
ALA SK A  L E G IS L A T U R E  COMMITTEE L I L E S I  SS I -  I S S S  B5T21 4 5 4  S H E S S j  SB 13 - S B  1 8  ^ ____ 2 l t  ____ __  / * f <



H o n o r a b l e  Terry Gardi n e r - 6 - J a n u a r y  18, 1980

ayments
o
ndividuals

evelopment 
rojects

o p e rating b u d geting process to inform such policy decisions. 
Cer t a i n l y  some particular expenditures will have benefits 
outweighing any arbitrage earnings.

Other O p p o r t u n i t y  Costs of Cash for Projects

T o  the extent c a s h  left on the table from bonding for capital 
projects is used for c a s h  payments to individuals or ii vestment 
in other than the money and bond markets, the a r b itrage a r g u­
ment m a y  still be valid.

Certainly, if an individual receives a cash payment, he can 
invest it at the higher taxable market rates and thus earn 
the arbitrage on his own account. Of course, he m a y  spend 
it instead; though presumably he is judging his present 
consumption to h a v e  grea t e r  utility than possible future 
c o n sumption augmented even at mark e t  rates of interest.

Where this alternative really falls i kort in relation to state 
arbitrage with payment of the earnings to individuals is the 
federal tax bite that would be taken out of principal if it 
is given to individuals. Instead, the money could be loaned 
to individuals at the tax-exempt cost to the state and in 
that w a y  retain the arbitrage argument's validity; this, of 
course, removes the possibility of expenditure of the principal 
by individuals.

The arbitrage a r g ument can certainly be enhanced if the state 
or individuals w i t h  state loans can make investments which 
yield even g r e ater returns than the money and bond markets.
If these are d e v e l o p m e n t  projects in Alaska, there may be 
other benefits besides a higher -ate of return. The s t r t e ’s 
fiscal position m a y  be benefited, its bond ratings possibly 
improved, etc., from the expanded tax base if inmigration is 
r.ot pronounced or state budgets do not swell as a result. 
Incomes and employment will increase, hopefully for the long- 
run if the project if. economically viable. Of course, there 
is alv;ays a d a n g e r  tnat the state will be providing consumption 
disguised as investment.

B o n d Inc Purine Periods of Hich Interest Rates

One final consideration as to whether to bond or pay cash 
would be the possibility of avoiding bonding during periods 
cf high interest rates. Referring to Chart 1 again, one can 
see that municipal bonds' interest rates have varied from 
to 7S during the 1970's. Thus, paying cash would save at 
most 2% based on recent experience, while foregoing the 
o p p ortunity tc e a r n  3% to 41 in arbitrage. Moreover, careful 
timing of actual bond sales by the a d ministration n a y  help
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keep interest cost down. Lags in the political process 
would m a k e  it diffi ult to attempt to take advantage of 
swings in interest t tes from the legislative end of things 
a n y w a y .

Revenue Bonds

The discussion heretofore of cash vs. bonding as a financing 
method for capital projec, - is for the m o s t  part applicable 
to general obligation and . avenue bonds. However, paying 
cash or using general oblig. tion bonds where a revenue bond 
can be used results in a shi ting of the costs of benefits 
for a particular gr o u p  from t at group to the general 
populace and is usually judgea to oe unacceptable.

If the equity considerations art not overriding, general 
o bligation bends are certainly ci -*aper than revenue bonds; 
recent sales have had a .7% to 1..' advantage over revenue 
bonds. Of course, siginficant inc. -*ases in indebtedness on 
account of this wou l d  eventually ha a adverse effects on 
interest costs on all new 3C)B's. Re.ardless of equity 
considerations, revenue bonds would s ill offer arbitrage 
opportunities whether the cash alterna ive has state funds 
or user income as its source. Any shir away from revenue 
bonding might necessitate review of the ' d i c y  for user 
charges and accrued surpluses.

2. WHAT APE THE PRO'S AND CON'S CF PAYING O U R  PRESENT
DEBT SERVICE?

Given the short maturity structure of our pres nt debt, the 
equity situation would not be much changed by paying it off 
since either way it appears that it will be oil revenues, not 
individual taxpayer dollars, that will be used to pay it off.

By not paying t off, the state can in theory continue to 
earn arbitrage. However, this dcnends on to what alternative 
use the potential bond redemption *unds are put as discussed 
under question 1; if they are spent on budget items there is 
no arbitrage.

As discussed in the John Nuveen & Co. letter and also the 
attached April 3, 1978 White Weld letter, Alaska compares 
unfavorably against the traditional yardsticks used to rate 
bonds, i.e. debt per capita, debt as a percent of personal 
income, etc. Paying off our debt would dramatically improve 
our statistics, including the one deemed most relevant in 
our case, debt service as a percent of general fund revenues.
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However, tv is act i o n  wo u l d  do nothing to overcome the lack of 
d i v e r s i f i c a t i o n  in the economy and the almost complete d e p e n­
dence of state revenues on a single source, Prudhoe Bay.
Besides, there is no assurance that in following years bond 
a u thorizations n i g h t  n o t  be sought which would put indebtedness 
back at traditional levels. Thus, paying off existing ind e b t­
edness m i g h t  lessen interest costs on future issues and possibly 
improve the state's bond ratings if the redemption is seen as 
part of a long-range policy of fiscal restraint and convincingly 
docu m e n t e d  in long-range capital budget plans.

However, as indicated in Tables 3 and 4, the m a x i m u m  reduction 
in interest costs should the state be upgraded to the highest 
rating (Aaa) wou l d  normally be no more than thirty basis points 
or .3%. This w o u l d  be o n e -tenth the amount that could be 
earned, 3%, in arbitrage if the funds were invested instead 
of used to pay off the bonds. Thus, paying off $680 million 
in outstanding d e b t  would require the issuance of $6.8 billion 
in new d e b t  for interest savings to make up the lest arbitrage. 
Undoubtedly, our interest differential wo u l d  be erased long 
before that level of indebtedness was reached. Although some 
i m p rovement could also be expected in rates and ratings for 
other Alaska municipals which track somewhat with the state, 
this m e t h o d  of paying off indebtedness would still not be an 
at t ractive investment, but would be a method of budgetary 
restraint.

A n  alternative that would possibly be a good investment though 
not a b s o r b  as m u c h  funds is to pay off the tail end of the 
state's debt service, i.e. the longer maturity bonds. Stealing 
G a l lagher of Nuv e e n  & Co. estimates that possibly $100 million 
so spent would have almost the same impact as paying off all 
i n d e b t e d n e s s .

3. W H A T  ARE T H E  PRO'S AND CON'S OF PAYING OFF PRESENT 
MUNICIPAL DEBT?

C o nsidering the state as a whole, the arguments here are the 
same as for question 2. The potential arbitrage from retaining 
indebtedness is almost as great since the MuniciDal Bond Bank 
Au t hority carries an A rating, only slightly below the state's.
Of course, looking at it solely from the municipalities point 
of view, payoff is desirable since the cash comes from the 
state, not the municipality. This would be an expenditure from 
the state's point of view, whereas paying off it3 own liabilities 
does not change its net worth.
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The improvement in interest costs should be about the same 
magnitude as that for the state, thus putting the amount of 
new debt required to realize savings in interests costs 
e q u ivalent to the foregone arbitrage at odds with the idea 
of reduced levels of indebtedness to secure better interest 
rates. Aga i n  though, paying off the tail end maturities 
mig h t  be a good investment.

Any such program to payoff municipal debt would not benefit 
individuals in unorganized areas or municipalities with no 
debt. If the proposal is a blanket payoff of 100% of o u t­
standing debt, some municipalities will benefit more than 
others, even on a per capita basis. "Alaska Taxable 1979" 
indicates that municipal debt per capita varies from $120 
to $26,751 Payoff of equal amounts on a per capital basis 
would be more equitable than payoff of all or a percentage 
of total indebtedness.

There would be no assurance that m u n i c i p a 1ities would pass 
on the savings in debt service to taxpayers rather than 
increasing other budget expenditures. Direct payments or 
credits to taxpayers might be superior in this regard. If 
a municipal debt redemption program is to be considered, it 
might also be appropriate to consider ceilings on municipal 
i n d e b t e d n e s s .

4. AT WHAT LEVEL SHOULD WE BOND FOR CAPITAL IMPROVEMENTS?
BY W H A T  LOGIC?

eccinriended The John Nuveen & Co. letter suggests $175 to $225 million 
evels per year, which would be $350 to $450 million in authorizations

this session. The Governor reputedly will insist on no more 
that $300 million in authorizations this session because of 
concerns that the rising level of debt service will leave 
little room for increases in other operating items within 
his long-range budget growth ceilings. The possibility of 
stretching out maturities based on improved revenue p r o­
jections might permit the Governor to increase debt and debt 
service and still meet his budget growth objectives. 
Authorizations in the 1978 session totaled $275 million 
exclusive of the $966 million new capital bond issue.

tandardn According to the White Weld memo, debt service could be as 
high as 16% of general fund revenue before the state would 
experience significant interest penalties. In the jidgt.^r.t 
of John E. Petersen, Director of the Government Finance 
Research Center of the Municipal Finance Officers Association 
(MFOA), as quoted in his book, The Ratino G a m e , "a -atio of 
ten percent is felt to be the separation between ‘.utter and 
lesser creditworthiness, fifteen percent warrants concern, 
and it should never exceed twenty to twenty-five percent."
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Potential Ten perc e n t  of the $3,052.2 million estimated as FY 80
Levels unrestricted revenue in the Department of Revenue's "Revenue

Sources" would be $300 million in debt s e r v i c e . $300 m i l lion
a year in debt service over a ten year period would amortize
$2,252.3 m i l lion at 6% interest. Thus, the state could 
theoretically increase its current total indebtedness of 
$680 million several times over, this session, if future 
bonding were to be cut back considerably.

Market In reality, the market limits are more likely determined
Limits • "by intangible, psychological, perhaps even irrational factors

and attitudes" according to the Nuveen letter, whi c h  further
states that "no one can accurately predict w h a t  level of d e b t  
w i l l  trigger a reaction leading to a negative shift in market 
sentiment". (Should it be desired Legislative Finance can 
readily run long-range computer projections of debt service
in relation to revenues based on a given pattern of bond
a u t h o r i z a t i o n s .)

It appears there are no ready-made rules for the level of 
debt; by the above standard the state has tremendous unused 
capacity -- by other standards such as debt per capita 
there is no excess capacity. The state can always find the 
limits by testing the water. Needless to say, budgetary 
restraint a r .d sound management of the state's portfolio 
will increase its debt capacity in relation to a given level 
of r e v e n u e s .

UPDATE

5. WHAT IS OUR PRESENT MUNICIPAL DEBT?

As of July 1, 1979 the general obligation bond deut of 
municipalities was $768,508,903.

ADDENDUM

You may note that in our letter to Nuveen we wondered if 
a guarantee fund for general obligation bonds would improve 
interest costs or ratings. Nuveen felt it would raise more 
cues' * ’ns than it would be worth.
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STATE OT ALASKA

GENERAL OBLIGATION BONDS 
Debt Service by Fiscal Years 

June 30, 1979

Total Debt Net Ca6h

FI seal Service To Redemption Required By

Year Prlncipal Interest Maturl ty Reserve Fiscal Year

1959 $ $ 65,635.00 $ 65,635.00 § $ 65,635.00

I960 30,000.00 99,212.69 129,212.69 129,212.69

1961 93,000.00 90,650.75 183,650.75 183,650.75

1962 111,000.00 737,998.50 1,068,998.50 I .068,998.50

1963 566,000.00 856,632.00 I ,622,632.00 1,622,632.00

1966 587,000.00 I,299,202.50 1 ,886,202.50 1 ,886,202.50

1965 877,000.00 1,353,038.00 2,230,038.00 2,230,038.00

1966 1,202,000.00 I,307,683.50 2,509,683.50 2,509,683.50

196 7 1,268,000.00 1,677,588.50 2,725,588.50 2,725,588.50

196 a I,778,000.00 2 ,877,017.0> 6,655,017.05 • 6 ,655,017.05

1969 3,761,000.00 6,058,305.75 7,819,305.75 9,000.00 7,810,305.75

19 70 3,770,000.00 5,5 15,721.95 9,305,721.95 85.00 9.305,636.95

1971 7,971,000.00 7,330,703.05 15,301,703.05 15,301,703.05

1972 9,705,000.00 9.791,396.20 19,698, 396.20 19,698,396.20

1973 11,365,000.00 12,166,937.95 23,511,937.95 23,511.937.95

1976 12,352,000.00 16,029,9/6.80 26,381,976.80 26,381,976.80

1975 13,018,000.00 17,126,060.60 30,166,060.60 30,166,060.60

1976 12,500,000.00 22,61 \  109.85 35.115,109.85 10,926.13 35,106,185.72

197 7 12,915,000.00 28,968,936.75 61,883,936.75 26,689.87 61,859,266.88

197M 18,795,000.00 31,2 13.OJ6.75 50,028,036.75 92,852.08 69,935,182.67

1979 25, 710.,000.00 36,316,202.90 60,026,202.90 22d,0!9.75 59,796,183.15

19 BO 38,780,000.00 36,292,271.50 75,072,273.50 1,276,687.99 73,795,585.51

19B1 6 3,065,000.00 16,76 3,607.70 77,788,607.70 77,788,607.70

1982 66,265,000.00 32, 187, 781 .50 78,652,781 .50 78,652,781.50

1983 66,500,000.00 29.531,922.80 76,031,922.80 76,031,922.80

1986 66,965,000.00 26,922,165.35 73,867,165.35 73,867,165.35

198 5 66,830,000.00 26,322,860.60 71,152,860.60 71,152,860.60

1986 68,235,000.00 21,716,763.60 69,969,763.00 69,969,763.60

198/ 67,350,000.00 19,118,221.25 66,668,221.25 3,050.00 66,665,171.25
1988 67 .665,000.01) 1 6,532,505.00 66,197,505.00 66,950.00 66,130,555.00

i •• •« A r» ««»<•<
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S T A T I C  C»r A I . A S K A

GENERAL OBLIGATION BONDS 
Debt Service by Fiscal. Years 

June 30, 1979

Fiscal
Total Debt 
Service To

ro
fOvO

Year Principal Interest Ha tu r i ty

1989 4 L y 717,000.00 13,894,721.25 56,61 1 ,721.25
1990 34,550,000.00 1 1,746,590.00 46,296,590.00
1991 28,989,000.00 9,958,430.00 38,947,430.00
1992 29,849,000.00 8,303,425.00 38,152,425.00
1993 25,063,000.00 6,656,987.50 31,719,987.50
1994 20,598,000.00 5,219,975.00 25,817,975.00
1995 19,096,000.00 3,987,625.00 23,083,625.00
1996 18,610,000.00 2,864,412.50 21,4 74,412.50
1997 .4,865,000.00 1 ,800,419.75 16,665,419.75
1998 13,380,001.00 1,008,194.75 14,388,194.75
1999 $ 8,640,000.00 $ 368,931.25 $ 9,008,931.25
2000 2,531,030.00 69,081 .25 2,600,081.25

Totals $809,057,000.00 $504,561,713.19 $1 ,313,618,713.19

Pa id
as of
6/30/79 138,554,000.00 197,316,818.84 335,870,818.84

Kuina Inliij;
Mobility
as of
6/30/79 $670,503,000.00 $307,244,894.35 $ 977,747.894.35
(St. #67)

Redempt Lon 
Reserve

Net Cash 
Required By 
Fiscal Year

56,611 
46,296 
38,94 7 
38,152 
31,719 
25,817 
23,083 
21,474 
16,665 
14,388 
9,008 
2,600

,721.25 
,590.00 
,430.00 
,425.00 
,987.50 
,975.00 
,625.00 
,412.50 
,419.75 
, 194.75 
,931.25 
,081.25

$1,712,258.82 $1,311,906,454.37

365,485.83 335,505,333.01

$ 976,401,121.36

Stateaent 
#
6
9



TABLE 1

INTEREST RATES ON BONDS 
OF TWENTY Y E A R  OR GREATER MATURITIES

A a  Aa
YEAR CORPORATE MUNICIPALS DIFFERENCE

1979 9.77 6.00 3.77
197G 8.98 5.65 3.33
1977 8.20 5.34 2.86
1976 8.59 6.09 2.50
1975 9.51 6.70 2.81

Five-year A v e r a g e  3.05

Source: November 1979 Treasury Bulletin
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T A B L E  2

REPRESENTATIVE TAX-EXEMPT YIELDS 

(Based on major new issue offerings 
for week ending December 14, 1979)

Maturi tv r Aaa Aa A

1980 6. uO 6.10 6.20
1981*-.. 6 .00 6.10 6.20
1982 • 6 .00 6.10 6.20
1983 6.00 6.10 6.25
1984; • 6 .00 6.10 6.25
1985 6.00 6.10 6.30
1986 • 6.00 6.10 6.30
1987 6.00 6.10 6.35
1988 6.05 6.10 6.35
1989 6.10 6.15 5.35

1994 . 6.35 6.45 6.60

1999 6.60 6.75 6.85

Nunic'.oal Eond Av eraces
Week Nuveen Bend Dow-
Endi no I nbex Btver Jone

November 23 7.99 7.38 7.76
November 30 7.92 7.26 7.63
December 7 7.78 7.17 7.53
December 14 7.86 7.26 7.62

JOHN NUVEEN & CO INCORPORATED



T A B L E  3

D IFFER EN C ES B ETW EEN  ANNUAL AVERAGES O F YIELDS ON 10-YEAR. 
G E N E R A L  O B LIG A TIO N  BONDS. BY RATING 
(B asis  Points)

D ifferential Between G n d e t

Year Aa m ino i Aaa A m inus Aaa Baa m inus Aaa

IM S 25 58 79
1*50 19 54 75
1*55 U 47 96
1956 21 53 99
1*57 22 63 105
1*5* 22 59 92
1*5* 14 50 81
1*60 16 51 82
1*61 14 34 61
IM 2 II 25 52
1 * 0 8 20 4.3
1*64 7 19 42
1*65 7 19 40
IW 6 9 25 49
1*67 10 26 55
1*61 10 31 63
1*6* 15 37 62
i r o 26 47 63
1*71 28 33 67
1*72 15 34 52

S o u re r M x « I j i Scries: Annual i v t i i j e  of monthly differences

TABLE 4

IN T E R E ST  C O ST D IFFER EN T IA LS Ah ONG RATING CLASSES 
(Basts Poinisl

Study iT trlud )

D lffrrrn lla l Phelps’ Keitel* Petersen*
B etw een C rtdea (1957-31) 11959-67) (1*64-1971)

A aa-A a 21 13 13
Aa-A 33 21 19
A -Baa 33 23 30
B aa-B a — 33
fie*.
A aa-B aa 87 6 ' 62

*Oa.-w ii» DeMome Phelps. The Impeo of T i|h tem nt C itdn  on Mumttpal Capital Eipertdiiurts in the 
• L'n no Sines, ' Ya/r £<o«omi< C iM yi, Vol I (F ill p >fi) | n Phelps t equsnon. iw eirsl coil

d i f f t r r n tu l l between rating c lu t ir i *ary in proportion to the Frdefil Gostrnm rn l I lo n j iffm  fund m e , The 
f i |u * u  i  ■«!*« weir calculated t pu t the auumpiwn ilu i ih r long irim  oondme » t i )  perctni

'W f.n rn  A K c itr l . " A  S iudi of ih r E/lecn of CompemioA in ihr T t iE ie m p i Bond M n S n . '1 /o .n to l o/ 
Pcu.r.caf Economy  (Srpi 1971) Intirsd of uun j ih r nri in in r t l cost of ih r issue n  ih r dependent »u iib le m 
h it n u a in n . Krise l u trd ih r difference between in r iw rn iy .y tit rro ffrdng yirld ind W h iif t Yield of IU>. 
Siacdeid A I’.’ w s t t t in f t »cn usrd inttri<t of Moody t K e ite ls d m  um p lr nxludrd moir ihm 9000 bond 
i i t o r . ih ii ippesird between 19*9 ind l®»7, »nh virtually complete coveiaie of <omprnn»tly offered muet 
ibai » « rr H 'j t r ihsn 11.000,000.

• lo fts t  P n em n . "A  No ir on ihr fV irtn tinan ii of Municipal Dn.«l Nei In ie ttu C o in ”  (unpublithrd), 1971 
See w ram uyo f liudy ai end of ih.a chapter

SOURCE: The Ratine Game, John E. Petersen, Kraus Reprint, New York, 1974



T h e  ;Honorable"Terry'Gardiher~; 
S p e a k e r  of .the H o u s e  ui

T j . " ' H r  Hogan,' D i r e c t o r
g i s l a t i v e  F i n a n c e  Division.-.

S D B J :

This-^flemo is a p r e l i m ina ry r e s p o n s e  to y o u r  questions giveiv^ 
to m e  s e v e r a l  w e e k s  ago. Some of the answers are ba s e d  on-:i:i 
i n f o r m a t i o n  from d o c u m e n t s  that w i l l  b e  updated. As 
m e n t i o n e d  earlier, I w i l l  p r o v i d e  you with" current inf or- 
n a t i o n  as it b e c o m e s  available,

1.

2 .

3.
/ *

/

W h a t  is o u r  p r e s e n t  state d e b t ? The outstanding A l a s k a  
ge n e r a l  o b l i g a t i o n  b o n d  d e b t  as of A p r i l  10, 1979 (the 
d a t e  of the last g e n e r a l  o b l i g a t i o n  b o n d  sale)- is---v7 v- 
$1,03 8 , 2 7 6 , 0 8 9 .  S S S

W h a t  is our present m u n i c i p a l  d e b t ? As of J a n u a r y  1979 
the g e n e r a l  oblige.tion bond debt of m u n i c i palities was 
$545,227,664. - ("Alaska Taxable" w i l l  be repu b l i s h e d  in 
J a n u a r y  1980, and new figures w i l l  be available then.)

Vhafc is o u r  present annual d e b t  s e r v i c e ? The c u r r e n t  " 
y e a r ' s  g e n e r a l  obli g a t i o n  b o n d  debt service is $82.2 
m i l ] i o n  and the amount for FY 81 is estimated at $77.9 
million. . *

4. W h a t  are the pro's and con's of pay i n o cash or bonaina

5.
for c a p ital improvements? 
W h a t  arc the pro's and con's of payinq off our p r e s e n t

6.
d e b t  service?
W h a t  are the pro's and con's of oavina off p r e s e n t  muni
c i p a l  deb t ? ••

M i l t  Bark e r  is p r e paring an analysis of these questions.--- 
W e  h a v e  also w r i t t e n  the 3tate'3 b o n d  counsel and the - 1 
s t a t e ' s  financial a d v isor regarding certain questions .v: 
o n  this subject. M i l t  will incorporate these responses ' 
in his Memo. V  . . .



7 . At: vhat level s h o u l d  ve b o n d  for c a p i t a l  i m p r o v e m e n t s ?
B y  what l o g i c ? S i n c e  A l a s k a  c u r rently has a level of 
g e n e r a l  o b l i g a t i o n  bond i n d e b t e d n e s s  t h a t  exceeds the 
nor m a l  m e a s u r e s  o r  standards a p p l i e d  to o t h e r  states, _ ... 
w e  c a n n o t  use "traditional y a rd-sticks" to a n s w e r  this 
qu e stion. The q u e s t i o n  of w h e t h e r  o r  n o t  to b o n d  is an 
e c o n o m i c  and p o l i t i c a l  question. • Th e  e c o n o m i c  p o r t i o n  
w i l l  :>e d i s cussed in Milt's Memo. • r. v--:” .f'

H o n o r a b le  T e r r y  G a r d i n e a ^  ̂ ^ r : i y i ^ ^ - 2 - ' ^ . ^ ^  Vv N o v e m b e r  1 4  1 9 7 9  ]"

I f  the l e g i s l a t u r e  w e r e  looking for a r u l e  of thumb for 
b o n d i n g ,  perhaps the best one that comes to m i n d  wou l d
b e  limiting the u s e rof g e n eral o b l i g a t i o n  bonds to f u n d .....
n e w  p r o g r a m  starts; for example, n e w  schools, new 
armories, new f i s h  h a t cheries and n e w  state bu i l d i n g s  could 
c o n t i n u e  to be f u n d e d  by the g e n e r a l  o b l i g a t i o n  b o n d  
route.- In this w a y  you w o u l d  h a v e  "public approval* 
f o r  new capital p r o g r a m  starts. Repairs and m a i n t e n a n c e  
cou l d  b e  funded f r o m  cash a p p r o p r i a t i o n  sources; for 
example, highway repairs, ferry system repairs, airport 
repairs and b u i l d i n g  repairs could be funded f r o m  
g e n e r a l  a p propriations u n d e r  the a s s u m p t i o n  that once 
t h e  p u b l i c  has a p p r o v e d  a n e w  capital project, the 
L e g i s l a t u r e  can p r e s u m e  they w a n t  their i n v e s t m e n t  
m a i n t a i n e d  and r e p a i r e d  ro that the facility can continue 
to prov i d e  a d e q u a t e  public use or service.

8. u c w  m u c h  capital i m p r o v e m e n t  funds could w e  actually 
spend in a single year w i t h  our p r e s e n t  level of state 
g o v e r n m e n t ?  The answer to this q u e s t i o n  is di f f i c u l t  
b e c a u s e  i t  is h a r d  to separate a d m i n i s t r a t i v e / o r g a n i­
za t i o n a l  problems from policy d e c isions n o t  to spend.
T h e  e n c losed letter from the C h a i r m a n  of the Budget 
a n d  A u d i t  C o m m i t t e e  to the Governor sets o u t  the 
C o m m i t t e e ' s  c o n c e r n  with the a p p arent lack of eff o r t
to c o m plete bond proiects already a p p r o v e d  by the L e g i s­
lature. Other r e s e a r c h  by our office indicates that of 
t h e  408 capital projects approved by the Legis l a t u r e  
l a s t  S e s s i o n  in the General A p propriations A-ct, 302 have h 
h a d  no e x p e n d i t u r e  from the accounts as of October 1.
(The c a p i t a l  projects p o r t i o n  of the b u d g e t  took effect 
o n  June 2, 1979.} Looking at it a n o t h e r  way, of the 
$192 m i l l i o n  appropriated in the capital budget, only 
$ 1 1  m i l l i o n  had actually been spe n t  by Octo b e r  1. This 
n e x t  Sessior the L e g i s l a t u r e  m i g h t  w i s h  to hold hearings 
i n  an e f f o r t  to de t e r m i n e  whether poli c y  de c i s i o n s  not 
to spend are responsible for this, or o r g a n i z a t i o n a l  
o v e r l o a d  of various state agencies.

9. W h a t  federal funds are projected to be available in 
t h e  n e x t  two y e a r n ? What are the m a t c h i n g  require-' 
ments or state l u n d s ? The enclosed copy ox “D a t eline 
Washington*4, a N a t i o n a l  Con f e r e n c e  of State L e g i s­
latures publication, contains one of several recent



a r t i c l e s  w h i c h  i n d i c a t e  t h a t-the P r e s i d e n t  and the 
F e d e r a l  G o v e r n m e n t  int e n d  to r e d u c e  F e d e r a l  expen- \"'r 
d i t u r e s  on St a f e  g r a n t  p r o g r a m s  in future budgets.
In a d d i t i o n  to this g e n e r a l  p a t t e r n  of reduced g p e n d i n g  o 
o n  state p r o g r a m s , w e  c a n  expect that w h e r e v e r  p o s s i b l e  
F e d e r a l  agencies w i l l  c h i p  away a t  A l a s k a ' s  e n t i t l e­
me n t s  d u e  to A l a s k a ' s  v e r y  strong fi n a n c i a l  position. ' "
F o r  arg u m e n t s  s a k e f let's assume c o n t i n u e d  F e d e r a l  • .
fu n d i n g  a t  the c u r r e n t  y e a r  b u d g e t  level, approxi m a t e l y  

•■ $254 m i l lion. T h e  m a t c h i n g  r e q uirements v a r y  f r o m
p r o g r a m  to program. . For n e w  g r a n t s  t h a t  are r e c e i v e d  
i n  m i d - L u d g e t  year, they can b e  100% o f  the funding 
r e q u i r e m e n t s . C u r r e n t  p r o g r a m s  range d o w n  from there - - 
to 90%/10%, 75%/25%, 50S/50%, to a n  e v e n t u a l  p h a s e  out.,.', 
w h e r e  the p r o g r a m  becomes entirely S t a t e  funding. -

H o n o r a b le  T e r r y  G a r d i n e r  .. ~ 1 4  > '1 9 7 9

e n c l o s u r e s  
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r-l-f.In preparation--'for’-'the u p c o m i n g  session, legislative"-^ 
leaders h a v e  re q u e s t e d  that w e ^ g a t h e r  c e r t a i n  i n f o r m a t i o n ^  
for their r e v i e w  pr i o r  to the session.".-As the State/s 
f i n ancial advisor, I wo u l d  appreciate, y o u r  response , '"' *-1—  
f o l l o w i n g 7 questions':. - 7 v / -..7 • -

to t h e ^ = H

1. W h a t  is the aver a g e  spr e a d  in inter e s t  rates between* 
t a x - e x e m p t  m u n i c i p a l  b o n d s  of A l a s k a ' s  rating and .1' 
the typical investments o f  A l a s k a ' s  general fund, i.e.,- - 
c o r p o r a t e  and U.S. T r e a s u r y  securities, bank CD's,

v- bahkers'.. acceptances, etc.?

2. W h a t  level of G.O. boddJLng can A l a s k a  achieve w i t h o u t  
• - a l t e r i n g  _ts ratings or a d v e r s e l y  affecting it3 In­

terest rates? ‘ ' “ ;

3. W h a t  grea t e r  level could be a c h i e v e d  w i t h o u t  wipi n g  
out the spread between o\ir tax- e x e m p t  rate and taxable 
rates? . ;/

4. W h a t  rules of thumb can b e  used in judging the amount
of b o n d s  that can be issued w i t h o u t  adverse cons ,‘quences? 
The 8% or 16% debt service in r e l a t i o n  to g e n e r a l .fund 
reven u e s  m e n tioned in t h e  White, Weld & Co. memo?
(copy attached)

5 . ’ . How m u c h  cou l d  our tax-exempt rate be reduced by de- ~14~" 

o o 3 i t i n g  up to 15% or w h a t e v e r  the IRS arbitrage limit; 
is in a G.O. Debt G u a rantee F u n d ?  '

- V

Sincerely,

J. H. Hogan, Director 
Legislative Pinanc i Division

J H H i p w
E n c l o s u r e



Tony D e a n  -.i.-y."
J o h n  N u v e e n  & Co. .
209 S o u t h  L a S a l l e  Street ■ " ~ — •
Chicago, Illinois ■• . 60604

Dear Tony: -'■' :

A s  we d i s c u s s e d  o n  the phone, our o f f i c e  w o u l d  a p p r e c i a t e
your c e m e n t s  o n  the following questions: \

1. S h o u l d  the state bond or pay c a s h  for future capi t a l  
i m provements? • .   •• -

2. C o u l d  r e t i r e m e n t  of all or p a r t  of A l a ska's o u t s t a n d i n g  
i n d e b t e d n e s s  improve its c r e d i t  rating?

3. Is there a m o r e  efficient w a y  to improve o u r  c r e d i t  
r a t i n g  than paying off existing d e b t  such as m u n i c i p a l  
b o n d  insurance, the G.O. d e b t  g u a r a n t e e  fund m e n t i o n e d  
in o u r  letter of October 15, or some o t h e r  means?

Yours truly,

M i l t  Barker 
Fiscal A n a l y s t

/

MB :bf



December 31, 1979

John Nuveen & Co.Incorporated 209 South LaSalle Street.Chicago.Illinois 6060* (3121 621-3000

J. H. Hogan 
Director
Legislative Finance Division 
The Alaska Legislature 
Pouch "WF"
State Capitol 
Juneau, Alaska 99311

Dear Mr. Hogan:

This letter responds to your request dated October 15th that in 
our capacity as financial advisor to the State we respond to a series
of questions regarding Alaska's capacity to issue general obligation
debt. To simplify the presentation, I have restated the original 
questions, occasionally combining questions, and then provided our 
response.

1. What is the average spread in interest rates between tax-exempt 
municipal bonds of Alaska's racing and the typical investment of 
Alaska's Cencral Fund, i.e. Corporate and U.S. Treasury 
Securities, bank C.D.’s, Bankers' Acceptances, etc.?

The approximate $680 million of ourstonding Alaska 
general obligation bonds have en estimated average 
yield of 5.30* and General Fund balances are
currently invested in a varictv of short term money
market instruments to return a yield of 
approximately 10.22. When the most recent series 
of bonds were issued on April 10, 1979, $60 million 
in par value were sold for a net interest cost of 
5.59202. The bonds had an average life of 5 years,
9 months and yields on comparable maturities of 
U.S. Government Securities at that time were
approximately 9.252. The net spread at the time of
the April sale of 3.662 is typical of the 3 to 5 
percentage points which usually separates yields on 
comparable maturities of Alaska's G.O. Bonds ai.d 
Federal Securities.

2. What level of C.O. bonding can Al'ska achieve without al ering its 
ratings or auverselv affecting i.s interest rates?

What rules of thumb csn be used in judging the amount of bonds
that can be issued without adverse consequences; the 82 or 1*2
debt service in relation to General Fund revenues mentioned in the 
White Weld 6 Company memo?

•o *.e e * c » n v c * is  j  5<sct <ras g h ic c s CMOoo .M tw * * o  * •  s c » * i c o m



J. H. Hogan,-Director 
December 31, 1979 
Page Two

In the last decade Alaska's standing as a borrower 
in the tax-exempt markets has 6teadily improved. 
Recognition of this fact has been reflected in the 
improvement in ratings which occurred in 1974 and 
1975. For investors this has been an enviable 
situation since their investments have experienced 
steady appreciation with the growing credit quality 
of the State.

Dramatic increases in natural resource production, 
most notably petroleum and i.atural gas, have been 
key features of this steady growth in market 
acceptance. Other factors have included population 
growth and economic diversification. On the 
negative side, the rating agencies perceive Alaska 
to have a heavy d"*bt load on i per capita basis and 
as a per cent of personal income. In addition, the 
State is expected to have a continuing and 
substantial need to borrow over the immediate 
future. Operating expenses for state government 
have risen dramatically in the last decade. While 
there has been a move to diversify Alaska's 
economy, the State still is heavily dependent on 
petroleum revenues which are subject to short term 
interruption and long term uncertainty.

The general obligation debt of the State is 
currently rated "Al" by Moody's and A* by Standard 
and Poors. An upgrade to A\ by either agency would 
enhance the marketability of the State's debt and 
lower the average interest cost. In addition, 
other state agencies and major local issuers would 
be likely to receive inpiovod ratingc following 
assignment of a "AA" to the Stcte. In fact, 
several months after the last upgrade for the 
State, ratings for 12 Alaska municipalities were 
also revised upward. Achieving the "AA" will 
almost surely require the State to moderate growth 
in General Fund expenditure and to enact 
legislation providing financially sound management 
of the Permanent Fund.



J. H. Hogan,• Director 
December 31, 1979 
Page Three

By the standard criteria for financial analysis,
Alaska ranks below the other states and to a 
significant extent, it is relying on a single major 
source of revenue. Consequently, the market 
perception of Alaska is colored by intangible, 
psychological, perhaps even irrational factors and 
attitudes. In the recent past the market has been 
positive in its judgments regarding Alaska, but no 
one can accurately predict what level of debt will 
trigger a reaction leading to a negative shift in 
market sentiment.

m
In the last ten years, the annual general 
obligation borrowing of the State has grown from 
$24.4 raillic.:. in 1970 to $100 million in the most 
recent 12 months. Maturities have been keyed to 
the expected life of Prudhoe Bay petroleum 
revenues, "ach bond sale has been characterize*. by 
healthy biddi.-ig interest by at least 4 different 
syndicates. In view of the continuing improvements 
in state revenue, the momentum of a steadily 
improving credit it would be possible to consider 
annual issuance of $175 to $225 million over the 
next few years. Each bond sale will provide 
additional insights regarding the continuing growth 
of the State's debt capacity.

3. What greater level of C.O. borrowing could be achieved without 
wiping out the spread between the State's tax-exempt rate and 
taxable rates?

While in theory it would appear possible to trade 
much higher yield* for increased borrowing, in 
practice there are institutional and psychological 
constraints which limit the growth of the State's 
indebtedness. The reaction of rating agencies, 
investors, underwriters and the financial press 
will begin to narrow the market for the State's 
general obligation debt, eventually leading to a 
situation similar to that of Hew York City, in 
which the market is closed to Alaska, regardless of 
the yield it is prepared to pay.



J. H. Hogan,•Director 
December 31, 1979 
Page Four

4. How uiuch could our tax-exempt rate be reduced by depositing up to 
152 or whatever the IRS arbitrage limit is in a G.O. debt 
Guarantee Fund?

A reserve fund as contemplated in the question 
would have a negligible impact on the State's ccst 
of borrowing. A reserve fund is usually associated 
with rever.ue bond issues and incorporating it in a 
G.O. issue would probably raise more questions 
about vhat weakness it was meant to correct as 
opposed to what strength it was supposed to 
contribute. For a $100 million issue, arbitrage 
earnings in excess of the cost of borrowing the 
reserve would be less than 32 of annual debt 
service.

If you have additional questions or need further information, 
don't hesitate to call me. I and several of my collegtes will be with 
Sterling Gallagher in our Juneau office during the week of January 7 
through 11. At that time I would be available to meet with you and 
your staff.

Sincerel-’,

JOHN NUVEEN & CO^, INCORPORATED

Anthony /T. Dean 
Assistant Vice President

A T D :Lmc

cc: Thomas K. Williams
Commissioner of Revenue
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• April 3, 1978

Report To 
Alaska House and Senate Finance 
Committees on Relocation of the 
* State Capital________ __

In accordance with our contract with the State of Alaska 
Legislative Budget and Audit Committee on behalf of the House and 
Senate Finance Committees, we herein submit our report on financial 
questions arising from the plan for relocation of the Alaska State 
Capital. The report comments (I) specifically on the "Impact on 
State Bonding Capacity and Annual State Budget" (Impact Report), 
prepared for the Alaska Capital Site Planning Commission and (II) 
in a more general way on lar~ capital raising programs and the 
demands of investors in cor jering lending funds to such programs 
in the form of purchaser .-onds.

I. The Impact Report addresses itself to: "(1) the impact upon 
the State's capacity to issue bonds for purposes other than the 
new capital; (2) the ability of ..he State to fund the cash require­
ments of the Financing Plan from General Fund revenues and (3) the 
impact upon the marketability of all tax-exempt debt issued by 
Alaskan Issuers".

In making our comments u r  have not attempted to eval te the 
assumptions clearly enumerate^ in the Impact Report. Ue ad._pt 
these assumptions as reasonable, particularly, the inflation rate 
of 8' used throughout and the "Base Case" economic development 
report by the University of Alaska regarding the growth rates for 
General Fund revenues, both petroleum related and non-petroleum 
related, population, Income, economic development, etc.

(1) Bonding Capacity’ ,

The bonding capacity of any Issuer is measured by its ability 
to sell bonds at reasonable rates and its ability to have access to 
the market when the need to borrow exists. The Impact Report states



that after examination of traditional indices of credit worthiness 
and bonding capacity any judgement is highly subjective. We are in 
full agreement with this observation and also point out that when 
these traditonal indices are applied to Alaska and its divisions of 
loc'.l government the picture fcr Alaska is bleak. However, the 
rating agencies, the bond underwriting community and, to a lesser 
degree, the investors in tax-exempt bonds have rightly recognised 
that Alaska must be evaluated on its own because of its special 
characteristics which makes it distinct from its forty-nine sister 
states.

There is no doubt that credit ratings placed on issues by 
the rating agencies hive a tremendous impact on the costs of raising 
capital funds. The rating agencies in a general sense, and rightfully 
so, depend to a large degree on comparisons, medians, relationships, 
etc., in comparing one issuer to another. In applying this criteria 
of creditworthiness to Alaska and its municipalities, Alaska comes 
out badly in practically every category. Nevertheless, there art; 
many example* where analysis and independent investigatioar- by 
investment bankers and investors have led to investment decisions 
which have caused bond issues to be sold at less cost than similarly 
rated credits because of the strengths peculiar to the issuer.

Security analysts in evaluating Alaska, after recognizing the 
special problems such as its brief history as a State, its widely 
scattered and small population, its high costs of practically every­
thing and its limited economic development, perceive its strengths, 
as represented by such things as Its vast natural resources, oil, gas, 
coal, minerals, timber and fish, Che private capital represented by 
the Nacive Corporations, State Fiscal Affairs, such as the creation 
of the Permanent Fund and the prospect of an expanding broad based 
economy with due regard fcr the quality of life, as insuring a bright 
future for the State. Nothing intrigues an Investor more than 
lending to a government which is improving Its credit position and 
so have his investment grow in relative vaiuc as time goes by.

The Impact Report places its principal measurement of bonding 
capacity on the ratio of annual debt service for all projected State 
needs, both related to the capital move and other needs, and projected 
Ceneral Fund revenues. We agree chat this is a valuable and userul 
index, but do not agree with setting an 31 limit on the ratio of debt 
service to Ceneral rund revenues. We can see this ratio as high as 
16Z without having an appreciable effect on the cost of raising funds 
in the capital market sc reasonable races when it is needed.



(2) Ability to meet cash requirements

The “business" of government at the state level is easilv 
simplified to embrace three general areas of activity. They ar^ 
education, transportation and what can be summarized as "social 
services" which would include such activities as health care, 
protection, justice and development of natural resources. As 
the Impact Report illustrates, even if the cost of the capital move 
as measured as a percentage of general fund revenues substantially 
exceeds 8Z, said costs are minor compared to the three principal 
activities of state government.

(3) Marketability

As stated in the Impact Repo' , there i a volume restraint 
on investors based on an issuers 1 .ation in a state or region. 
However, in the past five to ten >jars there are numerous examples 
whi're seemingly unmanagable amounts of bonds have been marketed 
without cost penalty by issuers for a single huge project or by 
Issuers located in a limited geograpohic region. One of the 
earliest was an issue of $1.6 billion voted in the early 1960's 
in California to finance the "Feather River Water Project". Ar 
that time the underwriting community scoffed at the huge program 
and predicted it couldn't be financed except at a large penalty 
In terms of cost of borrowing. However, the project was financed 
succcsstully at no penalty in cost anc as the project neared com­
pletion was able to raise additional capital by issuing revenue 
bonds for final completion and some expansions. Another more 
recent example was the authorization for tne Municipal tlectric 
Authority of Ceorgia to issue $2 billion bonds, over a period of 
years, to finance the Authorities ownership chare in la*gc electric 
generating projects, Jointly with other owners, to serve 47 towns 
in Georgia with a combined population approximately the same as the 
population of Alaska. This authorization is being sold periodically 
now with great success in terms of borrowing costs. The Washington 
Water and Power Supply System is in a financing cycle and will 
eventually have outstanding approximately S7 billion in debt. Again 
the program continues successfully. Similar results were accom­
plished last year when City of Atlanta decided to finance a  major 
.ilrport nxpanslon by Issuing all the bonds at one time in the form 
ot a $300 million issue.

A slightly different circumstance with equally successful 
results occurred when three major issuers in Nebraska, Nebraska 
Public Powei District, Omaha Piblic Power District and Lincoln,



Nebraska Electric Authority all announced a _ sold large issues 
totalling some $300 million in a brief four veek period. There 
are many other successes of this kind which are being financed 

favorable borrowing costs and which are not having any adverse 
effect on the borrowing costs of other issuers in the same state 
or region.

The expansion of the amount of tax-exempt bonds being offered 
each year and the ability of the market place to absorb them at 
reasonable costs to the borrower has been dramatic in the last 
five years and well conceived and aggressively marketed "over­
sired" issues and projects have been readily absorbed by the 
market place. It is not our intent to imply that there is no 
limit to the ability of the market to absorb at reasonable borrowing 
costs any and all potential bond issues. The discipline of the 
market will be selective in evaluating the economic need, the 
proper purpose, the ability and willingness to pay, the state 
and region basic economics, etc., and projects not meeting the 
tests will be penalized or ignored. There is a limit which can't 
be quantified, but we are of the opinion that the financial needs 
of the capital move combined with the nrojected need for borrowing 
by the State and its subdivision of government, based on the 
circumstances peculiar to Alaska can be met by the bond market 
at reasonable borrowing costs at the times the funds are needed.

II. Large capital raiGing programs

As discussed briefly above, major funding programs involving 

hundreds of millions and often billions of bonds are being success­
fully financed today. The key is a well planned, extensive and 
aggressive marketing program. Prior to the mar*»ting program itself 
being initiated, project costs should be determined and announced 
publicaiiy in term3 of both today's costs and inflated costs to 
cover an extensive construction time table, Vhen financing by 
general obligation debt to be authorized by public voce, the entire 

bonding program should be voted upon by the constituants. They 
should be completely informed as to total costs as well as bonding 
requirements. Put the whole plan out in the open and right up 

front so that the public support is based on facts.

Investors will ma*e judgements to lend funds to a project 

through the purchase of bonds when they can make an analysis that 
goes far beyond the mere citing of economic statistics and tradi­
tional ratios. Areas for examination Include such things as the 

willingness to pay in addition to the ability to pay, the quality
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of leadership and abilities of those entrusted with management of 
the financial affairs of the issuer, the need for the project, both 
from an economic and social point of view and the support of the 
people of the impacted area, (the business and banking community, 
the academic community and the public interest groups, including 
environmentalists). The marketing program will demonstrate public 
suppor' , a determination to initiate and complete the project and 
the ability and resources to accomplish the task.

Such a marketing program includes a "road-show" of State 
officials, banking and business leaders, legislat. v* and admini­
stration representatives holding high office telling the story of 
Alaska and the project to be financed at a series of meetings in 
the chief financial centers of the lower 48.

The principal sources of investment capital to purchase tax- 
exempt bonds are institutions (casualty insurance companies), banks, 
(commercial banks for their own investment needs and trust banks 
for their managed funds), tr.x-ex»mpt mutual funds and unit trusts 
and individual investors. I'ach of these groups can be reached by 
the marketing program which will be orchestrated to telling the 
Alaska story from several »oints of view including Chamber of 
Commerce type promotional material, economic and financial facts, 
administration, legislative, business ard public support nnd a
clear demonstration that the program will fill i real need and
that the Issuer has the determination, resources and support to 
make it work.

In summary, it is our opinion that the State o* Alaska, 
through the Issuance of General Obligation bonds and :he allocation 

of General Fund revenues, ran finance the proposed Capital Move,
as contemplated in the Financing Flan for the New Capital City of
Alaska as discussed in the addendum thereto, "Impact on State 
Bonding Capacity and Annual State Budgets", in a timely manner 
at reasonable rates. This can be accomplished without increasing 
the cost of borrowing of the State and other issuers for non­
capital move purposes and without causing General Fund revenues 

for all State nccd6 being overwhelmed by tne Capital Move requirements.

Significant unique characteristics of Alaska will be per­

ceived to require analysis as to creditworthir'*«s outside the 
traditionally used investment criteria. These characteristics 
will more than over come the lnw stature Alaska achieves by the 
traditional evaluation techniques.



Investors can be attracted to lend capital to large projects 
by complete and factual up-front disclosure of dollar requirements, 
by the demonstration of public support by obtaining voter approval 
of not only bonding requirements, but all costs, and by an ixtensive 
marketing program structured to demonstrate not only the ability, 
but the willingness to cuuplete the project and repay the borrowed 
costs of its creation.

Theodore P. Swick
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i n " p r e p a r a t i o n  for' the.r.upcOTiingsession"#|:l^gi’3lative.:^r.:^ 
leaders have r e q u e s t e d ; t h a t ;w e :i gather C e r t a i n  . i n f o r m a t i o n  
for t h e i r  r e v i e w  p r i o r  to the session. ’ ;A s .. t h e ' S t a t e• s 
b o n d  c o u n s e l / - I  w o u l d  a p preciate y o u r  r e s p o n s e s  to the "follow­
ing questions S.;'\

1. H o w  much co u l d  be placed in a G e n eral O b l i g a t i o n
D e b t  G u a r a n t e e  F u n d  s u b j e c t  to arb i t r a g e  l i m i t s ? -7."

2. W i l l  the Sta t e  h a v e  a possible" a r b itrage problem;;*"'"”
w i t h  the IRS if it continues to issue t a x - e x e m p t  d e b t r~...:- 
w h i l e  b u i l d i n g  u p  a m a s s i v e  g e n eral fund surplus? ^

Sincerely,

~ l J- J. H. Hogan, D i r e c t o r
Legislative F i n a n c e  D i v i s i o n

J H H :pw
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O c t o b e r  30, 1979

Mr. J. H. Hogan 
Director
Legislative Finance Division 
State o f  Alas k a  
Pouch WF, State Capi t o l  
Juneau, A l a s k a  99811

Dear Mr. Hogan:

In response to the questions in y o u r  letter 
of Octo b e r  15:

1. This q u e s t i o n  will need cons.d e r a b l y  more 
elaboration b e f o r e  I can a n s w e r  it w i t h  any reasonable 
assurance. I a m  not sure w h e t h e r  the s u g gested fund is 
to be u s e d  to g u a r a n t y  d e b t  service on general obli g a t i o n  
bonds o f  the State o r  debt service on general o b l i g a t i o n  
bonds of local governments in the State. I do n o t  know 
the source of the moneys to be put into the fund, but 
I assume that those moneys will not come from any proceeds 
of bonds. On that basis, I do not think that a proper 
interpretation of the Internal Revenue Code w o u l d  result 
in any arbitrage y i e l d  restrictions on the fund, because 
the applicable Code provision relates to the use of the 
proceeds of bonds.

However, the Internal Revenue Service has 
stretched and di s t o r t e d  the term "proceeds" in the Treasury 
Regulations and rulings t h e r e u n d e r . The result appears to 
be that, if the State deposits moneys from any source into 
a fund to be used to pay the debt service on general o b l i­
gation bonds of the State or on general o b l igation bonds of 
local governments, or w h i c h  fund is pledged as security for 
any such debt service, the Internal Revenue Service w o u l d  
consider the fund to be "proceeds" subject to arbitrage 
yield restrictions. This is indicated by Rev. Rul. 78-302 
and Rev. Rul. 78-348, a copy of which is enclosed.

Even on this basis, the es t a b l i s h m e n t  of the fund 
probably could not affect the tax status of interest on bonds 
issued before the fund is established or before it was expected
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to b e  established. Moreover, if the amount in the fund 
c o n s i d e r e d  allocable to bonds h e r eafter issued, together 
w i t h  any o t h e r  amounts chargeable under a r b itrage rules to 
the "minor portion" o f  the proceeds of those bonds w h i c h  is 
not s u b j e c t  to arbitrage limitations, do not aggregate more 
than 15% of the face amount of those bonds, the i n v e s t m e n t  
of the fund s h o u l d  not be s u b ject to arbitrage yield r e s t r i c­
tions .

The f o r egoing is all subject to further q u a l i f i c a­
tions and complexities, but I think there is no po i n t  in 
p u r s u i n g  them here. If you can give to a c o m plete d e s c r i p­
tion of the w o r kings of the proposed fund, I w i l l  try to give 
y o u  a more definitive answer as to the federal income tax 
results. If there is any special n e e d  or desire for such a 
fund, I mi g h t  suggest requesting a ruling from the Internal 
Revenue S e r vice as to their treatment of the specific facts, 
and p o s s i b l y  an appeal from that ruling to the Tax Co u r t  in 
the quite possible event that we consider the ruling to be 
contrary to the law.

In any event, I am somewhat mystified as to the 
purpose of or need for the p r o posed fund, particularly if it 
is to relate to general obligation bonds of the State.

2. The issuance of bonis by the State in the 
presence of a "massive general fund s u r p l u s " should not result 
in taxability of the interest on the bonds, and it surely 
wo u l d  not. This conclusion appears to be s u p ported by Rev.
Rul. 78-302 ( e n c l o s e d ) . However, your phrasing of the question 
in terms of "a possible arbitrage p r o b l e m  w i t h  the IRS" prompts 
me to note that the IRS has gone so far in its pursuit of 
"arbitrage" that I w o u l d  not be entirely surprised at a n y t h i n g 
that o r g a n i z a t i o n  mig h t  contend.

In connection w i t h  all of the foregoing, I urge 
you and others in the State government to support the bill 
sp o nsored by the Municipal Finance Officers A s s o c i a t i o n  and 
about to be introduced in Congress to cure problems like these 
and to p.'vent further excesses.

Sincerelv yours,

Enclosure



S e c t i o n  1 0 1

incom e shall be included in the gross 
incom cN or the taxable year in which 
received By the  taxpayer, unless, under 
th e  m ethod of accounting used in com ­
p u tin g  taxablevmcome, such am oun t is 
to  be properly accounted for as of a 
d ifferen t period. \

Section 1.451*2 of the  regulations 
provides, in pertinen t part, as follows:

o\ j( a )  G e n u a l  rule.  l n c o m \  a l th o u g h  n o t  
ac tu a l ly  reduced  to a  taxpayer 's  possession 
is constructively received by hirrv in the t a x ­
a b le  y ear  du r ing  w hich  it is c red i ted  to his 
acc o u n t ,  set a p a r t  for h im , or otherwise 
m a d e  available to tha t  he may d ra w  upon  
it  a t  any time, o r  so th a t  he  c o u ld \h a v e  
d r a w n  upon it d u r in g  the taxable  year  if 
n o t ic e  of  in ten tion  to w ith d raw  h a d  been 
g iv en .  However,  income is not construc ­
t iv e ly  received if the taxpayer 's  con tro l  of 
its  receipt is sub jec t  to substan tia l  l im iu - j \  
l ions  o r  restric tions. * * * /

I f  a life insurance policy provides 
th a t  proceeds will be paid  to the bene, 
ficiary of record upon receipt of due 
p roo f of death , and  the insurance com ­
p an y  determ ines in good faith  tha t 
such a policy is payable (w hether th a t 
determ ination  is based on , facts and  
circum stances indi ating death  or on 
a  presum ption of death  under app lica­
ble state law ), then the 'p roceeds will 
be an  am ount paid by reason of death  
of the insured for purposes of section 
101 (a ) ( I ) of the  Code. C om pare Rev. 
R ul. 76-468, 1976-2 C.B. 202, which 
states tha t fo r purposes of sections 
2 ( a ) ( 3 ) ,  112, 692. 6013, an d  7508, 
the  date of dea th  of a m em ber of the 
A rm ed Forces o r a civilian employee, 
reported  as missing in action o r  a pris­
o n e r of w ar and  later declared to have 
been killed in action, is the Secretarial 
d e ten n in au o n  date of death , un leit a 
la te r  actual da te  of death  is subse­
quen tly  established. Rev. Rul. 76-468 
refers to the Secretarial determ ination  
d a te  o f dea h 'a s  the da te  of death  d e ­
term ined u n d er 37 U .S C . section 555 
o r 556. Rev. R ul. 76-468 it clarified so 
th a t  any reference therein to the Sec­
retaria l determ ination  date of death 
instead refers to the date  on w inds the 
determ ination  of death  is m ade unocr 
those sections.

HOLDING
T h e  paym ent of,life insurance p ro ­

ceeds .o A  in  1977 is fully excludable 
from  d ’s gross income u n d e r the pro-_ 
visions of section 1 0 1 (a )(1 )  of the 
Code. However, if A  h ad  deferred 
claim ing the de h benefit paym ent 
u n til a later yea., any portion  c f the 
paym ent a ttribu tab le  to accum ulated  
ir.ierest .would be includible in A's  
gross income under the provisions of 
sections 61 (a )  (4) and 1 0 1 (c ). Pursu­
a n t to section 1.451 -2 (a) of the regu­
lations, the interest would be includi­
ble in the taxable year accum ulated  to 
the  extent th a t ,4 could have draw n 

'u p o n  it if A  had  subm itted a  claim for 
the proceeds.

See section 101(d) of the Code and  
te  regulations thereunder with re­

spect to com puting the exclusion for 
proceeds held by an insurer under an 
agreem ent provided for in the life in ­
surance contract, and paid o ther th an  
as a single sum at a da te  later than  
death . \

See *rction 2042 of the C ode and the 
regulations thereunder w ith respect to 
the indusioriNof the proceeds of life 
insurance in the value of a decedent’s 
gross estate. For purposes of the federal 
estate tax, the date of dea th  is the 
Secretanal determ ination date of 
death  unless a later ac tual date of 
death  is cst. blished. \

s

E F F E C T  O N  OTHER*.
R E V E N U E  R U L IN G S  \ %\

Rev. Rul. 76-I6P is clarified.

Section 103.— Interest on Certain 
Governmental Obligations

Arbitrage bond s; fund estab­
lished (or indirect payment of prin­
cipal or interest. Examples illus­
trate whether the arbitrage yield 
restrictions c* section 103(c) of 
the C ode apply to amounts accu­
mulated in funds established in 
connection with the issuance of 
local government obligations that

are not used directly for the pay­
ment of principal or interest.

Rev. Rul. 78-302 1

IS S U E

W ill am ounts accum ulated  in cer­
ta in  funds be subject to  arb itrage yield 
restrictions?

FACTS

Situation 1.

A uthority  A  proposes to issue dor­
m itory revenue refunding  bonds. T he 
refunding  bonds will n a tu r e  serially 
over 20 vean . T h e  proceeds of the 
refunding  bonds will be deposited in 
an  escrow fund to secure paym ent of 
the  p rio r issue an d  to defease the lien 
of the p rio r issue on revenues of the 
authority . A portion of A 't  dorm itorv 
revenues trill be deposited in a  "re ­
serve fund  ' A m ounts in the "reserve 
fund" will be pledged as security for 
the  bonds.

Situation 2.
City B  proposes to issue S5.5 million 

of 33-year sewer revenue bonds. Two 
and  a half m illion dollars of the reve­
nue bonds will m a tu re  serially over 
the first 30 yean . In addition , SI m il­
lion of te rm  bonds will m atu re  in each 
of the last three yean .

B'i sew er revenue will be used a  
follows (in  o rd er of p r io r ity ) :

(1) to pay opera ting  expenses,
(2) to pay all deb t service on th 

re tcn u c  bonds, and
(3) to  m ake deposits in a  "renew.-.! 

fund ."
B  covenants to  m ain ta in  sewer rate: 

high enough to  pay all necessary op­
erating  expenses an d  to m ake a . 
scheduled paym e o f debt servic 
and  all scheduled posits in th t  "re­
newal fund ." Ho» ver, it would be 
im practicable for B to raise sewer 
rates h igh enough to m eet the balloor 
paym ents due in y ean  31-33 solely ou: 
o f revenues.

‘ Alio released n  Nlews Release IR-20IT 
d a te d  Ju ly  30, 197B.

9 4



f h c  "renew al fund" is n o t pledged
security for the  revenue bonds. 

Moreover, am ounts held in  the “ re­
newal fu n d " can in no ev en t be used 
directly to  pay principal or in terest on 
the revenue bonds. H ow ever, S 's use 
of the "renew al fund" is restricted  by 
covenants contai: :d in the  indenture 
for the revenue ^onds. In  p articu lar, 
D is required  to  invest the  “ renewal 
fund" in T reasu ry  bonds th a t  wiil m a­
ture approx im ately  30-33 years after 
the revenue bonds arc issued. Further, 
S  will have only one practicab le  way 
to m eet the balloon paym ents due in 
years 31-33. I t  will have to  use the 
"renew al fu n d " to pay necessary op­
erating expenses during these years. 
This will enable 3  to m eet th e  balloon 
paym ents out of current sewer reve­
nues.

Pending use, the am ounts in  the 
"renew al fund" will be invested a t a 
yield tha t is m aterially  h ig h er than the 
yield on the sew'-r revenue bonds. 
M oreover, these amounts w ill at times 
exceed 15 p ercen t of the orig inal pro­
ceeds of the bonds.

Situation 3.

City C proposes to issue S10 million 
of general obligation bonds. W hile the 
bonds arc outstanding, C will deposit 
a portion  of its tax  revenues in a sepa­
rate  “ investm ent fund." T h e  invest­
m ent nd will be established and 
m ain ta ..ted at C ’s discretion solely to 
enhance C 's general c red it rating. It 
will not be specially p ledged as secu­
rity for the general obligation ^onds, 
and  C s u:c of the "investm ent fund" 
will in no way be restricted by cove­
nants contained in the bond  inden­
ture. F u ithcr, C does no t r-u o n ab ly  
expect to use am ounts in  the .»ivest- 
tnent fu n d " (directly o r  indirectly; 
to pay principal or in terest on the 
general obligation bonds.

LAW A N D  ANALYSIS

Section 1 0 3 (a )(1 )  o f the  In ternal 
R evenue C ode of 1054 provides th a t 
gross income generally docs not in ­

clude interest on  obligations of a  state 
o r  a  political subdivision thereof.

Section 103(c) (1) of the C od: pro­
vides th a t, w ith  certan  mir.or excep­
tions, the  in terest on an arbitrage 
bond is no t excludable from gross in­
come.

Section 103(c) (2) of the Code pro­
vides th a t the term  "arb itrage  bond" 
m eans any  obligation all or a  m ajor 
poruon (m ore than 15 p ^ c e n t)  of 
the proceeds o f which are reasonably 
exp*-.: d  to be used directly o r in d i­
rectly ) to  acquire securities or ob­
ligation: ha t m ay be expected to  pro­
duce a yi 'd  over the term  cf the gov- 
em m enta issue th a t is m aterially 
higher tn -n  th e  yield on such issue; 
or (B) to replace funds th a t were 
used directly  o r  indirectly to acquire 
securities o r obligations described in
(A ).

Section 1 .1 0 3 -lV g ) (2 ) cf the  pro­
posed Incom e T ax  R egulations pub­
lished in the Federal Register on M ay 
8, 1978 (43 F R  196751 ,'provides th a t 
am ounts accum ulated  in a sinking 
fund fo r an  issue arc treated as pro­
ceeds of the issue. Section 1.103-13 
(g ) (3 )  provides that the term  "sink- 
ine fu n d " includes a cebt service 
lund, o r  any similar func. to the ex­
tent th a t the issuer reasonably expects 
to use the fund  to pay  principal or 
interest on the issue. W ith certain ex­
ceptions, subparagraphs <1) and (3) 
apply to  bonds sold a f te r  M ay 2, 1978.

In S itua tion  1, the "reserve fund" 
wiil be pledged as security for the 
bonds. T herefo re, th* "rrte r. e fund" 
will be treated  as a sinkir: fund, and 
am ounts accum ulated  in the “reserve 
fund" will be treated  as bond pro-
ired s.

In S itua tion  2, the spetinc am ounts 
accum ulated in the "renew al fund" 
will l>e used to  pay operating expenses 
ra ther th an  to  pav principal or in te r­
est on the bonds. However, D will use 
am ounts held in the "renewal fund" 
ro replace sewer revenues, and will 
use the sewer revenues t* u  freed u p  
to pay p rincipal or interest. T herefore,

the am ounts accum ulated  in the “ re­
new al fund" will be used indirectly  to 
pay principal or interest on the bonds. 
C onsequently , the “ renew al fund" 
will be trea te r s a sinking fund, and 
the am ounts accum ulated  in the  "re­
new al fu n d " will be r e a te d  as bond
proceeds. .  ______________ __________ _

' How-ever, in S ituation  3, C  will not •
• use the “investm ent fu n d " (directly 

o r indirectly) to pay  principal o r in- 1
tcrest on the  general obligation bonds. !

, A c c o rd in g ’, t h e . "investm ent fund" 
will not be trea ted  as a sinking fund, 
and am ounts accum ulated  in the fund 
will not be treated  as bond  proceeds.

HOLDING

A m ounts accum ulated  in the "re ­
serve fund" in S ituation  ! and in the 
"renew al fu n d " in  S ituation  7 -..if! bw 
subject to arb itrage  yield restrictions as 
provided by section 103(c) of the 
C ode. Because these am ounts will be 
invested a t a m aterially h igher yield, 
the bonds will be a rb itrage  bones and 
interest received by the bondholders 
will not be excluded fiom  their gross 
incomes under.section  1 0 3 (a ) (1 ) .  O n 
the o ther hand , am ounts accum ulated 
in the "investm ent fund" in S ituation 
3 will not be subject to a rb itrage  yield 
restrictions. y

Arbitrage bonds; third party se­
curities pledged as collateral. Ex­
amples illustrate wnether the arbi­
trage yield restrictions of section 
103(c) of the Code apply tu securi­
ties pledged by a third party as col­
lateral for state or local government 
obligations.

Rev. Rul. 70-348 1

ISSUE

Will certain  securities pledged as 
collateral for m unicipal bonds be sub- 
ject to arb itrage  yield restrictions?

1 Alto r r l r a i r d  as News Release  1R-202B, 
d a te d  A ugus t  23, 1976.
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S e c t i o n  103

FA C TS 

Situation I .

State A  proposes to sell $1 m illion of 
general obligation bonds, the proceeds 
of which will be loaned to  C orporation  
B, a nonprofit corporation , th a t will 
use the proceeds to construct a hos­
pital. In addition , B ow ns a federally 
insured m ortgage note w orth  $1 m il­
lion th a t will be pledged as collateral 
for the bonds. U nder th e  terms of the 
pledge, the bondholders a re  reasonably 
assured th a t  this co lla teral will be 
available if needed to pay  debt service, 
even if A  ar d B enco u n ter financial 
difficulties. T h e  yield o n  the m ortgage 
note will be m aterially h ig h er that* u»e 
yield on th e  bonds.

Situation 2.

C ounty C,  a political subdivision of 
State D,  proposes to sell $50 million 
of general obligation bonds. C  will use 
the bond proceeds to finance the con­
struction of various counts1 buildings. 
Taxes and  other revenues will be used 
to retire the  bonds serially over 25 

. yean.
i D  has a  surplus fund  tha t will be 

invested in Treasury bonds. C ertain  
T reasury  bonds worth $50 million will 
be pledged as collateral for C s  bonds. 
U nder th e  terms of th e  plcdee, D 

i cannot dispose of any o f the T.’casu tj 
bonds w hile C s  bonds a re  outstanding 

, (except to  pay holders of the bonds in 
the case of defau lt). T h u s , the bond- 

‘ •holders a re  reasonably assured that 
this collateral will be available if need­
ed to pay  debt service, even if C  or 
D  encoun ter financial- difficulties. 
However, D  does not reasonably ex­
pect to use the T reasu ry  bonds (or 
interest thereon) d irectly  or indirectly 
to pay d eb t service (pavm ent of prin­
cipal o r interest) on C s  bonds. T he 
yield on the T reasury bonds will be 
m aterially higher than  th e  yield on C s  
bonds.

LAW  A N D  A N A LY SIS 

Section 103(c)(2 ) o f the In ternal

9C

R evenue C ode of 1954 provides th a t 
the term  “arb itrage  bond’’ m eans any 
obligation all o r a  m ajo r portion 
(m ore than 15 percent) of the p ro ­
ceeds of w hich  a re  reasonably ex­
pected to be used directly o r  in d :rectly
(A ) to  acquire  securities or obligations 
th a t may be expected to produce a 
yield over th e  term  of the  govern­
m ental issue th a t is m aterially  higher 
than  the yield on such issue; o r (B) to 
replace funds tha t were u ^ d  directly 
o r  indirectly to acquire securities or 
obligations described in (A ) .

Section 1 0 3 (c ) (2 ) (B )  of t i e  Code 
applies to an  issue of obligations if 
the proceeds ^re used to replace funds 
invested in securities having a yield 
h a t is m aterially higher th an  the yield 

OT the obligations. T his section does 
not apply in every case in which the 
higher-yielding securities could have 
been liquidated  as an  a lternative  to 
issuing the bonds. H ow ever, the requi­
site nexus o r sufficiently d irect re la­
tionship betw een the  bonds and  the 
h igher-yielding securities docs exist 
w here the securities are pledged as 
collateral for the bonds. An issuer th a t 
borrows to invest in higher-yielding 
securities an d  one th a t borrows against 
such securities already ow ned are in 
virtually the same econom ic position. 
C om pare section 265(2) relating to 
interest paid  to c am  tax-exem pt in ­
come, and sec especially section 3 03 
of Rev. Prcc. 72-18, 1972-1 C.B. 740. 
citing Witcontin C hec ftm an  V. U n i i td  
Statet,  338 F.2d 420 (7th Cir. 1963). 
T h e  same principles apply when the 
higher-yielding securities pledged are 
held by any th ird  party  w ho will sub­
stantially benefit from  the bond issu­
ance.

For purposes of section 1 0 3 (c )(2 )
(B) of the Code, a pledge of collateral 
need not be cast in  a particu lar legal 
form. T hus, for exam ple, the b o n d ­
holders need not take ac tual o r  con­
structive possession of the collateral. 
However, there  m ust be a reasonable
ssurancc th a t the collateral will be

availab le if needed to  pay  deb t service, 
even if the  issuer encounters financial 
difficulties. T hus, for exam ple, an a r 
rangem en t will no t have the effect of 
a pledge of collateral if the issuer has 
discretion to  d efea t the “ p ledge" m ere­
ly by liqu idating  the "co lla tera l” and 
disposing of the proceeds.

In  both  S ituations 1 and  2, securi­
ties (th e  federally  insured m ortgage 
note  and  the $50 m illion of T reasury  
bonds) a re  pledged as collateral for 
m unicipal bonds. M oreover, the  yield 
on t h .si securities is m ateria lly  higher 
th a n  the yield on the m unicipal bonds. 
T h erefo re , all o r  a m ajo r portion  of 
the  proceeds of the proposed bonds 
a re  reasonably expected to be used 
directly  o r  indirectly to  replace funds 
th a t  were used to acquire securities at 
a m ateria lly  h igher yield.

H O L D I N G  ____________ _
1

T h e  securities to be p ledged as col­
la te ra l fo r the proposed bonds d e ­
scribed in S ituations I and 2 will be. ■ 
subject to  the arb itrage yield restric­
tions as provided by section 103(c) of . 
th e  Code. Because the securities 
pledged as collateral wilt p roduce a 

. yield m aterially  h igher th an  ihe yield 
» on the bonds, the  bonds (in  bo th  Situ- 
\ ations I an d  2) will be arb itrage  bonds 
1 an d  the interest received by bondhold­

ers will not be excludable from  their 
gross incom e u n d er section 103(a) (1) .  
F u rth er, in S ituation  I ," th e  hospital 
bonds ill be arb itrage bonds even if 
they  are issued to finance the con­
struction of a for-profit hospital.

A r b i t r a g e  b o n d s ;  f u n d s  e s t a b ­
l i s h e d  i X  c o n n e c t i o n  w i t h  l o c a l  
g o v e r n m e n t v  o b l i g a t i o n s ^  Examples 
illustrate w h e th e r,t h e  arbitrage 
yield restrictions,of section 103(c) 
of t h e  Code app l^ to amounts ac­
c um u la te d ^ certain funds estab­
lished irvconnectionw ith the issu­
a n c e ^  local government obliga­
tions; R e v .  Rul. 78-302 clarified.
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R E A L T O R

ALASKA ASSOCIATION OF REALTORS1
1818 W. Northern Lights Blvd., Suite 104 • Anchorage, Alaska 99503 
Telephone 907-272-8016

1981
Alaska Association o f  Rea lto rs  
S ta tement o f Legislative Policy

PREAMBLE

Cinder all is the land. Upon its wise utilization and widely allocated ownership depend the survival and 
grow th  o f free institutions and o f our c ivilization. The Alaska Association o f REALTORS recognizes that the 
interest of our Slate and it's citizens requires the highest and best use of the land and the widest d istribution o f 
land ownership. They require the creation of adequate housing, the build ing o f function ing cities, the develop­
m ent of productive industries and farms, and the preservation o f a heaUiiiul environment.

In furtherance o f these needs and desires, the Alaska Association of REALTORS, by action of its m em ber­
ship m eeting in convention at Juneau. A la i re. in September. 1980. has adopted a Statement of Legislative 
Policy as a guideline for evaluation o f legislation pending before the 1981 session of the Alaska State 
Legislature. Said Statement o f Legislative Policy is as follows.

Permanent Fund Legislation

We believe that monies invested in the Perman­
ent Fund should be prim arily  in ve s ltd  in the State ol 
Alaska for the purpose of im proving  the economic 
well being of the State and the standard of livinq and 
lilt* styles o l its citizens We specifically oppose the c u r r e n t  policy ol investing the m ajority  of the fund 
outside Alaska

Where possible c u tt in g  financial institutions 
should be utilized to  originate and service loans 
l io rn  the Permanent Fund

We believe that the earnings from  such invest­
m ents should be icinvested in th r  same manner as 
the o rig ina l principal

S tim ulation of the Econom y

We lavor expedited capital evpendituies on 
projects already approved in bond elections by the 
c itiz rn s  ol the Stale ol Alaska, or appiovcd by the 
Alaska State Legislature. and the im m ediate lund 
m g o l o lhe i projects w ith long term  economic 
b rn e lits

W'e oppose short-ten* economic stim ulation 
through programs such as increased unemployment 
com pensation which have no long term economic 
benefit.

We support use o l Slate funds including money 
Irom  the Permanent Fund lor business loans, and 
loans lo r agricu ltural, fishing, tourism , and natural 
resource development

Ta* Reliel

We lavor lav rebel which will b e n e t d  and cii 
couM gc private property ownership and economic 
development

Business Loans

W'e support expansion ol Ih t  current business 
loan program  to  include loans (oi purchase ol invrn 
lory and equipm ent and/or establishing working 
capital P lrdges o l inventory, equipment, accounts 
irc riva b le . and other business assets should he ac 
cepied as acceptable collate/at

T>« tu rre n i business loan program should he



expanded to include loans for purchase, construc­
tion and remodeling of real properties such as: 
apartments, office buildings, commercial buildings 
'and industrial buildings held for rental purposes. 
The program should also be expanded to include 
loans for land development.

Mortgage Financing

We support continuation of the long-term pro­
gram established for the Alaska Housing Finance 
Corporation by the 1980 Legislature and feel it 
should be supplemented through the use of Perma­
nent Fund monies and unappropriated surplus 
monies. We feel that the Legislature should now ad­
dress refinement and imrovement of the current 
program with specific attention to:

1. The program should be expanded to include 
owner occupied 3 and 4 unit dwellings similar to 
the financing programs available through the 
Federal National Mortgage Association and the 
Federal Home Loan Mortgage Corporation.

2. Loans should be allowed for refinancing of ex­
isting high interest loans under the same criteria 
used for new loans.

3. In transactions where existing loans at 
reasonable interest rates can be assumed. 
Alaska Housing Finance Corporation should be 
allowed to make second or junior mortgages for 
the difference between the assumed mortgage 
and the program 's loan lim its. Such second or 
junior mortgages should also be available for 
home im provem ent loans.

4 The jirogram  should be evjianded beyond the 
Federal National Mortgage Association lim its  to 
allow loans equal to  80'X  of the value on higher 
priced homes

b. T he p iog ram  should be expanded to allow for in 
terim  construction toans at tim es when inteiest 
lates through conventional sources become so 
ugh as to be a detriment to new construction

We support establishment of a Veterans Loan 
Program funded by the General Obligation Bonds 
similar to the program now in effect in the state of 
Oregon.

Land and Property Use

We oppose all restrictions on the use of real 
property which are not clearly necessary for the pro­
tection of health and safety, to protect the rights of 
other property, or to protect the environment from 
serious degradation. The benefits of any regulations 
on real property use. must be such that they clearly 
outweigh any negative, economic impact on the 
property, its owners, or the community in general, 
and such benefits must clearly outweigh the disad­
vantage of infringement on private use of such real 
property.

Disposition of State Lands

We support a program for transfer of Stale 
lands to private ownership in an orderly manner 
which will not economically disrupt existing private 
ownership, All subdivision and development of 
State lands for disposition to private ownership 
should be subject to the same laws and regulations 
applicable to private developers and private sales of 
such property. Such property should not be dis 
posed of at a cost less than the greater ol its 
development costs or fair market value as determin 
cd by Indcpendert appraisal.

Tenant/Owner Legislation

We oppose any lo rm  of rent control.
W'e support legislation which provides for rq u i 

ly  and fairness in the relationship between owners 
and tenants.

Occupancy of Real Property by Slate Agencies

We support the use of existing sj»ace for oc 
cupancy by State agencies in  com m unities where 
there exists an adequate suj>j>ly ol vacant space, as 
opposed lo  construction ol new stiuctures for such 
occupancy.



Testimony of Robert 3. Flint 

of

Wohlforth & Flint, State Bond Counsel 

on S. B. 13 Before the 

Ser.-te Committee on State Affairs 

Alaska State Legislature

Mr. Chairman and members of the Committee on State Affairs, I am 

Robert B. Flint, a partner in the law firm of Wohlforth & Flint, Bond 

Counsel to the State Bond Committee. I appreciate the invitation extended 

to our firm to testify on S. B. 13 which would appropriate general fund 

money for the capital projects approved at the 1980 bond election. Since 

the State currently enjoys a large cash surplus a number of advocates 

have urged a cessation of general obligation bonding for capita1 improve­

ments and the pursuit of a cash only policy. My remarks today are con­

fined to an analysis of this position and of S. B. 13 from a financial point 

of view. I recognize that there are considerations other than financial 

that need to be taken into account, but such political or policy questions 

are beyond our firm’s role as Bond Counsel and legal advisor to the St ite 

Bond Committee.

a i.t  i:u::a t r. o? p o  r  t  u N i t  y

From a financial perspective a "cash only" policy is unwise. One of 

the advantages of borrowing money fcr capital improvements as opposed to 

paying cash is an expansion in the availability of funds. Tor most state 

and local governments this means an ability to build projects that they 

could not otherwise afford. Alaska is obviously not in this position but it



does nave alternative uses for its surr'js cash. The State has decided as 

a matter of policy to set aside a portion of the nonrecurring oil wealth in a 

permanent fund to ensure its availability after the oil runs out. To the 

extent the State builds its capital improvements for cash there will be less 

funds available for this kind of set-aside.

There is an ascertainable cost to such a "cash only" policy since 

funds set aside will earn more than the cost of borrowed funds cost. The 

estimated earnings over and above borrowing costs for ten year bonds with 

level principal payments in the amount of $150 million is $33 million. If the 

current borrowing rate of approximately $150 million per year is assumed 

the lost earnings for the 25 year life of Prudhoe Bay is $825 million with­

out allowance for compounded interest. As capital needs and costs will in­

crease this estimate is very conservative.

Obviously such money is not needed currently but we all know that 

the oil will be gone within our lifetime. At the time Prudhoe runs out our 

savings will be needed at least to cushion the shock of transition to normal 

taxation and budgeting. The idea of special funds is to preserve some of 

the wealth for future generations. Judicious use of general obligation debt 

can materially assist this goal.

riSCAL O V E R S I G H T

Regular entry Into the municipal bond market subjects the State to 

the scrutiny of that market and the rating agencies. Such an exposure is 

a helpful aid to the self-discipline necessary even in affluent times. 

Moreover It builds a reputation with the market that is invaluable when

Testimony of Robert B . FlintPage 2



borrowing becomes necessary. Alaska has carefully built its reputation 

over the last 20 years sorting with a Baa rating (medium grade with 

speculative characteristics) to Aa (high grade) this year. This effort has 

resulted in excellent interest rates for State borrowing. The table on

Exhibit "A" shows the improvements in the state's credit. If entry into 

the bond market is stopped this effort will be wasted. After the oil is 

gone the State will simply have to start all over again. Like any private

person a State must establish credit. An applicant who has never bor­

rowed is a poorer risk than one who has. The bond market is like all 

bankers. The devil it knows is ^referred to the saint it doesn't. It 

would be wise to leave a good credit rating to future generations.

F INANCIAL I M P A C T

The current impact of debt service on the State budget is minimal. 

Only 2.9?o of 1980 general fund revenues were spent on debt service. The 

ratio of debt to assessed valuation in 1979 was about 3"0. These are low 

figures which will certainly decline further even if borrowing is increased. 

The table on F.xhibit "B" shows the decline in the debt burden. There is

plenty of room to continue a sensi' rowing program.

C O N C L U S I O N

From the point of view of a technical advisor S. B. 13 is not good 

public policy. The cost will be substantial to the state if adopted an i 

continued during the period of oil wealth. Continuing the present pp\cy 

of a conservative use of the capital markets on the other hand has cleeu

Testimony of Robert B . FlintPage 3
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benefits without any negative effects. As I stated in m y  opening remarks 

the perspective I present today is limited and is intended to provide 

information for your consideration. As Bond Counsel to the state, I, of 

course, take no position on the actual passage of S. B. 13.



EXHIBIT "A"

State G.O. Bonds
The following tabulation gives details of bonds sold since 19/3:

Date o f Bunds
Amount of Issue 
(Millions Maturities A vr Life in Years NIC

BondBuyerIndex

Interest Cost Per Borrowed Dollar

Ratings (at the time of issuance! 
Moody’s/S&P

Inn. IS . 1973 S 20.0 1976-1998 15.3 5 .1 2% 5 .08% 7R.2C Baa 1/A
1 unc 1 ,1973 27.0 1976-1998 14.8 5 .10 5 .10 75.6 Baa 1/A
Aug 1, 1973 31.0 1977-1998 16.7 5 80 5.58 96.8 Baa I/A
Sept 1. 1974 30.0 1978-1998 15.6 6 .85 6.88 107.2 A 1/A
Feb 1, 1975 40.3 1978-1998 14.6 5 .98 6.59 87.3 A 1/A+

May 1, 1975 4 2 0 1979-1999 15.1 6  52 6 .95 98.5 A 1/A-r
Oct. 1. 1975 42.9 1978-1997 12.5 6 .85 7.49 85.8 A 1/A +
March 1, 1976 4 0 0 1978-1993 9.5 5 .8 6 6.95 55.7 A 1/A +
In ly 1. 1976 40.0 1978-1993 9.5 5 .80 6.87 57.3 A 1/A +
Feb. 1, 1977 40.0 1979-19R8 9.5 5 08 5 .90 4 8 3 A 1/A +

Oct. 1, 1977 4 0 0 1979-1988 7 0 4 .50 5.50 29.3 A I/A-*-
April 1. 1978 45.0 1980-1988 7.0 4 .86 5.59 29.2 A 1/A *
Ian. 1. 1979 40.0 1979-1989 5.5 5 .52 6 29 30 .0 A l/A-t-
May 1. 1979 6 0 0 1979-1989 5.5 5 59 6 25 32 1 A 1/A +
July 1. 19R0 125.0 1981-1990 5 5 5 .7 6 7.55 35.8 A a /A A -

Source: John Nuveen & Co. Incorporated



t ^ m p c c

EXHI3IT "3"

The schedule below compares debt service w ith general unrestricted 
revenues for the last eight fiscal years:

FiscalYears
Ending |une 30

GeneralUnrestrictedRevenues
(Millions!

Debt
Service(Millions)

Percent Required (nr Debt 
Service

1073 S 214.6 S23.3 10.9.3
1974 238.1 26.3 10.22
1973 333 6 30.1 9 .03
1976 703.4 33.1 4 .98
1977 877.4 41.8 4.77
1978 768 0 30.0 6.31
1979 1,117.4 6 0 0 3 .36
1980 (tf St.) 2 ,330.0 73.1 2.93
1981 (est 1 3 ,808 o — —

Source: John Nuveen & Co. Incorporated



SENATE STATE AFFAIRS COMMITTEE HEARING 

ON

1. DEPOSITS IN THE PERMANENT FUND: 2. PAYING CASH FOR CAPITAL IMPROVEMENTS

February 21, 1981

Testimony by Harold E. Pomeroy

Our future is bright if we don't spend billions and billions of dollars 

unproductively trying to create an artificial destiny for Alaska.

Right now we are misreading the signals.

There is popular belief that if we just do the right things we can achieve

a prosperous, diversified and renewable resources economy, including renewable 

resource production and processing-manufacture. This means, of course, pro­

ducing goods for export.

lie are negligible producers of processed-manufactured goods - with f^w 

exceptions, relative to our resource production and services economy, due to 

far higher costs here than elsewhere - costs that cannot be cu**ed by spending 

money. Where the potential for competitive position in the market is 

lacking, direct and indirect aid is only creating artificial viability that 

can last only until the money runs out.

The wrong signal is that son...how, if we just put enough money into articial

viability in tne direction of diversification and renewable resourc* pro­

cessing v.e can turn a liability into an asset. The result is the false 

assumption Miat taxes generated out of these areas of activity will be able 

to make up for less oil income in the future.

The hard fact is that there is no basis whatever for believing the aggregate 

of all tax revenue from all sources, ether than oil production will increase 

..he approximate 1/10 of our expenditures such revenues now pay.by an appreciable 

amount, if at all - unless taxe? are o i s e d  drastically.



Testimony, 2/21/81 

Harold E. Pomeroy

Take the molybdenum mine soon to be established near Ketchikan. Though 

one of the largest deposits anywhere, molybdenum won't be made there; the 

concentrate will go Outside for processing for reasons of economy. Would 

we increase taxes on the plant two or three or more times in the future 

to make both ends meet due to less oil income?

Our future economic stability rests heavily on the reason the question has 

to be asked.

There will be a few individual exceptions to the revenue potential overall 

- plants with profits coming from huge investments and very few workers.

We can be encouraged about the future if we take the right signal from the 

dramatic increase in the amount of oil income from even two years 3go. A 

Permanent Fund that generates a substantial part of future needed revenue 

is practical - with room also for such benefits as no personal income ta.. 

and some desirable capital improvements that re cost effective.

Our tremendous good fortune in quantity of oil money is that we can make- 

massive early years deposits in the Permanent Fund, accumulate the interest 

and arrive at a total of as much as S125 billion to produce $13 billion or 

r.K billion in annual revenue from then cn.

.*e should place the highest priority on action to sc-cwre as strong a finan­

cial future as possible, rather than to grab more toward a taxless society 

and what amounts, indirectly, toiolossal price support for economic enterprise 

that simply isn't economically viable in tin. open market.



PERMANENT FUND BUDGET GROWTH

I. II. III. IV.

$2 Billion $4 Billion $2 Bi11 ion - at 11 $2 Billio

Yrs

at 1 IVj compounded rate of increase rate of

5 $3.37 $6.74 $3.37 $4.02

10 $5.68 $11.36 $5,68 $8.09

15 $9.57 $19.14 $9.57 $16.27

20 $16.12 $32.29 $16.12 $32.73

I. At the end of 20 years the $16.12 would produce $1,67 billion yer-ly - from then on.

III. The $1.67 billion would not go very far toward funding the $16.12 billion budget.

The 11% rate of increase may not be enough for inflation and population growth and would allow zero 

for real growth.

IV. At 15% growth, $120 billion in the Permanent Fund would produce about $13 billion in earnings revenue 

toward the $32.73 billion budget

February 21, 1981 

Harold E. Pomeroy
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Committee on Sfafe Affairs

Chairman Vic Fischrr

SENATE STATE AFFAIRS OOMMTITEE REPORT

ON
SB 13 "An Act making special appropriations f c ; capital 
improvements for which general obligation bonds were 
approved by the voters at the 1980 general election; 
and providing for an effective date."

SB 21 "An Act making a special appropriation to the 
Alaska Permanent Fund; and providing for an efrccxive 
date." ($1,500,000,000)

SB 68 "An Act making a special appropriation to the 
Alaska Permanent Fund; and providing for an effective 
date." ($1,800,000,000'

B IL L  SUMMARY
SB 13 This bill would use a general fund appropriation to pay for these capital 
improvements rather than issue General Obligation (G.O.) Bonds. The opportunity 
cost assumes the State would either invest its own money, if bonds would have 
been sold, or if spent on other projects, etc., that project has an implicit 
rate of r e r u m  equal to what the State could have gotten by investment. 
Assumptions: (1) A  127. earnings rate on invested funds or project.

(2) An 87. interest rate on cast of debt.
(3) If debt were issued it wruld be as follows (in millions)

F:'82-$100, FY'83-S150, r:’SV$39, 712;
Total issued $289,712,50:.

(4) Projects start/debt occurec at ^e0im i n g  of each period.
(5) Not disci nted for present ’’-.lue,

SB 21 Tris bill would make an appropriation from the general fund to the 
Alaska Ferrener.: Fund in the amount $1,500,000,000.

S3 68 Tnis bill would nuke an appropriation fran the general fund to he Alaska 
Penramnt Fund- h the amount $1,800,000,010.

BACKGROUND

SB 13 Tne classical argument of economics can be made in the case of SB 13.
When a g o v e m m n t , any government needs to make capital outlays for needed 
projects and cash is not readily available, then that government issues bonds 
to pay for the capital. This is the normal way of building road- , schools, 
etc. What happens when there is a surplus of cash on hand? Do you still 
issue bonds or do you use the cash you have? A  sound case for the concept 
behind S3 13 can be made. The State of Alaska, because of Prudhoe Bay, has 

a ready supply of cash. The choice then becoces whether or not the state

Pouch V 
State Capitol 

Juneau, Alaska 99S11
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through the Dept, of Revenue should issue general obligation bonds or use 
available cash. 'What is not obvious about paying cash for the Novenber 1980 
authorized but unissued G.O. bonds, is that there are over $100 million Pre- 
1978 authorized hut unissued bonds that need to be included in this general 
fund appropriation. (See statistics at end of summary.)

Another concept of classical economics is one of defeasance. Through a 
special defeasing [escrow] account, the state could create a monetary 
approach that would pay off the entire state debt. This account managed 
by a special bond counselor would invest in the taxable bond market [12% 
interest] while paying off the incurred debt in the tax-exempt bond market 
[8% interest]. The potential is there at the momant to erase Alaska's debt 
[$720 million] with a cash account of [$570 million]. One may ask why not 
make the investments directly out of the general fund and not set up a 
special account. It has becone clear that the Alaska Legislature has the 
ability to sp^nd all the money before it ho matter the amount. This special 
[escrcw] account *.rculd set this money aside for a specific purpose: to pay
the state debt.

With continuing pressure from our Washington delegation assuring us that the 
mood in the "lcwer 48" is becoming increasingly jealous of our resource wealth, 
this would be one way of "putting our house in order." We would be showing 
our responsiveness to the nation's financial coraunity by giving a clear signal 
that we were doing "first tilings first." We pay off our debts before we borrow 
money for other purposes.

If we were co create this "defeasing escrow account," it would preclude us from 
g3ing to the bond market for a period (nirimmn) cf 18 months due to IRS regula­
tions. That is why this concept goes rwuid ir. hand with substituting cash fo'* 
all authorized but unissued general obligation bonds. Tne next time we would 
be eligible to go to the bond market would be (roughly) after the 1982 general 
election.

The Hamond Administration approves of the defeasing concept if, there are 
several if's, but the principal one being that it does not affect the 
$1,800,000,COO contribution to the Alaska Permanent Fund (SB 68). If the 
money is just going to be spent to continue growth in state government then 
he would certainly favor defeasing.

Defease $720 million of outstanding
G.O. bonds $570 million

Cash out all authorized but
unissued bonds 463 million

Delete FY*52 debt service (128 million)
“ $?05“i m i o n  '

•
SB 21 & 68 These bills have almost identical wording, the only difference 
being the actual dollar amount. Sen. Rcdey's bill would transfer $1,500,000,000 
to the Alaska Permanent Fund; the Governor's bill would transfer $1,800,000,000.

Governor Hammond believes that it is appropriate that Alaska set aside this 
amount this year of its oil wealth so that its earning can provide an increased 
income scream for the benefit of ail Alaskans. Tne Legislature determined that 
dividends should be worth a minimal $50 each. This contribution will provide 
sufficient earnings to meet that comrinner: without having to borrow froen the 
general fund. Should the state not rake such provisions, our legal case may



State Affairs 
Page 3

W O R K  D P A F T W O R K  D R A F T

be weakened.

The Perrenent Fund Board of Trustees have not taken a stand on this and other 
issues concerning the "Fund's" plan for the future. Instead, they are planning 
a series of seminars to examine all alternatives and to establish long range 
as well as short-term planning for the Alaska Permenent ur.d.
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Committee on biate Affairs Pouch v 

• State Capitol 
Juneau, Alaska 99811

Captain Cook 

Anchorage

MEMBERS PRESENT: SENATOR FISCHER, CHAIR
SENATOR BRADLEY 
SENATOR COLLETTA

VISITING: SENATOR RODEY
REP. CLOCKSIN

AG E N D A : SENATE BILL 13 "An Act making special appropriations
for capital improvement projects for which general 
obligation bonds were approved by the voters at the 
1980 general election; and providing for an effective 
d a t e ."

SENATE BILL 21 "An Act making a special appropriation 
to the Alaska permanent fund; and providing for an 
effective date."

SENATE BILL 68 "An Act making a special appropriation 
to the Alaska Permanent Fund; and providing for an 
effective date."

Chairman Fischer called the meeting to order, introducing the three 
pieces of legislation on the agenda. He pointed out that what is 
presently referred to as "surplus funds" in the state of Alaska is 
In fact not surplus at all, because many needs of the state have 
not been net. When those statewide needs have been met, then what 
money If left over will constitute a surplus.

Senator Collctta stressed the Importance of continuity in successful 
money management; the process of politics, he said, often fails to 
r e f  ect such continuity. He further stated that the idea behind 
SB 13 does not present an ongoing policy; rather it is a one time 
event to got those projects approved by the voters In the last 
general election started quickly.

Senator Bradley commented that "it takes money to make money".

Senator Rodcy, while he favors a conservative banking approach 
characterized, in part, by participation In the bond market, 
expressed support for utilizing a combination of participation
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in the bond market and cash appropriations; in essence, a mix of 
the policies now being discussed before the committee.

Rep. Clocksin supports the $1.8 billion appropriation to the 
permanent fund, and is keeping an open mind toward SB 13.

Anselm Staa c k , Comptroller, Div. of the Treasury, Dept, of Revenue, 
presented an overview of SB 13 ard the concept of defeasance. He 
described how the present status of the market would allow defeasing 
$720 million worth of G. 0. bonds with $570 million worth of cash 
outlays placed in a special "escrow" account. Staack stated that 
the Governor would introduce legislation that would defease the 
school debt at a cost of $275 million. He pointed out the problem 
of interest arbitrage and the time factor that would prohibit the 
state from returning to the bond market for a period of approximately 
two years due to IRS regulations. Finally, he made note of the fact 
that SB 13 ($289M) did not cover all of the authorized but unissued 
bonds. Such a figure would total approximately $466 million.

In r e s p o n s e  to the q u e s t i o n ,  " S h o u l d  the s t a t e  st a y  in the bond 
m a r k e t  in the f u t u r e ? "  A n s e l m  S t a a c k  said that the s t a t e  should.
In r e s p o n s e  to the q u e s t i o n ,  "Will d e f e a s i n g  a f f e c t  the s t a t e ' s  
bo n d  r a t i n g ? "  S t a a c k  r e p l i e d  that d e f e a s i n g  w o u l d  h a v e  the p o t e n t i a l  
of r a i s i n g  the s t a t e ' s  bond rating, and c e r t a i n l y  w o u l d  not hurt 
the r a t i n g .  In r e s p o n s e  to the q u e s t i o n ,  "Is t h e r e  n tie b e t w e e n  
the s c h o o l  debt and the G. 0. d e b t ? "  he s t a t e d  i1 ►Kt c  was none.

S e n a t o r  R o d e y  a s k e d  w h e t h e r  the e s c r o w  a c c o u n t  ui -uu ’’c i n v e s t e d  in 
g o v e r n m e n t  s e c u r i t i e s .  A n s e l m  S t a a c k  r e p l i e d  that it w o u l d .  S e n a t o r  
R o d e y  e x p r e s s e d  r e s e r v a t i o n s  a bout the s t a t e  f i n a n c i n g  the n a t i o n a l  
d e b t  t h r o u g h  tills type of i n v e s t m e n t .

A n s e l m  S t a a c k  c l o s e d  his r e m a r k s  with the r e m i n d e r  that the m o r e  
m o n e y  the s t a t e  put into the p e r m a n e n t  fund, the less t h e r e  w o u l d  
be to s p e n d  on o t h e r  p r o j e c t s .

R o b e r t  H i n t , S tate Bond Counsel, maintain.. that a c a s h  o n l y  p o l i c y  
is not a w i s e  p o l i c y .  He p r o v i d e d  h i s t o r i c a l  b a c k g r o u n d  of h o w  the
s t a t e  has i m p r o v e d  its bond r a t i n g  from B - A A  to AA rate. R e s p o n d i n g
to a q u e s t i o n  p o s e d  by C h a i r m a n  F i scher, Flint said that SB 13 c o m­
bi n e d  w i t h  d e f e a s a n c e  w o u l d  not harm the s t a t e  bond r a t i n g ,  but the 
s t a t e  w o u l d  lose $ 3 0 0  m i l l i o n  in o p p o r t u n i t y  cost by not g o i n g  to 
the bond m a r k e t .  In r e s p o n s e  to the q u e s t i o n ,  " W o u l d  the c o m b i n a­
tion of SB 13 and d e f e a s a n c e  i m p r o v e  the s t a t e ' s  r a t i n g ? "  Robert 
Flint a n s w e r e d  in the a f f i r m a t i v e ,  s t a t i n g  that the m a r k e t  l ikes to 
k n o w  n ' “ *,,r>lr.g to he paid. In e x p l a i n i n g  the s t a t e ' s  b o n d  limit,
he s t a t e d  thar. t..v il '.arket looks m o r e  at the type of i n v e s t­
m e n t s  that s tate m a k e s  r a t h e r  than the a m o u n t .  It w o u l d  a p p r o v e  
m o r e  of sewer, w a t e r  and road p r o j e c t s  r a t h e r  than d o m e d  c i t i e s  and 
c a p i t a l  m o v e  p r o j e c t s .



S t a t e  A f f a i r s  C o m m i t t e e

M i n u t e s  2 - 2 1 - 8 1

P a g e  T h r e e

Malcolm R o b e r t s , Executive Director of Commonwealth North, opposes 
putting 1.5 or 1.8 billion dollars into the permanent fund. If we 
do this we are locking up our revenues in a restricted place. We 
need, Mr. Roberts maintained, to invest it on a regional basis so 
we can build the state infrastructure. We have to diversify: there 
are needs for railroads, ports, energy. This is our challenge for 
the future. As one faces the future one should put $1 out of $7 
into investment.

Senator Rodey responded that we must be prudent with our wealth; 
he maintained that we should make early and sizable appropriations 
to the permanent fund. He added that according to Senate priori­
ties we will put $1 in every $6.7 intc ivestment.

Senator Bradley maintained that we should not put our wealth into 
savings, but rather put it out on the streets, into the free enter­
prise system.

John H a v e l o c k , testifying as a citizen, emphasized that great 
care must be exercised In dealing with interest arbitrage lest 
Alaska be penalized. He stressed the importance or nlar.ning for 
the future in the p.rec of capi ul projects, suggestin’ that the 
vote"*; might not have approved all of the bond issues i( they had 
been m u , - fully informed. Many large projects, he explained, 
are protected by "motherhood titles" and the people are not always 
sure what they arc voting or. John Havelock suggested establishing 
a multi-year approach to capital improvements rather than the leap­
frogging "wish-lists" currently used. The dimensions of the prob­
lems encountered in developing the role of the permanent fund are 
gi at: $1 billion Is more than the AN'CSA, greater than the original
TAPS CBtimrte and larger than the earthquake pay-off of the sixties. 
John Havelock's final point dealt with the way in which many large, 
public r roJects develop a momentum of their own and they outstrip 
fiscal analysis. It's the little jobs that create jobs for Alaskans, 
the big Jobs that create Jobs for outsiders. One cannot buy econo­
mic opportunity, one can only subsidize it.

Harold P o m e r o y , testifying an a citizen, spoke of his own experiences 
in Alaska as a homesteader and the first Kcnai Borough Mayor. He 
told of the attempt to build diversified economy in Southcentral 
Alaska and his realization that it was "not ‘caolble". He stressed 
the importance of developing a long-range plan for our economic 
future; we must pick and choose carefully when building our infra­
structure. Harold Pomeroy maintains that the high unemployment 
rate in Alaska may be unchangeable, that to throw money at develop­
ment In lrresponoible, and that having a broad diversified economy 
is impossible.



St'ate A f f a i r s  C o m m i t t e e

M i n u t e s  2 - 2 1 - 8 1

P a g e  F o u r

Jim Rhode t special assistant to the Boaro of Trustees of the Alaska 
Permanent Fund, opened his testimony with the statement that we 
need a broad review of oil money and the future of the permane.it 
fund. He announced that the Board was planning a series of seminars 
on the permanent fund to be held in Juneau, Anchorage, and Fairbanks, 
and invited everyone present to take part.

James E . F i s h e r . testifying as a citizen, expressed his principal 
concern: he would like to see the public take a great interest in 
•the herrings about the permanent fund in order to have the maximum 
amount of public input.

Lee G o r s u c h , of the Institute of Social and Economic Research, 
the Anchorage School Board, and testifying also as a citizen, ques­
tioned the criteria the state was using to judge whether putting 
$1.8 billion in the oerraanent fund was too much or too little. He 
stated that the 252! o e the royalty payments going into the permanent 
fund would be swamped by the 752! going into the general fund. Lee 
Gorsuch made a point of emphasis in questioning th actual expendi­
ture policy of the state and how it related to the results Alaska 
is presently achieving. He posed the question, "What do we want 
Alaska to look like in twenty years?" and asked committee members 
to devote some thought to school endowment and higher budgets for 
e d u c a t i o n .

Scott G o l d s m i t h , ISER Economist, initially responded to earlier 
testimony on SP 13, agreeing that the state should plan widely; 
he expressed support for making positive interest arbitrage on 
the defeasance account. He put this in perspective by asking how 
long we would make payments on our large capital projects, and if 
we expected to be making payments on these after Prudhoe Bay runs 
out. What was the prospectus for future generations? Scott Go 1 d- 
snith then put the Sadlli’ochit find ir. perspective by comparing it 
to other world scale oil discoveries. He placed an S80 billion 
(1981 dollars) price tag on Alaska's oil inheritence from Prudhoe 
Bay, and then said with a 2* re.’l return to the state, the annuity 
from this inheritence was $1.6 billion per year. If the state only 
spent $1.6 billion, then it couli spend that every year and never 
touch the principal. This year - : have $6.6 billion, a combination 
of interest, principal, and earn ngs. If we spend S6.6 billion, 
we are eating into the principal. Goldsmith said it would be very 
hard to identify another source of revenue that might replace 
Prudhoe. He compared it to coal, and made an interesting observa­
tion/comparison: making the assumption that the real return on a 
ton of coal is $.25, how much coal would have to be mined to oq"nl 
$1.6 billion per year* Wc wot Id have to nine 8 billion tons ot coal. 
We now mine 1 million tons. The Koreans want to buy 4 million tons. 
How much is there in the Beluga and Kcnann coal fields? 4 billion 
tons in known reserves. We would have to mine all of these known 
reserves in six nontho to equal the annuity of our inheritence from 
Prudhoe Bay. Goldsmith closed by saying that the size of the "in­
heritence" should be kept in perspective when planning the state's 
future.



S t a t e  A f f a i r s  C o m m i t t e e

M i n u t e s  2 - 2 1 - 8 1
P a g e  F i v e

Ken G a i n , of the Alaska Association of Realtors, said that there 
were a number of questions which needed to be answered before 
we made these large early year appropriations to the permanent 
fund. We have to ask ourselves, Mr. Gain stated, what that money 
is competing against. Anchorage is going to face a quadrupling 
of its heating (natural gas) costs in five years when the present 
contract runs out. All the cities of the state are facing housing 
shortages, according to Mr. Gain, (???) and he maintains that the 
permanent fund is "having your cake and eating it too". We must, 
he stated, make good, sound investments in Alaska, for the people 
in Alaska.

Chairman Fischer responded that the appropriation this year is 
part of the context for setting permanent fund policy for the 
next year and the year to come.

The meeting adjourned at 12:05 pm.
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SENATE STATE AFFAIRS COMMITTEE HEARING 

ON

I. DEPOSITS IN THE PERMANENT rUND: 2. PAYING CASH FOR CAPITAL IMPROVEMENTS

February 21, 1981

Testimony by Harold E. Pomeroy

Our future is bright if we don't spend billions and billions of dollars 

unproductively trying to create an artificial destiny for Alaska.

Right now we are misreading tne signals.

There is popular belief that if we just do the right things we can achieve

a prosperous, diversified and renewable resources economy, including renewable 

resource production and proc^ssing-manufacture. This means, of course, pro­

ducing goods for export.

We are negligible producers of processed-manufactured goods - with few 

exceptions, relative to our resource production and services economy, due to 

far higher costs nere than elsewhere - costs that cannot be cured by spending 

moiey. Where the pofential for competitive position in the market is 

lacking, direct and indirect aid is only creating artificial viability that 

can last only until the money runs out.

The wrong signal is that somehow, if we just put enough money into articial

viability in the direction of diversification and renewable resource pro­

cessing we can turn a liability into an asset. The result is the false 

assumption that taxes generated cut of these areas of activity will be able 

to make up for less oil income in the future.

Tho hard fact is that there is no basis whatever for believing the aggregate 

of all tax revenue from all sources, other than oil production will increase 

the approximate 1/10 of our expenditures such revenues now pay^by an appreciable 

amount, if at all - unless taxes arc raised drastically.

vjlr 'J™

1



Testimony, 2/21/81 

Harold'E. Pomeroy

Take the molybdenum mine soon to be established near Ketchikan. Though 

one of the largest deposits anywhere, molybdenum won't be made there; the 

concentrate will go Outside for processing for reasons of economy. Would 

we increase taxes on the plant two or three or more times in the future 

to make both ends meet due to less oil income?

Our future economic stability rests heavily on the reason the question has 

to be asked.

There will be a few individual exceptions to the revenue potential overall 

- plants with profits coming from huge investments and very few workers.

We can be encouraged about the future if we take the right signal from the 

dramatic increase in the amount of oil income from even two years ago. A 

Permanent Fund that generates a substantial part of future needed revenue 

is practical - with room also for such b e n e f i t s  as no personal income tax 

and some desirable capital improvements that arc co;.t effective.

r tremendous good fortune in quantity of oil money is that we ^an make 

massive early years deposits in the Permanent tund, accumulate the interest 

and arrive at a total of as much as $125 billion to produce $13 billion or 

Si*, billion in annual revenue from then mi.

we should place the highest priority on action to secure as strong a finan- 

ci.1 future as possible, rather than to grab more toward a taxless society 

arid what amounts, indirectly, tncolossal price support fvr economic enterprise 

that simply isn't economically viable in the open market.

2



PERMANENT FUND BUDGET GROWTH

I. II. III. IV.

$2 Bil1 ion $4 Billion $2 Billion - at 11 $2 Billioi

at 11% compounded rate of increase rate of

Yrs

5 $3.37 $6.74 $3.37 $4.02

10 $5.68 $11.36 $5.68 $8.09

15 $9.57 $19.14 $9.57 $16.27

20 $16.12 $32.29 $16.12 $32.73

i. At the end of 20 years the $16.12 woulu produce $1.67 billion yearly - from then on.

Ill The $1.67 billion would not go very far toward funding the $16.12 billion budget.

The 11% rate of increase may not be enough for inflation and population growth and would allow zero

for real growth.

IV. At 15% growth, $120 billion in the Permanent Fund would produce about $13 billion in earnings revenue 

toward the $32.73 billion budget

Fe' ruary 21, 1981 

Har )ld E. Pomeroy
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Testim ony B efo re Senate S ta te  A f f a i r ?  Committee
Institute *

Scott Goldsmith 
f Social and Economic fteoearch

February 21, 19S1

Senate Bill 13 - An act 
pay foi 
in 198(

The logic of bnrrouir 
has the money to pay cash 
the ability to earn uioncy 
ing the borrowed funds at 
porruiblc, income is maxim! 
fact, any expenditure. Tl 
money at a higher return t 
net maximize state rcvcnui

T h ere are, however, l 
elusion in the unique *iC«

I. T h e  arbitrage on 
government. Alt 
Individuals, tin 

money are not al 
spent on project 
and tliic is mot*< 
money to spend.

Thus, In analyzl 
makes sense, yo< 
be eliminated b} 
.ul'IC paid for wl 
to tin* (tunic m m 1 
ductive* investim 
o( p- ving cosh v 
If productive ii 
cur-t of paying

to appropriate cosh from the general fund to 
capital improvements approved by C.O. bonds

g to pay for capital projects when the state 
rests upon the idea of "arbitrage." That is 
by borrowing at a low rnter ol return mid invest 
a higher rate of return. Wh«*n arbitrage is 
ced by borrowing to pay for capital and, in 
un, when the state can effectively invest 
linn it munt poy to borrow, paying conh doec 
C. .    . . ..

uo considers! ionr: which could alter this con­

ation which laces the state of Alaska.

del assumes rational hciinvior on ihr part of 
hough government is compose! of rational 
tr e l e c t i v e  etocioionn on the spending of 
way* rational. In other words, money gets 
s which d o not yield a posit ive return, 

likely to oii'u} when the state baa move

ng whether paying cash for capital projects 
should try to determine what spending would 
Such a policy. (Or if the capital project 

1 1 1 borrowed funds, wlr.it would actually happen 
e available for other put c l i O M ' S . )  I f  unpto- 
ntn are curtailed, then the opportunity cost 
ould be zero and no Income would be lost, 
vestments arc curtailed, then the opportunity 

« ash Is the lost income from arbittnge.



2. At some time, % 

because they at 
production, wil 
unlikely that p 
suggests the pu 
next generation
restricting the 
a substnnt-lal d 
state revenues 
all be required 
highway tnainten 
criterion suggc

jn-to-twenty years hence, ntate revenues, 
so dependent upon Prudhoe Bay oil and gas 

1 be considerably smaller than today. It is 
iblic noeds will be less, however. This 
ilic spending opportunities available to the 
will b e  limited relative to our own. Further 
.r options with the requirement of retiring 
:bt m a y  be an unfair burden. In the extreme, 
ouldt fall to such a level that they would 
for debt oerviec, lcnving nothing for schools, 
m c c ,  etc. Simply put, an ability to pay 
»Cu paying caoh for capital projccto.

One rationale tor de 
lifetime, ouch that those 
as the good is consumed, 
down because of the trans 
boom-bust character of th 
"benef1 to.” For example, 

the employment generated 
the present population bu 
twenty yearn. The people 
construction Jobs are all 
Should they leave behind 
payments for thone w h o  roi

Senate 111 I In 21 end OB

finance Is to pay for tl«e facility over its 
people pny who are actually getting the benefits 
In the Alankan context, this rationale cay hrenk 
ent nature of the population associated wi t h  the 
economy, combined with the nature of the project 

•o benefit advanced for many capital projects in 
n the construction phnoe. This directly benefits 
not the population which may be here in tcn-to- 

bencfititig today may leave Alaska when the boom 
gone because state revenues cannot, support them. 
n unpaid bill in the fotm of annual debt service 
■alp in the ntate after the bunt?

An net to appropriate general fund money to 
the permanent fund.

State revenues from 1 
Inheritance. Prom this p 
rcvcttlicp which should be

The unique good ioiti 
tenetven is evident from t 
reserves 1 it the Prudhoe B 
America and t tie world. At 
largest reoervcit in North 
States had ovct 2 billion 
would he one-hundredth an 
hailed as a major diacovut 
probability of the dlscov* 
compensate the c u t e  treat 
oil production Is vltlnnll

rudiioe D. 4 tdicnld be viewed nr. a one-time 
rspcclive, rules about the proportion of 

nved in the permanent fund emerge.

iip of Alaska In its ownership of Prudhoe liny 
he attached Tabic A which comparer, the initial 
y Field with the largest oil fields Itt North 
10 billion barrels, Ptudnoc l):iy contains (he 

America, aiul only two other M e l d n  in the United 
barrels. A field of 100 mill ion bntreln, which 
large aa Prudhoe, 1» considered a glnut aiul 
y in the United Stntcn. Consequently, the 
ry of additional reserves, o n state land, to 
ury (or the eventual decline in Prudhoe n.»y 
y nil.



Thun, ?ru<Jhoe Day at 
the form of oil In the gt 
some of the oil Is annual 

but Is more properly viev 

tnnce in monetary, rather

ate resources arc an inheritance, primarily in 
ound but partly In the form of money into uhich 
Xy transformed. Thin is commonly called revenues 
ed aa a  portion of the principal of the inherl—  
than phyuicol (oil in place), form.

1 WU sing current (FY 
Prudhoe Day oil as well o 
present Value (in 1981 do 
CCD billion (royalties ,r 

and transportation;.

2) cotlmatcs of the per barrel revenues from 
3 current cntiroutctt of recoverable oil, the 
liars) of the s t ate’s inheritance is very roughly 

nil various taxen assoc/itcd with oil production

We can easily calcul 
to earn n 2 percent real
$1.6 billion annually fro 
This $1.6 billion (in 19l< 
could be withdrawn every 
could completely finance

This ouggests thnt r. 
of $6.6 b 11lion and vpend 
to the tune of over $2 bl 
planning is a sound long- 
$1.5-ro-51.a billion thin

It will, of course, 

long-term tax bane is thr 

la that the revenue-gencr 
any possibility of provld 
available through a savin

For example, conslde

Flrldn (IlcCre and O'Coni.j 
of lYifctol band Pol Icier. <

uncs, Yur., p. 2).

ite that if that $G0 billion were all invented 
rate of return, the ntnte could withdraw
n the invested fund without reducing its value.
I dollars) would be the annual annuity which 
/enr to finance government. Such an annuity 
he 1900 otatc budget.

ivlng $ 1 . J-io-$1.0 billion out of total revenue© 
inr. y4.7-to-$i billion Is cutting Into principal 
lion. Thus, if one objective of financial 
crm, revenue-generaling bane, n policy of snviug 
lineal year in the pcimnncnt fund in inadequate.

c argued that the best wny to ensure a stable 
nigh investment in r.mtc resources. The trvtli 
iCinp, enpneiry ol other resources doer, not have 
ng revenues equal to the $1.6 billion annuity 
•n uud investment program of the permanent fund.

cool, Dcronnstratrd rrunurcc? In Alaska nrr
about 6.U billion toari, n Imarllv centered nt the t.Vnona and Svslinii Foul

II the state rould g 
how many tonn would liccJ 
(tom royalties? (Thr oin 
recent leaser, carrying a 
tons. So. o.irh year , more 
available as reserves In < 
mining license tax and co 
revenue but would not «iub 
esting to note tliat actuJ 
lion tons, or about 1/6JC' 
upon coal. S l o t

• Mineral Iteoourccs of Alnr.hn ami the Impact 
n their Av : 11 ~ M  If tv: Coal, Open Pile deport (l'»\,

t o 30 cent royalty on each ton of coal rained, 
o be mined annually to genrrote $1.6 billion 
mum loyalty rnte on state laud is 5c/ton with 
OC” 35< royalty rate.) The Answer is ?».3 billion 
coal would need to bo mined than it. currently 

rdet to match the $1.6 billion annuity. (The 
pornic Income tax would generate some uddJliounl 
Cantlnlly niter the conclunlun.) It 1» Inter- 
production of coal la preorntly about one mil- 
the amount necessary for a tax base dependent

X
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T A D L E  A

I. LARGE* T OIL FIELDS III NORTH AMERICA

1)111 inn Barrels

1 . Prudhoe Day USA 10.014
2. Chlnpno Mexico 6.513
3. East Texas USA 5.9999
4. Wllolngton USA 2.418
5. Por.n Elea Mexico 2.0286 . Pembina Canada 1 . 742

7. Midway Souse t USA 1.603
8. Yntc* USA 1.000

9. Wuoson USA 1.50B

10. Kern Rtver USA 1.453
11. Pnnhandlo USA 1.415
12, Swan lllllr. Canada 1.315

13. Ebnnn-Pnnuco Mexico 1.304

14. Sho-Vcl-Tum USA 1.300
15. iclit u n i s USA 1.296

10. Horan jor. Cer ro Ar.ul I'rxlco 1.177

17. Huntington E ♦ach USA 1.076

i n . Santa Yner. USA 1.000

11. LAICC 1ST Oil. FIELDS M  T H E  MOULD

i. Rut f, .hi K u w a 1l 60.900

2. Cl in war Guild I Arabia 60.270

3. Cat anil* Saudi Arcltia 17.051

4. KtrhuU Ireq 16.320

5. Samuilex ahoy S USSR 16.600

6. P.ouii.'.IiM  in* USSR 14.040

. 7. P.uniai In 11 nt] 1 3 . 1 3 5
0. Caclisatan 11 nu 11.635

9. Martin Ii mi 10.0117

10. Lagunl 1 1, nr. Venezuela 10.702

11. Agha Jarl 11 on 10.CR4

12. Prudhoe Lay USA 10.014

Cus Journal, Au&uv 1977. Vol. 73. Ilo. 33. p. 102.
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TELEPH O NES 
q o 7 )  566 )325 

566 6526

M U N I C I P A L  . V-

204 N FRANKUN ST 
JUNEAU. ALASKA 99801

The Alaska Conference of Mayors met in Juneau m  February 5 5 6, 1981 
and adopted the following provisions:

FY 81 Supplemental (SB 125). The Alaska Conference of Mayors pledged to 
use any supplemental funding for tax relief.

Mobile Home Financing. The Conference of Mayors urges supplemental 
appropriation to the Alaska Housing Finance Corporation for mobile home 
loans in order to ease the serious statewide housing shortage.

High Unemployment Rate. The Conference of Mayors supports state fund­
ing for capital projects in order to alleviate the serious unemployment 
problem in the state by providing both construction jobs and operation 
and maintenance jobs when the projects are completed; urges the Legis­
lature and Governor to approve funding early enough to get projects "on 
the street" this construction season.

In Lieu Of Bonds. The Conference of Mayors urges speedy passage of SB 
13, making direct appropriations for projects 'pproved by voters in lieu 
of selling bonds; additionally supports state ncrim financing for 
municipal bonds that have been authorised by the voters but cannot be 
sold because of the bond market.

Permanent Fund. The Conference of Mayors urges the Legislature to 
create special endowments for fundamental services, such as those pro­
vided by local governments instead of increasing the Permanent Fund, in 
order to lessen the risk of the federal government devising methods of 
taking away the state's money.

Sch<<ui Support. The Conference of Mayors endorses the concept cf 100's 
M  te funding for schools, both operating and construction.

Communities represented at those meetings include the Municipality of 
Anchorage, the City of Angoon, the City of Fairbanks, Fairbanks North 
Star Borough, the City of Haines, Haines Borough, the City of Homer, the 
City of Hoonah, the City and Borouch of Juneau, the City of Kenoi, kcnai 
Peninsula Borough, Kodiak Island E:rough, the City of Ncnann, the City 
of Nome, North Slope Borough, the City of Petersburg, the City of Sand 
Point, the Cit> of Scldovia and the City of Wrangell.

Bill Overstreet, President 
Leo Rasmussen, Vice President 
George Sullivan, Secretary/Treasurer

MEMUER O f Tm C n a t io n a l  LEAGUE o f  C I* IS  AND ’ -C  NATIONAL A SS  -j ATON O f COUNTIES





COMMITTEE REPORT 

SENATE

1/13/81 FURTHER: f i n a n c e

Mr. Pre s i d e n t :

The C o m m i t t e e  on_

special education

HEALTH, EDUCATION 
SOCIAL :U'TWTC"g.

Date

has had 58 15

u n d e r  c o n s i d e r a t i o n  and (a m a j o r i t y  of the c o m m i t t e e )  (the c o m m i t t e e )  
reports it back wi t h  the f o l l o w i n g  r e c o m m e n d a t i o n s :

[ ] 

( 1 

( A

[ ] 

[ ) 

( 1

do pass [ ] do not pass

do pass witi a t t a c h e d  a m e n d m e n t s (s )

r e p l a c e  wi t h  CS for _______ __________________________

and r e c o m m e n d s  _________________________________________

same title 
j new title

AND a t t a c h e s  a "Let t e r  of Intent" ( ] New Fiscal Note

r e p o r t s  it back w i t h o u t  r e c o m m e n d a t i o n

r e f e r r e d  to t h e _______________   C o m m i t t e e

M E M B E R S  S I G N I N G  
DO PASS

M E M B E R S  H A V I N G  
O T H E R  R E C O M M E N D A T I O N S :

--------------

S 60 (Rev. 12/78)

C H A I R M A N



As parents of an emotionally impaired child, we support 
HO U S E  BILL NO.4 5 5 , "An Act relating to state aid to school 
districts and regional educational attendance areas which 
provide Instruction in special education on a year-round 
basis; and providing for an effective date,"

We strongly feel this bill will help our son and other 
children with exceptional needs. We are closely involved 
w i t h  our son's Individual Education Program and do know 
that handicapped children require Intense structure at 
school as well as home. The summer vacation period is 
too long for these children to go without individualized 
structured behavioral modification and instruction from 
the teaching environment.

O u r  goal is to mainstream these children into regular 
classrooms or to an environment least restrictive for the 
child and teacher. By having this year-round program 
(H.B. NO. 455), we as parents, teachers, school admini­
strators and a healthy State of Alaska can achieve these 
g o a ?.6 sooner and better.

P.O. Box 60491 
Fairbanks, Alaska 99706

cc: The Fairbanks Delegation
Hr. Joe Blelskl, Director of Pupil Personnel Services 
Dr. Bryce Stallard, Superintendent F.N.S. School District 
Mrs. Carol Welch, Governor's Council for the Handicapped

and Gifted



; 1130.247 E d u c a t i o n I 14.30.350

to the board  ra th e r  th a n  the  derived  from  $ 4 . ch. S'.. SL A  194$, and  J
Tepartment. 52. ch 9* SLA 1966.

Editor’* no te. —  The rep ea led  section

Sec. 14.30.347. Transportation of exceptional children. When 
transportation is required to be provided as part of special services, 
exceptional children, whenever practicable, shall be carried separately 
'n>m the children attending regular classes. State reimbursement for 
transportation cf exceptional children shall be as provided for 
transportation of pupils attending regular classes except that eligibility 
for reimbursement shall not be subject to restriction baced on the
minimum distance between the school and the r<*s;der.ce of the
cxcepttonal child. (§ I ch 105 SLA 1966)

Sec. 14.30.350. Definitions. In §§ 180— 350 o f this chapter 
(!) "exceptional children" means children who d iffe r markedly from 

their peers to the degree that they are better served by placement in 
a specia1 learning program designed to serve their particular 
* xceptionality; these children may be identified in the following 
mtegories:
(A) "mentally retarded" includes those children of educable and 

trainable mind who consistently demonstrate evidence o f reduced 
academic achievement or social behavior and whose intellectual potential 
indicates restriction significantly below that o f the ir peers;
(B; "physically handicapped” includes children whose known or 
!-igr. ,«.*d physical impairments are so severe or involved that special 
far.lire?. equipment or methods are needed to make their educational 
pr cram effective;

•  ■'i ’emotionally handicapped" includes children whose known or 
dagr ,«ed emotional impairment is so severe or involved that special 
f*nli*.*n, equipment or methods are needed to make th -ir educational 
t^g r.m effective;

children with learning disabilities" includes the i f  who exhibit 
' • ‘W i n  in one or more of the basic learning pmceues involved in 
f^n r* bending or using expre?»ivo or receptive language ar.d who may 

special facilities, equi^.oent or methods to ma<e their 
•’Lc* program effective;

gifted" includes children having outstanding into. •••:. ability or 
*-»v • tulent; programs or services beyond the level o f those ordinarily 
• 1 as regular school programs shall be submitted to the

"  w *nt for supplemental funding on an approved program basis. 
*r.J::p!t-handicapped" includes children uh te known nr 
* I handicaps are determined to I* any combir.av.or. of tAh— tE ) 
•ra^raph whose needs demand the provision of ipec al facilities, 
•l or methods to masr the ir ed„rational prugr.rr, effective, 
rial services" includes but ts not limited to tra*.»p rtati<»n. 

’-aching, corrective teaching, corrective health ‘•a: !a and the
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• . .  
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§ 14.30.400 A l a s k a St a t l t e s § 14.30.410 f

provision of spt:ial seals, books, teaching supplies, facilities, and 
equipment required fo r the instruction of exceptional children, and 
includes education and training for children who cannot utilise regular 
classroom instruction. '§ 2 ch 120 SLA 1959; am §§ 5. 6 ch 81 SLA 1965’ 
am §§ 13. 14 ch 144 SLA 1970)

Realtor's notcMS>7M.— In ch. 144. SLA 
5970, the revised v*r:on  o f  AS 14.20.3S0 
v u  incorrectly designed AS 14 39 351.

Article 4. Bilingual-Bicultural Education.
Seetion
400 Biltrirualliicultural education 
410 Bi'.irVual-bicullunJ e-.ucai.on fund

E IT n IIk  dnt* of article. — Section 45. 
ch. 124. SLA 1975. nal.e* this ar.icie 
effective on July 1. 1*75

i

I

i

See. I t . 30.400. H ilinguul-hicultiirul education. City or borough 
district school boards and re,nonal educational attendance area boards 
shall provide a bilingual-bicullura! education program for each school 
in a city or borough school district or regional educational attendance 
area which is attended by at least eight pupils of limited English- 
speaking ability and whose primary language is other than English. A 
bilingual bicultural education program shall be provided under a plan 
of service which has been developed in accordance with regulations 
adopted by the department Nothing in this section precludes a bilingual- 
bicultural education program from being provided for less than eight 
pupils in a school ih 26 ch 124 SLA 1975)

See 14.30.110. H ilingual-hirultural cdu- a inn fund, (a) There is in 
the Department of Education a bilingual-tncultural education fund 
which is an account in the general fund to receive money appropriated 
by the legislature for bilingual bicultural education and to lie used for 
bilingual bicultural education program implementation and o;«nilion,. 
including but not limited to the establishment of a statewide bilingual- 
bicultural educational center.

(b) The dejurtment «hall adopt regulations for the determination of 
entitlement and the di*tnbullen of bi'inguat-bicuLural funds in c :v and 
borough chool dvtncv- and regional educational attendance ur-*s and 
tnt sut* wids center iA 26 ch 124 >LA 1975)

c
• .M y  Patrol* (t 

Ar

*« : ^
•cr.ts  fo rjeh o c  

v  • .‘.ton o f a p » t t  
; . f a  patrol 

. -  fo r patrol*

<<c. r  33.010. Keq 
• f . •' a borough

• . area, or a j
•. - •! *-„ft tv patrols I
.• -a.i\• adjacent to

• :•* A \  1906; am *

•;. "19

!•*«! of «mendm»nt- 
• • tffrctive Juiy 
-• •• of :*• state-operat 

f<: f schools inllii

Sec. 11.33.020. Org
; -vale or denominatio 
•- established forasch 

the school to serve 
A pupil shall not 

• guard  .an give writ 
*ci Tie principal sh

* • ujvr.no the opera 
'•it Tre principal s

• ••rity to determine 
: *•»•! may be most at
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"  • ' '-‘.an regular 

' •' d , r .  « pupils not 
-affe: *»nders crtr

* 1 • • directed, a



POSITION PAPER 

SENATE BILL NO. 18

"An Act relating to special education; and providing for an effective 

date."

Analysis

It is widely known that year around education for some handicapped 
students is necessary to achieve optimal development. In the absence of a 
developmental training program during the sunnier months, there is a high 
likelihood of regression in developmental achievements.

Historically (1961 through 1978) the Alaska Legislature funded sura 
programs through AS '17.20 which was administered by the Department of Health 
f t Social Services as a grant program to parent groups. In 1978 this statute 
was amended to emphasize the zero ro three age group of exceptional children 
who wore not addressed hy the existing statutes governing special education. 
This amended statute is currently operating as a grant program in 15 cerwti- 
nities on a year around basis. That amendment, however, left no statutory 
mechanism for local communities to adequately fund and operate siimnc* progr:ms 
for exceptional childrc. . fhir. bill creates a funding mechanism that will 
allow local education agencies to integrate summer program offerings info the 
individual education program lor specific children.

Department's Pos if ion

In I igtit of the above factors, the Department of Health I Social Services 

supports this bill.

Recoin lendt d b y :

J ( -f •*-/
/ A <  n . s A« . ** €l \ U  A  . 
Vernet StDTiier Director*"1̂— ■— *
Kent.11 Health and IV. •luprttjntol 

Uisubi I i ties

Keco'uiHtnded by;

Da te :

L ' a v . d  i n  l i c e ,
D' i t  v ■ »* er  f o r ,
Divi 'ion i)( I'ubl ic 

Hen l t l i

/ / $// v * ' _

/  |>|u n y i 1 1 h y  ;
X T

' y\ *• •*r - — 
IS i a ••, ••'. i n *
(e .is1 mer



YIIE LEGISLATURE OF THE STATE OF ALASKA 
ELEVENTH LEGISLATURE

■>
"-J - - K ■9

L

. : ,  ; .FISCAL NOTE •

I. REQUEST
Hill/Resolution No. SENATE BILL NO. 18 • •

1 T itle . "Aii Act ro l at inn to special education; ind prov id iny fo r an et Toetive date ."
Rcnucstcd bv Coinin'ssioner's O ffice D.itc January 2b, I9bl

■ t ••

II. FISCAL DETAIL
Accncv Affected Department o f Health & Social Services

• •

j 1’Kvtam Category Affected lie a it l i/U iv is io n  ot Public Health j.
f • IJRU, Prop,ram. cr Subprosram(s) Affected
/ (Note: If more than one budj'.et component is affected, separate linc-itcm amounts 
l component in the analysis section.) 
f EXPENDITURES. (Tliousands o f Dollars)

and funding for each

FY 80 FY 81 FY 82
• •

FY 83 FY 84 FY 85
Jnn PERSONA!. J5F.RVICES 0 0 0 0 0 0 1
200, TRAVEL 0 0 I) 0 0 o 1

! S00 CONTRACTU A I. (J 0 0 0 0 0
fioo COMMODITIES 0 * P 0 (I 0 0
joo EQUIPMENT 0 0 0 0 0 f)
f.Of) 1 AND <r- SLRtlXTl'URFS 0 (1 (i 0 0 1)
7011 CHANTS. CLAIMS, ETC 0 0 " o | o ; 0 0

TOTAL 0 0 0 0 0 0

BIMI2IUQ. (Tliousands o f Dollars)
*.

GENERAL FUN!) - °  * n 0 1 0 -
0 n

HUHKA I. FUNDS 0 0 (1 ...» 1) u
OVIII 1*. (Sp*f ifv : d SuUrrr) M i* II f t ■1 u

1 i

P fV ill IONS
•

VUI I. TIME * 0 I 0 0 »» 0 0
par t ■» imp: (1 1 «» II u t’ tl
*1! MV< »RAKY b 1 » 0 (i 0 II

HI. ANALYSIS (See FHciI Note P.

1

l.ilio il lll'.tllitth i.A , SfCviJn 1) 

•

•
•

.

. ;  
. '* i ** ■ rt

l if H A T E  ' '

t
•

i ‘Ei:PARF.t» LY MIV Id 1 Spent;t? *
T V
\  J m

a g e n c y ____ :
I'ilON li .. 

l.itui Named)

_ J U  llu x
' iflfl--

n. * i r» 1.m
Oaifin.il: Lcj-hhlivc Finance 
cc: Uudr/.t and M.mjitrmetit

I'lin'C SjiOiiair (Fil'd 1 :t*i
' / . * 0 b .f / , A

•
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NEA-ALASKA Robert C. Manners
Eiecullve Secretary
Juneau C i l ice

AFFILIATED WITH THE NATIONAL EOUCATION ASSOCIATION
Robert C. Cooksoy
Deputy Eaecutive Socrotary
Juneau Of lice

147 SOUTH FRANKLIN i?07 
JUNEAU. ALASKA 99801 
PHONE (907i 5860090

JUNEAU OFFICE ANCHORAGE REGIONAL OFFICE
1411 WEST JJ/rt 

ANCHORAGE. ALASKA 99503 
PHONE (907| 274-0536

FAIRBANKS REGIONAL OFF ICE
8J5 COLLEGE ROAD 

FAIRBANKS. ALASKA 99701 
PHONE (907)456 4435

James D. Alter
Field Stall 
Juneau O f lice
Charles L. O'Connell
Deputy Eieculoe Secretary
Anchorage O l l ice

TO: Chairman Parr
Members of the Senate HESS Committee

Dianne Andorson
Field Stall
Anchorage O l l ice
Steve Pulkkinen

FROM: NEA/Alaska
Field Stall

Anchorage O l l ice

SUBJECT: Senate Bill 18:
An Act Relating to Special Education

Mary Ann Einingor
Otpuly EiecutnreSecre'ary
Fairbanks O l l ice

MEMOFANDUM OF SUPPORT

NEA/Alaska supports and urges passage of Senate Bill 18.

Continuity of an educational program is an essential component 
of a successful school experience for children with learning 
disabilities. Reinforcement and repitition are basic techniques 
used with exceptional learners. Access to a continuing program 
would add significantly to the cumulative success of Alaska's 
handicapped children. Senate Bill 18 would provide such an 
opportunity.

This bill is significant in its implementation in that it is 
designed to make the opportunity cf access to a continuing 
program available to all_ children In the state who are 
classified as mentally retarded, physically and mentally 
handicapped and multi-handicapped. NEA/Alaska eagerly 
supports this effort.

Finally, NEA/Alaska supports the concept that a child who 
would qualify for summer school instruction under this bill may 
have access to the services of another district or REAA in the 
cvont their home school district does not operate a summer 
school, as stated in AS 14.30.348 (b).

Respectfully Submitted,

Bob Manners 
Executive Socrotary 
January 28, 1981
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1189 Nenana Street 
Fairbanks, Alaska 99701 
January 6, 1981

Senator Betty Fahrenkamp 
Pouch V
Juneau, Alaska 99811 

Dear Senator Fahrenkamp:

Enclosed is a proposed budget request for a Home Economics program 
within the School of Agriculture and Land Resource Management.
I am not certain of the priority placed on this program by the 
Fairbanks Campus, but I thought this background information might 
assist you in your decision-making process.

I noted in the January 5th News Miner you prefiled a bill for special 
education funds to provide summer schooling for these students. 1 

S S  / &  would personally support this proposal. As you know, special
education students need all year around school in order to receive 
maximum benefit from their education.

Sincerely,

c<'<
Marguerite Stetson 
Nutrition Specialist

MS/es
Enc.



r
THE LEGISLATURE OF THE STATE OF ALASKA 

ELEVENTH LEGISLATURE

F IS C A L  N O T E

R E Q U E S T
Bill/Resolution No. Proposed 14.3 7.1*3 (2nd Revision)______________________________
Tille incremental support for year round special education (tor level 4 students). 
Requested bv Senator Ferguson Dale 4 /^ /b t t

II. FISCAL DETAIL
Agencv Affected Elementary and Secondary Education____________________________ ______
Program Category Affected Foundation Support Programs _____________________
LRU. Program, or Subprogram! s) Affected Special education Adjustment 
tNote: If more ifyan one budget component is affected, separate line*iicm amounts and funding for •: .ch 

component in the analysis section.)
EXPENDITURES (Thousands of Dollars)

FY SO 1 FY SI FA’ 82 | FY S3 FY S4 FY 85
ino PERSONAL SERVICES 1 i
:nn t r a v e l
300 CONTRACTUAL 1 1

roMMnniTiis 1 i 1 1
FOUIPM ENT 1 1 1 :
LAND A STRUCTURES 1 * 1 .

T • _ GRANTS. CLAIMS. ETC 6 7 0 . 0 1S42.6* 1 2C26.H 2229.5 2452.5

1 i . . .  1 ! ..
TOT A L

FUNDING (Tltousands of Dollars)

GENERAL FUND I 670.0 1842.6* 1 2026.8 | 2229.5 1 2452.5
FEDERAL FUNDS 1
OTHER (Snecsfv Fund Soured 1

1 ! 1 i
1 i ............. - L -

POSITIONS

P ’ H .  TIME_________________________ I X/A I___________ i
PART TIME ' I I I
T l M h H U \R 5  I I

III ANALYSIS tScvi'iscai Nolv P.'cj arjtion Instructions. Section IIU

At.mrspt lonRj 1. 25* of except tonal ctudent FTE In level •«.
- • J i i * t r f c :  . w ith  »*jwet than * j*e g I a 1 #on . .

Ntudcntx, or will not offer year-round.
3. Average I.P. value for exceptional children l:• SJ6.0UG.
4. Adjusting for 2, above, each remaining d U  trier will generate a 

fractional 1.1*.
5. 25: of total TIE - 115: level A rrr - U»6 l.V. plur ?! J.l. bccaunc 

of /., above, - H I  I.P. x $3(,000 - 55,07*.0 x 31" - 51*75.1.
6. AO: firnt year part lei; at: m  - 51*75.1 .4 • “< 7« . *.u :»cqu«nt ye.it»

at 100’-. participation.
7. Thin does not provide fcr transportation »-f exceptional itudrniK 

required by AS K*.to»t*T, which is net a part of the fatindnt ron 
program.

" P lkc a l year-, beg inn ing  w ith  19bl in l la te c  b* 1 / .  j y r  , j .

4'22/flO_______________ J’KI p \ R I D  »iY „ V  ----IV h \ T J  .
\C | V  s __

O n ;n . j |  U.*i>tJlAr I matt**, P l IOM  _____
u*.. Miiiu.fcmen! 

l " f !! • I  S p t ' H '  * f *1 l | t t  I  .• • *• N j |!

33 Oi»i ip . i; -u,



Section __________ AS 14.17 is amended by adding a new section

to read:

Sec. 14.17.143. HOEMEC2AI. SUPPORT F O R YEAR-ROUND SPECIAL 

EDUCATION. A school district or regional educational attendance 

area which provides special services fcr Level 4 exceptional 

children as defined under 14.20.350 (1)(A), (B), (C), and (F) 

on a year-round basis is entitled to receive, in addition to the instructional 

unit support provided under AS 14.17.041(f), an amount equal to 33 

per cer.t cf the instructional unit support calculated for special 

education under AS 14.17.041(f) which is generated by the 10X0 1  4 
exceptional children in the district.

Section __________. This Act taxes effect immediately.



THE LEGISLATURE OF THE STATE OF ALASKA 
TWELFTH LEGISLATURE

■E1SCA1, l̂ QTE

REQUEST
Bill/Resolution No. ^  .______ , , ,
Tjtie  An Act Relating to Special Education"

Requested by_ Senate ritbb Date 2/9/81

II. FISCAL DETAIL 
Agency Affected _ Education

Program Category Affected E lementary and Secondary
BRU, Program, or Subprogram(s) Affected P u b lic  School Foundation Support fS per. Fd. Adjustment) 
(Note: I f  more than one budget component is affected, separate linc-itcm amounts and funding for each 

component in the analysis section.)
EXPENDITURES (Thousands o f Dollars)

FY 81 FY 82 FY 8 3 FY 84 FY 85 .FY 86
100 PERSONAL SERVICES
700 T R A V E L
300 C O N T R A C T U A L
400 COMMODITIES
500 EQUIPMENT
600 L A N D  &. STRUCTURES
700 GRANTS. CLAIMS. ETC. -0- 7.209.6 7.930.6 8.723.6 9.595.9 10.555.6

TOTAL

FUNDING (Thousands o f Dollars)

GENERAL FUND -0 - 7 ,209 .6 7 ,9 3 0 .6 fl.7 2 3 .6 9 .5 9 5 .9 10 .555 .6
FEDERAL FUNDS
OTHER (Snccifv Fund Source)

POSITIONS 

FULL TIME N/A
PART TIME
TEMPORARY . ....................

l i t .  ANALYSIS (Sec Fiscal Note Preparation Instructions, Section III)

This estimate is based upon several assumptions:

1. Participation by a ll exceptional students.

2. Participation by a ll e lig ib le  school d is tr ic ts .

3. Maxinu* hours per day and ni*nbcr of days In programs offered.

4. Annual in fla tion  of 10 percent.

5. A single fiscal year payment process.
Calculation: ^50 . 28x x n . 82 Special Educating projcctio/i $25,748.5 • $7,209.6

IV. DATE 2/9/81

O r i g in a l  Leg i s l a t ive  F i n a n c e  
c c ;  B u d g e t  a n d  M a n a c r m c n t

Prime Sponsor (Fust Legislator Named)

PREPARED HY J  
AGENCY _
PHONE 465-28QQ

jcatipn projcctlo/i $25,748

oc_



SPECIAL EDUCATION TASK FORCE

Barbara B lock, PTA 
Tom Broun, AASA 
Marsha Buck, GGlfiG 
Terry  Coons, AASE 
Steve Pacscluier, ASD
Senator Bctr.ye Fahrenkarr, Ak. Leg is la tu re
Sue O.lockc, ! IO4SS
Robert Greene, AAS3
Miry Jo Parks, NLVAK
Alai re Stanton, S ta te Board

i xo fi ' ieo  Members

Guy B c l l v i l l e ,  ASD 
Bob lUvi.s, IDE 
Jim E l l i o t t , IDE 
Steve Hole , I OF 
B i l l  M i ln ix , IDE.



D i s t r i c t N o  o f  L e v e l  F o u r s C o s t  p e r  C h i l d

A d a k  ’ - 0 -

Alaska Central Rail belt 0-

Alaska Gateway

Aleutian Region

Anchorage 837 8,149

Annette Island 1 8,000

Bering Strait 4 19,640

Bristol Bay -0-

Chatham

Chugach -0-

Copper River 12

Cordova City 1 8,045

Craig City -0-

Delta/Greely

Dillingham

Fai rbanks 141 0

Galena City 1 22,000

Haines Borough 1 12,763

Hoonah City

Hydaburg 1 15,120

Idi tarod -0-
I
Juneau 80 13,221

Kake City

Kenai 106 4,176

Ke tchit.an 57 6,760

King Cove -0-
*



District N o  o f  L e v e l  F o u r s C o s t  p e r  C h i l d

Kodiak

Kjspuk

Lake and Peninsula 

Lower Kuskokwim 

Lower Yukon 

Katanuska Susitna 

Kenana City 

Norne City

forth Slope Borough 

Northwest Arctic 

Pelican City 

Petersburg City 

Pribilof 

Sand Point 

Si tka

Skacway City 

Southeast Island 

Southwest Region 

St. Mary's 

Lnalaska 

Valde:

r.'-'arcell City 

Yakutfit City 

Flats 

' _• O' 'Koyukuk

25

2
5

50

10,868

12,500

9,800

8,500

- 0 -

25 9,114

- 0-

9 5,556

4 8,534

- 0-

23 9,130

2 10,000

3

1 10,700

90 8,897

2 8,035 

- 0-

2 79,400

4 18,400



Assembly Eldg. Rm. 20 0 
J neau, Alaska 99511

1 tar .‘‘s. Fahrenkamp:

Te: House rill 55 Act relating to State aid to 
school districts and regional educational attendance areas 
which provide instruction in special education on a year- 
rcund basis and providing for an effective date.

With regards to the above mentioned act I would like 
to e:., nssize the importance of year-round continuous educa- 
t: ->r. an: training of Special Education students.

I am a Junior High Shop teacher employed by the North 
frar l.rougn School District.

it must be realized that any time there is an interrup- 
tion or instruction for any length of time of a student, there
is a definite loss of progress.

In the case of Special Ed. students an interruption 
t.-.ree months creates an extremely undesirable situation.

The student will usually suffer a relapse of his formal 
‘-••ucation during the summer break. Hut more important Is the 

s the student suffers from not. being with his classmates and 
it *s environment.

Ccuf loo with this Is a fl* hour situation in the home. 
Many of the parents canno* cope with thl3 continuous earetakin,;.

It is cos: 1 y seen tha- this bill needs your sunpcrt in
pass in,*.

Thank you, .• .
r \  ' ~ y .  . / < i _



---------------  I----------------- —  —

THE LEGISLA-. URE O F  THE STATE O F  ALAS K A  
T W E L FT H  L E G I S L A T U R E

.FISCAL NOTE

REQUEST
Bill/Resolution No. SB 18
Title Relating to special education.

Requested by SenflliL-HESS- . D a t c  1711/01

II. FISCAL DETAIL 
Agency Affected .EJnr.atinn
Program Category Affected Financia l Support n i< ;tr irt< ;______________ ._______________
BRU, Program, or Subprogram(s) Affected W H a l FH..cat inn fir ants_____________________
(Note: If more than one budget component is affected, separate line-itcm amounts and tunding for each 

component in the analysis section.)
EXPENDITURES (Thousands of Dollars)

FY 91 FY 02 FY 83 FY 04 FY 35 .FY 86
100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
500 EOUIPMF.NT
600 LAND & STRUCTURES
1Q0 .. GRANTS. CLAIMS. ETC. -0- 2.000.0 2.200.0* 2,420.0 2,662.0 2.^2d.2

TOTAL

FUNDING (Thousands of Dollars)

GENERAL FUND -0 - 2,000.0 2,200.0 2,420.0 2,662.0 2,928.2
FEDERAL FUNDS
OTHER (Specify Fund Source)

POSITIONS 

FULL TIME N/A
PARTTIMF
TEMPORARY

111. ANALYSIS (See Fiscal Note Preparation Instructions, Section III)

Estimate based upon six week, half-time sunnier programs.

♦Fiscal years after FY 02 inflated at 101.

IV. DATE

Original: LcgiihtPc Finance 
cc: HuJcel ai.d Management

.PREPARED BY r _____
A G E N C Y  Education 
PHONE 465-2800

tteve Hole

P r i m e  S p o n s o r  ( F i r s t  l e g i s l a t o r  N a m e d )

33-001 (Rev. 12/80



W I T N E S S E S  FOR 
S E N A T E  H . E . S . S .  M E E T I N G S



THE LEGISLATURE OF THE STATE OF ALASKA 
ELEVENTH LEGISLATURE

■FISCA L  NOTE.

REQUEST
Bill/Resolution No. Proposed 14.17 .143 (2nd Revision) ............
Title incremental support tor year round special education (.lor level 4 students). 
Rcciuestcd bv Senator Ferguson Dale 4/Z2/SU

II. FISCAL DETAIL
Agency Affected Elementary and Secondary Education___________________________________
Program Category Affected Foundation Support Programs 
BRU, Program, or Subprogram(s) Affected"  Special Education Adjustment 
(Note: I f more than one budget component is affected, separate line-item amounts and funding fo r each 

component in the analysis section.)
EXPENDITURES (Thousands o f Dollars)

FY SO FY 81 FY 82 FY 83 FY 84 FY 85
100 PERSONAL SERVE ES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES t
500 EQUIPMENT
600 1 AND & STRUCTURES

676.0 1842.6* 2026.8 2229.5 2452.5

TOTAL

FUNDING (Thousands o f Dollars)

GENERAL FUND 670.0 1842.6* 2026.8 2229.5 2452.5
FEDERAL FUNDS
OTHER (Spccilv Fund Source)

POSITION'S

F U L L  T I M E N/A I 1 !
P A R T  T I M , ! *
T E M P O R A R Y .....................1 . . . 1  .  .

III .  A N A L Y S I S  iScc Fiscal N o t e  P r e p a r a t i o n  I n s t r u c t i o n s ,  S e c t i o n  I II !

Annuaptlonu: 1. 25Z of exceptlonnl student FTP io level 4.
2. Dlutricts with fewer than 3 special education I.U. have n« level 4 

x,.udcntii, or will not offer year-round
3. Average I.U. value for exceptional clil.’'«»n la $34,000.
4. Adjusting for 2, above, each remaining district will g e n e r f c  a 

fractlona. I.U.
5. 2SX ol total FTE - 1157 level 4 PTE - 106 I.U. plua 35 I.U. bccnuac 

of 4, above, - 141 I.U. x 536,000 - 51.076.0 x 33Z - 51675.1.
6. 40Z (lrat year participation • 51675.1 x .4 ■ $670.0 uubaequcnt yearn 

at 100Z participation.
7. Tula doca not provide for tranuportation of exceptional ntudcntn 

required by AS 14.30.347, vblch In not a part of the foundation 
program. /

• Pineal yearn beginning with 1 9 ^  H\Llated by 1J f /  pwr year.

IV.  DATE 4 / 2 2 / 8 0 ___________________PREPARED BY ---------- ----------------------------
AGI N C Y  Department of Education

O n g i n . i l  t.c(iilative Finance P H O N E  -«i»S-jhou_________

cc :  l l u d f t t  j n d  M a n a g e m e n t
P n m c  S p o n s o r  I F i r s t  l e g i s l a t o r  N a m e d )



Section / AS 14.17 is amended by adding a new section

to read:

Sec. 14.17.143. INCREMENTAL SUPPORT FOR YEAR-ROUND SPECIAL

EDUCATION. A school district or regional educational attendance

area which provides special services for Level 4 exceptional

children as defined under 14.30.350 (1) (A), (B), (C), and (F)
m

on a year-round basis is entitled to receive, in addition to the instructional 

unit support provided under AS 14.17.041(f), an amount eqAal to 33 

per cent ot the instructional unit support calculated for special 

education under AS 14.17.041(f) which is generated by the Level 4 

exceptional children in the district.

Section ^  This Act takes effect immediately. .

•? /}$ i y . i i - w *  »  a .


