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Tax Indexing Act

Summary

Forty-four states impose broad-based income taxes. The income tax rates are
progressive in all but six of these states. As incomes rise to keep pace with inflation, the
progressive income tax structure automatically extracts higher percentages of that
income for state budget coffers. Indexing income taxes automatically adjusts tax
brackets each year to keep pace with inflation.

This Act requires that income tax brackets, personal exemptions, and standard
deductions be reset each year to reflect changes in the Consumer Price Index (either
metropolitan or national).

Model Legislation

{Title, enacting clause, etc.}

Section 1. This Act may be cited as the Tax Indexing Act.

Section 2. For the purposes of this Act:

(A) "State department of revenue" means the state agency whose responsibility is to
calculate tax rates and to collect taxes.

(B) "State revenue and tax code" means that portion of the state tax code which
delineates state policy and procedures for the collection of taxes and other sources of
state income.

Section 3. The legislature of the state hereby finds and declares:

(A) That the income tax laws of this state, in combination with economic inflation and
cost of living increases, have created an inequitable treatment of the taxpayer because
the application of the prescribed rates of tax to increasing personal incomes has resulted
in increasing the individual's liability although the individual's purchasing power or "real
income" has remained the same or decreased;

(B) That it is the purpose of this Act to adopt a method of mitigating and reconciling the
inequity described in Paragraph A of this Section by providing flexibility within the tax
structure through the development and use of an annual adjustment factor.

Section 4. {Amendment to state revenue and tax code.}

Section [cite appropriate number] of the state revenue and tax code is amended to
read:

(A) There shall be imposed for each taxable year upon the entire taxable income of every
resident of this state and upon the entire taxable income of every nonresident which is
derived from sources within this state, except the head of a household as defined within
the state revenue and tax code, taxes in the following amounts and at the following
rates upon the amount of taxable income:

[Insert tax table as defined in Section 4., Subsection A.]

(B) There shall be imposed for each taxable year upon the entire taxable income of every
resident of this state and upon the entire taxable income of every nonresident which is
derived from sources within this state, when such resident or nonresident is the head of
a household, as defined in the state revenue and tax code, taxes in the following
amounts and at the following rates upon the amount of taxable income:

[Insert tax table as defined in Section 4., Subsection B.]

(C) The tax imposed by this Act is not a surtax.

(D) For each taxable year beginning on or after January 1, [insert effective date], the
State Department of Revenue shall recompute the income tax brackets prescribed in
Subsections A and B of this Section. Such computation shall be made as follows:

(1) For states that compute an annual state consumer price index; the state department
of revenue shall obtain the percentage change in the state consumer price Index for all
items from September 1 of the prior calendar year to September 1 of the current
calendar year.
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(2) For states that do not compute an annual state consumer price index:

(a) The state department of revenue shall obtain the percentage change in the national
Consumer Price Index as prepared by the U.S. Department of Labor, Bureau of Labor
Statistics, for all items from September 1 of the prior calendar year to September 1 of
the current calendar year.

(b) The state department of revenue shall compute an Annual Inflation Adjust-ment
Factor by adding 100 percent to that portion of the percentage change figure which is
obtained pursuant to Subsection (a), and dividing the result by 100.

(c) For each taxable year beginning on or after January 1, [effective date], the state
department of revenue shall recompute the income tax brackets by multiplying each
income bracket figure in Section 4., Subsections A and B, by the annual inflation
adjustment factor, the amounts of each bracket to be rounded off to the nearest $10.

(d) For each taxable year beginning on or after January 1, [effective date] the state
department of revenue shall recompute the personal exemption and the standard
deduction as provided in the state revenue and tax code by multiply-ing each figure by
the annual inflation adjustment factor. The amounts of the personal exemption and the
standard deduction are to be rounded off to the nearest $10.

Section 5. {Severability clause.}

Section 6. {Repealer clause.}

Section 7. {Effective date.}
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