loca l gov ern m en ts  by state  m and ates  for  n ew  
p r o g r a m s ,  in c r e a s e d  s e r v ic e  l e v e l s ,  a n d  im ­
p roved  p er so n n e l  o r  retirem ent ben e fits  w i l l  be 
r e im b u rs e d ,  w h o l ly  or in part ,  by  the  s ta te .  
A lso  p r o v id e s  for  a c a ta lo g  o f  s ta te  m an d a te s  
and a  procedure  for f il ing , review ing , and ap ­
p e a l in g  re im b u rsem en t a p p l ica t io n s .

L eg is la t ive  Notes on the Fiscal Im pact of State 
Legislative A c t io n s  on Local Governments. Re­
q u ires  a l l  p ro p o sed  le g is la t io n  and a d m in is t ra ­
tive  ru le s  a f fec t in g  loca l  go v ern m en ts  to c o n ­
ta in  a rea l is t ic  est im ate  o f  the e f fec t  on  lo c a l  
govern m en t e x p en d itu re s  and rev en u es  o f  im ­
p le m e n t in g  or  c o m p ly in g  w ith  the  p r o p o s e d  
act ion .

State Compensation to Local Governments for 
State-Owned Property. Provides for an inventory 
o f  s ta te-ow n ed  property  and  c o m p en sa t io n  to 
lo ca l  gov ern m en ts  for  the  tax  ex em p t p ro p erty  
u n d e r  o n e  o f  t h r e e  m e c h a n i s m s :  s e r v i c e  
ch arg es  for  im p ro v ed  property : tax e q u iv a le n c y  
fo r  u n d e v e lo p e d  lan d  h o ld in g s ;  an d  s h a r e d  
revenue from revenue-producing property.

State Budgeting and Appropriation of Federal 
M o n ies  Received by the State. R equires s ta te  
a g e n c ie s  to n o t i fy  the  state  b u d get  o f f ic e r  or 
a p p ro p r ia te  le g i s la t iv e  com m ittee  c h a irp erso n  
p r io r  to a p p ly in g  for  fed era l  m o n ie s  and p r o ­
h ib its  s ta te  a g e n c ie s  from  e x p e n d in g  fed e ra l  
m o n ey  u n le ss  it is  a p p ro p r ia ted  by  the l e g i s la ­
ture. B ecau se  o f  va ry in g  s tate  b u d getary  p r a c ­
t ic e s ,  a v a r ie ty  o f  ex em p tio n s  and o p t io n s  is  
p r o v id e d  a s  a re  s ta tu to ry  an d  c o n s t i t u t io n a l  
lan g u ag e  a l lo w in g  the le g is la tu r e  to d e leg a te  
the a p p ro p r ia t io n  auth or ity  to  a sp e c ia l  c o m ­
m ittee  to ac t  w h e n  th e  le g i s la t u r e  i s  n o t  in  
se s s io n .

C it izen  Participation in the B u d get  Process. 
R eq u ire s  p u b l i c  n o t ic e  a n d  h e a r in g  o n  th e  
ad o p t io n  o f  the loca l  budget an d  p ro v id e s  that 
the fu ll  bu dget is  to be m ad e  a v a i la b le  fo r  in ­
sp e c t io n  a fter  its  ad op t ion .

IMPROVED ADMINISTRATION AND 
OVERSIGHT PROCEDURES

S ta te  A i d  A dm in istra tion . P r o v id e s  fo r  th e  
c o d if ic a t io n ,  r e v ie w , and p er io d ic  e v a lu a t io n  o f  
all  p rog ram s o f  s tate  a id  to loca l  govern m en ts .  
State a id  fo rm u las  are  to be rev ie w e d  an n u a l ly  
and the p er fo rm an ce  o f  a ll  p rogram s is to be re ­
v iew e d  p e r io d ic a l ly .

Establishment of a C o n so l id a ted  S ta te-A d m in ­
iste red  Pension System. Creates a c o n so l id a te d  
s t a t e w i d e  r e t i r e m e n t  s y s t e m  to s u p e r s e d e  
e x is t in g  s tate  an d  loca l program s. P rov ides  a l ­
t e r n a t i v e  p r o c e d u r e s  fo r  s u p e r s e s s i o n  a n d



a rm less  b e n e f i t  r igh ts  fo r  e x is t in g  em- 
s ab sorb ed  in to  the  n ew  system .

S ta n d a r d s ,  R ev iew  a n d  A s s i s t a n c e  Re- 
,ing Local R etirem ent S ystem s. E stab lish es  

an s io n  r e v ie w  c o m m is s io n  to  p ro v id e  tech- 
.cal a s s is ta n c e  to  lo ca l  re t irem en t sy s tem s  and 

/o s tu d y  a n d  a n a ly z e  e x is t in g  p r o g ra m s  an d  
/ p r o p o s e d  c h a n g e s  in  b e n e f i t s .  R e q u i r e s  

p e r io d ic  a c tu a r ia l  v a lu a t io n s  o f  e x is t in g  s y s ­
tem s and e s t im ates  o f  the c o s t  o f  a l l  p ro p o sed  
ch an ges .

P re v e n t in g  a n d  Controlling Local F in a n c ia l  
E m ergencies , P rescr ib es  the c o n d it io n s  u n d er  
w h ich  a f in a n c ia l  em erg en cy  s h a l l  be d ec la red .  
E stab lish es  a board to rev ie w  an d  su p e rv ise  the 
f in an c ia l  m an ag em en t  o f  the a f fec ted  lo ca l i ty  
and  req u ires  the ad o p t io n  o f  a  p lan  for r e s to r­
ing f i s c a l  so u n d n e s s .

Pooled Insurance. E stab lish es  a v o lu n tary ,  c o ­
o p e ra t iv e  r is k  m an ag em en t  p rogram  fo r  s ta te  
and lo c a l  g o v e r n m e n t s  an d  a u th o r iz e s  lo c a l  
g ov ern m en ts  to form  jo int c o o p e ra t iv e  in su r­
ance  program s.

Public Deposits and Investm ent of Idle Funds. 
P rovides  fo r  s ta te  a s s i s t a n c e  to  lo ca l  g o v e r n ­
m ents in the m an agem en t o f  th e ir  fu n d s  and 
p r e s c r i b e s  q u a l i f i e d  i n v e s t m e n t s  f o r  l o c a l  
funds. E stab lish es  a  s ta te-ad m in is tered  p oo l  for 
in v e s t in g  i d l e  l o c a l  g o v e r n m e n t  fu n d s  o n  a 
v o lu n ta ry  b a s is .

State Supervision and Assistance in Regard to 
Local Debt Issuances. A u th o r izes  a s ta te  a g en cy  
to set  s tan d a rd s  g o v ern in g  the  is su a n c e  o f  debt 
in strum ents  by loca l gov ern m en ts  and to p r o ­
v id e  tech n ica l  and o th er  a s s is ta n c e  in  the m ar­
keting and m an ag em en t  o f  lo ca l  debt.

S tate  R egu la tion  of Local Accounting, Auditing  
and F in a n c ia l  Reporting. R equires  lo ca l  g o v ­

e rn m en ts  to  c o m p ly  w ith  g e n e r a l ly  a cc e p te d  
p r in c ip le s  o f  g o v ern m en ta l  a ccou n tin g , to is su e  
an  a n n u a l  f in a n c ia l  report in a cco rd an ce  with 
su ch  p r in c ip le s ,  and  to h a v e  an annual au d it  o f  
f in a n c ia l  o p e ra t io n s  p e r fo rm ed . E stab lish es  a 
c o m m iss io n  to p rom u lg a te  acco u n t in g  an d  au ­
d it in g  s ta n d a rd s  and p ro v id e  tech n ica l  a s s i s ­
tance in  com plying  with the standards. Provides 
for  a th ree-year  t ran s it io n  period .

Intergovernmental C o o p e r a t io n  in  Tax A d ­
m inistration. P rov id es  fo r  the ex ch an g e  o f  tax 
reco rd s  am on g  s ta te s ,  the fed era l  governm ent, 
a n d  l o c a l  g o v e r n m e n t s  fo r  ta x  e n fo r c e m e n t  
p u rp o se s  an d  a u th o r iz e s  s ta te  o f f i c ia l s  to  re ­
qu ire  p ro o f  o f  p ay m en t  o f  lo ca l  taxes  p r io r  to 
the is s u a n c e  o f  au to m o b ile  and  l iq u or  l icen ses  
and p ap ers  o f  in co rp o ra t io n .

REMOVING UNNECESSARY 43
SHACKLES ON 

STATE AND LOCAL GOVERNMENTS

Removal of Constitutional Restrictions on State 
Borrowing. A l lo w s  s ta tes  to incur  debt for  any  
pu b lic  p u rp o se .  The debt is  to be secu red  by 
the fu l l  fa ith  an d  cred it  o f  the state.

State Constitutional R estr ic tions  on Local Bor­
rowing Powers. R em oves d e ta i ls  regard in g  loca l 
g o v ern m en t  b o rro w in g  p o w e rs  from  the s tate  
c o n st itu t io n  and a u th o r ize s  the leg is la tu re  to 
e s tab l ish  lo ca l  debt p o l ic y  through the norm al 
le g is la t iv e  p ro cess .

Repeal of Constitutional Restrictions on Local 
Taxing Powers. R e m o v e s  d e t a i l s  r e g a r d in g  
local tax ing  p o w e rs  from  the s tate  const itu tion  
and au th o r ize s  the leg is la tu re  to estab lish  loca l 
tax p o l ic y  through the normal leg is la t iv e  p ro ­
cess .



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

T O  A S S U R E  L E G I B I L I T Y



h o ld s  h a rm le s s  ben e fit  r ights  fo r  ex is t in g  em ­
p lo y e e s  absorbed  into  the n ew  system .

State S ta n d a rd s ,  R ev iew  a n d  Assistance Re­
garding Local Retirement Systems. E stab lish es  
a p e n s io n  rev ie w  c o m m iss io n  to  p ro v id e  te c h ­
n ica l  a s s is ta n c e  to loca l  ret irem ent sy s tem s  and 
to s tu d y  an d  a n a ly z e  e x is t in g  p ro g ra m s  an d  
p r o p o s e d  c h a n g e s  in  b e n e f i t s .  R e q u i r e s  
p e r io d ic  a c tu ar ia l  v a lu a t io n s  o f  e x is t in g  s y s ­
tem s and es t im ates  o f  the cost  o f  a ll  p ro p o sed  
ch an ges .

P re v e n t in g  a n d  C o n tro l l in g  Local F ina nc ia l 
E m ergencies . Prescr ibes  the co n d it io n s  u n d er  
w h ich  a f in an c ia l  em ergen cy  sh a l l  be d ec la red .  
E stab lish es  a  board to rev ie w  an d  su p e rv ise  the 
f in an c ia l  m an agem en t o f  the a f fec ted  lo ca l i ty  
an d  requ ires  the ad o p t io n  o f  a p lan  fo r  re s to r­
ing  f i s c a l  so u n d n ess .

Pooled Insurance. E stab lish es  a  v o lu n tary , c o ­
o p e ra t iv e  r isk  m an ag em en t p ro g ram  fo r  s ta te  
and lo c a l  g o v e r n m e n ts  and a u t h o r iz e s  lo c a l  
g o v ern m en ts  to form  jo int c o o p e r a t iv e  in su r ­
an ce  program s.

Public Deposits and Investment of Idle Funds. 
P rov id es  fo r  s tate  a s s i s t a n c e  to lo c a l  g o v e r n ­
m ents  in the m an agem en t o f  th e ir  fu n d s  and 
p r e s c r i b e s  q u a l i f i e d  i n v e s t m e n t s  f o r  l o c a l  
fu n d s .  E stab lish es  a s ta te-ad m in is tered  p o o l  for  
in v e s t in g  id le  lo c a l  g o v e r n m e n t  fu n d s  on  a 
v o lu n ta ry  bas is .

S tate  Supervision and Assistance in Regard to 
Local Debt Issuances. A u th o r izes  a s ta te  age n c y  
to s e t  s tan d ard s  g o v ern in g  the i s su a n c e  o f  debt 
in strum ents  by loca l  go v ern m en ts  and to p r o ­
v id e  tech n ica l  and o th er  a s s is ta n c e  in the m ar­
ket in g  and m anagem ent o f  lo ca l  debt.

S tate  R egulation of Local A cco u n tin g ,  A u d it in g  
and Financia l Reporting. R equires  lo ca l  g o v ­

ern m en ts  to  c o m p ly  w ith  g e n e r a l ly  a c c e p te d  
p r in c ip le s  o f  g overn m en ta l  acco u n t in g ,  to i s su e  
an an n u a l  f in an c ia l  report in acc o rd a n ce  with 
such  p r in c ip le s ,  and  to h av e  an an n u a l  au d it  o f  
f in an c ia l  o p e ra t io n s  p er fo rm ed . E stab lish es  a 
co m m iss io n  to p rom u lg a te  acco u n t in g  and a u ­
d it in g  s tan d a rd s  and p ro v id e  te c h n ica l  a s s i s ­
tance in com ply ing  w ith  the standards. Provides 
for  a three-year  tran sit ion  p er iod .

Intergovernmental Cooperation in Tax A d ­
ministration. P rov id es  fo r  the e x ch an g e  o f  tax 
record s  am on g  s ta tes ,  the fed era l  governm ent, 
a n d  l o c a l  g o v e r n m e n t s  f o r  ta x  e n fo r c e m e n t  
p u rp o s e s  and a u th o r ize s  s ta te  o f f i c ia l s  to  re ­
quire p ro o f  o f  p aym en t o f  lo ca l  taxes  p r io r  to 
the is su a n c e  o f  au to m o b ile  and l iquor l ic e n se s  
and p ap ers  o f  in co rp o ra t io n .

REMOVING UNNECESSARY 43
SHACKLES ON 

STATE AND LOCAL GOVERNMENTS

Removal of Constitutional Restrictions on State 
Borrowing. A l lo w s  s tates  to  in cu r  debt fo r  an y  
p u b lic  p u rp ose .  The debt is  to be secured  by 
the fu ll fa ith  and cred it  o f  the s tate .

State Constitutional Restrictions on Local Bor­
rowing Powers. R em oves d e ta i ls  regard in g  loca l 
g overn m en t b o rro w in g  p o w e rs  from  the s tate  
co n st itu t io n  and au th o r ize s  the leg is la tu re  to 
e s tab lish  loca l debt p o l ic y  through  the norm al 
leg is la t iv e  p rocess .

Repeal of Constitutional Restrictions on Local 
Taxing Powers. R e m o v e s  d e t a i l s  r e g a r d in g  
loca l  tax ing  p o w ers  from  the state  co n st itu t ion  
and au th o r ize s  the leg is la tu re  to e stab l ish  loca l 
tax p o l ic y  through the  norm al le g is la t iv e  p r o ­
cess .



4 . 1 0 8  I n d e x a t i o n  o f  t h e  S t a t e  

I n d i v i d u a l  I n c o m e  T a x 1

Inflation interacts with any progressive individual 
income tax to generate increases in tax revenue more 
than proportionate to the rate o f 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 o f complete public inform a­
tion. that the amount o f the inflation-induced, state 
personal income tax increase be calculated and pub­
licized for each tax year. The Comm ission further 
recommended that the stales give early and favorable 
consideration to indexation— the annual adjustment 
of the personal exemptions, the low-incomc a llo ­
wance. the maximum lim it o f the standard deduction, 
any per capita credits, and the tax rate brackets of 
the state individual income tax by the rate o f 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 o f overt legislative action rather 
than the automatic consequence o f inflation.

Tax Equity. The maintenance o f tax equity 
requires that increases in tax liab ility  be based 
on real rather than normal income. Inflation is

'Derived from ACIR, I n f l a t i o n  a n t i  F e d e r a l  a n d  S t a t e  I n c o m e  

T a x e s . A-63, Washingion, DC, U.S. Government Printing Office, 
November 1976. Sec also suggested state legislation F u l l  D i s c l o s u r e  
o f  t h e  E f f e c t  o f  K a t e  a n d  B a s e  C h a n g e s  o n  l . o e a !  R e v e n u e .

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

Public Sector Growth. W ithout indexation, 
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.

Current Inflation Rotes. The significance of the 
above considerations takes on increased im por­
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 o f 
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 o f Labor Consumer Price Index 
(CPI) for the tax year to the CP I for the previous 
year. Because the U.S. Department of Labor does not 
develop a separate C P I for each state, a state may 
wish to modify the national, regional, and m etropoli­
tan area indices to fit its own situation.

The legislation was drawn in part from b ills in tro­
duced (but not enacted) in the U.S. Congress and the 
Illinois General Assembly, and on indexation provi­
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sions o f the Canadian income tax act. enacted in 1973, 
and the Colorado income tax act (H .B . 1194) enacted 
in A p r il 1978.

Section I states the title o f the act.
Section 2 is a statement o f findings and purpose of 

the act.
Section 3 defines key terms.
Section 4 requires the Governor to prepare and

publicize an estimate o f the inflationary impact on 
individual income tax revenue.

Section 5 provides for indexation o f rate brackets, 
personal exemptions and credits, and maximum and 
m inimum standard deductions by the rate of in fla­
tion.

Sections 6 and  7 are separability and effective date 
clauses, respectively.
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Suggested L e g is la tio n

[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.)
1 S E C T IO N  1. Short Title. Th is act may be cited as the “ [S 7 a te ]  Income Tax Indexation Act."

2 S E C T IO N  2. Findings and Purpose.

3 (a) The [legislature] finds that in flation erodes the value o f personal exemptions, deductions, and

4 tax credits in the [state] ind iv idual income tax structure and distorts fiscal equity among taxpayers. The

5 flegislature] finds, further, that inflation-induced increases in individual income tax revenues result in

6 annual collections that exceed the amounts anticipated by legislative actions establishing rates,
■t

7 exemptions, deductions, and other features o f the [state] ind iv idual income tax.

8 (b) It is the purpose o f this act to correct these situations by:

9 (I) requiring that the Governor prepare an annual estimate o f the impact o f inflation

10 on ind iv idual income tax collections; and

11 (2) requiring that certain elements o f the ind iv idual income tax structure be adjusted in

12 accordance with annual increases in the Consumer Price Index.

13 S E C T IO N  3. Definitions. As used in this act:

14 (a) “ Inflation factor" means the ratio of the Consumer Price Index for the 12-month period

15 ending [June 30] [September 30] o f the current tax year to the Consumer Price Index for the

16 immediately preceding tax year, rounded to the nearest one-thousandth.

17 (b) “ Consumer Price Index” means the average over a 12-month period o f the Consumer

18 Price Index published monthly by the Bureau o f Labor Statistics, U.S. Department of Labor [as

19 adjusted by the [state statistical or economic development agency]].

20 S E C T IO N  4. Annual [Biennial] Estimate of Inflationary Impact on Individual Income Tax

21 Revenues. The Governor shall include in the [annual] [biennial] executive budget an estimate for the

22 previous year, the current year and the following [budgeted] year of the amount of actual or anticipated

23 revenue from the individual income tax that can be reasonably attributed to inflation. These estimates

24 shall be highlighted in the budget message, [the economic message, and the state of the state address]

25 and included prominently in press releases relating to the budget.

26 SECTION 5. Adjustments for Inflation.
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1 (a) The [state statistical agency] [state economic development agency] shall annually by [July 15]

2 [October 15] prepare and promulgate an inflation factor for the tax year for use by the [stale

3 department of revenue] in making the adjustments required in subsection (b) of this section. In

4 preparing the inflation factor, the [state statistical agency][state economic development agency] shall.

5 using the best statistical techniques compatible with those used by the U.S. Department of Labor in

6 preparing the monthly Consumer Price Index, adjust the Consumer Price Index to conform most nearly

7 to the situation that exists in this state.

8 (b) Sections [refer to sections of the state individual income tax law relating to tax rate brackets,

9 personal exemptions, per capita credits, and minimum and maximum standard deductions] arc amended

10 by adding to the end of each the following new subsection:

11 “(insert codification) Upon promulgation of the inflation factor under Section 5(a) of this act. the

12 [head of the department of revenue] shall multiply each dollar amount set forth in this section, as

13 adjusted under this subsection in the immediately preceding tax year, by the inflation factor. If the

14 inflation factor for the current tax year is le.>s than [1.000] [1.030] [oilier], no further adjustment shall

15 be made and the [exemption, brackets, deductions, etc.] shall be as determined for the immediaely

16 preceding tax year.1

17 SECTION 6. Separability. [Insert separability clause.]

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

'Tiie dollar amount lo which Ihc inflation factor is applied in each year is the dollar amour-, determined in the preceding tax year 
through the use of the inflation factor.

«  U . S . G O V E R N M E N T  P R IN T IN G  O F F I C E  : 1900 G30-52S/715
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W h at is  A C IR ?
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 private 
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 a two year term and 
may be reappointed.
As a continuing body, the Commission approaches its 
work by addressing itself to specific issue? and prob­
lems, tne 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 
problem, its manageability from the point of view of 
finances 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 c omment by representatives of all 
points of view, all affected levels of government, tech­
nical experts, and interested groups. I he 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.



April 30, 1979

The Honorable John C. Sackett 
Chairman, Senate Finance Committee 
State Capitol Building 
Juneau, AK 99801

Dear Senator Sackett: A

SENATE BILL NO. 266

Senate Bi/Ll 266̂ /an Act relating to indexing of the State income tax, 
was introatrc’ecT'in the Senate on April 16, 1979 and was referred to the 
Senate Finance Committee.

For the consideration of the Senate Finance Committee, I am enclosing a 
copy of a Fiscal Note prepared by Mr. N. David Ziemer, Chief, Audit 
Services, Department of Revenue, concerning the proposed legislation.

Enclosure

cc: Thomas K. Williams, Commissioner
Department of Revenue

Gary L. Jenkins, Director 
Audit Division 
Department of Revenue

N. David Ziemer, Chief 
Audit Services 
Department of Revenue

Sincerely

R. D. Stevenson 
Special Assistant



FISCAL N O T E

I. R E Q U E S TBill/Resolution No. Sena te  B i l l  No. 266 ________________________________
Title_ An A c t r e l a t in g  t o  in d ex in g  o f  th e  S t a t e  income Lay .
Requested by_________ Sen a te  F inance Committee Date 4 / 2 6 / 7 9

T H E  LEGISLATURE O F  THE STATE O F  A L A S K A
; ELEVENTH LEGISLATURE

II. FISCAL D E T A I L
Agency Affected_________________________ R e v e n u e ______ ______________________________________
Program Category Affected________________F i s c a l  S e r v i c e s ________________________________
BRU, Program, or Subprogram(s) Affected A u d i t  D i v i s i o n __________________________________
(Note: If more than one budget component is affected, separate line-item amounts and funding for each 

component in the analysis section.)

E X P E N D I T U R E S  (Thousands of Dollars)

FY 79 FY 80 FY 81 FY 82 FY 83 FY 84
mo PERSONAL SERVICES 34.3 37.7 41.4 45.5 50.0
?,oo TRAVEL 1.0 1.1 1.2 1.3 1.4
300 CONTRACTUAL
400 COMMODITIES .5 .5 .6 .6 .7
500 EOUIPMENT 2.5
600 LAND &  STRUCTURES
700 GRANTS. CLAIMS, ETC.

TOTAL 38.3 39.3 43.2 47.4 52.1

FUNDING (Thousands of Dollars)
GENERAL FUND 3 8 .3 3 9 .3 4 3 .2 4 7 .4 5 2 .1
FEDERAL FUNDS
OTHER (Specify Fund Source)

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

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

See a t ta c h e d  memorandum t o  R. D. S teven son  d a te d  4 / 2 6 / 7 9 .

IV. DATE A p r i l  2 6 , 1979 _PREPARED BYAGENCY Dopartmpn.t— of. Rr-yp.nup..,—Audi-t- D iv i s ion
Original: Legislative Finance PHONE_______4 6 5 -2 1 2 .1 ) ------------ i.-----
cc: Budget and Management "Prime Sponsor (First Legislator Named)
33-001 (Rev. 12/78)
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STATE 
of A LA SKA B f a

T0: T  R. D. S t e v e n s o n  DATE: A p r i l  26, 1979
S p e c i a l  A s s i s t a n t
D e p a r tm e n t  o f  R ev en u e  filenO:

TELEPHONE NO:

from: n. D a v id  Z ie m e r  subject: S e n a t e  B i l l  No. 266

A c t i n g  D i r e c t o r  
A u d i t  D i v i s i o n

This bill, w h i c h  is identical  to H ouse B i l l  No. 464, p r o v i d e s  
for a m e t h o d  of i n d e x i n g  Stat e i n c o m e  taxes b y  an i n f l a t i o n  
factor. The bill p r o vide s that the t a x  rates, s t a n d a r d  d e d u c­
tions, p e r s o n a l  e x e m p t i o n s  and tax c r e d i t s  b e  a d j u s t e d  a n n u a l l y  
by an i n f l a t i o n  f acto r of e i t h e r  110 p e r c e n t  or o t h e r  a m o u n t  as 
set by the L e g i s l a t i v e  B u d g e t  a n d  A u d i t  Committee. This b i l l  w i l l  
h a v e  a m a r k e d  e f f e c t  on b o t h  the r e v e n u e  of the State and the 
o p e r a t i o n s  of the D e p a r t m e n t  of Revenue. B e f o r e  d i s c u s s i n g  these 
effects, one t e c h nica l c l a r i f i c a t i o n  needs to be made.

Througho ut, the b i l l  calls for an i n f l a t i o n  f a c t o r  of e i t h e r  
the a m o u n t  set by the B u d g e t  and A u d i t  C o m m i t t e e  or 110 percent, 
a n d  s p e c i f i e s  t h a t  that factor s h ould be a p p l i e d  to the rates, 
d e d u c t i o n s  a n d  c r e d i t s  for the n e x t  tax year. S e c t i o n  2 of the 
b i l l  at A S  43.20.025(d) says, "If the L e g i s l a t i v e  B u d g e t  and A u d i t  
C o m m i t t e e  has n o t  d e t e r m i n e d  an a nnual  i n f l a t i o n  f act or b efore 
O c t o b e r  15 of a t a x  year, the a n n u a l  i n f l a t i o n  factor for that 
tax y e a r  is 110 percent". The word, "that" s h o u l d  be repla c e d  
w i t h  the words, the n e x t . This w i l l  p r o v i d e  a b s o l u t e  c l a r i t y  
as to w h i c h  years the bill is r e f e r r i n g  to.

We  estimate, u s i n g  the 110 p e r c e n t  i n f l a t i o n  factor, that the 
loss of r e v e n u e  w i l l  be a p p r o x i m a t e l y  $14,50 0 , 0 0 0  in the first 
year. T h i s  e s t i m a t e  is b a s e d  on 1977 tax r e t u r n s  and is m e r e l y  
10 p e r c e n t  of the total i n d i v i d u a l  c o l l e c t i o n s  for t h a t  year. A  
m o r e  s o p h i s t i c a t e d  e s t i m a t e  is b e i n g  p r e p a r e d  by the R e s e a r c h  
se c t i o n  a n d  s h o u l d  be a v a i l a b l e  soon.

A n a l y s i s

W h i l e  this bill seems like a simple, s t r a i g h t f o r w a r d  act, there 
are m a n y  r a m i f i c a t i o n s  due m a i n l y  to the c o m p l e x i t y  of indiv i d u a l  
income  t a x  administration.

The D e p a r t m e n t  of Revenue is o p p o s e d  to this b i l l  and finds 
f ault w i t h  it for the f o l l owing reasons:

1. A s s u m i n g  the d e f a u l t  i n f l a t i o n  f a c t o r  of 110 percent, the
S t a t e  T r e a s u r y  w o u l d  s uffer  a loss of a p p r o x i m a t e l y  $14,500,000. 
This e s t i m a t e  is based on the tax s t a t i s t i c s  for 1977. We 
are, however, aware that this loss w o u l d  be o f f s e t  to some 
u n k n o w n  e x t e n t  by the g e n e r a l  g r o w t h  in the total tax base 
c a u s e d  b y  i n f l at ion of wages, etc.
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T h e  b i l l  p r o v i d e s  for the a n n u a l  i n f l a t i o n  rate to be 
a p p l i e d  to three d i f f e r e n t  l eve ls in the d e t e r m i n a t i o n  
of fin al t a x  due:

A. T h e  m i n i m u m  d e d u c t i o n  a n d  the p e r s o n a l  e x e m p t i o n  
deduction, b o t h  of w h i c h  are d e d u c t i o n s  f r o m  a d j u s t e d  
g r o s s  income.

B. T h e  tax rate brackets, u s e d  to d e t e r m i n e  t a x  from 
t a x a b l e  income.

C. T a x  credits, w h i c h  are o f f s e t s  to tax d e t e r m i n e d  from 
rate schedules and are n o n r e f u n d a b l e .

It s h o u l d  be n o t e d  that b y  a l l o w i n g  t h e  a nnual i n f l a t i o n  
f a c t o r  to be a p p l i e d  c o n c u r r e n t l y  to all three levels, that 
the t o t a l  e f f e c t  w i l l  in all c a s e s  be a tax b e n e f i t  g r e a t e r  
than the i n f l a t i o n  f a c t o r  d e t e r m i n e d  b y  the L e g i s l a t i v e  B u d g e t  
and A u d i t  Committee. If the goa l of this l e g i s l a t i o n  is to 
o f f s e t  the e f f e c t  of inflation, as m e a s u r e d  by the rate they 
determine, then the tot al t ax b e n e f i t  s h o u l d  be e q u i v a l e n t  to 
the a n n u a l  i n f l a t i o n  factor. In c o n n e c t i o n  w i t h  this, two 
t h i n g s  should be n o t e d  c o n c e r n i n g  the a p p l i c a t i o n  to tax 
credits. First, the bill r e f e r e n c e s  the "tax credits" a l lowe d 
in AS 43.20.036 - 43.20.039. T h i s  r e f e r e n c e  e n c o m p a s s e s  three 
s e c t i o n s .

AS  43.20.036 is b a s i c a l l y  a p r o h i b i t i o n  section. It lists 
the federal c r e dits w h i c h  e i t h e r  are n o t  a l l o w e d  in the 
c a l c u l a t i o n  of A l a s k a  income tax due, or w h i c h  are limited 
in application.

AS  43.20.033 d e f i n e s  the R e s i d e n t i a l  F u e l  C r e d i t  as five 
p e r c e n t  of r e s i d e n t i a l  fuel e x p e n s e s  p a i d  d u r i n g  the tax 
year. There is no m a x i m u m  c e i l i n g  on this credit. B e cause 
the c r e d i t  is b a s e d  on c u r r e n t  d o l l a r s  spent, if the cost of 
fuel i n f lates d u r i n g  the year, the c r e d i t  w i l l  a l r e a d y  r e flect 
this rise. To f u rt her i n c r e a s e  the c r e d i t  by an a r t i f i c i a l l y  
d e t e r m i n e d  f a c t o r  w o u l d  be n e e d l e s s  a n d  redundant.

A S  43.20.039 d e f i n e s  the R e s i d e n t i a l  F u e l  C o n s e r v a t i o n  C redit  
as ten p e r c e n t  of the q u a l i f y i n g  e x p e n s e s  s u b j e c t  to a 
m a x i m u m  of $200 or $100 if m a r r i e d  filing separately. E xce pt 
for the c e i l i n g  imposed, the same r e a s o n i n g  a p p l i e d  to 
AS  43.20.038 applies.

U n d e r  the c u r r e n t  s t atute c o n s t r u c t i o n ,  the p e r s o n a l  e x e m p t i o n  
d e d u c t i o n  a l l o w e d  in c o m p u t i n g  A l a s k a  t a x a b l e  i ncome is tied 
to the federal p e r s o n a l  e x e m p t i o n  deduc t i o n .  F o r  example, 
w h e n  the federal d e d u c t i o n  w e n t  to $1,000 in 1979, the A laska
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d e d u c t i o n  rose also. The m i n i m u m  d e d u c t i o n  a l lowed  b y  
A S  4 3 . 2 0 . 0 3 1 ( a ) (4) is to be " e q u i v a l e n t  in a m o u n t  to the zero 
b r a c k e t  amount d e f i n e d  in Sec. 63(d) of the I n t e r n a l •R e v e n u e  
Code". If the p r o v i s i o n s  of this act are a d o p t e d  in their 
e ntirety, it is obvious that from  the first y e a r  on, 
n e i t h e r  the p e r s o n a l  e x e m p t i o n  d e d u c t i o n  n o r  the m i n i m u m  
d e d u c t i o n  is g o i n g  to r e m o t e l y  r e s e m b l e  its federal c o u n t e r­
part. In the case of the m i n i m u m  deduct ion, I b e l i e v e  this 
w o u l d  cal l for r e w r iting AS 4 3.20.031(a)(4) to incorp o r a t e  
the i n f l ation factor.

4. S i n c e  the u l t imate r esult  of this act w i l l  be to e s t a b l i s h  
a u n ique  t a x  rate schedule, p e r s o n a l  e x e m p t i o n  deduction, 
m i n i m u m  deduction, and tax c r e d i t  level for each s u c c e e d i n g  
tax year, a d e s i r a b l e  u n i f o r m i t y  is g o i n g  to be lost. In
a time w h e n  we are s t r iving to m a k e  it p o s s i b l e  for the 
av e r a g e  t a x pay er to p r epar e h i s / h e r  own return, we w o u l d  
m a k e  it m o r e  c o m p l i c a t e d  to do so. E s p e c i a l l y  in the i n s tanc e 
of a m e n d e d  returns, m u l t i p l e  y e a r  filings, and income a v e r a g­
ing schedules, it w i l l  be i n c r e a s i n g l y  m o r e  d i f f i c u l t  for 
the a v e r a g e  t a x payer to p r e p a r e  his own return. This as pect 
of the act w i l l  u n d o u b t e d l y  h a v e  an a d ve rse affect on our 
T a x p a y e r  A s s i s t a n c e  Program.

5. A p p r o x i m a t e l y  28 p e rcent of all f i l ings are from p a r t - y e a r /  
nonresidents . Since the annual i n f l a t i o n  factor reflects 
the i n f l ation e x p e r i e n c e  of Alaska, it w o u l d  give a perhaps 
u n d u e  additi o n a l  tax b e n e f i t  to this s e g m e n t  of the population, 
since they p r e s u m a b l y  spend a h e a l t h y  p o r t i o n  of their incomes 
in some other state.

6. A s s u m i n g  the rate a d o p t e d  on O c t o b e r  15 appli es to the next 
tax year, the D e p a r t m e n t  of R e v e n u e  w i l l  need to calculate 
a new w i t h h o l d i n g  rate for the c o m i n g  year, to be e f f e ctive 
J a n u a r y  1 of the next tax year.

7. In the some w h a t  unl ikely e v e n t  that the e c o n o m y  takes a
t u r n a r o u n d  and the i n f l a t i o n a r y  spiral reverses, we w o u l d  
face a rising t ax s i t u ation (e.g. an i n f l ati on factor of .85).

8. In a d d i t i o n  to the above comments, there are a c ouple of
t e c h n i c a l  e r r o r s / o v e r s i g h t s  in the bill, not ed below.

1. In Section 2 of the bill, A S  43.20.025(b) as proposed, 
p r o v i d e s  for a d j u s t m e n t  by m u l t i p l i c a t i o n  b y  the annual 
i n f l a t i o n  factor for the p r e v i o u s  t a xable ye ars so the 
a p p l i c a t i o n  of the annual i n f l a t i o n  factor w i l l  be 
cumulative. First, it s h o u l d  be m a d e  c lear that this is 
n o t  r e t roactive in the first year, i.e., the fa ctor for 
the first y e a r  of appl i c a t i o n  b e c o m e s  the base. Secondly,
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it s h o u l d  be p o i n t e d  o u t  th at b y  m u l t i p l y i n g  by p r e v i o u s  
years' factors (e.g. 110% x 108% = 118.80%), the factor 
b e c o m e s  c o mpounded, n o t  c u m u l a t i v e . If it w e r e  to be 
c u m u l a t i v e ,  the above e x a m p l e  w o u l d  r esult in a s e cond- 
y e a r  f a c t o r  of 118%.

2. In S e c t i o n  2 of the bill, A S  43.20.025(d) s h o uld read 
as follows:

" (d) If t h e  L e g i s l a t i v e  B udget and A u d i t  C o m m i t t e e  has 
n o t  d e t e r m i n e d  an a nnual i n f l a t i o n  f a c t o r  b efor e 
O c t o b e r  15 of a t a x  year, the a n n u a l  i n f l a t i o n  factor 
for the t a x a b l e  y e a r  b e g i n n i n g  a f t e r  D e c e m b e r  31 of that 
y e a r  is 110 percent."

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

The goal of c o m p e n s a t i n g  t a x p a y e r s  for i n f l a t i o n  is a dmirable 
and, in fact, an i n c r e a s i n g  necessity. However, it could be 
a c c o m p l i s h e d  m u c h  m o r e  easily. Let e a c h  l e g i s l a t i v e  session 
adopt a n e w  set of tax tables to be e f f e c t i v e  on J a nuary 1 of 
the f o l l o w i n g  year. These could be a d o p t e d  from B u d g e t  and 
A u d i t  C o m m i t t e e  r e c o m m e n d a t i o n s  and could c o m p e n s a t e  only for 
in f l a t i o n  r a t h e r  th an o v e r c o m p e n s a t i o n  as in the p r o p o s e d  bill.
This w o u l d  have the a d d i t i o n a l  a d v a n t a g e  of p r e s e r v i n g  unto the 
L e g i s l a t u r e  its p r e v i o u s l y  sacred duty of s e t t i n g  tax rates.

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

F orms costs and p r e p a r a t i o n  w o u l d  not be s i g n i f i c a n t l y  impacted 
as long as the lead time s p e c i f i e d  in the b i l l  was preserved.
We would, however, ant ici p a t e  that e nough c o n f u s i o n  about 
c o n s t a n t l y  c h a n g i n g  rates, d e d u c t i o n s  a n d  c r e d i t s  w o u l d  exist to 
s e r i o u s l y  i m p a c t  our t a x payer a s s i s t a n c e  function. W e  expect 
that due to the a d d e d  c o n f u s i o n  c a u s e d  by c h a n g i n g  tax rates and 
deductions, our a s s i s t a n c e  requests will i n c r e a s e  25 to 30 p e rcent 
o v e r  this year. This e s t i m a t e  is b a s e d  on k n o w l e d g e  of the kinds 
of q u e s t i o n s  m o s t  frequently  a s k e d  and the vast  n um ber of requests 
we r e c e i v e d  last year d u r i n g  the "zero b r a c k e t  confusion". We 
e s t i m a t e  t h a t  one full time and two five m o n t h  s e a s o n a l  T a x  Examiner 
p o s i t i o n s  w ill be required. These, t o g e t h e r  wit h r e q u i s i t e  e q u i p­
men t  c o m m o d i t i e s  and travel funds, w i l l  c o s t  $38,300 the first year. 
See the a t t a c h e d  F iscal Note for details.
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BY KELLY, DANKWORTH, HACKNEY, 
[N THE SENATE STIMSON AND SUMNER

SENATE BILL NO. 266 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

ELEVENTH LEGISLATURE - FIRST SESSION 

A BILL

?or an Act entitled: "An Act relating to indexing of the state income tax?

and providing for an effective date."

5E IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 24.20.201(a) is amended by adding a new paragraph to 

read:

(8) determine, before October 15 of each year, an annual 

inflation factor for the taxable year begining after December 31 of that 

year for use by the Department of Revenue in making the adjustments to 

the Alaska net income tax required under AS 43.20.025. In making this 

determination the committee shall use those statistics which in its 

judgment best reflect the magnitude of inflation in Alaska, including 

but not limited to the monthly consumer price index prepared by the 

Bureau of Labor Statistics, United States Department of Labor and the 

commodity indexes prepared by Dow Jones and Company and published in the 

Wall Street Journal.

* Sec. 2. AS 43.20 is amended by adding a new section to read:

Sec. 43.20.025. INCOME TAX INDEXING. (a) For each tax year the

department shall multiply the annual inflation factor determined by the 

Legislative Budget and Audit Committee under AS 24.20.201(a)(8) for that 

year, by the

(1) tax rate brackets set out in AS 43.20.011(a) - (c);

(2) the minimum deduction (AS 43.20.031(a)(4));
(3) the personal exemption; and

(4) the tax credits allowed in AS 43.20.036 - 43.20.039.

"1_ SB 266
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(b) The calculation made under (a) of this section shall be 

adjusted by multiplication by the annual inflation factor for the pre­

vious taxable years so that the application of the annual inflation 

factor will be cumulative.

(c) The resulting dollar amounts rounded to the nearest one dollar 

are the tax rate brackets, minimum deduction, credits and personal 

exemption for the next tax year and shall be incorporated into the 

income tax forms and instructions of the department.

(d) If the Legislative Budget and Audit Committee has not 

determined an annual inflation factor before October 15 of a tax year, 

the annual inflation factor for that tax year is 110 per cent.

* Sec. 3. AS 43.20.025 enacted by sec. 2 of this Act applies to all tax

rs beginning after December 31, 1978.

* Sec. 4. This Act takes effect immediately in accordance with AS 01.10.-

'(c).
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Introduced: 4/16/79
Referred: Finance

BY KELLY, DANKWORTH, HACKNEY, 
IN THE SENATE STIMSON AND SUMNER

SENATE BILL NO. 266

IN THE LEGISLATURE OF THE STATE OF ALASKA

ELEVENTH LEGISLATURE - FIRST SESSION

A BILL

For an Act entitled: "An Act relating to indexing of the state income tax;

and providing for an effective date."

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

* Section 1. AS 24.20.201(a) is amended by adding a new paragraph to 

read:

(8) determine, before October 15 of each year, an annual 

inflation factor for the taxable year begining after December 31 of that 

year for use by the Department of Revenue in making the adjustments to 

the Alaska net income tax required under AS 43.20.025. In making this 

determination the committee shall use those statistics which in its 

judgment best reflect the magnitude of inflation in Alaska, including 

but not limited to the monthly consumer price index prepared by the 

Bureau of Labor Statistics, United States Department of Labor and the 

commodity indexes prepared by Dow Jones and Company and published in the 

Wall Street Journal.

* Sec. 2. AS 43.20 is amended by adding a new section to read:

Sec. 43.20.025. INCOME TAX INDEXING. (a) For each tax year the

department shall multiply the annual inflation factor determined by the 

Legislative Budget and Audit Committee under AS 24.20.201(a)(8) for that 

year, by the

(1) tax rate brackets set out in AS 43.20.011(a) - (c);

(2) the minimum deduction (AS 43.20.031(a)(4));

(3) the personal exemption; and

(4) the tax credits allowed in AS 43.20.036 - 43.20.039.

- 1" SB 266
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(b) The calculation made under (a) of this section shall be 

adjusted by multiplication by the annual inflation factor for the pre­

vious taxable years so that the application of the annual inflation 

factor will be cumulative.

(c) The resulting dollar amounts rounded to the nearest one dollar 

are the tax rate brackets, minimum deduction, credits and personal 

exemption for the next tax year and shall be incorporated into the 

income tax forms and instructions of the department.

(d) If the Legislative Budget and Audit Committee has not 

determined an annual inflation factor before October 15 of a tax year, 

the annual inflation factor for that tax year is 110 per cent.

* Sec. 3. AS 43.20.025 enacted by sec. 2 of this Act applies to all tax 

'ears beginning after December 31, 1978.

* Sec. 4. This Act takes effect immediately in accordance with AS 01.10.- 

170(c).
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j i t a t e  ‘J le g ts la ta r e
S e n a t e

Commiiiee on din&nce Pouch v
State Capitol 

Juneau, Alaska 99811

A p r i l  11, 1979

M E M O R A N D U M

TO: J o h n  C. Sackett, C h a i r m a n
S anate F i n a n c e  C o m m ittee

FROM: v < < W p H o g a n ,  Dire ctor
X / L e g i s l a t i v e  F i n a n c e  D i v ision

SUBJECT: State H i g h w a y  Improv e m e n t s

Ra t h e r  than a d o p t  the $18 m i l l i o n  s t o p - g a p  two y e a r  
r o a d  i m p r o v e m e n t  p r o g r a m  p r o p o s e d  by the G o v e r n o r  in 
HB 396, I h a v e  e n c l o s e d  for your r e v i e w  a d r a f t  o f  a 
$100 m i l l i o n  g e n e r a l  o b l i g a t i o n  b o n d  bill for i m­
pr o v e m e n t s  to federal p r i m a r y  h i g h w a y  r o u t e s  t h r o u g h­
ou t  the state. The a p p r o p r i a t i o n s  by r e g i o n  are b a s e d  
on the e x i s t i n g  m i l e a g e  of fede ral aid p r i m a r y  r out es 
w i t h i n  e a c h  h i g h w a y  r e g i o n  (see table enclosed).

J u s t i f i c a t i o n  for the $100 m i l l i o n  issue is f o u n d  in 
the e n c l o s e d  e x c e r p t  f r o m  a U.S. D e p a r t m e n t  of T r a n s­
p o r t a t i o n  r e p o r t  to the Congr ess subm itted in A u g u s t  
1978. T h a t  r e p o r t  b a s e d  on a 1977 c o n d i t i o n  s u r v e y  
s u b s t a n t i a t e d  a $46.5 m i l l i o n  r e q u i r e m e n t  for r o a d  i m­
pr o v e m e n t s  a long those r o u t e s  p r i n c i p a l l y  u s e d  d u r i n g  
t he p e r i o d  of p i p e l i n e  construction. A l l o w i n g  for 10% 
i n f l a t i o n  in c o n s t r u c t i o n  costs p e r  y e a r  a n d  for c o v e r­
age of r o ute s n o t  d a m a g e d  by p i p eline t r affic  (making 
the bill "statewide") the $100 m i l l i o n  f igure w o u l d  
s e e m  to be reasonable.

Official BuoineBS



F E D E R A L  A I D  P R I M A R Y  ROUT ES 
BY DOT R EGION

M i l e s

S t e r l i n g  H i g h w a y  
K e n a i  Spur Road 
S e w a r d  H i g h w a y  
P a r k s  H i g h w a y  
G l e n n  H i g h w a y

Central Region

I n t e r i o r  R e g i o n  

P a r k s  H i g h w a y
A l a s k a  Hwy. (Inc. 95.32 R i char d 
R i c h a r d s o n  H i g h w a y  (Less 95.32) 
Tok C u t o f f

S o u t h e a s t  R e g i o n

G l a c i e r / D o u g l a s  Hwy. (Include Thane Rd) 
H a i n e s  H i g h w a y  
S k a g w a y / C a r c r o s s  Road

W e s t e r n  R e g i o n

N o m e - T a y l o r  Road 
A i r p o r t  Road

M i l e s
%

S o u t h  C e n t r a l  R e g i o n

G l e n  H i g h w a y  
R i c h a r d s o n  H i g h w a y  
T o k  C u t o f f

139,.38
14,.00

119,.31
128,.92
107,.15
508,.76

191,.75
296,.50
64,.04
32,.52

584..81

13,.83
44.,40
15..05
73..28

71..13
1..32

72.,45

69.,99
207.,70
92.,40

370.,09

1609. 39

31.6

36.3

4.6

4.5

23.0
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Introduced: A/20/79
Referred: Finance

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 cost of federal aid primary highway 

improvementsj 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 as those provi­

sions read at the time of issuance.

* 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 the 

"1980 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 AS 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 Public Facilities of required road

IN THE SENATE BY SACKETT

SB 271



1 improvements:

Southeast region 

Western region 

Southcentral region

Central region 

Interior region 36,300,000

4.600.000

4.500.000 

23,000,000

$31,600,000

(b) Publication by the lieutenant governor of the allocations made in 

(a) of this section is sufficient to meet the requirements of AS 15.15.040.

* Sec. 3. If the issuance of these bonds is authorized by the qualified 

voters of the state, the amount of $350,000 or as much of that amount as is 

found necessary is appropriated from the general fund of 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 in 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 authorized by this Act.

* Sec. 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 are 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- SB 271



primary highways?

Bonds Yes [ ]

Bonds No [ ]

* Sec. 6. This Act takes effect immediately in accordance with AS 01.10. 

070(c).



Official Business

JM aaka J iia ie  ^ le jis la tu rs

S e n a t e

Committee on 3in2m.ce 

A p r i l  11, 1979

Pouch V 
State Capitol 

Juneau, Alaska 99811

M E M O R A N D U M

TO: John C. Sackett, C h a i r m a n
Sanafce F i n a n c e  C o m m i t t e e

FROM: / y f ir F  Hogan, Direc tor
jegislative F i n a n c e  D i v ision

SUBJECT: State H i g hwa y Impro v e m e n t s

R a t h e r  than adopt t h e . $18 m i l l i o n  stop- g a p  two year 
road i m p r o v e m e n t  p r o g r a m  p r o p o s e d  by the G o v e r n o r  in 
HB 396, I have e n c losed for y o u r  r e v i e w  a d r a f t  of a 
$100 m i l l i o n  g e n e r a l  o b l i g a t i o n  b o n d  bill for i m­
p r o v e m e n t s  to federal p r i m a r y  h i g h w a y  routes t h r o u g h­
ou t  the state. The a p p r o p r i a t i o n s  by r e g i o n  are based 
on the e x i s t i n g  m i l e a g e  of federal aid p r i m a r y  routes 
w i t h i n  e a c h  h i g h w a y  r e g i o n  (see table e n c l o s e d ) .

J u s t i f i c a t i o n  for the $100 m i l l i o n  issue is found in 
the e n c l o s e d  e x c e r p t  from a U.S. D e p a r t m e n t  of T r a n s­
por t a t i o n  r e p o r t  to the Congr e s s  s u b m itte d in A u g u s t  
1978. T h a t  r epor t based on a 1977 c o n d i t i o n  survey 
s u b s t a n t i a t e d  a $46.5 m i l l i o n  r e q u i r e m e n t  for road i m­
pro v e m e n t s  a long those route s p r i n c i p a l l y  used during 
t h e  p e r i o d  of p i p e l i n e  construction. A l l o w i n g  for 10% 
i n f l a t i o n  in c o n s t r u c t i o n  costs p er year and for cover' 
a ge of routes n o t  d a m a g e d  by p i p e l i n e  traffic (making 
the bill "statewide") the $100 m i l l i o n  figure w o u l d  
s e e m  to be reasonable.



F E D E R A L  A I D  P R I M A R Y  ROUTES 
BY DOT REGION

S t e r l i n g  H i g h w a y  
K e n a i  Sp \r Road 
Seward  H i g h w a y  
Parks H i g h w a y  
G l e n n  H i ghway

C e n t r a l  R e g i o n
M i l e s

139.38
14.00

1 1 9 . 3 1
128.92
107.15
508.76

M i l e s
%

31.6

I n t erior R e g i o n

P a r k s  H i g h w a y  1 91.75
A l a s k a  Hwy. (Inc. 95.32 Ri char d s o n  Hwy) 296.50
R i c h a r d s o n  H i g h w a y  (Less 95.32) 64.04
Tok C u t o f f  32.52

584.81 36.3

S o u t h e a s t  Region

G l a c i e r / D o u g l a s  Hwy. (Include Thane Rd) 
H a i n e s  H i g h w a y  
S k a g w a y / C a r c r o s s  Road

13.83
44.40
15.05
73.28 4.6

W e s t e r n  R e g i o n

N o m e - T a y l o r  Road 
A i r p o r t  Road

71.13
1.32

72.45 4.5

S o u t h  C e n t r a l  R e g i o n

G l e n  H i ghway 
R i c h a r d s o n  H i g h w a y  
Tok C u t o f f

69.99
2 0 7.7 0
92.40

370.09 23.0

1609.39
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PREPARED BY  THE STAFF OF  
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ALASKA ROADS STUDY

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 study was
V

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, is 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 is 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.



f
Figure 2 

Estimated Costs of Repairs 
Required on the Study Routes 

1977 Condition Survey

Route No. and Termini

Total •
Route *Cost of Repair by Condition 
Costs Rating (M illions of Dollars) 

(M illions
of Dollars) 7______6______5 Below 5

4X
• 4

IV
a• i
.
I -5

tVf-
. t V 
* 7 »’■*
/

- j! i ;

FAP-21 Sterling Highway, Homer 
to Jet. FAP-31

FAP-31 Seward Highway, Seward to 
Anchorage

FAP-35 Parks Highway, Jet. FAP-42 
to Jet. FAP-37

FAP-37 Paries Highway, Jet. FAP-35 
to FAP-62

FAP-42 Glenn Highway, Anchorage 
Airport to Jet. FAP-71

FAP-46, Tok Cut-off Jet. FAP-71 
to FAP-62

FAP-62 Alaska Highway, Canadian 
.iKirder to Delta Jet.

FAP-71 and 62, Richardson Highway, 
Valdez to Fairbanks

FAP-95 Haines Highway, Haines to 
Canadian Border

FAS-680 E l l io t t  Highway, Jet. FAP-62 
to Taps Road

3.086 1.470 0.863 0.753

4.263 2.094 1.196 3.973
‘r
i

0.575 0.575

0

0

0.240 0 0.240

3.554 1.512 1.309 0.733

3.620 2.566 1.054 0

6.360 5.985 0.375 0

9.141 6.650 1.502 0.989

0.908 0.908 0

0.916

0

0

0.916
j I;;

I • l»*

t;. i * \

rv.s-

i
-j i*

f r.

u

Total Pavement Repair Costs
FAS-680 E l l io t t  Highway, Gravel 

Section Repair Costs

Bridge Repairs
Additional Repairs Est. at 

Completion of P ipe line
lingr. and Cont. (15%)
TOTAL EST. COSTS OF REPAIR

$32,663 21.760 .6.539 3.448 0.916

3.700 .

0.076

4.000
6.066

$46,505

^Rating
Number

Unit Cost 
Per M ile  (1976 Prices);

6

5
Less 
Than 5

40.000

60.000 
100,000 

400,000

II
I

•* I

- --rrrv ■



COMMITTEE REPORT

SENATE

Date: _________________________

Mr. President:

The Committee on___________ F I NAN CE______________ has had SB 271______________

provid ing for issuance of general o b l i g a t i o n  bonds in amount of $100,000,000 
for cost o f  federal aid p r i m a r y  h i g h w a y  improvements

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 )
[ ] same title

[ ] replace with CS for __________________________________________[ j new title

and recommends _______________________________________________________________

[ ] AND attaches a "Letter of Intent" [ ] New Fiscal Note

[ ] reports it back without recommendation

[ ] referred to the ___________________________________________Committee

MEMBERS SIGNING • MEMBERS HAVING
DO PASS OTHER RECOMMENDATIONS:

FURTHER:  None

4/20/79

S 60 (Rev. 12/78)

CHAIRMAN
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Introduced: 4/20/79
Referred: Finance

IN T H E  SENATE B Y  SACKETT

S ENATE BILL NO. 271 

IN THE L E G I S L A T U R E  OF THE S T A T E  O F  ALASKA 

E L E V E N T H  L E G I S L A T U R E  - FIRST SESSION

A BILL

For an Act entitled: "An Act provi ding for the .issuance of general o b l i g a­

tion bonds in the amount of $ 1 00,0 00,000 for the p u r­

pose of p aying  the coot of federeil aid p r i m a r y  h i g h w a y  

i m p r o v e m e n t s ; and providing for an effective date."

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

* Section 1. For the purpose of p a y i n g  the cost of federal aid p r imary 

h i g h w a y  improvements, general obliga t i o n  bonds of the state in the principal 

amount of not m o r e  t h a n  $100,0 0 0 , 0 0 0  shall be issued and sold. The full 

faith, credit and resourc es of the state are pledged to the p a yment of the 

principal of and interest and r e d e m p t i o n  premium, if any, on these bonds. 

These bonds shall be issued under the provisions of AS 37.15 a;? those p r o v i­

sions read at the time of issuance.

* Sec. 2. (a) If the i s s uance of these bonds is a uthorize d by the q u a l i­

fied voters of the state, a special fund of the state to be known as tha 

"1930 Federal Aid P r i m a r y  H i g h w a y  Improvement Fund" shall be established, to 

w h i c h  shall be credited the proceeds of the sale of the bonds described in 

s e c . 1 of this Act except for the accrued interest and p r e m i u m s . The amount 

of $1 00,000,000 is a p p r o p r i a t e d  from the "1980 Federal Aid Primar y H i g h w a y  

Improvement Fund" to the D e p a r t m e n t  of T r a n s p o r t a t i o n  and Public Facilities. 

Notwiths tanding the prov is i o n s  of AH 24.30.037, the proceeds of these bonds 

are approp riated to the f o l l o wing a d m i n istrativ e regions in the amounts set 

out after each, and the g o v e r n o r  shall allocate each r e g ional a p p r o p r i a t i o n  

to eligible federal aid p r i m a r y  h i g h w a y  routes based u p o n  an assessment by 

the Department of T r a n s p o r t a t i o n  and Public Facilities of required road

-1- SB 271

CGMAAlTVtE COPY



1

2

3

4

5

G

7

8

9

10

11

12

13

14

15

1G

17

18

19

20

21

22

23

24

25

26

27

28

29

i m p r o v e m e n t s : *

S o u t heasc  r cgion 

lies earn, r e gio n 

Southcentral region

Central r e g i o n  

Interior r e g i o n

S 31,6 00,000 

36,300 , 0 0 0  

4,600,000 

4,500,000 

33,000,000

(b) P u b l i c a t i o n  b y  the lieutenant governor of the allocations made  in 

(a) of this s e ction is s u f f i c i e n t  to meet the req uirements of AS 15.15.040.

* Sec. 3. If the issuan ce of these bonds is author ized b y  the q u a l ified 

voters of the state, the amount of $3.50,000 or as muc h of that amount as is 

found n e c e ssar y ic a p p r o p r i a t e d  from the general fund ox the state to the 

state bond committee to carr y out the provisions of this Act and to pay 

expenses incident to the sale and iss uance of the bonds auth or i z e d  in this 

Act. The amounts e x p ended from the a p p r o p r i a t i o n  a u t h o r i z e d  by this section 

shall be reimbu rsed to the general fund from the proceeds of the sale of the 

bonds authorised b y  this Act.

* See. 4. The amount w i t h d r a w n  f r o m  the public facilit y plann ing fund for 

the purpose of advance p l a n n i n g  for the improvements financed under this Act 

shall be reimbursed to the fund from the proceeds of the sale of bonds a u t h o­

rized by this Act.

* Sec. 5. The q u e s t i o n  w h e t h e r  the bonds a u t h o r i z e d  in this Act arc to be 

issued shall be subm itted to the qualified voters of the state at the next 

general election and shall read substa n t i a l l y  as follows:

P ropos i t i o n

State General O b l i g a t i o n  Federal Aid P r imary

H i g h w a y  Improv e m e n t  Bonds $100,000,000

Shall the State of A l aska issue its general obliga t i o n  bonds 

In the princi pal amount of not more than $ 1 0 0,0 00,000 for the 

purpose  of p a y i n g  the cost of improvemen ts to federal aid

- 2 -
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prii.iary h i g h w a y s ?

Bonds Yes [ ]

Bonds No [ 3

* Sec. 6. Tills Act takes effect: i m m e d i a t e l y  in a c c o r d a n c e  w i t h  AS 01.10, 

0 7 0 ( c ) .

/ ; .; ,-Anv
■ i i 5 t . ' i I
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ALASKA STATE LEGISLATURE

£LEV]Ei;|i legislature 1 TR S 1!  _ _ _ Session

SENATE   NO.

gy SACivLlT ...............

"An A c t  p r o v i d i n g  for the i s s u­
ance of general o b l i g a t i o n  bonds 
in the amount of $100,000,000 
for the purpose of p a y i n g  the 
cost of federal a i d  p r i m a r y  
highway  improvements; and p r o­
vid i n g  for an e f f e c t i v e  date."

Introduced in the Senate 19----- ^

HISTORY IN THE SENATE
19 79 Read first time and referred 

to Committee on 
Fi nance

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

4 20

S E C R E T A R Y  O F  T H E  S E N A T E

HISTORY IN THE HOUSE

19 Read first time and referred 
to Committee on

Reported back with 
recommendation that

Read second time and

Read th' d 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 Speaker 
Returned to Senate

C H I E F  C L E R K  O F  T H E  H O U U E

HISTORY IN THE SENATE

19 Received from House

To enrolling

Reported correctly enrolled

Sent to Governor

by Governor

Filed with L t. Governor

Chapter No.



(A laska J&taie ^egtsIaturB

S e n a t e

Committee on Sinznce Pouch v
State Capitol

Official Business Juneau, Alaska 99811

Ap r i l  11, 1979

M E M O R A N D U M

TO: J o h n  C. Sackett, Chairman
Sanafce F i nance Committee

FROM: ✓^JyfHogan, Director
/ / L e g i s l a t i v e  Financ e Division

SUBJECT: State H i g h w a y  Improvements

Rather than a d o p t  the $18 m i l l i o n  stop-gap two year 
road i m p r o v e m e n t  p r o g r a m  p r o p o s e d  by the Gover n o r  in 
HB 396, I have e n c losed for your r e v i e w  a draft of a 
$100 m i l l i o n  gener al o b l i g a t i o n  bond bill for im­
pro v e m e n t s  to federal p r i m a r y  h i g h w a y  routes t h r o u g h­
out the state. The approp r i a t i o n s  by r e g i o n  are based 
on the e x i sting m i l e a g e  of federal aid p r i m a r y  routes 
wi t h i n  each h i g h w a y  r egi on (see table e n c l o s e d ) .

J u s t i f i c a t i o n  for the $100 m i l l i o n  issue is found in 
the e n c l o s e d  e x c e r p t  from a U.S. Depart m e n t  of T r a n s­
por t a t i o n  r e p o r t  to the Congress  submitted in August 
1978. T h a t  r e p o r t  based on a 1977 c o n d it ion survey 
s u b s t a n t i a t e d  a $46.5 m i l l i o n  r e q u i r e m e n t  for road i m­
prov e m e n t s  along those routes p r i n c i p a l l y  used during 
the p e r i o d  of p i p el ine construction. Allow i n g  for 10% 
i n f l ation in c o n s t r u c t i o n  costs per year and for c o v e r­
age of routes n ot d a m a g e d  by pipeli ne traffic (making 
the bill "statewide") the $100 m i l l i o n  figure w oul d 
seem to be reasonable.



F E DERAL A I D  P R I MARY ROUTES 
BY DO T REGION

St e r l i n g  H i g h w a y  
Kenai Spur Road 
Seward  H i g h w a y  
Parks H i g h w a y  
G l e n n  H i g h w a y

Central Region

Miles

139.38
14.00

119.31
128.92
107.15
508.76

Interior R e g i o n  

Parks H i g h w a y
A l a s k a  Hwy. (Inc. 95.32 R i c h a r d s o n  Hwy) 
R i c h a r d s o n  H i g h w a y  (Less 95.32)
Tok Cutoff

191.75
296.50
64.04
32.52

584.81

S o u t h e a s t  Region

G l a c i e r / D o u g l a s  Hwy. (Include Thane Rd) 
H aine s H i g hway 
S kagwa y / C a r c r o s s  Road

13.83
44.40
15.05
73.28

W e s t e r n  Region

N o m e - T a y l o r  Road 
A i r p o r t  Road

71.13
1.32

72.45

South C e n t r a l  R egion

G l e n  H i ghwa y 
R i c h a r d s o n  H i g hway 
T o k  Cutoff

69.99
207.70
92.40

370.09

M i l e s
%

*

31.6

36.3

4.6

4.5

23.0

1609.39



Introduced: 4/20/79
Referred: Finance

11

1 I IN THE SENATE BY SACKETT

2 SENATE BILL NO. 271

■A IN THE LEGISLATURE OF THE STATE OF ALASKA

ELEVENTH LEGISLATURE - FIRST SESSION 

A BILL

n 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-

h i pose of paying the cost of federal aid primary highway

9 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

,2 highway improvements, general obligation bonds of the state in the principal

13 amount of not more than $100,000,000 shall be issued and sold. The full

m faith, credit and resources of the state are pledged to the payment of the

19 principal of and interest and redemption premium, if any, on these bonds.

These bonds shall be issued under the provisions of AS 37.15 as those provi­

sions read at the time of issuance.

* 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 the 

"1980 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 AS 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 Public Facilities of required road

-1- SB 271
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improvements:

!l

Central region 

Interior region 

Southeast region 

Western region 

Southcentral region

$31,600,000

36,300,000

4.600.000

4.500.000 

23,000,000

' j1 (b) Publication by the lieutenant governor of the allocations made in

it (a) of this section is sufficient to meet the requirements of AS 15.15.040.
i

'■» ! * Sec. 3. If the issuance of these bonds is authorized by the qualified

to Ij voters of the state, the amount of $350,000 or as much of that amount as is
ij

ii |j found necessary is appropriated from the general fund of the state to the
ii

1 21 state bond committee to carry out the provisions of this jt and to pay

n: expenses incident to the sale and issuance of the bonds authorized in this
j!

i<t I, Act. The amounts expended from the appropriation authorized by this section

ir. j; shall be reimbursed to the general fund from the proceeds of the sale of the

ibIJ bonds authorized by this Act.

w i * Sec. 4. The amount withdrawn from the public facility planning fund for 

ih j; the purpose of advance planning for the improvements financed under this Act

in ; shall be reimbursed to the fund from the proceeds of the sale of bonds autho-

20

21

! rized by this Act.
j

* Sec. 5. The question whether the bonds authorized in this Act are to be

y,i jj issued shall be submitted to the qualified voters of the state at the next

22

24

28

20

2/

28

2!L

‘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- SB 271



Fonds

* Sec. 6. This Act takes effect 

070(c).

primary highways?

Bonds

No t ]

immediately in accordance with AS 01.10.

Yes [ ]

-3- SB 271



April 1, 1980

A N A L Y S I S  OF CS F O R  SB 275: An A c t  r e l ating to the p a y m e n t
of j u d g ments or cl aims b y  i n s u r a n c e  comp anies

A S  2 1 . 8 9.030 p r o vides  that i n s u rance c o m p anies d o i n g  b u s i n e s s  
in the state m u s t  pay ju dgments and settle c l a i m s  w i t h  
n e g o t i a b l e  b a n k  checks.

T h e  a m e n d m e n t  w o u l d  p e r m i t  a c l a i m  up to $1,000 for loss or 
d a m a g e  to p r o p e r t y  to b e  s e tt led w i t h  a bank draft.

C l a i m s  c a n  be settled  m o r e  p r o m p t l y  w i t h  a d r a f t  i s s u e d  b y  
a n  agent. A  check w o u l d  hav e to be a u t h o r i z e d  p r i o r  to i s s u e -  
a p r o c e d u r e  w h i c h  n o r m a l l y  r e s u l t s  in a delay. (A d r a f t  
i s s u e d  b y  an a g e n t  is n o t  a c t u a l l y  paid until it. has b e e n  
a c c e p t e d  by the c o m p a n y  but u n l e s s  it w e r e  r e f u s e d  by t h e  c o m­
pan y  the c l a i m a n t  w o u l d  n o t  be affected.)

NOTE: The r e q uest for the bill o r i g i n a t e d  in the S t a t e  D i v i s i o n
of Insurance. Its p u r p o s e  is to p ermi t claims to be p a i d  
quicker. I nsurance Agents seem to favor the change. ( I n f o r m a t i o n  
s e cur ed f r o m  Mr. F r a n k  Lee, S e n a t e  C o m merce C o m m i t t e e  Aide.)



C O M M I T T E E  R E P O R T

S E N A T E

FURTHER: None

3 / 1 9 / 8 0  Date:

Mr. P r e s i d e n t :

The C o m m i t t e e  o n  f i n a n c e _____________________ has had SB 275

p a y m e n t  of j ud gments or claims b y  insurance companies

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

[ ] do pass [ ] do not pass

[ ] do pass with a t t a c h e d  a m e n d m e n t s (s )
L ] same title

[ ] r e p l a c e  with CS for ______________________________________________[ j new title

and r e c o m m e n d s  _____________________________________________________________________

[ ] AND a t t a c h e s  a " L e t t e r  of Intent" [ ] New Fiscal Note

[ ] r e p o r t s  it back w i t h o u t  r e c o m m e n d a t i o n

[ ] r e f e r r e d  to the _______________________________________________C o m m i t t e e

M E M B E R S  S I G N I N G  M E M B E R S  HAV I N G
DO PASS O T HER R E C O M M E N D A T I O N S :

S 6 0  ( R e v .  1 2 / 7 8 )

C H A I R M A N



C O M M I T T E E  R E P O R T

S E N A T E

Mr. P r e s i d e n t :

The C o m m i t t e e  on

4/23/79

.COMMERCE.

Date: ^  J  *7 ̂ 0

_has had S B  275

p a y me nt  of j ud gments or claims b y  in su rance companies

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

[ ] 

[ ] 

[ ]

do pass [ ] do not pass

do pass w i t h  a t t a c h e d  a m e n d m e n t s {s )

r e p l a c e  with CS for S  <3 !/ o _________________

and r e c o m m e n d s

[ - T s  ame title 
[ j new t i t l e

AND a t t a c h e s  a "Lette;ter^of Intent" [ ] New Fiscal Note

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

r e f e r r e d  to the Commi ttee

M E M B E R S  S I G N I N G  
DO PASS ^  /

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

/CAC

S 6 0  ( R e v .  1 2 / 7 8 )
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Original sponsor: Commerce Committee
by Request

Offered: 3/19/80
Referred: Finance

IK T HE SENAT E BY THE COM M ER CE  C O MMITTEE

CS FOR SE NATE BILL NO. 275 

IN THE L E GI SL AT UR E O F  THE S TATE OF ALASKA 

ELEVENTH L EG IS L A T U R E  - S E C O N D  SESSION 

A BILL

For an Act entitled: "An Act r elating to the payment of judgments or claims

by insurance compan ie s. "

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

* S e c t i o n  1. AS 21.89.030 is a m e nd ed  to read:

Sec. 21.89.030. PAYMENT. Mo insurance company doing business in 

this state m a y  pay a judgment or settlement of a claim in this state for 

a loss incurred in this state with an instrument other than a n e go ti a bl e 

b a n k  check payable on demand and b e a r i n g  even date w i t h  the date of 

w r i t i n g  except that a claim up to $1,000 for loss or damage to property 

ma y be settled with a bank draft.

committee copy
CSSB 275
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Introduced: 4/23/79
Referred: Commerce and

Finance

B Y  THE CO MMERCE C O M M I T T E E
IN THE SENAT E E Y  R E Q U E S T

SENATE BIL L NO. 275 

IN T HE L E G I S L A T U R E  O F  THE STATE O F  ALASKA 

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

A BILL

For an Act entitled: "An Act r e l at in g to the p a y m e n t  of judgments or claims

b y  insurance c om pa n i e s . "

BE IT ENA C TE D BY T H E  L E G I S L A T U R E  CF THE STATE OF ALASKA:

* Sec ti on  1. AS 2 1. 8 9.030 is amended to read:

Sec. 21.89.030. PAYMENT. No insurance c o m p a n y  doing bus in es s in 

this state m ay pay a jud gm e nt  or settlement of a c l ai m  in this state for 

a loss incurred in this state w i t h  an instrument other than a n eg ot ia bl e 

draft or ba nk  check payable on demand and b e ar in g even date wit h the 

date of writing.
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Finance

BY THE COMMERCE COMMITTEE
IN THE SENATE EY REQUEST

SENATE BILL NO. 275 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

ELEVENTH LEGISLATURE - FIRST 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. No insurance compan" 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 

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

date of writing.
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Original sponsor: Commerce Committee
by Request

Offered: 3/19/80
Referred: Finance

IN 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

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. 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 

bank check payable on demand and bearing even date *.ith 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.

by insurance companies."
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in s u ra n ce  c la im s  up to  $1,000 may be s e t t le d  w ith  d r a f t s .
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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, 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 
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" is 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.
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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.
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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
in the 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 "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 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 v/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" is 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 is drawn on an eastern bank, the clearing process generally 
takes three or more v/eeks. This, of course, is 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:

^"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.
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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.
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M E M O R A N D U M

T0: T OFFICE OF ATTORNEY GENERAL 
G. Kent Edwards
Deputy Attorney General

f r o m :  w. Fritz
Director of Insurance

U

S t a t e  o f  A l a s k a

DEPARTMENT OF COMMERCE

DATE 5 April 26, 1968

S U B JE C T . HOUSE BILL 365

"Negotiable Bank Check Payable On Demand

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

f  t
We are specifically reouesting your interpretation of the 
term "negotiable .hank check payable on demand." The use of 
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 made as 
to whether the words "negotiable bank check payable on demand" 
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 I must notify all of the insurance 
companies immediately.

Enclosures -  2 
WWFjhc
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S t a t e  o f  A l a s k a  3 6 J

T O : r

Depar tm en t of Commerce

Attn: M r ’. W. W. Fritz
D i v i s i o n  of Insurance

FRO M :

G. Kent Edwa r ds  
At to rn ey  General

By: V e r n o n  L. Snow
A s s i st a nt  At torney General

D A T E

S U B JE C T :

June 2H, 1968

H o us e B i l l  No. 365 
"Negotiable B a n k  C heck 
Paya bl e on Demand"

Our File No. COM-129

R e ference is ma de  to yo ur  m e m o r a n d u m  d ated A pr il  26,
1968, r eq ue s t i n g  our opinion as to the m e a n i n g  of the term 
"negotiable b a n k  check payable on demand" use d in House B i l l  

  No. 365.

Y o u  state that the original b i l l  rea d " C a s h i e r’s check 
or c e r t i f i e d  check". The Legis la tu r e a m e nd e d the w o r d i n g  of 
the bill to read "negotiable ba nk  check p a y a b l e  on demand".

E n c l o s e d  h e re w i t h  is a xerox copy of Black 's  Law 
D i ct io n a r y  covering the d efinition of "bank cneck" and "checks".
You w il l note that the d ictionary states u nd er  "bank check" "See 
'check'". The d ef in it i on  of "check" in that di ct io n a r y  does not 
lend m u c h  help in de termining the m e a n i n g  of the t e r m  "negotiable 
b an k check". However, it is n o t e d  that the fol lo wi ng  statement

• vIs mad e r e g a r d i n g  "check" and "draft": .

"The term 'check', w i t h i n  the ord in a ry  m e a n i n g  
of that te rm  includes 'draft', the only d i s t i n c t i o n  

-.-r " b e i n g  that in a draft the d r a w e r  is a bank, while
' in the ordinary check the d r a w e r  is an individual.

Leach v. Mechanics' Sav. Bank, 202 I o w a  899, 211 N W
• 506, 508, 50 A.L.R. 388."

B an k check is defi ne d In 11 Am. Jur. 2d., Bills and 
Notes, §17, p. ^7, as follows:

"The term 'bank check' m e a n s  n o t h i n g  mo re  than
'c h e c k 1. It m e r e l y  d esignates a check w h i c h  is drawn
on a bank and thus is ge ne rally tautological, alth ou gh  
It m a y  be used to d i st i ng ui sh  checks for m o ne y fr om  
such .things as baggage checks, o r  fr om  some travelers' 
checks w h i c h  are not always d rawn on a bank."

• • (Emphasis added) • .....
. V  *-

In 10 C.J.S., Bills and Notes, §5, p. ^09, the f o l l o wi ng
reference is made to a "bank check": . , ....  ... ..


