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The FINANCE Committee considered
CS SB NO. 136 t(_2‘qlk Rules) . EDUCATION TRUST FUND

"An Act estaplishing the Alaska educatjon trust fund and authorizing
advance tuition payment contracts; and providing for an effectiveé

date."

RECOMMENDATIONS: S
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[ do pass
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[ 1 no recommendation
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[ 1 additional referral to the
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v o= FISCAL NOTE

RECQLEST.

Revision Date: Mav 3. 1990

Title: An Act establishing the Alaska
education trust fund

Sponsor: KERTTULA, Kelly, et al
Requestor:  HOuse Finance

I utt/9 J? 3 OA
o H rz

Agency Affected: Revenue
BRU: Permanent Fund Dividend Division

Permanent Fund Dividend

Components:
D1v.15.t0n

EXPENDITURES/REVENUES: (Thousands of Doll ars)

Fy 91 Fy 92 Fy 93 FY 94 FYy 95 FY 96
OPERATING
PERSONAL SERVICES 24.1 11.9 11.9 11.9 11.9 11.9
TRAVEL -0- -0- -0- -0- -0- -0-
CONTRACTUAL 5.0 5.0 5.0 5.0 5.0 5.0
SUPPLIES 0.2 0.2 0.2 0.2 0.2 0.2
EQUIPMENT -0- -0- -0- -0- -0- -0-
LANDS & STRUCTURES -0- -0- -0- -0- -0- -0-
GRANTS, CLAIMS -0- -0- -0- -0- -0- -0-
MISCELLANEOUS -0- -0- -0- -0- -0- -0-
TOTAL OPERATING 29.3 17.1 17.1 17.1 17.1 17.1
| CAPITAL | -0- | -0- | -0- | -0- | -0- | -0-
| REVENUE | -0- | -0- | -0- | -0- | -0- | -0-
FUNDING: (Thousands of Dollars)
GENERAL FUND 29.3 17.1 17.1 17.1 171 17.1
FEDERAL FUNDS -0- -0- -0- -0- -0- -0-
OTHER -0- -0- -0- -0- -0- -0-
TOTAL 29.3 17.1 17.1 17.1 17.1 17.1
FULL-TIME -0- -0- -0- -0- -0- -0-
PART-TIME 3 2 2 2 2 2
TEMPORARY [ 7-0- -0- -0- -0- -0- -0-
ANALYSIS: See Attached.
Prepared By: Ervin Jones Phone: 465-2323
Division: Permanent Fund Pi Date: Mav Lss
Approved by Commissione Date:
Agency: Revenue
Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
O ffice of Management and Budget
Impacted Agency(ies)” page 1 of
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May 3f 9(?

The provision o[ a new contribution decision on the dividend
Peps tion w il cause additional administrative cost In several

a) The cﬁmputelrn s¥stem will ne ed to % chanﬂed to account for

choentﬁo?s gnd to pr Vlgrangor %hg IISfer oVY ?un gnténcl;

trust account.

b ach of ro tely 5 ,000 applications w iJl need to
) Ee ViSUa 8Prex\/|=2 (Jyané coHe dpp decis QH on tA
o ntribyti n deg lon. Eac matm( 1l be data
ptur |to al atten n and keystrokes expended
ac posmve decision.
1. Positions
FY 91 FY 92
%ﬂ P6T1€\ aI%(MPror? Umdrpner \s/alggl
ang beneﬂts mon[%s y = $12.2
PCN 41125 would b% funded for an
ad(LIA two mont In. accordance
Wt tachment A. 9 gom% malnteﬂ H
0f new rams would be atcomplishe
by exis 8 a ff.
P D oces or |
34 ? ncu In salar and
bﬂ;ﬁ |t months J Y $7.0 $7.0
his position would assist n the manual
re |ev5) a (5 codW\gr 0f '3235,000 aPpI|catI}ons
for the W contribution decislon, Th|s
ggm on ;t)resents th ecﬂuwalent 0T the
ditiona I ime and effor

Page s



%ﬂ §P2T4%t(?8?l\r/looce|sr%l dﬁ]lge”éallary 8Zmd
benefits for 2 months =
e
eqéuv?,eht vafug og the adaitional time
and efrort.
TOTAL Personal Services

Other Expenditures:

a) Travel.

b) Contractual:
Data Processing Chargeback

c) Supplies:

d) Equipment: Use existing equipment
TOTAL COST

Suggested Amendments:
1. Consider removing the check-off provision,

Attachments: Attachment A:  "Summary of DP Needs"

Page 4

$24.1 $11.9
$0.0 $0.0
$5.0 $5.0
$0.2 $0.2
SQ,0 $0.0

1 $17.1
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ALASKA Bill Versmn HCS SB 136
Publish

STATE OF

1990 LEGISLATIVE SESSION Date:

SEQUEST FISCAL NOTE

Re?nsnon Date: Agenc;F Affected: Department of Revenue
Title: Alaska education trust fund U Treasury

Sponsor: House HESS Components..

Requestor: House Fifance

BXPENDITURES/REVENUES:  (Thousands of Dollars)

1 FY 91 | FY 92 1 FY 93 1 FY 94 1 FY 95 1 FY 96
| OPERATING | 1 1 1 1

| PERSONAL SERVICES 0 1 0 [ ) ! 1 0 ! 0
| TRAVEL 0 1 0 ! 0 1 1 1 o]
| CONTRACTUAL 0 1 46.0 | 87.0 | 131.0 1 179.0 j 235.0
| SUPPLIES 0 1 0 i 0o i 0 1 0 ! o]
|  EQUIPMENT 0 1 0 [ 0 ! 0 1 0 0
i LANDS & STRUCTURES 0 1 0 I 0 1 0 1 0 0
| GRANTS, CLAIMS 0 1 0 i o} 1 0 1 0 ! 0
i MISCELLANEOUS 0 1 0 ! 0 ! 0 1 0 ! o}
1 TOTAL OPERATING 1 0 1 46.0 | 87.0 I 131.0 1 179.0 | 235.0
1 CAPITAL 1 0 1 0 1 ) 1 o 1 0 1 )
1 REVENUE 1 0 1 0 1 0 1 0 1 0 1 0
runping:  (Thousands of Dollars)

| GENERAL FUND 0 1 0 1 0 ! 1 0 i o]
| FEDERAL FUNDS ! 0 1 0 0 i o] 1 0 1

| OTHER i 0 1 46.0 | 87.0 | 131.0 1 179.0 | 235.0
1 TOTAL 1 0 1 46.0 | 87.0 | 131.0 1 179.0 | 235.0
POSITIONS:

|  FULL-TIME | 0 . 0 1 o 1 o 1 0 0
|  PART-TIME | 0o 1 0 1 o ! o 1 0 1 o
1 TEMPORARY 1 0 1 0 1 0 1 0 1 0 0
ANALYSIS: attach a separate page for analysis. FY 90 fiscal effect is zero,
Prepared Byr Milt Barker Phone: 465-2350

Division: Treasury Date: May 3, 1990
pproved by Commissioner. r Date: s-

Agency. Department of Revenue
D|str|but|on b¥ preparer).
|

Legislative Finance
Leglslanve Sponsor
Requestor

ffice of Management and Budget
Impacted Agency(ies)
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ing ekeeping ement ~ Tota
ice Earnings Balance Fees Fees Fees Audit Fees
?5 0 0 m0 0 0 0 0

1 26 1 23 (V2 10 46

3 3 2 63 » 10 87
3 5 & 4 106 iV 10 13
3 8 116 5 152 12 10 1M
3 1 1% 7 26 12 0 25

inent Fund, Decerrber 1989 o . .
-dividend receipts; initial participation in a similar Florida program wes

fer to trust fund occurs on average on Novenmber 15; also assures no payouts

bcation to common stocks



1990 LEGISLATIVE SESSION PUBLISH DATE: _

AEQUEST FISCAL NOTE
evision Dalg: : Cniversi
fe N et oo AO2 oA /SRR
Sponsor:  Senator Kerttula :
quuestor: . Components._,
EXPENDITURES/REVENUES:  (Thousands of Dollars)
OPERATING FY o1 FY 92 FY 93 FY 94 FY 95 FY 9
PERSONAL SERVICES 62.4 62.4 62.4 82.4 62.4
ﬂD CTUAL 5.0
! %%UCTURES
LA
TOTAL OPERATING 5.0 62.4 62.4 62.4 62.4 62.4
CAPITAL
REVENUE
FUNDING:  (Thousands of Dollars)
GENERAL FUND 5.0 624 62.4 62.4 62.4 62.4
F FUNDS
?OTAL 0.U 62.4 62.4 62.4 624 624
POSITIONS:
FULL-TIME 0 1 1 1 1 1
PART-TIME
TEMPORARY
ANALYSIS . (Attacha separate page if necessary)
Pl’eparedby Hniisp Finance Committee
Division :¢ : Co—Chai.rman Ron Larson
Approved by eomrr%%igrﬂ?\rman Lyman Hoffman
Agency:
Distribution (b¥_preparer):
Legislative Finance
Legislative Sponsor
R uest?r
Qtfice 0 Management and Budget
Impacted AgenCy(ies) page of
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6-0557R

Original aponsor(s): SEN. KERTTULA, Kelly, Sturgulevskl, Elieaon, Faiks
Rodey, Binkley, Duncan, Frank, Fischer, Jones, Pearce, Coghill, Zharoff,
Szymanski
IN THE SENATE BY THE FINANCE COMMITTEE
HOUSE CS FOR CS FOR SENATE BILL NO. 136 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA

SIXTEENTH LEGISLATURE - SECOND SESSION

and authorizing advance tuition payment contracts
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 14.40 is amended by adding new sections to read
ARTICLE 6. ALASKA EDUCATION TRUST FUND
Sec. 14.40.803. ALASKA EDUCATION TRUST FUND ESTABLISHED
The Alaska education trust fund is established as an endowment trust
fund separate from the general fund. The fund may be divided into
separate accounts for accounting purposes.
(b) The fund consists of
(¢D) permanent fund dividend and cash contributions made
under AS 14.40.807 wunder the terms of an advance tuition payment
contract *
(2) gifts, Dbequests, and contributions of cash or other
assets from a personi and
(3) income and earnings of the fund.
I[c) Assets of the fund shall be expended in the following order
of priority:
(1) to make payments to the university on behalf of quali—

fied beneficiaries*

(2) to make refunds upon termination of an advance tuition

oaymerit contract*

. _ » |
to pay the costs of administration of the fund.

N . ®
0.805. POWERS AND._DQT[ES OF THE COMHTS.qt
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ELEVENTH. The commissioner of revenue ia the trustee of the fund and
has the poversand duties under this section to

(¢D) act as official trustee of the cash and 1investments
belonging to the fund and to secure adequate and safe custodial facil—
itiesi

(2) receive all items of cash and investments belonging to
the fund\

3) collect the principal and income from 1investments
acquired by the trustee and deposit the amounts in separate principal
and income accounts for the fundi

4) invest and reinvest the assets of the fund as provided
in thissection and as provided for the investment ofretirement funds
under AS 14.21i.180]

(5) exercise the powers ox a trustee with respect to the
assets of the fundi

(6) do all acts, whether or not expressly authorized, that
the commissioner of revenue considers necessary or proper in adminis—
tering, as a trustee, the assets of the fundi

(7) maintain accounting records of the fund in accordance
with investment accounting principles and with distinction between the
principal and income accounts of the fund*

(8) engage an independent firm of certified public accoun—
tants to annually audit the financial condition of the fund"s invest—
ments and investment transactionsi

9 enter 1into and enforce contracts or agreements con—

sidered necessary for the investment purposes of the fund;

(10) report to the university the condition and 1investme

performance of the fundi

136(?in)



beneficiaries}
(12) make refunds upon termination of anadvance tuition
payment contract; and
(13) pay the costs of administration of the fund.
Sec. 14.40.807. CONTRIBUTION TO THE ALASKA EDUCATION TRUST FUND,
(a) Contributions to the fund under the terms of an advance payment
contract may be made by direct cash payments or by contributions from
the permauent fund dividend. The Department of Revenue shall
(1) prepare thepermanent fund dividend application to
allow an applicant, or a parent, legal guardian, or other authorized
representative of an applicant who is an unemancipated minor to con—
tribute 50 percent of a dividend to the fund under the terms of an
advance tuition payment contract; and
(2) include with each application for a permanent fund
dividend an explanation of the trust fund, including the right of a
purchaser to receive a refund upon termination of an advance tuition
payment contract, and a statement that the tax liability of the fund
has not yet been determined; after the Internal Revenue Service deter—
mines the tax liability of the fund? Yy statement summarizing the tax
determination shall be included with each application for a permanent
fund dividend.
(b) The Department of Revenue shall pay contributions directly
to the fund.
Sec. 14.40.809. POWERS AND DUTIES OF THE UNIVERSITY OF ALASKA,
(a) The Board of Regents of the University of Alaska may contract
with a purchaser for the advance payment of tuition by the purchaser
for a qualified beneficiary of any age to attend a branch of the
university towhich the qualifiedbeneficiary 1is admitted, without

furthertuition cost to thequalified beneficiary. A purchaser anda

3. hes c48s 136fp-(n



HCS CSSB, 136(Fin) 4-
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qualified beneficiary may be the same person.
(b) The board shall

(1) make appropriate arrangements as necessary to fulfill
the board"s obligations under an advance tuition payment contract)

(2) establish standard payment plans to be wused under
advance tuition payment contracts)

3) establish the «circumstances under which an advance
tuition payment contract may be terminated and the amount of the
refund the person entitled to terminate the contract may receive.

Sec. 14.40.811. ADVANCE TUITION PAYMENT CONTRACTS. (a) An
advance tuition payment contract must include

(1) the amount of payments required from the purchaser on
behalf of the qualified beneficiary)

(2) the terms and conditions for making the payments)

(3) provisions for late payment charges and for default)

(4) the name and age of the qualified beneficiary under the
contract and a statement that the purchaser, with the approval of the
board, may substitute another person for the qualified beneficiary
originally named in the contract)

(5) the number of credit hours to be provided to the quali—
fied beneficiary under the contract)

(6) the name of the persons entitled to terminate the
contract, the terms and conditions under which the contract may be
terminated, and the amount of the refund to which che person terminat—
ing the contract is entitled)

(7) the assumption of a contractual obligation by the board

to provide for credit hours of higher education at the university)

cay receive 1if the qualified beneficiary is not entitled to in-state
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tuition at the time of enrollment at the university;

(©)) the period of time during which the qualified be

ciary may receive the benefits of the contract; and
(10) other terms and conditions the board determines
appropriate.
(b) An advance tuition payment contract may be terminated

(@) if the qualified beneficiary dies or becomes so dis—
abled that the beneficiary cannot complete an education;

(2) if the qualified beneficiary 1is not admitted to a
branch of the university after making a proper application;

(3) 1if the qualified beneficiary certifies to the board,
after the contracted date of entrance to the university or after the
qualified beneficiary has received a high school diploma or reached
the age of majority, that the qualified beneficiary has decided not to
attend the university;

(4) if the board determines that the number of purchasers
is insufficient to maintain the fund on an actuarily sound basis; or

(5) under other circumstances determined by the board and
set out in the advance tuition payment contract.

Sec. 14.40.817. DEFINITIONS. In AS 14.40.803 - 14.40.817,

(1) “advance tuition payment contract”” means a contract
entered into by the board and a purchaser to provide for the higher
education of a qualified beneficiary;

(2) "board”” means the Board of Regents of the university;

(3) "fund”” means the Alaska education trust fund estab—
lished under AS 14.40.803;

(4) "purchaser™ means a person who makes or 1is obligated to
make advance tuition payments under an advance tuition payment con-

- -M-v- = 1 eee o -
tract;

\/
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(5) “qualified beneficiary” means a resident who has rights

under an advance tuition payment contract)

(6) "university” means the University of Alaska, including

a community college affiliated with the university.
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rnal Revenue gervice

Nos.: 0061-0000
k- 0115-0000 )
2503-0000 Washington. DC 20224
A
"Robert A. Bowi Treasurer

State of Mic
Department o”"Treasury
Treasury Building
P.0. Eox 15128
Lansing, MI 48901

MR 29 1S5S

= the purchaser of a tuition contract

the individual designated to receive the educational
benefits described in a tuition contract

the individual designated to received the refund
benefits described in a tuition contract

State X Michigan

Trust the Michigarv-Sducation Trust

Dear Mr. Bowman:

This 1s in reply to a ruling request, submitted on behalf
of State X, on the federal tax consequences of a college tuition
prepayment program.

FACTS

State X has enacted legislation providing for a state-created
corporation (Trust) to implement and administer a college tuition
prepayment program. The program provides a choice of two plans for
the payment of tuition. The substance of these two plans is
described beldw.

Plan 1

Under the”pian, A, an individual, makes a current payment to
Trust, and in return. Trust contracts to arrange for four years of
educational services at a State X public educational institution,
or at a private educational institution within State X. for an
irrevocably designated beneficiary, B, when B matriculates. .The
contract provides, however, that upon the occurrence of certain
specified events a cash refund of the up-fror.t payment, less an
administrative fee, will be made to C, a person irrevocably
designated by A at the time the contract is executed. 3 and C are
related to A and the natural objects of A"s affection. It is



under the law of State X a parent is not under a
to provide college education,

A cash refund only will be made if ‘1) 3 dies, (2) B is denied

admission to a State X public educational institution, (3) 3
certifies that he or she has reached the age of 1S and w il nac
attend a college cr unrversrty or {4) the “tuition prepayment
program admrnrstered by Trust s determined to be actuarially
unsound. Refunds genérally will be paid in four equaI annual
installments. No tefund will be provided if a beneficiary has
completed more than cre half the credit hours required by a State X

educational institution for a bachelor's degree.

Trust is operated autonomoule by a board of directors, and
the poard's decisions, includin tese involving investment dis
cretion, may not_be overridden Y state a?ency The board
consists c¢f the Treasurer cf Sta d eight other persons
appointed by the Governor ¢f State X anc approved bY Its Iegrs-
lature. The State X enabling legislation provides that fun
collected by Trust ar&cnot subject to the claims of the creditors
of State X and are not considered the money or common cash of
State X. State X may not lean, transfer or use Trust's funds
for any purpose. Trust's funds ma){ only be used for the tuition
\oayment or refund purposes expressly provided in the enabling

egislation. Income earned and property held by Trust are
exémpt from taxation under the laws of State X.

Plan 2

The facts are the same as in Plan 1, except that the plan
vides for a cash refund_that may be substantially in excess
A's up-front payment. The amount of the excess will be
termined by an index tied to the increase in tuition _costs

[0

f

ete

f various State X institutions of hgher education. The
e

In

on

p
0
d
0
beneficiary may also attend an oyut- te educational

fi 0f-sta
stitution for which State X will make a payment based
the same index as the refund computatio

ISSUES

ir market value of the educatio
when received under the contr
includible in the gross income
designee, C), under section 6

|
h

cf the fai nal
sh refund) act over
ontract of the
e refund 1 of the

nt

2) Is the income
he program, exclu
an rnte%rral par
ercise of an essentia
ate under section 115 o

Trust, earned during the administration of

e from gross income™ as income earned

State or as income derived from the

| ?overnmental function that accrues to a
the Code?

(D!—I-Q_



) Has Am srfc a complete’.' gift cf the up-front payment for
dera |tft%gbt purposes at the. “ire the tuition contract Is
rchérse ?t SoB*the purchase cf the contract results in a com
e i f
it
t paid as tuition to u If){rng éducational organization?
purchase results in 2 completed %rft and is not excluded
ift tax liability under section 2503(e)(2)(A), does the
r nevertheless ‘qualify as 2 gift of a prels nt interest
xclus

ery eli |bIe for the 510.000 annual e ijon provided
lon” 2503(h)?

LAW. RATIONALE AND 10*-CLO'CION'S (Flan 1 end Plan 2)
ISSUE 1

Section ci of the Cede provides that cross income means all
income from whatever source derived. Section 1.61-1 of the Income
Tax Regulations, in part, provides that gross income includes
income Tealized in ary-“crm, whether in moner property, or ser-
vices. Gross income can he realized in the form”of the receipt
%8%d1u7catronal services. See Fulton v. Commissioner, T.C.M.

is the transfer excluded from te agp lication of
tax under section 2503C e )20«A } of the Cede as .an
a

LR Lo

1)

Gross income is defined to encompass all "accessions to

wealth, clearly realised, and over which the taxpayers have
complete dominion.” Commissioner r. Glenshaw Glass C o., 343
U.S. 426, 431 (1953), 1955-1 C.3. 207, 209. PropertY ghts
will not become gross income subject to taxation until ga in .
Is clearly realized. Eisner v. N.acomber. 232 139 20),
3 C.B. 25

Section 1C2 cf the Cede provides that cross income does not
include the value of property acquired by gift. A tra sfe 0f
Property is excludable from ‘income by the fecipient as a grf | f
he property is transferred out of e detached and disinterested
cenerosity. Commrssroner V. Duberstein, 363 U.S. 275 >1960), 1960

2 CB. 428

When Alexecutes the contract with Trust and designates B
and C, both H ahd C realise an accession to wealth. Because the
contract rights (property) are transferred out of a detached and
disinterested generosity, hewaver. the transfer constitutes 3 gift
for income tax gurposes and 1s thus excludable from 3's and C'S
ross income. See section *02 and Duberstein, Neither A nor B no
w ill be considered actually or constructively to be in receipt o
IanCuOsl:nte at the time the contract is entered into between A and the

[
of



eceipt of proparty bg 3 and Cis excludabhle
r.ccire under section 102. that sectjon has
n

income (including gain'; realised from such

al

property subsequent to its receipt. “See section 1.102-1(a) of the
regulations. hus, to the extent r.hat the fair market value of
the educational services received by S, cr any cash refund received
by C, under the contract exceeds B'S or C's basis in the Property
received bY gift from A, either 3 or Cwill realize a further
accession to wealth anc thus gross income. Neither A nor B nor C,
however, will be considered actually or constructively to be in
receipt c¢f income at any time between the date on which the
contract is purchased by A and the cate on which either B receives
educational services or C receives a cash refund. A win not be
considered actually or constructively to be in receipt of income
when either 3 recelves educational services c¢r C receives a cash .
refund.  Accordingly, Awill not realize income~as a result of his
or her involvement in the program as the purchaser cf a contract.
(If A designates himself or herself as the beneficiary of the
educational services on, the cash refund, then the income tax
consequences toAw ill be the same asthe consequences to 3 orC)r

To determine the amount cf gross income realized by either B
or C, the basis in the property must be determined.

Section 1012 c¢f the Cod* provides that ?enerally the basis
of property shall be the cost of such property.

Section 1015(a& of tha Code provides that generally the basis
0f properK acquired by gift is the same as it would be in the
hands of donor (a Substituted basis).

A,

t
the

B's basis in the property is the substituted basis o
A's the

S f
which is ~cost of (payment for) that contract. Because
State X tuition prepayment program is generally designed t
Browde for educational services over a four-year period, B's

asis must be recovered annually over the four-year period during
which B recflrinK»s, educational services. See section 1.61-6 of the
regulations™lp~hus, when Trust provides educational services for B
at” the begih”hg of a school year, S must recognize income to the
extent that7$pppfatr market value of the educational services to
be received for that school year exceeds one quarter

S

0
B

of B's basis.

|t a refund is received by C, Cwill realize gross income. to
the extent that the amount refunded exceeds the allocable portion
of C's basis. C's_basis ir. the property is the substituted basis
of A, Thus, assuming a one-vear tujtion instaliment is refunded
to C, then one guarte_r of C's substituted basis is subtracted from
such refund to determine "he amount cf the refund includible in
C's gross income.



y authority for taxing such income. See Rev,
R.5. 4, holding that a trust account fund
ised, and controlle b¥ a state Supreme Court is an
f a state and is therefore not subject to federal

rust was created as a corporation to operate independentl
from State X under an appointed board of directors. Decisions
Trust's board of directors, .including those involving investment
discretion, may net be overridden by any state agency. Trust's
funds. are not derived from State X or one of its political
subdivisions, and by statute are not subject to the claims

of State X creditors and are nor considered state money or

common cash cf the state. State X may not loan, transtfer, or use
Trust's funds for any purpose. Trust's funds may only be used byl
Trust for the tuition j“ayment ¢r refund %urposes expressly

rovided in the enabllnq legislation. These factors indicate that:
rust. is . net an_integral part of State X or one of its political
subdivisions. Theretfore, Trust's income, unless otherwise
excluded by statute, is subject to federal income tax.

_ Section 115(1) of the Code provides, in part, that gross
income dees not include income derived from, the exercise of any
essential governmental function that accrues to a state or any
political Subdivision of a state.

_ To qualify under section 115, it must be established that the
income does not serve private interests such as designated
individuals, shareholders c¢f organizations, cr persons controlled,
directly or indirectly by such private interests. Thus, even if
the income serves a public interest, the requirements of section
115 are not satisfiea if the income also serves a private interest
that is not incidental to, the [l)ub,hc interest. The basic,
principle underlying section 115 is that propert (mcludm_g an
Income. thereqr}*; must be devoted to purposes which are considere
bedn_ef_|d<:|al| community in general, rather than particular
individuals. :

Trust provides 5 with a direct economic benefit in the form
of education the value of which is expected to be substantially in
excess of the up-fx’ont payment. Moreover, this benefit is
available only to those persons such as B who are beneficiaries of
a contract. hus, the requirements of section 115 are not .
satisfied and the income cf Trust, earned during administration of
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he program, AL-~inot excludable from its gross income. However,
payments mad~SajS&r the contract entered into between A and Trust,
and any contihi&utions that State X right make to Trust, are
excludable from the gross income of Trust.
ISSUE 3

Sect on 2501(a)(l) o the Code imposes a tax on the transfer
of property by gift.

Section 2511%) of the Code provides that the federal gift
tax shall apply whether a transfer is in trust or otherwise,
whether the gift is direct or indirect, and whether the property
IS real or personal, tangible cr intangible.

Section 25, 2511 I(h L{ 3& of che Gift Tax Regulations provides
the following example regar ing the indirect transfer of property.

The payment g> morsy or the transfer of pr perty
to [X] in consideration of [X's] promise to render
service to [Y]. is a gift to [Y], or to both [XJ and J
depending on vjhether the service to bhe rendered to
is or is net an adequate and full consideration in money
or money's worth for that: which is received by [X].

Section 252511-2ib) cf the re%ulatmns, rovides that a gift
becomes complete, and thus SUbJ ect fo the gift tax, at such time
as the donor has sc parted with dominion and control as to leave
the donor no power to change the disposition cf the transfer.

A transfers mone¥ to Trust in consideration for Trust's
romise to _provida, at seme future time, educational services on
half of B or a cash refund tc C ause the designations

h dom|n|0n and control
hus, there is a completed
het time the contract iIs

he regulations.

e

. Becau
nd C are irrevocable, A parts Wit
he money transferred to ‘rust. T
or fedgr'al®gift tax purposes at tf
S

ed, jjg"e. sec.tion 25.2511-2'b) o

tio 2)(2)(A) cf the Code excludes from the ap.
f the Jtax any amounts paid cn behalf of an indiv
t|on to' ah educaftional organisation described in secti
170(b L)(A)i1) for the education or training of such indivi
An educational organization described, in section /0 (b){ )
Is an organization which normally maintains a regular fa
curriculum and normally has 2 regular enrolled bhody of p
students in attendance at the pldce where its educationa
activities are regjlarly carried on. Section 25.2303-6(b)(2
the regulations,
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at to qualify? for the gift t=: exclusion under section 2503(a)-
J(A), the payment must ha -'ace directly to an educational.
ganization. "The determination of whether a transfer constitutes
payment of tuition mace directly ho an educational organization
s made when the gift hecomes complete for gift tax purposes.

. Section 25.25C2-6(c ), Example 2, of the ne?ulaﬂons considers
situation where a donor makes acompleted ?If 0f proPerty to a
rust, the terms of which require the funds Tto be_used for tuition
xpenses incurred by the doner's grandchildren. The example
oncludes th3t the Completed ?Ift IS not a direct transfer to an
ducational organisation and therefore does not qualify for the
ection 2503(e)(2)(A) exclusion

Although the payment mace by A to Trust is a completed g ift
t is not an educational organization within the meaning of
lon 2503 (e)(2 J of the Code. Thus, the Payment bY A" to £
IS not exclu -e-tem the application of the gift tax under -H
n 2503(e) ) " §
0
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— I I

2
3
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s from the aPphcatmr
ts cf present interests
e calendar year. An
_ in the transferred
ry i titled to an unrestricted
n, or enjoyment of the
he transfer. Seé 'section 25.2503-

=
O SPods —

Q) (D D —+

se or enjoyment of the payment made to Trust by
until such time .s Trust provides educational

| such time as a refund is made to C.

t does not constitute a gift of a gresent

. and .is not eligible for the $10,000 annual

lon 2303fb) cf the Cede.
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_In accor§$Lr|c? with the power of attorney on file in this
office, we ard' ehding a copy os this ruling” to your authorized
representative.]

Sincerely,

Mario £. Lombardo .
Director, Individual Tax Division



FISCAL NOTE

REQUEST:
Revision Dais: o Agency Affected: . U n i ity of Alask
Tide: Alaska Education TTusST Fund Bﬁ’}?yséctiwide" Igreoasrlar%soand e
Sponsor:  Kerttula and Kelly Services
Requestor: Senate Rules Components
EXPENDITURES/REVENUES:  (Thousands of Dollars)
OPERATING FY 91 FY 92 FY 93 FY 94 FY 95 FY 96
PERSONALSERVICES ~ 62.4 62.4 62.4 62.4 62.4 62.4
NTRACIUAL
SUPPLIES
EUIPMESNT oS
ORI
MISCELLANEQUS
TOTALOPERATING  62.4 62.4 62.4 62.4 62.4 62.4
CAPITAL
REVENUE
FUNDING: (Thousands of Dollars)
GENERALFUND 62.4 62.4 62.4 62.4 62.4 62.4
BI%HEBALFUNDS
TOTAL £2.4 62.4 62.4 62.4 62.4 62.4
POSITIONS:
FULL-TIME 1 1 1 1 1 1
PART-TIME
TEMPORARY
ANALYSIS : (Attacha separate page ifnecessary)
Personal services include one professional position at
range 79.
A 465-3818
reparedb v . . - Phone:
s ! ulew ski )
Bl\ﬂsmn' Wmltsesmles” committee pales Felh- L 19-%0-
Approved by Commissioner: Date:
Agency: _ )
Distribution (byprepaier): , chanaes inOSSX|It
LegistibYe Finance have no ascal iopaci?
Legislative Sponsor This fiscal * -
S%gg%?rManagementandBudge appropriate. /) U\X ’ |.
page. .f

Impacted Agency(ies)



STATE OF ALASKA
1990 LEGISLATIVE SESSION
RENGEST: fiscal note
RevisionDﬁte: . Airenev. ~ AffmMe+ Dept, of Revenue
Title:  Alaska education trust fund BRU. Treasury
Sponsor:  Sen. «kest-eenr @
quuestor:_ Components
EXPENDITURES/REVENUES:  CHiousandsofDollars)

OPERATING FY 91 FY 92 FY 93 FY 94 FY 95 FY 96
PERSONAL SERVICES 0 0 0 0 0 0
TRAVEL N 0 n 0 0
CONTRACTUAL 45,0 84.0 r127.0 174.0 225.0 2(q.n
SUPPLES 0 0 n n 0 n
ADESUCTIRES ! po- Q- X ] k
GRANTS. CLAIS I i \ vl b
MISCELLANEQUS 0 w0 0 L 0 0 0
TOTALOPERATING ~ 45.0 8.0 127.0 1747 235.0 299.0

CAPITAL

REVENUE
FUNDING:  (Thousands of Dollars)

GENERALFUND

5 AR N R L L A
TOTAL _B S S iRy
POSITIONS:

FULL-TIME 0 0 0 0 0 0
PART-TIME

TEMPORARY

ANALYSIS :  (Attacha separate page if necessary)

tan? zsm fc*)
This fiscal note 1S
appropriate
o . . = Phone: 465-3818
Bﬂ?ﬁg{gﬁlb.y Senator Arliss _SturVulewski Date: Feb. 1, 1
Chair, Senate Rules Committee

Approved by Commissioner: - Date:
Agency:
Distribution (bﬁ,preparer):
Legislative Finance
Legislative Spansor
Requestor
Office of Management and Budget
Impacted Agency(ies) page.  of



Alaska Educgﬁdo&M;;uat Fund ¢
Investment Management Expenses

(©)]
tl Hllllona)
Common
Permanent Securities Stock Performance
Fiscal Beginning Fund Average Ending Safekeeping Management Measurement Audit Total
Year Balance blvldenda Contributions Balance Earnings Balance Pees Fees Fees Fees ?:j
]

0 460 23 14 1 24 1 22 12 10 45
E@T 24 477 - 24 39 3 51 2 60 12 10 34
FJ92 51 471 24 66 5 00 3 102 12 10 127
F193 eo 446 23 95 8 111 5 147 12 10 174

Hotes:

1. column 6, prior year

2. From Tevenue Sources,* Fall 1986, Department of Revenue

3. St of column 2, assuming 5% participation by dividend recipients} Initial participation In a similar Florida program was .37%

ot the population

4. Cplumn 1 + (7.5/12)(Column 3) assuming transfer to trust fund occurs on average on November 15» also asaumea no payouts during
first four years of the program
5. 8% x column 4
6. column 1 + column 3 ¢ Column3
7. column 4 x5.25f/]1000 per contract
8. Column 4 x .31% per contract x 50% asset allocation to common stocks
9 Per contract 1
0 Treasury Division estimate
1 Columns 7+8*9 .



REQUEST

Revision Date:
Title:
education

April

trust fund

25.
An Act establishing

BILL VERSION:
PUBLISH DATE:

FISCAL NOTE

1990
the Alaska

Sponsor:
Requestor:

EXPENDITURES/REVENUES:

OPERATING
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LANDS & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING

CAPITAL

| REVENUE

FUNDING: (Thousands of
GENERAL FUND
FEDERAL FUNDS
OTHER (PFD)
total

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: See Attached.

Prepared By:

Division: Perma

Approved by Commlsslo,

Agency: RgygflfliL

Distribution
Legislative Finance
Legislative Sponsor
Requestor
Office of Management
Impacted Agencydes)

KERTTULA. Kelly,
House Finance

et al

(Thousands of Dol
Fy 91

24.1
-0-
15.9

Dollars)
-0-
-0-
40.2
40.2

Agency Affected:

HCS CS SB 136

Revenue

und Dly/dancHft'VT slon

7[‘

(by preparel/):

and Budget

BRU: Permanent Fund Dividend Division
Components: Permanent Fund Dividend
Division

ars)
Fy 92 Fy 93 FYy 94 Fy 95 FY 96
11.9 11.9 11.9 11.9 11.9
-0- -0- -0- -0- -0-
15.9 15.9 15.9 15.9 15.9
0.2 0.2 0.2 0.2 0.2
-0- -0- -0- -0- -0-
-0- -0- -0- -0- -0-
-0- -0- -0- -0- -0-
-0- -0- -0- -0- -0-
28.0 28.0 28.0 28.0 28.0
-0- -0- -0- -0- -0-
-0- -0- -0- -0- -0-
-0- -0- -0- -0- -0-
-0- -0- -0- -0- -0-
28.0 28.0 28.0 28.0 28.0
28.0 28.0 28.0 28.0 28.0
-0- -0- -0- -0- -0-
2 2 2 2 2
-0- -0- -0- -0- -0-
Phone: 465-2323
Date: April 25. 1990
|
Date: 'Q
page 1 of



REQUES

Revision
Title:

education trust fund - .
Kerttula and Kellv» Sturgulewski

Sponsor:
Reque

EXPENDITURES/REVENUES:

Date: February 5.
An Act establishing

stor

the Alaska

OPERATING

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES

EQUIPMENT

LANDS & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING

CAPITAL

revenCE

GENERAL FUND
FEDERAL FUNDS
OTHER

TOTAL

POSITIONS:
FULL-TIME
PART-TIME

... TEMPORARY

ANALYSIS: See Attach

Prepared By: Ervin “ones

Division:

Approved by Commission

Agency:

Reven

Distribution (by preparer):

Legi

slative Finance

Legislative Sponsor
Requestor

Office of Management and Budget
Impacted Agencydes)

Permane t Fund

Fy 91

24.1
-0-
5.0
0.2
-0-
-0-
-0-
-0-
29.3

-0-

-0-
29.3
29.3

Agency Affected:

(Thousands of Doll ars)

Revenue

BRU: Permanent Fund Dividend Division
Components: Permanent Fund Dividend
Dlyls.lon
Fy 92 FY 93 Fy 94 FY 95 FY 96
11.9 11.9 11.9 11.9 11.9

-0- -0- -0- . -0- -0-
5.0 5.0 5.0 5.0 5.0
0.2 0.2 0.2 0.2 0.2

-0- -0- -0- -0- -0-

-0- -0- -0- -0- -0-

-0- -0- -0- -0- -0-

-0- -0- - -0- -0- -0-
17.1 17.1 17.1 17.1 17.1

T e I N S
R O I O R
-0- -0- -0- -0-

-0- -0- -0- -0- -0-
17.1 17.1 17.1 17.1 17.1
17.1 17.1 17.1 17.1 17.1

-0- -0- -0- -0- -0-
2 2 2 2 2

-0- -0- -0- -0- -0-

Phone 465-2323
Date: “bruarv 5, 1990
Date:
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