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COMMENTS OF PRIME SPONSOR, SEN. DICK ELIASON, ON SJR 46
RELATING TO VESSEL CONSTRUCTION INCENTIVES AND THE MERCHANT
MARINE CAPITAL CONSTRUCTION FUND PROGRAM

The Capital Construction Fund program was established under the
Merchant Marine Act for the purpose of improving the U.S. fishing fleet by
encouraging the construction, reconstruction, or acquisition of fishing
vessels with before-tax rather than after-tax dollars. (Section 607,

Merchant Marine Act).

The program was designed to offer a tax incentive, essentially a form of
advance or accelerated deoreciation, to assist in the purchase of new
vessels, and was intended to encourage the rehabilitation of the U.S.
fishing fleet.

The Internal Revenue Service (in its publication 595 based on a Revenue
Ruling), and the Tax Court in Eades v. Commissioner, 79 TC 985 (Dec. 8,
1982) have ruled that while the Merchant Marine Act provided that taxable
income would be reduced by the amount deposited in the CCF, no provisions
exist for sarnir to be reduced in the determination of self-employment

tax.

These rulings do not affect those who have entered into a CCF agreement
as a corporation or a partnership, so it discriminates against those who
have entered into the agreement as individual proprietors (or as married
couples), and effectively penalizes them. The majority, roughly 70%, of
CCF agreementholders are individuals, many of them Alaskans, and they
represent only a fraction of the fishermen eligible to use the program.



SJR 46
Feb. 7, 1992
page two

The self-employment tax add-back provision by the IRS effectively
withdraws the very incentive the CCF program was established to provide.
It is very likely discouraging many fishermen from using the CCC program,
and is thus thwarting the intent of the U. S. Congress.

Last November Senator Ted Stevens introduced legislation that would
amend the Internal Revenue Code (sec. 1402) and the Social Security Act
(sec. 211) to exclude deposits to a Merchant Marine Act Capital
Construction Fund account from net earnings for the purposes of
computing self-employment tax (social security tax on a self-employed
individual). It is retroactive to the 1986 tax year. A similar measure, H.R.
1363 was introduced in the House by Congressman Al Swift (WA).

Sen. Stevens has stated he believes the omission his bill seeks to correct
was unintentional. He has pointed out that it is unfair for the Tax Code to
permit fishermen to use their depreciation to reduce self-employment
taxes, but to deny this deduction simply because they have utilized a
Capital Construction Fund. This undermines the whole purpose of the fund.

There is a good chance that the changes Sen. Stevens is proposing may be
tacked on as an amendment to a tax simplification bill this year. This
measure demonstrates our unified support for changes in IRS rules which
will benefit many Alaskans.
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March 22, 1991

Dr. William W Fox, Jr.

Asst Administrator for Fisheries

National Oceanic and Atmospheric Administration
Metro One Building, Room 9334

1335 East-West Highway

Silver Spring, MD 20910

Dear Bill:

This spring | will introduce a bill in the Senate to permit
participants in Merchant Marine Act Capital Construction Funds
(CCF) to reduce their self-employment income by the amount of
contributions to their CCF. As you know, under current law, an
amount equal to the amount deposited for the taxable year into a
CCF account reduces taxable income, but not self-employment income.
My amendment would reverse Revenue Ruling 79-413 and the Tax Court
ruling in Eades v. Commissioner, 79 TC 985 (Dec. 8, 1982).

In my view, the purpose of the CCF program is to improve the
US fishing fleet by allowing fishermen rapid accumulation of funds
with which to replace or improve their vessels. Under Section 607
of the Merchant Marine Act, earnings deposited into a CCF are not
taxed—this enables fishermen to make large downpayments or
periodic payments on a new fishing vessel. Essentially, this is
a form of advance or accelerated depreciation to assist in the
purchase of new vessels.

Depreciation on a commercial fishing vessel can normally be
used to reduce both income tax and self-employment tax liability.
However, the Internal Revenue Service and the Tax Court have ruled
that although the Merchant Marine Act provided that taxable income
should be reduced by the amount deposited in a CCF, no provisions
exist for earnings to. be reduced in the determination of self-

employment tax.

| believe this omission was unintentional. It is unfair for
the Tax Code to permit fishermen to use their depreciation to
reduce self-employment taxes, but to deny this deduction simply
because they have utilized the CCF program. This reduces the
benefits CCF can provide to fishermen, which undermines the

purposes of the program.

In the preparation of my legislation, it would be most helpful
to know the position of the Fishery Service. In particular, |
would appreciate any published opinions or positions the Pishery
Service has taken on this self-employment tax issue during tho
existence of the CCF program. You should be aware that | may
make this information available to constituents who are seeking to
resolve these questions through litigation.
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My staff tells me that Dorothy Bostic, in your Capital
Construction Fund O ffice, may also have background inform ation
which could assist me in resolving this problem. I would
appreciate any information she may have, as well, including
statistical data which would assist us in determining the revenue
impact of changing the law.

If you have any questions about this inquiry, please contact
Chuck Konigsberg at 202-224-3699. Thank you for your assistance.

With best wishes,

cc: Ms. Dorothy Bostic
NOAA/NMFS
Financial Service Division
Capital Construction Fund Program
1335 East-West Highway, 5th Floor
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Bv M1, STEVENS:

S. 1934, A bill to exclude deposits
Into a capital construction fund ac-
count under section 607(d) of the Mer-
chant Marine Act from net earnings
from self-employment; to the Commit-
tee on Finance.

T RN B AR A

o Mr.STEVENS. My. President, today
| am Introducrnﬁﬂa hill to’\h)ermrté)
ticipants In the Merchant Marine

ital Construction Fund—or C CF—Pro-

?ram to reduce their self-employment
ncome by the amount of contribu-

tions to their CCF account. Under cur-

rent law, on amount equal to the
amount deposited for the year Into a
CCF account reduces taxable Income,
but not self-employment Income. M
amendment would reverse revenug
ruIrng 79-413 and the Tax Court
rul |n% N Eades V. Commissioner, 19
985—December 8. 1

The purpose of the Capital Con-
struction Fund Program, which was
created bY the Merchant Marrne Act
In 1936, Is to. ImBrove the U-S.-flag
merchant marine by providin

mulation of funds with which to ac-
quire. construct, or reconstruct ves-
sels— IncIudrnr]r processing and trans-
Bortrng vessels. ' This is accomplrshed

y permitting any citisen ownrnq
leasing an elrorble vessel to enterInto
an agreement with the Secretarz
Commerce to establish a Capital o
struction Fund, Taxation of funds de-
Fosrted into a CCF fund are deferred.
n order to facilitate the accumulation
of funds required for the acquisition,
constructron or reconstruction of the
specified vessel(s).

Essentially, thisis.a form of advance
deprecratron Earnings  which are
placed Into the CCF accounts are not
subject to the Income tax. However
when funds are taken from the CCF
accounts to acquire, construct or re-
construct a vessel, the basis of the

vessel Is reduced to reflect the tax ben-

efit relclenaed wthedn the money was
originally deposite

ane ayvahjce depreciation benefit
dees not. however appIy to self-em-
ployment Income. The 'Internal Reve-
nue Service and the n,S Tax Court

have ruled that although the Mer-

chant Marine Act provided that tax-
able Income should be reduced by the
amount deposited Into a CCF. ng pro-
visions exut for earnings to be reduced

SENATE

eter-

fisher-
men a mechanism ‘to facilitate accu-

- are not using

S 16241

in the determination of self-employ-
ment tax. Fishermen using the CCF
program are therefore. In a sense,
double-taxed with reference to sclf-
cmployment Income. They pay tax on
their self emplogment incomé at the
time of F deposit, and lose
future depreciation deductions against
self-employment Income due to the
basis reductions required by the pro-
gram.

Despite this apparent double tax-
ation, the Tax Court found It "unlike-
ly that Congress ever copsidered
whether deposits Into a capital con-
struction fund established pursuant to
Section 607 of the Merchant Marine
Act should be subject to the self-em-
ployment tax." Certainly, the court Is
correct as to the law settrngC p the
CCF pro?ram because when Congress
enacted the Merchant Marine ATt in
1936, the self-employment tax did not
exist. The court, however, went on to
find that subsequent’ Merchant

~ Marine Act amendments fail to Indi-
cate any congressional Intent to apply

the CCF deférrals to self-employment
income,

Mr. President, there continue to_be
disputes and court actions regardrngi
congressional Intent on this matter
believe the Congress should squarely
address this Issue and make clear that
deposits Into CCF accounts will reduce
self-employment Income. The current
situation where Individuals must lose
future depreciation against their self-
employment Income In order to utilize
the CCF program is Inconsistent with
that Program 'S purpose. [t simply
doesn't make sense 0 provide reduc-
tion of taxable Income as an Incentive
to use the CCF program, and at the
same time have a disincentive_on the
self- emRIo ment Income side. This re-
duces the benefits CCF can provide to
fishermen, which undermines theTp -
poses of the program. | have, in fact

een told by administrators at the
Fisheries Service that some fishermen
CCF because of the
double taxation drsrncentrve

The Dbill | am Introducing today
makes clear that deposits into CCF ac-
counts will reduce—In addition to tax-
able Income—"net earnings from self
employment.” In addition, the bill pro
vides for recapturing self-employment
taxes for funds which are withdrawn
from CCF accounts for nongqualified
purposes, that is. [purposes other than
acquisition, cons ruction, or _recon-
struction of qualified vessels, Finally,
the bill would apply the self-employ-
ment tax deferral to all tax cases be-
ginning with tax year 1988. and would
provide 1year from the date of enact-
ment during which time tax refunds
pursuant to thts Iegrslatron could b«

claimed.

1 thank my colleagues for thelr at-
tention and urge the Finance Commit-
tee to act on this legislation.*

By Mr, SIMPSON (for himself.
Mr. WAixor. Mr. Berns. Mr.
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FOR IMMEDIATE RELEASE
Friday, November 15, 1991

STEVENS BILL WOULD BRING TAX RELIEF FOR FISHERMEN

into Capital Construction Funds

Fishermen who make deposits
under a b ill

(CCF) would no longer face a form of double taxation
introduced by Senator Ted Stevens.

Under current law, taxation, of funds deposited®into a CCF
are deferred, so that funds can accumulate more quickly in order

to buy, construct or reconstruct a vessel.

Taxation of the deposited funds does not occur until the
vessel is actually built or refurbished, at which time the
permitted depreciation deductions are reduced in the amount of

the CCF tax deferral.

This advance depreciation benefit does not, however, apply
to self-employment income, according to Stevens. This
distinction is important because most Alaska fisherman are self-

employed.

The Internal Revenue Service and the U.S. Tax Court have
ruled that although the Merchant Marine Act provided that taxable
income should be reduced by the amount deposited in a CCF, no
provision exists for earnings to be reduced in the determination

of self-employment tax.
legislation would amend the Merchant Marine Act to

in a CCF could also be applied to reduce
the self-employment tax.

Stevens'
make clear that doposits
self-employment income, thereby reducing

"If we are going to defer income tax with deposits to CCFs,
we should defer self-employment tax as well. Otherwise, we are
defeating the purpose of the program,' said Stevens.

Stevens' b ill would apply the self-employment tax deferral
to all tax cases beginning with tax year 1986, and would provide
one year from enactment of the b ill for fishermen to apply for
refunds.

Similar legislation has been co-sponsored in tho House of
Representatives by Congressman Don Young.

# ¢ 0
Alaska Offices: Anchorage: 271-5915 Fairbanks: 456-0261 Juneau: 536-7400
Kemai: 1.0-5808 Ketchikan: 22S5-6330
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1st Session 57

To exclude dgosits Into N cpital construction fund acocounTt under secdian
«8507(d) of the Merchant Marine Act from net eamings from self-erployment

IN THE SENATE OF THE UNITED STATES

November 7 (lagislatineday, October 29), 1991
Mr. STEVEN"S introduoed the follovirg hbill; which was reed twice and refarad
1o the Committee on Finance

A BILL

To exclude deposits into a capital construction fund account
under section 607(d) of the Merchant Marine Act from

net earnings from self-employment
1 Be it enacted by the Senate and House.of Rep-
2 resentatives of the United States of America in Congress

3 assembled,

4 SECTION 1. DEPOSITS IN CAPITAL CONSTRUCTION FUND

5 ACCOUNT EXCLUDED FROM NET EARNINGS
6 FROM SELF-EMPLOYMENT.
7 (@) IN General.—Subparagraph (A) of section

8 607(d)(1) of the Merchant Marine Act, 1936 (46 U.S.C.

9 1177(d)(1)) is amended by striking “taxable income ole-
10 tcrmined without regard to this section anil section 7.2
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2
t
of such Code) for the taxable year shall be reduced" and
by inserting *taxable ineoma and Ret earnings from seif-
employment attributable to the operation of the agreement

vessels (determined without regard to this section and sec-

tion 7518 of such Code) for the taxable year shall each

be reduced"”.
(b) Nonqualified Withdrawals.— Section 607(h)
of the Merchant Marine Act, 1936 (46 U.S.C. 1177(h))

is amended by adding at the end thereof the following new
paragraph:
“(7) Nonqualified withdrawals subject
TO SELF-EMPLOYMENT TAX.—

“(A) In general—In the case of any
taxable year for which there is a nonqualified
withdrawal (including any amount so treated
under paragraph (5)), the tax imposed by sec-
tion 1401 of the Internal Revenue Code of 1986
(at a rate for such taxable year unless otherwise
established by the taxpayer to the satisfaction
of the Secretary) shall be determined without
regard to section 230 of the Social Security Act
(42 U.S.C. 430).

“(B) Tax benefit rule.—If any portion
of a nonqualified withdrawal is properly attrib-

utable to deposits (other than earnings on de-

<31tk is



10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

3
posits) made by the taxpayer in any taxable
year which did not reduce the taxpayer’s liabil-
ity for tax under section 1401 of such Code for
any taxable year preceding the taxable year in
which such withdrawal occurs, such portion
shall not be taken into account under subpara-
graph (A).”.
(c) Conforming Amendments.—

(1) Subparagraph (A) of section 7518(c)(1) of
the Internal Revenue Code of 1986 is amended by
striking “taxable income (determined without regard
to this section and section 607 of the Merchant Ma-
rine Act, 1936) for the taxable year shall be re-
duced” and by inserting “taxable income and net
earnings from self-employment attributable to the
operation of the agreement vessels (determined with-
out regard to this section and section 607 of the
Merchant Marine Act, 1936) for the taxable year
shall each be reduced”.

(2) Section 7518(g) of the Internal Revenue
Code of 1986 is amended by adding at the end
thereof the following new paragraph:

“(7) Nonqualified withdrawals subject

to self-employment tax.—

<0 1K4 19
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“(A) In general.—In the case of tffiy
taxable year for which there is a nonqualified
withdrawal (including any amount so treated
under paragraph (5)), the tax imposed by sec-
tion 1401 (at a rate for such taxable year un-
less otherwise established by the taxpayer to the
satisfaction of the Secretary) shall be deter-
mined without regard to section 230 of the So-
cial Security Act (42 U.S.C. 430).

“(B) Tax benefit rule—If any portion
of a nonqualified withdrawal is properly attrib-
utable to deposits (other than earnings on de-
posits) made by the taxpayer in any taxable
year which did not reduce the taxpayer’s liabil-
ity for tax under section 1401 for any taxable
year preceding the taxable year in which such
withdrawal occurs, such portion shall not be
taken into account under subparagraph (A).”.

(3) Section 1403(b) of the Internal Revenue

Code of 1986 is amended by adding the following

new paragraph:

“(3) For treatment of earnings of ship con-

tractors deposited in special reserve funds, see sub-

sections (d) and (h) of section 607 of the Merchant

<5 1M4

IS



10
11
12
13
14
15

16

5

Marine Act, 1936 (46 U.S.C. 1177) and subsections
(c) and (g) of section 7518.”

(d) Effective Date.—

(1) In GENERAL.—The amendments made by
this section shall apply to taxable years beginning
after December 31, 1985.

(2) Waiver of statute of limitations.— If
on the date of the enactment of this Act (or at any
time within 1 year after such date of enactment) re-
fund or credit of any overpayment of tax resulting
from the application of the amendment made by
subsection (a) is barred by any law or rule of law,
refund or credit of such overpayment shall, neverthe-
less, be made or allowed if claim therefore is filed
before the date 1 year after the date of the enact-

ment of this Act.

*S 1914 IS
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I. y/hat is the Capital ConstnigtioiiJEund-fCCEI
pmgaml

The CCF program enables fishermen to
construct, reconstruct, or acquire fishing vessels
with before-tax, rather than after-tax dollars.

It allows fishermen to defer taxable income
from their fishing vessels. This tax-deferred fish-
ing income under the CCF program when used to
help pay for a vessel project is, in effect, an
interest-free loan from the Government.

2. Who iseligible?

Eligibility is limited to U.S. citizens. Appli-
cants mustown or lease a U.S.-built fishing vessel
of at least 2 net tons and have an acceptable
program for constructing, reconstructing, or ac-
quiring a fishing vessel of at least 2 net tons. Any
vessel not U.S. constructed, but documented by
Coast Guard or State registered on or before April
15. 1970, also qualify. The term fishmfc_y«3Cl
includes vessels used commercially for catching,
transporting, and processing fish. Also included
arc commercial passcngcr-canying vessels used
for fishing parties.

3. How do \ou *ct ?mo the CCF program?

You mustenter intoa CCF Agreement with
the Secretary of Commerce through the National
Marine Rsheries Service (NMFS). An application
kit can be obtained from NMFS. Ifyou need any
assistance oradvice, please contact our Headquar-
ters Office at the following location:

NOAA/NMES Financial Services Division
Capital Construction Fund Program
1335 East-West Hwy., 5th Floor
Silver Spring, MD 20910
Telephone No.: (301) 427-2393.

You may apply at any time. But to be
applicable in a given tax year, you must enter into
a CCF Agreementon or before the due date (with
extensions) for filing your Federal tax return.

if you decide to enterthe CCF program, wc
urge you to submit your CCF application as soon
as possible, orat least 45 days in advance ofthe tax
due date, to ensure timely execution by NMFS.

4. How does the CCF program work after vou get
imp,it?

Your CCF Agreement will establish:

(a) Which of your fishing vessels will be



eligible for deferral of taxable income. These
are called “Schedule A" vessels.

(b) What kind of vessels you will con-
struct, reconstruct, or acquire with your CCF
account These are called “Schedule B ves-
sels or objectives.

(c) Where you will keep the tax-deferred
income you will use to pay for your objectives
.The place whereyou keep thismoney iscalled
the “CXFdepository,” and the accountinwhich
you keep it is called the “CCF account.”

Youthendccide whatportionofyourSched-
ule A vessels' taxable income you want to deposit
into your CCF account for the tax year. (The CCF
deferral cannot create a loss in your fishing in-
come, but can reduce it to zero.)

You then deposit that income, on or before
your tax due date, with extensions, into your CCF
account. Thus, you have put it into your own
account in your own depository and will have it
available to help you pay for your Schedule B
vessels.

5. How does the CCF pi.-.um st.*c me.uaiuip..

Show me an example for an individual fisherman.

Assume you want to build a new fishing
vessel in 5 years and want to start saving foritnow.

Without the CCF program, 5-years savings would
accumulate as shown in Figure 1

With the CCF program, 5-years savings
would accumulate as shown in Figure 2. As you
can see, use of the CCF program during those 5
years will give you an additional $119,772 to pay
for your new vessel. This means that the amount
you will need to borrow will be SI 19,772 less than
it would be if you had not used the CCF program.
You also save the interest which you would other-
wise have had to pay to borrow this amount. This
sum may well represent the required downpay-
ment on your new vessel.

6. Show me another example, this rime using a
corporate owner.

Assume your corporation wants to build a
new fishing vessel in 5 years and decides to set
aside $30,000 a year for the downpayment. Your
yearly taxable fishing income must be $35,300 in
order to save the $30,000 per year. Without the
CCF program, 5-years savings would accumulate
as shown in Firguc 3:

With the CCF program, the corporationcould
deposit the full $35,300 and funds wouU be accu-
mulated as shown in Firgurc 4:

7. How do vc; notify the Internal Revenue Serv-
icc?

Figure 1. Fivp-Tear Savings without CCF

Annual taxable income

Living expenses $(40,000)

Federal taxes on $100,000 m m
Annualsavings

S yean* savings (5x$31/560)

5 yearslinterest earned $34,473
5 yean' Federal taxes on
interest earned m sn a

Het interest saved

Assume that in each of the next 5 yean your
taxableincome from your present fishing operation
is $100,000. Assume that you are married and
need $40,000 a year for living expenses and taxes,

When you prepare

$100,000 your Federal tax return,

simply deduct from

m m your taxable fishing

income the eligible

amounts you deposited

JL2L3Q to your CCF account

during the tax year (list

$157.800 on Other Expenses/
Deductions line).

8.pQ.dcpofIBinaCCE
accountalso defer State

§ 21559 inmmg.mecsl

Thisdependson the
Slate in which you re-
port your income. You
should check with your
State income tax office. If your State has adopted
the CCF provisions of Federal law (or uses Federal
ux statutes), then your State income tax will like*
wise be deferred.



Figure 2: Accumulation vith CCF
Annual taxable income
Living expenses

Federal taxes on $50,900

$(40,000)
$(10,900)

Annual CCF savings
5 years' savings (5x$49,100)

5 years' Interest earned and
deposited into CCF

TOTAL ACCUMULATIONS WITH CCF

9. How do vou establish the CCF account?

Your CCFaccountcan bearegularchecking
or savings account established at your local bank,
savings and loan, or other Federally insured insti-
tution. Your CCF account is in your own name. It
must be separate from your general operating
account or personal savings or checking account.
It must not be used for any purpose other than CCF
deposits and withdrawals.

You may use more than one depository ifall
arc designated in the CCF Agreement. After
entering a CCF, additional depositories may be
added by submitting to NMFS the name, address,
and date the account was opened.

10. Hflw.do you withdraw CCF deposits?.

Figure 3: Corporate Savings Vv ithout CCF

Annual taxable income
Federal taxes

Annual Savings

5 yean' savings (5x$30,000)

5 ytars' interest earned $32,770
5 years' Federal taxes on
interest earned (10,188)

Net interest saved

TOTAL SAVINGS WITHOUT CCF

Before making any
CCF withdrawal you
must obtain NMFS
consent. Once consent
is granted, you simply
withdraw the money as
you would from any
other account. If you
need to make a quick
CCF withdrawal for a
qualified purpose, a
phone call will gener-
ally result in verbal
consent. The necessary
paper work can be
completed later.

BEFORE MAK-
ING A  WITH-
DRAWAL. YOU
MUST OBTAIN NMFS APPROVAL. Without
NMFES approval, you may jeopardize the tax-de-
ferral associated with any such withdrawal.

$100,000
(50.900)

J* 49,109

$245,500

l a s i

$299,131

11. Can CCF program funds be used to oav offa
mortgage?

Yes. Where you icewithamongage the
cost of constructing, reconstructing, oracquiring a
Schedule B vessel, you may use your CCF account
to pay the principal of.that mortgage.

NMFES consents to CCF withdrawals of an
amount equal to the total cost of the completed
Schedule B project (e/en though payment is to be
made by a series of withdrawals over an extended
period of time to meet installment payments as
they come due). Thus, vou will not have torequest
NMFES consent to each and every separate install-
ment payment.

12. How much can be
deposited into a CCF
account each year?

$3S,300
The total amount
I&SL2QQ you can deposit during
any one tax yearis equal
JL2LQQQ to the total ofthe follow-
ing for each Schedule A
$150/XX) vessel you designate in
your CCF Agreement:
(@) 100 percent of
taxable income from
$ 22,582 vessel operation;
$172.582 (b) 100 percent of

vessel depreciation;



(c) 100 percent of the net proceeds from the
sale or other disposition of vessels; and/or

(d) 100 percentofthe earnings from invest-
ment or reinvestment of amounts deposited.
(When you deposit into your CCF account the
earnings of that CCF account, you may also
defer the Federal tax which you would other-
wise have paid on those earnings.)

Although you can deposit up to 100 percent
of the amounts listed in (a) through (d) above, it is
up to you to decide how much you actually can or

Figure A: Total Accumulation, vith CCF

Annual taxable income
Federal taxes

Annual CCF savings

5 ytais' savings (5x$35,300)
5 years' interest earned and
deposited into CCF

TOTAL ACCUMULATIONS WITH CCF

want to deposit.

Whatever yoo decide to deposit cannot, of
course, be more than the total amount needed to
pay for the cost of all Schedule B projects.

13. How much must be deposited into a CCF
1CCOunt each year?

The minimum annual depositis 2 percentof
the estimated cost o fall Schedule Bprojects; or, if
that 2 percent is more than half of your taxable
income in any year, then half of your taxable
income. Any earnings of the CCF account which
are redeposited may be used to meet the minimum
annual deposit.

Ifyou plan to complete a Schedule B project
more than 3 years in the future, you may meet the
annual 2 percent test on a 3-year basis. In other
words, you must deposit 6 percent every 3 years.
You may make deposits in any amount, and in any
year, provided that you deposit a total of 6 percent
of the estimated cost ofall Schedule B projects for
each 3-ycarperiod. You may carry forward excess
deposits (over the 2 percent in any one year) to

meet the minimum deposit requirement for future
years.

14. Mav_VQU .keco.the investment income fam -
ines) of the CCF.mthcr than redeoositing it into the
CCF account?

Yes, if you withdraw it within your taxable
year. IF NOT, THESE EARNINGS BECOME
AN ASSET OF YOUR CCF ACCOUNT. If
withdrawn, however, the earnings will be taxable
income to you. If the earnings are redeposited or
left in your CCF account, taxation on those earn-
ings is deferred and is available for payment of the

cost of your Schedule B
projects.

15. If vou have already
deposited. IOQpcrcenLof

$ 35,300 . .
.0-  Yyounaxablcincome,into
a CCF account, whv
would vou want to_de-
$ 35,300 posit anv depreciation?
$176,500 Although you do
not get an addirinna’
deduction 'L. ,, .e,
$38.558  ofdepredation, you may
redcposit CCF account
$215.058  earnings from your de-

positofdepreciation and

defer taxation on those

earnings. When you are
saving money for the construction ofa new vessel,
this can considerably accelerate your ability to
accumulate funds.

16. What bencfiiis deriv.c<L&gni a CCFdeposiLof
full net proceeds from the sale of a vessel?

If you sell a Schedule A vessel, tax on any
gain may be deferred by depositing the full net
proceeds in your CCF account This applies to

mstallmcntsalcs also, exceptthatyou mustdcposit
the total pain in the vcarofsale. No deferment, not

even a partial deferment, is allowed except with a
deposit of full net proceeds. It's either all or
nothing.

17. Whv should vou enter a CCF Agreement after
the end of a tax vcar instead of doing so for.thc

following us y «t2

There arc two advantages.

First, deposits into your CCF account made
after the tax year’s end. but before the due date of
your Federal tax return, .nay be applied to the



previous tax year.

Second, if in the year before entering into a
CCF Agreement, you make a downpayment on a
vessel whichwould have qualified underthe Agree-
ment, NMFS will approve it as eligible. Any
transaction (downpayment, mortgage payment,
payment on reconstruction, etc.) must have been
such that it would have qualified if the CCF Agree-
ment existed

For example, assume you built a vessel in
1987 and did not know of the CCF program until
early 1988. You could enter the CCF program
before yourFederal tax due date, and NMFS would
approve any amounts you paid on the vessel in
1987 as if they had been deposited to or withdrawn
from your CCF account. These deposits and
withdrawals are called “construc-
tive." This would give you a 1987
income tax deduction of a like
amount.

18. Whenincome is dcfcned.undcr
the CCF. and vou use it to oav for

Schedule B projects, do vou ever have
iq pay taxes somehow?

Yes, income de-
ferred under the CCF
program and used to pay
for Schedule B projects
is subject to future “re-
capture” by the ERS.

This “recapture” is accomplished by a re-
duction in the basis for depreciation of Schedule B
vessels. In otherwords, future depreciation allow-
ance for these vessels will be reduced to compen-
sate for the income you deferred under your CCF
Agreement.

“Recapture” of the deferred income occurs
overthedepreciable life ofyour Schedule B vessel.
So the interest-firec-loan aspect continues for as
long as you have depreciation to claim on the
vessel.

19. If vou lose future vessel depreciation, whv
should vou enter the CCF?

Although the future basis fordepreciation of
your Schedule B vessels is reduced, remember that
you did receive a deduction of a like amount in the
years in which you made your CCF deposits.
Therefore, you really have not lost anything as a
result of this future reduction. You have gained.
You have gained a relatively quick accumulation
ofcapital for vessel construction. You have gained
by not having to borrow as much to pay construc-
tion cost, thus reducing your interest payments on

borrowed funds. You have gained by having CCF
funds available to you interest free.

20. If deposits and withdrawals associated with
these differentsources receive different treatment,
how do_vou keep track of all of this?

Although you have only one CCF Agree-
ment, it has three separate “bookkeepingaccounts”
as follows: (a) Capital account; (b) Capita] Gain
account; and (c) Ordinary Income account These
bookkeeping accounts must be maintained be-
cause thcTax Reform Actof 1986requires taxpay-
ers to distinguish between ordinary and capital

gains.

21. Whatis the effect of.deposits.jptg-ihc
YiriQuiacoounts?.

(@ The Capital £

Depjsits into the capital account

do NOT generate a CCF tax

deduction. Theseareprin-

cipally deposits of ves-

sel depreciation and

proceeds from the sale

of CCF Agreement ves-

sels. Since you receive

anincome tax deduction

fordepreciation whether

or not you have a CCF

Agreement, you natu-

rally do not receive another deduction when

you make adeposittoyour CCFaccount which

is attributable to thisdepreciation. If, however,

you have cash in excess of that which you want

to, or may, deposit to the ordinary income

account, you can deposit it to the capital ac-

count under the depredation ceiling. Any

interest earned by this deposit can be rcdepos-
itod and the taxes thereon deferred.

(b) The Capital Gain Account. Deposits into
the capital gain account are mainly from the
salcof Agreementvessels. Insurance proceeds
may also be deposited if your vessel sinks.
Taxes on these deposits are deferred.

(c) The Ordinary Income Account. Depos-
its into the ordinary income account create an
immediate income tax deduction. You deposit
to this account your current year’scan ings on
which you wish to defer taxation. Y*.I- tlso
deposit to this account the ordipary  mirnc
portion (depreciation recapture) ﬁa < I sale
or other disposition of Agreementve v ind
the interest ncomc of the CCF account .tself.



22. What are the effects of withdrawals from the
various accounts?

Remember that no income tax is paid on
amounts deposited in the capital gain or ordinary
income accounts. Instead, the deferred income tax
is recaptured by decreasing the depreciable basis
of your Schedule B project when you withdraw
funds from your CCF account. The effect of
withdrawals from the three accounts is as follows:

(@) TheOrdinary Income Account. QUALI-

FIED withdrawals from the ordinary income
account reduce the depreciable basis of your
Schedule B project by an amount equal to the
withdrawal.

You must include nonqualified withdrawals
from the ordinary income account i n
yourincome tax return as ordi-
nary income in the year
you make the
withdrawal.

(b)  Thc.Capital
Gain Account.
QUALIFIED withdrawals
from the capital gain account re -
duce the depreciable basis of your Schedule B
projectinan amountequal to theapplicable tax
rate for an individual or corporation.

You mustinclude nonqualified withdrawals
from the capital gain account in your income
tax return in the year you make the withdrawal.

(©) The Capital Account.
receive any income tax deduction atthe timeof
thecapitalaccountdeposit. Soany withdrawal
from the capital account is equivalent to a
return ofcapital and, accordingly, has no effect
on your taxable income or the depreciable
basis of Schedule B vessels.

23. Can.you choosc.ihc.account.from.which a
withdrawal will be made?

No. Qualified withdrawals come, first, from
the capital account; second, from the capital gain
account; and, last, from the ordinary income ac-
count.

Nonqualified withdrawals are made in the
reverse order, first, ordinary income; second,capital
gain; and last, capital.

Generally, withdrawals from a particular
account are made on a first-in/first-out basis.

You did not 27.

24.  Will .nonqualified withdrawals be ap-
proved regardless of reason?

No. Nonqualified withdrawals will only be
approved for good cause. Forinstance, should you
incur a net operating loss and need funds to con-
tinue operation, NMFS would approve anonquali-
fied withdrawal upon proof of the need.

25. Are there anv Penalties for Nonqualified
Withdrawals?

All nonqualified withdrawals for taxable
years beginning after December 31,19S6, will be
taxed at the maximum rate applicable in the year
you make the withdrawal. Nonqualified with-
drawals stand alone as income and cannot be used
tooffsct net operating losses. The tax on nonquali-
fied withdrawals is subject to a self-assessed inter-
est penalty. Withdrawals aremade on a first-in/
first-outbasis and interest is charged from the

year of w deposit to the year
of withdrawal.
26. What happens
if vou make with-
drawals without prior ao-

ptflyall

Without NMFS approval, the withdrawal
may be considered nonqualified. In addition to the
tax consequences of a nonqualified withdrawal,
this is a
breach ofyour CCF Agreementand could resultin
its termination.

What happens if vour CCF Agreement is
Terminated?

Ifitistcnninated,voluntarilyorinvoluntarily,
anv balance remaining in the CCF will be treated
asanonqualified withdrawal. The balance inyour
CCF account will be considered income for the
year of termination, possibly causing you a sub-
stantial tax liability for that tax year.

23. What effect docs basis reduction have. on
future.sale of pencil

Upon the sale of a Schedule B vessel, any
reduction in depreciable basis is treated the same
asdepreciation claimed. Thus, any gain on the sale
would be reported as ordinary income. However,
if the net proceeds from that sale are deposited in
a CCF account, taxation of the gain can again be

deferred.



29. Are there penalties if vou fail to complete the
required second Schedule B objective?

Yes. In order to acquire a used vessel as a

Schedule B objective, you must agree to a second.

Schedule B objective of cither rcconsoucting that
vessel or constructing another 0L;e at some time in
the future. If you fail to do so, all previous
withdrawals for acquisition of the mscd vessel may
be considered nonqualified. Atpre: ent, itisuncer-
tain what will happen if the tax statute of limita-
tions has expired in respect toany of the withdraw-
als.

If plans or circumstances change, however,
the second Schedule B objective may be amended
or revised with NMFS consent.

30. What if vou makc_CCF_dcoQsiis
liLcxcecess of your taxablc-incomcl

You have several op-
tions available. The excess
may: (a) be withdrawn, as
if never deposited; or
(b) be treated ™ |
depositunder >un;u/«.
ceiling, if available,
and/or as a deposit under
any ceiling for the next taxable
year, if ceilings for prior yean arc
filled.

31. What.iL.YQur taxable income, is
changed bv an IRS audit?

Ifan IRS audit results in an increase of your
taxable income, you may make a deposit to your
CCF equal to the increase ifa ceiling from vessel
operations isavailable. This deposit will be attrib-
uted to the yearofthe tax return which was audited.
The deposit must be made within specified time
limits.

If the audit results in a deciease in income,
which reduces any ceilings below the amounts
previously deposited in your CCF, you would have
anovcrdcposit which could be treated as explained
in No. 32.

32. Qncc vouenter aCCFAgteement can Deposits
or Withdrawals be considered as Constructive?

No, once you have entered intoaCCF Agree-
ment, all deposits and withdrawals must be physi-
cally made through your designated CCF account
in order to qualify. If, however, you make an
otherwise qualified payment outside of your CCF
account, you may use your CCF account to rcim-

burse yourselfwithin 6 months from the date of the
expenditure.

33. How.manv annual reports must be submitted
to NMFS?

Only one. This is a "DEPOSIT/WITH-
DRAWAL REPORT’which you must submit not
later than 30 days from the due date along with a
copy of your “FEDERAL INCOME TAX RE-
TURN? as filed with IRS.

34. HQw.is-ihs-CCF proeram .restricted in_a
Conditional Fishery?

You may enter a CCF Agreement to con-
struct a new vessel for a conditional fishery if you
are able to remove from that fishery within one

year a vessel of equivalent capacity. The
removed vcs-  sel must have operated
i n that conditional fishery

for at least 18 months

prior to construction of

the new vessel, and must

be removed from all fish-

ing or placed perma-

nently in a non-con-

tional fishery. Re-

construction of a vessel in a conditional

fishery will not be deemed to increase the

harvesting capacity significantly if it operated

substantially in the conditional fishery for at least

36 months before reconstruction.

35. Can the CCF program and the Fisheries Obli-
gation Guarantee (FOG) program be used together
on the same "esscl?

Yes. The FOG program provides private
lenders a 100% U.S. Government guarantee of
obligations financing up to 80% of the cost of
constructing, reconstructing, or reconditioning
fishing vessels of at least 5 net tons.

Long-term maturities (up to 20 years) can be
obtained at very reasonable interest rates under the
FOG program. Ifyou cannot findasuitable lender,
NMFS can help you find one.

An obligation guaranteed under the FOG
program would finance the portion of your vessel
project’s cost which was not paid for from your
CCF account at the time your ves: :1was delivered
to you. You could, thereafter, cortinue to use the
CCF program to pay off the obligation guaranteed
under the FOG program.

If you are interested in applying under the
FOG program, call or write a Regional Financial
Services Branch of NMFS.



36. Are CCF Deposits a Tax-prefcrencc item to
"C" Corporation Taxpayers?

Yes. This is the most significant change
made by the Tax Reform Act of 1986. When tax-
prefcrencc items reduce a ”C" corporation’s tax.
Then itmust calculate an alternative minimum tax.
If the regular tax is greater than the alternative
minimum tax, then the regular tax must be paid.
Any alternative minimum tax in excess of the
regular tax can be used as a tax credit in a later year
when no alternative minimum tax is due.

Thus, a **C" corporation with a CCF must
calculate an alternative minimum tax for any tax-
able year in which a CCF deposit is made after
December 31,1986.

The regular tax is calculated on taxable
income, after subtracting tax-prefcrencc items.
The alternative minimum tax of 20% is calculated
on taxable income by: (a) adding back the tax-
preference items, (b) subtracting depreciation al-
lowances lost as a result of withdrawals of CCF
deposits made after 12/31/86, and (c) subtracting a
$40,000 exemption (phased out on income over
$150,000).



UNrrao btatbb obpartmiimt op commbrci
National Ooaanlo and Atmoapharlo Admlinlatration
NATIONAL MARINE RSHERIES SERVICE

Silver Spring, Maryland 20910

NATIONAL MARINE.EISHERIES SERVICE (NHFSL

FISHING VESSEL, CAPITAL-CONSTRUCTION FUND (CCF).

Su>»W
Ra: H R» 13"3 - Social Security Self-Employment Tax.on-CCF

The Internal Revenue Service (IRS), in their Publication 595 (which is
based on a Revenue Ruling), instructs self-employed fishermen to add
back their CCF deduction of taxable fishing income to refigure their
Self-Employment Tax (S.E. Tax). In other words, they are being
discriminated against because they entered into a CCF Agreement as an
individual proprietor (husband and/or wife). |If they had entered into a
CCF Agreement as a different entity--Corporation or Partnership--their
CCF deduction would not be subject to S.E. Tax.

MARAD has a CCF program also, but none of their Agreementholders are
subject to S.E. Tax. MARAD"s participants are all Corporations!

The CCF add-back for individuals (for S.E. Tax purpose) 1is DOUBLE
TAXATION! When CCF monies are used to purchase a vessel and/or
equipment, the Depreciable Basis of same must be reduced accordingly.
For example, in 1988 a vessel was purchased for 5500,000 using CCF
monies of 5100,000 as a down payment--in lieu of a 550,000 deduction for
Depreciation on Schedule C (based on 10-year straight line depreciation)
only 540,000 was allowed--thus creating more taxable income and more
S.E. Tax, resulting in DOUBLE TAXATION. In 1989, the owner of this
vessel worked on the Alaska oil spill and deducted 5200,000 for CCF, all
of the monies were paid on his vessel mortgage. His vessel basis is now
reduced to 5200,000, therefore, he can only claim 520,000, etc., etc.!

CCF Program Participations 197Q thru 1990

Individuals Other
Total No. of CCF"s 3 6,336 4,524 1,812
No. CCF"s Terminated = 2.236 1.52* 712
Active No,. of CCF"s 3 4,100 1/ 3,000 1,100

The majority of CCF Agreementholders are individuals (73%), as shown in
the table above. This number is only a fraction of the fishermen
eligible to use the CCF program. Over the years, |1 have been told many
times that the S.E. Tax add-back provision by IRS is the major reason
for many fishermen not using the CCF.

X/ As of March 22, 1991.



| did a sampling of the 1990 Federal tax returns for individuals with a
CCF Agreement; i.e., 10% or 300 of the 3,000 total participants. The
results are asfollows:

1. 25% or 750 paid S.E. Tax on fishing income - no CCF deposit.

2. 20% or 600 paid maximum S.E. Tax - no CCF income deposit,
deposited interest, sale proceeds of vessel, etc.

3. 20% or 600 paid maximum S.E. Tax - fishing income deposited.

4, 35% or 1,050 - half added back CCF deduction for S.E. Tax,
the other half did not.

If that 35 percent (1,050) deducted $35,000 (high estimate) per year for
CCF and did not have to add the amount back, the total would equal
$36,750,000. The 1990 S.E. Tax schedule has you multiply that figure by
.9235% to arrive at the amount subject to S.E. Tax, that amount would be
$33,938,625, you then multiply that amount by .153% to arrive at the
S.E. Tax amount owed. This amount would be approximately $5.2M per year
in revenues, but they are allowed to add back one-half of that amount on
Line 25 of their 1040. That amount would be $2.6M which reduces A.G.I.
(Adjusted Gross Income).

| have run out of ideas today. Please call if there are any questions.

Dorothy JV Bostic

Financial Assistance Specialist
Financial Services Division
Phone: (301) 427-2393

Fax: (301) 589-2686
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February 12, 1992
HC1 Box 8330
Soldotna, AK. 99669

Senator Dick Eliason

State Capital
Juneau, Alaska 99801

Dear Senator Eliason:

| have been a commercial fisherman in Alaska for the last 14 years
and currently have a Capital Construction Fund Account open.

The IRS incorrectly brought the CCF into the tax code in 1985
through Section 1 resulting in double taxation on the funds the sole

proprietorship fisherman deposits into a CCF account.

| have just become aware of a resolution in the Alaska State Senate
to be sent to Washington D.C. urging the U.S. Congress to support
Senate Bill # S-19-34 pertaining to the correction of the Self
Employment Tax issue when utilizing the Capital Construction Fund.

| am in full support of this resolution.

Thank you for your help in the preparation and support of this
resolution.

Sincerely,

Thomas M. Musgrove
Ownor/Operator F/V SEAHAWK I



Retail Sain & Marketing

PameWebber Incorporated
>uitc NOO

101 Third Avenue
Seattle. WA V8101-J0'0
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February 4, 1992

PaineWebber

Senator Dick Eliason
State Capitol
Juneau, Alaska 99801

Dear Senator Eliason:

I work for nearly 500 Alaskan Commercial Fishing Families. These
fam ilies need your support of the pending resolution in the
Alaska Legislature urging our Federal Congress to support Senate
Bill # S-19-34 pertaining to the correction of the Self
Employment issue when utilizing the Capital Construction Fund.

The fishermen are historically loosely organized and often unable
to represent themselves properly when they spend most of their
time out to sea pursuing their livlihood. They depend upon you
for support!

The IRS incorrectly brought the CCF into the tax code in 1985
through Section 1 of the Code which has no provision for anything
not susceptible to Self Employment taxation. Since use of the
CCF structure eliminates depreciation of the fishermen's boat,
self employment tax actually rises later on for the fishermen

using the CCF structure. For him to have to pay additional
Self Employment tax at the time of his CCF deposit is actually
resulting in double taxation. Furthermore, simply by creating a

Sub-chapter S corporation, CCF deductions are exempt from Self
Employment tax which is further discrimnation against the Alaskan
individual fisherman operating as a sole proprietor.

Thank you for your help in supporting the resolution you are
preparing for tho Alaskan legislature. | would also ask that you
send a personal wire to the two Alaskan Senators as well.

Senior Vice
Author: Financial Planning For Commercial Fishermen



F/V Lady Kimberly Inc.
P. 0. Box 240102
Douglas, Alaska 99824
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David Y. Nanney / FV Brown Sugar
Box 387, Haines, Alaska 99827

M
Senator Dick Eliason
State Capitol Re: Capital Construction Fund
Juneau, Alaska 99801 & Self Employment Tax

Dear Senator Eliason:

This letter is in support of your efforts to eliminate the
self employment tax requirement on Capital Construction Fund
(CCF) deposits.

As Alaska fishermen become more businesslike in their
operations, the use of a CCF has increased within the Alaskan
fleet. It is a very good program which greatly assists in
planning for, and accomplishing, the purchase or improving of a
fishing vessel.

Please continue to work for elimination of the self
employment tax requirement in the Alaska Legislature and with our

congressional delegation.

Sincerely,
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February 13, 1992

Senator Dick Eliason
State Senate

PO Box V

Juneau. Alaska 99811.

Dear Senator Eliason:

My family and | have commerically trolled and longline in the northern SE waters now
for almost 17 years. We are asking for your support of the pending resolution in the
Alaska Legislature urging our Federal Congress to support Senate Bill ft S-19-34,
pertaining to the correction of the Self Employment issue when utilizing the Capital

Construction Fund.

For us to have to pay an additional Self Employment tax at the time of our CCF deposit
is actuallv resulting in a double taxation. Also by creating a Sub-chapter S
corporation, CCF deductions are exempt from Self Employment tax which is further
discrimination against the Alaskan individual fisherman operating as a sole proprietor.

Thank you for your help in supporting the resolution your are preparing for the Alaskan
legislature, knowing that you yourself are in this business of commerical fishing, that
you are able to understand what it is that we are up against. | would also ask that you
send a personal wire to the two Alaskan Senators as well.

Sincerely,

Bruce & Laura Smith
Owners and Operators of the FA/ No-Seeum



Senator Dick Eliason
State Senate

P.O. BOX V

Juneau, AK 9981 I.

Dear Senator Eliason:

I urge you to support #HR-13-63 pertaining to elimination
of Self Employment Tax on the Commercial Fisherman®s use of

Capital Construction Fund.

The Capital Construction fund deduction is not a reduction of
revenue to the U.S. Treasury because it is not an elimination
of taxes. It is only a reworking of how Commercial Fisherman
pay their taxes because they give up all claims to depreciation
anyway when they use the CCF to help build a better economy

and employ other individuals.

An error was made in 1995 when the CCF was merged with the IRS
tax code, it was mistakenly brought 1in through section | which
has no provision for any items not subject to Self Employment
since forcing us to pay SE tax on the CCF deduction creates

a situation unereby you"ll-pay higher SE at the back end when
you don 7t take a deduction on depreciation.

Not only is this double taxation, but it also causes the "smaller
operation”™ individual to pay higher taxes since Corporate CCFs

don"t pay Self Employment taxes anyway.

Another very clear example of those folks with the least money
feeling this problem the most.

Thank you for your support 1in voting for #HR-13-63.

Sincerely,

3ruce A. Smith
Commercial Fisherman with a CCF Account.



PUBLIC OPINION MESSAGE

OEAP: senator eliason

name : MEGAN PASTERNAK

TITLE:
AOORESS: BOX 830

CITY! SITKA, AK ZIP: 99835

PHONE: 7*7-59*3
BILL NO: ...,
SUBJECT:. CONGRESSIONAL SENATE BILL »193* t
MESSAGE.1 Wt-"ARE IN FAVOR OF YOUR SUPPORT OF SENATE BILL S 193*. PLEASE URGE
OUR CONGRESSIONAL DELEGATION TO PURSUE SUPPORT. ALSO REGAROING YOUR PROPOSAL TO
IMPLEMANT AN AOCOITIONAL IX TAX ON CUR FISHING PROCEEDS, COULD IT BE OESIGNATED
TO PROMOTE CNLY THE FRESH AND FROZEN PROOUCTS, NOT THE CANNED SALMON INOUSTRY?

POHIO: 12115052
OATE: 92/02/11
TIME: ii:50:S2

LIONAME: SITKA LIO
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Joseph Bordynoski

CERTIFIED PUBLIC ACCOUNTANT
1684 Camellia Circle
Willits. CA 95490 « (707) 459-3053

February 18, 1992

Senator Dick Eliaaon
State Capitol
Juneau, Alaska 99801

Dear Senator Eliason:

I work for a number of Alaska commercial fishermen and their
families. All involved urge the support of the State of Alaska in
convincing the Federal Congress to pass Senate B ill 1S-19-34
pertaining to the self employment issue of the Capital Construction

Fund (CCF).

This b ill will stop the double taxation on deposits into one's CCF
made by commercial fishermen who are striving to become better
equipped. The IRS has, in my opinion, incorrectly assessed the self
employment tax on the CCF deposit while requiring that those
deposits, when utilized, reduce the basis of the purchase for
claiming depreciation. This double taxation was not the intent of
Congress - they intended a deferral which aids all commercial
fishermen in his quest to help the United States of America reduce
its import/lexport deficit by catching fish and exporting that catch
to foreign markets.

Your support is support for the benefits of the entire country.

Thank you for your assistance.



ALVIN & CORA COLPITTS
P.0. BOX 1126
DILLINGHAM, AK 99578
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POWELL, %R%Ilso%ﬁesﬁ%c COMGI?ANY, P.S.

Certified Public Accountants

South Band John W. Powell, CPA Long Beach
912 West Robert Bush Or. Martin F. Seiler. CPA 9th So. & Hwy 103
P.O. Box 435 James A. Seiler, PhD P.O. Box 676
South Bend. WA 93586 Nichola A. Goodin Long Beach. WA 98631
(206) 875-6565 (206) 642-4425
FAX: (206) 875-6568 FAX: (206) 642-4535

February 6, 1992

Senator Dick Eliason
State Capitol
Juneau, Alaska 99801

Dear Senator Eliason:

We work for many Alaskan Commercial Fishing families. These
families need your support of the pending resolution in the Alaska
Legislature urging our Federal Congress to support Senate B ill No.

S-19-34 pertaining to the correction of the self employment issue
when utilizing the Capital Construction Fund.

The fishermen are historically loosely organized and often
unable to represent themselves properly when they spend most of
their time out to sea pursuing their livelihood. They depend upon
you for support!

The I.R.S. incorrectly brought the CCF into the tax code in
1985 through Section 1 of the Code, which has no provision for
anything not susceptible to self employment taxation. Since use
of the CCF structure eliminates depreciation of the fisherman's
boat, self employment tax actually rises later on for the fisherman

using the CCF structure. For him to have to pay additional self
employment tax at the time of his CCF deposit is actually resulting
in double taxation. Furthermore, simply by creating a Subchapter

S corporation, CCF deductions are exempt from self employment tax,
which is further discrimination against the Alaskan individual
fisherman operating as a sole proprietor.

Thank you for your help in supporting the resolution you are
preparing for the Alaskan Legislature. We would also ask that you
send a personal wire to the two Alaskan Senators as well.

Sincerely,

POWELL, SEILER & CO., P.S.



GOODING & EMKEN
CERTIFIED PUBLIC ACCOUNTANTS

242 TAYLOR STREET, PORT TOWNSEND, WASHINGTON 98368
(206) 385-1040

February 6, 1991

Senator Dick Eliason
State Capital
Juneau, AK 99801

Dear Senator:

Today | had the opportunity to read your working draft endorse-
ment of S 1934. I have not seen the actual pending legislation.
Based on this draft, | support your efforts in excluding from

self-employment tax, the amounts run through Capital Construction
Fund Accounts.

I work with many fishermen operating in Alaska, Washington and

C alifornia. I have seen many instances where the Capital Con-
struction Fund deduction created a short term deferment of income
tax and actually created additional self-employment tax (CCF
usage vs. a non-CCF acquisition or repair).

The additional self-employment tax works as a penalty for those
individuals using the Capital Construction Program. | do not
believe this was the intent of the Merchant Marine Act as amended

in 1936.

If there is anything | can do to further support your efforts in
reducing self-employment tax on CCF program concributions, please
let me know.

| appreciate your efforts in helping fishermen, and creating a
more equitable tax structure.



JACK ANGOVE

CERTIFIED PUBLIC ACCOUNTANT

C P/ \ 409 N. Tower Avenue

Centralia, Washington 98531
Phone (06) 736-2828
FAX # (06) 736-3170

Senator Dick Eliason
State Capitol
Juneau, AK 99801

Dear Senator Eliason:

| am pleased to take this opportunity to express my support
for action being taken on behalf of many unincorporated
fishermen. Having received copy of correspondence to you by Ken
Horwitz of PaineWebber, | am very encouraged that progress is
being made to eliminate the double tax problem of Self-Employment
tax on the use of the Capital Construction Fund.

I am a CPA representing many Commercial Fishermen in the

State of Alaska. Many of them have been or w ill be effected by
the double tax. Having their best interest as a concern, | find
it expedient to voice my support for legislative action being
taken, such as Senate B ill #5-19-34 that would free commercial

fishermen from the imposed double tax on the use of the Capital
Construction Fund.

| further see action on this necessary in that | believe the
intent by Congress in establishing the CCF program was to benefit
the fishing industry, not to create an extra tax burden.

| sincerely appreciate your concern and efforts in this
m atter. Please advise me of supportive action | might take to be
of assistance.

Sincerely,

Certified Public Accountant
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February 6, 1992

Senator Dick Eliason
State Capital
Juneau, 99801

Dear Senator Eliason:

1 am a certified public accountant pracUC|n% in Seattle,
Washington. A number of my clients are commercial fishermen who
fish in_ Alaskan waters. | am writing regarding the pend|n%
legislation concern|n% the capital construCtion “fund and ne
eafnings from self employment.

Fishermen who pay self emplo*ment tax on contributions to the
capital construction fund will eventually be subéect to double
taxation since the vessels purchased with CCF funds do not have
depreciable bases to deduct aﬁa|nst_futute earnings. | support your
effort to enact legislation which will eliminate the self employment
tax which results “in double taxation for commercial fishermen who

currently contribute to the CCC.
Sincerely,
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Marvin W. M iller
F/V JEAN M

P.O. BOX 195
Naknek, Alaska
99633

February 15,1992

Senator Dick E li aeon
State Capitol
Juneau, Alaska 99001

D*r*r Senator Elialsnni

I am an Alaska resident commercial salmon -fisherman in Bristol
Bay, Self Employed, participating in the Capital Constructidri

Fund program. | urge you to support the pending resolution o-f
the Alaska Legislature to urge tho Federal Congress for the
passage o-f Senate B ill # 0-39-3* to correct the Sel-f Employment

Tax issue.

The passage of the afore mentioned h ill wuuld correct the error
in the 1985 tax code regarding CCF participants that taxes
(FIC-A TAXES) TWICE for th* same money tn that there is not
provision for depreciation.

It does seem that there should be a r.inpler mechanism to
correct these kinds of situations ir. that they are not <*arth
shaking but rather housekeeping itpms. Perhaps we have created
our own monster and it controls us.

Thank you for your help in this matter and | would be
appreciative fo your notification of the two Alaskan Senators

also.

Sincerely,

Marvin W. M iller



Mb& J-elcs

o
[HW | a-20-"|
-lw U -firvui
JMJJINA O aa |, JSJ& L. fa QM1 fen Cj<flog
fityfpyd"' o” jMoeAcJb'frr (M ~uv”™ <a<a
34 fct/t N S -[*734,
D&&JL- ""2AjfL)UI>1& Db , dft J
\S*ov\ w u” ov>r\ O a”x "ba”Ji -Caaa™M """
irdi, CCF cp ?rufAr> i/n® 0\VUL&\ U fflyiaeljL.
Q trfdi . ~ui'" (0 &*m CIMO=*vtr.al (Jtuut xL
f a itjj/\W jb"xsu" ydfceAKpbnfiv Y G vJ-
WU o hcriuk , G\ ynguL. 0~-w - rfuA'm_ g~\c*. d
ck&pG * S (jy w & jia n , Yluo &WJual-
"dJOU) OUu~LIAAAt VKC.; I"aJLudL”?
'vim . Ui&ul <j&\syj*] w , N J)Jfrop”

uol\\ Cjza® M d!p <h Wixo

JMir“iceMh),
J$& yugl  liIAA-k.
& h sn t,

tiediJk,fix H % 1 $



November 7,1991

(IEI ) CtKTAUf KthtXXUXX?S WITH RtSItCT rovrsron o a xrant or contr chtlrat I t%r
ono tdIm C C Erunate

y @ visio
il it it Irnnth%"hy IIeHIranarrICa
a[f uné SUC aut arity, continue In EF

at N providi 9
ant, t?we amoun

i{p

erY& or contract awarded or en ot arpr@n
or an Is In e ect ofn the cy

g, e? i
ot exceeglvhdeu%m%tu%n o edgfn SUbSEC- E?o?e““h"”trya B Enabiment ol th
tign < subleci t0-the qurati f oTny sueh (16 tor

é> Rc ohoanrr or, Aitucatioii.—I h« contrgct nCht gxceeqinr the:. perio
Se retaX (not awarda{rant under sub- Ming the ecretar tn| first a ?rovr
sectr nL e n Al

n S5— h b ra torconJ r%ctmor aPpro

tedt th 88 rcatron tor the (rant ts submit- H]at of enactmentj or the chtrnuatron 0

wrt re 0 carr rns out thep r- such grant or contract, as the case may
t0r. Whic teh rant he made, th he.*

gﬁ (Ircatrop Ft)m\”tet asgurarnce? of gompr-
§Sa e Owca%oneotﬁ%r\% In such S, I"A~biU~to exelude deposits
for Isma e In such manner, an ontains Into a capital construction fund ac-
SuC agreenéents assuances, an orma- countundersectron 607(d) of the Mer-
tion asthe ecretar etermrnes '[0 chant Maxine Act from net earnings

e nec-
essary to carry ouf this section. g
5 y2\mtos XA tog or Arrs ratAnoKS— {re%n%nse':llfn%wcpeloyment to the Commit

For th e ose of maltin rans under
su sectrn HB there are agthorrﬁe r10 be cxcwr Qe

Xnn SXIoSmsS am
rrate 00,000 for_ eac the , CONS TRUCH frJ
hil

r, s
M0 accoowts

?ean Tt 0oh 1886 o\ STEVENS T pres ot {0 today
SIC SIT. ntIMAST CAM ININCMOCIUM |.am introducing a bill to ’\ﬁ)ermrté)
”bpar“Ofpa”E&”'“eJ g Us.c ticipants In the Merchant Marine
297 et englsamen e V%r ins at the'end ital Construction Fund—or CCF— ro-
hereo the foUowIni new section: ?ram to reduce their self- employment
SEC132 rxrxvxrcam txarmmgrrocrax ncome by the amount of contribu-

—The Secret, tions to their CCF account. Under cur-

ard ra ts to u lic or non ? rrvatX rent law, an amount equal to the
sc ooso ﬁrne ?r tﬂe estanP rrPntor amount deposited for theqyear Into a
CCF account reduces taxable Income,

but not self-employment Income. My
amendment would reverse revenue
ruling 79-413 and the Tax Court
I'U|II’I§ in Eades V. Commrssroner
TC 985—December 8.198

The uerose of the Caprtal Con-
struction Fund Program, which was
created bY the Merchant Marine Act

S

' ) or Oiuxrs.—Amounts recerver;
SH I?rb rant awarded under subsection (a in 1936, to ImBrove the U'S -flac
W merchant marine by provrdrnri fisher-

ansion o clinjcal training sites or. train-
EnF a rPa |ons that shanl nI?e administered

ysuc
b rrucA school desiring to re-
section (a F’? PI%II t« *-

nos.—
ceive'a an%under SH
are and submit to the Secretar Capg -
ation at syc t}me In. suc
arnrn suc ormation as the Secretary

=iy

=+ e+

a
@
mj

J.C construct a vessel, the hasis of the
and vestsel Is redréced rto reftlﬁct the lax ben-

efit received when the money was
M lia) <22 3 e qksll bI’0r1gn|nally deposited. /

! esta s clinical trainin |tes
men a mechanism to_facilitate accu-
ha ingu Iatdpnssutgekhesruonfasua fa,‘f.z)z mulation of funds with which to ac-
cﬁ 00 rovr ﬁ nursrr} stugecs wrﬁ quire. construct, or reconstryct ves-
rar tnc In e rverxo pri any are In - sels— rncludrn? processing and trans-
ral areas or In areas Porwr % orting vessels. This_is accomplished
{[I'I ra{t COU['ItI'a as e §n SECtIOﬂ 1131 IBy perm|tt|n|g g|ny CItIZ|€[{I OW{“nq S[)r
gasing an eligible’ vessel to enter Into
A rorrrcr)ae morea\r/eloas ntJ %fcu {'”'gﬁ' an aggreementJ with the ecretaré of
cenfent an student arshr s a Commerce to establish a Capital 0 -
3 carrPr out a er acUtvt deter- StIU%tldOﬂl I;undC(T:ax%atrodn of élﬂfs g
e 0 rra Secretary. osited Into a und are deferre
<d H I:% tra ngn ] eﬁ estap- Pn order to facilitate the accumulation
!%h]ee %r er(r)vsI Esaecjrgétstcza Eercent Bffﬁw of funds required for .he acqursrftrohn
schoo snumn( stodeou wit astructureg gg’e‘g}fﬁg“'VOEI;s&Is{e°°”5””“'0” of the
cll rea e Insprrm rrysrcairrJenunorra— Essentially, this is.a form of advance
Th ’ a uthorrse* 8 roprut t depreciation. Earning* which tn
Wou |5 sectl n %A E}T&?@%mr eac 0 pIaced Into he CCF accounts arc not
iscal years Im ubject to the Income tax. However
f. 111 TCCIOiICU. AXJthm XTV when funds are taken from the CCF
bt|e|’T|||sstaessqf8 bH[) 0 H accounts to acquire, construct or re-
r
97Mb X I ja attkln out the perio
rng%e)rtrnq Ih Xu theregfs S mrcoIB

out VIsoty Inserti
e advance depreciation benefit
Fégthgfgggng,?é a3 2@% 29(b-*a» d08s not. however, apply to self-em-
IrI/I E ( sod isercru ployment income. The internal Reve-
leu

as ve
teeoLI assresuto nué Service and the U.S. Tax Court
TTTIt 111-MISOU—AhEOL'y PROVISIONS Qﬁlg% t r,rr/llggméhg\tc taLtrItoov y ehd tth]% t IIIanr-
sic sti SAslvua rer{;éi\ér]thrt gusracr tof Shlo 'nfodme ShtOI(Ij|d tt)e re%%ch by ‘the
amount deposited into a ne pro

IaNOtVIUtHéJrrgslggofaghyoau%h ?rrt%/\”%ornthoe visions exrsFt for earning* to be redupctd

CONGRESSIONAL RECORD-SENATE

S 16241

in the determination of seIfemponF
ment tax. Fishermen using the CC
program are therefore. In a sense,
double-taxed with reference to self-
employment Income. They pay tax on
their seIfempIogment Incomé at the
time of the F deposit, and lose
future depreciation deductrons against
self-employment Income due to the
basis reductions required by the pro-
ram
gDesprte this apparent double tax-
ation, the Tax Court found It "unlike-
that Congress ever considered
whether deposits into a capital con-
struction fund established pursuant to
Section 607 of the Merchant Marine
Act should be subject to the self-em-
ployment tax." Certainly, the court Is
correct as to the law settrngC p the
CCF pro%ram because when Congress
enacted the Merchant Marine Att in
1936. the self-employment tax did not
exist. The court, however, went on to
find that subsequent Merchant

- Marine Act amendments fail to Indi-
cate an]y_ congressional Intent to apply

the CCF deferrals to self-employment
Income,

Mr. President, there continue to_be
disputes and court actions regardrnr_1
congressional Intent on this matter
believe the Congress should squarely
address this issué and make clear that
deposits into CCF accounts will reduce
self-employment Income. The current
situation where Individuals must lose
future depreciation against their self-
employment Income in order to utilize
the CCF program Is Inconsistent with
that E)rograms purpose. It simply
doesn't make sense to provide realc-
tion of taxahle Income az an Incentive
to use the CCF program, and at the
same time have a disincentive_on the
self-employment Income side. This re-
duces tjie benefits CCF can provide t0
fishermen. which undermrnes theTp -
Bosesofthe program. | have. In fact

een told by administrator* at the
Fisheries Service that some fishermen
are not using CCF because of the
double taxation disincentive.

The bill | am Introducing today
makes dear that deposits into CCF ac-
counts will reduce—in addition to tax-
able Income—"net earning* from self
employment.™In additlcn."the bill pro-
vide* 0r rec é)turrng seif-etrployment
taxes for fund* which are withdrawn
from CCF accounts for nonqualified
purposes, that Is Purpose* other than
acquisition, ons ruction, or _recon-
struction of qualified vessels, Finally,
the bill would apply the self-employ-
ment tax deferral to all tax cases be-
ginning with tax year 1986. and would
provide 1year from the date of enact-
ment during which time_ lax refunds
pursuant to thrs Iegrslatron could be
claimed.

1 thank my colleagues for their at-
tention and urge the Finance Commit-
tee to act on this legislation*

Dy Mr SIMPSON (for himself.
Mr waLtor. Mr. Bnuts. Mr.



T e d S te v e n s

U nited States Senator ForA laska

Contact: PresS office
AP) 224-5200

FOR IMMEDIATE RELEASE
Friday, November 15, 1991

STEVENS BILL WOULD BRING TAX RELIEF FOR FISHERMEN

Fishermen who make deposits into Capital Construction Funds
(CCF) would no longer face a form of double taxation under a b ill

introduced by Senator Ted Stevens.

Under current law, taxation, of funds deposited”into a CCF
are deferred, so that funds can accumulate more quickly in order
to buy, construct or reconstruct a vessel.

Taxation of the deposited funds does not occur until the
vessel is actually built or refurbished, at which time the
permitted depreciation deductions are reduced in the amount of

the CCF tax deferral.

This advance depreciation benefit does not, however, apply
to self-employment income, according to Stevens. This
distinction is important because most Alaska fisherman are self-

employed .

The Internal Revenue Service and the U.S. Tax Court have
ruled that although the Merchant Marine Act provided that taxable
income should be reduced by the amount deposited in a CCF, no
provision exists for earnings to be reduced in the determination

of self-employment tax.

Stevens' legislation would amend the Merchant Marine Act to
make clear that deposits in a CCF could also be applied to reduce
self-employment income, thereby reducing the self-employment tax.

“1f we are going to defer income tax with deposits to CCFs,
we should defer self-employment tax as well. Otherwise, we are
defeating the purpose of the program,- said Stevens.

Stevens' b ill would apply the self-employment tax deferral
to all tax cases beginning with tax year 1986, and would provide
one year from enactment of the b ill for fishermen to apply for
refunds.

Similar legislation has been co-sponsored in the House of
Representatives by Congressman Don Young.

# # »
Alaska Offices: Anchorage: 271-5915 Fairbanks: 4564261 Juneau: 536-7400
Kermai: 283-5808 Ketchikan: 2256830




