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FEditor

W a rd in g o

A NEW PRESSURE
group is being formed with
the purpose of preventing
the spending of unallocated
earnings from the state’s
Permanent Fund. About a
billion dollars is involved.

The group plans to pre-
sent itself to the people as
defenders of the fund — the
white knights who will fight
off the “raiders” who want
to destroy the state’s savings
account.

Former Gov. Jay Ham-
mond is spearheading the
new group. It is logical that
he should. The fund was
largely a creature of his re-
gime when he was chief ex-
ecutive. Some consider the
fund a monument to his fore-
sight in finding a way to pre-
vent all of Alaska’s oil reve-
nues from being spent.

Mr. Hammond is a man of
great capability and has a
reputation for honesty and
integrity, a distinction that
makes him stand out in the
crowd in these times. He will
give the movement great
dignity and he can, with
great sincerity, expound the
virtues of preventing the
present generation from
leaving nothing for future
generations.

FLAMING RHETORIC
will no doubt arouse public
concern, but it may involve a
wrong use of the word
“raid.” It may not really be
araid. And the fund is really
not in any danger of being
impaired.

Actually, the question at
issue is what should be done
with the billion dollars in
earnings that have accumu-
lated from the Permanent
Fund investments. The con-
stitutional amendment, ap-
proved by the people, sets
earnings aside for deposit in
the state’s general fund and,
consequently, available for
appropriation however the
legislators deem fit.

The money might have
been legally spent in past

ff *ra ide rs '’
ministrators have head*
that off by retaining tf
money so it would not t
available to the legislators.

In the 1986 legislative se
sion, starting next Januar
the legislature will be unde
heavy pressure to use tht
billion dollars. The state’'
revenue for the 1987 fisc*
year is forecast to be insuff
cient to carry the operatin
budget. Serious cuts will b
necessary unless more reve
nue is found.

BEFORE ANY ACTIOf
is taken, it would be well fo
the legislature to face up K
two basic questions:

One is to define the ulti
mate purpose of the Perma
nent. Fund. Now that it i
safe from the fingers of th(
legislators, how should it be
used?

Some want it to grow
big that it will support the
entire state government,
like an endowment. Thai
would bring Alaska close to
Utopia — no taxes but lots of
people rendering lots of pub-
lic service.

Even without a stated pur-
pose, the state has deposited
in the last four years 23 per
cent of all its oil revenues —
much more than required by
the constitutional amend-
ment. The savings hi ve to-
talled 18 percent of the
state’s total revenue. That's
not a shabby savings pro-
gram, and the figures do not
include the billion dollars
now unallocated nor the mil-
lions that have been paid out
in dividends.

The other question to be
decided is when is it a “ rainy
day.” The earnings are con-
sidered by some to be a
rainy day fund and they say
the rainy day is here now.

Perhaps it is. The 198
budget is projected to be $3
billion. Revenue forecastss
for 1987 are $2.4 billion anﬁI
the trend is downward as o
prices continue to fall.

We can count on Govemo \
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1 ?0U’U 'bE HEA”INgNiM E 'Skt a new organfe® 'fornix
by Jim Rhode of Anchorage and two of the state’s better known politi-
cal leaders, former Republican Gov. Jay Hammond and former
House Finance Chairman Oral Freeman, a Democrat from Ketchi-
kan. Their group is “Friends of the Permanent Fund,” and its purpose
is to preserve the stare’s big savings account from legislative raiders
bent on using unallocated eamings to offset revenue declines and
keep the pork barrels filled . ... Rhode, by the way, is an economist
who recently resigned from the Permanent Fund management staff.
He’s the son of the late Clarence Rhode of Juneau, who back in terri-
torial days was head of the U.S. Fish & Wildlife Service. The elder
Rhode, one of true giants of game management in Alaska's history,
died in a plane crash in the Brooks Range a quarter of a century ago.

* * *



COMMITTEE REPORT
SENATE

FURTHER:  VNANCE
3/21/85
Date L 3 1M86.
Mr. President
The Committee on C&RA considere

relating to the use of funds from the undistributed income accountin the
Alaska permanent fund for certain municipal aid programs, establishing a
two-year funding cycle; efd.

and (a majority of the committee) (the committee) reports it back with
the following recommendations:

do pass

do pass with attached amendment(s)
replace with/or adopt CS for
new title

same title and recommends

and attached a "LETTER OF INTENT" [ 1] NEW FISCAL NOTE

reports it back without recommendation

recommends referral to Committee
El BERS SIGNING MEMBE
OTHE
Chairman

Chairman recommendation
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IN THE SENATE BY COGHILL
SPONSOR SUBSTITUTE FOR SENATE BILL NO. 244
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to the use of funds from the undis—
tributed income account 1in the Alaska permanent Tfund
for certain municipal aid programs, establishing a
two-year funding cycle; and providing for an effec—
tive date."
BE IT ENACTED 3Y THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS >_60 is amended by adding a new section to article 3
to read:

Sec. 29.60.270. TWO-YEAR FUNDING CYCLE. (a)Entitlements under
AS 29.60.010 - 29.60. 180, 29.60.290, and sec. 09, ch. 95,SLA 1983,
shall be estimated by the Department of Community and Regional Affairs
based on a funding cycle of ttx? fiscal years and recomputed each
fiscal year. Legislative appropriations to carry out the provisions
of AS 29.60.010 - 29.60.180, 29.60.290, and sec. 9, ch. 95, SLA 1983,
shall be made for a period of two fiscal years.

(b) By January 15 of each fiscal vyear, the commissioner of
revenue shall transfer from the undistributed income account in the
Alaska permanent fund (AS 37.13.145) to the Department of Community
and Regional Affairs an amount determined by the commissioner of
community andregional affairs to be sufficient, when added to appro-—
priations for the purpose, to fully fund the entitlements under
AS 29.60.010 - 29.60.180, 29.60.290, and sec. 9, ch. 95,SLA1983.

Only if, after the transfer of money from the undistributed income
account, the amount available 1is still not sufficient to fully fund

11-i SSSB 244



the entitlements, shall entitlements be reduced and distributed on a
pro rata basis.
Sec. 2. AS 29.60.280 1is amended to read:

Sec. 29.60.280. ALLOCATION AND DISTRIBUTION. (a) Every two
fiscal years [EACH YEAR], the department shall allocate money appro—
priated to the accounts established in AS 29.60.060, 29.60.170, and
for payments under sec. 9, ch. 95, SLA 1983, [FORMER AS 29.90.020] 1in
the amounts determined by the legislature.

(b) Money 1in the miscellaneous services account established 1in
AS 29.60.170 that exceeds the amount required to fully fund distribu—
tions authorised by AS 29.60.100 - 29.60.180 during the two-year
funding cycle shall be reallocated to the tax equalization account
established in AS 29.60,060 and distributed according t the provi—
sions of AS 29.60.010 - 29.60.080.

(c) Honey allocated for payments under sec. 9, ch. 95, SLA 1983,
[IN THE HOSPITAL AND HEALTH FACILITY CONSTRUCTION ASSISTANCE ACCOUNT
ESTABLISHED IN FORMER AS 29.90.020] that exceeds the amount required
to fully fund distributions authorized during the two-year funding
cycle [BY SEC. 9, CIl. 95, SLA 1983] shall be reallocated to the tax
equalization account established in AS 29.60.060 and distributed
according to the provisions of AS 29.60.010 - 29.60.080.

Sec. 3. AS 29.60.280 1is amended by adding a new subsection to read:

(d) IT money allocated or reallocated under this section is not
sufficient to fully fund all entitlements under AS 29.60.010 - 29.60.-
180, 29.60.290, and sec. 9, ch. 95, SLA 1983, during a fiscal year,
the commissioner of community and regional affairs shall by January 1
of that year notify the commissioner of revenue a" d request the trans—

fer of additional money under AS 29.60.270.

Sec. 4. AS 29.60.350 is amended to read:



Sec. 29.60.350. MUNICIPAL. ASSISTANCE FUND. () There is estab—
lished in the department the municipal assistance fund. The legisla—
ture may appropriate to the municipal assistance fund [DURING EACH
FISCAL YEAR] an amount equal to or greater than 30 percent of the
income tax revenue received by the state under AS 43.20.011(e) for the
previous two fiscal years [YEAR]. Legislative appropriations shall be
made for a period of two fiscal years.

(b) The depart iient shall distribute money from the municipal
assistance fund to each municipality on an annual basis as provided in
AS 29.60.360 and 29.60.370. A municipality may not receive payment
until it submits to the department a resolution approved by the gov—
erning body of the municipality that requests the money. Distribution
of money from the municipal assistance fund to a municipality with a
fiscal year beginning on January |1 shall be made on February 1 [OF THE
STATE FISCAL YEAR FOR WHICH THE APPROPRIATION TO THE FUND 1S MADE].
Distribution of money from the municipal assistance fund to all other
municipalities shall be made on June 1 [OF THE STATE FISCAL YEAR FOR
WHICH THE APPROPRIATION TO THE FUND IS MADE]. A municipality that
incorporates after December 31 [OF A STATS FISCAL YEAR] 1is not eligi—
ble for a distribution under this section until the following s”™ate
fiscal year.

Sec. 5. AS 29.60.360 is amended to read:

Sec. 29.60.360. BASE AMOUNT OF ASSISTANCE, (a) The base amount
to be distributed from the municipal assistance fund to each munic—
ipality shall be estimated based on a funding cycle of two fiscal
years and recomputed each Tfiscal year. The base amount to be dis—
tributed from the municipal assistance fund to each municipality each

[FOR THE] fiscal year shall be the amount received by the municipality

during fiscal year 1978 wunder AS 43.70.080. A city incorporated

SSS3, 244
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within a borough after June 30, 1977, shall receive as a base amount a
share of the amount distributed to the borough in which it is located
based on the ratio of population in the city to the total population
in the borough. A city incorporated outside a borough after June 30,
1977, shall receive as a base amount the amount received by the city
in the state most closely approximating it in population at the time
of 1its incorporation. A borough 1incorporated after June 30, 1977,
shall receive as a base amount the amount received by the borough in
the state most closely approximating it in population at the time of
its incorporation.

(b) By January 15 of each fiscal year, the commissioner of
revenue shall transfer from the undistributed 1income account 1in the
Alaska permanent Tfund CAS 37.13.145) to the Department of Community
and Regional Affairs an amount determined by the commissioner of
community and regional affairs tobe sufficient, when Added to appro-—
priations for the purpose, to fully fund the base, amounts computed
under (a) of this section. If the amount appropriated to the munici —
pal assistance fund vrhen added to the amount transferred from the
undistributed Income account {BY THE LEGISLATURE DURING A FISCAL YEAR]

is insufficient for distribution of the full base amount to each
municipality, the department shall prorate the amount available for
distribution on the basis of amounts received during the fiscal year
1973 under AS 43.70.030.

Sec. 6. AS 29.60.370(a) is amended to read:

(a) If the amount in the municipal assistance fund at the time
<f£ the last distribution during a two-year Tfunding cycle exceeds the
base amount to be distributed under AS 29.60.350, the excess amount
shall be distributed to each municipality on the basis of population.

Population for the purpose of this section shall be as certified by

SSSB 7.44 v _4-
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the commissioner [OF COMMUNITY AND REGIONAL AFFAIRS}. In determining
the population of a borough, the population of all cities in the
borough shall be deducted from the total population of the borough,
* Sec. 7. The initial two-year funding cycles for municipal aid pro-—
grams required by this Act begin July 1, 1986.

* Sec. 8. This Act takes effect immediately in accordance with AS 01.-

10.070(c) .



A la s ka ;g>tate le gislature

Senator Edna De\fies. Chairman
Senate Senator F. /;\?Jes,r;:.e(/si:ce Chairmao
Senator Coghill
Senator Sturgulewski
Senator V. Fischer
Committee on
Official Business . . Juneau. Alaska 99811
Community anb Eegtonal Affair*
Committee Meeting -- March 26, 19S5
Special Guests -- Mayors from the Alaska Conference

of Mayors

Mayors have been invited to bring before the Committee
any item they feel is of concern to local government.

Public hearing on SB 244

"An Act relating to the use of funds from the
undistributed income account in the Alaska
permanent fund for certain municipal aid
programs, establishing a two-year funding
cycle; and providing for an effective date."

Committee folder includes:
1. Section analysis of the Dbill by its drafter, Tam Cook

2. Section from Feb '85 report from the Alaska Permanent
Fund Corporation that includes a summary of the
funds currently in the undistributed income account
and a statement from the Trustees as to their
interpretation as to how the fund is to be used.

3. Section from AS 37.13.145 which pertains to the
disposition of income from the permanent fund.

4. The pertinent sections from Title 29 that are
referenced in SB 244



SlasUa &tate "egislature
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Senate Vi
£<ni( GO
Ur'idiu* V Fedgecs
Committee on  fuitnV
Official Business R R R i
Community nut) Regional Affairs
MM EMORANDU At
Al*/r
Date: April 8, 1985 a#s
To: Senator Jack Coghill
From: Senator Edna DeVries”
Subject: SB 244 and SB 215

10

I have requested that Senator Fahrenkamp/[refer
SB 215 to Senate Community and Regional Affairs if she
has no plans for holding hearings on it.

Could you please for ard all backup information
regarding SB 244 and SB 218 to my office. I would also
appreciate a list of communities that you would like to
be included in the interim hearings.

God bless you.

Edna

ED:mal

MoUTt) PolL6 -

Fa\r6an KE£ -

NEKA NTt -

>ecrv "



Report Analysis ALASKA PERMANENT FUND CORPORATION
March 18, 1985 REPORT FOR FEBRUARY 19S5

- SCRR

The average life-to-maturity of fixed income marketable securities is
Six years.

Common stock dividend yield is estimated at 4.2 percent. The
combination of dividend yield, realized gains on the sale of stock and
unrealized gains on the stock portfolio indicates a total return of
approximately 18 percent during the first eight months of this fiscal
year .

The realized cash yield reflected on real estate equity investment is
7.18 percent. The addition of the unrealized gain on the investment in
real estate equity pools indicates a total return of 13.85 percent
during the first eight months of this fiscal year.

Commitments on Alaska mortgages are currently being made by the
Corporation at 12.375 percent. Commitment rates are adjusted monthly.

%/ The following table sets forth the balance of commitments and net
disbursements on Alaskan investr.ents at February 28, 1985:

Net
Committed Disbursed
Alaska home mortgages $ 80,000,000 $ 46,113,000
Alaska bank certificates of deposit 200,000,000 102,500,000
Corporate bonds (AHFC) 23,500,000 23,500,000

$323,500,000 $172,113,000
As a percent of Fund assets 5.08% 2.70%

Last month"s analysis discussed the Statement of Changes in Fund Equity
and the relationships between the corpus of the Fund and undistributed
income (designated Reserve For Inflation And Dividends by the Trustees).
Several individuals have suggested that this analysis be repeated each
month, utilizing current month figures, to insure that there is abetter

understanding of these accounts. Therefore, it is important to note the
following:
° The corpus of the Fund is $5,385,867,000

0 The Reserve For Inflation And Dividends is 979,174,000

The reserve account is very large because it serves several purposes.

It contains reserves from prior years, it is a deposit account for all
income received duri. ; the current year to date, and it is a holding
account from which dividend payments and inflation-proofing
disbursements are made. At the beginning of the fiscal year (July 1,
1984) the reserves amounted to $557,347,000. To that amount, net income



Report Analysis

March 13,
Page 3

1985 SCM Z

for the past eight months of this fiscal year has been added in the
amount of $421,826,000. An amount to be utilized for dividend payments
is set aside each month and for the eight months of this fiscal year
that amount equals $142,916,000. Similarly, amounts are set aside each
month for inflation-proofing. The eight month amount is $156,267,000.
Graphically, funds can be traced through the account as follows:

Opening Balance, July 1, 1984 $ Zriﬂ’é%%’d)&?-l-%ﬂll)o(l 2H1 QOO

Plus: Eight months net income
Gross amount in account 979.174.000 |
Less: Eight month set-aside for

dividends (142.916.000) Est WaWU in

Less: Eight month set-aside for

e infll«;ltign-pfoofing | (156.267.000) w*feb&teiinflowe
T etate ( 3,898,000) Addtos  6/30/S5
Net balance $ 676,092,000

Updated projections for the period July 1, 1984 through June 30, 1985
based upon eight months operations are as follows:

- Realized net income $ 622,100,000
- Transfer to State for payment of dividends 214,100,000
- Transfer tocorpus for inflation-proofing 234,100,000-
- Addition toreserves 173,900,00Ctf<

In making these projections, we estimate a 10.87 percent realized
nominal return. The inflation rate has been established at

4.26 percent. This is the calendar year 1984 average increase over
calendar year 1983 in the U.S. Consumer Price Index For All Urban
Consumers, The projected realized real rate of return is 6.61 percent
which 1is substantially above the long range average target rate of

3.0 percent.

DAR:aef/bn



General Partnership

At Febrij~rv 1985, the investment in real estate general partnerships was
valued at market, which approximates cost. Future adjustments to market value
will be based upon independent appraisals of the properties. The Corporation
will participate to the extent of its percentage of ownership in future net cash
flow derived from leasing the properties.

CONTRIBUTED EQUITY

The principal balance of the Alaska Permanent Fund at February 28, 1985 was
composed of the following elements:

Dedicated state revenues $ 2,303,780,000
Appropriations from the State 2,700,000,000
Provision for inflation 382,127,000

$ 5,385,867,000

RESERVE FOR [INFLATION AND DIVIDENDS

The Trustees of the Permanent Fund have desit "3ted the balance of the
undistributed income account to be continuously reserved for fjture inflation
impact and dividend payments. Although the State Legislature could legally
appropriate this amount for other purposes, in the opinion of the Trustees, this
designation is in accordance with the stated purpose of undistributed income,
i.e., to provide a reserve for the current statutory uses of Corporation income
against the possibility of future declines in that income. Such a reserve is
intended to enable the Corporation to fully offset the impact of inflation and
still maintain a constant level of dividends in years when Permanent Fund
earnings are not enough to do both.

The Board of Trustees
Alaska Permanent Fund Corporation

Gentlemen:
The financial report and statements presented herein were prepared from the
books of account without audit, and no independent opinion on the fairness of

these statements has been rendered.

Sincerely,

Peter A. Bushre
Comptroller



&37.13.145 Alaska Statutes 837.13.170

Effect of amendments. — The 1982
amendment rewrote this section.

Sec. 37.13.145. Disposition of income. At the end of each fiscal
year, an amount sufficient to offset the effect of inflation on principal
of the Alaska permanent fund during that year, as measured by a
nationally recognized index, shall be transferred from net income as
defined in AS 37.13.140, excluding income on the undistributed income
account in the Alaska permanent fund, to the principal of the Alaska
permanent fund for reinvestment. The balanceof the neiincome as
defined in AS 37.13.140 shall be transferred to theundistributed
income account in the Alaska permanent fund. Money in the
undistributed income account shall be invested m investments autho-
rized under AS 37.13.120. Income from tie investment of the
undistributed income account shall be treated as an addition to that
account. (8 9 ch 81 SLA 1982)

Cross references. — For transfer of the undistributed income account, see
certain income earned by the Alaska § 15, ch. 81, SLA 1982.
permanent fund prior to July 1, 1982, to

Sec. 37.13.150. Corporation budget. The revenues generated by
the corporation’s investments must be identified as the source of the
operating budget of the corporation in the state’s operating budget
under the Executive Budget Act (AS 37.07). The unexpended balance
of the corporation’s annual operating budget does not lapse at the end
of the fiscal year but shall be treated as income under AS 37.13.140.
(8 5 ch 18 SLA 1980; am § 10 ch 81 SLA 1982)

Effect of amendments. — The 1982
amendment rewrote this section.

Sec. 37.13.160. Audits. The Legislative Budgetand Audit Commit-
tee may provide for an annual post audit and annual operational and
performance evaluations of the corporation’s investments and invest-
ment programs. (§ 5 ch 18 SLA 1980; am § 11 ch 81 SLA 1982)

Cross references. — For the Effect of amendments. — The 1982
responsibilities of the Legislative Budget amendment substituted "may provide" for
and Audit Committee, see AS 24.20.206. "'shall provide."

Sec. 37.13.170. Reports and publications. By September 30 of
each year, the board shall publish a report of the corporation for distri-
bution to the governor, legislature, and the public. The report shall be
written in easily understandable language. The report must include
financial statements audited by independent outside auditors, a
statement ofthe amount of money received by the Alaska permanent
fund from each investment during the period covered, a statement of

60
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§ 2978010 Municipal Government § 2978010

(1) combine or coordinate the existing emergency services communi-
cations programs of the participating municipalities and agencies;

(2) operate a dispatch center to receive all requests for emergency
services and dispatch those services;

(3) study the need for improvement in the timely delivery of emer-
gency services to residents of the participating municipalises;

(4) hold public hearings to obtain information concerning the timely
delivery of emergency services;

(5) apply forand accept federal, state, municipal, and private money,
property, or assistance for use in providing the timely delivery ofemer-
gency Sservices;

(s) enter into contracts to carry out the provisions of this section;

(7) employ personnel necessary to carry out the provisions of this
section.

(d) In this section:

(1) "emergency services” means services provided by law
enforcement agencies, fire departments, ambulance services, and other
organizations that are intended to respond to emergency situations of
imminent danger to life or property;

(2) "state agency” means a department, division, or office in the
executive branch of state government. (§ 2 ch 107 SLA 1981)

Revisor’s notes. — As enacted, (d) of graph was deleted and the paragraph
this section contained a paragraph (2) that  enacted as (d)(3) was renumbered (d)(2) in
defined '"emergency service agency,” a 1981
term not used in the section. That para-

Chapter 78. General Provisions.

Section
10. Definitions

Sec. 29.78.010. Definitions. In this title, unless otherwise pro-
vided, or the context otherwise requires,

(1) "areawide power” means a power of an organized borough exer-
cised throughout the borough;

(2) "borough” means a general law first, second or third class orga-
nized borough;

(3) "city” means a general law first or second class city;

(4) "conditional use” means exception, special exception, special use,
or special permit designated in the zoning ordinance;

(5) "consolidation” means dissolution of two or more municipalities
and their incorporation as a new municipality;

(6) "majority” means a simple majority;

(7) "merger” means dissolution ofa municipality and its absorption
by another municipality;

(8) "municipal election” includes but is not limited to elections to
choose city councilmen, borough assemblymen, school board members
and utility board members;

201



§ 29.78.010 Aiaska Statutes § 29.78.010

(91 ""municipality” means a Kenornl law municipal corporation and
political subdivision, which is a first or second class borough or city, or
a third class borough, incorporated under the laws of the state;

(101 ""nonnrenwide power” means a power of an organized borough
exercised by the borough only in the area outside of cities;

(111 ""owner™, "‘record owner", or "owner of record" means owner of
record or purchaser of record;

<121 "'personal property” means tangible property other hnn real
property, such as merchandise and stock in trade, machinery and
equipment, furniture and fixtures, motor vehicles and vehicles, boats
and vessels and aircraft;

(13) "'property’* means real and personal property;

(14) "published™ means appearing at least once in a newspaper of
general circulation distributed within the municipality or, if there is no
newspaper of general circulation distributed within the municipality,
posting in three public places for at least five days;

(15) "'real property" means land and improvements and all pos-
sessory rights and privi‘egesapput tenant lo the property, and includes
personal property affixed lo the land or improvements;

(16) "'regular election™ means the municipal election held on the first
Tuesduy of October annually, or on an election date or at an interval
of years provided by ordinnnce;

(17) "'street” includes streets, avenues, boulevards, roads, lanes,
alleys, and other ways;

(181 "'subdivision' means the division ofa tract or parcel of land into
two or more lots, sites, or other divisions for the purpose, whether
immediate or future, of sale or building development, includes
resubdivision, and. when appropriate lo the context, relates to the
process of subdividing or to the land or area subdivided;

(19) "voter' means a United States citizen who is qualified lo vote
in state elections and has been a resident of the municipality for 30
days immediately preceding the election and who is registered to vote
in state elections and is not disqualified under art. V of the state
constitution. (8 2 ch 118 SLA 1972; am § 7 ch 212 SLA 1976; am § 10
ch 93 SLA 1977)

Kevlho-'s note*. — This section was
reorganized in 1984 to place the defined
terms in nlphaboticnl order

NOTES TO DECISIONS

Term ‘'sale"™ includes agricultural Applied in Lihcrnti v. Bristol Day Bor*
lotteries. State v. Weidner, Sup. Cl. Op. ough. Sup. Ct. Op. No. 1735 (File No.
No. 2788 (File Nob. 6220,6240,6272), 3365>. 584 P.2d 1115 (1978).
p.2d (1984).

§ 29.88.010 Municipal Government 5 29,88.010
Chapter 88. Municipal Tax Resource Equal ition.

Section

10. State equalization of tax resources for
local government services

15. Determination of population

2». Determination of millngerale cquu «
alent

25. Reports

Cross references. — For statement of
purpose of 1980 Act thnt enacted this chap-
ter, see $ l.ch. 155, SLA 19S50 in the Tem-
porary and Special Acts.

Editor's notes. — Section 12. ch. 155.
SLA 1980 provides: *< Notwithstanding
other provisions of secs. 1— 11 of this act.
(D o municipality may not receive less
than $25,000 plus an area ccst-of-living
differential during the first fiscal year in
which this net is effective. 1980-01: and (21
u municipality which would receive under
AS 29.88, added by sec. 2 of this act, less
than 125 percent of the amount which it
received for the Inst fiscal year under AS
43.18,010 —43.1S5.045. repealed hv sec. 11
ofthis ad. is. for cnch of the first five fiscal
years during which secs. I — 10 of this act
arc effective, entitled lo receive an amount
equal to 125 percent of the amount which
it received for the last fiscal year under the
farmer provisions of AS 43.18.010 —
43.18.045 in nccordunco with those provi-

Section

30. Limitation on computation and of
pa\nirntt>

35. Tax equalization nrrnunl

40 Administration

45. Definitions

sions. Ib* For the first five fiscal years
dunng which secs. 1 — 10 of this act are
effective, in order to pay the amounts
required by ‘a) of this section. th» alloca-
tions made by the Department of Commu-
nity and Regional Affairs to the ncctuml*
established in AS 29.88 035, AS 29.8!) GHO
and AS 29.90.020 (now repealed -hall be
prorated by an amount which reduces the
allocation to each account in equal propor-
tion, and the prorated amounts shall be
allocated to these accounts. (c> For the first
five fiscal years during which sees 1— 10
of this ad are effective, payment of an
entitlement lo n borough under AS 29 88
may be mode to a borough only if the bor-
ough assembly agrees to allocate to each
borough service area in the borough at
least the amount of money that thesrrvice
area received during the In*l fiscal year
under the former provisions of AS
43.18.010 — 43.18.045, in accordance with
those provisions.**

Sec. 29.88.010. Stale equalization of tnx resources for local
government services, (n» During each fiscal year the department
shall compute an equalization entitlement for local government ser-
vices provided by a taxing unit.

(b)  The equalization entitlement computed for a taxing unit is based
on the population, relative ability to generate revenue, and local tax
burden of the taxing unit and is determined by the application of the
formula

Entitlement = Px R

where P = population, and

R = millnge rate equivalent, determined by dividing the sum of the
locally generated revenue of the taxing unit by one-tenth ofone percent
(0.1) of the full and true value of assessed property of the taxing unit
determined under AS 29.88.020(d); however, the property value used
under this subsection may pot be less than 15 percent of the statewide
average per capita full and true assessed property value.
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(c) For purposes of this section, locally generated revenue

(1) includes

(A> the actual revenue derived from the levy and collection of local
taxes in the taxing unit for local government services during the
preceding fiscal year of the taxing unit;

(23) motor vehicle payments received by the municipality during the
preceding fiscal year under AS 28.10.431;

(©) revenue from fees, rentals, leases, penalties, licenses or permits
received during the preceding fiscal year by the municipality for a
function or service over which it has control, including revenues
derived from parks and recreation services, mass transit, offstrcct
parking, and garbage and solid waste disposal services;

(D) special assessments received during the preceding fiscal yeat;
ind

tS) payments received by a municipality from a utility which are in
place of taxes levied and collected by the municipality;

(2) exci.'des

(A)  revenge derived from the levy and collection of municipal taxes
and appropriated for the operating expenses and debt service of
utilities;

(Bl revenue from interest earned on investments and from the sale
and lease of land or equipment; and

(C) all other revenue from whatever service derived. (§ 2 ch 155
SLA 1980)

Sec. 29.88.015. Determination of population, (a) For purposes of
this chapter, the population ofa taxing unit shall be determined annu-
ally by the latest figures of the United Stutcs Bureau of the Census or
other population data which, in the judgment of the department, is
reliable.

(b) The population of the taxing unit includes the population of any
military reservation which is a part of the taxing unit. (§ 2ch 155 SLA
1980)

Sec. 29.88.020. Determination of millnge rnte equivalent, ta)
The department may require a municipality to return a certification,
signed by the municipal treasurer or manager and the mayor, which
provides an estimate of the locally generated revenue received by the
municipality during the preceding fiscal year.

(b) By October 15 ofeach year, the department shall make an initial
determination of the millnge rate equivalent of each taxing unit to be
used for computing and distributing equalization entitlements for the
current fiscal year under this chapter. The department shall base the
initial determination on the estimates in the certification returned by
a municipality under (n) of this section.

(c) Asearly as possible, but not Inter than December 15 of each year,
the department shall make a final determination of the millage rate

§ 29.88.025 Muricipal Government « 29.88.025

equivalent of each taxing unit to use to compute no listribule
equalization entitlements under this chapter. The depai u*nt shall
base the determination on audits, financial statements and other
financial reports prepared and submitted by a municipality. The
department shall adjust the locally generated revenue reported by a
municipality to exclude the municipal revenue claimed by the munic-
ipality which does not qualify for inclusion in or recognition as locally
generated revenue for local government purposes under AS
29.88.010(c)(1). The adjustment shall be made by deducting from total
revenue claimed by the municipality the amount of the department's
estimate of revenue which is not recognized for local government
purposes.

(d) The full and true assessed property value shall he determined by
the department in the manner provided for the compulation of state aid
to education under AS 14.17.140. When the determination of locally
generated revenue includes revenue of a utility received under AS
29.88.010(c)(1)(E), the full and true assessed property value shall
include the computed assessed value of the utility, determined In-
dividing the amount of the payment in place of taxes made by the
utility by the millnge rate which would apply lo the utility if the utility
were subject to levy and collection of taxes under AS 29.53.

(e) In addition to the computation for municipalities which levy and
collect a property tax, the department shull determine an estimated
full and true assessed property value under (d) of this section for

(1) each municipality which is a school district and which does not
levy and collect a property tax;

(2) each second class city with a population of 750 or more persons;
however, a computation is not required under this paragraph more
often than once during a period of three successive calendar years; and

(3) all other second class cities, by determining the average per
capita full and true assessed property value ofall cities having a popu-
lation of less than 750 persons in which nn assessment has been com-
pleted by a municipality or for which a determination is not made
under (1) or (2) of this subsection.

(f) The department shull annually compute a statewide average per
capita full and true assessed property value. (5 2 ch 155 SLA 11)g(t>

Sec. 29.88.025. Iteporls. A payment ofan equalization entitlement
may not be made to a municipality under this chapter until the munic-
ipality has submitted its certificate of estimated revenue and its
financial report to the department for the fiscal year preceding the year
for which the equalization entitlement is sought, together with a
budget for the municipality's current fiscal year. The financial report
shall include n listing nrgeneral revenue collected from taxes levied
and assessed by the municipality and any other revenue which, in the
opinion of the municipal officials, is eligible for inclusion in compula-
tions of the locally genefrited revenue of the taxing unit. 1§ 2 ch 155
SLA 1980) 205
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Sec. 29.88.030. Limitation on computation and use of
payments, (a! An equalization entitlement generated by the general
tax levy of a taxing unit may be used only for authorized expenditures
of that taxing unit, but up to 15 percent of the payment of an
equalization entitlement generated by areawide revenue of a munic-
ipality may be used by the municipality for areawide or nonarcawide
purposes at the discretion of its assembly or council.

(b) An equalization entitlement determined with reference to reve-
nue other than revenue obtained from the levy and collection of taxes
may be used for areawide or nonnreawide purposes, at the discretion
of the assembly or council. <§ 2 ch 155 SI.A 1980)

Sec. 29.88.035. Tax equalization account. The tax equalization
account is established. Money to carry out the provisions of this chapter
shall be allocated by the department to the account. The amount allo-
cated to the account shall be fully distributed by the department as
payments to municipalities to fulfill each municipality's share autho-
rized under AS 29.88.010. The amount allocated to the account shall be
distributed by the department pro rata among eligible municipalities.
(8 2 ch 155 SLA 1980)

Sec. 29.88.0-10. Administration, (a) The department may udopt
regulations necessary to implement this chapter. The regulations shall
include, among other provisions,

(1) procedures and filing dates for submitting certification and
financial reports;

(2) procedures for obtaining information required to compute and
determine the municipality's millnge rate equivalent; and

(3) procedures by which the department shall notify a municipality
in writing of the reasons for a proposed disallowance or adjustment of
any factor bearing upon the determination of the municipality's enti-
tlement and by which the municipality will be provided reasonable
time in which to respond or to challenge the department's determina-
tion.

(b) The department sh; | make reasonable efforts to advise and
assist municipalities in co. ‘cting information and completing reports
necessary for the determination of entitlements under AS 29.88.010 —
29.88.045.

(c) The department shall, by regulation, classify for inclusion or
exclusion as a component of a municipality’s millage rate equivalent
under AS 29.88.010 any tnx revenue appropriated for a utility not
included in the definition set out in AS 29.88.045(4). (S 2 ch 155 SLA
1980)

Sec. 29.88.0-15. Definitions. In this chapter

() "'department” means the Department of Community and

Regional Affairs;
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(2) "municipality" means a city, borough or unified n  cipalily
incorporated under the laws of the slate;

(3) ""taxing unit" means a municipality and

(A) inaborough or unified municipality, a service area nr the entire
area outside cities;

(B) in a city, a differential lax zone;

14) "utilities™ means electricity, water, sewer, gas, heat, or telephone
services, and refuse and garbage collection services. (S 2 ch 155 SLA
1980)

Chapter 89. State Aid for Miscellaneous
Municipal Purposes.

Article
1. Miscellaneous Purposes ($$ 29 89.010 — 29.89.100)
2. Community Facilities (Irani* ($ 29.89 1IOi

Article 1. Miscellaneous Purposes.

Section Section
10. Revenue sharing payable 50. State aid to Native village govern
20. State aid to municipalities for ronda ments
30. Stale aid to municipalities and other 60. Population determination
eligible recipients for health 70. Area cost-of-living differential
facilities and hospitals 80. Miscellaneous services account
40. State aid to volunteer fire depart- 90. Regulations
ments in the unorganized borough 100. Definitions

Sec. 29.89.010. Revenue .sharing payable. la addition to the
equalization entitlements paid under AS 29.88, during each fiscal year
the department shall pay aid

(1) toa municipality or ol her eligible recipient which has the power
to provide the services described in AS 29.89.020 — 29.89.040 and
exercises the power in the manner required by this chapter;

(2) to a Native village government under AS 29.89.050. (it 3 ch 155
SLA 1980)

Sec. 29.89.020. State aid to municipalities for roads, (ni The
department shall pay to n municipality which has power to provide for
road maintenance and exercises that power. $2,500 a mile for each mile
of road, street or highway maintained by the local government, exclud-
ing (1) the official stale highway system, (2) roads, streets or highways
not dedicated lo public use, (3) roads, streets or highways maintained
under the local service road program (AS 19.30.111 — 19.30.251), and
(4) alleyways, in nccordnnce with regulations adopted by the Depart-
ment of Transportation and Public Facilities, A payment may not be
made under this subsection for maintenance ofa road which is not used
by automotive equipment.1
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(b) A frozen waterway anti a connection front an inhabited area to a

waterway which may be safely used for public transportation by auto-
motive equipment and is so used during a portion of a year is eligible
for u payment of S1,500 per mile if the waterway and connection are
maintained during the period of use by a municipality or combination
of municipalities. The department, after consultation with the Depart-
ment of Transportation and Public Facilities, shull determine which
waterways *nd connections qualify and, where the waterways or con-
nections lie outside the corporate limits of a municipality, which
municipalities shall receive the payments under this subsection, unless
the municipalities involved have agreed in writing to a particular
distribution. (§ 3 ch 155 SLA 1980)

Sec. 29.89.030. State aid to municipalities and other eligible
recipients for health facilities and hospitals, la) The department
shall pay

(1) to a municipality which has the power to provide hospital
facilities and services and which exercises that power. S1,000 per bed
for each bed actually used for patient care, limited to the number of
beds provided for in the construction design ofthe hospital, or 8250,000
a hospital for those hospitals with 10 or more beds, or 550,000 a hos-
pital for those hospitals with less than 10 beds, as the municipality mny
elect; money received under this paragraph may be used only for hos-
pitals and shall be apportioned among qualifying hospitals as the
municipality determines;

(2) on the basis set out in (1) of this subsection to a municipality for
a nonprofit hospital not operated by a municipality if the municipality
first certifies to the department that the nonprofit hospital is in compli-
ance with all standards for hospitals which have been adopted by the
municipality; money may not be paid on behalf of a nonprofit hospital
without this certification; payments to the municipality shall be trans-
ferred to the nonprofit hospital in accordance with the basis by which
the payment was generated by the hospital, and shall be applied to the
annual cost of operation and maintenance of the hospital or for the
provision of health care service at the hospital as the directors of the
hospital determine;

(3) to a municipality in which a health facility is operated, 82,000
per bed for each bed actually used for patient care, limited lo the
number of beds provided for in the construction design of the health
facility, or 88,000 per health facility as the municipality determines.

(b) A hospital may not receive payment under both (a)(1) and (a)(2)
of this section.

(c) Money received by a municipality under (a)(3) of this section
shall be used for expenses of health services or operation and mainte-
nance of health facilities as the municipality determines.

(d) Before money may be distributed under this section, the commis-
sioner of health and social services shall certify to the commissioner of
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community and regional affairs that any accumulation assets by
nonprofit corporations or other recipients under this sett a is dedi-
cated irrevocably to a public purpose. <€ 3 ch 155 SLA 198U; am 1,

2 ch 103 SLA 19811

Kffccl of nmemlrm-nLi. — The 1951
nmentlmi-nl substituted '5250.000" for
*'575,000" prm-dinc "'u hit -pital” am! sulv
stitutcd ""$50,000"for 525,000 " preceding
“'a hospital™ in paragraph Ili of subsection

i,v  The amendment nisi MthvlituliHI
*'52,000" for *'SI.000" |im<dinc ‘per lkil
and substituted *'$5,000" for *'51,000*
preceding “per health facility in pant*
graph 13t of sule-ection ‘at

NOTES TO DECSIONS

For case interpreting the former
revenue sharing scheme for hospitals
and health care facilities, sec Municipality

of Anchorage v. Sister* of Providence in
Wash , Inc. Sup Ct. Op No 2113 <Kite
Nos.5017.5018.5329i,0281 2d 22 <19811

Sec. 29.89.040. State aid to volunteer fire departments in the
unorganized borough, (a) The department shall pay to a volunteer
fire department registered with the state fire marshal and serving an
area not in an organized borough or city a sum for protection purposes
equal to S10 per capita for the population served by the department, as
determined by the slate fire marshal.

thl A grant shall be made under (a) of this section to facilitate the
organization of a volunteer fire department in an area not in an orga-
nized borough or city, upon application of the proposed fire protection
group to the state fire marshal and upon approval of applications
according to standards of organization and service prescribed by regu-
lations adopted by the state fire marshal. <§ 3 ch 155 SLA 1980)

Sec. 29.89.050. State aid to Native village governments. The
state shall pay 825,000 to a Native village government for a village
which is not incorporated ns a city under this title. In this section,
"Native village government™ means

(I1a local governing body organized by nuthority of the Act of Con-
gress of 25 U.S.C. -176 (the Act of Congress of June 18, 19341

() a traditional village council or, if there is no traditional village
council, the paramount chief or other governing body of a Native
village which meets the requirements of43 U.S.C. 1601-1628 |Alaska
Native Claims Settlement Act). (§ 3 ch 155 SLA 1980)

Sec. 29.89.060. Population determination. For purposes of AS
29.89.010 — 29.89.100, population shall lie determined by lhe latest
figures of the United Stales Bureau of lhe Census nr other reliable
population data, including but not limited to public school enroliment
figures, public utility connection, registered voters or certified employ-
ment payrolls. (S 3 ch 155 SL/* 19S0)
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Sec. 29.89.070. Aren cost-of-livingdifferential. Ini Pnymenls ton
municipality or other eligible recipient under AS 29.89.020 —
29.89.030 shall reflect area cost-of-living differentials. Payments shall
be based upon the sum of per capita, per mile and per bed or facility
grants due each municipality or other recipient multiplied by the
appropriate area cost-of-living differential. The area cost-of-living dif-
ferential for each recipient shall be determined annually by election
district under the provisions of AS 39.27.030, Application of the area
cost-of-living differential may not result in distribution of an amount
less than the amount of the payment determined without application
of this section.

Ibl The election districts used to establish urea cost-of-living differ-
entials under lal of this section are those designated by the
proclamation of reapportionment and rodistricting of December 7.
1961, and retained for the house of representatives by proclamation of
the governor September 3, 1965. (5 3 ch 155 SLA 19801

Sec. 29.89.080. Miscellaneous services account. The miscella-
neous services account is established. Money lo earn- out the provisions
of AS 29.89.010 — 29.89.100 shall be allocated by the department to
the account in accordance with AS 29.95.010. Ifamounts in the account
are insufficient to pay each municipality's or other recipient's share
authorized under AS 29.89.010 — 29.89.100, the amounts which are
available shall be distributed pro rata among eligible municipalities
and other recipients. I8 3 ch 155 SLA 19801

Editor's notes. — Section 12. ch. 155,
SLA tSSn provides: "Ini Notwithstanding
other provisions ofsees. 1— 11 of lhis net.
111 n municipality may not receive less
than $25,000 plus an area cost-of-living
difTerenlial during the first fiscal year in
which this act is effective, 1980-81; and 121
u municipality which woul! receive under
AS 29 88, odded by sec. 2 of (his act, less
than 125 percent of the amount which it
received for Ihe lust fiscal year under AS
43.18.010 —43.18.045, repealed by sec. It
ofthis act, is, for each of Ihe first five fiscal
years during which secs. | — 10 of this act
are effective, entitled to receive nn amount
equal to 125 percent of the amount which
it received for tho lost fiscal year under the
former provisions of AS 13.18,010 —
43.18.045 in accordance with those provi-
sions. ibl For the first five fiscal years
during which secs. 1— 10 of this act are

effective, jn order to puv the amounts
required by M> of Ibis section, the alloc,i-
lions mode by Ihe Deportment of Commit*
nily and Regional Affairs to the accounts
established in AS 29.88.035, AS 29.89.060,
and AS 29.00.02tl tnotv repealed) shall lie
prorated liy no amount winch reduces tlte
allocation to ouch account in equal proper-
tion, and the pniratcd amounts shall be
ullocntced to these accounts, icl For the first
five fiscal years durirg which secs 1— 10
of this net are effective, payment of an
entitlement lo a Itorough under AS 29.99
may be made to a borough only if llu* bor-
ough assembly ngrvcs to allocate lo each
borough service area in the borough at
least the amount nfmoney that the service
area received during the last fiscal year
under tile former provisions of AS
43.18.010 —43.18.045. in accordance with
those provisions.”

See. 29,89.090, Rcgulntions. The department shall ndnpt regu-

lations necessary to carry out thr purposes of AS 29.89.010 —
29.89.100. The regulations shall include minimum standards required
lo qualify a municipality or other recipient for payments for cuch scr-
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vice. The department may require a municipality or othei pivot In
submit a performance report adequate to demonstrate In  n depart-
ment that a service for which payment is requested under A 29.8") Oltl
—29.89.100 was performed by the municipality or other recipient and
meets minimum standards of service prescribed by regulation, i$ 3 ch
155 SLA 19S0)

Sec. 29.89.100. Definitions. In AS 29.89.010 — 29.89.100

(Il ""department” means the Depatimenb of Community and
Regional Affairs;

<21"health facility"

tAt means a facility which is licensed, when required, hv the stale
under AS 18.20.010 — 18.20.130 and which is owned or rperatcd or
both by a municipality or by a nonprofit corporation or other nonprofit
sponsor;

iB) includes a public health center, maternity home, community
mental health center, facility for the mentally or physically handi-
capped, nursing home or convalescent center;

iC) excludes a facility operated or wholly supported by the state or
the federal government;

3) "hospital means a licensed hospital determined by tin- Depart-

ment of Health and Social Services to be a general hospital; the term
excludes a facility operated or wholly supported by the state or the
federal government. ($ 3 ch 155 SLA 19801

Article 2. Community Facilities Grants.

Section

110. Civic, convention and community
recreation content

Sec. 29.89.110. Civic, convention and community recreation
centers, in' Within the limits of legislative appropriations for Ihe
purpose, the state shall mike matching grants to local gnvernmenlsor
their nonprofit designee equal to 50 per cent of the estimated reason-
able costs of land acquisition, planning, and construction of municipal
civic, convention and community recreation centers and 50 per cent ol
ihe cost of feasibility studies relating to these facilities, in accordance
with tlte provisions of this section.

tbl Grants for only one study nnd one project may be awarded to a
local government under this section. Applications for grants shall be
made in a form prescribed by the commissioner. A grant shall hr
allotted according to an agreement made between the commissioner on
behalf or the state and the local government receiving the grant. The
agreement may include any provision agreed upon by the parties and
shall include in substance tlte following provisions;
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111 oslimates of reasonable costs of a study or project as approved by
the commissioner after consultation with the.Department of Transpor-
tation and Public Facilities Works;

i2> a schedule of grant disbursements, if, as determined by the com-
missioner. a L'rant is to be disbursed other than in one sum;

(3i agreement by Ihe local government to

(At proceed with and complete the proposed study or project
expeditiously;

iHi not discontinue operation or dispose ofall or p rl ofa project for
which it receives a grant without the approval of the commissioner;

tC) apply for, and make reasonable efforts to secure, federal assis-
tance which may be available for the study or project, subject to any
conditions the commissioner may require in order to maximize the
amounts of that assistance received or to be received for all projects in
the stale;

tDI provide for payment of the locai government’s share of the cost
ol the study or project;

iH i agreement by the local government that, if federal assistance for
a sttidy or project becomes available to the local government which was
not included iti the calculation of the amount of a grant authorized and
disbursed under this section, the value of the federal assistance shall
he ascertained and subtracted from the total value of the project and
the balance shall he equally divided between the state and local gov-
ernment;

(at provision for alteration or modification of an approved study or
project and for remedies in case of failure to perform the agreement
between the parties or noncompliancc with regulations promulgated by
the commissioner under this section;

16! provision for alteration or modification of an existing facility
which would have qualified under this section as a civic, convention or
community recreation center at the time of initial construction if this
section had been in effect and provision for remedies in case of failure
to perform the agreement between the parties or nuttcomplinnce with
regulations promulgated by the commissioner under this section.

© If funds appropriated bv the legislature to provide grants under

this section are not adequate to satisfy amounts .equired by approved
grant applications, funds shall be allocated on the basis of priority
established by the Department of Commerce and Economic
Development by regulations promulgated to carry out the provisions of
this section.

(dI This section does not require that a local government receiving
a grant for a feasibility study under this section must proceed with
construction of a project, notwithstanding the project is determined to
be feasible.

()  The commissioner shall require in the negotiations and

ugreemetv .vith the local government that continued maintenance of
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the facility is the responsibility of the local government and the local
government must show the feasibility of this before authorization of
state funds.

(fi The commissioner shall provide an annual report to the legisla-
ture with respect to grants made unuer this section.

(9! The commissioner may adopt regulations to carry out the
purpose of this section.

th) In this section

tl) ""commissioner” means the commissioner of commerce and eco-
nomic development;

(21 "*costs of construction™ includes, in addition to costs directly
relaled to the project, the sum total of all costs of financing ; id
carrying out the project; these include, but are not limited to, the cost
of all necessary studies, surveys, plans and specifications, archi-
tectural, engineering or other special services, requisition of real prop-
erty, site preparation and development, purchase, construction,
reconstruction and improvement of real property and the acquisition of
machinery and equipment as may be necessary in connection with the
project; ar. allocable portion of the administrative and operating
expenses of the grantee; the cost of financing the project, including
interest on bonds issued to finance the project; and the cost of other
items, including any indemnity and surety bonds and premiums on
insurance, legal fees, fees and expenses of trustees, depositaries,
financial advisors, and paying agents for ih mbonds issued as the issuer
considers necessary; it does not include the cost of feasibility studies;

®3) "'local government'* means a city ofany class or a borough having

power to implement the studies or projects for which grants are autho-
rized in this section. () 1ch 11-1 SLA 1971; am S -14ch 71 SLA 1972;
am § 26 ch 168 SLA 19781

Revisor's notes. — Formerly AS finance improvements under this section
m1.118.300. Renumbered in 19S3, that were rejected by the voters, see ch.

The paragraphs :n subsection (hi were  151).SLA 1972 and ch. 2. SIA 1973. in the
reorganized in 1981 to place lhe defined 1972 and 1973 Temporary and Special
terms in utphuhelicnl order. AcLs.

Cross references. — For bond issues to
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Chapter 90. State Aid for Hospital and Health
Fa ility Construction.

lliepealed. 10 ch 05 SLA 19S3. For present provisions, see
i 9, cli 95. SLA 19S3. in the Temporary and Special Acts |

Chapter 95. Administration of Municipal
Financial Assistance Programs.

Section

in  Alluc.ilton and distribution

<0 lju.ilffuation lor minimum payment
do Trunnion of payment*

Kditor’s notes. — Section 12. ch. 155.
SILA T.kO provides *oil Notwithstundin#
other provision* of seca. | — 11 of this uct.
<11 a municipality may not receive less
than 525.(1110 plus an area cost-of-living
differential during the first fiscal year in
which thisact ii effective. 1980*81; and (21
a municipality which wou’J receive under
AS 29 88. added by sec. 2 of this act, less
than 125 percent of the amount which it
received for lhe last fiscal year under AS
1118010 — 41 18045, repealed by sec. 11
of this act, is, for each of the first five fiscal
years during which secs. I — 10 of this uct
tire effective, entitled to receive an amount
equal to 125 percent of the amount which
it received for the last fiscal year under the
former provisions of AS 41.18.010 —
41.18.015 in accordance with those provi-
sions. Ib) For the first five fiscal years
during which secs. 1 — 10 of this act are

effective, in order to pay the amount*
required by ».i» of this section, the alloca-
tions made by the Department of Commu-
nity and Regional Affairs to the accounts
established in AS 29.88.035. AS 29.89.080.
and AS 29.90020 (now repealed! shall k

prorated | y an amount which reduces the
allocation to each account in equal propor-
tion and the prorated amounts shall be
nllocnted lo these accounts, ic) For the first
five fiscal years during which secs. 1 — M
of this act are effective, payment of an
entitlement to a borough under AS 29 88
may k* made to a borough only if the thr-
ough assembly agrees to allocate to each
borough service area In the borough at
least the amount of money that the service
urea received during the Inst fiscal year
Under lhe former provisions of AS
41.18.010 — 43 1B 045, in accordance with
those provisions.™

Sec. 29.95.010. Allocation and distribution, in) Each year, the
Department of Community and Regional Affairs shall allocate money
appropriated lo the accounts established in AS 29.88, 29.89.010 —
29.89.100, and former AS 29.90 in the amounts determined hy the
legislature.

(h) Money in the miscellaneous services account established in AS
29.89.080 which exceeds the amount required to fully fund distribu-
tions authorized hy AS 29.89.010 — 29.89.100 shall he reallocated to
the tax equalization account established in AS 29.88.025 and distrib-
uted according to the provisions of AS 29.88.

<o Money in the hospital construction assistance uccount estab-
lished ii former AS 29.90.020 which exceeds the amount required to
fully fi 1 distributions authorized hy former AS 29.90 shall be
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reallocated to the tax equalization account established in AS 29.88.035
and distributed according to the provisions of AS 29.88. (§ 5 ch 155
SLA 1980»

Kevisor'a notes. — In 1984. Iho word  AS 29.90 in this se-lion lo rotlocl Ilio 1983
“'former* was Inserted before references to  repeal of that chapter.

Sec. 29.95.020. Qualification for minimum payment, (a) A
municipality qualifying for an entitlement under AS 29.88 or AS
29.89.010 — 29.89.100 shall receive a minimum payment of $25,000
plus an area cost-of-living differentia! for each fiscal year if:

(1) the municipality has conducted a regular election under AS
29.28.010 — 29.28.050 during the fiscal year preceding the year for
which payment of un entitlement is authorized by AS 29.88 or AS
29.89.010 — 29.89.i00 und has reported the results of the election to
the commissioner of the Department of Community and Regional
A(fairs;

(2) regular council meetings are held in the municipality in accor-
dance with the requirements of AS 29.23.210 during the fiscnl year
preceding the year for which payment of an entitlement is authorized
by AS 29.88 or AS 29.89.010 — 29.89.100 and a record of tl.s pro-
ceedings is maintained;

(31 a municipal budget has been adopted for the fiscal year during
which payment of an entitlement is authorized by AS 29.88 or AS
29.89.010 — 29.89.100 and un audit or financial statement Tor the
preceding fiscal year has been prepared and furnished to the Depart-
ment of Community and Regional Affairs in accordance with AS
29.23.560(b); and

(4)  local ordinances udopted by the governing body of the munic-

ipality have been codified in nccordnncc with AS 29.48.180.

(b) The area cost-of-living differential payable to each municipality
under this section shull be determined annually by election district
under the provisions of AS 39.27.030. Except as provided in AS
29.95.030, application of the area cost-of-living differential may not
result in a payment which is less than the minimum payment deter-
mined under (a) of this section. For purposes of this subsection, the
election districts used are those designated by the proclamation of
reapportionment and redistricting of December 7, 19Gl, and retained
for the house of representatives by proclamation of the governor
September 3, 1965.

(c) The Department of Community and Regional Affairs shall pay to
each municipality eligible to i jcivc n minimum payment under this
section an amount equal to ',ie difference between the minimum
payment determined under la) and (b) ofthis section and the sum oftho
amounts payable for ti «same fiscal year under AS 29.8£ and AS
29.89.010 — 29.89.100.
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(<) A paymentunder this section may be prorated and reduced under
AS 29.95.030.

(e) Payments under this section shall be made from the money allo-
cated to the tux equalization account established in AS 29.88.035. (§ 5
ch 155 SLA 1980)

Sec. 29.95.030. Proratiun of payments. In) Payments under AS
29.95.020 and AS 29.88 shall equal the amount allocated to the tax
equalization account (AS 29.88.035), adjusted in accordance with AS
29.95.010.

(b) Adjustments of payments shall be determined by prorating
amounts payable under AS 29.95.020 and amounts payable under AS
29.88 by a factor which, when applied, reduces all payments in equal
proportion so that payments under AS 29.95.020 and payments under
AS 29.88 equal the amount allocated to the tax equalization account
established in AS 29.88.035. <§ 5 ch 155 SLA 1980)
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MEMORANDUM

November 12, 1985

TO: Senator “erguson
Senator Sturgulew ski
Senator Vic Fischer
Senator Coghill

FROM: Committee S'-aff

SUBJECT: COMMUNITY & REGIONAL AFFAIRS COMMITTEE HEARINGS
October 22-23, 1985

SB244 An Act relating to the Undistributed Income Account
in the Alaska Permanent Fund for certain municipal aid

programs, establishing a two-year funding cycle; and pro-
viding for an effective date.

Attached for your file is a copy of the subject committee minutes.

Attachments 3



glasfea i?tate Hegtelature
Senator Edna DeMies, Chairman

Members:
S ena t e Senator Ferguson, Vice Chairman
Senator Coghill
Senator SturgulewsHi
Senator V Fischer

Committee on

Official Business Juneau. Alaska 99811

Community anb Regional Affairs
May 15, 1985

John Sullivan
Petersburg City Council
P.0. Box 329
Petershburg, AK 99833

Dear John:

Senate Bill 244 which has been introduced in the Legislature,
provides for a funding cycle of L.jo years for municipal assistance. The
bill also has provisions to make up any shortfall in legislative funding
for municipal assistance out of the undistributed income account of the
Alaska Permanent Fund.

I plan to hold hearings on SB 244 during the interim and would be
interested in any comments you may have on the bill. Also, if you feel
there is sufficient interest in your area, 1 will try to include your
town in a teleconference hearing.

The revisions to Title 29, HB 72, have passed the Senate and the
House. If this bill becomes law this year, 1 will be happy to work with
you on any suggested changes you would like in specific sections of the
new Title.

I am attaching a copy of SB 306 which proposes changes in the
regulation of taxicabs. 1 would be interested in your conments on the
bill

I am also attaching a copy of some revisions to the regulations on
municipal assessment.

Sincerely,

Edna DeVries
Senator

Enclosures
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Petersburg City Council
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Petersburg, AK 99833

Dear John:

Senate Bill 244 which has been introduced in the Legislature,
provides for a funding cycle of two years for municipal assistance. The
bill also has provisions to make up any shortfall in legislative funding
for municipal assistance out of the undistributed incane account of the
Alaska Permanent Fund.

I plan to hold hearings on SB 244 during the interim and would be
interested in any connents you may have on the bill. Also, if you feel
there is sufficient interest in your area, | will try to include your
town in a teleconference hearing.

The revisions to Title 29, HB 72, have passed the Senate and the
House. If this bill becomes law this year, 1 will be happy to work with
you on any suggested changes you would like in specific sections of the
new Title.

I am attaching a copy of SB 306 which proposes changes in the
regulation of taxicabs. | would be interested in your comments on the
bill

I am also attaching a copy of some revisions to the regulations on
municipal assessment.

Sincerely

Edna DeVries
Senator

Enclosures
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Dear John:

Senate Bill 244 which has been introduced in the Legislature,
provides for a funding cycle of two years for municipal assistance. The
bill also has provisions to make up any shortfall in legislative funding
for municipal assistance out of the undistributed incane account of the
Alaska Permanent Fund.

I plan to hold hearings on SB 244 during the interim and wouxd be
interested in any comments you may have on the bill. Also, if you feel
there is sufficient interest in your area, | will try to include your
town in a teleconference hearing.

The revisions to Title 29, HB 72, have passed the Senate and the

House. If this bill becomes law this year, | will be happy to work with
you on any suggested changes you would like in specific sections of the
new Title.

I am attaching a copy of SB 306 which proposes changes in the
regulation of taxicabs. | would be interested in your comments on the
bill

I am also attaching a copy of some revisions to the regulations on
municipal assessment.

Sincerely,

Edna DeVries
Senator

Enclosures
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Introduced: 3/21/85
Referred: Community & Regional

Affairs and Finance

IN THE SENATE BY COGHILL

SENATE BILL NO. 244

IN THE LEGISLATURE OF THE STATE OF ALASKA

FOURTEENTH LEGISLATURE - FIRST SESSION

A BILL

For an Act entitled: "An Act relating to the use of funds from the undis-

tributed income account in the Alaska permanent fund
for certain municipal aid programs, establishing a
two-year funding cycle; and providing for an effec-

tive date."

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

* Section 1. AS 29.95 is amended by adding a new section to read:

*

Sec. 29.95.005. TWO-YEAR FUNDING CYCLE. (a) Entitlements under
AS 29.88, AS 29.89.010 - 29.89.100, AS 29.95.020, and sec. 9, ch. 95,
SLA 1983, shf 1 be estimated by the Department of Community and
Regional Affairs based on a funding cycle of two fiscal vyears and
recomputed each fiscal year. Legislative appropriations to carry out
the provisions of AS 29.88, AS 29.89.010 - 29.89.100, AS 29.95.020,
and sec. 9, ch. 95, SLA 1983, shall be made for a period of two fiscal
years.

(b) By January 15 of each fiscal \year, the commissioner of
revenue shall transfer from the undistributed income account 1in the
Alaska permanent fund (AS 37.13.145) to the Department of Community
and Regional Affairs an amount, determined by the commissioner of
community and regional affairs, sufficient to fully fund the entitle-
ments under AS 29.88, AS 29.89.010 - 29.80.100, AS 29.95.020, and sec.
9, ch. 95, SLA 1983.

Sec. 2. AS 29.95.010 1is amended to read:

Sec. 29.95.010. ALLOCATION AND DISTRIBUTION. (a) Every two
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fiscal years [EACH YEAR], the Department of Community and Regional
Affairs shall allocate money appropriated to the accounts established
in AS 29.88 and AS [,] 29.89.010 - 29.89.100, and for payments under
sec. 9, ch. 95. SLA 1983, [FORMER AS 29.90] 1in the amounts determined
by the legislature.

(b) Money in the miscellaneous services account established
AS 29.89.080 that [WHICH] exceeds the amount required to fully fund
distributions authorized by AS 29.89.010 - 29.89.100 during the two-
year funding cycle shall be reallocated to the tax -equalization ac-—
count established in AS 29.88.035 and distributed according to the
provisions of AS 29.88.

(c) Money all cated for payments under sec. 9, ch.
1983, that [IN THE HOSPITAL CONSTRUCTION ASSISTANCE ACCOUNT ESTAB-—
LISHED IN FORMER AS 29.90.020 WHICH] exceeds the amount required to
fully fund distributions authorized during the two-year funding cycle
[BY FORMER AS 29.90] shall be reallocated to the tax equalization
account established in AS 29.88.035 and distributed according to the
provisions of AS 29.88.
Sec. 3. AS 29.95.010 is amended by adding a new subsection to read:

(d) If money allocated or reallocated under this section is
sufficient to fully fund all entitlements under AS 29.88, AS 29.89.-
010 - 29.89.100, AS 29.95.020, and sec. 9, ch. 95, SLA 1983, during a
fiscal year, the commissioner of community and regional affairs shall
by January 1 of that year notify the commissioner of revenue and
request the transfer of additional money under AS 29.95.005.

Sec. 4. AS 43.20.016(a) is amended to read:

in

95,

not

(a) There is established within the department the municipal

assistance fund. The legislature may appropriate to the fund [DURING

EACH FISCAL YEAR] an amount equal to or greater than 30 percent of the

SB 244 -2-

SLA
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income tax revenue received by the state under AS 43.20.011(e) for the
previous two fiscal years [YEAR]. Legislative appropriations shall be
made for a period of two fiscal years. The department shall distrib-
ute money from the fund to each municipality [ORGANIZED BOROUGH AND
EACH CITY] of any class on an annual basis as provided in (b) and (c)
of this section. A municipality [BOROUGH OR CITY] may not receive
paymentunder (b) or (c) of this section until it submits to the
department a resolution approved by the governing body of the rnunic-
ipalitythat requests the funds. Distribution of money from the fund
to a municipality [CITY OR ORGANIZED BOROUGH] with a fiscal year
beginning on January 1 shall be made on February 1 [OF THE STATE
FISCAL YEAR FOR WHICH THE APPROPRIATION TO THE FUND IS MADE]. Dis-
tribution of money from the ”~and to all other municipalities [CITIES
AND ORGANIZED BOROUGHS] shall be made on June 1 [OF THE STATE FISCAL
YEAR FOR WHICH THE APPROPRIATION TO THE FUND IS MADE]. A municipality
[BOROUGH OR CITY] that incorporates after December 31 [OF A STATE
FISCAL YEAR] is not eligible for a distribution wunder this section
until the following state fiscal year.

Sec. 5. AS 43.20.016(b) 1is amended to read:

(b) The base amount to be distributed from the municipal assis-
tance fund to each municipality shall be estimated based on a funding
cycle of two fiscal years and recomputed each fiscal year. The base
amount to be distributed from the fund to each municipality each
[BOROUGH AND CITY FOR THE] fiscal year shall be the amount received by
that municipality [THE BOROUGH OR CITY] during fiscal year 1978 under
AS 43.70.080 [; HOWEVER, IF THE AMOUNT APPROPRIATED TO THE FUND BY THE
LEGISLATURE UNDER (a) OF THIS SECTION IS INSUFFICIENT FOR DISTRIBUTION
OF THE FULL BASE AMOUNT, THE DEPARTMENT SHALL PRORATE THE AMOUNT

AVAILABLE FOR DISTRIBUTION ON THE BASIS OF AMOUNTS RECEIVED DURING

-3- SB 244
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*

grams

*

FISCAL YEAR 1978 UNDER AS 43.70.080]. A city incorporated within an
organized borough after June 30, 1977 shall receive as a base amount a
share of the amount distributed to the borough in which it is located
based on the ratio of population in the city to the total ©population
in the borough. A city incorporated outside an organized borough
after June 30, 1977 shall receive as a base amount the amount received
by the city in the state most closely approximating it in population
at the time of its incorporation. A  borough incorporated after
June 30, 1977 shall receive as a base amount the amount received by
the borough in the state most closely approximating it in population
at the time of its incorporation.

Sec. 6. AS 43.20.016(c) 1is amended to read:

(c) If the amount in the municipal assistance fund is not suffi-
cient to fully fund all base amounts computed under (b) of this sec-
tion and due to be distributed under (a) of this section, the commis-
sioner of revenue shall transfer from the undistributed income account
in the Alaska permanent fund (AS 37.13.145) an amount sufficient to
fully fund the base amounts. If the amount in the fund at the time of

the last distribution during a two-year funding cycle exceeds the base

amounts [AMOUNT] to bedistributed [UNDER (b) OF THIS SECTION], the
excess amount shall bedistributed to each municipality [BOROUGH AND
CITY] on the basis of population. For the purpose of this subsection,

the population of a city within an organized borough shall be deducted

from the population of the borough. Population, for the purpose of

this section, shall beas certified by the commissionerof community

and regional affairs.

Sec. 7. The 1initial two-year funding cycles for municipal aid pro-
required by this Act begin July 1, 1985.

Sec. 8. This Act takes effect immediately 1in accordance with

SB 244 -4-
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Introduced: 5/3/85
Referred: Community & Regional Affairs

IN THE SENATE BY SACKETT
SENATE BILL NO. 306
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to municipal regulation of vehicles
for hire."

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

* Section 1. AS 29.48.035 is amended by adding a new subsection to
read:

(d) A municipality may license, control, and regulate taxicabs,
limousines or other vehicles for hire that are operated within the
boundaries of the municipality and may fix, establish, and change the
rates charged for the service. Based on the municipality ® determina-
tion of need for the services, the municipality may regulate entry
into the business of providing taxicabs, limousines, or other vehicles

for hire.

S1- SB 306



Register , 1985 QOVMUNITY & REGIONAL AFFAIRS 19 AAC 39.010
19 AAC 39.020
CHAPTER 39. ERRORS IN MUNICIPAL ASSESSMENT,
VALUATION OR TAXATION RECORDS.

Section

10. Ir .pection of records

20. Notice of errors found

30. Appeal

90. Definitions

19 AAC 39.010. INSPECTION OF RECORDS. (@) The state
assessor may inspect municipal records dealing with assessment,
valuation or taxation.

(b) If a municipality"s assessment and valuation have
been done by a private contractor, records concerning the as—
sessment and valuation must be made available to the state as—
sessor on request.

(c) If a complaint of an alleged major error in a munici—
pality"s assessment, valuation, or taxation procedures is sub—
mitted to the state assessor, the state assessor may investi—
gate the complaint at its discretion. If an investigation is
prompted by a complaint, the state assessor will give at least
30 days notice to the municipal assessor stating the nature of
the complaint and the state assessor®s intention to investigate
the complaint. The municipal assessor may participate in the
review process. (EFF. / / , Register )

Authority: AS 29.53.103
AS 44.47.050(19)
AS 44.47.980

19 AAC 39.020! NOTICE OF ERRORS FOUND. (@) Immediately
following a review of municipal records dealing with assess—
ment, valuation or taxation, the state assessor will discuss
with the municipal assessor any errors found in the course of
the review.

(b) The state assessor will inform a municipality of any
major errors discovered in the municipality"s assessment, valu—
ation, or taxation recoids. The major error will be resolved
in the manner described in (c) or (d) of this section, in the
state assessor®"s discretion.

(c) The state assessor may inform a municipality of a
major error verbally and work with the municipality informally
to correct the problem.

(d) The state assessor may send an official notice of a
major error by certified mail, return receipt requested, which
will contain at least the following information:

(1) a brief description of the major error found;
and

(2) a directive to the municipality to correct the
major error before the beginning of the next fiscal year.

(e) A municipality that receives a notice of a major
error under (d) of this section must correct its procedures mm

1-



Register , 1985 COVMINTY & REGONAL AFFAIRS 19 AAC 39.030

19 AAC 39.090
before the beginning of the municipality®s next fiscal year.
(f) The state assessor will provide a copy of allnotices
of major errors issued under (d) of this section to thecommis —

sioner and to the Alaska association of assessing officers.
(EFfF. / / , Register )

Authority: AS 29.53.105
AS 44.47.050(19)
AS 44.47.980

19 AAC 39.030. APPEAL. (@ If a municipality elects to
appeal a determination by the state assessor that it has made a
major error fn assessment, valuation, or taxation procedures,
it must fil<_ its appeal with the commissioner within 30 days
after receip of the notice of the major error. The municipal —
ity must als >provide a copy of its appeal to the Alaska asso—
ciation rf assessing officers.

(b) In deciding the appeal, the commissioner will consult
with the Alaska association of assessing officers and may con—
sult with others at the commissioner®s discretion.

(c) Within 60 days after receipt of the appeal, the com—
missioner will send a decision by certified mail, return re—
ceipt requested, to the municipality. In addition, the commis—
sioner will send a copy of the decision to the Alaska associa—
tion of assessing officers. If the commissioner determines
that a major error has been made in the municipality"s assess—
ment, valuation, or taxation procedures, the commissioner will
notify the municipality of the changes that must be made. The
municipality must correct its procedures before the beginning
of the next fiscal year. (EFF. / / , Register )

Authority: AS 29.53.105
AS 44_.47.050(19)
AS 44.47.980

19 AAC 39.090. DEFINITIONS. As used in this chapter,

(1) "commissioner" means the commissioner of the
Department of Community and Regional Affairs; and

(2) "major error" means a violation of federal,
state or municipal property tax law;

(3) '"state assessor" means the state assessor in the
Department of Community and Regional Affairs, or a designee
from the office of the state assessor. (EfF. / / , Regis—
ter )

Authority: AS 29.53.105



Alaska Permanent Fund Corporation
Pouch 4-1000 Juneau, Alaska 99802
TEL 907/465-2047 TLX 099-46-323

September 16, 1985

Ms. Yvonne Alford

c/o Senator Edna Devries
P.O. Box 321

Palmer, Alaska 99645

Dear Ms. Alford:
Enclosed, per your request, is a collection of information about the Alaska
Permanent Fund which you may find useful as you prepare for your sched-
uled series of hearings on SB 244, Specifically, 1 have attempted to in-
clude everything the Corporation has available on the subject of the
undistributed income account.
Enclosed are:

* Brochure describing Basic Information About Your Permanent Fund.

* General Description of the Undistributed Income (from the 1985
Annual Report).

* Memorandum to the Trustees on the subject of the Undistrubuted
Income Account (dated February 25, 1985).

* Copy of correspondence between the Corporation and Senator
Ferguson on the subject of the Undistributed Income Account
(dated April 24, 1985).

* Statement of Changes to undistributed income (compiled from
annual financial statements 1980-1985). The relevant sections of
the financials are also attached.

* Earnings on undistributed income (actual and projected as of
June 30, 1985).

If there is anything else you would like, please don't hesitate to contact
me.

Sincerely,

Research & Liaison



Alaska State Legislature

Senate

Official Business Pouch V

State Capitol
Juneau, Alaska 99811

September 23, 1985

To: C&RA Committee
From: C&RA Staff
Subj: Contents of SB 244 Folder

Contents of the folder are as follows:

) Statement by Senator Coghill on the purpose of bill

2) Sectional analysis of SB 244 by Division of Legal Services

3) Graphic explanation of the relationship of the permanent fund
to the undistributed income account

4) Earnings on undistributed income, account projected through 2003

5 Memorandum from Dept of C&RA on municipal assistance funding
from FY 82 through FY 86

6) Memorandum from Legislative Finance stating their Mean case
and Risk Adjusted case projections for the undistributed income
account from 1985 through 1990. Attachments to the memo
give detailed information through 1995.

7) A statement of changes in undistributed income over the period
July I, 1980 through June 30, 1985

8) Memoranda: From Senator Ferguson to Dave Rose and Dave Rose
answer to the Senator on questions concerning the availability
for appropriation of the undistributed income account

9 Memo from Jim Kelly, Perm Fund staff, to Perm Fund Trustees
attaching certain resolutions passed by the Trustees, pertaining

specifically to the undistributed income account.

10) Miscellaneous financial/fiscal information on the Permanent Fund
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TO:  AIll members of the Committee on Community and Regional A ffairs
FROM: Senator John B. Coghill

RE: SB 244, two-year funding of municipal programs

The main purpose of this bill lies with the commitment the state has
made to the municipalities and subdivisions of the state under the

Shared Revenue and Municipal Assistance programs. These programs can
best be managed in declining revenues with a two-year funding cycle.

We are obligated legally, politically and morally to fund the two
assistance programs. Using a two-year funding cycle will allow the local
officials to manage their budgetary programs in times of declining
revenue. This is very essential to assure proper services and
stability. This is not a raid on the permanent fund or the interest
account known as the undistributed income account.

The reason why | choose that conduit is the constitutional ability to
bind one legislative process to the next legislative process i.e. from
one two year cycle to another. This ability stems from Sect. 15,
Article 9 of the constitutional amendment setting up the permanent fund
allowing that "AIll income from the permanent fund shall be deposited in
the general fund unless otherwise provided by law."

In our forward funding proposal we would guarantee that the amount we
are allocating is the amount we are appropriating. Therefore, it is
necessary to say that if we find our treasury unable to meet that
commitment the balance would be taken from the undistributed income
account to make up that commitment.

If we appropriate the fund into the undistributed income account it
would be in a holding position in that fund for distribution to the
municipalities, then it would not be necessary to implement the clause |
have in the bill establishing the shortfall provisions.

Regardless of the formula the program uses and regardless of
requirements of statutes, the Legislature can shortfall appropriations
because of lack of funds. When the Legislature allocates the forward
funding under the bill, they will, by necessity, have to make it clear
by legislative intent what the allocation is for the same as they do in
a general appropriations bill.
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Some questions and answers regarding SB 244

1. Would SB 244 change the current shared revenue and municipal
assistance formulae used by the state?

No. We are not addressing the issue of the calculation method of the
formula. The Governor's Task Force on Shared Revenue is working on
that.

2. When would the local governments receive their payments?

They would get their payments in one lump sum in June. They would
receive notice of the amount they would receive the following June at
the same time.

3. How will this assist in local government budget preparation?
This will be a revelation. Local government will be able to account

on the amount of state funds available and will be able to plan with
that in mind.
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LEGISLATIVE AFFAIRS AGENCY

M EMORANDUM March 26, 1985

SUBJECT: Use of money from the undistributed 1income
account for municipal aid (SB 244)

TO: Senator Edna DeVries
Chair, Community & Regional Affairs Committee

FROM: Tamara Brandt Cook
Deputy Director "\
Division of Legal Services

0

Here 1is the sectional analysis that you requested of SB 244
dealing with funding shortfalls in certain municipal aid
programs with money from the uiidistributed income account
and establishing a two-year funding cycle.

Section 1. The Department of Community and Regional Affairs
is required, based on a two-year funding cycle, to estimate
entitlements under the various municipal aid provisions
referred to collectively as the revenue sharing progranm. The
entitlements are recomputed each fiscal year, but
legislative appropriations for the revenue sharing program
are to be made for a period of two fiscal years. By January
15 of each fiscal year, the amount of money needed to fully
fund entitlements for that year is transferred from the
undistributed income account in the Alaska permanent fund.
Thus, if appropriations made during the two-year Tfunding
cycle are sufficient to fully fund the entitlement,
subsection (b) of the new sec. 29.95.005 does not operate to
transfer money.

Section 2. The section dealing with allocation of money for
payments under the various revenue sharing provisions by the
Department of Community and Regional Affairs 1is changed to
reflect the two-year funding cycle. Reference to former AS
29.90, which provided payment for hospital construction, 1is

deleted, and replaced with a reference to the temporary law
provision under which payments for certain construction
projects was continued.



Senator Edna DeVries
Page 2
March 26, 1985

Section 3. The commissioner of Community and Regional
Affairs 1is required to request the transfer of money from
the undistributed income account by January 1, if money
allocated for the various revenue sharing provisions 1is not
sufficient to fully fund all entitlements.

Section 4. Changes are made to the section dealing with
distribution of revenue sharing entitlements to reflect the
fact that appropriations are made for a period of two years
rather than every year.

Section 5. The base amounts to be distributed under the
municipal assistance program are required to be estimated
based on a funding cycle of two years and then recalculated
every year. The provision requiring that payments be
prorated if insufficient funds are appropriated is deleted.

Section 6. IfT insufficient funds for payments under the
municipal assistance program have been appropriated, the
commissioner of revenue is required to transfer the amount
needed to make up the deficit from the undistributed income
account in the Alaska permanent fund.

Section 7. The initial two-year funding cycle for the
municipal aid programs dealt with in this bill begins during
the coming fiscal year.

Section 8. The bill has an immediate effective date.

TBCrmkr
J13:026



Undistributed I ncome

Is Part of the

The Permanent Fund is made up oftwo
parts: principal and undistributed in-
come. As of June 30,1985:

The Principal
of the Fund is: $5.7 billion
Undistributed
Income is: $763.3 million

The principal of the Fund includes (1)
the oil royalties dbposited by constitu-
tional dedication; (2) extra money depo-
sited by legislative appropriation* and (3)
income ofthe Fund \vhich has been trans-
ferred to principal to inflation-proof the
Fund. Expenditure ofthe principal is con-
stitutionally prohibited.

Undistributed income is all other net
income — current and prior years’ —
which has not been paid out as dividends
or transferred to principal for inflation-
proofing. These accumulated earnings
now represent over 11%ofthe total assets
ofthe Permanent Fund. No constitutional
mprohibitionisplacedonth' *expenditure.?/

The truscees have designated the un-
distributed income as “reserves” to be
used in future years when either poor
earnings or high inflation leave in-
sufficient funds to pay the full portion of
dividends and inflation-proofing (Ihe two'
currently authorized uses for Fund earn-
ings). In this way, the reserves cushion
the Fund against sharp fluctuations in in-
come or monetary conditions.

There are two main reasons why the
reserves have burgeoned in the recent
past — and also two reasons why it is
unlikely that this growth will continue
into the future.

First, an unusually large percentage of
earnings have been held back from distri-
bution by a provision in the enabling act
which calls for income to be paid out on
the basis of a five-year average. In the
early years of the Fund, as assets and in-
come have increased dramatically each

Permanent Fund

TOTAL EQUITY: $6,504.2

(in millions)

Constitutionally-

Dedicated
Revenues
$2,424.2
Legislative™”, 1 Reserves
Appropriations™ Nndistr ibuted
$2,700.0 \ *>ept >

Inflation-Proofing
$616.7

Thischart shows where the money in
the Permanent Fund has come from.

year, this provision has had the arithmetic
effect of limiting the distribution of in-
come. As the Fund matures, however, the
percentage of net income available for dis-
tribution will increase.

Second, earnings have been extraordi-
narily high in the past four years. In each
of these years, the Fund’s real rate of re-
turn —i.e., return after inflation — has
been substantially above the target of 3%.
A sense ofhistory indicates that such high
returns are not sustainable. In fact, the
real rate of return for the Fund since in-
ception in 1977 has been 3.8%.?

As large as the reserves are, however,
they may not be large enough. Current
projections, which assume a long-term
rate of return for the Fund of 9% and av-
erage inflation of 6%, indicate that all of
the existing reserves will be needed over
the next 15 years to meet future dividend
and inflation-proofing needs.



Earnings on Undistributed Income

Fiscal Rate of Previous Year's
Year Return Ending Balance/ll. I. A, Earni
1982 15.10 58.7 $ 8.9
83 12.76 243.8 31.1
84 10.89 353.8 38.5
85 11.61 557.4 64.7
86 10.53 763.3 80.4
87 9.0 1,001.1 90.1
88 9.0 997.2 89.8
89 9.0 986.8 88.8
90 9.0 969.4 87.3
91 9.0 952.0 85.7
92 9.0 937.2 84.4
93 9.0 914.8 82.3
94 9.0 884.5 79.6
95 9.0 845.5 76.1
96 9.0 796.6 11.7
97 9.0 737.0 66.3
98 9.0 665-5 59.9
99 9.0 581.3 52.3
2000 9.0 483.2 43.5
2001 9.0 370.0 33.3
2002 9.0 240.6 21.7
2003 9.0 93.3 8.4

Assumptions:

Rate of Return: 1982 - 15.10% Inflation: 1982 - 10.37%
83 - 12.76 83 - 6.10
84 - 10.89 84 - 3.22
85 - 11.61 85 - 4.26
86 - 10.53 86 - 3.52
1987-2003 - 9.0 1987-2003 - 6.0

9/16/85



BILL SHEFFIELD, GOVERNOR

DEPT. OF COMMUNITY & REGIONAL AFFAIRS 5 PoucH s

JUNEAU, ALASKA 99311
PHONE: (907) 465-4700

OFFICE OF THE COMMISSIONER
O 949 E. 36TH AVENUE, SUITE 400

ANCHORAGE, ALASKA 99508
PHONE: (907) 563-1073

September 4, 1985

SEP 9RO

The Honorable Edna DeVries

Alaska State Senate

P.0O. Box 321 S B
Palmer, AK 99645

Attn: Yvonne Alford

Dear Senator DeVries:

Thank you for notifying our office of your intent to hold
Senate Community and Regional Affairs Committee hearings on
SB 244 in September and October. The Department will be
pleased to assist you and your committee staff by providing
knowledgeable staff at each of the six hearings scheduled to be
held 1in Southcentral and Interior Alaska. Tentatively, Mr.
Doug Griffin, Deputy Director of the Division of Municipal and
Regional Assistance will be 1in attendance at the Southcentral
hearings scheduled for September 24-26. Mr. Griffin or Mr.
James Plasman, the State Revenue Sharing/Municipal Assistance
program manager, will be on hand for the October 22-24 hearings
scheduled for the Interior.

Mr. Royce Weller, Special Assistant in the Department of
Revenue assisted us in gathering the information you requested
on Municipal Assistance funding over the last five years.
Specifically, you requested a comparison between the actual
level of appropriation and the formulr. suggested level for
Municipal Assistance distribution. This comparison is as
follows:

MUNICIPAL ASSISTANCE FUNDING
(in thousands of dollars)

Year Formula Amount Actual Appropriation
FY 82 $87,400.0 $87,974.6
FY 83 85.630.0 71.300.0
FY 84 70.500.0 70.500.0
FY 85 84.900.0 81.306.8
FY 86 87.900.0 81.306.8

21-P1LH



The Honorable Edna DeVries
September 4, 1985
Page 2

I hope this adequately responds to your request. If
additional information or clarification please feel free to
contact this office or Mr. Doug Griffin at 465-4750.

Jeff Smith
Deputy Commissioner
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Senator Edna DeVries, Chairman _
Eena%gICommumty & Regional Affairs Committee
0X

Palmer, Alaska 99645

ATTN:  Yvonne Alford
Dear Senator:

vs 3 0RED

PO WPSEATE crermor

R H A

ﬁ‘sngpu requested, T am providing estimates of the Permanent Fund

Istributed Income Account.

Two sets of estimates are provided - - the Mean Case and the Risk

Adjusted.
The Mean Case has a probability of 50 pe

cent that the estimate will be

[
that amount or more.” Similarly, the Risk Adjusted estimate has a 70

percent probability.

From the attached source tables | have extracted the information

specific to your request:;
Undistrib

R
< —t

($$$ millions)
Fiscal Year Mean Case
1985 $ 759.9
1986 871.5
1987 921.0
1988 1,005.6
1989 1,072.1
1990 1,153.9

Please let us know if Legislative Finance Division can

Regards,

]Vlike,\e/re_any, Director . . .
Legislativé Finance Division

Attachments
MG/se

ed Income Account
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BUDGET AND AUDIT COMMITTEE

August 30, 1985

Sen. Edna De Vries
P.0. Box 321

Palmer, Alaska 99645
Attn: Yvonne Alford

Dear Yvonne:

Attached is the additional information you requested regarding general
fund revenues.

Sincerely,

| . ;ctor
Legislative Finance Division

MG/gs

enclosure



UNRESTRICTED GENERAL FUND REVENUES

Fiscal Year Risk Adjﬁsoﬂgd Mean Case

1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995

LeGF1IN:MG

709.8

874.3

764.9
1,133.0
2,501.2
3,718.2
4,108.4
3,631.0
3,390.1
3,237.6
2,872.8
2,573.5
2,267.6
2,151.2
2,052.4
1,944.4
1,931.5
1,893.6
1,805.8
1,753.5

8/30/85

709.8

874.3

764.9
1,133.0
2,501.2
3,718.2
4,108.4
3,631.0
3,390.1
3,237.6
2,939.6
2,733.3
2,443.0
2,430.1
2,452.6
2,389.0
2,430.5
2,476.9
2,393.6
2,382.8

hM jdohfé&L

9:36 AM



STATEMENT OF CHANGES IN UNDISTRIBUTED INCOME

Balance July 1,

Add: Net income

1980:

Less: Distributable income to General Fund

Balance June 30,

Add: Net 1income

1981:

Less: Distributable income to General Fund

Balance June 30,

Add: Net 1income

1982:

Less: Distributions of income to General
and Dividend Fund

Provision

Balance June 30,

Add: Net income

Less: Provision
dividends

Provision

Provision

Provision

for inflation

1983:

for 1983
supplement

for 1984 dividends
for 1984 inflation

for future inflation

and dividends

Balance June 30,

Add: Net 1income

Less: Provision

Provision

Provision

1984:

for 1985 dividends

for 1985 inflation

for future inflation

and dividends

Balance June 30,

Balance June 30,

1985:

1985 of Reserve for

Inflation and Dividends

Fund

(in millions)

$149.6

(90.9)
58.7
368.4

(183.4)
243.8

471.1

(129.9)
(231.2)
353.8

529.5

(11.9)
(163.1)

(150.9)

(557.3)
-0-
657.8
(217.3)

(234.6)

(205.9)

-0-

$763.3



Alaska State Legislature

Senate
Official Business Pouch V
State Capitol
Juneau, Alaska 99811
ALaSKA

PERMANENTFHHP OQRPFLRFHH 22" 1985

Mr. David Rose

Executive Director

Alaska Permanent Fund Corporation
Pouch 4-1000

Juneau, Alaska 99802

Dear Mr. Rose:

As a member of the Senate Finance Committee, | have spent
considerable time and effort attempting to determine which state
revenues are available of appropriation, and which are not. It
is my understanding the Department of Revenue segregates funds
which the State receives into three basis categories:

1. Unrestricted revenues--which are paid into the General
Fund and may be appropriated for any purpose.

2. Restricted revenues- which are funds received for a
specific purpose and primarily originate from the Federal
government.

3: Special Fund revenues--which are funds received into
statutorily established funds such as the International
Airports Revenue Fund. These funds may or may not be

available for appropriation and be treated as General Funds.

I have attempted to determine into which category the
Undistributed Income Account for the Permanent Fund falls.
Logically, one would think that it would fall into the
"Special Fund Revenues"™ category. However, 1in reviewing

the Department of Revenue®s last quarterly report, a listing
for the undistributed Income Account is not shown. Neither 1is
it listed in the "Restricted Revenues" nor in the "Unres—
tricted Revenues" categories of the quarterly report.

Therefore, | am confused as to the true nature of the
undistributed Income Account. To clarify this 1issue, would you
please answer the following questions:



PAGE 2

1. Is the Undistributed Income Account a dedicated fund,
unavailable for appropriation?

2. Is the Undistributed Income Account an a count within
the Permanent Fund, and therefore unavailable for appropriation

3. If not then aren®t the funds in the Undistributed Income
Account simply General Funds bearing a different label?

4. If the Undistributed Income Account is simply a
bookkeeping category for monies within the General fund, why
aren"t they listed as "Unrestricted Revenues?"”

5. The March revenue forecast predicts an FY 1986 balance

in the Undistributed Income Account of $877 million, and

increase of nearly $140 million over the January forecast.

I understand that your office may have a forecast for the
Undistributed Income account which predicts higher balances for
both the short-and long-term.

Would you please send me the answers to the above questions
and your office"s predictions for FY 1986 through FY 2000 for
the Undistributed Income Account?

Thank you for your assistance and corporation on this
matter.

Sincerely,

Alaska State Senator

FRF/cc



Alaska Permanent Fund Corporation
Pouch 4-1000 Juneau, Alaska 99802

TEL 907/465-2047 TLX 099-46-323

April 24, 1985

The Honorable Frank R. Ferguson
Alaska State Senator

Pouch V

State Capitol
Juneau, AK 99811

Dear Senator Ferguson:

Thank you for your letter of inquiry dated April 22, 1985 pertaining to
the Undistributed Income Account. Answers are keyed to the questions
posed as follows:

Q# 1.

Q# 2.

Is the Undistributed Income Account a dedicated fund, unavailable
for appropriation?

According to legal counsel, the Undistributed Income Account is a
partially dedicated fund (see attached letter from Office of the
Attorney General, dated March 10, 1983). It is: (1) available
for appropriation for any lawful purpose; (2) available to make up
any shortfall in dividend payments subject to appropriation; and
(3) available to make up any shortfall in inflation-proofing
transfers to the corpus of the Fund, without appropriation.

Is the Undistributed Income Account within the Permanent Fund, and
therefore unavailable for appropriation?

The Undistributed Income Account is an accountf™&tjrin the-Perma--
nent Fund but does not constitute part of the "corpus" of the '*
“Fund’.l Thus, it is subject to appropriation while the "corpus" is
not.

AS 37.13.145 states, in part, " The balance of the net income
as defined in AS 37.13.140 shall be transferred to the undistrib-
uted income account jn the Alaska Permanent Fund" (emphasis
added).



Senator Frank R. Ferguson

April
Page 2

Q# 3.

Q# 4.

24, 1985

If not, then aren't the funds in the Undistributed Income Account
simply General Funds bearing a different label?

Section 15, Article IX, the constitutional amendment which created
the Permanent Fund states in part:

"...All income from the permanent fund shall be deposited in the
general fund unless otherwise provided by law" (emphasis added).

AS 37.13.145 specifically directs this income to the Undistributed
Income Account in the Permanent Fund. Without these provisions,
of course, income would automatically flow to the General Fund.
More than just a label appears to be involved since substantive
law was deliberately written to.prohibit-automatic flow to the
General Fund. '

If the Undistributed Income Account is simply a bookkeeping
category for monies within the General Fund, why aren't they
listed as "Unrestricted Revenues?"

The Undistributed Income Account is not simply a bookkeeping
category for monies within the General Fund, as previously stated.
The Undistributed Income Account is a hoiding.account for prior ,
years' income not used for dividends'or'inflation-proofing. All
income of the current year is added to the account during the
year. At the close of the year, dividend payments and inflation-
proofing are subtracted from the account. |If there is a balance,
it is carried forward. The Trustees have designated the balance
in the Undistributed Income Account as a Vreserve”r dividends’
and inf-Tatl'ofi-proofing. This designation by the Trustees treats
the account in a manner similar to other corporations' "retained 5
eff~ih.gs?'""l-- a buffer to be utilized in poor earnings years. The
Trusteesl designation, however, does not infer that these funds
may not be appropriated. See Resolution 84-12 in the attached
memorandum.

The Corporation makes projections each month. The current projection
sheet (attached) reflects the following:

1. The Undistributed Income Account at June 30, 1985 is expected to be
$757.1 million.



Senator Frank R. Ferguson
April 24, 1985
Page 3

2. The balance of the Undistributed Income Account will be drawn down to
zero to meet dividend and inflation-proofing by the year 1999, assuming an
annual earnings rate of 9 percent and an inflation rate of 6 percent.

The Corporation's projections are more conservative than th”™ Department of
Revenue's because we assume a slightly higher long-term ratd- of inflation
and a slightly lower real rate of return over time. The actual balance of
the Undistributed Income Account on June 30, 1986 will depend on the
actual earnings of the Corporation during the next fiscal year and on the
actual inflation rate for 1985.

As | review your letter, it appears that the income held in the Undis-
tributed Income Account after meeting the dual obligations of dividend
payments and inflation-proofing transfers is unique.

| have also enclosed a recent memorandum, prepared by staff for the infor-
mation of the Trustees, which describes the Undistributed Income Account,
its purpose and how it works.

If you have further questions or need better clarity of explanation,
please do not hesitate to contact me.

Executive Director
DAR/bn

Attachment
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Alaska Permanent Fund Corporation
Pouch 4-1000 Juneau, Alaska 99802

TEL 907/465-2047 TLX 099-46-323

MEMORANDUM

DATE: February 25, 1985
TO:

FROM 1
rch & Liai son Officer

SUBJECT: The Undistributed Income Account

In response to legislative questions about the Undistributed
Income Account, | have compiled the attached set of documents which
describe its purpose and how it works, particularly in regard to
inflation-proofing.

A) Resolution 83-2: Describes the purpose of the Permanent Fund
and acknowledges the Trustees' fiduciary obligation to protect the
principal of the Fund from the effects of inflation.

B) Resolution 84-12: Describes the purpose of the Undistributed
Income Account and designates it as a reserve for inflation and dividends.

C) Resolution 83-8: Defines the term "principal balance" as
used bythe Corporation in the computation for inflation proofing.

D) Memorandum of September 23, 1983: Provides a legal review of
Resolution 83-8 by the Attorney General and makes it clear that money in
the Undistributed Income Account is "available for appropriation, or for
reinvestment pursuant to AS 37.13.145 in a year when the current income
earned on principal of the fund is insufficient to offset the effect of
inflation in that year".

E) Legislative Budget and Audit Committee Resolution of
January 17, 1984: Supports and approves Resolution 83-8 of the Board of
Trustees of the Alaska Permanent Fund Corporation.



Undistributed Income Account
February 25, 1985
Page 2

F) Resolution 83-7: Adopts the U.S. Consumer Price Index as the
index to be used in the computation for inflation-proofing.

G) Fxcerpt from the 1984 Annual Report: Describes the rate of
inflation for each year from 1977-1984.

H) Resolution 83-11: Defines the term "net income" to include
both the earnings on the principal of the Fund and the earnings of the
Undistributed Income Account.

I) Alaska Statutes: Sections 37.13.140-145 describe State law
pertaining to income of the Permanent Fund.

JK/bn



RESOLUTION OF THE BOARD OF TRUSTEES
OF THE ALASKA PERMANENT FUND CORPORATION REGARDING
THE PURPOSE OF THE PERMANENT FUND

RESOLUTION NO. 83-2

WHEREAS, the people of the state created the Alaska

Permanent Fund by constitutional amendment 1in 1976, requiring

that "...at least..."” 25 percent of mineral royalties and
related income be set aside for "...income-producing invest—
ments..." to benefit all generations of Alaskans, and

WHEREAS, the enabling law for the management and invest—
ment of the Permanent Fund directs the Trustees "...to maintain
safety of principal while maximizing. ..disposable income...".

AS 37.13.020(2) and (3),

NOW THEREFORE BE IT RESOLVED that the Trustees acknowledge
the Permanent Fund to be an inviolate trust and recognize their
prime obligation to be the protection of principal, not only
against 1inordinate risk to current worth but also against the
impact of inflation on future worth. They will honor this
obligation by observing the Prudent Investor Rule in judging
the quality and reasonable diversification of the Fund®"s invest—
ments (AS 37.13.120(a) and (c)) and in defending the rule of
retaining sufficient income to offset the effects of inflation

on principal, and



BE IT FURTHER RESOLVED, the Trustees recognize their
obligation to provide maximum disposable income for the uses
of the people of Alaska, as such uses may be designated by law.
They will honor this obligation by pursuing an investment policy
which offers the highest possible investment yield commensurate

with minimal risk.

PASSED AND APPROVED by the board of trustees of the Alaska

Permanent Fund Corporation, this 30th day of March, 1983.

/ S a f a 4 *-
/ Dr. George 1 Chairman
Board of Trustees
Alaska Permanent Fund Corporation

ATTEST:

David A. Rose, Executive Director



RESOLUTION OF THE BOARD OF TRUSTEES
ALASKA PERMANENT FUND CORPORATION
PERTAINING TO THE DESIGNATION OF A CONTINUING
RESERVE OF UNDISTRIBUTED INCOME FOR THE PURPOSE
OF FUTURE INFLATION IMPACT AND DIVIDEND PAYMENTS

REr >LUTION 84-12

WHEREAS, section 37.13.145 of the Alaska Statutes
provides that net income of the Alaska Permanent Fund Corporation
not required to offset the impact of inflation on principal during
the previous fiscal year, and not appropriated for the payment of
dividends during the current fiscal year, shall be held in an
undistributed income account by the Alaska Permanent Fund

Corporation; and

WHEREAS, the Legislature of the State of Alaska has
defined the purpose of the undistributed income account as a
reserve to insure a stable source of income from which the real
earning power of the Fund can be sustained, and from which
dividend payments and other distributions appropriated by the

Legislature can be made; and

WHEREAS, dividend payments are the only distributions of

net income currently defined by the Alaska Statutes; and



WHEREAS, the Board of Trustees 1is granted full authority
to manage the assets of the Alaska Permanent Fund Corporation,
including the undistributed income account, by the provisions of

section 37.13.040 of the Alaska Statutes; and

WHEREAS, the Board of Trustees have a fiduciary
responsibility to provide for the future impact of inflation and
for future distributions of net income by designating reserves of

undistributed income; and

WHEREAS, regardless of accounting treatment, said
account is subject to legislative appropriation pursuant to

section 37.13.145 of the Alaska Statutes;

WHEREAS, the Board of Trustees believes that it is sound
public policy and incumbent, upon them as fiduciaries to designate

such reserves;

NOW THEREFORE BE IT RESOLVED, that the balance of the
undistributed income account shall be designated as a reserve to
offset the future impact of inflation on the principal of the

Permanent Fund and for the future payment of dividends.

Page 2
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PASSED AND APPROVED by the Board of Trustees of the
Alaska Permanent Fund Corporation, this 21st day of September,

1984.

Alaska Permanent Fund Corporation
ATTEST; /}

David A. Rose, Executive Director

Page 3
Resolution 84-12



RESOLUTION OF THE BOARD OF TRUSTEES
OF THE ALASKA PERMANENT FUND CORPORATION
DEFINING THE TERMS "PRINCIPAL BALANCE™ AS UTILIZED BOTH
IN THE COMPUTATION FOR INFLATION PROOFING AND FOR
COMPUTATION OF EARNED INCOME OF THE UNDISTRIBUTED
INCOME ACCOUNT

RESOLUTION 83-8

WHEREAS, an end-of-year calculation must be made to
determine the amount of money to be retained for inflation

proofing; and

WHEREAS, another end-of-year calculation must be made
to determine the amount of money represented by income earned
on the Undistributed Income Account which will be placed in a

restricted sub-account; and

WHEREAS, both calculations must be based on a sin-—
gle-point-in-time valuation of the corpus of each account

identified as a "principal balance”™; and

WHEREAS, the Trustees desire to establish the defini—
tion of each "principal balance"™ for the above stated calcu-—

lations ;

Page 1
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NOW THEREFORE BE IT RESOLVED that the Trustees direct
the Executive Director to utilize the following definition of

"principal balance"” for the purpose of inflation proofing

calculations:

THE PRINCIPAL BALANCE OF THE PERMANENT FUND
That balance of the Fund at the end of each
fiscal year that is to be protected from the

ravages of future inflation. This sum 1is
comprised of all;

1. Constitutional and statutory contri—
butions to the Fund since its inception;

2. Special appropriations p..id to the Fund
since its inception;

3. All prior "inflation proofing"” funds
retained.

AMD BE IT FURTHER RESOLVED that the Trustees direct
the Executive Director to utilize the following definition of
"principal balance” for the purpose of computing income earned
on the Undistributed Income Account so that the appropriate
amount of funds can be removed from the income of commingled

investments, segregated for reporting purposes and placed into

the Undistributed Income Account:

THE PRINCIPAL BALANCE OF THE UNDISTRIBUTED INCOME ACCOUNT

That balance of the Undistributed Income Account
which has been invested, along with Permanent Fund
revenues on a commingled basis, during the entire
fiscal year just ended. This 1is the sum reported

Page 2
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in the prior-year audited financial statements of

the Alaska Permanent Fund Corporation for the
Undistributed Income Account. This balance will
include, as of the end of the prior year, all accrued

interest payable regardless of when paid and all
transfers due from the Permanent Fund regardless of

when transfer has actually taken place.

PASSED AND APPROVED by the Board of Trustees of the

Alaska Permanent Fund Corporation, this 22nd day of July, 1983.

S Chairman, Boara op//Trustees
Alaska Permanent Fund Corporation

ATTEST:

David A. Rose, Executive Director

Page 3
Resolution 83-8



1 MEMORANDUM State of Alaska

To: David Rose, Executive Director date. September 23, 1983
Alaska Fermanent Fund Corporation
FILE NO: 366-104-84

TELEPHONE NO: 465-3600
FROM: Norman C. Gorsuch SUBJECT: Resolution defining
Attorney General principal balance

By: Lauifc?'imiavis
Assistant Attorney General
Governmental Affairs-Juneau

At your request, | have reviewed resolution no. 83-8 of
the board of trustees of the Alaska Permanent Fund Corporation,
which addresses the method of determining annually (1) the amount
of income to be reinvested to offset the effect of inflation and
(2) the amount of inccua to be credited to the undistributed in—
come account. I believe the resolution is a reasonable interpre—
tation of AS 37.13.145. However, | see a few potential questions
or problems which could be avoided by changes to this resolution.
In addition, | recommend that you adopt it in the form of a regu—
lation as authorized by AS 37.13.205.

First, AS 37.13.145 provides for the reinvestment as
principal of "an amount sufficient to offset the effect of infla—
tion on principal of the Alaska permanent fund during that year,
as measured by a nationally recognized index." The resolution
provides that this amount shall be determined with reference to
the principal balance at the end of each year (i.e., 1including
all deposits to principal made during the year). The resolution
does not specify the "nationally recognized index" to be used.

The permanent fund will <continue to receive regular
monthly deposits to principal as provided by both constitution
and statute as long as the state receives revenue TfTrom mineral
lease rentals, royalties, and royalty sale proceeds, and federal
mineral revenue sharing payments. Alaska Const, art IX, & 15; AS
37.13.010. As long as the principal is growing, it may overcom—
pensate somewhat for the effect of inflation on the principal
during the year to use the year end principal balance as a refer—
ent. A more precise Tfigure could be obtained by using an aver—
age monthly principal balance or using a sum of monthy computa-—
tions. JV However, the statute does not establish a precise stan-

1/ For example, you could provide that the "amount sufficient to
offset the effect of inflation on principal” means the sum of the
amounts which are calculated for that purpose at the end of each
month during a fiscal year, and based on the principal balance at

e DA



David Rose, Executive Director September 23, 1933
Alaska Permanent Fund Corporation Page #2
366-104-34

dard, but simply requires reinvestment of an amount "sufficient
to offset the effect of inflation."

The concept of inflation itself is a composite of econ—
omic circumstances rather than a unitary force or event capable
of precise measurement. The board 1is not required to select a
method which will minimize the amount of 1income to be reinvest—
ed. 2/ The resolution adopts a simple and convenient method of
calculation which will use the regular accounting practices of
the corporation and will result in the reinvestment of an amount
sufficient to offset the effect of inflation on the principal of
the fund.

IfT this resolution were challenged in a legal action,
the court would use one of two standards of judicial review. If
it determined that the board"s interpretation of AS 37.13.145
either involved the formulation of fundamental policy or required
particular administrative expertise, it would inquire only wheth—
er the resolution has a rational or reasonable basis. Kelly wv.
Zsmarello, 486 P.2d 906 (Alaska 1971). Otherwise, the court
wculd exercise its independent judgment to determine whether the
board®s interpretation of AS 37.13.i45 1is correct. Union 0il Co.
v. Dept of Revenue, 560 P.2d 21, 23 (Alaska 1977); State v. Aleut
Corp., 541 P .2d 730, 736 (Alaska 1975). Under the rormer stan-—

dard, we expect the resolution would be sustained. Under the
latter standard, the result is less predictable. 3/
1/ Cont....

the end of each month 1in accordance with the definition of prin—
cipal balance as stated in the resolution.

2/ Had the legislature intended to limit the trustees®™ discre—
tion or to minimize the amount to be reinvested, it could easily
have provided for reinvestment of an amount "no more than that
sufficient to offset inflation.” There is no indication that the
legislature intended this result. The pertinent part of AS 37.-
13.145 was added to SB 684 by amendment on the floor of the Sen-—
ate on May 6, 1982 without debate. 1982 S. Jour, at 1178. (Tape

recording of Senate proceedings on May 6, 1982, Alaska State Film
Library.)

3/ The Alaska Supreme Court has found that decisions regarding
the allocation of scarce fishery resources and procedures for
disposal of state land do not involve fundamental policy formula—
tion or require particular administrative expertise. CFEC .
Templeton, 598 P.2d 77 (Alaska 1977); State v. Aleut Corp., 54i
P.2d at 736. We expect that the court would find no fundamental



David Rose, Executive Director September 23, 1983
Alaska Permanent Fund Corporation Page #3
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As a practical matter, regardless of which test ap-—
plies, the result may depend on the magnitude of the actual fi—
nancial consequences. </ the difference between the amount to
be reinvested pursuant to this resolution and the amount esti—
mated using an average monthly balance or a sum of monthly calcu—
lations were insignificant, the resolution would undoubtedly be
sustained. On the other hand, if the difference were so large as
to substantially interfere with the use of the fund 1income for
other purposes, the resolution would probably be found to be in-—
consistent with AS 37.13.145. We cannot say that the present es—
timated difference of $34 million in the context of total net in-—

come of $471 million is insignificant. However, the total amount
to be reinvested pursuant to the resolution 1is still less than
one-half of the net income of the fund. This amount should be

sufficient to offset the effect of inflation on principal without
interfering with the permanent fund dividend program under AS

43.23 or other uses of the income chosen by the legislature. If
the monthly principal deposits to the fund are relatively uniform
or declining, this situation would remain. However, if the depo—

sits to principal increase toward the end of a fiscal year, the
difference between the amount reinvested pursuant to the resolu—
tion and the amount otherwise estimated as suggested above cculd
become more significant. We believe that the resolution reason-—
ably interprets this aspect of the statute under present circum—
stances but that the likelihood of avoiding or surviving a poten—
tial legal challenge could be enhanced by using a monthly average
or series of monthly figures for the principal balance.

Second, AS 37.13.145 provides that- the balance of net
income after the reinvestment to offset inflation is deposited in
an undistributed 1income account. Income generated by that ac-—
count accrues to that account. AS 37.13.145. The resolution
defines "principal balance of the undistributed 1income account”
to mean the amount credited to the account 1in the prior year"s
financial statement, including "all accrued interest payable ra®

3/ Cont.

policy issue involved or particular expertise needed to determine
the amount needed to offset the effect of inflationandwould use
its independent judgment tointerpret the statute.

hl We understand that theamount tobe reinvested for fiscal
Near 1983 in accordance with this resolution 1is approximately
$231 million, and that the amount estimated using an average
monthly principal balance 1is $34 million less. The total net
income of the corporation for fiscal year .1983 1is approximately
$471 million.



David Rose, Executive Director September 23, 1983
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gardless of when paid and all transfers due from the Permanent
Fund regardless of when transfer has actually taken place." This
apparently means that income due the undistributed income account
is measured using the prior year end balance of that account as a
referent and using the accrual method of accounting, which 1is
adopted by implication as part of "generally accepted accounting
principles”™ under AS 37.13.14C. While this appears to be a rea—
sonable interpretation of AS 37.13.145, we see some potential for
confusion in the wording of the resolution.

The resolution uses the term "principal balance cf the
undistributed income account.”™ "Principal” 1is used in the appli—
cable constitutional and statutory provisions only to refer to
the principal of the fund, which 1is constitutionally dedicated
for permanent prudent investment, and may not be appropriated or
used for any other purpose. Alaska Const, art. 1IX, &15; AS 37.-

13.02C, 37.13.145. It would be preferable to avoid using the
term “principal balance”™ in connection with the undistributed
income account. In addtion, the resolution refers to transfers
due "from the Permanent Fund."™ This 1is somewhat confusing since
AS 37.13.145 refers to the undistributed income account as being
"in the Alaska permanent fund." As we understand it, the undis—

tributed income account consists of all that money generated as
income by the fund which 1is neither reinvested pursuant to AS
37.13.145, nor appropriated or dedicated (to the extent that a
dedication is constitutionally permitted under article IX, sec—
tion 7). This money is available for appropriation, or for rein-—
vestment pursuant to AS 37.13.145 in a year when the current in-—
come earned on principal of the fund 1is insufficient to offset
the effect of inflation in that year.

These sources cf confusion could be avoided by revising
the resolution so that it defines or implements only the precise

terms used in AS 37.13.145. In addition, we suggest that the
board consider promulgating a regulation under AS 37.13.205 to
give this resolution the force and effect of law. This would

ensure that interested persons have the opportunity to comment on
the board®"s interpretation of AS 37.13.17~5, and may 1increase the
deference or weight given to the board"s interpretation if it is
challenged. Pi ase let us know if you would 1like any further
assistance 1in this matter.

LLD/pjyg

cc: Members of the board of trustees
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Legislative: Budget & Audit Committee

FENrnANENT FUND CORPORATION
DATE: January 17. 1984

T0: Dave Roed, Executive Director
Alaska Permanent Fund Corporation

FROM: Rep. Robert Bettisworth, Chairman
Legislative Budget & Audit Committee

SUBJECT: Resolution 83-8

Please be advised that at the January 12, 1984 meeting of the Legislative

Budget and Audit Committee, the Committ passed a resolution sustaining

resolution 83-8 of the Board of Trustees of the Alaska Permanent Fund

Corporation.

A copy of said resolution is enclosed.

]
Bettisworth, Chairman
Legislative Budget & Audit Committee
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OF THE LEGISLATIVE BUDGET AMD AUDIT CO1C1l

WHEREAS Che Board of Trustees of che Alaska permanent
fund has found it necessary to define the tern "princioal
balance™ as usea in the statutory computation of "inflation-
proofing” and the computation cf earned income on the un—
distributed income account of the permanent fund; and

WHEREAS the Board of Trustees has elected to use a bal—
ance fixed at a single point in time rather than an averaged
balance to define the term "principal balance"; and

WHEREAS, on July 22, 1983, the Board of Trustees adopt-—
ed Resolution 83-8, approving the single balance method for
computing "principal balance" for purposes of implementing
the provisions of the Alaska Statutes with regard to the
Alaska permanent fund; and

WHEREAS the Executive Director of the Alaska Permanent
Fund Corporation requestedan opinion from the Attorney Gen—
eral on Resolution 83-8; and

WHEREAS, on September 23, 1983, the requested opinion
indicated that Resolution 83-8 is a reasonable interpreta—
tion of the Alaska Statutes; and

WHEREAS the Executive Director of the Alaska Permanent

Fund Corporation has requested chat this committee sustain



RESOLUTION OF THE BOARD OF TRUSTEES
OF THE ALASKA PERMANENT FUND CORPORATION
PERTAINING TO DETERMINATION OF A NATIONALLY RECOGNIZED INDEX
FOR THE RETENTION OF CERTAIN EARNINGS ("INFLATION PROOFING™)

RESOLUTION 83-7
WHEREAS, Alaska Statute 37.13.145 provides:

"At the end of each fiscal year, an amount sufficient
to offset the effect of inflation on principal of the
Alaska permanent fund during that year, as measured by a
nationally recognized index, shall be transferred from net
income as defined in AS 37.13.140, excluding income on the
undistributed income account in the Alaska permanent fund,
to the principal of the Alaska permanent fund for rein—
vestment."; and

WHEREAS, the Trustees have reviewed the philosophy
and composition of the United States Consumer Price Index
calendar year average for all urban consumers and the Gross
National Product ImpIiciEtPrice Deflator as set forth in a
Memorandum of the Executive or on the subject dated July

22, 1983; and

WHTnT?"" the Trustees desire to adopt an index which
(i) accuracely measures the impact of inflation on the Alaska
Permanent Fund, and (ii) 1is generally recognized as a

representative measure of inflation throughout the nation;

Page 1
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NOW THEREFORE BE IT RESOLVED that the Trustees adopt
the United States Consumer Price Index calendar year average
for all urban consumers as the index to calculate the impact of

inflation as required by AS 37.13.145;

AND BE IT FURTHER RESOLVED that the Trustees direct
the Executive Director to utilize the percentage change in that
index for the preceding calendar year just ended as the basis

for calculation on June 30 of each year.

PASSED AND APPROVED bv the Board of Trustees of the

Alaska Permanent Fund Corporation, this 22nd day of July, 1983.

N"Alaska Permanent Fund Corporation

ATTEST:

David A. Rose, Executive Director

Page 2
Resolution 83-7



Alaska Permanent Fund Corporation
Pouch 4-1000 Juneau, Alaska 99802

TEL 907/465-2047 TLX 099-46-323

MEMORANDUM
DATE: July 22, 1983
TO: Trustees
FROM: David A. Rose, Executive Director
SUBJECT: Inflation Proofing Index

It is recommended that the Consumer Price Index (CPl) calendar year
average for all urban consumers be selected as the inflation proofing
index of the Alaska Permanent Fund Corporation. The background to this
recommendation and a review of the two major indices are outlined below.
A schedule of annual inflation rates for the past ten years is also
attached.

BACKGROUND

AS 37.13.145 directs the Trustees to select a nationally recognized
index for inflation proofing, but does not specify which. The choice is
at the discretion of the Trustees as long as the index (i) accurately
measures the impact of inflation, and (ii) 1is generally recognized as a
representative measure of inflation throughout the nation.

The most frequently cited measures of national inflation are the CPI
(which we recommend) and the Gross National Product Implicit Price
Deflator (GNP Deflator). Each of them weights the prices of goods and
services according to predetermined criteria and are known as represen—
tative measures of inflation, but they are very dissimilar in character
and in the results which they produce.

CONSUMER PRICE INDEX

The CPl measures changes 1in price of certain economic goods and services
using base year consumption patterns. The most widely used version of
the CPI reflects the consumption patterns of all urban consumers.
Advantages

“flost accurate measure of changes 1in price.

“Most widely recognized measure of inflation.

ITEM VIII-E



Trustees
July 22, 1983
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“Covers the price of everything people buy for living.

“Includes imports &e.g. petroleum) which have a significant impact
on consumption patterns.

Disadvantages
“Housing is treated as a commodity subject to annual consumption.
“Ignores changes in consumption patterns.
“Luxury items are overweighted and necessities are underweighted.
“Limited to specific population groups.

“Does not distinguish price change from price movement due to
change in quality.

“Does not measure trends in national output.

“Averages the consumption patterns of many population groups.

“More volatile than the GNP Deflator.
GNP DEFLATOR
The GNP Deflator is a weighted average of each item in the national
output usmg? current period consumption patterns. Changes in the GNP
Deflator reTlect both changes in composition of output and changes in
prices.
Advantages

“Most comprehensive measure of trends in the national economy.

“Change in the level of GNP closely reflects change in the level of
economic activity.

“Less volatile than CPI.
Disadvantages
“Not recognized by the general public.
“Tends to underestimate changes in price.
*Mixes changes in composition with changes in price.
“Does not measure true domestic consumption; excludes imports.



AVERAGE ANNUAL
INFLATION INDEXES: RATES OF INCREASE
1972 - 1982

Y ear GNP Deflator CPI
1972 4.1 3.3
1973 5.8 6.2
1974 9.7 11.0
1975 9.6 9.1
1976 5.2 5.8
1977 6.0 6.5
1978 7.3 7.7
1979 8.8 11.3
1980 8.0 13.5

1981 9.4 10.4



Alaska Permanent Fund Corporation
A Public Trust Investing For Alaska's Future

Alaska Permanent Fund
Realized Rates of Return

1984 - 1977
(Percent)
Year Nominal Inflation Real
1984 10.S9 3.22 7.67
1983 12.76 6.10 6.66
1982 15.10 10.37 4.73
19S1 16.00 13.52 2.48
1980 11.29 11.26 .03
1979 8.24 7.66 .58
1978 7.53 6.45 1.08
1977* 5.54 5.77 ( .23

Tour months ended June 30.

The inflation rate used consistently by the Trustees is the published U. S. Consumer
Price Index previous calendar year average for all urban consumers.

13

1984 Annual Report
and Financial Statements



RESOLUTION OF THE BOARD OF TRUSTEES
OF THE ALASKA PERMANENT FUND CORPORATION
REPEALING RESOLUTION 83-9 DEFINING "NET INCOME"
AND ADOPTING A REPLACEMENT DEFINITION

RESOLUTION 83-11

WHEREAS, the Trustees adopted Resolution 83-9 on
July 22, 1983 defining "net income"™ for purposes of income

averaging; and

WHEREAS, the resolution was further reviewed at a
meeting on August 29, 1983 attended by representatives of
the Department of Law, Department of Revenue, Permanent Fund
Staff, and accountants Price Waterhouse (Memorandum of

September 6, 1983 is attached hereto); and

WHEREAS, aforementioned representatives now
believe that Resolution 83-9 improperly interprets AS

37.13.140 and AS 37.13.145 taken in full context; and

WHEREAS, generally accepted accounting principles
would, more properly, treat the undistributed income account

as corporate retained earnings available for distribution;

ITEM X-8 Fe3Gideion 83-11



NOW THEREFORE, BE IT RESOLVED that the Trustees
repeal their approval of Resolution 83-9 dated July 22,

1983; and

BE IT FURTHER RESOLVED that the Trustees de—
termine that earnings on undistributed income are earnings

of the Corporation; and

BE IT FURTHER RESOLVED that the Trustees direct
the Executive Director to account for "net income"™ and
utilize same for the calculation of "net income available
for distribution”™ 1in such a manner as to include both
earnings on the corpus of the Fund and earnings on the

undistributed income account.

PASSED AND APPROVED by the Board of Trustees of
the Alaska Permanent® Fund Corporation, this 27th day of

September, 1983.

Steve Cowper, Chairman
Board of Trustees
Alaska Permanent Fund Corporation

ATTEST:

David A. Rose, Executive Director

Page 2
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RESOLUTION OF THE BOARD OF TRUSTEES
OF THE ALASKA PERMANENT FUND CORPORATION
DEFINING "NET INCOME™ FOR PURPOSES OF INCOME AVERAGING

RESOLUTION 83-9

WHEREAS, AS 37.13.140 specifies in part:

"Sec. 37.13.140. Income. Net income of the
corporation must be computed annually as of
the last day of the fiscal year 1in accordance
with generally accepted accounting principles,
excluding any unrealized gains or losses.
Income available for distribution equals the
average net income of the corporation for the
last five fiscal years, including the fiscal

year just ended, ..."; and

WHEREAS, the Statute does not specifically include or
exclude earnings on the Undistributed Income Account from the

term "net income"; and

WHEREAS, the Trustees wish to clarify the terminology
as it has a bearing on calculations of income available for

distribution; and

WHEREAS, earnings on the Undistributed Income Account
are calculated separately and are restricted in that they cannot

be utilized for inflation proofing; and

Page 1
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WHEREAS, the.se earnings are 1in investment and custody

status with the Corporation and not subject to its use;

NOW THEREFORE, BE IT RESOLVED that the Trustees deter —
mine that the term "net income"™ as used in AS 37.13.140 pertains
to the net income earned from the investment of those funds
belonging to the Alaska Permanent Fund which it considers its

corpus and over which it has total ownership, control and use;

and

BE IT FURTHER RESOLVED that the Trustees determine
that the net income of other funds such as the Undistributed
Income Account which are invested on a commingled basis, shall

be separately computed and applied co its respective parent

account or fund as appropriate; and

BE IT FURTHER RESOLVED tnat the Trustees direct the
Executive Director to account for "net income™ and utilize same
in computations required by AS 37.13.140 in such a manner as to
exclude earnings on the Undistributed Income Account from "net
income™ and thus also exclude these earnings from computations

involving "income available for distribution."

PASSED AND APPROVED by the Board of Trustees of the

Alaska Permanent Fund Corporation, this 22nd day of July, 1983.

Page 2
Resolution 83-9



Chairman, Board of~rustees
Alaska Permanent Fund Corporation

ATTEST:

David A. Rose, Executive Director
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Alaska Permanent Fund Corporation
Pouch 4-tO00 Juneau, Alaska 99802

TEL 907msS-2047 TLX 099-46-323

MEMORANDUM

DATE:

TO:

FROM

SUBJECT:

September 6, 1983

Laura Davis, Assistant Attorney General
Department of Law

Milton B. Barker, Deputy Commissioner
Treasury, Department of Revenue

Vincent Wright, Chief of Research
Department of Revenue

Bill Smart
Price Waterhouse, Anchorage

Peter A. Bushre, Comptroller
Ala oration

Dav . irector
Alaska Permanent Fund Corporation

Distributions of Permanent Fund Income

This memorandum will confirm the decisions made at our meeting on
Monday, August 29, 1983. The meeting was called to resolve certain
questions surrounding interpretations of AS 37.13.140, AS 37.13.145
and Section 15 of Chapter 81, SLA 1982. Specifically, the
questions discussed and the decisions agreed upon by everyone
present were as follows:

Does Sec. 15 of Ch. 81, SLA 82 include a partial distribution of FY
83 earnings? Section 15(a) provides that all of the income earned
(including accrued income) prior to July 1, 1982 that was not
distributable under prior law is to be transferred to the undis-
tributed income account. The provision includes the portion of FY



Re: Distributions of Permanent Fund Income
September 6, 1983
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81 and FY 82 earnings retained by the F,nd (the undistributed
portion of current income not distributable on an averaging basis)
and accrued income at the end of FY 82. The section further
provides that this amount is to be reduced by an amount equal to
one-half of FY 83 distributable income, i.e., an amount equal to
one-half of FY 83 distributable income is not retained by the Fund
in the undistributed income account.

Section 15(b) provides that this amount is to be transferred to the
general fund. The history of section 15 is that the legislature

wanted a distribution of FY 83 earnings at least equal to the FY 82
accrual basis liability. The amount credited to the undistributed
income account would be reduced by the amount of that distribution.

Conclusion: Ch. 81, SLA 82 includes a distribution of FY 83
earnings equal to one-half of distributable income for that year.

Is distributable income a cash basis or accrual basis calculation
under Sec. 15 of Ch. 81, SLA 82? Section 15(b) provides that
distributable income is to be calculated by the formula in AS
37.13.140 before it was amended by Ch. 81, SLA 82. Under prior
law, AS 37.13.140 specified that the income of the Corporation was
the interest received each fiscal year. Distributable income is a
moving average of the income received each fiscal year.

Conclusion: Distributable income is a cash basis calculation under
Ch. 81, SLA 82.

Is distributable income a cash basis or accrual basis calculation
under AS 43.23.045(b)? Subsection (b) provides for the transfer of
an amount to the dividend fund from Permanent Fund earnings (or
undistributed income if current year earnings are not adequate)
equal to one-half of the amount available for distribution. The
amount available for distribution is determined by AS 37.13.140
which provides that it is an average of the net income of the
Corporation for the last five fiscal years. Net income is defined
by that section as being in accordance with generally accepted
accounting principles, which 's accrual basis income.

Conclusion: Distributable income is an accrual basis calculation
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under AS 43.23.045(b).

Is net income for the years prior to adoption of Ch. 81, SLAS82.
which is used in the calculation of distributable income for FY 83,
calculated under current law for years prior to FY 83 or thelaw in
effect when it was earned? AS 37.13.140 before the adoption of Ch.
81, SLA 82 specified that income was the interest received by the
Corporation; after the adoption of Ch. 81, SLA 82 it was in
accordance with generally accepted accounting principles. Under
current law, AS 37.13.140 defines income available for distribution
as an average of the net income of the Corporation for the last
five fiscal years, and'specifies that net income is to be computed
in accordance with generally accepted accounting principles. The
law makes specific reference to an accrual basis income for each of
the five years in the average. Reference to an August 11, 1982
memorandum drafted by Thomas K. Williams which explains the intent
of the Trustees revealed that income as calculated under the
amendments of Ch. 81, SLA 82 was to be used in each year of the
average.

Conclusion: Net income for the years prior to adoption of Ch. 81,
SLA 82 used in the calculation of distributable income for FY 83 is
determined by current law.

Is the liability to the Dividend Fund determined by AS 37.13.140 or
by appropriation? The income distributable to the Dividend Fund
for FY 83 under AS 37.13.140 is more than the appropriation for FY
83. Reference was made to an opinion of the Attorney General

(file: 366-484-83) dated March 10, 1933, which held, in essence,
that all or a portion of Permanent Fund earnings can be retained in
the Fund by operation of law, but an appropriation is necessary for
distributions to any fund other than the general fund.

Conclusion: The liability to the Dividend Fund is the amount of
the appropriation.

Are earnings on undistributed income included in the calculation of
income available for distributiond AS 37.13.145 makes specific
reference to the definition of income in AS 37.13.140 as the income
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DAR/aef

available for inflation-proofing, excluding the income attributed
to the investment of undistributed income. AS 37.13.140 defines
income available for distribution as the average net income of the
Corporation for the last five fiscal years. The undistributed
income account is identified by AS 37.13.145 as an account within
the Permanent Fund, and its income is to be treated as an addition
to that account.

Generally accepted accounting principles would treat the undis-
tributed income account as corporate retained earnings available
for distribution. A dividend or other distribution could be
declared at any time by appropriation, but until it is, they are
corporate earnings retained for reinvestment.

Conclusion: Earnings on undistributed income are included in the
calculation of income available for distribution.



Sec. 37.13.140. Income. Net income of the corporation must be
computed annually as of the last day of the fiscal year in accordance
with generally accepted accounting principles, excluding any
unrealized gains or losses. Income available for distribution equals the
average net income of the corporation for the last five fiscal years,
including the fiscal year just ended, but may not exceed net income of
the corporation for the fiscal year just ended plus the balance in the
undistributed income account described in AS 37.13.145. (8 5 ch 18
SLA 1980; am § 8 ch 81 SLA 1982)

Effect of amendments. — The 1982
amendment, effective July 1, 1982,
rewrote this section.

§ 37.13.145 Alaska Statutes Supplement § 37.13.170

Sec. 37.13.145. Disposition of income. At the end of each fiscal
year, an amount sufficient to offset the effect of inflation on principal
of the Alaska permanent fund during that year, as measured by a
nationally recognized index, shall be transferred from net income as
defined in AS 37.13.140. excluding income on the undistributed income
account in the Alaska permanent fund, to the principal of the Alaska
permanent fund for reinvestment. The balance of the net income as
defined in AS 37.13.140 shall be transferred to the undistributed
income account in the Alaska permanent fund. Money in the
undistributed income account shall be invested in investments autho-
rized under AS 37.13.120. Income from the investment of the
undistributed income account shall be treated as an addition to that
account. (8 9 ch 81 SLA 1982)

Effective dates. — Section 16, ch. 81.  under this section shall be reduced by an

SLA 1982. makes this section effective
July 1. 1982.

Editor's notes. — Section 15. ch. 81.
SLA 1982. provides: "TRANSITION, (a)
All income earned by the Alaska perma-
nent fund before the effective date of this
Act (July 1.19821 that is not income avail-
able for disbursement shall be transferred
to the undistributed income account estab-
lished in AS 37.13.1-15 added by sec. 9 of
this Act. However, the amount transferred

amount equal to one-half of the income
available for disbursement for fiscal year
1983.

"(b) The amount equal to the reduction
in income under lai of this section shall be
transferred to the general fund.

"(cl I. this section'income available for
disbursement' shall be determined as set
out in AS 37.13.140 before amendment by
this Act.”



ALASKA PERMANENT FUND Corporation
Statement of Changes in Fund Balance

Balance. JulySOP8BO*

Appropriations from State of
Alaska General Fund

Royalties and other state rece;pts
Investment income

Transfer of net investment gains
to principal

Distributable income due to
State General and
Segregated Funds

.Balance, June;30>. T981-*

Appropriation from State
of Alaska General Fund

Royalties and other state receipts
Investment income

Distributable income due to
State
General and Segregated Funds

For the Years F.nded June 30, 1982 and 1981

Total

S 483,208,000

900,000,000
385.128.000
149.867.000

(90,904,000)
1,827,299,000

800,000,000
400.522.000
368.426.000

(183,411,000)

$3,212,836,000

Appropriations,
Royalties and
Other State
Receipts

$ 483,208,000

900,000,000
385,128,000

219,000

1,768,555,000

800,000,000
400,522,000

$2,969,077,000

See accompanying notes to financial statements

Undistributed”
jflcbme*

$149)867D0C

(219,009)

*(90,904,000%

758,.744,000

868,426,006

t18 8“4tTNO0>

$243)759,000



Note 5 > General and Segregated Funds:"

The amount due to the State General and Segregated Funds is determined on the
basis of the current year's distributable income as provided by statute adjusted for
actual cash distributions and prior year’s accrued amount due to the Funds Summarized
below is the activity for the fiscal years ended June 30, 1982 and 1981.

Balance, July 1, 1980 s 19,669,000
Add: 1981 accrual of distributable income 90.904.000
Less: Cash transfers made -

Amounts transferred applicable to 1980 — PO

Amounts transferred applicable to 1981 (63,234,000
Balance, June 30, 1981 47.339.000
Add: 1982 accrual of distributable income 183,411,000

Less: Cash transfers made -
Amounts transferred applicable to 1931
Amounts transferred applicable to 1982 (141,931,000

Balance, June 30, 1982 W

Note 6 — Administrative Expenses (Unaudited):

Administrative and other expenses are paid by the State of Alaska General Fund and
are not included in the accompanying statements. The related budget and actual
expenses for 1982 and budgeted expenses for 1983 .or operations of the Permanent
Fund Corporation are as follows (unaudited):

1982 1983
Budget Actual Budget
$450,500 $391,200 $3,070,500
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Alaska Permanent Fund Corporation

Statement of Changes in Fund Equity
For The Years Ended June 30, 1983 and 1982

Contributed

Total Equity

HtH 30, 198f $1,827,299,000 $1,768,555,000
Appropriations from the State 800,000,000 800,000,000
Dedicated state revenues 400.522.000 400,522,000
Investment income 368.426.000
Distributions of income (183,411,000)
tfH H H riH H tiiWUBM 3,212,836,000 2,969,077,000
Appropriations from the State 400,000,000 400,000,000
Dedicated state revenues 420.957.000 420,957,000
Net income from operations 471.125.000 471,125,00M)
Drstributions ™af«inconie (.12"~,-88270007 6/ jUUL
Provision for inflation- 2-31719-2700cu BSBSEBBS&b
Balance, June 30, 1983 $4,375,036,000 $4,021,226,000

See accompanying notes to financial statements
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Less: Cash transfers

Applicable to 1981
accruals

Applicable to 1982
accruals

Add: 1983 accrual of
distributable income

Less: Cash transfers
applicable to 1982

Transition rule adjust—
ment

1983 Provision Charged To:

Earnings on undistributed
income

Balance of undistributed
income

Sub-total
Transition rule adjustment

Income distributable to
the State

"“fry-du

Total

$M HBW O

Total

27

ArCilchk.

Dividend
Fund

$ 23,670,000

91,706,000
115 .376,000

(23 ,670,000)

(47 ,296,000)
(70 .966 .000)
44,410,000

107 ,875,000
152 .285,000

(646,000)
(43 ,764,000)
(44 ,410,000)

$107* ,875%,000

Divide nd
Fund

$ 31,104,000

2L_ 007 ,000
64.111.000

43.764.000

$107,875,000

General
Fund

$ 23,669,000

91,705,000
115 .374 .000

(23 ,669 ,000)

(47 .296 ,000)
(70 ,965 ,000)
44,409 ,000

109 ,535 ,000
153 .944 ,000

(645 ,000)
(43 ,764 ,000)
(44 ,409 ,000)

$109 *535 ,0007)-"

General
Fund

$ 65,771,000
65,771,000

43,764,000

$109,535,000



Alaska Permanent Fund Corporation
Statement of Changes in Fund Equity

For The Years Ended June 30, 1984 and 1983

Appropriations from the State-
Dedicated state revenues

Net income from operations
Provision for 1983 dividends

Provision for distributions to
the state general fund

Provision for 1983 inflation

Glance; June 30, 1983-
Appropriations from the State-
Dedicated state revenues

Net income from operations

Provision for 1983 dividend
supplement

Prevision for 1984 dividends
Provision for 1984 inflation

Allowance for unrealized loss
on common stock

Provision for future inflation
and dividends

Total

53,212,836,000
400,000.000
420.957.000
471.125.000
(64.111.000)

(65.771.000)

4,375,036,000
300,000,000
366.183.000
529.457.000

(11.869.000)
(163,116,000)

(20.871.000)

S5,374,820,000

Contributed
Equity

52,969,077,000
400,000,000
420.957.000

231.192.000

4,021,226,000
300,000,000
366.183.000

150.935.000

54,838,344,000

Reserve
for Inflation
and Dividends

$557,347,000

S$557,347,000

See accompanying notes to financial statements

Unrealized
Loss On
Common Stock

S$(20,871,000)

S$C20.871,000)

Undistributed
Income,.

S$243.759.000

(231.192,000)

*353,810,000

fi
16,00P)
(150,935, 000)

S



;Balance due, June 30, 1982

Add: 1983 appropriation
and transition rule
liability

Less: Cash transfers—
Applicable to 1982

Transition rule
adjustment

B fffi due, June 30, 1983

Add: 1983 si® plemenral
appropriation
1984 appropriations

Less: Cash transfers—
Applicable to 1983

Applicable to 1954

Note 8 - Contributed Equity:

Total

StfIMPMJIB'O

245"410,000
iflijjiffjg
<PI9PIPP*]

mmunm
samswiVim

mj&B~00O0..

*¥#69°000
<rftfc3SL-16:000
jM jwgogo

-(-220(579,000i
m.-$886i; U(H>)
K3?2WAF{2:000), ¢

Dividend
Fund

$ 44,410,000

107,875,000
152,285,000

(646,000)

(43,764,000)
(44,410,000)

107,875,000

11,869,000
163,116,000

174,985,000

(119,744,000)
(7,986,000)
(127,730,000)

mmmm-> 5155,130,000

General
Fund

S 44,409,000

109,535,000
153,944,000

(645,000)

(43,764,000)
(44,409,000)

109,535,000

(109,535,000)

(109,535,000)

$

The principal balances ofthe Alaska Permanent Fund at June 30, 1984 and 1983 are as

follows:

Dedicated state revenues
Appropriations from the Stare
Cumulative provision for inflation

$2,056,217,000

June 30,

1984

2,400,000,000

$4,838,344,000

382,127,000

1983

$1,690,034,000
2,100,000,000
231,192,000

$4,021,226,000

In 1980, the State Legislature appropriated $900,000,000 from general fund revenues to
the Permanent Fund. This appropriation has been paid in full. In 1981, the Legislature
appropriated an additional $1,800,000,000 from general fund revenues to the Perma-
nent Fund. This appropriation bill directs the Commissioner of Revenue to make
monthly deposits of general fund operating surplus until the balance is reached. As of
June 30, 1984, $1,500,000,000 (June 30, 1983, $1,200,000,000) of this appropriation
had been deposited in the Permanent Fund.
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Balance, June 30, 1953

Appropriations from the State

Dedicated State revenues

Net 1income from operations

Provision for 1983 dividend
supplement

Provision for 1984 dividends

Provision for 1984 inflation

Allowance for unrealized loss
on common stock

Provision for future inflation
and dividends

Appropriations from the State
Dedicated State revenues
Net 1income from operations
Citizen contributions
Provision for 1985 dividends
Provision for 1985 inflation
Recovery of unrealized loss
on common stock
Provision for future inflation
and dividends

ALASKA PERMANENT FUND CORPORATION

STATEMENT OF CHANCES

FOR THE YEARS ENDED JUNE 30.

Tota I

$4,375,036,000
300,000,000
366.183.000
529.457.000

(11,869,000)
(163,116,000)

(20,871,000)

,374,820,000
300,000,000
368.027.000
657.761.000

(217,274,000)

20,871,000

$6.504.206.000

See accompanying notes to financial

Contributed
Eou itv

$4,021,226,000

300,000,000
366,183,000

150,935,000

4,838,344,000

300,000,000
368.027.000

1,000

234.570.000

$5.740.942.000

IN FUND EQUITY

1985 A" 3 1984

Reserve for
Inflation and
D iv idends

$557.347.000

557,347,000

205.917.000

$763.264,000

statements

Unreali zed
Loss on
Common Stork

$(20,871,000)

(20,871,000)

(23/570,000)

20,871,000



Dividend
Total Fund
due,: June -
13 $M w n w $ 107 ,875 ,000
Add: 1983 supple—
mental appro—
priation ess 1000 11,869,000
1984 appro—
priations ; 163 ,116 ,000
0- BaateOftft 174,985,000
Dividend
Total Fund
Less: Cash trans-
fers-
Applicable
to 1983 (119,744,000)
Applicable
to 7984 ( 7,986,000)
), (127,730,000)
je __
-30. 398A M&mmw 155,130,000
Add: 1985 appro—
priation 217,274,000
Less: Cash trans—
fers -
Applicable
to 1984 jyooQi;)) (155,130,000)
ce due, June
$ 217,274,000
7. CONTRIBUTED EQUITY:

30,

General
Fund

$ 109 ,535,000

General
Fund

(109,535,000)

(109,535,000)

$

The principal balances of the Alaska Permanent Fund at June

1985 and 1984 are as follows:



Alaska g>tate Hegitflature

Senate

Committee on
Community anb Regional Affairs

O fficial Business

MEMORANDUM

October 4, 1985
TO: Senator Ferguson, Vice Chair
Senator Sturgulewski
Senator V. Fischer
Senator Coghill
FROM: Committee Staff

SUBJECT:

Senator Edna DeVries. Chairman

Members:
Senator Ferguson. Vice Chairman
Senator Coghill
Senator Sturgulewsk.
Senator V Fischer

Pouch V
Juneau. Alaska 99811

137 E. Arctic
Palmer, Alaska 99645

COMMITTEE HEARING MINUTES - held consecutively in Anchorage,

Wasilla and Soldotna, Alaska on September 24, 25 & 26, 1985

SB 244 An Act relating to the undistributed

Alaska Permanent Fund for certain municipal

income account in the
aid programs,

establishing a two-year funding cycle; and providing for an

effective date.

Attached for your file are copies of the subject committee minutes.

Atchs 3



BILL SHEFFIELD, GOVERNOR

DEPT. OF COMMUNITY & REGIONAL AFFAIRS

OFFICE OF THE COMMISSIONER

POUCHB
JUNEAU, ALASKA 99811
PHONE: (907) 465-4700

]

O 949 E. 3STH AVENUE, SUITE 400
ANCHORAGE, ALASKA 99508
PHONE: (907) 5631073

September 24, 1985

TESTIMONY FOR SB 244

“"An Act relating to the use of Tfunas from the undistributed
income account in the Alaska permanent fund for certain
municipal aid programs, establishing a two-year funding cycle;

ana providing for an ettective date."

On behalf of Commissioner Notti I would like to thank the
Senate Community and Regional Affairs Committee for the
invitation to come before it today. The Department has been
askea to present background information that we hope will

assist you in evaluating Senator Coghill"s proposal to "forward
tuna" the two major programs of State aid to municipalities and
communities. I have been assigned the duty of acting as a
technical resource for the committee and will be on hand for
all of ths hearings scheduled for Southcentral Alaska.

In order to put Senator Coghill®"s bill 1in perspective, | would
like to give the committee a briefing on the history and
background of the State Revenue Sharing and Municipal

Assistance programs.

21-P11L.H
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September 24, 19bb

Rage 2

These programs, whicn are presently funded at over $140
million, have a significant 1impact on virtually every city,
oorough, village, ana community in the State. Most

municipalities and villages rely on these program funds to
provide vital Jlocal services and curb the need tor 1increased
local taxation. While the programs have generally been
accepted as a reasonable way tor the State to share its
substantial revenues with its political subdivisions and
villages, interest remains in seeking ways to improve the
programs so that they may be more useful to Ilocal governments.
The Governor®s Task Force on State Shared Revenue has tor the
past nineteen months grapled with these programs in some detail
in an attempt to orter souna recommendations to tlie Governor
ror ways to make the programs more responsive to local needs.

The Task Force 1is working unaer a timetable which calls for

ottering proposed legislation to the Governor in early December.

The State Revenue Sharing (SRS) program is the oldest of the
programs unaer discussion as it was enacted iIn 1969 and scarted
operation 1in FY 70. The stated objectives of the program were
to: help ease the fiscal problems Ffacing local governments;
stabilize or reauce local property tax rates; stimulate local
governments to provide®adequate levels of services; and improve
resource allocation by sharing funas with local governments
which, by virtue of being closer to the people, are superior at

providing public goods ana services 1iIn accord with taxpayer

preferences.
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SRS began with a $2 million appropriation and sharea funding
solely with municipalities. Allocations were based on
population and seven categories of service the municipality
could provide plus aid for roads on the basis of mileage and
health facilities and hospitals based on facilities or patient
bees. The program rewarded municipalities that provided a

wider range of services for the greatest number of people.

It the amount appropriated by the Legislature to fund the

program was insufficient, all municipal entitlements were
prorated by whatever amount was necessary to bring
appropriations and entitlements into balance. Each year there

was pressure brought to bear on the Legislature to fully fund

the program. Increases in population, incorporation of new
municipalities, increased road mileage, additional heal th
facilities, and the assumption of new services by

municipalities put a constant upward pressure on the need for
increased funding to fully fund the demand <created by new

residents and new services.

The categorical State Revenue Sharing program remained in

erfect for ten years. However, after about five vyears of
operation, the formula for allocating funding came under
increasing scrutiny ana attack. The criticism focused on three

main, somewhat related, perceived shortcomings in the
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allocation formula. First, the allocation of revenue was not
"neeas based"™ ana did not take into account the relative wealth
of a municipality. A city or borough that had a large tax base
could provide a wide range of services ana, therefore, receive
a Qlarger share of SRS, even though Jlocal tax effort might be
relatively low. Conversely, a poorer local government with a
low tax base could not afford to provide many services (and 1in
rural Alaska the relatively higher costs of many services may
have maae them prohibitive),even with relatifely higher taxes,
yet the SRS formula penalized them by not providing them with
aaequate aid to expand service delivery. In effect, the rich

got richer and the poor got poorer.

Second, the <categories tied to SRS aictated implicitly what
services were iImportant and would be reimbursed by the State.
While the <categories covered basic life, health, and safety
services, many people teic the local governments were best
eguippea to decide what services Vv/ere important to their
residents and that a block grant approach woula be fairer and

more useful tor local governments.

Third, small local governments, which haa some of the same
basic overhead costs “as larger cities, received inadequate

levels of funding ana were, therefore, unable to carry out the

intent of the program to provide essential local service.
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As a result ot these shortcomings/ work began auring the
mia-1970"s to improve the State Revenue Sharing program 1in such
a way as to distribute funds more fairly to those
municipalities which needed the aid most. Interest was focusea
on replacing the categorical per capita approach with a formula
that would equalize the tax resources ot municipalities. In
other words, the formula would benefit those 1local governments
that were helping themselves as much as they could through
local revenue sources while the formula provided relatively
less to those municipalities that enjoy a broader tax base
requiring less taxation. This formula would focus a greater
share ot State aid to those cities arid boroughs that

demonstrated through tneir tax structure a greater need.

After several year®™ ot discussion, the Eleventh Legislature, in
iy&JLpassedhB 192 to drastically change the emphasis and
intent ot the State Revenue sharing program. To aid in the
transition to the new formula, a Ffive year hold harmless
provision was provided and the appropriation to the program was
substantially increased. The legislative intent of the procranm
was now to: 1improve the revenue raising ano distribution systen
tor the "benefit of residents of home rule and general law
municipalities by providing for more -equitable allocation of
financial resources among municipalities to improve their
fiscal capacities and to 1insure that no municipality suffers
impoverishment of necessary public services, relative to other

municipalities, because ot the ~chance location of taxable

wealth in the state.
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The new program was diviaea into three parts, each in a
aitterent chapter ot Title 29. The seven per capita categories

were replaced with the municipal tax equalization formula
(Chapter 88) which allocated funding based on population and
relative local tax effort. Initially $34.9 million was
allocated to this account ano by FY 86 this appropriation had
increased to $38 million. The formula apportions the account's
appropriation based on the prorated share of the municipality”s
population times a millage rate equivalent. The millage rate
equivalent measures the local revenue raising effort of the
municipality by dividing 1local tax and fee collections by one
mill ot the municipalities full and true property value. In
effect, all eligible 1locally generated revenues are converted
to a millage rate for purposes of comparability. It is this
millage rate equivalent and the municipality®s population which
determine what portion of Chapter 88 funds will be allocated to

each local government.

Chapter 89 <contained the miscellaneous services account and
allocated funding for various services and entities.
Municipalities were eligible to receive $2,500 per mile of
road, $1y500 per mile of ice road, $2,000 per bed or $8,000 per
facility, whichever was greater, tor health facilities, and
$250,000 per hospital, all adjusted to reflect cost of 1living
differentials 1in various regions of the State. Unincorporated

communities tor the first time were eligible to receive $25,000
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unaer  tiiis chapter ana volunteer tire departments serving
residents of the unorganized borough were eligible to receive
$10 per capita. It funding was inadequate to fu~ly fund all of
the aemana under this chaptelL, the entitlements were prorated.

In FY 85 the proration factor was approximately 94%.

Chapter 90 reimbursed municipalities or nonprofit hospitals tor
up to 25% ot total project construction costs. This
reimbursement was usually made at a vrate of 5% of the
construction cost for five years. Two years ago this chapter
was repealed and presently the Department is paying oft the
last two hospitals who began participation in the ©progranm
before repeal. These hospitals, should be paid oft within a
couple ot years and this portion ot the program will then be

put to rest.

Tne application process for the program vremains relatively
simple ana straightforward and gives participants from mia-duly
until December 1 of each year to apply. The statutes for the
program require approved budgets and audits or, in the case of
second class cities, certified financial statements as part of
the application process. Upon receipt of applications and
budgets in the Fall, a prepayment of up to 50% of the preceding
year"s entitlement is 1issued. Final entitlement checks cannot
be mailed until all applications have been processed ana

appeals resolved. Theoretically, this process should be
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completea by April, unfortunately unforseen problems or events
can often delay this timetable. The Department has attempted

to respond to these problems by releasing a substantial portion

ot the final amount through issuance of provisional final

payments.

The Municipal Assistance program has been existence since FY

80. The program was begun as a replacement for the former
Gross Business License Tax which was repealed in 1979. The
stated intent for Municipal Assistance was for "local

governments which levy property taxes to reduce those levies in
reasonable proportion to the amount of state aid received by a
local government." The program has been administered for these
last five years, along with other Shared Tax programs, by the
Department ot Revenue. Only incorporated municipalities are

eligible to participate 1in the progranm.

There are two parts to Municipal Assistance. First, each
mui.cipality receives a "base"™ amount ot funding equal to the

amount it received during the last year ot the Gross business

Receipts Tax program. This amount totals about $10.6 million
statewide. Second, excess funding over the base amount 1is
allocated to municipalities on a per capita basis. A borough®s

per capita allocation 1is based only on the population which
resides outside of 1incorporated cities within the borough. In

FY 85, the excess amount totaled about $70.7 million based on a

total appropriation of $81.3 million.
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The statute provioes guiaance to the legislature on the level
ot appropriation tor the program. Initially, the appropriation
was set at 10 percent of the prior years receipts Tfrom the
Corporate Oil and Gas Tax. However, when the separate oil and
gas tax was repealed in 1982 the law was changed and now states
that "the legislature may appropriate to the municipal
assistance funo during each fiscal year an amount equal to or
greater than 30 percent of the 1income tax revenue received by

the state unoer AS 43.20.011(e) for the previous year."

A resolution requesting funding must be submitted to fullfil
application requirements. Population figures used to calculate
allocations are supplied by our Department from the State
Revenue Sharing program. Those municipalities that operate on
a calendar fiscal year receive payments on February 1 with all
other municipalities receiving their Tfunding on June 1 of each

year.

Grant funos under this program are wunrestricted and can be
spent tor any public purpose. The Title 29 revision passed
last year will transfer the administration of the Municipal
Assistance program from the Department of Revenue to our
Department as of the effective date ot January 1, 1986. This
transfer ot responsibility has already taken place to some
ciegree since we must prepare to make our first payments under

the program only one month after the statutory transfer.
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1 hope this has proved to be a concise and useful summary of
the programs. If you have any technical questions about how

the programs function I will be happy to respond to then.
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Frances A. Ulmer, Director date: < April 11, 1979
Div. of Policy Development & Planning
file NO: J-66-614-79

TELEPHONE NO:

AVRUM M. GROSS subject: Use of Permanent
ATTORNEY GENERAL Fund income as debt
guarantee, HB 414
By:
Rodger W. Pegues
Assistant Attorney Gen”e

You have asked us to review HB 414, and to advise
whether the legislature may provide for the use of the in-—
come from the Permanent Fund to guarantee bonds, notes, and
other indebtedness 1issued to finance public power projects.

While HB 414 will require substantive.amendment,
the income from the permanent fund probably can be used for
this purpose.

The constitutional amendment establishing the per—
manent fund provides 1in pertinent part that 1[a]ll income
from the permanent fund shall be deposited in the general

fund unless otherwise provided by law.” Alaska Const., art.
IX, 815. */ The concluding clause: "unless otherwise pro—
vided by law"™ was 1intended to give the legislature maximum
flexibility in using the fund. 1976 H. Jour. 684-685. It

may be that the record of proceedings before the several
committees which considered the amendment and of proceedings
on the floor of the legislature would show its purpose in
more detail. Its purpose is not discussed in the ballot sum-—
mary or voter®s pamphlet. Both simply advised the electorate
that the income would go into the genera. fund and be avail —
able for appropriation unless otherwise provided by lav?.

The title of the joint resolution by which the legislature
proposed the amendment makes no reference to the disposition
of thé& 738rraanent- Fundls incorr. . Disposing of it so as to
establish still" another dedicated fund probably encompasses

a whole new and different subject from establishing the

*/ The clause, "unless otherwise provided by law" was added
to the proposed constitutional amendment by a House Judiciary

Committee Substitute. Compare SSHJR 39, 1/15/76, with CSSS
HIJR 39, 3/24/76. Tt was dropped by SCS CSSS HJR 3F~ 477/76

(which would have authorized additional dedications) , and
restored by SCS CSSS HJR 39 (Res), 5/21/76. It re rained m
SCS CSSS HJR 39 (Res) am S, 5/21/76, the final version.
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Alaska Permanent Fund. As a general rule, separate subjects
must be treated separately in adopting constitutional amend-—
ments, and each must be summarized for the voters. Qur™~ con—

clusion is, therefore, that the clause does not exempt vthe
fund®s income from the prohibition against dedicated funds.

We turn to the question of whether the clause per—
mits the legislature to provide for the Permanent Fund"s in—
come to be pledged as a guarantee for financing public power
projects. While we doubt that the clause exempts the fund®s
income from the prohibition against dedications for a special
purpose, we believe that neither repaying debts nor guaran—
teeing their repayment comes within the constitution®s pro—
hibition against dedicated funds and that, therefore, the
income can be used as a security to "repay or guarantee the
repayment of a debt for a given capital improvement. */

The next question is whether an appropriation 1is
required to make payments®on the debt as may become necessary.

The relevant provisions of the constitution pro—
vide as follows:

No money shall be withdrawn from the trea—
sury except 1in accordance with appropriations
made by law.

Alaska Const., art. IX, 813. **/

It appears that an appropriation would be necessary
either, to make the guaranty at the outset or subsequently to
make payments. A guaranty 1is a promise that payment will be
made in accordance with 1its terms. As ide frem..-tho-se.~»c>cre"ry <-fjri:

*/ This conclusion is based on a reading of the Minutes of
the Constitutional Convention and the files of the Conven—
tion"s Committee on Finance and Taxation. The wording, "pro-
ceeds of any tax or license,” in article IX, section 7, of
the constitution was intended to allow exemptions for pension
fund payments, bond proceeds, sinking fund receipts, and the
like. 1975 Op. Atty. Gen. .No. 9, 6-9.

"**/ A related provision, article Il, 813, requires appro—
priations to be made in bills that are confined to appropri—
ations .
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the promise is unconditional. However, any promise to pay
made by the state 1is necessarily conditioned on the appro—
priation of the monies to be paid. Id. In order to meet
this constitutionally imposed condition, an appropriation is
necessary. It can be made at the outset as a conditional
appropriation, e.g., "$x million 1is appropriated annually to
pay-the guaranty on the condition that it becomes due." It
can be made, as 1is done for general obligation bonds, as the
payments become due, i.e., in the case of a guaranty, an an—

nual, conditional appropriation.

While there is authority that no money can be paid
from the treasury even on a judgment, United States v. Com—
monwealth, 285 S.W.2d 664 (Ky. 1956), the better view is that
the provisions of a state constitution requiring an appropri—
ation to be made by law must give way under the combined ef—
fect of the federal constitution®s contracts and supremacy
clauses. */ Cf.. , Virginia v. West Virginia, 246 U.S. 565
(1918). A guaranty is a contract anc cannot be impaired.

The legislature®™s refusal to honor it would constitute 1its
impairment. A court would render judgment for the debtor
and levy on the fund®"s 1income to enforce the judgment.
Therefore, no appropriation would be required in order to
enforce payment. Nevertheless, to avoid the necessity for
obtaining a judgment, an appropriation should be made.

It appears that the concluding clause of the 1976
amendment authorizes the legislature to make an appropriation
from the income on a continuing basis for the purpose of
paying or guaranteeing payment of a debt .for a public power
project, i.e., provide in a single Act for a given sum of
monies to be expended annually from the income of the funa.
Thus, a conditional appropriation could be made at the time
the guaranty.-dsvma.de, and no further appropriations would be
required. With respect to a guaranty, our best guess 1is
that a continuing appropriation would probably be upheld.
The guaranty would probably include a promise not to repeal
the appropriation so long as the guaranteed debt remains
outstanding. Any repeal would then, be invalidated by a

court.

*/ Uu.Ss. Const., art. VI, cl. 2; Amend. V, XIV, 81.
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The next question is whether the guaranty must be
made by law and approved by the voters. Because the guaran—
ty would be a contract for a conditional debt vfAich could
result in the state"s being, in effect, in debt to the /cred—
itor, it appears that the approval of the electorate would
be"required to make the guaranty. Article 1IX, section 7, of
the-jAlaska Constitution prohibits contracting debt unless it
is for a capital improvement and is ratified by the elector—
ate. The court places a great premium.on this ratification.
Thomas v. Rosen, 522 P.2d 1120 (Alaska 1974). The constitu—
tional exceptions from the requirement of ratification do
not expressly apply to a guaranty. Alaska Const., art. IX,
811. Our best guess 1is that the requirement, therefore”,
applies to guaranties and that any proposed guaranty would
have to be presented to the voters as a ballot proposition.
It would almost certainly, therefore, require as well that,
as with a bond issue, the guaranty be- authorized by law in
the first instance and then submitted to the voters. Enact —
ment of a law is what the language of the 1976 amendment re—
quires on its face.

We do not believe that a one-time-only ratification
by the voters of an Act generally authorizing the Permanent
Fund®s managers to guarantee debts for public power projects
would satisfy the constitutional requirement for contracting
debt. However, it might aid the court in deciding that those
requirements do not apply to a guaranty which is based sole—
ly on the Permanent Fund®"s 1income. There 1is a line of cases
which hold that debt restrictions similar to those contained
in article IX, section 8, of the Alaska Constitution apply
solely, to debts which the state"s full faith and credit 1is
pledged to pay. The likelihood that the rationale of these
cases would be applied by the A.laska Supreme Court to a guar —
anty based-solely on the income from the Permanent Fund could
possibly"be increased by the voter®"s having ratified the con-—

cept. Nothing prevents the legislature from making the sta-—
tutory authorization- for guaranties contingent on voter ap-—
proval. Accordingly, while we do not believe it will be

valid, a general authorization for the Permanent Fund mana-—
gers to make guaranties could be enacted and then tested 1in
court.

Finally, the constitution provides that the "pub-—
lic credit [cannot] be used except for a public purpose.”
Alaska Const., art. 1IX, 86. We believe that only the most
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irrational of power projects would be barred unde:r th:is pro

vision. E.g., Wright v. Citv of Palmer, 468 P.2d 326 (Alask
1970). We assume that the projects would oe public, worths.
Whether the income from the Permanent Fund could oe used to
Guarantee Tfinancing for private works is an entirely dii-"er-
ent question which involves entirely different 1issues.

RWP/pjg

cc: Jerry Reinwand
Office of the Governor

Ron Lind
Div of Budget & Management

Keith Specking
Office of the Governor

bcc: Tom Singer
Div of Policy Development
& Planning
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M EMORANDUM

TO: The Honorable Jay S. Hammond
Governor
FROM: Avrum M. Gross
Attorney General = p '}
RE: Proposed joint resolution calling for a

constitutional amendment establishing a
permanent fund.

Attached is the proposed joint resolution calling
for a constitutional amendment to establish a permanent ¥fund
to which mineral leasing revenues would be dedicated.

In contrast to HJR 39 which you introduced last
year, the attached resolution would establish a constitutional
permanent fund into which 10"percent of all mineral leasing
revenue and mineral production taxes would automatically be
dedicated without further legislative action. Last year"®s
resolution would simply have given the legislature the
authority to establish a permanent fund by law which could
be changed or repealed by subsequent legislatures.

The revenues that would be dedicated include
mineral leasing rentals, royalties and bonuses. Questions
do arise, however, as to some special circumstances. For
example, what is to occur when the state takes its royalty
in kind? Should 10 percent of the proceeds from the sale of
royalties taken in kind be dedicated to the fund? I have
assumed that this would be the case and have included language
in the draft transmittal letter to clarify our intent in
this respect.

Also, what 1is to occur if the state changes its
leasing policy from the traditional bonus bidding with a 1/0
or 1/6 royalty to a royalty bidding arrangement with a
nominal cash bonus with the state instead receiving a larger
royalty share such as 50 percent? Again | have assumed that
you have intended that a full 10£ of this larger royalty
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share would oe dedicated to the fund, and 1 have 1included
language in the transmittal letter to state your position on
this.

Also,what is to occur with respect to the revenue
sharing which the state receives from federal mineral leasing?
IfT this revenue is to be included, we should add some appropriate
language 1in the resolution and in the transmittal letter to
accomplish it.

Other revenue that would be dedicated to the fund
would 1include mineral production taxes. I have assumed that
this would only include the state ™ oil and gas properties
production tax ("severance tax"™), the oil and gas conservation
tax (conservation tax), and the mining license tax regardless
what form they may take in the future. Taxes that have not
been included are the oil and gas exploration, production
and pipeline property tax (20-mil property tax) and the oil
and gas reserves ad valorem tax (reserve tax). If it is
intended that these taxes should also be dedicated then the
resolution and draft transmittal letter should be changed
accordingly.

A question can be raised as to what amount of tax
should be dedicated. For example, what 1is to occur with
respect to any production taxes which the state must transmit
to the Native Fund? Should 10 percent of taxes which the
state receives and then transmits to the Native Fund be
dedicated? I have assumed not and have so stated 1in the
draft transmittal letter.

Also, what 1is to occur with respect to the production
taxes which the state does not receive in cash but in effect
receives through the application of accumulated "reserve
tax"” credits? For example, a taxpayer having a production
tax liability of $100,000 may credit his accumulated reserve
tax against the production tax up to $50,000 and only pay
the remaining amount. Again, 1 have assumed that the production
tax paid by the reserve tax credit would not be dedicated.

IT it is intended that more than jJjust the net amount of cash
tax revenue received by the state should be dedicated, then
some additional changes should be made to the transmittal
letter.

The resolution soecifies that the fund will be
used for investment only, with the legislature specifying

the types of Investment. A question has arisen whether the
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fund should be used to purchase obligations financing capital
expenditures. For example, may the fund be used to purchase
bonds 1issued to finance relocation of the capital? I have
assumed this was not intended and have so stated 1in the
etransmittal letter.

IT you wish to acknowledge, or go to the extent of

withdrawing, the currently pending HJR 39, you may wish to
add a comment on it in the transmittal letter to the legislator

AMG :md:JRM





