


P a t r i c k  M .  R o d e y  

Senator
Staka ££>ta te legislature

Senate
DATE: January 15, 1990

TO : Senator Paul Fischer, Chair 

Senate HESS Commi

L  y tFROM: Senator Patrick Rodey

'JAM 1 7 1330

3111 C. St.. Suite 510 
Anchorage, Alaska 99503 

(907) 561-7618

During Session: 
P.O. Box V 

Juneau, Alaska 99811 
(907) 465-3793

RE : Senate Bill 350 - relating to student loans and grants and 

providing for an effective date.

I respectfully request that the above-referenced bill be scheduled 

for a hearing in the Senate HESS Committee as soon as possible.

I am attaching a sectional analysis on the legislation and would welcome 

you contacting me if you have any questions about the proposal.

As you know, The Internal Revenue Service has determined that the 

forgiveness provision does not fall within the existing exemption 

of the Internal Revenue Code; therefore, it is considered "taxable".

This issue is of great concern to the approximately 5900 students who 

are impacted by this determination, and I would appreciate your 

consideration of getting the measure scheduled.
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T O :  S e n a t o r  P a t  R o d e y

F R O M :  T h e r e s a  L .  B a n n i s t e r
L e g i s l a t i v e  C o u n s e l

Y o u  h a v e  r e q u e s t e d  a  s e c t i o n a l  s u m m a r y  o f  t h e  a b o v e  d e ­
s c r i b e d  b i l l .

A s  a  p r e l i m i n a r y  m a t t e r ,  n o t e  t h a t  a  s e c t i o n a l  s u m m a r y  o f  a  
b i l l  s h o u l d  n o t  b e  c o n s i d e r e d  a n  a u t h o r i t a t i v e  i n t e r p r e t a ­
t i o n  o f  t h e  b i l l  a n d  t h e  b i l l  i t s e l f  i s  t h e  b e s t  s t a t e m e n t  
o f  i t s  c o n t e n t s .  I f  y o u  w o r l d  l i k e  a n  i n t e r p r e t a t i o n  o f  t h e  
b i l l  a s  i t  m a y  a p p l y  t o  a  p a r t i c u l a r  s e t  o f  c i r c u m s t a n c e s ,  
p l e a s e  a d v i s e .

G E N E R A L  SUM M ARY. T h e  b i l l  a l l o w s  c e r t a i n  b o r r o w e r s  t o  r e t r o ­
a c t i v e l y  c o n v e r t  t h e i r  s t u d e n t  l o a n s  i n t o  a n  a l t e r n a t e  f o r m  
o f  f i n a n c i a l  a s s i s t a n c e .  T h e  r e q u i r e m e n t s  a n d  l o a n / g r a n t  
c o n d i t i o n s , i n c l u d i n g  t h e  p e r c e n t a g e s  a n d  r e s i d e n c y  
r e q u i r e m e n t s ,  a r e  d e s i g n e d  t o  b e  t h e  s a m e  a s  t h e  o l d  s t u d e n t  
f i n a n c i a l  a s s i s t a n c e  p r o g r a m .  T h e  n e w  p r o g r a m  i s  o n l y  
a v a i l a b l e  t o  r e p l a c e  l o a n s  m a d e  u n d e r  t h e  o l d  f i n a n c i a l  
a s s i s t a n c e  p r o g r a m  a f t e r  J a n u a r y  1 ,  1 9 7 8 ,  a n d  o n l y  i f  t h e  
b o r r o w e r  i s / w a s  e l i g i b l e  f o r  s t a t e  p a y m e n t  o f  t h e  l o a n  u n d e r  
t h e  o l d  p r o g r a m  a f t e r  a  c e r t a i n  d a t e .

S e c t i o n  1 m a k e s  a  t e c h n i c a l  c h a n g e .  T h e  a m e n d m e n t  a d d s  s t u -  
d e n t  g r a n t  p r o g r a m s  t o  t h e  d e s c r i p t i o n  o f  t h e  p r o g r a m s  t h a t  
a r e  t o  b e  a d m i n i s t e r e d  b y  t h e  A l a s k a  C o m m i s s i o n  o n  P o s t s e c o n d ­
a r y  E d u c a t i o n .

S e c t i o n  2 c l a r i f i e s  t h a t  t h e  s c h o l a r s h i p  r e v o l v i n g  l o a n  f u n d  
i s  t o  b e  u s e d  f o r  t h e  f i n a n c i a l  a s s i s t a n c e  p r o g r a m  e s t a b ­
l i s h e d  b y  s e c .  4 o f  t h e  b i l l .
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S e c t i o n  3 m a k e s  s e v e r a l  t e c h n i c a l  c h a n g e s .  T h e  p r i m a r y  
c h a n g e  i s  t h e  i n c l u s i o n  o f  g r a n t  a p p l i c a t i o n s  i n  t h e  c o v e r ­
a g e  o f  t h e  s e c t i o n .

S e c t i o n  4 i s  t h e  h e a r t  o f  t h e  b i l l .  S u b s e c t i o n  ( a )  e s ta b ™  
l i s h e s  a n  a l t e r n a t i v e  f o r m  o f  f i n a n c i a l  a s s i s t a n c e  f o r  s t u ­
d e n t s .  T h e  s u b s e c t i o n  a u t h o r i z e s  t h e  s t u d e n t  f i n a n c i a l  a i d  
c o m m i t t e e  t o  p r o v i d e  f i n a n c i a l  a s s i s t a n c e  u n d e r  t h i s  s e c t i o n  
i n s t e a d  o f  u n d e r  A S  1 4 . 4 3 . 1 1 0  -  1 4 . 4 3 . 1 1 5 .  O n e - h a l f  o f  t h e  
a s s i s t a n c e  u n d e r  t h i s  s e c t i o n  i s  t o  b e  a  l o a n ,  a n d  t h e  o t h e r  
o n e - h a l f  a  g r a n t .  T h e  s u b s e c t i o n  m a k e s  t h e  a s s i s t a n c e  
s u b j e c t  t o  t h e  c o n d i t i o n s  u n d e r  A S  1 4 . 4 3 . 1 1 0  -  1 4 . 4 3 . 1 1 5  f o r  
m a k i n g  l o a n s .

S u b s e c t i o n  ( b )  o f  s e c .  4 e s t a b l i s h e s  t h a t  i f  t h e  b o r r o w e r  
d o e s  n o t  m e e t  c e r t a i n  r e s i d e n c y  r e q u i r e m e n t s  a f t e r  c o m p l e t ­
i n g  t h e  c o u r s e  o f  s t u d y ,  t h e  g r a n t  p o r t i o n  i s  c o n v e r t e d  i n t o  
a  l o a n .  L a y s  o u t  t h e  r e s i d e n c y  a n d  p e r c e n t a g e  r e q u i r e m e n t s  
f o r  c o n v e r s i o n .

S u b s e c t i o n  ( c )  o f  s e c .  4 e s t a b l i s h e s  w h e n  i n t e r e s t  b e g i n s  
a c c u m u l a t i n g  o n  a  g r a n t  t h a t  i s  c o n v e r t e d  i n t o  a  l o a n .

S u b s e c t i o n  ( d )  o f  s e c .  4 p r o h i b i t s  a  p e r s o n  w h o s e  g r a n t  i s  
c o n v e r t e d  i n t o  a  l o a n  f r o m  b e i n g  e l i g i b l e  f o r  s t a t e  p a y m e n t  
o f  t h e  l o a n  u n d e r  f o r m e r  A S  1 4 . 4 3 . 1 2 0 ( j ) .

S u b s e c t i o n  ( e )  o f  s e c .  4 m a k e s  t h e  l o a n  p o r t i o n  a n d  a n y  g r a n t  
p o r t i o n  t h a t  i s  c o n v e r t e d  i n t o  a  l o a n  s u b j e c t  t o  t h e  s a m e  
i n t e r e s t ,  p a y m e n t ,  s e c u r i t y ,  a n d  d e f a u l t  p r o v i s i o n s  a s  l o a n s  
m a d e  u n d e r  A S  1 4 . 4 3 . 1 1 0  -  1 4 . 4 3 . 1 1 5 .

S u b s e c t i o n  ( f )  o f  s e c .  4 s t a t e s  t h a t  t h e  a s s i s t a n c e  u n d e r  
t h i s  s e c t i o n  i s  s u b j e c t  t o  t h e  s a m e  c o n d i t i o n s  a s  f o r  l o a n s  
u n d e r  A S  1 4 . 4 3 . 1 2 0 ( a )  -  ( d ) .

S u b s e c t i o n  ( g )  o f  s e c .  4 s t a t e s  t h a t  t h e  f i n a n c i a l  a s s i s ­
t a n c e  i s  s u b j e c t  t o  t h e  s e l e c t i o n  c r i t e r i a  o f  t h e  f o r m e r  
A S  1 4 . 4 3 . 1 3 0 ,  u n l e s s  t h e  f i n a n c i a l  a s s i s t a n c e  r e p l a c e s  a  
l o a n  m a d e  o n  o r  a f t e r  J u l y  1 6 ,  1 9 8 3 ,  t h e  d a t e  w h e n  
A S  1 4 . 4 3 . 1 3 0  w a s  r e p e a l e d .

S e c t i o n  5 m a k e s  t h e  r e s i d e n c y  r e q u i r e m e n t s  f o r  t h e  f i n a n c i a l  
a s s i s t a n c e  u n d e r  s e c .  4 s u b j e c t  t o  A S  14 .43.120( p ) .
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S e c t i o n  6 m a k e s  a  t e c h n i c a l  c h a n g e  t o  b r i n g  t h e  f i n a n c i a l  
a s s i s t a n c e  u n d e r  s e c .  4 s u b j e c t  t o  t h e  a n t i - d i s c r i m i n a t i o n  
p r o v i s i o n s  o f  A S  1 4 . 4 3 . 1 3 5 .

S e c t i o n  7 p r o v i d e s  t h e  g u i d e l i n e s  f o r  t h e  i m p l e m e n t a t i o n  o f  
t h e  f i n a n c i a l  a s s i s t a n c e  p r o g r a m  u n d e r  s e c .  4 .

S u b s e c t i o n  ( a )  o f  s e c .  7 p r o h i b i t s  t h e  f i n a n c i a l  a i d  c o m m i t ­
t e e  f r o m  p r o v i d i n g  t h e  f i n a n c i a l  a s s i s t a n c e  u n l e s s  t h e  a s s i s ­
t a n c e  r e p l a c e s  a  l o a n  m a d e  b e f o r e  J u l y  1 ,  1 9 8 7 ,  u n d e r  
A S  1 4 . 4 3 . 0 9 0  -  1 4 . 4 3 . 1 6 0  a n d  t h e  a p p l i c a n t  i s  e l i g i b l e  o n  o r  
a f t e r  J a n u a r y  1 ,  1 9 8 6 ,  f o r  s t a t e  p a y m e n t  o f  t h e  r e p l a c e d  
l o a n  u n d e r  f o r m e r  A S  1 4 . 4 3 . 1 2 0 ( j ) .

S u b s e c t i o n  ( b )  o f  s e c .  7 d i r e c t s  t h e  f i n a n c i a l  a i d  c o m m i t t e e  
t o  p r o v i d e  t h e  f i n a n c i a l  a s s i s t a n c e  i f  t h e  a s s i s t a n c e  r e p l a c ­
e s  c e r t a i n  l o a n s ,  i f  t h e  p e r s o n  w a s  e l i g i b l e  o n  o r  a f t e r  
J a n u a r y  1 ,  1 9 8 6 ,  f o r  s t a t e  p a y m e n t  u n d e r  A S  1 4 . 4 3 . 1 2 0 ( j ) ,  
a n d  i f  t h e  p e r s o n  s a t i s f i e s  c e r t a i n  a p p l i c a t i o n  r e q u i r e ­
m e n t s  .

S u b s e c t i o n  ( c )  o f  s e c .  7 e s t a b l i s h e s  t h a t  t h e  a l t e r n a t e  f i n a n ­
c i a l  a s s i s t a n c e  m u s t  b e  f o r  t h e  s a m e  a m o u n t  a s  t h e  l o a n  b e i n g  
r e p l a c e d ,  a n d  t h a t  t h e  s t u d e n t  f i n a n c i a l  a i d  c o m m i t t e e  m u s t  
c a n c e l  t h e  l o a n  b e i n g  r e p l a c e d  a n d  m a k e  t h e  n e w  f i n a n c i a l  
a s s i s t a n c e  r e t r o a c t i v e  t o  t h e  d a t e  o f  t h e  l o a n  b e i n g  r e ­
p l a c e d .  S u b j e c t s  t h e  n e w  f i n a n c i a l  a s s i s t a n c e  t o  t h e  p r o ­
v i s i o n s  o f  A S  1 4 . 4 3  t h a t  a p p l i e d  t o  t h e  r e p l a c e d  l o a n ,  e x ­
c e p t  a s  o t h e r w i s e  p r o v i d e d  u n d e r  t h e  A c t .

S u b s e c t i o n  ( d )  o f  s e c .  7 d i r e c t s  t h e  A l a s k a  C o m m i s s i o n  o n  
P o s t s e c o n d a r y  E d u c a t i o n ,  t h e  A l a s k a  S t u d e n t  L o a n  C o r p o r a ­
t i o n ,  a n d  t h e  s t u d e n t  f i n a n c i a l  a i d  c o m m i t t e e  t o  t a k e  t h e  
a c t i o n  n e c e s s a r y  t o  i m p l e m e n t  t h e  f i n a n c i a l  a s s i s t a n c e  
p r o g r a m  e s t a b l i s h e d  u n d e r  s e c .  4 .  I d e n t i f i e s  c e r t a i n  a c t i o n s  
t o  b e  t a k e n ,  i n c l u d i n g  t h e  i s s u a n c e  o f  d o c u m e n t s  f o r  t h e  
f i n a n c i a l  a s s i s t a n c e .

S e c t i o n  8 m a k e s  t h e  m a i n  s e c t i o n  o f  t h e  A c t  a n d  t h r e e  o t h e r  
s e c t i o n s  r e t r o a c t i v e  t o  J a n u a r y  1 ,  1 9 7 8 .

S e c t i o n  9 m a k e s  s e c .  3 r e t r o a c t i v e  t o  t h e  d a t e  w h e n  t h e  w o r d s  
" o r  g r a n t ” w e r e  d e l e t e d  f r o m  t h e  s u b s e c t i o n .

S e c t i o n  10 m a k e s  s e c .  5 ,  w h i c h  r e f e r s  t o  A S  1 4 . 4 3 . 1 2 0 ( p ) ,  
r e t r o a c t i v e  t o  t h e  d a t e  w h e n  A S  1 4 . 4 3 . 1 2 0 ( p )  b e c a m e  e f f e c ­
t i v e .
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S e c t i o n  11 g i v e s  t h e  b i l l  a n  i m m e d i a t e  e f f e c t i v e  d a t e .

I f  I  m a y  b e  o f  f u r t h e r  a s s i s t a n c e ,  p l e a s e  a d v i s e .

T B : m i
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ATTACHMENT 1

S T E V E  C O W P E R .  G O V E R N O R

REPLY TO:

□ 1031 W 4th AVENUE SUITE 200 
ANCHORAGE. ALASKA 99501-1994 
P H O N E: (907)‘276-3550 
FAX: (907) 276-3697

□ 1st NATIONAL CENTER 
100 CUSHMAN ST. SUITE 400 
FAIRBANKS. ALASKA 99701-4679 
P H O N E : (907) 452-1568 
FAX: (907) 456-1317

f i  P.O. BOX K-STATE CAPITOL 
JUNEAU, ALASKA 99811-0300 
P H O N E : (907) 465-3600 
FAX: (907) 463-5295

4 6 5 - 3 6 0 3

R o b e r t  J a c k s o n  
I n t e r n a l  R e v e n u e  S e r v i c e  
P . O .  B o x  1 0 1 5 0 0  
A n c h o r a g e ,  A l a s k a  9 9 5 1 0

R e :  T a x a t i o n  o f  s t a t e - p a i d  p o r t i o n
o f  s t u d e n t  l o a n s

D e a r  M r .  J a c k s o n :

I  h a v e  e n c l o s e d  c o p i e s  o f  s o m e  o f  t h e  l e g i s l a t i v e
b a c k g r o u n d  t h a t  s u r f a c e d  w h e n  I  r e s e a r c h e d  t h e  d e v e l o p m e n t  o f  
A l a s k a ' s  S c h o l a r s h i p  L o a n  P r o g r a m .  A s  w e  d i s c u s s e d  b r i e f l y  a b o u t  
a  w e e k  a g o ,  i t  a p p e a r s  t h a t  t h e  p r o g r a m  w a s  d e v e l o p e d  a s  a n  
e d u c a t i o n a l  g r a n t  p r o g r a m ,  w i t h  g r a n t  b e n e f i t s  e x t e n d e d  o n l y  t o  
t h o s e  w h o  q u a l i f i e d  b y  r e t u r n i n g  t o  t h e  s t a t e  a f t e r  r e c e i v i n g  a 
d e g r e e .

B y  w a y  o f  b r i e f  s u m m a r y ,  t h e  s t a t e ,  a t  t h a t  t i m e ,  w a s  
i n t e r e s t e d  i n  e n c o u r a g i n g  p e o p l e  t o  r e m a i n  i n  o r  r e t u r n  t o  t h e  
s t a t e  t o  a v e r t  a  " b r a i n  d r a i n "  t h a t  c o u l d  b e  a n  i n d i r e c t
c o n s e q u e n c e  o f  m a k i n g  a n  e d u c a t i o n  m o r e  a c c e s s i b l e  t o  A l a s k a n s  
t h r o u g h  t h e  s c h o l a r s h i p  l o a n  p r o g r a m .  T h e  1 9 8 1  s t a t u t o r y  c h a n g e  
d i d  n o t  a f f e c t  a n d  w a s  n o t  i n t e n d e d  t o  a d d r e s s  t h e  " g r a n t "  a s p e c t  
o f  t h e  p r o g r a m .  I t  a l s o  a p p e a r s  u n l i k e l y  t h e  c h a n g e  w o u l d  h a v e  
b e e n  a c c e p t a b l e  t o  t h e  l e g i s l a t u r e  h a d  i t  b e e n  t h o u g h t  t h a t  
r e t u r n i n g  s t u d e n t s  w o u l d  f a c e  i n c r e a s e d  e x p e n s e s  b y  i n c u r r i n g  t a x  
l i a b i l i t y  d u r i n g  t h e  e a r l y  y e a r s  a f t e r  g r a d u a t i o n .

A s  y o u  c a n  s e e  f r o m  t h e  e n c l o s e d  d o c u m e n t s ,  t h e
o r i g i n a l  s t a t u t o r y  l a n g u a g e  s p e c i f i c a l l y  s t a t e d  t h a t  t h e  
f o r g i v e n e s s  " p o r t i o n  o f  a  l o a n  s h a l l  b e  c o n s i d e r e d  a  g r a n t "  t o  
t h e  r e c i p i e n t  o r  g r a n t e e  w h o  r e t u r n s  t o  t h e  s t a t e .  B e c a u s e  l o a n s  
w e r e  o n l y  a v a i l a b l e  t o  p a y  f o r  s p e c i f i c  s c h o o l - r e l a t e d  e x p e n s e s ,

D EPA R TM EN T  O F  LA W
OFFICE OF THE ATTO R NEY  GENERAL

J a n u a r y  4 ,  1 9 9 0
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a n d  w e r e  n o t  a v a i l a b l e  f o r  o t h e r  p u r p o s e s ,  t h e s e  f u n d s  a p p e a r  t o  
f a l l  w i t h i n  t h e  r e q u i r e m e n t s  f o r  e d u c a t i o n a l  o r  s c h o l a r s h i p  
g r a n t s  a s  s e t  o u t  i n  26  U . S . C .  1 1 7 ( b ) .

I n  1 9 8 1 ,  t h e  s t a t u t e  u n d e r w e n t  a  n u m b e r  o f  o t h e r  
c h a n g e s  t h a t  i n c l u d e d  t h e  a d d i t i o n  o f  a n o t h e r  10  p e r c e n t  
" f o r g i v e n e s s "  b e n e f i t  s o  t h a t  u p  t o  5 0  p e r c e n t  o f  t h e  o r i g i n a l  
l o a n  a m o u n t  w o u l d  b e  e l i g i b l e  f o r  p a y m e n t  b y  t h e  s t a t e  i f  t h e  
r e c i p i e n t  r e t u r n e d  t o  t h e  s t a t e  a f t e r  r e c e i v i n g  a n  e d u c a t i o n .  
T h e  l e t t e r  o f  i n t e n t  t h a t  w a s  a c c e p t e d  b y  b o t h  l e g i s l a t i v e  
b o d i e s ,  a n d  p u b l i s h e d  i n  t h e  l e g i s l a t i v e  j o u r n a l s ,  d e m o n s t r a t e s  
t h a t  t h e  c o n c e r n  o f  t h e  l e g i s l a t u r e  a t  t h e  t i m e  w a s  w i t h  r e d u c i n g  
i m m e d i a t e  c o s t s  f o r  r e t u r n i n g  s t u d e n t s  s o  t h a t  t h e y  w o u l d  n o t  b e  
b u r d e n e d  w i t h  h i g h  d e b t s  d u r i n g  t h e  e a r l y  y e a r s  a f t e r  g r a d u a t i o n .  
( I t  s h o u l d  b e  n o t e d  t h a t  t h e  p r a c t i c e  o f  r e i m b u r s e m e n t  t h a t  w a s  
e n d o r s e d  i n  t h i s  l e t t e r  w a s  i n  e f f e c t  f o r  l e s s  t h a n  a  y e a r  w h e n  
i t  b e c a m e  a p p a r e n t  t h a t  i t  w o u l d  n o t  b e  a  w o r k a b l e  s y s t e m .  A n  
a d m i n i s t r a t i v e  d e t e r m i n a t i o n  w a s  m a d e  a t  t h a t  t i m e ,  w i t h  t h e  
c o n c u r r e n c e  o f  l e g i s l a t i v e  c o m m i t t e e  m e m b e r s ,  t o  s t o p  s e n d i n g  
c h e c k s  t o  l o a n  r e c i p i e n t s  w h i l e  t h e y  s t i l l  o w e d  a  c o n s i d e r a b l e  
d e b t  t o  t h e  s t a t e . )

T h e  s t a t u t o r y  l a n g u a g e  t h a t  c l e a r l y  d e s i g n a t e d  t h a t  
t h i s  s t a t e  b e n e f i t  p r o g r a m  w a s  i n t e n d e d  t o  b e  a  g r a n t  h a s  b e e n  
b u r i e d  f r o m  v i e w  f o r  m a n y  y e a r s .  T h e  m o s t  r e c e n t  s t a t u t o r y  
p r o v i s i o n  a d d r e s s i n g  t h i s  b e n e f i t  w a s  r e p e a l e d  i n  1 9 8 7  a n d  n o  
l o n g e r  a p p e a r s  i n  c u r r e n t  A l a s k a  s t a t u t e s .  B e c a u s e  i t  w a s  
r e p e a l e d ,  s t u d e n t s  w h o  o b t a i n e d  l o a n s  a f t e r  t h e  1 9 8 6 - 8 7  s c h o o l  
y e a r  d o  n o t  q u a l i f y  f o r  t h i s  s t a t e  b e n e f i t .

T h e  S t a t e  o f  A l a s k a  h a s  a  u n i q u e  l o a n  p r o g r a m  a n d  i s  
b e s e t  b y  s o m e  u n i q u e  p r o b l e m s .  A m o n g  t h e s e  p r o b l e m s  a r e  l i m i t e d  
e d u c a t i o n a l  o p p o r t u n i t i e s  w i t h i n  t h e  s t a t e ,  a n d  a  r e l a t i v e l y  h i g h  
c o s t  o f  l i v i n g  f o r  s t u d e n t s  w h o  m a y  w i s h  t o  r e t u r n  t o  t h e  s t a t e  
a f t e r  g r a d u a t i o n .  T h e  l o a n  p r o g r a m  w a s  i n t e n d e d  t o  h a v e  t h e  
e f f e c t  o f  r e d u c i n g  t h e  c o s t s  t o  t h e s e  s t u d e n t s  a n d  p r o v i d i n g  a n  
i n c e n t i v e  f o r  r e t u r n i n g  t o  t h e  s t a t e  s h o r t l y  a f t e r  g r a d u a t i o n  b y  
d e s i g n a t i n g  a  p o r t i o n  o f  t h e  l o a n  t o  b e  a  g r a n t  u p o n  r e t u r n  t o  
t h e  s t a t e .

T h e r e  i s  g o o d  r e a s o n  t o  c o n s i d e r ,  i n  l i g h t  o f  t h e  
o r i g i n a l  s t a t u t o r y  l a n g u a g e ,  w h e t h e r  t h i s  s t a t e  b e n e f i t  m a y  b e  
m o r e  a p p r o p r i a t e l y  t r e a t e d  a s  a n  e d u c a t i o n a l  g r a n t ,  a s  a d d r e s s e d  
i n  26  U . S . C .  1 1 7 ,  r a t h e r  t h a n  a  d i s c h a r g e  o f  i n d e b t e d n e s s  u n d e r  
26  U . S . C .  1 0 8 .
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P l e a s e  l e t  m e k n o w  i f  y o u  h a v e  a n y  q u e s t i o n s  o r  
c o m m e n t s  i n  l i g h t  o f  t h i s  i n f o r m a t i o n  a b o u t  t h e  o r i g i n a l  i n t e n t  
o f  t h e  S c h o l a r s h i p  L o a n  P r o g r a m .  I  w i l l  b e  i n t e r e s t e d  i n  h e a r i n g  
y o u r  t h o u g h t s  a b o u t  t h i s  m a t t e r .

r  S i n c e r e l y  y o u r s ,

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

B y :  ^ vv'
K r i s t e n  
A s s i s t a n t  A t t o r n e y  G e n e r a l

K F B : j h

E n c l o s u r e

c c :  J e r r y  L e o n a r d ,  D i s t r i c t  C o u n s e l
I n t e r n a l  R e v e n u e  S e r v i c e

, J a f i e  B y e r s  M a y n a r d ,  E x e c u t i v e  D i r e c t o r  
^ A l a s k a  C o m m i s s i o n  o n  P o s t s e c o n d a r y  E d u c a t i o n
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SPECIAL COMMITTEE REPORTS

FREE CONFERENCE COMMITTEE REPORT

June  20, 1981

SB 120
June 19, 1981

Mr. President:
Mr. Speaker:

The Free Conference Committee considering CS FOR SENATE BILL 
NO. 120 (HESS) (amending the undergraduate and graduate 
scholarship loan program; eff. dace) and HOUSE CS FOR CS FOR 
SENATE BILL NO. 120(FIN) (efd fid) (relating to unaergraauace 
anc graouace scnolarsnip loans; recommends chat FREE CONFERENCE 
CS FOR SENATE BILL NO. 120 (relating to undergraduate and 
graduace scholarship loans; eff. date) be adopted vith a 
Letter of Intent.

Senate members signing the report: Senator Scurgulewski,
Chairman and Senators Scimson and Parr. House members signing 
chu report: Representative Cuddy, Chairman and Representa­
tives Hurlberc and Buchholdc.

'tter or Intent on Fiee Conference CS for Senate Bill No. 
0 follows:

FCCS SB 120 amends the Student Loan Program by Increasing 
the maximum amount which can be borrowed and the number ot 
years in which the loans may be paid. It increases che 
incentive for students to remain in the State after graduation 
(so that the State may profit by its investment) by increasing 
che loan forgiveness from 40 percent to 50 percent.

It is che intent of che Committee that che loan forgiveness 
not wait until che end of che repayment cycle, as is currently 
the practice, since students cannot perceive these benefics 
during the first several years. For the loan forgiveness 
to be truly effective, benefics should be realised as they 
arc earned.

It is che incenc of the Committee that forgiveness benefics 
be provided to che borrower in che form of annual refunds as 
eligibility is established. Under this policy che borrower 
remaining in che State will get 10 percent loan forgiveness 
at the end of each incremental period.

The above loan forgiveness policy can be handled by administra­
tive action and no legislation is required.

President Kerctula stated che above Free Conference C o m m it t e e  
Report would be h e l d  on che Secretary''s desk one l e g i s l a t i v e  
day. JTS

Ju n a  20, 1981
SENATE JOURNAL

INTRODUCTION AN D  REFERENCE O F  SENATE 1

SJR 53

SEN A T E  J OINT RESOLUTION NO. 53 b y  Senacor F«r

Requesting che National Park Servic 
to improve an old mining road Chroi 
che north addition co Denali Naclor 
Park and Preserve and to extend chi 
rocd co che McKinley Park Road at 

Wonder Lake-Kancishna,

was read che first time and referred co ch 

Committee.

INTRODUCTION AND REFERENCE OF SENA:

SB 605

SENATE BILL NO. 605 b y  Senators Kelly and C

"An Act limiting municipal taxes or 
personal property; and providing fc 

an effective dace."

was read che first time and referred co cl 
Regional Affairs C o m m i t t e e  and the Finance C

CONSIDERATION O F  TH E  CALENDA1 

HOUSE BILLS IN SECOND READINl

HB 131

CS FOR HOUSE BILL N O . 131 (HESS) am S (incre. 
ror neaicn raciiicies an3 hospitals) whic: 
from June 19 with amendment No. 2 moved 

before che Senate at this time.

Senacor Sackecc offered che following aoandr.

No. 2;
Amcndmenc No. 2 is o n  pages 1545 , 

1546 of the journal.

First p a r a g r a p h ,  delece underlined 
beginning with "except chac money 
ending w ith health facility"



HOUSE J O U R N A L June 2 0 , 19,1 20, 1981 h o u s e  j o u r n a l 2289

::«• haa had COMMITTEE SUBSTITUTE FOR SEKATT. 
.nance) amended (redesignating certain loans'] 
j  and by che Alaska Power Authority for power! 
cs f o r’ power projects subject co che p o ve rV  

effeccivc dace) under consideration and'
• reolaced with HOUSE COMMITTEE S U B S T IT U T S  {  
3STITU7E FOR SENATE BILL NO. 24A (R u le s )  3 
: chat It do pass. Concurring: F u l l - x J

I d s ,  Smith, O ’Connell and Hayes. •: 1,
.«

•as referred co the Rules Commitcei for; 
:aienaar.

:e has had COMMITTEE SUBSTITUTE FOR SPONSOR. 
:::ATE 3ILL NO. 555 (Resources) (continuing- 
the Cuide Licensing and Control Board;■ 

nd*r -;onsidet n^ion and recommends it do 
F -’ler (Chairaan), Phillips, Saleh, ■f  _

»r.

~RTS cr S P E C IA L  COM M ITTEES

i i  f a i l e d )

• Kfkv-«i*!rwP,s'
SiTjEMpe

•isssvi

I P

rommictee which has had HCS CSSB 12 0 (Fin) 
jB 1 20(HESS) under consideration, rocos-

fSSB 1 2 0 (Fln)(efd failed) continued

SENATE LETTER OF INTENT 

ON

CS FOR SENATE BILL NO. 120

fpSSB 120 amends che Scudenc L o a n  Program by increasing 
^ths m a x im u m  amo u n t  which ca n  b e  borrowed and the number 
'to£ years in w h i c h  loans m a y  be paid. It increases the 
'Incentive for che scudenc co remain in che Scace afcex 
H r a d u a c i o n  (so chat che State m a y  profit by its invest­
ment) by increasing che loan forgiveness from dO percent

to 50 per cent.

! It is the intent of che Consniccee chat the loan forgive- 
cness not w a i t  u n t i l  che end o f  che repayment cycle, as 
'-is currently che practice, since students cannot per- 
•csive these benefics during che first several years.
^Tor the loan forgiveness co be a truly effective incen­
ti v e .  benefits should oe r e a l i z e d  as they are e a m e o .

It is the incenc of che C o m m i t t e e  chat forgiveness bene­
fits be p r ovided co che b o r r o w e r  in Che form of annual 
"refunds as eligibility is established. Under this 
.policy che b o r r o w e r  remaining in che Scace will get 10 
percehc loan forgiveness ac che end of each vear.

Ths above loan forgiveness p o l i c y  can be handled by 
administrative action, and n o  legislation is required.

A copy was placed on each member's desk and will be taken 
up later under Unfinished Business.

:*.ENCE COMMITTEE SUBSTITUTE FOR 
1 NO. 120
slating co undergraduate and 
scholarship loans; effective

::er of Incenc.

;o by Senators Scurgulewski, Chairaan. . 
and Representatives Cuddy, Chairman, r)

follows:

CONSIDERATION OF THE DAILY CALENDAR

The Speaker stated chat consideration of che daily calendar 
would be held until after Unfinished Business. Without 

objection, che House advanced co
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111 Telephone Number: ( 9 0 7 )  261-4303

Refer Reply to: E : T C

Date: J a n u a r y  23 , 1990

> />

K r i s t e n  B. Bomengen 
A s s i s t a n t  A t t o r n e y  G e n e r a l  
S t a t e  o f  A la s k a ,  D e p a r tm e n t  o f  Law  
P . O .  Box K 

. J u n e a u ,  A lask a  9981.1

R e :  Y o u r  l e t t e r  o f  J a n u a r y  4 ,  1990

D e a r  M rs. Bomengen:

When t h e  S t a t e  o f  A la s k a  f o r g i v e s  a p o r t i o n  o f  a s t u d e n t  lo a n ,  th e  amount 
f o r g i v e n  i s  a t a x a b le  e v e n t  t o  th e  b o r ro w e r .  T h e  d e b t  f o r g i v e n  i s  s u b j e c t  
t o  ta x  i n  a c c o r d a n c e  w i t h  s e c t i o n  108 o f  th e  I n t e r n a l  R e v en u e  C o d e .

A r e v i e w  o f  y o u r  l e t t e r  and t h e  c o p y  o f  th e  A la s k a n  S t a t u t e s  t h a t  you  s e n t  t o  
me d i d  n o t  c h a n g e  t h a t  r e s u l t .  I  d i s c u s s e d  y o u r  l e t t e r  w i t h  o u r  a t t o r n e y s  
and th e y  a g r e e  w i t h  t h a t  c o n c l u s i o n .

T h e  A la sk a n  l e g i s l a t u r e  s e t  up  a  r e v o l v i n g  l o a n  fu n d ,  i n  o r d e r  t o  l o a n  money 
t o  A la sk a n s  s o  t h a t  t h e y  c o u l d  a t t e n d  c o l l e g e .  T h e  l o a n s  a r e  s u b j e c t  to  
rep aym en t upon  t e r m i n a t i o n  o f  s t u d i e s ,  o v e r  a p e r i o d  o f  s i x  y e a r s .  Upon th e  
A la sk a n  m e e t in g  c e r t a i n  c o n d i t i o n s ,  a p o r t i o n  o f  th e  l o a n  may b e  f o r g i v e n ,  i f  
a p p l i c a t i o n  i s  made t o  t h e  S t a t e  o f  A la s k a  by  t h e  s t u d e n t .  I f  no a p p l i c a t i o n  
i s  made, t h e  f u l l  l o a n  i s  s u b j e c t  t o  re p a y m e n t .

T h e  s t a t u t e  s a y s  t h a t  a  p o r t i o n  o f  t h e  lo a n  s h a l l  be  c o n s i d e r e d  a  " g ra n t"  
b a se d  upon  r e s i d e n c y .  T h i s  i s  t h e  amount t h a t  i s  f o r g i v e n ,  b u t  th e  s t a t u t e  
u s e s  t h e  w ord  g r a n t  r a t h e r  th a n  c a l l i n g  i t  a  l o a n  f o r g i v e n e s s .

T h e  q u e s t i o n  r e v o l v e s  a rou n d  th e  d i f f e r e n c e  b e tw e en  a s c h o l a r s h i p  ( o r  g r a n t )  
and a lo a n .

A s c h o l a r s h i p  o r  g r a n t  i s  an amount g i v e n  t o  a s t u d e n t  w i t h o u t  any s t r i n g s  
a t t a c h e d  t o  i t  c o n c e r n i n g  rep aym en t.  I t  i s  an o u t r i g h t  g i f t  t o  a  s t u d e n t .  
T h i s  t y p e  o f  s c h o l a r s h i p  i s  c o v e r e d  by I . R . C .  s e c t i o n  117. No rep aym en t i s  
i n v o l v e d  a s  no d e b t  was e v e r  c r e a t e d .
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K r i s t e n  B .  Bcmengen

T h e  A la s k a n  program  i s  an  o u t r i g h t  lo a n  program . Repaym ent i s  r e q u i r e d .  T h e  
o r i g i n a l  i n t e n t  was to  h a ve  th e  money r e v o l v e  i n  t h e  fu n d  s o . t h a t  i t  c o u l d  be 
lo a n e d  t o  a n o t h e r  s t u d e n t .  T h i s  money has  a lw ays  b een  c o n s i d e r e d  a  lo a n  
s u b j e c t  t o  repaym en t based  upon  th e  te rm s o f  a n o t e  s i g n e d  a t  th e  t im e  a lo a n  
i s  g r a n te d .  T h e  b o r ro w e r  knows t h a t  i t  i s  s u b j e c t  t o  re p a y m e n t ,  and i f  n o t  
p a id ,  th e  l o a n  i s  s u b j e c t  t o  e n f o r c e d  c o l l e c t i o n .

As a lo a n ,  i t s '  f o r g i v e n e s s  i s  s u b j e c t  t o  I . R . C .  s e c t i o n  108.

S i n c e r e l y  y o u r s ,

R o b e r t  A . J a c k s o n  
T e c h n i c a l  c o o r d i n a t o r
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- account in determining whether entity meets relt quail* 
flcations. Any amount included in gross income by 
reason of the discharge of indebtedness shall not be 
taken into account for purposes of paragraphs (2) and 
(3) of section 856(c).
(10) Indebtedness satisfied by corporation’s stock.

(A) In general. For purposes of determining income 
- of a debtor from discharge of indebtedness, if a

debtor corporation transfers stock to a creditor in 
satisfaction of its indebtedness, such corporation 
shall be treated as having satisfied the indebtedness 
with an amount of money equal to the fair market 
value of the stock.
(B) Exception for title 11 case* and insolvent debt­
ors. Subparagraph (A) shall not apply in the case of 
a debtor in a title 11 csjc or to (he extent the debtor 
is insolvent.

(f) Student loans.
(1) In general. In the case of an individual, gross 
income does not include any amount which (but for 
this subsection) would be includible in gross income by 
reason of the discharge (in whole or in part) of any 
student loan if such discharge was pursuant to a 
provision of such' loan under which all or part of the 
indebtedness of the individual would be discharged if 
the individual worked for a certain period of time in 
certain professions for any of a broad class of employ­
ers,
(2) Student loan. For purposes of this subsection, the 
term "student loan" means any loan to an individual to 
assist the individual in attending an educational organi­
zation described in section 170(b)(l)(A)(il) made by—

(A) the United States, or an instrumentality or 
agency thereof,
(B) a State, territory, of possession of the United 
States, or the District of Columbia, or any political 
subdivision thereof, or
(C) a public benefit corporation—

(i) which is exempt from taxation under section 
501(c)(3),
(ii) which has assumed control over a State, 
county, or municipal hospital, and __
(iii) whose employees have been deemed to be 
public employees under State law, or

(D) any educational organization so described pursu­
ant to an agreement with any entity described in 
subparagraph (A), (B), or (C) under which the funds 
from which the loan was made were provided to 
such educational organization.

(g) Special rules for discharge of qualified farm indebted* 
ness.

(1) Discharge must be by qualified person.
(A) In general. Subparagraph (C) of subsection (a)(1)

' shall apply only it the discharge is by a qualified
person.
(B) Qualified person. For purposes of subparagraph 
(A), the term “qualified person" has the meaning 
given to such term by section 46(c)(8)(D)(iv); except 
that such term shall include any Federal, State, or 
local government or agency or instrumentality 
thereof.

(2) Qualified farm Indebtcdneis. Fof purposes of this 
section, indebtedness of a taxpayer shall be treated as 
qualified farm indebtedness if

(A) such indebtedness was incurred directly in con­
nection with the operation by the taxpayer of the 
trade or business of farming, and

:• (B) 50 percent or more of the aggregate grou re- 
ceipts of the taxpayer for the 3 taxable years preced- 
ing the ttxable year in which the diicharec of such 
indebtedness occurs is attributable to the trade or 
business of fanning.

(3) Amount excluded cannot exceed sum of tax attrib­
utes and business and Investment assets.

(A) In general. The amount excluded under subpara­
graph (C) of subsection (a)(1) shall not exceed the 
sum of—

(i) the adjusted lax attributes of the taxpayer, and
(ii) the aggregate adjusted bases of qualified prop­
erty held by the taxpayer as of the beginning of 
the taxable year following the taxable year in 
which the discharge occurs.

(B) Adjusted tax attributes. For purposes of subpara­
graph (A), the term "adjusted tax attributes" means 
the sum of the tax attributes described in subpara­
graphs (A), (B), (C), and (E) of subsection (b)(2) 
determined by taking into account $3 for each SI of 
the attributes described in subparagraphs (B) and (E) 
of subsection (b)(2). •
(C) Qualified property. For purposes of this para­
graph, the term "qualified property" means any 
property which is used or is held for use in a trade 
or business or for the production of income.
(D) Coordination with insolvency exclusion. For 
purposes of this paragraph, the adjusted basis of any 
qualified property and the amount of the adjusted 
tax attributes shall be determined after any reduction 
under subsection (b) by reason of amounts excluded 
from gross income under subsection (a)(1)(B).
In 'It, P.L. 100-647. Sec. KXW dX I). deleted "o r "  si the end of 
lubpsra. (aX IXA ), lubstiiuted " ,  or” for ihe period st the end 
o f lubp tn . (sK lXB) snd added subm it. ( iX IX C )  . . .  Sec. 
I00*<»X1), amended para. ( iX i )  . . . Sec. l004(t)(3XA). eub- 
itlluied "aubparegraph (A ), (B). or (C)“ for "subparagraph (A ) 
or fB >" In p*/». IbX D  . . .  See. ICOtUOOXB) delcieU "in  utle 
I I  cue or Insolvency" aflar "attributei" in she heading of 
aubace. ( b ) . . . Sec. iOW(»X<), emended subtec. if ) . . . Sec 
l(XH(iX6XA), Jubitin ed "subjections (»), (b) »nd for 
“subscctionx (a) and <o V  in parai. (dX6) and (7) . . . Sec. 
l0O4fi)(6XB), substituted "lubiectioni fa), fb). and (g)" for 
"subaectioni (a), (b). and (c)" In the heading of aubtec. ( d ) . . . 
Sec. 1004<aX6)(C), iubilituicd "subeections fa), fb). and (g)" 
for "subsections (i) and lb)", in ihc headings of para (d)(6) 
and jubpara. IdX^KA). effective for tin. yn . begin, after 12/ 
31/(6.
Prior lo amendment, para. fa)(2) read ai follows:

"(2) Coordination of exclusions. Subparagraph (B) o f para­
graph (I) ihall not apply (0 a Oiacharga which occun in a ilile 
I I  cu e ."
Prior to amendment, lubrac. (g) read m  follows:"(f) Specie! rule* (or diicbtrft of quihbrd firm indebiednas of ulveni farmery.

" ( t )  In general. For purpoaea of this aeciion and section 
1017, Ihc discharge by a qualified perron of qualified farm 
indebiediicti of a taxpayer who i i not inaolvcnt at the time of 
the duchirge ihall be ireaied In tha um a manner as if  (he 
discharge h id  occurred when the taxpayer waa irtaolvent.
"(2) Qualified farm mdebtadneai. For purposes of Ibia aub- 

aeciion. indebiedneu of a taxpayar ihall be treated a» qualified 
farm indebtedness if—
"(A) tuoh indibiednctt wu incurrrd directly in connection 

•vlth tha operation by the taxpayer of the trada or buiineaa of 
firming, and

"(B ) 50 percent or more of tha average innual grow receipu 
of the taxpayer for the 3 taxable ytari preceding the laaabla 
year in which the disohs:;: c f  :esS indrit— r—  occurs '» 
attributable :o the trade or business of farming.

“(J) Qualified peraon. For purpoiea of thit lubvcnon , the 
term “qualified ptrton" meani a ocrson deaenba) ir. section 
46(eX(XD)(iv)."
(n *16, P.L. 99-J14. Sec. 104(b)(2). lubeutulcd "33‘/4 cent*" for 
"SO «nli" in subpara. (b)(3XC). affective for ux. yn- begin, 
alter 12/31/(6
- P . L .  99'514, Sec 33l(dX3)(D). amended aubpare. (bX2XB>. 
effective for tax. yra begin, after 12/31/13 Prior to amend­
ment. aulipaia (bl(2KB) eeau ax followit

#
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ATTACHMENT 2

Existing statute can be amended with following addition:

A portion of a loan made before July 1, 1987 shall be considered a grant 

if, upon completion of the course of study for which the loan was granted, 

the borrower is a resident of the state for at least two years. The 

portion of the loan which shall be regarded as a grant shall be the 

following percentages of the total loan received plus interest up to a 

total of 50 percent of the total loan:

(1) two - three years residence in the state 10 percent;

(2) three - four years residence in the state an additional 10 percent;

(3) four - five years residence in the state an additional 10 percent;

(4) five - six years residence in the state an additional 10 percent;

(5) over six years residence in the state an additional 10 percent.
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J a n e  B y e r s  M a y n a r d  
E x e c u t i v e  D i r e c t o r
A l a s k a  C o m m i s s i o n  o n  P o s t s e c o n d a r y  E d u c a t i o n  
P . O .  B o x  F P
J u n e a u ,  A l a s k a  9 9 8 1 1 - 0 5 9 9  

D e a r  J a n e :

T h a n k  y o u  f o r  y o u r  l e t t e r  o f  J a n u a r y  2 6 ,  1 9 9 0 ,  r e g a r d i n g  t h e  
I R S  d e c i s i o n  t o  t a x  s t u d e n t  l o a n  f o r g i v e n e s s  b e n e f i t s .  Y o u r  
d e s c r i p t i o n  o f  t h e  t i m i n g  o f  f o r g i v e n e s s  b e n e f i t s  r a i s e s  s o m e  
i m p o r t a n t  q u e s t i o n s  a b o u t  t h e  l e g i t i m a c y  o f  t h e  I R S  r u l i n g .  I  
h a v e  a s k e d  R o b e r t  B r o c k ,  D i s t r i c t  D i r e c t o r  o f  t h e  A n c h o r a g e  I R S  
O f f i c e ,  f o r  h i s  p r o m p t  r e v i e w  o f  t h e  i s s u e s  y o u  r a i s e .

T h a n k  y o u  a g a i n  f o r  k e e p i n g  i n  t o u c h  w i t h  u s  o n  t h i s  
i m p o r t a n t  m a t t e r .

W i t h  b e s t  w i s h e s ,
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ALASKA COMMISSION ON POSTSKQNDAM EDUCATION i

S T E V E  C O W P E R ,  G O V E R N O R

P .O  B O X  F P
JUNEAU. ALASKA 99811-0539 
PHONE: (907) 465-2854

January 26, 1990

The Honorable Ted Stevens 
United States Senate 
522 Hart Building 
Washington, DC 20510

Dear Senator Stevens:

On behalf of the members of the Alaska Commission on 
Postsecondary Education, I would like to take this opportunity 
to thank you for your efforts to address the recent action by 
the IRS to tax Alaska Student Loan forgiveness recipients. 
While it is understood that congressional action may take a 
year or more to resolve this problem, your genuine concern and 
action to date are appreciated by both loan borrowers and state 
offici als.

As you work with IRS representatives, it is important to alert 
you to a procedural aspect of forgiveness that may affect the 
IRS position on taxation. The IRS is currently taxing students 
for years in which the student has received no monetary benefit 
from his or her forgiveness eligibility.

For example, a student becomes eligible for the first 10% of 
his or her loan forgiveness upon residing in the State for two 
years after graduation. The student applies to our office, we 
determine the forgiveness eligibility, and notify the student 
that they are qualified for the first forgiveness. The 
student's account is adjusted to reflect a. reduction in the 
total loan principal balance owed, but the student's monthly 
payments remain the same. The student receives no monetary 
benefit (i.e., reduction in payments) until the scheduled tenth 
(final) year of the repayment cycle when no payments will be 
owed. The tenth year of repayment is, therefore, forgiven.

To take this a step further, when the same student has resided 
in the State an additional year and applies for a second 10% of 
loan forgiveness, the ninth year of loan repayment is forgiven, 
and so on up to five years of forgiveness eligibility.
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The Honorable Ted Stevens 
January 26, 1990 
Page 2

Again, the issue here is that the student continues to pay the 
same amount out-of-pocket whether or not forgiveness has been 
received. It is only the length of the repayment period that 
gets progressively shorter with each forgiveness eligibility. 
The IRS, however, is currently taxing a student at the time of 
forgiveness eligibility as if the student has already seen a 
cost savings. This is simply not the case, and it is 
imperative that th'e IRS be made aware of this fact.

Thank you again for your assistance in this matter. If I can 
provide additional information, please contact me.

Sincerely,

cc: The Honorable Pat Rodey
Alaska State Senate

The Honorable Loren Leman 
Alaska House of Representatives

Frank Baxter, Commissioner 
Department of Administration

John Havelock, Chair
Alaska Commission on Postsecondary Education

Kristen Bomengen, Assistant Attorney General 
Alaska Department of Law



ALASKA COMMISSION ON POSTSECONDARY EDUCATION p . o b o x f p
JUNEAU, ALASKA 99011-0599 
PHONE: (907) 465-2854

m e m o r a n d u m

TO:

FROM:

R E :

D A T E :

On b e h a l f  o f  t h e  C o m m i s s i o n ,  I  w o u l d  l i k e  t o  e x p r e s s  o u r  
a p p r e c i a t i o n  and s u p p o r t  f o r  l e g i s l a t i v e  e f f o r t s  t o  d a t e  t o  
a d d r e s s  t h e  p r o b l e m  o f  IR S  t a x a t i o n  o f  S t u d e n t  L o a n  f o r g i v e n e s s  
b e n e f i t s .  L e g i s l a t i v e  e f f o r t s  t h u s  f a r  i n c l u d e  j o i n t  
r e s o l u t i o n s  i n  s u p p o r t  o f  C o n g r e s s i o n a l  p r o p o s a l s  S . 1803 and
H . R . 3 5 1 8  w h i c h  w o u l d  exem pt  A l a s k a  S t u d e n t  L o a n  f o r g i v e n e s s  
f r o m  t a x a t i o n .  S t a f f  a t  t h e  C o n g r e s s i o n a l  o f f i c e s  b e l i e v e  t h a t  
a r e s o l u t i o n  f r o m  t h e  A l a s k a  L e g i s l a t u r e  w i l l  s t r e n g t h e n  t h e  
S t a t e ' s  p o s i t i o n  and e n h a n c e  c h a n c e s  f o r  p a s s a g e  o f  t h e  
C o n g r e s s i o n a l  b i l l s .

S t a t e  a p p r o a c h e s  t o  d a t e  b y  b o t h  t h e  L e g i s l a t u r e  and t h e  O f f i c e  
o f  t h e  A t t o r n e y  G e n e r a l  h a v e  f o c u s e d  on  r e s t o r i n g  t h e  o r i g i n a l  
g r a n t  i n t e n t  o f  t h e  f o r g i v e n e s s  p r o v i s i o n  as  s t a t e d  i n  i n i t i a l  
s t a t u t o r y  r e f e r e n c e s  t o  f o r g i v e n e s s ,  b u t  w h i c h  was d ro^  ■‘d f r o m  
s t a t u t e  i n  1981. T h e  g r a n t  a p p r o a c h  i s  o f f e r e d  i n  t h e  e n c l o s e d  
l e t t e r  o f  J a n u a r y  4,  1990 f r o m  t h e  A t t o r n e y  G e n e r a l  t o  t h e  IR S  
r e g i o n a l  r e p r e s e n t a t i v e  R o b e r t  J a c k s o n .  T h i s  l e t t e r  e n c o u r a g e s  
t h e  I R S  t o  t r e a t  f o r g i v e n e s s  as an e d u c a t i o n a l  g r a n t  u n d e r  
26 U . S . C .  117, i n  l i g h t  o f  t h e  o r i g i n a l  s t a t u t o r y  l a n g u a g e .

A s  y o u  c a n  s e e  f r o m  t h e  I R S  r e s p o n s e  d a t e d  J a n u a r y  23,  1990,
h o w e v e r ,  t h e  A n c h o r a g e  IR S  o f f i c e  i s  n o t  a m en ab le  t o  t h e  g r a n t  
a r g u m e n t .  S i n c e  t h i s  i s  t h e  f i r s t  w r i t t e n  c o m m u n i c a t i o n  t h e  
S t a t e  n a s  r e c e i v e d  f r o m  t h e  I R S  on t h i s  m a t t e r  and s i n c e  IR S  
a c t i o n  i g n o r e s  l e g i s l a t i v e  i n t e n t ,  t h e  L e g i s l a t u r e  may w i s h  t o  
p u r s u e  a f o r m a l  r u l i n g  t o  d e t e r m i n e  a w o r k a b l e  s o l u t i o n .

Members  o f  t h e  S e n a t e  H ES S  C o m m i t t e e

T h e  H o n o r a b l e  P a u l  F i s c h e r ,  C h a i r m a n  
T h e  H o n o r a b l e  J i m  D u n c a n ,  V i c e  C h a i r  
T h e  H o n o r a b l e  A l  Adams 
T h e  H o n o r a b l e  L l o y d  J o n e s  
T h e  H o n o r a b l e  T i m  K e l l y

J a n e  M a y n a rd ,  E x e c u t i v e  D i r e c t q
A l a s k a  C o m m i s s i o n  on P o s t s e c o n c f c r f y E d u c a t i o n

S t a t u s  o f  I R S  T a x a t i o n  o f  A l a s k a  S t u d e n t  L o a n  
F o r g i v e n e s s  B e n e f i t s

F e b r u a r y  28,  1990
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I t  i s  p o s s i b l e  t h a t  d u r i n g  f o r m a l  r u l i n g  d e l i b e r a t i o n s  t h e
g r a n t  a p p r o a c h  c o u l d  b e  r e c o n s i d e r e d  a n d  t h e  A n c h o r a g e  o f f i c e  
d e c i s i o n  o v e r t u r n e d .  F o r  t h i s  r e a s o n ,  r e s t o r a t i o n  o f  o r i g i n a l  
g r a n t  l a n g u a g e  a s  w o r d e d  i n  A t t a c h m e n t  2 c o u l d  s t i l l  p r o c e e d  
w i t h o u t  h a r m f u l  e f f e c t  e i t h e r  d u r i n g  t h e  f o r m a l  r u l i n g  p r o c e s s  
o r  a f t e r  a f i n a l  d e t e r m i n a t i o n  h a s  b e e n  m a d e .  I n  a n y  e v e n t ,  i t  
s e e m s  p r u d e n t  t o  o b t a i n  a c l e a r  r e a d i n g  f r o m  t h e  I R S  c o n c e r n i n g  
t h e  a b i l i t y  o f  t h e  L e g i s l a t u r e  t o  t a k e  e f f e c t i v e  a c t i o n  i n  t h i s  
m a t t e r .

I n  t e r m s  o f  a d m i n i s t r a t i v e  a c t i o n  t a k e n  t o  a d d r e s s  t h i s
p r o b l e m ,  t h e  C o m m i s s i o n  h a s  n o w  n o t i f i e d  b o r r o w e r s  o f  t h e
p o s s i b i l i t y  o f  t a x  l i a b i l i t i e s .  S t a r t i n g  l a s t  O c t o b e r ,  o u r  
f o r g i v e n e s s  b r o c h u r e s ,  a p p l i c a t i o n s ,  a n d  s t a t e m e n t s  w e r e  
a m e n d e d  t o  i n c l u d e  t h e  f o l l o w i n g  s t a t e m e n t :

R e m i n d e r :

T h e  a m o u n t  o f  y o u r  l o a n  r e d u c t i o n  u n d e r  t h e  f o r g i v e n e s s  
p r o v i s i o n s  o f  t h e  A l a s k a  S t u d e n t  L o a n  P r o g r a m  m a y  b e  
i n c l u d a b l e  a s  g r o s s  i n c o m e  f o r  t a x  p u r p o s e s .  We r e c o m m e n d  
y o u  p r o v i d e  t h i s  i n f o r m a t i o n  t o  y o u r  t a x  r e t u r n  p r e p a r e r ,  
o r  c o n s u l t  w i t h  a t a x  a c c o u n t a n t  p r i o r  t o  c o m p l e t i n g  t h e  
r e t u r n  i t s e l f .

P l e a s e  n o t e  t h a t  t h e  O f f i c e  o f  t h e  A t t o r n e y  G e n e r a l  s t i l l
a d v i s e s  u s  t o  u s e  t h e  w o r d s  " m a y  b e "  n o t  " i s "  i n  r e f e r e n c e  t o  
i n c l u d a b l e  t a x a b l e  i n c o m e .  T h i s  i s  a p r e c a u t i o n  d u e  t o  t h e  
u n c e r t a i n t y  a s  t o  t h e  f i n a l  o u t c o m e  o f  t h i s  m a t t e r .  I n  
a d d i t i o n ,  a s e p a r a t e  s t a t e m e n t  w i t h  t h e  s a m e  r e m i n d e r  h a s  b e e n  
s e n t  t o  1 9 8 9  f o r g i v e n e s s  r e c i p i e n t s  t o  i n s u r e  t h a t  a l l  o f  t h o s e  
i n d i v i d u a l s  h a v e  b e e n  a l e r t e d  t o  t a x  p o s s i b i l i t i e s .

We i n t e n d  t o  c a r r y  o u r  b o r r o w e r  n o t i f i c a t i o n  a s t e p  f u r t h e r  t o  
a d d r e s s  t h e  f a c t  t h a t  t h e  I n t e r n a l  R e v e n u e  S e r v i c e  i s  c u r r e n t l y  
t a x i n g  s t u d e n t s  f o r  y e a r s  i n  w h i c h  t h e  s t u d e n t  h a s  r e c e i v e d  n o  
m o n e t a r y  b e n e f i t  f r o m  h i s  o r  h e r  f o r g i v e n e s s  e l i g i b i l i t y .  I n  
o t h e r  w o r d s ,  u p o n  r e c e i p t  o f  t h e  f o r g i v e n e s s  e l i g i b i l i t y . ,  t h e  
s t u d e n t ' s  a c c o u n t  i s  a d j u s t e d  t o  r e f l e c t  a r e d u c t i o n  i n  t h e  
t o t a l  l o a n  p r i n c i p a l  b a l a n c e  o w e d  ( w h i c h  r e s u l t s  i n  a s h o r t e r  
r e p a y m e n t  p e r i o d ) ,  b u t  t h e  s t u d e n t ' s  m o n t h l y  p a y m e n t s  r e m a i n  
t h e  s a m e .  T h e  I n t e r n a l  R e v e n u e  S e r v i c e ,  h o w e v e r ,  t a x e s  t h e  
s t u d e n t  a s  i f  h e  o r  s h e  h a s  a l r e a d y  s e e n  a c o s t  s a v i n g s  w h i c h ,
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i n  r e a l i t y ,  w o n ' t  o c c u r  u n t i l  t h e  e n d  o f  t h e  r e p a y m e n t  c y c l e  
w h e n  t h e  l a t t e r  y e a r s  o f  r e p a y m e n t  a r e  " f o r g i v e n " .  T h i s  
" d e l a y e d  b e n e f i t "  a r g u m e n t  i s  o f  c o n s i d e r a b l e  i n t e r e s t  t o  t h e  
C o n g r e s s i o n a l  o f f i c e s .  I t  h a s  b e e n  r e l a y e d  b y  S e n a t o r  S t e v e n s  
t o  t h e  I R S  a n d  w e  a r e  w a i t i n g  f o r  a r e s p o n s e .  ( S e e  A t t a c h m e n t
3 . )

T h r o u g h  d a t a  p r o c e s s i n g  c h a n g e s ,  w e  h o p e  t o  r e v i s e  o u r  
f o r g i v e n e s s  s t a t e m e n t s  t o  r e f l e c t  t h e  y e a r  i n  w h i c h  t h e  t r u e  
i m p a c t  o f  f o r g i v e n e s s  e l i g i b i l i t y  w i l l  o c c u r .  We r e a l i z e  t h a t  
i f  t h e  t a x a t i o n  o f  f o r g i v e n e s s  i s  u p h e l d ,  t h i s  a d m i n i s t r a t i v e  
a c t i o n  m a y  o n l y  d e l a y  t h e  s t u d e n t ' s  r e p o r t i n g  o f  t h e  a m o u n t  
f o r g i v e n ,  b u t  a t  l e a s t  t h e y  a r e  n o t  " h i t "  a t  a t i m e -  w h e n  t h e y  
a r e  s t i l l  b u r d e n e d  w i t h  t h e  s a m e  r e p a y m e n t  c o s t s  t h e y  h a d  p r i o r  
t o  f o r g i v e n e s s .  T h i s  a d m i n i s t r a t i v e  a p p r o a c h ,  h o w e v e r ,  i s  n o t  
i n t e n d e d  a s  a c o m p r o m i s e  p o s i t i o n  o r  a s o l u t i o n  t o  t h e  p r o b l e m  
a t  h a n d .

T h e  C o m m i s s i o n  w i l l  c o n t i n u e  t o  w o r k  c l o s e l y  w i t h  C o n g r e s s  a n d  
t h e  L e g i s l a t u r e  t o  r e m e d y  t h i s  u n f o r t u n a t e  s i t u a t i o n .

A t t a c n m e n t s

c c :  T h e  H o n o r a b l e  J a y  K e r t t u l a
A l a s k a  S t a t e  S e n a t e



ujjO. George enters his net benefits of 
15980. O n line 21b. he enters his taxable port 
jl 52.990-
Example 2. J o e  and Betty Johnson  are 

pjmed and are filing a joint return for 1989. 
jce  is retired and rece ives a fully taxable 
pension ot S28.000. Jo e  and Betty both 
aceived social security benefits in 1989. Jo e 's  
form SSA -1099  show s $6,600 in Box 3. 
j! 100 in Box 4, and $5,500 in Box 5. Betty's 

■ Form SSA -1099  show s S3,500 in Box 3 and 
ye same amount in Box 5. T h e  only other 
ncome Joe  and Betty had in 1989 was S2.400 
n mterest income. Th ey  figure their taxable 
social security benefits by completing the 
»orksheet shown below. Th e v  enter S9.000 on 
*e21a, Form 1040, and $1,450 on line 21b, 
Form 1040.

'  Social Security and Equivalent Railroad 
Retirement Benefits Worksheet 

(Keep for your records)

0*ck only one box.

'□  A. Single— enter S25.000 on line 7 below.
E 8. Married filing a join! return— enter S32.000 

on line 7 below.
□  C. Married not filing a joint rfum and lived with 

your spouse at any time during the 
year— enter -O- on line 7 below.

0  0. Married not filing a joint return and DID NOT
live with your spouse at any lima during the 
year— enter S25.000 on line 7 below.

1, Enter the total amount from Box 5 of 
ALL your Forms SSA-1099 and rorms 
RRB-1099 (if applicable) ..........  9,000

■or*. II line 1 is zero or less, stop here;
•on* ol your benefits are taxable. Olher.vise,
toon io hne 2.
2- Divide the amount on line 1 by 2 .........  4,500

1 Add the amounts on Form 1040, lines 7.
8a. 8b through 20, plus line 22. Do not 
include here any amounts from lines 
'6a or 17a ot Form 1040, or from Box 5 
Ol Fernis SSA-1099 or RRB-1099 ....... 30,400

*• Add linos 2 and 3 .................................  34,900

*■ Enter the amount from Form 1040, line 
30.......................................................  -0 -

*■ Subtract line 5 from line 4 ............   34,900

T Enter:

525.000 if you checked 
Box A or D, or

532.000 it you checked 
Box B, or

-0- il you checked Box C .............. 32,000

*• Subtract line 7 Irom line 6. Enter the 
result, but not less than aero „  2,900

II line B is zero, slop here. None ol 
tenets arg taxable. Do not enter any 

^**ntsonForm 1040. lines21aor21b, 
you checked Box D above. II your

•n ,M,eo)r °- en,er on ll,le 2,b and 
p. 0 ' °n the doited line to the lelt ol line
I  lme 8 is more than zero, go on Inline

*• °nnde the amount on line 8 by 2 ......... 1.450

10. Taxable bsnefits.
• First, enter on Form 1040, line 21a, 
the amount from line 1 above.
• Then, compa e amounts on lines 2 
and 9 above, and enter the smaller ol 
the two amounts on this line and also
on Form 1040, line 21b......   1.450

R e p a y m e n t s  M o r e  

T h a n  G r o s s  B e n e f i t s

In som e  situations, your Form  SS A -1 0 9 9  or 
Form  R R B -1 0 9 9  will show  that the total b en e ­
fits you repaid (Box 4) is m ore than the gross 
benefits (Box 3) you received. If this occurred, 
the amount in Box 5 will be  a negative figure 
and none of your benefits will be  taxable. If you 
rece ive  m ore than one  form, a negative figure 
in Box 5 of on e  form is used  to o ffset a positive 
figure in Box 5 of another form, If you have any 
questions about this negative figure, co ntact 
your local So cia l Security  Administration o ffice  
or your local Railroad Retirem ent Board field 
office.

J o in t  return. If you and your sp o u se  file a 
joint return, and your Fo rm s S S A -1 0 9 9  or 
Fo rm s R R B -1 0 9 9  show  that your repaym ents 
are m ore than your gross benefits, but your 
spo use 's  are not, subtract the am ount in Box 5 
of your form from the am ount in Box 5 of your 
sp o use ’s  form to get your net benefits w hen 
figuring if your com bined benefits are taxable.

Example. John  and Mary are married and 
file a joint return for 1989. John  rece ived  Form  
S S A -1 0 9 9  showing $3,000 in Box 5. Mary also 
rece ived  Form  S SA -1 0 9 9  and the amount in 
Box 5 w as ($500). John  and Mary will use 
$2,500 ($3,000 minus S500) as the amount of 
their net benefits when figuring if any of their 
com bined benefits are taxable.

R e p a y m e n t o f  b en e fits  r e c e iv e d  In an 
earlier year. If the sum  of the am ount show n 
in Box 5 ol all o f your Fo rm s SS A -1 0 9 9  and 
Fo rm s R R B -1 0 9 9  is a negative figure and part 
or all of this negative figure is for benefits you 
included in gross in com e in 1984, 1985, 1986, 
1987, or 1988, you can  take an itemized 
deduction  for the amount of the negative figure 
that represents those benefils. Th is  deduction, 
if $3,000 or less, is sub ject to the 2% -of- 
adjusted-gross-incom e limit that applies to c e r ­
tain m iscellaneous itemized deductions.

1) Figure your lax for 1989 with the itemized 
deduction.,Th is deduction  is not sub ject to 
the 2% -of-adjusted-gross-incom e limit that 
applies to certain m isce llaneous itemized 
deductions.

2) Figure your tax for 1989 without the 
deduction. If a portion of the negative fig­
ure represents a repaym ent o f 1984 b e n e ­
fits, you m ust first recom pute  your 1S84 
tax, reducing your 1984 socia l security 
benefits by that portion. R e co m p u te  your 
1985,1986,1987, and 1988 tax in the 
sam e manner, using any portion of the 
negative figure that represents a repay­
m ent of benefits for those  years. R e d u ce  
your 1989 tax, figured without the d e d u c­
tion. by the total d e crea se  in your 1984, 
1985, 1986, 1987, or 1988 tax as re co m ­
puted.

Com pare the tax figured in m ethods (1) and 
(2). Vour tax for 1989 is the lesser o f the two 
amounts. If m ethod (1) results in less tax, take 
the itemized deduction on  S ch e d u le  A (Fo rm

1040). If m ethod (2) results in less tax, claim  a 
credit for the applicable am ount on line 62 of 
Form  1040 and write "I.R.C. 1341" in the mar­
gin to the left of line 62. If both m ethods pro­
d uce  the sam e tax, deduct the repaym ent in 
full on S ch ed u la  A.

1 3 .  O t h e r  I n c o m e

I m p o r t a n t  C h a n g e

Ju ry  d u ty  pay. If yqu are required to give 
your jury duty pay to your em ployer b e ca u se  
your em ployer con tinues to pay your salary 
while you serve  on  the jury, you can , beginning 
in 1987, d ed u ct the am ount repaid a s  an 
adjustment to gross incom e, rather than as an 
itemized deduction. S e e  Jury duty pay, later.

You must include on  your tax return all 
incom e you rece ive  in the form of m oney, 
property, and serv ice s  that is not exem pt from 
tax. Th is chapter d is cu sses  many item s of tax­
able incom e, as well as som e major item s that 
are not taxable.

M i s c e l l a n e o u s  T a x a b l e  

I n c o m e

Th is  section  begins with, brief d iscuss ion s of 
num erous in com e items, arranged in alphabeti­
cal order. T h e s e  d iscuss ion s are followed by, 
other taxable in com e items w hich  are 
d iscusspd in greater detail as follows:

Bartering’

R ecoveries  (including state in com e ta x . 
refunds)

Repaym ents

Royalties

Note. W hen  you report m iscellaneous taxa­
ble incom e on  line 22 of Form  1040, write a 
brief description o f the in com e on the dotted 
line next to line 22.

A ctiv ity  n o t fo r  p ro fit. You  m ust include on 
your return in com e from an activity not for 
profit. An exam ple o f this type of activity would 
be a hobby or a farm you operate m ostly for 
recreation and pleasure. D eduction s fo r . . 
expenses related to the activity are limited,, 
cannot total m ore than the in com e you report, 
and can be taken only if you itemize d e d u c­
tions on S ch e d u le  A  (Fo rm  1040).

Th e  activity will be  presum ed to have been 
for prolit if it results in a profit in at least 3 out 
of 5 co n secu tive  tax years. However, for the 
breeding, training, showing, or racing o f hor­
ses, the activity m ust result in a profit in at 
least 2 out o f 7 co n se cu tive  tax years. If the 
activity m eets  this test, it is presum ed to I-a 
carried on for profit and the limits will not 
apply.

If you have engaged  in an activity for less 
than 3 years, you ca n  postpone the determ ina­
tion that the activity is not for profit by filing 
Form  5213, Election To Postpone Determina­
tion. G e t Publication 535, Business Expenses, 
for more information.

If this deduction is more than $3,000, 
you should figure your tax two ways:
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A la s k a  oil roya lties. If you w e ie  a resident of 
A laska and qualified to receive a  paym ent from 
A laska's mineral in com e fund, you must report 
this am ount on  line 22, Form  1040. T h e  state 
of A laska will send  you a Form  1 0 99 -M ISC  
w hich  show s this amount. IR S  will rece ive  a 
co p y  o f the Form  1099.

A lim ony . Include in in com e on line 11, Form  
1040, any alimony paym ents you receive. 
Am ounts you rece ive  for child support are not 
In com e to you, Alimony and child support 
paym ents are d iscu ssed  in Chap ter 20.

A llo w a n ce s  and  re im b u rsem en ts . If you
re ce ive  travel, transportation, or other 
a llow ances or reim bursem ents from  your 
employer, s e e  Chap ter 28.

C a n ce lle d  deb t. A  can ce lled  debt, or a  debt 
paid for you by another person, is generally 
in com e  to you and m ust be reported on  line 
22, Fo rm  1040. A  d iscount offered by a finan­
cial institution for the prepaym ent of a 
m ortgage loan is in com e from the cancellation 
of a  debt. However, you have no in com e from 
the cancellation  of a debt if the cancellation, or 
the paym ent by another person, is intended by 
the o ther person as a gift to you. 1

If your debt is ca n ce lled  in a bankruptcy 
ca s e  (title 11) or w hen you are insolvent, the 
d ischarge o f debt is not incom e. G e t 
Publication 908, Bankruptcy and Other Debt 
Cancellation.

Cancellation of student loan. You  do  not 
have in com e if your student loan is can ce lled  
b e ca u se  you agreed to certain conditions to 
obtain the loan and then performed the 
se rv ice s  required. Under the term s of the loan 
you m ust be required to work for a  specified  
period of time in certain professions for o n e  of 
a broad class o f employers. T o  qualify, the 
loan m ust have been  m ade by:

1) T h e  governm ent—federal, state, or local, 
o r an instrumentality, agency, or subdivi­
sion  thereof.

2) A  tax-exempt public benefit corporation 
w hich  has assum ed control of a  state, 
county, or municipal hospital, and w hose  
em ployees are considered  public em ploy­
e e s  under state law.

3) A n  educational organization under an 
agreem ent with an entity u "scribed in (1) 
or (2) that provided the funds to the 
institution to  make the loan.

Cancella tions o f student loans under section  
465 o f the Higher Educa tion  A ct  o f 1965 also 
are not incom e. /■
C o u r t  a w a rd s  and  dam ages. T o  determ ine if 
settlem ent am ounts you receive by co m pro­
m ise o r judgment m ust be  included !n incom e, 
you m ust consider the item which the 
settlem ent replaces. Include the following as 
ordinary incom e:

1) Interest on  any award.

2) Com pensa tion  tor lost w ages or lost 
profits.

3) Punitive dam ages.

4) Am ounts rece ived  in settlem ent of pension 
rights (if you did not contribute to the plan).

5) D am ages fo r

a ) Patent or copyright infringement.

b ) Breach  o f contract.

c )  Interference with business operations.

D o  not include as in com e com pensatory dam ­
ages for the following

1) Personal injury or s ickness  (w hether 
rece ived  in a lump sum  or installments).

2) Dam age to your character.

3) Alienation o f affection.

4) Surrender of custody o f a minor child.

G e t Publication 525, Taxable and Nontaxable 
Income, for additional information.

E s ta te  and  trust In com e . A n  esta te  or trust, 
unlike a partne'ship, may have to pay federal 
in com e tax. If you are a beneficiary o f an 
esta te or trust, you are taxed on your share of 
its incom e. However, there is never a double 
tax. Esta tes  and trusts file their returns on 
Form  1041, U.S. Fiduciary Income TaxRnum, 
and report your share of the in com e on S ch e d ­
ule K -1  of Form  1041.

Current Income required to be distrib­
uted. If you are the beneficiary of a trust that 
m ust distribute currently all o f its in com e, you 
m ust report your share o f the  dirrributable net 
in com e whether or not you have actually 
rece ived  it.

Current Income n o t»equli ed to be distrib­
uted. If you are the  beneficiary of an estate or 
trust and the fiduciary has the ch o ice  of 
whether to distribute all or a  part of the current 
incom e, you  must report all in com e  that is 
required to  be  distributed to you. w hether or 
not it is actually distributed, plus all other 
am ounts actually paid or credited  to you, to the 
extent of your share o f distributable net 
incom e.

How to report estate and trust Income. 
E a ch  item o f in com e is treated the sam e tor 
you  as for the estate or trust. If it is dividend . 
in com e for the trust, it is the sam e for you.

T h e  fiduciary of the estate or trust m ust te ll\ J  
you the type of items making up your rhare of 
the esta 'e  or trust in com e and any credits you 
are allowed on your individual in com e tax 
return.

Loss s of estates and trusts  generally 
are not deductible by the beneficiaries.

Grantor trust. Incom e earned by a grantor 
trust is taxable to the grantor, not the benefici­
ary. Th is  rule applies-if the'property put into the 
trust will revert (be  returned) to the grantor or 
the grantor’s  spouse. Generally, for transfers 
after M arch 1,1986, a trust is a grantor trust if 
the grantor has a reversionary interest valued 
(at the dale o f transfer) at m ore than 5% of the 
value of the transferred property. Fo r transfers 
in trust m ade before March 2,1986, a trust 
was a grantor trust if it was exp e cted  that the 
property would revert to the grantor within 10 
years.

F e e s . Include all fe e s  for your se rv ice s  in 
gross incom e. Exam ples of these  fees  are 
am ounts you receive for serv ice s  as:

1) A  corporation director.

2) An  executor or administrator o f an  estate.
3) A  notary public.

4) An  election  precinct official.

F r e e  tour. A  free tour you re ce ive  from a 
travel agency  for organizing a group o f tourists 
m ust be included in incom e on  line 22, Form  
1040, or ori S ch ed u le  C  (Fo rm  1040) at the fair 
market value of the tour. Y ou  ca n no t deduct 
your expenses in serving as the  voluntary 
leader of the group at the group's request.

G am bling  w inn ings. You n ust include your 
gambling winnings ' co m e  on  line 22, Form  
1040. If you itemize your deductions on  S ch e d ­
ule A  (Fo rm  1040). you ca n  d ed uct gambling

losses you had during the year, but only up 
the amount of your winnings. .

Winnings from lotteries and raffles art 
gambling winnings. Y ou  m ust include in ii 
bonds, cars, houses, and other noncash  
at their fair market value.

I*,Note. If you win a state lottery prize p a ' 
ble in installments, you m ust include in gro 
incom e the annual paym ents and any ambu 
you receive designated a s  "interest" on the. 
unpaid installments.

H o b b y  lo s se s . L o s s e s  from a hobby are 
deductible from other incor.ie. A  hobby is an 

• activity from w hich  you d o  not expect to mak 
a profit. S a e  Activity not lor profit, earlier. .

Note. If you co lle ct stamps, co ins, or other, 
items as a hobby for recreation and pleasure, 
and you sell any o f the items, your gain is tax 
ble as a capital gain. (S e e  Chap ter 16.) H o w -- 
ever, if you sell items from  your co llection  at a* 
loss, you canno t d ed u ct a  net loss. / if

)
Illegal In co m e , su ch  a s  stolen or em bezzled' 
funds, must be  included in gross in com e on 
line 22, Form  1040, or on S ch ed u le  C  (Fo rm  >
1040). ‘ S

. /
Indian fish ing rights. If you are a m em ber of 
a qualified Indian tribe that lias fishing rights j 
secured  by treaty, executive order, or an A ct  o f 
Con g ress  as o f M arch 17,1988, do not include' 
in in com e am ounts you rece ive  from activities 
related to those fishing rights. T h e  in com e is 
not sub ject to in com e tax, self-employm ent * 
tax, or em ploym ent taxes.

In ves tm en t c lu b s . An  investm ent club is a  . 
group o f friends, neighbors, business a sso ci­
ates, or others w ho pool limited or stated 
am ounts of funds to invest in sto ck  or other 
securities. T h e  club  may or may not have a ’ . 
written agreem ent, charter, or by-laws. Usually, 
the group operates informally with m em bers 
pledging a regular am ount to be  paid into the 
club monthly. S o m e  club s  nave a com m ittee 
that gathers information on  securities, se le cts  
the m ost promising, and recom m ends that the 
club invest in them. O ther clubs rotate the 
investigatory responsibilities am ong all their 
m em bers. M ost require all m em bers to vo te  for 
or against all investm ents, sales, exchanges, 
or other transactions.

How  the ir co m e  from an investm ent club  is ‘ 
reported on your tax return depends on how  
the club  operates. M ost club s  operate as part­
nerships and are treated as su ch  for federal 
tax purposes. O thers  operate as corporations, 
trusts, or associa tions taxed as corporations.

Fo r m ore information about investment 
clubs, get Publication 550, Investment Income 
and Expenses.
Ju ry  d u ty  pay you rece ive  must be  included 
in incom e. If you are required to give the pay to 
your em ployer b e ca u se  your em ployer contin ­
ues to pay your salary while you serve  on the 
jury, you can  d ed u ct the am ount turned over to 
your employer as an adjustm ent to incom e. 
Include the am ount you repay your em ployer 
on line 30, Form  1040, and write “Jury pay" 
and the amount on the dotted line next to line 
30.

K ick b a ck s . Y ou  m ust in clude in in' nme on 
line 22, Form  1040, or on  S ch ed u le  0  (Form  ' 
1040), k ickbacks, side com m issions, push 
money, or similar paym ents you receive..

Example, Y ou  are a ca r  sa lesperson a n d ' 
help arrange ca r insurance for buyers. Insur­
a n ce  brokers kick back part of their 
com m issions to you for referring cu stom ers to
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