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b a n K
of the north ALASKA N A 'lO K A L  BANK BUILO'NG fA iB BA N K S ALASKA 9970' 1907. »S6 --«9)

December 12, 1979

The Honorable T i m  Kelly 

283 Muldoon Road 

Station Box 76 

Anchorage, Ak 99504

Dear Tim:

This will respond to your inquiry to Frank, and his letter of 

December 3rd relative to legislation proposed for introduction 

by you into the Eleventh Legislature's second session.

As I read the intent of y o u r  bill, it would be to exempt bona fide 

Alaskan residents, partnerships, and corporations, from payment of 

state income tax on interest paid to them on savings or time 

deposits in Alaskan domiciled financial Institutions.

T1m, as y o u  are no doubt aware, there 1s a plethora of banking 

legislation roaming through various committees in the Congress, 

ranging from those dealing with the Fed reserve issue (HR7, S85,

S85 as amended, and S353) to Regulation Q, NOW accounts, share 

drafts, automatic transfer services, end remote service units 

(HR4986).

The Ulman legislation (HR3712), did have an amendment proposed 

to it which w o u l d  have exempted from Federal taxation the first 

$100 of Interest earned. However, the legislation as originally 

proposed was defeated in the House Ways and Means Committee and 

there is no way of telling at this time w h e t h e r  the legislation 

will ever clear the Congress to become law. To the best o f  my 

knowledge, there 1s no other legislation proposed nationally which 

deals with exempting from taxation Interest earned on savings and 

time deposits.

The Congress is, however, very conscious of the "plight o f  the small 

saver," and quite sensitive to groups such as the Gray Panthers.

One of the avenues o f  relief endorsed by the American Bankers 

Association 1s a change 1n Reg Q to allow a ratcheting upward so 

that a m a x i m u m  of 10S interest can be paid on passbook savings, 

and a reduction in the m i n i m u m  denom1n-*tior.s for money market 

type CD's (the 182 day rates) from $10,000 to under $1,000.
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Assuming that we continue to have a state income tax, as I read you r  

proposal, the interest paid to full-time Alaska residents by Alaskan 

financial Institutions would be exempted from state income tax, 

whereas interest paid to '"iill-time Alaska residents by financial 

institutions domiciled outside o f  Alaska would be subject to state 

Income tax. One of the decisions to be made is w h e t h e r  all interest 

1s to be exempted, or to a m a x i m u m  dollar amount o f  interest paid 

per recipient. Certainly any tax forgiveness allowed on interest 

earned from deposits made in Alaskan financial institutions as 

compared with Interest earned from deposits made 1n "outside" 

institutions will have a beneficial effect on keeping Alaskan money 

at home. Where there would be some benefit to even the small saver, 

the great Incentive for keeping investable money 1n Alaska would 

come from those w h o  have $10,000 or more to invest to enable them to 

take advantage of the very attractive rates now being quoted. This 

state tax exemption, if applied to all savings and time interest, would 

also give Alaskan financial institutions help in the struggle to 

prevent disintermediation of funds from financial institutions to such 

areas as the mutual money market funds offered by brokers.

The Alaska Bankers Association should be Interested in helping develop 

this concept, and I suggest you contact Mr. H. A. "Buzz" Hoffman of 

First National Bank o f  Anchorage, the Association President. I will 

also be pleased, as a Board m ember and individually, to work with you.

cc: Frank Murkowski



THE FIRST NRTICM BANK OF RNCHORRGE
December 4, 1979

Senator Tim Kelly 
Pouch V
Juneau# Alaska 99811 

Dear Senator Kelly:

I do appreciating being advised of your proposed 
amendment affecting interest paid on savings 
accounts, and will follow its progress in the 
Legislature.

Tht First Nation*! Bank of Anchoraga • P.O. Bo* 720 • Anchor#g*, Alaska 99510

DHCtmh



A L A S K A  U S A  f e d e r a l  c r e d i t  u n i o n

7 7 7  J U N E A U  S T R E E T 

A N C H O R A G E ,  A L A S K A  9 8 5 0 1  

( 9 0 7 )  2 7 6 - 5 1 0 0

December 13, 1979

Se n ator Tim Kelly

P.O. Box 1004

Eagle River, AK 99577

Dear Senator Kelly:

This letter is in reference to y o u r  letter of Novem b e r  23 regarding y o u r  

consideration of introducing legislation exempting interest earned from 

Alaska financial institutions from state taxation.

Needless to say, legislation in this regard would be very timely as the 

current rate of inflation and tax laws regarding personal Interest 

income do not promote individual savings. Individual savings is one rf 

the cornerstones of a stable economy and provides funds for the financing 

of consumer durables and business investment. Your proposed legislation 

wo u l d  be a step in changing individual ideas regarding savings, and 

wo u l d  thereby promote thrift and be of value to the State's economy from 

the consumer's to the large corporation's standpoint.

The one question that I have regarding y o u r  proposal 1s why limit the 

tax savings to full-year residents? I feel the advantage to the State's 

economy of attracting additional funds from part-time residents, with 

the funds then available for m aking loans by Alaska financial institutions, 

far outweighs any benefit the State would obtain in collecting taxes on 

the interest earned.

In any case, we look forward to y o u r  proposed legislation's passage and 

will certainly promote this tax savings advantage to our 75,000 Alaska 

members. We appreciate y o u r  efforts on behalf of the State's economy, 

and the benefit that our members and the credit union will realize 

through passage of y ou r  bill.

W. B. Eckhardt 

General Manager

WBE:1b



A L A S K A  R A I L R O A D ----

F E D E R A L  C R E D I T  U N I O N

320 West First Avenue Anchorao°. Alaska 99501 
(907)276-6543

December 19, 1979

Senator Tim Kelly 
283 Muldncn Road 
Station Box 76 
Anchors. _Te, Alaska 99504

Dear Senator Kelly:

Thank you for your letter regarding your intent to introduce legis­
lation exempting interest earned in Alaska financial institutions 
fran state taxation. I wholeheartedly support such legislation, 
and am certain that it would increase substantially the capital 
available within the State.

I do, however, have sane observations to make. First, I have no 
objections to non-residents, or part-time residents investing their 
funds in Alaska financial institutions to.take advantage of the 
proposed tax exemption. Although the tax benefit might go to a 
non-resident in a case like this, the benefit of the capital 
infusion would definitely belong to the State residents.

f
Next, I would anticipate sane opposition to the bill fran those who 
might consider it just a tax loophole for large investors and corp­
orate entities, with no advantage to the lower inoane sector of the 
economy. The advantages are, of aourse, availability of funds for 
capital investments, with corresponding multiplier effect, and 
the creation of resulting jobs.

There is one potentially dangerous flaw in the bill. Most, if not 
all financial institutions in the State offer substantially reduced 
inter -«■ rates on loans secured by funds on deposit. If the proposed 
bill pc-sses, it would enable someone to deposit funds, immediately 
borrow against those funds, thus taking advantage of a tax exemption 
on the inoane earned, and a tax deduction on the interest expense.
This creates larger deposits and loans for the financial institutions, 
a definite tax advantage for the barrower/depositer, but zero new 
capital. This situation is not advantageous to many depositors 
unless Congress passes similar legislation, which is currently under 
consideration.

I have no solution as to how to close this potential loophole. Perhaps 
a limitation on the amount of interest that is exenpt, but that would 
dilute the intended effect of the bill. Also, Congress may not take
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sijnilar action, in which case there is no problem.

I hope I have been of sane assistance in evaluating the proposed 
bill. If I ca~ be of further help, feel free to call on me.

Manager

IAR/ds



>oasKCk.BWNK or COMMERCE
MAIN orriCC: POUCH 7012. ANCH0RA0C. ALASKA 99SI0

D e c e m b e r  20,  1979

S e n a t o r  T i m  K e l l y  
283 M u l d o o n  R o a d  
S t a t i o n  B o x  76 
A n c h o r a g e ,  A l a s k a  99504

D e a r  S e n a t o r  K e l l y :

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

r w c
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R. A. KENNARD
PKCtlOINT

P E O P L E S  S A N K  a  T R U S T

POUCH 7007 •  STH AVENUE AND G STREET • ANCHORAGE. ALASKA 998!0

TELEPHONE (8 0 7 ) S70-7BM

... D e c e m b e r  1 4 ,  1979
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S e n a t o r  T i m  K e l l y  . ^ g a U i .  ****»<•  !*'•-*
283 M u l d o o n  R d .  ,
S t a t i o n  B o x  76 
A n c h o r a g e ,  A l a s k a  9950A

* V  '# ■
D e a r  S e n a t o r  K e l l y :

V  ̂ 'A'* **" •
• * ’ -’ i*- \ r

T t n n k  y o u  f o r  y o u r  l e t t e r  o f  N o v e m b e r  21 r e g a r d i n g  a  b i l l  y o u  w e r e  
g o i n g  t o  i n t r o d u c e  w h i c h  w o u l d  d e l e t e  i n t e r e s t  o n  s a v i n g s  a c c o u n t s  f o r  
r e s i d e n t s  o f  A l a s k a .

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

T h a n k s  f o r  g i v i n g  u s  a n  o p p o r t u n i t y  t o  l o o k  a t  t h i s .  I  am c u r i o u s  
a s  t o  w h a t  y o u  f i n d  o u t  i n  d i s c u s s i n g  t h i s  w i t h  a  t a x  e x p e r t .

V e r y  t r u l y  y o u r s ,

J S u U -
R . A .  K e n n a r d  
P r e s i d e n t
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T H E  LEGISLATURE OF THE STATE O F  A L A S K A  
ELEVENTH LEGISLATURE

FISCAL NOTE

REQUEST
Bill/Resolution No. OS for Senate Bill No. 310______ __________________________________ _
Titie An Act exempting interest from certain financial i n s t i t u t i o n s  from the 
Requested bv Judiciary Committee (AK net income tax. Date 2 / 7 /RO________ _

II. FISCAL DETAIL 
Agency Affected _ Revenue

F i s c a l  S e r v i c e sProgram Category Aftected_
BRU, Program, or Subprogram(0 Affected Audi t Division
(Note: If more than one budge' component is affected, separate line-item amounts and funding for each 

component in the analysis section.)
EXPENDITURES (Thousands of Dollars)

FY 80 FY 81 FY 82 FY 83 FY 84 F Y  85

J00 PERSONAL SERVICES
200 T R A V E L
300 C O N T R A C T U A L
400 COMMODITIES
500 EQUIPMENT
600 L A N D  & STRUCTURES
700 GRANTS. CLAIMS. ETC.

TOT A L -0- -0- -0- -0- -0- -0-

F UN DING (Thousands of Dollars)

G E N E R A L  F U N D -0- -0- -0- -0- -0- -0-

F E D ERAL FUNDS
O T H E R  (Snecifv Fund Source)

POSITIONS N o n e

FULL TIME
PART TIME
T E M P O R A R Y

III. ANALYSIS (See Fiscal Note Preparation Instructions, Section III)

See attached memorandum to R. D. Stevenson dated 2/7/80

IV. PATH February 7, 1980 PREP A
A G E N C

Original Legislative Finance PHONE  <1 f»5-2 32t).
cc: Budget and Management /

Prime Sponsor (First Legislator Named)

 ̂ D a  v i-s -ion.

33-001 (Rev. 12/79)
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THE LEGISLATURE OF THE STATE O F  A L A S K A  
ELEVENTH LEGISLATURE

FISCAL NOTE

I. R E Q UEST
Bill/Resolution No.CS For SB 310 institutions

Title Act exanpting from the net income tax interest earned from Alaska finann'al/ 
Requested bv  Date_________________

II. FISCAL DETAIL 
Agency Affected _
Program Category Affected_
Budget Request Unit(s) Affected_

EXPENDITURES (Thousands of Dollars)

FY 79 FY 80 FY 81 FY 82 FY 83 FY 84

100 P E R S O N A L  SERVICES
200 T R A V E L
300 C O N T R A C T U A L
400 COMMODITIES
500 EQUIPMENT
600 L A N D  & STRUCTURES
700 GRANTS. CLAIMS. ETC.

-
T O T A L

FUNDING (Thousands of Dollars)

G E N E R A L  F U N D Unknown

F E D E R A L  FUNDS
O T H E R  (Specify)

•* i  -

POSITIONS

FULL TIME
PART TIME
T E M P O R A R Y

III. ANALYSIS (See Fiscal Note Preparation Instructions, Section III)

The bill proposes to axempt from income taxation interest earned from a financial 
institution which is chartered under the laws of the State or has its principal 
or home office within the State.

Due to lack of data we are unable to determine the exact revenue impact of this 
propcca'’ It is likely to reduce general fund revenue by about §5.0 million, 
annually.

IV. D A T E g p m .T
Original: Legislative Finance 
cc: Budget and Management

Prime Sponsor (First Legislator Named)

33-001 (Rev. 10/78)

PREPARED BY
A G E N C Y  _____
PHONE _______

f ,



TO: ( -

FROM:

DATEi F e b r u a r y  7, 1 9 8 0

FILE NO.

TELEPHONE NO: .

SUBJECT c s  f o r  S e n a t e  B i l l  No. 310

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

It is a s s u m e d  t h a t  t h e  o b j e c t i v e  b e h i n d  t h i s  b i l l  w o u l d  b e  t o  
e n c o u r a g e  i n d i v i d u a l s  to  p l a c e  m o r e  m o n e y  in i n t e r e s t - b e a r i n g  
a c c o u n t s  in f i n a n c i a l  i n s t i t u t i o n s  in the S t a t e .  W h i l e  t h ^ s  is 
a v e r y  i d e a l  aim, t h e r e  is s e r i o u s  q u e s t i o n  a b o u t  w h e t h e r  a b i l l  
s u c h  as t h i s  w o u l d  c a u s e  t h e  d e s i r e d  r e s u l t .  It is m y  i m p r e s s i o n  
t h a t  p e c p l e  p l a c e  m o n e y  i n  s a v i n g s  a c c o u n t s ,  d e p e n d i n g  o n  t h e  
e c o n o m i c  c l i m a t e  in  t h e  s o c i e t y ,  r a t h e r  t h a n  b e c a u s e  a n y  i n t e r e s t  
w h i c h  m i g h t  b e  e a r n e d  is t a x  free.

T h e  m a j o r  b e n e f a c t o r s  of t h i s  b i l l  w o u l d  b e  the w e a l t h y  . i n d i v i d u a l s  
a n d  l a r g e  c o r p o r a t i o n  w h o  a l r e a d y  h a v e  s u b s t a n t i a l  i n t e r e s t -  
b e a r i n g  a c c o u n t s  in A l a s k a  b a n k s .  If the i n t e n t  is t r u l y  to 
e n c o u r a g e  s a v i n g s  b y  t h e  a v e r a g e  c i t i z e n ,  c o n s i d e r a t i o n  s h o u l d  
b e  g i v e n  to p r o v i d i n g  t h e  t a x  e x e m p t  s t a t u s  t o  d e p o s i t s  m a d e  
a f t e r  the e f f e c t i v e  d a t e  of the b i l l  a n d  on a m a x i m u m  a m o u n t ,  
s u c h  as  $ 5 , 0 0 0 .

R. D. S t e v e n s o n  
S p e c i a l  A s s i s t a n t  
D e p a r t m e n t  of  R e v e n u e

G a r y  L. J e n  
D i r e c t o r  
A u d i t  D i v i s
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.of A L A S K A

T0 r  R. D. S t e v e n s o n
S p e c i a l  A s s i s t a n t  
D e p a r t m e n t  of  R e v e n u e

date: F e b r u a r y  7, 1 9 0 0

FILE NO.

from: G a r y  L. J e n

TELEPHONENO

SUBJECT: CS f o r  S e n a t e  B i l l  No. 310

D i r e c t o r  
A u d i t  D i v i s i

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

It is a s s u m e d  t h a t  t h e  o b j e c t i v e  b e h i n d  t h i s  b i l l  w o u l d  b e  t o  
e n c o u r a g e  i n d i v i d u a l s  to p l a c e  m o r e  m o n e y  in i n t e r e s t - b e a r i n g  
a c c o u n t s  in f i n a n c i a l  i n s t i t u t i o n s  in the S t a t e .  W h i l e  t h i s  is 
a v e r y  i d e a l  aim, t h e r e  is s e r i o u s  q u e s t i o n  a b o u t  w h e t h e r  a b i l l  
s u c h  as t h i s  w o u l d  c a u s e  t h e  d e s i r e d  r e s u l t .  I t  is m y  i m p r e s s i o n  
t h a t  p e o p l e  p l a c e  m o n e y  in s a v i n g s  a c c o u n t s ,  d e p e n d i n g  o n  t h e  
e c o n o m i c  c l i m a t e  in t h e  s o c i e t y ,  r a t h e r  t h a n  b e c a u s e  a n y  i n t e r e s t  
wliich m i g h t  be  e a r n e d  is t a x  free.

T h e  m a j o r  b e n e f a c t o r s  o f  t h i s  b i l l  w o u l d  be t h e  w e a l t h y  i n d i v i d u a l s  
a n d  l a r g e  c o r p o r a t i o n s  w h o  a l r e a d y  h a v e  s u b s t a n t i a l  i n t e r e s t -  
b e a r i n g  a c c o u n t s  in A l a s k a  b a n k s . ~ > I f  the i n t e n t  is t r u l y  to
e n c o u r a g e  s a v i n g s  b y  t h e  a v e r a g e  c i t i z e n ,  c o n s i d e r a t i o n  s h o u l
be  g i v e n  to  p r o v i d i n g  t h e  t a x  e x e m p t  s t a t u s  t o  d e p o s i t s  m a d e  
a f t e r  the e f f e c t i v e  d a t e  of the b i l l  a n d  o n  a m a x i m u m  a m o u n t ,  
s u c h  as $ 5 , 0 0 0 .



Statement for Record 
of Robert R. Richards

President, Alaska Pacific Bank 

SENATE BILL 310

THIS BILL ADDRESSES ONE OF THE MOST PERVASIVE PROBLEMS 

IN ALASKA AND THROUGHOUT THE UNITED S T A T E S ; CAPITOL FORMATION. 

ALASKA HAS CONTINUALLY BEEN A CAPITOL SHORT A R E ? . ALASKAN 

FINANCIAL INSTITUTIONS WITH COMPARATIVELY LITTLE CAPITOL HAVE 

BEEN UNABLE TO FINANCE THE EXPANSION OF ALASKA'S BUSINESS,

INDUSTRY OR CONSUMER ACQUISITION OF GOODS.

ONE INSTANT EXAMPLE OF THE CAPITOL SHORTAGE IN ALASKA IS 

THE INABILITY OF OUR FINANCIAL INSTITUTIONS TO FINANCE THE 

SINGLE-FAMILY AND MULTI-FAMILY HOUSING MARKET WIT .IN OUR 

STATE.

PRESENTLY, OVER 1/2 OF THE MORTAGE MARKET IS BEING 

FINANCED THROUGH THE USE OF TAX .EMPT BONDING. NOTING THE 

POTENTIAL FOR PASSAGE OF THECtLMAN BILL IN THE U.S. CONGRESS 

WHICH SEVERLY RESTRICTS THE ABILITY OF ALASKA HOUSING FINANCE 

CORPORATION TO SERVICE THE MORTAGE MARKET IN NOTING ITS 

INCUMBENT RESTRICTIONS ON BOTH HOUSING AND THE CONSTRUCTION 

INDUSTRY, I FEEL IT IS IMPERATIVE FOR THIS BODY TO ACT NOT 

ONLY WITH THE SHORT-TERM CAPITOL INJECTION WHICH THE ADMINISTRATION 

HAS SUGGESTED BUT MORE IMPORTANTLY TO FINALLY ADDRESS THE 

LONG-TERM SOLUTION FOR CAPITOL FORMATION IN ALASKA;UTILIZATION OF 

THE EFFICENCY OF THE PRIVATE MARKET SYSTEM UNRESTRAINED BY 

GOVERNMENT.



THE RESULT OF THE PENDING LEGISLATION IS QUITE SIMPLE; 

INCREASE CAPITOL FOR ALASKANS WHEN ALASKANS ARE NOT TAXED 

ON INTEREST EARNINGS, AN ADDITIONAL INCENTIVE IS AVAILABLE TO 

REVERSE THE DECLINING SAVINGS RATE WITHIN OUR STATE. WHEN 

DOMESTIC PARTNERSHIPS AND CORPORATIONS ARE NOT TAXED ON 

INTEREST EARRINGS, AN ADDITIONAL INCENTIVE IS AVAILABLE TO 

MAINTAIN DEPOSITS IN ALASKAN FINANCIAL INSTITUTIONS THEREBY 

INHANCING THE FUNDS AVAILABLE FOR LENDING.

THE STR.3ILITY OF FUNDS IS THE MOST CRITICAL JUDGEMENTAL 

FACTOR IN DECIDING WHETHER OR NOT THAT FINANCIAL INSTITUTE 

CAN LEND THOSE FUNDS. WHEN ALASKA COMES SHORT-TERM DEPOSIT 

INTO ALASKAN INSTITUTIONS, HOW CAN THE STATE REASONABLY EXPECT 

THOSE FUNDS TO BE USED TO FUND LONG-TERM LOANS? THERE IS 

REALLY NOTHING THAT CAN BE DONE WITH SHORT-TERM (UNDER 1 YEAR 

MATURITY) DEPOSTIS OTHER THAN INVEST THEM IN VERY SHORT-TERM 

LOANS OR RE-INVEST THEM TH OTHER INSTITUTIONS OUTSIDE THE 

STATE. THESE SHORT TERM FUNDS DO LITTLE IF ANYTHING FOR THE 

ECONOMY AS A WHOLE. THE FORMULA OF LENDING LONG ON SHORT-TERM 

DEPOSITS HAS ONE SURE EVENTUAL CONSEQUENCE; BANKRUPTCY. THE 

STABILITY THEREFORE OF PUBLIC FUNDS FOR DEPOSITS IS QUESTIONABLE 

AT BELT - EVEN WITH THE ASTRONOMICAL PROJECTED SURPLUSES IT IS 

f’NLIKELY THAT THE STATE WILL BE IN A POSITION TO PLACE 10 20 YEAR 

OR LONGER MATURITY DEPOSITS IN LOCAL FINANCIAL INSTITUTES. THE 

SOLUTION AGAIN IS TO FREE THE CAPITOL POTENTIAL OF THE PRIVATE 

MARKET SYSTEM BY EXEMPTING FROM TAXATION THOSE CITIZENS OF OUR 

STATE BE THEY INDIVIDUALS, PARTNERSHIPS, OR CORPORATIONS TO BUILD

Page 2



L O C A L  C A P I T O L .  B Y  D O I N G  S O  W E  A R E  R E C O G N I Z I N G  T H A T  A L T H O U G H  

T O D A Y  O U R  G O V E R N M E N T  M I G H T  BE A B L E  T O  P R O V I D E  A S H O R T - T E R M  

S O L U T I O N  T H E  R E A L  A N S W E R  T O  C A P I T O L  F O R M A T I O N  L I E S  W H E N  T H E  

G O V E R N M E N T  R E M O V E S  T H E  R E S T R I C T I O N S  U P O N  T H E  P R I V A T E  M A R K E T  

S Y S T E M  A N D  A L L O W S  T H E  F R E E  E N T E R P R I S E  S Y S T E M  T O  W O R K .

I U R G E  Y O U R  S E R I O U S  C O N S I D E R A T I O N  A N D  A D O P T I O N  O F  T H I S  

M E A S U R E  S I N C E  IT IS IN T H E  B E S T  I N T E R E S T  OF A L L  A L A S K A N S .



FROM: GUY VAN DOREN, ADMINISTRATIVE ASST.
SENATE JUDICIARY COMMITTEE

SUBJECT: SB 3 1 0  EXEMPTING INTEREST EARNED FROM CERTAIN
FINANCIAL INSTITUTIONS FROM THE ALASKA 
INCOME T A X . ..

TO: M E M BERS OF THE J U D I C I A R Y  C O M M ITTEE

THE BILL WAS INTRODUCED TO ENCOURAGE, BY INTEREST TAX EXEMPTION, 
PERSONS TO INVEST IN FINANCIAL INSTITUTIONS CHARTERED UNDER AS 06, 
OR INSTITUTIONS WHICH HAVE THEIR HOME OFFICE OR PRINCIPAL OFFICE 
IN THE STATE OF ALASKA.

AS. 4 3 .020.031.(b)..PROVIDES FOR ALLOWABLE EXEMPTION IN COMPUTING 
TAXABLE INCOME. THIS BILL WOULD ADD TO THOSE EXEMPTIONS IN 
EXISTENCE, " INTEREST EARNED BY A  PERSON FROM A FINANCIAL IN­
STITUTION CHARTERED UNDER AS 06 OR WHICH HAS ITS PRINCIPAL OFFICE 
OR HOME OFFICE IN THE STATE.'1

THE BILL ALSO DEFINES "FINANCIAL INSTITUTIONS".



P E O P L E S  B A N K  a  T R U S T

! POUCH 7007 • BTH AVENUE AND O STRICT • ANCHORAGE.ALASKA »0S«O

I TELEPHONE (907) >70-7011

R. A. KENNARD
PnCftlOCNT

D e c e m b e r  1 4 ,  1979

S e n a t o r  T i m  K e l l y  
283 M u l d o o n  R d .
S t a t i o n  B o x  76 
A n c h o r a g e ,  A l a s k a  99504

D e a r  S e n a t o r  K e l l y :

T h a n k  y o u  f . ; r  y o u r  l e t t e r  o f  N o v e m b e r  21 r e g a r d i n g  a  b i l l  y o u  w e r e  
g o i n g  t o  i n t r o d u c e  w h i c h  w o u l d  d e l e t e  i n t e r e s t  o n  s a v i n g s  a c c o u n t s  f o r  
r e s i d e n t s  o f  A l a s k a .

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

T h a n k s  f o r  g i v i n g  u s  a n  o p p o r t u n i t y  t o  l o o k  a t  t h i s .  I  am  c a r i o u s  
a s  t o  w h a t  y o u  f i n d  o u t  i n  d i s c u s s i n g  t h i s  w i t h  a  t a x  e x p e r t .

V e r y  t r u l y  y o u r s

R . A .  K e n n a r d  
P r e s i d e n t

R A K : b w a  
2425



K i l A L A S K A  R A I L R O A D ----------------
F E D E R A L  C R E D I T  U N I O N -----------

320 West First Avenue Anchorage. Alaska 99501 
(907)276-6543

December 19, 1979

Senator Tim Kelly 
283 Muldoon Road 
Station Box 76 
Anchorage, Alaska 99504

Dear Senator Kelly:

Thank you for your letter regarding your intent to introduce legis­
lation exerrpting interest earned in Alaska financial institutions 
fran state taxation. I wholeheartedly support such legislation, 
and am certain that it would increase substantially the capital 
available within the State. . „e<

I do, however, have sere observations to make. First, I have r x > y ^  ^  
abjections to non-residents, or part-time residents investing their 
funds in Alaska financial institutions to take advantage of the ( 
proposed tax exemption. Although the tax benefit might go to a j 
non-resident in a case like this, the benefit of the capital \
infusion would definitely belong to the State residents. '

Next, I would anticipate seme opposition to the bill from those who 
might consider it just a tax loophole for large investors and corp­
orate entities, with no advantage to the lower income sector of the 
eccmony. The advantages are, of course, availability of funds ior 
capital investments, with the corresponding multiplier effect, and 
the creation of resulting jobs.

There is one potentially dangerous flaw in the bill. Most, if not 
all financial institutions in the State offer substantially reduced 
interest rates on loans secured by funds on deposit. If the proposed 
bill passes, it would enable someone to deposit funds, immediately 
borrow against those funds, thus taking advantage of a tax exemption 
on the inocrne earned, and a tax deduction on the interest expense.
This creates larger deposits and loans for the financial institutions, 
a definite tax advantage for the borrower/depoeiter, but zero new 
capital. This situation is not advantageous to many depositors 
unless Congress passes similar legislation, which is currently under 
consideration.

I have no solution as to how to close this potential loophole. Perhaps 
a limitation on the amount of interest that is exenpt, but that would 
dilute the intended effect of the bill. Also, Congress may not take
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December 19, 1979 
Page 2.

similar action, in which case there is no problem.

I hope I have been of sane assistance in evaluating the proposed 
bill. If I can be of further help, feel free to call on me.

Manager

IAR/ds



F E D A L A S I t A
F E D E R A L
C R E D I T
U N I O N

ANCHORAGE
Pouch 7-505
Anchorage, Alaska 99510
W.E. SAMPLES

General Manager 
R.N. RICHARDSON

Manager 
MARSHALL ELLISON

Assistant Manager
19071 27M011

FAIRBANKS 
Box £70
Fairbanks, Alaska 99707 
P.J. SCHULER Manager 
(907) 456-2362

December 6, 1979

The Honorable Tim Kelly 
Alaska State Senate 
Pouch V
Juneau, Alaska 99811 

Dear Senator Kelly:

Thank you for your correspondence of November 23 with the outline 
of your proposed legislation exempting interest earned in Alaska 
financial institutions.

We in FedAlaska would be interested in and give very heavy support 
of legislation as you have outlined.

Savings in financial institutions is the primary source of capital 
for mortgage loans and consumer lending and we feel this would be 
one of tbe best things that could be done for future development 
in the State of Alaska.

Sincerely,

<J. E. Samples 
General Manager

WES/sps

KODIAK
P.O Box 109 
Kodiak. Alaska 99615
J T. JOHNSON Monagar

(9071 487-5340

JUNEAU
Box 1307
Junaau. Alaska °9B02 
R.W. COOPER Managar 
19071 789 2128
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December 13, 1979

7 7 7 J U N E A U  S TRE E T 

A N C H O R A G E ,  A L A S K A  tfSOI 

(£- 07) 2 7 6 - 5 1 0 0

S e n ator Tim Kelly

P.O. Box 1004

Eagle River, AK 99577

Dear S e n ator Kelly:

This letter is in reference to y o u r  letter of November 23 regarding your 

consideration of introducing legislation exempting interest earned from 

Alaska financial institutions from state taxation.

Needless to say, legislation in this regard would be very timely as the 

c u r rent rate of inflation and tax laws regarding personal interest 

income do n ot promote individual savings. Individual savings is o ne of 

the cornerstones of a stable economy and provides funds for the financing 

of consumer durables and business investment. Your proposed legislation 

w o u l d  be a step in changing individual ideas regarding savings, and 

w o u l d  thereby promote thrift and be of value to the State's economy from 

the consumer's to the large corporation's standpoint.

The one question that I have regarding y o u r  proposal 1s why limit the 0  

tax savings to full-year r e s i d e n t s ? I feel the advantage to the State's \®’ 

economy of attracting additional tunds from part-time residents, with v*

the funds then available for making loans by Alaska financial I n s t i t u t i o n s , ^  

far outweighs any benefit the State would obtain in collecting taxes on 

the interest earned.

In any case, we look forward tc you r  proposed legislation's passage and 

will certainly promote this tax savings advantage to our 7 5,000 Alaska 

members. We appreciate you r  efforts on behalf of the State's economy, 

and the benefit that o ur members and the credit union will realize 

through passage of y o u r  bill.

W. B. Eckhardt 

General Manager

WBE:1b



THE FIRS! NATIONAL BANK OF ANCHORAGE
December 4, 1979

Senator Tim Kelly 
Pouch V
Juneau, Alaska 99811 

Dear Senator Kelly:

I do appreciating being advised of your proposed 
amendment affecting interest paid on savings 
accounts, and will follow its progress in the 
Legislature.

Sincerely

I !
A  '

DHC:mh

Tha First National Bank of Anchor*gt • P.O. Bon 7?0 • Anchorage, Alaska 99510



C O . u t i l  OM 'CE AND * S M lM S T F * tiv t  C E N 7 I" » 0  80 *  60730 » * '= B * S * S  AI.ASX* 99701 I997'«79:?8'

D e c e m b e r  3 ,  1979

T h e  H o n o r a b l e  T i m  K e l l y  
283 M u l d o o n  R o a d  
S t a t i o n  B o x  76 
A n c h o r a g e ,  AK 99504

D e a r  T i m :

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

H e a r t i e s t  b e s t  w i s h e s  f o r  a  H a p p y  H o l i d a y  S e a s o n .

S i n c e r e l y ,

T r a n k  W. M u r k o w s k i  
P r e s i d e n t

F H M : J s

c c :  B i l l  G r e e n



AhskaPadffcBonk

D e c e mb er  4, 1979

The Honorable Tim Kelly 
Alaska State Senate 
283 Muldoon Road 
Station Box 76 
Anchorage, Alaska 99e.u4

Dear Tim:

Your proposed legislation exempting interest earned in 
Alaska financial institutions from taxation is great!

In addition to encouraging greater savings on the part of
Alaskans by generating a higher return for them, this will
also have the effect of ste-aming the outflow of money.
Rates on certificates ef deposit of over $100,000 are nego­
tiable. Becau.e of the rather unusual money market conditions, 
Alaska banks have presently been unable to compete with 
banks in the "lower 48" which are paying extremely high 
rates. As a result there has been somewhat of an outflow of 
funds from Alaska. If interest on Alaska CD's were exempt 
from state taxation, the effective yield on Alaska CD's 
would be considerably higher and the outward flow of funds 
would cease.

If there io any way in which I can assist you further on 
this matter, I would be most pleased to do so.

Cordially,

Robert R. Richards 
President

RRR/ph

P. O Box 420 • AnchOf>Q>, Al«»k« 99510
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r anks, Alaska 99701 •
Phone 907/479̂ 209

SenatopoucTvTim Ke] ] y
Juneau, A , a ska 9981!

AT£ November 28, W g
„ subject „ s

0ear ri"i. E x a »Pt Interest

Read y o u r 1?tter

prove an6in c e n t i ^ ^ ' ^ o n e y 0fV/n Proposed bf])

- -  -  ».... „ ■ “• « w a .
you,

S F£° EML CREDIT UN I or 

B‘ Bra'lier, S ^ rs, Manaŝ
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December 12, 1979

The Honorable T im Kelly 

283 Muldoon Road 

Station Box 76 

Anchorage, Ak 99504

Dear Tim:

This will respond to y o u r  inquiry to Frank, and his letter of 

December 3rd relative to legislation proposed for introduction 

by you into the Eleventh Legislature's second session.

As I read the intent of your bill, it would be to exempt bona fide 

Alaskan residents, partnerships, and c o r p o r a t i o n s , from payment of 

state income tax on interest paid to them on savings or time 

deposits in Alaskan domiciled financial institutions.

Tim, as you are no doubt aware, there is a plethora of banking 

legislation roaming through various committees in the Congress, 

ranging from those dealing with the Fed reserve issue (HR7, S85,

S85 as amended, and S353) to Regulation Q, NOW accounts, share 

drafts, automatic transfer services, and remote service units 

( H R 4 9 8 6 ) .

The Ulman legislation (HR3712), did have an amendment proposed 

to it which w o u l H have exempted from Federal taxation the first 

$100 of interest earned. However, the legislation as originally 

proposed was defeated in the House Ways and Means Committee and 

there 1s no w a y  of telling at this time w h e t h e r  the legislation 

will ever clear the Congress to become law. To the best of my 

knowledge, there is no other legislation proposed nationally which 

deals with e xempting from taxation Interest earned on savings and 

time deposits.

The Congress 1s, however, very conscious of the "plight of the small 

saver," and quite sens i t i v e  to groups such as the Gray Panthers.

One o f  the avenues of relief endorsed by the American Bankers 

A ssociation 1s a change 1n Reg Q to allow a ratcheting upward so 

that a m a x imum of 10% interest can be paid on passbook savings, 

and a reduction in the m i n i m u m  denominations for money market 

type CD's (the 182 day rates) from $10,000 fo under $1,000.



The Ho n or a bl e  Tim K e l l y12/12/79Page Two
Assuming that we continue to have a state income tax, as I read y o u r  

proposal, the interest paid to full-time Alaska residents by Alaskan 

financial institutions w o u l d  be exempted from state income tax, 

whereas interest paid to full-time Alaska residents by financial 

institutions domiciled outside of Alaska wo u l d  be s u b ject to state 

income tax. One o f  the decisions to be made is w h e t h e r  all interest 

is to be exempted, or to a m a x i m u m  dollar amount of interest paid 

per recipient. Certainly any tax forgiveness allowed on interest 

earned from deposits made in Alaskan financial institutions as 

compared w i t h  interest earned from deposits ma d e  1n "outside" 

institutions will have a beneficial e ffect on keeping Alaskan money 

at home. Where there would be some benefit to even the small saver, 

the great incentive for keeping investable m c n e y  in Alaska wo u l d  

come from those w h o  have $10,000 or more to invest to enable them to 

take advantage of the very attractive rates now being quoted. This 

state tax exemption, if applied to all savings and time interest, would 

alsc give Alaskan financial institutions help in the struggle to 

prevent d isintermediation of funds from financial i stltutlons to such 

areas as the mutual money market funds offered by brokers.

The Alaska Bankers Association should be interested 1n helping develop 

this concept, and I suggest y ou contact Mr. ri. A. "Buzz" Hofrman of 

First National Bank of Anchorage, the Association President. I will 

also be pleased, as a Board member and individually, to wor k  with you.

WJG:rh

cc: Frank Murkowsk^



R E M IN G T O N  LO W  n p r P I T l h P r  6 1979
P H t» IO (N T  »  C H A IRM A N  O F  T H E  B O A R D  L » C L C I I I U C I  U ,

Honorable T i m  Kelly 

State of Alaska 

Pouch V

Juneau, Alaska 99811 

Dear S e n ator Kelly:

Thank }ou for y o u r  letter of November 21, 1979 regarding income 

tax exemption for interest earned in Alaska financial Institutions.

I personally believe y o u r  proposed bill will be beneficial to the 

people of Alaska as well as to Alaskan financial institutions.

It gives a needed tax break to all investors, but it especially 

helps small savers who are not able to buy $10,000 m o n e y  market 

certificates or $100,000 certificates of deposit. The Congress 

of the United States has been talking about helping the small 

savers for a long time, but has never been able to get around to 

it.

It will also, as you state, encourage capital formation within 

Alaska which 1s beneficial to business as well as to the econonr 

of the state in general.

Banks need increased deposits so they will have m o n e y  to lend to 

Alaskans. All to often under our presen vay of handling state 

money the state's resources go outside the state to the M g  banks 

1n the lower fourty-eight who are able to outbid the muc h  smaller 

Alaskan banks.

Another thing you r  bill would accomplish is to ma k e  Alaskan financial 

institutions mor e  competitive with the large Insurance companies and 

brokerage firms who are aggressively selling m o n e y  m a r k e t  funds, which 

money then immediately leaves the state.

O ld e s t 8 a p k  ip  ̂ ia $ k a
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I discussed y o u r  letter with the other directors of the Alaskan 

Bankers Association at a meeting in Anchorage yesterday, and they 

were heartily in favor of it.

I wo u l d  suggest you talk y o u r  bill ove r  with Wes C o yner w h o m  I am 

sure you know to see if he can be of any ass i s t a n c e  to you. He 

represents the A. B. A. in the legislature, and is very knowledgeable 

about banking matters.

If I can be o f  a ny assistance please let m e  know. I would be happy 

to m e e t  w i t h  y ou at yo u r  convenience.

Sincerely,

/ r
Remington Lew 

President & Chairman 

of the Board

RL/jr
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D e c e m b e r  20, 1979

S e n a t o r  T im  K e l l y  
283 M u l d o o n  R o a d  
S t a t i o n  B o x  76 
A n c h o r a g e ,  A l a s k a  99504

D e a r  S e n a t o r  K e l l y :

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

DartC \

r w c
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B y W ard
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In .  the nam e
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t ̂  ■ •. • • , i  * • T « « . •  .  •.a,4  The sou rce  o f le n d e rs ’ en th  :siasm ,
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M o re o v e r ,: th e re  is  co n ce rn ..abou t 
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! b e tw e e n  1981 and 1990.,'.'- -'-t , . .  - j ’ 

* " I t  is  tru e  In ey  see in is  as a foot 
’ in  th e  door," sa id  R obert M c In ty re  o f 
 ̂ th e  T ax Refo rm  re se a rc h  G roiip . 
“T h e y ’l l  come back fo r  more n e x t '" en tic in g  money from  o th e r so u rce s  , - - ______ ____ ______

'" " in to  sav ing s. S a ve rs  m ig h t , b e n e f i t ,  l im e . W e hope the House con ferees
itnb u t so w ou ld  b an ke rs , w ith  more 

''m o n e y  to' le n d  and p ro f it  on.'-" "
- “* A no the r po in t is  e q ua lly "  c le a r . A s 

’ .  an am endm ent to  an o il ta x  m ea su re  , 
tb e  p re s iden t and o th e rs  d e a r ly  w an t, •- 
th e p roposa l’s p o lit ic a l ch an ces a re  
enhanced.

Sav ings account in te re s t becam e an 
Issue  fo r th is  con fe ren ce a f te r  th e  
Senate la s t  month added lan g u ag e  
b y  Sen. I. lo y d  P en tsen  (D Tex .) to  * 
exc lude  from  incom e tax  th e  f ir s t  
j^ZOl a sa ve r ea rn s in in te re s t. ?-■ j  * 

F o r ’ b a n k s  and say ing s and loan 
assoc ia tions , i t ’s a lm ost 
true . F o r 'y c a r s  they, 
in g  fo r the .^ exc lu sion  
attracting*
counts.

* » •
! jSince th e  House o il tax  b i l l  has 

no* such p rov is ion , th e b an k in g  g ro up s 
arp  a im in g ’ th e ir  lo b b y in g  g u n s  a t 
House con ferees ’ who w i l l  h a ve  to*

w i l l  s tan d  firm , because th is  is  ju s t  a 
lo u s y  w ay to  le g is la te .” 7*

The bank ing  groups a re  hop ing ju s t  
a s fe r v e n t ly  th a t the House con ferees 

‘c a v e  in .n * ’-  ̂ ,v  . l\
A nd fo r th is  fig h t, th e y  ’a re  go ing ’ 

a l l  o u t  The A m erican  Bankers 
A sso c ia tio n , in a spec ia l a le r t  le t te r  to 
m em bers , u rges a im ing a b liz za rd  of 
n ia if  a t the conferees.

"S en . B cm scn s u g g e s t s ' . . ." th a t’J n u  
c o n s id e r 're q u e s t in g  the cm p lo yeg jo f 
y o u r .b a n k  on th e ir own lettcrb-'acMo 
w r i t e . .t h e ir ’ seha to rs an d  rcprescHta-- 
. l i v e s i n  "suppo rt o f . - th e  Bentsen

tost a dream come amendment^,wrote’ ABA 's Gerald M. 
V. have been push- . Lowriev-jV-*t*  • A t
slon'l'ln’. hope 'o f ^- tlO th e r’Tenders';3iayekfollo^c(jl.’sMitr 

ing’ more money to 'savings' ’ac-i - The National Savings and lo a n  IJSi-.
ftu e> a ' so QaoUWg R cn tsen ,‘ c a lle d  fo r .
le t t e r s  from  SA L  e x e cu tiv e s , cm-, 
p lo y e s  and .custom ers . S im ila r  appeals 
h a ve  gone to  m embers of th e  In de ­
p e n d e n t ’’B ankers A A s so c ia t io n *  o f , 
A m e rica , Uie U.S. Lca’gue o f Savings

m ent by Ren. W. H enson  M oore (R- ‘ h a '?  Pu l,e d  ,h e  s t°Ps "  * " a  th e In Y  
La.) th a t w ou ld e x cY u d e ju s f t i e  f ir s t  v  ‘Im penden t B ankers’ K en  G un the r., 
51 oo ib  sav ing s in te re s t from  incom e , a?̂  a2 rce  som eth ing has to  be .̂
t a x e s . ’ •' do ne  t oJ i c l n . c n . j -*,

T1..I f  '______  I I . .  . ••• • i r  ’ * ’• I n  !■But fo r now, th e  b ig  f ig h t w i ll b e  
in Ihe o il tax con ference , and Moore 
sa id la s t week th a t he is campaign-, 
ing  to get fe llow  House con fe rees 
aboard the Bentsen” bandw agon .! ' •• 

“The exc lu s ion  is ve ry  necessa ry  to _  
he lp  re ve rse  1 tip trend  o f d e c lin in g  
amounts o i money going in to  si
u r m m *  ana to —

yeomc 
he lp  stii

fa l fo rm ation ." Moore sa id . • t ? 'i* 
“" " T h is  is  a p o lit ic a l o p po rtu n ity  to 
form  cap ita l and f ig h t im ia i io n  and

>  T  V i t  i t  
.

.? f w jv i.;-gd l peop le iA v in c tnore money aga in
r r .  THE-wgnrcioii f iu g n r tu  n r  m utn fr,
bu t th is  is a foot In tbe  door. 1/ th is  
passes, we can then  work on ‘sppie; 
th in g  more m ean ing fu l fo r t h e . f u '  
tureT f \l 'I. v . * [plj
* T lia l is  p rec ise ly  what th e  C a rte lp rec ise ly  

adm in is tra tion , * many
'Ur - -V. - ; Y

House

sim t

f  V

m
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St a t ement for R ecord 
of Ro bert R. R i c h a r d s  

President, A l a s k a  P a c ific Bank

SENATE BILL 310

THIS B I L L  A D D R E S S E S  ONE OF T H E  M O S T  P E R V A S I V E  P R O B L E M S  

IN A L A S K A  A N D  T H R O U G H O U T  THE U N I T E D  STATES; C A P I T O L  FORMATION. 

A L A S K A  HAS C O N T I N U A L L Y  BEEN A C Y P I T O L  S H O R T  AREA. A L A S K A N  

F I N A N C I A L  I N S T I T U T I O N S  W I T H  C O M ! A R A T I V E L Y  LITTLE C A P I T O L  HAVE 

B E E N  U N A B L E  T O  F I N A N C E  THE E X P A N S I O N  OF A L A S K A ' S  BUSINESS,

INDUS T R Y  O R  C O N S U M E R  A C Q U I S I T I O N  OF GOODS.

O N E  I N S T A N T  E X A MPLE OF THE C A P I T O L  S H O RTAGE IN A L A S K A  IS 

THE INABILITY OF O U R  F I N A N C I A L  I N S T I T U T I O N S  TO F I N A N C E  THE 

S I N G L E - F A M I L Y  AND M U L T I - F A M I L Y  HOUS ING M A R K E T  W I T H I N  OUR 

S T A T E .

PRESENTLY, O V E R  1/2 OF THE M O R T A G E  M A R K E T  IS BEING 

F I N A N C E D  T H R O U G H  THE USL OF TAX E XEMPT BONDING. N O T I N G  THE 

P O T E N T I A L  F O R  P A S S A G E  OF THE v.'LMAN BI_L IN THE U.S. CONGRESS 

W H I C H  S E V E R L Y  R E S T RICTS THE A B I L I T Y  OF A L A S K A  H O U S I N G  FINANCE 

C O R P O R A T I O N  TO S E R V I C E  THE M O R T A G E  M A R K E T  IN N OT ING ITS 

INCUM B E N T  R E S T R I C T I O N S  ON BOTH HOUSING AND THE C O N S T R U C T I O N  

INDUSTRY, I F E E L  IT IS IMPERA TIVE FOR THIS BODY TO A C T  NOT 

O N L Y  W I T H  T H E  S H O R T - T E R M  C A P I T O L  INJECTION WHICH THE A D M I N I S T R A T I O N  

HAS S U G G E S T E D  BUT M O R E  IM PORTANTLY TO F I NALLY A D D R E S S  THE 

L O N G - T E R M  S O L U T I O N  F O R  C A P I T O L  F O R M A T I O N  IN A L A S K A ; U T I L I Z A T I O N  OF 

T H E  E F F I C E N C Y  OF THE PRT VATE M A R K E T  S YS TEM U N R E S T R A I N E D  BY 

GOVERNMENT.



V

THE RESULT OF THE P E N D I N G  L E G I S L A T I O N  IS Q U I T E  SIMPLE; 

INCREASE C A P I T O L  F OR A L A S K A N S  W H E N  A L A S K A N S  A R E  NOT T A X E D  

ON I N T EREST EARNINGS, AN A D D I T I O N A L  I N C E NTIVE IS A V A I L A B L E  TO 

R E VER SE THE D E C L INI NG SAVINGS RATE  W I T H I N  OUR STATE. W H E N  

D O M E STIC P A R T N E R S H I P S  AND C O R P O R A T I O N S  ARE N O T  T A X E D  ON 

INTEREST EARRINGS, AN A D D I T I O N A L  I N C E N T I V E  IS A V A I L A B L E  TO 

M A I N T A I N  DEPOSIT S IN A L A S K A N  F I N A N C I A L  I N STITUT IONS T H EREBY 

INHANCI NG THE FUNDS A V A I L A B L E  F O R  LENDING.

THE S T A B ILITY OF FUNDS IS THE M O S T  C R I T I C A L  J U D G E M E N T A L  

F A C T O R  IN DECIDING W H E T H E R  OR N O T  T H A T  F I N A N C I A L  INSTITUTE 

CAN LEND T H O S E  FUNDS. W H E N  A L A S K A  COMES  S H O R T - T E R M  DEPOSIT  

INTO A L A S K A N  INSTITUTIONS, H O W  CAN THE STATE RE ASO N A B L Y  EXPECT 

THOSE FUNDS TO BE USED T O  F U N D  L O N G - T E R M  LOANS? T HE RE IS 

REALLY N O TH ING THAT CAN BE DONE W I T H  S H O R T - T E R M  (UNDER 1 YEAR 

MATURITY) DEPOSTIS O T H E R  T H A N  I N V E S T  T H E M  IN VE RY S H O R T - T E R M  

LOANS OR RE -IN V E S T  THEM W O T H  O T H E R  INSTIT U T I O N S  O U T S I D E  THE 

STATE. T H E S E  SHORT T E R M  FUNDS DO L ITTLE IF A N Y T H I N G  F O R  THE 

ECONOMY  AS A WHOLE. THE F O R M U L A  OF L E N DING LONG ON S H O R T - T E R M  

DEPOSIT S HAS ONE SURE E V E N T U A L  C O NSEQU ENCE; BANKRUPTCY. THE 

S T A B I L I T Y  T H E R E F O R E  OF P U B L I C  FUNDS F O R  DEPO SITS IS Q U E S T I O N A B L E  

A T  BEST - EVEN WITH T HE A S T R O N O M I C A L  P R O J E C T E D  S U R P LUSES IT IS 

U N L I K E L Y  T H A T  THE S TATE W I L L  BE IN A P O S I T I O N  T O  PLACE 10 20 YEAR 

OR L ONGER M A T U R I T Y  DEPOSITS IN L O C A L  F I N A N C I A L  INSTITUTES. THE 

SO L U T I O N  AGAIN IS T O  FREE THE C A P I T O L  P O T E N T I A L  OF THE PRIVATE 

M A R K E T  S YSTE M BY EXE MPTING F R O M  T A X A T I O N  T H O S E  C I T IZENS OF OUR 

STATE BE THEY INDIVIDUALS, PART NERSHIPS, O R  C O R P O R A T I O N S  T O  BUILD

Page 2
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LOCAL CAPITOL. BY DOING SO WE ARE RECOGNIZING THAT ALTHOUGH 

TODAY OUR GOVERNMENT MIGHT BE ABLE TO PROVIDE A SHORT-TERM 

SOLUTION THE REAL ANSWER TO CAPITOL FORMATION LIES WHEN THE 

GOVERNMENT REMOVES THE RESTRICTIONS UPON THE PRIVATE MARKET 

SYSTEM AND ALLOWS THE FREE ENTERPRISE SYSTEM TO WORK.

I URGE YOUR SERIOUS CONSIDERATION AND ADOPTION OF THIS 

MEASURE SINCE IT IS IN THE BEST INTEREST OF ALL ALASKANS.



§ 265— EXPENSES— TAX-EXEMPT INCOME 2 7, 1 1 9

.40 The taxp aye r cou ld  not deduct in ­
te rest paid on the purchase price of 

30-year de fe rred  annu ity  sav in g s bonds and 
on bo rrow ing s on the bonds, where his an ­
nual bo rrow in g s kep t the cash va lu e  o f the 
bonds, on which the annu ity  or life  in su r­
ance paym en ts depended, a t nominal amount 
T h e re  w as no th ing o f substance to be 

5. rea lized  b y  the taxpayer beyond _ a tax
deduction. Cangrel s, bv disa llow ing in 1954 
Code Sec. 264(a)(2) deduction s for in terest 

£'!' on single-prem ium  annu ity  con trac ts , d id
not show  an in ten t to  a llow  deduction  of 
in te re s t on pre-1954 tran saction s w ithou t 
regard  to  W h e th e r the transactions created 
a true  o b li'—tion to  pay in terest. Three 
d issen ts . W .
K. F. Kncttch, ( S u K ^ C t . )  60-2 o j t c  1 97S5. 364 

U. S. 361.
Fo llow ed .
T. C. IhilUiOh. (C l. a s  ) 64V urrc ' 331>

F. 2d S74. Cert, den., 379 (V s . 8R7.
H C Mmchtn. (CA-2) 64-2 i I 9649.,F  2d 30.
The le g is la tive  h is to ry  of the t j^ u to r v  

p roh ib ition  aga in st deduc tion  of it/erX it on 
loans to  purchase m u ltip le  pr*Tniurn\gn- 
nu ities (Code Sec. 264(a)(3))j r d not all? 
a deduc tion  a r is in g  from  tra iy a c tio n s  o c cu t; 
rin g  before tfie e ffec tive da te  of such le g is la ­
tion ’vh rre  the tra n sa c iio jr lacked econom ic 
5ut>>iH*ice.

tv. 1. McLar.r. Jr , ^CA-9) 67-2 urrc I  M91. 
377 F 2d 637

A F. Fierce. 2S 1. Dec 29.3?9(M>. T C
Memo. 196'>1.

The taxpayer' was not en titled  to deduct 
some ?!4{(,tj<0 in out-of-pocket cost in ­
cu rred  in annu ity  tran sac tion s in which an 
" in te tr sC rd e d v c iio n  was denied. The tax- 
payc i iXtl not in a r v  m anner incu r expenses 

ic  p roduction of income nr for the 
lia g r t..rn t, conservation  or m aintenance

o f p roperty  he ld for the production o^n-  
comc. He entered in to the an nu itj^ ran s-  
actions to obta in a tax a d y a n ta y r  Such 
expenses were not losses s in c^ T ie  tran s­
actions wer not entered in te g e r  profit.
R. S. GersteU, (CA-3) 63-2 o t  9565. 319 F. 

2d 13’ . X
K. F. i.netsch, (Cl. O s  1^5-2 v r r c  V 9560, 348 

F. 2d 932 Cert, dcn^fl, 382 U. S. 957.

The court disalloy/ed the cla im ed deduc­
tion  where the J itceipt and prepayment 
agreem ent a n ^ ^ h e  loan agreement and 
assignm en t ban no re la tionsh ip  to the in su r­
ance benefits and were m ere ly  a means 
w hereby Jne true  cost could be reported 
as " in ty € s t ."
J. /yGoben. (CA-10) 71-2 usic 9 9437, 445 F. 

985. C e r t  den., 404 U. S. 940.

W ith  respect to certa in  tax years on ly , 
. taxpayers could deduct the in terest on cer­
ta in  life insurance company loans. T h ey  
needed the loans in order to pay their 
prem ium s, and it d id  not m ake any d if fe r­
ence that they bo rrowed aga inst the ir 
po lic ies, in rtcad  of, for example, from  a 
trank.

M S. Lot, a c i* . 761 cstr I  9252. 571 F2<J 
1180.

.50 "Lease life  in surance ."— No portion 
o f the payment by the o-vner-lessee 

o f^ J i f e  insurance po licy  to a leasing com- 
p a n yn u d e r a "lease life insurance" a rrange­
ment isX g d u c t ib lc  as in terest under Code 
Sec 163.

Rev Rul 66 2 CB  «

.55 S ing le payn i^H lcertifica te .— A sinRle 
payment ce rt ih f ls tr purchased b y  a 

corporation was a face rm iount certificate. 
H ow eve r, it w as not an endowment contract

Rev. Rut 74-349, 1974-2 CB  91.

.80 Tax-saving p la n s— See (I ldTV£755.

t!l 2226)

•oo
O
XTrei

EXPENSES AND INTEREST RELATING TO 
TAX-EXEMPT INCOME

Sec 265 |1054 C o d r l . N'o de .luc tinn  sha ll be a llow ed lo r—________
(1) E x p e n se s—Any amount o the rw ise a llow ab le  as a deduction  which 

i 11 oca lilt  to one or more c lasses o f income other than in lr r r s t  (whether or 
not any amount o f income o f that c lass or c lasses is rece ived or accrued) 
w ho lly  exempt fto tn  the taxes imposed bv th is sub tit le , or any amount o th e r­
w ise a llow ab le  under section 212 (re la tin g  to expenses for p roduction of 
incom e) w h ich is a llo cab le to in terest (whether o r not any amount of such 
in terest is rece ived or accrued) w ho lly  exempt fto tn the taxes imposed by 
th is sub tit le .

(2) I nterest.— I nterest on indeb tedness in cu rred  o r continu 1 to pur»
< . .r c a rry  ob lig a tion s the in te rest on w ind ) is w lio lly  exempt Irofl 

taxes irTi|ns<«l by this subtitle 1 n applying the preceding sentence to a financial in”

803

stm ttioti (other t lu n  a L.nil.) which is a face amount certificate fnmpans registered 
under the Jnvr«tment Company Act o f IdJO (15 U. S  L 80a I and fo llow ing) and 
wh ich  is sub jec t to the hanking law s of the State in which xucli in stitu tion  
it  incorporated, interest on face-amount certificates (as detinrd in section 
2(a)(15) of such A ct) issued by such in s titu tio n , and interest on amounts

C C H — Standard  F ed e ra l T ax Neports Code § 265 2226
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[ f l 2226]— Continued
rece ived for the purchase o f such certifica tes to be issued by such in stitu tion , 
sh a ll not be considered as in terest on indebtedness in cu rred o r continued to 
purchase o r ca rry  ob liga tion s the in te res t r-  hich is w ho lly  exempt from
the taxes imposed by th is  su b tit le , to the « - that the average amount of
such ob lig a tion s he ld b y  such in s titu tio n  . the taxab le  year (as deter­
m ined under regu la tion s prescribed b y  the S..-*etary) does not exceed 15 per-
cer of the average of the to ta l asse ts held by  such in s titu tio n  du rin g  the 
taxab le  year (as so de te rm ined).

(3) Certain regulated investm ent co m pan ies— I n the case o f a re gu ­
la ted  investm en t company which d is tr ib u te s  du rin g  the taxab f^ syca r an 
exempt- intercst d iv id end  ( in c lud ing  exempt-interest d iv idends paid after the 
clo se o f the taxab le  yea r as de scribed in section 855), that portion of any 
am ount o therw ise a llow ab le  as a deduction which the amount of the income 
o f such company w ho lly  exempt from  taxes under th is sub tit le  bears to the 
to ta l o f such exempt income and its  gross income 'ex c lud in g  from g ro ss in­
come, fo r th is  purpose, cap ita l gain net income, as defined in section 1222(9)).

(4) I nterest related to exem pt-interest dividends.— I nterest on indebted­
ness in cu rred  o r con tinued to purchase o r ca rry  shares of stock of a regu la ted 
in ve stm en t company which du ring the taxab le  year o f the ho lde r thereof 
d is tr ib u te s  exempt- interest d iv idends.

the
Amended by P. L. 94-455 (Deadwood) 
and P. L. 88-272. Fo r de ta ils , see 

jd e  Vo lum e.
.05 Cc ttee R epo rts on P . L . 88-272 

are a t 1964-1 CB 729.

20 Comm ittee Reports on 1954 Code 
Sec. 265 as o r ig in a lly  enacted were 

reproduced at 582 CCH  2226.10.

• R e g u la t io n s

[ f l  2230] § 1-265-1. E x p e n s e s  r e l a t i n g  t o  t a x - e x e m p t  i n c o m e — (a )  Non-deductibility of expenses allocable to exempt income (1) N o  a m o u n t  s h a l l  he 
a l l o w e d  a s  a  d e d u c t i o n  u n d e r  a n y  p r o v i s i o n  o f  t h e  I n t e r n a l  R e v e n u e  C o d e  o f  
1954 f o r  a n y  e x p e n s e  o i a m o u n t  w h i c h  i s  o t h e r w i s e  a l l o w a b l e  a s  a d e d u c t i o n  
a n d  w h i c h  i s  a l l o c a b l e  to  a c l a s s  o r  c l a s s e s  o f  e x e m p t  i n c o m e  o t h e r  t h a n  a 
c l a s s  o r  c l a s s e s  o f  e x e m p t  i n t e r e s t  i n c o m e .

(2) N o  a m o u n t  s h a l l  b e  a l l o w e d  a s  a d e d u c t i o n  u n d e r  s e c t i o n  212 
( r e l a t i n g  t o  e x p e n s e s  f o r  p r o d u c t i o n  o f  i n c o m e )  (o r  a n y  e x p e n s e  o r  a m o u n t  
w h i c h  i s  o t h e r w i s e  a l l o w a b l e  a s  a  d e d u c t i o n  a n d  w h i c h  i s  a l l o c a b l e  t o  a  c l a s s  
o r  c l a s .  e s  o f  e x e m p t  i n t e r e s t  in c o m e .

( b )  Exempt in com e  and nonexempt income. (1) A s  u s e d  in  t h i s  s e c t io n ,  
t h e  t e rm  “ c l a s s  o f  e x e m p t  i n c o m e "  m e a n s  a n /  c l a s s  i»f i n c o m e  ( w h e t h e r  or 
n o t  a n y  a m o u n t  o f  i n c o m e  o f  s u c h  c l a s s  i s  r e c e i v e d  o r  a c c r u e d )  w h o l l y  e x e m p t  
f r o m  t h e  t a x e s  im p o s e d  b y  s u b t i t l e  A  o f  t h e  C o d e .  F o r  p u r p o s e s  o f  t h i s  s e c ­
t i o n ,  a * la s s  o f  i n c o m e  w h i J i  i s  c o n s i d e r e d  a s  w h o l l y  e x e m p t  f r o m  th e  t a x e s  
im p o s e d  b y  s u b t i t l e  A  i n c l u d e s  a n y  c l a s s  o f  i n c o m e  w h i c h  i s —

( i )  W h o l l y  e x c l u d e d  f r o m  g r o s s  i n c o m e  u n d e r  a n y  p r o v i s i o n  o f
s u b t i t l e  A ,  o r

( i i )  W h o l l y  e x e m p t  f r o m  th e  t a x e s  im p o s e d  b y  s u b t i t l e  A  u n d e r  
t h e  p r o v i s i o n s  o f  a n y  o t h e r  l a w .

(2) A s  u s e d  in  t h i s  s e c t i o n  t h e  t e rm  " n o n e x e m p t  i n c o m e "  m e a n s  a n y  
i n c o m e  w h i c h  i s  r e q u i r e d  t o  b e  i n c l u d e d  in gr< • *s in c o m e .

( c )  Allocation of expenses to a class or classes of exempt income E x p e n s e s  
a n d  a m o u n t s  o t h e r w i s e  a l l o w a b l e  w h i c h  a r c  d i r e c t l y  a l l o c a b l e  to  a n y  c l a s s  or 
c l a s s e s  o f e x e m p t  i n c o m e  s h a l l  b e  a l l o c a t e d  t h e r e t o ;  a n d  e x p e n s e s  a n d  a m o u n t s
H 2230 Reg. § 1.265-l(o) ©  1979, Commerce Clearing House, Inc.
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d i r e c t l y  a l l o c a b l e  t o  a n y  c l a s s  o r  c l a s s e s  o f  n o n e x e m p t  i n c o m e  s h a l l  b e  a l l o c a t e d  
th e r e t o .  I f  a n  e x p e n s e  o r  a m o u n t  o t h e r w i s e  a l l o w a b l e  i s  i n d i r e c t l y  a l l o c a b l e  
t o  b o th  a  c l a s s  o f  n o n e x e m p t  i n c o m e  a n d  a  c l a s s  o f  e x e m p t  i n c o m e ,  a r e a s o n ­
a b l e  p r o p o r t i o n  t h e r e o f  d e t e rm i n e d  in  t h e  l i g h t  o f  a l l  t h e  f a c t s  a n d  c i r c u m ­
s t a n c e s  in  e a c h  c a s e  s h a l l  b e  a l l o c a t e d  t o  e a c h .

( d )  Statement of classes of exempt income; records. (1) A  t a x p a y e r  r e c e i v ­
i n g  a n y  c l a s s  o f  e x e m p t  i n c o m e  o r  ’ o l d i n g  a n y  p r o p e r t y  o r  e n g a g i n g  i n  a n y  
a c t i v i t y  t h e  i n c o m e  f r o m  w h i c h  i s  e x e m p t  s h a l l  s u b m i t  w i t h  h i s  r e t u r n  a s  a 
p a r t  t h e r e o f  a n  i t e m i z e d  s t a t e m e n t ,  i n  d e t a i l ,  s h o w i n g  ( i )  t h e  a m o u n t  o f  e a ch  
c l a s s  o f  e x e m p t  i n c o m e ,  a n d  ( i i )  t h e  a m o u n t  o f  e x p e n s e s  a n d  a m o u n t s  o t h e r ­
w i s e  a l l o w a b l e  a l l o c a t e d  t o  e a c h  s u c h  c l a s s  ( th e  a m o u n t  a l l o c a t e d  b y  a p p o r t i o n ­
m e n t  b e i n g  s h o w n  s e p a r a t e l y )  a s  r e q u i r e d  b y  p a r a g r a p h  ( c )  o f  t h i s  s e c t io n .  
I f  a n  i t e m  i s  a p p o r t io n e d  b e tw e e n  a  c l a s s  o f  e x e m p t  i n c o m e  a n d  a  c l a s s  o f 
n o n e x e m p t  in c o m e ,  t h e  s t a t e m e n t  s h a l l  s h o w  t h e  b a s i s  o f  t h e  '  "- ‘ •onm en t .  
S u c h  s t a t e m e n t  s h a l l  a l s o  r e c i t e  t h a t  e a ch  d e d u c t i o n  c l a im e d  i. i r n  i s
n o t  in  a n y  w a y  a t t r i b u t a b l e  to  a c l a s s  o f  e x e m p t  in c o m e .

(2) T h e  t a x p a y e r  s h a l l  k e e p  s u c h  r e c o r d s  a s  w i l l  e n a b l e  h im  to  m a k e  
t h e  a l l o c a t i o n s  r e q u i r e d  b y  t h i s  s e c t i o n .  S e e  s e c t i o n  6001 a n d  t h e  r e g u l a t i o n s  
t h e r e u n d e r .  |Reg . § 1.265-1.]

.01 H is to r ic a l C om rren t: P roposed 3/19/58. Adopted 9/16/58 by T . D . 6313.

C a u tio n : R eg. § 1.26S-2, b e lo w , does n o t re fle c t tbe  am endm ent o f  
C ode Sec. 2 6 5 (2 ) o r  tb e  a d d it io n  o f  C ode Sec. 265 (3 ) and  ( 4 )  

b y  P . L . 94-455. See fl 2232.024.
•  R e g u l a t i o n s

[ ] ]2231 ] § 1.265-2. I n t e r e s t  r e l a t i n g  t o  t a x - e x em p t  i n c o m e .— (a )  In qcn-cral. N o  a m o u n t  s h a l l  he  a l l o w e d  a s  a  d e d u c t i o n  f o r  i n t e r e s t  o n  a n y  i n d e b t e d ­
n e s s  i n c u r r e d  o r  c o n t i n u e d  t o  p u r c h a s e  o r  c a r r y  o b l i g a t i o n s ,  t h e  i n t e r e s t  on 
w h i c h  i s  w h o l l y  e x e m p t  f r o m  t a x  u n d e r  s u b t i t l e  A  o f  t h e  C o d e ,  s u c h  a s  
m u n i c i p a l  b o n d s ,  P a n a m a  C a n a l  lo a n  3-perccn t b o n d s ,  o r  o b l i g a t i o n s  o f  t h e  
U n i t e d  S t a t e r ,  t h e  i n t e r e s t  o n  w h i c h  i s  w h o l l y  e x e m p t  f r o m  t a x  u n d e r  s u b ­
t i t l e  A .  a n d  w h i c h  w e r e  i s s u e d  a f t e r  S e p t e m b e r  24, 1917, a n d  n o t  o r i g i n a l l y  
s u b s c r i b e d  f o r  b v  t h e  t a x p a y e r .  I n t e r e s t  p a i d  o r  a c c r u e d  w i t h i n  ’ he  t a x a b l e  
y e a r  o n  i n d e b t e d n e s s  i n c u r r e d  o r  c o n t i n u e d  to  p u r c h a s e  o r  c a r r y  (1) o b l i g a ­
t io n s  o f  t b e  U n i t e d  S t a t e s  i s s u e d  a f t e r  S e p t e m b e r  24, 1917, th e  i n t e r e s t  on 
w h i c h  i s  n o t  w h o l l y  e x e m p t  f r o m  the  t a x e s  im po sed  u n d e r  s u b t i t l e  A  o f  t h e  
C o d e ,  o r  (2) o b l i g a t i o n s  o f  t h e  U n i t e d  S t a t e s  i s s u e d  a f t e r  S e p t e m b e r  24, 1917, 
a n d  o r i g i n a l l y  s u b s c r i b e d  f o r  b y  t b e  t a x p a y e r ,  t h e  i n t e r e s t  on  w h i c h  is  w h o l l y  
e x e m p t  f r o m  th e  t a x e s  im p o s e d  b y  s u b t i t l e  A  o f  t h e  C o d e ,  i s  d e d u c t i b l e .  F o r  
r u l e s  a s  to  t h e  i n c l u s i o n  in g r o s s  i n c o m e  o f  i n t e r e s t  on  c e r t a i n  g o v e r n m e n t a l  
o b l i g a t i o n s ,  s e e  s e c t i o n  103 a n d  t h e  r e g u l a t i o n s  t h e r e u n d e r .

( b )  Specie! rule for certain financial institutions. (1) N o  d e d u c t i o n  s h a l l  
b e  d i s a l l o w e d ,  fo r  t a x a b l e  y e a r s  e n d i n g  a f t e r  F e b r u a r y  26, 1964. u n d e r  s e c t i o n  
265(2) fo r  i n t e r e s t  p a id  o r  a c c r u e d  b y  a f in a n c ia l  i n s t i t u t i o n  w h i c h  is  a face- 
a m o u n t  c e r t i f i c a t e  c o m p a n y  r e g i s t e r e d  u n d e r  t h e  I n v e s tm e n t  C o m p a n y  A c t  
o f  1940 (15 U .  S. C . fcOa-1 a n d  f o l l o w i n g )  a n d  w h i c h  i s  s u b j e c t  to  t h e  b a n k ­
i n g  l a w s  o f  t h e  S t a t e  in  w h i c h  it i s  i n c o r p o r a t e d ,  on  f a c e - am o u n t  c e r t i f i c a t e s  
( a s  d e f i n e d  in s e c t i o n  2 ( a ) (15) o f  t h e  I n v e s t m e n t  C o m p a n y  A c t  o f  1940) is s u e d  
h v  s u c h  i n s t i t u t i o n  a n d  o n  a m o u n t s  r e c e i v e d  f o r  t h e  p u r c h a s e  o f  s u c h  c e r  
t i f i e a t e s  to  b e  i s s u e d  b y  t b e  i n s t i t u t i o n ,  i f  t h e  a v e r a g e  a m o u n t  o f  o b l i g a t i o n s ,  
t h e  i n t e r e s t  o n  w h i c h  i s  w h o l l y  e x e m p t  f r o m  th e  t a x e s  im p o s e d  b y  s u b t i t l e  A 
o f  t h e  C o d e ,  h e ld  b y  s u c h  i n s t i t u t i o n  d u r i n g  t h e  t a x a b l e  y e a r ,  d o e s  n o t  e x c e e d  
15 p e r c e n t  o f  t b e  a v e r a g e  a m o u n t  o f  t h e  t o t a l  a s s e t s  o f  s u c h  i n s t i t u t i o n  d u r i n g
803 C C H — S tzn da rd  Fede ra l T ax  R epon s P e g ,  §  1.265-2(b) II 2231
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> C a u t io n :  R eg . § 1265-2, b e lo w , does n o t  re fle c t th e  a m en d m en t o f
C ode Sec. 2 6 5 (2 ) o r  th e  a d d it io n  o f  Code Sec. 2 6 5 (3 ) a nd  ( 4 )  I

b y  P . L .  94-455. See fl 2232.024. !:
2231}— C o n t i n u e d  '

such y e a r .  S e e  s u b p a r a g r a p h  (3) o f  t h i s  p a r a g r a p h  f o r  t r e a tm e n t  o f  i n t e r e s t  
p a i d  o r  a c c r u e d  on  f a c e - a m o u n t  c e r t i f i c a t e s  w h e r e  t h e  f i g u r e  i s  in  e x c e s s  o f  
15 p e r c e n t .  I n t e r e s t  e x p e n s e  o t h e r  t h a n  t h a t  p a i d  o r  a c c r u e d  on  f a c e - am o u n t  
c e r t i f i c a t e s  o r  on  a m o u n t s  r e c e i v e d  f o r  t h e  p u r c h a s e  o f  s u c h  c e r t i f i c a t e s  d o e s  j
n o t  c o m e  w i t h i n  th e  r u l e s  o f  t h i s  p a r a g r a p h .  i '

(2) 1 h i s  s u b p a r a g r a p h  i s  p r e s c r i b e d  u n d e r  t h e  a u t h o r i t y  g r a n t e d  th e  
S e c r e t a r y  o r  h i s  d e l e g a t e  u n d e r  s e c t i o n  265(2) t o  p r e s c r i b e  r e g u l a t i o n s  g o v e r n -  j 
i n g  t h e  d e t e rm i n a t i o n  o f  t h e  a v e r a g e  a m o u n t  o f  t a x - e x em p t  o b l . g a , ; o n s  a n d  o f
t h e  t o t a l  a s s e t s  h e ld  d u r i n g  an  i n s t i t u t i o n ' s  t a x a b l e  y e a r .  T h e  a v e r a g e  a m o u n t  
o f  t a x - e x e m p t  o b l i g a t i o n s  h e ld  d u r i n g  a n  i n s t i t u t i o n ’s  t a x a b l e  y e a r  s h a l l  b e  
t h e  a v e r a g e  o f  t h e  a m o u n t s  o f  t a x - e x e m p t  o b l i g a t i o n s  h e ld  a t  th e  e n d  o f  e a ch  
m o n t h  e n d i n g  w i t h i n  s u c h  t a x a b l e  y e a r .  T h e  a v e r a g e  a m o u n t  o f  t o t a l  a s s e t s  
f o r  a t a x a b l e  y e a r  s h a l l  b e  t h e  a v e r a g e  o f  t h e  t o t a l  a s s e t s  d e t e rm i n e d  a t  th e  
b e g i n n i n g  a n d  e n d  o f  t h e  i n s t i t u t i o n ’s  t a x a b l e  y e a r .  I f  t h e  C o m m i s s i o n e r ,  
h o w e v e r ,  d e t e rm i n e s  t h a t  a n y  s u c h  a m o u n t  is  n o t  f a i r l y  r e p r e s e n t a t i v e  o f  th e  
a v e r a g e  a m o u n t  o f  t a x - e x em p t  o b l i g a t i o n s  o r  t o t a l  a s s e t s ,  a s  t h e  c a s e  m a y  be ,  
h e ld  b y  s u c h  i n s t i t u t i o n  d u r i n g  s u c h  t a x a b l e  y c a i .  t h e n  t h e  C o m m i s s i o n e r  s h a l l  
d e t e rm i n e  t h e  a m o u n t  w h i c h  i s  f a i r l y  r e p r e s e n t a t i v e  o f  t h e  a v e r a g e  a m o u n t  
o f  t a x - e x e m p t  o b l i g a t i o n s  o r  t o t a l  a s s e t s ,  a s  t h e  c a s e  m a y  be . T h e  p e r c e n t a g e  
w h i c h  t h e  a v e r a g e  a m o u n t  o f  t a x - e x e m p t  o b l i g a t i o n s  i s  o f  the a v e r a g e  am o un t  
o f  t o t a l  a s s e t s  i s  ’e t e rm i n e d  b y  d i v i d i n g  th e  a v e r a g e  a m o u n t  o f  t a x - e x em p t  
o b l i g a t i o n s  b y  t h e  a v e r a g e  a m o u n t  o f  t o t a l  a s s e t s ,  a n d  m u l t i p l y i n g  b y  100.
T h e  a m o u n t  o f  t a x - e x em p t  o b l i g a t i o n s  m e a n s  t h a t  p o r t i o n  o f  th e  t o t a l  a s s e t s  
o f  t h e  i n s t i t u t i o n  w h i c h  c o n s i s t s  o f  o b l i g a t i o n s  t h e  i n t e r e s t  o n  w h i c h  i s  w h o l l y  
e x e m p t  f r o m  t a x  u n d e r  s u b t i t l e  A of t h e  C o d e ,  a n d  v a l u e d  a t  t h e i r  a d j u s t e d  
b a s i s ,  a p p r o p r i a t e l y  a d j u s t e d  f o r  a m o r t i z a t i o n  o f  p r e m i u m  o r  d i s c o u n t .  T o t a l  
a s s e t s  m e a n s  th e  s u m  o f  t h e  m o n e y ,  p l u s  t h e  a g g r e g a t e  o f  t h e  a d j u s t e d  b a s i s  o f  
t h e  p r o p e r t y  o t h e r  t h a n  m o n e y  h e ld  b y  t h e  t a x p a y e r  in  g o o d  f a i t h  f o r  th e  
p u rp o se  o f  th e  b u s in e s s .  S u c h  a d ju s t e d  b a s i s  f o r  a n y  as se t  i s  i t s  a d j u s t e d  b a s i s  fo r  
d e t e r m i n i n g  g a in  u p o n  s a l e  o r  e x c h a n g e  f u r  F e d e r a l  i n c o m e  t a x  p u rp o s e s .

(3) I f  t h e  p e r c e n t a g e  c o m p u t a t i o n  r e q u i r e d  b y  s u b p a r a g r a p h  (2) o f  
t h i s  p a r a g r a p h  r e s u l t s  in  a f i g u r e  in  e x c e s s  o f  15 p e r c e n t  f o r  th e  t a x a b l e  y e a r ,
t h e r e  i s  i n t e r e s t  t h a t  d o e s  n o t  c o m e  w i t h i n  th e  s p e c i a l  r u l e  f o r  c e r t a i n  f i n a n c ia l  i
i n s t i t u t i o n s  c o n t a i n e d  in  s e c t i o n  265(2). T h e  a m o u n t  o f  s u c h  i n t e r e s t  is 
o b t a i n e d  b y  m u l t i p l y i n g  t h e  t o t a l  i n t e r e s t  p a id  o r  a c c r u e d  f o r  t h e  t a x a b l e  y e a r  
o n  f a c e - a m o u n t  c e r t i f i c a t e s  nnd  on  a m o u n t s  r e c e i v e d  f o r  th e  p u r c h a s e  o f  s u c h  
c e r t i f i c a t e s  b y  t h e  p e r c e n t a g e  f i g u r e  e q u a l  i u  th e  e« coec o f  t h e  p e r c e n t a g e  
f i g u r e  c o m p u t e d  u n d e r  s u b p a r a g r a p h  (2) o f  t h i s  p a i a g r a p h  o v e r  15 p e r c e n t .
S e e  p a r a g r a p h  ( a )  f o r  t h e  d i s a l l o w a n c e  o f  i n t e r e s t  o n  i n d e b t e d n e s s  i n c u r r e d  ' 
o r  c o n t i n u e d  to  p u r c h a s e  o r  c a r r y  o b l i g a t i o n s  t h e  i n t e r e s t  on  w h i c h  i s  w h o l l y  
e x e m p t  f r o m  t a x  u n d e r  s u b t i t l e  A  o f  t h e  C o t ie .

(4) F . v e r y  f i n a n c ia l  i n s t i t u t i o n  c l a im i n g  th e  b e n e f i t s  o f  t h e  s p e c ia l  
r u l e  f o r  c e r t a i n  f i n a n c i a l  i n s t i t u t i o n s  c o n t a i n e d  in  s e c t i o n  265(2) s h a l l  f i le  w i t h  
i t s  r e t u r n  f o r  t h e  t a x a b l e  y e a r :

( i )  A  s t a t e m e n t  s h o w i n g  t h a t  i t  i s  a f a c e - am o un t  c e r t i f i c a t e  com- ( 
p a n v  r e g i s t e r e d  u n d e r  t h e  I n v e s tm e n t  C o m p a n y  A c t  o f  1940 (15 U .  S C . 80a-1 
a n d  f o l l o w i n g )  a n d  t h a t  i t  i^ s u b j e c t  t o  t h e  b a n k i n g  l a w s  o f  th e  S t a t e  in  w h i c h  
i t  i s  i n c o r p o r a t e d .
f 2231 Reg. § 1.265-2(b) ©  1979. Commerce Clearing Hou»e, Inc.
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££-> C a u t io n :  R eg . § 1.26S-2, b e lo w , does n o t reE e c t tbe  am en d m en t o f
C ode Sec. 2 6 5 (2 ) o r  th e  a d d it io n  o f  Code Sec. 2 6 5 (3 ) a nd  ( 4 )  

b y  P . L . 94-455. See fl 2232.024.
( i i )  A  d e t a i l e d  s c h e d u l e  s h o w i n g  t h e  c o m p u t a t i o n  o f  t h e  a v e r a g e  

a m o u n t  o f  t a x - e x e m p t  o b l i g a t i o n s ,  t h e  a v e r a g e  a m o u n t  o f  t o t a l  a s s e t s  o f  s u c h  
i n s t i t u t i o n ,  a n d  th e  t o t a l  a m o u n t  o f  i n t e r e s t  p a id  o r  a c c r u e d  o n  f a c e - a m o u n t  
c e r t i f i c a t e s  a n d  on  a m o u n t s  r e c e i v e d  f o r  t h e  p u r c h a s e  o f  s u c h  c e r t i f i c a t e s  f o r  
t h e  t a x a b l e  y e a r .  [ R e g .  § 1.265-2.]

.01 H is to r ic a l Comment: Proposed 3/19/58. Adopted 9/16/58 b y  T . D . 6313. Amended 
9/18/67 by T . D . 6927 to re flect P . L . 88-272.

• R e g u la t io n s
[IT 2231A  ] § 1.265-3. N o n d e d u c t i b i l i t y  o f  i n t e r e s t  r e l a t i n g  t o  e x em p t-  

i n t e r e s t  d i v i d e n d s .— (a )  In general. N o  d e d u c t i o n  i s  a l l o w e d  t o  a s h a r e h o l d e r  
o f  a r e g u l a t e d  i n v e s tm e n t  c o m p a n y  f o r  i n t e r e s t  on  i n d e b t e d n e s s  t h a t  r e l a t e s  
t o  e x e m p t- in t e r e s t  d i v i d e n d s  d i s t r i b u t e d  b y  t h e  c o m p a n y  t o  t h e  s h a r e h o ld e r  
d u r i n g  t h e  s h a r e h o l d e r ’s  t a x a b l e  y e a r .

( b )  Interest relating to exempt-interest dividends. (1) A l l  o r  a p o r t i o n  o f  
t h e  i n t e r e s t  on  a n  i n d e b t e d n e s s  r e l a t e s  to  e x e m p t- in t e r e s t  d i v i d e n d s  i f  t h e  
i n d e b t e d n e s s  i s  e i t h e r  i n c u r r e d  o r  c o n t i n u e d  t o  p u r c h a s e  o r  c a r r y  s h a r e :  o f  
s t o c k  o f  a  r e g u l a t e d  i n v e s tm e n t  c o m p a n y  t h a t  d i s t r i b u t e s  e x e m p t- in t e r e s t  
d i v i d e n d s  f a s  d e f i n e d  in  s e c t i o n  852(b)(5) o f  t h e  C o d e )  to  t h e  h o ld e r  o f  t h e  
s h a r e s  d u r i n g  t h e  s h a r e h o ld e r ' s  t a x a b l e  y e a r .

(2) T o  d e t e rm i n e  th e  a m o u n t  o f  i n t e r e s t  t h a t  r e l a t e s  t o  th e  e x em p t-  
i n t e r e s t  d i v i d e n d s  t h e  t o t a l  r . n o u n t  o f  i n t e r e s t  p a id  - a c c r u e d  on  t h e  in d e b t e d ­
n e s s  i s  m u l t i p l i e d  b y  a f r a c t io n .  T h e  n u m e r a t o r  o t t h e  f r a c t i o n  i s  t h e  a m o u n t  
o f  e x e m p t- in t e r e s t  d i v i d e n d s  r e c e i v e d  b y  th e  s h a r e h o ld e r .  T h e  d e n o m in a t o r  
o f  t h e  f r a c t i o n  i s  t h e  s u m  o f  t h e  e x e m p t- in t e r e s t  d i v i d e n d s  a n d  t a x a b l e  
d i v i d e n d s  r e c e i v e d  b y  t h e  s h a r e h o ld e r  ( e x c l u d i n g  c a p i t a l  g a in  d i v i d e n d s  
r e c e i v e d  b y  t h e  s h a r e h o l d e r  a n d  c a p i t a l  g a i n s  r e q u i r e d  t o  b e  i n c l u d e d  in  
t h e  s h a r e h o l d e r ’s  c o m p u t a t i o n  o f  l o n g  t e rm  c a p i t a l  g a i n s  u n d e r  s e c t i o n  
8 5 2 ( b ) (3 ) (D ) ) .  [ R e g .  § 1.265-3.]

.10 H isto r ica l Comment: Proposed 7/28/78. Adopted 3/15/79 by T , D . 7601. The 
P ream ble to T . D. 7601 is at 79(10) CCH fitoOOA.

[fl 2232] Expenses and Interest Relating to Tax-Exempt Income
• • CCH Explanation____________________________________________________________________ C

.02 P r e v e n t i o n  o f  d o u b l e  d e d u c t i o n .— I f  a l l  e x p e n s e s  c o n n e c t e d  
w i t h  e a r n in g  e x e m p t  i n c o m e  w e r e  d e d u c t i b l e ,  t h e r e  w o u l d ,  in e f f e c t ,  
b e  a d o u b l e  d e d u c t i o n  T h e  e x e m p t  i n c o m e  w o u l d  n o t  h e  t a x a b l e  in  
the f i r s t  pla e. T h e  e x p e n se s  w o u ld  he d e d u c t ib l e  in the s e c o n d ,  a l t h o u g h  
t h e y  w o o ' d  n o t  h e  a t t r i b u t a b l e  t o  i n c o m e  on  w h i c h  t a x  i s  o w i n g .

T o  p re v en t  th i s ,  th e  e x p e n se s  o f  e a rn in g  in com e , w h ic h  b y  fe d e ra l  
in com e  t a x  s ta n d a r d s  a r e  w h o l l y  e x em p t  f rom  t a x ,  a r c  no t d e d u c t ib le .

T h e  c o u r t s  h a v e  f o u n d ,  a n d  t h e  C o m m i s s i o n e r  h a s  a g r e e d ,  t h a t  
t h e r e  i s  a v a l i d  d i s t i n c t i o n  b e tw e e n  “ w h o l l y  e x e m p t "  i n c o m e  am i  
•ncomc on w h i c h  " n o  g a in  o r  l o s s  i s  r e c o g n i z e d "  ( s e e  .043 a n d  .20, 
b e l o w ) .  T h e s  d e c i s i o n s  h o ld  t h a t  g a in  r e a l i z e d  b y  a c o i , . o r a t i o n  u p o n  
a c o m p le t e  p i . a o f  l i q u i d a t i o n  w h i c h  i s  n o t  r e c o g n i z e d  u n d e r  C o d e
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Expenses and Interest Relating to Tax-Lxempt Income
[ f i  2232.02]— C o n t in u e d
• • CCH Explanation.------------------------------------------- — ------

S c _ s .  332 a n d  337 i s  n o t  " w h o l l y  e x e m p t ’’ i n c o m e  w i t h i n  t h e  m e a n i n g  
o f C o d e  Sec . 265 a n d ,  t h e r e f o r e ,  s t a t e  i n c o m e  t a x  p a id  on  s u c h  g a in  is  
a d e d u c t i b l e  e x p e n s e .

.021 E x p e n s e s  o f  e a r n i n g  t a x - e x em p t  i n c o m e .— N o  d e d u c t i o n  
i s  a l l o w e d  f o r  a n y  e x p e n s e  a l l o c a b l e  t o  t h e  e a r n i n g  o f  t a x - e x em p t  
in c o m e .  H o w e v e r ,  a  business e x p e n s e  ( e x c l u d i n g  i n t e r e s t  on  i n d e b t e d ­
n e s s  i n c u r r e d  t o  c a r r y  t a x - e x e m p t s— se e  .022 b e lo w )  a t t r i b u t a b l e  to  
th e  e a r n i n g  o f  t a x - e x em p t  interest m a y  b e  d e d u c t e d .  C o d e  Se c . 265(1) 
p r o v i d e s  t h a t  nonbusinrss e x p e n s e s  ( w i t h i n  t h e  m e a n in g  <>f C o d e  Sec . 
212) i n c u r r e d  i n  e a r n i n g  t a x - e x e m p t  i n c o m e  a r e  n o t  d e d u c t i b l e .

T h u s ,  w h i l e  an  i n v e s t o r  m a y  n o t  d e d u c t  t h e  e x p e n s e  o f  e a r n in g  
w h o l l y  t a x - e x e m p t  i n t e r e s t ,  b e c a u s e  t h e  e x p e n s e  i s  n o t  i n c u r r e d  in  a 
t r a d e  o r  b u s i n e s s ,  a  b a n k  m a y  d e d u c t  s u c h  a n  e x p e n s e  b e c a u s e  it i s  a 
b u s i n e s s  e x p e n s e .  T h e  p o s i t i o n  o f  b a n k s  r .nd  o t h e r  f i n a n c i a l  i n s t i t u ­
t i o n s  w i t h  r e g a r d  t o  e x p e n s e s  i n c u r r e d  in  e a r n in g  t a x - e x em p t  i n t e r e s t  
h a s  b e e n  c l a r i f i e d  a t  .025 b e lo w .

S t a t e  i n c o m e  t a x e s  p a i d  b y  a n  e s t a t e  o r  t r u s t  w h i c h  r e c e i v e s  
t a x a b l e  i n c o m e ,  t a x - e x em p t  i n t e r e s t  i n c o m e ,  a n d  o t h e r  e x e m p t  in c o m e  
m a y  b e  d e d u c t e d  i r  p a r t ,  a s  e x p l a i n e d  b y  th e  I R S  in  R e v .  U u l .  61-S6, a t  
.20, b e lo w .  T h e  d e d u c t i o n  i s  l im i t e d  to  t h a t  p o r t i o n  o f  t h e  t a x e s  a l l o ­
c a b l e  t o  t a x a b l e  i n c o m e  a n d  t o  e x e m p t  i n t e r e s t  i n c o m e .

.022 I n t e r e s t  o n  i n d e b t e d n e s s  i n c u r r e d  t o  c a r r y  t i x - e x e m p t s .—
C o d e  S e c .  265(2) p r o h i b i t s  a d e d u c t i o n  fo r  i n t e r e s t  o n  an  i n d e b t e d n e s s  
i n c u r r e d  o r  c o n t i n u e d  to  p u r c h a s e  o r  c a r r y  t a x - e x em j  t s e c u r i t i e s .  
H o w e v e r ,  w h e t h e r  t i n  i n d e b t e d n e s s  i s  i n c u r r e d  o r  c o n t i n u e d  to  a v o i d  
l i q u i d a t i n g  t a x  e x e m p t s  's  a q u e s t i o n  w h i c h  m u s t  b e  l e c d c d  o n  th e  
i n d i v i d u a l  r i r r u m s t a n c c s .  T h e  c o u r t s  h a v e  g e n e r a l l y  h e l  1 t h a t  if a 
s a t i s f a c t o r y  b u s i n e s s  p u r p o s e  c a n  b e  s h o w n  f o r  b o r r o w i n g  th e  f u n d s ,  
an  i n t e r e s t  d e d u c t i o n  w i l l  h e  a l l o w e d  e v e n  t h o u g h  th e  ho i r o w e r  
c o n t i n u e s  to  h o ld  t a x - e x em p t  s e c u r i t i e s  ( s e e  0-12). R e c e n t l y ,  h o w e v e r ,  
in Illinois 1'erviinul Railroad Co. (.041), t h e  ( <>urt o f  C l a im s  h e ld  t h a t ,  
w h i l e  a g o o d  b u s i n e s s  p u r p o s e  e x i s t e d  fo r  c o n t i n u i n g  an  i n d e b t e d n e s s ,  
t h e  t a x p a y e r ’s  d o m in a n t  p u r p o s e  w a s  to  c o n t i n u e  to  h o ld  t a x  e x e m p t  
s e c u r i t i e s .  T h e  C o u r t  o f  A p p e a l s  f o r  t h e  7th C i r c u i t  r e c e n t l y  d e n ie d  
an  i n ' e r e s t  d e d u c t i o n  w h e r e  it f e l t  t h a t  t h e  b o r r o w e r  s h o u l d  h a v e  
fo r e s e e n ,  a t  t h e  t im e  i t  p u r c h a s e d  t h e  t a x - e x em p t s ,  t h a t  a lo a n  w o u l d  
h e  r e q u i r e d  to  m e e t  f u t u r e  e c o n o m ic  n e e d s .  H o w e v e r ,  th e  s am e  t a x ­
p a y e r  w a s  no t  r e q u i r e d  to  l i q u i d a t e  m u n i c ip a l  b o n d s  in  o r d e r  t o  f in . nee 
th e  c o n s t r u c t i o n  o f  a n e w  p l a n t ,  s in c e  t h i s  w a s  a m a j o r  n o n  r e c u r r e n t  
e x p e n d i t u r e  (IVisconsin Clireseman, Inc. a t  .041).

.023 D e d u c t i o n s  o f  c e r t a i n  f i n a n c i a l  i n s t i t u t i o n s .— N o n b a n k i n g  
f in a n c i a l  i n s t i t u t i  m s  w h i c h  a r c  f a c e - am o u n t  c e r t i f i c a t e  c o m p a n ie s  
r e g i s t e r e d  u n d e r  t h e  I n v e s t m e n t  C o m p a n y  A c t  o f  1940 a n d  w h i c h  a r e  
s u b j e c t  t o  s t a t e  b a n k i n g  l a w s  c a n  d e d u c t  t h e  i n t e r e s t  on  f a c e - am o un t  
c e r t i f i c a t e s  i s s u e d  t o  i n v e s t o r s ,  e v e n  t h o u g h  t h e  p a y m e n t s  r e c e i v e d  
f r o m  t h e s e  i n v e s t o r s  a r c  p a r t i a l l y  r e i n v e s t e d  b y  t h e s e  f in a n c ia l  in s t i t u -
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M I N U T E S  
S ENATE F I N A N C E  C O M M I T T E E  

F e b r u a r y  28, 1980 
9:03 a.m.

C h a i r m a n  Sackett c o n v e n e d  the m e e t i n g  at a p p r o x i m a t e l y  
9:03 a.m. All c o m m i t t e e  m e m b e r s  w e r e  present. A l s o  in 
a t t e n d a n c e  w e r e  Senators Stimson, Kelly, a n d  Ziegler; 
J ulius J. Brecht, Director, D i v i s i o n  of Banking, 
Securities, and Corporations; J a n e t  Bradley, A s s i s t a n t  
Director, H u m a n  Rights Comm ission; Charles Campbell, 
Director, D i v i s i o n  of Corrections; R o g e r  Lange, A d m i n i s­
trative Officer, D i v i s i o n  of Correction.1'; F iscal A n a l y s t  
Bob Schroede r; and A d m i n i s t r a t i v e  A s s i s t a n t  to Senate 
F i n a r c e  G a r r e y  Peska.

S e n a t o r  K e r t t u l a  m o v e d  that SB 310 (Act e x e m p t i n g  
interest e a r n e d  f r o m  c e r t a i n  f i n a n c i a l  i nstitutions fro m 
the A l a s k a  net income tax) be b r o u g h t  up for comm ittee 
discussion, a d v i s i n g  that b o t h  S e n a t o r  Z i e g l e r  and 
the bill's sponsor, S e n a t o r  Kelly, w e r e  present to 
testify  c o n c e r n i n g  the legislation.

S e n a t o r  Kelly a d v i s e d  that the p u r p o s e  of the bill is 
to increase c a p ital amount s a v a i l a b l e  w i t h i n  financial 
instit u t i o n s  in the State of A l a s k a  thereby i nc reasing the 
amount of m o n e y  a v a i l a b l e  for loan. A  similar  idea is 
c u r r e n t l y  b e i n g  looked at ver y s e r i o u s l y  in Congress. 
S e n a t o r  Kelly st ated agai n that the l egislation w o u l d  
i n c r ease capital a v a i l a b l e  for loan w i t h i n  the state, and 
e n c o u r a g e  savings.

Mr. Brecht, D i r e c t o r  of B a n k i n g  a p p e a r e d  befo re co mmi t t e e  
at this time and d i s t r i b u t e d  to m e m b e r s  a copy of an 
a r t i c l e  from the W a s h i n g t o n  Post o u t l i n i n g  the p r o c e s s e s  
I n v o l v e d  in e f f e c t i n g  tnis type of savings.

S e n a t o r  K e l l y  a d v i s e d  he has not "hear d" of any 
o p p o s i t i o n  to the bill. S e n a t o r  Ray stated that w h i l e  
he feels no o p p o s i t i o n  to the concept, the bill "seems" to 
d i s c r i m i n a t e  against those w h o  don't have savings 
a c c o u n t s - - t h o s e  who have inve sted t heir m o n e y  in other 
areas. He stated his b e l i e f  that the bill is too narrow.

S e n a t o r  Kelly r e s p o n d e d  that e n c o u r a g i n g  savings is only 
the m i n o r  :hurst of the legislation. The "major idea" is 
to b u i l d  up capital savings in A l a s k a  banks.

C h a i r m a n  Sackett r e f e r r e d  to the fiscal note attac h e d  
to the bill and a m e m o r a n d u m  from G a r y  Jenkins (copies 
a p p e n d e d  to these minutes), a d v i s i n g  of the lack of exact 
data for the bill.

P R E S E N T

SB 310

SE N A T O R
KELLY
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Senator Kelly responded that he had written Mr. Jenkins advising him that he, Jenkins, had missed "the thrust" of the bill which is to increase capital in Alaska financial institutions in order that i t  can be used to benefit Alaskans.
Senator Kerttula suggested the committee hear from Mr.Brecht concerning Division of Banking's position on the legislation. Mr. Brecht advised that he is in favor of the bill in that it  will encourage savers, large and small, to put their money in Alaska financial institutions.
Senator Kerttula asked i f  the $5 million loss in general fund revenue would be offset by economic activity in the banks. Mr. Brecht replied that a multiplying effect would derive from the b ill .  By not taxing earned interest, i t  is available for reinvestment in mortgages which are in turn sold, creating more capital and multiplying the effect many times over He advised that the effect is difficult to estimatt ince one would have to know approximately how much capital would be generated and how much economic activity would subsequently follow. Mr.Lrecht "guessed" that the capital derived from such .ion- taxed interest would "at least be increased by a factor of two." It depends upon how quickly an institution can roll its money.
Senator Ray advised of his belief that the legislation represents "a very clever disguise for 'big-brocher' action, telling people what to do with their money." Senator Ziegler voiced disagreement with Senator Ray's statement, advising that the b ill  allows all individuals who save a tax break and wou’ d be a "great thing for all savers in the State of Alaska, small and large."
Senator Hohman requested additional time to evaluate J SB 310the Washington Post article as well as additional backup I HELD IN I material relating to the bill and suggested that the b il l  \ COMMITTEE be returned to committee files at this time. No objection \I to the Senator's suggestion having been voiced, SB 310 was 1 I regained in committee. SJR 16Sena cor Hackney moved that SJR 16 (Relating to an amendment to the Constitution of the United States which would require that total federal appropriations not exceed total estimated federal revenues in a fiscal year in the absence of a national emergency) be brought up for discussion, advising chat Senator Ziegler was present to testify.
Senator Ziegler stated that 30 states have passed resolutions similar to SJR 16. The Resolution represents a philosophical attempt to curb governmental expenditures. In recommending SENATOR passage, Senator Zielger attested to the need to "slow down ZIEGLER federal spending before we go completely bankrupt." Secondly,

2 / 2 8 / 8 0



---------------

considering what the state has been subjected to by 
the present administration in Washington, the Resolution 
represents a means of "fighting back," a method of saying 
"we don't like the way we have been treated on the national 
level." Senator Ziegler briefly referred to needed minor 
amendments (Page 2, Line 1, change "five" to "four," and AMENDMENT
Page 2, Line 6, after "alternatively" insert "this body SJR 16
makes application and requests that") and then requested 
committee passage of the Resolution.

Senator Ray exp ‘essed his opinion that passage of the 
Resolution might be analogous to "sticking your hand in 
a piranha's mouth, specifically at appropriation time."
Senator Ziegler replied that no other states passing 
similar legislation have been penalized to any extent, 
fhe Senator concluded his remarks asking "What more can 
they do to us?"

Senator Sumner moved for passage of SJR 16 as amended M O T I O N
w i t h  individual recommendations. No objection having 
been voiced, SJR 16 as amended passed from committee-- SJR 16
Senators Sackett, Hohman, Bennett, Hackney, and Sumner (AMENDED)
signing do pass, Senators Ray and Kerttula signing no DO PASS
recommendation.

The Chairman moved to bring SB 382 (Act makii.g a supplemental 
appropriation to the Department of Health and Social 
Services, Division of Corrections, for FY 79 bills) and SB 382
SB 396 (Act making supplemental appropriations to the 
Department of Health and Social Services, Division of SB 396
Corrections) up for discussion, advising that the two
bills have been combined within Committee Substitute CS for SB 396
for SB 396.

Mr. Charles Campbell, Director of the Division of CAMPBELL
Corrections, and Roger Lange, the Division's Finance & LANGE
Officer, appeared before committee to testify on the
legislation. Mr. Campbell stated that, essentially,
the bill addresses supplemental needs in order to
continue operation of the Division of Corrections on
a maintenance level. Mr. Campbell attested to the
Division's inability to deal with the 67. vacancy factor
because of the need for 24 hour guard coverage. In
addition, the Division needs major medical funding
and funding for out-of-state placement of prisoners.

Mr. Lange advised that the Committee Substitute also 
includes salary costs and $575 thousand for in-state 
j-ivenile care in private institutions. The Division 
has restored the vacancy assessment and the probation 
officer position. Mr. Lang stated that restriction
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of the probation position would be unfair to those 
about to be released from institutions. Funding is 
also rer 4. ;sted within the legislation to cover the cost 
of unbuofeeted lea.ce costs.

Senator Ray advised that the Committee Substitute 
also includes $22 thousand for a refrigerator/freezer 
unit at the Fairbanks Correctional Center, $16 thousand 
for psychological counseling and a teaching position 
at Ridgeview Manor, and $400 thousand needed by the 
Division to pay accumulated unpaid bills. Mr. Lange 
stated that the unpaid bills consist of charges made 
by the Federal Bureau of Prisons for out-of-state care, 
payment for juvenile care in private institutions, and 
miscellaneous small bills.

Mr. Campbell advised that the number of individuals 
housed out-of-state has escalated rather dramatically.
The Division was previously put on notice to reduce the 
number of prisoners so housed since the Palmer and Eagle 
River facilities were not being utilized to full capacity. 
The division agreed to such a reduction, c— vising that 
it is opposed to sending prisoners out-of-state. Seventeen 
prisoners were brought back to the state and the Division 
noted increased tension within its facilities as a result 
of their return. Seventeen represents the greatest number 
of prisoners the system could bring back. The state 
continues to "have people out-of-state in excess of 
what i“ can pay for."

Responding to a question from Senator Hackney concerning 
juvenile care, Mr. Campbell advised that McLaughlin h a d  
been underfunded by a substantial amount. The Division 
is in favor of reducing this kind of incarceration for 
juveniles, but it does not have enough funding to place 
all juveniles in private care. The Division moved 
money from private care into foster homes and 
mode an attempt to identify more foster homes. Out-of- 
state care was reduced by 82% while foster care was 
increased 527*. Mr. Campbell advised that the department's 
problem is that it must continue to use McLaughlin until 
it can implement other programs. To date 28 children 
have participated in adverturc-based programs. The 
department has also reorganized and set up a specific 
unit for handling youth, but the Division is "seriously 
lacking in funding for placing children in private i n s t i­
tutions ."

Senator H o h m a n  asked h o w  last year's figures for 
M c L a u g h l i n  compare w i t h  this year's, and Mr. Lange 
stated he w o u l d  furnish a c ompar i s o n
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R e s p o n d i n g  to q u e s t ions f r o m  S e n a t o r  H o h m a n  c o n c e r n i n g  
a d v e n t u r e - b a s e d  education, Mr. C a m p b e l l  a d v i s e d  that 
the D i v i s i o n  has u t i l i z e d  such a program, a d d i n g  that 
the p r o g r a m s  h a v e  b e e n  " d r a m a t i c a l l y  succe s s f u l , "  
a l t h o u g h  the D i v i s i o n ' s  t r a c k i n g  s y s t e m  has n o t  b e e n  
the best. The D i v i s i o n  s t r o n g l y  supports the a d v e n t u r e -  
b a s e d  c o n c e p t  a l t h o u g h  it has e n c o u n t e r e d  p r o b l e m s  
d e v e l o p i n g  in-state r e s o u r c e s  for the programs.

R e s p o n d i n g  to a q u e s t i o n  f r o m  C h a i r m a n  Sackett, Mr. Lange 
a d v i s e d  that the exact a m o u n t  n e e d e d  for M c L a u g l 1 in is 
$365,000, such f u nding to be in a d d i t i o n  to that already 
in the budget.

S e n ator Ray a t t e s t e d  to the n e e d  for l egisl a t i v e  u n d e r­
sta n d i n g  that "it takes 'x' a m o u n t  of dolla rs" to oper ate 
such a f a c i l i t y  as M c L a u g h l i n  w h e t h e r  it h o u s e s  5 or 
50 individuals. Such an a m o u n t  r epres ents "the b a s i c  cost 
of r u n n i n g  an ins tit u t i o n . "  C u t t i n g  down on the n u m b e r  
of p e o p l e  h o u s e d  t h erein does n o t  n e c e s s a r i l y  cut costs 
p r o p o r t i o n a t e l y .

S e nat or H o h m a n  r e f e r r e d  to an analysis by F i s c a l  A n a l y s t  
Bob S c h r o e d e r  s u g g e s t i n g  that Sec. 10 ($400,000 to d i v i s i o n  
of cor rec t i o n s  for o u t s t a n d i n g  1979 bills) is i n f l a t e d  by
6 7 o .

Mr. Lange r e s p o n d e d  that the $ 4 0 0,000 request w a s  p r e p a r e d
last October. At that time the D ivis i o n  had $ 3 6 8 , 0 0 0
in u n p a i d  bills. The Division, in c o r r e s p o n d e n c e  to
E u d g e t  61 Ma nagement, stated that the amount r e q u e s t e d
c ould be r e du ced to the actual do llar amount o f  its o u t s t a n d i n g
bills at the time the s u p p l e m e n t a l  w a s  formalized.

S e nator Ray m o v e d  that the bill be h e l d  in c o n m i t t e e  
until the di vision c ou ld p r o v i d e  m o r e  i n f o r m a t i o n  on 
■f ts u n p a i d  bills. S e n a t o r  H o h m a n  asked if the $40 0,000 
r e que st was i n f lated by 67«, and  Mr. Lange  replied, "yes 
S e n a t o r  H o h m a n  stated his b e l i e f  that the D i v i s i o n  
s h o u l d  have a d v i s e d  the c o m m i t t e e  of this fact on its 
own.

C O M M I T T E E

The C h a i r m a n  a d v ised the bill w o u l d  be held in committee. for SB 3 9 ,

H E L D  IN
In his c l o s i n g  remarks Mr. Camp bell s tated that the 
D i v i s i o n  "couldn't  bo m o r e  p l e a s e d  at the o p p o r t u n i t y  
to e x c h a n g e  comple te i n f o r m a t i o n . "  The D i v i s i o n  wants 
to d e v elop a l t e r n a t i v e  plans for y o u n g  people, but 
until such plans are concrete, the D i v i s i o n  m u s t  
continu e to use McLaughlin.

2/28/80



.

S e n a t o r  H o h m a n  a t t e s t e d  to the fact that it is 
d i f f i c u l t  to h a v e  confi d e n c e  in the D i v i s i o n  base d 
on its pas t reputation. He f u rther a d v i s e d  of his 
b e l i e f  the D i v i s i o n  is g uilty of w i t h h o l d i n g  i n formation 
be c a u s e  of the 6% i n f l a t i o n  factor u n c o v e r e d  b y  L e g i s l a t i v e  
F i n a n c e  on funds r e q u e s t e d  u n d e r  Sec. 10 of the a b o v e­
dis c u s s e d  legislation.

The m e e t i n g  a d j o u r n e d  at a p p r o x i m a t e l y  10:00 a.m. A D J O U R N

SFC-80 #20, Side 1 (000-end)
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STATE 
of A L A S K A

T0 r  R. D. S t e v e n s o n
S p e c i a l  A s s i s t a n t  
D e p a r t m e n t  of R e venue

DATE; F e b r u a r y  7, 1980

FILE NO:

FROM: G a r y  L. J e n  
D i r e c t o r

TELEPHONE NO.

SUBJECT CS for S e n a t e  Bill No. 310

A u d i t  D'visi

This b i l l  w o u l d  e x e m p t  any i n t e r e s t  p a i d  by a f i n a ncial i n s t i t u­
tion in the State of A l a s k a  from t a x a t i o n  u n d e r  the A l a s k a  
Income T a x  Act. This income w o u l d  be e x e m p t  to i n d i v i d u a l s  
trusts, estates, p a r t n e r s h i p s ,  and corporation s.

It is a s s u m e d  that the o b j e c t i v e  b e h i n d  this b i l l  w o u l d  be to 
e n c o u r a g e  i n d i v i d u a l s  to place m o r e  m o n e y  in i n t e r e s t - b e a r i n g  
a c c ounts in f i n a ncial i n s t i t u t i o n s  in the State. W h i l e  this is 
a v e r y  ideal aim, there is serio us q u e s t i o n  a b o u t  w h e t h e r  a bill 
such as this w o u l d  cause the d e s i r e d  result. It is m y  i m p r e s s i o n  
that p eople place m o n e y  in s a v ings accounts, d e p e n d i n g  on the 
e c o n o m i c  c l i m a t e  in the society, r a ther than b e c a u s e  any i n t erest 
w h i c h  m i g h t  be e a r n e d  is tax free.

The m a j o r  b e n e f a c t o r s  of this bill w o u l d  be the w e a l t h y  i n d i v i d u a l s  
and large c o r p o r a t i o n s  w h o  a l r e a d y  have s u b s t a n t i a l  i n t e r e s t -  
b e a r i n g  a c c o u n t s  in A l a s k a  banks. If the intent is truly to 
e n c o u r a g e  savi ngs by the a v e r a g e  citizen, c o n s i d e r a t i o n  s h o u l d  
be given to p r o v i d i n g  the tax e x e m p t  status to d e p o s i t s  m a d e  
after the e f f e c t i v e  date of the bill and on a m a x i m u m  amount, 
such as $5,000.



T H E  LEGISL A T U R E  O F  T H E  STAT E O F  A L A S K A  
E L E V E N T H  LEGISLATURE

FISCAL NOTE.
I. R E Q U E S T  .Bill/Resolution No.CS For SB 310_________________________________________________________________________ institutions

Title Act exempting from the net income tax interest earned from Alaska f-mgnrial/
Requested by___________________________________________________________ Date______________________

II. FISCAL DETAIL 
Agency Affected _
Program Category Affected______
Budget Request Unit(s) Affected_

EXPENDITURES (Thousands of Dollars)

FY 79 FY 80 FY 81 FY 82 FY 83 FY 84
100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
500 EOUIPMENT
600 LAND & STRUCTURES
700 GRANTS. CLAIMS. ETC.

TOTAL

FUNDING (Thousands of Dollars)
C.FNFRAI F U N D _________ Unknown
FEDERAL FUNDS
OTHER (Specify)

POSITIONS

FULL TIME
PART TIME
TEMPORARY

III. ANALYSIS (See Fiscal Note Preparation Instructions, Section III)
The bill proposes to exempt from income taxation interest earned fran a  financial 
institution which is chartered under the laws of the State or has its principal 
or hane office within the State.

Due to lack of data we are unable to determine the exact revenue impact of this 
proposal. It is likely to reduce general fund revenue by about $5.0 million 
annually.

IV. DATE »?/ _________________PREPARED B Y  L_L
/ ' AGENCY ____________

Onginal Legislative Finance PHONE_______________
cc: Budget and Management

Prune Sponsor (First Legislator Named)

3 3 - 0 0 1  (Krv. 1(1 78)





COMMITTEE REPORT 

SENATE

1/lA/aO FURTHER: HOITE

D a t e :

Mr. P r e s i d e n t :

T h e  C o m m i t t e e  o n ____________ ■  h a s  h a d _______ S B  3 1 1

relating to ride sharing

u n d e r  c o n s i d e r a t i o n  a n d  (a m a j o r i t y  o f  t h e  c o m m i t t e e )  ( t h e  c o m m i t t e e )  

r e p o r t s  1t b a c k  w i t h  t h e  f o l l o w i n g  r e c o m m e n d a t i o n s :

[ ] d o  p a s s  [ ] d o  n o t  p a s s

( ] do p a s s  w i t h  a t t a c h e d  a m e n d m e n t s ( s )
] s a m e  t i t l e

[ ] r e p l a c e  w i t h  C S  f o r  ___________________________________________________[ j n e w  t i t l e

a n d  r e c o m m e n d s  ____________________________________________________________________________

( ] A N D  a t t a c h e s  a " L e t t e r  o f  I n t e n t "  [ ] N e w  F i s c a l  N o t e

I ] r e p o r t s  it b a c k  w i t h o u t  r e c o m m e n d a t i o n

[ ] r e f e r r e d  to t h e ____________________________________________________ C o m m i t t e e

M E M B E R S  S I G N I N G  M E M B E R S  H A V I N G
DO P A S S  O T H E R  R E C O M M E N D A T I O N S :

S 60 ( R e v .  1 2 / 7 8 ) C H A I R M A N
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F . C . f t  S. B U LLET IN S
Fcraoiil Unee Beetle*

<0tm41*i

USE CATEGORIES

NO YOUTHFUL OPERATOR

Only Operator In
Household Is a Factor
Female Af * 30-64 Code
Principal Operator Factor
la Aga 69 or Ovar Code

Factor
AllOthor Code

Personal Auto
Ara-3

September, 1979

MtlVt to on FROM worn r__ Firm
Um Leu thin IS IT Um Um

ISMKm Mem Men

.90 1.15 1.35 1.35 .80
8131--- 8132--- 8133--- 8138--- 8139---

.90 1.15 1.35 1.35 .80
8021--- 8022--- 8023--- 8028--- 8029---

1.00 1.25 1.45 1.45 90
8111--- 8112--- 8113--- 81 ’9--- 8119---

Copyright, Insurance Services Office, 1976, 1978

c

(

H a v in g  de te rm in e d  tha t  no y o u t h f u l  o j ie r a to r  i s  in v o lv e d  a n d  tha t the  p r im a r y  
f a c to r  is  to be taken  f rom  the  tab le  above , the rem a in in g  co n s id e ra t io n s  a re  age and sex of the principal driver a n d  use of the car. A s  r e g a rd s  age an d  sex , m os t  n o n ­
y o u th f u l  d r i v e r s  f a l l  in to  the  “ a l l  o th e r” c la s s ,  o f  co u rse . I n  1970 a lo w e r  f a c to r  
w a s  in t ro d u ce d  f o r  p r in c ip a l  o|»erators o f  age 65 o r  o ld e r .  W i t h  the in t ro d u c t io n  
o f  the 161 c la s s  p lan , the f a c to r s  f o r  t h i s  age g r o u p  now  equa l  the d i s co un t  f a c to r s  
f o r  a wom an  age 30 to  64 w ho  is  the o n ly  o p e ra to r  in he r  househo ld .

There are four "use" categories for the n o n - y o a t h f a l  driver classes —  but 
the effect is of five since the "drive to work" category is further subdivided on 
the basis of mileage. The categories are:

P le a s u r e  U s e : T h e  a u tom ob i le  is not u sed  in  b u s in e s s  or customarily d r i v e n  
to o r  f rom  w o r k  —  unless the one way road mileage to the job is under three miles.

T h e re  a rc ,  h ow eve r ,  t w o  ex cep t io n s  to  th i s  ru le ,  the f ir s t  re la t in g  to  an  a u to m o ­
b i le  ow ned  b y  a m em l ie r  o f  the c le r g y .  I t  i s  ra te d  a s  "p le a s u re  u s e "  —  o r  f o r  " f a rm  
u s e "  i f  that i s  i t s  p lace o f  priuci|>al g a r a g in g  —  in  sp ite o f  t in  fact tha t the c l e r g y ­
m an  ma\ use  it in  " b u s in e s s "  o r  in  d r i v i n g  to  o r  f r o m  " w o r k . "  T h e  o the r  e x cep t io n  
is  fo r  an in s u r e d  w h o  h a s  re du ced  h is  d r i v i n g  o r  |urtici|>ates in  a car fool an d  
d r i v e s  less than 15 miles to work. I f  the veh ic le  i s  not u sed  more than  tw o  d a y s  a 
w ee k  or not m o re  th an  tw o  w eek s  in  e a t i i  f ive  week  |>eriod, the in s u r e d  is  e l i g ib le  
f o r  a "p le a s u r e  us« "  c la s s i f ic a t io n .

Drive to Work: The car is not used in business, but it is customarily used to 
drive to or from work and the one way road mileage is three miles or more. If less 
than three miles, the pleasure use category, above, applies. Note that separate 

factors apply to cars driven a one way distance of less than 15 miles and those 
driven 15 miles or more. Drive to work includes drive to school and also driving 
fart w ay, at to a bus depot or train station.

A car pool participant or anyone who drives 15 miles or m o r e  to work, but does 
not drive more than two days a week or not more thar two weeks in each five week 
period, is eligible for classification in the "work less than 15 miles" category.



PUBLIC OR LIVERY EXCLUSION F. C. & S. BULLETINS _Personal Auto

1
Pc-2

J u l y ,  1 9 7 9

public for hire. He limited its use to the transportation o f workers who were the 
clients o f his agency. Such lim ited, special use, therefore, did not make his vehicle 
a “public or livery conveyance."

c I

In  a 1972 case decided by the V irg in ia supreme court, the insurer involved had 
denied coverage for liab ility  arising out o f the use o f an insured’s car in carrying f
car pool meml>ers to and from their common place of employment. Each car pool ^
member would pay the insured one dollar a day toward operating expenses. The 
court ruled that the policy exclusion o f any vehicle while used as a public or livery 
conveyance did not apply to this car |>ooling arrangement because the car was not 
held out ind iscrim inate ly to the general public for the carrying o f passengers for 
hire. Th is case is S m ith  vs. Stoneioall Casualty Co.. 188 S.F. (2n d .) 82.

In Personal Auto Policy
The Public or L ivery exclusion, a: traditionally worded, is not included in the 

latest private passenger Automobile contract, the Personal Auto [>o!icy. Instead o f 
excluding coverage for "any automobile while used as a public or livery convey­
ance,” the Personal Auto p o lic y  excludes coverage for claims “arising out of the 
ownership or operation of a vehicle while it is being used to carry jicrsons or 
p ro p e r ty  fo ra  fee. T h is  e x c lu s io n  flo e s not ap p ly  to a share-the-ex|v. use  car |kxi1.“ *

This exclusion, presumably, has the same purjxjsc as the Public or L ivery 
exclusion — to eliminate coverage for the public automobile hazard, which is not 
anticipated in the formulation o f private passenger rates. However, the distinction 
made in the Personal Aut.) policy hinges only on whether or not “a fee" has been 
charged. Whether or not the auto has been used as a public or livery conveyance 
—  i.e., held indiscrim inately for hire to the general public — is no longer at issue,

In  the case of car pools, the new exclusion w ill in most instances have the same 
effect as the old. Share-the-expense car jiools arc s|*cciftcally cxemptei. from the 
exclusion, and by their very nature most ear pools fit th is description.

In  situations not involving car j k j o Is , however, the new exclusion may have a 
more stringent effect than the Public or L ivery exclusion. It is possible to imagine, 
for example, a Bodily In ju ry  L iab ility claim arising out o f an insured’s use o f his 
pickup to move an acquaintance's furn iture . I f  the insured charges a fee, the e x ­
clusion in h is Personal Auto jm licy states that there is no coverage, despite the 
fact that the insured has not held the pickup for hire to the general public. Th is 
result, though sup|x»rtcd by a literal reading of the exclusion, is contrary to the 
historical intent ami legal effect o f the traditional Public or L ivery exclusion,

'In c ludes copyrighted material of Insurance Services Office, with its permission Copy­
right, Insurance Services Office, 1975, 1976. 1978.

c

c

(v.



P. C.AS. BULLETINS
Penoaal Linn Sertloa PUBLIC OR LIVERY EXCLUSION

Persona] Auto
Pc-1
July. 1979

“PUBLIC O R  LIVERY C O N V E Y A N C E "

E x c l u s i o n  in Private P a s s e n g e r  A u t o  Policies

Kates for private jiassenger Automobile insurance do not anticipate the hazards 
inherent in operating an automobile for hire to the general public, such as a taxicab 
o r a van. For th is reason, private passenger Automobile policies have customarily 
excluded coverage for any automobile “while used as a public or livery conveyance.” 
The exclusion, as expressed in its traditional wording, survives in the Fam ily 
Automobile jxilicy, the Sjrecial Package Automobile policy, and many independently 
filed Automobile policies.

D e sp ite  th e  r e la t iv e ly  s im p le  in t e n t  o f th e  e x c lu s io n , th e  le g a l t e rm  " p u b l i c  
o r  l i v e r y  c o n v e y a n c e "  h a s  m a d e  in te r p r e ta t io n  d i f f i c u l t  f o r  p o lic y h o ld e r s  a n d  
in s u r a n c e  p eop le  a l ik e .  T h e  q u e s t io n  o f t e n  a r is e s  a s  to  w h e th e r  a c a r  p o o l, 
e s p e c ia l ly  on e  in  w h ic h  p a r t ic ip a n t s  p a y  th e  d r iv e r  a s h a re  o f  e x p e n se s , c o n ­
s t i t u t e s  u s e  o l th e  in s u r e d  a u to m o b i le  a s  a p u b l ic  o r  l i v e r y  c o n v e y a n c e . T h e  
r e le v a n t  c a se  la w  on  th e  s u b je c t  in d ic a te s  th a t  a s  lo n g  a s  a d r i v e r  d o e s  n o t 
h o ld  an  in s u r e d  a u to  fo r  h ir e  to  th e  g en e ra l p u b lic , th e  d r i v e r  m a y  c o l le c t  a 
r e a s o n a b le  a m o u n t  o f  m o n e y  fro m  p a s s e n g e r s  to  p a y  fo r  th e  e x p e n se s  o f  
o p e ra t in g  th e  c a r  p o o l.

A prominent case in this matter is A llsta te  Insurance Cn. vs. Roberson, 217 
Red. (2n d .) It) (1951). Knhcrsou, the insured, owned a truck which he equipped 
with extra seats and used for the pur|>ose o f regularly Irans|K>rting alniut seven 
of his fellow employes to and from work with him. Although the insured normally 
collected a small amount of money from each passenger to cover e x cu se s , the 
Federal court o f ap|>eals (8th C ircuit, applying Arkansas law) held that because 
the insured did not so lic it riders and d id  not hold the truck- out to the public fo r  
hire, the truck had not licen used as a "public or livery conveyance "

A n o th e r  c a se  w h o se  o u tc o m e  d e p e n d e d  on th e  sam e  t e s t  o f  " p u b l i c  o r  
l i v e r y  c o n v e y a n c e "  a s  e m p lo y e d  in  th e  R o b e r so n  c a se  i s  A m erican  F id e l i t y  
In s u ra n c e  Co. v s . P a rdo , 299 Af .Y S . (2 nd .) 521 (1969). In v o lv e d  h e re  w a s  an  
in s u r e d  w ho  o w n e d  an  e m p lo ym e n t a g e n c y  fo r  d o m e s t ic  w o r k e r s , E a c h  d a y , 
h e  w o u ld  t r a n s p o r t  th e  w o r k e r s  to  a n d  f ro m  re s id e n c e s  w h e re  th e y  w o r k e d ;  
f o r  t h i s  p u rp o se , th e  in s u r e d  u s e d  a t r u c k  w h ic h  h a d  b e e n  a lt e r e d  to  c a r r y  12 
p a s s e n g e r s . T h e  in s u r e d  c h a r g e d  a f ix e d  ra te  fo r  a l l  d o m e s t ic s  w h e th e r  o r 
n o t th e y  u s e d  h is  t r a n s p o r ta t io n  s e r v ic e s .

W lule the insured was trans|x>rting 12 workers to their places of work, he was 
involved in an accident with another motorist. When the claim was submitted to 
his insurer, it was denied liecausc of tbe exclusion in question. The supreme court 
of New York, in reversing a lower court's decision in favor of the insurer, held 
that the words "public or livery conveyance" as used in the policy refer to "a 
vehicle used indiscrim inately in conveying the general public, without lim itation to 
certain |>erannsor particular occasions or without lieing governed by sjieci.il terms." 
Here, the insured did not iim* his vehicle indiscrim inately in carrying the general

( f 'o i t l ln u M l on n n l  (>•■«* •
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The thrust of the 1979 annual m e e t i n g  of the 
We stern Conference, Council of State Governments, was 
energy. One of the facets of that energy package was 
energy conservation. One of the points in that facet 
was ridesharing.

It appeared that ridesharing m ight be feasible 
in the state of A laska  if it were possible to remove the 
mickey  mouse aspects of indulging in that practice.

With the above in mind, I asked Legi sl a t i v e  Affairs 
to come up with a bill that w o u l d  render it less likely that 
people w o u l d  avoid g e t ting into rideshar ing by addre s s i n g  
the points in our own state law that might discourage the 
practice. Attached to this m e m o  is a copy excerpted from 
the report of the WCSG Annual Report.

cAlasha J&ate l̂egislature

Attachment
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“PUBLIC O R  LIVERY C O N V E Y A N C E "

E x c l u s i o n  in Private P a s s e n g e r  A u t o  Policies

Ra te s  f o r  p r iv a te  p a ssen ge r  A u tom o b i le  in s u ra n ce  do  no t an t ic ip a te  the  h a z a r d s  
inhe ren t  in o p e ra t in g  an  a u tom ob i le  fo r  h i r e  to  the gene ra l  p u b l ic ,  such  a s  a  t a x i c a b  
o r  a  van .  F o r  t h i s  reason , p r iv .  p a ssenge r  A u tom o b i le  po l ic ie s  ha ve  c u s t o m a r i l y  
e x c lu d e d  co ve rag e  fo r  a n y  au tom ob i le  “ w h i le  u sed  a s  a p u b l ic  o r  l i v e r y  co n ve ya n ce ."
I he e x c lu s io n ,  as e x p re s s e d  in i t s  t r a d i t io n a l  w o r d in g ,  s u r v i v e s  in  the F a m i l y  

A u tom o b i le  po l icy ,  the S[>ecial P a ckage  A u tom o b i le  po l icy , a n d  m an y  in d e p e n d e n t ly  
f i led  A u tom o b i le  ]>olicie>.

Despite the re la tive ly  simple in ten t o f the exclu sion , the lega l *erm "p ub lic  
or liv e ry  conveyance" has made in terp retation d iff ic u lt fo r po licyho lders and 
in surance people a like . The question o ften  a rises as to whether a car pool, 
especia lly one in which partic ip an ts pay the d r ive r a share o f expenses, con ­
s t itu te s  use o f the in su red automobile as a pub lic  or liv e ry  conveyance. The 
re levan t case law  on the su b je c t ind ica tes tha t as long as a d r ive r does no t 
ho ld an in su red  auto for h ire to the genera l p u b lic , the d r v e r  may co llect a 
reasonable amount of money from passengers to pay fo r the expenses o f 
operating the car pool. f

A  p rom inen t  caste in  thi> m a t te r  is .lllslate Insurance Co. vs. Roberson, 217 bed. (2nd.) 10 (10.il). R o be r so n , the in s u re d ,  ow ned  a t r u c k  w h ic h  he e q u ip p ed  
w i th  e x t r a  sea ts  a n d  u s e d  f o r  the pur|x>sc o f  r e g u la r ly  t r a n sp o r t in g  ab ou t  se ven  
o f  h is  fe l low  em p loye s  to  an d  f rom  w o rk  w i th  h im . A l th o u g h  the in s u r e d  n o rm a l l y  
co l lec ted  a sm a l l  am oun t  o f  m oney  f rom  each pa ssenge r to  co v e r  e x c u s e s ,  the  
F e d e ra l  cour t  o f  appea ls  (8th C i r c u i t ,  ap p ly in g  A r k a n s a s  l a w )  he ld  that becau se  
the in s u re d  did not solicit riders and did not hold the truck out to the f>ublie for hire, the t r u c k  h a d  no t l>een u sed  a s  a  “ pub l ic  o r  l i v e r y  co n ve yan ce ."

Another case whose outcome depended on the same te s t o f "p ub lic  or 
live ry  s m vcyancc" as employed in the Roberson case is  A m erican  F id e lity  
Insu ra nce  Co. vs. P ardo, 299 N .Y S . (2 n d .)  521 (1969). In vo lved  here was an 
in su red  who owned an employment agency for domestic workers. Each day, 
lie  would transport the workers to and from residences where they worked; 
fo r th is purpose, the in su red used a truck which had been a lte red to ca rry 12 
passengers. The in su red charged a fixed rate for a ll dom estics whether or 
not they used h is transporta tion services.

W h i l e  the in s u r e d  w a s  trans|H>rting 12 w o r k e r s  to  th e i r  'daces o f  w o r k ,  he w a s  
in v o lv e d  in  an  acc iden t w i th  ano the r m o to r is t .  W h e n  the c la im  w a s  su bm i t te d  to  
h is  in s u r e r ,  it w a s  d en ied  be cau se  o f  the e x c lu s io n  in qu e s t io n .  T h e  sup rem e  cou r t  
o f  N ew  Y o r k ,  in  re v e r s in g  a low e r  co u r t ' s  dec is ion  in  f a v o r  o f  the in s u r e r ,  h e ld  
that the w o r d s  " p u b l i c  o r  l i v e r y  co n ve yan ce "  a s  u sed  in  the |x>licy r e f e r  to  " a  
veh ic le  u sed  in d i s c r im in a te ly  in c o n ve y in g  the genera l pub l ic , w i th o u t  l im i t a t io n  to  
c e r ta in  |>ersons o r  p a r t i c u la r  occas ion s  o r  w i th ou t  be in g  go ve rn e d  b y  spec ia l t e rm s . "  
H e re ,  the in s u re d  d id  not use h is  veh ic le  in d i s c r im in a te ly  c a r r y in g  the gene ra l
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p ub l ic  f o r  h ire . H e  l im i t e d  i t s  u se  to  the trans(>orta tion o f  w o r k e r s  w ho  w e re  the  
c l ien t s  o f  h is  ag ency . S u c h  l im i t e d ,  spec ia l u se , th e re fo re ,  d id  no*, m ak e  h i s  ve h ic le  
a  " p u b l i c  o r  l i v e r y  co n ve ya n ce ."

I n  a 1972 case  de c id ed  b y  the V i r g in i a  sup rem e  cou r t ,  the in s u r e r  in v o lv e d  had  
den ie d  co ve rage  f o r  l i a b i l i t y  a r i s i n g  o u t  o f  the use o f  an i n s u r ’ d ’s c a r  in  c a r r y i n g  
c a r  pool m em be r s  to a n d  f ro m  th e i r  common place o f  em p lo ym en t .  E a c h  c a r  pool 
m em be r  w o u ld  p ay  the in s u r e d  one  d o l la r  a d a y  tow a rd  op e ra t in g  e xp en se s .  T h e  
co u r t  ru le d  tha t the po l i c y  e x c lu s io n  o f  a n y  veh ic le  w h i le  u sed  as a p ub l ic  o r  l i v e r y  
conveyance  d id  not a p p ly  to  t h i s  c a r  ]>ooling a r ra ngem en t  becau se  the c a r  w a s  no t 
h e ld  ou t  indiscriminately to the general public f o r  the c a r r y in g  o f  p a ssenge r s  f o r  
h ire . T h i s  case is  Smith vs. Stoneitvll Casualty Co , 188 S.F.. (2nd.) 82.

(

In Personal Auto Policy

T h e  P u b l i c  o r  L i v e r y  e x c lu s io n ,  a s  t r a d i t io n a l ly  w o rd e d ,  is  no t in c lu d e d  in  the 
la te s t  p r iv a te  j>assenger A u tom o b i le  con t ra c t ,  the P e rsona l A u to  jK»licy. In s t e a d  o f  
e x c lu d in g  co ve rage  f o r  " a n y  au tom ob i le  w h i l e  u s e d  a s  a p u b l ic  o r  l i v e r y  c o n v e y ­
an ce ,"  the P e r sona l  A u t o  p o l i c y  e x c lu d e s  co ve rag e  fo r  c la im s  " a r i s i n g  o u t  o f  the 
ow n e r s h ip  o r  op e ra t io n  o f  a veh ic le  w h i le  i t  is b e in g  u sed  to  e a r n  ]>ersons o r  
pro|*erty f o r a  fee. T h i s  e x c lu s io n  does  not a p p ly  to a sha re  -the-expense c a r  poo l ."*

T h i s  e x c lu s io n ,  p re s um a b ly ,  h a s  the sam e pu rpo se  a s  the P u b l i c  o r  L i v e r y  ^
ex c lu s io n  —  to e l im in a te  co ve rag e  f o r  the p u b l ic  a u tom ob i le  h a z a rd ,  w h ic h  is  no t 
an t ic ip a ted  in  the fo rm u la t io n  o f  p r i v a te  p a s sen ge r  ra tes . H o w e v e r ,  the d i s t in c t io n  
m ade  in  the P e r so n a l  A u t o  po l ic y  h in g e s  o n ly  on w he th e r  o r  not " a  fe e "  ha s  been  
ch a rged . W h e th e r  o r  not the  a u to  ha s  been u sed  a s  a p ub l ic  o r  l i v e r y  conve yan ce  
—  i.e. , h e ld  in d i s c r im in a te ly  f o r  h i r e  to  the gene ra l pub l ic  —  is  no lo n g e r  at i s sue .

I n  the c a s t  o f  car pools, th e  new  e x c lu : on  w i l l in  m ost in s ta n ce s  h a ve  th e  sam e 
e ffe c t a s  th e  o ld . Share-the-expense c a r poo ls a re  sp e c if ic a lly  ex em p ted  fro m  th e  
e x c lu s io n , am i b y  th e ir  v e r y  n a tu re  m ost a i r  jkjoIs fit th is  d e sc r ip t io n .

I n  s i t u a t io n s  not in v o l v in g  c a r  poo ls , h ow eve r ,  the n ew  e x c lu s io n  m a y  h a ve  a 
m o re  s t r in g en t  e f fec t th an  the  P u b l i c  o r  L i v e r y  e x c lu s io n .  I t  i s  po ss ib le  to  im ag in e ,  
f o r  e x am p le , a  I i o d i l y  I n j u r y  L i a b i l i t y  c la im  a r i s in g  out o f  a n  in s u r e d ’s u s e  o f  h is  
p ic k up  to  m ove  an  a c q u a in ta n c e ’s f u r n i t u r e .  I f  the  in s u re d  ch a rg e s  a fee , the  e x ­
c lu s io n  in  h i s  P e rsona l  A u t o  p o l i c y  s ta te s  tha t th e re  is  no co ve rage , de sp ite  the 
fa c t  tha t the in s u re d  has no t h e ld  the  p ic kup  f o r  h i r e  to the gene ra l p ub l ic .  T h i s  
re su l t ,  though  sup|>orted b y  a l i t e r a l  r e ad in g  o f  the e x c lu s io n ,  i s  c o n t r a r y  to  th e  ✓
h is to r ic a l  in ten t  a n d  lega l e f fe c t  o f  the t r a d i t io n a l  P u b l i c  o r  L i v e r y  e x c lu s io n .  I

*Includes copyrighted material of Insurance Services OlTuc, w ith its permission. Copy­
right, Insurance Services Office, 1975, 1976, 1978.

I



— *- ------

MO D E L  STATE L A W  TO REMOVE LEGAL IMPEDIMENTS T O  RIDESHARING
ARRANGEMENTS

15

1

; INTRODUCTION ;'c,

Eighty percent of travel to w o r k  is b y  mot o r  v e h i c l e  and 

most drivers commute by themselves. If drivers p a r t i c i p a t e d  in 
ridesharing arrangements, it has b e e n  e s t imated that o v e r  10 
million gallons of gas w o u l d  be saved each day and that r u s h  

1 ■ hour traffic could be reduced b y  3096. For these a n d  o t h e r  rea-

) sons, people should be e n c ouraged to share rides to w o r k  and any
> - law that unnecessarily impedes or discourages such s h a r i n g  should
i be changed. , ; : , ^
:
a • »•.',* • T ’ • ' La~ ' ‘ * " ** * • «

The National C o mmittee.on Uniform Traffic Laws a n d  O r d inances 

is an independent, non-profit, vo l u n t a r y  association, w h i c h  exists 
to maintain the Uniform Vehicle Code and Model Traffic O r d i n a n c e .

The Uniform Vehicle Code is a specimen set o f  m o t o r  v e h icle and 
traffic laws u s e d  as a guide b y  state legislatures, a n d  the Model 
Traffic Ordinance is a c o m panion document used b y  local legislative 
bodies. The National Committee is a carefully selected g r o u p  of 

C over 140 individuals representing federal, state a n d  local g o v e r n­
ment, private industry, a n d  other groups interested in achieving 

sound, uniform motor vehicle and traffic laws. .Since 1972, the 
National Committee h a s  d r a fted texts of model laws in ar e a s  of 

.r, emerging interest that are not c o v ered b y  the U n i f o r m  V e h i c l e  C o d e .
- The purpose of this activity is to have the best p o s s i b l e  laws to 

test new ideas or to conduct programs necessary to solve n e w  

problems. . - . '

Under the title "Model Ridesharing Law" (dated M a r c h  26, 1979), 

' the first draft of this document w a s  d i s tributed to m o r e  t h a n  1,000 
*“™ U g e n S i e s  and organizations for their review. O v e r  65 lett e r s  c o m­

m e n t i n g  on the first 'draft were received. These c d m m e n t s  w e r e  
.^{summarized and a second draft dated June 15, 1979 w a s  p r e p a r e d  and 

.'distributed to all p e r sons;who h a d  commented.on; the first draft.
—  ‘.The second/ftraft,’’a n d ’letters commenting o n  it, w e r e  submitted to 

,j a  Special Panel, w h i c h  at a m e e t i n g  on A u g u s t  20-21, 1979, decided 
the contents of this£document. The members o f  the Special Panel 

/•'were: Senator Nat W a s h i n g t o n  (Chairman) ,* J a c k  D e r b y  (California

Office of R i d e s h a r i n g ) y  Ken'Dirkzwager (Minnesota D i v i s i o n  o f  
Driver and Vehicle Services), Bill Fortune (National A s s o c i a t i o n  

T o f  Vanpool Operators) ,' Charles G r a y  (National A s s o c i a t i o n  of 
Regulatory Utility Commissioners), Tim Letzkus (Highway Users 

Federation for S a f ety,and M o b i l i t y ) , H e r b  Scheuer (American Public 
Transit Association), and Mavis W a l ters (Insurance Services Office).

• «

i rlalfoh ■ -i -----  tLX_________ _________________ ■ - ■
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The p r e p a r a t i o n  o f  t'.is d o c u m e n t  was p r e c e d e d  b y  a r e v i e w  by 

the N C U T L O  S t a f f  o f  state laws w h i c h  c o u l d  impede f o r m i n g  carpool s 

and vanpools. This r e v i e w  w i l l  be p u b l i s h e d  u n d e r  the title 

"Legal I m p e d i m e n t s  to F o r m i n g  Carpools, V a n p o o l s  and O t h e r  T ypes 

of R i d e s h a r i n g  A r r a n g e m e n t s . "  U sing that r e v i e w  w i l l  e n a b l e  each 

state to d e t e r m i n e  w h i c h  of s e c t i o n s  o f  this M o d e l  L a w  s h o u l d  be 

c o n s i d e r e d  for e n a c t m e n t  a n d  w i l l  f a cilitate d e t e r m i n i n g  h o w  the 

s e c t ions o f  this M o d e l  L a w  c o m p a r e  w i t h  laws in all j urisdictions.

§ 1. D E F I N I T I O N  O F  R I D E S H A R I N G

1. Section 1. Ridesharing arrangement d e f i n e d .
2. Ridesharing arrangement means the transportation
3. of persons in a motor vehicle where such transporta-

4. tion is incidental to another purpose of the driver.

5. The term shall include ridesharing arrangements known
6. as carpools, vanpools and buspools.

§ 2. MOTOR CARRIER LAWS

7. S e c t i o n  2. K  tor c a r r i e r  laws do not a p p l y  to

8. r i d e s h a r i n g .

9. The following laws and regulations of this state
10. shall not apply to any ridesharing arrangement using
11. a motor vehicle with a seating capacity for not more

12. than 15 persons, including the driver:
13. (a) Chapter .....  pertaining to the regulation

14. of motor carriers of any k i n d  or description b y  the

15. (Public Utilities Commission).
16. (b) Laws and regulations containing insurance
17. requirements that are specifically applicable to

18. motor carriers or commercial vehicles.

19. (c) Laws imposing a greater standard of care

20. on motor carriers or commercial vehicles than that
21. imposed on other drivers or owners of motor vehicles.

22. (d) Laws and regulations with equipment require-
23. ments and special accident reporting requirements

24. that are specifically applicable to motor carriers

25. or commercial vehicles.
26. (e) Laws imposing a tax on fuel p u r chased in
27. another state by a motor carrier or road user taxes

28. on commercial buses.

:



§ 3. W O R K M E N ' S  C O M P E N S A T I O N  LAWS

29. S e c t i o n  3. W o r k m e n ' s  c o m p e n s a t i o n  l aw d o e s  not

30. a p p l y  to r i d e s h a r i n g .

31. C h a p t e r  .....  p r o v i d i n g  c o m p e n s a t i o n  for

32. w o r k e r s  i n j u r e d  d u r i n g  the c o u r s e  of their e m p l o y -

33. m e n t  shall n o t  a p p l y  to a p e r s o n  i n j u r e d  w h i l e

34. p a r t i c i p a t i n g  in a r i d e s h a r i n g  a r r a n g e m e n t  b e t w e e n

35. h i s  or h e r  p l a c e  of r e s i d e n c e  a n d  p l a c e  o f  e m p l o y -

36. m e n t  or t e r m i n i  n e a r  such places, p r o v i d e d  t h a t  if

37. the e m p l o y e r  owns, leases or c o n t r a c t s  for the m o t o r

38. v e hicle  u s e d  in such arrang ement, C h a p t e r  ......

39. shall apply.

§ 4. L I A B I L I T Y  OF E M P L O Y E R

40. S e c t i o n  4. L i a b i l i t y  o f  e m p l o y e r .

41. (a) A n  e m p l o y e r  shall not be l i able for i n j u -

42. ries  to p a s s e n g e r s  a n d  o t h e r  p e r s o n s  r e s u l t i n g  from

43. the o p e r a t i o n  or use of a m o t o r  vehicle, not owned,

44. l e a s e d  cr c o n t r a c t e d  for b y  the employer, in a r i d e -

45. s h a r i n g  arrang e m e n t .
46. (b) A n  e m p l o y e r  shall not be l i a b l e  for inju-

47. ries  to p a s s e n g e r s  a nd o t h e r  p e r s o n s  b e c a u s e  h e

48. p r o v i d e s  information, i n c e n t i v e s  or o t h e r w i s e  en-

49. c o u r a g e s  h i s  e m p l o y e e s  to p a r t i c i p a t e  in r i d e s h a r i n g

50. a r r a ngeme nts.

§ 5. I N COME TAXES

51. S e c t i o n  5. R i d e s h a r i n g  p a y m e n t s  are not i n c o m e .

52. M o n e y  a n d  o t h e r  be nefits, o t h e r  t h a n  salary,

53. r e c e i v e d  by a d r i v e r  in a r i d e s h a r i n g  a r r a n g e m e n t

54. u s i n g  a m o t o r  v e h i c l e  w i t h  a s e a ting c a p a c i t y  for

55. not m o r e  than 15 persons, i n c l u d i n g  the driver,

56. shall not c o n s t i t u t e  income for the p u r p o s e  of

57. C h a p t e r  ......  i m p o s i n g  t a x e s  o n  income.

Comment: E x c e p t i n g  income r e c e i v e d  b y  a d r i v e r  in smaller

r i d e s h a r i n g  a r r a n g e m e n t s  from taxes w i l l  a v o i d  k e e p i n g  records.

Such a r e c o r d - k e e p i n g  r e q u i r e m e n t  is p e r c e i v e d  as a n  i m p e d i m e n t  

to forming c a r p o o l s  and vanp ools.
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58. S e ction 6. M u n i c i p a l  l i c e n s e s  and t a x e s .

59. No county, city, town or other m u n i c i p a l  c o r -

60. p o r a t i o n  m a y  i mpose a tax on, or r e q u i r e  a l i c e n s e

61. for, a r i d e s h a r i n g  a r r a n g e m e n t  using a m o t o r  v e h i c l e

62. w i t h  a s e a t i n g  c a p a c i t y  for not m o r e  than 15 persons,

63. i n c l u ding the driver.

§ 7. O V E R T I M E  A N D  M I N I M U M  W A G E  LAWS

64. S e c t i o n  7. O v e r t i m e  c o m p e n s a t i o n  a n d  m i n i m u m  w a g e

65. l a w s .

66. The m e r e  fact that an e m p l o y e e  p a r t i c i p a t e s  in

67. any k i n d  o f  r i d e s h a r i n g  a r r a n g e m e n t  shall not r e s u l t

68. in t he a p p l i c a t i o n  of C h a p t e r  .....  (laws r e q u i r i n g

69. p a y m e n t  of a m i n i m u m  wage, o v e r t i m e  p a y  or o t h e r w i s e

70. r e g u l a t i n g  the h o u r s  a p e r s o n  m a y  work).

§ 8. B U S E S  A N D  S T A T E  V E H I C L E  C O D E S

71. S e c t i o n  8. C e r t a i n  .. i d e s h a r i n g  v e h i c l e s  are not

72. c o m m e r c i a l  v e h i c l e s  or b u s e s .

73. (a) A  m o t o r  v e h i c l e  u s e d  in a r i d e s h a r i n g

74. a r r a n g e m e n t  that h a s  a s e a t i n g  c a p a c i t y  for not

75. m o r e  than 15 persons, i n c l u d i n g  the driver, shall

76. not be a "bus" or "commercial v e h i c l e "  under the

77. p o r t i o n  of C h a p t e r  .....  (state v e h i c l e  code) re-

78. lating to e q u i p m e n t  r e q u i r e m e n t s  or r u l e s  of the

79. road.

80. (b) A m o t o r  v e h i c l e  u s e d  in a r i d e s h a r i n g

81. a r r a n g e m e n t  that has a s e a tin g c a p a c i t y  for not

82. more than 15 persons, i n c l u d i n g  the driver, shall

83. not *>e a "bus" or "commercial  vehic l e "  under the

84. p o r t i o n s  of C h a p t e r  ......  (state v e h i c l e  code)

85. rel at i n g  to registra tion.

86. (c) The d r i v e r  o f  a p a s s e n g e r  c a r  (motor

87. v e h i c l e  that h a s  a s e ati ng c a p a c i t y  for not m o r e

88. than 10 persons, i n c l u d i n g  the driver) u s e d  in a

89. r i d e s h a r i n g  a r r a n g e m e n t  is not a " chauffeur " nor

90. is h e  t rans p o r  p e r s o n s  for c o m p e n s a t i o n  u nder

91. the d r iver lie .ig p o r t i o n s  of C h a p t e r ......
92. (state v e h i c l e  code).

Comment: As to "passe n g e r  car" in s u b s e c t i o n  (c), U n i f o r m

V e h i c l e  C o d e  § 1-142 d e f i n e s  this term as a m o t o r  v e h i c l e  d e s i g n e d  

to c a r r y  10 p a s s e r q e r s  or less that is u s e d  to t r a n s p o r t  persons.

§ 6. M U N I C I P A L  L I C E N S E S  A N D  TAXES
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§ 9. U S E  O F  P U B L I C  V E H I C L E S

93. S e c t i o n  9. Use o f  p u b l i c  m o t o r  v e h i c l e s  for

94. r i d e s h a r i n g .
95. M o t o r  v e h i c l e s  o w n e d  or o p e r a t e d  b y  a n y  state

96. or local a g e n c y  m a y  b e  u s e d  in r i d e s h a r i n g  a r r a n g e -

97. m e n t s  (for p u b l i c  e m p l o y e e s ) .  P a r t i c i p a n t s  in any

98. such r i d e s h a r i n g  a r r a n g e m e n t  shall p a y  the actual

99. total costs of u s i n g  the v e h i c l e  in that a r r a n g e m e n t .

Comment: S tates  s h o u l d  e n a c t  the p h r a s e  in p a r e n t h e s e s  if

they d e c i d e  to a l l o w  c n l y  p u b l i c  jmployees to r i d e  to w o r k  in

v e h icles o w n e d  or l e a s e d  b y  g o v e r n m e n t  agencies.

M I S C E L L A N E O U S  TOPICS

Incentives

Se v e r a l  p e o p l e  c o m m e n t i n g  o n  the "Model R i d e s h a r i n g  Law" 

r e c o m m e n d e d  the e n a c t m e n t  o f  i n c e n t i v e s  that w o u l d  i n c r e a s e  sharing 

rides. W h i l e  this s u b j e c t  is d e f i n i t e l y  w o r t h y  of consideratio n, 

it w a s  d e e m e d  b e y o n d  the s c o p e  o f  this document.

Cost and a v a i l a b i l i t y  of i n s u r a n c e

A  p r o b l e m  for f o rming r i d e s h a r i n g  a r r a n g e m e n t s  in the past has 

been the c o s t  and a v a i l a b i l i t y  o f  insurance, p a r t i c u l a r l y  for v a n­

pools.

M a n d a t i n g  c o v e r a g e . The S p e c i a l  Panel c o n s i d e r e d  a s e c t i o n  

w h i c h  w o u l d  h a v e  p r o h i b i t e d  i n s urers from i n c r e a s i n g  premiums, 

ca n c e l l i n g  any p o l i c y  or d e n y i n g  c o v e r a g e  b e c a u s e  a m o t o r  v e h i c l e  

is u s e d  in a r i d e s h a r i n g  a r r a n g e m e n t .  M e m b e r s  o f  the Panel u n a n i­

mo u s l y  a g r e e d  that this a p p r o a c h  c o u l d  be c o u n t e r - p r o d u c t i v e  and 

c o u l d  even  r e s u l t  in h i g h e r  p r e m i u m s  for v e h i c l e s  u e a d  in p o o l i n g  

arrangements. The Panel a l s o  t h o u g h t  that e n a c t m e n t  of the sections 

in this d o c u m e n t  c o u p l e d  w i t h  r e c e n t  ’’eve l o p m e n t s  in the i n s u r a n c e  

i n d ustry s h o u l d  solve this p r o b l e m .

No fault b e n e f i t s . In s t a t e s  w h e r e  e c o n o m i c  l osses c a u s e d  by 

injuries in c r a s h e s  are c o m p e n s a t e d  on a r.o-fault basis, c o n s i d e r a­

tion of the s o urce of such c o m p e n s a t i o n  in a c c i d e n t s  i n v o l v i n g  

r i d e s h a r i n g  v e h i c l e s  s h o u l d  b e  consi dered. T h e r e  m a y  be some r e­

du c t i o n  in i n s u rance p r e m i u m s  for r i d e s h a r i n g  v e h i c l e s  if the 

o c c u p a n t s  are c o m p e n s a t e d  by t h e i r  own i nsurers r ather t h a n  the 

insurer of the o w n e r  of the vehicle.



The S p ecial Panel c o n s i d e r e d  a s e c t i o n  w h i c h  w o u l d  a l l o w  

e m p l o y e r s  to d e d u c t  the c o s t s  o f  “promotin g, o r g a n i z i n g ,  a d m i n i s­

tering and o p e r a t i n g "  r i d e s h a r i n g  p r o g r a m s  as o r d i n a r y  b u s i n e s s  

expenses. The P a nel's v i e w  was that p r o v i d i n g  for such d e d u c t i o n s  

in state income tax laws w a s  u n n e c e s s a r y  b e c a u s e  e m p l o y e r s  a l r e a d y  

c o u l d  d e d u c t  such c o s t s  as o r d i n a r y  b u s i n e s s  expen s e s .  A n d  i n c l u­

sion of the c o s t  o f  o p e r a t i n g  v a n p o o l s  m i g h t  a l l o w  e m p l o y e r s  to 

w r i t e  o f f  the c o s t  of a c q u i r i n g  vans o n  an a c c e l e r a t e d  basis.

Parking f a c i l i t i e s

S e v eral pe. p i e  c o m m e n t i n g  o n  the first d r a f t  r e c o m m e n d e d  that 

this M o d e l  L a w  c o n t a i n  s e c t i o n s  th at w o u l d  f a c i l i t a t e  e s t a b l i s h i n g  

lots w h e r e  p e o p l e  c o u l d  p a r k  t h e i r  cars a n d  c o n t i n u e  th eir j o u r n e y  

to w o r k  or s p o r t i n g  e v e n t s  in r i d e s h a r i n g  a r r a n g e m e n t s  or b y  u s i n g  

p u b l i c  transit. The Panel d i d  not r e g a r d  p r o b l e m s  in t h i s  ar ea to 

be i m p e d i m e n t s  to m o s t  r i d e s h a r i n g  a r r a n g e m e n t s  but it d i d  a g r e e  

that it w o u l d  be h e l p f u l  to a l e r t  states to p o s s i b l e  e x i s t e n c e  of 

p r o b l e m s  in e s t a b l i s h i n g  such lots.

Use of p ubli c funds for p a r k i n g  lots l o c a t e d  o n  p r i v a t e  

p r o p e r t y . If the o w n e r s  o f  a p a r k i n g  lot in a s h o p p i n g  c e n t e r  

agree to a l l o w  c o m m u t e r s  to p a r k  c a r s  in th eir lot, t h e r e  p r o b a b l y  

should  be a u t h o r i t y  to e x p e n d  p u b l i c  funds to i n d i c a t e  the e x i s t e n c e  

o f  the f a c i l i t y  a n d  to p a y  the c o s t  of a n y  e x t r a  m a i n t e n a n c e  that 

m a y  be necessary.

L i a b i l i t y  i s s u e . O w n e r s  of p r i v a t e  p r o p e r t y  w h o  a l l o w  c o m­

mut e r s  to p a r k  p r o b a b l y  s h o u l d  be liable for i n j u r y  or d a m a g e s  to 

such users o n l y  w h e n  the o w n e r s  are g r o s s l y  n e g l i g e n t .  A n o t h e r  

a p p r o a c h  w o u l d  be to a u t h o r i z e  p u r c h a s i n g  i n s u r a n c e  to c o v e r  any 

such liability.

T a x - e x e m p t  s t a t u s . If a c h u r c h  a l l o w s  c o m m u t e r s  to p a r k  in 

its lot, it m a y  be n e c e s s a r y  to p r o v i d e  that such u s e  of its p r o p e r t y  

does not affect its t a x - e x e m p t  status.

D e d u c t i o n  o f  e x p e n s e s  b v  e m p l o y e r

- 6 -





COMMITTEE REPORT 

SENATE

1 / 1 S / 8 0 FURTHER None

D a t e

M r .  P r e s i d e n t

T h e  C o m m i t t e e  o n  J U D I C I A R Y _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ h a s  h a d  S B 3 3  i
r e l a t i n g  to h u n t i n g  in E H e  t r a n s - A l a j k a  p i p e l i n e  c o r r i d o r

u n d e r  c o n s i d e r a t i o n  a n d  ( a  m a j o r i t y  o f  t h e  c o m m i t t e e )  ( t h e  c o m m i t t e e )  
r e p o r t s  i t  b a c k  w i t h  t h e  f o l l o w i n g  r e c o m m e n d a t i o n s :

[ ] 

[ 1 

( 1

[ 1 

( ] 

[ ]

d o  p a s s  [  ]  d o  n o t  p a s s

d o  p a s s  w i t h  a t t a c h e d  a m e n d m e n t s  ( s )

r e p l a c e  w i t h  C S  f o r  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

a n d  r e c o m m e n d s

i ]  s a m e  t i t l e
[  j  n e w  t i t l e

A N D  a t t a c h e s  a  " L e t t e r  o f  I n t e n t "  [  ]  N e w  F i s c a l  N o t e

r e p o r t s  1 t  b a c k  w i t h o u t  r e c o m m e n d a t i o n  

r e f e r r e d  t o  t h e  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ C o m m i  t t e e

M E M B E R S  S I G N I N G  
D O  P A S S

M E M B E R S  H A V I N G  
O T H E R  R E C O M M E N D A T I O N S :

'1-

S 60 ( R e v .  1 2 / 7 8 ) C H A I R M A N



S E N A T E  A M E N D M E N T

By S  <*.v^nr 7 u J ,

A  __________________SENATE  B I L L  No.

_______________________________  HOUSE B I L L  No.

P a g e : / Line.: / /  r "  /  X



D E P A R T M E N T  O F  L A W

omce of m  mower eeoaui PUUCH KSTATE CAPITOL 
JUNEAU. ALASKA 99811

W S  HAMMOND, 60VON0K

J a n u a r y  23, 1980

The H onorable Robert H. Ziegler, Sr. 
A l a s k a  State Senate 
Pouch V
Juneau, A l a s k a  99811

Re: SB 332
Our file J - 6 6 - 4 1 6 - 3 0

Dear Senator Ziegler:

Guy V a n Doren of your office r e q u e s t e d  that we review
Senate Bill 332. This bill w o u l d  make it a class-A  m i s d e m e a n o r  
to hunt "in the area w i t h i n  five miles on either side of the 
trans-A laska pipeline alignment ." Except as n o t e d  below, we 
do not b e liev e the bill presents any m a j o r  problems.

One questio n we have concerns the word "alignment."
We assume this refers to the p i p eline  itself. If that is 
the case, it w o u l d  appe ar that the w o r d  "a lignment" in the 
bill is unnecessary. If it means s omething else, that should 
be described more explicitly.

A second question is w h e t h e r  the bill (if enacted) 
w o u l d  provide the amount of proced u r a l  protection afforded 
by the due process clause of the federal and state constitutions. 
In Wacek v. S t a t e , 530 P . 2d 751 (Alaska 1975), a conviction 
f o r’cTischarglng a firearm in a p ublic  park in violat ion of 
AS 11.55.050(a) and 11 AAC 12 190 was reversed. The court 
s t a t e d :

The burden p l a c e d  upon the defendant in this 
case to locate the boundarie s of a park which 
has no signs m a r k i n g  its boundaries, which is 
shown on no publi s h e d  map, and the existence 
of w h i c h  is m e n t i o n e d  in no Fish and Game r e g u­
lation issued to hunters is u n r easonable given 
the relative ease w i t h  w h i c h  some corrective 
measure might be taken. 2/

2/ We do not hold, as suggeste d by the state 
in its brief, that it will n o w  be neces s a r y  "to 
post signs at every 10 feet along the boundaries

O K t L H



Hon. R. H. Ziegler, Sr. 
Re: SB 332

J a n u a r y  23, 1980
Page 2

of its state parks." We only hold that the appli­
cation of AS 11.55.050 to appellant, given all 
the facts stipulated, placed an unreasonable burden 
upon him to locate the boundaries of the park.

530 P.2d at 753 (emphasis supplied by Alaska Supreme Court; 
citations omitced). While similar arguments might be made 
in a case arising under this bill if no additional steps are 
taken, it would seem that additional steps could be taken 
(e.g., indicating the area in which hunting is prohibited on 
published maps, mentioning the prohibition in regulations 
issued by the Department of Fish & Game to hunters, posting 
signs at various locations providing access to the area, 
etc.) and there would be no constitutional defect.

Beyond these two points, we do not believe the 
bill presents any legal difficulties. Some may question the 
reasonableness of imposing such a prohibition within five 
miles on either side of the pipeline. However, this appears 
to be a policy decision appropriate for the legislature.
Since section 2 of the bill states that the purpose of the 
proposed act "is to prevent damage to the trans-Alaska oil 
pipeline," it does not seem unreasonable for the legislature 
to determine that prohibiting hunting within five miles of 
the pipeline would reduce to a negligible level the possibility 
of inadvertent damage to the pipeline from such activity.

Under the mens rea provisions of the new Criminal 
Code, AS 11.81.600 et s e q ., it would appear that an offense 
under the bill woulcThave to be committed "recklessly" with 
respect to the circumstance of being within 5 miles of the 
pipeline. AS 11.81.610(b)(2). The legislature may wish to 
consider designating such an offense one of strict liability 
under AS 11.81.600(b)(1)(B), or (through a letter of intent 
or committee report) indicating an intent to dispense with the 
culpable mental state requirement. See AS 11.81.600(b)(2).



We hope this answers yo ur questions. If we can be 
of further assistance, p le ase contact us at your convenience.

Sincerely,

A V R U M  M. GROSS 
A T T O R N E Y  G E NE RAL

G. Thomas Koester 
Assistant A t t o r n e y  General

GT K : d i m

cc: Senator John C. Sackett



AREAS CLOSED TO HUNTING

o f Indian Creek and Fa lls Creek are dosed 10 the taking o f Dali sheep. The 
department shall retain the authority to set lim ited seasons, by permit on ly, and in 
consultation w ith the Division of Parks, to adjust severe imbalances in game animal 
populations;

(14) the Westchester Lagoon waterfowl nesting and observation area; all lands 
and waters on Chester Creek between Arctic Boulevard and Tumagain Arm are dosed 
to hunting and trapping and to the use o f motorized vehicles o f f designated roadways 
and travel routes;

(15) Otter Island (one o f the Prib ilo f Islands-Unit 10) administered by the U.S. 
Department o f Commerce National Marint Fisheries Service, is closed to all hunting:

(16) the Moose River closed area (Sterling—Unit ISA): on and w ithin mile o f 
the Moose River between the Kenai National Moose Range boundary and the Sterling 
Highway is closed to the taking o f waterfowL

5 AAC 81.260. INTERIOR-ARCTIC ALASKA (UNITS 17-26). The following 
areas are closed areas:

(1) the Birch Lake closed area (near Fairbanks-Umt 20): on and w ith in 'A 
mile of Birch Lake (closed to the taking o f big game only);

(2) the Harding Lake closed area (near Fairbanks-Umt 20); on and w ith in to 
mile o f Haiding Lake (dosed to the taking o f big game only);

(3) the Lost Lake closed area (near Fairbanks-Umt 20); on and w ith in to mile 
o f Lost Lake (closed to the taking o f big game only);

(4) Repealed
(5) the Healy-Lignite closed area (near Healv-Unit 20C): beginning at the 

confluence o f Lignite Creek and the Nenana River, thence upstream along Lignite 
Creek to its confluence w ith Sanderson Creek, thence in a straight line southerly to 
the confluence o f Healy Creek and Coal Creek, thence in a straight line southerly to 
Dora Peak (63*49‘N and 148*42’Wt, thence in a straight line westerly to the 
confluence o f Healy Creek and Moody Cteek. thence downstream along Healy Creek 
to tne Nenana River, thence downstream along the Nenana River to the point of 
bepnnlng. is closed to all hunting;

(6) the Pmdhoe Bay dosed area (near Prudhoe Bay-L'nit 26): beginning at a 
point ?0*22'N latitude and 148‘00‘W longitude, thence south approximately 14 miles 
to a point at 70*10'N and 14S*00'W. thence west approximately 15 miles to a point 
a; 70*10'N and 148*40’W, thence north approximately two miles to a point ai 
70‘ 12‘N and I46*40*W. thence west approximately eight miles to a point at 70*!2'N 
and 148'56'W, thence north approximately two miles to a point al 70'15'N and 
I48*56’V . thence west approximately 12 miles to a point at 70*15'N and !49*28'W, 
thence north approximately 12 miles to a point at 70*26‘N and 149‘28’W, thenec 
east approximately 14 miles to a point at 70*26’N and I48*S2’W, thence south for 
approximately two miles to a point at 70*24’N and 146‘52’W, thence east for 
approximately 16 miles to a point at 70*24'K and 148*11'W, thence south for 
approximately two miles to a point at 70*22'N' and 148*1 l ’W. thence cast approxi­
mately ux miles to the point o f beginning at 70*22*N and 148‘00'W. is c!o«ed to the 
taking ^f big game only;

(7) Sledge Island (Unit 22r and the waters w ith in one mile o f it are dosed to 
walrus hunting;

(8) the trans-Alaska pipeline corridor dosed area (north o f the Yukon 
River-Unlts 24, 25 and 26): the area w ith in a strip five miles on both sides of the 
trans-Alaska pipeline alignment from the Yukon River to Prudhoe Bay is do ted to 
the taking o f big game only.

S T A T E  G A M E  R

5 AAC 8U270. APPL1CAT1C 
otherwise provided in secs. 280-30 
'.his chapter are r-'ntinuouily dose

5 AAC 81280. SOUTHED 
Forrester Island State Game R< 
Fo-Tester Island and adjacent rock 
taken for commercial purposes ut 
the discretion o f  the commitsionei

(b) The Hazy Island State < 
Islands In Southeastern Alaska a< 
taken for commercial purposes ur 
the discretion o f the commissioner

(c) The Su LazariaIslands! 
Lazaria Islands at the entrance o f I

(d) The MendenhaD Wetlan 
area described as the Mendenhall 
closed to trapping and hunting, 
during established seasons. The ui 
other motorized vehicles (except 
Wetlands State Game Refuge is pr<

5 AAC 81.290. SOUTHCEN 
Slate Game R e fug t (Kodiak Islan 
tng to the Kodiak National W ild lif

(b) The Sem idi Islands Stal 
8): The Semidi Island group is dot

(c) The M cNeil River S u i 
McNeil R iver. M ik flk  Creek and t 
from Akjemguiga Cove on the n 
head o f Kamlshak Bay, in k>we 
Access to McNeil R iver is by perm

(d) The Tuxedn i Island S u  
Egg and other small islands in Tux

(e) The A leutian Islands S 
Islands are closed to hunting w ith

(1) Umnak, A tka, Um
Islands are open to hunnng;

(2) Shemya, A ttu , an
ptarmigan hunting:

(3) Adak Island is ope
(4) all o f the A leutian

(0 The Bogotlo f Islands S
10): The Bogoslof Islands are do*

(g) The Kenai S u te  Gan 
corresponding to the Kenai N a tk  
hunting;

Oi) The Potter Point Steti 
14C): all lands and waters south 
which extends from Campbell 
hunting and trapping and lo 0 
exceptions:

(1) that portion o f th
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January 23, 1980

The Honorable Robert H. Ziegler, Sr.
A l a s k a  State Senate 
Pouch V
Juneau, Ala s k a  99811

Re: SB 332
Our file J-66-416-80

Dear Senator Ziegler:

Guy VanDoren of your office r e q uested that we review 
Senate Bill 332. This bill wo u l d  make it a class-A misdemeanor 
to hunt "in the area with i n  five miles on either side of the 
trans-Alaska pipeline alignment." Except as n o t e d  below, we 
do not believe the bill presents any major problems.

One question we have concerns the w o r d  "alignment."
We assume this refers to the pipeline itself. If that is 
the case, it w o u l d  appear that the word "alignment" in the 
bill is unnecessary. If it means something else, that should 
be described more explicitly.

A  second question is whether the bill (if enacted) 
would provide the amount of procedural protection afforded 
by the due process clause of the federal and state constitutions. 
In Wacek v. S t a t e , 530 P . 2d 751 (Alaska 1975), a conviction 
for discharging a firearm in a public park in violation of 
AS 11.55.050(a) and 11 AAC 12.190 was reversed. The court 
stated:

The burden placed upon the defendant in this 
case to locate the boundaries of a park which 
has nc signs m a r king its boundaries, wh i c h  is 
shown on no published map, and the existence 
of w h i c h  is mentioned in no Fish and Game r e g u­
lation issued to hunters is unreasonable given 
the relative ease w i t h  which some corrective 
measure might be taken. 2/

2/ We do not hold, as suggested by the state 
In its b r i e f , that it will now be ne c e s s a r y  "to 
post signs at every 10 feet along the boundaries

O C 5 L *
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of its state parks." We. only hold that the appli- cation of AS 11.55.050 to appellant, • given all the facts stipulated, placed an unreasonable burden upon him to locate the boundaries of the park. •':!*' •,
P. 2d at 753 (emphasis supplied by Alaska Supreme Court;.- :- 

* x J y  citations omitted). While similar arguments might be made c11!-;'^  in a case arising under this b ill  i f  no additional- steps are ‘ taken, it  would seem that additional steps could be taken. ^“-“--(e.g., indicating the area in which hunting is prohibited on published maps, mentioning the prohibition in regulations ; issued by the Department of Fish 6c Game to.hunters, posting * signs at various locations providing access to the area, etc.) and there would be no constitutional defect.
Beyond these two points, we do not believe the b il l  presents any legal difficulties. Some may question the reasonableness of imposing such a prohibition within five miles on either side of the pipeline. However, this appears t .  be a policy decision appropriate for the legislature. - Since section 2 of the b ill  states that the purpose of the proposed act "is to prevent damage to the trans-Alaska oil pipeline," it  does not seem unreasonable for the legislature to determine that prohibiting hunting within five miles of the pipeline would reduce to a negligible level the possibility of inadvertent damage to the pipeline from such activity.
Under the mens rea provisions of the new Criminal Code, AS 11.81.600 et seq., : t  would appear that an offense under the b ill  woulcPhave to be committed "recklessly" with respect to the circumstance cf being within 5 miles of the pipeline. AS 11.81.610(b)(2). The legislature may wish to consider designating such an offense one of strict l iability  under AS 11.81.600(b)(1)(B), or (through a letter of intent or committee report) indicating an intent to dispense with the culpable mental state requirement. See AS 11.81.600(b)(2).
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We hope this answers your questions. I f  we can be of further assistance, please contact us at your convenience.
Sincerely,
AVRUM M. GROSS ATTORNEY GENERAL

G. Thomas Koester Assistant Attorney General
G T K : d i m

cc: Senator John C. Sackett-



BILL ANALYSIS

ASS IGNMENT D A TE . 

UN ASS IGNED________

DEPARTM ENT SPONSOR (PR INC IPAL) B ILL  NO.

Public Safety Sackett SB 332

DEPARTM EN T  POSITION 

Neutral

•

GOVERNOR 'S  O FF IC E  USE

□ POS IT ION NOTED 

BY:

POSITION APPROVED 

DATE:

□ POSITION D ISAPPROVED

SUM M ARY

( 1) R E LA TE D  BIL LS (S IM ILA R  OR CONFL ICT ING )
(2) O T H E R  A G E N C I E S  A F F E C T E D  B Y  BILL Dept, of Fish 5 Game, Board of Game

(2) e. O RG A N IZA T IO N A L  SUPPORT FOR B ILL  

Unk.

(2) b . O RG AN IZAT IO NAL  OPPOSITION TO B ILL  

Unk.

(3) PROGRAM EFFECTS  OF B ILL

No adverse effect on the division's programs.

(4) F ISC A L  IMPACT: K) NONE □ F ISCAL ANALYS IS  ATTACHED

(5) AMENDMENTS PROPOSED:

(fi) COMMENTS

The div .on enforced a similar law during the pipeline construction era a n d  
does not foresee any problem with this bill.



AREAS CLOSED TO HUNTING

o f Indian Creek and Fa lls Creek are closed to the taking o f Dali sheep. The 
department shall retain the authority to set lim ited seasons, by permit on ly, and in 
consultation w ith the Division o f Parks, to adjust severe imbalances in game animal 
populations;

(14) the Westchester Lagoon waterfowl nesting and observation area; all lands 
and waters on Chester Creek between Arctic Boulevard and Tumagain Arm are closed 
to hunting and trapping and to the use o f motorized vehicles o ff designated roadways 
and travel routes;

(15) O tter Island (one o f the Prib ilo f lslands-Unit 10) administered by the U.S. 
Department o f Commerce National Marine Fisheries Service, is closed to all hunting;

(16) the Moose River closed area (Sterling—Unit ISA); on and w ithin Vi mile o f 
the Moose River between the Kenai National Moose Range boundary d the Sterling 
Highway is closed to the taking o f waterfowl.

5 AAC 81.260. INTERIOR-ARCTIC ALASKA (UNITS 17-26). The following 
areas axe closed areas:

(1) the Birch Lake closed area (near Faubanks-Um t 20): on and w ith in Vi 
mile of B ud i Lake (closed to the taking of big game only);

(2) the Harding Lake closed area (near Fairbanks-Umt 20); on and w .lh in h  
mile o f Harding Lake (closed to the taking o f big game only);

(3) the Lost Lake closed area (near Fairbanks-Umt 20); on and w ith in 'A mile 
o f Lost Lake (closed to the taking o f big game only);

(4) Repealed
(5) the Healy-Ligniti closed area (near Healy-Unit 20C): beginning at the 

confluence o f Lignite Creek and the Nenana River, thence upstream along Lignite 
Creek to Its confluence w iih Sanderson Creek, thence in a straight line southerly to 
ih t oniluence of Healy Creek and Coal Creek, thence us a straight line southerly to 
Dora Peak (63*49'N and 148‘42'W), thence in a stiaight line westerly to the 
confluence o f Healy Creek and Moody Creek, thence downstream along Healy Creek 
to me Nenana River, thence downstream along the Ker ia River to the point of 
bepnmng. is closed to all hunting.

(6) the Prudhoe Bay dosed area (near Prudhoe bay-L'mt 26). beginning at a 
point 70*22'N latitude and 148'00’W longitude, thence south approximately 14 miles 
to a point at 70‘ 10'N and 148*00'W, thence west approximately |x miles to a point 
at 70*10‘N' and I48*40’W, thrnce north approximately two miles to a pon t at 
70*12'N and 146*40'W. thence west approximately eight miles to a point at 70* 2’N 
and I48*56’W. thence north approximately rwo miles to a point at 70‘ 15'N and 
I4S*56’W, thence west approximately 12 miles to a point at 70‘ 15'N and 149*28'\V. 
thence north approximated 12 miles to a point at '0’26'N and M dTS ’W. .hence 
east approximately 14 miles to a point at 70*26'N and I48*5I’W, thence south foi 
approximately two miles to a point at 70*24'N' and 148*J2'W, thence east for 
approximately 16 miles to a point at 70*24'N and 148*11’W. thence south for 
approximately two miles to a point at 70*22'K and 148*1 I'W , thence east approxi­
mately six miles to the point o f beginning at 70*22*N and 148*00*W, it closed to the 
taking o f big game only.

(7) Sledge Island (Unit 22) and the waters w ith in one mile o f it are dosed to 
w alrus hunting;

(8) the trans-Alaski pipeline corridor dosed area (north o f the Yukon 
River-Units 24, 25 >nd 26) the area w ith in a strip five miles on both sides o f the 
trans-Alaska pipeline alignment from the Yukon River to Prudhoe Bay is closed to 
the taking of big game only.

STATE GAME RE

5 AAC 8L270. APPLICATIO 
otherwise provided in aecs. 280-30 
this chapter are continuously dose.

5 AAC 81.280. SOUTHE.-' 
ForTester Island State Game Re 
Forrester Island and adjacent rod;' 
taken for commercial purposes ur, 
the discretion o f the commissioner

(b) The Hazy Island Slate C 
Islands in Southeastern Alaska x  
taken for commercial purposes ur, 
the discretion o f the commissionc;

(c) The S t. Lazaria Is la n d s : 
Lazaria Islands at the entrance of 5

(d) The MendenhaD Wetlan 
area described as the Mendenhai: 
do ted  to trapping and hunting, i 
during established seasons. The u* 
other motorized vehides (excep 
Wetland- State Game Refuge it pt

5 lAC 81.290. SOUTHCEN" 
S u tc  Game Refuge (Kodiak Islan 
ing to the Kodiak National W ild ltf.

(b) The Sem idi Itland t Stai 
8): The Semidi Island group is c lc

(c) The McNeil River Stai 
McNeil River. M ik fik  Creek and a 
from Akjemguiga Cove on the n 
head o f Kamlshak Bay, in (owe 
Access to McNeil R iver i i  by perm

(d) The Tuxedni Island S u  
Egg and other small islai dt in Tux

(e) The A leutian Islands S 
Islands are closed to hunting with

(1) Umnak, A tka, Unr
Islands are open to hunting,

(2) Shemya, A ttu . an.
ptarmigan hunting;

(3) Adak Island is op.-r
(4) all o f the Aleutian

(0 The Bogo ilo f Islands Si
10): The Bogo ilo f Islands are dose

(g) The Kenai Slate Gam 
corresponding to the KenaJ Natio 
hunting;

(h) The Potter Point Statt 
140: all lands and waters south 
which extends from Campbell 
hunting and trapping and io il 
exceptions:

(1) that portion o f thi
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January 23, 1980
POUCH K-STATE CAPITOL 
JUNEAU. ALASKA 99811

The Honorable Robert H. Ziegler, Sr. 
A l a s k a  State Senate 
Pouch V
Juneau, Alaska 99811

Re: SB 332
Our file J-66-416-80

Dear Senator Ziegler:

Guy VanDoren of your office requested that we review 
Senate Bill 332. This bill wo u l d  make it a class-A misdemeanor 
to hunt "in the area within five miles on either side of the 
trans-Alaska pipeline alignment." Except as no t e d  below, we 
do not believe the bill presents any major problems.

One question we have concerns the w o r d  "alignment."
We assume this refers to the pipeline itself. If that is 
the case, it would appear that the word "alignment" in the 
bill 5s unnecessary. If it means something else, that should 
be described more explicitly.

A  second question is whether the bill (if enacted) 
wo u l d  provide the amount of procedural protection afforded 
by the due process clause of the federal and state constitutions. 
In Wacek v. S t a t e , 530 P . 2d 751 (Alaska 1975), a conviction 
for discharging a firearm in a public park in violation of 
AS 11.55.050(a) and 11 AAC 12.190 was reversed. The court 
stated:

The burden placed upon the defendant in this 
case locate the boundaries of a park which 
has no signs mark i n g  its boundaries, wh i c h  is 
shown on no published map, and the existence 
of which is mentioned in no Fish and Game regu­
lation issued to hunters is unreasonable given the relative ease with which some corrective measure might be taken. 2/

2/ We do n o t  hold, as s u g g e s t e d  by the s t a t e  
In its b r i e f , that it w i l l  n o w  be n e c e s s a r y  "to 
post signs at e v e r y  10 feet a l o n g  the b o u n d a r i e s

O C 5 L M
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✓ J r  of its state parks." We. only hold that the appli-’ J-. 
r  cation of AS 11.55.050 to appellant, given allthe facts stipulated, placed an unreasonable burden ,, upon him to locate the boundaries of the park. y.?:

■ * . .. -K:530 P. 2d at 753 (emphasis supplied by Alaska Supreme Court :r; citations omitted). While similar arguments might be made in a case arising under this b il l  i f  no additional steps are / ’ • taken, it  would seem that additional steps could be taken . ... '(e .g., indicating the area in which hunting is prohibited on published maps, mentioning the prohibition in regulations issued by the Department of Fish & Game to.hunters, posting signs at various locations providing access to the area, etc.) ard there would be no constitutional defect.
Beyond these two points, *e do not believe the b ill  presents any legal difficulties. Some may question the reasonableness of imposing «nch a prohibition within five miles on either side of the pipeline. However, this appears to be a policy decision appropriate for the legislature. - Since section 2 of the bill  states that the purpose of the proposed act "is to prevent damage to the trans-Alaska oil pipeline," it  does not seem unreasonable for the legislature to determine that prohibiting hunting within five miles of the pipeline would reduce to a negligible level the possibility of inadvertent damage to the pipeline from such activity.
Under the mens rea provisions of the new Criminal Code, AS 11.81.600 et seq., i t  would appear that an offense under the b ill  woulcT"have to be committed "recklessly" with respect to the circumstance of being within 5 miles of the pipeline. AS 11.81.610(b)(2). The legislature may wish to consider designating such an offense one of strict l iab ility  under AS 11.81.600(b)(1)(B), or (through a letter of intent or committee report) indicating an intent to dispense with the culpable mental state requirement. See AS 11.81.600(b)(2). •’
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We hope this answers y o u r  questions. If we can be 
of further assistance, please contact us at your c o n v e n i e n t ' .

Sincerely,

A V R U M  II. GROSS 
ATTOR N E Y  GENERAL

G. Thomas Koester 
Assistant Attorney General

G T K : d i m

cc: Senator John C. Sackett*'
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DEPARTM ENT POSITION
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Neutral
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(2) b. ORGANIZATIONAL OPPOSITION T O  BILL

Unk.

(3) P R O G R A M  EFFECTS O F  BILL

No adverse effect on the division's programs.

(4) F ISCAL  IMPACT: K) NONE □ F ISCAL ANALYS IS  ATTACHED

(5) AMENDMENTS PROPOSED:

(6 ) C O M M E N T S

The division enforced a similar law during the pipeline construction era and 
does not foresee any problem with this bill.
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DATE:
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(2) O T H E R  AGENCIES AFFE C T E D  BY BILL
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(4) FISCAL IMPACT: D  N O N E □ FISCAL ANALYSIS ATTACHED

(S) A M E N D M E N T S  PROPOSED:

(6) COMMENTS:

Hie committee substitute limits the hunting closure to the corridor north of the 
Yukon kiver, which is desirable from an enforcement view.

It is recormcnded that Sec. 16.05.785(b) be amended to remove the hyphenated word 
"class-A" from the sentence, as there are no class-A misdemeanors in the Fish and
Game statutes. Such wording could cause grounds for argument that there is no
proper penalty.

Reviewing Title 16, the addition of 785 to Chapter 5 will require an amendment in
a penalty section to provide a penalty for violation of 785.


