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Personal Services. In the first year, staff for the Main Street and the
Neighborhood revitalization and development Programs includes the following
3 permanent full time six month positions:

Program Coordinator-Development Specialist 11 (Range 20)  $20.0
Architect (Range 21) 30.5
Accounting Clerk Il (Range 09) 15.8

Note: in the second year (FY92) these position are 12 month positions and
salary/benefits cost listed are doubled.

The Statewide coordinator will initiate, coordinate and supervise both
programs. The architect will serve as the Alaska Main Street Program
architect and will provide design and historic perservation assistance. Itis
important that the architect position be filled at the beginning ofthe program
in order for the individual to participate in the design and development ofthe
Alaska Main Street program as well as to utilize the training services of the
National Trust for Historic Preservation. Under the supervision ofthe
program coordinator, the accounting clerk will administer the grants for both
programs and will assist in the administrative details of developing the

program.

A second development specialist (DS I, Range 18, $51.0) will be necessary
beginning in FY 91 to fully implement the Neighborhood Revitalization and

Development Program.

Travel. Costsinclude travel to Washington, D.C. by the program coordinator
and architect to receive training by the National Trust for Historic e
Preservation. In addition, once the program is established, one site visit for
each community is estimated, with approximately six communities
participating the first year. In subsequentyears out-of-state travel should
diminish while in-state travel will increase, resulting in a slight reduction of

expenses.

Contractual Services. Typically, states contract with the National Main Street
Center, National Trust for Historic Preservation, for assistance and training in
establishing and operating a Main Street Program. The average costs of
programs is other states is $100.0 per year. Technical assistance offered
ranges from developing criteria for selecting communities that will particpate
in tne state program to conducting evaluations oflocal programs. Complete
training in revitalization techniques to local programs is provided. Training
continues over a three-year period, focusing on increasingly complex issues.

An alternative approach is to contract for the various services needed on a
competitive basis. A number ofconsulting firms in the Northwest and other
parts ofthe country have gained expertise with the Main Street Program over
the past ten years and offer Main Street program implementation and training

services. -

The balance ofthe contractual service funds ($10.0) are needed for office
related services, including advertising, phone, postage, copying, printing, etc.
In subsequent years contractual expenses will decrease.
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Supplies. Funds will be used to purchase office supplies and training
materials. Costs will decrease in future years.

Equipment. Cost will bejust for the first year and will include purchase ofa
computer/word processor terminal and miscellaneous equipment.

Grants. Under the Main Street Program, grants would be provided to
communities to develop and operate a local Main Street Program. Grants to
communities would be on a three year track with first year rnnding at $50.0,
second year - $25.0, and third year - $10.0. In the firstyear (FY 91) through a
competitive grant process, thre s communities would receive grants; in the next
two years, five communities would receive first year funding.

Xo.tal

FY 91

3 1styr. communities @ $50.0 $150.0
FY_92

5 1styr. communities @ $50.0

3 2nd yr. communities @$25.0 325.0
FY 93

5 1styr. communities @$50.0

52nd yr. communities @ 25.0

3 3rd yr. communities @ 10.0 405.0
52nd yr. communities @ 25.0

53rd yr. communities @ 10.0 175.0
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Alaska Education Trust Fund

Invostmont Management Expenses

5t of column 2, assuming 5» participation by dividend recipients; initial participation in a similar Florida program was .37%

Column 1 + (7.5/12)§Co|umn 3) assuming transfer to trust fund occurs on average on November 15; also assumes no payouts during

($ Millions)
Permanent
llnning ~ Fund o Average . Ending
Year ilance’ Dividends Contributions Balance Earnings Balance
«

FY90 0 460 23 14 1 24
FY91 24 477 U 39 3 51
FY92 51 471 24 66 5 80
FY93 80 466 23 95 8 111
Notes: _

1. Column 6, prior year

2. From 'Revenue Sources,* pall 1988, Department of Revenue

3

of the population
4
first four years of the program

5. 8t x Column 4

6. Column 1+ column 3+ Column 5

7. Column 4x5.25//81000 per contract _

8. Column 4x 311 percontract x 501 asset allocation to common stocks

9. Per contract ] ¥

10. Treasury Division estimate

11, Columns 7+8+9.

Securities
Safekeeping Management
Fees

1
2
3
5

Common
Stock

Fees

22
60
102
147

Performance
Measurement
Pee3

Audit

Total
Fees

45
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Original sponsors: Kerttula and Kelly

IN THE SENATE BY THE FINANCE COMMITTEE

CS FOR SENATE BILL NO. 136 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - FIRST SESSION

A BILL

For an Act entitled: "An Act establishing the Alaska education trust fund

BE

and authorizing advance tuition payment contracts;

and providing for an effective date."

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*

Section 1. AS 14.40 is amended by adding new sections to read:
ARTICLE 5. ALASKA EDUCATION TRUST FUND.
Sec. 14.40.731. ALASKA EDUCATION TRUST FUND ESTABLISHED. ()
The Alaska education trust fund is established as an endo"iTment trust
fund separate from the general fund. The fund may be divided into
separate accounts for accounting purposes.
(b) The fund consists of
(Dpermanent fund dividend and cash contributions made
under AS 14.40.735 wunder the terms of an advance tuition payment
contract;
(2) gifts, bequests, and contributions of cash or other
assets from a person; and
3) income and earnings of the fund.
(c) Assets of the fund shall be expended in the following order
of priority:
(D) to make payments to the university on behalf
fied beneficiaries;
(2) to make refunds upon termination of an advance tuition

payment contract;
) to pay the costs of administration of the fund.

-1- CSSB 136(Fin)
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Sec. 14.40.733. POWERS AND DUTIES OF THE COMMISSIONER OF REVE —
NUE. The commissioner of revenue 1is the treasurer of the fund and has
the following powers and duties under this section:

€D to act as official custodian of the cash and 1invest—
ments belonging to the fund by securing adequate and safe custodial
facilities;

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

3) to collect the principal and 1income from investments
owned or acquired by the state treasury and deposit the amounts 1in
separate principal and income accounts for the fund;

©)) to invest and reinvest the assetsofthefund as pro—
vided in this section and as provided for the investment of retirement
funds under AS 14.25.180;

(5) to exercise the powers of an owner with respect to the
assets of the fund;

(6) to do all acts, whether or not expressly authorized,
that the commissioner of revenue considers necessary or proper in
administering the assets of the fund;

) to maintain accounting records ofthefundin accor—
dance with investment accounting principles and with distinction
between the principal and income accounts of the fund;

(8) to engage an independent firm of certified public
accountants to annually audit the financial condition of the fund®s

investments and investment transactions;
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Sec. 14.40.735. CONTRIBUTION TO THE ALASKA EDUCATION TRUST FUND,
(a) Contributions to the fund under the terms of an advance payment
contract may be made by direct cash payments or by contributions from
the permanent fund dividend. The Department of Revenue shall prepare
the permanent fund dividend application to allow an applicant to
contribute all or part of a dividend to the func under the terms of an
advance tuition payment contract.

(b) The Department of Revenue shall pay contributions directly
to the fund.

Sec. 14.40.737. POWERS AND DUTIES OF THE UNIVERSITY OF ALASKA,
(a) The Board of Regents of the University of Alaska may contract
with a purchaser for the advance payment of tuition by the purchaser
for a qualified beneficiary to attend a branch of the university to
which the qualified beneficiary is admitted, without further tuition
cost to the qualified beneficiary.

(b) The board shall

D) make appropriate arrangements as necessary to fulfill
the board®"s obligations under an advance tuition payment contract;

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

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

Sec. 14.40.739. ADVANCE TUITION PAYMENT CONTRACTS. (a) An
advance tuition payment contract must include

D) the amount of payments required from the purchaser on
behalf of the qualified beneficiary;

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

(3) provisions for late payment charges and for default

-3- CSSB 136(Fin)



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

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

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

(7) the assumption of a contractual obligation by the board
to provide for credit hours of higher education at the university;

(8) the number of credit hours the qualified beneficiary
may receive if the qualified beneficiary is not entitled to in-state
tuition at the time of enrollment at the university;

(9) the period of time during which the qualified benefi—
ciary may receive the benefits of the contract; and

(10) other terms and conditions the board determines to be
appropriate.
(b) An advance tuition payment contract may be terminated

(1) if the qualified beneficiary dies;

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

(3) if the qualified beneficiary certifies to the board
that the qualified beneficiary has been accepted by a degree granting
institution of postsecondary education other than the university;

4) if the qualified beneficiary certifies to the board,

after the qualified beneficiary has received a high school diploma or

of majority, that the qualified beneficiary has
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decided not to attend the university;

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

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

Sec. 14.40.741. DEFINITIONS. In AS 14.40.731 - 14.40.741

(@H) Tdvance tuition payment contract™ means a contract
entered into by the board and a purchaser to provide for the higher
education of a qualified beneficiary;

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

3) "fund™ means the Alaska education trust fund estab-—
lished under AS 14.40.731;

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

(5) "qualified beneficiary"” means a resident who has rights
under an advance tuition payment contract;

(6) "university" means the University of Alaska, 1including
a community college affiliated with the university.

* Sec. 2. TAX DETERMINATION. The Department of Revenue shall request
that the Internal Revenue Service determine if the 1income earned by the
Alaska education trust fund established in sec. 1 of this Act is taxable
income under federal law. The Board of Regents of the University of Alaska
may not contract with a purchaser for the advanced payment of tuition under
AS 14.40.737, added by sec. 1 of this Act, until the Department of Revenue
has received a determination from the Internal Revenue Service regarding

the applicability of federal 1income taxes to the Alaska education trust

fund.
* Sec. 3. This
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section 2 Provides that the Commission w ill not enter

any contracts until an IRS ruling 1is received.
section 3 Effective date of July 1, 1989.
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ANCHORAGE REGIONAL OFFICE JUNEAU OFFICE FAIRBANKS REGIONAL OFFICE
1411 W. 33RD AVENUE .05 MUNICIPAL WAY. SUITE 302 2118 CUSHMAN STREET
ANCHORAGE ALASKA 99503 JUNEAU ALASKA 99801 FAIRBANKS. ALASKA 99701
007) 274-0536 m§07) 586-3090 9071 456-4435

March 13. 1989

Senate B ill No. 1367 "An Act establishing the
Alaska education trust fund and authorizing .
advance tuition payment contracts; and providing
for an effective date."

encourages your

SB 136 effectively serves the public interest in Alaska in
at least three ways in addition to the creation of the
Alaska Education Trust Fund itself,

[t provides an incentive for an individual to save mong
toward the cost of attending the University of Alaska, |
focuses on the |m rtance 0f pIannlng for. the financial
needs attendant to |g er ed uca| n, “and it elevates the
significance of h niversity Alaska as a qumm ate
option as the y and their parents and friends make plans for
post seconday d c | on.

Additionally, it will bring reater emphasis to the
importance of the oI of the University in meeting the
future needs of the St te through meaningful program’s and
services for its stu dens

Planning for higher education is _essential, financjal
planni n% even mofe sg. SB 136 ﬁrowd S an Incentive for
studentS to aspire and to attend the University of Alaska,

Thank you for your consideration of our position,
Respectfully submitted,
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Seen as M odel

YOUR
MONEY
MATTERS

Staff ReporterBénliﬂ(WﬁngtTJoumm

The save-now.,pa%/-later tuition plans of-
fered by some private colleges are spread-
ing to public umversities-with legislators
aiming to overcome parents' and educa-
torg’ ob{egt_lons to the current programs.

The tuition plans, designed to help par-
ents prepare for future college costs, are
"hot items on many 1957 stale legislative
agendas,” says Aims McGuinness. assis-
tant executive director for higher educa-
tion at the Education Commission of the
States, a research group with 48 states as
members. Ac_cordm([} to the commission. 42
states, including California. Massachusetts
and New Jersey, are considering tuition-fi-
nancing plans."Most are patterned ofter a
program set to begin in Michigan.

nder the MICh_I%an Educafion Trust,

garents deposit with the state $3,000 to
4.500, def)endmg on the age of the child
and the plan chosen, either’in_a lump sum
or through a payment plan. The state in-
vests the money, expecting that it will
g{[ow enough to"cover undérgraduate .
ition at any of Michigan's 13 universities
and 29 community colleges.

Freedom From Worry

For Anne Burke, a Lansm% mother of
g'rls ages two and five, the Trust repre-
Sents @ way “fo assure our children of a
coIIe%e education and not have to worry
about how much we'd have to save." Four-
year tuition at state schools, in Michigan
now averages $8,000 for residents. |n" 18
Years, the State calculates that would jum
0 (?22,835 if tuition increases average 6
and_to $37,737 if increases averape 9%.
The Michigan program can't sart until
the Internal Revenue Service grants it fax-
exempt status. But officials expect the first
trust contract to be signed by early sum-
mer. So far the state has received more
than 24,000 |n?u|(|es about the plan.
Michigan officials say a major advan-
tagze of the trust over many private plans
is that the state tuition payment is Euaran-
teed. even if the investments don't keep up
with increased costs. Moreover, the ?,ro-
Pram provides a moderate-cost alternative
or families who can't afford similar pro-
grams at private colleges.

missions standards and academic pro-
?rams, than the pnvate plans. And the
rust is more flexible than_ private pro-
grams about students entering a colle%e
0iHf."ie the plan, In such a case, the Michi-
gan proHram will pay up to the average of
State-school tuitions: the student must fund
any difference. Many pnvate plans allow a
student to take their mone* elsewhere only
if he transfers from the college in question
and meets certain grade requirements.

But the Michigan™trust has some draw-
backs similar to"those in the pnvate-col-
lege plans. Under one Michigan plan, if the
student dies or doesn't attend college, only
the  principal-minus  administrative
costs-would be refunded, regardless of
the amount of interest earned over many
Year,s._wnh an alternative Michigan plari,
the initial investment is higher, but some
interest earnings are_included in the re-
fund if the contract is terminated.

Not for Everyone

Even the wider choice of schools under
programs like Michigan's may not he
enough for everyone, Says Sharon Hart, a
research assistant at thé Education Com-
mission. "People who move often will have
problems with it." she says, because some-
one who moves out of state would face
higher tuition at the schools in the plan.

Under the M|ch|?an program, as in
most private plans, students will still have
to pay for room and board and other fees
not covered by tuition. But programs in
some ether states are bem%set up to in-
clude such costs. A new Wyoming plan
covers room and board as well as tuition.
And if a child in the Wyoming plan chooses
not to use the fund, the prmmFaI and 4%
mttaregt, compounded annually, is re-

nde

Richard Anderson, a financing special-

ist at Columbia UniversityVfeachers Col-

lege, says the tiition plans are so poRuIar
that politicians ire "s umblln% over t

selves” lo get fnem passed, he says. But
he worries that it is "much too easy for

legislators to overpromise what can be de-

livered" by underestimating the amount
that should be invested today for tuition
nearly two decades away.

Thiese concerns aren't primary to par-
ents such as Mrs. Burke in Michigan. “We
don’t think there are loo many ways you
could necessarily lose." she” says. ™It
would be easier to take the chancethan to
Prolect how much you'd have to save for 13
0 15 years down ‘the road."
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Bill 136 has been modeled on a
pted and implemented bX the Sta
r;adopted its plan in 86, 44

urin two. month period.. In Florida
ersons applied for a similar program.

While the option always exists for parents to place their
money in qther types 0f savings and investments, the
guardnteed tuition plan offers low cost tuition and _
gssurances for the future: in other words, there is a high
degree of peace of mind.

Sozsw
—_» D



vwW . TtSFS S M J

STATE OF ALASKA BILL VERSON S BB (S
, 1989 LEGSLATIVE SESSCN FUBLISH DATE
HSCAL NOE
REQUEST
Revision Date: Agency Affected:  Revenue o
Title: An Act establishing the Alaska BRU  Permanent Fund Dividend Division
education trust fund N
Sponsor:  Kecttula and Kelly Components:  Permanent Fund Dividend
Requestor: Division
EXENDTURESREVENLES  (Thousands of Dollars
| Fy 8 lF\)SI) 1Rl Y2 1FYB 1A
I CHERATING 1 | I |
| FERSONAL SFHRACES | -0- | 265 1 143 1 143 1 143 1 143
| TRAVE | -o- | -0- 1-0- 1-0- 1-0- 1-0-
|  CONTRACTUAL -0- | 110 1 11.0 1 11.0 1 11.0 1 11.0
| SUPRLUES -0- Il 02 1 02 1 02 1 02 1 02
| AVENT -0- | -O- 1-C- 1 -0- -0- 1-0-
| & SIRLCIURES | -0- | -0- 1-0- 1-0- 1-0- 1-0-
| CGRANIS AANS | -0- | -0- 1-0- 1-0- 1-0- 1 -0-
| MSCHLANEOUS | -0- -0- 1 -0- 1-0- 1-0- 1-0-
| TOTAL GFERATING 1-0~ I 377 1 255 1 255 1 255 1 255
1 CAPITAL 1-0- | -0- | -O- <t > | -0-
1 FRBVBENLE 1-0- | -0- | -O- <t - | -O-
FUNDING  (Thousands of Dollars)
| GE\ERA RND | -O- 1 | -0- -0- 1-0- -0-
j HFLCHERAL ANB j -0-" -0- -0- -0- -0- -0-
| OHR | -O- 37.7 1 255 255 255 25.5
1 TOTAL 1-0- j 377 | 265 | 255 25.5 255
| FULTIVE 0 0
| TART-TIME | -0- '_@é XX Oé '_Oé 2
/1 1-0- ToNE - & |0
ANALYSIS  See Attfefieyil/
Trepared Bv:  EvvTx?JokEk " o Phone: 465-2323
Division: Permanent Fund Divvdend/division Date:  April 21. 1989
Approved by Commissione Date
Agency:. Revenue
Distribution (by preparer):
Legislative Finance
Iﬁeglsftltlve Sponsor
uestor
O?ﬂce of Management and Budget APR 26 1969
Impacted Agency(ies) page 0f

LEGISLATIVE FINANCE
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FY 91
$7.3
$14.3
$0.0
$0.2
$0.0
$25.5,

FY 90
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$26.5
0.0
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Perman nt I;in O[t)l R

Summary of Data BPrlogcge:Q]&asg)Re uirements
y ?\prll 21, 188q9 \

IBM Update nobs 30.0 hours
Includes: Ed|tﬁ
Batch listings
Log sheets
DMS Online programs for lookup and chances 37.5 hours
Nightly_.Update of .Changes 22.5 hours
Warran Jobs o 90.0 hours
Includes Printing warrants with different
amounts. Include heck stub me s&ges
P/Iodby warrant regil sters as nee
or aIancmg
Create ogram sg for transferrln
acg Iatedd cisionS to trust accoun
3n to account for the reserv necessary
ue to returned an d cancelled PFD Warrants
ceIIaneous 45.0 hour
ncludes ettin % test files on IBM >0 hours
t t| g
m| t ative” fun !)oni\
P per Q re ud dm|n E
add files and programs to tables
TOTAL HOURS 300.0 hours

Attachment A



ses DRGSR SER510n

REQUESXI.
Revision Date:

Title: Alaska education frust fund

Sponsor: Kerttula
Requestor: Senate HESS

Bill Version: B 136
Publish Date:

4/6/89

%}C}F Affected: Department of Revenue

EAPENDTURESREVENLES (Thousands of Dollars)

1FY 88

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

CAPITAL
. FRBVENLE

FUNDONG  (Thousands of Dollars)
E\ERAL AND

HCEHRA. RNCS
OHR
TOTAL

PR "R RRRRRR

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY 1

_ e

ceololoNeoNoNoNolNe

OO Oo

© 0o

ANALYSS attach a separate page for analys t .

Prepared B¥ Hilt Barkerj £ i
re

D|V|S|on asury

oved Commissioner:
gncy. Dgypartment of Reverue

Distribution (\épreparer):

Legislative Hnance
Legislative Sponsor
Requestor

Office of Management and Budget
Impacted Agency(ies)

FISCAL NOTE
reasury
Components..
1FY 89 1FY 9
1
i o] 1 o]
1 0o 1 ©
1 0 | 450
1 0 1 o
i o] 1 o]
1 o ! (0]
1 (o} ! (0)
1 o ! 0
1 0/ | 45.0
0 0
0 0
0 45.0
0 45.0
| o 1 o
[ o ! 0
| o 1 o
MAR 15 1989

LEGISLATIVE FINANCE

I FY 91 1 FY 92
1 1
0 o
0 1 0
| 84.0 1 127.0
i o 1 o
i o ! o
i 0 1 o
1 0 1 0
1 0 1 0
| 84.0 | 127.0
0 0
0 0
84.0 127.0
84.0 127.0
1 o 1 0
! 0 1 0
; 0 1 o
Phone: 465-2350
Date
Date:
page

of



- |
Alaska Education Trust Fund
investment Management Expenses

(H) @ (©) (O ®) ®) ) ® €)) (10) (11)
($ Millions) ($000)
Common
Permanent Securities Stock Performance
Piscal Beginning Fund Average Ending Safekeeping Management Measurement Audit Total
Year Balance Dividends Contributions Balance Earnings Balance Fees Fees Fees Fees
FY90 0 460 23 14 1 24 1 22 12 10 45
FYo1 24 477 24 39 3 51 2 60 12 10 84
FY92 51 471 24 66 5 80 3 102 12 10 127
FY93 80 466 23 95 8 111 5 147 12 10 174
Notes:
1. Column 6, prior year
2. From "Revenue Sources," Fall 1988, Department of Revenue
3. 5% of Column 2, assuming 5% participation by dividend recipients; initial participation in a similar Florida program was .37%
of the population
4. Column 1 + (7.5/12)(column 3) assumingtransferto trust fund occurs on average on November 15; also assumes no payouts during
first four years of the program
8% x Column 4
Column 1 +column 3 + Column 5
7. Column 4 x5.25//$1000 per contract
8. Column 4 x .31% per contract x 50% assetallocation tocommon stocks

Per contract
Treasury Division estimate
Columns 7 +8+9 .



STATE OF ALASKA BILLVERSIO N s 1361

1989 LEGISLATIVE SESSION PUBLISH DATE:  A/6/89
REQUEST FISCAL NOTE

Revision Dale: : “grtirii A

T|t|e: Alaska Education Trust Fund BA%eDC;yAﬁsgiegsecggzagrvt (Education
Sponsori Kerttula Components General Administration

Requestor:  senate HEss

EXPENDITURES/REVENUES:  (Thousands of Dollars)

OPERATING FY 89 FY 90 FY 91 FY 92 FY 93 FY 94
PERSONAL SERVICES

!\ﬁEhCTUAL

E”g&bl\ﬁém
LAND A STRUCTURES
GRANTS CLATM

MISCELLANEOQOUS

TOTAL OPERATING 81.2 77.6 81.6
CAPITAL

REVENUE *
FUNDING:  (Thousands of Dollars)

GENERALFUND

FEDERAL FUNDS --)

OTHER 81.2 g 75.6 / 71.6 79.6 HI.6
1T7TAL 1 ™

POSITIONS:

fULL-UME 1.5 1.5 1.5 1.5 1.5
PART-TIME
TEMPORARY

ANALYSIS :  (Attacha separate page if necessary)

Personal services include one professional at Range 16 and one half-time
support personnel at Range 9.

e*rro  ded by the department of Revenue.

Preparedby;  Ronald 5-2854
DiViSion Alaska Co ission 989

rovedl
ﬁg%ncy:

Distribution (b?_g_preparer):
Legislative Finance
LeQislative Sponsor
Reuestor
Qffice of anage ntand Budget
Impacted Agency(ies)



STATE OF ALASKA
1989 LEGISLATIVE SESSION
REQUEST: FISCAL NOTE
Revision Date;  4/11/89 Aen cy Affected: M ver3|t of Alaska
Title: "An Act Establishing the Alaska BRU:™ SPSy UAA U

AL e HAUTR M
ontracts anngrow rﬁ)g lor an P gBmH%nemSKerttula Kellv

Effective Date." Requestor: Fischer
EXPENDITURES/REVENUES:  (Thousandsof Dollars)

OPERATING FY 89 FY 90 FY 91 FY 92 FY 93 FY %4
ER SERVICES -0- -0- -0- -0- -0- -0-

IPVENT

ISCELL -0- -0- -0- -0- -0- -0-
TOTAL OPERATING

CAPITAL

REVENUE -0- -0- -0- e -
FUNDING:  (Thousands of Dollars)
GENERALFUND

FUNDS

TAL -0- .Q. ——=0=__ -N_ -=0=
POSITIONS: -
FULL-11ME
PART-TIME
TEMPORARY

ANe lfYS|S IS gAtf s oartte|%agelgﬂad es%a%ld cost the University of Alaska nothing.

Some ad m|n|strat|ve time will be required in setting up the fund, this
should be accommodated through current staffing levels.

Prep™*y.  Marsha Hubbard’ Ptay: Eit£2°.

Division: * Date: T™1/MQ__
Approved by Commissioner: 4/11/89
Agency. Iridvprgity or Alaska
Dlstr|but|on b&/preparer

Legislative Finance

Le |sIat|veS onsor

fflce of ana emeswtand Budget

mpectedAgericies page  of



BILL VERSION

STATE
1989 LEGISLATIVE SESSION PUBLISHDATE ~ 1/23/89
REQUEST FISCAL NOTE
Revision Dale: — AgencyAﬁected: Universityof Alaska
Tide: "An Act Establishing theAlaska. BRU: __ SPS, UAA, UAF, UAS

Education Trust-Prepaid Tuition Fund,

and Authorizing AdvanceTuition Payment Components:

Pnnt-rart'; « ,ind Providing for an

Effective Date Sponsor:Kerttula
EXPENDITURES/REVENUES:  (Thousands of DoTan)
OPERATING
PERSONAL SERVICES
TRAVEL

%IES
KTUCTIRES

GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING
CAPTTAL

REVENUE
FUNDING:  (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS

T6HER
POSITIONS

b IV

TEMPORARY
ANALYSIS :  (Attacha separate page if necessary)

The fund is self-supporting and should cost the University of Alaska nothing

Some administrative time will be required in setting up the fund, this
should be accommodated through current staffing levels.

474-65 56

Prepared b Ph
D|\E)|asnony Statewide F ie ate

roved by Commissioner: .vice Hresi
Apgfency d University
Dlstnbudon gb Rre arer) .

Legisiadve Fi ]

Le |sIat|ve Sponsor |

J)

Rﬁlce of xlanagy[nent and Budlget

legislative finance






Mty 3"

1990 FURTHER REFERRALS
Date of Committee Action

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

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

date."

RECOMMENDATIONS: S

[ be replacedwitih [" -rtC-S ¢

[ ] have attached amendment(s)

[ do pass

[ ] do not pass

[ 1 no recommendation

[ 1 individual recommendations

[ 1 additional referral to the

ADOPTS: I

ATTACHES NE\.NIFIISCAL NOTE(BS%'pt) (Date/Dept)
3 [vl] fiscal impact st ftp/ J+fC

[ ] zero fiscal note

[ ] zero with analysis

SIGNING DO PASS SIGNING:

(Check approp. column)

0,roud 1
Kopo?J51)



v o= FISCAL NOTE

RECQLEST.

Revision Date: Mav 3. 1990

Title: An Act establishing the Alaska
education trust fund

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

I utt/9 J? 3 OA
o H rz

Agency Affected: Revenue
BRU: Permanent Fund Dividend Division

Permanent Fund Dividend

Components:
D1v.15.t0n

EXPENDITURES/REVENUES: (Thousands of Doll ars)

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

S CS 1 N

May 3f 9(?

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

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

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

trust account.

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

Page s



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

Other Expenditures:

a) Travel.

b) Contractual:
Data Processing Chargeback

c) Supplies:

d) Equipment: Use existing equipment
TOTAL COST

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

Attachments: Attachment A:  "Summary of DP Needs"

Page 4

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

1 $17.1
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ALASKA Bill Versmn HCS SB 136
Publish

STATE OF

1990 LEGISLATIVE SESSION Date:

SEQUEST FISCAL NOTE

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

Sponsor: House HESS Components..

Requestor: House Fifance

BXPENDITURES/REVENUES:  (Thousands of Dollars)

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

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

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

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

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

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

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

Legislative Finance
Leglslanve Sponsor
Requestor

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

1 26 1 23 (V2 10 46

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

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

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

bcation to common stocks
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Sponsor:  Senator Kerttula :
quuestor: . Components._,
EXPENDITURES/REVENUES:  (Thousands of Dollars)
OPERATING FY o1 FY 92 FY 93 FY 94 FY 95 FY 9
PERSONAL SERVICES 62.4 62.4 62.4 82.4 62.4
ﬂD CTUAL 5.0
! %%UCTURES
LA
TOTAL OPERATING 5.0 62.4 62.4 62.4 62.4 62.4
CAPITAL
REVENUE
FUNDING:  (Thousands of Dollars)
GENERAL FUND 5.0 624 62.4 62.4 62.4 62.4
F FUNDS
?OTAL 0.U 62.4 62.4 62.4 624 624
POSITIONS:
FULL-TIME 0 1 1 1 1 1
PART-TIME
TEMPORARY
ANALYSIS . (Attacha separate page if necessary)
Pl’eparedby Hniisp Finance Committee
Division :¢ : Co—Chai.rman Ron Larson
Approved by eomrr%%igrﬂ?\rman Lyman Hoffman
Agency:
Distribution (b¥_preparer):
Legislative Finance
Legislative Sponsor
R uest?r
Qtfice 0 Management and Budget
Impacted AgenCy(ies) page of
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Original aponsor(s): SEN. KERTTULA, Kelly, Sturgulevskl, Elieaon, Faiks
Rodey, Binkley, Duncan, Frank, Fischer, Jones, Pearce, Coghill, Zharoff,
Szymanski
IN THE SENATE BY THE FINANCE COMMITTEE
HOUSE CS FOR CS FOR SENATE BILL NO. 136 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA

SIXTEENTH LEGISLATURE - SECOND SESSION

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

fied beneficiaries*

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

oaymerit contract*

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

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

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

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

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

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

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

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

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

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

9 enter 1into and enforce contracts or agreements con—

sidered necessary for the investment purposes of the fund;

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

performance of the fundi

136(?in)



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

furthertuition cost to thequalified beneficiary. A purchaser anda

3. hes c48s 136fp-(n
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qualified beneficiary may be the same person.
(b) The board shall

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

- -M-v- = 1 eee o -
tract;
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(5) “qualified beneficiary” means a resident who has rights

under an advance tuition payment contract)

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

a community college affiliated with the university.
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0061-0000
2%6328888 Washington. OC 20224
Robert A. BowmalgE; Treasurer
State of Michigan:,
Department oW Treasury
Treasury Building
P.O. Box 15128
Lansing, M| 48901

. MAR 2 9 ISO
the purchaser of a tuition contract

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

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

State X Michigan
Trust the Michigan-fcducation Trust

Dear Mr. Bowman:

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

FACTS

State X has enacted legislation providing for a state-created
corporation (Trust) to implement and administer a college tuition
Prepayment program. The program provides a choice of two plans for
he payment of tuition. The substance of these two plans Is
described below.:

Plan 1

L \'A

Under the%lan, A, an individual, makes a current payment to
Trust, and in return. Trust contracts to arrange for four years of
educational services at a State x public educational ;(nsfu ution,

0r an

or at a Brlvate,educatlonal institution within State X,
irrevocanly designated beneficiary, B, when B matriculates. .The
contract provides, however, that upon the occurrence of certain
specified events a cash refund of the up-front payment, less an
administrative fee, will be made to C, a person irrevocably
designated by A at the time the contract Is executed. 3 and C are
relafed to A and the natural objects of A's affection. It is



/ W
Robert A. Bowman

t3 Has A a completed gift cf the uc-front cavrreni

ede i'f purposes -t the rime the tuition contract is
pur asea’) the purchase cf the contract results .in a com-
P|e ed ?I ., 1s the transfer echuded rom the agphcatton 0f
he gift tax under section 2503Ce)(2}(A} of the Cede as an
amount paid as tuition to * quallf;{tng educattonal organisation?
|f the purchase results in 2 completed glft and is not excluded
from gift tax liability under section 2303(e)(2)(A), does the
transter nevertheless quallfy as a gift of a present interest
in property |3q| for the $10,000 annual exclusion provided
in sectton 25

LAW. RATIONALE AND TON'CLUSIONS (Flan 1 and Plan 2)
ISSUE 1

Section 61 of the Cede provides that cross income means all
income from whatever source derived. Section 1.51-2 of the Income
Tax Regulations, in part, provides that gross income includes
income Tealized in any-“fcrm. whether in money property, or ser-
vices. Gross income can be realized in _the form"'bf the receipt
%8%dlu7cat|onal services. Sac Fulton v. Commissioner, T.C.M.

ross income is_ defined to encompass all "accessions to

., Clearly realized, and over which the taxpayers have
dominjon." Commissioner r. Glenshaw Glass Co,, 343
431 (1955), 1955-1 C.3. 207, 209, Propert}/ rights
become gross income subject to taxation until a 8a|n m
Ey realized. Eisner v. M.acomber. 232 U.S. 139 (1920),

Section 1C2 cf the Cede provides that ¢
include the value of property acquired b
Property Is excludable from ‘income by the
he property is transferred out cf a detac
csneromtg/ .yjChmmissicner v. Dubersteln, 3
2 C.B

When s the contract with Trust and designates B
and C, both Crealize an accession to wealth. ecause the
contract r (property) are transferred out of a detached and
disinterested generosity, hewaver. the transfer constitutes a gift
for income tax gurposes and 1s; trus _excludable from 3's and C'3
ross. income- See section *02 and Duberstein, Neither A nor B

w il be considered actually or constructively to be in receip
|Tncomte at the time the contract is entered into between A and t
rust.

n

or
t of
he
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rnal Revenue gervice

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

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

MR 29 1S5S

= the purchaser of a tuition contract

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

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

State X Michigan

Trust the Michigarv-Sducation Trust

Dear Mr. Bowman:

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

FACTS

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

Plan 1

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



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

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

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

educational institution for a bachelor's degree.

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

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

Plan 2

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

[0

f

ete

f various State X institutions of hgher education. The
e

In

on

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

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

ISSUES

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

|
h

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

nt

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

Trust, earned during the administration of

e from gross income™ as income earned

State or as income derived from the

| ?overnmental function that accrues to a
the Code?

(D!—I-Q_



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

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

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

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

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

LR Lo

1)

Gross income is defined to encompass all "accessions to

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

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

2 CB. 428

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

[
of



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

income (including gain'; realised from such

al

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

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

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

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

A,

t
the

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

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

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

S

0
B

of B's basis.

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



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

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

of State X creditors and are nor considered state money or

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

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

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

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

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

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

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

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

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

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

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

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

he regulations.

e

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

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

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

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

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

—_—

—a—
— I I

2
3
t

JUSE—

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

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

| such time as a refund is made to C.

t does not constitute a gift of a gresent

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

lon 2303fb) cf the Cede.
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ax consequences cf
ther previsions of
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forth above. Also, except as spet f
u

ificall
iedgml

lon is expressed regarding the
der any

ransaction described above
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_In accor§$Lr|c? with the power of attorney on file in this
office, we ard' ehding a copy os this ruling” to your authorized
representative.]

Sincerely,

Mario £. Lombardo .
Director, Individual Tax Division



FISCAL NOTE

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

Impacted Agency(ies)



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

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

CAPITAL

REVENUE
FUNDING:  (Thousands of Dollars)

GENERALFUND

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

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

TEMPORARY

ANALYSIS :  (Attacha separate page if necessary)

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

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



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

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

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

Hotes:

1. column 6, prior year

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

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

ot the population

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



REQUEST

Revision Date:
Title:
education

April

trust fund

25.
An Act establishing

BILL VERSION:
PUBLISH DATE:

FISCAL NOTE

1990
the Alaska

Sponsor:
Requestor:

EXPENDITURES/REVENUES:

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

TOTAL OPERATING

CAPITAL

| REVENUE

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

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: See Attached.

Prepared By:

Division: Perma

Approved by Commlsslo,

Agency: RgygflfliL

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

KERTTULA. Kelly,
House Finance

et al

(Thousands of Dol
Fy 91

24.1
-0-
15.9

Dollars)
-0-
-0-
40.2
40.2

Agency Affected:

HCS CS SB 136

Revenue

und Dly/dancHft'VT slon

7[‘

(by preparel/):

and Budget

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

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



REQUES

Revision
Title:

education trust fund - .
Kerttula and Kellv» Sturgulewski

Sponsor:
Reque

EXPENDITURES/REVENUES:

Date: February 5.
An Act establishing

stor

the Alaska

OPERATING

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES

EQUIPMENT

LANDS & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING

CAPITAL

revenCE

GENERAL FUND
FEDERAL FUNDS
OTHER

TOTAL

POSITIONS:
FULL-TIME
PART-TIME

... TEMPORARY

ANALYSIS: See Attach

Prepared By: Ervin “ones

Division:

Approved by Commission

Agency:

Reven

Distribution (by preparer):

Legi

slative Finance

Legislative Sponsor
Requestor

Office of Management and Budget
Impacted Agencydes)

Permane t Fund

Fy 91

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

-0-

-0-
29.3
29.3

Agency Affected:

(Thousands of Doll ars)

Revenue

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

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

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

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

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

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

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

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

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

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

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

page of






DATE TURNED INTO OFFICE: ¥ 1iltn

The Finance Committee considered SB 137
Commercial vehicle driver licensing.

and recommended'

" C] same title
replace W ith CS 07 tflyyanael S f new title
[ } or adopt CS ] i technical
title change
| attached amendment(s) _ only)
3 letter of intent adopted
[ ] do pass
[ ] do not pass
[ ] no recommendation
[s t'individual recommendations
[ ] further referral to
ATTACHES NEW FISCAL NOTE 2 APPROVES PREVIOUS:
. Dept/Date:
[i/]j fiscal note(s) J)PS > [ ] fiscal note(s)
LO.O piz. - [//4.3___
D
(y 1 zero fiscal note(s) warpisiunm 1 ] zero fiscal note(s)

C3 appropriation-no fiscal note
sipmm 00 pass: COMMENDATIONS:;

I X txikji] \JJOCV\AE - n o

A A Alg,r Pk sp 2. o L.
C ue+>  Co64hairs: Signatures and Recommendations
[laJoth -€A- 1 *Srsrr-ge - - K& me/n&enl .
uJrt-ero Yo<J flosOf £ 7Ytoa. 73 THe of- Y&rA/~"GACT/



[] t *
1989 SLEGISLC/)A TIV |'EASS ESSION pEEJEhgﬁ%SAOHE%S/ZS? ]936
REQUEST: FISCAL NOTE

evision Date: . . . Agency Affected:  DOT&PF
JﬁtYe: An Acfrelatm to commercial vehicle ey %Fﬁ?
driver licensin
%gonsor Components:
questor

EXPENDITURES/REVENUES:  (thousandsof dollars)
OPERAT'NG FY 89 FY 90 FY 91 FY 92 FY 93

PERSONAL SERVICES
TRAVEL
CONTRACTURAL
SUPPLIES
EQUIPMENT

GRANTS CLAS ™

MISCELLANEOUS

TOTAL OPERATING
CAPITAL 0 0 0 0 0 0

REVENUE 0 0 0

FUNDING:  (THOLGA\CCFDOLLARS

GENERAL FUND
FEDERAL FUNDS
OTHER

TOTAL

POSITIONS:
I FULL-tiMfi 0 T <r 0 0 0

PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

ANALYSIS: This pill establishes a requirement for a holders of commercial drivers licenses to include their
i o s a e (L AfomrCi e Tgense s el

social security number in or ESe per ecr ss referenced by other sta
é%%l Qsm %/nq]as n?at? tatthstH QP tg [y i ¢ erc?al(g)teS L|cense Progr b October
e su Jecttoa 5% Torreiture of fy era a|d % asméJ 01 A>the mg ands sequentyears
Prepared by:  Jeffery C Phone -2951
\Par Ision: Engmeen%an Ope Date! %ruary 22. 1989
Commissioned Date;

groved bey
8 ncy. Department of Transportation and Public Facilities

Changes in CSSB /31 FiY
D'St”tl’sta{ol%bpy,%e are) havegno fiscal impact. TF]IS )
|sat|veSponsor fiscal note is appropriate.
Reduestar Projections of no fiscal impact
O ceo?Mana tand Budget would continue through 1996,
Impacted Agency( y(nes? page 1of 1



STATE OF ALASKA
1990 LEGISLATIVE SESSION

BILL VERSIONS.SB-137
PUBLISH DATE: 3/22/90

FISCAL NOTE

REQUEST.
Revision Date:
Title: Commercial vehicle driver
licensing
Sponsor: Governor/Senate Rules
Requestor: Senate State Affairs
EXPENDITURES/REVENUES: (Thousand
OPERATING Fy a1 FY 92
PERSONAL SERVICES 153.1 239.7
TRAVEL 16.8 16.8
CONTRACTUAL 66.4 44.5
SUPPLIES 2.0 .5
EQUIPMENT 180.0 1.0
LAND & STRUCTURES 195.0 195.0
GRANTS. CLAIMS -0- -0-
MISCELLANEOUS -0- -0-
TOTAL OPERATING 613.3 497.5
CAPITAL -0- -0-
REVENUE 695.0 695.0
FUNDING: (Thousands of Dollars)
GENERAL FUND -0- -0-
FEDERAL FUNDS 60.0 71.0
OTHER/PROG RCPT 553.3 426.5
TOTAL 613.3 497.5
POSITIONS:
full- time 7 7
PART-TIME -0- -0-
TEMPORARY -0- 0-
ANALYSIS: (Attach a separate page

(See attached)

Jav Dulanv
Motor Vehicles

Commissioner;

Prepared by:
% "°Dlvlislon:

gt

epartment of PubficSafet

Agency Affected: Public Safety

BRU: Motor Vehicles
Component: Driver Services. Field
Services
s of Dollars) (Inflation not Included)
Fy 93 FY 94 FY 95 FY 96
239.7 239.7 239.7 239.7
14.3 14.3 14.3 14.3
16.3 16.3 16.3' 16.3
.5 .5 .5 .5
1.0 1.0 1.0 1.0
97.5 97.5 97.5 97.5
-0- -0- -0- -0-
-0- -0- -0- -0-
369.3 369.3 369.3 369.3
-0- -0- -0- -0-
287.5 287.5 287.5 687.5
81.8 81.8 81.8 -0-
-0- -0- -0- -0-
287.5 287.5 287.5 -0-
369.3 369.3 369.3 369.3
7 7 7 7
-0- -0- -0- -0-
-0- -0- -0- -0-
1f necessary
Changes n CS? /37 (Fin)
have no |sca |m act,
This fiscal no |
appropriate.
Phone: 269 551
Date: 02/2L. 0.
Arthur Engl s
y page 1 of 13



ANALYSIS FOR FISCAL NOTE
SB 137 (Draft CS)
Page 2 of 15

Current Alaska law [AS 28.15.041 (c)] requires issuance of a driver's
license for_ operation of commercial motor vehicles. This section has
never been implemented due to lack of funding, However, the federa]
Commercial Mator Vehicle Safety Act (CMVSA) 0f 1986 now requires a |l
states to have uniform commercial driver licenging systems which include
knowledge and read tests for the size and configuration of commercial
vehicle to be operated. The main purpose of SB" 137 is to reword current
%%%ka law to bring the State into compliance with the Federal CMVSA of

The development of a Commercial Driver License (CDL) Program in Alaska is
now in the planning process. This fiscal note is based on the best
Pos,s,lble estimate 0f numbers of persons who w il need to be examined Prmr
0 issuance of a license to oP_erate a commercial motor vehicle. Start-up
year (FY91) figures for this tiscal note reflect full costs for equipment,
which w ill'not carry forward to the following years. Staff will be hired
several months into” FY9L,

-Staff-
Six Motor Vehicle Representative Ills (MVR Ills) are necessary to carry
out the CDL testing and licensing activities. Plans are to begin hiring
the MR [lls in November 1990 to~allcw two months' training an
orientation time prior to the planned testing and licensing start-up date
of January 1, 1991. These [1ls need to De experienced in I|censmg}
Proc,edures and law as well as trained in the highly specialized area o
esting In a variety of coutmercial vehicles.

In order to maintain uniformity in testing procedures, examiner training
IS being provided at the national level, With_two representatives from
each state attending the two-week sessions. These representatives,-, in .
turn, will return t0 their home states to conduct training workshops with
the MR [11s who w ill be doing the hands-on skills tests.” These
representatives and their in-State trainers will need adequate travel
funds to conduct the necessary training.

The increased volume of licenses that w jll be issued will reatl% affect
the records management workload. An additional staff member, a Documents
Processing. Clerk TI, w ill need to be hired at the start-up of the testing
and licenSing program to. perform this function and additional requirements
In regard to”the exrhcinge of records among states.

—Testing—
Three separate classes of commercial Ilcegn_ses and six different
endorsements w ill be issued. The CDL basic knowledge test is estimated to
require up to an hour to complete. Additionally, specialized tests of
lesser duration are required for the six endorséments: double/triple
trailer, tank vehicle, hazardous material, passenger vehicle, school bus,
and hazardous materials in a tank vehicle. To expedite administration of
the knowledge tests, many states are using Automated Testing Devices, in
which traffic situations are simulated on’a video screen and multiple
choice answers are selected on a keyboard. Alaska now has these test
machines, but CDL testing requirements have created a need for more



Analglsis Fiscal Note
SB 137 (Draft CS)
Page 3 of 15

sophisticated machines, plus monjtors for scoring purgoses. These test
machines w i|l save valuable examiner time which w ill be already over-taxed
by the lengthy and complex skills test.

The road test requires about 1 and 1/2 hours to administer, provided that
highway conditions to perform the requisite maneuvers can be found within
a Teasonable proximity. Additional land areas will be needed to conduct
off-road maneuvers, and in seme areas stryctures, such as loading docks,
w il| need to be constructed, rented, or simulated. The minimal number of
land areas needed to provide any reasonable convenience to driver
applicants is ten sites of approximately 1/2 foothall field in size.

— Costs—
The Division of Motor Vehicles (EMV) estimates approximately 10,000
drivers statewide w il need to be licensed by the federally-mandated _
deadline of April 1992, This requires E)Iacmg EMV staff tn key geographic
areas (Anchorage, Fairbanks, Soldotna, Juneau, and Mat-Su) and Renodlc
testing/monitofing trips to outlying areas in these regjons. The CDL
tests are demanding, and it is antiCipated that many drivers will need
retesting before they pass. California begﬁm its. tésting program January
1, 1989:"the initial failure rate on both the skills and knowledge test
was 57 percent.

To help cover costs of pIannmg and implementing the CDL Program, the
federal government has provided sane grant monies to each state. Same of
these manies have been reflected. in the operating budget, and the
remainder is reflected in this fiscal note.

AIthough implementing the CDL Program w ill require approximately

$600,000 to start up; and over half that much to maintain, the penaItY for
nonconpliance is the forfeiture of five percent (for Alaska about $6.
million) of a state's federal highway funds the first Year and_ ten percent
for every year of nonconpliance thereafter. Implementation will also make

our highways safer for the general motoring public.

_ —Revenues— _
(I; the current license fee structure, unrestricted revenues for the
0

Usin
firs
$'50
reven
(1,000 new licenses

two years of issuing commercial licenses are expected to average
000 annually (5,000 licenses/year x $10.0,0/I|c_ense8. Unrestrictéd
ues for ensumg years are expected to bring in $10,000 annually
year x $10.00/license).
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The EMV believes that commercial driver license fees should be raised to
a level that would fund this program. |f commeycial driver license fees
were increased to $100.00/licensé, the revenues for the first two years-of
Issuing commercial licenses would average $500,000 annually (5,000
licenses/year x $100.00/license). Revenues for ensumg years would then
bring in $100,000 annually (1,000 new licenses/year x $100.00/license).
Renewals.of CDLs five years after the initial licensing (FY96) will brmg
in additional revenues. Hie higher license fees would he consistent wit
what ether states are charging, and |s stil| for less than the State
currently charges for license$ in other professions.

In addition to the $100.00 fee for the CDL, a $25.00 fee for the skills
test will need to be assessed because the test is so time-consuming and in
many cases w ill need to pe attempted more than once. Ihe EMV inteids to
"grandfather" all qualified drivers through the skills test, but estimates
approximately 1,500 drivers per year w ill"remain to be tested in each of
the first twd years of issuing ccnmsrcial licenses, This would amount to
an additional §3_7,500 annually in revenues for each of those first two
years (hl,500 skills tests/year x $25.00/test). Revenges for ensying years
would then bring i $22,500 (900 skills tests/year x $25.00/test).

Since driver license activity |s_|ncrea5|n(r1 at all of the licensing
offices, the EMV believes there is a need To assess skills test fees for
all driver alo_p icants. Those seeking a license to drive a private
automobile, light truck or motorcycle would be assessed $15.00/test for
the 30-45 minUte test. An estimated 10,500 regular skills tests would be
administered during each of those first two start-up years. This would
brmg in an additional $157,500 in revenues for each 0f those two years
(10,500 regular skills tests/year x $15.00/skills test). Revenues for
ensuing years would then bring in $165,000 (11,000 reqular skills m
tests/year x $15,00/test), since it is anticipated the number of new
drivers seeking licenses ‘w ill increase.

Part of the increase in revenue indicated above will be used as program
receipts to fund the program.



REVENUE SUMMARY, Fiscal note
SB 137 (Draft C9)
Page 5 of 15

—Revenues—

FY91/92

5000 CDL's @ $100/ea

1.500 CDL skills testes @ $25/ea
10.500 reqular skills tests @ $15/ea

Total

FY93/94/95
1.000 CDL's @$100/ea
900 CDL skills tests @ $25/ea

11.000 regqular skills tests @ $15/ea
Total

FY96

5.000 CDL's @ $100/ea

900 CDL skills tests § $25/ea

11.000 regular skills tests § $15/ea

Total



SB 137 (Draft CS)
Page 6 of 15

FY91 fJulv 1990-June 19911
PERSONAL SERVICES $153.105

1 Documents Processing Clerk 11 (6 months) $15117
Step A)

6 Motor Vehicle Representative Ills $137,988
(Average of Steps A &B) (8 mos., 11/1/90-7/1/91)
1 Southeast (Juneau)
2 Anchorage

1 Fairbanks
1 Soldotna
1 Mat-Su
TRAVEL $16.840
Examiner Training (3 staff to national training program;
local training in-State) $13,640
Testing/Monitoring _ $ 3,200
(3 trips/region/6 mos. to other EMV offices.)
CONTRACTUAL SERVICES $66.400
Telephone/postage $ 3,200
Liaison & Support Services $10,000
Fall Marketing Campaign (1990) $ 5,000
Printing (Tests, Manuals, license aps.) $15,000
CDLIS user fees (5,000 records §$4.00/record) $20,000
(1/1/91-6/30/91)
* Polaroid . . $ 4,200
(5,000 licenses @$.83/license photo)
Truck rental for examiner training $ 9,000
SUPPLIES $2.000
EQUIEMENT $180.000

Automated testing devices:

14 automated testing devices @ $10,000 ea.
5 master controls @ $7,500 ea.

1

~o

0
5

“Hen
QO
oo
(e ¥ )



SB 137 (Draft C>
Page 7 of 15

(Automated testing devices are necessary for administration of
the knowledge test in major offices.)

O ffice equipment (furnishings for 5 positions; $1,000
desk, chair, file cabinet)
Miscellaneous $1,500
Eg., 32 parking cones é2-4 per each
test site) @approx. 16.00/ea $500
Other $1,000
LAND AND STRUCfIURES $195.000

Lease space for off-road testing; approx. 1/2 foothal
field in size at 10 sites statewide for 2 days/week. $195,000

TOTAL $613.345



PERSONAL SERVICES

FY92 fJulv 1991-June

1 Documents Processing Clerk |1
(Average of Steps A & B)

6 Motor Vehicle Representative Ill's
(Average of Steps A & B)
1 Southeast (Juneau)

2 AnchoraEe
1 Fairbanks
1 Soldotna
1 Mat-Su

TRAVEL

In-service training
Testing/Monjtoring .
(6 trips/region/year to other EMV offices)

Mileage

CONTRACTUAL SERVICES

Liaison & Support Services

Public Information

Printing (Tests & Manuals)

Commercial Driver License Information System

(CDLIS) user fees, 5,000 records@$4.00/record

Polaroid, 5,000 licenses @ .90/document

SUPPLIES
EQUIPMENT

LAND AND STRUC.-TOS

TOTAL

19927
$239.666
$30,593
$209,073
$16.800
$10,000
$6,400
400
$44.500
$10,000
$5,000
$5,000
$20,000
$4,500
$ 500
$1.000
$195.000

$497.466
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PY93 and future fiscal years
PERSONAL servTCES

1 Documents Processing Clerk I $30,593
(Average of Steps A & B)
6 Motor Vehicle Representative Ills $209,073

(Average of Steps A & B) .
2 Southeast (Juneau, Ketchikan)
4 Anchorage

2 Fairbanks
1 Kenai
1 Mat-Su
TRAVEL
In-service training $7,500
Testln%/Mpnltorlng - $6,400
(b trips/region/year to other CMV offices)
Mileage 400
CONTRACTUAL SERVICES
Liaison & Support Services $5,000
Public Information $2,000
Printing (Tests & Manuals) $5,000
CDLIS user fees, 200 records @$4.00/record $800
Polaroid, 200 licenses @ $.90/ license document $180
Training— 1 week, trainer and truck time $3,300
SUPPLIES
i
EQUIPMENT

LAND AND STRUCTURES

TOTAL

$239.666

$14.300

$16.280

$500
$1.000

$97.500

$369.246
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Position Title
Motor Vehicle Representative 11

Tine Status Staff Months
Pern. FT 8
Type of Expenditure Amount
i 2 3
Salary* 22,020 111
Benefits* 11,324 11111

Premium Pay (Included in Above) ///111111111111111 1111111111111111111
T 1T

Other
Total Personal Services ////11111111111111] 22,007
Travel 2,473
Contractual 1,200
Commodities 182
Equipment 1,000
Other -0-
Total Cost ‘26,862
Funding Source for Total Cost
Federal Receipts 1002 -0-
G.F. Hatch 1003 -0-
General Fund 1004 26,862
Program Receipts/GF 1005 -0-
[-A Receipts 1007 -0-
CIP Receipts 1061 -0-
Other -0-

* Personal Services Salary and Benefits Costs are from PACS.

KR agency , Decartiient af . Public.Saffltx
B

COMPONENT _ Dciyuc Scmecttf

No. of Positions  Range/Step Barg. Unit
J 10A el
Location Election District
... Jungau 4
Justification

This position will adninister road tests and knowledge exami-
nations to drivers of highly specialized classes of connercial
vehicles. The HWR 111 will conduct the road tests in the type
of commercial vehicle which the driver will be operating under
the license for which he is applying. Three classes of commer-
cial licenses will be issued with six additional endorsements.
The HWR 111 will be thoroughly faniliar with the operation of
the vehicles for which these licenses and endorsements will be
issued.
Pertinent facts related to the testing and licensing procedure
include:

The basic road test and pre-trip inspection require 1.5 hours

to administer.

10,000 drivers will need to be licensed by April 1992,

The first state to conduct commercial driver tests had a

failure rate of 57%, necessitating extensive retesting.

The HWR 111 will also conduct vehicle safety inspections prior
to administering the road test. After the test has been com-
pleted, the HVR 111 will determine whether applicants should
receive operator's licenses and any endorsements for which they
are applying.

In addition to testing and licensing duties, the HWR IIl also
monitors quality control and error correction in the adminis-
tration of these duties. [Inquiries from citizens and public
agencies regarding commercial driver's licenses and safety will
be responded to by the HVR HI where appropriate.

FY 91

Revised Date



Position Title No. of Positions Range/Step Barg. Unit
Hotor Vehicle Representative 111 2 108 ey
Tine Status Staff Months -~ Location Election District
Perm. FT 2 positions @8 months each - 16 Anchorage 7-15
Justification
Type of Expenditure Amount Thir position will administer road tests and knowledge exami-
nations to drivers of highly specialized classes of commercial

! vehicles. The HVR 111 will conduct the road tests in the type

Salary* 45,532 . . . . . . :

Benefi ts* 23.025 111111111111, Of commercial vehicle which the driver will be operating under

premium Pay (Included in AbOVe) ///7/7///111710111 11700711170717777;7; (N€ icense for which he is applying. Three classes of commer-

Other 010 11111111111111010, cial licenses will be issued with six additional endorsements.

Total Personal Services f///71/111i111111/ 45 181 The HVR IT1 will be thoroughly familiar with the operation of

Travel 4’948 the vehicles for which these licenses and endorsements will be
' issued.

gg,?]mﬁft”,i's 2’40 Pertinent facts related to the testing and licensing procedure
: include:

S‘ﬂﬁé‘?mem 2,000 The basic road test and pre-trip inspection require 1.5 hours

to administer.
Total Cost 54,891 10,000 drivers will need to be licensed by April 1992,

Funding Source for Total Cost
Federal Receipts 1002

G.F. Hatch 1003

General Fund 1004 54,891
Program Receipts/GF 1005

[-A Receipts 1007

CIP Receipts 1061

Other

* Personal Services Salary and Benefits Costs are from PACS.

The first state to conduct commercial driver tests had a
failure rate of 57% necessitating extensive retesting.

The HWR 111 will also conduct vehicle safety inspections prior
to administering the road test. After the test has been com-
pleted, the HWR Il will determine whether applicants should
receive operator's licenses and any >ndorsements for which they
are applying.

In addition  testing and licensing duties, the HVWR IIl also
monitors qualify control and error correction in the adminis-
tration of these duties. Inquiries from citizens and public
agencies regarding commercial driver's licenses and safety will
be responded to by the HWR Ill where appropriate.

@%ﬁ& Bepartment af.Euklic-Sdfety FY 91
BRU  Hotor Vehicles Revised Oate

COMPONENT field Services



Position Title

Motor Vehicle Representative [l

Time Status
Psrrn. FT

Type of Expenditure

Salary"
Benefits

Other

Total Personal Ses-vices

Travel
Contractual
Commodi ties
Equipment
Other

Staff Honths

Amount

LHETETTETEEEE
LHEEHEEEETTE

Premium Pay (Included in Above) /777770110110 01001 F110111111111111111
LILLLLTLLTL LI, FLEET LTI

THETHEEEEEL

Funding Source for Total Cost

Federal Receipts

G.F. Hatch

General Fund

Program Receipts/GF 1005
[-A Receipts

CIP Receipts

Other

Personal Services Salary and

REQUEST FOR
HEW POSITION

Benefits Costs are from PACS

AGENCY
bru Hotor Vehicles

component _ field Seaices

Range/Step
108

No. of Positions

Location Election District
Fairbanks 18-21

Justification
This position will administer road tests and knowledge exami-
nations to drivers of highly specialized classes of commercial
vehicles. The HWR Il will conduct the road tests in the type
of commercial vehicle which the driver will be operating under
the license for which he is applying. Three classes of commer-
cial licenses will be issued with six additional endarements.
The HWR 111 will be thoroughly familiar with the operation of
the vehicles for which these licenses and endorsements will be
issued.
Pertinent facts related to the testing and licensing procedure
include:

The basic road test and pre-trip inspection require 1.5 hours

to administer.

10,000 drivers will need to be licensed by April 1992.

The first state to conduct connercial driver tests had a

failure rate of 57% necessitating extensive retesting.

The HWR [l will also conduct vehicle safety inspections prior
to administering the road test. After the test has been com-
pleted, the HWR 111 will determine whether applicants should
receive operator's licenses and any endorsements for which they

are applying.

In addition to testing and licensing duties, the HVWR Il1 also
monitors quality control and error correction in the adminis-
tration of these duties. Inquiries from citizens and public
agencies regarding commercial driver's licenses and safety will
be responded to by the HWR Il wher3 appropriate.

Department of Public Safaty



Position Title
Hotor Vehicle Representative 11

Tine Status | Staff Honths

Pens FT ] 8

Type of Expenditure Amount
Salary* 24,120 LILLITLTIIIITTTT T
Benefi ts* 11,892 .
Premium Pay (Included in Above) /777i11i1ii1111101 1110010010011011111
Other .

Total Personal Services //7/11111111111111 23,767

Travel 2,473
Contractual 1,200
Conmodi ties
Equipnent 1,000
Other

Total Cost 28,622

Funding Source for Total Cost
Federal Receipts
G.F. Hatch
General Fund 28,622
Program Receipts/GF 1005
[-A Receipts
CIP Receipts
Other

* Personal Services Salary and Benefits Costs are from PACS.

REQUEST FOR
NEW POSITION

COMPONENT  _ fiuld SaCYitfii.

No. of Positions  Range/Step Barg. Unit

1 10B eel
Location Election District
Kenai/Soldotna 5

Justification
This position will administer road tests and knowledge exami-
nations to drivers of highly specialized classes of commercial
vehicles. The HWR Il will conduct the road tests in the type
of commercial vehicle which the driver will be operating under
the license for which he is applying. Three classes of commer-
cial licenses will be issued with six additional endorsements.
The HWR I11 will be thoroughly familiar with the operation of
the vehicles for which these licenses and endorsements wil" be
issued.
Pertinent facts related to the testing and licensing procedure
include:

The basic road test and pre-trip inspection require 1.5 hours

to administer.

10,000 drivers will need to be licensed by April 1992.

The first state to conduct commercial driver tests had a

failure rate of 57X, necessitating extensive retesting.
The VR 111 will also conduct vehicle safety inspections prior
to administering the road test. After the test has been com-
pleted, the HVR 111 will determine whether applicants should
receive operator's licenses and any endorsements for which they
are applying.
In addtion to testing and licensing duties, the HWR I[ll also
monitors quality control and error correction in the adminis-
tration of these duties. Inquiries from citizens and public
agencies regarding commercial driver's licenses anu safety will
be responded to by the HWR 111 where appropriate.

AGENCY  Cecdntnent-fIf.PubU.t._Sataif. :lE

Revised Date



