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ACTI ON NARRATI VE

CHAIR GARY STEVENS called the Senate Community and Regional
Affairs Standing Comrittee neeting to order at 1:46:45 PM
Present were Senators Stedman, Kookesh and Chair Gary Stevens.
Senator Ellis arrived as the neeting was in progress.

SB 219- COMMUNI TY DI VI DEND PROGRAM

CHAI R GARY STEVENS announced SB 219 to be up for consideration
and noted that the commttee would hear a nunber of conmunity
di vidend pl ans during the course of the |egislative session.

1:47: 44 PM

Senator Gary W I ken, sponsor of SB 219, introduced the bill as a
community dividend suggestion and then reviewed the material in
t he packets.

CHAIR GARY STEVENS asked for a notion to adopt the commttee
substitute (CS).

1:50: 16 PM
SENATOR STEDVAN notioned to adopt \Y version CS for SB 219.

SENATOR WLKEN read the followi ng sponsor statenent into the
record:

Senate Bill 219 <creates a sustainable community
di vidend program to share state revenue with Alaska's
| ocal muni ci pal gover nment s and uni ncor por at ed

communities. The proposed conmmunity dividend program
is in response to concerns expressed by conmunities
t hroughout Al aska. Hi gher costs of basic living and
governnment needs, coupled with dimnished traditional
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state support, have placed greater financial burdens
on all local governnents, large and small alike.

Under Senate Bill 219, the funding source for the new
community dividend program is structured to be
sust ai nabl e, the nost i nport ant aspect of any
meani ngful state revenue sharing plan. One-third of
the funds cone from each of the follow ng sustainable
sources: 1) the earnings on the Anmerada Hess sub-
account of the Permanent Fund, 2) the Constitutional
Budget Reserve, and 3) the Permanent Fund Earnings
Reserve Account.

Senate Bill 219 provides $70 per person for all Iloca
muni ci palities and uni ncor por at ed comunities.
Additionally, each nunicipality that is a schoo
district and is neeting the 4-mlIl local contribution
school requirement will receive an additional $30 for

a total of $100 per resident.

The Departnment of Comrerce, Comunity, and Econonic
Devel opnent w Il issue the dividends to Al askan
comunities on July 1 of the year follow ng the actual
| egi slative appropriation. This one-year delay wll
allow |l ocal governnents to build an operating budget
based on firm nunbers. There will be no need for the
budget witers to wait for the legislature to take
action before drafting and passing their annua
budget s.

Al askans have enjoyed the benefit of their individua
Per manent Fund dividend for nany years; the tinme has
cone to share the state's wealth with our conmmuniti es.
Senate Bill 219 utilizes three robust and sustainable
revenue sources to provide each Al askan conmunity an
annual di vi dend.

1: 52: 34 PM

SENATOR W LKEN remarked he introduced SB 219 as an effort to
equally share the state's wealth. Furthernore, he would hope
that everyone sees the folly of funding a community dividend
program from the general fund because there wll be budget
deficit problens again. He encouraged using the assets that are
avai | abl e and sust ai nabl e.

I n conclusion, Senator W/I ken posed the follow ng questions:
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1. Do we want a comunity divi dend?
2. If we want a dividend, to what |evel ?
3. Once the level is determ ned, what is the funding source?

1:54: 31 PM
CHAI R GARY STEVENS opened public testinony.
1:54:52 PM

WAYNE STEVENS, President, Alaska State Chanber of Commerce,
stated support for SB 219. The state chanber supports "a
sustai nable comunity dividend using an endowrent managenent
nmethod to provide local tax relief to business and famlies and
to assist in providing basic public services throughout Al aska."

1:56: 30 PM

CHAIR GARY STEVENS asked Senator WIlken to coment on the
rational for using funds fromthe three proposed sources.

SENATOR WLKEN responded those sources are sustainable and
robust and they provide flexibility. First, he likes the idea of
setting Anerada Hess aside for a specific purpose. Taking $26

mllion from that source still allows it to grow Second,
revenue from the CBR would be available unless the draw woul d
pull the fund below $1 billion. Current estinmates indicate that
drawing $20 mllion would anmpbunt to just one-third to one-fourth

of the earnings of the CBR The third source is the earnings
reserve. According to a Departnent of Revenue report, taking $20
mllion to $23 million out annually over the next 10 years would
reduce Permanent Fund Dividend checks by just $49 spread over
the 10-year period.

2: 00: 32 PM

CHAI R GARY STEVENS asked if one-third would actually come from
each revenue source.

SENATOR W LKEN replied the bill currently contenplates one-third
from each source, but a wser course would be to take sone
anount greater than one-third from Arerada Hess and the bal ance
fromthe other two sources in equal portions.

CHAI R GARY STEVENS recogni zed that Representative Carl Mses and
Representative Bill Thomas, Jr. were also in attendance.
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2:01:32 PM

SENATOR BERT STEDMAN suggested that the discussion include the
state's overall fiscal position with respect to using a portion
of the earnings reserve as well as the issue of the nearly $6
billion in under funded pension and benefits liability. He
pointed out that sone of that liability sits in lap of the
communities, cities, and boroughs.

He asked whether the proposed help to the comunities is
targeted for pension liability or whether the proposal is an
entirely separate issue, which would require the creation of an
entirely different fundi ng mechani sm

SENATOR W LKEN replied how to use the noney is a l|ocal option
Municipalities that contribute to schools are targeted with a
school support supplenent, but that's as far as he is willing to
go in directing how the funds are used.

SENATOR STEDMAN clarified his questions by saying that direct
appropriations could be nmade into the trust or direct
appropriations could be nade to comunities and cities. He then

asked whether the $63 nmillion allocation to comunities would
relinquish the state's voluntary help to conmunities to fund the
payrol |l increases they face for the next 15 years or nore.

SENATOR WLKEN responded it isn't his intention to mx the
PERS/ TRS responsibilities with SB 219. How to use the funds is a
| ocal issue. "If ny borough wants to spend their $8 nillion on
their PERS/TRS then that's their decision and they're held
account abl e, he said.

2: 05: 29 PM

CHAI R GARY STEVENS asked about double paynents. He referenced
the community dividend estimtes for Fairbanks and the Fairbanks
North Star Borough and asked how the figures were derived.

SENATOR W LKEN acknow edged the question had arisen earlier.
Using a visual aid, he denonstrated that Fairbanks, North Pole
and the Fairbanks North Star Borough would each receive the $70
per capita dividend. Because the borough operates the school
district, it would receive the $30 per capita school support
suppl enent .
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CHAIR GARY STEVENS renmarked the borough wouldn't get a $70
di vidend for those people living in Fairbanks or North Pol e.

SENATOR W LKEN agreed and added the CS clarifies that point.
2:07:09 PM

CHAI R GARY STEVENS questioned whether a dividend program m ght
di scourage sonme communities fromnoving on to form boroughs.

SENATOR W LKEN replied he certainly hopes that wouldn't be the
outcone. He nentioned the discussion regarding mninmm paynents

to small comunities and said his response is that everyone
should be treated the sanme. He recommended that conversations
take place regarding how to make the noney go farther. If the
bill brings |ocal governance, that's good but it's not a |arge
part of this bill, he concl uded.

2:09: 20 PM

JAVES  HORNADAY, Mayor , Cty of Honer testified Vi a
tel econference and read a city council resolution into the
record urging the state to establish a sustainable program to
share revenue with all Al askan comunities. Furthernore, the

resol uti on suggested that each community receive no less than
$75, 000 beginning in 2007. [A copy of the full resolution may be
found in the bill file.]

MAYOR HORNADAY outlined sone of the anticipated City of Honer
projects and concluded his remarks by reiterating support for
sone type of community revenue shari ng.

2:14: 13 PM

CHAIR GARY STEVENS informed him that four or five revenue
sharing bills have been introduced. He encouraged Mayor Hornaday
to watch cl osely.

2:14: 58 PM

RANDY FRANK, Fairbanks North Star Borough Assenbly nenber,
testified via teleconference as a private citizen in support of
some sort of conmunity dividend program |In particular, he said
he likes the term "sustainable" so the program could be counted
on in years to cone. Also, it's helpful if a programis set up
so that a community knows what it will receive before the budget
IS prepared.
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He stated support for spreading the burden anong the three
revenue sources because it allows needed flexibility and
sustainability. | really like this idea, he concl uded.

2:17:41 PM

TIM BECK, Fairbanks North Star Assenbly nenber and Al aska
Muni ci pal League nenber, testified via teleconference to answer
the three questions Senator WIken posed. Yes, we do want a
program and its size should be large enough to be neaningful
rather than a token effort. Finally, the funding source should
be sustainable. That is key to the entire program he asserted.

In conclusion he thanked Senator WIken and other |egislators
who are working to reinstate nunicipal revenue sharing in sone
fashi on.

CHAIR GARY STEVENS noted that Bill Rol f zen, Di vision of
Community  Advocacy, Depart nent of Comer ce, Communi ty, &
Econom ¢ Devel oprment (DCCED) was avail abl e for questions.

2:19:35 PM

KEVIN RITCH E, Executive Director, Alaska Minicipal League
(AML), opened his remarks by stating appreciation for the bil

then referenced the 2006 AM. policy statenent, which supports
use of Permanent Fund earnings. He agreed with the sponsor that
using a portion of the Pernmanent Fund woul dn't noticeably affect
the value of the dividend. In fact, the per capita paynent could
be viewed as $70 to $100 of tax relief each year. Because the
nmoney would be taken from governnent and given to government
there wouldn't be a federal incone tax issue, which makes this
an efficient way to offer relief to conmunities and busi nesses.

The proposed bill would not only provide substantial tax relief,
it would also keep small comunities viable. As a business
issue, that is good for all of Al aska. "W're actually brought
cl oser together economcally by our great distances,"” he said.
Citing the Anchorage Econonic Devel opnent Corporation he pointed
to the nunber of jobs in urban areas that exist to serve rura
ar eas.

The community dividend is a sustainable concept. The forner

revenue sharing program existed in dwindling form for 35 years
and AML is enthusiastic about helping to develop a sustainable
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program that provides long-term tax relief and helps smal
conmuni ti es.

He suggested that further conversations are needed to provide
substantial relief to very small comunities. They have certain
record keeping and neeting requirenents to “keep the lights on.”
W'd like to work with you in that area, but this is a good
start in the discussion, he concl uded.

2:23:38 PM

CHAIR GARY STEVENS referenced a data sheet prepared by the
Di vision of Community Advocacy and noted that a nunber of snal
communities are experiencing serious difficulties.

2:24: 16 PM

SENATOR STEDMAN asked M. Ritchie to address the issue of double
or triple dipping as the state nmakes an effort to help
communities in financial difficulty. In particular he asked him
to address the question in terns of the PERS/TRS liability and
the AML flier that tal ks about a maximum contribution rate of 20
percent of payroll. Who's going to pay the liability, he asked.

2:25: 13 PM

MR. RITCH E responded all the liability facing communities would
have to be addressed in another conmttee and that approximtely
half of the $6 billion wunfunded liability falls on |ocal
governnment, school districts and the wuniversity. For years
muni ci palities contributed 5 to 10 percent of salary and didn't
give much thought to the retirenment system and now the actuaries
say that on average 40 percent of all salaries paid nust go to
the retirenment system Over the |ast several years the state has
responded by raising the PERS rates for enployers by 5 percent
per year. That means that a nunicipal governnment is likely to
spend 60 to 75 percent of its budget on salaries and in school
districts, salaries probably represent <closer to 85 or 90
percent of the budget.

Wth regard to paying the bills, he said the Constitution
envisioned state and Ilocal governnent working together to
mnimze the inpact on taxpayers. | can't answer Senator
Stedman's question directly, he said, but the Legislature is
working on the problem and the retirenment managenent board is
al so working on the issue.
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In Novenber the AM. passed a resolution stating that PERS/ TRS
shouldn't be nore than 20 percent of payroll. How to pay the
anount in excess of 20 percent wll be the subject of nuch
di scussion but the Alaska Retirenment Managenent Board has said
that it will discuss that point with the Legi sl ature.

2:29:19 PM

SENATOR STEDVAN stated his concern is that cities need revenue
help from the state. Clearly there is a PERS liability that
rests with municipalities and not the state, but it's a state
obligation to help nmunicipalities when their revenue is squeezed
and they are in financial crisis. However, tying up revenue
streans that the state may need either partially or wholly to
tackle this problemis a dangerous road to take.

He suggested that it 1is preferable to look at help for
municipalities in its entirety rather than in a segnented
fashion. If the pieceneal approach is taken, nunicipalities wll
be back in a few nonths asking for nore help with their PERS/ TRS
liability. Certainly, some comunities are having trouble
grasping the fact that they have this liability.

He sunmarized his concern with the bill relates to the unfunded
l[iability and dealing with the Permanent Fund in an era of
expect ed revenue excesses over expenditures.

2:32: 37 PM

JENNI FER YUHAS, Fairbanks North Star Borough representative,
testified via teleconference and read Chief Finance Oficer,
M chael Lanb’s, supporting testinony into the record. The
bor ough supports a sustainable community dividend program and in
particular the provision that recognizes comunities that
support their schools. [A copy of the letter may be found in the
bill file.]

2:34: 37 PM
CHAI R GARY STEVENS noted that Leslie Rdle with the Anchorage
Mayor's O fice and Elaine Price from Cof fman Cove were |istening

onl i ne.

DAVE TALERI CO, Mayor , Denal i Bor ough, testified Vi a
tel econference in support of the bill.
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A key feature is that funds may be used for any nunicipal or
community  purpose. Furt her nor e, he considers the funding
mechani smto be appropriate and sust ai nabl e.

Finally, he voiced concern that a m ninum base anount for snal
community operations is not included. If a m ninmm were included
he could be "incredibly supportive.” He then expressed
appreciation to the sponsor and said the proposal is working
toward a resolution

2:36: 42 PM

GARY HENNI GH, Manager, City of King Cove, testified in support
of the effort represented in SB 219. As city manager he said he
understands and supports the sustainability features of the
program

He outlined the measures the City of King Cove instituted when
revenue sharing and nunicipal assistance disappeared in 2003.
That included increasing sales taxes 25 percent and initiating a
fisheries business inpact tax on the |lone fish processor.

He voiced support for the financial paraneters found in
Representative Mses’ House Bill 28 because that anount nore
closely anticipates what the city projects its' needs to be.
Wth anticipated need in nmnd, he suggested averaging the three
hi ghest years from when there was revenue sharing to establish a
base amount. This is a conprom se between SB 219 and what m ght
ultimately pass, he concl uded.

2:40: 33 PM
VALERIE MCANDLESS, Myor, Cty of Wangell, testified via

tel econference in support of a sustainable comunity dividend
program with a mninum established for smaller conmunities. W

will be followwng all the bills as they go forward, she
concl uded.

2:41: 31 PM

SENATOR STEDMAN stated that |egislators do recognize the need
for help for communities and the discussion wll center on what
will be enconpassed in giving that help. He assured participants
that at the end of the day the Legislature wll take sone
action.

2:42: 15 PM
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CHAI R GARY STEVENS asked the sponsor if he had cl osing comments.
2:42: 23 PM

SENATOR WLKEN referenced the report by legislative research
dated COctober 10 titled “Revenue Sharing in Alaska” and
coormented that it is a good summary and indicates that Al aska
has done a good j ob.

He noted that there are 11 different proposals on revenue
sharing, but he wanted to recognize Representative Mbses'
efforts in particular because he's kept the idea in front of the
Legi sl ature year after year

CHAI R GARY STEVENS announced he would hold SB 219 in committee

CHAI R GARY STEVENS adj ourned the neeting at 2:44:34 PM
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