Selling permits on contract reduces risk .

by Normun Stiadem
Fsi ihe Tumcdra Twiea

Most people object to paying more
taxes than they have 1o. When a per-
son sells a permit, he his o pay in-
come tax on the net profit he receives
during u calendar year. The present
Commercial Fishenes Emry Commis-
sion luw, by restricting the opportunity
for installment sales, forces sellers (o
sell their permit ona lump surn, cash
basin.

The only way we can uvoid this 1s
to get other collaternl to secure a term
loan — and this generally is a com-
plicated procedure — or ke the ex-
treme risk of lending as an insecured
creditor. Thus, the law makes it ex-
tremely difficult for an individual to
avoid the higher income tax brackel
ahsociated with o lump sum pay ment.

Consider, for example, a person
who sells a permit for $150,000. Sup-
pose the owner could choose the op-
tion of:

»Selling on a 15 year contract with
interest at 10 percent per year, secured
by the permil.

«Oy selling it for a single lump sum,
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In this case, one of the most
undesirable effects is that it has
contributed to the loss of permits
from rural local ownership.
Secondly, it has made it difficult
for people in remote rural areas
to enter new fisheries.

a standard deduction of $3,750 and un
exemption of $3, 800, Annual taxahle
income is then $12,175.

His annual federal income tax is
$1,706 which 1otals $25,590 over the
I5-year loan period. He receives an
ammual income, after taxes, of $18,019
— this includes principal and interest
on the loan. Total income aver the
I5-year period is $270,285, This seller
cams an additional $120,285 —
$270,285 - $1 50,000 — in interest in-
come, This interest income stays in the
village adding to local wealth, rther
thiin being paid outside the village,

Now compare the lump sum :
The fisherman gets the fill $150,000
in one . His standurd deduction of
$3,750 and exemption of $3,800
leaves him with taxuble income of
$142,450, His federal income tax bill

is $bd,THI . This is 1.75 times us much
as the total tax he has mH:j' under the
| 5-year plan. His total after tax return
on the permit is $105,217. This is only
39 percent of what he gets under the
I5-year plan.

The poal of preventing absentoc
ownership could still be achieved by
allowing only legitimate sales con-
tructs — perhaps a standardized sales
contract specified by the CFEC — to
govern the transaction.

That is, the contract would have to
have a structured amortization plan to
pay off the loun, provision for
trunsf) title 1o the buyer, and
other provisions.

To allow some flexibility, leases
could be allowed but limited to two or
three years oul of 10, for example, so
ns (o discourage ahseniee ownership

In summary, the prohibition on us
g himited entry permits as collateral
hus worked 1o the disadvantage ol
rurnl Alaskans,

One of the purposes for this restriv
tion on individual Treedom was o pre
vent fishermen from going into deb
and eventually losing thew pecmat o
foreclosing procecdings

Few things in hife, however, are all
good or all - even well intention
ed protectionist legislation s often
burdened with undesimble vide effecs

In this case, one of the most
undesirable effects is that it has con-
tributed 1o the loss of permits from
rural local ownership. Secondly, it has
made it difficult for people in remote
rural areas o enter new fisheries,

Aluska rural locil residents are more
seriously impacted than thelr urban
counterparts because they do not have
uccess 10 the same sel of financing
alternatives.

The primary reasons for this are:

eCapital is not well developed in
many rural communities,

® Alternutive sources of cash income
are limited in roral communities.

As a consequence, individuals find
it difficult to qualify for institutional
financing,
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