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Representative Johnny Ellis 

Chairman, HESS Committee 
Alaska Legislature 

P.O. Box V
Juneau, Alaska 99811 

Dear Representative Ellis:

Thank you for the opportunity extended to members of my staff to 

testify before the HESS Committee at the teleconference on 
January 25, 1990. We are extremely pleased at the initiative 

taken by members of the HESS Committee to address the lack of 
funding for local proactive programs targeting the epidemic 
spread of substance abuse.

The Anchorage Police Department has also taken the initiative in 

the development and implementation of a highly successful and 

nationally recognized chemical abuse crime prevention program 
based on a pro-active educational model - the Police-In-School 
Liaison Program (PSL). This PSL Pi gram has been in operation in 
a partnership role with the Anchorage School District since 1984. 
However, with municipal funding at its current level we are 

unable to expand the program to the required sev*n officers that 
are needed - one for each junior high and feeder elementary 
system. The Anchorage Police Department hat. always paid the 
entire cost of this program without financial assistance from the 
Anchorage School District or benefit of state grants. Our 

department lias written federal, state and local grants for this 
PSL program in the past.

My staff has compiled a report for your committee based on the 
questions you asked at the. teleconference.

Attachment 01 is a listing of every school district throughout 

the state, Indicating which communities have both a Junior high/ 
middle school and a local police department. It further 

indicates how many of these communities have a PSL program in 
place (modeled after Anchorage) and how many communities would 
1 ike to start a PSL program.
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The second attachment is a collective commentary of remarks made 

by Chiefs of Police throughout the State that we surveyed as to 

their professional opinions about the Police-In-School Liaison 
Program.

The third attachment is comments made by the Chiefs of Police 
considering funding considerations under HB 369.

The fourth attachment is a survey report of 21 municipal police 

departments who have previously expressed an interest in starting 
a PSL program or who have a PSL in place within their community. 
The information gathered reflects how many PSL officers are 
needed by community and how many communities presently have PSL 
officers on staff. A column for cost by position is also 
provided.

1 hope the information we have provided to your community answers 
the questions you posed at the teleconference. If any of my 
staff or I can be of further assistance, please contact Sergeant 
Jim Rehmann, PSL Program Supervisor at 786-8666 or 786-8699.

Sincerely,

Kevin M. O'Leary 

Chief of Police

K M O :dI



ATTACHMENT 1

POLICE-IN-SCHOOL LIAISON PROGRAM 

SUMMARY SHEET 
LOCAL POLICE DEPARTMENTS

35 Junior Highs in Alaska w/co located police departments

21 Surveyed police departments

17 Interested police departments in PSL 

3 No Response (Haines, Valeez, North Pole)
1 No police administrator (Bethel)

( 21)

9 Departments with PSL on staff of schools 

11 PSL officers statewide



STANDARDS CONSTITUTING A POLICE-IN-SCHOOL LIAISON PROGRAM (PSL)

A. A formal agreement between local school district and local police department 

must exist. This memorandum of understanding (MOU) must specify:

1. Required support - personnel, money, materials, etc.

2. Operational procedures.

3. Hours of operation.

4. Program administration, management and supervision.

5. Records keeping and reporting considerations.

6. Mutual goals and objectives.

7. Scope and intent of program concepts and activities.

B. Primary focus of the PSL program i. Education, Intervention, Counseling and

Community Agency Networking on a full time basis.

C. PSL program must have cleptly defined goals that are common, despite their

broad base nature, to police departments throughout the entire state who
wish to participate in the crime prevention effort.

D. Schools that host a PSL officer should have an evaluation instrument in

place to measure the success of the PSL program in that respective community.

E. Each PSL officer must possess or have:

1. An intermediate level certification by the Alaska Police Standards 

Council (APSC)

2. Have three years police experience.

3. Completed a PSL certification program conducted by Anchorage Police 
Department or APSC.

F. A standardized job description of a PSL officer should be develooed. A

standardized selection criteria for appointment as a PSL officer should be

outlined by the APSC.

C. PSL officers must demonstrate job proflcicm./ in their education and

intervention counseling role through a required continuing education 
process.

ATTACHMENT 2
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ATTACHMENT 3 

FUNDING CONSIDERATIONS

A. The Alaska Police Standards Conr.iil rather than the Department of Education 

should be the Grants Administration Agency. The purpose of this 
recommendation is to:

1. Ensure quality control of PSL programs.

2. Ensure fair access to intended funds under HB 369(C)(3) police and 
school liaison programs.

All substance abuse education funds are now administered by Department 
of Education and local police departments have always been denied access 
to these funds.

B. Priority should be given to police departments who have a PSL in place.

C. Request for proposals should grant successful police department recipients 

for the PSL program a 24-36 month award rather than a 12 month award.



ATTACHMENT 4 

Municipal Pclice Department Survey Report 
Concerning the Police-In-School-Liaison Program

City Chief PSL Need by Jr. High Cost by

Anchorage Kevin O'Leary 7 - 2  PSL on staff $70,003

Bethel No police administrator responded

Cordova Kevin Clayton 1 - No program in place $50,000

Dillingham Glenn Herbst 1 - No program in place

Fairbanks Richard Cummings 3 - No program in place $65,000

Haines No police administrator responded

Juneau Mike Gelston 2 - 1  PSL on staff $62,500

Kenai Richard Ross 1 - 1/2 time position staff

Ketchikan Daniel Anelinger 1 - 1  PSL on staff $60,000

Kodiak John Marshall 1 - 1  PSL on staff $64,000

Kotzebue Ed Ward 1 - No program in place $65,000

North Pole Lynn Lamm No comments provided

Nome Robert Kauer 1 - 1  PSL on staff $65,000

North Slope 
Borough Dennis Packer 1 - 2  PSL on staff $53,000

Palmer Ron Otte 4 - No program in place $44,000

Petersburg Robert Oszman 1 - No program in place $60,000

Sitka John Marshall 1 - 1/2  position on staff $60,000

Soldotna Walt Bonner 1 - No program in place $65,000

Unalaska Mike Shetler 1 - No program in place $57,500

Valdez No police administrator responded

Wrangell Brent Moody 1 - 1 PSL on staff $58,000

The above police departments surveyed because:
1. Each city has at least one Jr. High in their Jurisdiction
2. Police Chiefs liave previously expressed interest in PSL program
3. Police departments liave sent PSL officers to train with APD-PSL officers
4. Police departments use materials from Anchorage PSL officers in their

local schools

5. Police departments have PSL personnel certified by Alaska Police
Standards Council
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F e b r u a r y  13, 1990
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E X P R E S S  M A I L  

R e p r e s e n t a t i v e  J o h n n y  Ellis
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T h a n k  y o u  for the o p p o r t u n i t y  to . p a r t i c i p a t i n g  i n t h ec.';';.the; o p p o r t u n i t y ^  
t e l e c o n f e r e n c e  in A n c h o r a g e  on J a n u a r y  25, \ 1990. I hope 
that the abroad b a s e d  c o m m u n i t y  s u pport for' the P o l i c e - i n -  
School L i a i s o n  P r o g r a m  and for HB 369 is indic a t i v e  of our 
c o m m u n i t y ' s  c o n c e r n  f o r  k i d s ,  d r u g s ,  . a l c o h o l ' .  T h e  
p a r t n e r s h i p  role t h a t , t h e  A n c h o r a g e  Police D e p a r t m e n t ^ t h e  
A n c h o r a g e  S c h o o l  D i s t r i c t  a n d  t h e  e n t i r e  c o m m u n i t y  p l a y  
i n c r e a s e s  our chance for success in c o m b a t i n g  this problem.

\  •• 1
The Y o u t h  Crime P r e v e n t i o n  E d u c a t i o n a l  C o m m ittee \ [YCPEC] has 
t a k e n  a S t a t e w i d e  l e a d e r s h i p  r o l e  i n  a d v o c a t i n g  a 
p a r t i c i p a t o r y  approach to substance abuse education. Police 
D e partments, school districts, parent groups, social service 
agencies, p r o f e s s i o n a l  o r g a n i z a t i o n s  and business' groups 
have b e e n  u n i t e d  not o n l y  in Anchorage, but throughout the 
S t a t e  in d e v e l o p i n g  s t r a t e g i e s  t o  h e l p  o u r  S t a t e ' s  y o u t h  
d e v e l o p  a d r u g - f r e e  l i f e s t y l e  ' . . . .
this effort. " -

T h i s  c o m m i t t e e  r a i s e s  f u n d s  f r o m  l o c a l  b u s i n e s s e s  a n d  
i n d i v i d u a l s  to support i t ’s activities, , i.e. a Statew.:Je 
t r a i n i n g  s y m p o s i u m  for PSL officers and educators and other 
in t e r e s t e d  individuals i n v olved in the program, p r o vides 
ma t e r i a l s  for the PSL o f f icers and additionally, p r o vides 
the f i n a ncial support for s p e c i a l i z e d  training at seminars 
on an a n n u a l  b a s i s .  T h e s e  c o s t s  a r e  e x c l u s i v e  of t h e  
funding for PSL officers to be placed in the schools.

We have c o n d u c t e d  e x t e nsive research on the PSL Program at 
y o u r  r e c e n t  r e q u e s t  a n d  a r e  i n c l u d i n g  t h e  f o l l o w i n g  
e n c l o s u r e s :

ALASKA AIRLINES
ALBAN & MORTON
ALYESKA PIPELINE SERVICES, INC.
ANCHORAGE POLICE DEPARTMENT
A.P D. EMPLOYEES ASSOCIATION
ARCO

S P O N S O R S :
BIRCH. HORTON. BITTNER. INC. 
CORROON & BLACK CORPORATION 
DIMOND CENTER. LTD.
ELECTRONICS SUPPLY CENTER. INC. 
FIRST NATIONAL BANK OF ANCHORAGE 
PEPSI COLA BOTTLING COMPANY

JIM PULVER
SEALAND FREIGHT SERVICE. INC. 
STANDARD ALASKA PRODUCTION 
WAYNE'S JEWELERS 
CHARTER NORTH HOSPITAL
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[1] A l i s t i n g  of e v e r y  s c h o o l  d i s t r i c t  t h r o u g h o u t  t h e
State, i n d i c a t i n g  o h i c h  commun i t i e s  have a j u nior high 
a nd a local police iepartment?

[2] A  c o l l e c t i v e  c o m m e n t a r y  of remarks m a d e  by Chiefs of 
Police throughout tie State that we have interv i e w e d  
about the P o l i c e - I n - S c h o o l  L i aison Program.

[3] C o m m e n t s  m a d e  b y  the C h i e f s  of P o l i c e  r e l a t i v e  to 
f u n d i n g  c o n s iderations under HB 369.

[4] O u r  1989-1990 b u d g e t  for the PSL Committee.
v-V." YV: y v . ; . 4■. a - s ., .w ̂ -  . ..z : •' -A j  V. 1 ' *■ '

I w o u l d  like to point out that this c o m m i t t e e  agrees with 
the Chiefs of Police throu g h o u t  the State that some state 
agency other than the D e p a r t m e n t  of E d u c a t i o n  be the conduit 
of fund d i s t r i b u t i o n  under HB 369. We are aware of several 
a t t e m p t s  b y  P o l i c e  D e p a r t m e n t s  to a c c e s s  d r u g  e d u c a t i o n  
m o n e y  for the PSL p r o g r a m  from the .Department of E d u c a t i o n  
and the Govern o r ' s  Office.. ■ Every grant was denied, even 
though the m o n i e s  w o u l d  have b e e n  u s e d  e x c l u s i v e l y  in the 
schools for d r u g  education. The D e p a r t m e n t  of E d u c a t i o n  
funds schools - not p o lice departments. The D e p a r t m e n t  of
E d u c a t i o n  i n  J u n e a u  ji's n o t  r e s p o n s i b l e  to t h e  n e e d s  of
police d e p a r t m e n t s  doing drug education. Furthermore, sinde 
PSL offic e r s  are c e r t i f i e d  by the A l a s k a  Police Standards
Council, we feel they have a b e t t e r  idea of what c onstitutes 
a succes s f u l  PSL program. & :  ... . r 7•• r*'- — *.g»N=». 'A. /cv.'r.

W e  f e e l  t h a t  i t  w o u l d  b e  m o s t  a p p r o p r i a t e  f o r  f u n d s  
d e s i g n a t e d  to d r u g  e d u c a t i o n  a n d  t h e  P o l i c e - I n - S c h o o l  
L i a i s o n  P r o g r a m  be u n d e r  the s u p e r v i s i o n  - of t h e  A l a s k a  
P o l i c e  S t a n d a r d s  C o u n c i l .  W e  r e q u e s t  y o u r  s e r i o u s
c o n s i d e r a t i o n  of this matter.

.1.- • • >
• • • \ .-*■ • l.‘ v - \ .. “• .- *
\ S ~ i  T *  1 \  . --* !1. 1 ’ 1 ’’ l . r — % . '. • -.

T h a n k  y o u  o n c e  a g a i n  for y o u r  s u p p o r t  of o u r  e f f o r t s  in 
p r o m o t i n g  a h e a l t h y  d r u g - f r e e  y o u t h  p o p u l a t i o n  through an 
i n n o v a t i v e  c o m m u n i t y  p a r t n e r s h i p  m o d e l  - t h e  P o l i c e - I n -  
School L i a ison Program.

Very truly yours,

YCPEC

^!>ry Ann M o nroe 
Finance Chair

ALASKA AJRLINES
ALBAN & MORTON
ALYESKA PIPEUNE SERVICES. INC.
ANCHORAGE POLICE DEPARTMENT
A.P.D. EMPLOYEES ASSOCIATION
ARCO

S P O N S O R S :
BIRCH. HORTON. BITTNFR. INC. 
CORROON & BLACK CORPORATION 
DIMOND CENTER. LTD.
ELECTRONICS SUPPLY CENTER, INC. 
FIRST NATIONAL BANK OF ANCHORAGE 
PEPSI COI-A BOTTLING COMPANY

JIM I
SEALA. {EIGHT SERVICE. INC. 
STANDARD ALASKA PRODUCTION 
WAYNE'S JEWELERS 
CHARTER NORTH HOSPITAL



ATTACHMENT 1

POLICE-IN-SCHOOL LIAISON PROGRAM 
SUMMARY SHEET 

LOCAL POLICE DEPARTMENTS

35 Junior Highs in Alaska w/co located police departments

21 Surveyed police departments

17 Interested police departments in PSL 

3 No Response (Haines, Valeez, North Pole)
1 No police administrator (Bethel)

( 21)

9 Departments with PSL on staff of schools 

11 PSL officers statewide



ATTACHMENT 2

STANDARDS CONSTITUTING A POLICE-IN-SCHOOL LIAISON PROGRAM (PSL)

A formal agreement between local school district and local police department 

must exist. This memorandum of understanding (MOU; must specify:

1. Required support - personnel, money, materials, etc.

2. Operational procedures.

3. Hours of operation.

4. Program administration, management and supervision.

5. Records keeping and reporting considerations.

6. Mutual goals and objectives.

7. Scope and intent of program concepts and activities.

Primary focus of the PSL program is Education, Intervention, Counseling and 
Community Agency Networking on a full time basis.

PSL program must have clearly defined goals that are common, despite theii 
broad base nature, to police departments throughout the entire state who 
wish to participate in the crime prevention effort.

Schools that host a PSL officer should have an evaluation instrument in 

place to measure the success of the PSL program in that respective community.

Each PSL officer must possess or have:

1. An intermediate level certification by the Alaska Police Standards 
Council (APSC)

2. Have three years police experience.

3. Completed a FSL certification program conducted by Anchorage Police 
Department or APSC.

A standardized job description of a PSL officer should be developed. A 

standardized selection criteria for appointment as a PSL officer -hould be 
outlined by the APSC.

PSL officers must demonstrate job proficiency in their education and 
intervention counseling role through a requi.ed continuing education 

process.



ATTACHMENT 3

FUNDING CONSIDERATIONS

The Alaska Police Standards Council rather than the Department of Education 

should be the Grants Administration Agency. The purpose of this 
recommendation is to:

1. Ensure quality control of PSL programs.

2. Ensure fair access to intended funds under HH 369(C)(3) police and 
school liaison programs.

All substance abuse education funds are now administered by Department 

of Education and local police departments have always been denied access 
to these funds.

Priority should be given to police departments who have a PSL in place.

Request for proposals should grant successful police department recipients 
for the PSL program a 24-36 month award rather than a 12 month award.



ATTACHMENT 4

YOUTH CRIME P R E V E N T I O N  EDUCATIONAL COMMITTEE, INC. 
PROPOSED 1989-1990 FISCAL YEAR BUDGET 
[July 1, 1989 through June 30, 1990]

PROJECTED INCOME
[Donations/Grants] $ 49,010.00

TOTAL INCOME $ 49,010.00

EXPENDITURES:

Opera t i n g  Expense

Te l e p h o n e  600.00
Postage 1250.00
Statio n a r y  100.00
O f fice S u p p l i e s / E q u i p m e n t  250.00 
Bank Charges *• 50.00
P. O. Box 25.00
Dues 35.00

S 2,310.00

T r a i n i n g  p r o v i d e d  to PSL Officers $ 12,000.00
[inclusive of lodging]

E ducational M a t e rials provided
PSL O f f i c e r s  for Schools] $ 2,500.00

Public Inform a t i o n  M a t e rials $ 3,100.00

PSL SYMPOSIUM:

PSL T r a i n i n g  S y m p osium Manuals
and m a t e rials $ 2,500.00

Lodging [Officers/Educators] 12,000.00
H o s p i t a l i t y  Room 400.00
P r omotional Materials 1,500.00



Video taping T r a ining Sessions 
H o n o r a r i u m  for Keynote Speaker 

T r a n s p o r t a t i o n  
Lodging

PSL R E G IONAL TRAINING:

T r a v e l / L o d g i n g  
T r a i n i n g  Materials

T O T A L  EXPEND I T U R E S



Notes for Testimony - HB369 
Department of Education w * f.

January 25, 1990 * * * / '

The Department believes there is a need for grant funds m this ?'ea. DOE has had 
limited experience with a similar program during the last 3 years. We have 
administered the Governor's Drug Free Communities Subs*ance Abuse Prevention 
Grants, a federal program through the Drug-Free Schools a. J Communities Act of 
1986. Federal intent mandates that 50+% of the funds go fo r programs for high risk 
youth: the remaining 49% may be used for a wide variety of purposes. This year, 
for the first time, 2.5% of these funds may be used Vd fo r the administration of the 
program.
Funding priorities are established by the Governor's Interagency Coordinating 
Committee for Substance Abuse Prevention. Funding is o ffe red  through the 
competitive RFP process, and consistently attracts proposals in excess of the 
dollars available.

Year S Available # projects landed «f not funded
1987-88 239,326. 11 NA
1988-89 283.773. 7 NA
1989-90 426,383. 15 24

Requests for assistance that have not been funded furing the last 3 years include 
requests for:

•trainer time for follow-up to newly trained teachers with additional 
mentoring services
•coordinator fo r district student assistance program 
•additional training and support fo r in-schcol intervention teams 
•additional teacher manuals fo r Here’s Look ng at You kits 
•program funds for student directed ac tiv itit :
•parent group materials, training
•travel to special conferences and workshops tor training
•school-police liaison programs
•DARE program materials and training
•Quest program materials and training
•neutral coordinator for interagency e ffo rts
•development of public awareness media campaigns
•agency programs to address drug/alcohol abuse related issues, e.g. domestic 
violence
•high visibility speakers to kick o ff a prevention campaign

Theso requests have come from a variety of sources, including
•schol districts (including Kenai. Petersburg. Fairbanks. Valdez, boring Straits. 
Anchorage. Sitka. Nenana. Mat-Su)
•polico departments 
•  women's shelter programs 
•community organizations 
•parent groups



HB36(J testimony 
page 2

Specific comments on the bill as written concern two areas.
Section (a), page 1. line 18, 19: "Ttv/ federal an t-d rug  committei within the 
Department of Education" is not accurate, the priorities fo r the covernor's 
Grants are determined by the Governor's Interdepartmental Coordinating 
Com nittee that is chaired by the Governor's Special Assistant. I would 
recommend a similar committee be intended, using the interagency model 
developed by OHSS/Division of Mental Health to direct the community based 
suicide prevention grants.
Section (c), page 2. lines 2,3 .4: We recommend this list be expanded to include 
other projects, including:
•support for student assistance programs
•coordination of joint agency/organization projects to p* ^vent diug and alcohol 
abuse
•public awareness compaign. especially fo r radio and TN^and targeting beer, 
wine coolers, mhalents. f AS/FAE 
•parent support programs
•jmi "other needs as determined by the committee" category to respond to new 
areas of need.



Washington claims a drug battle win
By DAVID AMMONS 
AuocUtrd  Prc*t

OLYMPIA — Washington has "turned the comer" In waging its war on drugs, with ordinary cltl- lens and once-isolated local offi­cials Joining home-grown efforts to free their communities from the menace, proud state and local officials say.
Approaches are as varied as the commi.nitles themselves, 

ranging from picketing crack houses and painting over gang graffiti, to organizing block watches and plastering anti-drug 
messages all over town.But Gov. Booth Gardner, In a 
one-year progress report to be released this week, warns that "we have a long and difficult bat­
tle in front of us.”"We’ve got to keep the pres­sure on. because this Is a long­
term problem," Gar±*cv spokes­man Dan You mans added. "Last year, the big deal was drugs. We can’ t Just move on to some other hot Issue and forget how con­cerned we were. This can’t be a one-shot deal."

The governor, who has called combatting the drug epidemic one of his top concerns, touts "community mobilization" as the best way to keep Main Street, Wash., on a wartime footingTranslated, that means rank- 
and-file citizens Join with police, schools, drug-and-aicohol treat­
ment centers and other players to tailor a local plan of attack — and then get into the trenches."We’re off to n gorvd start tn

South Seattle residents are targeting drug hot 
spots. Crime dropped more than 15 percent in 
one year, a  thousand crack houses were closed 
and burglaries dropped by 26 percent.

our war on drugs," said Paul 
Dzlcdzic, the state’s drug czar. 
"Of course we can’t say wtfve solved the problem, but we have turned the comer. I'm flabber­
gasted with the progress that’s being made out there.

"The real success story of the past year is that people have found each olher. People are 
talking with each other, not stay­
ing isolated in their own fields of law enforcemeni or treatment or education or whutever. They're 
finding ways to make a differ­ence.""Building partnerships In the local level Is the only way to ef­fectively fight this war," Gardner adds in his progress re­
port.

Frank Glaspey, coordinator of Yakima's Coalition for the War on Drugs, agreed. One of the suc­cess stories c f  the past year Is that "all groups have stopped blaming others and pointing fin­ger*. and they have given up turf 
Issues to be part of the solution."The community funds were a small fraction of the $80 million 
war-on-drugs bill that passed the Legislature last year. The state Is parceling out about S3 million a year, wlih rarh rountv deciding

how best to use its money. The main state requirement Is that 
all players pull together, Dzied- zicsald.

State officials are still compil­
ing statistics to try to document 
the visceral feeling that commu­nity grants, education, treatment 
and law-enforcement Improve­ments are making a big differ­ence. he said.

"It's kind of ethereal, but I’m convinced that progress Is being made," he said.
In Tacoma, more than 10,000 people have enlisted in »he battle against drugs. The “ Safe Streets" program, which will be featured on the "48 Hours" tele­vision show soon, has people 

painting over gang graffiti In Inner-clty houses, picketing crack houses, staging anti-drug marches, finding jobs for drug- prone youths and more.
The citizen movement has "constructively channeled anger and reduced fear," Safe Streets Director Lyle Quaslm said.
In Yakima, considered one of 

the nation's main drug-distrtbu- tion points, locals are fighting drugs In the workplace, blanket­ing the county with ann-drug ma­terial and sponsoring scores of

drug-a wareness events. The local coalition held a conference called "Together We Draw the Line."In Seattle, more than 250 peo­ple showed uo on a rainy night 
for a "Unity in the Community" forum to brainstorm ideas.South Seatt'c- it-idenls, In a program recently praised by fed­
eral drug chief William Bennett, are working with police on crime 
prevention, targeting drug hot spots. Crime dropped more than 15 percent In one year, a thou­
sand crack houses were closed, and burglaries drop.>ed by 26 per­cent, Bennett’s office said.

"Taking the initiative to fight back against drugs gives the 
community dignity, pride and self-respect," said Jean Veldwyk and Norm Chamberlain, commu­
nity organizers.

In many areas, townspeople take pictures of people who fre­quent crack houses and take down their license plate num­bers.In Burlington, the anti-drug group sponsored a weekly open- gym night at a local school.Spokane’s Substance Abuse Council has trained anti-drug vol­unteers and launched a public awareness campaign using the slogan "Drugs Are Garbage."
And In Yakima, a man called 

to complain to the coalition that 
every time he broke Into a six- pack of beer, he had to justify his actions to his fryear-old daugh­ter
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Communities are rediscovering the great power they have to solve 
- t h e i r  own problems. Crug and alcohol abuse have created devastating 
. consequences for youth and other age groups, and for the conmunlty 
• ’as a whole. It Is'important for aJ2 parts of the community to come 

together to address the many factors and causes underlying drug and 
^alcohol abuse. It is particularly Important for young people 
'themselves to become an active part In solutions to these problems.

, The National Institute on Drug Abuse (N1DA) and the National 
Institute on Alcohol Abuse and Alcoholism (NIAAA) have defined four 
critical areas for prevention strategies: communities, parents and • 
families, schools, and the workplace. These are not the only areas 

.1 nor are the strategies listed 1 m  uslve of everything that can be 
done. It Is hoped that the Ideas and materials described will help 
communities make Important decisions and take appropriate action.

William Pol 1 In, M.O.Director
National Institute on Drug Abuse

•'< v . .fi* \ it * '» t . *,i '.ii , . • ■ . . . > i• * •» 1. ,  *  .
Developing community projects on drugs and alcohol Involves many
segments of the cormunlty— civic, youth and voluntary
organizations, as well as professional and medical associations,
Industry, government and the media. A community task force can
consider some of the following ideas for action:

COMMUNITY STRATEGIES

1. Youth Organizations. Establishment of youth programs that 
emphasize drug- and alcohol-free behavior 1s increasing. 
These organizations provide positive peer influence and 
drug- and alcohol-free social activities that many young 
people seek. Many of these groups focus on preventing
dr Inking/drug-taking and driving fatalities.

2. Social Policies, Laws, a d Regulations. Communities need 
to develop policies and norms that provide consistent 
messages about drugs and alcohol. This consistency 
requires considerable cooperation among parents, schools, 
law enforcement agencies, medical and other professional 
groups and the private sector and should Include 
consideration of appropriate behavior and role modeling by 
adults as well as youth. Many communities are looking at 
the effect of changing laws and regulations with regard to 
drug and alcohol use among youth. Efforts to ban drug 
paraphernalia sales have been Important to many 
communities. Research suggests that raising the minimum 
purchase age of alcoholic beverages, raising the price of 
alcoholic beverages, and not allowing youth to leave school 
grounds during the day may reduce alcohol-related traffic 
fatalities, health consequences, and vandalism,

3. Communlty-baseii Counseling. Comnunlty agencies may offer a 
range ol services that includes development of positive 
skills for living as well as early Intervention and 
treatment. Often these services focus on a number of 
closely associated problem areas such as drug and alcohol 
abuse, truancy, poor school performance, depression and 
violence. Through their knowledge of community resources, 
counselors may refer clients to other programs and 
resources. • , , .

.* <
4. Channel One. This program provides a seven-step process 

ior assessing community needs and Involving youth in 
constructive community service projects. An important 
element In the program Is the role of private sector 
leadership. Many projects that result from the Channel One 
process are drug-specific (e.g., production of videotapes 
and orug Information services), while others encourage 
community restoration and service projects.

- 3 -



5. Health promotion _ yany young people have developed health 
values, which conmunltles can capitalize upon fo r 
prevention of drug, alcohol ano other problems. Many youth 
have a high reoard for their bodies and can be Irteresteo In programs which promote healthy l i fes ty les  that are 

• incompatible with orug anc alcohol use. Highlighting health promotion techniques Is an Increasingly popular form 
of community action.

6 . Mcala. The meola can contribute positively or negatively to altitudes, perceptions, and knowledge about druqs and 
alcohol. Local newspapers and radio and television stations can be encouraged to deglamorlze drug and alcohol 
use as well as to prcvloe current and accurate Information. CstaDlIshlng good working relationships with 
trie media can influence ed itoria l po l lz lcs and media coverage. Public service annoui..Clients can be another 
e ffective device for comnunleating positive health 
messages. Many groups question cigarette, alcohol ana 
prescription drug advertising that may be directed to youth and other age groups.

7. Networking. Kith many public ana private conmunlty groups tecommg involved In orug ano alcohol abuse prevention, It 
Is c r i t ic a l fo r organizations to work together 1n order to 
develop consistent a-d comprehensive solutions. Effective local networks can be- a means fo r making the nost of 
available resources.

The following materials can help you with your action plan. Numbers 
1 to 7 following t i t le s  re fe r to the strategies lis ted on pages 3 and 4.

Available from the hatlonal Clearinghouse fo r Drug Abuse Information 
(NCUA1): write to NCDA1, P.O. Box 410, Kensington, Maryland 20795.

Channel One: A Government/Private Sector Partnership for Drug Abuse Prevention (1 ,4 ,7 )
Orug Abuse Prevention fo r Low-Income Communities: Manual fo r  
Program Planning (2,7)
Prevention Planning Workbooks. Vols. I and 11 (2 ,3 ,4 ,7 '

.  4 -
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Available from the National Clearinghouse fo r Alcohol Information 
(NCALl) P.O. Box 2345, Rockville, Maryland 20852:

Prevention Plus: Involving Schools, Parents, and the Community 
In Alcohol and Orug Education (2 ,3 ,4 ,5 ,6 ,7 )  . :

f
A Guloebook for Planning Alcohol Prevention Programs with Black 
Youth (2 ,3 ,4 ,5 ,7 )
Is Beer a Pour Letter Word? (2)
On the Sidelines: An Adult Leader Guide for Youth Alcohol 
Programs (2)



PARENT AND FAMILY STRATEGIES

Parents and famines are often the hardest hit by drug and alcohol 
problems In the community. But they are also often the most 
oedlcated activ is ts . Here are some ways to organize and take action:

1. Parent Support Groups. These groups are formed by parents 
for parents. Ihrough support groups, parents help one 
another as they cope with the drug ana alcohol problem In their homes ano neighborhoods. Parent groups often develop 
guidelines fo r acceptable behavior (e .g . ,  establishing 
curfews), chaperone social events fo r teenagers, and help 
other parents supervise young people's activ it ies to ensure that they are free of drug and alcohol use.

2 . Parent Action Groups. Often growing out of parent support 
groups, parent action groups work with Federal, State, and 
local governments, schools, law enforcement agencies, and 
businesses to influence social policies regarding drug and alcohol use. Examples Include modifying school drug and alcohol policies, trying to eliminate sales of drug 
paraphernalia, demanding s t r ic te r enforcement of drug laws and stronger prosecution o f offenders, raising the minimum 
purchase age fo r alcohol, and getting legis lation and local ordinances passed that w ill safeguard children's health and well-being.

3 . Family Life S k i l ls  Development. These strategies enable parents and cniidren to communicate more e ffec tive ly  and 
learn personal and interpersonal s k i l l s .  They are effective fo r both primary prevention and early 
intervention with drug and alcohol problems. Family l i f e  s k i l l s  programs emphasize such Important aspects of family 
health as positive ro le  modeling and effective problem solving.

4. Parent Drug and Alcohol Education Programs. Through these 
programs parents learn about the pharmacology of drugs and 
alcohol and the harmful Impact drugs and alcohol can have on one's health. Then, armed with this knowledge, parents 
can become Influentia l partners with community prevention agencies concerned about drug and alcohol abuse by offering 
education courses and Informational briefings In school or community settings.

- 6 -

The following materials can help you with your action plan. Numbers 
1 to 4 following t i t le s  re fe r to strategies listed on page 6.

Available from the National Clearinghouse-for Drug Abuse Information 
(HCDAI): write to NCDAI, P.O. Box 416, Kensington, Maryland 20795.• • • •». 4 . ' . «

Parents, Peers and Pot I I : '  Parents In Action (1 ,2 ) ' .
Parents: What You Can Do About Drug Abuse (1 ,2 )
For Parents Only (4) ' ' . 1 ’•

1 * j .
Available from the Superintendent of Documents, Government Printing 
Office, Washington D.C. 20402: ■ ' ' /

Parents, Peers and Pot (1 ,2 ) (NS 017-024-00941-5) ■

Available from the National Clearinghouse'for Alcohol Information 
((•CALI), P.O. Box 2345, Rockville, Maryland 20852. f  ‘ 1 '

Prevention Plus: Involving Schools, Parents, and the Community
In Alcohol and Drug Education (3 ,4 )
On the Sidelines: An Adult Leader Guide fo r Youth Alcohol 
Programs (1) ! * ’• • • 1 .  • •• . .  . . . . ,  .
Alcohol Health ano Research World, Summer, 1982 (2)



SCHOOL STRATEGIES

Doing southing about drugs and alcohol In the schools Is a big 
Job. But Individuals don't have to do I t  alone. Working together, parents, school administrators, town or c i ty  o f f i c ia ls ,  
professionals, and other concerned citizens can make a difference. Here are a few Ideas fo r action:

1. School Po lic ies . Clear policies regarding use and 
possession or drugs and alcohol both on and o f f  school 
property are c r i t ic a l to a l l  renters o f the school conmmlty. Parents, school o f f i c i a ls ,  students, law enforcement o f f i c ia ls ,  and drug and alcohol professionals 
should a l l  be Involved In the development of the policies 
to help make them the most e ffective . School policies can address such Issues as enforcement, re fe r ra ls  fo r  treatment 
when appropriate, and the comprehensiveness o f drug/alcohol 
curricu la . To have the greatest Impact, once they are put In place, these policies should be f a i r l y  and uniformly enforced.

2 .  Positive Peer Programs. These programs u t i l i z e  student
peers as ro le  models, fa c i l i ta to rs ,  helpers and leaders fo r other school-age children, pa rticu la r ly 1n grades 7-12. Programs such as these can provide help to young people who 
are having problems, who are undergoing normal adolescent 
stresses and want to confide In someone, and who want to 
participate In school and community service ac tiv it ies . 
School administrators rest be prepared to provide extensive 
support and guidance In order to ensure successful Implementation of peer programs.

3 . Peer Resistance Programs Relating to Cigarettes, Harljuana, 
and AlcohoTT Peer resistance or "Saying No" programs have 
been developed to teach young people, primarily those 1n 
grades 7-10, to re s is t peer pressure to use cigarettes, 
marijuana, and alcohol. These programs generally help 
students learn that the use of cigarettes, marijuana, and 
alcohol Is not nearly as common as they perceive, that •everybody* Is not doing I t ,  and that there are clear ways 
to say "no* when’These substances are offered or made 
available. Specific techniques Include ro le  modeling, 
videotaped practice In saying "no,* assertiveness training, 
public commitments not to use substances, and understanding 
advertising methods that promote cigarette and alcohol use.

4. Orug and Alcohol Information Programs -  These programs vary widely and are designed to provide accurate and current 
Information about drugs and alcohol and the potential 
health, socia l, and economic consequences associated with their use by young people. Also Included 1s Information 
about the Impact o f advertising and rea l is t ic  Information about the actual extent of drug ana alcohol use. These
Eroqrams may be taught by a variety o f people, Incli 'ng 
ealth educators, teachers, recovering alcoholics, former 

drug abusers, community health care providers, and others.

5. Comprehensive Health Education Programs and Other School 
LurnculaT Many curricula and materials attempt to 
Increase students' knowledge about their own health as well 
as to help students assess their feelings and values. Such programs often emphasize communication s k i l l s ,  
understanding and improving decisionmaking, and enhancing self-conccpt. They may be specific to different drugs, but 
they may also be "generic" 1n the sense o f enhancing healthy, constructive l i fe s ty le s .

6 . Student Assistance Programs. These programs can serveprimary prevention purposes when set up fo r those who may 
be at high risk f o r  developing drug, alcohol, and other problems, and can serve as an intervention tool with students who have already developed problems. Often 
modeled a fte r Employee Assistance Programs (EAPs) 1n 
business and Industry, they may use professional counselors to assist students 1n dealing with tnelr problems. They 
also help students find needed services through re fe rra ls  to local health and counseling agencies.

7. Alternatives Programs. Alternatives programs can provide specific ac tiv it ies and Involvements that are healthy 
positive alternatives to drug use. To be most e ffective , alternatives should be planned fo r  each Individual, rather 
than fo r  an entire group.

The following materials can help you with your action plan. Numbers 1 to 7 following t i t l e s  re fe r to the strategies listed on pages 8 
and 9.
Available from the National Clearinghouse fo r Drug Abuse Information 
(NCDAI): write to NCDAI, P.O. Box 416, Kensington, Maryland 20795.

Adolescent Peer Pressure - Theory, Correlates and Program Implications fo r Orug Abuse Prevention (2 ,3 ,5 )



Peer Pressure: I t ' s  O.K. to Say No (3)
Saying No: Drug Abuse Prevention Ideas for the Classroom (5)
Channel One: A Government/Private Sector Partnership for Drug 
Abuse Prevention (7)
Parents, Peers and Pot I I :  Parents In Action (1)

Available from the National Clearinghouse fo r Alcohol Information 
(NCALI) ,  P.O. Box 2345, Rockvil le , Maryland 20852:

Prevention Plus: Involving Schools, Parents, and the Community 
In Alcohol and Drug Education ( l , 2 ,3 ,4 ,b ,6 ,7 )
Is Beer a Four Letter Word? (7)
On the Sidelines: An Adult Leader Guide for Youth Alcohol 
Programs (7)

Available from the Public A ffa irs S ta f f ,  Drug Enforcement 
Administration, 14th ano Eye Streets N.W., Washington D.C. 20537:

School Drug Abuse Policy Guidelines (1)

WORKPLACE STRATEGIES
•« i

Drugs and alcohol abuse pose a major problem to the workplace In 
terms of worker healtn and productivity. Below are lis ted some 
things that can be done:

1. Drtio and Alcohol Po lic ies . One Important aspect of drug 
abuse prevention in the workplace is fo r employers and 
unions to have appropriate, c lear, and fa i r  policies re lating to drug and alcohol use that are consistently 
enforced. Once the policies are 1n place, decisions about 
appropriate prevention and treatment programs can be made.

2. Employee Assistance Programs (EAPs). Many employers, both 
public and private, have formed programs that help troubled 
employees, including those with orug and alcohol problems. 
Employees may be referred by EAPs to other programs and community agencies where this 1s appropriate. Confidentiality Is assured.

3. Family Programs. Drug alcohol problems at theworkplace can derive bou» from job-related problems and 
from problems outside the workplace. Where problems result 
from non-workplace Issues, programs can be set up to work with the employee and his or her family. Many companies 
and unions have Implemented policies such as f lex ib le  work 
scheaules and maternity leave to help families.

4. Health Promotion. Larger companies In particular have
developed programs to Inform employees about general health Issues and also provide opportunities {often at the 

•workplace) to improve their f itness , nutrition, and other health-related behavior.

5. Drug Information and Education Programs. Accurate
information about the negative health effects of drug and 
alcohol use Is as important at the workplace as in the 
classroom. Educational programs provide positive reinforcement fo r non-use of drugs and alcohol 1n addition to offering information about such aspects of personal 
health as a “ health risk inventory."

- 11 -



The following materials can help you with your action plan, Numbers 1 to 5 following t i t le s  re fe r to tne strategies lis ted on page 11.

Available from the National Clearinghouse fo r Drug Abuse Information 
(KDAI): write to NCDAI, P.O. Eox Alb, Kensington, Maryland 20795.

Preventing Drug Abuse In the Workplace (1 ,2 ,3 ,A,5)
Developing An Occupational Drug Abuse Program (1 ,2 )

-  12 -
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RESOURCE ORGANIZATIONS

A number of Important agencies/organizations that you may want to
contact fo r  further assistance are listed below.
For adoltlonal copies of this publication please write to :

National Clearinghouse fo r Drug Abuse Information (NCDAI)
P.O. Box 416
Kensington, Maryland 20795

t For more Information about strategies listed In this booklet, write to:
The National Institute on Drug Abuse Prevention Branch, Room 11A-33 
5600 Fishers Lane 
Rockville, Maryland 20857

or
The National Institute on Alcohol Abuse and Alcoholism (NIAAA)Prevention Branch, Room 16C-14 
5600 Fishers Lane 
Rockville, Maryland 20857

■ Every State and Territory has an ACTION agency that Is
responsible fo r  volunteer ac tiv it ies . To locate the telephone number ano address fo r our State ACTION o f f ic e , either contact 
your State capltol or cn tac t :

ACTION
806 Connecticut Avenue, H.W.
Washington, O.C. 20525

• For more Information on the Federal Narcotics and Oangerous Drug Laws and tne OEA public Information and prevention program, 
write or c a l l :

Drug Enforcement Administration Public Affairs Office 
1405 I Street, N.W.
Washington, D.C. 20537 
202-633-1469

• Every State and Territory has an o f f i c ia l  agency that Is 
responsible fo r  the prevention and treatment of drug and alcohol problems. To locate the telephone number and address fo r your State gency either contact your State capitol or contact:

- 13



The National Association of State Alcohol and Drug Abuse Directors 
AAA North Capitol St. N.W., Suite 530 
Washington, D.C. 20001 
202-783-6868

•  For more information about starting parent groups, parent group networking and drug paraphernalia issues, write or c a l l :
National Federation of Parents fo r  Drug-Free Youth 
1820 Franwall Avenue, Suite 16 

. S i lver Spring, KD 20901301-6A9-7100
• For more Information on forming parent groups, parent group networking, re fe r ra ls ,  and drug Information packets and newsletters, write or ca l l :

Parents' Resource Institute fo r  Drug Education (PRIDE)
Robert W. Woodruff Bldg.100 Edgewood Avenue Suite 1216
Atlanta, Georgia 30303 
800-2A1-97A6.

• For pamphlets and newsletters related to drug and alcohol Issues 
for parents, professionals, and community leaders, write or c a l l :

Conmlttees of Correspondence 2A Adams Street 
Danvers, Massachusetts 01923 617-77A-26A1

• For publications and films on marijuana, cocaine and other drugs, write or c a l l :
The American Council for Orug Education 6193 Executive Coolevard 
Rockville, Maryland 20852 
301-98A-5700

• For Information on abstracts of current drug abuse art ic les , how to start a Families 1n Action Group, and answers to specific 
questions about drug abuse, ca l l  or write:

Families In Action Suite 300
38A5 N. Druid H i l ls  Rd.Decatur, Georgia 30033 
AOA-325-5799

14 -
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This booklet was developed by the Prevention Branch, Division of 
Prevention and Communications, National Institute on Orug Abuse, 1n 
collaboration with the the Prevention Branch, Division of Prevention and Research Dissemination, National Institute on Alcohol Abuse and 
Alcoholism; principal author: Dr, Stephen E. Gardner.

All material appearing In this booklet Is 1n the public domain and 
may be reproduced or copied without permission from the Institute . 
Citation of the source Is appreciated.

Department of Health and Human Services 
Public Health Service Alcohol, Drug Abuse, Mental Health Administration

National Institute on Drug Abuse 
5600 Fishers Lane 

Rockville, MD 20857
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IN THE HOUSE

CS FOR HOUSE BILL NO. 369 ( )

IN THE LEGISLATURE OF THE SlnTE OF ALASKA 

SIXTEENTH LEGISLATURE - SECOND SESSION

A BILL

For an Act entitled: "An Act creating the community action against sub­

stance abuse grant fund."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. PURPOSE. It is the purpose of this Act to provide a means 

for funding projects and programs to combat substance abuse that trc initi­

ated at the community level and that are uniquely designed to address the 

most pressing substance abuse problem in each community.

* Sec. 2. AS 47.37 is amended by adding a new section to read:

Sec. 47.37.045. COMMUNITY ACTION AGAINST SUBSTANCE ABUSE GRANTft

FUND. (a) The community action against substance abuse grant fund is 

created as an account in the general fund. The fund consists of 

appropriations, grants, and contributions to the fund. The office nay 

make grants from the fund to school districts, municipalities, non­

profit organizations, and community organizations established under 

' municipal charter.'

(b) A school district, municipality, nonprofit organization, or 

community organization may file an application with the office for a 

community action against substance abuse grant. The application must 

include a description of the purpose for which grant funds will be 

used, goals to be achieved by the program or project, methods of 

measuring achievement of goals, a proposed budget, and statements of 

the need for and support of the proposed program or project.

(c) Community action against substance abuse grant funds awarded 

under this section may be used for
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( 1 ) police-in-school liaison programs that arc certified by 

the Alaska Police Standards Councils

(2 ) technical assistance for neighborhood based substance 

abuse programs;

(3) coordinators for court ordered community service;

(A) preventative or educational programs for youth that

involve the community, parents, youth, and local schools; or

(5) programs or projects that the office determines are

effective in combating substance abuse at the community level.

(d) A proposed program or project that includes matching local 

funds or in-kind contributions shall have priority over a proposed 

program or project that does not include matching local funds or 

in-kind contributions. Grants awarded under this section are subject 

to the restrictions on use provided under AS 37.05.321.

(e) In this section, "nonprofit organisation" means an organiza­

tion that qualifies for exemption from taxation under 26 U.S.C. 

501(c)(3) or (4) (Internal Revenue Code).





HOUSE COMMITTEE REPORT
( 7 )
Date Referred: January 8, 1990

Date of Committee Action: 3 fS “/
FURTHER REFERRALS \ JUDICIARY

}CE

The HEALTH, EDUCATION. & SOCIAL SERVICES Committee considered: HB 370

HOUSE BILL NO. 370 STUDENT LOANS AND GRANTS

"An Act rolating to student loans and grants; and providing for an 
offoctive date."

RECOMMENDATIONS:

have attached amendment(s) 

do pass 

do not pass 

no recommendation 

individual recommendations 

additional referral to the

MENDATIONS: / \ [ ] the same title
be replaced with CSHf) 3  7 Of/4-£SSj  [ * 3 a new title

h a v e  a f c t n e h n d  / imnndmnnt - / e t  ^

Committee

ADOPTS: //gUy

ATTACHES NEW FISCAL NOTE(s):
(Dept)

letter of intent

APPROVES PREVIOUS:

[)( ) fiscal i m p a c t . ( ) fiscal note(s)

[ 1 Iftro fiscal note 6  r i zero fiscal nc

(Date/Dept)

[ ) zero fiscal note 

( ) zero with analysis

SIGNING Ofi PASS:

I 1 zero fiscal note(s)

( ] zero fn/analysis  

SIGNING: *

X
JM drf& jfA //It/iuvC

f t * * ' *f



HFAT.TH. F.niTATION AND SOCIAL SERVICES COMMITTEE
ALASKA STATE LEGISLATURE 
HOUSE OF REPRESENTATIVES

P.O. BOX V, JUNEAU 99811 
(*07)4*5-375*

March 7, 1990

Letter of Intent to 
CSHB 370 (HESS)

The purpose of this lette. is to inform the public on circum­
stances surrounding the issue of taxation of student loans relevant 
to KB 370.

The House HESS Committee passed out HB 370 in an attempt to 
relieve Alaska Student Loan recipients of tax liability on forgive­
ness portions of their loans. The bill proposes to change the loan 
program to a grant program. The public should be aware that this 
bill is not likely to relieve students of their tax liability. In a 
letter from the Anchorage IRS office to the State Attorney General's 
office, the IRS stated, "The Alaskan program is an outright loan 
program. Repayment is required. The original intent was to have the 
money revolve in the fund so that it could be loaned to another 
student. This money has always been considered a loan subject to 
repayment based upon the terms of a note signed at the time a loan is 
granted. The borrower knows that it is subject to repayment, and if 
not paid, the loan is subject to enforced collection."

Since there was no formal ruling from the IRS, the Committee 
passed HB 370 to the next committee of referral. The HESS Committee 
has requested the Postsecondary Education Commission and the Attorney 
General's office to solicit a formal ruling from the IRS.

The HESS Committee would also like to highlight the state 
Ombudsman's report dated February 27, 1990 which revealed that the 
student loan office knew as early as 1983 that foregiveness portions 
of loans were probably taxable, but decided not to notify borrowers 
based on advice from the Attorney General's office. The student loan 
office has rectified the situation and is now informing students of 
the tax liability associated with forgiveness.

It is the belief of members of this Committee that the 
Postsecondary Education Comm* sisting
students in paying their lar
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STEVE COWPER, GOVERNOR

P O  BOX FP
JUNEAU. ALASKA 9SB11-0599 
PHONE: (907) 465-2854

F e b r u a r y  2 ,  1 9 9 0

Mr. Duncan C. Fowler
Ombudsman
P.O. Box WO
Juneau, AK 99811-3000 

Dear Mr. Fowler:

RE: Ombudsman Complaints J89-0964, J89-0967, J89-0975,
J89-0979, J89-0989, A89-1467, F89-0690

Thank you for the opportunity to review and comment on your 
January 3, 1990 report concerning the Internal Revenue Service 
taxation of loan forgiveness recipients and the Commission’s 
role in that action.

I concur with your analysis of the comp-! ainanls' alleqations. 
In summary, your review finds the following complaints 
UQSUPPOi. Led;

- The Commission acted illegally in providing the names and
addresses of loan borrowers to the Internal Revenue
Service without first obtaining the approval of 
individual borrowers.

- The Commission was unreasonable in failing to provide
ongoing tax advice services to borrowers.

- The Commission, because of its unreasonable conduct in 
failing to provide borrowers with tax advice, should pay 
the tax bills of borrowers affected by the Internal
Revenue ruling.

Your findings, however, support the fourth and final allegation:

- The Commission was unreasonable in failing to notify
student loan borrowers thac the forgiven portion of their 
loans might be considered as taxable income by the 
Internal Revenue Service.



Mr. Duncan C. Fowler 
February 2, 1990 
Page 2

While your evaluation of this allegation is reasonable, I must 
take issue with the statements that Hit appears that everyone 
agreed the money was taxable . . ." and that "the Commission
knew the money probably was taxable . . Given that the IRS
did not attempt to collect on loan forgiveness prior to 1989,
it was not clear that forgiveness was taxable. This is 
especially true in light of the Commission's specific 
understanding that the loan forgiveness provision was intended 
as a grant and the general perception that grants are not 
taxable. Clearly, the Legislature did not know or agree that 
the money was taxable either at the time of forgiveness
inception or at the time of taxation.

As you know, the Commission on its own accord has already 
addressed your recommendation to notify borrowers of the 
possibility of tax liabilities. Starting last October, our 
forgiveness brochures, applications, and statements were 
amended to include the following statement:

Reminder:

The amount of your loan reduction under the forgiveness 
provisions of the Alaska Student Loan Program may be 
includable as gross income for tax purposes. We recommend 
you provide this information to your tax return preparer,
or consult with a tax accountant prior to completing the 
return yourself.

Please note that the Office of the Attorney General still 
advises us to use the words "may be" not "is" in reference to 
includable taxable income. This is a precaution due to the 
uncertainty as to the final outcome of this matter. In 
addition, a separate statement with the same reminder has been 
sent to 1989 forgiveness recipients to insure that all of those 
individuals have been alerted to tax possibilities.

We intend to carry our borrower notification a step further to 
address the fact that the Internal Revenue Service is currently 
taxing students for years in which the student has received no 
monetary benefit from his or her forgiveness eligibility. In 
other words, upon receipt of the forgiveness eligibility, the 
student's account is adjusted to reflect a reduction in the 
total loan principal balance owed (which results in a shorter 
repayment period), but the student's monthly payments remain 
the same. The Internal Revenue Service, however, taxes tho



Mr. Duncan C. Fowler 
February 2 , 1990 
Page 3

student as if he or she has already seen a cost savings which, 
in reality, won't occur until the end of the repayment cycle 
when the latter years of repayment are "forgiven". (See 
enclosed letter to Senator Stevens which was also addressed to 
Congressman Young.)

Through data processing changes, we hope to revise our 
forgiveness statements to reflect the year in which the true
impact of forgiveness eligibility will occur. We realize that 
if the taxation of forgiveness is upheld, this administrative 
action may only delay the student's reporting of the amount 
forgiven, but at least they are not "hit" at a time when they
are still burdened with the same repayment costs they had prior
to forgiveness. This administrative approach, however, is not 
inte: ded as a compromise position or a solution to the problem 
at hand.

Finally, we are working closely with the Legislature on 
possible statutory language to remedy the problem. Initial 
attempts to restore the grant orientation of forgiveness are on 
hold due, in part, to the enclosed letter received from the
Anchorage office of the Internal Revenue Service which 
disagrees with the argument that forgiveness was intended as a 
grant.

Since this statement essentially ignores legislative intent, 
the Legislature may view this as an impetus to pursue a formal 
ruling from the Internal Revenue Service in order to obtain a 
clear reading of the Legislature's ability to take effective 
action in this matter.

Sincerely,

Enclosure

cc: John Havelock, Chair
Alaska Commission on Postsecondary Education



HEALTH. EDUCATION AND SOCIAL SERVICES COMMITTEE
ALASKA STATE LEGISLATURE 
HOUSE OF REPRESENTATIVES

P.O. BOX V, JUNEAU 99811 
(907)465*375$

March 7, 1990

Letter of Intent to 
CSHB 370 (HESS)

The purpose of this letter is to inform the public on circum­
stances surrounding the issue of taxation of student loans relevant 
to HB 370.

The House HESS Committee passed out HB 370 in an attempt to 
relieve Alaska Student Loan recipients of tax liability on forgive­
ness portions of their loans. The bill proposes to change the loan 
program to a grant program. The public should be aware that this 
bill is not likely to relieve students of their tax liability. In a
letter from the Anchorage IRS office to the State Attorney General's 
office, the IRS stated, "The Alaskan program is an outright loan 
program. Repayment is required. The original intent was to have the 
money revolve in the fund’>so that it could be loaned to another 
student. This money has always been considered a loan subject ro 
repayment based upon the terms of a note signed at the time a loan is 
granted. The borrower knows that it is subject to repayment, and if 
not paid, the loan is subject to enforced collection."

Since there was no formal ruling from the IRS, the Committee 
passed HB 370 to the next committee of referral. The HESS Committee 
has requested the Postsecondary Education Commission and the Attorney 
General's office to solicit a formal ruling from the IRS.

The HESS Committee would also like to highlight the state 
Ombudsman's report dated February 27, 1990 which revealed that the 
student loan office knew as early as 1983 that foregiveness portions 
of loans were probably taxable, but decided not to notify borrowers 
based on advice from the Attorney General's office. The student lean 
office has rectified the situation and is now informing students of 
the tax liability associated with forgiveness.

It is the belief of members of this Committee that the 
Postsecondary Education Commission should seek ways of assisting 
students in paying their large, unanticipated tax bills.

Rep. Johnny Ellis, Chair



State of Alaska 
m b u d s m a n

Duncan C. Fow ler
a  P.O. Box 102636

Anchorage. AK 99510-2636

Reply to:

(907) 563-3673 
(300) 478-2624

February 27,1990 O '" "  P.O. Box WO
Juneau. AK 99811-3000(907) 465-4970 
(800) 478-4970

□ P.O. Box 74356
Fairbanks. AK 99707
(907) 452-4001 
(800) 478-3257

Garrey Peska, Chief of Staff 
Office of the Governor 
Post Office Box A 
Juneau, Alaska 99811-0101

RE: Ombudsman Complaints J89-0964, J89-0967, J89-0975, 
J89-0979, J89-0989, A89-1467 and F89-0690

Dear
My office has investigated the controversy of the Internal Revenue Service's 

(IRS) decision to assess taxes on the forgiven portion of Alaska state student loans, 
and how the issue was handled.by the Alaska Commission on Postsecondaiy 
Education* The commission was aware for several years that loan forgiveness 
probably was taxable income, yet for several reasons decided not to tell the 
borrowers the bad news.

I have enclosed a copy of my final report on the case, and I ask that you take 
the time to review the issue and consider my suggestion to:

Granted, this suggestion may sound simplistic, but I believe it conveys a 
philosophy to program managers we both endorse. It is not fair to withhold 
information from program participants.

As an example, one of our complainants chose to apply for her 50% loan 
forgiveness over a two year period rather than spread it out As a result several 
things happened. First of all, the years she applied for were the years the IRS began 
to tax tne loans. Secondly, her income was increasing and the tax liability was 
greater. Consequently, she tells me she would have acted differently if she had 
blown of a potential tax liability. I suspect other loan recipients were s im i l a r l y  
harmed.

My suggestion is for the state to always provide whatever information it may 
have that could help borrowers, grant recipients and program participants be aware 
of possible tax or other liabilities.

Direct state agencies that find themselves in 
circumstances similar to the student loan office to 
promptly warn program participants of any poienual for 
tax liability.



State of Alaska 
m t o u d s m a n

Duncan C. Fow ler

February 27,1990

Jane Byers Maynard, Executive Director 
Alaska Commission on Postsecondary Education 
Post Office Box FP 
Juneau, Alaska 99811-0505

RE: Ombudsman Complaints J89-0964, J89-0967, J89-0975, 
J89-0979, J89-0989, A89-1467 and F89-0690

a P.O. Box 102636
Anchorage. AK 99510-2635 (907) 563-3673 
(800) 478-2624

a*—  P.O. Box W0
Juneau. AK 99811-3000 
(907) 465-4970 
(800) 478-4970

O P.O. Box 74358
Fairbanks. AK 99707 
(907) 452-4001 
(800) 478-3257

Reply to:

lank you for your February 2,1990, letter and response to my findings and 
recommendations regarding the referenced complaints. I am writing to conclude 
the investigation and close the respective case files.

While you concurred with the first three allegations of the four presented in 
these complaints, you took issufi with some of the statements regarding the fourth 
allegation. However, you still found the evaluation of this allegation reasonable and 
accepted the related recommendation. In fact, your office has stepped beyond 
merely notifying borrowers of potential tax liabilities. You indicated that your office 
is working with the Internal Revenue Service, Alaska's Congressional Delegation  
and the State Legislature on improvements to the forgiveness aspects of the student 
loan program.

For these reasons I find the disposition of these complaints to be fully 
rectified and the recommendation accepted. I have notified the complainants of the 
status of these complaints and made the report available to them.

Again, thanks for the cooperation of you and your staff and I hope your 
efforts continue to improve the student loan program.

Sincerely,

Duncan C. Fowler 
Ombudsman

DWHtpjc
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State of Alaska 
m b u d s m a n

Duncan C. Fow ler

February 27,1990

□ P.O. Box 102636
Anchorage. AK 90510*2636 (907) 563-3673 
(800) <78-2624

O '""  P.O. Box W0
Juneau. AK 99811-3000 (907) <65-4970 
(800) <78-4970

a  P.O. Box 74358
Fairbanks. AK 99707 
(907) 452-4001 
(800) 478-3257

Reply to:

Garrey Peska, Chief of Staff 
Office of the Governor 
Post Office Box A 
Juneau, Alaska 99811-0101

RE: Ombudsman Complaints J89-0964, J89-0967, J89-0975, 
J89-0979, J89-0989, A89-1467 and F89-0690

Dear M
My office has investigated the controversy of the Internal Revenue Service's 

(IRS) decision to assess taxes on the forgiven portion of Alaska state student loans, 
and how the issue was handled.by the Alaska Commission on Postsecondaiy 
Education. The commission was aware for several years that loan forgiveness 
probably was taxable income, yet for several reasons decided not to tell the 
borrowers the bad news.

I have enclosed a copy of my final report on the case, and I ask that you take 
the time to review the issue and consider my suggestion to:

Direct state agencies that find themselves in 
circumstances similar to the student loan office to 
promptly warn program participants of any potential for 
tax liability.

Granted, this suggestion may sound simplistic, but I believe it conveys a 
philosophy to program managers we both endorse. It is not fair to withhold 
information from program participants.

As an example, one of our complainants chose to apply for her 50% loan 
forgiveness over a two year period rather than spread it out. As a result, several 
things happened. First of all, the years 'jhc applied for were the years the IRS began 
to tax the loans. Secondly, her income was increasing and the tax liability was 
greater. Consequently, she tells me she would have acted differently if she had 
known of a potential tax liability. I \aspect other loan recipients were similarly 
harmed.

My suggestion is for die state to always provide whatever information it may 
have that could help borrowers, grant recipients and program participants be aware 
of possible tax or other liaoilities.



Garcey Peska . 2 . February 27,1990

If you have any questions about these cases, please call. Although my 
suggestion to you is not a formal part of this case, I would be interestedm vour response to this matter. J

Ombudsman

Sincerely, ^ 3^— 

/ Duncan C. Fowler

DWH:pjc
Enclosure
cc: Doug Baily, Attorney General



State of Alaska 
n a £ 2 3 A c L s n a a , i i

Reply to:

Duncan C. Fow ler

February 27, 1990

Jane Byers Maynard, Executive Director 
Alaska Commission on Postsecondary Education 
Post Office Box FP 
Juneau, Alaska 99811-0505

RE: Ombudsman Complaints J89-0964, J89-0967, J89-0975,
J89-0979, J89-0989, A89-1467 and F89-0690

D e^f Msy^rfciynard:

tank you for your February 2,1990, letter and response to my findings and 
recommendations regarding the referenced complaints. I am writing to conclude 
the investigation and close the respective case files.

While you concurred with the first three allegations of the four presented in 
these complaints, you took issuS with some of the statements regarding the fourth 
allegation. However, you still found the evaluation of this allegation reasonable and 
accepted the related recommendation. In fact, your office has stepped beyond 
merely notifying borrowers of potential tax liabilities. You indicated that your office 
is working with the Internal Revenue Service, Alaska's Congressional Delegation 
and the State Legislature on improvements to the forgiveness aspects of the student 
loan program.

For these reasons I find the disposition of these complaints to be fully 
rectified and the recommendation accepted. I have notified the complainants of the 
status of these complaints and made the report available to them.

Again, thanks for the cooperation of you and your staff and I hope your 
efforts continue to improve the student loan program.

Sincerely,

P.O. Box 102636 
Anchorage. AK 99510-2636 (907) 563-3673 
(800) 478-2624
P.O. Box W0 
Juneau. AK 99811-3000 (907) 465-4970 
(300) 478-4970
P.O. Box 74358 
Fairbanks. AK 99707 
19071 452-4001 
(800) 478-3257

Duncan C. Fowler 
Ombudsman

DWH:pjc
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M E M O R A N T H IM

DATE: February 27, 1990

TO: Duncan C. Fowler, Ombudsman

FROM: David W. Haas, Assistant Ombudsman

SUBJ: Ombudsman Complaints J89-0964, J89-0967, J89-0975, J89-0979,
J89-0989, A89-1467 and F89-0690

Our office received several calls in early October when the words "Internal 
Revenue Service" and "student loans" were linked together in a taxing controversy. 
The calls started soon after the Alaska Commission on Postsecondary Education 
reported that the IRS had requested the names of student loan borrowers for 
possible taxation of their stat&Joan forgiveness. Callers to the ombudsman's office 
complained that the commission: (1) should not have turned over the information 
to the IRS; (2) should pay the borrowers' tax bills; (3) that the IRS was unfair; and
(4) that the student loan office should have told borrowers of the tax liability.

We eventually opened seven complaints from state student loan borrowers 
and the cases were assigned to Assistant Ombudsman Larry Persily. Mr. Persily 
contacted the commission's current executive director, Jane Byers Maynard, on 
October 6 to notify them of the complaints and to begin review of the controversy.

Rather than treat each complaint separately, we handled all of the issues as 
one investigation, and reviewed the following allegations:

The Commission on Postsecondary Education was unreasonable in failing 
to notify student loan borrowers that the forgiven portion of their loans might be 
considered as taxable income by the IRS.

* The commission acted illegally in providing the names and addresses of 
loan borrowers to the IRS without tirst obtaining the approval of individual 
borrowers.

’ The commission was unreasonable in failing to provide ongoing tax advice 
services to borrowers.

* The commission, because of its unreasonable conduct in failing to provide 
borrowers with tax advice, should pay the tax bills of borrowers affected by the IRS 
ruling.



Mcmorandum/Fowlcr - 2 - February 27, 1990

B e fo re  op in ions w ere  fo rm ed  on  each a lle g a tio n , M r. P e rs ily  rev iew ed the 
h isto ry  o f  th e  p rob lem , the e lem en ts  o f  the con tro ve rsy  and the status o f  the IR S  
dispute.

H IS T O R Y  O F  A LA SK A  S T U D E N T  LO A N S

T h e  sta te-subsid ized  student lo a n  p rog ram  s ta rted  in 1968 -69 . It o f fe re d  a 
lim ited  fo rg o  encss p ro g ram  in its firs t yea r, acco rd ing  to lo a n  o ff ic e r  Ju lie  B enne tt . 
T h e  p rog ram  grew  m  subsequent yea rs  to a  po in t w here  thousands o f  b o rrow e rs  
have en joyed , a rc  en joy ing  and w ill en joy  the fin an c ia l b en e fit o f  having up  to h a l f  
th e ir lo a n  d eb t fo rg iven  by the state as a rew ard  fo r  liv ing  in  A la sk a  fo r  a t least five  
yea rs a fte r  g radua tion .

A  req u irem en t that g raduates w o rk  in A la sk a  in o rd e r  to  q u a lify  fo r  lo an  
fo rg iveness was added in 1971-72 , M s. B enne tt sa id , bu t the w o rk  req u irem en t was 
e lim in a ted  in  1981 -82  and  again a ll a  g raduate had to  d o  was res id e  in A la sk a  to  
qu a lify  fo r  lo a n  fo rg iveness.

In  a  m ove  to  m ake the lo a n  p rog ram  se lf-su ffic ien t, the leg is la tu re  ab o lish ed  
the fo rg iveness p rov is ion  s ta rting  w ith 1987-88 schoo l y e a r lo an s . Changes in the 
fo rg iveness p rog ram  th rough  the yea rs  a ffected  on ly  new  lo an s  and did not reach 
back and change the te rm s o f  p re-ex isting  b o rrow e r con trac ts .

IR S  R U L E S  O N  LO A N  F O R G IV E N E S S

T h e  fe d e ra l tax cod e  isydcar o n  the taxation  o f  lo a n  fo rg iveness. Sec tion  
1 0 8 ( f ) (1 )  says the fo rg iven  p o rtio n  o f  a student lo a n  deb t s h a ll oe  con s ide red  as 
incom e, un less the fo rg iveness was based on  a lo a n  p ro v is ion  that req u ired  the 
b o rrow e r to  w o rk  " fo r  a ce rta in  p e riod  o f  tim e in ce rta in  p ro fe ss ion s  fo r  any o f  a 
b ro ad  c lass o f  em p loye rs ." E ven  when the A la sk a  studen t lo a n  p rog ram  req u ire d  
that b o rrow e rs  w o rk  in the state, th e re  was no req u irem en t tha t g raduates w o rk  " fo r  
a  ce rta in  p e r io d  o f  tim e in ce rta in  p ro fession s ," and c e rta in ly  the "no w o rk  req u ired " 
p rov is ion  o f  the fo rg iveness p rog ram  from  1981 -82  to 1987 -88  w ou ld  not fa l l w ith in  
the IR S  taxab le -in com c exem ption .

A lth ou g h  the exem ption  lik e ly  w ou ld  app ly  to b o rrow e rs  unde r A laska 's  ru ra l 
teache r lo a n  p rog ram , which requ ire s the gracluatc to w o rk  as a  teache r in a  ru ra l 
a re a  o f  the sta te  in o rd e r  to  q u a lify  fo r  lo a n  fo rg iveness, the m a jo rity  o f  b o r row e rs 
w ho b ene fitted  from  lo a n  fo rg iveness app ea r to he w ithin the grasp o t IR S  tax 
C o lle c to rs.

D e sp ite  som e rum o rs  m aking th e ir way th rough the ran k s  o f  b o rrow e rs , 
fe d e ra l tax law  changes o f  1986 did not change the status o f  s tuden t lo a n  
fo rg iveness, sa id  M a rily n  S teen  o f  the IR S  A nchorage o ffic e . F o rg iv en  lo a n  debt 
has been taxab le  a ll a long , she said, a lthough  Steen was u n ab le  to  to ta lly  exp ja in  
why the IR S  had been d o rm an t in its co llec tion  e ffo r ts  f o r  so m any yea rs and on ly  
tnis past sum m er had asked  fo r  a list o f  b o rrow e rs f r o m the A la sk a  lo a n  o j ficc . I l i e  
agency is a lw ays lo o k in g  fo r  lost incom e, but "th eT R S  can't be eve ryw here ," she sa id .

A lth oug h  som e p e op le  argue that the “ in tent" o f  A la s k a ’s lo an  fo rg iveness 
p rog ram  ac tu a lly  is a g ran t, and th e re fo re  shou ld  be tax exem pt, that is a q u estion  
fo r  the IR S  to  ru le  on  and  is ou ts ide the ju risd ic tion  o f  o u r  o ftic c .
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IR S  N O T IC E  T O  PO STSEC O N D A R Y  ED U C A T IO N  C O M M IS S IO N
A n  IR S  em p loyee  ca lled  the com m ission 's o ffic e s  in Ju n eau  on  August 7 , 

asking fo r  in fo rm a t io n  o n  student lo a n  b o rrow e rs  w ho had bcn c fittcd  fr o m  the 
fo rg iveness p ro g ram , sa id  K ev in  H an on , a fin ance o ff ic e r  fo r  the lo a n  p ro g ram , w ho 
was in te rv iew ed  in D e c em b e r fo r  o u r  rep o rt . A fte r  con su lting  w ith the com m ission 's 
executive d ire c to r , R o n  Ph ipps, M r. H an on  asked  the IR S  to  pu t its request in 
waiting.

T h e  IR S  le tte r , da ted  August 2 2 , asked fo r  the nam e, add ress and  soc ia l 
secu rity  n um be r fo r  a ll ind iv idua ls w ith state lo an s  w ho had p o rtio n s  o f  th e ir lo an s  
fo rg iv en  in 1987  and  1988. T h e  requested  in fo rm a tio n  w ill be used fo r  tax 
adm in is tra t io n  pu rposes ," w rote  D o ro th y  Svatos , d isc losu re  o f f ic e r  at the IR S  o ffic e  
in A nch o rag e .

T h e  le t te r  was vague . M r. H an on  said , so  he ca lled  M s. Sva tos o n  August 2 8  
fo r  a c la r if ic a t io n . A  second IR S  le t te r , dated S ep tem be r 5 , asked  fo r  the sam e 
in fo rm a tio n  as the August 2 2  le t te r  and a lso  asked  fo r  the am oun t o f  deb t fo rg iv en  
fo r  each b o rrow e r . A lt e r  consu lting  w ith the a tto rn e y  genera l's o ffic e , the 
in fo rm a t io n  was sent to  the IR S  v ia  ce rtifie d  m a il on  S cp tcm bc r 28 .

T h e  lis t cove red  7 ,743  loan s to  abou t 5 ,9 0 0  b o rrow e rs , to ta lin g  S 10 .6  m illio n  
in  fo rg iv en e ss  fo r  1987 and  1988, acco rd ing  to a  m em o you  sent to  com m iss ion  
m em be rs  o n  O c to b e r 12.

T h e  s tuden t lo a n  o f f ic c th c  firs t w eek o f  O c to b e r sent a  le t te r to  each  
b o rrow e r , n o tify ing  them  that their nam e and accoun t in fo rm a tio n  had been  g iven 
to  the IR S , advis ing them  that the IR S  w ou ld  use the in fo rm a tio n  fo r  tax 
adm in is tra t io n  pu rp oses , w arn ing them  that "the com m ission  understands that the 
am oun t o f  fo rg iven ess bene fits  m ay be taxab le  in com e to  the b o rrow e r ,"  and  
re com m end ing  that the b o rrow e r sh ou ld  c a ll the IR S  w ith any questions.

IR S  H A N D L IN G  O F  ALASKA  B O R R O W E R S
B o rrow e rs  w ill be req u ired  to  pay back taxes and im e res t, but no t p en a lt ie s , 

o n  th e ir lo a n  fo rg iveness fo r  tax yea rs 1987 and 1988 , Ms :c n  sa id , and fo r  1989  
and  subsequen t yea rs . L o an  fo rg iveness p r io r  to  1987 w ill escape the IR S , she sa id , 
because o t a  sta tu te  o f  lim ita tion s .

In te re s t w ill be charged on  1987 incom e as o f  A p r i l 1 5 ,1 9 8 8 , when 1987  tax 
re tu rn s  w ere  due , and  in te rest o n  1988 incom e w ill s ta rt accru ing as o f  A p r i l 15,
1989 , M s. S te en  said . T h e  in te rest ra te  is set q u a rte r ly  and has ranged  be tw een  10 
an c  12 pe rcen t in the past th ree yea rs and  cu rren tly  is set at 11 pe rcen t, she said . 
In te re s t fo r  each  q u a rte r w ill be com pu ted  at the ra te  in e ffe c t a t that tim e.

U p o n  rece ip t o f  the b o rrow e rs  list from  the student lo a n  o ffic e  this fa l l .  IR S  
agents s ta rte d  com paring  the nam es and  lo a n  fo rg iveness am oun ts  w ith in d iv id u a l 
tax re tu rn s . L e tte rs  a re  be ing sent to  b o rrow e rs , in fo rm in g  them  that they fa i le d  to  
rep o rt the in com e o f  th e ir lo a n  fo rg iveness and that they owe taxes and in te re s t, as 
com pu ted  by the IR S . B o rrow e rs  a rc  o ffe re d  the op tion s  o f  im m ed ia te ly  pay ing  the 
tavex and  in te re s t as sta ted in the le tte r , ag ree ing  to  accept the deb t and  choo s ing  to  
wait fo r  an  o f f ic ia l b i ll f rom  the IR S  b e fo re  m ak ing  paym en t, o r  cha lleng ing  the debt 
u nde r IR S  a p p ea l p rocedu re s . It Could take a y ea r to r  the IR S  to  rev iew  a ll o f  the 
re tu rn s  and  send  le tte rs  to  each b o rrow e r , M s. S teen  said.
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In the meantime, she recommended borrowers should file amended returns 
on their own rather than wait for the IR S  review o f  their ease. Interest continues 
until the day the debt is paid, so it is in a borrower’s financial interest to file 
amended returns for 1987 and 1988 and pay the bill as soon as possible rather than 
waiting for the IR S  to do the work, Ms. Steen said.

As for borrowers who can't afford to pay their entire tax bill with one check, 
Ms. Steen said the IR S is willing to consider pavmcnt plans on a casc-by-casc basis, 
but the borrow er first needs to settle with the IR S  on the amount owed.

In the ease o f a borrower under the rural teacher loan program who 
apparently is exempt from taxes, Ms. Steen said the person needs to tfll the IR S  that 
he or she borrow ed under that program and not the non-exempt general loan 
program .
W H A T  T H E  S T U D E N T  LOAN  O F F IC E  K N E W  A N D  W H E N  IT  K N E W  IT

The student loan office knew more than six years ago o f the potential tax 
liability from  loan forgiveness, but on the advice o f the attorney general s office 
decided not to pass along any advice to borrowers.

A  one-page memo o f March 9, 1983. from  D iane Colvin o f the attorney 
general's office said, 'A s I told you on the phone, the amount forgiven probably is 
taxable in the year forgiven .. . The assistant attorney general's m emo was 
addressed to Kevin Hanon at the postsecondary education commission.

A lthough her 1983 tax advice was proven correct by the IR S  action o f  1989, 
Ms. Cojv in ’s m em o included a cautious note: "You should not use this information  
to p rov id e  federal tax advice to loan recipients. R ather you should instruct any 
student who makes an inquiry on this issue to seek advice from  the Internal 
Revenue Service."

Contacted in December at Seattle, where she works for the Alaska 
Department o f  Revenue, Ms. Colvin said she has no recollection o f  any events 
leading up to the m em o or any discussions involving the taji question. Sir. Hanon  
said he has no recollections o f any IR S  requests for borrower names and loan 
amounts p rio r to August 19S9.

Kerry Rom csburg. who served as commission director from  1975-87, 
remembers some details o f the 1983 a itom w  general's office m emo. Congress was 
debating the question o f taxing stipends paid to graduate students and other 
financial aid programs, and the commission asked the attorney general for an 
opinion on  Alaska's loan forgiveness procram . Contacted in D ecem ber at his jo b  as 
president o f  U tah  Valley Community College, M r. Rom csburg said he remembers 
discussing the 1983 opinion at a commission meeting and being told by the attorney 
general's representative: 'Y ou  guys aren't in the tax advice business, so don't get 
into it."

A lthough he believed students should have been notified o f  the possible tax 
liability. M r. Rom csburg said the loan office followed the attorney general s advice 
and did nothing to warn borrowers. The loan office sends annual notices to its 
borrowers o f loan forgiveness and interest paid, and a line cou ld have been added to 
the statement to advise borrowers o f the tax issue, but that never was done.
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T h e  issue cam e up again in 1986, when C ong ress was debating  m a jo r  changes 
in fe d e ra l tax laws. M s. B enne tt sent a  le tte r to  R o o c r t  M ayna rd , assistant a tto rn ey  
gene ra l, ask ing w hethe r changes in fe d e ra l tax law s w ou ld  a ffe c t the 1983 a tto rn ey  
g en e ra l’s m em o that sa id lo a n  fo rg iveness is taxab le  incom e. H and -w ritten  notes on  
a copy o f  the M ay 1986 le t te r on  fi le  a t the lo a n  o ffic e  say: "S ti ll advised that A C P E  
shou ld  no t g ive tax advice p e r a tto rn ey  g en e ra l’s o ffic e ." The com m ents a rc  dated 
June 2  and  a rc  a ttribu ted  to  M r. M aynard .

'H ie next w ritten  reco rd  o f  the issue cam e in N ov em b e r 1988, w hen P rice  
W a te rh ou se , a nationw ide accoun ting  firm , sent a  le t te r to  the com m iss ion  on  the 
sub ject o f  lo a n  fo rg iveness. T h e  m ain  po in t o f  the le tte r was to  te ll the com m ission  
that it svas unde r no  leg a l ob lig a t io n  to rep o rt lo a n  fo rg iveness to  the IR S  on  a F o rm  
1099 (u sed  to  rep o rt non-wage in com e ). T he  accoun ting firm  sa id . T h e r e  is no 
in fo rm a tio n  re tu rn  rep o rt in g  requ irem en t, even  though the fo rg iveness is in com e to  
the b o rrow e r."  T h e  accoun tan ts sa id  the ir advice was based on  an in fo rm a l op in ion  
from  the IR S , a lth ough  the com m ission  cou ld  face pena lties  o f  up  to $ 5 0 0 ,0 0 0  a yea r 
i f  the op in io n  was w rong  and the com m ission  was in v io la t io n  o f  rep o rting  
requ irem en ts  to  the IR S . T h e  com pany suggested the com m iss ion  seek a fo rm a l 
ru ling  from  the IR S .

In  stating that lo a n  fo rg iveness is cons ide red  taxab le  in com e by the IR S .
P rice W a te rh ou se  o f fe re d  som e adv ice :

D u rin g  o u r  m ee t in g  we discussed y ou r respon s ib ilit ie s  
to  the b o rrow e rs  w ho rece ive deb t fo rg iveness, since 
the re  is n o  in fo rm a tio n  re tu rn  rep o rt in g  req u irem en t.
W h ile  th e re  a rc  n o  add ition a l respon s ib ilit ie s  req u ire d  
by the IR S  o r  the code , you m ay w ish to  in fo rm  tne 
ind iv idua ls  o f  the tax ram ific a tion s o f  the fo rg iveness.
W e  w ou ld  recom m end  that you p rov id e  a  s ta tem en t o f  
the tax im p lica tion s e ith e r in the app lic a tion  fo r  the 
fo rg iveness, o r  in y o u r le t te r to  the ind iv idua l w hen you  
n o tify  them  o f  the ap p ro v a l. Y o u r  sta tem ent c ou ld  f>e 
w orded  as fo llow s :

m
T h e  am oun t o f  y o u r lo a n  reduc tion  unde r :hc  
fo rg iveness p rov is ion s o f  the A la sk a  G u a ran te ed  
S tudent L o a n  P ro g ram  is in c lud ib le  in y o u r g ross 
incom e fo r  tax pu rposes . W e  recom m end  you  p rov id e  
this in fo rm a tio n  to  y ou r tax re tu rn  p re p a re r , o r  consu lt 
w ith a tax accoun tan t p r io r  to  com p le ting  the re tu rn  
y ou rse lf."

N o th in g  was d on e  in response to  the P rice  W a te rh ou se  suggestion .

"W e  w anted to  be very  c a re fu l not to  a la rm  p eop le ."  M r. Ph ipps sa id  o f  the 
com m iss ion ’s reac tion  to  the P rice  W a te rh ou se  le tte r , l i e  se rved  as d ire c to r o f  the 
A la ska  studen t lo a n  p rog ram  from  A p r i l 1988 to  S ep tem be r 1989 , and was 
in te rv iew ed  by phone in  D ecem be r at his new jo b  as assistant sec re ta ry  fo r  fin ance  
and p o lic y  ana lysts at the M ary land  1 lig h c r E duca tion  C om m iss ion .

T h e  com m iss ion  w anted to take  a cau tious app roach  to  the p ro b lem  o f  
p o ten tia l tax liab ility , he said A lth ough  P rice  W a tc rn ou se  had suggested that the 
com m ission  con s ide r asking fo r  a  p riva te  ru ling  from  the IR S  o n  the lo a n
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fo rg iveness issue and rep o rtin g  req u irem en ts , M r. Ph ipps said he recom m ended  
against sucti action . In  add ition  to  the cost o f  a p riv a te  ru ling , e stim a ted  a t S 15 ,000 , 
the re  was th e  possib ility  that the ru lin g  cou ld  go against the com m iss ion  fo r  n o t 
rep o rtin g  the  lo a n  fo rg iveness and  c ou ld  re su lt in tax b ills  to  b o rrow e rs . T h e  
decision was, "Let's ju s t take  o u r chances," M r . Ph ipps said .

M s. M aynard 's response  was s im ila r  in  an  O c to b e r 10 p h on e  in te rv iew  w ith 
M r. P e rs ily . Pay ing fo r  a  fo rm a l IR S  ru lin g  was n o t w o rth  the p rice , she sa id , 
e spec ia lly  " i f  o n e  wasn't w anted in  the firs t  p lace ."

I t  app ea rs  one  rea son  the com m iss ion  chose no t to  n o tify  students o f  the  
p o ten tia l tax liab ility  o r  ask  the IR S  fo r  a  fo rm a l ru lin g  was fo r  fe a r  o f  a le r t in g  the 
IR S  to tax revenue  it had been  neg lec ting  fo r  yea rs . T n e  a tto rn ey  gene ra l's  w a rn ing  
to  avo id  g iving out tax advice m ay have been the leg a l reason ing  beh ind  the p o lic y  
o f  s ilence, b u t it a lso  appea rs tha t th rough  the yea rs the com m ission  w an ted , as one 
p e rson  sa id , "to  le t s leep ing  dogs lie ."

" In  h indsight, pe rhap s we sh ou ld  have" n o t ifie d  bo rrow e rs  o f  the tax liab ility , 
sa id  G a ry  A m en d o la , assistant a tto rn ey  g en e ra l to  the A la ska  S tuden t L o a n  
C o rp o ra t io n , in  an in te rv iew  in D e c em b e r w ith M r. Pe rs ily . M r. A m en d o la  had 
p rev iou s ly  se rved  as leg a l counse l to  the com m i ;s ion , p r io r  to  estab lishm en t o f  the 
lo a n  c o rp o ra t io n  as a  sepa ra te  entity .

M r. A m en d o la ’s advice th rough  the yea rs was consistent: D o  n o t g ive tax 
advice. H e  sa id  the sta te  was u n d e r n o  leg a l o b lig a t io n  to re p o rt lo a n  fo rg iv en e ss  to 
the IR S  o r  to advise b o r row e rV a n d  the a tto rn ey  genera l's o ffic e  d id  n o t d ev ia te  
from  its adv ice to  the com m ission . H ow eve r, he said the re  w ou ld  have b e en  n o  
"lega l dow nside" had the sta te  w a rned  students o f  the tax issue. "W e  c ou ld  have  
don e  that b e fo re ,"  he sa id . "It seem ed p re tty  c le a r that it was taxab le ."

A s a p o in t o f  in fo rm a tion , the P ric e  W a te rh ou se  rep o rt was req ues ted  and  
pa id  fo r  by the D ep a rtm en t o f  A dm in is tra tion , which was conducting a rev iew  o f  
seve ra l sta te  p rog ram s to d e te rm in e  i f  the state was in  com p liance  w ith IR S  
rep o rtin g  req u irem en ts . D iv is ion  o f  F in ance  D ire c to r  K e ith  Busch said he  s ta rte d  
w ork ing  w ith  the a tto rn ey  genera l's o ffic e  in  1988 to ensu re that the sta te  was 
co rrec t ly  re p o rt in g  to the IR S  a ll paym en ts m ade u n d e r va rious sta te  p ro g ram s .

E v e ry  so o ften  th rough  the yea rs , a  b o r row e r w ou ld  c a ll the s tuden t lo a n  
o ffic e  and ask  i f  lo a n  fo rg iveness was taxab le , M s. B enne tt sa id , and the an sw e r she 
gave was to  adv ise  the c a lle r  to  consu lt a  tax accoun tan t. T h a t was the com m ission 's 
p o licy  un til this past fa ll when the IR S  ac tion  caused a reac tion  and the com m iss ion  
added a no tice  o f  tax liab ility  to  its a nnua l s ta tem ent to  b o rrow e rs . In  fac t, the 
notice now  inc luded  on fo rg iveness app lica tion s and  annua l sta tem ents is the sam e 
notice that P rice  W a te rh ou se  recom m ended  one y ea r ago.

A N A LY S IS  O F  T H E  A L L E G A T IO N S

T h e  easiest part o f  the case to  re so lv e  is the a lle g ed  ille g a l ac tion  bv the 
com m ission  in tu rn ing o v e r to the IR S  the nam e, add ress and lo a n  am oun t o f  
b o rrow e rs . A la sk a  Statu te 0 9 .2 5 .1 1 0  says that state reco rd s a re  open  to  the pub lic , 
un less the re  is a specific  state o r  fe d e ra l law  p ro tec ting  the con fid en tia lity  o t the 
reco rd s . S ta te  regu la tion s 6  A A C  9 5 .0 1 0 -9 0 0  say that pub lic  reco rd  requests  s h a ll be 
t ille d  in a tim c lv  and  responsive m anne r, un less a  state o r  fe d e ra l law  o r  p r in c ip le  
recogn ized by the cou rts p reven ts pub lic  d isc lo su re . N one  o f  the excep tions a p p e a r
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to app ly  to  the nam e , add ress and lo a n  am oun t o f  studen t lo a n  b o rrow e rs . T h e  
b o rrow e rs  a re  using p u b lic  m oney, n o t p riva te  funds from  a bank , and the 
expend itu re  o f  pub lic  m oney  is pub lic  re c o rd  u n d e r the law .

In  th is case, the re c o rd s  are pub lic ; the com m iss ion  d id  n o t v io la te  any  state 
o r  fe d e ra l law  that I c ou ld  Find in the  re le a se  o f  the reco rd s ; th e re  is no req u irem en t 
in law  o r  re g u la t io n  that the com m iss ion  ask  bo rrow e rs ' p e rm iss ion  b e fo re  re le as in g  
pub lic  re c o rd s ; and  it w ou ld  have b een  un rea son ab le  fo r  the com m iss ion  to  
cha llenge the  con stitu tiona lity  o f  the pub lic  re c o rd s  law  so le ly  fo r  the tax avo idance  
b en e fit o f  b o rrow e rs .

C onsequen tly , y ou  found  this aspect o f  the com p la in t un suppo rted .

A s f o r  tax advice serv ices, it is no t the jo b  o f  the studen t lo a n  o ffic e  to  act as 
a  tax con su ltan t to  b o rrow e rs . T h e  com m ission 's du ties u n d e r sta te law  inc lude 
p rov id ing  fin an c ia l aid to  co lleg e  and v oca tion a l studen ts and ensu ring  tha t schoo ls  
fo llow  the ru le s  fo r  p a rtic ip a tion  in  the loan  p ro g ram . T h e  com m iss ion  is n o t a 
b ranch  o ffic e  o f  H  & R  B lo c k . I t  sh ou ld  p rov id e  w hat b o rrow e rs  need to kn ow  to 
com p le te  accu ra te  tax re tu rn s , such as in te rest pa id  du ring  the yea r, am ou n t o f  lo a n  
fo rg iven  and , eve ryone  n ow  knows, th e  tax consequences o f  lo a n  fo rg iveness. B u t 
the tax buck stops the re . B o rrow e rs  w ho a re  ang ty  a t the com m iss ion  fo r  n o t  
fighting the IR S  o v e r  the issue o f  fo rg iveness, w ho a re  upset tha t the com m iss ion  did 
no t act as an  advocate  o n  the issue o r  w ho a re  fru s tra ted  a t the la c k  o f  tax se rv ices 
from  the com m iss ion  a re  expecting to o  much from  the state . T h e  com m ission 's jo b  
is to a dm in is te r the studen t lo a n  p rog ram , n o t h e lp  b o rrow e rs  figh t the IR S .

v'
Y o u  fo u n d  this a lle g a t io n  o v e r the lack  o f  tax  advice un suppo rted .

A s fo r  w hethe r the com m ission  shou ld  pay the in te rest charged on  b o rrow e rs ’ 
tax b ills , the lega l versus m o ra l ob lig a tion s o f  the sta te  m ust be conside red .
A lth ough  it is true that seve ra l thousand  b o rrow e rs  face the unp lea san t task o f  
paying in te rest on  back taxes because they w ere  unaw are  that lo a n  fo rg iveness was 
taxab le  incom e, they did ben e fit from  having the use o f  that m oney  fo r  an e x tra  y e a r 
o r  two b e fo re  having to p a y  taxes to the IR S . H ow eve r, i f  the com m iss ion  had  
n o tifie d  b o rrow e rs  o f  the tax status o f  the p rog ram , they cou ld  have m ade in d iv id ua l 
dec is ions w he the r to  pay th e ir taxes o n  tim e and  avo id  in te rest charges. I  b e lie ve  
that because o f  its dec is ion  not to  te ll b o rrow e rs  o f  the tax issue, the com m iss ion  
m o ra lly  sha res  in the b lam e  fo r  the in te rest that has accrued .

F o r  exam p le , the ave rage b o rrow e r in this g rou p  o f  5 ,9 0 0  had abou t S l.SOO in 
loan s fo rg iv en  du ring  1987 and 1988. F o r  a p e rson  ;n a 2 8  pe rcen t tax b racke t, that 
cou ld  resu lt in  abou t S500 in back taxes fo r the two years and ab ou t SSO in in te re s t 
as o f  th is sp ring .

H ad  the IR S  assessed heavy p ena lties  aga inst the b o rrow e rs  fo r  non -p aym en t 
o f  taxes, it w ou ld  have been  eas ie r to say the com m ission  shou ld  assist in  pay ing  the 
b i ll. B u t the IR S  is not assessing any pen a lties , and the b o rrow e rs ’ use o f  the m oney  
fo r  an ex tra  y e a r  o r  two in part com pensates them  fo r  the in te re st charges they must 
now  pay.

O n  the lega l side, it appea rs the state was unde r no lega l ob lig a tion  to  w arn 
b o rrow e rs  o f  the fo rg iveness issue and M r. P e rs ily  cou ld  not find  any law  that w ou ld  
req u ire  the com m iss ion  to pay the in te rest. I low ev c r, o u r  o ffic e  was aw are o f
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se v e ra l b o r row e rs  who a re  con s id e ring  le g a l ac tion  against the sta te o v e r  th e ir  tax 
b ills  and  in te re s t .

T h e  com m iss ion  fo llow e d  the a tto rn ey  genera l's  adv ice in  g ood  fa ith , 
a lth ough  in  h indsigh t tha t adv ice  was to o  con se rva tive . T h e  advice was le g a lly  
c o rrec t, bu t m o ra lly  flaw ed  and  a d isserv ice to b o rrow e rs . B a lan c in g  the  m o ra l and 
leg a l issues is d ifficu lt , and  a lth ough  o u r  o ffic e  agTeed w ith  the b o rrow e rs ’ 
fru s tra t io n  th a t the com m iss ion  sha res in the m o ra l b lam e  fo r  the p ro b lem , the leg a l 
answ er a p p ea rs  to be tha t the com m iss ion  is no t re q u ire d  to pay  the b ills .

T h e re fo re , you  fo u n d  th is aspect o f  the c om p la in t u n sup p o rted .

H ow ev e r , you  found  suppo rted  the a lle g a t io n  that the com m iss ion  e r re d  in 
fa ilin g  to  adv ise  b o rrow e rs  o f  w hat it knew  abou t lo a n  fo rg iven ess as so on  as it knew  
it.

T h e  rea son in g  tha t th e re  was n o  leg a l req u irem en t to te ll b o rrow e rs  tha t 
th e ir lo a n  fo rg iv en e ss  c ou ld  be taxab le  is a w eak excuse, even  i f  it does get the sta te  
o f f  the fin an c ia l h o o k  fo r  the in te re s t charges. T h e re  sh ou ld  no t have to  be a  law  fo r  
everyth ing . Ju s t because the la c k  o f  no tice  was leg a l does not m ean  it was fa i r  to  the 
b o rrow e rs  w h o  a re  now  stuck w ith in te re s t o n  the ir tax b ills . T h e  com m iss ion  knew  
som eth ing  th a t ap p a ren tly  m ost b o rrow e rs  d id  no t know , y e t needed  to  know , and 
the c om m iss ion  shou ld  have  to ld  them  a t the ea r lie s t p oss ib le  tim e  and le t the 
b o rrow e rs  m a k e  th e ir own tax dec is ions.

T h e  rea son in g  that thescom m ission  shou ld  avo id  g iving tax adv ice was a  c op ­
ou t. W e 're  n o t  ta lk ing  ab ou t tax advice h e re ; the issue was the com m iss ion  knew  the 
lo a n  fo rg iv en e ss  m oney  p ro b a b ly  was taxab le  and ye t d id  n o t give tha t in fo rm a t io n  
to  the p eop le  w h o  c ou ld  be  d irec tly  a ffe c ted . That's n o t in ap p ro p r ia te  adv ice o r  
ove rs tepp ing  th e  ju r isd ic t io n  o f  sta te  g ove rnm en t; that's sha ring  in fo rm a t io n  w ith 
the p e o p le  w h o  need  to  know .

T h e  rea son in g  that k eep ing  the issue low  key m ay  have  h e lp ed  keep  the  issue 
from  the IR S  is w e ll-m ean ing , bu t the bene fits  that acc rued  to  b o rrow e rs  w ho 
escaped taxes does no th ing  to a lle v ia te  the p rob lem s c rea ted  fo r  b o rrow e rs  today .

T h e  rea son in g  that the com m iss ion  lacked  a  fo rm a l IR S  ru lin g  o n  the sub jec t, 
and had o n ly  in fo rm a l op in ion s from  the a tto rn ey  genera l's  o ffic e  and  an  accoun ting  
firm , a lso  is flaw ed . I t  appea rs  th a t eve ryon e  agreed the m on ey  was taxab le  -  tha t 
n eve r was qu estion ed  in  any o f  the docum ents rev iew ed o r  p e o p le  in te rv iew ed  fo r  
this re p o rt . I f  th e  lack  o f  a  fo rm a l IR S  ru lin g  was so im p o rta n t , w hy didn 't the 
com m iss ion  a sk  fo r  it and spa re  e ve ryon e  the risk  and uncerta in ty , o r  ju s t te ll the 
b o rrow e rs  that the m oney m ay be taxab le  and le t each in d iv idua l d e a l w ith the 
question . N o  news m ay be g ood  news in som e cases, bu t in this case no  no tice  to  
b o rrow e rs  was bad  news.

O v e ra l l ,  y ou  found  these com p la in ts  p a rtia lly  ju s t if ie d .

R E C O M M E N D A T IO N

Y o u r  o n ly  recom m enda tion  was that the com m iss ion  n o tify  b o rrow e rs  o r  
g ran t rec ip ien ts  o f  any p o ten tia l tax liab ilit ie s  that m ay exist now  o r  in fu tu re  
p rog ram s adm in is te red  by the agency.



Y o u  th en  no tified  the  com p la in an ts  th a tvh e  rev iew  was com p le ted , that you  
had sent it to  the com m iss ion  fo r  c om m en t and that the c om m iss ion  had an 
oppo rtu n ity  to  d ispute the find ings b e fo re  o u r o ffic e  conc luded  the investiga tion  and 
re le a sed  it to  them . Y o u  a ls o  to ld  the com m ission  that you  p lan n ed  to  send a  copy 
o f  the re p o r t  to  G o v e rn o r  C ow per's c h ie f o f  s ta ff, G a r re y  P e ska . Y o u  sa id  tha t this 
m ight p re v en t s im ila r p rob lem s in  n th e r state p rog ram s w ith  s im ila r  c ircum stances.

A G E N C Y  R E S P O N S E

M s. M ayna rd  responded  on  b e h a lf o f  the com m iss ion  to  o u r  o ffic e  in  a  
F eb ru a ry  2 ,1 9 9 0 ,  le t te r  add ress ing  o u r investigato ry  find ings and re com m end a tion . 
She accepted o u r  firs t th ree  find ings which w ere  un suppo rted  and no ted  that the 
com m ission  h ad  a lre ad y  n o tified  studen ts o f  the  p o ten tia l tax lia b ility  as we had 
recom m ended  they do . In  add ition , she found  o u r e va lu a tion  o f  th e  fo u rth  
a lle g a tio n  (conce rn ing  n o tific a tio n  to b o rrow e rs  o f  p o te n t ia l tax lia b ility  to  be 
"reasonab le ." She  did cha llenge  se ve ra l s ta tem ents in  the re p o r t  which in d ica ted  the 
com m ission  "knew " the loan s  w ere  taxab le . H ow eve r, h e r p o r t ra y a l o f  tha t find ing  
as "re ason ab le " and the com m ission 's n o tific a tio n  to b o rrow e rs  le a d  you  to  conc lude 
o ff ic ia lly  tha t the com p la in ts  w ere  fu lly  rec tified  and the re c om m end a tion  was 
accepted .

M s. M ayna rd  a ls o  in fo rm ed  us tha t the com m ission  is w o rk in g  w ith U n ite d  
States S e n a to r  T ed  Stevens and C ong ressm an  D o n  Y ou ng  o n  fu r th e r  c om p lica tion s 
to  this issue. T h e  In te rn a l R e v e n u e  Se rv ice  ( I R S ) . .  is c u rren tly  taxing students 
fo r  years in  w h ich the studen t has rece ived  no m one ta ry  b e n e f i t . . . "  from  
fo rg iveness e lig ib ility . T h ey  cu rren t ly  tax b o rrow e rs  fr o m  the tim e o f  fo rg iveness 
e lig ib ility  as i f  the studen t has a lre ad y  seen  a cost savings. S ince  th is is n o t the case, 
the com m iss ion  hopes that the  C ong re ss ion a l d e leg a tion  w ill im p ress the facts up on  
the IR S .

A lo n g  these lines, the com m iss ion  a lso  hopes to m ake  da ta  p rocessing  
changes which re fle c t "the y e a r in which the tru e  impact o f  fo rg iveness e lig ib ility  w ill 
occur." L a s t ly , they a re  w o rk in g  w ith the S ta te  L eg is la tu re  o n  p o ss ib le  s ta tu to ry  
changes to  rem ed y  the p ro b lem .

D W H :p jc
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SUBJECT:

TO:

FROM:

Student loans and grants under HB 370 
(Work Order No. 6-1862A)

Representative Johnny Ellis, Chair 
Health, Education, and Social Services 
Committee

Theresa L. B a n n i s t e r 2 >̂
Legislative Counsel

You have asked whether the passage of HB 370, relating to 
student loans and grants, is likely to prevent recipients of 
Alaska student educational assistance from paying income tax 
on certain "forgiven" portions of the assistance.

1. BASIC PROBLEM ADDRESSED BY THE BILL. The Internal R e v e­
nue Service appears to be taking the position that if the 
state pays/has paid part of a student's loan under AS 14.- 
4 3 . 1 2 0 (j), the amount so paid is income to the student, and 
the student must pay federal income tax on it.

2. SOLUTION PROPOSED BY HB 370. HB 370 attempts to avoid 
this result by retroactively providing a new optional form 
of financial assistance. Under the new program one-half of 
the assistance is a grant. Instead of "forgiving" part of a 
loan for residency, a percentage (up to 100Z) of the grant 
is converted into a loan if the borrower does not satisfy 
certain residency requirements.

3. LIMITATIONS OF PROPOSED SOLUTION. Several significant 
issues have been raised regarding the proposed solution, any 
one of which could prove fatal to the success of the bill. 
Several of the most significant issues are identified in the 
following paragraphs.

(A) It is very possible that the IRS may not accept that 
the new financial program changes what happened in the past. 
Because the borrower actually was operating under the old
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program when the events took place that determine taxabil­
ity, the IRS may refuse to accept that the new program can 
retroactively change these events and facts.

(B) The new program may be counterproductive. It is very 
possible that the IRS would take the position that the 
cancellation of the old financial obligation (when the 
borrower switches to the new program) is itself a taxable 
event to the borrower. 26 U.S.C. 6 1 (a)(12). If determined 
to be a taxable event, the cancellation would produce tax­
able income.

(C) The IRS may take the position that the new program ac­
tually imposes a future residency requirement as a condition 
of the grant portion of the assistance. If the IRS success­
fully characterizes return to the state as a service for 
which the state "forgives" the borrower's payments, the 
grant would be taxable income, since the scholarship would 
not qualify for the scholarship exclusion under 26 U.S.C.
117.

(D) Implemei ration of this legislation may impair contracts 
with bondholders. If so. the legislation would violate the 
federal and state constitutional prohibitions against i m­
pairment of contracts. The outstanding loans that would be 
cancelled by this legislation have been pledged as security 
for the outstanding bonds of the Alaska Student Loan Corpo­
ration.

(A) LIKELIHOOD OF SUCCESS OF THE PROPOSED PROGRAM. In 
light of the seriousness of the issues raised by HB 370, I 
would have to say that the likelihood is not very good that, 
even if the constitutional issue were resolved favorably, 
the proposed program would be accepted by the IRS and p r e­
vent the taxation of the student borrowers for whom the 
state has made payments under former AS 1A . A3. 120(j ).

If I may be of further assistance, please advise.

TLB:gc
G13/095



Testimony before the House HESS Committee 
Representative Johnnie Ellis. Chair 

February 22. 1990 
By Bill Potter. NEA Alaska

My name is Bill Potter, and I am testifying for NEA-Alaska.

We support H. B. 370 and/or any other legislative vehicle which would result 
in any student loan forgiveness being classed as nontaxable income, or 
bringing about the same net effect.

NEA-Alaska has long supported loans, grants, and other incentives for 
Alaskans to pursue a postsecondary education. The I.R.S. decision to 
consider loan forgiveness under the Alaska Student Loan program as taxable 
income has created a disincentive to an incentive. In addition, the decision 
of the I.R.S. to tax this loan forgiveness in a retroactive fashion flies in the 
face of the spirit of. if not the letter of. the constitutional prohibition against 
"ex-post facto laws."

NEA-Alaska sees the subject of this proposed legislation as an issue of 
fairness; an issue of justice. We commend your efforts to remove the taxable 
income onus from the Alaska Student Loan program.
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M E M O R A N D U M

TO: MEMBERS OF THE HOUSE HESS COMMITTEE

THE HONORABLE JOHNNY ELLIS, CHAIR 
THE HONORABLE MARK BOYER, VICE CHAIR 
THE HONORABLE PETER GOLL 
THE HONORABLE MAX GRUENBERG 
THE HONORABLE CHERI DAVIS 
THE HONORABLE WALT FURNACE

FROM: JANE MAYNARD, EXECUTIVE DIRECTOR
ALASKA COMMISSION ON POSTSECONDARY EDUCATION

RE: IMPACTS OF RESCINDING FORGIVENESS BENEFITS FOR
CALENDAR YEARS 1987, 1988 AND 1989

DATE: February 20, 1990

IF CSHB 370 MANDATED THE RESCINDING OF FORGIVENESS BENEFITS FOR 
THE 1987, 1988, AND 1989 YEARS, THE ALASKA COMMISSION ON
POSTSECONDARY EDUCATION (ACPE) WOULD CONTACT THE BORROWER TO 
DETERMINE WHETHER OR NOT THEY WANT TO RESCIND THEIR FORGIVENESS 
BENEFIT. THIS WOULD INVOLVE UP 
BORROWER, TRACKING THE PAPERWORK,
BORROWERS WHO HAVE NOT KEPT US 
ADDRESS. THE NEXT STEP WOULD BE 
BENEFITS, RECALCULATING PRINCIPAL 
TIME OF THE FIRST FORGIVENESS, MAKING THE NECCESSARY CHANGES ON 
THE COMPUTER SYSTEM TO ADJUST PRINCIPAL AND INTEREST, NOTIFYING 
THE BORROWER OF THE NEW PRINCIPAL BALANCE DUE AND NOTIFYING THE 
IRS OF THE AMOUNT OF FORGIVENESS RESCINDED. WE WOULD THEN 
TRACK RESCINDED FORGIVMESS BENEFITS UNTIL TERM DATE IN THE BILL 
OR UNTIL BORROWER RE-APPLIED FOR THE BENEFIT (WHICHEVER IS 
APPLICABLE) AND, RE- APPLY THE FORGIVENESS.

TO TWO CONTACTS WITH THE 
AND REQUIRED SKIP TRACING 
INFORMED OF THEIR CURRENT 
RESCINDING THE FORGIVENESS 
AND INTEREST DUE FROM THE

NOTIFICATION WOULD BE REQUIRED:

1. TO DETERMINE IF THE BORROWER WANTS TO RESCIND
FORGIVENESS (UP TO TWO NOTICES)

2. TO RELAY THE NEW LOAN BALANCE AND CHANGES TO
PRINCIPAL AND INTEREST

3. TO ADVISE IRS OF THE ADJUSTED FORGIVENESS BENEFITS

COST OF FORMS AMP MAILING: $ 10,750

05-ES3LH
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RECALCULATION OF PRINCIPAL AND INTEREST

RESCINDING OF FORGIVENESS BENEFITS WOULD REQUIRE RE-COMPUTATION 
OF PRINCIPAL AND INTEREST FOR EACH INDIVIDUAL LOAN.

SINCE INTEREST IS CHARGED ON A DECLINING BALANCE AND THE 
INTEREST CHARGES DECLINE AS THE PRINCIPAL DECLINES, THE 
INTEREST AMOUNT THAT WE CHARGE WILL BE GREATER xF WE REMOVE THE 
FORGIVENESS BENEFIT. EACH PAYMENT ON EACH LOAN FROM THE TIME 
OF THE FIRST FORGIVENESS WOULD HAVE TO HAVE A REMOVAL OF 
INTEREST AND PRINCIPAL AND A RE-APPLICATION OF BOTH. IN SOME 
CASES IT MAY BE POSSIBLE TO DO THIS AUTOMATICALLY, BUT MOST 
CASES WOULD BE MANUAL.

STAFFING REQUIREMENTS/DATA PROCESSING COSTS

IT WOULD BE POSSIBLE I OR SOME OF THE LOANS TO BE REWORKED 
(PRINCIPAL A N D  INTEREST RECALCULATION) BY CREATING A NEW 
COMPUTER PROGRAM. ANY LOANS, HOWEVER, THAT HAVE HAD REVISED 
SCHEDULES OR GONE INTO DEFERMENT SINCE THE TIME FORGIVENESS WAS 
DONE WOULD NOT FALL INTO THIS CATEGORY AND WOULD HAVE TO BE 
WORKED BY STAFF.

THE AMOUNT OF TIME REQUIRED TO IMPLEMENT THESE CHANGES, RESPOND 
TO CORRESPONDENCE AND TELEPHONE INQUIRIES ABOUT THESE CHANGES, 
TRACK THE NOTIFICATIONS, RESCIND FORGIVENESS AND REPROCESS 
PAYMENTS (WHETHER MANUALLY OR AUTOMATICALLY) TRACK FORGIVENESS 
ELIGIBLITY AND REAPPLY FORGIVENESS, PROCESS THE DATA 
IN THE ACCOUNTING SYSTEM AND FILM THE RECORDS ONTO MICROFICHE 
WOULD BE OUT OF THE SCOPE OF THE ABILITIES OF PRESENT STAFF. 
WITHOUT ADVERSELY IMPACTING PRESENT LOAN SERVICING 
COMMUNICATIONS AND COLLECTIONS FUNCTIONS.

ESTIMATED STAFFING REQUIREMENTS:
DATA ENTRY/DOCUMENT TRACKING 1 STAFF 32,480.00
SKIP TRACING STAFF 1 STAFF 32,480.00
ACCOUNTING TECHNICIAN 1 STAFF 32,480.00
FORGIVENESS PROCESSOR 5 STAFF 170,955.00
MICROFICHE/RECORDS PROCESSOR 1 STAFF 27,910.00

TOTAL STAFF COSTS 9 STAFF 296,335.00

SPACE AND EQUIPMENT COSTS 9 STAFF 100,600.00

TOTAL C O S T ................................................3 9 6,93 5.00

DATA PROCESSING COSTS HAVE YET TO BE DETERMINED.
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Alaska State Legislature
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Duong Session:

P.O. Box V 
Juneau, Alaska 99811 

465-2095

TO: Rep. Johnny Ellis, Chairman

FROM: Rep. Loren Lemaiy^b^/t^W

DATE: Februa?:y 21, 1990

SUBJ: Student Loans (HB370)

I urge the members of the House Health, Education and Social 
Services Committee to support taking prompt action in defense 
of Alaskan residents who have earned "forgiveness" for a 
portion of their student loan.

5,900 Alaskans and 7,743 loans were included in a recent 
decision made by the I.R.S. to levy taxes with interest on 
"forgiveness" earned during 1987, 1988 and 1989. The I.R.S. 
also plans to tax future "forgiveness" earned by Alaskans.

I propose a simple, direct statement by this Legislature that 
confirms our intention that the Alaskan Student Loan 
forgiveness provisions are grants earned by graduates who 
live and work in the state.

Although the Anchorage I.R.S. office, in a January 23 letter 
to the ACPE, said that it would still consider the 
"forgiveness" taxable even if it were called a grant, this 
opinion could be appealed. Passage of HB370 would put the 
State in a much better position.

I also propose allowing Alaskans who earned forgiveness during 
those three years to rescind and postpone the receipt of that 
grant.

We need to make a strong effort to enable these Alaskans to 
avoid paying retroactive taxes plus interest for forgiveness 
received in 1987, 1988 and 1989. According to the 1988-89 
State of Alaska Student Financial Aid Programs Annual Report 
(page 10), the amount of forgiveness is close to $15 million 
(interest not included).

I would like to be able to tell the 5,900 Alaskans who earned 
forgiveness that the Legislature took a stand in their favor.
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SUBJECT: TAXATIOfJ/'OF ALASKA STULENT LOAN.FORGIVENESS
MESSAGE:''!—FUNDED MY EDUCATION WITH THE ALASKA STUOENT LOAN. UNDER AGREEMENT 

WITH THE STATE I  AGREED TO RECEIVE HALF OF THIS LOAN AS A GRANT IF  I  REMINDED 
IN  ALASKA. I  REMAINED HERE, I  MAKE MY LOAN PAYMENTS AND AM NOW UNFAIRLY TAXED I 
FOR IT .  WHAT HAPPENED? THIS ISN 'T  FA IR! /BN
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Aii educational grant
Dear Editor:

The Alaska Commission on Postsecondary Edu­
cation recently sent out notices to Alaska Student 
Loan recipients regarding the possible taxation of 
loan forgiveness. The forgiveness portion of the 
Alaska Student Loan should more appropriately be 
considered an "Educational Grant" instead of tax­
able income. On the reverse side of the Alaska Stu­
dent Loan Application form, under special loan pro­
v is ion , Item No. 2 reads “ Up to 50 percent of the 
total loan may be considered a grant if upon com­
pletion of course of study, the loan recipient meets 
Alaska residency criteria of the loan program."

When individual Alaskans signed the promissory 
notes fo r loans received under the Alaska Student 
Loan program, each person entered into a contrac­
tual agreement with the state o f Alaska with the ir­
revocable stipulation that 50 percent of the pro­
ceeds o f each loan would be forgiven if certain con­
ditions of the loan were met, the same process as 
described in an educational grant. The state of 
Alaska, in allowing forgiveness of loan indebted­
ness, actually benefited from the forgiveness by at­
tracting newly educated students back to the state, 
but failed to inform loan recipients of possible fu­
ture tax consequences. Instead, students were ac­
tually informed that the forgiveness would be a 
grant.

Regardless o f whether each individual is insol­
vent or not, as argued by the Alaska Society of Cer­
tified Public Accountants, taxation of the Alaska 
Student Loan forgiveness for any loans obtained 
prior to tax reform is simply unjust and inappropri­
ate by the IRS. I f  taxation is going to be levied, 
then each and every person should be given the op­
portunity to evaluate the circumstances relative to 
how future taxation will affect them prior to com­
mitting to an elective program, rather than after­
wards. Many people may have elected not to re ­
quest an Alaska student loan knowing the tax con­
sequences as implied. Many students could have 
and would have sought residency as in-state stu­
dents in another state and paid less for college tuti- 
tion, resulting in the need for lesser amounts of 
funding for college.

This is but one instance that shows how current 
tax structure in the United States of America actu­
a lly  provides a deterrent for.those wanting to pur­
sue higher education, especially in light o f the fact 
that the U.S. is faced with significant shortages of 
trained professionals for the 1990s and beyond.

Thomas G. Hipsher ^  ,
Anchorage £ ,5
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Petty politics in Juneau
Y O U  W O U L D  think the le­

gislators would leam.
They complain and harp 

and cry that they work hard 
ar.G iong —  but that most 
Alaskans don’t appreciate 
them.
They whine about not un­

derstanding the reason for 
continuing complaints from 
average Alaskans that the 
lawmaking sessions last too 
long and the pay is too high.
And then they keep on 

playing the same silly games 
that turn off the people back 
home, that lower the legisla­
ture’s prestige and that gen­
erally make people think 
that politicians are just that 
—  politicians who are more 
interested in posturing and 
backbiting than they are in 
doing a job in public service.
A case in point occurred in 

Juneau a couple of days ago.
The ladies and gentlemen 

of the state House had be­
fore them a relatively sim­
ple, non-controversial mea­
sure to expand the student 
loan program to include peo­
ple attending college on a 
pan-time basis.
A good idea. Not every 

Alaskan can be a full-time 
student. Many have to work. 
Many have family obliga­
tions. Many pursue their 
academic degees over a long 
period of years.

•

A' BILL T O  make loans 
available to them —  in an 
amount of up to ̂ 0 percent of 
what a full-time student 
might obtain —  could pro- 
vido a helpful boost. It has 
Democratic sponsorship and 
surely will draw bipartisan
support.

But when it came up for 
action, it was bumped back 
to committee because a Re­
publican, Rep. Loren Leman

of Anchoiuge, proposed an 
amendment that likewise de­
serves bipartisan support.

Mr. Leman’s amendment 
would retroactively change 
the state’s foregiveness of 
portions of the student loans 
to a grant —  in hopes that 
the Internal Revenue Ser­
vice might then reverse its 
ruling that the foregiveness 
portion of the loan amounts 
to income, subject to taxa­

tion.
Yesterday, the IRS re­

jected the idea, calling the 
write-off earned income.

B U T  T H A T  is immaterial
to this discussion.

The point is that Mr. 
Leman had a good idea.

There's no reason on 
earth why his amendment 
should not be an appropriate 
amendment to this worth­
while bill.

Except one.
The Democrats —  or 

some of them, anyway —  
don't want a Republican to 
be able to take crinlit for a 
good piece of legislation, or 
a part of a good piece of leg­
islation, to be more precise.

H o w  foolish and how

petty.
But it’s the kind of clap­

trap that happens over and 
over and over again in the le­
gislature —  as the lawmak­
ers fritter away hours and 
days with little regard to the 
huge cost involved in kivp- 
ing them in Juneau.

And with little real d *. 
gard. too. to what reai tmn 
such monkey business 
causes among the voter,.

It's no womier that legtsla- 
tors, in the minds of many, 
an* held in low esteem. And 
they’re so tx-fogged in Jun­
eau they never seem to see 
why.
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The Honorable Loren Leman 
3111 C St, Suite 425 
Anchorage, Alaska 99503

Dear Loren:

Thank you for contacting me about about the decision made by 
the IRS to tax the debt forgiveness many Alaskans have received 
through the Alaska student loan program.

I commend you on your efforts to address this Issue In the 
State Legislature by modifying the state's student loan program. 
As you know, I am working with Senator Stevens and Congressman 
Young to enact legislation which would provide for a.i exclusion 
from gross income for the amount forgiven under the program. The 
bill was originally introduced in the House by Congressman Young.

The congressional delegation will continue to press for a 
solution to this issue on the federal level. Please feel free to 
keep me advised of your progress on the issue in the Legislature.

With warm regards,

Sn . c e r e l y ,

'ra*C±
Murkowski 

States Senator
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TAX ON STUDENT LOAN FORGIVENESS STILL N  UMBO
At the October meeting, CART An 3  passed a resolution objecting to the recent R S  rufing to tax A laskans on 

the forgiven portion of their student loans. Letters were subsequently w rflen  in part as foflows to Senators 
Murkowski and Stevens and Congressman Young:

The Central Alaska Retired Teachers Association has gone on record as objectmg to the Internal Revenue 
Service ruling that forgiveness of student loans is to be treated as income Teachers know that education 
can be expensive and the loan forgiveness gives beneficiaries an opportunity to reestablish themselves m 
Alaska. To make this retroactive ruling alter years of different treatment is totally unfair to the individuals 
targeted This forgiveness for returning (0  Alaska was regarded by everyone as a kmd of scholarship that 
was awarded alter rather than before the college work was completed.

The following reply dated December 7,1989, has come from Senator Murkowski
Thank you for contacting me about the decision made by the IRS to tax the debt forgiveness received through 

the Alaska student loan program I share your concerns about the unfairness of this change. Recently I cospon­
sored a bill introduced by Senator Stevens which would provde for an exclusion from gross mcome for the 
amount forgiven under the program The bill was originally introduced m the House by Congressman Young 

Be assured I intend to work with Senator Stevens and Congressman Young to ensure that this legislation ts 
enacted as q<nckly as possible.

Sincerely,
s/Frank M Murkovski 
United States Senator

The appropriate initial steps have been taken, bul continued watchfulness is n  order te lle rs  lo our 
Congressional delegalion from concerned individuals would undoubtedly be helpful
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L o a n  R e p a y m e n ts T h e  student loan  p rog ram  is based upon a revo lv ing  fund with the 
students' loan  repaym ents being rc -u tilizcd  fo r  fu tu re  student loans. 
Since 1971*72 (ac tua lly  1974-75 , since there  w e re  no  repaym ents 
rece ived the first few  yea rs ), A laskans have rep a id  c lose to  S i 20 
m illion  o n  the ir educationa l loans. As can be seen in F igu re 8 , these 
repaym ents a rc  rap id ly  increasing each year. A lso  p resen ted in 
F igu re 8  is a rep resen ta tion  o f  the forg iveness h isto ry  o f  the student 
lo an  p rog ram . Students w ho received loans b e fo re  1987*88 and 
reside in A laska  a fte r com p le tion  o f  the ir cou rse o f  study a rc  e lig ib le  
to  have up  to 5 0  percent o f  the ir loan s fo rg iven . Beg inn ing w ith the 
firs t such forgiveness in 1974*75. the to ta l am oun t o f  loan  funds 
(in c lud ing  in te rest) which the S ta te  o f  A la ska  has fo rg iven  has 
g en e ra lly  shown large annua l increases, w ith the exception  o f  1979- 
8 0  when forg iveness benefits tem po ra rily  leve led . S ince the incep­
tion  o f  the p rog ram , a lm ost 10 ,000 A laskans have rece ived pa rtia l 
fo rg iveness o f  the ir student loans. Increases a rc  p ro jec ted  to  c on ­
tinue o v e r the next few  years as la rg e r num bers o f  students com p le te  
the ir educa tiona l p rog ram s. 1 low cvc r, lo an  fo rg iveness p rovisions 
w ere rep ea led  beginning with 1987-88 loans, so these to ta ls  w ill begin 
to  dec line over time and  w ill e ven tu a lly  be non-ex isten t.

Figure H
Forgiveness Benefits and Collection Receipts

KYiW FYSI FYH2 R K 1  FYS4 FYH5 FVW» FYR7 FYW F Y »
■  Foiftvcncu □ Collection
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AUSKA COMMISSION ON POSTSICONDAKY IDUCATION " o b o x f p

JUNEAU. ALASKA 9M11-CS9Q 
P H O N E  (907) 4AS }»S4

M E M O R A N D U M

TO: Meabers of the Alaska Coonission on Postsecondary 
Education

Mr. John Havelock, Chair 
Ms. Patricia Abney 
Ms. Alice Bosshard 
Ms. Ruth Burnett 
Mr. John Chcnowoth 
Dr. Patricia Clark 
Dr. April Crosby

Mr. Donald Eller
Senator Paul Fischer
Ms. Karen Fultz
Mr. Paul Harris
Mr. Mark Helacrlcks
Representative Niilo Koponen
Ms. Bettyc Soith

FROM:

SUBJECT:

DATE:

Jane Byers Maynard, Executive Director tM li/ 
Alaska Coaaission on Postsocondary Education

Internal Revenue Service Request Regarding Alaska 
Student Loan Forgiveness Recipients

October 12, 1989

As you say be aware, the IRS has requested inforaation froa th( 
Alaska Coaaission on Postsecondary Education concerning 1987 a m  
1988 Alaska Student Loan forgiveness reclDlcnta "for r* 1

loacission on rostsccondary Education concernl 
1988 Alaska Student Loan forgiveness recipients 
adalnlstration purposes." The inforaation requested was public
inforaation subject to release at the rcquust of the IRS.

Following the release of this inforaation on Septcober 26, 1989, wc 
sent a courtesy lector dated October 3, 1989 to the forgiveness
recipients to advise thea chat Inforaation had been given to the 
IRS and to provide an IRS contact nuabcr In the event of questions.

Understandably, this aatter is of concern to a nuabcr of loan 
borrowers. In order to explain the soquencc of events which led to 
the IRS rcquost, the following inforaation Is provided for your use 
In responding to questions on this aatter.

The .oaaisslon and the Alaska Student Loan Corporation have never 
received a ruling or correspondence froa the IRS regarding the tax 
status of the forgiven portion of loans. To dace, the Coaaission 
has only received an August 1989 request and a Soptcabor 1989 
clan f i c a t l o n  froa the IRS for inforaation concerning 1987 and 1988 
rorglveness recipients. Froa press reports, it appears chat the 
»RS c o o k  che action as part of an overall review o f  the c a x  status 
of Alaska Generic prograss.
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The daca requested included the borrower's none, current address, 
social security number, and amount of forgiveness benefit 
received. The information provided to the IRS covered 7,743 loans 
and approximately 5,900 borrowers (since some had multiple loans) 
and $10.6 million in forgiveness over the two-year period. It has 
since come to our attention chat the IRS operates under a 
three-year statute of limitations chat precluded requests regarding 
forgiveness benefits received prior to 1987.

Prior to this event, our agency was directed on two occasions, in 
1983 and 1986, by cho Office of the Attorney General to avoid
providing federal tax advice to loan recipients. Staff was advised 
instead to direct individual inquiries to the IRS.

In November 1988, Commission staff asked Price Waterhouse officials 
whether information return (Form 1099) reporting requirements 
applied to the forgiven portion of student loans. An Informal
opinion from IRS representatives cold Price Waterhouse chat 
forgiveness of loans does not constitute a "payment" although it 
may bo income to the student, and therefore, there is no
information reporting requirement on the part of the State. This
was reported to the Alaska Student Loan Corporation.

No further action was taken on this matter until chc 1989 request 
for information was received from the IRS. As a result of that
request, wo arc now advising borrowers on both the forgiveness
application and the forgiveness statement of the following:

REMINDER: The amount of your loan reduction under the
forgiveness provisions of chc Alaska Student Loan Program may 
be includable as gross income for tax purposes. Wc recommend
you provide this information to your tax return preparer, or
consult with a tax accountant prior to completing the return 
yourself.

We continue to bo advised by cho Office of chc Attorney General to 
not give direct tax advice to individuals or cake further action 
prior to a more formal determination of IRS action in this natter. 
Callurs are being given the following toll-free number to contact 
che IRS for further information: I-800-424-1040. In additi n, wc
are working with Alaska's Congressional delegation in thcii review 
of thla matter.

You will be advised of any further developments as they occur.
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A U U f M  COMMISSION ON POSTSlCONllASI

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

P.O BOX FP
JUNEAU. ALASKA 99911-0599 
PHONE: (907) 465-2954

January 26, 1990

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

Dear Senator Stevens:

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

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

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

To take this a step further, when the same student has resided 
in the State an additional year and applies for a second 10% of 
loan forqiveness, the ninth year of loan repayment is forgiven, 
and so on up to five years of forgiveness eligibility.

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

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

Sincerely,

cc: The Honorable Pat Rodey
Alaska State Senate

The Honorable Loren Leman 
Alaska House of Representatives

Frank Baxter, Commissioner 
Department of Administration

John Havelock, Chair
Alaska Commission on Postsecondary Education

Kristen Bomengen, Assistant Attorney General 
Alaska Department of Law
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Jan© Byara Maynard 
Exacutive Officer 
Alaska Student Loan Corporation 
P.O. Box FP
Juneau, Alaska 99811-0599

Re: Senate Bill No. 350

Dear Jana:

At your reqaeoc, I have reviewed SB 350 aa introducod 
on January 8, 1990. The bill ia a legislative reaponse to the 
well publicized determination by the Internal Revenue Service 
to tax, «■ imputed income to the student loan borrower, the 
"forgiven” amount of that borrower's loan. Under AS 14.43, as 
its provisions read before 1987, a borrower who remained! in 
Alaska following graduation was entitled to reimbursement from 
the State for a portion of the amounts repaid on the borrower's 
student loan. Although the statute referred to reimbursement 
from the State, in practice the borrower was simply not 
required to make the payments that ware to be reimbursed by the 
State. It is the amount of the payments that the borrower was 
not required to repay that the Internal Revenue Service has now 
determined to be taxable income.

The approach taken by SB 350 is to recast these 
pre-1987 loans as part loan and part grant. The theory is that 
an amount received as a grant is not taxable income. To the 
extent that the borrower does not or did not quali y for 
forgiveness under the previous program, SB 350 would requiro 
that the grant portion of the financial assistance be converted 
over to a loan with interest accruing thereon from the date the 
grant waB made.

I have a number of questions and comments about this 
bill which are set forth in the following paragraphs. Some of 
thooe qu< 'tions and comments directly relate to the bill's 
impact on the Corporation'a bonds and bonding ability. Othors 
are general -quectionn an.-: .■w.̂ mer.tc which may only indirectly 
relate to bonds and bonding.
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Alaska Student Loan Corporation 
January 19, 1990 
Page 2

1. Will it work? My initial reaction to SB 350 io 
that it seems unlikely that the Service would accept a 
recharacterization of the affected loans euch as proposed by 
the bill. Having made loans to borrowers under specific terms 
that were agreed to in writing by the borrowers, I would expect 
the Service to conclude that the loans are loans regardless of 
what you call them. A cat is still a cat no matter how many 
times you call it a cow. The real point of this comment is 
that, before going to the effort of passing legislation and 
committing the Corporation and the other entities affected by 
this legislation to an expensive and laborious effort to: revise 
these loans, there should be a high level of comfort that the 
bill will produce the desired effect with the Service. Has a 
tax lawyer been consulted? Has there been any formal or: 
informal approach to the Service for guidance?

2. 14 it counterproductive? Under the bill, an 
outstanding loan would be terminated and replaced, at the 
requeet of the borrower, with new financial assistance in the 
form of a lorn and a grant. The new loan and grant would "for 
the same amount as the loan being replaced" (see Section 7(c) 
of the bill. I have difficulty understanding this language, 
but more on that subject in paragraph 5 below). I wonder 
whether the Service would consider that the termination of the 
outstanding loan is itself a taxable event to the borrower at 
least to the extent that it is being replaced by a grant. This 
is perhaps only a variation on the question preaonted in 
paragraph one, but it could result in the borrower being,placed 
in a worse position as to income taxation that the borrower 
would have been in under the existing provisions. Under the 
existing provisions, the borrower would be taxed only as end to 
the extent that a portion of the borrower's loan in a given 
year was forgiven. If the Service takes the view that the 
termination of the outstanding loan (at least to the extent of 
its replacement by a grant) consititutes a forgiveness of that 
loan that is a taxable event, then the borrower could be liable 
for taxes on the entire amount of the loan so forgiven.

Again, the point here is the same as in paragraph 
one; i.e., thero needs to be a careful tax analysis of tho 
impact of this bill -- preferably including an approach to the 
Service —  before the Stato commits itself to this proposal.

3. Section 7(d)(3). Under Section 7(d)(3) of the 
bill, the Corporation and other entities are directed to advise 
borrowers as to "how their federal tax obligation may be 
affected" by the proposed form of financial assistance. Before 
the Corporation or any other entity undertakes this task, I 
would reiterate and stress that there needs to bo a careful tax 
analysis bl ~t7Te proposal which preferably tr.cluJsc seeking 
guidance from the Service.

A1912*2
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Page 3

4. Section 7(a) and (b). My first comment with 
respect to these two subsections la simply to state my 
underotanding that they limit the applicability of SB 350 to 
loans that were made beforo July 1, 19B7. In other words, 
there is no prospective effect of this bill, and the current 
lending program is not being replaced by either the old 
forgiveness program or the bill's grant program. I think it 
would be helpful to have that oxplicitly stated in Section 7.

My second comment as to these subsections is that I 
do not understand the reason for having two subsections which 
say virtually the same thing. Subsection (a) says do not 
provide financial assistance unless certain circumstances 
exist. Subsection (b) says do provide financial assistance if 
those same circumstances exist (except that (b) does add one 
new circumstance which must also exist). I just do not see the 
point of having both of these subsections, and I wonder whether 
I am missing something.

5. Section 7(c). Section 7(c) of the bill states 
that the amount of financial assistance to be given a borrower 
"must be for the same amount as the loan being replaced". Does 
this refar to the outstanding principal balance of the loan 
being replaced at the time it is replaced? Or, does it refor 
to the original principal amount of the loan? If it is the 
former, then will the grant provisions of sec. 14.43.118(a) and 
(b) result in a grant amount egual to what would have boon 
forgiven? It does not appear so. On the other hand, if the 
amount of the financial assistance is to equal the original 
principal amount of the loan, then the borrower may be 
undertaking a larger loan than tho borrower then has 
outstanding. If there has previously been amounts of the 
borrower’s outstanding loan forgiven under the existing 
program, will this result in the borrower benefittir.g from 
greater forgiveness than would have been originally the case? 
And if, as intimatod in paragraphs one and two above, this

- forgiveness amount (whother cast in terms of a forgiven loan or 
in terms of a grant) constitutes taxable income, might tho 
borrower's tax burden theroby be increased? Regardless of 
whether the borrower has received any forgiveness, if the 
borrower* has paid off a portion of the borrower's loan and now 
receives a loan and grant equal to the original amount 
borrowed, is the borrower to recoive any credit for the amount 
paid off under the previous loan? Finally, with rogard to this 
subsection, what is the meaning of the diroction to the 
financial aid committee to "make the financial assistance 
retroactive to the dnto of the lean being roplaced"?

6. Would implomentatlon of this legislation impair 
contract* "gt'th bondholders? The loano tii«c would be affccroc 
by this legislation have been pledged an nocurity for the

A1912G2
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outstanding bonds of the Corporation. The terms of those loans 
have been described in detail in the Official Statements:
prepared in connection with the sale of those bonds. It; must
be assumed that holders of the Corporation's bonds relied on 
those descriptions in making their determinations to buy the 
bonds.

i

In my letter to Dr. Ron Phipps dated April 18, 1989,
I discussed the constitutional inhibition against State action 
which impairs the obligations of contracts. That letter: was 
written with respect to proposed legislation which would! have 
retroactively modified the terms of certain student loans that 
had been pledged as security for the Corporation's bonds. The 
legislation discussed in that letter would have applied
forgiveness provisions to loans that were made without any such
provisions. My conclusion was that such a modification would 
have violated the constitutional inhibition.

It is difficult to analyze SB 350 under this 
constitutional issue without first obtaining clarification with 
respect to the questions asked in paragraph 5 above. However, 
based upon my general understanding of the bill, I believe it 
would not pass constitutional scrutiny.

The program suggested by the bill would take loans 
that might be forgiven in part to loans and grants that might 
become loans in part. The intent is that the amount of the 
existing loans that would be forgiven would equal the amount of 
the grants that would remain grants. Even if it actually 
worked out in accordance with that intent (which, again, 
cannot be determined without knowing the answers to tho 
questions presented in this letter), there would nevertheless 
be a distinct change in the security for the bonds. At one 
moment, the bondholders would be secured by loans which might 
be forgiven at a time in tho future. The next moment, the 
bondholders would be secured by a lesser amount of loans with a 

-possibility that there might be more loans created in the 
future by virtue of conversion of the grants. The two are not 
the same.

What happens if the borrower goes into default? Is 
the Trustee, acting on behalf of the bondholders, in the same 
position with respect to enforcing payment of amounts that 
might become duo if the grant ever becomes a loan as the 
Trustee would be in in attempting to enforce payment of a lean 
that might at some timo be forgiven? What happens if the 
borrower goes into bankruptcy? Is the Trustoa, as one of the 
bankrupt's creditors, In the same position with respect to a 
loan and a grant that might become a loan at some time in the 
future atr-the Trustee 'culd be in with reapoct to a larger Loan 
that might at some time in the future be forgiven? What

A191262
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position is the Trustee or the Corporation in with respect to
determining whether any portion of the grant ia to be converted
to a loan? Must either of them tako affirmative steps to traco
every borrower to determine where the borrower is living and 
how long the borrower has lived there? Upon whom ia the burden 
of producing evidence to show that the grant should or should 
not become a loan?

I
I

Sec. 14.43.118(c) of the bill states that interest on 
a grant that has been converted to a loan begins on the date 
the grant was made. Therefore, interest will accrue for a 
period of time until it is determined how much of the grant 
will be converted to a .loan. How will this accrued interest be 
paid? In a lump Bum or over time? Will the accrued Interest 
compound until it is actually paid? And does the payment of 
this accrued interest at some time in the future put the 
Trustee and the Corporation in the same position ao if interest 
on the whole loan had been paid on a regularly scheduled basis 
and in due course? What happens if the borrower leaves the 
State and returns periodically within the first six years after 
the borrower completes his or her course of study? Must the 
Corporation and Trustee wait the full six years before being 
able to determine how much of the grant will become a loan?

I
These are genuine questions. I just do not know what 

the answers are or what the intent ia. It seems to me that the 
answers may lead to the conclusion that the loans and grants 
which would be offered under the terms of SB 350 as substitute 
oollateral to replace the oxisting loans are significantly 
different.

7. Will this have an impact on the Corporation's 
ability to issue bonds in the future? There could be an impact 
for one of two reasons. If there ia any diminution of revenues 
to the Corporation, it will directly affect the Corporation's 
ability to meet the coverage tears set forth in its indenture 
for the outstanding bonds and, therefore, will limit tho 
Corporation's ability to issue bonds. It appears that the 
effect of the bill on tho Corporation’s revenues would be 
negligible, although it is not possible to determine this with 
certainty until the questions asked in the preceding paragraphs 
are answered. If the effect on the Corporation's revenues were 
more than negligible, then the bill would probably bo 
unconstitutional under the impairment of contracts clause 
referred to in paragraph 6 .

The second roason chat the bill might affect the 
Corporation's ability to issue bond 3 would be marketplace 
concerns. Even if the bill does noc violate the impairment of 
contracts-c-lauoo of the constitution, perception that the 
State has unilatorally "changed the deal" with respect to

A191262
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Alaska Student Loan Corporation
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outstanding bonds could have an adverse impact on potential 
buyers of bonds to be issued in the future. This ia not my 
area of expertise, and I would suggest contacting the 
Corporation's financial advisor for a reaction to this concern.

111606 are my reactions to the bill. I hope
that they are helpful to you. I am certainly happy to discueo 
this with you at any time.

Very truly yours,

Kenneth E. Vassar

A191262
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D ate : January 23, 1990

Kristen B. Bomengen 
Assistant Attorney General 
State of Alaska, Department of Law 
P. O. Box K

i Juneau, Alaska 99811

Re: Your letter of January A, 1990 

Dear Mrs. Bomengen:

When the State of Alaska forgives a portion of a student loan, the amount 
forgiven is a taxable event to the borrower. The debt forgiven is subject 
to tax in accordance with section 108 of the Internal Revenue Code.

A review of your letter and the copy of the Alaskan Statutes that you sent to 
me did not change that result. I discussed your letter with our attorneys 
and they agree with that conclusion.

The Alaskan legislature set up a revolving loan fund, in order to loan money 
to Alaskans so that they could actend college. The loans are subject to 
repayment upon termination of studies, over a period of six years. Upon the 
Alaskan meeting certain conditions, a portion of the loan may be forgiven, if 
application is made to the State of Alaska by the student. If no application 
is made, the full loan is subject to repayment.

The statute says that a portion of the loan shall be considered a "grant" 
based upon residency. This is the amount chat is forgiven, but the statute 
uses the word grant rather than calling it a loan forgiveness.

The question revolves around the difference between a scholarship (or grant) 
and a loon.

A scholarship or grant is an amount given to a stude.it without any strings 
attached to it concerning repayment. It is an outright gift to a student. 
This type of scholarship is covered by I.R.C. section 117. No repayment is 
involved as no debt was ever created.

1 - *U4. / •
1 rpX’Jj fuMt T,' tUit-



-2

V

Kristen B. Bomengen

The Alaskan program is an outright loan program. Repayment is required. The 
original intent was to have the money revolve in the fund so.that it could be 
loaned to another student. This money has always been considered a loan 
subject to repayment-based upon the terms of a note signed at the time a loan 
is granted. The borrower knows that it is subject to repayment, and if not 
paid, the loan is subject to enforced collection.

As a loan, its' forgiveness is subject to I.R.C. section 108.

Sincerely yours,

Robert A. Jackson 
Technical coordinator



/ ■' la y ou t la dabnniaiiii whether entity meets reit quill*
fi ficatloRs. Any amount included in grout income by 

reason of the discharge o f indebtedness shall not be 
taken into account for purposes o f paragraphs (2) and 
(3 ) o f section 856(c). •
(10) Indebtedness satisfied by corporation's stock.
"(A ) In general. For purposes of determining income 
.o f • debtor from discharge o f indebtedness, i f  a 
debtor corporation transfers stock to a creditor in 
satisfaction of its indebtedness, such corporation 

. shall be treated as having satisfied the indebtedness 
with an amount of money equal to the fair market 
value o f the stock.
(B) Exception for title 11 cases and insolvent debt­
ors. SubparagTaph (A) shall not apply in the case of 
a debtor in a title 11 case or to the extent the debtor 
it insolvent. . "

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

(A ) the United States, or an instrumentality or 
agency thereof,
(S3) a State, territory, or possession of the United 
States, or the District of Columbia, or any political 
subdivision thereof, or
(C) a public benefit corporation—
(i) which is exempt from taxation under section 
301(c)(3),
(ii) which has assumed control over a State, 
county, or municipal hospital, and __
(iii) whose employees have been deemed to be 
public employees under State law, or

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

(g) Special rules for discharge o f qualified farm indebted, 
new.

(1) Discharge must be by qualified person.
(A) In general. Subparagraph (C) of subsection (a)(1) 
shall apply only it the discharge is by a qualified 
person.

• (B) Qualified person. For purposes of subparagraph 
(A), (he term "qualified person" haa the meaning 
given to such term by section <6(c)(8XD)(iv); except 
that such term shall include any Federal. State, or 
local government or agency or instrumentality 
thereof.

(2) Qualified farm Indebtedness. Fof purposes of this 
section, indebtedness of a taxpayer shall be Heated as 
qualified farm indebtedness if
(A) such indebtedness was incurred directly in con­
nection with the operation by the taxpayer of the 
trade or busmen of forming, and

>• (B ) 30 percent or more o f the aggregate grots re­
ceipts o f the taxpayer for the 3 taxable year* preced­
ing the taxable year in which the discharge of such 
indebtedness occurs is attributable to the trade or 
business o f farming.

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

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

(!) the adjusted tax attributes o f the taxpayer, and
(11) the aggregate adjusted bases o f qualified prop, 
erty held by the taxpayer as o f the beginning of 
the taxable year following the taxable year in which the discharge occurs.

(B ) Adjusted tax attributes. For purposes o f subpara­
graph (A), the ter. "adjusted tax attributes" means 
the sum o f the tax attributes described in subpara- 
graphs (A), (B), (C), and (E) o f subsection (bX2);. 
determined by taking into account $3 for each S l o f;^™  
the attributes described in subparagraphs (B ) and (EJ ' %  
o f subsection (bX2). •
(C) Qualified property. For purposes o f this para-7"’ 
graph, the tenn "qualified property" means any " ~ 
property which is used or is held for use in a trade" 
or business or for the production o f income. ^
(D ) Coordination with insolvency exclusion. Fo r 
purposes o f this paragraph, the adjusted basis of any 
qualified property and the amount o f the adjusted 
tax attributes shall be determined after any reduction 
under subsection (b) by reason o f amounts excluded 
from gross income under subsection («XQ(B).

L
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i t  f t ,  ? .L  1 CO-647, See. H W iX U  ddtnd “or” it  lb* tod or 
« bpere. (tXIXA). »ub«timied ", or-  for the period it tht esd 
ef subpvx (iXJXB) *nd uddod w bpvt. (tX iXQ . . . Sac. 
IOOi(iX2X tmendod pvt. (tX 2). . . Seo. KXXiXJXA). tub- 
Itltoitd "»ubp.np«pb (A), (BX or <Q" for "»ubpvt|raph (A) 
or (BY’  In pvt. f t X l ) . . . Sec. lOWtXJXB) deleted "in ml. 
>1 o h  or Insolvency** tfler "tUnbuiet'* in »K« btadlng ot 
robeec. ( b ) . . . See. iOWftX*). tmendod uibwc. ( » ) . . .  See. 
tOO-KiXOXA). rubetituted "lubucuoM (»), (b) and (g)”  for 
"tobeectiont (i)  tnd ft)" la p .m . (d>'6) tnd (7) . . . Sec. 
IOO*<iX6XBX wbeiituted "lubMdtioni (•), ft), tnd (g)** for 
"lubeccuoni («). ft), tnd («)" In the heading of lubeee. ( d ) . . . 
Sec. IOOq«X6XC). ttibttituted "lubeecuoni (»). ft), tnd (j)~ 
for “ iubMcuoni (•) tnd (b)” , in th. boding, of ptrt (dXi) 
tnd tubpira. (dXTXAV ttTectivt for ixx. yn. begin. tftrr 12/ 
Jl/M .
Prior lo tmeodrocnt, pv t. (iX2) raid U follow.:

"(2) Coordination of neluttont. Subperigrtph (B) of peri-

rnph (I) thill not tpply 10 » ditchtrri which occun m t till*
I e to ."

Prior to amendment. rubeec. (g) rod  u  follow  
" (t) Sptcu) rvlee for ddchergr o f qv iltM  fu n  /ndebtednaa oftolrm t ftnntn.

“(1) tn general For purpoeot of (hit kcivon tnd tection 
1017, tht duchvge by t qualiAtd pcnon of quill/led ftrm 
indebtcdneu of t  Ur payer who n not mtoivtnt it tb« time of 
iht ditchtrge shall be truitd In tht time manner u  if th« 
ducherge hid occurred when iht ua payer wat uuolvtnt.

**0) QvalUUd firm indebledoen. Pot porpoeet of tbia wb- 
KCtvon. vndebtidnm of t uxpeyer ihtU be licattd u  qutlided 
ftrm ipdebtednou if—

"(A) vuch indebted r>»i wat inclin'd directly In connection 
with the operation by (he lupaytr of iht trade or bauneet of 
/inning, uid

"(B) JO percent or more of Iht tvtngt tnnuil grow raceiptt 
of the U tptyv for the J Ltuble year, preceding the teteble 
yttr in which the ditchtrgt of toch indrblednoi ooeurt tt 
ttinbouble io (he trade or butmew of firming.

t i )  Qvtlilled parson. For purpow* of thi* uibwctton, (he 
trrm "qualified peraon" meant t pveoo deeenbed in ncuon 
edfoXIXDXiv)."
(■ td . P.L. 97-JM. Soe. lOCftXJ). mbelilutwt “ 33V* oeau" for 
'JO tenn" in tubpart. ftXJXC). edecavo for tie. yn. begin, 
tfter I2/JI/I4.
— P.U W-JI4. S«0- 2J3(dXJXO). tmendttl lubptra. ftXJXBh 
eftben-e for u t. in  tegm. thir l l / JI / IJ  Prior io tmend- 
mint, lubptrt ftXlXB) rwd u  fo llow

- Ijg,'
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STEVE COW PER, GOVERNOR
REPLY TO:

□ 1031 IV 4th AVENUE SUITE 200 
ANCHORAGE. ALASM 99501-1994 
PHONE: (90T) 276-3550 
FAX: (907) 276-3697

□ 1st NATIONAL CENTER 
100 CUSHMAN ST. SUITE 400 
FAIRBANKS. ALASKA 99701-4679 
PHONE: (907) 452-1563 
F/X : (907) 456-1317

f i  P.O. BOX K-STATE CAPIIOL 
JUNEAU. ALASKA 99311-0300 
PHONE: (907) 465-3600 
FAX: (907) 463-5295

465-3603

Robert Jackson 
Internal Revenue Service 
P.O. Box 101500 
Anchorage, Alaska 99510

Re: Taxation of state-paid portion
of student loans

Dear Mr. Jackson:

I have enclosed copies of some of the legislative 
background that surfaced when I researched the development of 
Alaska's Scholarship Loan Program. As we discussed briefly about 
a week a g o , it appears that the program was developed as an 
educational grant program, with grant benefits extended only to 
those who qualified by returning to the state after receiving a 
d e g r e e .

By w a y  of brief summary, the state, at that time, was 
interested in encouraging people to remain in or return to the 
state tc avert a "brain drain" that could be an indirect 
consequence of making an education more accessible to Alaskans 
tfirough the scholarship loan program. The 1981 statutory change 
did not affect and was not intended to address the "grant" aspect 
of the program. It also appears unlikely the change would have 
been acceptable to the legislature had it been thought that 
returning students would face increased expenses by incurring tax 
liability during the early years after graduation.

As you can see from the enclosed documents, the 
original statutory language specifically stated that the 
forgiveness "portion of a loan shall be considered a grant" to 
the recipient or grantee who returns to the state. Because loans 
were only available to pay for specific school-related expenses,

OFFICE OF THE ATTORNEY GENERAL

January 4, 1990

DEPARTM ENT  OF LAW

03-C 5 L H



Robert Jackson 
Internal Revenue Service 
Our file: 663-89-0403

January 4, 1990
Page 2

and were not available for other purposes, these funds appear to 
fall within the requirements for educational or scholarship 
grants as set out in 26 U.S.C. 117(b).

In 1981, the statute underwent a number of other 
changes that included the addition of another 10 percent 
"f jrgiveness" benefit so that up to 50 percent of the original 
loan amount would be eligible for payment by the state if the 
recipient returned to the state after receiving an education. 
The letter of intent that was accepted by both legislative 
bodies, and published in the legislative journals, demonstrates 
that the concern of the legislature at the time was with reducing 
immediate costs for returning students so that they would not be 
burdened with high debts during the early years after graduation. 
(It should be noted that the practice of reimbursement that was 
endorsed in this letter was in effect for less than a year when 
it became apparent that it would not be a workable system. An 
administrative determination was made at that time, with the 
concurrence of legislative committee members, to stop sending 
checks to loan recipients while they still owed a considerable 
debt to the state.)

The statutory language that clearly designated that 
this state benefit program was intended to be a grant has been 
buried from view for many years. The most recent statutory 
provision addressing this benefit was repealed in 1987 and no 
longer appears in current Alaska statutes. Because it was 
repealed, students who obtained loans after the 1986-87 school 
year do not qualify for this state benefit.

The State of Alaska has a unique loan program and is 
beset by some unique problems. Among these problems r e limited 
educational opportunities within the state, and a relatively high 
cost of living for students who may wish to return to the state 
after graduation. The loan program was intended to have the 
effect of reducing the costs to these students and providing an 
incentive for returning to the state shortly after graduation by 
designating a portion of the loan to be a grant upon return to 
the state.

There is good reason to consider, in light of the 
original statutory language, whether this state benefit may be 
more appropriately treated as an educational grant, as addressed 
in 26 U.S.C. 117, rather than a discharge of indebtedness under 
26 U.S.C. 108.



Robert Jackson January 4. 1990
Internal Revenue Service p.», 7
Our file: 663-89-0403 g

Please let me know if you have any questions or 
comments in light of this information about the original intent 
ot the Scholarship Loan Program. I will be interested in hearine 
your thoughts about this matter.

Sincerely yours,

DOUGLAS B. BAILY 
ATTORNEY GENERAL

B y :

Kristen F. Bomengen 
Assistant Attorney General

K F B :jh 

Enclosure

cc: Jerry Leonard, District Counsel
Internal Revenue Service

iJrffie Byers Maynard, Executive Director 
Alaska Commission on Postsecondary Education
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SPECIAL COWITTEE REPORTS

TREE CCMFEXXNCE COCflTTtE REPORT

Jun* 2 0 . 1911

SB 120

Mr. PraaldtnC: 
Mr. Speaker:

Jun* If. 1}|t

7h* free Conference Cocnltte* conalderlng C3 FOR S C U T E  BILL 
NO. 120 (NESS) (aswidtng tht undergraduate tnd graduate 
acholarahtp loan prograa- data) and HOV't CS FOR CS FOR
S C U T E  Rill NO. ijQfflH) f»fd fid) (relating to und«r*raau*tt 
ana graauat« ecnoiaramp .oantj rtcoastnda m a c  FREE CONFERENCE 
CS rOR SENATE BILE HO. 120 (relating CO undtrgraduac* and 
graduac* acholarahtp ioana; tit. dact) t* adopttd with a 
latter o i Inttnc.

Saoaca settber* atgntng cha rtpoici Senator 5turgul»vi«t, 
C h a t m a n  and Sanatort Stlaton and f a n .  Mouaa : * s s « n  iigning 
cti* report; Repr*tentative Cuddy, Qulrsan and leprne-ira- 
tlvaa Hurlbart and Buchholdc.

latter of Intent on Free Conference CS for Senat* Bill Ho. 
120 follovt:

FCC5 SB 120 asende th* Student loan Prograa by incraaama 
cb« oat trust aaount wnteh can be borrowed and the nuabar of 
year* in which cb* loana say he paid. It tncraaaet the 
incentive for etudant* to raaain in cn« State after graouacieo 
(to that tba Scat# say profit by ita invtataent) by increasing 
cat loan forgivanaaa froa 40 percent to }0 percent.

It la th* intent of tn* Coasittee that the .oan forglveneit 
sot wait until tha end of th* repayment eyela. a* la currently 
th* practice, sine* ecudanca cannot perceive cheee beneflti 
during the f i n e  eeveral year a. For th* loan ; > r g l « r « u  
to ba truly affactiv*. benefits abould b« raalizad aa t'tr 
Art *am*d.

It la tha intant of tha Cooaitte* chat forgivanaaa benefit! 
ba provided to cha borrcwar tn tha fora of annual refund* ai 
eligibility la eacablithrd. Under thla policy the borrower 
re n aming in th* Scat* will gat to p«rcant loan forgivaaaia 
at tn* *nu of *ach incresental period.

The eoov* loan forgtvenaet policy can be handled by idoiniitr** 
tive action and no legialation la requited.

Praaidant kerttul* etatad the abov* free Conference Cu*»tti*« 
Report would 6* held on the Secretary'* dee* on* legislative 
day.

ju n *  2 0 . «»»>
SCHATC JOURNAL
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* ITROOUCTICII ANO REFERENCE Or SENATE RE

y«-ii
SENATE JOINT RESOLUTION NO. S) by Senator Ferg

Requesting th* tlacionai Park Service 
to laprov* an old mining road throug 
th* north addition to 0*nall Nationa 
Park and Preierva and to attend th* 
road to tha McRinlay Park Road at 
Vandtr LatcKantlahna,

wae raai th* flret n o t  and raftrred to m *

CoBBltt**.

introduction and reference or senate

ks-622
5ENA7E BILL NO. BOS by Senator* Rally and Cl

“An Act H a l t i n g  municipal tat** on 
perioral property, and providing isr 
an afftctiv* data."

waa rtad tha flrtt tin* and referred to th. 
Regional Affair* Coonittt* and th* Flnanc* Cc*

CONSIDERATION OP THE C O E N C A R  

HOUSE BILLS IN SECOND R U S I N C

HB *)»

«  rc» n w s t  b i l l  -•?. ?» ; h ;s s ) *■ s Unit**,
for nealti fac i n c i e a  ana nsapica.a) whita 
trom Jun* if w.th aaannaat No. « aovea * 
aafor* tn* S*nat* at tnta tint.

Fen* tor 1ac.it: offered th* follevirg ase n c n

A**naa«nt N o. 2 t* on page* !S*S a 
1344 of th *  journal.
Tirer paragraph, delrt* uiderlined 
bagirnir.g wttn “etcepr m a t  saoey . 
•natna with health facility”

NO.
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2 2 1 *

::* •  has had CCJCItTUC SURSTlTUTt FOR SDUTri 
inane*) *a#nd*d (redesignating carealn U t», 
w and by cha Alaska Paver Authority for power 1 
-.C* for power projects subject to th# power* 

af fact lv# data) under consideration and \ 
* replaced with HOWE CCWIT7IX SUISTTTWt 
; m : r j r t  rm  senate r i l l  ho. 24* (rui* .j
i that It do p a n . Concurring: Pal Ur
. l o t .  Saleh, O'Connell aid Haye*. ^

«vta rafarrad to  tha R u l a a  Cosottre* f a r  Calendar.

'Va* ha* had CCWetTTIE SUUTIIUTE FOR SPCNSCt 
1NATX IILL NO. 5SS (Resources) (continuing 

th* Cutda Licensing and Control Roardj * 
nder cnet(deration and reconvene* I t  da 

Foliar (Chairman), P h illip * . Smith.

- 1a rafarrad to th* Rulaa Cocaittaa for place*j ar.

*s«Ti.?MrKin C T i n i u  

-m -u h h i  ^

Cammitt#* vti'ch haa had HCS C5SI 120CFLal 
I I  1 1 3 . _ i i « r  c o n s i d e r a t i o n .  r e t r o -  >^ ' ,J

TlENCt CCJWtTTtE SVRSTITVTX FOR l i  NO. 120
elating  ts  undergraduate and___________ _____
scholarship loam  a ffe c t iv e  r y  j

mttar o f In ten t. .

Jsi 1ad Vr 1 * « ito n  * r g g U w it . C M in * . - -
ana RapretentatIve • Cudde. Chairsan. \I t .

fa lleu t

, 1 20(Flnj (afd fall#  Q_-?-_Iln ■» »

senate utter  or u t r rn

CN

CS FOR SENATE JILL 50. 120

V e g sg  120 a*#nda eh* Student Loon Prortea by incraaslng 
* th* maaisam anounc which can bo borrowed and tha (timber 
ef ytart In which loana nay b* paid. It lncrati** th* 

'Incentive for tha atudane eo remain In th* State after  
i£» graduation (to  that th# Seat# say p ro fit by l t i  Invest* 

i n ! )  by increasing th* loan forgiveness froa 40 parcane 
to SO per cene.

'I t  la the Intent of th* Coraietaa that th* lean forgive* 
f. mat* rot wait u n t il  the end o f tha rapeyra-r ryal*. ** 

la currently the practice, elaca  student* cannot par* 
•delve thee* b enefit*  during the f l r t t  several years.
Far tht loan ferglvanata to b« a tru ly  e ffec tiv e  tacm -  

J t t l ,  b en efits  should b* r e a ll .e d  aa they are earsco.

> It la th* Intent of th* Comaittae that forgiveness bare* 
f l t i  be provided to the bortcwer in th* fora of annual 

E"r*fusdt at e l i g ib i l i t y  i t  e sta b lish * # . Under tfcit 
^ .pollcv the borrower rrsaln lrg  tn rh* State w ill get 10 
1 percent loan forgiveness at th* end o f each year.

Th* above loan forglvenaei p o lic y  can b* handled by 
admintttrativ* action , and no le g is la t io n  1* required.

A t a p y  w a *  p l a c e d  o n  e a c h  p r a t e r ' s  d e s k  a n d  w i l l  b e '  c * * * n  
« *  l a t e r  w s i d e r  U n f i n i s h e d  l u a i n e t a .

coNsiTfUTr.H or m  ?*h .t caunsar

T h e  S M a b o r  e t a t e d  t h a t  c a n t l d e r a t i t n  o f  t h *  d a i l y  c a l e n d a r  
w a w . i  s «  n t i d  v a e r l l  a f t e r  U n f i r i e n r a  l u a i n e t * .  W i t h o u t  
• • j e t t u n .  t h *  H a u t e  a d v a n t e d  t o

A  i

s  ; 
>^6 *71 O . 
•*. •
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O r ig in a l  s p o n s o r ( s ) :  REP . LEMAN, F u rn a c e , H a n le y , S h a rp , Hudson

IN THE HOUSE

CS FOR HOUSE B IL L  NO. 370 ( )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

SIXTEENTH LEGISLATURE - SECOND SESSION

A B IL L

F o r  an A c t e n t i t l e d :  "An A c t r e la t in g  to  c o n d it io n s  o f s c h o la r s h ip  lo a n s ;

and p ro v id in g  f o r  an e f f e c t iv e  d a t e ."

BE IT  ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*  S e c t io n  1. AS 1 6 .A 3 .1 2 0  i s  amended by add ing new s u b s e c t io n s  to  re a d : 

( s )  A p o r t io n  o f a lo an  s h a l l  be co n s id e re d  a g ra n t i f  th e  loan  

w’as made a f t e r  J u ly  1, 1971, and b e fo re  J u l y  1, 1987, and i f ,  a f t e r

co m p le tio n  o f the co u rse  o f s tu d y  f o r  w h ich  the loan  was r e c e iv e d , the 

b o rro w er i s  a r e s id e n t  o f  the  s t a t e  fo r  a t  le a s t  two y e a r s .  The 

p o r t io n  o f  the loan  th a t  s h a l l  be c o n s id e re d  a g ra n t i s  based on the 

fo llo w in g  p e rcen tag e s  o f  the p r in c ip a l  amount o f the lo an  p lu s  i n t e r ­

e s t  up to  a t o t a l  o f  50 p e rc e n t o f  the  t o t a l  in d e b te d n e ss :

(1 )  two - th re e  y e a rs  re s id e n c e  in  the s t a t e ,  10 p e rc e n t ;
j

(2 )  th re e  - fo u r  y e a rs  re s id e n c e  in  the s t a t e ,  an a d d it io n ­

a l  10 p e rc e n t ;

(3 )  fo u r - f i v e  y e a rs  re s id e n c e  in  the s t a t e ,  an a d d it io n a l  

10 p e rc e n t ;

(A )  f i v e  - s i x  y e a rs  re s id e n c e  in  the s t a t e ,  an a d d it io n a l  

10 p e rc e n t ;

(5 )  o ve r s i x  y e a rs  re s id e n c e  in  the s t a t e ,  an a d d it io n a l  10

p e rc e n t .

( t )  A person who became e l i g i b l e  o r who re c e iv e d  fo rg iv e n e s s  fo r  

a lo a n , on o r a f t e r  Ja n u a ry  1, 1987, and b e fo re  Ja n u a ry  1, 1990, may 

e le c t  to  d e fe r  the fo rg iv e n e s s  o r may re s c in d  an a p p l ic a t io n  fo r  

fo rg iv e n e s s  th a t  has been ap p ro ved . A person  may d e fe r  fo rg iv e n e s s  o f

-1 -  CSHB 370 < )


