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OFFICE
OF THE
CITY AND BOROUGH MANAGER

MARCH 22, 1994

MARMES—(

TO: HOUSE FINANCE COMMITTEE
FR:  MARK R. PALESH, CBJ MANAGER

RE: TESTIMONY - GOVERNOR®"S PROPOSED CUTS IN STATE REVENUE
SHARING AND MUNICIPAL ASSISTANCE FOR FY 1995.

REPRESENTATIVE MACLEAN, REPRESENTATIVE LARSON, MEMBERS OF
THE HOUSE FINANCE COMMITTEE. THANK YOU FOR THE OPPORTUNITY
TO TESTIFY ON THE GOVERNOR®"S PROPOSED 50% CUT IN STATE
REVENUE SHARING AND MUNICIPAL ASSISTANCE.

SINCE FY 1985 THE CITY AND BOROUGH OF JUNEAU HAS ABSORBED A 58.1%
CUT IN STATE REVENUE SHARING AND A 54.9% CUT IN MUNICIPAL
ASSISTANCE. TO MAKE UP THE DIFFERENCE, THE CBJ HAS HAD TO REDUCE
FULL-TIME EMPLOYEES AND CUT SERVICES; NOT UNLIKE OTHER ALASKA
MUNICIPALITIES.

IN FY 1994, STATE REVENUE SHARING AND MUNICIPAL ASSISTANCE WAS
CUT BY 7%, AND POLICE JURISDICTION, FOR THAT AREA NORTH OF THE
MENDENHALL RIVER, WAS GIVEN OVER TO THE CBJ. THIS RESULTED IN NO
WAGE INCREASES FOR PERSONNEL AND A 17% INCREASE IN THE POLICE
BUDGET FOR ADDITIONAL PERSONNEL; YOU CAN"T NOT PROVIDE MINIMUM
POLICE SERVICE.

IN A FEW DAYS, THE MANAGER®"S BUDGET 1S DUE BEFORE THE CBJ
ASSEMBLY, AND SOME ASSUMPTIONS HAVE HAD TO BE MADE; ONE IN
PARTICULAR, THAT ONLY A 15% CUT IN STATE AID WOULD ULTIMATELY BE
ADOPTED. THIS WOULD RESULT IN BETWEEN 6 AND 10 EMPLOYEE LAYOFFS,
NO EMPLOYEE SALARY INCREASE FOR THE SECOND YEAR IN A ROW, AND A
PROPERTY TAX INCREASE.

SHOULD THE PROPOSED 50% CUTS BE ADOPTED, THE ALREADY ANTICIPATED
PROPERTY TAX INCREASE WOULD EITHER HAVE TC EXPAND THREE-FOLD, OR
ADDITIONAL SERVICE CUTS MADE. AS AN EXAMPLE, IF TAXES WERE
RELIED UPON SOLELY, THE MILL LEVY WOULD INCREASE BY 1.55 MILLS,
OR $214.38 FOR THE AVERAGE HOUSEHOLD. CUTS IN LIEU OF A TAX
INCREASE, WOULD BE BEYOND QUALITY OF LIFE PROGRAMS, BUT START
AFFECTING INFRASTRUCTURE MAINTENANCE AND POSSIBLY HEALTH AND
SAFETY [ISSUES. I HAVE ATTACHED APPROPRIATE FISCAL NOTES TO MY
COMMENTS AS BACKUP MATERIAL.

TF 1T IS THE INTENT OF THE STATE TO EVENTUALLY ABOLISH THE STATE
REVENUE SHARING AND MUNICIPAL ASSISTANCE PROGRAMS, AS SEEMS TO BE
THE TREND, WE WOULD ASK YOU TO CONSIDER THREE THINGS:

1) ESTABLISH A MULTI-YEAR PHASE-IN POLICY FOR ANY AID PROGRAM CUTS,
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TO ALLOW MUNICIPALITIES TIME TO PLAN _AHEAD; 2) EXERCISE RESTRAINT
ON PASSING ANY LEGISLATION WHICH WOULD IMPACT MUNICIPALITIES,
WITHOUT FIRST ADDRESSING THEIR FISCAL IMPACT; 3) DO NOT TIE THE
HANDS OF LOCAL GOVERNMENT IN THEIR ABILITY TO IMPOSE APPROPRIATE
TAXES AND FEES (FLIGHTSEEING BILL).

WE DO NOT OPPOSE "BELT-TIGHTENING"™ AT ALL LEVELS OF GOVERNMENT;

IT CAN BE VERY FISCALLY THERAPEUTIC. HOWEVER, MUNICIPALITIES CAN
BE VERY INNOVATIVE IN COPING WITH THEIR OWN PROBLEMS. PLEASE
ALLOW US THE TIME TO DO SO AND TO BECOME PART OF THE SOLUTION.

THANK YOU FOR ALLOWING US THIS OPPORTUNITY.

Attach 1 - Finance Director"s Letter, 03/21/94



T0: Mark Palesh DATE: March 21, 1994

City Manager

FROM: Craig Duncan
Finance Director

SUBJECT: Effect of Proposed Governors Reductions to the State
Shared and Municipal Assistance Programs

Attached is revenue information on the history of these two
programs. From the information you can see that Municipal
Assistance and State Shared Revenues have decrease significantly
since the peak revenue years of 1985 and 1986. A brief analysis
of the effect of the reductions to CBJ for the last 10 years is
presented below.

Municipal Assistance-
MA Changes From FY85 to FY94

1985 MA Support $4,200,000
1994 MA Support 1,895.600
Total Reduction since 1985 $2,304,400

Percentage Reduction
Mill Equivalent
Tax Effect to an Average Home
Effect of an Additional 50% MA Reduction
1994 MA Support
1995 Projected FY95 Support
Reduction proposed FY94 to FY95
Percentage Reduction
Mill Equivalent

Tax Effect to an Average Home

Effect of an Additional 15% MA Reduction

1994 MA Support $1,895,600
1995 Projected FY95 Support 1.583.200
Reduction proposed FY94 to FY*H5 $ 312.400
Percentage Reduction 16.5%
Mill Equivalent 2 mills

Tax Effect to an Average Home $27.01



State Shared Revenue-
SSR Changes From FY86 to FY94

1986 SSR Support $5,709,900
1995 SSR Support 2.392.500
Total Reduction since 1986 $3,317.000
Percentage Reduction 58. 1%
Mill Equivalent 2.22 Mills
Tax Effect to an Average Home $305.94

Effect of an Additional 50% SSR Reduction
1994 Support $2,392,500
1995 Projected FY95 Support 1.115.500
Reduction proposed FY94 to FY95 $1.277,000
Percentage Reduction 53 4%
Mill Equivalent .85 Mills
Tax Effect to an Average Home $117.78

Effect of an Additional 15% SSR Reduction

* 1994 Support $2,392,500
1995 Projected FY95 Support 2.009.400

Reduction proposed FY94 to FY95 $ 383.100
Percentage Reduction
Mill Equivalent

Tax Effect to an Average Home



REVENUE SOURCE NARRATIVE AND ANALYSIS

SIAIES-ARD RBANLE SHARNG

This program is divided inco the following two components:

1. Municipal Tax Resource Equalization Entitlement (Section 838) - Each fiscal year the
state shall compute an equalization entitlement for services provided by a taxing unit.
This is determined by the application of a formula that is based on the population, re-
lative ability to generate revenue and local burden of the taxing unit compared on a
statewide average. Money to carry out this program shall be appropriated annually by
the state.

State-shared Revenue History FY84-93 ara bas«d on actual raverua collected.
FY94 Is tha budget projection.

Millions

000

hjtz.soc

8 8 8 D A R B A

Fiscal Year

m]l Secion8 O Sedion 89 &0

An equalization entitlement may be used only for authorized expenditures of the taxing
unit, but up to 15X of the payment generated by areawide revenue may be used for
non-areawide purposes at the discretion of the Assembly.

2. Specific Categorical Entitlements (Sections 89 and 90) - The state shall pay aid
for (@ roads at $2,50j a mile; (b) hospital facilities at $1,000 per bed or $150,000
a hospital; (c¢) health facilities at $2,000 per bed or $8,000 per health facility; and
(d hospital construction at $2,500 a bed or 5X of the total project cost. Monies to
carry out uhe programs must be appropriated annually by the state. I 100X funding is
not available to carry out the programs, distribution will be made on a prorated basis.
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REVENUE SOURCE NARRATIVE AND ANALYSIS

MUNCAPAL ASSSTANCE

The Legislature adopted new statutes (AS 43.20.016) in Chapters 144 SLA 1978 which
provides that the Legislature mav appropriate to a municipal assistance fund in an
amount equal to, or greater than, 30% (10% prior to the 1982 legislative session) of
the corporate income tax and the oil and gas corporate income tax received by the

Minicipal Assistance Revenue History FY84-93 ars basamw‘%wi%ﬁé&ﬁ%.

Thousands

$6000

[
84 5 8¢ A 91 2 93 9%
S3 8?«1‘ VU R Fiscal YsaQ H%

State of Alaska during the preceding year. The amount appropriated to the fund is
distributed to municipalities in a base amount, with excess funds being distributed on
a population basis. The base amount to be equal to the amount received by the City and
Borough during Fiscal Year 1978.

Prior to FY92, Municipal Assistance revenue was recognized on a lag basis. During
FY92, the City and Borough recorded a one-time adjustment to allow recognition of
Municipal Assistance in the year that the payment is received from the State of Alaska.
FY92 revenue includes Municipal Assistance payments received in February 1991 and
February 1992. The one-time adjustment increased the General Fund fund balance for
FY92 creating a larger fund balance going into FY93.
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FTE'S FY86 - FY92

F%‘S F%’S F%'S F%‘S F%S F%’S F%’S

ADMINISTRATION 205 202 1BHB 1B8H 195 20 200
LIBRARY 203% 18% 182 1912 1BS 20 2%
ARPCRT 794 1791 /65 1665 1750 1560 1960
ATTCR\EY 7.00 1.25 7.00 7.00 6.00 6.00 5.0
COMMUNITY CEVELCPVENT 1300 1300 10 1200 1200 1250 150
ENGINERING 280 210 230 230 Z75H 0 00 4600
ANANCE 2207 407 4007 4007 4010 4675 40
FIRE %00 3700 30 370 300 3B/00 B0
HALTH & SOCIAL SI;RVICE 5608 525 436 B3 PP N30 4L10
PARG & RECREATION 4841 4873 HHM 4283 4180 46380 425
POLICE 5.0/ 530 5550 %30 5500 550 390
PUBLIC WERKS 11945 11817 11689 11285 10835 11050 1290

46488  458.88 44238 4H00 4230 45395 48555
FY 1 ! \ mﬂE
B%SALS %%GA\ 138% 125 B8  91% A 1004%  1084%

1992, 1991, 1990, 1989 PREPARED PROM STAFFING SCHEDULES IN THE OFFICE OF PERSONNEL MANACEVENT
1983, 1987, 1986 INFCRVATION PROVIDED BY THE FINANCE CEPARTVENT



MAR 22 '34 10:08 LEG. AFFAIRS - KETCHIKAN

TESTIMONY ON THE EFFECTS OF THE GOVERNOR’S
PROPOSED FIFTY PER CENT CUTS IN FUNDING FOR
STATE REVENUE SHARING AND MUNICIPAL
ASSISTANCE IN FISCAL YEAR 1995

~ Needless to say any cut, be it in operational funding or caﬁ_lta_l funding, has
an immediate and negative impact on a community. However, this is particularly
true when considering operational funding. Capital projects can often times be
delayed, or alternative funding can be s_ought, but significant reductions in
operational revenues do not have readily available alternatives. The only two ways
that a shortfall in operational funding can be addressed is by increased local
revenues by raising fees and taxes, by expanding the tax base or fee structure, or
by reducing locally mandated services. Neither option has a great deal ofalopeal.

In the first instance the local unit o f government feces the prospect of placing
a greater tax burden on local citizens to make up the difference in reduced state
funding while enforcing state mandated local tax relief granted to a select portion
of the population. The second option is to seek means to reduce expenditures
which can adversely effect the level and quality of public services. In some
Instances this can even result in the elimination ofservices that the community has
come to eerct 0 f government. o _

The Ketchikan Gateway Borough went through a significant reduction last
year when it had to reduce its general fund operational budget by over 1.7 million
dollars. This was partially the result of the sixteen per cent reduction in Municipal
Assistance and State Revenue Sharing that we experienced last year. The presently
proposed fifty per cent reduction in these fu. ding sources will require further cuts
In service some of which are already below optimal levels. A community's budget
can not sustain a reduction of state revenue of over sixty per cent in two'years and
not have it adversely effect that community. o

~ The decline 0f federally funded programs, the tightening of state purse
strings, and local concern over tax rates and user fees already have communities
reeling under the pressure to sustain and even enhance the demand for and level
of public services. Local government experience with fiscal crises and strain has
become more prevalent in recent years and seems to be exacerbated under the
overnor's proposal. Communities have already had to face difficult choices as
ey consider means for increasing eX|st|n? [evenues, creating new revenues, of
reducm? services. The Governor's proposal to reduce community funding by fifty
per cent next year makes these choices even more difficult and the timing seems



to be ill-advised. |f the state is intent on imposing this significant reduction in
fufntdlng local activities it should be more reasonably phased over a longer period
of time,

Communities are constantly having to seek new sources ofrevenue and wa%/s
to maximize exmtmg sources.  Since the Governor's intent seems to minimize the
state's future support o flocal government, it would seem reasonable and equitable
to allow the communities to plan for this significant reduction of state support
This could be accomplished by indicating the need for this new policy and give
communities adequate time to ‘adjust to this reduction of state squort

Local governments are required by law to have a balanced budget In order
to develolp thai bud%et, cuuimunities must project ant|C|Pated income.” In order to
reasonably FYOJBC'['[ at income reliable information on funding source policy and
blndm% authority need to be in place. Since we, like the state, are currently
attempting to develop our budgets we need to have the time necessary to try to
dentify the means in which we may be able to off set this unanticipatéd shortfall
in state funding. _ _ , _

~We encourage the Governor to reconsider this drastic reduction of state
funding by cutting back on his reduced bmdlng formula to, as an example, fifteen
per cent reduction instead of fifty per cent and, further, to articulate his proposed
policy for future state funding of the Municipal Assistance and State Revenue

Sharing programs.



Rep. Ron Larson _
Co-Chair, House Finance Committee

AK State Legislature
Members of the House Finance Committee:

Having served in mg local community for over 15 yars in all administrative capacities,
currently as a City Councilmember, Iview the proposed cuts in Revenue Sharing and
Municipal Assistance with dismay and alarm. At present, our City government is unabU |
to cope with the increased demands to comply with State regulation at all levels along
with the decreases in State funds we have already suffered over the last eight years. We
have now only a part-time City Clerk/administrator while many administrative duties havp
become the volunteer efforts of individual i*ouncilmembers who assist with paperwork,
maintenance and public works while working fulltime elsewhere. Two other part-time
paid employees provide minimal, necessary janitorial and public works services. This
temporary, patchwork skeleton of City government in Chuathbaluk has nearly lead to
loss of the community laundromat and showers, to disrupted mail service, to loss of the
community's major watering point, and to inadequate maintenance of the landfill dump
and the sewage lagoon-in a community without residential water and sewer. The publi
library was closed over a year a?o. Current limited funds are budgeted to keeping the
City Office open half-days, handling essential paperwork, and providing the barebones
basic services. Unexpected and costly emergency repairs or the inevitable loss of the
temporary volunteer supervisors will certainly lead to disaster. ;

State policy decisions in the last decade have raised the level of expectation that rural
residents will share the benefits and responsibilities of State planning to solve local
problems. Unfortunately, the level of benefit is not keeping pace with the burden of
responsibility placed upon the our few volunteers who are determined to keep alive a
basic organizational structure that provides critical services to ever-demanding State
agencies as well as to local residents.

Imust emphasize that the level of present State spending for Revenue Sfjaring and
Municipal Assistance is not keeping local gov_ernment healthy, itis just keeping it alive.
Funding cuts such as have been proposed will delete at least one part-time position,
threatening not only basic services cited above, but also the State’s past investment in
such worthy projects as the landfill, the sewer Ia?o_on, the airport, and the commun_itY
center (offices, clinic, laundromat). The City itself is threatened by these irresponsible
proposed reductions in funding. We must point out that the ultimate costs to the local
residents and to the State that result from loss of basic services in this community will fge
much greater than the amount “saved" by reducing current funding to local government.

Sincerely,
cC: o
Rep. Irene Nicholia * "KenhSth™-Suel -
Sen. Georgianna Lincoln Chuathbaluk AK
Rep. Ramona Barnes. March 22, 1994

Speaker of the House
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MUNICIPAL ASSISTANCE /STATE REVENUE SHARING
TREND FOR ANCHORAGE

$ Millions

1986 1987 1988 1989 1990 1991 1992 1993 1994* 1995*

1 State Revenue Sharing 0 Municipal Assistance

* Based on Governor's Proposed FY95 State Operating Budget.
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MUNICIPAL ASSISTANCE/STATE REVENUE SHARING / PROPERTY TAXES
TREND FOR ANCHORAGE
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Estimate; 1995 property taxes are assumed here to increase from
199 by the same percentage as 1994 from 1933.
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CUMULATIVE PERCENT OF CHANGE

MUNICIPAL ASSISTANCE /STATE REVENUE SHARING
PAID TO ANCHORAGE
COMPARED TO
STATE OPERATING BUDGET CHANGES

Percent

* Based on Governor's Proposed FY95 State Operating Budget.
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U.S. ENVIRONMENTAL PROTECTION AGENCY
REGION 10

ALASKA OPERATIONS OFFICE
410 WILLOUGBY AVE. SUITE 100
JUNEAU, ALASKA 99801

Ao

COMMENTS BY STEVE TOROK, CHIEF STATE OPERATIONS SECTION
ALASKA OPERATIONS OFFICE U.S_.ENVIRONMENTAL PROTECTION AGENCY ON
ALASKA DEPARTMENT OF ENVIRONMENTAL CONSERVATION FY 95 OPERATING
BUDGET AS APPROVED BY HOUSE FINANCE SUB-COMMITTEE AND CONSIDERED
BY HOUSE FINANCE COMMITTEE
MARCH 26, 1994

Administration Component

Assistant Director - This position has been critical to the
satisfactory resolution of deficiencies i1dentified by the EPA
Inspector General audit of Alaska®s Drinking Water program. The
progress achieved to date regarding modifications to accounting,
time tracking, and development of cost allocation plans has
allowed Alaska to retain primacy for this critical public health
program. Approximately at this time last year, EPA was very
close to having to initiate state primacy withdraw actions.

While EPA is pleased with the progress that has been made, much
work yet remains. Eliminating funding for this position will
leave DEC only two options - cease providing this level of fiscal
management expertise and support to cill the department®s programs
thus risking the loss of state control of federal environmental
programs; or divert already limited funds from the programs or
elsewhere in the Department®s budget to continue this support;
such an indirect program reduction could also jeopardize
satisfactory implementation of these programs.

Environmental Quality Component

Public Information Specialist - (includes proposed reductions for
this activity elsewhere in DEC budget). Communication,
especially with the public and regulated community, is critical
to successful implementation of programs. EPA considers it
essential for the state to have a public information focal point
with which to communicate on all environmental issues, this is
especially true under environmental emergency situations, in
order to assure federal and state actions are communicated iIn an
accurate and timely manner. As federal and state funding becomes
less available, public education efforts become increasingly more



important by encouraging voluntary compliance and pollution
prevention thus putting less strain on the regulatory side of the
programs. Eliminating funding for this activity will leave DEC
with two options - no longer provide this support thus resulting
in fragmented state and federal communications with the public,
or to move funding from already stressed operating programs; such
an indirect program reduction could jeopardize satisfactory
implementation of the programs.

Pollution Prevention - Three years ago, DEC proposed to EPA an
initiative to develop a process to incorporate pollution
prevention principles and concepts into everything DEC and the
state did. This was in anticipation that federal/state funding
would continue to deminish and coupled with iIncreasing
enviromental requirements, a better more efficient way to ensure
environmental protection was needed. An agreement was reached
under which EPA would allow a percentage of federal grant/state
match funds to be diverted from the individual programs to
provide some base funding (set-aside). In return, the state
agreed to gradually increase state funding support to the effort.
This decision did not go without considerable debate among
individual program managers, both at EPA and DEC, ... individual
program funds were being reduced while requirements were
increasing, but it was felt that an effort was necessary to try
to get ahead of this curve rather than continue to fall further
behind. It was the first in the country and is being watched
closely by EPA i1n Washington D.C. The program has seen noteable
success, the most significant of which may not be recognized for
several years. Much has been said about federal unfunded or
underfunded mandates...Alaska®s efforts in pollution prevention
IS a message to the federal government that there i1s a better,
more efficient wey of accomplishing environmental protection
rather than the traditional command and control, program specific
approach. Retreat by the state at this juncture could very well
erode EPA"s support thus resulting in eliminating the set-aside
and pulling those funds back to the individual programs to return
to business in the traditional way.

Environmental Crimes Unit - The most single major problem EPA has
traditionally had with DEC implementation of environmental
programs has been historically weak enforcement. EPA/DEC debate
over the years on this issue often rested on DEC®S insistance
that technical support and education to the regulated community
was the first line of effort to be followed by enforcement only
after the former failed. The real problem rested in the fact
that it is very difficult for the same people who are providing
the education and technical assistance (‘"teachers'™) to also be
the "cops'™, especially regarding criminal actions. Establishment
of the Environmental Crimes Unit was a major milestone in the
advancement of environmental justice and equity in Alaska. Its
mere existance is a strong deterrant to the would be violator
thus making those people more receptive to the technical



assistance approach. Elimination of this program would be viewed
by EPA as a setback but even more importantly could be viewed as
an invitation by would ba environmental criminals.

Air Quality - The state of Alaska®s air quality program 1is
currently at a critical stage. Sufficient funding and assurance
that adequate funding will be available for program
implementation is critical. Having already missed the Federal
Clean Air Act deadline for submittal of an operating permit
program, the state is already subject to imposition of sanctions.
It has only been through DEC"S demonstration of continued
progress to develop a quality program that EPA has been able to
excersise its limited discretion to not Impose sanctions.

However, that discretion runs out May, 1995, at which time if the
state has not submitted an approvable program EPA must impose all

of the sanctions. In addition to submittal of the program, the
state must demonstrate the ability to implement the program at
the time of approval. EPA must implement a federal permit

program if the state program is not submitted and approved by
November, 1995. EPA provided DEC additional federal funds for

FY94 to assist the state in developing its program. It was the
only state iIn Region 10 to receive such funds. It is encumbent
on the state to provide sufficient funds for FY95 to ensure

successful completion and startup of the program. IT not, EPA

must itself begin to prepare for the possibility of having to
impose sanctions and operate a federal permit program.



WALTER J. HICKEL. GOVERNOR

DEPARTMENT OF LAW Mé%&g}i é\ﬂSO%A ol
OFFICE OF THEATTORNEY GENERAL ToNE

365-3600
1)'353-5295
March 11, 1994

The Honorable Ron Larson, Co-Chair
House Finance Committee

State Capitol - Room 502

Juneau, AK 99802-1182

Dear Representative Larson:

You asked us to summarize our letter of February 17, 1993, estimating the contribution
the Constitutional Budget Reserve Fund (CBRF) could have made to oil and gas litigation, based
on benefits received by and effort made on behalf of the fund from its effective date to the

present.

As is discussed in detail in our February 17 letter, expenditures were divided by level of
effort toward achieving either tax or royalty revenues. Under die terms of Halford v. Hickel,
setdements not otherwise dedicated by law must go the CBRF. After calculating and subtracting
the amount of contribution attributable to the Alaska Permanent Fund, $68,738,958 could have
been appropriated from the CBRF for its share of the state"s oil and gas litigation effort to cover
actual expenditures from July 1, 1990 through February 15, 1994 had the legislature chosen to
do so. Thus far, these costs have been paid by die general fund.

Similarly, the legislature could choose to substitute CBR funds for general funds in the
FY94 supplemental and/or FY95 operating budget. We believe it advisable to continue the
current 25/75 percent fund source splitbetween Permanent Fund Corporate Receipts and the other
chosen fund source to allow the Permanent Fund to catch up with its proportionate share of oil
and gas litigation costs. As you are aware, the Permanent Fund did not initially participate in
funding oil and gas litigation although the Permanent fund received itsproportionate share of the
proceeds from that litigation. Please let me know ifwe can provide any additional assistance.

A/ery truly yours,

- Bruce Botelho
Attorney General

cc: J. Shelby Stasmy, Director,.OMB
Nancy Slagle, Director, DBR
Mike Greany, Director, Leg. Finance
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