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ADJUSTMENT OF ZERO' BRACKET AMOUNT FOR
RESIDENTS OF CERTAIN STATES

WEDNESDAY, MARCH 1, 1978

U.S. SENATE
SUBCOMMITTEB ON TAXATION AND DEBT

MANAGEMENT GENERALLY oF THE CoMMITTEE ON FINANCE, )
Washington, D.C.

The subcommittee met, pursuant to notice at 10 a.m: in room 2221,
Dirksen Senate Office Building, Hon. Harry F. Byrd, Jr. (chairman of
the subcommittee) presiding. : S

Present: Senators Byrd and Gravel. ‘ K

[The committee press release announcing this hearing and the text
of the bill, S. 2554, follows:]

[Press Release]

FINANCE SUBCOMMITTEE ON TAXATIONSAND DeEBT MANAGEMENT SErs HEARING
ON S. 2554

Senator Harry F. Byrd, Jr. (I-Va.), Chairman of the Subcommittee on Taxation
and Debt Management of the Senate Committee on Finance announced today
that the subcommittee will hold a hearing on March 1, 1978 on S. 2554, a bill to
amend the Internal Revenue Code of 1854 to provide an-increased zero bracket
am[i)lﬁlt and personal exemption deduction amount for individuals residing in Alaska
and Hawaii. ‘

The following witnesses have been scheduled to testify at this hearix;lg:

1. Emil Sunley, Deputy Assistant Secretary of the Treas for Tax Policy,
accompanied by ‘Rondal Blankenship, Director, Legislative Analysis Division,
Planning and Research, Internal Revenue Service.

2. Edward Hollander, Senior Vice President, Robert R. Nathan Associates, Inc.

3. Sterling Gallagher, Commissioner of Revenue, State of Alaska.

The hearing will be held in room 2221 Dirksen Senate Office Building and
will begin at 10:00 A.M. .

8. 2554, introduced by Senator Mike Gravel, is designed to adjust the income
level at which individuals are called upon to pay Federal income tax in the non-
contiguous States of Alaska and Hawail. A 25 percent adjustment in the standard
deduction and personal exemption for taxpayers in ka and a 15 percent
adjustment for taxpayers in Hawaii would be provided. ‘

Other witnesses who desire to testify at the hearing should submit a written
request to Michael Stern, Staff Director, Committee on Finance, Room 2227
Dirksen Senate Office Building, Washington, D.C. 20510 by no later than the
close of business on February é7, 1978,

Legislative Reorganization Act.—Senator Byrd stated that the Legislative
Reorganization Act of 1946, as amended, requires all witnesses appearing before
the Committees of Congress ‘‘to file in advance written statements of -their pro-
posed testignony, and to limit their oral presentations to brief summaries of their
argument. '

itnesses scheduled to testify should co::aply with the following rules:

(1) A copy of the statement must be filed by noon the day before the day the

witness is scheduled to testify.
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(2) Al! witnesses must include with their written statement a summary of the
prinoipl% points included in the statement.

(3) 'The written statements must be typed on letter-size paper (not legal size)
and at least 75 copies must be submitted by the close of business the day before
the witness is scheduled to testify.

(4) Witnesses are not to reati their written statements to the Committee,
but are to confine their fifteen minute oral presentations to a summary of the
points_included in the statement.

(5).Not more than 15 minutes will bé allowed for oral gre'sentation, ]

Written Testimony.—Senator Byrd stated that the subcommittee wovld be
pleased to receive written.testimony from those persons or organizations who
wish to submit statements for the record. Statements submitted for inclusion in
the record should be typewritten, not.more than 25 double-spaced pages in length
and mailed with five (5) copies by March 31, 1978, to Michael Stern, Staff Direc-
tor, Committee on Finance, Room 2227 Dirksen Senate Office Building, Wash-
ington, D.C. ’ i

{S. 2554, 95th Cong., 2d sess.}

A BILY, To amend the Internal Revenue Code of 1954 to permit adjustment of the zero
bracket amount and the amount of the exemptions allowed by section 151 for residents
of States for which the Director of the Office of Management and Budget has adjusted
g%etlevel of the official poverty line to a level greater than the prevalling level in most

ates

. Be it enacted by the Senate and House of Representalives of the United Siates of
America in Congress aasemble_d,

SECTION 1. ADJUSTMENT OF ZERO BRACKET AMOUNT.

(a) IN GENERAL.—Subsection_(d) of section 63 of the Internal Revenue Code
of 1954 (relating to zero bracket amount) is amended to read as follows:

“(d) Zero BrRAacKET AMOUNT.—For purposes of this subtitle—

“(}‘)(Bi s(grzzh(l)l(a)nAL.i-The te;m ‘zero bracket amount’ means—
)y in the case of—
‘(i) a joint return under section 6013, or
* .(i) a surviving spouse (as defined in section 2 (a)),
“(B) $2,200 in the case of an individual who is not married and who
is not a surviving spouse (as so defined),
“(C) $1,600 in the case of a married individual filing a separate return,
or
“(D) zero in any other case.
s (2) ADJUSTMENT OF ZERO BRACKET AMOUNT FOR RESIDENTS o CERTAIN
TATE.— .
“(A) IN GeNErRAL—In July of each year, the Secretary shall—
© (i) determine the average official poverty line for each State for
the 12-month petiod ending on the preceding June 30, and
“(ii) if the average official poverty line for any State for that
period was at a level equal to or greater than 15 percent above the
official poverty line for all States for that period, adjust the zero
bracket amount for residents of that State by increasing it to an
amount which bears the same ratio to the dollar amounts set forth
in paragrzg)h (1) as the average official poverty line for that State
for the period bears to the average official poverty line for all States
for that period. The zero bracket amount, as adjusted by the Secre-
tary under the preceding sentence, shall be the zero bracket amount
in effect for residents of that State for taxable J'ears ending after
the 30th day of June of the year in which the adjustment is made.
“(B) OFFICIAL POVERTY LINE.—For tgulxt;gosea of this paragraph, the
term ‘official poverty line’ means the official poverty line defined by the
Director of the Office of Management and Budget under section 625 of
. th?i Ecolilar.‘tmic (i)pportunity Act of 1964 (42 U.8.C. 2971d) and revised
under that seotion. ‘
“(C) REsipENCY.~For purposes of this paragraph, an individual shall
be treated as a resident of a State if he maintains a household in that
State and is physically present in that State for more than 210 days
during the taxable year.’’.

(b) SEcrRETARY To PusLisr SprciaL Aips.~—The Secretary of the Treasur
shall publish such s%eelnl tables, compilations, and notices as he deems nm)r’? -
ate for residents of States for which an adjusted sero bracket amount is in effeot
under section 63(d)(2) of the Internal Revenue Code of 1954.
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SEC. 2. ADJUSTMENT OF PERSONAL EXEMPTION AMOUNT.

. (8) In GENERAL—Section 151 of the Internal Revénue Code of 1954 (relating’
to allowance of deductions for personal exemptions) is amended by adding at the

end thereof the following new subsection:

“(f) ADJUSTMENT OF AMOUNT FOR RESIDENTS OF CERTAIN STATES.—Whenevor
the Secretary adjusts the sero backet amount for residents of any State for the
taxable Xear ynder section 63(d) (2), he shall adjust the amount of each exemption
provided for in this section by the same proportionaté amount for residents of
that State for the taxable yedt.”’.

(b) CONFORMING AMENDMENTS,~— :

(1) Paragraph (1) of section 3402(b) of such Code (relating to percentage
method of withholding) is amended by adding at the end thereof the following:
“whenever the Secretary adjusts the amount of an exemption under section
151(f), he shall prescribe a different percentage method withholding table fer
use in withholding upon wages paid to individuals with respect to whom the
adjusted exemption amount applies for use in lieu of the foregoing table.”.

. (2) Paragraph (1) of section 3402(m) of such Code (relating to withholding

allowances based on Personal exemptions) is amended by inserting after

“‘$750” the following: *(or, in the case of an individual with respect to whom

an adjusted exemption amount is in effect for the taxable year under section

151(f), the adjusted exemption amount)”.

(3) Paragraph (1) of section 6012(a) of such Code (relating to persons
required to make returns of income) is amended by adding at the end thereof
the following new subparagraph:

“(D) Under regulations prescribed by the Secretary, each dollar
amount set forth in subparagraph (A) shall be adjusted to the extent
necessary to reflect adjustment of the exemption amount under section
151(f), but ang such adjusted amount shall apply only in the case of an
individual with respect to whom the exemption amount is adjusted.”.

SEC. 3. EFFECTIVE DATE. '

The amendments made by this Act shall apply with respect to taxable years
beginning after December 31, 1977. .

Senator Byrp. The hour of 10 having arrived, the hearing will
come to order.

Today we hold hearings on S. 2554, & bill introduced by my friend
and colleague, Senator Mike Gravel of Alaska. The bill would provide
an increased standard deduction for personal exemption for residents
of Hawaii and Alaska.

It is estimated that the proposal would cause & loss in revenues of

$70 million in calendar year 1977 and $77 million in fiscal year 1979.
The measure benefits taxpayers in Hawaii and Alaska generally. Of
greater importance, perhaps, is the principle involved.
. The first witness is Mr. Emil Sunley, Deputy Assistant Secretary
of the Treasury for Tax Policy and unless the distinguished Senator
from Alaska would want to make some comments at this time, Mr.
Sunley could proceed as Lie wishes.

Senator GRAVEL. I thank you, Mr. Chairman. I wonder if I might
xead my brief comments into the record, it will only take 5 minutes.

Senator Byrp. Certainly.

Senator GRAVEL. I appreciate that we do have to leave hers, I
believe, by 11 because that is a Senate requirement.

Senator BYrp. Yes.

Senator GraveL. Today we are holding hearings, as you have
stated, on leﬁislation I have introduced that would deal with the
high cost of living and the tax impact in the States of Alaska and

awaii.

- This hearing, of course, will be & multifaceted inquiry. The com-
mittee wants to know the inagnitude of the cost of living problem
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in the noncontiguous States of Alaske and Hawaii. Alss, we need *
to knéw whether the Eroblem is of sufficient magnitude to justify
special tax relief for those States. Finally, we must determine the
best means of enacting such relief.

Beirig from Alaska, I have little doubt that the cost of living situa-
tion is of a magnitude greater than anywhere else in the Nation. I
have seen empirical data on the Alaska cost of living prepared:iy the
Bh11u'eau of Labor Statistics and I hope that our witnesses will address
this issue.

On_the question of policy, we are considering S. 2554, which I
introduced in February. It is an update of S. 1978 which I introduced
ast year. '

S. 2554 amends the Internal Revenue Code to pernit adjustment
of the zero bracket amount and personal exemption deduction for
residents of States for which the Director—and this I want to stress—
for which the Director of the Office of the Office of Management and
Budget has adjusted the official proverty line to a level 15 percent
greater than the national average. ,

Since 1964, Congress has followed the policy of using the minimum
standard deduction and personal exemptions to establish a minimum
amount of tax-free income approximating the poverty level. This is
intended to provide relief from Federal taxation for wage earners at
the poverty level. However, the policy has not been consistently applied
throughout the United Statrs. .

~ The Office of Management and Budget defines poverty level income

for the purposes of eligibility for Community Services Administration
programs. OMB Srepares one poverty level for the Lower 48 States
which is adjusted on the basis of family size for farm or nonfarm
families. However, both Alaska and Hawaii receive upward adjust-
ments on the poverty level.

Let me state that again. OMB gives Alaska and Hawaii an upward
adjustment in the poverty level in recoghition of the high cost of
living in these noncontiguous States. The adjustment for Alaska is
25 percent and in Hawail is 15 percent.

et the income tax law does not recognize a similar adjustment to
insure that these higher poverty level incomes in Alaska and Hawaii
escape taxation. In effect, persons at poverty level income in the
continental United States escape tax liability. Poverty level families
in Alaska and Hawaii do not.

S. 2554 provides for an adjustment of the zero bracket amount and
personal exemption deductions equal to the percentage by which the
poverty level is raised above the prevailing level.

On the basis of equity, I have no doubt that this type of legislation™
should be enacted. From the standpoint of socfal policy, I find compel-
ling need for this legislation. Most of Alaska’s poor citizens live in rural
areas which lack road, rail or marine transportation to the regional
centers of the State. _ )

Consequently, the cost of livirig varies from 30 percent to 80 percent
greater than the major urban center of Anchorage. Not only does the
cost of living oppress Alaskan villagers, but t.e entire thrust of govern-
mental policy since 1971 has been to Tglace cash responsibilities on
subsistence bunters and fisherman. The Federal Government lhas
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mandatoed a cash economy for rural Alaska through enactment of the
Alaske Native Claims Settlement Act. As a_result, HUD’s Indisn
housing program, and EDA’s local public works program are placing
increased responsibilities on the J)oor to come up with some cash.

HUD homes are larger than old shacks and require more eash for
heating and electricity. Public works projects, such as schools and
community centers, require local contributions for maintenance.

Because of the iﬁgher costs for energy, materials, equipment,
transportation and food, higher incomes are required to maintain even
a poverty level standard of living. Yet incomes which su%)ort a
poverty level standard of living bear the additional burden of Federal
income tax, which other poverty level citizens of our Nation do not

bear.
Mr. Chairman, I will put the balance of this statement in the record.
[The prepared statement of Senator Mike Gravel follows:]

STATEMENT OF SENATOR MIKE GRAVEL

Today the Senate Finance Subcommittee on Taxation and Debt Management
is conducting what I believe to be the first coniressional hearing exploring the
effect on the federal income tax system of the high cost of living in the non-
contiguous states of Alaska and Hawaii. I would like to express my deep apprecia-
tion to Senator Harry Byrd, Jr., Chairman of the subcommittee, for scheduli
this hearing. Senator Byrd’s interest and concern for the people of Alaska an
Hawaii is greatly appreciated by the residents of those states and by this Senator.

This hearing will be a multifaceted inquiry. The Committee wants to know the
magnitude of the cost of living problem in the non-contiguous states of Alaska and
Hawaii. Also, we need to know whether the problem is of sufficient magnitude to
justify special tax relief for those states. Finally, we must determine the best
means of enacting such relief.

Being from Alaska, I have little doubt that the cost of living situation is of a
magnitude greater than any where else in the nation. I have seen empirical data
on the Alaska cost of living (})repared by the Bureau of Labor Statistics and 1
hoge that our witnesses will address this issue.

n the question of policy, we are considering S.2554, which I introduced on
geilar,’usary 22 of this year. 8.2554 is a follow up to a bill I introduced last session,

8.2554 amends the Internal Revenue Code to permit adjustment of the zero
bracket amount and personal exemption deduction for residents of states for
which the Director of the Office of Management and Budget has adjusted the
official poverty line to a level at least 15 percent greater than the National average.

Since 1964, Congress has followed the policy of using the minimum standard
deduction and personal exemptions to establish a minimum amount of tax-free
income approximating the poverty level. This is intended to provide relief from
Federal taxation for wage earners at the poverty level. However, the policy has
not been consistently applied throughout the United States.

The Office of Mana?ement and Budget defines poverty level income for the
purposes of eligibility for Community Services Administration Pbxg,grams. OMB
prepares one poverty level for the lower-48 States, which is adjusted on the basls
of family size and farm or nonfarm families. However, both Alaska and Hawali
receive upward adjustments in the poverty level in recognition of the cas
of living in those noncontiguous States. The adjystment for Alaska is 259, an
for Hawalii it is 15%. Yet, the incorhe tax law does not recognize a similar mi;ust—
ment to insure that these higher poverty level incomes in Alaska and Hawaii
escape taxation. In effect, persons at poverty level income in the continentel
(T’Jnitet('i States escape tax ila.bility. Poverty level families in Alaska and Hawaij

o not. .

8. 2554 provides for an adjustment of the sero bracket amount and personal
exemption deductions equal to the percentage by which the poverty level is
ra.heti above the prevai level. . .

On the basis of equity, I have no doubt that this type of lagislation shoyld be
enacted. From the standpoint of social pelicy, 1 find com, need for this

25-768—78——2
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legislation. Most of Alaska’s poor citizens live in rural areas which lack road, rail
or marine transportation to the regional centers of the State. Consequently, the
the cost of living varies from 80 to 60% greater than the major urban center of
Anchorage. Not only does the cost of ﬁvmg Ofim Alaskan villagers, but the
entire thrust of Governmental policy aince 1971 has been to Blace cash responsi-
bilities on subsistence hunters and fishermen. The Federal Government has
mandated a cash economy for rural Alaska through enactment of the Alaska
Native Claims Settlement Act. Programs such as HUD's Indian Housing Pro-
gram and EDA’s Local Public Works Program are placing increased cash responsi-
bilities on the poor. HUD homes are larger than old shacks and require more cash
for heating and electricity. Public Works projects, such as schools and community
centers, require local contributions for maintenance. Because of the higher costs
for energy, materials, equiproent, transportation and food, higher incomes are
required to maintain even a poverty level standard of living. Yet, incomes which
support a povertg level standard of living bear the additional burden of federal
income tax, which other poverty level citizens of our Nation do not bear. Enact-
‘ment of this legislation would show that Federal tax policy can be coordinated
with other Federal policy to ease the burden of transition for the poor of Alaska.

The job of this committee is to balance equity with uniformity and create a tax
code that is just in reality, as well as appearance. The citizens of Alaska and
Hawaii have lost faith in the Federal tax system because it is so obviously in-
equitable. S. 2554 is not the final solution to the tax inequities visited upon the
residents of Alaska and Hawaii. It is, however, a clear step in the right direction.

Senator GrRAVEL. Let me just say, when I was talking about 30 to 60
gercent more for the rural areas than Anchorage, the Bureau of Labor
tatistics has shown that Anchorage has a cost of living 64 percent
higher than the national average. That compares with 8 percent for
New York above the average and 11 percent for Boston above the
average.
I thank you for permitting me to make this opening statement. I
would be very anxious to hear from Treasury.
Senator Byrp. Thank you, Senator Gravel.
Mr. Sunley?

STATEMENT OF EMIL SUNLEY, DEPUTY ASSISTANT SECRETARY OF
THE TREASURY FOR TAX POLICY, ACCOMPANIED BY RONDAL
BLANKENSHIP, DIRECTOR, LEGISLATIVE ANALYSIS DIVISION,
PLANNING AND RESEARCH, INTERNAL REVENUE SERVICE

Mr. SuniLEY. Thank you, Mr. Chairman.

I am pleased to appear today to express the administration’s
Bosition on S. 2554. Accom{)anyin me is Mr. Rondal Blankenship,

irector for Legislative Analysis of the Internal Revenue Service.

S. 2554 would provide special tax relief to taxpayers living in States
where the income levels used for determining eligibility for certain
Federal programs, such as food stamps, exceed the overall official
poverty income levels by at least 15 percentage points. In such cases
the zero bracket amount and the personal exemption would be in-
creased by the same percentage as the administrative-program income
level in that State exceeds the national poverty income level. The
only States currently affected would be Alaska and Hawaii. )

he objective of this bill is one that we understand and sympathize
with as individuals and taxpayers. But the selective relief progosed is
not sound tax policy and therefore the administration opposes S. 2554.

Our income tax is based on money income, not on real income

méasured in dollars of constant purchasing power. While & case can be



7

made for a tax system bused on “real” income, that is not the system
we have and it would be unfair to adjust the tax base for cost of living
differences of some taxpayers and not for others. : ‘

It is true that Anchorage and Honolulu have the highest costs
of living of any cities in the United States for which such data are
available. According to data published by the Bureau of Labor
Statistics, for autumn 1976, the annual cost of an intermediate budget
for a four-person family in Anchorage was 42 percent above the-
average for urban United States. The comparable figure for Honolulu
was 21 percent. S

But the cost of living in New York and Boston was not far behind.
There is as much difference in the cost of living between Honolulu
and Washington, D.C.—which is very near the average for urban
United States—as there is between Washington, D.C. and Austin,
Tex. The basic fact is that there is a wide divergence in living costs
across the United States and to adjust for difference$ among some
States and not those existing among others is inevitably unfair.

Varyin% the personal income tax exemption and zero bracket
amounts by State would not adjust for intrastate variation, in living
costs, such as the difference between San Diego and San Francisco,
Calif. A State adjustment would be arbitrary, understating costs
for some places, typically cities, and overstating them for others.

However, to vary the exemption and zero bracket amounts for
geographical areas smaller than a State would be an exceedingly
complex change in our income tax system, even assuming adequate
cost of living indexes could be developed. Currently there are no
cost of living indexes for States as a separate geographical area.

Other questions of equity are raised by S. 2554. The tax saved
through higher deductions provided by these bills would increase
as income increases. The relief they afford would be determined by
the highest bracket tax rate to which an individual’s income is sub-
ject. Also these bills would provide no benefit to ta.x%ayers who cur-
rently pay no income tax and these are probably the families and
individuals who suffer the most from hl%l living costs. '

Among the many administrative problems raised by these bills
would be the development of special rules for taxpayers who move
during the year. S. 25654 provides that the speical zero bracket amount
and personal exemption will only apply if the taxpayer maintains
a household in the State and is physically present in the State for
more than 210 days during the taxable year.

Under both biﬁ’s, special withholding tables would be needed for
Alaska and Hawaii and employers in Alaska and Hawaii would be
required to use two sets of withholding tables since all of their em-
ployees would not be eligible for the tables provided for persons who
meet, the special residence requirements. Even employers outside
Alaska and Hawaii might be required to use the special tables for
%!Izeir employees who meet the residence requirements for Alaska and

awaii,

Mr. Chairman, these bills would reduce Federal revenues by $70
million per year.

Thank you very much.

Senator Byrp. Thank you, Mr, Sunley.

Senator Gravel?
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Senator GraveL. Two areas. One, T did no realize that the amount
of mon:fr was going tobe as large as $70 million. If that is the case,
our total population is 430,000. I do not know how many precise tax-
payefs we have. I would guess it is somewhere less than 100,000
people. :

So can you break out the difference between what would ?Flf' in
Hawaii and what would apply in Alaska? It seems like an awiul lot
of money coming out of Alaska.

Mr. SunLey. I do not have those numbers broken down but I will
try to supply them for you. )

[The following was subsequently supplied for the record:]

The estimates cited—i.e. $33 million for Hawaii and $37 million for Alaska—

were developed by the Joint Committee on Taxation. The Treasury Dept. has
no reason to question their estimates.

Senator GRAVEL. The figures I have here are $33 million for Hawaii
and $37 million for the State of Alaska, so it would be about equal.

Our figures from our Alaskan Department of Revenue, and we will
receive testimony from them later, States somewhere around $25 mil-
lion and this figure has got $37 million, so between $25 and $37 million
that is lost would come out of the State of Alaska.

Let me justbgive you some interesting figures here, just making one
comparison. Using a 25-percent differential, which is what we are
talking about—not actually the difference which is 64 percent—a
family of four in the Lower 48 earning $20,000 a year would be
comparable in terms of a standard of living for an Alaskan family
earning $25,000 a year.

If each of these families files a joint return using the short form and
takes the standard deductions, the Alaska family will pay $3,871
in tax while the Lower 48 family will pay $2,536 in Federal tax. The
Alaskan family with the same standard of living will pay 53 percent
more in Federal income tax than a Lower 48 family.

That is a lot. Then when you add on top of that that I am only
talking about a 25-percent differential. If we are talking about the
family of four that has a 60 percent differential, then a family of four
that lives in Bethel, Alaska, where you have 120-percent differential,

ou are talking about somebody who has to pay over $1 a barrel for his

uel oil havin%)t,o pay 120 percent more taxes than does the citizen in
Washington, D.C.

In the face of those kinds of disparities and that apparent injustice,
for the Treasury to say, well, it is too complex to work up a table and
to talk in terms that our income tax system is based not upon real in-
come but upon some other method I just do not find very persuasive.

We are supposed to have a graduated income tax system, that is
those that are affluent pay more than those who are not so affluent. So,
I find it very difficult to rely upon a system where, from a deduction
point of view, you have a very regressive form of taxation. 1 can ap-
preciate and sympathize with the loss of revenue, and I have joined my
ﬁol(lleague in decrying many times the fact that we have a deficit

udget.

But that is not the issue we are focusing on. It is not the problem of
complexity, it is a simple matter of justice.

I wonder if you could comment on such a large digparity. I think you
tactically took the best advantage by showing the minor disparity



9

that may have existed between Hawaii and Austin, Tex. in comparison
with Washington. But how do you face up to the disparity that might
exist between Bethel, Alaska and Washington, D.C. where you have
American citizens in one case both earning the same sum of money for
the same standard of living and one paying over 100 percent more than
the other, in effect? :

Mr., SunLev. Let me first, if I may, Senator Gravel, reflect on the
statistics that you used in your example, because I think those statis-
tics overstate the extent of the problem. I can explain it as follows.

You assumed a family in the lower 48 States earns $20,000 and pays
$2,536 in tax while a family in Alaska earns the same real income but
kas money income of $25,000 and pays $3,871 in tax, if I have your
money correct. .

Now, the difference in those two amounts of tax is, as you state was
53 percent higher in the amount of payment in tax, but their effective
tax rate is not 53 percent higher. I believe that reaﬂy is the important
figure, that we should look at, because their money income is higher.

The effective tax rate for the family in the Lower 48 States was 12,68
percent, I believe, if I did my division correctly. So if the family with
$25,000 of income paid taxes at that same rate, 12.68 percent, they
would have paid $3,170 in tax. Now that is $701 mcre than they would
have paid ifp they paid the same effective tax rate on the same real
amount of income, and the increase in effective tax rate is not insigni-
ficant. It is 22 percent. - . -

But I thipk it is still somewhat different than saying that the magni-
tude of the problem is 53 percent. : :

Senator GRAVEL. Would you run that by me again? You have suc-
ceeded in halving my figures, and I want to see how you dc that: I am
impressed with your little computer in front of. you. Do that one more
time for me, very slowly, :

Mr. SunLEY. The family in the Lower 48 States paid tax of $2,536 on
$20,000 of income, for an effective tax rate of 12.68 percent.. Now, we
would believe that if a family in Alaska, under your assumption,
earning $26,000 has the same real amount of income in the family in
the Lower 48 with $20,000 in tax, that they ought to pay the same
effective tax rate, namely 12.68 percent. . ,

If they paid 12.68 percent on the $25,000 of money income, they
would have paid a tax of $3,170. e

Senator GRAVEL. I see what you have done to me. You have taken
the tax of one and applied the percentage to it and applied the same
Eercentage to Alaska. Fine. I will introduce a bill to do that and I

ope the ’I‘reasugy will support me in that regard. That will at least
give me a toehold, but that is not what they are paying. The amount
of tax that they are paying is $3,871.

So you lost about $700 on me real quick——

_ Mr. Suniey. Their effective tax rate is 15.48 percent so the increase
in their effective tax rate due to the fact that our—

Senator GRAVEL. When they write a check for their $3,871 it gives
them very little succor for you to tell them why, your effective tax
rate is such and such. I think my comparison 1s still valid. This is
what they pay. You cannot work some figures on one and-then work
it back on the other. This is actually what they pay.
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Mr. SunLEY. Yes, but they also receive more money income than
the family in the Lower 48. ' : :

. Egnﬁ.tor GRAVEL—They receive $6,000 more and the cost of living
is higher. ‘ ~

r. Sunrey. If they had paid $3,170 in tax, which would be the
same effective tax rate as the family that we have been talking about
would pay in the Lower 48 States, then their amount of income after
tax would be the same real amount as in the Lower 48 States. That
is to say that they would have, after tax, 25 percent more money
income as the family in the Lower 48 States have.

They have 25 percent more income before tax and 25 percent more
after tax, and in some sense they are just as well off in real terms as
the family in the Lower 48.

Senator GraveL. Well, first off, the tax is progressive so there is no
cognizance of the fact that you have a higher cost of living, therefore
you have to earn more at that level. You know, we could play games
with the figures, but I would just say that 25 percent is not what the
situation is, it is 64 percent. So double that and the sum of money
differential, around $1,300, is more than valid. It would be more like
$1,800. That is still a substantial sum of money for a family of four
to have to pay more taxes because they choose to live in Alaska.

I have no further questions. I think it is obvious that the disagree-
ment in opinion is very clear. '

Senator BYrp. Let me ask Mr. Sunley, what do you envision the
rate of inflation to be during calendar year 1978?

Mr. SuxLeY. During 1978, somewhere between 6 and 7 percent.
- Senator Byrp. Now, the January price index went up by 0.8 per-
cent. This is an annual rate of 9.6 percent—almost 10 percent.

Mr. SunLEY. We are hoping that January will-aet-be-typieal of the

ear.
d Senator Byrp., Well, let me ask you this. In view of the tremendous
deficit which the administration has recommended, and most persons
will agree, I think, that a tremendous deficit is highly inflationary,
what is the administration doing, or plannning to do, to hold down
inflation?

Mr. SunLEY. The President is aware of and we are concerned, about
the size of the deficit that has been proposed in fiscal year 1979 and
what is now anticipated for fiscal year 1978 which will end this
September. These numbers are too high, and they are disturbing to us.

he President, I believe, has adopted an economic policy here——

Senator Byrp. Mr Sunley, let me get to my question. at are the
administration’s plans, if any, to hold down inflation?

Mr. Sunctey. Well, I would like to say, Senator Byrd, that the
President has moved to hold down the growth of Federal expenditures,
and that this year— -

Senator Byrp. What?

Mr. SunpeY. To hold down the growth of Federal expenditures.

Senator Byrp. The growth, yes. You are dealing in semantics now.
Is it not correct that the budget which the President submitted calls
for a $38 billion increase in Federal expenditures?

- Mr. SunLey. That is correct, Senator Byrd. It may even be $39
billion, just looking at this table here; $38 or $39 billion.

In real terms, however, this increase is only 2 percent and it ‘s the
smallest increase— -
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Senator Byrp. The increase in dollars is 9 G(:_:a;cent. The administra-
tion recommends an incréase in the cost of Government at'9 percent.

Mr. SunLeY. In money terms, yes.

Senator Byrp. Now, if the cost of Government is going to increase
9 percent, how are you fomg to hold inflation below 9 percent?

r. Suniey. Well, I am saying that given the assumption of
approximately 6- to 7-percent inflation, the real growth is only 2
ercent and the share of the total national product being spent by the
tovernment is declining, so that the role of Government is declhining
in the economy. . -

Senator Byrp. The role of Government is declining?

Mr. SuNLEY. As a percent of the total gross national product.

Senator Byrp. My guess is that if you go up and down Main
Street of any community in this country of ours and query 10 people,
9 out of those 10 people would say that the role of Government is
expanding in this country. And it is expanding. It is expanding in
every area.

I do not think it is correct at all to say that the role of Government
is diminishing. The role of Government is clearly expanding.

Let me ask you another question.

The President has recommended a tax reduction in individual
income taxes of $22 billion. If, instead of using the President’s plan,
there were to be an across-the-board 10 percent rate reduction,
would not such a reduction involve the same, or perhaps less, revenue
loss than the President’s proposal?

Mr. SunLEY. Across-the-board reduction in what?

Senator Byrp. In personal income tax.

Mr. SunLEY. Approximately, yes. The individual income tax receipts
are now estimatedp at $100 billion with the President’s program, SO
10 percent of what it would have been without the program would
have been $20 billion, $21 billion, yes, I think that is correct.

Senator Byrp. In other words, a little bit less than what the Presi-
dent recommended? ‘

Mr. SunLEY. I believe so.

Senator Byrp. Or, to phrase it another way, the Ccugress, if it so
desired, could give a 10 percent across-the-board tax rate reduction
to all individual income taxpayers at a slightly less cost than the
President’s $22 billion tax reduction? ‘

Mr. SunLEY. The $22 billion figure, I am not exactly certain of what
figure you are referring to. The President has proposed gross individual
tax reductions of, I believe, $23.5 billion and this is offset by some
revenue raisin% reforms that the President has proposed. And so the
net reduction for individuals is $16.8 billion.

Now, there are additional income tax reductions being Eroposed for
co?omtions so that the net income tax reductions, both individual
and corporate, are approximately $23 billion.

Senator Byrp. But leaving out the presumed offset caused by the
so-called ‘reforms,” the reduction as proposed by the President is
roughly $23 billion?

r. SuNLEY. The gross tax reduction proposed for individuals is
approximately $23 billion.
nator Byrp. Thank you, sir.
Senator GrAVEL. I would like to add just one brief statement.
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When we talk in terms of the effective tax rate, the same points
that you are making on a national scale I would make on an Alaskan
scale. I think it is real people and real income. I can apprecjate the
argument that you make of the effectiye rates. - ‘

ut I think what we spend, what we take home, what we save and
what we enjoy is based on what we have in our hand,

Thank you. ‘

Mr. SunLEY. Thank you, sir. A

Senator Byrp. Our next witness will be Mr. Edward Hollander,
senior vice president, Robert R. Nathan Associates, Inc.

STATEMENT OF EDWARD HOLLANDER, SENIOR VICE PRESIDENT,
ROBERT R. NATHAN ASSOCIATES, INC.

Mr. HoLuaNDER. Good morning, Mr. Chairman. I am Edward D.
Hollander, senior vice president of Robert R. Nathan Associates, an
economic consulting firm based in Washington.

Before joining Nathan Associates I spent many years in the Depart-
ment of Labor, specifically in the Bureau of Labor Statistics where I
was, for some years, in charge of the price index and the consumer
incoline and expenditure studies, so I feel that I have worked intensively
in the past. ‘ '

I beYieve you have a short statement which I have supplied for
the record.

Senator BYrp. Yes, that will be pubiished in the record in full.

Mr. HoLLanpieR. I thought that I might conserve your time by
simply summarizing the points.

Senator Byrp. Yes, thank you.

Mr. HoLLanDER. We did & stud{ completed in September, 1976
entitled “The Cost of Living in Alaska and Federal Poverty Pro-
grams,” which was prepared for the Alaskan statewide antipoverty
agency and for the State of Alaska.

As the title of the study indicates, its purpose was to assess the ap-
propriateness for Alaska of the income guidelines for Federal programs
in view of the actual cost of living of the poor people in the State.

In the course of this study, it became apj ~rent that Federal taxes
were an important factor in the higher cost of living in Alaska and
that this tax impact on the cost of living was relatively more severe
for families with low income.

I will summarize the findings of the study which are relevant to this
tax issue.! )

First, the cost of living in Anchoraﬁe for a family with a moderately
low income is about 60 Fercent higher than the average cost for a
comparable standard of living in the United States. This degree of
differential in the cost of living for Anchorage is on a magnitude much
greater than that in other places in the United States. That is to say,
if you take other places in the United States, the ran%e from high to
low is much less than the difference between the U.S. average and

aska.

The cost of living for Anchorage understates the difference for all
Alaska when compared with the United States because costs are even
higher in most other Alaskan cities and éspecially in rural areas.

1 The study was made & part of the official committee file.
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Finally, families in Alaska with modest and low incomes are esti-
mated to have a higher cost of living index—that is to say compared
with similar families in the United States—than do those of Alaskans
with higher incomes. In other words, the lower the income, the greater
ghe differential between the cost of living in Alaska and in the United

tates. )

Housing and taxes are the two items in the family budget most
responsible for the relatively high cost of living for Alaskan families
with low income. The reason for the high cost of housing are obvious
in view of the climate and the extremely high cost of building and
maintaining and heating houses. _

As far as taxes are concerned, Federal income taxes for low income
families are at least 2.5 times as great as they are for families of a
comparable standard of living in the United States. I wanted to
illustrate this with a reference to the lower cost budget of the budgets
for 4-person families published by the Bureau of Labor Statistics.

The BLS estimates that the lower-budget Anchorage family, that
is, the Anchorage family of 4 persons maintaining a level ofv living
representing that lower budget spend in excess of 50 percent more to
maintain itself than its counterpart with a similar standard of living
in the rest of the United States.

In dollars, these amounts were in 1976, $16,492 for Alaska and
$10,041 to maintain the same level of living in all urban areas in
the United States.

Now, to make this statistic in terms of income taxes we found, we
calculated, that the family of four living at a level of living repre-
sented by the lower family budget of the Bureau of Labor Statistics
paid $825 in personal income taxes, including State and local income
taxes, in the United States as a whole and $2,214 in personal income
taxes, Federal, State and local, in Alaska. So this is a difference,
roughly, of $1,400.

In addition, there is a difference of $350 in the social security taxes.

This is obviously the effect of the fact that the family in Alaska
has to have & higher money income in order to support the same
level of living and because of the graduated nature of the income
taxes they pay a disproportionately higher amount of personal in-
come taxes.

That summarizes the statement.

Senator Byrp. Thank you, Mr. Hollander.

Senator Gravel?

Senator GraveL. His entire statement will be in the record?

Senator Byrp. Yes. His statement will be in the record.

Senator GraveL. How would you, Mr. Hollander, approach the
statement that was made by the gentleman, Mr. Sunley, from the
Treasury where he talks in terms of effective rate, real rate. I know
how I feel about it, but I wonder if you might comment on his
statement.

Mr. HoLLANDER. Well, the graduated scale of income taxes and
the personal exemptions, deductions, and so on, vhich are incorporated
in the Revenue Code resugpose a fairly homogeneous level of income
from one part of the United States to another.

Now, it is true, as he said, that there are distinctions between the
highest outside of Alaska and Hawaii, I think in Boston, and the

25-758—78——3



14

lowest which may have been some nonmetropolitan area in the South,

but these differences are relatively small and tolerable, partly because

they are a reflection of differences in the cost of living.pln the United

States, the generalization is that the cost of living is somewhat lower

in rural areas than in cities, and of course, incomes are somewhat
-~ —lower-salso. '

But the reverse of this is true in Alaska. Not only is there a very
large gap of an order of magnitude in the cost of maintaining any
given level of living described by any ejPeciﬁed budget between
Anchorage and the average for the United States, but, in the rest
of Alaska, both in the cities and in rural areas, the cost of living is
not lower than it is in the continental United States, but higher than
the principal cities.

So these differences are of such a wide magnitude that it does not
seem to me to be quite relevant to say that there are differences in
cost o{' living in the continental United States also. This is a different
animal.

Senator GRAVEL. I was struck and I really wanted to underscore
what you stated that there were two main reasons for the high cost
of living in Alaska. One is housing. Of course, that is an economic
problem. And the other is taxes and that, of course, is another problem
of another dimension.

I wonder if you could just underscore that and further elaborate
the fact that the economic burden in Alaska is that big. I am surprised
?ysqlf that the taxes would loom as big a burden as the extra cost of

ousing.

Mr. %‘IOLLANDER. This is a reflection, as the official from the Treas-
ury said, of the graduated income taxes, which you remarked, I
think, in your opening statement. The difference in the dollar cost of
maintaining the sawne standard of living was approximately 64 percent
or $6,500; the difference in taxes was something like—was nearly
$3,200.

So that the incoms after taxes of the Alaska family is much lower in
real terms, that is to say, purchasing power, than the comparable
income after taxes in the families in the continental United States.

Senator GrRAVEL. And this, of course, progressively works harder
on those of lesser income.

Mr. Horuanper. Because the differential in the cost of living is
even greater among them than it is among the—on the average.

You can do a little arithmetic. If you note that roughly $6,400
differential in income before taxes and then subtract the $3,200,
which is half of that differential, represented by the excess in taxes
paid, the differential is reduced 82 percent which is far below the
csliﬁ'erential in living costs between Alaska and the rest of the United

tates.

There is no doubt that there is an order of magnitude of difference
here between Alaska and the rest of the United States as compared to
any difference within the continental United States.

Senator GRAVEL. And the only way to give some type ot justice as a
result of that would be the legislation that I have introduced. :

I want to thank you and your firm, because it was the Nathan
reia;)ort that I believe triggered our interest in this and began our
efforts in trying to focus on some degree of equity. Whether or not we
are successful with thig, I think we have launched it in one whole
direction where a lot of people have had an attitude about our afflu-
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ence in Alaska when the facts are quite different-from what the
perceptions are that have been spectacularized as a resilt of oil
discoveries.

Mr. HoLLANDER. We researchers are always happy when there is
somse practical application of our——

Senator GraveL. Well, this will have a practical a})plica,tion.' It
masy take us 20 years, but it is going to have a lot of application.

enator Byrp. Thank you, Mr. Hollander.
[The prepared statement of Mr. Hollander follows:]

STATEMENT oF EpwArD D. HoOLLANDER, SENIOR VICE-PRESIDENT,
RoserT R. NAaTHAN Associates, INo.

Mr. Chairman, I am Edward D. Hollander, Senior Vice-President of Robert
R. Nathan Associates, Inc. (RRNA), an economic consulting firm based in Wash-
ington, D.C. and conducting economic research in many areas of the world. Since
1972 RRNA has been responsible for a number of projects in Alaska, conducted
forsvarious organizations of Alaskan Natives and for government agencies such
as the Department of the Interior.

1 bave been asked by Senator Gravel to report on some findings from a study
our firm completed in September, 1976 entitled: *The Cost of Living in Alaska
and Federal Poverty Guidelines.” This study was prepared for Rural CAP (the
Alaskan statewide, anti-poverty agency) and for the State of Alaska Division of
Community Services, Department of Community and Regional Affairs. As the
title of our study indicates, its purpose was to assess the appropriateness for
Alaska of the income guidelines of federal programs, in view of the actual costs
of living for poor people in the state. In the course of this study, it became apparent
that federal taxes were an imgortant factor in the higher cost of living in Alaska,
and that this tax impact on the cost of living was relatively more severe for fam-
ilies with low incomes. I will summarize and then explain the findings of our
study, updated in light of more recent information, which are relevant to this tax
issue.

The cost of living in Anchorage, Alaska, for a family with a moderately low
income is about 60 percent higher than the average cost for a comparable standard
of living in the United States as a whole.

This degree of differential in the cost of living for Anchorage is of a magnitude
much greater than that among other places in the United States. )

The cost of living for Anchorage understates the difference for all of Alaska
compared with the rest of the United States, because costs are even higher in
most other Alaska cities and in rural areas.

Families in Alaska with modest and low incomes are estimated to have & higher
cost-of-living index (based on a comparison with similar families in the United
States as a whole) than do those in Alaska with better incomes.

Housing and taxes are the two items in the family budget most responsible
for the relatively high cost of living for Alaskan families with low incomes. Federal
income taxes for such families are at least two and a half times as great as for
families of & comparable standard of living in the lower 48 states. :

Estimates of the cost of maintaining the same standard of living in different
farts of the United States are made by the Bureau of Labor Statistics (BLS).

n the most recent BLS report, an annual “Lower Budget”’ for a four-person
family in Anchorage receives an index rating of 164 (the average for the United
States as a whole is set at 100).! That is, the BLS estimates that a lower budget
Anchorage family of four spends an excess of 60 percent more to maintain itself
than its counterpart with a similar standard of living in the rest of the United
States. The actual dollar amounts are $16,492 for Anchorage and $10,041 for the
annual budget in all U.8. urban areas.

1 Bureau of Labor Statistics, “Autumn 1076 Urban Family Budgets and Comparative
Indexes for Belected Urban Areas,’” (USDL; 77—8091, Apr. 1977. These BLS statistics
are for & hypothetical, but precisely defined urban family with a pattera of con?&mptlon
which seems to he reasonable on the basis of surveys of consumer expenditures. The BLS
budgets, however, do not purport to represent how families actually do spend their money,
The BLS estimates are useful for broad comparisons of costs in different ma&hleal
areas and in different time perlods. Smali differences of a few index points pr y should
not be considered as being significant. BLS budget estimates are ahmlbulhed 'or “‘Inter-
mediate” and “Higher”’ budget families of four persons and for the different budget levels
of retired couples. e “Lower-Budget” family of four Erovldu the most appropriate
comparison for issues relating to low-income umﬁ:e- in Alaska.
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This magnitude of difference is_unique among the places included by the
BLS in the estimates for a “Lower-Budget’”’ family of four persons:

Highest index in th® United States—Anchorage. . . _ oo __.__. 164
Second highest index—Honolulu. .. .__________ - 127
Third highest index—Boaton.____ - 1
Average—All cities______.______ wee 100

Lowest index—Nonmetropolitan urban areas in the South. ... ____. 88

Within the continental United States, no index number differs from the average
by more than 12 points,

The BLS estimate of the Anchouie cost of living being more than 60 percent
above the U.S. average understates the difference for Alaska as a whole, The cost
of goods and services in other Alaskan cities and especially in the rural areas is
considerably higher than in Anchorage. This higher rural cost of living is indicated
by various surveys within Alaska; it is recognized by a wide range of institu-
tional adjustments, including the cost-of-living entitlements for employees and
programs of the state government and the per diem allowances for federal em-

loyees. By contrast, rural areas in the rest of the United States invariably have a
ower estimated cost of living than urban centers.

The BLS index also underestimates the difference in costs facing familieg in
Alaska with incomes near the poverty level compared with a similar standard of
living in the United States as a whole. We can observe a pattern in which the
relative differences in the cost of living in Alaska (agsain, in comparison with the
United States as a whole) are greater for families with lower incomes. For exam-
ple, for a four-person family in Anchorage, we observe the following differences
in the estimated cost of living index for three BLS budget levels:

Lower Budget. .. e eecmmmeeo el 164
Intermediate Budget . e 142
Higher Budget - - oo < oo e 140

While the BLS Lower-Budget family provides a useful first indicator of cost-of
living differences faced by poor families in Alaska, it is by no means a poverty-
level budget. According to the official guidelines used by the Community Services
Administration, the poverty level in Alaska for a non-farm family of four begins
at $7,320 annual income, compared with an annual income of $16,492 for the BLS
Lower-Budget estimate? In the RRNA study based on 1975 data, we calculated
that the cost-of-living index for a poverty-level family in Anchorage with an
earned income would be even higher than that for families with incomes at the
BLS Lower-Budget level,

The pattern of lower-income families in Alaska paying relatively more to main-
tain themselves than those with higher incomes ic explained mainly by two budget
items: the especially high cost of rental housing in Alaska, which weighs heavily
in lJower-income budgets; and the much higher personal income taxes paid by
lower-budget families in Alaska, compared with families at a similar standard of
living in the rest of the United States.

For 1976, the BLS lower budget family in Anchorage is estimated to pay $3,174
annually in personal income taxes and Social S2curity, or $1,745 more than its
standard-of-living ~ounterpart in other urban areas. The details of the comparison
of these are as foliows:

TABLE 1.——PERSONAL INCOME TAX OF A BLS LOWER BUDGET FAMILY OF 4 IN ANCHORAGE, ALASKA COMPARED
WITH AVERAGE FAMILY IN U.S. URBAN AREAS

BLS lower BLS lowsr budget family In
‘buf’lgmmlly A g¢, personsl income
n .

. urbap
areas, sverage
personsl Parcent above
Kinds of tax income tax Amount  U.S, average
Social security and disadility psyments_.. ... ... .cocioeoiia.o. $604 960 59
Parsonal Inegm taxes (lnel‘z«ﬁn{ state and local Income taxes?)... ... 825 2,s M 68

1 [n calculation RRNA made for similar levels of income snd taxes in Alaska in 1975, &4 percent of the personal Income
tax was the Federal tax; 16 percent was state tax.

Source; BLS date

2 The CSA guldeline provides only a zsgnmt aﬂumnent for Alaska above .tho com-
parable $8, stan for the lower 48 Htates. If adjustment were at least 60 per-
cent fnstead, that is, at the ap tolonlotthe:ﬁlmntodrod orence in li

costs, the poverty level for a family of four in Alaska would be §9,860, rather than $7,820.
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It is quite maiihuorward to explain why the federal insome tax is o much
bigher for families in Alaska than for these in the rest of the United States with a
gimilar standard of living, Wages and expenses are higher for the Alaskan famllies,
but in the determination of their tax, these families receive the same absolute
amounts of personal and family exemptions as others in the United States. As'a
result, the Alaskan family has a larger taxable income and also pays at a higher
tax rate on these additional doliars.! .

This inequity in the federal income tax determination is even greater for the
worki:tlg poor in Alaska. To yse an example from the RRNA study, based on 1975
tax returns:

A four-person lower-48 family with a $5,500 taxable income receives $3,000 in
exemptions and has taxable income ol only $2,500, on which it can take the
standard deduction or other deductions. The Ancl'xorage family with an equivalent
income of $8,800 gets only the same $3,000 in exemptions and a taxable income
before deductions of $5,800, more than double that of lower-48 counterpart. Thus
an Anchorage family of four at the poverty level paid almost $700 more in federal
income and Social Security taxes in 1975 than a family in the lower 48 with an
equivalent income. . .

Senator Byrp. Our next witness will be Mr. Michael I. Sanders.

Welcome, Mr. Sanders. You may proceed as you wish.

STATEMENT OF MICHAEL I. SANDERS, ESQ., GINSBURG, FELDMAN &
BRESS :

Mr. Sanpers. Thank you, Mr. Chairman. My name is Michael
1. Sanders. I am a partner in the Washington, D.C. law firm of
Ginsburg, Feldman & Bress. I appear today in my individual capacity,
not on behalf of any client or organization to present testimony with
res’Bect to S. 2554.

his bill provides for adjustments in the so-called zero bracket
amount and the personal exemptions for individuals who are residents
of States having a poverty level which is 15 percent above the poverty
level prevailing in most States. Although the legislation would initially
benefit residents of Alaska and Hawali, it is important to note that
it would be equally applicable to residents of any State whose poverty
level exceeds the national poverty line by 15 percent or more.

I looked at two questions: First, whether the enactment of S. 2554
would be consistent with the tax -policies embodied in current
Federal law and second whether the legislation would increase the
complexity of the tax laws in an unwarranted fashion.

First, since 1964 Congress has followed the policy that those whose
incomes are below the poverty level should be exempt from Federal
income tax. Indeed, Congress has been well aware of the impact of
inflationary price increases on the purchasing power of the poor.

Historically, this policy has been reflected by increasing and ad-
justing the standard deduction to such a level that, when combined
with the personal exemption, taxpayers below the poverty level are
exempt from tax. In effect, a tax threshold has been established,

This policy was reflected in the Tax Reduction and Simplification
Act of 1977 which introduced the zero bracket amount concept,
replacing the low-income allowance. ‘

he thrust of S. 2554 can be viewed as an attempt to refine this
established policy of a tax threshold roughly equal to the national
poverty level to take into account the fact that the poverty level in
some States may differ substantially from the national poverty lovel.

1 It should be noted that Federal employees in Alaska do not the same disndvan!
since t'h:lr cost-of-living adjustment &o’e their base salary (COLA) is not tud)lo.u‘.'
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Such difference -in Soverty levels. are now recognized by the Office
of Management and Budget. OMB now recognizes poverty. levels .in:
Alaska and Hawaii which are 25 and 15 percent, respectively, above:
the poverty levels for the other 48 States. o L

Now, although our tax laws have not, in the past, recognized
regional disparities explicitly in the context of a tax threshold, Congress
has, on several occasions established precedents for taking -such
disparities into account through the tax laws and otherwise when a
clear need, rather than a minimal variation, is demonstrated.

In this regard, and I go into it in some detail in my statement,

code section 165(h), for example, provides special relief for a taxpayer
who sustains a loss attributable to & disaster in an area that is-deter-
mined by the President to warrant such assistance. )
- Another example, 5 U.S.C. 5702(c) permits the General Services
Administration to reimburse government employees at a higher per
diem rate for travel to high-rate geographical areas so designated in
the regulations. o

Another exarple is the small issue exemptions for industrial develop-
ment bonds. At present, that exemption is limited to $56 million-with
no geographical distinction. However, the President, in his 1978 tax
reform proposal proposes to eliminate the exemption in general, but
in designated economically distressed areas, he would leave the ex-
eu}1 tion in effect with the present limit doubled to more than $10
million.

There are a number of other illustrations in the tax law of con-
gressional efforts to help the poor—I offer as illustrations the special
provisions regarding low-income rental housing, Section 167(k), sec-
tion 1039 and section 1250, I offer as illustrations. Consistent with
these provisions, the provisions of S. 2554 in my judgment will effect-
uate more fully the congressional policy of equating the Federal
income tax threshold with the poverty level. ‘

One further comment. A second issue, in response to those who
would argue that enactment would increase the complexity of our
law, it is important to recognize that this bill requires a rather sub-
stantial deviation, 15 percent, in the national poverty level, before its
relief provisions become operative. ‘

Minor variations in poverty levels from State to State would be
disregarded under the bill. Only a substantial deviation, such as 15
percent, is desirable so as to prevent the introduction of multiple
poverty levels and thus administrative complexity to the law where
there is no significant inequity. )

This is a case, in my view, of balancing important tax equity or
social policy considerations versus, in this case, secondary tax simpli-
fication consideration.

Thank you.

Senator Byrp. Thank you, Mr. Sanders.

Senator Gravel? S

Senator GrAVEL. I think the tax simplification can be done within
thg itimputers of government; it need not be foisted upon the indi-
vidual.

Mr. SANDERs. Agreed. , L
. Senator GRAVEL. There is one point that struck me while you were
talking when you alluded to it. Again, I would like to underscore it,



19
and please make comment if you feel you want to. And that is, when'
we talk about the disparity in how we are handled, and we talk about
consistency in the tax code, we are told that this would be inconsistent
if we made these ch based upon real income. Well, that is exactly
what we legislate all the time, as I view it.

When a company comes in here and is getting some horrendously
unfair impact from tax law, we sit here in the Finance Committee and
we pass laws trying to correct that unfair burden thet these people
are subjected to. And here we have a case where we have a situation
by design where poor people in one part of the country do not have to
pay any taxes and poor Eeople in'my State have to carry the burden
of taxation, and where the average citizen carries what appears to be
a very unfair burden. ) . ‘

And the fact that the Nathan study pointed out that the two highest
contributing elements to the high cost of living in Alaska ‘are. one,
housing, and two, Federal taxation. I think that is a very, very re-
vealing thing, and so you point out about disaster relief that we get and
how GSA can do it or how we give a 10 percent tax credit to incite
employment in areas, these are all individual things, manipulations
of the tax code to arrive at certain aims. -

I wonder if you might comment, if you care to, on this. ,

Mr. SanpErs. Well, I agree. Real income is critical in understandi_nﬁ‘
the congressional policy in this regard of weighting this threshold wit
the poverty level. Congress has, man{ times, recognized this in the
past, especially illustrating this in the low-income housing area wher>
there are many benefits, and I go into it in detail in my statement,
to encourage construction and rehabilitation of low-income rental
housing. That makes this very distinction. Real income is critical,
fspelcia y when you are dealing with those individuals at the poverty
evel.

Senator GraveL. Thank you very much. I think your statement is
very clear and I have no further questions. I thank you for coming
forward. ,

Mr. Sanpers, Thank you.

Senator Byrp. Thank you, Mr. Sanders.

- [The prepared statement of Mr. Sanders follows:]

' StaTEMENT OF MicHAEL 1. SANDERS
Mr. Chairman, my name is Michael 1. Sanders. I am a partner in the Washing-

ton, D.C. law firm of Ginsburg, ¥Feldman & Bress. I appear today in my indi-
vidual capacity, and not on behalf of any client or organization, to present testi-
mony with respect to 8. 2554, a bill which was introduced by Senator Gravel
on February 22, 1978. At the request of Senator Gravel, I have analyzed 8. 25654
and I agpear today, to present the results of my analysis to the Subcomraittee,

8. 2554 is a modification of similar legisiation introduced earlier in the 95th
Congrese by Senator Gravel as S. 1978. I am informed that the modified bill has
been drafted in such a way as to eliminate the questions raised by somo as to its
Constitutionality. I am further informed that these doubts have now been regolved
and my analysis has been confined to the provisions of the modified bill, 8. 2554,

Briefly, 8. 2554 provides for adjustments in the so-called ““zero bracket amount”
and the personal exemptions for individuals who are residents of States having a
}i?verty evel which is8 16 percent above the poverty level prevailing in most States.

he le%islation would initially benefit residente of Alaska and Hawaii, but it
would be equally applicable to the residents of any State whose poverty level
exceeds the nation g‘;)r\;erty line by 15 percent or more. My analysis has focused
upon two questions. First, whethar the enactment of 8. 2554 would be consistent
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with the tax policies embodied in current law, Second, whether the legislation
would :nerease the complexity of the tax laws in an unwarranted fashion, :

As to the first question, it appears that since 1964 Con, hags followed the

oy that those whose ihcomes are below the poverty. level should be exempt

m Federal income tax, Historically, this policy has been reflected by increasing
the standard decuction to such a level that, when combined with the personal
exemption, taxpayers below the poverty level are exempt from tax. This policy was
explicitly referred to in 1978 by the Finance Committée when it voted to make
darlier increases-in the stand deduction permanent as part of the Tax Reform
Act of 1976. As a partial rationale for this decision, the Finance Committee's
Report states that absent such action “the income tax threshold would fall sub-
%ti%gtgfny below the poverty level.” S. Rep. 94-938, 94th Cong., 2d Sess. 119

More recently, this policy was reflected in the Tax Reduotion and Simplification
Act of 1977, which introduced the *‘zero bracket amount’’ concept. Specifically,
the Report of the House Ways and Means Committee. on the 1977 Act said:
“In the past, the Congress has used the minimum standard deduction ... to
establish, in conjunction with other provisions, the tax-free income level ap-
proximating the poverty level.” ‘ :

A somewhat similar statement a};resrs in the Report of the Senate Finance
Committee with reegect to such legislation.

“The thrust of S. 2654 can be viewed as an attempt to refine this established
policy of a tax threshold roughly equal to the national poverty level to take
account of the fact that the poverty levels in some States may differ markedly
from the national poverty level. Such differences in poverty levels are now recog-
nized by the Office of Management and Budget and 1 am informed that OMB now
recognizes poverty levels in Alaska and Hawaii which are 25 and 15 percent
respectively above the poverty level for the other 48 States.

though our tax laws have not heretofcre recognized regional disparities
explicitly in the context of a tax threshold, Congress has on several occasions
established precedents for taking such disparities into account through the tax
laws and otherwise when a clear need—rather than & minimal variation—is
demonstrated. For examsale, Code section 165(h) provides special tax relief for a
taxpayer who sustains a loss attributable to a disaster in an area which is deter-
mined by the President t¢ warrant such. assistance. Also, 5 U.S.C. §5702(c)
permits the General Services Administration to reimburse government employees
at a higher per diem rate for travel to “high rate geographical areas’’ so designated
in the regulations. :

There is at least one very recent example of the desire to take into account
special economic circumstances based upon regional needs through the tax laws,

e example to which I refer is part of the President’s 1978 tax reform proposals,
relating to the small issue exemption for industrial development bonds. At present,
that exemJnion is limited to $5 million, with no geographical distinctions. However,
the President proposes to eliminate the examption in general; but in designateé
economically distressed areas, he would leave the exemption in effect with the
present limit doubled to $10 million.

Congress has on a number of occasions utilized the tax laws as a means to
ameliorate the hardsbi!:)s of low income citizens; for example, Congress has con-
sistently provided speclal rules in order to encourage construction and rehabilita-
tion of low income rental housing. See, e.g., Code section 167(k), which provides a
special accelerated depreciation rule for expenditures to rehabilitate low income
rental housing; Code section 1039, which permits sellers of low income housing
projects to defer recognition of the gain under certain circumstances; and Code
section 1260, which provides liberalized rules with regard to recapture of deprecia-
tion on low income rental housing. .

The provisions of S. 2554 can be viewed as expressing similar concerns, and also
as expressing a desire to efiectuate more fully the Congressional policy of equating
the Federal income tax threshold with the poverty level.

It is important to recognize that S. 25664 requires a rather substantial deviation—
15 percent—f{rom the national poverty level before its relief provisions become
operative. Minor variations in poverty levels from State to State are thus dis-
regarded under the bill. A substantial deviation such as 15 percent is desirable so
as to prevent the introduction of muitiple poverty levels into the tax system’
where there is no ségniﬂcant inequity.

To summarize, the provisions of 8. 2554 can be viewed as a refinement of a
previousty established tax policy to exempt individuals below the poverty level.
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Having made this tax policy on several oocasions in the past, the Congrees could
T S. 2554 as co! t with that oy. -

rom the standpoint of tax simplification, it .can be seen that most of the
additional burdens imposed by the bill would be placed upon the 'l‘reasu?b‘and
not upon taxpag:rs geperally. Given the 15 percent test embodied in 8. 2 it
would appear that even these burdens would not:-be widessread since but a few
States would be affected. In any event, there is frequently im upon the
tax-writing committees the burden of bafanclng tax equity considerations against
tax simplification considerations. Should the Committee conclude that tax equity
considerations require adjustment of the tax threshold in cases where there are
substantial deviations from the national poverty level, achievement of equity
my well overbalance the additional .administrative duties imposed upon the

asury.
There is one further point. If S. 2554 is adopted, it may be necessary or desirable
to modify it to prescribe special tgx tables to assure that individuals in those
States to which the bill a:}i)ﬁlies and whose income is slightly above the adjusted
‘‘zero bracket amount” first be taxed at the lowest tax rate of 14 percent.

" This does not appear to occur under the current draft of the bill.

To summarize, S. 25654 can be viewed as consistent with the current tax policy
of equating the tax threshold with the poverty level and as involving attempt to
agp? that policy more equitably by taking into account those situations where
the deviation from the national poverty level is substantial. So long as the trigger-
inq deviation is substantial, the administrative burdens may not be insurmount-
able and there will be little chance of a multiplicity of “zero bracket amounts"
and personal exemption levels.

Senator Byrp. The next witness is a public official of the great
State of Alaska, Mr. Sterling Gallagher.

We are glad to have you in Washington, Mr. Gallagher. I guess
you left warmer weather than you have come to, have you not?

Mr. GaLrLaGHER. I am afraid that is true, sir.

Senator Byrp, You may proceed as you wish.

STATEMENT OF STERLING GALLAGHER, COMMISSIONER OF
REVENUE, STATE OF ALASKA

Mr. GALLAGHER. For the record, I am Sterling Gallagher. I am
commissioner of revenue for the State of Alaska.

I have a rather long and involved statement. :

Senator Byrp. Your statement will be published in full in the record.

Mr. GaLLAGHER. There are a few things I would like to point out
in it. On one of the back pages there is a table of where the cost
-of living has gone in the last—on page 7—where the cost of living
has gone in Alaska for the last 4 years, and it points out that for a
family of four with a lower income, during the pipeline boom the cost
of living for a lower income family was.at 147 percent of the south
48. During that period, it went up to 164. '

Now, this is based on Anchorage. Let me give you an example of—
there are also statistics on what the cost of living is in various areas
in Alaska. There is one jndex put out by ‘‘Alaska” magazine that has
just the cost of food. The cost of food—and it describes the com-
parision with Seattle. '

Anchorage is, I think, 122 in comparison to Seattle. And Anchorage
and Ketchikan and Juneau are all around 122 to 124. Fairbanks is
134. We have cities, like Nome, that are.in the 190 range in the cost
of food with comparison to Seattle. o

So these more rural areas, the cost of living is far worse than even
these charts show. They might be as high as 50 percent higher.
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We realize that the Senator’s bill just tries to make an adjustment
for the region, but there are people in the State of Alaska whose
cost-of-living is even 50 percent worse than this situation. - _

‘So any adjustment, I think, is well worthwhile. '

_Also, the Federal Government recognizes the legitimate cosi~
of-living differentials by giving a cost-of-living allowance to Federal
employees. In fact, Federal employees are a very privileged class
in Alaska. They get 26 percent extra in their income and it is tax
exempt. No other citizen in Alaska will get that.

That is a real advantage. After you give a tax break to that; that
comes back out to about 140. That is something that has been
recognized. . ‘ ‘

Senator Byrp. Thank you, Mr. Gallagher. Let me ask you this.

In Alasks, is the commissioner of revenue an elected office?

Mr. GALLAGHER. I am & %ointed, sir, by the Governor.

Senator BYrp. Appointed by the Governor.

Mr. GALLAGHER. | serve at his pleasure.

Senator BYrp. Do you happen to know the total assessed value of
all of the private property in Alaska? "

Mr. GaLLagEER. If you include the pipeline, it is $19 billion.

Senator Byrp. I beg your pardon? ‘

Mr. GarracHeR. If you include the pipeline, sir, it is $19 billion.

Senator Byrp. $19 billion? -

Mr. GaLraGHER. Including the pipeline.

Senator Byrp. What is the value of pipeline?

Mr. GALLAGHER. $10 billion of that.

Senator Byrp. $10 billion out of the $19 billion? That is very
interesting. :

Mr. GALLAGHER. Sir, 2 years before the pipeline the assessed value
in the State was $6 billion and it went through a high inflation and
all the assessors came out and got us again and at the end of & 2-year
period, we went from $6 to $19 billion.

Senator BYRD. You are assessed at 100 percent of value?

Mr. GaLLAGHER. Yes, sir. By the constitution.

Senator Byrp. Thank you very much.

Senator Gravel?

Senator GraveL. I would, by a way of question, could you elab-
orate on how we tax, the way our State tax works as a percentage of
Federal tax, and what would be the impact if we were to try to effect
greater justice at the Federal level? e :

Mr. GaLLAGHER. Our State tax is a glig back on the Federal
system, so whatever tax law you pass for the Federal system, we also
- give a similar break to the State citizen. Our tax is equivalent to
about 20 percent of the Federal tax. So we estimate that the impact
on Alaska will be $25 million for the Federal Government and an
additional $5 million for the State government. N

Senator GRAVEL. So that when this committee passes a credit or
changes the tax law, we are essentiallxlacting‘to that same pereentage
or degree on behalf of the citizen of Alaska in tax policy.

Mr. GALLAGHER. Yes, sir. o .

Senator GrAVEL. So in arriving at justice in the cost of living, 25
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ercent change at the Federal lével means a 5 percent change at the
tate level? L L

Mr. GarraagrER. Right. It would give the citizen approximately
a 30 percent break.

Senator GraviL. I wonder if you could submit for the record—
maybe we already have it—how you arrived at those es of $25
million. That is a variant from the Treasury which had it at over
$70-some-odd million for both Hawaii and Alaska and I think the
break-out was $37 million, for Alaska. So there is a $12 million differ-
ence with respect to your figures and the Federal figures.

Mr. GaLuagrER. I will be happy to do that for you, Senator. It was
developed by my revenue estimating section. ! :

Senator GRAVEL. I wonder if you would comment on the attitude of
Alaskans toward taxation. I know that nobody loves to pay taxes, but.
obviously if we want to provide certain services, we have to pay taxes.
But with respect to this particular issue, the high cost of living, high
income, in terms of the tax burden?

Mr. GaLrLaGHER. I expected when I took this job that I would find &
real aversion to—you know, more taxpayer resistance than I have
found. People do not mind paying taxes if the goals are legitimate and
things like that.

en it comes to the cost of living, the cost of living has a severe
impact with what you think is legitimate spending. In the rural areas,
where the cost of living is even 50 percent higher, taxation in those
areas of the State is a much more volatile issue than it is in the urban
areas.

In the urban areas, taxation is not nearly as volatile a subject.

I can gaﬁe the impact of the cost of living very well that way in the
State. In the rural areas, they go to war over taxation issues, where
urban areas are much quieter. _

Is that a way of answering the question?

Senator GRAVEL. Yes. g

The other point that I was just thinking about while you were talk-
ing was many times we see published in U.S. News & World Report
and others that they are trying to measure the effort by various citizens
of various States, you know, where do you rank in your tax effort.

Now, if you are familiar with these types of comparisons, do they
take cognizance of this discriminatory feature where we pay, accordin
to Nathan and Associates, 2} times more just in the income tax alone
Has your Department made any comparability studies or analysis in
this regard, because what I have seen is in the last one we came off
very poorly in tax effort. But I suspect that there is no cognizance
given with what we are talking about on this particular issue.

Mr. GaLraGHER. The real way to look at tax effort is to look at a
gercentage of personal income and the statistics I have seen on the

tate level were, if you include oil taxes, were up around the No. 1.
If we include personal effort we are down about 30. But when you add,
I think, the Federal burden to it, we rapidly rise back up to the top
of the heap again.

1 At presstime May 15, the material had not been received by the committee.
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Senator GraveL. I have some information that I would like to put
into the record and I might really commend your office to. maybe
initiate some kind of a comparative study on' that. It would help us
back here tremendously. ' '

Mr. GALLAGHER. I would be happy to do that.”

Senator Graver. Not only on 'this particular legislation but, I
think, as people perceive us in Alaska. - "

Mr. GALLAGHER. We have a good handle, Senator, on just what—
we have a very good working relationship with the Internal Revenue
Office there and between the two of us we can get the data.

Senator GraVEL. I think that is because of your personal attention
and the good will that you have established.

I want to thank you very much for coming forward. It was just
good, since we had the Commissioner here on other matters at this
time, that we were able to get him to reinforce this hearing.

Senator Byrp. I am glad the Commissioner could be here today.
In Virginia we have a tax segregation system which means that the
localities tax real property and tangible propert{. The State taxes
intangible property and neither jurisdiction taxes the type of property
allotted to the other jurisdiction. ,

How does your system compare with that?

Mr. GALLAGHER. Sir, the State of Alaska has only reserved one
taxing power onto itself and that is the power for income tax. We have
delegated to the local municipalities the power of property and sales
tax. - (

Senator Byrp. Property and sales tax?

Mr. GALLAGHER. Property and sales tax. We are very unusual
among the States in that way. The major sources of the State’s income
are income tax, of course, and severance taxes, which is a type of
sales tax. Severance taxes are excluded from local taxing power.
They only have sales and property. -

Senator Bymp. Virginia localities have the local pro ertK tax,
the State has the income tax and a part of the sales tax. €Ve‘ ave a
4 percent sales tax and the localities have 1 percent of the 4 percent.

r. GaLLagHER. We kept the progressive taxes and gave the
municipalities the reﬁressive taxes. .

Senator Byrp. With regard to the Alaska pipeline, is it being used
to capacity? ) :

Mr. GaLraGHER. No, sir, it is not. Tomorrow they are,sugposed
to increase the capacity. Right now, it is shipping 715,000 barrels
a dcy. On March 2, it will increase throughput to about 1,150,000
barrels a day. That was due to pump station 8 blowing up.

Senator Byrp. Is capacity 1 million barrels per day?

Mr. GALLAGHER. Its rati? capacity right now is 1.2 million barrels
per day, but they have found viscosity problems with the oil and they
cannot quite put as much oil into it as they thought so it is goingto
flow at about 1,150,000 barrels a day. .
AlSellim?tor Byrp. Just one final question. What is the population of

aska .

Mr. GALLAGHER. 420,000. )

Senator Byrp. Thank you very much, Mr. Gallagher. -

Senator GravEL. Thank you, Commissioner, very much.

[The prepared statement of Mr. Gallagher follows:)
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SraremMENT OF CoMMISSIONBR STERLING GALLAGHER, DRPARTMENT OF RRVENUR,
STATE OF ALASKA

- Testimony supporting 8. 2554, a bill introduced by Senator Gravel, to increase
the zero bracket amount and personal exemption deduction.

At the very outset 1 want to express my appreciation of the fact ihat Congress
is willing to consider recognising the severe impact of a substantially higher cost
of living which must be faced by individuals residing in the States of Alaska and
Hawaii. I strongly support the conce{)t embodied in this bill whereby individuals
whose income i8 at the poverty lavel should not be required to pay any tax on
their income. The guideline table which Senator Gravel referenced when he
introduced the bill was issued by the Office of Management and Budget and
defines the poverty level of income for purposes of eligibility for Community
Services Administration programs. The table indicates a 256 percent increase over
the contiguous States for Alaska and a 15 percent increase for the State of Hawaii.
While these adjustments would appear to be very substantial, statistics issued by
the Bureau of Labor Statistics would indicate that even thess adjustments are
not nearly enough to compensate for the much higher costs incurred, especially
at the low income levels by individuals residing in the State of Alaska.

As Sepator Gravel pointed out when he introduced S. 2554, the current tax
laws of the United States make no provision for this severe disparity in costs of
living faced by individuals in Alaska. -

I would not be so naive as to suggest that Alaska and Hawaii are tlie only
States which suffer an increased cost of living as compared to other parts of the
contiguous United States. However, when comparing various parts of the con-
tiguous United States with each other, the disparity ‘rom region to region is
quite minor when compared with the disparity between any region within the
contiguous United States and the State of Alaska. : .

The statistics which I will be quoting subsequently have been issued by the
United States Department of Labor, Bureau of Labor Statistics. The data is
entitled, “Urban Family Budgets and Comparative Indexes for Selected Urban
Areas’’. This information was updated through the autumn of 1976 and published
on April 27, 1977. This information provides an analysis for three hypothetical
annual family budgets and the comparative indexes that can be used to compare
the cost of these budgets in selected areas. This information reflects both changes
in prices and personal taxes which had been made up through the autumn of 1976.

he first table that I would like to reference is their Table D which summarizes
the annual costs of an intermediate budget for a 4-person family residing in
urban United States and 38 metropolitan areas. The ranking of the 38 metro-
politan areas did not include Anchorage, Alaska or Honolulu, Hawaii; however,
the information for these cities was published. Extracting just a few of the cities
discloses the following:

Total cost

Ranking: of budget
1. Boston, Mass_ ... eccccecaan $19, 384

2. New Y’ork-Northea,ster, N e 18, 866

3. San Francisco-Oakland, Calif . _____________________________ 17, 200

7. Washington, D.C., Maryland, Virginia.______________________ 16, 950

32. Houston, TexX.. .. oo cmeecccae e m———— 14, 978

The average total cost for the urban United States is $16,236. The total cost for
a similarly situated family in Anchorage and Honolulu is $23,071 and $19,633
respectively. An analysis of these figures discloses that the average annual cost
for an intermediate budget in Anchorage is 42.1 percent more than that for the
average urban United States. If sufficient data were available on the bush areas
of the State of Alaska, it would disclose that individuals in those areas are faced
* with an additional 10 to 20 percent higher cost of living than those residing in
the vicinity of Anchorage.

The data published by the Buredu of Labor Statistics also includes three tables
which disclose the annual cost of a 4-person family with lower, intermediate, and
higher income budgets, These costs are summarised in the form of aver for
the urban United States, metropolitan areas in the United States, and non-
metropolitan areas. I have added to each table the appropriate annual costs in
Anchorage, Alaska for each category. ‘
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TaBLE 1.—Annual costs of a lower budget for a §-person family, autumn of 1976

Total

. - budget
Urban United States_ .. e $10, 041 .
Maetropolitan areas. . - oo ecccmeeCeeaen w--- 10,189
Nonmetropolitan areas. _ .. . .. e maaccanas - 9,382
Anchorage, Alaska. . e iccmceae- 16, 492
TasLE 2.—Annual cosls of an t‘nterm;d;’gt;abudyet for a -person family, autumn

A ‘

Total

: budget

Urban United States. .. oo oo e ccccmec e $16, 236
Metropolitan areas. . . . ... cccccncnea 16, 596
Nonmetropolitan areas__ . . 14, 625
Anchorage, Alaska. . __ . lccicaoa 23,071
TaBLE 3.—Annual costs of a higher budget for a 4-person family, autumn of 1976
Total

budget

Urban United States. . - - oo $23, 759
Metropolitan areas._ . - . . e 24, 492
Nonmetropolitan 8reas. - o o oo oo 20, 486
Anchorage, Alaska._ . oo e 33,273

" The next three tables published by the Bureau discloses the same informstion
in the form of indexes with the United States urban average annual cost being
considered the base or 100 percent. These tables disclose the following:

TaABLE 4.—Indexes of comparalive costs based on a lower budgel for a 4-person family,
autumn of 1976 (U.S. urban average cost=100) :

Total

budget

Urban United States. .. .. . oo eemo— oo 100
Metropolitan areas_ _ ... ____ e memaacoaa 101
Nonmetropolitan areas._ . . . - s 93
Anchorage, Alaska.__ . .. o iceacaeoaa 164

TaBLE 5.—Indezes of comparative costs based on an intermediate budget for a-4-person
Jamily, autumn of 1976 (U.8. urban average cost=100)

Total

budget

Urban United States 100
Metropolitan. . - o o e 102
Nonmetropolitan._ _ 90
Anchorage, Alaska..____ 142

TABLE 68.—Indexes of comparalive cosis based on a higher budget for a 4-person
family, autumn of 1976 (U.S. urban average cost=100)

Total

budget

Urban United States 100
Metropalitan. ... e 103
Nonmetropolitan- . ... oo __. - 86
Anchorage, Alaska ... .o o oo e oo emeeeeeemem 140

The first obvious conclusion that can be drawn from these tables is that not
only is it substantially more expensive for a 4-person family in any income category
to survive in Anchorage, Alaska, but a substantially greater impact is felt by those
families in the lower income brackets. The low income famﬂﬁn;lf Anchorage
Alaska must have a budget that is 64 percent higher than a similarly situated
family in the urban United States, while a family In the intermediate and Ligher
ix;clz_)n?e brackets requires 40 percent greater income to maintain the same standard
of living.
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- My primaﬁ intent in this detailed review of these statistics is to emphasize the
fact that while 25 percent amam to be a substantial adjustment for families
living in Alaska, it in fact, falls far short of the actual increased cost incurred
by individuals residing in A]asks, especially those in the low income areas.

A further review of these statistics for the past four years is esspecially distressing

-as it discloses that the disparity between the urban United States average and

_Anchorai)ge hkastsincreased substantially, especially for those individuals in the low
income brackets, -

SUMMARY OF THE HISTORICAL DATA FOR THE ANCHORAGE INDEXES !

Total budget
Year Lower. Intermediate - Higher
147 131 126
149 133 128
159 139 136
164 142 10

1U.S. urban average cosi equals 100. ) -

As you can see, the budget requirements for a low income family in 1973 was 47
percent greater than that for the average urban United States. That figure has
now increased to 64 percent greater than for a family in urban United States.
Although the increases for families in the intermediate and higher income brackets
is less severe, it shows the same general trend.

I do not believe that I can overemphssize the fact that a real need exists for
our tax laws to recognize the severe impacts of the higher cost of living experiences
by individuals in the noncontiguous States of Alaska and Hawaii. I strongly sup-
port S. 2554 and urge that it be passed.

Senator GrAvEL. Thank you, Mr. Chairman. I have several items
I would like to submit -or the record.

Senator BYrp. Yes, without objection, any matters that Mr. Gravel
would like to put in the record will be put into the record.

[The material submitted by Senator Gravel follows:]

UNITED STATES SENATE,
. Washington, D.C., February 27, 1978.

Hon. Mike GRAVEL,

U.8. Senate,

Washington, D.C. :

~ Drear Mixe: Thank you for your letter of February 17, 1978, inviting me to
attend the hearings on S. 1978, a bill you had introduced to increase the zero
bLracket amount and Efrsonal exemption deductions for residents of Alaska and
Hawaii to reflect the high poverty level income in our States. I regret the delay
in answering your letter.

As you have recognized, the poverty income level in Hawaii is much higher
than the level in the contigrous 48 states. Acknowledging the hif)her cost of living
ic Alaska and Hawaii, the Community Services Administration Programs provide
an increase for these two States. In addition, the Department of Labor has found
that an intermediate budget for a family cf four in Hawaii, is higher in Hawaii than
in any other part of the United States, except for Alaska. -

The high cost of living in Hawaii, has led to serious economic and social prob-
lems. In addition, the high gove:ty income level has greatly increased the cost of
SOCiball services program in the State. No doubt, Alaska has experienced the same
problems.

You are to be complimented for the effort put forth in your proposal. Your
bill deserves full consideration as a proposal to alleviate the complex economic
problems facing our two States and the nation.

As with other tax legislation, this bill must be examined in light of our national
tax policy. In this regard, I will closely follow the hearings on this measure with an
open mind to this as well as other proposals that seek to alleviate the problems
facing the residents of our States. .
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- 1 appreciate this ‘opportunity- to comment on:your proposal.and:regrat that I
am unable to attend your hearings, becausé of conflicting engagements.
Aloha and best wishes. .
Sincerely, :
SpaRk MATBUNAGA,
U.8. Ssnator,

{From the Congréssional Record, Feb. 22, 1878]

By Mr. GRAVEL:

S. 1978. A bill to amend the Internal Revenue Code of 1954 to provide an
increased zero bracket amount and personal exemption deduction amount for
individuals residing in Alaska and Hawaii; to the Committee on Finance.

Mr. GraveL. Mr. President, the legislation I am introducing today is designed
to correct a basic flaw in our tax system that clea;;iadiscﬂminates against lower
income persons in the non-contiguous States of Al and Hawaii.

Congress has followed the principle, since 1064, that poverty level income should
be free from taxation. The reﬁort of the Ways and Means Committee of the

- House of Representatives on the Tax Reduction and Simplification Act of 1977
contained the following paragraph:

In the.past, the Congress has used the minimum standard deduction . .. to
establish, in conjunction with other provisions, the tax-free income level approxi~
mating the poverty level. This policy started with the Revenue Act of 1964. The
Committee now believes that a higher floor is now needed to increase the income
level at which people begin to pay income tax (the tax threshold) to offset its
erosion by inflation. ’
t'I‘he Senate Finance Committee report on this legislation contains a similiar
statement.

While this policy has offered relief from taxes for wage earners at the poverty-
level, it has not been consistently applied with respect to Alaska and Hawaii.
The Office of Management and Budget defines poverty level income for the pur-
poses of eligibility for Community Services Administration programs. I ask
unanimous consent that the poverty it{xide]lnes be printed in the RECORD,

The table indicates that Alaska and Hawaii receive an adjustment in the poverty-

—tevel in recognition of the high cost of living in those non-contiguous States.
However, the tax laws do not provide for a similar adjustment in the grinciple
articulated above. In effect, persons at the poverty level in the continental United
States escape tax liability. Poverty level families in Alaska and Hawaii do not.

This legislation provides for a 25-percent adjustment in the standard deduction
and personal exemption for taxpayers in Alaska and a 15-percent adjustment for
taxpayers in Hawaii. I ask unanimous consent that a table showing. the effect of
this measure be printed in the RECORD.

. There being no objection, the table was ordered to be printed in the RECORD,

as follows:
CSA POVERTY GUIDELINES
Nonfarm Farm
Family size family family
Cor.ti States: -
W $2,970 $2, 558
3,930 3, %60
4, 8% 4.170
5. 850 4,380
6,810 5,190
1,110 6,600
Nonc:lnu u%;ssmg':n adjustment)
aska " :
S per 3,720 3,200
4,920 4,210
6,120 5, 220
7,320 6,230
8,520 7,240
8,720 8.250
430 940’
3: 530 g’. 810
T3
5 1,80 6, eg
[ 2SR ceceeemcvscacaas 8,930 7,5%

Note: Federal Register, vol. 42, No. 79, Monday, Apr. 25, 1977, p. 21109,
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Mr. GraviL. I am well aware that other areas of the Unit,qd Stawa;experl-
enoe -high-coats ol living and I would faver.similar relief.for. ers nation-
owever, ;tho Department of Heaith, Edusation, and . .has -in-

dioated .that:an accurate, meayure of: coetfofdwing diﬂerentiah acmsathe United
States .would require an.expenditure of .$50 millicn to: devel Stnd!es .also
indieate that.the.cost-of-living diﬂerenﬂal between any.two poin Lower
48 is: small .in ;magnitude. compared to-the differential between the wer 48
and . Alaska and Hawaii.

.Since OMB already recognizes a different- puverty level for these two Statee,
I believe. it ia ing)ortant that-Congress provide, equity in taxation for:the.
rnyelz;stiin ‘these - States. -1.urge the Finance Committee to act.quickly on.this

on.
‘ask.unanimous. consent that.the text. of:the. bill: ibe, printed in the .REgORD.’

There ' being: no ob;ection, the bill was Drdeted to be .printed in the Rncom),

as follows:
‘ .8/ lm

A bill to amend the Internal Revenue Code of 1954 to -pravide an mcreased
zero.bracket amoynt and personal exemptlon deduction amount ‘for- individuals
residing in Alagks and. Hawali.

Be 3t enacted by the Senate and Houu of. R‘ preseniatives. of ‘the Uniled 'Stales of
America in Congreas assembled, That (a) sectlon 83 of the Internal Revenue Code
of '1954 (relating to taxable inéome deﬁned) is_ amended 'hy. a.dding at tbe end
thereof the.following new subsection: -

“?) Specisl ‘Rules for Alaska and Hawali— -

1) a.—In the caseof an individus! who is'a; resident of Alaukh and who is
physically ,present in ‘Alaska’for miore than'180" days dunng the -taxable year,
aubvsectiosx}1 d) shall be %hed by subatxtutlng— o

"ar ‘83,

_4(B) ‘82 'ISO' for '32200 and
, H(C) 332 omr quus

14(2) ‘Hatwaii.—In the case of an indivxdual who is'a. resident of Hawaii -and
E is_phys xcally resent, in. Hawall for-more than ‘180 days dunng the: tsxa.ble

subsectlon (d) ‘shali ‘be aPpl,ied by sub;ututing, -
$3,700’ for ‘$3,200', e

“ ‘$2550'for‘$3 00;, and e Sy
“(C) ‘$1,850° for-$1, -2 b Py
1 ,(b)aSect.{on 151. of such ‘Co;de (relatiz;g tp‘aupyy»ncqr of .deduction fer personal

by.ad t d agn
““’?ﬁwwu&%“ theend w thefo ::'mwfmm

Tesident of Alasks snd:wha,is 8. for more than
during the texabile year, ﬁ% ubs ftut
for ns@*’&m place a‘{)pears In the case l'gme afy oi: a r&ﬁ!m ‘ot

Hawaii and who is physically present in Hawaii for more than 180 days durin
the taxable year, thm section shall be applied by substituting ‘$850’ for ‘$7

T8,

(c)fl) Sectlgx?elaw(a) of such Code (relating to requirement of withholding)
is amended b J addmgeat the end thereof the following new sentence: “The
Secretary shall prescribe special tables for use in withholding on wages paid to
indtiiﬂdul%l: (ff():r whom the amount of a withholding exemption is determined under
section

(2) Section 6012 of such Code (relating to persons required to make returns of
income is amended by redesignating subsection (d) as (e) and by inserting after
subsection (¢c) the following new subsection:

.‘»
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“{d) Special Rules for Alaska and Hawaif.—In"the casd of an individual whose
bracket amount is determined under section 83(i) (1), this section shall be a; glied
by substituting ‘8950’ for ‘8750’ each place it appears, ‘83,700’ for ‘8‘3, 50°,
$4,050° for ‘$3,950’, and ‘85,900’ for ‘$4,700". In the case of an individual whose
zero bracket amount is determined under section 63(i)(2), this seot}o.n ghall by

lied by substituting ‘8850’ for ‘$750’ each place it appears, ‘3,400 for ‘82,950’
‘$4,500°, for ‘$3,960', and ‘85,400’ for ‘34,700,

£c. 2. The amendments made b; this Act apply with respect to taxable vears
beginning after December 31, 1977.

STATEMENTS ON INTRODUCED BILL8 AND JOINT RESOLUTIONS

By ‘Mr. GRAVEL: TR :
8. 2554. A bill to amend the Internal Revenue Code of 1954 to permit adjuste

ment-of the zero bracket amount and the amount of the exemptions allowed by
section 151 for residents of States for which the Director of the Office'of Man~
‘agement and -Budget has adjusted the lével of the official poverty line to a level
greater than the mvaﬂin level in most, States; to the Committee on Finance. -
Mr. GraveL. Mr. Pres{ dent, on August 2, 1977, I introduced 8. 1978, a bill to-
amend the Internal Revenue Code to &rovide an increased gero bracket amount.
-and personal exemption deduction for individuals residing in Alaska’ and Hawaii.
This legislation pr?oses to provide relief from taxes to wage earners at the poverty
level in Alaska and Hawaii, based upon the principle established by Congress in
1964 that the minimum standard deduction apd personal exemption are to be
used to establish a tax-free income level approximating the poverty level. As'1
explained to my coll es8.last -August, the Office of Management and Budget
recognizes poverty levels in Alaska and Hawaii which are 25 and 15 percent re-
spectively above the poverty level for the Lower 48, However, the tax laws provide:
no similar adjustment and persons at the poverty level in the continental United
States escape tax liability while poverty level families in Alaska and Hawaii do not..
Since that bill was introduced, one of the principle objections raised has bee
one of constitutionality. The objec§ion is that a spécial mle for certain geographic
areas violates the rule of uniformity for the tax code. Although I find little uni-
formity in the tax code generally, and feel that the absence of this type of adjust-
ment might constitute a special rule for the noncontiguous States, I am willing to-
acknowledge the possibility of a problem in this area in arder that the issue c2n bé
considered on its merits. Therefore, I am introducing a modified version of the
bill which will permit a.djust,ment of the zero bracket amount and personal ex-
em&tion deduction for residents of any State for which the Director of the Office
of Management and Budget has adjusted tke level of the official é)overty line to &
level at least 15 percent greater than the prevailing level in most States. . .
The Senate Finance Subcommittee on Taxation and Debt Management has .
scheduled a hearing on this matter for March 1. In order that the hearing not'be-
clouded with the issue of constitutionality, I will ask the subcommittee to consider
this bill and take a close.look at the extent to which the current system dis-
criminates against the residents of Alaska and Hawali. | S

Wao’s Gor Biagesr Tax ermm? We Do

Alaska has moved to the top of the list of all 50 states as the [‘;Iace with the
highest per c:fita burden of local and state taxes, according to a federal report.
Alaskans paid taxes amounting to $1,895.84 per é)eraon, or 21.8 pervent of each
person’s Personsl income, in the year ended June 30, 1976, a siory in U.8. News
and World Report says. The story was based on Department of Commeroe figures.

.2
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The 49th state moved ahead of New York, where tax collections amount to
$1,139.94 per person, or 17.3 peroent of each person’s personal income,

The state and local tax bite has increased everywhere, however. Over the past
10 years, the state tax rates have climbed 152 percent, while federal taxcs includ-
ing Bocial Security have gone up by 105 percent.

Senator GRAVEL. Again, thank you, Mr. Chairman, for accommo-
dating us with this hearing. I know that it is & difficult question and
we are just beginning to pioneer here.

Senator BYrp. The committee will stand in adjournment.

[Thereupon, at 11:056 a.m., the hearings in the above-entitled

matter adjourned.]
O .



