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REMINGTON LOW
FIItSIOKNT ft CHAIRMAN OF 7 At FOARD December 6, 1979

Honorable T1im Kelly
State of Alaska

Pouch V

Juneau, Alaska 99811

Dear Senator Kelly:

Thank you for your letter of November 21, 1979 regarding income
tax exemption for interest earned in Alaska financial institutions.

I personally believe your proposed bill will be beneficial to the
people of Alaska as well as to Alaskan financial institutions.

It gives a needed tax break to all Investors, but it especially
helps small savers who are not able to buy $10,000 money market
certificates or $100,000 certificates of deposit. The Congress
of the United States has been talking about helping the small
savers for a long time, but has never been able to get arourd to
it.

It will also, as you state, encourage capital formation within
Alaska which 1s beneficial to business as well as to the economy
of the state in general.

Banks need Increased deposits so they will have money to lend to
Alaskans. All to often under our present way of handling state
money the state®"s resources go outside the state to the big banks
1n the lower fourty-eight who are able to outbid the much smaller
Alaskan banks.

Another thing your bill would accomplish 1s to make Alaskan financial
institutions more competitive with the large insurance companies and
brokerage firms who are aggressively selling money market funds, which
money then imnedlately leaves the state.

O Ildest Bapk ip "laska



I discussed your letter with the other directors of the Alaskan
Bankers Association at a meeting in Anchorage yesterday, and they
were heartily in favor of it.

I would suggest you talk your bill over with Wes Coyner whom I am
sure you know to see if he can be of any assistance to you. He
represents the A. B. A. in the legislature, and is very knowledgeable
about banking matters.

If | can be of any assistance please let me know. I would be happy
to meet with you at your convenience.

Sincerely

Remington Low
President & Chairman
of the Board
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Senator Tim Kelly date November 28, 1979
Pouch V

Juneau, Alaska 99811 subject Exempt Interest
Dear Tim,

Read your letter and the draft of the proposed bill. I heartily agree with the
idea. Lets keep Alaska"s money in Alaska and with the people. It might also
prove an incentive for people to start saving more. A lot of complaints that
are heard referes to the fact "why earn interest, the government will just take
it away".

Keep up the good work and keep us informed.

Thank you.

Barbara B. Brailier. General Manager
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December 4, 1979

The Honorable ~im Kelly
Alaska State Senate

283 Muldoon Road

Station Box 76
Anchorage, Alaska 99504

Dear Tim:

Your proposed legislation exempting interest earned in
Alaska financial institutions from taxation is great!

In addition to encouraginggreatersavings on the part of
Alaskans by generating ahigherreturn for them,this will
also have the effect of stemming the outflow of money.

Rates on certificates of deposit of over $100,000 are nego—
tiable. Because of the rather unusual money market conditions,
Alaska banks have presently been unable to compete with
banks in the "lower 48" which are paying extremely high
rates. As a result there has been somewhat of an outflow of
funds from Alaska. IT interest on Alaska CD"s were exempt
froru state taxation, the effective yield on Alaska CD"s
would be considerably higher and the outward flow of funds
would cease.

IT there is any way in which I can assist you further on
this matter, 1 would be most pleased to do so.

Cordially,

Robert R. Richards
President

RRR/ph

r O Bo» 4?20 » Anchoraae. Alaska 99510



FADALASKA
FEDERAL
CREDIT
UNION

ANCHORAGE
Pouch 756
Andorage. Alada 99510
W.E. SAMPLES

Gareral

R.N. RICHARDSON

MARSHALL ELLISON
Assistant: Maneger

@ 276-1011

FAIRBANKS

Box 6/0

Rairterks. Aladka 99707
PJ.SCHULER  Mareger
(@7 &56-23

KODIAK

P.0. Box 10
Kodigk, Alada 99615

JT.JOHNSON  Manager
1907) 4675340

JUNEAU

Box 1307
Jureau. Aleda 982
RW. COOPER Maneger

(907) 789 2128

December 6, 1979

The Honorable Tim Kelly
Alaska State Senate
Pouch V
Juneau, Alaska 99811
Dear Senator Kelly:

Thank you for your correspondence of November 23 with the outline
of your proposed legislation exempting Interest earned in Alaska
financial institutions.

We in FedAlaska would be Interested in and give very heavy support
of legislation as you have outlined.

Savings in financial institutions is the primary source of capital
for mortgage loans and consumer lending and we feel this would be

one of the best things that could be done for future development
in the State of Alaska.

Sincerely,

W. E. Samples
General Manager

WES/sps
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December 12, 1979

The Honorable Tim Kelly
283 Muldoon Road
Station Box 76
Anchorage, Ak 99504

Dear Tim:

This will respond to your inquiry to Frank, and his letter of
December 3rd relative to legislation proposed for introduction

by you into the Eleventh Legislature™s second session.

As 1 read the intent of your bill, it would be to exempt bona fide
Alaskan residents, partnerships, and corporations, from payment of
state income tax on interest paid to them on savings or time
deposits in Alaskan domiciled financial Institutions.

Tim, as you are no doubt aware, there 1ls a plethora of banking
legislation roaming through various committees in the Congress,
ranging from those dealing with the Fed reserve issue (HR7, S85,
S85 as amended, and S353) to Regulation Q, NOW accounts, share
drafts, automatic transfer services, end remote service units
(HR4986) .

The Ulman legislation (HR3712), did have an amendment proposed

to it which would have exempted from Federal taxation the first
$100 of Interest earned. However, the legislation as originally
proposed was defeated in the House Ways and Means Committee and
there is no way of telling at this time whether the legislation
will ever clear the Congress to become law. To the best of my
knowledge, there 1s no other legislation proposed nationally which
deals with exempting from taxation Interest earned on savings and

time deposits.

The Congress 1is, however, very conscious of the "plight of the small
saver," and quite sensitive to groups such as the Gray Panthers.

One of the avenues of relief endorsed by the American Bankers
Association 1s a change 1n Reg Q to allow a ratcheting upward so
that a maximum of 10S interest can be paid on passbhook savings,

and a reduction in the minimum denomln-*tior.s for money market

type CD"s (the 182 day rates) from $10,000 to under $1,000.



The Honorable Tim Kelly
12/12/79
Dage Two

Assuming that we continue to have a state income tax, as | read your
proposal, the interest paid to full-time Alaska residents by Alaskan
financial Institutions would be exempted from state income tax,
whereas interest paid to ""iill-time Alaska residents by financial
institutions domiciled outside of Alaska would be subject to state
Income tax. One of the decisions to be made is whether all interest
1s to be exempted, or to a maximum dollar amount of interest paid

per recipient. Certainly any tax forgiveness allowed on interest
earned from deposits made in Alaskan financial institutions as
compared with Interest earned from deposits made 1n "outside"
institutions will have a beneficial effect on keeping Alaskan money

at home. Where there would be some benefit to even the small saver,
the great Incentive for keeping investable money 1n Alaska would

come from those who have $10,000 or more to invest to enable them to
take advantage of the very attractive rates now being quoted. This
state tax exemption, if applied to all savings and time interest, would
also give Alaskan financial institutions help in the struggle to
prevent disintermediation of funds from financial institutions to such
areas as the mutual money market funds offered by brokers.

The Alaska Bankers Association should be Interested in helping develop
this concept, and 1 suggest you contact Mr. H. A. "Buzz" Hoffman of
First National Bank of Anchorage, the Association President. I will
also be pleased, as a Board member and individually, to work with you.

cc: Frank Murkowski
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December 4, 1979

Senator Tim Kelly
Pouch V
Juneau# Alaska 99811

Dear Senator Kelly:
I do appreciating being advised of your proposed
amendment affecting interest paid on savings

accounts, and will follow its progress in the
Legislature.

DHCtmh

Tht Arst Nation*! Bank of Anchoraga < P.0. Bo* 720 e Anchor#g*, Alaska 99510



A LASKA U S A federal credit union

777 JUNEAU STREET
ANCHORAGE, ALASKA 98501
(907) 276-5100

December 13, 1979

Senator Tim Kelly
P.0. Box 1004
Eagle River, AK 99577

Dear Senator Kelly:

This letter is in reference to your letter of November 23 regarding your
consideration of introducing legislation exempting interest earned from
Alaska financial institutions from state taxation.

Needless to say, legislation in this regard would be very timely as the
current rate of inflation and tax laws regarding personal Interest

income do not promote individual savings. Individual savings is one rf
the cornerstones of a stable economy and provides funds for the financing
of consumer durables and business investment. Your proposed legislation
would be a step in changing individual 1ideas regarding savings, and

would thereby promote thrift and be of value to the State"s economy fronm
the consumer®s to the large corporation®s standpoint.

The one question that | have regarding your proposal 1s why limit the

tax savings to full-year residents? | feel the advantage to the State"s
economy of attracting additional funds from part-time residents, with

the funds then available for making loans by Alaska financial institutions,
far outweighs any benefit the State would obtain in collecting taxes on

the interest earned.

In any case, we look forward to your proposed legislation"s passage and
will certainly promote this tax savings advantage to our 75,000 Alaska
members. We appreciate your efforts on behalf of the State"s economy,
and the benefit that our members and the credit union will realize
through passage of your bill.

W. B. Eckhardt
General Manager

WBE:1b



ALASKA RAILROAD —-
FEDERAL CREDIT UNITON

320 West ArstAvenue Anchorao<. Alaska 99501
(907)276-6543

December 19, 1979

Senator Tim Kelly

283 Muldncn Road

Station Box 76
Anchors. Te, Alaska 99504

Dear Senator Kelly:

Thank you for your letter regarding your intent to introduce legis—
lation exempting interest earned in Alaska financial institutions
fran state taxation. | wholeheartedly support such legislation,

and am certain that it would increase substantially the capital
available within the State.

I do, however, have sane observations to make. First, 1 have no
objections to non-residents, or part-time residents investing their
funds in Alaska financial institutions to.take advantage of the
proposed tax exemption. Although the tax benefit might go to a
non-resident in a case like this, the benefit of the capital
infusion would definitely belong to the State residents.

f

Next, | would anticipate sane opposition to the bill fran those who
might consider it just a tax loophole for large investors and corp—
orate entities, with no advantage to the lower inoane sector of the
economy. The advantages are, of aourse, availability of funds for
capital investments, with corresponding multiplier effect, and
the creation of resulting jobs.

There is one potentially dangerous flaw in the bill. Most, if not
all financial institutions in the State offer substantially reduced
inter -amrates on loans secured by funds on deposit. |If the proposed
bill pc-sses, it would enable someone to deposit funds, immediately
borrow against those funds, thus taking advantage of a tax exemption
on the inoane earned, and a tax deduction on the interest expense.
This creates larger deposits and loans for the financial institutions,
a definite tax advantage for the barrower/depositer, but zero new
capital. This situation is not advantageous to many depositors
unless Congress passes similar legislation, which is currently under
consideration.

I have no solution as to how to close this potential loophole. Perhaps
a limitation on the amount of interest that is exenpt, but that would
dilute the intended effect of the bill. Also, Congress may not take



December 19, 1979
Page 2.

sijnilar action, in which case there is no problem.

I hope | have been of sane assistance in evaluating the proposed
bill. |If 1 ca~ be of further help, feel free to call on me.

Manager

I1AR/ds



BANK G ESVIMERCE

MAIN orriCC: POUCH 7012 ANCHORAOC. ALASKA 99510
December 20, 1979

Senator Tim Kelly

283 Muldoon Road

Station Box 76
Anchorage, Alaska 99504

Dear Senator Kelly:
| have reviewed the draft of the legislation you plan to introduce
exempting interest earned in Alaska financial institutions from State

taxation. | agree with your concept, however, | would suggest that
you define financial institutions.

W



Las. P EOPTLE S S ANK a TRUST

POUCH 7007 - STH AVENUE AND G STREET + ANCHORAGE. ALASKA 998!0
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December 14, 1979

nr

S -=pXxf *T *lc Covtf
Senator Tim Kelly . Ngal i, ***Fyce [*e¥
283 Muldoon Rd. | VEAY LLLER
Station Box 76 e
Anchorage, Alaska 9950A

*VH m
Dear Senator Kelly:
Ttnnk you for your letter of November 21 regarding a bill you were

going to introduce which would delete interest on savings accounts for
residents of Alaska.

This is of interest and would be helpful to a lot of people, but it
could be abused by people. | would suggest that you check with a tax
expert, wherein he could show that a person borrowing on a time certificate
of deposit would have quite an advantage if there were no tax liability
for Interest earned on savings in State banking and lending institutions.

Thanks for giving us an opportunity to look at this. | am curious
as to what you find out in discussing this with a tax expert.

Very truly yours,
JS uu

R.A. Kennard
President
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THE LEGISLATURE OF THE STATE OF ALASKA
ELEVENTH LEGISLATURE

FISCAL NOTE

REQUEST

Bill/Resolution No. 0S for Senate Bill No. 310

TitieAn Act exempting interest from certain financial institutions from the

Requested bv  Judiciary Committee (AK net income tax. Date 2/7/R0

FISCAL DETAIL

Agency Affected _ Revenue

Program Category Aftected Fiscal Services
BRU, Program, or Subprogram(0 Affected Audi t Division

(Note: Hfmore than one budge® component isaffected, separate line-item amounts and funding for each

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

FY 80 FY 81 FY 82 FY 83 FY 84

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
COMMODITIES
EQUIPMENT

LAND & STRUCTURES

GRANTS. CLAIMS. ETC.

TOTAL -0- -0- -0- -0- -0-

FUNDING  (Thousands of Dollars)
-0- -0- -0- -0- -0-

GENERAL FUND
FEDERAL FUNDS

OTHER (Snecifv Fund Source)

POSITIONS None

FULL TIME
PART TIME
TEMPORARY

ANALYSIS (See Fiscal Note Preparation Instructions, Section IlI)

See attached memorandum to R. D. Stevenson dated 2/7/80

Iv. PATH February 7, 1980 PREPA

AGENC N
Original  Legislative Finance PHONE 4656-2 320).
cc: Budget and Management /

Prime Sponsor (First Legislator Named)

33-001 (Rev. 12/79)

FY 85

Da vi-s-ion.
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THE LEGISLATURE OF THE STATE OF ALASKA
ELEVENTH LEGISLATURE

FISCAL NOTE

. REQUEST
Bill/Resolution No.CS For SB 310
Title Act exanpting from the net income tax interest earned from Alaska finann*al/

Requested bv Date

institutions

Il. FISCAL DETAIL
Agency Affected _
Program Category Affected
Budget Request Unit(s) Affected

EXPENDITURES  (Thousands of Dollars)

FY 79 FY 80 FY 81 FY 82 FY 83 FY 84
100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES

500 EQUIPMENT
600 LAND & STRUCTURES

700  GRANTS. CLAIMS. ETC.

TOTAL

FUNDING  (Thousands of Dollars)

GENERAL FUND Unknown
FEDERAL FUNDS

OTHER (Specify)

#i

POSITIONS

FULL TIME
PART TIME
TEMPORARY

lIl. ANALYSIS (See Fiscal Note Preparation Instructions, Section II)

The bill proposes to axempt from income taxation interest earned from a financial
institution which is chartered under the laws of the State or has its principal
or home office within the State.

Due to lack of data we are unable to determine the exact revenue impact of this
propcca®” It is likely to reduce general fund revenue by about &5.0 million,

annually.
IV. DATE , PREPARED BY f,
! me AGENCY
Original: Legislative Finance PHONE
c: Budget and Management

Prime Sponsor (First Legislator Named)

33-001  (Rev. 10/78)



FROM:

R. D. Stevenson DATEi  February 7, 1980

Special Assistant

Department of Revenue ALENO.

TELEPHONE NO:

Gary L. Jen SUBJECT cs Ffor Senate Bill No. 310

Director
Audit Divis

This bill would exempt any interest paid by a financial institu—
tion in the State of Alaska from taxation under the Alaska

Income Tax Act. This income would be exempt to individuals
trusts, estates, partnerships, and corporations.

It is assumed that the objective behind this bill would be to
encourage individuals to place more money in interest-bearing

accounts in financial institutions in the State. While th”s is
a very 1ideal aim, there 1is serious question about whether a bill
such as this would cause the desired result. It is my impression

that pecple place money in savings accounts, depending on the
economic climate in the society, rather than because any interest

which might be earned is tax free.

The major benefactors of this bill would be the wealthy .individuals
and large corporation who already have substantial interest-
bearing accounts in Alaska banks. IT the intent is truly to
encourage savings by the average citizen, consideration should
be given to providing the tax exempt status to deposits made
after the effective date of the bill and on a maximum amount,

such as $5,000.
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TO r

from:

R. D. Stevenson date: February 7, 1900

Special Assistant

Department of Revenue FILE NO.
TELEPHONENO
Gary L. Jen SBECT s for Senate Bill No. 310

Director
Audit Divisi

This bill would exempt any interest paid by a financial institu—
tion in the State of Alaska from taxation under the Alaska

Income Tax Act. This income would be exempt to individuals
trusts, estates, partnerships, and corporations.

It is assumed that the objective behind this bill would be to
encourage individuals to place more money 1in interest-bearing

accounts in financial institutions in the State. While this is
a very 1ideal aim, there is serious question about whether a bill
such as this would cause the desired result. It is my impression

that people place money 1in savings accounts, depending on the
economic climate in the society, rather than because any interest

wliich might be earned is tax free.

The major benefactors of this bill would be the wealthy individuals
and large corporations who already have substantial interest-
bearing accounts in Alaska banks.~>1f the intent is truly to
encourage savings by the average citizen, consideration shoul
be given to providing the tax exempt status to deposits made
after the effective date of the bill and on a maximum amount,

such as $5,000.



Statement for Record
of Robert R. Richards
President, Alaska Pacific Bank

SENATE BILL 310

THIS BILL ADDRESSES ONE OF THE MOST PERVASIVE PROBLEMS
IN ALASKA AND THROUGHOUT THE UNITED STATES; CAPITOL FORMATION.
ALASKA HAS CONTINUALLY BEEN A CAPITOL SHORT ARE?. ALASKAN
FINANCIAL INSTITUTIONS WITH COMPARATIVELY LITTLE CAPITOL HAVE
BEEN UNABLE TO FINANCE THE EXPANSION OF ALASKA®"S BUSINESS,

INDUSTRY OR CONSUMER ACQUISITION OF GOODS.

ONE INSTANT EXAMPLE OF THE CAPITOL SHORTAGE IN ALASKA 1S
THE INABILITY OF OUR FINANCIAL INSTITUTIONS TO FINANCE THE
SINGLE-FAMILY AND MULTI-FAMILY HOUSING MARKET WIT .IN OUR

STATE.

PRESENTLY, OVER 1/2 OF THE MORTAGE MARKET 1S BEING
FINANCED THROUGH THE USE OF TAX .EMPT BONDING. NOTING THE
POTENTIAL FOR PASSAGE OF THECtLMAN BILL IN THE U.S. CONGRESS
WHICH SEVERLY RESTRICTS THE ABILITY OF ALASKA HOUSING FINANCE
CORPORATION TO SERVICE THE MORTAGE MARKET 1IN NOTING ITS
INCUMBENT RESTRICTIONS ON BOTH HOUSING AND THE CONSTRUCTION
INDUSTRY, I FEEL IT IS IMPERATIVE FOR THIS BODY TO ACT NOT
ONLY WITH THE SHORT-TERM CAPITOL INJECTION WHICH THE ADMINISTRATION
HAS SUGGESTED BUT MORE IMPORTANTLY TO FINALLY ADDRESS THE
LONG-TERM SOLUTION FOR CAPITOL FORMATION IN ALASKA;UTILIZATION OF
THE EFFICENCY OF THE PRIVATE MARKET SYSTEM UNRESTRAINED BY
GOVERNMENT.



Page 2

THE RESULT OF THE PENDING LEGISLATION IS QUITE SIMPLE;
INCREASE CAPITOL FOR ALASKANS WHEN ALASKANS ARE NOT TAXED
ON INTEREST EARNINGS, AN ADDITIONAL INCENTIVE IS AVAILABLE TO
REVERSE THE DECLINING SAVINGS RATE WITHIN OUR STATE.  WHEN
DOMESTIC PARTNERSHIPS AND CORPORATIONS ARE NOT TAXED ON
INTEREST EARRINGS, AN ADDITIONAL INCENTIVE 1S AVAILABLE TO
MAINTAIN DEPOSITS IN ALASKAN FINANCIAL INSTITUTIONS THEREBY

INHANCING THE FUNDS AVAILABLE FOR LENDING.

THE STR.3ILITY OF FUNDS IS THE MOST CRITICAL JUDGEMENTAL
FACTOR IN DECIDING WHETHER OR NOT THAT FINANCIAL INSTITUTE
CAN LEND THOSE FUNDS. WHEN ALASKA COMES SHORT-TERM DEPOSIT
INTO ALASKAN INSTITUTIONS, HOW CAN THE STATE REASONABLY EXPECT
THOSE FUNDS TO BE USED TO FUND LONG-TERM LOANS? THERE 1S
REALLY NOTHING THAT CAN BE DONE WITH SHORT-TERM (UNDER 1 YEAR
MATURITY) DEPOSTIS OTHER THAN INVEST THEM IN VERY SHORT-TERM
LOANS OR RE-INVEST THEM TH OTHER INSTITUTIONS OUTSIDE THE
STATE. THESE SHORT TERM FUNDS DO LITTLE IF ANYTHING FOR THE
ECONOMY AS A WHOLE. THE FORMULA OF LENDING LONG ON SHORT-TERM
DEPOSITS HAS ONE SURE EVENTUAL CONSEQUENCE; BANKRUPTCY. THE
STABILITY THEREFORE OF PUBLIC FUNDS FOR DEPOSITS 1S QUESTIONABLE
AT BELT - EVEN WITH THE ASTRONOMICAL PROJECTED SURPLUSES IT IS
fRLIKELY THAT THE STATE WILL BE IN A POSITION TO PLACE 10 20 YEAR
OR LONGER MATURITY DEPOSITS IN LOCAL FINANCIAL INSTITUTES. THE
SOLUTION AGAIN IS TO FREE THE CAPITOL POTENTIAL OF THE PRIVATE
MARKET SYSTEM BY EXEMPTING FROM TAXATION THOSE CITIZENS OF OUR

STATE BE THEY INDIVIDUALS, PARTNERSHIPS, OR CORPORATIONS TO BUILD



LOCAL CAPITOL. BY DOING SO WE ARE RECOGNIZING THAT ALTHOUGH
TODAY OUR GOVERNMENT MIGHT BE ABLE TO PROVIDE A SHORT-TERM

SOLUTION THE REAL ANSWER TO CAPITOL FORMATION LIES WHEN THE
GOVERNMENT REMOVES THE RESTRICTIONS UPON THE PRIVATE MARKET

SYSTEM AND ALLOWS THE FREE ENTERPRISE SYSTEM TO WORK.

I URGE YOUR SERIOUS CONSIDERATION AND ADOPTION OF THIS

MEASURE SINCE IT IS IN THE BEST INTEREST OF ALL ALASKANS.



TO: MEMBERS OF THE JUDICIARY COMMITTEE

FROM: GUY VAN DOREN, ADMINISTRATIVE ASST.
SENATE JUDICIARY COMMITTEE
SUBJECT: SB 310 EXEMPTING INTEREST EARNED FROM CERTAIN
FINANCIAL INSTITUTIONS FROM THE ALASKA
INCOME TAX. ..

THE BILL WAS INTRODUCED TO ENCOURAGE, BY INTEREST TAX EXEMPTION,
PERSONS TO INVEST IN FINANCIAL INSTITUTIONS CHARTERED UNDER AS 06,
OR INSTITUTIONS WHICH HAVE THEIR HOME OFFICE OR PRINCIPAL OFFICE
IN THE STATE OF ALASKA.

AS. 43.020.031.(b)..PROVIDES FOR ALLOWABLE EXEMPTION IN COMPUTING
TAXABLE INCOME. THIS BILL WOULD ADD TO THOSE EXEMPTIONS IN
EXISTENCE, "™ INTEREST EARNED BY A PERSON FROM A FINANCIAL IN-—
STITUTION CHARTERED UNDER AS 06 OR WHICH HAS ITS PRINCIPAL OFFICE
OR HOME OFFICE IN THE STATE."1

THE BILL ALSO DEFINES "FINANCIAL INSTITUTIONS™.



PEOPTLES B A N K a T R U ST

I POUCH 7007 . BTH AVENUE AND O STRICT « ANCHORAGE.ALASKA »0S«O
I TELEPHONE (907) >70-7011
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December 14, 1979

Senator Tim Kelly

283 Muldoon Rd.

Station Box 76
Anchorage, Alaska 99504

Dear Senator Kelly:

Thank you f.;r your letter of November 21 regarding a bill you were
going to introduce which would delete interest on savings accounts for
residents of Alaska

This is of interest and would be helpful to a lot of people, but it
could be abused by people. | would suggest that you check with a tax
expert, wherein he could show that a person borrowing on a time certificate
of deposit would have quite an advantage if there were no tax liability
for Interest earned on savings in State banking and lending institutions.

Thanks for giving us an opportunity to look at this. | am carious
as to what you find out in discussing this with a tax expert.

Very truly yours

R.A. Kennard
President

RAK:bwa
2425



KilTALASKA RAITLROAD —————mmmmmmme o
FEDERAL CREDIT UNITON ——————————-

320 West HrstAvenue Anchorage. Alaska 99501
(907)276-6543

December 19, 1979

Senator Tim Kelly

283 Muldoon Road

Station Box 76
Anchorage, Alaska 99504

Dear Senator Kelly:

Thank you for your letter regarding your intent to introduce legis—
lation exerrpting interest earned in Alaska financial institutions

fran state taxation. 1 wholeheartedly support such legislation,
and am certain that it would increase substantially the capital
available within the State. - S

I do, however, have sere observations to make. First, I have rx>y”
abjections to non-residents, or part-time residents investing their
funds in Alaska financial institutions to take advantage of the (
proposed tax exemption. Although the tax benefit might go to a ]
non-resident in a case like this, the benefit of the capital \
infusion would definitely belong to the State residents.

Next, 1 would anticipate seme opposition to the bill from those who
might consider it just a tax loophole for large investors and corp—
orate entities, with no advantage to the lower income sector of the
eccmony. The advantages are, of course, availability of funds ior
capital investments, with the corresponding multiplier effect, and
the creation of resulting jobs.

There is one potentially dangerous flaw in the bill. Most, if not
all financial institutions in the State offer substantially reduced
interest rates on loans secured by funds on deposit. If the proposed
bill passes, i1t would enable someone to deposit funds, immediately
borrow against those funds, thus taking advantage of a tax exemption
on the inocrne earned, and a tax deduction on the interest expense.
This creates larger deposits and loans for the financial institutions,
a definite tax advantage for the borrower/depoeiter, but zero new
capital. This situation is not advantageous to many depositors
unless Congress passes similar legislation, which is currently under
consideration.

I have no solution as to how to close this potential loophole. Perhaps
a limitation on the amount of interest that is exenpt, but that would
dilute the intended effect of the bill. Also, Congress may not take



December 19, 1979
Page 2.

similar action, in which case there is no problem.

I hope I have been of sane assistance in evaluating the proposed
bill. If I can be of further help, feel free to call on me.

Manager

I1AR/ds



FEDALASItA December 6, 1979

FEDERAL
CREDIT
UNION The Honorable Tim Kelly
Alaska State Senate
Pouch V
Juneau, Alaska 99811
Dear Senator Kelly:
ANCHORAGE
Pouch 7-906 Thank you for your correspondence of November 23 with the outline

Qz?iiﬁﬁggfaggﬂo of your proposed legislation exempting interest earned in Alaska
=  Ffinancial institutions.

R.N. RICHARDSON ) . , -
Mneger We in FedAlaska would be interested in and give very heavy support

MARSHALL ELLISON i i i .
= . of legislation as you have outlined
B0 27M011 Savings in financial institutions is the primary source of capital

for mortgage loans and consumer lending and we feel this would be
one of the best things that could be done for future development
in the State of Alaska.

FAIRBANKS Sincerely,

Box £70
Faitterks, Alaska 99707
PJ.SCHULER  Mareger

) 5622 <. E. Samples

General Manager

WES/sps

KODIAK

P.0 Box 100

Kooliak. Alleska 99615

J T. JOHNSON Monagar

(071 4875340

JUNEAU

Box 1307
Jueau. Alada “BP

R.W. COOPER Menagar
19071 780 2128
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December 13, 1979

Senator Tim Kelly
P.0. Box 1004
Eagle River, AK 99577

Dear Senator Kelly:

This letter is in reference to your letter of November 23 regarding your
consideration of introducing legislation exempting interest earned from
Alaska financial institutions from state taxation.

Needless to say, legislation in this regard would be very timely as the
current rate of inflation and tax laws regarding personal interest

income do not promote individual savings. Individual savings 1is one of
the cornerstones of a stable economy and provides funds for the financing
of consumer durables and business investment. Your proposed legislation
would be a step in changing individual 1ideas regarding savings, and

would thereby promote thrift and be of value to the State"s economy from
the consumer®s to the large corporation®s standpoint.

The one question that 1 have regarding your proposal 1s why limit the 0

tax savings to full-year residents? 1 feel the advantage to the State"s \®~
economy of attracting additional tunds from part-time residents, with

the funds then available for making loans by Alaska financial Institutions,6”
far outweighs any benefit the State would obtain in collecting taxes on

the interest earned.

In any case, we look forward tc your proposed legislation®s passage and
will certainly promote this tax savings advantage to our 75,000 Alaska
members. We appreciate your efforts on behalf of the State®"s economy,
and the benefit that our members and the credit union will realize
through passage of your bill.

W. B. Eckhardt
General Manager

WBE :1b
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December 4, 1979

Senator Tim Kelly
Pouch V
Juneau, Alaska 99811

Dear Senator Kelly:

I do appreciating being advised of your proposed
amendment affecting interest paid on savings
accounts, and will follow its progress in the

Legislature.

Sincerely A T
|1

DHC:mh

Tha First Nettional Bank of Anchor*(t = P.0. Bon 720 « Anchorage, Alaska 99510
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December 3, 1979

The Honorable Tim Kelly
283 Muldoon Road
Station Box 76
Anchorage, AK 99504

Dear Tim:

| read with interest your letter indicating your intention to introduce
legislation relieving banks from taxation on interest. | have asked B ill
Green, our Sr. Vice President who also serves on the Governing Council

of the American Bankers Association, to develop material to submit to
you for your perusal,

Heartiest best wishes for a Happy Holiday Season.

Sincerely,

Trank WMurkowski
President

FHM:Js

cc:  Bill Green
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December 4, 1979

The Honorable Tim Kelly
Alaska State Senate

283 Muldoon Road

Station Box 76
Anchorage, Alaska 99eu4d

Dear Tim:

Your proposed legislation exempting interest earned 1in
Alaska financial institutions from taxation 1is great!

In addition to encouraginggreater savings onthe part of
Alaskans by generating ahigherreturn for them, this will
also have the effect of ste-aming the outflow of money.

Rates on certificates ef deposit of over $100,000 are nego—
tiable. Becau.e of the rather unusual money market conditions,
Alaska banks have presently been unable to compete with
banks in the "lower 48" which are paying extremely high
rates. As a result there has been somewhat of an outflow of
funds from Alaska. If interest on Alaska CD"s were exempt
from state taxation, the effective yield on Alaska CD"s
would be considerably higher and the outward flow of funds
would cease.

If there 1o any way in which 1 can assist you further on
this matter, 1 would be most pleased to do so.

Cordially,

Robert R. Richards
President

RRR/ph

P.O B4 «ACP0, Aok« %EI0
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December 12, 1979

The Honorable Tim Kelly
283 Muldoon Road
Station Box 76
Anchorage, Ak 99504

Dear Tim:

This will respond to your inquiry to Frank, and his letter of
December 3rd relative to legislation proposed for introduction
by you into the Eleventh Legislature®s second session.

As | read the intent of your bill, it would be to exempt bona fide
Alaskan residents, partnerships, and corporations, from payment of
state income tax on interest paid to them on savings or time
deposits in Alaskan domiciled financial institutions.

Tim, as you are no doubt aware, there is a plethora of banking
legislation roaming through various committees in the Congress,
ranging from those dealing with the Fed reserve issue (HR7, S85,
S85 as amended, and S353) to Regulation Q, NOW accounts, share
drafts, automatic transfer services, and remote service units
(HR4986).

The Ulman legislation (HR3712), did have an amendment proposed

to it which woulH have exempted from Federal taxation the first
$100 of interest earned. However, the legislation as originally
proposed was defeated in the House Ways and Means Committee and
there 1s no way of telling at this time whether the legislation
will ever clear the Congress to become law. To the best of my
knowledge, there is no other legislation proposed nationally which
deals with exempting from taxation Interest earned on savings and

time deposits.

The Congress 1s, however, very conscious of the "plight of the small
saver," and quite sensitive to groups such as the Gray Panthers.

One of the avenues of relief endorsed by the American Bankers
Association 1s a change 1n Reg Q to allow a ratcheting upward so
that a maximum of 10% interest can be paid on passbook savings,

and a reduction in the minimum denominations for money market

type CD"s (the 182 day rates) from $10,000 fo under $1,000.



The Honorable Tim Kelly
12/12/79
Page Two

Assuming that we continue to have a state income tax, as | read your
proposal, the interest paid to full-time Alaska residents by Alaskan
financial institutions would be exempted from state income tax,
whereas interest paid to full-time Alaska residents by financial
institutions domiciled outside of Alaska would be subject to state
income tax. One of the decisions to be made is whether all interest
is to be exempted, or to a maximum dollar amount of interest paid

per recipient. Certainly any tax forgiveness allowed on interest
earned from deposits made in Alaskan financial institutions as
compared with interest earned from deposits made 1n "outside"
institutions will have a beneficial effect on keeping Alaskan money

at home. Where there would be some benefit to even the small saver,
the great incentive for keeping investable mcney in Alaska would

come from those who have $10,000 or more to invest to enable them to
take advantage of the very attractive rates now being quoted. This
state tax exemption, if applied to all savings and time interest, would
alsc give Alaskan financial institutions help in the struggle to
prevent disintermediation of funds from financial i stltutlons to such
areas as the mutual money market funds offered by brokers.

The Alaska Bankers Association should be interested 1n helping develop
this concept, and I suggest you contact Mr. ri. A. "Buzz" Hofrman of

First National Bank of Anchorage, the Association President. I will
also be pleased, as a Board member and individually, to work with you.

WJG:rh

cc: Frank Murkowsk”
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Honorable Tim Kelly
State of Alaska

Pouch V

Juneau, Alaska 99811

Dear Senator Kelly:

Thank }ou for your letter of November 21, 1979 regarding income
tax exemption for interest earned in Alaska financial Institutions.

I personally believe your proposed bill will be beneficial to the
people of Alaska as well as to Alaskan financial institutions.

It gives a needed tax break to all investors, but it especially
helps small savers who are not able to buy $10,000 money market
certificates or $100,000 certificates of deposit. The Congress
of the United States has been talking about helping the small
savers for a long time, but has never been able to get around to
it.

It will also, as you state, encourage capital formation within
Alaska which 1s beneficial to business as well as to the econonr
of the state in general.

Banks need increased deposits so they will have money to lend to
Alaskans. All to often under our presen vay of handling state
money the state"s resources go outside the state to the Mg banks
1n the lower fourty-eight who are able to outbid the much smaller
Alaskan banks.

Another thing your bill would accomplish is to make Alaskan financial
institutions more competitive with the large Insurance companies and
brokerage firms who are aggressively selling money market funds, which
money then immediately leaves the state.

Oldest 8apk ip "ia$ka



Page 2 - Tim Kelly

I discussed your letter with the other directors of the Alaskan
Bankers Association at a meeting in Anchorage yesterday, and they
were heartily in favor of it.

I would suggest you talk your bill over with Wes Coyner whom I am
sure you know to see if he can be of any assistance to you. He
represents the A. B. A. in the legislature, and is very knowledgeable
about banking matters.

IT 1 can be of any assistance please let me know. I would be happy
to meet with you at your convenience.

Sincerely,

Ir

Remington Lew
President & Chairman
of the Board

RL/Zjr
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December 20, 1979

Senator Tim Kelly

283 Muldoon Road

Station Box 76
Anchorage, Alaska 99504

Dear Senator Kelly:

| have reviewed the draft of the legislation you plan to introduce
exempting interest earned in Alaska financial institutions from State
taxation. | agree with your concept, however, | would suggest that
you define financial institutions,

DartC

rwe
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Statement for Record
of Robert R. Richards
President, Alaska Pacific Bank

SENATE BILL 310

THIS BILL ADDRESSES ONE OF THE MOST PERVASIVE PROBLEMS
IN ALASKA AND THROUGHOUT THE UNITED STATES; CAPITOL FORMATION.
ALASKA HAS CONTINUALLY BEEN A CYPITOL SHORT AREA. ALASKAN
FINANCIAL INSTITUTIONS WITH COMTARATIVELY LITTLE CAPITOL HAVE
BEEN UNABLE TO FINANCE THE EXPANSION OF ALASKA®S BUSINESS,

INDUSTRY OR CONSUMER ACQUISITION OF GOODS.

ONE INSTANT EXAMPLE OF THE CAPITOL SHORTAGE IN ALASKA 1S
THE INABILITY OF OUR FINANCIAL INSTITUTIONS TO FINANCE THE
SINGLE-FAMILY AND MULTI-FAMILY HOUSING MARKET WITHIN OUR

STATE.

PRESENTLY, OVER 1/2 OF THE MORTAGE MARKET IS BEING
FINANCED THROUGH THE USL OF TAX EXEMPT BONDING. NOTING THE
POTENTIAL FOR PASSAGE OF THE v."LMAN BI_L IN THE U.S. CONGRESS
WHICH SEVERLY RESTRICTS THE ABILITY OF ALASKA HOUSING FINANCE
CORPORATION TO SERVICE THE MORTAGE MARKET IN NOTING ITS
INCUMBENT RESTRICTIONS ON BOTH HOUSING AND THE CONSTRUCTION
INDUSTRY, I FEEL IT 1S IMPERATIVE FOR THIS BODY TO ACT NOT
ONLY WITH THE SHORT-TERM CAPITOL INJECTION WHICH THE ADMINISTRATION
HAS SUGGESTED BUT MORE IMPORTANTLY TO FINALLY ADDRESS THE
LONG-TERM SOLUTION FOR CAPITOL FORMATION IN ALASKA;UTILIZATION OF
THE EFFICENCY OF THE PRTVATE MARKET SYSTEM UNRESTRAINED BY

GOVERNMENT.



Page 2

THE RESULT OF THE PENDING LEGISLATION IS QUITE SIMPLE;
INCREASE CAPITOL FOR ALASKANS WHEN ALASKANS ARE NOT TAXED
ON INTEREST EARNINGS, AN ADDITIONAL INCENTIVE 1S AVAILABLE TO
REVERSE THE DECLINING SAVINGS RATE WITHIN OUR STATE. WHEN
DOMESTIC PARTNERSHIPS AND CORPORATIONS ARE NOT TAXED ON
INTEREST EARRINGS, AN ADDITIONAL INCENTIVE 1S AVAILABLE TO
MAINTAIN DEPOSITS IN ALASKAN FINANCIAL INSTITUTIONS THEREBY

INHANCING THE FUNDS AVAILABLE FOR LENDING.

THE STABILITY OF FUNDS IS THE MOST CRITICAL JUDGEMENTAL
FACTOR IN DECIDING WHETHER OR NOT THAT FINANCIAL INSTITUTE
CAN LEND THOSE FUNDS. WHEN ALASKA COMES SHORT-TERM DEPOSIT
INTO ALASKAN INSTITUTIONS, HOW CAN THE STATE REASONABLY EXPECT
THOSE FUNDS TO BE USED TO FUND LONG-TERM LOANS? THERE IS
REALLY NOTHING THAT CAN BE DONE WITH SHORT-TERM (UNDER 1 YEAR
MATURITY) DEPOSTIS OTHER THAN INVEST THEM IN VERY SHORT-TERM
LOANS OR RE-INVEST THEM WOTH OTHER INSTITUTIONS OQUTSIDE THE
STATE. THESE SHORT TERM FUNDS DO LITTLE IF ANYTHING FOR THE
ECONOMY AS A WHOLE. THE FORMULA OF LENDING LONG ON SHORT-TERM
DEPOSITS HAS ONE SURE EVENTUAL CONSEQUENCE; BANKRUPTCY. THE
STABILITY THEREFORE OF PUBLIC FUNDS FOR DEPOSITS IS QUESTIONABLE
AT BEST - EVEN WITH THE ASTRONOMICAL PROJECTED SURPLUSES IT IS
UNLIKELY THAT THE STATE WILL BE IN A POSITION TO PLACE 10 20 YEAR
OR LONGER MATURITY DEPOSITS IN LOCAL FINANCIAL INSTITUTES. THE
SOLUTION AGAIN IS TO FREE THE CAPITOL POTENTIAL OF THE PRIVATE
MARKET SYSTEM BY EXEMPTING FROM TAXATION THOSE CITIZENS OF OUR

STATE BE THEY INDIVIDUALS, PARTNERSHIPS, OR CORPORATIONS TO BUILD



Page 3

LOCAL CAPITOL. BY DOING SO WE ARE RECOGNIZING THAT ALTHOUGH
TODAY OUR GOVERNMENT MIGHT BE ABLE TO PROVIDE A SHORT-TERM

SOLUTION THE REAL ANSWER TO CAPITOL FORMATION LIES WHEN THE
GOVERNMENT REMOVES THE RESTRICTIONS UPON THE PRIVATE MARKET

SYSTEM AND ALLOWS THE FREE ENTERPRISE SYSTEM TO WORK.

I URGE YOUR SERIOUS CONSIDERATION AND ADOPTION OF THIS

MEASURE SINCE IT IS IN THE BEST INTEREST OF ALL ALASKANS.
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EXPENSES_AND INTEREST RELATING TO
TAX-EXEMPT INCOME

Sec 265 |1054 Codrl. N'o de.luctinn shall be allowed lor—

% Expenses—Any amount otherwise allowable as a deduction which
calilt to one or more classes of income other than inlrrrst (whether or
not any amount of income of that class or classes is received or accrued)
wholly exempt ftotn the taxes imposed bv this subtitle, or any amount other-

wise allowable under section
income) which

this subtitle.

TS

taxes irmi[ns<d by thi
stmttioti

is allocable to interest
interest” is received or accrued) wholly exempt ftotn the

(relating to expenses for production of
(whether or not an)( amount of such
axes imposed by

(2) Interest—Interest on indebtedness incurred or continu 1to purs
[ carry 0b||gat|ons the interest on wind)
subtitle In applying the preceding senténce to a financial in”

other tlun a L.nil.) which Is"a face amount certificate fnmpans registered

1s wliolly exempt Irofl

under the Jnvr«tment Company Act of 1dJO (15U, S L. 80 | and followm%) and

which s subject to the hanking laws of the State in which xucli inst
interest on face-amount certificates éas detinrd In section

2(a)(15) of such Act) issued by such institution

it incorporated,

803 CCH—Standard Federal Tax Neports

ution
gterest on amounts

Code



27,120 EXPENSES—TAX-EXEMPT INIO I.IE—§ 265 [p. 27119

[fl 2226]— Continued

received for the purchase of such certificates to be issued by such institution,
shall not be considered as interest on indebtedness incurred or continued to
urchase or carry obligations the interest r-  hich is wholly exempt from
he taxes imposed by this subtitle, to the « - thatthe average amount of
such obllgatlons held by such institution . the taxable year (as deter-
mined under regulations ﬂrescnbed by the S..-*etary) does not exceed 15 per-
cer of the average of the total assets held by such institution during the
taxable year (as so determined).

(3) Certain regulated investment companies—In the case of a regu-
lated " investment company. which distributes durln% the taxabfAsycar “an
exempt-intercst dividend (mcludmg exempt-interest dividends paid after the
close of the taxable year as descfibed in section 855) that portion of any
amount otherwise allowable as a deduction which the amount of the income
of such company wholly exempt from taxes under this subtitle bears to the
total of such exémpt inCome and its ?ross income ‘excluding from gross in-
come, for this purpose, capital gain net income, as defined in Section 1222(9)).

(4) Interest related to exempt-interest dividends—Interest on indebted-
ness incurred or continued to purchase or carry shares of stock of a re%ulated
investment company which quring the taxable year of the holder thereof
distributes exempt-interest dividends.

Amended by P. L. 94-4% (Deaqwood 20 Repart 1954 Cod
na y88-272 For etaﬂs, seg gom eeas oerﬁ%glzgz%nacted werg
the olume reproduced at 582 CC 10

05 grce " %Fl%eggrt,}zgn P. L. 88272

. Regulations

exempt income— (a Nn'
('I W é@‘@m No amount s?1a|| he
allowed as”a deductlon under any rovision of the Internal Revenue Code of
1954 for any expense oi amount w |ch is otherwise allowable as a deduction

and which is allocable to a class or classes of exempt income other than a
class or classes of exempt interest income.

(2) No amount shall be allowed as a deduction under section 212
(relating to expenses for production of income) (or any exFense or amount
which is otherwise allowable as a deduction and which 1s allocable to a class

or clas es.of exempt interest {ncome. .
| income E[d |m (1) As used in this section,
“clas

the term of exempt mcome" eans an/ class if income (whether or
not an amount of income of such class is received or accrued) wholly exempt
from t e taxes imposed by subtitle A of the Code. For purposes of this sec-
tion, a *lass of income whiJi is considered as wholly exempt from the taxes
|mposed by subtitle A includes any class of income which is—

. (i) Wholly excluded from gross income under any provision of
subtitle A, or
~(ii) Wholly exempt from the taxes imposed by subtitle A under
the provisions of any other law.

. 2) As used in this section the term "nonexempt income" means any
income which IE reqdred to be |ncIud in grg -’smc

(c) A d (S eamﬂlm Expenses

and amounts otherW|se aIIowabIe which arc directly ble to any class or
classes of exempt income shall be allocated thereto; and expenses and amounts

H 2230 Reg. 81.265-1(0) © 19/, Commerce Clearing House, Irc.

P Coeig
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directly allocable to any class or classes of nonexempt income shall be allocated
thereto. If an expense or amount otherwise allowable is indirectly allocable
to both a class of nonexempt income and a class of exempt income, a reason-
able proportion thereof determined in the light of all the facts and circum-

stances in each.case sh IHe allocated to each.
o SO s NG 1B (1) A taxpayer receiv-

ing any class of exempt income or " olding anY property or engaging in any
activity the income from which is exempt shall submit with his return as a
part thereof an itemized statement, in detail, showing (i) the amount of each
class of exempt income, and (ii) the amount of expenses and amounts other-
wise allowable allocated to each such class (the amount allocated by apportion-
ment being shown separately) as required by paragraph (c) of this section.
If an item is apportioned between a class of exempt income and a class of

nonexempt income, the statement shall show the basis of the " "-‘eonment.
Such statement shall also recite that each deduction claimed I. irn is
not in any way attributable to a class of exempt income.
(2) The taxpayer shall keep such records as will enable him to make

the allocations required by this section. See section 6001 and the regulations
thereunder. |Reg. § 1.265-1]

01 Historical Comrrent: Proposed 3/19/58. Adopted 9/16/58 by T. D. 6313

Caution: Reg. § 1.26S-2, below, does not reflect the amendment of
Code Sec. 265(2) or the addition of Code Sec. 265(3) and (4)
by P. L. 94-455. See fl 2232.024.

. Regulations

0&[]]2231] § 1265-2. Interest relating to tax-exempt income.— (a) |n

‘No amount shall he allowed as a deduction for interest on any indebted-
ness incurred or continued to purchase or carry obligations, the interest on
which is wholly exempt from tax under subtitle A of the Code, such as
municipal bonds, Panama Canal loan 3-perccnt bonds, or obligations of the
United Stater, the interest on which is wholly exempt from tax under sub-
title A. and which were issued after September 24, 1917, and not originally
subscribed for bv the taxpayer. Interest paid or accrued within "he taxable
year on indebtedness incurred or continued to purchase or carry (1) obliga-
tions of tbe United States issued after September 24, 1917, the interest on
which is not wholly exempt from the taxes imposed under subtitle A of the
Code, qr.(Z? obllgatmns of the United States issued after September 24, 1917,
and originally subscribed for by the taxpayer, the interest on which is wholly
exempt from the taxes imposed by subtitle A of the Code, is deductible. For
rules as to the inclusion in gross income of interest on certain governmental

obligations, see,sec ioHOSa d thg requlgtions thereunder.
(b) ?@ﬁﬁ Ille (Hiallﬁ F’AIQB (1) no deduction shal
owed,

be disallowed, for taxable years ending after February 26, 1964. under section
265(2) for interest paid or accrued by a financial institution which is a face-
amount certificate company registered under the Investment Company Act
of 1940 (15 U. S. C. fcGa-1 and following) and which is subject to the bank-
ing laws of the State in which it is incorporated, on face-amount certificates
(as defined in section Zd(a)(15) of the Investment Company Act of 1940) issued
hv such institution and on amounts received for the purchase of such cer
tifieates to be issued by the institution, if the average amount of obllga.nons,
the interest on which is wholly exempt from the taxes imposed by subtitle A
of the Code, held by such institution during the taxable year, does not exceed
15 percent of the average amount of the total assets of such institution during

808 CCH—Stzndard Federal Tax Repons Peg, § 1.265-2(b) Il 2231
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> Caution: Reg. § 1265-2, below, does not reflect the amendment of
Code Sec. 265(2) or the addition of Code Sec. 265(3) and (4)
by P. L. 94-455. See f| 2232.024.

Sﬁ%Sl}—Continued '
year. See subparagraph (3) of this paragraph for treatment of interest
paid or accrued on face-amount certificates where the figure is in excess of
15 percent. Interest expense other than that paid or accrued on face-amount
certificates or on amounts received for the purchase of such certificates does
not come within the rules of this paragraph.

(2) 1his subparagraph is prescribed under the authority granted the
Secretarg or his delegate under section 265(2) to prescribe regulations govern-
ing the determination of the average amount of tax-exemprt obl.ga,;ons and of
the total assets held during an institution's taxable year. The average amount
of tax-exempt obligations held during an institution’s taxable year shall be
the average of the amounts of tax-exempt obligations held at the end of each
month ending within such taxable year. The average amount of total assets
for a taxable year shall be the average of the total assets determined at the
beginning and end of the institution’s taxable year. If the Commissioner,
however, determines that any such amount is not fairly representative of the
average amount of tax-exempt obligations or total assets, as the case may be,
held by such institution during such taxable ycai. then the Commissioner shall
determine the amount which is fairly representative of the average amount
of tax-exempt obligations or total assets, as the case may be. The percentage
which the average amount of tax-exempt obligations is of the average amount
of total assets is ’etermined by dividing the average amount of tax-exempt
obligations by the average amount of total assets, and multiplying by 100,
The amount of tax-exempt obligations means that portion of the total assets
of the institution which consists cAﬁh ations the interest on which is wholly
exempt from tax under subtitle the Code, and valued at their adjusted
basis, appropriately adjusted for amortization of premium or discount. Total
assets means the sum of the moneK, plus the aggregate of the adjusted basis of
the propertK other than money held by the taxpayer in good faith for the
purpose of the business. Such adjusted basis for any asset is its adjusted basis for
determining gain upon sale or exchange fur Federal income tax purposes.

. (3) If the percentage computation required by subparagraph (2) of
this paragraph results in a figure in excess of 15 percent for the taxable year,
there is interest that does not come within the special rule for certain financial
institutions contained in section 265(2). The amount of such interest is
obtained by multiplying the total interest paid or accrued for the taxable year
on face-amount certificates nnd on amounts received for the purchase of Such
certificates by the percentage figure e%ual iu the e«coec of the percentage
figure computed under subpara%raph (2) of this paiagraph over 15 percent.
See paragraph (a) for the disallowance of interest on indebtedness incurred
or continued to purchase or carry obligations the interest on which is wholly
exempt from tax under subtitle A of the Cotie.

(4) F.very financial institution claiming the benefits of the special
rule for certain financial institutions contained in section 265(2) shall file with
its return for the taxable year:

|
panv registere((f under the Investment Company Act of 1940 (15 U. S C. 80a-1
and following) and that it i subject to the banking laws of the State in which
itis incorporated.
f 2231 Reg. 81.265-2(b) © 19M. Commerce Clearing Hou»e, Irc.

A statement showing that it is a face-amount certificate com- (
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££-> Caution: Reg. § 1.26S-2, below, does not reEect the amendment of
Code Sec. 265(2) or the addition of Code Sec. 265(3) and (4)
by P. L. 94-455. See fl 2232.024.

(ii) - A detailed schedule showing the computation of the average
amount of tax-exempt obligations, the average amount of total assets of such
institution, and the total amount of interest paid or accrued on face-amount
certificates and on amounts received for the purchase of such certificates for
the taxable year. [Reg. § 1.265-2]

0L Historical Comment: Proposed 3/19/58 Adopted 9/16/58 by T. D. 6313 Amended
9/18/67 by T. D. 6927 to reflect P. L. 88-272

® Regulations

- [IT2231A] §1.265—3.| uctibilitg of interest relating to exempt-
interest dividends.— (a) N No deduction is allowed to a shareholder
of a regulated investment company for interest on indebtedness that relates
to exemﬁt-mterest dividends distributed by the company to the shareholder

during the shar hraiﬁr’s axable ygar .
(h) ﬁﬂé rgbbemﬁmeﬂdmh (1) All or a portion of

the interest on an ind®ntedness relates to exempt-interest dividends if the
indebtedness is either incurred or continued to purchase or carry share: of
stock of a requlated investment company that distributes exemr)t-interest
dividends fas defined in section 852(h)(5) of the Code) to the holder of the
shares during the shareholder's taxable year.

. (2) To determine the amount of interest that relates to the exempt-
interest dividends the total r.nount of interest paid -accrued on the indebted-
ness is multiplied ba/.a. fraction. The numerator ot the fraction is the amount
of exempt-interest dividends received by the shareholder. The denominator
of the fraction is the sum of the exempt-interest dividends and taxable
dividends received by the shareholder (excluding capital %aln. dividends
received by the shareholder and capital gains required to be included in
the shareholder’s computation of long term capital gains under section
852(b)(3)(D)). [Reg. § 1.265-3]

10 Historical_Comment; Proposed 7/28/78 Adopted 3/15/79 by T, D. 760L The
Preamble to T. D. 701 1s at 79(10) CCH fitoOOA.

[fl 2232 _Expenses and Interest Relating to Tax-Exempt Income
aelin

.02 Prevention of double deduction.—If all expenses connected
with earning exempt income were deductible, there would, in effect,
be a double deduction The exempt income would not he taxable in
the first pla e. The expenses would he deductible in the second, although
they woo'd not he attributable to income on which tax is owing.

~ To prevent this, the expenses of earning income, which by federal
income tax standards are wholly exempt from tax, arc not deductible.

The courts have found, and the Commissioner has agreed, that
there is a valid distinction between “wholly exempt" income ami
encomc on which "no gain or loss is recognized" (see .043 and .20,
below). Thes decisions hold that gain realized by a coi,.oration upon
a complete pi. a of liquidation which is not recognized under Code

8B CCH—Standard Federal Tax Reports Reg. § 1.265-3 7 2232.02
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Expenses and Interest Relating to Tax-Lxempt Income

[fi 22 ]Bca%ed

Sc_s. 332 and 337 is not "wholly exempt” income within the meaning
of Code Sec. 265 and, therefore, state income tax paid on such gain is
a deductible expense.

021 Expenses of earninF tax-exempt income.—No deduction
is allowed for any emlocable to the earning of tax-exempt
income. However, a xpense (excluding interest on indebted-
nhess inc.urredf to carry tax ts—sge d.OﬁZ be(ljow)C adttrgbutazt)é%({())
the earning o may be deducted. Code Sec.
rovides tﬁat mﬁ%expenses (\Yvithin the meaniné; <f Code Sec.
12) incurred in earning tax-exempt income are not deductible.

Thus, while an investor may not deduct the expense of earning
wholly tax-exempt interest, because the expense is not incurred in a
trade or business, a bank may deduct such an exgense. because it is a
business expense. The position of banks r.nd other financial institu-
tions with regard to expenses incurred in earning tax-exempt interest
has been claritied at .025 below.

State income taxes paid by an estate or trust which receives
taxable income, tax-exempt interest income, and other exempt income
may be deducted ir part, as explained by the IRS in Rev. Uul. 61-S6, at
20, below. The deduction is limited to that portion of the taxes allo-
cable to taxable income and to exempt interest income.

022 Interest on indebtedness incurred to carry tix-exempts.—
Code Sec. 265(2) prohibits a deduction for interest on an indebtedness
incurred or continued to Burchase or carry tax-exemjt securities,
However, whether tin indebtedness is incurred or continued to avoid
liquidating tax exempts 's a question which must be lecdcd on the
individual rirrumstanccs. The courts have generally hel 1that if a
satisfactory business purpose can he shown for borrowing the funds,
an interest deduction will he aIIlolwed( evegltzyo%gh thle Eoirower
con tqt t curities (see 0-12). Recently, however,
in "mﬁS WW@ (.041), the (<urt of Claims held that,
while a good business purpose existed for continuing an indebtedness,
the taxpayer’s dominant purpose was to continue to hold tax exempt
securities.” The Court of Appeals for the 7th Circuit recently denied
an in'erest deduction where it felt that the borrower should have
foreseen, at the time it purchased the tax-exempts, that a loan would
he required to meet future economic needs. However, the same tax-
payer was not required to liquidate municipal bonds in order to fin. nee

the construct . npaLthis was a major non recurrent
expenditure (Mﬁ]gﬂﬁ Iﬁ:at .041).

~.023 Deductions of certain financial institutions.—Nonbanking
financial instituti ms which arc face-amount certificate companies
reg!stered under the Investment Company Act of 1940 and which are
subject to state banking laws can deduct the interest on face-amount

certificates issued to investors, even though the payments received
from these investors arc partially reinvested by these financial institu-

2 2232.021 Reg. §1.265-3 © 19M, Commerce Clearing House, Irc.



MINUTES
SENATE FINANCE COMMITTEE
February 28, 1980

9:03 a.m.
Chairman Sackett convened the meeting at approximately PRESENT
9:03 a.m. All committee members were present. Also in

attendance were Senators Stimson, Kelly, and Ziegler;
Julius J. Brecht, Director, Division of Banking,
Securities, and Corporations; Janet Bradley, Assistant
Director, Human Rights Commission; Charles Campbell,
Director, Division of Corrections; Roger Lange, Adminis—
trative Officer, Division of Correction.l; Fiscal Analyst
Bob Schroeder; and Administrative Assistant to Senate
Finarce Garrey Peska.

Senator Kerttula moved that SB 310 (Act exempting SB 310
interest earned from certain financial institutions from

the Alaska net income tax) be brought up for committee

discussion, advising that both Senator Ziegler and

the bill"s sponsor, Senator Kelly, were present to

testify concerning the legislation.

Senator Kelly advised that the purpose of the bill is SENATOR
to increase capital amounts available within financial KELLY
institutions in the State of Alaska thereby increasing the

amount of money available for loan. A similar idea is

currently being looked at very seriously in Congress.
Senator Kelly stated again that the legislation would
increase capital available for loan within the state, and
encourage savings.

Mr. Brecht, Director of Banking appeared before committee
at this time and distributed to members a copy of an
article from the Washington Post outlining the processes
Involved in effecting tnis type of savings.

Senator Kelly advised he has not "heard" of any

opposition to the bill. Senator Ray stated that while

he feels no opposition to the concept, the bill "seems" to
discriminate against those who don"t have savings
accounts--those who have 1invested their money 1in other
areas. He stated his belief that the bill is too narrow.

Senator Kelly responded that encouraging savings 1is only
the minor :hurst of the legislation. The "major 1idea" 1is
to build up capital savings in Alaska banks.

Chairman Sackett referred to the fiscal note attached

to the bill and a memorandum from Gary Jenkins (copies
appended to these minutes), advising of the lack of exact
data for the bill.
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considering what the state has been subjected to by

the present administration in Washington, the Resolution

represents a means of "fighting back,” a method of saying

"we don"t like the way we have been treated on the national

level.” Senator Ziegler briefly referred to needed minor

amendments (Page 2, Line 1, change "five" to "four,"™ and AMENDMENT
Page 2, Line 6, after "alternatively” insert "this body SJR 16
makes application and requests that") and then requested

committee passage of the Resolution.

Senator Ray exp ‘essed his opinion that passage of the
Resolution might be analogous to "sticking your hand 1in
a piranha®s mouth, specifically at appropriation time."
Senator Ziegler replied that no other states passing
similar legislation have been penalized to any extent,
fhe Senator concluded his remarks asking "What more can
they do to us?"

Senator Sumner moved for passage of SJR 16 as amended MOTION
with individual recommendations. No objection having

been voiced, SJR 16 as amended passed from committee-- SJR 16
Senators Sackett, Hohman, Bennett, Hackney, and Sumner (AMENDED)
signing do pass, Senators Ray and Kerttula signing no DO PASS

recommendation.

The Chairman moved to bring SB 382 (Act makii.g a supplemental
appropriation to the Department of Health and Social

Services, Division of Corrections, for FY 79 bills) and SB 382

SB 396 (Act making supplemental appropriations to the

Department of Health and Social Services, Division of SB 396
Corrections) up for discussion, advising that the two

bills have been combined within Committee Substitute CS for SB 396
for SB 396.

Mr. Charles Campbell, Director of the Division of CAMPBELL
Corrections, and Roger Lange, the Division™s Finance & LANGE

Officer, appeared before committee to testify on the
legislation. Mr. Campbell stated that, essentially,
the bill addresses supplemental needs 1in order to

continue operation of the Division of Corrections on

a maintenance level. Mr. Campbell attested to the
Division®s inability to deal with the 67. vacancy factor
because of the need for 24 hour guard coverage. In

addition, the Division needs major medical funding
and funding for out-of-state placement of prisoners.

Mr. Lange advised that the Committee Substitute also
includes salary costs and $575 thousand for in-state
jJ-ivenile care 1in private institutions. The Division
has restored the vacancy assessment and the probation
officer position. Mr. Lang stated that restriction

2/28/80



of the probation position would be unfair to those
about to ,poe released from institutions. Funding 1is
also rer & ;sted within the legislation to cover the cost
of unbuofeeted lea.ce costs.

Senator Ray adwhgsed that the Committee Substitute

also includes EQ thousand for a refrigerator/freezer
unit at the Fairbanks Correctional Center, $16 thousand
for psychological counseling and a teaching position

at Ridgeview Manor, and $400 thousand needed by the
Division to pay accumulated unpaid bills. Mr. Lange
stated that the unpaid bills consist of charges made

by the Federal Bureau of Prisons for out-of-state care,
payment for juvenile care in private institutions, and
miscellaneous small bills.

Mr. Campbell advised that the number of individuals

housed out-of-state has escalated rather dramatically.

The Division was previously put on notice to reduce the
number of prisoners so housed since the Palmer and Eagle
River facilities were not being utilized to full capacity.
The division agreed to such a reduction, cvising that

it 1s opposed to sending prisoners out-of-state. Seventeen
prisoners were brought back to the state and the Division
noted increased tension within its facilities as a result
of their return. Seventeen represents the greatest number
of prisoners the system could bring back. The state
continues to "have people out-of-state in excess of

what 1““can pay for."

Responding to a question from Senator Hackney concerning
juvenile care, Mr. Campbell advised that McLaughlin had
been underfunded by a substantial amount. The Division

is in favor of reducing this kind of incarceration for
juveniles, but it does not have enough funding to place
all juveniles 1in private care. The Division moved

money from private care into foster homes and

mode an attempt to identify more foster homes. OQut-of-
state care was reduced by 82% while foster care was
increased 527*. Mr. Campbell advised that the department®s
problem is that it must continue to use McLaughlin until
it can implement other programs. To date 28 children

have participated in adverturc-based programs. The
department has also reorganized and set up a specific

unit for handling youth, but the Division 1is "seriously
lacking in funding for placing children in private insti—
tutions ."

Senator Hohman asked how last year®s figures for
McLaughlin compare with this year®"s, and Mr. Lange
stated he would furnish a comparison
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Responding to questions from Senator Hohman concerning
adventure-based education, Mr. Campbell advised that

the Division has utilized such a program, adding that
the programs have been "dramatically successful,”
although the Division®s tracking system has not been

the best. The Division strongly supports the adventure-
based concept although it has encountered problems
developing in-state resources for the programs.

Responding to a question from Chairman Sackett, Mr. Lange
advised that the exact amount needed for McLaugllin is
$365,000, such funding to be in addition to that already
in the budget.

Senator Ray attested to the need for legislative under —
standing that "it takes “x* amount of dollars™ to operate
such a facility as McLaughlin whether it houses 5 or

50 individuals. Such an amount represents "the basic cost
of running an institution.”™ Cutting down on the number

of people housed therein does not necessarily cut costs
proportionately.

Senator Hohman referred to an analysis by Fiscal Analyst
Bob Schroeder suggesting that Sec. 10 ($400,000 to division
of corrections for outstanding 1979 bills) is inflated by
670.

Mr. Lange responded that the $400,000 request was prepared

last October. At that time the Division had $368,000

in unpaid bills. The Division, 1in correspondence to

Eudget 6/ Management, stated that the amount requested

could be reduced to the actual dollar amount of its outstanding
bills at the time the supplemental was formalized.

Senator Ray moved that the bill be held in conmittee
until the division could provide more information on
Wts unpaid bills. Senator Hohman asked if the $400,000
request was inflated by 6/, and Mr. Lange replied, "yes
Senator Hohman stated his belief that the Division
should have advised the committee of this fact on 1its
own.

The Chairman advised the bill would be held in committee. for SB
. . HELD IN

In his closing remarks Mr. Campbell stated that the COMMITTEE

Division "couldn"t bo more pleased at the opportunity

to exchange complete information.”™ The Division wants

to develop alternative plans for young people, but
until such plans are concrete, the Division must
continue to use McLaughlin.

2/28/80
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Senator Hohman attested to the fact that it is

difficult to have confidence in the Division based

on its past reputation. He further advised of his

belief the Division is guilty of withholding information
because of the 6% inflation factor uncovered by Legislative
Finance on funds requested under Sec. 10 of the above—
discussed legislation.

The meeting adjourned at approximately 10:00 a.m. ADJOURN

SFC-80 #20, Side 1 (000-end)
Side 2 (000-208) 2/28/80
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CS for Senate Bill No. 310

This bill would exempt any interest paid by a financial institu—
tion in the State of Alaska from taxation under the Alaska

Income Tax Act. This 1income would be exempt to individuals
trusts, estates, partnerships, and corporations.

It is assumed that the objective behind this bill would be to
encourage individuals to place more money in interest-bearing
accounts 1in financial institutions in the State. While this 1is

a very 1ideal aim, there 1is serious question about whether a bill
such as this would cause the desired result. It is my impression
that people place money 1in savings accounts, depending on the
economic climate in the society, rather than because any interest
which might be earned is tax free.

The major benefactors of this bill would be the wealthy individuals
and large corporations who already have substantial interest-
bearing accounts in Alaska banks. If the intent is truly to
encourage savings by the average citizen, consideration should

be given to providing the tax exempt status to deposits made

after the effective date of the bill and on a maximum amount,

such as $5,000.



THE LEGISLATURE OF THE STATE OF ALASKA
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HCAL NOE

" BiRestiution No.GS For 8B 310

Institutions

Title Act exempting from the net income tax interest earned from Alaska f-mgnrial/

Requested by

Date

I, FISCAL DETAIL
enc Affected
ogra Categsor\(J Affecteg
get Request Unit(s) Affected_

EXPENDITURES  (Thousands of Dollars)

FY

285858

FUNDING  (Thousands of Dollars)

FNFRAI F N D
EDERAL FUNDS -

OTHER (Specify)

POSITIONS

FYg FY8 FY&8 FYd

Unknown

Il ANALYSIS (See Fiscal Note Preparation Instructions, Section I1I)

The bill proposes to exempt from income taxation interest earned fran a financial
institution which is chartered under the laws of the State or has its principal

or hane office within the State.

Due to lack of data we are unable to determine the exact revenue impact of this

proposal. It is likely to reduce general fund revenue by about $5.0 million
annually.
IV. DATE »?//' PREPARED BY LL
. AGENCY
Onginal Leg|slat|ve Finance PHON
CC: et an agement
Prune Sponsor? Hirst Legislator Named)

33-001  (Krv. 1(l 78)
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