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ACTI ON NARRATI VE

CHAIR GENE THERRI AULT called the Senate State Affairs Standing
Commttee neeting to order at 3:36:13 PM Present were Senators
Thomas Wagoner, Charlie Huggins, Kim Elton, Bettye Davis, and
Chair CGene Therriault.

Confirmati on Hearing: Al aska Human Ri ghts Comm ssion - Randy

El edge

CHAI R THERRI AULT announced the confirmation hearing of Randy
Eledge to the Alaska Human Rights Commi ssion to be the first
order of business.

3:37:12 PM

RANDY ELEDGE introduced hinself and presented his background
information. [Resune information may be found in the conmmttee
packet.] He advised that this is a reappoi ntnment confirmation.

CHAI R THERRI AULT asked if he held a professional |icense.
MR. ELEDGE sai d no.

CHAI R THERRI AULT questioned how l|long he had served on the
conmi ssi on.

MR. ELEDGE replied he finished his first year in March

SENATOR THOVAS notioned to advance the nanme of Randy El edge for
confirmation to the Al aska Human Ri ghts Comm ssi on.

CHAI R THERRI AULT announced that w thout objection the nanme Randy
El edge would be forwarded, but doing so did not commit any
menber to vote for or against the actual confirmation.

SB 234- COMMUNI TY DI VI DEND PROGRAM
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CHAIR CGENE THERRIAULT announced SB 234 to be up for
consi derati on.

3:41: 47 PM
M KE BLACK, Director of the Division of Community Advocacy in
the Departnent of Comrerce, Conmmunity & Econom c Devel opnent,
i ntroduced SB 234 on behalf of the adm nistration. He explai ned
that the Community Dividend Program would provide a sustainable
comunity dividend using the estimated $27.6 mllion in annual
earnings of the Alaska Capital Incone Fund {"Anmerada Hess"
account} as the funding source. The bill proposes to establish
an annual $10 mllion base grant for distribution to all cities
and boroughs as foll ows:

e Cities with less than 100 residents receive $25, 000
Cities with 100 to 249 residents receive $30, 000
e Cities with 250 to 500 residents receive $35, 000
e Cities with nore than 500 residents receive $40, 000
e Boroughs receive $50, 000
» Bal ance of funds distributed on a per capita basis

The bill also provides financial incentives for areas to
organi ze into boroughs. Incorporation grants would be provided
as follows: 1) a $1 nmillion grant in year one; 2) a $1 mllion

grant in year two; 3) a $500,000 grant in year three.

SB 234 also provides supplenental grants to organi zed boroughs
such that approximately $16.6 mllion would be distributed to
each organi zed borough on a per capita basis.

The bill describes the essential public services for which the
noney could be wused including: public safety, infrastructure
mai nt enance, education, and fuel.

3:44: 40 PM

SENATOR WAGONER questioned what interest rate the Al aska Capita
| nconme Fund i s earning.

MR. BLACK said he’'d get the information.

SENATOR WAGONER mused the earnings would be about the sanme as
t he Permanent Fund.

CHAI R THERRI AULT added that fund has averaged a bit better than
10 percent.
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SENATOR WAGONER said he was thinking that 6.5 percent woul d keep
up with inflation over time so as the dollar deval uates needed
i ncreases could cone fromthe interest incone.

MR. BLACK said the fiscal note indicates that the annual
i nterest earnings on $424 mllion have been about 6.5 percent so
that's where the $27.6 mllion cane from

SENATOR WAGONER countered he thought the noney was invested
along with the Permanent Fund and earned nore than that.

CHAI R THERRI AULT renarked the way the particular instrunents are
i nvested could be a factor.

SENATOR WAGONER nmentioned the Amerada Hess court case and
counsel ed using caution to avoid past pitfalls.

JOHN BOUCHER, Senior Economist with the Ofice of Managenent &
Budget, explained that the $27.6 projection is based on the nd
case scenario earnings projections for the Permanent Fund. The
actual return could vary up or down.

SENATOR ELTON questioned why the admnistration decided to
identify Amerada Hess as the funding source.

MR. BLACK responded he couldn't explain the thought process but
he did know that the adm nistration wanted a fundi ng source that
was sufficient.. Furthernore, Anerada Hess is identifiable and
has no direct connection to the Pernmanent Fund.

SENATOR ELTON said he would prefer to appropriate general funds
on an annual basis. The problemw th using a Permanent Fund sub-
account is that the anpunt that can be spun off each year may
prove to be constraining.

MR. BLACK argued that using the earnings fromthe Al aska Capita
| ncone Fund is nor e predi ct abl e t han gener al fund
appropri ations.

SENATOR ELTON responded this creates problens. For the first
time a Permanent Fund sub-account would be used for annual
expenditures and this may constrain future Legislatures if the
earnings aren't sufficient to fund the program

CHAI R THERRI AULT advi sed that the proceeds from Anerada Hess are
general fund.
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SENATOR ELTON said he didn't disagree, but this establishes it
as a funding source. You could say the same thing about the
earnings and everyone knows about the political risk associated
wi t h spendi ng Pernmanent Fund earni ngs.

CHAIR THERRI AULT said the difference is that the nopney that
spins off from the retained earnings increases the annual
dividend while the noney that spins off from Anerada Hess
doesn't increase the annual dividend.

SENATOR ELTON pointed out two anomalies: First, unincorporated
boroughs are left out of the program and second a system of
inequity is created for wunincorporated comunities and cities
that haven't consolidated with borough governnents. He asked for
an expl anati on.

MR. BLACK replied the departnent believes that boroughs and
cities are the proper recipient for revenue sharing. They have
specific requirenents under state |law to provide services and to
meet operation requirenments. Unincorporated comunities don't
have the sanme requirenents and that's the reason for excluding
themfromthis formul a.

SENATOR ELTON questioned whether there couldn't be a formula to
qual i fy unincorporated communities that provided certain public
servi ces.

MR. BLACK replied if that approach is taken the departnent would
recommend that the noney flow through the borough so that the
deci sions are nade at that |evel.

SENATOR ELTON offered a conparison. Ketchikan has a city and a
bor ough governnment and Juneau has a consolidated governnent. As
currently witten, Ketchikan would receive $90,000 and Juneau
woul d receive $50,000. He asked if there had been discussion of
t hat anomal y.

MR. BLACK said he was unaware of any direct discussions related
to unified boroughs, but it could be argued that the base
overhead is higher when separate city and borough governnents
serve the sane area. Except for the $10 million base anount, the
nmoney woul d be distributed based on popul ati on.

SENATOR ELTON responded sonme governnments have unified to keep
from spendi ng public dollars on excess overhead.
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CHAI R THERRI AULT noted that the $2.5 mllion provides incentive
for unorganized areas to becone organized, but there is no
al l omance for funds to flow to an unorgani zed nunicipality.

MR. BLACK responded the per capita amount would be provided to
boroughs and unincorporated areas would be included in the per
capita count. Then the boroughs could distribute noney based on
services that are provided.

CHAI R THERRI AULT asked him to address nunicipalities that are
organi zed under federal |aw.

MR. BLACK replied that provision addresses the Metl akatla Indian
Reservati on

4:02:28 PM

RON LONG Kenai, stated that he was representing hinself. He
asked the commttee to consider a sustainable funding nechani sm
for communities and suggested that SB 234 is a good start.

He described the Kenai Peninsula Borough. As a Second d ass

Borough, it provides basic mandated services w th additional
| evel s of service being available within the various cities. He
opined that the bill would offset sone of the taxes that are

inmposed on citizens to carry out the state mandates. It also
provi des neaningful tax relief for residential property owners
and busi nesses. He expressed the hope that the Legislature and
the adm nistration identify a funding source that is sustainable
and transparent so that it's possible to build a better budget
for citizens.

He asked nenbers to keep in mnd that the unincorporated areas
have no unfunded mandates. That is an inportant distinction and
it's another reason that SB 234 makes sense, he concl uded.

CHAI R THERRI AULT asked for his perspective on which unfunded
mandat es mi ght not be provided if there were no mandat es.

MR. LONG responded the $150,000 senior property tax exenption is
the first that cones to mind and another is the reduction of
school debt rei mbursenent from 90 percent to 60 percent.

4:06: 14 PM

PAUL FUHS, Lobbyist for the Kuskoqui m Corporation, described the
corporation, which includes 10 villages on the Kuskoquim that
val ue self-determ nation. He infornmed nenbers that the people in
the area have forned an exploratory conmttee for the purpose of

SENATE STA COW TTEE -7- April 11, 2006



petitioning to become a borough. Although the area is poor, it
has prom se because of the Donlin Creek M ne. However, the mne
has said it won't go forward until sone kind of governnment is
formed so that a tax rate can be negotiated. That situation is a
catch-22, but SB 234 hel ps provide a solution. He encouraged the
committee to pass the bill on to the Finance Conmttee.

Speaking for hinmself and as a fornmer mayor he said that Title 29
is one of the strongest elenents of denocracy in the state and
it's sad that sone |ocal governnents are going by the wayside
because they can't afford basic adm nistration.

4:09: 26 PM

JOHN HCOZEY, Valdez City Manager, spoke in support of revenue
sharing in general. bserving that tinmes are tough for |[ocal
muni ci palities, he inforned nmenbers that communities need help
at a level that will nmake a difference. SB 234 is a good start,
but you need to find a larger funding source than Anerada Hess
can provide, he said.

Responding to earlier comments, he urged caution in penalizing
communities |ike Valdez for not formng a borough if there isn't
any discussion about making Title 29 changes to make formng a
bor ough nore user friendly.

SENATOR HUGE NS asked him to describe three rules that ought to
be changed.

MR. HOZEY replied the Mdel Borough philosophy is a strangl ehol d
on formng new boroughs. If a proposed borough doesn't conform
to the nodel boundaries the proposal won't go forward. He
mentioned the task force that worked through the Al aska
Muni ci pal League to reconmmend changes to Title 29 to give the
Local Boundary Conmission increased authority to anend
petitions. The main difficulty is that there is no flexibility
for putting petitions together that nmake sense from a nunici pa
poi nt of view.

4:15:12 PM

KEVIN RITCH E, Executive Director for the Al aska Minicipal
League (AM.), introduced hinself and explained that the 75/75
button his Ilapel describes a nmethod for crafting a revenue
sharing program $75,000 is the mninum anmount necessary to run
a local governnent regardless of size. The second nunber
represents $75 mllion, which is the recommended overall funding
| evel for the program
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MR. RITCH E noted that when Governor Mirkowski spoke to AM. he
di scussed putting nore noney into a revenue sharing program than
is provided under SB 234. Using the earnings from Amerada Hess
woul d provide enough to save small communities, but it isn't
enough to provide substantial tax relief and assistance to
| arger communities. He further noted that the State Chanber of
Commerce chose revenue sharing and PERS as its top | obbying
priorities because of the strong connection between having a
strong business community and affordable taxes. Taxation in
comunities is becomng nore of an issue with business and the
public, he said.

Referencing M. Long's testinony related to mandates, he
suggested that it's nore about partnership and shared
responsibility between the state and its political subdivisions.
Whet her citizens are paying state or local taxes, it clear that
it takes a certain anount to maintain an appropriately high
quality of life. Sharing revenue with nunicipalities to reduce
taxes or to provide better services or to keep small comunities
viable is a high constitutional priority of the state, he
assert ed.

Wth regard to Senator Elton’s question about the difference
between wunified and non-unified boroughs, he opined that the
issue is addressed the best in the bill that canme from the | ocal
government conmi ssion. Essentially it has three levels of
fundi ng: $75,000 for cities; $150,000 for non-unified boroughs;
and $300, 000 for unified boroughs.

4:19: 46 PM
SENATOR HUGE NS asked for the total amount under 75/75 as well
as the fundi ng source.

MR RITCHE reiterated AML recommends that $75 mllion is an
appropriate anmount for a revenue sharing program and $75,000 is
the mninmumto allow a small city to operate. Wth regard to the
source, AM. urges that it be sustainable. Because there is no
dedi cated funding source under the constitution, there nust be a
political will to fund any program annually. Discussions have
i ncl uded: Amerada Hess earnings, constitutional budget reserve
(CBR) earnings, and general fund appropriations. He noted that
the latter sustained the program for 30 years. He agreed to
provide the comrittee with a briefing paper, which would answer
t he question nore fully.

CHAI R THERRI AULT asked M. Ritchie to comment on the issue of
t he uni ncor porated conmunities.
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MR R TCH E used the six cities in the Lake and Peninsula
Borough as an exanple. Under the AM. proposal for revenue
sharing each conmunity would receive $75,000. He noted that if
the borough were to receive $75,000 to take care of the other
hal f of the population it would be inequitable. What nakes sense
and what is reflected in SB 247 is to provide a |arger anount of
base funding for boroughs than for cities.

Revenue sharing under SB 247 pr oposes $75, 000 for
muni ci palities, $150,000 for non-consolidated boroughs and
$300, 000 for consolidated boroughs. Allowing that the last two
nunbers mght be low, he said there are two advantages in
providing sufficient base funding for boroughs. First it would
provide incentive for boroughs to form and second it would
address the inequities that have been descri bed.

4:23:49 PM

MARK HI CKEY, Lobbyist for the Lake and Peninsul a Borough (LPB)
stated support for a neaningful and sustainable revenue sharing
program Although the borough hasn't endorsed a particular
option, it recognizes that the AML 75/75 program has nerit. O
particular inportance is m ninumfunding for cities.

He referenced his April 11 nmeno discussing unincorporated
comunities within the borough boundaries and said that LPB has
16 communities: 6 cities and 10 unincorporated comunities that
are primarily Native villages wth populations of 200 or |ess

Many of the unincorporated comrunities have been in existence
for years and provide services such as fire protection

energency nedical service, search & rescue, and sewer & water.
Typically the services are admnistered through a village
adm ni strator and a tribal council.

Citing aspects of different bills he cautioned against the
uni nt ended consequence in which it's actually a disincentive in
the future to be a borough. He noted that SB 234 doesn't suffer
that deficiency and that M. Ritchie's idea of increasing the
base for boroughs provides a sinple approach.

MR. HI CKEY cited Senator Elton's suggestion as another solution.
That is to establish a standard such that unincorporated
communities receive noney only if they are real and if they
provide certain services. The issue is confusing, but you need
to | ook at the basic question of what's equitable, he concl uded.

4:29:30 PM
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LUKE HOPKI NS, Fairbanks North Star Borough Assenbly Menber and
AML Board Menber, described the bill as a good starting point.
He expressed the view that the overall funding |evel ought to be
increased and that the 75/75 proposal would work. He asked the
comttee to consider a $75,000 fl oor.

Wth regard to the funding source he agreed with others that
Amerada Hess wouldn't provide sufficient funds. He suggested
that those funds could be conmbined with CBR earnings and/or a
general fund appropriation.

4:32: 07 PM

PEGGY COMN, Superintendent of the Juneau School District,
rem nded nenbers that a strong comunity makes strong schools

Juneau is fortunate, she said, because the borough traditionally
funds schools to the cap. She encouraged the commttee to
support revenue sharing.

CHAI R THERRI AULT proposed holding the bill to give nenbers tine
to consider anendnents.

SENATOR ELTON responded his understanding is that one conmttee
would review all the revenue sharing proposals at one tine so
he'd prefer to nove the bill.

CHAIR THERRI AULT said if nmenbers didn't anticipate any
anmendnents then he would entertain a notion.

SENATOR ELTON notioned to report SB 234 and attached fiscal
note(s) fromcommttee with individual recommendati ons.

CHAI R THERRI AULT announced that w thout objection SB 234 would
nove to the Finance Comm ttee.

There being no further business to come before the commttee
Chair Therriault adjourned the neeting at 4:38:18 PM
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