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S P O N S O R  S T A T E M E N T

Senate Jo in t R eso lu tion  6 
Federal M edical Assistance R eduction

Senate Joint Resolution 6 urges federal action to m ain ta in  the current level of 

federal fu nd ing  fo r the state's M ed ica id  program . The U.S. D epartm ent of 

H ealth  and H u m a n  Services recently announced that the federal share of the 

medical assistance program , know n as the Federal M ed ica l Assistance 

Percentage (F M A P ), w ill be reduced by 7.58% on O ctober 1, 2005.

The reduction in the F M A P  w ill result in an approxim ate ly  $53 m illio n  loss in 

federal M ed ica id  do llars  in fiscal year 2006 and $73 m illio n  in fiscal year 2007.

It  is im perative  that Congress and the federal adm in is tra tion  know  and 

understand the reasons behind the high level o f health care costs in Alaska. 

Senate Joint Resolution 6 requests Congress to take action to correct the form ula  

flaw  that resulted in the proposed substantial F M A P  reduction and to take  

w hatever measures necessary to hold Alaska harmless from  the reduction in the 

Federal M ed ica l Assistance Percentage for Alaska.

Please join m e in support o f our state M edical program  am i endorse Senate Joint 

Resolution 6.

P ro u d ly  K c p rc s n il in n  I lie H o lden  H ea rt o f A laska

http://www.guiywilkcn.com
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S E N A T E  J O IN T  R E S O L U T IO N  N O . 6 

IN  T H E  L E G IS L A T U R E  OF T H E  S T A T E  OF A L A S K A  

T W E N T Y -F O U R T H  L E G IS L A T U R E  - F IR ST  SESS ION
HY THE SENATE FINANCE COMMITTEE
Introduced: 2/7/05 
Referred: Finance

A  R E S O L U T IO N

1 R e la tin g  to a re d u c tio n  in  the  Fede ra l M ed ica l Ass is tance Pe rcen tage  lo r  A laskans , and

2 u rg in g  the  U n ite d  S tates Congress to  ta ke  action  to p re ven t the  re d u c tio n .

3 HE IT  R E S O L V E D  BY  T H E  L E G IS L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

4 W H E R E A S , under each state's M ed ica id  program , the federal governm ent pays a
5 share o f  medica l assistance expenditures, known as the Federal M ed ica l Assistance
6 Percentage: and
7 W H E R E A S  the Centers fo r Medicare and M ed ica id  Services in the United States
X Department o f  Health and Human Services have recently announced that the A laska Federal
0 M ed ica l Assistance Percentage w ill be reduced by 7.58 percent in the com ing  years, changing

10 the exis ting  rate o f  57.58 percent federal and 42.42 percent state to a rate o f  50 percent federal
1 1 and 50 percent state: and
12 W H E R E A S  the reduction  in the Federal M ed ica l Assistance Percentage w i l l  result in
13 a $53,000,000 loss to  A laskans in fiscal year 2006 and a $73,000,000 loss to A laskans in
14 lisca l >ear 2007; and
15 W H E R E A S  the h igh level o f  health care costs in A laska re flects the overa ll high cost
16 o f  liv in g  in A laska ; and
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1 W H E R E A S  the overa ll high cost o f  liv in g  in  A laska  is g rea tly  d riven  by geographic
2  and demographic factors inc lud ing  that
3 (1) 600,000 people live  in A laska, a state the size o f  Texas, C a lifo rn ia , and
4 Montana com bined, that extends over 3,000 m iles from  the A leu tian  Islands to Canada;
5 (2) most o f  A laska  is w ith o u t roads and transporta tion is la rge ly accomplished
6 by boat, a irplane, and snowm ob ile ;
7 (3) much o f  the health care provided in A laska  is located outside o f  local
S v illages and res identia l areas, necessitating a ir transporta tion to larger m e tropo litan  areas such
9 as Anchorage, A laska, and Seattle, W ashington, that are hundreds o r thousands o f  m iles

1 0  away:
1 1 (4) gasoline prices in much o f  rural A laska are close to S6 a ga llon; heating
1 2  fue l, at a com parab ly h igh cost, must be used year-round; and e le c tr ic ity  must be loca lly
13 generated due to the distances between rural e lectrica l g rids re ly in g  on expensive fossil fuels:
14 (5) much o f  A laska food and a ll manufactured goods must be shipped in from
15 the lower 48 slates by barge du ring  the b r ie f summer months and llow n  in by a ir du ring  the
16 rest o f  the year at a h igh cost;
17 (6 ) recru itm en t and retention o f  qua lified  health care providers is made
IS d if f ic u lt by the remoteness o f  the areas served and the necessity o f  w o rk in g  long hours
19 w ithou t re lie f, requ iring  h igher salaries;
20 (7) the popu la tion  o f  A laska is scattered across vast distances, rendering the
2 1  establishment and maintenance o f  in frastructure support fo r  medica l testing and surgical
22  procedures im possib le and necessitating a ir transporta tion o f  patients and lab specimens
23 outside o f  A laska at great expense; and
24 (8 ) the prevalence o f  chron ic disease, such as diabetes, is increasing faster in
25 A laska Jian in o ther slates, cancer is the leading cause o f  death in A laska , tuberculosis is s till
26 a pub lic  health p rob lem  in the state, and each translates in to  h igher health care costs in
27 A laska: and
28 W H E R E A S , w h ile  the federal government recognizes the  h igh cost o f  liv in g  in
29 A laska by add ing a 25 percent cost-o f- liv ing  a llowance to federal employees w ork ing  in
30 A laska, the federal government does not recognize the high cost o f  liv in g  in A laska in other
3 1 federal payments o r programs; and
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W H E R E A S  the Ka iser Fam ily  Foundation's State Health Facts report shows A laska 
to have the highest hospita l inpatient cost per day and to he in the top ranks o f  pharmaceutical 
costs; and

W H E R E A S  the reduction o f  the Federal M edica l Assistance Percentage threatens the 
a va ila b ility  o f  continued health care services fo r seniors, d isabled people, and other needy and 
vulnerab le popula tions in A laska; and

W H E R E A S  the reduction o f  the Federal M edica l Assistance Percentage threatens the 
s tab ility  and sus ta inab ility  o f  the health care infrastructure in A laska, inc lud ing  hospitals and 
other p rim a ry  care fac ilities , as w e ll as the provis ion o f  ru ra l health care in N a tive  health care 
fa c ilit ie s  and com m un ity  health c lin ics  across the state;

BE  IT  R E S O L V E D  by the A laska Slate Legisla ture that the United States Congress 
and the federal adm in is tra tion  must understand the s ign ifican t e ffec t on the people o f  the state 
by the reduction o f  the Federal M edica l Assistance Percentage :n A laska ; and be it

F U R T H E R  R E S O L V E D  that the A laska State Leg isla ture urges federal action to 
correct the fo rm u la  that a llow s fo r the reduction o f  the Federal M ed ica l Assistance Percentage 
in A laska, to m a in ta in  the ex is ting  rate fo r A laska o f  57.58 percent federal and 42.42 percent 
state, and to take whatever add itiona l actions are necessary to ho ld  A laska harmless from  ’ he 
proposed reduction in the Federal Medica l Assistance Percentage in the state.

C O P IE S  o f  th is resolution shall be rent to the Honorab le George W . Bush, President 
o f  the United States: the Honorable R ic lu rd  B. Cheney, V ice-President o f  the United States 
and President o f  the U.S. Senate; the H ono ia b k  M ichae l O Leav itt. U n ited  States Secretary 
o f  Health and Human Services; the Honorable Ted Stevens and the Honorable Lisa 
M in kow sk i, U.S. Senators, and the Honorable Don Young, U.S. Representative, members o f  
the A laska delegation in Congress; and to all o ther members o f  the !09lh United States 
Congress.

S.IK006A
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Impact of FMAP Reduction on State Match 
P ro jec te d  M e d ic a id  E xp en d itu res  
2 00 5  to  2 015
Funds in Thousands

STATE FISCAL YEAR  FEDERAL FISCAL YEAR  Announced FMAP *

State
Fiscal
Year

Im pact of 
FMAP Reduction 
on S ta te  Match

2005 $0
2006 $52,872,300
2007 $72,853,900
2008 $80,974,800
2009 $86,267,100
2010 $91,200,100
2011 $96,490,400
2012 $101,437,900
2013 $106,115,400
2014 $110,716,900
2015 $115,287,300
Total $914,216,100

Federal
Fiscal
Year

Impact of 
FMAP Reduction 
on State Match

2005 $0
2006 $70,223,800
2007 $77,410,800
2008 $82,670,600
2009 $87,473,900
2010 $92,535,500
2011 $97,781,300
2012 $102,608,400
2013 $107,274,400
2014 $111,861,900
2015 $116,421,500
Total $946,262,100

Federal
Fiscal
Year

Title
XXI

FMAP

Title
XIX

FMAP
2005 70.31% 57.58%
2006 65.11% 50.16%
2007 65.00% 50.00%
2008 65.00% 50.00%
2009 65.00% 50.00%
2010 65.00% 50.00%
2011 65.00% 50.00%
2012 65.00% 50.00%
20”3 65.00% 50.00%
2014 65.00% 50.00%
2015 65.00% 50.00%

A ssum ptions:
SFY2005 is from the Operating Budget; SFY2006 is from the Governor’s Budget; SFY2007 to SFY2015 are actual quarterly claim payments (Jan. 1998-Dec. 
2004) projected using a linear trond.
FFY2005 to FFY2015 are actual quarterly claim payments (Jan. 1998-Dec. 2004) projected using a linear trend.
The announced FMAP for FFY2007 and forward is assumed to be the minimum allowed rate.

No changes to program services or eligibility are included except a 39% reduction in pharmacy costs for Medicare Part D coverage beginning in 2006.
Past trends in inflation and population growth are expected to continue and are therefore already included in the projection. No additional adjustments are 
made.

Source: DHSS, FMS, Medicaid Budget Group, February 12, 2005
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Percent of Total Medicaid Expenditures by Fund Source 
SFY1995 to SFY2015

■Federal Funds “  "  Projected Federal Funds ■State M atch”  ”  Projected Stale Match

\#  <3$ c #  #  < #  ^  ^  ^  ^  ^  ( #  ^  ^  ^V* ^  N4 V 1 f  f  f  f  f  f  f  f  f  f  f  f  f  f  f  f
S ta te  F iscal Y ear

SFY1995 to SFY2004 are actual quarterly claim payments; SFY2005 is from the Operating Budget; SFY2006 is from the Governor's Budge . 3FY2007 
to SFY2015 are actual quarterly claim payments projected using a linear trend.
Source; DHSS, FMS, Medicaid Budget Group
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$ 1 ,8 0 0 ,3 0 0 ,0 0 0

$ 1 ,6 0 0 ,3 0 0 ,0 0 0

$ 1 ,4 0 0 ,3 0 0 ,0 0 0

$ 1 ,2 0 0 ,3 0 0 ,0 0 0

$ 1 ,0 0 0 ,3 0 0 ,0 0 0

$ 8 0 0 ,3 0 0 ,0 0 0

$ 6 0 0 ,3 0 0 ,0 0 0

$ 4 0 0 ,3 0 0 ,0 0 0

$ 2 0 0 ,3 0 0 ,0 0 0

$ 30 0 ,0 0 0

$ 2 , 0 0 0 , 3 0 0 , 0 0 0

Im pact of FMAP R e d u c tio n s  on G enera l F u n d s  
P ro jected  M e d ica id  E xp en d itu res  by Fund S o u rc e  

S F Y 20 0 5  to S FY 2015

■  Additional GF Needed if FMAP C hanges 
F.' GF if FMAP stays at FFY05 Level
■  Federal Funds if FMAP C hanges

{
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I I 1i
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2005 2006 2007 2008 2009 2010
S ta te  F iscal

2012 2013 2014 2015

■'FY2005 is from the Operating Budget. SFY200G is from the Governor's Budget. SFY2007 to SFY201G are actual quarterly claim payments projected using a linear trend

ource DHSS, FMS. Medicaid Budget Group



Im pac t of FMAP R e d u c tio n s  on G eneral F u n d s  
P ro jec ted  M ed ica id  G en era l Fund Need  

S F Y 20 0 5  to S FY 2015

$ 9 0 0 ,3 0 0 ,0 0 0  

$ 8 0 0 ,3 0 0 ,0 0 0  

$ 7 0 0 ,3 0 0 ,0 0 0  

$ 6 0 0 ,3 0 0 ,0 0 0  

$ 5 0 0 ,3 0 0 ,0 0 0  

$ 4 0 0 ,3 0 0 ,0 0 0  

$ 3 0 0 ,3 0 0 ,0 0 0  

$ 2 0 0 ,3 0 0 ,0 0 0  

$ 1 0 0 ,3 0 0 ,0 0 0  

$ 3 0 0 ,0 0 0

SFY2005 is Irom the Operating Budget; SFY2006 is from (lie Governor's Budget; SFY2007 to SFY2015 are actual quarterly claim payments projected using a linear

Source DHSS, FMS, Medicaid Budget Group

■  Add itiona l GF if FMAP Changes as Pro jected 

ES GF if FMAP Stayed at FFY05 Level
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Im pac t of FMAP R e d u c tio n s  on G enera l F u n d s  
P ro jec ted  A d d i t i o n ?! G en era l Funds N eed ed  fo r M ed ica id  

S F Y 2005  to S F Y 20 1 5

$ 1 4 0 ,0 0 0 ,0 0 0  

$12 0 ,0 0 0 ,0 0 0  

$ 10 0 ,0 0 0 ,0 0 0  

$ 8 0 ,0 0 0 ,0 0 0  

$ 6 0 ,0 0 0 ,0 0 0  

$ 4 0 ,0 0 0 ,0 0 0  

$20 ,000 ,000  

$0

SFY2005 is from the Operating Budget. SFY2006 if. from the Governor's Budget: SFY2007 to SFY2015 me actual cjundcrly claim payments projected usmrj n linear trend

Source DH SS, FM S, M ed ica id  Budget Group

2005  2006 2 007  2 00 8  2009  2010  2011 2012  2013  2014  2015

S ta te  F iscal Y e a r
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F IS C A L  N O T E
STATE  O F ALASKA
2005 L E G IS L A T IV E  SESS ION

Revision Date/Time (Note if correction):
T.„ FEDERAL MEDICAL ASSISTANCE
l,llQ REDUCTION

1
SJR 6

Fiscal Note Number:
Bill Version:
( s ) Publish Date:
Dept. Affected:
RDU Behavioral Health

2/22/05
Health & Social Services

Component Behavioral Hlth Medicaid Svcs
SENATE FINANCESponsor 

Requester 
Expenditures/Revenues

SFIN Component No. 
(Thousands of Dollars)

2660

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2006 FY 2007 FY2C08 FY 2009 FY 2010 FY 2011
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES
CHANGE IN REVENUES (0)
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1037 GF/Mental Health
Other(Specify Type-do not abbreviate)
Other(Specify Type-do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY2005) cost: _________
Mark this box (X) if funding for this bill is included in the Governor's FY 2006 budget proposal: 
POSITIONS
Full-time
Part-time
Temporary
ANALYSIS: (Attach a separate page it necessary)

I f  the current federal law  is not changed, the FFY06 Federal M ed ica l Assistance Payment 
(FM AP) fo r M ed ica id  Services w ill be 50.16%, down 7.42% from  the 57.5S% in FFY05. This 
decrease is more than tw ice  that o f  the state w ith  the next highest cut. W h ile  the federal 
government recognizes the h igh cost o f  liv in g  in A laska by adding a 25% C O LA  to federal 
salaries, the federal government docs not recognize the h igh cost o f  liv in g  when ca lcu la ting 
federal payments. A laska has the highest hospital inpatient cost per day and is in the top ranks 
o f  pharmacy costs. The reduction in FM A P  w il l result in a loss o f  federal funds and an increase 
in state general funds o f  $53 m illio n  in FY06 and $73 m illio n  in FY07. O ver the next 10 years 
the cost o f  the F M A P  reduction is projected to exceed $900 m illio n .

Prepared by: Bill Hoqan 
Division

Phone 907-465-3166
Behavioral Health Date/Tim e 02/17/2005

Approved by: Joel S. Gilbertson, Commissioner 
Agency

Dale 02/18/2005
Department o l Health and Social Services

(Hurtl'd 0/J3/J004 OUli) Page 1 of 2



F ISC A L  NO TE
F N #  1

ST A  I E  O F  A L A S K A  ]{]LL N0 S ,R (i
2005 L E G I S L A T IV E  SESS IO iN

ANALYSIS CONTINUATION
Assum ing  the leve l o f  Behaviora l Health M ed ica id  Services in  FY06 w i l l  be the same as in FY05, the 
F M A P  reduction  w il l  result in a S7,909.2 reduction in  federal revenues fo r this component that w i l l  need 
to be supplanted by GF.

Page 2 o f 2



F IS C A L  N O T E
STATE  O I-ALASKA
2005 L E G IS L A T IV E  SESS ION SJR 6

Revision Date/Time (Note if correction);
FEDERAL MEDICAL ASSISTANCE 
REDUCTIONTitle

Fiscal Note Number:
Bill Version:
( s ) Publish Date:
Dept. Affected:
RDU Children's Services

2/22/05
Health & Social Services

Component Children's Medicaid Services
SENATE FINANCESponsor 

Requester 
Expenditures/Revenues

SFIN Component No. 
(Thousands of Dollars)

2651

Note: Amounts do not include inflation unless otherwise noled below.
OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Personal Sorvices
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES
CHANGE IN REVENUES (0)
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1037 GF/Mental Health
Other(Specify Type-do not abbreviate)
OIher(Spocify Type-do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY2005) cost: __________
Mark this box (X) if funding for this bill is included in the Governor's FY 2006 budget proposal: 
POSITIONS ______  _______________________
Full-time
Part-time
Temporary
ANALYSIS: (Attach a icporato ptgo it necassaty)

I f  the current federal law  is not changed. the FFY06 Federal M ed ica l Assistance Payment 
(FM AP) fo r M ed ica id  Services w i l l  lie 50.16%, down 7.-12% from  the 57.58% in FFY05. This 
decrease is more than tw ice  that o f  the state w ith  the next highest cut. W h ile  the federal 
government recognizes the h igh cost o f  liv in g  in A laska by add ing a 25% C O L A  to  federal 
salaries, the federal government does not recognize the h igh cost o f  l iv in g  when ca lcu la ting 
federal payments. A laska has the highest hospita l inpatient cost pe r day and is in the mp ranks 
o f  pharmacy costs. The reduction in FM A P  w il l result in a loss o f  federal funds and an increase 
in state general funds o f  S53 m ill io n  in  1-Y06 and $73 m illio n  in FY07. O ve r the next 10 years 
the cost o f  the F M A P  reduction  is projected to exceed S% 0  m illio n .

Marcia Konnai
Olfico of Children's Services

Prepared by:
Division
Approved by: Joel S. Gilbertson, Commissioner 
Agency

Phone 907-465-3011
D.itu/1 imo 02/17/2005

Date 02/18/2005
Popnttmonl of Health and Soon' Services

Pago 1 of 2



F ISCAL  NOTE
FN #  2

S T A T E  O F  A L A S K A
2005 L E G I S L A T IV E  S E S S IO N

HILL NO. S'.IK t

ANALYSIS CONTINUATION
Assum ing llic  leve l o f  Child ren 's M edica id  Services in FY06 w i l l  be ihc  same as in FY05, the 
FM A P  reduction w i l l  result in a S654.S reduction in  federal revenues fo r th is component that w ill need to 
be supplanted by GF.

Page 2 o f  2



F IS C A L  N O T E
STATE O F ALASKA
2005 L E G IS L A T IV E  SESS ION SJR 6

Revision Date/Time (Note II correction):
FEDERAL MEDICAL ASSISTANCE 
REDUCTIONTitle

Fiscal Note Number:
Bill Version:
( s ) Publish Date: 2/22/05
Dept. Affected: ____________
RDU Senior and Disabilities Svcs

Health & Social Services

Component Senior/Disabilities Medicaid Svc
SENATE FINANCESponsor 

Requester 
Expenditures/Revenues

SFIN Component No. 
(Thousands of Dollars)

2562

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 200G FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 O.Q 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES
CHANGE IN REVENUES (0)
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1037 GF/Mental Health
Other(Specify Type-do not abbreviate)
Other(Specify Type-do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY2005) cost: __________
Mark this box (X) if funding for this bill is included in the Governor’s FY 2006 budget proposal: 
P O S I T I O N S ______________________ __________________________________
Full-time
Part-time
Temporary'
ANALYSIS: (Attach a separate page it nucossary)

I f  the current federal law  is not changed, the FFY06 Federal M ed ica l Assistance Payment 
(FM AP) fo r M ed ica id  Services w il l be 50.16%, down 7.42% from  the 57,5S% in FFY05. This 
decrease is more than tw ice  that o l ’ lhc state w ith  the next highest cut. W h ile  the federal 
government recognizes the h igh cost o f  liv in g  in A laska by adding a 25% C O L A  to federal 
salaries, the federal government does not recognize the high cost o f  l iv in g  when ca lcu la ting  
federal payments. A laska has the highest hospita l inpatient cost per day and is in the top ranks 
o f  pharmacy costs. The reduction in F M A P  w ill result in a loss o f  federal funds and an increase 
in state general funds o f  S53 m illio n  in FY06 and S73 m illio n  in FY07. O ve r the next 10 years 
the cost o f  the F M A P  reduction is pro jected to exceed $000 m illio n .

Prepared by: Slevu Ashman 
Division Senior and Disabilities Services

Phone 907-465-3819 
Date/Time 02/17/2005

Approved by: Joel S Gilbertson. Commissioner 
Agency

Date 02/18/2005
Department of Health and Social Services

U'.'l. OMB) Page 1 ol 2



ANALYSIS c o n t in u a t io n
Assum ing the level o f  Senio r &  D isab ilities M edica id  Services in  FY06 w ill be the same as in FY05, the 
F M A P  reduction w i l l  result in a S 15,474.7 reduction in federal revenues fo r th is component that w ill 
need to be supplanted by GF.

F ISCAL  NOTE
FN  ft 3

S T A T E  O F  A L A S K A  h ill  NO. SJK6
2005 L E G I S L A T IV E  S E S S IO N
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F IS C A L  N O T E
STATE OF ALASKA
2005 L E G IS L A T IV E  SESS ION SJR 6

Revision Dale/Time (Note if correction):
FEDERAL MEDICAL ASSISTANCE 
REDUCTIONTitle

Fiscal Note Number:
Bill Version: _____
( s ) Publish Date: 2/22/05
Dept. Affected: ______
RDU Health Care Services

Health 8 Social Services

Component Medicaid Services
SENATE FINANCESponsor 

Requester 
Expenditures/Revenues

SFIN Component No. 2077
(Thousands of Dollars)________

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Personal Services
Travel
Contractual
Supplies
Equipment
Land 8 Structures
Grants 8 Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0) cur 0.0 0.0
CAPITAL EXPENDITURES
CHANGE IN REVENUES (0)
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1037 GF/Mental Health 
Other(Specify Type-do not abbreviate) 
Other(Specify Type-do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY2005) cost: __________
Mark this box (X) if funding for this bill is included in the Governor's FY 200G budget proposal: [
POSITIONS
Full-time
Part-time
Temporary
ANALYSIS: (Attach a separate payo if necessary)

I f  the current federal law  is not changed, the IT 'Y IK i Federal M ed ica l Assistance Payment 
(FM AP) fo r M ed ica id  Services w ill be 50.16%, down 7.42% from  the 57.58% in  FFY05. This 
decrease is more than tw ice  that o f  the state w ith  the next highest cut. W h ile  the federal 
government recognizes the h igh cost o f  liv in g  in  A laska by add ing a 25% C O L A  to federal 
salaries, the federal government does not recognize the high cost o f  liv in g  when ca lcu la ting 
federal payments. A laska  has the highest hosp ita l inpatient cost per day and is in the top ranks 
o f  pharmacy costs. The reduction in FM A P  w ill result in a loss o f  federal funds and an increase 
in state general funds o fS53  m illio n  in FY06 and $73 m illio n  in FY07. O ver the next 10 years 
the cost o f  the F M A P  reduction  is pro jected to exceed S900 m illio n .

Propared by: Dwayne Peoples_______________________________________ Phone 907-465-5830_______
Division Health Care Services_________________________________ Date/Time 02/17/2005_________
Approved by Jool S. Gilbertson, Commissioner  Date 02/18/2005_________
Agency Department of Health and Social Services_______________
(Hw»»d6?JV0Mpvfi| Pnyo 1 c f7



F ISCA L  NOTE
FN #  4

S T A T E  O F  A L A S K A
2005 L E G I S L A T IV E  S E S S IO N

It IL L  NO. SJR 6

ANALYSIS CONTINUATION
Assum ing  the leve l o f  M ed ica id  Services in FY06 w ill be the same as in FY05, the FM A P  reduction w ill 
result in a S28.8S3.6 reduction  in federal revenues fo r this component that w i l l  need to  be supplanted by 
GF.
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FURTHER:

s e n a t e  f in a n c e  c o m m it t e e  REPORT
First Committee of Referral

REPORTED O U T

f- ,:'n  ?  ?nor>
SENA I E FINANCE 

CC.UMITEE

DATE TURNED
IN TO OFFICE: H L ^ A Q Q S

DATE: 2/7/05

D ate o f 5-D ay N o tice :______________________
(in accordance with Uniform Rule 23)

Finance Committee considered SENATE JOINT RESOLUTION NO. 6

SJR 6 FEDERAL MEDICAL ASSISTANCE REDUCTION

Relating to a reduction in the Federal Medical Assistance Percentage for Alaskans, and urging the United 
States Congress to take action to prevent the reduction.

and recommends:

[ ] be re p la c e d  with 

[ ] adopt p re v io u s  _

( ] attached amendment(s)

[ ] adopt Letter of Intent by 

[ ] further referral to ______

CS

cs

Committee

Committee

- )

Senate Bill:
[ ] Same Title 
[ ] New Title

House Bill:
[ j Same Title 
[ j Technical Title 

Change 
[ ] New Title w/ 

SCR # ___

NEW FISCAL NO TE(S): PREVIOUS FISCAL NOTE(S):

Department Date Fiscal Ind. Zero FN#

& l-*v.'« r
iR65 0 19 o ? /

3 I* o5

a. W o ? n/

3 |9 t 6 \ /

Department Date Fiscal r Ind. Zero FN#

[ ] APPROPRIATION - no fiscal note



REPORTED OUT

Fiscal Note Number: 
Bill Version:
( ) Publish Date:

Revision Date/Time (Note if correction): Dept. Affected:
FEDERAL MEDICAL ASSISTANCE 
PEDUCTION

F IS C A L  N O T E
STATE OF ALASKA
2005 L E G IS L A T IV E  SESS ION

Title

SJR6-DHSSi-DBH-02-18-05

Health & Social Services

M'«(

RDU Behavioral Health
Component Behavioral Hlth Medicaid Svcs

SENATE FINANCESponsor 
Requester 
Expenditures/Revenues

SFIN

Note: Amounts do not include inflation unless otheiwise noted below.

Component No. 2660
(Thousands of Dollars)________

OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES
CHANGE IN REVENUES (0)
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1037 GF/Mental Health
Other(Specify Type-do not abbreviate)
Other(Specify Type-do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY2005) c o s t : __________
Mark this box (X) if funding for this bill is included in the Governor's FY 2006 budget proposal: 
POSITIONS
Full-time
Part-time
Temporary
ANALYSIS: (Attach a separate page it necessary)

I f  the current federal law  is not changed, the FFY06 Federal M ed ica l Assistance Payment 
(FM AP) fo r M ed ica id  Services w ill be 50.16%, down 7.42% from  the 57.58% in FFY05. Th is 
decrease is more than tw ice  that o f  the state w ith  the next h ighest cut. W h ile  the federal 
government recognizes the h igh cost o f  l iv in g  in A laska by add ing a 25% C O LA  to  federal 
salaries, the federal government does not recognize the h igh cost o f  l iv in g  when ca lcu la ting  
federal payments. A laska has the highest hospita l inpatient cost per day and is in the top ranks 
o f  pharmacy costs. The reduction in FM A P  w ill result in a loss o f  federal funds and an increase 
in state general funds o f  $53 m illio n  in FY06 and $73 m ill io n  in  FY07. O ve r the next 10 years 
the cost o f  the FM A P  reduction is projected to exceed $900 m illio n .

Prepared by: Bill Hoqan______
Division Behavioral Health

Phone 907-465-3166
Date/Tim o 02/17/2005

Approved by: Joel S. Gilbertson. Commissioner 
Agoncy

Date 02/18/2005
Department of Heallh and Social Services

(RcvBud <WJ'200< OMB) r’ jigo 1 of 2
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F ISC A L  NOTE
FN  #

S T A T E  O F  A L A S K A
2005 L E G IS L A T IV E  S E S S IO N

H IL L  NO. SJR6-DHSS-DBH-02-18-05

ANALYSIS CONTINUATION
Assum ing the level o f  Behaviora l Health Medica id  Services in FY06 w i l l  be the same as in FY05, the 
F M A P  reduction w ill result in a 57,909.2 reduction in federal revenues fo r th is  component that w il l need 
to be supplanted by GF.
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Fiscal Noto Number: 
Bill Version:
( ) Publish Dale:

Rovision Date/Time (Note il correction): Dept. Affected:
FEDERAL MEDICAL ASSISTANCE 
REDUCTION

F IS C A L  N O T E
STATE  O F ALASK A
2005 L E G IS L A T IV E  SESS ION

Title

SJR6-DHSS-O CS-02-18-05

Health & Social Services
RDU Children's Services
Component Children's Medicaid Services

Sponsor SENATE FINANCE 
Requester SFIN
Expenditures/Revenues

Component No. 
(Thousands of Dollars)

2661

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES
CHANGE IN REVENUES (0)
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1037 GF/Mental Health
Other(Specify Type-do not abbreviate)
Oiher(Specify Type-do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY2005) cost: __________
Mark this box (X) if funding for this bill is included in the Governor's FY 2006 budget proposal: [
POSITIONS
Full-time
Part-time
Temporary
ANALYSIS: (Attach a separate page if necessary)

I f  the current federal law  is not changed, the FFY06 Federal M ed ica l Assistance Payment 
(FM AP) fo r M ed ica id  Services w i l l  be 50.16%, down 7.42% from  the 57.58% in  FFY05. Th is 
decrease is more than tw ice  that o f  the state w ith  the next h ighest cut. W h ile  the federal 
governm ent recognizes the h igh cost o f  l iv in g  in A laska by add ing a 25% C O L A  to federal 
salaries, the federal government does not recognize the h igh cost o f  liv in g  when ca lcu la ting  
federal payments. A laska  has the highest hospita l inpatient cost per day and is in the top ranks 
o f  pharmacy costs. The reduction in F M A P  w il l result in a loss o f  federal funds and an increase 
in state general funds o f  $53 m ill io n  in FY06 and $73 m illio n  in FY07. O ve r the next 10 years 
the cost o f  the F M A P  reduction  is pro jected to exceed $900 m illio n .

_________________________________________________________________________________________
Prepared by: Marcia Kennai____________________________________  Phone 907-465-3011_________
Division Office of Children's Services__________________________ Dalo/Timo 02/17/2005___________
Approved by: Joel S. Gilbertson, Commissioner______________________ Date 02/18/2005___________
Agency Department of Health and Social Services________________
(Homed IWJ7004 OMB) Pago 1 ot 2



ANALYSIS CONTINUATION
Assum ing  the leve l o f  Child ren 's M ed ica id  Services in  FY06 w il l  be the same as in FY05, the 
F M A P  reduction w il l  result in  a $654.8 reduction in federal revenues fo r th is component that w il l need to 
be supplanted by GF.

S T A T E  O F  A L A S K A
2005 L E G I S L A T IV E  S E S S IO N

F ISCA L  NOTE
FN  #

H IL L  NO. SJR6-DHSS-O CS-02-18-05

Page 2 o f 2



Fiscal Note Number: 
Bill Version:
( ) Publish Date:

Revision Date/Time (Note if correction): Dept. Affected:
FEDERAL MEDICAL ASSISTANCE 
REDUCTION

F IS C A L  N O T E
STATE  O F ALASKA
2005 L E G IS L A T IV E  SESS ION

Title

'• f ri ?, '> 7005
■'••-.■.VRh .

REPORTED OUT

SJR6-DHSS-S£)S-02-18-05 '

Health & Social Services
RDU Senior and Disabilities Svcs
Component Senior/Disabilities Medicaid Svc

SENATE FINANCE
SFIN

Sponsor 
Requester
Expenditures/Revenues
Note: Amounts do not include inflation unless otherwise noted below.

Component No. 
(Thousands of Dollars)

2662

OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES I
CHANGE IN REVENUES (0)
FUND SOURCE /Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1037 GF/Mental Health
OtherfSpecify Type-do not abbreviate)
Other(Specify Type-do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY2005) cost:
Mark this box (X) if funding for this bill is included in the Governor's FY 200G budget proposal:
POSITIONS
Full-time 
Part-time 
temporary
ANALYSIS: (Attach a separata page it necessary)

I f  the current federal law  is not changed, the FFY06 Federal M ed ica l Assistance Payment 
(FM AP) fo r M ed ica id  Services w il l be 50.16%, down 7.42% from  the 57.58% in FFY05. T his 
decrease is more than tw ice  that o f  the state w ith  the next highest cut. W h ile  the federal 
government recogn izes the h igh  cost o f  liv in g  in A laska by add ing a 25% C O LA  to federal 
salaries, the federal governm ent does not recognize ‘ he h : i, cost o f  liv in g  when ca lcu la ting  
federal payments. A laska  has the highest hospita l inpa lie  cost per day and is in the top ranks 
o f  pharmacy costs. The reduction in F M A P  w il l result in a loss o f  federal funds and an increase 
in state general funds o f  S53 m illio n  in FY06 and $73 m illio n  in FY07. O ver the next 10 years 
the cost o f  the F M A P  reduction is projected to exceed $900 m illio n .

Prepared by: Stove Ashman 
Division Senior and Disabilities Services
Approved by: Joel S. Gilbertson. Commissioner 
Agency Department of Health and Social Services

Phone 907-465-3819
Date/Time 02/17/2005

Date 02/18/2005

(flovi.cl V21/2004 OMB) Pago 1 ot 2



ANALYSIS CONTINUATION
Assum ing the leve l o f  Senior &  D isab ilitie s  M ed ica id  Services in  FY06 w i l l  be the same as in FY05, the 
FM A P  reduction w i l l  result in  a 515,474.7 reduction in federal revenues fo r this component that w ill 
need to be supplanted by GF.

S T A T E  O F  A L A S K A
2005 L E G I S L A T IV E  S E S S IO N

F ISCAL  NOTE
FN  U

B IL L  NO. SJR6-DHSS-SD S-02-18-05

Page 2 o f 2



I

Fiscal Note Number; 
Bill Version;
( ) Publish Date:

Revision Date/Time (Note it correction): Dept. Affected:
FEDERAL MEDICAL ASSISTANCE 
REDUCTION

F IS C A L  N O T E
STATE  OF ALASKA
2005 L E G IS L A T IV E  SESSION

Title

REPORTED OUT

? Z v1 p| }ri

SJR6-DHSS-HCS-02-18-05

Health & Social Services
i'll

iMO
Fir

RDU Health Care Services
Component Medicaid Services

Sponsor
Requester SFIN

SENATE FINANCE

Expenditures/Revenues
Note: Amounts do not include inflation unless otherwise noted below.

Component No. 2077
(Thousands of Dollars)________

OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES
CHANGE IN REVENUES (0)
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1037 GF/Mental Health
Other(Specify Type-do not abbreviate)
Other(Specify Type-do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY2005) cost: _________
Mark this box (X) if funding for this bill is included in the Governor's FY 2006 budget proposal: 
P O S I T I O N S ________________  ______
Full-time
Part-time
Temporary
ANALYSIS: (Attach a separate page it necessary)

I f  the current federal law  is ro t  changed, the FFY06 Federal M ed ica l Assistance Payment 
(FM AP) fo r M ed ica id  Services w ill be 50.16%, down 7.42% from  the 57.58% in FFY05. This 
decrease is more than tw ice  that o f  the state w ith  the next h ighest cut. W h ile  the federal 
government recognizes the h igh cost o f  liv in g  in A laska by add ing a 25% C O L A  to federal 
salaries, the federal government does not recognize the high cost o f  l iv in g  when ca lcu la ting  
federal payments. A laska has the highest hospital inpatient cost per day and is in the top  ranks 
o f  pharmacy costs. The reduction in FM AP  w il l result in a loss o f  federal funds and an increase 
in state general funds o f  $53 m illio n  in FY06 and $73 m illio n  in FY07. O ver the next 10 years 
the cost o f  the F’M A P  reduction is projected to exceed $900 m illio n .

Prepared by: 
Division 
Approved by: 
Agency

Dwayne Peeples
Health Caro Services

Phone 907-465-5830 
Dale/Time 02/17/2005__

Joel S. Gilbertson, Commissioner Dato 02/18/2005
Department of Health and Social Services

(Rov.«i<) aV.VJOO* OMtl) Pngu 1 ot 2



ANALYSIS CONTINUATION
Assum ing  the level o f  M ed ica id  Services in FY06 w il l  be the same as in FY05, the FM A P  reduction w ill 
result in a S28,S83.6 reduction in federal revenues fo r th is com ponent that w i l l  need to be supplanted by 
GF.

S T A T E  O F  A L A S K A
2005 L E G I S L A T IV E  S E S S IO N

Page 2 o f  2
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S P O N S O R  S T A T E M E N T

Senate Jo in t R esolu tion  6 
Federal M edical A ssistance R eduction

Senate Joint Resolution 6 urges federal action lo  m ain ta in  the current level o f 

federal fu nd ing  fo r the state's M edicaid  program . The U.S. D ep artm en t of 

H ealth  and H u m an  Services recently announced that the federal share o f the 

medical assistance program , know n as the Federal M ed ica l Assistance 

Percentage (F M A P ), w ill be reduced by 7.5S% on O ctober 1, 2005.

The reduction in the F M A P  w ill result in an ap p ro x im ate ly  $53 m illio n  loss in 

federal M edicaid  dollars in fiscal year 2006 and $73 m illio n  in fiscal year 2007.

It is im pera tive  that Congress and the federal ad m in is tra tio n  kn o w  and  

understand the reasons behind the high level o f health care costs in Alaska. 

Senate Joint Resolution 6 requests Congress to take action to correct the form ula  

flaw  that resulted in the proposed substantial F M A P  reduction and to take  

w hatever measures necessary to hold Alaska harmless from  the reduction in the 

Federal M ed ica l Assistance Percentage for A laska.

Please j o i n  me in support o f our state M edical p rogram  and endorse Senate loint 

Resolution 6.

I *14.11.11 \ Uipnsuiliiiu (lit- (•nltlrii ll.-arl »if \laska
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Impact of FMAP Reduction on State Match
Projected Medicaid Expenditures 
2005 to 2015
Funds in Thousands

STATE FISCAL YEAR  FEDERAL FISCAL YEAR  Announced FMAP *

State
Fiscal
Year

Impact of 
FMAP Reduction 
on State Match

2005 $0
2006 $52,872,300
2007 $72,853,900
2008 $80,974,800
2009 $86,267,100
2010 $91,200,100
2011 $96,490,400
2012 $101,437,900
2013 $106,115,400
2014 $110,716,900
2015 $115,287,300
Total $914,216,100

Federal
Fiscal
Year

Impact of 
FMAP R eduction 
on State Match

2005 $0
2006 $70,223,800
2007 $77,410,800
2008 $82,670,600
2009 $87,473,900
2010 $92,535,500
2011 $97,781,300
2012 $102,608,400
2013 $107,274,400
2014 $111,861,900
2015 $116,421,500
Total S946.262.100

Federal
Fiscal
Year

Title
XXI

FMAP

Title
XIX

FMAP
2005 70.31% 57.58%
2006 65.11% 50.16%
2007 65.00% 50.00%
2008 65.00% 50.00%
2009 65.00% 50.00%
2010 65.00% 50.00%
2011 65.00% 50.00%
2012 65.00% 50.00%
2013 65.00% 50.00%
2014 65.00% 50.00%
2015 65.00% 50.00%

A ssum ptions:
SFY2005 is from the Operating Budget; SFY2G06 is from tho Governor’s Budget; SFY2007 to SFY2015 are actual quarterly claim paymenls (Jan. 1998-Dec 
2004) projected using a linear trend.
FFY2005 to FFY2015 are actual quarterly claim paymenls (Jan. 1998-Dec 2004) projected using a linear trend.
The announced FMAP for FFY2007 and forward is assumed to be the minimum allowed rate.

No changes to program services or eligibility are included except a 39% reduction in pharmacy costs for Medicare Part D coverage beginning in 2006
Past trends in inflation and population growth are expected to continue and are therefore already included in tho projection No additional adjustments are 
made.

Source DHSS. FMS. Medicaid Budget Group, February 12. 2005

6 o c i a  I <:o ^ r v



Impact of FMAP Reduction Announced FMAP Titlo XXI Tltlo XIX
Projected Medicaid Expenditures FFY2005 70.31% 57.58%
2005 to 2015 FFY2006 65.11% 50.16%
Funds In Thousands FFY2007 forward 65.00% 50.00%

STATE FISCAL YEAR

State
Fiscal
Year

Impact of 
FMAP Reduction 
on Stato Match

Kooplnn FFY05 FMAP Using Announced FMAP Announced FMAP 
(blended forSFY)
XXI FMAP XIX FMAPTotal % Fed Federal Match Total % Fed Federal Match

2005 to 51,059,719.600 67 7% 5717,615,700 $342,103,900 51,059,719.600 67 7% 5717.615.700 $342,103,900 70.45% 57.78%
2006 $52,872,300 S1.075,280.600 65.7% S706.991.400 $368,289,200 51,075,280.600 60.8% 5654,119,100 $421,161,500 66.41% 52.02%
2007 $72,853,900 S1.226.852,500 64.3% 5789,364.300 $437,488,200 S 1,226,852,500 58.4% S716.510.400 $510,342,100 66.41% 52.02%
2008 $80,974,800 S I.313.480,700 63.6% S834.897.900 $478,582,800 S1,313,480,700 57.4% 5753,923,100 $559,557,600 65.03% 50.04%
2009 $86,267,100 51,391,945,400 63.6% 5884,773,000 $507,172,400 S1.391,945.400 57.4% 5798.505.900 $593,439,500 65.00% 50.00%
2010 $91,200,100 51.471,540.900 636% $935,366,900 $536,174,000 51,471,540,900 57.4% 5844,166.800 $627,374,100 65.00% 50.00%
2011 $96,490,400 S 1,556,901.100 63.6% $989,625,100 $567,276,000 51,556.901,100 57.4% 5893,134.700 $063,766,400 65.00% 50 00%
2012 $101,437,900 S1.636.731.700 63.6% 51.040,368,400 $596,363,300 51,636,731,700 57.4% S938,930,500 $697,801,200 65.00% 50,00%
2013 $106,115,400 51.712,203.300 63 6% 51,088,341,000 $623,862,300 51,712,203.400 57.4% 5982,225,700 $729,977,700 6500% 50.00%
2014 $110,716,900 51,786,450,100 63.6% 51,135,535,100 $650,915,000 51.786.450.100 57.4% 51.024.818.200 $761,631,900 65.00% 50.00%
2015 $115,287,300 S1.860.195.600 63.6% SI. 182,410.500 $677,785,100 51,860,195.600 57.4% 51,067,123,200 $793,072,400 65.00% 50.00%
Total $914,216,100 516.091.301.500 64.0% 510.305.289.300 $5,786,012,200 516.091.301 600 584% 59.391.073 300 $6,700,228,300 n/a n/a

FEDERAL FISCAL YEAR

Federal
Fiscal
Year

Impact of 
FMAP Reduction 
on Stato Match

Keeping FFY05 FMAP Using Announced FMAP Announced FMAP

XXI FMAP XIX FMAPTotal % Fed Federal Match Total % Fed Federal Match
2005 $0 $1,064,112,000 63 6% S676,389,700 $387,722,300 51,004.112 000 63 6% S676,389,700 $387,722,300 7031% 57.58%
2006 $70,223,800 51.157,503,300 63.6% 5735.752,700 $421,750,600 51.157,503,300 57.5% 5665,528.900 $491,974,400 65.11% 50.16%
2007 $77,410,800 $1,249,046,400 63 6% $793,941,000 $455,105,400 51.249.046.400 57 4% S716.530.200 $532,516,200 65 00% 50 00%
2008 $82,670,600 S1.333.915,400 636% S847.886.900 $486,028,500 S I,333,915,400 57 4% S765.216.300 $568,699,100 65 00% 50 00%
2009 $87,473,900 $1,411,417,600 63 6% S897,150,300 $514,267,300 S1,411,417.600 57 4% S809.676.400 $601,741,200 6500% 50 00%
2010 $92,535,500 $1,493,088,100 63 6% $949,063,100 $544,025,000 51,493.088.100 57.4% S856.52 7,600 $636,560,500 6500% 50.00%
2011 $97,781,300 S I.577.731.700 636% S 1.002.865.800 $574,865,900 51.577.731,700 57.4% S905.084.500 $672,647,200 65 00% 50 00%
2012 $102,608,400 S 1.655.617,700 63 6% S 1.052,373,000 $603,244,700 51,655,617,700 574% 5949.764,600 $705,853,100 05.00% 50 00%
2013 $107,274,400 $1,730,905,000 636% $1,100,228,500 $630,676,500 S 1.730.905.000 57 4% S992.954.100 $737,950,900 F5 00% 50.00%
2014 $111,861,900 51,804,925,600 63 6% S I,147,278,800 $657,646,800 S1.8C 1525.600 57 4% 51.035.416.900 $769,508,700 o5 00% 50 00%
2015 $116,421,500 51.878.495.800 63 6% 51,194.042.800 $684,453,000 SI.878,495,800 57 4% 51,077.021.300 $800,874,500 6500% 50 00%
Total $946,262,100 $16,356.758 600 63 6% S10.396.972.600 $5,959,780,000 S16.356.758.600 57.8% 59.450.710.500 $6,906,048,100 n/a n/a

Assumptions
SPY2005 IS (tom II to Opotnlitvj 8ikI<JO! SFY2006 is from ttH< Governor i Budget SFY2007 to SFY2015 mo .iclu.il quarterly claim payments (Jon 1t*'JU Doc 2004) projectoq using n I. no .If Irotrd 
FFY2005 to FFY2015 are actual quarterly claim payments (Jan t098 Dnr 2004) protected using alinear bund 
TNi onrxAinced FMAP let FFY2007 end terward is assumed to bo tho minimum allowed roto
No changes to program sorvicos of eligibility ore etcludud e<i;ept a JyS reduction in plsirmacy costs for Medicaid Pad D r.ovinugn beginning in 2000 
Past trends in etflstion nnrl poputntmo growth are nrpocteO to continue and are tneiotoro alroady ev.luded in tho prelection No oddilronjt ndjuslmenls are made

feevCO DHSS, FMS, MiHbcAid Buogot Group. February t2,2005



Percent of Total Medicaid Expenditures by Fund Source 
SFY1995 to SFY2015

'Federal Funds “  “  Projected Federal Funds 1 11 Stale Match ~ -  Projected State Match

State Fiscal Year

SFY1995 to SFY2004 are actual quarterly claim payments; SFY2005 is from the Operating Budget; SFY2006 is from the Governor's Budget; SFY2007 
to SFY2015 ore actual quarterly claim payments projected using a linear trend.
Source; DHSS. FMS, Medicaid Budget Group



Impact of FMAP Reductions on General Funds
P r o j e c t e d  M e d i c a i d  E x p e n d i t u r e s  b y  F u n d  S o u r c e  

S F Y 2 0 0 5  t o  S F Y 2 0 1 5

$ 2 ,0 0 0 ,3 0 0 ,0 0 0  

$ 1 ,8 0 0 ,3 0 0 ,0 0 0  

$ 1 ,6 0 0 ,3 0 0 ,0 0 0  

$ 1 ,4 0 0 ,3 0 0 ,0 0 0  

$ 1 ,2 0 0 ,3 0 0 ,0 0 0  

$ 1 ,0 0 0 ,3 0 0 ,0 0 0  

$ 8 0 0 ,3 0 0 ,0 0 0  

$ 6 0 0 ,3 0 0 ,0 0 0  

$ 4 0 0 ,3 0 0 ,0 0 0  

$ 2 0 0 ,3 0 0 ,0 0 0  

$ 3 0 0 ,0 0 0
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

S t a t e  F i s c a l  Y e a r

■  Additional GF Needed if FMAP C hanges
■  GF if FMAP stays at FFY05 Level
■  Federal Funds if FMAP C hanges

SFY2005 is from the Operating Budget; SFY2006 is from the Governors Budget; SFY2007 to SFY2015 are actual quarterly claim payments projected using a linear trend.

Source: OHSS, FMS, Medicaid Budget Group



Impact of FMAP Reductions on General Funds 
P r o j e c t e d  M e d i c a i d  G e n e r a l  F u n d  N e e d  

S F Y 2 0 0 5  t o  S F Y 2 0 1 5

■  Additional GF if FMAP C hanges as Projected

■  GF if FMAP Stayed at FFY05 Level

$ 9 0 0 ,3 0 0 ,0 0 0

$ 8 0 0 ,3 0 0 ,0 0 0

$ 7 0 0 ,3 0 0 ,0 0 0

$ 6 0 0 ,3 0 0 ,0 0 0

$ 5 0 0 ,3 0 0 ,0 0 0

$ 4 0 0 ,3 0 0 ,0 0 0

$ 3 0 0 ,3 0 0 ,0 0 0 .

$ 2 0 0 ,3 0 0 ,0 0 0

$ 1 0 0 ,3 0 0 ,0 0 0

$ 3 0 0 ,0 0 0
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

S t a t e  F i s c a l  Y e a r

SF>2005 is from the Operating Budget. SFY2006 is from the Governor's Budget; SFY200710 SFY2015 are actual quarterly claim payments projected using a linear

Source: DHSS, FMS, Medicaid Budget Group



Impact of FMAP Reductions on General Funds 
P r o j e c t e d  A d d i t io n a l  G e n e r a l  F u n d s  N e e d e d  f o r  M e d i c a i d  

S F Y 2 0 0 5  t o  S F Y 2 0 1 5

$ 120 ,00 0 ,00 0  

$ 10 0 ,000 ,000

$ 8 0 ,0 0 0 ,0 0 0

$ 6 0 ,0 0 0 ,0 0 0

$ 1 4 0 , 0 0 0 , 0 0 0

$ 4 0 ,0 0 0 ,0 0 0

2 0 0 5  2 006  2 00 7  2 008 2 00 9  2 0 1 0  2011

S t a t e  F i s c a l  Y e a r
2012  2 013  2 014  201

SFY2005 is from the Operating Budget; SFY2006 is from the Governor's Budget; SFY2007 to SFY2015 are actual quarterly claim payments projected using a linear

S ource: DH SS. FM S. M ed ica id  Budget G roup
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Senate Jo in t R eso lu tion  6 
Federal M edical A ssistance R eduction

^  c c y F ^ r t x d '  

v j  i  o n  0 / 1
i S / o ^

Senate Joint Resolution 6 urges federal action to m ain ta in  the current level o f 

federal fu nd ing  for the state's M ed ica id  program . The U.S. D ep artm en t of 

H ealth  and H u m a n  Services recently announced that the federal share o f the 

m edical assistance program , know n as the Federal M e d ica l Assistance 

Percentage (F M A P ), w ill be reduced by 7.58% on O ctober 1, 2005.

The reduction in the F M A P  w ill result in an ap p ro xim ate ly  $53 m illio n  loss in 

federal M ed ica id  dollars in fiscal year 2006 and $73 m illio n  in fiscal year 2007.

It is im p era tive  that Congress and the federal ad m in is tra tio n  k n o w  and 

understand the reasons behind the high level o f health care costs in A laska. 

Senate Joint Resolution 6 requests Congress to take action to correct the form ula  

flaw  that resulted in the proposed substantial F M A P  reduction and to take 

w hatever measures necessary to hold A laska harmless from  the reduction in the 

Federal M ed ica l Assistance Percentage for A laska.

Please join me in support o f our state M edical program  and endorse Senate Pill 1.

^  L u u —

I ’ l'u ix lh  l<i‘ |uvst’ i i l i i i y  (lie ( io lile n  I Iv a n  nl \laska
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SEN ATO R  
G E N E  T H E R R IA U L T

M a ilin g  A d d r e s s .
119 N . C u s lim a n , S u ite  101 
F a irb a n k s , A la s k a  99701 

(907) -188-0857 
Fa* . (907) 488-4271

A la s k a  IH e q is la tn rc

i  ' ' '  y \

S e n a t e

While hi Mission
S ta le  C ap ito l 

J u n e a u . A la sk a  
99801-1182 

(907) 465-4797 
Fax; (907) -165-3884

S enate D istrict F

SJR 11

Sponsor Statement

This resolution encourages Congress to once again pass a provision to repeal 
the “tax on talking”, formally known as the federal excise tax on 
communications. This tax was originally put into place in 1898 to help fund 
the Spanish American War under the guise of a temporary luxury tax.

Since that time, it has been repealed twice, reenacted in 1941, adjusted from 
10% in 1965 downward to be phased out at 1% per year, reached a iOW of 
1% in 1981 and then began to rise and climbed back to 3%. It has remained 
at that level since the Revenue Reconciliation Act of 1990. In 2000 Congress 
moved to repeal the tax once and for all; however President Bill Clinton 
vetoed the measure.

Currently more than 94 million households pay the 3% phone tax. It 
disproportionately hurts seniors and others on low or fixed incomes. It 
affects 96% of the households using the phone lines for Internet service.
At a time when we are trying to increase commerce this is a harmful tax.

CiTi.iii Soiwjtoi_Q«n>t_Tnuriu!uinttiaQiT» waio .tk u«.



Alaska State  Legislature 
S e n a t e  M a j o r i t y  W eb : w w w .a k re p u b lic a n s .o rg

Sponsor: Senator Gene Therriault
Current Version: SJR 11
Contact: Dave Stancliff, 465-4797

Fac t Sheet fo r : Senate J o in t R eso lu tion  11
S h o r t T it le :  R EPEAL T E L E C O M M U N IC A T IO N S  T A X
S u m m a ry :

* Urges tiie  United State Congress to amend the tax code to repeal the federal excise 
lax on communications.

B ene fits :
• Cou ld encourage expansion o f  the telephone in frastructu re . Internet and other new 

technologies.
• Urges repeal o f  a regressive federal excise tax tha t no longer serves its intended 

purpose.
B a ckg ro un d :

* The federal excise tax on com m unications was enacted in 1S08 fo r the purpose o f  
fund ing  the Spanish-American war as a "temporary" lu xu ry  tax. Telephone service 
is no longer a luxu ry , but a necessity. The federal excise tax is regressive, as low- 
income Am ericans pay a h igher percentage o f  the ir income fo r telephone services 
than h igh-incom e Am ericans. The tax now  Hows in to  the general fund, rather than 
being earmarked fo ra  specific  purpose. The U.S. Congress passed a repeal o f  the 
federal excise tax on te lecomm unications in 2000, but it was vetoed bv President 
B il l C lin ton .

Fact Sheet Revision Dalo Thursday, March 03, 2005 1? 08 PM

http://www.akrepublicans.org


I O U S E  C O M M I T T E E  R E P O

Date Refe rred  to C om m ittee : A p r i l 26, 2005 

Date o f C om m ittee  A c tion

(11)

The F IN A N C E  C om m ittee  considered:

F U R T H E R  R E FE R R A LS : 

SJR 11

R E P E A L  T E L E C O M M U N IC A T IO N S  T A XS E N A T E  J O IN T  R E S O L U T IO N  NO . 11 

U rg in g  the United States Congress to amend the tax code to repeal the federa l excise tax on com m unications.

Recommends it  be replaced w ith  [ J HCS o r [ | CS fo r______________
F o r  Senate B ills  w ith  new  t it le :  [  / T ech n ica l T itle  [  / N ew  T itle : U C K _

.)
[ )^| Same Title [ | New Title

[ ] attach am endments
f ] add new  re fe rra l t o . 
[ 1 L e tte r o f  In te n t____

C om m ittee
C om m ittee

I J s t  o f  

A b b  r e v  

f o r

Depts.:
ADM
CEDCOK
CRT
e i:i>
DEC
DFGGOV
IISS
LEGLAW
LWF
MVA
DNR
DPS
REVDOT
UA

N E W  F IS C A L  N O T E S
*Assi):ncJ hv Chief Clerk's Olliec

List l»v I)ept(s): *FN# Fiscal | Indct. Zero

P R E V IO U S  F IS C A L  N O T E S
List by I)cpt(s): F S I | Fiscal | Indct. Zero

T >o  V- /

I’rinUil D«t Nunu'

r d o c L



F IS C A L  N O T E

STATE  O F ALASKA
2005 L E G IS L A T IV E  SESS ION

Revision Date/Time (Nole if correction):
Title Repeal Telecommunications Tax

Fiscal Note Number: 1________
Bill Version: SJR 11
(S) Publish Date: 4/G/2005
Dept. Affected:

>DU ____
Component _____________Tax

Revenue 04
Tax and Treasury

Sponsor
Requester

Senator Therriault
(S) l.&C

Expenditures/Revenues
Component No. 
(Thousands of Dollars)

2476

Nole: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 200G FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0 |
CAPITAL EXPENDITURES
CHANGE IN REVENUES ( ) 0.0 0.0 0.0 0.0 0.0 0.0
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Progrum Receipts
1037 GF/Mental Health
Other (Specify Typo-Do net abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY2005) cost: 0.0
Mark this box (X) if funding for this bill is included in the Governor's FY 2000 budget proposal: 
POSITIONS
Full-time
Part-time
Temporary
ANALYSIS;
Wc* could not find any data specifically on the federal excise tax revenue on telecommunications broken 
dow > by State. However, the economic census for 1997 lists total receipts from telecommunications 
revenue in Alaska at 576(5.441,000 and in the nation at 3260.500.898,000. Although updated census 
information is available for the nation it is not yet available for telecommunications in Alaska. The ratio of 
Alaska telecommunications sales to national tel .•communication sales is then 0029. The revenue 
collected nationally from this tax for federal fiscal year 2003 (October 1 - September 30) was 55.8 billion. 
If we multiply the above ratio against the national tax revenue from the federal telecommunications tax 

5 '< 1: il.cn x we obtain an estimate of about S17 million for the amount Alaskan taxpayers pay in 
feucr.il u.mcor iri jnlcution taxes.

Prepared by: Chuck Harlamort and Brott Fned________________________ Phono 465-2320
Division Tax Division Dato/fimo 3/31/05 8:15 AM
Approved by: Tom Boutin. Deupty Commissioner______________________  Date 3/31/2005________
Agency Revenue__________________________________________

uv.iw4 ovui Page 1 of _ 1







DATE: 4/6/05 FURTHER:

SENATE FINANCE COMMITTEE REPORT L r H  1  8 J?005
SENA T t rINANCB 

COMMITEE

REPORTED OUT

DATE TURNED
IN TO OFFICE: f c f l p *  I

Finance Committee considered SENATE JOINT RESOLUTION NO. 11

SJR 11 REPEAL TELECOM M UNICATIONS TAX

Urging the United States Congress to amend the tax code to repeal the federal excise tax on 
communications.

and recommends:

] be replaced with 

] adopt previous _

CS

cs

] attached amendment(s)

] adopt Letter of Intent by 

] further referral to ______

NEW FISCAL NOTE(S):

[ ] APPROPRIATION - no fiscal note

Committee

Committee

CS Senate Bill:
[ ] Same Title 
[ j New Title

SCS House Bill:
[ ] Same Title 
[ ] Technical Title 

Change 
[ ] New Title w/ 

SCR it_____

PREVIOUS FISCAL NOTE(S):

Department Date Fiscal Ind. Zero FNf#

_____ II

Department Date Fiscal Ind. Zero FNff

£ & \B jOU<Z d k \



r e p o r t e d  o u t

F IS C A L  N O T E

STA TE  O F A LA SK A
2005 L E G IS L A T IV E  SESSION

Revision DatefTime (Note if correction):
Title Repeal Telecommunications Tax

Fiscal Note Number: 1________
Bill Version: SJR 11
(S) Publish Dale: 4/G/2005
Dept. Affected:

^RDU ____________
Component _____________Tax

APR 1 8 2005
SENATE FINANCE 

COMMITEE

Revenue 04
Tax and Treasury

Sponsor
Requester

Senator Therriault
(S) L&C

Expenditures/Revenues
Note: Amounts do not include inflation unless otherwise noted below.

Component No. 
(Thousands of Dollars)

2476

OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES
CHANGE IN REVENUES ( ) 0.0 0.0 0.0 0.0 0.0 0.0
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type--Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2005) cost: 0 0
Mark this box (X) if funding foi mis bill is included in the Governor's FY 200C budget proposal: 
POSITIONS
Full-time
Part-time
Temporary

•

ANALYSIS:
We could not find any data specifically on the federal excise tax revenue on telecommunications broken 
down by State. However, the economic census for 1997 lists total receipts from telecommunications 
revenue in Alaska at $766,441,000 and in the nation at $260,500,898,000. Although updated census 
information is available for the nation it is not yet available for telecommunications in Alaska. The ratio of 
Alaska telecommunications sales to national telecommunication sales is then .0029. The revenue 
collected nationally from this tax for federal fiscal year 2003 (October 1 - September 30) was $5.8 billion 
If we multiply the above ratio against the national tax revenue (rom the federal telecommunications tax 
($5.8 billion x .0029) we obtain an estimate of about $17 million for the amount Alaskan taxpayer.' pay in 
federal telecommunication taxes.

Prepared by: Chuck Harlamort and Brett Fried Phone 465-2320
Division Tax Division Dato/Tnno 3/31/05 8 15 AM
Approved by: Tom Boutin. Poupty Commissioner______________________  Date 3/31/2005_______
Agency Rovonuo__________________________________________
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SENATO R  
G E N E  T H E R R IA U L T

M a ilin g  A d d re s s :
119 N . C u shm a n . S u ite  101 
ra ir b a n k s ,  A la s k a  99701 

(907) 4H0-OB57 
Fax: (907) 408-1271

J W s  I m  I k g t s l a t u r s
While In M«MKion 
S ln lo  C ap ito l 

J u n e a u , A la sk a  
99801-1102 

(907) 465-4797 
Fax : (907) 465-3884

S enate D isiuict F

SJR 11

Sponsor Statement

This resolution encourages Congress to once again pass a provision to repeal 
the “tax on talking”, formally known as the federal excise tax on 
communications. This tax was originally put into place in 1898 to help fund 
the Spanish American War under the guise of a temporary luxury tax.

Since that time, it has been repealed twice, reenacted in 1941, adjusted from 
10% in 1965 downward to be phased out at 1 % per year, reached a low of 
1% in 1981 and then began to rise and climbed back to 3%. It has remained 
at that level since the Revenue Reconciliation Act of 1990. In 2000 Congress 
moved to repeal the tax once and for all; however President Bill Clinton 
vetoed the measure.

Currently more than 94 million households pay the 3% phone tax. It 
disproportionately hurts seniors and others on low or fixed incomes. It 
affects 96% of the households using the phone lines for Internet service.
At a time when we are trying to increase commerce this is a harmful tax.



SENATE COMMITTEE REPOR.
First Committee of Referral

DATE: 3/3/05 

D a te  o f 5-Day N o tic e :

FURTHER: (  Finance

s L h (o< DATE TURNED
(in accordance with Uniform Rule 23) IN TO OFFICE

Labor and Commerce Committee considered SENATE JOINT RESOLUTION NO. 11

SJR 11 REPEAL TELECOMMUNICATIONS TAX

Urging the United States Congress to amend the tax code to repeal the federal excise tax on 
communications.

- . A L U m '

and recommends:

] be re p la c e d  with 

] adopt p re v io u s  _

CS

CS

) attached amendment(s)

] adopt Letter of Intent by 

] further referral to ______

NEW  F ISC AL NOTE(S):
Department Date Fiscal Indet. Zero FNB

R & \ J / I

[ ] APPROPRIATION - no fiscal note

Committee

Committee

Sena te  B ill:
[ ] Same Title 
[ ] New Tille

H ouse  B ill:
[ ] Same Title 
[ j Technical Title 

Change 
[ ] New Title w/ 

SCR ft







DATE: 3/23/05 FURTHER:

DATE TURNED  
IN TO OFFICE

SENATE FINANCE COMMITTEE Rbr . ,AT

r epo r t ed  out

/aPH I 3 2005
SENATE FINANCE 

COMMITEE

Finance Committee considered SENATE JOINT RESOLUTION NO. 14

SJR 14 REPEAL FEDERAL ESTATE TAX

Urging the United States Congress to amend the tax code to permanently repeal the federal estate and 
generation-skipping transfer tax.

and recommends: 

be r e p l a c e d  with 

adopt p r e v i o u s  _

attached amendment(s) 

adopt Letter of Intent by 

further referral to ______

CS

cs

Committee

Committee

CS Senate Bill:
[ ] Same Title 
[ j New Title

SCS House Bill:
[ ] Same Title 
[ j Technical Title 

Change 
[ ] New Title w/ 

S C R # _____

N E W  F I S C A L  N O T E ( S ) : P R E V IO U S  F I SC  <\L N O T E (S ) :
Department Date Fiscal Ind. 2ero FN# Department Date Fiscal ( Ind. Zero FNtf

* l

[ ] APPROPRIATION - no fiscal note

S IG N A TU RE S  AND RECOMMENDAT IONS : Do
P a s s

D o  N ot  
P a s s N o R e c AMEND

/

c o c h a i r :  JL—
I  COC« W  ^  _ _ I

I



r epo r t ed  out

F IS C A L  N O T E

STAT E O F  ALASKA
2005 L E G IS L A T IV E  SESS ION

Revision Dale/Time (Nole if correction):______
Title Repeal federal estate and GST lax

Fiscal Note Number: 1
Bill Version: SJR 14
(S) Publish Date:

APR I  3 2005
SENATE FINANCE: 

COMMITEE

3/23/05
Dept. Affected. Revenue

'RDU Revenue Programs and Services
oomponenl Tax

Sponsor
Requester

Senator Huggins, Therriault

Expenditures/Revenues
Component No 
(Thousands of Dollars)

2476

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Personal Services
T ravel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES

|CHANGEIN REVENUES ( ) 0.0 0.0 0.0 0.0 0.0 0.0
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Prograrn Receipts
1037 GF/Mental Health
Other (Specify Type--Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2005) cost: 0.0
Mark this box (X) if funding for this bill is included in the Governor's FY 2006 budget proposal: I
POSITIONS
Full-time
Part-time
Temporary
ANALYSIS: (Attach a separato pago il noccssary)
This resolution requests Congress to permanently repeal the federal estate and generation skipping 
transfer tax. Alaska's estate tax (AS 43.31) is based upon ttie state death tax credit allowed under federal 
law. In 2001, Congress changed the Internal Revenue Code to phaseout the state death lax credit by 
12/31/2004. Since Alaska's estate tax was effectively reduced to zero by the change in federal law. 
permanent repeal of the federal estate tax will have no fiscal impact to general fund revenue,

Proparod by: 
Division

Mike Williams. Revenue Auditor Phone (907) 209-GG32
Tax Division Dato/Tiino 3/22/05 1.58 PM

Approved by: Jerry Burned. Special Assistant to the Commissioner
Agoncy Department ol Revenue

Date 3/22/2005
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A L A S K A  S T A T E  L E G I S L A T U R E

Wasilla AK  99654 
907-376-4866
907-373-4724 - Fax
Senator_Ch.irIie_Huggins@legis.stale.ak.us

Senate D istrict II 
600 E. Railroad Avenue

www.akrcpublicans.org/Iiuggins/

State Capitol, Room 417 
Juneau AK 99801-1182 

907-465-3878 
Fax: 907-465-3265 

800-862-3878

C ha rlie  H u g g in s  
Senator

3/18/05

Sponsor Statement

SJR 14 -  (Jrying the United States Congress to amend the tax code to permanently repeal 
the federal estate and generation-skipping transfer tax.

SJR 14 urges Congress to  pe rm anen tly  repeal the estate tax, com m on ly  know n as the death tax, 
on inhe rited  estates.

The re  is a fundam enta l p rob lem  w ith  peop le  accum u la ting  assets w ith  incom e that has a lready 
been taxed, then re q u ir in g  th e ir su rv ivo rs  to  pay taxes on those assets again th rough an 
inhe ritance  tax. The tax is u n fa ir, f irs t o f  a ll, to the decedent and to  Ins o r her heirs. W e arc 
ta lk in g  about peop le  w ho  w o rk  hard th roughou t the ir lives , perhaps start businesses, o r buy 
homes o r p rope rty  where real estate values are skyrocke ting , and then the heirs arc le ft, in some 
instances, w ith  not enough cash to  pay the app licab le  tax so they  arc forced to  liqu ida te  the 
fa m ily  business, fa rm , o r home.

In 2001 Congress, w o rk in g  w ith  P res ident Bush, enacted b ipa rtisan  leg is la tion , under the 
E conom ic  G row th  and Tax R e lie f R econc ilia tio n  A c t o f  2001, to  phase out and e ven tua lly  repeal 
the death taA u n til 2010. A t  tha t lim e  they d id  not have the votes to  make the repeal permanent 
so under Senate ru les, the cuts cou ld  o n ly  be extended fo r  the te rm  o f  the budget, w h ich  is 10 
years. The re fo re  in 2010 the estate lax  is repealed, how eve r it sp rings hack to  l i fe  in 2011 at its 
o ld  rate o f  55 percent and at an e xem p tion  leve l o f o n ly  $1 m il l io n  dolla rs.

P resident Bush has inc luded  the perm anent repeal o f  the estate tax in  his Fiscal Year 2006 budget 
proposa l. Leg is la tion  has also been in troduced  this yea r in  the U.S. Senate and U.S. Mouse to 
pe rm anen tly  repeal the estate lax.

W ith  passage o f  th is  leg is la tio n  we w i l l  o f fe r  ou r support to  Congress to  act th is  year end ing  th is 
lax  on v irtue , w o rk , savings, jo b  crea tion  and the A m e rican  dream .

Con ta c t  In fo rm a t io n  -  U ch o rn h  ( I r t in d rn a n n  465-4711

mailto:Senator_Ch.irIie_Huggins@legis.stale.ak.us
http://www.akrcpublicans.org/Iiuggins/
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The tax cred it is fo rm a lly  known as the “ applicable credit amount" o r the “ unified 
credit,”  re ferring to  the un ified  estate and g ift tax. The amount o f  the tax credit is 
equal to the estate tax that wou ld  be due on the “ applicable exc lusion amount”  fo r a 
decedent dying in  the particu lar calendar year. For 2001, the app licab le  credit amount 
isS220,550t corresponding to the ten ta tive tax on a taxable estate o f  $675,000. The 
credit is non-refundablc. That is, it  cannot reduce the tax on an estate below  zero. 
T ab le  1 presents the applicable exclusion amount and the correspond ing applicable 
credit amount scheduled under the tax law  enacted in June 2001, fo r  each year from  
2001 u n til 2009.3

T a b l e  1 .  A p p l i c a b l e  E x c l u s i o n  A m o u n t  a n d  C o r r e s p o n d i n g  
A p p l i c a b l e  C r e d i t  A m o u n t ,  2 0 0 1  t o  2 0 0 9

(In the case o f estates o f 
decedents dying, and 
g ifts made, during) 

Calendar Year

Applicable
Exclusion
Amount

Applicable C red it Am oun t 
(Equal to the tentative estate tax on the 

corresponding applicable exclusion amount)

2 0 0 1 $675,000 $220,550
2002-2003 1 ,000 ,0 0 0 345,800
2004-2005 1 500,000 555,800
2006-2008 2 ,000 ,0 0 0 780,000

2009 3,500,000 1,455,800

Sources: Applicable exclusion amount from Sec. 2010(c) o f (he Internal Revenue Code as o f June 
7, 2001. Applicable credit amount calculated by CRS.

Marginal Tax Rates

T ab le  2 presents the graduated schedule o f  federal estate tax rates fo r 2001. 
R ising marginal tax rates apply to  d iffe ren t portions o f  an estate. The statutory rates 
range from  18%  fo r the taxable value o f  estates below S10,000, up to 55% fo r taxable 
value over S3 m illio n . A  5% surtax raises the effective m arg ina l tax rate to 60% on 
the taxable va lue o f  estates between S10 m illion  and SI 7.184 m illio n .

In  practice, however, the lowest marginal estate tax rate fo r  2001 is not 18%, 
but 37%, the rate corresponding to taxable estates in  the range o f  S500.000 to 
$750,000. T liis  occurs because the “ applicable exclusion amount" fo r 2001 exempts 
from  tax the firs t S675.000 in taxable estate per decedent. This is emphasized in 
T a b le  2 by gray shading ove r the firs t nine rows o f  the table, w h ich  cover taxable 
estate values from  SO to S500.000, and the corresponding s ta tu to ry  marginal tax rates

’ An estate tax return must be filed i f  the gross value o f the estate exceeds the applicable 
exclusion amount fo r the particular year. T liis filing requirement holds even i f  the estate’s 
taxuble value falls below this amount after subtracting eligible deductions, such that no tax 
is owed.
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Table A.3. Federal Estate Tax Rate Schedule for 2004

Taxable Estate Tentative Tax

(a)
Bottom o f 
bracket

(b)
Top o f 
bracket

(c)
Tax on bottom 

o f bracket

(d)
M arg ina l tax rate on bracket

Over
But not 

over

Tax on 
amount 

in column (a)

Plus: Rate o f tax on amount over 
bottom o f bracket, in  column (a), up 

to top o f bracket, in column (b)
• 0 $ 10 ,0 0 0

\ ‘; r $ 0 .+ 18% o f such amount ‘ ‘ - |
^  16 ,0 0 0 : 20 ,0 00

t»...
•: :. 1,800+■' ;2 0 % o f excess oyer $ 10 ,0 0 0  < ^

• J '* ? 20 ,0 00 40,000* • *
■ f r  ■ ■. 3,800 + 2 2 % o f excess over 2.0 ,0 00  .

C'r* V * 40,000 - 60,000 8 ,2 0 0  +' 24% o f excess over 40,000 •
- 60,000 80,000 13,000-.

• . . . .  . . . . .  . . . . . . .  ?•- •••• -s:
26% o f exefess oyer 60,000 ■ y *

v  80,000 10 0 ,0 0 0 18,200 + 28% o f excess over 80,000 "
fc? 10 0 ,0 0 0 150,000 23,800+. 30% o f excess over 100,000

*'150,000 250,000 38,800 + 32% o f excess over 150,000
250,000 500,000 70,800 + 34% o f excess over 250,000
500,000 750,000 155,800 + 37% o f excess over 500,000 : ;
750,000 1 ,000 ,0 0 0 248,300+" 39% o f excess over 750,000

1 ,000 ,000 1,250,000 345,800 H 41% o f excess over 1,000,000
' 1,250,000' 1,500,000 448,300 + 43% o f excess over 1,250,000

Applicable Exclusion Amount is $1.5 M illion  for 2004
1,500,000 2 ,000 ,0 00 555,800 + 45% o f cxcr s over 1,500,000
2 ,000 ,000 -• 780,800 + 48% j f  exces; over 2,000,000

Note: In 2004, (ax rales above 48% arc repealed. The lax ra.* <r. taxable estate values over S2
million will fall from 49% to 48%. 'Die applicable exclusion amount will rise from SI million
to S I.5 millicn.

i /
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Table A.4. Federal Estate Tax Rate Schedule for 2005

Taxable Estate Tentative Tax

(a)
Bottom of 

bracket

(b) 
Top of 
bracket

(c)
Tax on bottom 

of bracket

1 (d)
Marginal tax rate on bracket

Over
But not 

over

Tax on 
amount 

in column (a)

Plus: Rate of tax on amount over 
bottom of bracket, in column (a), up 

to top of bracket, in column (b)

S 0 S 10,000
'v. . T**' • ’ ■*;

18% o f such amount.;':' 1 ' y:, -;.J H

... 10,000 20,000 1,800 + . 20^of-exce^.oyeir.$ 10,0Q0 , f  .

20,000 40,000 v i  : 3,800.+
• r idH X*., ’iMv: "

22% of excess over 20,000. . ;

40,000 .6o,6bb
*.r : Ilf.
J  . 8,2p0..+ ■ 24% of ex ce ss  over $0,500'’> • = . ^

60,000 80,000 J: 13,066 +; 26% o fex ces£ b \^  60,000,":

80,000
• • V : 
100,000

« t̂ *r • 
18,200 +

- '* W V r- / i .-v + i .V '• • 
28% pf excess .over 80,000

100,000 i5b;ooo 23,800 +
-v;

30% of excess oyer' 100,000

150,000 250,000 ; 38,800 +
■> f l • •< *
32% of excess over 150,000< • .v J

250,000 500,000 • ' 70^00+.., 34% of excess oyer 250,000

500,000 750,000 |  155,800 +
'  »*JT 1 ■

3 7% ofexcess over500,000

750,000 1,000,000 248.3Q0 +
*vc£. •• • .*'•

39% of excess over 75C,000

1,000,000 1,250,000 345,800 + 41 % of excess over 1,000,000

1,250,000 1,500,000 448,300 + 43% of excess over 1,250,000

Applicable Exclusion Amount is SI.5 Million for 2005

! ,500,000 2,000,000 555,800 + 45% of excess over 1,500,000

2.000,000 — 780,800 + 47% of excess over 2,000,000

Note: In 2005, tax rates above 47% arc repealed. The tax rate on taxable estate values over S2
million will fall from 48% to 47%. The applicable exclusion amount will remain at $ 1.5 million.
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Table A.5. Federal Estate Tax Rate Schedule for 2006

Taxable Estate Tentative Tax

(a)
Bottom o f 
bracket

(b)
Top o f 
bracket

(c)
Tax on bottom 

o f bracket

(d)
M arg ina l tax rate on bracket

Over
Bu t not over

Tax on 
amount 

in column (a)

Plus: Rate o f tax on amount over 
bottom o f bracket, in column (a), 

up to top o f bracket, in column (b)

S 0 $ 10 ,0 0 0 $0 + 1 8% o f  such amount* '.
10 ,0 0 0 20 ,0 00 1,800 + 2 0 % o f e xce^ove r$ 1 0 ,0 0 0 ' ' ^ ^
2 0 ,0 0 0 40,000 3,800 + 2 2 % o f excess over 20 ,0 00  K y H
40,000 60,000 8 ,200  + 24% o f excess over 40,000 V M Y ’j -

60,000 80,000 13,000 + 26% o f  excess over 60,000 ■
80,000 10 0 ,0 0 0 18,200 + 28% o f excess ever 80,000 . •

10 0 ,0 0 0 150,000 23,800 + 30% o f excess over 100,000
150,000 250,000 38,800 + 32% o f excess over 150,000
250,000 500,000 70,800 + 34% o f excess over 250,000 ,7 '/ ^
500,000 750,000 155,800 + 37% o f excess over 500,000 .
750,000 1 ,000 ,0 00 248,300 + 39% o f excess over 750,000'

1 ,00 0 ,0 0 0 1,250,000 345,800 + 41% o f  excess over 1,000,000 [ 4 $

1,250,000 1,500,000 448,300 + 43% o f excess over 1,250,000 /,
1,500,000 2 ,000 ,0 00 555,800 + 4 5% o f excess over 1,500,000 >•'

Applicable Exclusion Amount is $2.0 Million for 2006
2,000,000 - 780,800 + 46% of excess over 2,000,000

Note: In 2006, tax rates above *16% arc repealed. The lax rate on estate values over S2 million
will fall from 47% to 46%. The applicable exclusion amount will rise from $1.5 million to $2
million.
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Table A.6. Federal Estate Tax Rate Schedule for 2007 and 2008

Taxable Estate Tentative Tax

M
Bottom of 

bracket

(b) 
T op of 
bracket

(c)
T ax on bottom 

of bracket

(d)
M arginal tax rate on bracket

O ver
But not 

over

T ax on 
am ount 

in column (a)

Plus: Rate of tax on amount over 
bottom of bracket, in column (a), 

up to top of bracket, in column (b)

a : $ o $ 10,000 S0 +
C J f. 1 -• t. j 

18% o f  such amount
. j-: 

10,000 20,000 . 1,800 + 20% o f  excess o ver $10,000 *

20,000 h  40,000 3,800 +
,r

22% o f excess over 20,000
< ,

40,000. 60,000 8,200 + 24% o f excess over40,000

60,000 80,000 T 3,000 +
• ,* • ■.«, 

26% o f  excess over 60,000

80,000 100,000 18,200 + 28% o f excess o- 80,000’ ,,

100,000 150,000 23,800 + 30% o f excess over 100,000 •-??f p  .

150,000 250,000 38,800 + 32% o f excess over. 150,000 >

250,000. 500,000 70,800 +
' ■ • r f ' W ».

34% o f excess over 250,000^':<. . 1?"
•

500,000 750,000 155,800 + 37% of excess over 500,000 '
■ i

750,000 1,000,000 248,300 + 39% of excess over 750,000'-

1,000,000 . 1,250,000 345,800 + 41% o f excess over 1,000,000 - , ■$-.

1,250,000 1,500,000 448,300 + 43% o f  excess over 1,250,000 ->•'

Applicable Exclusion Amount is S2.0 Million for 2007 and 2008

1,500,000 | - 555,800 + 45% o f  excess over 1,500,000

No(c: In 2007, lax rales above *45% arc repealed. 1116 tax rate on taxable values over S2 million 
will be lowered from 46% to 45%. The tax rate is Ircady 45% on taxable estate values from S1.5 
million to S2 million, under prior law. Thus, the tax rate will be 45% on taxable values over 51.5 
million. Hie law for 2008 remains the same as for 2007.
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Table A.7. Federal Estate Tax Rate Schedule for 2009

Taxable Estate Tentative Tax

(a)
Bottom of 

bracket

(b)
Top of 
bracket

(c)
Tax on bottom 

of bracket

(d)
M arginal tax rate on bracket

Over
But not 

over

Tax on 
amount 

in column (a)

Plus: Rate o f tax on amount over 
bottom of bracket, in column (a), 

up to top of bracket, in column (b)

m . $  o $ 10,000 /  $0 + 18% o f sucham punt - ■+*

M  10.000 20,000 1,800 +
r ‘ » i f  . *

20% o f  excess, over $10,000 -
"5 T'>t<

20,000 40,000
■ ■ .■ 

3,800 +
■c. -it, .■ ■ - i ' i  

22% o f  excess over 20,000 j y- :
X.- • .

40,000 60,000
..

8,200 4-
; .. •w,'~ i.c, »'■,

24% o f excess over 40,000, • r* •*-* *

60,000 80,000 13,000 + 26% of excess over 60,000' '  ’

80,000 100,000 18,200 +» a 28% o f  excess, over 80,000

100,000 150,000 23,800 + 30% ofexceK  over 100,000 f .

150,000 250,000 38,800 + 32% o f excess over 150,t)00 .
. is  •

250,000 500,000 70*,800+
<* ' - ijj-jfc-'*

34% o f excess over 250,000 '

.. 500,000 750,0j 0 155,800 + *
. - ■■ :** 

37% of excessover 500,000 ■

• 750,000 1,000,000 248,300 +
V?. ■ -i-

39% o f  excess over 750,000 *' •;

£ 'T  1,000,000 1,250,000 345,800 +
, Vi .+ . •» .• M

41% of excess over 1,000,000 . ,1*

1,250,000 1,500,000 448,300 + 43% o f excess over 1,250,000

Applicable Exclusion Amount is S3.5 Million for 2009

1,500,000 — 555,800 + 45% of excess over 1,500,000

N o te : In 2009, the applicable exclusion amount will rise from S2 million to 53.5 million. There 
arc no additional reductions in tax rates.
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REASONS TO ELIMINATE THE FEDERAL ESTATE TAX

Q Estate lax rates, which range from 41% to 48%, are substantially higher than othe 
the lowest estate tax rate is almost as high as the highest income tax rate of 39,6' 
the estate tax is imposed on earnings and assets that havo already been subject t 
social security, and other taxes at the federal and stale level.

Q Undor tho current tax system, it is cheaper to sell the family-owned business befo 
rather than pass the business to one’s heirs. Growing business can not remain co 
a tax regime that imposes rates as high as 48% upon the death of the foundor/ow

O Small business has long been recognized as the backbone of America's economy 
almost 60% of the workforce and creating about two-thirds of tho now jobs in tho t 
the 1970's. Our tax laws should encourage rather than discourago tho porpotuatio 
businesses.

l it lrv /A n u M i' n o U r M /u n f l ln Y i i l iM n u m im  rn m /h lm l/r> » rw » 'il l i t m l ' K r i ' ~ u n n o lt*
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Q The estate tax costs jobs. Potential employment is lost when business owners de< 
expand or open another store because of the ever looming death tax, and current 
is destroyed when businesses are liquidated to pay estate taxes. If estate and gift 
eliminated in 1999, 275,000 jobs would be created between 1999 and 2010. (IPI 
Report #150)

9  With Americans living longer, we need to encourage individuals/families to save a 
order to plan for their future. However, the estate tax creates a disincentive to sav 
instead, encourages consumption. The more assets one has at death, the more h 
have to pay to the federal government.

9  The estate tax, which was intended to break up large concentrations of wealth am 
economic opportunity, has instead become a barrier io economic growth and job c 
This "disincentive to growth" effect of the estate lax is equivalent to doubling incor 
(Tax Foundation)

Q The estate tax has a negative impact on current business decisions. Critical resoi 
diverted away from investing in people and growth, and spent on attorneys, accoi 
insurance. It is estimated that family-owned businesses spent approximately $33. 
years on attorneys, accountants and financial experts to assist in estate planning, 
1995)

0 The estate tax amounts to less than 2% of total federal revenues while costing the 
and taxpayers approximately the same amount collected for enforcement and con 
(Joint Economic Commitee Report, 1998)

[Home Paqel [Elim inate Tax) [Horror Stories) (National Polls] (Status ot Legislation] fTake Action) 
[Publications] [E A Q ,] [AbpuLUs] [ Re I a J ed_S i t es ]

©  2005 by Policy and Taxation Group 
A California Corporation
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v) Reduces the Inequality of Wealth and Income?
In Alan Blinder's (a President Clinton appointee) book 'Toward an Economic Theoi 
Distribution', he concludes a “radical reform of inheritance policies can accomplish 
comparatively little income redistribution" and one of his findings was that only 2% 
inequality was attributable to the unequel distribution of inherited wealth.

Joseph Stiglitz, who served as Chairman of President Clinton's Council of Econom 
found that the estate tax may ultimately cause an increase in income inequality (Jc 
Political Economy).

Death Taxes penalize work and saving and encourages large-scale consumption t 
rich. If an individual knows that they will be unable to pass on their wealth, then th 
choose to simply produce less wealth or to consume their wealth; Professor Edwai 
McCaffery, USC - Liberal Democrat.

t )  Deduction for Charitable Bequests Encourages Giving to Nonprofit Organiza

Because charitable donations are also deductible for income tax pu'poses, the tax 
whole is much friendlier to gifts during life than to gifts made at deat i.

Total charitable bequests increased in real terms by nearly 23% in the first five yea 
the last major reduction in the death tax rato (1982-191)6).

Over 1992 1995, moro than four out of five estates (82%) did not take advantago c 
charitable doductior

0  Revenue Raised Warrants the Existence of Death Tax?

Alicia Munnoll, a former member ol President Clinton’s Council of Economic Advis« 
ostimatos that tho costs of complying with estate tax Ic.ws are roughly tho same rn; 
the revenuo raised, or about $23 billion in 1998.

In this century, the stock of capital in the economy has been roduced by approximi 
billion duo to tho death tax and tho death tax only ra,sed $585 billion.

hitp.V/www.policyandtaxaiiongroup.com/himl/eliminute.hlml 3/3/2005

http://www.policyandtaxaiiongroup.com/himl/eliminute.hlml
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The distortionary effects of the death tax result in losses under the income tax that 
the same size as the death tax revenue.

(Joint Economic Committe Report, Dec

A Brief History o f Federal Estate, Gift and Generation-Skipp

The current federal estate tax has been in effect since 1916. The original legislation prc 
$50,000 exemption with marginal tax rates ranging from 1% to 10%, for estates over $1 
1924, concerned about the erosion of the base for estate taxes through lifetime gifts, O 
enacted the first gift tax with rates from 1% to 25%. This gift tax was repealed two year 
was reinstated in 1932. Donors were allowed a $50,000 exemption and a $5,000 annu 
per donee. During the years 1943-1976, the basic provisions of the federal estate and 
remained substantially unchanged. The law allowed a $60,000 Estate tax exemption w 
ranging from 3% to 77%. The gift tax exemption was fixed at $30,000 with an annual e 
$3,000 per donee. During this period, the gift tax rates were lower than the estate tax r 
making gifts more attractive.

With the Tax Reform Act (TRA) of 1976, tho structure of the federal estate and gift tax I 
changed considerably. This Act unified estate and gift taxes with a single rate structure 
provided for a maximum tax rate of 70%. With the Economic Recovery Tax Act of 1981 
the estate and gift tax was substantially changed with a graduated increase in the equi\ 
exemption to $600,000 in 1987. The marginal tax rate was decreased from 70% to 55° 
on the marital deduction were removed, and the annual gift tax exclusion was raised to

With the Deficil Reduction Act of 1984, the Tax Reform Act ol 1986, and the Omnibus E 
Reconciliation Acts of 1987, 1990 and 1993, various changes were made in Estate and 
laws. Tho 1986 Tax Act also instituted the current generation-skipping tax on transfer t 
grandchildren and more remote descendants. With the Taxpayer Relief Act of 1997, C< 
provided for an increase in uneven increments in the unified credit to an equivalent of a 
exemption by the year 2006. It also allowed for a special exclusion for qualified family i 
business and other provisions. Currently the top Estate and Gift tax rate is 48%, with a 
on assets in excess of $650,000 (the current equivalent exemption). A martial deductic 
on all assets passed from one spouse to another. There is a $11,000 per year, per dor 
exclusion from gift taxes and a $1 million generation-skipping lifetime exemption allowe 
effective rate assessed of 80% on money transfers to grandchildren after use of the $1 
exemption.

Under the 2001 Tax Act, the rato of Estate Tax and Generation-Skipping Tax is reducoi 
2009 and the lifetime exemption increases to $3.5M then both are repealed in 2010 onl 
back" in 2011 at a 50% rate with a $1M exception.

Tho gift tax is reducod to 35% with a S3.5M exception but not repealed.

THE FUTURE

“The Death Tax has creatod perverse incentives that oncoo 
to spend thoir savings now, rather than pass them on to t 
later. As tho National Commission on Economic Growti

111 I  t v > l  *i v  **f i / \ n i i r n n n  i n  h f i A f
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report: 'It makes little sense and is patently unfair to impost 
on people who choose to pass their assets on to their children and grandchildrt 

spending them lavishly on themselves. Families faced with these confiscatory tax 
themselves forced to sell off farms or businesses, destroying jobs in the process.' Th

is t

CONCLUSION

"The estate tax is simply unfair. It tells every American that no matter 
how hard you work or how wisely you manage your affairs, in the end 
the Federal Government is going to step in and take it away. The 
estate tax is double and, in some cases triple taxation, it punishes 
hard work and savings, and it fails to raise the revenues tnat could 
possibly justify the damage it causes. It has been destroying 
businesses ana ruining lives for four generations. Let us not make 
this mistake with our children. End the Death Tax now."

[Home Piige] [Eliminate Tax] [t urpr Stories] [NahpnalPoHs] (Sta.tuspl Legislation) [Take Action) 
[Public, nuns] [F A.Q.l [About Us) [Related Sites)

©  2005 by Policy and  Taxation Group 
A California Corporation
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P ub lica tio n s

Have you had to sell a business or other assets and/or liquidate 
jobs to pay or p ljn  for the "estate tax"?
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REASONS THE DEATH TAX DOES NOT W^RK!

Home Page
M U

Atgum enls for Tax

Tax Does Not Woif,
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Horror Stories 
National Polls 
Status of Legislation 
Take Action 
Publications 
FAQ.
About Us 
Related Sites

^  It's Wrong!

Some Numbers

The Farm Argument

The Small Business Argument

^  Reasons Charitable Organizations Should Not Be Afraid of the Elimination of tf

IT'S WRONG! W F

0 It is the wrong tax
It collects just one percent of the nation's revenues, and dollar (or dollar, it costs as i 
collect Death Taxes as it raises.

It comes at the wrong time
A core principle behind repealing the Death Tax is the idea that people should not be 
burdened at the most difficult timo of their lives. Newt Gingrich has the best lino: "Yc 
have to visit tho undertaker and the taxman on the same day."

% It hurts t! * wrong people
If you saved for the iuture, put away money (or your children, built a small business, 
farm, or achieved the American Droam in othor ways, tho Death Tax punishos you.

It helps the wrong people
Tho only people who are helpod by tho estate tax aro tho army of fancy lawyers and 
lax accountants - and IRS agents.
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SOME NUMBERS

jQ The value to Washington and the cost to the family
Americans are surprised lo learn that the estate tax raises a little more than c 
total Federal revenues and costs are of the same magnitude. To personalize 
then add, "Though they account for only one percent of Federal revenues, es 
have forced the sale of thousands of farms, ranches, and businesses through 
country, and we can only guess at the jobs and economic potential lost."

Q  The jobs argument
Economists calculate that if the money paid in estate taxes in 1999 were to b 
the total savings in 2010 would be $1.7 trillion higher, the economy would be 
larger, and we would have 275,000 more jobs.

THE FARM ARGUMENT

"Imagine owning a family farm that you have worked for 30 
years. You have built and developed the land with the hope 
of passing it along to your children so that they may have a 
better life. But after your death, your children tragically find 
that the farm will not be staying in the family. This is not a 
rare occurrence. Many family farms must be sold off to pay 
the Federal taxes due on the property. It’s just plain wrong."

'Death taxes hits the family farmer particularly hard, who may 
be cash poor but are tradition rich. The value of their farms is 
not in the IRS valuation of their equipment and land, but in the
farm’s ability to produce. Farmers make their living growing food and fiber, not speculatii 
equipment."

THE SMALL BUSINESS 
ARGUMENT

"Nothing penalizes the small busines 
more than tho Death Tax."

“It has been es ed that 70 percer 
businesses never make it past tho fir 
generation, while 07% do not make f 
second generation. I believe tho ost; 
responsible for much of this failure.”

REASONS CHARITABLE ORGANIZATIONS SHOULD NOT BE AFI
THE REPEAL OF THE DEATH TAX

hllrv//www nnlii'Vitndlimrlidnnrriim (>imi/liiml/»l iminnlul
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2002 Contributions = $240.92 Billion

Bequests Corporations 

Foundations 7,5/0 5.1% Individuals
1 1 2 % J l8 1 0  $12.19 7(53°, 

$26.90
vO

$ 1 8 3 .7 2

Source: Giving USA 2003/AFRC Trust for Philanthropy

Charitable giving has increased each year, after inflation, for the past 40 years. De< 
fluctuations in the levels of income tax, capital gains tax and estate tax rates. Even 
warnings that the reductions in marginal income tax rates that occurred in the mid-£ 
decrease charitable giving, annual gifts by individuals rose by nearly 30% between 
1989.

0 When the top estate tax rate was reduced from 70% to 50% between 1981 and 19 
amount of annual bequests grew approximately 80.8% (adjusted for inflation) durin; 
period. There is simply no empirical evidence to suggest that charitable contributicr 
decline if there is no death tax.

0  Giving USA 2000 reflects that those who nave more give a larger percent of their a: 
charity. People that make more than $1 million dollars give twice as much, as a pe 
income, than those who make less.

0  It is obvious that if families and individuals are not forced to pay 48% of their assets 
taxes, they will have 48% more to give to charity.

Ittomtt Pfiav) IEIiminatt?_Ta«J (Honor Stories] (National Polls] [Status oHoyislation) [Take Action) 
[Publications! (FA Q j [AbouLUs] IBs!«v.edJ>llasJ

© 2005 by Policy and Taxation Group 
A California Corporation

httn:/Avww.DolicvandtaxaiionEroup.coin/html/eliminatf2.html 3/3/2005
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TAX REPORT

Washington Court Ruling Puts 
Spotlight on State Estate Taxes
Dy RACIIEL EMMA SILVERMAN 
Staff Reporter of TH E W A LL STREET JOURNAL 
M a rc h  16, 201)!!; 1'a^e 1)3

A recent court ruling could prompt taxpayers to question their 
states' estate-tax laws.

Washington's Supreme Court recently struck down the state's 
estate tax, ordering that estate taxes collected since Jan. 1, 2002, 
be refunded. The court ruled Washington’s estate tax was invalid 
because it didn't reflect current federal tax law.

State estate taxes have become a big issue in recent years as a 
result o f federal tax-law changes in 2 0 0 1  that phased out a federal 
credit for state estate taxes paid, among other things.

TAX RESOURCES Before the tax-law 
changes, many states, 
including Washington, 
tied their tax rates to the 
amount o f the federal 
credit. Afterward, some 

states let their estate taxes phase out along with the federal credit. 
Others implemented separate estate-tax systems which means that 
some estates in those states face higher tax bills.

Road more about deductions and 
tax preparation2. Plus, check out 
tax calculators and resources,

DOW JONES REPRINTS
; This copy is tor your personal, 

non-commercial use only. To order 
presentation-ready copies for 
distribution to your colleagues, 
clients or customers, use the Order 
Reprints tool at the bottom of any 
article or visit: 
wwvr.djreprints.com.

• See a sample reprint in PDF 
format.
• Order a reprint of this article now.

Start a FREE 
trial of the 
Online Journal

Subscribe to 
The Print Journal

Free US Quotes:
(• Symbol 
C Name

u u  1

Got FREE E-Mail by topic
Chock Out our Mobile & 

Wireless Services
DIGEST OF EARNINGS
Details ol the latest corporate 
earnings .eported for FREE.

This year, for example, the biggest New York estates face a
combination of state and federal taxes at a maximum estate-tax rate o f 55.48%. Meanwhile, in 
states that have no estate tax this year, such as Morida, Nevada and California, large estates face 
only ihe tup federal tax rate of 47%. That's because when the credit disappeared on Jan. I, those 
states' estate taxes effc -lively diu as well. (The credit was icplaccd by a federal deduction for state 
estate taxes paid.)

To help fill state coffers, at least 18 states and jurisdictions "decoupled," or separated, their estate 
taxes from the federal system, setting their own tax rules that no longer tied their estate taxes to 
the currc it federal system, according to tax-informarion provider CCH Inc. Among them: New  
York, New Jersey, Massachusetts, Maryland, Illinois and the District o f Columbia,
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While the Washington case had some unique circumstances that 
might not apply to other states, the ruling "might encourage taxpayers in other states to look at the 
situation in their states to sec if it's analogous," says John Logan, senior state tax analyst at CCH 
in Riverwoods, 111.

Whether Washington state validly separated its estate taxes from the federal system was at the 
heart of the recent class-action case. In 1981, Washington voters approved a ballot initiative that 
effectively tied state estate taxes to the federal credit. But the state never updated its estate-tax 
statute to reflect the credit's phaseout. Instead, the state continued to collect taxes at amounts set 
before the tax-law changes.

In a class-action suit, representatives from three estates sued the state's department o f revenue, 
arguing that the state's estate tax was invalid and should have disappeared with the federal credit. 
The state Supreme Court sided with the taxpayers, ruling that under ^tate law, "any amount of a 
state estate tax not fully absorbed by a current federal credit is an invalid independent tax."

Now, the state must return an estimated $152 million back to taxpayers, and stands to lose a 
projected $279 million in estate taxes over the next couple of years. Before the ruling, the state 
was already facing a $1.8 billion budget shortfall, says a department o f revenue spokesman. The 
Legislature, however, could propose new laws for a state estate tax to ease the shortfall.

What can you do if you live in a state with an estate tax? For one thing, cieate a flexible estate 
plan. Cheryl Hader, a partner with law firm Drinker Biddle & Reath in New York, suggests the 
use of so-called disclaimers. The tax code allows nine months to give up -- or disclaim — all or 
part of an inheritance. Disclaimers are complex but they can allow survivors to adjust their 
inheritance as lax rules change, while still keeping enough money to live on.

Things can get complicated for those who live in a slate with no estate tax. but have homes in 
taxable states. One solution: Place the taxable state's property into an entity such as a limited 
liability company, says Jonathan Rikooi., a partner with law firm Dcbevoisc & Plimpton in New 
York. When property is in an LLC, it can be taxed under the estate-tax laws o f the state you live 
in, rather than those o f the state where the property is heated, he says.

■* * *

Stato of tho states: State tax i evenuos were strong for the last quarter of 2004, a new report says.

State tax rolls grew 7.8% during the fourth quarter, compared with a year earlier. The increase 
was the strongest fourth-quarter growth since 1991. Adjusted for inflation and tax-law changes, 
real state tax-rcvenue growth was only 2.3%. The biggest gains were in corporate income taxes, 
but revenues from personal income and .ales taxes also grew.

The report cautions that "this growth is likely not sufficient, however, to solve all o f the states' 
budget problems, both current and emerging." The research conics from the Nelson A.
Rockefeller Institute of Government in Albany, the public-policy research arm of the State 
University of New York.

* ♦ ♦

Dudo, whoro'n my tax refund? Tnx-preporalion giants oro t ylng to luro youngor customers.
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In tu i t  Inc., maker of TurboTax software, recently launched ttrefund.com3, a Web site geared 
toward tax filers age 18 to 24. Customers can file their taxes online and put their refunds toward 
trips or purchases at Best Buy stores. Meanwhile, H&R Block Inc. has launched a Web site for 
teens called "Get Yours," www.hrblock.com/goto/firstfilers4. The site has free online federal-tax 
preparation for teens under the age of 18 and an education section with tax basics for teens and 
their parents.

* * *

BRIEFS : Former U.S. Sen. Connie Mack, who heads President Bush's Advisory Panel on Federal 
Tax Reform, has joined law firm King & Spalding's Washington office to be the co-chairman of 
the firm's government relations practice.... The IRS designated the Indian Ocean tsunami a 
"qualified disaster," which allows corporate foundations to make grants to employees who are 
tsunami victims. Without that designation, such grants would generally be considered improper.... 
Filers in New York and California can now donate to prostate-cancer research on their state tax
returns. See proslatecancerfoundation.org5.

• E-mail Tom Herman at taxreport@wsj.com6.
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