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RE: SB 31: An Act relating to entitlements for municipalities

and unincorporated communities; and providing tor an effective date.

This is a very simple bill that raises the minimum entitlements for
both incorporated and unincorporated communities from $25,000 to

$50,000 under the state revenue sharing program.

Because of a relative lack of resources, many small communities in
our state are in serious financial trouble. The costs of managing a
municipality have increased greatly ove: the years, but the amount
of state assistance to these particular communities under the

revenue sharing program has not increased since 1981. All
communities in Alaska rely on state funding to provide basic services
to their residents. However, it is increasingly difficult for our cash
poorest communities to provide this basic, minimal level of service.

I have no intention of creating a hardship for any community as a
result of this legislation. Therefore, the effective date clause
specifies a level of funding which would effectively hold harmless
any community receiving more than the minimum entitlement.
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FISCAL NOTE

REQUEST:

Revision Dale: i Agency Affccied: Community & Regional Affairs
Title ; "An Act relating to entitlements BRU: Municipal Revenue Sharing

for municipalities..” _

Sponsor: Adams, Zharoff Components : .State Revenue Sharing

Requestor:

EXPENDITURES/REVENUES:  (Thousands Of Dollars)
OPERATING FY 89 FY 90 FY 91 FY 92 FY93 FY 9%

PERSONAL SERVICES
TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS -0- 3,510 -0- -0- -o0-
MISCELLANEOUS

TOTAL OPERATING -0- 3,510 -0-* -0-* -0-* -0-*

CAPITAL

REVENUE

FUNDING: (Thousands of Dollars)

GENERALFUND -0- 3,510 -0- -0- ‘0= -0-
FEDERAL FUNDS

OTHER
TOTAL -0- 3,510 ~0-* ~0-* ~d-* _0-*

POSITIONS:

FULL-TIME -0- -0- -0- -0- -0-
PART-TIME
TEMPORARY

ANALYSIS :  (Attach a separate page if necessary)
SEE ATTACHED
*It is assumed that the amount of funds identified in Section 3 of this bill

would become the new base amount for the State Revenue Sharing Program for
subsequent fieca”
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FISCAL NOTE ATTACHMENT
SB 31

This bill would increase the amount of funds issued to
recipients under the State Revenue Sharing Program by
increasing minimum entitlements for wunincorporated communities
and municipalities from $25,000 to $50,000. Since this would
affect the allocation of funds wunder the revenue sharing
formula, the reallocation of funds would result in a decrease
in entitlements to other revenue sharing recipients in the
absence of additional funds for the program. This bill would
take effect only 1if additional funds are made available to
"hold harmless" those other recipients.

This fiscal note is based upon the difference between the FY 89
State Revenue Sharing appropriation and the amount in Section 3

of the bill. Based wupon our most recent data, it is estimated
that it would cost approximately $3,441,000 to "hold harmless"”
recipients. However, we anticipate changes to our FY 90 data

which would increase the costs closer to the $3,510,000 assumed
by the bill.

page 2 of 2
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February 11, 1989
POSITION PAPER

RE: SB 31
SPONSORS: Senator Adams and Senator Zharoff

EFFECTS OF BILL

This bill would increase the State Revenue Sharing Progranm
entitlement for unincorporated communities from $25,000 to
$50,000 and the minimum municipal entitlement $25,000 to
$50,000.

Based upon FY 90 data that has not yet been finalized, it 1is
estimated that 61 unincorporated communities will receive State
Aid to Unincorporated Communities under the State Revenue
Sharing Progranm. Unincorporated community entitlements are
paid out of the Miscellaneous Services Account, along with
entitlements to municipalities for roads, health facilities and
hospitals, and entitlements to volunteer fire departments in
the unorganized borough. The revenue sharing entitlements from
this account will be prorated at about 55 percent in FY 90, so
that unincorporated communities will receive about $14,171
rather than $25,000. Assuming FY 90 funding variables, vraising
the unincorporated community entitlement to $50,000 and
including the prorata share of additional funds provided for in
Section 3 of the proposed legislation, the entitlement would
increase the actual payment to wunincorporated communities to
about $28,297 through a reallocation of funds within the

Miscellaneous Services Account. Without the additional funds,
the payment to unincorporated communities would increase to
about $26,695. Other payments from this account would be

reduced by about 5.7 percent.

In FY 90, we project that about 81 municipalities will receive
funds wunder the minimum municipal entitlement provision. The
amount of money wused to fund the existing minimum municipal
entitlement ($25,000 plus a cost-of-living-allowance geographic
differential) will be about $1.4 million, which comes from the
tax equalization account of the state revenue sharing program.
Assuming FY 90 funding variables, this bill will include an
additional 27 communities under the minimum municipal
entitlement provision. Actual payments will vary, based upon
differing COLA"S and the 1impact of the prorationing of the tax
equalization account.

21-P1LH
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COMMENTS

Including the prorata share of additional funds provided for in
Section 3, the proration factor for other payments from the tax
equalization account would fall fron. about 94.8 percent to
about 86.4 percent.

Without the additional funds, the proration factor for other
payments from the tax equalization account would fall from
about 94.8 percent ,o0o about "84.9 percent.

The department supports the <concept of this bill, which is
designed to give a greater measure of Tfinancial support to
those smallest municipalities and communities 1in the state.
Recent events have shown that these small municipalities are
suffering tremendous hardship. Those municipalities which will
be affected by this provision will be those with relatively
small 1local revenue raising capacities because of the lack of a

local tax base. Consequently, the bill would focus assistance
on those areas with the greatest need and the least resources
to respond to the need. A continuing problem for these

municipalities is to attract and retain qualified municipal
personnel because of their inability to pay adequate, stable
wages. Raising the minimum entitlement will enhance their
ability to do this, leading to greater continuity of services
at the 1local 1level, and a better ability to maintain proper
fiscal controls over local finances.

This bill would take effect providing that additional funds in
the amount of approximately $3.5 million are made available to

the State Revenue Sharing Program. Without additional funds,
the reallocation of funds will result in a decrease in
entitlements to other revenue sharing recipients. In light of

the state®"s revenue situation at this point, the Administration
is unable to support a request for additional funds to the
program necessary to "hold harmless”™ othe
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1989 Policy Statement 4 Taxation & Finance
B. MUNICIPAL ASSISTANCE/REVENUE SHARING PROGRAMS

1. Revenue Sharing:

a. The League supports the State Revenue Sharing Program. In
order to provide more predictability of payments under the program and to insure
that the benefits and burdens of changes In state revenues are shared equitably
by state and local government, changes In the annual appropriation by the
Legislature to the State Revenue Sharing Program should be based on such
criteria as state population, Inflation, cost of local government st/vices, and other
timely considerations.

b. In those cases in which legislation is approved Increasing the
state revenue sharing entitlement for specific recipients or for a specific purpose,
the League advocates that the total funding for state revenue sharing be Increased
accordingly in order to preclude the dilution of funding to other recipients.

C. The League supports an Increase In the state revenue sharing
minimum entitlement.

d.  The League supports full state funding for road maintenance at
the $2,500 per-mile level and ice road maintenance at the $1,500-per-mile level
determined by the First Session of the 11th State Legislature. The League also
supports the adjustment of that amount to reflect the increased cost of
maintenance. The League also urges that the Legislature add an entitlement for
winter trail staking.

e. The League is very concerned that funding of miscellaneous
statutory entitlements not dilute revenue sharing appropriations. The League
recognizes this program’s purpose in providing funding of basic services expected
by the public.

The delivery of public services is the primary purpose of state and local government and
can best be implemented through a cooperative state/local partnership. The State, with
its acknowledged superior access to public resources, has recognized that many public
services are more effectively delivered through local government and that state
resources should be used to assist municipalities in delivering such services. In order
to maintain the appropriate level of locally delivered services, revenue sharing and the
various municipal assistance programs should be adjusted annually based on factors
that are relevant to the services to be delivered. This would make the program more
rational and improve predictability of funding levels. In addition, such funds should be
partially funded at an adequate level at the beginning of the fiscal year so that
municipalities are not required to "borrow" from other local funds to support the State’s
share of such programs.
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Strapped Bush villages scratch for cash

Dy HAL 8PENCER
Daty flaw™* tepodtw

At least one rural Alaska village
1s about to drain and shut oil pari of
11 water aystem for the winter
because It lacks the money to keep 1t
operating.

Some villages are to desperate for
money that they have sought disss-
ter relief from the atate Department
of MIIlitity and Veterans Affairs —
the aﬁency that delivers help onlﬁ/ In
life-threatening emergencies auch as
floods and fires.

Eight Bush villages and five Na-

tive village corporations apparently
lost a total of SI.5 million In unin-
sured deposits when Alaska Bank of.
the North failed a few weeks ago. “.
Forty-two percent of 128 Alsskr
towns and villages recently surveyed
by tne Alaska Department of Com-
munity and Regions) Affairs said
their resident! are economically
worse oil this year than last year,
and 95 percent said they have re-
duced at least one municipal service.
Fourteen percent o( those sur-
veyed said they are oo itrapP.j for
cash that they're having trouble pay-

ing even federal withholding taxes.

These facts, and plenty more Just
as grim, (ell like bricks Friday an a
roomful of village and small-town
Officials who attended a presentation
by ‘Gov. Steve Cowperi Cabinet
Com'mittee on Economic Dislocation.

Many In the room at the Egon
Convention Center came to hear
whst Cowper Intended to do for
them as they scratch for cash to henl
buildings and meet payrolls In the
aftermath of atate budgggt cuti
brought by the oil bust of 1983

What they heard from Lt. Gov.

Steve McAlpine and other top old-
clali was tnis- The state wants to
help with financial and technical
advice, but can otter no Inuncdiste
financial relief. Cowper himself put
It more succinctly earlier this week
when ht told an Alaska Municipal
League luncheon crowd that unless
legislators lind ntw sources of reve-
nue, he foresees no Increases In atate
aids to cities and villages.

"l guess I'm a little bit disap-
pointed,” said Walton Smllh, the
city manager of Mountain Village, a
community of 7G0 on the Yukon

-an
Nall
CInk team

River Lnwestern Alaska.

That had to be the understatement
ol the week.

Smilh, who waited anxiously all
week for McAlpInt'i committee to
unveil a rumored relief package, Is
looking at a 1250000 deficit Ln the
village budget after cutting his stall
from four people lo two..

The committee's relief package,
which wu said to coataln provisions
for loans, and for advance payment
of 1988 municipal assistance among

liar
es dot
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He said American Telephone A Tcii-gracr., ax.cn :*x;
the 800 numben. divides the Cnited Stales ,nto six
regions. Alaska formerly belonged to region No 5. which
also includes Hawr i and Puerto Rico It's quite expen-
sive for companies to_ "'buy" that region, that is, to buy
the right to have residents In that region call for free
Smirnoff said Alosccm convinced AT&T to Include
Alaska in region No. S. the West Coast region.

VILLAGES: Feel

| Conflnoed from Ptgt C-1

other things. Is parked La
Cowper's Office of Manage-
ment and Budget for study,
McAlplne said.

"You talk about bankrupt-
cy. t dont know what that
means. But i can tell you
we're broke," Smith said.

He drew one of the few
laughs of the seulon when he
said: "There are some advan-
tages to being broke. You
don't get many bill collectors
oo the Yukon River."

Smith seld those who think
Mountain Village Is in tough
ihape haven't looked closely
at scores of other villages
around the state.

"If you look, youte going
tofind that we're a long ways
from being In the worst
shape. There are a lot of
villages In the (Yukon-Kuako-
kwim) Delta right now. ...
Their books are so bad that
they don't even know they're
in trouble yet. They're going
to start wondering “when toe
checks start bouncing,” he
said.

David Hoffman, a commit-
tee member and the commis-
sioner of Community and Re-
ional Affairs, sold there are
our obvious reasons that so
many Alaska villages are
deeply In the red. At Last
count, 18 fit tho description
end 20 more will by year's
end, his department has said.

The first reason, Hoffman
said, was a 79-percenC reduc-
tion' In state public works
outlays In the post two fiscal
years. At the same time, he
said, the state cut cash assis-
tance to local communities by
52 percent

economic pinch

Then, Hoffman sild. sever-
al regions suifered extremely
poor commercial fishing sea-
sons this year.

"And to add Insult to Inju-
ry," be said, the Aasku Bank
of the North failed a few
weeks ago. Eight villages and
five Native regional corpora-
tions stand to lose about 51.5
million In uninsured deposits
In the bank, a huge amount
for entitles of this sire, one of
Hodman's department heads
said.

If village officials at Fri-
day's meeting needed more
convincing that the state Isn't
shout to ball them out a..,-
time sooc. It came from an-
other committee member. De-
partment of Environmental
Conservation Commissioner
Pennla Kelso.

"It's do secret that some
towns are going broke, and
with It, their wateri. Jsewer
systems™ he said.

Financially allln; villages
that want-to ss* their
systssns from freere-up and
ruin essentially have two
choices at this point: Cut o_f)—
erating costs or temporarily
shut then dawn. Whatever
the choice, the state stands
ready to help with advice and
technical assistance, be said.

A team of DEC officials
plans next, week to travel to
one north central village to
give Instructions on how to
mothball part of so expensive
water system. Kelso said. He
end his staff declined to name
the village until officials had
met with the council there.

Other villages also are con-
sidering shutting down their
syséesnx, one of Kelso’ aides
said.

SNOWaMotorists slow down

| Continued kom Pope G-1 [
a year to re-educate the summer drivers." said Sgt. Greg

Stewart.

" think the people bad a little more control today that
yesterday," said Art Repp, s driver for ABC Towing.
ReppeaJd his company prﬁ ably pulled 25 or so cars from

ia

il"m during the inowiall.

"| think s Jot ot It la speed. Then they run scroti
someooa gothg'klow," he said. ""Then someone hits their
hrakae'and everybody panics..! would probably panic,

oot
PooWsaid the weekend would bring only Light flurries
is the pressure system willich brought the mow

weeksaed.

*::ng m aurpiioe cn,h

The MuraowsapProxmm
however, would require :;e S-cesr-
ulttory Commission - one agenre
must approve a final cask _ 10+,
alrplsne with casks and -.ten crash :
elrcrafl lo see It the containers — —-
their Integrity. —

Because the Japanese are consider:
uae of a new-generalion Boeing <7
cany tha radioactive material the p
sumption is that an aircraft of that a
would be used In the crash test

The Murkowiki-Pivxmixe amends*
alio would require that a cask
dropped from the alrwa/t at crum.
altitude.

The cnih-test program would be r
erned by the National Environment
Policy Act Involving full public heannx

"Thla action puts the Senate 0o rece
early In the negotiations and gives us mm
opportunity to direct the eger.ia 0o t

utonium “Issue.” Murkowiki tud m
tatemmt.
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Hard times put Alaska villages on the brink

Combination of oil bust, cuts in federal aid leata Native communities in bad financial shape"

By HAL 8PEKCER
DaiitNews reporter

The bitter wind of h«rd
timet la battering village
Alaska birder and mere sud-
denly than mBny people ex-
pected. Eighteén western
Alaska villages are In critirnl
financial condition and rnoth
er 20 are expected to be In
similar straits by year's end,

A sharp drop In state
spending sparked by the 1990
oil bust ha* combined with
shrunken federal aid to leave
these Native corfimunitles
with payrolls they cant meet,
buildings they can't heat, and
utilities they can't afford to
operate.

"We've got buildings *11

over this damn village we.

said Walton Smith, thr city
manager of Mountain Village,
a Yuplk "iklmo community
of 000 peopU about 100 miles
northwest of Bethe) on the
Yukon River.

"We've got a teen center, a
community ball that needs
thousands of dollars of foun-
dation work, a clinic that
-wt're losing because It really

state officials say.-

can't afford to take care of,"

needi foundation work, a

| fo '

Business is brisk but ris
on tty* Soviet black markeét

By LEW FREEDMAN
Daily Nows reporter?'

ENINGRAD. U.S.S.n. — The man ma-
terialized Irom the crowd filling Ihe
sidewalks on Nevsky Prospekt, lhe
main strtet of ttVs bustling and historic
city of Smillion people,
"Change moneyj he whispered. "Change
money?" |
In the early daya'of the 19th century, when
Leningrad was'full'St. Petersburg, citizens
dressed In.their.Sunday finery and cantc to
this long, \atraljiib,hpul«vard to see and be
seen. 1 1Ir'SVIiF@kDNAN.

niliniwdgVM sara

In modern-day Leningrad, rowds still
flock to the heort of the cit d by Peter
the Great In 1703 to shop, dU, admire lhe

baroque buildings But the olm oi many Is not
to be seen. Nevsky Prospekt Is where the
Illegal bir.ck market flourishes. These days,
many of those who walk along the three-mile
main section of the street talk out of the sides
of their mouths and move their eyes furtively,
on the lookout for police.

The dark-haired man was In his 20s. His
olfer of three rubles for a dollar was against
the law. The official exchange rate Is one

See Page A-9, BLACK MARKET

lemnhlenn

brand new Head Start build-
ing.'

We'va got thtse projects
tbvt were given to ui. They
brought us lobs, but now we
can't afford.to maintain them
m we're letting them go"
Smith said.

Recently, Gov. Steve Cow-
per hastily convened a task
force headed by Lt. Gov.
St*v* McAlplne.to look into

arsh-nMeo(x.iiawseintw x h i

Dally Newt sport* editor Law
Frtadman vtsltad tha Soria*
Unkm for 15 daya In August as
a datagat* to tha 15lh con*
faranc* ol Tha Forum lor U8*
Soviet Distogu*.

o

just wbal can be done for
Mountain Village and other
troubled hamlets dotting the
tundra from the Arctic Circle
to Kodiak Island.

"The problem Is thal many
villages are oo the financial
brink. They're at the point
where they have got very
serious financial problems, In
some Instances Irreversible
problems,” McAlplne said.

"Wt recognisa that the legt»-
liture left no appropriation lo
deal r|tb It. We're trying to
figure oul what we can do In
this situation.”

Direct financial relief la
not likely this year, said
Bethel Republican Sen. John*
Binkley, co-chairman of the
Seoata ftbance Committee.,

4ae Back Page, VtUAON

Rare, nice store ea.es
pain of Soviet shopping

By BILL KELLER
Tha New York Times

MINSK. U.S.SJI — At the comer of Partisan
Avenue and Zbdanov Street In this city, the Byelorus-

sian capital Is a place that woul

soem ~utterly

mystifying to most Soviet consumers. It 1s mmnice

department store.

In this store, sales clerks do not sneer when a
customer approaches, as they uo In most Soviet stores
during those infrequent periods when they are not on

cigarette bresks.

_The women's underwear seclici here doe* nOl look
like tha usual unisex truss department, and the shoe

e
vL!
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Mountain village Community on tho futon Rtvvr faoM mdofch <*11W.000.

VILLAGES: They're runnmg out or money

Continued from Pape A |

There a nothing in the law
that permit* the iCowperi ad
ministration to just write a
-heeii 10 cover village deficit*
* mean you ran i jusi tit
down and *m e a ctiecic to the
Mount*.n Village adnnniitre
zion." h# said

Binx.ey said that for now
Mate fiffiriali can continue to
offer management advice and
technical assistance. such as
suggestions on where to cut
cudgel* and help in resched-
uling debt

McAJpine said the dills
raj been compounded In come
village* by mismanagement
and reluctance to accept that
the day* of eaiy mone/ are
over

The state Department of
Community and Regional Af-
fairs. the agency that funnels
legislative appropriations and
technical odvica to village
Alaska, has beerr quietly
wrrsilmg with the problem
for a year "What had been a
maitenng of problems last
year is now pervasive.”
Marty Rutherford, thv.depart-
ment’s director of mumclfrt]
and rﬁgional.fssismnce,. ¥ <

~Ur QIEIy.Seﬂpr’-
«"Die differénce” befween now
and years past is that state
money isn’t flowing as easily:
the capital projects, revenue
sharing, ar.d municipal ossis-
lance. ' she said.

Several far western Vil-
lages suffered even more this
summer due to poor salmon
runs ’’cAlpme said

Ru.ir rfurd's department
has prepared a list of 18 com-
munities witn “immediate
and significant financial prob-
lems." They include Mountain
Village. Teller. Kotlik. Steb-
bins. L'nalakleet. Ambler.
BucKiand. Decnng. Noatak..
Noorvix. Scammon Bay.
Hooper Bay. Tuluksa*. Ka-
sigluk. Akhiok. New Stuya*
hok. Ekwok. and Twin IlllIs -

Mountain Village is among
the hardest hit City manager
Smith said the community
has an annual budget of about
1450.000. with a deficit expec-
ted to be aoout 1250,000 this
year

Smith said one 20th Centu-
ry comfort enjoyed by the
village bis become a particu-
lar albatross it* V0 million
water system.

The water is heated and
circulated nine months of the
year at @ minimum operating
cost of 1120.000 "Vou can't
cut down on the heating cost
If you do. the water frreret
and then you™* got a million
tlflﬁaar repair Job." Smith

The growing scarcity of
personal Income In village
~AAlaska, alto partly the result
r» M stale cutbacks. Is making
r the situation even worse,

JBm Ith said.

XA~-'Ubout half of the village
uten are In arrears of
bull, and collecting is

«**7 taik. he uid The
$,*y*t«ns was designed without
fg»hulolf vaivrt so the only

cut off delinquent

era is by digging up

to their houses Nev
Sawin
i T

ni

W.tr .r;

said.

LOCATION OF VIULAT”"S; .
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cranerTafe'or J50 lo S73 and
go gfUr-those who won’t pay.
"We’ve taken the backhoe out
and dug up lines before. Peo-
ple tend to pay when they see
tne barkltoe in front of their

houses." he said.
Smith, who became city
manager only four months

ago, satd he cut bis own sala-
ry by to 130.000 He has
a fulltime and part-time po-
lice officer, a clerk and a
bookkeeper. He’s thinking
about cutting employee hours
and eliminating the part-time
police officer.

McAlplne said village fi-
nancial problems have been
aggravated in some cases by
poor management. It isn’t
that village leaders w ire der-
elict in their duties, said Mar-
garet Hansen, a community
and regional affaire official In
Kotiebue. loread. money
was often dropped on village
officials who had only vague
notions about the need for
bookkeeping and auditing.

Perhaps the most severe
case 0’ mismanagement oc-
curred in Buckiand. an Inu-
piat Eskimo village of 260
people about 70 miles south-
east of Kotiebue

In 1084. a previous village
administrator, without telling
anyone, stopped withholding
federal taxes for village em-
ployees. Hansen said

Hansen, who is helping
Buckiand and several other
villages bring their budgets
under control, discoveted the
problem only recently. "The
administrator wax Intercept-
ing warning ieiterv from the
loteroal Revenue Service."
Hansen said. "The city coun-
cil didn't even know tha prob-
lem existed”

Tbe ylUafe. with an annual
tydget or 1228.3%. icw> has
wrun tbe painful aik of pay-
ing the IRS a SI00.000 debt.
Hansen aaid

Af\T cuf back the budget

Mbuntain Vlltogo

o TuM»«k

* * .
a lot.” she said. *Tbtckr&£
and administrator both woik..s
port-time; we'va seld seme
equipment"” to raise cash.

Still, said Mayor Jimmy
Geary Sr.. "without help
from the stale, there’s no way
we can survive."

Among services that ere
suffering is the village-owned
laundry, which Is open only
half-time now. he said.

McAlplne said many vil-
lages made the same mistake
committed by sorr.e urban
communities: They failed to
accept the fact xbal. stale
funding was declining, and
spent money they didn’t have.

Nov/, many* are taking
dm tic steps to reduce spend-

ing "Noorvlk cut their bud-
get In halt” Hansen said. “A
new administration came In

ool too long ago. and the new
administrator e n  getting
123.000 a X@ﬁ{) The predeces-
sor got 0 'Hansen said.
“The new adminrftrator ix
getting half the pay and is
doing twice lhe work."

The sudden severity of the
problem in Bush Alaska
teemed to take some top Cow-
per officials by surprise

B;t it was no lurprise to
Lee Gorsuch. the head of Ibe
University of Alaska’s Insti-
tute of Social and Economic
Research. He uid two events
contributed to the develop-
ment.

The first was the quiet
shrinkage of 6ederal asii<-
tanoe since IWU. a trend vir*
tuiily unnoticed In the state
because oil dollars poured in
to (ill the gap.

"It’s cletr that tha ‘'whole
period of lue 1980s began to
wriness a withdrawal of tha
federal government." (Bureau
of Indian Affaire) ichools pul-
led out. The BIA discontinued
111 General Relief Prjgram to
buy fuel and other things, and
other programs lost federal
assistance ' he said

| V#.

/" *Me6+ tha aUte la no kooger
ablt to pick up the stack, he
ml<g

The biggest source of atste
money for municipalities, in-
cluding village governments.
li state municipal assistance
end revenue *lanng runds
But budget figures show that
total funding from this source
fell dramatically In the past
two year* Three years ago. it
-was S140 8 million Last year,

it (ell to SILli million, and
this year, the total Is f96
million

in addition, bllllon-dollar
capital construction budgets

in t-*? mid-lOMh have fallen
to 480 million budget tlu«

jc municipal assistance
du.ef Hulherford said there is
hope oo the horizon for some
vlliaget.

Her department and tbe
Department of Commerce and
Economic Development are
searching for ways to put
cash into villages from
xourres other than the govern-
ment

For example, they are ex-
ploring the creation of "cabin
Industries” that would put
smai* numbers of people to
- work. notujrici we-H
have rtchvHlagw-'r neb peo-*
piJIlJtle bitof cash

the* a long way In a village,
-2eujd.

p
Partly throu state
grant of about S OOO Aniak.

a Kuskokwtro River villac:
of 518 people, has created a
small canning plant to pro-
duce "gourmet salmon
packs " State and Aniak offi-
cials are optimistic about the
future.

Gorsuch sold the 12 region-
al Native corporations will
play a big part lo weaning
village Alaska from its-

“transfer economy,” an econ- .

omy relying primarily on gov-
ernment “"transfer pay-
ments.” A transfer payment
occurs when the government
takes ro mey from one place,
say tbe oil Industry, and
transfers it to another. In this
case the villages.

In tbe NANA Region, the
Red Dog line mine, a joint
ver.ture of NANA and Comin--
co Alaska Inc.. Is leen as a
major source of permanent
Jobs once it begins production

1069 nr 1900. Gorsuch not-
cd.

Some village populations,
which grew in recent years
with the oil money, will
shrink as life gets harder, he
predicted But Gorsuch sees
no iarge-icale flight to urban
center*.

Villagers still have subsis-
tence hunting and fishing to
h«lp them gel by, at well as

. an extended family with-
swbcm to pool resources.

UNuit.inju» p*ople h»«
« been forecasting the demise of
the Nati« villagel for the

lari 20 years. The resilience o f.

villages Is quite high, and
their abilities to adjust seem
- lo be qulle flexible." he said.

Furthermore. GoreuvVa ad-
ded. many villagers "simply
don't have anyplace elae to
go”

nHare oi a »e* #wai ==
November that LJkrw+i the
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man of a radical La'or uauua
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etaged tbe rtballieo Urn
DOOCth.

ftomt supporter* of U»l
month’s uprising haee »Uf
tested that lla leaden. one
are dost In hiding, mih
adopt uiban warfare as Ib*=*
next step

Some of the officers fcav»
In the past boasted of fcas~i
“hit Hilt" of Musi laarf*
and member* of the |-n*“
meot with whose vie*-* tie'
disagree Th# leader of e
coup. Col Gregorso Ho"ai
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Impacts of Declining Revenues
On Alaska's Smaller Communities

Summary

The Department of Community and Regional Affairs surveyed 128 of the smaller cities and 44
unincorporated communities statewide to determine their financial condition. This survey
indicated the downturn in the state's economy has resulted in reduced revenues and services in
small cities and unincorporated communities. As the full impacts of the State's economic
condition filter out to small cities there could be even more significantreductions in revenues and
services in small communities.

Basic public health and safety services such as fire, police, health, water and sanitation have been
reduced across the State in an effort to accommodate declining revenues. In addition 47
communities reported they did not provide water service and 82 communities did not provide
sewer service. Every region of the state reports an increase in the number of dties and commu-
«-ities with residents who are having difficulty paying for municipal services. It appears that the
gains made in public health and safety in rural Alaska may be in jeopardy if State funding to
smaller communities continues to decline.

In FY86, almost 60% of the revenue for second class cities was derived from direct State funding
of entitlement programs, capital project grants or contracts for services (see Chart 1.2, page 1.2).
Entitlement programs such as Revenue Sharing and Municipal Assistance are of even greater
importance as the small community's capital project grant revenues are reduced. If further
reductions occur in entitlement programs it could result in even greater cuts to basic health and
safety services since these funds often "subsidize" water, sewer and medical services.

Because of local economic conditions itis unlikely that most cities will be able to increase taxes
orservice charges to fully offset the decline in State funds. Unincorporated communities are even
more dependent on State funds because they do not have the power of taxation. Many
communities expect declines in health and public safety services if current levels and methods of
State funding continue.

In order to cut costs, most communities have reduced positions, maintenance, operator training,
and operating hours of facilities and equipment. Fifty seven of the cities surveyed reported they
have no property loss insurance. These conditions indicate that the State investment in equip-
ment and facilities may be in jeopardy, or at least that the useful life of facilities and equipment
may be reduced if only local revenue is available to support these facfliites and equipment.

Communities in the Yukon-Kuskokwim Delta, Bering Straits region, Northwest Arctic Borough
and the Doyon region appear to be the most negatively impacted.

In the Appendix, eight community case studies are piesented to illustrate the meaning of the
survey results. Communities were selected as typical examples of small rural communities in
their respective regions of the state.
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On Alaska's Smaller Communities'

Introduction

During October, 1987, the Department of Community and Regional Affairs, Division of
Municipal and Regional Adistance, conducted a telephone survey of executive officials
from 172 Alaskan municipalities and unincorporated communities. The survey v/as de-
signed to gather information on the financial situation of communities outside of the major
metropolitan areas. The survey concentrated on these communities because there was little
information available on the economic impacts upon the smaller communities compared
to information about urban areas.

The survey results are presented on a statewide basis, by regions of the state, and by
community size. The intent of the survey was to focus upon the more profound and
widespread financial issue confronting Alaska's smaller communities.

This Report is divided into five chapters:

Chapter One - Municipal Survey Results:

This chapter reviews the significant findings of the Economic Dislocation
Survey as it relates to small rural cities. The survey data are examined in
terms of regions, and city size. This chapter looks closely at the revenue
situation and impacts upon service delivery.

Chapter Two - Unincorporated Community Survey Results

This chapter reviews the significant findings of the Economic Dislocation
Survey as they related to the State's unincorporated communities

Chapter Three - Policy Issues

This chapter identifies and discusses some of the major policy implications
for the State to be drawn from the survey results.

Appendix - City Case Studies

This chapter is an effort to bring the realities of the economic situation facing
rural cities into a more focused perspective. Each case study presents a
description of dty revenues and expenditures as well as the level and type of
services provided by the city. The pupose of the case studies is to review a
"typical” dty in each region and not look for worst case scenerios.
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Chapter 1

Municipal Revenue Reductions

With the recent downturn in the state's economy there has been a reciprocal reduction in
municipal revenues and expenditures. For the cities in the survey sample, it appears that an
overwhelming majority have reduced budgets this fiscal year. The following chart identifies
the percentage of cities statewide which experienced budget reductions this year:

Chart 1.1 Percentage of Surveyed Municipalities With
Budgets Reduced From Last Year

2nd Class Cities

0% 10 20 30 40 SO 60 70 80 90 100%

The municipalities with budget reductions identified in the above chart are indicative of a
trend that has been occuring for several years. The following Chart 1.2 reveals the trend in
municipal budget reductions for second class cities occurring since FY84.

The entitlement programs identified in Chart 1.2 (Municipal Assistance and Slate Revenue
Sharing have slightly declined in their propoxtion of municipal budgets as the amount of
funding for entitlement programs has declined from FY84 to FY8&7.

Each year the State Revenue Sharing (SRS) and Municipal Assistance (MA) programs
provide municipalities with essential operating revenues. Thereduction in funding for each
of these two programs from FY *86to FY B8 amount to a little less than 32%. These reductions
have an especially large impact on the second class cities as a significant portion of their
budgets come from these program sources.

The entitlement funds are crucial to the operations of many small ties because
these funds are the only source of discretionary funds. Such funds ftequuniy cover munici-
pal administrative costs, cover losses in services revenue, and help pay for services that
generate little or no revenue.

Chart 1.2alsoreveals that the overall contribution from State sources (Municipal Assiastance,
Revenue Snaring and Government Revenues) has consistently made up over 50% of the
operating revenues available to small municipalities until FY 87. As government revenues
have been drastically reduced, the State contribution has dropped to 42.3% in Fy 87.
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The following chart demonstrates how municipal budget reductions have varied by
regions of the state.

Chart 1.3 Percentage of Surveyed Municipalities (By Region)
With Budgets Reduced From Previous Year
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Southeast

Yukon Kuskokwim Delta

Chart 1.4 identifies by city size the effect of budget reductions. Note that over 90% of
Alaska's second class cities have a population of 600 or less. Itis dear from the charl that
an overwhelming majority of the second dass dties surveyed have experienced budget
reductions.

Chart 1.4 Percentage of Surveyed Municipalities (By Community
Size) With Budgets Reduced From Previous Year

Population
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The reduced ability of families to pay municipal service charges compounds the problem of
reduced city revenues. The following charts identify where the impacts of reduced ability to
pay for municipal services are being experienced:

Chart 1.7 Percentage of Surveyed Municipalities (By Region)
Reporting An Increased Number Of Families Experiencing
Difficulty In Paying For Services
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The following chart indicates that residents in many smaller cities are experiencing a re-
duced ability to pay for services.

Chart 1.8 Percentage of Surveyed Municipalities (By Community Size)
Reporting An Increased Number Of Families Experiencing
Difficulty In Paying For Services

Population
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According to the survey results, of the 128 cities questioned 55% (70 cities) provide police
services. This fiscal year, thirty-eight (38) of the 70 cities providing this service have had to
reduce police services. In addition, 17% (12 cities) of the cities providing police protection
report that the service will be eliminated if local economic conditions continue next year.

The survey further indicates that the most common reductions are in the areas of staff
positions; reduced hours; and, reduced salaries.

POLICY ISSUES: There are several factors that demand that rural cities have local public
safely officials. Asindicated in recent Anchorage Daily News articles, rural Alaska tends to
have a high level of violent crime and death, much of which is alcohol related. The control
ofalcohol coming into communities is a difficult task but without the ability to enforce local
alcohol control laws th task is impossible. In addition, most of these cities are remote and
isolated from immediate assistance from the State Troopers. A forced reduction in rural
public safety raises the questions of how importantitis to the State toensure the safety of rural
residents and whether there is a basic level of protection all communities should enjoy.

HEALTH CLINICS

Themajority of Alaska's small rural cities have a health clinic staffed by Village Heal dr Aides.
The Health Aides provide primary and health maintenance care. A majority of these clinics
are funded, in part, by the U.S. Indian Health Service. In addition, there are 118 tides
dedicating a portion of State Revenue Sharing funds to clinic operations. A city's contribu-
tions to the clinic normally covers building maintenance, operations costs, and the funding
of alternative health aides.

According to the survey results, of the 128 cities questioned 72% (92 cities) provide funds for
community health clinics. This fiscal year, 23 of the 92 cities providing this service have had
toreduce the level of service. In addition, 12.5% (16 cities) of the cities funding health clinics
report that the funding will be eliminated if current revenue conditions continue next year.

The survey further indicates that the most common reductions are in the areas of operations
and maintenance costs; reduced hours; and, equipment not replaced.

The great distance many small rural cities are from fully staffed medical facilities necessitates
the continuation of fully operational village health clinics. Since Statehood, Alaska has
funded the construction and maintenance of health clinic facilities across the State. This
effort, combined with annual allocations of federal dollars and the efforts of the regional
Native health corporations, has resulted in greatly improved health services for rural
residents.



prohibitive cost of drilling wells in rural Alaska and the presence of deep permafrost make
the feasibility of individual wells unlikely in many communities. A more detailed descrip-
tion of the range of water services provided by rural cities can be found in the Appendix -
Community Profiles.

Of the 128 cities questioned, 77% (99 cities) have a municipal managed water service. This
fiscal year, 17 of the 99 dties providing this service have had to reduce the level of service.
Service charges have been increased by 13 cities. In addition, 14% (14 dties) of the dties
managing a water service report that the service will be eliminated if local economic
conditions continue next year.

The survey further indicates that the most common reductions are in the areas of reduced
hours of operation; reduced salaries; and, reduced operation and maintenance budgets.

POLICY ISSUES: Having an ample supply of safe drinking water is one of the most basic
community needs. Does the State have a responsibility to ensure that each community has
adequate water? Whatwill happen to the State's investment in water systems if maintenance
Isneglected? Are there sufficient dollars available for the Village Safe Water Program? How
much will the State save in future health care costs by assuring safe drinking water is, and
continues to be, available?

SEWER SERVICE

Virtually every rural dty has a means of sewage disposal though some are rudimentary by
urban standards. Such systems can vary from individual septic tanks, to a honey bucket
pickup system with an open sewage lagoon, to an outhouse, or a sophisticated secondary
treatment plant. Many of the systems have been developed with a combination of Public
Health Service and State funds but are managed by the munidpalities.

According to the survey results, of the 128 cities questioned 55% (70 dties) have a munidpal
managed sewage disposal system. This fiscal year, 11 of the 70 dties providing this service
have had to reduce the level of service this year. Service charges have been increased by 11
dties. In addition, 16% (11 cities) of the dties managing a sewage disposal system report that
the service will be eliminated if local economic conditions continue next year.

The survey further indicates that the most common reductions are in the areas of reduced
salaries; reduced positions; reduced.hours; and, reduced operation and maintenance budg-
ets.

POLICY ISSUES: The safe and sanitary disposal of sewage is essential for the maintenance,
of community health. If the existing rural systems are allowed to deteriorate there could a
reciprocal decline in residents health. Again, is there a basic level of sanitation services that
the State should guarantee each community in order to prevent higher health care costs in
the future?
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LAUNDRY FACILITIES

Many rural cities have city owned and operated laundry facilities. The dty laundry
frequently is the watering point for communities without distribution systems and also
offersbathing facilities. The managementofalaundry fadlity canalsoprovide adty without
asewage system a means for disposing waste gray water. Many of these facilities have been
constructed with funding from the State's Village Safe Water Program.

According to the survey results, of the 128 cities questioned 31% (40dties) have a munidpal
managed laundry facility, twenty-two of the 40 dties providing this service have had to
reduce the level ofservice thisyear. Inaddition, 20% (8dties) of the dties managing a laundry
fadlity report that the service will be eliminated if local economic conditions continue next
year.

The survey further indicates that the most common reductions are in the areas of reduced
staff positions; reduced hours of operation; and, reduced operation and maintenance
budgets.

POLICY ISSUES: Tourbanresidents, laundry facilities might seem like a strange service for
a local government to provide. However, in rural Alaska when many homes do not have
running water, the laundry facility provides two basic public health functions: a place for
washing dothes and bathing. Often the laundry building houses the only water treatment
plant. The potential loss of these public facilities and the question of maintaining abasiclevel
of public health should be considered by the State.

CITY ADMINISTRATION

The administration of a dty government is an essential function in the management of a
municipality. Almost every city in the State has paid administrative staff. In the smaller
dties, this frequently includes only the mayor and an administrator/dty derk. Inaddition,
many of these dties have staff who are responsible for the direct delivery of munidpal
services (i.e., equipment operations for road and landfill maintenance, and electrical plant
operators).

According to the survey results, of the 128 dties questioned 97% (124 dties) have dty
administrative staff. This fiscal year, 73 of the 124 dties providing this service have had to
reduce administrative capacities. This reduction has resulted in the loss of 122 positi :>sin
dty governmentemploymentwhich isoften amajor source ofyear-round jobs insmall dties.

Thesurvey further indicates that the mostcommon reductions in administrative capacity are
in the areas of reduced staff positions; reduced hours of operation; and, reduced salaries.



i.y UBBC
Wrrrsssraair ImpactsrofcDedmingrRevenues on’Alaska'sSmaller<Zominunitiesi- Page 1.13*

Municipal Services Reductions

The reductions in State Revenue Sharing (SRS) and Municipal Assistance (MA) combined
with the downturn in capital construction funds have resulted in a reduction in the services
provided by cities. Of the cities surveyed, 95% have had to reduce at least one service. The
charts below indicate which services are provided by the surveyed cities and how these
services have been reduced this year; statewide, and by region:

Chart 1.9 Number of Cities Surveyed Providing Municipal Services
12S Communities Surveyed

Fire He vith Water Landfill  Laundry
Police Maintain Sewer Electric Community
Road* Building

Chart 1.10 Percentage of Surveyed Municipalities Statewide
Which Have Reduced Budgets This Year

Fire
Police
Health Clinic 21T
Road Maintenance 159
W ater Service
Sewer A&
Landfill 4%
Electric Services
Laundry Facilities 5?77
Administrative Capacity 95%
City Facilities
0% 10 20 30 40 50 60 70 80 90 100%

Chart 1.11 Percentage of Surveyed Municipalities (By Region)
Which Have Reduced Essential Services

For each service, the three regions with the greatest
percentages of reductions are highlighted

Maintain

Fire Police Health Roads W ater Sewer
Aleutians -0- 40 17 40 * 17 -0-
Bering Straits 27 Q0 67 67 13 -0-
Bristol Bay 26 33 12 32 7 -0-
Doyon 21 20 23 37 24 1
Kodiak 33 -0- 25 67 17 20
Northwest Arctic -0- 100 44 44 33 50
Fouthcentral 7 22 38 36 8 9
Southeast 16 58 28 47 17 29
Yukon Kuskokwim Delta 42 56 35 52 22 9

Note: The above porentages arc based upon those dties providing services. Services for the Arctic Slope
region are provided by the North Slope Borough and are not covered in this chart.
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Insurance

Insuranceisa large expense formany small cities. Itisalso anecessary expense to help ensure
the continued delivery of municipal services. The survey results indicate that 45% of the
surveyed communities do not have property insurance. This is significant because of the
tremendous growth of public facilities in these communities during the past five years. The
following charts depict the status of insurance coverage in rural Alaskan communities as

identified by the survey.

Chart 1.14 Liability Insurance Coverage
of Surveyed Communities

26 Communities Do Not
Have Insurance (21%)

96 Communities 5 Communities Did Not
Have Insurance (75%) Know Current Status

Chart 1.15 Property Loss Insurance Coverage
of Surveyeg»Communities
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The reduction in State Revenue Sharing dollars has had a pronounced affect upon thes.

communities. Since 1985 there has been almost a 40% reduction in these f

ids available to

unincorporated communities. Table 4.6 profiles rise and fall of State Revenue Sharing funds
distributed to these communities from 1981 to the present. The amounteach unincorporated
community receives is a flat amount and is not influenced by the type or level of services

offered by a community.

Chart 4.2 Revenue Sharing For Unincorporated Communities Since 1981
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The unincorporated communities are concerned with the current state of their local econo-
mies. All the communities surveyed were asked to think about the future of the community
over the next couple of years and indicate how they saw their financial situation. The results
show concern about the future. Table 4.2 indicates that 86% of the respondents view their

situation from critical to concerned.

Chart4,3
Unicorporated Communities Financial Situation
As Reported In Survey

Critical Serious  Concerned Acceptable No Problem
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UNINCORPORATED DEBTS

Asignificantnumber of the unincorporated communities have incurred additional debts this
year, placing increased pressure on limited budgets. The following chart identifies what
percentage of the unincorporated communities surveyed have encumbered what kinds of

increased debts.

Chart 4.6 Percentages of Surveyed Unincorporated
Communities With Significant Debts
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Chapter 3

Policy Implications of the
Economic Dislocation Survey Results

Theresults of the Economic Development Survey indicate that Alaska's economic downturn,
and particularly the reduction in State funding of local government projects, has seriously
affected the ability of rural communities to provide basic public services. The communities
surveyed have reported increasing difficulty in meeting the costs of maintaining and
operating the many public facilities constructed during Alaska's recent period of relative
wealth. Indications are that the abilities of rural communities to provide services and
maintain facilities will continue to deteriorate unless there is a significant turnaround in the
state's general economic picture. At the same time, the ability of State government to assist
local communities has been severely handicapped by the decline in State revenues.

This situation poses significant questions for decision makers. A number of such questions
are listed below, iollowed by a discussion which expands upon these questions.

POLICY QUESTIONS

0 State Responsibility. What is the State's responsibility or appropriate role in
addressing the immediate problem of reduced services and reduced facilities
maintenance?

0 Local Responsibility. Whatis the "local" responsibility, and ability, to address
this situation.

o Definition of "Basic Needs." Should standards and criteria for "basic needs"
be established to serve as a framework for equitably determining the level of
support for "essential™ services? Ifso, should such standards include commu-
nity size, or location, with respect to the relative efficiency of service provision
and facilities maintenance? Should certain services and/or facilities be given
priority status in State/local budget reduction considerations.

0 Local Government Problems. Does the structure of local government forma-
tion in Alaska lead to the existence of local governments too small to meet the
needed fiscal and service delivery requirements?

0o Mothballing Option. Would the temporary mothballing of certain public
facilities be a feasible measure?



A determination of local responsibility must be made in conjunction with a decision on the
basic level of services to which all Alaskans are entitled. Once this decision is made, then
costs of the basic level of services can be estimated. With this information in hand it is
possible to address the question of local responsibility and ability to pay. (See discussion
below on basic needs.)

There are anumber of policy questions related to deciding local responsibility for providing
services, and constructing and maintaining public facilities. Should an "appropriate"” or
"acceptable” level of local financial responsibility or "ability to pay" be determined? Would
this be done on a statewide, regional, or community basis? Should standards and criteria be
developed to serve as a framework for determining the allocation of financial responsibility
between the State and local governments?

Regarding the "local ability to pay,"” there are two different kinds of measures that need to
be considered. First, in considering the general feasibility of the public policy opuon of
allocating certain costs between State and local governments (or other local entities), there
Is a need to estimate the level of financial burden which local governments (and residents)
would potentially be able to bear. Secondly, if such an allocation policy was actually
implemenfad, there would likely be aneed toestablish suitable criteriaand standards for use
in the formal determinations of an appropriate "local™ share.

Determining "Basic" Needs

Many have argued for the establishment of a more rational capital project planning process
and the establishment of standards which define in some way the level of services and
facilities which would be considered as "basic" community needs. The few such standards
thatdo existare fragmented and often do not play any effective role in determining the actual
course of community development.

.
The construction of particular public facilities in any given community is still largely the
result of a fortunate encounter between available outside revenues, a "local™ concept, and a
specific political will at some level of government.

It is generally accepted in the U.S. that certain services are essential. Among these are
education (mandated by law), public safety (police and fire protection) and health and
sanitation (safe water, sewage disposal, solid waste disposal). However, given the relatively
high cost of providing these services ir. many small Alaskan communities, and the fact that
the State has limited resources, what can the State be reasonably expected to provide?

This question has several components:

0 To what services is every Alaskan entitled regardless of his/her or the local,
government's ability to pay?



Communities do receive substantial financial support from the State through programs such
as Power Cost Equalization, State Revenue Sharing and Municipal Assistance. However,
Stale funds have been on the decline and the fixed costs of operating and maintaining
facilities are typically so high that they consume all of the State assistance monies, and then
some. Communities who received financial assistance often do not have the human and
additional financial resources necessary to provide the services they been encouraged to
provide. Itis difficult, with a small population base, to find the managers and technicians
necessary to financially and administratively manage services and maintain facilities in a
proper state of repair. Because of this lack of human and financial resources, many rural dty
governments are often far in debt; collections for services are behind, or not made at all; and
equipment often mustbe replaced prematurely because of poor maintenance. Policy makers
need to address this issue by examining structural alternatives to service provision. This
could include some form of public service management and maintenance services on a
regional or sub-regional basis. The maintenance and management of public facilities and
services assodated with the REAAs might serve as a beginning point.

Mothballing Alternative

Aprogram of "mothballing” certain public fadlities is one interim measure for policy makers
to consider. Many existing community fadlities were constructed during periods when State
funding wasrelatively plentiful. Now thereisashortage of finandal resources to adequately
maintain these facilities.

One basic assumption in any serious discussion of mothballing is that the finandal situation
will improve in the future to the point that funds will be available to reopen and maintain a
mothballed facility. Mothballing is premised on the chance that sometime in the future the
fadlity can berestarted. Ifthis doesnotappear tobe the case, salvage of the facility may make
the most economic sense. However, even if there is only a small chance that the facility can
be restarted, it may make sense to mothball the facility, if the costs of doing so are relatively
minor. Boarding windows, locking doors, draining fluids on equipment, covering exterior
equipment, draining water pipes may be all that is required to keep equipment in order for
several years.

Questions aboutmothballing need notonly be answered at the local level, in terms of specific
fadlities, but also at the State level in terms of community fadlities in general. For example:
Is the economic situation going to change regarding the future ability to maintain facilities?
What types of fadlities should be mothballed? What are the appropriate measures to take
for each fadlity? What are the costs and benefits of alternative measures? How much
technical and financial assistance to communities should the state provide?



