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cCoMMITTETE REPORT

HOUSE
(ii) FURTHER:
2/18/35
Date: 0 -5 5
Mr. Speaker:
The Committee on FINANCE has had HB 28

"An Act relating to the income of the permanent fund; and providing for
an effective date.”

under consideration and reports it back as follows;

[ 1 do pass [ ] donot pass

[ ] do pass with attached amendments(s)
[ ] same title

c h replace with CS for i 2 )"\ ( = ivlj [DC] new title
and recommends r Ar-\
[ ] AND attaches a "Letter of Intent" [ 1 New Fiscal Note

. . ) ] Zero Fiscal Note Attached
[ ] reports it back without recommendation

[ 1] referred to the Commi ttee
MEMBERS SIGNING MEMBERS HAVING
DO PASS OTHER RECOMMENDATIONS:

N —efy C-U a i-

- /( B -

/

- ' CHAIRMAN
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Original sponsors: Duncan, Coll
Surtd, ct nl

Funding Information

General fund IT -0 -
Other Funds 400,000,000
IH THE HODSE PT THE FINANCE COMMITTEE

CS FOP. HOUSE BILL HO. 28 (Finance)
IH THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act Baking a special appropriation fron the
undistributed income account in the Alaska permanent
fund to the principal of the permanent fundi and
providing for an effective date.”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. The sum of $400,000*000 is appropriated frcta the undis-
tributed income account in the Alaska permanent fund to tha principal of
the Alaska permanent fund.

* Sec. 2. This Act takes effect immediately in accordance with AS Cl.~

10.070(c).

CSHB 2S(Fin)



STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date

R FISCAL DETAIL

BIER(RGSOWUOH No: CS HB 28 { & Agenc Affected: D?ﬁgartment of Revenue
T|t g ropriation_of Undistrib(ted Program Category Affected:

Income t0 Pe manent Fund

Sponsor; House Finance BRU, Program of Subprograra(s) Affected.

Requesgor; House Rules Treéasury

Date of Request: March
EXPENDITURES/REVENUES; (Thousands of DoIIarst
FY 8 8% IFY 8 IFY8 1FY8 IFY®

OPERATING J AR | |
%%8 _FF’ER%%IEIAL SERVICES — | |
300 CONTRACTUAL

SUPPLIES
UIPMENT
10 e e y-os - &

800 MISCELLANEOUS & .

TOTAL OPERATING

[y

| CAPITAL T N |
| REVENUE e Y B |
FUNDING: (Thousands of Dollars

(JDENERA B ) | | | |

FEDERAL FUNDS 1 1 1 1 %

OTHER 1 1 1 1 1

TOTAL 1 1 1 1 1
POSITIONS:

FULL-TIME

PART-TIME |

TEHPORARY 1
ANALYSIS; Attach a separate page for analysis.
Prepared By: Milt Barker Phone; 465-2
D|er|)3|ron reasury I Date: March %8 1985

Approved_by Commission é vV W Date: t
Aggncy' Department o? Seven
Distrihution (by. Agency preparing“fiscal note):

egb|sFathe ¥|n% Y preparing’ )

Le Islative Sponsor

R?auestor

Office of Management and Budget

Impacted Agency(ies)



STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date

RE({ FISCAL DETAIL

BI(Resqutmn No, CS_HB %8 {F B& A?enc Affected; Department of Revenue
Hte, tgprolpréﬁghq[n Sﬁ Undistriblted Program Category Affected:

Sponsor; House Finance BRU, Program of Subprogram(s) Affected:

Requestor: House Rule Treasur
Daﬂe o} Request; Marcﬁ‘Z?‘IQW Y

EXPENDITURES/REVENUES:  (Thousands _of Pollans
( 1FY851FY)861W871FY881FY891FY90

QPERATING 1 1 ! 1
100 PERSONAL SERVICES -] 1 1
200 TRAVEL - 1 !
3 gONTRAC _ 1 |
UPPLIES , 1 !
500 EQUIPHENT ! ! |
600 DS & STRUCTURES - 1 - 1 . 1
700 GRANTS, CLAIMS - - 1 . 1
MISCELLANEOUS I - 1 ~ 1 1 . 1
TOTAL OPERATING _ I -1 1 1 1
l CAPITAL I | l 1 1
1 REVENUE I 1 1 l
FUNDING: (Thousands of Dollars)
GENERAL "FUND 1 1 P - 1
FEDERAL FUNDS 1 1 1 (| 1
OTHER 1 1 1 - 1 1
otAL ! 1 1 - 1 l
POSITIONS;
FULL-TIME 1 1 1 - 1
PART-TIME % } 1 - 1
TEMPORARY 1 I - 1 L
ANALYSIS:  Attach a separate page for analysis.
Prepared By: Hilt Barker Phone: 465-2350
D|rvPS|ron reasury Date: Harch 28, 1985
pro ed_by Commissign Date: i
8 nc\)// Degartmenl[ I? ﬁev
D|str| ution (by. Agency preparin iscal note):
bft?ve)ﬁagnypp )
Leémlatwe Sponsor
R$ uestor
Office of Management and Budget

Impacted Agency(ies)



STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date

REQUEST FISCAL DETAIL

Bill/Resolution No: CSHB 28 (Fin) Agency Affected: REVENUE

Title: ...Making a special appropriation Program Category Affected:_

from thi~PF-UIA to the principal

Sponsor:__House Finance Committee BRU, Program of Subprogram(s) Affected:

Requestor:__ House Rules
Date of Request: 3/27/85

EXPENDITURES/REVENUES:  (Thousands_of Dollars)

1 e LFY =& I'TY S6“T"FT"87"T vy 88'T FYW TTY 90’
OPERATING
1 160 PERSONAL SERVICES
1 200 TRAVEL
|
|
|
|
|

300 CONTRACTUAL

400 SUPPLIES

500 EQUIPMENT

600 LANDS & STRUCTURES

700 GRANTS, CLAIMS

800 MISCELLANEOUS
TOTAL OPERATING

PhrppRrRrpPem —
PR—pRPRRRR—
P ——RRRRRR
RPRRRRRRRR
RPRRRRR R ==
PRR=— =R R R —

[EEN

[ERN
I

-

| CAPITAL | v
I REVENUE

_
]
H
H
H
;

FUNDING:  (Millions of Dollars)
r
FEDERAL FUNDS - i - i - i - i - i ,
PF-UIA 0 1(417.6) | (19.4) | (22.5) 1(25.8) | (27.2)
PF-PRINCIPAL O |4176 | 194 | 225 | 258 | 27.2

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: Attach a separate page for analysis.

Prepared By: Mary Ellen Frank/Robert W Elliott Phone:  465-2174
Division: Date: 4/2/85

Date
Agency:

Distribution (by Agency preparing fiscal note):
Legislative Finance.
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies)



FISCAL NOTE CSHB 28 (Fin)

ATTACHVENT
TABLE 1
(Millions of $)

FY 85 86 87 88 89 0
Transfer from

UIA to PF-Prin. 0 400.0 0 0 0 0
Extra Infl. Proofing

Gain to PF-Prin. 0 17.6 19.4 225 25.8 27.2
Loss to PF-UIA 0 417.6 19.4 22.5 25.8 27.2

If a transfer of $00m was made at the beginning of FY 86 from the
PF Undistributed Income Account to the principal, the result would be to
increase the PF principal by both the transfer and the increase in
inflation proofing required to protect the extra principal amounts from
being degraded in real terms. Both the transfer and the extra inflation
proofing would reduce the UIA balance correspondingly; therefore, the
total assets of the PF and earnings on those assets would remain
unchanged (as would dividends which are figured from asset earnings).

The balances in the UIA and PF principal after this transfer, based
on January 1985 revenue projections, is presented below.

Table 3
(Millions of $)
FY 8 86 87 83 89 0
UIA balance 762.7 467.5 500.0 568.2 605.3 648.8
PF principal 5709.7 6752.8 74281 8185.7 9026.1 9905.1

PF total assets 6472.4 7220.3 79281 87539 96314 10553.9



Offered: 3/25/85
Referred: Rules

Original sponsors: Duncan, Goll
Sund, et al

Funding Information
General Fund $ -0 -
Other Funds 400,000,000
$400,000,000
IN THE HOUSE BY THE FINANCE COMMITTEE
CS FOR HOUSE BILL NO. 28 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act making a special appropriation from the
undistributed income account in the Alaska permanent
fund to the principal of the permanent fund; and
providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. The sum of $400,000,000 is appropriated from the undis—
tributed income account in the Alaska permanent fund to the principal of

the Alaska permanent fund.

* Sec. 2. This Act takes effect immediately in accordance with AS 01.-



STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date

REQUEST FISCAL DETAIL
Bill/Resolution No: HB 28 Agency Affected:  Revenue
Title: Relating to the income of the Program Category Affected:
Permanent Fund
Sponsor: Duncan, et. al. BRU, Program of Subprogramls) Affected:

Requestor: House State Affairs
Date of Request: January 14, 1985

EXPENDITURES/REVENUES:  (Thousands of Dollars)

T 1FY'8S’TVY 8 | FY 8 | FV'88 |FFY 89 | FT 90
I OPERATING

100 PERSONAL mmGERVICES.........
200 TRAVEL

300 CONTRACTUAL

400 SUPPLIES

1

500 EQUIPMENT

600 LANDS & STRUCTURES

00 GRANTS, CLAIMS

800 MISCELLANEOUS :
TOTAL OPERATING- ........... "I

[ 'CAPITAL...ooovvvvverveerreerennnens | 1 1
|  REVENUE rF .1 - 1 - 1 - 1

TRRRRRRR
T RRRRRRR

i e N

R R pRpRRRRRR

FUNDING: (Millions of Dollars)

| FEDERAL FUNDS |
| PF-UIA (450.2) | (22.1) | (22.0) | (53.6) | (30.6) | (32.4)
| PF - PRINCIPAL 4502 | 221 | 220 | 536 | 306 | 324

POSITIONS:

I FULL-TIME"
| PART-TIME
I TEMPORARY

ANALYSIS: Attach a separate page for analysis.

Prepared By: Mary Ellen Frank/Robert W Elliott Phone: 465-2173
Division: Research Section Date:  1/25/85
Approved by Commissioner: Date: 2. /J - fit
Agency:

Distribution (by Agency preparing fiscal note):
Legislative Finance__
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies)



FISCAL NOTE HB 28
Attachment

Analysis of HB 28

If the balance in the Undistributed Income Account (UIA) of the
Permanent Fund (PF) in excess of five percent of the PF principal were
transferred to that principal each year, the result would be to increase
the PF principal by both the transfer and the increase in inflation
proofing required to protect the extra principal amounts from being
degraded in real terms. Both the transfer and the extra inflation
proofing would reduce the UIA balance correspondingly; therefore, the
total assets of the PF and earnings on those assets would remain
unchanged (as would dividends which are figured from asset earnings).

Table 1
(Millions of $)

FY 85 86 87 88 89 Q0
Transfer from

UIA to PF-Prin. 438.0 2.3 0 28.2 0 0
Extra Inflation Proofing

Gain to PF-Prin. 12.2 19.8 22.0 25.4 30.6 324
Loss to PF-UIA 450.2 2.1 22.0 53.6 30.6 324

The $438.0 million transfer in FY 85 includes $315.0 million residual
UIA from FY 84 and $123.0 million residual UIA from FY 85. The extra FY
85 inflation proofing $12.2 million is required to protect the FY 84
transfer. The calculation of these residuals is presented folio;ing.

TRANSFER = UIA bal - .05 * (PF-Prin)
1984: 315= 557 1/ - .05 *(4838)
1985: 123-= 425 - .05 * (6037)

The extra FY 85 inflation proofing ($12.2 million) is required to
protect the FY 84 transfer.

1/ This balance is the cumulative deposit since fund inception.

see attachment



*At times, the Department of Revenue and the Alaska Permanent Fund
Corporation may differ as to the estimated Fiscal Impacts of
legislation. Differences arise because each employs a different set of
Investment assumptions. Consequently, projections depicting net Income,

Inflation proofing amounts and dividend transfers may likely vary.

Furthermore, while the Department of Revenue Is strictly concerned with
accurately forecasting total revenues, the Permanent Fund Corporation,
with Its trust fund management responsibilities, has established Its
assumptions to measure Investment returns 1ln accordance with standards
developed for fiduciaries. Therefore, the Permanent Fund Corporation®s
assumptions will frequently and appropriately yield more conservative

Investment results.



STATE OF ALASKA 1985 LEGISLATIVE SESSION

FISCAL NOTE
Revision Date
FISCAL DETAIL
BE %esolutmn No: HB 28 A?enc ﬁected Department of Revenue
Title: Tncome of the Permanent Fumd Program Category Affected:

Sponsor Duncan BRU, Program of Subprograms) Affected:
Requestor: House State Affairs__

Date of Request: January 16, 1985

EXPENDITURES/REVENUES:  (Thousands of Dollars

1 1 FY 8 1FY8 LFY87 1FY8 L1FY89 1FY 90
1 OPERATING ; 1 1 1 1 1
\ 100 PERSONAL SERVICES | | 1~ i - 1 I

200 TRAVEL | 1 I~ b~ 1

300 CONTRAC(UAL ! 1 1 1 1 1

400  SUPPL.IiS 1 1 1 l 1

500 EQUIPMENT 1 1 1~ 1 1 1

600 LANDS & STRUCTURES 1 1 1 1 1

700  GRANTS, CLAIMS 1 1 - 1 ~ 1 ~1
1 800 MISCELLANEQOUS 1 |l ~ 1 - 1 ~ 1
1 TOTAL OPERATING 1 1 - 1 1 ~ 1 - 1
1 CAPITAL 1 ! 1 1 1 1 -~
1 REVENUE 1 1 1 1~ 1 1
FUND ING Thousands of Dollars)

GENER 1 1 - 1 1 1

FEDERAL FUNDS 1 1 1 - 1 1 1

| 1 1 - 1 1 1

1 TOTAL 1 1 1~ 1 1 1
POSIT

U . .

PART TIME

RARY

ANALYSIS:  This fiscal note addresses only administrative costs.

Prepared By: Milt Barker m Phone: 465-2350
DIVPSIOH ¥reasury Date: January 16. 1985
proved by Commissigner: 4 r Date; (37"

Bency De%artment Revenue

D|str| ution (by. Agency preparing fiscal note
b|s}at[|]ve ¥|na cey F}r paring )
: LEjsj';\[glrve Sponsor
O? Ice of Management and Budget

Impacted Agency(ies)



ALASKA PEEHAHEST P0OSO CORPORATION

FRINCIPAL: ACTOAL i FROECTED'
(in aillions)

Dedlicated

Drdistrib.

Bgiming Apro- Stte Inflatin Inmie  Eding  Proofing Bding
FT Balance  priaticsRevences” Proofing Trasfer Balance Sortfall Balance
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1385
8.2
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2,99.0
4.2

4,883

6,10.5
6,734.2
7422
8,123
8,989

ROBBUYR R RBIRI I
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POUCHY  STATE CAPHIOL
. . . . . . JUNEAU. ALASKA 99811
Tcal ILIKioilynFM I 907 465 3800

LEGISLATIVE AFFAIRS AGENCY

MEMORANDUM March 15, 1985
SUBJECT: Committee Substitute for House Bill 28
TO: Representative Jim Duncan
FROM: Billy G. Berrier

Director

Division of Legal Services

You have asked whether the proposed committee substitute for
House Bill 28 is procedurally proper.

In my opinion it is.

A committee substitute for a bill is an amendment to the
bill. Rule 35 of the Uniform Rules provides in relevant
part:

A motion or proposition on a subject may not be admit-
ted under color of amendment if the subject matter is
different from that under consideration.

This is supplemented by Mason*s Manual of Legislative Pro-
cedure which provides in Sec. 402.

Sec. 402. Amendments Must Be Germane

1. _ Every amendment proposed must be germane to the
subject of the proposition or to the section or para-
graph to be amended, and an amendment is not in order
which is not germane to the question to be amended.
This is, basically, a phase of the rule that each prop-
osition have but one subject and that members have the
right to vote separately on each question.

2. To determine whether an amendment is germane, the
guestion to be answered is whether the question is rel-
evant, appropriate, and in a natural and logical
sequ?nce to the subject matter of the original pro-
posal.



Representative Jim Duncan
March 15, 1985
Page 2

3. To be germane, the amendment is required only to
relate to the same subject. It may entirely change the
effect of the motion or measure and still be germane to
the subject.

4, An entirely new proposal may be substituted by
amendment so long as it is germane to the main purpose
of the original proposal.

5. An amendment to an amendment must be germane to
the subject of the amendment as well as to the main
guestion.

6. No independent new question can be introduced
under cover of an amendment. But an amendment may be
in conflict with the spirit of the original motion, and
still be germane and, therefore, in order.

7. The admissibility of an amendment should be judged
from the provisions of the text, rather than from the
purpose which circumstances may suggest.

8. Whether a proposed amendment is consistent with
the measure, motion or question proposed to be amended,
is a question to be decided by the body and not by the
presiding officer.

House Bill 28 makes several changes to the disposition of
the income of the undistributed income account. Among the
changes is a provision that would transfer funds in the
account to the principal of the Alaska Permanent-Fund.

The proposed committee substitute directly appropriates the
sum of $400,000,000 from the account to the principal.

In my opinion these relate to the same subject and the
substitute is therefore germane. While normally an appro-
priation bill is different in kind from a substantive bill
here the transfer has much the same effect as an appro-
priation and is constitutionally permissible under the ex-
ception to the prohibition of dedication found in Section 15
of Article IX of the Constitution which creates the
Permanent Fund.

The substitute is narrower in scope than the original bill
but still relates to a principal subject of the bill. Of



Representative Jim Duncan
March 15, 1985
Page 3

course an amendment may properly delete portions of the
original bill.

Therefore in my opinion the proposed committee substitute is
proper.

BGB:ojb
J 12/108
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North and Northwest Mayors Conference
Alaska Eskimo Whaling Commission
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Box 570
Barrow, Alaska 99723

ALASKA ESKIMO WHALING COMMISSION
Resolution Number 85-04

A RESOLUTION REQUESTING THE GOVERNOR AND LEGISLATURE TO CONSIDER
USING THE DIFFERENT FUND BALANCES OF VARIOUS PROGRAMS AND
PROJECTS FOR THE PURPOSES OF MAINTAINING AND FUNDING ESSENTIAL
BASIC SERVICES.

WHEREAS, state revenues are projected by the State Department of Revenue
to be down by $300 to $500 million from last year due to rapidly falling world
oil prices which neither the Governor, Legislature nor local governments have
any control over; and

WHEREAS, the State Constitution prohibits deficit spending or spending more
than the State receives; and

WHEREAS, there are other alternatives to raise state revenues other than new
or higher taxes which creates bigger government; and

WHEREAS, without utilizing these alternative sources of revenue the State is
faced with drastic cuts in both the operating and capital budget; and

WHEREAS, the "Rainy Day Account"” was set up in statute by the legislature that
allows the Governor to decide by proclamation to utilize the funds when state
revenues are declining; and

WHEREAS, the "Undistributed Income Account” is designated by law to be spent
as determined by the legislature; and

WHEREAS, unless the public expresses a need to consider these alternatives the
Governor and legislature are reluctant to use the funds from these two accounts.

NOW THEREFORE BE IT RESOLVED BY THE ALASKA ESKIMO WHALING COMMIS —
SION THAT, the Governor and legislature consider using the "Rainy Day Account"”

and "Undistributed Income Account"”™ to maintain and fund essential basic services.

PASSED AND APPROVED BY THE ALASKA ESKIMO WHALING COMMISSION
THIS DAY 13 0F FEBRUARY, 1985.

Il a h le

CHAIRMAN, AEWC



RESOLUTION 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 bhe made; and

WHEREAS, dividend payments are the only distributions of
net income currently defined by the Alaska Statutes; and



WHEREAS, the Board of Trustees is 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 helieves that it is sound
public policy and incumbent, i pon them as fiduciaries to designate

such reserves;

NOW THEREFORE BE IT RESOLVED, that the balance of the
undistributed income account shall bhe 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
Resolution 84-12



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;, 73

David A. Rose, Executive Director

Page 3
Resolution 84-12



CALCULATIONS USED IN DETERMINING
DIVIDEND PAYMENTS

AD
UNDISTRIBUTED  INCOME

UNDISTRIBUTED INCOME ACCOUNT DIVIDEND PAYMENT TO STATE

NET INCOME FOR CURRENT YEAR ON PERMANENT FUND PRINCIPAL NET INCOME FOR CURRENT YEAR

PLUS NET INCOME FOR CURRENT YEAR ON ACCOUNT ADD:NET INCOME PRIOR 4 YEARS
EQUALS,  CURRENT YEAR ADDITION TO ACCOUNT DIVIDE:  BY 5

PLUS:  PRIOR YEAR ACCUMULATION IN" ACCOUNT EQUALS:  FIVE YEAR INCOME AVERACE
EQUALS:  TOTAL IN  ACCOUNT DIVIDE:  BY 2

LESS: [F)’R/II)DEF,\IIF%TAE RSAL? E%T SARNED CN ACCOUNT * EQUALS:  DIVIDEND PAYMENT TO STATE

PAID SECOND FROMT ACCOUNT
LESS:  INFLATION PROQFING
EQUALS:  BALANCE IN' ACCOUNT



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

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

MEMORANDUM

DATE:
TO:

FROM:

SUBJECT:

January 9, 1985

Representative Jim Duncan
Alaska Stalje~™Jjry-Pe”

David A Rose, Executive Director
Alaska Permanent Fund Corporation

Fiscal Note on Proposed Legislation

This supercedes nmy memoranda of January 4, 1985 on the same
subject.

Attached please find two computer runs which reflect the
impact of transfers of earnings from the Undistributed
Income Account to the corpus of the Fund.

The first run (Sheet Number One) indicates that the
transfer as of the end of FY84 will be $315,500,000. This
will raise the corpus amount from $4,838,300,000 to
$5,153,800,000. The balance in the Undistributed Income
Account will be 3% of the $4,838,300,000 level which is
$241,915,000.

At the end of FY85 there will be another transfer, assuming
our earnings projection for the year is realized. The
corpus balance at the end of FY85 will be $6,056,000,000.
To this will be added another transfer of $99,400,000.

This will raise the corpus to $6,155,400,0001 The balance
in the Undistributed Income Account will be 5% of the
$6,056,000,000 level which is $302,800,000.

FY84 and FY85 are the only two years in which transfers are
projected. You will note that the reserve (Undistributed
Income Account) is drawmn down in the succeeding five years
and runs out in 1990.

Sheet Number Two is identical to Sheet Number One but it
goes further in that a column titled "Dividend Shortfall”



Page 2
January 9, 1985

is added. This depicts FY90 as the critical year in which
dividend shortfalls occur and sets forth the amounts of
shortfall during the following decade. Note, however, that
even with this shortfall, the amounts available for
quiFdYleE)%SO climb from $305,700,000 in FY91l to $637,000,000
in )

We have also reviewed the impact of the legislative
proposal on the Corporation operating budget. Since total
funds are invested, safeguarded, accounted for and audited
— regardless of whether in corpus or in an undistributed
earnings account — there is no effect on the operating
budget.

If you require additional information or better clarity of
explanation, please do not hesitate to contact me.

DAR:bm
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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 4, 1985
T0: Sei ator Joe Josephson

FROM: David A. Rose
Executive D|rector

SUBJECT. Inflation Proofing and the Undistributed Income Account

response to your specific tions as communicated to this
office by DawdﬁpFln?(Iest In of your sqatefS

* The term "principal™, as it applies =~ to theAIagka Permanent
F“”du Uts N e§8t%§°%?3y%u?ﬂnPtrr%Yfﬂo% FQeaB%m e
resolution review_(B) of Its content’which Was
performed b;s the O\t‘yfe ice of thegﬁttorney Gg eral.

* The "natlonall\é ?cog ized index™ which | f . used b theAIaska
anen Fund Corporation, or the purpose of Inflation proo mgr

Ishe Consumer Price Index gr lous calendar year averag for
rban consumers Attached are coLne a memoran um rom me t

B
HEUSIS JikcE Ay WSl e e feeomentet oG ety

this inde or use as of July 22, 1983.
* Re ard| net jncome and its reIatlotnsm to_ the Undlstr uted
Income cco se fnd attached copies 0 3 oluti nS
|ch term net_Inco Hte Reso ution 8§e12 F% which

escr| e gur os ﬁ distribute Incfo ccount and designates

tf aﬁ reserv 5 } ture Im act fat|on on t e principal

of the Permanent Fun or the futur ividends, Also
attached hs Resolu tion 8 r)nvvhlch she r her |ght on the need to

?rotect 3 e Fund against t e Impact o 51 |on q "a memoranoum

rom me dated September 6, 1983 (H regar Ing drstr|but|ons of Permanent

Fund Income.



Senator Joe Josephson
February 4, 1985
Page 2

* Regardin h|stor|cal rates of inflation, attached is a copy. of
? ?e 13 of the | 82 Annua Report (1) which g?ves the rates of ?nﬁﬂ/i
the years 1977 1934

If | can be of further assistance, please do not hesitate to
give ne a call.

DAR/bn
Enclosures, as stated



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 10.89 322 7.67
1983 12.76 6.10 6.66
1982 1510 1037 473
1981 16.00 1352 248
1930 1129 11.26 03
1979 824 7.66 5S
1978 753 6.45 108
1977* 554 577 (-

*Four 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



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

MEMORANDUM

DATE:
TO:

FROM:
SUBJECT:

January 25, 1985
Trustees r\
Jim Kelli*ReseaHh & Liaison Officer

1985 Legislation

This is to inform you of the status of legislation pending in the
First Session of the 14th Alaska State Legislature which, if passed,
would directly affect the Alaska Permanent Fund. To date, there have
been six such bills introduced in the House and two ir the Senate. A
brief description of the bills follows.

Attached are copies of the bills, as well as financial projections,
prepared by Alaska Permanent Fund Corporation staff, which illustrate
the impact of the proposed legislation.

House Bill No. 9 by Rep. Szymanski: This bill would increase the
current statute dedication to a S0% contribution rate. It would
increase Permanent Fund dedicated State revenues by $360 million
in FY 86, $345.4 million in FY 87, etc. By the year 2000, the
Permanent Fund principal would be $6.6 billion higher, and the
annual net income $561 million more, than under the status quo.
This bill would also have the effect of causing a shortfall in
inflation-proofing in FY % (one year earlier than under the
status quo), increasing the size of the dividends, and increasing
the amount of the annual net income. The bill has an immediate
effective date.

House Bill No. 28 by Rep. Duncan: This bill does four things:

* Changes thp priority of use of Fund earnings. Currently,
dividends are paid first and inflation-proofing second.
This revises the order and provides for inflation-proofing
first.



*  Provides that the Undistributed Income Account shall equal
not more than 3% of the corpus.

* Amounts in the Undistributed Income Account in excess of the
3% reserve are transferred to the corpus each year.

*  The bill is retroactive to FY 84 and transfers all surplus
over the 3% level on June 30, 1984 to the corpus. Transfers
to the corpus would amount to $315.5 million for FY 84, and
$99.4 million for FY 85. These are the only two years in
which transfers are projected.

The bill would result in an eventual shortfall in the dividend
fund, expected in FY 90. Thereafter it would have the effect of
decreasing the size of the dividends, and increasing the amount
of the annual net income. By the year 2000, the Permanent Fund
principal would be $1.9 billion higher, and the annual net income
$145.5 million more, than under the status quo.

House Bill No. 32 by Rep. Marrou: This bill would increase the
current statute dedication to a 50% contribution rate, like HB 9,
but it also would increase the amount of transfer to the dividend
fund from 50 to 75%. This would result in an increase in the
Fund's size in the year 2000 of $945.2 million over the status
quo, but it also creates an ever-increasing inflation-

proofing shortfall each year after FyY 88 . It would immediately
increase the size of the dividend payments and the amount of the
annual net income. The projected payout to the Permanent Fund
Dividend program for the next 15 years under this bill vioula be
$12.1 billion, compared to $7.4 billion under the status quo.

House Bill No. 71 by the Rules Committee by Request of the
Governor: This bill would make a special appropriation of $500
million to the Permanent Fund. The timing of the appropriation
would be at the Governor's discretion, in a manner virtually
identical to that of the $1.8 billion appropriation nmaede by the
1981 Legislature. The language of this bill is slightly
different from the earlier one, but the net effect would be the
same.

Assuming deposit of the full amount by June 30, 1987, the
Permanent Fund principal, by the year 2000, would be $1.1 billion
higher, and the annual net income $90.2 million more, than under
the status quo.



Trustees

January 25, 1985

Page 3

JMK/bn

House Bill No. 8 by Rep. Martin: This bill would amend the
statutory dedication to the Permanent Fund to include 100% of the
type of oil revenues normally received by the Fund, if they are
received by the State as a result of a court order or an
out-of-court settlement. The financial impact of this bill has
not yet been determined due to the uncertain nature of the
various oil lawsuits still pending.

House Bill No. 84 by Rep. Pignalberi: This bill would
appropriate the entire Undistributed Income Account to the
principal of the Permanent Fund on July 1, 1985.

— Senate Bill No. 24 by Sen. Fischer: This bill, like HB 9, would
increase the current statute dedication to a 50% contribution
rate, and like HB 82, would amend the statutory dedication to
include 100% of the type of oil revenues normally received by the
Fund, rf they are received by the State as a result of a court
order or an out-of-court settlement.

Senate Bill No. 5 by Sen. Ray: This bill amends the longevity
bonus program, and establishes a new annuity program. It affects
the Permanent Fund only in that a provision is included in the
bill which specifically authorizes the Legislature to appropriate
funds from the Undistributed Income Account to fund the new
annuity program. This represents no change from current law as
the Legislature already has the power to appropriate these funds.
The Governor, however, in this year's budget address "strongly
suggests" that the Undistributed Income Account be left alone as
he considers that money to be part of the Permanent Fund.

The House bills all have State Affairs and Finance referrals. SB 24
has referrals to State Affairs, Judiciary and Finance; SB 56, State

Af;airs Iani Finance. All bills are still in the committee of first

referral.
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Introduced: 1/14/85
Referred: State Affairs and

Finance
BY DUNCAN,GOLL,SUND,
IN THE HOUSE SZYMANSKI AND .POURCHOT
HOUSE BILL NO. 28
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to the income of the permanent fund;
and providing for an effective date."

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

* Section 1. AS 37.13.145 is repealed and reenacted toread:

Sec. 37.13.145. DISPOSITION OF INCOME. (a) 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 to the principal of the Alaska permanent
fund for reinvestment.

(b) From the net income remaining after the transfer under (a)
of this section, the commissioner of revenue shall transfer the amount
required to be transferred to the dividend fund under AS 43.23.045(b).

(c) The balance of the net income remaining after the transfer
under (b) of this section shall be transferred to the undistributed
income account in the Alaska permanent fund.

(d) At the end of each fiscal year, funds in the undistributed
income account exceeding an amount equal to five percent of the prin-
cipal of the Alaska permanent fund shall be transferred to the princi-
pal of the Alaska permanent fund for reinvestment. Funds remaining 1in
the undistributed income account shall be invested in 1investments
authorized under AS 37.13.120.

* Sec. 2. AS 43.23.045(b) 1is amended to read:

(b) Each [NOTWITHSTANDING ANY CONTRARY PROVISION OF LAW, EACH]

-1- HB 28



year the commissioner shall transfer to the dividend fund 50 percent
of the income of the Alaska permanent fund earned during the fiscal
year ending on June 30 of the current yearand available for distribu-
tion.

* Sec. 3. This Act is retroactive to June 30, 1984.

* Sec. 4. This Act takes effect immediately in accordance with AS 01.-

10.070(c).

HB 28 -2-



FURTHER:

Date:

The Committee on FINANCE has had HB 29

"An Act making a special appropriation for payment as a grant to the
Matanuska-Susitna Borough to provide road access; camping, and parking
facilities at the Little Susitna River; and providing for an effective
date."

under consideration and recommends:

[ ] do pass [ 3 do not pass

[ 3 do pass with attached amendments(s)
[ 3 same title
[ 3 replace with CS for [ J new title

and recommends

[ 3 AND attaches a "letter of Intent" [ 3 New Fiscal Note

. i [ 1 Zero Fiscal Note Attached
[ 3 reports it back without recommendation

[ ] referred to the Commi ttee
MEMBERS SIGNING MEMBERS HAVING
DO PASS OTHER RECOMMENDATIONS:

CHATRMAN



COMMITTEE REPORT 2 s

HOUSE
)
1/14/85
Community and
The Committee on Regional Affairs has had HB 29

An Act making a special appropriation for payment as a grant to the
Matanuska-Susitna Borough to provide road access; camping, and parking
facilities at the Little Susitna River; and providing for an effective
date. "

under consideration and recommends:

[ ] do pass [ ] do not pass

[ ] do pass with attached amendments(s)

[ ] same title
[ 1] replace with CS for f J new title

and recommends
AND attaches a "Letter of Intent” [>0 Fiscal Note
) ) I{:;VWA'[f'f&ivAL- ~t ] Zero Fiscal Note Attached
reports it back witnWtAjrecommendation
referred to the Commi ttee

MEMBERS SIGNING MEMBERS HAVING
DO PASS OTHER/RECOMMENDATIONS

/ CHATRMAN



Introduced; 1/14/85
Referred; Community & Regional x> 5%

Affairs and Finance - A S
Funding Information
General Fund S5W,000
Other Funds -0-
IN THE HOUSE BY LARSON AND HURLEY

HOUSE BILL HO. 29
TN THE LEGISLAJURE OF THE STATE OF AT.ASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled; uAn Act malting a special appropriation for payment as

a grant to the Matanuska-Susitna Borough to provide

* * e VO ) - Vi >

road accéss, camping,“ and parking facilities at the
Little Susitna River» and providing for an effective
date.*’

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASFA.:

* Section 1. The sum of $600,000 is appropriated from the general fund
for payment as a grant to the Matanuska-Susitna Borough to provide road
access, camping, and parking facilities at the Little Susitna River.

* Sec. 2. The appropriation made by this Act shall be disbursed in
accordance with AS 37.05.315.

* Sec. 3. This Act takes effect immediately in accordance with AS O1.-

10.070(c).

- HB 29
strawy

ef x = %



STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL NOTE

ReVi'siotl Date:

REQUEST no FISCAL DETAIL
Bill/Resolution No.: 29 Agency Affected: piv. Parks & Outdoor Rec.
Title: »riittle susitna River Program Category Affected:

Access Development Natural.. Resource-Management.
Sponsor:__Larson BRU, Program or Subprogram(s) Affected:
Requestor: Parks & .-Recreation Management

Date of Request: 1/22/85

rrnr "77°'SS" FY 8 Fy 88 FY 89 FY 90

100 FEROXN " SEhvices

B e e
300 CONTRACTUAL 160 18.0
HI0 SUPPLIES 5.0 5.0
500 EQUIPNENT 150 40
S00 & STRUCTURES
700 GRANTS, CLAIMS
300 MISCELLANEQUS
TOTAL OPERATING 68.3 62.3
CAPITAL
REVENUE
II?]UHDI’IHGN DFI!?.?Psands of Pol a6r§?3 6 3
FEDERAL
DHR
TOTAL 68.3 62.3
-ULL-
3ART-TIME
TEVRCRARY

ANALYSIS: Attach a separate page if necessary

See Attached

NOTE: First year represents start-up costs for equipment
purchases. Continuing costs will be less.
Prepare eW wwns*e.” ivec.-tt>v  Phone:
Divisioiv>-to” j&PurtAofcv Date:)] w7285
ft) -Approved by Commissioner Nz NI~ N Date:

Agency:

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) 7/1/84



HB 29/Larson > A

Little Susitna River Recreation /Access Development Fiscal Note Analysis

The requested funds will provide the belcw listed maintenance and
operations support for public access to the Little Susitna River.

FY 86

FY 87

100 - funds will provide one seasonal part time Park
Ranger | to manage unit.

200 - funds will provide for travel within the region (54
rFTg_lles)round trip from Wasilla to the Little Susitna
iver),

300 - the funds will provide for a private maintenance and
janitorial contract (15K) to service the unit,
vehicle mllea?e and other contractual services, such
as refuse collection.

400 - provides in the hand tools and maintenance
cormodities for the ranger's managing the unit.

500 - provides the equipment necessarf to manage the
resources, one pick-up truck (10K), radios, public
safety and law enforcement implements.

The same amount of funding would be necessary in each budget
category (accounting for inflation) with the exception of
equipment.  These costs would drop to only 4K for the
purchase of additional radio equipment.

NOTE: Theﬁe 8geratin cosﬁ are also identified in the fiscal note

the
h HB 93 ang HB 29 are passed, the
expenses can

vernor's pill on State Recrﬁ,anon Rivers _(HB 932. Af
iscal notes for opefating

e combined.
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Introduced: 1/14/85
Referred: Community & Regional Affairs,
and Finance

Funding Information

General Fund $600,000

Other Funds -0-
$600,000

IN THE HOUSE BY LARSON AND HURLEY

HOUSE BILL NO. 29

IN THE LEGISLATURE OF THE STATE OF ALASKA

FOURTEENTH LEGISLATURE - FIRST SESSION

A BILL

For an Act entitled: "An Act making a special appropriation for payment as

a grant to the Matanuska-Susitna Borough

to provide

road access, camping, and parking facilities at the

Little Susitna River; and providing for an effective

date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. The sum of $600,000 isappropriated from the

for payment as a grant to the Matanuska-Susitna Borough

* Sec. 2. The appropriation made by this Act shall

accordance with AS 37.05.315.

* Sec. 3. This Act takes effect immediately in accordance

10.070(c).

to

access, camping, and parking facilities at the Little Susitna

be

general fund
provide road
River.

disbursed in

with AS 01.-

HB 29



COMMITTEE REPORT

HOUSE
u) FURTHER:
2/20/85
Date: - jJN (2 C,
Mr. Speaker:
The Committee on FINANCE has had HB 30

"An Act relating to payment for purchases by the state; and providing for

an effective date."

under consideration and reports it back as follows:

[ 1 do pass [ ] do not pass

do pass with attached amendments(s)
H I vyt /= N\ ] same title
A L. [ ] new title

and recommends

[J ] New Fiscal Note
. ) ~ Pv ] Zero Fiscal Note Attached
[ 1 reports it back without recommendation ~?S

[ 1 AND attaches a "Letter of Intent”

[ 1 referred to the Commi ttee

MEMBERS SIGNING MEMBERS HAVING
OTHER RECOMMENDATIONS:

DO PASS'
e v /
Li
12

CHAIRMAN®



STATE OF ALASKA 19E5 LEGISLATIVE SESSION
FISCAL NOTE - .

Revision Date:

REQUEST fiscal detail
Bi i)/Resolution No.:- cshb30 (FIn)Bgency Affected: Al
Title: Payment for purchases < Program Category Affectea: All

Sponsor: Representative Shultz BRU, Program or Subprogram’) Affectea:
Requestor: House Finance All
Date of Request: 2/26/85

EXPENDITURES/REVENUES:  (Thousands of Dollars)

rrod | riBo i Fi b/ ry BB FYy 89 j Fr
OPERATING 1 1 1
IQITPERSONAL SERVICES 1 -0- 1
200 TRAVEL L 0. i 1
300 CONTRACTUAL 1 -0- 1 1 1
00 SUPPLIES 0. 1 | 1
200 EQUIPVENT 1 -n- 1 1 1. |
500 & STRUCTURES S : 1 :
700 GRANTS, CLAIMS i oon- i i 1 |
300 MISCELLANEQUS L. . : .'
IOTAL OPERATING m n- 1 1 ! 1
LnP 1Ini —.n~
REVENUE -0-

FUNDI''G:  (Thousands of DnT”a"s)

ANALYSIS:. Attach a separate page if necessary The purpose of this

legislation is to encourage state agencies to Pay bills gn time. It
would be contrary to this purpose to appropriate” funds for
interest payments or related staff costs. It is the House Finance
Committee's intent that any funds needed be absorbed within

an agency's existing bud”ij\*

Prepared B y : Al Adans ~ Chairman phone. 465-3706
Division: House Finance Committee Date: b
Approved by Commissioner” Date:

Agency:

Distribution (by Agency preparing fiscal note)
Legislative Finance
Legislative Sponsor
Recuestor
Office of Management and Budget
Impacted Agency(ies) 7/1/34



IN THE HOUSE EY THE FIUAHCE COMMITTEE
CS FOR HOUSE BILL KO. 30 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: “An Act relating to payment lor purchases by the
state; and providing for an affective date."
3E IT ENACTEDBY THE LEGISLATURE OF TEE STATE OF ALASKA:
* Section 1. AS 37.05 is amended by adding a new section to read:

Sec. 37.05.275. PAYMENT FOR STATE PURCHASES. (a) Payment for
purchases of goods or services provided a state agency must be made by
a required payment date that: 13

(1) tha date on which payment is due under the terms of a
contract; or

(2) 30 days after receipt of a proper billing for the
amount of the payment due, if a date on which payment u due ia not
established by contract and if the billing contains or is accompanied
by documents required by the contract or purchase order.

(b) If a seller offers a discount from the amount otherwise due
for property or services in exchange for payment within a specified
period oi time, the state agency may make payment ir. an amount equal
to the discounted price only if payment is made within tha specified
period of time.

(c) 12 payment for goods or services purchased by the state is
not made on or before a required payment date under (=) of this roc-
f.ion, the state shall nay interest on the unpaid balance from the

required payment date at the race of 1.5 percent a month, unless on



51

a

11

21!

interest-bearing period oi time la either (t) a rructior: of a month or
(2) one or iaore full wontha plus a fraction or a month, the state
agency shall pay che same amount of interest for the fraction of n
month an it would pay for a full month.

(d) This section does not apply

(1) if the cost of the goods or services purchased exceeds
$500,000;

(2) to payment for specific goods or services in dispute
after a seller of goods or services receives notice from the state
official responsible for authorising payment for goods and services
thar. the amount of the invoice or quality of specific goods or ser-
vices is in dispute and stating the reasons for che dispute; the state
agency shall pay for tha specific ?o0ods or services tr. dispute within
30 days after resolution of the dispute; oi

(3) to a contract covered by AS 36.90.001.

(ct) Interest paid under (c) nx this section shall be charged fro
the budget of the stats agency that purchased th** goods or services.
(f) In this sectl.on

(1) “dispute" means a determination by the scat** official
responsible for authorising the payments for the purchase of goods or
services that che performance or price charged io not in compliance
with the terms of the contract or uurchare order;

(D payment is considered made on r.he date when the payment
is personally delivered to the seller or agent of the seller or on che
date che payment is mailed,;

(3) "state agency"™ hss che meaning given in AS 37.05.400
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Original sponsor: Shultz

IN THE HOUSE BY THE FINANCE COMMITTEE
CS FOR HOUSE BILL NO. 30 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to payment for purchases by the
state; and providing for an effective date." *
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 37.05 is amended by adding a new section to read:

Sec. 37.05.275. PAYMENT FOR STATE PURCHASES. (a) Payment for

purchases of goods or services provided a state agency must be made by
[0>v) a required payment date that is

(1) the date on which payment is due under the terms of a

contract; or
Co»nvo uej

(2) 30 days after receipt of a proper billing for the
amount of the payment due, if a date on which payment is due is not
established by contract and if the billing contains or is accompanied
by documents required by the contract or purchaseorder.

(b) If a seller offers a discount from the amountotherwise due
for property or services in exchange for payment within a specified
period of time, the state agency may make payment in an amount equal
to the discounted price only if payment is made within the specified
period of time.

(c) If payment for goods or services purchased by the state is

not made on or before a required payment date under (a) of this sec-

tion, the state shall pay interest on the unpaid balance from the
CdtiTe 6 f ccif/T Of fhiji I(YVo)<re Pof Hie. JooJs O Cszru'icef <xT ft*x €
required payment date at the rate of 1.5 percent a month,unless an
rxTc_ firesided by ‘wws. “r.O/o c tCfi "

agreement exists between the seller and the state that establishes a
lower rate of interest or precludes the charging of interest. If the

-1- CSHB 30 (Fin)
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interest-bearing period of time is either (1) a fraction of a month or
(2) one or more full months plus a fraction of a month, the state
agency shall pay the same amount of interest for the fraction of a
month as it would pay for a full month.

(d) This section does not apply

(1) if the cost of the goods or services purchased exceeds
$500,000;

(2) to payment for specific goods or services in dispute
after a seller of goods or services receives notice from the state
official responsible for authorizing payment for goods and services
that the amount of the invoice or quality of specific goods or ser-
vices is in dispute and stating the reasons for the dispute; the state
agency shall pay for the specific goods or services in dispute within
30 days after resolution of the dispute; or

(3) to a contract covered by AS 36.90.001.

() Interest paid under (c) of this section shall be charged to
the budget of the state agency that purchased the goods or services.
(f) In this section

(1) "dispute" means a determination by the state official
responsible for authorizing the payments for the purchase of goods or
services that the performance or price charged is not in compliance
with the terms of the contract or purchase order;

(2) payment is considered made on the date when the payment
is personally delivered to the seller or agent of the seller or on the
date the payment is mailed;

(3) "state agency" has the meaning given in AS 37.05.400

and also includes the legislative and judicial branches.

* Sec. 2. This Act does not apply to contracts entered into beforethe
effective date of this Act.

CSHB 30(Fin) -2-
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* Sec.

3.

This Act takes effect October 1, 1985.



CSHB 30 (Finance)

The Finance Committee substitute makes changes from the State Affairs

committee substitute as follows:

1. The Finance substitute specifies that if the payment date is not
established by contract, then the paymentis due "30 days after receiptof a

proper billing for the amount of payment due".

2. The Finance substitute requires that if paymentis not made by the due
date, then interest accrues at the rate of 1.5 percent a month beginning on

the day after payment was due.

The interest is calculated at the rate of 1.5 percent on the unpaid balance
regardless of whether payment is one day or 30 days past due. If the bill

goes for 31 days past the due date, another 1.5 percent is added.



AMENDMENT
OFFERED IN HOUSE FINANCE: BY: REPRESENTATIVE

TO: CS HB $30

PAGE: 1 LINE: 28

Delete "of receipt of the proper invoice"

Insert, after the word "date", "payment is required”

RIEGER



STATE OF ALASKA 1985 LEGISLATIVE SESSION

FISCAL NOTE
Revision Date:
Rage 1 of

REQUEST « . FISCAL DETAIL
Bill/Resolution No.: c¢s HB3o(jy\) Agency Affected: ah
Title: Relating to Payment for Program Category Affected: An
Purchases by the State
Sponsor:  schuitz BRU, Program or Subprogram!s) Affected:

Requestor: House State Affairs
Date of Request:  February 15, 1985

EXPENDITURES/IREVENUES: ~ (Thousands of Dollars)
Fres FY8&  FY8&  FY s

OPERATING
100 PERSONAL SERVICES

200 TRAVEL

300 CONTRACTUAL

I*00 SUPPLIES

500 EQUIPMENT

600 LAND & STRUCTURES

700 GRANTS, CLAINMS 0 2,700.0 2,700.0 2,700.0
800 MISCELLANEOUS
TOTAL OPERATING 0 2,700.0 2,700.0 2,700.0
CAPITAL
REVENUE

FUNDING:  (Thousands of Doll ars)
GENERAL FUND 0 2,700.0 2,700.0 2,700.0

FEDERAL FUNDS
OTHER
TOTAL 0 2,700.0 2,700.0 2,700.0

POSITIONS:
FULL-TIME 0 0 0 0

PART-TIME
TEMPORARY

ANALYSIS: (Attach a separate page if necessary)

Prepared By. Kenneth E. Bischoff Phone:
Division: Finance Date:
Approved by Commissioner: Lisa Rudd ate:

Agency: Department of Administrationl

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies)

2,700.0 2,700.0

2,700.0 2,700.0

2,700.0 2,700.0

2,700.0 2,700.0

465-2 20
February 15, 1985

S-/8~SE~

Rev. 7/1/84
19/3D1/70123-01/5



Page 2 of 4

Fiscal Note Analysis

CS HB 30

The issue of timely payment for State purchases has been before the Legisla-
ture for several sessions. It is clearly desirable that the State pay for its
purchases as promptly as possible. This proposal will cause the State to have
to choose between verifying invoiced charges to avoid questionable payments,
and short-cutting review procedures to avoid penalty interest payments.

Currently, the average payment time for the State is 25 days from the vendors'
invoicing date to the paying warrant date. Generally, those agencies which
show payment time in excess of 30 days are:

1 Military Affairs

2. Fish and Gane

3. Corrections

4. Alaska Court System

These four agencies have a wide network of field locations, causing delays in
verification and transmission of invoices.

To decrease the penalties under this legislation, State agencies will incur
costs for increased staff to track and pay all purchase invoices within this
legislation's time constraints. It is hard to arrive at a definite cost for
this legislation, but by using various assumptions, such as that $1,997.2
million of a $4.7 billion dollar budget is for vendor payments and that 5%
will fall under the interest penalty provisions, and that all penalty payments
are made within 60 days of receipt of invoice, then an estimated interest
penalty cost of $1.7 million ($1,997.2 million x .05 x 10.5%/12 mos. X 2 mos.)
would occur. It is estimated that additional effort required of the agencies
to track and meke timely payments for purchases would cost the State about
$1.0 million.

It would be difficult to improve payment times under existing payment systems
without incurring significant additional costs. The new State accounting
system is targeted for July 1, 1985 implementation. This system will improve
the ability of geographically disbursed agencies to submit their payments more
timely through remote terminals. The system will speed up turnaround and
reflect status changes on an overnight basis. These features will allow
ager.v-ies to be more responsive to their creditors.

All costs of this legislation would be 100% State funds. The U.S. Office of
Management and Budget has advised us that the Prompt Payment Act (P.L. 970177)
prohibits use of Federal grant funds for payment of interest penalties and
disallows the use of any non-Federal funds expended for such interest penalty
toward any matching requirement applicable to any Federal grant.

19/3D1/0123-01/3



Page 3 of 4

Additional Fiscal Nete Analysis - CS HB 30

It appears to us th<\t this Bill is not consistent. In Section 1(c), to pay
interest from the date of receipt of the invoice is not consistent with
another provision that allows us a period of 30 days to make payment without

penalty. The penalty should start accruing on the 30th day after receipt of
the invoice.

19/3D1/0123-01/4



Page 4 of 4
Fiscal Note Analysis - CS HB-30

Computation of Vendor Payments Basis

1. Enacted Budget for Fiscal Year 1984 $4,691,603,187.
Less 2 Permanent Fund Dividends (2,409,200.
3. Grants & Claims (469,850,200.
4. University of Alaska Payments (272,468,600.
5. State Salaries (844,676,700.
6. Loans (146,125,000.
7. Debt Service (270,089,474.
8. Capital (306,971,179.
9. Energy Program (381,800,000.

$1,997,212,634.

1,997,212,334 x .05 x 10.5%/12 mos. x 2 = 1,747,560 or 1.7 million
From FY 85 Legislature's Summary of Appropriation as annotated
Lead page - Enacted (less Governor's Vetos) Total Column

FCC page 7, CH 122, page 13, line 10

1
2
3 FCC page |, Objects of Expenditure Grants, Claims
4, FCC page 41, CH 122, page 80, line 10

5 FCC page |, Objects of Expenditure, Personal Services line, CC column
6

Lead page - Loans & Grants line, Enacted (less Governor's Vetos) Total
Column

~

FCC Lead page, Debt Service line, Enacted less Governor's Vetoes
8. Lead page enacted less Governor's Vetoes

9. Lead page enacted less Governor's Vetoes

19/3D1/0123-01/1



BACKGROUND ON 11B NO. 30

This bill has been requested hy numerous vendors that do business with

the State of Alaska. The State has become notorious for late payment of
invoices, forcing many private vendors to borrow money to supplement their
cash flow. This reduces their profit, and in some cases even eliminates it
as the profit on articles is very marginal.

The hill is patterned after a federal law entitled "The Prompt Payment
Act—Public Law 97-177". The Prompt Payment Act became effective October |,
1982 and when it wes introduced in Congress, it carried 133 sponsors.

The U. S. Amy Comptroller in Fort Greely, Mr. Leonard Lemon, advised the
Prompt Payment Act has improved their payment schedule and payment of invoices
has become routing and very prompt.

In a poll conducted by the National Federation of Independent Business, 3312
businesses ¢ in Alaska were in favor of this hill.

In the past the State has placed a very high fiscal note on this bill and

the State Admininstration claims it will have to completely reorganize it's
accounting system in order to fulfill the requirements set forth in this bill,
If this is so, then it should be done as this is an indicator our State's method
of handling accounts payable is inefficient and needs modifying.

Businessmen in Alaska need this hill—they have requested it. Their request
IS not unreasonable and should be supported by elected representatives of their
community.



ANALYSIS OF HB SO. 30

"An Act relating to payment for purchase by the State; and providing for an
effective date".

Section 1 (a) Requires the agency to pay on a required payment date as
defined under terms of a contract or 30 days after receipt of proper invoice.

Subsection (b) Provides for the State to take advantage of any discounts
offered by a vendor and if invoice is paid on time, the State agency will deduct th
amount of the discount offered from the total amount of the invoice.

Subsection (c) Establishes the rate of interest at 1.5% per month that must b
paid by the State for past due balance — also provides for the exclusion ofintere*
in the event the seller and the State have mutual agreement.

Subsection (d) 1. Exempts purchases of more than $500,000 from the
provisions of the bill.

Subsection (d) 2. -Provides for an exemption in the event the St'ate notifies t.

vendor or seller of a dispute in the invoice. ,
3 . @5Ym "\"KCT6 .

Subsection (e)Provides that any interest incurred by lack of prompt paymen
will be charged to the budget of the departmentinvolved.

Subsection (f) 1. Defines dispute as non-compliance, in performance or price
with the terms of the contract, as determined by administering State Officer.

Subsection (f) 2. Defineswhen payment is made.
Subsection (f) 3. Defines a state agency

Section 2. Exempts and contracts entered into before the effective date from
this Act's provisions.

Section 3. Provides an effective date of July 31, 1983.



§45.45.010 Alaska Statutes Supplement 845.45.010

Chapter 45. Trade Practices.

Article

1. Interest (§ 45.45.010)

2. Collection of Advance Interest (§ 45.45.080)

5. Regulation of Motor Vehicle Repairs (§ 45.45.240)

6. Motor Vehicle Warranties (88 45.45.300 — 45.45.360)

Article 1. Interest.

Section
10. Legal rate of interest

Sec. 45.45.010. Legal rate 0f interest, (a) The rate of interest in
the state is 10.5 percent a year and no more on money after it is due
except as provided in (b) of this section.

(b) No interest may be charged by express agreement of the parties
in a contract or loan commitment which is more than five percentage
points above the annual rate charged member banks for advances by
the 12th Federal Reserve District on the day on which the contract or
loan commitment is made. A contract or loan commitment in which the
principal amount exceeds $25,000 is exempt from the limitation of this
subsection.

(c) [Repealed, § 3 ch 84 SLA 1973.]

d) [Repealed, 8 2 94 SLA 1981.]
EEi [Repealed, 8+ ch 146 SLA 1974]

(f) No bank, credit union, savings and loan institution, pension fund,
insurance company or mortgage company may require or accept any
percent of ownership or profits above its interest rate. This subsection
does not apply to a loan if the principal amountofthe loan is$1,000,000
or more and the term of the loan is five years or more.

(g) Loan contracts and commitments covering one- to four-family
dwellings may be prepaid without penalty, except federally insured
loans that require a prepayment penalty.

(h) Ifthe limitations on interest rates provided for in this section are
inconsistent with the provisions of any other statute covering maxi-
mum interest, service charges or discount rates then the provisions of
the other statute prevail. (§ 25-1-1 ACLA 1949; am § 20 ch 143 SLA
1968; am § 2 ch 69 SLA 1969; am 88 1, 2 ch 94 SLA 1969; am §8 1, 2
ch 239 SLA 1970; am 8 1 — 3 ch 84 SLA 1973; am §8 1 — 4 ch 146
SLA 1974; am § 1ch 110 SLA 1976; am § 1ch 159 SLA 1976; am § 2
ch 107 SLA 1980; am §8 1,2ch 94 SLA 1981;am 8 1ch 56 SLA 1982)

Cross references. — As to alternate  tuted "on the day on" for "that prevailed on
technology and power resource loans, see  the 25th day of the month preceding the
AS 45.88.030(e). commencement of the calendar quarter

Effect of amendments. — The 1981 during" preceding "which the contract” in

amendment, in subsection ib> deleted the first sentence and substituted
"dated after June 4. 1976" following "825,000" for "$100,000" preceding "is
“contract or loan commitment" and substi- exempt" in the second sentence. The

68



836.90.001 Public Contracts 836.90.001

Cross references. — As to limitation of Collateral references. — Right of
home rule power regarding municipal municipal corporation to recover back
exemption on contractor bond require- from contractor payments made under
ments, see AS 29.13.100(38). As to require-  contract violating competitive bidding
ment that a municipality use ordinances  statute. 33 ALR3d 397.

to exempt contractors from compliance Liability of municipality on quasi
with general requirements relating tocer-  contract for value of property or work
tain bonds, see AS 29.48.130(a)(12). furnished without compliance with
Editor's notes. — This section was bidding requirements. 33 ALR3d 1164.
redrafted by the revisor of statutes to Municipal property as subject to

remove personal pronouns in conformity = mechanic's lien. 51 ALR3d 657.
with AS 01.05.031(c) and § 4, Chapter 58,
SLA 1982.

Chapter 90. Miscellaneous Provisions.

Section
01. Public construction contract payments

Sec. 36.90.001. Public construction contract payments, (a) The
state shall initiate procedures to pay the contractor under a public
construction or public work contract within 15 days after the contractor
submits to the state a bill for materials provided or services performed
and a sworn statement that all employees employed on the project by
the contractor and all subcontractors have been paid not less than the
established prevailing rate of pay as determined and published by the
Department of Labor.

(b) Ifthe state fails to make a payment due the contractor under this
section within 30 days after receiving a contractor’s billing, the state
shall pay interest to the contractor under AS 45.45.010(a) on the
amount due. n

(c) The state or a political subdivision of the state is liable to a
contractor registered under AS 08.18 for interest at the rate provided
in AS 45.45.010(a) on retainage on a contract for public works or public
construction. Interest on retainage accrues from the date of approval of
a pay estimate until the date of payment to the contractor. A contract
provision purporting to waive the interest provisions of this subsection
is void as contrary to public policy.

(d) A political subdivision that has a population of 500 or less is
exempt from the payment of interest provided in (c) of this section.

(e) A political subdivision that receives a state grant for a public
construction or public works project may use money from the state
grant to pay the interest on retainage under contracts for the project
as required by (c) of this section. (§ 1 ch 85 SLA 1982)

Editor's notes. — Section 3,ch. 85, SLA  apply to contracts entered into after the
1982, provides: "The provisions of this Act  effective date of this Act (July 1, 19821.”



Offered: 2/20/85
Referred: Finance

Original sponsor: Shultz

IN THE HOUSE BY THE STATE AFFAIRS COMMITTEE

CS FOR HOUSE BILL NO. 30 (State Affairs)

IN THE LEGISLATURE OF THE STATE OF ALASKA

FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to payment for purchases by the
state; and providing for an effective date."”

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

* Section 1. AS 37.05 is amended by adding a new section to read:
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Sec. 37.05.275. PAYMENT FOR STAT_ PURCHASES. (a) Payment for
purchases of goods or services provided a state agency must be made on
a required payment date that is

(1) the date on which payment 1is due under the terms of a
contract; or

(2) 30 days after receipt of a proper invoice for the
amount of the payment due, if a specific date on which payment is due
is not established by contract and if the invoice contains or is
accompanied by documents required by the contract or purchase order.

(b) If a seller offers a discount from the amount otherwise due
for property or services in exchange for payment within a specified
period of time, the state agency may make payment in an amount equal
to the discounted price only if payment 1is made within the specified
period of time.

(c) If payment for goods or services purchased by the state is
not made within 30 days of a required payment date under (a)(1) of
this section cr on the required payment date specified 1in (a)(2) of
this section, the state shall pay interest on tiie unpaid balance from
the date of receipt of the proper invoice for the goods or services at

the rate provided by AS 45.45.010(a) unless an agreement exists

-1- CSHB 30(SA)
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between the seller and the state that precludes the charging of inter-
est.
(d) This section does not apply

(¢D) if the cost of the goods or services purchased exceeds
$500,000;

(2) to payment for specific goods or services in dispute
after a seller of goods or services receives notice from the state
official responsible for authorizing payment for goods and services
that the amount of the invoice or quality of specific goods or ser-
vices 1is in dispute and stating fhe reasons for the dispute; the state
agency shall pay for the specific goods or services in dispute within
30 days after resolution of the dispute; or

(3) to a contract covered by AS 36.90.001.

(e) Interest paid under (c) of this section shall be charged to
the budget of the state agency that purchased the goods or services.
(f) In this section

(¢D) "dispute" means a determination by the state official
responsible for authorizing the payments for the purchase of goods or
services that the performance or price charged is not in compliance
with the terms of the contract or purchase order;

(2) payment is considered made on the date when the payment
is personally delivered to the seller or agent of the seller or on the
date the payment is mailed;

3) "state agency" has the meaning given in AS 37.05.400
and also includes the legislative and judicial branches.

Sec. 2. This Act does not apply to contracts entered into before the

effective date of this Act.

*

CSHB

Sec. 3. This Act takes effect October 1, 1985.

30(SA) -2-
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Introduced: 1/14/85
Referred: State Affairs and
Finance

IN THE HOUSE BY SHULTZ
HOUSE BILL NO. 30
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to payment for purchases by the
state; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 37.05 is amended by adding a new section to read:
Sec. 37.05.275. PAYMENT FOR STATE PURCHASES. () Payment  for
purchases of goods or services provided a state agency must be made on
a required payment date that 1is
(1) the date on which payment is due under the terms of a
contract; or
(2) 30 days after receipt of a proper 1invoice for the
amount of the payment due, if a specific date on which payment is due
is not established by contract and if the invoice contains or is
accompanied by documents required by the contract or purchase order.

(b) If a seller offers a discount from the amount otherwise due
for property or services in exchange for payment within a specified
period of time, the state agency may make payment in an amount -equal
to the discounted price only if payment is made within the specified
period of time.

(c) If payment for goods or services purchased by the state 1is
not made within 30 days of a required payment date wunder (a)(1) of
this section or on the required payment date specified in (a)(2) of
this section, the state shall pay interest on the unpaid balance from
the date of receipt of the proper invoice for the goods or services at

the rate provided by AS 45.45.010(a) unless an agreement exists

-1- HB 30
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between the seller and the state that precludes the charging of inter-
est.
(d) This section does not apply

(1) if the cost of the goods or services purchased exceeds
$500,000;

(2) to payment for any specific goods or services in dis-
pute after a seller of goods or services receives notice from the
state official responsible for aphorizing payment for goods and
services that the amount of the invoice or quality of specific goods
or services 1is in dispute and stating the reasons for the dispute; or

(3) to a contract covered by AS 36.90.001.-

(e) Interest paid under (c) of this section shall be charged to
the budget of the state agency that purchased the goods or services.
(f) In this section

(1) "dispute" meansa determination by the state official
responsible for authorizing the payments for the purchase of goods or
services that the performance or price charged is not in compliance
with the terms of the contract or purchase order;

(2) payment 1is considered made on the date when the payment
is personally delivered to the seller or agent of the seller or on the
date the payment 1is mailed;

(3) "state agency" has the meaning given in AS37.05.400
and also includes the legislative and judicial branches.

Sec. 2. This Act does not apply to contracts entered into before the

effective date of this Act.

Sec. 3. This Act takes effect October 1, 1985.

HB 30 -2-



COMMITTTETE REPORT

SENATE

FURTHER:

3/14/85
Date rvw Jfc

Mr. President

The Committee on NANCL considered CSHB 30(Fin)
payment for purchases by the statet eld.

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" [ ] NEW FISCAL NOTE
reports it back without recommendation S
t recommends referral to Committee
MEMBERS SIGNING MEMBERS HAVING
DO PASS OTHER RECOMMENDATIONS
p i
/.7 7/ ¥ /L

Chairman

/ ¥, i h*
Chairman recommendation
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FISCAL ;pte

Revision Oats:

RECL'EST ~ FISCAL DETAIL
Biii/Aesclution No.: CSHB30 (Fin)*gency Mrrectea;

ah
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Prepared By: Al Adams - Chairman
Division: House Finance Committee
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Offered: 3/4/85
For Today"s Calendar

Original sponsor: Shultz

IN THE HOUSE BY THE FINANCE COMMITTEE

CS FOR HOUSE BILL NO. 30 (Finance)

IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to payment for purchases by the
state; and providing for an effective date."

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

* Section 1. AS 37.05 is amended byadding a new sectionto read:
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Sec. 37.05.275. PAYMENT FOR STATE PURCHASES. (a) Payment for
purchases of goods or services provided a state agency must be made by
a required payment date that is

(1) the date on which payment 1isdue underthe terms of a
contract; or

(2) 30 days after receipt of a proper billing for the
amount of the payment due, if a date on which payment is due 1is not
established by contract and if the billing contains or is accompanied
by documents required by the contract or purchase order.

(b) If a seller offers a discount from the amount otherwise due
for property or services in exchange for payment within a specified
period of time, the state agency may make payment 1in an amount equal
to the discounted price only if payment is made within the specified
period of time.

(c) If payment for goods or services purchased by the state 1is
not made on or before a required payment date under (a) of this sec—
tion, the state shall pay interest on the unpaidbalance fronm the
required payment date at the rate of 1.5 percent a month, unless an
agreement exists between the seller and the state that establishes a

lower rate of interest or precludes the charging of interest. If the

-1- CSHB 30(Fin)
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interest-bearing period of time is either (1) a fraction of a month or
(2) one or more full months plus a fraction of a month, the state
agency shall pay the same amount of interest for the fraction of a
month as it would pay for a full month.

(d) This section does not apply

(€D) if the cost of the goods or services purchased exceeds
$500,000;

(2) to payment for specific, goods or services in dispute
after a seller of goods or services receives notice from the state
official responsible for authorizing payment for goods and services
that the amount of the invoice or quality of specific goods or ser-
vices 1is 1In dispute and stating the reasons for the dispute; the state
agency shall pay for the specific goods or services in dispute within
30 days after resolution of the dispute; or

(3) to a contract covered by AS 36.90.001.

(e) Interest paid under (c) of this section shall be charged to
the budget of the state agency that purchased the goods or services.
(f) In this section

(¢D) "dispute" means a determination by the state official
responsible for authorizing the payments for the purchase of goods or
services that the performance or price charged is not in compliance
with the terms of the contract or purchase order;

(2) payment is considered made on the date when the payment
is personally delivered to the seller or agent of the seller or on the
date the payment 1is mailed;

3) "state agency" has the meaning given in AS 37.05.400

and also includes the legislative and judicial branches.

* Sec. 2. This Act does not apply to contracts entered into before the

effective date of this Act.

CSHB 30 (Fin) -2-
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1985.
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STATE OF "ALASKA 1985 TEGTSESTT7E SESSION
FISCAL NOTE

Revision Date:

Page 1 of 14 Page 1of %

Request

Bill/Resolution No.

FISCAL DETAIL

. €S HB30 (SA) Agency Affected: ah

Title 1 Relating to Payment for Program Category Affected: aii

Purchases by the State
Sponsor:  schultz

BRU, Program or Subprogram!sj Affected:

Requestor: House State Affairs

Date of Request:

February 15, 1985

EXPENDITURES/REVENUES:  (Thousands of Dollars)

OPERATING
100 PERSONAL SERVICES

200 TRAVEL

300 CONTRACTUAL

400 SUPPLIES

500 EQUIPMENT

600 LAND & STRUCTURES
700 CRANTS, CLAIMS
800 MISCELLANEOUS

Total operating
CAPITAL
REVENUE

FY 8 FY 86 Fy 87 FY 88 TT89 FY 90
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TOTAL
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FULL-TIME
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TEMPORARY

0 2,700.0 2,700.0 2,700.0 2,700.0 2,700.0
0 «2,700.0 2,700.0 2,700.0 2,700.0 2,700.0
0 0 0 0 0 0

ANALYSIS: (Attach a separate page if necessary)

Prepared By: Kenneth e. Btschoff Phone: *&240

Division: Finance

Date:  February 15, 1985

Approved by Commissioner: Lisa Rudd ate:
Agency: Department of Administration'

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor

Requestor

Office of Management and Budget
Impacted Agency(ies) Rev. 7/1/84
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Fiscal Note Analysis

CS MB 30 (SA)

The issue of timely payment for State purchases has been before the Legisla-
ture for several sessions. It is clearly desirable that the State pay for its
purchases as promptly as possible. This proposal will cause the State to have
to choose between verifying invoiced charges to avoid questionable payments,
and short-cutting review procedures to avoid penalty interest payments.

Currently, the average payment time for the State is 25 days from the vendors'
invoicing date to the paying warrant date. Generally, those agencies which
show payment time in excess of 30 days are:

1 Military Affairs

2. Fish and Game

3. Corrections

4.  Alaska Court System

These four agencies have a wide network of field locations, causing delays in
verification and transmission of invoices.

To decrease the penalties under this legislation, State agencies will incur
costs for increased staff to track and pay all purchase invoices within this
legislation's time constraints. It is hard to arrive at a definite cost for
this legislation, but by using various assumptions, such as that $1,997.2
million of a $4.7 billion dollar budget is for vendor payments and that 3%
will fall under the interest penalty provisions, and that all penalty payments
are made within 60 days of receipt of invoice, then an estimated interest
penalty cost of $1.7 million ($1,997.2 million x .05 x 10.5%/12 mos. X 2 mos.)
would occur. It is estimated that additional effort required of the agencies
é[;o track and make timely payments for purchases would cost the State about
1.0 million.

It would be difficult to improve payment times under existing payment systems
without incurring significant additional costs. The new State accounting
system is targeted for July 1, 1985 implementation. This system will improve
the ability of geographically disbursed agencies to submit their payments more
timely through remote terminals. The system will speed up turnaround and
reflect status changes on an overnight basis. These features will allow
agencies to be more responsive to their creditors.

All costs of this legislation would be 100« State funds. The U.S. Office of
Management and Budget has advised us that the Prompt Payment Act (P.L. 970177)
prohibits use of Federal grant funds for payment of interest penalties and
disallows the use of any non-Federa! funds expended for such interest penalty
toward any matching requirement applicable to any Federal grant.

19/3D1/0123-01/3
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Additional Fiscal Note Analysis - CS HB 30 (SAY

It appears to us that this Bill is not consistent. In Section 1(c), to pay
interest from the date of receipt of the invoice is not consistent with
another provision that allows us a period of 30 days to meke payment without

penalty. The penalty should start accruing on the 30th day after receipt of
the invoice.

19/301/0123-01/4
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Fiscal Note Analysis - CS HB-3Q('SA)

Computation of Vendor Payments Basis

1 Enacted Budget for Fiscal Year 19834 $4,691,603,187.
Less 2. Permanent Fund Dividends (2,409,200.)
3. Grants & Claims (469,850,200.)
4.  University of Alaska Payments (272,468,600.)
5. State Salaries (844,676,700.)
6. Loans (146,125,000.)
7. Debt Service (270,089,474.)
8. Capital (306,971,179.)
9.  Energy Program (381,800,000.)

$1,997,212,634.

1,997,212,334 x .05 x 1055512 mos. x 2 = 1,747,560 or 1.7 million
From FY 85 Legislature's Summary of Appropriation as annotated
1 Lead page - Enacted (less Governor's Vetos) Total Column

2. FCC page 7, CH 122, page 13, line 10

3. FCC page |, Objects of Expenditure Grants, Claims

4. FCC page 41, CH 122, page 80, line 10

5. FCC page I, Objects of Expenditure, Personal Services line, CCcolumn

6. Lead page - Loans & Grants line, Enacted (less Governor'sVetos) Total
Column

7. FCC Lead page, Debt Service line, Enactedless Governor's Vetoes

8. Lead page enacted less Governor's Vetoes

9. Lead page enacted less Governor's Vetoes

19/301/019*1-01/1



N - _Statewide Budget Office
J (907) 374-7593

University of Alaska
Statewide System of Higher Education

Fairbanks, Alaska 99701 RECEIVEZTI) MAR 1 ~ 1S85

March 8, 1985

The Honorable Don Bennett
Pouch V
Juneau, AK 99811

Dear Senator Bennett:

Lost week the House passed CSHB 30 (Fin), "An Act relating to the payment
for purchases by the state; and providing for on effective date.” The bill

has been forwarded to the Senate for your consideration.

The purpose of this legislation is to encourage state agencies (including
the University of Alaska) to pay bills on time. Itrequires that interest be
paid by agencies if payment is not mode within 30 days after receipt of an

invoice.

While lunderstand the public policy purposes which lead to the
introduction of this legislation, it causes some trouble for the University
of Alaska because of the distance between receiving units and paying
offices. This problem is especially severe for community college and rural
education centers. Due to delays in mail service between these units and
the CCREE division office In Anchorage, It is occasionally impossible to
pay within 30 days. 1In an era of reduced budgets, it is unfortunate that
these small units will be forced to dig deeper into their budgets to pay for
goods received. Would it be possible to (a) exempt from the legislation
goods or services provided to a state agency in rural areas or (b) allow an
additional 30 days for goods or services provided to a state agency in rural

areas?

The second problem is one which could effect all state agencies. The
legislation provides that payment must be paid within 30 days of invoice,

without speaking to whether goods or services have been received. Given



University of Alaska

Senator Don Bennett Page 2
March 0, 1985

i
the potential for fraudulent billing of state agencies, and the difficulty in
receiving reimbursement for improper payments, we believe It is essential
that goods or services be received before the 30 day period begins. This

could be taken care of by on amendment to page 1 lines 15-18 which reads:

"(2) 30 days after receipt of a proper billing for the amount of the
payment due, or 30 days after receipt of the poods and services purchased.
whichever 1s later, if a dote on which payment is due is not established by
contract and if the invoice contains or is accompanied by documents

required by the contract or purchase order."

l appreciate your consideration of the University of Alaska 3 concerns with
this legislation. Please do not hesitate to contact me if you hove any

questions.

Director of Budget Development

cc: Senator John Sackett, Chairman, Senate Finance
Senator JanFaiks, Chajrmon, Senate Finance ,
Senator Bettye Fahrenkomp, Chairman, Senate HESS
Representative Richard Schultz, prime sponsor

Wendy Redmon, Director of Government Relations, UA systen



BACKGROUND ON HB NO. 30 - -

This bill has been requested by numerous vendors that do business with

the State of Alaska. The State has become notorious for late payment of
invoices, forcing many private vendors to horrow money to supplement their
cash flow. This reduces their profit, and in some cases even eliminates it
as the profit on articles is very marginal.

The bill is patterned after a federal law entitled "The Prompt Payment ™
Act—Public Law 97-177". The Prompt Payment Act became effective October-1,
1982 and when it was introduced in Congress, it carried 133 sponsors.

The U. S. Amy Comptroller in Fort Greely, Mr. Leonard Lemon, advised the
Prompt Payment Act has improved their payment schedule and payment of invoices
has become routing and very prompt.

In a poll conducted by the National Federation of Independent Business, 3312
businesses «in Alaska were in favor of this bill.

In the past the State has placed a very high fiscal note on this bill and

the State Adraininstration claims it will have to completely reorganize it's
accounting system in order to fulfill the requirements set forth in this bill.
If this is so, then it should be done as this is an indicator our State's method
of handling accounts payable is inefficient and needs modifying.

Businessmen in Alaska need this bill—they have requested it. Their request
IS not unreasonable and should be supported by elected representatives of their
community.



ANALYSIS OF HB HO. 30

effective date"I"9 t0O payment for Purchase bY the State; and providing for an

Section 1 (a) Requires the agency to pay on .a required payment date as
defined under terms of a contract or 30 days after receipt of proper invoice.

Subsection (b) Provides for the State to take advantage of any discounts
offered by a vendor and if invoice is paid on time, the State agency will deduct t
amount of the discount offered from the total amount of the invoice.

Subsection (c) Establishes the rate of interest at 1.5% per month that must
paid by the State for past due balance — also provides for the exclusion of inten
in the event the seller and the State have mutual agreement.

Subsection (d) 1. Exempts purchases of more than $500,000 from the
provisions of the bill.

Subsection (d) 2. eProvide's for an exemption in the event the State notifies
vendor or seller of a dispute in the invoice. ,
3, v/o AVvtVKCrt).
Subsection (e)Provides that any interest incurred by lack of prompt payme.
will be charged to the budget of the departmentinvolved.

Subsection (f) 1. Defines dispute as non-compliance, in performance or pric
with the terms of the contract, as determined by administering State O fficer.

Subsection (f) 2. Defineswhen payment is made.
Subsection (f) 3. Definesa state agency

Section 2. Exempts and contracts entered into before the effective date fron
this Act's provisions.

Section 3. Provides an effective date of July 31, 1983.



COMMITTTETE REPORT

SENATE

furthertT FINANCE
3/5/85
Dat
Mr. President
The Committee on STATE AFFAIRS considered CSHB 30(Fin)

relating to payment for purchases by the state; efd.

and (@ majority of the committej® (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" [ ] NEW FISCAL NOTE

reports it back without recommendation

( recommends referral to Committee
MEMBERS SIGNING MEMBERS HAVING
DO PASS 1ENDATIONS

Tare ip f/&M

Chal/ £ ~ n~ n

N

Chairman recommendation



