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ACTI ON NARRATI VE

TAPE 01-14, SIDE A
Number 0001

COCHAIR KEVIN MEYER called the House Comunity and Regional
Affairs Standing Comrmittee neeting to order at 8:07 am
Representatives Morgan, Meyer, Scalzi, Mirkowski, Guess, and
Kerttula were present at the call to order.

HB 135- MUNI G PAL FEES: POLI CE & FI RE SERVI CES
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Nunmber 0076

CO- CHAIR MEYER announced that the first order of business would
be HOUSE BILL NO 135, "An Act relating to municipal fees for
certain police protection services." [Before the commttee was
CSHB 135, version LS0421\F, Cook, 3/9/01, as anmended. ]

REPRESENTATI VE GUESS, testifying as sponsor of HB 135, rem nded
the commttee that at the last neeting a conceptual anendnent
was adopted that would insert |anguage ensuring actual notice
and consideration for appropriate corrective action in the
or di nance. She pointed out that the conmttee packet should
i nclude an anendnent that is based on the previously adopted
conceptual anendnent, this anendnment was devel oped with the help
of her office, Anchorage Assenblyman Tesche, and Tam Cook,
Director, Legal and Research Services, Legislative Affairs
Agency. The amendnent is as follows:

Page 1, line 13, following "AS 18.66.990.":

Insert "An ordinance enacted under this section
shall require actual notice to the property owner of
police contacts and a warning that failure to take
appropriate corrective action nmay result in the
inposition of a fee. The ordinance shall also define
"appropriate corrective action”™ and provide that the
property owner is not liable for the fee if that
action is pronptly taken.

[Original punctuation provided.]
Nunber 0199

REPRESENTATI VE MJRKOWBKI referred to the "warning” included in
t he anendnent. She noted her appreciation of not being too
specific so that the nunicipality can have enough flexibility to
structure it for their needs. She rel ated her understandi ng of
the anmendnent as follows: "All we're saying is you've got to
have actual notice, we don't care how it's delivered ..., and a
warning and then we're leaving it up to the nunicipalities to
define what appropriate corrective action can be."

REPRESENTATI VE GUESS agreed wth Representative Mirkowski's
under st andi ng. She also agreed with Representative Mirkowski
that "pronptly” is being left for the municipality to define.

Number 0290
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REPRESENTATI VE =~ MURKOWSKI asked if this |anguage addresses
Representative Kerttula' s concern regardi ng evictions.

REPRESENTATI VE KERTTULA remarked, "It probably goes further than
that because it would probably allow even things |ess than
actual eviction." She indicated that the |anguage seens to
address her concerns.

Number 0381

REPRESENTATI VE MJURKOWSKI  nmoved to report CSHB 135, version
LS0421\F, Cook, 3/9/01, out of conmmttee wth individua
reconmendati ons and the acconpanying zero fiscal note. There
being no objection, CSHB 135(CRA) was reported from the House
Community and Regional Affairs Standing Commttee.

The committee took a brief at-ease at 8:12 a.m to 8:13 a.m in
order to pass the gavel to Co-Chair Mrgan

HB 145- FALSE CLAI M5 AGAI NST STATE OR MUNI CI PALI'T

CO CHAI R MORGAN announced that the next order of business would
be HOUSE BILL NO. 145, "An Act nmaking a civil renmedy avail able
to the state or a nunicipality against persons who nake false
claims for, or certain msrepresentations regarding, state or
muni ci pal noney or other property; and providing for an
effective date.”

JIM BALDW N, Assi st ant Attorney Ceneral, G vil Di vi si on
(Juneau), Departnment of Law, inforned the conmmttee that this
bill was before the conmttee in the Twenty-First Legislature as
HB 425. House Bill 425 didn't pass sinply because it was in the
process too |ate. He explained that HB 145 is the result of
[the departnent's] efforts to prosecute a claim against a major
financial institution jointly with several nmunicipalities in the
state. M. Baldwin said, "Wile this bill my not aid that
litigation, it came to light that we need sonething like this to
update our laws, to give us better tools in enforcing the civi
rights and renedi es of nmunicipal and state governnment when there
has been a msrepresentation or a false or fraudulent claim
presented agai nst the state.”

MR. BALDWN infornmed the commttee that the current law, AS
37.10.090, is skeletal and dates back to territorial days.
Basically, this statute provides a right of action by the state
or a municipality if noney has been falsely paid or illegally
di verted. The statute also includes provisions regarding the
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state taking over the prosecution on behalf of nunicipalities.
This has been utilized infrequently, if at all. Therefore, the
departnment believes there is the need to update the statutes
with a nore detailed false claim statute. California [statute]
was used as the nodel. M. Baldwin related his belief that HB
145 was referred to this commttee because of the provisions
relating to the cooperation between state and nunici pal
governments when there may clains that have both state and
muni ci pal i nvol venent . He infornmed the commttee that
cooperation between the state and the nmunicipalities in the Bank
of Anerica case has been extrenely good, although a rather
i nvol ved process was followed in regard to how "we were going to
conduct ourselves and finance our activities." This bill, HB
145, woul d resol ve sone of those issues, such as who goes first.

Number 0723

MR. BALDWN enphasized that, from the Departnment of Law s
perspective, the bill provides a fairly potent remedy from a
civil context in that it would potentially inpose treble damages
agai nst a wongdoer. Furthernore, the bill would establish easy
nmet hods of proof [by] following a crimnal prosecution for fraud
or m srepresentation. Qur statute lacks those nodern
i mprovenents. As far as M. Baldwin knew, there have been no
guestions raised by the municipalities about provisions that
touch upon their powers or activities. M. Baldw n requested

that the commttee favorably forward HB 145 to its next
conmittee of referral.

Nunber 0807

REPRESENTATI VE MURKOASKI referred to page 5, subsection (c) that
addresses the sharing of the costs. She inquired as to how
readily such could be determned. |If there is sone conpensation

being returned to the municipality or city, could there be a
fight regardi ng who receives what.

MR. BALDWN replied that such a situation could potentially be
the [case]. He explained that the Bank of Anerica case invol ved
bonds that were issued by various governnents. A fornula based
on the amount of debt service that each entity was responsible
for paying on the bonds involved was established. Ther ef or e,
costs are shared on a percentage of the debt service as conpared
to the whole. He said, "That's ... what we're getting at here
with this kind of provision. If there's sonme logical way to
arrive at that share, then this would be the avenue to getting
there.” M. Baldwin agreed with Representative Mirkowski that

HOUSE CRA COW TTEE - 6- March 20, 2001



in the beginning it is difficult to determne the total anount
i nvol ved. However, there could be adjustnents at the concl usion
[ of the process].

REPRESENTATI VE MURKOWBKI rel ated her understanding that unless
there is an agreenent otherw se, the share woul d be based on the
proportion. However, determining that proportion can be
probl emati c.

VR. BALDW N agr eed. He said, "What that does is it forces you
to try to agree otherwise so that ... going in you renove the
di spute.” He agr eed W th Representati ve Mur kowski ' s
understanding that an agreenent regarding the cost would be
entered into at the tine it is determned who would go first.
He noted that if there is enough at stake, there is usually a
way to find an agreenent.

Nunmber 1039

REPRESENTATI VE MJURKOABKI recal l ed hearing this legislation tw ce
| ast year, once in the House Community and Regional Affairs
Standing Conmittee and once in the House Judiciary Standing
Comm ttee. She said she believes that HB 145 is probably the
sane as HB 425 from last year, although she couldn't renenber
what [the committees] did with it last year. She expressed the
need for the House Judiciary Standing Conmittee to review what
constitutes a "reasonable time" after the discovery of a false
claimas well as sone other specific technical issues.

CO- CHAIR MEYER asked if Representative Mirkowski recalled any
concerns that arose with HB 425.

REPRESENTATI VE MURKOWSKI referred to page 2, paragraph (8), and
recalled that there was a question surrounding what would
constitute a reasonable anount of tine. She recalled that on
page 3, subsection (3)(c), there was a question regardi ng what
woul d happen to an individual that did all the things |isted but
knew that there was probably going to be an investigation. She
felt that the House Judiciary Standing Committee could find the
poi nts of discussion.

Nunmber 1276

REPRESENTATI VE SCALZI asked if this would apply to any type of
contract with a nunicipality.
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MR. BALDWN answered that certain things are exenpt from the
act. If there is a single claim worth under $500, that can't
be aggregated with other clains, it would not be subject to this
act . Therefore, this addresses the |arger clains. There is
al so an exenption for provisions that have a statutory means for
prosecuting false clains. Those provisions that are exenpt
woul d include the permanent fund dividend, enploynent clains,
and under Title 43, the revenue and taxation code.

CO- CHAIR MEYER said that he too had thought HB 145 would apply
to people who falsified their permanent fund application or
their taxes, or even the senior citizen property exenption.
However, he understood M. Baldwin to mean that those would be
exenpt fromthis |aw

MR. BALDWN reiterated that the permanent fund dividend is

specifically exenpted. He clarified, "If it's not specifically
exenpted, it could be prosecuted under this law." He specified
that any civil penalty prosecuted under AS 43, the revenue and
taxation code, would be exenpt. Also exenpt are public

assistance, AS 47.25; the Al aska Tenporary Assistance Program
(ATAP), AS 47.27; worker's conpensation, AS 23.30, and the
Enpl oyment Security Act, AS 23.20. Those all have statutes that
puni sh peopl e who make false clains and thus there was no desire
to change the statutory schene.

Nunber 1470

REPRESENTATI VE MURKOWSKI noved to report HB 145 out of commttee
wi th individual recomrendati ons and the acconpanying zero fisca
not e. There being no objection, HB 145 was reported from the
House Community and Regi onal Affairs Standing Conmttee.

The commttee took a brief at-ease from8:28 a.m to 8:30 a.m

HB 20-AID TO MJUNI Cl PALI TI ES AND OTHERS

CO CHAI R MORGAN announced that the next order of business would
be HOUSE BILL NO 20, "An Act relating to state aid to
muni ci palities and certain other recipients, and for the village
public safety officer program relating to nunicipal dividends;
relating to the public safety foundation program and providing
for an effective date."

Nunber 1526
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REPRESENTATI VE CARL MOSES, Alaska State Legislature, testified
as the sponsor of HB 20. Representati ve Mses began by saying
that HB 20 would go far in solving the |long-range fiscal plan.
He informed the commttee that he introduced this legislation
several years ago in order to help replace the nunicipal revenue

sharing funds that have been cut. This rmunicipal dividend
program will have little inpact on the size of an individual's
dividend, but will "go a long way to elimnate the scrutiny by
the IRS to tax the fund.™ Representative Mses inforned the
committee that there should be a couple of mnor anendnents that
his staff will address. He said that the effect of elimnating
muni ci pal revenue sharing has been to basically inpose taxes on
the | ocal gover nnment s. Ther ef or e, Representative Mses

enphasized the need to replace revenue sharing through the
proposal in HB 20. Al though the proposal is limted to the
anount of the surplus earnings, he felt the amount should be
doubl ed per dividend recipient and it should not be tied to any
particul ar service. Furt hernore, how the noney should be spent
shoul d be determ ned at the | ocal |evel.

REPRESENTATI VE MJRKOWSKI related her wunderstanding that HB 20
refers to calculating the [municipal dividend progran] based on

$150 per dividend. However, the commttee has received
information indicating a proposal that is based on $250 per
di vi dend. Therefore, she asked if Representative Mses was

runni ng two proposals at once.

REPRESENTATI VE MOSES said that the Al aska Minici pal League (AM.)
wi |l probably speak to the $250 proposal.

Nunber 1721

REPRESENTATI VE MURKOABKI rel ated her wunderstanding of how the
public safety foundation program would worKk. She under st ood
that there is a set anpbunt for road nmintenance, for exanple
al though within each conponent there is a provision stating that
the municipality can use an anmount not exceeding 55 percent of
the entitlenent for education purposes. She inquired as to why
education was treated that way.

TIM BEN NTENDI, Staff to Representative Mses, Alaska State
Legi sl ature, remarked that HB 20 is the result of an
evol utionary process t hat occurred in the Twenty-First
Legi sl ature. In that process, sone conmunities expressed the
desire to have an allocation for education purposes, which the
community woul d determ ne. Therefore, the [55 percent of the
entitlement] was the nechanism used to accommodate that. In
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further response to Representative Mrkowski, M. Benintendi
didn't know the reasoning behind the 55 percent because that
provi sion surfaced in the Senate.

REPRESENTATI VE GUESS nentioned that the percentage could be
related to the inpact aid and the equity issue that would
require staying "within that range for federal dollars.” She
offered to l ook into that.

REPRESENTATI VE MOSES, in response to Co-Chair Meyer, said that
it has never been determ ned whether the [earnings] is taxable
or not. He related his belief that [the earnings] could
eventually be taxed if they aren't used for sonme public purpose.
Representative Moses agreed with Co-Chair Meyer that HB 20 woul d
be beneficial because [the municipal dividend progran] is a
publ i c purpose.

Nunber 1894

REPRESENTATI VE MJRKOANSKI referred to the use of the words
"entitlenent program?” She asked if this language is wused in
statute; does that |anguage put [the state] "in a bad way at any
point."

MR. BENI NTENDI pointed out that the |anguage actually canme from
the public safety foundation, which was a popul ar and successful
program in the 1980s. He indicated that the "entitlenent”
| anguage could probably be changed wthout affecting the
program In further response to Representative Mirkowski, M.
Benintendi recalled that the public safety foundation was in
exi stence for mybe ten years. In regard to the specifics of
that program he deferred to AM..

Nunber 1979

REPRESENTATI VE MURKOWASKI inquired as to how the noney should be
paid to unincorporated conmunities because the |anguage [in AS

29.60.690] is sonmewhat confusing. She pointed out that the
| anguage says, "The departnment nay not pay noney under an
entitlement to a Native village council wunless the counci

wai ves immunity from suit She asked how these snall
uni ncorporated conmunities wuld be handled if there is a
di sagreenent surroundi ng who shoul d receive the noney.

MR. BENINTENDI pointed out that the bill provides for the
Departnent of Law and the Departnent of Conmmunity & Econom c
Devel opnent to determne the receiving entity. He specified
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that there would only be one receiving entity per comunity and
that entity could be a tribal council. He acknow edged that
"they" would have to waive imunity. He didn't envision there
being many since there is a history of these prograns going to
nonmuni ci pal entities.

Nunber 2092

REPRESENTATI VE SCALZI stated that the nunicipal assistance and
revenue sharing formula was partially based on what the
comunities tax thensel ves. However, page 12 of HB 20 incl udes,
for capital projects, a 30 percent match for grants over $5,000
and a 15 percent match for grants under $5,000. He inquired as
to why there wasn't a flat [match] regardless of the anount of
the grant. He questioned whether this would encourage requests
for nore small grants.

MR. BENI NTENDI clarified that the |anguage refers to popul ation
figures not the dollars worth of the grant.

REPRESENTATI VE SCALZI acknow edged that and surm sed that the
reason a fornmula is used is because the snmaller villages don't
have t he tax base.

MR. BENI NTENDI replied yes. M. Benintendi pointed out that HB
20 does include a provision that allows sonme of this [nunicipa

dividend noney] to be used as a comunity match for capital

projects under the Minicipal Capital Mitching Gant Program and
t he Uni ncorporated Community Matching G ant Program

REPRESENTATI VE SCALZI related his understanding that "this is
the only provision in here that has any type of nunicipal

paynent, otherw se everything is set up on ... population -- a
hundred and fifty dollars per person, it doesn't matter what
your taxing structure is .... | guess that's where we deviate

fromthe current systemwe have, right?"

VR, BENI NTENDI agr eed.

Nunber 2227

REPRESENTATIVE GUESS inquired as to where cities would fal
under this. She said that the health care section had generated

this question because there are hospital facilities that aren't
in nmunicipalities, such as Bethel.
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MR. BENI NTENDI referred to page 5, Section 7, which delineates
eligibility for municipalities.

REPRESENTATI VE KERTTULA requested that M. Benintendi lead the
commttee through a scenario in which a conmunity such as
Bet hel, which has a hospital, would obtain its nmoney from this
[ muni ci pal dividend prograni.

MR. BENINTENDI referred the conmttee to page 9 where three

different circunstances are provided. He specified, "First of
all, whether it's a conmmunity-owned facility or whether it's a
nonprofit and then ... there's a size differentiation whether

its ten beds or nore or ten beds or less. There's a per bed ..
entitlenment, a per hospital entitlenent, or just a flat [$]9, 000
on line 11 for hospitals with | ess than ten beds."

MR. BENI NTENDI pointed out that on page 9, |ines 23-23, the bil
provides for health clinics. Page 9, line 24, delineates a $360
a bed charge for a health facility, an institution that is not
set up as a hospital.

REPRESENTATI VE KERTTULA asked if there are hospitals that
woul dn't be covered by this or are all hospitals in the state
| ocated in nunicipalities or are they all nonprofits.

MR. BENI NTENDI answered that he didn't know.

Number 2400

GREGG HANSQON, Menber, Unalaska City Council, testified 1in
support of HB 20. He informed the committee that he is
testifying as a city council nenber with seven-and-a-half years
experi ence. Over that period of tinme, he has followed the
changes in nunicipal funding. Al though the City of Unal aska
feels that developing a long-termfiscal plan is inperative, M.
Hanson said that he would limt his coments to the area of

heal t h and public safety.

MR. HANSON infornmed the conmttee that he has over 13 years
experience wth the Unalaska Volunteer Fire and Energency
Medi cal Service (EMS) Departnents. Over the years Unal aska has
been fortunate with its own tax revenues and has not had to cut
its [health and public safety] servi ces. However, he
acknow edged that this is not the case wth nany outlying
comunities that are operating, due to budget cuts, wth old or
insufficient equipnment and with a lack of training. M . Hanson
also inforned the conmttee that he was a recent patient in the
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Unal aska system because he suffered a heart attack in Unal aska
14 nonths ago. He said, "Had it not been for our highly skilled

clinic and EMS people, | probably would not be here today
enjoying the privilege of testifying to you. |  want every
resident of this great state to have that I|evel of care
available to them And this bill will help us work towards that
goal . "

Number 2505

KEVIN RITCH E, Executive Director, Alaska Minicipal League
(AML), testified in support of HB 20. He informed the commttee
that the bill packet should contain a handout entitled, "Ilnvest
in Communities." M. Ritchie thanked Representative Mses and
Representative Janmes in their efforts to bring HB 20 forward.
He acknow edged that former Governor Walter Hickel devel oped the
concept of a conmmunity dividend program M. Ritchie nmentioned
an editorial former Governor Jay Hammond, which was printed in
the Anchorage Daily News on Mrch 7, 2001. Former Gover nor
Hammond's editorial noted his support of a nunicipal dividend
concept as part of the solution to Al aska's financial problens.
He also inforned the commttee that the conmttee packet should
al so contain a letter of support [for HB 20] from the Anchorage
Econom ¢ Counci | .

MR R TCH E identified the follow ng reasons that Al askans could
view HB 20 as acceptable. This legislation creates another
permanent fund dividend, a nunicipal dividend, which would go
directly to comunities and bypass the |IRS. Under the current

situation, |local taxes will increase, individuals wll receive a
PFD, which - if you're paying taxes - will be taxed and sent to
Washi ngton, D.C Taxes would still increase and the i ndividual
woul d pay nore local taxes on the [PFD]. On the other hand, the

muni ci pal dividend woul d take noney and place it in the services
that people want to see. Therefore, the IRS would be bypassed
and mllions of dollars that would otherwise go to Washi ngton,
D.C., wuld be kept in the state. Furthernore, the nmunici pal
di vidend i ncreases the public purpose of the PFD.

MR RITCH E turned to the vote on the tax cap initiative, the
results of which were that the vast nmajority of Alaskans didn't
want to cap or cut their property taxes. M. Ritchie surm sed
that the result of the vote on the initiative was due to the
public's support of the purposes the taxes are used for in their

communities. He further related his belief that the tax cap
initiative was defeated because people want good schools and
health servi ces. This legislation would provide a nore
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effective neans to support those services in each community. He
informed the ~conmttee that Representative Janmes did a
constituent survey in North Pole and Sal cha. This survey said
that the [legislature] would like to use part of the earnings of
the PFD "in this way to support these particular services." The
overwhelmng majority of those in North Pole and Sal cha thought
that was a good i dea. M. Ritchie felt that people supported
this [rmunicipal dividend progran] because the |egislation
specifies how the noney wll be used.

Number 2741

MR RITCH E addressed the earlier question regarding the 55
percent entitlement for schools. He pointed out that the
entitlenment was generated by second class boroughs, specifically
t he Fairbanks North Star Borough. He explained that a borough
with lots of service areas would have the nobney go into roads
and fire, which is mainly provided through service areas, but
there wouldn't be a good way to provide general tax relief or
general noney for services in the community. In places such as
Fai rbanks and Kenai, nost of the nobney going to revenue sharing
goes to the schools. Therefore, the 55 percent was used in
order to approxi mte the anount of noney that currently goes to
schools from revenue sharing and thus it would not cause an
increase in taxes locally. M. Ritchie pointed out that if a
| arger comunity dividend was generated [under the $250 option],
a separate category could be established for school s.
Essentially, a $26 or $27 million contribution for schools could
be created. Therefore, it wouldn't be necessary "to have a
percentage of the other funds that would be allocated to the
ot her services, but it could be nore generally service provision
and tax relief and extrenely straightforward as to how t he noney
is allocated,” he said. He also pointed out that the word
"entitlenment"” could be easily changed.

Number 2844

MR RITCHE said that he could provide the conmttee with a
hi story of revenue sharing. He explained that the revenue
sharing program began in 1972; it began nuch |ike the program
proposed in HB 20. Revenue sharing provided specific noney for
fire protection, police, planning, and roads. In the 1980s when
there was oil noney, the system was thought to be conplex and it
was suggested that nunicipalities be given chunks of noney.
That approach worked the first couple of years. However, one
didn't know where the noney in this large pot went and that
nmeant it couldn't be defended well [in the face of cuts] because
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there wasn't nuch information regarding its use. Therefore, it

was easier to justify a reduction [to that noney]. The federa
government used a simlar revenue sharing program which faced
the sane fate of being reduced year after year. M. Rtchie
informed the comittee that on the state Ilevel, nunicipal

revenue sharing as a block grant has been reduced by about 80
percent over the past 15 years. M. Ritchie said, "Even though
it took our menbers a nunber of years to come to grips with this
issue that revenue sharing as a block grant probably wasn't
going to be sonething that would be a permanent fixture, they
have, | believe, come to a realization that both in terns of
public accountability, accountability to the l|egislature, that
there needs to be some accountability that goes along with the
di stribution of noney."

MVR. RITCHE turned to Representative Mirkowski's earlier
guestion regarding how this noney is allocated to unincorporated

communities. He said that this bill attenpts to be bal anced
since the ampount of nobney going into unincorporated conmunities
remains in the bill. Additionally, a fire departnment in an
uni ncorporated comunity would still be eligible for..

TAPE 01-14, SIDE B

MR. RITCH E continued, "...uses the nethodol ogy of the municipa
capital matching grants, which was a program approved under the
Hi ckel Administration to allocate capital matching noney for
capital projects to conmunities around the state.” He pointed
out that the nunicipal matching grants program has an allocation
for unincorporated communities and small communities. This bill
woul dn't change that program Wth regard to specific questions
regardi ng unincorporated comunities, M. Ritchie deferred to
Bill Rolfzen, State Revenue Sharing, Minicipal Assistance,
Nat i onal Forest Receipts, Fish Tax; D vision of Comunity and
Busi ness Devel opnent; Department of Community & Economc
Devel opnent (DCED). In regard to whether this covers hospitals,
M. Rtchie related his belief that this would cover al
eligible hospitals in the state whether the hospital is in a
muni cipality or not.

Number 2917

MR R TCHE referred to a packet of information that he had
provided the committee. That information is ainmed at a |arger
di vi dend. The page containing the analysis of HB 20 from the
Al aska Permanent Fund Corporation illustrates that there wll be
no inpact, under any of the scenarios, to the individual PFD in

HOUSE CRA COW TTEE -15- March 20, 2001



the first two years. In the third year there will be a $10
i npact, under any of the scenarios. For exanple, Al askans could
receive $250 each year in tax relief for three years for a
projected $10 decrease in the PFD in the third year. Therefore,
an Al askan would receive $750 of tax relief and services for a
proj ected $10 decrease in the PFD over three years. M. Ritchie

didn't believe that any Al askans woul d pass up that deal. Over
the period of 11 years, the inpact remains small. M. Ritchie
referred to a spreadsheet that was devel oped with the assistance
of DCED. The first colums are Representative Mses' bill.

That spreadsheet provides an idea of the types of allocations
that would go to communities under this program He noted that
this is all based on estinmates.

Nunber 2815

REPRESENTATI VE MJRKOWBKI referred to the spreadsheet and asked,
"You're just tacking on $200 per student and then, if it's in an
REAA [ Rural Education Attendance Area], what [do] you do?"

MR RITCH E specified that this is just conjecture in regard to
one way that noney could be allocated to schools, which would
amount to about $27 million for schools. He explained that this
anount was derived by multiplying the nunber of students in the
state by $200. That anmount would then be allocated to cities
and boroughs that have school districts. At the bottom of the
spreadsheet the anobunt for REAA's is noted, $3,161,800, which is
the nunber of students in REAAs multiplied by the $200. He
guessed that noney would go back to the state since there is no
muni ci pal government running the school district in REAAs.

CO CHAIR MEYER remarked that he is "still smarting"” fromthe PFD
vot e. He asked if M. Ritchie could offer any advice regarding
how to sell this concept.

MR. RITCH E related his belief that there were weaknesses to the
Septenber 14th vote. One of the significant weaknesses was
accountability in that the public didn't really know where the
noney would go beyond that it just would go to "the governnent."
That is a fairly scary concept. Furthernore, there needs to be
sonme significant education on this issue. M. Ritchie nentioned
that Al askans United Against the Cap is attenpting to reorganize
as Al askans United in order to work on educating the public.

CO CHAI R MEYER agreed that nore education would help. He al so

agreed that this legislation lists specifics in regard to where
the noney wll go, which wasn't the case during the vote.
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Furt her nor e, Co-Chair Meyer noted that enlisting Governor
Hanmond's help in selling this programwoul d be hel pful.

Nunmber 2556

REPRESENTATI VE SCALZI asked if AM. is in general support of this
concept versus the current revenue sharing and nunicipa
assi st ance.

MR RITCH E pointed out that the AM.'s policy statenent says
that it would be acceptable for the legislature to provide
municipalities with $50 mllion in tax relief with no strings.
However, AML will al so support this concept [proposed in HB 20].
M. Ritchie specified that both approaches are acceptable,
al though HB 20 is the only one that has accountability and woul d
garner the necessary |ong-term support.

REPRESENTATI VE SCALZI asked if AML felt that HB 20 addresses the
fairness issue regarding the nunicipalities that tax thenselves
versus those that don't.

MR RITCH E said that if that could be factored in that would be
appropriate, but "we couldn't figure out a way to do that." He
reiterated that HB 20 provides accountability in that a
comunity would only receive the $20 per person for fire service
if the coomunity provided fire service. Although $20 per person
for fire service will not cover that service, it provides an
incentive to provide that service.

REPRESENTATI VE SCALZI asked if a fire service district would be
eligible for these funds or would the funds have to go to the
muni ci pality.

MR. RITCH E answered that the funds would go to the organi zation

i f it [the organization] wasn' t part of an organized
muni ci pality. He turned to Kenai as an exanple. Kenai has
several EMS organizations that are not part of the city. I n

that case, he presumed that the noney would go to the borough
that would allocate the noney to those organizations.

Number 2404

REPRESENTATI VE MURKOASKI asked if AM. would prefer the $250 per
i ndi vi dual anount.

MR RITCH E said, "W would agree with the sponsor that a higher
anount has, still, a very small inpact on the dividend, but has
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nore benefit to the people of the state.” He nentioned that AM
is neeting next week with the Legislative Conference and this
will be put before the menbers. In discussions with AML."s Board
and the Revenue and Finance Subcomm ttee, support of the higher
anount has been noted at this point. He enphasized the need to
continue to educate AM. nenbers because it is inportant for
every comunity to think this is a good idea.

Nunber 2315

JIM KELLY, Director, Conmunications, Al aska Permanent Fund
Corporation, Departnent of Revenue, infornmed the commttee that
the long-standing position of the [Permanent Fund Corporation]
board is that it neither supports nor opposes any proposals
relating to the use of fund earnings. However, he did nention
t he proposal enconpassed in HIR 15. M. Kelly pointed out that
with the $250 nunicipal dividend, the effect over 10 years woul d

be an $80 [reduction]. He also pointed out that the narket
itself will probably cause the dividend to be reduced by about
$80 this year. Therefore, he advised the commttee, when
reviewing these projections, to realize that the projections are
based on nedi an expectations. He said, "There could be a |ot
nore noney for dividends or a lot |ess noney for dividends than
you show on these sheets or for payout for any purpose. The

market is going to have a nmuch |arger inpact than something Iike
this proposal here, for exanple.”

REPRESENTATI VE MURKOASKI turned to the Permanent Fund Board's
current proposal that would cap the payout. She inquired as to
how that proposal would inpact a program |ike the nmunicipal
di vi dend program

Nunmber 2198

MR. KELLY said that the Permanent Fund Board's current proposa
is designed to acconplish what the legislature has been
acconplishing for the last 25 years. He specified that the
basic concepts behind the Permanent Fund Board's current
proposal are the following: to protect the purchasing power of
the fund in order that there wll be a permanent fund; to
establish a system such that it wll naximze the anount of
income that the fund can produce year after year; and to provide
t he maxi mum anount of stability in the annual payout. M. Kelly
said that the plan [enconpassed in HB 20] would have no negative
i npact on [the Permanent Fund Board's current proposal]. He
estimated that the permanent fund dividend plus the nunicipal
di vi dend woul d anount to about 4.5 percent of the average market
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val ue of the fund. Havi ng analyzed HIR 15, M. Kelly said he
was confident that anywhere between $175-$300 mllion nore than
the current payout could be paid out and there would still be a
permanent fund that is protected forever. Therefore, the $300
per person nunicipal dividend nentioned by Representative Mses
would be in that range and would be below the 5 percent payout
in conbination with the permanent fund divi dend.

REPRESENTATI VE MURKOABKI asked if anything would be |eft over.

MR. KELLY explained that the permanent fund dividend currently
t akes about 4 percent of the market value of the fund and thus 1
percent of the fund would be left. If there was a $30 billion
fund, 5 percent of that anobunts to $1.5 billion. He i nforned
the committee that this year about $1.1 billion will be paid out
this year for the per capita dividends. "The $300 per person
muni ci pal di vidend woul d take something |like a couple of hundred
dol l ars, depending on the year," he said.

Nunber 2034

REPRESENTATI VE MURKOWSKI i nquired as to what would happen if the
market fell and the 5 percent payout cap was in place as well as
the nunicipal dividend and the permanent fund dividend is paid
out .

MR. KELLY expl ained that the advantage of the proposal [in HIR
15] is that there is a constitutional limt on how nuch can be
paid out. Therefore, the inflation-proofing noney no |onger has
to be noved from the earnings reserve account to the principal
where it cannot be spent. [ The inflation-proofing noney]
amounts to about $700 mllion this year. In a situation in
which there are two to three consecutive years of negative
earnings, the wearnings reserve account wuld eventually be
depleted and there would be no noney for anything. Ther ef or e,
it's inportant to bulk up the earnings reserve account. For
exanple, there was about $6.5 billion in the earnings reserve
account on June 30, 2000. Ni ne nonths |ater, after paying out
$1 billion and suffering about a 6.5 percent negative return,
the earnings reserve is down to about $4 billion. A couple nore
years such as that could deplete the earnings reserve account,
whi ch woul d result in a serious problem

REPRESENTATI VE MURKOWSKI inquired as to where "the give" would
occur if there is a mnunicipal dividend program in statute and
the cap on the PFD in the constitution. She related her
assunption that the PFD to the people would end at some point.
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MR. KELLY pointed out that HB 20 pays the nmunicipal dividend
after t he per capita dividend and i nfl ation-proofing.
Therefore, he agreed with Representative Mirkowski that the
muni ci pal dividend program would cone after the per capita
dividend. He clarified:

Putting a limt in place which allows you to hold on
to that inflation-proofing noney in the earnings
reserve account, where it is available for spending

is probably going to turn out to be one of the key
decisions facing the legislature ... in the future.
That's going to mnmake a big difference in the
avai lability of noney in the future because you cannot
spend principal, by the constitution.

Nunmber 1851

REPRESENTATI VE MOSES noted his confidence that the nunicipa
di vidend programw |l be a major step in solving Alaska's fisca
problens. He also noted the need to anend the effective date.

MR. BENI NTENDI infornmed the commttee that in order for the
programto be effective for fiscal year 2002, the transfer would

need to occur June 30, 2001. Therefore, the departnment would
have from July 1st on to nake the distribution under this
pr ogram M. Benintendi, in response to Representative

Mur kowski's earlier question, directed the conmmttee to page 14,
line 10, which specifies that after inflation-proofing and
paynent of the PFD, the nunicipal dividend would equal the
| esser of the follow ng anobunts: $150 tinmes the nunber of PFD
recipients from the prior year or the balance in the account.
Therefore, [the municipal dividend] program could shrink.

Nunber 1704

REPRESENTATI VE KERTTULA noved that the commttee adopt an
effective date of June 30, 2001.

REPRESENTATI VE MURKOWSKI asked if the program can be inpl enented
t hat qui ckly.

MR. BENI NTENDI related his belief that the departnment would be
ready.

REPRESENTATI VE SCALZI remarked that HB 20 is being reviewed as
possibly part of a long-term fiscal pl an. Ther ef or e,

HOUSE CRA COW TTEE - 20- March 20, 2001



Representative Scal zi expressed his preference of giving this
[ muni ci pal dividend program public review and doing it next
year. He asked if Representative Mses felt that this is a
st and- al one neasure that should go forward this year.

REPRESENTATI VE MOSES answered that he believes this [mnunicipa

di vidend progran] to be a stand-al one neasure. Furthernore, he
felt that the pernmanent fund dividend should have been capped in
prior years. He reiterated the fact that nunicipal revenue
sharing has been cut to bare bones, which actually results in a
property tax on "our constituents."”

COCHAIR MORGAN asked if there was any objection to the
anendnent to change the effective date of HB 20 to June 30,
2001. There being no objection, the anendnent was adopt ed.

Nunmber 1466

CO CHAI R MEYER acknow edged that this rmnunicipal dividend program
has been around for awhile. Therefore, he inquired as to the
past opposition or resistance to this bill

REPRESENTATI VE MOSES said that he didn't know because he isn't
privy to sone of the decisions nade by the Majority.

MR. BENINTENDI informed the conmttee that this is the third
| egislature that this bill has been introduced in sone fashion

M. Benintendi pointed out that there is "considerable stress in
accessing the earnings reserve, for the first tinme, for a major

program " However, the conponents of the program are very
popul ar. M. Benintendi also infornmed the commttee that |ast
year both versions of this legislation were in the House and
Senate Finance Commttees. However, the bill couldn't get a

hearing in either commttee |last year. He reiterated that there
was never any negative coments regarding the programs
conponent s.

CO- CHAIR MEYER noted his agreenent with Representative Scal zi's
suggestion that perhaps this should be part of a larger |ong-
term fiscal plan. However, he also noted agreenent that HB 20
is a start.

REPRESENTATI VE MOSES interjected that the |egislature should do

a long-term fiscal plan this year. He noted that HB 10 and HB
20 will go far in achieving a long-termfiscal plan.
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REPRESENTATI VE MJURKOASKI comended Representative Mses for his
proposal. She remarked that [the nunicipal dividend progran] is
a good idea. She acknow edged, "Perhaps, there hasn't been the
political will to go into the earnings reserve arena, probably
under st andably so." However, she expressed her hope that "we"
are approaching the point at which sonething such as HB 20 can
nove through the |egislature. She noted that she l|liked HB 20
because of its accountability. Representati ve Mirkowski also
expressed her hope that HB 20 would go further this year and
nove us towards a long-termfiscal plan.

Nunber 1097

REPRESENTATI VE MURKOASKI noved to report HB 20 as anended out of
commttee with individual recomendations and the acconpanying
zero fiscal notes. There being no objection, CSHB 20(CRA) was
reported from the House Comrunity and Regional Affairs Standing
Commi ttee.

ADJ OQURNVENT
There being no further business before the commttee, the House

Community and Regional Affairs Standing Conmmttee neeting was
adj ourned at 9:35 a.m
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